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.ABSTRACT 

The se;anch for the means of changing the trends; of 

economic dewelopment in the Iess devLeloped countries w 

where achiev.e.di economic resul ts are in. most cases far 

below set targets is a continuous process. Althoug~ it 

' is universally oeliev,ed. that the k.ey toi o:v.erall ec:onomic· 

development fs industriali~@tion~ strategierr for 

achieving :iindustnializati0n objec.tiv.es: often vory from one 

c·ou:ntry to @nother., Existing policies·. are.· constantly 
. . ''· .. 

being amended. and .new ones formulated' as: those factors· 
. ·, ! •. . 

militating @ga:iinst and. those ~·iding the realization. o:E.' 
\ .... 

the s:aid o,,b.~ectives are identified wi thin pecu:tiar 

em.v ironments •. 

This study :ts undertaken with the primary obj_ective 

of' identïf'ying such factors as they related to the growth 

of s.elected:. manufacturing industries :Lln. Nigeria during 
-· 

the 1974~l985 period~ . 
' Our m.ethods of analyses have been, bes.ed on both 

parameter estimations and questionmaire, survey approaches. 
. . ' 

,J: 

Using net,·. assets and: turnover· as_:. our measure.s · of.' siz.e, 
'· 

we examined, the effects: of suc~ factora as size, 
.. . . ''-' 

profitability anà some other financial rat:üos on growth .. 

In examining the effect of sïze on. growth, we made 

use of some statïsticral and econometric: methods which 

include mean growth rate end v.@riance. ana]ysis, regre.ssion 

analysis and bÎv.ariate. size distribution and. v.arianc:e1 

analysis ... 
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X"!'J' 

In examining the effects. of profi tabili ty and other 
~ . ' . . 

· · fî:nancial ratios o:r:J. growth we: m:sde use; of only regre:ssion 

analysis. · 

Our ques-;t:iionneire:· sur-u.ey has. been wi th a v.iew to 

:tdentifying those factors which are not easi]y reflected 
. . .. 

in the Annual Rep0rt.s end Stet.ements o.f' Acc.ounts of 

c:0mpanies. which. formed; the besis for· the data for ç,ur 

pa.r~.me.tt$r, eS:timat ions •. 

Our atat.istical ~nd some_ .aspects o:f 0ur econom:etric 

ana].yses:1 :iindie:ste that the import~nce of fi:m.anciar. 
\ • ' . " 1 1 

s . .tr.ength as measured: by bo.th. net. asse.ts and 1 turnover in 

. explàining b..ighe:n profit rate end! 1:3-enc:e higher growth 

rates .. have only be~.@me relevant and. welJL pronounceét wi th 

the set t.ing :iin of:. the world-wide recessio.:lll. o.f. the e.ar.Jjy 

1980 •s, and', the consequential~ Structural. Ad.jµstment 
' . ,•' ' 

\ 

Programme ,which ,.w.as~ :imtrC)du<!ed ... 
.. . . ·_:·1 ' ·, . 

~$- a •çorol]ary to ~~iis~ 0 .. ther aspec~ts of our ec:onometric 
',, ' ,, '1 . l 1 

an:alyses1 c:onfirmed'. the e~tsblished: :· relationship· be)t.w:een 

c:orporate, g;r-owth, and profi tsbillity: that. pro.:Eitab:iili ty 

.ïs an ïmportant argument of the growthLfU111ction. 

The.important growth inducing and growth retarding 
' . . 

factors ïdentified' ïn. our quest:ionnaire· survey are .. non-
; ' 

financi:al and most1y exogenous ta their o.·Perations. The 

growth :iin.ducing fac.tors include competLtiv.e actïon to 

expand. market. in existing markets and o,verall expansion 

of existing ~arkets, both. of which a're pursued through 
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. more intensi v.e adv,ert ising ... We also ident ifiea: 

product d'iv.,ersific:atïon, especially into,. agriculture, as 
'• 

aneth~~· growth indticing f~ctor especially since the 

recessionary period when as a resurt of :iincreasing scarcity 

of fo.reign exchange, meny comp@nies· hav:e: had to be 

sourc:ing their · raw mate,rïals local!y e, 

On the other hand the growth_retarding factors 

:Edentïfied' inc1ude uns table gov.ernment poJ.icies, short age 

of raw materials, foreign competi tïon and: general economic. 

conditions. 

. 
' 

\ 
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CH:APTER ONE 

IN: T R O)) U C TI ON 

1ml .The Problem 

The c:orporate :f'.inm has been. identified. as the 

building bil.oe:k.of an industriel org_enization and,of·the 
. ' ' ... ~ -

l ' ec_onomy as a whole, - and hena:e the growth of an. economy 
! 

.ha.s:=· always been closely l~nked,: with: t~e ·growth of 

indu~rtrial firms in ,_the eeonomy o · ,'fhi.s·· :alose association 
' 

l\etween,.r-~dustrial and' ec:onomic growth was. cl,eerly 
·,,.',t',/:'·. , . ., ,•,\r• •' ·• ·•·• ',.,, .. 

brought ou.t .. by: Gat.brai th. (196?) when.: he . obs:~~.ed that ·~. --· 

Th~\growth: ,of: :thë? fi:rm•: eB ·.à:· goal of 
tecbn:o~tructure·:is· .strongJ..y .. suppij:rted 

·:. by .. ,the .pr:i,nc.d.:pl~:i·of::,c:~nsistency.;,,.~ · 
No,:\1.ther., so91i0l-'_goal is 'moré:!:;str.ongly 
avowed.: .then-r:e.c onomic: grèrw.th· ... i·c,. ·;; .. And·· 
.this is''..t:rue. ôf::a1r::-_coûhtfi-es; .'' . 
· · dev,eloped. ,. or.·;.µndë,i;elopsd J· :, c ammunis t, 
· socialiat,: or'°:.eapit.~lis:t.; ~ ,( . Giv:en .. 
. ,the· ag1~e.ement:/,ori:,:éeo119m.i<t'.gro,\~tth as 

. , · a· social·· goEù 0-··.~hEf~ goa1·-o:t·. the 
'- tecrh:mostzi:u::ture. nas· a .àtrong-.social 
. , .. pur pose:"': ,::·.::Me:m'hells, :,,:c:an ... : f.d~nt ify ·· . 
· themselveà,'with:. it(~fn.::s.t:hë~àecure · · 

. '. \knowledg~·:' :thët',{they,',:;,er®ii::~:~w:im.g.,a
, . , ,l:ï:3Fg~rt" pUI'poaet.:t~1li!llit··:"·.their./ ~wn; ·ï,, . 

. :.TheY;··"·s'e.ek<-to: f.l.itther. \the. gr.owth~ of.-
' the eco,µomyo.3 ,.· ' ' . . .. 

- '. ) . '···/> :· 

~"~·-=--------------------------
: i,. !,. •', ' 

lo, Shepherël} W:',:,' G~ ~: (197~] 91 ·,!hë Ec.bÈ'tOmicrs, of ·Industriel 
.. .Q!:,@niz§..tio~~,·-~r~nti~.é/HaJ.:1 ... Ii1teTnati.onal,i,.Inc.,., 
.. London, ·:P.,::·}?'" .. . , ,. , . ,. 

·,1.., ••. " -· ·- ·-.. ·~·'" "" ". ·- ,, • ,-:.. • 

2" ·· ... The pü:'incii.pie ç,f"consis~énc;y:·--in'- this: c.onte~t ·is the 
· >idea that ' .. the rel.a.tïcirishïp'."'"be.twèen s.ociety at large: 

and. an· organi;ation 'müi3t ~- bè.: .c..onsistent wi.th,.,tb.è , . 
1r.elation·.:-o:f '· the,:,,orgenizatiën\'.to · the .. ,,individua! ... 

· There ·mus~>be·.··c:onsîstènèy:.,:in-".,:thè.· goals· o:f · thé 
-society!)J.' the· organizâtion and· the,"individual.: .. And' 
there must be:c:onsistency<in:th~l·goals·. or ,the·:····· 

. motiv,es ·which~.indu.ciF~ érgeniza'tions.·. end .. individuels 
· t·o pursue: -these goelso,:. ·. · ·· ·· · :· .· 

3(11 Galbrai tim. J". K~ (1967) ~. !fte· Ne~··· Indus trial State 
Harmo.ndsworth~ P'enguin· pp. .... 73-?'4. : .. ·. 
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Ir.L exam~:ning .the ·fol'ces that made for growth of :the 

Amtn•i~Enn economy, .Baumol (1962)
4 postulate<fil. that · some 

' . . ... ,.. ,•, . '" . .. 
of them lie deep in· the .. ~n~~i t~tia.nal struc.ture · i .. ~ o 

the nature of business ~o~~a ··S!:3-d of the: competi tive 

process .and the charecteristics: ·of' .. the· .. c.orporate. · · 
' ,-,-~~--:_. ·- -:----·. ·- --~-- . ·. - --;-·· - . . _, - .. :. - -. -~··. __ . . ·" 

enterpriseQ, In·the same wein, Penrose (1959) obse.rvedi 

the importance of' the busiriesa firm·· as a· .basic uni t·rfor 

the organization in a-priwate enterprise·economy. 

'Jlhe·· ";ery nature·· of ithe ëconomy is 
to. soma. ex.teint: .die:f'inad: in:,.ter.m.s, of. 
the. mina· of. f'irms ·that. campo.se:· it, 
their size,., ... the way·· in·,:which5they 
are est.ablished. end- ~rcnw,;p o o. 11 

These obserii.ation~ appea:r _to· be representativ,e of 

the per'speeti'l,e of' ,,t1.1e. internat~onal coIDmW1ity· on· the 

role of' indus·trial developme:at- in. ove.,:zrell!.. national 

development'-Which is ,that,, the iwayto dewelop·ia_·.to 
. . . . . . .~. ; ,.,, "" 

industrialise .. · · Rence !1 :the· term 00 dev,elop.e.d. economy.00 is 
. .., ' ,' i ' . . .. ' !1 ., \) - -

often tlS~à synonym.ously with ~industrialised economy'~. · 
. . . ,,, '" •; -

It is peJrbaps in I.ine t'lli th this _international 

pe7lapective i;het successive,Nige.rian Gov:er~ents have 

acc-0r~d the.indust:rial seètor a prominent place in the 

OV7erall. ~evelop.ni,ent programmes of the country o 

\. . . •., ,,_. ', ~ 
__ , ____________________ _ 
4 0 Baumo]. w ": Jo (1962) ;) -~OilL the." Theory. of' Expanaionie. 

~J!lericen Economie Rev.ievi, !a,:t,; 52;». pp ... , ]078-1087 o ~-

5.. .: · Pelilrose E ... ( 1959) , ,~ The< TheO.E,t·· of ·'thê· 'ŒrOwth o:f thê"", ··- · 
l'itm Oxford~ ·BlackwelI: Po l8o · · .. · 
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. In· the First National Dev,elopmant. Plan (1962-6.8), 
., 

one o:f the.industriel policy·objectives was· to stimulate 

the establishment .and g1 .. owth of' industries w:hich 

-contribute to·economic .growth,.,. In-reviewing the First 
. . -

~ 

Plan in preparationfor the-Second. Plan .(1970-74), it 

·was indicàted.,,tklat: 
• i r, ' 

Over·.the decade, industriel gr.owth 
has· .beeome ·a ·c:ru.eial. factor in the 

. pace. and .patte:rn,of. Nigeria œs .. · 
g~ner.al · ec-0.nomic .dev,elopment., .... 
industry has· :moved :from.''.t.he 

· periphery o~ .the.i>coun:try 0 s .. gr.owth 
mechanism to a potential.ly- dominant 
p-0siti?n as· an: im:por~_ant6:engine -of 
·econom1c ··.trens:f'.ormat.JL.ono- · ... 

' . ' 

".Thus 9 . some of .the indluBtrial p.oiic.y · qbjec.ti:ves in 

the Second Plan were 

( i) to promo-te' ev,ein: develôpmént. and. fair 
. dis tri but ion .. ·Of.-'10rindus:t'riea 

,,:\ ·, ... . . ,. 

( ii) to· 0 ,ensure a rapid-. expànaion,:.and 
. di ve~sif'i~atiolt', ~:f ecthe indus:t:rial 
seœtor~· and 

( iii') ·· to increse- -income71""ealised from the 
· industriel ,sector · . 

· The Thirà and Fourth D.ew:elopmen~. Plans. also · 
..• -

contained similar polic;y objectives~ In particular, it 

·· was stated .in ·the ,Fourth · Plan that:. 

, .. ,.,, 

gov.e:imment -regard.s-'i:ndustrialisation -
as ,a .. s}n~·-·;.g_iq._!f,,!!.2!! in--natio.:nal.· ef.t;orts 
to ,acmieve the· degrëe. of self-.·. 

-.. reJl.iance , erid,. confidence · wi thout which 
a nation·c:an néither hSwé:the.'. atability 
necess,ary. for. social · peace. a~. home 

,, .,.,,, 
··---------~----_;.;.__;.,........,_...._......;;.;;.;..... _____ _ 
6,, '"· Nigeria. Second. National .Dev.elopment Plan_:(1970-74) J> 

· p .. 13? .. 

? .. J.bid p .. 143 
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· .. nor ·-muster _the: respeètabili ty and 
, me ans , required. for•· mea:ningful 

··.::.. invoi:vement in international. affairs 
.. ! ·'an'd interactions O Industriel· 

de'\\elopment there:f'ore bec.omes .one of 
the .. highest pri(?rît:y· ara.as;.,:for 
government .. ,.i: . .,: Evëry· ief~ort will 
therefore be :made· dùr:u1g. the .plen 
period to faOilitate·tbe- · 
process of establishing_industries 
in the•countryand opereting them 
efficiently .. 8 .' . _ . 

In order to translate these policy objectives into 

reali ty, Government · adopted a number o:r fiscal and 

monetary measures which were meant to actas incentives 
. ·::'\: .. ,'".,; .' ' ', 

to industrialists ~ and to · eithè:r · eliminate or minimise 
• • ,', ~: • • , • ',' :. ' a • • ', : , , •• ••• r ,, • -, '/ , • ::. , :. :. .•' .•' , 

obstacles to the full accomplishm.ent,of the industrial 
. • • ' ' ' . ~ .. .. . ':. i ' ,,,· ·.:. ' \ ' 1,' 

1 .. 

poJlicy~ Such measures werein,~orm of concessions-ta, 
' . ., ~ -- -~- . 

the ïndustrialists 1 a~d they. in~l~de Pione_er status, 

Approved Users Scheme, Accelerated Depreciation Allowance, 
• ;,•, ' • , •• · ', <", ', / • 

T.ariff: _Protection for rin±shed products,. as well as, .. 

Duty Relief on Importa and Raw Materials among many other~. 
, 'r , ' 

A· :firm that is granted a Pioneer:· S:t.atus under the 

IJt\'.!ome · Tax R,~lie:f Act of 1958 - as amended by · Decree . 
. - •' . . . ' ' ' '• ~ . . . . . ' -. . 

Nb 0. 22, of 1971, enjoys a tax· holiday· of a maxi~um period 
' ... '.. ' ,, ' . ' 

of three · years ·in· the· f"irst ü_1stanee, depending. on- the 
•'' ' 

amount invested· and subject to the observ.ance of the 
' ' . ,'' ' 

conditions stipulatèd, in the·certif'icate of' registration 

•. ~ • : , : , r, •' 1, 

8.. Nigeria, Fourth National Developm'ent Plan 
(1980-Bfü) · p .• 145. ·· · ·.' ..... 
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'.' 9 
of. the' company G At the end of the first three years, 

. '. '· \' . ·,. : r•,:1·· . •' 

the tax reli.ef peria.d may be extended for a maximum of 
1,: •..... 

two year,s e. 
; ,.•·,·· 

Under the Approved Users Scheme ! manuf.acturing · 
,, . ,. 

indus·tries are· allowed to · import certain ra:w mat.erials 
,, .. · .-·.' 

either free of import. duty orat very.concess'ionary duty 
., ': ,._. • •• / ~ ·1 '1 : ·' . ··- \ -~· . ·' ~-'' ,., ·', : ... , i , :· 

rates" This wasmeant to·enhance the price competiti19e-
.• ,... • ,'• • I, i,, ' ' ' .. , 

ness and profi'taoility of the pro,ducts of' such 
• , • ;. ~,.-;;' ,_- ' '. , '• • ·.' .,·· • • r '. .' .' ' ' ~ • r , 

industries. 

Acc:elerated Depreciation A.llowance wasa·measure 
,. ,,, /•·1, (, ,. ,, : • ••' .>: '! ',(,' .,~lf) ., 1 • •t;,. r i••' • ' 'I', L "''. ,'' ,,I' l;i •J

1 

taken to· encourage andassist investors .. through a rapid 
l :, . 1, ' .·' ' . '· .: ''; ; ' ! ·'.. •"Il'' ' ', '1: • . ' .. '\'·;'. .... ( ·• . '": • ' . 

write-down on cropital assetso T.he·, initial and annual 
. ' .. '. . . . ,.... . ,,,,.;..,,;• 

rates of' capital al+owances allowed under the scheme 
•• • ",. \ 1 '•, ,• ,• 

vary with the -type of capital expendituresïncurr.edo. 
' ' ' ''' \ • ' • • • ·, .-- .. • \ -·~ • •• • • ... j •• 

For instance, while the initial and annual allowances 
\ 4' ,' . ' ,, • • • : • • • • • • .• , ...... ~ • • ·, : ' ' .' ' • • ' ,,,: .. • 

granted on expendi tures · on plant and machinery .including 
' ,, . ' •' .. , ..... /,:• :, . 

furnitu:r.e~ fittings and·motor v~hicles were,·20% and 
.• '.· •. • •· .. '., '·,. \. " _. ,, ,, ,1, '• • .. , , .. : · •• , :•

0

1 .... ' , • f "-.'i. : ' ", ', ·~1~r • '\ .. 'in· ·.,1:' '· .. ''.··~·: r'.', 

10% respectively, the rates :for··non-i.ndÛs:trial 'or · 
·, ', .. ,.î ". F, ! ., ... ,., :. , .. , ........ ,... ·.: , .. '·,,, ... ,.. • " 

residential buil<iings were · 5%. and 10%· · respe9tively~ 
' , 1 · . • •' .•.• ... • ·. ,•, _; .-·' ) , . ••••• · .. .,.,1'• ':''·' ...... 

. The monetary .measures taken by Gov.ernment· were·in 
,.,,•. ,, ' 

the :form of establishment ·of f:i.nancial institutions· to · 
·~'' 

ensure f'ree flow o:f funds at highly subsidized rates to· 
• ,. ,~ '' f. .,.,'L .... 

prospecti,;e iridustri~list:s "'·· · Prominent among the earliest 
. •'/ J!,-: ,.;,.···:·: ,. .•.. .... ~.:: ... : .. -.• .:· :-. : 1 ., ' ,·,-:- ·: ,'. \ .' -~ •:··:,,.:1~:·:. ·' I. ":_ • ' •,,' :~ -•• ', • 

established financial institutions were the investment 
, . ' , • I· , ,, , •. 1 • • 

1 

·• : • ,,. •,: -~ ' • , , ' • ' ' • '\ •. .1 •-' • , • 

. 9ompany of Ntigepia (ICON) which later metamnrphosed 
,·:\.:',· .•,...:.~., ... -·-:· .. ; . .-···•_:.''Fi-."\.~"'.·\~:··;"~~,:,'. ... ,, .. ,.· .· '~·.( .• _·., ... '·.·,~-~ ., ,· 

. ·-•.,, .· ' ... ' ( ·: ...... 
. . ' \ ",,·:·. • ;- ,' \ \ 1 •••• ' ,, ! •''\ ' ~ .1 .,...,. • 

9., For a f'ull discussionp see ·Nigeria Company Handbook 
Fourth Edi tien·»· 1988 p. 186 .. ,·· · · ,· · · · ,. · ·,. · · .: · 

l :. \ ••• 1,·' • 

' ' 
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· into ··the.· Niger.ian Industriel Development ~ank; (NI.DB), 
... :;1 :-,\:,·· ..... -··'. ••,\,,.··. • .... 11,·:1·1'-·· •.' \, ' ·... - ,,.· 1 ':;.i''';';· :'''1, ,,,.~-.~i/~-- ·~.-~.,.._,i··~···t, _.,.,,.:..;1:i,:::f., 

the Nige.ri~n Bank f'or Commerè.~: and ·!ru:l.~~-~-cy:: .>· (NBCI), 
,, :,,",'. .... \, : , '.., .. ~ t .', ;,, , ,: .r: ,i ,., i., · : . , J. 

1 

L ', ' . ··. _ " · , ' ' •, 1 
; , , ', ... :.. ' ... ,, - , .,..., , • .~ ": • , 

The Nige~isn Stock EJrchange (NSE) . and in more re_cent 
, , ' ,,.,... • ... . • . ' . , ,,;.: •• " ' ; ',, ·1 •· 1 ~ i• , ,., : ' .• ,,· , -·~ • N ,:., • ,;J • .• ,.~.: • :l'.:l .:· . 

times, the National Economic··'Reconstruction _Fund· 
. ' . . :' .. ~ ' ' . ' ' . ,, ... . . . ......... ,.. . ,. ' . .· ... ~ ·, 

(NERFUND),., the Industrial·Tra~~ing Fund (!TF), ,the 
.. . . . ·: . . ' •,,' ,• . ...... \ ' . : '--~ . ' ... - ' ,\ ':.,-'.\''?': ... '•,, ,' ·', 

People ~.s. Bank and the_ Communi ty··Bank am·ong o.thers. 
' ·, ', . ' ,. ······· ...... 

There were many objectives for· setting upon ICON 
' ' . ' ,, 

in 1959j the f'irst of which was 
J •• ;', •• 

to assist industrial, commercial 
and agriculturalenterprises in 

· Nige:ria-generall.y·by·assisting the 
creatï"911~ · · ~xpa.nsion· end '- · · . 10 modern1.z-at ion· of·.· such enterpr.1ses . 

',1, "' ' I•. ' ~ ' ,: '<' :,, ' '.,; 

When it :was ·reorganisecl in 1964 to f.orm the. NIDB» four 
,:, : •••• ,.,· .. :·.'.-.·~', .. •' ·,. •! :, •••• ,' .~···.,• .·t,,.',,.,,..,_,·..,..i.~·-··. .:,, -'> '. . '-·\' \ :· .• ~.,.ù"f J ' j ' 

' .J"' \I' •, • .... 

new objectives :were spel t·- out. One of them was 
•• .•,.\'"'.,._1 ,/· .. , • '<, ,. 1

': ,., ·.::i" '·,·•;r t:o''· ;,r.i 11 " • 

to jpin .. skills · and: e:xper.ience, and 
· · foreign·.· privatë.- c_epitai'>·wi t':tr·' .<'· · 
"''Nlîgerian.· skilt~f·'àriar capital in the 

···· · development ·.of·' new,:fndus.tries ·;:and 
.... _· the' expansion of ,'éxi~_t_ing ones~:ll 

.~.: .; ."'/·· ··~. '1 ,.- • • , . . 
The,NBCI was.establishedin·I973 to provide·equity 

, , ,• ...,,,: 1\,.\,, ,',Ü'; .. ~ •,I,'.;· ,,' , \ , "' 't' .,1> ." • , , ':{ ,; ~··.•,., ':, 

.... ~ap~ tal a;nd.- fmnds by way of ·1oans to indigenous pe:rraons ~ 
:·'.,: •' • ., " ·,.~'''' , , •:·,, 1' •' ., , •,f .,., •. ' r~,1, 1' .. ,,,,~ ' ·"~"',-,'·•/',,"',"' ~ • 

·institutions and organizations for--medium and long-temo. 
,•'?'·.-· ·.;.·',, ,,r..r.:'< ·\··'1\ ~,,, , , , ' ... ' 1 :~~. ' ·,, ' ' • • ,' - _ • ·• , 

Jnves;t:g;i_ent in industry and ··comme:r:-c:e at .such. rates and 
'' • ' ,,,,,,· , .. •,••,• L•'• ,,,.'! ,, 1 ' ' ,t -,':,;•; , 

upon· such terms · as _may be· detarm.ined ·by the, B.oard in 
.,_ .. :1.~·:~·1, /•"'''. ' . ; ",",11:-i, ,'",~\ '.,. '. ···;:-:·~'·l!'' 

1
",,i'.-1 .. ,-· ., •... ,.;,,.: ,,,,· ~· ~ ... ·• .. ..... 0,( 

accordar.ice with the·po:ticy directed by theFed~:nel 
,,·' .. ,,.~; 1 i-·, •i,!l".,· 1 •• '•: -:'· ,' ·-·., •• _ ~·,.·, ••••• ·; : ....... • , , ,' r:. .: •:_ ·• ~··:~·· . 

1
~· ·.,r/·~:1t,·':: ···. , 11 ··!.i.;·i'•l'.·.· ., .. ::, .. ,,. 'i,,, '.':~1·,.,:,·~-;.;\, 1 ... ;,,)1.;,•,,\ ;1 • 1 1 ·,~:,\•,-'.'·..:.~~~,,_·.·, 

10, .. ,,. Nwanl!:wo G .. O"' ( 198Ç>),, The· Nigerian F*nencial System 
"": · ·· Macmlllan ·Intennat1onaI1-C0Ilege~<l!1â:'.K1.on · p. 1 .. -79. ,.,, ... 

'! ,.. • •t'''I,, ,,~, ;_., ~:·•,,.,,,1:,,, .... ,1.'',~,';, .:~,,,·-,::1.".-;,,''1,.,.,,,.,,;•': •,:: •' ~•,, .. ,, 1 ' ',•'.•;:_ ' .. ~.,:,::- :•{:·•: 

11.. Federat~on of .. Nigeria, National_. :Oe-vtelopment Plan 
,. -,_ !962.;,.68 p.. 63 .. ···. ,_ .. ,. '• .. l' .. : i" ' _,. . . . . ' 1 • .. 

,·. , ·.~ .. ~r·l. ·, .·. 

.\\'.-v 
. \ .l .... 
···;r~ 

,: 
\i 

j 
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Executiv.~ Counci]L, 
12 

Esse:ntial~y ,: the bank was 

estab]ished to ensure the success of the :lindigenizati:on 

exercise which followed the promulgation of' the Nige.rian 

Enterprises Promotion Decree of Jl972 whjjch.:i:n i.tself' . . . . 

was yet another industriel po].icy measure that hed been 

embarked · up'On.,.. 

Tlî.e N!i;ge:r.ian Stock: Exchange:: starte.dl as the Lagos 
. , ... ·,··;·. ': . . ..... 

' ------.-... -·· ' ' 

S:tock Excharige ·whi(?h. was establisheét by. the Lagos 
.. 

Exchsnge Act., 1961. I.ts establishment was :iin responce: 

to the rec.:oII1.ITtendation of a commit tee set 'llllp .. by the. 
~ ' ·, 

Fed:eral Gov:emnment in. 1958. to consider ways and m.eanm of 

prom:oting a stock market:. in NigeTia.. On ita. establ:ishment, 

the Lagos Stock Exchange \ii.ras expec.tedt trn perform the 

:foll.owing functiiom.s: 

1. Provide. appropria te: mac:hinèry to facili tate 
· further of::ferings of. st.ocks and shares to 
the general pu.bli.c.. · · 

2., . Promo.ite incneasing partic:Epait:il.on: by the 
'pœbJJic: :iin the priv.ate sector. of the' economy ... 

3:., Encourage the inv.es.tment of savings so soon 
as·:, i t :ris clear · that stocks and shar.es are 
r.ead:ii.]y · awaila ble .,,13 ,. 14 

I2e Decree No .. 22,, 2nd Aprilii 1.972 .. 

]3 o Cent Fa]. Barill::: o.:f· Niigeria Annuel Rep:oTt 1960 p. 17 

14., In practic.e· stock' ex.changes thro.ugb:o;cl.Jt the world 
hav1e c:ertain roles which w .. ene also expec.ted of 
the Lagos Stock E:xchangë . ., See Nwank:wo G .. o ... 
Opi,.. ·ci t ,,,. J::>:·.,:;-,I34 for these. · 
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The NERFUND was · set up by decree NQo, 2. of 1989 to 
,,.:,:}•.':,:, 

mobilise :fînancial resources that would enable small--· ·.·: . 

and medium~scale eligi ble _indus trial .. an_d all~ed · 
•',.·/ •, .,,·~•,' ',•:\: ••. • .", • ' •, • ,., • • ' 1 .,•,:,r,,: ,' 1· ~. 1·1,,{"~l, • 

ent~rp1'"ises acces·s to bet.~er· medium: -· to long.-term 
. . . , . ..i, 1.1. 

(fi ve to ten yeaz:s) loan faci!.ties, to help. them 

. ~cquire t~eir :t'ixed assets,. 
':. ( . 

auch as machinery and 
,. , .•. ,·1 i • •• .:,, .. _. 

equip~~µt ""15 · 
. 1' ·•'. 

':rhe backgr_çmnd agains·t which · the FOND, was· set· up· 
, ., ;.J ,l'" ,r\;:i\~'' .. •.::;• :. , . ..,' '• .... " ·t ,,\'' . !~·}',: .. ; ], ' '; '" · ... 

1 • 

was based·· in part. on the· observation· that one o:f the 
' . • .,··. '. ·• ,. • ' •• \ :'', •, j• ',. .. ·, ,.,:· • ' • '\ ' • ' ,. ,' ·,.\. • '· .•.•• ' •. ·,, •..••••. ·' • ,', : ••• 

reasons .wlzy J>aDks in Nigeria·· do. not. provide, ·. loan~ f'or 
':'.l:>':·i···· ..... ,·-. ·.· 1 '.,'./'.· ... :•', . ~"'·· .1,, ' !,;.,. ·.~ ,; \·'. ~· ...... ,j ••• s":·~:'.: ... . ·: 1 •• ··',{· 

the. medium~·.to lo;ng-term is the short .... te~ nature· of their 
~, 1:t,:· ~i. ', , • ·,b,1;~1 .·.' -~. ,,:\ ' ·:" l •. ,: '. '•, ,.•,· ·.. ~ ' , "'' ', ,.,! \, •:. ,· , "':'· ..• , , ,'I 

(deposit) funds, in .~hicll. case, the,·.short-term .riature of 
' ·' • ', ' .,!.;i_,· ,. ~' • · · .. : ··; t\' .~···· ~,.,:., .. ~.' ,t';l:"·1 · 

their various-deposits placed by bank customers create 
' ' , ,, • : , ' .,'f ~ 1. '. '·. r ' ' 1 • ~ ' " ' • ' • ' ', 1 ; • '' ' ' ', ' ' • ' '!;· , ; ! 1 '', ' ... • , \' ' • 

future :f'unding uncertainty forthe-banks which-are 
.. - :·.. • . • • • • ,',, .. ' ··~ ·. ; . , • ' ... > ' 

... ,,~~~r-~!ore, ..... ~~êl,l.c.t.~n;~,' to mismatc:h · the term of their 

deposits. and 'JJ..oanso 
,"'· 'l "· . . ··.· ::-··> ,·,:."·--.. , .. , ........ 

Thus_f in speci:fic.terms, the objective· of' NERFUND 
~-. •"' ·' '' ,•'' ' ·1'· •·. ' · '• ,· ,,:,,r' 

are -to 

(e) 
··~ \ 

....... 

_CC)rrect any observed ·:in.adequacies. in the 
. provi::1ion· of" medium~:ito long-term ::f.inancing 
· · to · small, and' medium~scale = industrial ,,, : · 

enterprises·," ·espe'cially · manufacturing· and 
agro-allied enterpri.ses'·''.and anciltiary·'' 
·services;· · · ·· · ·.· · · ·· ···· ·. . · · .,,-1 ••• •. • 

.. , .... ,,.·1 

. (b) Provide medïum- to· long-term loans to 
·:.-· .. , ·.· ·participating'commercial and:·merch'ant banks 

. f'or'!' en-le:r.iding t O, small- and medium-se ale 
. . : enterpr:tse's :f'or·"the. promotion"and. ace!:eleration 

. ~, of ·productive' activi ti.es· in suèh ·: eriterprises:; · 
.. ',· .. '.1'' ... O>' ' ,, ...... • •• '' ;.- ••• .,. .. ......... ,'•';:'-1 ',.',,·,·:,,· ' ;: 

,,' .·. ·.; ,, .. ;.·, ' ··:'r:,;.,-.·.•.·, 

15., FedenaJJ.. Republic: of' Nigeria-~ The National Economie 
'~ Reconstruction Fund · D:ct"ormat.iorCBull'etin ·and· ·' ·· 

' Operatiional·· Guidelines p .. s .. ·· 
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. (c) Facilitate ·the prov:un.on of -loans with 
·. .... : · fi v.e ·. t-o ,t en; ve·ars,;ma tù~ity, · includ.ing .• a 

• l Q/ · ' ~) • 1 :··"·gr_~cê·:• .period · of·_.9ne:\to three years ·,, · ·· .· · 
· de'pend:ing· •on· th_e'' _nature of· the· .enterpr1se 
· or, project.. · · ,,;i' .. 

' ... 1. , ,'~~ :• ·, •••• 

(dl) Provide such I.oans··either in naira- or in. 
_.·, ·foreign · currencies<or: both accoraing ·· to the 
' sources·:of'' .. ·furids- a11aileble to the 'f'U:nd ·and 

the· requirements···o:r· the":eligibie. ··· .. i .... ,,, -

,. ···,·enterprise · 'br:- projE!'ct ol6 . ,., _, . 
.. ;•<v·:.1 ... ·.I 'w;i•>;~.· ,1:·:i.:, 11.·,. ' . .,J .' ·;_., ..... i:u.,'.:.;:~~·· 

. Subject :to · ~rtain c_ondi tiq:p.s17, the eligible 
· " t'- ·,\ u,,1 '• 1, , •• • '1 , -\' .. · ~. ' ' ,,.•;.•1 l't ' · , ! :·•·, ,;\:" ,'' 1 

;..•'' 

enterprises incil.ude ... ~anu:facturing and.· agro ... allied pr.ojec:ts, 
... ,,,,1 ,.,." ,• '"~( •',, ., .. ·.:;'•.:,•1~ :·.1 , •'/1•'1..,,I'.}••' ,~·: ' ' "'I: .. ,···~• •,'·. ' ·-~i<;· , •• i'., ... .",',~,,~ !• '. ,• 

min~:µg,_quarrying~ _industria;t support services:1 equi:pment 
,, C ', /,, ) 

0
: • • , > , ';'" : 0 ,, .... ~, ... , .' 1./ ' l •'• • • • • ,; '; r • 0 • 0 '• ' , '• ' • '• ,• l.•'p t,' ' : • • ' ' ,: ' •O 

0

-i t ' • ', 

0 

"' , , 

leasing and s:q.c:h, other enterp~ises· ancilliery · theret o_. · 
. ·,.·,?! .,',~,',1'" :· ... ,· .. ···, •\,· '·,. ,.·, ... -.,.,; .. ·'~···· . ..r'J'"·· '.;·-"~' 

Beyond the establishment· of --~il'l~nc:ial ins'!li tu.ti9_~s, 
' ' ·-··~'' • 1 • ' • '· ' •' ''.' "'

1 '"· \'. '.; • '\ ./,:, • • ' ·: ' ', ' f~ ' '• ' .' • : 1,.,) ~. '' ' ' ' 

m-onet'ary · pc>JI.icies have· bee:11. ~ormµlated: ov_er: the,, years 
... ,:• :r... ' .. . . . '- . , -.i, ....... -:. i. •••. .. •. .-·: •. • . '·. ... ,· •• ,,· •. . • • ,., • " 

to suit the prevailing eç_on9mic conditions .. · F.or ·instance,· 
" . , .; •. .. •, .1 ··: •• ··t ·'),, ,• •:l'.!:, il':~: ... î:~: ... ,· ,/ -;~,' , 'r.,.,,. ... · . ,..·, ·' . -~·' .1 'rt:11·.,: , ,·' 

' -
during the war period :·(1966;...69l~ there was··an' urgent, 

1,, •• :··, • , 1 i -•·J ,!,; i ' 

., 

need to ·deal wi th the recessionsl and pol:i tic.al . ' .. ;·:. 

· · expedi,~.~cies which: necessi tated a policy of crédit ease. 
,, ., .• ~: ,.- · '· · · ::. •·i. • ,..;,.. : . r · · '.· 

ip.ves_tment -i]?., _ev~ry:,··sector · o;'. the· economy~ _Unfortunately, 
•pi:' . • ,!.),.J~.r;,\~.I•'"'',•' .. ~,,,, :·~::/1•,'.:··- .. ~:..'• ·,"' ·,: ,:,• ·, ·;', ' \,' 1 ,, ;],'.·~. ·'.:.".' '·' : '·';::·~--· ·., \, ',,.-,, : •, "'·:_·:., 

. the ·,experi'?nce · :'.èhen _was, that al though, there ,was .a· 
Î, ~·,/'' j .', •.' ' :•' ''_-,·•.,;i.f ' '., ·, ;I '1.'.·1.t''," ":? • .· ; . ' ',.' ,' • ',' < ·, ,. ~· ",-; I' \<.._'··:- ' •' '• ,, 

favour~ble ·.response fro_m supposedly · prospective 
,. • ··,' \'•'' •. i :' l ·ï' , ' , ··.:·:.:~:;: ... i', :·· , , •:.' •'1 "t \ ; I' ' , ·:

1
• , .:/( ;,·: .,, , ·i" , , • .. .. ' . 

inve~~ors ~ J;h9. · funds- · so ciisbursed· to theIJ;15·Jvere ··di vèrted 
;<t"' • •)' • '. ' . : •• ";\ : ... ,', ' • 1 ·:, ,,. . ',' '. ' ', l, ·: ·,. ,,, ,•, •( ··1~ 

, ~:p~o 'û~t,p:rio.fi t'.3b:J.e_: v.~_ntures, sµc~. as- buying .. iuxurious- cars,, 
0 > fi,• ,1· • / 0 J'''. < .-: ' 0 ' I·{'·~ ;• · .. •! 1 ·. HO l ', ,-:.:.,, '1 ; ,• .,,,. ,, • • < . .' 1 ', .. ,, ' 0 1 

' 
build.i,ng houses and other · Iµxuri ous .s pending~ ~-- . 

'\ '. ·t"'!'.,,~"'·1·~\i,'"~f', ~·,1,··,.--: ••· ~··'·\''.,·,.,_~··\,!''j,i ·~· ., \, ~:·., '· ·i•: · "·,.:''·\· .. r:Y\\·'".'l'' )• · :. ",' ';'" •. 

Apart f'rom. these fiscal, and monetary mes sures, -- . 
-· ....... 1 :···-'.! .. _. ... , .. .:.,~··.~·;.r•:•·'>',. ··.··)/:< •,; .,,_,;,.R;r ::·· l":···.,· .··'-,l~r1..-·:.•:' .~ 

ef'f'orts were made in the past to make adequate ·· pro.visions 
·:.1-·· .. ·.i .. ~.· •·· ...... '·~-:ir .1.:; 4

• :~ •• ··, ,: ···-.:,·:,,/·.,, ,t ... 1.=,····1,.1 ..•. ,.:··,-,;..,:1,;.,: 

f'or 'infra.~tructural facili ties lik:e.· ·eiectrici ty·, · 
•• , . ·,.' ' • ' ' ' -," • • ' ' , > '... • ' : ' • .., \ ;~ • :~·. 

.' ,·· ..... (".' . ~ -.j :,_. '· '. 

1.6 qec_re·e Noo· 2-1989 Section 1 
•• ~ #. 

17 See Ibid Sectio~ II· 

! ' 

l 
1 
1 

1 
1 
1 
' 
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efficient·network.of roada~ railways~ water and.oce~n 
,\. 

transport and even the. development of indus.trial este.tes,. · 
' ' ' 1 • I ' • ' "\,.•, ~.• t,'.~' ., 1 ,./, 

AllL these. were meant · to redu.ce considerably the overheadl 
, ' Il ' -~,~ ') '' ' ",. ~ ' • 

1 
• ' •• ' ~: 1 , •., ,. ' ' , • ' ,h,_. ... • '', •, . 

costs which would otherwise·· have.· been borne'.·· by the 
.1·:····· ,. ,, J' 

industrialistso 
1 ' 

Wi th the foregoing·jl ·· i t · is qui te· e:t1ident that 
,, . ,· .', , , ,,, ,, 1 ' '• , ·,' i;:~·' ' 

' . 

Nigerian Gov-.e1~nments htn1e·': been. m.sking efforts at creatimg 
. '. ,.,, •(: .... •·• 1·'''l,,,,,.., ,'\·•r': . . '"' •'" ,•1; 

cnnducive business environment for the· establishment· 
' •' " 

1 r ;.',' • , , ,. :i."'~ ·: ·, ,,:,, r , 1 • ' ' ' ' • :'Ù ··1, • •• 1" 

and grovrth of ;industriel ·'organizations.- in the country. 
• , ' , , • ·:· , • I· , r' , . · : ' ~ \_ · , ,. , .. ,i • " · ,:, ,., ~- • .~, 

.\lthough go11-'er:nments, · perhaps i~; .. the· spirit· of the· 
. . • . ' .. '. • ' . ,.. - ...... ~ ..... '.,:·,:,j' ·,.. . ' ' ;_.·1., . ·, ' '. . "-, ·., ~ ':, ·, . ' . • ' 

dictwn that example is.better·thanprecepts, have in 
' •• ' 

1 
, , '''· I' ', I ., ' ' • 1 ·( •" ' • ,, , ~ , " i ,.. , , , • l' " . • 

some cases gone into direct 'par.ticipation in-the 
- .......... ,. :, .. ~ 11 ·-t·, ' 

· imdustrial sector, most ·- of. ·the· policq- measures· · have bee:Dli 
('.,: . :·"'·'"': .• ._,:·' .··· . ,-1 ... ·· . ·, , .. ·. i, ,}: ,:· .•. ··i··· ., , ('(1~::·~r·,:: , .. " s/~ .. ;i.... ···'1 

.di1"ected at encou:raging ·the· pri vate· se.et or, }n: the 
. , .. ,·: .. . . . \•"i .,• '} . ·' ' '', \ ... , .• .. , .. :~. ·. ·; ,:t;• -· ,.. . . \.,'. ·. ,•. ', ' . ·, ,, ·,' ·. 

process Of iindu.strial de11.elopmEfllt <> Emphasis.·- has. ,llowe~r· 
. , ~ . . . '·. ( ·,:,·.,\\:·····.,; · ... {.~:·!/}./ ·j '~/t•'""·:l:·. •:'~, ···',\ ... ,. ,~1(.i:v/,-::· .· ... \,'. :.l..iJ"":., .•• ':'' .. 

changed in favour .of the·private sector as. Government·;·. 
,,,••·•'•J,! .. '• ••. ;~:i:~';:, :, Ci,·~,'''.,,,,; ''_, ,•"\,',•; '• '•1(••" •,', •,• .';) ,,,·:'•/~J'\,1,:1' ',•' e, • ;~/ ,> ~,,,:.:•,f:·•,.,,,,-; ,'~ ,.(' 1 

in ~he ftace of <iüwindling 'ancl unstable, oil· revenue,· has 
' '"' : • .' • • •'• ··, ·:., .: • • •• 

1
,:,.''' 1·· .... •· •l::/~ " •'1i{},1'.1 · ··-~,\1:1· · ·,: : • '{ , , •·!'. ,

1
. ·'( ,.,. • .,....,:. ;·r ",.,_. ., .... ,. ,;• ,,.· 

.adopted. a poJiicy. of privatisation and. commercialisation · 
''r

1 ·· •. , j f ,'' 1 .1;::<·,, : • ,11,,'11 \• 1' .,~·.,;. :· \1,\,, ·d; .. , :.:.,:.\,''~ .... ,, '. ._ ... , .... ;::.1 .. ·'.r··· 

.of ~.hose busine.~s ve~ture~_,:Jn which it ha.s hi-therto '. owned 
:,-. .-·.·r,'r,.:/''.·.:· 1·',:, "'~,/1·.::1~·.;-:.' i'·'\·.,' .. "J ·:,·::\>; ',, ·,: :.·. ':··.,f'',' '·,. ·, ... :·1. t.,i . .':·~:-:1:1:;;,•t,·;;';' ... ;\~r.'· ... : .. ·"'\',.·,~: .. ·· 

· shareso .· The.,.whole· essence· of. priwatisation·has beeI1·to 
,_(.;:l·, ••. ,-~·· ·.~· ! ,,/:• •• ··, ·.i .. . •... ·." .. ,.,:\.··:.-:i · .... :, ... ~;:1;,·1.',.'.').,···~','! 1 .~,:··· . .--~··_,·.,1~· ~'.·,·:, 

raise productivity anq · e:ç"fieiency·:·'bediause. it ,-is believ . .ed, 
.·:· .. ' ... ,' • ·~1·•, .. ,·•.,; __ _._.:,: .. ~_,.,;\-:··.' ·:·· :"''.\;.--,•J't.\".•· .;~·· .. --·~.·:::·:~'..1· .·· ' • ,,.._.:_ ':l.·.-:-.·:,: . .:~:·:·:~.\)··J>//.:: 

· that ·busi.ness·· orient:stion .. in the private·sec.t-or··is.such 
'\:."·/ •', :,1;1':",,· ,1 :\'i\ 7 ,,\ ,•.' • ,-. ., ' ,•\/',; 1 ,,•"h. • ' .••,'; .. '.", .. \;', • ''~ i' '• • L ,)' ;• ~••:•. \: •,,~ :,,, :.' "', .... ,,, •\ ,),: 

· t.ha~.· allows :f~r,:init.is·tiw.e'/ compe·tit.ion. an<i :adoptio~"o:f · 
; •.. :.--·· .. , (. -,· . 7·..:·(• \ .. , ·:' ... , , ..... )·, ~·· .. . . . .. {"1·i:·r. ,, ·: ~--·~··'.: ·.~.-~.-·-:·:·~ 

,~~on~mic c9nside:ca,tionsi i~ .. the ,·decision ·meking · . .process. 
; , , ,~ ·, ... ·.-·_: ',,•, • •' ,l"f: ,., •,: ,,.,r•1 • \ r ,,;:•""." :· • ' •1",. : , ' ' '. .J.l • ' ,• '(',i; ' , :'' ''• '•' • ' ' ' 
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. C_oupled wi th this is the-· fact · that in the· Nigerian: case, 
.... i/·1 ·• ,; , .... ,;'' .. ;..,. '·: :"'·'·,,·"·' _, . .,, ' 

i t is e:xpected that • go-w:~~nment will ·. be relieved· of' i ts · 
•.. ,. , ' ·~", ·, ' ,, r•' .,> _' ',°'.. : ',':, > '/1 • .' 

. flinancÎal burden ·of disbu.rsing annuel s.ubv.entions.: :for··· 
I 'I '' c'/ ' \ ~ ::••. •1,..-· ,,, ,: •/ (,• ·, :'" 

the financing of s11ch .. public enterprises·to be privatised .. · 
. ' •', 

1
' • . ; ; -~·-· · ,•..,:\!" • , ' ,, ;1i ,:••' 

Howev.er, giv.en that many of .. _the· enterprises.· to be 
{ f. ·. . ' ., , '.,,! .• , .,•.•!.'·; -

1

1 ' ,1 •! ! ,' •• ~ • , , .•., ·: ''. ,• -:.'~ '., ; \ •· • 

pri'lJl.atiseéU in Nigeria have ... 'been· operating. as. monopolists 
•• • ·.: .... , , . ' • ': •• ·, • ·~ •• , f ' •• , f;.,· ) .J,,:, r .~? i , • ' 

over.' the· years, i t · ia ve:ry···.doti.btf'u.l if the .. objective· o:f 
' ' ' •• •I" •• ,,, '" -,{" ,, ' 

imiproved · efficiency would be-· r~alised .to· -the> e~dent 
' • 1 . i'. ! .. ·. , ' ~ ':'.' ' 

anticipated aftel". privati8artion.. This. is, bec:.ause · 
,> '., ,•, .; 1 :•. , • ' t~ ' ' ,,: '. < • • ,'•, ·• ·• ' ' "'.• .. • •• : .,:, •• ' , ,\f' '.-,,,·;( 1 L ' 

eff'iciency; is iDi part» a funetion· of· cmmpetition and·· in 
•; .. ··::~, "" . '.:·'·~·., ' . , .... ., . .,..;..t·, , ... · .. · .... ,1,t\ , .. ,. -~·; :'1\'.'.-.,- " . ~: • ,.·,,, .. · -.~ i. ' '. 

' such a situation where similar. enterprise.s. such:as. the· 
•,, ,• . t,: .. \ .. ; • . • ,, ~- " J •" ,.: 

National Electric Power Authbri ty (NEPA) · or,.-the 
· · . ··'. -- ·:u,i·/· ...... ·1

• .: " \~;. ' ~\i, .i 

' -Nigserien RailwayCorporation (NRC)·c~nnot-be. easily 
•• : ' -···~-' ~-. ,1..·, ",'· ', •. ~---·., ·, ·' ·' ,, • '·· • ~· :, ,, '• l .,. .... . • . ': ' ' 

este'blished by···private· bus:i;nessmen: give1~ ·the-·financial 
' .1 • .;;. . 1?'' , .. : ':' '·· ' ,1 ' ·:-.· ... i •• _., .·: ,. ,. • "!' · . .-. :.: :\ .. ,. 

outlay li i t is· clear that th_e· enterprises will. continue 
:,•~ ._, .. ' ,.·: "·'.('',','1,,.:. .. ~ .. ' . ,r,.,!,'°•~./_-··,~· .. - ' 

to opera te as monopoliste· for a long. tim:e- · to come., · 
•. • .·;' • ' . ', . ' 11 ' '··~. ,·· 

· · .. P~n:ro~El (1959) had · po~ited that · corporate · or 
:• .... _ •• ' ·:·· ,'.":' t, .,. :·_.. • ' 1'' . :·,,1· ., ,' ' t' 

:ii~dustrial growth is a natural process that will occur 
_, . .-·_', 

whenever: favourabl~_conditions exist0 One would 
1 ...• 1·.,. 

. , · '. 

therefore have_. eJÇpec.ted indus trial establishments to 
, ' ,··, . 1- ' ' .. <,. .'.._. . - ', , ' . ·. . •.. · 

· f'lour:j.sh in the type of environme:zrt:--- that has so ,.far been 
. . , •.. : . ,, ,. . . .. . - ~ - . - ...... - .. , . ·. ,, ·-.;_ -'..::::·._J '· ' 

creat,ed by goverrunerit, if' only a li ttle' beyond the time 
, . .' ·•' :· ~: 1:, ,, • ', \ • , _:,; • I , ·,• ; ,.. ''· ., :· . ' ,: ') 1 .. 

the'. ,world-wide · recession set· in. in 1981... But to the 
.. . . ·; .. ' : .,, . ·.'···· , .... ,.·.,, ; ' 

,.,·' ·:: 

o,p~t:r~ry ~ ·'.:it app,ears Nig~:i.a is still far f'rom 
' l{'l/i;,.'-'''\. i,~ ~~ :,. : .. · ... '-.. · .. : . . 1 .... ·.' . . >:; ' b~~ng 

indu~t,;oialized to the extent.' .. envisagedi. in, the 
',' ' ~ . ,\ \ 1; ' ' ' , • . { ~ 
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development plElns ... The rate of growth of the proportion 

.··. of' the Gross Domestic Product (GDP) accruing from the 

mfl:nu:fecturing sub-t=H3Ctor hss been very low., . By the end 

of the Second Plan per.iod~ it was indicnted that 
~I 

a.,.,., st.udy of development suggeste 
that N.igerio would b.av.e a 
manu:factu~ing ·sect,or represen"Çi:ng 
16 percent of GDP18o 

In actuel f'act the :t'igure had r:i.sen f'rom 4 per cent 

in 1962-63 to le~s than B percent in 1973-740 For the 

United Ki:ngdom, the U:ni ted States of .America and Japan:9 

. ' 
the propo·rtions were 27 ~ 25 and 28 pe:r e.ent respectively · 

in 1973-74 .. By 1984, the proportion was still for below 

10 per. cent in Nigerieo Specifically the figures were . . . . \ . . .. . . . . ,, 19 
9~42 ana 9 .. 66 in 1986 end 1987 resp~ctivelyQ 

Although,: this ll.ow proportion o:f the l!lam:i.:facturing 

sub,,..sector in the GDP is chà'racteristic of' the iess 

devaloped countries in general (for 1 instance it wee less 
" 

-thet, l peF· cent in Libeida in 1974 and about 12 per cent 

in. Ghtine in the same yea:r) 9 the important point we are 
,1 

dre~jng attent~on to ia the wide disperity between the 
\; {~/i • 

l/ 'ë:li:1:JWr~-ted and the echiev~d: contribution of' .the sut:~~sedtor., 
' - . 

t\.'hile it cannot be deniea that the ±:ndustrial 

séC:f.or bas grown ov.er the yee~s 9_ the short :fall in the 

@xpê@'têd growth rate is elso. ~ui te eviçlent., Given that 

iiBê k@;y tô CJ~èrsll. ecorwmic de~elopment lies in the 

18 .. Federatio:n o:f Nigelf'.'ia ~ Third. r«at:i o.n8 1 Development 
Plan p .. 1380 ' · · --

19 .. Central Bsnk of Nigeria Anrmal Report 1988 p
0 

15., 
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jjndustr..ial s~c-tor, and, giv.:en the,,si~q.us_tria+ '. po,µcy 
• • ' •• •• • ~ •• ,·· ';, ' ••• • • • 1 : ····•~ .-, , ••• : ,_ \': • '·' •• ·,:.. ••• ~ • • •• : • ! ., ·. . 

o_bjectives .anq. ID:~!=,1.~ll,res, ~q :,;t:·a~. :1aken. by. the, G~:V-.~~ent 
1 .... • :. ' • ·,\ ' ·, 1,,-:.•·:;.~; •. · ' .~ - ... '\•' ' . ·-~,-~ . i ., . ·, : . •.; . ,,. 1··,, ... , .... t{ 1 :'. 

and. ·yet the relati'9:ely.· p,oo;r,. performe,nc<:3, of the sector, 
·. ":·· . . ! , . •," t. ,, ' . • ,;_ ·- .. . • ·. • •. '. .. . . l \ \ .... 

some relevant· ql..'.!:gstions ... that · readily,,):1~·ise:include: 
',: :• ,',,• ',, 'I' l'.;1;',\l-'u;-'. .;; ,, ,'•, .. ' • •. ,.~•,· '',,:•~' .".:t' ,· , 

.(i) What are.the factors r.e:sponsibl~ for 
',. . '.':the·· ·slowi';;growth; of .'the' ·industria;r sec:tor? 

· .... (:·· 1:, \ :"•!.:·· ·.1 ;., .• '!. ·- , , ·.- . ' • ...... 

;, ·, . 

. ( ii) .. What·, are• ·the · factors·- considered by 
.,,., ·:"~- ,-the existing firms as .coriçlucive to. ,,t~eir 

.. contirJ,ued.,e~ist~nce .. and. ~xpansi_ono" 
7;- <;,,? ·,,.::~·.·~·: .. :.\ .! ~-~·~~:. \. '} •• ,.. • ' "":l~' .. "Ç:·:_· ..... :: 11< ,, "' ' .• 

( iii) :wb.at : éther .me:asures·: c.an be taken to 
,., ..... 

1
. • ., · ê:ffecf Jfom(;!,.,.pos,i.ti Vè changes. ini, the 

growth"' r,ete::·1of\';'the- industrial se9tor 
. if i t\. is.· to remein· a· crucial ,factor . 
. ~in . the pace:.)=.in{.'·_·patl'erri ;·of :thê. _:·oo_untry • s 
general economic·· ël.evelopment? ···· ,. ~ 

... ·'·:S :-.. 1r···;:~ . ... , . ·:--.1 

. ·,_By. :f.?cu,~1:~.~ · ~-~lentJon. 1_.?z.1:; .s?ine · k~y .,.~.~f~f~,gt,u~ing 
.• · . 20 · , · ' . ' 

. ,indust.r.ies ., . in ,the. cq-qntry; attempts .. , are· mad~ .. to 
.,, ~1·, :; ... ·•-;,·.·._·~ ..... :· •'-',, .. , -~ -~/'-'),::_·,.· ......... • ·, •. •, ·.;'./. • •. · ,·1·· : •. ~.: .. _,_. - . ,-·-

:• 1 

provide,. -~.ome:-f3ns.:w~rf,3_ to.,,. these ..... ~r;id · qt_her, .. related ques.tions ~ 
.~. ;·. ···~·\· .. , .. • .. ·.:· .... , ........ ;. l"··~.:.:'..,·- . .- '··11·-..·: ·,~:· . . :·. · •. ···. , .... "(····r.:.;··, ,· \~. ·. ··· ... · 

<;Jf~0~iJ1.,.;.:~~-·<,?~~je,~,tive is to identif'.y __ the major 
.-.,._1:: ,:·· ,, . ''· "1 ..... / '.,,, /· y·,·. l'. , .. / .,, . :t: . " .. 

f'actor~ 'that aid CO:P?rate:',· g:1:owth in Nigeriao In the 

process of accompli~hin~. this _ obje.~-ti ve ~, some secondary 

objectives wealso set to accomplfsh :i!nclude: 

(il Idehtif'ying the ,méjorrestraints t~ 
corporate growth in Nigeria~ 

( ii.) Determining the average grcrwth rate 
and ,the disparity in the growth rate 
of' f'i:rms of' different size classes .. 

( iii) E:xamining the e:xtent·.- to ·\vhich economic 
, and f'inancial ··f'aëtors .. vis_.a-vis socio
po1itiaal factor~\~ffect. corporate 
gr9wth in Nigeri~~ . 

' • , •. • ··,\)
1-'1_i"i :· . . 

\• 

20.. The target industries are statea..: in chapter. three 
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·· Investigating · the extent to which the 
· existing .corporate.c.growth · theories are 
relevant.in a·typical less developed 
country-Nige.ria. 

H y p. o f :·h'· e s . e s··· · 

·In<', pursuance · of the: foregoing .. s~t objectives, the 

following are the main null. hypotheses tested in the 

study .. 

(i) 

( ... ) . l.l.. ' 

(i$i) 

There is·· no: systemetic relationship 
between size·end growth of Nigerian 

. fi J:'IllS • . · 

T.heneis no,systemetic relationship 
between financial .characte.risticrs end 
growth. of. Nigerian .firms •· · · · · 

Corporate growth .in·Nigœria is not 
determined by' eeonomié,:.and. financial 

f'actor.s, but by social, politic.al ... an~.:!, 
other.non-finanfiial-factors such.as 1 

managements e. re.sP.onse. to business 
env ironment. ·' 

Each .of. these eypotheses. is test.ed. under dif'f.e.rent 

chapters,of the study. 

1 ~4 De:fi'n.i ifoms' end ··se ope',··· ~--

Growth is·simply·defined as the change.in size~ pV:er 

tim.e., I.t fuvolves addition to. the productive assets of 

the firm :.-and . these ~nc~1:1de the. 1~ bour force, eapi tal 

goodsii financial assets, raw.m~te.rials etco 

A corporate. body on its own is a legal entity 

-creeted either. :for a limited period or in p~rpetuity and 

is treated in meny respects as a natural. ·person, in 

_w?,ich case~ it can own propertyP incur debt, sue and be 

20. The various messures of size and the ones sdopted 
in this stuay·are enurnerated :and discussed in 
chapter three. 

. X. 
1' 

V:: l··,, 
r . 
.t 

,. 

1 

1 
't 
\ 
r· 

/. 
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· 21 sued. While we ;i1ckn0wledge th:.it this defini tion cov.ers 
\ ' ' '. . 

a v.:iiriety of organizetions, m@ny of which are not 

business oriented, ~c0rporate~ .in the context of this 

study ~efers to those business erganizations that sra 

set up primarily f0r th~ purpose of m@king s0me profits,. 
. . 

sine.e they are the C:lnes whose c0ntri butïons, in terms 

of both. ,z:alue added and employment generation, are mostly 

reckoned:. wi th in the pr0cess of evaluating the ov.erall 

performanc·.e of the ecenomy. Our defini tian theref0re 

excludes such public; enterprises as the Waten Corporations 

or the. National Electric Power Authori ty that. are set 

up primarily to provide socia~ serv·ices~ It slsQ 

exeiudes such social org:anize.tïons as churches, m@sques 

or clubs.., Essentia1Iy, our defini tion cov..ers only tho.se 

firms.:- that c:an be. classified under "Economie .. " heading 

in national inc:om.e eccounting •. 

We @l~o @cknowledge the fact that the industriel 

sec.tor of any economy ean expand either through the 

establishment of new firms ©r thrœugh the expansion or 

growth of the_existing ones. Howev.er, before a firm can 

grow, it .must have been barn 0r established, and 

just as firms are barn, they @lso die either by 

liquidation or by being taken ov.er by a: more v.iable 

) firm or thr0ugh mergerwith. a bigger f'irm. In this 

21. Sloah, J. S.· i and Zurche:r,", A. J. (1970),. Dictionar;y_ 
0f Economies. Fifth Edition, Barnes and Noble B00ks 
p .. 102:. 
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study, we limit ourselves to the growth of firms not .. 
bec.ause we 'do not consider·. the birth and · death · o:f :firms 

1 • 

as being iimportant, but because we bel.ieve they are wide 
"' ,'I •, • •;• ' • •• ' ' 

eno~gh to constitute separate bodies of studye 
'' • . 1 . ... ' 

Lastly, we also acknowledge the fact that the 
' ' ' • " ' ' ', ~ • :· • • . • . ,, . i:.. . ' ,·. ' . ~' ".' ' 

growth of firms are · phenomena whi.ch take V'.arious forms, 
.. . ·, . · .. /. . . ·' 

1 

many ( such as the .ingen~i ty w.~ ~h which. resources. are 

employed and' the .skill of th~se who ope~ate machines) 

o:f which a~~ .not measurable.. In general., · ~11 
'•M i' •, •\ • 

inducements'io irowth are clasQifieJ into.two viz:: 
' ' 

inte:rnal and ex.ternal .. Internal indueements include 
,, ;, :· 

such efactors that relate to the existence of unutilized 
' ... ·- :. 

or ur1deruiti]ized resources· '(ioe .. capital; productive. 
.. , ,, :,, . 

, ~ ••. ·r , . , 

. . ~ . 

capacity~ talents rii ~ersonnel~ ideas etc.) which can 
• : • • • •:- 1 ·, ...... ·1 '' • • ., ' • 

be employed by the firms' in the' course of ex.p~nsion .... 

These often leadl to such·, div.erse acti vi ties as development 
. . . 

?f new'-products .and.processes, internal vertia:al 
• • '.. 1 ' ·- , ••• •• • • •.: 

•. 

i.ntegrat,ion,,. geographical expansion into new markets 
'. \ ;, . ' \,: ·.' . '·. ,,, . ·\ : . ... ·. " ··: .... _;'_ ' . ' ' ' ... 

depending. on, the nature of unused c.apaci ty · ·that existedlg, 
• • • ! • . • .. ,.: • • ... ' ... ' • ;'' :- • ,,· • : ·;_ .. l,. ' . :1 :·- ', ~:· . ,• ' . . ' . ' ' '' ' ... \ ', ' ·;_ ... ·. . . " . 

. . Howev.er, a f'irm may ·acc:omplish any · of the se goals 
1 ' .· l ~(.· '\ ~ \ . '•' ' . • • ' .'' ,. . . ., . ' '\' "i.- ' 

through nie'rger wh~ch is the fusion o:f. two or more firms 

· .that diff'er in· size. into · one, end. ~his . is considered: the 
.(· ,,-

ex:te:rnal means of achieving growth .. 
·.1. i: ·.·.• .. ,; ............. ": ., .. . 

It has been observed: that growth by merger occurs 
·'·. ' . •. ,.·, _ ... , l' .... •. .. •. ., •• ' , 1. • ... ., , ·• ', ,. 

.. . '' ' '._.,: 

at a f'airly advanced stage. of' an expansion and more 
,',. ;_.; . 1~ ( 11 • • ' 

. 1 

CODESRIA
-LI

BRARY



,- ..... ,{,,,..~, ... ~. .- .. ~ ~.-.. ~~·. ~,., ·.• 

.. ·,:, :1 

'1 

17 

specific:al].y· a:f'ter a, f.irm · might have E?:Xhausted;;.,the 
. . . .: ·:·-iii'r· :, : .:· .• . . , .. ·: • ·· \ .. . 

• ... ~ :· • ' 1 1 .1 • ' • l ! • ' '· < • • • ,. ' 1 • • 

01pport.uni t.ies' for. profitable·, internal expansion • 
•.• ·.'',,_; , ;; ·• ' ' .. • • "·,.·.•·', • .• ·:, .. 1 '· :--:. '. •• ·-· . :c··.,··"·'!''i .. ,.,./:·.' ... 

Fa bayo · ( 1981). :iind~ca~ed: -~ha t ·. ~igerian indus tri~~" under-

utilized. their ;cap~ci ties .. Some of the·reasons · 
' ' ' '.··,' , .. : t·· \' \··:· :,\ ... ,' .:... :.}··-~:',~~ 

identifieé! for this ·occurrence,included utility supply 
,1 ' ;.,. :,. ' -~ . ,\: • ··: '\ ' ·, \'· :!,~~ '1 1 • ;\,• . ._, .. ~ .. .,. ·• ' t • 

shortages at the exist.ing tari:f'f r~~.es, ~!?are parts 

problems, inadequate demand ''at the- prevailing prices 
... 23 ·:',. ·. ,;s.., : ... ·, ' ..... .. ·,: · .. " 1 • 

among othe~s. · The prevailing economic c~unch with 
• '' • ' • ' 1 : •••• \··-( ', ,:' ' .; • ,.! ,;·1..·, ; ' . ,:· .. 

•, ., ' \1 ~. 

its.ettendant Structural Adjustment Programme .. (SAP) 
, ·:t ,', ' ···- , ·,:I . ~ , ;.1 ....,, ·- ........ • ' 

appear to have worsened:. the situation. for most small-
. • ' , • ~- . • • \1 ... \ .·... • 1· ·:· 1 ' ,,, - • 

1 
8 1 • 

1 
• J, 

and med1œn scale firms. Except for a f.ew large-~nes, 
1 ' • ·-- .... , • '." ~ ... • .,. -,- .. ,'" ., ,. • ../, • ', .... ,... 

m:ost Nigerian firms, especially in the manufacturing. 
. ' :·~,t 

•• 1 

sub-sect or have· been operating f'.àr below capaci ty ~ -and 
"··. .\ .... 

although i t i.i.s be_ing suggested. that a way out of the 
:·. ' '· ... ' ' ' ... · . '. 

\:.: ' . ·, 1, 

economic impasse' ·for the srriall. and mecllium· scale, ·.firm.s is 
' ·: . '' •, ',,:. , i . :· ~.: ''. ' . ... :: :.,. .. . .... -•. '.. ' ',. ' . ;. . . ' . . . . 

to merge wi th the bigger.: an~fmore·· viabi~: :ccine~9 g~owth by 
. ' • . . ' .l .'. /. .. • . •.. 'i .. ; ... _,,• . -:·rt! '.' ·.' .: ...... · ... ··: { . /<c··. 1,.' ' ' . • • . 

-mergei:'. has not been signi.~;i!9.antly important· in .Nigeria ... . ·· .. ·: ·_,/-·.'. ~,··' ',"'·.· •:)-·,.·.:' /,·•\_·.:·· ·i.·~?·tl' .. ' ·i. ·,· .. :.· .. ,;'.', .:·_.·.,.../"·~.- ·.··• .: .... ... :• 

,In fact, that legal p:rovisio~.s for merger in Nigeiria is _ 

cont,:ined in a r~-~:~~vely recent · Co~p-anie~''. Act: of 1~8-~24 
' '.'• .~· ;-· ....... ' .. ';\ •• ; ,:• .'. • ' • l .-: ·., ; ':' ,· ' J' ~. ' ' ·!· ~ 

is. an attestattpn. to the faet _that, marger. is. a recent . 
. , ·. . . · .. " : ' ',, . : . ·, (~ . . . ' ' . : . ' . . 

{ \ ,, ', ,: ./.,: ·, :.--;-\ :~. ,.. 

phenomenon .'in· the country .. · In view · 6:r this. i,t. 8.l)pears 
. '.·, ,,.:-,·· .I·"·,.:, .,,. :_.·•".\:'" .: ,. 

reasonabie'to assume 'that corporatè growth hàs been 
,''1: ',,; ... ··::_.·. . ' \ 

· mainly internally induced!:~ The · study th~;efore 
1

focusesï 
-; .• • ..... ]·1· ''·','.',· • •,' •• :~.:,. ,' ',' ,,., :-, :-~.. .. ;.·~ / .. ,'; •• ... \ .:. ·':!. ' 

o_n the determi!l!-a,11ts of growth other tha~ mergero 
' , '" 'i r 1' .,. , •.l: . < !l • i', ,, ' ' .'• ','~r,:,;•:t,' ','. '• ':, • 

·. . . t \ ·:.,,' ,;:;1: (•;t,,.,!{'\'.~'.··i·\ • .. ;: .. 1~·-~-~~.,:·, ...... 1·····t.,;·~!"}'J,:1i.1":::v\::~;y;ir,;•'-'•t1, .. ·i.:1·1::· .1,,:,,., ....... ;.~.,o;.1·,'l •• ,:_ .. ,, "..• •. ,~ ')·'.ii;·,. ··~··~~··,.·,, 'i ·.•,, _::f1v !~, ' .. 

23.. · Fabayo\r:A {t)Q8.1·i.,·:o;Ân\ËêÔno!!iic:·-:Artai'ys:i.'st'6f. Pfoducti ve 
··~·~',.,,!C.~pa'ei'ty funder.util.izat:;ion" in ~ome ·.Nige:rian.: 
\ . Manufactùring .'C.ompanies,011 ····The ·Quarter.ly Journal of 
.··:Administration·vol .. XV ... pp~ 315~34 · 
• ' • .( 1 

240 Giwa '··R .. , F .. (Chairman/Managing Director o:r·Lever 
. ·, Brothers, Nigeria Limitèd) Business Times,-'Monday 

May; 29,:- 1989 p., 12,. .'.\' 

CODESRIA
-LI

BRARY



18 

In sum we set out in the study to identify thesm 
.. ' 

factors that ar~'.responsible for the internally 
.....,. 1,. . '·; •'' ' 

1 

induced g1 .. owth of corporate busines·s firm.s· in Nigeria. 
'. •'.· . 

1G5 ?.],an of Study 

Beyond this ·introductory chapter, the.rest of the 
1 ... \ 1 ·- ·~· • '· ,:, ' '1' t • ·, ' ,. 

study is structured as follows: · In chapter ~wo,·we 
' ' .! '· 'i; '. • --· .... - :- \" 1 

' : 1 •• 't' . ,, .. 

set out to review the relevant literatu~e .. Under the 
•;' '1'" \ 

. '"" ;.,\ ·.· .... ;· ··-· 
' : .. 

discussion of method of analysis· iu chapteit ·three; . we 
• ,, ~ ' ' .... • • • ··;.;:•. ... 1 • • .. - ' • ' " • 

under.take a discussion of' iour ~eriables ;. present and 
,c ' , ... , • •• , ,· • ' , .;.'r , .... - .. 1 ... 

1 
, ~, \ '., ·; ., , ;,~l-·, 1 1'

1
.-' 

discuss the corporate,.,growth modè'ls · used in te.sting our 
. ' ,·, 0.~,·1 

. 1. 

hypotheses and . also discuss the· me.thod of data 
·;•-, J ', !/ ~ ,.' ' ~ ', ' C • ' '• ' •' r 

· colleœtion,., We· also liighlight · the shortcomings and 
J<r., 

• 1 

.limitations of the data in this chaptero .. Chapters four, 
1 \ ! ' 1 ' •• ,. ' ' '. 1 • 1 ' ' • ' ... ' ' • ..... .·~ '. . • • ,\ • 1 " , ,,i~--

f ive and· six are.the analysea,chepters where the .results 
.. . . ;' ' .·~

1 
• . ··~·:,.:'>· .. "' :· .'·. · .. ·.,·i.\\\ \' ·.:. l,·1.: \' .' :· ; .. t /'::1 ~\·'' 

of diffe:i:ent'. aspects of the· study. are presen~ed and ·· 
,' . • ,, ·1.. ,,.\11, '··. -:.:·. ,ll 

discussed: ... · In ~ha pt ers four· and fi ve, where · we examine 
. ' . . , . . . . , . , . , ::,.~ '. '. ' .. 'i. , . :·.", ··.:' :\.·: •, 1 , 1 .- ·• ~-"' , .• , •• 

: ·, " ,.·... :'' ''i .:. ,. l : l ... · . ·1· \ 

the e:ffects of'i size and financial charac:,teristics .. 
,:.. ~ · ... -~· ' . .. ; ,: ' '~ ' . ,, 

reEpec.ti vely '·on growth, we 'start wi th 
1

cross-.sectional 
. ; '' ··: "'; .,, ,.,, ..... ', .. , .. 

anaiyses and.e:nd:with time~s~ries ·of some :ilndividual 

fi-~s .. , 'v,~·ile '·in · chapt~·~ ·.~i~;.3~Jh~ch is. ba~e~/~n \ ·: . 
. ' ...... ,. . .. . . ····- .... ,. \ ···.. . .. 

questionnaire · survey, the · en tire ·anàlysis is cross-, . . 

see<!t ionel" We end' the study in· chapter sev.en.- where the 
· · · .r . . . · '~ .: ' ··, ' · .. , '!, : :t1•· 

study is summarised:1 and conclusions ar.,d reco~endations 
... ·, .. ,... .. ... ,-i-,1 .. , .· ., ....... •, ' 1 ·.,.·. ·, 

are made., 
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CHAPTER TWO 

· .. ·).. . ' . . .~ .. 
"'_· rn'ihi~ chapter we trace the evoJlution of what is 

'•. . .\ ' ',, ' . t . .'·' .... · . .· .: . \ -~ '1 :\ • ,!.';\ • •. ..: .. ; .• ·. -. • . • ... . '~ ' .• ' •. ' \ i"\ ' ., . 
general]y regarded as ·'the theory of corporate · growth, 

·, . .·' ,, ·• ··: l.·.· \ • • . •. ,· • . ,( t :· i · •• 1 • ."'.· · •• \., 

review·; _.: the· basic· formel models and also:·1·examine the . 
... 

\. ·,:' r . ,, , , 
·. ' ! ,\t,\' .•. ' .. , ' t .. ·' 

':( 

2.,1 .Evo]ution of the Modern Theories of' the Firm 
, ,,. :,··, . ... , ·: , ·, .-:.:·i-,,.1.,·~,. •, ~- 1./Ç,-;i,\_\ i~ 1. ·.,··:,·,:, \'. r,:ro. >. ;·:~ ·~ ., . 

Or.thodox·economics had been·domina.ted by·the theory 
: r '.: •, ',. ,, i"• \ •• ' . ' :•;,' ,"; ·,' • .- .••. ',I .:,'., '•. ': ' .··,· •, ' \ :,,', ":, 1'• 

of v:;ltie which .was a general eq~ilibrium :theory. founded . . . ' ~.. . . \ ' 
·,1r·, · ... ,,:,;, •· ... , ::. ' •, 

on perfect c.ompeti tion :~·nd provided an~wers t·~ all · 1 
; ' •• : .. •• \. •••• J. • i • ••• ··.,. :~\;·,·. ···.~ _. ,·.,:- ', • • '\: .: ,, ~ ··=, .... 1' 

qu~s-ti_ons abolit: price~; output. and ~comeè" :Lt. was from 
!_. ,1 \ 

~ . \ 

this theory ·that the .traditional theory· oi' 'the ·f'irm·evol.ved .. . , . .. . . ·: .. . ··.' i ,' /., ·. ·':: .. , '" '·' . ..::•'.,: .. ï.:,·; ·,,' .. ' .•. ' . ' -.·:. j i, ... - .• :: ..... · ~ : . 

Robinson (1933) had obaerv .. ed1·that r_ather than analyse 
• • 1 } ••• • ~- • • • • :, • t, • '. ;_, .. ,; f:, .. _,. ;:1,. ; . . 

th~ 'sim.ul,taneous èquil.i briuunr de,ter.mination. for . all. 
', '.. . ; .. i '.'.,:'·, . . .· . ''. \'·. . .·;-;I:,. ··:·\', 'i: ··t ' .' ·:',,;,,., ;;· (,, . . 

products as :m_'the orthod:ç»~_·theory,. the analysis· of the 
. ': , ',, ' . . . ~- . - . .:, !~ ; . l. ,1 • i.11.( t' •. 1 \.,. \,, ( -.:.' ·, ' •• ·, • • 

•.. ', ' • 1.:1· ., •. ( \1 '', ' , ' 

output and price of a single commodity .cari be: conducted 
. ' •... '· . :.:,:::·\·.· .. :·-,•,/, '·,:_ .. ;.l·'-'i.:·.::,:./!·":···.·;';·. ,·.'· j:.'•':'.".·'.,.··,:.:;_ · .. ···;li··· .. ,.,i, ' . 

by a techpn.que .. based upoil th~ :· study of. :iind;k~;içlual ··· ·" 
. ' . ', '. ''l ,'. :·;:. \-' . , '/ i}··.:;~.'('~;:-:;,'I• "/:•:: -''. \. ;: . ,_' 

d'ecision.s<> 1 /! , .. 1 ••• 

· The tradi tiantal· theory deals wi th the -firm,· at .a. very 
'(·(~ •' ·,'' .·, ' .. '' \, 

high lev el of· abstraction.;. ,·. ·r:t · i.s basefü on· the. aflswriptian 
• ;, ,, \ '., ' ,-'., :, ... . ,, • ',· • - ·- • •• ••• .. ' ...... '., ,', : •• :',-• :~- '\, •• l •• ·,: 't\. •' .'.~: 

' j 1 ,, • 

. that the entrepreneur who owns the :firm:,has. the singular 
'·, ', ' .' •.. · .. '.·-· .;.,, ..... ,';·. /,·.· ·• ,, .. \ :._~1·, ' .. : \•' • ..... ~ .. :,. 1 ··:;,l,''. '. -·~:11 '!····:..;:•. ·\~~·;·: · .. ·.~ ', 

objective. of prof'i t · maximisation.. . It i.s ... further assùmed 
' ',,, ' ', 

that in a worldl of certa~nty in which there, :i.s.:ful1 
' ·-· .. , .. 

I \;f , 

knowle_dge· ~b.out the pa~t .. p~rf'.orma~ce 
1 

the' ~r~sent 
~ :·· I , • •. ' ' ·1 ·"' ' • •, •;,' ::-- :: 1' 1 : ' • ' ••• '.'. , ' ' , \~: •. 

cond.~ t~:>
1
n: .,and future developments » this, .o"t?jective· is 

.,.: ',l 11·. '. .,"· ', . •. ) ·. . , .. , I. ::' 

: ·, ,_ 
' ... 

'" ~· . 

]~·· _Robinson J"' (1933); The Economies of Imperf'ect 
Q.qmrQeti t ion Londori, P.icicnîfî"lalj, . · ·· ,~ · ,. :.- · •. 

' \ • \ ',,.' ". • '.' •1 ,. /- • 

. \ 
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at tained by the. application of the marginalist princip~e: 
' '; .. ;;,,,. 

1 ', ' ' ·1. 

marginal. cost equals margin~l ·:e:uenue .,. I'urthermore, ··the 
'r 

,, l ' C : 

firm was believed to ect atomist ically, ignori?g. i ts 

rivalaa reactions. 

\'lJi th cost · curves that are U-shaped both in the short-
·\. •, 

and in the· l.ong-run, a single optimum le'\1el of .output is 

.implied_. .. , The theo~y presents a static model of the firmi 

in which once, 'th(;) single op .. timum level of output is 
, ., '•r" ...... 

· atta,ined~ a state of statm~·- gup_ is Illlaintain~d~ except if' 

there is a technologicel breakthrough .wht.ch alters .the 
"\. . • ··1i;.,' 

t 

p;asition· of' the cost curJe 9 or some: positive ch.anges in 
\ '• ··1 ~· . . . '. 1 . ,:11-; . ·~ • . " '.~. •• ' . . . 

the market which meke somealternative prodÙction level 
. ... . ·~· 

more profitableG 
• • t l 

·\Atth~ugi1 the tradi t.io-nal theory represented a · sharp 
,_.. • ' :••; :· ':,- i : '\ i" r :r '• 

change of focus from the':theory of value;,, ·.yet, before 
. . . . . .. . , . . . ' . . . . . . . ,., .... . . .... ' ,: . . ' . '~ \ . 
the end of the decade o:f its e~alution, it had already 

~. ' . ' 

started being attacked., The publication of· the empiric:al 
• ,' ·.'' • ' 1 • ; " . ' ' 2 ' '' ' ·.: ' 

f'indings of' Hall and Hi tch in· 1939 c.oncernii!Jig · the 
' . \ ··. ' •, . . - ,. 

behaviour of the f'irm in·the real·world initiated a 

gradual mou:nting dissatisfact!,on wi th the tradi ti'.onal 

· theory.. :tt · had bee~ discov'.eir..ed in the ~tudy .that firms 
, ·, . ·, ' ' . ,. ... . -~ '·.:. : ,,' .. . ; :• ·/' . 

. ; '·.1 ,.· /, 

knew. nei ther their marg,;i.nal costs .nor ... · their marginal 
' . ' .. ' ,, ' ' 

revenue c Hence they nei ther · appli.ed the. marginalist 
• ' • . ·,,. '17 _,,· 

princ:tp,le nor even .~ttempted t~ maximise· thei·~. l~ng"."'run · 

profits... It wss also discover.ed that the firms did ·. not 

. Hall.}) R., LGI' anci H~ tch C .. J ~' ( 19~~) 1 ~Price Theory 
· ~nd ··Business. B6 hav:.u::iur~ · _9xf'o:rd :Economie Paeers 

l. \ :.:.. \ • !' ' \ ' • .. !• . ', '•. 

CODESRIA
-LI

BRARY



21 

act atomistically .... In sum the· study actu.13.3::lY exposed · 
" , ·: . .. . . , , ',•. \,-;~,, ,i •• ·,· ·,,· ,·. .,.: ,.•' , ,' . . ' . l:,·.,1.\,1 ·.,. ;1, ., ·~ ,•I;_., . 

·<;\:-. .,:·· \•· .. 
the tredi tional ·theory of· tlle·: f'irm.'· as· lac king. i:µ. realiêmo 

· · ,'.:.> .. ·~;.!, .... ··· j ._,,.,;ti .. : .. ~··::-.:i · • ...... , ·-.:: · · ',. \.·-.,i~·,1J,.~:~'.1···r .. :11:' ... :•~- .t, ,., ,·· ..... ···./11;:):. ·-11. ... • 

The study by Hal~ and Hitch opened a flood-gate o:f 
1 ' ' ' ' " ' ~~-- ' '_\l .. ;.i '. 'î' ' : '.: . ,,, . ' ' ., "' : ,. 1 '1 ! i ,, ' ~, 1 

· attacks on the· tradi tio.nal: t;t'leory·: from>di!.f:~rent 
,, .' • ', r'' "':, • , , , ,.'•,(,.•,.',ri•'· ., .,.,' ' .l' ~·· •· ' ,' • :;. •' '.' .:1 ~-.',. ', ,: ,; ·~ ~·· (;· 1, / ; ·'\; , 

pe~spectives(O> Some·. of,.these;,includl.e the _wopk~ of' 
... . .. · ... _ ... ,..-,,,.· . .. ,.'·•'·,·::f ··.··"'·' .. ~·.. . .4':i'l.v • \.,· ··:,·:,;,._'·"':' 5 . 

. .. Machlup (194,(?,) ~ . R.$-9,et· (1~_45 ).-·, » 01.1 veJ? '. ( 19~ 7) · 7 
~ "o,\·,r., ., • " • • J, '· , , • .. :: .'.11 l;:1 •''': ,;r,\.J-.· ", ~,.· '1""/ "'i'1 • \;;,, , 1, , 1 ""r • •. "I' • 1 •, •, .,,.. ~ .• 

. Rothschild ( 1947)~ j Go~don (1~48) 
1 ~ P~~andr~,o~, .(1952)

8 ~~~-,·: ;o;~~~n .(1~·6;) 9: .. ,:· __ ., ·"' <: . ··.,·,;·. .. , .. ·., ... , . ,i. . , ·~ 
1 

·:-.· •' :," ._;:..-,,. ,\,'. ·,. ,,.,,.-,' ,' •. ', 

Impliedl in theae. at.tacks· werer v.arious proposals·· f'or · ·· 
.. .'1:,1:/ :, ' L .i ••• ''..--'1''',,,"~!l ,r:(<l)t··1~· .. · ,:',"- .. .. , . , '".~r.;·,.'1· \ ··,. •"' ' ,' " :;, ·,., ··:, \ 'r,_:" •';,·,,,,'~•\,,l~,.;,,:r:.,~;,\/,:.i,\" ,.•, -~ t 

a re.!f'orm.ulat ion .of' the- theocy· of the,, f'irm .. · Prominent · 
',. ,··"'.,, .. )': .·•1,,,, .• :,; . .':•'' -.(;,/,.•, V'·! ·!, ',,,'\,:.:"~'\,• • •;',)Ï~;:,,;

1 
•0 ,•' •• •', __ •• I ··~~•:, 

among ·the ·propqsals is that' wl'dch·'stems f1"'om· the 
'• '" 1 • ~,,, : •" •r, />-• 

1
•1' ~ , ' ,.'. ' , ', ~ ,'. , .. 

1 
.: <t 

1 
.' • , , ', , t. l ' •f ' •' ,. 

3o · Machlup, F.'!),,····(1946) ~·~Marginal Analysis.·and EmP.ir.ical 
. .-., .. 'Rêse.arcni.O~-r:.American .. ·-Ed'onomîc· 'Rëview· "i!ol:t· XXX.VI., .. :, 11'\;;:,·,· 

, .:., .•. ~~ •.,·.. . -' ;. ' ,/· •.. •. .,. ·',';,,,I' ;_;',. ',•, ',• , ··\·,, ·' •'•f" :,..,! .. ,;.., . . f-;.'.:; .. 1 ' 

4 ci ·: .. :ÉU~al?)r, NL~ Wa (1~47)\.:*À·,. Reco:nside~a:tiqn · o/ the· 
_''<n~?.f~inàJf''Px•od~cti v,i.tyi'The.ory•:. Journal. o:f Poili tical 
· '<EP.9.1t,~.~ CS:·: ·:v?::t '.'~ 1!,~I.. :,,,(r.'

1

' '' ~;.,, •• ;:i · 1 '.~ : .• · · :' •·IJ•\.· i. ,•'{~,,,1:,,,,;,;,,,,. :l•',f·~·.i,L· ;_ · · ·.·: ··,,. 

5~ ·'·;::,~Î·iye;t ·H~ M., .. ·(Ï947)~
1
1

1
~~a1,..ginal 'Dleory and Business 

Behaviour'0 ·American·;:Ect)nom.icr Rev·iew•·."\l:o:t_ô .XXXVII., 
· ', · · · · · · ···· · · -, --··1· ,,. ..• ·· • :~- ·'i~ · ... · .. •· ._; ·-.r···.'. ~::·. ~--.... 

',, ', ,, , 'I.' /,·!,'~, •·,;,·,;:,•.!,.'.r\ .,;,t'r_°•\. :\' .:i·
1 

:::·, ,' •• 

6. RothschiJld 9 K~ (1947); '.ij~Price Theory·and·Oligopo]y~ 
· ,. ·: '~ç.,Q_pomic·.,J.o_urnêl_ ·Vo~ • .. IJrtlIIe<· . .1·'·, ·: .. • .-,· ... :· ~, . -~ 

. .,.. • ' • . . ' ':·· 1.'. . ,~ ':1,.' .1; : . . . . 

7,,, Gordon~ R .. A., (1948) ,,· ~~hort-Period,,J>rice. De.termination 
in .Theory· and P.ractice~'·'1American ·Economie. Review ·.,, .'· · , 
V:ol~ XXXVIIIo .. · ., . J .;,., .. , .. ,,.·., , ,· .... \ · · .· ,' .,., .. :- :. .. ·;'. 

8 .. Papandreou~ .f4.'.o. ~1952)~. e0some. Basic .. Problems in the· 
Theory. o:f .the F+rm~~, 1rt·~A Survey of~<Contemporary 

:Economics.·edo EL, ,F._.~eiley·(Irwin)~\·. :,,;_,,;,,. ;,· ... 
1 ., '1' ., •.• '.··, •• \:' +-. .. . 

Ko.plin~, H~. T o (1963)',:, ~The Pro:fi~ Maximisation 
As,srnption:'° .9]:f'ord Ecoriomic·PaeeRr.,ê.0°' 

'' ' \ . 
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dissatisfaction with the static equ~:librium framework 

of }he 'iradi tional theory,., ··The piausibili ty of. the 
' j ' \ 

assumpti.on .. that there is an op:timum 'size in the lon,g-rwi 
.~. r- ; J.: 

had been und'ermined by the much accumulated evidence of 

· constant and increasing returns to sc~leo In its place, 
.. ,, . 

a new framework··which re.flects the cum.mulative movements 

of' the si.~e of .the firm . i.n. a . par\~cular d~rection was 

.called for. 

The objectiro~.,to the· atomistic. behaviour of the 
-· .i: ). 

neo-classical·firm under·certain~yand the. general 
' ' - ,,, " • • \,, 1 , •• ·,1,. 

agreement that .the structure of menuf'acturing is 
' . 

predominantly oligopolistic~ further strengtbens .the 

Ji:>.ro,posal. f'or. a dynamic equilibrium framework. 

The various str.ands. of proposal. :for a. reformulation . ·...... ... . . 

have led · to ·suggestions· of iseveral alternative 8oals \ .. 
, , , ,. , / r , ,. , " 

which ha,.te · been · synthesiz~~f 1and. classified into .broad 
•, ' 1 ' • '··:,'.';.lj . . : . . . 

groups-:na;;p.ely ~ :'.pehaviouri~m~ :·lcmg~run survival and 
.· .::. "'.'. ,1· 

manage:rialsnn ,among other~" ·;, 

The seminaL work on·. behaviourism. ·started. with 
10· ·- . . ....... -.- .. - - . .. . . :; ·. . . . ... . . 

Simon (1952) ·. ,and subseqll~::l~ly: m~de, elà.borate by Cyert 

and Ma~ch (1963)
11

.. The· essential···-.elements.· of·. dive~gence 
~· • • • • ~ • • 1 ••.• 

bet.ween the. traditi.onal. ~heory, .and. behaviourism: lie in _______________ ; .. ,_,....,. .. __ 
10., Simon~· H .. A .. (1952) » 10A Behavioural Mo.del of. Ratiomal 

Choice 00 Quarterly Journal- o:f Economies :vo1· .. ·LXVI .. 
' : ... ' . 

llo Cyerti -R<>- M .. (1963) a1

~d :J.,. G~ lliiarch( A. Behavioü~àl 
. Theory of' 'the .Firm 8• Prentice-Ifal]. .33.2Po. • · .. 

' 
1 

>, .~·: • , , • 1; , .. ~~ \./ 
1 

' ' • •, 'i 1 , , , 
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(i) .the - ownership/management relationship 
. ·' . ·- . 

-
(ii) the number o:f_goels of.the fir.m. and 

(iii) their concepts of rationality ... 

Behaviourism postulates a divorce .of management from 

ownership .. It recogn.isef;, a m.ul tipli.ci ty, ~f ·goals .. that .. ' . . . . . . •, ~ 

· :are acc,_ounted for. by a coalitiol?,- _ of .. ,different groups such 

as 'the workers, the _shereho~~ers~ _customers,-etc~ ·.which 

consti tute ·the, :firmo- Furthermore ll i ts· concept o:f 

rationslity is defined in terms:~f a satis:flicing 

. behaviour rather than the maximising .behaviaur of' the 
•. 

traditional firm~ 

In regard of_the l?ng~run survival theoryv its 
· · · 12 

proponents s~ch, as Rothschild (1947) suggest .that .the 
' ' 

primaz•y motive of thé .e~trepre~·eur. is l_ong. survival" 
. . ~ .. . \' . .. '' ' .. 

. , ' 

He there:fore takes.such steps that aim.a.t,the attai~ent 
:1:' 

and retention of a constant,,·market ahare .. 
l·'·· 

Though-such a 
1t11· 

• '1 •' 

behaviour.'has been prov·,~ai·:_t~. be .. compatible wi th the 

. marginalistic.: behavio~i< +3 , i t i~ ._not certai~ .:whether i t - ' ' ... 

leada to. pro:fit maximisation ~n- the l_ong-:-run.. It is 

howev.,er .qui te clear that dif'fer~nt,. target market-shares 
. ,....; . . . .. •, ' .. -~· ·~ ·, . 

will yield different :maximum le~els- of profit •. 

12.. Rothschild, .Qe. .. · ?i i'-. · 
13,. See Kouts0yiannïs A .. ·,. (1975) :.v Modern Microeconomics 

Macmillan: p .. 2ff8" '· · · ... · ·, · 
',,. ".. . . ·-~'- ' 
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Baumo]. ( 1962) 14 , . Marris ( 19.63) 15 ( 19.64) 
16 and: 

. . 

Vlill.iamsoh (1963)17 areamong~the earliest proponents of 

manegerialism which, like behavi_?urism, postulates a 

divorce of management from ownership. Although the 
- , .. 

manage.rial theorists do not shere the same view-in regard 

of the assU1ICptions they make :~bout the manager_ial 

objectives as well as in their· postulates a._bout the nature 

of the management/ownership relationshji_P., ·they all 

agree tha't the divorce o:f managemen~ f'rom ownership 

concedes some discretion·to Managers,in setting. goals 
>. 

' -which me::w:imise their own utility function f'.or .,.the, :f'irm .. 

The di v.engence · in the assump.tions ·~ b~ut ·: m.enage,riel · 

objectives notwithstanding~ a comm.on. trait is the.implied 

corporate growth objective" ·While- for instance, in the 
... 

dynamic iiersion of Baumol 0 s model, the basic. assumption 
',,1 .. 

i 

is. that .the· :f'irm· attempts · to · maximise the rate. of. growth 
',, 

of' sales~ the Meriagers in Mar.ris' model aim·~· .at maximising 
:,.. . . . ,.;,:·1.1 '"• .. ,'.', ..... 

i' . 

the balanced-grow.th rate· i .. e.::;:,equating,. their own u.tiJlity 

wh.ich is a function of the· gr.ow.th, of demand _.for .the· firm:'s .,. 

products. and the utili ty· of the .. owner/shareholders: which. 

--- -.-·•.··· ... ··· ._,, _ _._ .. __ ---
14. Baumo11.~ ·w ". ·J o. (1962), )3Ûsinesa Behaviour Value and 

.Grow"th -Harcourt .. and .. Braee .. • --:r:zr.= M'l'"9 , ·• , • , f ,,..,.,., ~·, .• 

15., 

17 .. 

Marr~ s. · R. ·:· { 1963) 
1
-.. ~ A ·. Mode 1 ?f .. Ma nage-rial Ent erpriae ". 

. Quar i;erly -Journa -of'· Econo~n.cs ... Vol ... LX.XVII · < 

~----·· .·(1964}:i,:;::The · Ed6nomics of Managerial 
Capitalism: ~ondon,:. Macmi'++an.. ;i .. 

. . .. ~ .•. • -~·· ! ,i ;, • 

Williamson .o.:.• E .. : (1963) /l·:OGJ.!anagérial Di:scretion and 
Business Beha.vio.ur~0 American Economie .Review Vol. LIII • 

. ,\. '.\.' 

i· 

L 
1 
1 

,. 
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is a function of the rate-.... ~.f'. gr.mvth o:f c.api tal supply .. 

Wi:lliamson also indicated that the status and power of 

managers is asaociated with the discretion· they have in 

undertaking .investments beyond·those required.for the 

normal. o.pera\ion. of the f'irm., 

Given all-the theories~;-dt, is then clear that the 

modern firm is dynamic ;, i ~ . is . 

. C:haracterised. by .. a · restless urgei 
tQ 0 do better; ta. change the 
condition lest·- through·- ïnactivi ty 
they are changed against (it)l8 

'\ 

2G2 Ev.Ql:utïon .. o~ .. th~ Corporete G~owth; Theory 
'i/i·-t·, .. ;;.., .-. !· 

Although a wide range of scholars have .addressed 
• '; i· ,' · 1. ~ I> I \ , 

themsèlv~s to ,the· issu~, . .of. corporate growth, au th.ors that 
... . .. : . ··: . . .' ' . . ' -~- -~'. . \ ... ' ,··;. ' •.. ' .··. i' 1 • ~ • ' ,' ·., ' ;, /· ' 

· . have been clloselY associsted i,vi th the pioneering work in ! 
,:,, • . : •. · .·/.' ., ' .·--- . . t'' ,• ,'. ,• . !. 

· .· · ',, 19'. · 20 
the area · are Downie ( 1958) ·. -~. Penrose (19~~) and , 

. . . .. · : .... /, 21··· · ...... , ... :: 22 . . ',.,;-__ ,\.,:, '•i '. • , 

Marris . ( 1963) · .. ( l..964) .. 
•, ., ;•,'.: .. 

The firm that emeraed · fr.om the tradi tia.nal theory 
•, 0 .,, ~/11r. '.: ' . ; 

YW}}..i.ch,;;;s:u.rè~~.o.;~,51:,:':tl1e the.ory· 0{
1
• yalue was ·· one whose 

·.·.·-.. · ·''.:···i·,, ... ,-;_.~. ·,, .... ~,··.-·· ·-:··.':. r··· 

analysis demonstra~es a single market even when more than 
. . : . -· ... .., , .. 

\ ' 

one product. is
1 ·-~ei.ng produced ... 

) 
In fact th~ case of a 

' '•\. , l · ... ·~· 1 \' 

----r------·--~-- ---...... --.... -
18 .. 

19 .. 

·21 ... 

22 .. 

Penït"ose~ Eo (1959), ï_he'Theory of the Growth. of 
:firID; Qx:ford~ .Blackwell p. 29~ 

. i 1 ' 

Downie, 'J ... (1958), The C.ompetitive Process Londo"" 
n.~ u... tl · · ·, · · 'If_ ... , 

.. , JJJ.4CA.J.'IOr 1... . · . . ·. -·· : . . . '. - -,' . 

.. 
Penrose !Ill E.. .. , 1 The Theory . of'. the G:;--owth o:f the firm 
Upg Ci t. .. r · · 

.Marr1is R-.. ,, eiA M.odel of Manage.rial Enterprise" Op: ... Cite · ..., . ,) 
,',)• .. 

........ ____ , Manage.rial Capi·talism:j Opo, C.i t., 
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mono~pr.oduct firm supplying a single market is more 

commonly ·demqnstrated. Central to the traditional theory 
;,1 1 ' ' • ;• • • • • 

.is ~~e 1l~bntific~tion·of t~e ind~~try ~it~ ~11 the 
' ' ," ':I ;, •I ' I', 

·.· ', ; ·' 

monoproduct firms supply~~g a particula:œ market.,. 
"· the 

D.ownie Os starting point is . in,introduction. of a new 
. - •, ,. '.• .,, ·,. ; '•'!• ., , . .'' 1 • ' ' • \• l, ... 

concept of' the; i11dustry which he def'ined.1 as 
•: • ',) :. • ,: :, • 1 ,' • ;•r • • • • : ', • ' 

' 1 • 

· a group of firms· whose techmi.qu:e, 
·. of· production-:-are·sufficiently 

··,alike for -,i t to ·· concei:ve··one · as 
being· able· t_o; d9; the. business of 

· another .... 23 · · .· · · 
1 \ 

· Downie "s. principal . objective was ,o analyse how .the market 
• ••• , •• ,·" • • :. \ ,. ,' •• • : • :, 1. • • • :,- •• ~\ 1 ' • ·~,:;, • ' ·i'• ... 

structure and the conventions· goJ1er.niing business 
).,; ·... ... ' ; ... :. ' .. . : ~ ' . ,: 

behavio.ur affect the dispersion· of efficiency among firms 
\1 , •• 1' 

and the rate of· tec~n.ical · progress., He postulates, that 
. ·,, . · .. , .. ,_.,_: .. ' 

firms ,vi thin. the same industry. do have dif:E:erënt . degrees 
'#\ '. ' . . .. ::· . '\, ' ,' .. ., ... . . . ' '·-. _, . .: . . -' .i \ • 

of efficiency as measured. roughly by their 'Jl!lit. costs' 
. : ~ '°:' • 1. ' > '\,' • ', • ' ; • ~:-_,, ·~ 1 ' ·'.• ·:·. · }1 ' • ;) '• • • : ' I, ,, '.j. . ( ' • '··, ·,' ' 

wi.th some firms- being· below and some above the average, 
' '\ . " \ '. .. .. ' . ·-. ;, •,' ·: 

and that· tl1~ cause of· this dif,f.~rence in: efficie·-~c·;· ,, 
' . ' . . .. . ) . . . , ••. :·. '.· ·. :', . .-:,:,f.:,:,'.'.f·/ .. : ·.. ·-· . . ·'. (' ... .'1. '. '' .,.;,· ·.. . . 

arises ,:.,±:rom past innov.ation which .is ret~ined wi thin. the 
... \ ,, 

firm ei ther by patent or :.:more probably by :mdustrial 

s~crecy ,; 

This, of course, ïs st variance with the assumpt~on 

of per:fect knowledge, under· a gi1.en . technology of·. the . 
', , , ,, '\,, , • • , • • .,, , 1 •', , ' .' "' l ,\ •, ·-:- ~- . ' , ,' i • ' • 1 • , •: '! T, ' 

tradi t ioual theory o It:. is also n-otewo1 .. thy that_ the 
'., '' . :,., ·~-

:·..,. '/ 

23.. Down~e, _J. 8>j%_he-' Com:peii:i ti·ve· ~..2.~ Op .... _ Ci.t .. p. 31 
-~"··. •, . •. 'i'··: .. ) ··:: . . ··.:··.:.· .... -·.·:\(:•';,·: .. ::·.··.:,, >·\:,/"··.·:· : , .. ~··:·.· ;·,\ '. 

\ ' 

.. / 
1 

1. 

1· 
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identification o:f technicel progress among firme. is an 
, , , ·/. '· ·._..' . ', . . . ·1 ' 11 '[Î; l .' ;, Ï" ,

1 

••• 

1 

\ \. • • ·,. ' \ '. •• 

indication that they are.notas static as the traditional . -~ .' \ 

theory postulates .. 

D.ownie proc~eds to introdl.~ce, the cq~ept of 
. •, ' 1 /_ . . . . • . 1 • . ' '1i':; •. ; • '.. : /' ' ' . ' . ' . ,: .:: ,: .: ' -~ . : 

00 transfer mechanism'' which .i~ the process by· 'which the 
'•/!· - . 

more efficient' f'irm~ ,, encroach on the market share of the 
' . . ... ·i.'''..',: ,1' '.\;,,,·,,: .• :·. ;,1 . 1 . ' ' 

less efficient ones., · Since, according Jo Do:vàlie » the 
, •.', "'':)'.,._, ·., ., 1 1 ',•.: ,... , ", ,,•.,.;•11,),' :',',,,,, ,, 1 ,'' 'l'\\I,[ l', I' '., 

primary objective of\he fi~m i~ ·to grow, it. me~~~ ~he 
• • "' - \ ·,· • t~ .. -. • r - - ·- ', " ' • lu ' • ' ' • 1. ,, • ,' -

more efficient firms.grow faster as a direct result of 
1 , / "• '·, • ! _,; ,.t .'r /· I ·. ;~ ,.: '·. 1' ,,

1
• , ' ; !: <'5:1, ; ·: .. .--. • •• ~ '· ·, ,, • 

their encroachm.ent on the market share 'of. the less . 
":,·.; -:·~·:.": .. _::·-.•t .... ~ ... -,.:,~··,.\;·-4:·:_ ...... · ..... , .. :.1· .. ·-~ .. 1 ·,::·-,- ..•. , · ··.:·· .. -'li~: .. ·--,:'r~·{:···,'.:·-~:·~,),., •. 

efficient ones,, It · then · follows that growth in Downie '.s 
·.,·•,"\··.t', ... J,~!~:"•;·;: \,.• ,, •'··· ·--~:-. '-!' .. :·~;.;,·: .• ::_·";'••{;·' .. ,:· . ..... 1·';_', ·:·•,', ~,-;-

model is a '~nction of two variables: capaci ty 'which is 
·. ; .... ~- . . . :,, ', . 

e~a~ded through i.nnov.ation; a,nd market .( or demand) 
··, •. .-· . ,,·· :""·v \:. ,._ . . . . . . . . , .. 

Which is expanded by attiacting' .~ew cue,:t~èrs. from riv . .aJLs:j 
:· .' • ' .; •• ; ' ! ....... '.' • ' .: ·,' • \ •••• ,, • :, ·• ~\.:'' •• '. ' \', ~ • • •• ···< .. " . " :·.:'' ,'., .\ ; ·'. :., .. :: .. : .. 

. .. , .. I!,lnovation requires finance'.'.'"either internally or exteTnally 
· · · · '·· r .. \ '" · •· \ .... ,. . . ·:,.: · . :· ·.:\. ' :-,..i:r ! ' ' .. :·ï :. ~ .. " 

g~nerated., Regardless of its source, fin~11ce is a 
. . ~. , -~ .: . .• · ' . , , , ' ' ' i , .. ~ · , ' . ~- ·: ' l: ",, ·. \~·1 :\~' \:-= ;. .. 

function of p~ofi't';.>·on the::i.'o.ther'h~nd,.'OGO att,~act new 
' '\:. . ,,},, ,.· '(' . ,•• /.>- . -· ' ,· .. ::,,.: .... -:-··· l, ·-· ,' /,, • .. • .-·· 

customers, there must be· a price reductiono CJ.early, 
:'' :. •,'• • ',.,, ,·'' ' ; , ' ,, •, •')' r,, 

the~e . .1':ïs '~ point 1:Jeyo~.d .vlhich a reduction,: i~ \,rice wilJl. 
•• . . • •• • ~ \ • 1 • • { .. 

be· a't' the expense' of prof'i.t ... '· C.apacity expan~ion and 
• \,•• i ' / • '. ' • '·. • '; ,•, ,' -. •• ;,t 1: :;. ·~ . . ,?, '.1 ,.\ ' ~/ ,: ; . ' ,, ., .;, ..•• ;. : ' 

màrket ex'Pansion tlien become·. competi tive· ·.and · gr~v1th 
.. -. . • 1,: ·:. • . .. '. -···· ';-• • ,,.· .• ,: .. . . .--·· . ·.:··. ·, • ! .. · .. '1 •••. ·.,,.· •, ,, . .• 

b~?'.om.es . nega ti vely· ~~lated to pr.ofi ts ..... Thi~ · po:int 

therefor~ ·sets a :timit to the sustainable growth rate of 
1 '. ' ' 1 • .. • ' /. f• ;'. • ·. . . ,· ~· : :_)\. . ·' •. . 

the :firm bec:au~e both pri'c.e: and. profit rate' at that point 
•• • • .. ;'~ '·. • • • • ;: • 1 • • •• "\ 

~re su-ch that allow.capacity:and market to' e~pànd at the 
.. '; .. Y:' 

1 ' ·~ • 
\,., .... 

[. 
i. 

,. 
,. 
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same rate ... lia·fi:rm.becr.omes.more efficient through 
! ,','; .:·,,,' r'• ':,:;:::},·, ]·.,~··:: {~,\·,:,, •', 

11' 
0 

I 

innovation; i ts c:apacii ty will ex.p'and, as will be 
. : \.'.\ .. · . ' ' •,• : . 

. reflec·te.d in a 'reduction in. i tS· unit cost. The firm• will 

"also be in a position to .expi:u'.id ·its market,,through 
,,' ' ' . .. ' .,·_.! ,. .. ' . . . 1 

further pric'e''' :te duc t ion" and \the point. at' ·~hich price and 
.•. • ,, ,- . •. :·:, ...... : t: l', • .. , ::, •i.. .. 11.i ;I' . •, •\ " 

· · profit cari all?~. f9r a sustainable growth rate will. 
'• ' : I/•)) ,.I.;. • ' • ' •.' • ' ', Ï,, 

recede... It than'· means that ',·the more efficient a firm is 
·. ' . .. ' . ,· · . .',, •/ '··' 

... ;·. r : ·, , . \. :, ~ ( 

the higher wi11·: be the maximum sµsta.inable rate. of grow~h .. 
• , •• •• 

1 >, '·,, • ' ,··- . . ~--\ ·'°:"'. , ~. 1 • •-: \. ,1. ' .1 

; \ ' D.ownie. re~lises ', the implications. ·of ;·an· unche,cked 
• ,'._ ·::··;· ·,, ..• , ., •. ,• · .•. : ..• r,. ' , :·, •1/ r . ·• , N. -··." , i,: ': i;" \i. ·, .; ' i . . ·\~ ' ·, ~:' \'." f .. ~· 1, . . 

process of tr.ansf'er mechanism. - an ; .evert~growing · · 
.. . ·. . :··. \. . .. , ·.'· ..... , , ·., ·r . . .· ... ,; :·· .:. ;-. .'l't~~-. .• . ·~ ~ ·,., ~: -.::-, ·.' . ,, . 

. industrial concentration.. He however believes. this will. 
'"., .,· 

n~t occ~r sin·c~ '~ny 0~giv.en· historicâl situet:Lcin' will 
• .• ', ' . ' ./. • : ..... ·: ' .• ~ • ' • . ~ ' ' 1 • 

c~ntain wi thin i tself the· ·seeds of its ·own transformatïonn 24 • 
,, .... : . "" ' 

·. 1: . _·,1 ' . ' ... ' 

.Qontained vii thin the 'transfer machanism is the: et innovation 
). .. ,7 , '•' ., ,, ·,'l, ·,, .. :.,:.i '.r,,,. 

'·. 1., •• , ... ·, .·,.- ,/\11'.~,·:::·~, • "\ -: ,,,, , 

· · mechanism'0 which ,is · ~he. pro,p~ss ·.whereby ,.the less·., effictent 
.-:Y:.i·I ·

1 

1 
', ';1. ;•-; _, ,<.,.·1 1'.;'i,\ ·.~·.\·,7;:(~,:;;':;_','.,:~·-. ·· .. -iy.·.:':J'° 

1 
·.;' _tt/, t: . ·f.-.),_-:· .. ··:·'.'·,:, ;- _. .. · .. · ~ -.,. 

firms in -:their characterist.i.ê :restless urge to do bette:l?: 
• ' l, ', ' ' ', '1·'tl·,11' . 

• \. '- ' 1 t111i'1 • ' , , \ 

and t··o' change· their apparen~f precarious · conditions ,, • 
· .... ,.. ' ·' ;~'1~},·(ri·- : '•·.: .. •1 .•.' •• 1:r •• 1 •;._.',~ ~.\· 

,always seek.'activé]y. to reverse the dimihishi:ng trend in 
: ,' 1 0 < 0 '. 0 0 • < 0 • • 0 •• 0 •0 ,:,,,' < ~; • 1 ' : ' J :, ',,: PM O ,i • •)'- • ': • 0 '< ·: ' /•' 0 • ,,' ,, 0 0 • " • 

their 'ma1"ket .. shareQ. D.m~niêisug;gests t:b.at du~· to this 
l, :i' .. _\ ...... 1 

process,., 

· indus t l'"Y 

the next technologicèl breakthrough in the· 
:;· : ,.·, , , . / ,,• /' . '1 ., .... ' ... r ·; . • •. ' . ' •·. \ ·.,'. i . ._ ', • )·... ':\ 't'~·. . . " 

is more ]ikely·to· be made by one of the 'less 
. . ~· 

eff'icient fi!'.Ills ·than by the -more efficient · ones which. may 
' . .. ,.: . • ' 'l . 1 ~ '• .. . 1 ' . ·-::1 . . ' 1 '1 '• . ' . . •• ..• 1.t . ; ( . . ' ' 

. now .t5~nd, to pay Jlittle a~tent.i?n·' to -~nnoyation» ··, but 
' ,, ~ r, ' • ., .. ~: • ' •• ,:· ' ' .... - .. 1 ·'·:... • ·.r: ·.. . . . ' 

co'nèentrate 'on expanding th~;; exi~t~ng market . :for the 
: '! • , li.:, I ' ' ·: ;:, ; ; ,, . 1.r . " , . ~ l 

exis.ting product .. I:f it so}iiappens.·that·:,one·of·~he less .. , 
.. ,;, . 1 '·, :,, '::?};/·. . ... ,' '. ·.,,.>., .. 1 ,, 

'I 

/ 

CODESRIA
-LI

BRARY



29 

efficient firms does make the next technologicel break-· 
, ·,, ' '• • ; t r ' ••· ~-.,, ,, • .,. • , • .. ·, , '\~ • ''· : .' 

throug~j·· relative· ef';ficiency and consequently the 
,. • : ,1 •• f / ·'. •" .i. • 

~transfer mechanism will be reversedo 

Apparently, . Downie • s disu~~sion of the gr.owth . 

proc·ess canno.t be· buil t intb a steady-state·. permanent 
·, ' • ~- : • ' • • ' • : • • :.. • ' • ''"' • • •• ' ' ... ' • • : • .: \,, ·; '•j • •• • :\ ;, 

. growth model since any succes_sflll distab~l,izatioD: of . , .... ,. 
growth through inno.viation will simul teneously · set in 

, • • • • •• ,. 1 • • •• • • .• 1,. • • , .i: •. -~ • ' r 

~tion the proc·e·ss of reversif?.g 'the . trend:.. How~"\ter, 
':,w;' .. , / \, 

th~re are fwo'major contributions made·by·Î>owll;ie.'in 
'1 ·, 

: ' preparing·· the grounds for an articula te· theory of 
.! • ,) • ' .--- ·~\1 . ', 

corporate growth:::. the two"'."'way relàtionshii.p between growth 

~~d pr:ofi tabili ty j and the' ~omp~ti ti ve ~rocess··~in' ~hich 
' 7. ..,, ' • ·\ ' ' . , ·'., 

/ ' \ ' ' l ( 

he stressed the oligopolistic interdepe.ndence among' firms 
. . ' . ·,, . ., ~·~ ,, : ··,. : .. ! . . . •,, • '·,J' . "' . . ) ' ' '. f 

which underlies · bath the · trensfer and inno.vation 
\ • !· ....... ,.. ' ';:.· 

mechan~s~s.. . Ev,en though · i t::·does not app.ear that Downie 
.. · 1 .. 1·, 1 • . : i ", •• ••. ., •·. 

and many scholars · after hi~/irealised.: i t; · the.· growth-
• ' ' • • • • ~ • • ' / ;'/~.; '. ·1 • • • ' ~ ' '. • • ' • ' • 

prof,i tabili ty relati:onehipf(:when · examined1 wi thin · the 
·. '1 .: . . . , .. . .... . ... .. . . .. :1:·'.rl/>. . ·, ,':. . . ··. ·~:· , 

oligopoXistic structure ot:.:-the firms p!rovides a more 
' ", , '11 •I•, 

r.eaiistic I'ErnuJLt · than what obtains wi th tho.se models 
,: ,··. ' . . . ' 

which pay no attention to the uncertainties that may 
• j .. ·, • • ! 

arise :f'r'om µnp:redictable reac(tons of riva]s.,. ·IÎi' :t'actj 
' ' 

L O ·.. ' • 1\ : • • 0 0 \ ' •• • J 
as .will be shown in subsequent·cont,ributioms, not·much 

,, f I L '• < • ',, l 

cognisance has been taken· of the competi.tive; process •. 
1, , ·, ~ ' . ' ' . ' ,. ,, , ·~ . ' '"' ,. , 'i- •' 

''·. . ,. '• 1 t, ,, ·\ 

On the other handi,1 those · subsequen.t ·works · appear to have 
' ' ' ., ' ·,,' . 

' ' • ', ' .... • ' ; 1, ,, ·\ :'·· j ;,· ,. • •• 

}:leer1 de,veloped arbund the ·~ramework o:f the gro~th-' 
' ,• . ., •; ' •' ! ' . : ' ., .... ·· :' ' ' ':'•' ' ' ,, ';· ·./· \ < ' t.; • \ ;:, •,. ', i_;,' .: ,~· 1 •• 

pro:fi tabili ty relati:onahi~p :iri a wor1d of' cert~
1
inty. 
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In her contributi?n~ Penrose ~y-pas~ecl\ the. industry 
•.:• ,• fi ' '• ' T ' ' -~,',' J' • • • 

:iin order to concentrate on the internai' characteristics 
. ' ' .\:., c: ~ 

of the firm1e·· · She redefined', the firm i1n such 'a way that 
t, ,.., , ~ , l ~. I; ,'..,, , 1 • . • • : I• , , -~ ,',:; " ·. \.. ·:_.··.· ,ri:~ \,: 1 ••• 

em:phasis ïs shifted away totally f'rom the :ilndust!Y• 
. . . . ; ·: 1 : .. : .' ' 1 ',: • • • 1~'1 / . 

Her conc.ept of,.the ·firm·is:
1

. · • '· ! 
~ 1 • ( o ' ' ,.. . ', ·','1· ' 

~ ;ollectio~ ~f p~oductite resources, 
the disposal · ô.f whiéh- bet'1veen ··"i:·, 

• . ,, 1 • . . • 1 •••• 

di:ff'erent uses· .and· over ti.me · ll.S 25 · deterrriined\ ,by · administrative ··decision 
,.'.. :,J ' ' ,;;-'.'11< ,:• V ' ' • ' . \ : 1 ., ' .' • ', .;.'' 1 ' ~,. ' 

1· 

The imiportarié.e of this .defini tion is f'urther 
' :,'•.. ·:: ;' .. 

\ t 
stressed thus ~ ' . 

In a sense, the.· final products being 
produc·eœ by', a ':firm·. at ',an;t given' tim.e 
merely represen.t.,..one Of ',sev1era1: wàys · 

· '. jz;i.· which,,,.the · f'i~_·· c.ould be 'using .. i ts 
-resources, an incide~t '~n the · .. \ ··· 
dev.e]opme:nt 'of'.: i,ts--!bas:fc:· pbtëhtiali tieso 

·:i:·.1' _ Ove~ .the yèars. 3 .. the product· change ·" 
·"' • o o .. ::'".Witb.,i;n '·the\·limi t,i,set>' .. by-;,,thê:~·ratè· 
' àt ::which<the: administrat.ive stru~ture 

.. of'·:thê' .firm:t:an··:\b~\adapted·and- ·. ··_ 
·.· adjµstedl: to l.arge!r,:·.1and · larger scale 
·of· op,~ration therr:f'.is· nothing' ··:. · · 
· inherent. , .. in the · ri~'ture , of' ···the :firm or 
-~.'of' it·s.-eèon,omic;·,,fupçtion 'tô • previent' · "2 .. 

indef,inite'èxpan~:i:on o:f its-,activi.ties 6 
·. > •,• ' . i_:·. , .. ·': 1: . ··:·~·- .. :: :\\{ \ ~-~. ; ,. 

1. '. 

The managerialobjective in· Penrose's discussion is 
.. :· . ·,, ~ ...... •. • . ,i• ' '1 i_ ," 

to increâse: toi al 1·ong· run profits .. ., .. 
to · expand~ as .. fast as·. they·· c.an· take, · 
advantage of' o.pp.ortuni ties for. - · 1 

., .. expan~ion tha.t' they · consider· p;rofitable27 
,, ' .. ,.: : . 

• ' \ ·, 1 1 ·, 

----~--------------------·· ............. ' '', .'.' <. ,, ~· •• •·., • ', "d .•, 1 1• ,.. ' (, . ;, . , { ; '1', . : . : '·. ·' •'· '• ~ ' 

250- , Penrose j. E .. , The Thèory·;.o:f t_h~ Grm'il'th .. _of' the Finn 
().p.,... ~i t O p C> ', 

124" ": '' ' : 1 :, • ' ' ' '' ' •. : : .; • ' ' : . 

270 Ibid~, p. 290 
.. " ·•, . \ 

. Il. 
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Given the poo.l of resources at the f'irm 0 s disposal, 

the set of aœtivities whic.h .. ·the. firm is both aware of 

and able to undertake prof'itably is 1 termedl it~ productive 
l, ~-

.. opportuni ty... Penrose 's contributio'n was. c .. entred around · · 
.•· '.• / '· i::···:· ' . '1•. :,·;···1'·1 ' 

1 ··- ... , 

the determination of the constraints to this productive 
•, • ; ' "" :• 1 • " ' ,1; ' 1 e •• '\ .~' • ,: '• ' 

·'· 
o,pportuni ty.., 

,'•,. ,. !';:, \ r 

She, stresses· ,that. i t · is · not so much · the 
" • , •• · ... 1· 

amaunt of resonrces availablethat œy'be termed the 
., '., .. ' ~ .... ·.~-:· ' l ' • • • ,... ; j' . \ .. ,' •. 

firm OS input 0S,
1

• the SerViCf3S WhiCh. the r0S0UI'CeS: COUld 
. ,. . '':. 

r~l:1:der~· sin.ce· the same set .of'' resources if' ~ùt into some 
: . ···' ' ' ' .. 

1 

other use or combined: wi~h. some other resources will 
,\ . ,, '. :; ~.~.t : '\ 

provide diff'.erent. services· or set of" serv.ices o 

As the :firm p1.1rsuea i ts ·growth o bjE:;ctive i t expands 

the productive services Qotentially availsble'. to it by 

,, .. expanding . i t s . m~nagerial team .. fl~d acqui;ing :: more . 
• ., •. , • '' ' , -.,i.;/ ~. : 1 • • ... ' \ • ,· ' 1 1 .'. ' • ',, , .', .: ',,,j .; , .: :' , , , ; , • .. 

·,;" ,!: 1,. •• ·, 

resources .. · To her·,' .the ~il'lan.c~ .• to acquir~ ·.the resources 
• · .. ,' ·. • • • \, ' • •'. ·. :·· .. '1;'

1
· .. > •• • • , , ·'. ·,' '• ,:·, '•1. 1 • 

crannot act as a ~onstraint ·,s}nce it is always.: available' 
· .. :·.i , .' ·:·· . ';:! I,. ;ft!\;. \ .. ' . ', . : . \ ... 

if only at some .costs.. The ra.emand .condi:tioos as sëen by 
, , •, • • • , • 11 i _.\: r~. i , ~ : l .. ~· , t • ,." r 

thl;\ ~î~nagers e:, also change .as:,;jheir · experienc:e. a~d ~owledge 
'·' . \. ',.,; ·, ', ·. . , . ·.,.·\', ,• "'. ' ·.' .. ,', 'I .. • . 1 '~ '. .. ' " .. ·, '. , ( , ·c. ·, '. :. \ . 

wide~.., :"'··Thus, at .any point J.~ time the products 
' ' ,, .·. \ ' . \ - ··,. '';" ,' ' . '' :._· ,: •, \ 

. œonsidereàl by the firm' is determ~ned p.artly by the 
\ : .. tî. _.,.··--.' ·, 1'' 

~v~~J.a,,ble resources · ana·· partly by the· Ma,~·agers & experience 
', ~(•.'' • ... ' ' , ,' ,, I' : .. ' ', ': ' •1 • 1, i • • "" ' ,,' "' • 1: '\ '~ • 

· and :~nowle~gë, of the ma~icet,Q Si~ce· thes'e do change -~veF· 
'. ' ' ' ,, • ' , • • • \'" t •• " ,' 1 ~JJ,'' ( ... · ·.: . ; . ' ,; ; :.·· ', ........ \ '' "i.. ,. ' ; ~.. . . ' 

t ime:. . i t me ans.· tha t the firm .. in Penrose 0 a· model ·. grows 
'· ,. • -? ... "') '.," \ .• ; - " ,' ',,"• .: . .' ,.· 1 

normally · through dti. versi:ficat ion: . Di~ers.i:fiea:t.:i.6:n · is 
': \ ~ • , • • ' 1 • 

signi't'icant in'· the ~~èl,e'l\i~'){hat i t ~.,,'' ' ·, ' 

. . .. . ;{it: . 
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frees· the firm.·f'rom the restrictions 
. :. imposed: on i ts:: expansion-: by, the .. 

:.·: · demand .. for· its • .. existing., resources.,.,., 
'Existing ma,rk~·~s··maJ\: be. prof'~table' 
. and growing~ . bu~ ... all · that:, is .. required 
··,to. · induce·;· d1 versification ·is thet: 

they':,do not' grow fast ·enough to use 
ful~y the:· product! ve ~ s~rvices ~ · · .28 

.. 
1 

ava1lable · to "the 1 1.:nd4.VJ.dual firm 

' In sum, i,n discarding 'the :rf~ancial and demand restra:lint 
' ' 

in Downie Os model s, P.enrose · proposes I!lanagerisl restraint 
1 ! / [ • , } i ' ~ , ~· ,\ • ,· '; , ; . 

' 8 , ' ' ri t I j \ • ~. 1, • '·, ·: 1' ' 

as the :timi ting factor to · the grov1th rate of' ':firmsê 
•• 1 .··' '. [' • - • ·• 

' ,, 1 

It is the managerial experience~and knowledge that 
,_:..,',:,.· 

1 •• ' 

~ - .. . ~ . ' 
! . ' ·' •, 

determine· the rate of diversification and therefore the 
' • ' ·~: . 1 ~. 

' ,, 
rate of growth o:f.the firmo 

Like Downie 9 s hypothe~is, it has-been di:fficult 
·~ ',: '· - . ·, ,:· .. ···;-,t· ... '' ~ .. ,.,..,·:, ·'l. '. ·-

putti:ng Penroseis discussion ·of the growth process 
~ .. 

,, 

together as a formal corporate.growthmodel. · Her work· 
t ' . ' 

,'•· , ·i :I ·,' ,1, .. ' '!' ' ' '•. , .' 

has been dE!.scribed _by Marris lias·· being organizational as 
1 .. '·/:':;\·;·;: .. -~ • • • 

distinct· :from his own .s.t~ict1y;·: ,economic ,theoryo · 
. ·, . .· ' 1)/''/' ... : ' '· '. '. . ;· ' 

Ma~ris' completéd. the foundation laying ·for an 
j,,.;,\:;J, . / :,· ~.:'·}./:/?\\::;· ">?\ "· . 

expllcit corporate growth tb.e6ry·by welding together the 
. . '.-~. :-

two basic restraint in Downie 0 s model - financial and 
. :- ,' ' '· 

.. ~;\ :. ,' ;. 1 • 

dem~i1d · - wi th the· managerial restraint in :eenrose 9 s work.a 
,. -,_,;,, 

In JJ.IIarris model, the Managers· aim at the'· maximisation 
' . . . ., . . . ,: . ·-· • ~ -.: ··" .• l~.. •. '-·- . . -• . 

.·• _.,,. 

of th~ir own utility wh~cl_l is a function of' the growth 

of' demand :for the products of.the ~irms, gd;, The owners/ 

shareholders also aim at the '1n~ximisation of'· their owri 

·'. \;;_·, 
. ' 

28. I.bid .. , p .. 145.:. .' ·.'; 

, : : r .. ,'~ \ :: , .".. • 
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ut:ii;I.i ty which -Marris. assumes to be a f'unction of the. rate 

of gr..owth of' the· capi t~·~ ·. supply i g
0 

which îs a me a sure 

of' the size of ,the firmo The firm(at tains equili brium 
.. ·--.-· .. ··' . . .. 

,'' ,• . . 

by striking a: balanc.e between. the realisatï'on of both 
.... ,' 

the :Managers' - and ·:the ownel;'\8 S objectives -so that 
',:,. 

,··. '1 

= 

where gB is the-maximum ba~anced:g:owth,rate .. 

Marris establishes ,that the :factors. that deteimJ.ine both 

gD, and g
0 

can be expre,s~e.~ in_ tet:m~ of two ,iariables, 
,, 

·the .. rate of di versific:.ation and the .av.e:nage profit 

margin:.. Div.e:n:sificetion are of .two· types -
1 . 

d'if:f'erentiated· and imi tativê • diversifications... While 

the former .invol-yes ·· the int:roduction oi an entirëly new 
. ' . ' ... -:;,'.'!:)·,...-. ... . 

product which has. :m:o clo~~'·f(~~bsti tute ·and therefore 

cre.ates new demand, .the Jla:t.ter invoI:ves ·the· introduction 
. - .·,>';;v:.' .... .· - . -. 

of a subs'ti tute. 'for. a prod,uèl; elready in existence .. 

Marris considens dif:ferentiated di:versif:~cati.an the most 

:L~portant .f'orm of seeking to groi11 since. there is no 

da_nger of' encroaching on :the market· of'. c.ompetitors... .On 

-the other hand, imitative diversification is almost 

crer.taïn to ·:iinduce · compati tors O reactia.n:i.. To guard agai:ast 

uncer.tainty f'irms alw~y~ __ c~()OS~· to di versify wi th new 
' ,·, : ' ' ·:, ;. ' ·, 

P~;oquqts.. Howev,erii·- consid~t:ing,. the rate· of' imi.:tative '' . . : -- ··:i/f>: .. . .. . ' : . 
diversification·· ïn_ reali tyf,,rone may ,regard the Ii ttle 

. , 11r,,,· \. 

• 1 f; . }jl;'~1i'.1l1, • 
• !« !, . 

', .l~i,·.~,!:.'.) ·. 1 
·\;· ,l'~j' ' 
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importance attached toit as a simplifying premise which 

is necessary .for the basic· steady-state type .of growth 

model Marris etventually· dev.eloped. 

The growth of' demand is positively correlated wïth 

the diversif'icàt:i:on rateo, · ffowever,. if the. rate of new 
.. ,.. .. ' 

. ,;t~~.?.:1,~,~.:t,,,i(~-~··:\tq9~;;:;~:-~·\;\:i~,~~;~'.J:,3~.;~:~:i.f?,f;;,-gf~~{~8ff·~l~t:)i:f)~.~fi':~~f~·::/,;qJ</?/O:::·:::fi 
to the over running. of the personnel.· involve.d in the 1 

• • 1 

1 

dev.elopment and marketing of new products.. . This is an 1 

aspect of' the managerial restreint in Marris~s m.odel .. 
-

The other aspect is a straight ado_ption. of' Penrose •s view 1 ,. " 

that a cei1ing .to the growth of' a firm is set·by the 
.• .. 

capaci ty of' its m.anage':rial team which cen only be 

expended at a de:finite rate that is determined by the 

rate at which new bands con fully be integrated. for 

team-worko. As .reg!3rds the growth of demand~profit margin 

relationshiip, _it is assumed te be negativeo The argument 
• C ,• ' -"• " •- •~• ':. 

f.s that if,, diversification rater, is high, due probably 

to,hi.gher expenses on R & D, given that the prices of 

products d10 not change)) m..ore aèlling ex.penses in form of 

advertisement will have to be incurred~ The combinationa 

of highel:r-R &·· Il and higher:. sell_ing expenses will ~educe 

the profit margin but ~xpand the growth o:f.demando 

.As in Downie 0s.model, there are two sources of 

financing growth-inte:rnel and ex.ternal., The internal 

source is through retai:ned pro:fift;a. while the external 

i 
.1 
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source may be through the issue.of new shares or 

borrowingo .According to Marris the main source i,s .,, 

internal i~e. through retained profitso However~ there 

is a limi t to how much profits. the·4'i.rm. .. c::a:n retain since 
. ,' 

there ïs also the desire'to·dist:i;-ibute a,satisfactory 

dividend in order to avoi.d the· sell~ng of. .,.shares. . The 
.. 

argument is that if.sales· o:f sheresoccur on a large· 

enough scale, themarke.t value.of the firmes share will 

~alL. This may· endanger. the position of ... the .Managers 

as the :falling market value of ... ~he shares _may. l.ead to 
' , .. 

take ov.er raids ... · Thus, the Managers have to .be very 

watch:ful of their. retentim.1 · ratio .. 

If' a firm · is' resorti.n.g to borrowing · t.o. f'i.nance 

growth, it will also have to be wat.ch:ful. of i.ts debt-

· equi ty ratio,(lev.eragef ... The higher this.ratio, the 
. • " /.\!_.,,. 

more· exp()sedi i.s ,the firm i:t~ tak:e-o~!er. raids and .the 
•,, 

.. ; 

less~. seçured . iis . the management" 
.... ·;: ,.:• 

In regard of .. new issue of shares, .whether a firm can 

continue· to · issue new shares or not depends. on .. the 

ef:f.ect the newissues will have on .the market value of' 

the firme If >·i t is · expected that, the. returns,: to . the. mew . ~ ~··\ \. . 

~V,estme:nt '.to be undertaken by the· nm, · shares. will be 

high.enough to either raise or maintain earnings. on the 
. . 

existing shares, .th~ marke.t value. o:f. the existing shares 
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· wi.ll rise or be. maintained." 
•, ~- .. . . :, If' otllerwise., .the,,.~,r~et 

. . .. •'''.!'. 

value will falJI..., . Obv-iously there ï.s a llimi t to. the 

.nw.nber of' new sheres that cen. be.issued bec::ause.shares 

of the same·type,.wheth~rnew or old;.always·have the 

s~me price ·whi]e .returns .:.i:>er share .do. not. alwaya rise 

with the number of,sh~res issued~ 

It is in this area. of growth financing. that Marris' s ·. 
' . 

major contribution·to thetheory of corporate growth 1n 

··form of· the iintroduction of. the conG.~Pt ojf.' valuation 

ratio/has been· identi:fied ... Valuation ratio is the ratio 
-\: ' . ' 

of the stock market v.aluation. ( i., e .. market assessment o:f 

the firm 0 s performance and prospect under the existing 
. -·· 

-
.management) ·to ·its book valueQ The ~arket assessment 

1 ; '·, 

of' the f'irm will. de pend• on the ratio of share returns ta· 

the share price. 'With the· issue of ·more new·shares, the 
... ·, ' ... ,J·.' ·,.·' •.·•· , ' ·• ' _ . ' ' • • l 1 

0 ~ > 
' . .: :·. :·:."~ .· •', ·. . . ... . . 

retu1 .. ns~price . ra tïo fall:s i .··The · market .va]U:ation, · arid 
,, 7·; y ', . • • . ', .) :,;: ~ ' ,;.. ~ " : ,1 °!' • , ' ' ' 

therefore the. waluation ratio, falls o · The position of the: 

~·nag~ment will be. ·i~~ecu;~d if' this va~~~tion ~atia\ 

falls below the· subjecti !e valuation ratio: put upon the 

firm1• by a potential bidder •. 

·Marris suggests that jpb security is attained by 
\ .. ' . ' ') ' . . \ . ~. ·. 

·subjecti'ïi1ely .cüntbini:çig the, reten:tion ·ratio:·. the debt 
.. ·, . . ,. . . ., . ,· ;: ... · .. ' 

' ,, . 

ratio: and the ]iquidi ty ratio .. into a single parameter 
.:·:;_. . ' ' ', ' . ' h· .. 

c-.all.ed: the .f'inancial secù.r.i ty constraint ... This securi ty 
' • ' ·' • • ~. 1 • r: 

·,, 1, • . ' ' 

constraint :ii.s positively c.orr.elated withl the f'irst two: 
• ''. 1,' ! ~ 
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ratio,s an~. negativeJ:y witl'L the .third.. The higher the 

ov,.enal-1. parameter ( i .. e ... the Iower the valuation ratio))~ 

the less secured îs the j'.ob of' the Managers, but the 
. / ,1 f. . .'°' ,_', •. , . ' .. \ ."l;' 

mgher wiJ.l · be ret.ained profits and borrowed capi taI ... 
i· :.:i." . . '.-~ ~· ' ' - ··~ '' 

GrÔwth.of' c:apital fs theref'ore a positive function of 
... ' ..... '· \ 

profits 11 but subject 'to· a financial constraint.. Profit 
,.) \,' h I~·. 

. .. 
on the other·hand is shown·to be a positive lineer 

function of the profit margin and a negative quadratic, · 
( •• •. " 1· : 1, ', \ 

function of the di versific .. ation r.ate ... 

EquiJ.:i brium of the firm ,ià dCrt:e~m.i:q~dt by c:hoosing 
\'. ' . ,, 

ei ther the' div:ersificat.i9,n rate or the profit ma:;-gin that 
' ' . ' 

1;,; ·, .' ' 

will equate both ge:. and gD."' If one is chosenll the other 
", . . ' 

is simÙl taneously 'd:etermiried" .. 
' • ' 1 ' :. • • •• -- ' • 

' • • , •I . ' , •.' •, ~:, 

The s'WilI!'lary o·f i t ïs:. D9wnie suggests that firms 
'. . ! ··ti_,!·1~~<·;\· ;i';·.~.·.:'.1'/·>;! /1:,f (}." \:.'.4-\_,' ' ', \ 1 '\ ,, 

grow through the expansion,qf both ~apacity and market, 
·, , r •. ',, .'i\ ,:• l· .• :,~•; ·1'., -': ',, :\ I'. \ ;. i \ • 

but that there i:s a 'Iimi t te,. the rate of growth.. The 
'i, . '• ;:/·'! •·,,. I 

limi t is s,et at .·the point . where the expansion of capaci.ty 
• ' .. !, ::1 .. ' 

, , l \ • ••. 1, \, \, 

· becomes ~ompetitive wi th. tl'le. expansion. of market, in 
',.I·, ··, .. 

which case there ·dev.elops s.imul taneously a :financial and 
', ! t 

a demand restraint to growtho 
,'ri. 

Penrose suggests that the 

f!inancial restraint c:.annot be strong eno.ugh .to l.imi t 
't , : 1 ' . ~ • < ' • ~ ' 

growth since ;Cunds can, always be obtained at some costs~ 
;, 

She also believe,~t that ~emand r.estraint œan be overcome 
0 M • •, ' ', •~• 

through di11ersific:.atio11: .. 
. ' '\· 

She. suggests that manageria~. 

restr.aiint whri.ch mani.fests in:' the rate at which new. 
'i .•. ; 1 

l ,·; 
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products can be effectively introduced in.to the market 
' . . ; . 

is the .limi ting factor to.· the rate o:f..' growth of th_e firm. • 
. ·,·,, t-" .,;.l\::,!· .,. 

Marris egrees. wi·th Penrose thst the ;demand' restraint · in 
• . , • •1. , 1' r . . ," . , ... - . . .. ,.;.'··-·: . . .. . .,,. ,, 1 , • •• 

D.ownie \)s work can be overcome· through di ver.sification.·· 
,, •• ,\;. 1 ,, •• " •• ,· • 

and tllat managerial restraint·limits the rate of.expansion. 
'( '. !'" •• ,, ' ' : • ,! ' ' ,·'. ·.,. ,'! ' 1 ,, • • ! • ,, •• ••• ,,.'' 

H.e howev.er diff'ers in his own··concept of managerial 
. . . . . . ,· ~i '' .,. . . ; -1 . ·-· . ': .. ~.;.- . .,.-. "' ,. 1, ~ 

restreint which to:him manif'ests,in the :U.imit set by the 

financial r.esources that is av.ailable to finance growth~ . 
. : , •,., \ ! ' ,1 ,' _' ' , , ' r ' ·, ' 1 , 1 ; ~ 

Rence, he sees the financial restreint which comes :ii.nto 
' 1 • .: ~. ' ,) •• , ' '' ••• • • '"! 1:--- ,, , , ' ', ,: ,,•' , , ,, ... , ·. . ... '··~ • 

p:tay in f'orm o:f takeover· threat immediately the financial 
' ' ' :, ' ' 1 " ,• ~,\ .,. ' • • ' ' ' ', ., " , ' • '. ,' ' ,• ·,:·:·, ,• 'I'. i." •, ; .. " 

seèuri ty ·constraint attains a maximum· l.ev1el as being the 
', •1>·!, .,' .-,,;, :,·,·., •• . ,•' •, _,r' • 

]..imiting f.aœtor to corporat~ growth .. Obviou-sly, · unlike 
....: . .'I : ' 

the previous . au thora, Marris recognises tl'il.:e · :t'act that 

Managers are not· interested only in growth, but also in 
,., , 1 / • , ,· .:-•"" ', "". ' ' , r •' _.,.. • /, ' f ,,\ 

the se.c_urity of their j'.ob. 

In view of the fact that ~creasirrg take-over threat 
. . ' ''.' . ;., ... ! : ' l ·~ . •f ,, • • ..... ,·:. ,.., .. •,. \ "· '. 

· which is ai;i indication ·o:r falling v.Bluation ratio is 
·'\., ', :, . :'•' ' ;, . '. ' . .. ' . . ...... ,•. ~· ' ' . ... ',. . ;.. ,, .. ,•,:,, . . 

.associatedlwithfalling profitabiiity 1 the relatianshiip 
,. . '' ' . . ~- . ' ' : . ' -.. : ._ ... ~:- . ·; . . ;' . . . . . .. ' ,,:, ! 1 • • • • '' • •• :, ',- • ·' 

on which ~orporate growth theories and most formel nrodels 
• • ' j ' '. • ',• 

'' 
ar~ bese.d ·.,. 

2. 3._: ~9 
Market V.a~uationm Taxation and·Growth 

··-:;··.{1; ,, ' ' .. ., .. ~., .. ·:_. ' .. ·:'• ··.· -;r:;~~-: /,,,,/~. '1· ·\• .. :;_, ',) ''. 

Bef.ore we. ~~~.miz:.~; the· basic- m:odel of .corporate growth 

as dev.eloped by ·Marris, we. ,discu:is~)he stockhol~er ... · 
! ' ' !,.,_ , '1-i ·_· .. -' ''.:,' ; ,,,._. ,:.,,'. ' ·.; ' 

wel:far~-maximd.sati.on • of' the,··theory· · of .finance.·· 
• • ' ' • ··: ' •, ···~ ··' • '" "., ,,,, 

1 
:· ' 1 ' ' • • ''", • lo • ' •• ·-·. • ' •• •'1l, •' 

It is- obvious, that the ·decision · to grow in.vol:ves an. 
' '· ' . ! 

mplicit decision to raise·nroney capital to finance the 

29. The disc.uss:i~ns here are: basGd on Koustoyiennis A. 
(l982:), Nllm-Price Dec·ision. - The firm in a Modern ' 
Context Macmillan Chapter Bo 

i .... ~( 

' f. . 
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gr0wth.and the ease with which such finance can be 

raise~ will deterrnine the rate at which the firm can grow. 

Th~ finsncing decisions inv0lve the determination 

of the o:ptimal. mix of the v.!ïlrious sources of funds 

requireff for finencing the @ssets of the firm. Given 

the thrèe sources of financing assets of the firm (issue) 

of share.s, issue 0f b0nds and retained. earnings), the 

financing decis]on inv.@lves tw0 separate: types of 

d'ecisiens namely, the determinati0n of an optimal d'e b-t:/ 

equity ratio (eapital structure decis:ii.on) and an optimal 

dividend/payout decisien (retention-div .. id'end policy). 

The CagdJ.tal Structure· 0f the Firm 

The capiital structure œf .the firm ±s important 

because the proportion ef· debt determ±nea the cost of 

c·ap:iitel to the firm .. 

It·. is ra·tionalfcr-a firm. to striwe t0 minimise the 

costs,ofifts funds.just as it minimises operating costs .. 
' 1 .... 

The cest · of fun.ds and e.p.ereti<1ms wil]. redu.ce the 
\ ' ' :; ' ,• . 

petential amoun,t which the c0mmei>n stockhoJ:ders of' 

a Company will receive es. divïdends:.. The higher th:Es: 

p0tentisl yield_tQ stG>ckhelders 0f common stock, the 

higher the stock :E.s prfced:.,. If companies are assumed to 

be v.alue maximisers, . then they wilJL striv,e: to minimise: 

costs of ::ffünds. 
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Besides .. and:, more ïmiportantly for. our purpose, if 
" , 1 • •' •• : ,, , 1 • , •,, , , .: •• ,· '., .:. , "• - ! ' , , ,. , ' , ,' , • ·.~ ~ • 1 

. ' 

crompanies can minimise the:costs of the funds they use 
. . \ ~·"!· . ',, 1 ' ,. ' ' 

and thus maximise the v,alue o:f· their· securi ties » · the ·chances 
•' ' •, 

of their survival and growth O"«'e~· time will· be· high •. · 
,. 

Again, the p:roblems of :f'inding the o:p,timal 
• • J ' ' ' • • • ' • ' 1 .,, ~.' ,1 • / • ' 

financing mci.x and estimating· its. costs are central to the 
•• ~' - ;. !, • . '" • ' ' . 

ev,aluation of investment proposals f.acing- a firm,, 
' '. • .. ,., ' ' • !, • • ~ • ' ( • • - • , ....... ' '; ,; - • • .. ' •••••• • 

The. ques::tion: is, c.an the 1 fi:rmi· by v.ery~ng i ts 
• ~ • 1 ', • 

financing mix) a:f:f'ect its overall cost o:f :funds and total 
,,1 , l ,,'., ,:- ' 

v,aluatio·n, ei ther favour~b+Y or'un,favourably? 
'<', i O •• • f • • •, ' • ', ' ,, ' ' , ..... t< , ,, ,,,, l, • •:M : 1 S O' ~·· ' 

Various attempts at providing an ·answer to, this 
., . , .. ' ' ,, ,•.. ' ' .l· 

ques:tio.n have resul ted in two major v.iews $ The · first, 
• • 0 • ' ' : ' ' " 0 0 ' • M ;,, 1, 0 ', 

the traditionalist v.iew claims that ~n o.prt~mal capital 

structure exists, at least ~.:. ;for· firms in the same risk 
.. 1,j'. ''i, .... - ,• ' / .,: :1 ·' 

class whi]e the .othe~~ the :Turodigliani-Miller · vie,, denies 
' ' •' • ' ',".: .. •,' .~ 1 ,, • • ·: " ,' • ' 1'.''.l,,1/ '1,1, ';:.: ' ··. '' - ...•. , \ ,. ,,, ' 

the existence of :··such an OP.:timar. structure· except· under 
• 0 0 0 • • i .. 0' ' < :, ., • M O ,' 1 • \ M • ~ 0 0 ' • 

some restr:i.ctiv~ !°Condi tionâ.$O •. . . .. ~·. 

The notati;o,ns and definitions usefü ar~ as .:follows: 
. ' 

D.: = Ïiœrket i.l,alue of debt 

s· = màrket v,alue or c:omrœon" stock 

Y = total .v.~lue of' the f'irm· 
:, . '. ~ 

X == expected.1 VJalue of··· total earnings ( before 
,. ' ·,., ' 'taxes and interests) .,,, :::: ·:, ·,',' ' 

; .. •, . 

. ill = interest pay.lllents to bondholde:as· 

i = market rate of interest 
.. .i.r 1.:i(i·.,:·. 

' \ 

E = ~arnings·available:to share}J.àlders, af.'ter 
1nteEest payments (but'· bef.bre ··taxes) so that 

- ':E: = X - iD . . . . · '..:'' . 
: ,1 

30.. Lb id.-, .p~· .. 
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It · is clear from ·· these defini tians· that, 
'• . · .. :,~:,: ·,· '.... ~. ., .,.; 

VI = s~ + It 0 • ., (2 .. 1) 
" ' :'/1/1 

" 

end that- St = E: +' iD, • 0 Q (2.2) 
':.", .. ;~,~ ;, " .. . ._ 

It is assumed that D: 'is the present va]ne of the 
,, 

streams of-earnings of bondholders~ 
' ,•/···· .. ,.., ,' •'"~1.1, ;, : 

D:=.iîIL 
îc-'" 
. d' 

.. ' 0 " (2.,3) 

is the .discount rate at which bondholders apply 
. , .• ·:,.,,, ·.tl 

. i:n order to f'ind the present v.alue of the stre.am of' their· 
., ,,. . , . ·-·1' ., ·'',? ''. ',• I .1 .'(·'•' 

eaI'nings .. 

Similarly 

Sî = i - iD 
, K,, 

e 

= E 
10· 

e 

.. " (2 .. 4) 

w1:1e~,e Ke is· the d~scount, · rate' that · the ~,~areholders apply 

in order ... to estimate the· pr~?ent value of': thei:r stream 
.,,. ,":. . ,/,., ' \•\•• ' ,.,,, ' • l 

·of earningso 

··Finally 
' ' . ' . 

' 

1 

·!'' 

'"i,11' -. ~-v .. - ~-
' ·\~ 

·. ô 

(1 

or W = X - in + iD. · 
:c: i-:.·.'K .,',,.::'··'K 

e . '. a: 

·:, ·-..·· 1:,,. 

0 (.2.,5) 

where K is the over-al:t. discount rate which·investors 
0 ,.,,t,·,,, •,', ~- ' \. ,· / 

iin the market apply in order to find the present,~alue of 
••. ,.,, •• ·',.,' .,·:.,_. • • ,·, .,. .. ' ' ... ' ·••. >.' • . • ·:. ' •' 

the firm~ irrespective of·who receives·themo 
' . ,, ' ; ''.. / '. ' .. , . . . . ' . ' '; . ··,. ,: ' ., .. •: . . .. ,· . ~ ' . 

Eq~at_ie1:1,s (.2 .• ~)i ~2 .. 4),'·':an:d:.(~.5) imply respective]y 
that , , , ,., ,,, 1 ., ••• .,,.,J~.' \.;·,::!y .. ~·" . /''. ,, • .... ,,:,.,, · .,, 

·' ,, 
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K =· i]t 
dl:···: -D· ·. . ' ' . ~ 

K = !"- .tQ e .,. . S 

K = X 
. 0 :·: Vf 

42~: 

- i 

= E. 
s 

" 

• 

0 

'' ',· 1 

El 0 

• 0 

If we substitute (2 .. 2) in (2·~8) we obtain 

K 
0 

J .,,•l ,, 

Fl .. om equatïons .206 and·2 .. 7 
. ·1,' ., 

we obtain:·.' 

' "'· 0 
,,,' 1 

, ...... 

(2 .. 9) 

iD. = KdD. an_d E.= K0 ~ .. ~l·ii~h.whe~ sub~.~:'.~~uted 

into equation (2 .. 9) gives 

~o.= ~e .~ ~ .~d'.. ,. 
.. .. (2 .. 10) 

Solving for K we find .... · ... · ··. e, . 

~- ! 

K == K · + (K - 1{ 'j D/S .... 
e , .. o · , o . , , , dl; 

. . . ..., ... . ' .. ~..., 
. ~-: . . .... ·;: 1: :, 

Equation (,? 7,11)'., st~,tes ,;th~~:./:!fe is higher· th.an K0; b;}I': the 

produ?;\ (Ko ... !Cdé_.:o(~~ Fo;)this': lest term:to be J~o~itiv,e 

.. (2.,11.) 

K
0

: mus:t be .. ?reater tl:lan I\n~ .. It then follows- that 
' 1 • • \ ~-:' ·, .. • • • •• \. '1•• 

The core of the theory of c:apital structur~.is tb:at 
•' ., ' . ,,. '1 l ··~. ,,. 

what.happens to these discount rates as the,degree·of· 
,1,-';: 

lev.erage?, c~~nges f 
T.o begin wi th~ i t is assumed: that the :firm under 

-'; {'.

1

'j1 '. 

consideration is :financed · en~irely wi th· equi ty •. Theru allow 
~·<.:: (r':' r . ~ \ ', . .'' . . . ..,,.,,, ' ... 1'", r•, 

some bond finanqing to·be côp~inuously substituted·:fo'Jl· 

l' 
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the f'i:rm es equi ty ~nd · observe the e:ffect -o:f thi~. on the ... :,•\" 

composite cost o:f capital» initially ignoring income taxes. 
,1, '· .,, ,• 

1 
' •.,, 1 ,_\, .•. •, :• 

The traditional view 
.. ,,,,· ,.• .... 

As ·debt is ·first substituted for equity·in·the 

e~pi tal structure 1) the cos.:t o-f debt will tend' to be Vf!frr:"Y/ 
' • ' ' 1 " ·, • • • ., •• ·". • ' •• • '~' •• ... 

' t· 

l.ow:, the rte~!3on_ being thaf. the· f'inencial · ~isk to ·the· 
. ' . ·,: ... i1. ,.. •. 1 . 1·, .. · ,' ..•• ,, 'f, l' ', ' ' . 

C'.ommon stock holders will be · low and· can saf'ely · be 
. . / ' .•. • • •• ''., ..... • • • • • . ' ....... '• 1 ..... -~· ,,•. 

ignored., But as IlllOre debt· is added· to the c.api tal 
., '· ' ' ' ' ,. ·.• · .. ···"··'.· 

structure the costs of debt will begin to risej for the 
. '.,1. ,,,,·." 

firm 0 s · bonds will be considered\riskier inv.estments which 
.'1 ' • , , • I''. •" J' . '• . ·' ,'. • " ~ : •• • , ' l . 

· should comnœm.d a higher rate of return..,. That is to say, 
: -..i .•• •.• •• 1 ' ,. \ ! ', ( :. ' 

the investors will demanda higher. ratœ of interest on . 
• • ' ... : • • • • ' ' •• • 1~ • .,., •• 

the riskier~ bonds .. There is no gain-saying that the 
'' ... ,• 

bondholder has more protection·the less·debt·there· is ... 
,1: ,. ,, ·,., l: 

· Since the '.firm has · toi pay a: higher cost on 
1 • • ~-:· ;. • ~.' , ·, .: "• • ·' •• •• ·, 1 •• • > 1: ,':, l 

' . ' . 
additio,nal debt., this tena.s· to diminish the· potentially 

.... i;i·,· ' 1•'1: 
i •• ; r,·, 

benefici-al ef:flects of tràd~ng·· on· equi ty.. .. As ·the amount 
. ,, . ',i'>'i1'' \ ~· .. ,._... ',,,• 1 ~·-~ 

of' bonds issued bec:omes substantiel, the. stockh'olders will 
1 • ,.'(/! ·. · ... · 

bid· d.bwn the price of the .. stock· L.e..; they will demand ·a. 
, 1 ·,' ···'· '":: ., ~ . '. 

higher equity eapitalization rate .. 
'' ;;11 ·:··, -:,- •f' 

The above~argument is shownin Figure I. ~- ,_ . 
...... , • 1 

1-" .. '(, • .. 
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K
0 

farr.s .~ni t~allJ,' .wi th· incr~~.~~~ l~~:~rage, · but· ~;~rts · 

rising from point ·B'.: where·· debt is· considered 

substantially ;large enough..,. 
, , ,,, 

1 
• , '•:I : • '1 , •, 

. ,. 
" ~ . 

It should. be noted ~hat'the cost of borrowed funds 
l ,1i'· . ' 

Kdl, and. the. c,ost , of equi~~Y K0 •):lr~ ... not .~~fec_ted by· ~epital 
.. t ,_' • . 

.structure .. ~anagement" The se:· costs · refer -to ·the·· average 
• .. \ : •• ,\,. i' 

costs of'the sources of'·:fi;m:ds·io.e ... c.ost perunit of· 
•1 r·t{', ., .. , it .. , ·'. , ' · 

de bt which ev,er way i t is e;presseër or measured, so -'chat 
' '-, 

,vh~t · is required for the · weighted cost- of·· capital to 
. .'\ ' . . . - , . ,, . ~ .. ' . . 

:f!all · in the leverage. _range OX ï,s,: .{or Kdt -~,?. ~~ · less .-~.~an 
' . , ' ' ~ ''" ,•". " '•, :" '· .. ,. .. '· \ . . 

· Ke, a~d K0 should .. : b~, ... :ela~iv.ely·· ele5.}}c:.'. , Bu~ ~s K8 

bec.omes relatively inelas_~:i:,; the c:omposi t~ · cos_\.~~rve 

makes an upturn and rises more rapidly with the rising 
,.~ ''/.,, ,., i ,. . ·: 

;e ( aI1d· Kd1)., 

· There is therefore a·d~bt-equity mix· or·range·at or 
' •. ,· - ·, ' .. ! ;/ .. 1}'.(: ... · ' ,,,, ·.·.:. / 

along which ·the·· co~posi te c.qs,~ of capital is·'minimised\. 
• • •' ' '·, \. ,., ':. \I• .·, ({~.·t~(:;;I , .. ··'i '', . ' ' ' ' ',' " ') ', <' .. ~· 

This· fa point B · '(;the trough);,fôn the· K curve and,··the 
.. -~ .. "'., :..,.._ ·· . · . ,. ·.;_'}:. , ... O,; ....... ' .· ·· : ... 

de bt-·equi:ty mix,. X."" Corres.ponding t o this minimum cost 
.;,,,_ ,l, ... •.\. 

is the oiwtimel·e:apital structure., ·In·terms of'·equa.tion 
' . ' ' ' . :·-·-· .. , , .. ,, ......... ·.:'''· ·., 

2 o5 ii i t is the point at which the· total market 'lM:lluè · of 
. ,,,,,,., ,.', 

the f'irm is maximised and the ch:ances of survi v,al and 

growth .. are at . the maxi;mum. .. 

The Thîodig1liai:i~.=1~iJJ~er t~;t .. M .. ) oositio,n~1 

First, in the absence of corporate and personal taxes 
.·,i'' 

as in.the tradit:iionalist vi~~~1/above1> .M. M. proposedl that -. 
. . ·.1 ,· ' ,' .' . ,·:_\.\::1·'' ' ·,' 1,. 

·1,.i:,:;;l;·,,:;:.t! 

31.. Modigliani, F., and Miller M.,. (1958),, 90 The Cost of 
Capi ta~. Corporate Fin~nce and the Theory of Finsnc:e .. 

' 
f. 
1: 
f 

i 

i' 

1 
·; 

1 
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in perfect cr.api tal markets where investors act rati.onally, 
• ' ' • ,. ' ' , • ~; 1 ' • .. .. ' ! • ' .•• 

the ove1""all K is constant at · all degrees oi Ieverage 
\ .. •' .. · · 0 ,_ .- .. , - · . t·.,',·:':,. 

for firm~ .with .. the .same size·and the same business risk~ 
• 1); '··· •. -· ... ,' .' . ·i ,. , •. _ ... " ;·- .... .\ 1 · . " , , 

Such firll).s genera~e-., identical, _streams of . earn~ngs, wi th 
• ",. • • • ', ,, '. 1 ·•• •• ',,··· ·-: •• • .,,,•' ' • ' ' 

the same -degree of business risk and these · s~ream~ mus,t 
' ' ' ' ' ., ~ ' • ·, ' 1 -- ' • ~ 1.' \ ' ' \ 1 

. . . 
<have _the same ., :total value,. irr.especti ve of differences 

1 ' ' ' 1, , , ' : ~ • 1 • • ', '" ' ,:'.. '" ·, ·1 , : , , , , , ! ' , • ' , •, , ' 

in le:v,.erage., . Thus,. ,accor9,ing to M .. M .. , there is no 
• •• / ' ~ ! : ~ • •. ; ' ,,:.' '! . , j • ' • •• : ' ,,, ; •• • • \, '· • '~" • ' • ': .. :-.... ; • .' • • : : ' : - ' : ' 

optimal crepi tal struc.ture for f'irms .:wi th the same 
. '',\ , . ' ' 1,'' . , ' : • o •, • ' ' I' ' • ' t' r / 1.,.' •J ,, ' ,,~ .~lj' ~ ' 

business risk ... 'fhis. pr_oposi tion. is :o:'Qr1.(iously 
• l' • '<·•r> ·. ···· ,..· .. , ·: ·.".:.,:...:.r .. ~~·~ ·:· 

· diametrical]y opposite to the t~adftionalist view which 
. . . ' . ,. . ' ' ... 

p.ostulated the existence of such an· opt_imàl <ï::apita:l,,. 

structure ... 

Figure· 2 . illustra tes the. M .... M .. Hypo1thesi_s. wi thout 
' .. ;. :\ f· .·· . 

corporate taxesQ 

. 
' 

''":·. ' 
·'. 

,, 

·, i ' 
'.i,1 
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Kd remain~,.::~fn~.~an~. w~ th i~creases i,D::, leverag~" 
.. , . ' ·-· ' ' ,: ' . 1 . ' • . ·- 1:'~ ' 

Howe~er~ tho equity discount rete, K rises 'iinearly . . ... ,.... .· ..... .. . .. . e i . . 

wi th increases. i_~ d.ebt, because inves;tors bec.ome aware · .. 
' . 

of: th_e f'inancial risk of' debt and r.equi_re a. ~igher 

premium. for buying the shares of'... the -1irm., The 
' ,: ' 1' • ,· \ 1 '• 1 • • ' I' ' . '·;11 • 

substi tut.,ion q:e. c)1eap .<iebt .. for expensi ve. equi ty has no 
• • ' '' ,; .1 ' • ·i,', . . r '. ·,•·r . ' '' ~ . . .,.. 1 ' • ' . •·. • 1 

• ' l'. ' 

e~fe9.\ .on .the· over all _.capi t:a~~.~~t-~?n r~~.e. .. ·fo, becB;1:1se 

. : th;~, f'av our~ ble effec:t" o(., tll_e increas~. -~:n. ID/V if!·.,:~_;ffset 
.,,··-:.~ . 

'·l 

\ 

,ModigL:i,a1:1i ~m..~ Millel'.'.·,.J~fsed the :iissue of .. ~ax~,\~ 

as a means of avoiding th,e 100% lev.enage ratio: end to 
''·i 

reconcile., the .. theory with empiric.al observ1a~i9n .• 
1 • ... • • ' i , ' '· ' .,,~ .. • ' . ' ' ' ' ' ,,, ' . ' 

For simp]icity it is assumed that the corporate tax 
' • ' 1 •• -- • i. ; ' . '\ '·'.'. ,, . ··::/~-..- ··< ~ . ··,' '. ' . .... . 

is ,.cons.,_t_ant ,and __ 1that there i~ .. no diffe:venc.e lbetwe,en 
; . ' '. . '. . '. il·:": . . •· ',,,. ·, . .;,:,·,}~. ·,. j ·,, ,• 1; .,_, . 

. corporate ta:x: and personal ta:r.., 
. ··1 · •:} ' '. . •; .. '' ... .., . •. 1; .. ~' ~· .. ;. '";.•: !,',l:· . · .• ·. .', .:. . ·, \: \· .• 

~et~ denote_ th~t }?~forer'."" -:,Jax: exg;~cte~ .. E!.~~-:P~Ilg~ ,of 
,"'•, ' 

two firms · identi.eal in all respect exce2t for t.heir 
,' . · ... :. .~ . .. 

. capital, structure»· and t the corporate tax rate o •. The 
. ' C ·- .. ·: .. -.1·. ·:~ .. -:;.:.--.'. . . , .: .... : , . , ..... · :·. . ..... 

after 'tar._earn.~ngs of the shareholders of the unlevered 
\. ·,'' :,. '~

1:1 '.:- • 
1 

' : ,· ··f;• 

firm,_are 
. ,'; •.,. ~·: 

" " .. (2ol2) 
.,., ..... ,.~ ,· ·.·.· ·'>'.'"· 

This is discou:q.ted ~Y. ,Ko to arrive at .. the present 
. ., 

-g:alue of the firm ... 

V = :!(:t. - t ). 
U ·. C (2.13) ·" .. .. 

_. .... K · .. , .. · 
,, ' ,,0 

1 

l· 
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•·1,•' 

For a lev,.ered firm~ the after tax :iincome. ïs .,paid 
i ·'.>· .... 

pa~t1.Y .ta bondholders _in form: of }t1t.erest. pa~e~ts ~ 

and ·partly to ii:ts shareholders in the form. of' di vidends .. 
'•, . 

-~= (Î - iD) (1 - te) ,{- iD. 0 C> (2.14) 
-~ '"' 

x = -X:( 1 - tL.). + t iD .. .. • (2ol5} 
L. c:. C 

Tb.us the after.-tax inco:me of the firm XL,:_ has twa; 

components: (i) the ïnterest payment components (t )iD 
. . . ... -· - .. ... . . C 

--
which is a sure stream:of earnings and is discounted.at 

the market inte:rest rate i and (ii) th~ .. divid.ends 
·~\· 

component which is an uncertain stream. of equity earnings;· 

and is discounteœ at the discount rate, K
0

, appropriate 

for the pa:rticular risk class. Thus 

VL ::: xc J1.. - t'. ) + t
0

D o. • C> (2 .. 16;) 
. C: 

-K, 
0 

= vu + t.c~~ .. ... ., 
" (2.,17) 

-~ . 
' It is therefore clear that the present v:,alue of the 

lev.ered'. firm, when corporate taxation is taken into 

account~ is higher than that of the unlevered firm by 

the amount t which is the increase in the market · v.alue 
C ... . ..... 

arising front the debt and it is the tax savings due to 

the deductibility of interest' paymentso 

Modigliani and Miller therefore concluded that in, 

a world o:f taxable corporate ïncomes in which interest 

payments are tax-deductible, the o~er-all discount rate 
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' 

will decline continuously as debt ïncreases.. The growth ·,!. 

implication of this, conciusi~n is that taxation puts 

levered f'irms in à bette!' position to make use o:f debta. 

(which increase ·,the market value of the firms) to achiev.e 

higher. growth rates. Attempts at providing empirical 
. ' ' ' ~ ' 

evidence in support o:f this t~eory has been very difficult. 

This is because it has not been-p.ossible to obtain 

accurate measures o.f the· cost of c.apital from an econom.e:tric 

function: ... 

2 o4 The Basic Model and Some · Dev.elopments 

In a :tater ·work», Marris c1911> 32 re;·ined his ear1ier 
. ., 

works on corporate growth theory and dev.·eloped a f'ormal 

steady-state type of model which is construc,:t~_(W:as · f'.ollows: 

p = P(g) • .. .. • (2 .. 18) 

g• = rP <> '.: GO c, (2.20) 
,.•I'• 

' ' "<>/ = .,,. V/K = (p-rp)x Y'.(~:) =[P(g)-g,: ]Y{g) (2e2l) 

Equation 2 .. 113 is the gro,vth - prof'i tability f'unctione 

It assumes a two-way:r~lati.onshiJ? between growth, g and 

profitab:illity:i p_ as P.ostulated. by Downie°' As the rate of 
-

growth,of' demand increases, the rate of' profit first 

ri ses and then fall.s (" 

32. Marris, R.,, "An It1troduction. to · Theories of Corpe.rate 
Growth00 j~n The' Corporàte EconôIWL: ed!s .. R. Marris and 
A. Woodi London· Macmillan 1971 •. ··. · ' 

i 
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·In equation (2 .. 1$)~ .d, is div.idend per. share, N is 
' ... . Q 

the .num.ber of' share..s:, and Y(g) is a present-value funct:ii.on 
.. 

where ris the reciprocal of' the Dem.and Y.ield (curren.rt 
"' 

di v.,idend/inarket }?riceJ) and r increases wi th g •· V, ·:.,the 
-

total stock-market w;alue i's therefore the .. Produ~~ of the 

v.alue per. · shane ~ · <il: Y{ g) and the number· of . shares, N 
. 0. . 

It then. follows. that d'. N~ . the total di v.idends, has to be o., . . . 

the total profits pK (where K. ia·the book-Vlalue of 
" . 

tangible assets times the pay-out ratio (1:-:ie·) .. ... ·- . . . ,• ... .,_.: 

~f'' interna]. :fina1:1ce is. tr.ie on~y s·ource of f'.inancii::vg: 
" \ '· 1. : • / , :·:, ,' 

growth., w:iith1 ·a reten,tion. ratio, r and reported prof'i t pj1 
.' :, . •. 

then-. growth. g~,. Ci::an be expresse,s. as np as in equation· 
! • '~ 1 • ·-. ... • • 

(2 .,20.:) whri.ch. is recogn~sed: as the finance supply fun?~~ion. 
\ < • 

Equation\ (2.,21) combines: 'equations (2.,18) · to (2~20) trn 
~ 

define th.e ~oluatïon·. ratio.,.: ·It c:an:. be SJ3en, from equatio.ns. 
. . ,. ' . \ 1: ·, . . • 

(2 .. 20) and.(2~2].) that i.f ?(~t _ant1 .. 1~t conv.:erge, the 
: ',· ... :·(:· ·.: • ·, ' ' 1 ' ' 

retentïon i~ati.o approaches .100 perc.ent and· the v:aluation 

ratio approaches zero... Sïnce the valuat:ii.o.n ratio canno.t. 

be negative~, th~ "tialue of' g; at which the conuergence 

occurs represent an upper Iimi t on. the growth rate od'!.' the 

firm.... It is therefore evident in the model that the 

reported'.. p,roifi t rate se.ts a Iimi t I to the growth rate 

of the .firm. .. 
\· 

P(g) - g;., a declïmd.ng functi.on. o:f g may be expressed ! · 
i . 

as D.(g) ·such that ·n. 0 (g;) ::: P 0 (g) - ~ f'or all. g ... 
.... ,. l •• ' • • ,, ••• 

Using 
. ,• ......... 

the new no:tatjjon,, equation 2.,2I. bec.omes 
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·w = D.(g) Yi'.(g) = Vl,g) " 
(2e22) 

~. ,.., ' 

Equatian(12..22p.s the growth?>'tt'aluati.o.n. functia:ru: .. 
' ' ' ', \"· , •• ;· i ' .,.. ... ' " -~. , '1 J .'/,\ , , , ! ·, 

With the manageria:r..uttility. specif'ied as 

\, ur . = u: ·. (g,i v,')' 
nn ,m1,. ,. 

o, .. .. (2.,23) 
. '. ! ... ...~ ' 

the objJ1c.tive is to maximise :~quatio.nf~-i~Jsubjec~t ta 
''I. 'r,, 

equat'iion '2~'22 .. This, acc:ording .to Marr:lis :iis ·~1th~ most general 
•. . ,•, '\' ... ' ' . , ' . . 

~tatement of the basic ~ocl(lill.;~133 ~- The. solution to this · 
I ', 1 : .... 

' ~ .. - 1 ' •• 

model wouù.d give_: the pair of ste~dy
1
growth,rate and 

v.a]uatïon ratio.,. that will'.. maximise the utiJ.Ji ty of the 
1 
. /. 

Managerai..,. The steady, mature of tb.$ m:odel is however, 
-:" . . ... . ', ... 

e'.Ss.entialJ!.y a m.ethod of' cor.a.v.enie:rice sin.ce firms are not 

]ikely to gnow at steady 1 rate.s for long periods., 
• \ ·.' \ " 1 

N.eV,ertheles$,, firms .0 behaviour·· hav.e been obse.rv,ed to. be; 

steadier in the ].ong 'r~n; than:i'n the short run<> 
. .. ' 34 '' '.' >y ' ,, 1 

Radice (l97JJ .. hars· dev.eloped a diagramatic expa:s:ii.t:iion 
. ' . '. ., ... :· ' - ::. . . -~i .:.,~\" ·:' ' \ ' ' ' . ' 

which. e:xhi bits the' essentiai\t:structural relat,ianships of' . 
. . •, ~ ~ ' •' ·1/ : .. , '~~- ... : /:)){~-, .·1, ·, •• ~ •i • ,,, ' 1··· 

the steady-s·tate: Marries typ,ê )nodel .. 
. . . ... . ,, . . ·' ·:~ '' \ . . . ,' ' ' . 

· The two'.~wa;w relationship, between growth and profit_-
~. . .. :- .. ·, \ ' ... ', ,\ . ., 

abii].i ty a~ equation (2 .,18) ,. is represented1 by the dem~nd-
•. ,,: ' ' ; . ! •. ·• ', ·, .... "' ·,.. . ' " ':, .. t. ·, •. ', ·, ·:· "\ ... • 

growth cu:r•v.e~ il1l!. f'igur .. e 3 ~ Sin:ce the ma.del is a steadh7 
•. . . \ . 

state one~ r :iin the fiinance suppl.y func.tio.n in equat:ii.on 

(2 <)20.) :ts a c.onstant and the :function: is therefore 
. \ ' 

nepres:entedî by a straight Iine .. 

33., I.bid .. ~ p:., 19. 

·,.,.- 34., Radic·e.:, .. H.·~ (J.:971.) r, ~~CôntroI_ Type·~> Prof'i tabïlï.ty 
. 'Growth. in large firms;; ·.An Empïric.al Study'0 · 

E&onomJLc Journal LXXX.;t/ ·• · · ' 

and! 

', ,: .: 'I' < • ~.' 
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The shaded area is the feasible set of cambinations of 
,.• ... , ,, 

growth and profi tabili ty that is open to the firm. P is. 

the p.o.,intt of maximum: prof'i t while G :lia the ·point of 
'· , 

maximum growth.,. An ovmer.-controlled firm. whose behaviour 

will. tend to conf'orm with that of the traditional firm 

wiill set tle at P, if i t does not expec:t any c.api tal gains j 

or any po1in"t to its right· if- expectatiolils of some growt11 
,, \, 

induced capital gains · enter in.ta: its mtilJi ty function .. 

'.rhe. 0WUer. 0 S Ultili ty J defined'. by 0 Set Of fuldif'.fer..ence 
\ . '' 

curves and spec:ified as U = U . (P.gJ :iis at a maximum 
, O. O.,· .. -· . 

at the pohrut mf tangency of:' the highest attainable 

indifference:- curwe · r2 :iin Figure.~ 4 ( a_) wi th the demando:-
. : i:,, . 

growtl1 curv e ,, 

. 
' 

.. , . ' 

·'1\ 
1 : •• ',' 
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On the other hand ,) the Ma:nager-controlled firm will 
. ·. ', ' •. '- '. 

settle at po:oint Gi of Figure ;3 if i t wants· to maintain the · 
,',, ·1 1 ' ',' ,, '" ' 

minimum v.eluation ratio (i .. e. takes .. ·the maximum risk of' 

take-o~.e~' raid),,· and att~in the maximuim possible' gr:owth 
1 • ~-' 

rate~ ;rnowever, ·as,';i.ndi,cated·.>:tn,·:section 2 .. 2.~·: above, the 
·,' ' ' ·l '1 ( ,1 ,, • i' ,:· :'/. ... . . . ' 1 ·•. • ' ,, • ,, ,{ ,·: ,..,, 

more:o·pù.ausible assumption is,'that 1 for.the Manager, ther.e 

is · a trade-off1· between gro'11{th-rate and·· securi ty as 
.. .• ,,, .. ·.,, .... ,! 

measured1 by· the valuation· ratio»· end folJi.owing' the 

discussion' on thë constâncy·of share price 'in the same 

section, the maximum utility o:f· th~·shaneholder Will 

coincide wi th the maximum sto:âk market v1alue •. Since the 
. . . ~. ' ' ~. 

book-value of' the firm · is fi:xed:, point X in Figure 4a 
,· ' 

· cnrr.esponds with the maximum 'valuation ratio in·Figurœ 41:ll: • 

. The valua"tiion. ;·~rv.e ful.dicet~s , .. the tradè offs· between 
. ·.' · 1. 

' ' 

valuation' ratio and. gro,1th· ra:t.e.;, Given the managerial · 
',\'. ·> ,'. ,i,l 

·utiJJity function·,·um,,= U (g~··v.,'), equfill.ibrium is attained 
. m . , 

at Y .in .figure, 4b~ the p°è>int · of tangency b.etween the 
. :, : . 

'v.aluation curv,œ and the highest attainable Managera,s 

jjndif':f.erence curve ·.,. 

Sïnce the v,:aluati.on· ratio., incorporates the combined'. 

effeci~ of bath profitabi!ity and growth rates on the 

sharehol.der~s utility, the lattercan bereduced to 

U = u: (V) 
0) 0 • • • (2 .. 24) 

··,, 

•: !•. 

f 
'·· 
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This is the shareholder~s utiiity function that is 

relevant to figure· 4ba. The '~indi:fference curves" 
' ,, 

; . ... -
appropriate to equation (2 .. 24) will be horizontal and 

the highest attainable one will be tangentiel with the 

v.aluatio.n curve at its maximum point .. ?.his, of course~ 

is a'Onsistent with the argument·· that p:o.1int X in 

figure 4a corr..esponds with· the maximum:. v,aluation ratio 

:iin Figure 4b .. 

Radice 0 s diagramatic exposition o:f Marris genenal 

statement of the basic model involv.es incorporation of 

the graph of equati.on 2.,24 into Figure 4b as shown in 

Figure 5 .. 

. 
' 
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Obv:Eo.usly 1 the choice will. lie along the negatively sloped 

portion of the demand-growth. curv.e •. Radice however 

im.dicates tb.at this type of choice is peculiar to the 

indivïdual firm, and that the .. ~-bser~ed. relation ?etween 

growth. and profitability across a num.ber of' firms is 

likely, to be posi ti v.e... This is be cause the demand-gro.wth 

curve will be m.uch more .variable across firms than the 

supply- of'. capital curve which reflects corn.mon cepi tal 

market for the firmso 
35 Eatwell (1977) agrees wi th. this view and elaborates·. 

more offwhy the·growth-profitability relationshïp is 

l.:iike·ly to b.e diff.erent between an .. ïndividual firm on one: 

hand' and a. CToss-section of firms on the o.ther .. He 

formulates a mo.del which incarporates the two-way 

r.elationsh:lip ë.etween the two v.:ariabies simultaneously thus 

G = a+~ P + 6 (f-.,?-o) • . 
P' = ?' + 8 G. + µ. ( S < o) Q 

.. 0 

• " 

(2 .. 2S) 

(2:.,26) 

G = g;r-owth rate~ P = pro:fi ta b:ii]i ty, a:)) (3 , -y_ and 8 

= parameters and 6 andµ ar.~ erroF· terms. 

· C.:t.ting S::Engh and. Whi.~~ington. (~968) 36-~ Eatwell. 
"' 

o.bse:rv.es that while regres~ing long-term growth on. long~ 

term: pra)fitability,, the 0 conv.entional.0 and intuitbrely 

35.. Eatwel].ir. J Q, "G:rowth~ P.ro:fl'i tabi].i ty and size: The 
Emp:ii:::üe:aJL Ev,idencec~ ·· in T~oroorate Econom;v eds:; 
Marris R., and. A .. Wood Longon Macmillan·., 

r _, • ~ 

36., Singhj) A.., and· Whittington; G .. (1968) ,. Growth 
Profitabili t:y aJ.!Sl.~·vol\1..etio,g Univ.-er.sity of' *êambridge 
Depaz•tmont of Applied Economies, Occasional Paper 7, • 
Cambrïdge CUP" · , 
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more direct profi tebility,·grm1tb. releti;onôhip o.f equation 

2.25 is more ]ikely to be identified rather.tha:n equation 

2 ~26 o This is at ·tri but ad mainly to the variance o:f /J.; 

which is likely to be much greeter than thet of G" The 

implication is that the· econo:mic · speeific.ation of 

equatiir:.m.(2.,2€;)is pecu.liar to · individuel firms · end will 

therefo!"e w.ary vecy -widely· b@t~sen, fim.s 11 , eapecisily that 

esch firm · te:nds .. to be uroiqu@·· iEI• iis· m:anagerial··ebilities, 

ma1~k®t .. e;onditiooa and @X4?eci~tione·.sb0u·t.-,future · 

pro.:ritabili ty" · .Eetwell goee :r~,rthe:rt' to reiter..ate "that 
\ 

· equetion(2.2s)tenda to be OifH:Jrv~bl@. àeross quoted compapi~a 

pax-tl:y beeause t:be r:3tate of the'· espital.·.m.arket·· is · 

independent of· the cheiracte:i.risti.rus of the .. ·iindividuai f'irms<> 

The tt'Jo-wey relationehi~' b~·hm~n · gro:wtn·., and· ,, 

pzrofitebility-ia raleo reflŒ!{rtœd·, in·Baumo]...Os·:(1967) dynamic · 

model 37 
o The .. , ·firm in thia · œod~.l,, rfi.t.t@mpts· 1,to,<meximiee, ·•· 

. 
' 

that thG · sales,. revenuei, ~ gro'eina ®t si-· rate, g_··paX"oa·nt·i, ,·,the 

atreem of revenue o-cyer · the .. lifœ-ti.me of' .the .firm 1s. 

whexei i is the subjective/rate of dliacou.nt: .of the, firm 

which· i~ exoge:nously gi~~n by th0·, ~xpecta.t~s snd- risk ,. -, 

pref'arem.ces · of the :fiir-m 0 . em.éL iB'' highe~- than eny f'orm· of' 
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market · intterest rate beesuse, of the·· imclusion of 

subjective asseasment of riak~ 

The aum of the diecOtUlt@d value of ell. future 

revenue·is given as 

·n s = ~ 
t :: 0, 

" (202?) 

In· aol:uing for R !Bnd g the~· will mmiximise, s~ Bsumol 

expresse6 growth es® :function of' pll."ofitsP, and·aeles 

while·the prc:?it funct:i.on ia. expresaeë! es 

P = P(R~ gp i~ c) (where C is costs·~, (2e29) 

.Although the simul t!Elnei ty, between growth end 

pro:fitability is cleerly indicete&d·inequations 2~28.,and 

2029, 88-umol ·eJriplainia thet ·the gro-wtb. fw.~tion i~ 

~itiit!ally ï:ierived··from tb~ p2rofil function~· thus:.further · 

COJ."'?'ôb@r~ting · equation(,2.i9ebo~(?'· ®~. th.a, :one:, that. ÏS,' mors 

likealy to be idêntified. in s · cross ... aectionel. · empirical workca 

Melï:"'ri.e · ex-tended hiia b®sic modeil · by examining.'' the 

@f:f~.cts of· external fin6lnce, end ,uniœ:ert~inty ·on· ahere · 

·VSlustioill and · hence gro~~h.o-

On tbe efi'ect of ®ltternal ·fineneeti he:· p.o.eitecl that 

the. aiu."mi~@ ·':t.bat .und@~· 1IDesumptions 
or .certi'lin~y and· :f'ull, ·comprehen~ion 
the: w.alue of· a· gro-wUi, rate is 
inde pendent o:f the· methrq,d ··of'. finance 
ie gene~elly conf'i~med3~ · 

380 Marris Rll) 1)7 
80An Imitroduction. to the Th(9ory o:r 

Corporate Growth~ Ope Cita 
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On the ef.fect o'if .uncertai1r!ty » ll:[arris.- realised. th.et 

the .steedy-stste œipproach to th~ theory of·corporste 

grot.rt.h. ia made. more credible by 'îJrenaforming tha. ateady 

valuee into·some expected values which·are subjectto some 

probability distribution~a H®·did not undartake· eey· 

elebo:lt"Bte enolysiia 11 but J!)ased hi~- ~rguments on.the,work: 

of Lintne!" (1971)39 ~ho àem'!n~tret@à ho:tiJ;·steady stata 

·. modGls · behave in sn inh~1~ently· u.nc@rtain· environment o ·· 

By identif'ying·the :firm withi~ !n'ru[l~rous business ?onditiona 

· and prospective· changea o:f th.e · undrarlyi:ng · econoxi~ir which · . . \ 

inolude the oligopolistic·behaviour·of itscompetitors 11 

Lintner appears to gi ~a some suppox·t · to Downie Os second 

major eon:tJ:>ibution to thiÎil· theory'. of. corporata. gr.owth -·· 

-the competiti11e p::roiceseo 
· . 40 

Ae obsened·· by Wood, (1971) · ~ .u.ndSl'" 0uch 'um.e~:rtain ··· 

env ironmant v there ~l"'G, t -wcv opt iom.i:s o pen.ed:- t o · m.enegemen t o 

It ~y nake '.~, onc<a and fox~· all deaeis1on.·.on.: .atr.ategy,·on 

th0 basis o:r expectations or··· ts:rg@ts. of average. rstas of 

growth o:ut :runto the .futureQ In--,the· slternatiiJe 9 as ·a 

z·eault of ·some ra1:idon\ shocka or· tbe incompatibility of 

i.ts st:iretegy wi th the. action·· of' other f'irma.~ manag~ment 

may haw® io edjust it5. d~cision -war.iabl.ea, :fro.m· time · to 

time 11r This latt·ex': option ia ~o!lll.~tible. with. the, · 

behawioural theory of. the :firm.. whicb. has, been identified -, 

39 o Lintnerj) J ~ la '~apt:imuœrr o~~- MS3ïI:imU!llt ·G~owth Under 
Uneel"'tsiinty in The Corpoirat e Eeonomy · O.~-~ -.Ci t o 

40e Wood,. A<> l)· 
18Econoooic Analyaia -of the c·orporetion 

Ec:onomy'0 in ThliEl Corpor~te Econom.yo · 
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·Witb Cyert and Merch, {1955}41 
œ The: behavioursl theory 

takee ··account ,o:f the fact · that. mo·de:r.n··. corporete :firma have 

complex organizations wi th .hieirarchicsl ·· monagerial · 

bu-reaucracies and rejectsthe· ides that :firms.-wish to 

maximise Aieything end h~nce eippiaars· to :represent a .sharp 

depa1 .. ture from the steady-state growth, · even under 

uncertainty. Hence, the theory is said to have introduced 
, 42 

an element of realism into· the theory of the firm •. 

However, it b..as been pointed out that both behavio.ural 

and maximisation models do not no~mslly perform the same 
·.. •.. ,, . 43 

tasks and hence are not easily compared fu relevant terms.e 
\ '·' .1 

In an eBsentially theoretic~l paper, Lintner 

employedI some elegant mathematical formul-àtion to dev.elap 

a model of corporste decisions in regardl. of policies 

aimedat achieving growth under expectatianal steady-state 

candi tio.ns in which the outcome of any policy is based 

on probab~lityo The model has three versions: the first, 

which forms the basis for .. the other--two is identical with 

the steady-state growth model under certainty; the second 

g~ops the assUllllption of ~ertainty~ but assumes that the 

Uiilcertainties associatedwith·any- pol.icy are considered 

to· be constant over time, while the third· allows for the 

fact tha.t less :i:is · ltnown about the more .distant future so 

41* Cyert R .. \1"' and J. .... G~ Marchi; A Behavii.ourai Theory o:e· 
Firm · O.p.,. . Ci t .o · 

42., Kontsoyiannis A,., Modern Microeconomics Op.-•. Cito 
p .. 4000 .. ·.. . ' 

43" Lintner J., oeop.timum or ·Maximum Growth under. 
Uncertainty» Op. Cit. 
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that uncertainties increase -with timeœ His conclusion 

in comparing the outcome of' his models :with that o:f 

Marris is that 

all the models •~m produce the same 
shape of the relation between 
market value·and·theattainable 44 
growth rate as suggest by Marris .. o. 

·Although.Lintner's value function differs 
.• ', 1·1-· • , .... ' • • J 

... . 
signif'icantly from; that of Marris~ Wood has noted 

' . 

in case both of-random· shocks and. 
of general systems··of interaction 
between ·firms, specif'ic.: enough 
assumptions will produce convergenc~ 
of the dynamic acljustment process to 1 

• 

a steady00state sol.ut ion · '.reducing i t 
to a type of stability conditio~5 

This in essence validates estimations based on steady

stste models as being close·to reality .. 

Solow (1971) 46 raises the ques±ion of growth and 

:ii.ni tial siz-e of the firm.. His· primary objective was to 

examine ho.w profi t-oriented .. firms react to external 
·' 

stimulio As a preliminary study, he had wanted to 

determine what initial cœpital size will be appropriate 

for· a particular steady-state growth rate., :&le t._h.owever 

d.emonstrates that the·growth-oriented models·have'the 

weakness of being unable to· ·determine ·a· sensible initial 

scale f'or the firm .. His analyseswith, the·models· show 
• • ,, 1. ' 

that to achieve high growth rates, smaller·and-smaller 

44., I.bid., p .. 217 

45., Wood., A .. , '0Ecol'J:omic Analysis of the Corporate Economy•0 

in Xhe Corporate EconomY, Op.,. Ci t., 

46 .. Solow, R .. M., vesome· Imiplicatio.ns of Alternative 
Criterian in Tpt,,_gorp_or~~t~. Economy Op .. Cit .. 

. ! 
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~nitial capital size has to be taken. Since thi~ does 

not appear plausible, he h.ad to assume thot the initial 

scale of the firm is gi~.=en by some historical .acci~ent. 

Marris (1964)47 had argued.that managerial 

satisfaction :fl~ws· ·:rrom both size end rt;1te of cha1age o:f 

size, but that e~phasis is·on the latter .. With steady 

growth from an arbitrary·starting point, both criteria 

produc© the same policy .. If however~ the growth rate is 

~ariable wh~le Managers are concerned only with the rat~ 
"" -· 

of growth, then they may not carè. about a particular 

i:rui tial size .. 

Ma:rriS (1971) 48 recognises the novelty in Solow's 

model and addeill an assumption ta his basic model - that 

the :firm, at an arbi trary pe>int ïn time, is :found at an. 
. ·- .. 

arbitrary size measured by:some criteria., This is howe"ïl'er 
., 

not to eay that the quest~o~ abou~ the relationship 
' between s:.ze and growth is 'not relevant .. The growth-size 

relationship has been wid-ely examined wi thin the context 
· 49 

of Gibrat 0 s (1931) law of proportionate effect~. 

@losely related to the growth-size relationshïp is 

the question o:f autocorrelated growth i ... e.. the cummu].ati ~e 
' - . 

ef'fects of growth in period ton growth in perid t+l .. 

47 .. Marris, R .. ,. Managerial Cepitalism 0.R~ C.it~ 

48.. Marris, R"', g•An Introduction to,Theories of Growth" 
in The Cor12orate-Econoœx Op. Cit .. 

49. ûli.brat ~ R .. , Les Ineouali t ies .§_conomiques Paris 1931 •. 

. •.,· 

).•=",\·/. 
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Ijiri and Simon (1964) 50 (1967) 51 developed a m:odel to 

explore autocorrelated_growth in_large Americen_business 

firmsa The simple reasoning behind the study is that 

when two firms of equal size are compared, the one that 

grows more recently is likely to hav;e a better chance 

for growtb.i than the other wfLose growth oc.:curred i:r:i the 

remote past .. In other words, a sudden change in the 

growth momentum is not likely? except in the c.ase of an 

unexpected breakthrough in innovation .. The extent to 

which this reasoning can be justiiied relies on empiricismo 

In section 2o5, we undertake a review of the 

empirical evidence in regardJ. of the models discussed in 

this section.. Also~ we review tho.se studies that are 

based ·on some direct identi:fication of growth moti"'ating 

factors,, 

2 .. 5. 1he Emptl.rical E:videnc~ 
' ' 

Given the wide range of theoretical formulations on 

corporate growth, it may not be surprising to :find various 

attempts to provide some empirical evidence either to 

support dr to re:f~te the theories. However it shduld be 

p:ointed·. out that many of the theories discussed in the 
' 

previous sections appear not to have yielded,mopels that 

c:.ouldi be cast in a form s1:1sceptible to empiricism .. There 

are however, quite.a I'f~ber qf works that 'have :investigated 

the relat:tonsh:ip between growth» prof:f.tabi]ity and si~ .. 
'' , r;,, 

50 .. !~iri, Y~ i:nd H .. Ao S~mon; w:susiness Firm Growth and 
µ1ze~ American Economlq_Revie!!_ vol~ 54 1964 

51.. Ijïri,, Y.,. and H ... 1\.. Simon, '0A M:odel of Business Firm 
G~owth" Econometrics VOlm 35, 1967. 
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Prof'i.tabili ty_.êE.d Gr~. 

On the growth-profitability relati"o-nship, it is 

noticeable that while it has been widely fnvestigated on 

the bais of ei ther equation(t;lS)or equationli.;z.c?.)above ~ the 

simultaneous test o.f the two have proved abortiveo 

Eatwell. (1971) 52 attri"butes the difficulty involved iru 

such.a simuJl.taneous test to the obvious complexity of the 

inverse function and the difficulty underlying the 

reduced Iinear form~ 

Of particular interest tous are those studies that 
·- \. 

have expressed pro.fi tabili ty as the_ inde pendent variable 

in the growth-profitability r.elat~onship~ Among the 

scholars that have addressed themselves to this issue 

are Barna (19~2) 53 ,:, Parker (19.~4) 54_~ S~gh. and 
. . , . 55 . ~ ' -· 56 . ·- . 57 

Whittington (19.6?) , Jones (1969) ~ Eatwell. (1969) ,, 

52.. Eatwell) J ... (1971) ~ 09 Gi"owth. Pro.fTtabïli ty and Size: 
. The, Empiirical Evidende~0 in !!}e Corporate Economy .. 

' • I 

. - . 
53 .. Barna:1 T .. (1962)» Investment and Growth Policies in 

Britisfü Firms CUP,1 .Cambr1dge., , · ... _ .· 

54 .. Parker, J ... E .. s·~ ... (I964)i oaprofitability and-Growtlt 
·,of British Firms M .. S .. Unpublished .... 

550 Singh, A .. and Whi ttington, G .. (1968), ~0Growth,, 
~rofi ta bili ty: and lê.luat !'c!m 1:Jni V·:ersi ty: of Cambridge, 
Department. of'.·A,ppl1ed Economies, Occ:asional Paper 7, 

· Camqridge CUP.. · · . __ .. . ·. 

56., Hone~, W.,. Ji~. (1969) ,; Sizei1 ·Growth and Prof'itabiJLit~ 
in the Mechanical ·Engineering Industry (National 
:n;con. · Dev . .elopment ·Office)., 

5:7.. Eatwell, J,.. L ... ~ 
Grqwtht of Firms :. Some Analytics, Some Tests 
Uhpublished Harvard ... 
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Marris (1971) 58(a, b) and Meeks and Whiittington (1975) 59 • 
' -

It i_s quite remarkable that despïte the variety of 

definitions and samples used~ f'airly homogene-ousresults 

were obtained in the studies in the sense that they all 

:iindicated that corporate growth is a positive function 
• 1 

of profitability .. It is even wortn mentioning that in. 

some s:tudiessuch·a~ Marris (i971).
6

.0» and Whi1.ttington 
_,, . ' '. ·/4 

(1980) 61 .in which growth was 'expres~ed as an. 

independent v . .ariables, positive regression coefficients 

were obtained contrary · to what is expected'. from equatio.n~z,;) 
·, 

Barna regressed gross invest~ent in fixed assets on 

gross rate of return on fi:iced assets for 479 quoted 
.. '1" 

electrical engineering and 31 quoted food processing · 
. ·. '·'' •, · ... 1 

companies for a 10-year period, I949 to 1959 ., The 

regressicn coefficients and t~e coeffici~nts of 

determination for the two sets of companies were 0 ... 43 
' ' .. 

(r
2 = 0 .. 2?) and 0... .. 42 (r

2 = 0 ... 35) respective]y .. 
' 

.... ·, 

580 Marris,, R0 (a),; 00 An. Introduction to Theories of 
Œrov1th00 in Corporate. Economy Op., Ci t <> .pp ... 1-3.6 ... 

' ~-;,·,_.· 

(b) · 00 Some New R.è.sults on Growth and Profitability00 

. in The ___ Corooratë··' Economy Opo, Ci t. PP:·o · 422-4.27... ~ 

59.. ll[eek~ j \-rGL •. and W1ni t t ington G., ( 1975), · 0 Giant Com.pan:iies 
in the U:m.d. ted'. Kingdom0

~ Economcic Journà~, Volii LXXXVa 
- • - • • '• ,r • •' - -

60... Marr~s, ?.-. 1, ~s?me Ne\v Results on Growth and 
Profi tabili ty in. TIJ.e Coreorate Economy .. Qp."' Ci t" 

61 .. Whitt~ngton, G·., (i9àof,,:~The·P.rof':ii:tabiJL:i.t; .ànd Size 
of' Uru..ted Kingd.om C.ompanies 1960.-?4°0 . Journal· of' 
Ind~strial Economies PPo 335-352., · 
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Parker 0 study was for a six-year period~ 1954/55-
. '· .... 

1960/61 ... Using 87 public comp~i:iie~, he regress~d growth 

in gross investment ,.in~·,tixed: assets .on the gross ·rate, of 
. : ,. '· .. ·.· _.. ' 2 '' ' 

return from investment, and recorded.; 0~69 (n· = 0~7l2) as 

the regression coefficient.. 'Vl!hen profits·· on gross assets 
' '· ', ·' 

was useœ as the measure of pro~itability, the regression 
·,., 

2 
coefficient was 0.59 (r = OQ78)o 

Singh; and Whittington·did a_ v,ery comprehensive. study 

of UQ Ke firmso Apart from: the simple linear regression 

model, several other regress~on models, ~ncluding the 
\ 

semi-. and double-logari thmic fun.ctious? both in simple and 

mul..tipl.e (in which some other financial ratio.s were 

. included\) forms ·were tried'.., .Interestingly , .. the · simple 
1 ' ' ' • • ,,. ' ' ,, \ 

linear equation relating,g:rowth. to profitability·waS:J 
'' ' ',' 

found· to·be most appropriate, with post-tax equity returns 

providing a betfü3r.•.explanati.on of growth than pre-tax 

net assets returns •. They also grouped their sample 
'• ', . . 

c:ompanies on industry basis and found th.at the 'tlalue of' 

. the regression v.,1;:1~ies significantly wi th. fudustry. 

They also found that the regression coefficients vary 

sigriific~ntly with time period,_as was the degrea of 

v.ariiati;on in g1"owth rates expla;ti1ed: by changes in 
•• ' ' 1 

profitabiri ty o W'aereas' for instan.ce » a one per cent 

point ïncrease in. profitabiJJity of the engineering firms 

ledl. to an av1er.age of' Q., 7 perc:entage points increase in i.ts 

. growth ra.te, similar increase in Clothlng and Footwear 
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firms is in a ratio l:L .. Temporallyit while in the I94,S-54 

period 1 the regression coefficient for clothing and 

footwear was 0~57, it was 0~98 in the ~954-60 periodo 

In the food. industrial~ the regression coefficients f'or 

the t~o periods were 0.55 and Oo35 respectivslyQ 

On the average, profitabiiity was found ta explain 

about 50% of the ~ariation in growth rates between firms; 

a 1 percent age.> point inc.rease in post-tax equi ty return 

being as·sociatedi wi th a o ... 7 percentage point increas.e. :iin. 

growth rateo, \ 

Jones divided1 his sample of 299 mechanic.al engineeming 

groups into. sev.en size classes and :f.om"',.d that in. only 

two wss the regression signifieant at the ]. perc.ent le-wcœl .. 

The ot her fi v.e were not significant wven at the 5. per cent 

lev;el.!l although .. the regression; coefficient of' the 

indust1'y as a whole was signifiaant (1 . 
' The general conclusion.then ïs tbiat there is a 

positive r.elat:ionship hetween growth and prof'i tabili ty, 

which is nev.,er.theless, subject to considerable v.ariat:ii.on 

ov .. er time, between industries and evlen as suggestedi by 

Jone 0s study, bettween firms~ 

Meeks and Whittington found that giant firms c:an 
. ' ·,. '1 

grow more rapidly than smaller ones despite the greater 

profita b~l.i ty of the Iat ter. The hlgher growth rate of 
· r: · · t · 1 

the giant firms was attraibuted to t.ake over and external 
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finance, the lat ter of which they have more acc:ess to 

than the smaller firmse Given that profitabiiity is a 

determinant of gnowth as earlier indicated, then one 

would expect the smaller and more profitable firms to 

grow more rapidly th.an the bigger and less profitable ones. 

The :iinference o1il.e ce.an draw from Meeks and Whitt.ington's 

study therefore is thatl· profi tabili ty is n.ot the major 

determinant of growth in gia:nt companies. Starting with 

Downie, the belief had been that access to external 

f:inence is a fiunction of profita bili ty·.. Howev.er, 
\ 

accrordïng to Meeks and Wh~ ttington, the c:apital market. 

supplied re~ati v.ely more external finance to the giant 

(an~ Iess profitable) companies because ]ess risk is 

attached·: to the ownership of their shares, their· 
.. . . ... ' . 

performance was liiore st.able over t1me · and they lost money 

less often .. 

As j.ndicateœ ïn section 2.,3 abov.e, Marris .. (19.64) 62 

' 
and other managerial theorists had postulated that there. 

is a limi t to which firms c.an rely on the capital market 

for growth'!'. Beyond that limi t, the firm' s shares· may be: 
-- . 

sa dev .. alued that t .. akeov.er.· may resul.t.. Contrary -to this 

'\1,iew, S:iingh. (1971) 63 showed that the "statistic.al threat!' 
•·••• ... \ 'f 

·-
of being take~ aver declines with size, sa that a 

62. Marris, R .. , l\Jlani::g~:v.~al Cap_itnlism, Op1., Cit • 
. 

63. S:ingh,, s: .. J; ... (1959); nsize Growth and Concentration" 
in Studies Gorporete Finan~ ed Brain Tew ànd ' 
R .. ]' ~ Henderson., Cambridge Univ..e1'!si ty. Press ... 
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financial restraint is anyhow likely to be weak for the 

large firms., Meeks and Whi t tington:_0 s fi:mdings suggest'. 
. -

that a far more positive role could be associated: with 

take overs and the c.api tal market in the growth policies. 

of the dominant companies in the economy (in contrast 

wi th their 11watchdog': rol~ in Ma~ris)" Considering the 

significant roie played .by acquisition in the growth 

proc .. ess of tlù..ose firms that: have gained a place in. the 

top 100 Ue K. firms, the share exchange rate was seen 

as bei:ng signific::ant in the calc,ulations of growth. 
. \· ·- ... 

oriented Managers .. To the Managers of those top; 100 firmsi 

the maximisation of their share price relative to those_ 

of' potentiel ·victims wi th a view to cheapen and facili tate 

takeover iis c:oncei ved: as tha path to the maximisation. o:r· 

grmnthe The question when,is~ what ïs the process of 

ensurin.g maximum shar.e price relative to those of the 

potentiai victims? The question ïs Ie:fi''t o,pen by Meeks 

and Whittington themselves as an area of further research. 

W.hi -r.e the cause of higher growth by the l.ess 

profitable giant firms may appear quite plausible, it 

appears equally doubtf'ul that the giant firms co.uld be 

less prof'i table as as,serted by Meeks and. Whi t tington .• 

In the first place~ one may note in passing that the lower 

limi t of the "otherst:. in Meeks a~d Whi.ttimgton.es study 

jj.s not àefined ... · !B'aumol (1967) hypo.thesiized: that: 
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i.i."'1.creased money capital ( total 
assets) will. not· only increase 
the total profits of the firmt 
but bec.ause i t ·· puts the··firm:. :i.n 
a higher echelon of imperfectly 
competing gnoüps·- it · may· v~ry 
well also increase·· i ts · èàrnings 
per dollar of ïnvestment64 

Weïss and Hal]. (19~7) 65 tested this hypothesis and 

concluded that big size does tend to result in high. 

p1"ofi t rates G• 

In a study :iinvolving 186 U .. Ko firms gro.uped into 
- .. 66 

10. sizes classes, •. SaID.u€3ls .. ~:na .. Sm?t~
1 

(1968) · found. that: 

pro:f.i t rates and size of f'irms were inversely relatedl as 

were the v.ariabili ty of profit rates wï.thin a size class 

and siz~e of firms ,, that is, thene is more v.ariabi1i ty of 

profit rates within 'the lower·size classes than.within 

the highe~· size classes. 

Singl1 and Whi ttington 's (].968) study was similar·j but 
. ,~ .... . \ .... 

based on a ·{llOre extensive data* Though they found the 

same trend wi th Samuels and Smythj their results were not. 

statistie:al]y signif'ic.ant.. On the basis of' the 

:insïgnific:.ance, they concluded that there is no system.atic, 

relationshiip between average profitability and: size .. 

It ïs suggested that th~ apparent conflict between these. 

last two studies is due to lack of dissaggreg~tion in 

64.. BaumoJl.., VL. J .. (1967) r> Business Behav&our, VaJl.ue and 
Growth New York 1\.1:acmillanQ 

65., Weis; L ... and ·Hall;, M ... (I967) ,; nFirm:·Size ·and 
Prof'itabi]}ity" l$view of' Economie Stttdïes XLIX 

' ... . - . 

66... S'amuels, J .. and Smyth:; De (1968) »· "Profits, Va 
Varia bili ty of Profits and .. Finn Size'~ Economica 
XXXV pp., 127-39. 
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the former.,. Thus, the conclusion of the latter study ïs 

generally accepted: as being v.·alued.. A more recent study 

by S~etan (1985) 6-7 corroborates this conclusion since no 

significsnt relationship was recorded between. 

profitability and size .. 

Size and Growth. 

Size, as a determinant of_corporate growth has for a 

very Iong time been an abject of interest on its ovm., 

The studies on the growth-size. relationship have Gib:ra1t 0 s 

(1931) law of proportionate eff~vt (which. i:s a 
.. , 

proposition regarding the process of firmGs growth) as. 

their staFt''ing point.. The la\!lf states that the proJiabi1i.1!y 

of a giv;en pro:portionate change in size,- during a specified 

perio.d is the same for firms in a given industry, 

regardless of tlieir aize at the beginning of the period. 

This ïs to say that a f'irm. wi th NlOO.. million worth. o:f net. 

assets is as ]ikely to double its size as a firm with 

NlOO thousand worth of net assets witnin the same time 

period,, Obviously ~ the law has some im.p:Uicati.ons regard.'ing 

the determination of the extent o:f concentration ïn an 

industry, and this pr?bably acc?unt~_:for the_wide rang~ 

of techniques o:f. test,s (wi th perhaps an equally wide 

range of techniques of ïnvestigation) that have been 

carried out to inv.estigate the validi ty of the l.aw •. 

67.. Soe:t_an, R., 0"' (1-985) s, 
00 Sizè, Mo bili ty, Aggregatei · 

Conc~ilt'rat:b.on" · R§.v-iew····o:f Economies a_nd 1_Stat~.§_~ic:s'.,, 
v.ol.. 1.'XXIII · pp o 269-29.6 .. 
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Though..Adeiman. (1951) 68 did not study the growth

size relationship per ~~ it is implied. in his study that 

over-all equality of growth rates exist between the 

growth rates of small and large fir:ms~ thereby supporting 
. 69 

Gibrat I s law.. Meyer end Kuh. (1957) recorded: a negatiiie 

relat'ionship between the size of' firms and their rates of 
' ' 

growth, while Hymer and P~shigian (1962) 70 reported'. thatr 

no relatio.n existed between size of the firm and their 

mean growth rates, but that an inv,·erse. relationship 

existed between the size of the :firm and the standard!. 
\ . ' ····- 71. 

deviration. of' firms rt growth rates o Mansfield 0 s (1962) 
-

study c·orroborates Hymer and Pashigian as o He did not 

find a clear-c.ut relationship be1Lween growthand size. 
· ..... 

Rather 1 he .iliidicated that smaller firms ha-w·e relati'wely 

higher.and variable growth than larger f'irms, thereby 

pCl'.'oving Gibrat 's law to be inconv.enient empdi.ric.ally ... 

Prafs (19~9) 72 was convinced. in his own study that 
' 

.the large firms grow more rapciJEly than the small ones .. 

This~ he attributes to the fact that the larger firms 

show a greater rate of investment which in turn results in 

68 G .Ade]man, M.,, .A.,·'{ 1951) i ç'The · Measurem.ent of Indus trial 
Concentr~tion°0 .f?.eview of. Eco!-1-omics and ..êtatistic:s 
V.olo. XXXIII pp., 269-296.. . . · .... · · ·- . · 

.... 

69., Meyer• andl Kuh.. (I957) 11. The Investment Decdsion 
Cambridge; HUP.,, · . · . .· · · 

70., Hymer.~, s· .. and Pashigian;Po (1.962), '9Firm S;ize anœ RatEl) 
of_ Growth!D J'?urn~l o~ ·Poiitic:*31 Ec.onomy Vol LXX .. 

71. Mansf'ield1, Eo (1962), e;Entry·,: Gibrat Bs Law~ Innovation 
and the Growth. of Firms1

Q American Economie Review Vol .. 52 ~ 
. -

72.. Prais,, S .. J .. (1959) ,. eoProfitability and Growthwo in studies 
in Company Finance eds .,, Tew B.. and RQ E .. Her1derson 

· Cambrid~e PPo 108-129. ·. 
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higher profits œ, Thus» Frais' study did not actually 

indicate that size ~-~ ~ is the determinant of higher' 

growth rate, but the rate of·investment.., 
. ,. 73 

In all the ;tests conducted by Hart (1962) , non 

refuted Qibrat ;,s law ... 
. · · , . 74 

On. the other hand Samuels (1965;) , 
~. 

concluded1. that Gibrat 0·s law had:, ceased to o.perate and that 

large :firms . had: been growing at a signif'ic:antly faste:rt 

p~oportio.nal rate than small firms.. The reason addue:ed 
• f •• ' 

for this was b.:owev.er exte:.rnal - the ·· '.influenc.e o.f 

amalgama t :ilpn. This is corroborated by the earlier cited 
·- - ., - '\. . 

study by Meeks and Whi ttington'. 'in. which giant :firms were 

fbund to growth through takeover· (and exte:rnal ].oans) .. 

The di:fferences between Hart 0 s and Samuels's results can 

b.e traced1 to their approaches ... WhiTe Samuel:s based·. his 
' ', 

study on f'irms from·. all industries~- KaF:il. adopted industFy 
. . ·- ' 

groupings.. Se:condly, Samuels used: net assets to classi:fy 

the firms into-size classes wh:iile Hart made. use of the 
' 

pTo~it of firms in his own studyo In view of the fact. 

that the volatili ty o:f prof'i ts makes i t JL.ess pre:f.erredl. 

to netr assets as a measure of' size, Samuelsts conclusion 

appears more acceptableo, Singh. and Whittington (1975) 75 
'· . 

·~ 

too f;ound that ]arge firms grow propo,rt:i:anately faster: 

73.. Hart, P .. E~ (1968) v, HThe Size andl Growth of Firms 11 

Ec.onomica Vol., 

74.. Samuels, J ~ (1965) ;, 00 Size anq Growth of Firms~~ 
Raview of' Economie Studies Vola XXII. pp ... 105.-I.2 

75.. Singht, A.,,, and a: .. Whi.ttington; Œrowth, Pro:fi tability 
· and Valuat:t:on Op.,, Ci t" · 
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th 11 S·oetan· (198_5) 76 al_so.indicated that an sma er ones •. 
--

big firms have a better chance of survival than small13r 

ones, thereby suggesting deviations :from Gibrat~s 

assumption of pnoportionate growth for all classes of firmso 

In studying autocorrelated'. growth jjn American Firms, 

Ijiri.and Simon (1964) 77 actually :found that there wera 

cases where a f'irm suddenly acquires an impetus :for 
-, 

growth... S'uch sudden changes in growth momentum were trac.ed 

to such .. fac:tors:~ as ,innovation in production or marketing_ 

proc.esses and the ef':fect of new management staf':fs or 
\:-

techniques.. Thus, while some firms in an :iindustry were2 

found to be g1·mwing at. say 5% a yea:r:, some firms g·~ew,,, 10%,, 

F:urthermore, the;y found that as a resuJL.t of c:arry-oveF 

ef~~cts bf an innovation.in the previous year, those 
. 1 · 

that experienced a f'aster growth stïll maintained the 

].e:ad: in the cur.nent' year.. It then me:ans that, on the 

av.erage' a, firm which. grew rapidiy in une. year subs:equently 

reta:ins a gre:ater share of the industry assets from that 

tim.e on than db firms that':. have enjoyedl oruy the average 

i:mdustry growth., The shorter. the 1.ength of "trime period 

c:onsideredi, the more ].ikely was the carry o:wer ef'fe~t .. _ 

It is glaring that the growth-size-reiationship is 

yeti. to be c·onclusi '\i:e and wilI. likely can.tinue to be 

d1ebated1 upon as ].on~. as researe:hers use dif':fLerent 

meaaures of' S·ize"' 

?.6., Soetan, R., O .. ,; "Size:·1'.. Mobiiity, .. Aggnegate .. Concentration 
and: the Growth of Large;- Firms'0• Op .... Ci t o · 

. ' 

77 ~ Ijiri, Y •. and H .. A .. Simom~ ~Business Firm Growth and 
Siz,,eio, Op .. Git o 

• 1 

1 

1' 
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2 .. 5.,:,3 

Singp; and' Whittington (1968) 11 as ear1-ier stated,) 
.. 

found that iin general ~ 50% v.ariation in. the growth rate:· 

of firms was f'ound to be attributable to v.ariation in 

profitability .. They went further to analyse the remain:iing 

5:0% residual growth rates and· hypothesiz;-ed. that on.ce the 

in:.ff'luence of a majo.r systematic: factor such. as 

pr•ofitabi]ity :ii_s removed,.) the distributiion. of the residlll!al 

growth rates:. c:an be d'eemed'. to hav/e been generated. by the 

l..aw of pro.po.rti.onate ef'f'ect., They did not howev.er 
\ . 

. indicate the actual factors that 3:'11ight be responsi ble .f'or 

the residuaJL growth rates.. Interes:tingl'.y too, most 

corporate growth. theorists appear to hav.1e been more: 

pre:oceupied wi th the financial characteristie.s; and size 

of firms » ]'et'., as no~ed: by:r Coliins and Pre:ston (1~·61) 78 , 
-

d:ifferential rates of' growth of indfvidual firms may 

re:sul t frpm a number.' o:f causes, incl:Udin:g ·aif:ference_s in 
' ' . . . . 

management skill.s and. goals, dif':ferent rates oi' expansion 

of relevant markets and technologic:al cha:nges., In. a study 

that appears t o have c:ap>tured'. a wid:er ho,riizon of possi b].e. 

c:orp.oTate growth determinants, Fïl.ipp,i and: Zanett.i (1971) 79 

examined the relative importance of exogenous and. 

-endogenous :factors in the growth of Italian firms,. They 

hm\lev.er found that the exogenous factors which include 

----------------... .... --~-----·- ... ______ _ 

'"/8$ Collins,- N .. R. and Preston, L .. · B .. (196.l), · 0 The S:ii.ze:· 
and'. Structure o:f the Largest Industriel Firms 
1909-1958 ~' Am.erican Economie · Review Vol~ ,51, 
:PP ... 986-JLOOG., 

79., ?ilippi, E .. 2nd Zz.netti,. G ... (197I), 1~Exogenous Factors· 
1.n the Growth of Fir:œs" in 'I'he Corporate EconOlJ1Y, 
Op. Cit.. - -
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79 

total demand, the availability of manpower and the 

fïnancial policies of the m:onetary au thori ty vrnre found 

to be insu:f':ficient to explain the growth .. of' the f'irm. 

Rather than wai t for the expansion of ·total demand in. 

their industry, firms' m~nogeme1:1t were fou1:id to ~ttempt 

to c.apture some market shares by increasing sales in.. 

certain areas at the expense of their c.om:peti tors, in 

which case there may be an increase in: the total sales 

of its sector as a wholeQ The other alternative the 

f'irms adopt was to, di versif'y ïnto some ]atent needs of' 
\ 

the market... Filippi and Zanet ti also discovered. that 

:f'ollowing ïncreased cost of' labour, which was due to 

:Labour union activity as evidencea· in the number of 

strikes, firms changedl their product mix in such a,way . . 

as to improve the labour-c.apïtal :vatio: in f'avour of the 

latter., , Thus, while during the perio,d of the study, 

1958-6.3,: ~mp]oyment ïncreased: by 20..,81 peJ?. C:!:en.t, ou.tpu:.ti: 

and.:. plant incre:.ased. by 85.,.45 per c.ent and. 90.,86 per cent. 

r.especti v:eJly c. 

It was also discovered' that Itaii~m :firms prof:ilted 

:Erom the abundant money supply of the period, more ta 

c:.onso]idate: or improv.-e their c.ash position than to embark 

on :new inveatment proj:ects ~ They at tributed this to the 

c;autions behaviour o:f the entrepreneurs who decide ta 

inves.t only, although not always, when there was a 

constant. r;y,rtlmn of growing demand. 
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In their examinatïon. of the endogenous factors, bath 

growth and profitability were found. to have a direct 

reletionshipi, but rather than attribut'e? growth to 

pro:fi tabili ty, they c;oncl~~:d: that 

t·echmical progress quickly introduced 
into the compsny, together·with an 
efficient organization, has, in.the 
ItaJJian experience··· of· the· period 
contrilliuted: the most · con:vincing 
e:x:planation for· the growth. of the 
firm of which profitability represents 
one of the more iaportant resuLts .. 80 

It th~n means that the efficiency of the managerial team 
\ . 

which allows the firms to overc.omè marketing and finiancial 

obstac.I.es was re.œ.:ognised as the major d:eterminant of 
' . .. . . 

growthc. In fact, they had found» as indicate.d. abov.e, 

that. market can be chara.cte:rised as ~- ]imi ting factor if 

div.ersific_atfon or greater effort to cap:ture ~reater 

market share:: are not undertakeno Filipp,:E and Zanettias. 

study may. therefore be seen es providing some empirical 
' 

evidence in support of' Penrose:-°s modela 

2 "6 . Ç2!_?.c·luding Remarks 

Corporate growth is ~ no doubt lli a compl.ex phenomenon., 

A clear gFasp o~·it requires a cnmparison of ~arious 

:iinteracting and changing v.ariables of which p~ofi tabil.ity 

appears to stand out. if' onl~ i~ the ]..o:ng runo Obv,-:ii.ous]y, 

the perticular variables whose influence override at 

particulaF· po,int jjn time and space depend; on the 

peculiarities of that time and en:11ironment.a If, as 
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suggested by M.eeks and Whit tington,0 s study the capital. 
-

market couJ..d be p1aying some actii.ie role ïn the growth 

proc.ess of Ui .. K .. firms in 1970st. it is very doubtf'uJL if. 

same c:an be said a:f Nigexia of that time" Ev.en though 

the lligerian Stock Exchange ha~. been in op.eration since 

1961~ it was reported that in 1978 no fuliy owned 
. . 

indigenous co:m;pany was I:isted on the Stock Exchange .. 
. . 

Moreover,: as at the end of 1988, there were 1..ess than 

l.00 quo:ted: co:Grpanies of all. types in Nige..Tïa.. A pr:Eori 

therefore, the effect of the c.ap~..tal ma:aket ïn the 

growth, process of the manufacturing companies in Nigar. . .ila 

hi therto may be ex.pected: to have been negligible .. 
. . ... 

In the :nex:t coopter, we present so.m.e models that 

will enable: us c.apture as many relevant factors. in the 
1 

growth proc:ess o:f Nig_~:·rian corpor.atei firm.:., 

. 
' 

CODESRIA
-LI

BRARY



---- ----- ------ ----------- --------------------"--------· ------- -------- -

82 

CHAPTER THREE 

M E T H O D O L O G Y 

There arc many approaches to identifying corpor8te 

gr.o.wth deternninants ,: and to carry out a fairly 
' 

comprehensi;ve study of the phenomenon, v,arious types of 

statistica~ and econometric techniques seem imperati~eG 

Thus, we subject different aspects of the growth process 

to the type of reserach technique we. conside.r most 

appropria te ... 

The essentiel structure of the theory of corporate 
\ 

growth is found in the relationship bet'ween growth and 

profitabilit-y and stock market ~.·aluation .. 1 In our 

statistic~l and econometric models therefore spart from 

examining the affects of size and: growth, we also test 

the ex,planatory .powers of' such variables as profi tabi:Jl.i ty 

(as measured! by the rates of return on net assets 

and rate of return 011 equi ty assets) ,, di vidend returns 
' 

and liquidi ty on the growth of firms ... We also examine 

tllie effect of siza on profitability. Although there are. 

many financia]. ratios which can. influence the ·growth 

rate of corporate firms 7, our restriction to certain ones. 

is a direct re.sult of the quality of the Annual Reports· 

and statements of .Ae.c·ounts of the Niger.ian Companies, .. 

le In ~iew of the f'act that the Nigerian'stock Market 
is relativ.ely new, we are directing attention· at the 

·gener?lity of Nigerièn firms·i .. e., whether quotedi or. 
not... Hence, v.aluation ratio~ a me3sure of stock 
market' v:aluation :i.s excluded from·. our list of 
variables ... 
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Su.ch v.arïab]es as the state of coIID.peti tion:, the nature of 

management j, the state of demand and technologie.al. 

opportuni ties are also relevant 5, but are not derivable · 

from com:panies' st.atements of Accounts o We collect 

:iinformatï.on on such v,ariables through quest:iionnaire. sur~ey 

and subject the data so collected to some semi-

quanti tati v.e analyses ïnvo].ving the use} of charts •. 

3 .. 1 Variab]es in_the Studi. 

In settjjng o.ur to identif'y th.e ciete:mninants of 

corporate growth~ it appears r,tional to first discusa 

growth. :iindices which. obv.·iously are the dependent 

variables •. 

3.1.1 .. Growth Ind'icem 
\. 

1\s indicatedi in chepter· one, wi thin. the context 0:f 

this study, · 'Ne define growth simply as tb.e change in. 

size2 over time .. 
2 

In disc.ussing growth indices therefore, 

we e:xaniïne the measures of' sizeo 

Measures of size are of' two main types;: one baseër. on· 

stocks Ï.oe ... amount recorded at a m:oment ïn time, and the 

Qiher baseffi on financial flows~ The stocks type of 
. . 

measure .is usually in terms of the assets.: of the firm and 

may repres.ent sueh. quant:iities: as net. assets, total asse:ts 

working capii.tal or market v.:alue of' as sets. Apart from 

the asse::ts m:easure ~ the number of em:pl~yees :iis another 

2" In growth analysis ,, the inte:r.est i;s mo·re in the rate 
of change of size rether than the change in it~elf'. 
Hence, most of' the analyses in the study are in 
relat:iion wi th the rate of growth .. 
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stock measure of size. The main flow measures are turnover 

(or sales)~ v.elue added (or net output),) cost of labour 

and' p1"ofit rates.. Each of these has i:ts advantages and, 

disadvantages and suits certain.purposes more than otherso 

Howe,wer, ev.en. though i t ïs not an.. all-purpose" index, 

net assets has been most frequently usedi in studies 

relating to cor.porate growth... This Jis probably bec:ause 

of' ïts being more embracïng and very ]ikely to determine 

s:ome of the other indices, We therefore em.ploy net. 

~ssets as one of the two measures of size. 

Our definition of net ass~\s is silllJilar to that of' 

Sing]1 .. and Whi ttington (1968) 3 ., It is def'ined as total 

fixed: assets pillus current assets, net of current 

1.iabi]ities ... A].te:rnative]y, net essets may be definedl as 

share c:apd.i.taJl. p]us reserw.es plus long-term liabilities. 

If size iLs constde::re:d: as the pres:ent re:suit of :f.'orces 

oper-ating in the:· past, ïn which case assets are seen. as: 
' ... 1· 

' 
the resu].t of' accumulation, then assets are: a better 

measure o·f size o Furthermore ~ a part fromr bcing more 

embracing than any other measure, an important advant::.:ige: 

tha'd·. makes net assets attractive for our purpo~e is that. 

all firms are requirea· to place a v,alue· o:n their assets.. 

at the end of' e-v,:e.ry 
0

:fi'inancial year and this gui~deline by 

the Nïge::rian Producti:wi ty Prie es and: Income Board· is 

. 
3.. S'j.ngh, A .. 3nd' Whittington G.,·l) Growth ProfitabLtity 

and Valuation Op,., Citg 
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being compiieŒ with by many Nig~rian companies.j as the 

book v.alucs are readily avaiJLable from the pU'blished 

accounts o~ the compsnieso 

It mey howev.er be mentioned that the book v.aiue 01f 

assets do present some difficulties when comparisona 

are being made among firms o This is be(!!:suoe, due t o the 

fact that changes ïn price ].e"rJiel tend to giv.e a wrong 

impnession about the changes in earning c:apacity, some 

companies f'iind i t nec·essary. to · revalue their assets at 

v.aried :iinterv,.als of time.. Furthermore, assets measure 
\. 

o:f size d'o no,t :mecessari]y providè a re]iable indication 

of the relative ïmportance in terms of employment, which 

as :iindicated above is another measure of' size.. In fac:t., 
LL 

Bates (1964't) ~ in his study of small businesses: in 

Bri t'.aïn found a low correlation coefficii.ent of 0 .. 18 

between net assets and employment .. Furt1ler still» 

differenc~s in aceounting procedures affects measurement 

of net assets .. 

In spiite o:f. tbis and other shortcomimgs that m:ay be· 

-associated with assets in general as measures of size we 

.stïl]2_ find net assets very sui table for aur purpose, of 

identïfying flirms' · e.conomic power_ wi th. industrielisat:iLon 

and therefore national economic dev.elo.pment" 

Anothe:ti'· attractive measure of sri.ze is the numbe,r· of 

employee: or employmento It ïs the only non-monetpry 
. 

measure~_and, thi~ attributs ranks it better than other 

4.. Eates, J .. Ao (1964') > The Financin:g of Small Businesces 
London. S\Veet and .Maxwell,_-p .. 147 .. 
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measures·, because· of' their def'iciencies, not only in terms 

of' the eff'ect of price changes (which c.an however· be 

corrected f'or), but also because the sjjgnific.ance of a 

given a~ount of 0utput or assets is very different 

according to the general produc.tïv.e powers of society ., 

If output pel!"'' capita was ~.i say doubled over some time 

period, a firm which produces twïce as much at the end 

as at the beginnïng can scarcely be said to. hav.e doubled 

J:.n size., 5:, Nev .. ertheless, comprehensive data on employment 
,• 

is not read±ly avai]able as compare~ with: data on 
\ 

fil!lanciall measures.· as m:ost Nigerian companies rarely 

publ'.ish the number· of their e-~ployee:s: in their Annual 

Reports and StatR of' Acc:ounts" 

Another measure which we c.anno.t employ on acc.ount o.f 

inadequacy is :ii:nc.ome genera ted: or v.:aJlue added o The ratio 

of th:üs measure to. total asset. is a k:iind.· of index of.' 

product:ïvtty.,.,. Howev.erJ as wi th employment, firms rarel.y 
' 

make v.:alüe ad'ded; or other information. fnom which it can 

be caiculate~ (e.g~ total purchases f~om other companies) 

avai]able.. This practice ïs however not pee:uliar to.· 

N:i.ge.rian c:ompanies as it fs also characte.ristic. of' 

companies in some dev .. eloped. countnies .. 6; 

Our other· measure of size· ïs turne.ver, a f'low m.easure ... 

Eates recorded .. a fairly high c.orrelation coefficient of' 

O .. 74 between net assets and tur:nov.er..·.. Although it is no.t. 

5.. Ad:elmon, M., Ao (1951) 1 · uThe Measurement of Industrial 
Co~centration"·Re~iéw of.Economies and Statistics 
Vol· .• XXXIII,. p .. 272. 

6 o Ibid: 
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our primary o.b.j1ective to test for similari ty between net 

as sets and turnov.er ,: i t may :iruot be out o.f place to 
. . . . 

examine which of these two messures shall yield better 

re-sults in our analyseso. Moreo11el?', it :Ï!s ho.ped. that each 

of. the measures wilI. capture dïfferent aspects of the 

economy~ As ±ndicated above, net assets is the resuJ:..t 

of accumulat:E.on and: therefore indicates the conc.entration 

of eco:n:omic_: power, while on the other· band. turnover· 

read'i~y :iindiicates the extent of firrns' roJ:.e in market 

transactions .. Turnover.·is an important balance sheet. 
\ 

item which ïs also readily av .. aïJ3a1:üe in. published acc.:ount.s 

o:f Nfg_erian Companieso 

Tempo.r.ar:ii.ly, we distïnguish among three .. types of 

size'.: opening size which. refers to size at the beginning 

of the tim-e peri©.:d of' the study (this appears as an 

explanatory variable), closing size i.eQ size at the end 

of the tirµe pe:i:dod, and average size which ïs sïmply the 
' 

average size for the period of analys.es or some sub ... -

periods ... We d'enote our size measures as NAS and TNR for 

net assets and turnover respectively~ Sub-scrïpts·t-1 

and t'. .. den.ote opening and closing measures r.espectively .. 

Where the no;tations appear wi thout subsscr:iipts 
1 

they :; 

stand for the average sïze_. 

Our interest ïs not lim.i tea· to th0 determinants of 

size changes; we are equally interested'. i'n the determi:nation 

of dispa~ities in the rate of change of' size ioea growth 
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rates of firms., Rence N.AS and TNR appear in growth rate 

forms as GNAS = NASt - NASt-l x 1.00 

NASt-l 

and GTNR = TNR.tr - TNR"t-l X 100 

TNRt·-l 

3 .• :L,.2 ~_r1;atorx Vari?bl_~s 

Our explan~tory vari~bles ~re derived from some 

balane:e sheet. items which have some bearings wi th the 

fïm.ancial transactions of firms and hence their 

p:rofi tabi]i ty and market'. valuatïo~.,. 7· 

Size:· 

As ear1ier indicated·,: size as an explanatory ·v,ariable· 

r.eff.ers to the opening size,., The effect of size on growth 

(al ternati v.eiy stated: as· the effect of prev.ious size on 

curr.ent sized ::Es usually examined. wi thin the context of 

Gibrat 0 s Iaw of proportionate effect, which states that 

the propol'tional change in the size of a firm: is 

inde pendent of its absoiute size o 8. As indicated in the 

previaus chapter, · the. resuI.ts of prev.ious studies of this 

relatianshi~ ha~€ mot been conclusive~ 

frofitabiJlit_.y 

Apart from size, ~rof'itabi]ity is the other ~ariable 

that has been widely examined' as a deter.rninant of corporate! 

growth,.. The next two pairs of V-'ariables: are measures of' 

profitabi1~ty which_have been separately defined ta 

7o That is, in the case of' quotea·companies .. 

8~ Gibrat, R., Lés Inegalites Economiques Opo Cit0 
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incorporate the view points of both the Managers and 

shareholders as regards the performance of the c.ompanies .. 

Pre-tex-Profits/rate of return on net assets 

These:measures indicate the ef'ficiency of producti\le 

c·apaci ty 8nd they are some of the important indices wi th 

which Managens are ]ikely to appraise their performanceQ 

Rate of return on net assets is defined as the pre-tax 

profits divided by net assets expressed'. as a percentageo 

This may be _preferred to absolute pre-tax profits because 

of' the crude nature of the lattera The absolute profit 
\. 

may be misJLeading in a cross.-sectional comparative study 

s:ince it 1s possible that firrns of dif:ferent sizes recü:r.d 

the same absoJLute returns.; in which c:ase.· a bigger firm. 

which in. actuel sense is less profitable will be presented 

as being of the same lev;el of profita bili ty wi th a 

smaller·· one.. We denote these measure.s as PRTP and RRNA 

respecti V.'ely .. . 
' 

~::.:tax profits/rate of return on egui ty assets· 

We define equi ty assets to he synonymous wi th. 

shareh0Ider.s 1 funds which is the sum, of share capitaL and 

neserv1es or c:apiital employed less debentures:, stocks and 

other· long'. ter.m ]oanso Thus, our rate: of return on equity 

assets is the po.st~t'ax: profits dividedi by sl1areholders.' 

:E.unds, e:x:pre:ssed'. in percent age O· From the point of view 
-

ofl.· an: ind:i v.1idua1J shareholder~ pre·--tax:- pa:'ofïts/rate of 
... 

return on net assets is of ]ittle.Ïmportance when compared 
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with. the post-tax:returns on equity shares which has more 

bearings with what he earns as dividends~ The discussion 

on the relative :limf!)o.rtance o:f rate of· returns on net 

assets over crude_pre-tax profits also ho1ds between_ the 

rate of return on equity assets and crude post-tax 

profits.. We denote these v.:ariables as PSTP and RREA 

respect i v.e1y .. 

Div:id'end returns on egui ty assets 

Morw important to the shareholdeF than post-tar 

prof'i ts/rate o,f' 'return on equi ty assets is the dividends ~-

~et urns on equity assets .. Dividends return is def'ined: 

as total dividends divided: by shareholders• f'unds 

expressed! ïn porcentage and d:enoted as DDR., 

The néx:t v.ariables .·are two of' the three f'inancial 

ratios :En Marri~ (1_963) 9 model of manage~ial enterprises. 

They arœ lliqu:üdity ratio. and retention ratio,. The third 

ratio in Marris model;-leverage ra~io is: excluded on 

account of lack:. of c.omprehensive d.ata on the debts of 

the fi:vm.s .. This; in turn, _is not une:onnected with the 

fac_t that unti] v.-ery _ recently, · Nigerian firms have used 

d, bt . 1· lO. e . s~:. ·v.ery s paring y .. 

9.. Marris, R .. ,> ' 9A Madel of Manager.ia]._ Enter.prise" 
Op" Cit .. 

Jl.O.. Afü}daj:i-;--A-.. ,: "neorporate Growth. :iin a Recession" 
A pape:n· presented at a National ,Con:ference o"n-· 

"Corporatte Perf'ormance·,·in a recéss:ii.orf. Facul..ty of 
Business- Adminïstration, Uniwer.sity of Lagos 
May, 1989.. · . ·· 

.. , ... , 
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Ligu:i]di t:v 

This consists of average net !iquid assets (cssh 

receivables p~us other current assets ]ess current 

1iabilïties) di"tJided by a~erage net as sets... Marris used 

total assets as the denominatoro. We.: howev.er prefer to 
. . . . 

( ) l]. . ~-go aiong with Tew and Henderson 1959 in using neu: 

assets especially since net assets ïs one of our measuFes 

of size ~ The fmportance ·of liqud:di ty· to: a firm is based1
. 

on· the :fac:t that if the. :firm is too ].iquid',. it may be 

an easy ~arget for take-over raids, anœ if it is not 

liqu:iid enough it may find it dlif.ficult to finance its 

day to day o:perations o Ei ther.· of the t'wo c:ases ip.ay 

hinder the growth of tb.ê' firm.. We! denote this as LQR. 
;· 

Ret ent ion Ratio., 

Retained1 profits are, according to Marris, the most. 

±mportarit in: terms of' reliabilïty as source of finance 

for the growth of· the firm" The f'irm is howev.er not f:l!•ee 
' ' 

to retain as mucli. as Ït': might wish bec:ause distributed: 

profïts.must be adequate to satisfy the shareholders .. 

The ratio of ratained profils to total profits after tax 

must there:E:bre be kept wi thin some bounds.,. It must not 

be too high· as to dîscourage the shareho].ders and there.by 

lead ta a f'all Jm the'share price, neither· must it be 

too J:.ow as to hinder the growth of the firm., We define 

the ratio here as retained. profits div,id:ed'. by the total. 

post-tax pro:fi ts.,. The ot>vious defe.ct of this defini tion 

11. Tew, B~ and H~nderson R. Eo (1959),eds Studies ~n 
Company Finance Cambridge .. 
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howevsn~ is that retained p~ofits often have some 

minor.ity interests such as recovery funds which are not 

usually indicated in the breakdown of the staternent of 

source and use of funds of many companies in Nigeria •. 

The implication is thst not all reteined profits are 

plougheœ back into the business~ Nevertheless, it appears 

ta be the best we e·.an derive from i::rvi:aiJJable data... Our 

source of data did not'indicate retained profits, hence 

we caicu]ated: it from earning pe:r· share, div idend per 

share and post-tax profits as follows: 
\, 

Number of shares = Post Ta~ Profits 
Ëarning Per Share 

Total. Di viàend Payments = Number· of Shares x: Div:ii.dend: 
per share 

Therefore, Retained Profits = Post ·r ax. P:t'of i ts. - Total 
Dividlend, PaymentS3 

We d'enote netention ratio as RRA~ 

. 
.Apart fràm the v,ariables on financial characteristic:s, · 

other non~flinancial growth-factors examined unde~ our 

questionnaire surv,ey include rate of' o.:ve:n'all expansion of' 

existing markets, diversification of product range, rate, 

of'.· expansion of market share in existing markets and: 

ad.v.ertising .. 

Anso±':f' (1969) 12 post'ulates that internally induced' 

growth can take two forms: expansion of existïng Iines. and 

12. Ansoff, H~ I~ (1969)~ »Toward a Stratogic Theory of 
the Firm.11 •· " .r.o..., H,. I ( · ) in :1nS0J . .1. .. - .. ed. Business Stra t e&I 
Pengui:nrv 
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markets;: and diversification.which involvcs introduction 

o? new products~ He goes further to postulate that there~ 

is a naturel tendency in the firm for priority to be 

given to expansion~ The reason adduced. for this.is that 

di,;.e1~sific.ation. wi thin the firm is generated. from the 

Research. and Development (R & D) and; Design. Departments1,, 

but only if the departments aliocate iime to such 

research and design~ At.the same time other departments 

(such. as marketing and production) press the Design 

department for :iimprov.oments·or existing products so as to 

satisfy the demands o:t· c.ustomers \or meet c.ompeti tion. of 

riv.als in. existing product lines and markets... Inevi tably 

the conflict :lis til.ted· in fav.,our of expansion and 

against diversification. 

For the Nigerisn case we are: particuill8rly interested 

1.n the relative importance of these two sources of 

growth especially that the R &. D department does not 
' 

e±ist in most Nigerian f'irms .. 13 ... 

Apprt from product di~en~ificetion, di~ersification 

may also be achiev.ed through some othe:œ means such as: 

property inv..estment.. Hence di v.ersificati:on thro~gh some 

-~·-"·-·"":-. --------
13.. Fa bayo, A" ,: Ode-j'îde ~ A. F" ( Mrs .. ) and Alade, J.. A .. , 

uTechnological Sel:f:..Reliance for Industrial . 
Dev.elopment ïn. Nige·ria: Issues and\ Impediments" 
Paper presentea· at · the Nige0:vian Economie. Society 
Con:ference on Self.;...Rèliant Strategies for National 
Dev,,e1.o:pment May 1983" The· authors ir:idicated: that 
dur~n~ ~he ~eca~e of the 1970~s· the funding of R & D 
act1.vities J.:.n. Nigeria was much less than 0 .. 005% of 
the: GDP (pe 27) .. 
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o,ther means constitute another variable whose relative, 

importance ±n the growth. process we seek to ascertain in 

the study ... 

The mora prevaient. oligopo]isti~ market structure 

in most economies makes ït ïmperati ve for most firms to .. 

adopt measure~ that will enable them expand their market 

share in the existing ma~kets. An important means of 

achiev,ing th:i:s objective is through advertising.,, Othen 

means include pricïng and product differentiation. In 

~~ctj ad~srtising has been identified. as a majpr.means 
\' 

f t . t. . d 1 ·· '·1 •· t . ld 14 o· campe 1 ion in a mo ern o igopo is. ic, wor ... 

Tradi ti;o.nally,. theory distinguishes two forms of 

adv.er.tising - informativ.e and pe:rrsuasive.. Either of the 

two forms of adv,ertising~ especially the J:.atter, is aimed 

at achiev;ing higher· turnov.e~· and therefore growth. in an 

oligopolistic: market environment .... 

Thus·s while we seek to know the relativ.e importance 

of competitive action to expend market share in existing 

market ïn: gene.ral, we also seek. t o ascertain the relci ti ve 

importance of advertising in particular in the growth 

process of Nigerian firms~ 

l'.4 .. Devine,; P ... J .. et al, P .. n In.troductïon to·Industrial 
Economies George .Allen and Urwin 1976, p ... 333" 
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3.,2 The ModGls 

Our analyses and models are divided: ïnto two main 

parts based' on the nature of dataL Part I is based on 

the setjon.dary data collected. on the financial characteristics 

of our sample firms~ and the analyses involved' are the 

estimations of some parameters relsting the size and 

:flinanciel characteristics of the firms to their growth 

rates through the use of some statis·tic;al and economet.ric 

techniques e Part'. II is based. on the primary data generated· 

from o.ur questionnaire survey and the anal'Yses involved 
'\ ,. 

are the discussions of. the response·s to, our questions that. 

have: been designed. to ïdentify those factors outside the 

se.ope 0.f' fi"nancial eharacte:nistics thatL hav.e bearinga. 

wïth. the growth of' firms •. The discussions are made.with 

the aid o:·f c.:harts ... 

Obviously, each of the methods of analysis in each 

part comp]~ments the others~ Although the non-financia1 
' 

flae:tors can be subj_:ected to quanti ta!tïve tec.hniques unde.r 

the analysis of' re.siduals, we consider.' the questionnaire: 

approsch more appropriate since it af'f'ords us the 

opportunity o:f identifying the v.arious c:omponents of' the 

non-f'inancial factors Q, 

3 .,2A\ PART I PARàMETER ESTIMATION APPROACH_ 

3c2o1 Size and Growth 

The m:odels under this headïng are to test the. hypothesis 

that there-is .!U.O systematic relationship hetween size and 

grov;th of Nigerian firms ... 
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i., .... "' e·an,(CS-:nowth Rate and Variance Analysis 

't:IQ,rn"'·'.J - -_,, ~-----~ 
A simple way to test Gibrat' s law is to measure the: 

-
]ogarit'hm of' pro}.::)ortionate change to see if any 

... . ... 

signific.ant differences exïst among the mean rate of 

growth of different size classes. To do this, we group: 

o.ur sampl.e of firms into three size c·lasses on the basis 

of' their o·pening size ,. c.alculate the logarithm of 

proportionate change of size within the period o:f study 

for each firm and take the mean and v.arianc.e for each 

class~ We employ the study t-test to test for 

sïgnificant differences between pairs of the means .. 

Let x1 re:prasent the mean of. propo·rtionate change for 

small size firms and x2 the mean of proportionate change. 

for medium size firms, then we test 

. 
' 

H . ~ o'· ... x_ == x 
-:-i .2 

11 l~ 

wïth. the t - ratio 

where: {f == 

14 

wi th fn1 + n2 - 2) degrees of fr.eedom 

S2 s2 
n]l_ 1+n2 2 
n +n 2:· ]L . 2- . 

d., s 2 ( J!.~,-n .. an . ·Ji. = 
l! .IL 

l, 2) are the sample size and ~ariance of 

size-c:lass"' the re.spec.tiv,e 

14. S'piegel, M ... R., (I972) ~- Theory and Problems of' 
Stat:Estic·s Schaumgs Outli.ne Series McGraw Hill Book 
p .. I90o 
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If Gibrat's Iaw halds, we expect to recnrd 

insignificant diff'erences among the growth. rates, and 

the variances around the mean growth rates are expected 

to be signific:antly equalo 

Althcugh the mesn growth rate and voriance analyses 

provide us wi th a simple and direc.t examination of the 

relev.ance of Gibrat ~s law in the Nige:rian context, .. they 

do·· not possess the predictive attribute which ïs 

necrnssary .for policy measure rec.ommendations o Hence, we., 

proceed·to undertake the slightly more ad~anced regression 
\ ' 

analysis ... 

11.. .füu?;ress:i:on Analysis 

The regression analysis in~olves .regressing size. in 

t:i:me t (c:losing size) on size: in time 1:1-1 (opening siza) 

wi th. a v1iew to det'ennine the extent to which the latter 

explains v,1ariation in the former·$ It also. :ii.nv.ol v.es the 

app]ieatipn of Chowes (19.60) 16 test· o:f equal:ity of 
' 

coefficients of regression equations obtained from 

dïf:ferent sampie:3., This ïs wi th a view to compare the: 

explanatory powers of size on growth. among differe'nt si'ze 

.classes·.,, 

Gibrat ~s law may be stated as., 

.. " .. 3.,1 

]60 Chci~" G. C~ (1960)J ~Tests of Equality Betw~en sets 
of C:oef'ficient in Two: Linéar.·· Regressionstt 
Econometrica Vol o. 28~ _ pp ... 591-605'.. '·' 
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where· Xt dénotes the abso]ute size .. o,f a firm at time t·, 

P denotes a prGport:ion d'rawn at random·. from a set of t . . 
proport'ions which are mutual]y independent and also 

independent of Xt':-l 

Equation 3 .. 1 may be re-written. as; 

· (Xt:-X~t.-1 )/Xt.:-1. 
::; 

pt·. " Q " 
3.,2 

SUIIlllling both sides gi v.es-, 

n n 

L. (Xt-X~t.-1) /Xt-I = . }: pt .,, 3 .. 3 
it-1 t~l 

G.iv .. ern that each. jjnterv.1.al :üs small 1 the ~ontinuous 

form.of' the ]eft b.and side of equation.3.,3 is giv:enas· 

x· rn 
dX. = lnX -~ 

I X xo, 

' = 111X ' , n 

i" ei. ]n:iStt = 

X 

l 
n 

x· 
0 

]nX 
0 

n 
'>'. -

t.-1 

" ... .... a:. •. 4 

or· lnX. = lnX ,,,~ PJL + P · + ... e· " + P " • 3:o 5 n. o, 2,; n 

By the addd. tïv.e f'o,rm. of' the c:ent·ral. ]imi t theorem, 

the Viariate lri~. is normally dist:nibuted., pro.vided. n :üs:: 

]arge ~ This :Lls t:rme ev.,.en if' lnX.i;;. and the Pt Os: are notr: 
"· ' - 17 

normal:r.Y' distributed, providedi n ±s v,ery ]large .. 

17., n is suf'ficiently large if n > 30.. See Kouteroyiannis A. 
(1978) Theor;'l._of' Ec.·onoE!etric.:.~ MacmïlJLan pp ... 86-87., 
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Equat.·:ii.nn 3\,.5 is the formal statement of the theory 

that firnis grow by random1y dis tri buted. proportions and 

therefbr.e tend. to be ]ognormally distributed .• 

The s.tocbastic relatïonshïp postu1ated beiiween -.lnXt 

and 1 &Ct-I :i:s ~f.· the form 

• 306., 

where a:. isi a:, constant and u is an ad'di t'iv.e random v:ariabJJe 
. . 

• ' • 2·: 
wi th. :a.e1;oo: me~n and.. v.ari anc e · (f • 

. . u 

T.akïng the ant.i-logaritbm of\ 3;,. 6)~ the relationship 

ttakes the following exponentiel form 

x· = e a:. xf __ ,, E. 
·tr. . 4 ..L 

u (where·. E. = e ) •. ... 3.,7 

Clearly, if'~ = J.!. l): then on. the av.-ell'age, the. ratio of 

a firnr. 0 s sizei at tïme t to its size at': time it-1. is a 

oonst:ant o, (3 >]. ïm.plies· the. rate of. growth :ilnc.re.ases oilen·· 

trime whfièf-> <.. l :il.mplies.: a decireasing: g!'owth rate ov.e:rr· tïme·. 

In. a c·rosm-sectional study, ~ = 1 imp:tie:s: that all firms. 

grow at the s.ame nate ,1 ïn which c:ase Gibrat.' s 1.aw is de.emed 
-

tro . be in open.a-~:iion,. while /3 ~ ]. ref'ut:e Gibr'lait 's law .. 

We) est'imate equatïon a .. 6 wi th. the o-rd:inary leas_t-. 

square technique for the thJ:l'ee.1 size-classes of firms', in 

which case; we obtain estimates of the same relationsh:ii.p 

f'or three:- diff'er.ent c-ross-sectional samp~e of'.' firms .. 
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Iff ouU'.'. nn.i!:ations we estimate. 

A.. /\ .. 

JlnNAS't = cc i + ./5 i .. lnNASt-1. • o, ... 3: .. 8 

:Ji.. = ].:11 2 ,, . 3, for small ~ medlium:. and. Jl.arg~ sizes 

:a.espec:tiv.ely., We go on. to test f'or ·the e:quality of 

C'oe.f.fic ients of pairs of equation es:timai:J-ed .for dif:f'erent 

size::: sampl'.es: .. 

For examp]e, to test .for the equali ty of. coe.fficie·nt.s: 

of· equations eatimated~ for small~. andl medti.um siz.e-c:lass.es 

0::f n] and:~: o~min::v.·:ations respectïv,ely, we:: pool. together 

the two sampJLes thus fbrming a s~mple of' n]L + n2., 

obse:awat-i:ia:ns :from which we estimate anothe:r equation 

I\ 1\ 

LnNA S = cr + /.2 p, I"' p, 3 ... 9 

( p s·ttandffi for estimat~m· fr.om. p:ool!.ed!'. s.ample:") 

The uneJ.'1)lained: v,ariations for each o,f. the aquations 

are ca]culat:ed\ thus :. 

2 ~ · 2 
E e 2 == (NAs·2it .- NAS2t) wi th .. n 2-K degrees of f'r.eed'om: 

2' ~ 2 
.ï: e p, = ( NAs·. ~ .. - NAS ,11.) wi th ( n +n K) de·gree:s· o.f.· 

. pu. p ~. . 1 2~ - . 

fll'eedc)IIl!o.' :· From thes.e.·. we form the F:...]'atjj.o 

en + n - <l')K) 1. . . 2~ Gi 

18., Kouit'soy:iiannis· JL, Op ... Ci t ~ Po 166':. 
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Ho -· 1"2., = 2 
,._ -:JL r2 1· 

I-~: 
2 2 . r 1 :/ .r2 . 

If the CD)bserv.eff F-:c.atia, is greater than the 

theoretical v,alue, we reject the· null. h:y-pothesis end 

concl.ude that the two si~e classes diff.en·. signific.antly 

in their growth rat.es .. If otherwise, we acc.ept the null 

hypothesis and in event, 'of acc.epting the nulI. hypothesis 
. .. ... .. . 

in the tests conducted between small and", medium size.·, 

firms · on o·ne hand and that bet1'vee~ medium .. and.,large, firms 

cin the other, then we conclude that Gibret 0.s ·law. holds 

in Nîge:xia i .. e.. all firms regsrdless of their size have. 

the same probability of growing at the same rate~ 

iii .. Bi v9:i:date· size. distribution and v,ariance apalysis 

Rather than test the law of equi..;prop.ortionate 

growth directly especially as in o.:ur sec:ond model above:, 

a third one tests it · indirec.tly by examining two o.f i ts 

implic.ations.. The im.plic·.ations examined are: 

(i) the distribution of.the·_proportionate growth 

rate of firms is J-shsped or . l)lg-norm.al', · and 

(ii) the relative dispersion of the size of ·firms 

tend to increase with timec 

To examine the se 'ïmplications, a bi v.ariate size -

distribution, of the firms i~, constructed.,, W.e re-classif'y 

our semple :i:nto a greater numb.er-·of units with the 

upper limit doubling.the lower Iimi:t'of' eech size clasa 
' ' ' j 

the essence a~ which is to .allow for a logarithmic 

1 
' i 
1 
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transformation of our data to base 2 ... J~g The elassific:ation 

is done for both the opening and closirrg years ··and· the 

bi~ariate size distribution constructed. to indicate size 

mo:bi]i tj' from one size class ta others wi thin the pe:viod. 

of study:~ 

For the first · implic:ation~ we · calcu].a.te the · 

coe:ff.:ficient of skewness of the distribution.with :eearaonvs 

second coefficient of .skewness 

SK = 

where S = 

. ( . . )20 
3mean-median 

. S .. 

\ 

.. · .J·. r:. ( X-Sb 2 
N 

This measure crnn assume, both negati.v .. e: and positive 

values.,.,. The close!' i t is to. z.ero ~ the more· symm.etric is 

the dist1"i bution.. Since · our data has undergone · 

l.ogari thmic transformatïo?,, .· we expec:t tha.t for Gibrat' s 
' law to holà, our coefficient of skewness must be 

signif'ic~antly equal to z:e:ro (since the data must have 

been log-normalized)., 

For the second implication we calculate the v.ariance 

of f'irms in each size class for both. the a,pening·end 

closing years and carry out a test to see· if' f'irms 

regressed t owar.ds the mean size o The model .. used. is. one 

l9o The :iimpillicattion is that measurements under this· 
ana]_ysis are in 1:llli ts. of'. logarithms to base 2 .. 

2ûo Spieg_el M ... R. Op .. Cita Pe. 9lo 

·' 

1 
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developed by ... liart and Frais ( 1959) which is expressed .. in. 

. the following equatio.n ...... 

3 .. 10 

where Bis the regression coefficient and 5: is the 

residual v2riance .. 

If' f-,-< 1,
1 

th~n there is a regression towar.ds the. mean 

and lsrg_e firms: grow at a . slower· pro.portionate rat~ than 

small firms °'. · If 13· ~l., .. then all firms grow · at the:- same 

rate regardless·.of their size as in Œibrat 1 s law. 
- . \ 

If.'/3>1, then there is no regression towards the mean, 

rather~- the lar.g~r firms are growing at a.fas~er 

p~oportionate rate than-the small ones. 

Financial Characteristics. and Growth_ 

Th_e, m0.dels under· this rwa.ding are- used to test our 

second· hypothesis that ·there is no systematic,. relat:t.onship 

· · between t):le financial· charact·.eristic.s .and growth of 

Nige:Tian firms o-

. As. mentioned in the previo.us chapter, past authors~ 

. have ïndicatec11.that the financial char.ac.:taristie:s of 

· firms c:onsti tute some systematic influenc:e which· may -affect 
. ' 

their· growth.a Profi t~bili ty being the most striking and 

the. OJŒ.e m:o:st -likely to affect or infl:qence others, has 

also been found to be the ma:st ïmiport'ant. systematic 

inf'luence on growth. Thus, apart from the interest that 

210 Hart, P,,, Eo and Frais, So J .. (1956), 11 '.I'he Ana]ysis 
of Business Concentration: -. .A Statistic:al Approach" 
Journal of the Royal Statistic.al Society Vol .. 119 ~ 
series PPo 150-91. 
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nas been. g_ener.ated in· the· relation.ship. be:tweer.r·.gro.wth.· ·a:r;:i.d 

· profi tabili ty ·from -the theore.:t·iœ:al: ipoint.i, of'.;:·v:j.ewl/'.the · · . .. . 

relati:©I?.ship :iis , aiso· .. of:: some: considera.ble · .interest · f'rom; 

the practical point of. view~, :.It ·is gene:rally..,.:be].iev.ed. 
. .. 

that a·firm 1 s rate of growth.depends on both its. ability 

and willingness· to .:.grow .. : As .. ,-eerlier·:. .. obse:r~;ed:» :. a:, fi~.'.s 

abili ty to finance growth is closely linked ··with i ts 

achie~:ed profi-tabili ty., ·The, ,higher ·:.the ·le:\î;el; of 

!TJTo.fitabiJlity,, the mare it would be in a position-·.;to ,grow 

:ffI'om ·:retained ·1?!1'.'ofi ts., ·· .Also 5 the·: higher. the.: le'\tel ·of 
\ 

profitabiiity, the ·more· confidence ivill<prospec.ti:ye · 

invea.tors · have in the co:i;npany, · f?O .. ,tha.t'· new issues can be 

raised'. on favourable· terms., .The· same goes for a leve:11ed 

company that w~nts to.;finance·growth wi,th ,debts .. 

.. Howev1er, willingness to. grow. depends on such· div1ènsa 

factors as the state·. of demar;i.d and techno]ogie:al 

opportunitieso Thus,· for· two:firms of the· same lev.el o~ 
' 

pa:-ofitabili ty wi thin the same' .industry ,-··the. willingness 

to grow and therefore .. ·their growth · rate may diff.er if 

there, is. a stronger demand for· the,. produc . .:t.s- of one. o~ 

them. than that. of the other.,. V.ariatïon in will_in~ness~ 

to grow may also be inter-temporal as demand~for 

f.nstance,changes.over time. 

Thus, gi ven the expected. systematic. influenc~ of' 

profitability and·the divarsefactors affect:j.ng the 

: . 
r 
' 

! 

' '. 
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will.ingness · to grow,, posi ti v~.,. corre.].ation- which is \ 
'·, 

howev.er subject to inter.-:firm.: and· temporal. ·-variation is 

wostulated between profitability and corp0rate growth in 

Nigeria as -has been., found in past studies .. 

As a link-between size and.growth onone-hand·and 

financial characte::cistic:s, and g1"owth on the.· other, we 

consider it··necessary ,.ta· explore the· relationship 
0

between 

financial characte::nistic.s in general · and .. inter-firm size 

differ~nces~. One important reason the .size-financial· 

.characteristic:s,(profitabil.ity in particular) is 
\ 

p.o.tentially important for.·:our purpose is ·that i t. may 

pro·vide clues. to the degre~·· o:f·,· efficiency in., resource 
) . ~ . . . - . 

utilizetion..- .,:,,:.;cf'.:_'f'or · f.nst~ijce Il·. Gib:rat}'s:i),aw:, holë.s and 
. .... . .. . ,:. . 

f'irms of· all ·· size s·., .. ha:v~ · ·the··· a·smtfY!•l!);r.obabiiity · .of .::gr.owing 

· -at ·· a .. prurt.icular;.·.rate 1i. ana.·,,if\et•,, the· E;ame.:;time·,""·,,,,inter-firm · 

diff~rences in sizè. can:.ba·ic:brpl_~,:i,p.~d;;,- by;i~ .. pr.ofi.tabili ty, 
... ,· ... , . 

i t.·may, b.e .. >concluded ,that · the\ big~e:rf firms,.,are.,·.less· 

· eff'icient ·in· r.esource /management" 

The m.odels ~ employed · are::all in form of' ,.regression 

equations estimat.ed with the ordinary least square: 

tèch:m.iqueo · ··The a1iernativ.e, equatians. èstimat~d :are 
··l· • • • ' . . .. 

P. = a + b.S + €. .. .. , .. o · .. · " . 3 o 11. 

p, = a +· blnS + E. 

lnP = 9 + bln;s + €.., " .. 
where p, = Pro:fitabiiity, S :::: 

and a a;nd hl are. paramet©rs .. 

"' 

.. 
Size· 

-~ 

" ' .. .3 .. 12 

Q "0 

€ ·is 'the:,·error' ter.ra. ... "-:\1' • . ', 
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.,~Eqtiation 3o1I .. tests ythe:,, simple" hyp
1
athesis,.1·that 

' . . 

profit:i:lbi]ity is a Ii:near:,func..tion.of siz~.; ··-,.E~m:1~i?n: 

· .. 3 .. 12 :·tests -the bypoth~fiis.· th~t. prof'i tabi~ ty. ·. increases 

• by." a~;constant::-~.amoûnt .as size,,increH\!ses;- ·by- a.. gii;zen 
' . -- . . 

proporti@n.. The double,. logarithmic:,,equation 3.ol3 tests 

the hyp9thesis that a. gi ~en prc;i.port:i:.onate .,:change ·in· size 

· is · a~Hsoe,iateqî wi,th a1i· .cqnatant p~op.o~tio:na_te' change· in 

prof i ·t·a bilit;v··o· 

, The··.two··al ternative, me)i3·sur.es> of., profita.bility 
- .. -

d:escri bed · ·in ··se·cti'on 3.'.o.12 ta pow@·. were\ ·used · in se para te 
' . . . . \ ' 

\ . . 
· · equati0ns ·ta, know which,· o:f them··would be, better explained 

· . by···aiz~" <' .•, ' . , . ;~ . 

perio:d of' study and· fox.-," two· sub-p&riods .. · ,, .. , \ ,, 
. ' 

N'<::ix-:t, in we reP.lac~d thé·.· pro.fi ta bili ty measures ·:yvith 

· other. financial, ratiàs · to ·know -which:· of them .. would. also 
. . J:i''. 

be explainable .by size"~ 
' . . '.,,,'I 

Th~ growth models°'.._~re · specif'ied as in equation ·3 .. 11 . 
• ·,-· . ..,. . !~ ; •, • • ,., ·• ,, • 

to 3.,13, except 
: ·: .. ','., · .•• l,- )' ''? l'•. ': ·, 

replacedwitha 
'·'. i.: ,,. 

that the depend!L'tnt ver,iable··is.now ·· 
l •, '.,• ·, '/ ,'. -.'.· ·\ •·• :. ,.,,, ·: '·, •. ·-·:· ! .. \ • :; ' ; ... '11.i. ) '. ' .·,' 

measure of' growth o.f size •. · Thus the ' . .. •, ' ·. ', \ ~-'. 

alternative· .. models use.d to e~plo:,:•e ·.t.he e.f.feé.t. of 
,' , .. ,. ~ • .... :,. \ ' '; ·r .,. . !,, .\· ,,, -' ' • ). i• " ·~ ; .. 11 • .' '~ •• l· ,, '•· • '' 1 

prof'itability 
• , ·1', j, " r ,, . ;;, . h 

on growth .. are 
' . ' 1 • ·~ ·,., ' :, i. 

a = a + .11:iP .· + ., Il "' IO 

Œ. a + bln P + ... 0 " ,\ :_,.:· 

JJn:G ::: a + bl·ri •:e, .. + 
" ,,,, • • ,, ' ; 'J .' 

where Œ = growth rate of' size·in percentag~°' 
• ·• •,\ ··~ •• . " . ·, ' !, , . ') J ' .·, ~- ~. '• ... '~ • 

3.,14. 
,., 1· -.. 

3,.15 

3 .. 16 
' i. 
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.In estimating the·. InDdeüs~ both ~e.asure~ 9f' 
... ··. .. \· ';'\ .. '•:r· ',, ( '1: '., .. • ·' ), .. •. ; • . , ' ., r t '', ,.; 

pr_ofi tability ·_vvere Ïl."\_cluce9- irr,:the· ~arp.e· · .. eqa~_ions_ and 
• -· ,~ ,, :,.· ·,. '. ,:··,:r '"'·./. ~ ''! _>r .\~. ., •.:,.1., . ..,._,",, .. ?' 1 ~~- l• ':1· .~ . i.,\·,i:·· \:• • .'· :, 

we · relied on· the . autom:ï11tic se1~cti.on o:f, the best measure 
• • • ~· , ···,. ,. ·, t· l ... .1 -. , : r ·-~ .. , :.:. ·,.. .. ~ 1 , · . ·· '{t •· ;_ ·.• "'· ··~ r ,~; ·. 

by the computen'o 
: ·., \ .'1 -::

1!:t\·.· \ 1, 

The mççlels .th?"t ,incorporate · Qt,Q.e:r financial ratio.s 
' '11 • ,li ','. t' - ' ' ' ' '.' • t' '\·',· •,'- •• ·.;1,'J ,,I:,,' "·,,•1 . ' ' ·, ,,1 •,I 1 

are: 
'\, i. 

, ... · ., Œ_ = ,, a .. ~ ;, ~ P, + .. ,.~2R~ ·, .. + . ~:LQ~ t, .. b4;DpR . + E. 
.• ·. ' " " -~ . .. ', ' ,,, - .. 

. .3.17 

.3 .. 18 

'~r.1}3\:: ··-~· '\~ .. 1?1 ~-n:P. + •, ~2~,l'} RBlJ.,. +. b3~n .. L9R, .+ .,1?4~;1:'.DDR+E 3, .. 19 
l ' " ... • • ,t 1 """._ • 

abov.e .. 

.. In astimating equatians 3~17 to·3Gl9, .we·elso relied 
··:·(·,· ...... '-.: •i''{,,:1 ~: • .,,. \···.\· .· .• , .' ··1 ,, ., , (··.~~.-. \ i:-•. ,1·· -~ ~h '1 '';\~;·n:.~ ..... ··, ';.!,:{·\:· -.·., :1,\1 t'\1··· 

on· thG!· computer· to select· the ·most· im.tpo~tant·: e~pl·:smatory· 
. 1..'),·· ·•: i-·-·-, ····.',', ., ·.· •. ·· • ·.~:· i, , •. ··.,.i-} ,, ,: . .'. ,;·~J· ''t.,.',:··;r .. '· · ... · ... ·;·:1:·-:- \' ·:~·· .. \! .,.._'.;~·\. ·' ·, '\''• "f•,.[···;_ 

varim bles ··in· their ord'er of innoortanc.e.,, 
•,,\ ··:· :·,:·."·-·t·, ·.,.· ... :·· .. -·.:~?-~_~·!··1'·• 1 ·.~:·;,:·1::"":· t'/,·· \.,.~,.·; :;,:1,~ .~ .... [' ,-;•\.: ,· 

-In estimating ·. the semi- .and. doub:.J,..e-logarithmic.: 
·· ... ·. · ···it'./\\ .. \.·<i·. ·:· ·· .. ·:· .· .... : .... \. .. \_·.·· .:,··~·:1 ::! . - · ____ · ·: -··:{·\·.i...,..;.: r .. ,,··· .. t.-.••. ·'..' · .• 1:·. 

· equations those ·f'irms that exoerienced·,an· enrerage negative · ,);,.,:,.,\ ... ·.''.~,\/·.~·.:·,·'.:;.~., ,•,:? "'····,. 'i,·, ·,:'.;: i.~:-~ .. ··1. ,, ' ', ·~ ', ',i ;• ~,. i1 ~ ·f•',,,r,,···;: ': ·~. :,;· ; .. ·, ~. , .•• '·' ... \ "-.;t··, ;: ,ir··;_\.l.,' 

. growth .. ,rate· either during.:.:·:the:whole. period of:. study or 
".' 1,.'. '· 1 ~-' ·'.•. ·: ,, • :.·~J .... ,/:.11.11/t}t ·;;_.·. ·. ·.,,, ','_ \/_. '• \. ~- ,. •! .. .. • ··\: :::".:: ... ··._,, ... ·' .• ,, . 

any:_ o:f th~: sub-periods ·were: e~cduded.;: This :·involved .. the 
- .... _ '\.~\_ ·~ l, ·.\1, I .. \•:~ .. ·: •. ; ·,·_i ·.:~.··:: •\ .... : ,'i:.,.,/1.~;t,."1,. ', ' 

exclusion of' a 1:ioµt 15% . of the ,_:f'ii;•nus ~ 
' ','·,: '·, '·:., ''" ' '• '( • r? " "! · .,, 1~ ·\·, ',. • ·,, ·, '1; , 

. Ha:ving ii,dent-,if:i.ed the fsst- :and:· .sl0w .... growth; f'irms, 
._ .... • 

1 
'' ,•· , , •, • J 1, 'I),. 11 •. • • '• , •• ·: '" ·,. ..... • , ··:·' ': \, ,, ,., ':) ,'.·-;_, ••• ',,!" '(, -:i:. ·.; : . ·. ·,.-. ~. ·.t ··,·., ··"J . ·"I, .J. ~ .. • •• , .1.. 

in our bivariate anslyaes~·we,selected two :fast~ and two· 
· . 'i. . • , ~· • 1 :-1. ·.: ~, • , , r· · .. · , :1 ,. ,. , •• \ ·, , , • • ·1 , 11 : ••• I'\ • • • • 

1 
1 (' .. 

slo~v":'"g1'"owth f'irm.s in, ,tèrms · of net· as sets, .and the. same · · · 
,1i ... 11.:,~···~ .. ·-~',/,',,,,I,:·· ":1 ... •·· ...... :'l-\ '1i:· .. :· .... ,-~'..· :'.·~··\·~· ·~?·._i· .,'}: ·~.··~·fi . 

number:of' f'irms.interms of',turnover.·f'or case· study anal.ysis. 
"' .. · ... , ... \ ..... ··v··· ·.. ..:,:.: . ·,. ·!.. ... ..• ·-~ .,,. , ''1 ·~ \· -~ ' ., ....... i ·.: ! '··~. '· ~ :·:. 't· ·, .. , .. t' t· ~~ -~--.~ \.;..· ,, ·,. ·: i' ·~ ·1 

Theo~~t~~al~Y., t~µie-sè~i~s. ·dlata, are· .. µi.o;r-~.: appropr;i.ate · 
..... ,".•·. __ ·r.~:\. •,,, ''\.l'\. ;,.1 :· . :·.:.~--~- .. \._.\\··~ • .. \ :{, ·. \.,,',l . ',. ', ', ' . ,, 

f'or· ·thè t::~timat:Lop. o:f econo.mic ·rels,tionships . .;·· · Growth'in,· 
. .. ,·.· ,· •. -:· ( ::: ··,-:,,:, .. : . ', ... } .'·. ·:. -~ .... ~.·~"·-~::: ........ ·,.:·_·.:·._~- ~···rt··:_: <·1~ .. · . :,iî_:i .. .•• ~.-·1:.-,··,,,.,~ .... 

P~.:r..t~c,ljl~~ ts., ~ ph~n~m~n?~/}hat: ~~le~,.~:: pla?e over t,.i,meo 
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We._,,,t-her_ets.rc~.e ~ind. i~ nece::HHllry. to supplement the cross-·. 
,I• ,'·1··r~ ''.' .'. '1 , \: ·-::. ,,.: ,,,',' • ~ ,~.·' \''- ,, • •,, • 'I'. . ._ 1 

1 
; ' ,1 .(_, .. , .. _. , :'. ! ':: '<, • '1 '<. ~ !/ .. °l, \~• ' ' '. .•• .: • 

sectiana_l ... €1.P.~.iY?les with: :the. c:aa~· studies · wh~ch .' involve 
.. ~,' 1· ·,;·i..,.'····. •, · : 1'' • '.' . , , ,r ~ .' ·I• ·', '• ·~ ~·V.,, '. ' •. r~: :;.' ' ,•;'·"~ • •I" •• ,,.·,,,·,·•,,, L.,:•.'', 

th~ use o:f' t.ime-serias d!!itta .. 
'. ' 

1 
.. ' ' ,J ' •. ,1. '' 1. • ~ 1,' 't• ' ':. ·, •, • • 

In· es!cimating equé)tio:p.~ +or·, th~· $nç]Jvi(lusl .. fi~~~ · we 
, ' ,. •" r ' , :- •,i .,'' " : i ·.'1 •, , ,1· ', •, :;i; , ! • ' ;' ,• -~ " • • , • ,. ·-\ '•. .. ~ \'• '. ·-· ' ~ •• ) ,. <. •' il ; 1 "' ',, t-. ,,i f· 

used · the, linea:r ·mod@l of .. equ~t;i.9n 3 .. 20 
·,. ·,. ... " . I;' \: /• , •\.' :. 1' ·. ;.., ,,.7 . \ ·'.1(._1 -~-;.:':,11; ,:-. ': ,\•, ••. ·{ ;, t· •.• i<' : ~. . , ,' '. ', , i~- , \., : : ,i 1 ..... ·:,/.;·.~ ,, r,:·"· , .. ,,, '·•~· . ·~ , ; . ·,, ,, •,· 

. . 

... /.,:,.,.- _ ........ ,,.:?.-.:~~:.~}.:b,i?.. +.,bzRFH.\t)?3L_~B:.J b4DDB,_~,f> .:· __ 3/L.O: . 
. ··. · -: · . ·. :· Al though · the- ·model expresses··· size · as a · 

·.- • •,•· _. .>, :•, \:, ·.-,' ,.'., , , .; • , 1 , 1
' ' }' ,'• . 

1
• ' • ,'."(''\./\ ·.:, ',, , t;_'/·: ': ï\.·;,' '•\ ,'• ':• • , . ,, • 

. function q:f,. ~()~e. :fin~,f,tf.;;:~~+- .r~ti0,es,, W.~,.- c~:qst?~l~:·· i t. also, 
.\, ·;· ·.,1 . ··1 ~.:._.. ·~ ....,, •• ·, \··· •• ç...1~;, .. ·•:::.1 ... :r·.r t· .. · .. : ,11 ••• , •• ..... ~·o:. t ·\ ,. ......... ·~ '\•,,.::~:.\·. ,..,\}·-t kf -.. .~-, ,~: 1 ·"1,· ·.r' 

ins:'ch:i.s C?~_e:, .. as· .a __ g~ow\h tuµ~tion sine~_:: by, our· simple 
', C "l. ·ti ,..; ,,.,,,. :f'· '-• ',;: .1. · 1> •• >: · ·' ,,. "- ', ··: ~ ,,. '-•, • !.·· ,\. •~: •. '·.. ·, ' · • •',, -;;,'(.:'?; · i. < •, "'I ~ t, ·• 

.d:1fi:qi ~-.to~,?·,,grow~hi is,,JhE.\ _,int .. ~.~t~ ~mp?ral. change. ~n ~ize .... 
' • • ,,·,' ' \1 ~ ' • • ·,. ·' ... ,.: ', ' • :'',· l ,,. -~ .. ' ' .• 

Since the ave:rrnge. g:i;-owth raites have. been "t,1.sed'. in 
,t\ • .,,. • ( : . : .' ,· •. • .. ' . : . :·: ( i_ .... ', ·l · ··· .. ' '. . - .:·, .. :. 1'.' · ..• : \. ,,: 1. ··, •• ·::., ••. 

'· 

selec.ting ·the. firms,, we qonsio.er mndel 3~2.q .. ~µ,fficient 
': • ,, ';," ;. •1' ·: ·._, J' ' ' ., ~ ·:'- ' ' •: • ,:/-• • ,' ', \ ' ·~ .. ' , " .,, :·,' '. , •.J. , ' ' 1 •' ' · I: ,1' i ' :J ,}~. ;•:.' :•.' ,; / ' 

,fo~.:ou~ : .. ~tv:~pfse :: ~t{~~rmore ~. since,,;(the·' _n~9e.~ :,?.~, ica~es 

is twel ve · ( see· sectï.on' .3 Q 5, :below) and . the; numbe~. of · 
' ' .• ' '1 ~··'( '1 ', •, ,·,, ·, ,,, ·, ~·::: .... .,. '-, \1 , , •. ~·.\·" .• 

, paramet~rs esti~ated in each·· equation ts::five, ,-coupù.edl 
.. ,, .... : ...... :,· "; •..• ···~·. , .. ·.·.. • . . ,j·· ...... -. i. \·,. • • ·y,·.1_.····. ~·:··.-· ~~··r , ,: .... /~ .. , 

wi th.)11~. appeE1rance. o+',. some· .:;-ie~sti v~- g~owth, we. :find the 
''. • \.,. • ··• ' ',• '·, , , ·., , . . ·::· ·, '•. ,' '•\ ', • ... ~ ,1. ). .: , Z, \ 1,, '._l, t1 r_:,•, ' ~ 

semi-:. ap.d double logari th.mie~. models. not· theoretic.ally 
•, ··t., . . :,/:;·. 1

·: \,·. ,,. ,' •• •••• •• •. -... ·, •• \: " :, ·,, ··- ', .. (,'... • '.\ .... ' •• '. • • ·:.·, -~ ..... i :' • 

.. . 

pJ:a,~~.i,ble ,i _h!!lnce we. contend· oursi&lves, with, the linear 
', ·., -~ ... . . . -.·'·-· . .. ,;:,. ·:,.· .... :·. :-:1.'.f· ,,'·\··· \· ·'r\r··/··::,·· ... ~·,.· ... · \,'··,;;,\,-·.,.''i;· 

· ·e!quati_o~s. only ... · 
'· ••• ;: ;,,..,·_i; ... '. '\· ', '.-, '•:' 

· .3 "2B:. , . ~:&_RT. II QUESTIONNAIRE APPROACH · 
f . '.•,, ··\ .:. ·: ....... ·:· :-1. ~· '}, '·;i<1~1·· 1:,.,. '1: , .J'. ~·: :.~i ... \:1· :l·'· r~ ... ,., t: 1.'· ·.;'.."-,, ·t . ..-... ... : . •::·<'.\·: ·. 1 • ·; , ~· 

. :.We: have , o pserved · thet:· prof:i:trabili ty· · has ·· been .. widely 
•• ··, '· ", .,', :. ,. ·,; ·• ' ·,· ··,,. ,. ·j,.. ... • :. • ": i. '.: '\, !'. ~ ... ': :~ ;; \ ~- .f '' 11 •', ': •• '~' :,· •. , .. , 1': ••. \. \. ·'.". \ .(~· . . 

pr9~,edl · to tie ·.a· s,igr1i:fi';lant ,sys"'r.lemiB-tic determinant,' of 
. ::,,. ',''jt' ., .. 1'· 1 1 ., ,:··.;·· .. 1 .• ::·,. •·· .. r· ,,, ,'·\>·;. ~,:\:.·,,.•,,.-:·'.·' '·t:·~.-c,•,.~ \.').'·· ... ,.,_,,','>/,':1~''\ ··:·~,.ri' 

corporate::·g~owtho , Howev.er·f .. · th.are hms;·always: · be·en an 
-~·:;1 ~· ~.-. ",· 11;,: ., ·~ ~.-· .. IL 't,' :''. {"' ,\ ··_.;_ .,1_..,, ·. •' .. , j ', , ..• •· .~'-:M•,i: ,'·'''.: .. ';,,,,!,1' ':·· ;'; \~ : ,', ,• ·\ :·, ··, •. ',..: :-,,··::' .• \'·_.~::· .• ::: ;:· .. ~ ::· •. ·•:-..",;°'. 

equ~ll;y· signif'tça_nt, ... per.centage · of the.,;varira:tion. in· .. ·growth. 
, ,,. ·:·,~.: '\(_,:.:\•/·j•".·, .. .,1 ,' •.. ,~'.'\" "' 'I, ~·_.·J f1·~\'.1•11~;.:,;,.,' .,LA_.,',,,. 1:·,.' •·•,.',~\1 .·. •'•,- .·''/1.i'\,::1,;';\''',:j ~:'.', 

.rete·,thiit· cannot be attri'puteà: ·to :~he·:,systemstic·· influence 
'. • ,, • , 1l', • ' , ' , • _ • • t ', ·~·, \; \\ ',' , , '1 , •, .. J • • 1 '<\. t,, '~ : 't ,'.. • ~ •• , ' , •,•, '!, 1• ' \I~.~.; ,_' • \ 

. : .. ot\,pr9f'itabillity... It is in·anticip~tion o:r .this .that we 
'•' ' ~. ·:~• ' : ·' -, 11,,,. '\ '" ' ' 1 'c- !.I ,;, f . ' '. • ', '' ) . 1 ~· • ' ' ;•. ·~.\ ' • ' • ,, ''I \ ' 

•. 
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.1Q9,, '; 

P,a:'~p,are_d·, .a .. q~~st,;ï.o.pn,ai~e·t the· esse.n®~ 'of'.::which ::was to 
. , • · · • fa'' ·r ,, J·,·-.· '•l"'t··,.,, .\. ·'i · • :r::·~.;..:.~. '.~·::··:1r:t.\···<1:~(-\,,<}::·,··,··c·;;{.,1-;,:··.• \.'i,·.·::·:\,. ,, · 
• 

1 
' ' -~ ' , .\; .\~,l',! ··~" , .. l 1 \ ·r; .. ::'.\·,': \ "' :;_ • ' \ , ' 

. i.denti:fil th,;9,'i speicific~ nqn .... ;financi~l -.fa_c,t.or1:1 that. have 
.. ·, .... ;,•i~:·, ·~: ... :·., ·"'"· .. ·.;.-•. ,,~; '~ it 'rr· .'1~,'1' .,. "' :f' · · 'I '· • · ·.i.\("._::~.: .. ,1, • ·, • ..: • \ 1,> .. .... : , , • ·· · ,;,. 

1
; 

·· bearings :wi th; the.: '.growth ,P.;f',; _l'J_ige):'iail,: firms;, 
. .~ ;· .. ;. ~ .. r~· -~-·. . \ ' .. ,'{. . \ i ~ i , . ,· .' l , i. ' ~-. ,... ~. •• . • . ':: ~ • , ·.: • .' 

In designing our questionnaire we take cognisance of' 
', ' > ' 1: • ~ ' ' ' ~ ' r \ , ' 1 ~ • • ' :r .,, . ,·. f , . .'. '1. '•:, r l .'' ' /1'.; 

the fact, the~ business o~j~ctives~may vary"trom one 
t ' ' • .' ,·i.., ~ ', 1 ' \ ,, ~.,' \ ·'-. ' ' '. 1 i . • • • ·.': ;, .. 

company ·to another ..... Thu1:1, · we··asked .. our respondents. to 
,·· •, ' . 'i; 1'. ,: . ,· ;·~ ' : r ' ' • • , • , •:;-' . ' 'i, • ': ' r ·:, , ' - ' ' I; - '. ; :' ., • . . li ' '.'. 

. ' 

indice te' the ·relative' imtportance of' 'some suggested ' 
' : • i_ ', ' '· • ' ,,'•,\ ':, , a' . ". : : • , ', .Ç, • • ·:;, .'' -~; ~ J.' ",: ' ' ;, : ,..,. ' 

business objectives ~vhich We!!:.borrowed -from. th®. iiteratur~ .. 
:• ••1. •\ ' 

00

•4\,:r:•·\ >'.,~, '.· ., • k• :,.,.~·lf•, ·'. ;, : '"' '•. ; • ' ,,, ;·, 1
'~ ;' }'\ ... '~ ',.' :. ',•::-.,:·,, ' 

We. consi\ie.J:'. .. su_ch a., question: ;oel~ysnt .s,ince, wil~i_ngness 
~· ~!·,, I'•' ,· r ,)r 1., . , ,I,\.;,\ •.'·. ·".'i·.•:,-·./,1(•., ·y:•., "'.!.J,J~ \ '· .. ·\'~.'-t 'tf ,i+' ,, 'I' . 

to grow should .necessarily b~·· ai primary· business 
'\ \ ·:,, ' • , ~ '( .'•:·::,·· '1°· '· .. '. :-..•'.-,,,\ .. ·~ ~ •••• ,.· ·~·· \•'~/~/~ ~~. ~·\.i"'·. 1

• ' ., •••• ·,.,: 

o:bjective or a, : .. fun0,tion: of, .. · other. ra1·t~rn1;3ti ve, 0 bjecti ves "' 
.• ,,·.·i-, • 1.,, :!.. .·• ~.· :0 \·!,~ ,: . ·:..\,f ·, .. -'1 ... , ·1 •.•.. ,·. • .• ··:·· ... ·:. :· • .,. •• ,: ,: • .r!:·: . \:il l. ,·: ., r· ... ., .. 1: !~. ·: -.~ ... ''.> )·. 

On the· p:r•emise·: that the res,ponding · firms ·have,. some· 
' .. '; '•, ,;:·· \ j • • , ''., ::.:-i:i ,.: . ': . . . :, . . '. • ' i . '. . 0

!,' .1 "'· . ~ .· ·, .;. \ 'i ": '· :.' 

degree o:f willingness "t o :. groî.•.r; ïJlie,. elso sough:t to · know, 
, \.. ' , • : , , , •. • , , , \ , , Ir, ,' ' , , , , r , , , l • ~ '... 

. among· rnther thing_{:l those :: fae·torfF' .theyi conside~· as.,the 
... ' ·,. 1 < ..... ' '; ., ' ' . ' ., ;, :(1 ',. ' .. ' ' 1 .• ', ., ., . ' ' ·. . ..•. !;<. :h\\,·'' 

major··means· ·of,·,achieving· groy.,th·· end t.nose :factors ·they 
... : 1' . ' ., .. ~. l. \· ' • ' ' • • .,. ~ ,1 ~ • ·: .. , )' • '•, - ·1 ,'. • ': . ,, '1• ·1" 1 ' • '\ •••• 1:· ' ,, • 1' '.'.. ' , \~. '::, : • ',, " ' ' 

.. _consider as· the: major hindr~nces · to · growth.; . All our . 
• "\ .. ; • ,... ·., : • i. :,. • ' ,. f' • ·~-. '.··~·';, !i>":'.{'11' . ···'\,\ ·.· .. ·. i., • •. , . '. ' ~;-'-. 

questions. have s.uggested .. ans-?1e;r:3. which the, resp,ondents 
' ' •:;, ••• • • ,~,) ,,1 1 '·, : '! · .. •' ·,. ·, '· . ··,1·.::;-','i:''.·· 'j ·\:' '. f;, \• • '{, l1 '* '': ; .. ·~ ·~. ·~··J,;\ '~···,,··"· . 

,were,. asked to rank as. v.ery- im:port:a~t, _impoptant ,, 
t',, .._ • , .. \ ·:1 •• ,. 1 ,•: • · ' ,, ... ,. ; • i.1; ;: \ .• '•., , 

. ._ un~m.por:t,ant and .. very uni:rmpo:l'.tpnt" We however.· gave· some 
. ' , ' \ 1 \ 1 'i;: '\'·, . ~. ~ ·,.t· ·:,:. .. ' ~ .. :..'. :'.·. ': ·-~ i•1•\ 1,, 

. ,rooms for: other· possibl~ answera ·which ·by error'"_- 1,;,f · 
'•, , ... \ ' . ' \ ~ .. - /'.lL, ... ', ·,, 1, :~., ·,. \•, ,;,.~. ·, • .,. ·1 ';, ', \. -: .• '.·. \ .• :, ·: '\· .. ..i:,·, r, '. '• . . •• ', .. I:? . i .. ~ 

,, omisf=îia.n.: c.oul<l.. have .qeen ~xciuded from. the· suggesteci ones .. 
\ ·, .• :, \ :, , • • ., ·. , ::.' ·.-. '1 .. • ,, • , " , '> :·~ ·:: 1 • ;: ;: • • .• ••• , ' ' : • '\ 'i 

1 
·,! 

' 

We ., ~lso prov~_ded two: empty .~harts.f, one for,':\:the · ·. 
' ' . \, . :i:,: \ ·1 \ ' 1 ! ,.. • ' \ ' ' • ' ,- ... ~ ·'' ' .... • ~- - • • - ... ~ ' •• , \ ' 

profits and· Loss · .Accounts· and the· other for· the Balance· 
·, ~' ••'~!'/1,'\,'p'>, ·/ 11<\ • ,1 .· .. _.\ ''.· .. ·~,:' \•:, T ,,•,.:;';,•, : \• : '1, ~,•} 

Sheets, f'rom 1970 to l.985 .,. The ,.:,és'sê'nee· .. o:f thi·s · was to 
1. ' ' ':, ' ! . ' . \ ~ ' ' . ( .'' . .. - ~· . . "· { "\ 

' • ••· '\' .,! . 'i' . • ' 

C?~psre ~~Qrmatïpn f'rom :th,e. 'prim:siry source · wi th. _the 
,, • • •• • ,, 1 ,.:. .,, .... , ,. • : ,. ,r·. . ·. ,. .;·. . ·~. ,-;-, .• J , , . ., ,,'' , :, • : .~ · . '· . . , 

~~blished. ones. · This ho~eye_r;. was .·hot poss~ ble be cause 
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A facsimile of the· questionn®ire is in appandi~ , .. io .... 
.. '·. 'r : ', ;, ' ·; !'}_ , , . ' ' ,'•. : ; ,. i '' ; • " 1 ' ' • , '; ' ' !-, 

. resp..ecti ve company sli.:cret~r~es ~: ··the· st,atu·s of(: our 
' .,' ,, ,:,• ''•' : ,, \o. ,:,, ' \• '•: 1 1' :r 'I •, , 1~· , ' ' , !,','',-:: :::: • ,\' 1, ' ' ' ' ' ' .' ,,-· t' .,~ ' ·,. •' •\ ~ ) ;,, ' /•: .\' ' ' I.' 1, ; : ' ' ' 

resp.ondC:l;nts .vari.ed .. v.ery vddely , .. wi th· 15 :.( or . 35 ~.?%)., beip,g: 
·• ; :.,_ ·.i, ..... :. ·,. ··.·<- .\ .. ·'; . :( .: : . ! •.. ·· ... ~'·· ·\. 1· .,. ·~,...i\ ~ :-:'r .· :r i.: ·t~ :. "- ;, ; .. ·.\ ..... : ·d -, .... ::...,. ·\· .... ··'!'· ~. ·! ·-;1 .!, \. : • •• ::. ••• ~t . ~:r,,. ·_.;,.:.F~:-. ::~· ~: .'~~ .• :,} i>' ! ~:": ~·: . . 

. · Ac.c:ount.ants, ... J.2· (or 28:.6%) ... ,Gomp~ny se.cretaries ,and fü 
~.,': 1'' ··.-.:~··.::· :_. ,7·•.· 1· : 1~•.\, '·\'1''".'. ,(k<? :.~', ·:.• '' { ."I'_, '.~.;, .:(/:1., 'i,':,: \ l,,,,>'J:1 _', : ··. , , '·~::: •. ·· )'1, \, \ \,.:_1 '.' ' 

(or llo9%) ·Persqnnel-:Managers .... The·· rest .are .made. up of . 
'. .' :.,,1(,,,11, .• ,•:.·:, '', ',,\. ',.''";Î.,,.~~· .. , .... ,,:il-\; ;'"' ·•;,, ',, .. , :;··-.. ·,. !' .,,'•(, •~, l ,t- ::'',·~, •• ',.'·,1:~;}1.:.I/.'<\'·' ,~\. ~\:< ,•, .. , ,, 

:. Managing ·Dir.ectorsli. quality con:trol officers; · .. administrative 
.... :,,.·,:· .... .,. :;,,· d··::i,, .• i1:1~ ·~·'',Ï.: .. )'",:.'~ ·.;\.\ 1 •',• (.· • . :~,·,,.···\··:.\.,?··1. 'f,:' ';'1.: .. ·<~\\,\"":~·\)~\,~ \•'''i··:1,·~ .;~ 

. offic:er~.;·,.and / tp.~ir :equivt!.)l,.®Jt?.jjS<in.9.ther ·of.f}..ç:es., 
···~ 'i'' ·· ·1; .:·\·'r·~{ '1., T ,s:·:, .·' ..... ·\t ~ ·i~ "• ;• ~I • .. -·~; ·~ ·,, '"''( '-r· · ····,, '(i: ~._.:. 'i-·( ·' ...... \ .. :. ., " 

C.onsidening· the· status of thos~,.who cum.pleted · our . 
,,, ',- (:~ . .'~-~.>,.:,., ·\·>_,·· ·· -t.',i•, r.~·· ~ '1''::' :, ,' 1

\ ·-. '-. '. ·1,. 1'1:,·,: .; ;, ·~.·'!'':•'.' \ ,t;, ',; i·::' ~;:J·,'r?:-:1.~_;\;•:\ ,',.,. · ·, .. ·, 

.-. · .. ques.~:ionn~tre_s 3, :i:t. appears·· p=!-,eiusi ble,·t? · jµdge ··.,thet the 
'l .. , \ ·: ···;;,,:i,: \, ·• .. , ·,·, ,~; ,..,,, ' . :' ~· ·:\ 1/. '·\'·· :' .~; , " '•. ;\"',·,, •. •, .~/ •\., , .. , '··, \\'· '·:. ,\ ·, '\

1 
:\ ·~:~.'"' ~~ "· \• '•\ "'.:: ,,U, ;, ' • . 

. response~ are· reliable .to ~ cp):iside~@b:l.e e:xtento, . · 
··~1,:~• ., •; ,.: • 'lr ,, •: ç t •1.) \. ': • :

1
,· '• : :,., ·,, ;- ;, ~: :· ' • ·I, : ' Ç .. : {"', .. ;·, .:'. 1;, ';' ~1

., "ii/· , ' . 1
'· ' 

· Our· mode of' an:ralysis h~s been the· semi,-9-1,umti tetive 
;\ •:;, 'l ", 11 · •°)'• ,;' ·· ·~ , ·'.~... ': .. ·-r ,\, ··· • "1 \ •; ,: ,. • •' ,.,. /"'1(' •,, •·,: ·,. '·•:· ·• '! {' 'I• t~{ '.:; r: ,.., '..'. ~r. ·1::f 1 .. '.~:I ,, '\, ',l. }•, 

, t~chnique · of' Ci!h8J:".ting th~ res penses.· in ·f'o;m o:f fr~q:u.ency 
.... , ~ :..-~: 1,., .. ··: ;".,. ,· ,, ·;1'. ,., ';:· "··:? '1:·• .. "\1 ~, 'r ,· "..''!,' .,_ ., ·1:··,; .. ~··t ·i ·r ·t· ·; ~· ~·-~ ,t·t.·1,i !,' , . 

. t~.bles: and reco,nciling the: nesponses wi th. the· anhual 
'_ 1',,, 

1 v, ,: 'r ·if ,:r ·, >··1f •,,, : , \ '1; .! . '• '·\ ';,,..:. ... l ' , °>"'".,:l, \~ 1,,j' ~-. '·,,,'I '·'; ] i,~,t1/ ·:· ··: • -- ·t ~'! :{i ·:1' .. ,, 1. ,'{ : li,"'' ... ; ·'.· ..... f·· ·' ... , • 

reports of !E(ome, companies and some gov.er.nmept rêports ... 
... : \ •;. / /'·, '·1·11:• ~' ·:' /' ! ;.'. ; , ',.. , ,'. ' ! • • ,' ,,' ·, '-. • 

3e3 .!~!get·Indu§1ries 
·.\t, l'.,;·, °Ç"' '\· ; . , ~, '··~. ~: !,, ~''. \'•A; . Jil, f:' :'.;:,,}\!, ·~l! ;,';_, 

Niger-ia has so. ,far· followed the '.classical route ·to 
""•, ' " ''. ~,. / ::;, '. ' :'.•· ., '•. ' :;., ' ' '•· '· ' ::• ' 

1 
'•, '• ' •.' \ \' e' •' / ;;"• ,'.- 1 ',' •, <:; .";' 

industrialization which is· import .subs-ti tut ion strategy o 
; .. ~ :·. ·., .... ~-•. :, \ '• ,·, t;, 1 ..... , - • '·.,,•; \• ·1: .. , ··: ~~.·· \ ': .,· ·. ·, \"\:. '1, .. ', /··~ '! ·. ·: ., 

Our semple· of firms f'all wi thin some·· manufac turing · l 
' • ... 1 ' ' • • ' • .' J' -~~ .'·: :~ ' ' -. '. ' ;· ', 1 ' :: ·) / • • ' .• ' ' ',.., :' 'i. : >\ ; \,'. ' : • 

:lindustries that come under.im.port";'substitution.industries .. 
... . 1 '·. " '' ' . ' ',, ,' ; ' . ' . ·, . ' • . ·.. ... ' ' ;, . 

Our restriction to import substitution :iindustries is 
'· •I 't ~;, ' ··.\ .,:. ', ' , ,j , '.' ,. . • , ,: .",' ·: ,, ' \ '• "' ·, •, ;,• , ~. : • 'r . . 1-

1
,. ', • 

. based: <?P. the fact that .. the Nigerian :iindus'b.rial 
•• '1 .. ' .. • ~ ' • ,·. • ,, ,'. • .. ,, l,i 

p.oJLicies: :fevoured. their eerly establishment,· and thus, 
,! . / / • , ', '• • ,•:, •, ·~ ' '· ·~ :,. ! ·r _, , , •, i_., ·,, , •, • , , ,,, ' \' ·, • 0

•, , 'i • '! 1/ ,., , ', Î •,' i ' ' , 

they have · passed 'through anough · length of' ,.time.·. to 
' ·., ,. ' : - 1• •·. ' ~. 1 ·. ... ~- ' - . ' ·, . '-'t - .. ' '. . ' / • . . ' ' . : 1. ; ' •.• 

. experience. some meaningf'ul expansion, and in some· cases_. 
' .... •· ' · · · \ ' ···, ·• ' ·ti' .,., ' '• ·, ·. .;_, ,,. :·· .'.,:, 'r 

1 
·,, ,-;,' \ ·~ 1 • •· ' , 1, -. 1,_' • ,, ... • 

decline" 
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Spec~fi,cally, the select~d ind~~~r~es ,a~~:. ~6.~.~(~oft · 

Drinks, Footwear, Textile, .Fooà end.:Food~·Processing, 
., \ -,. . ': , ), ', .:' • • :1 ,, , •.' -'i ... , •. ' ·, '1· ' · 

-
Chemictal and .. Plastics, Cement and Build.ing Materials, :i 

, • < , • 1~ ·, ,, l.' .; • } 
1 

> , • • •• ', , •, ·~ • • ' ; ",: •-.; • ~-- -:· ·-,:, .. •• 1 • •,. 1, , ~ 

and Eaper Products o Table 3ol indicates · the ·v.alue· added:. 
• . ... ,·· •• • • /, •. • 1 ' t '•, ' '•1 .' ', j 

· and employment generstion of'. theee .. industries as 
' ':, '', "· ' ' ''i ' -: . ,. ' ,,· ,, . ' ' ' . : ; . ,···,., ,. l 

perc.ent(.ages of the tot@l of the· manufac~uring · industries: 
• . . . . ' . ··'.·· '1,'" /' ! ' ,'• .. _ 1 . . '·.,. ,' •,' • 

in some. selected. years .,, 

. 
' 

\ . 
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Beer and saft 
drinks 

B'o@tue~r 

Textile 

Food and Feod 
Processing 

Cernent a~d 
Iluildinj 
Materials 

_Chemical and 
· Plastics 

Paper and 
_Paper 
·Preducts 

'Eeta.l 
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Table J,, 1: Y._alue Added and Employment Generati on for Sel ected 
tndustries for Sèlected Years 

1978 1980 - 1982 
'· 

Value Addecl Employinent V2lu0 Adcled Employment Value .Added · · S. Empl0yment . 

,. 
%t6'.ge %tege %tag~. %tage . %tage ...... %tage 

Actual of !ctual af .t.c'tuàl of.:: Actt:rn.l ef Actu~l ef · Actual of 
wooo TQtal 1 000 Total 9 000 Total iQOO Tetal 1 000. Tot~l wooo Total 

.. 

-
- -- . 

322352 14024- 16215 5,.31 944962 17e 69 32169 7.;09 517499 13008 '16682 5&06 

4931 
·-·:-

29985 1 ... 32 1,; 6~1 39595 O,, 74- 6198 . 1.,37 101617 2o57 .~. - 13204 4 .. oo 
J2J424 14029 83720 27.,40 . 455063 8eJ6 Bl.1-149 18055 5'1-6455 ~1Jo81' 514-83 15 0 6'! 

- '-.~ -- --· .. ~- ... .. 
-:.·-.-~::.:.~._~ .. 

327095 '1fl;a45 47394 15051 302806 5.,6f 41·156 9o0( 546455 1Jo8L 51482 150 61 
-

. 
115716 5 .. 11 1555l1- 5o09 20792 Oa39 3272 Oo72 127926 Jo2J 3330 1o01 

- -

4.-91079 21 .. 69 41888 13.,71 799654- · '!4o97 62818 1Je85 32--1205 · 8.,70 2J246 7 .. 05 

c;cnq2 2.,61 717!j 2ô14 7 (Q§J 1,/f'i- · qq21 2.; '19 1QC$11 1.,00 718(} 2.,18 
. , i 2200670 1668843 73"71 216877 70.,97 2639955 4-9,,26 239685 52.,84 56..,20 166617 .50!'52 

.. 

NOTE: ""l'otal @f all Manufacturing _!ndl_rntries 

S@urce: Federal Office uf Statistics~ Industrial Survey 

--~ 

-
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For .o.:ur sec:ondary. data, we hti.rve. relied ma~nly on .. 
' . ' ' , .. '. ·, .· ..,.. .. . .. ~ i: ' : \ .,· :.: ; ~·. : ~-. 7 ·,. ~ ·" \ ·.: ·.' ·: \, ~ ·:t:1 ··~- ,,, ', . ;: -~. \ 

the f'our awaillable. edi tions of'. N-ige:ri!:'! · Conrpany<Hendbook,h 
,~· " •' ', , •, ':•. , 1 ·,, , ' I ·: •1. ·- ' ., ·:,., :\, / ,' 

1 
• • • ; ;,,, •• ,, ~·· ' ,{';. ', ;' ... :.,, • ,' "Ji .. ·;, \ . ' 

1
1 

~ .. pu:p~~?:a~io:n ,of:~,: ,f1,"~~~~c~, ?,?~pa~r. ~~-;'?Jv;.~, ~r,rio:1!t1?~her 

thing_s in the publicatio:n · of~' m@negemen~ · bo.oks .. and 
' 1, . ' ' •,,' '· ' '·:" ' ',, •.:• '1· •{' ...,, ,• \ ,;, ' •'.' i1 ' ~\, .,, ',;1 !, ) ', o 1•, t,• . ' ',f ' ''•1 

business consultancy,~ Jikonzult Management Services 
'. ,.., .,. • ,'•• ';, '. ', ,,, '• ",\' .. ' ·•,.:'.··,\'l,' \ ,';, ;\ '. ·: .• -. ':, '', :1, '1

1
' ;, •• ;, •;• '.', ' ..... ('t_ '•\" ;°';; ~- ·~: \•,:· 1' •} -.. / • • ' 

Limi ted ~ · The: first edition, was · publi~hed · in 1980, . wi th 
·: ' '; 'r .: ~ ' . ' I,' t '· ; ' :: 1 • ~, l ,· .'.,' :, , ' ', ' ,'. \ . '· ' .• ~; ,: :: • ·> :: : . ' . ., 

the published\ figures sta'rting from 1974, wl:1.ile., the · 
.. •. )• ,' ', ~ ;:, :,. •,•(' ·,. :l ,,1 ,·· s. .. ' ' • ... , '· •:·'.. ',', ~-, 'i :·, ~ ·:i1_~- .t: ,.1, '\ '"'..-,~ ' , 

fourth edi tion contains relevant figures for up, t.o 1985 .. 
, , • ·- ·1 •.• •• ·: 1· ::, • • •·. • , ·,.: : • • • ·... • • / •••. , ~--•• ~ •• : • ·\', • ·-.. • t. • ..... , -~~- .. ~. •. ·, r. -:. : -; .... 

Thus 1 : our st udy covers · a· peI'iod of' · twel ve ··years .o: : The 
' , • ..... • • ' : 1 ' .. ' • ~- ' ,. •••• • ;, ' • ..... ' , ' ', ' ., 1 ', ••• < ··. , il' ::'· ~ ; 

0 ·, 
particular period covered by. our s.tudy is very important 

·, : '-~ ' ... _ ,, ·, ·,. • \ ... ;i ', ·~ , '• :'( 1'>•. ': "' 1 '• •.· .,., ''., ., ',1• • ,, ,,, . .:'. ::• ,, ... ' ·-. ••• ~;.' ~ '· 'i '· :/'· ·',· \ - ._. 

in the ·economtl.c history of Nigeria because · i t "COViEœs twô 
' •• < • < I , ~• ',, ' , • L ~ : •:: 

0 
\ f ; / 

dif.f~~ent. ~hases, ?f .1?1:lfJi~e~s .?Y~le°,_- Henc~, we.~i~.ide 

. the whole .. perio..d into two sub-periodsi o The· f'irst 
, , r \. • •. · .',, ..•. ·, ',.·1 ... .- • ., • 1•:, \'. , ,, ·,\:;:· .. ·. ,.-.,. _. ·,. ,•,. :.,•. :, ,· . 

. . while. th~· s~cond, . . +-~f~"'.'?5 <::i?!.1.19ides wJth .tp.~ re<?~ss.ii:mar;y 
. ·' ,. ··: '"'t." :: ·, . ··1· . ··,.· : ' . ····~ï ,·. ? ...... ,." :. )1,, ·l~:.'.(.-i'.(,'.',' ' ···: '", "' \:''·.·.' ':·:·.·:.:- '; ''":·.:.·,.:. .. "'? ;' f • .:.·t ., : . 

per.iod o Thus: . ·.W.e . are. s ble ,·:t.ê.r.: ac:.c:ess: the· .:i.:m.portance .·of· . ,, .. ·· .. ::. '- ·.: ... < ... :. , .·: \( .. , .. , .. . .. ,, ':·-r\:/·. .. . . '.\:.· .... \ · .. 
, each: of:, the ·qprp.orate: growti·{:.detarminants>identified· . 

.. ···v': . , : . ·~:~.,:... . : : . . i. -~ ... 1,, , .,.. . : . • .• •• ·.: •• • ... ... : . •. • ·, 1;. :... ........ ., , ,· ". 1 . 

. . . 

duririlg each • of' . the .• two. phesès o· • W.e · l"egard .the. ov.erlapp:i,ng 
• • , 1~ (. • • •• ~ ,... '•, \: ' 'i' '· "' .' .. • ,. .• • , .' , ~ ••• •.''· , ~ ;;•, '~ .. •. ' 

peniod 1979~80-as a transitionel period during which 
e~ ', '~ • ; ~ ·: ,, •,, ' '.-', ,,·, • t ,'',, .',· =;• .l ·,,, ·\'' • \ ;.. · î,' '11 :: :, ,. I• •' • ' ' ; ' •.i· •· 

there were· still traces of .the boom but th.e :f'ull impacts 
•• ', .• ', 7 f ' • t ' ', '· • • .',> .• .. ,\ 1• '·. ,,,., •• - • ' : ' _: :' • • • • ' .; :·; ', • !' . ' ,•. · .. , •, .~· ~ i (,. ' ". • 

of'. the rec~s·sion were not ;ye·t being f'e·l t" 
' '• , •'f H ' ' " ' •I ( ; ·,, • \,..::( ', ' ' :;• ,, ' •;-'• .. , '•, '·· ' 'l,, !,• ,: • 

.Although_the pubiicmtions are purported to have been 
• . . • ' . "· . ", . • '• ' ', • '. .·:· ' ' .. . . ,\ ! ~ ,.,, • '·· \. : ·, • 

based .Qn,studies_and researchee·conducte~by the staff 
' ·, •• 1 ' • ! '• .. ,,': . . ,, ' : '·' ' • ., '· '•. ·• .: .,. '.• ,· ;-. . ·.:, ' . 

of' trie; "çompany, , ·~hey, are not. · f'ree f'rom 
'' .·,, ' : ',1': : 1, 1:.' ",,: ' • · ' · ' ·'·1··· /. ' 

?Ome minor 
·,,. ;•, :i·v ,, 

.. ~n~e: curac ies ~,~ .' f'tl$1fres·, f'or·; ;y~ar5- , tp.~~. ov.erJ.ap in 
. ', .... .,. '• 

.1, ' 
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anomalies; since· the· differ..ences were in· most. cases 
' , ." ,

1 
.' • '.. .' •• '•'.'' ,., ' ' \ • '• ',' ,· ·:, '• ' '1 '.\ ", ; , "• '\., ': '.,' \ ~· ·,., ',.: :,. 1! ,'• 

such 

.v.er_y neglible, we:merely found the .aritbmetic meen of 
'··. ,' · . •, ':' · : \, ·• ,: .• :r '· . • ' '-.. --,• : ' ' • , . , , , ·r, 1?, :,.,· ·b , ';- -~ • 

such ov,;erlapping figures.. In cases· where · the d::i.ffe-nences 
., ·, .,, . . . ,· ' ' •, ., . " ! :·' • . ·:l . •1 ~-. 1 • J. .,, · ... : 1~- ,,, ·, ,, . ·, . 

. cross-checking.the·CqI"..rect.figures 
~ ,,,:. ,.··: ..• ·-·.: •. . · .~·,.~, .1·:,1:\r ;;·~,'.: ·i···r :.:.:.t.,: -,·· ', ,: :' 

we:had ·to exclude 

the company concerned~ 
'' . ". . ' -. ''" : ,, '• : ' ,, . 

In v,iew of the fec.t thGit. the .figures· from our sourc:e 
, '.• • . ' ' ' '• ', ', . 1' '-'.', , /' ~:. :" "' '· •I. ',: . ' ,; ·•. ,,• '. ~ .;. ,': ,i; '. ·,, Î :::. ·•''.', \' ',, ' 1 , ·, ,: .. ,,.. 

of drata correspond in most':. csees; wi th· those, from;. ·the. few· 
'';:. ,'• 1 ·,, . '\•,'.f:1 '\O '·~ .''. 'I ~! •, .• ,' • '·> •·: :. ; ' '•,, ·. 1,, ~1 •'' !, 1, ::,, ':, :• .' .' t. ~-. ·. ,, ''•. ':,, ·~ .,"'.1,.'.,.,\ ,, ' :; 

av~ilable: Annual State of Ac:c:o.un:tJ:J of. cnm:panies ,· we 
':.~:. ',·'.'.' ,.;, .;. , ~~ •. ,·:.': .• \ ,', ·:,. 11' 1!, • ~ ·: · ... :. ·~. '.' ·1..1·,·'. • ,: 1 ·.~· - ·. '1. ;,., .. ~~ •. t',, ,·\, .. 

· ~a~r:~l,·· ... ~9,U?\,.8,9011.~ .. }~~. ,~t~~~~i~i~jl, of, th~ :9"~t'a_~·;,; ~ :~~_1, 

we were able to identify 82 cnmpaniea whose data mre 
. .-. • :,. '\: ', 1· ' •' ' . ,'. 1,;~ •,.._ , ,, 1 • c, ,- ,' ·. , , -. .>, ·~ . , . · 

us~able"' 

' ' 
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CHAPTER FOUR 
·r.···-~ *""""'..-

-ANALYSIS OP SIZE .AND·. CORPORATE GROWTH 
~ ', ' : . \ \ '· ..... '" •,,'•' 

/ 
I 

In this chapter, we test o.ur. first _ _r1ypothesis that 
• '.. , ,: '• • • ·,,, • ' • ..•. ' ., ~- • 1 ' ' • • • • •• .: ' '. • :' ' 

there is no system@tic reletionship between Bize and 
• • ' 1 • •• • • , ,. 1 •, • 

growth of Nigei•ian fir~s. _The hypothesis ·is tested. wi thin 

the contex~ of Gib~et•s .l~w using the models presentêd 

in section 3o2ul~ 

4.,1 · Me6n Growth Rate iand Variance Anal;z_sis 

This analysis is a simrple wsy of· tes.ting Gibrat w s law; 
, .... ~ , .\ • ; 1 ' 

. and to do this we • have classifie4· out sample of· firms 
• '' " 1 ' ' ' ' • ··: " '. . 1 • 

into three ·size ~classeso Firms are· often delimited ... into . 
. ' ' . . 

size classes o~ the basis qf warious cr~teria suqh as 

. p.articulai-:.' range of :financial figures, .the .. ~ype ·of. · 
i' \ .. • ·.: ,· ' i, ·-,·.· . : , ' 1 '·. 'i : • • ,.,,. ..••. · 

management struct.ure,. and the. number,- of: p.aid .emplo_yrn.~nt .. 
'·' ' ·, ' . . :· ,· ., : .. <·: ; .. _';> . .'(., :··~ , .... ,~· . ,~ .. ,,"''. "·· ' .. ,., . ;:,· ' " ·, ... , .. :~: ··· .. :·1 .' ,,;:.' ·.·.:··., r, ,.,·,,·~~.~ ;', . ~ 

.,_ Ho.we,iJ(er j_ :none ()~ _ thes,.~:-. cr:iJ~ria is o.f'. llni_ ve;sal. ·. 
. . .. ,\ .· , ; ,••' ,\ ,,'., .. 1:. ''.'", ·' ' .. : .. :·: .· 1 ··,i. ·· ... 

acceptancco.· In perticulEilr;·_giv.en the temporal.,:varie.tiÔ-n 
• '. '. • ( ", • ' ', ••• •• •• ·.' : ... • .''. ~ •• •• \ " •• , .. ,' ~ ·: ' ' .' •• 1 ' ' .: ' ' ··:- t :';, '·1 '., • • 1, .'. l '.• .••• ' ' 

in Qrices', f~nanci~l .class_ific::~~ion .requir.e regular 
1 ' •• 1 1, \ • • : ( 

0 

"( , ! • ' 

r~yi~Jon if. jjt is .to b~ ,~~nipgful in. the context of. any· 

_pa_rticuTar _ ec onomy o . For exemple in· 1_972, the tern,i, small -

scale_ industry jjn Nigeria.wssdefined to include·all 
.. '.' ' ' ·. ' "': . · .. :··) }': . ' . 

ma'nufacturing uni ts .. w:i th a tota-1 ·capital inves..tment. o.f. u,r 
{.\.:'\· ' ' '' ,·, ' ', ·-, , .. ,,1 ' .... : ·; . ' ,, ·.,, ,-,,·;.,- \ :, ··• 1 ·.· 

to ffl:60 ,POO and. paid ._e~pl_oyµient: o:f up t o 50.,.Ji-ei"sons., . 

·1, ..... , :•1 

···. 

1. Fe,cler.ation o::C Nige.ria Fa_cilities,and Opportunitie_s·· 
. __ for Starting Small- Sc.@le Industries·r;" ;FGP,. -1750 

·.(.,72)_/273/15DO· 1.972 p .. 7~,. . . .,:" ':-· .. · 
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.. · Howevier .. at .. 198~ curren,t;, prie es, this upper .. limi t 
. . . ' ·: -_' {. ,.~~ i . ;. ·:· ~ ~ :; ..... ,,- • j ' ' ••• ~· ... ' ' •• 

, of ·c:.ap,ital.investment .is such·th:lPt .cannot be··regerded:aar 
. . ' . '. .. °.,',·\''~. 1.. ï-;)1 •,, . ~\ .,.,{,, •, . 1. 

being ·realistic ,, gi·wen ,,the .. rate· o:f, pric,e. increases" . An · .. 
. . ' . ~ ,, ~ '· ··~\L·1.: · ;,·.,· ·' '., ;. ' ' . , . . . • .-: , . ·; . ' : ; 

r ' • , , 

' upwarœ revision is app@re,ntly __ i?e~i,tab~e ~" 

; Apart fi-om tempor•ral veria:Jtians in.f'inanc,ia.l def'initions 
.i ' .· . . . ·•S ... ' , . , .. ·, ·, . il '.. • • 

of firm.:·~iz:~s , .. there; rare::@).sç,, Viilri.~tic>:r~s·: iu.:~he defi,nit.ions 
• • • • • 1 ' ~ . ' . ' 

gi V,'@n _, by,_~ diff.e ;r.f?nt, . fin@ncJ~iil. ·J11-ô t i.~ ~ ~ i.on@:: :w,hf ch· ha;v ~· 1 :·t 6 . 

·do .. wi th.i giving lo~ns,. to.· b.us,ine:'il~' esta blf,~.l}me:;rits,, .bqth·;.on · 

· jntern@tio.1nGiü' ~ind neitionial' b:;illses .. 
' ' , ' ; • ; • ·, l. • ' ' . 

In: Nigeria·~:; th~ ':fii:i@nci~l : cl~{irJ.i iiio
1
X?-f;l r,fls. ~~~icated 

al)OV,~·;; s.re ,in,:; t.~~s, o:t,. ,C~pits]{~~Y)è~·,t.m~:0-\s ~ <·:::'fhu~.,>.~,he 
'·. ' • • •••• ' • ··1 \ • 

N~éèl'f&1n·~ Bâ.:nk 1Ô~.;:comme:r.:{~ · ai1d fn~.us.try, .def'i,µes·r.~µi,@11 

. sc@le f'irms, EH\ those. wi th:, capital inv:e·~~tment of' :ri~t 'mo.,re 

thaS,'lJl?5i9$ ooq, .· med~tmr sc~*e · firµiei. i.ilre .,t,ho~e,;, .1f".po~e\, .?~~t~;al 
.. 1 ' . ), ,·-

inv:estment'/ f'.~1:t·.:,b·~t,~een, .M7~0.11:aoo.: ·and.:,.~ ... _:5.:,1ni+,µ.?~ }"'q~le 
. ariy 'fi1,n; that lhas'.:~, c~pi tmi/investri{erit ,in\ excess of' ' ' 

" . ' . . ·1 .. ' , ... , ·,.,· ... ' . .: , ' .· ' ... ·,, ..• '. ,. 

JQ .. 5. mi.ll~o.n.,is, rJ:gœrd~d rasi !l;!;:large s9a1è· :firm., 2 .:· The 

. 'Nigeriail' Industrial .. Develop~ent'. Ba,nk: (NIDB) :' .def'iiled: the 
. , ' ' . ·. J' .· ; ., , ' ' . : ,': 'I ', ·, ' ·• , '', 

· sm@lI/mediµm.·sc.ale, firms es· those'.' v,~i~ch capital inves.;tment 
, , , : :,·, ,, , , ,, , , . · , ,. I,' , . , ,"''1 •.t. ,: • ,·1,' ' 

.. of·,i1es~ .t13:~(~t.}.1al: ALi.l:l:+o:q.., wh~let~ny firm.·
0
.witJ:,1.: ~a.pi,:tai 

• ' • • ·,.·· \:·:, r, • , 1 ' ,• .' •, '', 1 '•, : • ''• ! . /'' ' 

::ïinv'.e:3,tment:: în e~es; of. ':w:t million. wasr .regarded' a~ a 
t '\ • ' ' L ~. ,'' 

.:Large scai'e. firm.,., ,Th@t W@S hmvev.e!' whe'i{'"the · naira. and 

3 thé 1dollar,-were .at' pero 
. ' ' . 

· . 2. The Administrative. Mansiger.9 , NB9,I Akl,'\.ne 
. \ . ' 

3"' : ,The Ec onomis:t » NIDBl/ . Aku;è 
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_Ur.ider ·. a \l.oan agre~~en\. to:. finance,:!. si.n_all·. Sf_a.le 

.. en~erpr.ises in .. Nige:i·ia~· .~he· donor. count.fY:,· Cfep~o.sl,q:?,~~~e 

' d"e:Eined'' small."·scsle f'irms; t~· be th~se·;,.with: capi tsl 
; • • ' , •• , ~ 1 ' ' ' • - , • ' r '' '· 1 • ' , ! • ,, , ~ ' ' , \ • i: ,' ' • ' \ , ' • ·.,' • • , , ' : ', - ' ' ' 

· · ·,outl8y, of:. l,~ss;: ... thsn .. N10·· milli.on.~ ·.HoweV-;ep,·:. Nigeria· prei'ers 
I' ' .. , • · .', • '" ' " ' ' ' "· ' • : , ' ' ' , ' ' ! •' ' ' · 1, ' ' !; : '"J .,• ',• •,.:. • ' . '' . '•' ' ",' .,,: ~ ' 

to gi11.e a d~fini tib~ )h@t·.·hes: a. :t:ar less: ·upper .. limit .... 
' ,. ' • • ' 1 ! ' • ,, • • ' ., • 

It i~ then cle@r.thmt firme are classifie~ into 
: ".· . ·- , .. ' ':~····~ ~; /. ' '1 ,_;: ,1;,.f:1·~. ·. •1,' . '·, 

various size, classes. ss . .found. convenient· by .. ins .. ti tutio,ns Q 

·. '. ·. ' . . ' ·" • / .. ,i ' ... ' . ·. ' . '• .. 

, Most of .the.,.firms in ou;r> sample f'all .:.withil1. :.the · 
• '. ·,.'· ., . l . . ' ' . . . ' .. ,·' ••. ·:,· ',· ' 

... , me~iu..m. s .. cale .. a .. s .. ,cl~s~~fied by. :th~, N13,C~ ~ .. For .. anaiy.;tic.a]. 
'·. . - ·~ . . ' .. '. : . . . 

convenience :"We .· ha,;,e_ .classi:fied·. our·. samp::D.e.· of;. f.irms, into 
. . . ··1 ... . . ,. \ i .. i_. ,. , : ' .. _-:. ',_ ·: = • \V., : . <· . .-.·.1,·..... ... . .. ;' ,, !, '. ·:· i '! .. \ 

three .-, small, medium: and large .. 
(\ 1 \.... ; • • ' •• ! '('"'-

.,,t,On_.the .ba.sis :of. their· ?Pe.:1,ing .si~_es 11 , w~ .. d.~firl:r:\.S~A,~~l 
. : ' , .. 

. whose, turnoyer is l.ess .. ,,.than1.N5: ·mill:Lon,. med:iwn· f:Lr~.$-,,-are 
' , . ' . •• - • • t : ~..,:, ·,_; • 1 '. 1 ·:· .:·,.,.· ,. : • ' ,;1 . ' ' 1 ~. t·,·· ··~ 

. . " . . . ,. ' . ' . '. ' . . .. , " . . . ' . 

· ... :those. whose. net. ... as,sets falL bet.w.een ~l million .. and N.3 
.. · -~ .. ,' · i · u",,:,: · '. _·:: , ·•" · . ''. · ·_ ., · ,'.'. · . ; \:: .'i./9 ..... ·> i.:•r;~~-· ~''~ .• ;:._;· 1

, • 

million or .wl-1,os.e:,turnover t,all. p.e~:ween · !-fü.'-miJJ._ion .:and 
, 1 

,; ,_. Nl2 'mil};.J.on., ... ~'.J;l.il.e .firm~ .. :who;se net. asse:1ts, ·~nd ... ~urnover 
r • ' ,.,~ •, • 

1 

' •• .,:···, •• • ' '··, • 1 . '-~ ' , .... \ •,, , ', •, \ • ,• ' : •• / .' :· '., '• • :·,. , : ',' •. ·~ • , .: ' : ; ' • j ' • '· . • 1 .. .- 1 .. , ·.:)l·: , 

are,.;~boVJ\ N5.\mi;u::.io!J: ,ar.1~·;,~12 .:_millJql} :r:~:s:JiWH:-~ive~y-:a3:'e 

. ''. reg~_~de,,~\. ~:~: JJ;:œg~.:.f.J;r'.m~ o 
4 

-. Wi th t}:li~ .. cl,~ss~.fic,,a_tJ .. an, 
. ' - . • 'I ' t , ' 

().n:z.,t~.e ,.bais.! o;t;, ,net. SS$E\t~::,,. ~e h@v.e. 18. small· :f_i!-ms; ; 
1 " '1.- , , ' • , J , > 1 "~ • , " , , 

.. 35. m,edium.. and; 2~ ·largE:' firms ?·'·· On,; the b.asis of v:turno-ve:r· 
' • • , ,.- •• · · • _. ...... • · ·.,.. •· 1 ·: i ... ·- .. _ _ · ; ~ _ · r· · ·._ ........ 

. , . 
. · wq,. have.· 20. small., ·.3"6 ,medium ,and. 26 1.a~g\:}. firms"' 

,, . .. ' . ~ ... -: '\ ' . . . '' .. - ~: .. ,. ., . ,' -::.~ ',\\: . 
, .. , :•'. 

4.o Samuels,:, ·(J.,~q5), showe.d·~that' :whate:rwe:r\ rea.sona,ble 
m~_.t,hô,c1?1s_: ·üsed,, ,:f~li'·, ,.c1a:s.s;Lf'ying · Ôf,.;}:;tjmp~n~e's/ the 

:· 1:t;~p.ing, :.v,.aries.-,y.~.ry · Ii:ttle ·~ .. : · Sée. Samuels., ,/J ...... ;.'0Size 
. : and Growth of. F,1rms 09 Revie1J11- of'. .. Econ0niic' Sttidîes ... _ 

.. XXXII,· P~,,.106. - ;> -: ··, . ,. ,,· /Y .... : .. .',:.,.>rs-······ . . . ·',, .... •:; \' 
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.1. !; The•.·_mE!_an,s .,,~;n.ç\.y:a1p;Ï;o.nc@ai. ,_of', /~P.~.\·".;l.?~.~~~JP-W,: ·p:f 
: . .-,.~··i, .... · ..... ·.-.·, '•:.;/~1·-~r'1" .. ~:u!·~,r,•,,'!'i;:,:'· '<:· .. :~-r·.-· : .. ·.J.t•.'l.·-.h:'·:·· ,·.,~":"~-~( .. ·• :,: ..•• ~::, . 

-; :··P''.f'.~,~.r~ io~.i?.t.~.- ,:C:h~139e S :_ in;: sJ_~ e.:/·::f;or )the:' tpre ~::· ~ 1~ !\ ?~!8: :se S . 

wi ~hin ·S[H'!;i.fied · p~ri~d~ ®re · prase;t·~d in T~bles .. 4_Ql to 
'. ' ', . ', :. . ,. - ',, ,, : . . ' . ' ( ,, .... '-.. · 

. ,·, 

4.,6 .. A11. calculations are in n~tural :ëhogarithm .. ,.··.. ,, ', ~-·· :'• . ;'~ ., ... ,. \···. ,.' ... ~' •.··· ... :.·., .... . :. 

M_?an ~nd · V~ril!lnc~_6:f_:_Lqgeri thm of. 
'J?ro-portio:qmt·e · Ch@.n~in·Net Assel~ 

· ··Befa,veieri' :-1974''.'. aita.·:,i9s5·.-:: · -.>.·.:: .'.\·d.:'"''··" '' ... · · 

Size Çless 
·'. ? r ... , ... 

Large 
I• •' 

• ,'. ... . ,::.·1·, ·-.~-_'.; '-~~ " '; -: ' J : .' ". '• ' '' ., •, 

Mean 

,t·, r-
. ' 

1 .. 794JL 

:D_.,3q6.8; 

,'.,: .... ,,· .... .,:i·:' .. ~ ... '·~:'.·:·l·~:'" ,!'' "• , · '~·,, .• ,i;;~• .• ,,·.:;;·' :1 ,,;, (, 'l '-1 ,[ .;~.' 

it-score 'f'or-dif'f.èrence;• o:f 
Variance\ · · me~n:s of' tiairs ·, of· size-c::TI.asses 

,·.,, .. :: ...... , .. 

Q .. 4669 
.. :· \. i" 

. 0-.,2094 

0· ... 49?0., 

• ' l ' • • • ' • 

Sm.tilllJL' and ··Medium 206332 
' '•, 

, .. .'J,· 'v,, ,,,.,·.. , ; ~ •. , :'l' .. /1 ··'' 

Sma.~]. end ~:~rge 806757 
• '; \ ' ' I• ··':} n: .). 'j. ;~; •4·,'.'.. :~ ('I 

Medium'. and Large 2 o 9.839i 
.·:'' 

,,;, ' .. :·:'·,• :,:.",.,,1,,,.,, • •,~ 1 l ... ',, ~ , 

Table. 41.o,2 ~ . _Mean· 8nd ·veri®nce 2.:t: .L<lgeri tbms · of' Propo.rt:ii.oünate 
· ~.· ·: ·. . :1 \··, :·: '·C:1n~:ü1;ses··: ''ïn" ·Net,.,A'sseta•:, ~b~twëên>Œ9?4~• ahd·;~-1980 ·.-~ ····· 

. .... ,:'_";.·'.."'.r-0\~~': .-..:·J~~.(i.:• .'h'.~, ._. .. ·~i.,:"~·,:.'-.' ;: ··. ~1.-\ :'·.~.·;,··:;' .. ? •. ,,!;ol,'(.}~·~~~~;-~'~·'.,·.li~·~~<-:.·1,,·.?\·,,.:···,:-:1·~·~;~ .. , : · 

·:,,:',1···· .~·.},:.·( 't ,\; ··1·.t,1.'• ·• .. ', l• 1 ', !, •• ·,. ,:, • .',:.\,'i,,.\:> .. ~ .. \·., .. · ,:1 .•:.;. :.· .. ·.:~ ,' ·• ,: 'I,•.,' .• 

·· · ·: .. · ·, i · .11:-score. for dif'.ferences of'-· ·. ··· .. :. 
Size Class Mean· Vsriance1

·,) \ meahs · b':.e'~ p"ilirs:··df"' size;..6:J.l.as:ses 
11---...,.,.------1-·-'· ... · '.· .... ,· ------· _. _.,. _.·,=---··-~··-··-· .. _._ .. _, __ · .. _, _ .. _._. ___ ··,. -· ·-· _ ... _ ......... --· _. ·---

Small. 

Medium:· 

Large 

Ta.ble 4.,3:: 
J: ,·· .. ''. ' .': ; •. ·. ', .. ~-' . . •. 

\ 

'• 1 • • :.,,_.. ' .... i" ;' ·' \ ·, ., .. ' .... 'o; "· ... ~.' :· •: .,. , •• •; ~· ,. ·,~ ,j. •:. ':, .... '·· • ;._·:, i 

2.,65:il.4, 0 6713 \.i:. 
,o . ' q Sm~ll and Médium. l ... ~85.0 · 

·, .• ·; ••. ··~· ···-· ....... ' .li , 1,/' .t' ~:i, ...... ·-

0066.02 Small. :.and Large 4 .. 5782~ 
·:,, ,. ,, 

1 o.7120:: 0. .. 4'481.. Medium and Large. 3o1?6S 
. ;· ,, . ·. 

' • , •• '• 1,. ,• ... \7 ·~,. ~.; ·.. t u ~·· •.. 1 

Mean and V:~ri:amce of: Logari thms of' Pro.poI't·.ionate 
Ch'ang~s-:: in' Net· :Assets,··Between ·-1979·.·and '']985! . 

.·, .• ;, .;'"' ~-• ,'i;.~ ,./•;·,,, ··~;_' ;', •:.~ ... '!.\ l•~ •' :,; : I,• •' • 'f· ' .,' '• j' :_ .• , ' '~:.,,:• (::. ,;· 

•,, • 0 • 0 "(. L • 0 .. ' ", ,, •• ,, ~ • 1, ... '• ~ 0 '. 'i ' 0 :• ' •, 1,, • ' : ' ..,. ' 1, '• 0 0 0 •• •'' ., ~ 0 0 0 0 0 0 " ', ~· ' \I• • 

t:.-score for dif'.f"erences · oit'.'' · 
Size CT.sss Mean Vmriancè' '' . means of' pairs ·:of· ·1s·iz.e-cJlaases 

'·, • \ ' •• ,, ' ,:, • ', : 1,. : • . ' ,.': .· • 

Small 

Medium: 

Large 

... \· 
Q.,3999 0.4557 

o.,6093. o.,.3425 
•,.. ,. :', . - •. _ ' '· ', : ~. 1·, .,1 

009263. 0~4276 

. . .~ ' ... -_,';' .-~ l,, ;, .•• ,' .• 

Small. and Medium~ .1 .. 7048 
1 .':,1 ·:·, ",, 

, . · êmalJl. and·. Large · 2., 8819 
·,,,, ."\' • :.:,. ·~ '•: ~; î, ~·. • ' . ·;. • ,·.,·· '·- .=· 

' \ 

MediUIID and Large 1~8419 
. . ' .. . 

. i 

l . ' 
' ! 

. ! 

'< 
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Table 4 .. 4:: 

."Si:Z:e: Class 

SmalT. 

Medium 

.Large 
•. 1. 

120 

Mean and Variance of Logari t_hms oi' Prboortio,nate. 
· Changes" in Tur·nove1"~ be tween'' 1974: i3nd ··1935. 

,. \, •' ... 't (:- •1, •• • .• •,. •• ,, '. • • ·, .,· •• 'v:= . p,'., '; l!' :'.-· . '.\ .. '. 

; .. . 't·~·s;~re:· f'~~ ,lêi'i':ttèn~nè:~s à,f' 
J\l.Lean Vari.snc e ,:' \ meens' bf'· ·pairs', of'' si0e.::.ctasses 

' ' '• l' •. • •• · • . -~ • ' • !, • • ~ • .•. , • • • ' 

-~···:..~ :1i.:• ·~·.:::,'f•' '•;''\ :, ·•.' ·" ·\' :·. ~- ····,•, '•_::: ... 

lc5l35 . Q.,5411 
• ', l . 

Small and· Medïum. . 2 .,.2251 
·, •• i, ' ,, ., \ : '· ,,. ';·_, ,, ... 1~ • ••• 

Ool372:: Small and! .Large 2 <16,950 
'· • • • :~. -,,1 .... "· \ ~ .,., 1o • ..... t. J:,_ 

] . .,0837 O·o2D62 M.ediurm and Large Oe 6172:re:-
-: . ' 

,.··· r-:', ":•.:"'·.··.:·-·.,.,.,::\\:\'1'1,l,,1. · .• ,,_,.~·:·· .. · .. ,t,\·,î t ·~•\:·. ,,,, J., .... ;\,;,:,), 

T.able .4o.5>~; . Mean and V.sri;.]nc~ ··of' Loga_2:i t:bln]:s. of Proportianate .. 
'" ·. ·".:·'· • ,.e ··" Chè.ng@w ·ïn· Tur110:v:·e:rt'"·betwee:ni.J:974 ·:.nnd"'l98ff .. · .. · 

,:,, ' I~ .. .;.'•'· . ..,.,. ~·. :· .",':,'• V•:.,-:· 1;·,:·,, '.'\, ~',' i.;: \~ •V",~
1
1:,'_.-·~ ··~"'• ·'!1 iJ' ;; ',-: '.:·::-::"i_,'.•,1t~:-,,'f;':;; ,·::.:·;.~.1,',~•i'k:? Î~ÏjJ,~~J.:)1;•,::;',,,, "\•' ,'!--t,;~1,~:·: •. ,, , , 

..... ,, . 1 

~sc.:ore for di:E.f:erenc.es o:f' · 
._s_i_~_.~_._c_1_a_s_s __ .:-,.._.,.AŒ __ /::_a_n_..,.1-_v_:._a .... r_.i __ zi_n_c_e_i éàn~ ?.f. païr~ o:i,:''·s~.ze~~~~~s.es 

' ,,,._ .'il• •J,•,M,,~,: ,·. : ':! ':- ••, • • 1 '~· ... : '• 0 "•, ·:.: ·:· O 1( ~· 1 '. •,, ~ ,, ·:;, •,, ..... , 

Sm~lJl. 
'. 

., 0,-o 7989 
··' .... ·.:•, ., 

.Small and·Medium l~,7494 
1;,~ 'I) ·,, t ' 1; ,,,• ;\ • "',:~ •\~\:·:-:,>;JI~·;,:,,:: !j :!,, ~-.•,;' ;, .... 

Medium: 
1 {t 

102977 : pmall .and Lsrge 2 o l.591 
,' . • ···:--,·, .. '. • .' • j .... ·,. 1, ·;·, ' . 

Large l .. Jl302 · 
' i. \.;, 

· p .. 8~92 Medfum a~d-Large: 007528~· 
' ·. . ! [ . ,,.· ,. r , ' ,,:.~ • '~ ' • •. ';; •· ' • •' 

, . \il r, , , .,. ~ ... , "' ~ . • " ·, ., 1i. ·, • · ..... ·: • 
'• .\ .: '; '\ "";, .... 1,,, •• ~. :::· ~ ' ' ' 

.. - .... -~ -."";' . ,:•.'· .. ,\I;•,;·,-. 

'' ' 
Table 406:: Mean and Variance of' LogariH1111s o:f Prooortionate 

.. · ·., "··' · :, ·· Changes·· in'·Tùrnover· ·betLween··.·1979 'end ·1985/ · 

s.·ize. Cl3SS 

. '. ' .. ,,• . 

Sm@ll 

. Medium·. 

Large 
... ·' 

'•. "• '•, ,,.· .. >.·( I' -••• , 
1
• 

1 
·'/

1 
,, , ... , • •• , t··,:.-· , ..... ·.l • < 

'. . .. ~ .. ( ' . ,,;, '. .;,, 

Mean: 

' \ . • . . ' . • . : ·,( '"'1~-:. ! > .. ' . - . ' '· ·:.: 

t~score for dif'f:erenc:es of 
V.~riance'· 'me ans\ of pairs·, of." sizè-cQ.asses· 

. ' ' 

\ ... ''. f • • " ' ••• , .. ~ •\ !: • '·~ ., 

0'.0635 0 .. 625l. Smsl~t al'.ld Medium:. 
·1, ·{. ,! / 

l.0988:S 
•· { 1 C' 

o· .. 2493 o ~.3292 
· ~ .. ·,;"'i' ' · .. 1 ~· '! 

SmalJL and Large 1., 69:42.' 
ï; ·:\ '~ ,~~,\.'; :· . ··=- ·,' ::, ', .;, '•,, \' •.· ·~: 

Oo.4136 Medium and.Large: 0'-9762 :iE 

·: ,',·-·. ' .. ··•·. .• .. ~ '.· .. .' '., . . .. ···· 

CODESRIA
-LI

BRARY



121 

,<,,:Except. for.,the.· .. cases·:)'.Y.it.r~:·.as,terisks, ·at :.,5% .leve],,i of 
·, ,'.:-_, ' ·'."1' ',-. ...- .. : ·-· , •. · .· •' . . '\, ' 1-,:·,1'"'' ' ' .. 

probapili"t;y.· t~er~.' is· signi,ft~an,\ .. : .. q.~ft~.J'.'.~:1ces · between 
" 

1
,.,paJ~~),,,o,{ means, in :.esch o.~, .. )h~'.: size-:--c·~asses... , 

. . t"··~· 

our. .. results; in. tables. 4.,1;-~03 ar,e;,consis~erit in 
: '• .' 1' , •• ,, ' :. ·,.- :··:.. • '· '/,~',\~./-. \' ' • • • ' ', • ' ~ .. : ·:~, 1 ·: 1 .'-.· ··: 1: :l,' ·; : ~' .. \ ··:.•· ·., .... 

,. 

All 

. . re1:µ,ting .. Gibrat··~- ).a.w:. that: a.verage· pr,,q.p?:l;':4;.~.ona\~ .. -g~gy,,th 
, • ·, . ..5 , , , ·'·. • ... ~ ~ r."-: , i' '", /·· , , ~'." , .. •·";.1.\, 1 " • · , • 

·( .. of firms is · the .. ,'same·,for .e:1,1:.·size .... classes · of firms as 
> ,• ::.' 'j ~· :;• ' ,,,, -~ ''': ,1,, •'.; • :·· j O M '1 •, ·1: ·; • O i , O / O , < I •• .' 

0 
' > 

0 

O 1,, / • ,, ,,, ; • 

. ',• 

ad.gni:fic:ant diff'erences. :.are ,J.::.eic,oJ'.'.dad:. in the mean:.,growth 
. ' • ~ • • .;., • • ·_ ,, • • ,. ~ '. ' ' .... . • , • ,' ' • i • ... . • ' : ' ·', : • 

~.ate o.~.· µe:t. ·a.?,sets,, of', ,,our· thr·e,~ .. ~~·~ .. ~-.cl~~11,.es \: Even. wi th 

.:,.th~. non~.s.ï.,gni±:i,canc;e .·of ,_thet diff.e:;sences, .. ~et,:yv.een, .the, m~ans 
. . "' - . ,. ., . . . ·. ' ' ,. ' . ·:,_~--: . ' . ·, 

of ,;.pro.p_ortJ.o~~t e . q~ange~ in ,;.the: ,turno.v e.,r'. of. me;q.ium;. and 
,. , • 

1
, ~ , , , , ,1 ', ' ,. , •• \· / •, ', , ; / 

larg~ siz .. \3"":'p:la.sses. ,.,,,the fact s till r·emains ·, that if' all 
', ' ' . !•··· .. ., 'Î •• 

·. ,,the:,fi,rms:. :~1:'.,~/S.~~-ssified. into, tw~+ smalJL: and; l.arge, 

· .. Gibrat?s. law will. be, .. refµted,. as significant .. differenc:es 
• •. , . •' 'J··. ·:", -~,: ·. , ·' ,';~··' \' lè'.,· ' , / -- '',• , ' '., ' ' .' •1.. , ' . , ' 

are:~ec6rded.between the.means.of proportionat~.chsnges 
• • , • -~ ' ' ·' / ,·, • • 

1 
, • ' , ;'. • ' ' -: 1 f '"ci iï:•{ ...... ,,,, _.,·, .. :. , 

. in. the, turnov.en·. of' J!!liltjül,. and medium,, ,anq _also between 
• ,, • • ! • • ' \ • ' , • • • ., .. 1 <, / ,',: : : 1 • ; ' ·:.. • ~ .,'. ·,' 1 :, ; ' "," • 

·The· ïm.pl:ied mean · ratio:s. of net. assets. in .1985. to .. net 
• . ' • "·' \ . ; . ',. ._'. ; ~ .. . • . • :, .. ,., 1 ·• ' •. .•.. : •• ·1, /, . . . ' • • • . . : ··. 

- . 
. \ .ass~t;, in 'J.974 :fibI\ :t'.qe differe.nt size . classes '.;are: 

, ,,. • •; ,' •,,.: \: " :1 •• '·' , • •, • · '.\ ... : •.•. 1., "· ;' •• ,I; J ,~, • . ·:, , ·, : • I_. ,·,. ,, , • •• ·,': ,•, :~· ' . . 

.. . . 

, . small, ·So,65;;,m,~,dium:,,6~014 and large~ 3a.69~ , For·.the 
'. • ... • • ,, • ,1 ••• •• • • i.;?, /:·. . . . J. 'i ··: ·.... ~;.; \ .. • :·._ 1 ' • 

first s,µb-pex.iod, .. ,197,:4~80, :,the. implieçU ;m.ean; ;~tios. are 
• • ,. • ' ' • ,,, ' • • • : -~ ,. ' ' • '1 ,/ • • : • ' • 

14 o-l7 ,:_ 10,o 60. ,anq,5., 54 whire., ,for. the, s~p,ondt sub-:-:,perio.d 
'. ' , , , : ; ~ •. •,' , ·•. ,\· 1 .• : .. • ' •'L·l_1.,'. , • ,;,....j ' '-:• '-f, •,':.i""';'i.,<'\\}:i-.',•.' .~, •.': /1n'.'.'·' .'•,'!,'•. ·.:' .'·,, '' ·~ " . 

':they.:_à~e l~ .. 4:~,~ 1,o 8:4 and 2 o.52'. respec.tj,ve]y ... ,·.,. These · f.igur.es 
, , · • • ' 

1 
,, ' ; : ,: -; " ' • • ' ' ~. ; i: . ,. •, ! .I .. ' ' 1 L , 

1 
.' ' "' , 1 \ ... 

);.ndicate, SUbf.:l.t-ari.t,ial·~ 8:VŒr~ge . grqwth·. r,ates>.f~r ':the ;·,:firms .. 
) . . .. :: ::1:,·· ... :,~. ... . . . ·. ;.. . . . ·, ..... i. ••• 1·. r: 1·.;.·· ,:.: .. 1\~,.. i,. \-..._( .. :,· . ~··· .. r: ... t:. i;.,: .... 

,..The se.: might have .,.,b,een:,e::irnigg_~ra.te.d by; .. ,;the. rat,e_: of .. inflat.ione 
,-· ' " ' •. .r-· .. , .·: 11:- ,·:.;.•, ~. j--~ •• >~·''/ • •.·,.--,;.:'. ·;:''<,{,'_.'" ·. (:~ : ./ .··· ~;:· ' • :\·:,,,./., { 1;,, '.',. ,1·.1t :,:~ 
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:., _;)~he . ~-~~~:s,J·~e:q~'.· i.s :l;'Ç!Y,~.a;i.~,1.·:,,4t.~,;.J:t;,Pp9..~~er oL, The 

. :iimp1:i~4. µl,.E!~.n,·,:x·~~.;i.~;~ ... fo,!'·· t~~;·:,J.ong;e~: ;J.~?~~85,,i.:P~:Pi~.d.:-t.are 
, '(/·,;;-;•;.-' : ... 1., '•. ,,, , ,.:'· • !_~,\..~··· ·' : ' ·. , , .. t •• , •. , • • ff'' '• ~ •• ":, '.";';1' • J •. '• , 

t~:i,~: ... P't,,·i~1~.°. l,?::";.a~ët~,;?:~9.~:.·. f{or,: ,t~~:/t,,~:~1e· --~~:~i~,7~:~~,'~::~ .. ~s ~t,)·.rPr.,>the 

.. ::,f;~r:s.~\:,;~.~.p-pe,.r:~ ~ a\·'.i::t_h~~-~\a~7.;.·,r}p:~~\~~:;~~? .6~fa~8;;:/~-:~-~é;;i ~~~: f'. or'' 
. ,,,;the,: s,e,ctm.q,, .~u,1;,~.P.e:~iod:. they,,/ ~re> l.o.~9)1.:,.~o 2~,:·li~nd1,;l,o 06: 

' ·i1,··:,· 1 'h ........ ,,,;\~: f::_····'1.,, '·:i:,·: ;(·' •f ',,. ' ., •• .... ~:·,,"''L!, ~.'··:"\_,.,~d'.1·'i\~~','' 

· .. :-ees p,ql~:!'.é ly .. 
. . , .. ~; . . . . . . •, ' 

•: 1::,!or\ ·.th~,;,::J,?,~g~r ,,~:~iP~i?.-~:~y-}-~.74~.a5 .. the. av e~~g1~::.::.-~F~,wth 

ratés 'oft:b.tith-:m.e-t â.ssets·."'t!lnd.itupnqver. aq·.,Sh.OWr,L;' in,,,t.?bles 
,' ·J • :.,,:··,, ~ .. : ·· 1\'·. •1'. • .-.· "4/ . , ·.,·" i.~ · ,.) ·.\!.""' · 'l•::•:r.1~-·-:...; .. ,,., · ·,i, .... ~i· ·:· ·• y' ··r.-:::1 !,_.:... \ -. ·_'.~:••v,'.r.;·\': ,Y 

-· ,, r • • '• • - ' 

., 4-o 1 a~.d: 4 ~4;· _p~.'S;lqy..~_.tiv:~,ly,~:: :f.or. .,:th~_: .. sm~l~}~,.~~:~,7:c_las~ are 
·, ··:· . . . ,.. . 

~ .. : :,p.igher.;/th@.Ajthe.t: of, .~e:1~um; si~~"'."'.~"~e~.s .. ,~~ic.b.:~n:J~17~.- a:re 

,.~ ~l;igh~r·,.:::-t·h@n:.',t,ha .. \ ~f\,th~,,:)•;.~Fge_· si~.~ ·pla.séo ,i,t·'';Çh~~i::,.8,PPSr.ent 
\ . . . ., .. · . \ . . ~- . . . : .:, . ' ,, . . . 

, . negative -re.~at.t,onship between.;the .. size; .. ;:~ri~.J~>.r.opor.tianate 
. :. ' 1 • .. ~ : , ' -~···.,;' ;:-.-~ '; '.' ~' .. , '·'ï' ' • , , ' ~- ".•', •: \:: .• , ·;_ ·.. ,';_: ;:-:~/,' :. !•,1-lff, ':::: •/ ; •.. :,1 '. : . .,, , ' ... -· :··· ', 

'i:· chang~s. ïn .si~-~ i,\3,,:· ~.o.r~ .,g.ronqun,ce,,~, ii;l.\,tl;~.;,.first/,8-,-q.~~P.eri:od1
, 

... ' . .. . 

.· .~ -1,9_?4;~.0., ( t.a b;les:: ~ ~ 2. :a:14/ :1,.~:5) Qo,,,', He>w.~v.er, ::;.tli~:·;}.;,(:?,l}.Ct.:Ylas 
r : ' : •' • ::_ ••• I ", : • • O • ' , ..<,., , L •, ':---:;... ' • ' l, ' •• •• , ' •, 

,:., ,.F;ev~~~ea·: in ·the:: s .. ~cond. sµb~l)e,l'..iqd., .. 19.'79.-89._.,.(ta,bles '.:4:o 32. 
,, 1, , , '" :: ' ·---··· ·'. ,. • • · 1·" ' ' " ! ;' .. 

1 
'. • • ' ' ,-~. ' '."'\1 '.1 1 

..... and,,4i ... 6) whicri .for most pa~t;.,,f'élJ.. ::wi.t.n:i,._:q;;,:,the. pi'::~ioçl .o.f. 
1· \ t • l,., ,,, t . • ' .• .': \l' ' ' • . ., .t• .. !~ ''. 1' • ·,,,,,,I,','' ' '.' ,.· ·,j.,l!•t•·,• • 'i:, ',, • ' j ,'! • , '. •.: 

... e.conomi,c;; ,~e?;::i~}3io,n_ .. WA~~h. ?ij};<~rt ~n .. ,;:~:9-$1 o 1~ii:ic,~2:~/l~J2~~1.Y, 
. . . · :. ,·.,· · :.-r .' · ·. · · 1 · ,.,.,_... , • 

. the.· growth ra.tes ... '.w,er.e,)~ower, 'in.,the. ise.:cond.-:.sub'."'."p.eriod · but 
,'•• .... · . ', ••• ,' ·, . •. ',... '. . ', ,, '. . ··'\·· :· : .·:; •• : ;· ·., ·,I,"· ?'.: '.' •, 

. the. big~·ep:i,f,iJ:m.~>.r:,~19}:>,rded a:ve::s~~.~ ·.l}~gher· ,propor:~:f ~nate 

.,, changes. in, s.ize o 
·:,"1 . '" 

... ,:.The. v;,ar..iance.s. do·. not, maintain any .P~I,'.t_i.cµ.lar ·.pat\epn, 
',• ..•. .. i':; ·:. . · .... 

exc,er{~c.}ha_t. in ·mo.st,,' c~Eies,.,:·,the:' m~diUill, ~it~.e-cla~.~,:-~ec9rds . . . . . . : ... ' .. . . ·. ' . ,, . '• . . 

the, 1.owcst v . .ariance" We · also · obse~V/e that . the ~ariances, 
' ' ' '. . 

! • '. ' ·~... ' ..... ; • ' ·;~. ;": J.: ; 1 ' 

· ,are.··1g!9neral].y_· ·].owe:r in· the sec:0nd'. s:u,b-p.erio.d, t_han · :i,i;i. ,the) 
• ' • • •• • •••• • • 1 .... ,: ,, • -· ,,.. • '·' '; ,: !·'•" •• _ 

f',irst'c '.sub:-peniodo . A: bet.ter·;,pic.:ture · of\.,the. v.ari@nces is·. 
O ,, • " O ':... • '• '. ',, 0 ,,_ • ', ,·,. • " ,•, •,.,,•,. '! ..... :, ~_'.-,::.,1:. ,','' ~,• ' 1, ' 1'• O O • : ' • ),, O < ' C O • • • 

... · N-:-:,J:·;1/1 ' 

preaented, in $.ect.ion 4o3 below .. . .. ,. 
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· size, .. -,eithel" _in· te.rms of .net .sssets or in t~rms of 
. . ' ... , .. ' '.. ! .. ''·. : ;, ' ~ .... ~. '· ~;." ,. ' ,, ·: ~-. " ., ·, ,, ~- ~/ ~,;. r;, .. '\·· .. ' . . . ···1' 

- turmover :alfffects ~~e_:gr~wth of firms e:it~~:i:-_ posit .. ively 
,,,\.,·': '...:: \ - ., "\~···-.''i, ·.\1 ·.(,.,_ ·. , ,. ~. '•··· .. ~ ·~· .. •, : .. 'i·"·· ·•· .-, .. -;-\•) -,.~ ',,~· 'i~/..-.-.-=~·-·.'i;:,~~~ ;: -..,'.,: '.,:,.' .. v .. :~ ·.. . 

or negatively·;,. depend_ing on the prev.ailing_ ec.nnomic 
'- · ': •. _: ~ . } :,. .. \., 1; ,.\ :•; \.',; \:;' •,', .,., ,!•',: •,.•, · ,··'-.·· ·. .... ... \·· ~· · · i, .•·'·/ .· ' : ·. . ·-~: .. ··, \ .• •, , 

c.ondi tionl) wi th the smaller firms showing the tendency 
, ., ~ \ / '··- ~;:·,'~L' -~ ,, .. 1':, , ', i î' ·- ,,,.... ,,··; ·J i. •· -~: .... ;,.~·M . ., ,,.•,,' "i,,ry .•• ~,:./.tJ1:~ ·~ .. . Ir 

to. growth;faster in a boom and.the bigg~r~firms showing 
... 'r h·\•1":,,·:fl:: ·:...";:1·.r' .. ~; 'l-~., .. _: .. ~··,,.··,·.:! .. ' "'--'·{···.'·;;,•' r .... :~!"1'::r': ·~, .. :··~- '· :,,··"··,·1-1"- -....... ·~· :·-~:~-.:..:~::·.·1 ... ,.-i._, t \. ·.~ . .'~ -. ' 

more ·resistance.~nd the~efore higher growth rete~in the 
1_. '. • ·:. :-. ' :' .... 1, · ', •'. ~ \ '\ :ii, ·~! ,, , "'i •,·, ,·,. 1,_·· ... ''r ', •• ~ 5, 'I, ..... -... ·: ~ ·~- . , •• •!·,~· 

dif'ficult times., ·To ·know the -- ;:ic,tu:al: p;r-op~;t't_ïo.n . of' growth 
', n, .'; \~ :~,· ·','.'.,J'.',, 1 :,. •t; ~, "!, , •, .. ; •" ',, \•~>',"; •• ' \t :'t ';,;,',,,' 'l• "~,' :1 '.•: •,,. '.: ,:•• • , c'Ï,·'/ ;, 'J: •, • ' 

_ that is accoun,:t;ed for by size., ·we ,examine. the., c_oeff'~cient 
I ·, (: : • • ," ·,, '1 <, 1 ,,,.:·\. ' f ' . • ... • "-~. •, ,: °; •,. •r /~' <.:t'' ··-;, ,. ,,' (•• 1' '.iÏ' ,, '•r,,<',• ' ' \ '•,••-, ' .• ' ,",, : ::',}:' 

of' determinat:iion in Section 4~2 lh:elowo 
. . . _-. ':·'' ,. -., __ ,·· ·. -,. ·:,; -: .·· . ' :-·.\ .. ---

\ 

Regression Analysis 
:f ..... ;,,: '\ , .... ;: ":··,..;:; ..... ,(,.? .. ;"~ ·:;'.' •. ,' - ·~:··, ... 1.i~·~-;,·:·,· ::·?·-'· · -~ ....• :,. ,, -·' 

.Beyond ,fi:r:i~ing the mean growth. rate .~nd v.arianc~. of 
1 ' • ' 1l ', •) ' r '., ''1l '' • ',_ , "I ' ~ .... ~ ' ' '•1 1" r;i ~ \!• ,t •t ,11: 

dif:f'.:èr.e.nt. siize-:-classes j we · also sought t o. ltnow the 
··· - ·. : ':-~, ...... _ .. ) ..... - ... ~: . . · ... · .. .,.:-_ :::: .. -.:--.<· .. ··:·:·:. ·,, ,-· · ... ~:: ·· ;· . -,. ·.;, ...... :~) .... :.\. · .. :i:: - ··t,,: ·\\

1

• ,.: :) \. ~·;;.:_:\r{· . · 

. pi-•o:po,rt-+an. of. the m:ean 'growth -rate,, that may be · acç.,o.unteœ 
· '·, , . ·· ·i; ·('. , l ~"' ,,, · ·1.r,J,'-, i:~.: ... ," '; ·::· · ~:,,''.,,.~·::·7' ~-· ,, ,. ····~;:-.\~~ -~; , .. ·;,·,, . .. . ··~.·. ~· ,_ :: .. _ 1··, •. 

for by, size.,, _- The -question/.is ,,_ c:211'1_ .t.he, dif':tte;e~c·es · in the 
.. • . .· ·r ... . ;:,. ·1 .. \~· .. ~ ·'.• ,.· ., ·,.~1 ,,,..·1, . ;····.',\::,·:.•:···,. >-. ., , "~( ·-, ;·:\,'\ .. \\,~y·~~ i, ·1, . \: :,.,. .:. ,', ·1 ~.t· . 

. g:rowth rate:.recorded in. Sed.tion 4.1 be attributed:.to 
·:,i'· · .. _. __ : ,.··· ~. -~:\·'···:::._:-·. ',j• .. ..,.,.,: .. ;- "'',_._.:~-::/:,~.!~~-.... ':,- ... ~~ "'·\ ' ..... ~\·~· ... t! .... \.::·:.·~- ~.-·::,:-..·" 

differenOes:; _in,. siz e:s -2.er · ·s~'?.:· - A -- direct. way, of answering 
.... i!, ·• ~· .. ·.., ·1~. ·:·, ... ::,, \ .... . ·-.~~ :'.'.,' ·:·' ; : ·, : ..... ·.:1~. \~; ··1~ :·0 •.i~·-77(~"· ..... ~. ·:, J" . ~ .. · :_ ,, :ï \,:. )··~, •' ,· •,;{,},:: '.;~. ·.~ ·.:;' .·:~•t ,·; ,i,: • • . ,'' 

the-. qu~stion is ·through, the_ estimfiltion of equation 3.,6 .. 
. .:: ·., y . .. _, ·~·:/' 1 .... 1 ' .~. : '/. i" '\' : ,·' 1'. : ~. ·-~- .... '".: : ••• : 't •:. ;,, :.:· •, • "': :·~ ·•.•. '.':~.-.-~ •'-;, ,•;,,,:· • 

_vn;d].e. the. magnitude of'. our' regressi'.pn. c;o.ef':fi'icients are 
!. . . , .... \ .' :.; ·. '• .;.·~ ' .-: 1 • ,'.': ---~· ·:'' . ,. , .. -~ . '.:,...: ...... 1 •• ' • .•. : • \ ,··,.. \ ,·~.,. ~ ' 1 ... ,'':; ').,, _:)• ..... , ,.: •••• • .:.· .. ' 

. relev,ant_ in ei ther, confirming · or re1'uting the resuits,J in 
·- ,·. t"; .... ~. '• ' t \', .-. ', _·;~ . ··~· 1.,:',;;•:., .... :~· ·\."'· . ., ''., .'1/!•"7 ,:"::'· '-.~- \ "i. ·, .. : ·,·'·;,, .·\._. '.t. ',_:_. :•.·::~· ~~J, ·-'-:,, ::,::,i. ·: .. ·~· (~1,-. 

· S~cti,on 4 .. 1 the coefficients of determination rev:eal -the 
... · ...... \ • ·~-: • ... ·: ' ... ··1·: 1t·,··:~·.1·: . ."':t:· 1: ··~ \,'· :_:· • . · t ·~· ·.:. : . .'·~··/n :: ·-, '::· ...... ··:: ~;~ ...... l:·~ _ _-.:. ~· :i:-._. __ J· 

extent to which jjnter.-fï.rm diff.'erences in, growth. c:an be 
·1 ', ~!• ,·~. ', ,;_;:,:r,.,• •:~·:•,;: ' ..... ,~: 'I; ',, \,._, ,,•·, --~ .. :.·\1•'~,' -..,,,,. / ',.'•. '• ·:~·~t. '•<':~,• ':~, .

1
~ 

e~plsin'ed b;yy size • 
.,. ... _ .1' . ' '\ :, • • ,., ..... '• • . • 
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The resul ts of our regression @nalysis are pres,ented 
. ' . '· • . ··~, . ..,. : ..... ; ., ., . l}l • , .. ·. • : ' ·~ ',.. ';: ~ . ' \. •., .·j • •• . • 

C.iDnstant· 
· .• \ ' ! ' ' 

·: ' , ~ • ·-, ,' 7· 1 .... : ..... • ,1:, ,~:. :' ,, , ·~, • .,,. , ..... •)•, 

SrnaiJl 108341 
•. ; .. '1 

Mediiwm 2 .. 5J.2.74',. 

Large 3.,0Z85. 

~. : . · .. ' 

0.,827 

(0 .. 206) 
·, : ·r. · 1; ~ , '~ , , 

Oo,785 

(0 .. 242) 

0,.75p 
~ .' \· 

' 
. ( Q,,,JL74) 

'' ., . '·' 

F 
',,, 2· <·,,;, ... :., ·':·· 
li:; 

.. /.,, 

-.i •• ' , •. l • : :'• ',, ·), ·•. -~- r.:_:.J: .·· : •.• 

:·.Q~}~2,~ 
.: '•\l- ·:.'" ,'. ! ·'': 

0.,.29,5.; · 
:;-..,, 

,. . .. . -:. ;~ .. ·r· .. . 

Note:. Figure in parenthesis are the standard 
· · errors · ·· · ·· ·· 

·-

Table 41.o 8 ~: _ge_g~~sïon Coefficients o~ .. ~·~.p~As80 _J;t~ _1,ogNAs74 
'. '•: .... \ ...... :~:~. .. .... : ' ...... ··- . . . . ' ; ~, ., ,. " ,' . . 

Size C].ass Constant 
' 

Small 30438 

Mediuni:. 2.~ 58.3 

2 e 9:84 

1 ' 
'' 

00791 

(Oo.190) 
.... ':. 

Oa.238 

. (0 . .,376) · 

Q.,,820 

( 0.,..233) 
···_;· ,· ,,', .. 

,', . 

2 ·r .F· 
l •. :·! ·,. '.'; .- •• \, ,:·· . • ·,, •r 

17..,249; 

0 .. 0].6i. ,.Q ... 402. 
. , . .< :• . 

12.,415 

Note:: . Figures in pa~ent.hesis are the .E?~_andard 
'· .. erroF.s. . .. .; ' r, • ·,.. ' ';, ' • ' : '. ·,•·., .• , .. •' 
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Table_ 4., 9 ~: _· ._Il~_gressi?~. C~.e-~r~,:.i~.1?-~.~, o,f',.}__017~~,s-8 i5::-,,~~. -~~~NAS79_, 
·' 

·~. 
, .. ,, · .. : 

2 
"'.; ·: ,'...., : ..... 

; ! ~ 

(3, .\ r, F 

:•', ,'' 

0 ... 472 S:rnalJl 2.290 
·'. -

JLo 053 

., (0.,222), 
.... ' ... ";i. 

Medium:.. 1.,592 .1 ... 108 O .. lfüt 
··_,.:.·,. 

4o43 
• • ~ • 1 ' 

.,,, -·. 

(0 .. 526) 

2021.7 1 .. 047. Q.,46~ 
r . ' ... 

(Oo 204.) 

~-~ •,', '•. , • ' ' • ·: .~ • • \ : ... ,., '11 •• ' 
," \ .. 

Size~ G].ass 
' :.,.,' 1 . 

Small ' 

'· 

er:r;'ors· 
Figures in parenthesis .are .. the s_tandard' 

,, . ·, ·,,,·,\ •.' ·: ·:' 

. ..... ' :• \,. 
' \ ' :• 1 ·.,, • 

i aànstarif . . . ~., '., ' '. 

1 ' • 

.. ' 1 --~ -:.r·•--,., .. , ,,_, •. 1,,.,,r .;, ... , ·~ . 

-1 ... 5].2.' 
','• \'• •·, ·"-·: '' 

, > . O.o-,50? 

.'- ( Û·o,231) 
' , . 

. ,.: . ..::..··: 

'. ·,, .... -

.(0 .. 212) 
:. :''·i' j' · .. 

•:' 

,9-~.y~°,~- · ( . ·-~~;o:559.. 
1 ••• ~·' 

' 

, ._ l.,arg:e:: 
i, ·:: . ' . \ 

.Oe:?51 

. (O_o.;30) 

·9o4 7.-9. .. 22:-0978 
.. ' :;, .~"···. \ . ·, ,' ,. ,' .. :: ;~:-:. 

-.., .:.~~-:--·; "' ,,,._,,. .... ;'!· .. 

1·,,,·. 
-~ .......... ' 

. : ,Noi~ e :.,,,, ,.Fig:ures .ïn .. pa~ent,b,esis, .. ,ar~. ,the. st.andard / 
. ~ ..... · . .: ., \, . .... eI'J;?O+.S:, .. ·.... ·, .·. t \'·l·.t;:,-·v-·.··· : -' ... ·,.: ·.:·\:~,,_:·:·;') ,·:~fi( : ·· .. 

,\ 
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' .. 
2 --

size.Cl.ass " 
Ç.'onstant (!J r ·- F 

,,, ', ., 
" 

Small 2,.,806 ·,.,, 0 .. 837 . ,Q.,.339 12.,871 
,l 

/, ·.··. •: 
'· '' ·-

.. \0 . .,2.3~) 
" " 

Medium -1.,232 00869 o .. 5J.8 26 .. 902~ 
~' . . ' ' _, : 

.. 

1 
(Q .. 2JL4) 

-' - ' 

Larg~~ 4:.a,229 . , . O-" 6..87' 
f A.1 /~;., .! 

•, Q,,.433 ]9,.,084. 
·!!··· 

(.0<>-157) 
·\. ,, 

~ ... ./ .: 

1 Note:, Figures ïn pare,ntheses are the 
' . - ' _ standarcl.. err0rs · 

Siz .. e, Clas.s 
' ' 

' 

.Small .. 

Meq.i\:un 

Large~ 

..... :•· .... . .. ' _,..,. ,, ... ,,,:' 2 \, -f.'/ 

r· . Cons.tarit . . , 

. :' . ,,,;, .. 

4 ... 741 

2}.,,5DJL 

: .:' ,..,,,' ,, 

, ,_lo007 

(0.,.291 

: J.: .. o ]. 7 :5J 

(0<>504:) 

iQ.~148 

OQJL08 . ,', ' 

. 1 ;]i5J.:_. ,, 0 .. 3.08 

( 0.,,_255>) 
' :,, 1 ,,,. 

1' 

F 

,4 ... 360 

3 .. 02..0 

. 11 .. 148: 
! \ ·' . 
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, With tb.e .. e.:xception of the es_timate. of (3 f.or medium 
. ·· ... •, '/•··:."::,r1,.7,·'·,\.-.:.,,-.. . ' . ' : '-·· ... ··. 

si~e.-c-J.ass,in .:t.able .~08,;,·ell our .crnti.m~~es,.:of (:3, are 
• ' • ' •. : ' ' ~' • ' ,,,,.,, j ' • • • '. ' • ' ' . • • \ ' ... ,', ·' .r '. '1 '' ' . 1 

·.·· sign:i'..f'i.cant .. at 1% .l01;el o . The fact: that, ,al},,,.,the t;'.s .. ar.e. 

less<th@n 0IlELin Tsbles 4 .. 7 .end: 4.olO. C;orro:bor.ates the . . ·,-;,. . ·,.· .. '" 

result$ ·in s:ection. 4Ql·, ,th®t .. ;.foi: :tlJ.e longer.t~me .. p.eriod~ 
' ·,· •, . . ' . 

1974/85./ th'e·: smâïici;, :·:tirmra' ·~h@wad ,a,highen·.Jendency .- to . 

. expand :in :.te:;l;'m~ .of .both net assets a,nd ·turnovero,· .,. · 

, J,;ntereE\·.t'tugly, to0:; ·the. resui.ts: __ · fc:,r th~' tw6 auo-periodffi 
. , . . . . . 

. . . . . 

supp{l)x>t · the earlier sinaly,sis. be·c~~se .the, e.stima,tes _of 

· in T:ables 4"8:. and::4oll .mre ... ·:all \le~s:· tliàrt,.ope, .. for,:,the 
' • • ' , ;, , ; ···;- .. • ' ·: ,, ... 1 I \ 1 ' , ,,.··; ! • ' \ (;· .'' ··': ·. ' :, ,. f 

first. sub;.p:~/r.iod: and -.grèater: .ths~. 0ne·· in T.ables 4.,10 ~and 

. ..cl:612 ~.or ,the· s..e.cond: sub-period o 
1' •• '· • ',, ' • - •'' •• ( .' 

our" co.ef'.f'~cieri,~ . of'. de;t'e~i:p.in~tï6n» e.spi;;.ci.all;y. in th.e .,c.ase 
•••• ' • • •• • ,, • • '. • J ••• ' ' • ' • •• ·- • • '· • • ... •• • •• ' : •• 

of turnover o . In 1, ~J.1e!,. q;é1se·, 0f: net .asse.t$ ;w._~e,r,e .•.,,:t!le,.,.v9:lµes 
. '• '··:.·::~.- _· .,· .·: ·.·.~· ·_ .... ·.···: ·. '• ~··· . '', ·: ... ,: ·!··-~-··. '' . ·. ':,• ' . '. 

,,are: .:f~irlY.i.JJJJQ_J,"e stable)·. a:p0u:t.; :11,0%, v,.arJ?.tJqp.s, tn ;cur:r:,ent 
:: •••• : • .. ... ~ , •• ; • 1 • • ~ • • • • .' ' ': •• : ' • .;·, • •• ·' •• ~ ·: ·:_ • • ... •• .' • ' • ..: •• • ••• .' • '·- • : ... • .. • • 

.size· iS', acc'oµnt,able·.f'0r .. byv.ariatio.n. in'.p;r-e~.;ious size..., 
' ·., '' •; '! ''!' • .. •' .; ' • , 1 

',•, • , ' ' ,, ' ',. i' , ·.,,' I, \, _.,i,•'~ ' .. • ,,' . .',, ' • ),l 

It. is ... only in .the: longer, period. that, as +nuch as .about Oo3., 
. . . ,, . 

is recorded ·for the medium. size_-,class. while the .v.alue ,is 
, \ ' ; , .' •. , ' ' '~· • • , I \ .'' • ' t • ' • : • ' ,1 ' 

not, signifipa,nt for.th.e .first sub-plepiod ... (F~~~a~is_tic.s. is 
/ • :·.. : :.. ':.. . .· •. . . ·. . . . , , .•. ·~· .. t., l~~·<i·.'·. '·.· . . ·' ':· "·'.ï.:: r ·'~· .. ~: : ,. ... 

. 0 .. 1!:0,?) l),. i:t ±!s. as ].ow. as:. 0.,,15: in the él.e.p .. o.nd. ,suq~period" 
. '" '.• ' '•' ., ' 2' ... 

. The :v1alue. o.f'. r,,· is J,:ess stable .. a_nd m.ore.; .-y,aried/:. •Ni th 

. turnoV©I'.o F'or .e.xample, .. wh~le .. the,; -w.alue. iis, a~ high .. as ,5096 
.· ' 

for· the medJiurn si.z,e-class f'or. the. who;Le · p.eriod end. the .. '·, .':··· )'· : ' ' < : .. . . ) .. . . . ,/ ','• . . 

firs t, sub".""".P~.~:Lod:, i t :iis. a~, low as a 1:Jout.,:J0?6_ in-1 the . '·•,, ... ' ' ; ' . 
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. (3.e.~ond. sub-pE:lpiod ... For the: smsll s~z·e.-c:lass; the v.aJLue 
. . : ;\· ... ' ~ ~· .' . . ,' . '• 

~,anges~ b~twee.~,·],6% for ... the longer· tim:e perio.d,., and. ,ab.o.uit 
- ' : . ) . ' ~· . • ·.• ' ' ' '.... ·t' '· . . ,, 

3490 f.or .the first i suh:-:period •.. For the JJar.ge · size-class·, 
" ' :iit range.s, .b..e~v.r,een._,3;L% for the, se:c;onq sub.:-:P.~7ïo:d·:;a~d, 4L89G 

. . . · .. ~ ·,. . . .' . . , { . 

fl:or. the. Jlonge:çr pe:n.i_o-d "'! 
• ' • ' ' '", '. ' '· ''· ! -~" .~ :·: '. • •• ••• • • • . l• 

·. W.e: ~xpQ.ore: f.ù:r;ther:. ïn ... t.he nex.t. sec:t.;lion if. signif~c.ant 
' •; '· • • • • • • • ·, • • • • ;• • • • -: J • ' ~ • • .- • ' ' • • ', • '· ••• ; • ,; ' • ' ' •• • • -·,; • : • ' • ' ' ~ • ! .. 

di.fferenc~m,,aç'.[:µal]y :exi.st> among ·. the· v,a]:µ.es ;,.es;timateaJ. .for 
' • • • • • • • ' • 1 • 

2 ·· .. ' ·. . . .. 
JE'· · b.etween pa.irs .·. of. s1ze"."classes ~ using . ., the ]\·~ra~'i.o, 

.<.descrio.ed:.in. Section, 3 .,2 .. lo 
•; '•J'. -.., '-, 

·. 4.,2 .. 2 . ,,Chowt's·,T.est':. \. 
.,( ~-.; :, .. 

: ·.·'.: ..... ··.: .;: . ... ; 

To tes,t·~ whether.: the set; o,:f ... estimated .relati.onship,s 
' •,'~al ;. ,, • •.:.~ ;,.,'! • '\ "•,'• ' ' • ,,C' •. , : ' • • 1 • ' ' •' '4 ? ; ,,: • 1 • • ' 

. '-'>'.(~-'," ..... 

,i:n each. of .. :;t~,bl~S..;''1!:o7 to 4ol2 .œiffèr:· . .sign;if'ie.~.ntly <us,i,ng 

.,:J:.~P~J ts .. \e.f3)~, ,}{t; pool~d. ·:.th~.,:.c1~t·a1~pairs.:,:: q:f .. s:i,z:·~t;:_;~s:~.~e .. ;; . 
. : ,aria.' ·~st"i~a,te~ a. ~:.~t\ 0f, e~ua,tians, (ee.e/ apperidix:,'2) 1Nhose 

' i '" ,~--·\':', :,·"• _'' •. , • ' ,. , :., • ,' / , ,,, , \ , _: .';' ';,\ ' ', <·: ,, _i • ' ' , , ~ ,1 •, • ".;•, ·,';., ) ' , ·., .' : • •• : : • ·-

s um -•of .. , s,qµ?.I'.El,S,, of'. .. ,, ,e;t',TOI'.S/·;t.~ge,t'her: ~fth···:th;~::.~µnt .. of,. sqU,8!6S:: 
• • ,.. ·-· ': ., ·: • :. • • '.. ·: ' •• • "t ·- • ' ·; · •• ' ,: • • . - • ~-·· ,,.J ',: : .. 

·, .:,, .... ,:, 

·-: .. o:f; e.rrors :: ,0f ,.t't!e·,. è.qu~t:\.o~S.,·:-Ïn, ~ables. ~0 7. .to,; 4: .. 12,. are 
-~: ,'i_ i., ·. ' .. .- .. ~~: . :.1.t,·-.\~ •, .: ,, ,'... . .,,_;'., ":' •":,··:,>ir'~ ~-.~ ··c .': •·.·. ·. ··. _.-... ' :._ :·:; .. ·, ....... ; ~:·. l;, '. . .,. ·.···· '.· '.' 

used: .. in œQ.nJ.P.11ti:ng-:;the,,:F~statistics fui. Ta:blès; .4 o 13 and 4o l4~ 
1 .:.,. '":~··. ,•; ~ ·.; .... : • '.-''/.:\. • • : .. ··.'-;. : •• ·,. ·.: .: • • .·.:'i.,:.\}._;1;·. ?":'~::--· ,. ',., ~: ... :·.:---;:··-~···>·}·':· ·:{ ~!:·. : ":· '\ ~ • _::_··.:.,·j-:~·-. i.}' ~·:}:· ', ·-~ .. y.:-::.~,.: ·--:~:.. . 

,·; .. "'. :·.(r ,·. 

:.Peoled: siz:e _œ::lasses::· . l9,74/85~ l.9,7.4J/80 · 19?·~/7.5~ 
. ~; " . : ' . . • l ' . • ~ '. " ' ' • '' ,' :/•,,: Î •: V . 

·': (.·' .: -- : ·'. .-;;~>:'.'::, . . .. ' ' . 
··,..-ri-. .., ... ';.:·.,;.i\~:. -.~ 

' >' •;'' •ï,'\,,. 
.. .. ,·.' •• • •• J 

::Smra;L1· .. )r+d .. Me,d;i.11ID 
\?:·:·_~: .- :. ·'-·:· ~- .· /:; .. -· .. .-.··'·.-,.1.. ?~ ... ~--. :.;,-:.: .. l:.::V"' :-- . - . 

.· .~all._.' ari~ i L~.rg~ .. · · 
•• • • < " • •• • • ........ .!.·\"'~:):,:-. ;·;·.'.)" 

:}4~ .. 9,~~o}~~~,~~;7.:~ft-~~: , 
l • ',•,'; ~ • .'- ',' ·:,• : : • 

"··· '.··:-;, ..... . 
', ;o.,,, ............ 1-. ... ,,c.;. 

·,, :,:.:,:~·.?.!,.? ~~,?9 ;. .. ·· .. · ~.: .... ,-9·~::~~ . . :~ .. ?.~~,;!~ 
. ";-· .: '· ,...:._ ~ ,,.:,; •• r, 

.:: .. ~~2.59,:: .. · ,,;,,6;, .. 3Jj7 '. (:.110;94'.0.:· . }f ~iF · ~~:~~J, . ,, ·.:,;:,;it 
:·::· .. 

',·. 

·; ·~_;, ':·•" '.'.'. .. . ~ ' . . . ~:·. ~- . 
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Pooled: Size-Classes 
'. !•' ,, .~ ' ~ ..... : .. • ' 

Small.and Medium 

Sm@ll and Large 

Mediurm and· Large 

.129 

t \:; ' .. 

1974'./85 .. 
. ·. ,\;··.··: ' 

270053 

5.~_240. 

l4.,,909 

.. '' :,":>·', ,,• .. ·.'i,:•.:,· ... ·\ .. ;, 

1974/80 .. 1~7~/8,5. 

lOa.837 J.8,095,7 

4.9 .. 111 34, .. ,$04 

14'1.,201 
. E 

4 .. ]22, · 

i--... -· ._. __ . • :..:. • -~~-~---:-... '-~-----------i-,~----

:·Ex~_ept f'or,· the· .c:as.e wit.h an aste~~sk., th.~ F-Statis:tic:s 
.'41""!. ... 

. c;ale.ulate,d\ are ·gre:atep· tb:l;Jn,-the tabuiated :V:a1.ue ~ _impiying 
•• - • • • ·- • • • 1 • 

that ·ther,e._ 8r~ S?~gr+ificant diffet.en?es. in the estimated, 

rela1t:.ianshii.ps ,.i o e .. the eff'ec t of prev.1ious. size on c.urrent 
' . ' ' ' ' \ ·, . . ' •, . . " . .. ,, ' .. ' ~ 

size changes f'rom _one size-class to another·o, 
':,-,'\ .' . . .... : ;{ . :' 

. Our·· tenctative c:einc:l'usicm · in, Section :4.,1 ,that . the 
. ! . ' . . ·• . ' \, . . . :, • . ;-;., .. :'·· .. '.\•·, ·:; ' ,. ·- . ,. ~ 

. effee:t 0f' size · Ol'l: .. gr0wth .... ~!@.ries wi th_,·the. prev.·.aiI..ing 
{ . . ' 1 '"'1 ·.·· ' ·:,. ' ·. ' ..... :1;_} ' - .~ . ·:·::·1. . . ' ·. 

economic.: c:ondi timn_s: r~m.airis ,~alid.o . , I-~owe::v1e.:r:; the :~vâ:clence 

from our r~ is. too

1

-:iincon~ist~nt 't0. '·s~gge.;~: t~at, -~-~ze. : 
. . .. :,-.,·,... . . 

1 . ,I' ••. 

.. ·, per.::~, .~a's .. any dis,c:er•1'1Ji,bl~: sy13tematic .. e,f'~~c:t. on; ce~~2orate:: 
.: . -. ,,. ,, ~ . . . . . ' 

. g_rowth0 .. _,:.ffowev.:er,, .. ibef~q_re· we ,make· .a. ~inal.: srnnaiusiqn, on 
, ~ :"',;~.- _· _, I ,._ '" .' • :-· ·.-., • •• '. , ·' ~ • • , < ., • < '·:; , 1 I , 1 •. •• • ;.;• 

' - . ' .. 

\his .a~_pec:~ · of the. study ~- we .expl0r~ f'u.rther· .. som~ .. more 
~. t ,, ' ' •, .. ,. ' ... " "' •. • " ' • ,. , !, '", /!:. '1 ' 

.?.d\ran~:ed: .,dy~:::imics o~\ th~ .theory ef' _thE:, g;-ir,owth o:f .:,the .. :t'ipm<> 
' ~- . .. ,· .. ' 

" 

... ·-:Chapter· 3 are: . 
. f: .. :. 
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130 .·: 

{i) the distribution of the proportionate· 
gro-wth rate of firms is J...,,shaped or 
log~·nor-mal, and 

(ii) the relative dispersion of the size of 
f'irms tend to inc:i:'oose with timeo 

To examine these implications we. haue constructed 

biveriate s:tze distributions of firms showing the sizes 

of the same set of firms at two points in time6 .The 

nature of JGhe dis°t1"ibution is su.ch that wé'. now have a 

maximum of 12 size-classes in \Vhich the upper limi t of 
\ 

eachgroup doubles the lower lim:i.tf.; The distributions 

are as presented in Tables 4o15 to 44200 

Table 4.,,15~e 

' 

U) 

U). 

ro 
ri 
0 

Q). 
N 

·ri 
Cl) 

Size-Cless et the end of 1985 
1.11~~~'V":«to·e'er:·qc::r tr • oœee..,,,,_,;g:i,w,·~~ -.. 

il' 000 '- l: 'A ; B ~ C 'D . . :E .l' G R i:: J>To.tal 
~'*-~..,.,..~ ~, .. ,, :cm ,z.,.,~~.~~~-.... . 

10 

20 

A 

B 

C 

80 D 

160 E 

IB.20 F 

640 G 

1280 H 

2560 I 

5120 J 

Totol 

1 

1 4 3 :L 

:t 4 6 5 

2 2 6, 5 5 

1 3 

2 

6 3 

1 2 

4 l 

:t 

1 

3 2 

2 2 

.1 1 

g 

17 

20 

14 

6 

10 

4 

2 

·--·-----------.,.j.._--,_ 
1 1 8 9 10 21 11 7 5 1 82 

...._ ___ ,, ---~·-·-· ------
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1. '' 

---------~---• ~*"~----· -----~->-••-~.-.,,...e,..,1:t1-•-••-----•w ----·--------
,Proportiona-te Grovrtih .. ÎB 1 .<:2 .:~·4 :.'.a .16 

Nv.:m.ber.· of Fii-•ms • · 0 0 0 2 9: 11 28 19 13 

· Pro port ion ·of Firms 
""'car==-··--=--•-nt-•----=-,.an.a:=,a,;,-· _____ ",.ai.'"':_,...,,_....,.,..,,*"~._,.. ....... ,,.,,, -~------===""'"' ___ _ 

Size=Clsss et :thEJ. end of' 1980 · 
. = 

~1'000 A B C D E F G H I J. K Total 
"""'- ,-~~ 

.10 A 

,tjl 
['. 

20 B l 1 l. 6 1 10 
0, 
,-l ,. 

40· C 3··· 5· >7 l 16 
~ 
0 

:·.80 D. ·1 4· 10 4 19· rl 
. ,,-· .. · .. · .. ··; 

.· .. ,··~ ·Î ... , 
160 E '1 . .. 

(l) l . '. ·.·. 11· 1 l 15 /~ . . •, 

. :·t 
<D . 
..!:l ·.320 F. . !.•· •. .. . . 2· 2 2 6 +:> 

.. , ,· 

~ 640 G 1 .. 1· 42 4 10 c.u 

Cil 
H 0) .1280 s l Lt 

CO 
... 

rl 
ô 2560 I 1 l 2 ... 

·' 
. (!) 

r;;J 5120 J ··r-! .... 
w 

1024'0 K 
~ . .,...,..,.,.,. . ..,,..,,. ..... 

1v , ~ ~._,.~,...,.w,, •11.1-., nze . t 00 

Total l l 1 11 12 21 8 10 6- .... 1 82 . 
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~o; ' ,..,~ ....... ~.------,--~~- -----~Ga ... .-.--
P:c>oportiona-i;e .G·:l?owth 1 

-cr • -t· l ""::2 ':·..1 '8 -- .~1,., :3" ·' ... · 16 4 .... .. -
Nlxmber of·Firms 0 0 1 2 g 2? 29' 13, ... 
Propbr·t:ton of F:i.rms 0 0 o~ O:l. 0~02 0,1:t 0:33 Oo35 0~16 

q-,r .... 1 8 11 3 ~h. - il ".,;; 

The first question is ~· is · 'tlie · distribution of' the 

p1 ... opo1"'tiona·te gro1nth rate of· N:i.ger·ian :f'irm.s J-shaped 
' \· 

· ( or :J.:ognor-mal) ? 1.ro a:nmver 'this question, we· generste_ the 

àb.o part of each table f'x•om its 1 a~ part by summing, 

across it8 cliagonal(,\ For exemple,. the sum of the elemen"'Gs 

in -the 1eading di8gonal. AA ~\ BB .. * i:, JJ. 6 ~ ~ gives -the total 

steyed the seme eiza· 

owvel"' thG respective time pez•:tc,d.,. The sum: of the elements· 

in the diagonal irn:media"liely abovo this, nsmely row· A~· 
' ' 

' 
Colmnn B~ BC ~ CD Q ~" li 0 KL g:lves the n.um.ber of firms which 

on average doubled in size~ 

16 
l 

0~01 

CODESRIA
-LI

BRARY



133 

Table l7a: Bivsriate Size-Distribution of' Firms (NAS) ~~--~a,:@~gg5~-~-1+·1«n:1C-- .. r-t,:tr 1te~ 

1Jl" Oh ::,,·c, i·,~ 

Size=Class ai the end of 1985 - ......_,o,e,Q,~ 

~aooo A B C D E.· F G H I J K Total 
' (M'l'UI<~ 

10 A -· 
m . l'- 20 B 1 1 o, 
._-

'H i:!.O C 1 3 4 
0 

'D 80 D 3: 4 .S ·1 1 12 
C 

l (lJ 

160 E 1 .... 8 ? ]. 20 (lJ v 
..c: '1 

·. .µ \• 

320 ·F 1 ·5 9 5, 1 22 
.µ 
eu 

. U) 640 G 1 2 4' 1 8 
U) 

(1j 

1280 H 1 1 3 2 7 ri 
.ü 

(lJ 2560 N I 1 1 2' 3 ? 
·r-1 
''{/) 

5120 J -· 
10240 Kt l . ..,,::· ~ . 

~---""~'" t:nxm ,. ... ..,.._., .......... 

Totsil 1 1 8 7 18 21 ,:l~r:. 7' 5 1 82 
' ' ! . ~ ,,..., • _,.._._.ll"'l'Q:< wœa..,,_,. *lTl'llllt<PCWl:l#Œ""~;;stte .... .. ,,. :;rr'llr srm11 

, ., en: :s, crzrwx.:;-;a 

Pr·oportio:nffGe Grovrth ~ ;i i· -l~ ... 1 2 4 8 16 

N1unbe1" of J?irms 0 p -~· '1 20 3Ll' .: 18 3 1 
.... : 

Propor-tiom.~_·: ,. of' ... •· . ~ 
Fi:rms ·. .·,o O 0~02 o~os Q.,.24 Oe.41 0(,.22 Oo0L1 Oe.01 

SK = 1,.,613 
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- -- - -- - --- -- - ----- - ___ ._.....-...x.._ -7- --- ----· .. --

..... :,,,;,, 

. 1Jl~ 

Table 18ai Biva1'"'inte Size D:i.s-tribu"t:i.on of' Firme (TNR) -~-·------rr~ss · ---~ 
Size-Olass et the end of 1985 

N~ooo r:b~·=·~--c--··~---·~-E-.,---F-
1
~-.G-;-··"i'---·~I~~-.~~~-~~-L-·-;1-.T--o·-;-~--

1 #- (~~ ~----,--,,-.----=o=n=·-------------•:."'"S<-P-• --..o··, 

ct-1 
0 

UJ 
UJ 

' cd 
,...:., 
C,) 

Cl) 
N. 

'.'rl ' 
UJ' 

l . i 
10 A i! 

li 
20 ·b~ li 1 1 

il 
40 C .f 1 · 1 

80 D :i 1 2 
) 

160 E 11 

l. 
320 F j[ 

li 

640 G Il': 

1280 H 1 
lt 

?.~00 I .1 

il 

5120 .. J 1 

10250 K l 
1 

1 

/:.5 

5 

\. 2 

1 

20480 JL~t~,=o-'%mttrm1 ., t :=-~~tr e- , 

··Total~ 1 4 4 ---~~ 

Table 18b~ 

1 

Hum'bez. · of :. : ·\ .. 
Firrns· - _ 0 :t O O 1 ? 

· · i>-;-Jj~c:io·A ·ô:r 
Fi1"fils O 

4 

8, 7 

5. 6 1 

l 

2 2 

1 

20 14 8· ? 

2 4 8 

l? 30 21 

3 

3 

l 

1 

3 

6 

12 

23 

10 

8 

4 

1 

-. ~ 
1 j 22 __ _ 6 

16, 32 

3. 2 
. : ,'!. t,~ 

... -
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Table.19ag 

..:::J-
t--
O'\ 

' 1 

ci--! 
0 

'O 
Q 
Q) 

,· 
\1 1 

Q) 

..c 

.µ 

·.p 
co 
il) 

Cf.l 
co 
ri 
ü 

(l} 
N 

•r-i 
Cl) •. 

1 

. it~ 11.000 

10 

20 

40 

80 

160 

320 

640 

1280 

2560 

. 5120 

10240 

Total 

. 
' 

--- - - ---- --------- -··--. -- ------ -- -

. 135 

S:tze-Class at the ond of. 1980 
. . . ' r"C· 'e::reevn:mt111.-,:en;n~GôiUFNI rr:t::" ?$:% 

0

>1 •·nt,~fl#>a., dtn!XC#<tt $ ZN, ?:n M'MOf ·:r .. 

,. i.. ~-... .13 it D .. !.-.. F:. __ .... G_ H I J IC Total 

A ' l . 1 • 1 
\ 

/ 

Bi 
1 

c1 

D 

E 

F /) · 

al 
1, 

ni 

I 

J . 

.1 J:. \J:. 
\'•,. 

3:-:. · l 1 

2· 8 l 

9 11 

\ 5 

3 

6 

JÇ·_ 12 

3 23 

8 l 14 

4· 3 a 10 

:IL 2: 5 8 

2 2. 4 

l 1 

KJ ... · .. -·--r _,,., ·-~--- . --,----····-"--1-_ .... _._ 
L":., ... _1_ ...... -.:~8·-··._ .. _19_._1_1._ .. _~-·-=--·~----·3~;-[_a: __ ~.--

. t,. . 

·~ 
. ·~ 

i 

r:, 

_..,,.,,_ ______ r,re, __ >:cr; __ .,..,. ____ w _____ _,1 •-~'ll'~~,....._.,_,.t:--111rc; _____ rt..,.s-oa..-="'°'""'_rtl_...._ ___ , «et( , _..., .. ~.'~:. 

Pro'por"tion8te .... 1.>'::il .· 
Growth · 32: l:5 -li· {· .i~ l 

Numbe1~ of 
Firms · .. 

. 
0 0 0 0 0 3. 

2 4 

26 - 40 

S. 16 32 

"1 ,:_ 

Prop9:::-~ion 
of'·. :&':i.r:ms 0 0 6 0 0 Oe04 Oc.32' Oo49: Oœll 0.,04 0~01 
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.I~ can be.seon fron.tables 4.15 .and 4018 thet for· 

the longer· period,. a very largo pi"oportioi1: of our semple 

.of firms experiencèd substantial expansion.in their· sizcs· 

both in terms of net.. assets end turnm1.erj wi th only t-wo 

f'irms in e:1.ther· case demons·i;ro·[jing some cont!~actiono We · · ··· 

olso observe tha·t 9 ( or "11%) fi1"IT!s remained in the same 
:il 

size-c·lass Df net' ssse·~s while: 7 ( or Q.%) firms·,. remained· 

in ,.-'the same size,,,.class of turnoverc. · 

Table 20a~ 

,. . 
.·,'H; 

' o: ,\ l 

'O· 
. ' S::::, 

(l) ;-

(1)' 
··~: 

-j-);. 

-j-) 
, ·. CO 

r/) 
U) 

eu 
ri' 
üi 

OJ 
N'. 

., .. f · 
r:r:i 

lO 

20": 

80 
' ' 

160· 

·-320 

640 

size-Class at the end· of 1985 

A B C D E F 

l' 
2 l. 1 

·• '•1', 

l 5 

l. 3 5 
•;,•;, 

l. 2 

G H I J K L T~tal 

l. 

8 5. 

-· 
--
1 
·4 

'··.'' '·. 

? 

22 

16 
" 

Jl280 · H 
l 2 

5 7 1 

5 3' 2 l·n ."' v'. 

2560 
. ' 

5120 

•J.:024;0 

2'0480 

I 1 2 . 5 

3 4: 4 li 
J t ' ' ~r·· 2 •. : 
Lj_·---.--·--· ,;i,,----"-· -----Q ------~--..:.-.-.1..::..j.:.--*----

'.· .. ·.:.·:.,: .. · .. 

Total - 1 1 4. À '·::71,5 ...... - 19 :.t5 8, 7 6 l 82 
i' 
' ' 
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t·. 
1 
1 • 

..• , r .. 

TabJ.e.20b: 

. 137 

P.l~~.!~QJJ.jipn....Q.f'~~QR.Or]Jonate Growth 
Rates ( 1J:NR 1979-85 
~ze-· ;a - · "? " o, 1P#4•œ 

te , __ ,. "" ,., nm::r:,aua,,.. .,,., rme rr::r:ti ..... ,.,a,,,.,,, 

Proportiona-te· ;1 
Gro·1wth · ~ 1 2 4 8: 16 

Number of· 
Firms l 0 Il 

":i: · .16 23 29· 9 0 0 

P1"opo::.,.,tion of 
.;Firms·. 0!)'01 0 .O.o05 O<li.20 0~28 Oo35 Ooll 0 0 

SK = 1~472' 

\ 

It is also_quite apparent thet on either side of the 

cent1~a1 tendenciesil the distributions ta:tl off assymetrically 

to the right ~ .Usi11..g Pearson; s second coef'f"icient of 

skewness,:we measu~a the degree of skewness of the 

distributions to be 10800 and !~649 for net assets and 

turnover respecti\/,ely · fo1~ the whole period 9 thus o·learly 
' ' ' 

indicat-ïng the absence of logn.o:émali tyo It then follows 

that the aspec·t of' the law of pi"oportionete ef'fec-t which 

sugges'ts tha't if· a certain perce11'tage of large firms 

double· their size-. the· same pe1"centage of' small f'irms will 

· halve., ·their size· is · inv.e!idsted in the Nigex•ian context ~ 

In the shorter tw6 sub ... perioc1s ~ · the pa·tterns of· 

d:ts·tribu"tion are similar· to what obhdned in the longer 

piœiod; vdth· sl.ight:. \rnriatio!ls in th_e degrees of skewness~ 

the :é'irst sub-period (Table 4.o16) ~ · ~- firms (or 11%) 

remsined i.n the'some . .. 
S:J.Z0-CJ.8SG of' net assets while a to_tal 

i 

1 , . 

1 
1 
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of 3 f'irms. ( @r ab0u'è . 4%) mIDv.ed t ® I.ewe~· size-cle:3ses o, The 
i 'i ·. . . . '. l. t '. • !' .f- :,{ ' . ·~ ~· l ,\ .. ~ ·' ' _....... ',' t ', ' '.;.,., ;·' ... ;, . • ' 

... remmining 70 ·cor 85%) fi~ms r11®v.ed t0, 1:;ligher siz~. cla~ses .. 
' ~ r ' ' ' ' • .':·; 1 ''I•: ,f: ., ~ ', ,; '~' . ' ".,. i., ' :• ' 1\ \ '~ •i ''.. l ' 1 \ I' 'i t ' ' ' ~ Î\1' 

On the:.è~herrhanël,, 0s indic1ll'l;~d in T.ab+e, 4ol9,"' &inly 3 
' ... ...i .,1 •• ,'·'f:·::_: ,, ,. . ,., , , -~. \· __ :: . ~ . .,. i: ·, :; i '1..- (' ~ ~ . ·,. _1' .. -~ "A~ .• -~ 

( er· ebeiut ·4%) firms: rem.sined:: in the same size-.q:la~ses,. 
1. ; ·, ·1 \, ,; • \ • , \. • • - .' '; - • ,, 11' • ,• t ' r'· ! ' •· . '• 

- :r;i.Gne· .. m,irv.edi _into ,,m lewer ·size-c1.tIH:Hs; ~.h.ile · as .many as ?8 
. \,'. ~ • ,, : • :. ,' , • .,.. I . ~ , r • • ' ,1,•' ,; \ ,;· ' '• : . ' • •••• ~ ,..:, ,i; ,,'. ·.~~- ) ,f ,1 •,.-• \: ". • \• , 

(.0~ 95%) minv,edï:',int(o .. higher. ·_size-c:l~sses of. tur~ever:... As 
• \,:\ t • ~·: ~ ~· ' • ;, ( . .,;. ' 1: ;l .;. , • ','<·'-':· .. \. '• • . , . 1 , •• '......... ' ~- • 

earlie,r:· QbE!.erv.e.d, the expà111ed01J 1.d' f'irms · in. .. t,his ·,first 
·' ( I :· . . . . " ' . '•, ;·~. ~ i. . .. ,-, '\' '· -~-·,·~ I; ·~, ,t ·•" J ,.l, ., : • ' •• '•-~ '.·:i f 

sµb~_per.i~d wa.s. :il refle.cti@n ef. ~hm· stàt~ 0.f. the eccmemy· 
··füf\.·.;·' ,;.,.,' " .. ··~ ·,· ..... J~ .. "'')i;.~r-·<(•1 .:.- i ~ , ·' ·\.,, -~ ii ',~-. 4.-r:f J "I' ~ ~'"I' ,·~ ,<. t, 

·When the ec0n0mic. beiom- resulted in high .turn0v.er·rate·f0r 
/ i ... ) 'i' ) ··. :. \~.~: :/: . • ~ ·· . ,:· (. ~ ...... 

1 r: ··: -- · • · ~ \ · ' •. ,. , , w 1 •' f • ·· - , ... l 'r , , 1r 

m0st firms 0f @11 sizei:!:!" If therè\._were · such. :Eœ>rc;es that 
. ~- ·{ l/ '·{. Î ,; ·,; '·• /,''·,. ..... •' ,: \• r• •• .i. • ·, • : ···: ) • , :, ' ' ' 

·J/en~ed .~0.ma~e-·for business·.contr~c~iem, .. they·,were 
' ·l · . . . . ' . -~, t1 . . - '• ".... . ' ' ' ' ;i· '• . ' 

obv,,i6msly GVierwhelmed by the, exp@n.si~nary · enes ~ 
l,:. \ ·~ 1:·•}-·)1. ·.,;;: .. ~~1,····~··t •. •.,··.·,·;{\: '~'·,, ·.· ' .. -.~ -'··!' ,•' ,,•:: '', ~ •• .,·.'il··~· ':' ... _) j' 

. There is -a slightly dif'fer.ent picture · in the second'. 
•' ,.,\ . . • ;' ' \ ' •• 1 ",l . ' '! ·;, Il "• : 1 ,. ~,\,( 

sub:-perJ.cod,., _ Al.thcmgh @S· fndicated in Tables 4 .. 17 and 
' .. ',. •, ,!,, . '•.. . • '·." .1·' . /. . 
:,~·~:(t::·f:'.,•··- .' • '-~.,··-~.\! ' ' ,1,,··~·-· ,, ' ····-·- • .'···~- ~, ', ~.\'. 

/,L20, ... the degreel? of skey;~ef3s are p.esitive,; the numpe.rœ 0f 
•·1:l:_\· ·11'. ···.-.::.: :· .. ~· ,' ~ •••• .. )··,.;.·: . .. ~---~ . ,,'.. ... . ••. \, '·1?·1);, _ _-:· ... \:\ ': ·:.- ' • 1 .~. 1 .· :• • .. ' .. , .. '• • \ ~· '···13: 

f,'_irms th@t I\lqv,e~ ïnt©. low~r:. size"."'classes were .hig~eF.·c, 
' l ·•·,. 1;• ·\· l" " I • \,, • .•• r, • ', ,' '• '•' lt,· :r-:\:·, ;-' \ . , , ' '• ', , "". •,::."· '•(~ •(" Il , ' • \·\), . .. 

In Tables <t::.17 :i 20. fir.ms (.@p.:,24 . .,496). r~m.ained in t.he same 
.·· ~ •,',' . ;:.-,;/,·:_\:'·t (' t;'.- .. , -~1.,1 .. ..... .-· .. !\:;:!,.·:~--tL ~ ~_ .. · ":.,,,.'J.':'-··\: .-,~·.; , . ·::-···•\:_;·~. 

size-c.lass of në·t, assets while 6 ( er 7 .. 8~%),·· maivëd., i,nto . 
·• · ,, , , .· ··,', ,,,·· ••. ~- .• 1.r J .·-.: 1 • • .····i ,. ·.,. . .. , ... _ ·'/. i_M 1 ··.~.{ •• ·,.L1 .:~ ~ • • •• • 

l0wer size-c:J..assps ": . On_ tp,e ~ther ri,~n9-. 23 f'.irms ( 0r 281 ... 0596) 
; ' • .. , '\\:; '"':"··:·.-·,·-;., · ...... ~.- .. ·''!.-· .. .r·.G ;1:··, .. -,~',\_.--··. ,'.',\._.'·\•-

remained in the same s~ze-cl~ss · .sif tu~nov_er whil; · as many · · 
. ', . •: ~·· ;,• :· ·.- . _,,_ .... , ' ·: .. , ' ,· 1.~ '.t ·:· .-- -· •.,:... / ,.' ,,,. : .,.; .• .. . ,, • ~~ i, ·,J .• ~ '[ .-··· : ' 

@s 21 firms ( 0r 25., 61%) mmved~ :fü1t0 I.owe:r · size. classes ... 
.-!·-· \/( -.-- · ... <· , · ·•· -.~ ~r ~:· .' ·,·: .. · - --.,- . :·:·. ,. ,· . 11 •• ••• - , • ... ~ :.- ~ .:_. ·r ·; .· ·.·. 

:,, ··v 

.·_. Obvi0usl;j', on the' wh@le, the backwar.d mov,ement of' 
·:. -:, •• ',• ; .. : ,. ' •'' , , 

11 
,.' J,_ ~ - - ' ', ., Î , , • ••• 111···'.'. • .... ·11i:" 

the· firms wi.thin, the. sec.0nd sub-per.i0d· was not .s,uf'ficï:ent 
,• 0 ,•• ,,~ .... ·!~.','.•./,>o•,L O ·, .... ; .. 1\ i \ .,~'•.' ····~;: \'·~~1•',\~•f'._:·•',!j•' ,L .. 0 'k ~·.:~,·:. -~-,' \ r,, t' 

te wipe 0ff the. ·ga.ins ®f the· first\ sub-period. Hence the 
,· ; ..,·. .. . ' . . ·1· ' : •.•. '. ,; .;.. • : ·• • .• .- .- ;.\\\" 1i' t" ~ -.. ·~:· .... \ ~- • ' 1 :, ,, .•• 

packwa1~d m.oV;,:e~ent 0f' .. 0:nly tw0 firms. i~n: the J.:cimger: period ... 
•• 1, ··~ } .. \':· •./: :) ,\ ' ... ~ •• • _!- • t' • t • • / 1 

L 
i.. 

i 
l 
i 
1 • 

. i 
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·The. se.c0nd i:m:.plicati0.n 0f Gibr,at .8.·s l@W· we .are 

examining in ,this,. section is. tb.e:it·;·the relative disper.sion 
- ' 

., of' firms tend to incri:rn'lse · wi th time" .. This concerns 

finding. the · degree · 0f ni®.bi~i ty ef firms between size groups: 

over time.. Work;:i.ng in terms · ef d0viatio11S.·f!om·" 1."the meen, 

we es.tim.ate the· c.o:r:relat i@n. and regress:iion ef. closing size 

on o.pening size, · using th(:! l'li!Odel expressed. in equation 

3ol0.,, The data· .. for this i:s'derived·from the· 0 a 0
. partof 

'·~ \ . 
··- ·"-

Tables 4 .. 15 to_i 4020:; and the results are presented .in. 

\. 

· ·T.able 4.,21~ : :lê.riance · ~;md·: _Refil~$_:Ldri-:....ParaID;eters 0f 
" . . ,..,, • 'fi/[ . l • 1 .: .;. ( 1W A s ) , . , .i,'J,J •• 2',)9. _i.'l~,,;..U,.,._~Jl ' .lUl. ,.; . • ... ·, · · ; 

" .. - .. ~, -~ .• .. ·~ .. . . 

119741/8,5 

-
1;79~8;1 1974/80· 

i ' - ' 

;,2 1 3 .. ?.38 a .. a~o---1 Q,;,4Q6 ue ! 
l -·· 

p OQ 6.38: 0.,334 lo02Q ..... , . ,, 

' S(p,) OGllO. OollL 0.0232:: ' 

?, 0:.,850 0,AlOO Oo.830 

/3/?2.' 0.,56.3 Oc6,97 lo5lQ 
_,___. 

·\ ·. ,, '• .. \ '' l,, ·1 
."•,.i , .... ;_ .,, 

~ . 11974~~~ 
--- - -·r 

JL9?9/85 J ··1974/80 "' 

( ~ l,l \ J 

•',j' - ·' ' ,, ···.' -··· 

(.f ! 5j" 3 6 l. 2 ,,55.3 Ü.o-?68 
' 1 

p o-.,goa: Q.,7~ ! .' 1 ... 0,QB: 
" : I', ~-· :·. 

s(/3) 0:0332 0,,.270;,. . 
J 

Q..,.2641 
" 

p Q . .,947 Üa,813 Üo 795; 

132/r? Oa.9:09: o., 85..33 
/. 

l.,.508, 
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Gi ven tb:at the 1,i1lti©r ©f' the wfnrianc.e in year t ; t CJ) 
•:\ .......... _; . ; :·\:·::i:.5)·~ t \• .~··1 l~ J - ' ,· ... 1 ~; 

. . ' ,. 1 . 2/:. 2.i th t ·t't-.,,,, v.:rariance · in year ·1,;- . J.@ /?:> . p · ,., we: cœn see: f!l · .· u"' 
.. ,. .. 1•, .• • , · ;, - .:. '-, -·• ." , ·· '•' i.1: I· ' " ' \,t,j.' ;f• 'f , . 

the 

. r~ti©i .fo:.r the entire, peri@d ~na, the fiI'st _eiu.b-per.icn.d are 
"t•, .. ', .., ',, ' • '. '' I ,, ,: :,, 1 ', (" '', " ' . ~: •? \, ,'• 'I' ,; i,;' ' ., ~' 

]ess thfilln e:me- ·for b~th m.st: ~ID sets · 2i:nd · turMv er:~· · indic:ating 
• · •• • • 1, f . ' ···: · .. . , ·--··.:· .. ·:· · -, ,.; ·, 1'-~· l·. · ', · ·.. •·. ~~.:.; ':,~, l : . ,.r- r ;' -· • 

. ' . ' ' . . . . 

m de cr.esse in the v;,n .. iŒlnce t:/JVer tim.e wi thin those. peri0.ds .. 
• ,. , ;-, .... :\ .' /: -~·-: :· "'· '·,' 

1 
•• ••• • ,, 

1 

, ·,, -',
1
~·.: ·) \. ,._f."· '\: i'- "",t \·' !'.'~: ·~:.' .1r~t- f ~:'.: . 

This is a direc.t re~ecti0n· @f th~t: impîLie.ation of Gibrat ~s 
, '1• ~ ••• j ·' • $ '! ·,; ~ .. ':' ',··· t) < ~-·· -],,.· .' ; ~ :··:;\;/.-":.: 1 )_··' :·,·: !, • ' .... :<.:- ,; • 

l:~w we are :iinvestigat~11g~· · H@w~.rwer; · fer.: the· secœnd ... 
' , ••• > • ' ' • < ,. 'J . ' • " ,' ·, ' ' ' ~ '! : . ' '•f ~-' 

sub-peried, the ràti~s are greater · than: l.,· I·tt then 
.· "''·'.·:····, .. :1v,_~··f··l ···~ . , . ··,- .. :_ ~·::·":",··· .·. ·. '..,: ~·,·. ·,,:.:,: .. · .. 1···· 

:fi.bllows here that · the f®rc.es m~king :f'er contrsctten .in 
' < · ·'. :·_ • , • ,· . '· ·.,. 1~· : ·; ·of· ~"f : ~· ;)_(\f ~.,, · • -1· ·.~- ·· · ,,, :; • , •: 1:_ ,. 'i •r, ! .r , ~ , : : 

.siz~s @:f'··:firms were able to ·exert g:re:ater::pressure, in the 
::·,·,

1 
.,\~-~- >·.,·~-\·:',.-.,, .. •1.,·r1;:'î;','i· •'·'··:. l ,'1 .•.. ·; ·:· ' ... ,· ... ·" •.• ~\~ __ ;;_:1.t • ··:·:·;::·~.>.\:~/ ·r···;:: ,,'· ~ 1, , 

sec@pd;, s,µ1J'.".'p.e:p:iod ..:.. Herwe,!ler, · in v.iew of ,,:the. ·1acrt · th@t .. the 
.. ~.•-·. :, .. :} •~·'i:.·t1t-·f~,~·,~,i'·tf"f( .1 ~- .·..... ...~. )•':-·-.·.,• ·,/• , •. <' '•t{~i(."~ .. .''!"'1 1•;:,r ;i:~i\t'"

1 

, · degre.(Q. 0f' .skevintB.Sf? Gf. th.e di~.tributi.on · o:'if1 grcrwth.·rate 
,.:, \-" ... f. ' ' • \\ ;1, r \i r; , .. ~ ~-' ..• ~.. ' . ! l. 1 . . . '. 1 . ( - ,. J ._: • • • • ·\ , •• ' ·, ' '·· • ·.·•, • • • • • ' ' ·., ; ' ' 

, ar..e, p©siti:v .. ~ ... :Poth .. in te:t;m.~., 0f net iassets and t~r:nover~. i~ 
·1~ ·, '·' \· ~t:~\··•.;.'",{r(('. ",~;·\· , .. :·, ,, •·· . .,,-~ •. ;. ' • ~ ·- u .. ~ '\ l;'I, ,'j:.:~ ,; ·\,:e(!"'~ ~ 'i/ ' 

means· there ;ere n;~re., ~xp:o:nd,h1g :firm.s., (albe:Lt. at · ilil' sï0'wêr 
. .'r'\"· ;' •1 ': • • • •• '~;,·:., ... _ .... r. ,t ', ,--~ ,.,. ,···-··; ... ' 1, "·'. .... •,.i· •, -~ ••·· J. : • ' • •• ., '. \ .,,,. ' • 

. · :r.ate thrim durim:g the ·.first· sub-ptn~i0:d) than contrac:ting an.es,., 
/i,,!, !. ' •..• ~.)· .~;.;.~:ri}'.···.:. ·'·J'. r··~·-·'1'- ··.-· .,'·., '. :··-:~:";~t .. ~ ,1:/1''',·.-.-· . .;_- ."· .. ;~. ·. ''·.: •,'f" ;;_1·,·t •1.'r· .. 

Q:E' miucht imp:ort~nce t~:i:, us in this ana~sis. is .. the 
,, ... ·i: ':f.· tt ·:: -~- , tt·, f. t 1 ·r: r:· · ,, - 1 

_: • , • .. ,. : ~ • .- • .,. < i 1 ••. :• , 1· . ·• . · •. :.. ~ • 

· striking .. é·:bserw.ation · tht:it .. the estir!i1.mtes.'· of 13 are. less 
.•.. ·,.: ·, .. __ ,, 'c.·~ ; .. 'I_ /, ._,'. •' .•• \ r-' ~·-./_ .... ·. , '' ! 1 ,. ,, ,:, ·,·; 4 ~ . 

than @ne f'or the wh@l'.e period a11d: _for the first sub-pe:ri,od~ 
'"·1. I' •''. ' ', '~ • .~ ' _',l, ,,i:.f' ~ '•·. ·,. '1 \ ''t, • '.,•~(' 4/' •, " 

and greater than: 0ne ïn: the sec_@nd sub-p:eria.dj thus ~gain 
,._ ,• ···•. ,i·.:•,1,--1:.1 .·.·,. .;,t(~·.,..-·:1-1,:,,,\.;'i''f'' .ç~·,,'..'·· .·. ·;:'.i~_.,·,: .i"f-1\'. \ 

corr@i:bmrsrting the e~rlier .resul ts thmt the, sm~lI.er firms 
• ·;.' -~ · , ·,.:::;,,',,'!:,ri.~::,~, , ~ ·;-·, ·l '1 Î} ·: .... } , ~ )_l,:'. 

· expanded faster th@n the bigger · o:nes · in the b·eom· ere of 
'.,,····\\:.\· ,\ '.'•',' . . ··-~~-.. .,·.!.-./~·)_··-.:.-' :.·1; ', 't,•, •.. ~' ·, ,'":,;'. ·1~.f 

. the f'Îl"St ~mb-per~ed~ thmt . the· t;i:,end was ·r.eversedl in the .. 
,' ,: · ' . ·,r. 11. •: ' , !.' ~ ~ '~ I '; ~ . ~ .:J, '.': •• • _ •. / ·:·· • ,: ~ ., :i • .. •• ! \ ~ . ..! • ·I • · : 

s~bseq~en~ r..~œessitu1 · of ·thGJ· second sµb-perio,Œ and .that .. the 
', 'I ';i j' ~'.\•' ,~ r"': 1 <, 1' ',: •. ;_,'- .{• 1' 1.·.: '• • 1: ,"•,'I, ·1'•,;1 •"•\ .• •, {• •:' ,'' ·,1 , \ i1 

' ',• .. ~ ~• "\' 'I' j•' J" /' /1 

expans.i0nary-' ef'f'ects .· of' the f'irst sub-p.e:rd0,d stilIL 
.. · .. ~:--r• \· '1 \, •, • .. -~--. _. \ .. ... v;- _. ·.,1,.,,_, ':. t ;, :~:i~J,/~.;,' ·,~? ~ 1"' 

]ingered1 on, till the .end· ef, t,he .' period of. the a.n~lysis 0 

. '\7 /. . , • "'' ,','t,. · -~. \"' ·, ,, 1
~: 't Î·', '·,. , : ,, ' \, '•" ,:, ·'}if.• : .• · ' ,• ' ' •, ' 0.'·•1' '-.... ~ , •, 

/ 
• • ie , ~ \· .1. '\.' ) ·" 1 .. t, ,. ':', .. ,, .. •.· .. ' . .;.. . ~ : .. ,; 
.... ' 

5:,, S:ee Hart and Prais Loc., Cit o fer ff.ull dE:taiTs . . .' .... 
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· .A. relevant stetistic:. in this type of' ana:Lysi'? is the 
·(. ;. f , ',.., r· .'.f .,.~ ..... • ·:- •••.•. "V J. . . :' •. ·.·~~ 

,,V~l~e. of , (f; whicp. r~~~~c::1f ~.~~~: ~:~i,~li,~y., or the ~;::ent 

size ciess to snother~ 

From 8n ec011omic poi~t 0f view j) this · resi'duel.· 1.i:ariance. 
~, , ., .• •. J i: l r -:: :- , . , r: ·ii .. · .. l, • ,. ~ ,, • 

· . ·may be. reg'.3r..ded: 9S m.easur.~ng the Vfllriance · of.'· ~he · 
' '.· ~. :, • .: r:1 ''{f_ ·r ~: 

1 
~· !'• 1 ! ' 

1 
., ' ••• - ' ' ~:·,,. ··r ' 1 

• r \ ' ' ""',,11 ' 
1 

mul.tipJlicativ·e, ~r.ratic shocks ·~0me of whicà m.ake fer. 
• . . ,. 4/ ·~·- .. ~f'.~_-,. ~- . . \ ... ,\ ···1 1.: ... ,'. .!; ~-. ••• { f' ~ •,,: ': .~ 1 ,• 1.:. . ~ 

growth and.i_ some of' which. m.~ke· ·for ··c:on1traction as · 
,,. '·,',' ' t (: ~e '" ./ ~ '!','•~." ~.·L• 1'• • ,'.,_., • • 

1
) , ~ "''' 1 .' .' :• io'·~.'r i(~: ' 

pcstulated; in the lŒiw . 0:f equ.i~pro.p,@rt:ii©:nal.gr0wtho, 
• \:' (. : " ,, < ' • • ' • ·,::-.\ '. • ••• ' ""'·'\ ... ' • ' :·~·. ~ '" ', • { •• ' ,.. • 

-;,, .~C?W~\\Z:er?; :f:br OU!~ :p".1rpoS:'/'Wel ·hœive edo,p'.ted:. ar:t,g;~_h:r.;; ~3.~.~.a.i,?ht-
\ . . . . ~· . •' . . . . . . . 

for.wsrd me ans. of' achiev.ing. the . ~a:me g0.aJLQ If' the . 
. . • •J,·,i. • ',f•,\· .. ' '..: . ; ' ' 'ï ' 1 I' \. ~; \11 . 

.. 
pr.~i::rort:Eo.n of firms· thait h:ave had·: m@re than double o.r 

~.1i::t:'t/~'t:-~.t - . :· \.,:. __ .\·,~·: :, '4·\. ·, .. 1:·,_,. f·r: 1.:·-~;. __ , .. 1",··· 
•,' 

1ess thamhalf of the· meen pr0p@rtio11ate growtJ:i are 
.-::. v,·, ~'-'J·l\'.'f ~·~-. ·:- ·. ·. · '·:~' .. \ 

1 
••• ·;. ,, '"', ·.' '·' ·, ., ~ ~···t 1~ ~ f. /1 

. i ' 

reg~:ç.ded1 to have nad: subst1!lntial.. chianges in th:eir 
'·.:/:~\ '1 ; ' ·•··. ,, ' 1:·· •·. '·- · ... ,·" ·, ,_, 1" t . ' .. . ·., {-,vt::r' ~ ,· 

sizes:r 
'i '! - -

then with; reflèrence t0 the b parts of' TabJLes 4o15 
. .:.~:r. (. ·~· . . . ·. · .. ·. · .. ·~ •. . . . , ~ .. · .. . . .. . . , . 1· ,: • \f. 1· t'· 'i.Y,· 

to' 4·: 9 0 ' -0.... ' ·~·· . .'{-'·;~ ... '.,:. " 

we 9-eri~1e Tabl:.e .4o23 'lf1hich shows the· JgTŒJp;0;cl:'tion· o.f' f'.îrms 
. '~ ,,··· 1 ' ':' ,:: .~i '. {: •! 1 ·r:; l'.1;.· :: ~·. \·---: ., -~ : -~ ,. . , .. t i ~! ... :!' ·,'. ;_ ,· · ... "i,' ' r'•, ',/ ',:,, 

that have had substantiml size aobiiity .. 
,. ' 1 ., ·.• ' , • ' -; ' ~ ., ' > • • , • / ' • • , > ' :· •• 

1'' 

•, . ~ .. 

\, ' \. ; ~ 1 1, • , 

: ~· : 

Ne.t. Assets 

Tu.rnov en· 
}.' -~ ': . 

; ·.; , li,. '"' -1 \ : .. '• • 1 , .. tf ,i. Î' ( (,. •,, t: , .. i• ,, , , ~ 

'• ..... , .... 

1974/85:. :1.9741/80.. 1.979/85 

' 

',", ,' . ,,·" t' 

• ,, .. l .,. ..... ' t •, - ,, ,. ' .... 1 ...... ',• ~ '-. ~1 \ ;;~t: . :·· ;'. 

.'14% 
,, 

.... . 
70% 

f ' 

5.3%. 
' 

6.5% 

29%'. 

' ].7.% 

'.. _:' ·,, I' ~ •, ft ~ • 1 .. , ,, •'. • .• '". ,, l· , ), ,, ~ · ~, 
":. •,\ ,1 "· 1 

I.t :j.s, ~,?·;~~o;1;lf,,;-;:1h~.\:}"~:eiX: t?~ · e~tire J?:~r.io:d, ~here were high 
. . ' ' ·•. •,. , • ! t ': •' ~ :,, \_ ',' :• ~ I.' f ·1 ' .. .!, ~\ • 1 

"rat t?S of'. size-mo,b~Ii ty.,. We mmy ho.wev.,er want t o._. c.ompare · 
'.li '; ·i ~ ·. . ', ' ·,, .. ', 1. :, '..( ,;,'· <:, ... : J ·' .• i ,.,'' ... ·,· ~~· .. 1 _1 • • ,;· ·' ·":· ( • ~- • • \ ·, .!1\\. ·-~~·' .'.·;, ;. . 

.size-m.o bili t~w f'or the two sub-periods o. That .fewer f'irms 
• "' :l\..._ . . ' • ' ' \ • . ,. 
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changed' their sizes sub~~antially .. in the second sub-p.erioff 
... ' ' ' ' ' ",.·· 1: ... ' ' ,,;, '·,. 

than in the first sub-per.ioct:. is qui te evid:ent o- This: .. 
', 1 l 1' ' •,' ,1 \ j t ' ' •· ,r • 1 1, ,,:( 

result clearliy. indic.~tes the· v,~riabiii ty o,f the growth 
• , ,:_ ·::':-' ,,; ,! · • \ ,• ., ·, ·· ,. ': • , l .;:, • :,:. : ·' ', 1 , 11 :_ • ·, ,: • ~ - '. °\ ' , >,. 

rate of firms ov.er trade cycles.,, 
•• :• 1 , ' ' 

Once. m:rnre ~ o.ur analysis has ref.uted.i the v.,alidi ty of 
. ; . ti, i' .• ! ~-· • \ . · •. ' ( • 

Gibnat 9 s ]aw .. 
' ',, •• ~ ' 1. ·t ,. 

Nei then· ïs the distributioau. àJ: proportionaite 
·····- - , • l 1;:,,•• ,, . 

grow~h rate. of Nigerian firms l'ognor_mal nor does. the 
\ '• ' . . ' ·,..., i :1 '-.~ ~- ·: • • 1 

r.el.ativ,e dispeJision. of :Eirms tend to, i111cr.ease with time ... 
', , . ' .,, - , ·- , r , 

In particular the. relatt.ive· dispersion o.f firms fluctuate 
• • • ,, 1- t, · ... · ~- · rJ '. ', ·· ·. · ·· · ·· , ', · \ : , · 

'. ': i, .,", 

·with time ... 

,, 

4o4 T.ime Series fer Individu.al Firms 
t. ~· ' ·, ' !, : •• : l) t, .... •· ;"• ,. ',, 

make .our final remarks in this chapter, 
.. • '· .. • /· •• . ' .... 1 : 'l.'···i· 

Before:=: we 
. ·' . .. 

we present the result et regressiens·carried out on some 
,, i • , ••• • •••• ( •• ~· t ,. .~: -; . / ,: . \'" r '. ·.,. ·\: t;. t:,. ~ , ,,· ;• .· . ., . '.' , ';, ' 

inffi:vidual. firms.. If our c:ross-sectional .studies have.: 
, • o ', 1, • , ~· : • ' ' ·,• •• '. , 1 ·~ ~ I 1 

.. hiddern some information, we · believe such :il~ormatio.n may 
• • • • ', 'v ,t" ,i;:.'\ '(:., ,:, ,• .,. • • • '. :,•~) J ~·~' ~ • • ' 

lh:e brc;mght, out in c:Eise studies"" 
• . • ' ' '\ . . . ' .. ~ i . ' • . 

,For: tb±is IP.urpose we have picked the :f<11ur smallest 
., ~ ~ \ •• • : ', ~·. \" ~··. ::::: '\' ~, 1 • -.' ) ' ., • 

and the four larg~st firms; a pair in te:-cms of net assets 
[ ; C, • • ' • " ~d ~ ..1• ( , -~ " • ·• , , ; , : , , 

and the·other pair in terms 0f turnove~~ Using the 
·: ,. •• \ ! .•' 

1 
' j : 1 .r. y. .~ .... i •. ! • • ·: : ! ·' .. , . ; ; • . . ' •• ". ". '... ; ,, ,: . ~ ( • 

same model .expressed: in equ~~ion 3.,6, we es.timated·. the 
• • ·i • • ·:· • ' • : • • , !, i " ", , r· ( i 1· 

1
? '. 

:fo.llowing s.-et of'. ~quat.io.ns: 
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. s 
logNAS.,., . =. 

··' ' \· ·. .1.J~. . 

... s 
·1- 0" 68~JLogJ,'J.ASt~l 
. ,· " .... x~: .... 

(.O.: .. 0.76.). 

2 .. 969 

. . . '.. • .. 

logN.AS~ 
. ~ 8' 

=. ~D.";,338:. - Q ... Hz3I.og:NASt-lL 
· ·.__ : .. , (o .. ~4aJ , .: · · 

· .... ].ogNAS~ = ;'50470 +·:.~~~9~1ogNAS~~1 -
• ... ~ .... 1 • ' 

. ( 0~·203) 
· L :: .. · 1 .• --·.... L 

, . lûgNASt: = :r~~~-~- _ -'~ O; 6?~~o~NASt'.~lL 
.. , . . (Q., J:.3~,.)NR: ;'' 

,._, .. ,, .:· •.... ·• . ;!, s· - . .,. ·. , s. . 
., ·, ·-:~ogTN1\ 

1
~,,,, f~2?6__ + ~-~ ~OÇ)~og',CNRt-l: 

logTl\TR~' .= 
• ' ~! ;· ,, • • Li~. 

. 
' 

' ~-·· .. , ~- . 
(0., 322) :.,. \. 

·, r t-.... -: . 

~-t.4?41 + -O~- 6~9Uo_gTNR~-l-
... '·\;\~· f 1

) ·-~. ·,~ , 
1 

r • 

( 0- .. 278)""' . :, ' 
• . ·,, • •. t'. ·.~ •, • 

,,4 0 S05i .:1- -g:~§99]LogTNR~-r 
·.,· ~ ' . . . 

(0 ... 146) ~HE:'\ . 

4 .. 39.7 
·- .... T 

+ 0~,4?~~ogzrNRt-l'-

(Oo282) 
( ' 

2 0.0902''. r = ... 0 

·, r 

F = 8.2 o'fil9 " () 

·2 
r = 0 ... 029. "" .. 

1~ • 

F. = Oc26.7 

·2 
Û.a.226; F = O• ... 

F = 2:635 
,·!. ,·\ .··:_ ....... ..: .. , ... 

·2 
r· = o.Q 696. .. .. 

i~ ~- ·'; ~ 

F. 20~ 5.83 
' .... ",. 

·~2:: 
0 •. 279; l:;. = ... .. 

'\: ,(· 

F = 3 .. .47.9. 
-2 

Q..,348. r = •. .. 
.. . -... r·. ·\ ·~: . " 

E = .,4'.o 799 
·>:-· -. 

·2 
].>' = 0 .. 6.43; .. e, 

,(·t,' (. ...... 

2 
F.' = o ... 231. " 0 

\':.. ' 

F = 2-~ . .699. 
:/-\_ \;""•t:·:· 

The super.s.cri:pits s.:, a:r;i.d L. a·enote small. and large sizes 
• ,' ! • • ' '!. '( i;/, •i • .. : • ~ ', . t 1,. . ~ ·: '\ l ·, 

- .. 

... 4:ol 

.., 4· ... 2 

" 4.2 
1,. 

" 4!.o3~ 

" 4.,4 

0 4o.5 .. 

": 4. ... ô 

... 4o,7 
\f,!!'iï \ 

" 4do8 

ne:spectively o The figures in par.enthes:es are the . t-rat:ii.o:s 
' . ~ '(:·t~ ~:f' ... . -::· •' . ~,,:. \ ~ .' j 

,. •, . . 

. , *~ -and ~•· indicate signifie:ant, at 9996 and 95% lev:~là.· 
, .V r1 • , ~ \ ;r . , . , '.,.- (:'·'· '.' • ,;. , ï' •'' , , \ '1 i ~ ·: t f. "" 

r.es·gecti ve]y.,.. .., .· 
.. ' ... , 

That all the estimmtes of (3_ but_ one._ a1re greater thart 
}~ .-.· "/ • ~ • ,,. ,, •• ' ··~. • ., ( 1 ; ,, 1 . .~ ... : • . -.' . :1 • ,. -f 

zero is an ,~ndi_cation __ that_ '.!lla.jori ty o±: the f'_irms exper.ienc:edJ 
. ... ·=. ',., ·,· '\ .t. ', . ·' • . • 'ri~ '1 ,;: :. ,;i;, i / r ,' ', ,. • \l .:· ·-. v!'t. ,· ,,., )' ~. :1' 

some growth... The only estimate wi th. a negativ.~ sign :ii.s 
. ~ . . ' . ' . . - " ··. . . •, . . ; ' ~ -~. ... ~ 

. :Ensig:ra,ific:snt sta.tts~ically ... · We mlso obsèr"Œ.e. that all the 
,"' '··:' ' . \ ·,. 

\·\. 
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We obse~ve further that 

.. th~ small. firms except the·· o.ne with_a negativ~ and 
·.' f, ,' • ' : • ,;, ' i. . ' ), ~ • • . .· ;_ ' ! . '. • •; ./; ' ' ,. (' '· ,! • j ' 

ïnsignif'ic:Bnt P?rameter have alm0st the, same gl"'owth. rate"' 
•. ' \ ' 1 • ", il •.. • '/ \' ··i,. 1, .. : ·~:. ·.' ~ . •.", ~· ;:.'. 

"' 

n:owev.er.,, .'the,' prop_ol:'tion of growth that c:anbe attributed 
• ' ,. ,·. . • J : • . • ' . . ,. • ,. ::1 \ ~, / ~· :, :.. ' ": ... V..· .,'. .. , - ,,.' !\: ·, . . '·: ;.: '. (! f ,ç, ·• .~ \ 

to size is much v,aried, b .. ~i~ 0..,.902, Oo 267., and Oo.~4 in 
• • • • ' • 1, - ' ~- ' : ' ~ - •• •,; ••• ' ' ,' ;\ ..... ' • ~,;, : : • . • ,. ' ,i:· 

eq;µ?ticrns. 4.,~, 4.,5 and 4,,6 _respectiv.elyo·. For the large 
f' .' . . '' ' ,, \ '. . . - • • . . ~ . ~- _. ;· . ' . . \• ·, . - .... • t 

f'irms? Ç,equat~0ns 4~3.~·. 4 .. 4. m:i.à.. 4 . .,8) there:t·is·.:m0re 
' ~ ""t \, 1 'j • • ·,' ' , • '· • / ' :,_ ; 1 ,/ / ' ' ., , , ' ,,i •' .· ' , 

v.ari~tien amo~ïK the growth ~@tes, and. with the exq.eption. 
:,' ' ·~ '····.,.:-.;. · • ' ' ::.J r?··: ~(~.: 11 

' • ' •• ,'.,.,-:: : i-' -~ •: ·'. '; '· , .... 

0±' equ~tion 4 ~ 4 the y sre · generally. ~ower · than · th~t of' · 
.• 's '. '• ••· ', ,' ·• \ ~ · v./'· :{; ;, ~ "I • ' . ' · •. , ~.' '. 'i'" • .· . 1 

• •, 

the smsller ones... The coef':f'.icient of' determination is 
. ~·· ,~.- •; -~ .. . ' ,•; ,,,. ... ·~·· .i -( • ,· . ·•. 

also equally much v.ariedo 
'·····. -1 •• ·., •• 

. The genoral picture: h.ere ·~g:.ain is that · the sm~ller 
,..,. :; :'. ; • .. •.\ ·. ' f :1 

•• 1:' :• ·" '.' : ', ---~ '.t; ,, . ' 1 
1 '/, .,. ~ . 

firms appear to · bav ~ grewn .f'as·çer :i but in nei ther the 
": ·'· :, . ' / •. .1··) , ,; '\' ~ ~· · ~. • •' ,.. -· •• . (· . · : • '·, · 1, i' • ·) .;.,·;'j;.,: .. 

srn@ller nor larger firms .c~n grewth. b~ appreciàbly 
.. ,''.· ' • : • ' . . ..• .,_ i': ' . . i ' • ... ' -: . ,_":' • t.. 'J ~ . ·:. -; ' i t ,; 

attributed to sizem .... 

,Gen~.rallY:i. in thi::i ... c.hapter we hav.e.tes.ted the null 
:,>~- . t . ·:. . , .. ·: , __ i.,:._ ~.,: ;._,., +~ ;:··,,'. l'\ ,,•, ,•: ... ,.. · . t. · -: . ·.:1 . ;i ··{ 

hypi©:kl:iesi's that there is .· nG,c systematic reJ.:atio.nship1 
• ... y· J • ' ·'., ·~-:· :,1;. ,·,·::" '! ·;~·1· ,·' .. ;.~·- . .{ " .,·:,,, \ ·~··· ~ !,. ( .. 

between size ., and growth of' Nigerian .firms o· Our re:sults 
·.. ..· •,t:r.,::,r~·· 1: • 1 ~-. • , • , . ', . • ~·:.\ r · . •·1\: · ... 

. _ ~aye iridicate& th~t,within.the period of study, the srnaller 
; •;. 'I • • •. • • : . • ~ • • • ~ ... •. · . ."',:. :'· • •,: .Î .~ . ·, °' . J1 

tirms proveq: to have grown faster than the .. bigger ones" 
. (. t' t.. . ·~ ·' ,,'. .. i'. ' . . • . ,, ' ... ,.' .. !. .:. . .. , ... '. •., •, . t ~- ' \ ~· • 1 ', •· \ 'i, 1 ',. 

This.-i~_contrary to a :eri0ri expectati0:ns~6 On dîviding 
, .. ·~ ' :, . . 1: . .. . 1, . ' • • . •. ,_ .... , -. • .. ,, \ i; :·· ;..,. . ... ; ;. 

the per.iod jjnto two sub-perieds~ we·found that while the 
• : • ; ' ' ;. ' • • 1 ( \ • ~ ' ' ~ ' ' ' ~ 

', ., ' ~ . •. ... . . ~ ',, ~ •. i. ,. .• ' .: ; .. ,., . '.( . 

. . : ·~-.. ' .. ,. " '. 

6Q The possible exRl@n~ti0n fer this res~]t are 
. ·,·~nu.nciatêd\in·: chfzlpter f'ive/ "·· .. , . 

..... : • ' ' • ., ' ~ i; \ / \ •,.,, ' ., 1 1 \ i· i,·, 
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first'. sub-p:erio:d wit.nessed a faster growth rate for the 
'. '1 ,. ' .. 

slilslle~ firms,. the ~ec::.~~d\ s~b-peri:.od which coincided: with 
,. . • . ·I "•.': '· ... ,:.,,. \ ., •. 

the erna of ec:onomic '. rccession wï:tnesseœ a. r..ev.:e:cs.al of 
. .. , •· .. , ! ,· . . ,, . ,··,,··. '• 

the trend, 1. :lindic.sting the .. abi]ity 0f the bigger. firms 
, ,, ' ' • ' ,, j ~ 

1 
'' •• , • ( ''",, i' • ' • ' , ! 'I • ' / I ';; • 

0
1(, ':- • : , / , 

·to: &1bsorb. ecmuo.mic shocks mo.re than, the· smaller .enes "'· 
~ -·~· ,, .. ,~ ... ··. . . ;<. ·t··. '.· ··~:··'• i.;:· :;i :: _.\ ' .1\. '. •' 

Gi·wen: a relaxed busi:ness environm.ent, management may 
, • 1 \ • ~s ':'·\· .;i i' ' ., 

1 

, ,. ' • • •• • , , ' ,: ,,,, , 1 ,' •• ~ ': ·, 1 , .i ,, ' ;' ' ,:: ·, ', " . r .. •, . 

not be making enough efforts at resoJLving the increasing 
, \ ,/ " ·,. 

1 
• .• , .(I \ ·• ... •; '·. ', • \ • ' , ~ ' : : • ';, , . , ·.~ • .. ·.' ," .,.. ' •,. 1 • ·1-~f 

,c:ompî[ex~ ties ass0ciated1
. wi th ïncreasing. size as. they may 

• ' • l • ; ~ -~ ·- ·:· ... • ..... ,; • ' ., ;·• •••• • < ,•. ~ 1. , ; .. ,. :, .. ' l \. : 111~· .• ,. 

tend t0 be complacent wi th. their per:formanc..e o . Ho.we-u-en·,; 
. ,'.;:. f, ,;. ,- ., ·~ " ·: .~.-, ,i ,,1 l,. ," , .... ,,~, -~: ,· .. 

in._ril harsh and hostile environme·nt ~ . the struggle :for 
'.° ·..i t"•, ·, , •; ' • , •• ' "'1 ~- '.(_ • •, 1 1,. '!, . -~ , 1 ... ' . • . • , , '.'. • -· , • ". 

survi va]. may resu]t in those:: wi th the bigg~r. f.inancial. 
.... ,;,1:· · .... ·.: .. , ..... · '··: .. -· ,.. · . ,, .. · ··1, .. ,r1·'i ·. · ·· ... · · 

.stnength being able te 
.• \.•.,• '')•-:,: . ... ,,1:· ·:·· .·,·. ,. t ·t" f 

outperform:. the smalle·r and weaker 
' ... '"" . ' . ~ • •, I': ' .. .' ,. ,... " .. ~.: \':." ' ' T .;·: •' ~ . ,1 'i1 . • . ' 

a.bi'li ty to, co.pe wi th· more 
. . - ~ ., : - . .. ·,, .; '. \- . 

ones: in. te-rms of their, 
. , . .),, _, .. • 

adv.ertïs:ilng,, and .ir:i.creasingly more di:fficult foreign. 
' .,:•:, \ ' ~- • , • 11, '· :: j, ;: \ -.. ,, '·_:,,. .. 

1 

' • r,'·. 

exchange r..equ.irements' .Ï.&,e .. in. a si tuatjjon· where the 

import c:011,.t.;~~ of. ~he. p;o~~c~'s. ~;: ,h~gl~ ~~~ ·
1

~n~;:asing~7 
" ', :. 

1 
,., .:-'~ ' ,.· '· 

1
• '! ' •, .,,. :. ' ,; ·11 .:: , ' ,:_.. 

1

, .. ,,,· ,,, , ,.: • 1 • • ' •, 

.Sho.u].d t}?.ene be. a .recove~Y::_ @nd subsequent]y another:· boom, 1 
, !, ... w -:, , :· , : \; \ • , •• \ \' 1 , , • :1',' ' '· ,, ( -.,.':, ; • • ~- ~ 

the question o:r whether size end growth will. again be: 
, ·, ~ _., • , L ." • ' • • - 'i • ' J : ' ' ,, ,._, : •· 

neg~tiv,:e]y related·: will'. ~e :.a ques\~on of. emp~~icism ... 

• \ •• ..: ' . , ~ _, : ' t 1, ~ • • .. .. ,·. 
... "· i, ·, .• , 

' ·<·:, , . 

7 c Seé· C.entral Bank 0f'.' Nigeni:a Annual Re.port'. 1977 
p" ].Q o· ,, .. 
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CH.APTER FIVE 
··... .::.. ·\ ; r .. . , . - ~ 

ANALYSIS OF FINANCIAL CHARACTERISTICS 
.'.',.\· ; . : .: \0,:, .\·AND· CORPORATE , GROW'rH ,\·: ;;'-:. 1 •. .i .. · .. \. 

. ' 

, : ''. ;:(:1·· • _., i, r, . ', '···. \ ."·; · ... ·,,;. .. ·., ~-~ ;/ .. , .. 'l · .. , . ·\· .. : 
·. \ :· 

It is well established: in Ii terature that profi tabiJL:ii.ty,: · 
' . ,.. •, ~ . 

pl"ovides the· abil'ity to financ.e growth°' · But there are :a 
.: , l l ·, , ! ',- ,, ., \ , '. f i l ' '; , • ], ,' , 1: , ,/ . ,~ ~•';' : ! • ': 1 :. \ •' , •• .,, • ,' ' 

rmmber of other. financial ratios· that have to do wi th . . . ' . . . 

. ,
1
the et.~~~.~ ~<? Vfhich pr~~i~_s 

1
.can be use~1 t.~ .finance .fr~

1
wtho, 

Al.though in tb.is s tudy j we, :zire part ~cu_larly ~nteres ted. in. 
, 'c· ' ' / ' • ,- • '· '· ~ • • ~ l. • '~ '· ~· ,, ." ••· J • •• ., • ' ' •• ':' / • 11·,···· • .... 

the effect o.f', profita.bility. (the mast widel:y ac.knowledged 
!_ ;:· ,, • : ', • ' ~. ;: • ' ...... ; ' .. :. ' :.'.. • \ ~. ··.:.... • .'. 'i 1 ( - • .... ·, '\; ,_ .... ,:._ {'. ••• ·, • ·, ,· ••• •· ' • • 

f:±'.n·ancial 'indicat0~) 0n grœwth; w~ ialso examine the 
,.·:;.;·\ "; ~,r,,,,,!(·'ti'.,!.;:·;,'i\"<·' ,:· ... , ·:· r ••• • .·>·;., ··.,·.,·(~·-··: '·1'( 

eff'ects mf .three other ratio.s, e~pecial]y., that. we are. set 
• ; •. ,· ' . • ' 1, ,{ ' •,; ' ' Ï '~ ',, : ,' ' ;._-,:•I•' ~;: , _:· ~- "/? • ; 

t~ identify the, m0st .important cerporate growth 
!. "·,· ., .,,. ·1,··.!, .. ,·: .,: ··\. . ·. \ \' ,·: • . 

determinants in the Nige:rrian c.ontext o, · The ratie,s ha~,e 
'\ <- ; • '( ,• , ~ ' I •-•· • • ; ~ ' , ~ 1 ' • • ' .. : •, :, ,. .• , :, ' I'•: ' •,l ., 

al~eady been discusse& in chepter three. 
,, .. ,, ,' . '\ 

. ..~ ; . 

5:.1 Cor1~e~atïon An8ilysis 
~:· 't' ., • \ ., '.·· • ' .•. • . -·. •.,, . 

As a pre]iminary.·, we present the correlation matrf:e:es . •••••• ; ... ' ' •• l 'ï . .', 
' . ' 

which .show the degre,e of @ssociati0n among 0.ur · v .. ariables 
. . • . ,: ' . • ~ • ' ~ \ ' •. 1 • - • • • ~ • • : • • '. . ... '•. ' •. 1 ' .. • -

ïn each:of' the per.iods we·have been concerned with. in 
. ·,. .. .. . ,, ·. - ' .. •. : ~. \ ; . . : ., . -.. ·., \ . .. " •: . ': 

tables 5~lv S~2 and 5o3o 
~ '· : 'r ~ .! *· • :·, ' • ' •. ,. ," .-·· -

· W:e obs_erv.e in .t~.~. ,tables that .~qere ~re high __ 

. corr.eiation among the absolute measures orf size and 
\.,.. .. :. ", ' : ~: .. ' i' :. " ·~ • . ' • ' ' :1 • ' , '. . . . , , • ,. ···· 1' ', ., , '.• 

abso_]ut.E: pr,·~.f.i t,~ me~s.ùres~ C?,{ 
1
p:ar~ièu1a1"' interest ere the 

.' ' ~ ,· 

correlation-

i. 
i 

i 
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:L .. 000 0"_057 0 .. 069 0 .. 046 ~oo07fi O .. l5_7 - -00051' <""'..0 .. 05.û. ·00239_ 
• _.,,. ' • - c- ;· -- ' - ' ' 

L,.000 ·. ', 9~057: ---: 0.r:99?- -o~.06-9 _ - (?~}-~2: __ -0_"02.6,::_:---,.:-:_9_.~g~~:-
0 
Q~~33; 

1 .. .000 Oo.409.: 0~475 Q, .. 242: 

1 .. 000 0~705- Oo22l 

1 .. 000 .. . 0.02:8 

I.oOOO 

0~2·25,,,;- : 0~173, 0.,486 

o:às2 - 00287 Q.,_519 
. --

·· O .. T68 0 .. 1.82 - Üc042 

0 .. 003 0.180 0~.104 

loOOQ · · "."Ûo03Q · Ûœ,2.67' 

I. 000 0 Q 0!18 
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coefficients bet~ea~ net aasets and turnover which sre 

0~878, .. Q.,840.· and. ,0 .. $89. fer the three periods resp~.ptively., 
> . ' 

Cmnside~ing the:hetermgeneity of Gur ssmplej we cansider· 

the se::· ,figures: veny high. @nd theref0re. justify. :their use 

as 0ur alternative·messure$ of. ~iZ®o 

.Apart f'rom .the .. ~bso]ute measures, we .. ~ls0 record 

high. .. correlation c.oefficients be,tween our growth v.ariables 

and the· profitabi]i ty, I".lilti©.s c Interestingly, . the 

c:Br:a.ela,tio.n among the @ther· rati®s are· very:, l.ow,.i .~rid in 

most c.ases, negativ.e.,, Mere detailed i:nsigh:ts .. int© .these 
\ . . 

relat.ionships are prGvided in the ao.alyses that follow ..,, 

.. In the previo.us ch!i:lpten·, we · feum.d that size does not 

have Gl·· censis.ten;t..syst'.e!:latic eff'ec.:t on:.gr0wth., In 

particular~ we. feund thet in the first_.sub-pe:niod, · the 

grewth rait.~ ;.of firms te:nded :t@ decrease wi th size, while 
. ·-· .. ..,. . . ~ 

·:. ,.the · trend, .. was :reverseèl in, the s,et?œnd., sub-peri0d ... · If' 

pr0fi tapili ty·: pr~:vid.es. tné· ebili ty t o .. finance g:rewth.,,::.,:the 
. . ' .. . .... . .. . . . 

.. questien .then arises as· tq:,.-whether the smaller · f'irms were 

· more pre:fi table_ than the .· bigger 0nes · during the ·. 0il .. boom 

·· era ef the· first sub-pe:rd@d and indeed: .the;-longe~ .p~r.io:d, 

1974-85 .... Thus, b.e:fere w~ ex~n.ine.<:.the;. eff.eets of 

·:·, 

i:nvestigate .(the· rela.tï@nship between size and'. all ... the 

financial variableso 
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5~2 ~{ze and Fin~nciél Charactenistics 

We calculate each of the measures of.size and 

financial ratios on annual basis and the."arithmetic mean 

of ... ,;the, ~nnual. v,alue wes cslculated:. 0ver the relevant 

periodso Table 5o4 gives smme descriptive measures of 

each .. ef the v,sriables 0-yer those relev.1ant p.~r.i,ods e, 

·_C0m;.:,aring the average ebsol'.ute. profit' measures .for 

the two sub-periods,. i t:. will .appear that the ... 1?.,ec.ond 

sub-:-pe:12iod was bette:n· tb.an :the .:first. f'or. .. ~th.e. ce>mp@nies :i:.n 
. .. . .. " . \· ' "'' 

g~ner~lo RoweV-·er, we o.bser"IJe that the dispersion. @round 

the e.Jomm.on mean of the profit m.easures are generally higher 

· in·· the second· sub-period than the first ~ .The high 

inflationary t:Den_p 0f thC! sec®nd sub-period must have 

acc.0.unted f0r this apparent higher. profi tabili ty o 

. 
' 
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NES 

TNR 

PRTP 

PSTP 

RRNA 

RHEA 

LQR 

DDR 

I 
1 

15004 

4529.7 

4433 

23.98 

43.,29 

24,,88, 

47 .. 86 

9,i.,,33 

.152 

Descriptive Statis!ics_ef the ·Main.Variables 

Me:ain.. S_tandard Devis.tian Skewness.· 

II III I II 
1 

III I II III 
··.' . 1 ... . . . . 

30469. 227:97 27357. 4?~-55135799., o ... 9.30. 0 ... 915 0 .. 871 
-··. """' 

7225.4 58036: 7882"1 1_14979 9.:22:62 ·l .. 089 le.104. lolôO 

709.0 55.41 82;3.B l.2328 91.32 0 ... 898!' · Q.,.985 0~,993 

3707 3092 4346 5.al.4 4982 Oa.876 J...,,049 lo,034 

22:.,56 33.,82 23ol7 18.,.31 IS.o,09: Üo 385, Q,,.415 0,,.1.27 
.. 

15:,"'63 20.75 lOoOO ·110 7i · 8:o.40 Q.,.385 ... 0 .. 01.0 0 .. 147 
\· .. 

48: ... 83. 45.,65 22~80 2L,34 2J:.o.8fi Üo,218 0 ... 129, 0.233. 
. .. , . 

7.,,40 8.,..30 4:099 4o82 4 .. 16.,. o.,.412 0.,3.6.0 o •. .S:94. 
.... ... 

5fü .. 67 3.a ... 43 46.,o,97 17 o,5:1 27006 17 c.49, -Q,.,6,90 -0 .. 691 -0 ... 570 

, No.tes:. Jl."' Mesns of· NAS, TNR 2; PRTP and; P~T:.e·, are in. 
· th0usand ··naira, .wh1le · 0.thers are. in. 
perc.entages" 

·,2" I @nd II· indic ai; e the •first.. and sec end: 
sub-periods respeétï:ve1y o · ·II'I ïndi,èates. 
the entire per.i@d ... 

3 ... T.he Skewness measure is based on the 
secend cëDefficient of? skewness described 
·in chapter ·threeo 

More. rea1istie:slly ,.\ -wh©n the a bsol.ute prefit-m.easures 

are d.e.flated: wi t1i 1size messures, a, cleareJl': picture of th.e 

pr0fi tabiJ2i ty, trend. em.erges, as whatever the rate. Œf 

inf'latien might be·, is .cancelled. out in the proc.ess of . . . 
deflating the absc;üute ·pi-•ofi t m@asures o O,bv.iously, the 
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c_ompanies were l.ess prefi table in the se.e:ond sub--period 

than the first~ This fall in profit@bility is readily 

reflected in the dividend returns which.fell from 9o33 

per. cent in the firs t sub-per.iod. t o 7 .. 40 per~ e.ent in the 

second sub-per.iod,., We observ.e from our ·correla~ion 

matrices that the eorrelati0n c.oefficient between RRNA and 

DDR for periods I,:: II and .. III are 0 .. 3~;? ,, 0 .. 614 ~nd 0.«519 

r.espec:tiv.e1.y.jl · while they are 0 .. 5122- 0.':'555 -~nd. 0 .. 486, ~e.tween 

RREA. and DDR .... The rehn1:ti0n r.atio. @ls0 fèll. fr0m 52.,67 

per c:ent to 38 .. 48- per c.ent@, 'We suggest.,ithat this might be 

ex.plained: by the. fac t that' the. c0m.:panies .. made efforts· to; 

:uetain.the confidence of their sh~reholders,durîng the 

_· . d~ffi_cµl_~,time~> of:. ·tll~-- S®C:G>nd. sub"'."p:e;~a~.'f,·.-rpl'.!.o}J§.bly,: ·Ül:,:Ord.e::iz:_· 
'-~·:-- -' ,,, '" . '.,·. '. ,' . ' ... -··- ··- .' ' ..... ' . .. ' ' ' . . 

ta- av.oid take-oï.l.er. bids ·as postulated in Marris growth 

theory., 

We 0.bser,rn f'ur.ther· in table 5 . .,4:. that the size measures 

NES .:and .TNR aJJe all pesi ti vely skewedi for all .. periCilds ., . 

. This 1s iindic.ated: by the skew:ne@s. measure 'and .. by the fact 

.that the sitandard .. deviat'ï@ns exc.eed. the ~ans.,, T.his 

c.on:firm.s. the well. knewn o ba@·r~:ati0n that. the· size 

dis tri but ion of firms is broi-Jdly c0nsistcnt wi th the 

1.ognormal or Pareto pat.t'.ernil:ilo AbsoJl..ute profit measures 
. -· 

PRTP and PSTP .. also ~x.h:~bit:. str~mg p©siti ve, \skewness, but 
"• " . . ... ""' ·~ ' ' . 

when they are def'la~ed b~ the size aeasur~s-: . .to produce the 

pr@Lfi tabili ty ratios, mci~t ef'-· ~he skewness, disappe@r@d ti;);, 

the extent of producing seime weak negativ.e skewness in a 
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particula:r. .c::ase · - the s.econd sub-period for RBE..~ ~ Wi th the 

exception of RRA, the other two.finaXJ.cial ratios also 

exhibit slight positive skewness ... 

5 .. 2 .. l ·· Size and_ Pro:f it a bi:ltil:. · 

We, estimated_each of eq.uations 3oll~ 3;.12 and. 3.,13 

for each_ of. the thr_ee pe~iods ....... In all cases, equation 

3.,ll g!;)v.e a better. explanatiox1 in terms of' r? and we 

:fbund pre-tax profits to be more related with the size 

measures than do.es post-tax ·profits.. We ·report here in 

table 5o5 the regressïon results for the ]inear equations .. 
. \ 

Table 5 .. 5:. · Re_gressios. Resuits' with PRTP as the deJ?endent. 
· .Y&x.ia ble · and_J3l~~· as the Independent Variables 

.. . ... 
,. 

1 

Size Measure 
'. ï ~· :~., .: •' 

Net:. .Assets 

' ' 

Turnov.e:ir 
... 

.. 

Notes:::::· 1 .. 
' . 

3 .. 

. . ; .. ,.: ,', ··,'-

Coefficients 
•• i 

_,.\ ·, 
' 2 Period a: bJ, :rt'· 

. 
.. 

I 100 ... 21 Oo2B9 Û.o,9)23 
.. ;•, ... 

' . ~;;; (Q;.,,QQ9;) . 
.. .. ... 

II l.7,2.,l.7 Q.,217 a ... 676 
' ( 0 .,Q].7)~E. \ 

' .. ·-. 
III. 125 o,l]. Oe 243.. ·Ü.o 911 

(o., 008) ~K: !· 

·- ., 
.. 

I I29 .,,93 Ü e 09.5:, 0 .. 829 
( ~ 0.,00S) 

; 
"''" ~. 

II 180.9),, 5.6 Oo0.72 Q.,.4S:,7 
> .. x~·· 

( Oo.00.9 ): 
~- ·- ~ .... 

i -· 
III. 646 .. I3 Q.,,0.86 o.,.7.59 

(0"005S):l!:~ 
:, . '·' 

·-.. .. . ... ,-· . 
1 • ', • 

::x:112 indicates signif'ic:antly dif':f"erent 
:from. zero at +:%. leviel. . . 

1 
1 

1 

. 

Standardl. deviations appear in parenthesis 
• 1, 1 .,i. • ~ ' 

I~ II~ III as in table 5~4 
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That a positive linear relationshi;p exists between 
. • i '/ 't:. 

abso:tute variat:ii.o.ro..s in. absol:ute profits and abso].ute 
' • ' ,,,\. •• ·, '·, •• , ••• 1 ... 

\l:ariations in size is a clear indication that ï.t is the 
:· ·' :' ! ! ' 

larger c.ompanies that exhibit drastic.ally higher profits .. 
... ,· -: ; ' 

This, of c~ourse is mot. u1199xpec ted ... We o bserv.e that both 
'·: ' ), ·, •···· •• , r .. , ""' 

. 1 ,', 

the coefficients of b. and the coefficient of determinat_ion 
• 1 .;' ,, 

are gei1erally highe:r with net assets th.an wi th.. tur:moveF .. 
' ' ' •, ' •• .j' ' '• • ' '" 'Il • • ., '•• • •• ' ' ~ ,/ J 

_This is v.er.y surpri.::iings: si:nce .ê. prio-rjj: one would have 
• . ·.. . . . \ . ' ' '~ \' ~:--..' ' ' . ;,i .• - " . . "., ~ ., ; \ ·: ' : :. . • ' ··: . . • 

expec ted·~ 'the rev.e:cse bec.ause. pre-tax prof'i ts are 
' . ~ . '"' ' . 

necessarily .a compo;nent. of' turnov.-~r.o. 
. . ' ·,., ':i '; .':·.·' ',• ·. ': . . . . . ' i. -~ .. . ,, :· . \: 

A. p].ap:si ble 
l'. • 

explanation for.this result might be 
• , r : 1 , , '· : 
. \• . 

f.ound in the 

micr.oeconomic theory of. the· firm which p.:ost~lat~s that a 
. . . J. \: \, . ' . 

firm that maximises. rev.enue will normally record: a rower 
... ' . •. 

. ,' .. ,·~. ~ : ···- ' 1 

profi~ rate~ Couplea with this is t~e faqt that the 
. / . .. 

conc.entration of· economic power.' in form · of accumulation 
,', 't .. '; ... 

' of assets rather than a firm.~s role in market 
" ' . . 

1 -

t'J2ansaction as reflected in its rate. of turnover· is m.o.re 
, ,1 /'' ,' • .... , \• , ' ' / •!.' i. 

]ikely to det::ermine the extent. of profit margin bec:ause of 

the ability to acquire resourc.es at: a c:b.~a_pe:ir: rate.,. 
. . • ' ,: ., • . . . . ~. •. . •, •. ' ' \ .. -~·. • i:, ': ' ' l • 

' ' 
. _We also obser~e that bot~ the slope of regression 

• • ... ,. 1· ' 

1 ·. 

lines and the. coefficients of determination in the· 
, '1. 

sec:ond' su.b~period. ar.e. generally the Ji..owest~.. This ïs 
' ' ,· ' r , •• ,. 

i '', 

_çlearly a ref.lection of' the increased: distortions in the 
' ·': ' • ·,.. ' ,J 

second·;_ su_b-period., 

As,earlier npted, absolute pro~its may not gtve a 
1, : ·1, • 1 i , .... -.~. . i.: ~- ··~ " -~· ~-L \. ." " ., • , . ,~ ' .,. .. 

tr.rue per..f'ormance of' a firm unless in relation to the 
·,, , ' I '; ~ I \ l • . , ' } \ , j .•• , t ! < •, ·, 

.. economic base_fro~ which the profits are generated 
, • • , I' •• •' , .! • • r l, ,; • , , ; • , ;· 'h ' 

espepially when efficiency is being measured by 
' : I • ' • l. • ;: .: ;,;' ~\ i' -~ ; ; 
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profii;ab,~.lityo. We th®r@for@ al&1io expres.se,(;i,.the:.··rates of 
·. ·1. '1 /' r,, .~'(i. {\\· . ·:. \• \. ',·(.· ,, ·, . ,1, '· : 

reiurn on net aserets and on equi ty assets as functioris 
',, 

'1 ·, 

of size., 

In our regression analysis, we found the dou.ble-
. ' - ',·. , h 'l,_· '1. \ •, • 1 1 ·, :,. ! '·.· , , 

'· 

logari thmic ,.s.pecification of equation 3 .. 13 to b_e more: 

relevant~· 
' \, : 

This is at variance with the study of Whittington 
. ?.' . •• • .. • ...... , ~ • . • . ... 

; :. ... 
( 1980). in. which. the semi'l".J;ogaritbmiœ fum.c:tion was found . 

. ~:\,. \· .. : .• l .\··· , ... · ... t'.!,:":·. ''.',:_-'- ... , ... '· ' 't·"·>"~···'- '. . •''. ~ ·.. ,\ i: 

t o · be more . relevant;; . and also wi th. the one by Singh and 
\' ~ 1 ' •. · '. ~: t, -~- -~ ! ' ... ' . .;· ' ~ ' ,. . • ·• :. ~ ,,, " '. . · 

~füittington (]96~) in which a J:.inear relationship was 
. . • ·"'. •.. .". . ·, ·. • r_,· ;: '; . • , : . .• ~ ' . ·• < • • , • ~ • 1: .. ~ 

fou1~d to be the best . in terms · of r 2 ~ The implica.tion of 
.. '1• • ,. .. ,t,'.· ·- . ', • ~ ' ' , ,.. ... ~ 
our report·ed s:pecific:ations is sim:p]y that there is an 

· '· t,' ' . ), ' f" •,; 1' ·,,f ·? 

ex:ponential relati:onship bet'ween size an:d profitabiiity .. 
i, 1, 1 : 1~ .. ,. • ~ • f,- · t. ·,, :. , ~ i • · q 

1 
• • • • 1. • • 1, , ~ ;, ',r 1

1 
i: 

The d)3g1""ee: of tln:is. relatianshi.p is howev.9r subject to the 
i , J 'il <. • ,' /· ,, , , , , )•1 1r· i:,·· ·1/ '.'." !:;:·· •. .. ,, ,. ,, • , ;, \ r, 

Fegression co.ef'ficients and the coefficients of 
• ,. 1 . ; ,d f ;. ,1> ,·· '• '. 

deiterminat ia:m:., 

We also f.ound RRNA rath.~r' than RRE..4. 1to be bet t.er 
1' • • . • ·.~· • 

' ' 
e:x:plained hy inter-firm vi:ariat:Eo:ns in size., v'ie report :iin 

• • • 'I '<.:. ,:. •, ••. 'f . . • ·: \\ ·~; ,, ' f • ', ' 

Table S.6 the regression:resuits in this reg~rd~ 
·:· '. f' \("• • •• ~~-' I ' 1 \ i • ,.. I""' ,., li : 1 ' : CODESRIA
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... · ... 

1.57 
,,_,.,::, 

Table 5 .. 6.: Regression·, Resul ts · wi th lo_ge RRNA- as the.:~. 
:·,.,. ··· ·. Dep:endent .-v.ariable and log _NAS .(and loge 

.. , TNR) as· the .. Inde pendent· ~'.~riab]eS:\, . \' ·,,,," ... 

\ ~ lj \ 

Size 
1 

Net 

, /ô•· , '.r . '• '; ·, 1-, °", ,... 1,., .:, •• i ,1, :·. 1 ,' • <. ,','f·, ·,,. ·.,. :1...,1 ~ •• ,1. '''.,· ,1 ,:,, ,: •• ,. ~.""- ·;·: ' •. f , ',r' ~ 

. ' .',' .. 

Measur•e P'eriod Coefficient -,'•, '• '."!9: 
'' ' .\' 

r2 b 

.Assets I. 
• 1 ~Q; 802 :lE~ 

' ,,_. (0 ... 106). 0 .. 088 
. . ~'!' .. 3: ~ ! • ; 

' 
II. -Oo.864 0 ... 114 

(O." 059)) *~ '" . •..... ·~--·-
III. -0,~ 7.68 0 .. 065, 

', 
\ 

(0 ... J.:01) àlHL-

\ 
·,. 

Turnov.er· I: -o .. 51J3 0 .. :189 
·, 

(Oo 1;56) ~1E:· 
.. 

-· ' 
II' -Oo,28]. 0 ... 010 ,, 

. ,• 

( 00,l ?O) ; 

" 1 

III -0 ... 333 O .. Ol2 
f ( Ûa,]55:) *:ff,. 

·, ' '.i· ., 
' 

-
·' \,. ~ ~·i .. '\' .. . 

,,• '1, ·:; ., 

Notes:: As in T.able 5., 5 
' '···· . 'I ', ' '·, ·, 

The striking diff~rencee bet~een this table and table 
' . ~ \ •, . ','\, ,;. ' ' . ~· . 

5 .. 5 are the negati:v,e. signs and. the I.ow n."?. .. Also, ~e note 
':,,'.,. '· ··.f,·!'t~.·~ .... ,,.,· ,,.·, .. ',· ... ' ' !' ,._., ·-·:f;J· 1 ,;·,.~~··. ! ·.: •• .. ·: 

that with the exception of the s.econd',. sµb-p;e:r.io.d., in the 
· . ~ .: . . •.. · ·~ -li ·i' 1;' ~; ., 1 . ·; ... ~ • . \ 1 .. ,,.· " r ., ,. .· ~ , 

casff: wi th. tµr:rrnv.en, all the regressiorn CG:efficients are:: 
, •• ' ). •• ·., 1/ (,' \ , 0.. ~! , , ' \ .. , . 1 r • ., ,, r ~ 

significantly differ.ent, from zero at 196 lev;el.,. 
, :!: •.}, '1 ·• '· 1 î , , . , . , ,, 1 ; 1., , , ; ',, , • , • , 

The, ïmportance, of turnover as· an alternative· measure 
:. · , : ; ;~ - ~: 'l'.i·· .... ,11· ,r· i' ·• '' ·· · · " · ·"-'t. • • . ·• ' ,1 ~_.:· {" ": • 

of size may be 1110.ted··. in this analysis.,, Si:nce.: net_ assets· 
',,. .' • ' 'I! ,,:-:-i.:: 1 ' • 

appears. :En· our dependent v.ariable ·as the denominator, i ts 
{' .. , ' · ,. ,, •, , ; r( 111 ~;, , • • • \ , ~ , 
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appearance also as the Jndependent v.ariable implies that 
• l '!,: 

any error of ob.se.rvation will lead. to a d.ownward bias in 

the estimate of the slope coefficient, b.ec.ause an 
1 ,: , ;'· 

erroneously ob.~èrv.ed· high rate of return will be assoc:i:·ated 

wi th an erroneously observ .. ed low measure of size. Our 

alternative measure of size therefore serves as a means of 
'', 

asce:ntsini_ng the 1,1.alidi ty. of the resul.t wi th net assets. 
' 2 

Altho.ugh the r are tao low t~ j'rustify any strong 
; .'. 

~. 

c.J.aim .. ,that -wariat :i.ion in. size can expilain v. ariat.ions in . '• . 
the rate. of' return on net assets ,. nev.e~theless, that all.. 

- '' )\ .. , 1 ••• • • " 

the coefficients are negative and in all but one case 
: • , l • • ' " '·,' •• 

1 

1,. ~ ' ' " • ' ( 

signi:fic.ant at 196 lev,el is a clear, ïndicati<?n of' the 

~endenc.y for the larger. firms to b.e less . profitable than. 
' ' ·,•,' '": 1,.1 

the, smeller· o·nes.. · In. fact,. al though the double-

1'.ogari thrnic: specificatïon prov.ed to be the best in terms 

~f, .;2,. both the 1.in~ar and semi-logari tbmic: spe,~ifications 
1 ( • :·· 

'' \ 

also gav,e•,resu].ts that were consistent wi th. the ones 

reported. h.e:ne, bem,ause RRNA carried m.egativ.e s,igns in 

those specificatiomso 
/., C '! ·, I' ' '' ' 

]L 
We furthen· gro'llllped our, sample into three size classes~ 

• ' ' ., ' • l ' • • ·;: • ~ ' '. f 

on the basis of.' their av.e:r1age size for the en tire period, 
' .,\ .' ';. ' . t,~· \ ' ' .. ', \ ' ". t "(: :' :{ . 

1974-8'5.... For each size-e:::lass we calculated the mean 
\ 1··' ,. ' . ' 1 

pù'.'ofi tabili ty ratios and their standard deviations... The 
r., I 

ù'.'esults are given in tables 5o7.and 5080 
: !I .; \ ,, •• \ L ~: ', ·, 

,. 1 •• 

1. · The Classificattion is on the same basis as in the 
previous chapter~ 
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Tabl.e 5 .• 7 :. Mean and Standard Deviatïons of_Pl,'.Qfi tabili ty' 
",;. ·,Ratio ·by ·size: class · (NAS) · 1974-85: , · · 

. 1 .• '·1' 

., ' 

. ·~· \\:, Mean Standard . .' D.ev,,iètïons 

Size-Class. :RRNA. 

Small 

Mediunn 

Large 

. ",•,,. 

'37 c, 22 22 e,,49. 

33ol4:. l.8,A'..3 

31 ... 75 20 ... 24 

' ' ' 

I:_ 

RRNA·· 

22 .. ,74 

lôo.98: 

1.2 .,.98 

.... ,, ' ·~ ., ~ •'.' 

RREA·.· 

a .... s2 

7 •. 36 

7.' ... 00 

Table 5:.DH :: Mean and Standard'. Dev.iations of Profi tabili t 
·+ Ratïo: b Size.;.Cisss · TNR ·· 1974·~85' 

,,, ,. : • .. ' ' Î',, .1 ' 

\ 

Mean StandarœDeviations 

S'iz.e CJ::.ass 

Smal:t 

Medîrum 

Larger:· 

. 

RRN.A RREA RBNA 
• ., ' • : .. j 1,' 

20.,,35 .. 23 .. 28 
i • - ('" 

33 .. 90° 22 .. 18 ,, ', 17 o,45 .. 
' ·'. ;:_ 

32.15 19 .. ~8 11.81 
; 1 l ' ·' ~ 

. ',.,,,, ·; ' . . '/·· . 

RREA 

lJ... 3fr 

6/o Om. 

6 .. 5.8 .. 

WhiJ2.è the· tendency for a negati vie association b.eitween 
. ·\ :',' l • ·I· If '~' • \· ;. ' '· ·, . . !, 

\ '\ ~. i, 

size a~d pro:f'itab:ii]ity (RBN.A) is .. co,~f.irmed:, ,another. 
' ~ J i •'\ ·1_: . ... . . ..,, 

:v.e"Vie'la:t ion of much im:portanc.e in. tables 5 o 7 a:nd 5 . ., 8 is the 
• • '. •, ' 1 • '\ ' • '\1 .,• ,'I··,. ; t: .\ J, 

~en~~ncy; f.br-· :iin~er-firm dispe1"si.on o:f.' profi tabili ty 1:Lo 
.r. , •• , ., 1• , • • • • ., • • r 1 • 1 ~ • ,, -~, ••• .,. ... 

1
• ol • ,. , 

d' .. ec:t'ease wi th size e. 

As recordè~ ~n oür .regression analysis, there is no. 
• .. • • • 1 ~ : \' 0: ,: f ·t-' 

clea:v. ... cut· :t'.elatio.nshi.p be0tween size and the rate: of· return 
.. ,. ' ,·., ' •' V• .t·;· \: •:· ,, :' , ' '2 ,, , .. , .. o <'. '., 

on equi ty ass.ets , but the weak evidence. in. relation t'o) 
' ' i• .. ,,, : ' ·~ ,,. . ·· ... , . 

t1his profi tabil:Uty m.easure t'og~ther· wi th. the r.atè of 
1 ~· • 1 • ' •. ' ' ! 

'. 1, 
.. 

. •,::. ;-. ',··. 

2 o The results.: in this regard are not reported bec'.ause: 
. · of .. their. :ii:ns±gnif:iicarice o · ! • • · , • 
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return. on net as sets in tables 5e 7 .. and 5. 8 also gi ve 
t
1
1 r 1 

•• • 'i, ', . ,. t: •. p (,'.;· ,,· · 

sl.:!-pport to the obser:1,ation th~t int:er-firm dispersi_op of. 
·., \ 1 

profitability tends to decrease with size •. 
\; 'Î , ' . ,'I' ,JI' .'' 

Intere-stingly, when these results.J are compared with 
, ' ', ' 

the st;udie_s b;y:: .~amuels and Smyth (~968) ~ Singl: and". 

Wh:ii.ttingt'on. (196.8) and Whi.ttington (1980), we found some 
' ,"' •• • • • ' 1 •, j ' ' • • • ' •• ' 

stri~ing'. simi].ar.i ties ,, 
' ,, • •, \· .' 1 l1 1, "1 

Whi t tïngton had concluded: among 
' 'I" J .. ,'~ / 1 • 1 - \, 

othe:rr t.füings, that 
. . •f,.' ,:_ ,; .... 

(i) avi'e:rmge. J.:)rof'i tabil:i ty is ll.argely inde·pendent 
of .'firm.lsize, ., but such · relat:iio,nsTuig,"'. as 0

•· 

'' t'here''t·e·nds to be ne$ativeand·' 
\ : · · ·,. ' • , \ r. . , ~ 

. ( Li) the :linte:n-c.:ompany dispersion o:ft 
prcifitabilitj·~end~'to decline with 

·\ size, · al though:' the' relat ï.onship · is not 
a . s trong .· one .... 3 1 · • · , ·. · , , \ .. 

- •., . 

. . Incide~1.~_!3lJi.y. ,, th~ onl~ home bas~~:. ~~udy at our di~.~~sal 

wi;th. which. we. could hav,e comparecl our resullts was based 
s. ' •, :' , • : • r ·' • \ .•, 

on: a sing].e c:.om.pany - the U "· A .. C.,.? and the resuTt of the 
.r.· ~·. 1 

• • • • • l ' ' • 1 ~ • '( ' .. ;. •. '· 1 ' ~ • ,' • • 1' ,. . 

stud'y. indicatedl that the association between prof'i tabjjJ!.i ty 
. . . ·~ \' ' '' 1 .' - ' • .. ~ ' 

and si~'e of' u ... A .. C.. was not welI. d1ef.ined'.. 4 It has been 
, 1 ' , ·1 '· .• 1 \ . ; ., , •. . , • ;.,. 

suggesteill thett due ~o the facts that the extent of' scale 
• " .......... ! ··: 1 :· ; ', ' ; ' .. . 

of',. econ9mies and monopoly are ]ikely to djjfff.'er.· bet'ween 
' ( 1 :: ' • • ·i r:. If • ,, ,. • , ; ' / 1· t ' '. 1 ,, • .. ' ' ' -· ~ 

industries . and that'· d.emand candi tians are unli~el~ to b.e, 
'· . . ' ·: ' ' \ ,.,, ' 'Il 

·. ' ' ' :, ~ ·,. " : 

3.. Whittington1, G.Q (1980),, ~The Profitability and siz.e 
of' Uhit~d1 I~:ii~gdom;.:Companie~ ," 'l960-74n ·Jourrtàl ci:f'" 
Industr1al Economies Vol .. XXXVIII., "Po ~350 · ·.' 

• 'î lr 

4\ Inang]3 E:no:·,, L ... and So(Yinbo, .A. 
"The. Prof:ii~abi]i ty and Size:.i:a· N:igeri:an Qi.1:oted 
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the same in all :iî;r:Idustries, studies 01;1 .. Profi t.abili ty .. , ' . .. 

shou]d be on industry, basis .. 5; Howewer, for paucity of 
' ~ \ ' 1 ' • ' • • ~ \ 

data., i~ ha,s aot been possible to_ unde~~ak~. suc_lr an 

iridustryJhaseœ ana]ysis in this study • 
. \ ' : ,, . . " . - .. · 

Based; on.ou.r aggregated study of.'.the Nige:r.ian. 
1 , ., •• , •1 r •·. ·,; t· 

Companies .. t.herefore, we conciude thet, :lin. v.iew of the v1ery 
, : . , , , , • • r 1 • l '. ·' • 

].ow coef'f'icients of determinati.on and the consistency 
. • ' • ' t ,. ' ~ 1 ~. ,, • • ' •• ,• • 

of the iu:egative, and signifiea:r:i.t regr.essi.on ... cc.efficients 
'• ,.- 1 ' ' ~,• '', J. ,1 ~ , ~ \ 1 : , l. • , ! I I' IL ,' , 1 / , <, ' 

' 
o:f rat.e of' r.e:turn on net·:. as sets rec.orded ,., tfu.ere::: ïs · a we.ak 

" ~ ' • 1, 

association b.e:1:twèen size and profi-:tabili ty, but that there 
' 1 ,, ' l • • .• t ! J • ,. '. ~. ' ' • • ,. • '7 .•' :' .' . 

is the tendency ffbr the association thatt exists to be 
, 1 ' 

1 
• ! J ' '1 

5_·, •. 2. 2 Sïze? and Other· Financial Rst io·s; 
·, I' ·. :, .. ,.:, ,-, '•.' ... ,,. ' ' . _, 

We.; regresseGl'. o:ther. finenciel ratio:a .. on the size 
1 '• : ' • ' . ,. ' •. ' ~ <1 ~ .~ ,· \ 1' \ '. ,· : . • { ' , , , 

' 1 ' 

measures to see -if any couJ:!d be · expl"ained by Vi.Sriat :Lon in 
' ' ' .. : ·. ', _, .. ,. ' ,' : ' . ; ' ., .. • 

size. This we did only t!o satisfy our· cur:ii.osjj_:ty since the 
'' ' .. . \.. -:· ' ' ' -- ,_, '. ' 

correlation: c:oef'ficients o:f' these· v.ariables wi th the size 
1 '' ' 

measure are v.iery neg~igible •. The ·exc-eption is di ,ddend 
I"' , • ' " • ,, • ' r l ~ 

returns .on equilty assets, DDR which we fo.umd to hav,-è a 
, • • ' ,. ',' , , 1 t ' ' , 

similar but weaker associait.ion. wi th the size me a sures as 
l, 1 1 : • 

RRNA., This may be explained by the p.o.si ti ve,; correJ.:ation 
-, .•. 'i ', • . j 

between .RRNA and DDR earlier referr.ed to in thïs chapter~ 

5;o Devine P .. J., et alOJ_'.?1 ... Cit~ p. 2i8 
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We could not· identify any discernible pattern. of .relatio,n

ship of' size .wi th the other· two ratios, R~ and LQRo, We 
• ' ,' • • " ' 1 •• ,. I ,• 

-
howewer obser~e tfuat bath record~d weak positive ·correlation 

, ' ·, ,r 1. ,. 

c.oeff'icients wi th NES and TNR in each. of tla.e pe:ciods •. 
;( / ' / 

We prepent the regression c.oeffîcients of DDR on size in 

T'able 5·09:: . Regr.ession Results. log NAS (and Jloge;~TNR) 
as the Indegendent' VarÎabl6S and log.,!illg 

· ,,· As the De pendent Variable .e. 

Sïze Measure Perioœ 
\ 

Coe-f'.ficient 
,, 

-- )?2: ', b. 
C 

Net'. Assets I 0 .. 082 0 .. 001.. 
·- .. 

( 0 .. 084). 
.... 

. . ~~ 

II -O ... I69. 0 .. 006, 
·,• ,' 

\"' ! . \ .... 
( 0 .. 067 }:lHf': 

,:., -, . 

III. -0 ... lJi. ?.' 0 .. 04'.8. 
' 

: ·c:~:.··.bt>-3 >~'.: ' ·-· ·.·. -.. . \ '\ 
1 /, ': 

: i' ,, ,, c. 

T.urnov.er:- I -0..362 0 .. 01.9 

(0..1$?)~:i:e: 
•• 1, 

II. -0. .. .361 0 .. 022 

' 
( O .. .l59) ** 

1 

.. 
Ill. -0 .... 2].5: O.Ol_4 

... . 
( O. .. 1I.6.) ~: 
. 

' : 

Note.s::. As ïn Table 5o5 
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As e:rœl.ier ::lindic.ated, we o.bser.v er here -that the.· degrees: 

of associa.tian betwee:n the size measures and DDR are much 

weaker than the o.1Ues recorded with ERNA. Not only :are.: 

the c.oefficients of det.ermi:nation very Jlow, but the 

numben· of regr.e:ssion coefficients. that ·are signific.ant 

at 1% lev.·eü is ]owe:c. Onœ. of them is posi ti v.e and 

insignïfic:ent, eve11 .. st 5% lev,el ... 

We. can. theJ?efore co:ra.:v.eniexitly_ conciude tl;1at 

profi.tabiJJi ty is the oxily financiel r.atia; thl.at appears to 

hawe some systematic .rela.ti.o.nship with the size of firms 

and. that the :nelationshïp,, al though week, is such. that. 

as a firm attai:m.s s bigg~r· size, its profitability tends 

to de.cnease.:.., 

Howev;er ,, it is qui te pertinent to note: that this 

conclu~don should be undensiLoo.d in Felation to some 

import.ant. char.ac.te:nistic:s of .the firms, in:. aur sample •. 
' 

First. ts_ ·the age. of. the fi~ms.. It is v.ery plausible 

tio expect that a, _newly est'sblished firm: will experience · 

ln.igl+er profit.abil:Ety as, i.~ exp@nëls, .'esp.ecially if its., 
~ - ' ._ . 

establ.ïshment hacft been prec.eded .. by a well. rese.arched 

:fi'.easibility,study.,. _Beyond a c_er_~:ai:n. size b.o.wev.er, due to. 

stiffe~· competi tion, ·which. r.esu]ts as tb.e .firm, tries tœ 

expJ!.oi t new markets and prooably œ:oupl.ed!. wi th ïts 

inab::iili ty to keep. atir..e:ast of te?hnol.og~~.al ;i_ru:J.Ova,tïons, 

profi tabiJli ty may stsrt to f'all.. In an expa:mding e.e.onomy, 
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we heliev,e i t wiQ.l take some.,. time for any particular firm · t 

ti.o attain such .. a size.. As sb..o.wn in table 5 .. 10, 61. 

(.or 74\,,.39; per cent) of the firms were esta9]ished before 

1966-o · This·· impü}ies thet about 75 peyr· cent of' the firms 

have had. at least~O years of expansion before they 

quaJJ.ify for·:iI;nclus.ion. in our growth analysis .. C.o;nsidering 

the.fec:t that all .the firms fall within the import 

subs~i tuting industries which. hav.e · been most :favoured in 

. ter.ms of gov,·e1mment indus trial policies, i t may be 
' ' 

plausible to postulate thst most, qut defïnitely not ali 

of them. h@ve had the o.pportuni ty to. expand up t.o the 

poim:tt !h.ere .. the manag:rial · restraint, as p:o.i9t;ulated fax 

Dowlilies theory becrwmesn o.perati v.e ~ more sa thait many of 

the firms in our, .sample are l!lOt quoted: and theref'ore f~ee 

:from tBke-ov.er t:rwats. · 

_Our pa;stullate in ~his reg~rdl is supported: by the· 

asser-tion D'Y' the.: !Iilte:vmati.anal Finance Corpo.ratian (IFC.) 

that'. Nig~:ri'ia '~ · ( a:µd' in d:eed Africe 0.s) sev.ene · sho.rtages 

pf people. trained ~nd experienc.ed. in. managi:mg re.1Sitiv.:el.y 

c.:ompl.ex: Y,J:lntu~~s has. contributed to the d;i.sappo.in.ting_:. 

pe~formanee. of. enterprises in the region .... 6 

Sec:ondly ,, the firms in .. our semple are nm1~e.onglomera.te.s: 

in the menufacturimg sub~sector in which the product 

range have· sirnilar tecru:i.ologic:el bases... This im.plies 

6. See Business Times Monday, July 3 1989 Po 7~ 
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that al though .. tb.e dicüum that size is might may be 

applicable to .the .commercial and merc;hant banks in the 

:fl:iiJZl.ancial subsectors and such. companies as .the U .. A. O .. N .. 

and S. ... C.,, O .. A .. which are conglomerates tn the ëommerc.ial. .. ,. ';, 

sub-sec~tor, the· same ·is not true of th.ose mafilufacturing 

fïrms f.or which F.a baya (1989) o btained.: all! av er.age posi tiv.e 
. . .. " .. 

te.chnic:sli .. progness of only .Oo019... Such a low technic.al 

p·rogress is ani indication of' the extent. to which the 

manufac'.turing f;i.rms in Nigeria @re lagging behind their. 

foreign ·e:ompetii.tors where. t.echru.c.al pr.og:œess have been. 
' \ ' 

f.bWJld to be· coIJ:.tr:Ebuting welI. over· 80 pe:n c.ent to their 

ov.erall· growtho 7 

A e:9rr.ollaFy to the· a bov.e point is · the· fa~.t thet ther.e 

has been stiff'. competi tion wi th che~per and superio.r 

substitutes from foreign competitors. In:spite of 

gov .. ernment efforts ·t.? protect the home based Ill8nuf.~c.tured 

goods thJ.".o.ugh1 tarif!s ·:and· -~otal ban. 9f foreign sul:isti tut:s ,, 

stiff com;petitïon continues through smuggling activities. 
. ' 

For examp1.é, in 1977; the C.entr@l Bank·. of'_ Nig!!:ria 

~eported.'. that :. 

u;rn particulan, smuggling_ effec.ti'.'l'.Z:e]y 
· h@mpered "the a bili ty of v..a11:Lous 
industries t9 compete · in. the .. , d:omestic 
ec·onomy· to the ex;tent· that some 
industries liBd to-·,reduce their lèïi'els 
o~:production.end lsy·off workerŒ~ 

7 o, Fa baya: 1 J •. A.. (1989 )·,, 11Empïrië~l'. Estima tes and. 
Analysis o~ Tech:nical l?rogress·irn the Nig~rian 
Manufactur1ng Indus triés" Seminar· Paper · ., "'· ·-·· .. 
Depart:11-ent of Economies, :oba.t'emi Awolowb Univ,ersi ty, 
Ile-Ife~ · 
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Am:ong the industries wonst hit by 
· ·. smuggling ac.tivities, a:irè those 

producing c.ot ton mnd · kni t ted: 
textiles, cigQrattes~bbatter.ies, 
radio and fbotwear~tt~ 

•.) 

Althoughi: those· 'firms ïnv.olv.ed. in. the redue.tian of. their. 

le"ïl-:els of pro.duction might ·. n.ot b.av.e been .. able to depiete.: 

some already ac:quirad .. assets (~ixed assets. for instance), 

the r.educti.0n: in.produc.tion,- must definitely hav.e lœd: to 

lo.we.r rete of return. on net asset.s ... T:he bigg~r. the. firm;~ 

the m:ore: :iit is ]Ïkely to be. hit by the smuggling ac.tivi ties •. 

It" ·shouid also be str.essed: th.at aI:though. we have. 

· classi:fied1 some .o:f. our firms es smalJ. :f.or.·· anaJ.lytic.aI 

· purposes ~-- ma:st' of .the iïrms lie wi thin the. c:ontin.uum. of 
' - ,_ 

what. msy. b.e reg;:u~ded as medium, and . large" firms . by 

gov.,ernment defiini tian •... Thus, our c.onG:lusion may not, ·in. 

the ex:treme for inst.ance be taken to mean that a sewing__ 

f'ae:tory will b.e mpre .pr0fi table the:a a textile firm., 

Furthermore, :ff'or pauci ty of data, we .. hav.e _carried 

out an aggregatJedi all ind':l,stxy study.. S.ome "1Jariations. may 

not be unex.pecte.d în a dis~ggJ;'e~eted study.,. 

8 ... · , CBN '.Annual Report,, 1977 p. 29. 
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Distr:tbutiom:. of '·Firrnm b,y· Pe:üiod of 
Establishment · 

Perio.d of Estab]ishment N.umber of Firms Perc.entage 

S::.. 3 .. 

5~ .. 3 .. 1 

' of. Total '.':. \\ '· ' - '· ..... 
·. .. ,.. ..... _ ···-

1926;_].93fü 6., 7.32 .. . . -- -· . 

1936-Jl.945;, 5j 6 ... 10 
. ,. .. ·-·~ 

1946-:195.fü 13., 15:., 85; 
.... :.• ... ' 

.. 1956~1!965 37 4t5: .. 12 
"'· ·-··· ---··- ..... 

1966.,-]973 21. ''!. ., . 2.5.61 

T0tal 8~ l.OOoOO ... ~- '•, '• 

Gr.owth a:md Financiel Chsrmcter.istics: 

GrowthJ and Profitabilitj!, 

T:o examine· the· relation.ship b.~tween: these: two 
. . ,•,. ,,, ! ,,, .•• . • ' . . . . ' 

v,ariables, we estimated th.e, lllmàtiùs. preaenti.ed:- in e:quation . . ··. . . ·. . · .... ·: " ... ' ,.... ., ..... . 

. 
our :negress'ion analysis, we · p~esent. in. tables 5.oll, and .. 

- ' .... , .. ; ...... " . 

5: ... 12 tltle. e:J.assif'ip:liltion of growth rst·es by::,r.ate ef. 
• • .... ,, ,, • • 1 

:c.eturn o:n· net .assets and rate· of raturn,·.·,@n equity a~sei.t;; 

and in t@bles · 5~13 snd 5 .. 14l:,1 the ·.rates· of raturn are 
' ~ . .. 

cl.assified Tuy, growth rates ... The· four.· ta_bles · pr®viël:e 

some .ru:im@ :fi'taœie evidence for the existence. of some 
. ; . ' . ' . 

w:esitive correlatiqn _bet:wee!:l gr0wth .œnd pro:i'itsbility.:,. 
• , ":. ,·.; :1' / 1 , , • t,' ·., . ,, \,\ . \1, ,,· 'i. , , ; :j !. •, ·~ , ' , :., ., . , 

. A crlose look at these · tlillbles rev:e.als .. ,tha.t .. associatiG1n . i 
•.• , '. _.,, ' "\ ·,;;, ' :· [ . ;, 'i ' ••• • ' 

b.etween growth and prsfi tabïli ty i;s stro:mg~r be1tween .. RRNA 
• ... • 1, : i' O ': O ' ~,' ', , ) ' ,• '• ' ), 0 C ' ' • .,. • /, f! ', ... \ ; ,• ! 
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~nd GNES mnd .. weakest 'b.etween GT.NR and RREA., Tl1ese 
1 / 

aorro.borate · the c·orrelatïo.n c.oe:fficients, especi.ally in 
·: ··,. : ••• , - ' ·1 , r. ! ". • 

table 5 .1 which is the m~trix. fc:>r the longer peri@.d for 
' • : ' '' • \ • ..: • ' + 1 " ~ ' ,, • • - ... • "• \ 

which. the, classifie:tations im t:i'!bles · 5 .. 11 t'o ff.14". hav;e 
" ·,, 1 ' •·:- , ~- , ' l 

been me.fü~ o, 
' '·,· 

Table 5 .. 11: 

. 
' 

Clessifi<?:atïon of GNAS and G~NR by RRNA 
. (197,fc:...85J· -~. ~··· .. '. ',,,,.' 

. \ ,.t,,. ·~ ... 

Growth. of Size % 
·, r• '~ _:t,, '",•\ " 

" 

RRN..i\ 96 GNAS' 
.. 
. 3T.NR 

',, ' ' ,. ', 

.::::.. ]0 20 .. .50 I.5: ... 5:3 
,• ·~ ... 

.. 
L._ ]lfü 23 0 7.2' 16. .. 28; 

" .,_,_ 

L 20: 26 .. l? 18 •. 9Jl 
.,, ..• )· i • •1, /• --·~ 

L. 25; 26\,86 18 .. 97 
'• ' 

L 3::0: 27 .,,57,; 18 •. 09 ,. 
~, ' ~·· --

L 35 31 .. '7,ff 20e.ffü2 ,. r~ v ,. ;, .,,1 .,,1 r· 
L 40.· 31,,22 21 .• 80. 

'· . . .. / 
" 

.L:-- 45 32 .. 5.4:. 21 .... 35 
\'. .. (- 1' ·f ,' / il, 

L 50. 32 .. 4±'7.' 23o0? 
·, ,. 

' .,. 

L 5ffi 4'9:·,.35'.: 2L.85, 
... , .. 

.~ 55: 50 .. 69 29080 
" 
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Table 5: .. 12 ::. Classificaitiôn of GN.AS and GTNR by. RREA 
' ' ' '·' r',•t ··.,: ',j1974l~85')"·., ~. ' 1 

.. ' '. • ..... -

Growtht of' Size % 
. ... 

' ' \ '• 

RREA GNAS GTNR 
.. . ·.· i .. .. . .. ""•• 

L 10 24~ol6i ]3. 23:; 
'· 

..... 

L.J15:, 25,~.48 17 .,.6.Q; ··, . . , •· .. 

L. 20:- 31 ... 18 2lo,44 
,.,·· ., 

" 
~.1.. .. 

., 

L 255: 32 ... 71 26L,I7 
' ,, ,, 

" .. 

L 30.: 3]1..,.5:6 23oZO. ,, .,. 

.. L.35:, 32 .. 71 23 :·ra. 
,<f \! 1r 1 

L 4aG· 37~52 27 .. 72:: 
,·, ,, ... -. 

~ 40- 423. 26:. 24.20 
':- .. :: . ~: 

:· ', 

In. ou~· mo,deil. estimatïo.ns RRNA came ci.ut as the bes.t 
'. ~. •.,, .. ', ~, ·, ·;- '" .• \., ~:•,: .~· .\ \ t·, 

expJlanatory v.:arfü.1ble in term~ of 7l'
2 

... A].though. RREA elso 
. , ·~ ~. l t f ,. · 1 t · , . ' . , , ;,, ,;,'' .·-,y ,;,•· ,. · J • ', ,;,::' \ • .. 

gav:e some good fi:tsi,they wene·not as·consisten:t as the 
,· 

1
:' , /1 ! ' · 1' •' ·r' -;i·f> ,' ,, :it' 111 ~ ••• ,'•.,' , ' • • 

estimates with RRNA ... This app.ears to be at variance with. 
' ( '( 1,; ,, . ··:· 'à,' ~' • "? ' \1· . 

most'. studies in other countries where the rate of return 
.•, •• 1 

on equi ty asserts ha~·e alwsys prov:edl to be a better 
: j ., \ j ~ ~" '{·. {· ' 1'' ~\ ' .. • . 

e:x:pCL'antfiltory v•ariable for growth. ... 
; , • • 1 l • • it: ',: .• , 

We suggest that the 
', ( ' 

pecu]i~r acc:ounting system which. givies room for tax; 
. ' ' . ! \l' ·- i : ( 

evasion, eV,'eR"i by th_e com:panies:: mign,t he r,e-.sponsi ble for 
1 

\ ', · 1 
~• ,. , ~-· ,, •• , ,.ft ;: 

1 
, • .r ,·· i ~ ' ~· l: •· ,,, .; •'. ·• ,· {, \{ 

this for in~tanc~, Sunny Ew11~9woh had1 ~sse~.te~·: that 
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Classificmtïon·of RRNA- and RREA by GNAS 
- ( 1974-85) .. . . 

Profi tebiii t'y ~6 
. · . .. 

GNAs·, % RRNA RBEA 
' 

L 5) 22 .. 82 12 •. 28 

L..10 ' 24 ... 44 
1 1 

12 ... 29. 
/ 

L 15., 2,1o22 I.t.L9.3 

L-20 29 •. 57 28 ... 76 

L. 25:. 27 .. 041 18 .. 13 

L.30 30.33 l8o,81 
' 

L 3:5:, 34o5B 21 .... ?l 
\ ,, 

L 4D 33.27) 22"6:s~ 
fl :1 ,,, . 

•, • i 

.L 4::r 37 .. 09 23.' .. 84' 
• .. 

'· 
L.. 50 37.'18 . 23 .. 78 

/ 

L- 55 42 .. 93 22 ... ?4! 
/;• 

L 6:0- 40· •. r4: .?.4 .. 6S 

~610' 9302$ 61.71 

. ' ' 

Table 5>.14: Clessi:fie·atïon of· RRNA and RREA by~ GTNR 
' ( 19741.-85~~ _ 

/·-' ·".. . 

.Pro:fitability % 

GTNR,:, % RRN.A RRE.A 
' : ' 

Il 
,, ··~·~ ~.~. ~; ··i'. ·•'// r- ,. :~ 

liL $ 26 •. 92 ].7 .. -'!O 
' 

. L 10'· 28\.39 ]3 .. 1JJ . 
.L. 15" 3I. .. 07 2{) ... 66 

.. , ~ -.;,1 { ( 

L20 32.32 21 .. 45:i 
\ 

L25 35 0 84;. 22 ... 83 
... 

·.L30 34" fü7 2.;f O 8.2.~ . ~ . ; ' 
' .L35 3.9.~ 72 .26:.46 . , 

/ 

:~35: 36.7.9 I9 •. 5:2 
~-. ; 
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I?I.. 

, Niger.ian Colillpanies' acc:ounting p,0.si tion before audi ting 
·'. , ,. " r· .'· ,·, ~ t 

(especial]y in the ïndigenous .and the mixed ï .... e •. partial]y 
• 1 i ,.; •' !\",• '(' ' ~ ,f ' • 1:I 1; ,,; ,:''' /' t • .: • •• \ ·: • • • 

jjndigeno.us and . part ially fbreign. owned) g:i is purely 
··~.rl·~;~r,; ; , ' ' .. ', ,:: -~ ·. ·1 ~ ., ' : • :, \/. ! .... 

:ilnc·omp:i.:·.~te record$ .. 10 The pre-tax profits. might therefore 
.. V ': .,~ .•. ,,,: '1! • • ., .. \ 'i·~I,. 

·,; 

hev~ been manipuleted.fbr growth. end some other internal 
j , • ,. • , 1 '• 1 ··~ • • s ,·, ' , ' --,,: , , '. , , 1 , < \ 1: • , 1 , • lo , • 

ptlrposes he:Bbre being declared for. tax purpo~es •. This is 
·: ., r· . , •, r· 1 , · . . . . .. ; ,1· ·1· '· • , • •, 

more ]ikely to be true since 1 according to S:oy0.de. (1978), 
; i :1 • ' ., ,<, _., ' ,1 ' • •• • ~ • , • .., f 1: • • ' ,-... î ·: . 

Nigerian CDIIl!Panies in the. manufèc:turing. and commerc.ial 
1 

• 1 ' • 1 1 ~ ,.· j,1' : ,4; ,, 
0 

J ' ! , 

sec:tors. appear.e:d to utiiize. debt v.ery sparingly, when ait 
•• • ' ••• • ;<' •• • .. • •. l • • ~' • ' 1 ' • ' • ' .( .f t ~ : • 

allo He suggested that a probable\ explanation fo~ the. 
.!. 1 .! ;< 1. 

' ,1 ·' ' t ' 

low or non-use or debt has to do wi th the use; o:f ret.ained'. 
,: Î·'- ' ' 

. '. ]]_ .. 
earnings.,, The v,arious dïstort:ï.o.ns thatt might hav;er: 

; • ,.. ,l ;t• ' .• ~ ' 

o:ccurredl in. the post-tax profits. of the vmrious c-ompanies 
\ .·'11 

might therefore .lbiav.e accounted for the inconsistencies 
• ' ' ' ' '· 1 • ': ~ r'• ).'• f. t· . . < li " ,, 

:r;ecorded~ in the coefficients. aissociated 1 wjjth RREA in our 
• } · ,' 1 :;- -~ \ • ~ 1( 

. 
erstimations .,. · T.he re.gression Fersults are pr,0sent.ed1 in 

( ,,: ri , • ~: ':: \ , , ~/ l' •'! ,) 'T ,, •' ',; \ \ : ' . 
table 5.~ 15:; 

It':. ïs o,h'.wiaus :ftrom .table 5.15' that the growth of 
, " . . . . ~ { 

Nigeria C.ompanies. ïs to a _larg_~ extent a fu:nction of their· 
, .. ,.. \ ' ' . ' . ' . ' 

profitability, as all the estrimate of b are greater· than 
• \~ ' '1- • 

------·-·-·--:--'.:--~"""'."'""~------------•. ,,, i•·:,t : ; ..... 

9.1.. Most firms in our. sample fall wi thin the m:œxed· group, 
while the rell;a,~hf:ng f'ew f@ll wi thin the,. first g~oup .. 

lp.. Sunny Ewuj~o:wob.'.,
1

; "Tax.' ev;asïon: Why "blame .Audjj.tors:?" 
\\.Business. T:imes ~ô.nday, May 29, .. 1989 po 7e· ', ~· 

. ;·• ' '\. . . '.. . . ·; ' 

ll... S'oyode ,A:: . .,_, (1978.), 11 Financ.ing_: Industr±.sl: Growth ïn 
.... Nigeria~ .A'. Study of,~the 'plac.e · o;r· debt 'and Retained 

Earningsn• ... ·. I:ft:' So.cial Sc:ienc,ers Rev,iew Vol. I No •. 2 
pp .. 89'-].07., .... 
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z.ero, and wi th the exception o .. f sub-perio,ds I and II in 

the case with growth of turnover which are significsnt 
,.· 

at 5% le~el, all others are signiricant at 1% le~e~~ .t."üso, 
) ,! 

we observ.e that RRNA explains variaticms in GNEs· better 
,., '.· ' ' r ' :. '. ',. .• ,, • 

than it doe& wariat~ons in GTNR ... The same bias that we 

Table 5~ 15-:: 
. ·~ 

G\:nowtht. 

'' " 

GNES' 

G.TNR 
,,:, ., 

Regression Results with G.rmyth Measures 
as; tne'Dependént Variables· andRRN.A as 

· the Ihd~pemdent· Varïabié 
. '\ .:.. ~ • k i •· •. ::· ', 

' ,. ). !( 

:eerio:d'. Coefficients 

.. \ 2 
... a .b .. r 

I. 1.H,.459. o ... 492 0 .. .750 

( 0 .. ]03 >*;f: 
.. .. ' .. -

~ 

II. J:4\.,Q.43 0 ... 324 0,.681 
(O ... l25)*E 

'· 
.. 

III 180790 .. o ... asg 0 . .,.6.93 

( 0 .. 34:1):il:* . 
. , 

, .. , _., '·' 'j, ' ~ 
' 

I 168 ... 002 
' 

o •. .719.1 o: ... 505 
·\ ... 

( o ... 399:)*: 
.... 1 

.. 
.-. 

II 68 .. 379 Oo.1'99,i 0.4:52 

(Ool20)*· 
., 

. . . .. ... -
III 20.o 761. 0.0167 0.490 

Note.s::: As: ïn. table 5.5 

o.bse.rved· in: table· 5 .. 6 shouù.d also b.e noted, in this c:ase. 

Th~ bias is howev,en in the o:ppc:rsi te. d'irec t:Don and iess 

pro:noun,P.e:d·. than ,Xn the former: c..ase .... · Tt is 1n opposite 
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direction b.ec.ause the positions _of the v.ariables are now 

re~ersed and Tiess pronounced beœeuse net assets is not fn 
'\ ' . . . " . , .. . ' 

abso.lute terms, but as growtih. rst'.es o. As in. the former 
. •!', .r 

c.ase, tb.e regressi.ons wi th. turnov..œr s::erv:e::.: to asc ertain 
. ' ,. 1 ,• 

the vslidity of the results with net assets. We obsarva 
2 that the V.·alues of :r which are generally v.:ery high. for 

:-. 1 -· .,,, 

an heterog~nous ël.ata, are, elso generally l.ower in the 

secwnd'/. sub-perdiod than in the first'. sub.-p~riod.. This 
. ·.' . ''. ·· l., 

i:ndic.at'es· the re.duced. importance of profi t.s in the growth 
' . ' ' .. . . 

process af, the Nigerian companies\ in the sec:ond: sub-period. 
. i I ' , , \ 1, \ ', ,;\ , , ,_ (\• •,' L I , 

4 prohable al te31'na.tiv.e to:· ,thi~ has .been the .us~ of d!ebt's. 

Although our d'atra Tu.as not been. sufficient trn test the use . ,. 

o:f d'ebts:· in the growth p:roces:3 of the companies, we find . 
. ! . ' 1 ·''\, \~ .. <.. • 

a- cJ!.ue to) the faa.cre.ased importance of thfs source of 
• :. ·~'. 1 •j 1. 1 

f.:ii:mancing g,rowth. jjn,. the study by Adedej.i (1989). Where.as 
,.. ·,, ,1· :.. ·\ r,1.. ,. '· 

Soyode (1978) had found; t1iat'. Nig;eria~ fir;s scarc:eiy.· used 
,1 1 • \ 'l- \ •• ' ' '1 ! 1• ' ' ' \ ' ' ' 1 ; , ' ~ •' 

de.b.ts ïn. fi'nancing growth, Ad.ed:eji J.:ate.r." foµnd,. that in 
·• l 1.'t ·, .. • • l• :i... • 

:tl:t~ ]980s, the.. P'.!,"ofi tabf.Ii ty of Nigerian companies 
,· ~ 1, i r , 1, , . . ·\ i • ' : , ·- • 

app·eareff t o 

general had1 

hfrne decreased and that the companies in 
• • , ~· , -' , 1 , • 1 , , • 

:m~sorted: to, the use of more d'eb~, pre.sumab]y 
' •. ! ' • ' 

to cov,en· the ye~rning· gap: c:r..eateœ by the decl'.ine in their. 
' .1 a j, ! ' \ l • • • l. 1 ' ' ' • ) 1 ~i 

.(-!·" t b-'] ··t ·12 pro'J...,l a JL i. y,r .. 
. : 

12.. Affede j'il, A .. ,JI989:) ,1 ·~c01rporat ei (Jrowth- in a Re.cession" 
A -pape±· Pnesented at ;e ·National Con:fèrenc.e · on 

· CoTpo,rate,. PeF.f'ormance · in Sî Recess:ii.on:~: Facuity of'' 
Bus?ness: Ad:tninistrat:ii.on, Unïvie:rsi ty ·of' Lag·os .. · 
MaJ:", · 1989 o , • 1,... · · · • 
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Toterestiingly ,1 Oyet'an Johrn (1989), a. Managing Direct or 
·\ 'i; .. ~ ,, / , ' • ,·. > 1o 1, 

of a mer.chant bank had'. advocated the use of more equïty 
. , r,· i · 

by Nige.Tian C.ompanies .as against the pract:iic·e whereby-' 
,• ; ~ •. • ::- '· , • _ i, ; -! , r t , ·, : , t • 

. they t:.end to u1Se more debts as a r.ernuJlt of the ease in 
1 : '. : ' ' • , 1 •• •• '• ··- 1 ., 

13 · securing ]oan in the, co1.mtri;x... . Whïl.e thjjs shows the 
1 I ' ' ' ·.: ', 

0 
i:' 

extent to which the N:iige:rian Companies hawe shifted: from 
. ' ,• . ' . ... . ' . ' . ' : ., 

one sourc:e of f.ilil.ancing growth. t'o another, it'. .. is not to, 
'' ) '· ' ,, '· ... _; . " ,! ' i: " ' .. ,, y· ' . ; 

mean tha1:J: p;r:o.fi.tabi].ï.ty, c:o.uJl.d be puished'. ta; the background 
', .' 1 . ' • , •• ' ·::, • J • ' ' ,, 1 ' • :• ·.• ,\ ·;} 

as :ii.t usualJly serv.:es as a. pr~mary basis :ffür qualifying. 
' ' " '' 1 

ito o btain ].oans .. \ 

On the whçyJ:.e, we find1. profi tabiJJi ty as a reliabJl.e:: 
·.' ' '.' " . . t' 

source of achiev .. img growth by the Nïgei;;ian, firms e 
' ' i 

Vfu:i:ile-:· :ü.t a:ccu~nts for about 70% in the v.:ariation of' growth 
C ' ' h} !' 

r.at'.es: of' ne"lt assets ,, it acco.un·ts::. f.or about 50% :lin the 
. . ' ', 

This resu].t fa~ c:l~ar].]y in har.mony wii~h o.~r, e.~~lie:e· 
'' 

.fingimgs .. We nac1: :fbund in chapte,r four that'. the smal]..er 
. t' ~ .,. • : . • ; ' ' 

. ' 

f'iirms tend to grow faster and·. in se:c:tilon 5.:.1 ab.o,;te;, that. 
, ' \• 1 • • • , 1 > 1 f ,' • 

the smalJ!.en' firms. tend t:o be more prof:iitable.. I.t then 
· . . •. i · , , .· < 1 1 l ' • ~ \ ·$.. .• -

follows that the. more pro.fi table a firmr :ü.s, the higher' 
. .. l ' J • ' 

1 
1 !, • ' ' .. ,. ' Î ! ~ , j , °t' : '•, -~ .- ! 

ite11.ds to b~ iits growth .. rate. 
-(; t 

• 1 '• "',> \ 1•) 1 1 

]3 ._ . Oye tan: John, "'NAL · MD on Equi tyn Business Timeff 
Mcnil.day1 June "12·~; 1989 p .. 2~ '· < · 
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:5 .. 3. 2 Gr.owtih and Other Financial Ratio:s. 

In our step-wise regressï.on enalysis., we ïdentified! 
• 1, , : , ' , " > ., ," ;' ,./ l 

}jjquïdi ty ratïrn, LQR as, the .only, ot.he~ .f~1:1~1~cial r..atio, 

th.ait :üs· c.qnsi;.stemtly s-elected·. in. the c.omput1~er automatic; 
' , •• • • ,' .• •• J ' ' • 

aelec,t:ir.on... .Although_ dJiwidend r.eturns was:; s:elec.ted. ïn. 
> ' ' • • .' ' • '., ,1 ' •• 

some c:ases, :iits coefficients were n.ot signi'if'icant': . .,, 
1 J ' 1 • '; •• 

Moreov:er ,i we observze ii.ts :é'~iriy .high. correl'atio:q. wïth 
. . . . ' '. . . '• ·.. . .. 

RRN.A ,: ïn which c:ase ït appears ss a possi bl1e cause of 

mu]tiic:ol]ïneari ty::'~- Lïq~idi ty ratïo,. t''.oo, recrnrded: s.ome 

degr.ee of' correlation· wi th. RRNA., btlt we conside.r the 

~orr.elati~~ coefficien~ sufficiently low not to lead.to 

any· se.rio.ua1 multicoll:i:nea.ri ty ... Surp~isingJ,l.y, our 

reiîentïon ratjj_o: RRA did not . prov.,e. to be:., a good'. e.xplanàt.ory 
' ·', - ... . ~ . -: f -· ' . ·/. 

v.ari~b]Le o, This may not be unc.onnectedi. wi th. ·the fàct 
. - • 1 • ' ' 1 • 

that. it ï 1s a, post-t.ax phenomenon, and since aur rate of 
. ' •. \ : . ' ,: '.. . '. 

re.turm on equi ty assets dîd not yield~ a co:i;a.sistent resu]t 
• ·, ,' • • " ' ' ' • • ' jl ·, : • •• 

' 
a bettezr re.sult .(tamrwt be expected from. RRA. 

We, present ;t:he regressi.o:r:i co~ffi~i:.ent~· oi' LQR anœ 

its contribut:iJ.on· to. R
2 in table 5 .. 1·6 .. 

It i'.s qud1.te obv.ious from ilable 5·ol6 that a 'V,ery ]_o.w 

v.ariation in gr.owth jjs caused'. by· ]iquidity ratio •. 

A;IJ.:though the co.ef'ficien'ts are. posi ti v.·e ( thus indicating 
• '.. ' ' ••• i., • • • .. 

that the more Jliqmi:id. a t'irm, the more conduci v.e ït'.. is 

for .i t to, grow)_i-t~o of them: ar..e not sïgnif:lic:ant' · ,_ two ar..e 
1, ... - '. \/ •• 
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siignïfic,ant at 596 lev.el whil.e the remaining two - for the . •" 

whole period, ar.~ signi:fic-ant at· 1% :ëev;el.,. The 

contributïon to R
2 

jjs also v:.ery I.ow. Thus, Iiq1;1idity 

ratio has not been a significant d'et·erminant of the 
'1 ·: 

v,ariat·ions in the growth n.ate~r- of the Nigerian firrns •. 
, Î; , 1 , , • 

T'a ble 5:o ].6 ::: B._~ression Coefficient'.s and! Contribution 
of' LQR to Growth Models:.· 

'. 
·- .: . 2 -. 

Growth :eerïod. h Contribution to R 

... 1 ·- . " 

GNES I o·.,21.1 .. \ 0 .. 038 
'' 3r· (O.,lQS:) · 

•1 L,, 

... '",', 

II 00085 0 .. 01.3 
(0.~084):ie: 
•. 

III o· •. 12a: 0 .,.029 
,_ . ( o ... 074 )~:K '' 

. ' : ' ', :· ,, ~., .. . ,• -
GTNR- I 1 .. 499 o. .. 020. 

(4 .l75) 
' . ' 

' II. I. .. 448 o. 020. 
·,, .. ca: .. s?) 

.. 
III 0 .. 13_6, 0.033-

(0.086)~~-

Notes: A.s ïn. table 5.5 

S:.4 G:u.owt h,, S-iz e and Prof'ï ta b iii ty of Indi v i dual Fi rms 
-

As. a supplement .. ~o our cross-sectfan~l!. analy_ses; ïn 

the previou-s sections, we have identif'ied; some fast and 

slow-growth :f'irms :f'or the purpose of' exanûning the 
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interaction. am.ong their g~owth, size and·. profitability 

the three main variables that hav.e b.een .. found to have 

some appreciably eonsistent relationahip in the previous . . .. . ·~ .. ' 

seœtio.n.. Whi]_e we · .present. the size-profi tab:tli ty 

regression resul ts in. table 5:ol 7, the growth.-profitab·fJ:·lty 

relationship• ane shown in. table 5.18. 

In. table 5.17 all the c~efficients of s1ze except 

one of the sl.ow-growth are less than one.. S.ince the. 

:t:!.egressio.n specific:ations _ are in. the I.ogari tbmic: form, 

the :nesults ïndicate that most firms in our sample 
\ 

negardle~s of whethe_r they are slow-growth or tas~-gro:wth 

tend to experience a fall in their profitabil.ity 

Table 5:., 17 ~ Regressïon Results of lo,g Pro:f.i tabili ty 
fill log Size for Indi vidufü.: Firms . . . . e . 

. .... ~ 

Size· Firm C o.e ff ici en t s ... 

a~ .. . . b -:~2 . 
Net.Assets s 27. .. 1. 1~.003 K o. 209, . ( o. ... 557/) ' 

s 29.l --o~.4oo· 
(0.1-42)~~-

0 .. 078 

F -28 .. l. 0 ~293.. 0.025 
... ( 0 ... 11.4 }:it:lr 

F 14'. • ..B; -0.~.898 
(0 .. 149}~:ït 

0~025 

.. · 

Turno.v e :iz· s: 10 ... 0. o •. o7a 
(0.038):ït 

0 •. 6.25; 

s -122.7 Q.~.042 O .. OOfo 
(0 •. 293) 

F l4.9 ·o.;.879 .· o ... 5.35, . . .. . 
( 0.2191)~H~: . .. .. 

' ..• . . 

F -62.61. 0 .• 29.3 0.870 
< a .021:)~* 

Notes: S = Slow-growth Firm, F =·Fast-growth. Firm 
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as they attain a higher sïze. As in .. the c.ase of' cross

sectio:na1· analysis ,; we also observ,e that the coefficient 
' ,. ,·-

of determination in most cases is very 1.ow , .. also 

indicating that the extent to which v,ari.ati_on. ïn. size 

. leads to v .. ariation ïn,,profitability is v.ery Iow.. In. fac:t:,; 

the o:nly firm that record's a fairly hig4 a.a.efficient. of 

d.etermination. has a. ].ow regr.essïon. c.o.eff.icient o 

Furthermore, that all the r..egressio.n c:oefficients exc.ept 

one are :Less than\ <lllil.E:l is a further.. c.o.nf'irml:J.t ion. of'. the 

fac·t that' .... pro±'i t abili ty t ends ____ t o. rise a.t a decreasÏr:tK 

n.at e wi th size •. \ 

Table 5 . .,l.8:. Regressïon Results of' Growth On. 
Prof'itability for Individual Firms 

.. .. 

G.rowth. Fïrm. Coefficients 

a b 
2 

·····\:. -r.. 
GNES s: 29 c,.9J~. 0 • 09.4. :iEX 0 .. 688 

(O.Ol7) 
... . . -. 

' s -7l.,26 0 .. 036. **' 0.5-88 
( 0. .. 01.6) " .. ... ... 

F 26 .. 61 0 .• 160 
(OoOOl)**' 

Üo. 749. 

... .. 
' -

F -16.7 .. 4.9 0.124 0.,382 
( 0. 014:) ID'E. 

GTNR s -6.270 0.1.97 ~ o •. 5.07 
( 0 .. 043_) 

·- . - '. ·- ·, 

s -4' ... 483 o .•. 152 ·0.4.0l 
.. (Q;.,Qll.)~ 

-«, 

F. lS .. ,380 :o . ..;ssi Q..,.6.71 . 

". .. . 0~ .. 101.) :1EX: . 
,. F -6.2 •. 61. ··o •. 29.3.· 

c a Q 021):D€: 
0 .. 870 

Notes: As in .. Table 6.17 

f 
1 

1 

' 
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The results in. table 5 .. 18 fully c:o.rrobo.rates the 

cross.-sec:tionaL. analyses,. We o.bserv,e that there ïs no 

evidenc . .e of any :neg~tiv.e association· betwoen growth an~ 

profita bility as :pas tulatedl in. the Marris-growth. model •. 

Although. profits are used ta. financ..e gro:wth .. ov,e:r the perio.d 
. ' ' 

of study ,> the evidenc.e 1:1~re does not sugg13st. that, ev.en 

for the ïndivliduar f'irms, growth a.te sa deep il7Lto. profits 

as to c.ause a reduced or neg;:itiv.e profitabïlity. Until 

v,.er..y rec:ently when the economic candi tïons hav.e.: bec.orne 

nather dïfficul t ,,. N.igerïan c.0mpanies are not known to have. 
\ 

been .making_: muc.h efforts at div.ersification of. their 

pro.duct through :nese.arck and. development,,.: ;C'.l(U;~;.D) 
.. . . ~ . ~ .. -·~ ' .. . ~ . ~ ..... ,.•' ~ . . 

Thus,; the i;ssue of spending a reasonable proportïon of 

their profits on growth t:µrough R & D .d.oes no.t arise ... 

In fac;t, as will be shown in c.hspter:· six, the type o.f' 

divensific.ati:on they hav.e been. invelved: iin. d"oes no.t 

require · anY. research as i t ïs ,) in. m:o.st:. c:ases, backward 
' 

:E.n.tegratïon. :Enta. ]oc:-.al sourcing of. raw mat:enial.s. In the 

f.ew cas.es where :ne~eareh ha~.:e been. invoiv,ed:, it has al.ways 

heen. ïn conjµn.c.tion. wi th. ·foreign technic:.al_ partners or· 

associa tes .. 

i 

[ · 
1 
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· CHAPT ER SIX. 

NON-FINANCIAL AND EXOGENOUS FACTORS IN 
" ... CORPORATE GROWTH 

In. chapter five, we identified profitability as a 

key fac.to.r in the gr.owth process of Wigèrian Companies ... 

Howev.er.·,;\ ï.t is only some pere:entage of the :growth 

proc.css that can be at t:i:db~ted to profi tabili ty, .the 

n.emaining percentag_e beïng consti tuted: by a number· of o.ther· 

factors exog.9nous to. the operatians of the ... companies., 

some of whic.h are· ec.en.omic and some of whic.h are non:-, 
ec..onomic... Suc.:h faa.tors canno.t be :11eadil;y subj_ec.ted. to ... 

such statistic:al and. ecoBometric. techniques as we have; 

done in testing for the systematic·influenc.es o:f size and 

:t'inancial._ charac t.eJ1i~tiC'.(:f... . We h~v.e _ mad'e.:. an. at.~.~mp~ ~- ~01 

.:il.de:ia.tify SUChfan:.tQrS thnough. 8. quest'iormaire survey, 

the llesul:t s of which are here by analysed •. 

. 
6 .. 1 · Busi~ess."'Objectiv1es; 

Out po.int of': departure is in .regard' 0:f. the . business 

ob.j_ec:-ti v .. es of firms o, .. We h@v e o bservedl in chapter:·. :two 
•"v • 

that .. contrary, t0 the. postulate of. the traditional .~heory 
. ·- ~ . 

of.the firm, mo.dern business. orgenizations tend to have ... ..... .... -

objee.tives othen· than; that. of profit. maximisation ... 
' ' 

.::et appears plausible to postul:ate that business· ob~ec:ti"'iles.. 

wiil. hav.,e. some ... :ürtfluerice on. the grGwth. patiterns _of 

c:om:panies., The suggested al'.ternativ.~ ·business objpctivea 
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:ün·· Nige:rian firms .together wi th the frequency of responses 

:iin: our sampl1ed1 firms are shown in table 6.1. 

•' .. , 
' 

· 1;:> 
,.,:,, 

(:i 
1 • 

' 1 

i. 

The first :Empre'ssion f'rom .. table 6 .1 :Lls that al]. the ;(; 

· c:o.m:panie_s c:onsi.der. both. .·profï t maximisation arnl 

maximis.ation of growith. rate o:t; .. ~eles as ei ther very 
. ~ ' 

impor.tan.t qr, .,i_mpo~.~-a.~t , •. none: of . them rat ed.· né:i ther of'. the 

.. two :~,:hj:~?tiï;v,es a~ .. uni~partant •.... ])xpans:Eon o:.:ff market. 

Table €L,1.: C0mpaJ!ly· Business· Objec·ti v.,esi 
·.;.... '' .. ,' .. ' ...... '•· .; -=-----..,..---~------------.-------~·-··----

Alternative 
•. 

Business " ,· .. 
Obj:ec:ti v.es 
, .. . , .. .. . ... .. ... 

l. .. Profit 
. . Maxim:ilsation 

,. 
.. . ' 

2 o, Maximf~atiion 
of. the ]2evze1 
or. rate :of 
growth, o:fi'.'•, 
sales3 

a:., Ex.pans :ii.o)n: ofr 
market . .. size . . 
of .. pro:ducts 

... 

' 4: .. Dïv..,er.sific:a-
. tian 1.n ord·œm 

t1.o rerduc ë · 
d·ependenc:e. O'n 

:existing 
1p:ro:duc;t SJ 

5., •. Expansïon of' 
... net·. assets 

:i1n re la t;iio.ln! 
to, others:-; 

·' 

6·~ Otb:ers. ( e .g O• 

:::.. Empl. OY'fD:e nt. 
Gene!rat ion) 

... · ·ve:ry 
Im.p·ort'an t: 

Fre.~ ;per~·, 
que- e:ent.:.. 
ncy age: 

•,., .. 
, . 

:.31 ?2e09 
' •\';I 

/ 

. 

·, 2~) 6 . .7 .44'. 

32~ 74\.42 

' 

]4'.. 32. 5.'6 

- .. 

19 4~.19 

\ 

Important 

Fre')- Per-· 
que- c:.ent-
ncy,, age 

·~·- .' ·.' .. , .... _,!•, , . 

12 27 •. 9Œ 

]Ad 32\.5.6 

].0 2$o 2fü 
. ,,.- ' . 

JL4'. 32~56. 

2:a: 5:3 •. 4~ . 

Un- ···· 
impor_tant 

: 

Fr.e;- Per-
que- c:ent',~ 
ne~: age: 

..\ .. ,,._ .,, . ........ 

0 . ,l 
.O~OO 

...... :;"· . .. ,,,. .. 
' .. ' 

0 0 .. 00 

]. .2\32 

JL4:. 32. 56, 
.. , 

l 22.3.2 

·. "Very 
Unimportant 

Fre!!"" Per .. 

que-· c:eh.t-
nç:w . .: ~g~ . 

0 
' 

o.oo 

0 o.oo 

0 o.oo 

·' 

..... 

1 2 .32~ 

0 o .. oo 
... 

/ 

' : 
i 

i 

i 
/ 
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siz:e of,,.products .. rec.-o,rd~ the hi(shes_t ra~ings,_ in'. .. terms of 

. b~ing. ~,.ery )jmp-.ortant, . but i~: also :r:a
1
te.dl aff .. 'tl.nimportant 

1 • 

by, one. company •. ,. Expansion of net .. assets~ in relat_ion to 

other..s O .is also, highly_ nated, exc:ep,t that only 19 
-

aompan,ie_s, (44.19 pen:~- cent.) rated it. as ver.y ~portant, 
. . . ' ' •, ,. . . .,. 1: - ' 

as c·ompared1 wi th'. 29 crompanies·: ( 67 .44. pe:rz c:.ent) for 
• ;,· ,, • 1 ,. ' ·::. ; 1 

-
maximisation of· tl1.e .Iev,e~. ·or· rat.e of:' gr:o,wth of.' sales, 

'. . . . . . '•• 

our aI't'ernativ/e measure of growt'h.,, The. former.· i~: howenter 
. -

rated: as :iimpo~tant by 23: c:0mpanies ( 53.4:9 per. cent) as:. 

c:ompar.ea; wi th Jl.41 ~ompsnies ( 3.2 .. 56\per c:e:p.,t) for the 
. . ,; . - ·' 

Ia.tt:er~. Djj:we'Fsifi~at'io~ ha1s .the Low.e:st ratings, wi th 14 
.. . - - ' • ' . ' 1 . •. . .• 

c:10Jnpanies ( 321~·56, 1pa01t c:ent) .ratring it aEJ v.:ery, ïmpor1tant ~ 
,, ' ' .... , . . ., . 

It also has an. equa]. :numbe.r· of .ra .. tings ,.as. import.ant"' It 

records the highest numben' of unimpor.tant ratings and. i t . .. , . . .. 

is th.e _.onl;w o:h.ct.ec:ti-we th.at is rated as VJ1e!ry unimJ.:)or~ant 

by,, o:me c.ompany;,.. . Althaiugh · :EÉ.. Fele t i v;e t eJ?ID.s it appear$ 
. ' . . ' . . . . ~ 

' 
t-.o .hav,,e, _)jeen1 ra.~\ed Jl.pw, c .. ?gn~sance. :ii.s taken o:ff_: _the f;ac:lt that-

in aoso]ute terms ,. i t i.s. highly r.at.ed;; CD.JV,e:Jl'" 6.5. p.e:r· ~rut 
.. . ,,, . 

off .our ne·sp:pD;ë!.:ent .. s,. :r.:~ted~, i:t as. ei. the~-: v-:a~y _imper.tant_ or 

jj~J?.ortan t· ... 

The irur.e~ences we:· ean. diraw, .. ,frem. t.able 6 .]. are, that'. in 

· ]ine wi th the m.oder.n ,the0ries of: .the ,finm, . esp~ç .. ially 
. • • . . ' •· ' • • •. . • ' • • ',' 1 -~ • :• . ·~ ' 

.. ~lte ·~-e~BJ;~.ci:1r.~.+:{}e~9.f~ .. P~Cf~?~J:'::~~?~,:bcA_!t-~'ff~~t~.1:1:-
, c·ompanies have m11rill.t,i-d'imensicmel business obj,"eq:tiv.es, 

inc]:uding ,gr.owth. o::E turnover.' and net:· asse1is ~ . . '·,, . , ' 
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. Apparently howev.'.er,,. mare companies are moTe c.oncerned vv:ii..th 

the growth of their turnover thsn witb ad4itJon to.their 

sto.ck of, net as sets .. This conforms wi·th, the experienc.e: of 
' "!. 

Baumol. (1967) who. :1lbund tha:t Managers are P.Te-occupied 
,, ' : . ' ' ', ·,· ' ".' ·,', . 

wi th. the. maximisat;ii.on of. sales;.. It. c.o.uiJld. be arguea.: that 

ï.n the proc:ess .0f putr'suing the groV11.th: of. s.a:µes -

obj_'ee:tiv_e, companies m~y have to be bu:i.;J.;ding up the st.ock 

. of thei~ n.et .,s;ss·ets, e.specially that w~ r:e,c9rde .. d., ~igh 

.cor:rre].atio:n ,coef:fi'icients in ou;. co.r:ireJ!.at:li.on anal;y-se:s o!f 
\ 

chapt er fi_v.e.., 

:',.1_·: .A].thouglh:,. :rmcnm1 was- giv.en. for the comg?n~s · te· indi.cEite 

. eny o.ther. busin~ss objective·, which · w@s· not ·· :ii.t).cl.ud'ed in 

. the ·.eugg~sted fil ternotiv.®s, ·Gnly · tw0 .fx;i.dicated · ,. 
' ' 

m@:x:imissitien "Of'· r\S'turas · en· sh&irehœldeiI!s O • f~ds · as ·VL.ery 
.. ' . . ' ''·· '. ', ·. 

import~nt, while:_:another, cempa~y ·:iindicated ,that· ori.e of 

ita ~pmr,~ant · 0bj~ctiveB is·:~m~lcr>yme~t ·gè:n~ratl!p~,ol ... · 

·In, res·ppnse,.·to e>ur questian .. as· ,tci· ·whether;.the · 

.c,€1m.{!l®Bi~s ·hiad è:ourse t.© · .chmngei ,. ~mpheisia ·· :firem .· one· pœrticu~e:ir· · 

~bj~c.tivei; tl!l·:~notllei;, a· fè.w g:1a:we; m.eg~ti,ve 'a.nEJwere, -14: 

.:cesp@n4iad.in ·:the '.:3:ffirm~:tive .whiI.e· mejerity"·did ···amt · give:· 

· any re~ponse e-. >'·.11.!ls.st. ef. th~. c@mp~a:i.es ttiet respl;;)~çl~d'. ini the 
', ,',· . . ' ,, .. ' , . 

'1 •. 

. , .. , .. '.' ,, 

... '-\_ ·'·, 

,··., .·; ,',,, 

We:;.:suspecfêd>that · ·ei th~r·.·thê. ·eetabiis~~nit > œr, ·:L~cati~m 
."®f'···.tb:ie :-.~a~ticultDr··e:0mpa~ wi th employment ·gènerati<D.n · · 
•as· ene ef·. i ~s • 0,bjectiv.és ïs p.0].i ticmlly m0tîvated ... · 
since · i t is· a · textile com:pany w-hich: requires · high.· 
la beur input· amd' ïs · 100. per· c.ént g@v,e:rmment e.wned •. 
Mmreoven· we see this · ©bj~ctiv.e :more as a secial than 
a business 0bjectives 
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affirmativ .. e indiruated: th@t they hav.e had course tei change 

emphasis to di versificatien in recent times •. The cause 

for chenge 0,f emphasis is su:mmed up in the response of 

oner c@mp~ny that 1 · 

dymamic bùsiness management demands 
e mix of sè·wenal v.:a:risibles and .the 
c .. ompany. has had t@· chmngè emphasis 
frcm time·· t® time to · meet wi th the 
chall!.en.ges ef the time 

T~us, the co:nly c0mp!l!llll.Y that rated expansien ef_ 

market :f@r existing.prGduc~s 85 en;unillllp0rtant business. 

e,;bj)::ctive had indic.2ted that \ 

as more o.iJl. millers are s pringine 
up, we hsd · to c.:@nsiden.· the -- inc:rease 
in the size· @f eur, pr1Dducts • market 
whichl 11:ilthert e had been ©ur _domai:mF 

. Wh±le this C())_mpany had·, to, change~ em.phasis as a 

r.esult of pbzy;sic.al changes i:n.L its business en:vironmemt, 
' ' ,, ' ' ' . . ,. ·: \ .. . .. . . :'·' . . '· · .. ' : . ' 

anether ch@nged . emph:nisis · on the basis oif gen.e:ral ec_o.namic 
) ' •. ' .' ' ·, ' ' ' ' _. . ,, ' 

altenat~®hs as it neported·thst 
', ' ... ' ·- ' . 

during peil'Ïards wheré grewth was 
possible, 'the·emphfllsis wes on 
increasi:mg m61rket · shmre ... 

· Curr.e:rà.rtly ~ · wi th existing 1lariaus 
cnntrai:nts @n eptimum: preduc:tjj.cnll 
c:ap·aci ty, · the 'èmphesis has· 
smftedl to meximïsing profi tab:iility 

',1, \" ,; 

The inference one can draw frr.1>m this is th0t since 
!/ .. '· 

the change in em.ph:asis frem the gr0wtfü-obj.=ectiv.e. is a 
• • • ,: ·' ( , ... . i,. , ~ r . . . .: . ' ~ . -· 

necent phenomen0m.., the buoyent oiL boom .. ere was a growth 
, , 1 , 1 , ' l 1 1 • ', .' 

2., The c ompany is engagea:: in v ege ta blLe 0:dû. ref'ine:ry 
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inducing one while the m0re difficult times of' the 
:. \ ' :\ • ·- ,;.., ,• ·{ : • . , ' / .1 ' ·' ', ', ~ ' ·• ' ' ' • '. '. • •••. 

recessia:nary · period has been d0minated. by tb.e survi val 
. . ' ... .. ' ', .. ~ t;;~' > .. • • • • '\. ••• ' • 1 '\. .. ·: ! . \ \ ·, . ·- •.•••• 

O;bjecti ve. 'rhis. ecc.ounts for the change Ï!n emphasis to. 
' i.·' '., ,, ,• ·, ' .,, . " • • ' i' ' r '. ,, " ' '' :.. . . : ~ .• L 

di versific:ation by most caimpsnies th~t responded'. t o this 
. '. ·, ! '., ·1 • \; '•l ' ~' " ,... •. _:'" •. • \ . ' ' ' ,j 1' ' ..... 

qu~stïon. Di~ersificetion therefore has been as m resu]t 
', ' , if' .,. 1 • 1 •,' { 

of' a hsir.sh, eco:nomic environment rather than. as a means 
' . ' • .1 ... ~ ,' 

o.f achievimg growth in th~ f.àc-e of restrictions im.posed 
• \. i ' , , . ...· ' ... 1 ,,, • 

on a company es abili ty t'.0 grow. in i ts existing products. 
,. •• 1 ' ,, i' ~ , ' , ' \. ... 1/ 1 1 ' ' • 

as pro;posed in th~. pewnie-Penrose-Marris growth model • 
• ;\ ; . . . .. ;,;,. ·~: ' l . . ' . i -- \Î ' - • 

We mote .. howewer tlit@t di versificst i.o.n. inl the pr.esent case 
r,. · 1 1 , .. \ • •• 

1 

has been .. mainly in terms of· backward integratïon into. 
, • ' ·, I ' ' 1 ' ' 1 ,. ; ' ' : \ '1 \ , 

agricuJi.~ure iin: order to be ~ble t0 ~ourc:e raw m~\~1:'~als 

].oc'ally .. , This does not fal]. into any of, t,l'\e types of 
• • ' ,j' !, ~ 1 

dîv:ersification as proposed for ïnstanc.e by G.ort (1962}. . .. , v~ ,· ~· ,t' J , ! f 

1, 

6i .. Z~ In1nuences Gn. Com:panies Business Objectives 
.,:,,1~,1-(~,·1 •. ~, -. ~ ·~ , \,•,·\·\!~:.t'"''-': 1 --

W.e also sought te know the fac.tors ·that m.0.st. 
• l • ~· rf' l • j ',\. Î1, '• ' • '•:- \ ' 

. ' 
inf']uenc:e the c,ompanies i ov,erall business o.bjec t i v.es. 

1 1 ,·( ' ' •• ' ' " ' ' t , ., , 1 , ' •• 

The suggestedl alter:nativ.es al'ld the resp:om1ses are sho:wn. 
'" •, ', • ', ·: ...•• f ' ' ', CODESRIA
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T.a ble 5: .• 2 :;. Possible Influences on Com12_opies O Ov.erall. 
Business O.bject i v.e_ê. · 

'., / 1 ~ .• 

·-· 
·. ' i ' -, : ·. 

Ver'jr,: Un- Very 
Importent Important ïmportant Unimpo.rtant 

·- . ;- .. 

In:f]uence on. ·Fre~ Per- Fre--- Per- Fre:- Per- Fre- Per.- ,· 

Compenies' que- cent- '-<iue: -c~ènt- que:.. cent·.;; que- c.ent- ·· 
· ûbj e c.t i v.e:·. 

1' .: : 
; 

::ncy agG .. nc;y age: 
" 

nc;y:· ege nc;y age_. 
...... •,: ,, .. · .,, ~- .. ' 

,. ,. i·: /.1: ~: ;\' .. ' 
,, ,. : ' .. 

]" Bo@rdl Memb.er.s v ~ 

, '· -:':. v.iew/ ·'· '"'"' - - - --- ... •. 
·Aspire t :ü.ons 26, 6.0 ... 46 14!. 32 .. 56 3. 6 .. 98 - -· . ' ..... , . i l l' .. 

', 

26 Company Ps. 
,, Chai rmani~ s 

View/ .. 
-

Asp;iration. 17 39 ... 5.3 23:, 53 ... ~9.1 g. 2.0 ... ga - -., .. 
' 

,( I' 
\ ,., ., ' 

3o Views.,, o:E' 
. ' 1 other· .. - . ' 

employees.J 10: 23: ... 2.5 24 5:5_io8J:.. 9) 20 ... 93 .. - -
i.' ,· 

4 ... Conditïoni :lin. 
Product' OS"'M .... .. 

·' 
market-. 3.0 69:.,7.7 8 18.,6il. Si. 11 ... 63, - -. , \ ' •, .. ' '· 

S. Spec:ial:ist i-s .. ·- - - - - .. . .. ,. 

A.dv i Ce:_• . 18: ~ • .86 22 5I..,.].6i 3; 6_. 98 : - -
l 

6,o Op:inio.n o:t' 
ma'j_'or 'im;rtii-
tut im:\l.al ' - , .. ,_ .. 

sharehol:der· 4L 9J. 3D 2'6, 6.0 •.. 4tif 4_ 9_.30 ,9: 20.93:, ' : 
1 ,' i' .. , 

' 
t. : 

•, 

7 •. 0-pïnion ocf' 
Tndï~idual!. .. .. ... .. . 

shar.eh:older.s. 4. 91 •. ao 23. 53 •. 49! 6, 13. .•. 95 10 23 ... 26, ,., 
i 
i 

s •. G ov.e.rrunè nt .. " 
.. 

! ' ' Eo:ticies 28, 65,.12 15, 34.88\ 0 O.OQ - -,, 
1. 1 

,. ,.t:. ' ' .. , 
! 9 ... Genemal : 

Ee:o:m.omic: .... ... .. ... .. ·-- i 

Gondi fions 29,1 6:7 .. 44~ l.2 2'ir. •. 9]. 2::. 4G,65; 1 - -.. i 
\ .. ' '. 1 

'. ... ,. ' . 
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The mo.st. 'fan.portant factor :ilnfluenc:ing ~:ompanies.• 
,; 1 •• 

overall.. business objectives as shown in ta.ble 6 .. 2 ïs the 
'. '. ,' "' 

condition in the product m~rket. With es many as 30 

c:ompanies: (69 .?? per c~nt) :r-ating ~ t as v,ery impor~ant 

and 8 companies (J.:8 a,61 per cent) lis important, i t shows 

the extent to which the running of business activities 

are based on o~onomic considerstionso. We also observe 

that 5companies (1Jlo63 per cent)d·o not c:onsider this·, 
, ' . - . -· 

fac,tor as:. an ïmpDrtant :iinfluence on their business: 
' ': 1 

objec.t i v..es. We discov ered, that such. c:ompanies are those. 
' \ -· '\ 

in which. gov.er11:111ent psrticïpation i:s v;ery high .. 3· 

Such · c:ompanies rat'ed go\l;ernment poli? ies as v.e.ry important, 

although it. i~ an imfluence that. fs so generally rated. 
1 

by many c,ompanies Q, 

Con~i t ions :i)t , the pr0duc t market. :ils clo.se.ly f.ollawed 

by .the __ gene,r~1.:,.~co:no:°1i.S co.ndi,,tiqnso, We:, ha~'.e ,already 

:iin:fi''erred i:ni secti:on 6 .1 _abov,,e that the gpneral economic: 
l ,. ,, ··ï • ,, . ', l. 

c·ondi t ion, is a ,,s.trong factor '\thait influenc.es the 'Companies' 
. . f. ·" ! . • 

business obj_ect~ves.. Thus, the ratings in:. table 6.2 

.where as many as; 29 coniipanies ( 6.7 .44 per cent) rated:. i t 
, ' , r ; .'.' , 

" 

as v.ery :iimpo,~tant,. 12 c·0mpani:s (12 ... 91. per cent) es: 

:iîmpo!'.tant, and only 2? e:ompani~s (4.,65i per c.ent) a~ uniimport.ant 

jjs a furthert c:onfirmation of' the :imf.er.enc:e d!!Zawn.. Eurther 

3.. Dis tri but ion. of' the Compa~ies by, ownershïps is: 
shciwn; ïn apperidix •. 

. ., .. / .. 

CODESRIA
-LI

BRARY



]8'8 

discussïons on the effects of gen.eral. economic condi tians 
l., · 1 ·•. · 

on the growth obj'ectiv.es· of the COil!,panies· are undertaken 
.·. \, 

in section 695.~elow. 

That all the companies regard go.v:ernment policy as: 

either·very important or important as~ factor that 

i:nf'.Iuences t~eir ~usiness objecti1rns ma1 net be tao 

surprising ~i.nce. they are all obligedï to keep, their 

operations w_i.thin the ]s,w: of the land G• The abi~i ty to 

. m:ove·. puirposef'ul]y into any area of ec:o.nomd..c ac·tivïty is: 

wery, .much. dependen'l:J on go~:e-Tnmebt po].ic:ies-·... FuTther· 

d:Bscussionei of' thïs ,icarïeble as ï.t effec:ts the growth o::fi" 
~ ' ... 

firms are contained' in secti0ns 6 .. 4 and 6.5. below ... 
• 1 

As oppo.sed t o the tredi t ional th.eory of the firm in 
. · r 1 

• •• , , ~ , • 1 1 ' 

which the entr.ep.reneur is the one-man de.c.isjjon taker, 
t ,• ! ' \· • 

m0st .of our eqmapnies eonf0rm wi th the m:odern co.rp0rate 

organizations_ :lin which dec:isions are t.aken by a group: of 

peli!SOilS 'wh.Œ c:onsti tute the board. of direc . .tors of the . . /. ' . 

C'.0mpenies:a. ~here are nev;ertheless, s:ome that'_ are owned. 

and C'.On'.troll.e~lî by individuaLs.. 26. (60Q46 per .cent.) o:f 

our. cximpsnci.ea:, :ii3:1~ieat ed tha t t:qeir ~oardl memb.ers Q v.iews: 
-

and ias.pirfltions are v.ery important in the d.ecision 

making proc.ess-;_whil'e · 141. (32 ~.5.6. per c.ent.) indicated. that 

i t is impaI"t.ant •. 3: e:amplimies ( 6 .• 98. per c::e1nt) regard:. 

it. as un:inuportant. The se., are the owner .contrelled CG>mpenies. 
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Com.panies' Chiairmen are usually peo..ple with wide 

business experienc.e and in seme c:Qses, they also serve as 

the Managing Djjrec.t ors/Chief Execut i v.es.'::_ of their· c.ompa:n~es . 
. ~ . -

A report. on1 o:ae o;f the Chairmen/Chief: Ex.ec.uti v.es i:ndic.ates 

that he symbalïzes the soul of the .. enterprise, sets the. 

agenda:defïnes the parameters a:m.d breaths life into the 

v.enture ... Of' a:mo.ther, i t is ssiid th~t whenev.e~ .. a conc.ensus 

is: not reac.heà during board meetings he c:alls. his f.ïnal 

d.ecision and ev.eryone must fall in. line. Thus, we find. 

that in. 1.7 c;ases: (39 ... 53 per c:ent) the views,!aspirations 

of. the chairmen. are rated! as v.ery· ïmportant in the 
. . . ,. . 

deeision making proc.ess, _while they are rated as important 

· by- 23 e:ompanies (.53 •. 49, per. c.ent.) and. unïmportant by 3. 

.e:ompani.es ~.6.o 98., peJ,2 cent.)., 

W.e observ.-e that other employees of the c.ompa:nies 

c..anno.t ~e regarded: as mere. pas si v.e fac:tors of pro.duc:tion 
' - ' 

which-. e·an jüst be manipulated'. at will.. This is because. 

their àwn v..iews and as·piratïons hsv.e. some ex.tent. to 

which. they influenc:e the obj~c-ti v.es of the COillpanies .. 
. ;-

They a:èe! not mere decision. exec:utors.. Al tho.ugh· only 

10 (23.~25j pe:n· c·.ent) e.empand:~s rated this as v.ery important, 

as many as 24 c.ompanies ( 55-.. 81 peF.· cent) J?a.ted ït as 

important, while 9 (20 •. 93.·:-per. cent) rate.cl it as unim.portant ... 

It then f'.ollows that for m.oet Nige.r?ian.., c.am.panies ,, the 
. 

workers_ which. include top management ._take part in _the 
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decci.sion: making .pro cess, al though .. they may not be as 

strong as the board members ·. and therefore may often have 

te trade-:-0.ff their own v,iews 2nd aspiratior:t;:, in :t:avour 

of their employers. 

Spccialists ar.e ei ther. in. f.orm. of consultants or 

some ïndi v.idua1.s wi thin tep m.anageinent :1 espec.ially the 

c.hief' executive. who must hav.e ac,quired a wide range of 

experienc.e befo.re getting to the tep... wè observ.e th.at 

thïs gro.up of' ·pe'?ple. hav,e some fsi~ly hïgh. degree of 

. inf'.luenc.è on. the ov.e.rsll objec . .tiveè of the compan~es. 

Although .. we do not. b.av.e .. data ... to suggest .the numb.er ... o.f:. 

av,.aileble consul tancy c:ompanies or .the rate. at whic.h. they 

are. springiBg up, · the evidenc..e from. mur, .surv.ey in.dicates 

that Nigerian manufacturin~ c.ompanies · are makïng goo.d. use 

of their services e As many as. lf;:3 C:Glmpa:rries (41 •. 86 per cent.) 

:n:egar.dl ït as important·. wb.il.e.· only 3. (6093 per cent.) . 
' . 

reg?rd it as .. unimport~nt •. ·. Giv,.en the extent to whic.h._,the 

g~ne:n:al ec:onomic cwnditïons shape the o.bjcc..tiv.es. of the 
. . ' 

Nigerian c.om.panies, the r.elev.ance of. this fac.tor must. hav.e. 

hec.ome. m.o.re. pronounc:ed ïn rec.ent times as effort ~o keep 

a company afl~at on· ev.en to make the best out. of. the 

envïronm.ent fon expansî:onary purposes may r;,equire the 

exper.tise. of' spec::ialists ... 

The only t':wo fac,tors in. tlï:lble 6 .2 th.at are rat.ed: as .. , ... ·. 

v.er..y unimportant by· some com.panïes a;ré the opinion of majo:c.· 
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insti tutïo-nal shareho;Lder.s and the o.pïnion. o.f indïvidual. 

shar.ehdlde:iw o,·: Al.sa; .:the y are the fac.tors that t1re lesst. 

rated": as v:ery important, wi th each heing so. rated by only 

4'. c.ompanies ( 9.:.30 per ce:nt..) ., However,; they ar.e rated 

as impor~ant by 26: ( 60.47 · per c.ent) c.:ollllpanies aru:L 23. 

~ompliilnies (5.3 .. 49 per. c:en.t) nespec.tïv,ely ... The Iow ratings 

of these :E.ac.:tors. may not b.e unc.onnected with. the fact 

that although the shareh0lders are the .owners of the 

. c:cnmpanies, m.ost. of th.em are .more detached .f':120.m .the 
\ 

dec:ision maki:ng organ i.e e, the board. of dïrec.t ors, than 

any. o.ther. memb.e:11 of. the coalition tha t make up the 

c.onrpanies o T.hey oruy hav,e their ,dews made known during 

annuel g~ner.al meetings. which c:ome up· o.nce in a yeari:> 

Moreov,er a greater maj.ori ty ofl shar-ehold.ers rarely 

attend suc:h meet:ililgs. 

A ~J,nthesis of_~he analyses of tables 6.1 and 6.2 

shows that the mu]ti-dimen~ional business o.bj~ecti ves .. , of 

Nigerian manufacturing com.p@nies· are fo:rmulated: by 

Board members subject to the g_eneral econo.mic conditions 

as modif'ied: by" gov.:erm~ent polïcies. and wb.ich __ in11:ariably 

d.eii.e:r;-mine the c:ondi tion ïn, .the c.om.panies/ produc.t markets. 
,.,. MS I'• •,.'' 

For our purpo~e, _ we ident_~·fied growth of both. ~urnove~: 

and,. net assets as some of the import.ant. business obj.ec;tiv,ea 
•.• 1 . ' 

which. hav.e. been ra.egativ.ely :ii.nfluenced'. in.: p.ecent times by 

the g_eneJ.~al _economic condi tians. Hav .. ing identïf'.ied. the. 

CODESRIA
-LI

BRARY



192 

growth o.b.jee:tive (ï.e .. the willingness to grow) we 

proceed: tm examine in moFe d~tail the factors considered 

by_ companies as being most ïmportant to them in the 

r.e alisation of. this o bjec.ti ll.e •. 

6,. 3_. Growth Inducing Fac.tors. 

The relative im..l;)ortanc.e of. some suggest_ed. alter.nativ.e 

f.ac:tors in the. growth proc:ess are set a.ut.in t,able 6.3.e 

. 
' 

\ 

CODESRIA
-LI

BRARY



193 

Table 6.3:a! Maj:or Sourc_es of Growth 

V.ery Important Tu.portant· Unïin.portant Uery UnimRortant 

~" - Me ans off' Growth -- - -

l. Ove-rail. Expansïon of' 
Existing Markets 

2~ Reorggnization of' 
Management 

a. Gompe.titiv.e aa,tion to 
· expand market share in 

exïsting market. 

4. Diversification of' 
Product range through 
new product dev.elop:ment 

~. Dïversif'ication through 
some other means 
( e ... gC:: property, 
inv.e.s:tm.ent) 

6.e More_ intensive:, 
adv.ert :iising 

7 •. High Profit~ Rat es 

Fra-· Percent- ·Fre~ 
quenay ____ , age: quenc;y 

- . 
<-

16 

32. 513- 25) 

--

25 58.l4 I4 

18 41.,,86. 14 

- ---··- - ,, 

7 Jlfr. 28 16. . 
-- - ----

18. 4J.o.86 l5; 
-- - -

19 44 ... 19 21 
- ' 

-

Percënt
age: 

--

37.22 

- -- -

5B.l4. 

---

32.56 

32':o 56, 

-

37~2l 
; 

--

34.88: 
-- - --

48~.84 

·Fre_-
qµency 

3 

4 

a 

9 

---

ll 

7 

a 
-

Pe.rc.ent- ·Ft~e'.~>: PereentL 
age: quency -·, age 

;-- . - ·i_" ·., 

6.98 
,, 

0 .·t O.OQ -- ~ '- .. 

0 o.oo 
- -,,.· 

5.98 

20 .. 93 

--

25:e 58 

- ---

16-~28 3 6 .. 98 

6 .. 98 0 o.oo 
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The most important saure.es o:f growth. as e~ic:l.enc.ed 

from.. table 6.,3 .. are competitiv.e action to. 1e;Kpand. market 

share in existi:mg market. and ov.er.sll expansion. of' existing 
' '~ - '~ 

markets which. are rated:. as v..ery important by 25. c.em.panies 

( 58 .. 14: per c:en-t ). and" 24. c:om.penies·. ( 55.·. 81 per. ,q;ent) 
.. .. ~ . . 

-
respecti vely, and important by 14 c:amp::1nies ( 32 .,..56 per 

·- ' 

c,.ent) and: 16, c,ompanies (31 •. 21 per .. c.ent) :r:tes.pectiv.ely. 
,.· '• ._., -

'"' 

They.are cl'oselyfollowed by b.igher profit. rates, more 
.. .. . 

adv,.ertisin,g and. prC>~uct range d:ïv,er.gific.atiom. ~n that 

or.der .. , The first is rat'ed·. v.ery i·mportant by 19 c:ompanies 

(.44.,19 per.· c:ent) allld the last two by::.18. c.omp:a:rnies. (41.,,86 

per c.ent) each.., . They are :also ratedi. as important by 
' . 

21 ( 4a;" 84:. per· c:e~,t}: ,; l_~j (.34_.88 per c:ent). an.à 14 )32. 5.6 

per cent). c.om.panies respectively •. 

We o.bs.eTve. ,.ar.. slight ,i:ariation b.etween. the resul.t here; 

a:x;id tfu.at':. of chapter · :5'iv;er where. o;ur regression resu1..ts:. 

im.dic:atec:i'·:that, v;~riation in. prefitability scc:ounts for an 

av.;erage 'v:ariation of'· :about · 70- per c.ent ïn net. assets and. 

a bout '~.o_.-.:,per c:eID.:t. in, turnov,er •. :, , Gi v.-:en. th.es.e r.esult.s, i t 

wo.uld havie been expected>that high. profit. :122tes must. be 

rateidl mo.st: hd.ghJJy . 

our :rlespondents. 

·: 2s a growth inducing f'act or b;y . 

The explanati0n we of:fer :f0r this ~ .. :that the two, 

most highly ~àt .. ed growth. :iinduc .. i:ng fac.:tors must be highly 

C:or:irel:~t edl wi th: pro~i ta bil~ ty... We, .PG>Si t that if t~9-se ·two 

flactors have been equally quantifiable as profitability 
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f.or regression purposes, the pr@blem of muJLtic.oll.inearity 

would have made i t d:ifficult to ïnclude them in. the same 

regression model with the ]stter. 

In fac.t 9 tb.at the three vsiariabI.es are highly c0rrelated: 

is cloerly b.orne; o.u t of. the fsc.t th.at 40 firms ( 93 •. 02 

per· c.e~tt) r_ated. both .. ov..-erall __ expansion of existing 

markets. andJ b.igh; profit r.tates es ei ther "'J.ery important 
... . -

or impo.rt.ant while 39 firms .. (90~ 7.0 pe~· cent 1 rated. 

c.omp.eti tiv;e ac . .timn to expand mtarket share in _existing'. 

k t . ·t~ .. t t .. t t. 4· mar e . làs ei .. ~7e_:a.:_ v.ery. impqf 
1 
:an (;);' :i:mipor an .. 

Manag\?)ment structure r.c-c,rganiz:ati©n forms·the third 
; ,·' ' 1 '· ;. ' ' •. , l' '•·' ' 

cJ.ass of ratings whiile diversificstion thro.ugh o.ther. 

means is J.:.east rate:d: as v.ery important o 
'· r ,, 

Thst competitive action to expsnd market share in 
' , '• • t 1 

existing market Tuas the highe~t ratings as bedng v.er.y 
·, .i ', . ' ' •J• ·, ' • 

importt.ant c:onaîo.rms wi th the ratings in_ ta.ble 6 .. 1 where .. 
, ·' ,, ''. .' • " ,r ~· ," ,, , , ', , : ', , ' ' '/ ·~ • 

expansion',of' market siz'.e of pr0ducts :ijs ratted1 highest •. 
. ., . '. , • r ·- ... , -

While expansion of' market. size may invo]l.v1e~ c.ompeti tfv.,e 
. . ' . •,. ···- ,\.. .. -- . . 

_action te expand market share fn. existing market, it may 
• .. ~ • :: 1 • • ,, ,. 

also :ii.nv.olve'.::· expansion into new, g_eographlc;al areas. 
. . ' . ''· ... , . ' . 

Whichev;er stnategy is em.p].eyed in ach:Llev.:ing the 
<, • • ' , / ... •' •• : ' •• ' 1 • •• • • ' : : .. ' 

o:b.j~ct~ve, adv,ertisem~.nt Ï)?,, one f'orm: ait'_ the o:ther_ may be 

:nee:essary eqccept. tfüat whïle adv·ertiseillent: fn the ;former' 
' • • ' • f ' ' 

~aser: may.:. b.e p-ersuasi ver, :Et ïs :iinf'ormoti v.e in the l..a t t.er •. 
' • • • ' •• ' ' '' • ' ' 1 • ~ ' 

Thus. the rating. ofl> adv,ertisement ss 0.ne of'. the mo.st important-. ~ ' ~·· . 

4. Further discussïons in the reiationashiI;>- am:ong the 
-wariab].es are made bel.ow 
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meap~ of achiev.img g;rowth ÏB not unex.pec:.ted'... In the 
, 'l ·, • ,_:," , • · ·., ,. i , ·~ ,'( ,.... .: ;',. • , •• 'r ·, •.,, , \\ · ." -

first sub-perioc:I. of our study when_the Nigerian economy 
. ,' . }· : ( ' .. . ' ·. ' .. ; ·, . . .. ,' . . . 

was buoyan;t the J:h.igh purch~sing power.·mad'.e the econômy 
:. ' ', . , , ' _; . •, ' . ' .· :i, ; ~ ~ , . • . \ ,· . l l • .. !' ~- "· • .{ ' ~· • ~ • • • ' 

t1o be a se'ller'°'S one. In the m«JJre rec·ent time of the 
' ' 

sec,ond sub-per;L:.od~ the trends he-we changed'.~ Table 6~,.4 
·.' :' ' ·; •' 

indic::ate:s · th~ w.iews of eur respondents on the degree of 
,, , , •• ., 1 , ·.. •• ' , f, ;, 1 , ' ' 

c.ompetït:i1o:n. in rec:ent times o It indicates how keen . . . '· 
' ' 

c:ompeti tia:n has pec:ome in recent tim~s • 
• '·. ' . ' ' • • ·\. • : 1! •, • , ., • ~ · ' , 1 ,, ' " : t 

T.able 6, .. 4:. T:11.end's in Compe'ti t:ion be:ttween ]]974 and 1985; 

1 .. 

2. 

4.o 

5 .. 

Trend 

Much. rm7Jre c·omoeti tive 
' . ' 

., '-~ 

~airly mo:Te., o,ompèt~ ~ive 

No change:· :iln .competitien 
1,. i '.. ·,·.. :".. f. ·, '..i' :., 1J- ,, ,, , · .. 

Fair ]Jess competitive 

Mu'eh. l!ess :1compe~i tiv.e'.: 

Number· of 
' Re.sponse Percentage 

33 

7 

3 

0 

o: 

..... \ 

77.4. 
'i 

', 
16:.28 

'. ~ 

6 .• 9!8, 
" 

o ... oo. 
\ ·' 

The Chief.' Executiv.e of one 0f the co.mpanies had 

explllilined: that wi th the genenslly harsh. ec:onomic c:ondi tian, 
'' ~ .. . .. -·~ 

the ce;msumer had: to re-ord'er his priojrities and this makes: 
~ . :· i'·• \ ' .\ ' ' ·- • • t; i.. • t • 

i t nec·esssry for the C(!)m:panies to understand the c0.nsu.m..er· 
... ,. .!. ; ,• • • i· . ·, . . . • . . : ; . \ .. . . ~ '. ':t •.. -

and the market bette:u-· as .both. of them· were bec::::oming more . 
• , ' ' l, ''. '-:. ,"\ ... ' .. • ' l 

c:ompJlex~~ This, eccording ta him. calls fo~ more: marketing· 
•. 't -~ • • ' , • '· . , , , • • . ' , , r . \ r. \ . • • 

expentis~ which :il:n.v
1

olv,-es p;ursuasi-ye a_d~·er.tisi?,g_ among 
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a;ther things .o·, . Expansion through c.ompeti ti v,e action is 
'.' ( • ~ :,t ··, . ' 'I 

.therefore IlJJOre. re·]e;,iant :fb~· the s.ec.ond. sub-period than 
.• ' \1. ,, ' ,•. ' ' . • '\'' ' ' .. '. ,, '· . • . · ... 

for the first. · We h0.wev.,.er observ.e that although as many 
,' 1, • ,,:... •• '" 

_as 33 cx:>Illlpanies~; (76. 74 per c:ent). reted adv,ertising as 

ei ther v.ery import·ant. or ïm1portent ,, 10 c:ompanies 

(23,..26. percent) rated i··t' s~.eithe!.umm.port.ant or Viery 
.. ', ,,, '. " ~ 

import.ant., This .group of. c.ompsmies is consti tuted mainly 

by those} in the. f0od:. processing and. pbarmaceutic.al 
' . ·~ 

industries where bath income and. pric.e ·elastici ties .. are: 

:E.ow.. Mo.st of them also fàll .into., the c:ategory of 

c:ompanies · that. indicated thi:ü competi tian. has ei ther. 

remained the same or increased only slightly.,, 
. ~ . . . . . . ~ 

Apar.t fr0m the expansionsry ef:f"eœts of ad.v.ertisem.ent 
. . ·-

on the ov.,er,all. gro~th of c.©mp:anies, we heliev.e i t is a 

d:eV,:elo:pment that in.duces some positive changes in the 

ov.enall economy in the sense tha~: it affords better 
. . ... 

se.rv.i<:!:es 'to c:onsumens through, o:fi'~e::tdng of .varieties of 

qu,raiitativiely .. and reasomably pric.ed: products.. It is no. 

wonder then that e .. close ass0ci~t ion. ïs recorded be:tween 

adventisement and div .. ersificfatïon range through new 

products as means of achievh1g gp.owth .. 
'1 

18 com,panies (41 .. 86 per.. cent) rate.d'. d~ v,ensific.ation 
., ' 

through new products as Vl!ry important, Jl4 c:ompanies 
. ' ·-· ', 

(32~56 per cent.) as. important and 9 c:om.panies (20 ... 23 per 
' • - • • • • ' 1• • • • • ~ • 

· c.ent) as un:Dmporta'nt. 01',l.ly 23 compapies ~ 53 .49 , per cent) 
';;, .. •,. 
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rated dïv.ersif'ic:at:li.on through other means as ei ther v,.ery 

important or important. These other means include 

proper.ty inv,estment and equipment hire. 
,, . 

The rernaining 
' ,· 1 

20 c?mpanies ( 46 .. 51. pe.r. cen.t) d'o not have any other. 

means of' di~ersif'ication. Theoretically, di~ersification 

may take place for one or more reasons: . . . 
(a) :(rom a desire·to spr,ead risks or compensate:·f'or 

season.al or cye.J.:ic.~l fluctuations in. demand. 
. . ' ': 

( b) bec:ause. of' the existence of' s pare ~anatsement 
o.r productivt· c·.apac:ity snd · 

(c:).. .from a desire to grow faster\and earn gneater 
prof'i ts t'han are. possible in existing markets· 5'
which. may be. declining or expec:t:ed to decline. · 

The ·third: reason appears to have been. the major cause of' 

di~ersif'ication in the case of Nigenian firms, 

especially when we examine the, major types of div.ersific:at.ion 

they h~v,e heen unde:utaking. 

The C.entral Bank of Nig~:rda, in the early years of 

the re~~ssfori eo~sistently reporteœ that the index. of 

manufacturing production deciine.d. due to sho.r:tage of' raw 

materials resuil. ting f'rom import. restrict:Uo.ns : 6 . Thus,, as 

earl"i_er enunciated: in section 6.2 abov,:e, most of. those, 

companies that responded in the af'f'irmati v,e to our 

question as to whethe;r: they have h.ad'. cause to change 

·5... Bannock, Œ .. ,, ~Baxter,, R. E,.,. and Rees~, R. (1972); 
The Penguin· Dictïonary "of Ec0nomic:s Penguin Books • 

. ,,, . . . . ·~ 

6.. See f'or exampl'e, Central Bank Annual Reports and 
Acc:ounts·; ~].979.1. pi •. 24:. 
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emph~sis from one business \Ï)bj_ective t0 another s:tated 

that their di ,rnrsific:ation had been in form of backward 

integr2tion ta sgriculture and farming~ The breweries 

in partricula~· ha~e used the oppœrtunity of sourcing their 

raw materiels ]ocally to go into the production Gf-malt 

drinks which d'o not only ha'\le technie:al propinquity with 

their mriginal preducts. but C©me fro~ malted grain which 

can be ~btainad Iocallyo An executive of one ~f the 

b1r'ewing c®mpanies· had! stated that it is their belief that 

the more.• the contents ef e product. are sourced loc:.illy 

the mor.e its owners' confidence in it.. There are some. 

other cmm.panies thet ac~u:alJLy went into the production 

of ot'her products· thet are not necess.arily based on local 

sourcing o-f raw materia.ls. Fer exampJ'..e whi:J!.e a furni ture 

making company stated. that it recently went into 
~ 

manufactur:ii:ng of lecture seats for both junïor and higher 

scho0ls in, addi tian te its @rigin~l home furniture m@k:iing, 

a tyre making company indic:ated that :lin the early 1970's 

i t was engage·d: only in bicycle: tyres: and. tubes-

manufacturïng ,1 but has had to add : ·.mot or. cycles tyres' and 

tubes, @dhesive soluti0n and ether rœbber products~ 

Al though, 88' note.d :il berne we:· 0bse:r"Q·e that as m:any as 

40 c:ompani:_es: (93a02 per cent) rated high profit rates.· as: 

ei ther· v,ery important or important thereby further-

i. 
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c:orrob.orating the resul t in chapter five that 

profi tabil!i ty is a·..1.maj'or corporate growth determinant. in 

Nigeria, .the result here suggests th~~ profitability 

ïs not all that1• mat t e:ns or that mat t.ens ru.os t •. In the 

first place majority of the companies rated it as 
\ 

:iimportant r.ather than v,er1 ïmportant, and in the second 

place i t is not the most highly rated as v.ery important .. 

Howev.er; as also e.arlier obse.rved, i t ranks equally 

with overall expansion of existing markets when the 
\ 

rankings as vieny ïmpor1tant and important are considered1 

. '\· ' ' ' ' \· 

together,.. The r.esul't her.e is further.· supported by the 
··.' '\ 

Central Bank of Nigeria annual report·s which. ,indicate, 
\ ·: .'" 

fpr instancs that. ip 1977 a large proportion of both 

new investments and working:capital were financed f~om 
', 1; 1: 

inter.nal resources •. 
·, \''' ": 

While, 55·. 0 per c:ent: ofl.· new 
i'\ 

iinvestmen~ by the manufacturing companies generally were .. 

financed 1 from internaL·resources, about 66.4 percent 

of· the working c.api tal came from the same source. 7 

Also, in li982 it was reported that companies' .own f'unds 
.'.: ' 

:nemained the m.ajo~ source of investment funds, accounting 
'1' ' ··•',. ,. 

for 50 .. 296 of total funds inv.ested .. 8: The trend has 

remeined almost . the same ov er the years .; 
i. 

7. I.bid, 1977, p. 16. 

8. Ibia~ 1982" p. 19 
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Lastly, we also sought te know the extent to which 

management structure re-organization in:fluenc,es the 
. . . . .. 

growth of Nigerian c0mpanies, 14 c;ompanies. (32. 56 per 
' 

c:ent) rated. this as v.ery important,; 25., ( 58 .14~ per cent) 

nated it as important while it was rated as unimportant 
. . '.'. . 

by L11. con1p@nies ( 9 .. ao pen· cent). 

The importance of human resources in any organization 

c:ann.ot .Pe: ov.erstr:essed, and we believ.e th.at the provision 
• .• ..,. ' • ; • ' ,. • ' • J. ' 

of adequate .. t,raining for staff at all leviels will 

c.entianù'..y make, ;for greater ef'ficHency and motivation •. 
·. '· ,• .. _. .. · . ' . ',• ' 

That the manage9ment and staff of Nigerian companies hav,;e 
' ,' ' ' \ \ , 

high motiv,ation is reflected in the fàct that majority 
• • •• ' , 1 • ' ' 0 • -· •• ' l. , '', :: o ·,, -:- • "i. .' -~ - , 

of the. companies rated p~rsGnnel problems as e.iJ;her 
1 

,, ,. ' '. ' ', ' , , ; \ ' '< 1 I ' •· 1 't ' 
1 

f • •: ·-

' ' 

unimpo:r_tant or .very, uniIDJportant fac;tor _among those that 
·-· ~ -·-. 

hinder their growth (see table 6.6),._ A :flurther ' . . . . . 
,! 

attestation to this is borne out of the :ffac:t that much 
. 

acc:olades are often showered on the management and staff' 

of c0mpanies at their annual general meetings where on 

some ocC'.asions, so:rhe workers are awarded long'-service or 

dedication to duty merit awards~ 

Furthernrore, as postulated in the Penrose-Marris 
'( ' 

growth model, the planning of di v.er~i:fication, wh~ch we 

hav.e , already ident ified and discussed'. as an import~ant 
• '· \ l ' ' t ' . . 

growth 'deterrninant'_ is per excellence a t,ypical functï_on 
t ' '\ ' ' ,, • \ ., 9) 

of high_ management. , The f'act that .toke over bids are.! 

9. Devin.-e, P •. iJ. ~ •. ,êl.Op .. Cit. !). 191. 
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u:inc.ommon phenomerrn in the Nigerian business system may 

in part be an: indicaiion of the efficiency of management 
. ' ' ' : 

. . 1 h . t lO O f of the companies, espe~1sl y te privs e ones.. ne o 

the C(?mpany chief executives explsin~d. tha~ :management 

consultants were invited when.the top management of the 

company was to be constituted. This obv.iously was in a 

bid to select the.most ~fficient team~ However, the 
1. 

lev.el of dev .. elopment of the stock marketL might also 

have accountsdi for the non-existence of take-o·wer bids. 
'·· 

The major type of structurel ch~nges that take place 

within the management s~t up of the companies are ,either 

:retirement or resignatiàn of members who are immediately 

replsced by other members wi thin the set up.. In v,iew 

of the fèct that most companies train their staff up to 

management lev.el, their management do main tain continui ty 

after resignatiion or retir~ment of any member.. For . ' ~ 

example, it is not uncommon for companies to sponsor 

their employe~s:to attend conferences or seminars at 

which they acquire more knowledge especially about rec:ent 
1 j , 1 1 

dev.el~pment~ in their v.ariou~ fields of. special~.zation 

wi th a view to. e:nhanc;e their efficiency a~ work. 

Sponsorship f'or in~service training programmes in form 

10.. Public: Companies a Management are o:f't.en poli tiC'.alJLy 
appoirited. Hence,· the issue o~ take-over may 
not arise, exc~pt that a new gov.:ernment may hav,e i t 
dis sol ved:. and rec@nst'i.tuted ... 
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of ei ther c:ertificate ©r diploma c::ourses at sp~cialized 

iinsti tuti.o:ns are aleo av/ia:tllable in somc companies ... 

Furthermore the lerger compenies ~re known to hav:e their 

own tr:aining schools where newly recrui ted workers are:, 

acquainted. v11ith the re,r~l .mf dev;elmpme)nt, operations and. 

expectatio1ns of the c0mpimie:s and t•}'I~the-j'.o:,b training 

provided for ,.other c:a'tegories of workens.. Moreov:er, the 

establishment of an Indu~trial Training Fund (ITF) by 

decree 4 7 of_· 1971 for the pmrpose o::f traini;ng Nige.rian 

Manager-s has gone a long way tb enhance the quality of 

management staff in mast Nigern:dan co!Illpanics. The ITF 
- ' -

was established in response to the ne~d of those 

c.-ompanies which could not afford to own pri vate training 

schools, end i t was t o run. ~.'.arious training coure:es or t o 

f:inance approv.ed cmurses and facïli ties pro.v,ided by 

· employers,... It deri v,es i ts f.inanciml support from the 
' ' Federal Œov,1e:rmment and from c.om:pulsory empJLoyers 

contributions .. 
' . 

ôo4'.. Gowermment Industrüü Pc].icy Measures.: 
.,. · '' · and Corpor~te:: Grew~'Yl.· . · .. 

Œow~:cnm.e:o.t indu&.trial fG]ic.i~s c.wistitute a class. ef 

Ji'ac~tQF@ thert mi'luence the· gr®wth pr©cess. of C.®m{Danies 

in thœt th~ p0licies ar~ ~ften fermulated within the 

fremei,v@rk G>:t' GVeJJ.:all national dev.elopment pJ.:ans whicli:l 
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regard industrialisation &is sin3' qua ~ in n:~üien~l 

0ff@rt~ to aehieve its ~®v~10,me~tal go~lsQ The p0~iccy 

m@~eurœ@ edopted ther~f~re s~œ m®~nt t6 c~emte eemœ 

com.due.iv.e busilaees · envireY.an&t fer the companiee which 

We ~lso ebserv.~è. in reœeti0a 6Q2 2beve that gov:ernment 

pelic.i@s g:anerslly oe:ns~i tu.te} mn import'ant influenc.e on 

the business objectives of the c0mpmnies. Specificall.y, 
(,' 

we now examine the direction of influence of some 

:ii.mportant govc:rmment p.olicy measures. The relative·: 
' ' \ 

inrportsntt.e of these poJlicy melï!lsur~s in: the: gr.owth process 

of' the compani.es is shown in_ t~ble 60 5<>· 

. 
' 
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T.able 6.o5;:. The Relative Importance of Gov.er:runent 
. ·Policy Measures~ in the Re.alization of 

· · Company Growth Obj'ec:tiv.es 

Ver.y un.:. 
Important Important ïmportant 

Fre.;.. Pel?. .... Fr.é . .;.. Fer ... · Fll'e.-: Fer-· 
Policy que-- c:e:n.t- que- cent- qµe- C.èh.t-
Measurff, ' ne.y age, ncy age ncy age· 

1 .. Pioneer.' .. . 

s.tatus 6) I3 095, 11 25058 16.. 3-7 .. 21 

2:. Relief:' frœm 
I~port ~ ... 

duties 12 27e9Ù. 16, 3<7'. 21 8 18.60 

3. .. Acc:elerated! 
Depreciation 
on. Capit2.]. .. .. 

in~.es.tment 9; 20 .• 93 18 41 .. 86, ll 2.5 .58, 

4· Tarif:f' .. .. .. .. 
P.rotec:tion 10. 23-i;·26) 20 46 .,51: 13. 30.23. 

··' 

5,. The 
Nigeriàn, 
Enterprises 

,. 

Promotion ~ ... 

Decree, 
. 

12. 27 .9.il. 19 44'.19i 12: 27. 9I. ' 

Very 
Unimportant 

:lrr.e- Per-
que- cent-
ncy age: 

10 23- •. 26 

'l' 16 ... 25, 
·, 

5 ll.çi3 

0 o.oo 

0 o.oo 

The first :iimpnessïon one deri ve.s from table 6 .. 5 is 

the fac:t that none of the go1!ennment polLicy me.asures · 

. enjoys s:trong popuilar support :fi'rom the companies since 
,:, ... ,: 

1 .. •• ' 

none: of the measures is' rated· as, v.ery impor:tant by up:,_ to. 

30 per C.ent of the C'.Ompanies o ~e~k pop:u]]ar, supp~rt is 

ev.idenc:edl in, the "important 0 c:.olumn whe:ne thrŒe of them. 
; ' - ... . . ~ ' ' 

are so rated: by ov,er 40 pe.r cent e.ac.h.-· 
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The Industritü D&iv.el0i:w.ncnt (llaioem.e · TéaX Relief) 

Act 1958 ~s ~mended by Decree N~. 22 of 1977 is ~n act 

that was designad te at tract caP,i tl.ill to Nigeria_·.· in the 

develepment o:f ·her natural rerneurees and the_ expap.sion 

of h~r industriel cspecity. To enjoy the benefits of 

the act, it is necessery th@t the industry or product 

it. is proposedl to establish, dev.elop or produce be 
. . 

l d. . . d t . d t 11 dec ·are ·. a p:i.oneer in us ry or p1oneer pro uc .. Also, . 

a public. limi ted liabili ty cempany reg:Lstered. in the 

country is eligible for a pioneer\certificate~ A 

company that is grented the pioneer. status is ex,empted 

from incarne tex for s period of not mo.re than three 

years in.the first inst@nce, subject to certain 

conditions, the most important of which 8re that: 

(i) the company shall not engage during 
the tax relief per.iod, in any 
enterprise except the pioneer 

·~ndustry in r.espect of which the 
pioneer, certific:ate is granted- and 

(ii) the company shell start te operate 
the factory ôr wher.e a mining c·ompany 
is concerned, begin operations 
within one year of the date estimàted 
by the company in its applic:ation .. 12 

1 

llo For the list of pioneer industrieè' and the 
corresponding main pioneer products, See.Nigeria· 
Company Handb.ook'fi Fo.urth Edition 1988 pp. 487-489. 

12. Ibi~, p. 486~ 
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Subject to s©me other c@nditions, the tsx. relief 

period may be extended for either a period of one year 

and thereafter another period of one ye8r or for one: . 

. d f' t 13 perio o wo yeara. 

Philips (1969) hsd. indicated that ten years 8fter 

the enactment of the Act, 340 applic.ations had .. been 

submitted, of which only 1.79 (52.65, per cent) were 

approv,ed;;: Of these succ.essful ones, lül had actually 

commenc.ed opera tian·. Twenty years after-1989 p; ~.though 

we' do. not hav.e: data ei ther on t~e .p.umhe:œ o:t c.ompanies.: 

that hav~ appliedt or on the ones that have succe~ded. in 

getting their applications approved, eviden~e from our 

sur~ey suggests that the policy h@s not benefitted 

majori ty o·f Nigerian cempsnies. In fact wi th. only six. 

· c.ompanies (13, •. 9,S p.er cent) rating i t as v,:ery important, 

11 c.ompanies. (25,.58 per c:ent) as __ important, 16 (37 .. 2i 

per cer:i..t) $S unimp.ortent and as man.y as 10 .(23 ~36 per 

crnnt'.) . as wery unimportant j i t. is the l.owest rated policy 

·· measure ïn _the sur:v.ey •. Many companies must have been 

u1:.1.successfu]. jjn; their bid to en;ïoy· the henefi ts of the 

Act.,, and many of tho.se, Who. g_ot their app,Iicationa. approv,ed 

in the first instance must have.: b.àd dLE'ï:iculties.: in. . ' 

g,e:tting an extension approv.ed.. These unaucc:essful.. hids 

may not . be unconnected:with the numerous c::onditians 

13. Ibid• 
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required. for an app]icatio.n. to b.e @pprov,edo, In fact ,, 

no application for the issue of a pïoIDeer certific.ate ta, 

any company c.ou].d be made unless the .estimated. c.ost and 

qualifying .e;api tal expected t0 he ïncurred by the company 

on ar befbre. production day (if the application was 

approv.ed'.) is an amount which.. 

(a) in the case of an indigenous-controlled 
c:om:pany is not Iess: i;han N50,000. or 

( h). · in the case of any 0ther · q6mpany, 
is not .les.s tha~. N5o,ooo.l.4 · 

\ 

Thus,, the c.ost 1.imi t automatic.ally disqualifies the 

smaller.·c;ompanies. 

Rowev:er, we !il..o.te that the measure is aimed. at. 

enhanc:ing the de,cision t.o set up businesses r..ather than 

their- growth.. Y.et':. Philips had: found that the companies 

in his study mighit hav.e had th.eir growth assisted: by the 

policy measure:· if i.t had:. been for that·. purpose. 
' 

Relief from import. duties is an aspect of the appro-1.ied 

users scheme which all.ows :t:.or ei then· exemption front 

import: duty or·. grants a c.onces~_ionary Jl..ow rate. of import. 

duty· on mate:t>ials brought into the .. ccmnt~y .for_ use· in the 

manufacture or proc:essing of g90.d.s o.r in the pro.vision 

of' serv.ic.es, provided that certain. candi tions are. 

f ,. +> ··11 d 15 ' .U.J-1. J. e ... . 

14. Ibid',_- Po 4B6 

15 •. Ibid:, p.. 489· 

) 
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. As wi th inœome tex: relie:t·, im:por-t duties·. relief: is 

faa.tended as a measure <Df' tœmporeiry assistance in o.rde.r to 

enable e · new.,.1 cmn:pany· to be:· estab]Lishedl in Nigeria er f'or 

an already established o.ne. to grow Ç>n a sc:ale sui table 

to the country •.s .~v.erall e.c0n@mic r.equirements ~ · 

The encouragement recordedî frQm this;m.easure by our 

respondents is bett·.er than· that (llf the pioneer status 

with. as many as:. 1:2 c.ompanies ( 27. 9l. per. c.:ent) . ratiiag it. 

as v.ery iimportant, and: 16 c:ompanies ( 37 .• 21. per cent.) as 

imp.ortanito. This howev.er.· is not t~\ say that. i t has bee.n 

lhenefic;ial to all the companies as~· 15 (3.4..,88· pen·· cent) 
-

of them rated i t as ei ther unimp~rtant or v.ery. unim:pa:r!tant. 

· Clmsely ~elated t@ relief.·. fr0m img:ar"tt duties is 

tanïff :p,rat:ec.ti:mn which is b2sed.. 0n the infant-industry 
1 

argument that to ev;,ercome a h©at of problems :f'ac.ing an 

infant :iindustry, i t muat be pre;tectedt from the cemp.eti tian 
' 

of its mierè: mature and for the moment, het ter end0wed 

riv.als, et ]east ,' ,until it is strong enough. te> s.tand o.DJ 

its _ own feet"' 
- l. 

Tlliis 1:°"easure i~ achiev,edl by placing ~i~h. 

tariffs 0.n imported~,.manufactured: produc_ts and .. by ~mipo.sing 

F<9strictio-ns on c.ompetitive imp@rted. goods. With as 

many as 30 c:ompanies ( ~,9. 77 per. <1:ent) rat:i:ng this m.easure 
- ·r--- ', ,, . •,,' 

as ei the1" v.ery ïmportan~ ®r ÏilllPO:!:tant, iit is clemr, thait 

it is om!l of the relativ.ely m.ost iIDiportant, factors thait 

1' 
!· ' 
l 
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has been aidip.g _.tlileil". gr~wth.. We h<Dwev.1er do not lose 
I • '· • 

. sight ©f the ].3 companies (.3Q ... 20 per cent) which. ratedl 
. ,, ·, \• 

the measure 
I 

as· unimpG>rtsmt: This .. 
i. 

confirma· 

Oyej;ide'·s (1977) study in which he f@und that although 
.'. '· ', ' ' 

tariff' pr0tectï.on is ~ s~g-~ïfieant instrument ©f 
'. i .. \,"/'. 

industrial poJLicy, there are many 0ther.:· factors involv,ed 
.. , \ ' ' . 

in the industrializmtion process. This assert~on was 
. ,' 2 1.6 

based'. on the low·vailues of R in his econometric study .. 

Ac:c.elerated Depreciation which is o;therwise known. 

as c:@mpanies Ihcome Tax Act grants\ to c:ompanies e m.uch 
• ' - J 

quicke:12· wri,te-d'own of their esset.s in the early years of 

enrable them t6 amortrise ~heir ~apital 
,.:. ,• 

p:roduc~ïon so as to 
'v 

asseta during their formativ:e years ,; and so build. up 
, . . • 1 ' 

]iquid. assets at an:· early dat.e o The initial and annual 
; • 1 

allowances -v,:ery acë:ording to the type of expendi ture.p. 
• • • 1 •• :1 ' . . :,, ' ' . . \. ! ; .~ :....• . 

For ex·ampl.e whdile the im. ti@l :and smnual allow:ance for 
'. '· 

plant and", .pachinery inqluding furni ture, fjj_ttings and 
-\;I 

motor ·wehicles are 20 per cerl.t :illnd 10 p.er cent.· 

]'espectïv.e]y, they w~re 15; per.· cent Qnd. 1:0. P-~1:' c.ent for 

. îndustri:al] b.u:üldings. As. :wi th the o.ther po:Eic.y· measure.s 
1 • ' •• \. '1 • \ ' '. ' •• ... ' ,l ·: ? ;i 

only ~, f.racti~-:q. of 'the ce~p~nies can b.e said to have; 

bene fi t'\t.ed: from @ceele:rat ed~ d-epreci~tfo,n., wi th 27 
' ', ' •'A., -· 

16 ... Oyej;idle 1, T .. A .. (1977) ,,. ,u~arif:ff'.' Pro,.tect:Lon and 
. ·,Industri\ali_ ,Derwel0pment in-- Niger:ria 18 ' :;ii:n.;1·I:ndustrial 

Develo.pIIlent. :Dn. Nigeria èds · O. Te'ri ba and . 
M.~.· O· •. · Kayode Ibadan Uni~sity.Presi p. 282 • 

.. ~. ~ 

\; 
i . 
': 
'·· 
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' èompanies ( 62)o,79 per 'cent) rating i t as ei ther very 

imrortent or :tmportont 1:md the remsininr; 1'.6 companïes 

(D?o-21 per cont) ri:J'\ling it r.:,o cither uni1n1iurtr1nt or 

v.ery unirnportant .. 

The Nigarian Enterprises Promotion Decree of 1972 
1 

:; 

which wa~ amended in 1973', 197,1, 1977, 1982: §:Jnd more 

recently in 1989 to reflect cha~ges in economic realities 

Vi78S described·as one of the most patriotic measures taken 

b t. f' th t·· 17 
y -gov.ernmen o · __ e . 1me o The decree wos aimed at 

encouraging more Nigerians in partic~pating in the 

ownership and control of busin~ss establishment in the 

country a:nèl ït is the most highly rated mèasure among 

th~ suggest'ed government policy me.asureG, wi th 31 compmües 

( '72 ... 09 per cent) rating ït as either v·ery important or 

:tmportant., As cl1aracteristic of other me21oures it is 
. ' 

::1n,t,(!d u.11ïmpor-tont by a certoin perC(!Htsi::,.! n/ t:1r:: t.;ür1p:111:ie:;:· 

27~91 percent i.e. 12 compranies. Howevcr, although the 

:filé's&tU"~ was highly rated its ef'fect on ei ther thé. 

t,1"dfitability or the expansion o:f turnover and net assets 

1 1?" ~bGyade, O .. ,, Indi.genizing J.i'or~ign Enterprioes: 
~t.,me Lcssons from th@ Nigerie11 Enterprises Promotion· 
n. ~tlr 1]ëu in Industrial Development in Nirrer:La Op c·;t - 3~9 ~ 

0 
~ • p~. . .{ .. 

'' 
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fund-s wi thin the economy (and perhaps:. wi thin the company) 
,•\ 'i 

., 

more roqm is given f-0r expansion~ Howe~er, w~ note: that_ 
\, ' ]~8 . \ ' ' . . ; ' 

the latest amendment that was made was with a 

·wiew to stimulating new and ïncreased foreign inv.estment .. 
• .• ' . li •• 

U:nd'er the ]982 amendment some · industries in schedule II 

under.· the Act :i:i.e°' that which allowed1 f.br a maximum 

foreign participation of 40 percent and a minimum 
1 ' ••• • : 

Nigerian participation of 6.0 pen· c.ent had: been mov.ed' to, 
f_ / ' 1 ·. .,·· 1 • •' 

sched'ule III which allowed a minimum ïndigenous 

participation of 40. per cent and· l9 max:ii.mum foreign 

· 19 participation of 60. per ._cent.. Gi v.en. the high. rat.ings: 

of the decree by majori ty o.f the c:ompanies in o.ur sample , .. 

we c .. an, :i:nf'_er.· that, the v.ar.ious amendment:s that. have been 

made to the decree had. suited'. the neeœs of the moment 

for the c;ompanies. ,_While ï~ the early years of th~ dec:!'ee 

floreign .. exc:hange did not po.se any' pro blem, i ts acut e 
' • 1,. ., • •, . 

shortage În the Iatiter· years hav.e made foreign 
•, . ~, 

participation v:ery relevant. A c.ompany Chairman believ.e.s 

that the latest amendment would enable his company to 

form j:oint. fv.entures wi th :fl'.'oreign c.ompanies and ·utilize 

their technï;c.al. expertise when. and if the opportuni ty 

should arise ... 

l8o The l@test amendment was made in:May 19890 Our 
Surwey was conducted before thïs datè which Slso 
fal-ls outside the tempo.ral sco·pe of our study .. 

1 • •• • • • 

19., .. See Nig13:cia Company Handbook Op .. Cit .. p. 483. 
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Here also, we. @re not l.osing sight o~ those companies· 
·.' f 

that rated the measure as unimportant .. They are as 

expec:ted those:, wi thout any foreign participatio.n ... 

O:n. the average, govermment policy measures are rated 

as v.,.ery important by 10 ~0m,psnies (23 .. 26 per c.ent) 
·, 

imp:or:t8nt by J.a ~.orn~anies (39 ... 53 per c~nt), Ulil~mportant 
.. , 

by 1.2 c:ompanies (27 .. 91 per.· c:ent) and' ver.y unimportant by 

4 companies (9o3.0 percent) .. This is generally,.a lower 

ratïng t1.han any other growth · inducing factor except 
'".,. ~. . . 

div.ersification through other means in. table 6 .. 3. 

Indeed, as is shortly shown, i t i~ the mo·st highly rated 

v;ery ïmportant among those factors hinder.ing corporate 

growth. in sec:tion 6. 5; below ... 

g-rowth Retarding Factors 

G.iv.en, that some factors are aiding corporate growth 

c:entainly, some are acting to. drag their growth0 The 
'· 

suggested: al ternatiye hindrances and theiJ? ratings are: 

presented: in table 6.6. 

It may perhaps appear rddicu]ous t'o oberv.e that'. 

gov.e:r;,nment po.licies which. !iilre formulated1 wi th a vïew to.: 

creatïng a V:ery conduci v.e business environrnent for the 

estabJl..ishment and growth of business. organizations are: 

rated most hig;hly as a generel factor c.onsti tuting a drag 
• . • f -

in the growth process of the aompanies. We howe~er take 

,· 
i 
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cognisance of the fact th:at al though the d'egree of' 

unanimity :.ün. rating each policy,· mea~;mre in table 605, as 

v.ery· impprtant is very low, the same is not.v.éry true 

of the rating as.important~ We therefore :iinfer that 
-: 

although there appear~ to be a general bias against 
- '\ ,· 

gov.ernment polie ies es a whoie, specific: policy rneasure.s. 
• • ·' ' ' ' • • ~ 1 \ j •• 

d.o favour. :iindiv.idual!. companies, aILthough, :iin some cases: 
; ' ·... ' . .. . 

all the c.ompanies may be equelly affec:ted .. 

. 
' 

\ 

' r ',, 

1 • . 
1 

t 
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Table 6 .• 6: Hindrances to Growth 

Very 
Import.EJnt Im:port.antr1 

., 

FJJe.;.. Per- Fre.;.. Per- · 
Suggestedî que- cent- que- cent-
Alte:rmatives nc:y · age ncy age 

l'. ... Utility 
L 

supply l7 38e 53. l.3. 30 ... 2 ''. 

2 .. Spar.e Pant .. .. 

pr~1bq.ems 21 48.c.84', 14', 32 o 5.6, 

3. Inadequa te: 
demand: foi~· .. 

" products 6. 13 .. 95, 8 J.:8 ... 6,0 

' 
4'.. Shortage of 

· raw '. ' .. 

materials 27 62 "'79: 6, 13 .... 9.S 

5o Personnel - ···-

problems 3 6 •. 98 14'. 3205.6 

6.,,. Techlric.aJl. - .. .. 

know~h.ow 4i. 9 ... 3.0 15 34:.sa 
-· .. , 

-··' 

7 •. I:aade.quat'.e: ' ' 
. . . 

f':iii.ance . 20: 4.6 .•. 5.l 9 20 •. 93:; ,, 

8 .. Foreign. 
c om.pe t'i t :i:on 3 6.98 10 23~ 2ô, 

'· 

9"' G.ov.er.nmen t· 
polïc.ies) 27 62\79 8 18060 

10., Po]itica]. 
:Enstabïlity 11 2.5: .. 5.8. 11 25 .•. 5B 

!. 

l] .... GenenaJl ' 

Ec:onomic: 
C0.ndi t ion, 2ô. 60.46., ]'li-' 3,9.53: 

Jl2. 
' 1 

" 

Un- ·" 

important." 

Ere.- Per-
que- cent~ 
ncy· age 

'. 

J.:3 30 .... 23, 

1 

8 18 •. 60 

-·. 

22. 5.1 .. 16. 

.. 

9, 20o.93. 

". 

22 5.lo.16 

22.' 51~16 

. .. 

12 2? .. 91. 

15. 34 ... 88 

... 

6., 13 ... 95 

... ~ 

15., 34 • .88 

o. o. .. oo 
1 

Vcry; 
Unïmportant 
.. 
Fre- Per .. 
que- cent-

1
ncy oge 

0 OoOO. 

0 o.oo 

7 16. .. 28 

-. 
l 2 ... 3.2: 

... .. 

4 g,Q 3.0 

-

2: 4 .. 65 

.. ... 

2: 4 •. 6.5 

.. 

15 34 •. 88 
' 

-

2 4 •. 65 

ô l.3 .. 9·5, 

0 o.oo 

1 

~; '' ,· 
t ,: 

1' r-
i. 
i 
1 r. 
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4mong· the problems encountered wi ~h gov.ernment 
.. ' l ... ' .. ... ' .... 

poJ:icies by :iindi vidual c.ompanies are ex.ces si v.e. tariff or 

exc.ise du ties _on certain raw mat erials, misclassific.at ion 
'1 

into the schedule of the NigerianEnterprises Promotion 

Dec.ree ,. excessive profit tax· among others •. 

Perhaps the most' se.rious allegations against 

. gov .. ernrnent poJlicies are the frequent changes. and 
• ' ;. ' \ • t ' ' .\ ' ··;, • 

contradictions.>among the numerous policy me:asures o The . . \, 

Chaïrman of' 8 Ieading brewing c.ompany had. ]auded the 
. ' ,·• 

nec.e?,t amendment to the Nige,rian ~nteT..ppises Prom.o.tion 

Decree f.or rec.o.gnising and making efforts at attractïng 
. ' ' . . ..... . . .. 

for.eign. inves·tment. lie howev..er opined. that the succ.ess 

of such::. a pol..icy will depend on i ts impl.ementatio~ in 

such a way that. :Llndustries could oper.ate without the f'e.ar 
~- ' ·'>-\' ' 

and unc.e.r.t ainty. c.aused. by frequent changes of policie.e .· 
,• • • 1\ 1 ... 

and financial measures ., In. the same vein a forum held, 
. 

under the' susp:Ec.es . of the Research Department of the 

Natio.nal rnsti tute for Polie.y and Strat'egic· Stud:ies wi th 
.•. . ' ' ' ,t 

' 

the subti~ct matte:re "Re.structuring of Nige.ria 1 ~. Industrial 
. ' 

Sector'Q submi t ted that policy objectives, problem. areas, 
. ' ' 

programme ini ti_atives and. implementation. guidelines 

enunciated: by the Federal G:o'\ZeJ1nrnent were generally in the 

right direction. The forum howev.er fel t that all the se, 

c:ould · go a signific.ant way in ensuring that the manufac turing 
'. ':, . 

sec.tor bec:omes .. a heal thy and dynami~ sourc.e of dev.elopment 

' t_ 
1, ,. 
1. 
!" 

.. / 

' 
·: i 

i 

· .. J 
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if they were finely articul.ated. and eff'ectiv.ely 

. . . . t 20 impJ2ementec1: wi th consistency and continui ·y. · 
' ' ~ . . ' ', \ 

For', 
.. 

. instanc.e, prii.o:r to the 1989 c·re;d;i t gujjd:el.ines, Nige:rian 

i.:ndustrialists were: able t.o raise JLoans wi th foreign 

guarantee currency deposi ts and collaii'.eraJLs •. The 

_introduction of the gu:iidelines in part, abolished this 

foreign. currency deposi ts ,:. t-hus making i t :Empossi ble t o: 
' ' . . . 

r.aise _more; lLoans. Commercial . ;and merchant banks were 

giv.en a time ]imit to r~c.:all all outs~anding loans •. This, 

according to the Central Bank was a Teaction to undesirable 

and alarming trends in the economy all of which.steII1II1ed 

from too much money_ ïn the systemo -!.'lotable among these: 

was the rate of inf~ation which was put at 3~ to 40 

' per. cent"' Al though such a po]icy was goo.d inte.nsioned 

for the O"l"Jerall economyl. the time J'.imi t giv-:en the b.anks to 

r.ecall the , outsitandïng Ioans was so short1 that. 

beneficïarie's o:,:f.' the Ioans which had been legitimately 

raised: pro:bably :fi'or l0nger term planning· _had ta. push. the.ir 

g_oods:· o.ut int :)· the ma'.liket: immediately in. order to rai se 

money for the settlement of the ]oans.. T.his had' som.e 

d'ebilitating ef:fects: o~, the ope.rations of m.any 

m.anufac~turiing c:ompanies ... · This ,w:as a clean· c:ase of 

untimely irnpleme11tati0n of' a sound. po]icy ... · Yet, the 

chiet· executiv.e of the Mantllfac.turing Association of 

,· 

20. Business Concord·,, Tuesd'ay, August 22 ,: 1989,. p .. 10 

le:._:'.:": 
i 
1 

) 
1 · 
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Nigeria had enunciated: that the delay :im ±mp1ementatio.n 
1 • '1, • . . 

of sound po-~cies ,was one other ar.ea of conc .. ern for the 

c·0mpanies ... 2 ] ,Obv,iously ,) wrm:ig timing of policy 

:funp~ement:ation may be too c:ostly and unsat:isf.actory for 

the growth, of any company .. 
. . . \ 

Companies a]so regard·. com;pany tax. as being tao 
. ' . . . ' ... ,. ,. ' . . . . '., 

exce.ssive,.. Prio:J." to 1979 ,!· c:ompeny tex was f'ixed at 50 p.er 

c:ent.,, This was howev.er reduced: to 45 per, cent in 1979 .. 

_Although jj_t has sinc.e been reduceŒ to 40 per· c.ent, i t ïs. 

still considened, to be t'oo high. especialJ.y. in a situation. 

where c:apaci ty utilization i~ not more: th~n 50 per ~ent. 
22

·: 

It Ïis believ,:eff: that the c.ompany tex- rate may also negate:: 

the efforts at. attracting foreign as weJ.l. as: lpc.al in"\i!.e.s-tor:s; 
' \ 

and'.may be a dis~incenti~e to greater ef'ficiency by 

ofo-goïng businesses ... 

. Closely JLinked· and almost equa1Iy rated. wi th. 
' . 

gov.;e.r.nment '-polie.y is short age. 0f raw mat.eT.ial's. Al thaugh 

the ïndustTial1izatïon strategy has.: been that of import 

substituti_on, m.ost of' the manufacturing companies in 

Nigeria had1. d'epend'ed, larg~ly on the importail.ion of raw 

mat.erials ... ,C.ent:nal Bank of' NigeJ?ia Os annual re.po.rt in 

:ll977 :ueported: a decline, in the v.alue @ddied; by the 

manufac:turing ~ümpanies !ilnd attributed .. thi.s to the 

·' t 

[ 
I,· 

21... Baba t~nc1~. Jose:, (~989 ~ 5'>. (Chief'' Ex:ecu.ti v.e ,1 Manuf'ac.turers' i 
Ass·oc·1:at1:on of' Nigeria) Address ::;i,t:: .:: -- ~; Annual_ 
Gene;r~l Meetflllg ... -· 

220 Abebe·, C .. E. (1989),; (Chairman Nige,rian Brewèries:·Ltd.) 
Address to shareholders at Annual G:eneral Meetingo 
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inc:neasing share of imported raw m.aterial input of many 

enterprises23 
o The same sourc.e also attributed the drastic.. 

slow down.in manufacturing production in.1979 to delays in 

getting supplies of imported.raw materials am.ong other· 

· 24 ±:ac.tors... The situation has remained. ].arg,ely the same 

ov..er the ye.ars and has even worsened off: in ree:ent tim.es 

be<muse of' the restriction on the im.porta.Jb.ion. of' raw 

materials which had: becsn necessi tated by the poor. balance 

of payment and foreign reserv..e position:. The problem of 

raw mst.er.ials has been so much that mo.st companies have, 

as a mat ter of pol.icy, ad0pted· l.ocal sourcing of raw 
' 

mat1erials through backward ïntegration. :iin.to ag:;r:'icultur0: 

as one of their business objectives as re.ported. in. 

section 6~2 above. 

O.bviously, those,, .c.empanies.; that .,rated: raw mate.rial 

short age as ei ther unimport.ant or v.ery unïmport.ant are 

those which'. had.: depended; entirely 0n. loe.al raw mate.rials 

. and they are ei ther foo.d processing or furni ture making 

c:ompanies ... 

We_ may also stress th@t the problems of raw m.at.eX'ials 

like that. of' gover.nment policies whïch had. been v.ery 

.liberal düring the buoyant period, are clo.sely linked with 

the g12ner.al ec on<J:nnic , c.Gmdi tiol!ls.. T.hus, all the c.ompanï.es 

in. our sample . rated general ec.onomic. é_:ond:itio:n.s as ei ther 

-v;.er.y imp.ortant or important as a growth r.etarding factor..,. 

23 •. CBN' Annual Report·, 1977, Po 10 

240 Ibid, 1979 p .. 15. 
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We believe the 1.op-sided:ness in the responses against this 

fac:tor is influenced' by the prevailing depressing 

conditions durin.g which_ the surv.ey was condueted.... Rad'.. 

the surv.ey been conducted. durïng the buoyant period ,i the 

responses in! this regard c.ould have been. less biased.,, 

.Also~ closely associat.edwïth goveEnment policy 811d 

theref'ore1the general ecomdmi~ condition are. spare parts 

problems. Apart Brom the probiems in getting the fbreign 

exchange with which to procure spare parts, f'abric.ation 

1.s another of· the rec:ent corollsry 'problemso .The delay 

1.n procuring a vital. spare part may- be ve:a.y wasteful as: 
' 1' 

i t may leadl to idleness of machïnes and: .. l.abour.. The 

waste may become more pronounced: .when: unkno,wingly, a, 

fabric:at'.edl. spare part is fitted'. ïnto a machine as it ïs· 

most. likely to l.ead. to further damages.. All. these 

d.ef'imi tely sl.ow down. the realizati:on of any. oJD.jec:tiv.e, a 
. 

c.;ompa ny migJ:itt hav .. e ... 

Anothe~ dimension. to the problem of spare parts is 

their. costs which as a resul't of the sl:umping of the· naira 

agains t th~ U •. S ... dollar, hav.e been gsing up at a r-at.e, 

many c:ompanies c:annot -c.o.pe. with,., This is howev.er,· not to 
',,' ' ·, - . ' '· .. 

say that spar.e: pa_rts pro'blem. ïs a rec:ent phenomenon in the 

economy,,.-. It .has only. b.ec:-ome .more ecute:i in recent times.~ 

For example, a.cc~rfüi!ng t'o th~ CBN. report.. ±n, Jl979 ,. theJ 

',i. 

! ' 

r 

i , .. 

i . 
' 

! '. 
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dtr-astic: slow down in manufacturing productionwas 
.··.:· 

attributable hl !part to delays in getting supp:Uies of' 
r . ' •• - • 

25 · · 
spare pari:ts.,.. In ou1; sur-wey, 21 com:panies (48.84·_ per· 

c:ent) rated spare parts problems as wery :i.:mportant, 

];'fi eompenies (32_~5.6 _g>er cent) ret'ed ft as jjmportant wrui]e 

s: (18 •. 60 per} c:ent.) rat·edi it as unimportant •. This shows· 
\.' 1 

the exctent to which corporat'e growth anff: therefore growth 

of the natl~.onal ecrnnomy ïs dept'.H~dent on foreign technology. 

Techno]ogy ~s one of the prime mati~e forces .of 

dev.,eJJopment ... It pl:ays _a, dec:ii.siv.e r:ole in ev.,ery :füacet 

of ].ife, be :i:t food,,. shelter, education, _health services,) 

t+ransportat'ion o:r comrnunicat':ion ... The :e;x:perienc.e of Nige:ria, 
• •• p • 

l:Uke all. o:-:then.' deiz!elopi7ng nat.ions has heen. tha~ of. fbreign 

··. technoJl.o:gic:al .q·ependencei' and this has: :ünevï.tably im:po.sed 
'• . ,' ' . . .·.' .. '' . . - ' . 

',; '' .. 

limi ts toi .th~·: oJ.>>tio:ru.s , 0:pened: for nat·:Eonal'. de·i:te.Jl.ib.pment'. 
.; ... ,. • · ..... : ·.':· .:. •. •• •• : ' . : ; 1. ''' '· '. 

- ·, . . 

· · str.~tegies .. , 

MuI:t:Eri .. atïon~1: corporations are known, to hav.e been. 
. . . . .. . .. . ~ . . .· . . 

r.esporl:s~ble for:_the_ gr.ester.· P,er.centag~: o.f th(") .. te?,hno:J..ogy 

t ' f' d" t th d 1 ' .. t ' 25 d k rans · erre ' o e ev.e o ping coun. ries an '. the mar et. 

powe:J:J:: a~:.cor.porat:iions. ~s known. t? hav:e been,. the· maj:or ·. 

determinanent of· the aV,ailabiJ:.i ty andi pat.t.e:rrn1· of 

techno1.aé!:ic.:sl. transfer. .. ,· Due t o the.ir researdh and'. 
-

dev..e~opmen:t CR._.,& D) activities, _ such. a:o;r,porations havi.e 

he,c·ome the major s:ource. of· technoJlogic:al d'.ev.elopment and'. 
• " • '· o '• • \ ." ' •, '• ' , , " , : 1 ·1 , , • ; ~ ~ , • 

consequently the owners. of ïmproved. and new téchnology .. 

25.o. Ibïd. 

26,. Kindle berger·:,: C .,. P. and Herrick, Bo Economie· Dev.,elopment 
McG'raw-H:iùl, · International Student Eclitïon Po _l41G 

. 1 
1 { 

t 
i 

L 
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Altho.ugh; the presence of such corpo'.l."'at.:ü.ons is still 

being felt_. in sorne sub-sectors such as the pharrnaceutica:t 

and autoII110:biles, the Nigerian enterpr:ii.se_~ promotion decree, 
' ' ' ,. 

certa:fuüy reduceà the ov.eralI. dominanc'e in the economy. 

This has'. reduced consider.ab]y;· 'ltechnolog;Lcal t 1.ransfer· into. 
. • 1 . . . ' 

the coun~ry, especially. in such. areas .. as: t~xti.les, 

breweries ,, soap, and toileteries. Ev.·em. in the few cases 

i . 

,. 

where R & n aJo take place, i t is mo.stly;: :Un conjuytion wi t:i-1 l 
some . fore.ign associat~1'.i.: Thus for instance, a major 

bre..wing· c:Ompany jjndicati.ed1 ïn one of. its, annual repo.rts· 

that to mee;,-l'l: :lits Jlocal sourcing of raw maiJ·.e,1?ials object:iiv,e, 

:ii.t had. to change :i:its technoiogy and ad!opt a new proc;ess 

of 'b:nE!.wing.. To:: .aabïev.:e · tlhïs obj:ec:ti ve, i t had t o go int o. 

j'.oint ïntensiv.ei research and dev,,elopment wi th its. fo.reign 

tec.hnic:al associa.tes ... 

In a cornpeti tiv.e world economy, the diffusion of . 
' t:echnoJ~ogy :lis 1:.arge]y restricted'. by such barriers as 

pat'ent ., and'. Jlicensing ,, and in ·wiew o:f the cost· reducing. and. 

quality. imp;ro:ving· ef:f'ects of improv,:ed! t~chnoJlogy, .foreign 

manufac.turered goods from, the te.chnology-rich c:ou.ntries a:ire 

known to be pref.crable by Niger-ian Consumers G H.ence the 

keen competition of Ni~erian goods with foreign end in 

many c.ases, smùggled goods .. 

Giv .. ~n the high rate ef ïnv.entions and innov.a..tions 

ïn the mul.tinational corporations and the inability or 

i 
{.; 

i 
/ 
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diff.iculty of Niger.ian sc;ientists and. tewhnol.ogists to 
i'·1·".·,_. . 

ad@pt foreign. technology to suit the Nig~.rian cendi tïan 

most', mec:hines in most. Nigerian companies soon. beo.ome 

obsolet.e •. · Spane parts that sre 0rder.ed' to_ meet old 

specific:at'.i.0llil '. ar;e in.evi tably sc:arce 1;1nd'. :iln.v .. ariably mo.re 

expensi V·.e.,, 

The: poJ!.itical factor'in the growth process o:f 

Nigerian c.om:panies c:annot be understr.essed. Much. of. the 

fr.equent changes in: poiicies c:an easily b.e. t:r:.ac.ed to 

instabil'.ity in: gov.ernmemt .. , In f.ac~-t, that only 22 c.om:panies 

(51 ... 16 per c:ent) r.ated poli tieal ïnstabil'.i ty as a hindrance. 

to tfu.eir growth. may he· as a resul t 0:f the ignoranc:e @bout 

the degree of association between: the former and changes 

in, gov .. e~nmen:t policies ... It has been acknowledged that. 

the p0li tical :f'ac:tor is one of the stro11g_13st environm.ent'al 

fac:tors c.apable of shaping the destiny of mo.st business. 

enterprise·s .. 27 Thus, in m.ost:_ democratic. so.c.ïeties 
' 'V -

candidates ane::' known to hsv,e been. sponsore.di int0., parliament 

in: order. to protec:t business inter.ests... In. Nige.r.i:a wher.e. 

there haq. been:. more of mi]i tary regimes thBn democratic: 

ones, ïn .. an at tempt to either.· discr.edi t prec.eeding_ . 

. gov.ernments or to create good ïm.s.ges for themselvcifsll. ruling 

27. Bello,1 Ao, · 11 E:n.v.,ÏIH.1>:tllD.ehtal Fàc:tor..s in.'Cor{?orate) 
Performanc:e~ i:m. ~ · Rec_essïen'~. · A par.. presented, at · a 
Cenferenc~e :_. on Cor.[:)orate. Perfcrmanc..è: in Rec.èssian.., 

. FElcul ty of'-· Businéss .Administration:, -Univ.er.si ty o.:f 

. Lag0s, May, 1989 o . · 

·, 
i 
i 
! 
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goV,.erm.ments are kno.wn, to have ei ther alllisnded some policies 

or in.troducedi new ones that may negate the desired effec.ts. 

of,. existing ones. Thus, many policies are known to ha"ll.e 

changed·, not as. a resul t of the . ec0nomic. realities ... per.· ~-' 

but as a r..esul t of poli tical instiability. )Let., al thoug11:. 

most changes of gov.ernment bav.e heen. associated wi th some 

undesired 1 drifts in the economy and al thaugJ-1. some o.f the 

changes in, po1icies may be tra~eable to eœono.mic realities~ 

they are often associated. with, politic..al ïnstability. 

Ac_c.ording to H.akam. (1966) , .. pr~or. ·t:o the milit.ary 

t.ake-ov.er· Nigenia . eID.j,oyed among foreign inv.-.esting countr.ie.s ,, · 

a high n.eputation not c0mmensurat.e wi th the ac.tual. facts"' 

After being in Nigeria for. some timè and hav,i:ng gone 

through. sev.,erol nat'ional. cxises that each time appeared 

t'a be shaking the Federal to ïts foundation, the 

expatriate personnel of their firms b.egan.. to hav.e sec.ond, 

.thoughts about: ~tab:illity :f'sctors..,
281 

Suc.h. f.ears that were emanatïng fr.om the poli tic:al . 

. instabili ty at ,,that ·. time. are today heing ac,tualized. wi thin 

· the business co~ur1i.ty as long .'rang_~ planning are made: 

diff'.icul t o.r im.possible wi th the unstable .industriel 

policies that · are assoqiated. wi th poli ti:cal ïnstabili ty ol> 

28. ·Hakam,, .. A .. N.,(1977)i·"The Loc.ationa1,Patt.ern of 
EG>reign Pri v.ate.;.Industnial In:2-:estment :ün Nig~ria" 
in Jndustrial Development in Nigeria eds~-aQ·Tet~ba 
and:, M. O ... Kayode Ibadan Uni:'ll<ersï ty,· Pr.ess .. ··p. 153'. 
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In. 1979 whe:n the Federal Mili tary Gov,er.nment handed 

over t0 the civilian government, Nig,e.r.ia had foreign 

r.eserve .. of o bout $2 billion... By the end of. 1.983 j not only 

did N.ig_er.'is have· J.'..i t tle or no. rœserv.e at all, we had. 

. . t °'18 b · 1,, .. 29 
ac.c.umulated debt tot·a111ng close o P J. .i:i.on(> As it 

b.ec.ame d;ifficult to pay the debts, many Nige.rian importers 

c·ould not pay their suppli~r.s abroad' and Nig_er.ia:n 

ù1dustries we:ce gri:m.dâ:ng: t'o a hal t becausc. they c.ould: no.t. 

import spar.e · p~œtis end raw materiels a, 

As a result of the stalemate ~.hat arase in neg_o~i
0
ation 

with the Inte:rmat'ion@l Monet.sr.y Fund: (IIVJF) i the military 

goverhment that took ov.er.. from the civilian one embarked. 

on. c.ounter. trade agreement wi th a numher of Nigeria.' s 

tr.ading partner.s •. 

However,. less than twG>. yesrs ]ater.·, a new mili tary 

gov.:ernment c:ame :En to abolish the counter-trade system. on 

the. alleged~ grounds ·that; Nigeni@ns weTe being forc.ed: tOJ 
' . . 

buy g:pods: at a pric.e· higher .. than: what·. o,btaims in the . . . 

i.:r:ite:rnat';ional mariket.o .. · The Structural Adjµstment · Progr.amme t· 

._ a ·more_ .. cCllmp:neh.ensive_p0J.'.icy that .wias eimed,. m:t restruc:tlfu~ng. 

the whoJ;.e ee:onomy w@s .. ïn,troduced. Incllided under SAP was 

··the deregµlation of'._the. f'oreign exchsnge· market--whereby,_, 

in. plac.e. of the ,:t;ormer rigid illlipert. J!ic:ensing.·, system. of. 
. . ' ', ' ' ... 

· :I?atio.ning f'oreign. exchange, a flexible system wes adop.ted., 

29. Falae:;; O ... ,· ( Secretary t 0 the Federal Tulili tary · Gov.ernrp.ent) 
iri Giant Str.ides VBO Inter.national tink. October. 1987,' 
p,,. 404 .. 
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thus leading · to a dev.alustion of the naira •.. Al.though some 

large companies ,) .especi@lly the conglomerates, are known 
. . ' ' 

t.o hav.e benefitted from. this system bec:ause of their 

f'inancial might, the .general ec.@nomic atmosphere h:as. 

been beclouded: wi th m0r•e ,problems for most industrialist.s 
' . ... 

because · of __ the· high. pro.duc.tien c.@$ts. and consequently 

. high prie.es. whi~h result in difficul.ties in. selling their· 

produc:ts .. 

. Alth.0ugh1. it ~:annot be envisageff thnt :::ill c.ampanies: 

will. benefit or suffen· œqually from.all pol.icies, 

poli tic.al st'abiJ.;i ty: c.an gusrantee: stsble policies and 

·. therefare gi "IZ'e ra0m for bet t'.er· corperate:· pJ:..anning .. 

The. pr0blem'. of, inade.qulilte .financ:e; ils als<D rsted. very 

highly .... 3. 0f:,' .the~ .20. c·.ampanies that rat'edt thjjs . pr4),blem: as 

vJ-ery · important ·<Endicat.edl th~t th.e pr0blem; is_. wi th bG>th 
,· , -

füi.te:nnal .and. extennal financ;e ... . 3 indica'lte.d. that i t is . . ,, .. . 
· oruy .wi th. ïnternal\ whilè the same numbe.r.:· indicat.ed that 

it i~ only wi th extermal ·.seurœ:® •. · The oth.ers did no:t. 

ù.dicate tb..e v,e:ny type that is posing problem .. · AlsQ thase. 

9 c:ompa,_nie-s that rat_ed·. ït ~s im:port@n:t did noti 5-pecify· 

t_he tyf)e of' f'inanœ:e that: has :n@t b.e@n .. ,adequa~e ... : .CBN°s 

nepert indic:ate the important r0le in..tern.el sourc.es: o:f 

:flinanc.e ha·we been · playing, in the grew-cb.t pr0c.ess o:r· 
. ' . 

Nige·rian, manu.·fac:turing c .. E'Jmpanies·. Fer example, . it waB! 

reportefü that 66 o4 per: c.ent:. of the .. working eapi tal of the 

e.01np@nies :1n 1977 were financ.ed: from :iinternal SC1urc.es· 
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wh:Dle 200 6 .. per C.ent ~:ame frG>m. ]Local', CO!Ililtercial banks .• aO 

The remaining pere:.entage .. w:as- eceœunted for by Trade and 

Supplies cr.edit from f0reign suppliers and effiliates. 

In the ssme y:earj about 55:o(?. pell'· cent ef ID.ew in1l.es:tment 

was financed · fr0m1 the int@r:n!sll seure:es. Similarly ,: in 

1980,) i t was ne:port.ed'. t~at ïnt.ernally generated funds 

cm1:.tinuedi to be the m.rain source of f.inanc.ing addi tional. 

inv.-es·:tment;. aœ~ou:nti:ng. f0r 49 .. l. pc.9:tt· c:.ent 0:r· the t@tal. 
' ' ' . ' . ' ... ~. •, 

Lo~ms f'rem Jl.oe:al lilanks ae:ceun:t'ed: f©r 35: .. J.! pen cent· whiJle 
. ' ' . . ' ' 

the remaincing:· was aceounted fer by either sourees.,,31 

The t:irend h@s been the same ov .. er' the. yeans, wi th 
. \• - . . . -·· . . ~ 

· :iinte:rnsl]y g:ene:i:·ated funds ac.e:0unting for· ]Less and ]ess. 

perc:ent:age and ex:te:zmal]y g:~nerated funds aa::.e:ounting for 
' ••• "';, ,. t, 

.. 

mo.re~ and~ more in the growth pr0c_1ess of. c.ompanies.. Th:Lls 
' . \ . '. ... - . 

further· supp0:i;ts. o:ur findings in chtipter: fi v,e, that the 
••• 1; . \ \ •• :. • • • • 

·:Ï:mportance~ of ex:ternally g~nerated funds has been 
' . : • 1;, ') \ . . 

i:ru.creas'ing, es:pecialJLy during the rec:essionary perio.d when 
'/ r ' :,• 

mostL c~0mipanies h:av.e bee.n e:x:p,eriencing dwindJ.!ing· 
. . " . ' ' 

p:rofl:itability. We souight ti:e ltnow the trend of' profitability 
!- . ~ 

of euT re·:spond:ents in: our questi0nn@ire, survey.. The 
" •, / ' ' I ' 

. r.esponse-1 :lis pr-esentedl in t:abie fi ... 7. 

30 .. CBN Annual Resport. l.977 P~·lO 
' . ,. ~· 

31.. Ibid~ 198.0 p. 18. ' 
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T~ble a.?~. ;Trends in Prsfitability ·setweeh 1974.~. 
'· ,,,-:· ··and'··rgss:., ... :, .. '. ·, 

·,·,.·._ .. ,-·,,'. .. 
Numbl!r' ~1f'( 

. .. .. . 
-

Trend of'. ,. Bw, in.es s Resp0nse::: Percent age 
:,:: ... .. .. , " • . ... 

' 1 

Much. more profitable 91 20.. 93. 
,: ' 

F~drlyr pr@f'.it able - 12: 27 .9.1 more: . ~~· 1 .. ' . 
N.o change.: 

,. 
l:U pr0fit-:-

abili tyr 3, 6 .... 9.S 

F@irly l.ess profitable 17 39 0 5.3 .. ,t. ' . 

Much less or@fitsble .. 2 4 .. 65 
" .. ... "· .. ,. ., 

' \ ,· ,, 

' T.a>:t.ml. 43_; 1.00 ... 00 
,, 

' ~. ,, 

The dist1"ibution in table 6 .. 7 is almo.st symmetric.el 

·thus i:m.dic:ating.that., g~v:en that pr@fitabï]ity ïs:a 

d:etermin@nt o~· growtb.,, ab0ut h:alf ©.f the companies ... must. 

have had'. problems :fti.nancing their grswth. :fi'rom internally 

generai.J-fr~: funds in rec.ent timea. As an,.important-
, 

I'• 

alternative,, ]..oans frem· f.i:nanci@l Ï:n5ti tut ions must.. have 

been sought after by. these C®m.panies., The Nigerian Bank 

fcœ· C@IlllD.erc:e -and Industry (NBCI) and the Nigerian 

Industrial, Dev.:el0pment Bank (NIDB) sre gov.eJ1'111Ilen\ 

establishedl banks that @r@ meant t® aid industrialistSJ 
' 32 

. int ©.lle w!P._Y 0r th~· @ther·.,. We.: seught t@ . k:m.ow whe~her .aur 

1,1· 

,•!, 

r.esp.0ndents. h?ve at. ;.any time. bepe,fi ttedl from. the servi.ces 

of th@se institutions., The resp.Glii.Se .. is s.hown in tabl.e 6;.8 • 

. ·,, ,, . " 

. 32.. The specific:. roles of these banks hav,e. been discussed 
:tn. chapte:i:t 1 .. 
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Table 6.& 8 :: Benefïcïaries fr0m NBCI and NIDB 

. ' 

Respense NBCI NIDB 
- ' 

FJ?eq uenty,· Frequency 
. 

of re:sponse· Percent age ef response Eercen t age· 
,' /• 

1 
" 

Yes 6 13 ... 95 6: 1a .• g,s 
1 .. 
'. 

Ne 37' 86.0S. 3:7 86.,05 
' 

Totar 43~. ].00.0Q:. 43. .. I00.00 
'· 

N0t:e0
:,:: "Yes:n" indice tes the numben· of those · thet 

h@v.e. 't;)enefi tted while t~'No.''_, indicatl .. es the 
nev1erse. 

Out::' 0·f the 37 companies that have: not bene fit t ed. from 

the senv1ice:s of thes~e insti tutï.ons, 8 indic:at.e.à thàt it is:. 
' l • . •' ,' 

bec:ause. ~h.e_y db not, de pend . on ~®ans ïn. an1 way": While_ 

one· :iindicate:dt: that i t ·was becaurae? (l)f JL.ack of eollatera].. 
. . '·· ,, i. ,· '.I;' •,• •; ,-

Others g@v.e) some wide 0 ranging reasons among which @re :. 
' ., ' . ~ . 

i. • ,., ... 

(.i) gov,~12nment fùnding 
,:/ ' ' - '· •.• '·"'. , .. (·· ·i"' 1 • 

·, 
(i:ü) t oo muc:h. lb.eaucrac.y, t oe: slow t o ac t and . 

( ii:li-} a\!:.ail:a bil.ï.ty of· l.cans fr.cm other 
. c·ommercial banks · 

... C(!msiderin1?.;. the num,o,~?~' of thos~ companiies t:qa~' d9; 

. not d'epend': on JLoans which is :far.· ]_ess · than a quarter 
' ' ' ,, • • : • • • • ' ...... , ' ' ... ~ ·~- 1 

of thetotal,numfüar, we can ïn:fter tb.at:majo,rit·y of them 
' ' ' 

'1 
i 

1· 

i 
i . 
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dClr de pend on ].oans in. eme way ~r the o.th.er. Aga in when 
.. - ,· . 

we c0nside:c· the number thljlt indic:at ed that there are·· 

cheaper sources of' Loans and those that· :iindicat.ed: that 

there hafü been o:tr1e pr0ble:m or th.e ether.. in. 0.btaining: 

loans, then, we,. c.an infer:; th@t exter.nal f..urids must have 

been ïnafü,quate for only a few c.empenies wtiich probably . - ' . . 

are a~sng .. those. whosë prefi t~bili ty has· .. ei ther .. been fairly 

].ess or much Jless. over the_ ye~rs .. 
J" ·'\· • 

We: ac.knowledge that 14: c.ompanies: (32 ... 56 per cent) in 

table 6.~respomded that the\pr~blem of inadaqu@te 
'. '"J. 

:fi:inanc:e.: ïs ei ther. v..ery unimp@rtant or wu.important to them •. 
. ' ' . \ ' 

Some. of these c~mpanies are siJ:111tply gov,.tumment financed • 

. Altliough_most.9f' e;ur resp0ndents did not disclose their 
''!-: . •·, • . ·~ ' -

f'ïnancial p:osi tion we ,: be.lieve such ether è:ompanies must. 
·- ,., . -, ' -'· 

! ' 

be.i the .l:arge; 0n.es., 
•'i • 

• •• '\· 1' , •. 

An@ther soure'.e' of gr0wth, ~et.erd'ation th.at is highly 
' ·~ -· 

rated~ is utti]i ty supp]y shcœtsges., Thes.:e: inelude mainly 
• ' '1 \ • ,,, \ 

electrici ty :f~ and water supp]y shert.ages o 'While ]7 
' 

C:ompan~eS:' (a9~~3 percent) rated: i.t.as V.ery important., 

13 companies (30 ... 23 per cent) rat.ed. i.t as.: important .. 
•;_ \··,,;t,· ' . . . ' ' . ., 

The se. pr0 blems j especially as i.t relates. to electrici ty 

suppiy hav.e been· a long standing· ~ne .. 

For exampl~" the slew dewn illi the. ~ate of expansion 

of' the manuf'ac,turing sec:tor,. in. fsce, of' a. c·.ontinualI.y 

buoyant demand situation in the .econorrzy· :iin 1976. was.· 
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. - t . . t 3a att~ibuted in part to inadequate supply of elec rici y~ 

In 1981 manufacturing preduc.tic:m was repo.[t'te:d. to hav.e:· 

been inh:Lbitedt by the disru).!ltion of elec;'bricïty supply 
. .. 

among others ... 34 Also ,. in 1982 it was report.ed' that 

nMany manufacturing industries 
c;omplained: about· increased costs 
of production·Fësùlting from. 
additional cestrs. incidental to 
the provision 0f water an.d 35 electricity:for industrial u~e. · 

•. . . 

Apart from the reduced'.hours of operatlions, frequent 
' 

~ 

disruption of electricity supply m:ay lead. to breakdown :m 

'the machines.. As a r.esul.t many c0mpanies., have: had to 
·'. . . ··,·{ 

insitall the ir own elec.trici ty gener1;1_ting plants.· To solv,e, 

water· supply problems, some companies hav.e. had .. to be: 
.. \"':" 

making use.: o,f water.·. tankers: while some hav.e had. to 'l.ay 
.... . •, ·\ ' 

' wate.r pipes· o:V.er :Cong distances •. There.;·. are:· ye~ numerous 
.... ! 

smaller·._com.panies that cannot afford th0se al ternativ.:e.s; 
, . . 

. to. · public~ ùtili.ty supplies .. 
'j • t 

Another growth retarding factor_ we~ em.dsaged and·. 

included'. in the alternati~e answers for our respondents 

is inadequate·· d'emando, Howev.er, rather than work ag,ainst 
'"'. '· 

g;rrnwth, i t was found. that. demand ïs an important growth. 

inducing :fac:tor., _ A. gr..eat.e:ir .. perc.entage: of the firms.: rated 
.,, • ,, 1. 

the· problem of :E~~dequate d'emand as ei the::t2 unimportant 

33 .. CBN Annuel Report. 1976 p ... 12 ... 

34 .. Ibil°1981: p. 19 

35. I.bid: 1982 Po 19 

i 

! 
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or .~.ery unimp.o.rtant,., Oye}j;ide (.~989) :iLdentified growth 

in the ·final demand for. the pr0duct of manufacturing as: 

one of tJie four major sources; of growth jjn the manufacturing. . . ' 

sec:tor •. 3.6: The C_entral Bank. of. Nigeria re.pa.rted in 1975:, 

that the ïndex.· of manufacturing eut put showed an increase· 

ov,er. the prev:ious year and. this was attributeù partly ta 

the buoyant demand situatioh that was associated with. 

increasedi · inc:ome •. -' ·. In 1976 there waa. a dec.:l.ine in the 

production of'· s.uch industries as f'ootwear,, sugar, c.otton 

text:tJ:e and some. others ., It was al'so discav.:ered:· that 
,, . ~.,, 

the quantum, of shoe and sugtijr ïmp.erts. illicreased thereby 
. ~· . 

suggesting that tlie decline in domestic production was 

not due t o d:efic:ient d.emand... . In the same year, a rise 

of 136 .,l per.· c:ent' on new machinery and equ:ipment was: 
. \,\ 

attributeŒ to the need. to meet the eV,'.er growing demand 

esp~cialJl.y :iin the are.as Gf' beer brewing, soft drinks and .. 
c.:emen t pro d~ct i.on ... 

At an· annua] gencral meeting, afu~w:üng company 

Chairman r.eporte_d; tb.at 

the financial results reflect saJ'.es 
cons trai:t:1ecr by· produc tïon. rathelï'· 
than by demand: f'orour. products o••• 

. . 

Also, the Chairman of''a :food processing company had: 
. ,•- - ' 

attributeœ. the :ii.n.creaa:e:. in ms company •s turnqv,er,; to a 

~esutr'g~nc:e; :iin c.onsurners' demand of· the c.ompany'.s product .. 

36... Oye j:ia:e:,,, T .. .A. ( 1981) ,: Tariff Policy and 
Industrialization 1n Nigeria, Ibadan U.rri~ersity Pre:Ss 
Chapte.r· three ~ 

1 

i 
! -. 
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. Howern:er, much as the demand must have. been there. for 

the companies·' products the degree. of competi tion in 

~ecent times has been militating against the advantages 
. ' .. ! . ' . ' 

of higi1 cl.emand. We hav.e1 shown in section 6.3 that 

competition has become stronger for the companies 
'' . . 

(see. table 6;,oLJ!:) .,. It will then appear c:ontradictory that 

foreign c·ompetition ïs rated'. V/e.ry ]ow :i1n table 6.6 as a 

growth.retarding factor~ With as many aa 30 companies 

(69..,. 76 per c:ent') rat'i:r:ig this factor. as' ei ther "VJ..ery 
' , ' 

unimportant or unimpor·tant, then we caŒ :infer that. the 
• 1 " , • ( 1 • • , 

increase~ competition reported. in table &~4 is within 
·'· 

:iindigenous companies·o. This inf.erence: jj_s howev..er based on 
., \' \ . ' . ' ' . 

the assumptioni that,, whatev.er foreign produc:ts ;_ '..that 
. . . ' ', . ' ,, .. 

·, 1 

c.:0m.pete:· wi th. the·· ln.ome made ones are .. · import.ed: by indïgenous 

c:ompanies and ~o.t. brought . in b~ the f oreign manufac turers. 

· dlirec'.tJ'.y·o, This. assumption ïs. nec:essary be·cause there is 
. 

ample ev.idence to suggest that there: has heen incre,as.·ed' 
i: ' 

CDmpetition from. foreign goods, the relative. success of 

tariff pro~eciion reporte~ in section 6.4 above .. ,. 
notwi thstanding~. 

,:· •• 1, 

For example,, in 1977 th.e CBN re.·porte.d1. that 

• ". c:.ompeti tïon from imported; 
substitut es.: was belïeved! to 'hav.e, 
aff'e.cte,d1 th~ .performance of' ~obaccol 37 c,otton, textile and footw.ear· industries ...... 

37 •. CBN.-Annuo] Re.port. 1977 p. 10 

CODESRIA
-LI

BRARY



23.4 

E:v,en. when the protection rneasures became tighter, the 

s arne s ourc.e re port.ed' tha t 

In. part1icuiar·1 smuggling ef'.f'ec;ti v.ely 
hampered the abili ty of v.arious· 
industries to comoete in the dornestic 
eco.nomy to the extont that some. . ' . 
industries had to reduce their levels 
of pvoduction and lay off' workers. 
Among the industries worst hit by 
smugg]ing were those produc:ing cotilon 
and_ kn~ïtted 'te,~tiles, cigarett13_g 
batteries. radio and footwear~ 

Thus, apa:ct. :Erom _ t~ose. goods_. that. are legally 

.:irnported'.,. s.rnuggled" good~. als,~ 'Consti tute anot~er class 

of competing c.ommodities •. Alth.o.ugh. :lin the l.atter year.s:,, 
• ·' • l •, • 

è:ompetiti·.on f1rorn ]egally :Enported' goods c·onsiderably 
. ' 

reduced' as a resu]t of more efficient administration of 

import. JlJ~e:nses: and s'tringent cxchange; controls, smuggl:iing 

stilI continuedi t'o exert.'. much pressure.s~ on some industries· .. 

. For exarnp:Ie, the. decline in the quantjjty.r of t:extile 

· producèd! J!..o.calJLy in 1985, was at t.ri but:ect· t o what was· 

df 'bd" " '1•1 
M O• ~

39 d "lk 1 d ,e·scr1 e: : as . si .1.-c inv;asion as srnuggJ.'.e ' si ac.e an ' 
1. 

gui;ne~ br.oc::a9ies: ffrom some _fore_ign e.ountries freel.y gav.~ 

unfair comp.eti t:Uo.n to l.ocally produc:ed'. t.ex.tïJle products; .. 
. ' 

Ob:wiousl:y,, our thïrd· hypothesis' t.hat corpo.rat.e. grawth 

in Nige,·ria is not dete.r'mined' by econom±c: ancE f'inancial . 
. •. :, .: ·. 'î ' ' ! •• , 

factors·,; but. b~f:/ social, and poI,i t ical f'actors is rej·ec.te"d' •. 

3B. Ibid, p. 19: 

39:. Ibïd, Jl985· p. 2'9 
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Rat.her,: we havze flèJuJ'.ild that corpo.rate growth. in our 

, · selec:t.ed manufacturin~ companies is det:ermined by a myrjjad 

of f'actors s 0ome of which are both financial and economia. 

and some of which .. are soc.io.-politic:al ... A:1.so, while 

some of the f'ac.tors are , endogenous som.:e aJ?.e:. exogenousJ to 
·' r 

their ope.rations ... 

Giwen the growth. rate.a recordedl in cb.apte.r fi'\te; 

there is no:, d.ourbt. t.hat if tho.se gr©wth rettard:ing· factors. 

·identified: :iin this chapt·er cou]d .be removed or minimised 
' . ~ . . . 

the Nige:.rfam manufacturing sect;·r wil]. hav.:e ~:ilgher 

po~~ntials:: for. b:r2i.d'ging the gap: beitween. the~r. expected 

and actuar c:ont:vi but ions t o ec anomie gr.owth ... 

. 
' 
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.CHAPTER SEVEN 

SUM1\/lARY ,. CONCLUSION AND RECOJVIMENDATIONS 

7 ... 1 Swruna ry, 

The motiv.ation to undertake this study has been .borne 

out o:f the :fact that, despite the introduction. o:f "\l.arious 

:f.isc:al and' monetary. policy measures together. wi th the 

provision of' vi:mious econom:i.c: infrastructures to boost .. 

the dev:elo pment of the Nigerian indus trial sect or, the 

sector has been performing far. below expectation bath in 

terms of v.alue added an.d employment \ generatïon.. Giv.en the 

key :zwle tho industriel ~,,.sector is expec:te.d· to be playïng 

in the ov.erall dev.elopment of the economy ,) we belieVoe that 
. . .... _ 

effort·s at ac:ti v·Él:ting the· sector..· to achiev.e bet ter r.e·suJLts 
. ' ·~ ,.. ' \ . . . ' ' - -· . " 

should be :more fü:l.te!ïl.sified... Thus, we hav.e. primarily s.et 

out in .. the study. tci fde1J1.tify t!he key f'ac:tors that aid .. 

c:orpb.rate; growth .. in.: some selected:. manuf.acturing industries 
' . 

' :iin. Nïg~ria... rn: the process we also identified: some of the 

key retarding fac::tors in. the growth process· of the. firms 

in a.un· selec;ted: industries ... 

·, In our. first, chapten· of. analysis - chapt'en 4,; ;we, 

· examined. the influence of size: on. the growth rate o;f firms 

and found that the size...:growth r.elatio.nship, although 

not v,.ery .~~r.ong, v.aried· .. wi th .the pre"\l.aïling ec:ono.mic. 

c:andi tians.. While :the smalle~· firms of out) sample, c.ontrary 

to·expectatioms, demonstr.atsd a higheµ~av~rage g~owth rate 
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in. the affluent per.iod of the o.ïl boom, the bigger ones 

dE;monstrated: stiffe:œ· resistanc.e .. to the harsh economic: 

c:ondi tians of the subsequent depr.ession. ond therefor.e:. 

exhibited.higher growth rat.es ... 

Giv..en: that: profi tability has always. been identifiGd 

as an. ïmportant determinant of growth,, we. examined. in 

chapter· 5, the relGtïonship between sïze and. profi tabili ty 

to ascertain whether the smal]er firms were more: 

pi"'ofitable in. the first sub-per.iod.,. Inte.:11estingly we· 

identifïed' the, s.ame pa_t.tern. as. bet,y.reen size and growth<> 

While the smaller firms exhibi ted,. g_reat.er· pro.fit.abili ty 
" . 

in t~e firstt sub~period~ the bigger·.ones. used their 
.. . 

might1
• ta exploit the situation in the sec:ond. sub~period .• 

.. ,, ·-

In the same chapter, our · study confirmed: the est.ablished 

.r.elat.-,lio·nship b.e.tween.growth and prafitability as. the lat.t.e.r 

was foundl to he:. a good explanatory v,ariable for .. the former ... 

Al tho.ugµ. s'.Qme athen· financdal ratïos ,, s:pec:ifically 
. . - . ... . . . ~ . . 

dividend:, ratio:,,i· netent~?n:. ~atio. and Jliqu:ii.di ty r,at_ia were. 

in.troduced: in the analysis., only Iiqui;dity ratio was. fuund 

to · hav.e ~ome s]ightly _ discernible pos_i tive nelationship 

with corporat~gr0wth. 

In v.iew of' the faç.t that financ.e: is not all, that. 

mat't.ers in: the g_rowth. proc,ess of firms, we used a 

quest'.ionnaire surv.ey met-hod. to identify _those non:-financ.ial 
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amd exog_(3nous factors. the ïndustrialists c.oi;iside~ as their 

major means of achieving growth0, We. discussed.such fa~tors 

in chapter 6 ..• These :i:nclude c.om.petitiv,e actions to. 
0 ~ • •• L 

expand: market. share in existing markets and o:verall 

expansion of existing markets... Both means a~e pursued 

through .. mo·re: intensive· adv,ertisinga _Product div.e.rsific.ation,, 

especially through backward· integration. · into agriculture. 

ïs a:nother means through which. they achiev;e their growth 

o bjec:ti v.e ... 

On the fac.tors. that. hav .. e bee.n, retar.ding the _growth 
'• 

of firms, the ones identified· and discussed include 

_ unstable gov,;e;11Jill'.llen.t poJ:ici~s-_·~, _ short_~g!3 of. raw materials·,; 

inadequate,· f:ënanc.e, util.i ty: supply shortage.s, foreign 

c.ompeti tion. and: gener..al ec.onomic c.ondi tians •. 

7,.,o,2'. C. o; n c~ 1 œ s ï o. n 

Gi v,e11; the foregoing, we con.clude that' 

Ci) Nige.rian companies have· the willingness. ta. 
expand both..·their rate of turnov.er. and. 
their IDet. assets ;; henc:e the issue of · 
p:unsing ·a· particu1ar· o,p;:timum. size does 
not>: arise., · 

(ii) The po,tential o:r_· size 1to put some 
·. manufacturing c·ompanies. a1L a v.·@ntage · 

:po.si tioJ.U:, ·relativ..e to the smalI.er ones 
in. terms of their àbiJl.ity to grow :fi'.aster 
is a r..ec:ent· manifestation_ which · emerg_ed 

· wi th .. the· emergent: harsh business 
environment· that :followed: the rec:essiôn 
and- the subsequent· introduction of the 
s:truc:tural Adjustment Prog:ramm.e · in. the 

· c:ountry ... · · · 
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(iii) As a corollary to point (ii) ebove, 
the ability of the bïggen· 
(non~~ongJ:.ômenate manufacturi:ng) 

· c.ompanies to· generate· highe:v· rates .. 
of return hàs ·· only · come ïnto neali ty 
with the r.ecsssiono 

(iv.:)rn Profi tabi'Ii ty has always bèèn a c:rucial 
factor in the groWth process: of 
Nige::11ian companies .. 

· (:v.:) Corporate gr0wth in"Nige:ria· c;annot 
b.e- attributed: solely t·o financial. 
c:harac:te:rüstic.s as intensive:· adv.ertising 
and' produc.t · di,J,ersific'.atio:n hèv.e bec.ome 
soma major business strategtea. to be 
rec.ko:m.ed' wi th. 

(v.,i) The inability of Nigeriar;i. c·ompanies to 
meet the targl;lts set·for the ïndustrial 
sector in. the overall economic. dev..elopmènt. 
is parin:y dependent on exogenous fac·tors 
and; partly on managerial :iinability to 
c:ope·· wi th.. ac.celeœated: expansion. along 
their· J2ines· of production • 

. ·Recommendations 

If:· mo.re.· substained growth is to b.e experienced by-. aur 

·.Selec~teà a~di. a.the~: Nige.rian manufac turing c.:ompanies:, · and: 
.• ,, .. . . ... . . . . . . - .. . .. 

iif they are to c0nt:rdbut.e more;· meanïngfùlt. to the o.verall. 

d'ev.:elopment .of. the ea:onomy, then i.t may be· necessar.y that:; 

. 1.. The· issue of' merger is giv;en· some mo:ne. se.ri0us .. 

att1et1.tion... The economic reali ties hav;e exposed the 

. weakness .. es~ of'· the small..eJ!!· firms as manif'ested'. ïn. their 

:i1nabiii ty· to. wi thstand. the stress of a r.ec:ess.ion.. In 

particular·, as the èentinued d.ev.aluatio11: of. the naira iis 

incre:asing the stress on. the com.:panies t'o generat.e eno.ugh 

profi t's t'o adequat.ely maintaïn and/or replace. their as sets, 
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the::11e·, is n0 doubt that. by merg1.ng, the companies involl.ved 

will b.e able to ,c;ombi:m.e their financial stren.gths .. an(l 

eliminate such, inherent wesknesses ïn them.., 
•' 

2. ·. The c.ompanies are encouraged' to be: more· far. sighted 

hy c.cm1mi t ting a c:er.tain. per.centage of their pre-tax: 

pro:ffi ts to -Researcn. and Dev..:elopment wi th. a v.iew to.: 

(i) ·sourcing a grea1ter.· pEll7'c:entage of their. ·raw mat:er.ials 

locally... The establishment of the Raw Mat.erials Res.ea:irc;h.: 

and D.ev:el0pmElnt C.0.umcil. hy the Fe.d:eral G.o~:eJ?:nment in this. 

r.egar.dt is qui te e:ommendable.. One $?f' the func.tions of 

the C.o.unc il is t'o take a cens us · of ·the v.-.a~ï0;us raw 

mate~ials aviajjJlable in. the country wi th a v.iew to 

subsequently d:rrnwing up _a devielopment prog:r.-amme to ensure· 

self sufficiency .. The activities of this council shou:lid 

not heë: allow,ecE to wane off and: the r.e.suJJ:ts of i.ts activ.·ities. 

should b~ adequateiy d:isseminat.ed'. for the c:ompanies to 
. . 

benefit. from.. However·, beyond· the ac:tivities o~ the: 

c.:ounciI. c.ompanies that are s ttill. de pendent''. on import.edi raw 

mater.ials should be able t0 fin~ some a~ternatives. 
.. ' 

throug~ their own r.esearch.activities, as the Raw 

Material Re.search and' Develo.pment. CounciJL may not be. 

working spec::Ufic·a1Iy ori- behalf of any pàrticu}ar c.om:.pany. 

(i:ü) 'Imp,rov.ing· the quali ty ot their produc:ts so that 

they will b.e; able to_ compete more :fav.ourably with foreign 

p,roducts for VJhich the average Nige!ri~n. appears to have: 

i 
; 

,. 
' ! 
ï 

. ' 
i' 
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a v,e!'y. strong taste.. The Nigerian. Standard Organizatïon 

has been providing some motivation in tp.is. r..egard in form 

of aruuual award.s for high quality products.manufacturers .. 

Howev.er. such: filoti v.atïons s till have a I.ong way ta go as 

most Nigerian: made goods are still l.ess .. preferre.d by most 
' 

c.011sume:r1s. It appears some minimum quali ty .that must be 

' 01'.1f'orc·'ed: is. u:rgcntly required f'or the m~nufacturing 

e:ompanî es .. 

The issue. of quali ty im.pro"lt:ement. should he of 
. 

inte:t'es.t not only t.o the manufac:turers themselves, but 

. al~ o t o the . gov.ernment... To the manufac:turers, qua~i ty 
' ·, 

shou1d be a mo:!J'k of excellence.· and potent:i.als for growth 

as a wider. ]Local market may be guaranteed;. and to the 

gov.ernment it .. ~hou]él' be some measure,of po.tentiaJ!.s for 

generating and: coJ.Userv .. ing some foreign. ex.change. as the 

acti vi ties of tb.ose who smuggle in foreign. subs.iitutes . 
' 

may be:i curtai]edl and some foreign markets may be sought 
(•. 

for the products ... 

(iii) EnS1Ïl!ring: that their growth is enhanced. through the. 

dev.elopment o,f home technoJ'..ogy or ad'aptatïon of-f'oreign 

t·:echno].ogy t!o meet Iocal. need's rather· .. than throU:gh. 
". '1 . ~ 

ac.qUJïsi.tïon ot· :ff.oreign e.a.pital goo:ds which in many cas_ea 
. ' ·-

re:qujjre · 'the eJ:pe~tise of. their manu:faieturer.s for simp·le 
-- ' .. 

mainten@nc:e:? and: more importsn.tly repairs when they bre.ak. 
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downo. The l.oc:al dev.elopment o.f machines and equipments, 

will no doubtr reduce eosts of production, and.dependenca 

on, foreign technoTogy .,, Continued and more stable 
' . . 

productïon: ?f goods may also be guarant'eed·,i. and the 

problem of tec'li.mc:al know-how will be minimised. 

If technic:al p~ogress through. R & D c:0ul.d be 

contrïbuting as much as 80 per· cent to · the ov.erall growth 

o:fl' manuf.acturing c·.ompanies in the dev:'.elopment countries, 

ït is imperativ.e: that conelerted. effort.s be; made ta raise: 
' the contribution of technical progre~s if Nigerian 

manufac:.turing c·ompanies are to continue to grow·. in a. 

c:ompeti tiv.e world economy. 
~ . 

We ac·knowJJed1ge that, due to the small size of most~ 

Nigerian companie.s, many of them may not be generating · 

enough profi t:s as to be. able to be appropriating a cert.ain 
" 

reasonable perc:entage of i t to any meaningful researc:h.. 
\' ' . . . . ··,;' , ... 

. . ' 
This howev.:e:œ only heips . to butr.ess. our· fi:iwt 

,. - .. 

JZec.ommendati:011, t11at c.om.panies shouü:d be· encouraged .. to·, 

merge: so that· they can combine: their financial strength 

for suah R. & D purposes~ 

3~.,, As, an al ternati v.e to me~ger, some me ans of improvjjng 

the management s_erv ices of ~he companies m.ay be sought. 

amd adopted .•.. We. ac:knowledge that there are. some attendant 

problems of m.ergcr,; which, include fears of retrenchment 
' ,· 

by the workers, fear.s of losing control' of the c.ompeny by 

1, 
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sharehol.ders and t ot:;al. loss of ident.ity of the company. . -·~ . . 

These may no:t encourage some companïes to v..enture into 

merger. agg;reements •. An al ternati -u·e will be for the 

Manage:rs to find some means of improv.ing their management 

techniques o, 

As indicated .. in. chapter· 5;,_ the International Finance 

Corporations· ( IJ!,C) · hes i.den.tifiedi the c.ausee of. mo.st 

. business: f:aiJi~res ~n. Ni~~ria ( and: ïnd.eed; Afric:a as a 
'" 

who.le) as shoritages of people t:aained. and experienced in 

managing· n.elativ,ely c:omplex: wentur~s o I.t: is thereforer· 

hear~enïng that the IFC is sponsoring the est.abiishment. 

of an African Management Service C0mpany (AivISCO).. The 

obj'.ecti v,e.! o·f' the cornpaID.y .is ta prov.idc a p.:ickGge of .. 
'•. ,, 

technie:al'. and' manageriel 'services to Afric:an enterprises_ 

that wish. t o :iimprov.e_:: their. operat·ing efficiency.:.. 

<H0we_ve.r, in::v.iew of thé fac:t. that the services are: 
, r'· 

to · be: 2rov:èded'i on comme:rcial bas:i~,, s,ome Nig~rian 

c.om.:.panies may no.t be. able to enj;oy the s.er.v.ices of the 

company.. Goviernment may therefore aid those vïable 

c.ompanïes_:. that' c-.an show ~r-11,:idenc.e of'. being able t.o 
\ ' . 

contribute m~~ningfully to the industria]izàtion 

ob.j:ectiv..e: j\l,st in the same spirit. of sponsoring general 

educ:rnt.ï.on at. some Jlevels ... 
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4... G.ov.ernrnent industrial po!.icies should be more stable. 

In. view of the fac.t thiat such. policies arc formulated. 

wi th the objec:tiv,e of creating sorne conducive. business 
' ' 

e;nvironrnent., they should no.t be forrnulated wi thout due 

c.onsultation wi th and repres:en.tation by mernbcrs of th.e 

business comm.unity~ In a democrat'ïc.ally elec.ted 
r' 

governrnent, c:andidates should b~ sponsored' by the 

industrialists into parliament so that policies rnay not 

be forrnul.ated; or .amended wi thout their· knowledge and 

con.tribut ions. In a rnili tary regimè industrialist. should. 

always be im.dteà for deliberations whenev.er any new 

policy 1s to be formulated: or old' ones amended... Th~s, 

will no· doubt, roduce the rat.e of dissatisfaction wi th. 

most of the policies by c:onsiderable proportion of 

the indust·rialists ~ · We believ.e that ev,en. if the 

gov.ernrnent is no.t st.able, industrial pol.icfes can. still 
. 

be stable ïf' such due consul.tations as rec.ommended. here. 

are made ... 

5... The ïssue of· :irnadequate financ.e has to some extent 

b ~ ·, .. ]l een. c:o.n:11roy,er.s1;a .• While industrialists. aiways, 

clamour for· more easy mo.net.ary control.s, it' has been 
' ' . \. . 

ïndicate:d at. some quariJ-ers that it is not so much the 

issue of. in~dequate f'ï:t1ance that is posing_ problems, 

but that· ofwell analysed projects~ 

t 
~ . 
r·. ,·. 
r ,· 
i 

l· 
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In .this.regard, we. recommend that manuf2cturers 

should • :;be encouraged: to make more use of the services· 
• 1 ' ' • • 

of c..onsu]tants in s.ee_king the ar.eas in which they can. 

inv.est: more for expansion purposes and· the possible means 

for ::fi'inanc:ing: such ïnv.es.tments o I.t may also not be out 

of place for gov.ernment to rev.iew downwards company tax 

rates so that the companies· can be· making more use: of 
J. ' : • ' 

retaïned:. e.a:rmjjngs-o, A discriminstory tax. system in favour 

of companies (regardless of their size or age) that are 

able to show 0.v.idence for p0.tential1's for expansion at a 

c.ertaïn rat'e within some spec.ific periods may go a long 

way .·.at alleviat'.ing the finance problems: o.f many companies. 

q C.ompanies may aiero be enc:C>uraged to be llnn.aking more; 
' '•: 

use of equity financing by being floated on the stock 

cxchange. rathcr than g_oing about f.ïnancial institutions 
\ 

seeking' for loans .,: . 
' 6 o On th~. general ec.onomic.:; c.e.ndi t ions, c.ompanies should 

', ~ ' 

learn that' business cycle~. ?ennot be pr0vent.ed, but the 

effec.ts can. only · be minimised by b.eing watchful of. tre:mds 

:tn ecollllomic indicators and pla?.,:r:iing~well adequately ahead 

. t.o absorb any un0xp0cted shocks .,. 

t. 
t· 
f', 
' i' 

t' 

i. 

1 
'' ' 
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.APPENDIX IA 

COVERING LETTER '110 QUESTIONNAIRE 

The· Company· Sœcre.tary, 

G a C Ç 9 8 C 8 ~ 9 9 9 9 9 • a • 8 • 0 e ' 

_e 8 e e 9 9 Q O e O œ 8 • e O e • o 9 e 9) 

o ~ • • • o • • • e e • • • • • a e • • • 

Dea:n Sir, 

Department of Economies, 
Obafemi. Awolowo University, 
ILE-IFE •. 
Oyo State .. 

I am currently in~.ol~ed in a ~h.D research in the 
Departmént of Economies a.t the.Obafem.i Awolwo·Urïiversity;· 
· J:10-Ife .,., My re.search · is mainly c.onc er.nod · wi th ïdent ifying 
the relevant facto~e in the growth process· of Nigerian 
Corporats: Companies. ' 

It is hnpodi thât the iindings ·of· the study will be: of 
heip to the business people who are cortcerned about the 
surv.bval and expansïon of· their businesscs · and the 
gov.,e·rnment in its-. formulation· of' :ündusf.!rial p:o].ièies airned 
at promoting·· corporaite.-- grôwth, èsp:ec·ially :lin· thes·e aust.e;r;-~., 
t"imes when,· manyr: bueinesses are. f'olding uip1 and' many 
rems in:iing: s tagna:mt'.;. . . 

' The encl.osed. questionnaire· is an att:empt to chart 
some key factors and their possible impacts on the. gro.wth 
oft major· Nig~:·rian ·. e·.omp&1nies o, · 

· Would you1 k:imd'ly comp]e1!'e the quesrlt:lionnaire. for me. 
I assure) ynu that any ïnfbrmation gi ï.ren will b.e tr.eat.ed'. 
in stric0t conf'i.idence as no single compan;y;: wïll be. s.·e.paretely 

. ident:ijf'i~d. :ün my data: analysis e · 

A st'ampcd env,elope:- is enclosed1 wi t'h. the questionnaire 
f.or your reply .. 

Thanks f'.'or· your cooperat'.ion. 

Yburs lïncerely~ 

E. O. Ogunleye 
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APPENDIX IB 

Questionnair9· On Coroorate Growth. Determinants 
Th Nigeria (1970-1985). 

A. 1. Re gis t cn-:-od, na~e of Com~a3:y _ : ••••••••••••••••••••.• 

2\ y·ear o:f Establishment •• o e ••••••••••••••••••••••••• 

3.. Type of. economie: Ac.:ti v.:ëty· engage di in • • • • • • . • . . . • • ' 

4. Location o:f. Enterprise . ., ...................................... .. 

5~.. Name ofl respondent . •....•....• ., . é. ~ •••••••••••••••• 

6. St a tus o:f. re.spondent ................................. . 
'. 

B. (a) Pleas.e. indicate the relative important of the 
following alternative business objectives fo~ 
your C.ompany (Please, tick the appropriate boxes). 

Re lat :ii v.e Impor·t:anc.e 

1:t 
.i,,:; ce 
i:: +" ~ 
a, ~ H 

'1-" .µ (,'O 0 
H r.:I *3 ~ 0 c.u H . o. +' 0 -~ ' 
~- H i 0 0 

Al te.rnati ve business objective :>;, ~ §' ~ 
H H 
a, .Q) 

(i) To maximise.' the overall > l> 

prof.i tabili ty D D LI u 
(ii) To. maximïse the J.:ev:el or· 

rate of growth of' sales· L7 -.[7 Cl Cl 
.:'·, ..... 

(:ëii) To incx-ease the market 
sj]ze of·your product D Cl LJ [J 

(iv.) To, diversï:fy in ordeJ? 
to .reduc_e .dependence on 
ex i s t :frrri.a prodùcts-: a-: ZJ. Cl cr . 0 

F~ , .... 
'·-

t/· 
f 
L 

t· 
/· 

/' 
1 
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+' 
5:1 
ro 

+' 1 ;µ 
i:: ~ 

1 Cil s 
i +' 1 +' ~ H ~ 

0 œ ·a !:. ~ 

~ p 

! 
,. 

:>.;) 
~ 
Cl) . t> ,, 

T:o increase the size terms ' 1n (v:) 
of net asse.ts of' the Company 
relativ .. e to others. D D D 

- -
( v.i) Othel').S (Please, sp.ecify) D LI ·D 

(b) Ha~e you had course to change: emphasis·from one 
particula:D· obj"éctiv.e to another since 197.0? 
Please specifyQ 

-4..:> 

i:: 
~'O 

.+' H. 
:o 
o. 

'--~ 
§ 
I>$ 
H 

~ 

D 
LI 

• O • • •. • 9 · • e • • e Go, e • • O • e • 8 O, a e e O • 0 e O, e •· e · •. •i e, e D e 8 9 0 e, 0 e • • • e 
. ' . \· . 

e • O • e •. e • O 8 Q Q e O e O O e e 8 8 e e • 8 e 8 e 8 8 e e • e 8 e 8 •· e O e e 8 8 e e e e 

• • o o ~ e • • • • • • o • e o • • • • • • o • • ~ • o a•••••• e • Q • • • • • • • • • o·•• 

e e G • • e e 8 g e e 9 e e 8 e 8 G e O e G 8 • e • e O e 8 0 e 8 e 8 0 e e e e & e 8 • 8 0 8 ' e 

ee•••••••••••o•ee'e9g1>eo•••••••••••••••••••••••••·• 

2" ( b) P+ease indicàt'.e the relati v.e· importance· of the· 
· following possible influe ne.es on your. ·Company' s 
ov,erall business· o bj~ec.ti ves. (Please ,. tick .· 
appropriate boxes) • . 

' 

Influehc.e, of C.ompany's Objec.tive 

Rel.ativ.e Importance. 

~ 
+' ~ 
i:: œ 
ro +:l 
+" ~ H 
H ~ 0 
0 t §' o.. 
~-- ~ •r-1 

© ~ 

~ 
o.. :::, 
~-· 

~ 

~ 

(i) Board Members.' View/aspiratio-ns LJ {::7 fZl z:JJ· 
-

( ii) Company·' s Chsirman! s Views/ 
as,p-œratio:r:i.s . ' ' LJ.. LJ LJ u· 

(iii) Views/aspfratïons of other.· 
employees D D D D 
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1' 
' \ 

... . f:(: 
v·/. 
\. 

1 '. 

f. 
' 

(ii) Conditions in your product.(si 
Marke·t.(s) LJ LI Cl D·-: 

( v .. ) 

( v.:E) 

( v;ii). 

(v.;iïi) 

(ix) 

Specialist advice. D LI O LI· 
Opïnfon of msjor 
ïnstitutïortal shareholders 

Opinion of individuel 
shareholders 

Gov.e:rmment Policies: 

Œene:v.al Eèonomic · .. 
·. c.onditions ·(IJecession, 

b.oom) · . \ 

DDDD 

a·au D' 
t:;( o- a· a· 

DDDD 
(x:) Others (~lease, specify) } / Z:_1.~J Î' LJ 

--·.' ,, 

3. Please· indicate, for the per.iod since 1970~. how 
import:ant each.. of .. the f.ollowing has been · as sourc·.es. 
of growth, ïn real terms for your com.pany. 

Relative Im.port.anc.e 

+' ' 
' s:: +' ' +' CO i;:: 

s:: ;p (1J 
CO H +' 
~ 0 H 
H ~ 0· 
0 +=' tL 

8 s;:: . ·rl s ro § ;rl 
~ -~t 

~ 
~ 
0 

., 
•.' 

8 ! 
,, :>:> 

~ 
,, ' .. 

' H 
Menas of Ov,erall Growth. Q) 

> 
(i), Ov,er..all expons ïo:n. 0f existing 

m.arke) ts '°U L.I D u / ' ... 

- -(ii) Reorg;:311.isation of 
Menagement Structure:· LI ( / : D LI 

(iii) Div.ersif'ica 
. •, .~.:, . 

' 1: 
f 

' 
1 

i 
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+" 
i;:1 
Cil 

1 +" +> 
f:1 1 H 
CU .;j.:i 0 
+i s:: o~ 
H ro ·~ 0 +i 
D, 

~ ~ :::> 
D, 

~ 
\~ ,, ' 

: ?:;'· ,, 
l'.-i ,-
a> 

(iii) Competi tiv.e. action to exp@nd t> 

market'. share in existing 
markets· U' L/ LI 

(iv.) Diversific~tion of produc.t 
:mange through. new product 

LI Ll LJ deilelopment 

( v,) Di~er.sific2tion th~ough. 
' Sorne o.ther means 

· ( Pl e as e:,: spec:ïfy) a· D LI 
( v.i) lVIore.i întensiv.e 

ad:v .. ertisiJ::1.g D D LJ 
( v:ii) Highe:u:· pr0fi t. rate.a D D D 

(v.iii) Other. means· 
(Please specïfy) D D IJ 

4'. Pleas.e',; ïndic.ate:, for the· period since· 1970; how 
impor~·ant e:ach of the :fi'ollowh1g_ has. · been as.· 
hïnd:ranc:es t'o your grewth in r.e·a1 t·erms. 

1 +' 
~ 
cp 
•P 

. ~l 
0 
o.. 

>~ 
i ·a 

p 

\~--' 

-~·) 

Q 

[J 

LI 

LJ 
D 

[J 

Relativ .. e ImP.o.rtance . 

.. +" 
+" S:: ~ CIJ CU 

+' ;p 
+', 

i::: H H ro 8. 0 ~.:i o. 
H +> F-1 .~ Ci s:: ·a o. œ § ~ :.µ p 

H 
ô 

~ 
. ·:::i, 

Hindranc.es. t o G:iwwth o. ., 
8 H ~ 

,' 1/:' \'I) 

~ I:> 
(i) Utïl.ity suppJLy (i.e .. wàter., 

elec;trici ty) short5ige.s ~ D' IJ Cl f7 
- . -

(ii) Spa1"e Pantts Problems D D D D 
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Inadequate demand of 
your pr0duct 

Shor.t.ag_<.9; of rsw m.ate:rdals 

(v,') Pers·onnèl Pro blems · 
(Please ,: spec:ify e:.·gg too 
mu.ch external · influenc.e 
on, Management ,, lé bour· · 
union a c;t i v i t i es:, 
shortaga of skilled~ 
manpower·. 

( v .. i) Technic:a]L know-how 

(-uii) Inad'equate finance: 
(PJLease specify 
whether internal or 
ext er.naJl:.) 

(v.iii) Foreign c.ompe:ti tian 

(ix.) Gov:errunent Policies 
( pl e as G' s pe c ify) 

(x) Po]Jtical instability 

(xi) General. ec.onomic~ 
c.ondi tions ( e .g •. 
rec:essïon, boom) 

D 
LJ 

1 +' 
i:: 
CU 
+' 
H 
0 
P., 

..1:1 

D 
L7 

D 
D 
:,:;; . -

D 
LJ 

D D LI D 
LI .Lf LI D 

D 
L7 

D 
D 

D 

-. '··".9' . \ 

o·.o a 
D i7 u 
D 
D 

D 

D 
D 

!J 

D 
D 

5.. Please·,i ïmdic.ate, the relativ.e imp,ort.ance of the 
following gov .. ernment pol.icies. in the realizatïon 
of your overall company o.bj:ec:tives.: (p1eas.e:, tick 
the appropr:Date: boxes'..) 

f 1, 
(. 
t 
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Rel.ativ.e. Iin2ortand!e 

GOV,'er:runent. PoJ.i.icies 

(i) Pi.oneeF.· status ( the industrial. 
Dev.elopment · (Income Tax
Re]ie:f) Act,,. 1958,1 Dec·ree 
Np. 22, 1971). 

(.i:i) Relief from Import Dut ies. 

(iii) Acce1erated Depreœiation on 
C.apital. Investments.: 

(iv.:) Tar..if:f' protection 

( v) The Nïge:rian Enterprises: 
Promot:i.Jon Dec~ee, . 1972 

(vi) Others:,: (please:, sp~c:ïfy) 

, ' 

+' 
~ 
(1J 
.µ 
H 
0 
o.. 

~ 
h 
8 
© 
I> 

a·· 
L7 

LJ 
D 

D 
D 

+' 
~ 
ro 

1 .µ 
H 
0 

! 

D· 
- -· a·· • ' H ,, 

-.. -
a· 
D '' 

L7' 
D 

6. Please~, :iindicate the equity participation of each 
of the following in your business: organisation: 

(i) Nigeriam GoueFnment ···········~·····% 
(J.·;;.) .. p. 0/ .... . NigGTJ.an ... r::i. v,ate Sec:tor o ••• •••••••• ~ 1o 

(iii.) .Foreign Investors •••••••••••••o•••••96 

-1-3 
s:! 
(1J 
+:i 
H 
0 
o. a ;a 
~ 

Cl 
.. 

D 

D 
D 

Ll 
D 

7. (a) Has~. your.. c.oihp!3ny, at any time benefïtt.ed. from 

(i) 

the· services .. of the· fellowing gov.ernment owned 
f.':Enancial insti t.utions.'? 

The Nige:iüan Industriel Dev.elopment 
· Bank. ( NIDB) Yes D NoD 

( i:E) The Nigerian Bank for Commerq;e' 
and'. Industr~}(' (NBCI) 

+' 
~ 
CU 
+' 
~ 
'.!j· 
p 

' ~ 
.V 
I> 

··IJ 
·- .. 

D 

D 
u 
D 
u 

/ 

! 

l 
i 

'1 
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(b) If the resp0ns~-in 7(a) is Ne~ please, indieateâ 
among the followihg · al te:rnati v.e.s-. the reasons 
for such a response~ · 
(Please, tick the. appropriate boxea) 

(i) Lack of collateFal security 

(ii) Ther& are other cheaper· seurces, of 
loans 

Ciii) Your· c:ompany does· no.t depend 0.:fill. 

la.ans for expansio.n 

(iv) O.thens (Pleas.e., spec.ify). 

.0 

[Z:7 

!/ 
1/ 

Bo, Hew ·man~w tJimes·: has· your company improv .. edc on. the .. 
quality.of' its products bet.ween 1970 and 1985? 

' 
9 ... · ·. Pleas:e!, indic.a te what the general t:r;_>ends .hav.e been 

in regard to the degree of competition and 
pr0fi tabi]i ty ïn · yaur product markets bcttween · 1970 
andi 198~1 {Piease~ tick the appropriate boxes). 

Ca) Tllend: in e·ompeti tion. 

·· Mankets ha-u:ei bec.ome. 

· (i) Much. more competi tiv.e 
' . 

(ii) Fairly' more c:ompe.tïtiv.e 

( iii.) ·, No change ïn c;empe.tï:tion. 

(iw) Fair]y,· l.ess comp.etitive: 

(v) Much less. c.ompetitiv.e 

( 
(b} Trend in Profitability· 

Markets hav.e become 

( i) Much more; profit able 

(ii) Fairly more profitable 

(iii ). No chaJJJ.ge ïn. profita bili ty-

0 
0· 
o--
LJ 

,. -LJ. CODESRIA
-LI

BRARY



26l 

( v.ï.) 
(ïw). _ Fairly -less: pr@:lt''i table 

(~:) Much.. more prCDfïtabl~ 

C7 
G 

lO.,. Plesse,, indic.ate: tr1e degree of centralïzation of 
your management structure ... 

Higb.ù.y c:entr.a_lise 

Centralise. 

Uhcentralised· 

Iliighly wicentralised. 

,_CJ 
0 
0 
-
L.7 

llo Weu1d you p1ease compù.e.te · the·se ta,lües in regard 
0f y,our Prcifjjt · and L@ss Ac.e:0un.t and! your Balanc:e: 
Sheet. for _the peri0d 1'970.-85. 

' ' 
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. 
. - ----- ----- ------------~--~-- ----------------------~--------~----------~-------------------- -- -----------~--- ---- -

l970 1971 19712 

T.urn0ver 

· 1 Profit· b.ef.bre 
T.axation. 

Profit after 
T@xatien. 

Retained, Ercifi t ! 

197011971 1972 
.. 

-
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· APPENDIX II . 

·Regressi@n ceefficients 0f cur.:rent size ·en-previ0..us 

size 'in respect . ef ·p®lled · data fer .diff'erent. size classes •. 

Dependent Imdependent 
V:@ri~ble Variable C~nst~mt 2 r F 

1ogNASM85:, logNASM79 

legNASM85 JLo~.NASM74 

IogNASLso 

logNA~Ls5 

logNASL . 85 

:t~~.NAMLso 

logNAML85 

IogNAML85; 

JLog':,rNSM80 
r . ' 

' 

JJ.ogNASL74 

.logN.ASL
79 

~o.,gNASL7 4 

logNAML . . . 74 

l.ogNAML79 · 

log;(:'J"AlvIL741_ 

l.ogïNSM 
. 741 

. 1ogTNSM8.5 __ log~NSM79 ,' ,,, ' 

JLogTNSM8,5 l0gTNS~
4 

JLogTNSLso :I.0.gTNSL74 

logTNSL85 JLogTNSL
79 

].ogT.NSL85i I0gTNSL
74 

logTNML JLogTNML 

. . . 

o~664 o· ... 294 
( 0~142)' \ 1 

8 ... 57.6 .-o.95l! o.428: 
. ( 0.187) 

27.7.16 

0 .. 43'7.' 

0 .. 493.~. 

0 .. 116 

1 .. lt92 

0 .. 230 

12~091 

4'. ... 905., 

-o~302: OQ526 
(0.203_)-' .. 

-o.;,s41 o .. 947' 
(0.038) 

··' 
·-r ~ 23s o •. 942 
( 0 ... 042) 

-1 ~ 06 E1 0. 9. 7 4 
(0.;974:) 

·o.917. o ... 97a 
(0 .027,) 

--1.229 0.939 
(0.035)' 

0 .. 21.5, 0 ... 475 
( 0.031) · 

-o.567, o.482 
(0 .. 082) 

1 .. 848,: -o ~998: 0 .. 53.,'7, 
(0.12:S. 

\ -
21.701 

4.878 

57 .. '222 

93.722 

85,.023. 

]98.571 

l88..8J'.O 

1224. 746. 

4.7 .062 

48.351 

60 ... 42.8 

0.409.' -1.122~ 0 .. 805; 214 .. 428, 
(0.076:) 

2'...501. · 0 .. 8'55., 0.778 182 .890 
( Q .. 06 .. 3_) 

2.996 -o~96& o.639 92~054 
(0 .. 080) 

o .. a61 -o: ... 93D. o~S72 as? .1ao 
0 .0491) 

2).,634 0.80~ 0.681 lJL0.810 
( 0 ... 07,6). 

]0.292) · 0.442.~ 0.120 
· (0 .. 05i) '· 

-20857 

. . 
-i. 305, 0 ... 536 
(0 .. 168) . . . . 

6,.2:90 

60 .. 209 

• 

CODESRIA
-LI

BRARY



264!: 

N©tas: 1. Standard Errmrs are in parentheses 
1 ' 

. 
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: '' 
1 

· · 2:~. Vari:ables. &ire def'ined to ref'lect the 

Size· c·lasseS3 whose d!at à are po0led. Thus: 

NASM = Net. Assets for Smell and Mediwu. 

NASL. = Net·Assets f'or Skall :and Large 

NAML :: Net. Assets for ·, Medium and L@rge: 

TNSM = Tµr.nover f0r Sn1alJ! and MediUI:11 

TNML. = T.urn0v .. er fcir Medium. and Large 

\ 

n 

CODESRIA
-LI

BRARY



APPENDIX III 

Distribution·of Companies by Ownership Equity 
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2,66, 

Nig_arian. Pri v.ste Foreign 
Comp~:my Nigerian Go"\leJ?nment Citizens Investors 
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