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ABSTRACT 

This study aims at providing quantitative analyses of the 

effects of the various policies in the adjustment programme 

(interest, exchange and trade policies) on the performance of the 

industrial sector of the Nigerian economy. The study also 

verifies whether or not structural shift occurred in the 

industrial sector as a result of the introduction of structural 

adjustment programme in mid 1986. 

The analytical technique specifics the relationships between 

the major industrial variables such as output, employment, and 

profits and the quantifiable aspects of the structural adjustment 

programme. Primary data were collected from the manufacturing 

industries by the use of a questionnaire. The secondary data 

were obtained from the Central Bank of Nigeria and Federal Office 

of Statistics. Applying the least squares techniques parameter 

estimates were derived. 

The results of the interview show that the adjustment 

programme adversely affected profi tabili ty, output, productive 

capacity, employment and production costs of all categories of 

manufacturing industries. However, the effects were more intense 

in the producer good industries than in the consumer goods ones. 

The major shocks identified in the study include increased cost 

of working capital, increased prices of domestic raw materials 

and changes in tariff system. Manufacturing industries became 

more cautious · in decision making and adopted the following 

strategies to adapt to the shocks posed by the adjustment 

CODESRIA
 - L

IB
RARY



xi 

programme. These strategies include prudent financial 

management, reduction in labour force, increase in the unit price 

of output, improvement in the quality of their production and 

reduction in their stock of inventories. 

The results equally indicate that exchange and interest 

rates have adverse effects on the performance of the industrial 

sector through their effects on the costs of raw materials both 

imported and locally sourced which in turn adversely affects the 

level of prices, sales, capacity utilization, employment and 

profitability. The liberalisation policy instead of enhancing 

increased production precipitated high cost of production as well 

as unit price and thus decrease in capacity utilization. 

Finally, the structural shift tests show that structural 

shift occurred in the industrial sector with the introduction of 

the structural adjustments programme. In all, only few 

manufacturing industries especially the consumer good ones have 

benefited marginally from the adjustment programme. Majority of 

the manufacturing industries were adversely affected by the 

programme. However, the results may be tentative in view of the 

duration of the study. A different picture may emerge in the 

long run. 
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CHAPTER- ONE 

INTRODUCTION 

1.1 INTRODUCTION 

The main problem confronting the Nigerian economy 

and those of the other less developed countries (LDCs) is 

how to break the v1c1ouR circle of poverty and to emerge 

from an almost static. and subsistence ecvuu111.Y to a 

dynamic and self reliance industrialized one. Thus, at 

independence in 1960, Nigeria adopted an industrial 

strategy based on import substitution, 

However, after two and half decades of prac.ticing 

import substitution strategy, Nigeria remained 

underdeveloped. The Pre-SAP era, especially the first 

half of 1980s wi tnessed deteriorating economic candi tian. 

The in.d1.1stT·ia.J. sector 'tvas characterised by high 

geographical c6ncentration, high production costs, low 

value added, serious underutilisation of capac.ity, h:igh 

import content of industrial output and low level of 

fore1gn investment in manufacturing (FRN 

Balance of payments deficit accelerated, per capJta 

incarne deteriorated, inflation skyrocketed, external 

indi::,bt,'ôedness increased, unemp.loyment mounted, whi.le there 

were excessive fluctuations in fo~eign reserves. Table 

Federal Ministry of Industries, Industrial Policy of 
Nigeria, Public Printers, Nigeria Ltd., 1989, pp. 46-49. 

1 
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Year 

1970 
1971 
1972 
1973 
1974 
1975 
1976 

.1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 

2 

Table 1.1 

Major Economie Indicators (1970-85) 

INDEX OF 
REAL 
INCOME 
PER 
CAPITA 

1973=100 
(1) 

12.0 
27.0 
29.0 

100.0 
100.3 
105.6 
111.6 
116.1 
106.9 
109.5 
108.6 
103.7 

90.1 
70.0 
68.2 
69.7 
70.8 

Sources: 

CONSUMER BALANCE OF CUMMULATIVE FOREIGN 
PRICE OF PAYMENT PUBLIC RESERVES 
INDEX Nm (3) EXTERNAL Nm (5) 
1962= DEBIT (Nm) 
100(2) .. (4) 

'' 

134~4 +59 175 158.20 
156.1 +129 215 275.60 
160.6 -40 263 224.60 
169.4 +174 277 370.10 
190.6 +3102 322 3492.30 
255.0 +153 350 3723.30 
316.0 -340 375 3265.80 
367.0 -527 365 3225.90 
425.1 -1294 1252 1453.3 
475.1 +1869 1612 3067.0 
522.2 +2403 1867 5456.4 
631.1 -3021 2331 2427.0 
679.6 -1398 2595 801. 0 
837.4 -275 8500 747.7 

11,482.9 +355 14537 1080.0 
1,233.4 +561 17290 1641.1 
1,298.7 +796 41452 3587.4 

(1) Federal Office. of Statistics: Annual 
Abstract of Statistics. 

(2) Central Bank of Nigeria, Annual Report 
and Statement of Accounts, (Various 
Issues) . 
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1.1 illustrated these deteriorating economic c6nditions. 

Many reasons had been advanced by various authors 

for these problems and inability _of the va1:--ious 

governments to ameliorate them. Such reasons include, 

excessive public se·ctor domination of the economy, poor 

economie: management, misallocation of resources, 

inappropriate domestic economic policies especially trade 

and exchange rate policies which over protected industry 
~ 

and constrained agric.ul.ture growth~. Equally important 

was the technological backwardness, import oriented 

consumpt:i.on hab:i. t and prof 1. igate l. i festyles which are 

rather incompat:Lble with the economy's productivity 

level. 

While 

contributed 

.... , 
L,118 

.,_ -
L,U 

above 

poor 

enum(;:'rated domestic f r1..c·:tors 

economic performance, external 

factors are equally palpable since the Nigerian econ6my 

is highly dependent on the economies of the 

industrialized world. External factors consist of the 

adverse effects of the operations of transnational 

financial institutions, adverse trends in the 
/ 

international economy which include particularly since 

1974, stagflation in the industrialized countries, higher 

energy prices, the relatively 1ow growth _.t> 
UL trade in 

Uni tP.d Nations Ec.onomic Commission for A frica ( ECA) , 
"Accelerated Development in Subsaharan Africa: An 
Assessment by the OAU, ECA and ADB Secretariats ( ECA 
Edi ted Vers ion)", Africa DP.velopment., vol. IX 1984, pp. 
112. 

3 
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primary products and adverse terms of trade. 

Indeed, a ~uuntry may try to eliminate imbalances 

and distortions in the e1..~uuurny by introduc.ing orthodox 

stabilization policies. A typical stabilisation package 

consists of expenditure reduction policies such as 

domestic restraints and fiscal policies 

( Scammell 3, W. W., Polak, 
1 

,J. ,J. 't' Tower and T.D. 

T,î O i , _ • 5 
\'V l.Ll.t::et ' R. I. Mckinnon and Wallace E. Oates )6 and 

expenditure switching policies namely devaluation of the 

exchange rate. 

Theoretically, arguments in support of stabilisation 

polie.y relate to i ts potency Ln stimulating economic 

activity, enhancing efficiency in the industrial sector, 

reducing current account deficits and also contain 

inflation. However, early doubts were voiced in the 

development literature by some structuralists (see 

Scammell, W.W., International Monetary Polie.y. 
Macmillan, 1975. 

Lonclon, 

Polak, :r . . J., "Monetary Analysis of 1ncome Formation and 
Payments", IMF Staff paper, November, 1957. 

Tower, E. and T.D. WillRt, "The Theory of Optimum 
Currency areas and Exchaoge Rate Flexibi1ity," .Special 
PanArs in JntArnational Economies, Princeton University, 
1-.J"o. 11, May, 1976. 

Mcki nnon, R .. I and , W. E. Oates, "The Implications of 
International Economie Integration for Monetary, Fiscal 
and Ex.change-Rate polie.y", Princeton Studies in 
International Finance, No. 16, 1966. 

4 
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8 

s 

10 

l l 

0 " 

Hirschman, A. 1
, and especially, Diaz Alenjandro 0

). That 

strand of literature is lucidly summarized and extended 

1" 
in the works of Cooper, R. 9 and Krugman and Taylor iu. 

What all these contributions have in common is that they 

. " t . 1 1 (...J.! ..L _.!, -..L.! ------ 1 __ ./:!.'.e ___ .L..,_ po1n1: ou. varJ_ous cDaxine s uJ.SL,J.·J_01AL,.1-u11tLL e1.1.e,_:L,;,;, 

consequences of • • .L • 1 
lnl L, la.L fiscal or current account 

defjcits and real balance via which 

contractionary effects on aggregated demand may ~ever~e 

the expansionary effects of the expenditure switching a 

devaluation is designed to achieve. 

Also very recently r, .~. Van Wijnbergen 11 provided 

several mechanisms, focussing on the snpply sicle of the 

economy, through which a restricti~e monetary po]icy and 

dev;;-,J_nat :i.on may prec ipi t;:;,te stagflation and rednc tic.n in 

Hirschrnan, A. , "Devaluation and t1:-1e Trade Balance: A 
note", RAview of Economies and Statistics, vol. 31, No.1, 
1949, pp. 50 - 53. 

Diaz Alenjandro, C., "A note on the 
devaluation and the redistributive effect", 
of Political Economy, vol. 71, 1963. 

iùtpact of 
The Journal 

Cooper, R.., "Currency Devaluation in · Developing 
Countries" Essavs in International Finance, Princeton 
University, 1971. 

Krugman, · P. a.nd L. 'Taylor, "Contrac.tionary eff ects of 
devaluation", ,Journal of International Economies, vol. 8, 
No.J, 1978. 

Van Wijnbergen, S., Stagflat.ionary effects of Monetary 
stabi.lization Policies: A ~1antitative analysis of South 
Korea, Journal of Development Economies, vol. 10, No.2, 
1982, pp. 133 - 169. Van Wijnbergen, S., "Exchange rate 
Management and Stabilization Policies in Developing 
Countries", ,Journal of Developrnent Economies, vol. 23, 
1986, pp. 227 - 247. 

5 
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12 

.. 
J.) 

output. In particular, ,_ -
ue stressed the impact of a 

devaluation on the local currency costs of intermediate 

inputs 1 on nominal wages in ..,_ 1- -
t,!Je presence of wa.ge 

indexation and its negative effect on the volume of real 

credit ta firms needing funds to finance working capital. 

Adverse credit conditions occasioned by restrictive 

monetary policies - -- ..J i:.t.!J.U devaluation affects 

signi ficantly the component of input cost which would 

generate snpply shocks resulting Üi inflation and a fall 

in output supply-stagflation. 

Though the structuralists d:i.d not enunciate an 

alternative approach to short run econornic management, 

they suggested that the essence --1' u J. a fun dament.al 

stabilisation policy is a long tenn development programme 

to achieve the structural changes which are needed (Seer, 

~ncnl2) 13 
.1..-;CJL..J ' • In particular, they stress lessening the 

vulnerability of the economy to fluctuations in foreign 

exchange earnings and consequently in public revenue, 

increasing the eJ.astici ty of suppl y through increased 

mobility - .1' 
UL resourc.es and increasing or at least 

Seers, D. , "A Theory of Inflation and Growth in 
UnderdeveJ.oped Economies Based on the Experience of Latin 
America", Oxford Economie; Papers, vol. 14, ,June 1862, 
p.192 . 

For outlines of the kind of programme the structuralists 
would favour; one may consult Grunwald, J., "The 
'Structuralist' Sr,hool on Price Stabilisation and Eonomic 
Development: The Chi1ean Case", in Meier G. M. (ed), 
Leading Issues in DevelopmAnt Economies, Oxford 
University Press, New York, 1964, pp.213 - 219. 

6 
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protecting the real incarnes of the masses. 

This would involve the use of multiple ex.change rate 

systems ta stimulate non traditional exports; land and 

taz~ reforms, public investment in transportation, 

marketing and irrigation as weJl as incarne redistribution 

towards high-prodnc.tivi t.y acti vi ties. They advocated 

passive monetary policy but quantitative credit could be 

employed wi th credi t to the pri vate sector restricted 

whenever government borrowing has ta be increased 

Sut ton, 1984 / 1• 

I "" - ---\ l'J ?;1,.1." :f 

Huw~ver, the noeclassicals criticised the high role 

ascribed to the government in the structuralist 

development polie.y. They contended that over-expansion 

of the government sector might conceivably suppress 

latent entrepreneurial sources in the private sector and 

perpetuate the already existing imbalances and 

distortions in the economies of the less developed 

c.ountries. Consequently, they recommend structural 

arljustment programme which preaches an all - out 'outward 

orientation' and 'market liberalisation' as the secret of 

1 f, ~u~~-~~~u, .J----1-n·-···-.l- (n-1~~- · :,,; l..;L,e.~:,,;.L J.. ueve u1:1me111_. Do. :,,;:,,;c1, , IMF conditionali ty16 ). 

Sut.ton, Mary, "St1~ücturalism: The Lating A.merican Record 
and the New Critique", in Kj_llick Tony (ed), The IMF and 
Stabilisation: The Developing Country Experiences, 
London, Heinemann, 1984. 

BalEt.ssa, B. A .• , 
Developing Economies", 
12, 1982. 

World 
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Structural adjustment programme .unlike 

stabilisation policy is designed to simultaneously 

achieve payment deficits reduction, the resumption of 

growth, and to ach ieve st ruc.tural chr1.nges needed to 

prevent future payments and stabilisation problems. 

Hence, its approach is not only to manipulate the primary 

pal icy instruments, but to undert.ake other actions to 

increase the responsivess of the stabilisation objectives 

to those instruments. As such, structural. adjustment 

pol:i.c:i.es would :i.nclude sectoral/micro reforms to increase 

the 1·e:,,;puJ1Sj vene:,,;:,,; of exports and import.s to devaluat.ion, 

and bndgetary, financ:i.A..l /sectoral reforms to decreasi2 the 

responsj.veness of current account deficits to the growth 

of output. 

Hence, for less developed. countries (LDCs) 

characterised by imbalances and distortions, the basic 

approach is liberalisation of the various sec.tors of the 

economy. Market liberalisation in highly distorted 

economies will presumably improve existing resource 

allocation across sectors, across firms in a sector and 

within firrn in a sector. In 8, dynamic. sen.se, 

liberalisation ïs .intended to improve the efficiency of 

investment by allocating it to activities that are 

profitable under :i.ncentives free of distortions (Vittorio 

Guitan Manuel, "Fnnd Conditionality: Evolution of 
Principles and Practices'', Pamphlet Serjes, No. 38, IMF 
Washington D.C., 1981. 
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·"'-·-1...c -1-d T~!m- de m-lo) 17 
,.,uL·u .1 a, 1. ,., !::I..LH e <. , Je. , Willy -nilly, the number of 

African countries, from Mediterranean to the Cape 

implementing the standard or variants of the IMF/World 

Bank formulated adjustment programmes bas increased 

trernendously over the years following the deepening 

economic crisis since early 1980s. 

Specifically, Nigeria a.djustment programme tailored 

along tha.t of IMF/Wold "n-~l
.D èl,ll!\. adjustment programme J.S 

designed -'- -L,l.J 

consumpt:i.on, 

effectively alter and 

production, exchange 

restructu.re ·'- ,_ ~
L, J.!e 

and distribution 

patterns of the Nigerian economy as well as to eliminate 

price distortions and heavy dependence on exports of 

crude oil and imports of consumer and producei goods. As 

indicated in the package, the policy of decontrol ana 

deregulation replace the old philosophy of tariff 

protection 1 import restriction and exchange control 

management while strategy of export promotion is pursued 

in place of import substi tut:i.on. Finally and very 

irnportant.ly, the implementation - .!> 
t.J L structural 

adjustment programme policies are expected to take place 

within a nP.W culture, a genera.l culture of maintenance 

and repai.r ra.ther than the tr~a.d :i. t. i or1a .. l outright 

replacement practice. 

Corbo, V. and Helo, de Jaime, "Scrambling for Surviva.l: 
How firms Adjusted to the Recent Reforms in Argentina, 
Chile and Ilrueguay; World Bank Staff Working Paper, No. 
764, Washington D.C., 1986. 
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However 1 as structural adjustment · programme 

consti tu tes a total break wi t.h the past, i t generates 

controversy in its conceptualisation and pains in its 

irnplement.ation. The.se fac.ts have led to inc.rease and 

intense criticisms and doubts both wi th.in and outs ide the 

country of the effic.acy of the adjustment programme in 

solving various problems that have afflicted the 

econorny in general the industrial sector in 

particular in the past years. 

Essentially, the continuing implementation of the 

programme as it affects the industrial sector has raised 

sorne fundamental questions among which are the following: . . 
Has the implementation of structural adjustment programme 

prodnc.ed any signif-Lcant effec.t on the inrl.ustria.l 

development of the country? Specifically, how does the 

changing economic conditions since 1986 affect the 

behaviour of firms especially in terms of local sourcing 

of industria.l raw materials? How do the firme judge the 

adjustment programme? What impact bas the structural 

adjustment programme on the profitability of industrial 

firms? Ras it produced any significant effects in terms 

of increased capacity utilisation and employment? And 

f:i.na.lly, __ ,._ - -'-· 
w lJ i:1. ~' have been the effects of the a.djustment 

programme on industrial output, production costs, and 

prices?. 

Obviously, the stat,e of the li te rature on those 

10 
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issues raised above calls for an empirical work based on 

specific - country approach, as we cannot say, a priori, 

whether or not structural adjustment has significant 

positive or negative effects 

variables mentioned 

importance of the industrial 

on these 

Moreover, 

sector :i.n 

industrial 

given 

terms 

the 

_ _c, 
LI .L 

employment gen.eration, foreign exchange earnings, capital 

formation and general development of the economy as well 

as the :Pervas ive natl.u~e of the adjustment programme, 

there is need ta study properly and scientifically the 

effects of the programme on the economy. The objective 

-- ..c U.L this study therefore is to provide tu1Swe.t·S to 

questions raised above on the impact of the structural 

adjustment programme on the Nigerian Industrial sector 

,:1.nd hence 

knowledge. 

..c .• , , 
L l .L .L some of the 

To accomplish this task, 

existing gaps in our 

a survey of Nigerian 

indus trial firms is required, with such a :::;ui~vey I we 

would 1.. -ue able te, know the effects o:f structural 

adjustment programme from the pc,int of view of the 

mannfact.1n:·ers. In addition, we try to spec.i fy models for 

some industrial variables~ with this models we would be 

able to know whether or not there has been structural 

sl-iift. ir, t.l-ie ir1dust.ri.al sect .. or ar1d tl1e effec.ts of tt,e 

programme on the industrial sector. 

11 
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l. 2 

the 

OBJECTIVES OF THE STUDY 

Given the above background, the main objective of 

study is to examine he impact - _,,. 
l) l. the structural 

adjustment programme on industrial development in the 

Nigerian economy. The effects of the various policies 

incorporated llî adjustment programme ()iï the 

industria] fi.rms need ta be studied as this would help to 

provide empirical bases for evaluating whether or not the 

structural adjustment programme is producing the expected 

adjustments in the industrial sector as well as evolve 

other possible measures necessary for improving the 

efficiency of the sector. 

Specifically, the objectives of this study are:-

1) to review the perfo1:rnet11c.e of the industrial 

..., \ 
L, J 

3) 

. , \ 
'-1: J 

sect.or of the Nigerian e.l.,u11u111y before the 

structural adjustment programme . 

to test for structural shift in the industrial 

sector occasi.oned by the introduction of 

structural adjustment p:;:ogramme in 1986, 

the 

J...1- -r...,ue 

existing trend for 1970 to 1985 is compared 

with the trend in the period 1986 - 90. 

to ex.amine the impact of structural 

adjustment programme on ind~strial variables 

such as profits, capacity utilisation and 

local sourcing of raw materials . 

to suggest poljcy guidelines that 

12 
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19 

20 

an efficient performance of the industrial 

sector .. 

Before the literature review in c.hapter II, an 

attempt is made here to show how the present study 

c.ompared wi th some previous ones on the same subject. 

Unlike the studies by Overseas Development Institute18 

(ODI) Kirkpatrick and Onis19 , and United ~ations 

Economie Commission for Africa ( ECA ) 20 , this study is 

not based only on readily available and observable macro 

data. This is because this approach could not reveal 

detailed iinpac.t. - .r. t...J I_ the adjustment programme on 

behaviour of firms in the economy in terms of employment, 

loc~al sourcing of materials,. ·industrial 

diversification and others. In add:i.tion, unlike the 

present study, onr 18 , Kirkpatrick and 

Onis19 as well as the ECA20 studies were based on cross-

country approach which may make detailed country specific 

analys1s rather difficult as peculiar characteristics of 

Tr·,, 1 c 1- mi·on-y- ( cl) T'--- I'1"" r1--l <"'i--'-- 1 ,·'~r-'- 1 --· l'\..l.L.L .1 :K., 8 , !lt:'! .L" r et ll .. l 0 .,ct.U.LJ....Lbcl..l....,.Ll..J!1. 

Developing Country Experiences, London, Heinemann Books 
and Overseas Development Tnstitute, 1984, 

Kirkpatrick, C. and z. Onis, "Industrialisation as a 
Structural Determinant of Inflation Performance in IMF 
Stabilisation Programme in Less Developed Countries", The 
Journal of Deve].oument Studies, vol. 21, No. 3, 1985. 

United Nations Economie Commission for Africa ( ECA), 
African Alternative Framework ta Structural; Adustment 
{ for Socio-Economic: R.ecovery and Transformation (AAF
SAP), Addis-Ababa, 1989 E/ECA/CM. 15/6/Rev.3. 
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21 

22 

2:l 

25 

26 

the different countries are not taken into consideration. 

This stndy at.tempts ___ ,.c,_.,.._.J_ 
.L"c!.1 . .l.t:'C L, cc)11rttiry peculiar 

characteristics by adopting a specific country ~py.1·o~ch 

based on the Nigerian data . 

. Al though, the present study draws on the earl ier 

studies by Petrei and 21 "" Melo , Corbo and Sanchez"" and 
n 's 

Mezerra and Helo"·), it is more c.omprehensive in terrns of 

coverage. Apart from .t-1 • 
t..ùlS 1 the present study goes 

further ta make a quantitative estimation of the effect 

of the programme on the industrial sector. As regards 

the few reviews and works appearing on the adjustment for 

Nigeria like Ohiorhenuan24 , Kayode25 , ..J nl.. • , 1 · 26 anu rul1- ip , the 

Petrei, H., and Melo, de J., 'Adjustments by Industrial 
Firms lïl Arg·entina During 1976-81', Wo1~lci. Ba,nk Staff 
Working Paper, No. 764, Washington DC, 1986. 

Co1~bo, V. and M. Sanchez, "Adjustments by Industria.l 
Firms in Chile Du.ring 1974-82", World Bank Staff Working 
Paper, No. 764, Washington DC. 1986. 

Mezzera J. and ,J. 
Firms in Uruagway 
Working Paper, No. 

de Melo, "Adjustment by Industrial 
During 1974-82", World Bank Staff 
764, 1986. 

Ohiorhenuan, J.F. , 11 Re-colonis ing Nigerian Industry: The 
First Year of the Structural Adjust.ment Programme in 
philips and Ndekwu (eds) Structural Adjustment Programme 
in a Developing Economy: The Case of Nigeria, NISER, 
Ibadan, Nigeria, 1987. 

Kayode, M.O. 'The Structural Adjustment Programme (SAP) 
and the Industrial sector in Phillips and Ndekwu (eds), 
Ad.in stment Programme in a Developing Economy: The Case 
of Nigeria, NISER, Ibadan, Nigeria, 1987. 

Phillips, A.O., 'A General Review of SAP' in Phillips and 
Ndekwu ( eds) , Struct.ural Ad iu stment. in a Dev e::i.o 1,..1.Ï.u:>5 

Economy: A Case of Nigeria NI SER, .Ibadan, 1987. 

1 ;f 
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present study does not rely only on secondary data for 

a11al,.v::;_i_::; but also on pr:i.mary data obtained through field 

survey. 

This study attempts to enhance existing knowledge in 

the field by combining the following characteristics: 

1. Comprehensive empiric.al study that involves 

bath cross sectional and time series data for 

analysing the effect of structural adjustment 

programme. 

2. R.igo-c·o11s, scier1tific at1d q_ur.irit.i t.at.i,.re E-tT1Etlysis 

of the jmpact of the adjustment programme on 

the industrial sector. 

3. Empirical determination of the nature and 

significance of the various forms of 

adjustments adopted at the firm level in 

response to the challenges of the adjustment 

programme. 

It is h.oped that ihe study will enrich our knowledge 

on the effects of structural adjustment programme on the 

behaviour of firms in Nigeria and open up new frontiers 

of research in the adjustment programme. 

15 
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CHAPTER TWO 

THEORETICAL BACKGROUND AND LITERATURE RE"VIEW 

In .L. • 
L,ÎîlS chapter we examin.=, the macroeconomic 

theories of adjustm~nt programme. The main issue here 

involves discussing the main elements of the adjustment 

pcu~cawwc and reviewing the literature on the existing 

empiricil studies on the programme. The macroeconomic 

theories of adjustment are considered with the relevant 

issues in the programme explored to gain insight into the 

economic underpinnings of the convention.al wisdom on 

those issues. Moreover, previous empirical studies are 

examined to determine their adequacy and to serve as 

guide to our study, In this respect, this chapter 

consists of four main sections. Section 2. 1 examines 

macroeconomic Theories of Adjustment Programme. 

analyses Issues in the Adjustment Programmes. 

Section 2. 3 summarises previous empi ri cal studies on 

Adjustment Programmes and the final section 2.4 is • 1 
t.11e 

concluding remarks. 

2.1 Macroeconomic ThAories of Adiustment 

The core of the current adjustment programme 1.s 

market liberalisation. LibPralisation simply means 

rel iance on market mechanisms as a means of resource 

allocation in the economy as against administrative 

16 
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27 

control. This has been the main issue of contention 

between the classical (neo-classical) and the Keynesian-
~~ 

structuralists"'. The m1:,,in premise of the classical 

economists is that market works and thit price signals 

will bring about the necessary adjustments in the economy 

in response t.o an economic change, The classicals 

argument is premised on the Walras' general equilibrium 

model built on the assumption of perfect competi tion, 

smooth convexities, significant price elasticities and 

frictionless wage adjustments. Thus, the adjustment to 

the market clearing position is virtually automatic and 

instantaneous. 

The cl1:tssical macromodel Hi i ts 8ynthesized form can 

be d:i.saggregated into three subsets. These are the 

supply side, the aggregate demand sicle and the monetary 

sector. The supply part ùe i_.ef'111i11es. the output, 

employment and real wages. The aggregate demand part 

which equ:i.libriates the goods sector while the monetary 

sector determines the price level. Thus, given the 

characteristic features of the model enumerated above, 

continuons general equilibriurn at full employment ( in th,::e 

classic~a.l ser1se) is gua.rar1teed. The driving force of 

This 1s not to say that the keynesians and the 
structuralist schools agreed on all issues relat:i.ng to 
the removal of distortions and imbalances in the domestic 
economy. However I the two sc.hools agreed that 
distortions and imbalances in the domestic economy resul t 
from the excessive degree of openness in the economy. 

17 
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adjustment econom1.cs is the quantity of money equation 

which is an identity equating the nominal value of output 

to the money in circulation in the economy. 

A number of assumptions are made on this identity 

for the purpose of reinterpreting it as a·theory. One, 

that money lS a measurabJ.e entity wit.h a stable 

composition over time. Two, aggregate money demand is 

also a stable measurable function of income and of the 

expectation of the price level; and lastly that income 

veloc.ity of circula.tian is constant or suffers miner 

varjations over. a long period of time. 

Given these assumptions and the features enumerated 

above, the fundamental postula tes on which the theory 

rests are: 

One, ftill en1p loymeï1t. of la,bo1.tr a11(:l p1~od11c.t.i-v-e 
capacj_ty will be guaranteed sa that output in 
the short run is c.onstant. 'rhat is output, 
employment and real wages are determined 
independently of the rest of the economic 
system. In the long run, growth of labour 
suppl y, capi ta.l accumulation and technologie.al 
change, all appropriately chosen in a 
snccession of general equili.bria will 
determine the growth in output; 

Two, the supply of money can be controlled 
with accuracy by the monetary authorities so 
that by choosing an appropriate rate of growth 
of money suppJ.y, the price level. or the rate 
of inflation can be controlled. 

Three, stable g:cowth of moüey supply wi.11 
l-:e11::-sure that price expecta.tions will f~lso be 
stable

0
nand theref ore econorni.c g"rowth wi.11. be 

smoothbv. 

The polie.y implication flowing from this theory is 

18 
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29 

that consistent wi th the conditions of leissez-faire, 

wi th government efforts, if need be, di.rected towards 

ensuring stable growth of money supply will eliminate 

distortions and imbalances in the economy .. t .. fo re tl1 Ein. 

tbat, government efforts by wa.y of public investment, 

employment programme, exchange and price controls and the 

like are superfluous since the self regulatory character 

of the economy would stimulate bath economic efficiency 

ar1d ec.(Jn.(:,mic "8 growtb" . 

In view of the above, it may be argued that to a 

large extent, the probJems of imbalances and distortions 

are aberration in the classical sense. Market fore.es 

will work to eliminate these imbalances and distortions 

with litt.le or no government efforts. 

In contrast to the classical economists' v1ew on the 

"" market mechan:i.sm, the keynes:i.ans-structuralists" 1 bel:i.eve 

that market works very imperfectly29 A major reason 

for this lS the inflexibility ·- .r, u J. prices due t.o 

institutional arrangement. Thus, the general essence of 

keynesianism - structuralism is thà.t they seek to enhance 

the levels of ec0nomic performance by eliminating 

Johnson, H.G., "The Market Mechanism as an Instrument of 
Development" in Meier (ed), Leading Issues in Economie 
Development, Oxford Uni ver si ty press, Oxford, Fourth 
Edi tian, 1984. 

The keynesian-structuralist 
from the negation of the 
classical school. 

19 
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imbalances and distortions not by trusting in spontaneous 

price adjustments so calJ.ed 'free market' but 

rather by relying on fiscal and other actions by the 

governrnent airned at influencing the volume of investment 

and employment. Specifica]ly, the keynesian critique of 

the classical system is directed at. t.hree interrelated 

assumptions under1ying the classica.1 ana] ysis. OnP., t.hat 

real wagp, is always equal to the marginal disutility of 

the existing employment. Two, is the implicit denial of 

the involuntary unemployment and three, is the 

acknowledgement of Says law which states .L 1 .. - .J.. 
L, Uèl, L, supply 

creates its own clemand. Arising from this, Keynes 

posited that there is the need for increased government 

intervention in the economy through fiscal actions. 

Fiscal actions are viewed as exerting important 

influences on economic act.:ivity. Increases in the level 

of government expenditure are directed at aggregate 

demand while reduction in tax rates will have the effect 

of increasj_ng disposable incarne and hence increase 

aggregate demand. Bot.h actions work thonght he 

multiplier and result in increase in incorne. Li kew:i.se, 

higher protec.tion, strict. P.Xchang:e control couplecl wi th 

lower interest rate and the like w:i.11 neutrali~e as far 

as possible the hfl.nnful effects of speculative private 

capital flows. 

Worthy of note in the kneynesian and structuralists 

20 
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31 

32 

rernedial pol icy wh ich necess i tated higher protection, 

c.011t .. r(:,1 s further government intervention in .1-L,_ 
t .. t1e 

economy is i ts ability to worsen a depression or an 

inflation due to the existence oflags in the economy. 

A lot of time is taken between gathering data t.o 

formulate a counter-cyclical polie.y towards a developing 

or anticipated position and when the polie.y is executed. 

Thus, by the time a particular policy is applied the 

economy would have ihifted to another phase of the cycle 

in whicb the pol icy will produc.e resul ts opposite to 

those intended. 

Moreover, besides the observation noted above, the 

practicabili ty of keynesian and stru.cturalist policies in 

correcting domestic imbalances and distortions is also 

doubtful in a modern dynamic environment as they were 

formulated for recovery in a static framework. 
,n 

Toyc,·) 11 

has argued that competition, profits, prices and growth 

are not taken into consideration. Likewise, the question 

• 31 Harrod and Domar addressed themselves to has not 

been answered: if investment creates not only demand but 

Toyo, Eskor, "Recovery form Economie Decl ine: 
for a Developing Economy', Africa Development, 
No.3, 1987. 

Lessons 
·vc,l. 12., 

Harrod, 
London, 

n ~ 

C'\J• .C1.' Towards a Dyna~ic Econo~ics, 
1948. 

Domar, E., "Capital Expansion, Rate 
Employment", Econometrica, vol. 14, No. 
pp . l 3 7 - 14 7 . 
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33 

also capacity, how do we avoid excess capacity, the fall 

in the rate of profits consequent on it and the panic 

that causes the down-turn. Also contentious is the 

Et1:gunteiît t.l-tat t.11.e 1n1.1l tiplier is Et.t. best. a t.c1c1l fc,T· 

recovery analysis when the economy is depressed which 

therefore raises the fundamental question of how to 

prevent the economy f~om being repressed. And in fact, 

the main objection of the classical econornists that 

st:r:u(:.t.ural parameters such as 'multi.pli.er' and 

'acce. lerat.or' are un.rel i.able g i ven that prie.es are 

to vary 1.:n the cours.:c:: of comp.:c::ti tian, has not been 

addressed. Attempts to resolve this as indicated in the 

Sraffer's neo- Ricardian analysis, Kalechi and even in 

Marx have not produced any lasting impact in the 
0 0 

1 i teratureJ·l. 

The third theory (New classical theory) is 

considered antithetic t'o the '-e--1-e~! -~ ~.:..-~u~.:..u1~a1' -~ ~-'-- 27 
l\. :; 1 _ .• ~ .1. au - ,-=> t.. 1. 1...; l, . · . .1.:::; t.. 

theory of stabilisation. The new classical theory is 

highly akin to the classical macromodel except for the 

new assumption that aggregate supply depends on relative 

prices as against 

qnantities as postulated by the keynesians, which 

nonetheless, is consistent with the results of Walrasian 

general - equilibrium models. Essentially, the failure 

Eichner, Alfred S., A Guide to Post-keynesians Economies, 
Mascmillan, London, 1979. 
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of .J_. ,_ -
L, JJ.t::' keynesian concept of stabili ty through state 

regnlation 

resurgence 

in the fFice of stagflation 

-- .a u J. 
.J... 1_ -
L, Ht::' 11e1v classical ec.onomist 

led .,_ -
L-U 

focussing on 

suppl y sicle economics. The polie.y options suggested here 

are designed to force real wages down, lower production 

costs, increase real profits, and thus induce investors 

.L -l, t) i.nvest . They equally advocated tax reduction, a eut 

in budget deficit, and pr:ivatisation34 • 

Though the polie.y failed to account for the large 

and growing rate of unemployment even in the United 

States of America (USA) and Britain where it was first 

applied, the current International Monetary Fund (IMFl 

and World Bank adjustment programme is highly akin tait. 

The polie.y package comprise measures can "L ·Lit::'! 

categorized into six: namely, reduction of government 

expe:nditure - -·-...] 
tll.l.U subsidy, ta:x~ trade 

liberalisation, currency adjustment (devaluation), more 

d:isciplined management ·- .a UJ. foreign exchange, and 

These, in fact constitut.e the so called 
1 C 

IHF conditionali ty10
, 

By and Large, in contradistinction ta the keynesian 

theory but J_n support of the classical theory, the 

neoclassic.al structural adjustment programme preaches and 

all out 'outward orientation' and 'market orientation' as 

Ballet, Bruce "The Case 
57, January, 1987. 

- .o 
U.1. Tax Cut", Economie. 

() ') 
C.,,.) 

Impact, No, 
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36 

37 

38 

the secret of successful development. This is a 

conjecture that will be verified in our study. 

Sorne Views on Structural Adjustment Programme 

Structural Adjustment Programme (SAP) which became 

prominent in the 1980s bas hecome a subject of 

controversy in most less developed countries. The 

appropriateness of the model and the effects it produces 

in most programme countries have continued to tax -'-1- -c.. .. 11e 

research efforts of rnany economists all over the world. 

Whi le the Fund and the Worlcl Bank in their official 

• r. 
publications"'' believe that the model will h~lp in 

solving various problems that afflicted the less 

developed countries (LDCs), many economists in the 

·~ developing cquntries such as Onirrwde'1'), Obadan and 

·~ Ekuerhare·J' '8 and Dell" are of the view that considering 

the structure and nature of the less 

developed countries' economies, SAP will only deepen the 

Their official Publications include IMF staff papers and 
their joint pubJ.ication, Finance and Development. 

Onimode, Bade, 
I:nsti tute fc,r 
London, 1988. 

A Poli tical Economy of the African Cri sis, 
African Alternatives, Zed Books Ltd., 

Obadan, M.I. and Ekuerhare, B.U., "The Theoretical Basis 
of St .. r1 uctu.1'1al Adjust.me1ït Prog1~amrne: A11 Apr11~ai.sal". 
Proceeding of 1·933 Annual Conferenc.e of Nigeria, Economie 
Society, Ile-Ife, May 3-7. 

Dell, S., "Stabilisation: 
Kill", World Development, 

The Political Economy of Over 
vol. 10, No. 8, 1982 
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ecunuwic downturn in the LDCs. This position bas also 

been mai ntained by the United Nations Economie Commission 

The Fund [~nd the Bank in their official publications 

argue that the oasic cause _.r, 
U.L external imbalances in most 

less developed countries is excessive monetary expansion. 

It is this monetary e-"'.pa11::siu11 that precipi tates changes 

in relative prie.es which in turn culminates in high 

imports demand, low export supply and high capital 

outflow. They contend further that this excessive 

monetar;.r expansion has its origin in the large and 

growing fiscal deficits of the government in the less 

developed countries. Simi.larly, they argue that LDCs 

currencies are over-valued thereby undermining the 

profi tability of the exports and import cornpeting sectors 

with adverse effects on growth and balance of payments 

(BOP) • 

Based on this prernise they argue that SAP will 

achieve the primary objective of realigning and altering 

domestic expenditure and production pattern by adjusting 

the relative prices to which consumers will respond, thus 

adjusting their expendi ture pa.ttern by de-emphas:i.zing the 

relatively more expensive ones. 
) 

Producers and importers 

are expected to respond to the new demand structure by 

reallocating their financial, natural and human resources 

and comb:ining· them in a way that will enable t.hem to 
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efficiently satisfy the national consumers. This wa.s 

perhaps the rationale behind the incorporation of trade 

1 iberalisation, devaluation, domestic crecli t restraint 

and otl1e1-. efficiency improvement policies in the 

adjustment package. 

However, the antagonists of the model contend that 

the problems of the less developed countries are 

fundamental and structural in nature. This by 

implication, means that the attainment of financial 

balances which structural adjustment seeks to achieve 

will not salve these problems. As put by Onimode (p. 

the structure SAP seeks to address are the 
ephemeral structures of prices, trade, money 
and foreign exchange. Yet these are at best 
subsidiary or aux il iary structures, and not 
the fundam,?.ntal structures that generate 
crises in Africa and the rest of the Thini 
World. The relevant fundamental structures 
that demand adjustment ar those of the 
capitalist international division of labour, 
of production, c.onsumption, accumulation, 
technology and dependency in the poor 
countries. Clearly, goods and servie.es have 
first to be produced before they can be 
traded, priced, m9netised and exported for 
foreign exchange. Hence, SAP and related Fund 
and Bank programmes operate to aggravate, 
rather than ameliorate, this cri.sis generating 
structures in Africa and other poor countries. 

Moreover, since the whole model is anchored on price 

mec.hanisms, that is, deregulation in all markets, it will 

not produce J..1- .... 
, .. t1e clesirab.le result cons ide.ring the 

imperfections that permeate markets in the less developed 

countries. This then rai ses the issnes of eff ectiveness 

() I~ 
~ \J 
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and practicability liberalisation, devaluation EtlîCÎ 

other SAP policies which we now examine in turn. 

2. 2 .1. Liberalization 

Liberalisation which is incorporated as the core of 

IMF and World Bank adJustment package is expect.E,d to 

enlarge the elasticities of export suppl y, import demand, 

and import substitnting snpply with respect to 

devaluation as well as to more di1:ectly- l . .C".J... 
SI1J.1. l, resourc.es 

into tradeable goods sector. As noted by S, Fisher39 , 

many factors have been advanced for the incorporation of 

liberalisation in . the IMF/World Bank adjustment 

-~-o·~--..J!_g: .._h_ .t e~ct.t~l..l.l..lL t.,1 l":'! 

First, 

positive 

economic development. 

in this Shaw-Mckinnon40 thesis 

role of liberalisation in 1ZoreEi' s 

There is also the favourable testimony of extent 

research notably those - .c Tl u J. .D. " Balassa~ 1 and A. 
I e 

Krueger~ 6 

Fisher, S. , "Tssues i.n Medium-Term Adjustment", World 
Bank Research Observer, vol. 1 and 2 1 1986, pp. 163 
1 (") f") 
.1. 0 ,û • 

See the works of Mckinon, R., Honey and Capital in 
Economie Development, Washington D.C Brooking Institute, 
1978 and Shaw, E.S., Financ.ial Deepening in Economie. 
Development, New York, Oxford University Press, 1073. 

Bal as sa, Bel a, "Structural Adjustment Pol ic ies in 

Devel.oping Economies", World Development, vol. 10, No, 12, 
1982 and Balassa, Bela, "Adjustment Policies in 
Developing Countries: A Reassessment", World 
Development, vol. 12, No. 9 1984. 
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on trade 1 iberalisation in some less developed countries. 

Lastly, is the economic case for liberalisation which is 

premised on the proposi tian that gi ven certain condi tians 

such as perfect competition and free flow of information, 

free market equilibrium entails the maximisation of 

efficiency .!-·· .J..1--~ 1'--·--.J..-
..1.JJ t,JJe raL·e l,U 

. • 4 '.l 
Opt J.mum sense . 

With respect to the rnannfacturing sector, 

restrictjons in the form of made-to-measure protection 

guarantees the coexistence of firms with a wide 

dispersion of eff iciency wi thin a sector, sin ce the J.evel 

of protection is chosen to make the least effici~nt firms 

profitable. In this G1.rcumstance, it 1S quite 

conceivable for firms with dated machinery and e~uipment 

to operate with lügh profit leve1 (Co.rbo and Melo) 17 • In 

such economies, there both. technical, se.ale, 

allocative and price inefficiencies. 

Moreover, barriers to entry benefit existing firms 

as they have more leeway in their pricing policies - a 

situation which contributes ta the coexistence of firms 

with a wide range of technical efficienc.y. The net 

effect of these problems in an economy is the prevalence 

of idle capacity and productive labour force. Not this 

Krueger, Anne O., et al (eds), Trade and Employment :Ln 
Developing Countries, vol. ] , Indi vidual Studies 
University of Chicago Press, Chicago, 1981. 

Gri ff in, K. B. and Enos, ,J. L, , Planning De v elupllleu i.., 
Addisson Wasley, London, 1970, p.21. 
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alone, the made-to-measure protection which includes 

quantitative restrictions, often results in exceedingly 

large rent which induce economjc agent to expand much in 

tl.1.eir efforts appropriating rents rather engaging in 

activitjes that would be more soc1a]Jy product~ve. Thus, 

re:::;u,ic,.-:1-::es are badly allocat.ed and underut.i.l iz,:::d, and the 

resulting market structures are not competitive. 

Furthermore, argument against restrictions relates 

toits constraints on the input markets of the firms as 

well as restrictions on adjustments Hi the :firms work 

force as a resul t - -" UJ. labour legislation. 

management of inventories become complicated by 

uncertainty about whether and when the firms will be able 

ta import spare parts and raw materials. Enterprises, 

are not sure about how much capital they wiJ.l have access 

to and the cost. Finally, access to capital tends to be 

limited as the availabJ.e pool of capital is parceled out 

ac.c.ord ing long 

producers and their 

standing 

17 creditors 

ties between existing 

To correct these, the 

economy should be liberalized so as ta reach a new long-

run equilibrium in whic.t1 existing resources and 

investment are better allocated and better used. 

Leaving aside the issues of speed, order and 

credibility of adjustment which have serious effects on 

its success, researchers in the structuralist school have 

criticised the efficiency argument of liberalisation as 
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unrealistic in most LDCs considering their economic 

structures. The main thesis here is that economic 

efficiency in the pareto - optimum sense reflects only 

static efficiency neglecting both the dynamic and 

distributional efficiency static efficiency focuses 

primarily on the proportions in which th.e components of 

a given output are combined while dynamic efficiency 

relates .L -l..,U lfl the volume of output. 

Distributional efficiency on the other hand, is concerned 

with equitable distribution of a given national product 

among the citizenry. From the definjtions above, it is 

obvions that static efficienc.y does not always guarantee 

equity in distribution. Thus, it is quite conceivable 

for a pareto-optimum to corr·espc,r1,~ inefficient 

distrjbution of income. Hence, it is necessary to note 

that assessment of social welfare should not be made with 

reference to the production side alone. 

by m 
J.. 

'' Ki 11 ick1
'
1

, is dynamic and 

As pointed out 

distributional 

eff iciency that are of. importance to the developing 

Even more importantly, the conditions necessary for 

effective opera.tian of market mechanisrn for attainment of 

efficiency are not obtained in the less developed 

countries. This view was corroborated by Obadan and 

Killick, Tony, Policy Economies, Heinemann, London, 
p. 14. 
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Ekuerhare (p.13) 37 in their statement that: 

.. in ma.ny developing countries, Nigeria. 
inclusive, the condition required for the 
efficiency functioning of the "free" market do 
not exist. These include perfect competition, 
availability of correct information about and 
future price and non-price variables, given 
and independent consumer ta.stes, capital 
diVisibility and absence of increasing return 
.L -l.,U scale et.c .. 

The non workability of the market mechanism is the 

_Less developed count.r:i.es is due .L -t.,l) the ex.istence of 

market imperfections which are given as poorly organised 

commodi ty and product markets, rudimenta.ry money - -- ..J tt.11U. 

capital markets, inefficient government bureaucracy and 

high dependence on foreign fac tors in the se economies 

(M .P. 45 Todaro and A. P , . , l . 26) 
. iîl.J. lpS , The arguments here 

are that considering the prevalence of structural 

rjgidities in the less developed economies such as 

Nigeria., the various markets are not characterised by 

efficient and elastjc demand and supply; wholesale 

liberalization of prices may not lead to a realistic or 

optimal price structure required to ensure efficjency in 

resources allocation. Rather, pr~ce liberalisation may 

distort the price structur~ to such absurd proportions 

Todaro, M.P., Economies for a Developing World, Longman 
1977. p . f')f:! ,1 ... ,u'i: • 

Soludo, C. S. "Theoretica.l Basis for Structural 
Adjustment Programme in Nigeria: Two Alternative 
Cri tique" in Proc.eedings of the 1988 Annual Conference of 
Nigerian Economie Society, May 3 - 7, 1988, pp. 1 - 24. 

" 1 .; ..l 
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Beside existP.nc.e of structural imperfections 

which hamper -2~--.L.! ........... 
t' I_ J_ l::! l.: 1, .t V t' operation of the market 

mec.hanjsrn, there is the d ist.ort ion caused 1- ...... 
u~ 

internat ion al market system38 , The argument follows the 

line that the effort to induce less developed countries 

to rel.y on market forci2s in the adjustment process 

contrasts oddly with the steady increase in the number of 

products exported by developing countries that have been 

removed from ..L ,_ -
t, He influence 

restrictive measures adopted by the 

countries38 • 

forces through 

industrialized 

In any event, the dichotomy between developed and 

under-developed countries should not have a.ri.sen if free 

market conditions were the key to development considering 

.L. l ... -
l,JJ.e fa.et that government intervention }11 less 

developed economies are gui.te recent. The fact remains 

that there is nota single industrial country that 

not employed ~igorous protection at some stage of 

I.~ - ..J 
111:1,Ll 

.! .L ·.l. {_.:-,j 

history. It could then be argued that any case against 

regulat ion, i:f at all, should not be premised on any 

inherent superiority of market forces rather it should be 

based on the consideration that man.y developing countries 

may not possess the administrative manpower required for 

l::'.l,.te11::;.Ï..vt::! or detailed controls; and even where such 

resources do exist, it is often difficuJ.t to ensure that 

reg11lation and controls are exercised in the interest of 
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the public at large and not merely in the interest of the 

However, as noted by De11 38 this does not amount to 

suggesting that the less developed countries should d 

away wjth a]l controls rather they should focus mainly on 

those key controls that .1. -t_.\..1 operate 

efficiently. Given the a.bave arguments, one might 

suggest. thF.i,t the foc.us of attention in the .less 

development countries should be on the determination of 

the particula.r circumstancc=, and sector when and in which 

rel ia.nce can be pla.ced on market mP-cban i sm a.nd a.lso the 

character of the r;;:,gul>=ttion and controls desi red in other-

cases. 

Besides the consideration above, • M-. Krueger47 , 

notes that while trade liberalisation ma.y be beneficial 

in the long run, a decrease 1.n protection ma.y cause 

transi tory activity if newly profitable 

industries need time to expand output while others lose 

their viability. Moreover, incre~1ses in import ma.y 

offset the intended trade balance benefi ts of devaluation 

if ne, strong export response is f orthcoming while the 

unificatjon of the tariff rate in lihera]isation schemes 

may i.uvulve raisi_ng tariffs on imported ca.pital and 

Krueger, Anne O. , "Interactions Between Inflation and 
Trade Regime Objectives in Stabilisation Programme", in 
Cline and Wintraub (eds) Economie Stabilisation in 
Developing Countries, Washington D.C., Brooking 
Institution, 1981, pp. 83 - 114. 
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intermediate goods witb resultant impact on costs 

structure of some industries. Hence, from the arguments 

so far, there is no agreement on the wisdom of using 

liberalisation for the purpose of increasing efficiency 

in domestic firms, increase output, employment, redu.ce 

pr1ces and increase capacjty utilisation. 

To be able to take a position an these issues as far 

a.s Nigeria adjustment programme is concerned ,' an 

empirical study is requ1red. This therefore constitutes 

the rationale for this study. 

Devaluation 

No otber policy in the adjustment package seerns to 

have had so much discussion of package effects as the 
1 0 

issue of devaluation by primary producing countries'10
• 

Until quite recently the conventional wisdom was that a 

devaluation, if bad real effect at all, was expansionary: 

the ,:-esul tin,g 1ncrease in compet i t i veness won.ld switch 

forejgn and domestj.c demand towards home goods, which, in 

the presence of idle factors of production, would lead ta 

an expansjon in output, thus supporting one of the aims 

of adjustment programm1::e (output. and, ViEt. output, 

See the works of Goldstein Morris, "Global Effects of 
Fund Supported Programme", Finance and Development, March 
1986 and Obadan, H. I. and B. U. , ekuerhare, "The 
Theoretical Ba.sis of Structural Adjustment Programme; An 
Appraisa.l", Proc.eedi ng of 1988 Annual Conf erence of 
Nigerian Economie Society, May 3 - 7, 1988. 

,., ,1 
.; '-i: 

) 
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empJ.oyment). Devaluation would eliminate cost-price 

distortions that have negative effect of the consumption 

investment mix as well as o.n the prof i tabil i ty of 

economy. 
An 
'lJ 

and in.came c.ompeting activities of tbe 

As expressed by W. Tseng (p. 2) 5o, 

rigidities in exchange rate policy often 
result in overvalued exchange rate. This 
undermines the profitability of the export and 
import competing sectors, with adverse effects 
on growth and the balance of payments. 
Overvalued exchange rates also weaken the 
confidence of holders of the domestic 
currency, leading to capital flight in various 
forms, including outflows occurring through 
under-invoicing exports and overinvoicing 
imports, that add further to balance of 
payments pressure. In such circumstance - as 
exports stagnate, imports rise, international 
reserves dwindle, and capital flight increases 
- the authorities are often forced to resort 
to stringent import and exchange controJ.s that 
becorr1P. c1.1.1nbe1~sorrte to acl1ninister an.lj leacl to 
further distortions in resource allocations. 
The typical situations is characterised by 
shrinking imports of vital intermediate and 
capital goods, faltering domestic production, 
and rising unemployment. 

Thus, to reverse the situation described · above, 

there is need for adjustment and the key antidote should 

be devaluation. It would occasion increases in producer 

prices for exports, raise local currency price for import 

to initial prodncer, more adequately by re:flecting the 

Zulu, J. B., 
Africa: The 
D.C., 1985. 

and S. H. Nsouli, "Adjustment Programme in 
Re sent Experience", The IMF, Washington 

Tseng W. , "The Effect.s of Adjustment", F:i.nanc.e and. 
Development, December, 1984. 
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r~al scarcity of .,;_ ·~ , ··- _ -~'- __ ._51 
1. o 1. e 1. g u eXv1J.au1:5 e • The incorporation 

of devaluation in the adjustrnent package is predicated on 

the elasticity approach to the balance of payments which 

is couched in terms of the so called Marchsl l-Lerner 

~" 
condi tion" 6

• Briefly stated, this condition that the 

sum of elasticities of demand for a country's export and 

of its demand for imports urust be greater than unity if 
~1 

the country is to gain from devaluation"''. 

Despite the seeming simple log1c of the above 

argument on devaluation, early doubts were voiced in the 
0 

devel.opment literature / A 
'f-\. • Hirschman', Diaz 

n 

Alenjanclro0
, 

TT n, "" . 54 01nger , - -1- - • ) 1=- L-L·, , • tl1at strand of 

literature is lucidly surmarised and extended u1 the 

works of R.. Coc,per 9 and krugman, P. and L. Taylor10 • What 

all these contributions have in common is that they point 

various cJ1a11.r1els (distributional effects, 

Arkadie, B.V., "Some Realities of Adjustment: An 
vol. In t r o duc t ion " , """'T"""o--'u=· 1=-~=n""a""l=--"""oc...cf=----=D:....:e"-.. v-'--=e-=]'--'_ c"-.>1"'-::,=m=e'-'n""--'---'-'-1,__,a=. 1=î""d'--;,_""';""'h'""a~r-""1 g=·=e , 

17, No.3, 198G, p.278. 

For classic.al discussion of the Marshall-Lerner 
condition, see Kindleberger, C.P., International. 
r,,~--1-·ni·~s TTo·n-T·o-d (ITT\ r·~T,,'·1 -~L,UI Ull _ L,. ! Il Jllt=,V .IUl_ l . J_J_ / l . L ,.._LI l 1968, p.259. 

It needs be pointed out that the Marshall-Lerner 
condition 1s a suffjcient but nota necessary condition 
for balance of payments improvement, The Elastici ty 
pessimism of the 1940s throws doubt on the effectiveness 
of deval uat ion to correct a balance-of-payments 
disequilibrium. It is this development that led to the 
formulation of the absorption approach. 

Singer, H., "The Distribution of Gians between Investing 
a11d Borrowi.r1g cour1tries", Americart E1..-:-.01ï6n1ic Revieiv; 
Papers and Proceedings, vol. III, May, 1956. 
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consequences of . . ~ . , 
lnl l_,laL fisc.al or current ac.count 

deficits and real balance effects) which 

contractionary effects on aggregate demand may reverse 

the expansionary effects of expenditure switching a 

devaluation is designed to achieve, 

Also, as earlier noted 1 

J_ ' 
\ran. 

Winjnbergen11 has shown various by which 

devaluation may cause output to dec].ine and thus 

employment. The importance of Wijnbergen assertion 

cannot be overemphasized particularly in the 

developed cou.r1tries ( T D1'""- \ 
.l..J ':c; ' cons ide ring the 

less 

high 

dependency nature - .I> 
l,l J. the manufacturing industries on 

imported inputs. For e.,,.ttJuple, in Nigeria up to 6 6 per 

cent of all the raw materials and components that local 

.! .. - - .J_ .... __ :-.. -.. .! _ ri n ,1 ··- _ ,_ • _ ...,-'- 55 J.Iidu:,,,,t..lY ll:,,,;ed 1-11 1~0"±. were J.mpor t..ed , Thus, given this 

fact, devaluation would only precipitate increase in the 

cost of raw materiaJ.s and new capital thereby leading J- -L,U 

high production cos~s. This tends to lead to increase 1n 

t .. be pJ~1.c.e - .I> 
l) l ]oca]]y ·produced manufactures. The 

consequent fall in their demand will eventnally lead to 

decline j_ 11 output and capacity utilization and 

retrenchm8nt of workers in many firrns. 

Besides c.onsideration, c.ertain peculiar 

cha.racteri_stics of the Nigeria1i economy tend to rule out 

MAN-HYER, Manufacturer' s Association of Nigeria, Half 
Yearly Economie Reviews, 1985. 

0,.., 
,J / 
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the effective use - .c 
U.I. devaluation. In the Nigerian 

situation, the consumption habit is not only bigh but 

also iwvu~t oriented while the profligate life-styles are 

more than c·.ommensurable wi th the product i vi ty lev el. 

This being the case, the real effects of evaluation would 

be on domestic pc-ice level as imports demand · tend to 

still largely remain insensitive to exchange rate 

devaluation. 

Leaving aside the contractionary and stagflationary 

effects of devaluation, its potentially 'confidence 

reduction effect' has been noted. Whiting, - 56 v.P. notes 

that devaluation could reduce the confidence in a 

country' s currency which may not only result in the 

withdrawal of 'hot capital' from such country, as well as 

prevent the future inflow of such capital while it lasts, 

it will induce a lead and lag in the currency situation 

of .1.. L -
l, (J t:: C(jU!Lt,I1 :v • Leads and lag occur when a c_urrency 

weakens in the foreign exchange and it is in danger of 

depreciating further. 

Specifically, a lag occurs when export.ers who are to 

receive payments in foreign currencies delay exchanging 

them for the currency until after the devaluat.ion bec.ause 

when it has occurred, less units of foreign currency 

will have to b8 haded over for every unit of the 

Whi ting, D. P., Finance of Foreign Trade and Foreign 
Exchange, Plymouth, Macdonald and Evans, 1979, pp. 36 -
') f7 
•.J, .. 

38 

CODESRIA
 - L

IB
RARY



57 

58 

r. n 
,) ~ 

60 

ro 
depreciated currency. As noted by O. Ogun;" wi thholding 

foreign c.urrenci..es in this way keeps up thei..r v:=.luA a.nd 

this prevents any apprec:i.ati on of the home currency rate. 

Lead on the other hand depicts a situation where 

import.ers obtain foreign currency they requ:i.re 

earlier than they would otherwise thereby forestalling 

the effect of depreciat:i.on. In this way, the currency is 

made weaker by an accelerated demand for foreign 

currencies. 

ReaJ.ly, empirical .studies on. the impact of 

devaluation. on exports, imports and the balance of the 

payrnents abound ( Olayide58 , S·.C,., Nnana, ·"" '-' • 
59 

Ajakaiye, n ,..J 80 
LJ. \,. etc), Olayide's study show that the 

supplies of Nigeria' s foremost agricul tural ex.ports crops 

are inelastic. This by implication means thr1.t 

devaluation will have no impact on export promotion or 

even produce negative impact. This situation is further 
I 

Ogun, Olurerni, "Devaluation and the Nigerian Economy: 
Some Observations", The Nigerian .Journal of Economie and 
Social Studies, vol. 27, No. 2, July, 1985. 

Olayide, S. 0., "Some Estima tes of Suppl y Elastici ties for 
Nigeria' s Cash Crops", .Journal of Agricul tural Economies 1 

vol. 23, No.3, 1972. 

Nana.na., 0. J., "The Elastici ty of Demand 
Ex.change and Ex.change Rate of the Naira", 
Financia.l Review, vol.2, 1985. 

for Foreign 
Economie and 

Ajakaiye, D.O., "Short run effects of Devaluation on 
balance of payments: The influence of import structure", 
The Nigerian ,Journal of E;_;onomical in Social Studies, 
vol. 27, No.1, 1985, pp. 1 - 10, 
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worsened by the increasing and high tariffs wall being 

erected against most primary commodities by the 

industrialized countries. Also, very important is the 

persistent deterioration in the terms of trade of these 

commodities over the years. 

On the import 
r. n 

O. J. u., and AJakaiye, • J sJ.ae 1 Nnana, 

n O 60 L --à u. _ • SuOW,::,,_ that the price elasticities of imports are 

relatively smal.l. and this means that devalua,tion wil.l. not 

reduce imports substantiall.y. This situation is further 

worsened by the absence of capital goods industries and 

the high depenclence on imports for the needs of the 

domestic industries. 

Obviously, the findings of these studies and many 

others as well as some peculi~r characteristics of the 

Nigerian economy seem to provide the background for the 

" .. 
recent statement by Obadan, M. I and B. U. Ekuerbare'" 

that: 
Considering the structure of Nigeria's 
production, ex.ports and. imports 1 the 
confidence so far reposed on the capability of 
devaluation to stimulate the growth of non oil 
exports, capital inflo~ as well as stem 
capital outflow and curtail imports seem to be 
over-optimistic. It has not had any 
significant impact on these flows (p.15). 

Essentially, based on the totality of the evidence 

before us, we have much L •. 1 ~ - .r. 
ue.t..t.eJ. in A. Si ngh' s 61 test imony 

Singh, ,\ 

ri. • ' "'ranzania and the IMF: 'rhe AnaJ yt i c - .c 
U.L 

Alternative Adjustment 
Change, vol. 17, No. 3, 

Programmes", Development 
1986, pp. 425-454. 
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63 

64 

65 

the most recent economic research on 
devalutaiton is very skeptical of this value 
as an instrument for correcting a fundamental 
disAquilibrium in the economy (p.432) 

But, i t is not impossible for devaluation when 

combined with l:i.beral:i.sat:i.on ( trade and f inancial) to 

foster efficiency in domestic industries, raise output, 

employment and capacity ut:i.lisaiton as contended by the 

"' leading f inancial experts (Balassa, n 62 
D, Myint, H. U,J' 

>{--!--1- TT 64 /"'!n]·~~c-~-~~ A ,r 65 _.,__~, 
J..'"J y J_ J J t., , n • , t..J èt.. . 1. 1. u ::_.. ~ , ..• u. • e v c. / • 

It is this possibility that proyides a justification 

for· .J..l ... -
L,llt::! empirical study in this research repc,'rt. · 

Also pertinent to the issue of devaluation is the 

aggregation effects of simultaneous exchange rate action 

by primary prodnci.ng co11ntries. Really, ..L.1...--- ---- ..1..-~-L,l!tL·e f'.:l.re L,WU 

views here. The first view criticises the World Bank and 

IMF fo,:, taking tpiecameal' an approach .!. ·-\, lJ exchang:e too 

rate po]icy and as such recommend collective devaluatiod 

by developing countr:ies. In contrast to this view are 

those who argued that exchange rates induce increases in 

Balassa, B., Policy Reforms in Developing Countries. New 
York, Pergamnon Press, 1977. 

Hyint, H., "The Classical Theory of International Trade 
and Underdevel.oped Countries" 1 Economie ,Journal, vol. 68, 
1952. 

Hyint, H., "The Gain from International Trade. and 
Backward Countri.es" ~ Review of Economie Studies, vol. 
1954. 

the 
r, r, 
,:,,:, ' 

Caircross, A.K., "International Trade and Economie 
Development", Kyklos, vol. x111, 1960. 
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production and in export of primary commodi ties, thus, if 

implemented sirnultaneously by many programme countries, 

will merely depress the world prices of the se cornmodi ties 

and unfavorably affect the instigator's terms of trade. 

'This will. bring little benefits since the demand for 

+}1,::;,c:,_;z. l~ .. v-m1m1v-d . .L!+.-.L·e."' ...... • -ln .,_._6G ~ ~~~ ~ -= lS qu1Le pr1ce e ~St,lG , 

In any event, if the latter view should be true it 

could have a very serj ous effect on the output - ~- _J 
èt!JU 

employment i..n ...L ,_ -
l,!Jt~ manufacturing indu str Î.lë: s as 

aggregate demand depends largely on exports of the 
.. 

primary comrnodi.. ties in most developed countries 

(LDCs), 

·, ,\ ••• ...J 
.~.IIU J.n 1 · a b a 1a · · nn · h · ana ys1s tone JY o test.ein on t.1 1s 

aspect of structural adjustment programmP shows that the 

proposition that simultaneous exchange rate action by 

programme countries could have serious aggregate effects 

on the prices of programme countries's exports was 

appl i.cable mainly ta primary cornmodi ties. But, the 

potential for significant aggregate prices Ct)u:,;e.y_uew_·.e::; 

depended mai_nly on the ability of progra.rnmP countries to 

affect world supply. And this potential is clearly a 

functi.on of commodity type and tirne. As for example, the 

potentia] was found to be c]early much higher for cocoa, 

c.c,f f ee, etc .. , 

Goldstein, Morris, "Global effects of Fünd - supported 
programmes", Finance and Development, March 1986, pp. 25 
- 28. 
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etc. and in the long run rather than in the short run. 

However, as argued by some researc}1ers, the risks of 

decline in the prjces of prjmary commodities as a result 

of s imul taneous exc.hr-inge rate action are reduced s 1 nce 

'primary commodi.ties now represent a sj.gnificantly 

smaller share of exports by non-oil developing countries 

than they did two decades ago, and the share of non-oil 

developing conntries in the world exports of primary 

commodities now is considerably smaller than even in a 

decade ago. And indeed, not all programme countries 

change their exchange rate at the same time and those 

that do usnal ly do expè;rt the same products. 

Muchas one would agree with the reasons advanc.ed 

above, J..L. -t ... 11e analysis does not provide a. 

conclusive ev:i den ce on the dependence and aggregative 

effects associated with multilaterRl ex.change rat.e 

action. "" At any rate, thi.s fact was noted by Goldsteinbo 

in his.testimony that: 

still ~1ch interdependence and aggregation 
effects associated with multilateral exchange 
rate action need to be closely monitored and 
it is possi.ble to 
oil developing 

identify the individual non 
countries and primary 

commoàities where 'market power' seerns to be 
relatively high. 
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Exuenditure Reduction Policv 

In addition to liberalisation and devaluation 

anal ysed a.bave, absorption reduct.1on through dc,mestic 

credit restraint forms an important instrument in the 

adjustment package. Credit contraction is presumed will 

lead .L -1.,U a, ,'1et::.rease in domestic credit creations with a 

view .L ·l, U reducing current account deficits and al.so 

con.tain inflation. As noted by Yagc:i. Fahrettin et 

en 
- , {JI 
CLL • , this monetarist rationale for .t...1-. -

1 ... 11e. effect - -" u .l 

domestic credit creation is entirely compatible with a 

more keynesia.n or absorption - oriented explanation which 

- ..0 - 1 1 
è1, J. è1, .L J. in domestic credit crP.ation will 

culminate in decrease in aggregate demand which will in 

turn narrow the gap between imports and experts. 

However, the idea that current account deficits do 

not arise merely from a spillover of absorption over 

suppl y and into import, but frorn a rnismatch of the 

structure 

demancl 

--" u J. 

for 

intermediate 

others, now 

demand 

some 

goods, 

and supply 

products 

such -L 1- - ..... 
{, llt1, {, 

especially 

co-e;,,;:ist ~vi tl-1 e:;-cc~ess 

the e:;;-cc:ess 

important 

supplies 

f orm the c.ore of the argument - .C' 
UJ. the 

structuralists against domestic credit restraint. m'L'-
J. Hl 1:i 

being the case, trade deficit rather than being linked 

with the excess of absorption over aggregate supply, is 

Yagc.i, Falïrett.ir1 et. a,l,, ''Strtlct.1.1ral Adj1-ist.ï11eïît. IJen.cling; 
An Evaluation of Programme Design", World Rank Sta.ff 
Working Paper, No. 735, Washington D.C. 1985. 
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linked wi th the levels of output. Consequently, domestic 

credit contraction will succeed more in reducing output 

thrüî absorption. 

Though as could be inferred frorn 
1n 

Keller' s~ 0 

absorption based analysis, recluctions of credit for fix.ed 

investment and consumption, combined with stPady or 

1ncreased financing: of working ca.pi tal requirements, 

would increase output, the saving rate, and net experts; 
00 

noneth.P.less, as pointed out by f;ell, (' •) 0 

0.' th1s 

presumption of easy flexible expenditure switching (as 

declining domestic demand is automatically offset by 

increased for e:xpoï:-sts) must underlie 

exclusively demand focus approach to stabilisation. 

The structuralists anchor their arguments against 

the effective working of expenditure reduction policy on 

inflexibility of derive demands for imports and short run 

inability to 1•rud.tice domestic subst:itutes. In such 

c.i rci11nst.artce, in1prc,,.ïecl (;11.rI~P.rit. ac.,::01.1r1t. clefi(:. it. c.a.ï1. ori.1-sr 

eff ec~t,ed t.hroogh corjs idera.lJl y g:rea.t.er monptary 

restraint and contraction with potential adverse effects 

on .L L~ -
L,J 1.t::: output., 

domestic ~ .! ---- -.L .L 1·111::; , 

employment and ca.~pacit:v ut.jJ.isation in 

This view has gained a lot 
... 
_-.a 
UJ_ popularity 

Keller, Peter, "Implication of credi t policies for output 
and the balance of payments", IMF staff papers, vol. 2 7, 
No.3, September, 1980. 
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among economists, these days (Croc.kett, A.D. ) 69 • 

Similarly, some authors have raised issue --" u .l 

target determination and achievement of set targets. For 

l·-1.--'-cn-e D=J, S 38 1--tes t 11.n-'- ,.,_ 1 b L, c.1.,1 C, . , c: . .1. , • !l.J _, ..._ J è\. L· .L L, 

most appropria.te aggregate target 

is not clear what the 

is: should it ,___ 
l..•e the 

central bank domestic credit, narrow or some broad 

1iquidity measure? While conc.eding the fact that broader 

liquidity measure will serve best, he however notes that 
r. ~ 

1t 1s less easily controlled. Yagci Fahrettin°' in his 

view note t.lïa t. even with the liquidity u1ea.sïJ_re 

determined, its link with absorption will be dependent 

upon largely unknuw u parameters - .I!' 
Uf. the ïnor1e·y demand 

function. 

difficulty 

The discussion above vividly shows the 

- .I!' 
l) 1 determining the apprapriate final demand 

Jevel itseJf. At any rate, given that the targets are 

successfully set, hitting them would still be a difficult 

task in view of the rudimentary capital markets and other 

d . t t. is·,or _.ions th.at perrneate the economies of the 

deve]oped countries. This view was cc,rroborated by 
~n 

.less 

8. ,io in 1:-lis assertion that even developed countries have 

trouble hi tting the:Lr target; devel.oping countries should 

find it even more difficult. In view of this problem, 

government fiscil deficit has been the major avenue for 

Crocket, Andrew D. , "Stabilisation Pol ic ies :Ln Deve lopin.g 
Countries: Some po1 icy considerat:i.ons", IMF Staff 
Papers, vol. 28, No.1, March 1981, pp. 54 - 79 
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credit policy implementatjon. 

Another criticism of contractionary monetary policy 

is its potential stagflationary effects (Bruno, 
11 

Van, Wi,jnbergen, 1
l etc). The main thesis here is that 

restrictive money policies lead to e.1>.pe11s.ive c.redit, 

which leads to an increase in component of input costs, 

this is turn leads ta more inflation and less output than 

would obtain without the transmission mechanism present. 

Tight money policies push firms . _,_ 
].TI L,0 the unorganised 

money markets, drive up interest rates there and 

consequently initiates stagflationary effects. 

This assertion may be particularly true of the less 

developed country (LDCs) considering their stage of 

development. For one thing, banks play a much more 

greater role than the stock market in providing funds for 

firms. Nearly all the working capital of f irms are 

financed by credit from the banking system. These ttvo 

factors show the vulnerability of business sectors in the 

less developed countries ta adverse credit conditions. 

Moreover, the vi rtual non-ex ist.en'ce of consumer c. redit in 

the bank portfolio and in the unorganised money market 

further makes the impact of tight money policies to fall 

on investment rather than curbing consumption. 

Bruno, M., "Stabilisation and Stagflation in a Semi
Industrial :i.zed Economy", in R. Dornbushch and J. Frenkel 
( ed) International Economie Policy: Theory and Evidence, 
John Hopkins Press, Baltimore, M.D. 1979, pp. 270 - 289. 
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Lastly 1 stock of raw materials, semi-f inished goods, 

j_ntermediate imports are financed through credi t.. This 

simply means t.hat cost of credit is a component of input 

cost. Therefore, by mark-up pricing rules, high int.erest 

rate will lead to high prices. 

Wijnbergen (p.134) 11 • 

As put L -- ("'I u::; ":, • Van 

under monopol ist ic market structure, a high 
cost of credit. will not only lead to a short
run cost push effect on prices, but lead to a 
reduction in real output as real input costs 
have gone up. 

The relevance of this assertion to the Nigerian 

situation cannot be determined a priori. As such, an 

empirical analysis is required. 

Sim:i.Jarly, invest.ment reductj on impact of absorption 

ï.~eduction policy bas bPPi1 notecl. · Investment, reduction 

tends to J imit future out.put growth and hj_11L1er:c. attempts 

to relative sectoral capacities towaï:'ds tradahle 

67 goods . str11(:.tural rigidities a.j:-ie found to L
Ut' 

prevelent in the less developed countries (LDCs) which 

cons train attempts to reduce the output/ absorption gap to 

rel.y exclusively upon costly output and investment 

reduc.tion. Among these are bottlenecks and _rigidities 

inhibiting sectoral shifts, ineffective tax systems and 

public sector operations which limit savings, and 

underdeveloped capital markets and financial regulation 

limiting private savings mobilisation. 

the incorporatjor, of financial sector 
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liberalisation in the adjustment package following the 

works of Mckinnon, R.. and Shaw, E. S. ·tO is expected to 

rai se the rea.L interest rate, encourage, savings, and 

better select for high return investment. Also, it is 

expecb=,d that i t will engender increas,=,d competi tion 

which wi] l in turn T'educe int.ermediation costs in the 

banking sec~t.01.,. But i nhe,:ent danger here 1.S that 

increase in lending rate may lead .L. •• 
l,U increased working 

capital costs, raise prices and decrease some sectoral 

output in the short run. In any event, as noted by some 

economists whether or not increases ir1 deposi t rates 

increase priva te savJ.ng rate, they are also J. ikely to 

divert savings from informal to more formal credit 

markets, at least temporarily disrupting the flow of 

working capital, to sec.tors traditionally dependent upon 

the unorganised markets for financing and hence causing 

transitory output 

Overall, one fact stands out clearly from the above 

theoretical review and thi.s i.s the diversity of views on 

the adjustment programme. There is no consensus as to the 

desirability or otherwise ~- ~ .J... l~ --u J l,.l.lt::, adjustment programme 

espec ial l y in thP. less develope.d conntr ies ( LDCs) in view 

of their economic structure. In order to be able to take, 

a definite position on the issue an empirical analysis 

Donovan, D. J. , "Macroeconomic Performance and Adjustment 
Under Fund Supported Programme. 
vol.29, No.2, June 1982. · 
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73 

based on specific country approach is required. This, of 

course, c.onstitute the ra.tionale behind this study. 

Previous Empirical StudiP.s on St.r~uctura.l 

Adjustment Programme 

For pedagogic purpose we group the various empirical 

studies on adjustment programme into .J.. - - -t.,.V,'U, These are 

studies outside Nigeria and those 1.n Nigeria. In .:..L __ 
l,!ll::' 

.V ' t t .l.. l l f T" ' l .l.. ' 1 d O ' i 9 ! Llrs. ca .egory are LDe wor~s o· ~1rgpaLr1cg an Jn1s 

Overseas Development Institute (ODI) 18 ' Economie 

(
T.'rll, )20 _ ------ T', T 71 Commission for Africa . .c, ... ,.M.. , Dunuva.u, v._1. , Guitan, H. 

~o 
1 G (~o~rl:»o, V. an.d t.,1. 2" Sanchez 6

, Mezzera, J. and ,T. de 

'f-1 _23 
L" e.1.u as well as Petrei, H. and T ,, . de " , _21 

1•1e.1.u , 

second category are studies by Ohiorhenuan, 

In the 

T F24 
._J. : ' 

"~ ~ ~ 

Kayode, M. O"ij, Nigeria Economie Society (NES) 1
·' etc. 

Kirkpatrick and r. • 19 
ulîlS 1 Economie Commission for 

.,.,, ..... ,. 20 
r..1. '-'. t\ aïïd O-verseas f;eve lo};",nler1t Irist i t.tl te (ODI) 18 in 

their reviews foilnd that SAP has had very insignificant 

impact on the main target variables. Specifieally, 
1 n 

ODI 10 in a, cross-country study using the 'be fore' and 

Gui tan, M., "Economie Management and International 
Monetary Fund Condi tionali ty", in Adjustment and 
Financing in the Developing World; IMF Staff PaPers, vol. 
29, No. 2, June 1982. 

Nigerian Econo~ic Society (NES), Str~ctural Adjustment 
Programme (SAP) and the Nigerian Economy' Proceeding of 
1988 Annu.al Conference of Nigerïan Economie Society, Ile 
- Ife, May 3 - 7, 1988. 
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'after' test approach found that the overall balance of 

payments ( BoP) has· shown some small improvement, but 

inflation bas not been reduced and output growth has 

declined or rernained nnchanged. The negative 

relationship found between adjustment progra~me and the 

··-·e~-Jl p-·-.r.··r·m~·-c·· .. .r. A.r.-,! ~--1 --~o·--1"'1·-=~ b-- tl··- "",..,.,ZO , .. .J uv .1.c1.. er1.u 11c1.JJ . .-:: u1 .. 1.1.1.Ll::tJ. e<..:.JJJU.h .cc;:; ,v , 1.e I:',.___,1-1. .Leu 

to the formulation of the African Alternat.ive Framework 

to Structura] Adjustment Pn.rgrc1.1n111e for Socio-Economic 

Recovery and Transformation (AAF-SAP). AAF-SAP not only 

takes account of the dynamic relationship existing among 

- 1 , 
i:l, .. J . .L major e 1,-=ements re l&.ted t.-:.:, Ft.d.just.rnent with 

transformation, but also emphasises full mobilisation and 

efficient utilisation of domestic resources and the need 

ta est.ablish an enabling environment for sustainable 

development and to adopt a pragmatic approach between the 

public and private sectors. 

However 1 Donovan, 
71 

D. ,T. 1 and Guitan, ·~ " 1 ~ l'J • are of the 

view that the failure of SAP. to achieve its objective 

arises from inability .. .r. 
UJ the programme implementors in 

LDCs to irnplement successfnlly, &.nd on a susta.ined ba.sis, 

the policy prescriptions of the programme. And in spite 

of lapses lTI prug .L·r.-t11l111e implementation in LDCS, 

Guitan, "·' 72 l'! • in a comparative survey involving a sample 

of several programmed and non programmed LDCs, f ound that 

in broa.d terms, programmed countries recorcled signif icant 

reduction in their external deficits, while at the same 
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time, exhj_biting only marginal changes in their growth 

ï..""'at.es of real Gross Domestic Product (GDP) and 

consumption. 

Studies by Petrei, H. and J, 
~1 

de Melo" , Corbo 1 V. 

and M. Sanchez22 , and Mezzera, J. and J. 23 de Melo , went 

further to undertake empirical analysis of the impact of 
~ 1 

the adjustment programme. Petre i and Melo' s" 1 study 

attempted to show how the economy adjusted to the reform 

package by examining the adjustment experience of nine 

Argentine firms during 1 ('\,., t:! ()., 
J_;:, ( u-o ..L. The data. for the study 

are the main results of the interviews with nine 

· manufactnring firms in Argentina. The interviews probe1d 

how the changing economic conditions during 1976-81 

affected the behaviour of firms, how they assessed the 

reforms, and poljcies the firms followed to adjust to 

reforms. 

Tl-te res11lt.s of t.he i.r1t.er-vie~v inclicat.ecl tl1a.t 1n.a1îagers 

devoted increasing time to firm financial management and 

that the managers greeted the reforms with considerable 

skepticisrn. Also, the interviews reported 

and see attitude 

.J._ 1.~ - .L.. 
L,J H;t 1, 

after 

firms 

announcement of reforms, often delaying action for 

several months. In spite of this cautious attitude, .! ·'
J_ I.· 

was found that adjustment int he f orm of increase in 

product qua.lit.y, often made possible by acquiring foreign 

know-how in the blue-print for new or existing product 
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was report.ed. Moreover, the study suggested that the 

reforms led to greater industrial concentration. This 

increase in concentration was precipitated both by 

foreign competition and by the working of the financial 

system. Financial groups which controlled some large 

banks and had an important participation in industrial 

firms found the resources to purchase additional shares . 

. 0 2 
Corbo and Sanchez~' using the same approach as that 

described above, attempted to analyse the adjustment of-

industrial firms to the liberalisation and stabilisation 

reforms in Chile 1974 - The data were elicited from 

a qualitative questionnaire completed by 10 firms. ml.. -
J. J.lt.:' 

main adjustments indicated in the results of the 

interview were streamlining of the activities of firms, 

without much investment. The streamlining took the form 

of reducing production lines, closing inefficient plant, 

reassigning workers, and changing product g_uality. As a 

result of this streamlining, average labour productivity 

rose substantially. It was found that with the reduction 

in protection for import - competing firms, there was a 

substantial release of labour which increased labour 

productivity in the manufacturing sector, however, that 

those relea.sed were ...... -~ .J,... 
lll.l L• absc,r·bed by other ex.pa.nd i ng 

sectors (non tradeable and export sectors) thereby 

ca.using increa.sing unemployment. Finally, the ad.justment 

precipitated a sharp reduction in the relative prices of 
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tradeable thereby reversing the positive price signal 

given at the beginning of the reforms, 

oriented firms. 

Mezzera and. 
~3 

Melo 4 examined the 

to the ------.L e .h..l:'l.l 1: t, 

impact of the 

economic reforms between 1974 - 82 in Uruguay and the 

industrial firms. For the purpose of the study 11 firms 

selected non randomly were interviewed. Of the 11 firms 

interviewed, 3 were subsidiaries of large foreign 

conglomerates, 3 were locally incorporated firms of 

diffuse ownership, one was mostly a family affair and 3 

were strictly family affairs. The interviews confirmed 

that during 1974 - 78, the policy package that included 

incentives for export.ers le~ ta a new set of profitable 

opportunities. Industrial firms rationalised the1r 

production activities by greater specialization in fewer 

product lines and cost reduction. The set - .c 
lJ L incentives 

provided during the reforms were perceived as credible -

a manifestation of which were seen in the strong growth 

of manuf acturing, and of ex.ports in particular during the 

period. 

The study also reported that the anti-inflationary 

programme was not adjudged credible and that the managers 

'retrenched-awaiting-better day' during 1979 - ().., 
oc.,. The 

study showed that firms benefitted from the combination 

of export incentives along with a dismantling of 

quantitative controls on ex.ports of ca~ital goods and 
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non-competitive intermediate products. Apart from the 

reorientation of sales towards foreign markets, the 

result of the interviews indicated that firms introduced 

drastic changes in their production st.rategy as they 

modern:i.zed the:i.r plants to reduce costs and :i.mprove 

quality. Red11Ctions in costs were achieved by quality -

1mproving investment in new vintage machinery rather than 

by changes 1n employment practices. 

In al] the three countries ! .L 
.l. l, found that the 

level of competition from abroad allows domestic firms to 

est.ablish dominant market positions and to behave 

noncompetitively. Pricing to maintain market Rhare and 

mark up pr1cing rules prevailed before the reforms w:i.th 

the result that prices were above marginal .costs. 

Interviews in the three countries indicated that managers 

paid nlûre heed to competi tors a.s import competition 

intensified. Th.is response supports the import 

discipline hypothesis which predicts that the threat of 

entry by forejgn competitors will lead domestic firms .... -l, L) 

adopt entry forestalling prices more closely 

approximating competitive prices. 

The studies reviewed above suffer two main defects. 

First, the samp]e sizes for the studies were rather tao 

small. Secondly, the method of select.ion was non-random 

thereby c:.nj,ti111:5 room for biases. It is therefore 

impossible to make broad inferences from such limited, 
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non-random samples. 

In Nigeria, studies that focus on detailed anr1,lysis 

of the impact of the current adjustment programme on the 

i ndustrial sector are very scanty. This la.ck of detai led 

and scientific work can be traced ta paucity of f irm 

level data on the consequences of each major change in 

the economic environment which emanates form recentness 

of the programme in Nigeria. 

However, in a review of the impact of SAP on the 
0 1 

industrial sector by Ohiorhenuan, J.F. 6
•, he noted that 

senne manufacturers have begnn integrat:i.ng backwards, 

establ ishing large scale industries to support their 

manu.facturing activi ties. Mor1'?.over, he noted that li ttle 

has been heard about retrenchment in the industrial 

sector sin.ce the introduction of SAP a development 

attrihuted to the massive retrenchment which had occurred 

in the economy before the adjustment programme. But he 

pointed out tbat given the low industrial capacity 

utilisation desp:Lte the flow of foreign exchPtnge through 

SFEH (.now IFF.M), import competi.tion and the fact of a. 

decrea.se in real incomes, the industrial sector is not 

likely to wi.tness increased employment. 

Finally, he argued that the debt.-equi ty swap is 

J.i.kely to ra.ise considerably the degree c,f direct foreign 

investment in Nigeria and if the policy is pursued, ~ J.. 
.1. L-

would in fer the locking in of 'new' foreign LHve:-::; Î.,mellt in 
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the self-same dependent structure of industries which is 

not conducive to long term inrlustrihl development. 

Kayode_, " ,.... 25 , - 1-11' c:, l'!,lJ. LI! ~ own review of SAP effect on 

the industrial sector found that there was significant 

increase in prices of manufactured products after the 

announcement of SAP. According to him, a number of 

factors are responsible for the increase in prices, the 

most significant being the proportion of off-shore 

inputs. On the profitability of the industries, he found 

some merits in the argument of those who said that the 

industries are still making huge profits - a situation 

which , - ..J J_eu credence to the 

demand is caused 

the part of the 

.L -· ,_.u a large 

industries 

profits by lowering prices. 

argument that. the falling 

extent by the reluctance on 

.L -l,LI sacrifice part of their 

Finally, he noted that the 

relative effectiveness of controls and market forces 

depends on the industry in question and in particular the 

potential for local sourcing. For example, while market 

forces have been effective in ma.king significant changes 

in the soap and brewing industries, the same cannot be 

said of motor assembly plants. 

The Nigerian Economie Society (NES) 73 noted the 

likely positive effect of SAP as including u1creased 

production of agricultural output, reduction of foreign 

exchange wastage an 1.ncreasecl governrnent revenue. 

However, the society also pointed out that the industrial 
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sector would find it difficult to 1..;u11ti11ue with the 

importation of ra.w ma.terials for productior1 in view of 

the prohibitive costs of such imports as Naira under SFEM 

(now IFEM) has seriously depreciated, leading to 

undervaluation of the Naira. That this undervaluation of 

the na.ira couple.ci wit.h high interest rate will no doubt 

le8.d .L. ~-
l ... l.J the collapse of small scal.e industries, 

precipitate decrease industrial capacity utilisation and 

high unemployrnent. 

Essent:LH.11 y, the Nigeria.n studies reviewed above 

were not based on adequate and rigorous empirical work as 

they relied only on aggregate data and casual 

observation. In addition, none of the studies has 

attempted a quantitative investigation of the impact of 

the strtictura.l adjustment programme 

sectc,1~. 

2.4 Concluding Remarks 

on -1-1- -L,lle industrial 

From the discussions in the various sections of the 

chapter, we have observed that the diversity - .,, 
<_I L on 

the adjustment programme makes it rather diff icult 

make a pr:tor:L jndgem,:'!nt on :L ts impact on the :i.nd1Jstrial 

sector of the economy. Also 1 very important 1 we have 

noted that the existing empir:i.cal works on the adjustment 

programme are based on l imi.ted and non-random sample 

si.zes. Much i.n the same way, the existing studies were 
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on limited available uîacro which makes it 

ra,ther di f f icul t. to make meaningful general i sation on 

impFtc.t of the pn,15 cwuJ11e on the industriFtl sec.tor, Henc.e 

the need 

impact - .J> Ut 

for this fresh attempt - .t.. é1, l, 

.L l- -
1_.111;:: adjustment programme 

:i.nvestigat:i.ng 

on the Nigerian 

industrial sector based on empirical firm-level survey 

and adequate statistical analysis. 
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CHAPTER THREE 

A SURVEY OF THE NIGERIAN TNDUSTRIAL SECTOR AND THE 

CURRENT ADJUSTMENT PROGRAMME 

" " ù • .L E1.;uI10rn v 

Nigeria at independence in 1960 opted for a mixed 

economic system in which the public sector plays a major 

role as 8-Il eng ine of growth. As su.ch, the . economic 

activities have been carried on by the public sector, the 

foreign-dominated subsidiaries 0 :f multi-national 

corporations and the indigenous priva te sector. The 

public sector accounts for the major share. of economic 

activities. This was a result of historical perception 

of most developing countries that rapid economic 

development could corne only through a very strong 

intervention and leadership of the public sector. In view 

of this historical fact and because of the paternalistic 

perception of government and leaders, which tradi tian 

encouraged, the pri.vate individu.al looked .L. -l.,U the 

government to tak~ initiatives and to lead the way. 

The Nigerian subsidiaries of the multinational 

campa.nies form the link between the Nigerian economy and 
~; 

ma.j or center of international capital ism". Besides 

Eghosa, Osagie, "Nigeria' s Economie Development · since 
independence,in Iz Osayimwese (ed) Deve]opment Economies 
and Planning, Ibadan University Press, Nigeria, 1983, p. 
120. 
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having their policies determined abroad, they ~niage in 

diversity of activities but ruainly in corumodities~~hos~ 

characteristics are determined abroad. ml~!_ 
.J. 11.L :=:- 1S - - ..J _ rnc1.u.e 

possible by thei11 rapid growth ;.:,,,nd enormous resources. 

Thus, given those factors, they tend to accentuate the 

industrialized home countries of the multinational 

. 3 6 campa.nies The indigenous private sector on the other 

hand is not entirely autonomous of the public sector 

since it depends on the latter for patronage. Also, its 

members serve as agents for the foreign dominated 

subsidiaries of the multinationals. 

Apart from th.e pi cture of the Nigerian macro-economy 

disc.ussed above, the economy was agriculture based at 

independence. With the discovery of petroleum, drilling 

and mir1ing have become a very important sector of the 

economy. The disc.over~,r - .c UJ 
. , 

Ol-1. bas equalJ. y produced 

catalytic effects on theindustrial sector which was 

relatively insjgnificant at independence. Hence, the 

need to increase the importance of the industrial sector 

and enhance its speedy deve]opment necessitated the 

adoption of import substitution as industrial 

development strategy since independence. 

This philosophy of development has been pursued 

relentlessly over the decades but wi th the indus trial 

sector ettgulfed wi th various distortions and crises. 

c·1 
U.l . 
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Thus, in .,,._1_ - ~ 
WIJét L, follows, we look at the origins of · the 

modern industrial sector in Nigeria only tb be followed 

by a survey of the Nigeria' s indus trial development 

strategy after independence as well as an assessment of 

the perf ormanc.e of the industr ial sector bef ore SAP. 

Lastly, is the review of the structural adjustment 

programme. 

.., () 
v •.:, The Industrial Sector 

The Industrial sedtor of the Nigerian economy was 

relatively insignificant in terms of contribution to .L 1- .. 
,, !l l-:' 

Gross Domestj c Product (GDF) in the colonial 1-'t::a' Î.lJlJ.. 

Historically, i ts 

and early 1940s. 

origins dated back .,_ -
l,U the late 19:JOs 

This was the period around which the 

big foreign trading companies which dominated the 

colonial raw materials economy began to modify the 

structures of thei r operations in such a way as to enable 

them 'to rnake a transition away from purely commercial 

Et.Ct.ivi tic?.S .: -- .J.. -· .LU l,l.l some import substitution 

manuf acturing 75 

During this earlj period, public polie.y and private 

foreign investment policy promoted investments in the 

extractive industries and distributive trade as against 

manuf acturing industries. Invariably, the country had to 

Kilby, Peter, 
N:igeria 1 1945 

Industrialisation in 
1 n f~ C 
.L ;-,uu, Cambridge 

·Cambridge, 1 ("\ t:! t:! 
.L :? U lJ • 
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an OpP.n. ·Ec.onomy: 
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specialize in the production of raw materials while the 

metrolopolitan country - Brit.Ft.in served as a supplier of 

manufactured goods. As 

unfortunate pattern of 

noted by 

invest.ment 

76 Uzoaga , 

prornoted 

this 

a 

specialisation based on a static scheme of comparative 

advantage which rliverted the Nigerian economy into 

a.ctivities that. offered litt.le or no opportuni t.y for 

technical progress. 

The earliest manufacturing that were established by 

the for~ign trading companies as well as a handful - .L' 
U.L 

other international firms that hitherto had no direct 

links wi th the Nigerian market but which came to the 

country during or shortly after thA second wor1d war, · 

were concentrated on the production of light industrial 

comnlûdi ties such as detergents, soft drinks, 1eather 

works, textiles and 7? confectionery among other mL
J.IJe 

concentration of pi.oneer industries in Nigeria on light. 

industrial sector had serJ.ous implications. It 

occasioned the neglect of new research as the technology 

production of the consumer goods ..:... L. -- --
\.,JJ t:: .v 

were processing ha.cl already been standardised. Most 

companies only import.ed 'whole hug' the ir production 

Uzoaga, Okefie W., Money and Banking in 
Dl··----~'o-- n .. 1...,,sJ-e··-- (Fon\ 1"--ug-- ]" 0 1 meu,!,'J_ u r.uu.J..L .1_.r:,; r.J .wu u, .~o , 

Nigeria, 
p.11. 

Fourth 

Olukoshi, Adebayo, "The Performance of Nigerian Industry 
under the Structural Adjustment Programme: A Critical 
Assessment" in Olukoshi ( ed) "Crisis and i\.d iustment in 
the N:i.gerian Economy," JAD Publishers Ltd., Lagos, 1981. 
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10 

techniques from their parent companies in Europe. This 
on 

way, as noted by Bangura' 0
, the companies were not only 

abl,?. .,_ -
L,U beat the tariffs walls instituted by the state 

but aiso take advantage 

provided by the government 

- .I' Ul. 

.,_ -t .. u 

various 

inc.rea.se the 

industrial development in the country. 

inc.entives 

spitt.e - .!' UL 

Another feature of early fac.tories established in 

Nigeria was their hi.gh relia:nce on foreign inputs in 

order to produce as the primary commocl i ties that were 

produced in the country were only those needed by the 

industries of industrialized countries. Indeed, this 

constjtuted the earliest form of distortion in the 

Nigerian industrial sector which continued even after the 

attainment of independence. 

3.3 Nigeria' s TndustriFt.l Development Strategy after 

Independence 

The attainment of independence and the realisation 

of the role of industries in economic development led to 

the shifting of manufacturing industries from periphery 

of the country's growth mechanism ta a prominent position 

in development process. Indeed, sequel to the 

adoption of the mixed economy philosophy at independence 

in which the public sector plays a major role as an 

Bangura, Yusuf, 
Industrialisation 

tstructural Adjustment 
in Nïgeria' ( Mimeo), 1987, 

64 

and De
PP, 2-5, 
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engine •• .C' 
Ul. growth, various governments in Nigeria 

heavily invested in production, distribution and other 

essential ~e1.vlces, The iationale for direct government 

intervention is pred~cated on the need to provide basic 

infrastructures such as roads, seaports, 

1.1 ail\VF.tJïS a11.cl }1ea,iy~ iïïc1,j_st.ri..es tl-1:-1.t. are oft .. ei1. shllïï11ecl b·y 

the priva.te investors not. only for t.he:ir high muuey 

outlays but for the i. r- long gestation period. 

infrastructures are necessary ta serve as springboard for 

the development - ·" U.l such industries as iron and steels, 

petrochernicaJ.s and serv1.ces a.s communication systems. 

In addition, the various distortions which permeate 

the economies of the less deve].oped countries make ! .L 
.L L, 

inevitable for government to introduce strict economic 

regulation, control and moni.toring in order to protect 

industries and to ensure that the - - . -- .-, ·'- ~ !).r L v r-;;., 1.,e sect.or 

ac.tivi ties fa.11 wi thin the provi·sion of the guideU.nes c,f 

the devPlopment plans. 

The Federal center assumed a stronger position 

relative to the regions in the 1970s under the military 

rule. And sequel to the creation of more states which 

precipitated changes in the system of federal revenue 

allocation, the distributable pool at the center was 

enlarged. Likewise, the increased importance of oil as 

a source of reveuu.e served to ensure the Etbsolute 

dominance of federal expenditure. Government apart from 
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on 
l;J 

80 

81 

participating directly in industry through state 

corporations and companies (oil production exploration, 

refining and marketing, iron and steel and others) also 

has ownership shares in many financial institutions79 , 

Between 1970 and 1978 alone, total Fl~dera.l government 

expenditure on industry amounted to N2, 286. 6 million wi th 

oil industry accounting for the larges share of Nl,321.1 

. , , . 80 
lîtl..L..L~LÜi1. This when considered a.long wi th indirect 

forms of investment through industrial development banks 

such as Nigeria.n Industria.l Development Bank and Nigerian 

Bank for Commerce and I~dustry as well as the state level 

investment corporations dernonstrate the dominance of 

public investment in industry over priva.te investment. 

Rowever, in spi te of the increased government direct 

participation in industry, the predominance of foreigners 

in industrial acti vities in the country was evident. 

of course, led to the promulgation of the 
fi 1 

indigeni sat:i.on decree in 19 72 ( amended in 19 7 7) 01
, In 

a nutshell, the d,":?.cree a.ttempted to involve Nigerians in 

For details of the ownership structure of Nigerian Banks 
as at December 1985, one may consult the Research and 
Data Services Ltd. 1985/86 Banking Almanac, Lagos 1986 

Forest, Tom, Recent Development in Nigerian 
Industrialisation, in Martin Fransmah (ed) Industrv and 
Accumulation in Africa, Heinemann London, 1982, p. 329. 

For deta:i..ls of this indigenisation decr·ee· one may con.suJ.t 
Federal Mi.litary Government Official Gazette, vol. 61, 
No.13, 26th March 1974, NEPD (Amendement No.2, Dec.ree 
1974). 
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the ownership, Cül1t1:c1l and management of certain 

enterprises so as to maximize local retention of profits, 

increase the net industrial contribution to the national 

economy and avoid unnecessary socio-poli tica.l problems of 

absentee control of the nation's industrial sector. As 

such, the decree reserved exclusively for Nigerians 

certain types of businesses such as entertainment and 

media activities, garments, bricks and bread while some 

otbers could be jointly ownP.d by both Nigerians and 
!li') 

foreigners in ratio 40 to 60 equity shares 0
~. 

Essentially, as noted by 
go 

Forest; , a significant 

feature of the decree was that higher technology areas 

were reserved for fore ign 1..•w11c:J·:::;h_i_p, though there were 

exceptions. These exceptions could be found in 

commercial ae:tivities of the old meJ~cantile moncfpolies 

which were specifically exempted from full Nigerian 

ownership and simply extended Nigerian participation from 

40 per t.o 60 per c.ent. T .! 1- ~- - - .! - -
lJ .L &t::, W 1-,:,; e , 

enterprises like tobac.co, 

c,;:;rtain. older 

t.e::-rt.i.les and 

phFLrrnac.t=:ntic1:tl rema·i.ned wi th a majori ty foreign interest. 

In aJ.J. e:i ght-one companies went public with shar.=;s valued 

Ho\•lever, under the 1977 decree, all enterprises were 
covered by three schedules covering full, majority and 
minority Nigerian ownersnip. Schedule I contained 
enterprises reserved exclusively for Nigerians. Schedule 
II involved enterprises with at least 60 per cent 
Nigerian participation while schedule III contained 
enterprises with at least 40 per cent Nigerian 
participation. 
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at N2. 4 million, while another N117 million worth of 

- ·- ~ • ..L. -- - - - J_ ..... ,..., ~- .I'!' #~ -"" -, _J - ....... • - - .i.. - __ 8 J ey_l.,1].t,,v wèt.S L,lèt.11SJ.e1..teu p1.J.Vu1..ely , 

Within the framework of the provision of -'- l ... -1,.ue 1977 

indigenisation decree and as a means of coordinating the 

various industrial development policies, guideline and 

strategies enshrined i.n the various budget speeches and 

deve lopment plans, th,3 fi rst indus trial pol icy in Nigeria 

was la.unched in l 980. The polie.y clearly articulated 

government uneasiness o·ver the 

industrialisation in the country and .... -t,U 

poor state of 

ameliorate this, 

it stipulated that all proposal for the establishment of 

industries in the country had to reflect the following: 

1. The maximisa.t :Lon of value-added through (a) 

utilisation 
_.P. , ___ , 
t.J J. J. t) t.~. <.'.1, .1. resources ( b) agro-based 

industries ( C ) linkages ( .1 \ 
l. u' backward 

i:ntPgration ( -- \ 
1. e .1 manpower development ! _c, \ 

\ l ., 

technological development. 

2. Research and development; 

3. Employment generation; 

,: 
':t. Steady growth 

self reliance; 

- 1' u J. t.echnological 1ttaterial 

5. Promotion of export-oriented industries, and; 

r. 
l_).' San1-1si, ~J. 

(mimeo) Lagos, 
Reflections on the indigenisation 

1979. 
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P,, I·-a'·-~t·rn!-1 ..J!=-e·nsn·,84 ~ II U"" J. cl. .J.. U J. ,,,_ p .L . cl. .J.. , 

In addition to the previous package of incentives-

that have been given to the industrialists since 1970s 

new ones w,ere added among which were i.ncentives for 

pioneer industries; accelerated Deprec1.ation of capital 

Investments, Customs Drawback Regulation, Graduated 

Excise tax and aJlowance for research and development. 

Over all, the main industrial development strRtegy of the 

l\figerian government has, since independence, been that. of 

import substitution. 

3.4 Analysis of the Performance of Industrial 

Sector Before SAP 

The1:-ie are vnr.i.uU;:,; measures of industry's 

performance. These include the value-idded, the level of 

emp loyment generat.ed and the percentage of nsed inputs 

generated local.ly, among others. In terms - .c 
U.L 

contribution to .J,... L. -
C,lte Gross Domestic Product ( GDP), the 

manufacturing sector performed onl.y fairly between 1960 

and 1983. Its contribution to the GDP moved frorn 4. 8 per 

cent in 1960 to 5.4 percent in 1983 (see table 3.1). ., 
.1-!. 

critical look at manufacturing sector's contribution to 

the GDP (as obtained in table 3.1) shows a rather 

ins ign if icFtnt eff ects 

Fecleral Ministry of 
Pol icy and Strategy: 
Printers Nigeria Ltd., 

when 

Tndustr i.,'°!s: 
Guidelines 
1980, p.9. 
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percentage share that obtains in most industrialized 

c6untries (see table 3.2). 

The index of manufacturing hA,s shc,wn fluc.tur-iting 

growth rates since 1963. The average annual growth over 

the periods 1963 - 67, 1967 - ,., ri 

1 t:,' 1972 - 78 and 1978 - 85 

were 13.6, 10.2, 13.3 and 9.8 percent respectively. The 

trend of growth in the manufacturing index is shown in 

table 3. 3. The smaller figure\ for 1967 72 can be 

explained in terms of the Nigerian civil war which 

disrupted industrial productive capacity in some areas of 

the country while that :for the period 1978 - 85 could be 

accounted for by the effects of the reduction in 

government spending and in bank credtt precipitated by 

the fall in oil revepues following the severe economic 

recession experience during this period. 

On the pattern of value-added growth rate ( see table 

3.4), the intermediate and capital goods industrial 

enterprises showed Ji() remarkable contribution rather only 

the consumer goods industries have consistent).y wi tnessed 

increase value-added. For the period 1965-83, the value-

added contribution of capital good industries decline 

from 12 per cent in 1965 to 6 per cent in 1975 but 

increased to per ------L , .. :euL- in 1983 while that of the 

consumer goods increased from 61 per cent in through 

66 percent in 1970, 65 percent in.1975 and 56.4 per 

cent in 1983. The increased value-added in the capital 
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f7 1 
1 .L 

Table J.l 

Value of GDF, Manufacturing and Fercentage of Manufacturing 

\TD t, n 
1 J:',J-\.f"I, 

1960 

1965 

1980 

1 no 1 
.1;, 0 .1 

1983 

S01..trc.es: 

in 

,""'l'ï\T"", 
UJ.Jr 

Nm 

f) f') ,1 rJ ") 
W , .W '-t I • .J 

3,110.0 

7,203 0 

21,475 1 

.1 ') n o n n 
'i: •.J ' Li()\.) • c.:a 

,: C f'lf""J--; A 
'-t (J ' .-; ,:.J .L • \.) 

I'. r.! ~ f'7 r; n 
'-!·U, Ut L.J, 0 

MANUFACTURIJ'JG 
Nm 

107. n 

214.6 

') -t f"} " .J .1. •) • \.) 

1,170.4 

2, 3 fi4. 4 

2,647.5 

2,647. f. 

~~ C1F 
MANUFACTURING 

IN GDF 

4.8 

6.9 

4.3 

h r:: .. , . u 

r:: ,1 
ô_). '-:t 

f:> 1 u • .1 

tJ. G 

I \ 

i. a) World Rank Tables (3rd Edition), 
(.Tol-iiî Ho:pkir1s TJ11i·versi.t:y- Pi-~ess, 
pp. 134-135 .. 

'tT-1 1 ":f"I() 
V U..L"' .l 1 .1. 00 

Baltimore 

( b) Structure of the Nigerian 
et. al., 1979, pp. 6-7. 

Economy Olaloku 

(c) Structure of Production in World Development 
reports, (Various Issues), World Bank 
publication. 
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Table 

Nigeria Comnared with 6 Industrialized Capitalist Countries: The 
Percentage-Share of Key Sectors in GDF, 1960 and 1983 

tjo1.lïït.ries 

îJ. S. A 

U.K 

,v . Ge ~c1ni::-1.I1 ""S'-

Canada 

lJa,p::ir1 

Sweden 

Nigeria 

f~OTE: 

Scn1T'C.e: 

Industry Manufac.turing Agriculture Sercices 
01 -1- -- GDP 01 to r<nn 0/ -1- - ,-..T\n 0/ to GDP /O LU /o 1._;ur /O LU u-ur /o 

1960 ' ('\ () ') 1960 1983 1960 1983 1960 198.3 i ::JO•J 

') () 
') " 29 "' ,1 " 58 66 .) () ,_)é., é.,J_ '± é., 

A ') 
') " ') " 18 4 2 h ') 66 "t ~, .)é., vc.. ,J .J 

::: " ,1 C 40 36 C 2 41 ::: ,.., 
;J ,) '± u u ;,_1 CJ 

34 "('\ 23 16 ( C ') GO 68 é.,::J u ,> 

45 
,, ,.., 'I A 30 ]_ 3 4 42 55 '± é., ,) '± 

40 ') ~ " ,.., "" 
,.., ') h ') r-.~ 

,_)j_ é., 1 é.,é., 1 v ,J .. J uu 

' . ') A 5 5 C "l 26 26 40 il ,_) '± lJ ,) 

Averages of all countries are rounded up. 

World Development Report, 1980 and 1985 1 Issues 
(World Bank Publication). 
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l..T.!,..., ___ .!_. 
1~ J.. }.!.er J_ï::1~ .. Tïîc:1e:;( 

.., ') 
{ ,_1 

m-'L. ·1 _ r:i ") 
.!CLU..Le d.,J 

of Manufacturing ·""··..!.- .. ..!. \.JU l_,UI.J_ l...," 

SomP Selected Years 

Yer-i1-. Index 

1 r, C ') l,r\ f"1 
.L ;:J u ._, '-±1..1 . 1 

1 ("",CC: t::: ') ..., 
.L ::J '} ,.) ;_),.) t:., 

1 ncr, 60 f"1 
.1.. ;:, l,J 1 1 

1 ("\ :~ ('\ ,., (\ n 
J. ::;u.;;, 1 •J 0 

1 f'I f7 1 (\ /, .''\ 
..l.. ;:, 1 .L ;:, '± . \} 
1 f".,,.,.f") J.00 0 J_ ;:, r c., 

"': nr,;:: 1 /, 7 f"1 
.L ;:, 1 ,J .I.'-± . 1 

1 f'\'7'7 (',') t::: 
.L .;;, / 1 .L.;;, ,.J . ,) 
1 f'lf7f'I ') <) f"1 5 .L ;:, 1 .;;, ~, c., 1 

1 r-. n 1 3 f'I A 9 .L .-:; 0 .L • .;;1'--i . 
1983 ') 1 ('. f'I 

•. J .1. ,"7 1..1 

1 ('.() t::: ') ') A n 
J_ ::JO,.) .Jo..)'+. 0 

,\ ·- ·- .. - 1 
fi!l!lUi:1.L 

n _ ·-1-
Di:t!!K of - \ 

= 100: 

,. 
,/ 
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Statement of Account 
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Table 3.4 

Establishment, Value-added and Employment Structure in Nigeria manufacturing 
Group 1965, 70 75 and 83 

1965 1970 
Industry 

Establishment Value-added Employment Establishment Value-added Employment 
Group · 

Total As a Total As a Total As a Total As a Total As a Total As a 
No 9,-

0 of N % of No % of No % of N % of No 9,-
0 of 

Total m Total Employ labo Total m Total Emplo Labo 
ed ur yed ur 

force force 

Consumer 411 53 105.5 56.4 116649 0.2 413 60 261 66 92394 0.35 
goods 

Interme-
diate 
good 326 42 46 26.6 35867 0.1 252 37 126 32 34335 0.13 

Capital 
goods 39 5 21 17 2155 0.06 23 3 7.24 2 2393 0.0 
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.Table 3 . 4 ( Contd. ) 

1975 1983 
Industry 

Establishment Value-added ·Employment Establishment Value-added Employment 
Group 

Total 
No 

Consumer 
goods 847 

Inter-me-
diate 
goods 406 

Capital 
goods 37 

Source: 

! 
i 

Total Total 
1 

Total Total Total As As a As a iAs .. a As a As a a 
9- of N 9- of No ,.% of No 9- of N 9- of No 9- of 0 0 

Employllabo 
0 0 0 

Total m Total Total m Total Employ Labo 
ed I ur ed ur 

ltorce orce 
_J___. 

1 

1 

66 776 65 1736391 0.59 1417 67. 09; 2947 56.4 157742 0.52 

1 

31 339 28.6 32835 .0 .11 631 29.88 1389 26.6 48535 0 .16 · 

3 70 5.9 37769 0.13 69 3.03 888 17.0 27301 0.09 

See Fabayo, A. , Two Decades of Import Substitution Industrialisation in 
Nigeria - stocktaing, the Social Review, vo. 6, No 1 and 2, 1988, p. 42. 

FOS, Annual Abstract of Statistics, ~arious Years. 
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86 

good industries from 1983 .... -L,U 1985 can be attributed to 

the· increased government efforts at. developing 

capital goods ·industries through the establishment - .r, l.11. the 

rolling mills and iron and steel industries. 

Apart from the anticipitated increased value-added, 

the iïn-pc,rt substitution strategy· for industrial 

development in Nigeria is expected to lead to increase 

employment. This is premised on the view that domestic 

production of importable . can have various effects on 

employment .generation depending on degree of 

interdependence within 8'1 the economy · . These·effect.s can 

be direct employm,;=,nt eff er.t., linkage .-=,ffect and 

mul t::i.pJ. ier n .r, .L. 86 
eI1-eCL,, 

An examination of table 3.5 shows that the ru1mber of 

people in the direct wage employment (which is used as a 

\ proxy for all other effect because of data limitation) of 

manufacturing enterprises employing 10 or more, increased 

from 57,960 in 1962 to 244,242 in 1975 but decreased to 

233.,578 in 1983 with the consumer good sector acc~unt::i.ng 

f c11..., th,3 largest. sl1are. The share of consumer goods 

seçtor in the total industrial ewplu,.vmeHt increased from 

Meier, 
SU1:)St.itu.tion e 

" L'I$, 

Note 
Development', Meier 

'Industrialisation via .Lmpu1-· i .. 
in leading issues in Economie; 

(ed.), Oxford University Press, 
Fourth Edit::ion, 1984, p. 388. 

For all full discussion 6f these effects see Fabayo A., 
"Two Decade of Import Substitution Industrialisation in 
Nigeria Stocktaking'', Ife Social Science Review, vol. 
6, Nos. 1 & 2, ]983, p.45. 
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1. Total 
Registration 

a. Old Registration 
b. Fresh 

Registration 

c.Re-Registration 

2 . Vacancies 
Declare 

3 . Placements 

4. Ratio of 
Registered Job 
Seekers to Job 
Openings. 

5. Placement as a 
Proportion of 
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Table 3.6 

Registered Unem2lovment and Vacancies 
(Lower Grade Workers) 

1982 1983 1984 %Change Between 
.1 2 3 1&2 2&3 

106,496 112,588 120,945 5.7 7.4 

15,688 25,131 30,670 60.2 22.0 

59,259 55,339 50,108 -6.6 -9.5 

31,549 32,118 40,167 1. 8 25.1 

19,943 18,310 14,612 -8.2 -20.2 

8,276 7,394 3,865 -10.7 -47.7 

1:5 1:6 1:8 

Registere Unemployed 1:8 6:6 3:2 

Source: Federal Ministry of Labour, Employment 
and Productivity, La~os. 

CODESRIA
 - L

IB
RARY



54 percent in 1962 to 71 percent in 1975 b~t declined 

to 67.5 pr cent in 1983 (calculated from table 3.4). The 

high demand for consumer goods and its labour intensive 

nature justi fy i ts dominance in tenns of employment 

Indeed, this employment generation capacity of the 

industrial sector when viewed critically is rather 

insignificant as shown by the percent.age 1ncrease over 

the years ( see table 3. 5) . In fact, i t bas suffered 

serions reversa! since 1978 (see table 3.5). 

The number of people in direct wage employrnent which 

was 334,440 in 1977 declined to 305,495 in 1978 and 

233,578 in 1983 as a result of retrenchment. This was 

caused by the mild ec.onomic recession of 1978 which 

became intensified since the last quarter of '1 {"\ () t'\ 
J.::-JO\.I• 

rate of unemployment st.arted moving up as oil revenue 

faltered and government expenditure and bank credit 

reduced thereby precipitating loll in indnstr-Lal growth. 

The decrease in industrial capacity utilisation level led 

to mass unemployment problem. This is corroborated by 

the data shown in table 3.6 below, where the number of 

registered nnemployed among lower grade worker-s 

jncreased from 106,496 jn_ 1982 ta 112,588 and 120,945 in 

1983 and 1984 respectively. These represented 5.7 per 

from 1982 .J.. -
l,U 1983 and 7. 4 per cent change 

between 1983 and 1984. The ratio of job seekers to job-
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openings increased frorn 1:5 in 1982 to 1:6 in 1983 and to 

1:8 in 1984. The same situation have been recorded for 

the higher grade workers. The rate of graduate 

unemployment since 1982 has been alarming. 

·'p- -~.._ .c~-1- t 1..:e 1-\ i:".1, 1. l, J. .l LJ Il 11 . effects of the economic recession, 

lack of coordination the population growth rate, 

manpower development and the rate of industrial expansion 

also explain the phenomenal increase in the level of 

unemployment in Nigeria. 

The insignificant proportion of industrial 

employment in the total labour force in Nigeria has its 

origin in the adoption of capital intensive production 

technique whi.ch offers limited scope for capital - labour 

substitution. The adoption of the technique results from 

the imperfection in the factor market which culminates in 

high ratio of the price of labour relative to that of 

capital thereby discouraging the use of labour. Others 

are the influence of government policies such as low 

interest rate, overvalued exchange rate 1 low import 

duties which tend to encourage import of capit~l 

equipment and components. 

In terms of local production of industrial products 

there seems to be little progressas indicated in table 

3. 3. The index of manufa.cturing production between 1970-

1983 with 1972 as the base increased on the average by 

180 percent. Significant increases were recorded in the 

(')("\ ou. 
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production of such items as soft drinks, paints allied 

products, soap and detergents. However, increased index 

of .manufacturing production should not veil an important 

issue namely, that import substitution brought in its 

wake a rise in the importation of raw materials, 

machinery, equipment, spare parts and accessories (see 

table 3.7). 

Table 3.7 

Imports by Major Groups % Selected Years 

Total Consumer 
Goods 

Capital Goods/ 
R.a,v Materials 

Capital 

Raw Material 

Miscella.neous 

Sour·ce: 

1960 1965 1970 1974 1980 1984 1985 

61 .o 4i:: ') () ') 29.2 I"') f"\ C 37.0 ') ') 1 
,) t'.JO •..) • .,J::;t. u ,:,,,:,, . .1.: 

') (\ 55 68.7 ,., ("\ () G0.3 ô1 (\ 76.3 ,) :J· ' \.) . '-' 1) .L ... ;:, 

') ') ') 1 37. 7 37.2 ') i:: i=: 22.2 34.9 LJ,:,, ,J .L ,J '-1 .. \..J 

1 ,., 'l A 31 ') ') 2fi. 8 () (\ ,., ,, 1 (\ 

L r t::,"t ,) ,) ,u ::J • 1 '-1:L . ;:, 
') i=: 0.6 ("\ 1. 1 1 1 . 6 •. ..) • \.1 1..1. .L .L J . 

Central Bank of Nigeria Annual Reports and 
"t-t--=-·--'- _ _,, ·'·-~01··--'- (~ 7a·1 i' -11- I·-s1·es\ ,:i ,tl .. e11HJl1 L, LI l t-H.:-c. .l.!! ·~ V~ ,l. LI. b b • .l. ... _I , 

n• 
0 J. 
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As shown in table 3.7 the percentage of raw 

materials and capital goods in total imports has 

consistently been on the increase since 1960. It 

increased from 39 percent in 1960 to 76.3 per cents in 

1985. The increased share of raw material and capital 

goods show~ high dependency nature of Nigerian 

manufacturing industries on imported materials which by 

implication means little or no local sourcing of raw 

materials. The effects of this high and increasing 

dependence on imported raw materials and capital goods 

has manifested in high production costs and drains on our 

foreign exchange over the years. 

The role of import substitut ion strategy in the 

development of local technology has been minimal, The 

imported technology of manufacturing firms has failed to 

uplift and transform the domestic technology. As 

succinctly put 1- --u.v 
86 Fabayo . 

It is sad to note that after two decades of 
ISI t::Aperimeut Nigeria is not yet in a 
posi tian to generate a local or indigenous 
techno]ogy capacity that can produce ordinary 
pins, or the simplest chemical for food 
preservation. In the instance when the pins 
or chemical have been produced in the domestic 
economy, the plant and equipment used in their 
production processes hP.1.ve been designed a.nd 
manufactured abroad. 

The failure of ISI in terms of local technology 

devel.opment could be attributed to bath external and 
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domestic factors. The external factors relate to the 

unwillingness on the part of advanced countries to 

transfer their technology for selfish interest. 

domestic constraint include limited stnte of the 

m,_ -
1 .ue 

art 

which constrained ..:.. 1 .• ~
L, l le capacity to irnported 

technologiP.s to suit domestic con.di tian and requirern,::ents. 

Pr. br. ___ 8t, As noted by ~~ ~yu , this limited state of the art in 

Nigeria is attested to by the acute shortage - .L> U.l sc.ience 

Etlïcl t.ect1r1ic.,1.l ma.npower - - ..J (..1,J.lU the limited research 

development activities in the country. 

m,_ - , 
L JJ.e indu.st.rial sector wr-is a.ble t.() survive in 

and 

the 

1970s in spite of general low performance and distortions 

because of huge revenue form oil. However, this was not 

the case in the 1980s when the international oil' price 

and thus Nigeria' s oil revenue fell drast.J.cally. The 

decreased revenues from oil in the face of high imports 

precipitat.ed serious balance of payment disequilibrium. 

Similarly, public finances were thrown in.te disarray with 

government accunmlating high and growing budget deficit. 

The immediate impact on the industry was the colJ.apse of 

mFtny fa.ctories in the face of an acute shorthge of 

inputs, parti.crnlarly sp.-:-l,re parts and raw materials. m1_ ·
.l lJe 

few industries that survived, produced at. low capaci ty 

utilisation l ·- -- - l J__eveJ .• turnover and value-added 

carne under considerable straJ.n and many wu L·keL·;:-:; were 

ret:cenched. 

() ') 
0 ,) 
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87 

As a resu]t of the widespread collapse of factories 

and also because - .c UI. the shortage of foreign e};:cl1a.iïge 

which ~ade it difficult ta import varjous items, an acute 

short.age of tl1e consumer goods developed i:n Nigeria 

especialJ.y since 1 ('\ () ") 
.!_ ~.., 0 o,.) 0 The net effect of this is high 

prices o:f commodi ti.es in the economy as demand far 

exceeded suppl y. Other sec tors such as agriculture, 

construction and building as well as service were equally 

ser i ousl:v a.f f ec~t.ed .. The econo:my was ridden wi th high 

'-'---'- ···- __ _87 Cleu, .. bu1.·de.11 , Nigeria's debt service ratio moved from 

8.9 percent in 1982 to 30.8 perc~nt in 1985 (see table 

ri n \ ,.) . 0.,. Qui te clearly, the country' s economy was in 

serious problems and ihe industrial sector in particular 

WEtS bedeviled with distortions and crises which 

necessitated an adjustment programme. 

For details on the origins, dimension and self-generating 
mec.hanism of the Nigeria' s external debt, see Akinlo, 
E.A. "Nigeria's Debt.:, Structural Adjustment and Growth", 
National Conference on Debt, Financial and Economie 
Stabil i ty and Public. Pol ic.y, Bendel State uni vers i ty 

·Ekpoma, Nigeria, 1991. 
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Table 3.8 

NiEeria's Debt Service Ratio, 1960 - 1985 

"t[eE1..I-. 1960 19(31 1964 19G7 1 ri C n 
.l. ::,uo 

De t,t. R~1.t. i o l . l 2.7 r, . n " "1 ,) • f 
"1 () 
{. C:i 4.4 4 

.., . / 

ï ea.r 

Y ... ea.r 

1969 

,1 I',. 
'f:. \_I 

-1 ri. '7 () 
J ;;:J, 0 

1 () 
L • '-' 

1970 1 f'\ fi "1 
.L;:, 1 .L 

3 • f, 

1979 

l.5 

() .., 
L, • •. J 

"1 ('\0{"\ 
.100\.J 

1 /\ 
t ' ,'7 

1 (\ r"i ') 
.L .::, / • ) 

1 (), () ·1 
.L ::JO J.. 

i A 
.!.. f '-! 

1974 

{\ c:: 
\_1 t :.., 

{\ c:: 
;:, . ,) 

197:) 

0. 7 

·1 ('\ (} ') 
.l ;:J('),_l 

1 ~ r:: 
J_ { • ~) 

1 r\'ï"C 1 nl"'1r, 
.l .:; f U .L .":J r f 

..., .., 
LJ •• _l 

1 rr. 0 ,1 
.LùO'-!: 

25.0 

n o 
\.) f 0 

1985 

:rn. B 

Sotirces: Fecler8,l ()ffice of StEtt.ist.ic.s: A.bst..j:a,ct. of 
Statistics, Various Years. 

CBN, Annual Reports, Various Years. 

Wç:,1~1ct Ba.,nk, Worlcl [ie-v-elc)piner1t R.e:port.s 1981-1986, 
I SSll8S. 
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The Nigerian Adjustment Programme July 

1986-1988 

The Nigeria' s a.djustment programme is a recovery 

programme designed in July 1986 to eliminate the various 

distortions and crises that engulfed the economy and the 

industrial sector in particular. 

Ob.i ecti ves - .c 
U.L Nigeria's 

Adjustment Proramme (SAP) 

Structural 

As officially spel t out by the government, the 

objective of structural adjustment programme include: 

J_. to restructure and di ver si fy the produc.tive 

base of the economy in order to redu.ce 

dependence on the oil sector and on imports; 

ii. to achieve fiscal and balance of payments 

iii. 

iv. 

viability over the period; 

lay the basis for· sust.ainable non-

inflationary or minimal inflationa.ry growth; 

and 

.,_ -
L,l...J reduce dominance of unproductive 

investments in the public sector, improve that 

sec tors' s eff iciency and enhance the growth 

potential of the private sector. 

And wi th respect to the indus trial sector, the 

objectives of structural adjustment programme are as 

follows: 
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1.. encouraging the accelerated development and 

use of local raw materials Eind intermediate 

input rather than depend on imported ones; 

l ]_. developments and utilisation - .a 
U.L local 

technology; 

iii. maximising growth in value-added of 

manufacturing production; 

iv. promoting export - oriented industries; 

v. generating employment through 

encouragement of private sector small 

medium scale industries; 

J._ ,_ -

L, u e. 

- -- -1 i::lllCt 

vi. removing bottlenecks and constraints that 

hamper development including 

infrastructural, manpower and administrative 

deficiencies; and 

vii. liberalising c.ontrols to facili tate greater 

indigenous and foreign investment. 

In pursuit of the objectives above the main elements 

of the adjustment programme are: 

i, Strengthening of demand management policies; 

ii. adoption of measures to stimulate domestic 

.l l ~L. 

production and broaden the supply base of the 

economy; 

adoption 

through 

- .a 
U.L 

the 

a realistic exchange 

establishment - .r, UJ. a 

rate pal icy 

Tier 

Foreign Exchange Market (SFEM) now Interbank 

Of"! o., 
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Foreign Exchange Market (IFEM). 

rationalisation and restructuring of 

tarrif regime in or-der to aid the ~~owuLiun 

industrial diversification; 

-'- L --1_.JJ e 

- .t"' 
UJ_ 

v. Prc,gressive trade and i-,ay,H,::,üi .. ~ liberalisr::1,tion; 

\l J. • I 1 ed1.1.c t i Oîj () f ~u1u1:•J_ eA. Ctdrnin i s t ra,t i -v-e c1.0îi t ro 1 s 

viij 

and fostering reliance on market forces; 

adoption of appropriate prj_cing policies for 

rationalisation and commercialisation or 

pri-,latisE1.,tiorL fo1""" pu.blic sec.tor - -- -1-. - -- -- • -- - ·-1::' l l L, l::' J." J:J l" L hl:":' o. 

The surnnïaI'~ ... of objectives bath final 8,iîd 

i_ r1te1 ... 1ne1i iat . .-3 and 

Nigeria's structural 

in table 3.9 below. 
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Ta.t,le. ·~ n .. , • .::J 

.A..rea. Final Intermediate Objective Pol1cy Instruments 
Objectives 

Trade Reduc.e 
Balance 

of 
Payments 
deficit 

Increase export by 
increasing relative 
export prices to 
suppliers, as well 
as by improving 
supporting services 
by the government 

Diversify exports 

Dec.I'ease import 
reform tariff and 

Decrease import reform 
tariff and import 
licensing regime 

no 0, .. 

Achievement of 
realistic. exchange 
rate through the 
the second tier 
foreign exchange 
market (SFEM) now 
IFEt,f. 

Improvement in the 
mechanism for 
determining 
agricultural 

producer price and 
reversed of 
historie.al 
discrimination in 
favour of prie.es 
for self
sufficiency crops 

such as maize, rice 
and garri. 

Increase public 
investment and 

recurrent budgetary 
supports of 
agricultural 
research of 
agricultural 
resrarch and 

extension services. 

Encourage 
a.c.cele1.,E1,ted 
production on 
livestock and 

forestryindustries 
and agro 
industries. 

Encourage 
investment in and 
utilisation of 

domestic resources. 
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.Area 

Tade 

Fir1al 
Ohjectives 

Reduced Balance 
of Payment 
deficit 

"n. :1V 

Table 3.9 (Contd.) 

Intermediate 
Objectives 

Increase export by 
increasing relative 
ex:port IJric;es t.(J 

suppliers, as well 
as by improving 
supporting services 
by the government 

Diversify Exports 

Decreases import 
reform tarriff and 
import licensing 
regime 

Policy Instruments 

Achievement of 
realistic exchange 
rate through the 

second tier foreign 
exchange market 
(SFEM) now IFEM. 

Improvement in the 
mechanism for 
determining 
agric.ul tu1--tï,l 
producer price and 
1:e,.reI'sed of 
}1j. s t.c,y~ i ca,l 
discriminait.on in 
f avour of prie.es for 
self-sufficiency 
crops such as maize, 
r·ic.e a .. r1d gaT·1--;i, 

Increase public. 
irt·vestn1erLt aI1d 
rec11rrent.budgetary 
supports of 
agricultnral 
reseEtl"lc.J-, ar1d 
extensionservices. 

Encourage 
E-tc.c.e ler::a tecl 
production of 
livestocks and 
forestryindustries 

and agro industries. 

Encourage investment 
in and utilisation 
CJf doïnest.ic 
resources. 
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Are a Final 
Objectives 

Price Reduce the 
Stabi the rate of 
lity inflation 

91 
Table 3.9 ( Contd.) 

Intermediate 
Objectives 

Reduce domestic 
demand by curbing 
monetary expansion 
through limiting 
central banks credit 
to public sectors 

r., __ 4-. ·- -~ 
.e,.,,-;_ L.e 1..· Prudent Iwpruve maturity 

nal 
Debt 

debt Management and source struc.ture 

Res- Increase private 
01irc.e a .. 1ïcl p11blic. 
Mobili investment 

_..c, ..J~-1-.L 
U J. CltU L, • 

Policy Instruments 

Reducepublic 
investment, ~eduGe 
the number of 
public projects, 
finance only the 

important projects. 
Introduce tax 
reforms. Ensure 
efficiency in tax 
adn1inist...ra.t,ior1. 

Limit employment in 
t.llt?. p1.-1blic. sec·tor. 

Try to reschedule 
debts. Limit 

commercial credits. 
\lerifi_c.atio1ï of a.11 

external debts. 

Ensure real 
positive interest 

rate through sati.on 
interest rate 
deregulat:Lon. 
Refc.;rni ca,pi t.stl 
market to attract 
financialsavings. 

Increase efficiency 
and revenue in the 
public sector. 
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"() ., ,!;, 

Table 3.9 1 Co---'- -1 ) 
'· _1 Il t..,\.l • 

Are a Final Intermediate 
Objectives 

Privatisation Increase the Increase the 
and or Comm- private share of 
ercialisation sector private 

Rfficie11cy 

participation investment 
in the 

TïLC.J~ease 
- .c .c .! - .! - -- - -·· e l .L .L l:, _!_ t:'l!C, jl 

in. :prod.uctio1î 
and investment 
bath :in publ:i c 
F.tiiCl p1:1i\tPtt.e 

sectr)1-:s. 

Recl1.1ce 
- -- - J... - ...... .1.. .! - ··-!:-' L"U 1,1:::1_;. L, _LU U 

on·domestic 
Sl'-tles. Ensu1-:e 
effic.:i.ency 1n 

econornic 
mangement. 

Policy Instruments 

Limit Central Bank 
credit to the public 
sector to avoid 
crowding out. 
Encourage the 

availability of medium 
t.erm c.I1 elii t t.o 

p1-.osr,ect.ive ir1ves·tors. 
Elimination of 
subsides to incul.cate 
the idea of self
sustained and self-

reliant development in 
e1ïterprices .. 
Management of 
Commercialized 
enterprises in order 
to become more cost 
conscious in thier 
ope1:a,t.i.oïîS tl1aïî 
L_.c __ _ 
ue .Lure , 

L:i.beralize trade, 
financial market and 
prices. Limit the 
scope and extent of 
of select.ive credit. 
Simplify adminstra
tion and procedure 
·t 11ro1J gl-1 ci ·vi 1 seI:,rice 

reforms. Reduce d:irect 
c.c,r1t.1.,ols, 1,1se polîr;y 
instruments rely on 
m<:ir=ket. f C)r·ces. 
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.A.rea. 

Agricul
tural and 
rurttl 
development 

Industrial 
J~ef ()rms 

() ,") 
;:1._1 

Ta.ble 3. S 1 .,.,·-n-"-d ) \ l.. . .tU L • 

Final 
Objectives 

Increase 
production 
and experts 
raise rural 
employment 
and i.:ncome, 
dl..:lJ -~ l:-~ V t::< 

~----· -··-~~1 re~ .LULli:L..L 

optimal crop 
pla.Ii t.a,t. :Ï. OI1S 

Improve 
J!e r f u L·t11èl,t!l_·.e 

of industries 
through 
increased 
growth. 
Enhance local 
sonrcing of 
mEt t.e r· i f.tl s . 
Eul.:uLlC1::1.1,;e 111ure 

effi.i..;.ier,t 1..1se 

Intermedia.te Policy Instruments 

Reduce Let the prie.es adjust 
subsidies to the trend value of 
and controls. world prie.es by 
Rely on market windning up the 
f orl;;es. 

Im:proved 
agricu l tural 
teclïï1o log~-. 

commodity boards. 
Gradually eliminating 

fertilizers subsidies. 
Removal of restriction 

on exports. 
Improvement in medium 
term planning and 

research capabilities. 
Estahilishment of 
Directorate of Food, 
Roads and rural 
i1ïfr·E1..structLlI'e. 
Introduction of more 
incentives Abolition 
of import duties on 
some agrjcultural 
inputs. 

Reform Introduce higher taxes 
industrial on luxury goods to 
incentives to discourage non-

increase essential c.onsumption 
efficiency. enhance access to 

foreign exchange by 
the industrialists 

through SFEH now IFEH. 

of capital and 
greater regional 
dispersion 

Amendment oÎ the 
Nigeria Enterprises 

promotion Decree 1977 
to encourage more 

foreign participation. 
privitisation and or 
commercialisation oÎ 
;:;ume Elu v erumeH i, 
r,aJ:astatals. 
Introduction of a dut.y 

draw-back - suspension 
scl1eme. 
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Area 

:i: u v e:::; t111e u i_. 

Incentives 

T:'I..! - - , 
J' .LJJ~.I. 

Table 

Objectives 

94 
.., n ... , . ;:, ( Cont.d. ) 

Interm.ediate 

Rationalisation Encourage 
of investment more indus-
incentive trial 
s:.,-stem ac"! t. i vit i es 

in the 
economy. 
Channel of 
inv~stuier1ts 
to industrii=tl 
subsectors 
where the 
country has 
a compara-
t~i ·ve 
aclvantage. 
Encourage 
more 
-- -·-, ·- ---- -- -- .J.. t:<lllp.1.Uj' 1111::<IJ L, 

and industry 
grow:i.th 
outside the 
ïn.a.j c,r ci. t ie s. 
Encourage 
Manufacturing 
for· e:x.po1-:ts. 

Policy Instruments 

Abolition of import 
duties on basic 
of industrial raw 
mtit.eri.a,ls. 
Simplification of 
prc,c.edïJ.re f c1r 
capital and dividend 
repartriation. 
Estahishrni;:,nt of 
Industrial Develop
ment coordination 
commi tJ t~ee ( rnc;c) 
Granting of tax 
:reliefs ar1d tax 
free dividends for 
some categories of 
companies for a 
specified number of 

-~rears. 
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3. 6 FeF.,,,tures - .c UJ. Nig:eria's Structural 

Adjustment Programme 

The key features of Nigeria's structural adjustment 

prc,gramme are wi th various policies formulated in the 

pru ~ :t'i".t11rn1e , These can L
UI::! grouped into rate 

polie.y, t~eade polie.y, investment incentives and 

industrial promotion polie.y, fiscal and monetary polie.y; 

and agricultural and rural development polie.y. 

') C 41 ,) • u • _l 

The main 

Exchange Rate Polie.y 

ex.change rate polie.y of Nigeria's 

structural-adjustment programme was the introduction of 

a second Tier Foreign Exchange Market .( IFEM ) 88 on .the 

29th St3ptember, 1986 to correct the over-valuation of the 

Naira exchange rate. This over-valuation of Naira was 

one - .c 
U.I. the f act .. ors identified by the guve .c 11rnt::.;n t as 

aggravating the price djstortjons 1n the economy. m1 ___ -
J. llU~, 

_the objective of SFEM now TFEM is to evolve a real i.::it.ic 

exc.hange ra.te for the Nai ra through the ope rat ion - .c 
Ul. 

market forces. This is expected to reduce the demand for 

foreign exchange to available supply and .L. __ 
L-U reduce 

The liberalisation of Foreign exc.hange Market (FEH) began 
as Second Tier Foreign Ex.change Market (SFEM) and 
metamorphosed into today' s InterBank Foreign Exc.hange 
Market ( IFEM) . 
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such a realistic _..._ - ~ -
1: tl \_. t::' 

.eliminate the distortions in all the major sectors of the 

'economy, reduced imports, st:i.mulate ex.ports I e.11L'<-•u1.'u.ge 

e f fic. j_ e 11 t import Ernbst i tut ion, dismantl..=; 

administrative controls and the import Jicensing system, 

attract a. higher volume of capital inflow and pave the 

way for a more self-reliant and sustainable growth. 

In determining the SFEM rate, varions approaches 

have been adopted. The Average of successfully Bid Rates 

was jetissioned on 9th October, 1986 for Marginal 

a,J;,proa.c.h. due .,_ -
L,U :i.ts inappropriateness. Likewise, ..L..L •• 

L.Ue 

unsatisfactory p8rformance of the marginal rate 1n 

fostering competence and professionalism in bidding 

prompted its ;::ep lacen;er1t Dntch ,'\ ~· - -1- .! - --1-1.Ul..' r •• ..LUI! 

1 n Cl f'7 
J ;70 I • Saon after the adoption c,f 

the bi-monthly bidding session, specifically 2nd july, 

J 987, the first and second tier rate converged thus 

metarmophosing into Foreign Exchange Market (FEM). 

TT----·-----
D.UWt::Vt::.I:, in an 

associated with FEM 

a.ttemr:,t .... -l.,U address ·'- 1.~ --
l., lJ.t:: :problems 

bybieili w~b re-organised. Bc,·tt.1 

the auction and the autonomous segments of the market 

merged resulting in trie new b;J'bte111 -· .~ 
Ul. Interbank 

Forejgn Exchange Market (IFEM). lTnder tJje s~rst.em, 

rate of exchange was determined on a daily basis 1n an 

interba.nk system under the supervision of the Central 

Bank of And in an ·- J... - --- • <"t1_.1_.eu1y 1.., .... --1..,u redu.c.e the need 
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on 
0,1 

nn 
:li/ 

for many small buyers and sellers of foreign exchange to 

go ta the parallel market led to the idea of bureaux de 

change which was operationalized on August, 1989. 

The central Bank of Nigeria is charged wi th .1..1_ -
L,llt:: 

funding of the market. However, this source is expected 

to be augmented overtime wi th flows from autonomous 

sources such as foreign currency domiciliary accounts and 

capital infJows from corporate and non-corporate bodies. 

In 1986, the sum of US $452 million was provided as loans 
nn 

lJ~.v- t.}1.e Ylo1:~ld Rar1k foT' ~,urF,c,se of fundi.ng SFEt•1°'1 
.. Al so , 

part of the foreign exchange in the Escrow accounts from 

the counter-trade deals have heen used to finance the 

market. 'I'he African Development Bank has equally offered 

loan to the Government for the funding of IFEM under the 

Export Stimulation Loan Project. In all, a total of $7.3 

bill ion was suppl ied to the market while total demand 

amounted to $16.0 billion during the period Septemher, 

26, 1986 to August 25, 198990 , leaving an excess demand 

of $8.7 billion. This short supply of foreign exchange 

to the market a.nd beca.use of .the pressure on the externa.l 

sector, the value of Naira has depreciated continuously 

in the market. From an official excha.nge rate of Nl.5535 

Omoruyi, S.E. , 'A review of the Structural Adjustment 
Programme the Foreign Exchange Market and Trade Policies 
in Nigeria CBN, Economie and Financial Review, vol. 25, 
No. 4, December, 1987, p. 31. 

See Business Times, Monda.y August "() 
,:,o' 
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to Nl. 00 at the :incept.i.uu of SFEM in 1986, the rate 

de6lined to the rate of NlB.00 to $1.00 in March, 

while the rate in the bureaux de change is currently over 

N19.00 to $1.00. 

Another feature of the foreign exchange policy was 

the abolition of the requirement that Nigerian residents 

should surrender their foreign exchange earnings to the 

Central Bank of Nigeria. 

m •.t.. 
.1 rJ_ ,,e Policy: Tarrif Reform and Trade 

Li t,e:ral i sa t ioIJ 

In addition ta the foreign exchange policy is the 

trade pol icy ref onns. · The objectives of the trade pol icy 

reforms were three-fold. First, to increase efficiency 

and international competitiveness of Nigerian industry. 

m __ _ 
.l wu' .t.. -

L-U improve the experts regime 

_!:.J1.·t.Ju1t..• t ~. lJ 11 iT1e asu J:e s . Three, .,_ -
1,U reduce 

export 

distortions by lowering the level of protection for non 

essential goods. 

A number of measures were effected to achieve these 

objectives. An interim review of the Custom and Excise 

Tariff was undertaking in 1986 in order to pro·tect local 

industries against undue competition from imports, create 

1n(:,re control inflation and encourage 

utilisation of· local raw. materials by industries. A 

C()Titprel-Leïïsi,re t.ariff v;as l.1t.Jw•~ve1: int.1~ocl1.1c.ed i11. 1988. 
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This provides higher degree of protection for local 

industries. The number of excisable products were 

reduced from 412 to 182 and a harmonised commodity coding 

system operationalized. Import duties on battery parts, 

cold and hot rolled _1_ __ ..1.._ 
::;uet:'L,ë for met al packag ing were 

reduced from 45 percent to 25 percent and 10 percent 

respectively. However, duties on syringes/needles and 

enamels wares were increased progressively for the next 

-successive 6 years to protect local industries. 

The trade liberalisation policy is reflected in 

abolit ion of impt1rt and export l icens i ng and exchange r 

control on all current transactions and the reduction of 

prohibited imports items from 74 to only 16. 

In order to strengthen the export reg1me, the 

stru~Lu~al adjustment incorporated a series of measures 

including broadening f isc~al. incP.ntives for experts 

production, simplifying pru~edu~'=-::;, _i_mpf'u v _i_ug export 

financjng faciJ.ities and strengthening institutions. Far 

instancA, SFEM Decree allow exporters to retain 100 per 

cent of their foreign ean1.i_n~::,; in form of domicilJ.iary 

ac.counts a.,ncl e:x.pc,rt.e1.,s c.01.1lcl cor1ve1...,t their export 

proceeds held in such accounts into Naira. 

Furthermore, export prohibitions were aboJ.ished 

except for .grains, yam and other tubers. A Dut.y Drawback 

scheme under which producers and or export.ers can import 

raw materials and intermediate products free of import 
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duty and other indirect charges and taxes was introduced. 

were established ta insure exporters from political and 

There were , also Export Development and 

Export Expansion Funds. 

3.6.3 Fiscal and Monetary Policies 

Fiscal and Monetary policies form another ,_ -- --
.l.\.t::: .Y 

features of the Nigeira's st r~1.1c t.1J.rttl ad.justment 

programme. Its introductjon midway in 1986 precipitated 

the review and rationalisation of the ex.isting fiscal 

measures91 with a view .L -L,U dampening the 

inflationary consequences of SFEM now IFEM. 

e:x.pected 

The 30 per 

cent import levy was abolished and import prohibition 

list reduced from r"7A .L.~ ~.f.." 
l l:..f: L,LJ J_ u. Likewise, import and excise 

duties were proposed to ameliorate th,=' impact or the 

previous restrictive policy focus of 1:,uve1~111uent in 1987. 

Old personal income tax reliefs increased, and new ones 

introduced; tax free dividend expanded, and company tax 

rate reduced from 43 percent to 40 percent. 

Furthermore, investment -·- 1 .! - .r. 
J:l::'.l. .l.t::: l.' special tax 

rebat.:=, for small business on a.cldition.al 5 per cent 

capital allowance and tax incentive for those engaged in 

constructions particularly owner-occupied buildings were 

For details of these measures see CBN, Annual Report and 
Statement of Account, 
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included in the ·system of tax relief measures in ~ nn n 
1..::100 • 

They were intendecl to strengthen private sector 

participation while reducing .J..1- -
l, J.l t:::: size 

pr1..rt. i c:. ipa t i orL. 

The objective of monetary policy under structural 

adjustment p~ugramme are fourfold. One, to 

moderate the inflationary pressure that are likely to 

arise from SFEM now IFEM and stimulate rapid financial 

development and efficient resource allocations. Two, to 

encourage higher volume - _,, 
UJ. foreign capital inf lo~v. 

TJ-Lree, tc1 inc.rease e:x.pc,rts ear'ïîings f:r'Oiîi 1:10Jï-oil Süilrc.es; 

and four, to sti.mulate local productfon of goods and 

Sequel to the introduction of structural adjustment 

programme (SAP), the 1986 ceiling of 10 percent imposed 

on the rate of credit expansion by big and medium-sized 

commercial banks was reduced to 8. 0 per cent for the rest 

- ·" l)J_ 1986 and the whole - _,, 
VJ. 

19nf792 
.1 0' . The " I:' vf • •.J per ce11t 

interest rate payable 011 savings deposit was retainedi 

A floor of 8.5 percent was fixed in place of former 8.5 

to 12 per cent interest payable on time deposits - _,, 
UJ_ 

varying maturities. The ceiling of bank lending rates 

was raised from 13 to 15 percent. Other lending rates 

was rais.:=,d from 1 ') 
J . .,,_) to :1.5 per e.ent. Other lending rate 

This figure was fnrther revised to 7. 4 per cent wi th 
effect from august 1, 1987. 
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94 

were to adjust upwards accordingly. The banks and their 

customers were authorized to negotiate deposit and 

lending rates within the stipulated range which might 

vary from bank to bank depending on such variables as 

size and maturities of d~posits or loans and the forces 

of snpply of, afüi demancl for, funds. 

Further measures 

included removal - , , 
èt.L .L 

incorporated 

c.o.ntrols on 

in August 1987 

interest rate in 

line with the phiJ.'osophy of deregulation in the 

structural adjustment programme (SAP). The treasury bill 

from 1 f'\ 
J. \.1 to 14 per -- - -- .L .L. --G t:::11 l, L,l.l t::: ût.'. u u 1.· <01.1=, e 

surplus unit investment in government securities. ,\ 1 - -.M.,L::;u, 

tlïe rr1ini1num redisc.ou:n.t ratio for com1ne:rcia,l baI1k:s 'tV·a,s 

fixed at 15 per cent.93 , The minimum liquidi ty ration 

for commercial bank was raised from 25 to 30 percent. 

One :important feature of monetary policies under the 

structural adj ustment programme l.S i ts CC•i1Staïît, 

1·eview depending on .J...L _ 
L, J J t::: 

Muue ,,ci.c y poli ci es t()O k t"1. 

cl~rj1amics - .c, 
Ul. 

restrictive 

the 94 economy . 

stance the 

inception of SAP but were relaxed slightly in 1988 

foll.owing the low aggregate demand precipi tated by the 

liquidiiy crunch in 1987. The growth rate of aggregate 

This figure was however reduced to 12.75 percent in 1988 

Falae, 01 u, 'Two Years of Structural Adjustment Programme 
in Nigeria: Achievements Problems and prospects', Paper 
Presented at the International Symposium on Development 
Strategies for Third World Cnuntries in Beijing China, 
April -, (\ ('),"' 

.l :'JO ;J , 
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money supply was raised from 11.8 percent in 1987 to 15 

percent in 1988 while credit expansion for commercial 

and merchant banks revi.sed to 12.5 percent in 1988 as 

against 8. 1 per cent in August 198 7. The 1 iquidi ty ratio 

- .c 
VJ. commercial banks was equally reduced from 30 percent 

in 1987 to 27.5 percent in 1988. 

3o6,4 Agricultura.l and Rural De velu pme.11 t 

Policies 

Agricul tura.l and rural development policies foc.us on 

the need to increase domestic production of food and cash 

crops and rai se rural employment and income. It is 

equally • .J aimeu. at a(::.hieving regional optimal crop 

production rnix, reflecting the comparative adva.ntage of 

each agro-ecological zone and transform the rural areas 

economically, socialli and politically. 

'J'he measures adopt.ed included the winding up of 

CcJn1n1c:-,cli t .. )' Boa11 ds, the ratior1étlisat. ior1 of Ri ·ver Btts i1î 

Development Autho.rities and the reduction of their number 

from 18 to 11, as well as barring them from involvement 

in direct agricultural production. The D:i.rectorate - .c 
U.L 

Food, R.oad.s and R.ural Tnfrastrncture (DFRRI) was set up 

to opAn up thA rural areas and to work in concert with 

the World Bank A.gricultnral Development Projects (ADPs) 

-'- -1,U facilitate increa.sed food production. 

In order to attract companies and individuals to 
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invest funds and management skill in the development of 

comme1~cial farm, a package of incentives was adoptE,d. 

Among these are the improved price incentives that will 

~nable farmers to compete effectively in bath the factor 

and product markets. Likewise is the privatisation of 

;c;u111e ~ove1-~nrneut companies involved in direct agricul tural 

production e.g. Nigeri~n Daries Limited, Madara Limited, 

the Nigerian Food Companies Limited and the Bauch 

Abbatoir. 

3. 6. 5 Investment Incentives and 

promotion PolicY 

In recognition of the noble role of industrial 

development as a driving force for economic growth and 

development and the need to correct the structural 

weaknesses _.r. 
u J. 

.J...L ~-
1.,Jlt, manufacturing 

11 

industries 11
, new 

industrial pr·omot ion po 1 ic ies were imp lemented u.nder the 

structural adjustment programme. These new industrial 

promotion policies were !"t:imed Fit improving investment 

efficiency, simplify the administration of incentives and 

strengthen the industri!"tl institutions ~1.,s a Tiit"?.ar1s - .I! 
Ul 

reducing the anti-export b1as of the t~ade regime. 

Reforms in this !'irea focused principally on increasing 

competitjveness and industrjal effjciency through fiscal 

incentive tne["LSllJ:es more rigorous a11.al .. !lS i s of 

e]igibility for incentive. The Nigerian Enterprises 
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9 f, 

Promotjon Decree ]977 was amended wjth further innovation 
n C 

in the new investment dispensation~". 

Moreover, repatriation of capital and dividend is 

made through jmproved and Jess cumbersome 

procl'::,dures. Also, new Industrial Development 

Coordination Committee (IDCC) is established to serve as 

one step agency for the establishment of new industries. 

Under this decree responses ta application submitted to 

IDCC must be madP. within '.30 days . Other policy measnre 

is the privatisation and or commercialisation poljcy and 

a.pproval of various incent:Lve and simplification of their 

ar:,pJ.ication. 

Finally, in the spirit of SAP and with respect to 

manufacturing, the new industrial policy was launched in 

1989~ This is briefly discussed in the next Subsection. 

3.7 The New Industrial Policv 

The new industrial policy launehed in 1989 had 

privatization and or commercialisation of public 

enterprises as the main strategy for increasing private 

participation in the industrial sector. To achieve this, 

the 1977 NigP.ria Enterprises Promotion Decree wa.s amended 

with all Nigerian enterprises classified under scheduled 

For details of this amendment and other innovation in the 
new investment dispensation, one may consul t Federal 
Republic of Nigeria, Structural Adjustment Programme for 
Nigeria, ,Tul:..r 1986 - ,Tune J 988: Government Printer. 
Lagos. 
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or unscheduled enterprises. The scheduled enterprises 

are those reserved exclusively for Nigerians but which 

foreigners are allowed ta invest in with a minimum of 

capi_ tal isation of twenty rnill ion Nai rPt. ( N20, 000, 000). 

For the unscheduled enterprises i foreigners and Nigerj ans 

are allowed ta own up to 100 percent equity, separately 

or in partnership. 

The new industrial policy emphasises the role of 

market forces as against tariff protection and other 

restrictions in the economy. Likewise, i t advocated 

export promotion in place of import substitution as a way 

of diversifying the sources of foreign exchange earnings 

which had hitherto been J:estricted .,_ -
L,V crude . , 

Ol.L, 

Finally, implementation of the above policies are 

e:K.pect.ed to take place within a new culture of 

maintenance and repair rather than the traditional 

outright replacement practice. 
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CHAPTEH FOUR 

RESEARC:H METHODS 

The methodology of the research is discussed in this 

chapter with reference J.. -, .. u the framework of the st.udy, 

research instruments, coverage and sampling proceaure, 

data collection and analytical technique. 

4. 1 Framework of Studv 

The study focuses on economic development through 

removal of distortions and imbalances in the domestic 

economy, that is, the role of liberalisation in enhancing 

efficient resource use in the economy. The two competing 

theories J.ïl this are 

c 1 a s s i c a l / n e o c l a s s i c a l 

those 

and 

ûÎ 

.,_ L -
L u e 

l-r~--n--'a·- '~-'-·-~u~-'-u-~al, ~.,_~ 27 
J:\ c-;; y! e ~ .L ·_. !.l / ~ L, .l l., \_. J. - . - .1. b L L' • As mentioned in chapter 2, 

the classical/neoclassical approach is based OD. 
.J..1- .-. 
L-Ue 

assumptions of perfect competition, smooth convexities, 

significant pr1.ce elastici tii.=!s and frictionless price and 

wage adjustments. Thus, to them, imbalances, distortions 

and crises in the less developed economies derived from 

the excessjve government intervention in the economies. 

Ex_cessive government. fisc.al deficits precip:Ltat.e 

inflationary pressures since it is taken to be a purely 

monet.ary phenomenon. Cnrrent a.ccount disequilibrium has 

it.s ori,gin in strong level of demand and overvalued 

107 

CODESRIA
 - L

IB
RARY



eAC]1c1,111:5e ra,te which emanates from the freezing of the 

exchange rate. Excessive government intervention causes 

productivity ]osses and thus threatèns further growth. 

Capital flight reflects the normal response of rational 

individuals to the crisjs and government loss of central 

over the situation. 

A.ppa.ceüi...ly, the way out of the crises lies in 

liberalisation. Libera]isation in all sectors supported 

with demand restraint policies will help to eliminate the 

various distortions and imbalances and therefore bring 

about rapid growth and development. 

But within the keynesian-structuralist tradition, 

liberalisation is perceived as incapable and ineffective 

J.n removing the distortions and imbalances in .L.. ,_ .
L,J.le 

domestic economy. This l . t , ] . t2 7 ceynes1an-s .ruc~ura.1s 

perception of liberalisation d.erived from the negation of 

tl1_e basic assumptions highlighted above for the 

classical-neoclassical model, To this school of thought 

imbalances and distortions and crises ernanate from the 

excessive openness of the economy wbich on the real side 

led -L . •• 
\.,U current account disequiljbrium and on .J..1.. -

l, ue 

financi.al side led to inflation. Capital flight responds 

primarj]y to lack of exchange contro]s. They would then 

recommend higher protection, strict exchange control, a 

new freeze of the e,,.1..;lttlu~e rate coupled with lower 

interest rate and price controls, higher government 
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spending and increase government intervention in order to 

bolster investment and output. Looking at it from this 

perspective, adjustment programme would seem to 

precipi tate increased industr:i.al prices, reduction in 

output and employment level, The same applies .L -L,U 

capacity utilisation and the like, 

In the context of our study, there is no a priori 

reason for choosing one approach in pref erenc.e ,t.. -L,U the 

, 96 ot11er . However, we recognize the fact that high 

government intervention in the economy may precipitate 

serious distortions and imbalances such as obtained in 

most less developed countries' ecu11umJ.e;:; bef c,re the 

adjustment programme. All the same, out-right 

liberalisation may lad to falling output, falling 

employment rate, low capacity utilisation and increasing 

price level among domestic firms especially in a highly 

dependent economy. This, of course, is a possibility 

that needs to be examined in aur study. And of course, 

this provides the rationale for our study. 

Research Instruments 

The study has adopted the use of structured 

questionnaire ta obtain the necessary information and 

data frorn respondents. Specifically, the information 

This ï.S particularly true when one realizes that the 
origins of the Nigeri~n econamic crisis is bath external 
and internal. See Akinlo, E. A. "Origins of the Nigerian 
Ec.onomj es Cris is: R.eview of Re cent Studies", Ife Journal 
of ~istory, O.A.U., Ile-Ife (forthcoming). 
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sought in this questionnaire, c.an categorised into 

f iv·e types: 

a. Information pertaining to how the changing economic 

b. 

conditions since the formulation and implementation 

of structural adjustment programme affect the 

behaviour of firms. In particular, how the firms 

respond to the variou.s shocks introduced by 

structural adjustment programme. 

Information relating ta how the f irms judge 

adjustment programme - especially to determine .:...1 -L,Ûe 

speed of response to the previously identified 

exogenous factors. 

c. Information pertaining ta the adjustments in the 

operations of the firms, that is, the major forms 

of adjustment production strategy, marketing, 

pricing, financial and labour adjustment. 

d. Information relating to the nature and extent •• _r, 
UJ. 

the impact of the adjustment programme on prices, 

output, local sourcing of raw materials, capacity 

utilj_sation and productive capacity. 

e. Information relating to the market characteristics 

and pricing decisions of the manufacturing 

industries for the purpose of detP.rmining 

extent t.o which the adjustme:nt programme changed 

the structure - .!Y u,_ the market in which the indust.ry 

operated and whether affected pricing 
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decisions. 

A copy of this questionnaire is reproduced in 

ful 1 Apper1di:x I. 

4.3 Coverage and Sampling Procedure 

The study focused on the manufacturing industries in 

Nigeria. For the purpose of data collection. we div:i.ded 

the whole country into three main zones fo]lowing the old 

three reg ional b.locks namel y Western n,,g iuu, Eastern 

regj on and Northern reg ion. Constrained by time and 

fund, we were unable to cover every state in the regions. 

Therefore, in each region we picked the town with the 
no 

highest industrial concentration~ 1
• Based on the 

information obtained from Federal Office of Statistics 

(FOS) and Manufacturers Association of Nigeria (MAN), we 

picked Lagos, Aba and t• t\.ano for Western., E1:tstern and 

Northern regions respectjvely as these three cities 

tht=e lA.rgest:. number 

extension of the 

- 1' UL industries 

survey areas .L. --l,)l.J 

in eac.h zone.:,. 

tbese three 

L - -- --Il cl, V t' 

zones 

derived from the neerl to achiAVA a reasonably large and 

of course, a fairly good representative sample of 

ma.nu:factnring industries located in the country. This 

The degree of industrial concentration is measured by tlie 
location quotient ~alculated thus: 

LQ = NumbF:r Employerl in MFt.nufacturing in a Town 
Number Employed in Manufacturing in Nigeria 

Town Ponula.tion 
Population of Nigeria 
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will therefore enable us to make firm conclusion on the 

01.i.tcoine of ()Ur ~u.rvey. 

To obtain reasonably large and representative sample 

of manufacturing in Nigeria undE,r time and fund 

constraints, we decided to administer questionnaire on 

three hundred and sixty (360) manufacturing industries 

allocated to the three zones on equal proportion, that is 

a hundred and twenty (120) each as the total number of 

industries in each zone are almost the same. 

We decided to adopt stratified random sampling in 

which thP. whole manuf&cturing inclust.ries in Nigeria were 

first divided i.nto two major strata namely consumer good 

indnstries and producer good industries. This is done in 

order· .L. -t, tJ provide basis for compar:i.son on thè responses of 

the two categories of firms to the policies in the 

adjustment programme. To accomplish this group:i.ng ta.king 

account of the need for internal homogenei ty of e8-ch 

stratum, information was examined on the composition of 

output and the final users of the output. Essentia.lly, 

a:n:v industr:y in which 50 per or more of i.ts output 

was desti.ned as intermediate inputs was classified as a 

producer good jndustry. The International Standard 

Inclustrial C!la.ssi fi_c:;a·tior1 (I.S.I.C) as provided lD 

Industrial Surv~y of Federation of Nigeria, 1 f\O') ----- .J.-L __ 
.1 ;:J().__l Wct.~ L,lJ.e 

data base for this classification. 

samples were as given in table 4.1. 

1 1 ') 
.L Lw 

The content of the 
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Ta,ble 4.1 

Industrial Classification by Output 

Consumer Producer 

I. S. I. C! 
3112 

3115 

3116 

3117 

I") "'I-, ('\ 
,.J .l .l ;:, 

3122 

3133 

3113 

3134 

Product 
Dairy products 

Oils and fats 

I.S.I.C Product 
3213 Knitting mills 

3215 Cordage Rope and Twine 
3219 Textile n.e.c. 

Grain mill products 3233 Leather Products 

Bakery products 3311,3312 Sawmill, Planning 

Sugar Confectionary 

Animal Feeds 

Malt liquiors and 
t,,1a,l t 

Ca.,nned frui t.s &. 

3319 

3420 

Juice, soft drinks 3511 

Il 3512 

mills etc, wooden and 
ctir1e (;ontainers. 

Wood Products n.e.c. 

Printing and 
Publishing 

Basic. Industrial 
Chemical, 

Fertilizers and 
Pesticides 

3111,3118 Food products 
i], e. C 3521 Paints, Vanishes and 

Cacquers 

3121,3131 

3140 

3211 

3212 

3214 

Il 

" 

Spinning Weaving 
etc/ 

3529 

3540 

Made-up textiles 
excluding apparels 3559 

Carpets and Rugs 3620 

TE.tr1r1e1"'\i es 3691 

3240 Footivea1 ... 

Il 

Chemical Products 
n.e.c 

Petroleum Coal 
Products 

Rubber Products n.e.c 

Glass and Glass 
Products 

Struc.t.ura.l Clay 
Products 

Cernent line and Plaster 
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Table 4.1 (Contd.) 

Consumer 

I.S.I.C 

3320 

3412 

3419 

3522 

3523 

3551 

3560 

3610 

3220 

Ï?roduct 

Furniture etc. 
Non-metal 

Containers and 
boxes of paperboard 

Paper a_nd Paperboard 
articles n.e.c 

I.S.I.C 

3699 

Drugs and Medicines 

Soap, detergents, 
cosmetics, toilet goods. 

Tyres and tubes 

Plastic Products 

Pottery China and 
earthern ware 

Wearing apparels 

Producer 

Product 

Non-metallic mineral 
products n.e.c 
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Furthermore, _r,_ ---
.L J."Ulll each stra.tum, sixty (60) 

manufacturing industries were randomly picked from the 

selected city for each zone. The list of manufacturing 

industries for each c1ty was obtai.ned _J:! __ ·-· 
L .l" IJ11J their 

respective Chamber of commerce and the Manufacturers' 

AssociF.t.tion - .,, 
lJ '- Nigeria ( 11-1 ·' N' 1. .t-U / 

- _r,.c,~ - -
L1 L .L .LL.:~ • In - 1 1 

i:1..1. L l 

manufacturi ng ::industries were listed for the three ci ties 

LagoB, Kano and A.ba. 337 of these industr:i.es were 

classified under produc~r good industry. Lagos bas 312 

with 133 and 179 producer and consumer good industries 

res:pectively. Kano has 248 manufacturing industries wi th 

107 and 141 producer and consumer good industries 

respectively while Aba has 235 with 97 and 138 producer 

and consumer good industries respectively. 

With respect to the method of enquiry, the interview 

method through personal visi t to administer questionnaire 

was used. Our field work on manufacturing industries was 

restricted to the two classifications made above. 

4.4 Data Collee;tion 

The data collection exercise took place between 

January and Harch 1892. A reasonable number of the 

managers contacted cooperated with us and supplied the 

necessa.ry information during the field work. These 

favourable responses from the interviewees could be 

attributed to some factors. One, the level of education 
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- .L' 
Vl. the respondents. m ___ _ 

1. wv 1 t}-ie ·- .L' u J. serious 

, iclenti fication probing qnest.i.ons in the questionnaire 

which might have allayed the fear that the exercise would 

be used for tax purpose. Lastly, the desire on the part 

of the managers interviewed to know the impact of the new 

programme was also an important reason for their 

cooperation. Many ·- .L' u J. those interviewed shqwed 

interest in knowing the findings of the study. 

their 

In all 1 three hundred and twenty four manufacturing 

industries out o:f the sampled three hnndred and sixty 

(360) were successfully interviewed. This gave an 

achievement rate -.L' 
lJ .L 93 per cent. 1 7 :1 c) f ·tl1.e 180 

manufacturing jndustries in the consumer good industries 

were successfully i.nterviewed. This gave the response 

rate for consumer good industries as 96 percent while 

151 representing 84 percent of the 180 producer good 

industries sampled were successfully interviewed. 

4 • f5 Madel Formulation and Analytical Techniques 

Besicles the use of summary statistics such as 

percentages, cross tabulation, chi-squares and means, the 

impact of the adjustment programme on the industrial 

sector were analysed by specifying and estimatin~ models 

for some industrial varia.l-.1les namely emplôyrnent, ca,pacity 

utili.sation, industri.al output, i.nd11strial pr1ces - -~- -1 i.:l,11.\.l 

production cost. However, our quantitative analysis was 
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based on two main approaches. 

The first quantitative approach consists of an 

attempt to evaluate the impact of structural adjustment 

programme on the industrial performance using cross 

sectional data. The objective is to see how the various 

~Iantifiable policies in 

the adjustment programme affect the industrial sector. 

In this respect, we specified models for some industrial 

namely profitability, indus trial output, 

employment, production c.ost, capacity utilisation and 

industrial prices. In specifying the models we tried to 

incorporate the various quantifiable shocks in the 

adjustment programme and many other variables such as 

local sourcing of industrial raw materials, accessibility 

to foreign exchange as well as wages to determine their 

effects on the dependent variables. 

ModeJ.s 

Profitability Equation 

PCMj = PCMj (rj, Yj, GMj, T - .! ,\ _(' .! \ 
U:::iJl 1-'>.l.J} 

Output BY.t1.ai_..i.ou 

'<7 ! _ ..,7 ! ( r,, ! L ·~ · 
I J - l J ~JDJ , . ::,; ,J , GMj, r,J, AFj) 

Employment Equation 

Emj = Emj (Wj, rj, Lsj, Yj, AFj, PCMj) 

Production Cast Equation 

PCJ = PCj (Wj, rj, Yj, GMj, Lsj) 
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Capacity Utilisaion Equation 

CAPUj = CAPUj (rj, GMj, Lsj, Fcj, AFj) .. 

Princing Equation 

Pj = Pj (FCj, rj, Wj, "iT • \ 

l J ' 

( 5 ) 

( 6 ) 

Equation (1) relates profitability (PCMj) to the 

nominal interest rate ( r j), output measured as value-

added (Yj), changes in prices of output relative to input 

prices (GMj), local sourcing variable (Lsj), and lastly 

accessibility of industries to foreign exchange (AFj). 

In equation (2), output (Yj) is specified to depend on 

employment (EMj) measured by absolute number of labour 

employed in firmj, local sourcing variable (LSj), changes 

in the prices of output relative to input prices (GMj), 

nominal interest rate (rj) and accessibility to foreign 

ex change ( AFj) . 

Equation ( :3) relates employment ( EMj) to wages ( W j) , 

nominal interest rate (rj), local sourcing variable 

( LSj), output (Y j) measured by value-added by industry j, 

accessibility ta foreign exchange (AFj) and profitability 

(PcHj). Equation (4) related pï~oduction cost (Pcj) to 

wages (Wj), nominal :interest rate ( rj), .output { "tT • '. 

\ J_ J J ' 

changes in prices of output relative to input prie.es 

(GMj) and local sourcing variable Eqation ( 5 ) 

makes capacity utilisation (CAPUj) a function of nominal 

interest rate (rj), changes in prices of output relative 

t . J.. • f ,...,1 , ) 
Jo 1npu1., price \'--TL'~' , local saure ing variable ( LSj) , 
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98 

measure of foreign competition (FCj) and accessibility to 

foreign exchange (AFj). Lastly, equation ( 6) relates 

domestic unit price of firm j (Pj) to foreign competition 

(Fcj), nominal interest rate (rj), wages (Wj) and output 

, "'.T .: \ 
\ l J J • 

Secondly, we specified models for industrial 

variables named above which we used to determined whether 

or not structural shift occured in the industrial sector 

during the period of adjustment programme. 

Structural shift test was carried out between the 

restricted model ( R.) 1970-85 and completed model 1 r, \ 
\. l.....1 l 

1970-90 and the modified complete model (MC) which 

incorporated a dummy variable to account for the 

adjustment progra~ne since 1986. The objective is .1. -1_.1.J 

test for structural shift in the industrial sector 

occasioned • 1 -r,üe introduction of the Structural 

Adjustment Programme in 1986, the --- • -.L. • - -t:::,'<..Lb 1,.1.llè, trend frorn 

1970 to •(\()C,: 
l V O ;J is compared with the trend in the period 

l986-90e In carrying out the ex.ercise, we used Chow 

(1960) 98 test given by the following F - statistic: 

F 

where, 

Chow, C. Gregory, "Tests of Equal i ty Between Sets of 
Coefficients in Two Linear R.egression" Econometrica, Vol. 
28, No, 3, July 1960, pp. 591-604. 
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uu = sum of squared res1duals in the complets model 

1970-90. 

surn of squa.recl residuals in the restricted 

model 1970-8f, 

k = number of independent variables in either 

model. 

n = sample size of the complete model, 

nl = sample size of the restricted model 

nz = number - .0 
U.L ornitted observations 

restricted modela (n2 = n - n1 ) 

The Equations: 

Industrial Output Equation 

""'J,T - "<T (r.,m r.,R n Ls mruE) 
i ' - -'- 11 .le., t t ' .c, . ' n. ' ' J. t•.1 , . 

Industrial Price Equation 

n - p ( T,T r't - C I" l 
' l, 

Employment Equation 

Em = Em ( W, YN, R., ER, Ls) 

Capacity Utilisation Equation 

T· _ yr nn 
l.J - .) f\..!:' 

1
, - C 

UL.? 
R .,...,.!:<,:;,'"'" L- n ' l• J . .L:J~:, V , ~: r t} 

Production Cost Equation 

Pc = Pc (W, R., ER, nn J n~r· .1-. J.n ,_. 

in the 

( 7 ) 

( 8 ) 

( 9 ) 

(10) 

(11) 

The equations specified in this aspect of our study 

considered the key industrisl variables namely industrial 

output, prices, ernployment, capacity utilisation and 

production cost. Through equations 7 to 11, the rol.e of 

exchange rate as well as interest rate were distinctively 
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brought out. This was done in view of the f act that 

foreign exchange and financial sector liberalisation 

constituted the major instruments in the adjustment 

programme. 

Equation 7 relates industrial output (Yu) to 
11 

employment (Em) in the industrial sector, the exchange 

~~te ( i:;,n \ L et~ .., .i.:,f'\..) 1 cost of Credit (R) given as the prime lending 

rate, real wage (W) relative pri6e of intermediate input 

'pn 1· · r,,int), local sourcing variable (Ls) and trend variable 

(TIME). The cost of Credit variable was incorporated to 

ascertain whether restrictive monetary :pol ic.:5t- was 

inflationary. Equation 8 relates industrial prices 

.,_ -
t,U 

__ , -.J...!--~~ 
J.'l::'.Lc.tl,.LVe price of intermediate inputs r R" 1

· rint]' 

.industrial wages f T,7 \ 

\ \'V l ' cost of credit (R), exchange rate 

(ER) and lagged dependent variable ( p . \ 
~ · t-1 l ' Equation 

e~plains industrial employment (Em) by industrial wages 

( W), indus trial output (Yu) , cost of credi t ( R.) , excha.nge 
l1 

rate (ER) and local sourc.ing variable (Ls). Equation 10 

considers capaci ty utilisation ( u) as a function - .c UJ. 

relative Tirice of intermediate innuts (RP cost of 
1..- ,. • int' 

credit (R), foreign exchange scarcity vaiiable (FESV), 

local sourcing variable (Ls) and industrial price level 

Lastly, equation 11 relates production cost (Pc) to 

industrial wages (W), cost of Credit (R), exchange rate 

(ER), and relative price of intermediate .:--·~-+-.- (nn \ 1.upu. t.,:,; n.i:-,_L 1 , 
lll~ ' 
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4.6 Measurement of Variables 

Effective exchange rate and foreign prices of 

intermediate imports: 

In deriving the effective exchange rate and price 

intermediate imports we followed the approach 

J . , 99 
, lffi01î • 

•• .V 
U.L 

- .P. l.11. 

Assuming we have n countries as our major trading partners and 

Di. is the trade weight with the ith country (weight being 

measured by the proportion of imports, experts or total trade 

- exports and imports). Assume further that zi is the local 

currency price of the US dollar in the ith country; then, the 

effective exchange rate of the jth country (ERj) is given by: 

ER,J = zj 
n 
E 

j~i 
= (Dj - Bj) zi'""'t'i; H 

(1 x M) (H x 1) 
= 11 + 1, 

where Bj = ( B1 , (1 X H) 
.. . o, are the tracle 

weights with zero in the jth position; 

= 

D = 

.•• z_ ) 
m ·· 

( l"" 1 0 \ · ri-1,·- .... ~~" Dumm-- · ( 11. -.- 1'-f \·' T,,.t! t.l-1 , J, • • • . , • • • } • \....J U . ..t ll t• .1. ,Y 11 Hy , .n,. h -

zeroes in n places and 1 in the jth position. If the jth 

country pegs to the kth country, .L.1- - ~-1,ueu, 

99 

ERj = Z1. 
K 

.Jimc,h, A.y-ode le, 
Management of 
Disequilibrium" 

11 

E Bj zi = ( Dk 

"The Role of Economie Policies in the 
the Nigeria Balance of Payments 

An Unpublished Ph.D Thesis Faculty of 
Soc i.al Sciences, Obaf emi Awolowo Uni ver si ty, Ile-Ife, 
1988. 

1 ,..,,.., 
t:.,t:., 
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j.#i 

where BJ is as defined befoTe; and 

= (L),~,,J. ... 0) : country dummy with one 

position and zeroes elsewhere. 

similarly, 0 ERj = Ôzj 

and , 
Cf ER.j 

n 
E 

n 
- E Bj Ô zi 
j:;:i 

Cl = difference operator: z~ - z~ 1 ,;lç't 
~ l,- 1 

:i.n kth 

The effective exchange rate (ER) could be normalized, 

by appropriate choice of units such that the initial value 

of ER is unit.y. This normalized value of ER (NER) will be 

defined as 

NER.j = - , _ 
'L, ·! 'L,. 

J J û 
E 

j#.i 
(zi 

zio 
. ,J ZJ_O / 

where z~Bi are as defined before and zjo and zio are the 

initial local currency price of the 1JS dollar in the jth 

and ith country respectively. 

NERj is theri multiplied by zjo to get the exchange 

rate (ER) used in our -.L..-- ..J ... -
~ L, Ul-l,Y , This (En\ _,n.. J could 1.. -ue 

int,::erpreted as the domestic currency price of foreign 

eA.cl1ciue;e wl1~d~1 is sirnply the tiumber of domestic currency 

per unit - .r, 
UJ. foreign exchange. Tbe same approach was 

adopted in deriving 

imports. 

Profitability: 

.J.. l- -
L, u e foreign price c,f intermedi.ate 

Profitability was measured by cost 
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price margin which is the industry profit sales ratio. 

We adopted this measure of pro fi tabili ty because economic 

theory predicts that price will exceed marginal cost for 

firms with monopoly power and because price-cost margin 

approximates this cA~c~~ mu~c closely than the rate of 

returns on assets or equity. 

Nominal interest rate: 

bank rate since we 

It is impossible to use the 

are concerned --.! ..i.. L 
W .L l,ll c1:c,ss 

sectional data. Therefore, we mci:\.~u.ced our nc;minal 

interest rate by tfie ratio of total financial costs over 

tot.E-il debt.s. This is based on the reasoning that unless 

an industry is self- financed its net earnings flow are 

influenced by interest rate flunctuations. But from our 

knowledge of the economy, most industries finance their 

working capital through bank credit. The financial costs 

is defined as financial expenses and exchange rate lasses 

less financial earnings. The movement of the financial 

costs ref lects the movement of the interest rate - -- .J d,1.JU 

monetary as well as the credit policies of the adjustment 

programme. This actually informed the reasoning for 

using it as a proxy for interest rate. 

Gross Ma.rgin: Since exchange rate liberalisa.tion 

constitutes an important policy in -1-1 .... -
L,/11::' adjust.ment 

programme there is the need to incorpora.te it in our 

model so as to know its impact~ However, the documented 

value of the exchange rate could not be used in our model 
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because jt involvAd the use of cross sectional data. A 

proxy would have ta be constructed. A pCuAy that readily 

cornes to mi:nd is the gross margin ( GM). This is the 

chang.=;s i.n the prie.es of output relative to input pr1.ces. 

Tt was measured by the ratio of gross earnings ta sales. 

Gross margin is c.losely influenced by exchange rate and 

i ts movement vividly· shows the trend of exchange rate and 

cred i t pol icies that affect the se variables. As such, i t 

is an approximate of exchange rate shock, 

Foreign Comnetition 

A -core element of the adjustment programme is the 

liberalisation of the trade sector. Liberalisation of 

the various sectors is cApcGtcJ to lead to more efficient 

allocation of resources among the domestic firms. We 

atternpted ta capture the effect of foreign cornpeti tian on 

the domestic ~. ..J • 11.rm uuring the adjustment by introducing a 

Foreign cornpetition was measured by the 

ratio of imports to industry output. 

Accessibilitv to foreign Exchange 

In our discussion of structural. adjustment. programme 

policies in Nigeria, we recognised that one of the most 

important tools of the programme was the impl.ementation 

of th,=: Second Tier Foï:eig:n Exchange Market ( SFEH) now 

JFEM. This, as noted in chapter 2, js intended to reduce 

J_ 2 f5 
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the value of Naira relative to other currenc:i.es. Bes:i.des 

this consideration, the operation of the market is 

presumed would enhance li t',e1~alized a.cc.ess foreign 

exchange for both ind~viduals and companies. t,iore 

a.ce: es si b i 1 i t :y- .J.. -
L,U forejgn exchange is hoped will increase 

profit,a.bil ity, enhance production, err1p l()YÎTI~~Iit and 

c.apacit.y utiljsat:ion in manufacturin,g :industries. Bence, 

i ts iî1.co;:--pc,r-Ft.tior1 i.r1 our equ.atior1s. 

'I'o measure access j bi li ty ta f ore:i gn excha.nge we used 

the ratio of foreign excha,nge procurecl u vei i .. l.1t:e .L. - ..L ·- 1 1.,U L,d..L 

fore:i gn exc.hange demanded by a particuJ ar industry wi thin 

a re:ference period. 'I'he absolute value of for-eign 

excha:nge ActualJ.y procure hy a particular industry with:in 

a ref erence period mj_ght rtot be a good rneF.1.sure as i t 

wouJ.d not show the easiness or otherwise of procuring 

foreign exchange. ratio of foreign 

exchange actually procured over total foreign exchange 

dernanded will overcome t..his problem as higher ratio can 

be interpreted as indica.ting easy a.ccess:i.bili ty and vice-

Ve C':cid., 

Capacitv Utilisation: 

Tl1ere two possible measures of 

ut.ilisa.tiorle One, is the overhead costs, that is the 

ratio of administrative and marketing costs to sales 

revenue since the numerator of 
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relatively stable llî .J.. 1.. -L, J H:::, face of sales fluctuations, .! .i. 
.l. L, 

reflects the extent of capacity utilisation. The oth'='r 

one is the asset turnover ratio measured by the ratio of 

sales to total assets. At any given book value of assets 

and set of output prices, the asset turnover ratio will 

TiiOVP, 

sales. 

·Ln direct proportion .1. -L,U 

The higher the ratio, 

the physical \Tül urne 

the higher the level 

of 

- .c 
U!. 

c.apacity _uti lisa.tion and vice-versa. For our purpose, we 

ut.ilized .l-1 .. --
L.JJI"'.' second measure of capac i ty utilisation . 

Apart from the ease of caJ.culation, it provides a better 

measure of capacity utilisation. 

4.7 Estimation Technique 

As mentioned under mode] specificaticin two sets of 

equations were specified. These were equat.ions 1. - f. to 

examjne the impact of the structural adjustment programme 

c)r1 t11e ir1clï1st.1:-La .. l sect.o-c" i.1sir1g cross sec.t.iortal clr1.t.a,. Tl-te 

sP.c.ond set 

cla.t4'.:l-, 

-· .c CJ J. eg_uat:ions 

llSed t.o .L ..- -- .S.. 
l.,I~!,; L, 

'7 
/ 

for 

l] .c ! .J.,. .J.. -- • .J 
.1. J. ,, , .. eu te, t:ime 

s t:.::ç1.1c t .. ïJ.T'al shift 

series 

in the 

industrial sector. As economic theory has nothing to say 

with respect to the 

use, ..L-'t. -
t.J.Je clio ices 

most appropria.te 

appear be 

log'Ft.rithmic rela.t.ionship. 

functional form 

either linear 

.1. -
1_,U 

or 

adopted 

lc,gaJ:1it.l11nic s1,ecific.a.tion for tl-1e follo,vi11.g }jeuJ:ist.ic 

arguments. OnP the estimation of a logarithmic function 

al] ows the dependent variable to react proportionately to 
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a r1se or fall in the explanatory variables, implying a 

constant elastici ty for the estimation period. If· a 

linear function is estimated there could be problem of a 

secular fall in the varions elasticities if the dependent 

variables happen to r].se faster than 

variables one time. 

J. l .. -
L,J!e independent 

In choosing the estimating technique employed. in 

thi~ study, we took irito consideration the nature of the 

equation and the suitability of the var1ous estimating 

techniques including ordinary least squares (OLS), the 

indirect least squares (ILS), the two-stage least squares 

(2SLS), the method of Instrumental Variables f T'îT \ 
\.LV/1 

three-stage least squares (3SLS) and the Method of Full-

Information Maximum li.kelihood (FIML). 

R.ealistic.ally, for simultaneous and over-identified. 

model the best method •• .C> 
U.1 estirr1atiür1 is the Full 

Information Max:Lm1.uu Li kel ihood ( FIML) • FIML being a 

system-method applied to all the equations of the model 

often yields estimates of all the structural parameters 

contemporaneously. Moreover, some difficulties jnherent 

in 3SLS especially those due to the arbitrary nature •• . t:! 
l.11. 

the normaJ.izat.ion involved when is 1.4sed c.aïï be 

su1ta.bility of this method, it is not oft.en used Hi 

econometriG research for certain reasons. One, i t is 

quite complex both t.heoretically and computat.ionally. T .L 
.L L, 

~ ,.., (') 

.!.GO 
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is quit.e an e,,_pe.11S1-ve method in terms of data 1 time and 

1nor1ey. Also, the FINL -· - J.. L 4- • ..:J me 1 •• 1.tuu i s more seïîS i t. i ·ve to 

s~pec.i. fj c~a.t.j 011s ej~l-'1(:-,rs t.1-,a.n c,t.b.eI' estimEit.].c,n rnet.]ïods. Tl-ie 

greater t}1e 

e,11.1a.t.i f.)r,s ~ 

incorrectness of the specification 

the -~· - - - .J_ - ---1:, reuL,er is err'.c,r imparted 

- L' 
1..) ·'-

in 

the varions l.Aimputer centres 

.t..L_. 
l, [!le:' 

the 

which we have access do not possess software for FIML. 

In view of these problems we did not employ FIML method 

in our study. 

Following closely to FIML in terms of suitability is 

t .. lïe three stage least squares 

estimation. Just like FI~fL, 

system method meaning that. , .:... 
J_ L, is 

equat.ions - L' 
Ul. the model at. -1-1- -L,!!l~ 

method (3SLS) of 

the :JSLS methcJcl is B~ 

applied to - , 1 
ttJ_ J. 

same time a.nd gives 

estimates of the parameters simultaneously. 3SLS has 

almost the same efficiency as the FIML method except in 

exceptional case wh~re before the estimation, 

researcher has information on the variance and covariance 

of the random variables of the system. These information 

are better fully exploited by FIML met.hod. This method 

of estimation could not be employed in our study for the 

same reasons that precluded our using FIML technique. 

f 1:c,m ï.'IT\.A'T 
.1: .1.1'1..l.J ai1d 3SLS, simultaneous equation 

models can be sol ved using instrumental variable (IV) 

method. The method of instrumental variable (IV) is most 

appropria.te where there is some correlation between a 
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100 

101 

c~gre~~ur and the error terms since this is a violation 

of one of the assumptions of the ordinary least squares 

(OLS), meaning the lest of some of its desirable 

statistical prupertie~. Hence, to restore the d~sirable 

properties of the OLS estimates, the method c,f 

instrumental variables (IV) replaces the offending 

regressor with an instrument (i.e a proxy) and estimates 

the re-formulated problem using (OLS). 

The method of instrumental variable is not often 

used in appl ied econometr:i c research due ta various 

disadvantages involved. One, the choice of most 

appropriate instrument. The seJection of instrumental 

variable 

values - -" u J. 

100 c.hosen . 

the is extP.nt arbi trary which .1.. •• 
1 •. 1.J some 

estima tes set of instrument a funct ion .. -" 
UJ. 

Also, as a consequence of the inclusion of 

only certain exogenous variables and the omission of 

others, the method of instrumental variables (IV) takes 

into account only part of the influence of the exogenous 

variables on the dependent variable, while, the true 

position of thing J_s that a complete causal chain is 

inherent · in any 

Lastly, 

simultaneous equat:i.on model 

of ( 
TH 1 

. LV ) is more suit.able for 

101 

large 

models with small numbers of observations in order to 

~outsoyiannis, A., Theory of Econometrics, Second 
Edition, Macmillan Publ:i.shers Ltà., London, 1976, p. 383. 

See Brennan, P., Preface to Econometrics, South Western 
Company, Cincinnate, Ohio, 1965 1 p. 406. 
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overcome the problem of insuffjcient degree of freedom. 

As a result of these problems, the (IV) method was not 

adopted in our study. 

The method of indirect least squares (ILS) could 

equally be used to estimate simultaneous equation model 

of our type. However, the method could be tedious 

computationally. It involves solving for the endogenous 

variables in the models in tenns of the structural 

parameters and the predetermined variables. Tlîis is 

followed by the estimation of the reduced-form estimates 

by the OLS method. The reduced - form estimates along 

with the algebraic solution of the model affords us the 

opportuni ty of forrnulating a new set of simul taneous 

equations in the structural parameters whic.h when solved 

yield the structural estima tes. . This may be tedious 

especially where the model is very large. 

B·ut. rnore iüïJ)oI·t .. ar1t, th.e ILS J.s oï1l.~- usefuJ. in 

exceptional cases, that is, where the models are exactly 

identif:ied. T.:.. 
J_ l, is not suitab]e for overidentjfjpd models 

as i t wi 11 not. give unique estirnates of thP. structural 

1:1<=t.1..-.tt.111et,ei-·s. Thus, as our equatjons were overidentified 

the method could not be used. 

Fir;ally, generall y for simul taneous equation the 

method of OLS Gannot be employed. The application of the 

OLs to an equation belonging to a system of simultaneous 

eq11atior1s i)lill y·ield. biasecl a.riel inco:n.sistent. esi:.iïnE-it.es. 
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This precluded ~,_ -
1,111::! use of OLs in OllT study. 

Consequently, this study employs the Two. Stage least 

Squares estimating technique to estimate models fitted to 

the cross sectional data. 

4.7.1 The Two Stage LeRst Squares Method (2SLSl 

Two stage least square (2SLs) method is a single -

equat.ion met.hod being applied to one eqnation of the 

system at a time. The method provides a. very useful 

estiïnF.tt .. iotî procedure for obtaining the values 

structural parameteTs in overidentified equations. 

- 2 
l.JJ_ 

T-'
.L L, 

utilizes thA information av.g,il,=.,ble from the spec.ificati.on 

of an equation systems to obtain a unquie estima.te for 

Tr1 a r11-1ts11.el l, tv..rl) sl,;:t.ge 

least s~iare (2SLS) method involves one, application of 

le.g,st squares to the reduce,l-form E:quPi.tions in order to 

obtain an estima.te of the exact and thê random cu1n.!:-"-'ueuts 

of the endogenous variables and two, replacement of the 

endogenous variables of the equation w:i.th their estimated 

values after whic.h ordi.nary least squares is applied 

the transformed original equation ta ohtain estimates 

the st.-r1.1c.·tt1ral par.stn1eters. 

-'- -l.,,. l...J 

- 2 Ul 

Essentially, 2SLS eliminates the pToblem of an 

oversupply - .t> 
LI J. instruments 

predetermined variables -'- -· ,_.u 

by us:i.ng combinat ions C, f 

crer1..te instruments. 

Although in small sample, the transformation does not 
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102 

el iminate the simul taneous-equat ion bias, 1.n large sam~u.e 

and as s .f1,Jnp .Le si ze becomes larger tlïe bi€'1.s tertds 

tO\Vf:il.,dS zero, t.h.8.t. is, the estima.tes are 

assymptoticFt.lly unbiased. Also, in L'irge sr.-imple, the 

est:imates -- P. UJ. 

HcJ\ve·ver, 

Cuu V e1Jt ..LUJH;1,l 

estirnates of 

2SLS are consistent. and 

as suggested in 

t-test of significance 

a simultaneous model may not 

asyn11_Jtotj ca.llJï 

- J> 
lJ l. 

L - -ue t.t. 

the 

pararnetE,r 

va.lid test 

but can only be taken as suggestive for two main reasons. 

One, not much is known about the finite sample properties 

U 
.. J.,!' ')C,T s102 

6ù.LJ •. _ • Two, availabl,':! ev idence tends to suggest 

that 2SLS yields samewhat conservative t values meaning 

that, the method tends to understate the significance of 

a particular coefficient. In view of this then, much 

emphasis cannot be placed on the notion of significance. 

Instead greater attention are often attached to the a. 

priori spec-Lfic.atior1 s11c}1 as sign 

evaluating 2SLS results. 

Other statistic.s tha.t are 

assessi11g .J...L __ 
1,J1e results of 2SLS are 

" 

coefficient in 

often utilized in 

the coefficient of 

multiple dP.termination ( R.G) and the sampling errer of 

· est.i1nates. The coefficient. o:f rnul t:i.ple determination 

(R2) is a mea.sure o:f the extent of the movement in the 

Kmenta., J., Elements of Econometrics, New· York, The 
Macmillan Press, 1971, p. 583. 
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dependent variable that is explained by the independent 

variables. The higher ,.,2 J..1- -
n, ldte more useful the model 

will be for policy and predictive purposes. 

Lastly, multicollinearity can be tested by examining 

the correlation matrix of the independent variables, a 

value of one indicates perfect orthogonality while value 

- .C, 
U.I. ze:r·o ir1d icat.es matrix singula.ri ty or perfec.t 

multicollinearity. This study utilises most of 

tests. 

4 . 8 NotFt.tions 

"'' = ln 
n 

non oil industrial output 

Em = industrial employment 

r,,n .e,n. = !.'--~]1,-ng·- -1 r.i·e (e·f.,CP.cJ-!----) .1..:1AL, ,et, e l. ë:t J • • •• !. ~· . l .. J. Ve 

Time = Trend variable 

w = Industrial Wages as given by the index of 

wages and salaries in the industrial 

sector .. 

R.P,.~ = foreign price of intermediate imports, 
!.Il~ 

TT 
V = Industrial capacity utilisation measured 

by the radio between the index of 

industrial production and the index of 

maximum industrial production - where the 

late11 is generatecl by the peak-to-peak 

interpolation of the index of industrial 

production. 
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FES .. V 

LR. 

R. 

T\ r. ,. 

= 

= 

= 

= 

= 

The ratio of foreign exchange allocated 

.,_ -
L,U the indus trial sec;tor over 

available foreign exchange reserves. 

the 

Local raw materials component of total 

ra\v n1at.erials. 

interest rate in official money market -

maxirrwm bank lending rates. 

industrial production cost 

industria.l price 

Pt-l = industrial price lagged one year. 

PcMj = Profitability measured as firm a profit 

sa.les r·atio .. 

rj = nominal interest rate 

Gtrfj = gross margLn 

LSj = local sourcing given by the percent.age of 

raw materials sourced locally. 

AFj = Accessibility to fo~eign exchange within 

a reference period. 

Emj = absolute number of labour employed in a 

.c • 1.irm 

Wj = the annual money wage rate per employee 

in an industry in Naira. 

n' .LJ = domestic selling price of an industry's 

most important commodity. 

CAPUj = capacity utilisation level in 

particular industry givE,n as asset-
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Fc.._i 

Pcj 

,;7 .: 
.l .) 

= 

= 

= 

tïJ_r11c,ver rEttio. 

foreign competition variable. 

:productioï1 cost. 

output in a particular industry 
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CHAPTER FIVE 

ADJUSTMENTS BY MANUFACTURING INDUSTRIES IN NIGERIA 

DURTNG 1986 - 90 

This chapter uses f irm level data to present an 

overview of the adjustment programme. Attempt is also 

made to interpret.e the various adjustments by industries. 

In addition, a quantitative assessment of the impact of 

the adjustment programme on the manufacturing industries 

is presented. Tl1e cla.ta. \\,.ere t.he n1a.ir1 1-:esi.11 t.s of ·tI-.e 

interviews with 324 manufacturing industries l.ocated in 

Lagos, Aba and Kano, The interviews looked into how the 

changing econom:i c conditions during the· adjustment period 

1986 - 90 affected the behaviour of industries, how the 

manuf ttcturing industries judged the structural adjustment 

p:rogramme, ,:-.,,nd the polic.ies :that manufacturing industries 

followed to adapt to the adjustment programme. Finally, 

the data. obtained t.hrough the se questionnaires couple 

wi th those from the:i.r profit and loss accounts and 

balane<?! sheets were utilized in determining the impact of 

t.he adjustment programme using 2SLS method of estimation. 

The chapter is divided into four sections. Section 

5 .1 ] ooked at how the major policies of the structural 

adjustmP.nt wonld be expected to affect t}1e perf ormanc.e of 

the manufacturing .: .... ~J ~ ~ ~ -'- -- .! -- -
-1. J 1 U U ~ L, !." J. e ~ in general. Section 
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di scussed and analysed the overal l_ adjustment to the 

pol icies of the struc.tural adjustrnent programme. Section 

fi.~ analysed the various adjustments in the industrjes' 

operations. While section 5.4 provided the ~1antitative 

assessment of the impact of the structural adjustment 

programme nsing cross sectional data. 

h 1 
V• J. The Impact of the St,r,Jc.tural Ad.iustment 

Programme on the Manufacturing Sectar 

.r,;,.!--~~-
IJJ..V<='.U 

introd11cP.d 

adjustments 

tlîe background - .L> u J. 

since • -1 
illlu. 1986 . we 

by manufacturing 

adjustment 

disc.uss 

industries 

the 

.J_ -l.,U 

programme 

expected 

the new 

environment and a,ssess the impact of the ad,justment 

programme on profitability 1 local sourcing of raw 

îilateri1:ils 1 productive capacï.ty, c.apacity utilisation, 

unemployment, industrial. production costs and sales. 

As c.learly summarised in section 3.6 of chapter ·3, 

witb .J...1-_ 
l, J J te, introduction of .L L -

l,Jltc, s tJ:llC t .. ur<.1.l adjustment 

programme, government started dismantling quantitative 

restrictions and introduced tarjff reductions. The 

interest rate was deregulated while attempts were made at 

u1-)e11i11:è5 the capital A,Ccount for private inflows. Cither 

included .:.. ,_ -
l.,,.. [lt:::: f oreign ex change market deregulation 

through SFEt,1 (now 

commercialisation ·--" UJ. 

As a - -" U.I 

IFEM) 1 pr:i.vatisAtion and or 

some public enterprises. 

the h j ghl:i ghted adjustment 
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policies, and many others Jï()t.ed i 11 chapter 3' 

manufacturing industries have _,_ -,, l) 

exogenous fa.et.ors if they were 

react _,_ -
l, l) a. series - .r:, 

UJ. 

to maintain their 

pro fi tability and even remain in business. In the 

manufacturing sector, we would expect the following 

effects, with differences depending mainly on nature of 

their output and sources of thei.r raw materials and 

market orientation of their sales. 

_,_ -
l,l) 

One, manufacturing industries generally are likely 

raise their unit prices during th..=-, adjustment 

programme 80 as to offset thP. increased pruùuc: i. . .i_l)JJ costs 

that. likely _,_ -
1 •• u from exchange ri:tte 

deregulation and interest rate deregulation. 

Two, the effect of the deregulation exercise are 

likely to be felt more by firms producing intermediate 

and capital goods - all which we classified as producer 

good industries than tl1ose producing household 

merchandize and other consumer goods. This conjecture is 

based on the f act that in general, most pr-oducer good 

industries rely more on imported inputs than the consumer 

good industries. 

Three, given the probable impact that the exchange 

rate deregulat1on will have on the production costs of 

all ca.t.egories of indnstries we expect them to increa.sï~ 

thei.r efforts towards sourcing their raw m~Leri~ls 

loc~a.ll·y. 

" "> " J. ._; V 
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In general we expect all categories of manufacturing 

industries to J1a.·ve sufferecl decreased ca.pac..i ty 

utilj sa.tion and productive capac:i ty. However, t.}wse 

t.hat depencl heavily on imported raw mFtterials inputs 

would tend to }1ave Axperienced 1 ower capac i ty uti 1 i.sat.ion 

and prod1lctive Ch,paci ty thFtn those whose raw materia.ls 

inputs were mainly locally sourced. 

Output in all ca.tegories of manufa.cturing industries 

would have suffered serious decline durin·g the adjustment 

period due to exchange and interest rates deregulation 

effects on production costs and unit price. 

Considering the fa.et that liberalisation of trade, 

deregulation of interest rate, exchange rate as well as 

prices directly and indirectly affect the selling prices 

of ·goods, prices of itermediate inputs, CC) St. - .r. 
l.Jj_ 

production and cost - .r. U.1. local so1n~cing, t.he re::iction -·.,, 
U.L 

profit-maxjm:izing manufacturing industries should L - -- -11>:l,VC:: 

been to change J...1- -L,lll':' structure of goods prodnced ( including 

tbe:Lr qual i ty) and .J_L _ 
LJ.lt:, strï.1ct_.uT·e of j nput used. 

in a situation where the primary raw materials inputs 

have low substitution (as the case in the 

intermediate and capital good industries) the bulk of the 

ad.justment in inputs would be a change in ernployment -

the man variable i.nput. 
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5.1.1 StructurRl Ad~ustment and Profitabilitv 

As regards the impact of the adjustment policies on 

the profits of the manufacturing industries, 128 

respondents representing :39. 75 per cent of the total 

respondents indicated t.hat adjustment programme 

increased their profitability, 9.96 percent indicated 

constant profit while 1G2 representing (50.Jl) percent 

of respondents indica.tecl t.hat 11.djustment progrr-imme had 

decreased their profitability. 

tl1a.t. .... 1- .~ 
l, r li::! ad.justment 

profitabil:i.ty the 

iDdustries snrv.-=;yed. 

programme 

majority 

What this suggests is 

has 

c,f the 

reduced _,_ ,_ .... 
'-· llt:' 

manufacturing 

A mu.ch clearer picture emerges when the industries 

are broken down into consumer good and producer good 

industries. This is shown in table 5.1. More. 

respondents in the consumer good industries specifically 

32 percent of all industries interviewed indicated that 

the adjustment programme has cau.sed their profits level 

to ir1crel'-t.Se. This however contrast with that obtained 

for the producer good industries where 104 representing 

32. 3 per cent of all manufacturing industries interviewed 

affirmed that adjust.ment programme decreases their profit 

level. Thes producer good industries inclu.de printing 

and publishing, . chemical products, structural clay 

products and cordage rope and twine. We went fu.rther to 

see whether there is relationship between industries 
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Ta.t,le 5. 1 

Structurhl Adiustment Programme and Industrial Profitabilitv 

INC 

Al l fi rms 128 

as% of the Total 

Consumer 1':,ood Industries lOG 

as% of the Total 

Producer Good Industries 

as% of the Total 

32.92 

C () ') 
U • O,.l 

162 

r::: r. ') 1 
\.J\.1 • o.__lJ. 

58 

18.01 

104 

Source: Author's field survey 

CON 

...,,., 
c., 1 

DON 

5 

() I"")(', 1 ::"'~ 
0 • ,J 0 J_ • ;,_J •1..J 

,., 
1 

(') 1 _,., 
iC.J • J. ' 

t") f', 
t:.J \) 

C () "1 u. c., l. 

0 

0 

5 

1 Ci=: 
J .• \..1 .. , 

Key: INC= Increasing, DEC= Decreasing 

CON= Constant, DON= I don't know 
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responses on the impact of SAP on their prof i tabili ty and 

" the nature of firms by calculating the X6 value. m• 1ne 

" XG00r~ value of 76.f.il showed that there is relati_onship 
1 ..,, • ., 

between the category of firms and the impact of SAP on 

their profitability level. A possible reason for this 

could be the high inelastic demand (since they are mostly 

necessaries) for these consumer goods in contrast to that 

of producer good industries. Thus, with high inelastic 

demand, the consumer goods industries could easily adjust 

prices to offset the probable increased production 

cost emanating from the deregulation experience. 

Horeover, as most consumer good industries require less 

capital equipment and imported raw materi.als than capital 

good industries, t.heir production cost might not have 

been seriously affected by the various SAP policies. 

Moreover, where the SAP policies enhance consumer good 

industries' effort at sourcing their raw materials 

locally, it could lead to increased profitability. The 

relevance of the last point constitutes our next line of 

discussion. 

:= "1 t"'} 
,) • ..l • L, Structural Acl.justment and Local Sourcing 

Table 5.2 summarises responses to questions about 

the impact of SAP on local sourcing of raw materials. 

The result shows that 168 manufacturing industries 

r.epresenting 52. 34 per cent of the total respondents 
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indicated that the adjustment programme has enhanced 

their efforts towards ;::,uu1:CL1q:5 their raw materi.als 

locally. This assertion of the respondents is in fact 

corroborated by the calculated average percentage values 

of raw materials sourced locally from our questionnaires 

(see table 5.3) 

Tabl.=: S.2 

Structural Ad_iw::;tment Progran@P. and Local Sourcing of Raw 

Material 

ENH COR, NEF CAN TOTAL 

All Industries 168 98 32 23 

as o, of the rn _ ..i.. _ 1 52. ') A ') /"\ t: ') 9 f"\'7 ,., 17 /o LlJl,M.L ,) '7 ,)V• ;J ,) . ;:J 1 1 

Consumer good Industries 128 1 () 26 5 _r_._. 171 

as o, of the m-~-1 39.88 ') 74 n 1 1 t: t:! 
/o .l l_l 1",i-1, .L ,) . O, . ,) u 

Producer good Industries 40 86 r., 1 () 
IJ lO 150 

as o, - _,, the Total 12.4G () ("\ f7("\ 1. ()'7 t: t:! ~ 
/o U.1_ w::;., r ;:J 0 r i) • Ul 

Source: Author's Field Survey 

Key: ENH = Enhanced, COR= Constriant NEF= No Effect, 

CAN= I cant say 
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In all, for - , , 
<.1.J.. _L categories of industries the 

percent.age of raw materials sourced locall:v increased 

from 38 percent for the period 1984 - 85 to an average 

of 58 percent for the period 1986 - 90. However, local 

efforts at sourcing raw materials locally seemed to have 

gained more momentum among the consumer good industries 

than in the producer good ones. 

Table 5.3 

Average Percentage Raw Materials Source 

After Adjustment Programme 

PRE 

All Industries 

Consumers good Industries 

Producer good Industries 

("'!,\Ti, .. 
0.H..ï.. 1984-85 

" () ..JO 

42 

" ('\ vV 

Source: Author's Field Survey 

Locally n-~----DeJ.UL"t::: and 

POST c, ,\ n .. 
1:>J-1.r. 1986-90 

58 

41 

Table cc () 
iJ • G shows that over 55 per cent of the total 

iHL1u;:; Ï.,.1·.i.e;:; successfully interviewed in the producer goods 

category indicated that the structural adjustment 

constrained their ability to source raw materials 

locally. This figure contraste sharply with less than 

7.0 

The 

percent obtained 
n 

~r1~·i, r-<---l v" L-ct L·I. J..ct •~t:::'U . ./\. 0 nr 1 
1 U tJ f ~) 

for the consumer good industries. 

value of 120.64 vividly confirmed 
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that there is relationship between ability to source raw 

materials locally and the nature of the industries. This 

development mjght be attributed to the nature of the raw 

i..:.._s.l- 1 -- !----r-t-cl' 1. (IIU. l,.L.)' LlllpU .. ,l:::!l- . .J r-equired for production by 

most producer goods industries. In fact, as shown in our 

questionnaires, most respondents that asserted that 

adjustment programme cc,nstrained their efforts toward 

sonrcing raw materials 1oca1ly attribnted this to 

increased cost of procuring raw rnaterials locally, 

;:i.navai labil i ty of the needed rFiw materials loca.lly, and 

low demand for thelr goods. Essentially, this finding 

actua.l ly snpported our earl ier c. la.im that adjustment 

programme might have enhanced the local sourcing efforts 

of the consumer good industries thereby enhancing their-

profitabil.ity. 

r:: 1 () 
•) • .L • ,J Structural Ad,iustment and Productive 

On the impact of the adjustment programme on the 

productive capacity - .r, 
l.J J. the manufacturing industries, 

majority indicated ~hat their productive capacity level 

decreased during the adjustment programme. As shown in 

table r:' ;'I 
i_) • '± ' 48.44 per cent of all the industx·ies 

interv:i.ewed indicated that their productive capaci ty 

level decreased. This is against 34.38 percent that 

affirmed the positive effect of SAP on their productive 
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... 
c;apa,ci.t ... :v- level,. 

Table r:: ,f 
.) • "± 

Structural Ad_iustment Pru1:;1.~c.c1-111me and. Jndust,rial Profi tabili ty 

ItJC DEC r""' , ...... , 1'.T ":":'!T TT TOTAL \._,\.Jl~ l' .LJ I.J 

All I> • 1 ., {'I 1 c:: c:: 24 31 320 i. 1 rrns j_ J. \.1 J. ,., :..., 

FtS 
o, .. I> -l- ,_ - Total 34. :rn 48.44 f7 5 9 G9 /o l.) j_ LJ 11~ , . 

Consumer Good Industries Cl ..., 67 1 f7 c:: 1 f7 () 
0,.1 _L 1 -.1 1 L, 

as % - J> the Tot.Fil 25 () A 20. () A ,:: ;31 1 5G I.J .L . ;j '± ;j 't ;,_J . . 
Pr'c,duce1~ Good Industries ..., f7 88 7 26 148 L, 1 

as o, 
/o 

- J> the Tc,t.r1,l () 4 ,< I') f7 ,:: f) 19 () 13 , .. I .L 0 • ' '± L, 1 . O_) L, . 0 • 

Source: Author's field survey 

Key: INC= Increasing, DEd = Decreasing 

CON= Constant, FLU = Fluctuating 

However 7 when the data was broken down into consumer 

and capital good industries, a bF.:tter pi.ctnre em,::erged. 

Majority of the industries that affirmed the positive 

impn.ct of SAP on their productive capacity level are 

those manufacturing consumer goods. Our x2
0 O' " value of 

1 J\)1.J 

49.13 confirmed the existence of a relationship between 

productive capacity level . and .1.. ,_ -· 
, ... i1e nature - .t> 

U.L 
.1..1- -
t,.11e 

industriAs. ThA positive impact of SAP on the productive 

capacity level of consumer goods industries corroborated 
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our ear.l ier f indings that SAP has enhanced local saure ing 

of raw materialsamong the consumer good inustries. m1 • · 
1DlS 

is to suggest that SAP by promoting local sourcing among 

consumer good industries bas increased their productive 

capacity as well as the profitability. The reverse is 

however the case with the producer good industries. 

Indeed, greater evidence is .lent to this by looking 

at the average capaci ty utilisation , - -- - , 
..LC:Ve..L of the two 

categori,3s of industries shown in table t:'. t:'. 
êJ • i) • Really, 

average capacity utilisation level for the whole 

industries fell from 59 percent pre-SAP period (1984-85) 

to 44 percent, post SAP period (1986-90), but producer 

good industries seemed to have suffered much more than 

the consumer good industries. For example, the average 

capacity utilisation level in Producer goods Industries 

moved from 38 percent in 1984-85 to 23 percent in the 

post SAP period (1986-90). 

Table 5.5 

Structural Adjustment Programme and Capacity Utilization Level 

PRE SAP: 1984-85 

All Industries 

Consumers good Industries 

P d d - d t . roLucer goo. ln.us.ries 

59 

') (") 
,.)0 

Source: Author's Field Survey 
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To find out reasons for decreased productive 

capacity and capacity utilisation , - -- - 1 
.L t:: V t:: .!. ! we. ask:ed 

interviewees to rank some probable fac tors. As expected, 

the average sc(:-,res for groups indicated that 

increased cost of production, which 1 imi t employment; 

lack of foreign ex.change to · procure raw mate.rials and 

increased cost 

average scores 

the maximum 4. 

- -" UJ. 

of 

borrowing 

3. 3, 3. 14 

from banks as important with 

and 3.07 respectively out of 

Others ranked as somewhat important are 

general decrease in demand which occasioned accumulation 

of inventories of fini.shed goods and changes in the 

tariff system with score 2.21 and 2.02 respectively. All 

these factors conspired to increase the çost of 

production le.ading to prohibitive product prie.es in the 

indus trial sector especially 

industries. 

in .L 1 .... -
!_,[Le producer 

5 .1. 4 Structu1~a1. Ad.iustment and Employmo:=,nt 

goods 

We att.empt.ed to asf..;e1~t.ai11 ..J..L _ 
l..Ht:' impac.t of SAP on 

employment level in the industri~l sector by asking the 

interviewe.es to indicate whether or not .i.... L - --1.,JJt::: ,y have 

retrenched in their industries since the introduction of 

S.A.P, The sumrnary of the r~sponses is as show in table 

5 ' f, 
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Tat,le 5. 6 

Structural Ad.iustment Programme and Industrial Emplovment 

YES 

All Industries 

as% of Total 75.47 

Consumer Good Industries 

as% of 'T.'otal 40.06 

Producer Good Industries 114 

as% of Total :15. 4 

Sourc,~: Author's Field Survey 

NO 

79 

42 

13.04 

11. 49 

TOTAL 

1 '7 1 
J_ , J. 

151 

Table 5.6 shows that 243 interviewees affirmed they 

retrenched between 1986-90. This represented 75.47 per 

cent of the respondents. 'T.'he result equal]y indicates 

that both consumer and producer good 

retrenched during the ad.justment p1.·og 1~amme. The 
0 

calculated X" r , of value O. 00135 actually confi1~med that o.o~,i 
there is no relationship between categories of industries 

and retrenchment. However, thE:· 1:esul t from J.. l- -l,Ht::, 

questionnaire showed that retrenchment occured more with 

the unskilled workers than skilled workers. In addition, 

the result equally showed that retrenchment of unskilled 

workers occurred more in the consumer good industries 

than the producer good industries. This is v:i.vidly 
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shown in table 5. 7, As indic.ated in table "' ,.., 
•.J • I' 

unskilled workers were retrenc.hed by all 

manufac.turing industries interviewed as against 

1,729 

the 

skilled workers. On breaking the industries into 

consumer and produc.er goods categories, the result showed 

that 1,171 of the total unskilled worker retrenched were 

in the consumer good industries while the rest 558 were 

in the producer good industries 

i=: ,.., 
,.1 • I 

PRE-SAP 1984-85 

SKILLED UNSKILLED 

All Industries 105 336 

Consumer Good 

Industries 46 248 

Capital Good Industries 59 88 

Source: Author's Field Survey 

POST SAP 1986-90 

SKILLED UNSKILLED 

298 

167 

131 

1 t'7 () ('\ 
J_' / ~ ~ 

1,171 

558 

This should not came as a surprise, as the unskilled 

workers are often the most vulnerable in terms of 

retrenchment since they constitute the ma.jorit.y in most 

manufacturing industries. This is in addition to the 

fa.et that they are easy to train. Also, as most producer 

good industries require more highly technical workers 

than conswner good industries, the tendency ta la.y off 

workers is very minimal except the situation has reached 
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a crisis point. 

We went further to · asc.erta1n those factors 

responsible for retrenchment by asking the interviewees 

to rank some factors. In a nutshell, increased cost of 

production (borrowing, labour and materials) has an 

average score of 3.5 out of maximum 4;· lack of foreign 

exchange Ior raw materials got 3.12, while general 

decrease in demand which occasioned accumulation of 

inventories of fini.shed goods and changes in tariff score 

on the average 2.75 and 2.55 percent respectively. 

5. 1. 5 Structural AdjustmP.ïÜ, and Industrial Production 

In respect of the impact of the adjustment programme 

on production costs almost all the industries interviewed 

indicated that the adjustment programme increased their 

production costs. This actually confirms one of our 

conjectures at the beginning of this section that the 

adjustment programme would increase production costs of 

manufacturing industries. As shown in table r: n 
t'J. 0' 

manufacturing industries representing 88.54 percent 

1 f. 2 
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Tat.le 5. 8 

Industries 

as% of the Total 

Consumer good Industries 

as% of the Total 

Producer good industries 

as% of the Total 

INC 

286 

8 0 t:' •• 
Q. f)Lf' 

136 

42.1 

150 

46.44 

DEC 

') ,.., 
•.l I 

l l. 46 

') ,.., 
,.) 1 

l l. 46 

Source: Author's Field Survey 

CON TOTAL 

') ..., ') 
... JCJd 

173 

150 

affirmed that adjustment programme increased their 

production costs. All the respondents in the producer 

good industries signalled that their production c.osts 

were adversely affected. To probe further into reasons 

behind the increased production costs during the 

adjustment period, the interviewees were requested to 

rank some factors acc.ording to their importance. The 

result of .L 1.... -
l .. ! le ranking showed that on the avera.ge high 

exchange rate, that is depreciation in the value of Naira 

scored an average of 3.56, out of maximum 4. 
1 

I11creased 

cost of borrowing and raw materials scarci ties scored 
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3.18 and 2.10 respectively. Other reasons mentioned by 

interviewees which were not specified in thE: 

questionnaires included wi thdrawal of petroleum arid other 

petroleum products subsidies as well as changes in the 

tariff sy-sterri. 

As expectecl, the increased production cost enli3.nating 

from the sources ex-rayed above culminated in increased 

unit prie.es of all the industries. From the information 

supplied by the interviewees, unit prices for the two 

categories of industries incr~ased throughout 1986 -

This is consistent with our initial conjecture that 

all categories of industries would increase their unit 

prices in order to offset increased production costs. 

What this tends to suggest when related to our previous 

f indings is that increased unit price emanating from 

increased production costs tends to benefit the consumer 

good industries more than the producer good industries as 

the former can easily retrench their unskilled workers as 

well as source their raw materials locally. Ir1crea.seCt 

production costs and thus unit prie.es in the producer 

good industries might have led J.. -L,LJ increased inventory 

accumulation, thus falling productive capacity and 

capacity utilisation level and eventually decreased 

profitability. 
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5. 1. S Strurtural Adiustment and Sales 

To ascertain the impact of the adjustment programme 

on the sales of the manufacturing industries, we asked 

the interviewees to indicate whether or not their sales 

have been affected during the period of adjustment. mL-
1.Ut::: 

results are as shown in table 5.9 below. The table shows 

that 196 

TablP. S.9 

Structural Ad.iustment and Manufacturing 

I1".JC DEC r"l,""'\1,,T DONT mr-.m,\·r 
\~''_) l" l lJ l /-4. l..J 

Al1 Industries 123 196 3 ")(")(") 
,J t.:.i c.:.. 

as% of the Total "> () (") 
,JO•.:., 60.87 0.93 

Consumer Good Industries 70 99 2 

21.74 "> f\ ,., C: 0.62 .) \) 0 (û as% of the Total 

C: "> 97 1 
\.J...J l. Produder Good Industries 

as% of the Total 16.46 30.12 0.31 

Source: Author's Field Survey 

manufacturing industries representing 60.87 per cent 

indicated that the adj11stment programme has caused their 

sales ta decrease. Jnterestingly, reduction in sales was 

not peculjar to the producer good industries. The x2
0.05 ,3 

value of 1. 326 actually confirmed that there is no 

relat.i.onship sa.les a.nd the nature of 
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manufacturing industries. The 

manufacturing industries in consumer 

percent.age 

and producer 

- -" U.l 

good 

industries that experienced decreased sales during the 

adjustment peri.od were 30.75 and 30.12 respectively. 

What this tend ta suggest when relat~d ta aur previaus 

findings is that though, increased production costs 

prec.ipi tated increased unit cost as well as decreased 

sales in the consumer good industries, the effect of 

increased unit price might have offset the loss that 

could have arisen from decrease in sales. This, probably 

·coupled with increased local sourcing efforts explains 

their profitability during th~ adjustment period. 

The case of producer good industries is highly 

consistent with our ea1:li.er res·ul ts. Increased 

production cost~ and unit price lead to decreased sales 

and productive capacity and capacity utilisation levels 

which cannot be offset by increase in unit price thereby 

precjpjtating decrease in their profitability. 

Finhlly, we asked the interviewees to assess some of 

the key SAP policies narnely the current tariff structure, 

rat.e derPgulation and exc.l-,.a.r1ge rate 

deregul a.ti on. The summary of the respondents' views is 

presented in table r;:: a A 
..J • LV, From information prov:ided 

in table 5 .10, '.just fair' had the greatest percentage 

ou.t cJf tl-1e tl1ree SA.P policies n1ent.ior1ecl abo·ve. Tlïe 

percent.ages for tariff structure, interest rate 
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deregulation and IFEM were respectively 64.20, 43.21 - _..., .... , 
él,UU 

53.09. This was f ollowed by 'bad' wi th percentages 

19. 44, 19. 75 and 19. 75 for ta.riff structure, interest 

rate deregulation and IFEM respectively. ·'Extremely bacl' 

came t~hird _ ... L .! , -
W!Ll.J..e 'good' sc.ored. ..L.. , •• ~

l, ! I e lea,st - - .! -· .J_ !,'UJ..UL, 
-- .! ..L.. ,_ 
WJ..\,H 

percentages 7.41, 13.58 and 14.81 for tariff ~tructure, 

interest rate deregulation and SFEM now IFEM. It could 

be inferred from the informition provided above that the 

perception of the interviewees on the adjust.ment polici.es 

narned ab ove is far below the average. We went furt.her t.o 

see whether there is relationship between SAP policies 

Ftnd industriP.s' assessment by calculat.ing -r,he chi-squarP. 

The 
,, 

V~ 

AQ,05,J value 42.39 ·showed that there is a 

rel a t ionship between SAP pol ici es and i ts assessment. 

This implies that the nature of the pol.ic.ies 

determines the assessrnent by the manufactnring industries 

interviewed. 
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as% of the Total 

Interest Rate 
[;eregl1lr.-1.. t. ic,ïî 

As% of the Total 

S FEt•i ( rïc1cv I FEt,1 ) 

as% of the Total 

GOOD 

24 

7.41 

1 0 J:'." () 
J. ~)., i.) 0 

48 

14.81 

Ta.1:ile 5" 10 

- L' 
UL SA-ç; Policies 

208 

140 

,1 0 (""} 1 
'i·"-.leLIJ. 

r:::.0 "" .... ) o.) ., \...1 ;:1 

60 

19.44 

64 

-, ri. t7 r=. 
.1. ,.., • I •.• 

64 

1 n '7 c:: 
J .• -, t I i.) 

Source: Author's field ~u~vei 

r.,"'\., .... mnn 
..C.,.1\.. l fi.,.C.1 -

t~iET..J Y BA.D 

1"7C 
IU 

(") 0 ,! C 
.C:.o..J. 'i:1....1 

40 

Tt)rr1AL 

") () ,1 
,.) c., 'et 

We went further to assess the SAP package itself by 

asking interviewees to rank the package as Good or. Just 

Fair or BEtCl 01 ... E:;;.treïnel:/ 

-, Co 
1.,.)0 

1"'\ ~ .-1 
D(.:t.u. 

C: .., -, 
~' " J_ J_ fi 

mL ..-
1. Il<::' ::; U.!IHUctL· y - L' UJ. 
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Table 5.11 

Assessment of Structural Adjustment Package 

CATEGORY ,........,-;, PRODUCER CONSUMER TOTAL \_JI." 

INDUSTRIES/ GOOD GOOD 
ASSESStyfE1\JT Il\JDUSTRIES II·,IDlJSTRIES 

Good 1.'3 88 101 

01 - .!> ..l- l~ - Total 4.04 27. 33 31.37 /o U.L L,!.LC: 

:Just Fa.ir 69 52 1 2 1 

01 - .!> the Total 21.43 1 l.' 1 I'; .., ,., cc () 
.lo UJ J.U • J..o..J v 1 • '-.)0 

BAD 46 26 72 

01 
/o C1f the Total 14.29 8.07 I') ("} ") r. 

'-1 LJ • .._) (.) 

E}~t.1~e;ne l y~ Bad ..., ') f5 ...,.-, 
w ,) 60 

01 - .!> the Total ,., .14 1 .55 r'l l.'('I 
.lo LI .L 1 _J_ 0, u.v 

Total 151 171 322 

Source: Author's field survey. 

industries indicated that the SAP package was 'just fair' 

while 101 interviewees (about 31 percent) perceived the 

package as Good. 72 industries representing 22. 36 per 

cent, ranked SAP. package as being 'bad' while the 28 

industries indicated 'extremely bad'. We tried to 

cat.egc-,ri.SE!d ir1te1:vie,wees 1~espor1ses acc.01--dijîg t.o 11a.ture of 

industries. From table 5. 11 more interviewees in the 

consumer good industries ranked the SAP package as being 

'good' as against what obtained among the producer good 

Over 20 percent of all the manufacturing 

industries ranked the SAP package as 'bad' and 'extremely 
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bad' among the producer industries. This is lD 

contrast with less than 10 percent in the consumer good 

industries. Our calculated value of 77.86 

confirmed that their is relationship between the package 

assessment and the industries. In - 1 , 
è1, .L . .l ' 

thi s con fi rms our earli er findings that SAP policies tend 

to ..L ,_ -
l..-l!t::: producer good industries 

adversely than the consumer good inustries. 

üiOT.'e 

k () 
._) • LJ How Industries Assessed the Shocks and Ad.iusted 

Tlïeir OperEttioïiS 

The analysis of the impact of the adjustment 

pru1:5.t'c1.111me on those variables as employment, output 

industrial prices, profitability and so on suggests that 

firms have not benefitted immensely from the changes in 

policies and also had difficulties adjusting ta the new 

environment. One would expect those difficulties to have 

been monnting from 1987 onwards as a result of inc.reasing 

financial costs and increasing foreign competi.tion 

emanating from ir1terest., ex.c.hF.inge tl..,i:tCle 

liberalisation. Also, the magnitude of the !-'•erc.eived 

impact of the programme on the industr-i._al sector suggests 

that entrepreneurs must have experimented with various 

adjustments to cope with the situation. 

To determine this, industries were asked to rank 13 

shocks (favourable and unfavourable) making O if it was 
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not relevant, 1 if was not important, 2 • .c, 
l.L it was 

somewhat important, 3 if it was important, 4 if it was 

very important, and each value prefixed with (-) where 

the impact is negative. The average score for each shock 

is ::;1.J..cmc1.1 . .Ï.z,e.d in table 5. 12. None of the Îav·ourable 

changes was signalled as particularly important by all 

the industries ( see table 5 .12). The highest average 

scores were around value of 2 that is, 'somewhat 

important' . The favourable responses related to better 

opportunities to substitute local raw materials for 

imported raw material and reductions in restrictions for 

importing raw materials. 

This is not surprising considering the inflationary 

eff ects of e;,c.l.iau~e rate deregulation. Exchange rate 

deregulation increased price - ·" u J. imported 

materials which invaria~ly led to increased efforts at 

local sourcing of raw material (especially in the 

consumer good industries) in spi te of reductions in 

restrictions for importing raw material precipitated by 

trade liberalisation. 

"1 C 1 
.1. u J. 
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Table 5.12 

Perception for Shocks 

FAVOURABLE CHANGES 

01 Better access ta working capital financing 1. 05 

02 Better opportunities to buy foreign machinery and 
equipment not available before 0.85 

03 Better opportunities to substitute local raw 
materials for imported raw materials 

04 Reductions in restrictions for importing raw 
nia t.e 1~ i a.l s 

05 Relaxation of price controls over firm production 

OG Increase in ;=,xport opportunities 

07 Reduction in competition from international 
produc.t 

08 Increase in earnings resulting from increased 
l::'A.J,JUL i,:,; 

09 Increase in earnings resuJting from higher value 
of export products 

UNFAVOURABLE CHANGES 

10 Increase in the cost of working capital 

11 Unjt labour cost rising more rapidly than the 
prices of the prod~cts. 

12 Increase in prie.es of domestic raw materials 
greater than the increase in the price of 
product 

Changes in the tariff system 

SüUI'Ce; Author's field survey. 
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Better access to working capital financing and 

possibilities of buying foreign machinery and equipment 

not available before were considered less important. It 

is also interesting to note that the interviewees did not 

perceive as significant, increased export opportunities 

and increase in earnings resulting from higher value of 

export products, even though that constituted the main 

objective of the structural adjustment programme and the 

need to depreciate the value of Naira. What this tends 

to suggest is that manufacturing industries have not 

be nef i tted from the purported 1::,1::t.cui11gs from increased 

experts arising from Naira depreciation. In a nutshell, 

Wl1Ett. (c:,merges from the recorded perception of ..L ,_ -
L,He 

interviewees is that the adjustment programme were not 

viewed as particularly helpful for the operation of the 

industries because the favourable infli1er1c.es ivere 

nullified by unfavourable ones. 

A much clearer picture emerges from the responses on 

unfavourable changes. Scores for them wer,3 g:enerally 

higher and generally subject to less dispersion than ~s 

obtained nnder f avourable shoc.ks. The unf avourable 

rankings sbowed tha.t increase J.n the cost of working 

capital and unit labour cost rising more rapidly tban the 

price - .c, UJ. tlïe products were perceived i Tiif101~t.ELJl t while 

J.i1C:I'1eases ir1 p1:11.c.,~8 rjf clom.estic ra,v· n1Ett.eria.ls ~.L·eai...e1.· 

than the increase in the price of products and changes in 

-, C "'} 
.L IJ ,.> 
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somewhat i.rnportai1.t e 

That increased cast of working capital came as important 

unfavourable factor should not corne as a surprise in vie~ 

of t.}1.e Tii8 .. sstv-e depr·ec.iEt-·tion of Naira and the interest 

rate den=:gulation exerci'se. · And since most industries 

finance their production and stock of raw materials as 

we11 as semi-finished goods through credits bath from 

organised and unorganised market (as noted in chapter 2) 

then, high interest and exchange rates lead directly and 

indirectly to high prices. Incleed, _, _____ 4--
i:t.LlHl.)~ L, all 

created by the exchange and and interest rates - -~ 1 .! - --~ !-) U .L .L l .. : :f 6 

The changes in tariff was signalled unfavourable 

1-'<~.r_·,.:.e j_ v ed i t t3nco11ra.gecl _,_ ,_ -
1_, JI l-::' dumping of 

substandard goods into the economy. In fact, government 

recognisecl this I!- --L 
..li::tt..: 1 ..... t.1:-L[tt ! .L 

L 1..., has t.() slam: increases 

raHt:,.Î.He; from 130 per cent on import duties on c.ommodi ties 

s1.1.clï E-is st.ar·cl1, n 
['\ .. 20 batteries, flourescent tube etc; 

the reduction in certain import duties on 

intermeclia.te industrial good.s for example dry ·~ -- 1 , 
1__;.e..1. .. L 

batteries, rolled sheets and commercial. vehicle parts 

have had some positive impact on costs, thi~ however have 

almost complete]y wiped by the depreciation of the 

Nai 1.~1;1, exchanged rat.:,,. This exp lains why "i. ndustries 

ranked change in tàrriff structure as unfavourab]e shock 

and their agitation for the complete 
_________ , 
L-<~IIIU V èt.L of e:x~c:1se 
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duties on goods produced by them. 

;:; 1) 
,) . •) The Arljustments 1n InduRtries OperationR 

The adjust.ment 1:•ru1=,rtl111.111e tri ggered a ser:i.es of 

adjustment by manufact..uring industries to tlïe new set o:f 

polic:i.es. To determine thi.s, .we asked the interv:i.ewees 

to rank some adjustment strategies indicating O far not 

applicable, 1 if not important, 2 if samewhat important, 

3 if important, 4 if very important and with any of them 

prefixed (-) where negative. Table 5.13 summarises the 

forms of adjustments in thre areas of production, prie.es, 

marketing, labour policies and financial decision adopted 

d1.u~ing the adjustment period. Not surprisingly, greater 

c.auti.on lii financ:i.al management had .J...1 •. -
l,He highest. 

Industries tried to reduce all unnecessary expendi ture so 

as to enhance their financial viability. 

Also ranked i,111.>lH~ î.-i:Ltît were changes in labour 

composition as well as pr1ce dec:i.sions. The most 

frequent adjustment was a reduction in the l~bour force. 

This is iri f act, cons i.ste:nt .. 

precipitated retrenchment 

--.!.LL 
W.l. l,H the assessment that SAP 

( see tables r: fl 
ô_) • tJ and r: ,., \ 

•..1 1 ' ' • 

Equally signalled as important was changes in the price 

decisions. 

(see table 

Many industries charged higher unit prie.es 

t::' 1 0) 
v , l. ù.,f S() as to off set.. increased production 

costs precipitated by exchange and interest ra.tes 

deregulation. The ability to increase their unit prices 
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t?.iïl~tFt.r1c.ed t)y~ -Lr1creasecl pr·ices c,f f or1"?. igrt e.C)!ïtpet i.i1.g goods 

occasioned hy massive depreciation of Naira. Most. 

interviewees attached importance .L- ·-1..,U c.hangec,s in rnürketing 

,.J... ·- ~· l.,Ul.J" Majority of the i11.d.1..1s i: ries 

a.rlff, i t. t.ecl ·t l--1::1,t. t.h.e i~ r a.cl-v·e rt i si n_g ex:pense s i Lll.~·· l-l.~tl::;ed du.ri 11g 

the adjustment period. 
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Table 5.13 

Adjustment by Manufacturing Industries 

STRATEGY AVERAGE SCORE 

01 Alteration of the package or produced goods 

02 Changes in inventory policy 

03 Changes in product quality 

04 changes in market strategy 

05 Changes in price decisions 

06 Reduction in labour force 

07 Greater caution in financial management 

OR Increase in investment 

09 Plant closing·and/Or line consolidation 

10 Changes jn the composition of the labour force 

11 Improvement in the selection and training methods 

for workers _.[> 
u J. different skill categories 

12 Net changPs in Assets and/or liabilities 

13 Competitiveness (internal and externa]) 

Süurce: Author's field survey. 

1 ,1 ,1 
L • '-t'-f: 

2. Jf. 

2.33 

3.01 

3.17 

~ ~ <) 
,j • l) t:, 

0.02 

0.56 

1.71 

1 ".., J_ • ::i .._) 

0.66 

2.20 

Product quality changes was another important 

adjustment strategy b;y- industries. This was precipi tated 

by increasecl domestic and foreign competi tien. ml .. _ 
.l lll::' 

importance attached to changes in inventory management is 

the consequences of higher financial costs. Under the 
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adrn.i.11.i.s L,L·1:ti,.i. ve:!.y controllecl often low interest ra te 

regime, industries had easy access to credit at highly 

subs idized rate. But wi th the deregula.tion exercise, the 

cost of credit soared and hence the need for industries 

to be cautious in their financial management. And since 

adopting a careful inventory policy was one way of 

reducing financial costs the decision among industries 

was to minimize the financial costsof carrying domestic 

inventories. Thus drastic measure to reduce inventories 

to the lowest level was taken. 

Also rated somewhat important is competitiveness 

hoth i nternal and external, Almost unani mously, the. 

industries stated that ~ncreased foreign competitinn 

which arose from trade liberalisation and the lïP.P.d .1.. •• 
L,l..J 

increase sales precipitated intense domestic and foreign 

compet:i.t.ion. This of course, explains wby improved 

changes in product qual:i.ty and marketing strategies were 

widely adopted during the adjustment programme. 

Other less important adjustment policies were 

improvement in the select ion and training methods for 

workers of different skills categories, changes in the 

c.om:posit.i.orï of the labour force and al teI~i"°J..tion - P. 
Ul. the 

package or produced goods. Manager ctid not. attac.hed mnc.h 

importance .L -L,U 

consolidation. 

investment, plant closing and/or line 

T.bis might be due to low credihil:i.ty of 

the programme which caused many industries to postpone 
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invest.rnent a.waiting better days. Interestingly, most 

firms did not emphasize plant closing and/or 1 , -- -
-'- .LlH-:' 

consolidation as a major adjustment. One would have 

expected that increased costs of production coupled with 

increased fu.t'e~-i:5ll competit}on would force Ùurne.S i_, i1.., 

industries to close down their plant or sorne of 

production. ·This ind}cates that the unit prices of the 

rnanufacturing industries were below the average variable 

cost ( AVC) for the period under review. Our earlier 

argument t.hat the increase in nnit. price might have 

probably in a way, the increase production cost. 

especially in the consumer good industries is confirmed 

l .. - --l!eJ:e. 

To ~.~ - ...J 
.L .L Ul_l out more evolution c,f firms 

decisions, we asked the interviewees to rank the factors 

that affected market shares and pricing decisions before 

and after the adjustment programme with O for irreleva.nt, 

1 for less competitive, for equal and ') 
,) for more 

competitive. As e;'{~pect.ed the average scores for the 

industries indicated that. almost all the factors as being 

important ( see table 5. 14). Competitive pricing, product 

quaJ.ity as fir1anciEtl management. played an 

increasingly important role through time. 

::;ltuwed ...:...1... .... -'
L,lld,L, manufac!-,uring industries 

The resul t 

became more 

competjtive in relation to their competitors after the 

adjustment programme in - 1 , 
i:1._L .L 
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scales of production, 

TA-ble 5.14 

Comparison with Competitors 

Il ·vER,J.~_C}E 

BEFORE THE REFORM AFTER THE REFORM 

a Product Prices 

b Product Quality 2.02 

c Quality Central 2.08 

d Scales of Production 2.03 

e Marketing and Administration 2.18 

f Financial Management 1. 84 

S0ux1 ce: Author's field survey. 

2.87 

(') -~ () ~.uo 

2.39 

1 ,., i:: 
J .• ,d \.J 

2.41 

2.42 

The average score for scales of production given as 1.35 

after the adjustment programme as against 2. 03 be fore 

adjustment showed that manufacturing industries became 

leis competitivein terms of scales of production with 

their competitors after the reform. Also, industries 

were asked to rank some major categories of adjustment 

policies using O for not applicable, 1 if .... - .J... 
llt.J t .. important, 

2 j_f somewhat important, 3 if important and 4 if very 

:important. The resul ts as surmarised :l s table r:: 1 r:: 
ê) • l. 0) 

indicated· that each f orm of adjustment was more important 

after the reform than before the reform. 

As indicated in table 5 .15 before the adjustment 
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prug[a11tt11e price decisions were mostJ.y influenced by 

maintaining market share, fulfillment of salary and 

employment rule and cost of capital and raw materials. 

The average score of and 1.84 for competition among 

domestjc producers and import competition respectively 

vividly indica.ted that competition (bath from domestic 

a:nd external) was ùot percei ved as important be fore 

adjustment programme. This shonld not be difficult to 

explain since high protection enjoyed by industries 

throngh t.a.riff protection, eive.rv1:1,.lued exchange rl'ite as 

well a,s J.ow and often-negative interest --- ·- J... -1.ë1,L,t:: enable 

indnst rit=es wi th di fferent. producti vi ty levels to co-exist 

and in fact behave as oligopoly. 

m_1...1_ r:: 1!:' 
.L r:t.u.L e ;; • .L ;J 

Manufacturing Industries's Behaviour 

AVERAGE 

BEFORE REFORM _A.FTER R.EFORt·1 

a Maintaining market share 2.06 

b Fulfillment of salary and 

employment rules 

c Competition among domestic 

prodncers 

d Cost of capital and raw materials. 

e Import competition 

Source: Author's field survey. 

' '7' J. , J. 

2.61 

1.55 

1 n .1 
.l • () •-t 

(") Of'\ 
l:J • 0 V 

3.07 

() ,.,. ('\ 
,:, . /;:, 
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ric,we-v-er, ïvitl1 t.lîe 1.,eforrr1, co1npet.it.ic::,i1 a1uu11e .cl,~,u•e::;Loi1.~·· 

produce~s and from abroad became important in addition ta 

the 6ther factors. Competition among domestic producers 

and c.osts of c.api tal and raw materials were ranked 

important while impo~t competition - -- _, 
<01.llU the were 

ranked somewhat important. 

Finally, interviewees were asked to rank some 

factors in relation to their continuing participation in 

the market using the same codes as -L-1-l -
L,U,I..J.Lt.:! 

r:' ~ r:' 
i,_J e ..1. i.) , ,\ ·-1-\.:::; 

shown in table 5.16 competitive prices was ranked 

highest, followed by changes in quality. Tl~t,? last, tv;;o-

credit sales and advertising were ranked ~~---~-1 e1..1u.<.1-.1... However, 

other reasons stated by .i.11.i_.erv _i._t~wee...,; which were not 

rnent:i.oned in questionnaire included 

:::;erv.i.ce strategy and goodwill. 

Tat,le. 5916 

n~---··--~ 1.1.,t~t:t,:.-:;u11.:> for Continuing Pa.rt. i(; i fJEit iï1g in 

Et, 

b. 

c. 

_J 
U, 

FACTORS 

Sales Credit 

Advert:i.sing 

Changes in product quality 

Competitive prices 

Auihor's field s~rvey 

'1 l7 '1 
.L Eu 

sales 

"td- -1-~.i. 
l"JGt..L".t\.t::! L, 

2.25 

{) ,1 ,1 
t:J • '± '-± 
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5.4 Structural Adjustment Pro~ramme and Manugacturing 

Industries: The Emnirical Results 

Given our findings in the foregoing section, it will 

be of interest to explore a quantitative assessment of 

the impact of the quantifiable policies of the adjustment 

programme. To this end, the regression equations 1- 6 

specified in chapter 4 were estimated using the two stage 

least squares (2SLS) method. The result is as shown in 

table 

The resul t.s as presen.ted in table 5. 1 7 suggest. 

several findings. From equation 1 - the profitability 

equation, there is a negative relationship between 

profitability and gross margins. As the gross margins is 

a proxy for foreign exchange shock, the results indicate 

negative ·relationship between foreign exchan.ge rate and 

prafitability. This is as expected. The depreciation of 

the exchange rate through the introduction of SFEM (now 

IFEM) causes the cost of produciton. to increase thereby 

reducing i. ,_ -
l,l!l::, 

industries. 

profit margin 

ml • 
J.J1.1S fin.ding 

- .c Ul. the manufacturing 

actually confirms the 

respondents v1ews on the impact. of SAP on their 

profitability. 

Also, F.tc.cessibility to fore:igï-i exc.han_ge w11iclï_ v;e 

used as a measure of foreign exchange scarc:i.ty has a 

significant negative sign. This inrlcated that foreign 

exchange availabil:i.ty was restricted during the 
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Table 5.17 

~-- 'IWO - STAGE LEAST SQUARES ESTI1"Lti.TION OF THE IMPACT OF SAP ON INDUS TRIAL DEVi:LOPMENT 

Variable Constant Pcmj rj Gmj Lsj AFj- Wj Fcj Pj i:cj Yj CAPU· Emj R2 
De endent 

PcMj o_.22. -0.021 -0.029 -0.062 -0.17 ·0.004 o.ss - .(1) 
(5.01) (-0.87) <-0.45) (-0.45) C-2.35) (b.803)· .. 

Y. 22.59. -2.28 -2.01 0.12 -4.58 a.os 
0.21 - - (!2.) 

J (4.61) . (2.82) <-1.94) Co.os) <-1.84) (0.52) 

EM· 53.19 13.47 -0.92 -3.11 -1.02 -0.60 0.081 0.49 - - - (.3) 
J 

( 3. 68) Co.63H-2.097) (-0.59) C-3.·sa) C-o. 38) <0.43) 

, PcJ 1.46 -0.006 0.62 0.083 0 .. 17 -0.006 0.31 . (lf) 

( 3.68) (-0.02) ( 3.48) (0.43) (2.95) (-0.87) 

CAPT..) 6.61. 1.76 -1.52 -5.99 -1.os -1.49 0.39 . - .. - . (5) 

( 3. 99) ( 0.19) (2.45) { 1.17) ( o. 61) C-s. 70) 

p 25. 79 7.47 2.84 1.87 0.04 O.éO . - (~) 

( 2. 62) (2.46) { 1.18) ( 1. 98) (0.013) 

The figures in parenthesi~ are the t-ratios. 

CODESRIA
 - L

IB
RARY



adjustment period which by implicaitons means that SAP 

ha.s not •è: rî l1a.r 1 ce cl ~L-
1_.ttl~ a.cc es i b il i t y of entrepreneur 

foreign exchange as envisaged in the SAP package. 

to 

Other variables except output in equation l ca.me out 

with negative signs though not significant. The negative 

1~elationship between nomina.l interest ra.tes measured 8-S 

the ratio of total financial costs over total debts and 

profitability is not unexpected as credit from banks 

constitutes of major S(Jurce· of · finance to .:.. ,_ -
t..llt:: 

manuf a.cturing industries. Thus, increased cost of credi t 

emanating from the deregulation of the financial sector 

feeds directly into the costs of production. Increased 

costs ~~ ..r. 
U.1. production reduces the profitability .L.. 1.~ ~-

L, Ut:: 

industries. This result is quite consistent with the 

per1 ce:ptiün - .c, 
l.J J. our interviewees in bU.CVeJJ e.r'!r..e .L t_: .1. :::;.e 

that interest deregulation was one of the 

unfavourable shock that affected their operation. 

Local sourcing --" U.l raw materials variable bas 

negative sign indicating that the higher the level of raw 

materials sourced locally, the lower the level of 

This seems .L -l.,U contradict one - .c, 
U 1. the 

objectives of SAP, that is, encouragement of local 

sourcing ·- .c, 
Ul. 

relationship 

due .... ·L,U the 

ra.w materiaJ.s. The rea.son 

1---1--·~---ue 1.. •• wl~~11 local sourcing'and profitability is 

.LUL'.l."8<:;1,St::d COSt Of sourcing of local raw 

materials emanating from foreign exchange and interest 
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rates deregulation since the equipment and fund required 

for the exercise are often imported and obtained from 

banks respectively. Indeed, this result is confirmed by 

our interviewees assertion that prices of domestic raw 

materials increased greater than the increas in the price 

of products (see table 5.12). Lastly, industrial output 

has positive sign but the coefficient is not_significant. 

With regards to output equation, the major 

significant factors are nominal interest, gross margin 

and access:i.b:i.lity to foreign exchange. ûthers, namely 

local sourcing and employment variables are rather 

insignificant. Nominal interest rate measure of interest 

rate shock has negative sign Lndicating that interest 

rate deregulation redue.es output. This is so because bank 

credi t is a major component of production costs. This 

result is quite consistent with our result in the survey 

exercis where we found that interest rate had a negative 

impact on output. 

The ratio of f inancial cost to total debt called 

gross margin and used as a measure of exchange rate shock 

is negatively related to output. The result is compatible 

w:i.th si.tuat:i.on in economy where production 

activities are highly related to the :foreign exchange 

rate. The same _ applies to the ava:i.labil:i.ty of foreign 

exc.b.ange nie.::isu.r'e. The result indic.a.te that fure.i.~u 

exchange inavai.labil:ity constra:i.ned c,utput during 

1 ,, t:! 
l. { IJ 

.J..L_ 
L, He 
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adjustment period. Domestic manufacturing industries 

. depend largely on imported ·--.1----~-,-llli::t l.,C,J_' J_i:_1,.L::; th.us ...S...1 ... -· l, [lt::, 

availability of foreign exchange is a majcir determinant 

of their ability to produce. 

The cc-efficients of local sourcing and employment 

variables have positive and negative signs respectively 

but are not significant at 5% confidence level thereby 

making it difficult to make conclusive infference from 

..:.-L-
l,llt':' Ill. 

The, employment eg_uation shows that interest 1~ate 

shock measure and employment are negatively related. m• i.ne 

coefficient of nominal interest rate is significant at 5 

per cent confidence , - -- - , 
J..t:Vt:::.L ~ Another resul t of the 

estimated relationship shows that accessibility to 

foreign exchange is negat.i.vely related to em.1:-,l1.;,,vme11t. 

The coefficient is significant at 5 percent confidence 

level. This shows that availability of foreign exchange 

to manufacturers was constrained which invariably limits 

the level of production since as noted earlier, 

latt.:,,r is highly dependent on the . 1 b. J , t a:va1.~ a :l _1 .,:;; o:f :foreign 

excbange for procuring raw materials and intermediate 

inputs nec.:-,ded. 'I'his re·sult is q_uite consistent. wit.h our 

survey findings in which lack of foreign exchange for 

purchasing raw materials and increased costs - _r:, 
UL 

production were ranked as the main factors responsible 

:for retrenchment during the adjustment period. 

1 1'117 
.t f 1 
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The negative rela.tionship between local sourcing 

variable and employment though not significant is still 

consistent with our previous findings. Increased c.osts 

of sourcing local raw material.s reduces the profi tability 

of manufacturing industries which in turn leads to 

decreased cw~luymcut, Other variables prof i tabil i ty, 

wages and output came out with the expected signs 

positive, negative and positive respectively but none is 

With the exception of local sourcing variable and 

output, all the coefficients in production cost equation 

are signifie.a.nt at 5 pe1~ cent confidence level. The 

results show that gross margin, our measure of foreign 

exchange shock, as well as wages increased the production. 

costs of manufacturing industries. Local sourcing 

variable has a positive sign though not signif icant. 

-·1----WllC!i read with those in equations (1) and (3) 

means that local sourcing of raw materials caused 

production costs to increase which in turn affects the 

prof i tabil i ty of industries and. thus their employment 

levelo ml-.!_ 
J.11.l.;,:; view 

perceptions of .s..L_ 
L,!llC: 

table 5.12 where 

j.s corroborated by our interviewees 

adjustment programme in 

it was pointed out that one of 

unfavourable shocks was 1ncrease in prices of domestic 

raw materials greater than the increase in the prices of 

products. 

~ '7 () 
L(O 
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The negative sign for nominal interest is less easy 

ta explain. With increased costs of credit emanating 

from interest rate deregulation and the dependence of 

manufacturing industries for finance from this source, we 

expect the variable to have positive sign. A possible 

inte1:pretation - .P. 
l.l .l this positive relationship between 

nomina] interest rate and production costs is that a high 

interest rate forces manufacturing industries to emhark 

on other cost reducti.on strategies such as labour 

redue.tian and others whic.h lea.ds to less rec.ourse t.o bank 

credit hy industri.es to finance production. This view 

is expressed by interviewees in table 5.13 where it was 

indicated that greater caution in financial management 

and ~ceduction in labour force were the main strategies 

adopted by manuf acturi ng industries to cape wi th the 

acljustment. programme. This is rather 

inconclusive as the coefficient of nominal interest rate 

1s not significant. 

In equation 5 - the capacity utilisation equation, 

gross margins a measure of foreign exchange shock came 

out significantly with negative sign. This shows that 

foreign exchange rate deregulation had decreasing effect 

6n capacity utilisation. This result tallies with our 

findings using questionnaire approach (see table 5.5). 

Capacity utilisation 

introduction of and 

2 _ '1, 
l. t:,J_J_ 

1 '7('\ 
I ;:, 

drastically with the 

main reason fc,r this as 
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indicated by interviewees was increase cost of production 

due to exchange rate depreciation. 

The same goes for accessibility to foreign exchange 

rneEtSi.11.,,e. Tt has negative sign though not significant. 

In our survey, ranked l.ack _ _r, 
u j_ foreign 

- J:, 
l.l .L t1~ .. e rr1ajor factc,rs contributing to 

f alling capacity utilisation level. Another finding from 

equation 5 is the negative and sigQificant rel.ationship 

bet.weeu capac::i.ty ut.il ::i.sati.on and foreign competi. ti.on 

measure. A priori, a positive rc.:,lationsh.ip would b,:=, 

expected for two main reasons. One, foreign competition 

i. s incentive f ()1..., t:lt:)Ill13S ·tic. 

industries to become more efficient. Two, industries 

are 1.argely - _r, 
C,J L components part which Etllo"tAj 

domestic production to increase. However, this negative 

sign 

true 

shcJn lcl l'lot be c1 i. :f f icu.l t · 

that industries limports 

pF.trts which allow production 

are largely 

.L. -
1,U increase, 

Whi le i t. is 

of component 

however, the 

costs - -" UJ. the component parts might have i11creased 

phenomenally thereby rAclucing the level o-f production and 

thus the c,J,pacity utilisation level of manufacturing 

industries. 

Nominal 
. .. 
int.erest rate a mea.sure - J:, 

U.L interest rat.e 

shock came out wi th positive sign though not significant. 

Thus, firm conclusion cannot be based on this. However, 

where industries reduce their recourse to the bank credit 
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as suggested earlier, then increased costs of credit may 

not adversely affect the capacity utilisation level. 

Lastly, the price equation (equation 6) shows that 

nominal interest rate has significant positive effect on 

.. .c 
U!. 

rneasure 

..L 1 .. -
l.J Je 

has 

industries . 

positive 

Also foreign competition 

on unit price of 

manufacturing industries. The coefficient is signific.ant 

at. lO per cent confich,,nce level. Tl-1 is sl1ows t . .l1at. [1,S 

imports are majorly -- .P. u J . compenonent parts, e:;·rcJ-laï.1ge rate 

. depreciation increases t.11e cc,st. () f .L 1- -
l,l!t::' raw ïnate1~ials 

which makes it inevitab1e for industries to inc.rease 

thei.r unit prie.es so as to recoup the i r production 

costs. Indeed, this result is consistent with the result 

in ou.r survey where changes in price decision was ranked 

as one .. .c u J. the main strategies adopted to cope .... .! .1... ,_ 
w J. l, J.1 

i:Ld.justment programme. 

Wages has positive sign though not significant at 5 

percent confidence l - -- - , J..t::'Vt::'J..,· 

with our interviewees 

The result 

assertion 

is in conf c,rmi ty 

that one major 

unfavourable shock was unit labour cost rising more 

rapidly than the prie.es of the produ.cts. The output 

variable came out with positive sign but not significant. 

In all, the results of the 2SLS estimation shown in 

table 5.17 are quite consistent with tbat obtained from 

our su~vey exercise. From all the approaches, we 

observed that exchange and interest rates deregulation 

1 n 1 
0 -1. 
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had a pcCvtl~ivc influence on the success or otherwi.se of 

the adjnstment p.Cue5ra.H11ue. 

adversely affected industrial development of the economy 

through thei.r effects on costs of raw rnat.erials both 

imported and locally sourced. Also, in turn, the adverse 

effect of exchange and intex·est rates deregulation on 

locally sourced raw materials have adverse effect on 

capacity utilisation level, employment and profitability 

despite the better opportunities to local raw 

mat.eria.ls for imported ones provided by • 1.. ·eue 

li.beralisation policy. 

Finally, the deregulation of the exchange and 

led to 1.ncreased cost 

thus increased unit prices in 

-· .L, U.l 

the 

production - - .J i:.1,J!U. 

manufacturing 

industries with consequential effects on profitability, 

capacity utilisation and others. In this way the success 

of the adjustment programme i.s constrained. The veraci.ty 

of the results' using the cross sectiona.l data is explored 

further in the next chapter using time series data. 

~ n n 
.L Ot:. 
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C~H1-\PTER r< TV 
.:,J.A 

ADJUSTHENT PROGRAMME AND STRUCTURAL SHIFT 

INDUSTRIAL SECTOR 

IN mTTï.'1 
.ln~ NIGERIAN 

This chapter presents the empiri6al results of 

estimation of five eg_uations ( 7-11, in chapter 4) 

iuvulv.i.u1:, time series data, spec.ified for industrial 

variables namely output, prie.es, em.1::-•lu.vuh:::nt, capaci ty 

utilisation and production costs. Essentially, the main 

idea behind the specification and estimation of the .C.! __ _ 
J . .l. Ve 

eg_uations is· to test fol"' structu:ral 
1 AS 

-L .! ..C.L lV1..l 
:,,jl.J .l. J. L 

industrial sector of the Nigerian economy. 

lD .J..l,.. -
1,1.1.e 

The purpose is to determine whether structural shjft 

has occurred in the industrial 

adjustment programme specifically 1986-90. Identifying 

structural change and finding its probable cause(s) will 

help to know the impact of the structural adjustment 

programme policies dependent variables. In view 

of thjs 1 ~ur null hypothesis is that no structural change 

has occurrPd over the pF.r.iod coveLecl by onr analysis. 

The basis of the structural shift test is to cletermine 
whether an economic relationship remain stable in two 
periods of time or whether the same relationships hold 

different groups of economic 

"1 () f') 
.LO.) 

.. ·- -~ .J-UllJ_ l.. • 
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6.1 The Estimated Equations 

The resul ts of the estimated equations are presented 
•l 

in tables 6.1 - 6.5 below. The RG is the adjusted value 

of the coefficients of multiple correlation; DW stands· 

for the Durbin-Wastson statistics; h represents the 

Durbin h statistics; the F is the conventional F-

st~at.istic.s ( tlïat. tests jointly f ()l~ the overall 

significance - .{! ..:....1- -
1...1.1.. l,Ht:! estimated equations 1 parameters) 

while the figures in the parenthesis are the t-ratios. 

6. 2 Sta.t ist ic.al Propert.ies and Inf.,,,rences of 

Equations 

From equa.tions (7~) through equation (llc), the 
~ 

informatton provided by the R', DW, h and F - statistics 

suggest that the equations are adequate representation of 
~ 

the data. The R'. - adjusted value of the coefficient of 

multiple c.orrelation ranges between 0.87 (for .L ,_ -
1..,Jlt:' 

complete model of the em1Jluym1::n1t equation) to O, 99 for 

the restricted model of the industrial capacity 

utilisation and modified c.omplete for industrial product 

cost i.e equations (10a) and (llc). In the same way, ..,_ 1~ -
l,Ht:' 

F-statistic shown that the estimated parameters are 

jointly significantly different from zero. Likewise, 

DW-Durbin Watson-statistic. ranges between ~ C t:: ,1 
.L•Ui.J't 

.S.. 1- -
L.!lt:' 

in 

equation ( 7 \_\ .,_,1._ ~-)-p, _.,__ m~a·-, 
LI) - l,1 e l.,;l.111 .Lt:'l,t::: IIU t:!.L for industrial output 

to 2.25 in equation·(lla) 

1 (") ,1 
J. O':!· 

the restricted model for 
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Equa Cons 
tion tant 

7a 1 8. 96 
( 2. 14) 

7b 0.375 
(2.48) 

7c 4.013 
( 3. 01) 

w ER 

0.637 -0.1.27 -0.103 
(3.12) -(2.17) -(l. 07) 

1. 093 -0.299 -0.477 
( 6. 62) -(2.01) - ( 2. 3 fi \ 

1.049 -0.512 -0.472 
(7.14) -(2.87) -(0.9:{) 
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Tabln 6.1 

T NDUSTR.T AL ____ OUTPUT 5Ql2.A T TON 

- ') 

LS TTMF R " F 

-0. -~ 2 :j 0 . () :'i :l 0.98 171.41 
- ( 0. fi :1 ) (0.401) 

:1.lS3 0. H ~1 0.97 1G6.83 
(fi .. :', 2) ( 0. R O ) 

2.7G 0.07~ -O.S04 0.98 179.54 
( 5. 18) ( 0. 49 l -(2.24) 

The figures in parenthesis are the t-ratios 
•) 

R.-" = ad~iusted v1:1.lue of the coefficient of determination 

D-W = Durbin Watson Statistic 

R. = Restrirted Mode] 

(; = Cornp1 etP ModF· 1 

MC = Modified Complete Madel 

DW N 

2.180 H\ .. ( R) 

1.654 20 .. ( C) 

1.684 20 .. (MC) 
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18 F; 

T._i:_1..!1] f> 6.2 

THF INDUSTRTAL PR.ICF. ·E(~UATION 

Dependent Variab.le (pt) 

Equa Cons wt ER RP. t R pt-1 SAPD R-2 F Dh N in 
ion tant. 

8a 4.682 0.011 -0.716 0.37 0 . 1 :l 0.397 0.94 1043.75 0.081 1.6 ( R) 

( 2 . l 2 ) 0.25) -(0.69) ( 3 ." 71 l (1,0r/) ( 4. 0 ~3 ) 

8b 11.37 -0.15 1. 21 1. 5 7 0.9 0.4S1 0.95 72.83 0.094 20 ( C) 
( 2. 64) -(0.52) .( 2 . 9 ~~ ) ( 3. 1 7) ( 2. 4R) ( 5 . l 5 l 

8c 14.39 -0.25 1 • 4 5 1. 85 1.37:i 0.471 0.54 0.95 62.72 0. 12 20 ( MC .1 

(2.14) -(0.84) ( 3. J 9) ( '.l. 4 2 l ( ~; • 5 f) ) ( :-i • :î s ) ( 1 . :i 9 ) 
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Equa .Cons 
tian tant 

9a 1 2 , 5 l 
(4.25) 

9b 15.49 
( 5. 14) 

9c 17.18 
( 5 . 2 2 ) 

187 

THE EMPLOYMENT EQUATION 

Dependence Variable (Em) 

- ') 

w EH R . y~ LS SAPD Hu F DW N. 

0.95 0.28 -0.53 0.39 
( 7. 05) ( 1.81) - ( 2. 78) ( 2. 48) 

0 . f. 4 0.98 125.0l 2.147 ll 

0.49 -0.19 -0.23 0.25 -0.15 0.87 - 26.79 1.703 20 
(3.76) -(0.73) -(1.05) (2.09) -(0.lG 

0~43 -0.31 -0.06 0.19 -0.24 -0.21 0.96 .18. 85 1.803 20 
1 4 . 8 ::1 ) - .( 1 . 3 8 l - (o . 2 3 ) r 2 . ,1 0 ) - ( 2 . 1 2 l - r 2 . 4 2 î 

( R) 

( M) 

(MC) 
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Equa 
tian 

10a 

10b 

lOc 

Cons 
stant· 

8.86 
( 3. 18) 

11.65 
( 2 . 7 2 ) 

10.f-~2 
( 3 • (-; :2 ) 

RP . 1nt 

-0. 1 2 
- ( 1 . 09) 

-1.07 
-(3.48) 

-1 . 1 ;'; 
-( ~L .. J g l 

RESV 

-0.92 
- ( 4. 91 ) 

-2.fi4 
-(9.15 ) 

-2.28 
-(H.FiOl 

p 
t 

D.17 
( 2. 4 4 

0 . 2 :1 

) 

(2.24 

() . ~'.1 
( 

,, 
1 ') .~ . ,:.., 

IB8 

Tabl~' 6.4 

TNnUSJ'R.T/\l. C:APACTTY UTTLJSATJON EQUATION 

Dependent VAriable (CAPU) 

1 c• 
•• 1 ;.i SAPn F DW N 

-0.07 n. F, 0.99 :199.41 1 .72 1G ( R) 
-(0.82 ) ( 1 . ï '.:i) 

-0.:12 -n. :=;,1 0.92 4fi.96 1. 76 20 ( M) 
) - ( 1 .37 ) -( 1 • C) 9 ) 

- () •. J :', -0 .. ] ? - () . 1 r. n . 9 ,1 :1 G . 2 7 l .73 20 (MC) ., 
1 - ( () . J :', i - ( 1 • ~'. g) - i () . 19 l 1 

----·-----
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Table 6.5 

INDUSTRJAL PRODUCTION COST EQUATION 

DepHnrlet1 L V a. r· i a 1 ) 1 ''°' : Tnr.lustrial Production Cast ( C) 

RP . -,; 
Equa Cons ER 1nt R w SAPD R " F DW N 
tion stant 

l la 13.89 0.08 0.70 0.42 -0.11 0.94 160.39 2.25 16 ( R) 
(1.14) (0.03) ( 2. 88) (1.09) -(0.43) 

llb 1. 14 0.21 l . 4 fi 0.69 -0. ,j '.1 0. 97 · 123.83 1.81 20 ( M) 
( 2. 19) ( 2. 70) ( 3 . 1 7 ) ( 1 . J 5 ) - ( 1. 97) 

llc 2. 15 0.14 1 . 3 7 0.97 -o. :n 0.44 0.99 107.96 1. 85 20 (MC) 
( 2. 01) (2.11) (J. 03) (1.19 -(1.3fi) ( 2 . 2 7 ) 
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industrial production costs. 

Table 6. 1 presents the resul ts of the indus trial 

output equation. r., _.t_• (" ) ~.que,, l, J.on , a , ( Tb) and ( 7 c ) g ive 

results for restricted, complete and modified complete 

models respecti vely, The structural shift test for 

equations (7a) and (7b) yields 4.577. This shows that 

the null hypothesis can be rejected at 5 per cent 

confidence level implying tha.t there is structural _L • .2.J.. 
::;ul 1. •~ 

during the periods being analysed. All estimated 

para.met.ers of equa.tion (7b) were different from those of 

equa.tion ( 7a) in terms of magnitude. However, the 

structural shi ft discove1~ed in equation ( 7b) might not be 

attribut.able solely to the factors incorporated in the 

equat.ions since • l 
î,11e economy sta.rted an a.djustment. 

programme 1.n mid 1986. This adjustment programme as 

reviewed in cha.pter 3 consists of pal ici es a.imecl 

reducing the level of importation while encouraging the 

supply of loc.a.lly sourced ra.w ma.terials. To a.ccount for 

the adjustment programme which started since mid 1986, we 

introduced a. dummy variable w:i.th value zeros for 1970 -

85 and one for 1986 - 90. The structural change test 

between equations (7a) and (7c). gives 7,114. This 

indicates that the null hypothesis can be rejected at 5 

per cent conftdence leve.L showing that is 

structural change between 1970-85 and ·1 f'\O C ()f',. 
J. :'J O O - ~ \.1 • The 

inclus:Lon of dummy variable tends to make t.he 

190 

CODESRIA
 - L

IB
RARY



specification far better than equation (7b). Tl1is is 

shown in the adjusted value of the coefficient of 

-~ 
multiple correlation ( R"). A 95 per cent confidence 

interval for the exchange rate elasticity in 1970 - 85 

equation is (-0.769; -0.485) while that fo~c 1970 (\" :, \) 

with dummy variable is (-0.731; -0.29:J). A closer 

comparison of the two intervals shows a marked variation 

which suggests that equations ( 7 a) and ( 7 c) are not 

identical, 

Tbrough -'-. eqUaL,lOTIS (7a) to f '7 \ 
\ 1 C / , inclustrial wages 

c~me out to be a significant determinant of industrial 

output (Yu) but the positive sign it came out with is 

less easy to explain. A priori, a negative coefficient 

would be expected of wages (W) since increase in wages is 

expectecl to increase the cost of production which in turn 

is e~'\._pect.eù -'- -l, l.J redu.ce the industrial c,11tï,ut .. 

Essentially, two ixplanatjons for the positive sign 

suggest themselves here. One, is that high industrial 

output occasioned by increased revenue enables a general 

increase in nominal wages such that D., .1:•c,::c;j_i_._;_ve 

relationship exists between real industrial output and 

nominal wages. Two, that wage· increase precipitates a 

more than proportionate increase in unit price which 

enhances 

thus -'- ,_ -
L, [11:::, 

the p_rofitability on industrial. sector and 

incentive to produce more goods. 

The exchange rate variable came out with the right 

~ (\ 1 
1;:, J. 
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sign in a.Il the equations (7a to 7c). This shows tha.t 

deval uat. ion reduces indus trial output ( YN) , Equation 

( 7 a) suggests tha.t 1 per cent i ncrea.se in the eAL-l1au1:,e 

rate - - .: , l 
W .L.L.l precip1tate 0.13 per CAD."C clecrec1.se in 

industrial output. The corresponding values for complete 

and modified complete models are ar1cl O. 512 per 

cent. One point that is worth noting here is the values 

of the t-:.1,.,_.111:1,u15e rat.-:: elastic.i ties which increased from 

0.13 to 0.299 and 0.512 percent with the extension of 

the study period to 1990 together with the incorporation 

of SAP dummy. This tends to suggest that exchange rate 

dereg11l~tion might have precipitated sharper decline in 

industrial output through its impact on production cost -

an indication of negative shift. This conclusion will 

be verified in our production cost - - __] - 1 lllUUt::J.., 

Interest rate variable (R) reduces industrial output 

though its effect is significant only in the complete 

model (equation 7b). As equation (7b) and (7c) show, 1 

per cent increase in interest rate redu.ces industrial 

output by 0.48 percent and 0.47 respectively. These 

figures are far higher than O .10 obtained in equation 

(7a) - the restricted model. They all indicate negative 

-1- .! .C.J.. 
;::illJ_ 1. l,. The arguments raised in support of the negative 

effec:t - ,L, 
UL exchange r·at.e equal.ly holds The non 

significance of 

restricted model 

"- ,_ -
l,l.lt:: interest 

(equation .., - \ 
/ ct. J 

rate variable in the 

is not difficult .... -l,l.J 
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explain. The interest rate during this period (1970 -

85) was administratively fixed. As for its 

nonsignificance in the modified complete model, a 

possible reason could be -'- ,_ -
!,Ut::: incorporation of the 

adjustment dummy which in fact, has a significant 

negative effect on industrial output. Though tentative, 

in view of the non-significance of the variable in all 

the equations except (7b), the result shows that 

restrictive monetary policy was inflationary. 

The local ·sourcing variable has a negative non-

significance effect on industrial output }1ovJ"ev-er, 

the sign became positive in equations (7b) and (7c) - the 

complete and modifiecl c.ompll'~te models respectively. 

Specifically, equation (7a) suggests (though tentative as 

the coefficient is rather insignificant) that 1 percent 

increase in local sourcing reduce industrial output by 

0.42 percent while equations (7b) and (7c) indicate that 

1. per cent 1ncrease in local sourci.ng increases 

industrial output by :3 .15 and 2. 76 per cent respec.t.ively. 

Their values indicate positive shjft. 

explanation of in sign could 

A. :possible 

1... ·ue that the 

cost of sourcing local ra.w ma.terials have been made 

cheaper relative to imported ones by the exchange rate 

depreciation occasioned by FEM. In thi.s way 1 increase 

local son.rcing o:f raw materials would precipitate a more 

than proportionate increase in output. 
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The trend varia.ble came out wi th pu::; .i. i_.j_ v e s ign 

thongh net significant at 5 percent confidence J.evel. 

Fir:1ally, the dummy variable for adjustment programme 

1 S·'n") ~~m- ·-u .... __ , .... 1- - ..... , Mru Gtlue u .G wLGI ne~a~ive sign and it is significant 

at 5 percent confidence level. This tends to suggest 

tl"La.t. tJ.1.l3 in t .. r·,:iclti.C t. ion of tlïe s t. r·t1.c t.urEil F.iclj 1.1s t .. rrLelî t 

programme (SAP) has precipitated a decline in the 

industrial 01.1tp1l.t. Interest and e:r;..c.l1Etïl.g e ra.te 

deregulation among others no doubt provided the various 

channels through which the adjustment programme can 

affect the industrial output. 

The estimation resul ts for industrial prie.es is 

presented in table 6.2. Equations (8a), (8b) and (Be) 

repr,::,sent the rest1~icted, complete and modified complete 

models for industrial prices. The structural change test 

for eg_uation I n - \ 
1, (J <."1.- J and (Bb) yields 24.08 which suggests 

the y1-~es,::a1t..,e of structural change between the two 

periods. The evidence of structural shift is present in 

the alteration of all the estimated parameters in 

equation (Bb). The exchange rate elasticity increased in 

absolute term by approximately 69 percent from 0.716 to 

1.21. The structural shift test between equation (Ba) -

the restricted model . and (Be) the modified complete 

model that incorporates SAP dummy gives 61,102. This 

shows that there is structural shift between the periods 

before and after the structural adjustment programme. A 
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closer examination of the coefficients - .c Ul. equation 

vis-a vis those - .c 
1.) J. equations 

significant differences. 

Al.l equations (8a 

(8b) and (8c) 

8c) suggest that 

(8a) 

shows 

the 

relative price of intermediate inputs is a major 

determina.nt of industrial price leve.l. In equation ( 8a), 

1 per cent rise in the relative price of intermediate 

input increases industrial prie.es by 0.37 percent. The 

corresponding figures for eqnations ( 8b) and ( 8c) are 

1,57 and 1.85 percent ~cspc~Livcly, The increa.sed value 

of the elasticities for eg_uations (8b) and (Be) is 

clearly a manifestation of the effect of the introduction 

of such policies as interest and · exchange rat.es 

deregulation. In fact, looking at equation ( 8a) one 

discovers that exchange rate which tended to moderate 

(though tentative as the coefficient is not significant) 

the rate of increase in industrial prie.es became a 

signifie.a.nt intensifier.of increase in industrial prie.es 

as shown in equations (8b) and (Be). 

Equations t nt...'\ 
\. 0 lJ J and (8c) show that 1 per cent 

increase in exchange rate 1ncreases industrial price by 

1, 21 and 1. 45 per cent respec.tively. This result sbonld 

not came as a surprise realising the fact that most of 

the industrial firms in Nigeria rely more on imported ra.w 

ma.terials the price of which are determined by the 

development in the foreign excha.nge market. The ~nterest 

""I ('\ r= 
J. ;:J '-' 
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rate variable apart from having its elasticity increased 

in equation (8b) and ( 8c) becarne a significant 

determinant of industrial prices. For example, the 

elasticity increased from O .13 in the restricted model to 

0.90 and l.375 in the complete and modi f ied .... - --- '1 ~- ..L -,_·.u1111>-1.e i~e 

models respectively. 

The lagged industrial pr1ce level 

positive and of course significant relation.ship wi th 

present industrial price 
1 ____ , (n 
*Leve~L Li.\ . 

• l,, 
The coefficient of 

( n ~ ) .t"L.-.1. 
l, 

is posit.ive, as expected and indicated that the 

elasticity of industrial prices with respect to lagged 

industrial prices is positive and inelastic. This tends 

to support the assumption that price expec.tation Ft.re bFLse 

on the current p.1.' -'.<--<:::,::; plus an a.djustment base on the 

trend over last year. 

the ~ .! -1-~ "'
.1.· -1.1', J.I. L, 

confidence 

sign but 

l ---- 1 Ll.~Vt:::L, 

s igni f ic.ant onl y at 10 per c.ent. 

T-<
L L, ir1d. icat.P.s that the adJnstmPnt 

programme increases industria] prices. 

Table 6. 3 presents the resul ts for the empluymeJ.Li... 

equation. Equations 

restrict."'d, c.omplete 

f ,..,_ \ 

\ ;:, LI J and 

and modified 

f ('\ \ 
\ .:,C J 

complete 

for 

models 

1~especti ,.rel y. The structural change between 

eqnations 

structural 

analysed. 

(9a) and (9b) 

change occurred 

1 n '1 
-1. 0. ,) indicating 

l...-L-·--·-
Llt:: L,Wt::t::ll the periods 

t.hat 

being 

The coefficients of both equations (9a) and 

( 9b) ind:i.cate that they are significantly different, 
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negative sign. A possible explanation for this could be 

that tl1e c,il boom - .P. 
UJ. 70s and early 80s wlüch 

precipi tated increased indus trial acti vi ties created high 

growth industries whose labour demand seem to be wage 

inelastic. Indeed, this is consistent with the result 

obtained lI1 Rquations 7a 7c in which -~ .. -.!.t..-~-·-
.!:',,)~.1.L,J..Ve 

relationship is found between industrial output and 

wages. However! the import of the argument tends to be 

waning with the extension of the study period to 1990 -

the period of adjustment programme. This is shown by the 

decreased value of the wage elasticity of employment in 

the complete and modi f ied complete models ( equations (Sb) 

ancî. f () -- \ 
\vLSJ respectively). Except in equation (9a) 

restricted model, where exchange rate elasticity of 

employment is ---.!...L..! __ _ 
}.-'l..J:::; .L 1 . ..,.l Ve :i exchange rate and interest rate 

came out wi th expected signs though .in most cases not 

si gr1i f ic.ar1t~. The positive exchange rate elasticity of 

ernployrnent in equation ( 9c) tends to suggest that the 

administratively fixed low exchange rate before the 

introductjon of SAP encouraged employment. As sl1.owr1 i11. 

equation ( 9a), l per cent increases in exchange rate 

J.ncrease .L. ,_ -
l,J te employrnent level by 0.28 per cent. The sign 

-for exchange ra.te however becam,3 negative in the complete 

and modified complete rnodels (i.e equations 9b and 9c), 

J...1 .. - ~ 
'-·, li.:t , ... exchange rate has depressi11g effect on 

ernployment. Specifically, as indicated in eg_uations ( 9b) 

1 ('\ () 
.1..:,0 
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and (Sc) 1 per c.ent 

precipitates 0.19 and 

111c1:ease 

I'. ") '1 
\) • • ) .L per 

in rate 

cent 

employment for complete and modified complete models 

respectively. 

Essentially, what this Jesult suggests is that the 

introduction of SAP through various channels (exchange 

,_..,a.t.e, local sourcing effect, 

_..._~ ) m~-1.. .... 
t::l,L,,, ! !1_l_l5J.lL, have escalated the 

all these variables constitute 

interest rate effect, 

production costs since 

major inputs the 

industrial sector which in turn discourage employment in 

the industrial sector. The import of .1..1 __ --'t...--~-
l,llt;:! dUU V t:: ttssertio;1 

is better appreciated when one note that the SAP dummy 

and local sourcing of raw materials variables are 

statistically significant at 5 percent confidence level 

and the exchange rate at 10 percent confidence level. 

Another important result of the estimation is the 

positive sigï1 of the output va1~iable. The elasticity of 

employment with respect to industrial output is positive 

but i_nelastic, 0.39, o.25 and 0.19 in equations 

(Sb) and { 9c) respect ivel.y. The resul t suggests that 

although increase in industria.l output leads to inc.rease 

in employment, this increase :i.s not proportionate. 

possible reason for this less tban proportionate increase 

in employment as a result of an increase in industrial 

out.put could be the increasing use of capital intensive 

techniques of production which often increase out.put in 
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s ign.i f icant proportion wi thout .i.ucn::,c1,1::.; ~.u1:5 employment 

signific.antly. Finnlly, we tried ta respec.ify 

employment Aquation by incorporating lagged employment 

level jnst to see the relat ionship be twet:,1t lagg·(=,d 

employment and current employment. mL _ 
J. 11e resul t as sJ-lC>WrL 

in the footnote indicates that lagged empl6yment , ~ \ 
1,ë.t-Jl 

has positjve sign. The coefficient actually conforms to 

a prior:L e2-..yec.1,,:ii,_i_u11 that the level of previous year 

.J..L __ 
l, ! l.t:: level of current employment 

though the increase is not proportionate. The positive 

relationship found between lagged employment and current 

employment might be a reflection of _increase profits in 

the _i_n~us~r.i.al sector and increased domestic demand 

prec.ipi tated by increase oil revP.nue al l which c.ulminated. 

in an increase in output, the latter which led to 

creation of more jobs in the industrial sector. However, 

B(b ' \ show f see .J..L-
J \ L.1 !e. as the respecified equation 

.o _ .. .,_ __ .) ,. _ l O,\ , 
!.UUl,UllJI::' J, the inclusion - .::, SAP dummy and 

.,_ ,_ 
U!. 1..,11e 

The regression results is given as: 

Et,1 = 9 o 26+0., 28 Vl+O .13 ER-0. 22 R+O. 426~{,J+O e 371 Et,L_ l ., ... 9 'a) 
~ .J::1-.• ~.s:\ f A 1 ,.., \ / r, ("\,.., \ ( ,.., A] ) ( ,.., 1 17 \ f ') 2 A \ ( ') ,.., 0 \ \,-,.-,v , ,:1\1. J \ '± , .1. <-< ) \ \.1 • .-:; <-< ) - <-< , V . \. <-< , .1. 1 ) \ ù , V / \ ù , <-< ) 

~
6 =0.97; F=l46.21, Dh = 2.210, SSE = 0.00526 = 0.00526 

The respecified version 
90 with dummy variable 

introduction of SAP is: 

of the model for the period 
SAPD ta account for J..L _ 

1 .. tLe 

Et,1=7.2+0.12W-0.29ER- 0.14R + 0.32'{,r - 0.193Ei.1•• 
/1 nn\ ("' ,n) r, ,,..,, fr,,..,,.,) ,,..,n,c=: 1 r.-r,\,"J 
\~,O~J ù,.1.0 - \.!.-~<-<) - \V,~ù \~•.1.U .1.,U<-<' 

~
6 = 0.97 F = 43.5 Dh = 1.320 SEE= 0.0418 

1970-

I fYL.' '\ 
\.;:, u ' 

Figures 
~l~c,.h-.2. 

shown in parentheses beneath the coefficient 
Ol'/'CL ~.IL t- -Vc::,.WQ.,s . 
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extension of the study period to 1990 reversed the sign 

of J..1 ..... -
IJIJ.e lagged employment f r., \ 

'- .i:',t-1 ' t.o 1:1egat.ive. 

indic.a.tes that the last year employment redue.es .:..1_ -t..u e 

present year employment. One might attribute this 

development to the various effects (eA~Ltlu~e rate, 

interest rate, exchange rate scarcity and relative price 

of intermediate inputs) which became intensified with the 

introduction of the structural adjustment 1Jj_~u~.Ctluuue. 

But, this result is only suggestive as the coefficient is 

rather insignificant in the equation. 

Table 6.4 shows the results for the capacity 

utilisation e'luct.i...~u11. Equation ( 10a) gives result for 

restricted model while equations (10b) and (10c) show the 

results for complete and modifiP.d complet.e mc,dels. The 

calcula.t,:::,d st1~uct.ural sh i ft test between equa.t ions { 1 Oa) 

and (10b) is 15.0.-. This shows that the alternative 

hypothesis can be accepted at 5 percent coqfidence level 

which is indicative of structural shift during the period 

being analysed. Also, the structural shift test between 

equations (10a) and (10c) yields r, (') ')., 
, • .:. ,_) .L indicating that 

structural shift occurred with the introduction of 

The foreign exchange scarcity measure and relative price 

of intermediate inputs ( R.P:i.nt) came out significantly 

wi th negative signs in all equations exc.ept in the 

2 J'\ ~ 
V J. 
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restricted model where (RPint) was not significant. 

A possible interpretation of t~is uut~uwe is that 

increased foreign exchange scarci ty in the industrial 

sector causes the cost of intermediate inputs to increase 

beca1.1se ...L ,_ -
l,Ue indus trial fi rms c.uüL,e1:ued would have to meet 

some - .c .L.. ,_ -.. 
U 1. L, He foreign exchange requirements by means other 

than buying in the off icia.l market, as such, l imi tecl 

supply of foreign exchange to the industrial sector is 

e:x:pectecl to r·ecluf~e pr=c1f i ta.bil i t}~, otlïe1~ t.lïiiïgs eq1.1a1, 

such that the optimal output falls. 

By similar reasoning relative price of intermediate 

input, and interest rate have negative signs though .,_ 1~ -
l.,11c: 

coefficient of the latter came out insigriificant in all 

the equations (10a-10c). As shown in equation (10a), 1 
.L 

percent increase in relative price of intermediate input 

reduces capacity utilisation by O .12 per cent while 1 per 

(;e1ït .i.1.1l: .. cect:.:;1::, in rate reduces capacity 

utilisation by 0.07 percent. However, the value changed 

in equations (10b) and f1A-i 
~ .L 1/ L;, / , 

(10b), 1 per cent }lî -~ -- l - ' . -- -1.'l::!.Lèl,l,.LVe 

in equation 

price -· .c Ul. 

intermediate input reduces capacity utilisation by 1.07 

per cent while 1 per cent increase in interest rate 

reduces capacity utilisation by 0.32 per cent. 

values increased further with inc.orporation 

dummy variable for m1 • 
1. ül s result tends to 

that interest rate deregulation and 

These 

- .c .:... ,_ --u 1. L,11<::: 

suggest 

- .L' IJ1. 
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intermediate .'! --~--.J-
.LHpUl., emanating fr(:-,rr1 excha.nge -- - .J.. --1.· c.1, t,e 

deprec.iation l-1.[tVe caused indus trial capac.ity 

utilisation level to fall. 

The sign of the industrial pric.e variable, suggests 

demand pull pressures on capacity utilisation. An 

increase in the industrial price level increases capacity 

utilisation by reducing the high input cost precipitated 

by exchange rate deprec.iation and LvL1 ej_1511 exchange 

sca:ec. i ty-. The local sourcing variable which came - __ .J... 
lJU t., 

wi th positive sign in equation ( 10a) - the restricted 

model has its sign reversed in equation (10b) and (10c). 

As it is, equation (lOa) shows that 1 percent increase 

in local sourcing variable precipi ta tes O. 1.5 per cent 

increase in c.apac.ity utilisation though it failed ta be 

statistically significant. 

Equations ( 10b) and ( 10c.) snggest that 1 per cent 

increase in local sourcing redue.es capacity utilisation 

level by l\ C" ,1 
\J • ;,_J '-t ancl per cent respec.tively. The 

reversion of the sign in equation (1.0b) and (10c) seems 

ta suggest that adjustment programme bas negatively 

affected the cost of sourcing raw materials locally. It 

is possible that the interest and exchange rates 

deregulation have affected the costs of inputs 

whic.h in turn feed into costs of production and thus 

decrease in output as well as capacity utilisation level. 

And in fact, the dummy variable in equation (10c) came 
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out with negative sign suggesting that adjustment 

programme has adverse effect on capacity utilisation~an 

indication of negative shift. However, firm conclusion 

cannot be based on this as the variable f ailed to be 

statistically significant in the equation. 

The result for production cost model is presented 

the table 6.5. Equations ( lla), ( 11 b) and (llc) 

rep~esent the restricted: complete and modified complete 

models respectively. The structural shift test between 

equations (11a) and (llb) yields 41,9R. This shows that 

By implication, it means that there is structural change 

during the period being hnalysed. 

coefficients of equations (11b) are completely di.fferent 

from those of equation Likewise, tlïe str·uc.tu.ral 

shift test between the restricted model (equation 11a) 

and modified complete model (equation 11c) yields 7.231. 

It. eqt1ally- i11dica.t.es t}-1.e occurr~ence of st~1~uc.tu1~a1 shift 

between the two periods - 1970 - 85 and 1986 (\ !'', 
- .-;\_I • 

inclusion of the dummy variable seems to make 

f ., "1 1- \ 
\ ll_lJ/ • Tlï i s i s, 

mL -
l llt:. 

.J_ ,_ -

t,Ht:: 

1n 

f ac~t., sl1c1wn in adjusted value c,f c:oeffj c.ie:nt of 
,1 

multiple determination ( J("). It increased from 0.97 to 

0.99. ., 
M. " r:: .; ;) per c8nt e.onfid8nce intervals for J.. ,_ -

L-11 t::, 

exchange rate and the relative price of intermediate 

input for equation (lla) - the restricted model are (-
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5 . 5 , C'.' 0" \ 
;J • ,J .L J and (

1 "1'7C 
L • -L I lJ , 0.0224) respectively while the 

values for equation (llc) with dummy variable are f I'\ r,,., 
\. \.J. '-,J'' 

and (2,256, 0.484) respect.i -vely. A closer 

comparison of the intervals for the two periods shows a 

significant variations which suggests that equations 

(11a) and (llc) are not !_J ___ ..L.! ___ , 
-1. Llt:' HL, -1. l.: tl-1. • 

The resul ts suggest several important findings. 

Exchange rate which perforrned poorly in equation (lla) -

the restricted model, came out to be a significant factor 

in deterrnining the production cost in both ey_utli._,iuus 

(11 b) and ( 11 c) . This resul t no doubt c:onfirm our 

conclusion raised under industrial output equation 

exchange and interest rates dere.gulation c.aused output to 

decline through their effect on production costs. 

equation 

leads .L -\,U 

f " " - \ \.L.La/, 

0.08 

l per cent i.ncrease in exchange 

cent increase in production 

From 

rate 

CC)St 

( though not statistically signif icant) however, the va lue 

changed bath in equat.ions (11b) and (llc). In equation 

( 11 b), 1 pe:c cent incr,3ase tn exchange T'a te leads to O. 21 

per cent j_111._;1:eétSe 1n production cost. The corresponding 

figure for equation (11c) is 0.14 percent. 

1s not unexpected as the massive depreciation of -LL
l,llt:' 

Nai ra precipi tated by the introduction of SFEH ( now IFEM) 

is expected to increase production costs given the high 

dependence of the Nigerian industrial firms on imported 

raw materials for production. 
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Relative price - 1' 
Ul intermediate inputs and interest 

rate came out with the right signs in all the equations 

but the latter is not significant in both equations 

(lla), (11b) and (11c). Equation (lla) indicates that l 

percent r1.se in the reJ.ative price of intermediate inputs 

indue.es O. 7 per cent iw .. :rcF.iSt:e in production cost. 'I'he 

corresponding values for equatjons (llb) and (llc) are 

1.46 and 1.37 percent respectively. 'rhis s l1.c,1vs t.h.at. 

production C()St ].S hjghly sensitive to the price _.c, 
UJ. 

intermediate input which indeed must hFtve be,=-n affect.ecl 

by the depreciation of Naira. A variable whose sign is 

rat.ber difficult to explain is ( ,., ) 
\ vv • A priori, 

a negatjve coefficient would be cXpc~Lcd of (W). but our 

Astimation shows wages (W) to be posi ti.ve though not 

significantly related to production - - -.L. l_~tJ~l..,e Really, this 

1::-'es1..1l t. is l1igl-1ly- coinpa.tible "i,J'i tl1. ·t}1e 1.:--13s1.1lt.s CJbt.::1.inecl for' 

equations (7a) (7c) and (9a) ( 9c) in which wage 

increase through i.ts effect raises output which in turn 

precipitates increase employment and eventually reduction 

ir1 p1~oclï1ctior1 c.ost. 'rhis resul t, however, is only 

suggest.:i.ye as J._. 1- -
C, JlC c.oe f f :i. ci erit J.S statistically 

insignificant at 5 percent confidence level. 

Lastly, the dummy variable 

significantly wi.th positive sign 

implementation - 1' 
Ul. has 1 - _J ieu .L. --L,U 

for carne out 

indicating ..1..1--.L ..Ll __ 
l_,l!r.l, ,... l., (l~ 

production 
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In all the estimated eg_uations, structural shift 

oc.c.1.11--rec1 .L ,_ -
1 .. 1te periocl before and the 

structural adjustment programme. There were ...J.! ..r..r._----~----
U.LJ 1.ere1Jl:.e::; 

between the estimated parameters ~.!Y .L1--u L 1,1.ll::' restric.ted and 

complete models in one hand and between the restricted 

and the modified complete model on the other. 

Tl1e res1_1l.ts ec_ru.ally shoived. tl1at SAP :policies s11c.lï a,s 

excharige and interest rates deregulatioïl prod11ced adverse 

effec;t.s üjJ t:t1e ,raJ~j otts i11dustrial VEi..1~iaJ)les u.sed for 

me1:i::;u.r i_u1:5 industrial development in Nigc..:-,ria. An.cl for 

most of the estimated eg_uations the SAP dummy came out 

with signs that were contrary to expectation. All these 

tend to suggest that the introduction of SAP has 

adversely affectedthe rate of industrial developmen.t in 

t}ïe ,eC():nom:v-. The resul ts obtained here were qu :i. te 

c.(jr1sist:.erit. ï.AJi t.ti thos~ obt-.. airtecl f;~om Otlr s11r·-ve:l \1JOl'""k a.TiCl 

cross sectiona]_ estimates. 
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CHAPTER SE\lEl\J 

SUMMARY AND CONCLUSIONS 

As noted in the introductory chapter, the objectives 

of .1-1 • 
1.,ûlS study are eva,lt1.atior1 of the i.mpa.ct - .c U.L the 

structural adjustment programme on the ii1dustrial 

development using bath firm-level and aggregate data on 

profitability, output, production costi price, capacity 

utilisation and employment as WPll as the evaluation of 

the various adjustment strategjes adopted by the firms 

during the adjustment period. 

To meet the above stated objectives, we took a 

critical look at the Nigerian industrial sector and the 

current adjustment programme. This study vividly showed 

that the earliest manufacturing industries established in 

Nigeria were concentrated in the production of light 

industrial commodities such as detergents, soft drinks, 

leather works, etc. Also, we observed that most early 

facto.ries in Nigeria were highly import dependent in 

terms - .c, 
U.1 their raw materials --· .• - .J 

Jlt::'t:::U • 
T .. -..J--..-1 -1..1.1ueeu., 

.L.. ,_ ~- - -L,ue:::;e 

distortions coupled with other imbalances in the economy 

dictated the adoptjon of the import substit~tion strategy 

at. independence and thus 

particjpation in industry. 

observed 
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! 
/ 

/ 

_/ 

industrialisation rather than actually ameliorating the 

distortion,s in the economy a_ggravated them. We noted in 

our assessment of the !Jer.LunuEuîce of the industrial 

sector before SAP that the import substitution strategy 

practiced between 1960-85 did not provide su::; i__.i::l,i11t:::::d 

stimulus J.. -· L,U growth. Rather, , J.. 
.1. L, precipitated serious 

in1bala,r1ces aricl clistüI"i::.io;1s stt.c.lï as o,;erva.lttat.:ioïi of r~aira 

exchange high and g 1-'UW L!l!:5 inflation and 

unemployment, high demand for capital and intermediate 

imports and short.ages - .c, u J. raw rnaterials as ivell 

1...:uu::;umt:::::r goods _ 1 1 
i::1,.L .L which make the implementation 

adjustment programme an inescapable necessity. 

EtS 

of 

We observed that the Nig:erian structural adjnstment 

programme j_ 1.1,_;ui'.'.J:-•urc1. i..ed various 

encourage accelerated development 

policy 

- - _J 
ètllU the 

measures J.. -L,U 

use of local 

rnaterials and intermediate ir,r.1u.ts, developrnent and 

utilization of local technology, maximize growth of 

value-added and promote export oriented industries among 

others. 

The above features of the industrial sector and the 

structural adjustment programme constitute the bases for 

t.}le specifica.tion and empirical analyses in the later 

part of this thesis. For instance, the pervasiveness of 

the adjustment programme has made it necessary to study 

its impact on the economy especially on the industrial 

sector. ,\, - -
_i'-\_J_::_il..J, the objective - _,, 

UJ. SAP in relation to 

\ 
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industrial sector as stipulated in the work had made us 

select employment, output profitability, 

utilisation, local souring of raw materials among et.bers 

as the indices for measuring industrial performance in 

t.lïe eCt.,11L1111y. In addition, the emphasis plac.ed on 

liberalisation 1-. -~ ~ L. 
IJ u l, J.1 financial - --- .:, èUJ.U foreign exchange 

made us to specify them distinctly in our equations. 

had 

The macroeconomic. theories and issues in the 

adjustment progr;;i.mme EtS -- - 1 1 1\11::'.L .L as previous empirical 

studies on adjustment programme are reviewed as bases for 

the empirical analyses. We observed, that by and large, 

the neoclassical structural adjustment which preaches an 

all-out 'outward orientation' and 'market 01~ientation' as 

the secret of successful development was premised on J..1- -
L,lle 

same logic as the classical theory except for its new 

assumption that 1:t.1:51:5re1:5c1,i_.e supply depends on rela.tive 

prie.es as against on quariti ties as postulated by 

keynesian. This, therefore, makes liberalisation the key 

antidote to economic crisis and distortions. We equally 

observed .L 1- -
L JJ.e classical-neoclassical school is 

antithetical the keynP.s ian-s tructural i sts27 

which prAaches higher protection, c::ontrols _ --~ _, .o_. __ · 1 _ --
ètl!l.l J_ u J_' la ue .l' 

government intervention in the economy. 

We notecl tha.t considerable controversy :-c,,_u·cuu.ud,~d 

the appropriateness or 

liberalisation F.ti1Cl other 

210 

otherwise 

("'!: ., ï\ 
,_:J/"l_t' 

of adopting 

StiC.11 ,as 

CODESRIA
 - L

IB
RARY



devaluation, financial sector deregulation, absorption 

reduction policies and so on especially J_n the less 

developed countries. While efficiency argument of 

liberalisation and other policies might be weighty, 

nonetheless, the weight of the argument reduces as soon 

as .J,.. ,_ -
1, ll.t:' l.SSlle domestic structure and market 

especially in the less developecl 

countries, are advanced. 

We equally observed that there might be no wisdom in 

conventional wisdom that devaluation is expansionary 

especia.l ly in LDCs where all economic activities are 

closely knitted to the exchange rate and where deviant 

bel1.Ei .. vic11JT" abc>11i1cl. Thus, increase depreciation of a 

country currency may lead to inflation, unemployment and 

f all in output. The sa.me a.~cgument went for domestic 

absorption reduction which could increase the cost of 

credit thereby ultimately reduce output as well as 

investment. 

Even where each of these policies wor~as eA~ec~eJ 

wl,e11 adopted aJ.one, it remains an empiricaJ. ,iues L,J_uii 

whether or not interest and exchange rates deregulation 

and all other policies when set simultaneously will not 

have 1:1,dverse ef:fects on output, emp loyment, production 

cost, capacity utilisation 

due to inconsi~tencies and 

their simultaneous 

·~ ..L - .: --e L,~_; J... J.J the industrial sector 

polie.y conflicts inherent in 

T .L 
J_ 1, is this empirica1 
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y_ue~ L.~_cnL tJ1a.t t.l1is stlïdy· c],ttem:pted te, answer. 

Ta provide a sound and adequate answer to the above 

empirical question, a survey of Nigerian manufacturing 

.i.w.tu.:,; i .. ri.•:::e:d during the 11,d.justmPnt progr1=.imme period was 

undertaken. 

estimation - ·"' u J. 

mL .! .._ 
J 11.L:,; ! is 

the impact 

sector of the economy. 

compJ.emented by quantitative 

of on indus trial 

The analysis.of the su.rvey exercise as well as the 

resul t of the 2SLS estimation for equat:i.ons 1-6 are 

given. Onr intervï'ews showed that the manage1~s ______ .. _~~--J pet·,_:eJ.vt-:eu 

the ad.justrnent programme as having ue<:50,i...ive impact on 

profitability, capa,city utilisation, p1~oductive ç,apacity, 

employrnent, industrial production costs, and sales. 

However, the· degree ·- .c U.L the of the .!,> L'U!:, .l"i:l.flllllt:' 

depends on the nature of the industries - consumer good 

or producer good industries. In all, except one, that 1s, 

sales our calculated chi-squares, showed that there was 

close relationship between the SAP effects and the 

categori.es of manufac.turing industries. The consumer good 

industries tend to be less negatively affected by the SAP 

policies. 

FurLhermore, our interviews along with scores on our 

questionnaire suggest that the adjustment programme 

enhances ..L 1- -
L- u e opportunities to substitute local 

materials for imported ra.w materi.al.s. Also, tha.t the 

manufacturing industries be.came more competitive both 
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external and internal. The identified unfavourable shocks 

included increased cost of working C.8,pi tal emanating frorri. 

interest and e,,_d1ct!l!:!,e rates deregulation, unit labour 

cost _c_--1_:,;-1111:!i more rapidly that the price of the products 

ana changes in tariff system among others. 

We observe that the managers greeted the adjustment· 

programme with considerable skepticism. The responses of 

the TI1ct-•itl1::,er:,; showed tliat they did not re:,;puiid to the 

a .. c1j 11s tniP.lît pro g raJnme instantly. However, despite 

~ctu~~-uu:,; attitude of the entrepreneurs, our survey wurk 

revealed -l-L ·- .L 
L, Ui:t- 1, important adjustments - S OTiiê tossing .t-L _ 

L-J.Je 

line intended hy the adjustment programme while some .J... ~~- -L,J.Je 

reve.L·::>e. Tl1e HlEt.jor· acljust,rrients t.lïEit folllJt/Jecl t.b.e line 

i.r1teï1ded we1.:e llïCJ:'e[4t.Se ir1 the (IUEtlity· c,f tJ~1e r,1:od1Jced 

goods, 1...-.i1c1,H1:i8:,; in the _i_u,,eHtury decisions, changes in 

market strategy and t5re;:-:,.te.C ca.ütion in financial 

Those that workecl coui,ra.cy to - ----- - _..t... ·- .1.. -~ ... ~--e.b .. 1.Je ,_·. L,tc.1, t., .L u11 

included increases 1n uni~ pr1ce of industries - -- ..J dllU. 

reduction -~-- 1 _1, ______ 2 ____ _ 
Lll .LdUUUJ_. _ll.1.1.",:.0::"' a.nd i.ncrea.sed cosf:. of sourcing 

raw materials locally. 

Also, from the quantitative estimation of the impact 

found .LL_.L 
L.J J i"1, l, exchange :ra.te deregulat ion bas 

nP.gative. impact on inclnstria.l development through its 

adverse effects on profitability, output, and capacity 

utilisation among others. We equally found tha.t i_ui..en::,::; i.. 

rate shock me,J.sured as the rate 
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total debts adversely affected industrj.al varjables such 

as profit.abi_lit.y, ontput, ernployrnent and unit prie.es of 

domestic manufacturing industries. 

We equally discovered that foreign competition 

rather than ~ei:v .in0 as incentive ~ -· L,U enhance increased 

production led to increased costs of production and unit 

price ( through its impact of imported raw materials 

and thus decrease in capacity utilisation. Lastly, 

accessibility to foreign exchange which formed the major 

plank of the acljï1s·tn1er1t. h.as r1o·t be er1lî.Stï1cecl. Tl1is is 

evidenced in the negative relationship found between our 

measure of foreign exchange availability and industrial 

variables such as profitability, output, employment and 

capacity utilisation. 

The structural shift test equations were estimated 

using the method of ordinary least squares estimation. 

The estimated equations all showed that there were 

presence of structural shift between the periods 1970 -85 

and 1986 - 90. In all the estimated equations there were 

differences between the parameters of the restricted and 

the ·complete models in one ha.nd and restrictecl and 

modified complete models on the other. Also 1 in almost 

all the equations, the SAP dummy came out with the wrong 

sign, that is sign .L. l~ - .L. 
L, J.J.i':>.. L, is c.ontrary to expectationthough 

not significant in all, at 5 percent confidence level. 

ml ... .!~ 
.l lL.L.:::- suggests that J... L -

L,JJt::: introduction 
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negatjve impaçt on industrial variables such as output, 

employrn.ent, unit price and the rest, thongh the rP.sul t is 

not sacrosanct. We equally noted that exchange rate and 

interest rate variables which were distinctly specified 

1.n the equations carne out with the Ht:::l:;è\.l,.i.ve sign 

suggesting -'- ,_ - .L 
L,(lr.tt.- these v~riables has had adverse impact on 

t.}1e seJ.ected in.du.strlial ·va.riables used for 111.et:t~uI·.i11~ 

i n.-:hïstrial deve lopment. 

!7 ' 1 • J. Policv Recomrn.endations 

From our f .i.udi.ue;~ ~u.mmi:t.t Ï.z,e.J .-L-~-·--
".:tlJUVe, 

! .1.. 

J_ ·~ 
is appFt.rent 

t}1c1..t ini:eï~est. a11d e::·rcharïge r=at.es c.oJist.i tt1t.e t.1ïe major 

vehicles for irn.plementing the adjustment programme. T-<
.L l., 

shows clearly that the ~u.,~ .. ve:=.,;:s or c,t.}ier·ivise oÎ .J..L -
LJH::: 

programme depefids largely on getting the two rates right 

in the ec:,u11u111.r. rv, .! -- ~ ~-· IJJ.Vt::!.l tlîis f act, ! .L 
.1. l, is relevant •J.. -

\.., LI 

address implications. •• ,C, u .l these findings for policy 

formulation. 

r,~- -
VIH::!, interviewees and 

the sign of the exchange rate variable in our estimated 

equations, ...L ,_ -
l,!J,t;:, .L• 11(.·, .t·~ ;.r...: ·~1.l:l CC, c:! "f. ,;:::. .c_,_ f 1~ 14: .i...L. - .c· - --- ~ 1- r• -·- -·::. ,.,~,~'- ~ - ~ , ~ U L t:'A';·lld-!ll5l-

depreciation e.r~.ceeù~,. ..L..L -
L!lt:: 

effect of trade liberalisation. 

s}1c1t1ld directed at balancing 

efficiency-improvement 

In this iegard, efforts 

equitably between the 

incre~sed-price effect on raw materials of exchange rate 
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depreciation and efficiency improvement effect of trade 

l:i.beral:i.sation. To do this guve.c11me11i.., needs to ensure 

that the realistic exchange rate of the Nigeria Naira is 

evolv~d. This means that the current system of t.::AChdt115e 

rate determination need to be improved upon, 

As a 

t:ic t. i v· i t i es 

wa.y out, 

- .C! 
l.J .L the 

government -- - -- ...1 -ueeu:,; .L. -l.-U 

f .i nanc :i. al .institutions 

reduce the 

especially 

commercial banks as the major actors in the forei.gn 

exchange market. This is important moreso that evidences 

showed that banks .i.Hp.roper bidding accounted for the 

cu.rrent low value of Naira. Also, government should 

increase the supply of foreign exchange to the market so 

as to reduce the divergence between supply and demand 

which often cause the value of Na.ira to fall. However, 

the use of quanti t.y of foreign e;..,_Jmi115e supplied to the 

IFEM should not be the only instrument of intervention. 

Government should :i.nterferP. clirectly in moderat:i.ng the 

rate where and when • .L. 
1. L, is found expedient. T1~1i s is 

important considering the stage our clevelopm~nt and the 

ro]e of forei.gn exchange in production actjvities 6f the 

economy. 

Moreover, the allocation of f oreign exc.hange throug·h_ 

markets forces has not yielded the intended result, 

Rather, it has made it very costly and scarce especially 

to the manufacturing sector. In view of this, there is 

the need to base the allocation of the foreign exchange 
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1 Of. 

()Il selec.t.i ·vi t.~ï. This selectivity should be based on a 

number of cri te ria such as number of employment provided, 

the value addecl, sales etc. However, the success ful 

operation of the system depends on the ability to black 

all the probable loopholes in the system105 • 

To operationF.tl ize J... ,_ -~ 
t., Jll~ system there is need for 

col] a1::-,orative efforts between the central Bank of Nigeria 

(CBN) Ftnd the Manufacturers Association of Nigeria (MAN). 

The should ..L..---
l, w tJ t:ry .,_ -

l, lJ categorized Etll manufacturing 

:industries according to which make impact on the 

lllcU _ _;J'Ut:-,L:UJl.tJJll,Y: ,riz, <:::AfJu.1_·t revenue ea.rneT'S, those 

prodUcing basic consumer goods, employm.:.::,nt .level, local 

raw material components and the like. The se f a,ctors 

shou.ld 1... _. 
ue. ranked :=i.nd tl1e E1.veJ:-=[1,g'e -found f 01-"t ea.c.}1 

manufacturing industry: - - .! , , 
W.J._L.1. as t,asis for 

allocating fore:i_gn exchange to the mannfac.tur:ing 

i.ndust.x~ies e In this way, the persistent fall in 

value of Nigeria with the associated increase in domestic 

c.osts of pruùu1.;tiu11 that resul ts frorn current auction 

system will be minimized. How~ver as most of the factors 

are not static, calculat.ed average for eac.h 

mannf actnr Lng i ndust.1~y needs to b,::, reviewed constF.i.-ntly to 

take account of possible growth over the years. 

TJ1.is ,.r1elv 
adjustment 
St.r·uct .. i1r=e, 
Programme" 
f'7 ') ('\ f") 
1 ,)- :-J ,) • 

h::::is been expressed :tn u,u· previous work on 
programmes see AkinJ.o, E. A. "African Domestic 
Deepning Crisis and the Current Ad_justment 
African Development, Vol. xvi No. 2 1991 pp. 

') .., ,., 
u .L 1 
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Moreover, as the result shows tl1.at. e.c'\.c.l1ctr1oe 

· deregÙlation increüses the cost of sourcing ra.w materials 

locally, there is need to deemphasize the use of exchange 

sourcing jndustrjes rather they should be encouraged 

raw materials sourcing' rebatP., etc which could reduce 

t.bc~.i ;: costs 0 f p1~0Cluc:tior1,. But where found ---·- -- -1.! -· --..L -eL>o_l.Jt.--:Ct .L t:::J.l r_. , "=t. 

time table should be drawn for industries within which 

they should reduce their import content. 

Furthermore, the resul t vividly showed that interest 

rate deregulation bas serious implication for production 

liî the Manufacturing se.ctor. It increased their 

production costs FiS st.oc:k - .o 
Ul raw materials and 

intermediate cvmpuueut.:,; c.1,1:e. f inanced through bank credi t. 

This t.er1cls 

complement 

.L •• 
L,U sng'gest that cred:i.t policies 

foreign exchange pol:i.cy to i::11:,;uri:: 

should 

.LL-.L 
L, J J(.1. l ... 

allocations ca,p be purc}:-tF.tsecl. Pol icy makers should al ·ways 

intervene in moderating the high c~ost. ()f 

precipitated L -- .L l_ -uy t.t.Le financial sec.t.01 ... 

Concession should be given to manufactur:i.ng sector in the 

allocation of credit in view of its importance in the 

economy. However, this does not amount ta suggesting that 

government should administratively fix the rate as was 

the case before the adjustment programm~ so as not bring 

back the culture of inefficient financial management. 
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,.., .., 
1. ,C.,, Problem and Limitation 

The major problern - .f! 
U.t 

_f! 0.L .. -~J-,_ 
U .1. ,:J l,UU.;f 

t.}1e · s t.1.1d.3r relates .L -
l, l.) 

.L l.- ~
f..,. J .Lt::: 

.dura.tian of the structural adjustment pru1:5.1:'è1.111111e when the 

stucly· took 

years old. 

- .{!.{! 
l..l .L .L " 

Many 

The programme was just three and 

~--1.!_.! __ 
_!JU..tJ.~~..te:::.; and refinements have 

introduced into the adjustment programme. However, 

half 

beeu 

key policies still remain as such the various effects 

highlighted in our analyses will still hold. Moreover, 

thi.s may not be a serious limitation as our study is a 

kind - _r, 
UL research whose outcome is supposed to 

..L., ... ·
l, [li:-' fine-tunning of the current 

also in the -formulation of new ones. 

programme and 

Another shortcoming of the study 1s that sufficient 

attention has not been paid the roles of the 

leadership implementors of the programme 

on .! .L -.L l,::; success or f a.ilï1re. The roles of leaders in the 

implementation of the pru1:,.1.'è1.mme lw.:::.; not been incorporated 

distinctly in view of the fa.et that the entrepreneurs may 

not want to respond to our questionnaire for the fear of 

been persecuted ulü.r:e::;u that formula-tors and 

implementors of the programme are -.L..!11 .!~-
::.• L.i..1 . .1.. .1.I.l .!!C....•WeJ.· e 

Another limitation of t~e st.11cl~y- is t.lït.~ ina.bility .L -
L-U 

quantify some of the policies such as DFFRI project and 

privatization pol icies in the adjustment 1-'t·u15r,_1.mme, Host 

of policies incorporated in 

clifficult to quanti.fy thereby 

the ad.justment 

making them .L ·•~ 
;,,CJ 

1 
1are 
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unamendable to statistical . - .,_ tes,,, In fa.et, this study 

being one of the pioneer studies in this area, we have to 

try wi th various measures of the relevant pol icies be fore 

they are used especially in our cross-sectional data. 

7. 3 Conclusions 

The limitation of the study enumerated above do not 

in any way affect the veracity of our findings. However, 

a study that incorporates the role of leadership and 

attempt a statistical measure of more of the SAP policies 

than we have clone in this work probably offers a good 

scope for improving the present study and its reports. 

However, such ref inements, as noted -1-----auuve, would only 

qualify our findings rather than reverse it. Obviously, 

these identified gaps provide good areas for future 

researc}1 \vork. on adjustment and the Nigerian 

manufacturing industries. 
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APPENDIX 1 

QUESTIONNAIRE 

-STRUCTURAL ADJUSTMENT PROGRAMME (SAP) AND INDUS TRIAL 

DEVELOPtwiENT IN NIGERIA: 1990 

Official use only: 

Date of Interview: .......... . 

Dear Sir, 

This research questionnaire aims - -'ët. 1 .... obtaining information 

regarding your firms for the purpose of priva.te academic 

research in the department of Economies of Obafemi Awolowo 

University, Ile-Ife. 

We appreciate the contributions of business like yours to 

the development of the Nigerian Economy and as such we intend 

to research .! --L -
.Llll,U the impact - ·" IJ .L the s·t1~uctu1rsa.l AdjïJ.Stn1e:nt. 

Programme (SAP) on your firms with the aim of knowing those 

SAP policies that need adjustment and to fashion out policy 

measures that will eul1aI11..;e the survival and growth of such 

firms especially during the period of depression like -'- ,_ ~ .. 
l,U . .L:::; • 

We need to assure you that the y_u.e;,;i.,j_u1u1ctir·e is in 11u wti.Y 

connected with the government and/or taxation nor any attempt 

to probe unnecessarily into the operation of your firm. In 

-viev, -·" U.L this, your responses to 

treated with strict.est confidence. 

the questionnaire will 

We sincerely appreciate your cooperation. 

Thank you. Tony Akinlo, 

Research Co-ordinator 
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PLEASE f~ûTE: 

1. You.1 .... to 

with the strictest confidence. 

A. INFORMATION ABOUT COMPANY 

questionnaire will L. -ue t.r'ea .. tecl 

01. Year of Establishment .......................... . 

02. What 1s the total installed capital? .......... , 

03. What 1s the full capacity level of 

En1plüy ... rrient.? . ..... " ....... , ... , •........... 

04. What are your manufactured products? 

List them according to the following numerical order. 

1 \ 
.L ) 

2 ) 

.., \ 
,J ! 

,l \ 
'-± } • e • • , • • • • , • e , • • , • o • • 1 • • e • • , o e • • • • • , • 

5) Others specify 

B. SOURCES OF SHOCKS 

The structural adjustment programme changed the 

environment in which your firm operates. Below we consider 

separately fa.vourable and unfavourable changes. Please 

evaluate the relative importance of these changes for your 

firm. In doing so use the following c.odes:O - • -- - .J,.. 
- .LlU 1..-

- - 1 - ..,._ - ·-.:... • 1 re .Lev cu1 L, , i = not significant;3 = significant;4 = very 

significant. 
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Favourable changes 

01 Better access to working capital 

f
. . 
ll1ai1.t-:':lr1g • •••••• e ••• ' •••••••••••• 

02 ·Better opportunities to buy foreign machinery and 

equipment not available befüre .. ................ . 

03 Better opportunities to substitute local raw materials 

for imported raw materials .............. . 

04 Reductions in restrictions for importing raw materials 

05 Relaxation of price controls over firm's products 

06 Increase in export opportunities 

07 Reduction in competition form international products ... 

08 Increase in earning resul ting from increased exports, .... 

09 Increase J_n earning resul ting from higher dollar value of 

E1-;:.p0I"t. P1-ioclucts . .... o •••••••.••• , , ••••• , •• 

10 Otlïers (Please s:pecify) ..... , ............. · ...... , ....... . 

Unfavourable 

1 1 
1- .l Increase in the cost of capital .... 

12 Unit labour cost rising more rapidly than the. price of 

the r)1 ..... od11cts . ................... .. 

the increase in the price of prodHcts. 

14 Changes in the tariff - --- .L - -::; '"y ::;i l.,t:::111 • 
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REACTIONS TO THE SHOCKS 

01 From these changes in the economic conditions that you 

"" V L, 

" ') \} ,.) 

.! .J - -- .J_ .! .r. .! - ,J 
_LUt:oUL,.J. _J_ .J.eu as having a. very significant impact 

( favourable or unfavonrable) in your firm opera.tian, list. 

tfJ()Se ..,1 .. -,,c1 which you did 

\Vêî.7e ten1pc,rEtr"":l · 

For the changes listed 

not react because t}1ought ' 1 .• -- -·-
L,lJC: ;f 

in for· lîOW much time 

starting at the moment of their inception did you think 

that they were temporary .............. . 

T.J.") you thought that .1.1- - shocks Wi?.re te1npc,r·E1..r)'-, what _J_ _J_ •~11e 

decisions were ta.ken - .... your firm based on -1-1-•-. 
ê.1,l, L!!l::; 

04 What was the c1,.1!1:•1. uAimate lag ( in months) between the 

moment in which the adjustment policies were announced 

-·-..l'---èl,llU / U !.' implemented and the moment in which main 

adjustment in your firm's operation bega.n?. 

05 Did you find any ambiguities and/or contradjctions in the 

announcements and/or implementa.tion - ..c .J. l,. -
IJ.1. l..,I.Le strïJ.ct.11ra.l 

adjustment p1:uè;I·c1.11u11e: If yes, please give one or -L----
l.,WU 

and explain impact -L ,_ - ..:.. 
l..11/:tl, t.lïese 

ambiguities and/or contradictions had over the select.ion 

or implementation of · adjustments in your firm's 

opeJ:ati()lîS . .... e • • • , •· ••••••••••• e • , , 
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D AD,JUST:t•fEf..J"T Tf.J THE OPER.ATIOt.J OF THE FIRt.irf 

Please indicate ..L ,_ -
t., oe -celati·ve importance 

listed below in terms of their impact on your net revenue 

using the following codes. 

0 =not applicable; 1 =not important; 2 =sornewhat important.; 3 

=important; 4 =very important. ln., __ _ 
\ r .1. ea::., add if tt1e impact 

was negative for example; 

01. 

goofis. 

Alteration - .C> UJ. package 

02. C}1.aï1ges ir, i11ve11.t .. u1.:J pc,lic:y- ..... 

03. Changes in product quality ..... . 

()r 

04. Changes in marketing strategy ................ . 

05. Changes in price decisions ........ . 

06. Reduction in labour force ......... . 

07. Greater caution in financial management .. 

(\ () 

\..JO• 

09. 

Increase in ..! ~---- -.J_---~-.L. ..Ll!Ve;':)C,UleLLL,,,,,,,,,,,,,,,,,,,,, • 

Plant closing and/or line consolidation ... 

produced 

10. Changes in the composition of the labour force ..... . 

11. Improvement in the select.ion and training methods for 

workers of different skill categories .................. . 

12. Net change in Assets and/or liabilities ........... . 
1 

1 ') 
.l ..., • 

14. 

Competitiveness (internal and ,3xterr1al) .. 

Others ( Plea.se spec. i fy~) .. , ........... . 

2 ') '7 

" t 

-
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E ~ ~,OlJJi.CE~-, OF R.A.\:J" f,,fATERI/1.LS 

{'\' 
\) .L • 

i) Local Sourcing. 

ii) :;:lll_lJUL·Ï_.ed_ 

iii) Bot}1 (i) ___ ..J ta,\ 
étUU \ .l . .l. _J 

n0 
\) ,.) . 

T .C 
.J . .l. (iii) E.01 please state the percentage of raw 

1110_.L.er.i al.~ sourc:ed loca,lJ.-;y- in. the followir1g :v-ears. 

1984 

1986 

'1 qnn 
.1..:.00"' 

1...-..C-~--ue .1. u ,.·<:-:' 

,_ -.C'---~ ue J_ u1·e 

S ,\T", 
1-\ L e 

rt1.1v 1Tia.t.erials loc.ally? 

i. Enhance 

]_ l . Constrain 

,_ _ _J:" ___ _ 

ue.Lu1.·e r. "n 
01-\ .. L, • • e • • • • 

'1 (), () !"7 
J. ,-,0 I • • " 

------ --L".:::! ... - ... .J.. yuu.1.· i.~LLU.t"L toward :._-ju u.rc: .i ù?:; yc,ur 

i. 1. l , f.Jo eff ec.t a.t all 

........ ,, 
U-+ 

J.v. I cannot say 

If which C, f these problems 8,Te 

responsible? 

1, increased cos~ of procuring raw materials locRlly. 

Ina.·vailal;ili t.y - .c 
L1 J. raw materiaJs 1 -- - - ·, ., --

.! Ut"· oi=.1-J. J. . .,Y ., 

3. Law domestic demand for locally made goods. 

,: 
':t. Lack -· .c l.J J_ 

rE:t;:v HiEt.t.er·iEt.ls. 

-- _,,_. ______ .J... 

e y_ u J. 1•me 11 L, 

5. Others (please specify) 

f()r' sourc J.ï1,g needed 
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F" PR.ODlJCTIVE C/\PACI1f)7 .,.\t~n C.APACITY UTILIS.A.TIOl-J 

01. What is the position of your productive capacity level ot 

production) since 1986 (i.e. after SAP)? 

i. increasing 

ll., de1._;retlS.Ï.u15 

iii. constant 

02. If decreasing, please indicate the relative importance of 

the problems listed below using the following codes: 

0 =not applicable; 1= not important; 2 = somewhat 

impo:r:taïït; 3 =importarit; 4 = ·veI~:v- importarjt. 

1. Lack of foreign exchange to procure raw materiaJ 

Increase cost of borrowing from banks 

3. 1ncrease productjon cost which limit employment 

A 
'± • General in dernand which c,c';(:..a.s i c:-, ned 

accumulation of inventories of finished products 

O:' •.J. 
t:! 
\.J. 

Changes in the tariff system .... 

Others (please specjfy) ........ . 

03 Please indicate yonr actual productive capacity level in 

the following years 

1987 . . , .... ... nn n 
.l::;oo, .... 

1 rin ;, 
J. "0 'i: • 1985 . .. ~ , , . ., () 0 ~ 

-1. üOU • ~ , , 

. 1989 . .. , ....... 1990. 
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G. EMPLOYMENT LEVEL 

(\ 1 
\J .L • Categories of Actual 

\ 

Employment for actual 

Production 

a; Production workers on 

t.lïe pa:vroll list 

b. Non Production iv()T'kers 

on payroll list 

Persans 

[1985 

Employed: 

l ., nnc 1 
1.:,ou1 

. 1 

! 

02. Has there been retrenchment in your firm since the 

introduction of Yes .. Î.\iC> • • • • • • • • 

03. If yes, please indicate the number of people retrenched 

1n the following year for these categories of workers. 

1 n n ,1 -: f'\ 0 C 1) skilled worker: L .70'-:t, , ., , • • , 
1f\ClJ:'. 
L ~Q.J • • , , , • • , .L::; 0 (J ••••••••• 

1987••••••••••• 1988,,,,,,,,, 1.989,,,,.,,,.,,,,,,o,, 

1990 ..... Cl ••• 

2) Unskilled worker: 1984. . . . . . . 1985 . ...... . 1986. 

1987,,,o••••••• 1988.,,,,,,,., J.989,,,••••••••••••••• 

-: "" f"\ .L::J;:JU,,,.,,,,,. 

04. Please indi6ate the relative importance of the underlisted 

reasons for retrenchrnent using the following codes: 

0 = not applicable; 1 = not i..mportant; =somewhat 

important.; 3 =important; 4 =very important 
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.. 
_l_ • production (borrowing; labour, 

matt~ri..als) 

2. General decrease in demand which occasioned accumulation 

of inventories of finisherl goods 

J. Lack of foreign exchange for raw materials importation 

4. Changes in the tariff system ....... . 

5. Others (please specif:l) .. ,.,.,,,,, ~ • • • · · • • • · · · • • 

H. INDUSTRIAL PRODUCTION COST AND PRICING DECISIONS 

I'\ 1 
\..1 J . • 

T,ll- - .l
W lJ ët l., 1-----LJet:::JI the trend 

1986 (i.e after SAP)? 

- .r, 
lJ J. your production cost 

l, increasing ii. decreasing l l l, L:uu::; L,i:t!J i, 

Please i1ïdicate youx~ 

1 "n ,1 
.'7 0 '-l: 

1986 

1n.on 
.L ;:JOO 

1'-J ••• 

r~ . .. 

.t.. ~- -2- - , 
L.U l,èt.l. production cost 

1985 

1987 

1 f'\ n A 
.L ;:JO;:J 

1'T 
LV , , 

N., 

1'T 
1'1 •••• •••• 4 •••• • 

SlïiCe 

tb.e 

(\..., 
1..10 

T.C, 
.1. !. total :ç,roduction has been i11L:J"eci1::;.Î.ue rank the 

underlisted reasons according to their importance using 

the folJ.owing codes: 

0 = not applicable; 1 = not 2 = - --·- ___ ,_ - .J.. 
bUHlt=-Vt11Ji.:t,t., important; 

3= important; 4 = very important 

1. increased cost. of credi t 

2. the high exchange rate 
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3. raw material scarcities 

4. others (please specify) 

04 What impact, if any, has J... 1_ -
L,J J.t::: increased production cost on 

the unit price of your product? 

i) increased i i) decrease . . . ) 
lll none i V) I do -- - .L HUl., 

know 

05 Please :i.nd.icate the unit price ( s) of your two main 

products following years. 

/1 
Product i 1 n n ,l i 198f3 1 1986 1987 

1 

_J_ ;j O 'cl: 

1 
1 

Il 1 

!j 
1 

1 
1 

\i i i 

!! 

1 
1 ! 1 

1988 1990 

06 What is .L ,_ - impact on your sales? L,!lt::: 

i ) increasing 

.. \ 
ll ,1 decreasing 

. . . \ 
lllj constant 

iv) I do not know 

07 What is the impact on your profit 
1 ____ , ') 
_l_t::'Vt:::1- ! 

i) increas ing 

i i) decreas J_ng 

i i i) cc,r1stE.iï1.t 

iv) I do not know 
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08 Please your af ter=-tEi:;y~-p1 ... o fi. t. level for 

following years: 1 f\ 0 ,1 U 
.l ::J r) 4-}: ~ ••••••• 

...,. 
p. ••••••• 1986 

1 (\()r, U 1 ('\()() 
...L ::JO I ~ • , • , J, :;:, 0 0 W., ... 1989 

l]li •••••• 

09 Please indicate how your firm compares with its 

competitors in terms of each of the followig items using 

the appropriate code: 

O=irrlevant; l=less cômpetitive; 2=equal; 

competit.ive. 

Before the l1 efOT'üi After .J.. l- - reform 1...-J.lt::'! 

0 1 t") ') f"\ 1 t") ') 
1. ~ ~, ~-' l. ~ .J 

\ Proclï1ct prices I', 1 t") ')• 0 1 t") ') a_, \.) ~ ,J .L ~ ,J 

b) 
.,.... ___ ..) ___ .,__ 

quality 0 1 t") ') 0 1 ('; ') 
rL'UUUL:l, l. ~ .J l. ~ d 

c) Quality -----'----1 0 1 t") ,., 
0 1 r') 3 L',UU •~L'U.L ~ ,J ~ 

d) Scales 
_ _c production f"\ 1 2 3 f'\ 1 ('; 3 U.L '--' l. u l. ~ 

\ Marketing and e) 

Administration f'\ 1 t") ') f'\ 1 r') ') 
V ,:, ,J \.) ~ .J 

.c ) Financial ManagemE,nt f'\ 1 ('; ') f"\ 1 t") ') 
J. u l. ~ d V l. ~ d 

10. F·lease 1-.H.iîk t11e followin.g f actc,rs 8 .. c.cc,1-.ding t.o t.heir 

importance. 

O=not applicable; l=not important; 2=somewhat important; 

3=important; 4=very important. 
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After Reform 

a) Maintaining market share 

b) Fulfilment of salary and 

emp1oyment rules 

c) Competition <:1.111uil1:, domestic 

producers. 

d) Cast of capital and raw 

materials 

e) Import competition. 

J_ 1. Us ing the code as in H. 10 ab ove, please rank those 

factors which have contr:i.butP.d to your ,_:.uriî_._i_11u_i_u1:5 

- - __ ,_ - ..L participation in the 111ctr 1\.e ,, • 

a) Sales 

b) Adveri,_i_:::;_i_u15 

c) Changes in quality 

d) Competitive prie.es 

- .c 
UJ_ products 

e) Any other (please speclfy) 
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' l. • 

01. What are your v1ews about the following SAP policies as 

they affect your production activities? 

The current tariff structure Good ..... 

-.T tl s t. f Et i I~ • • • • • 

0[1..(1 • • , • , •• , •• 

Extremely Bad ..... . 

Interest rate deregulation 

(}oc)cl . ........ . 

.Just ftti.r . .... 

Bad .......... . 

Extremely Bad ..... . 

SFEM ( nc,iv 

r, - -~ _J 
\.Tt..Jl.Jl_l, • • • • • • • • • 

.Just f a,iT' . .. , . 

BF.tC1 • ..... ., 

P--..L .. ----- ·1 -- T'\-. -1 
0.2\.L,j_'t=:!Ue.L,,,V D~:t.U, 

,""'( - - ...J 
l_Tt_JLIU., • , , , , , , • , 

.Just. fritr .. .,.,. 

n _ ....J 
.Di.::t,U" , , • "' • • , , " 

Extrernely Bad ..... . 
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02 

1 
1 . • 

" ,J 

4 

.J1-1st if)• your in 1. 01 (1-4 ll.1 
.L l,. -
L-11<=' light 

i i1.dU St r j_ Eil -.'.:----~ 1 -~---·-·-J.-u.e v e J_uyrneu. L-

Cu 111.;. e r 11.i. U!:, current tEiJ:r if ~ L J .. I..J l.", L U l.""'I e . 

Concerning SFEM (now FEM) 

Cu11c~ei 11j_11.~ 
("'l ,. n -" - ___ ·- - ·1 l -- _ 
•"='t-Lr t:,e11e.1·ct..1-..1.;y .. , , o , 1/' , , o , , " , •••• , "' , • , " • , • , •• 
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