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ABSTRACT 

This study investigates the determinants and impact of foreign direct investments 

(FOI) , in Nigeria . lt has become necessary to carry out a study of this nature because 

there are two major obstacles to higher economic growth faced by Nigeria in the 21 st 

Century. These two obstacles are low investments and shortages of foreign exchange. 

The need for this study was predicated on the fact that macro-economic reforms 

initiated by the government together with attractive investments incentives have not 

yielded appreciable levels of foreign direct investment inflows. 

The study addressed the following research questions: 

Why has the inflow of foreign direct investments not increased despite 

improvement in our macro economic structure? 

What factors do foreign investors consider important in making their 

investment decision in a country such as Nigeria? 

ls the economy "open" and investor friendly? 

Ooes socio-political instability negatively affect FOI? 

Has foreign_ direct investments contributed in technology tranfer? 

What are the linkages or relationships between foreign direct 

investments and the low economy? 

ln addition to the above objectives the study predicted three hypotheses boardering 

on socio-political instability, investment incentives and economic growth. 

lvvo broad analytical techniques were adopted in the investigation of the 

determinants and impact of foreign direct investments. The first technique involved the 

survey of 302 foreign affiliate managers. The second approach involved the application 

of regression analysis on selected explanatory variables. 

The findings can be summarised as follows: 

As confirmed by the foreign affilia te managers and the regression results , socio-political 

instability is a m ajo r deterrent of foreign investment inflows. ln ana lys in g the 

second hypothesis and research question, it was found that although incentives were 

statistically significant as a major promoter of FOI inflows, foreign investors do not rate 

investments singularly high. The study further confirmed that FOI in Nigeria has contributed 

to technology tranfer through the training of the local work force by expertriates. lt was 

confirmed by the study that FOI has some linkages to the Nigerian economy especially 

in the form of local raw material purchase by foreign firms. Overall, FOI has contributed 

marginally to economic grmvth in Nigeria. 
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CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND 

The world economy is becoming increasingly integrated through the interac

tion amongst different countries . No country in the world can claim to be able to 

sustain growth without interacting with other economies . 

Countries like Nigeria had practised economic nationalism but it was only for 

a limited period . A chronology of economic nationa lism in Nigeria is shown in Table 

1. : . Aware of this scenario countries in the developing world especially in the east 

Asian countries are now emerging as attractive spots for foreign direct investments. 

As pointed out by Glen (1995) with Jun and Glaessner (1995), interest in 

Emergng Markets as a source of high returns and diversification has increased in 

recent years. Table 1.2 highlights the pattern of flows to Emerging Markets. One 

fundamenta l factor leading the wave of Emerging Markets investment is an increas

ing volume of research on the markets, once these markets were discovered "Wall 

Street" investment analysts and investment banking firms have devoted significant 

amount of resources t.o provide investors with ever more detailed reports and fore

casts on where to invest. Hardly a day passes now without reference by one of the 

major financial publications to some emerging market developrnent, something un

heard of just a few years ago. 

The observation by Glen is not different from what is happening on the spot 

here in Nigeria. Most major financial publications carry news of moves by the gov

emment to attract foreign investment. There have been conferences and symposia 

on ·.v2ys to attract foreign investment. lnvestment promotion liason offices have 
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Table 1.1 

Chronology of Economie Nationalism in Nigeria 

1946: Nigerian Local Development Boards set up 

1948. Lagos Chamber of Commerce modifies charter to admit African 

1951 : Aid to Pioneer lndustry Ordinance (provides incentives for Foreign Companies 

employing Nigerians) 

1952: Statement of immigration policy (to increase indigenous participation in 

di~tributjve trade). 

1956: lndustrial Estates established 

Reiteration of 1952 immigration pol icy 

1958: Mbadiwe sets up commission to examine problems of indigenous businessmen 

Tax Relief Act (requires limited Nigerianization of personnel and management 

in foreign firms seeking favorable tax trealment) 

1959: Report of Advisory Commission on Aids to African Businessmen submitted to 

federal government 

1961: Waziri lbrahim's statement in parliament calling for the distributive trade and 

road transport to be reserved for Nigerians. 

1962: Nationalization debate in parliament 

1963: Immigration Act (stipulates that no alien can practice a profession without 

Ministry of Internai Affairs approval and establishes a quota system for 

expatriate employees of newly established MNCs) 

1964: Government statement on industria l pol icy (announces preferences to firms 

with 10% indigenous participation and 45% local content). 

NIDB established 

1965: National Commission on the Nigerianization of Business Enterprises set up 

(August) 
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1966: Expatriate Quota A llocation Board created 

1968: Companies Decree 

1969: Banking legislation introduced (banks are required to incorporate in Nigeria 

and publish audited statements of account) 

Petroleum Decree (requires oil companies to Nigerianize not fewer than 60% 

of jobs at all levels and not fewer than 75% of management positions within 

ten years of receiving a lease; applies to new concessions only) National 

lnsurance Company of Nigeria (N ICON), established 

1970: Second National Development Plan (provides guidelines for training and per

sonnel indigenization and introduces a rationa le for equity indigenization. 

1971: Government acquires 40% of three largest commercial banks (April). 

Nigeria joins OPEC (July) 

Nigerian National Oil Company (NNOC) established and government acquires 

majority (and some minority) participation in petroleum companies 

lndustrial Training Fund Decree (No. 47) announced 

1972: Nigerian Council for Management Education and Train ing reconstituted to 

coordinate future programs (January) 

NIGERIAN ENTERPRISES PROMOTION DEGREE (1972) promulgated 

23 February) 

Plan for NBCI announced (Apri l) 

1973: Centre for Management Development established (January) 

Capita l Issues Commission founded (Mareil) 

National Bank for Commerce and lndustry (NBCI) establ ished (May) 

NEPD Amendment (No. 732) (23 June) 

Nigerian Ag ricultural Development Bank (NADB) created 

1974: NEPD Amendment (No. 2) announced (February) 

Government acquires 55% of petro leum industry 
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Government acquires 40% of NICON (National lnsurance Company of 

Nigeria) 

Nigerian Economie Society symposium on indigenization (9 November) 

1975: Government acquires 49% of insurance companies Third National Develop

ment Plan (declares that government will introduce_measures to ensure that 

indigenous equity holding is reflected in the contrai of the businesses concerned) 

Adeosun panel is convened ( 17 November) 

1976: Adeosun Commission report is submitted (25 March) 

Government White Paper commenting on Adeosun report is released 

(29 June) 

Government announces intention to acquire 60% of the banks (1 July) 

Nigerian lnstitute of Management conference on indigenization is held 

September) 

Dividend payments are restricted to 30% of gross earnings Capital Issues 

Commission (CIC) is transformed into the Nigerian Securities and Exchange 

Commission (NSEC) 

1977: NIGERIAN ENTERPRISES PROMOTION DECREE (1977) promulgated 

(12 January) 

Dividend payments are restricted to 40% 

Nigerian National Petroleum Corporation (NNPC) established (1 Apri l) 

1978: Nigerian Reinsurance Company established 

Lending operations of insurance companies brouQht under Central Bank control 

1979: Nigeria hires General Superintendence ComP.any of Switzerland (SGS) to 

monitor transfer pricing of multinational corporations (February) 

Dividend payments restricted to 50% of after-!ax profits 

Securities and Exchange Commission Decree forma lly establ ishes NSEC 

(27 September) 
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1980: Fourth National Development Plan 

Management guielines issued by the NEPB as a condition for issue of certifi

cates of compliance (May) 

Nigerian lndustria l pol icy guidelines announced 

1981: Sorne relaxation of NEPD 2 begun, as several industries are reclassified from 

Schedule 2 to Schedule 3 

NNPC reorganized and decentralized into nine subsidiaries 

1982: NEPD requests amendment to NEPD 2 to clarify guidelines regarding 

management contrai 

1988: Further relaxation of NEPD 

1995: Repeal of NEPD and Exchange contrai Act of 1962 and promulgation of 

Nigerian investment promotion council decree. 
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Table 1.2 

International Equity Flows to Developed and Emerging Markets 

(Net flows in billions of U.S. Dollars) 

Emerging Markets 

Developed Latin 
Markets America Asia Other Total 

1989 38.6 8.20 3.43 -0.29 3.3 

1990 10.6 0.43 6.03 -0.58 5.9 

19~ : 29.4 0.72 2.45 0.30 3.5 

1992 76.5 6.98 3.36 -0.27 10.1 

1993 -10.0 9.89 3.89 -0.62 13.2 

1994 84.9 11.15 4.73 -0.10 15.8 

1995 31 .9 9.64 10.95 1.86 21.9 

1996 126.5 20.01 38.93 2.23 61.2 

AveAverage 

1989-96 48.5 7.4 9.22 0.32 16.8 

Source: Baring Securities: Cross-Border Analysis. 

been opened by relevant agencies in order to ensure that Nigeria takes advantage of 

this irreversible globalization trend . The cl imax of the campaign for foreign invest

ment was reached in the 1995 Budget when the Nigerian Enterprises Promotion 

Decree of 1972 and 1977 including the Exchange Qontrol Act of 1962 were ail re

pealed. Conversely the Nigerian lnvestment Promotion Dècree of 1995 was promul-

gated. 

ln the 1997 Budget the government openly admitted that: 

For ever 20 years government has been investing in projects thal were exclusively 
meant for the private sector. These investments were through loans from multilateral 
institutions. the international capital market as well as in ternally generated revenue. 
The door was shut to private investrnents 
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Apart from this self-indictment by the Abacha led Federal Government the 1997 

Budget statement added that: 

Government is prepared to en ter into investor protection agreement with foreign 

governments or private organisations wishing to 1nvest in Nigeria Government 
would welcome investments in areas of telecommunications, electricity generation, 
exploration of petroleum sector, export ref1neries, coal and bitumen exploitation . 
hotel and tounsm Government 1s prepared to d1scuss add1t1onal 1ncent1ves w1th 
prospective 111vcstors so as lo ta1lor such 111cent1ves to meet w1th eact, 1nvestors 
neecls The lélws t11;i t 111h1!)1t compet1t1on 111 ;:il! sectors of Ille eco1101ny w1 II be 
1epeatect 111 1997 

Simi larly, in the concluding remarks of the 1998 Budget specification, the then 

Honourable Minister of Finance declared thus: 

Being a Budget of Transition we drew heavily from the lessons of ail the past 
budgets of this administration. Our aim has been to consolidate the platform of 
continuity in economic reforms, a process which has now clirnaxed in this Budget's 
historie and cornprehensive opening up of the economy in ail ramifications . The 
significance of this development wt1ich we expect witl not be lost on all potentia l 
investors, is that there must be very few, if any econornies that can clairn to be 
more open than ours. Budget 1998 is a signal to the global cornmunity of investors 
that our nation 1s ready and endowed to benefit fully from the wisdorn of 
the market. 

As for the Abubakar administration the reversing of Nigerian's investment image was 

his first concern on assumption of offi ce. Later in 1998 he consequently undertook 

official visits to the United Kingdom, the United States of America and France. 

The new democratic government in Nigeria has left nobody in doubt on the 

main thrust of their economic policy. Presient Obasanjo during his election cam

paigns made the attraction of .foreign investment one of his strong points. 

Consequently, immediately Obasanjo won the election he embarked on a tour 

of Europe and America to sol icit fo r fo reign investment. 

President Obasanjo has within his first year in office received and hosted 

different trade missions. The Nigerian lnvestment Promotion Council (NIPC) has 

since the take off the new democratic government launched many aggressive moves 

to attract more foreign investors . Recently in the month of July 1999 the United States 

Agency for International Oevelopment (USAID) organised a seminar for the employ

ees of the Nigerian lnvestment Promotion Council , an activity which would have 

been impossible two years ago. ln confirmation anc) recognit ion of the problem be

ing studied government has recetly projected a N 10 trillion inflow of fo reig n invest-
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ment with the next 10 years with an estimated growth rate of 10 percent in order for 

the economy to reach expected heights with the decade. (Nigerian Economie Policy 

1999-2003) 

1.2 STATEMENT OF THE PROBLEM 

There are two major obstacles to higher economic growth faced by Nigeria in 

the 21 st century. These two obstacles are : low investment and shortages of foreign 

exchange. Table 1.3 depicts external sector indicators from 1980 - 1995 comprisng 

the balance of paymenls, external assets. fo reign exchange flows, export of goods 

and service, imports, and average exchange I ales . Table 1.3 conf1 rms that Nigeria 

has had a weak balance of payment position since the past fifteen years. Fore ign 

inves1'ment cou ld address the problems of low investment and shortages of foreign 

exchange. lt brings in foreign exchange supplements domestic savings , and raises 

investment. 

On the other hand , import - substituting investment can reduce import bi lls, 

while investment in export industries wi ll increase foreign exchange earnings. There 

could be other spi ll over effects: the expansion of local industries to supply inputs to 

the new plants , the rise in domestic demand, the boost in income through taxation 

and the transfer of labour (including management ski lls and technology) . Foreign 

investment cou ld also increase the efficiency of the domestic economy even before 

the anticipated investment flows. However, as pointed out by Messing (1996) the 

demand for investment capital in developing countries exceeds the supply. ln addi

tion Transnational corporations, the main suppliers of foreign direct investment and 

portfolio investment make investments decisions based upon the laws of econom

ics, not the laws of politics; upon economic rationalis111, not economic nationalism. ln 

determining where to invest Transnational corporations evaluate and balance both 

posiLJe and negative factors, including obstacles to foreign investrnents. 
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NIGERIA: MAJOR ECONOMIC, FINANCIAL AND BANKING INDICATORS 
TABLE 1.3: EXTERNAL SECTOR INDICATORS 

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 

1. BALANCE OF PAYMENTS (N'b) 
Overall Position 2.4 3.0 -1.4 -0.3 0.4 0.3 -0.8 0.2 -2.3 8.7 -5.8 -15.5 -101.4 -41 .7 
Current Account Position 2.4 -4 .0 -4.9 -3. 1 0.0 2.2 -3.0 -0.3 -1.0 8.2 10.4 -12.6 5.1 -19.6 
Capital Account Position 0.1 0.9 3.5 2.7 0.2 1.8 -1 9 1 ï 0.1 1.5 -23.9 -2.2 -94.2 -19.7 

2. EXTERNAL ASSETS (Nb) 5.7 2.6 1.1 0.8 1.4 1.9 6.2 80 10.3 23.2 45.5 57.7 39.6 61.4 
CBN(%) 96.7 94 .1 96.4 87.5 75.9 84.6 58.0 58.3 32.0 58.0 76.7 76.7 35.3 47.4 
Others (%) 3.3 5.9 3.6 12.5 24.1 15.4 42.0 41 ï 68.0 41.8 23.3 23.3 64.7 52.6 

3. FOREIGN EXCHANGE t:LOWS (S'b) 
lnflow 26.0 21.4 15.0 11 .7 12.1 12.4 7.2 6.6 6.5 8.1 11 .0 12.1 10.6 7.5 
Outflow 21 .0 26.4 17.0 12.1 11.7 11 .7 6.5 5.3 6 .3 6.7 9.1 12. 1 12.3 7.4 
Net 4.4 -5.0 -2.1 -0.4 0.5 0.6 07 1.3 0.2 1.4 1.9 0.0 -1 .7 0.1 

4. EX?O"TS OF GOODS & i=ë:'<Vi:ë:S (N'b) 14.9 11.9 8.6 7.6 9.4 12.2 8.4 31 4 31 .7 63.2 120.1 132.4 226.9 245 7 
Oil(%) 90.9 89.7 93.3 92.5 94.5 91.9 88.2 89 ï 89.5 87.0 88.8 88.3 88.8 87.0 
Non-011 (lnclud11; lrô1s:~ es)(%} 9.1 10.3 6.7 7.5 5.5 8.1 11 .8 10.3 10.5 13.0 11.2 11 .7 11.2 13.0 
Non-Oil (Exclue"; lr.s•s:::.es) (%) 3.7 2.9 2.4 3.9 2.6 4.1 5.8 68 8.8 4.7 2.7 3.5 1.9 2.0 

5. IMPORT (N'b) 9.1 12 .9 10.8 8.9 7.2 7.1 5.9 17 9 21.4 30.9 45.7 89.5 143.2 165.6 
Capital Goods (%) 33.5 31.1 32.8 32.4 32.1 35.2 40 8 42 4 32.0 44.7 40.5 38.0 31.7 26.4 
Raw Materials (%) 26.8 24.4 25.1 25.9 29.7 35.3 29 5 33 5 39.2 27.9 32.8 26.8 33.9 38.6 

6. AVERAGE EXCHANGE RATES 
Official (N/S) 0.5469 0.6048 0.6731 0.7235 0.7642 0.8924 1.271 3 59ï1 4 .506: 7.3855 7.9422 9.9095 17.2985 22.0654 
Official (N/ ) - - - - - 8.089: 11 .0110 14.3563 17.4720 30.4033 33.1352 
Bureau de Change (NI ) - - - - - 10.130D 9.554 D 13 4078 20.3941 35.9775 
Parallel Marke: (N/SJ - - - 6.050C 10.5300 9.6067 13 4254 20.3396 36.1527 

Source: Central Bank of Nigeria 1996 

1994 1995 

-42.6 -1 44.8 
-48.5 -266.4 

7.6 118.1 
58.9 104.4 
61 .6 29.7 
38.4 70.3 

6.1 8.5 
6.3 8.1 

-0.2 0.4 
215.5 751.6 

93.2 96.8 
6.8 3.1 
2.5 2 7 
161 656.6 

24.8 21 .5 
39.1 45.3 

21.8861 21 .8661 
33.6745 34.582 
23.4246 78.5891 
60.7608 83.5421 
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NIGERIA: MAJOR ECONOMIC, FINANCIAL AND BANKING INDICATORS 

TABLE 1.4: REAL SECTOR INDICATORS 

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 

1 GPD q 1984 FACTOR COST (N'b111ion) - 70 4 70.2 66.4 63.0 68.9 71 .1 70 7 77.8 83 5 90.3 94.6 97 4 100.0 

Gro1,1h Rate (%) of Aggregate GDP - -0 3 -5 4 -5 1 9 4 32 -06 10.0 7 3 8.2 4.8 30 27 
Agricul ture - - 22 -2 7 -4 5 24.3 11 0 -3 9 10.7 5.2 4.2 44 3.2 2.9 
Manufacturing - 12 9 -30 4 10 9 20.4 -3 4 53 11.7 1 5 88 8.1 -4 8 -4 .2 
Crude Oil . -12 1 -2 3 12 9 83 -5 8 -9 2 7.9 14.6 55 9.5 27 0.2 

2 GMP PER CAPITA (M) (AT 1984 
CONSTANT MARKET PRICES) . - . . 660 1 635 8 686.0 958.7 1 027.1 1.055.6 1.0<7 2 1 051 8 

3. GRC5S NATIONAL SAVINGS (Nb) 
AT -9~ MARKET PRICES) 39 4 5 4.8 27 36 38 ï9 10.57 15.60 19 29 1666 12 73 10 43 

4 POPULATION AND DEMOGRAPHY 
Pooulat1on of Nigeria (million) 64 7 66 8 68 4 70 7 73 0 75.5 77 9 80 5 83 2 84 9 86 7 88.5 91 3 93 3 

5. UNEMPLOYMENT RATE ("lo) 
National 6 1 53 ïO 5.3 4 5 3 5 3.1 3 4 27 
Urban . - . 9.8 9 1 98 7.8 8 1 59 4.9 46 38 
Rural . 52 4 6 6 1 4.8 37 30 2 7 3.2 2 5 

6 INDUSTRIAL RELATIONS (NO) 
Trade Disputes 355 258 341 184 100 77 87 65 256 144 147 198 185 160 
Work Stoppages 265 234 253 131 49 40 53 38 124 80 102 95 92 90 
Workers lnvolveo ('000) 221 324 2.875 629 42 20 157 57 56 157 255 403 128 880 
Man-days Lost ('000) 2.351 2.218 9.652 405 302 119 461 143 231 580 1.339 1,957 397 6.192 

Source: Central Bank of Nigeria 1997 

1994 1995 

101 .0 103.2 

1.0 22 
30 3.2 

-5 0 2 
-2 6 08 

1 041 .8 1.030.9 

9 72 10.11 

95 2 97 

2.0 1.8 
23 36 
1 7 1 4 

175 196 
103 124 

1 538 1,546 
234 .299 235,069 
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The need and interest in seeking ways of increasing the in flow of foreign in

vestments , especially foreign direct investment is based on the realisation that as 

can be verified from Table 1.4, Nigeria has a virile population . a vast market for a 

wide range of industrial products. ln addition Nigeria has an abundance of natural 

resources but has according to Hutchinson of the World Bank benefitted very little 

frorn the new developments in the international markets. For example as can be 

seen from Table 1.5, between 1989 and 1993 official inflows were positive mainly 

during the years when Nigeria was sti ll more or less implementing the structural 

adjustment programme. After 1992 when SAP went seriously off track, official flows 

turned negative. Ther~ has been a modest flow of direct investment around $1.06 

billion per year principally into the petroleum sector. 

1.2.1 CAPITAL INFLOW FOR ESTABLISHING NEW ENTERPRISES 

ln order to present a more convincing insight into the nature of the problem 

under study, actual figures of inflows through newly established enterprises are pre

sented on Table 1.6. 

The figures indicate that foreign capita l inflow during the last two decades 

have been extremely low and insignificant even after the review of the indigenization 

policy in 1988. At N27 .9 million in 1990, foreign investment inflow through newly 

established enterprises comprised machinery and equipment worth N23.7 million or 

85 pt.;r cent of the total, and foriegn currency valued at N4.2 million. Capital inflow for 

establishing new enterprises in 1991 was more than threefold the level in the 

preceeding year. lt t11en ro?e further to N282.3 and N 1,405.4 million in 1992 and 

1993. ln 1994 the value of foreign investment for establishing new companies de

clined sharply to N292.5 million. 
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TABLE 1.5 

Long Term Financial Flows to Developing Countries 

(1989 -1994) 

1989 1990 1991 1992 1993 1994 

Total 84 .5 103.4 124.8 153.0 213.1 227.4 
Official 42.6 57.9 61.9 50 .3 53.9 54.5 
of which multilateral 11.8 15.2 15.0 12.7 14.5 13.2 
Private 41 .9 45.5 62.9 102.7 159 .2 172.9 
Debt 12.7 15.0 18.5 41.4 45. 7 55.5 
Bonds 5.3 3.4 12.5 12.9 42.1 NA 
Commercial Banks 0.8 0.1 3.9 12.8 2.2 NA 
Suppliers 1.1 7.3 2.2 0.0 2.0 NA 
Other 10.8 7.6 16.8 28.6 45.9 NA 
Direct lnvestment 25.7 26.7 36.8 47.1 66.6 77.9 
Portfolio lnvestment 3.5 3.8 7.6 14.2 46.9 39.5 

Import Value Index 

NIGERIA 0.928 0.979 0.978 0.993 0.957 1.000 
Totél; 38 19 2180 1209 3839 688 NA 
Official 3918 2340 2007 664 257 NA 
of which multilateral 324 560 277 78 236 NA 
Private 99 160 798 3175 945 NA 
Debt 1981 748 1410 4072 45 NA 
Direct lnvestment 1882 588 612 897 900 NA 
Portfolio lnvestment 0 0 0 0 0 NA 
1/Preliminary 

Source: 1995 World Debt Tables 
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1.2.2 SECTORAL DISTRIBUTION OF THE INFLOW OF FOREIGN CAPITAL 

Table 1. 7 contains the sectora l distr ibution of the inflow of fo reign capital. lt 

indicates that the foreign capita l inflow for establishing new compan ies was invested 

largely in agriculture and agro-a llied, chemical and petrochemical and eng ineering 

activities. Other sectors that received fore ign capital inflow included computer as

sembly, hotels and restaurants, urban development, merchan t banking and trading. 

The inference that cornes out clearly from the ava ilable data is that capital inflow 

through newly established industries was grossly inadequate. They however rose 

stead1ly from 1990 to 1993 owing perhaps to policy review in 1988 but fell sharply in 

1994. 

1.2 .3 FOREIGN INVESTMENT THROUGH EXISTING ENTERPRISES 

Data on fo re ign investment flows through the existing enterprises are pre

sented in Table 1.8. to 1.10 Aggregate inflow through existing foreign/jointly owned 

companies during the seventies averaged N562.3 mil lion yearly in nominal terms. 

As a proportion of the gross domestic output it accounted for 3.6 percent; it repre

sented 9.4 percent of the real capital forma tion during the period. Before the intro

duction of the SAP in 1986, total foreign investment in flow from 1980 averaged 

N1 ,34 1.2 million annually. lt constituted 2.3 and 19.5 percent of the GDP and gross 

capital formation, respectively. Between 1986 and 1992 foreign investment inflow 

through existjng companies averaged N6,407.9 mi llion annually. At that level, it rep

resented 3.3 and 35. 7 percent of GDP and to capita l formation , respectively. 

Aggregate outflow through fore ign/jointly owned enterpri ses averaged N1 821 .9 

mil lion annually between 1970 and 1992 and represented 15. 7 per cent of gross 

capital formation during the per iod. 
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TABLE 1.6 

FOREIGN CAPITAL INFLOW INTO NIGERIA THROUGH NEWLY ESTABLISHED 
ENTERPRIESES (=N= MILLION) 

Machinery Cash in 
Year and Foreign Total 

Equ ipment Currency 

1990 23.7 4.2 27.9 

199 1 86.8 11 .3 98 .1 

1992 80.7 201 .6 282.3 

1993 674.1 731 .3 1405.4 

1994 112.6 179.9 292.5 

SOURCE: INDUSTRIAL DEVELOPMENT CO-ORDINATING COMMITTEE 
(IDCC) 

TABLE 1.7 

SECTORAL DISTRIBUTION OF FOREIGN CAPITAL INFLOW INTO NIGERIA 
THROUGH NEWLY ESTABLISHED ENTERPRISES 

(NOMINAL VALUE =N= MILLION) 

Year Agricultural Chemical & Engineering Other Total 
& Agro-Allied Petrochem ica 1 

1990 4.2 4.8 18.9 0.0 27.9 

1991 18.2 50.8 631 .3 28.5 98. 1 

1992 94.3 100.2 49.0 38.8 282.3 

1993 484.3 339.1 530.3 51.7 1,405.1 

1994 28.2 96.1 86.7 81.5 292.5 

SOURCE: lndustrial Development Co-ordinating Committee (I DCC) 
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Total 
lnflow 

Year 

1970 25 1 0 
1971 489 6 
1972 432 8 
1973 577 8 
1974 507 1 
1975 757 4 
1976 5211 
1977 717 3 
1978 6647 
1979 704 0 
1980 786 4 
198 1 5849 
1982 2,193 4 
1983 1,673 6 
1984 1,385 3 
1985 1.423 5 
1986 4.024 0 
1987 5,11 0 8 
1988 6,236 7 
1989 1,692 7 
1990 10,450 2 
1991 510 2 
1992 11,730 7 

TABLE 1.8 

FOREIGN INVESTMENT FLOWS THROUGH EXISTING ENTERPRISES 
(=N= MILLION) 

Total lnOow in lnflow as lnfiowns lnflow as Outflow as 
Outflow Real Terms Real Terms Proportion Proportion or Proportion of 

of GDP Capital Form Capital Form 

129 4 10 8 5G 4 4 ?8 4 14 7 
170 0 20 6 77 68 38 2 13 3 
184 5 17 9 76 55 30 9 13 2 
385 2 12 3 82 52 22 1 14 7 
458 8 89 8 i' 27 16 0 14 5 
282 0 16 7 6;, 35 13 7 5 1 
474 8 99 90 1 9 6 1 55 
519 7 13 2 96 22 72 52 
332 9 90 4 5 1 8 67 34 
414 1 82 48 16 73 4 3 
319 4 89 36 16 69 28 
447 1 70 54 1 7 50 39 
568 5 23 3 60 4 2 22 5 58 

1 1169 17 0 11 3 29 22 4 14 9 
850 5 13 9 85 22 32 5 20 0 

1.093 8 12 2 9 4 20 27 8 21 3 
1.524 4 24 8 99 55 52 0 19 7 
4,430 8 19 0 16 5 4 7 53 2 46 2 
4,891 1 20 8 16 3 4 3 66 4 52 1 
5, 132 1 39 12 0 08 9 2 27 9 

10,9 14 5 19 2 20 1 4 0 33 6 35 1 
3.802 2 87 59 1 7 15 7 10 7 
3 761 5 111 33 2 1 19 9 59 

SOURCE: INDUSTRIAL DEVELOPMENT CO-ORDINATING COMMITTEE (IDCC) 

TABLE 1.9 

COMPONENTS OF NET CAPITAL FLOW$ 
=N= MILLION 

Unrermtted Changes 111 Trade and Olher Foreign L1ab1lthes 10 
Year Profil Foreign Share Supplters L1ab1li11es /Nel) l lead Otf,ce (Net) 

Capital (Net) Cred1t (NelJ 

1970 37 6 98 62 4 .3 6 15 4 
1971 59 6 28 4 67 4 ·29 0 193 2 
1972 68 2 16 3 26 4 -42 0 179 4 
1973 83 5 36 7 1839 -208 5 97 0 
1974 85 9 -39 3 81 6 85 6 -161 
1975 147 6 30 2 151 4 159 9 -13 7 
1976 167 7 63 5 76 7 -191 8 -70 0 
1977 210 4 35 4 103 3 -86 0 -65 4 
1978 192 9 17 3 163 0 -4.4 4 30 
1979 165 6 79 0 84 3 50 0 ·82 0 
1980 104 5 50 5 80 6 201 7 29 7 
1981 113 5 41 6 204 4 -279 1 14 4 
1982 413 3 666 238 4 955 1 48 5 
1983 228 8 89 5 664 1 -294 6 -121 3 
1984 329 9 53 4 -58 9 233 3 -72 9 
1985 317 1 58 7 291 8 -395 2 57 3 
1986 316 4 83 8 652 7 481 2 955 5 
1987 427 5 152 9 1 1196 -1 341 4 321 4 
1988 396 9 287 0 795 6 -489 3 13456 
1989 1, 194 5 525 0 6616 134 9 -439 4 
1990 1.538 8 516 9 672 4 -8.379 9 -464 3 
1991 2, 101 5 669 1 707 2 -1.005 5 1 8080 
1992 889 3. 227 0 8.964 4 -17009 8.269 2 

SOURCE: INDUSTRIAL DEVELOPMENT CO-ORDINATING COMMITTEE (IDCC) 
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1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 

TABLE 1.10 

PROPORTION OF EXTERNAL DEBT SERVICE PAYMENTS AND CAPITAL OUTFLOW 
THROUGH EXISTING ENTERPRISES TO TOTAL FOREIGN EXCHANGE OUTFLOW 

(=N= MILLION) 

Dcbt Service Capital outflow Total F ore1gn Propor11on Prooort1on Payments l hrough Ex1st1ng Exchange of of 
Enterpnses Outflow 1 to 3 (%) 2 to3 (%) (1) (2) (3) 

310 129 4 ,,92 8 ~ 7 218 
29 9 170 0 913 6 33 18 6 
26 2 184 5 1 234 2 2 1 15 0 
30 8 385 2 1.913 1 1 7 21 3 
29 1 485 2 2.185 5 1 3 22 2 
32 7 282 0 5.5 17 3 06 5 1 
30 4 474 8 6.901 2 04 69 
33 4 51 9 7 8 281 1 04 63 

160 8 332 9 8.948 7 1 8 3 7 
183 2 414 1 8 607 3 2 1 1\8 
278 3 319 4 11 804 8 24 2 7 
471 2 447 1 15 993 6 30 2 8 
874 4 568 5 11462 4 76 50 1,174 4 1 116 9 8 751 0 13 1 12 8 

1.548 0 850 5 8 908 6 17 4 96 
3.7 18 0 1.093 8 16.463 0 35 5 10 5 

533 4 1,524 4 9. 752 7 55 15 6 
3.574 6 4,430 8 21 ,037 0 17 0 21 1 
7,006 6 4,891 1 27 91 2 5 25 1 17 5 

12.163 1 5.132 1 49,563 4 24 5 10 4 
30 855 8 10.914 5 65,989 8 46 8 16 5 
35.334 2 3.802 2 98 178 4 36 0 39 40,761 7 3 461 5 116 421 7 35 0 30 

SOURCE: INDUSTRIAL DEVELOPMENT CO-ORDINATING COMMITTEE 
(IDCC) 
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Between 1970 and 1986, the outflow on an annual basis averaged N545.4 million or 

1. 7 and 1 O. 7 percent of GDP and capital formation respectively. After 1986 outflow 

through jointly owned companies averaged N5,692.7 million per annum . On a net 

basis, the most sig nificant components of foreign investment inflow through the ex

isting enterprises consisted of unremitted profits and trade and suppliers' credit had 

averaged nominal values of N178.9 million and N179.6 million, respectively before 

1986. Since SAP they recorded respective annual averages of N1 ,090.3 million . 

The average of capita l inflow in respect of changes in equi ty participation rose from 

N42.4 million before SAP to N396.3 million thereafter. 

1.2.4.1 FACTORS AFFECTING INFLOW OF FOREIGN DIRECT INVESTMENT: 

Regulatory and lnstitutional Arrangements 

Over the years , at least up to January 1988, when the most recent industrial 

policy guidelines were introduced, the institutional arrangements to facilitate the in

flow of fore ign investment had been rather unsatisfactory. Foreign investors had to 

go through tortuous, time consuming and costly procedures before obtaining the 

mandatory business permits required for company incorporation; obtain approvals 

for expatriate quota, pioneer status, and secure technical and management agree

ments and approved-user sta tus. These had to be processed in different govern

ment ministries and agencies. The experience of paying frequent visits to relevant 

ministries with overlapping jurisdictions in the administration of the incentives and 

reg.ulatory framework , no doubt discouraged foreign investment inflow. Also , discre

tionary powers, ambiguities and in some cases anachronistic provisions, characterised 

the legislations governing foreign investments. One of the most far reaching devel

opments in the area of enterprise law was the promulgation and enforcement of the 

Nigerian Enterprises Promotion Decree (NEPD) in 1972 which classified enterprises 
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into three categories. The first ca tegory contained enterprises which required simple 

technological know how. These were reserved entirely for Nigerians. Enterprises in 

the second and thri ca tegories were to be joint-ventures between Nigerians and for

eign partners with varying cellings on participation by foreigners. The enterpri ses 

coni,~ !11ed in Schedule Two were to have Nigerian majori ty shareholding with minor

ity foreign participation. The highly technological group of enterprises listed in Sched

ule Three could be controlled by fore ign investors if they had majority shareholdings. 

Exclusive or 100 percent ownership of any enterprise by a Foreign investor was pre

cluded in the first version of the Decree. The amended version of the Oecree pub

lished in 1977 also forb ids wholly-owned enterprises by fore igners. ln the subse

quent amended version of the Decree introduced in 1988, the only scheduled enter

prises were those reserved for Nigerians. Foreign investors were free to wholly-own 

any unscheduled enterprise provided it wa s not in bank ing, insurance, petroleum 

prospecting and mining businesses, sectors rn which the Federal Government had 

equity holdings. 

The most controversial aspect of the NEPD of 1972 appeared to be its retro

active effect which compe lled existing enterprises that did not meet the provisions of 

the Decree to sell their excess shares to Nigerians at the initial period of the enforce

ment of the Decree. That aspect of the Decree was regarded by many Foreign inves

tors c.1 3 a form of nationalisation. The enforcement of the Decree, therefore, resu lted 

in the liquidation of some companies owned by important multinationals in the bank

ing and industrial sectors which were averse to ownership dilution considered ca

pable of creating problems of contrai for the enterprises. 

The inflow of new foreign investment since the enforcement of the 1972 De

cree had dwind led and has not recovered to the level in the sixt ies. ln contrast, 

investment appears to be flowing to countries which have not introduced similar regu-
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latory arrangements. The experience has tended to confi rm the thesis that the flow 

of foreign investments is responsive to a country's structure of investment incen

tives. ln retrospect, it has been difficult to find acceptable rationale for the introduc

tion of the 1972 Decree except on grounds of national sentiments. lt cou Id not have 

been justifiable on grounds of potential for increased output and employment or 

technological know-how by Nigerians nor could its continued retention be supported 

by the apparent pro longed decline in Nigeria's educational standards. 

1.2.4.2 MACROECONOMIC ENVIRONMENT 

Another important factor that constrained foreign investment inflow to Nige

ria was the type of macroeconomic policies adopted in the management of the Nige

rian economy. Before the introduction of the SAP in 1986, economic management 

re lied mainly on direct contrais in ail the sectors of the economy. Monetary policy 

was based on the strategy of mandatory credit cei lings on individual banks and ad

minist, dtively determined interest rates which discriminated among many sectors. 

Government fisca l operations also resulted in persistent deficits financed by borrow

ing from the banking system. The real sector policies also depended on price con

trais and a system of subsidies. Government participation in industry and agriculture 

was pervasive, with major basic enterprises being wholly-owned or controlled by 

government. 

This left significantly reduced raie for private investment - whether foreign or 

indigenous. The external sector policies also relied on exchange contra i regulations 

which were supported by an over-valued fixed Naira exchange rate regime, quantita

tive quota restrictions, outright banning of the importatjon of many commodities, im

port licensing and strict foreign exchange rationing . Also, the strategy of import 

substitution was combined with the policy of industrial protection achieved th rough 
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the erection of tariff barriers with a view to shielding domestic manufacturers from 

foreign competition. 

The adverse effects of these measures on fore ign investment enterprises in

cluded substantial low capacity utilization, strong and high import dependence, high 

cost of production leading to uncompetitiveness in internationa l trade and the conse

quent inability to export manufactured products . The loss of competitiveness also 

discouraged agricultural production both for domestic and export use. This develop

ment, combined with the over-valuation of the Naira exchange rate, intensified the 

foreign exchange constraint on the economy, and rendered the sustainability of the 

inappropriate macroeconomic pol icies difficult. The financial, trade and exchange 

rate policies were totally inappropriate for foreign and domestic investments as the 

economic environment was characteri sed by instability and distortions arising from 

the administrative contrai measures that fixed basic pri ces well below what would 

have ruled given the preva iling market fundamentals. Such contrai measures led to 

the prol iferation and growth of parallel markets and sustained capital flight. 

1.2.4.3 SOC IO-POLITICAL INSTABILITY 

The first Nationa l Development Plan (1962 - 1964) was launched with the 

objective of providing the framework for the industrial take off of the economy. The 

plan was thus called an "open door plan " which actually saw many foreign investors 

choosing Nigeria as their sites. 

Unfortunately, about five years later when the policy of the young Nigeria state 

was s1i ll being watched by the rest of the world, the country plunged herself into its 

first military coup d 'etat, wh ich was followed by a civil war. Since 1966 when the first 

coup d 'etat took place, Nigeria has witnessed about six additional coups. During 

most of the military regimes, va rio us contrais were put on foreign private investment, 

Sl:JCh as licensing , quotas, exchange contrais, restrictions on capital/dividends trans-
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fer ..:·;.";. Furthermore, the company Act of 1968 was promulgated to replace the 

United Kingdom Act of 1908. The Act made it compulsory for all companies operat

ing in Nigeria to secure incorporation. Ali these measures were seen as unneces

sary burden by bath alien investors as well as other observers . The Act made ail the 

companies in the economy subject to Nigerian laws (through compulsory incorpora

tion) and thus discouraged not only exis ting foreign private investment but also acted 

as disincentive to future inbound overseas capital. 

1.2.4.4 Impact of Foreign Direct lnvestment 

Due to the controversial nature of foreign direct investment (FOI) it will be 

necessary to evaluate some of impact of FOI on a developing country such as Nige

ria . 

The benefits of foreign direct investment include: 

* Transfer of capital, technology and entrepreneurship to recepient or 

host country. 

* lmprovement of the host country's balance of payments 

* Creation of local job and employment opportunies 

* lmproved competition in the local economy 

* Grea ter availability of products for local consumers 

On the other hand cri tical writers on foreign direct investment (FOI) claim that FOI 

has some potential negative impact which include 

* Political intereference on the part of (nultinational enterprises the 

agents of FOI 

* Social/cultural disruptions and changes 

* Local economic dependence on decisions made outsie the country 

* Introduction of inappropriate technology 

* Deplet ion of foreign exchange through payment of dividends 
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Recently, IMF (1997) has warned on the dangers of unrestrained drive for foreign 

investment following the East Asian financial crises. Although as pointed out by the 

International Monetary Fund the impacts of foreign direct investment depends on 

country specific factors. These facts warrant the need to explore what impact foreign 

direct investment had made or could make in the economy that would justify any 

passed or future policy on it. The overall evaluation of the impact of fore ign direct 

investment should be on whether it has contributed to economic growth or not. 

1.3 OBJECTIVES OF THE STUDY 

Generally, in the past budgets ( 1995-1999) policy makers in Nigeria have been 

making pronouncements on the readiness of the country to attract foreign invest

ments. There have been proposed changes on our macro economic structures ail in 

an effort to attract foreign investment but still the rate of inflow has not significantly 

appreciated compared to the size of Nigeria economy. 

This study is in relation to the problem stated in section 1.2 designed to pro

vide tested and reliable information on the specific determinants of foreign direct 

investment in Nigeria. 

On the other hand due to the controversial nature of the effects of foreign 

direct investment it is ~ecessary to evaluate the contributions that could be made or 

have been made by exist ing or prospective foreign direct investment in Nigeria. 

Specifically, the study in relation to the problems already stated attempts to 

provide answers to the following research questions: 

(1) Why has the inflow of foreign direct investment not increased despite 

improvement in our macro-economic structures? 

(2) What factors do foreign investors consider most important in making their 

investment decisions in a country such as Nigeria? 

(3) ls the . economy actually "open" and investor friendly? 
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(4) Does pol itical instability negatively affect FOI flows? 

(5) Has foreign dir.ect investment contributed in technology t ransfer? 

(6) Has foreign direct investrnent contributed to econom ic growth? 

(7) What are the linkages or re lationships between fore ign direct investment and 

the local economy? 

1.4.1 FRAMEWORK AND HYPOTHESES 

The following hypotheses are tested . They form the background of the litera

ture review and the framework of the model in chapters 3. They are stated only in the 

null form to avoid redundancy since the alternative hypotheses are implied. 

Ho, Socio-political instability does not affect fore ign direct investment flows 

Ho
2 

The perception of overall favourable business operating cond ition does 

not have effect on foreign direct investment flows thus: FOI = B\ + e1 

Ho
3 

Foreign direct investment in Nigeria does not contribute to economic 

growth. 

The hypotheses on economic growth was tested using gross domestic product growth 

and export growth as dependent variables; so the subsidiary hypotheses should be: 

Ho
3
a: Foreign direct investment does not enhance the g rowth of gross do

mestic prnduct. 

Ho3b: Foreign direct investment does not enhance the growth of exports . 

ln the two subsidiary hypotheses the various investment conponents namely; public 

investment, private investment, foreign direct investment, domestic public debt, ex

ternal debt were used as explanatory variables; thus 

similarly 

EXPG = B + B + B + B + B + B + B + E 0 1 2 3 4 5 6 
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1.4.2 METHODOLOGICAL HIGHLIGHTS 

The empirical analysis applied in the study are of three dimensions. First a survey 

of affil iate managers was carried out through a pretested questionnaire on 257 affiliate 

managers and representatives of foreign companies that participated in the 1999 Lagos 

International Fair. 

Second, the mean, standard deviation and coeffi cient of variation of the re

sponses were determined. 

Third , the study carried out a regress ion analysis on the determinants and 

impact of foreign direct investment in Nigeria. 

1.5 NEED FOR THE STUDY 

Foreign direct investment has been identified by Nigerian economic and fi

nancial experts as a necessary instrument for achieving higher growth. 

For example the Vision 2010 Committee gave fore ign direct investment a 

very prominent attention as can be seen in their assessment of the situation, when 

they disclosed that 
The Nigerian economy as envisaged wrll become bouyant makrng il possible for the 
country to significanlly improve ils share of global flows of foreign direct investment 
to developing countries from around 0.2 percent in 1991 to about 6.6 percent in 
year 20 10 The reforms that will be introduced in the wake of implementation of the 
recommendation of the vision 201 O committee will help create an investor-friendly 
environment which will encourage and motivate many multinational companies to 
invest in Nigeria Employment opportun,ties will consequently expand for skilled 
Nigerians. 

ln addition Thomas Hutcheson the World Bank Sen ior Economist resident in 

Nigeria writing in security journal points out that almost half of ail the private flows to 

developing countries have been in the form of fore ign direct investment. Developing 

countries have been increasing their share of total direct fore ign investment in the 

last few years. About 95 per cen of this total has gone to East Asia and Latin 

America. This can be comfirmed in table 1.11 direct foreign investment is driven by 

the pursuit of world wide production sourcing and marketing strateg ies by interna

tional business. lnvestors are responding to the market potential of rising develop

ment country incarnes including the attractive trade and investment regimes in these 

countries and to the dramatic changes in information technology. 
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From\to: 

United State 

Japan 

United Kingdom 

Continental Europe 

Other 

Emerging Markets 

Total 

Sources: 

1995 

Latin 
America Asia 

7.03 5.40 

0.05 2.05 

1.50 1.75 

0.66 0.66 

0.15 0.23 

0.25 0.87 

9.64 1.27 

TABLE 1.11: 

Direct Equity Flows to Emerging Markets by Source 

(Net flows in l?illions of U.S. dollars) 

Total 
Emerging Total Latin 

Other Markets Global America Asia 

0.32 12.75 42.32 9.27 12.62 

0.01 2.11 -3 .01 0.80 8.68 

0.40 3.65 -3.05 1.85 2.14 

0.42 1.74 11 11 2.60 2.25 

0.02 0.40 3.79 0.75 0.95 

0.10 1.22 2.57 4.75 12.28 

21 .87 21 .87 53.73 20.01 38.93 

Baring Securities: Cross - Border Analysis. 

1996 

Total 
Emerging Total 

Other Markets Global 

1.42 23.31 84.84 

0.10 9.58 15.33 

0.05 4.04 17.92 

0.41 5.26 34.28 

0.20 1.90 5.04 

0.05 17.08 30.23 

2.23 61.17 187.65 CODESRIA
 - L

IB
RARY



1.6 SIGNIFICANCE OF THE STUDY 

The study is intended to complement recent studies and write ups already 

cite .. .! in section 1.4 that discuss factors affecting the inflow of direct investments but 

do not include rigorous empirical analysis which are needed to eva luate the signifi

cance of different factors . This study is also expected to expand the discussion on 

host country variables which includes: 

* Socio-political instability 

* 

* 

* 

* 

Transperancy 

Corruption and investment 

lnvestment and economic growth 

Transfer of capital and technology 

1.7.0 SCOPE AND LIMITATION 

1.7.1 STUDY PERIOD (1 970 - 1996) 

lt has been pointed out in section 1.2.4.3 that the first National Development 

Plan (1962 - 1964) was regarded as an open door period. Soon after, the country 

was involved in a civil war which lasted till the end of 1969. lt therefore becomes 

more real ist ic to evaluate the determinants and impact of foreign direct investment 

from the 1970s when there was a sudden oil price increase and this period also 

coinc;ded with the global confrontational era against foreign investors. The sudden 

increase in oi l prices made the Nigerian government to bluff foreign investors. lt also 

misled her into thinking that the challenges of industrial development could be ad

equately met solely by large-scale spending on prestigious projects and consumer 

goods . lnvestment decisions, including regulation of foreign private investment were 

hard ly based on any sound long-term considerations nor was there any appreciable 

prudence in the management of the national resources . 

This situation continued until 1988 when the indigenization decree was 

amended to encourage foreign investment. Foreign investors still had doubtful feel

ings about the Nigerian government and the econorny after the 1988 amendment. 

The year 1995 however saw the complete repeal of the indigenization decree of 

1972 and the Exchange Contrai Act of 1965. 

26 

CODESRIA
 - L

IB
RARY



1.7.2 DEFINITIONS OF FOREIGN DIRECT INVESTMENT (FOI) 

Most defini tions of Foreign Direct lnvestment (FOI) seem to have two corn

mon elements. One is that FOI involves at least two countries. This criterion as 

opined by Piggot and Cook (1995:326) relates to the multinational character of FOI. 

The other is the issue of ownership and contrai which distinguishes FOI from portfo

lio investment. Foreign portfolio investmen t is a simple transfer of financia l capital

equity, or loan from one country to another, whereas FOI involves the ownership and 

contrai of production activit ies abroad. ln this case what constitutes ownership or 

contrai itself is also a controvers ial issue. 

FOI is more complex in nature than portfolio investment since it often involves 

transfer of inputs such as technical know-how, managerial and organizational abil ity 

and so on. FOI is also embod ied in the activities of multinational corporation so the 

definiti on of FOI cannot be practically considered in isolation from the definition of a 

multinational corporat ion, which is also difficult to establish but can be defined as 

enterprises that own or contra i production or services facilities outside the country in 

which they are based. Oespite these difficu lties it is necessary to define FOI one way 

or another partly for theoretical clarity and partly for empirical necessity. One useful 

defin ition is that given by Piggot and Cook (1993:326-327) thus : 

FOI is the acquisition. estab lishment or increase in production facilittes by a firm in 
a foreign country. 

What distinguishes FOI from portfo lio investment in the case of acquisition, is tha t 

the investing firm acqui~es enough equity to exercise control over the capital invested, 

Baker (1990) . 

Another useful definition of FOI is that given by IMF (1977) as: 

The investment conferring a lasting interest in an enterprise operating in an eco
nomy other than that of the investor, the investor 's purpose being to have effective 
voice on the management of the enterprise 

Apart from the two definit ions given above, there is an elaborate classification 

of FOI given by Kogima (1978: 192-193). 

1.7.3 TYPOLOGY OF FOREIGN DIRECT INVESTMENT 

Kogima (1978) had used the fo llowing format to further classify fore ign direct 

investment. Type A: There are two aspects of this type of FOI. First, a direct foreign 
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investment is induced by trade barriers and secondly the investment does not make 

the production cost in the host country lower than the price of export from the invest

ing country. Therefore , this type of direct investment results in the movement of 

production from a lower cost base to a higher cost base bringing about a waste of 

real resources for the two countries taken together. 

Type B: Export facilitating direct investment such as foreign subsidiaries es of trad

ing firms, banks, and assembly factories. lt serves to reduce export transaction 

costs . Type C: Inter and lntra industry cross investment between advanced indus

trial countries. This type of direct investment is directed to comparative advanta

. geous industries in the hast country, resulting in the savings of real resources and 

prosperous horizontal trade of manufactured goods and higher national welfare for 

bath countries. 

Type D: Trade oriented direct foreign investment or the "Japanese" type is direct 

foreign investment going from a comparatively disadvantageous industry in the in

vesting country will harmoniously promote an up grading of industrial structure on 

both sides and thus accelerate trade between the two countries. 

Type E: Anti trade orien ted foreign investment of "American" type starts in a 

comparatively advantageous industry in the investing country which produces the 

most sophisticated capital and knowledge intensive new products . This does not 

conform to the direction of trade which comparative costs suggest and works in 

antitrade oriented fashion. 

There is stil l one more type of direct Foreign investment under-taken by giant 

multi-national corporation. They combine several types of direct investment and 

realise extra gains from vertical or horizontal intra-firm integration. 

1.7.4 COMPONENTS OF FOREIGN DIRECT INVESTMENT IN NIGERIA 

According to Odozi ( 1996) foreign investment inflow cou Id be classified into 

two categories: foreign investment for the establishment of new enterprises and Foreign 

investment inflow through the existing enterprises. The distinction is necessary 

because of the different purposes served by each category. Foreign investment for 

the establ ishment of new enterprise plays the initial raie of expansion of production 
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capacity. 

The inflow u,·rough existing companies could be for various purposes such as 

expansion of the enterprise, or working capital support. Consequently, the inflow in 

the first category is made up mainly of machinery and equ ipment and probably foreign 

currency imported at the initial stage of the establishment of the local enterprise. 

The second type however, comprises changes in foreign share capital due to a 

component of the annual profit ploughed back into business. Other components of 

the foreign investment inflow through the existing companies include trade and 

suppliers' credit (net) and the net liabil ities to the head office of the parent companies 

usually comprising royalties on technology and loans. Foreign investment enterprises 

also contract loans with third parties abroad or affi liates of the local enterprise. A 

break down of the components from 1970 to 1992 has been shown on Tables 1.8-1.1 O. 

The distinction between new foreign investment inflow and the resource flows through 

existing companies would facilitate an assessment of the impact which changes in policy 

ha\ ,:., 1·1ad on foreign investment inflow. A higher level of fresh inflow to establish new 

foreign investment enterprises could indicate improved conditions induced by policy 

changes. However, the inflow through exis ting enterprises is motivated by other factors 

which cou Id be related to management policy including that of the parent company, the 

economic environmen.t in the host country etc. ln the light of the preceeding discussion 

ail references to foreign direct investment in th is study is implied to mean the aggregate 

of the components of fo reign direct investment as specified in section 1.7.4. 

1.7.5 LIMITATIONS 

The study did not caver major forms of indirect investment as pointed out by 

Kogima (1978) which include new floatation (new issues of national loan bonds and 

debentures) sale and purchase of existing bonds and stocks (portfolio investments) 
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and medium term (one to five years) and long term lend ing by financial intermediaries. 

The study might be affected by the paucity of data which is a common problem 

with empirical research in Nigeria but in particular this area of study. 

1.8 DEFINITION OF TERMS 

Globalization - The increase in trade and commence among countries. 

Emerging Marl<ets - Attractive equity markets in developing countries. 

Multinational - A business enterprise operating in more than on country . 

./ndigenizalion - The reduction of equity holdings of fo reigners 

Free Standing Company-An early form of jointstock company with the characteristics 

of a rr;ultinational enterprise . 

Vertical lnteferation - The extent to which one firm contrais successive stages of 

production which might otherwise be independent in an industry. 

Horizontal lntegeration - The extent to which the producers in the same stage of 

production in an industry corne under some unified activit ies. 

Transparency - The disclosure of a country's mode of economic operation, such as 

Bank supervision judicial system investment code, and Bankruptcy laws. 

Portfolio - A list of securities in which a person or institutional investor has an interest. 

Corruption - The impairrnent of integrity through unlawful means. 

lntemalization - The concept of reducing the cost of internai and/or special organization 

either techological ly so that the organization of production and transactions wi ll be 

undertaken within the firm. 

Internationalisation - lm plies a degree of functional integeration between internationally 

dispersed activities. 

Extemalization - The expansion of prod uction through various inter-firm contractual 

arrangements, such as licensing or sub-contracting. 

Foreign direct lnvestment (FOI) - These are equity funds invested ir, other nations, 

with participation in management. 
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Balance of Payment (BOP) - The record of ail values of ail transactions between a 

country's residents and the rest of the world. 

Theory of comparative advantage - A trade theory which holds that nations should 

produce those goods for which they have the greatest relative advantage. 

Eclectic theory - A theory on foreign direct investment that provides about the 

geographic distribution of FOI by analysing location factors. 

Political ris!< - The probability that politica l forces will negatively affect a multinational's 

profit or impede the attainment of other critical business objectives . 

Portfolio investment- The purchase of financia l securities in other firms for the purpose 

of rea lizing financial gain when these marketable assets are sold. 

Privatization - The process of sel ling government assets to private buyers . 

Nationalization -A process by which the government takes contrai of business assets, 

sometimes with remuneration of the owners and other times w ithout such 

remuneration. 

Regression analysis - A mathematical approach to forcasting wh ich attempts to test 

the explanatory power of set of independent variables. 

Expropriation - The government seizure of private business coupled with little, if any, 

compensation to their owners. 

1.9 ACRONYMNS AND ABRREVIATIONS 

BI 

CBN -

E.T. 

FOI 

FOS -

NEPD

GATT -

Business International 

Central Bank of Nigeria 

Environ Technology 

Foreign Direct lnvestment 

Federal Office of Statistics 

Nigerian Enterprises Promotion Decree 

The General Agreement on Tariffs and Trade 
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GDP

GCI 

HIID -

IMF -

IPRS

R & D 

SAP

TBT -

11 

TRIMS

VVEF

wro-

Gross Domestic Product 

Global Competitive Index 

Harvard lnstitute for International Development 

International Monetary Fund 

lntellectual Property Rights 

Research and Development 

Structural Adjustment Programme 

Technical Barner & Trade 

Transparency International 

Trade Related lnvestment Measures 

World Economie Forum 

World Trade Organization 
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CHAPTER 2 

2. 1 REVIEW OF THEORETICAL FRAMEWORK 

This chapter reviews the l1istorical background of foreign direct investment on 

a global level. lt reviews relevant literature on the determinants of foreign direct 

investment (FOI). This chapter wi ll also analyse some recent literature based on the 

independent va riables and theories , of FOI in order to relate them to the hypotheses 

and research questions. 

2 .2 RESURGENCE OF INTEREST ON FOREIGN DIRECT INVESTMENT (FOI) 

lnterest in Fore ign direct investment as a viable alternative for financing 

development has according to World Bank report increased in the 1990s. The report 

points out that the composition of private capital flows in 1990 - 93 shifted toward 

non-debt flows including foreign direct investment. Oeveloping countries at different 

income levels have harnessed FOI , although middle income countries have been 

relatively more successful than low income countries in doing so. Susta inbility, is an 

issue in portfolio investment, particularly because of its sensitivity to financial market 

conditions. ln constrast, FOI flows driven by structural factors, such as the integration 

of global production are expected to be relatively more sustainable (World Bank 

1995). 

Another reason for the ri sing interest in FOI is that it has some inherent 

aqvantages for development: risk sharing, market discipline, export orientation and 

the transfer of technology and managerial expert ise. Recent trends show that FOI 

can be an important and stable source of private capital for developing economies 

particularly for countries that are able to create a hospitable environment for new 

fore ign investments. 

33 

CODESRIA
 - L

IB
RARY



Table 2.1 THE WORLDS LARGEST INDUSTRIAL COMPANIES 

Sales Profits Employees 
% % 

change change 
Rank from from 
1994/1996 $ millions 1989 $ millions Rank 1989 Number Rank 

General Motors U.S 125,126.0) (1.5) (1,985.7) 485 (147 .0) 761 ,400 1 2 4 Royal Dutch/Shell Group Britain/Neth. 107,203.5 25.3 6,442.1 1 (0.6) 137,000 37 3 3 Exxon U.S . 105,885.0 22.2 5,010.0 3 42.7 104,000 62 4 2 Ford Motor U.S. 98,274.7 1.4 860.1 58 (77.6) 370,400 6 5 5 lnt'I Business Machines US. 69,018.0 8.8 6,020.0 2 60.2 373,816 4 6 6 Toyota Motor Japan 64.516 1 6.7 2.993.3 7 13.8 96,849 67 7 11 IRI ltaly 61 ,433.0 25.2 926.5 53 (21 .3) 419.500 2 8 10 British Petroleum British 59,540.5 20.3 3.013.1 6 (13.9) 116,750 49 9 8 Mobil US. 58,770.0 15 3 1.929.0 13 66 67 .300 102 10 7 General Electric u.s. 58,414.0 5.7 4,303.0 4 9.2 298,000 10 1, 13 Daimler-Benz Germany 54,259.2 33.6 1.014.6 46 (70.9) 376.785 .3 12 9 Hitachi Japan 50,685.8 (0 4) 1.476.9 28 2 1 290.811 11 13 15 Fiat ltaly 47 ,751 6 30.0 1.346.4 34 (44.2) 303,238 9 14 20 Samsung South Korea 45,042 0 28 0 N.A. N.A. 15 14 Philip Morris US. 44.323 0 13 4 3.540.0 5 20.2 168,000 24 16 21 Volkswagen Germany 43,710.2 25 8 651 .6 78 24.5 268,744 13 17 12 Matsushita Electnc lndustrial Japan 43.516.1 1.0 1.649.1 21 (0.9) 198.299 18 18 28 ENI ltaly 41 ,761 .9 54.0 1.696.9 19 50.7 130.745 41 19 23 ïexacc us 41 ,235.0 27.2 1.450.0 29 (39.9) 39.199 185 20 17 Nissan Motor Japan 40,217. 1 11 5 808.2 64 (9.2) 129 546 42 21 18 Unilever Britain/Neth 39,971 .5 13 3 1,636.8 22 (5 4) 304 .000 8 22 19 E.I. Du Pont de Nemours us 39,839.0 13.2 2,310.0 9 (6 9) 143.96 1 33 23 25 Chevron U .S. 39.262.0 33.3 2.1 57.0 10 759.4 54,208 135 24 22 Siemens Germany 39,227.6 20.1 913.0 55 16.0 373,000 5 25 26 Nestle Switzerland 33,359.0 13.6 1,634 .5 23 10.9 199,021 17 26 37 Elf Aquitaine France 32,939.2 40 2 1,951 .3 12 72.3 90.000 74 27 16 Chrysler US. 30,868.0 (14.6) 68.0 386 (81 .1) 124,000 44 28 29 Ph,lips' Gloeilampenfabrieken Neth. 30,865.7 14.3 (2.327.5) 486 (459.1) 272,800 12 29 24 Toshiba Japan 30,181.5 2.4 922.9 54 (0.8) 142,000 34 30 27 Renault France 30,049.6 9.4 222.2 227 (84.8) 157,378 29 31 35 Peugeot France 29,380.3 22.0 1.700.3 18 5.2 159,100 27 32 31 BASF Germany 29,184.1 15.3 684.7 75 (36.1) 134,647 38 33 34 p,,r -:Jco U.S. 28,277.0 16.8 1,91 3.0 14 18.8 54,524 132 
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Table 2.2 INWARD STOCKS OF WORLD FOREIGN DIRECT INVESTMENT 1985-96 

'/985 1996 
Countrieslreg1ons (in /J1/Jions of US $) % of total (in billion of US $) % of total 

Developed countries 537 .70 72.2 2.269 3 70.3 
United States 184 GO 24.8 644 .7 20.0 
Western Europe 245.00 32 .9 1,302.5 40.3 

EU 226.60 30.4 1,219.2 37.8 
Austria 6.10 0.8 19.9 0.6 
Belgiurn/Luxe1nburg 8 80 1 2 100.8 3 1 
Denrnark 3 60 0 .5 23 4 07 
Finland 1.30 0.2 9.4 0.3 
France 33 40 4.5 168.4 5.2 
Germany 36.90 5.0 171 .0 0.6 
Greece 8.30 1.1 20.3 0.6 
lreland 4.60 0.6 14 .0 0.4 

ltaly 19.00 2.5 75.0 2.3 
Netheland 4.60 0.6 4.0 0.4 
Portugal 1 30 0.2 6.7 0.2 

Spain 8.90 1 2 105.0 3.3 

Sweden 5.10 0.7 42 0 1.3 

United Kingdom 64.00 8.6 344.7 10.7 

Other Western Europe 18.30 2.5 83.3 2.6 

Switzerland 10.10 1.4 59.6 1.8 

Norway 8.00 1.1 23.1 0.7 

Others 0.20 0.0 0.6 0.0 

Canada 64 .60 8.7 129.2 4.0 

Australia and New Zealand 27.10 3.6 156.8 4.9 

Japan 4.70 0.6 18.0 0.6 

Other developed countries 11 .70 1.6 18.1 0.6 

Developing countries 207.30 27.8 960.0 29.7 

Africa 21 .30 2.9 59.5 1.8 

Asia 107.50 14 4 535 7 16.6 

Latin America and the Caribbean 76.80 10.3 316.1 9.8 

Developing Europe 0.50 0.1 2.3 0.1 

Central and Eastern Europe 0.20 0.0 46.4 1 4 

Total 745.20 100.0 3.229.3 100.0 

Addenda: 

Outward stock 690.40 3,178.2 

lnward stock 745.20 3,229.3 

Difference -54 .80 -51 .1 

Number might not add up due to rounding. 
Source: Adapted from UN, World lnvestment Report, 1997. 
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2.3 THE EVOLUTION OF INTERNATIONAL BUSINESS ENTERPRISE 

Given the prevailing tendency towards nationally based forms of analysis in 

economics, it is perhaps not surprising to discover that much of the early work relating 

to the operation of multinational corporation characterised them as quintessentially 

American form of foreign investment . The studies of Dunning (1958) and Servan

Schreber ( 1968) and the more theoretica l work by Hymer ( 1960) and Kindleberger 

(1969) ail concentrated on the activities of American companies operating abroad. 

The work of Hymer (1960) was especially influential in new approach towards the 

analysis of multinationals. He achieved this reorien tation by linking together what 

he saw as the two essential features of multinationa ls : they were large-scale 

oligopolistic producers and they managed international flows of investment as part of 

their 81obal competitive strategy. Hymer's crucia l insight was to demonstrate that 

multinationals, by linking together their production know how with overseas-based 

investment, had created a seemingly new type of foreign investment. 

Up to this point internationa l transfers of capital were viewed as financial 

transactions in which investors sought the best re lurn avai lable for a given level of 

risk. Such international capital flows were capital portfolio investments, a term that 

indicated that the investors discharged contrai for the use of their capital to a third 

party, as for example when they purchased securities issued by a foreign government. 

According to Hymer, multinationa ls generated a different form of fo reign investment: 

foreign d irect investment (FOI). The f irms that engaged in FOI retained d irect 

re.sponsibility for managing their foreign investments, frequently through the creation 

of subsidiary compan ies reg istered abroad and hence, unlike portfolio investors, they 

did not surrender contrai of their capital. Foreign investment by these companies did 

not simply consist of financial transfers but rather involved transfers of a package of 

modern definition of multinationals as companies that own, manage and contrai 

productive assets in countries other than the one that const itutes their home base, 
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Table 2.3 OUTWARD STOCKS OF FOREIGN DIRECT INVESTMENT 1985-96 

1985 1996 
Cot 111trieslrogio11s (in hi/lions o f US $) % o f lotnl (in /Jil!lon o f US $) % of total 

Developed countries 664.2 96 .2 2,893.4 91 .0 

United States 251 .0 36 .4 794.1 25.0 

Western Europe 312 4 45.2 1,585.8 49.9 

EU 286.5 41 .5 1,404.6 44 .2 

Austria 1.9 0.3 13 5 0.4 

Belgium/Luxemburg 4.7 0.7 73.3 2.3 

De, 1111Jrk 1.8 0.3 22 .4 0.7 

Finiland 1.8 03 18.3 0.6 

France 37 1 5.4 206.4 6.5 

Germany 59.9 8.7 288.4 9 1 

Greece 

lreland 0.2 0.0 4.5 o. 1 

llaly 16.3 2.4 118.5 3.7 

Netheland 47 .8 6.9 184.7 5.8 

Portugla 0.2 00 3.5 0.1 

Spain 2. 1 0.3 38.2 1.2 

Swden 12.4 1.8 76.3 2.4 

United Kingdom 100.3 14.5 356 3 11 2 

Other Western Eroupe 26 3.8 181 2 5.7 

Switz.erland 21.4 3 1 153.3 4.8 

Norway 4.6 0.7 27.8 0.9 

Canada 40.9 5.9 111 .3 3.5 

Australia and New Zealand 8.5 1.2 56.6 1.8 

Japan 44.3 6.4 330.2 10.4 

Other developed countries 7.0 1.0 15.3 0.5 

Developing countries 26 1 3.8 282.2 8.9 

Total 690.4 100.0 3,178 1 100.0 

Number might not add up due to rounding . 
Source: Adapted from UN , World lnvestment Reporl, 1997. 
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began to permeate the literature of economics. Moreover, the terms 'multinational 

corporation' and 'foreign direct investment' began to be treated synonymously, as 

two !ables for the same pl1enomenon. 

No data had ever bee systematical ly collected on the growth of multinationals 

over time because they transcended national boundaries. To help rectify th is omission 

a vast research project was initiated at the Harvard Business School during the 1960s 

under the direction of Raymong Vernon. This traced the development of 187 United 

States-based firms (from the Fortune 500 of 1963-4) that controlled six or more foreign 

manufacturing subsidiaries. Data on 209 of the most important non-United States 

industrial corporations which, at one time or another, had controlled at least one 

foreign subsidiary, were added to this. 

A ltogether, the study collected information on a total of 28 318 fore ign 

subsidiaries and it remains the sing le most comprehensive statistical account of the 

growth of multinationals. This main statistical results from the Harvard study were 

published by Vaupel and Curhan (197 4 ). Table 2.1 contains an updated version of 

multinationa l rankings. Table 2.2 and 2.3 show the inward and outward stocks of 

worls foreign direct investment, 1995 - 96. 

2.4 EARLY FORMS OF FOI - GLOBAL 

The find ings of the Harvard study provided a useful guide to the origins of 

many of the world's most important multinational companies. However, by adopting 

the methodology of projecting backwards from the present, the study obscured the 

faèt that other Jess enduring forms of FOI had developed during the nineteenth century. 

More recen t research has clearly illustrated that FO I predated multinational 

co rporations. Moreover, the database in the Harvard study was limited to 

manufacturing subsidiaries and did not include companies whose activities involved, 

for example, the provision of services. Thus the study captured the development of 

manufacturirig multinationals but excluded many other forms of FOI. 
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Until quite recently it ws assumed that foreign investments that preceeded the rise 

of multinational companies invariably took the form of portfolio investments. lt is certain ly 

the case that, prior to the First World War, many foreign governments took advantage of 

the London capital market to raise the funds they needed for social overhead capital, 

and in any way assuming responsibi lity for their management. 

A great many companies were created in the United Kingdom before 1914, 

however, which operated abroad but which were in practice ult imately controlled by 

directors based in Britain. For example, a study by Houston and Dunning (1976) 

showed that of the 13 500 enterprises quoted on the London Stock Exchange in 

1914, 2273 operated exclusively or mainly abroad, and 78 percent of these were 

registered in the United Kingdom. Wilkins (1988) has termed these enterprises 'free

standing' companies. Unlike conventional multinationals they were set up as 

operations with no para llel organization in Britain itself. Although most of the 

shareholders who subscribed to these joint stock companies did not exert control 

over the company's activities (for which reason they have in the past been incorrectly 

categorised as portfo lio investments) their affairs were nevertheless frequently 

managed by a board of directors based in Britain. Hence they did constitute a genuine 

form of foreign direct investment. 

2.4.1 FREE-STANDING COMPANIES 

The fol lowing information on Free-Standing companies were extracted from 

Harvey and Press (1990), Payne (1980) including Turrel and Van Helten (1986) Wilkins 

(1988). 

The term "free-standing company" was introduced by the American business 

historian Mira Wilk ins (1988) in order to provide a means of classifying forms of FOI 

that were different from those emanating from the American-style multinational 

corporation .. The main point of distinction, and the reason why the term 'free-standing' 
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was utilized, lay in the fact that these foreign investments were nota development of a 

domestic's existing operations. Rather, they represented a situation in which a joint 

stoci, Gompany was floated as a means of allowing capital holders in one country to 

take advantage of an investment opportunity abroad . These were not, therefore, . 

subsidiary companies of an existing domestic enterprise but were independent (free

standing) entities. They were, however, forms of direct (rather than portfolio) 

investment as long as managerial contrai of the operation ultimately resided in the 

country which had provided the investment funds. This appears to have frequently 

been the case amongst the many compan ies floated on the London Stock Exchange 

before the First World War whose operations took place largely or exclusively abroad. 

Between the passing of the Limited Liability Act and the First World War (1856-

1914), a total of 154 817 Kingdom. A cletai led study by Payne (1980) showed that of 

the 2936 companies formed in Scotland between 1865 and 1995, a little over 10 per 

cent (318) were concerned with operations overseas. Breaking down th is sample of 

companies by industria l classification shows that the most important activities engaged 

in were mining and quarrying (37 per cent), finance, insurance and real estate (25 

percent) and agriculture (20 percent). Manufacturing, on the other hand , was relatively 

limited (7 per cent) , being confined mainly to food and textile products and oi l refin ing. 

Particularly pro.minent among the overseas companies formed at th is t ime 

were metal mining concerns . Financial institutions, both in Scotland and in London, 

had gained experience in raising capital for domestic mining concerns and were able 

to. respond with alacrity in the face of potential opportunities abroad. Encouraging 

reports of potential gold deposits in Madras, lndia, at the beginning of the 1990s, for 

example, led within the space of 19 months to the flotation in Britain of 41 compan ies, 

33 of which were successfully launched with an aggregate nominal capital value of 

over 4.0 million pounds. Before any crushing had actually taken place, a speculative 

bubble developed which swiftly inflated the share prices of these concerns based 
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upon overoptimistic predictions of the gold yield . As soon as the true yields became 

apparent share prices collapsed and , within a year, 15 of the 33 companies had been 

wound up. 

The example of the lndian gold rush speculation illustrates a weakness of this 

form of overseas investment, namely that the capital holders have inadequate access 

to accurate information and rely upon the trustworthiness of those promoting and 

managing the enterprises. lt would be mistaken, however, to assume that such 

problems cou Id not be overcome and by no means all of the gold mining compan ies 

formed in lndia at this time were financial failures . Free-standing companies such as 

the Mysore Gold Mining Company Limited and the Nundydroog Gold Mining Company 

Limited, both formed in 1880, drew engineering company, to oversee the management 

of their organizations and , with the introduction of improved techniques for deep 

min ing , the ope rations were eventually-highly remunerative. Even with good 

management, however, gold mining remained something of a lottery. 

1 n general , the key to the success of free-standing companies was their abil ity 

to draw together the sources of capital , the knowlege of investment opportunities 

and the required expertise. As Harvey and Press (1990, pp. 109-10) expia in: "The 

situation in min ing was little different to that in shipping, railways, tramways, water, 

manufacturing and financial services. A merchant house with British connections 

would become aware of a potentially lucrative investment, often through influential 

local contacts; details would be sent back to London and a syndicate formed ; a 

concession would be floated (usually) in London to exploit the syndicate: The main 

promotiona l gains accrued at the point of transfer of a concession from a syndicate 

to a newly-formed operating company. Usually a substantia l price was paid for the 

concession in cash, debentures or shares, and besides this contracts for construction, 

management services and supplies might well be granted to syndicate members. 

According to a contemporary report, the typical profile of the directors of an lndian 
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gold-mining company formed around 1880 would comprise : 

* Solicitor ta the company 

* Financial agent (promoter) 

* Consulting engineer 

* Engineering agent in London 

* Syndicate members 

* Broker 

* Partner infirm ta provide machinery 

* Contractor ta supply tools and stores 

* Company secretary 

* Vendor of property in lndia 

Mining companies of world renown , such as De Beers and Rio Tinto Zinc, as well as 

Burmah Oil and Shell, were formed in justtis way as free-standing companies. Over 

time, the raie of company promoter seems ta have become more and more 

concentrated into the hands of specialized investment houses and the 1890s saw 

the formation of a number of joint-stock mining finance companies (Turrell and Van 

Helten 1986). These financiers included engineering firms like John Taylor & Sons, 

and Bewick , Moreing & Co.; merchants such as Julius Wernher, Alfred Beit and 

Barney Barbato in South_ Africa; as well as merchant bankers such N. M. Rothschi ld 

& Sons. 

A lthough each of the individual free-standing companies was nominally an 

independent concern, a number of informai links existed between groups of them, 

drawing them into clusters. Particularly important in this respect were financial 

institutions in the city of London that developed from commission agencies (supervising 

the trade of other firms for payment of a commission) into investment houses and 

which promoted a series of free-standing companies during the nineteenth century. 

These investment houses, as Chapman (1985, 1992) has explained, provided 
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international networks that linked sources of capital , from London and elsewhere, with 

investment opportunities abroad. This ability to cnnect domestic sources of capita l and 

expertise (comprising both technica l expertise and financial management skills) with 

influential contacts abroad enabled investment groups li le Finlay & Co. Butterfield & 

Swire, Anthony Gibbs & Co. and De Beers to emerge as strategic actors in the growth 

of FOI du ring the nineteenth century. 

Although lhese institutions were international in scope the organ izational 

structures that they used to ma nage lheir overseas assets were clearly different from 

the conventional form of multinational corporation that developed in the United States. 

2.5 THEORIES OF FOREIGN DIRECT INVESTMENT 

THE PRE-SECOND WORLD WAR NEOCLASSICAL APPROACH 

/\s has been pointed out by John , et al (1993). The neoclassical economic 

paradigm is the most widely used in teach ing and research. lts origin goes back to 

the 1870s and its early developmenls are particularly due to economists in Britain, 

France , Austria, Switzerland. The general princip les on which it is based are: 
• People act rationally and have full k11owledge of markets and economic conditions: 

t11ere is no uncertainty in the system. 

• Consumers wa nt to maximize the util ity derived from consumption given their budgetary constraints, 

• Firms are profit max11nizers. 

• Markets are perfectly co111peti t1ve. 

• Resources are sca1ce and the1r alloca tion to various uses 1s done through the price 
mechanism. 

• G1ven the initia l distribution of weal t11. the d1str1but1011 or 1ncome 

between the various factors of production occu rs via the price mechanism and it is 

based on the princip le of the contribution to production of èach factor of production 

(particularly labour and capita l), via its productivi ty level and growth. The system as a 

w ho le w ill be i n eq u i li b r ium , or mov e towards it . a t bot h th e m icro and 

m ac ro le vels . T hese g e n e r a l p r i ncipl e s and co nc lu s io ns a r e app l ie d 

in a ll aspec t s of economi c li fe f ro m good s to 
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factors (including labour) markets, to the behaviour of investors , consumers and 

households . 

The application of the neoclassical theory to foreign investment developed along the 

following lines. Prior to the Second World War there was no theory of foreign direct 

investment as such. There was a general theory of foreign investment that made no 

distinction between portfolio investment and direct investment. Foreign investment 

was considered to involve a transfer of funds and was explained under the general 

theory of capita l movements. This theory followed the same general principles and 

assumptions as the theory of movements of goods and services across frontiers 

through international trade, of which it became an extension. For example Ohlin 

(1933) deals with capita l movements in the context of his more well-known theory of 

international trade. 

The genera l thrust of this neoclassical theory of foreign investment was that 

movements of funds between countries would take place in response to differentials 

in interest rates and rates of return on investment. The rate of return was related to 

the relative endowment of capital by each country in relation toits demand at home. 

Capital-abundant countries would have lower rates of return and interest than capital

scarce countries. ThE;?se movements would gradually change the relative endowment 

of capital in the two countries. The new situation as regards the scarcity or abudance 

of capital in the two countries would lead to a decline in the rate of return and interest 

rates in the outward investor 's country and an increase in the rates in the country 

receiving funds, with eventual equal izat ion of interest rates and rate of return on 

investr~ent across the two countries. Ohlin (1933), Nurkse (1933), and lversen (1935) 

were the main proponents of this theory before the Second World War. 

This theory stresses the relative endowment of capital in the countries as the 

main stimulus for the movement of capital across frontiers and thus for foreign 

investment. · There is a paral lel in the theory of international trade. This explains 
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move;nents of products across frontiers in terms of the relative endowment of factors of 

production in the two countries (Grimwade (1989)). lt is therefore basically an approach 

is neoclassical in various respects: 

* lt emphasizes scarcity and the relative factor endowment of countries 
* lt emphasizes profit maximization as the objective and the price mechanism 

* 

* 
* 

(interest rates) as the main vehicle in encouraging activity. 
lt assumes certainty and perfect knowledge of the markets on the part of the 
operators. 
lt leads to final equilib rium and price equalization through capital movements 
The approach is essential ly static and involves comparative static analysis 
(that is comparisons between two static equilibrium posit ions) in relation to 
the situation before and after the movements of capita l. 

2.6 GENERAL QUESTIONS ON THE LITERATURE OF FOREIGN DIRECT 

INVESTMENT (FOI) 

ln the literature of Foreign direct investment, three questions are general ly 

posed: 

* 

* 

* 

Why do national firms evolve into multinational organisations? 

Why do firms locale production in a foreign country rather than licensing or 

exporting ("internationalization theory")? 

What determines the geographic pattern of FOI flows? that is on what basis 

are hast countries chosen? 

The contributions of different writers in addressing the three questions are 

presented from section 2.7 to section 2.15 of th is study beginning with Steven Hymers 

pioneering work on foreign direct investment. 

2.7 HYMER'S CRITIQUE 

Hymer (1960) researched the international operations of national firms for his 

dissertation. His work, published in 1976 after his death begins with a powerful 

critique of the then-prevalent neoclassical theory. 

He distinguishes between portolio and direct investment according to whether 
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the investor wants to (and does) acquire contrai over the acquired firm and the activities 

in which it invests . This distinction proved to be of great relevance and has been 

used ever since. He noted that direct investment shows peculiarities that do not 

correspond with the assumptions of the neoclassical theory nor corroborate its 

conclusions. ln pa rticular he notes the following : 

* 

* 

* 

Direct investment does not necessarily 
involve movement of funds from country 
to country as the investor company can 
borrow money elsewhere and often 
uses funds in the hast country's capital 
markets or they may originate from profits 
in existing affliliates of foreign companies. 

Direct investment often shows a cross
countries pattern with bath countries 
involved being simultaneously home and 
hast country to the other's investment. 

Direct investment tends to be industry 
specific rather than country specific. This 
means that the flow of investment tends 
to concentrate in specific industries 
across many countries. 

His first point invalidates the whole basis of the neoclassical theory of foreign investment 

which assumes that funds move from the investor to the inward country. Moreover, if the 

investment is in response to differentials in capital endowment and interest rates it is 

not clear how bath countries could invest into each other. The relative scarcity of capital 

in a country should also show a country-specific pattern, not a pattern, linked to industries. 

Hymer's critique applies mainly to the abil ity of the theory to deal with direct 

investment, not so much with portfolio investment. This was a distinction that was absent 

in the original neoclassical analysis. 

2.8 TRANSACTION COSTS, INTERNALIZATION AND THE MNE 

ln the 1970s a new strand of neoclassical theory was developed by researchers. 
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The new development has corne to be known as the internalization' theory of international 

production and FOI. Unlike the pre-Second World War approach, this new strand is 

closely based on the firm , its activi t1es and objectives and its organization rather than on 

the macro economy. 

The theory builds on Coase's criticism of conventional neoclassical theory in 

relation to the firm and the market. Coase (1937) noted the inconsistency between 

the assumption that the market and its price mechanism is the best allocator of 

resources and the tact that in real life a large and increasing amount of resources are 

allocated internally to firms via internai planning and directives within the organization. 

The ridd le was solved by introducing the concept of 'transaction cost' . Market 

transactions are costly because the parties need to search for the best opportunities 

in terms of quality, prices and so forth . Thus firms will prefer to internalize their 

activities whenever the cost of carrying the transaction in the market exceeds the 

possible internai diseconomies of scale and organization that may be involved in the 

larger firm . Any development (technological and/or organizational) that reduces the 

cost of internai and/or spatial organization will favour internalization , so the organization 

of production and transactions will be under taken within the firm . 

On the other hand , according to John, et al (1997) excessive internalization 

has its own cost and disadvantages. These can be assessed in terms of managerial 

and organizational constraints and diseconomies, including possible diseconomies 

of operating on an excessively large scale. There may also be a cost attached to the 

coritrol of a large workforce and its increasing power due to the concentration of 

labour employed in the same company and country. Coase's analysis opened the 

way for a whole new approach to the working of markets , firms and institutions in 

bath the private and public sectors. Developments by Williamson (1975 and 1981 ) 

further extended his work. The focus of research began to shift from the theory of 

the firm towards the development of an overall theory of the organization of production 
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and business. lndeed Williamson attempted to interpret the whole h1story of the flrm 

and its changing organization in terms of economies 111 transaction costs. This new 

twist in the theory of the firm opened the way for a new, less critica l, view of large 

organizations and monopoly power. and a more critical view of organizations and 

monopoly power, and a more crilical v1ew of ant1-trust legislation (cf. Pitelis , 1993). 

Coase himself (1991) clarified the ongin of the debate as well as some analytical 

issues within it. 

Coase (1960) takes the debate into the links between economics and law. On 

the assumption that the costs of transactions are the problem, it is important to have 

a legal framework that allows clear contracts to be drawn that minimize uncertainties 

about quality and prices of suppl ies. The economic relevance of the legal framework 

and related contracts takes on a double meaning: the contract may be a guarantee 

that encourages more market transactions and less internalization but the contract 

involves legal and other expenses that become part of the transaction costs of dealing 

in the market. Coase (1991 , p. 62) summarizes his views as follows : 

Transaction costs were used in the one case to show that if they are 

not included in the analysis, t11e firm has no purpose, while in the other I showed , as 

1 thought, that if transaction costs were not introduced into the analysis, for the range 

of problems consider~d . the law had no purpose. 

EXAMPLES OF TRANSACTION COSTS 

Coase (1991 illustrates transaction cosls thus 
1: Consumer 

Acquiring a new car involves you in : 
* Research to find which products respond to your needs and specifica

tions and which are the most reliable manufacturers. 

* 

* 

Finding the best dealers. 

Finding who offers the best after-sales service and who offers the best 
prices and credit conditions. 
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* Expenses involved in the purchase. including the legal expenses 
concerning conlracts 

2. Product vertical chain 
You are the chief executive of a major French company that produces furniture 
and you want to buy wood . You want to review your strategy for obtaining a 
supply of wood from South Arnenca. Possible transaction costs include: 

* 

* 

* 

Time and expenses in finding out about the best suppliers in terms of 
quantity, prices and delivery lime. 

Expenses associa ted with con lracts . 

Costs of acquiring knowledge of, and adaptation lo, different business 
cultures. 

The transaction costs' approach to the relationship between markets and firms has 

had considerable influence on both economic theory and policy. On the theory side, 

the period since the mid-1960s has seen a move towards the reinterpretations of 

many economic concepts, theories and facts in terms of economies of transaction 

cost. As regards policies , the approach had considerable effects on issues of 

competition pollcy. A possible conclusion seems to be that if the growth of the firm 

occurs as a result of the wish to economize on transaction costs it follows lhat the 

concentration of production in large units can be efficient and we need not worry too 

much about excessive market power of large firms. 

The application~ of this new approach to the MNE and international production 

came through the works of McManus (1972) , Buckley and Casson (1976), Teece 

(1977) , Rugman (1981) and Caves (1982). The general assumption behind the 

application of the approach is that markets are imperfect mechanisms in terms of the 

information they convey. ln particular, buyers and sellers have asymmetrical positions 

as regards access to information. Buyers do not have full information about the 

product they wish to buy. There are uncertainties in re lation to the quality, reliability 

and relative prices of the products offered by various producers costs are incurred in 

searching fo~ information about products. ln order to eut the uncertainties and reduce 
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the transactions costs, firms will prefer to internalize the transaction , carrying out 

production themselves. 

Two situations can arise : vertical and horizontal integration. The firm will prefer to 

internalize the various vertical stages of the production process whenever it wants to eut 

the uncertainty over supplies of raw materials of components. This explains vertical 

internalization bath at the national and international levels. International horizontal 

integration (di rect production in different countries of the same or similar products) is 

explained in terms of the need to protect the firm's knowledge from competitors . The 

firm 's knowledge may be in terms of research and development and/or in terms of 

superior managerial, organizational or marketing skills. This type of knowledge is 

characterized by the following : 

(a) its acquisition is likely to require large initial costs in research and development; 

(b) it is embodied in intangible assets that are difficult to value and exchange at 

arm's length on the market; within the firm , these assets become a 'public 

good' . A public good has low or zero marginal cost although its fixed costs 

may be high. This means that once the knowledge is acquired it may be in the 

interest of the firm to uti lize it as widely as possible within its own ownership 

borders . However, if knowledge outside the firm . the firm itself will lose its 

monopoly over it and its advantage over riva is, and thus eventually the profit 

which derive from it. ln the circumstances, franchising or selling the patent 

may become risky. The firm may therefore prefer to expand into new markets 

by producing directly rather than by selling on the market for fear of losing its 

superior knowledge to its competitors . 

Any institutional arrangement that does not threaten the loss of the monopoly over 

knowledge and its related profits for the firm will faveur the externalization of production. 

Thus a patents system that offers strong protection against imitators wi ll favour 

licensing rather than internai production as a means of expansion and market 
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sourcing. The externalization of production lhrough various inter firm contractual 

arrangements, such as licensing or subcontracting, may be encouraged for other reasons 

suci; 2.s the following : 

* The large-sca le expansion of the firm though internalization may create 
organizational and managerial problems that result in diseconomies. 

* A lage firm means often employing a large labour force which may then 
become too powerful and costly. 

lt should be noted that the choice between internalization/externalization is not 

necessari ly an 'either/or ' situation. Companies have developed a whole array of 

inter-firm relationships wilh various degrees of externalization. 

The theory presents some difficulties, however, for example it cannot ful ly 

explain internalization because, after ail , the firm could internalize by producing at 

home and exporting in order to source Foreign markets. The theory may thus explain 

the choice between FOI and licensing but not the choice between experts and FOI. If 

foreign production is more profitable or efficient due, for example to transportation 

costs or to trade barriers , then the choice between different sourcing strategies 

becomes a choice between internalization and externalization. There are, however, 

different degrees of internai or external co-ordination from full ownership of ail the 

co-ordinated units to inter-firm co-ordination On the whole, vertical integration is 

easier to explain with the internalization theory than horizontal integration . Caves 

(197 1 and 1982) explains vertical integration through internalization, and horizontal 

integration 111 terms of the desire or need for product differentiation in oligopolistic 

markets. 

The internalization/externalization debate has corne into sharp focus since 

the early 1980s with the debate about the desirability of achieving mofe streamlined 

organizations that concentrate on core activities while externalizing the more peripheral 

activities (often by subcontracting). This has had a big impact and has affected 
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public organizations lo an even larger extent tllan priva le ones. 

lt may be interesting to note the relationship between the development of the 

Coasian analysis and the changes in the political and economic macro environment. 

Coase put forward his theory about the dcterminants of the limits between the 

expansion of the firm (internalization) versus market transactions. The limits are set 

by the relative costs of operating within the two structures. ln 1937 and in the following 

decades firms were growing; the advantages of economies of scale were taken for 

granted. There was not much debate about the efficiency of large-scale organizations. 

ln the 1970s, when the Coasian analysis was resurrected by economists, there was 

concern about the issue of excessive monopoly power brought about by the growth 

of firms in the previous decades , transaction costs analysis was partly used to show 

how internalization led to lower transaction costs and therefore had priva te and social 

coscs of excessive market power. 

The big success of Coase's theory came in the 1980s. This is the period 

when the wisdom of having larger and larger organizations in bath private and public 

sectors was hotly debated. The benefits of externa lization and market transactions 

became more and more fashionable and expressions like 'downsizing' of firms and 

'outsourcing ' of production became everyday business vocabulary. The search for a 

more flexible organization of production went hand-in-hand with the search for the 

flexib ility of employment of labour by firms . 

The internalization theory as John, et al (1997) point out would, prima facie, 

appear to be quite different from the tranditional neoclssical theory. ln what sense 

can they be grouped together? What are their comrnon characteristics? They certainly 

differ in the following elements: 

(a) the traditional neoclassical theory of Foreign investment is centred on 
the macro economy while the internalization theory is based on the 
firm and on the organization of production ; 

(b) .the neoclassical approach assumes perfect markets and certainty while 
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the internalization theory considers impe,iect markets and uncertainty. 
The imperfections in the markets exists mainly in terms of asymmetry 
between buyers and seller and market transaction versus internai 
transaction within the firm. 

(c) The traditional neoclassical theory deals with typical economic concepts; 
the internalization theory enters new territory wilh its attempt to develop
ing a theory of the organization of production. 

Their common ground is the following : 

(a) Bath theories deal with exchange more than with production (cf. 

Cantwell, 1991) 

(b) Bath theories are concerned wilh profit maximization and efficiency. ln 

one case these objectives are achieved through the reallocation of 

capital across nations; in the other they are achieved through the balance 

between internai allocation and allocation through the market. ln the 

internai allocation theory profit maximization is achieved through 

economies in transaction costs . 

The drive for efficiency is neatly explained in the following passage from McManus 

(1972, p. 84) : 

ln summary, it has been argued that the international firm is one of the methods 

by which interdependent activilies in different countries can be co-ordinated. 

There are two equiva lent statements of the conditions under which the inter

national firms will be chosen by interdependent producers in different countries : 

the producers will choose to centralize contrai if the international firm is the 

least expensive way in which to obtain a given level of efficiency within the 

joint activity: the producers will choose to centralize contrai if the international 

firm yields the highest level of efficiency for a given cost of co-ordinating their 

joint activity. 

lnternalization and integration 

The internalization theory of the multinational company uses economies in transaction 
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cost~. ':) explain 

* Vertical integration across frontiers within the same firm ; 

* Horizontal integration across frontiers within the same firm. 

2.8 MACROECONOMIC APPROACHES 

John et al (1997) used the macroeconomic and microeconomic approach to 

analyse some tl1eories of direct investment. The theory goes back to existing 

approaches to the life of the product (at the micro level) and to the technological gap 

theories of trade at the macro level. ln particular Posner (1961) considers the 

technolog ical gap between countries and its effect on trade. At the micro level the 

various phases of the product 's life are analysed by Kuzaetz (1953) and later by 

Hir sch ( 1 9 .65, p. 1 ). Vernon not i ced t h at new pro d uc t s 

are likely to be developed in a country with high per capita income relatively scarce 

labour and relative abundant capital. The United States was such a country at the time 

when. \J'.ernon was writing. The new product at first requires high-skill labour; it is produced 

in a td 8tively monopolistic position and this helps to make it a product which has, at 

first, a high income elasticity of demand and a low price elasticity of demand. The 

product is soon exported, by the originating company, to other developed countries and 

is later produced there directly in order to thwa1i competitors who might try to imitate it. 

This is the mature phase of the product, when all the required technological adaptations 

have been made and when mass production will gradually begin. The product eventually 

beçomes easy to imitate; al this point its demand becomes more price elastic and the 

firm that initiated prod uction has to find ways to meet competition through prices; it 

the refore looks for reductions in costs . This make loction in developing countries 

like Nigeria att ractive , pa rticu lar ly since the prod uct is now standardized, mass 

produced and therefore requires mainly unskilled labour. The shift of production 

to d eve l oping countries is likely to be accompanied by a 
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pattern of trade in which the developing countries export the product to developed 

countries including the original one (the United States). 

2.9 THE PRODUCT LIFE CYCLE AND TECHNOLOGY TRANSFER 

One of the interesting conclusions of the theory concerns the tran sfer of 

technology between developed and developing countries . Outdated technology is 

transferred to the developing countries and th is lengthens the life of some plants 

which might otherwise have to be abandoned. 

Many writers further developed and refined the theory and many criticized it. 

Ve ~; ,on (1979) himsel f wrote a crit ique that set limits to the validity of his (1966) 

theory. He explained that his theory was no longer as va lid in the late 1970s as it had 

been in the 1960s due to macroeconomic developments. The gap between the 

United States and other developed countries, particularly Europe, had declined ; this 

meant a decline in the technological gap and in per capi ta income between the United 

States and European countries. At the same time companies had acquired the abil ity 

to locale worldwide almost from the birth of the new product. Corroboration on this 

point was to be found in two relevant trends: the widen ing network of worldwide 

linkages by the largest American and European companies and the tendency towards 

the shortening of the lag between the beginning of production of a new product at 

home and the location of its production abroad. Thus the product life cycle theory, as 

a theory of international production , was no longer valid or not as widely appl icable 

as. in the 1960s. 

What seem to have changed , however, are mainly the rela tionships within 

developed countries and between the technological advanced country (the United 

Sta'.1 :s) and other developed countries. lt could be rnaintained that the theory is still 

applicable in many cases including the following ones: 

(a) the development or relatively low-demand, luxury, niche markets; 
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(b) the cycle between developed and developing countries in general; 

(c) the relationship between developed countries and countries from the former 

socialist bloc. 

lt is generally true that it is easier to detect a life cycle sequence in some products than 

others. For example the motor car industry seemed to fit the model better than consumer 

audio equipment. ln the first industry, the production of some automobile models has 

been discontinued in developed countries and relocated to developing countries (the 

· Volkswagen Beetle and the Fiat 600 in Nigeria) . With regard to audio equipment, 

however, it is noticeable that items such as the Walkman have appeared throughout the 

world in terms of both consumption and production almost simultaneously. 

The more recent move towards flexible production systems may have dealt a further 

blow to the validity of Vernon's original approach. Flexible systems rely on economies 

of scope to be achieved through smaller production runs rather than through large scale 

standardized production. This rneans that the last phase of Vernon's cycle may no 

longer l>e fully applicable to a large number of products. lt also means that the advantages 

of developing nations for this phase of the product cycle may be lost since flexible 

production requires more ski lled labour and higher level infrastructure. Further criticisms 

of product lite-cycle theory are also emerging in terms of the technological gap element. 

There is some evidence that technological developments tend to cluster in specific 

countries and industries (Cantwel l, 1989 and 1993). Moreover, compan ies are 

increasingly involved in some decentralization of research and development activities 

(OECD, 1994 ). A li this seems inconsistent with the PLC theory of technological 

superiority by one country, as pointed out in Cantwell (1994). 

The theory has a strong macroeconomic emphasis in that it is linked to the gap in 

technology .and per cap ita in carne between countries as we ll as to the relative 
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scarcity of factors of production and labour ski lis. The theory also manages to deal with 

both FOI and trade flows within developed countries as well as between developed and 

developing ones . The theory also assumes an imperfect market structure. 

2. 10 ALIBER'S THEORIES 

Two different and strictly macroeconomic approaches were developed by Robert 

A liber. The first one was developed in Aliber (1970). lt is strongly based on financial 

· flows between countries and on the division of the world into customs are as and currency 

areas. Countries with high trade barriers will attract FOI because firms will try to bypass 

the barriers and enter the barred markets by producing directly in the countries concerned. 

Countries with strong currencies will invest in weak-currency countries in order to 

maximize the profit from the invested capital. The value of the acquired assets in weak

currency countries is higher for the investor operating from a strong-currency contry. 

There are various problems with this approach . For example Ounning (1991) 

notes that overvaluing a currency is likely to explain the timing of outward direct investment 

but not necessarialy its long-term trend and industry structure. We cou Id add that Aliber's 

theory, if valid at all , is more crea tion of new capacity th rough 'greenfield' plants. 

Greenfield capacity requires a medium to long-term gestation period which is unlikely 

to be influenced by short-term issues linked to currency valuation. lt is also worth noting 

that, in some respects , Aliber seems to go back to the financial flows aspects of foreign 

investment stressed by the tranditional neoclassical theory; in fact they bath deal with 

movements of funds rather than with international production. 

A more recent work by Aliber (1993) puts stronger emphasis on the rea l economy 

and !ess on its financial side. Here Aliber explains patterns of FOI worldwide by looking 

at differentials in growth rates of national production. 
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He notices that countries cxprience period of rapid growth at different times as 

their industrialization phase occurs at different limes. Rapid growth is characterized by 

-an increase in the share of manufacturing ou tput and in high productivity growth as well 

as a high rate of technological innovation . High growth rates are also associated with 

high ~~rofit rates and high interest rates. As a result, coun tries with high growth rates 

attract foreign investment as th is seeks growth in the demand for products and high 

profit/interest rates. 

A very detaild analysis of the relation ship between different phases of 

development and international trade has been developed by Rowthorn and wells 

(1987). lnteresti ngly enough Rowthorn and weils link development and growth to 

trade although not to foreign inves tment. Aliber links it to forign investment although 

not to trade to any great extent. 

2.011 STAGNATIONIST VIEWS 

Sorne authors accord ing to John , et al (1997) link problems on the demand 

side of the macro-economy to foreign investment. For instance , Pitelis (1991) traces 

the lack of effective demand and stagnation to the monopolistic structure of the 

economy. The lack of effective demand coupled with the connected increase in the 

liquidity of companies is likely to lead to foreign investment, particularly through 

merg8rs and acquistions increases capacity for the acquiring fi rm though not for the 

world economy as a whole. lt also leads to the consentration of markets shares in 

fewer companies worldwide. The degree of monopoly in the economy with consequest 

longer-term stagnation problems. 

Cowling and Sugden (1987) link th ei r theory of internat ional monopoly 

capitalism to firms ' sta tegic behaviour of companies lead to an increase in the degree 

of monopoly and to a consequent lack of effective den1and. Cowling and Sugden 

(1987) follows on from Cowling (1982) and it links the stn:i tegic behaviour of companies 
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in 'monopoly capita lism' to some macroeconomic features. ln particular, the high and 

increasing degree of monopoly ,n the economic system leads to overcapacity and 

stagnation and therefore leads to unemployment. This is a theme that has long and 

strong antecedents in the economics literature . Il goes back to Hobson ( 1902), 

Luxemburg (1913) Kalecki (1939) Saran and Sweezy (1966) ancJ others. 

The stagnationist view differs from Aliber's (1993) view in many respects. Both of 

these approaches consider growth rates and related levels of demand to be relevant. ln 

the case of A liber, however, the growth rates differ across countries and they are linked 

to different phases of development and industrialization. ln the case of the more recent 

stagnationist writers (Kalecki, Saran ans Sweezy and Cowling Sugden) growth is linked 

to the monopolistic structure of the economy. 

2.01 2 MARKET STRUCTURE, POWER AND CONFLICTS 

Many theories have been developed by looking at what happens within the 

individual firm - by examining its internai organization and the organization of 

product ion in general. Th e internal ization theory could be included in this 

microeconomic group. lt has been included in the first group of theories - those 

constituting the neoclassica l approach - to highlight the efficicncy side of its 

conclustions and of its ~ssumptions in relation to the firm's objectives. 

Other authors have placed the working of the firm within the industry in which 

it operates and developed theories that see FOI as the outcome of interplay between 

the f irm, its objectives and organization, and its rivais within the industry. This 

approach, which concentrates on the industry rather l11an the micro and macro 

economy, has been very fruitful . The authors working within th is broadly 

'mecoeconomic' (intermediate between macro and micro) background differ in many 

respects , in particular in re lation to whether they stress market power on the part of 

the company and whether they consider the structure of the market to be an exogenous 
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variable or to be endogenous and this affected by the behaviour of the companies. The 

extent to which the macro environ ment is a given , fixed variable or can be affected by 

the action of companies is also an important issue; it can be relevant to both the micro 

approaches and the 'mesoeconomic' ones (that is those based on the working of the 

industry). 

2.013 AMERICAN PERSPECTIVES ON OLIGOPOLISTIC STRUCTURES 

Vernon 's ( 1966, 197 4 and 1979) contributions, wh ile set in a broadly 

macroeconomic framework, also have strong industry and market structure elements. 

The innovative firm in Vernon (1966) operates in an imperfect market and has a 

monopolistic advantage deriving from its new product that is reflected in a low price 

elasticity of demand. The moves towards FOI in European countries and later in 

developing countries, are largely motivated by strategic behaviour towards FOI, 

directed at Europe, aims to stop potential rivais from operating in the large European 

markets. The second move, at the stage when the product is standardized, is designed 

to reduce costs and thus avert price competition 1n a product that is no longer new 

and which can, at this stage, be imitated widely. 

Vernon's (197 4) contribution links his general theory on the MNE's decisions 

and behaviour to oligopol istic structures even more strongly and expl icitly than in 

Vernon (1966) . ln an innovation based oligopoly firms compete th rough innovation ; 

their demand tends to be price inelastic and they tend to locate production in their 

home base. ln a mature oligopoly the advantages derive not from innovation but 

from the scale of operations . Companies tend to fear each other and open war is 

avoided by tacit or explicit collusion on prices and location of production. ln situations 

where economies of scale are not, or are no longer, strong enough to actas barriers 

for actual or potential rivais, competition wil l take the form of costs cutting and this 

affects the location of production. Oeveloping countries are now likely to be favoured 
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as sites for investment. Vernon calls this a senescent oligopoly. The three types of 

ol igopoly clearly match the three phases in the life of the product. 

There may be an interesting link between the phases of oligopoly highlighted by 

Vernon and the trends towards strategic alliances. Alliances and joint ventures may 

affect the competitive structure of the industry. However, it cou Id be that, like the structure 

of oligopoly, some alliances are innovation-based, some may be more typical of mature 

in nature and thus more akin to Vernon's senescent oligopolies. 

The strength of Vernon's approach is largely due to its richness. lt contains 

macro as well as industry elements; it deals with technology and production as well 

as marketing aspects; it deals with foreign production as well as trade. 

Knickerbocker (1973) developed Vernon's model further in looking for 

explanations of the geographical pattern of FOI. Companies become skilled at 

pioneering new products and this leads them to invest in other developed countries 

along the lines suggested by the product lite cycle mode!. Knickerbocker noted that 

FOI tends to bunch up in particular countries and industries and thus the location of 

investment tends to have a bandwagon pattern. His structure , led him to conclude 

that 'bunching up' is the result of defensive and aggressive behaviour of oligopolists 

towards each other. Oligopolists operate in uncertain conditions; following the leader 

in terms of location of .investment gives them a sort of assurance of being able to 

maintain their overall world position. Knickerbocker stresses the risk and uncertainty 

faced by firms operating in an ol igopolistic environment. Foreign direct investment is 

a r[sky strategy but doing nothing to counteract a rivais' move may be even riskier. 

Graham (1978 and 1985), also working at Cambridge Massachusetts, uses 

similar assumptions in respect of the oligopolistic structure of industries and the 

aggressive or defensive behaviour of firrns. His aim is industries and the aggressive 

or defensive bahaviour of firms. His aim is to explain the so-called 'transatlantic 

reversa i', that is the sh ift in the pos ition of the United States from a net outward 

61 

·, 

CODESRIA
 - L

IB
RARY



investor to a net inward investor. Graham concludes that it is the defensive behaviour of 

European companies that leads to investment in the USA within the same industry. Thus 

intra-industry FOI is seen as the result of an 'exchange of threats' between rival 

oligopolists. This behaviour avoids a price war which me ans that competition for locations 

takes the place of price competition ; thus the more aggressive (m utually destructive) 

prici ng strategies are avoided. lnterpenetrat ion of markets reduces the likelihood of 

price wars but also avoids full co llusion. 

Table 2.4 

Oligopolistic Structure and FDI: American Perspectives 

Vernon explains * FOI 
* International trade 
* Relations between USA, Europe and developing countries at 

different stages . 

Knickerbocker explains * Bandwagon effect and clustering of FOI in the same 
industries and locations. 

Graham explains * Cross-country FOI explained as an exchange of threats 
between rivais . 

Source: John, R. et al. (1 997), Global Business Strategy International Thopsm Business Press, London 

The oligopolistic structure also plays a very relevant role in the work of Caves (1971 

and 1982) . Product differentiation is the outcome of competit ive behaviour among 

riva is in an oligopolistic structure. A general strategy of product diffe rentiation is 

alsolikely to lead to horizontal in tegration across countries and therefore to FOI in the 

same products. 

A variation on the earlier work emanating from Harvard Univers ity was provided 

in the 1980s by Michael Porter (1980, 1986, 1990). Porter's work placed the emphasis 

for the unit of analysis on the industry. ln order to understand the nature of competitive 

threats and opportunities and hence derive an appropriate competitive strategy, firms 
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need to appreciate the competitive forces that impinge on their performance. According 

to 1- u:t0r, these competitive forces are industry specifi c in that they vary in strength and 

significance from one induslry lo another. 

Porter's approach to understanding the nature of global competition, therefore, is 

based on a structural analysis of the competitive forces that operate across the industry 

in question. Globa liza tion will be of significance in an industry whenever competit ive 

conditions dictate that there is an advantage to be gained by the fi rm from engaging in 

either global configuration, global co-ordination, or bath. Global configuration, involves 

adopting a policy of optimizing the location of a given activity from a worldwide 

perspective (for example locating labour-intensive assembly operations in Co-efficient 

regions such as export processing zones) . Global co-ordination, by contrast, refers to 

the benefits to be gained from linking operationally distinct parts of the fi rm 's value

adding activities (referred to by Porter as the firm's blue chain') . These dimensions of 

global performance, configuration and co-ordination, allow Porter to distinguish between 

a range of global competitive strategies. Industries in which neither dimension is or 

great $ignificance for providing economies of scale. such as in the case of ship building 

repr _ ,_.:ant arenas of global competition (the firms compete with one another for the same 

group of international customers) in which multinationa l firms may not be of great 

importance. 

This last observation represents an important distinction between Porter's work 

and that of economists whose traditional focus for an analysis of internationalization 

has been the firm . For Porter, global competition, and hence a global industry, is not 

necessarily concomitant with the emergence of multinational corporations. lt is the 

nature of the industry. rather than the shape of the firms within it, which is the crucia l 

determinant of internationalization in his model. The advantage of such an approach 

is that it a llows for international trade and foreign direct investment to be treated as 

a?pects of competit ion in global industries rather than as mutually exclusive alternative 
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available to the fi rm. 

A similar line of approach has recently been fol lowed by a British economist working 

at the University of Reading. John Cantwell has developed a theory of FOI based on 

'technological competence'. For Cantwell (1989 and 1993) technology is the key to 

internalization wi thin firms, to the location of FOI and to the behaviour of companies 

towards riva is, and to the development and growth of countries. Companies internalize 

in order to retain their proprietary knowledge bu t technology and technological 

ç:ompetence have considerable spill-over effects. This means tha t companies can benefit 

from each other's technological advances and from a macro environment that is 

favourab le to specific technologies. This leads companies to locate production where 

the macro environ ment gives them advantages of the spi ll-over effects. They tend to 

locate where companies in the same technological league have located . ln the long run 

this C'.\)ates technologica l pales and clusters of FOI location. This approach leads to 

some decentra lization of technological applications with in the company as well as to 

clusters of technology-based FOI in some countries. The tendency towa rds 

agglomeration in some countries/locations generates a vicious circle of growth. 

Cantwell 's approach has elements of internalization theory linked to some macro 

e lements and to e lements of behaviour and performance typical of an ol igopolistic 

markets structure. lt has similarities with Knickerbocker in terms of its use of the concept 

of clustering. However, while in Knickerbocker the clustering of FOI is due to the rivalistic 

behaviour of oligopolists who adopt a fol low-my-leader approach in Cantwell it is due to 

the wish to locate in technological pales and benefit from the spil l-over effects of 

technology. There are also analog ies with Vernon's theory in that bath stress the role of 

technology in FOI. However, in Vernon we have a theory based on the technological 

superiority of one country over others whi le in Catwell we have poles based in many 

countries and -in the same technological league. 
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2.014 POWER AND CONFLICT: EUROPEAN PERSPECTIVES 

Two British economists, Keith Cowling and Roger Sugden from the University of 

Warwick, have also been work ing wilhin an oligopolistic framework. Accord ing to Cowling 

and Sugden, transnationalism makes the si tuation worse because TNCs have what 

they call 'special detection powers' - the ability to find the nest locations for production -

and take advantage of competing bids fo r inward investment on the part of governments. 

This is a concept not dissimilar from Vernon 's notion of 'globa l scanners '. They note, 

_moreover, ~hat transnationalism is spread ing throughout the world. Small and med ium

sized companies work as subcontractors for large TNCs. Since the large TNCs are the 

ultimate controllers of production, however, this new development, far from leading to a 

more competitive macro and industry environment, tends to increase the overall degree 

of monopoly in the system. Location in developing countries and the actual or potential 

threat of withdrawal of investment from developed countries leads to a divided and 

more compliant workforce. The advantages of a divide and ru le' strategy can be used 

as defensive or aggressive weapons in competition with riva is. 

Cowling and Sugden see companies engaged in strateg ic games of defence and 

attack, sometimes colluding to avoid open destructive wars, sometimes attacking if 

they feel strong enough to gain. They all have some retaliatory power. The fear that this 

might be used by their riva is may lead to collusive behaviour regarding prices or location 

of procL:ction . 

lt is interesting to note how different theories within the market structure approach 

may lead to d ifferent conclusions . Cowling and Sugden (1987) as well as Hymer, 

particularly in his later work such as Hymer (1971 ), and Jenkins (1987) follow a more 

Marxist tradition . They conclude that transnational strategies increase the monoplistic 

tendency in the economy. For them market imperfections are endogenous and therefore 

th e co nd uct and stra teg ies of co mp anies lead to imp erf ection s. On th e 
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other hand, other authors, who also emphasize the ol igopolistic structure, consider market 

imperfections as largely exogenous and conclude that internationalization leads to a 

more competitive envrionment. This conclusion seems to be shared by Vernon, Caves, 

Graham and Cantwell. 

We should also note some key differences here between the market power 

approach and the internalization theory. Bath groups of theories stress market 

imperfections but the imperfections stressed by the internalization school relate to the 

existence and level of transaction costs carried by the operations of the market. The 

other group of theorists, by contrast , stress the oligopolistic structure of the economy. 

The internal ization school stresses efficiency as the main objective of decisions; the 

other approach stresses strategic behaviour. The internalization school, in contrast in 

the other theorists, is led to the conclusion that the behaviour of fi rr11s leads the system 

towards equill ibrium. 

Most economists in the market power tradition stress strategic behaviour 

towards their rivais. We should note that strategic behaviour could also be directed 

towards labour and government. Sugden (1991 ), drawing on his earlier work with 

Cowling , develops the theme of a 'divide and rule' approach towards labour in the 

context of strategic behaviour by TNCs towards rivais. letto-G il lies (1988, 1992) 

sees the issue of strategies towards labour as contributing to the expia nation of the 

growth and pattern of FOI. The thesis is that the fragrnentation of production in many 

countries puts companies in the position of facing a fragmented labour force. This 

st~ategy is fragmentation and can be considered a reaction to the increses in the 

power of labour. 

The increase in mass production in the 1960s and 1970s and the related 

internationl ization on the domestic front has according to John, et al (1997) put labour 

in a strong position vis-a-vis capital. ln reaction to this, various strategies have been 

adopted towards labour, in particular: 
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a strategy of externaliza tion of some non-core activities 
through subcontracting and similar arrangements; this 
leads to organizationa l and ownership fragmentation of 
production and of the labour force employed; 

a strategy of fragmentation of the labour force through 
location in various countries; this rnakes labour organi
zation more diffi cult. 

This approach helps to expia in some of the pattern of international production and in 

particular. 

(a) the increase in FOI in developed countries; 

(b) cross-borde investment; 

(c) the large share of intra-i ndustry FOI ; 

(d) the increase in sub-contracting including international sub-contracting; 

(e) the increase in the network of operations of TNCs. 

A strategy of ownersh ip and geographical fragmentation leads to a weaker position 

for labor at the level of the company and the macro economy. Moreover, there is a 

link between strategic behaviour towards labour and towards rivais: success in dealing 

with labour puts the company in a stronger posit ion against its rivais. 

2.015 THE ECLECTIC APPROACH 

lt is not an easy task , explain ing the many changes in the internationalzation 

of economic activities. This is partly due to the complexity of the issues to be explained. 

lnternationalzation can take the form of trade, which implies home production and 

fore1gn markets. lt can take the form of foreign production , which can either be 

direct, through internalization across countries. or can be implemented through 

external arrangements such as licens ing, franchising , sub-contractin g. Mixed 

arrangements such as joint ventures are also possible and are becoming increasingly 

common. 
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lt is therefore not surprising that no single theory can easily explain all the relevant 

ph(·11omena. There are of course theories that are more realistic than others and more 

successful than others in explaining the real world and in making prdictions. None the 

less the complexity of the phenomena to be explained remains, part icularly, when 

aloowance is made for such elements as: intra-industry direct investment, cross-country 

investment, investment in developed versus developing countries and different patterns 

in various industries. 

John Dunning has been working on foreign direct investment since the 1950s, well 

before the subject became very widespread in business schools. lndeed Dunning 's 

work greatly contributed toits dissemination . The beginning of his work coincided with 

the big wave of American investment in Britain. lndeed Dunning began by puzzling over 

the industry pattern of such investment, the characteristics of American investor 

companies and characteristics of the macro environment in the home and host countries. 

He began by trying to explain why, within the United Kingdom labour productivity in United 

States' sub-sidiaries, was on average, higher than the productivity in United Kingdom 

owned companies. The tradictional expia nation given at the time was a long coventional 

neoclassical and macroeconomic lines. Economists were trying to explain it in terms of 

different factor endowments on the part of the two economic systems. A different 

explanation focused on the relevance of elements which are specific to the firm and on 

how firms organized and managed their resources. Dunning used this as the basis for 

explaining different performance between companies and industries. 

ln fact, Dunning (1991) traces the development of his own research agenda and 

its re lationship to other works as well as to criticism of his own work. There is also an 

extensive reply to his crislics in Dunning (1988) . 

Dunning's work went through various developments and refinements. Culminating 

in Dunning (1977) which tried to explain the 'why (. 'where' and 'when' of 
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international production and trade by developing a system for classifying and analysing 

various advantages likely to influcence decisions regarding the type of international 

activities under-taken as well as their country and industry pattern. 

The acJvantages are grouped by Dunning into 'Ownership ', 'Locational ' and 

'lnternalization' (OLI ) advantages. The advantages are specific to, respectively: 

(a) Firms; 

(b) countries/locations; and 

(c) the organization of production. 

The third type considers the advantages of internai versus external production. Dunning 

(1980, p. 275) explains his eclectic approach thus: 

lts principal hypothesis is that a firm wil l engage in foreig n direct investment if 

three conditions are satisfied: 

(1) lt possesses net ownership advantages vis-a-vis firm of other nationalisties in 

serving particular markets. These ownership advantages largely take the form 

of the possession of intangible assets, which are , at least for a period of time, 

exclusive or specific to the fiem possessing them. 

(2) Assuming condition (1) is satisfied, it must be more beneficial to the enterprise 

possessing these advantages to use them itself rather than to sell them or 

lease them to fore ign firms, i.e. fo r it to interna lize its advantages through an 

estension of its own activities rather than externalize them through licensing 

and simila r contrancts with independent firrns. 

(3) . Assuming cond itions (1) and (2) are sa tisfied, it must be profitab le for the 

enterprise to utilize these advantages in conjuction with at least some factor 

inputs (including natural resources) outside its home country; otherwise foreign 

markets would be served entirely by exports and domestic markets by domestic 

production . 

This approach is 'eclectic' in that it combines elements or various theories in a broad 
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classificatory framework. lt allows the analyst to consider all the possible influences on 

the determinants of the extent and patterns of various international act ivities . The 

advantages in each category can be many. There are also inter-relationships between 

the various categories. Ownership advantages can be enhanced or stifled by locational

specific elements. The distinction between ownership and internalization advantages 

is not always clear eut. The generality of the theoretical framework can thus become 

both an asset and a liability for Dunning 's approach . He 1s well aware of this and writes, 

partly in reply to his critics: 'The eclectic paradigm is to be regarded more as a framework 

for anaiysing the determinants of international production than a predictive theory of the 

multinational firm '(199, p. 124). The eclectic paradigm has been very widely accepted 

in the international business academic community as operational, practical framework 

for researchers into international business problems. For example the United Nationa 

Centre on TNCs has often used this framework to analyse the geographical and industry 

pattern of FOI. 

The eclectic theory of international production. 

Dunning (1981: 80-81) summaries the eclestic paradigm thus 

(1) Ownership specific advantages (of enterprises of onr nationality, or affiliates 

of same, over those of another). 

(a) Which need not arise due to multinationality. Those due mainly to 
size and established position, product or process diversification, ability 
take advanage of division of labour and special ization , monopoly power, 
better resource capacity and usage. Proprietary technology, trade marks 
(protected by patents and legislation). 

Production management, organisational; advantages, market systems, 
research and development capacity; bank' of human capacity and ex
perience . 

Exclusive of favoured access to inputs such as labour, na tu rai resources , 
finance, information. 

Abi lity to obtain inputs on favoured terms (due, for example, to size or 
monopolistic influence). 
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Exclusive or favoured access to product markets. 

Government protection (for example control on market entry). 

(b) Which those branch plants of established enterprises may enjoy over 
de novo firms. 

Access to capacity (administrative, managerial research and develop
ment, marketing, etc.) of parent company at favoured prices. 

Economies of joint supply (not only in production , but in purchasing, 
marketing, finance, etc, arrangements. 

(c) Which specifically arise because of multinationality, multinationality 
enhances the above advantages by offering wider opportunities . 

More favoured access to and/or better knowledge about information , 
inputs, markets. 

Ability to take advantage of international differences in factor endow
ments and markets . Ability to diversify risks , e.g. in different currencey 
areas, and to exploit differences in capitalization ratios . 

(2) lnternalization incentive advantages (to protect against, or exploit, market 
failure). 

Reduction of costs (e.g. search, negotiation, monitoring) associated with market 
transactions. 

To avoid costs of enforcing property rights. 

Ruying uncertainty (about nature and value of inputs, for example technology, 
being sold). 

Where market does not permit price discrimination. 

Need of seller to protect quality of products. 

To capture economies from externalities and interdependent activities (see 1 
(b) above). 

To compensate for absence of futures markets. 

To contrai supplies and conditions of sales of inputs (including technology). 

To contrai market outlets (including those which might be used by competitors). 

To be able to engage in practices such as cross-subsidization, predatory pricing 
etc, as a competitive (or anti -competitive) strategy. 
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(3) Location-specific Advantages: 

Spatial distribution of inputs and markets. 

Input prices, quality and productivity (for example labour, energy, material , 
components, semi-finished goods). Transport and communica tions costs. 

Government intervention. 

Contrai on imports (including tarriff barriers), tax rates, incentives, climate for 
investment, political stability etc. Infrastructure (commercia l, legal, transporta
tion). 

Psychic distance (language, cultural, business, customs differences, etc.). 

Economies of research and development, production and marketing (e.g. the 
extent to which scale economies make for the centralization of production). 

2.16 REVIEW OF SELECTED INDEPENDENT VARIABLES 

SOCIO-POLITICAL INSTABILITY 

ln order to enhance understanding of the theoretical framework and increase the 

robustness of the mode!. This section will se lect and discuss some of the independent 

variables that are believed to be very crucial to foreign direct investment and discuss 

them based on current literature. One of these variables is the effect of political ri sk on 

foreign investment. The effect of political risk on investment has been rather controversial. 

Remmel and Heenan (1978) have asserted that the failure of executives to assess 

the political climate where they do business can have disastrous implications - ranging 

from simple work stoppages to expropriation of property and loss of life. Whatever the 

form they say, the potential loss from political risk can be astronomica l. 

lt is useful to distinguish here between "politica l uncertainty" and "politica l ri sk". 

Political uncertainty according to Rummel and Heenan (1978) describes and 

unmeasured subjective doubt about a political environ ment. Political risk on the other 

hand de notes .a relatively objective measurement usua lly resulting in a probability 
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estimate of that doubt. When the international manager makes a probability judgement 

of an uncertain political event in a hast country he according to Root (1973) thereby 

converLs a political uncertainty into a political risk. By converting uncertainties in the 

political environ ment to probability terms, political risks provides a mechanism for the 

objective evaluation of foreign investment climates. 

Despite the value of risk analysis, some surveys indicate that few multinational 

corporations have developed systematic approaches for determining the political 

fortunes of their overseas markets . lndeed, the political dimension remains one of 

the most misunderstood and misinterpreted aspects of multinational operations. For 

many businessmen, political risk is assessed simply from prevailing attitudes, where 

first impressions and current events dominate. For example, difficulty in clearing 

customs, a bad meal or other displeasing first hand experience, by senior executives 

can, unfortunately, have a profound effect on their evaluation of a particular country. 

Furthermore as Rummel and Heenan go on to point out chief executives often 

place undue importance on dramatic events : a student riot, a political kidnapping or 

a palace coup. This attitude is branded "the odd-lot syndrome" that is the tendency

shared by skittish odd-lot investors - to be overly influenced by periodic swells or 

optim1srn or pessimism and hence, seung from onr potentially costly secision to another 

by sporadic events. 

Clearly, business decisions based on first impressions and dramatic but 

insignificant events are likely to lead to faulty international policy. For some 

mul.tinationals the effect has been to avoid potentially attract_ive markets for the wrong 

reasons, for others supposedly safe havens have erupted. The there is the related 

problems of focus. ln coping with political risk most corporations are engaged in 

response rather than initiation. Typically for example, they spend a more effort 

analysing how to encounter expropriation once it has occurred instead of attempting 

to predict its likelihood beforehand . 
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APPROACHES IN ANALYSING POLITICAL RISKS 

There are a mixture of subjective and objective approaches that dominate corporate 

attempts to analyse a nation's political climate. 

As pointed out by Rummel and Heenan (1978) the four most favoured approaches 

in use include grand tours, old hands, Delpli techniques and quantitative methods. A 

brief description of the different approaches is given below. 

Grand Tours: 

Multinational corporations considering investing in a particular country or region 

will do some preliminary market research then despatch an executive or a team of 

people on an inspection tour. Loca l leaders are contacted and conferences held with 

government officiais and businessmen. After surveying political landscape for several 

days - even weeks - a company representatives return home to appraise senior 

management of their impressions. 

This grand technique tends to suffer from an overdose of selective information. 

Frequently, company observers are briefed in turn but in fact insulated from 

the political and economic realities of the country visited. This has always happend 

in the case of Nigeria. No doubt it is difficult to avoid the comfortable but canned 

presentations which often form the substance of the wirlwind tour. 

Old Hands: 

ln many instances , multinational corporations seek to acquire area or country 

experiise from seasoned educators, diplomats, journalists or businessmen. ln cases 

where the market potential looms large, this approach can be most effective. 

Most multinationals retain such experts on a consulting basis; a few particularly 

banks and oil companies , hire these professionals full time. 

The assignments of these professionals will include assessments of the objec-
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tive and personalities of a nation's current leadership, the strenghts and weaknesses of 

competing political groups and the likelihood of new legislation. The capability and 

experience of the adviser often detennines the quality of his report, but even the experts 

make mistakes. ln the old hands c1pproach, a company puts implicit faith in the judgement 

of outsiders. Such an approach has obvious drawbacks, but it can provide multinational 

corporations with an improved understanding of the political dimension. 

Delphi Techniques: 

This is a futurist ic approach and it off ers a more systematic approach to political 

risk analysis. 

First, corporalc der:ision makers attempt to identify selective elements influencing 

a nation's political destiny: size and composition of the armed forces, delays experienced 

by foreign investors, and political kidnappings for example. Nex, a wide range of experts 

is asked to rank or weign the importance of these factors for the country under 

consideration . Then responses are collected and a check list os the ranked variables is 

constructed . 

Finally, most corporations using the Delphi techniques aggregate the ranked 

variables of the checklist into an overal l measure of index of politica l risk. To be sure of 

the checklist or index approach facil itates go/no-go decisions . Nevertheless, as Rummel 

and Heenan point out, for Delphi assessments to be meaningful requires: 

* A comprehensive and accu rate listing of the .major determinants of political 

risk. 

* 

* 

The wel l-reasoned and timely opinions of knowledgeable professionals. 

An appropriate mechanism for weigh ing and combining individual opinions. 

lnvariably, however, at least one of these critical factors is missing and the technique 

begins to produce erroneous conclusions. 
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ln many instance, unwarranted indicators underlie political risk profiles. What 

emerges according to Rummel and Heenan as "ad hoc quantification where measures 

or indexies of pol itica l risk are established that bear little or no relationship to the data. 

Natura lly, adulteredted inputs lead to adu lterated outputs. The strength of the Delphi 

technique rests on the posing of relevant questions. When they are defective the enti re 

structure crumbles. 

Another analogy of the deficiency of the Delphi methods can be likened to the 

household fever themometer, most indexies of political risk gauge a nation's health 

along a unid imentionali ty rang ing from hot to cold. We know, however, that 

temperature taking alone cannot distinguish between a sick and the normal persan. 

So tao, for nation states, indeed, modern societies are composed of inter-dependent 

parts. Culture , religion , technology, politics and many other factors from the gestalt 

of a nation. Therefore, the task of aggregating important risk elements of multi

dimentiona l in nature and attempts to classify a country's fa te along a single scale 

wi ll amount to an inaccurate and misleading analysis. 

QUANTITATIVE METHODS : 

With much the same precision that econometricians apply to the forecast of 

economic events, decision-makers can gauge a nation's pol itical future. New tools 

and techniques using multivariate analysis allow corporate decision-makers not only 

examine complex politica l issues but also to confirm intuitive impressions based on 

the more subjective approaches. 

Multivariate analysis according to Hennan and Addleman has two possible 

uses: (1) to predict future poli tical trends on the basis of current and historical 

information or (2) describe more fully underlying relationships affecting a nation state. 

This using ava ilable and appropriate computer software global companies 

can apply multivariate analysis and can predict much thorny issues as : 

76 

., 

CODESRIA
 - L

IB
RARY



What is the likelihood of normalization of U.S. - Nigerian political and economic 

relationship? And when? (Definition of patterns and trends which countries in sub

saharan Africa represent the best trading risks for Western businesmen? (Development 

of country and regional typologies). How significant is the political execution in Nigeria 

inter :=;thn ic revalries, attempted coups in Nigeria Accurate answers to these and other 

questions provide added crispress to executive evaluations of politica l conditions . 

INTEGRATED ANALYSIS : 

When treated independently, each of the most favoured methods is rarely sufficient 

for a thorough going analysis of political risk. 

There is no doubt that grand tours , old hands, Delphi techniques and qantitative 

method all serve an important raie. 

According to Rummel and Hennan together with Cookenboo success is more 

likely when these subjective and objective approaches are brought together in an 

integrated fash ion. 

Using the integrated technique, global companies can sort out fact from fiction in 

making their political productions. One survey for instance by the same Rummel and 

Hennan indicated that the old assumption that the wider the gap between a nation's rich 

and pour, the greater its instability, has no validity. Nor does the absence of a middle 

class by itself increase the risk or future instability instead the findings showed that the 

political destiny of a nation is influenced by the following independent dimensions: 

Domestic instability - The level of national conflict as measured by tendencies toward 

f.;ubversion, rebellion , and turmoi l. Among the many variabie examine by them are riots, 

purges , assassinations, guerilla wars and government crisis. 

Foreign conflict - The extent to which a nation manifests hostilities against others. 
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Evaluated by the researchers are a multitude of factors ranging from diplomatie 

expulsions to military violence. 

Political Climate: - The degree to which a government is prone to swing to the far let or 

right typical indicators include the political alignments, the role of the military in the political 

process. 

Economie Climate: - An overall assessment of the fore ign investment climate and 

particularly the government's predisposition toward economic intervention. Considered 

are the usual factors reflecting a nation's economic st~ength: gross national product, 

inflation, external debt levels , and the like. 

These dimensions in turn, are broken down into separate components. ln the 

case of foreign conflict for instance, important independent elements are negative 

communications, wa rnings and defens ive acts, intensity of vio lence, negative 

sanctions and anti-foreign demonstrations. Finally, the best of these components 

are identified. Threats, protests and accusations of negative communications, alerts 

mobillL.Jtions and troop movement are signifi cant symptoms of warnings and defensive 

acts. 

The point can fina lly be made that politica l risk analysis is multidimensional 

task involving several hundred pol itical , economic and socio-economic factors (indeed 

one major petrochemical company conducts daily assessments of its overseas 

markets by examining almost 400 separate variables). 

2.017 CORRUPTION AND INVESTMENT 

Corruption can be described as the impairment of integrity th rough unlawful 

means. Corruption is a universal problem in business, government and society in 

general. There have been so much wri tten about corruption recently especially how 

it affects investments in developing countries. More recently transperancy international 

has rated Nigeria together with five other countries to be the most corrupt in the 
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world. 

ln the 1997 "Annual World Bank Conference on Development Economies" Rose

Ackerman et al made extensive contribution on corruption and development. 

Accord ing to Rose -Ackerman (1997) payments are corrupt when they are illegally 

made to public agents with the goal of obtaining a benefit or avoid ing a cost. Such 

payments are not merely transfers. They affect the behaviour of both payers and 

recipients. Different societies draw the line between legal fifts and illegal payment. ln 

thinking about where to draw the line one must ask whether payments to agents 

undermine public goals . Recent cross country studies such as Mauro (1997) , indicate 

that strong legal and government institutions and low levels of corruption help foster 

investment and economic growth. Corruption is highly correlated with other measures 

of bureaucratie effi ciency such as the amount of red tape and quality of the judiciary 

these studies therefore cannot determ ine the effect of any one measure by holding 

the others constant. The data support the cla im that corruption is a function of the 

amount of red tape, but the amount of red tape, is itself partly a function of prevalence 

of corruption. Corruption , according to Mauro (1995) is a symptom of other underlying 

problems rather than an independent variable. 

As already stated corruption is a worldwide malaise , no region has escaped 

the negative impact of. corruption , for example, Wei (1997) found that foreign direct 

investment was negatively associated with corrup tion . Even East Asia 's "miracle" 

economies were not immune. 

Ariother study, Actes and di Tella (1995) found that corruption can undermine industrial 

policy, a case in point is the ineffective implementation of the various development 

plans in Nigeria. 

Rose - Ackerman (1997) has in addition articulated six structural features that 

create incentives for corrupt behaviour. 
The government may allocate a scarce benefit to individuals and firms 
using legal criteria other than will ingness to pay bribes clear the market. 
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Public officiais may have little incentive to do their jobs well because of 
low pay and inadequate monitoring . 

Priva te individuals and firms may seek to lower the costs of taxes duties 
and regulations imposed on them by government - bribes lower costs 
for those who pay them. 

The government may confer large financial benefits on private firms 
through contracts, privatizations and concessions - bribes affect the 
level of monopoly rents and their allocation between private investors 
and public officiais. 

Bribes may substitu te for legal forms of political influence, and bribery 
by polit icians buys votes. 

The judiciary may have the power to impose costs and transfer resources 
between litigants - bribes can override legal norms. 

The above listed incentive structure can be expantiated thus: Bribes That 

Equate Supply and Demand. Governments often provide goods and services for 

free or sell them below market prices. ln many cases dual prices exist. For example 

multiple exchange rates (official autonomous parallel rates) and import quotes are 

frequent sources of pay offs. When the supply of credit and the rate of interest are 

contro lled by the state, bribes may be paid for access to credit. This is confirmed by 

various studies, De milo et al (1995) Webster (1993) and Webster and Charap (1993). 

lt has also been found that corrupt markets are less open than competitive ones as 

cla imed by Cartier- Bresson (1995) Gambetta (1993) Rose - Ackerman (1978). The 

illegality of bribery induces participants to spend resources to keep the transaction 

secret. Information about bribe prices wil l not be publicised, and prices may be 

sticky. Sorne potential participants may refuse to enter the market because of mora l 

scruples or fear of punishment, and the public may limit their dealing to insiders and 

trusted friends. 

Bribes As lncentives Payments for Bureacrats: Bribes can be paid to receive 

good service or to avoid delays. ln some economic models such bribes are effective 
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incentives . For example , payoffs to queue or rank managers can be efficient because 

they create incentives for the managers to work quickly and to favour those who value 

their time highly Lvi (1985). 

Bribes often actas incentive payments to public officiais , but tolerance of these 

payments especial ly by outside lenders and donors such as the World Bank, is likely to 

dim the prospects for long term reform . lncentives payments that is widely viewed as 

acceptable should be legalized , but not all incentive pay schemes, improve bureaucratie 

efficiency, instead , they can encourage inefficient efforts to maximize financial rewards. 

BRIBES TO LOWER COSTS: 

Governments impose, regulations, levytaxes and enforce criminal laws. lndividuals 

and fiïrns may pay from these costs for example by colluding with tax collectors and 

custom officiais to lower the sums collected . The economic impact of bribes paid to 

avoid regulations lower taxes , and supersede laws depends on the efficiency of the 

underlying systems. ln an inefficient lega l framework payoffs according to Rose 

Ackerman (1997) to avoid onerous regulations and taxes may increase efficiency. This 

argument according to Oxford Ana[ytical is commonly esponsed by investors in the 

developing world . lt is a pragmatic justification that grows out of frustration with the 

existing legal order. 

lnvestors do not pay bribes to avoid inefficient rules and taxes, they pay bribes to reduce 

the (mpact of all state imposed burdens, justified or not. Tolerating such corruption can 

cause serious damage in nations struggling to build viable states. 

BRIBES TO OBTAIN CONTRACTS AND CONCESSIONS AND TO PRIVATISE 

FIRMS: 

Bribes paid to win major con tracts and concessions and to privatize companies 
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]are generally the preserve of large businesses and higher - level officiais. Such bribes 

appear ana logons to cases in which government disburses a scarce benefit. ls there 

anything distinctive about such corruption? 

One difference according to Rose - Ackerman ( 1997) is the likelihood that 

these officiais are effectively insulated from prosecuting and thus can be less restra ined 

in their corrupt demands than lower level officia is. A second difference is that bribery of 

top officiais can have more far reaching econimic consequences. As pointed out by 

Campos and Root (1990) in some countries in Asia were systemic high-level corruption 

coesists with strong growth. These states have managed to create secure economic 

environments so that state - supported deals represent credible long term commitments. 

Even in such countries as Wei (1997) points out corruption is not beneficial because of 

its distributive costs and tl1e distortion of allocative choices. 

Bribes to Buy Political Influence and Votes: 

Democracy gives citizen a raie in choosing their politica l leaders. Thus corrupt 

elected officiais can be voted out of office. But democracy is not necessarily a cure 

for corruption. Sorne democracies harbour corrupt politicians. Moreover, bribes are 

often used to fund political parities and election campaigns. 

Modern politica l campaigns require enormous amounts of money. ln the 

absence of public funding, businesses that have a stake in politicians' decisions are 

the most convenient source of funds. Even if certain contributions from business are 

legal, firms and politicians may prefer to keep them secret. If a quid pro is involved . 

An entrenched system of illegal payoffs cna undermine efforts to reform campaign 

financing. As observed by Many (1996) in France and ltaly politica l parties are now 

dominated by business politician and equivalent of what is called "Money bags" in 

Nigerian politics. 
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Bribes to Buy Judicial Decisions: 

Through thei r decisions judges have the power to affect. Thus, like any public 

official with similar powers they may be tempted to accept bribes. This temptation is 

stronger when judes are underpaid or over burdened and have poorly equipped and 

under staffed offices. Even if judges are not themselves corrupt, clerks in charge of 

· assigning cases and advising judges may demand or accept bribes. Buscaglia (1991) 

points out that the lack of forma i court fees creates incentives for low emplyees and 

judges to unathorised fees. 

When the judiciary is considered corrupt it introduces uncertainties into business 

climate, laws may not mean much and those with disputes may avoid bringing them 

before the courts unless they are certain to be the higher briber for indtance in Nigerian 

there are laws against officia l corruptions but there have been no impact of these laws 

on society. Courts can be circumvented by, hiring private arbitrators or resorting to the 

protection provided by organ ized crime . One study by Buscaglis (1995) found that 

most b~i::; iness prople try to avoid using the courts to resolve dispute. 

A more recent report by the Asian Development Ban (ADB) in thei r 1999 annual 

report has attribu ted the Asian econornic crises partly to corruptism. The bank pointed 

out that it has no to lerance for embezzlement the sa le of officia l posts, nepotism and 

extortion; under threat of lega l sanctions. Also on the bank's black list are other 

practices such as the selection of uneconomical projects for the opportunity of 

kickbacks, procurement fraud , bribery misappropriation disclosure of fa Ise information . 

Furthermore according to ADB report systematic corruption exacts a heavy 

price on developing economies by reducing investments increasing capital costs, 

and increas ing the time business execu tives need to spend negotiating with 

government officiais. The bank report concluded that these is evidence that the 

quality of governance has significant impact on investment and growth. There is 

also growing international recognition of the damage caused by corruption . 
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MEASURING CORRUPTION 

As pointed out by Wei (1999), by the very nature of corruption (secrecy, illegality, 

variations across different economic activities) it is impossible to obtain precise 

information on the extent of corruption in a country unlike for instance, measuring 

inflation. This difficulty also precludes a precise grading of countries according to their 

relative degree of corruption. 

Neverthe less, one can still get useful information on the seriousness of 

corruption in a country by surveying experts of firms in that country. Like pornography, 

corruption is difficult to quanti fy, but you can know it when you see it. There are several 

survey based measures of "corruption perception" that are increasingly visible now. 

Four of such measures are briefly described here. 

(a) Business International (BI) Index 

Business International Index is based on surveys of experts/consultants 

(typically one consultant per country) conducted du ring 1980-83 Business International 

now a subsidiary of the Economist Intel ligence Unit. lt ranks countries from one to 

ten , according to "the degree to which business transactions involve corruption or 

questionable payments". 

(b) International Country Risk Guide (ICRG) Index 

Produced every yea r since 1982 by Political Risk Services, a private 

international investment risk service. The ICRG corruption index is apparently based 

on the opinion of experts and supposed to capture the extent to which "high 

government officia is are likely to demand specia l payments" and to which "i llegal 

payments are generally expected throughout lower levels of government" in the form 

of "bribes connected with import and export licenses . exchange contrais, tax 

assessments , police protection, or loans". 
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(c) Global Competitiveness Report (GCR) Index 

Unlike the BI and ICRG indices, the GCR Index is based on a 1996 survey of firm 

managers, rather than experts or consultants. Sponsored by the World Economie Forum 

(WEF), a Europe-based consortium with a large mernbership of firms, and designed by 

the Harva rd lnstitu te for International Development (HIID) , this survey asked the 

responding firms about various aspects of "competitiveness" in the hast countries where 

they invest. 238 1 fi rms in 58 counlries answered U1e question on corruption which asked 

the respondent to rate the level of corruption on a one-lo-seven scale according to the 

extent of "irregular, additiona l payments connected with import and export permits, 

business licenses, exchange contrais, tax assessments, police protection or loan 

applications". The GCR corruption index for a particular country is the average of ail 

respondents' ratings fo r that country. 

(d) Transparency International (Tl) Index 

Produced annually since 1995 by Transparency International, an international 

non-governmenta l organization dedicated to fight corruption worldwide, the index is 

based on a weighted average of approxima tely ten surveys of varying coverage. lt 

ranks countries on a one-to-ten scale. 

As a survey of surveys, the Tl index has its advantages and disadvantages. If 

the measurement errors in different surveys are independent and identically distributed 

(iid), the averaging process used to produce the Tl index may reduce the measurement 

error. But iid assumption may not hold. Moreover, since different surveys caver 

different subsets of countries , the averaging process rnay introduce new measurement 

errors when cross-country rankings are produced. One should also note that, as the 

T l indexes in different years are derived from potentially different set of surveys, they 

shou ld not be used to measure changes in corruption level over time for a particular 

country. 
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As examples of the corruption ratings according to different sources, the BI, Tl 

and GCR indices for a subset of countries is hereby reproduced. ln the original indices, 

large numbers refer to low corruption (e.g. the BI-index value for singapore is 10). To 

avoid awkwardness in interpretation the scales are rescaled in by Wei (1999) as shown 

in Table 2.5 so that low values imply low corruption (e.g. the re-scaled BI index value for 

Singapore is 1 ). To facilitate comparison the GCR ratings are resca led from the original 

1-7 range to 1-10 range in the table. 

Table 2.5: Corruption Ratings for Selected Countries 

- --
BI T197 GCR97 

Asian countries 
Singapore 1 2.34 1.77 
Hong Kong 3 3.72 2 .17 
Japan 2.25 4.43 2.96 
Taiwan 4.25 5.98 4.60 
Malaysia 5 5.99 5.67 
S. Koriea 5.25 6 .71 6.20 
Thailand 9.5 7.94 7.93 
Philippines 6 .5 7.95 7.94 
China n.a. 8 12 5 86 
lndia 5 75 8.25 7.30 
lndonesia 95 8.28 7 94 
Pakistan 7 8.47 na. 
Bangadesh 7 9.20 n.a. 

Non-Asia Countries 
Canada 1 1.90 2.37 
United Kingdom 1.75 2.72 1.93 
Germany 1 5 2.77 2.6 1 
United States 1 3.39 2.41 
France 1 4.34 3.51 
Mexico 7.75 8.34 6 .24 
Kenya 6.5 8.70 n.a. 
Colombia 6.5 8 77 7.41 
Russia na. 8.73 7.61 
Nigeria 8 9.24 n.a. 

Notes: See the text immediately preceding the table for sources on BI, Tl and GCR indices. ln the 
orig;,·al BI , Tl and GCR indices, small numbers imply more corruption . Ali the indices in the table have 
been .. :- 5caled so that large numbers imply more corruption . For BI and Tl indices, the values in the 
table = 11 - original scores: and for the GCR index, the values in the table = 8-original scores. The 
GCR ratings are rescaled from the original 1-7 range to 1-10 range 

Source: Shang-Jin Wei (1999) "Corruption in Economie Development". 
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lt is worthwhile to emphasize again that these indices reflect people's self-reported 

perception, as opposed to objective measures of corruption. Perception can be different 

from reality. However, two things may be worth noting. First, for many questions such as 

how corruption affects foreign investment, perception - and thus perhaps our measure -

could ~ctually matter. Second, despite the very different sources of the surveys, the 

pairwise correlations among the indices are very high . For example, according to Wei 

(1997b), the correlation between the BI and Tl ind ices and tl1at between BI and GCR 

indices are 0.888 and 0.77, respectively. These high correlations suggest that statistical 

inference on the consequences of corruption is not very sensitive to the choice of 

corruption index. 

2.18 TRANSPERANCY 

Transparency can be described as the disclosure of a country 's mode of 

economic operation . lt will include disclosure on such things as Bank supervis ion, 

judicial system, investment code, and bankruptcy laws. ln short it will embrace 

openness toward the electorate on financial markets including the behavioural, 

administrative, regulatory accounting and forecasting aspects. A study by George 

Kopit and Jon Graig of the IMF recommend that to enhance transparency an open 

legislati.ve debate on the government 's budget proposa is, accompanied by estimate 

of tax expenditure and of the cost of quasi-fiscal operations be conducted by non 

financial enterprises or by financia l institutions on behalf of the government. The 

stuqy calls for a set of clear public accounts and forecasts that rely on accural-based 

recording supplemented by cash flow data with consistency between the budget 

statement and the government balance sheet. The later of course, is critical for 

determining the magnitude and composition of public sector indebtedness, which 

should be published along with data on unfounded contigent liabilities and 

commitments .. For any government it is essential to issue periodic statements of its 
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policy goals and quantitative targets, supported by realistic and well-documented short 

term forcasts, plus medium to long term scenarios to determine, respectively, the 

appropriativeness of the fisca l stance as well as the sustainabil ity of policies or the 

need for structural reforms. 

Although it is difficult to provide conclusive proof. the IMF study presents some 

evidence of a positive relationship between fiscal transparency and overall economic 

performance. ln each major region the study claims that countries with a relatively high 

degree of fiscal transparency are usually associated with greater fiscal discipline, and 

have been able to achieve higher growth and greater stability than comparable countries 

within the region . The study claims further that such diverse countries as Botswana, 

Chile, Denmark and Newzea land stand out as exhibiting bath fiscal transparency and 

robust economic performance. On the other hand the recent crisis in South East Asia 

illustrates that high growth is not sustainable without sufficient transparency- concerning 

for example the extent of government - directed or guaranteed lending. lt cannot on the 

other hand be denied that in certain well circumscribed cases - when premature disclosure 

of sensitive statistical information.or policy measures would confer unintended windfall 

gains on some groups or weaken the effectiveness of those measure - there might be 

justification for a temporary departure from transparency. 

Fiscal transparency can be viewed as a necessary but not sufficient means to 

governance, but as the IMF study points out in countries where government is required 

to report its policy intentions and activities frequently to the public where its dealings 

wit.h private suppliers and financial institutions are subject to open procurement ru les. 

Periodic reporting and audi ts, there is hardly any room for mismanagement or 

corruption. By contrast opaque accounting practices , or proliferation or unreported 

quasi-fiscal activities are all signs of insufficient public accountabi lity. 
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Accord ing to Montiel (1994) Obaseki (1998) an econmy is financially open when 

its residents are able to trade financial assets with residents of another country. The 

amorphus concept is clearly defined in many applications and it is difficult to measure. 

The Keynesian Framework 

As opined by Ojo and Obaseki (1998) the essence of macroeconomic policy and 

management is to ensure that an economy in disequilibruim is restored to equilibruim 

through the application relevant macroeconomic policy instruments. ln a situation where 

the economy is currently in equilibrium, the same policy instrument can be used to sustain 

that equilibrium or move the economy to a more acceptable equilibruim . To illustrate we 

begin with a closed economy under a Keynesian macroeconomic framework. We define 

the aggregate demand function as: 

0 ° = 0 ° (G,T,(Q-Tr MPKE, i,P,M) .... 

+ - + + 

This states that aggregate demand (0°) is a positive function of expected future 

incarne (0-Tl , future marginal productivity of capital (MPKl , money supply (M) and 

government spending (G) - QD is a negative function of taxes (T), the price level (P) and 

interest rate (i). We assume that the economy is in equilibruim given the type of aggregate 

supply function. If we assume further that the aggregate supply function is the same 

whether the economy is closed or open, then the focal point is the aggregate demand 

function. The terms in bracket in equation (1) are the components of domestic absorption 

(A) or the summation of consumption, investment and government spending (C + 1 + G). 

When the economy becomes an open one, the trade balance is brought into the 

aggregate demand equation. 

Thus, PQ0 = A + PTB (Il) 
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where P0° = nominal value of aggregate demand 

PTB = nominal value of trade balance. 

(PX - PIM) or vaue of exports 

minus the value of imports. 

When we divide equation (Il ) by the price level, it becomes 

= (A/P) + TB 

Defining a functional form for the trade 

balance gives: 

TB = TB (A/P, A*/P* .EP*/P 

( 111) 

(IV) 

This states that the trade balance is a negative function of demestic absorption 

(A/P) and a positive function of fo reign absorption (A */P*) and the rea l exchange rate 

(EP*/P) Combining equations (1) and (IV), we derive a full aggregate demand function 

for an open economy in the form: 

QD QD(G,T, (Q-T{, MPKE. i,A*/P*, EP*/P.) (V) 

+ + + + 

Where the terms are as defined earlier. Thus, in an open economy, aggregate demand 

has bath domestic foreign components. The foreign component is influenced by 

foreign absorption and t_he real exchange rate. 

The Policy Instruments for an Open Economy: 

The above framework implies that for an open economy in equilibrium to remain 

stable, internai and external balace must be attained. Internai balance implies the 

application of macroeconomic policy instrum ents to achieve sustainable non

inflationary growth and low unemployment. Appropriate combinations of monetary 

and fiscal policies must, therefore, be used to ensure that the domestic economy is 

neither beset by inflationary pressures nor serious unemployment. ln other words, 
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monetary and fiscal policies are used to keep domestic absorption in the desirable 

direction. The open economy must also atta1n external balance which implies a 

satisfactory and sustainable balance of paymenls position. This viable external payments 

posi tion is of course partly the result of domestic economic policies and performance. 

ln this open setting , there are therefore more policy variables which require fine-turning 

in themselves and which also influence domestic monetary and fiscal policies . The 

main external sector policy instruments include trade, capital movement, interest and 

exchange rate pol icies . 

Under a trade policy regime, an economy must identify which strategy is better 

outward or inward orientation . The former defines a situation in which a country opens 

ils markets to the rest of the world and promotes its exports, while under inward orientation, 

a country imposes signi ficant barriers on international trade and focuses on the 

development of local industry to satisfy the domeslic market. Tt1e evidence shows that 

outward orientation leads to higt1er growth arising from the effect of tracte on the 

economies of scale, increased competition from abroad, productivity growth and 

technological improvements. Montiel (1994) including OJO and Obaseki (1998). 

An open economy must deal with capital flows, Montiel (1994) . ln the more usual 

case of rapid capital inflows within a short interval, monetary policy must stem inflationary 

pressures and prevent a shap appreciation of the real exchange rate. Fisca l policy may 

have to be tightened which ultimately atso limits the appreciation of the real exchange 

rate. Exchange rate flexibility could be appropriate so that a real exchange rate 

appr81..,1 .... don cornes about through a change in the nominal exchange rate and not through 

higher inflation. Besides these policy measures, a country may need to have regulations 

to contra i capital inflows, such as imposition of conditions on short-term borrowing from 

abroad which is often speclative 111 nature. 

tnterest and exchange rate policies must be appropriate in the open economy. 
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Measures should be put in place lo minimize the differential between domestic and 

international interest rate . Where two economies are open to capital movements, the 

differential between their domestic interest rates will tend to be equal to the expected 

movements in the exchange rate between their currencies. If th is is not the case, 

destabi lizing capital movements can take place. Exchange ra te policy has various 

options - fixed/flexible, single/dual/multiple, crawling exchange rate band, etc. There is 

a tendency for increased flexibility of the exchange rate in an open economy with full 

capita1 mobility. ln this situation, the exchange rate is no longer a direct policy variable. 

The nominal exchange rate moves endognously according to the forces of supply and 

demand. Fiscal and monetary policies must, therefore, be used appropriately to influence 

the exchange rate which , nonetheless has an important role to play in shaping the 

international competitiveness of an economy. 

Movement Toward Openness: 

There is no doubt that the Nlgerian economy has become relatively more 

open over the year as a result of increasing trade relations with the rest of the world . 

Nigeria's exports increased by 44 .3 percent in 1980, dropped by 60.8 per cent in 

1986 and improved in 1987 when an increase of 48.5 percent was recorded . This 

was attributed to increases in both oil and non-oil exports. Non-oil exports improved 

remarkably from the level in 1986 as a result of the incentives given to exporters 

under the Structura l Adjustment Programme. Exports declined consis tently between 

1991 and 1994. However, exports picked up in 1995 th rough 1997. The share of 

non-oi l exports in total exports rernained rather insignificant throughout the review 

period, in spite of the incentives in place. Thus. the econorny continues to depend 

largely on foreign exchange receipts from oil exports to finance ineeded imports. 

The trend in irnports has been largely simi lar to that of exports. lmports grew 

by 34. 1 percent in 1980, dropped by 56.4 per cent in 1986 and rose by 56. 7 percent 
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in 1991. From 1992, imports have consistently declined owing to measures aimed at 

contain ing excess liquidity in the banking system. The imports-reseves ratio, a measure 

of the capacity of the economy to finance required imports, showed that in 1980, the 

reserves shich could finance 7.2 months of imports dropped to 2.3 months in 1981 , Jess 

than one m6th in 1983, 7.2 months in 1986 and on ly 1.1 month in 1992. The situation 

remained precarious between 1993 and 1995 before an improvement to 7.6 months of 

imports was recorded in 1996. This was sustained in 1997. Nigeria's imports are largely 

in the form of raw materials and capital goods. These make up about 60.0 percent of 

Nigeria's imports of goods. This ca tegory of imports is essential for economic growth 

and development. The inability to source them internally means that we have to rely on 

the international economy for their supply. There is, therefore, a limit to which restriction 

can be applied in order not to comprom ise the objectives of economic growth. As 

pointed out further by Ojo and Obaseki ( 1998) the truth is that Nigeria is highly dependent 

on external trade and as such, measures should be appl ied to ensure maximum benefit 

for the Gountry in the context of globalization. To do otherwise would marginalise Nigeria 

and redu ce welfare generally. Although the analysis of the growth of exports and imports 

gives an indication as to the extent of the openness of an economy. There are many 

fo rmai methods of ascertaining the degree of openness of an economy. However, trade 

flow analysis provides the basis for robust empirical investigation of the openness of an 

economy. Empirically, openness can be measured by the share of trade (imports plus 

exports) in total output, measured by the Gross Domestic Product (GPD). This is the 

wider concept of openness. ln the narrow context, the ration of imports or exports to 

GPD can represent the openness of an economy. 

A trend analysis shows that the Nigeria economy has been relaive ly more open 

since 1986 as a result of the policy measures applied under the Structural Adjustment 

Programme. The broad measure of openness, total trade/GPD, increased 
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from 0.21 in 1986 to 0.64 in 1987 as a resull of the consistent implementation of 

adjustment measures. The trend showed a clecline in 1988 when the index dropped to 

0.63. This was attributed to the slippages in the implementation of adjustment policies 

during the year. ln 1990, there was an upward trend in openness when the index reached 

1.72. The situation further improved in 1995 when the policy of guided deregulation 

was introduced. At the end of the year, the index of openness reached a remarkable 

level of 3.64. The extensive liberalisation of trade and exchange, and a more realistic 

.exchange rate management resulted in development while the economy has recorded 

remarkable progress in improving trade relations with other countries as reflected by 

the increasing ratio of total trade GPD, the rate of economic growth has remained 

sluggish. The low correlation between the openness of the economy and the growth 

rate of the economy shows that openness has not contributed much to economic growth 

in Nigeria. ln other words, Nigeria has not benefited as expected from the liberalization 

of the economy. This is probably attributed to the slippages in the implementation of the 

SAP from 1988 when the rl!ationary budget was implemented. Furthermore, the 

exchange rate could not be determined at the appropriate level owing to expansionary 

fiscal operations and the generally accommodating monetry policy. 

2.019 TECHNOLOGY TRANSFER 

Technology transfer is a very important and controversial concept when analysing 

the impacts of foreign direct investment. 

The major reason for this controversy is the difficulty in measurement, because 

acco,ding to Shive (1990), the close relationship between foreign direct investment and 

technology transfer makes it hard to isolate and measure the transferred technology. 
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Legal Background: 

The transfer of technology to Nigerians and Nigerian industries is backed up by 

the National office of lndustrial Property Act 1979. The act has the stated objective , 

interalia of montoring on a continous basis, the transfer of foreign technology to Nigeria . 

The administration of the Act was entrusted to the National office of lndustrial Property 

which was recently re-named as the National Office of Technology Acquisition and 

Promotion ("NOTAP"). Full details of the act is contained in appendix 3. 

Types of Technology Transfers : 

According to Tsurumi (1984:254), technologies can be classified into three namely: 

1. Product-related Technology. 

lt emanates from identifiable products that are new to hast countries. This 

technology is often the proprietary possession of investing parent firms. Although specific 

production-related processess are integral part of such proprietary products, the investing 

parent firms technological advantage is that it alone owns the product in question. 

2. Production Process-related Technology. 

lt originates from identifiable manufacturing processes. This technology is also 

often a proprietary holding unique to the investing firr11 . Although specific products 

accompany specific production processes the technological advantage of investing 

parent firms is that they possess the un ique manufacturing processes not held by 

indigenous local firms or other foreign investors. 

3. lnstitution-related Technology. 

This technology results from the body of the firm's organ isational expertise 
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that has grown out of a specific technology related to products and to production 

processes of investing firms. The operational experience is difficu lt to separate from 

the firm and employees affecting ,t. The firm 's way of organizing and motivating 

empliyees and managers to produce specific products and services of high quality is 

but one example of such technology. The proper flow of management information within 

a given firm across different funtional areas and proper communication between an 

investing parent firm and its subsidiary forrn the part institution related technology unique 

to firms. ln analysing the controversy surrounding technology transfer, there are critical 

writers who believe that technology transfer does not exist especially between developed 

economies and developing economies. This school of thought believe that multinational 

companies, the main agents of direct foreign invesments usually do not have the motive 

of transfering expertise but rather their main motive is usually the reaping of profit frorn 

their hasts country at all cosls. Conversely, there is another school of thought the neo 

convential writers that bel ieve that technology transfer does exist. This school of thought 

believes that FOI results because of differences in the level of technology between two 

countries. For exarnple vernon's product-cycle theory and the lndustrial organization 

theory developed by Hymer (1971 ), Kindleberger (1 970) and Caves (1971 ), and (1974) 

ail claim that foreign direct investment leads to technology transfer. 

The traditional trade theory assumes either that the technological differential 

between nations is level led out by intracornpany technolofy transfer or in the dynarnic 

settin!:J that technological change, overtime alters the optimal location of production by 

means of technology transfer. The industrial organ ization approach emphasizes that 

holders of advance technology (intangible assets manifested by product differentiation 

as well as managerial and marketing skil ls can exploit their rent fielding advantage to 

the fu llest through FOI. Neither approach trade technology transfer as a free good , 

identical everywhere before FOI can take place. 
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Additionally, cri tical writers on technology transfer in Nigeria and other developing 

countries argue that the arnount of technology transferred by multinational firrns is lirnited 

because research and development efforts are concentra ted in a few firrns in the home 

country of the parent firrn and because rnu ltinationals atternpt to retain a rnonopoly over 

their own technology. A lthough neo convential writers accept both these staternents, 

they reject the suggestions that they lead to a lirnited a mou nt of technology transfer. 

Although there are no recent ernpirica l evidence on the level of expend iture on 

research and developrnent by foreign firms past studies on R & D expenditure by foreign 

.firrns shows that 40 percent of the firrns surveyed did not spend anything on R & D. 

Their R & D activ ities were ail handled by their parent cornpanies. Governrnent should 

participate in providing funds for research and development but when compared with 

other countries of the world the level of R and D funding in Nigeria is insignificant. A 

comparative analysis of R & D funding by different countries including Nigeria can be 

seen on Table 2.6. 

Due to the insufficient information about the Nigerian case , it is very difficu lt to 

evalu ::ite whether foregin direct investrnent agents, the multnationals transfer much 

technology because the neo-conventional and critical approaches differ substantially 

in their conception of technology transfer. ln this study we can make use of survey 

evidence. As pointed by Biersteker (1978) critica l writers value national autonomy and 

contrai and therefore reject as invalid the transfer of ski lls and knowledge to indigenous 

empoyees of foreign controlled fi rms that are located in developing countries. They 

agree as Biersteker further points out that technology transfer has in fact taken place 

when it is made ava ilable to indigenous controlled firms, often with governmental or 

worker con tra i. Technology transfer takes place either directly or indirectly only after 

indigenous employees have left the multinationals and ta ken employment in their own or 

other domestic establishments. ln th is connecton, there is ample evidence in Nigeria 

about successful technicia ns who have succeeded due to the expert knowledge they 

acquired from multinationals. 
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TABLE 2.6 

Table: Comparative R & D Effort in Different Countries 

S/No Country Year Per Capital Per 
R&D Capital 
expenditure GNPI in 
in USS uss 

1. Argentina 1988 12.57 2790 
2. Australia 1988 199.38 17050 
3. Austria 1985 109.88 20140 
4. Brazil 1985 6.4 1 2940 
5. Canada 1989 275.34* 20440 
6. China 370 
J . Cuba 1989 26.68 
8. Czechoslovalia 1989 105.24 2470 
9. Denamark 1989 316.91 23700 

10. Egypt 1982 1.29 610 
11 . Germany 

a) Former GOR 1989 407.15 
b) Former FRG 1987 521 .76 23650@ 

12. France 1988 394.76 20380 
13. Guyana 1982 1.20 430 
14. Hungary 1989 53 .64 2720 
15. lndia 1992 2.60 330 
16. lndonesia 1988 0.87 610 
17. Israel 1985 182.52 11950 
18. ltaly 1988 178.56 18520 
19. Japan 1988 678.13 26930 
20. Keya 340 
21. Republic of Kore 1988 76.22 6330 
22. Nigeria 1987 0.22 340 
23. Pakistan 1987 2.91 400 
24. Panama 1986 0.10 2130 
25. Phi lippines 1984 0.68 730 
26. Singapor 1987 67.95 14210 
27. Spain 1988 63.32 12450 
28. Sweden 1991 712.35 25 110 
29. U.K. 1989 330.44 16550 
30. U.S.A 1988 568.40 22240 
311 . Former USSR 1988 218.14 3220+ 
32. Venezuela 1985 10.87 2730 

Source: Research & Oevelopment Statitics - 1992 - 93 
Oept. S & T, Government of lndia 

Note: 1. * Provisional 

2 .... Not Avai lable 

3. @ Date refers to before unification 

4. + Very preliminary estimate. 
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Most of these businesses are in Aba and Onitsha the commercial nerve centers of the 

Eastern States. ln accepting the more constrained definition of technology transfer 

used by critical writers, one can st ill argue that foregin firms have contributed to the 

diss,:: ;, ,ination of ski lis and knowledge ultimately emp loyed in domestic enterprises in 

Nigeria. lt can be recalled that du ring the Nlgerian civil war the capabilities demonstrated 

were as a result of knowledge gained from multinational firms. For instance, many of 

the Biafran oil petroleum refiners had been trained in the Port-Harcourt oil refinery originally 

established.and managed by Shell-8.P. now National Oil Pic. ln addition, expatriate 

managers in the cernent and textile industries frequently complain about their high rates 

of employee turnover, as upper level Nigerian staff members leave to establish their 

own firms or enter the civil service in managerial and advisory capacities. This aspect 

of technology transfer can easily be identified again in Aba and Onitsha where textile 

manufacturing is the dominant business. Another business that provides good evidence 

of this type of technology transfer is in the Paint business. There are now so many 

indigenous paint manufacturers. Most of the owners when interviewed for the source of 

the expertise would refer to Berger Paints or Du lux Paints as their former employers. 

·ln analysfng this question , critical writers contend that rnultinationals through their 

foreign direct investment tend to introduce inappropriate capital intensive technologies 

because most of their research and development is undertaken in the industrial country 

the origin of the investing company where capital intensive techniques abound and 

transfer of production processes ordinarily takes place. 

Neo conventional writers agree that most research and development takes place 

in the more capital-intensive industrial countries but argue that most are adapted so that 

they are not significantly more capita l intensive than the technologies of their domestic, 

locally owned competitor. 
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DEVELOPMENT AND TRANSFER OF TECHNOLOGICAL 

CAPABILITIES IN NIGERIA: THE CADBURY EXAMPLE 

Historically, Nigeria has sought to acquire technology through two broad channels: 

1. transfer of production technologies from foreign enterprise in industria

lized contries. 

ii. government's investment in establishing scientific infratructures such 

as research institutes, universities and polytechnics; all in order to 

integrate technology into the nation's development process. 

As has been pointed in section 2 of this study, the experience and evidence so far 

in Nigeria have, however, been that the research institutes are inadequately funded. ln 

addition, information about inventions and technological breakthroughs are inadequate. 

Many institutes are merely a stokepile of irrelevant and/ or uncompleted projects. Private 

initiatives have been few and far between, as most individuals and firms do not have the 

capital resources to set up or fund a research unit. 

As rig htly asserted by Oil (1999), the Nigerian economy has, therefore , derived 

little or no benefit from all the approaches to attain technological development. lt is 

therefore, necessary to consider another functional approach in the form of indigenous 

technology, the angle from which Cadbury Nigeria has approached the issue of 

technological development. 

Thè Cadbury Nigeria Experience: 

Based on the paper presented du ring the 40th anniversary celebration of FURO 

by Oni (1999), the process of technological development that Cadbury went through as 

an organization operating in Nigeria for 20 years, from the late seventies to date, is 

worth sharing. There is much to learn from the structured approach of converting 
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a threat to the very foundation and existence of the organizat ion to an opportunity to 

transform it and not only overcome the obstacles , but also emerge stronger and better 

able to tackle even bigger challenges. 

Background 

As pointed out by the Managing Director of the firm , Cadbury Nigeria started 

manufacturing in 1964 at Agidingbi , lkeja, producing mainly Bournvita , a malt-based 

drink. The company's business witnessed phenomenal'growth in terms of sales volume 

and profitability between 1969 and 1981 at an average ra te of 20 percent per annum. 

The demand for this beverage outstripped production to an extent that supplementary 

supplies of the finished product (Bournvita) had to be imported from lndia and the United 

Kingdom , while production capacity was being increased locally to meet the shortfall . 

Bournvita is made from the following five major ingredients: malt extract, glucose, 

sugar, cocoa powder and skimmed milk powder. Besides the cocoa powder, all others 

were imported , as ind icated in table 2. 7 below. 

Table 2. 7 lngredients Source and Origin 

S/No lngredients Raw Material Source Origin 

1. Malt extract Malted barley Europe 

2. Cocoa powder Cocoa beans Nigeria 

3. Glucose syrup Corn Europe 

4. Skimmed rnilk powder Dairy Europe 

5. Sugar Sugar cane/beet Europe 
-. ... ~ 
Saure(;: 1999 Oni 13. The 40th Anniversary of FURO. 

ln 1977, the first major technological step was taken by installing a plant to produce 

malt extract locally - thereby eliminating the direct importation of malt extract. Although 
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the malt extract product depended on malted barely grains which sti ll needed to be 

imported, at the early stage, the cost of grain importation was much less than that of the 

finish:,J product (malt extract). Hence, a significant gain was realized in terms of foreign 

exchange , and more local jobs were created . There was an improved profit mrgin, as 

well as a boost in volume growth. This proved to be a most important investment decision, 

as it not only made a new technology available to local scientists, but also brought in a 

new plant and equipment, forming the basis for future research and development work. 

The company benefited a greal deal from the resultant growth, we ll into the eighties. As 

we stepped into the eighties, however, the national economy began a downward trend. 

The word distress crept into the nation's economic language, as Nigeria started to 

experience problems in meeting its external obl igations . 

A tight fi scal policy was introduced by the Federal Government, and it became 

mandatory for al l manufacturing companies to seek import licenses for all imported 

goods. As sincere as this policy was meant to be in revamping the nation's economy, it 

brough the growth of al l rnanufacturing businesses (includ ing Cadbury Nigeria) under 

the contrai of government officiais, whose mode of operation did not necessarily coïncide 

wit11 ':usiness production schedules . lnciden tal ly, rnany breweries were opened at this 

time - all of which depended upon malted barley. This increased barley imports to such 

an extent that government had to take the painful decision od banning it in 1990. 

Before the ban on malted barley, the difficulty of getting an import license had 

become more pronounced as from 1984. Cadbury Nigeria , therefore, started a new 

technological development drive in search of a local substitute for barley. ln this respect, 

FIIRO, played a significant role in a collaborative reserach effort with Cadbury Nigeria to 

replace malted barley with a local ly grown grain. This research was pursued vigorously 

right through the 80s until a complete replacement, using sorghum, was achieved before 

t he ba n came into effec t in 1990. Ali th ese innovative steps resulted 
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in a brand new manufacturing process and a factory, that can process any cereal grain , 

icluding barley. This enabled Cadbury to remove barley, and even glucose syrup, from 

our import list. 

The new factory, appropriately called the cereal conversion plant (CCP), which 

started operation in January 1990, has processed well over 100,000 tonnes of 100 per 

cent locally sourced grains and is in its seventh year of operation . This has saved 

Nigeria bil lions of nai ra in foreign exchange, in addition to creating employment 

opportunities for Nigerian farmers , transporters, local technicians/engineers, and workers 

generally. The revenue rea lized by the government through this venture is also significant. 

Besides changing the fate of business in terms of profitability and growth, it has also 

changed the main source of raw materials used in making Bournvita 

Table 2.8 lngredient Source and Origin 

S/No lngredients Source Made from 

1. Malt extract Cadbury Nigeria Sorghum 

2. Cocoa powder Cadbury Nigeria Cocoa bean 

3. Glucose syrup Cadbury Nigeria Corn/Sorghum 

4 . Skimmed milk powder Europe Oairy 

5. Sugar Europe Sugar cane/beet 

*Cocoa powder from Stanmark Cocoa Processing Company (Cadbury Nigeria Group) 

Benefits 

The investment in this technological development has transformed the cost structure 

of Bournvita production positively, strengthened the company's balance sheet and has 

beer. central to the surviva l and growth of the company in the past seven yea rs of the 

plant's operation . The benefits of this research were appropriately timed and coincided 

with the problems of inflat ion, na ira devaluation, and foreign 
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exchange scarcity. Ali these factors had arfected the available consumer disposable 

incarne and had taken their toll on the Nigerian economy. The spin-off effect of this 

breakthrough was also felt in about 25 other food processing industries that depend on 

malt extract and glucose syrup for processing their products . 

Techno/ogical Deve/opment - Key success factors Committed management 

Technological development not only creates new opportunities, but also changes 

the old ways of doing th ings. This usually improves the structure of the company or 

organization . The initial cost might be high in some cases, hence there is a need for 

total commitment on the part of management to time, extent and direction of the change. 

An initia l demonstration of the benefits accruable from the development will help to 

convince ail and assure everyone that ail are in the same boat. 

Competent Personnel 

The adaptation of a new technology needs the right ca libre of staff. Changes in 

technology usually corne in the form of modern inputs in systems contrai and updated 

processes. The chart showing manpower development in Cadbury Nigeria in the 

intervening period vividly demonstrates this (Table 2.9). A breakdown of the numbers 

and the basic disciplines of the graduates will show the strides made in the last 10 

years, rab le 2.10). 

Table 2.9 Management Staff Composition (1975-1995)* 

Year Total No. Graduates Non-g raduates 

1975 10 0 10 

1980 139 26 113 

1985 226 66 160 

1990 323 142 181 

1995 459 267 192 

* Average Total Number of Employees is 2000 
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Table 2.10 Graduate Staff Discipline - Analysis 

Year No. of Social Physical Engineering 
Graduates Sciences Sciences General 

1990 142 62 36 38 
1995 267 98 75 85 

* lncluding: Food Science and Technology, Biochem,stry and Microbiology. 

Source: Table 2.8 and 2.9 

1999 Oni B. Papers on FIIRO's 40th Anniversary. 

Good market base 

Arts 

7 
9 

Technological development efforts do not corne cheap because they usually 

effect tangible changes in plant operations, e.g., new plants and sometimes expensive 

pilot plant operations. The organization must have a good resource base to carry out 

the necessary changes. 

Good Financial Engineering 

ln the highly inf lationary economy in which we opera te, good financial arrangements 

(especially when foreign exchange expenditure is required) and financial projections 

must include sensitivity analyses that will anticipate all possible change. For example, 

in Cadbury a loan facility was turned down during the project implementation because it 

was avai lable in dollars, which would have made the eventual repayment an uphill task, 

due to the unstable nature of the naira , 

Right Economie and Political C/imate 

The economic and political climate are intertwined; both affect each other. ln 

an unstable political climale, more effort is required to bring any innovation to rea lity. 

This has been the bane of technological and economic development in Nigeria and 

most African countries 
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The Customer/Consumer 

This is by far the most important of all the critica l factors for the success of any 

technological development. Any changes, no matter how technically sophisticated . which 

do not produce products or services acceptable to the consumer. will lead to a disastrous 

fai lure. At every point in the development process, the consumers ' opinion must be 

souui~t. 
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IMPLICATIONS OF THE URUGUAY ROUND AGREEMENTS IN THE 

ACQUISTION OF TECHNOLOGY FOR DEVELOPMENT 

The General Agreement on Tariffs and Trade (GATT) has been used mainly as a 

forum for the reduction of tariff and non-tariff barriers to international trade in the goods 

sector. lts jurisdiction has been limited to 'border measures' relat ing to merchandise 

trade. The Uruguay Round (1986-1994 ), however, marks the beginning of a new phase 

in international re lationships in the economic, trade, scientific, and investment fields. 

Tradition was broken , and GATT was extended not only to the areas of investment, 

intellectual property rights and services. but also, to include the area of 'trade and 

environment' and even non-trade issues such as protecdtion of human, animal or plant 

life and health, Sarbu (1999) . 

The Uruguay Round contains in a single indivisible package 28 major agreements 

- 25 in the goods sector, including Trade Related lnvestment Measures (TRIMs); the 

26th agreement was on Trade Related lntellectual Property Rights (TRIPS), the 27th 

was a General Agreement on Trade in Services (GATS), wh1le the 28th was the 

agreement setting up the World Trade Organization (WTO). 

A quick comparison between GATT and WTO shows that, whi le GATT is only 

a temporary agreement between member states acced ing toit , based on a preferential 

and non-reciprocal treatment, WTO is a permanent organization. with its own quarters 

and secretariat. No preferential treatment is given to member states, which have to 

comply with the rules and regulations of its constitution. 

Hence, the jurisdiction of WTO does not stop at national boundaries or import/ 

export measures, but impinges on domestic pol icies , laws, regu lations and the 

institutional mechanisms of member countries, not only in areas of trade, but also in 

investment, technology, services and environment. Today, more than 40 per cent of 

world trade is in services . 

Consequently, as opined by Sarbu (1999) the Uruguary Round will have a 
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profound impact on the acquisition of foreign technology and the developmen of 

indigenous technologival capabi li ties by developing countries. As a result of this, 

competition in the world market, includ ing the domestic markets of developing countries, 

will intensify and such compet1lion will be increasingly driven by technological superiority. 

The avai labi lity and cost of foreign technology, and the terms and conditions on 

which it is available, as well as the development of domestic technological capabilities 

will , therefore, be markedly influenced by the agreements of the Uruguary Round . 

Nigeria and other developing countries would need to cope with two major trends 

which are gathering momentum not only from the Uruguay Round Agreements, but also, 

from other international , regional or bi lateral pressures. These are: 

1. The protection and eforcement of lntellectual Property Right (IPRs), 

including such rights in newly developed areas. 

11. The observance of environmentally safe technologies and standards. 

TRIPS - the Agreement of Trade Related lnterllectual Property Right, attracted essential 

attention and coverage during negotiations, being the most critical and controversial of 

the Uruguay Round Agreements, which has bearing on the technology acquisition and 

development policies of developing countries . Implications and Strategies for Nigeria 

and other Developing Countries . 

. The Uruguay Round has created opportunities for developing countries to gain 

from international trade, but this depends upon their ability to cope with the competition 

and demanding requirements of the markets of industrialized countries. 

The ability of Nigeria and other developing countries to compete favourably and 

meet the demands of the external markets, including disguised barriers to their tracte, 

wil l in turn , depend upon their technological capa ci ty and strength . The fact 
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that the developed countries enjoy a huge lead over developing countires in the 

technological race, lies at the root of their quest for stringent extraterritorial protection of 

intellectua l property rights around the world . 

The UNIDO country director in Nigeria lists three basic issues arising from the 

Uruguay Round Agreements, particularly the TRIPs, TRIMs, TBT (Technical Barriers to 

Trade), and SPS (Sanitary and Phyto-Sanitary) Measures Agreements, require particular 

attent:011. 

(i) terms and conditions, the availability and cost of acquiring foreign 
technologies 

(i i) the building up of demestic technological capabilities, including the 
protectotion of indigenous system 

(iii) the protection of public interest in sectors of vi tal socio-economic 
importance for developing countries. 

To cope with these challenges, each developing country such as Nigeria wou ld 

need to analyse these three basic issues under its individual ci rcumstance, and work 

strateg ies that best suit its own specific si tuation. The strategies adopted will vary 

according to the country's level of technological development, resource endowment 

and market cond itions. 

The strengthening of the intellectual property protection system and its 

extension to new areas, such as micro-organisms and plant varieties , under the TRIPS 

agreement, has caused immense concern in developing countries, as TRIPS requires 

uniform and stringent standards for protection of intellectual property rights, irrespective 

of their stage of economic and technolog ival development. Pragmatism, however, 

demands that developing countries endeavor to make the best use of the TRIPS 

agreement, now that it has become a reality. The can react in two ways. 

(a) By using the strengthened intellectual property protection system to 
attract technology-oriented business all iances through foreign direct investment, 
licensing or other arrangements. 
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(b) By adopting a well-defined stra tegy to encourage domestic investment in 
commercia lly-oriented research and development (R & D) , and to bring about close 
interaction between industry, the academic research community and government, in 
order to foster domestic technological capabilities. 

Unlike GATT, which allowed some preferential and non-reciproca l concessions to 

developing countries . the TR IPS agreement does · not provide any substantial 

concessions. The developing countries. however. have been allowed a transition period 

of five years to implement the agreement, as compared to one year for the developed 

countries and eleven years for the least developed countries (LDCs). 

The core provisions of the Uruguay Round Ag reements deal in details with : 

* TRIPS -

* TRIMs -

* GATT -

* TBT 

* SPS 

copyrights, trademarks, trade secrets, integrated circuits, patents, 

micro-organisms, plant varieties and enforcement of inttelectual 

property rights. 

applies to investment measures related to trade in goods only 

refers to trade in services under which no 'most-favoured nations 

clause' - MEN, and no 'transparency' will apply to the entire 

universe of services 

Technical Barriers to Trade 

Sanitary and Phyto-San itary measures. 

There is, therefore, scope and need for using TRIPS provision to induce foreign 

investment through subsidiaries, affilia tes to joint ventures , as well as licensing or 

other forms of contractual management. 

A good intellectual property protection system conforming to international 

standards, coupled with incentives for investment in high technology or high risk R& 
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D, could attract technology-oriented investments and activities, particularly in countries 

that l1ave good technological infrastructure (scientists, engineers, technicians, etc.). 

Most technological experts including Sarbu (1999) bel ieve that the building up of 

domestic technological capabilities holds the key for gett ing the best value out of 

intellectual property protection systems. The First World Science Report of UNESCO 

pointed out, in 1993, that investment in R & D is a good indicator of a nation's 

commitment to science and technology. As such, Japan devotes 3 percent of its gross 

demestic product (GDP) or about US $70 billion yearly to R & D, while US devotes 2.8 

percent or about US $150 bil lion yearly. The European countries also fol low this same 

trend w1th respect to R & D activities. The newly industrialized Asian countries are also 

doing reasonably well, spending up to 1.9 percent of their GDP on R & D. ln contrast , 

the developing countries do not even spend up to 1 percent of their GDP on R & D. This 

translates into (per capita) $650 in Japan; $600 in the USA; $400 in the Scandinavian 

countries; $300 for countries in the European Union; $70 in The Rupublic of Korea; and 

less than $10 in the developing countries. 

Nearly 75 percent of R & D in developing countries is funded by government. This 

contrasts sharply with what occurs in the developed nations, where the private sector, 

especially transactional corporations (TNCs), provide more than 75 percent of R & D 

spending , particulary, in ~pplied research and commercially-oriented areas. 

lt is, therefore, imperative that science and technology policies in general, and 

commercially oriented R & D in part icular, are placed as priority on the agenda of 

national development pol icies, providing strong fisca l and financial incentives to 

enterprises and institutions both in the public and private sector, for commercially 

oriented or original R & D, and promoting alliance between government, domestic 

industry and domestic research and academic institutions (research labs, universities). 

Unfortunately, such links are weak in developing countries. 

lt is also. important to promote a 'patent culture ' among domestic enterprises, 
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scientists, technologists, and the research and academic community. A strong intellectual 

property system should provide the necessary financial and technical assistance to obtain 

international patents , and to motivate and enable domestic research institutions, 

scientists and technologists to receive some monetary benefits from their intellectual 

creativity. A major implication of the strengthened intellectual property propection system, 

arising from the TRIPS agreement, is the availability, cost and terms and conditions of 

technologies for developing countries. There is the real danger that once lntellectual 

Property Rights (IPRs) are heavily protected , the technologies so protected may not be 

available, or if they are made avai lable, the cost, and terms and conditions may be 

onerous, depending on the nature of the technology and the global corporate strategy of 

its owner. 

The protection of public interest, consistent with the protection of the rights of 

the owner of intellectual property, is another important area for policy response. There 

are no inherent contradictions between the protection of public interest and the protection 

of IPRs. The TRIPS agreement does not prohibit compulsory licenses, but prohibits 

automatic, indiscriminate or across the board issuing of compulsory licenses. Hence, 

the TRIPS agreement provisions sl1ould be wisely used in a combined and judicious 

manner to serve public interests. 

As UNIDO exper:ts point out, another important need for developing countries, 

is the formulation or strengthening of competition laws. ln this context, member 

countries are allowed to adopt appropriate measures, consistent with the provisions 

of the TRIPS agreement, to prevent or contrai anti-competi tive practices , or to seek 

expertise and advice from other countries. These cou ld be industria lized countries 

or international organizations . Three areas of the TRIPS agreement required special 

attention for the developing countries. These are: 

(i) introduction of product patents in the pharmaceutical sector, as well as 

. agro-chemical sector 
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(ii) patenting of micro-organisms (biotechnological inventions) 

(iii) protection of plant varieties (through plant breeders' rights protection, if 

not patent protection) . 

(iv) collaboration with TNCs in new drug development will take up an 

appropria te part of the chain in phases 11 and 111 of clinica l test ing. 

Countries like Brazil , China and lndia should examine the above options in order 

to sustain their pharmaceutical industry. lncorporating the above options has proved 

successful in other developing countries. 

The extension of intellectual property protection to areas such as micro-organisms 

and plant varieties, raises a number of complex issues, especia lly for the developing 

countries. Biotechnology is the technology of the future in agriculture and industry, food 

and medicine, waste management and environmental protection. Therefore, the product 

is knowledge, not a capita l intensive industry. Many developing countries have attached 

priority to this sector and have started building up their capabi lities. if not in the 'new' or 

'gene biotechnologies', at least in the more matu re areas (e.g., tissue culture, diagnostic 

kits). ln this connection, the developed nations will be paying attention to the policy, 

lega; and institutional framework or patent protection of t11eir biotechnological inventions. 

Sarbu (1999) observes that given the substantial availability of plant breeding skills 

in many developing countries, it is in t11eir best interests to establish a system to protect 

plant breeders' rights , especially with respect to the development of new or improved 

plant varieties. This will stimulate private investment in seed industry and enable the 

public sector institutions lo earn some reward for their investment in developing new 

plant varieties. This cou Id significantly contribute to enhancing their agricultural production 

and productivity, and even to join the international seeq industry. 

Perhaps the most important problem that developing countries may face in the 

emerging · trade environrnent is the avai lability cost and cond itions of 
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environmentally safe technologies, including those related to packaging materials. The 

agreements on TBT and SPS give full freedom to countr9ies to adopt and enforce 

measures they consider necessary to protect human, animal or plant life, health and the 

environ ment. Developing countries will be under constant pressure to ensure that their 

exports, of both agricultural and industrial products, conform to the environmental and 

safety standards of the importing industrialized countries. 

As the European Union's counci l regulation (No. 880/92 of 23 March, 1992, the 

.'Eco-Label' award scheme) typifies, environmental standards will attempt to encompass 

the entire life cycle of a product, starting with the extraction or production of raw materials, 

progressing through the stages of production, distribution and consumption, ad end ing 

with the esposal after use. ln other words , the process and production methods (PPM) 

in developing countries will have to satisfy the desired environmental standards before 

the end product can be released into the international country market. 

Developing countries including Nigeria may face a two-fold problem here: 

understanding product standard criteria of the importing country, and acquiring the 

necessary technology to meet these standards. developing countries should, therefore, 

partic ipate actively in the work of international standard bodies in establishing or 

enhancing the technical competence of national regulatory and testing bodies. This will 

cover not only IS 9000, but also the new ISO 14000, val id from September 1996, 

specifying requirements for companies to become environ mental friendly. 

Developing countries wi ll need to develop and strengthen their skills in choosing 

and acquiring technology, equipment, raw materials , and the experti se that will enable 

them to meet the environmental standards adopted by the importing countries. lndeed, 

the 'Eco-Label', wh ich guarantees that the product is environment-friendly, may 

increasingly become the 'pasport' for gaining entry into industrialized countries. However, 

th e cost of ensuring thi s label, may eat into th e profits o r compe tit ive pos ition 
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of developing country exporters. 

ln th is context, it may be worth noting accord ing to Sarbu (1999) that the major 

motive behind the drive of industrialized countries to adopt increasingly stringent 

standards on environmental grounds, may be the fillip ot will give to their environment 

technology sales. lt has been observed in the industrialized countries that the promotion 

of environment-friendly products is good business. The Environ Technology industry, 

ET, is one of the fastest growing industries world-wide. The global market for ET is 

_currently estimated to be in the US $200 - 300 billion and it is expected to reach US 

$500 - 600 bill ion by the year 201 O. ln the United States, the domestic ET industry was 

estimated to have a turnover of $134 billion in 1992, with about 45,000 - 60m,OOO firms 

being active in the industry. Besides the large transnational corporations, many small 

and medium sized firms are also active in this sector, specializing in particular aspects 

of the ET spectrum. 

Alive to the huge business potentials of the ET industry, the US administra tion has 

created an office for Environmental Technologies Export (ETE) , in its Department of 

Commerce, with the twin objective of pushing environmental concerns at international 

fora and promoting US exports of eco-technologies . Both in WTO and in bi lateral or 

regional trade agreements, there will be a growing insistence on the inclusion of tough 

environmental clauses that will promote the interests of the ET industry in the industrialized 

countries. lt is estimated that while US exports 5-10 percent of its ET output (despite its 

being the leading producer), Japan and Germany export about 25 and 30 percent 

respE:.ctively, of their annua l ET production. An important target of their ET sales will no 

doubt be the markets of the developing countries, especially the large and affluent ones. 

Finally, there will be a substantial administrative and institutional burden on 

developing countries in the implementation of the Uruguay Round Agreements with 

respect to lntellectual Property Rights, as well as, standards on TBT and SPS. This 
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will be the case for the LDCs and other developing countries with limited experience in 

this field . They will have to formula te, arnend or reshape their policy, legal, institutional, 

administrative and judicial frarnework. 

ln the malter of patenting 'micro-organisms', for instance, they may need to establish 

or indicate the ·cu lture col lection ' cen tres where deposits of micro-organisms are to be 

made. Considering the fact that patenting of naturally occurring micro-organisms is still 

in an evolutionary stage and the border line between 'discovery' and 'invention' is often 

settled by court decisions, developing countries may need lawyers who are scientists, 

and scientists who are lawyers. The TR IPS agreement (that is, the Uruguay Round), 

recognizes the fact that developing countries will need substantial technical assistance 

to establish or upgrade their institutional framework for the adoption and enforcement of 

inte llectual property rights. 

That is why, while the long-term g lobal effects of the Uruguay Round are 

expected to be positive, the short-term impact is likely to be negative for many developing 

countries. particularly in Africa , including Nigeria . 

lt is pertinent to here mention a few of the things Nigeria could expect, as part 

of the implications of the Uruguay Round agreements: 

(i) export earnings from cocoa and coffee may be adversely affected 

(ii) with the phasing out of the Multi-Fibre Agreement, the export of textiles , 
cotton yarn and cotton fabrics present new opportunities for Nigeria - if 
attention is paid to technology, quality and marketing 

(iii) intellectual property rights wi ll be eff ectively enforced - piracy will be an 
area which Nigeria must do a lot to curb , or else there could be 
reta liation from other countries, even in other sectors 

(iv) the cost of the importation of certain goods, e .g ., food items, pharma
ceuticals, agro-chemicals will rise 

(v) fo reign-owned companies will be obliged to use domestic products, or 
limit the use of imported products in relation to the value or volume of 
their local production or exports. 
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Since Nigeria has signed the Uruguay Round Agreements, what is left is to see 

how best to take advantage of the new order while minimizing the adverse consequences. 

If developing countries are to adequately avail thernselves of the positive effects 

of the Uruguay Round , fundamental and urgent changes will be necessary in the pattern 

of trade of these countries. These enta il a major reappra isal and reorientation of industrial 

strategies , including , standardization , policies and programmes linking industry, 

technology and trade . 

This is all the more necessary for African countries, including Nigeria, but particularly 

the LDCs, where the negative effects are likely to be much more pronounced and the 

process of adnustment to a liberalized trade regime is far more difficult. 

fhe growing technological and quality dimensions, combined with globalization of 

communication, markets, investments, intel lectual property rights and services and the 

development of strong, regional trading blocs, represent an increasingly difficult challenge 

for African countries - including Nigeria. African countries, with the exception of South 

Africa , lag far beh ind in most of these fields . 

The crucial question is the mapping out of an appropriate strategy for 

industrialization , within emerging world trading systems consistent with operational 

constraints and the technologica l capacity of the region . This requires a major 

restructuring of the pattern of industrial growth in each country's economy, through 

substantial investment and technology inflow and partnerships , sought not only from 

transnational corporations, but also, increasingly, from other developing countries and 

newly industrialized ones, via ECOC/TCDC, with considerable potentials for south-south 

economic and technological cooperation supported by UNIDO, other UN specialized 

agencies and international organizations. 
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1 . 

2.20 FOREIGN DIRECT INVESTMENT AND BALANCE OF PAYMENT IMPACT 

1-oreign Direct lnvestments has a controversial effect on the balance of payment 

of any country. The balance of payment according to Pilbeam (1992:31) is a statistical 

record of all economic transactions between residents of the reporting country and 

residents of the rest of the world du ring a given time period . The usual reporting period 

for al l the statistics included in the accounts is a year. Sorne of the statistics that make 

· up the balance of payments are published on a more regular monthly and quarterly 

basis by different government agencies such as the Federa l Office of Statistics (FOS), 

or the Central Bank of Nigeria Without question the balance of payments is one of the 

most important statistical statements for any country. lt reveals how many goods and 

services the country has been exporting and importing and whether the country has 

been borrowing from or lending money to the rest of the world. ln addition, whether or 

not the centra l money authority (usually the Central Bank of Nigeria) has added to or 

reduced its resources of foreign currency is reported in the statistics. 

ln describing the balance of payments there are some problems that arise with 

respect to the de finit ion of a resident. Multinational corporat ions, the prime agents of 

foreign direct investment are by definition resident in more than one country. For the 

purposes of balance-of-payments reporting the subsidiaries of a multinational are treated 

as being a resident in the country in which they are located even if their shares are 

actually owned by domestic residents. Another problem concerns the treatment of 

international organisations such as the International Monetary Fund, the World Bank, 

United Nations and so forth. These institutions are treated as being foreign res idents 

even though they are actually located in the reporting country. Tourists are regarded as 

being foreign residents if they stay in the reporting country for less than a year. 
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As Pilbeam (1992:24) further points out the criterion for a transaction to be included 

in the balance of payrnents is that it must in volve a transaction between a resident of the 

reporting country and a resident from the rest of the world . 

2.21 FOI , INCOME FLOWS AND BALANCE OF PAYMENTS IMPACTS. 

Questions on the e ffects off oreign direct investment on incarne flows and balance of 

payments positions have generated great controversy. Because of the different 

assumptions by critical writers and neoconventional perspectives, opposing views are 

always presented. 

Criti cal writers on multinationals and foreign direct inveslment wi ll support their 

cor.tention that multinational investment contribute to a net outflow of capital from under 

developed countries, worsening their balance of payments position and contributing to 

the decaptalization phenomenon. Crit ical writers frequently refer to empirical findings 

reported by the UN and to works by Griffin et al. 

Neoconvential writers agree that multinational investment may not necessarily 

contribute to a net inflow of capital. However, they argue that balance of payments 

effects are very difficult to measure and that ernpirical findings have tended to be largely 

indeterrninate or favourable with rega rd to the role of the multinational corporation. As 

noted by Bierstiker 1978, multinationals mobilize domestic resources more efficiently 

than indigenous firms, they tend to irnprove a developing country's balance-of-payrnents 

position by reducing imports and opening new export markets. 

What can be said is that the impact of FOI on hast countries is very cornplex to 

explain not only in re lation to developing countries but also in developed countries. 

Foreign-owned firms may import inputs and cornponents rather heavily from abroad , 

as Japanese plants in the US have tended to do (Garham and Kingrnan 1989). More 

fundarnental , however, as the Economist (1991) argued , reporting on work by 

Thom~~n and Nicoliades (1991 ). 

"Externa l balances are deterrnined by rnacroeconornic factors not the behaviour 
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of specific investors. Japanese FOI might narrow the deficit or it might widen it. For 

companies, the point of FOI is to shift resources to more efficient sites . When a car firm 

opens a factory in Britain , this does not necessarily rnea n it will close one in Japan. lt 

can shift part of its product range to Britain, generally the cheaper end, giving it the 

chanL-.; to use its Japanese resources more efficiently in making higher-value Luxury 

cars. So the value of its exports might even increase". 

2.021 IMPACT OF FOREIGN DIRECT INVESTMENT ON ECONOMIC GROWTH 

This study dea ls specifically with the determinants and impact of foreign direct 

investment (FOI). lt is therefore necessary to first establish the general link between all 

types of investment and economic growth before singling out and analysing the specific 

link between FOI and economic growth. 

lt has to be accepted that the greatest impact which any development source can 

make is to aid economic growth. 

This section will in the light of this expectation adopta single growth modelas in 

Ariyo (1998) which will bring out the expected effect of each development financing 

source on economic growth. 

INVESTMENT AND GROWTH 

Developing economies, particularly in Africa, face a shortage of investible funds, 

and there is a strong preference for foreign investment and/or national savings to fill 

the gap. Since this will take some time given the need to provide an enabling 

environrnent and revamp the economy before substantia l national savings cou ld be 

realized, the typical developing country is expected to , at least in the short run, be a 

net foreign borrower (Greene and Khan 1990). 

The de.bt-cum-growth literature, however, notes that any addition to the stock 
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of external debt over time must contribule to growth and development, and in particular, 

to the country's ability to make payments to creditors. lt , therefore, provides a way of 

determining debt capacity and optimal fore ign borrowing. 

For this study, and because of its relevance to the current situation in Nigeria, 

we adopt a simple mode! which highlights the condition under which the various 

development financing sources can contribute positively to growth , (Ariyo 1998a). 

Following Greene Khan ( 1990), the mode! is described by the following equations: 

Q = f(K) (1) 

w hich states that domestic output (Q) is a function of capital stock, where f (k) , the 

marginal product of capital, is positive. That is, dr/dk = f(k) O. (lt is also assumed that 

the capital stock can be disaggregated as toits domestic of foreign sources of funding, 

and that their respective marginal products can be accurately measured). Real national 

income (Y) is defined as the difference between rea l output and interest payments of 

foreign debt. , i.e . 

Y= Q-rD (2) 

where r = foreign interest rate and D = stock of external debt. Combining equations 

(1) and (2), and differentiating with respect to time , we obtain : 

y = f(k)-rD-r'D (3) 

where a dot over a variable denotes a time derivative. 

By disagregating savings to comprise private savings (Sp). government savings 

(Sg) , and foreign savings (Sf), we have 

S .= Sp + Sg + Sf (4) 

Private savings can also be specified as a function of disposable incarne: 

Sp = s( l-t)y (5) 

where s is the average propensity to save and t is the average tax rate on income. 

Government savings is the fisca l balance which in this model is defined as income 

tax revenues (Ty) less government expenditures on good and services (G). This is , 
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Sg = Tr-G (6) 

Finally, foreign savings equals the current account balance (CAB) less foreign borrowing 

(De): 

Sf =CAB-De (7) 

At equilibrium, savings (S) wi l be equal to investment (K), and by substituting (5), 

(6) and (7) into the identity (4) we obtain : 

K = S = [S(l-t) + t]y - G + D (8) 

Converting equation (3) into growth rates and subsituting for k from (8) yeilds: 

y/y= fk(S(l-t) + t - G/y] + (fk-r) 0/y-rD/y (9) 

Equation (9) suggests the following policy implications: 

1. a country can increase its growth of real nationa l incarne by foreign borrowing 

as long as the marginal product of (externally-financed) capital /f(k)/ exceeds 

the cost of foreign borrowing (r); the optimal level of fore ign borrowing would 

be attained at the point where r = (fk ), ; 

ii . an increase in private saving through an increase in the average propensity to 

save would raise the growth rate; 

iii . an increase in fiscal deficit brought about either by a decline in tax revenues 

or an increase in government expenditure, would have an adverse effect on 

growth, and 

1v. a rise in the foreign interest rate would lower the growth ra te (by the value of 

the debt-to-income ratio), as would a decline in external debt stock (0). 

There is also abundant e,npirical evidence that inves tment is a major determinant 

of level, structure and rate of economic development. For instance, East Asia was able 

to sustain a growth rate of about 7 - 8 percent because it maintained rates of gross 

capital formation of about 30 per cent of the GDP. Odedokun (1993) in a study based 

on a cross-section of 42 African countries also identifies investment as the major factor 

accounting for the differential growth performance of 
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the countries in the sample for the period 1970 to 1987. Levi ne and Renelt ( 1992) also 

report that physical investment ratio was the most consistent and robust explanatory 

variabie accounting for differences in growth performance of a large sample of countries 

over an extended period of time . According to Schmidt-llebbel et al (1996) , this result 

corroborates other empirical analyses of the determinants of.growth for different reg ions 

of the world . 

The impact of the composition of inveslment on real output and growth has received 

considerable attention in the li terature. De Long and Summers (1991 , 1993) 

disaggregate investments into "structures" (construction) and equipment components 

for a sample of both developing and industrial economies, and found that equipment 

investment contributes much more to per capita GDP growth than does the structures. 

This conclusion agrees with the notion that technological progress is largely embodied 

in new machinery although the findings reported by Auerbach et al (1994) seem to 

challenge the robustness of some of the results. 

Aschauer (1989a & b) adopts the aggregate production function to evaluate the 

impact of public investment on growth . The findings , based on U.S. data, report an 

extremely high rate of return for public capital which was between two and five times as 

high as for private capital, and that the accumulation of public capital has a sizeable 

positive effect on private investment. These results suggest that an aggressive and 

appropriate public investment strategy can faci litate accelerated growth. Blejer and 

Khan (1984) and Easterly and Rebelo (1993) also report that government investment in 

infr.astructu re is complementary with private investment although other types of 

government investment are not. More recently, Greene and Villanueva ( 1991) and Serven 

and Salimano (1991) report simi lar findings based on mulli-country panel data, while 

Musa lem (1989) reports a complementari ly in private and public investment in a time

series study of investment trends in Mexico. 

Balassa (1988), however, reports cross-section estimates showing that an 
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increase in publ ic investrnent led to a decline in private inveslrnent. Furtherrnore, he 

reports a negative correlation between the share of public investrnent in total investment 

and the size of incremental capital-output ratios, which indicates that pubic investment 

is less efficient than private investment. Khan and Reinhart (1990) also obseNe that the 

marginal productivity of public sector capital is negative whereas that of private investment 

is significantly positive in respect of 24 developing countries . 

The perceived critical role of investment in the growth process has, however, been 

challenged by the neoclassical (Solow) growth mode! of the 1960s and 1970s which 

asserts that capital accumulation affects growth only during the transition to the steady 

state Hather, long-term growth is determined only by the rate of technological change, 

which is assumed to be exogenous. Sirnilarly, Kaldor (1957); Robinson (1972); Young 

(1928) and Schumpeter (1934) considered the separation between investment and 

innovation (or technical change) as artificia l, and viewed most technological innovation 

as being embodied in new machinery and equipment. The rnodel attributes the cross

country differences in long-terrn growth performance more to technological change (i.e. 

unidentified residual factors) and less to investment ra tio (investment as a proportion of 

GDP) . Nevertheless , the observed strong correla tion , between investment ratios and 

growth performance tend to undermine the authenticity of the Solow mode!. ln tact, 

recent research has brought capital accumulation back to the centre stage, suggesting 

an enhanced role for investrnent as a principal determinant of growth Schmidt-Hebbel 

et al (1996). 

Although the empirical results reviewed above underscore the significant link 

between investmen t and growth , they, however, say little about the direction of 

causation . Accordingly, Schmidt-Hebbel et al (1996) consider it re levant to distinguish 

betwec ,1 the cycle and tl1e long term . ln the short term, investment was shown to 

depend on the rate of output growth and/or the ra te of capacity utilization, which 

seNe respec.tively as indicators of future demand and the severity of liquidity 
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constrain ts faced by firrns. These two variables are very criticql to decisions to expand 

productive capacity. Thus, Serven and Solimano (1993) remark that during the course 

of tlle business cycle, output may lead to accelerated investment in the economy. 

Schmidt-Hebbel et al (1996) opine that th is sensitivity of investment to cyclical variations 

in output and/or other short term factors suggests that a short-term recession may have 

negative long-term effects by causing a deep investment slump that permanently traps 

the economy in a low-growth, low-inveslment equilibruim, thus, suggesting that the growth 

process may be path-dependenl. 

Contrary to conventional development economics view that capital accumulation 

is a fundamental cause of growth over the long term, Behhabib and Javanovic (1991) 

and King and Levi ne (1994) argue that the comovement of investment ratios and growth 

rates may be largely caused by technological innovation that drives bath capital 

accumulation and output expansion . This, therefore, implies that capita l accumulation 

is a consequence, rather than a cause, of the growth process, and is largely driven by 

technological factors. Specifical ly, the cross-country study by Blomstrom, Lipsey, and 

Zejan (1993), suggests that growth appears to precede, not follow, investment. However, 

Sel 1ï .. idt-Hebbel et al (1996) have described physical capital accumu lation alone as 

grossly insufficient to guarantee long-term growth without two additional ingredients. 

The first ingredient is the accumulation of other complementary inputs, such as human 

capital and technolog ical knowledge. 

The second ingredient is the efficiency (orquality) of physical investment. ln support 

of their assertion, Schmidt-Hebbel et al (1996) argue further that a large effort of capital 

accumulation may have little effect on growth if it is concentrated in activities with low 

social productivity. They cited the experience of many developing countries in the 1970s, 

when massive foreign borrowing was used to finance capital-intensive industrial 

projects that proved to be of doubtful o r e ven negative value t o 
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the society. Similarly, low-quality investment has been blamed for Europe 's inferior 

growth performance relative to the United States despite a higher investment rate in 

Europe, and for the decline in growth rate in Japan sin ce the late 1970s notwithstanding 

the high investment rate . 

Easterly and Fischer (1994) identify degree of distortions in an economy as 

the primary determinant of te social productvity of investment. If distortions are 

severe, increased investment may do more harm than good ; it may actually lower social 

welfare and reduce growth. Easterly and Fischer (1994) specifica lly refer to the former 

socialist-economies (considered an extreme case), in which decades of massive capital 

accumulation in pursuit of scale economies yielded little growth or we lfare. Ogiogio 

(1996b) also reports a negative contribution of public investment to GDP growth in 

Nigeria for similar reasons. Other less etem cases are provided by developing countries 

with r.igh barriers to market forces or foreign trade, or with relative price misalignment, 

mandatory credit allocation schemes, investment licensing practices, and so forth 

(Schmudt Hebbel et al 1996). 

2.22 THE LINKAGE ISSUE 

ln order to explore the physical linkages between the foreign and domestic sectors, we 

should examine Hirschman's concept of linkage effects (Hirschman 1958). Theoretically, 

firms in closed economics wi ll acquire their intermediate inputs from each other; and, 

conversely, their outputs may be acquired by other firms for further processing . Thus a 

firm in a c losed economy is bound to develop some links with others in one way or 

another. Consequently, an initia l move to set up a pioneering industry or firm can induce 

a series of developments resulting in more investment and emploment. This is what 

the linkage theory emphasizes (Schive 1990). 

To make the concept operational and identity the key sector (or industry) in 

this process, Hirschman divides linkage effects into two types, backward and forward, 
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which are defined as following : 

Backward linkage effec ts, ie., every nonprimary act1v1ty, w ill 111duce attempts to supply 

through domestic production the 111puts needed 111 tha t act1v1ty rorward linkage errects. 

i e , every act1vity tha t does not by 1ts nature ca ter cxclus1vely to r111al dernand, w1I I induce 

attempts to utilize 1ts ou tpu t 1n some new act1vit1es (H1rschman 1953, p 100) 

Of these two effects, backwards linkages are usually given more weight. As 

regfards new investment, for example, if the assurance of the market for output is 

more important to a pontential foreign firm than the avai lab ility of loca l input, then 

backward linkages, by creating demand, will be more effective in stimulating further 

investment than wi ll forward linkages, that is, supplying local materials . This may be 

the case for most LDCs, because "economic development is constrained by a shortage 

of decision-making ability, particularly with respect to decision to invest" (Yotopoulos 

and Nugent 1973, p. 157). 

Elegant as the linkage theory is, however, it is severely limited by its assumption 

of a closed economy. The links between a newly established firm and the other firms in 

a closed economy may vanish in an open economy. The extreme case is a foreign 

enclave in which neither backward nor forward linkage effects are working. he enclavistic 

aspect of FOI may, however, be directly in the line with the hast countries' comparative 

advantages; for example , even if ai l materials are imported , processing may still be 

done by the host country's abundant and inexpensive labour. Thus the fruitlessness of 

other types of linkage poses no problem in this case. ln fact , du ring a certain phase, 

"every new development is initial ly an enclave and it takes time for all innovation to 

work through and be absorbed" (Meier 1970, p. 505). Enforcing linkage effects without 

regard to a country's comparative advantages will cause difficu lties, as was the case 

w ith the import substitution - promotion policies of many LDCs. 

The pa radox in the linkage argument when a static framework is assumed may 

be eliminated by giving the argument a dynamic setting . That is to say, linkages are, 

initially, merely potential effects, with no guarantee of realization . This is, in 
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fact, what Hirschman mean by linkages. which he carefully defined as "attempts"; under 

no circumstances will these attempts bear fruit immediately. ln the extreme case, 

linkages remain as pontentials but are never realized (Weiskoff and Wolff 1977). 

However, the linkage theory asserts , as time passes, or as local condit ions begin to 

favour the development of related industries induced by FOI, linkages do provide a 

strong intentive or stimulus to accelerate development. 

lt should be pointed out that lack of concrete data limits a deeper analysis of the 

linkage issue in the Nigerian case. The study would re ly on survey data to access the 

backward linkages between foreign companies and the Nigerian economy. 
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CHAPTER 3 

METHODOLOGY 

3.1 ln th is chapter the methodology is discussed. The strategies adopted in collecting 

the survey data on the determinants of foreign direct investment in Nigeria are specified. 

The hypotheses stated in chapter one are restated in this chapter. 

The two analytica l techniques namely, survey and statistical data analysis are 

discussed. The models for analysing the determinants and impact of foreign direct 

investments are also specified in this chapter. 

3.2 RESTATEMENT OF HYPOTHESES 

ln Chapter One of this study three hypotheses were stated . They are restated in 

this chapter for confi rmation after the literature review which has shed more light on the 

hypotheses. Based on the literature review the controversies on the effects of socio

political instability on the inflow of foreign direct investment still remains but the empirical 

evidence to prove or disprove these controversies will be presented in chapter four. 

Consequently the three hypotheses that were tested are: 

H01 Socio-politica l instability does not affect 

the inflow or outflow of foreign direct investment. 

H02 The perception of overall favourable 

business operating condit ions does not have 

positive effect on FOI flows. 

H03: The inflow of fo reign direct investment in 

Nigeria does not enhance economic growth signi

ficantly. As stated already in order to avoid redun

dancy the alternative hypotheses are implied. 
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1 -

H03 was tested using gross domestic product growth and export growth as dependable 

variables; so the subsidiary hypotheses should be: 

Ho3a: Foreign direct investment does not enhance the growth of gross 

domestic product. 

Ho3b: Foreign direct investment does not enhance the growth of exports 

3.3 RESEARCH DESIGN 

The survey design is adopled to generate a wide range of information on the 

.determinants and impacts of foreign direct investment (FOI) with the aid of a 

comprehensive data collection schedule. (Questionnaire) 

3.3.1 DATA COLLECTION SCHEDULE ON THE DETERMINANTS OF FOREIGN 

DIRECT INVESTMENT 

3.3.1.1 PRIMARY DATA 

The survey was carried out through a questionnaire pretested among 35 post 

graduate students of International Affairs and Diplomacy, lmo State University. The 

choice of the students was predicated on the fact that the subject matter of Foreign 

Direct lnvestment is a popular tapie among students of International Affairs and 

Diplomacy. lt is usually c;liscussed on the general theme of political economy. lt was felt 

and confirmed that the students are knowledgeable about the determinants and impact 

of Foreign Direct lnvestment. 

As expected the responding students were enthusiastic in participating in the 

survey. Ali 35 questionnaires in the pilot test were found useable. The final 

questionnaire was targeted at foreign affiliate managers, chambers of commerce, 

commercial attaches, investment agencies and representatives of international 

agencies such as the World Bank. (See appendix 1 for the questionnaire format). 

Specifically the information solicited included the following: 
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(i) Time of investment arrivai in the country that is before 1972·the (indigenization 

year and 19855-1988) (the SAP years). 

(ii) Size of the investment 

(iii) Number of employees 

(iv) Purchases of local raw materials 

(v) Export orientation 

(vi) Sources of capital 

(vii) Technology Transfer 

(viii) lnvestment motives 

3.3.1 .2 ln addition respondents were asked to rank about 25 factors 

(independent variables) according to the importance they attached to them.The choices 

available and their point values were as follows: 

Point Value 

0 ....... ...... .... ..... ... .... .... . 

1 .. ..... ...... ... .. .... ........... . 

2 .... .. ... ....... ...... ... ........ . 

3 ... ...... ......... .. .. ....... ... . 

4 ... ... ....... ... ............ ... . . 

Important Scale 

of no importance 

of slight importance 

of moderate importance 

of great importance 

of maximum importance 

The factors that were ranked include the following: 

1. Socio-political instability 

2. Adequate technology 

3. Rapid economic growth 

4 . Good quality labour 

5. lndustrial linkages 

6. Government attitude towards FOI 

7. Trade Liberaliza tion 

131 

CODESRIA
 - L

IB
RARY



8. Low labour cost 

9. Exchange rate 

1 O. Tax col lection for FOI 

11 . Familiarity with domestic culture 

12. Good public infrastructure 

13. Good geographic location 

14. Other successful examples of FOI 

15. Good quality research and development personnel 

16. Good planning of EP2 

17. Corruption of government officiais and agencies 

18. Transparency and Openness 

19. 1 nvestment incentives 

20. Inflation 

21 . lnterest rate 

22. GOP 

23. Market size 

24. Competitive advantage 

25. Capacity utilization 

3.3.1.3 SECONDARY DATA 

Secondary data was obtained from books, journals, the Central Bank of Nigeria 

pu.blications, the Federal Office of Statistics , World Bank Publications, Nigerian 

Econ8mic society and the publications of the Nigerian Security and Exchange 

Commission. 

3.3.1.4 SAMPLING PROCEDURE 

ln the.Proposai of this study a mail survey approach was suggested. However, 
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based on the advice given during the proposai defence and t11e obvious difficulty in 

achieving a reliable result based on the inefficient mailing system of the country and the 

gener,~I poor attitude to surveys by Nigerian respondents, the researcher was convinced 

that a mail questionnaire will not be adequate. 

Under the circumstances the researcher adopted another strategy for the co llection 

of data from the respondents . The unique opportunity for the collection of such data 

came during the 19th Lagos International trade fair in Tafawa Balewa Square Lagos 

from November 5th to 15th 1999. 

During the 1999 Lagos international trade fair about 302 foreign companies 

participated and the foreign countries from which these companies originated included: 

* The United States of America 

* Britain 

* France 

* Poland 

* Israel 

* China 

* South Africa 

* Pakistan 

* Egypt 

* Western Germany 

* Ivory Coast 

The 302 foreign firms that participated in the fair compared very well with 395 

foreig n firms estimated and used by the Central Bank of Nigeria in their 1997 survey of 

Foriegn Private Firms. ln addi tion to the Lagos International trade fair the researcher on 

the 31 st of March 1999 surveyed the 11 th Enugu Internationa l Trade Fair to ascertain 

whether there cou Id be new foreign part icipants but unfortunately the participation by 

foreign companies was very low and no new participants featured , and surprisingly a 

company like An ambra Motor Company which participated fully in 

the Lagos International Trade Fair did not participate in the Enugu International 
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Trade inspite of the proximity to the fair, rather the Peugeot Automobile Nigeria Limited 

participated both in the Lagos International Trade Fair and the Enugu International Trade 

Fair. 

ln addition to the 302 fore ign firms abou t 801 Local or National firms 

participated. Thus the fair according to eva luators represented adequately the mood 

of the foreign investors and it was felt that any foreign company operating in Nigeria 

or had interest in Nigerian market participated in the fair. 

The interviews were carried out from Thursday 11 th to Saturday 13th November, 

1998. The researcher made use of a research assistant Emmanuel Uroegbulam, a final 

year Management student of lmo State University, including two other assistants from 

the University of Lagos. 

3.3.1.5 SAMPLING DESIGN 

Ali the industrial sectors were represented during the fair it therefore became 

necessary to apply a stratified sampling technique in the administration of the 

questionnaire and the interviews. The following industrial sectors were represented in 

the fair. 

Agriculture and Agro Al lied 

Oil and Gas 

Building and Construction 

Plant and Equipment 

Electrical and Electronics 

Food and Drinks 

Household/Domestic products 

Publications and Stationery 

Telecommunications 

Automobile and Allied products 

Banking, Finance and lnsurance 
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Chemical and Allied products 

Cosme tics 

Office Equipment and Data processing 

Furniture and Fittings 

Pharrnaceulical/Health Care 

Sports and Recreation 

Textile, Fashion, Heather and Footwear 

Chambers of Commerce 

ln addition eleven fore1gn countries participated in t11e fair. The proportion or 

percentage of participation and representation by each country and sector are given 

on Tables 3.1 and 3.2. 

The number of participation in each stratum (sector) represented the area that 

investors were mostly interested in at the time of the survey. 

The procedure for the adminstration of the questionnaire was mixed. in certain 

cases respondents obliged to giving out information on the spot but some respondents 

preferred that the questionnaire be left with them to be completed at their convenience. 

The interviews were facilitated by the fact that the respondents were clustered in the 

bilateral Chambers of Commerce pavilions. For exarnple. the United State pavilion 

housed over 100 participants while in the Nigerian - British Chambers of Commerce 

paviliu1~ up to 30 British affiliated companies were housed. The joint German - Nigerian 

Pavilion housed up to 12 German affiliated companies. On the other hand the Franco 

- Nigerian Chamber of Commerce and lndustry housed over 20 French affiliated 

companies. 

Given the direct persona! nature of administering the questionnaire the survey 

was able to achieve about 85 pe1 cent response . This means that about 257 affiliate 

companies out of a total of 302 companies were able to provide useful answers. 
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3.4 ANALYTICAL TECHNIQUES : 

Two techniques are employed in the analysis of data. The techniques are 

described in section 3.4 .1 - 3.4 .2.1. 

3.4.1 SURVEY ANALYSIS ON THE DETERMINANTS OF FOREIGN DIRECT 

INVESTMENT (FOI) 

The analysis of the survey was partly based on simple descriptive analysis of 

frequency distribution of relevant statistical information. lt involved the construction and 

analysis of one comprehensive frequency distribution table including other simple tables 

of the type and number of res.ponses which lranslated into percentages . 

3.4.2 STATISTICAL ANALYSIS OF THE DETERMINANTS OF FOREIGN DIRECT 

ii VESTMENT IN NIGERIA 

3.4.2.1 Mean , Standard Deviation and Coefficient of Variation of the 

Determinants of FOI in Nigeria 

The first statistical technique on the determinants of foreign direct investment 

was the determination of the mean, standard deviation and coefficient of variation. 

Following Baker and Haslam (1974) the interpretation of the survey find ings 

was initially based on the average (arithmetic mean) (x) and its standard deviation 

(s).for each of the 25 variables on the 257 respondents. The mean (x) was computed 

to provide a single figure which summarized the responses and served as a basis 

for comparing the degree of importance the respondents attributed to each factor. 

(See Appendix 3a) The computation of the mean, standard deviation and coefficient 

of variation helped in determining which are the most important explanatory variables 

for the regression ana lysis. The variables with means of high value were selected 
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as strong explanatory variables. 

3.4.2.2 The second statistical technique on the determinants of foreign 

direct investment was a regression analysis 

3.4 .2.2.1 Framework for Modelling the Determinants of Foreign Direct 

lnvestment (FOI) 

The first part of the empirical investigation in this study focuses on the macro

economic and socio-po litica l determinants that influence the inflows of foreign direct 

inve<;, t:nent into Nigeria. There are no simple models or strong theoretical foundations 

.to gu ide empirical analysis of these issues. However, the results of past stud ies are 

employed as an imperfect but useful guide. 

ln chapter two of this study, three questions commonly posed in the literature 

of foreign direct investment were pointed out. They included 

* Why do national firms involve into multinational organizations? 

* Why do firms locate production in a foreign country rather than licensing or 

exporting? 

* What determines the geographic pattern of FOI? Thal is, on what basis 

are host countries chosen? 

The theoretical foundations addressing the three questions were presented in 

chapter two. Literature on the determinant of foreign direct intestment continues to 

widen although most of the empirical literature has been published outside Nigeria. 

For example, recently Taylor and Sarno (1997), have distinguished between two 

sets of factors affecting FOI, namely push and pull factors. Fernandes Arias and 

Monitel (1996) Fernandes and Montiel (1996:62) have all argued that FOI "may be 

more sensitive to domestic (pu ll) factors than the more-liquid portflio flows". As Taylor 

and Sarno (1997) have also indicated , FOI responds to economic fundamentals 

official policies and financial imperfections. Push and pu ll are interelated since the 

fall in interest rates which tend to push investments toward s developing countries 

also make them better credit risks "pull" factor. 
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Aharoni (1966) revealed that executives rate poli tica l instability as the most 

important variable apart from market potential. Conversely, Bennett and Green (1972) 

founci that U.S. direct investment are not affected by political instability in the recipient 

countries. Discriminant analysis of fifty eight developing countries by Root and Ahmed 

(1979) found that "the number of regular (constitutional) changes in government 

leadership between 1956-1967 was significant. However, other political variables, such 

as number of internai armed attacks, the degree of nationalism, and colonia l affiliation, 

were not significant. 

Furthermore, Wheeler and Mody (1992) found a broad principle component 

measure of administra tive efficiency and pol itical risk to be statist ical ly insignificant. 

Lucas (1993) does not directly incorporate proxies for socio-political risk. Rather he 

finds episodic dummies for good events "such as the Asian and Olympie games in 

Korea , and Aquino's accession in the Philippines, to be positively related to FOI. 

Conversely, negative events, such as Sukaaro's ru le in lndonesia , Park's assassination 

in Korea , and Marcos martial law in the Philippines had a negative effect on FOI . 

ln regard to Nigeria there have been a civil war and about seven coups since 

independence. According to Easterly and Levine (1994) the number of military coups 

is a co, iimon proxy for political inslability. Although Helleine (1988) points out, investment 

incentives created by the government, such as tax holidays, appear to play a limited 

raie country investment decisions. However most of the empirical literature support the 

notion that specific incentives do have a major impact particularly when these incentives 

are thought to compensate for other comparative disadvantages. On the other hand , it 

is generally believed that removing restrictions and providing good business operating 

conductions will positively affect FOI flows. 

Within this context, there is a wid.e variety of government policies that may increase 

or decrease . FO I flows, it is difficu lt to quantify these policies as a 
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comprehensive explanatory variable. 

The level of domestic investment has been viewed as an important determinant 

of FOI . UNCTAO (1993: 10) argues that countries with high investment proportion may 

be attractive markets for foreign investors seeking to increase their participation . 

According to Kurdle (1995) this variable also plays the role of supplementing gross 

domestic product and changes in that prod uct by providing additional information 

on immediate demand cond itions and the need for greater production capacity. Thus 

the level of domestic investment ratio is employed to capture this argument. ln stating 

the problem of this study in Section 1. 7 the indigenization decree of 1972-1988 was 

strongly highlighted as a major disincentive to fo reign direct investment. This pol icy 

has since been reversed by the repealing of the Nigerian Enterprises Promotion Oecree 

of 1995 and the enactment of the Nigeria lnvestment Promotion Oecree of 1995, with 

the hope of changing the investment climate. lt will therefore be necessary to contrai for 

this factor in the analysis by using indigeniza tion dummy. 

lt was also highlighted in the problem statement that the structural adjustment 

programme of (1986) aimed at removing restrictions and contrais had the potential of 

influencing FOI flows as is the case in other developing countries were such policies 

have been practised. This factor can be controlled by a dummy. 

The size of the .market, typically proxied by the level of GNP, appears to be 

major determinant of FOI flows Band ra and White (1968) found market size to be a 

significant determinant of U.S. FOI. 

Recent resu lts for developing countries seem to indicate that relative wage 

costs are a significant determinant of FOI fl ows. Flamm (1984) Schneider and Frey 

(1985) Lucas (1993) and W heeler and Mody (1992) ail find a wage cost variable to 

be significant. 

Lucas (1993) contends that the exchange rate may have "a residual ro le with 

respect to ex.change rate risk, for example, in determi ning the value of repatriated 
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profits or in threatening restrictions on such remittances. The exchange contrai Act of 

1962 has been repealed . The exchange rate of Naira is comparatively low now, and it 

should be able to attract more FOI but whether this has helped in bringing in more FOI 

for Nigeria is yet to be seen. 

Since the late 1980s several developing countries such as Nigeria , Argentina, 

Boliv ia , Brazil , Chile and Mexico wilh large debl bure.Jens have implemented debt 

conversion programmes. Components of the debt conversion programmes that 

relate to debt equity swaps and restructuring of institutions are likely to be correlated 

· with FOI flows because these procedures were employed not only to reduce the debt 

burden but also to encourage foreign investment. The debt equity swaps have 

been very popular in Nigeria , since 1988. 

ln examining a set of data on bi lateral foreign direct investment in the early 

1990s from fourteen major source countries to forty one host countries. Wei (1997) 

found clear evidence that corruption in host countries discourages foreign investment. 

According to the corruption rat ings for selected countries Nigeria is rated as one of the 

highest corrupt countries by Business International (BI) index. ln the same vein 

Transparency International (Tl) index for 1999, rated Nigeria as one of the most corrupt 

countries among non Asian countries. 

ln regard to openness of the economy Taylor and Sarno (1997) are of the 

view that FOI and other financial flows are expected to be extremely sensitive to a 

country's openness, particu larly to rules concerning the repatriat ion of capital and 

incor1 18. Furthermore, they contend that the right and freedom to repatriate dividends 

an.ci capital may be the most important in altracting significant FOI inflows. The 

ration of total trade to GPD is used to take care of the level of openness. 

3.4.2 .2.2 THE MODEL 

Following Singh and Jun (1995) and more recently Anyanwu (1998) the foregoing 

discussions suggest that a general empirical model of the determinants of 
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foreign direct investment (FOI) in Nigeria has the following form . 

FOI: f (SPI , COR , OPE, EXR, AVT, MKT. OSW, IGO, SAP, INO, WAC) (1) 

Where: 

FOI = 

SPI = 

COR = 

Foreign direct inveslment (Nominal and rea l va lues from 1970-1998) 

Socio-political instability (Number of coup d'tat) 

Corruption (for 1999, Nigeria was rated 8 and 9.24 by B 1 and T1 

respectively: mean values 

OPE= 

EXR = 

AVT = 

MKT = 

OSQ= 

IGO = 

SAP= 

Openness (total trade - GOP ratio) 

Exchange rate of Na ira to US dollar 

(Average tax rate) 

(Market size/GOP) 

(Oebt equity swaps) 

(Oomestic investment - gross domestic product ratio) 

Structural Adjustment Programme 

dummy (equals 1 from 1986 to 1993 zero otherwise) 

INO = lndigenization policy dummy (equals 1 if 1972 to 1994, zero otherwise) 

WAC= Wage cost (Private consumption) 

If we are to estima te equation ( 1) by ordinary least squares (OLS) it may lead to 

spurious results and inf~rences, Granger and Newbold (1974) Ya le (1926). If over the 

sample period we find that FOI does not tend to settle at any particular level - that is, if it 

is non stationary- then, at least, some of its determinants must also be non stationary. 

Th~s if we believe that FOI is affected by a vector of factors x I then we would expect to 

find a re lationship of the form written in eq uation (2). 

FOI = 

(2) 
Where 

FOI = . Oependent variable meaning, Foreign di rect investment 
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Bo = automomous explanatory variable 

x1 = SPI (Social political instability) 

x2 = COR (Corruption) 

x3 = OPE (Openness) 

x4 = EXR (Exchange rate) 

xs = MKT (Market size or GPO) 

x6 = AVT (lncentive or corporate taxes) 

X? = OSW (Oebt equity swaps) 

Xe = WAC (Wage cost) 

X :1 = IGD (lnvestmenl/GDP ratio) 

x ,o = SAP (Structural Adjustment Programme) 

x1, = INO (lndigenization Policy) 

et = e
1 
(error term) 

Thus rapid changes in FOI is determined by rapid changes in some of the factors. 

lt is possible however, that some of the factors are re latively stable over the sample 

period but still enter into equation (2) 

ln equation (2), if FOI is assumed to be an integrated process of order one , 

1(1) with the determining variables , x
1
, is also assumed to contain at least one 1(1) 

va riable and no higher-order integrated process , we can analyze the long-run 

behaviour of FOI by investiga ting coin tegrating relationships of the kind expressed in 

equation (2) . 

If co integration is established in equation (2), that is , the error term et is 

approximately stat ionary, then 1(1) variable in x
1 
may be thought of as capturing the 

long-run or permanent components of FOI, while e, captures the short-run or temporary 

movements. 

Given that e, is expected to be highly stable over time, equation (2) can be 

interpreted .as a long-run relationship because, on the average, we would expect to 
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find FOI= Bxr ln the econometric literature , the relationship in equation (2) is termed a 

cointegrating relationship , and there are well developed econometric techniques of 

tes ting for such rela tionships and estimating the parameters. These methods allow us 

to aetermine which of the long-run determinants of FOI are important. Such methods 

are the Eagle and Granger (1987) two-step procedure, the autoregressive distributed 

lag approach (AROL) to cointegration (Pesaran and Shin 1995), variants of the residua l

based approach proposed by Philips and Oul iaris (1990) and extended by Hansen 

(1992), the auxiliary regression procedure of Park (1992), a generalization of Johansen's 

(1988, 1991 , 1995) and Johansen and Juselius' (1992) full information maximum 

likelihood (FI ML) approach , and a relatively new approach called the bounds test 

ascribed to Pesaran et al (1996) (see also Watson 1994; Hamilton 1994 ; Banerjee et 

al 1993; Kremers et al 1992; Ooornik and Hendry 1994; and Pesaran and Pesaran 

1997). 

If we assume that actual and desired level of FOI : coincide in the long run, then we 

can think of cointegrating relationship as determining the desired level of 

FOI = 

8 10X10 + B,1X1, + e1 

Under th is in terpertation equation (2) is the emprical analogue of the theoret ical 

equation (1 ). Hence the error terme, can be thought of as the difference between desired 

and actual FOI, e
1
, = FOI. This suggests that, having estimated the long-run parameters 

B, we can then estimate an error-correction equation that is the empirica l counterpart of 

the theoret ical error-correction model: 

Where a 
O

is a constant term , J= 0, . .. , p denotes the number of lags, and u, 

is approximately white noise. 

ln equation (3) , changes in FOI are a function of changes in the variables 

detrmining the desired level of FOI - tha t is, changes in x, - as well as one lag of the 

error-correction term itself, e,. ln fact, econometric theory shows that if a cointegrating 

relationship _exists, then such an error-correction model must also exist. Estimating 
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the dynamic errer-correction from them allows us to determine which factors are important 

in determining short-run movements in FOI. 

Equation (3) provides t11e full dynamic interaction of the determinants of FOI. 

Estimations were made using sta tistical package for social sciences (SPSS) 1993. 

3.4.4.3 IMPACT OF FOREIGN DIRECT INVESTMENT ON ECONOMIC 

GROWTH 

The Mode/: Within the context of the hypothesis made on the impact of foreign 

direct investment on economic growth and the theoretical link between investment and 

growth noted in chapter two (review of literature) a regression mode! was formu lated to 

access the effects of investment components on gross domestic product (GOP) and 

exports growth rates. ln this mode! debt is included as an explanatory variab le , given 

the dominance of debt as the major source of development financing in Nigeria over the 

year~. 

Following Tyler (1981) Kavoiusi (1984 ), Mosches (1989) and more recently Ariyo 

(1998) we expressed ail the investment components in the form of growth rates. 

The equations used to estimate the relationship between GOP and export growth 

rates, respectively, and investment take the f ollowing fonns: 

GOPG= 

EXPG= 

a
0 

+ a1 PUB INYG + a
2 

PVTINVG + a
3 

FOIG + a4 FAG 

+ a
5 

OOMPDG + a
6 

EXPOG + E - - - - - - - - - - - - - - - - (1) 

8
0 

+ 8
1 

PUBINVG + 8
2 

PUTINVG + 8
3 

FOIG + 8 4 FAG 

B OOMPOG + B EXPOG + E - - - - - - - - - - - - - - - - - (2) 
5 6 

representing the annua l growth rate of the following variables. 

GDPG = GDP growth 

PUBINVG = Public investment growth 

PVTINVG = Priva te investment growth 

FDIG = Direct foreign investment growth 

FAG = Foreign aid growth 

OOMPOG = Domestic public debt growth 
EXPDG = External publ ic debt growth 
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CHAPTER 4 

4.0 PRESENTATION AND ANALYSIS OF DATA 

4.1 INTRODUCTION 

This chapter presents ancJ analyses the survey and statis tical data on the 

dete1 minants and impact of foreign direct investments. 

4.2 ORGANIZATION OF THE CHAPTER 

ln order to enab le readers to follow the presentation and analysis of data 

systematical ly, it is necessary to specify the arrangement of this chapter thus: 

1. EMPIRICAL ANALYS IS OF THE DETERM INANTS OF FOREIGN DIRECT 

INVESTMENTS: SURVEY EVIDENCE 

2. EMPIRICAL ANALYSIS OF THE DETERMINANTS OF FOREIGN DIRECT 

INVESTMENT: STATISTICAL EVIDENCE 

3. IMPACT OF FOREIGN DIRECT INVESTMENT ON NIGERIA: STATISTICAL 

EVIDENCE 

4.3 NUMBER OF BUSINESSES AND COUNTRY OF ORIGIN 

Different compan ies from different countries participa ted in the su rvey. 

Excluding the 18 commercial attaches a to tal of 302 companies participated in the 

survev. The representation by different companies is shown on table 4.1 . 

4.4 Sectoral and lndustrial distribution of Participating foreign affiliate 

companies and agencies. 

As stated in chapter three, the sampling design adopted by the study is stratified 

sampling. Most of the industrial sectors (Strata) were represented . The 

different indus.trial strata and their representation are shown in table 4.2. 
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Table 4.1 

Number of Businesses and Country of Origin 

Country of Origin Number Percentage 

Britain 106 35 

United States of America 94 31 

Western Germany 32 10 

France 27 9 

Poland 8 3 

Israel 9 3 

China 11 4 

Pakistan 6 2 

Egypt 3 1.1 

South Africa 4 1.3 

Ivory Coast 2 1 

TOTAL 302 100 

Source: Survey data. 

.. 
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Table 4.2 

Sectoral/lndustrial distribution of participating foreign affiliate companies 

and agencies 

S/No. Classification Percentage Number 

1 Agricu lture and Agro Allied 10.03 30 

2 Oil and gas 6 .30 19 

3 Building and construction 3.64 11 

4 Plant and Equipment 1.65 5 

5 Electrical Electronics 11 .02 33 

6 Food and Drinks 12.23 37 

7 Household/Oomestic Products 12.10 36 

8 Publication and Stationery 5.06 15 

9 Telecommunications 2.04 8 

10 Automobile and Allied Products 3.08 9 

11 Banking , Finance & lnsurance 2 .08 6 

12 Chemical and All ied Products 6 .29 19 

13 Cosmetics 5.29 11 

14 Office Equipment and data 

processing 4.30 13 

15 Furniture and Fittings 2.31 7 

16 Pharmaceutica l/Healthcare 2.31 7 

17 Sports and Recreation 4.01 12 

18 Textile, Fashion, Leather & 

Footwear 2.64 8 

19 Others 3.64 11 

100 302 
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4 .5 EMPIRICAL ANALYSIS OF THE DETERMINANTS OF FOREIGN DIRECT 

INVESTMENT FLOWS: SURVEY EVIDENCE 

Table 4 .3 presents a descriptive statistics of respondents ranking on the determi

nants of foreign direct investments (FOI) in Nigeria . The table analyses the responses 

according to the degree of importance the respondents (companies) attached to 

each variable in making their investment decision. The rankings have five weightings 

beginning with O for no importance, 1 for sl ight importance , 2 for moderate impor

tance, 3 for great importance and 4 for maximum importance. 
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S/N 
1. 
2. 
3. 
4. 
5. 
6. 

7. 
8. 
9. 

10. 
11. 
12. 
13. 

14. 

15. 
16. 

DESCRIPTIVE STATISTICS OF RESPONDANTS RANKING ON THE DETERMINANTS 
FOREIGN DIRECT INVESTMENT INFLOWS IN NIGERIA: SAMPLE SIZE 257 

IMPORTANCE SCALE AND POINT VALUES/WEIGHTING 

0 1 2 3 
EXPLANATORY VARIABLES OF NO IMPORTANCE OF SLIGHT IMPORTANCE OF MODERATE IMPORTANCE OF GREAT IMPORTANCE 

N.O.C % PN N.OC % PN N.O.C % PN N.O.C % PN 
Social Polibcal lnstability 25 10 20 39 15 47 
Corru ption/F raud 13 05 26 180 70 540 
Open/T ransparently 26 10 52 167 65 501 
Exchange Rate 116 45 232 90 35 270 
Mar~et Size/GDP 26 10 52 44 17 132 
Average Corperate Tax 
(lncentive) 144 56 288 90 35 270 
Debt Equity Swap 136 53 272 103 40 309 
Wage Cos! 87 34 174 136 53 378 
Ratio of Domeslic lnvst. 10 

GPD 33 13 66 149 58 447 
Structural Adjustment 129 54 258 138 46 384 
lnd1genization/Nationalzation 141 55 284 95 37 285 
Good public Infrastructure 64 25 64 121 47 242 72 28 216 
Other successful example 
of FDI 116 .05 116 95 37 190 46 18 138 
Good quahty research and 
development facililies and 
personnel 131 51 131 98 38 196 28 11 84 
Good EPZ facihties 123 48 123 90 35 180 44 17 134 
Inflation 121 47 121 85 33 170 51 20 153 

17. lnterest Rates 
18. 1 Govt attitude toward FDI 

126 49 126 87 34 174 44 17 132 

Legend: 
NOC = Number of Companies 

PV = Point Values 
TPV = Total Point Values 

64 25 64 

NOTE: The weighting or point values for the importance scale are as follows 

121 47 242 72 28 216 

OF MAXIMUM IMPORTANCE TPV 
N.O.C % PN 
193 75 772 939 
64 25 256 822 
64 25 256 809 
51 20 204 706 

189 73 752 936 

23 09 92 650 
18 07 72 653 
44 17 176 728 

75 29 300 813 
642 

20 11 80 648 
522 

444 

411 
435 
432 
432 
522 

Of no importance = 0 The weighting is multiplied by the number of companies responding to the ranking. The different point values are added together to result 
Of slight importance = 1 to the total point values (TPV) which is divided by the sample size of 257 to get the mean value. 
Of moderate importance = 2 
Of great importance = 3 
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4 .3.1 SURVEY OPINIONS ON EXPLANATORY VARIABLES 

Socio/Pol itical lnstability 

The respondents of this study especial ly investors from the United States of 

America and Bri tain consis tently ranked this factor h1gh in making their investment 

decision on Nigeria. 75 per cent of the respondents considered socio-politica l insta

bility to be of maximum importance in investing in Nigeria. This means that the 

presence of social- polit ica l instabi lity would negatively affect 75 pe cent of the re

spondents while 15 per cent considered this explanatory variable to be of great im

porLc.1nce. The rema ining 10 percent of the respondents indicated that socio-political 

instability would affect their investment decision moderately. Conclusively socio-po

litical stability is a condition for foreig n investors to invest in Nigeria. 

CORRUPTION/FRAUD 

Th is particular va riable is highly qualitative. ln Section 2.16 of this study, a 

detailed discussion was presented, revealing the different impact of corruption on 

investments. ln discussing corruption , fraud is taken into consideration especially 

for Nigeria which is notorious for the advanced fee fraud synd icate popu larly known 

as "41 9". ln ranking this particular explanatory variable about 5 percent of the re

spondents indicated that corruption moderately affect their investment decision on 

Nigeria. Another 70 per cent revealed that the exis tence of corruption in Nigeria 

greatly and negatively affects their investment decision. 25 per cent of the 257 re

spondent companies indicated tl1at the f ear of corruption in the business environ

ment of Nigeria made a maximum negative impact on their investment consideration 

on Ni~eria. The revealation by the respondents may not be too surprising when it is 

considered tha t Nigeria was rated as one of the most corrupt countries in the world 

by transparency intertional for the year 1999. 
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OPENESS AND TRANSPARENCY 

The degree of openess of the economy which is the extent to which other 

countries can trade with Nigeria is an important explanatory. ln combination with 

trade openess the degree of public and private acountability or trnsparecy is an im

portant determinant. 10 per cent of 257 respondents indicated that the degree of 

openess and transparency moderately affected their investment decision on Nigeria. 

On the other hand 65 per cent of the respondents revealed that they were greatly 

affected by the degree of openess in the country and the extent transparency was 

practised in government and in private business. 

EXCHANGE RATE 

The rate of exchange between the Naira and other currències but most espe

cially the United States dollar is a bench mark that determines the attrativeness of 

investment into the country. Il can also encourage or discourage exports. The Naira 

exchange rate was regarded as moderately important in making investment deci

sions on Nigeria by approximately 26 companies or 10 percent of the 257 companies. 

35 percent resulting in about 90 companies regard the Naira exchange to have a great 

influence in investment decisions, while 20 percent of the companies which translate to 

about 50 companies indicated that the stability of the exchange rate made a maximum 

impact on their investment decisions on Nigeria . 

MARKET SIZE 

The size of the domestic market which is technically measured by the value of 

the Gross domestic product (GDP) is a very essential determining factor for inves

tors because it determines the depth of the market and the likely sales revenue of the 

investors. ln ranking this particular variable 10 percent of the respondent compa

nies felt that the size of the market has a moderate influence in their investment 

decision. Another 17 percent regarded market size to be of great importance to their 
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investment decision. The majority of the 257 companies totalling 188 or 73 percent 

ranked market size highest by indicating that it plays a maximum role in their invest

ment decisions on Nigeria . 

AVERAGE CORPORATE TAX (INCENTIVES) 

lncentives should play a major role in attracting foreign investment. The in

centives in Nigeria corne in the form of reduction in corporate taxes. The Nigerian 

government has exempted 16 corporate revenue from companies incarne tax. These 

include the incarnes of pioneer companies; Profit of any company established by the 

law of astate for economic development. Other incentives include dividend payable 

by one company to another company. Profits of duly registered cooperative societ

ies and dividends , interest ren t or royalty derived abroad by a company and brought 

into Nigeria through official channels. Dividends received by companies from invest

ment in wholly export oriented business are also exempted from incarne tax. 

However, in rating this variable 56 per cent of the fore ign affi liate considered 

incentive to be of moderate importance in their investment decisions while 35 per 

cent of the foreign affiliate saw the presence of incentives to be of great importance 

in their investment considerations for Nigeria. Only 9 percent of the foreign affiliate 

managers considered the presence of investments to be of maximum importance. 

lt has to be pointed out that the result of this survey is very close to previous 

survey held elsewhere. For example Transnational (1995) reports that in a survey of 

243 United State companies, only 10 percent listed fisca l incentives as a condition 

for investment. Other surveys draw similar conclusions. For example, a 1984 sur

vey 52 transnationals found that among 19 factors identified as infl uencing fore ign 

investment flows, investment offered by host countries , incentives ranked seventh in 
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importance in developing countries. lt has also been found that investors responded to 

incentives differently, depending on the type of projects. Export oriented investors seeking 

inexpenive labour valued fiscal incentives more than protection of investments. 

DEBT EQUITY SWAPS 

Recently, in some developing countries the conversion of debts built up by 

accumulation of unrepatriated dividends and profits into equity has been an important 

i_nvestment_ factor. ln this regard 53 percent of the 257 companies indicated that this 

facility moderately affected their investment decision while about 40 percent revealed 

that the option to convert debts into equity had a great influence in their investment 

decisions. About 7 percent confirmed that they considered option to be of maximum 

importance. 

WAGE COST: 

The level of wages and salaries in the country is an important factor when 

considering the cost of doing business in Nigeria . The wage cost is among the prime 

cost of business and it has a direct bearing on the level of profits. ln ranking this particu lar 

factor 34 percent of the 257 respondents considered wage cost to be of moderate 

importance while 53 percent totalling about 136 companies considered wage cost to 

be of great importance in their investment decisions. 17 percent of the respondent 

considered wage cost to be of utmost importance. 

RATIO OF DOMESTIC INVESTMENT TO GDP 

-, ne level of domestic investment is an important factor in attracting foreign investors. 

For example if domestic investment is high savings will correspondingly be high. The 

economy wi ll correspond ingly be bouyant. lt is a measure of the 
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confidence loca l investors have on their economy. The resul ting situation wi ll be for 

foreign investors to try and reap some of the benefits on the other hand when the level of 

domestic investment is low, foreign investors will tend to lose confidence in the economy. 

ln ranking this explainatory variab le 13 per cent considered it to be of moderate 

importance w hile 58 percent considered the level of domestic investment to be of great 

importance to their investment decisions. 20 percent of the 257 companies considered 

this factor to have maximum effect in their investment decision. 

STRUCTURAL ADJUSTMENT 

The imposition of certain strigent or correctional economic measures in the macro 

economic structures of the country was technically termed structural adjustment. This 

particular measure is usually prescribed by the International Monetary Fund (IMF) or the 

World Bank on some developing countries to help them correct malfunction of their 

economy. ln ranking this variable 5 percent respondents considered it to be of moderate 

imp0; ta nce. The other 46 per cent resulting in about 138 companies considered the 

existence or the institution of structural adjustment to be of great importance since some 

of the prescriptions for structural adjustment might include, removal of subsides and 

trade liberalization. 

INDIGENIZATION / NATIONALIZATION 

This particular variable has centra l impact on fore ign investment flows in Nigeria 

beginning from 1972 when most of the foreign companies in Nigeria were indeginized 

by reducing the level of equity holding. ln few cases some establishment were nationalized 

complete ly. lnvestors would want to be assured that their investments would be protected 

without abrupt changes to the laws. However the indigenization laws has been modified 

s ince 1988 and completely removed in 1995 . 
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ln its place the Nigerian lnvestment Promotion Decree was promulgated. ln ranking this 

factor 55 per cent of the respondents revealed that th is particular variab le affected their 

investment decisions moderately 37 per cent of the respondents indicated that 

indegenization or nationalization problems greatly affected their investment decisions. 

11 percent resulting to about 28 percent revealed that this particular variable have a 

maximum influence on their investment decisions. 

GOOD PUBLIC INFRASTRUCTURE 

Good public infrastructure will include such facilities as good roads, electricity, 

telephone and postal systems. lncluded in this variable is the availabi lity of good 

drinking water and reliable electrical or power system. ln ranking this particular 

explainatory variable 25 percent totalling 64 companies indicated that this particular 

variable influenced their investment decision moderately while 28 percent or 72 com

panies out of the 257 companies indicated that the need for adequate infrastructure 

greatly affected their investment decisions. 

OTHER SUCCESSFUL EXAMPLES OF FOI 

Prospective investors cou Id be motivated by the presence of other companies 

that have had good experiences in the country. Prospective investors tend to invest 

where there are concrete evidences of success by other companies. 

45 per cent of the respondents to this qualitative explainatory variable indi

cated that they are slightly affected in their investment decisions by the concept of 

this variable. 37 per cent out of a sample of 257 revealed that they consider this 

variable to be of moderate importance while 18 per cent or about 46 companies 

consider this variable to be of great importance. 
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Good quality research and development facilities and personnel 

The existence of good resea rch and development facili ties is of paramount 

importance. New products development and new method and processes are al l only 

possible through adequate research and development. The facilities for research and 

development are the conduits fo r technology transfer. The allegation made against 

foreign companies who do not consider it necessary to develop their products in the 

hast countries is as result of the hast country's inabil ity to provide adequate facilities 

and personnel fo r the processingof new technology. On the other hand prospective 

investors can be attracted based on the possibi lity of an investor to learn new pro

cesses from the host country. 

ln ra nking this variable 51 percent of the respondent considered this variable 

to be of slight importance while 38 percent considered it the variable to be of moder

ate importance. 

11 percent of the 257 companies considered research and development to 

be of great importance. 

GOOD EPZ FACILITIES 

The ava ilability of an export processing zone (EPZ) is an important factor for 

investors who produce for export. The export processing zone is usually designed to 

allow exporters to process their exports wi th minimum cost and constraints. 48 per 

cent respondents of this study indicated that the consideration of this variably is of 

sli_ght importance to their investment decisions while 35 per cent of the respondents 

considered the variable to be of moderate importance. 

17 percent of the 257 companies fel t that it was of great importance in their invest

ment decisions. 
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INFLATION 

The level of inflation in a country is of primary importance in determining the cost of 

doiny business. Nigeria has been experiencing double digit inflation for some years 

especially from 1991 to 1995 when inflation averaged 48 percent. The rate of inflation 

is usually a combination of different macro economic factors which can be controlled. 

4 7 percent of the respondents considered inflation to be of slight importance. On the 

other hand 33 per cent of the respondents considered inflation to be of moderate 

importance. 20 percent of the 257 respondents felt that inflation is of great importance 

to their investment decisions. 

INTEREST RATES 

Another analogous variable to inflation is interest rates. lnterest rate is a 

primary determinant in the acquisition of funds . Lending interest rate in Nigeria was 

lowest in 197 4 at 3.4 percent while 1995 witnessed one the highest interest period at 

51.5 percent while deposit rate was about 58.2 percent. 

49 percent of the respondents considered interest rates to be of slight impor

tance, whi le 34 percent felt that it was of moderate importance. The balance of 17 

per C(:;: ,t considered inflation to be great importance to their investment decisions. 

GOVERNMENT ATTITUDE TOWARDS FOI 

Government attitude towards foreign direct investment (FOI) is the primary 

fore~ behind the drive for foreign direct investment . 
• 

The Nigerian government has displayed very prominent interest in attracting 

foreign direct investments into Nigeria. The evidence in the positive interest on for

eign direct investment can be traced to the last military government of Late General 

Sani who was able to repeal the exchange contrai act of 1961 and indigenization 

decree of 1972 replacing it with the Nigerian investment promotion council decree of 
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1995. His successor General Abubakar was aboie to prop up the image of Nigeria 

within his short tenure and undertook extensive campaigns for foreign investment. The 

present democratic government of Chief Obasanjo has taken far reaching decisions 

inorder to attract foreign investments resulting qualitative explainatory variance in the 

large number of fore ign trade missions to Nigeria. ln ranking this qualitative variable 25 

percent of the respondents consider government attitude to be of slight importance 

while 47 percent indicated that it was moderately important. 28 per cent considered of 

th_e 257 companies considered the variance to be of great importance in their investment 

decisions on Nigeria . 

4.6 ANALYSIS OF OTHER SURVEY DATA 

Apart from the ranking of the explanatory variables the questionnaire contained 

some relevant questions to foreign direct investment. 

One of the questions sought to know the presence of foreign directors and foreign 

equity. According to the responses by foreign affi liate managers foreign. 95 percent 

indicated that fo reign directors were on their board. The remaining 5% percent did 

have foreign directors. The responses are tabulated in table 4.4 

Table 4.4 

Presence of Foreign Directors and Foreign Equity. 

Attributes Percentage Number of 
Companies 

Compan ies with foreign 

directors 95 244 

Companies without foreign 

directors 5 13 

Companies quoted in 

Stock Exchange 46 118 

Sc< irce: Survey data 
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Another question asked the Foreign affiliate managers to indicate the time of arrivai or 

incorporation in Nigeria. Sorne specific time periods were provided for respondents. 

This question served the purpose of knowing which companies can be designated as 

old and which ones can be regarded as being young . Those companies arriving before 

1972 can be regarded as old since they are the first generation offoreign companies in 

Nigeria. According to the responses about 45 percent of the foreign companies arrived 

before 1972. Another 13 percent arrived between 1972 - 1988 and about 48 percent 

arriv...._J after 1988. 

The next question sought to know from the respondents the size of the foreign 

equity in the different companies. This question is necessary in re lation to the 

indegenization decree which stipulated the equity structure of companies operating 

Nigeria. As at the time of the survey 78 per cent of the foreign affiliate companies 

indicated that that Foreign equity participation in their companies was up to 40 per 

cent. While about 22 percent revealed that Foreign equity participation in their com

pany was less than 40 percent. The responses for the question on foreign directors 

and size of foreign equity are tabulated on table 4.5 

Table 4.5 

Arrivai Time, Size of Equity 

Attributes Percentage Number 

Arrivai Time 

Before 1972 45 116 

After 1972 - 1988 13 33 

After 1988 42 108 

Size of Foreign Equity 

40% of Total Equity 78 200 

More than 40% Nil 0 

Less than 40% 22 57 

Source: Survey data 
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Number of total 
Employees 

50 - 100 

100 - 500 

Source: Survey data 

Table 4.6 

Employment Structure 

Percentage of Number of 
Companies Expartriate 

Workers 

40 1 - 5 percent 

60 10 percent 

and above 

Percentage 
of companies 

85 

NIL 

Another survey inquiry was based on the number of people employed by the foreign 

affiliate managers. This question is important in relation to the impact of foreign 

direct investment on the Nigerian Economy. ln analysing the responses it was found 

out that 40 percent of the 257 companies employed between 50 - 100 people whi le 

60 percent of 257 employed between 100-500 people. On the other hand about 85 

per cent of fo reign companies had 1-5 per cent expartriates in their labour force. The 

question on labour force was aimed at bringing out the posture of foreign companies 

in regard to technology transfer. Too many expartriates in a foreign based company 

would indicate the lack of interest by a foreign company in transfering technology to 

Nigerians. Although the survey is subjective it can be concluded from the responses 

that an appreciable number of foreign companies employ sizable number of Nigeri

ans. Although recently, there have reports of expartriates taki ng over from Nigerians 

in top management signalling a danger in the liberalization policies. The responses 

or, employment structure are tabulated on table 4.6. 

Apart from fore ign affil iate managers some commercial attaches of foreign 

embassies participated in the survey. The number of commercial attaches num

bered up to 18. lt was considered appropriate to direct questions regarding the 

image of the country and their perception and evaluation of the investment cl imate. 

First,. it was necessary to find out whether there were investment inquiries 
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from their different countries. About 96 percent of the commercial attaches confirmed 

that they received investment inquiries from their countries. 65 percent agreed that the 

Nigerian investment environment is open and friendly while 40 percent agreed that 

there was some transparency in government and business circles. Tables 4 .7a and 

4.7b show the responses. 

Table 4.7a 

Analysis of Response by Commercial Attaches: Sample Size (18) 

Percentage 

Number Yes No/Not Sure 

Existence of lnvestment 

lnquiries 17 96 

Sincerity of investment 

incentives and reforms 16 89 

Table 4.7b 

Sample Size, (18) 

Rating of lnvestment Climate 

Number 

Open & F riend ly 

Transparent 

161 

4 

11 

Yes 

% 

65 

40 

No. 

1 

2 

No 

% 

35 

60 
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4.7 EMPIRICAL ANALYSIS OF THE DETERMINANTS OF FOREIGN DIRECT 

INVESTMENT: STATISTICAL EVIDENCE 

4.7 .1 Mean, Standard Deviation and Coefficients of Variation of lndependent 

Variables 

ln this section further analysis will be carried ou t utilizing the mean standard 

deviation and coefficients of variation of the variables. 

Statistically the mean acts as a balancing point so that observations which are 

smaller balance out those which are larger. The mean in th is study was computed to 

provide a single figure which summarizes the responses and serves as basis for 

comparing the degree of importance the respondents attribute to each variable. As 

already noted in section 3.1. the mean for a single variable is noth ing more than the 

sum of the point values given by the 257 respondents based on the importance scale 

divided by the total number of respondents (257). Thus for example a variable such 

as socio-political instabi lity with a mean of 3 - 4 may be interpreted to be of generally 

great importance to the foreign investors in their analysis and decision to invest in 

Nigeria. 

However, the arithmetic mean does not adequately reveal the diversity of opin

ions among the respondents pertaining to the importance of a particu lar variable . A 

measure which re lates the diversi ty of responses to the average response is the 

coefficient of variation. This measureis computed by dividing the standard deviation 

by _the arithmetic mean. 

The variance and the standard deviation are measuring the "average" scatter 

around the mean, that is how larger observations fluctuate above it and below it. For 

example the standard deviation of socio-political instability is approximately 0.65 

around its mean of 3.65 . 

Of the 18 variables analysed 11 may be considered to be of great importance 
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(that is mean values 2.5 or more) 8 can be considered of moderate importance (mean 

va lues upto 1.5 or more). The coefficients of variation usually increase as the mean 

va lues decrease. This indicates greater diversity of resopondents opinion regarding 

the relative importance of the variables. Table 4 .8 presents the results of these 

computations, and figure 4.1 depicts the ranking . 

Table 4.8 

Means, Standard deviations, Coefficient of variation for foreign direct investment variables 

Standard Coefficient 

Explanatory Variables Mean Deviation of Variation 

1. Socio-political instability 3.65 0.65 0.18 

2 . Corruption/fraud 3.28 0 .52 0.16 

3. Open/Transparency 3.15 0.57 0.18 

4. Exchange Rate 2.75 0.76 0.28 

5. Market Size/GDP 3.64 0.66 0.18 

6. Average Co-operate Tax (lncentive 2 .53 0.66 0 .26 

7. Debt Equity Swap 2.54 0 .62 0.24 

8. Wage Cost 2.83 0.69 0.24 

9. Ratio of Domestic lnvestment to GDP 2.96 0 .66 0 .22 

10. Structural Adjustment Programme 2.50 0.50 0.20 

11. lnd igenization/Nationalization 2.52 0 .63 0.25 

12. Good Publ ic Infrastructure 2.03 0.77 0.37 

13. Other Successful Examples of FOI 1.73 0 .74 0.42 

14. Good Qualily Research & Oev. Facilities & Personnel 1.60 0.68 0.43 

15. Good EPZ Facilities 1.69 0.75 0.44 

16. Inflation 1.73 0.77 0.45 

17. lnterest Rate 1.68 0.75 0.45 

18. Good Atti tude towards FOI 2.03 0.73 0 .36 
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Figure 4.8: Means, Standard deviations, Coefficient of variation for foreign direct investment variable 
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4.7.2 Bases for selection of variables for regression analysis 

The study made use of 18 variables in the survey. The researcher considered the 

18 variable large for the regression analysis, it was therefor necessary to establish a 

cri taria for selecting the most important variable. The researcher relied on the 

computation of the mean standard deviation and coefficient of variation of the 18 

variables. The weighting were based on a 5 - point scale that is from no importance 

to maximum importance with a correspond ing values of O - 4 . The scale for great 

importance rating was adjusted from 2.5 to 3. lt then means that any variable with a 

mean of 2.5 and above was selected for the regression analysis. A total of 11 vari

ables qualified for use in the reg ression analysis using this method. These variable 

are listed below: 

* Socio-political instability 

* Corruption 

* Openess/Transparency 

* Exchange rate 

* Market size 

* Average corporate tax (incentives) 

* Debt equity swaps 

* Wage cost 

* Ratio of domestic investment to GDP 

* Structural Adjustment 

* lndigenization/Nationalization 

4 .8 Regression Results and test of hypotheses 

Th is section presents the results of the regression analysis carried out on foreign 

direct investment (FOI) and the various explanatory variable for the period under study 

(1970 - 1997) . Appendix 2.A shows the variables. The regression analysis and result 

also afford the. opportunity to test the hypotheses beginning with: 
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HO·l Sociopolitical instability does not affect foreign direct investment flows. 

This first hypothesis was tested by regressing foreign direct investment on social 

political instability. The proxy for socio-pol itical instabi lity was the number of military 

coup d'etat within the period . The value of I was placed on each year that a military coup 

d'etat took place in Nigeria and a value of zero was placed on each year without a 

military coup. Easterly and Levine (1994) Anyanwu (1998) . 

Table4.9 

Regression results on the determinants of foreign direct investment into 

Nigeria 

Variable Coefficient STD Error T-Value 

X1 SP I 6845. 143 2466.832 2. 775 ** 

X2 COR - 962.699 590.737 1.630* 

X3 OPE -.00610 .00458 1.331 * 

X4 EXR 141 3.428 531 .105 2.661** 

X5MKT .762 .286 2.702*** 

X6AVT - .1887 .11 97 1.576* 

X7 DSW 61 .977 13.610 4.554** 

X8WAC .238 .0455 5.238** 

X9 1GD .343 .0445 7.691** 

X10 SAP 682 1.895 7859.369 .868 

X11 IND -1190.576 1202.157 -.990 

Constant -15348.454 14828.284 -1.035 

R2 .97027 

Durbin Watson 2.55959 

No. of cases 28 

* Significant at 10% *. Significant at 5% ** Significant at 1 %*** 
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Table 4.9 shows the resul t of the regression . The ca lculated t-value for political 

instability at the 95 percent confidence interval is 2. 775 as against 1. 75 for the tabu

lated values. This result implies that the null hypothese suggesting that socio political 

instabili ty does not affect FOI flows stands rejected conversely the alternative hypoth

esis is accepted. This result is in line with the survey responses which considered 

socio political instability of utmost importance in affecting FOI flows. 

Ho2: The second hypothesized variable was business operating condition The nul! 

hypothesis states that. The ove rai/ perception of favourable operating condition does 

not affect FOI flows. The variable usecl in testing lhis variable is the average corpo

rate fax (AVT) . 

ln order to test this hypothesis foreign direct investment was regressed with 

the average corporate tax since most of the incentives given by government corne in 

form tax. These various incentives numbering up to 16 have been mentioned during 

the survey analysis. Table 4.9 shows that at 10 percent confidence interval the regres

sion result on average corporate tax and foreign direct investment hast-value of 1.576. 

lt is more than the tabulated value of 1.34. This means that incentives do have major 

influence on FOI flows. Consequently the hypothesis suggesting that the perception of 

overall favourable operating condi tion does not enhance the inflow of Foreign direct 

investment flows stands rejected conversely the alternative hypothesis has to be 

accepted. The result of the hypothesis is not directly in line with the foreign managers 

opinion survey. Majority of the respondents in the survey rated the availablity of incentives 

to be of moderate importance in other words incentives do not play a major role in their 

investment decision. As Helliner (1988) points out, investment incentives created by 

the government appear to play a limited role in inter-country investment leasions. Most 

of the empirical literature support the notion that specific incentives do not have a major 

impact particularly when these incentives are thought to compensate for other 

comparative disadvantages. On the other hand, it is generally believed that removing 
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al ly believed that removing restrictions and providing good business operating condi

tions wi ll postively affect FOI fl ows. 

The present Nigerian government is striving hard to improve investment cli-mate 

by rep....:a ling all laws inimical to foreign direct investment. 

OTHER EXPLANATORY VARIABLES 

Corruption: This qualitative variable is difficult to measure because of lack of unbi

ased and re liable data. Given the situation a corruption index developed by Trans

parency International (Tl) was used. (See appendix 2A). 

There are similar measures from Business International (BI) International 

Country Risk Guide (ICRG) and Global Competitiveness Report (GCR). 

lt has to be noted that the indices reflect people's self reported perception as 

opposed to objective measures of corruption . As stated elsewhere it should be agreed 

that perception can be different from real ity. 

When the data on corruption was reggressed with foreign direct investment 

the t-value was 2.38 at the 10 per cent confidence interval. This suggests a signifi

cant influence on foreign direct investment flows. When compared with the survey 

opinion the regression result can be said to be realistic although the result may have 

been arlected by the general notion that Nigeria is comparatively a corrupt country. 

Openess of the Economy 

. This variable was measured using the total trade to GDP ratio for the period 

under review. When reg ressed with fore ign direct investment it was statistically sig

nificant at 90 percent confidence level with a t-value of (1 .33) . 

Exchange Rate of the Naira: 

The exchange rate of the Naira to major currencies especially the United States 
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dollar is of primary consideration when evaluating the determinants of foreign direct 

investment flows. ln this case when foreign investment was regressed with the exchange 

rate of the Naira, it was statistically significant with t-value of (2.661) at the 95 

percent confidence interval . 

The regression result has a bearing to the foreign affiliate managers survey 

opinion since the respondents considered this variable to be of great importance in 

their investment decision. This findings also agrees with previous findings by Lucas 

(1993) Singh and Jun (1995) and Anyanwu (1998). 

Market Size: The size of the market is an important consideration when evaluating 

trends in FOI flows. 

This variable was measured using Gross Oomestic Product (GDP) estimate 

for the period uner consideration as a proxy for market size. At the 95 per cent 

confidence interval, the regress ion result showed a t-value of 2. 702. The statistical 

significance of the variable confirms the high rating of the survey respondents for this 

parLi..,u lar variable . Other studies conducted previously elsewhere confirms this finding 

for example Root and Ahmed 1979 Torris (1985) Shneider and Frey (1985) Petrochilas 

(1989) Wheeler and Mody (1992) and more recently Anyanwu (1998) all found market 

size to be significant. 

Debt Equity Swaps and Private restructuring 

Since about 1988 Nigeria and some other developing countries have en

gaged in debt conversion scheme. lt was necessary to regress FOI on this variable 

to find out the impact it has on the investment decisions of foreign investors . The 

regression analyses resulted in a t-value of (4 .554) at the 95 per cent confidence 

interva l. This result indicates a high sign ificant re lat ionship with FOI flows. 

ln the survey of foreign affil iate managers, this variable was moderately rated 

but the high coefficient in the regression shows the difference between subjective 

and objective evaluation . 
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Wage Cost: The cost of employees maintenance or wage cost is a prime cost for 

buiness as it determines the level of profits . When this variable was regressed with 

foreign direct investment it was statistically significant with a t-value of (5 .238) at 95 per 

cent confidence interval. 

Domestic investment to gross domestic product ratio : 

The ratio and size of domestic investment to that of gross domestic invest

ment should be an important determinant of foreign investment flows. Gross capita l 

formation for each of the year within the period was used to compute the regression 

which resulted in a t-value of 7.691 at the 95 percent confidence interval. This result 

indicates that the rate level and size of domestic investment is a major consideration 

by foreign investors when deciding on which country to invest. This particular vari

able was also rated very high by the survey respondents. High level of domestic 

investment is a confidence builder for foreign investors and low domestic investment 

level signais lack of confidence by local investors . On the other hand as already 

pointed the level of domestic investment depends very much on the level of savings 

by cizitens. 

Anyanwu (1998) also found this particular variable statistically significant. 

Structural Adjustment Programme (SAP) 

The structural adjustment programme was initiated in 1985 by the military 

government in power at that time. lt was geared towards the effective and efficient 

use of macroeconomic structures. The structural adjustment programme was meant 

to correct such problems as excessive subsidies and over pricing of the Naira. As a 

result of the adoption of SAP the inflow of foreign direct investment improved within 

that period . However, when FOI was regressed with at various levels of significant it 

was found statistica lly insignificant. The result of regression deviates from the opin-
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ion ur the survey respondents since majority of the respondents rated the influence of 

SAP moderately and about 34 percent considered SAP to be of great importance in 

their investment decisions. 

lndigenization: 

Among foreign investors there is always the fear that their investment could be 

naturalized or the value of it reduced through some nationalization policies. 

Foreign investors need to be assured that their investment would be protected. lt 

was necessary to include th is variable as an explanatory variable since it formed part of 

the background to the problem understudy. 

ln order to compute the regression the value of 1 was placed on each year from 

1972 when the indigenization decree was promulgated up to 1995 when indigenization 

decree was repealed. A zero value was placed on the year without indigenization decree. 

The regression was statistically insignificant at various levels of significance. The 

regrGssion result is also not directly in line with the survey opinions which was mixed . 

Wh ile majority of the respondents rated the influence of indigenization moderately about 

34 percent rated it very high the rest of respondents considered to be of maximum 

importance. Again the regression and survey resu lts show the difference between 

subjective and objective opinions. The statistically insignificance of the regression results 

may represent greater confidence in the political/legal situation in the country. 

4 .9 TEST OF HYPOTHESES ON THE IMPACT OF FOREIGN DIRECT 

INVESTMENT 

On the potential impact of foreign direct investment (FOI) on economic growth the 

third hypothesis (H03) stated that: Foreign direct investment does not enhance 

economic growth. From H03 two subsidiary hypotheses were formulated thus: 
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H03a: Foreign direct investment does not enhance the growth Gross Domestic 

Product. 

H0 3b: Foreign direct investment does not enhance the growth of exports . 

ln order to test these hypotheses Gross Oomestic Product Growth (GOPG) and export 

growth were used as a dependent variables and regressed with various investment 

components including public investment growth(PUBINVG) private investment growth 

(PVTINVG) foreign direct investment growth (FDIG) foreign aid growth (FAG) domestic 

public debt growth (DOMPDG) and external public debt (EXPDG). 

Tables 4.1 Oa and 4.1 Ob present the results of the regression analysis . The 

results ind icate that the t-values of public investment, private investment and foreign 

direct investment are statistica lly significant. 

The result of the regression analysis on foreign direct investment implies the 

rejection of the null hypotheses which suggested that foreign direct investment does 

not enhance economic growth. Although foreign direct investment was only margin

ally significant. lt should be accepted that if substantial amount of FOI is applied on 

the Gconomy there would be a corresponding impact on the economy. For example 

the projections made by the economic advisers to the president on the need for an 

inflow of about 10 million Na ira fore ign investment over the next 10 years with an 

expected growth of 1 o. percent in GDP cou Id be achieved if th ose factors militating 

against inflows are put under contrai. Presently according to UNCTAO (2000) for

eign direct investment in the less developed countries which Nigeria is part of, re

mained at the 1999 level of $190 mill ion (N 19 million) similarly the share of LDCs of 

world FOI fe ll by 17 per cent a trend that has persisted since 1997. This general 

trend in less developed countries could perhaps explain partly the marginal increase 

in Nigeria's gross domestic product (GDP) from 2.1 in 1999 to 2.8 in the year 2000. 

(CBN .) 2001 ). Although most of the other investment components are statistica lly 

significant; foreign aid is not statistica lly significant which indicates that this particu-
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lar variable did not rise to the level by which it cou Id enhance the growth of gross domestic 

product. 

On the other hand if the "Nigerian factor" is taken into consideration the lack of 

statistical significance of foreign aid cou Id mean that most of the foreign has not been 

judiciously applied to the very projects for which they were targeted. 

H03b: The analogous hypothesis was on export growth. The hypothesis, suggested 

that foreign direct investment does not enhance the growth of exports . Table 

4.1 Ob presents the results of the regression . The regression resu lts indicate that most 

of the investment components are statistically significant with the exception of foreign 

aid and external debt. This means that foreign direct investment cou Id enhance and has 

enhanced the growth of export although the growth is marginal with regard to foreign 

direct investment. 

IMPACT OF FOREIGN DIRECT INVESTMENTS ON GDP GROWTH AND EXPORT GROWTH 

Table 4.10a lnvestment and GDP Growth Rate 
----
Variable Coefficient 

PUBINVG 8.695 

PVTINVG 2 .578 

FDIG .619 

FAG 1.269 

DOMPDG 5.312 

EXPDG -.93371 

Constant 29401 .282 

R2 = .99568 

Durbin Watson 

Number of cases 28 

1.791.69 

STD Error 

2.6 19 

.3811 

1.841 

1.143 

.661 

.223 

14900.721 

* Significant at 10% ** Significant at 5% Significant at 1 % 
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Table 4.10b lnvestment and Export Growth Rate 

Variable Coefficient STD Error T-Value 

PUINVG -13.399 3.978 -3.368 

PVflNG 3.5 14 .578 6.07 1 

FDIG 15.001 2.798 5.36 1 

FAG -9. 032 1.735 -5.203 

DOMPDG 2.308 1.005 2.297 

EXDD .592 .338 1.748 

Constant 17482.246 22637.499 .772 

R2 = .92933 

Durbin Watson 1.80363 
Number of Cases 28 

4.9. 1 TECHNOLOGY TRANSFER 

One of the research question posed in this sludy was on whether foreign 

direct investment (FOI) does enhance the transfer of technology. ln order to en

hance the robutress of the findings on this question data from the survey of foreign 

affiliate managers was used to support the case study on Cadbury Nigeria Pic pre-

sented in chapter 2 of this study. See section (2.20- ) 

Questions regarding the transfer of technology were directed to both indig

enous firms and foreign firms during the 1999 Lagos trade fair. The questions were 

in regard to training and acqu isition of new technologies by companies . The re

sponses from the managers reveal a significant difference between firms with and 

without foreign partnership . 

One of the questions asked respondents whether they had any realistic policy 

on the transfer of technology to Nigerians and whether they had any method of evalu

ating the policy. Managers were given discrete choices: Yes or no. ln answering the 

two q~estions 77 percent of the foreign affi liate managers ind icated that they have 

policies for the deliberate transfer of technology to Nigerians. The follow up question 

to the managers was whether they had sent their personnel for train ing either locally 

173 

CODESRIA
 - L

IB
RARY



indicated that they have sent their employees on training programmes in the past two 

years. Among the indigenous companies 13 percent indicated that they sent out their 

employees on the use of equipment and machinery in the two years. Another question 

inquired from the foreign affilia te managers on whether they had received new machinery 

and equipment or related knowledge in the last two years. The managers were again 

given discrete choices: yes or no. ln analysing the responses a total of 83 percent of 

the foreign companies revealed that they had received new machinery and equipment 

in the last two years. Among the indigenous companies numbering about 50 per cent 

indicated that they have received machinery and equipment or related knowledge in the 

previous two years. Figure 4.4 depicts the responses. 

Figure 4: Existence of Policy, Training and acquisition of new equipment 
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4.9.2 THE LINKAGE ISSUE 

Apart from question on technology transfer another research question posed 

in this study was on what are the linkages between foreign direct investment and the 

Nigerian economy? As in the case of technology, there is lack of adequate data to 

carry out deep analysis of the linkages between foreign direct investment and the 

local economy. As noted in the literature the paradox in the linkage argument when 

a static framework is assumed may be eliminated by giving the argument a dynamic 

setting Schive (1990). That is to say, linkages are, initially, merely potential effects 

with no guarantee of realization. This in fact is what Hirshman meant by linkages, 

which he ca refully defined as "attempts" under no circumstances will these attempts 

bear fruit immediately. However, the linkage theory asserts thal as time passes and 

as conditions in the local economy begin to improve for FOI , linkages do provide a 

strong stimulus to accelerate development. 

ln order to ascertain whether any linkages exist between foreign enterprises 

and the loca l economy a question was posed regarding the level of local purchase of 

raw materials by foreign companies. The question enqired from the foreign affiliate 

managers the percentage of local raw materials that their companies used in their 

production. They were provided wi th range between 30-50 percent. 56 percent of 

the foreign affi liate managers indicated that their companies sourced between 25-30 

percent 0f this raw materials locally while about 13 percent indicated that they sourced 

up to 50 or more percent loca lly. lt should be pointed out that majority of the respon

den~s with higher local content in their products were found mostly in the textile and 

consumer products. However, according to the public relations officer of on automo

tive company, Peugeot Automobile Nigeria Pic the local content of their product is 

more than 30 percent. 

Another aspect of the responses is that aider companies tend to use more 

local raw mate rials than younger foreign companies. Figure 4. 7 depicts the responses. 
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Figure 4.3 
Local Purchase of Raw Materials 
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CHAPTER 5 

SUMMARY, CONCLUSION AND POLICY IMPLICATIONS 

5.1 Overview of the foreign direct investment situation: 

The study commences wilh an overview of the global situation of foreign di

rect investment by painting out the emergence of attractive spots for foreign direct 

investment in the east Asian countries and the attention given by investment ana

lysts to these attractive or emerging markets. 

Nigeria has since 1946 championed economic nationalism but with the globaliza

tion trend Nigeria since the beginning of 1985 started canvassing for foreign direct 

investment by the institution of a structural adjustme, 1l p, 091 ame but d more decisive 

action was taken in 1995 when some core laws inimical to the inflow of foreign direct 

investment were repealed. Specifically the last military government was responsible 

for repealing the Exchange Contrai Act of 1962 and the Nigerian Enterprises Promo

tion decree of 1972 rep lacing il with the Nigerian lnvestment Promotion Council De

cree of 1995. 

The main thrust of the study is lo ·evaluate the determinants and impacts of 

foreign direct investment in Nigeria. The specific problem giving ri se to the study is 

the inadequate and fluctuating inflows of foreign direct investment into Nigeria as 

well 2.s the controversial notion about the impact of foreign direct investment. 

lnfact as a background to the problem studied the Nigerian government has 

identified the need for more foreign inveslment in Nigeria by projecting that Nigeria 

needs N 10 tri llion foreign investment spread over 10 yea rs in order to pull off the 

much desires economic breal<through . This projected level of fo reign investment is 

expected to result in a growth of 10 percent in the gross domestic product (GOP). 

An anologous projection was that made by Dotun Philips, the former Director Gen-
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eral of National lnstitute for Economie Research (NISER). He estimates that Nigeria 

needs a yearly foreign investment of or an equivalent of 30 billion United States 

dollars in order to turn the economy around . lt should be pointed out that the inad

equacy of FO I inflows is not pecular to Nigeria as UNACTAO (2000) reports that FOI 

flows to developing countries has remained stagnant since 1997. 

The review of the literature was based on certain key determinants of foreign 

direct investment in Nigeria such as political instability, corruption openess abd trans

parency. The literature review also addressed certain key questions usually asked in 

the literature of foreign direct investment. These questions include: 

why do national firms involve into multinational organisation? 

Why do firms locate production in a fore ign country rather than in li

censing or exporting? 

What determins the geographic pattern of FOI flows? 

ln addressing these questions it has to be noted that prior to second World war there 

was no theory of foreign direct investment as such. There was a genera l theory of 

foreign investment that made no distinction between portfolio investment and direct 

investment. Foreign investment was considered as a mere transfer of funds and 

was explained under the general theory of capita l movement. 

The general thrust of th is new classica l theory of foreign investment was that 

movements of funds between countries would take place in response to differentials 

in interest rates and rates of return between different countries. 

ln contrast to the Neo classical theory Hymer (1960) was able to point out the 

advantages of large multinational enterprises and cleared most of the misconcep

tions on international funds movement. Thus he explained that direct investment 

does not necessarily involve movement of funds from county to country as the inves

tor company can borrow money elsewhere and often uses in the hist country's capi

tal market or they may originale from profits of their foreign subsidiaries. 
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Secondly, direct investment often exhibis a cross-countries pattern with both 

countries involved being either home or hast to the other's investment. 

Thirdly, foreign direct investment tend to be industry specific rather than country 

specific. 

Vernon's (1966, 1974 and 1979) contributions helps to explain the product life 

cycle and technology transfer concept. Vernon (1979) reaccessed his own theory by 

indicating that multinational firms are now more geographically diffused than the product 

cycle would warrant and the cycle has shortened considerably.] 

Knickerbocker (1973) developed Vernon's mode! further by noting that compa

nies become ski lled a pioneering new products and this leads them to invest in other 

developed countries along the lines suggested by the product life cycle mode. 

Graham (1978 and 1985) aimed at explainning the so called trans atlantic reversai ; that 

is the shift in the position of the United States from a net outward investor to a net inward 

investor. Graham concludes that it is the defensive behaviour of European companies 

that leads to investment in the USA within the same industry. 

Porter (1980, 1986, 1990) placed emphasis for the unit of analysis on the industry . 
... 

Porter's approach to understanding the nature of globa l competition is based on a 

structural analysis of the competitive forces that operate across the industry in question. 

Globalization will be of significance in an industry whenever competitive conditions dicta te 

that there is an advantage to be gained by the firm engaging in either global configuration, 

global coordination of both. 

Caves (1982) developed the rationale fo r horizontal intergration (specialized 

intar:::,ible assets with low marginal cost of expansion) and vertical integeration (re

duction of uncertainty and building of barriers to entry). Buckley and Cason (1976) 

extended Coase's (1937) explanation as to why multinationa ls interna lise intermedi

ate markets: .internalizing intermediate production processes reduces uncertainty by 
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ciroumventing market imperfections. 

lt has to be agreed that in addressing the thi rd question Ounning (1973, 1981) 

was the first to provide a more comprehensive analysis based on the advantages of 

ownership, location and internalization (OLI ). 

Ounning's eclectic theory provides some answers about the geographic distri

bution of FOI by analysing location factors. His taxonomy of loca tion factors empha

sizes possession of raw materia ls labour costs government incentive and servicing 

of local markets; however the taxonomy does not provide theoretical justification of 

why certain locational factors are important. 

Lucas (1993) analyzed FOI based on a traditional derived-factor demand of a 

mu ltiple product monopolist. However, his mode! is based on orthodox neoclassical 

foundations potentially important variables other than the cost of capita l and labour 

(such as a proxy for the size of the market) or in the case of Nigeria sociopolit ical 

instabil ity, and corruption are not included in the analysis. 

Casson (1990) has suggested that the theory of FOI is a "logica l" intersection 

of th1 ee distinct theories: the theory of international capital markets which explains 

the financing and ri sk-sharing arrangements ; the theory of the firm , which describes 

the location of headquarters management, and input utilization; and trade theory, 

which describes loca ti.on of production and destination of sales. Although each theory 

provides some insight about the complexity of FOI flows. on integrated theory that 

combines these elements in an analysically persuasive way has not been devel

oped . 

5.2 THE IMPACT OF FOREIGN DIRECT INVESTMENT ON THE LOCAL 

ECONOMY 

ln general , the economic argument for encouraging an inflow foreign direct 

investment .is that the investment generates income and other economic benefits to 
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both the investor and the host country. The first obvious contribution of foreign direct 

investment is to increase the gross domestic product (GOP) of the recepient country. 

This increased productivity benefits local groups through higher wages and expanded 

employment, lower prices and improved products for consumers, rent to local re

source owners and higher tax revenue to the government. ln some cases the ex

panded production leads to export market and this increases the level of the avail

able foreign exchange funds. By the same token the expanded production from the 

import substitution effect leads to conservation of fo reign exchange. Furthermore 

forward and backward linkages occuring as production in one operation requires 

production and services from other areas of the economy. ln addition to demand 

creation (from the vertical integration in other industries, existing domestic invest

ment (and new ones also) may be stimulated in the development of the country's 

infrastructure, particularly transportation communication , financial markets and in

dustrial structure . 

5.2.1 INVESTMENT AND GROWTH 

ln viewing the relationship between investment and growth there is abundant 

evidence that investment is a major determinant of the level structure and rate of 

economic developmerit. the famed economic growth of East Asia was heavily attrib

uted to investment. Odedokwu (1993) in a study based on a cross-section of 42 

African countries identifies investment as the major factor accounting for the 

defferential growth performance of the countries in the sample for the period 1970 -

1987. Lovine and Renelt (1992) also report that physical investment ratio was the 

most consistent and robust explanatory variable accounting for differences in growth 

performance of a large sample of countries over an extended period of time. Del 

Long and Summers (1991 , 1993) disaggregate inveslments into (structure), (con

struction) anq equipment components for a sample of developing and industrial econo-
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mies, and found that equipment contributes much more toper capita GDP growth than 

the structures. This conclusion agrees with the notion that technological progress is 

largely embod ied in new machinery although the findings reported by Averbach et al 

(1994) seem to challenge the robustness of some of the results. 

The perceived critical role of investment in the growth process has however 

been chal lenged by the neo classical (Solow) growth models of 1960's and 1970s 

which asserts that capital accumulation affects growth on ly du ring the transition to the 

steady stall . Rather, long term growth is determined only by the rate of technological 

change which is assumed to be exogenous. Similarly, Kaldor (1957); Robinson (1972); 

Young 1928 and Schumpter (1934) considered the separation between investment and 

innovation as being embodied on new machinery and equipment. The mode! attributes 

the cross-country differences in long-term growth performance more to technological 

change and less to investment ratio. 

Nevertheless, the observed strong correlation between investment ratios and 

growth performance tend to undermine the authenticity of the Solow mode!. ln fact, 

recent research has brought capital accumulation back to the centre stage, suggest

ing an enhanced role for investment as a principal determinant of growth (Schmidt

Hebbel et al 1996). 

5.2.2 TRANSFER OF TECHNOLOGY 

Although there is little doubt that technologies make their way across interna

tio~a l boarders the mechanism th roug h which this occurs are poorly understood. 

Apart from case studies, most of the empirical evidence is based on aggregate data 

on cross-sectional surveys and it is subject to multiple interpretations. Technologies 

may be transferred through several channels. New technologies may be embodied 

in new varieties of differentiated prod ucts or capital goods and equipment. They 

may be transferred through imports or through arm's-lenght trade in intellectual prop-
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erty, such as licensing contracts. Firms rnay learn about new technologies by exporting 

to knowledgeable buyers who share product designs and production techniques, Djankov 

and Hoekman (2000) . Technologies also may be transferred in the context of fo rmai 

cooperative arrangements between foreign and local firms, such as foreign direct 

investment (FOI), acquisition or project-specific joint ven tu res . ln all of these cases 

absorbing and adapting new technologies require workers who have appropriate 

train i.-, J and expertise. The absence of such capacity is often held to expia in why the 

total factor productivity (TFP) f requently is lower in developing country firms than in 

industrial firms, even if both use identical equipment (Park 1987). Foreign direct 

investment is likely to be associated with the transfer of bath hard (machinery, blue

prints) and soft (management, information) techologies. lt has two dimensions: generic 

knowledge, such as management ski lls and quality systems; and specific knowledge, 

which cannot be obtained at arm's lenght because of weaknesses in the receiving 

country's policy environment (such as poor enforcernent of intellectual property rights) 

or because of incen tives for in ternalization. As for generic knowledge, foreign partners 

may reduce the cost of learn ing and up-grading by helping to identify and implement 

systems to ensure that the product meets technical specifications, is delivered on time, 

and so on . 

An important question for the Nigerian case is the extent to which knowledge that 

multinationals transfer to affilia tes diffuse to other firms in the industry. Theoretical models 

of forejgn investment suggest that there should be positive relationship between fore ign 

dir~ct investment and diffusion of knowledge wi ll move from firm to firm through 

demonstration and imitation effects as is prevalent in Aba and Onitsha the technological 

base of easlern sta tes of Nigeria . 

5.3 METHODOLOGY OF THE STUDY AND HIGHLIGHTS OF FINDINGS: 

Given .the popularity and importance of this study in economic circles two 
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broad analytical techniques were adopted in the investigation of the determinant and 

impact of foreign direct investment (FOI). The first technique involved a broad survey of 

foreign affiliate managers and local companies in some cases. The second approach 

involved the application of statistical technique (regression analysis) using avai lable 

secondary data from the Central Bank of Nigeria and the Federal Office of Statistics 

(See appendixes 2A and 28). 

The survey involved a total of 302 foreign affiliate companies and about 45 

local companies inciuding 18 commercial attaches. 

Due to the method of questionnaire administration about 85 response rate 

resulting in 257 foreign affi liate companies actively and effectively participated in the 

survey. 

The data gathered was analysed using simple descriptive statistics including 

the computation of the mean standard deviation of the explanatory variables. 

5.3.1 FINDINGS BASED ON THE SURVEY 

The survey confirmed that socio-political instability was a major deterant of 

foreign direct investment inflows. By implication socio-political instability encour

ages disinvestment. Foreign investors see socio-political instability as the root cause 

of other macroeconomic malfunctions. ln the case of Nigeria the elements of socio

political instability has been lingering since the first military coup d'etat in 1966. the 

existence of depenable social -political stability is therefore a condition for investing 

in _N igeria. 

Corruption/fraud was considered to be a discouraging factor among foreign 

investors essentially because it increases the cost of doing business in Nigeria. 

Corruption is therefore a major obstacle to economic growth and development. lt 

reduces domestic investment discourages foreign investment and inflates govern

ment spending. Openness of the economy was highly rated by foreign affiliate man-
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, 
agers that is the degree of !rade liberalizalion wilhoul excessive restrictions on imports 

and exports. Transparency in government and private transaction was highly regarded 

as an important determinant of foreign direct inveslment. 

The stability of the exchange was highly rated by foreign affiliate managers as 

it plays an important raie in attracting new companies and also in restraining aider 

foreign companies from disinvesting from the economy. The size of the Nigerian 

market was regarded by foreign affilia te managers as a very important factor in choos

ing Nigeria. Nigeria is regarded as the most populous country in Africa. lnvestment 

incentives were not in general highly rated by the foreign affiliate managers as a 

condition for investment in Nigeria. lncentives in the presence of socio-political in

stability, corruption and lack of openness and transparency would not yie ld desired 

resulls. Debt equity swaps faci lity was not considered by fore ign affi liate managers 

as a very important condition for investing in Nigeria. The cost of wages and em

ployee maintenance was considered a major factor in investment decision by foreign 

affiliate managers. The level of domestic investment as a ratio of gross domestic 

product was of great importance to the foreign afflliate managers as it increases their 

confidence in the economy. Structural Adjustment programmes and the lndigenization 

were not in the top list of factors regarded as being of maximum importance to the 

foreign affi liate managers. Good public infrastructure in the form of good roads, 

good electricity and telephone system was not of utmost importance to foreign affili

ate managers. Other successful examples of foreign investors was moderately rated; 

tQgether with the availability of research and development facil ities. Inflation, inter

est rate and the attitude of government to foreign direct investment were moderately 

rated as investment conditions by foreign affiliate managers. 

Apart from the survey opinions on the determinants of foreign direct invest

ment opinions of the foreign affiliate managers were sought on such issues as tech

nology transfer and linkages. 
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The survey confirmed that a good number of the foreign affilia te companies had 

policies for technology transfer and that they had avenues for transfering technolgies to 
' 

Nigerians especially when compared with companies that did not have foreign part

ners. On the linkage issue, it was found that aider foreign companies are more inclined 

to buy their raw materials locally than younger foreign companies. 

5.3.2 FINDINGS BASED ON THE USE OF STATISTICAL TECHNIQUES: 

The second methodological approach of the study which re lied on the use of 

statistical techniques concentrated mainly on testing the hypotheses on the determi

nant~ and impact of foreign direct investment. The stat istical analysis were applied 

to get an objective evidence of the determinants and impact of FOI. 

First; the basic statistica l technique applied was the rating of the various ex

planatory variable of the determinance in terms of their mean standard deviation and 

coefficient of variation . This basic statistica l analysis confirmed that socio-political 

instability and market size were the most important factors for investors wishing to 

invest in Nigeria . ln other words if politica l atmosphere in Nigeria was stable inves

tors would come to Nigeria . lt is based on the value of the mean for the explanatory 

variables that the most important variable were selected for use in the regression 

analysis. 

The regression results also confirmed the findings on socio-politica l instabil

ity. The test of hypothesis on this variable resulted in a significant value confirming 

th~ importance of socio-political instability in discouraging fore ign investments and 

e ncouraging it when it is stable. 

The second hypothesis tested the raie of incentives in encouraging foreign direct 

inves.n ,ent. The regression result confirmed that incentives which usually corne in the 

fo rm of various tax exemptions and reductions are important in encou raging the inflow 

of foreign direct investment but not in absolu te terms. The contribution of this 
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variable to increasing inflows of FOI are specific on certain types of investors. Regres

sion results on corruption openness, exchange rate, market size, debt, equity swaps, 

wage cost, and domestic investment to gross domestic product ratio were all positively 

significant when compared with the survey opinion . On the other hand the regression 

result indica ted insignificant values for such variables as Structural Adjustment 

Programme (SAP) and ind igenization. Aga in th is result is not significantly different 

from the survey opinion which rated the two variables to be of moderate importance . 

The insignificant regression values could be as a result of trends in the country which 

have over ta ken most of the lwo factors especia lly the democratization of the political 

environment. More over SAP as a speci fic macroeconomic remedy has been 

discontinued, in its place an overall structural adjustment has become part of the daily 

management of the economy. ln place of the indegenization decree, the Nigeria 

investment Promotion Oecree of 1995 is now the big force behind foreign investment 

drives. 

5.3.2.1 IMPACT OF FOREIGN DIRECT INVESTMENT (FOI) 

The third hypothesis tested was on the economic effect of FOI on economic 

growth. The hypothesis was split into two, namely a test on the impact of FOI on 

gross domestic product and secondly a test of the impact of FOI on the growth of 

exports. 

The test of hypotheses revealed that foreign direct investment had and cou ld 

have a significant impact on gross domestic product (GDP) and the growth of ex

ports. The test of hypotheses on these two variables showed that the investment 

components such as private investment and foreig n direct inveslment domestic pub

lic debt ail had significant impact on the growth of gross domestic prod uct and ex

ports. This confirms the theory lhat Foreign direct investment could increase produc

tivity which cbuld benefit local groups through higher wages and expanded employ-
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ment, lower prices and improved products for consumers. ln some cases the expanded 

production leads to export market and this increases the level of available foreign 

exchange funds. 

5.4 CONCLUSIONS AND POLICY IMPLICATIONS 

Conclusively this study has demonstrated that foreign direct investment (FOI) 

flows are negatively sensitive to socio-political instability in Nigeria at any point in 

time. Conversely lower country risks encourage FOI inflows. The study has also 

confirmed that foreign investors place a lot of premium on the size of the market 

which is usually proxied by the gross domestic product (GOP). 

ln addition, the study has most importantly shown that the level of domestic 

invesLment is a confidence booster to foreign investors. Foreign direct investment 

cannot singularly lift the economy to projected heights without a good mixture of 

domestic investment and other variables. The study further demonstrates that the 

presence of corruption is a demoraliser to foreign investors. On the other hand the 

ability of government to undertake transparent transaction within an open economy 

motivate foreign investors. The general conclusion that could be drawn is that 

transnational corporations (TNCs) want to make investment decisions based upon 

the laws of economics, not the laws of politics ; upon economic rationalization not 

economic nationalism . ln determining where to invest TNC's evaluate and balance 

bath positive and negative factors including obstacles to foreign investment. 

By way of impact foreign direct investment can be said to have made a mar

ginal impact on Nigeria's economic growth. FOI has enhanced technology transfer 

as revealed in chapter two of this study with the Cadbury Nigeria Pic. example and 

also as confirmed 1n the survey of foreign affiliate managers. 

The implications of the findings can be far reaching but can only be summa

rized here. ln regard to socio-pol itical instability there are still elements of instability 
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in the Nigeria socio-political environ111ent. These instability is in the form of frequent 

assasinations of top business and political figu res, insecurity of physical and intellectual 

property; failure to admit or harassrnent of foreign personnel. ln the presence of 

inadequate socio-political stabi lity the best econornic policies, programmes, laws, 

regulations and attractive investment incentives cannot yield any positive result. Added 

to the problem of socio-political instability there is the presence of abject poverty in 

Nigeriél, for example the par cap ita inco111e of Nigerians has fallen from US $1000 in 

1980 to $300 in 1999. Nigeria is also ranked 146th out of 176 nations in the league of 
, 

better off nations or put another way Nigeria is ranked arnongst the 30 poorest nations 

of the world. The effect of the general poverty level is that savings will be low and domestic 

investment cannot be generated. The elernents of socio-political instability and the lack 

of inadequate local investment are the basic reasons why foreign direct investment 

inflow has not appreciably increased despite attractive incentives . This answers the 

first and second research question on this study. 

Fundamentally it shou ld be realized by governrnent that foreign direct invest

ment inflows lean on the basic theory of investment that is, savings generate dames

tic investment and in the case of Nigeria we have to go down to basics by building up 

savings through poverty al leviation and general i111provernent in the standard of liv

ing . 

Government must simultatanously encourage domestic investment by working out 

realistic interest and inflation rates; stabi lizing the Naira exchange rate and prescrib

ing real:stic investment allowances. 

lt is not enough to project on optimal fore ign investment levels without corre

sponding measures to boost domestic and foreign investrnent. For example govern

ment has recently projected on a N 10 trillion foreign investment inflow for the next 10 

years which will resu lt to 10 per cent growth. Ali those projections are in the "Nige

ria_n Economie Policy 1999-2003". However, the abi lity to implement or reach the 
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targets are doubtful. 

· i is necessary for Nigeria to continue to maintain conductive economic political, 

legal and socio-cultural environment in order to assure foreign investors that Nigeria is 

investor friendly. ln-consistencies in government policies especially, macro economic 

policies have to be reduce and if possible eliminated. Foreign investors have to be 

assured that policies can be reliable even with changes in policy makers. Government 

should encourage transparency in financial reporting. More liberalized policies and 

incentives should be put in place after due evaluation. The privatization programme 

should be rea listically pursued because it is expected to bring in capital , management 

and technology. This wi ll enable Nigeria to benefit adequately form the irreversible 

globalization trend. 

The organized private sector should be able to contribute towards the attraction of 

fo rfeign direct investment by being more efficient and competitive and by relying on 

growth that is based on efficiency and effectiveness of operations instead of mal

functions in the economy. For example the present low capacity utilization of 30 per 

cent srould , with the provision of better public infrastructure and incentives be ra ised 

to at !:~:.::st 60 percent before the end of year 2003. 

5.5 SUGGESTION FOR FURTHER RESEARCH 

This study has dealt with the most common positive impact of foreign direct 

investment namely technology transfer and linkages. 

lt did not deal with contentious negative impact, such as dividend payment, • 

the controversia l activities of multinational companies in destablizing governments 

and the effects on local industries. lt wou ld be desirable to carry out a critical analy

sis of the negative impact of multinalionals the prime agents of foreign direct invest

ment in Nigeria. 
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APPENDIX 1 

A SURVEY OF FOREIGN AFFILIATE MANAGERS ON THE DETERMINANTS 
AND IMPACT OF FOREIGN DIRECT INVESTMENT IN NIGERIA 

PART A 
FOREIGN AFFILIATE MANAGERS 

1. What is the nature of your business? 

(Please tick appropriate box) 

Cl Minning and Quarring Cl Transport and Communication 

Cl Manufacturing CJ Building and Construction Processing 

Cl Agriculture, Forestry Cl Trading and Business Service 

Cl Basic metals and products Cl Electrical Electronics 

Cl Machinery CJ Chemicals 

2. What country is your company affiliated? 

t'Please tic!< appropriate box) 

[=i Japan 

Cl Europe (Britain, Germany etc) 

Cl Others (Please specify) 

[=i United States of America 

CJ Asia Cl Africa 

3. What type of ownership structure exist in your company? 

Cl Joint Venture 

Cl Foreign branch 

Cl Whol ly owned (Foreign direct investment) 

c:J Franchise 

4 . Do you presently have any foreign Directors in your Board of Directors? 

Cl Yes CJ No 

5. · ls your company quoted in the Nigerian Stock Exchange? 

C] Yes CJ No 

6. If No , do you have any foreign equity in your company? 

Cl Yes CJ No 

7. When did the investment arrive in Nigeria? 

Cl Before 1972 After 1972 to 1988 CJ After 1988 CJ 
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8. What is the approximate size (value) of the foreign equi ty in your capital 

structure as at your most recent audited account N _ _____ __ _ 

9. What is the approximate number of ernployees in your employment? 

50-100 CJ 100-500 C] 500 and above CJ 

1 O. What is the approximate percentage of expartriates in your employment in 

regard to tota l employment? 1 %-5% CJ 10% and above CJ 

11 . How do you source your raw materials? CJ Locally C] lmported 

12. What is the approximate percentage of raw materials sourced locally? 

Up to 30% and above CJ Less than 50% CJ 

13. Are any of your products exported? Yes C] No C] 

14. If No, do you plan to produce for export or for local consumption only? 

Yes C] No C] 

15. What do you think are the best investments for Nigerian business today? 

16. Where does local capital for Nigeria business corne from 

Banks CJ Government CJ Development Banks (NACB, NIDB, NBCI etc.) D 
17. Do you have a realistic policy on the transfer of technology to Nigerians? 

Yes CJ No CJ 

18. Do you have a m_ethod of evaluating the realisation of the policy? 

Yes C] No CJ 

19. If Yes, to what extent would you say that the policy has been rea lised? 

Significantly c:J lnsignificantly C] 

20. Do you apply forèign technology in your new product development? 

Yes c:J No CJ 

21 . If So what percentage of foreign technology is applied in your manufacturing? 

10-20 percent CJ 30-40 percent CJ 40 and more CJ 
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22. ln the past two years have you sent your personnel to train for new technology 

and processes? Yes NoCJ CJ 

23. Have you obtained new machinery and equipment or related knowledge in 

the last two years? Yes C] No C] 

24. How would you summarise the investment motive of your firm ? 

Aggressive e.g. to obtain greater profits C] Defensive e.g. protect domestic market CJ 

PART B - COMMERICAL ATTACHES AND INVESTMENT AGENCIES 

25. Do you receive investment inqu iries from prospective investors in you r 

country? Yes CJ No C] 

26. :-low wouldyou rate the investment climate in Nigeria? 

Open and friendly C] Transparent Cl 

Lacks transparency C] Closed and unfriendly C] 

27. Do you think the Nigerian government is sincere with all the investment 

incentives and reforms being put forward? C] Yes C] No 
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PART C - GENERAL 

28. What is the degree of importance you would place on the following factors in 

making your investrnent decision or advice on Nigeria? 

Please tick your considered choice in the box provided. 

EXPLANATORY VARIABLES IMPORTANCE SCALE/POINT VALUE 

0 1 2 3 4 

of no of slight of moderate of great of maximum 
importance importance importance importance importance 

1. Socio/political CJ 
instabi lty 

CJ CJ CJ CJ 

2. Corruption CJ 
3. Openess/ 

Transparency 

CJ 
4. Exchange 

Rate 

5. Market size/ CJ 
GDP Rate 

6. Average C] 
Corporate 

Tax (lncentives) 

7. Oebt equity CJ CJ 
Swaps 

CJ CJ CJ CJ CJ 
8. Level of 

Domestic CJ CJ 
lnvestment 

CJ CJ C] 

9. Structural 
C] CJ C] CJ C] 

Adjustment 

1 O. lndigenization CJ CJ 

11 . Wage cost 

12. Good public CJ CJ 
infrastructure 
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of no of slighl of moderate of great of maximum 
importance importance importance importance importance 

13. Other successf ul 
examples of FOI CJ 

CJ CJ CJ CJ 
14. Good quality 

research and CJ CJ CJ CJ CJ 
development 
personnel CJ CJ CJ CJ CJ 

15. Good planning 
of EPZ 

CJ CJ CJ CJ CJ 
16. Inflation 

CJ CJ c=J CJ CJ 
17. lnterest rate 

18. Government CJ CJ CJ CJ CJ 
attitude 
towards FOI CJ CJ CJ CJ CJ 
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APPENDIX 2A 

VARIABLES FOR REGRESSION ANALYSIS 1970-1997 

X1 X2 X3 X4 xs X6 X7 X8 X9 X10 X11 
YEAR SPI COR OPE EXR MKT AVT DSW WAC IGD SAP IND 

1970 0 5.8 1,641 .8 0.7143 5,205.1 469.4 0 10733.1 1041.02 0 0 

1971 0 6.7 2,372.3 0.6955 6,570.7 658.7 0 11242.2 1248.4 0 0 

1972 0 5.6 2,424 .3 0.6579 7,208.3 640.8 0 12428.7 1585.82 0 1 

1973 0 4.5 3,503.2 0.6579 10,990.7 679.3 0 13+31 .4 241 7.95 0 1 

1974 0 5.6 7,532.1 0.6299 18,298.3 813.4 0 13,536.1 3110.7 0 1 

1975 1 4.8 8,647.0 0.61 59 20,957.0 1,243.2 0 13,688 .5 5,019.8 0 1 

1976 1 6.3 11 ,899.6 0.6265 26,656.3 1.400.7 0 16,297 .0 8,107.3 0 1 

1977 0 7.6 14,724.4 0.6466 31,520.3 1,961.8 0 19,061 .2 9,420.6 0 1 

1978 0 5.3 14,276.1 0.6060 34,540.1 2,815.2 0 24,340.5 9,386.3 0 1 

1979 0 6.7 18,309 3 0.5957 41 ,947.7 2,031 6 0 25,927 9,094.5 0 1 

1980 0 5.7 23,282.3 0.5464 49,632.3 579.2 0 31 ,695.1 10,841.2 0 1 

1981 0 7.6 23,862.9 0.6100 50,456.6 403.0 0 34,563.1 12,215.0 0 1 

1982 0 6.7 18,976.9 0.6729 51,570.3 550.0 0 36,564.2 10,922.0 0 1 

1983 1 7.6 16,406.2 0.7241 56,709.8 561 .5 0 41,457.1 8,135.0 1 1 

1984 0 7.2 16.266.3 0.7649 63,006.2 787.2 0 47,962.1 5,417.0 1 1 

1985 1 8.6 18,783.4 0.8938 71,368.1 1,004.3 0 56,066.0 5,573.0 1 1 

1986 0 8.5 14,409.2 2.0206 72.128.2 1,102.5 0 56,203.8 7,323.0 1 1 

1987 0 8.4 48,222.3 4.0179 106,883.2 1.235.2 0 78,328.8 10.661 .1 1 1 

1988 0 8.3 52,638.5 4.5367 142,678.3 1,550 8 40.00 113.073.5 12.383.7 1 1 

1989 1 8.1 88,831 .4 7.3916 222 ,457.6 14,739.9 257.05 138,827.3 18,414.7 1 1 

1990 0 8.8 155,604.0 8.0378 257,873.0 26,215.3 217.10 155,273.8 30,626.8 1 1 

1991 0 8.9 208 ,555.6 9.9095 320,257.3 18,325.2 118.36 222,269.9 35,423.9 1 1 

1992 0 8.7 353,177.4 17.2984 544,330.7 26,375.1 132.95 404,182.1 58,640.3 1 1 

1993 0 8.8 284,870.5 22 .0511 619,660.0 30,667.0 34.62 596,790.0 80,948.1 1 1 

1994 0 8.4 368,848.0 22.0511 911 ,070.0 41 ,718.4 13.35 694,060.0 85,021 .8 0 0 

1995 0 8.6 1,785,789.1 67.6600 1,960,690.0 135,439.7 98.40 1,775,330.0 114,390.0 0 0 

1996 0 8.7 1,872, 170.0 81 .2528 2,834,800.0 151 ,000.0 179.25 2,367,960.0 172,100.0 0 0 

1997 0 9.4 3,676,651.7 81 .6494 2,721,510.0 166,000.0 103.44 2379560 294,600.0 0 0 

1998 0 9.6 378,711.8 83.0872 2,961,41 0.0 174,076.5 88.38 2,817,080 282,780.0 0 0 
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YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 

APPENDIX 28 

VARIABLES FOR REGRESSION ANALYSIS - IMPACT 

DEP VAR a1 a2 a3 a4 a5 a6 DEP. VAR 
GDRG PUINVG PVTINVG FDIG FAG DOMPDG EXDDG EXFG 

5205.1 748.7 1536.4 128.6000 45.0 1,111 .9 175.0 885.4 
6570.7 796.4 1602.3 142.8000 1.8 1,245.7 178.5 1,293.4 
7208.3 868.3 1701 .5 197.8000 -14.3 1,000.7 178.5 1,434.2 
10990.7 857.2746 1604.6422 186.3000 -35.4 1,061.2 276.9 2,278.4 
18298.3 1,829.83 1280.881 181 .6000 -62.1 1,266.6 322.4 5,794 .8 
20957.0 3814.174 1466.99 253.0000 -76.8 1,678.9 349.9 4,925.5 
62256.3 6477.4809 1892.5973 212.5000 -97.8 2,630.0 374.6 6,751.1 
31520.3 5799.7352 3120.5097 245.5000 -118. 7 4,636.0 365.1 7,630.7 
34540.1 5820.7368 3730.3308 134.5000 -170.6 5,983.1 1,252.1 6,064.4 
41947.7 5914.6257 3355.816 184.3000 -233.5 7,231 .2 1,611.5 10,836.8 
49632.3 7643.5742 3374.9964 404.1000 -315.2 8,231 .5 1,866.8 14,186.7 
50456.6 8476.7088 3279.679 334.7000 -346.5 11 ,195.5 2,331.2 11 ,023.3 
51570.3 7168.2717 3145.7883 290.0000 -289.4 15,010.5 8,819.4 8,206.4 
56709.8 5954.529 2381.8116 264.3000 -285.8 22,224.3 10,577.7 7,502.5 
63006.2 4536.4464 1449.1426 260.4000 -253.8 25,675.0 14,808.7 9,088.0 
71368.1 4924.3989 1427.362 434.1000 -232.0 27,952.0 17,300.8 11 ,720.8 
72128.2 8366.8712 2380.2306 735.8000 -240.4 28,440.2 41,452.4 8,920.6 
10688.3 10474.5536 4168.4448 2452.8 -96.2 36,790.6 100,789.1 30,360.6 
142678.3 13411 .7602 5849.8103 1718.2 385.3 47 ,031 .1 133,956.3 31 ,192.8 
222457.6 21578.3872 9788.1344 13877 4 1140.8 47 ,051 .1 240,393.7 57,971.2 
257873.0 21661.332 15730.253 4686.0 3614.6 84,124.6 298,61 4.4 106,886.1 
320247.3 32985.4719 19535.0853 6916.1 7291 .9 116.200.2 328,054.3 121 ,535.4 
544330.7 64231.0226 25039.2122 14463.1 12680.1 161 ,900.2 544,264.1 207,266.0 
691600.0 91982.8 2074 .8 29660.3 -17924.6 261 ,093.6 633,144.4 218,770.1 
911070.0 ' 91922.7 2184.6 22229.2 10952.4 341,266.3 648,813.0 206,059.2 
1960690.0 87933.8 2374.7 75940.6 51548.5 341 ,082.3 716,865.6 950,661.4 
2740460.0 88944.6 1976.8 80584.2 61234.0 343,674.1 617,320.0 130,9543.4 
2834800.0 929335 2475.6 98796.3 133964.9 359,029.1 595,931.9 120,876.8 

*Dependent Variable 

GDPG = a0 + a, PUBINVG + a
2 

PVTING + a
3 

FDIG + a
4 

FAG + a
5 

DOGMPDG + a
6 

EXPDG + E - - - 1 

EXPG = 8 0 + 8 1 PUBINVG + 8
2 

PVTING + 8
3 

FD1G + 8
4 

FAG + 8
5 

DOMPDG + 8
6 

EXPDG + E - - - 2 
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msfer of Technology 

TECHNOLOGY TRANSFER, ROYALTIES, 
~ TECHNICAL AND MANAGEMENT FEES, 

PROTECTION OF INTELLECTUAL AN D 
INDUSTRIAL PROPERTY 

NATIONAL OFFICE OF INDUSTRIAL 
PROPERTY ACT 

.1 THE ESS~NTIAL PRINCIPLES AND FOREIGN 
EXCIIANGE IMPLICATIONS OF THE ACT 

be National Office oflndustrial Property Act ("the Act") was 

romuJgared in 1979 with the stated objective inter alia of 

aon.itoriog, on a cootinuous basis, the transfer of foreign 

clmology to Nigeria. The administration of the Act was 

1trusted to the National Office of Industrial Properry which 

as reœntly re-named as the National Office of Tecbnology 

cquisition and Promotion CNOTAP"). NOTAP concerns 

5elf with cxamining the quality of imported technology wich 

view to decermining its price and co check fairly obvious abuses 

g._ overpricing of real, fake or obsolete technology, etc.). In 

ber words, the principal concem of NOTAP is to register 

ncraccs/agreements which deal wich the transfer and 

· \LÎSÎtion of foreign tecbnology. The obligation co ensure thac 

per regiscration is effecred, is both on the licensor and licencee 

such technology. 

e categories of contracts/agreemencs which qualify for 

istration and/or are regiscrable as involving the "cransfer of 

ign cechnology" are described as chose contacts/agreements 

ose - "purpose or intent is, in the opinion of the National 

1ce, wholly or partially' for or in conneccion wich any of the 

owing purposes, thac is co say -

the use of crademarks. 

the righc co use patented inventions. 

the suppl y of technical experience in the form of technical 

assistance of any description whacsoever. 

the supply of decailed engineering drawings. 

the supply of machinery and plane; and 

the provision of operacing scaff, managerial assistance and 

the training of pers~nnel. . . .. 

rder to prevenr abuse and co discourage pacenr monopolies, 
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the transfer of obsolete cechnology, etc. the Director ofNOTAP 

may refuse to regiscer any cpntract/agreement in which in his 

opinion : 

"the price or ocher valuable consideracion thereon is not 

corn.mens urate with the technology acquired or to be acquired". 

"where provisions are included therein which permit the supplier 

to regulate or intervene directly or indirectly in the 

administration of any understanding belooging to the c:.ansferee 

of the cechnology and are, in his opinion, unoecessary for the 

due implemencation or execution of such con tract or agreement". 

OR 

"where the transferee is obliged to subrnit to foreign jurisdiction 

in any controversy arising for decision concerning the 

interpretation or enforcemenc in Nigeria of any such contract or 

agreement or any provisions chereof". 

In order to avoid the payment for worchJess rechnology in hard 

earned foreign currency, it is specifically provided in the Act 

thac -

"no payment shall be made in Nigeria co the credic of any person 

outside Nigeria by or on the authority of the Central Bank of 

Nigeria or any licensed Bank in Nigeria in respeet of any 

payments due under a contract or agreement meritioned in this 

Act unless a Certificace of Registration isssued under the Act is 

presented by the party or parties concemed togecher wirh a copy 

of the concract or agreement certified by che National Office in 

that behalf". 

No obligation to regiscer wich NOTAP may arise if the fees 

relaced co che contraccs are denominated in local currency, 

withouc any intention co remit che same. SirniJady, there is no 

obligation co register technical or managerial agreements wich 

NOTAP where these agreements relate co projecrs funded in 

the country by international finance institutions who usually 

provide their foreign exchange components. 

1.2 GENERAL RULES APPLICABLE TO ALL 
TECHNOLOGY TRANSFER CONTRACTS 

To sacisf}• the evaluacion criteria of NOTAP ail cechnology 
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contracts/agreements must exhibit the foUowing feacures: 

(i) They should include a provision whereby the recipient 

enterprise in Nigeria acquires explicit rights for the use 

and exploitation of the technology in question, and the 

period covering these rights should be clearly specified in 

the contract. 

(ii) The process or products to be licensed shouJd be clearly 

defined. 

(iii) In cases where the Nigerian enterprise is acquiring the 

right to utilise a process, the concept of know-how should 

be clearly expressed and defioed in the contract. In this 

connection, concepts such as "technical information" or 

"technical services" should only be treated as 

complimentary to che know-how. 

(iv) When a cechnology concract involves various components, 

each would be evaJuated separately and the corresponding 

remuneracion decermined, not only in order co ascertain 

the relative cost of each, bue aJso tO provide the basis for 

detennining the licensor's responsibility concerning the 

performance of any of the elements of che technology 

package. 

(v) In projects of speciaJ importance, che concept of a "net 

present value" would be introduced as a cool for evaluating 

the overall remuneracion. 

(vi) Where the main elemenr of a concracc relates co a 

technologicaJ process, the licensor is obliged co provide 

process performance guarancees, in order to enable ail 

parties concerned to critically determine its adequacy. 

Whilsc the process guarantees are to be covered by 

licensor's financial terms (i.e. bonds, etc.) the contract 

document itself must explicidy cover the righcs for the 

use and exploitation of the cechnology in question, and 

the duracion of chese righcs. 

(vii) If the option to pay liquidation damages is available, chere 

should be a provision for the Nigerian encerprise tO exercise 

this right in an independent and unfeeeered manner. 
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(viii) To ensure a continuous flow of information between t 

licensor and licensee during the life of the contract, su 

a contract should provide for access tO the licensor's pla 

and related research and developme.nt facilities. 

1.2.1 Development of National Technology 
Capability (Manpower and Training) 

Clauses should be provided in Technology Agreement ta ensu 

the employment, exposure and training of the appropriaee ai 

righe calibre ofNigerian staff. 

ln al! eechnology transfer agreement, NOTAP insists that dt 

attention should be placed on the employmenc of Nigeriar 

wich relevant scientific and technological background : 

understudy the foreign experts with a view to taking over suc 

responsibilities within the shr>rtest..possible time. le is cherefo1 

mandacory for . overseas investors t0 subrtlie a compreheosi, 

Training Programme and Management Succession Programm 

for Nigerians whilst processing their cechnology transfe 

agreements. 

1.2.2 Consultancy Services 

As a matter of deliberace policy, Government is of the view tha 

consuleancy services required co execute local projects should btl 

obtained from Nigerian consultancy firms. However, wherc 

the necessary expertise is noë available, foreign consultancy firm ·. 

may be invited to work together wich a Nigerian consultanq 

firm in a subordinate capacicy. Under current regulatiom 

Consultancy Agreements should speU out the foUowing details-

Definite objectives of the concract; 

Decailed description of the scope of the work programme 

co be accomplished; 

The cime table and targets; 

Time escimates for each task in the programme including 

training; 

A description of the project ceams; 

A description of the management ceam; 

The fee estimates, usually based on man/hours ; 

The billing procedure. 

s 
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1.2.3 Technical Assistance 

Payments for technical assistance would normally be covered 

through Mknow-how fees" which are themselves broadly 

determined as follows: 

In situations when the subject matter of a contract covers 

technical know-how that can be assimilated by the recipient 

company over a short period of time; e.g. use of formulae, 

drawings, specifications, etc; payments on a continuous basis 

would not be accepted. Also not acceptable are limitations 

that may be imposed pertaining to their use except those 

pertaining to confidentiality. · 

As regards the use of non-patented know-how, NOTAP does 

not accept any restriaion oo the use of the said know-how after 

ter~atioo of the technology transfer contract. 

For practical purposes, the evaluation of the arnounts to be paid 

for technical assistance is the aggregate of the various sums of 

mooey that may be deterrnined as adequate compensation for 

the following componems of the such assistance. 

(a) Pre-Operational Phase 

Pre-invescrnent studies 

Technical assistance for the purchase of equipment 

Design, fabrication , and supply of equipment and 

machinery. 

Tecbnical assistance in the erection and installation of 

plant. 

Plant start up. 

Training of technical personnel in the above areas 

b) Operational Phase 

Assistance in the purchase of equipmenc, spares, raw macerials, 

cc. 

Quality control. 

Assistance in the operation of the plane induding repair 

and maintenance, efficient production, etc. 

Technical improvements of processes and products. 
' 

Technical services to clients. 

Training of technicians in licensor's or licensee's plants 
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1.2.4 Managerial Assistance 

The kind and scope of these services would depend largely on . 
the sophistication and size of the local enterprise. The 

expecration is that these services would be obtained over a specific 

period of rime, covering the following matters amongst others: 

Planning and prog~ng; 

Research and development activities; 

Inventory control and accounting; 

Financing and purchase; 

Promotion and marketing. 

Managerial assistance services are evaluated having regard to 

the following : 

a) A definition of the different kinds of services to be 

provided. 

b) The provision of a training programme in the contract in 

order ro ensure that the various funaionsl of the enterprise 

can gradually be taken over by the licensee's staff. 

c) 

d) 

Paymems for these services are usually examined in relation 

co the economic benefits to the recipiem company and 

the nation in general. 

The responsibility and functions of the licensor musc be 

well articulated in the contraa. 

1.2.5 Access to lmprovements in Technology 

As part of its requirements, NOTAP expects thac provision 

would be made to give the local recipiem access to improvements 

on the cechnology acquired during the period ofhe agreement. 

1.2.6 Territorial Considerations 

Under this heading, cwo issues deserve special attention. The 

first is the territory of manufacture which is normally rescricced 

to one country. ln chis connection, the degree of exclusivity 

(thac is, the exclusive use wichin a territory) to be obtained should 

be clearly specified in the comracc. The second relates to the 

cerrirory of sales. As a general rule, the licensee should be allowed 

the right ro export to other countries. A concract may noc be 

accepred by NOTAP if it contains a total prohibition of the 
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port of the produccs manufaccured under licence. 

1.1.2.7 Arbitration 

the case of commercial disputes which are noc caken co che 

~ular courts, NOTAP expects chat the manner of selection of 

e arbicracors and the procedure for arbitration must be clearly 

pr~sed co be in accordance wich the procedures of the 

·bicration and Conciliation Act of Nigeria. 

2.8 Governing Law 

chnology cransfer agreement must scace cacegorically chat the 

rverning law of such agreement shall be chat of Nigeria. 

DTAP is very insistent on this clause in order co minimise the 

Iiatlties chat had been experienced in the past when some 

:hnology cransfer agreements relacing to business transactions 

igeri.a were governed by foreign laws with ail chat it implies. 

., Duration 

· der the provisions of the Act, the period of 10 years is 

_ulaced as the maximum duracion of an agreement. NOTAP 

; however, regiscer agreements wich longer terms where: 

the technology proposed ro be rransferred is complex and 

ic is proven co irs satisfaction chat the cechnology requires 

.a longer duracion for proper absorption, such as in Pecro

Chemical Plants, Iron and Steel processing, Space and 

Computer Technologies, etc. 

it is internacionally recognised char che technology 

involved is a rapidly changing one and chat the cransferee 

requires co be kepc abreasr of the frequenc changes/ 

developmencs co remain compecicive; for example in 

electronics, compurers and celecom municacions 

businesses. 

the licensee is g ranted the righr co sub-license the 

cechnology over a period of 10 years; 

ir is considered co be in the national inceresr of Nigeria. 

In practice, NOTAP usually approves a 3-year tenure for 
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concraccs, which may subsequencly be renewed upon the 

expiry of the initial cerm. 

1.2.10 Royalties and Other Technology Payments 

The currencly applicable rates of fees chat may be approved by 

NOTAP are as follows: 

a) 

b) 

Royalty - Royalry in respec~ of know-how, patents and 

ocher industrial property righcs, ranges from 1 % - 5% of 

net sales value. 

Trade Marks - As a maccer of policy, royalty payrnents 

for the use of foreign trade marks will not be allowed 

excepc where the trade mark is an inrernacionally 

recognised one accompanied with licensed know-how, and 

che producr is allowed by rhe licensor for the export 

market. 

ln effecc, a "Trade Mark Agreement" simplicicer l"'ould not be 

approved for royalty payrnencs, whilsc a "Trade Marks and 

Know-How Agreement" which does noc preclude exporcs would 

probably be approved. 

(c) Technical Services - Fees in respect ofTechnical assistance/ 

Services range frorn l % - 5% of net sales. 

(d) Management Services - A management fee ranging 

berween 2% - 5 % of profit before cax is the norrn . 

However, management services for projecrs where profit 

is noc anticipaced during the early years may acrracr a fee 

rang ing berween l % - 2% of net sales during the firs r 3 

co 5 years only. For the management of a hocel wirhin an 

incernacional chain of horels - a basic or lump surn not 

exceeding 5 % of turnover plus an in cent ive fee nor 

exceeding 12% of Gross Operaring Profit ("GOP") is 

currenrly applicable. Orher paymencs which are 

inrernarionally accepted wichin the horel induscry may 

also be allowed. O ur experience, however indicare char 

only hocels locared in the economically disadvanraged 

areas of the country will acrract the upper limirs of the 

bas ic and incenrive fees herein scaced. 
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e) Consultancy Services - Lump sum paymepts are allowed 

in line with the international technology market prices 

which are in themselves based on man/day or month rates 

taking into account the nature of services to be performed. 

However, ail such payments may not exceed 5% of the 

total project cost. 

e applicable man/da y-mon th rates will, of course, cake account 

f the complexity and the sophistication of the technological 

rvices to be rendered. 

f) Agricultural and Agro-Allied Projects - Payments for 

services in this seaor is based on a lump sum amount in 

the initial years (i.e. gestation period) when no sales or 

profit are anticipated. However, after the gestation period, 

payments are often based on net sales value as in ocher 

seccors. 

Incentive Remuneration - lncentive remuneration is 

a!Jowed in deserving cases where:-

the local value added is not lower chan 70%; 

the products are intended for che export market; 

the bene.fit co be derived by the enterprise is considered 

desirable in the national inreresc. 

) Renewals - Genera!Jy, payments in respect of Renewal 

Agreements attract lower remuneration. Such renewals 

which are not aucomatic are considered on merit by 

NOTAP based on its own monitoring processes and 

assessmencs. 

(i) Definition of Née Sales - Net Sales shall generally be 

defined as "Net ex-factory sales price of the producc 

exclusive of excise ducies, and other taxes minus the cost 

of the standard boughc out components and che landed 

cost of imporced components irrespeccive of the source of 

procuremem induding custams ducies, insurance and 

freighc" . 

1 . 3 IMPLEMENTATION PROCEDURES OF NOTAP 

Having established the aforegoing, a summary of che various 
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legal and administrative sceps which are necessary for obtaining 

NOT AP registration is as follows: 

i) A duly completed NOTAP Application Form (viz. 

ii) 

Revised Form NOIP 1- 84) must be lodged with NOTAP 

by the recipient or transferee of he technology. 

The said Application Form musc be accompanied with 

the following annexures: 

an application fee made o\lc in a bank draft payable co 

che "Direccor, National Office ofTechnology A-cqujsition 

and Promotion"; 

the Memorandum and Articles of Association of the 

Company 

cwo cercified crue copies of the Agreement to be regiscered; 

rwo copies of duly compleced Quescion-naire (viz. Revised 

From NOIP 2-84); 

a copy of the relevant feasibiliry study; 

annual audited accounts (if noc a new company), and if 

ic is a new company a copy of the \ Cercificate of 

Incorporation should be submitted as evidence thereof. 

iii) NOTAP then vets the Agreement in order to determine 

its conformiry wich ics own evaluation criteria. ln so doing, 

NOTAP is at liberty to requesc for addicional and/or more 

precise information about the nature, age and extent of 

relevance of the technology and services being transferred. 

This exercise may, at cimes, resulr in the amendment or 

re-drafting of some clauses in the Agreement. 

iv) Based on the complexiry and desirabiliry of the form of 

technology being transferred, the NOTAP computes and 

advises the applicant of the fees payable for the use of the 

cechnology and the duration appro~ed for the Agreement. 

v) When the Agreement is fioally accepted by NOTAP 

(either in its original form or in an amended form) a 

"regiscracion fee" as distinct from user fees becomes payable 

to NOTAP For this purpose, Agreements are classified 

into rwo cacegories. For Cacegory "A" (i.e. contracts 

involving a total payment below N500,000 for the 
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vi) 

2. 

2 . 1 

duracion of the Agreement) the approval fee presently 

payable is one thousand naira (N 1,000). For Category 

"B" (i.e. contracts involving a total paymenr above 

N500,000 for the duration of the Agreement) the 

approval fee ac present payable is two thousand naira. 

(N2,000). 

Finally, NOTAP chen issues a "Cerrificate ofRegistration" 

to the applicanc accompanied with a copy of t he 

Agreement cerrified by it. 

LAWS RELATING TO THE PROTECTION 
OF INTELLECTUAL PROPERTY 

GENERAL PRINCIPLES 

Nigeria is still a major importer of technology and finished goods, 

In this circumstance, its citizens have of necessicy become 

farniliar with several international brand names, crademarks, 

· indust rial designs, etc. which sometimes are unforrunacely being 

imiraced by unscrupulous businessmen. For example, the authors 

have not only observed the false labelling of goods as regards 

. "country of origin" but also the infringmem and "passing-off" 

· of internationally well-known trademarks and designs and the 

. illegal reproduction of cinemarograph films , phonographic 

recordings and books. In some instances, chird parties have 

even succeeded in establishing proprietary rights and a priority 

daim over international crademarks and designs which did not 

belong ro rhem. 

Following the market pracrice in mosr ocher councries, rhe 

Nigerian laws permit· a prospective foreign invescor co protecr 

his propriecary inceresr in any trademarks , patents, designs or 

copyright even before completing che other formalities for 

establishing a business in Nigeria. Thus, ic is in face possible 

·and ofcen advisable for a manufacturer and exporter of goods 

into Nigeria ro have his crademarks, designs or copyright 

registered in the country wichouc any incencion of escablishing 

a formai business vehicle in Nigeria as chis is nor a legal 

requiremenc or pre-condition for regiscration. Nigeia is a 

member of the Paris ~nd Berne Convencion. 
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The various categories of intellectual p ropercy law are now 

examined and the procedures for registration oudined. 

2 . 2 TRADEMARKS ACT: GENERAL 
PRINCIPLES 

The essence of a "trademark" (i.e. a label, name, numeral, signs, 

etc.) is to establish a connection "in the course of trade berween 

certain goods and a person havirtg the righc, either as a propriecor 

or regiscered user, to use the mark with or without indiçation of 

his idenciry" on the product to which the mark is aflixed. The 

product labels which must indicate the origin of the goods also 

represencs acknowledged quality of some given producrs and 

the goodwill of their manufacrurers or producers. 

Trademarks may be registered or unregistered. Right in an 

unregisrered trademark may be acquired by use and may exisr 

independendy of regisrracion in which case rhere can only be a 

"passing-off" action for its infringemenc. However, the proprietor 

of an unregistered trademark may oppose the regiscracion of a 

similar trademark. The basis of chis action is a proprietary right 

noc so much in the name itsel.f, bur in the goodwill established 

through usage of the name in connection with the complainant's 

goods. The party objeccing, therefore, must show that the name 

or mark in question has become associated with his goods, thac 

a repurarion or goodwill has attached to them under chat name 

or mark and chat use by the person seeking regisrrarion of a 

similar name or mark is likely ro cause confusion resulcing in 

damage ro the repuracion or goodwill of the complainanc. 

In Nigeria, the Trademark Ace indicates what marks are 

regisrrable, and provides chat a regisrrable trade mark musc 

concain or consist of ac leasr one of the following essencial 

characceriscics: 

the name of the company, individual or firm represented 

in a special or parricular manner. 

the signature of the applicanc for regiscration, or some 

predecessor in his business. 

an invented word or words. 

a word or words having no direct reference co the character 
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or quality of the goods and not being according to its 

ordinary signifi-<:ation a geographical name or suroame. 

any other distinctive mark but a name, signature, word 

or words other than such as fall within the description in 

the above paragraphs (i), (ii), (iv) shall not except by order 

of a court be deemed a distinctive mark. 

In addition to the above, it should be noted that crademarks 

arc registrable in Nigeria in differenr classes. The law, for 

example, provides chat, a trademark musc be registered for 

particular goods or classes of goods. The applicant must in his 

application, state the goods induded in each class separately. If 

the applicant desires to register the same mark for goods falling 

within the ambics of more chan one class, he must make differenr 

applications in respect of each Oass. Each such application is 

treated for ail purposes as separate and distinct. 

~hist, in theory, speculative trademark registrations reflecting 

no direct relationship for use on specific goods are discouraged, 

:the current universal practice of granting franchise and licensing 

rights for the use of well known rrademarks on divers goods 

recommends thar proprierors of such crademarks should 

codeavour , as a proreccive and anricipatory measure, to effecr 

registration in the country of rheir proprierary crademarks in 

divers classes of registration. 

2.2.1 Qualification of Act as a Trade Mark Agent 

In several jurisdiccions, the capaciry co ace as a trade agent is 

unqualified. However, in Nigeria, the legal expecracion is to 

engage the services of a Jawyer co ace as "trademark agent" 

with regard to the registration of a trade mark and other dealings 

or cransactions on the same. ln order to ensure probity and char 

only persons with good character are appointed as trade mark 

. agents it should be noted char: 

ïbe Regisrrar shall noc be bound to recognise as such agent 

aoy person who has been proved to hirn to have been guilry of 

conduct discredirable co a trade mark agent or who has been 

convicred criminally ,or whose name has been srruck off the Roll 

ofLegà.l Pracririoners or (during the rerm ofhis suspension) any 

person who has been suspended from acting as a legaf 
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In practice, propriecors of trade marks have had litcle or no 

difficulry in finding competent lawyers co appoint as trademark 

agent. 

2 .2 .1 Future Trends of Trade Marks Registration 

At the rime of going to print,. certain revisions to the current 

Trade Marks Act are being conremplated. A significant revision 

is the possible introduction for registration of "service ~arks". 

ln effeet, signs which may constitute a trade mark may, upon 

the effective commencement of the proposed law, indude "service 

marks" which are defined as "the shape, form, presentation or 

packaging of goods or services". 

2 .3 PATENT AND DESIGNS ACT 

2.3.1 Patents 

The word "patent" denotes a gram of lecters acknowledging a 

right or monopoly in respecc of an invention. When a patent is 

granted the "Letters Parent" are delivered to the patentee, who 

is the person entered on the Register of Parents as the proprietor 

or granree. A patentee is thereby granted a right in law co 

prevenr ochers from making, using or dealing in his invention 

whether by sale, importation or hire. A patent for an invention 

does nor confer upon a pacentee any righc co manufacture which 

he does not already hold. What rhe "Lerrers Patent" confer is 

the right to exclude orhers from the commercial exploitation of 

a parricular invention. 

The acrual procedure for application for "Letrers Parent" is quite 

simple and scraightforward. The applicanr (assisred by his/its 

agent - usually a solicitor in Nigeria) is obliged to complete 

some Starutory Forms which may be obtained from the Patents 

and Trademarks Registry and to rerurn the same accompanied 

by documents relating to the invention. The Application Form 

and relevant supporting documents are thereafter referred to an 

"examiner" who invescigates the novelry of the invencion clairned 

and establishes wherher or nor an earlier daim had been made 
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on ic. The examiner's reporr is noc binding on che Registrar 

but only assises him in arriving ac a decision. If the request for 

a patent is accepted, "Letters Patent" are gramed co the applicam 

or joint-applicants and sealed with the seal of the Regiscrar of 

Patents upon payment of the pcescribed fees. 

2.3.2 lndustrial Designs 

The word "design" as used in this conrext means or refers co 

fearures of shape,. coafiguration, pattern or ornament applied 

-to an art.ide by any induscrial process or means, being fearures 

which in the finished article appear to and are judged solely by 

the eye, but does noc include a method or p rinciple of 

construction or fearures of shape or configuration which the 

article made in that shape or configuration bas co perform. 

The law in Nigeria as regards designs now goes further co 

prov.ide that any combinacion of lines or colours or both and 

any three dimensional form, whecher or noc associaced wich 

·colour, is an industrial design if ir is incended by the creator co 

be utilised as a mode! or patcern to be multiplied by industrial 

process and is not intended solely to obtain a cechnical resulc. 

Like patents and trade marks, the right of regiscration of an 

individual design is vested in che starucory creator, i.e. the person 

who, whether or oot he is the crue creator, is the firsr co file or 

validly daim a prioriry for an application for registration of the 

design, unless the creator was acting on behalf of another person 

for good consideration in which case chat ocher person is treated 

as the propriecor. 

The generally accepted view is thac a mere importer of a foreign 

design is not its creator for chis purpose, though it is not clear 

whetber a mere importer may noc be a proprieror by acquisition. 

R.egiscracion of an induscrial design confers upon the regiscered 

owoer the right to preclude any other person from reproducing 

the design in a manufactured product; or else, in imporcing, 

selling or utilising the design for commercial purposes . 

Reproducing the design in any miniature way is also prohibited 

by law. The protecàon provided by the Nigerian law is effective 
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in the first instance for 5 years from the dace of appliç:1.tion for 

registra.:ion and cwo subsequent periods of 5-year renewals 

making a total of 15 years. 

2.4 COPYRIGHT ACT 

The Copyright Act ("the Act") promulgaced in 1988 makes 

provisions for the definition, ~rotection, transfer, penalry for 

infringemenc of the copyright in literary works, musical works, 

artistic works, cinemacograph films, sound recordings, broadcasc 

and ocher ancillary mac-cers. In cheory, a copyright regiscration 

prevencs the copying or reproduction of physical macerial existing 

in the fields ofliterature and the arts . lts objecr is to procecc the 

wricer or accise from the unlawful exploitation of theic creacion 

bue does not give a monopoly to the reproduction of ideas or to 

any particular form of words or design. 
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