THE ROLE OF NI GERI A EXPORT PROMOTI ON COUNCI L ( NEPQO)
AND SOVE FI NANCI AL I NSTI TUTIONS IN NON-O L
EXPORT PROMOTI ON

BY

ABUBAKAR A MJUSAJO
1992



p EC L A RA T I O N

1 hereby declare that this project is a record of my
own research efforts. It has been composed by me
and all sources of information have been duly

acknowledged by means of references.

ABUBAKAR A. MUSAJO
1992.



D E ¢C L AR A T I O N

I hereby declare that this project is a recerd of my
own research efforts. It has been composed by me
and all sources of informaticn have been duly

acknowledged by means of references.

ABUBAKAR A. MUSAJO
1992.



I

CERTIFICATION

This project is entitled THE ROLE OF NIGERIA EXPORT

PROMOTION COUNCIIL AND SOME FINANCIAL INSTITUTIONS IN

NON-OIL EXPORT PROMOTION by ABUBAKAR A. MUSAJO

meets the regulations governing the award of the degree
of Master of Business Administration (MBA) of Ahmadu
Bello University, Zaria and is approved for it's

contribution to knowledge and literary presentation.

CHAIRMAN SUPERVISORY COMMITTEE DATE

MEMBER SUPERVISORY COMMITTEE DATE

——— o — T —— -

DEAN, POST GRADUATE “SCHOOL DATE.



11X

DEDICATTION

To the Evergreen memory of my Father Late Alhaji Musajo
Abubakar

AND

My Mother Hajara, my Wife Aishatu and my Son Amir.



IV

ACKNOWLEDGEMENT
Writing this project wouldn't have been possible outside the will
of God and some people who have been very helpful to me while
undertaking the study. I first have to mention my gratitude to
God who save me through this programme. It was indeed, through
His Will that I was able to finish the programme.

I also owe it a responsibility to thank my Supervisor Mallam
Bashir Usman Kurfi for his untiring efforts in advising and
putting me on course throughout the period of writing this study.
Mallam Kurfi did eveything possible to assist me in bringing this
study to what it is despite of his engagements. I can only pray
may God reward him for his contribution towards my success.

I should also acknowledge the supportive role and understanding
I received from my parents Late Alhaji Musajo Abubakar (who died
before the study was finally produced) and Hajiyu Hajara Musajo
during my study. Along with my parents I have to mention the
similar supportive role, understanding and encouragement I
received from my guardian Alhaji Buba Turaki and my father-in-
law Alh. Maigari Abubakar.

To my wife Aishatu and my little son Amir I have to express my
sincere and utmost appreciation for bearing with my absence, the
support and encouragement I received from them for the period

of my study.

To Mr. Babatunde St. Matthew Daniel and Dr. S. A. Ingawa Executive
Director and Director Project and Marketing Department NEPC
respectively I say a Big thank you for giving audience to discuss
the subject 'Export Promotion of Non-0il Products with them.

I sincerely thank my employers Savannah Bank of Nigeria Plc for
sponsoring me to undertake this programme. It was a golden
opportunity 1 will live to rememeber.



Last but by no means the least I acknowledge the Co-operation
and support I received from my classmates and Lecturers in the
department of Business Administration. To Lamido Abubakar
Yuguda and Mohammed A. Manga(Wakili) I will say may God

bless for all the assistance I received from them while

writing this project.



ABSTRACT

"The sharp decline in N gerian's non-oi
exports since independence in 1960 has

been identified as one of the structural
deficienci es hanpering the nations economc
growt h" 1992

Harry O ufunwa, staff reporter Financi al
Guar di an.

In the 1960s, the sale of agricultural products beyond the
Nigeria's borders formed the main-stay of it's foreign exchange
earni ngs. However, the energency of crude petroleuminforce in
the early 70s turned the course of events. G| becane the

dom nant export commodity that constituted over 90% of the
country's forex earnings. The traditional exportable
agricultural raw materials were neglected and efforts to

manuf acture for exports were not made. The adverse effects of
t hese devel opnents |ater becane obvious with fluctuations in
demand and price in international oil market. The situation
was made worse by the resklessness with which the country's
forex was m smanaged. Thus, the country was trapped in a dual
econom ¢ problens of both the internal and external sectors.

Internally the problens of unenploynent, |ow capacity
utilisation etc mani fested thensel ves while externally bal ance
of paynent problens and in debtedness worsened. It therefore,

becanme obvious that bold steps were necessary to sal vage the
econony. The situation therefore, demanded for deliberate and
proposedful policies to address the socio-econom c problens
nmounting over the years and the redirection of the country
toward productive economic activities that would provide for
growmh in the short-run, sustain it and ensure |ong-term

devel pnent .

The foundation of this bold attenpt was laid down when in 1986
the Federal Governnent introduced a collection of programes
and nmeasures, ained at the pronotion and devel opnent of export
business in Nigeria. Enphasis was on diversification of the
country's export base through non-oil exports. Since the

i nception of the new export policy, non-oil exports have been
on the increase.
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This indicates that the objective of reducing the country's
dependence on the oil sector is being achieved gradually, thus
demonstrating the efficacy of the export promotion drive. While
the growth of non-oil exports, on aggregate, seem encouraging,
it is observed that the country has not yet achieved a broad-based
and sustainable degree of export trade. Beside the attained
growth is not that significant. Records show that of the total
non-oil export receipts in most of the years after 1986
agricultural commodities constitute about 80%. This is because
of naira depreciation, which has given a boost to agriculturaal
commodity prices. This situation cannot be sustained for long
as we are aware that agricultural exports are vulnerable to
price fluctuations in the international commodity markets. 1In
addition, primary products are facing serious barriers in the
consumer countries, due to the development of suitable
substitutes. It is therefore, imperative that if non-oil
export is to contribute to the economic recovery programme,
efforts must be intensified to promote the growth of processed
agricultural products and other manufactured goods in which the
country has comparative advantage.

It is against this background that this study examined the role
of the NEPC and some financial institutions in the promotion of
non-oil exports making particular reference to SBN Plc and
NEXIM. The NEPC and the financial institutions are the most
important establishments through which export of non-oil can

be boosted. While the former was established purposely to use
its powers and advance the promotion of export trade with
emphasis to non-oil the latter were expected as part of their
functions to assist exporters in financing and advising exporters
of non-oil exports. On their own part the exporters have been
availed with good incentives by the government to enable them
carry out the export business without much problems.

But, it was discovered that despite all the powers and
incentives given to the NEPC and the financial institutions and
the exporters much has not been done to deserve a cudo. It was
however, observed that there are some fundamental problems which
poses obstacles to full realisation of the objectives of the
government on non-oil export driver. In the same vein the study
attempted to provide useful recommendations that can go a long
way in revitalising the NEPC,
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the financial institutions and the exporters towards a greater
export of non-oil commodities.
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CHAPTER ONE

1.1 INTRODUCTION

Nigeria like any other country has known that foreign trade
can play a crucial role in a country's development process
by extending that country's potential market beyond it's
borders, increasing capital inflow and accelerating the
process of technology transfer.

Trade among nations is necessary for national development,
since there is no nation on earth that is self-efficient,
in effect there is inter-dependency among nation states in
arms of technological exchange, product commodities and

human resource exchanges.

Exports, especially for developing economy like Nigeria's
constitute a dynamic factor in economic growth and
development. Exports do not only provide an important
component of the growth element in all economies,but it

is also a great source of stimulation to the other sectors
of the economy. In most developing countries the export
sector has always been the major propulsive sector,
radicating growth and moving all the other sectors of the

economy .

In many developing nations where they are not technologically
developed it is only the export sector that fill the engine
of their technological development, manpower training and

political orientation.

To the extent that development imports are not available
locally, the earning of foreign exchange through exports to
procure them become critical. Thus, the growth and
development of the economy can be seriously constrained

by the non-availability of foreign exchange resources.
Export must therefore increase continuously to boost the
rising essential import needs of developing countries.
However, this has been very far from beings realised with

resulting international payments problems.



These problems have often been compounded by policy mistakes
that tend to discourage exports and encourage the wasteful
use of earned foreign exchange on non-essential imports.

Given the critical role of exports as a major means of
securing foreign exchange, most countries strive to promote
it's vigorous growth. As a result world exports in general
have grown fairly rapidly in the last quarter century or so,
with the growth varying among the major commodities as

well as among the trading blocks. The pattern of world trade
has traditionally been characterised by a North-South flow
with the latter exporting mainly primary mineral and
agricultural commodities in exchange for the import of
manufactures which form the bulk of exports from the former.
For the South (developing countries) the share of world
exports had continued to decline over the years, while

for the North, the share has been increasing continuously.
From the perspective of export growth rates, the South
(developing countries), the share of world exports had
continued to decline over the years, while for the North,
the share has been increasing continuously. From the
perspective of export growth rates, the South (developing
countries) has been relatively worse off than the North
(Industrialized countries). In the last twenty five vyears
or so, whereas the average rate of growth of the exports of
the South was roughly 4.0 per cent, that of the North
averaged about 7.0 per cent.

Following this development the North share of world exports
increased from 68.4 per cent in 1950 to 74.2 per cent, in
1976 and slightly above this ratio between 1985 - 1990.

The general poor export performance(Particularly non-oil)
of the developing countries outlined above has been typical
of Nigeria. From the immediate post-war years and until
about the late 1960's, non-oil exports dominated the
structure of the Nigeira's exports. But from the 1970's
on, particularly from 1973, when oil prices quadruppled in
the world market, crude petroleum became the single
dominating export item.



Thus, for some years now the country has relied very
heavily for its resources on c¢rude petroleum production,
which now generates over 90.0 per cent of foreign exchange

earnings and about four-fifths of government revenues.

The all pervading and important position suddenly

occupied by crude petroleum in the structure of the
country's exports is better appreciated when it is realised
that before 1970, the country's exports were dominated by
five major primary agricultural commodities namely; Cocoa,
Palm produce, Groundnuts, Rubber and Cotton. Between then,
these commodities accounted for well over three quarters of
total exports (see table 1). But by 1970, this picture
completely changed, with crude petroleum exports becoming
the most important single source of export earnings,
according to well over half of the total. This ratio

has risen since then to 93.7 and 97.2 per cent in 1976 =
and 1986 respectively. The foregoing tremendous

relative growth of crude petreocleum exports had taken place
at the expense of the major traditional primary agricultural
commodities which dominated the country's export trade in
the fifties and sixties, but which now contribute on the
average much less than 5.0 per cent. Exports of
manufactures have over the years remained a rather insign-
ificant element in the export structure, contributing less
than 1.0 per cent actually as at December 1991 it was 0.1
per cent. The development heralded the sharp declines in
the production and exportation of agricultural and other
non-oil products.



TABLE 1

NIGERIA: EXPORT STRUCTURE,

1950 - 1991 SELECTED YEARS

COMMODITIES YEARS

1950 1970 1976 1986 1991

(%)

Groundnuts 1%a7 8.8 - - =
Palm produce 327 2.6 0.2 0.2 ol
Cocoa 22.1 16.8 3.3 1.8 .4
Cotton 3.9 1.5 - - wd
Rubber 3.3 2.0 0.2 0.4 0.8
Hides & Okin TeD 0.6 0.1 - -
Timber 2.8 0.7 - - -
Crude petroleum - 57.6 93.7 <l 96,2
Tin metal . 3.8 0.2 - -
Columbite . 0.2 - - -
Manufactures & semi
Manufactures - 0.6 0.4 1.0
Other exports i 4.8 1+3 - 0.4
TOTAL 100.0 100.0 100.0 100.0 100.0

SOURCES: (i) F. AKIN OLALOKU " The changing Pattern of

Nigerian foreign Trade"

and Statement of accounts 1977 and 1986.
(ii) CBN annual report and statement of account 1991.

P.58 CBN Annual Report

While the dominant role of crude petroleum has divarced the

contribution of non-oil exports over the years, it also

brought with it the disadvantage of making the government
complacent and completely aloof for guite some time about

giving concrete and positive encouragement to the promotion

of non-cil exports especially of traditional primary

commodities as well as manufactures.

For long Nigeria

continued her over reliance on crude oil export to the

detriment of non-oil exports until some unexpected and

undesirable phenomenal development occured in the late

1970s.



This was marked by the decline in o0il prices which sent
ripple of shocks to the economy consequently the country's

foreign exchange reserve dwindled.

Infact, since the beginning of theeighties export earnings
Nigeria's crude petroleum has been falling continuously due
to falling prices and the subsequent response on the part

of OPEC to cut back production with a view to raising price.
This development, which was the direct outcome of the oil
glut on the world market emanating from the rather drastic
cut back in demand in the consuming (Industrialised) countries
following the global recession of the early eighties
degenerated into a foreign exchange crisis. This coupled
with financial indiscipline and mismanagement has
contributed to Nigeria's worsening balance of payments
deficit, inflation, unemployment, decline in GDP and
increasing difficulty for the imports, but also to meet the
huge servicing committment of a huge public debt.

Statistics on the above macro-economic variables do not
present a cheer of picture for the economy especially for
the decade of the 1980s which witngssed rapid deterioration
in the general economic performance of Nigeria. The att. mpt
to deal with the foreign exchange crisis referred to above
has led the government to design a policy package of
measures to boost non-oil exports, not only to improve the
external payment situation but also to restructure the
entire economy through the diversification of production,
especially export-based production with a view to
eliminating the heavy reliance on crude petroleum export
earnings as well as the foreign dependence of the economy
via the structural Adjustment Programme (SAP). These

basic objectives of SAP are pursued essentially through
derequlation of prices, liberalisation of trade, corporate
tax reforms, introduction of various incentives to

promote investment in agriculture and other non-oil exports
industries and industries with bias in local raw materials
sourcing and spare parts production.



1.2 PROBLEM STATEMENT

It is widely recognised that the origin of the current economic
crisis facing Nigeria could be traced to the year 1981 which

the oil market witnessed the first major slide during the decade
of the 1980s. Other factors that contributed to the adverse
economic situation include mismanagement, poor government
policies and the general global economic recession.

As can be recalled, following the oil boom of the 1970s,
Nigeria's economy became dependent on petroleum both for
government revenue and foreign exchange. Before then, the
Nigerian economy was predominantly agrarian with the agricultural
sector not only providing employment for majority of the labour
force, but also generating the bulk of forex and domestic

savings in the economy.

Following the oil boom, government revenue and forex earnings
increased substantially. It therefore, became possible for the
government to develop social and economic infrastructure up to
levels not witnessed before. Additionally, the enormous forex
earnings encouraged the importation of a wide variety of goods.
It further encouraged the springing up of many manufacturing/
assembly companies which were established to turn out goods

to substitute for other goods which had hitherto been imported.
Such manufacturing/assembly concerns relies on external sources
for raw materials, spare parts, machinery and even manpower in
some cases.

The long and short of it all is that the economy became more
and more externally dependent.

As indicated earlier, by 1981, the o0il bcom turned into a burst.
The economy began to experience serious liquidity crisis which
became aggravated throughout the 1980s. The crisis initially
manifested in reduced export earnings and declining government
revenue. For instance, available statistics indicate that Nigeria
earned a total of $24 billion from oil export in 1980, but

by 1986, this has slumped to about $5.6 billion.

This however, again picked up to about $11.8 billion in 1990
following the Gulf crisis-induced upsurge in o0il prices.

Since the economy had become too dependent on the external
sector, the effect of the reduced level of export earnings




became widespread in the economy. It became almost impossible

to source foreign exchange for the importation of raw materials,
spare parts and machinery for local industries. consequently,
industrial closures and retrenchment became widespread.
Furthermore, following the decline in government revenue as

a result of reduced earnings from o0il, it became increasingly
difficult for the various governments to meet their financial
obligations. In the same vein, the governmnet found difficult

to continue to subsidise public enterprises and parastatals.

In reaction to all these, government felt that something had to
be done to effectively halt the decline of the economy and

put it on the path of self-sustained growth.

To this end, a Structural Adjustment Programme (SAP) which

was launched in 1986 is to reduce through the promotion of
non-oil exports, the nation's excessive dependence on Crude

0il export as the major source of our foreign exchange earnings.
This policy thrust was predicated on the realisation that the
promotion and diversification of non-oil export will assist

the country in resolving some of her fundamental economic
problems which include chronic shortage of foreign exchange,
fiscal and balance of payments deficits, mounting external

indebtedness, debt service burden and unemployment.6

Thus far in the past years, the federal government has demon-
strated through various policy statements of its serious
intentions that it is committed to development of export trade
in Nigeria. Particularly the non-oil commodities. Specific
efforts at diversifacation of the economy have included the
provision of incentives that transcends all aspects of our
International trade and the creation and revitalisation of
institutions like the NFPC, NEXIM etc. to facilitate the
process. It is regrettably observed, however, that the imple-
mentation of these government policies and plans have not
veild much results. The problem therefore, is despite the
introduction of these policy measures, the growth in non-

0il export earning has not been very significant.




1.3 THE PURPOSE AND OBJECTIVES OF THE STUDY

The purpose of this study is to analyse the policies put in
place by the Government meant to promote non- o0il export,
examine the incentives that goes with them and explore the
problems that hinders the full/significant and fast realisation
of same.

Thus the objectives of the study will include:

a) an analysis of the role of government policies and incen-

incentives (through NEPC) in promoting non-oil exports.

b) an analysis of the achievements and problems of NEPC

C) examination of the role of financial Institutions with
particular reference to Savannah Bank and the NEXIM in

non-o0il export promotion.

d) Propose useful suggestions/recommendations that can
improve the level of awareness on non-oil export to both

prospective and potential exporters.



1.4 SIGNIFICANCE OF THE STUDY

For years now, the federal government has introduced a collection
of programmes and measures aimed at the promotion and development
of export business in Nigeria. Emphasis is always on diversifacation
of the country's export base through non-oil exports.

Since the inception of these policy measures, the birth of the
NEPC in 1976 now amended by Decree No. 64 of 19/11/92 through

the Export Incentives and Miscellaneous Provision Decree of 1986
now amended by Decree No. 65 of 19/11/92 non-oil exports have been
recording changes often by some insignificant progree/growth which
afterall have not been steady.

The promulgation of these Decrees spells the need to diversify

the Nigerian economy, emphasising industrialisation, agricultural
development and modernisation of the economy. Unfortunately,
inspite of the various pronouncements and efforts, the diversif-
ication objectives have not been achieved to any meaningful degree
as these sectors are still largely under-developed and bedevilled
by various problems. Some diversification policies were either

delayed or are vyet to mater%plise.

This study is therefore, undertaken to provide the underlisted
information which can go a long way in boosting non-oil export
through the tripartite efforts of the Government/NEPC, the finan-

cial institutions and the prospective/potential exporters:
1 Myriad of incentives contained in the new export policies

2. What are the constraints which can not be removed in order to

make the export policies effective.

% Increase the awareness that there is need to push our products
in other markets abroad e.g. ECOWAS

4. The role of financial institutions in the successful imple-

mentation of the export policies.
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1.5 SCOPE _AND LIMITATION OF THE STUDY

The scope of this study is within the bounds of the policy
instruments and incentive measures adopted by the government
to both non-oil exports and the institutions mandated /created
to fecilitate the process. It covers largely the post SAP
period of the country's economic development. It is of course
not divorced from perspectives of the pre-SAP era to a certain
extent. However, covering the scope of this study wasn't
without limitations which included scarcity of materials and

time to allow for more than what is presented.
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1.6 RESEARCH METHODOLOGY

The subject of this study is relatively new and it is only in the
recent past that research efforts were made to deliver the
subject in a much defailed perspective moreso that the policies
and incentives that the SAP carries with respect to non-oil

export are still new and in the process of being tested.

As a result the research relied mostly on Seminar papers,
Journals, Business papers etc. It is therefore, largely
theorefically based. Not withstanding however, enough was
obtained from the Executive Director NEPC Dr. Babatunde

St. Matthew Daniel and Dr. S. A. Ingawa the Director Product
and Market Development Department NEPC.
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DEFINITION O F TERMS

1.
2.
3.
q.
5.
6.
7.
8.
"9,
10.
11.
12.
13.
14.
15.
16.
17.
18.
18.
20,
21.

22,
23.

24.
25,
26.

2?.

A. C, P. - Africa Carribean and Pacific Areas
A. D. B. - African Development Bank

C. B. N. - Central Bank of Nigeria

D. D. S.- Duty Drawback Schene

D. 5. 5.- Duty Suspension Scheme

D. D, C.- Duty Drawback Committee

ECOWAS -~ Economic Community of West African States
EEGF - Export Expansion Grant Fund

EDF - Export Development Fund

E. E. C.~ European Economic Community

E. A, S. F. Export Adjustment Scheme Fund

E. E. G. F. Export Expansion Grant Fund

F. 0. §.- Federal Office of Statistics

F., I. T. C. Financial Institute Training Centre
FOREX Foreign‘Exchange.

FIF- | Foreign Input Facility

GDP- Gross Domestic Product

H-0~ Model - Hecks - Ohlin Model

ICS- Input-Output Co-efficient Schedule
ICO- International Cocoa Organisation
LNG- Liquefied Natural Gas

LC- Letter of Credit

M-T-BS~- Manufacture in Bond Scheme

NCD 3a- | Nigérian Currency Declaration Form
NEP3Z Nigerian Export Processing Zone
NEXIM- Nigerian Export-Import Bank

NEPC- . Nigerian Export Promotion Council
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") e OPEC~ . Organisatiocn for fetroleum Exporting Copntries

29, OPS- Organised Private Sector

30, OECD- - Organisation for Economic Co-operation and
Development

31, RRF- ' Re-discount/Re-financing Facilities

32. 5. 0. N.- Standard Organisation of Nigeria

33. SBN- Savannah Bank of Nigeria Plc

34. SAP- Structural Adjustment Programme

35. TLS- : Trade Liberalization Scheme

36. U. s.- United States

37. U. K, United Kingdom

38. UNDP- | United Nations Development Programme

39, WACH- West African Clearing House
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CHAPTER TWO

REVIEW OF RELATED LITERATURE

2.1. INTRODUCTION

Most countries of the world engage in exchange of goods and
services among themselves. The need for International trade
arises because no nation can produce all the goods and services

it needs, no nation is self-sufficient. Nevertheless trade can
only exist between two countries if one country can produce

goods and services which can exchange for the goods of and

services produced by the other country. And through specialisation
a country produces the goods and services it can produce most

efficiently.

Any country that engages in international trade must evolve a

set of policies to govern its international transactions, including
payment arrangements. Such policies are often influenced by many
factors, including the country's development strategy such as the
need to protect domestic industries, developments in the

external sector such as low level of external reserves
socio-political factors like the decision not or to trade with
particular countries and adherence to the rules and requlations

of organisations/institutions to which a country belong.

In the present day world, no country can comfortably be an
island. The point of all this is that trading and the
specilisation in production that goes with it permit higher
standards of living or levels of real income than would

otherwise be possible. Without trade, standards of living would
be lower, and for any country the moreso, the greater the current
importance of trade in that nation's economy.

Against this background therefore, international trade plays
an increasingly important role in our economic life. The
volume of world trade has been on the increase each decade
since 1938. In that year total world exports amounted to
$24, billion. In spite of the disruptive influence of the
world war II total exports rose to $53.7 billion in 1948. 1In
1958 trade amounted to $95.4 billion and a decade later world

exports had again more than doubled to $212.8 billion.
(see Table 2-1).
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In relative terms the role of international trade differs greatly
from country to country. 1In some relatively small countries
imports account for more than one-third of all expenditures.

On the cother hand in the most bigger industrialised countries
e.g. the United States the foreign trade sector amounted to

cnly approximately 5.0 per cent of total GNP in 1970.



17

TABLE 2 - 1
WORLD EXPORTS (FOB)
(IN MILLIONS OF US DOLLARS)

1948 1950 1955 1960 1965 1970 1971

World Total 53,300 55,200 83,220 112,600 164,700 279,000 329,700

Indust. Co-

untries 32,610 33,240 54,750 78,770 118,320 208,020 236,190
0.5. 12,666 10,282 15,558 20,584 27,400 43,227 48,475
U.K. 6,657 6,356 8,605 10,611 13,710 19,351 24,000
Indust.

Europe 9,700 12,700 23,810 37,690 60,220 109,249 127,180
Japan 258 820 2,011 4,055 8,452 19,333 19,722

Other Asia 4,830 5,720 6,040 6,900 9,330 14,000 21,300
Latin America 5,830 5,950 7,340 7,950 10,410 14,300 16,500

Africa 2,540 2,610 4,000 4,720 7,040 11,800 11,900

Industrial Europe include Austria, Belgium, Denmark, France, Germany,
Italy, Luxembury, Netherlands, Norway, Sweden and Switzerland.
Industrial countries include in addition Canada, Japan, United Kingdom,
and United States.

SOURCE: IME. International Financial Statistics, 1971 and 1972.

Also the distribution of trading partners varies widely from country
to country. Table 2 - 2 give the export-import matrix for the
entire world. The columns show the exports by the country or country
group listed to the top to the countries listed on the left margin.
All data refer to export and import figures (f.o.b) for the vyear
1970 and are expressed in millions of U.S. Dollars.3



18

TABLE 2-2
THE WORLD TRADE MATRIX, 1970 (MILLION OF US DOLLARS, FOB)
EXPORTS FROM UNITED CANADA EUROPE MIDDLE AFRICA LATIN AUSTRALIA ASIA SOVIET IMPORTS
TO STATES EAST AMER- NEWZERLAND OF REG
ICA ION LIST
ED LIFT
United States - 10;575 11,161 322 948 5,405 821 9,381 228 38,839
Canada 9,084 - 1,764 87 135 655 176 815 92 12,808
Europe 14,479 3,045 93,086 6,047 9,806 5,543 1,653 5,736 5,990 145,385
Middle East L1437 95 3,926 665 106 68 103 990 596 7,986
Africa 1,477 174 B,144 341 796 94 150 1,198 349 12,723
Latin
America 6,534 630 5,334 288 218 2,947 22 1,231 120 17,378
Austrilia
Newzealand 1,120 235 1;915 211 60 21 363 1,028 65 5,018
Asia 8,675 1,092 5,340 2,785 1,155 1,157 1,982 9,643 1,870 33,699
Soviet 354 330 6,782 646 297 323 275 1,749 ? 10,756
Exports of
Region listed
Top 43,160 16,176 137,456 11,392 13,521 16,213 5,595 31,771 9,308 284,592

The enlries along the diagonal shav intraregiocnal trade where applicable.

is excluded. Also excluded are certain small stands that

SOURECE: Derived from IMF and TBRD, Director of Trade, Annual 1966 - 70 Washington, D.C.

couldn't be easily classified.

Soviet Intaregional trade
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From the foregoing the role of International Trade in a nations
economic development cannot be overemphasised. 1In this chapter
the concepts of international Trade and benefits and the Nigeria's
International Trade as an economy will be discussed. Also to be
examined are the country's policies and incentives directeed at

export trade to reap the benefits therein.

2 .2 CONCEPTUAL ISSUES IN INTERNATIONAL TRADE
2-2.1 Theory and Practice of International Trade.

With its long history and high refinement, international trade
theory continues to shape much business thinking and, even moreso,

the action of government.

"International trade theories which are used to explain the flows
of goods and services among nations" can be regarded as an
extension of general economic theory to the special problems
encountered in trade between nations. Although the emphasis has
traditionally been on trade between countries the theory can also
be applied to problems of trade between other economic units;
Trade between individuals and trade between diferent economic
regions within one country. According to Robert Heller (1973)
Trade theory can be applied to all the problem areas mentioned
but there are still several reasons to continue refering to the
theory as international trade theory rather than as general trade
theory.

First of all, there are several ECONOMIC reasons for concentrating
attention on nations as the basic economic units. As a general
rule a vast difference exists in the degree of mobility of
resources between countries as opposed to within countries.

Human beings, the factor of production labour, are often
restricted in their freedom of movement between countries,
although they are free to select their residence within countries.
Inaugration laws, different licensing requirements for
professional people, citizenship requirements for government
employees, and other obstacles inhibit the free flow of labour
between countries. Similarly financial transactions within
countries are usually unrestrained, but international capital
flows are often prohibited or severely limited by government
authorities.
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Also it is found that economic units located within the same
country are subject to same rate of taxation, raise funds in
the same capital markets and use much of the same economic
infrastructure such as communication e.t.c. facilities. Thus,
the whole economic environment of individual economic units is
much more homogenuous within a country than it is between

economic units located in different countries.

Secondly although the SOCIO-POLITICAL environment often differs
greatly between nations, it tends to be more uniform within
countries. Households and business firms in the same country
operate within the same legal frame-work, are subject to the
same social institutions and are ruled by the same government.
All these conditions hold only rarely and then imperfectly, with
reference to the trade between different nations.

There is a third, though much less important, reason for loocking
at international trade problems apart from other economic problems;
for a considerable time there has been a SPECIALISATION OF
ECONOMISTS in the international trade field. As a result it was
found that international trade theory has developed its own body
of literature often employing methods that differ from those

used in other branches of economics. Much of international trade
theory deals with models incorporating several commodities,

several factors of production, and several countries simultaneocusly.

2-2.2 ASSUMPTIONS OF THE THEORY OF INTERNATIONAL TRADE

International trade theory has to deal with a greater number of

variables at any given time.

These major assumptions include:-

4 3 Neutrality of money i.e all the real variables of the
economic system are determined. Independently of the
monetary system. Basically, this means that the real and
monetary variables of the system are determined
independently of each other. The real sector is concerned
with questions of relative prices while all that concern in the
international trade are rates of exchange between different
commodities or factors of production. Thus the only function

that money performs is to set the obsoclute price level.




21

2 All prices are truly flexible and that they are detemined
under conditions of perfect competition. That is to say

there are no economic, legal political or other considerations
that might impede the free inter play of the forces of

demand and supply in the determination of prices for any items.

3» Amount of factors of production is fixed for any one country.
4. International immobility of factors.
LT Technology available to the producers of the same product

within one country is the same.

6. Tastes are assumed to be given i.e. patterns of the consumers
are given and invariant so that no changes in taste will occur
as a result of the sudden availability of certain
internationally traded goods.

7. Income distribution patterns are given and known.

8. No barriers of trade in the form of costs of transportation
information and communication. All these costs yould
impose additional bordens on the traders which would in most
cases lead to a reduction in the volume of international

trade. As a matter of fact, course trade to lease completely.

These assumptions outlined above have formed the bedrock of the
popular and authoritative theories in international trade to be
discussed below. Since the ending of the middle-Ages almost

five centuries ago, two bodies of theories have dominated
explanations of International trade: Mercanalism (1500-1800)

and the "pure theory" (1800 - )5. both theories have had a
profound effect on the trade policies of nations and the pure
theory of comparative advantage remains today the single strongest
intellectual influence on the trade policies of most industrial
countries. Moreover, the pure theory is still accepted by the
majority of economists despite the emergence of rival theories in
recent years. A natural starting point for an examination of

international trade theory, therefore, is the pure theory.5




"2§f"

2-2.3 THE PURE THEORY OF INTERNATIONAL TRADE

The pure theory is addressed to the following questions:-
(i) Wwhy do countries export and import certain products?
(ii) At what relative pric (terms of trade) do countries exchange
products?
(iii} What are the gain from international trade?

By assuming equilibrium in the balance of payments {(exports always
equals imports) and full employment cof all factors of production
(land, labour and capital), the pure theory is able to focus on real

or non-monetary relations that determine international trade.

The Pure theory of International trade has an impressive lineage
in economic thought. Its greatest progenitor was Adam Smith's
Wealth of Nations, published in 1776. Attacking the Mercantalists
who argued for the regulation of trade to secure a "favourable
balance of trade" ( a surplus of exports over imports) that would
bring in gold and silver in payment, Smith applied the doctrine of
Laissez-faire to international trade. All nations would benefit
from unregulated, free trade that would allow individual countries
to specialise in goods they were best suited to produce hecause
of natural and acquired advantages. Smith's theory of trade has
come to be known as the Thecory of - absolute advantage (A. Smith
1937).
The next and decisive step in the development of the Pure Theory
was the publication in 1817 of Ricardo's on the Principles of
Political Economy and Taxation, which introduced the concept of
comparative advantage that remains the central feature of the
Pure Theory. {(D. Ricardo 1948).
Smith's theory of absolute advantage assumed that a country would
always have a low=-cost advantage in at least one product which it
could export in exchange for other products. But suppose a country
did'nt have an absolute cost advantage in any product ? Ricardo
answered that gquestion with the theory of comparative advantaée;
even though England was less efficient than Portugal in the produ-
ction of beoth cloth and wine, it would still be of benefit for
England to specialise in cloth production and Portugal in wine
production if England were comparatively more efficient (or less

efficient) in cloth than in wine production.
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In the century following Ricardo, many economists added

refreshments to the Pure Theory. As an example, John Stuart Mill
(1806-1873) contributed the Principle of Reciprocal Demand

to explain the terms of trade. But the most significant new

development came with the publication in 1933 of Ohlin's

Interregional and International Trade (BERTIL OHLIN 1952).

Drawing on the pioneer work of Eli Heckscher, Ohlin further

developed the proposition that a country exports those goods
that use most intensively in their production the country's

most abundant factors of production, and conversely.

Ohlin replaced Ricardo's labour theory of value with a multiple
factor theory within a frame work of mutually interdependent

product and factor markets that determine trade. His theory

is known as Heckscher - Ohlin (H - O) model and together

with a subsequent refinement, it constitutes the Pure Theory

of Trade as we know it today.

To explain the Pure theory, two different but complementary
approaches are used. The first approach, using money prices,
costs and exchange rates, moves from the immediate cause of
International trade (Price differences) to the underlying

cause (factor proportion). The second approach offers a more
abstract treatment of the Pure theory with production possibili#
ties, indifference and offer curves. However, emphasis in this
study will be on the former. It is covered under the large
umbrella of why nations trade.

Absolute international differences in prices.

Absolute differences between the prices of foreign goods and

the prices of similar goods produced at home are the immediate
basis of international trade. When these differences are greater
than the costs of transfering goods from one country to another,
it becomes profitable to import goods from the lower price
country to the higher price country.An extreme case arises when
a country must obtain a good from abroad (or else go without it)
because of the physical impossiblity of producing it at home.
Thus, a country totally lacking coking coal has no choice

but to import that commodity, if it wishes to produce steel.

In many instances however, a country is physically able to
produce that it imports, but- and this is the important point-

only at prices higher than it pays for imports.
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Absolute International differences in cost. 1If is work
mentioning here that absolute international differences in
prices imply absolute international differences in costs.
Prices are lower in one country than in another because
cost are lower. When markets are purely competitive, prices
and costs are identical. Prices also equal costs of
production when markets are monoplistically competitive, that
is, when producers are able to differentiate their products
but are unable to wave long-run monopoly profits because of
competition. Under oligopoly (few sellers) and monopoly

(one seller) however, prices may be higher than costs of
production due to the opportunity for long-run monopoly
profits. 1In all instances prices must cover costs of
production in the long-run if a firm is to stay in business.
With the exception of oligopoly and monopoly prices, then,
prices equal costs of production in the long-run although
they may be greater or less than costs in periods of
short-run adjustment to changes in demand.

Dissimilar Cost Ratios

As it was discussed absolute international difference in
prices are based on absolute international differences in
costs. This absolute international differences in costs
arise when pre-trade cost ratios within each country are
dissimilar. This assertion is the core of the theory of
comparative advantage. To sum up, when cost ratios are
dissimilar in two countries there is a range of exchange
ratio between their respective currencies that will permit

gainful trade between them.

Identical Cost Ratios

The role of dissimilar cost ratios in providing the basis for
international trade is further clarified by considering the
effect of identical cost ratios. When cost (price) ratios
within two countries are identical trade between them is not
possible. 1In such circumstance neither country can gain

from trading with the other.
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Dissimilar Factor Price Ratios

Another reason that explains why countries have dissimilar
cost ratios is because of te existence of dissimilar factor
price ratios. This is so because the marginal cost of
production (which is equal to price under pure competition)

is determined by the prices paid to the marginal inputs of

the factors of production land, labour, capital and management;
and the ratio of factor prices within each country may be
dissimilar. Different commodities are made with different
combinations of factor inputs. Consequently, the commodity
cost ratio in each country reflects its factor price ratios =
the ratios between rent, wages and salaries, interest and
normal profits. In one country wages may be low relative to
rent while in another country wages may be high relative to
rent. Thus, the first country will be able to produce goods
that will require a great deal of labour and not much land
more cheaply than goods that will require a great deal of

land but not much labour. In the second country, the opposite
will be true. To summarise, it is because factors of production
are not perfect substitutes for each other and must be used in
different combinations to produce different goods that
dissimilar factor price ratios in two countries give rise to

dissimilar cost ratios in the same countries.

Dissimilar Factor Supply Ratios

Countries differ greatly in their relative supplies of factors
of production. And, a factor in relatively abundant supply
commands a price that is comparatively lower than the price of
a factor in relatively scarce supply. Common observation
reveals that there are numerous dissimilariti?§h§g the factor
supply ratios of different countries. Unless offset by relative
factor demand the prices of factors in relatively aboundant
supply are low compared to the prices of factors in relatively
scarce supply. From this it follows that a éountry will have

a comparative advantage in the production of those goods that
require comparatively large amounts of its factors of production
in relatively aboundant supply and a comparative disadvantage
in the production of goods that use comparatively large amounts
of factors in relative scarce supply. Indirectly, then, a
country exports the services of aboundant factors of production
and imports the services of scarce factors of production.
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Te Dissimilar Factor Demand Ratios
Even if the relative supplies of land, labour management and
capital were identical in two countries (in most likely
condition) dissimilar demands for the use of these factors

in production would create dissimilar fact price ratios and
would thereby provide a basis for international trade.

As it has been discussed above, the basis of international trade
hinges on the sequence from absolute international price differences
to absolute international cost differences, from absolute
international cost differences to dissimilar cost ratios within

each country, from dissimilar cost ratios to disssimilar factor price
ratios, and from dissimilar factor price ratios to dissimilar factor
supply and factor demand ratios. Dissimilar factor supply ratios
are the most fundamental links inthis chain of causation. There is,
however, no single ultimate basis of international trade - all of
the market conditions that combine to determine prices in each
country together constitute the basis of trade. These market
conditions are naturally inter-dependent; each is both a cause and
an effect. This inter-dependence is illustrated in figure 2-1

which depicts the principal relationships that determine prices in

a "Closed economy" with no international trade.

FIGURE 2 - 1
PRICE DETERMINATION IN A CLOSED ECONOMY
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The demand for goods as in figure 2-1 is dependent on
tastes and the level and distribution of national income.

National income, in turn derives from the prices and amounts of
productive factors used to produce the national product, that is,
the sum total of wages and salaries, interest, rent, and profits.
The demand for goods interacts with the supply of goods to
determine prices. The supply of goods is itself determined by the
cost of production and, as was noted when markets are purely
competitive the price of a good equals its marginal cost of
production. Because the production of goods requires the use of
factors of production, the demand for goods creates a derived
demand for factors of production. The demand for factors of
production is also influenced by their physical productivity or
physical input - output relationship. However, when a closed
economy is opened up to international trade, its system of prices
interacts with foreign price systems. The immediate imput of
international trade is felt in the demand for goods - goods with a
comparative advantage experience a new foreign demand while goods
with a comparative disadvantage lose their domestic markets to
imports. These changes in demand then feed back to affect
eventually the prices of productive factors. Over the long run,
international trade may even bring about changes in factor supplies
as they respond to shifts in factor prices. Give time, inter-
national trade may so transform the economy that it bears little
resemblance to the sort of economy that would be feasible in the
absence of trade.

The theory of comparative advantage provides an understanding of
the basis of international trade. It would be asserted that
dissimilar factor supply ratios in diffferent countries are the
basis of international trade. However, the influence of factor
endowments may be tampered by factor demands. Dissimilar factor
endowments (relative to demand) give rise to dissimilar cost ratios
that are transformed into absolute international cost differences
upon the establishment of an exchange rate. These absolute
differences in costs (and prices) are the stimuli of international
trade, but misunderstanding their dependence on the cost ratios
within each trading country leads to mistaken conceptions of trade

and unwise government policies.
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2. 2.4 NEW THEORIES OF INTERNATIONAL TRADE

(a) The Leontief Paradox:

As noted elsewhere, the central proposition of Heckscher-Ohlin
model of the pure theory of trade is that a country will export
products that use intensively its relative aboundant factors of
production and will import products that use intensively its
relatively searce factors of production. 1In an analysis,
Wassily Leontief tested the proposition for the United States
by using input = output tables covering 200 industries and the
1947 trade figure covering the capital labour ratio in the U.S.
export and import industries.

Leontiefs findings as analysed in his "Domestic Production

and foreign trade, the American position re-examined" and as
shown in (table 2-3) indicate that a million dollars of import
replacements require more capital relative to labour to produce
in the U.S than a million dollars of U.S exports.

TABLE 2-3

DOMESTIC CAPITAL AND LABOUR REQUIREMENTS PER MILLION DOLLARS
OF U.S. EXPORTS AND OF COMPETITIVE IMPORT REPLACEMENTS OF
AVERAGE 1947 COMPOSITION

EXPORTS IMPORT
REPLACEMENTS
Capital (in 1947 dollars) 2,550,780 3,091,339
Labour (worker-years) 182 170
Capital per worker-year
(dollars) 14,015 18,184

SOURCE: Wassily Leontief "Domestic Production and Foreign Trade;
American capital position Re-examined", in R.E. caves
and Harry C. Johnson (eds.) Readings in International
Economic (R. D. Irwin, 1968).
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From the above input-output table constructed for the U.S based
on 1947 data Leontief posed the following two questions: If
exports of the United States are reduced across the board by one
million dollars that is, a proportionate reduction in the value

of all exports, how much capital and how much labour will be
release by the export industries and by those related to them
through the input-output table? At the same time, if there is a
one million dollar proportionate increase in the domestic
production of goods being imported, what will be the total capital
and labour imputs needed to support this increase in output. If,
as in commonly assumed, the U.S. is a capital abundant nation, the
Heckscher Ohlin model yields the hypothesis that the reduction in
export production will release more capital and less labour

than will be absorbed by the increase in import completing goods
production.

Leontief found that the postulated shifts from export production
to import competing production released more labour than was being
absorbed and relatively less capital than could be absorbed. 1In
other words the U.S tends to export its labour intensive goods and
import capital intensive goods. These results quickly earned the
title "Leontief's Paradox" -’

The explanations for the Leontief Paradox as a new trade theory
can be categorised into six major groups viz :8 -

(1) U. S. Demand bias for capital intensive goods

(ii) PFactor intensity reversal

(iii) U. S. Import Restrictions

(iv) Scarcity of Natural Resources.

(b) Human Skills Theory of Trade:

The human-skills theory explains the Leontief Paradox in terms of
a U.S5. comparative abundance of professional skills and other
high level human skills. Instead of adjusting the U.S. capital/
labour ratio by multiplying the denominator (labour) by three or
some other multiple as suggested by Leontief in his 1947 data
analysis, the human skills theorists increase the numerator
(capital) by adding the value of labour skills. The Leontief
approach would wave the U.S. labour abundant; the human skills
approach would make the U.S. capital abundant by redefining
capital to include human skills.
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Thus far the results of empirical studies carried out by

D.B. Kessing "Labour skills and comparative Advantage" The
American Economic Review (May, 1966), Robert E. Baldwin
"Determinants of the commodity structure of American Trade: further
Theoretical and Empirical Analysis" Review of Economics and
statistics (Nov., 1956) and Peter B. Kenen "Nature, captial and
Trade", Journal of political Economy (Oct., 1965) have evidenced
that the relative abundance of professional and other highly
skilled labour in the U.S. is a major source of its comparative
advantage in manufactured products. The recognition of human
skills as human capital also offers a partical explanation of the
Leontief Paradox. Rather than a seperate theory, the human skills
approach may be regarded as a fruitful refinement of the
conventional theory of trade. It has added a new factor of
production (Labour skills) to the H - O model and for that reason

is sometimes called a "Neofactor" Theory.

(c) Technology Theories of Trade.

Technology innovations assumes two basic forms:
(1) New and more economical ways of producing existing
products and
(2) The production of wholly new products as well as

improvements in existing products.

Technology theories postulate that certain countries have special
advantages as innovators of new products. They also postulates
that there is an "Immitation lag" that prevents other countries
from immediately duplicating/copying the new products if the
innovating country. These two conditions give rise to

technology gaps in particular products that afford the

innovating country an export monopoly during the period of
immitation lag.

Posner M. 1961, in his article "International Trade and Technical
change" has distinguished a demand lag and a reaction lag that
together makexﬁy the immitation lag. The demand lag occurs
because new foreign goods may not be regarded as perfect
substitute for old domestic goods. The reaction lag is the time
between production of a new product in the innovating country

and the time when a potential producer in the local market views
the new product as a competitive threat that should be met by
local production.
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And according to Wells L. T. 1972, in his article "International
trade; the product life cycle approach" the innovating country
obtains an export advantage because the demand lag is ordinarily
shorter than the reaction lag. The length of the reaction lag
depends on economies of scale, tariffs, transportation costs, income
elasticity of demand and the income level and size of the foreign
market. Large economies of scale in production, low tariffs and
transportation costs, a small income elasticity of demand, low
income levels and small market size act to favour a continuation

of exports from the innovating country by delaying local production.
And conversely, the innovating manufacturer enjoys an export
monopoly advantage, but later immitators in other countries must

depend on lower costs to justify local production.

Technology gap theories as such do not explain why certain countries
are technological leaders and other countries technological
followers. Nor do they explain satisfactorily immitation lags.

From the foregoing it was noted that Nations trade because it is
beneficial to do so, beneficial in the sense that it permit
economic units (firms, households, Governments) to exchange goods
and services they can produce relatively more cheaply for those
goods and services that they desire but could only produce for
themselves at a higher cost.

Since International trade deals with flow of goods and services
across nations it can not be divorced from government influence
through policies that would ensure the optimum benefits there from.

It is against this background therefore, that this study tend to
discuss the issue of foreign economic policy as an important
factor in international trade.

2.2.5 FOREIGN ECONOMIC POLICY

The rationale of government ecgnomic policies throughout the world

is that national economies, it left alone would fail to achieve
goals which are deemed to be in the national interest, such as
full employment, a "Satisfactory" rate of growth, an equitable
distribution of income, and a "strong" balance of payments.
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(d) What is Foreign Economic Policy?

Broadly conceived, foreign economic policy embraces all of the
varied activities of national government that bear, directly or
indirectly, upon the composition, direction, and magnitude of
international trade and factor flows. This conception of foreign
economic policy covers not only such obvious examples as tariffs
policy, but also domestic governmental measures, such as monetary
and fiscal policy which have an impact upon foreign trade and
investment. 1In terms of effects, therefore, it is impossible to
classify government policies as exclusively domestic or exclusively
foreign. Instead, they may be regarded as occupying different
positions along a continuum that stretches between an internal
effects' Pole and an "external effects" Pole. Policies that have
only insignificant effects on foreign trade and investment (such

as government subsides for housing ) are close to the "internal
effects" Pole while policies that have insignificant domestic effect4

(such as lowering a revenue duty on an inported goods) are close

to the "external effects" Pole. Most government policies, however,
fall between these two poles, and growing international

interdependence is pushing more and more policies toward the centre.

(ii) The Goals of Foreign Economic policy.

There are several ways to classify the goals that nations may
strive to achieve in their foreign economic policy. It is not
intended to catalog the many ends of foreign economic policy, but
to illustrate their diversity seven of the most fundamental goals
are chosen for discussion; the purpese is simply one of

identification.

(a) AUTARKY OR NATIONAL SELF-SUFFICIENCY
A full autarkic policy aims to rid the nation of all

dependence on international trade and investment because
this dependence is feared for economic, political, or
military reasons. Autarky is clearly inconsistent with
the continuance of economic relations with other countries,
the political counterpart of autarky is isolationism, of
course, most nations do not possess the domestic resources

required to practice any significant degree of autarky.
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(b) At the opposite extreme to autarky lies the goal of

(c)

(d)

ECONOMIC WELFARE that springs from a conception of

international trade and investment as an opportunity to
reap the gains of international specialization. Foreign
economic policy in which the objective of economic welfare
plays a leading role seeks to expand international trade
and investment by lowering or eliminating tariffs and other
barriers to the free exchange of goods, services, and
factors. As noted above, this liberal Philosophy of trade
was dominant in the period preceding world war I, when the
United Kingdom, the paramount trading nation at that time,
espoused a policy of free trade and most other nations used
only the tariff in controlling trade. Since world war II,
economic welfare has emerqge’ once again as a prominent

goal in the foreign economic policies of the industrial

countries of the west,.

Between the two extremes - autarky which would requlate
foreign trade out of existence and free trade which would
impose no restrictions whatsoever - there are many other
goals that serve to motivate foreign economic policy. Chief

among them is PROTECTIONISM - The protection of domestic

producers against the free competition of imports by

regulating their volume through tariffs, quotas and the like.

Since the 1930s, STABILITY OF THE ECONOMY AT FULL-
EMPLOYMENT LEVELS, has been among the most important

objectives of national economic policy. When the aim of
full-employment stability dominates the foreign economic
policy of a nation, international trade and capital
movements are viewed as both a source of disturbances to
the domestic economy and a means of compensating for
disturbances originating within the economy. Whether
foreign trade and capital movements are restricted or
encouraged depends on mostly upon current levels of

domestic economic activity.
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Sooner or later, all nations are compeled to remedy

deficits in their Balance of payments, whether through

market adjustments or controls. When a nation's reserves
are low, and its balance of payments is weak, the objcetive
of payments equilibrium may come to dominate other
objectives of its foreign economic policy and even of its

domestic policy.

Today the non-industrial countries of Asia, Africa and
Latin America are desperately striving to accelerate
their economic growth and to raise the living standards
of their peoples. The pressing concern of these nations
with the mammoth problem of ECONOMIC DEVELOPMENT has led
their governments to regard international trade as an

instruments to achieve such developments to the exclusion
of other ends. Thus, tariffs and other restrictive devices
are employed to protect "infant industries" or to keep out
"non-essential" consumer goods. On the other hand,

capital goods and other "essential" imports are

encouraged by subsidies or favourable exchange quotas.
Exports may be requlated in an attempt to promote

economic development.

During periods of actual warfare the international
economic policies of nations are directed toward the
overriding objective of winning the war. Even in the
absense of armed conflict, however, ECONOMIC WARFARE 1is
often among the goals of international economic policy.

(iii) THE INSTRUMENTS OF FOREIGN ECONOMIC POLICY
Foreign economic policy involves instruments as well as

goals. In this study policy instruments are taken to
signify the tools that are employed by government with

the intent to influence the magnitude, composition, of
direction of international trade and factor movements e.g
Market variable, such as exchange rates and direct controls.
Much of the foreign economic policy of a nation is affected
through agreements and business enterprises enjoy in a
foreign country are those spelled out in treaties and

agreements previously negotiated by their own governments,
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Thus, international treaties and agreements determine
the treatment to be accorded feoreigners and foreign

interests.

The instruments of foreign economic policy exhibit a broad
variety, and it will prove helpful to examine them in terms of
our areas, three of which deal with different segments of the
balance of payments and are, with the balance of payments as

a whole., Figure 2-2 lists these policy areas together with

the principal policy instruments that are available to gover-

nment of countries with market economies.

FIGURE 2-2

AREAS AND INSTRUMENTS OF FOREIGN ECONOMIC POLICY
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The dots indicate the policy instruments that are primarily

associated with each policy area. However, it would be a mistake

to identify a policy area with a particular set of policy
instruments, for many of them may be used to achieve different

policy goals depending on the circumstances. In particular,

balance of the payments policy may utilize all of the policy
instruments shown in figure 2-2. Actually these policy

instruments are more accurately defined as "Policy instrument types"

since each consists of several specific policy tools. For instance,

non-tariff trade barriers include quotas, border taxes, customs

procedures, antidumping regulations, domestic subsidies and others.

(
(a)

(b)

(c)

Commercial policy; refers to all government actions that seek
to cuter current account transactions, especially in
merchandise. Especially, the main instrument of commercial
policy has to do with import tariff, but today non tariff
barriers and export promotion are often of equal or greater

importance.

Investment Policy: Covers government actions with respect to
international long-term lending and borrowing (portfolio in-
vestment) and with respect to international movement of busi-
ness enterprises, which involves not only capital but manage-
ment and technology as well (direct instrument). Ordinarily,
the governments of investing nations restricts investment out-
flows only for balance of payments reasons; more commonly,
they promote direct investment outflows via inducements of

one sorts or another. On the other hand, although the Gover-
nments of borrowing or host nations seldom deters inflows of
portfolio investment, they frequently do so in the case of
certain forms of direct investment while at the same time
encouraging other forms. Because of the rapid development of
multinational Companies that produce and sell through out the
world, foreign investment policy has assumed a critical impor-
tance for both home and host countries.l0
Foreign Aid Policy: Includes all of the activities involved

in the field of governmental loans and grants that are intended
to aid in the reconstruction, economic development or military
defence of the receipient country. Compared to the other
policies, foreign aid policy is a new comer; it was born out

of the viscitudes of the early post-war period when europe

lay economically prostrate. Later, a recognition of the oblig-




37

ation to help in the development of the economically
backward countries of the world provided another stimulus

to foreign aid policy. The united Kingdom, forexample will
provide aid to developing countries for basic infrastructure
projects, such as a road or power facilities essential to a

British private investment project.11

Simultaneously, the
threat of the cold war before it was overtaken by events
gave rise to large scale U.S. programs of military and
economic aid that sought to buttress the free world against

internal and external communist aggression.

(d) Balance of payments policy: embraces all of the actions of
governments to maintain or restore equilibrium in their
external accounts. 1In the face of an enduring, fundamental
disequilibrium, governments generally respond to a deficit
(suplus) by:-

(1) Deflating (inflating) the domestic economy with
monetary and fiscal instruments.

(2) Devaluing (revaluing) the exchange rate or

(3) Imposing exchange controls over some or all

international transactions.

These basic instruments of adjustment may be used singly or
in combination, and at times they may be rejected by
governments in favour of policy instruments, such as tariffs
and quantitative import restrictions that are normally

associated with other policy areas.

The above analysis on the conceptial issues in International
trade provides the basis for understanding International trade
as built on acknowledged theories, ﬁighlighting the
fundamental foreign economic policies and their instruments
that nations employ in trading with one another.

It is based on the framework built above that the next section
of this chapter will discuss Nigeria's International trade
with emphasis on commodity export
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2.3 NIGERIA IN INTERNATIONAL ECONOMY

Through International trade a nation is able to obtain more goods
with which to satisfy the needs and desires of its people(the
ultimate end of economic activity) than if it were to produce all
goods at home. This is the true gain from international trade; it
is the fruit of international specialization in accordance with
comparative cost advantages. International trade is indirect
production. It enables each country to combine its factors of
production more effectively by specializing in the production of
those goods that are produced by using large amounts of its
relatively abundant factors and small amounts of its relatively
scarse factors. In this way a country may produce for export
those goods in which it has a comparative advantage and import
those goods in which it has a comparative disadvantage.

Thus Nigeria like many other counties its international economy is
built upon its export/import business with other countries. 1In
this regard Nigeria's economic position will be reviewed with

a view to highlight its trend especially the export aspect

examine the country's Trade and finance policies since the
introduction of Structural Adjustment Programme (SAP) in general and

those on Intra-West African Trade in particular.

2.3.1 AN OVERVIEW OF NIGERIA'S EXPORT TRADE

To undertake a general review of Nigeria's export trade the use
of relevant statistics as summarized in tables 2-4 and 2-5 is

necessary.

From table 2-4, it will be observed that Nigeria's total exports

in value terms rose from N330.1 million in 1960 to N877.0 million
in 1970 and by 1980 peaking at N13.7billion. The total exports
value since then has been on the increase with 1991 recording
N121.5 billion. It is however, useful to point out that whereas

in 1960 non-oil exports, mainly agricultural commodities, accounted
for over 96 per cent of the country's export earnings, by 1970,

0oil exports had risen to over 58 per cent and have consistently
accounted for over 90 per cent of the country's foreign

exchange earnings since 1974, with non-oil exports contributing

less than 10 per cent.
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In the non-oil export sector as summarized in table 2-5 the
export of agricultural commodities pre-dominate with cocoa,
palm kernel and rubber accounting for the bulk of the country's

export earnings in this sector.
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TABLE 2-4
NIGERIA'S EXPORT TRADE 1960 - 1991
OIL EXPORTS NON - OIL TOTAL EXPORTS
EXPORTS
YEAR N 'M % OF N 'M % OF N 'M TOTAL %
TOTAL TOTAL
1960 8.4 2.5 321.7 95.5 330.1 100%
1961 23.6 6.9 316.6 2351 340.2 100%
1962 33.8 10.3 294.2 89.2 328.0 100%
1963 40.6 11.0 329.1 89.0 369.7 100%
1964 64.6 15.3 356.4 84.7 420.9 100%
1965 136.2 25.4 3903 74.1 526.5 100
1966 186.3 33.4 371.1 66.6 557.4 100
1967 146.9 30.8 329.3 69.2 476.2 100
1968 75.1 18.2 337.9 81.8 413.0 100
1969 262.1 41.6 367.1 58.4 629.2 100
1970 509.9 58.1 367.1 41.9 877.0 100
1971 953.9 74.5 326.9 25.5 1,280.8 100
1972 1,180.0 83.0 241.8 17.0 1,421.8 100
1973 1,901.2 84.0 362.1 16.0 2,263.3 100
1974 5,380.5 93.0 403.3 7.0 5,783.8 100
1975 4,590.0 93.3 330.1 6.7 4,920.1 100
1976 6,366.5 94.4 ITY.2 5.6 6,743.7 100
1977 7,099.6 93.1 529.1 6.4 7,628.7 100
1978 5,689.4 90.2 619.1 9.8 6,308.5 100
1979 9,892.4 95.4 478.9 4.6 10,371.3 100
1980 13,330.8 97.4 356.7 2.6 13,687.5 100
1981 10,687.8 82.1 323.3 2.9 11,011.1 100
1982 8,920.6 - P 266.7 2.9 9,196.3 100
1983 7,303.9 94.6 418.9 5.4 7,722.8 100
1984 8,685.4 95.2 442.5 4.8 9,127.9 100
1985 11,335.8 96.7 384.9 3.3 11,720.7 100
1986 8,425.7 93.1 621.8 6.9 9,047.5 100
1987 28,208.6 95.4 1,369.3 4.6 29,577.9 100
1988 29,;292.7 88.4 3,891.8 11.6 33,184.5 100
1989 55,016.8 94.9 2,954.4 5.1 57,971.2 100
1990 106,626.5 97.0 3,259.6 3.0 109,886.1 100
1991 116,856.5 96.2 4,677.2 3.8 121,533.7 100

*Provisional figures used

SOURCE: Annual Abstract of Statistics (1961-1985), Review of External
Trade (1986-1987) CBN Annual Reports and Statement of Accounts
1991.
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TABLE 2-5
NIGERIAS NON - OIL MAJOR EXPORTS 1960 - 1990 (¥ ' M)

1960 1970 1980 1990
NON-OIL EXPORTS (TOTAL) 321.7 367.1 356.7 3,259.6
OF WHICH
COCOA (beans, butter and
others) 74.0 149.0 202.3 1,154.6
Palm Kernel 52.2 21.8 2.3 94.9
Palm 0il 28.0 1.1 0.2 0.0
Groundnut 46.0 43.5 0.0 0.0
Groundnut oil and cake 10.6 34.3 0.0 0.0
Benni seed 3.8 0.0 0.0 0.0
Culumbite 4.2 0.0 0.0 0.0
Tin metal 121 33.2 4.1 5.2
Coal 0.1 0.0 0.0 0.0
Rubber 28.4 17.6 19,3 769.6
Wood Products 16.2 6.2 0.08 26.9
Cotton and Yarm 12.4 17.3 0.0 96.7
Others 33.7 43.1 128.42 ) 7158

SOURCE: Federal office of statistics and CBN Annual Reports.






