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ABSTRACT

Prior to the N gerian Fnterpriscs Decrees of 1972 and
1977 nmost businesses in the country were owned, nanaged
and controlled by foreigners. The indigentsation decrees
sort to pronote indigenous ownership and control of enter-
prises. Thus today joint ventures are the only noans by
whi ch foreigners can invest in N geria.

Most devel opi ng countries encourage direct foreign
I nvest nent not so nuch for the provision of finance which
In certain cases nay he crucial but for the provision and
possi bl e di ssem nation of technology and technical skills
necessary for economc developrment. Infact, it is currently
thought that nost of the capital involved in direct foreign
Investnment is got fromreinvestnents of profits and | oca
savings so that the nost portant gain accruingto the
| ess devel oped c untrics fromdirect foreign investnment is
technol ogy transfer. Technol ogi es from the devel oped
countries have often been said to be unsuitable for the
factor endowrents of the | ess devel oped ones. This is
because technol ogy bei ng human ability to handle factors of
production is heavily influenced by the soci oeconomc
environnment for which is produced and can not be transferred
whol esale to conpletely different environments to raise

production and wel fare.

It isin this sense that technol ogies from the nore
devel opl ed of the devel opi ng countries which have undergone
sone adaptation and nodification become significant. India
bei ng one of such nore developed third world countries, this

study is undertaken to examne the inpact on the N gerian
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econony of N gerian-Indian joint ventures by way of:

) transfer of technol ogical skills,

2) wuse of local raw material s,

3) provision of enploynent opportunities,

4) pronotion of entrepreneurshinp,

5) provision of acceptable goods and servi ces,
all of which are objectives of the nmanufacturing sector
in the fourth National Devel opnent Plan. It is hoped
that this study will be of use to nore detailed studies
of the operations of joint ventures from other devel opi ng
countries. Such studies ained at accessing their inpact
on econom c devel opnent and thus their desirability should

pay special attention to the factor endowrents of the

country.
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Chapter I C
. INTBODUCTION

The avialability of or access to external finanée and
technolozy has a strong influence on cconomic development
in tho less developed countrics, While cconowmie growth
should or oucht to depend largely on o process of domostid
capital formation and accumulation, there exist scoveral
Limitations om such a proccss owing to low productivity |
and low capital absorptive capacity in relation to growing
demand for public and private consumption, which therefore
warrant technical; managerial and financial support fiom
abroad. It should be noted that the technical, managerial
and teochnologicel aspects of foreign investment are as
important as the financial, for financial rosources alone
can ROt carry out cvery aspect of development judging by the
Figerian experionce, - !

The gap in cxecutive, technical and technological capaclty
is s0 severe in relation to development cfforts in the
developing countries that they have to, inspite of financial
abundance, depend on foreign investors for thesc special
skills both in the public and private scctors of their |
cconomies, The transfering and acquiring of technology. ls™ thus
the inevitablc answer to the gquestion of rapid economic growth
in the less dcveloped countrics., (IDCo)

I.I The Problem

The technologics avialable from developed countries with
relatively short labour supplics and abundant capival .. -
resources are attuned to their own requiremcents which have
largely become leisure oricnted. These technologles make
grcater dso of capital than labour, and inputs are of wveory

high degrec of sophistication which among other things
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presupposes the existence of highly developed technological
gkills among the workers, which is more often than not absent
in developing countries, |

Thus, before the technologies of the developea countries
can be successfully utilised in the less developed ones, a
lot of modification and adapiation needs to be done to make
them suitable for developing countries., It is in this sense
that the availability of technology from the relatively more
developed among the developing countries assumes special
significance. These countries have gone through some - ..
anmount of adaptationygng modifiéation The redulting. . - o

technologice . 7 <aa thus be adapte” more easily thnan
those got. directly from developed countries,

India has made considerable progress in industrial
develoPment since indepcndence and has also developed a kind
of intermediate technology whiéh could be transfered by the
establishment of joint ventures abroad. especially in
co-developing countries like Nigeria., .. .. -

Ay per the ontrepriiscs pronctions decree of I972 and ther o
subsequent one of 1977, joint ventures are today the only
means hy which direct forcign investment is admissible in
Nigeria.

The cnterpriscs promotions decree (I972) had classified
Nigerian enterpriscs into scheduler one and two. barring foreign
participation in schedules Znc cnborprises and naling ferel: n
participation in schedule iwo enterprises Bubjeot to a
minimum of 40% Nigerian participation. The 1277 amendment
which included banking and insurance cnterprises created g
third schedule., While schedule one enterprisces continued

to be barred T to foreign participation; schedule two enterprises
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were made subject to a least 60% Nigerian participation
and schedule three enterprises subject to at least 40%
Nigerian participation.

In this way joint venturc between Nigerian and foreign
investors which began to be encouraged under the I95I Pionecer
Industries Ordinance (under which at least I0% Nigerian equity
was a condition for obtaining pioneer status) becamc mandatory
under the I972 and I977 enterprises promotions decrees.

The gtudy of such'joint from other developing countries is
therefore necessary to access how they have contributed
towards bthe indigenisation process as well as ceconomic growth,

T,2 ‘Objectives of the Study

Direct foreign investment involves the bringing in of
both foreign capital and know-how and it is encouraged by
the host country to scceclerate the rate of e¢conomic develop-
ment. Unitl I972 most large and medium sized businesses in
Nigeria werc managed, controlled and owned by multinational
oorporations. Nigerians only had a negligible share in the
ownership, management and control of thesc enterprises.

Post independence era demanded indigenisation but this
objective could not even be partially achicved till the
enterprises promotions decrees of I972 and 1977,

In view of these steps g new era emersed with Nigerians
taking part in the real sensc in the gwnership menagement
and control of enterprisces in the country. It 1s in the
context of this new cra that this project is undertakeh,
the objective being: to study the operations, problems and
prospects of Nigerian - Indiar Joint v mtrues in tie
country with o view to examing the impact on the economic
development of Nigeria of joint venture with a more

developed of the less developed countrics - INDIA, .
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The specific objectives of this project are thus to
eXamine: |
I. the extent to which Nigerian-Indian Joint ventures
have transfered technology which is desirable in the
Nigerian context,
© 2, the extent to which Nigerian Banagers and technicians
have been trained to take ultimate positions in the
organisations,

{218 the extent to which goods/services producedfrendered
arc acceptable for consumption in the country and the
possibility of subsequent export of such goods/services,

_ %4 the conditions/factors which have hampered the growth
of these joinc¢ ventures,

5  the impact these joint ventures have had on the
gociety by way products, cmployment as well as
behavioural aspects, gnd finally

6. T suggest some remedial measures to strenghten these
joint ventures so that ultimate objectives of owning,
managing and controlling of industrial establishments
in Nigerian by indigens is achieved,

Finally, this study is being undertakca given the background
that therc has been a lot of outery regarding the failurc of
the Developed Countries in assisting cconomic development in
the developing or less developed countrieé through direct
foreign investment.

T4 *.; Methodology
~ To carry out thic .‘idy a list of Nigerian Indian
ventures in the country wis obtained from the Indian High
Commission in Lagos. On secrutinising the list, it was

found | that these joint v:nturces are spresd throughout the
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country. Considering cost and time factors and the nature
of the problem it was decided that the study be restricted to
joint ventures in the Southern part of the country.

) B 2 § The Sample

‘A detailcd questionnaire was then drafted ( a copy is
attachcd in avpendix I ) and mailed to the scven organisations
seleeted for the study. Unforntunately, this yielded no
rcsults as no completed questionnaire was sent back even
with the addresscd and stamped envelopes that were sent,

With this dcvelopment I had to pay personal visits to the
organisetions sometimes upto three times for geme., By such
visits I was ablc to collecct four completed questionnaires.

Since the analysis of four questionnaries could hardly
be expceted to result in meaningfull conclusions, my
gapcrviser and I decided that the same questionnaire be
administered to other joint ventures with gome Indian
participation. The other partnors in these organisations
were Japancesc, and British, Questionnaircs were administered
and collzcted from threc of such organisation so that in
all seven gucstionaires were colleccted., Por two of these
threce organisations the forcign partner are Indians with
British nationalities.
The brcakup of tho organisations siudied in terms of products
is given in Table I.I.

Table I.I
Product Wisc Classification cf Join Venturcs Studicd

Naturc of Product > NO

i Machinq;Toola/ﬂnginocring 2

i

Tektile}CanVass Good
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Elcctrical E& I
Building Materials | I
! Total T

Source: computed from the questionnaires
Most of thc respondents did not fill up all thc columns
in the gquestionnairc particularly thce financial aspocts on
grounds of secrccy, complex naturc of the problem and other
cxecuscs, Nonc of the organisations was willing to supply
copics of their balance sheets and statcments of accounts
also on the ground of seorccy,.

‘bthér sources of Information

In view of thesc difficultics wc decided to mect some--
top exccutives of the orggnisations to get some information
80 that some important gaps could be fillcd, In such:
privatc discussions somc important information were gathcered.
Also the Federal Ministry of Trade and Industry was
approached for nccessary data regarding joint venturcs
in Nigeria and the incentives offercd by the Pederak Govern-
ment for such jeint venturcs., Two reports woere obtained
from India on the working and problems of Indian Joint
Venturcs abroad and these have been used and acknowlcedged
in appropriate places,

Some officers of the joint ventures studiced also gave
their vicws on the workings of the joint ventures but
requested that their identitics be not disclosed. 1In
viowjghis and the promise given about non disclosurc of
company identity before meost of the organisations agrecd to
complcte the questionneires, the names of the joint
ventures studied arc not disclosed in this study. An-
analysis of the questionnaires and other relevant information

is given in chapter fivo.
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Ted ° \.iteraturc Review

. ——

A lot has been written in recent times on the usefulness
of foreign investment in the devclopment of the less
developed countries. It is gencrally believed that the
transfer of technology is the most important gain that is
cxpected to accruce to the less developed countrics from
forcien private investment. Selceted literaturce is here
revicwed to show the views of some contributors on the
issue,

Soyode (1983 says that the scle or ultimate purpcse of
acquisition of tcchnology is economic development. He
dcfines technology as the proeccss whercby the absolute level
of poverty of a naticn is c¢uniinually declining,

His definition places emphasis on distribution of
incomc rather than mere inercase in Gross National Product
(GNP) or pcr capit . income for inequitable distribution
could result in a situation where the GNP or per capita income
is increasing and the number of pcople in object poverty is
increasing cven at a faster rate.
After defining Joint Venturcs as thc sctting up of
busincss between local and foreign partncrs to accclerate
the transfer of technology to incrcasc local production he
went on to asscrt that joint venturc technology so far has
only been applied in the country but not transforrcd., For
only whcre such technology is adaptcd to loecal requircments,
can transfcer be impliecd,

On indigenous technology he says, "It is by far more
cost beneficial from the point of view of expenditure of

national rcsources to acquirc a technology known to be
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effcctive presently and built or improve thereon, We are
likcly to developed technology morc rapidly that way -
the Japancsce way,"

Nwankwo (I980)gsees joint ventures as a development
of the I96C.: in Africa, According to him joint venturcs
evolved to : 3clve the mutual suspicion with which foreign
investment b, ziving the indigens a feeling of being part

the
of thc show end / foreign pattner some fecling of sccurity

and political acceptability.
Benofits

Joint venturcs c¢nablc the foreign investor to jump the
usually hizh domestic tariff walls and to taken advantage
of local collaboration cspecially in thec areas of mobilising
domestic resources,labour relations, local marketing and
publicity, #or the host country joint venturcs are an
cffeetive means of attracting forcign capital and know-how
without which key industrics would not be started in the
first place, Murthermore joint venturcs arc an cffective
way of acquiring technology which could be in the form
of tcchnical and managerial know-how as well as foreign
conncetions,

Transfer of technology ho says is thce incvitablc answer
to thce question of rapid rate of economic growth in the LDCs.
On the issuc of whether joint venturcs have achicved the
advantagces claimed of them he says. "To the extent that
countrics limit the arcas or sectors in which dircet foreign
invcstments is admissible and to the extent that even in
these scetors a minimum indigenous participation is
stipulated onc may be tempted to suggest that joint venturcs
rather than promoting have actually limited the volumc of
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dircet forecign invegtment," This of course is assuming that

the investments would have been made in the desired qauntities

and scctors, assumptions which he sces as plausible. Thus
rather than rctard,joint venturce appear to have promoted
forcign private invcstments in Nigeria,

He went further to say that the Nigerian coxpoericnce shows
that joint ventures do and can achicve most of the advantages
claimed of them, and that whother joint venturcs transfercd
technology or not depends cn the joint venturc agreement and
whether the reciricnts have the neeessary training to
assimilatce the technology. The Nigerian cxpericnce he says
tends te support thoe view that joint ventures acccleratc
the transfor of tochnolory by the stipulations in their
agrecments regarding training and employment of indigenes,
the usc of local materials and above all the opportunitics
offered to indigzencs to make a try.

Lall and Stecten (I977) foecl that:

(I) 4.ta on the naturc and cxtent of privatc forcign
investment arc still indequatc cspecially with prebloms
of mcasurcment whorc inflation renders book valuc
mcaningless and investments are in the form of machinery
or capitalised cquipmunt;

(2) great zaps exist in statistics availablce from both
iavestors and rceipicnt countri.s owing partly to
business scercey and lack of official scrutiny,

(3) firms opcrating across nations and over long distances
sulfer an intrinciec disadvantage cnused by difficultics
in communication, linguistic and cultural diffcrences,

lack of knowludge of local markets g¢d: so that for
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transactional investments to be profitable they must
have accoess to some sort of speeial advantages over
potential local competitors usually in the arcas of
capital, management and technology.
direct foreign investment (DFE) 1s a relatively expensive
way to acquire forelgn financce for invostments by
Multinationals tend to be more expensive than most
gunller companics. Studics show host countrics not
to galn much financial bencfit from DFI ~nd would seen
to gain less if hiddoen romittances by way of transfor
pricing werc fully known.
the : main advontage offcered by dircet forcign
investment is not finenge but-technoXogy and supericr
management. Morcover foreign borrowing and aid do not
generally substitutes for DFI; if onything they are
complemciitary.
the actunl inflow of DFI may not boe vory large as mest of
the total valuc of capital inveeted and profit romittancus.
come from locally earned and reinvested profits and
locnl savings.
$ 1¢ capital contribution of DPFI may be in the form of
machincry or capitalised intangibles (know-how, goodwill
brand, name ¢te) rather than cash; the valuation of
which is difficult and may be arbitrary. Thus to raise

the cquity shore in investment foreign partnors put

T . highivalusa oB used.pachinery or.brand nane.nost LDCs

partners do not chock closely. Morcover n local partaer
may collaborate with the foreiign invostor te overvoluc

to bypass officianl control and paynent of tax and
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royalties,

(8) 4n thc gencral scnse of technology being the hunan
ability to handle the means of production, it is
certainly a vital component of economic progress.

However it has come to be incercasingly rccognisced that

the particular form that technology takcs at any given

timejg;y ziven context is heavily influcencial by the
socio-cconomic envircnment for which it is produced. It

can therefore not be transfered wholesale to competely
different envrionments to raise production ond welfare,

(9) tte issue of appropriatencss of technology is two fold:

First, with regard to the products and proccsscs and

concernced with per capital income savings, sophistication

of demand, and investment per worker,

Secondly with regard to.the use of factors of production

For the technologics transfercd arc often excessively
capital intensive in rclation to the factor cndownment -
of the less developed countriecs (LDCe) and lcad tod

I, an aggravation of epnployment problems

2, worsening of incomc!inequalitics

3. distorting influences on technologics used by
other industrial firms,

4, o bias in production towards high income,
sophisticated and differcntiatcd products for
which technology has been devcloped,

As far us adaptabllity gocs most modern high technology
cannot be changed to suit LDCs cndownments. The demands of
precision, continuity, scalc and conplexity are too great,
Thus tkc bulk or corc of basic production processc¢y
tranaferregygultinat1onals dircctly or by liccnce are not
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adapted in any significant way to suit LDCs low wage conditions,

Ohiozehcnua (I980) "Recent intercsts in intcrnational
technology transfer refleccets the dialectic of global change
and its manifestation in conflict,cepfrontation and coopera-
tion between the developed countrics (DCs) and the less
developed oncs (LDCs)".

He argucs that the transfer of tcechnology cannot be
analyscd independently of the social relations of production
which it is mcant to serve., Develomment he says should
omphasize basic human needs and harmenisc with the envrionment;
the sociocultural matrix within which man determines his
practice of 1lifc and the physical conditions in rclation to
which it is defincd. Thus the notion of cnvrionment in the
contcxt of development must include not only the natural
conditions but also the social conditions that shapc the
socicty's ability to provide the basic necds cof its members
on a permancnt or continous basis, The main feature of this
cbvrionment in the LDCs, he says include absolute poverty
rcflected in such indices as infunt mortality, malnutrition,
uncmploymcnt; poor sanitation and inadequatc housing. The
important questions about technology therceforce is not whether
it helpe to increasc output per se but whether it coutributes
to the broadening or narrowing of the optiong @vedlablc
to the society., According teo him, the real coat of tcchnology
trensfer involves the strangulation of the growth of 2n
“indegenous technological capacity. This i1s what andiclicsy
the ¢emedbt of technological dependence which neans thiat
Yechnology (rather than colenial control ‘and direet frolgn

sur-lus from
invest.ent) has becone the means by which the DCs extract " I
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and control the major economic and therefoi political
decisions in the LDCs.

He went on to say that for technology to be an instrument
of liberation rather than continued subordination and
exploitation, a clearly defined set of sociocultural
objectives which has its corc in the social nceds of the
broad masses of the population is requircd.

Steetan (I969) has this to say about the main objectives
of joint ventures, The main objectives of the new arrangcment
are tos

(I) reduce the political tension that ariscs from

large fercign cnelaves in less developed countrics
and the fears of cxpropriation which deter foreign
cnterprises,

(2) establish a framework which could change

the policics of foreign companies so that they

do nct necessarily subordinate the policies of the
local companies to the interests of the parent
companics,

(3) inducc spread effcct so that bencficlal activitics

of the foreign companics spill cver into the
less dynamic scctors of the rest of the economy.

(4) set free after a period scarse foreign capital

and skill so that thesc can be re-cmployed in
ploneering ncw venturces rather than continuing
to be comployed in existing nctivitics,

Chandler (I980) in a paper presented on private
investments and joint venturcs in the developing countrics
8ays that to hin as well as to many others, jointncss or

nartnership has a strong cmotive appeal. He however sayes he
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could not find any objective economic argument for them as nc
joint ventures other than in those situations whcre there is
a genuinely complemcntary contribution from each partner can
contribute to solve the ' economic ills they are intended to
remedy, To him joirt venturcs will come naturally when each
side has something to offer, He concludcd that in the long -
run the world would have to find a solution which enablcs
industrialised and developing countries to cngage in active

cooperation as equal patners.

M

Te4,I. . This Study and Avalaiblc Leterature

The above review shows that most of the studies have
been done at a macro level, Even the studics by Nwankwo
Ohiozehenua and Soyede looked at joint ventures in the
country, Without reference to the country of origin of the
foreign partner,

To my mind thercefore this study appears tc be a madain
one with regard tc Nigerlan-Indian Joint Ventures, Source of
date for analysis has been primary (direct from the organisa-
tions themselves,as well Nigerians and Indians working in and
outside the organisations studied on a perscnal basis) and
hence represcnt a corrcet view of the problcm,

In view c¢f this, this study can be scen as one that can
pave way for future detailed research work in this area and
hence an improvement cn prior studies,

LD Limitations

This study is confincd to Nigerian-Indian Joint Ventures
in the Scurthern part of the country., Initially it ws thought
that sufficicn®t data will be avaliable for an indept study

of the cperatins of these joint ventures, This has not



% I8 =
been the case, It has also not been possible tec specify
the period of study becouse the orgonisation's studied hnve
have been in operation for differing lenghts of time period.
Another problem that could not be solvcd was the non-
availability of the annual reports and accounts of the
organisaticn's studicd. In view of this, thiec study is not
in a position to analyse their financial performance, The
study is also handicappcd by the sample sime (Scven)
and hence conclusions and recommendations may not be
representative of other joint venturcs in Nigeria, Time
and cost were other,though minor constraints to the study.

1.6 Chapter Scheme

Phe entire study is divided into six chapters,
Chapter I outlines the objectives of the study; literaturc
review mmd other related introductory issues, Chapter 2
gives a background of the Nigerian economy including the
pclicics and incentives for industrial devclopment in the
country, Spccial mention has been mnde of the impact of the
01l industry cn the Nigerian cconcnmy,- 3

T . T L L TN

Chapter 3 contains ao conceptual framework of joint ventures
and the corigin,objecctives, policies and incentives for joir:
venturces in Nigeria.
Chapter 4 outlines a background of the Indian cconomy;
Government of India policies regarding joint ventures abroad
and an overall view of Indian Joint Venturcs aborad.
Chapter 5 eonalysis the questionnaires in terns of operations,
problems and future prospects.

Chapter 6 contains sugmarics, conclusions and recommendations.



I.7 Conclugion

In this Chapter the conceptual framework of the study
hes been explained, Joint Ventures have become part and
parcel of industrialisation in Nigeria, The performance
of these joint ventures should be examined from time To
time to ascertain their cffectiveness in the eéonomy.

The available literaturc on joint ventures suggest that
this type of cooperation should be increascd.

Chapter 2, discusscs breicfly the econnmic background
of the country and the policics ond strategics followed
by the government of Nigeria with regard to dircct foreign

investnoent,
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Chaptor 2 | R
SOME ASTECTS OF NIGERIAN ECONOMY

Wigeria has an area of about 923,773 squaro kllometers
and a population of .85 million as per the IZBO government
official repert, unofficial estimates put it up to I00
million and it is fast growing.

2,1 Clinate

Climate in Nigeria ranges from tropical forest on the
coast to Saharian in the North. In between zones of opon
woodland and savana exist, |
Temperature excceds 40°C in tho North and nverages 20°C in
the South., ﬁﬁfh rainy scason from ﬁprii to fugast and
March to Scprember in the North and South respectively. .

2.2 Mincral Rescurccs

The main mineral resource of the ceconemy is crude
0il which has accounted for over 80% of cxpert carnings
gince I970, Therce aroe three refinaricg in the country
locatced at Port Harcourt, Warri and Kaduna, Other mincrals
found in Nigeria ineclude tine, coal, gold, clay,
columite,; limestone, marble, gas and classiferite,

-

2.3 Industrialisation

The industrial scctor of the cconomy hag been develring
gteadily since the I970s. The contribution of manufacturing
gector to Nigerla's Gross Domestic Product in 1977 was'put
at 7.4% and cstimated to rise to I0.5% in 1985, The country
hes since independence witnessed the cstablishment of a |
nunber of consumer goods industrics. These ineclude teoxtile,

beer, boeverages, scaps and detergents, plastics, tyres,
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furniture, roofing shcets, dairy products, livestocks feeds,
asbcrstors and bettling companies., In preparation for the
country's industrial takc cff the Federal Governmcnt has
establish a number of steel plants, as well as a machine
tools projcct at Oshogbe in collaboration with the Indian
government, The steel plants ares-

(I) The gigantic N4.7 billion iron and steccl projcct
at Ajakuta in Kwara State

(2) The Delta dircet production steel complex at
Alaja in Bendel State,

(3) Inland Steel rolling mills at Oshogbe, Jos and
Katsina in Oyo, Platean and Kadunn Status
respectively.

The importancc of the machinc tools factory as well

as the iron and stecl complexcs cannot be over-emphasiz:d
for a ccuntry likc Nigeria that wants to dcvelop its
industrial scctor. Gains accrue not only from the foreign
cxchange that can be saved from a rcduction of the
impertation of machine parts and even possible carnings
from cxpert, but alsco from the acquiring of necessary
technology requirced £0r “he industrialisation process, To
this c¢nd, the ngrecments setting .p these venturcs have
incorporatcd in them clauscs which cnsurc the training of
Nigerian cngincers, technicians and cther skilled workcrs,
A matellurgical, training centr with a capacity of 2000
trainces 1s being constructed at Ljeokuta to cnsure continucd
local training.

The rate of growth in manufacturing has howcver

glowcd down in the last three years in the face of the
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economic recession in the country manifust mainly in the
non-avallability of raw materials and spare parts for
plants of machinory neost of which arc imported., It is
hoped that by the time the machine tools plant: gocs into
full opecration most of the parts problems would be sclved.
2. 4 Lhgriculture

Naturc has bestowed upon Nigeria adequate land and
water resources for agricultural development, Of the
country?!s 98.3 nillion hceeters of land 7I.2 million
heeters (over 70) arc arcable, However only a third of
total land area or about 50 of arcable land is currently
becing cultivated, Beforce the discovery and commercial
production of o0il in the country agriculturc uscd to
bc the major foreign exchange carner and largest contributor
the gress national product (GNP), Today, however the
contribution of the azgricultural scctor to Nigceria's
export carning and GNP is almost insignificant. Indeccd a
nuaber of agricultural preducts like palm cil, timber,
raw cotton which uscd to be exportcd arc now being importcd
to meet loeal demand,

Table 2,1 which comparcs the contribution of agriculture
vis 2 vis petroleum to export carning in 1960, 1974 and
1978 shows how drastic the reduction in the contribution

cf the agricultural scctor has bcen.
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TLBLE 2.1
Distributicn of Nigerian Exports by Major Commoditics
(¥ Million)
Commoditics L 1960 % . B I974 1978 .
~ % & % - %

Cocea 735 24.14 159,0 I7.6 405,3 6.4
Groundnut 45.8 15.0 6.8 0.75 - -
Groundnut 01l 5.1 1.7 1I. 4 1;3 - -
Palm 0il 28,0 9.2 - - - -
Palm Karnel 52+I I7.1I 43.7 4.83 18.5 29
Hide and Skin 8.6 2.8 10.6 T2 2.6 .04
Rubber 8.4 2,86 11,2 1.3 I14.5 223
Raw Cotton 12.4 4,1 - - 5e4 .08
Tinber 14,1 4,6 - - - -
Petroleun 8.8 2,9 5346 59.0 5,68%.3 89,9
Tin Orc - 4.0 - - 17.8 .28
Othcr Exports 3565 IY.7 25.5 14.0 169,4 2,68
TOTLL 1304,4 | 100 904.0 100 . 16316.8 100

SOURCE: Various Issucs of C.B.N..Ecp%“mgc and Finqqqial)ﬁcvicw.

In 1960 agriculturc accounted for 747 (NW216.9 Milliﬁn%.

Whilc petroleun accounted for 2,94 or (¥8.8 nillion) of total

export, By I973 contribution by azricultural products had
(8231.5 Million) while that of petrolcun had
In I978 whilec

declincd to 25%,
risen to 59% (¥536 Million) of taotal cxport,
agriculturc accounted for 6.84 (B431.8 millicn) petroleum
nccounted for 90% (N5683.3 nillion) of the country's total
export, Although the contribution to Nigeria's total revenue
by crude ©il has since decline in hoth absolutc and percentage
terns, crude oil.still aecounts for over 80% of the country's

e¢xport earninge and 60% of total ruvenue. The agricultural
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scctor however still employs a very large proportion of
the country's labour-force (some estimates put the
proportion at 70%). Mcst of the farms are small scale and
farncrs use mostly crude non-mechaniscd methods of
cultivation,

The major agriculturzl products include cocoa, palm
produce, groundnuts and cotton, Others are rice, cassava,
sweet patatoes, yam, maize, sorgum, sugar and cccoa yans,
Livestock include cattle, sheep, goats, pigs and poultry.
The main forst product is timber, It is interesting to
note that Nigeria now imports quite a substantial amount
of basic food itcms consumed in the country., Food billsrosc
from W88 millicn in I960 to W306,8 millicn in I97% and over
N2 billion in, I98I, Thus not only is Nigeria unable to
produce agricultural raw matcerials for her industries, she is
unable to feed her vast and groewing population,

2.5 Export® @ Imports

Crude oil dominatces the cxport trade of the country
and it accounts for over 80% of hcr cxport earnings, Infact
Nigeria can be said to be monocultural in her export trade,
Other exports include cccoa and palm kernel. The main
markcts for Nigoriat?fexports arc .Jestern Burope, United
SRateE 0L ANSTAUL «{n"’d"b)nitcd Kingdor (°K.) » Bigpiticy 4,0l
imports are foecd items, manufacturings, machinery and
equipments as well as transport equipment, Main scurccs
are U.S.,A., Japan, France, Western Germany and Italy,

Table 2.2 shews the country's balance of trade for

sclceted years between I960 and 1981,
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TﬂBLE 2.2
NIGERTA: BALANCE OF TRADE FOR SELECTED YELRS

1960 ~ I98I
Year A Fxport . ”Import . Balance of
(& ﬂilliun) (B Million) Payment
1960 169.7 215.9 - 46.2
1965 268, 4 275.0 - 6,6
1970 885.7 756, 4 229.3
I975 4998?4 371?;4 TEBT;
1980 14068, 5 888 ,4 — 50601
1281 108323 GI20T9.6 | ii.e.0204Fe -

Sourcc: Various Issucsg of CBN Econonic MAJ Sl ”T.l
Financial Heoview, :

Figeria had favourable balance of trade between I970
and I980, Only to be plughed into large unfavourablo
balance of payments in I98I., The favourable years were
the oil beonm years when the country export carnings was
at its peak,

2.6 0il And The Nigcrian Economy:
Background

i The dbvelopmbnt of thb wil indu,try in Nigeria dates
back to 1938 whun Shell B P. Pctr~1cum Development Company
was granted cxploratery licosnce which covered the entire
ares of thoe country, Sh 211 B.P. lator roduced its
concession to sone 103,68 square ¥ , in the Niger Delta.
after 20 years of cxploraticn it exported the first crude
from 0loibirl in Rivers Statc in I958 thereby lounching
Nigerla into the community of crude oil prcducers and
exporters. Nigeria beeame a member of the Organisation

of Petroloum Exporting Countries (OPEC) in I977.
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The Shell B,P., has since been forced by law to surrcnder
more arcas of c¢il exploration which have bcen picked up by
other other oil companics mostly Multinaticns., Major
companics currcntly involved in oil production in Nigeria
ore Shell, Gulf, E1f, Mobil, Agip, Phillips, Tennence,
Ashland nnd Sunray 81l ¢ mpanics,

Initially government participaticn in the oil industry
was limited to granting of cxporatory liccnces and
regulating of the activitics of o0il companics in the country,

As more insight was gained into the industry it was
realised what role it could play in the cconomic development
of the country., Duc however tc the capital intensivencss
and sophistication in technology required in the industry
and given the lack of systematic sophistication in the other
scctors of the cconomy therc has becn very low linknge
between the oil sector and the rest of the economy by way

of cither forwnrd or backwnrd linkages, Despitc the
activitics of NNPC the know-=how, machinery, cquipment and

most of the manngerial personnel in use in the industry
arc imported, The situation is such that Iwayemi in I98I
peinted out:
"in industry that was the most important in
the cconomy could only cmploy 29;00 wnrkcrs;
less then I0% of the employcd labour in the
manufacturing scctor and less that 0.I% of
the totrl labour force, If govermment related
payncnts the exeluded local payments (by the
1nduptry) is less thon 0.05% of total.lacal

oxpondituru"l°
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balance of payment was plunged into a

defecit of over N20

billion and despite government rcgulations banning the

importation of many items and placing vertually all others

under licence as well as cfforts to check smugglinge

t <

country's balance of payment deficit pcsition has continued

to get worse,

The werld oil price

cealings placcd by OPEC have not

madc

Al

cuts and production

things any bctter.

The cil industry has provided provided-onple regources

for the prosecution of the various dcvelopment plans since

the war,

Achievements under the plans include the expansion

c¢f infrastructural developments such as roads and bridges,

the iron, and stell projects, the liquidificd natural gas cte.

Due to revenuc from oill, the per eapita income in Nigeria ros

to 9800 in 1982 from PI40 and $400 in I9T7I and I976

ruspgctivgly.s

attenpts by the Nigerian &athcrities t«

economic

develepment funds which had become increasingly

The I972 and I977 indigcnisation decreed

channel intce

werc

available tc the Nigerian public as a rcsult of o0il revenue,

2.1 Economic and Financial Indicators

Table 2.4 consists of selected cconomic and financial

indicatcrs for the Nigerian economy.

The table is self-cxplanatory.

:; ) ]_ ec t e l’}

Economic and PFPinancial Indicators

Table

2,4

from 1978 to 1I983.

1979 .1 1979 | 1980 1981 1982 1983,
lcal GDP growth %] <5.7 6.0 Oe4 -5¢3 -2.2 ~4ed
Federal Govt,

Budget balancc
tr, {}DT} '-.I-rj [ ‘-2 ."J ‘-Oo[) "“IOO ; - 2- : I _"_')07




Exports: Goods (i)
Imports: Goods (S/)
Balance of Trade
Current A/ (%)

Reserves Excluding
Gold (9fn)

Currcnt :l" CGDP %
Lecng term public
and private sector
Gross disburscd (o)

Major short term
debt (gfh)

arroears

Total debt

|

il o
105038

12821
-2283%
~3765

1887
"Tad

2348

1600

5013

17584
10231

7353
1669

5548
2.5

3221

2600

7731

26527
16835
9892
4268

10235
5.4

4087

2700

9136

195.2
20915

7483
-5850

3895
-803""

4946

3700

11691

16374
14445
1929

-7324

TA™™

"I1.0

8265

5800

4059
16842

11952
8512
3080

~4707

990
~6,1

10405

5500

19004

Source: Financial Express Wcdnesday, September 19, 1984,

New Dclhi, India,

Pe5

2.8 FPoreign Investment: Policics and

otratoglcs in Nigerla

The availability of financial, managerial, cntrepreneural

and techaical resources is an indispensible factor in the

cconcmic development of any economy.

Since the domestic

resourccs of the less developed countries are often insufficient

for c¢ffective economie development, such countries always find

themselves deponding on foreign sources to augument thedir

domestic resources in carring out dcvelopment programmces,

Nigeria has sincec rccogniscd the necd Jor forcign assistance

in the form of capital, managerial, cntreprencural and tcchnical

skills that cften come with such capital for carrying out

her devclopment programmes aimed at raising the standard of

life of her pecple.

Like most lcss developed countrics

Nigeria's policies stratcgics towards forcign investment have

mnd

been shaped by two principals/objoctives: first the desire for

cconomic independence, and sceond the need for cconomic
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development. Generally the greater the emphasis on economie
independence the less generous the government will be on
its system cof incentives designed to premote private
forcign investment while emphasis on accelerated cconomic
development would mean a more opecn door policy for forcign
investors,

In her attempt to pursue both the objectives of
economic independence and economic development Nigeria
has over the years cvolved a system of policies and
stratezics towards foreign investment in the country. These
pelicies and strategies can be looked at under two broad
periods, namely, the colonial e¢ra or pre-independcnce
pericd, and post independence period,

2.8:1 The Colonial Pecricd

Before independence most if not all the government
policics towards foreign investment were incentives, The
recgulations camc only after indcpendence when the nationalist
lcaders whe had the impressicon of an alien collusign and
exploitaticn of the cconomy demanded for a broadly bascd
nationalisation pclicy.

The colonial administration obvicusly without any
commitment to either of the objectives of cconomic
independence or econcmie develepment; but rather re-occupicd
with exploitation adopted a laissez-fair attitude towards
the opermtions of multinaticnals in the country, Large
experate enterpriscs like U.4.C. monopolisced economic
power, In thc I9%30s and 1940s U.A.C. only controlled
about 40 - 43% of Nigeria's import and export trade. 4
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Expartirate dominance was also evident in the areas of
mining, shipping and banking,

In theory foreign enterprises were to operate within
the framework of governmment rcgulations while in practice
such regulations were virtually non-cxistent. Rather
national and regional government pronouncements embodied
attractions tc foreign investors, In I957 the NWigcrian
government at the constitutional conference affirmed hcr
rcadincss to accord forecign investors attractive
inducenents to invest in Nigeria., 1In I958 a join®
statemcent by state and Pederal Governmcnts welcoming

issucd
outside participation in the ccuntry's developnent was /

ynother }Ehﬁgqghat foreign capital and skills would be
encouraged in cvery forn of industrial entreprise with
the exception of certain public ultilities was issued,

In addition, freedom by investors to repatriatc at
will, profits, dividends and capital was assured, Forcign
investors were also assurced that therc would be no
whelesale nationalisation of industrics and when nationa-
lisation became nccessary in any industry they would
receive equitablc compensation to be determincd by
independent arbitraticn, Other attractions offercd
included availability of govermnent assistance in
obtaining factery sites and the provision of industrial
estates and basic public utilitics and infrastructurc as
well as protection of loecal industrics,

Apart from offering thesc attracticns as well as
- high=lighting the country's immensc investment
opportunitics which included her vast potential market,

immensc natural resources, relative political stability
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among other, the Government of Nigerdia gave some specific
legislative incentives to foreign investors in Nigeria,
Enbodied in five acts these provided a significant package
of policies towards forcign investment in Nigeria., These
were the Industrial Development (Income Tax Relief) Act
1958; the Industrial Development (Import Duties Relicf)
Let 1957, the Customs Duty (Dumped and Subsidized Goods)
Act 1958; the Customs (Drawback;Regulations 1959, and
the Income Tax (Amendment) Act of I959.
I. Industrial Development (Income Tax Relief) Act 1958

This act supcrsedcd the Aid to Pionecr Industries and

the Income Tax (Amcndment) Ordinance of 1952, The objectives
of the act was to encourage the establishment and development
of such industries as the government may consider to be
beneficial to Nigerian cxistence and in public interest,
Under this Act, a company can operate an industrial
enterprise for a taxefree period of five years with possible
extension to a maximum periocd of ten ycars provided the
company operated in a pioneer industry., Only a public
limited liability company registered in Nigeria lculg apply
for pioneer status from the Federal Ministry of Industrics,
A pionner certificate cntitles a company to certain income
tax reliefs among other things on initial and subscquent
capital investmcnts in fixed assets in its formative years,
If a pioncer company invests a minimum of ¥I0,000 in fixed
assets before the commencement of producticn it can clain
tax relicf for twoe years. 4n increasc to ¥30,000 of the
qualifying capital expenditurc at the end of the two years

earns the Company anothcer year of re¢lief, The company gets
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another tax free year if investment in fixed capital
exceeds NI00,000 at the end of the extended period of three
years and yct another year 1if at ond of yYear four fixed
assets reaches g minimun of N2,000,000. Thus a company
fulfilling the above conditions could obtain complete tax
relicf for five years,

The act further provides that for each accounting
period within the tax holiday which = loss is incurred,
the tax relics period is extondeq by the samc period, A
company coculd thus opcrate fer ten years without
Paying any income tax if it declearcd loses in the first
five years, By similar thinking sharcholders of g pPionecr
company arc exempted from tax on dividenas up to the full
anount of such dividends during the reriod of the tax
holiday,

24 Industrial Development Import Dut Relief) sct I

duty or grantcd a concessionery rate on matcerialsg brought

into Nigeria for use in the manufacture or processing
of gcods or in the pProvigicn of services, To qualify
for this bemefit however the produser hag tc show that
without the materials it would be impessible to produce
the goods or services at prices which wcre coempetitive
wi¥h - their importeq counterparts or that a comparable

imported article bore - 1 lower pPercentage of import duty

locally in Nigerin, Such duty cxempticn could be given
for up to ten years, This scheme was aboblished in 1984,



3. The Customs ( Dunped or Subsidised Goods) Act 1958
This was introduced to provide some market protection

and competitive advantages to local industrialists, Under
this act the government could impose special duties on any
goods which were being dumped in Nigeria or being subsidised
by any government or agency cutside Nigeria if such goods
would threaten or cause material injury to a potential cr
established industry in Nigeria and if such imposition of
duty is not in conflict with'her obligations under the
General Agrcement on of Trade and Tariff (GATT).

4, Customs (Draw Back) Regulations I959.

These regulations allow® importers tc claim import duty
in full:
(1) 1if goods are exported in the same state as that
in which they were imported.
{11) 1f materisle are iuvorted for use in the manufacture
of goods and services and then cxported
(1i1i) for paper imported for use in the manufacture of
educational goods where such goods are supplied
tc recosgnised educational establishments,

5. The Companies Income Tax Act {Accelerated Depreciation)

1956
The Act grants to compan}cn thother pi-neer of m~t =
much quicker writo-off of their capital assets in the ecarly
years of producticn so as tc enable them amortise their
capital assets during their fcrmative years and so build up
liquid reserves at an early date., The capital allowances
schedule is given in Table 2.5.
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Table 2-2

Capital Allcwances Schedule

QUALIFYING EXPENDITURE 4 INITIAL ALLOWINCE. ;LANNUAL leLO'n]-
NCE
I. Plant of Machinery
including furniture,
fittings, motor 20% 124%
vehicles
2., Building
a. Industrial 20% 1247
b, Non-industrial
recidential 5% 104
3. Plantation 25% 15%
4. Mining 20% 1 A%

Source: "Incentives to invest in Nigeria" Compiled by
Nigeria Investment Information of Promotion Centre
Federal Ministry of Industires Lagos.

The poinneer company could defer depreciation allow=-
ances till the end of the tax holiday and where taxable
income 1s less than the capital allowances claimed, the
balance could be carried toward indefinitely to be set
against future taxable profit.

another element of the tax incentives was a number of
taxation agrecements with other nation like the U.S.A. whose

provisions superseéde the companies income tax Act in case
of conflict., The U.S. = Nigeria treaty covered income from
commerce, copywrights, dividends, interests, mining
royalties and real property rentals,
Petroleum Profit Tax Relief

The attitude towards petroleum income was mixed. The

Nigeria govermment while wanting to maximise revenue from
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0il was willing to accord the oll companies some tax relief

considering the huge amounts that had been spent in
exploration without any certainty as to when they will
begin to rezlise some returns from their investments., In
1959 therefore after hot debates in Parliament, a 50 =50
profit sharing agrcement was undertaken to replace the
existing tax of 40k per ton, with royalty tax of 123
percent, It was hcwever thought necessary to include "a
most favoured African national clause" in the agreement to
enable future reviews take advantage of any more favourable
agrcement that oil companies may onclude elsewhere in
Africa in the future.

2.8.2 Post Independence Policies

Prior to independence in ¥960, there were hardly any
restriction on foreign investment in Wigzeria. Aliens werc
free to invest in any scetor of the economy and profits and
dividends were frcely rcpatriated. Since independence the
Pederal Government of Nigeria has introduccd when deemed
nceessary for public intcrest variocus laws and acts to
regulate the operations of foreign businesses in the country
while maintaing the main the policy incentives of the colonial
period.

To establish a business in Nigeria the foreign investor
necds to get the consent of the Pederal Government and”™ by
1962 permission was no longer granted to foreigners for the
establishment of retail trade,

With the Exchange Control ict of 1962 foreign investors
nced to obtain prior permission from the Minister of Finance
for transfer of profits, of capital, new foreign borrowing,
transactions in securities and compensation deals. As: a

rule however permission is: freely granted as long as due
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tax liabilitics were settled by the companies,

The Immigration Act of 1963 stipulated that no alien
might either on his own account or in partnership with any
person including a Nigeria citizen set up a business or
practice 2 profession without the prior written approval of
the Federal Ministry of Internal Affairs, This should be
obtained before the entreprenuer himself enters the country.
When the business is c¢stablished the number of expertriate
employees the foreign entreprencur can bring in is also
controlled, Murthe@nore the alien is not allewed to
acquire interest in land without govermment permission,

Foreign investors in Nigeria are required to obtain
approved status for their original investments to ensure
unimpeded repatriation of capital, dividends and profits,
in the future., Approved status is recognition that ihe
original investment came intc the country from abroad in
the form of equity either by way of cash or and parts,
equipments and machinery., It is given after a careful
assessement of the economic bencfits a company could
generate for the country. Before I973 there were no
restriction on the repatriation of capital as leng as due
fax liabilities werc mct., Repatriation of capital since
1973 has been made subject to exchange control regulations
and remittance of dividends is annually approvcd by the
Ministry of Financec as per the Nigerian Exchange Control
Act of I962.

External loans for financing of projects cannot be
taken without the approval of the Federal Ministry of
Finance and a company with substantial foreign equity
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participation that wants to avail itself of local credit
facilitics must seek and obtain the approval of the Federal
Ministry of Pinance before enjoying such facilities as
overdrafts, mcdium and long-term loans.
The Enterpriscs Promotion Decreecs 1972, 1977
The Indigenisation ALct of 1972 and the later one 1977

were intrcduccd to boast Nigerian participation in the
econony of the country.

The I972 act containa. two schcdules the first made up
of 28 industries and ventures rcserved cxclusively for
Nigeria citizens, businessmen and associations. The second
contains 25 activitics in which Nigerians werc to have at
least 40% participation,

o * - t
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sl éhe FITT actk (Decrce Wo 3. of I97T) which eunperscdes
that of T972 zroups n®fected I36 cnterprises into 3
schedules,

Schedule I contains 40 enterprises e¢xclusively reserved
for Wigerians,

Schedule 2 lists 55 enterprises in which Wigeria
ownership vis a vis forcign ownership must be at least 60%,
Schedule 3 designatcs 39 enterprises in which the

foreign investor could rctain controlling interest

provided the Wigerian interest is not less than 40%.
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In 1984 a number of regulatory measures some of which

affect foreign investors specicially and others the industrial
sector in gecneral were introduced., These are:
I) Home remittance allowance for both male and female
expertriates who have not obtained Nigerian citizenship
was slashed to 25% of net salary as against 5( % allowed
pricr to May 1984,
2) The approved users scheme .was abolished and the general
concessionary rate of duty granted some manufacturers was
abolished and replaced by a2 low rate duty with the exception
of raw materials for the manufacture of alkydresing IO%,.for
the nanufacture of lace and embroided textile fabric 50%,
raw material for iron and steel industry 10%, raw materials
for automative component industry I0%.
3) Speific duty rates were converted to ad-volarem rates
so that certain items which used to empov specific rates of
duty &rctoatirmct al-Volore rates.
4) TLocnlly produccd goods which sre to attranct excise

duty frere inerensed frou 68 to 400, ~nd ineclude conio=

dities like corks, teops ond val¥ecs parts for an crafts,
nuaicnl instrunents, buses, loriics.

These measures are to stay for a minimum period of three
years,
5) The economic stablisation (Temporary provision) Act
1982 placed the importation and cxportation of certain goods
under conditional prohibition while others were placed
under liccnse., In the 1984 budget, practically all goods
to be imported were placed under specific license,

The present Stand

The Federal government of Nigeria has continued to
pursue policies and make regulations and laws that would
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not totally discourage foreign privatc investments, aware of
the benefits that could be reaped., Unfortunately the inflow
of foreign capital has been far short of what would be
required toc augment her domestic resources in order to -be
able to exploit potentialities of the country and raise the
living standards of its pecple. The Federal Government
of Wigeria has also tried to rcduce gradually the foreign
dominance of the capital base on the eoconomy, As by the I972
and I977 enterprises promotion decrees, Joint ventures are
the only menns by which foriegners can invest in Nigeria,

In the light of this, the prescnt Government's approach
to foreign investments is towards encouraging the
intensification of joint venturcs and other collaboration
agrecments in areas which appear relatively neglected such
as agriculturc, forestT¥ , fishing and in those 3
areas which require complex and fast growing technology such
as elcctronics and manufacturc of officc computing and
accounting machinery and equipment as well as areas which
require heavy capital such as aircraft and steel., This
is because joint venturcs have a number of advantagea both

to the foreign investor and host country.

U O “‘?“'v2.ﬂ:JConqludi6ﬁ'

‘
1 sl g - R

- e s
L]

L. Hon)
The Nigerian cccnomy can today be said to be more

- = e S .- — e - oy S

- —

_orJrgéé7ﬁonoqulf&fai"¥i%ﬁ'dIT‘Egséunfiﬁé for over 80%

c” 4

Tuclz: da- . is2izitiea-("?
revenue., Desplte this démingnce of oil in the country's !

earning, the oil indusymy has had wepy little jlinkage "w“jfth, -

. f ] i
of the countries cxpor® ehirmlingsherl dver Bp;&i: t(ci,jl'sal‘gl-r-_,f-;_—t .
- me*

- — e —— - ———— —— RS TIRT rL, |

the rest of the economy. Agriculturc whose contribution

(=)
e



- 40 -

to gross national product and export carninge ie rather neglibile
8t11l employee over T0% of the country's labour force, Large
amounts of agricultural products arc imported annually for
focod and industrial use, Manufacturing which grew rapidly in
the 19708 has now taken a downward turn due to lack of raw
materials and sparc parts.

The two objectives of economic self reliance and economic
development have remained the interacting forces shaping
the policies towards foreign investment in Nigeria over the
years., The colonial era saw the creation of number of
incentives which facilitated the expleitation of the country's
rcsources by the British, With the attainment of Independence,
the conflict between these two influenccs became manifes*,

Thus the post independence policies of the various governments
while retaining the various incentives of the colonial regime
in recognition of the role of foreign capital and skill in
¢conomic development, introduced a number of policics on
Nigeriansisation, nationalisation and several aspeccts of
rcgulations of forcign busincss which indicates that cconomic
nationalism has becn an important cbjecetive of the government.

Nigeria will however cventually have to quicken her pace
of developmcnt through the usc of her own resourccs instead of
relying unduly on external rescurces, This is thq??gly for an
aspiring nation like Nigeria to develop at a rapid rate and in
the right direction. It is in this light India which are not
so capital intensive and casy to adapt beceome significant.

The next Chapter cxamines the nature of joint ventures

and Nigeria Government Policies towards then,
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Chanter 3

-

JOINT VENTURE ENTERPRISES: POLICIES AND
TINCENTIVES. -

.

The concern of thia Chapter is first to cxaminme the
nature and bencefits of joint ventures, Secondly the
origin of joint ventures in Nigeria is looked at with parti-

indizenisntion deerces
cular reference to the "/ of 1972 and I977 and the
importance of industrialisation in the 4th Mational Develop-
ment, Plane. Laetly some incentives to the industrial scctor
by the PFederal Govermment of Nigeria have been outlined.
3.1 Definition of Joint Venture

AL Joint venture has been defined as an undertaking in

which one or more persons combine labour and capital to
achieve a single rosult and in which there is a community
of interest in the obiectives: a means of promoting direcct
foreign investment and increasingly today the only means
by which direct foreign investment 1s accepted in many
developing countries.I

It may also be secn as any form of association implying
collab?ration for moro than a transistory period, It includes
COmmeréial anl industrial entrepriscs in which two or more
countrics share the responsibility for the operation of 2
company in an agreed manner,?

3.2 Featurecs of Joint Ventures

Joint ventures derive the rationale for their existence
from cconomies in sharing or risk, financial resources,
management and peronncl, corporate know-how and other

intellectual property. These arc combined in various ways
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and proportions of which the following are practical examplies.3

(I) Combination of capital;

(2) Combination of experience in various technical

fields;

(€3) Comination of marketing techniques with technical

Know-kows
(4) Comination of brand ownership with some other
company manufacturing resources sometimes on a
market sharing basis;

(5) Comination of distinctive resources and or brand
ownership and techn;cal know=how;

(6) Comination of brand, trade mark, design or process
backed by technical know-how with experience of
commercial affairs and administration in all_its
aspects with reference to a specific country, its
customs and its political and cconomic background.

The last is the most oommnn;inzdeveloping countries,

In all thesc various combinations,the most important clement
is that each partner must make a distinctive contribution
the nature and mammer of which must be clearly set from the
beginning and a way of cnsuring that thc initial plans are
adhcred to is to insist that cach partner takes up some
substantial sharc of the risk and capital,

In Nigeria like most developing countrics the critical
elements of jointness arc technical know-how usually supplicd
by the foreign investor, =and knowledge of local conditions
in its totality usually supplicd by the host investor,
loide » of thesc two distinctive elements, other elcments
of jointness such as capital and risk are shared more or less

on an equality basis,



3«3 Benefits from Joint Ventures

A number of benefits accrue to both the foreign investor
and host country from joint ventures. From the foreign
investor's point of view joint ventures confer political
acceptability and good-will of the host country and has
increasingly become the only way of getting a foothold or
centimiing to operate in a host country.

Through  joint ventures foreign investors are able to
protect or increasc their share of the local market. Also
optimisation of total carnings from thec market is ensured
as they are usually able to jump the high domestic tariff
walls and take advantage of local collaboration especially
in the arcas of mobilising domestic resources, labour
relations and publicity.

From the host country's point of view not only are
Joint venturcs an effective way of attracting foreign capital
by making it politically acceptable and thereby increasing
the foreign investors incentive to invest, they have proved
the only way that most industries of national interest can
be started at all, Nigerian examples include the Kaduna
Textile Mills, Nigerian Sugar Company at Bacita, Wigerian
Machine Tools Industry at Oshogbo, the Iron and Steel
Complexcs as well as the Steel Rolling Mills,

_ Another very important benefit of joint ventures to the
host country is that theoy are an cffective way of acquiring
technology. This may be in the form of technical or
managerial know-how for joint venture agrecement often
include such issucs as the employment of local manpower and
the training of such maznpower, Murthermore joint wventures

help most countries accclcrate their indigenisation policics.
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This is becausc it is easier to put morc offective pressurc
on companies with indigeneous ond particularly Government
participation.

3i4 QOrigin of Joint Ventures in Wigeria

Joint venturcs are today the only mecans by which direcct
foreign investment is admissible into Nigeria, The first
Scientific approach to the issuc of indigcnous participation
in all aspects of the cconomy was through the Nigerian
Enterprises Promotions Decree of 1972 which was followcd up
by the I977 dccree.

3¢4.1 Nigerion Enterprises Promotions Decrecs
NETD 1972 I!Efﬁél "

The primary objcctives of the decrece was simply to

encourage and protect Nigerian participation in thosc areas
of the economy in which Wigerians, had computence, The
deerec which was conccrned with only the privatc sector

divided affected businesses into two schedules, Schqdulc

I consisted of businesses gholle. pee - wid N
Those buoiness :here it - ¥@0 %%35585 'thgtfggin%&cri'
participation with fbrcignurs was gtill requirced were

classed as Schedule II and minimum Nigerian participation
was put at 40% for the medium and large scale ones,
AImendy  oxisting foreign interests in affectod businesses
werc to be bought out and ncew cntrants structured in a
way to comply with the deerec, Subscquent amendments of
the decrec cnabled the Federal Govermment to take over in
1973, 40% of the equity capital of thc three largest
expartriate banks in the country which together controlled
about 70% of banking operations in the country. In I976

Government cquity participation was extended to cover all
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expertriate commercial and merchant banks as well foreign
ownecd insurance companies. Equity participation also rose
from 40 - 604.
NEPD 1977

The NEPD I977 was promulgated in consequence of a
comprechensive appraisal of the results of the implementation
of NEPD 1972, Besides providing further indigenisation of
enterprises in Nigeria, the decrec attempted to guard
against thc anomalies that resulted in the implementation
of the 1972 decrce and to make improvemcents in the various
organs of impicmentation and promotion in order to achieve
a more meaningful indigenous. participation in the private
scctor of the economy, Unlikeuthé NEPD I972 it affected nll
alien onterprigos ih “thHe eouri‘f'ry. R

Objective -

To promote and protect Wigerian participation in all

arcas of the economy.

The decree groups all businesses into three schedules.
Schedule I enterpriscs are peperved solely for Nigerian
citizens. Other businesses where joint participation
Was considered to‘be required were classified into
Schedules 2 and 3, minimum Nigeriar - intercsts being 60%
and 40% in Schednles 2 and 3 businesscs respectively.

A list of %hc enterpriscs in the three schedules is given
in Appendix 7. In addition any existing centerprise whose
activitics were listed in Schedules I, 2 or 3 or any two
of the threc «ad whose annual turnover was not lcss than

¥25 million and whose business is being carricd out in not
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less than I0 statcs of the Federation was required to have
a nindmum Nigerian equity of 60% and was required to comply
by 30 June I977 as per section 7(7) of the decree. Other
enterprises were to comply by 3T December 1978, For new
bu minesscs no approval can be given unless cwnership
structure complics with the decree,

Machinery for Implomencation.

The decreces cstablished a mumber of instrumonts and
utilisced some existing institutions for their cffective
implementation,

The Nigerian Enterpriscs E;bmofiowﬂﬁpnrd (NEPB)

This was the principal body charged with the respor~”
biLity for the effective implcementation of the decreces.

The board which had been created to facilitate the
implementation ol vue 1572 decree. Itas primaxry objectives
even with the I977 decrec was to cneurc that Nigerians

mew what they were buying, paid reasonable prices for whét
they were buying and that the operations of the bought
moinsasses worce sustained commereially. This was to be
without prejudice to its obligations with alicn owners who
were ready to comply with the provisions of thoe decrecs.

In the exercise of its general function of advancing
and developing the promotion of business enterprises in _
which citigens of Nigerian could participate fully and play
a dominant role, the baord could issue general directives
or become directly involved in the activitics Of?part;cular
business. To facilitate the functioning of the hogrd, a

nuntber of instruments were created. These include:-
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(e) Centres for Managecment and Development

In appreciation of the fact that technical and manage-
ment support to indigenous business is essential for their
development the Board was to use a number of management
education and training institutions to ensure this support.
Of especial intercst was the reconstituted Council for
flanagement Education and Training charged with the
responsibility of fermulating policies or B nagement - £
% iining, c'ucation and Q:velopment. The Council was also
to establish a Centre for Management Development whose
business and advisory unit was to provide direct and meaning-
ful agsistance in management neceds arising from
implementation of the decrce.

(£f) Pinancial Institutions

The existing financial institutions in the country that

is commercial banks, merchant banks, investment hcusas,
insurance companies e.t.,c. were~ expected to play a vital
rele in promoting indigenisation by:

(I) assisting existing traders to cxpand their
businesses and met opportunities created by the
withdrawal of their alien competitors,

(2) providing funds to Nigerians to enter now
businesses in areas exclusively reserved for then
as well as schedules 2 and 3 business,

(3) providing funds for purchase of shares ih--.
orivata .companics,

(4) providing funds for purchase of stock exchange
securities.

In addition, the Nigerian Bank for Commerce and
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Industry (NBCI) was created in 1973 to facilitate the
indigenisation exercise. The Agricultural Credit Bank -
had also been created to handle purely agricultural
projects.
(g) Nigerian Bank for Commerce and Industry (NBCI)
Against the widely reported fear both in the loeal

and intermational press that the prospective indigeni-
sation exercise in the country would be a failure since

the Nigerian public neither had the funds nor the technical
ability to invest in stocks and shares and would at any
rate be reluctant to do so given their preference for quick
profits which were available and could be more easily
ocbtained elsewhere, the NBCI was established in I973 to
forestore failure,

The bank was primarily to “provide equity capital and
funds by way of loans to indigenocus persons and organisations
for medium and long term investments in industry and
commerce at such rates and upon such terms as may be
determined by the Board in accordance with the policy
directed by the Federal Executive Council."4 To avoid the
obvicus limitations and gaps created by the operations
of other financial institutions in the country and wanting
te speed up the rate of econcmic development the Federal
Government vested in NBCI powers to enable it act as a
catalyst in development by operating like an all-purpose
universal bank to engage in all types of investument
banking and underwriting operaticns. The decree creating
it endowed the NBCI with an authorized capital of WS0.M
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(¥35 million of which was fully paid up) to be smbscridec
40% and 60% by the Central Bank of Nigeria (CBEN) and
Federal Government respectively, The bank was also given
wide powers to borrow by way of loan from any scurces any
monies required for meeting its obligations and dischar gin;
its functions under the decree. Apart from providing funds
to Wigeriang, the bank was to if need be  buy up businesses
pending when willing and able Nigerians would turn up.
The bank was not to;
(I) finance residential accommodation or such other
renl estate business which is not part of other
major bankable business; or infrastructure for
public use such as roads, sc! oo .8 and hospitals or
pure agricultural plantation not intended to support
primary processing business or scientific or other
educational or research business not directly related
to a potential bankable business,
(). make investments in non-corporate bodies like
partncrships or sole business.,
(3) support #ny bubiness unless 60% of its ownership’
.Capital -carrying voting rights is owned by Nigerians
or Nigerian Instituticns.
The bank could participate in financing a project in
three ways viz:
I. direct subscription (equity participation)
2, granting of loan
I.. combination of T and 2

Interest rates to be charged on loans were to be generally
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lower than commercial rates on loans to clients, Rates were

to be fixed by the Board of NBCI taking into account commercial
rates and costs of funds and were to be revised from time to
time to reflect current conditions with the upper limitced fixed
by the CBEN by means of annual credit guidelines tc banks and
insurance companies.,

It however turned out the expected fear of lack of funds
never materialised, Rather than dearth of funds what
obtained in I973 was a glut of funds and the problem was the
availability of shares and stock and businesses to buy. As
such the NBCI became redundant and irrelevant as only as
small financial outlay was made by the bank for the exercise.
Some of the reasons advanced for this state of affairs
include:=

(I) expartriate banks who were reluctant about

lending for purchase of alien businesses changed
attitude in the face of competition from NBCI.

(2) DYoth buyers and sellers of alien business prefered

very private transactions.

(3) some projects appraised and approved by NBCI's

Board were purchase by competitors before disbursc-
ment could be effected by NBCI.

When it was dicovered that indigenisation could not
provide enough work for the bank its development banking
functions were reviewed and NBCI was given power to:

(I) promote and deweloped key economic projects of

large and medium scale with overall capital cost
not less than N4,million
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(2) provide financé for acquisition of existing ,
buginesses by NWigerian majority owned companies,
®r. . eatablishing new or cxpending existing businesses
by Wilgerion majority owned companicse

(3} provide wider development banking functions
including programme loans to state investment

- Ingtitutions.
(4) make investments in basic developmental projocts
| iiké iﬁdﬁstrial estates arehousing sh0ppiﬂ; |

centers and grain siles,

(5) establish unit trusts’

(6) open letters of credit and issue gaurantees,

NEPB and its Faciliating Agencies
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.¥ii) promote more cven dispersal of industries.
(viil) promote the development of export industries
(1x) give maxinum encouragement to private sector
industrics,
(x) improve the efficicney of government owned enterprises,
"(x1) nationalise and consolidate the gains from NEPDS of
1972 and 1977.
(xii) dmprowve -price and quality competitiveness of 'Wigerian
products.

The private Sector

By the plan the government is to continmue to provide the
necessary infrastructural facilities and incentives to enable
the private sector function effectively. Incentives were to
include tax holidays, accelerated depreciation of capital,
compensation for inventions and use of local raw materials.

For finance the NBCI and Nigerian Industrial and Development
Bank (NIDB) were given more allocations to enable them provide
more loans to the private sector, In addition fully intergrated
agro-based industries are to receive additional incentives,
While indigenous enterpreneurs are to be encouraged to
participate fully in manufacturing, foreign investors are also
welcome especially in activities in which indigenous capability
is kmown to be small, Manufacturing is expected to account for
¥3,000 million or 26% of total private investment in the plan
period.
Public Sector

The mamufacturing sector is to account for 1I1.2% of total
public sector programme.6 This is indicative of the importance
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the Pederal Government attaches to industrialisation.
Federal and State Government programmes under the plan
includet-
I. Iron and Steel projects
2. Engincering industries
3« Machine Tools project
4, Agro-based industries
5 Textile industries
6. Building materials industries
T+ Chemical industries
8., Electrical industries
9. Petrochemical plant
I0, Refinaries,

The Fourth National Development Plan period has almost
come Yo an end. EVen though all the objectives set in the
plan have not been achicved, the impertance of manufacturing
in the plan is indicative of the fact that Nigeria realises
that industrialisation is vital to the realisation of her
national goals.,

i e 3.6 Incentives

In her bid to attract foreign investors and speed up the
economic development of the country, the Nigerian Government
offers a mumber of incentives to industrial investors, These
include:-

I. Income Tax Relief

The Industrial development (Income Tax Relief) Act
1958 as amended by decree No. 22 of I97I, makes

income tax relief possible for companics engaged in
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3.

4.

Se
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piloneer industries in their early stages up to ten

years,

Accelerated Depreniation

The companies Income Tax Act (Accelerated Depreciaticn)

allows companies a much quicker write off of their

capital asscte in their carly years of production to
enable them amortise their capital assets during
formative yecars and thus build up liquid reserves.,

Approved Status

Foreign investors in Nigeria by obtaining approved
status for their original investments are assured of
future unimpeded repartriation of capital and dividends.
External Loans

With the approval of the Federal Ministry of Finance

external lowae [luv {iumncing of projects can be under-

taken,

Local Borrowing

Companies with forclign participation can avail thenm-
selves of local credit facilitics. Schedule III
compahics are however required to seek the approval

of the Federal Ministry of Finance before cnjoying
such facilities.

Capitalisction of Retained Profits

Retained profits can be capitalised on approval from
the Pederal Ministry of Finance.

Payment for Technology Transfer

It 1is recognised that the ewner of technology nust

have acquired it at a cost and should therefore be
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compensated, However Technical Managemcnt Service
Agreements must be cleared with the Federal Ministry
of Finance,
8. Consultancy Feea
It is recognised that certain jobs can only be
performed by foreign consultants because of the basic
lack of indigencus expertisc in thesec arcas., As a
result foreign consultants are tetained by businesses
for specific assignments of fixed duration for which
they are financially compensated.

9. Remittance of Proceeds from dlsposal of assets
Qther than MECLT1IUICS.

On application to the TPederal Ministry of Finance;
this is allowed.

I0., Dividends are transferable to non resident share= .
holders on application.

IT. Other Fiscal Measures

These ineclude:
I. imposition of high customs tariffs on
« imported goods.
2. Import restrictions
3. Prohibition of the importation of certain
gocds,

Besides, there are positive measures embodied in the
yearly budgets which have been used to assist nanufacturing
enterpriscos ; NhST

I2, Aside from the above fiscal incentives Nigeria ha:
X feh mineral and agricultural resources
2, a8t potential market

" De relatively etablc political envrionment,






