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Abs.t ract
One of the major tools of deregulation is privatisation of public enterprises.
Over the past two decades, privatisation, though introduced in
most developing countries at the behest of the Bretton-Woods
institutions, has become a popular strategy for promoting a
private sector led-economic transformation. As a core element
of Structural Adjustment Programme that was introduced in
Nigeria in 1986. privatisation became fully operational in 1988.
This paper examines the journey by focusing on the extent to
which privatisation programme been implemented under the
heavy siege of corruption which has cast serious aspersion on
the programme and generated high-level mistrust among the
major stakeholders: the labour, government officials, enterprise
management and even the public.
Consequently, the impacts of the Nigerian privatisation
programme on major macro-economic variables was found to be
insignificant using simple descriptive analysis. The paper opines
that privatisation per se does not lead to development without
effective management of post-privatisation activities, effective
competition, accountability, transparency and openness coupled
with structural and effective regulation, policy and agencies,
such agencies must be technically skillful and have the political
will to impose sanctions without fear or favour.
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Introduction

Deregulation is an economic prescription of the classical economists, which emphasizes
minimum role of government in economic affairs. This actually, resulted from a persistent cry
of the french merchants over the capricious and obnoxious policy of government intervention in
economic affairs. To them economic affairs would be better maintained through the "invisible
hand", i.e. the market forces. In this vein, they strongly recommended that government should
leave business activities to the private sector. The great depression in Europe and America
between 1928 - 1934 saw this classical economic prescription give way to the Keynesian
economic doctrine. 'Phis again recommended intervention in economic affairs so as to stimulate
aggregate demand (Oriakhi, 2001).

However, in the 1980s many developing countries accumulated huge external debts.
They borrowed from IMF and World Bank and one of the conditions of borrowing was an
emphasis on market economy and limited role of governments in economic management
(Okojie, 2002). There was a transition from Keynesian economic prescription to the classical.
In Nigeria, there was the collapse of crude oil price and this brought about a down turn in
economic activities, the management and the survival of public services (this being a reason for
privatisation in Nigeria), poor quality of services and inadequate financial returns. With this
fact, sustainable public service became a burden in Nigeria. This led to the setting up of
Onosode Commission (1984) to examine the problem of productivity in public services with a
view to solving it.

The commission concluded that the problem of productivity was due to managerial
inefficiency and incompetence. Productivity could be achieved through private participation in
public enterprises. To facilitate this, the Privatisation and Commercialisation Decree No. 25 of
October 1988 was promulgated to pave way for the privatisation of public enterprises. How far
has this privatisation of public enterprises succeeded in view of the level of official corruption
in Nigeria? This forms the basic objective of this paper. Two facts are of relevance in this
presentation one. Nigeria is the second most corrupt nation of the world (Susan, 1997).
Secondly, the Nigerian privatisation proceeds are at large (Odusola, 2004).



Resulting from this fact is that, a move towards deregulation and privatisation must be
carried out with care. For example, instead of bribing parastatals to obtain contracts and
favourable treatment, stock bidders bribe privatisation officials over the sales of public shares
(Celarier. 1997 sited in Susan, 1997). The integrity of privatisation must be taken into
consideration in a deregulated economy.

The primary objective of this paper is to examine the journey of the Nigerian
privatisation process and its benefits if any in a corrupt society. It focuses on the extent to
which the programme has been implemented with a view to evaluating its impact on major
macroeconomic variables under the siege of corruption. To achieve this goal, therefore, the rest
of this paper has been structured into five parts. Part Il provides the journey so far. Part 111
examines privatisation, its impact within the ambit of corruption in Nigeria, while conclusion
and relevant policy suggestions are presented in part V.

Implementation of Privatisation Programme in Nigeria

The privatisation programme earmarked III PE’s for full and partial privatisation with
3 1 and 80 enterprises categories as partial and full privatisation, respectively. Five w'ere later
transferred from partial privatisation to full commercialisation. This includes, the defunct
Nigerian Industrial Development Bank, the Nigerian Bank for Commerce and Industry Limited,
Federal Mortgage Bank Limited, Federal Super Phosphate Fertilizer Company Limited and
National Fertilizer Company of Nigeria.

Table I: Mode of First-Round Privatisation of PEs in Nigeria

No Method of Reform No. of PEs
1 Public offer of shares 35
O Deferred public offer 4
3. Sales of assets by public lenders 3
4. Private placement 7
5. Management buy-out 1

6 Stepped down to commercialisation 5
7 Sales of assets by FMOA & FMOT before TCPC in 1988 18
8 No further privatisation is necessary 11
9. Total PEs privatized 89
10 No. outstanding 22

Source: TCPC, Final Report, Vol. 1, Main Report (1993:23).

Table | shows that of the Ill enterprises earmarked for privatisation as at 1993, the
TCPC privatized 55, using various methods. For instance, 35 PEs were privatized through
public offer of sales, 4 by deferred public offer, 8 by sales of assets by public tenders, 7 by priv
ate placement and 1 by management buy-out. Sales of assets of 18 out of these Ill enterprises
proposed for privatisation had already been affected by Federal Ministry of Agriculture (17)
and Federal Ministry of Transport (1) prior to the establishment of TCPC in 1988 [The decision
to sell off these enterprises was taken by the Buhari/ldiagbon regime in 1984. They were sold
between 1984 and 1996 (Giant strides, 1987)]. Besides the 5 PEs were also categorized as not
requiring any further action due to non-readiness and duplication in the provision of the decree.
The remaining 22 PEs were put under active preparation for future privatisation.
The privatisation programme made some noticeable achievements. Critical among them
include:
» The sales revenue from 55 privatized enterprises was 3.3 billion.
» The share prices of the affected enterprises appreciated very remarkably.
» The enterprises profit before tax rose four-fold while average cash dividend pay-out
rose by 363.3 percent (Obadan, 2000).
» It raised the market capitalization of the Nigerian Stock Exchange from about 12.0
billion in 1989 to 285.0 billion in 1996.



* The shift in sources of borrowing from government to the capital market was a big relief to
the government budget.

The implementation of this policy was criticized for several reasons: imbalance in
regional distribution of shares, lack of access to credit by downtrodden individual shareholders,
hijacking of the process by high profit investors, under valuation of some assets, inability to
attract foreign participation, absence of market competition, lack of reliable regulatory body,
and implementation delays, among other factors. All these generated high-level mistrust among
the major shareholders: the labour unions, government officials, enterprise management and
even the public. In some cases, staff resistance, especially the association of senior staff of
SOEs was put up to stop the privatisation process.

A Period of Privatisation Inertia (1994 - 1997)

The steam of privatisation was completely lost between 1994 and 1997. Several reasons
have been adduced for this. First, the protracted political crisis that engulfed Nigeria made
privatisation practically impossible in some parts of the country. Government had a lot of
political problems, particularly legitimacy to contend with rather than privatisation that may
further weaken their popularity among the populace. Second, the numerous implementation
problems of the first wave of privatisation made government to lose interest in the programme.
Third, it became glaring that substantial losses would be made if some government enterprises
were divested because most of them required managerial and technical expertise for their
fortune to be turned around. The resources to do this were adjudged colossal by government.

‘flic forgoing shows that the implementation of the programme was not in the best
interest of the country. To this end, contract leasing was considered more admissible than
divestiture at this point in time.

Specifically, rather than implementing the lease arrangement as proposed, the federal
gov ernment resorted to full commercialisation of these enterprises in its 1996 budget
pronouncement. Such enterprises as the Nigeria Telecommunications Limited (NITEL),
National Electric Power Authority (NEPA), Nigerian Airport authority (NAA), Nigerian Postal
Services (NIPOST), Nigerian Railway Corporation (NRC) and Nigerian Coal Corporation
(NCC) were put on full commercialisation. As such, governments were to stop any financial
assistance to them by December 1996. In 1997, nothing was done on privatisation. Government
only promised that steps would be taken to examine the past efforts to determine the most
desirable actions to take in the nearest future. Government inactivity between 1994 and 1997
created some moment of lull in the privatisation process in the country.

B Features of the Second-Round Privatisation (1998 -?)

Perhaps, as a way of learning from the experience of the first phase, the second phase
was tagged ‘Guided Privatisation and Commercialisation”. The legal framework of the second
privatisation programme was put in place with the promulgation of the Public Enterprises
(Privatisation and Commercialisation) Decree No. 28 of 1999. This decree provides for a
recognized institutional framework to include the establishment of the National Council on
Privatisation (NCP) and re-establishment of the Bureau of Public Privatisation and
Commercialisation Programme. The decree provides for the full privatisation of 25 PEs
involved in oil, cement, banking agro-allied, motor vehicles assembly and hotel activities (See
Table 1V). It further provides for the partial privatisation of 37 enterprises in sectors ranging
from telecommunication to sugar companies.

Privatisation and the Incidence of Official Corruption (a) The Issue of
Privatisation Proceeds

Having taking detailed analysis of the first and second round privatisation programme,
one is in better position to evaluate its macro impacts. Much of the initial impetus for rapid
privatisation of public utilities in most countries came from its anticipated effects on public
finances. As earlier argued, privatisation reduces budget imbalances and provides government
with resources for its expenditure purposes. It also relieves government of the need to find
resources for additional investments in the pubic utility sector (Ramanadham, 1993 and
Yarrow, 1993).

The impact of privatisation on public finance can again result from savings from



operating and capital expenditures (Gumez, 1996). Besides the sales receipt of these public
enterprises, public finances would also increase through the slopping of subventions from
government and increase in corporate tax receipts from the privatised enterprises (Odusola,
2001). Provision of social amenities, which is the welfare implication of privatisation, would
be guaranteed (Jerome, 2001). T he question is, does this apply to Nigeria? This is the thrust of
the paper.

After about fifteen years of privatisation effects in Nigeria, the country is yet to
privatise the major PEs. When the progress in Nigeria is compared with those of other countries
in Africa, one may tend to conclude that the achievement is marginal. In terms of the
approaches adopted and values of sales, Nigeria is lagging behind many countries. As at the
end of 2000, Nigeria had divested its ownership in 81 enterprises as against Mozambique (529),
Zambia (268), Ghana (224), Kenya (188) and Cote D’Ivoire (105) (World Bank, 2002). Due to
the attribute of transparency inherent in share floatation, the literature tends to see it as the best
approach. Evidence from World Bank (2002), however, shows that 58.02 percent of
privatisation transactions were undertaken through share floatation against 87.91, 66.48, 63.5
and 59.04 percent in Mozambique, Kenya, South Africa and Cote D’Ivoire respectively.
Nigeria also recorded one of the highest in terms of asset stripping (38.27%) with Ghana
leading with 64.8 percent. Unless it is done by public tender, this is considered to be an opaque
method.

The impact of the second round privatisation is similar to the one already seen under
the first wave. In addition to the £43.3 billion sales revenue and capital gain of £42.6 billion
realized from the sales of gross proceeds realized from the first phase of the second round of
the privatisation is £423.008 billion (Odusola, 2004). Although, when this proceeds is
considered in isolation, it seems high. However, when this is compared with other countries
performance, it is very marginal. Figure 1 illustrates the extent of proceeds from privatisation
among some African countries. Among the six countries, Nigeria had the least proceeds against
the US $207 million generated by Nigeria as at the end of 2000, South Africa had US $2,461.0
million, while Zambia (US $906.00), Cote D’Ivoire (US $81.00) Ghana (US $674.00), Kenya
(US $248.00) and Mozambique (US $217.00).

Ficure 1: Privatisation Process in Africa
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The short-fall in the Nigerian privatisation proceeds is not unconnected with the high
incidence of corruption and favouritism that characterized the programme of late. T he
programme lacked transparency and openness. Based on the general perception of corrupt
practices, analysts have now tagged privatisation as "an official plundering of national patrimony”
by the political elites, file






purported sale of the Nigerian Airways without the knowledge of the Bureau of Public
Enterprise to a UK company that has neither solid capital base nor cognate experience in
aviation management is not only scandalous but also criminal. In spite of the court order
restraining any action on the sale until the pending issues are resolved, the federal government
went ahead in May 2003 to announce the liquidation of the Nigerian Airways Limited, the
development that took not only BPE by surprise but also.the whole public. The privatisation of
NICON has been criticized for lack of transparency a process tagged as "privatisation through
the back door’'. The suspension of its Director General for non-co-operation with the BPE,
retention of 39 percent of the priv atised NICON and the missing $443 billion privatisation
proceeds heighten the level of aspersion cast on the process.

Through the privatisation exercise, the Turaki Adamawa as the vice president: -Atiku is
fondly called was said to have inv ested highly in oil, banking, hotel and manufacturing sectors
of the Nigerian Economy. Eor instance, Sadiq Petroleum owned by the vice president acquired
African Petroleum AP through privatisation instead of C’ompetro and the Russian Company
Limited that had the necessary expertise and experience.

Privatisation as a major government socio-economic policy, was a deliberate economic
move to remove the financial burden which the affected enterprises constitute on the public, but
unfortunately the programme tends to replace "public monopoly with private monopoly”. The
present democratic regime has ran into murky waters w ith the vice president allegedly buying
most of the privatised enterprises. The recent remov al of the Vice President, Atiku Abubakar
as the Chairman of the Nigerian Council on Privatisation on 15'" March, 2004 confirmed the
insider abuse of the programme. One question that analysts do ask is. what happened to the
$443 billion realized from the privatisation exercise over which Julius Bala, the current BPE
director was being quizzed by the National Mouse of Assembly.

Table 1I: Thc Missing Privatisation Funds
h

Phase 1*
No.

Name of Firm Amount (N)
i NAT Merchant Bank 1.4 billion
2 International Merchant Bank 14.59 million
3 FSB international Bank 1.69 billion
4 IAssurance Bank 856 million
5 IAfrican Petroleum 2.8 billion
A Unipetrol 2.05 billion
7 National Oil & Chemical Company Pic 9.02 billion
s \W. African Portland Cement 2.98 billion
9 lAshaka Cement Co. Limited 2.1 1 billion
10 Northern Nigeria Cement Co. Limited 68 1.40 million

. . 200 million

11 Nigerian Cement Company
Phase I1**
I Festac 1977 Hotel 1.01 billion
2 Niger Dock 1 .united 3.50 billion
3 Sheraton Hotel & Lower. Abuja 4.5 billion
4 Niger Insurance 300 million
5 Nigeria RL-insurance Corp 1.00 billion
6 Savannah Sugar Co\ Ltd. 1.35 billion
7 National Truck Manufacturing. Kano 800 million
8 Caterers Court 620 million
9 Electricity Meters Company. Zaria 400 million

Note: * These Enterprises Were Divested Through Public Offers or a Combination of Public
Offer and Core Investor Sale.

** The second phase of privatisation programme focused on the public enterprises, which
engaged in sector, where the prices of their respective output services are largely market
determined.

Source: Compiled from BPE Status Report, May 2002 Abuja.

(b) The Macro Impact: Privatisation and Corruption Nexus

After fifteen years of privatisation efforts in Nigeria, the country is yet to privatise
the major PEs. when the progress in Nigeria is compared with those of other countries m
Africa, one may tend to conclude that the achievement is marginal. The slow pace the
programme witnessed thus far is not unconnected with bureaucratic bottlenecks and perceived
fraudulent practices besieging the



programme as already shown in the analysis. Corruption has created a great credibility problem
for the Nigerian privatisation programme. Corruption with regard to privatisation has a broad
coverage, ranging from poor usage of proceeds to sale of shares or assets to single buyers
(politicians and their favourites). A World Bank survey, about a decade ago, of about 530
recorded privatisation transactions in 90 countries showed that the single most popular
instrument -excluding liquidation- was private sale of shares or assets to single buyers. This
was true not only in sub-Saharan Africa which lacked developed capital market; but also in
countries as Braz.il, Italy and Spain (Nankani. 1990). In Nigeria, though only seven of 89
enterprises privatised were divested through the private placement method. Thirty-five were
privatised through the public offer of shares in the stock market. But this method created the
problem of atomized and dispersal share ownership. Most shareholders acquired only 100 or
200 shares worth less than N500.00, which represent meaningless shareholding in nominal and
real terms. This has created credibility crisis for the second phase of the programme.

Despite the huge resources that Nigeria earned from oil over the years and the
privatisation of public enterprises of more than a decade, it does not have much to show in
terms of economic development and poverty reduction (See Tables 9 - 12). Relative to other
countries even in Africa, the performance has largely lagged very much behind due to the
prevalence incidence of corruption.

Table 111: Nigeria GDP Per Capita Growth (1980 - 2000)

Year GDP Per Capita Growth (Annual %)
1980 1.0
1981 -15.00
1982 -3.3
1983 -8.2
1984 -7.7
1985 6.4
1986 -0.5
1987 -3.5
1988 6.7
1989 4.1
1990 5.1
1991 1.8
1992 -0.1
1993 -0.7
1994 -2.7
1995 -0.5
1996 1.3
1997 -0.8
1998 -0.8
1999 -1.4
2000 1.3

Source: World Bank, World Development Indicators.

Table 1V: Real GDP Growth Annual Percentage Change

Country drage
1985 | 99 199 1991 1991 1999 20002001 | 2002
1994
Nigeria 3.9 24| 6.5 3.1 1.6 1.0 3.9 2.8 0.5
Botswana 8.1 45| 5.7 6.7 5.9 6.3 8.6 4.9 2.6
Cape Verde| 4.7 75| 6.7 7.2 80| 8.9 6.6 4.0 4.6
qu_JatoriaI 14 14.
Guinea 29 | 3 | 318 80.7| 6 306 | 15.2| 45.1 | 31.2
Mauritius 7.2 35| 52| 60| 6.0/ 53 26 | 7.2 ] 53
Uganda 48 | 11.| gg| 51| 47|79 | 53| 55| g

Source: IMF; World Economic Outlook, Washington, D.C.: International Monetary Fund: April
2003.



Table V: Consumer Prices: Percentage Change
1995| 1996 | 1997 | 1998 | 1999 2000 [2001 2002
Botswana 10.5| 10.3| 94| 7.6 6.9 [7.9 7.2 5.5

Mauritius 6.0 5.9 7.9 5.4 79 5.3 4.4 6.0
Nigeria 72.9| 29.3 100 | 6.6 6.9 18.9 12.9

8.5
South Africa | 8.7 7.3 8.6 6.9 52 5.4 5.7 10.0
Tunisia 62 | 3.7 | 3.7 3.1 | 2.7 [3.0 1.9 3.1

Source: IMF (2003), World Economic Outlook, Washington: D.C.: International Monetary Fund,

April 2003.
Table VI: Eradicate Extreme Poverty and Hunger
; L Yo e 1 Children under
Population  livingpoyerty gap ratioShare of poorest> ' ht f o
below $ | day 1990-(95) 1990-200Ib  |national income orV¢!d t for age (%
20016 consumption under age 5) 1990-
2001b
Botswana 23.5 7.7 2.2 13
Cote d’Ivoire |12.3 2.4 7.1 21
Gambia 59.3 28.8 4.0 17
Ghana 44.8 17.3 5.6 25
Kenya 23.0 6.0 5.6 23
Lesotho 43.1 20.3 1.4 16
Malawi 41.7 14.8 4.9 25
Nigeria 70.2 34.9 4.4 27
South Africa [<3 <0.5 2.0 12
Zambia 63.7 32.7 3.3 25

Source: EC A Report 2003.

Recommendations and Conclusion

Privatisation has been absorbed into the policy canon of developing countries as a
major strategy in deregulation aimed at developing the private sector, inculcating efficiency
enhancement techniques in public corporation? And reducing the involvement of the state in
economic activities. At the stage of implementation, however, the focus seems to have been
lost in the inferno of corruption.

The evolution of corruption in Nigeria has indeed had an impact on the country’s
development performance. Its effects have been negative since independence, in spite of the
patrimonial type of political settlement, which characterized the post-independence, pre-
military rule era. There have been differences in the anti-development orientation of corruption
across regimes. But these are matters of degree rather than substance. Because the contextual
character of Nigeria's political contestation has always be defiled by her ethnic
fractionalization, the substantive purpose of the strategies has remained personal accumulation
in the guise of ethnic group and national development. T his is true for all the political actors,
be they traditional or modern elites, civilian or military politicians. This is the reason why the
process assumes the character of “primitive capitalism” and its most effective instrument (from
the perspective of the players) has been corruption (Olopoenia, 1998).

There has been public outcry of lack of transparency and pervasive corruption in the
way- some of the components of the programme w as undertaken:

The way privatisation proceeds are shared among the three tiers of government.
High incidence of missing privatisation funds.

Poor ownership spread.
Flagrant abuse of “Golden Share" as divestiture method.

The difficulty experienced in attracting core foreign investors has shown that Nigeria
is not yet investment catchment’s zone in the international market. Also, the poor macro-
economic development indicators, underscores the need to tight corruption, introduce, effect
post-privatisation management strategies, accountability, transparency and openness into the



programme, tackle incessant ethnic and religious crisis and addressing the worsening insecurity
of life and property in the country.

Finally, privatisation under the platform of the deregulation per se does not lead to
development without effective management of post-privatisation activities. Effective
competition, regulation policy and agencies are not negotiable. Such agencies must be
technically skilled and have the political will to impose sanctions without fear or favour.
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