THE IMPACT OF INDUSTRIAL OUTPUT ON ECONOMIC GROWTH OF NIGERIA

ABSTRACT

This research work is on the “Impact of Industrial output on Industrial growth of Nigeria” between the period of thirty years [30] covered from 1980-2009.  Impact of industrial output on economic growth of Nigeria is a continuous discussion to every economy especially developing economies which will give rise to economic growth and development of a nation. Secondary data was used on E-view 6.0 version package to regress the variables GDP = f [Industrial output, savings, net foreign capital flow and inflation]. Our findings indicate that the influence of Industrial output on economic growth is not statistically significant, though the sign obtained from its apriori expectation is positively related to GDP but does not hold strong enough. Savings has a positive relationship and also significant impact on economic growth (GDP). Inflation has a negative relationship while net foreign capital flow is positively significant on the impact of economic growth. Based on the findings, it is therefore recommended that some policies is to be made in ways to improve the establishment of industries especially the manufacturing industries to encourage industrialization of the Nigerian economy so as to contribute to the strengthening of economic growth in the nation’s economy. Tax incentives through subsidies and government expenditure relates to increase in output and positive impact on economic growth. Increase in savings will make money available for the economy through low interest rate and income adjustments from the monetary policy.

CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF STUDY
The oil boom of the 1970s led Nigeria to neglect its agricultural and light manufacturing bases in favor of an unhealthy dependence on crude oil. In 2000, oil and gas export accounted for more than 98% of export earning and about 83% of federal government revenue. New oil wealth, the concurrent decline of other economic sector and a lurch toward a static economic model fueled massive migration to the cities and led to increasingly wide spread poverty especially in rural areas. A collapse of basic infrastructures and social services since the early 1980s accompanied this trend. Source: (CIA world fact book; accurate as at November 3. 2010).

By 2000, Nigeria’s per capita income had plunged to about one quarter of its mid 1970s high, below the level at independence. Along with the endemic malaise of Nigeria’s non-oil sector, the economy continues to witness massive growth of “informal sector” economic activities estimated by some to be a high as 75% of the total economy. The U.S ( United States) remains Nigeria’s customer for crude oil accounting for 40% of the country’s  total oil export, Nigeria provides about 10% of overall U.S oil import and ranks as the fifth-largest source for U.S imported oil and ranked 44th world wide and third in Africa in factor output ( Adeolu B Anyawale, 2015).

Nigeria economy is struggling to leverage the country’s vast wealth in fossil fuels in other to displace the crushing poverty that affects about 57% of its population. Economics refer to the consistence of vast wealth in natural resources and extreme poverty in developing countries like Nigeria as a “resource curse”. 80% of Nigeria’s revenue flow to the government, 16% covers operational cast and the remaining 4% goes to investors. World bank has estimated that as a result of corruption, 80% of energy revenues, benefit only 1% of the population ( Econspapers, hosted by Swedish business school Orebro University).

Generally, the manufacturing sector which plays a catalytic role in a modern economy has many dynamic benefits crucial for economic transformation is a leading sector in many aspects. ( Ogwuma, 1995) says it creates investment capital at a faster rate than any other sector of the economy. Available evidence showed that the share of manufacturing value in the Gross Domestic Product (GDP) was 3.2% in 1960. In 1977, its share of GDP increased to 5.4% and in 1982 grew to 13%. The share of the manufacturing in GDP fell to 6.2 in 1993, while overall manufacturing capacity utilization rate fluctuated downwards to 2.4% in 1998.

In 2003, the manufacturing accounted for 4% of the Gross Domestic Product (GDP) (Ojo, (1987:256). A country is industrialized when at least one-quarter of this Gross Domestic Product (GDP) is produced in its industrial output arises in the manufacturing section of industrial sectors; and when atleast one length of its total population is employed in the industrial sectors of the economy. The manufacturing sector is to be dominant in terms of contribution to the Gross Domestic Product of any economy especially that of Nigeria.

1.2 STATEMENT OF THE RESEARCH PROBLEM

The lack of an industrial sector in a country is widely seen as a major handicap improving a country’s economy and power pushing many governments to encourage or enforce industrialization. (Wikipedia, free encyclopedia). One of the problems bedeviling the Nigeria economy is that of output from its industrial sector of the economy. Admittedly, the decay in the manufacturing sector is the result of diverse factors that conspire to render many industries comatose (ill). The study is therefore necessary to enable a thorough investigation of the problems of the industrial sector especially that of manufacturing industries and various government agencies set up to provide credit facilities to the industrial sector to ensure continual growth of this sector for rapid economic development of this nation.  In the light of this exposition, the research work was guided by the following question.

1. What is the impact of industrial output on economic growth of Nigeria.                                         

1.3 OBJECTIVES OF THE STUDY

The broad objective of this study is to examine the impact of industrial on economic   growth of Nigeria between the period of (1980 - 2009).

The specific objectives includes,

1. To determine the impact of industrial output on economic growth in Nigeria.

1.4 STATEMENT OF RESEARCH HYPOTHESIS

The hypothesis of this study is stated as follows;

Ho: Industrial output has no significant  impact on the economic growth (GDP).

1.5 SIGNIFICANCE OF THE STUDY

The significance of this study lies in the fact that the work will expose the extent of which industrial output has contributed to economic growth in Nigeria thereby highlighting some obstacles hindering increase in industrial output. This work will be relevant to the government policies and entrepreneurs directing them on industrial development plan. It adds to the already existing literature on industrial output in Nigeria.

Further more, the work will assist potential industrialist, economist, investors and other related users of this veritable material in this field of study. It is interesting to know that industrial output is the shortest route to economic development.

1.6 SCOPE OF THE STUDY

The researcher tends to find out the impact of industrial output on economic growth. The study covers a general contribution of manufacturing industries in Nigeria toward the attainment of economic growth from (1980 - 2009)

1.7 METHODOLOGY AND SOURCES OF DATA

The researcher made use of secondary data obtained from the publication of the Central Bank of Nigeria, Central Bank of Nigeria statistical bulletin and the annual report of accounts as well as resource materials from the library and the internet.

The analytical tools employed on this research include t-test and regression analysis.

1.8 LIMITATION OF THE STUDY

A study of this nature cannot be researched without encountering constraints, some of which includes;

1. Finance: Financial constraint or inadequacy was the major limitation for this research to gather materials, logistics, etc.

2. Data :There was a problem of acquiring all necessary data though the researcher had to rely on the ones available

3. Time : Time they say is money; while embarking on this research work, the researcher was jointly attached to other commitments as lectures, assignment, clearance in preparation for exams, etc.

CHAPTER TWO

LITERATURE REVIEW

2.1 Theoretical Review

2.1.1 Rostow’s Stages of Growth Model
According to Rostow, it is possible to identify all societies, in their economic dimensions, as lying within any of these five stages: the traditional society, the pre- condition for take- off into self- sustaining growt, the take- off, the drive to maturity and the age of high consumption.

It was argued that the advanced countries had all exceeded the stage of “takeoff into self- sustaining growth,” while the under developed countries were still in either the traditional society or the “precondition” stage had only to follow a certain set of development to takeoff in their turn into self- sustaining economic growth. Furthermore, Rostow defines the drive to maturity stage as the period when a society has effectively applied a range of its modern technology to the bulk of its resources. It is a period of long sustained economic growth extending well over four decades. When a country is in the stage of technological maturity, three change take place:

First, the character of working force changes. It primarily becomes skilled. People prefer to live in urban areas rather than in rural areas. Real wages start rising and the workers organize themselves in order to have greater economic and social security. Secondly, the character of entrepreneurship changes. Rugged and hardworking masters give way to polished and polite efficient managers. Thirdly, the society feels bored of the miracles of industrialization and wants something new leading to a further change.

2.2 Conceptual Framework

2.2.1 Industrial Output
Industrial output is important for the growth of an economy, and also for long-run reduction of poverty. Its strategies have remarkable impacts of great benefit to the poor. Industrial output contributes greatly by helping an economy achieve a variety of social objectives such as; poverty eradication, full employment, gender equality and better improvement and access to healthcare and education.

It has been observed that industrial processes carries alongside some negative externalities such as environmental hazards which includes; air and water pollution, extinction of species, climatic changes, loss of natural resources etc. These threaten the global environment as well as economic and social welfare.

Nigeria is naturally endowed in energy resources, including electricity which remained largely untapped. Public electricity generation commended in the country in 1986 with the installation at Marina Lagos of 30KW generating sets by the former colonial Public Works Department(PWD).

Electricity system in Nigeria centers around the National Electric Power Authority (NEPA) as it accounts for about 98 per cent of total electricity generation. Power generation by other agencies such as; ASC, NNPC, and Shell account for the remaining 2 per cent. Electricity generated in Nigeria is through three major sources: hydro, thermal, and fossil fuels.

Electricity energy transmission, distribution and sales were previously a monopoly of NEPA until the privatization of the sector which is now called Power Holding Company of Nigeria (PHCN) plc. Comprising of 18 separate companies who took charge over the assets, liabilities and some employees of NEPA.. Despite the privatization of this sector, Nigerians still wallow in darkness, “light up the nation and most of its industrial, unemployment, water and health challenges will be to a reasonable extent reduced”. Electricity plays a major role boosting up the growth of an economy by speeding up the performances of manufacturing firms, businesses and the likes.

2.3 The Role of Infrastructure in Industrial Output
i.Transport sector: Transport is an essential part of human activity, and in many ways form the basis of all socio- economic interaction. It is a vital medium for different location to interact effectively. Thus a good transport system is very essential to support economic growth and enhance development. Over decades now, Nigeria has been struggling with bad road networks which have contributed in discouraging both domestic and foreign investor from establishing businesses that would have contributed to the growth of the nation. The bad roads, inadequate fleets of buses, damage railways; inadequate and overcrowded trains, few and unreliable airplanes, insecure and congested ports have all contributed to make the growth of businesses regional and international a creeping one.

Nigeria is one of the developing countries in the global market today with fast growing cities and rapid urbanization but poor transportation system. According to some researchers, the major reason for this is overcrowding or congestion in the various means of transportation (road, water, air) systems. Road transport is the most commonly used mode of transportation in Nigeria. Its activities involves the connivances of passengers’ en-masse or in small numbers, the transportation of animals, agricultural outputs and merchandize and the rendering of mobile services (libraries, clinics and banks) ; these uses contribute greatly to the importance of road transportation.

Water transportation contributes an average share of about 1.6 percent to gross domestic product (GDP). The air transport has unique characteristics over all the other modes of transport when it’s about speed, time and distance. It is usually preferred where accessibility by other modes is a problem; for example, mountainous areas or islands. Nigeria is populated with about 165 million people with just about 19 air certified operators with inadequate and unreliable planes as these operators are not really able to account for plane crashes or malfunctioning.

ii.Telecommunication sector: The world is rapidly moving towards an economic system based on the continuous and ever present availability of information. Telecommunications technology is an important vehicle for information exchange and knowledge and to carry out economic activities. It is a known fact that the economic development of a nation can be tremendously improved by adequate equipping of the country’s ICT (information communication technologies) infrastructure because; ICT when well harnessed provides a proper platform for development across all sectors of the economy.

The world bank( information and communication for development, 2006) and the world economic forum (Global Information Technology Report, 2005- 2006) underlies the fact that economic development depends on the overall progress of a country’s ICT sector and that without such progress, both economic and private enterprises suffer. The study also discovered that companies that use ICT grow faster and produce more and profitable than countries that does not .

Telecommunication operators in Nigeria are also faced with the challenges of inconsistent power supply and this has brought about extremely high cost of carrying out business activities in the country. The Fact Sheet released by the united showing contribution to GDP in 2010 reveals that, the ICT sector contributed 25 per cent, while Utilities, 17 per cent; Finance and Insurance , 20 per cent; Transport 15 per cent, Real Estate and Business services, 10 per cent; Hostels and Restaurants, 3 percent and others 10 percent.

This is seen in electronic banking facilities such as ATM services, online financial transactions, international credit and debit card facilities, airline ticketing and reservations are some of the numerous ways that the industry has aided economy growth, sophisticated security and quick transactions in Nigerian financial sector. Nevertheless, if the

telecommunication sector is to continue growing and contributing to Nigeria economy then, there is a need to develop a more conducive competitive climate for the growth of the industry in other to encourage more private investment.

iii.Educational sector: Education remains the all-important, most crucial; instrument of global modern civilization. To a great extent, there is an inevitable chain connection that links education and industrial output and ultimately to modern civilization. Investment in human capital is highly productive and necessary for development. A developing country needs agriculture and industrial technicians, doctors, engineers, teachers, administrators and so on who would lead to a greater increase of the flow of goods and services, thereby accelerating the tempo of development.It is interesting to know that the Nigeria Education Research and Development Council (NERDC) with the approval of the National Education Council have introduced a revised and improved curriculum for secondary school students; who are now taught and trained for the vocational skills via subjects such as computer studies, office practice, store management, insurance, salesmanship, painting and decoration, photography, plumbing and pipe fittings, bricklaying, fishery and indeed some 39 different subjects that promote the education- for -life learning.

The Nigeria teachers should be prepared to inculcate the industrialization psyche and culture. This can be achieved through deliberate tailoring lessons to student- oriented learning activities. The society, the electronic media and other relevant education development advocacy organizations and general stakeholders should revolutionize Nigerian education towards a genuinely revolutionized industrialization by the year 2020.

2.4 Agriculture and Industrial Output

Agriculture in the context of the economy is tied to the various sectors and is essential for generating broad based growth necessary for development. Agriculture is fundamental to the sustenance of life and it is the bedrock of economic growth and development, especially in the provision of adequate and nutritious food so vital for human development and industrial raw materials for industries. The neglect of the agricultural sector in the wake of the oil boom and the subsequent dependence of Nigeria on a mono-cultural, crude- oil based economy has not augured well for the well-being of the Nigerian economy. Prior to the neglect of the agricultural sector, Nigeria was among the world’s largest exporter of cocoa, rubber, timber, palm produce and cotton to mention but a few. Ironically, in spite of her abundant human resources, Nigeria is still an importer of rice (Awolaja, 2007) . Before independence Nigeria agricultural output accounted for approximately 65 per cent of its total output but of recent, its agricultural sector is currently unable to provide the food requirement for the teaming population.

Agriculture can help to break the vicious cycle of poverty of the majority of farmers. Most farmers are poor and make low investment each year in farming. As a result of low investments the income they generate each from their produce are low. The small income results in low savings and this again leads to investment and the circle continues. This vicious cycle of poverty can only be broken when more funds is passed to farmers through sales of agricultural products and income generated from farms; and also through autonomous mechanized system of farming for the production of mass crop yields.

ROLE OF MANUFACTURING SECTOR IN AN ECONOMY

Historically, the growth in manufacturing output has been a key element in the successful transformation of most economies that have seen sustained rises in their per capita incomes. In most of Africa, performance in this area has been poor over the last decades. The lack of high-quality data constitutes a major impediment for rigorous policy relevant research on African industry, and the majority of previous economic research on Africa has therefore been based on aggregate data.

Opaluwa et al (2010) opine that the manufacturing sector plays catalytic role in a modern economy and has many dynamic benefits that are crucial for economic transformation. They noted that in an advanced country, the manufacturing sector is a leading sector in many respects; it is an avenue for increasing productivity in relation to import substitution and export expansion, creating foreign exchange earning capacity, raising employment, promoting the growth of investment at a faster rate than any other sector of the economy, as well as wider and more efficient linkage among different sectors.

Obasan and Adediran (2010) argue that when industrialisation is compared to agriculture, the manufacturing sector offered special opportunities for capital accumulation. They explained that capital accumulation can be more easily realised in spatially concentrated manufacturing than in spatially dispersed agriculture. This is one of the reasons why the emergence of manufacturing has been so important in growth and development. Obasan and Adediran (2010) note that the contribution of the manufacturing industries in the Nigerian economy cannot be over emphasized when considering its employment potentials and financial impacts on the economy. Apart from its role of building grounds for development by laying solid foundation for the economy, they argue that it also serve as import substituting industry and provide ready market for intermediate goods.

Al Awad M. (2010) adopted a newly developed panel cointegration techniques to study the role of manufacturing in non-oil economic growth of the Gulf Cooperation Council (GCC) countries and found that manufacturing is strongly linked to GCC non-oil economic growth over the long run, in the way that income and population are both important to stimulate manufacturing in the GCC, especially income. However, results for the short run demonstrate that manufacturing efforts in the GCC countries have no significant effects on stimulating the growth levels of real non-oil GDP and that government spending

might not be effective in terms of deriving the growth of non-oil GDP or stimulating diversification efforts in the GCC countries over the sample period.

Loonet (1995) assessed the contribution of the manufacturing sector to the economic growth of Pakistan during the period of economic reform and liberalisation and found that although, the growth in large scale manufacturing output has not accelerated in recent years nor has its overall contribution to GDP growth increase, there is some evidence that the activity in the sector has begun to take on some of the classic characteristics associated with leading sectors. Loonet (1995) noted that this pattern of growth may be as a result of past government decisions to increased allocations to research and development or expanded funding of technical education.

Udah (2010) investigates the impact of industrial development and electricity supply on economic development in Nigeria from 1970 to 2008 using the endogenous growth model. The result of the causality tests was poor, suggesting that the contribution of the industrial sector to economic development was below the expectation. Udah attributed the poor causality to poor infrastructure especially electricity supply.

REVIEW OF PRODUCTIVITY

The economic theory of production provides the analytical framework for most empirical research on manufacturing. At the core of the theory is the production function, which postulates a well-defined relationship between a vector of maximum producible outputs and a vector of factors of production. Historical analyses of total factor productivity change conceptualize it as the change in output level controlling for input levels, i.e., the vertical shift of the production function.

Understanding the character of factor productivity has been a critical concern to economic scholars. As Nelson (1981) observed: The first kind of question probably has received the most attention. It is noteworthy, therefore, that despite all the effort to make the “residual” go away it still is very much with us. And despite all the effort to give substance to its interpretation as “technological advance” or “advance of knowledge”, that interpretation is far from persuasive. It is known that the residual accounts for a number of factors, but these are difficult to sort out.

A number of studies have attempted to characterize productivity change as embracing technological advance, changing composition of the work force, investments in human capital, reallocation of resources from lower to higher productivity activities, and economies of scale (Nelson, 1981). To Nadiri (1970),

“productivity change is both the cause and the consequence of the evolution of dynamic forces operating in an economy - technical progress, accumulation of human and physical capital, enterprise and institutional arrangements”.

Despite the haziness underlying the broad issue of manufacturing/productivity, the specific theme of trade policy and productivity growth has much more robust and clear-cut theoretical formulations underpinning it. One such theoretical construct is the x-efficiency argument. To recapitulate: development economists for a variety of reasons routinely argue that trade protection reduces industrial sector efficiency. In markets characterized by entry barriers, the absence of foreign competition allows domestic producers to enjoy monopoly power and excess profits. Consequently, these firms may fail to produce at minimum efficient scale (achieve “scale efficiency”) and/or to get the maximum possible output from their input bundles (achieve “technical efficiency” or “x-efficiency”).

This scenario is reversed when there is more liberalization and greater opening up to international competition. There is an implicit “challenge response” mechanism induced by competition, forcing domestic industries to adopt new technologies to reduce x-inefficiency and generally to reduce costs wherever possible. According to this argument, export expansion is good and so too is import liberalization. While the policy of increasing imports may restrict the market for domestic goods, it also increases competition and hence induces greater efficiency (Nishimizu and Robinson, 1983).

Increasing returns formulation provides another line of argument common in the development literature. The contention here is that production costs will decline when markets are widened as a consequence of freer trade. Kaldor (1967) attributed this to the presence of scale economies, while Vedroom (1947) expressed it in terms of labour productivity (the phenomenon was subsequently called “Vedroom’s law” after him). The argument is usually cast in terms of the benefits of expansion in demand through increased exports.

A third theoretical postulate linking trade and productivity is based on the literature on foreign exchange constraints. In developing countries, intermediate and capital goods imports are not readily substitutable with domestically produced goods. In a sense, these imported inputs embody technologies that are unavailable to domestic producers and can only be obtained through imports. Consequently, policies that curb the availability of such imports, or make them more expensive, will lead to poor manufacturing performance. By contrast, policies that increase the availability of imported inputs or lower their cost (e.g., increased foreign aid or an export-led development strategy) will lead to cost reductions to domestic industries and hence to better productivity performance.

Technological catch-up models constitute another strand of the theoretical framework. Rodrik’s (1988) work contains a framework in which the representative firm’s rate of catch-up to international productivity levels depends positively on its market share. In his view, trade reforms would likely accelerate the transition to state-of-the-art technologies among exportables and decelerate the process among import competing sectors.

Another formulation by Rodrik (1988) contends that one way domestic producers compete is through choice of technique. Hence, producers could tacitly collude when protected from foreign competition by failing to modernize their plants; trade liberalization may induce defection from the collusive equilibrium. It is pertinent to note that the foregoing theoretical formulations are not mutually exclusive. The current state of knowledge does not make it possible to discriminate finely among them. Indeed, it may not be possible to state with any real confidence what is the direction of causation, as the possible relationships are myriad.

The literature on this theme has been growing. Copious documentation can be found in Havrylyshyn (1990). Tybout’s (1991) contribution was in the exploration of new research directions, while Edwards (1989) was preoccupied with the survey of the empirical literature linking economic growth to trade policy. Since the Bhagwati (1978) and Krueger (1978) studies of trade regimes pioneering the explicit analysis of the relationship between trade policy and productivity growth, a considerable body of knowledge has accumulated on the subject. Expectedly, these studies are distinguished by the polarization of views about the magnitude and direction of causation between both variables. Nishimizu and Robinson (1983), for example, explored the impact of trade regimes on sectoral Total Factor Productivity (TFP) growth within a quantitative framework in a study embracing Korea, Turkey and Yugoslavia with Japan as the comparator. Their analysis, conducted within the purview of inter-industry differences, leads them to conclude that substantial portions of the variation in TFP growth rates are explained by output growth allocated to export expansion and import substitution in Korea, Turkey and Yugoslavia, but interestingly not in Japan. Nishimizu and Robinson conclude that import substitution regimes seem to be negatively correlated with TFP change, whereas export expansion regimes are positively correlated with TFP change.

Studies in a similar mould include that by Bergsman (1991) conducted for Brazil. Having identified two categories of firms, the low-cost inefficient firm with high profit and the high cost “quiet life” inefficient firm, Bergsman found that protection affords both firms more imports, which one used to be technically lazy and comfortable and the other to achieve higher profits through greater efficiency.

Krueger and Tuncer’s (1982) study of Turkey also bears noting. Using sector level data, they provided stronger support for the efficiency gains to be derived from liberalization and concluded that periods of greater liberality have coincided with periods of faster growth in total factor productivity.

Parallel conclusions have also been reached by Condon, Corbo and de Melo (1985) for Chile, Page (1980) for India, and Pitt and Lee (1981) for the Indonesian weaving industry. There are contrary views on the association between trade liberalization and productivity growth, however; Tsao (1985) finds for Singapore, a country with extremely rapid growth of industrial exports, that productivity growth in the 1970s is negligible or negative in some sectors of manufacturing. Pack (1988) also wrote that “comparisons of total factor productivity growth among countries pursuing different international trade orientations do not reveal systematic differences in productivity growth in manufacturing”. After reviewing studies based on within-country temporal correlations, Pack (1988) and Havrylyshyn (1990) both conclude that there is no strong evidence linking productivity and openness.

STRUCTURE OF NIGERIAN MANUFACTURING SECTOR

Nigeria’s manufacturing value added (MVA) of an estimated $3.4 billion in 1985 ranks her as Africa’s largest manufacturing economy after Egypt and

twelfth among developing countries. Yet despite two decades of growth boosted by import substituting policies, Nigeria's manufacturing sector remains heavily import dependent. According to Opaluwa et al (2010), the Nigerian economy is under-industrialized and its capacity utilization is also low. They stated that the sector has become increasingly dependent on the external sector for import of non-labour input. This has been the inevitable outcome of a perverse incentive structure that accelerated the growth of import intensive consumer goods and light assembly industries contributing relatively little value-added under high protective walls while decelerating growth of local resource-based industries. For example, the share of food and textile products in manufacturing output fell from 51% in 1973/74 to 36% in 1977/78, while the share of durable goods with low value added rose from 7% to 19% during the period. Within the durable goods sub-sector itself, the share of transport equipment, which has low value added, rose from about one-tenth of one percent to 11% during 1971/72–1977/78. The net effect of this is that import dependency was fostered in the manufacturing sector in the 1970s.

The manufacturing sector encapsulates a wide range of industrial activities, from informal sector enterprises using simple technology to heavy capital goods industries in the automotive and electrical equipment sector. Out of this, a wide spectrum of light consumer goods dominates the manufacturing profile. These have been nurtured and reinforced by regimes of “easy” import

substitution, localization of assembly and final processing of relatively simple products. The earliest attempt at manufacturing saw the establishment of agro- based industrial concerns such as vegetable-oil extracting plants, tanneries and tobacco processing units. Textiles, breweries and cement manufacturing concerns soon followed.

The structure of manufacturing production has been a derivative of the various developments plans. The First National Development Plan (1962–1968) emphasized light industry and assembling activities. The second plan (1970– 1975) had a somewhat similar thrust and focus, but the emphasis shifted in the third plan (1975–1980) towards heavy industries. Major projects were initiated in the steel and petroleum refinery sector. For the fourth plan (1980–1985), the broad direction was in consonance with the third: it retained the stress on heavy industries. But several of the grandiose plans were short changed with the onset of profound economic crisis in the early 1980s. The ensuing balance of payments difficulties forced the authorities to reschedule or outright jettison some projects. The iron and steel sub-sector was particularly seriously hit by these developments.

Consumer goods industries dominate the sector in terms of both value added and employment. These industries accounted for as much as 75% and 70% of the sector’s total value added and employment, respectively, in 1984.

The leader in the sub-sector is food, beverages and tobacco, contributing 32 and 20% of value added and employment in 1984. It is followed by textiles and wearing apparel, paper products and printing, plastic and rubber products, etc. In the food sub-sector, the key activities include baking, grain milling, processing of dairy products and sugar, and confectionery processing. Beverages inclusive of beer and soft drinks contribute as much as 20% of the manufacturing sector’s value added. The textile industry also contributes significantly to value added and employment. The share of intermediate goods in value added declined from about 24% in 1971/72 to 19% in 1984.

Similarly, their share of manufacturing employment also fell from 29% to 23% over the same period. Metalworking, and chemicals and paints were the most important sub-sectors in this category in terms of their relative contribution to value added, while metalworking, sawmill and wood products, and building materials were the leading sub-sectors in terms of employment in the 1970s. Cement processing constituted a very important activity within the building materials category; cement plants were expanded and new ones established in the 1970s in an effort to meet the housing and infrastructure development programme.

Today, many of the cement plants face the problem of low capacity utilization despite the presence of considerable excess demand, which has induced high retail prices and windfall profits for middlemen. Capital goods industries are still relatively less important. As a share of value added, they rose from less than 1.3% in 1971/72 to 9% in 1977/78, reaching a high of 22% in 1980, before declining to 7% in 1984. The poor performance of the heavily import dependent vehicle assembly plants accounts for most of the decline in the group’s share. The group’s share in employment is about 7%. Other features of the manufacturing sector include low value added, high production costs deriving from the exorbitant cost of plant and equipment, high cost of construction and of expatriate skilled labour, the fact that firms provide infrastructure investment themselves, and the high geographical concentration of public investment around highly capital-intensive sectors by international standards (steel, fertilizer, pulp and paper, cement, petrochemicals, etc.). According to the 1984 survey of manufacturing enterprises by the Federal Office of Statistics, domestic value added was only 14% of the value of gross output and over two-thirds of the raw materials were imported.

To offer insights into the relative position of manufacturing in the output profile, the structure of the gross domestic product (GDP) for Nigeria between 1960 and 2009 is being examined. From a modest 4.8% in 1960, manufacturing

contribution to GDP increased to 7.2% in 1970 and to 7.4% in 1975. In 1980 it declined to 5.4%, but then surged to a record high of 10.7% in 1985. By 1990, the share of manufacturing in GDP stood at 8.1%. As at 2001 the share of

manufacturing in GDP dropped to 3.4%. Obasan and Adediran (2010) opine that the Nigerian manufacturing sector is sick arguing that the productive sector is in a crisis as its average contribution to the nation’s Gross Domestic Product over the past few years has not gone beyond 5%. They attributed this to many years of neglect and maladministration on the part of successive military and civilian governments, coupled with corruption and indiscriminate policy reversals.

EVALUATION OF THE PERFORMANCE OF NIGERIAN MANUFACTURING SECTOR

Perhaps owing to the complexities involved in constructing productivity index, there is little or no data on productivity levels in the Nigerian economy in general and the manufacturing sector in particular. Alao (2010) evaluated the productivity of Nigerian manufacturing sector using the Error Correction Model (ECM) and found that interest rate spread and exchange rates have negative impact on the growth of manufacturing sub-sector in Nigeria. He also found out that the rising index of manufacturing sub-sector is a reflection of high inflation rate and cannot be interpreted to mean a real growth in the sector. His findings further revealed that liberalization of the Nigerian economy has promoted manufacturing growth between 1979 and 2008.

Ad hoc studies conducted during 1989 indicated that, on the average, there was little rise in productivity (Akinlo, 1996). In Oshoba’s study (1989) on food and basic metal industries, only 30 per cent of respondents indicated they had rising productivity. About 11 per cent recorded no growth, while more than half, 57 per cent, recorded declining productivity levels. In the same vein, the Manufacturers Association of Nigeria (MAN) confirmed that the general trend in productivity in industry was negative in 1989. Indications are that the situation has worsened since then.

In the absence of data on productivity in the sub-sector, data on other indicators of performance can be reviewed. These include manufacturing production annual growth rate, capacity utilization rate and the sub-sectors’ share in the gross domestic product (GDP). The growth rate in the sub-sector was relatively high in the period 1966-75 at an annual average of 12.9 per cent. This reflected the importance which the government attached to manufacturing activities and the adoption of import substitution industralisation strategy from independence which resulted in the establishment of many consumer goods industries, including soft drinks, cement, paints, soap and detergents. Growth in the sector expanded in the period 1976-85 with the establishment of more import substitution industries, with an annual average growth of 18.5 per cent. The oil boom of the era which provided enough foreign exchange for the importation of needed inputs – raw materials, spare parts and machinery - provided the impetus for this phenomenal growth.

However, with the collapse of the world oil market from the early 1980s and drastically reduced foreign exchange earning capacity, the sub-sector was no longer able to import needed inputs. Hence, manufacturing output growth fell drastically to an annual average of about 2.6 per cent during the period 1986-98, even with the introduction of SAP in 1986. In fact, for the period 1993- 98, growth in the sub-sector was negative.

Capacity utilization rate followed the same downward trend, from an annual average of 53.6 per cent in the period 1981-85 to 41.1, 35.4 and 31.8 per cent during the periods 1986-90, 1991-95 and 1996-98. It however rose to

40.42 between the period 1999-2003. In addition, the sectors’ share in the gross domestic product fell persistently, from 9.2 per cent in 1981-85 to 8.3 per cent for period 1986-90, 7.5 per cent in 1991-95 and 6.3 per cent in 1996-98 (CBN, 2003).

These negative trends in the performance of manufacturing production cannot but indicate falling productivity. The average growth of 2.6 per cent during the SAP period fell short of the expected rate of at least 8 per cent needed to put the sector on the path of recovery. Its stunted growth constrained the capacity of the reform process to pull the economy out of recession. In addition, capacity utilization rate at about 30 per cent is low to make for profitable operations estimated at about 50 per cent. Its share of about 6 per cent of GDP is also poor when compared with between 20 and 40 per cent in many industrialised and industrialising nations. Worst still, it is not encouraging when it is recognised that over 60 per cent of the nation’s foreign exchange earnings is allocated to a sub-sector that contributes only about 6 per cent of the GDP.

Ku et al (2010) note that in the 1960s and 1970s after the country’s independence, the Nigerian manufacturing sector had been developing positively as a result of direct foreign investment. They revealed that the foreign companies had introduced new manufacturing technology that saved time and cost, and improved the quality of the products manufactured. However, Ku et al (2010) note that from the end of 1980s to date, many problems were found that were responsible for low growth and development in the manufacturing sector. According to them, some of these problems were dependency on oil for income, weak infrastructure, shortage of skilled labour, lack of adequate financial resources, lack of proper management and planning, and so on. They concluded that it is essential to work towards resolving all these problems in order to rejuvenate Nigerian manufacturing establishments so that the manufacturing sector can play an important role in the country’s economic development.

Adeola (2005) identified the most important constraints to productivity growth in Nigeria as (1) the absence of a consistent and long-term strategy for productivity improvement; (2) the extensive dominance of the public sector in the economy, which stifles private sector initiatives and operations; (3) the very weak corporate linkages among the various sectors of the economy – business linkages facilitate innovation, higher productivity through specialization and flexibility in meeting customer needs, and enables economies of scale; (4) the weak linkage between the educational system and the requirements of the economy; and (5) the poor functioning of the labour and capital markets.

OVERVIEW OF NIGERIAN INDUSTRIAL POLICY

Industrial policy can be defined as a systematic government involvement, through specifically designed policies in industrial affairs, arising from the inadequacy of macroeconomic policies in regulating the growth of industry. Instruments of industrial policy include subsidies, tax incentives, export promotion, government procurement, and import restrictions. Other policies such as direct government investment or nationalization of foreign investment formed the core of industrial policy from the 1970s to 1986. However, macroeconomic policies such as exchange rate, monetary policy, trade policies, still shape investment decisions.

The development of the Nigerian industrial policy involved through two key stages. They are as follows:

a) The first period (1970 – 1985) covers the state-led import substitution industrialization strategy. The main focus is on the economic role of government through direct investments, administration of a protectionist trade regime, and the introduction of schemes such as indigenisation and preferential credit to nurture indigenous entrepreneurs (Adekoya, 1987). It is argued that the roles assumed by the government, gave it a leadership role in the economy and direct control over the welfare of individual private businesses.

The government’s strategy during this period simply involved attracting and encouraging foreign capital to engage in manufacturing activities. The role of the government was limited to providing infrastructure and other public utilities, as well as administering industrial incentives. Immediately after the civil war, a new approach became manifest. The Nigerian government emerged with a new nationalistic vigour. This was embodies in the Second National Development Plan. The government would now pursue a policy of progressive elimination of foreign dominance, both in terms of ownership, management and technical control. To this effect the Nigerian Enterprise Promotion Decree was enacted. Government investments would no longer be limited to public utilities and dying industries, but would be directed into other dynamic sectors.

The government increased its participation in industry through new investments and nationalization of some categories of foreign-owned businesses. Expansion of agro-industry, petroleum and petrochemicals, diversification of the textile industry, development of iron and steel industry, car assembly plants and export oriented industry were top of the list. This new strategy was encouraged and facilitated by the 1973 – 1975 “oil boom’, which saw government’s total revenue increase by 500% in just one year.

b) The second period (1986 – Present) lays emphasis on the economic liberalization policies that replaced the state-led import substitution industrialization strategy and nationalization policy (Adekoya, 1987). Government’s policy in this period focuses on privatization, deregulation of foreign investments, trade liberalisation, deregulation of credit policy and the introduction of the Foreign Exchange Market (FEM). Privatisation and deregulation has resulted in the reliance of market, rather than state regulation, and is reducing the role and power of government relative to the private sector.

Economic liberalization in Nigeria was introduced as part of the Structural Adjustment Programme (SAP). This was necessitated by a balance of payment crisis, which was caused by a world oil market glut in the early 1980s. At that stage, government had invested heavily in a diversified portfolio of industrial

projects. The poor returns of these projects, however, could not justify the enormous public funds that had been committed to their execution. In fact, many industrial projects in which huge amounts had been expended remained largely uncompleted. This led to government’s realization that its accelerated industrial development hinges critically on increased private sector participation.

Industry provides a typical example of a sectoral aspect of sustainable development: industrial issues - cutting across the environmental, economic and social dimensions - figure prominently in the sustainability debate.

Environmental constraints to development are acutely felt in the industrial sector in relation to both production and consumption of manufactured goods. While most problems arising from the consequences for the environment of the consumption of industrial products are an economy-wide concern, environmental effects of industrial production fall within the purview of the industrial sector alone. Here the key to solving many of the problems lies in technology. Since environmental problems caused by industrial production are due to so-called external effects - outside the realm of the market mechanism - corrective policy measures are needed to reduce or eliminate such effects. The response of industry to such policies is in almost all cases of a technological nature. Hence industrial technology and its continuous innovative change - if

properly shaped by market and policy incentives - makes an important contribution to solving the environmental sustainability problem.

Economic development is crucially dependent on industrial development, both with respect to the industrial sector's pivotal contribution to economic growth and - even more conspicuously - with regard to the structural transformation of an economy. The importance of the latter is underlined by the fact that economic development is largely thought of as being synonymous with industrialization.

CHAPTER THREE

METHODOLOGY

Research Design

This study was designed to investigate empirically, the role of industrial output in Nigerian economy. The research is necessitated by the dwindling performance of the manufacturing sector over the years. It adopts both the historical and ex-post facto research deign. While the former was used to study and appraise the chronological level of industrial output in Nigeria, the latter was used to establish a cause and effect relationship among the variables that correlate i.e industrial output, investment, government expenditure and money supply.

Sources Of Data
Secondary data is the basis of data used in this study. They were sourced mainly from the publications of the Central Bank of Nigeria (CBN) namely; CBN Statistical Bulletin, CBN Statement of Accounts and Annual Reports, and Bureau of Statistics publications. The variables for which data were sourced include: Industrial output, Gross Domestic Product and investment for the period 1981 to 2010.Government expenditure and money supply have been included as control variables.

Model Specification

The model used in this study is the endogenous growth which is a new theory that explains the long- run growth rate of an economy on the basis of endogenous factors as against exogenous factors of the neoclassical growth theory. The Solow - swan neoclassical growth model explains the long-run growth of output based on two exogenous variables; the rate of population growth and the rate of technological progress, and that is independent of the saving rate.

Romer endogenous growth model addresses technological spill overs (in which one firm or industry's productivity gains lead to productivity gains in other firms or industries) that may be present in the process of industrial output of particular relevance for developing countries. The model begins by assuming that growth processes derive from the firm or industry level. Each industry individually produces with constant returns to scale. Romer departs from Solow by assuming that the economy wide capital stock, k, positively affects output at industry level, so that there may be increasing returns to scale at the economy wide level. He assumes creation of knowledge as a side product of investment. He takes knowledge as an input in the production function form.

Y=A(R)F(Ri, Ki Li).............(1)

Where:

Y: aggregate output

A: public stock of knowledge from research and development

Ri: stock of results from expenditure on research and development by firm i

Ki: capital stock of firm i

Li: labour stock of firm i

The model data used is a time series data from 1981 to 2014 sourced from world development indicator and CBN Statistical bulletin. The variables was tested for stationarity using the augmented dickey fuller test and the co-integration technique adopted is the autoregressive distributed lag technique (Pesaran& Shin (1995)).The model is thus illustrated as; RGDP= f (MVA, AVA, EP, GCE)

The explicitly specified model above can also be written in its estimation form as seen below: 

RGDP= = β0 + β1MVAt + β2AVAt+ β3EPt+ β4GCEt+ εt

Where:

RGDP is real gross domestic product

MVA is manufacturing value added percentage of GDP AVA is agriculture value added percentage of GDP

EP is the electricity production as a proxy for capital stock of firm i

GCE is government capital expenditure as a proxy for public stock of knowledge from research and development.

CHAPTER FOUR

PRESENTATION OF DATA AND ANALYSIS
The Unit Root Test
Table 1: Augmented Dickey-Fuller at Level

	Series
	T- Statistics
	1% Critical value
	Probability
	Order of Integration

	RGDP
	-4.972965
	-4.262735
	0.0017
	I(0)

	AVA
	-6.464138
	-4.284580
	0.0000
	I(1)

	MVA
	-7.032945
	-4.273277
	0.0000
	I(1)

	EP
	-5.700370
	-4.262735
	0.0003
	I(0)

	GCE
	-6.650030
	-4.273277
	0.0000
	I(0)


Sources: Authors’ Computation 2022

Autoregressive Distributed LAG (ARDL) Result

	R-squared
	0.506399

	Adjusted R-squared
	0.334712

	f-statistics
	2.949543

	Prob(F-statistics)
	0.020025

	Durbin-watson stat
	2.0446100


Sources: Authors’ Computation 2022

The autoregressive distributed lag result is the short-run regression. We then move further to conduct the bound test in other to determine if there is co-integration or not among the variables. Also, before interpreting the ARDL result, there is need to carry out the post- estimation test

Ramsey Reset Test (Linearity Test)

	Ramsey Reset Test

Specification: RGDP RGDP(-1) AVA AVA(-1) AVA(-2) MVA EP GCE C@TREND

Omitted variables: squares of fitted values
	DF
	

	t-statistic f-statistic

Probability
	6.9031515

47.65350

0.0000
	22

(1,22)
	

	f-test summary:

	Test SSR
	1.30E+23
	1
	1.03E+23

	Restricted SSR
	1.90E+23
	23
	8.27E+21

	Unrestricted SSR
	6.01E+22
	22
	2.73E+21


Sources: Authors’ Computation 2022

The Ramsey Reset test also known as the linearity test is a test conducted in other to ascertain whether or not our model is correctly specified. The Null hypothesis under this test states that there is linearity in the model. From the result above, looking at the probability by the right, they are all insignificant. Therefore we accept the null hypothesis. Thus our model is correctly specified.

Autocorrelation Test LM-Test

	Breusch-Godfrey Serial Correlation LM test

	f-statistic
	0.391963

	Obs*R-squared
	1.151565

	Prob.F(2,21)
	0.6806

	Prob. Chi-square(2)
	0.5623


Sources: Authors’ Computation 2022

A major test under this is the Breusch Godfrey test. It is also a test to ascertain if our model is correctly specified. The null hypothesis here states that there is no autocorrelation. Autocorrelation simply means the presence of series correlation between error term. From the probability result on the right from the above output, none of the probability is significant therefore we accept the null hypothesis. No autocorrelation.

Heteroskedasticity Test

	Heteroskedasticity Test Breusch –Pagan-Godfrey

	F-Statistic
	2.508389

	Obs*R-Squared
	14.91039

	Scaled Explained Ss
	24.68558

	Prob.F(8,23)
	0.0403

	Prob. Chi-Square(8)
	0.0609

	Prob. Chi-Square(8)
	0.0018


Sources: Authors’ Computation 2022

Heteroskedasticity simply means that variances of error terms are not constant from observation to observation. The null hypothesis under this analysis states that there is no heteroskedasticity which implies the presence of homoscedasticity. The probabilities from the above output are insignificant which shows that there is homoscedasticity.

Bound Co-Integration Test

	
	Lower Bound
	Upper Bound

	F-Statistics Value: 10.53856
	3.53

3.97

4.36
	2.68

3.05

3.4

	
	4.92
	3.81


Sources: Authors’ Computation 2022

If the f-statistics is greater than the upper bound (11 bound) at any level; it means that there is co-integration.

From the above result and interpretation, there is presence of co-integration among our variables. We then proceed to conduct the Long run co-integration.

The Autoregressive Distributed Lag (Ardl) Longrun And Shortrun Co-Integrating Form

	ARDL Co-integrating and Long Run Form Original Dep. Varaible: RGDP

selected model: ARDL(1,2,0,0,0) date: 06/22/17

sample 1981 2014 included observations:32

	COINTEGRATING FORM

	VARAIBLE
	COEFFICIENT
	STD ERROR
	T-STATISTIC
	PROB

	D(AVA)
	-3961537
	32281859
	0.000000
	0.00000

	D(AVA(-1))
	11815587
	32781204
	0.00000
	0.00000

	MVA
	-4195700
	7859397
	0.00000
	0.00000

	EP
	-5.026781
	3.753445
	-1.339244
	0.1936

	GCE
	63880.88
	54189.645
	1.178839
	0.2505

	C
	6666227
	12786823
	0.0000
	0.0000

	CointEq(-1)
	-1.298920
	0.175807
	-7.388307
	0.0000

	LONGRUN COEFFICIENTS

	VARAIBLE
	COEFFICIENT
	STD ERROR
	T-STATISTIC
	PROB

	AVA
	-1318055
	42292362
	-3.116533
	0.0049

	MVA
	9294280
	648917
	1.438970
	0.1636

	EP
	-4.035247
	2.925548
	-1.379313
	0.1811

	GCE
	74806.32
	90904.673
	0.822910
	0.4190

	@TREND
	-7841498
	39855845
	-0.196747
	0.8458


Sources: Authors’ Computation 2022

Interpretation of the Autoregressive Distributed Lag (Ardl) Long run And Short Run Co- Integrating Form

From the above result, the co-integrating form in the short run  result is called the ECM (error correction mechanism) i.e. cointEq(-1) which is known as the error co-integration. The constant term

(c)from the output above is significant. The constant term is the shift factor of our model. The probability of all independent variables in the short run is very significant. The negative sign in the ECM shows that there is short run disequilibrium; that there is disequilibrium in the dependent variable (RGDP) and all the independent variables (AVA, MVA, EP and GCE) are trying to adjust the dependent variable back to equilibrium.

Also, the magnitude of the ECM is -1.298920 this measures the speed of adjustment of our dependent variable back to equilibrium in the long run. Hence, the speed of adjustment is 12.9% which is very slow. The speed of adjustment of Real GDP back to the point of equilibrium in the long run is very slow.

Furthermore, in in the long run coefficient, only agricultural value added (AVA) is significant looking at the probability. This is as result of an increase in agricultural output will lead to an increase in its value added to the economy. According to (Ogen, 2008) the role of agriculture in any economy paves the way for economic advancement.

Manufacturing value added has a positive effect from the result above. This is in line with apriori expectations. That is to say that the production segment of any economy has a positive effect on the real GDP of that economy. More productivity more economic expansion (growth). However, from the probability side of the result, manufacturing value added is insignificant; this could be as a result of the poor manufacturing sector of the Nigeria economy which is contributed to by poor government aid for growing domestic infant industries, high government regulations, unhealthy taxation, unstable political environment and government policies etc.

Also, from the result above, electricity production is insignificant. This is contrary to apriori expectations. For every growing economy, electricity is the driving force for economic growth. The development of infrastructure encourages investment which in turn leads to economic growth. As cited in (Gafar T. Ijaiya and Saad B. Akanbi, 2009) the contribution of infrastructure to industrial output is enormous. It provides an environment for productive activities in other words encourages investment, allows wider movement of goods and people, facilitates information flow and helps commercialize and diversify the economy (World Bank, 1994).

CHAPTER FIVE

RECOMMENDATIONS AND CONCLUSIONS
The main purpose of carrying out this research was to investigate whether or not industrial output has any significant contribution on economic growth in Nigeria. Reviews were conducted extensively on various literatures and existing works in regard to factors that determine industrial output.

The research found out that the explanatory variables were statistically significant and have a long run positive relationship with economic growth in Nigeria. Agricultural value added (AVA) is significant. This goes to say that the government should develop the agriculture sector. The economy has been practicing a monocultural system for so long, it is best if the economy is diversified into other sectors.Also, manufacturing value added has a positive effect from the result above. That is to say that the production segment of any economy has a positive effect on the real GDP of that economy. This is because if there are more productivity then there will be more economic expansion and hence growth for the economy.

If these two main sectors are efficiently worked upon especially by investing more in the necessary technologies for productivity, Nigeria will not only gradually emerge as a world market for exportation of raw materials and finished goods but also as a world attraction centre.
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