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ABSTRACT

The séﬁnch for thé means of changing the trends; of
ecqnbmid development in the less developed qbuntries W
where achieved economic results are in most cases far
below set targets is & continuous process. Although;it
is universally believed thet theAkéy te overall economic
development is industrielizaetion, strategies for
échieving iﬁdustnialization objectives: often vary from onc
couniry io anothero Existing policieszare'consténtly
being amended and new ones formulated as' those factors
mllltatlng agalnsﬁ and those aldlng the reallzatlon of’
the said objectives are identified within pecullar
emyironméﬂtsn H

Thls study is undertaken w1th the prlmary obgectlve
of 1dent1fy1ng such factors as they related to the growth
of selected manufacturlng 1ndustrles ln.vaerla during
the 1974 1985 perlod

Our methods of analyses have been: ba sed on. both
parameter eotlmatlons and qu@stlonnalre survey approachos.

| Using net,assets gnd.tgrnoverlaSJqu megsures‘of.81ze
we examined the effects: of such,factorsﬁés size, -
profltablllty and. some other flnan01al ratios on growtha

In examlnzng the effect of size on growth we made
use of some statlstlcal and economecrlc'methods Whlch
"1nclude mean growth rate and varlance analySls, regreQSIOr

analySls and blvarlate Slze alstrlbutlon and. varlance

analyol



. Xw

In exemining the effects: of profitability and other
financiel ratios on growih we made use: of only'regression
anaiysis.' | | o

Our questionnaire  survey hasﬁbeen.wifh a View_t§
identifying those factors which are nof easily reflected
in the Annual Reportb and. Staﬂemento of Accounts of
companies which. formed the bas1s for tho data for our
'pargmejer:eaﬁlmatlmns,, ‘ |

Our'smatiéﬁical.and some aspects of our econqmqtric
anaxyées;ﬁndieate that'fhe iﬁportanée of fimanciaI
Hstrength as measured by both net assels and! turnover in
,explalnlng higher proflt rate and hence thher growtl .
rates: have only‘beaameArelevant andjwell pronognced,w;th
the setting in of thé World—wide recéssiom of the early
1980* 8 and the consequentlal Structural Adaustment
Pr@gramme whlch was: 1ntreduced,

As a gorollary to thls, ether aspects of our econometrlc
analyses conflrmed the establlshed ‘ relatlonshlp-bemween
vcorporatgagrowth~and profltabllhty: that.pfofifgbility
is an Important arguﬁent of the growth: function.

| The.imbdrﬁant growth indgcing and growth retarding
factoré‘%demmif}ed_in.qur questionnaire éurvey'arelnon-
' financiai and mostly exogenous to their o@eraticns. The
growth inducing factors include gompetixivé action to
expand.market.in existinghmarkets énd overall expansion

of existing markets, both of which are pursued through



-~

XVl

- more intensive advertising. We also identified
product diversification, egpecially ini@.agficﬁlture,as
anothgp-growthzinducing factor éspecially since the
recessionary period when as a result of increasing scarcity
of fqreign exchange, many cgmpanieS'hawe;had to be:
sourcing their'raw'materials locally.

On: the &ther hand the growih retarding fagto?s
identifiedlinélude unstable government policies, shortage
of raw materials, foreign competition éndﬂgeneral economic

conditions.
' N



CHAPTER ONF

INTRODUCTION
1.1 The Problem

The corporate firm has been identified. as the

- building biock'oflan industriél orgenization and: of ‘the

economy as a. Whole,l -and hence the growth of an _economy

{

‘hasﬂalways been closely 11nked w1th the growth of
1ndus&rlal flrms Ln the e@onﬁmyoJ~Thls«close-assoclation
heﬁweent¢nduuﬁrval and ecomamlc grcwth was: clearly ~

: brou&hi out by Galbraiﬁhh(igﬁ?) whemn he . observedlﬁhat

The growth of. th@ Lirm B8e a goal of
techmogiructure ig’ strongly. supp@rted
1by the. pr1mcipl@-o¢ c@naxaﬁencyo-

Foother secial’ goal is” mnra_strongly
avowed than“economic. ETowEhL e, And
this is true. of &ll’ counﬁries,‘”
,_~deVLloped 0T umﬁ@%@lopaﬁﬁ .conmuinist,
" socialist or~eapm%alla%@;a Given -
., the sgreement .on’ econonic’ growth es
-n{a soclal goal tho goal ci ‘the
Hﬂpurpesea Memmeﬁe cam 1ﬁen31fy
" themselves with itrin’ “the” secure
. skmowledge:that: ?hey LBY@ a@wvlmg a ,'
‘AwIavgen“purpos@ ‘then:their: own. ..
.. They. seekito: further %he grawth of-
‘the economyo ' ‘

: e

1. Shepherd W, c'mg (1@7@29 The B Eeommms of Industrigl
. nganlzatlong,Prentlcefﬁall Lntﬁrnatlonal, Inco,
,jLondon, Po 700 R T Al el

2, ~MThe'prlncnpleﬂpfﬁconaisgencyfin“thisrcontext”ia the

" idea that-.the reletionsghip” ha%ween,soclety at large
and an orgenization mist~be consistent wiih.the
-pelation-of ‘the- organmva%1@n to the. imdividual.

. There must.be: con81sﬁency in.ihe’ ‘goals- of theé
-society, the organization ‘#nd the-individual.  And
there must be: consistency in.the-goals. or the = -

- motives which’ inducég” cr@anlza%LQns and. 1nd1v1duals
'to ‘pursue.- uhese goalso y

8. Galbreith J. X. (1967}, The Hew Industriel. State
: 4 Hermandsworth Pengulu pp° 7§~74. .
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In @xamiping,khe:fgrees that:mgde for gmowthwof‘ihe
‘Amefiéan ecom@my,gBaumpl;&%9§2?4upos@ulate@_thétjsome
of them lie deep ihfﬁ@eviﬁgﬁitgﬁignal structure i.e.
the nature of businessmgpalawagd;of-the;competitive
’proceea and the characterigtics. of the corporate -
enterprise. In-the same:vei?? Peﬁfose (1959) dbserve@
the importance of the business firm-es a basic unit.for
the orgenization in a‘private-entempriseyeconomyo .

The wery nature'o6f the e€conomy 1is

to..some extent: defined in:terms. of
the MQnd of. £i¥ms - “that  compose: it,

their size, the way in“which they
. are establlahed and TgTOWoe o oo A

. These aebservations sppeer to be representative of
| the-perspeetiveofﬂtgehinxernétéonal_coﬁmuﬁi&y'onithé
Vrolelaf industrial @@@@1p@mem§'iﬁ;oveﬂalxrnétie@al
dEvelgpm@ntywhich iawthaﬁ?u@@§~way;to demelop”iazﬁo
industrialise. Hence, the term "developed economy” is
often used synoéymnusly withAﬁinéustrialisedieconoéyﬁ,.
| It is perhaps in léneIWi%h>%hisninternatio?al )
perspective @hat.saceass%?evmig@rianxGoﬁennments have
accorded thefindusﬁrial seéto?'a prominent place in the

~ omefall.@evelopmenﬁ programmes of the country.

4, Baumcl We Jo (1962)9A“0n the ! Theory of Expanslon"
Amevlcan Economlc Rev1ew val% 52 . PPe 1078=1087,

. 8. .'Pemrose La (1959), The" The@rv of ‘the Growth of the ™
' Flwm Oxford Blackwell Pe 180
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- In-the Flrst Nationel Du@@l@pm@nﬁ Elan (1962w68),

“one.of the.lndustrlal pollcy obdgcﬁlyeS-was'to stimulate
the esﬁablishmeﬁtland growth of industries which
-canﬁﬁibutevtOﬂeconomi¢:groythf_lln-reviewing thglEirst
Plan in preperation for ﬁh@qSecoﬁd-Plan (1970-?4); it
was indiqatedwthatz | M

Qver the decade, industirial growth
has .-become & -¢crucial factor in- the
. pacer and . pattern of Nigeria‘s.
general economic demelopmentooo
-1ndusﬁry has moved from the
vperlphery of theicountry’s. growth
mechanism %o @ potentielly dominant
p031t1on as - an” 1mpor%@m16@mg1ne of
-economic- tranefarm&tlono'

~Thus, some of the 1mﬁu@trlalvpomiaywobﬁecxivea‘in

the Se@pnd Plan.were

(i} to promote even developdént and falr
- 'dlotrlbutlon ofuimdust 1@8 - '

(ii) to-ensure a rapid: @mpan81on and
. .divemrsifieaition-of- %he 1ndus%rlal
sector, and

(111) to increse. 1ncome?r@alla@d from the
: lndustrlal -sector .

The Thlrd and Fourth Developmenﬁ Plans:aleo
- contained 31m11ar pollcy obgectzv&s. In pantlcular, it
‘was steted in the Fourth Plen thet:

goveﬂnmenﬁ r@gards industrialisation”
as @a.gine qua nen in” natlonal;efforﬁs
to echieve the degree of self- ..

. relliance and. ¢onfidence without which -
a nation eon néither have the, stability
necessary for. 8001&1 peace at home

6. - ngegla Second Natlonal Development Plan (1970n74),
p@ 1 70 ‘

7. Ibid p. 143
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~.nor-muster the. Pespecmeblllty and
- means. requlred for meaningful
" involvement in international affairs
“'and interactions. Industriel
. dewelopment: therefore becomes one of
the:-highest priority areas; for '
government. Every effort will
therefore be mede: durlng the plen
period to fac¢ilitate the”
process of establishing 1ndustr1es
in the countiry end opereting them
'eff1c1entlyo .

In order<to trenslete these policy objectives into
reality, Government;adopted @ number of fiscal and
monetary measures Wthh were meant to act as 1ncent1ves

L
N

to 1ndusﬁr1allsts, and to eltner ellmlnate or mlnlmlse

[

.obstacles to the full eccompllshment of, tne 1ndustr1al

pomlcye‘ Such neasures were1n form _of conce83xons to.

the 1nduutrlallsts, and they 1nclude Ploneer status, |
Approved Users Scheme, Accelerated Deprec1atlon Allowance,

| Terlff Erotectlon for flnlshed products, 2s well es

Duty Rellef on Imports and Raw Materlals among meny others.

| A Ile that 1s grented a Ploneer S;atus under the

Income Tax Rellef Act of 1958 - as amended by Decree

: No. 22 of 19713'en30Js a tex hollday of 2 max1mum perlod

of three yeens 1n the flreﬁ 1nstance dependlng on the

amount lnvested end subgecﬁ to the obuervence of the

condltlons stlpulated 1n the - certlflcate of reglstratlon

8. - ngerla Eounth Netlonel Development Plan
(1980~80ﬁ P. 145. . .
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of the company . At the-end'of the first three years,
the ﬁax.rellef perlod may be extended for a maleum of
.ﬁwo years.

N -Under thc Approved Users Scheme manufacturing-
1ndustr1es are- allowed to 1mpcrt certaln raw materlals
‘elther free of 1mport duty or at very. conce831onary duty
rateso Th;s was meantlto enhance ﬁhe prlce competltlme-

_ness and profltablllty of the products of such

.1ndu8tf1es.

~~.M Accelerated Depreclaﬁlon Allowance was: a measure
taken ﬁo encourage and- aa81at 1nvestors through g rapld
_write~down on capitel assets°‘ The- 1n1t1al ‘end annual
Amrates of capltal allowances allowad undef the scheme
vary w1th tne type of capltal cxpendltures 1ncurredl '
.ror 1nstance, whlle the 1n1ﬁlal and annual allowances
granted on expendltures on plant and machlnery 1nclud1ng
furnltures flttlngs and motor vehlcles wererzo% and

R
.10% respectlvely, the rates for nonmjndustrlal or -

re81dent1al bulldlngs(were 5% and lO% reaoectlvelyo

The moneuary measures takan by'Government were 1n
.Vthe form of establlshment of f1n3n01al 1nst1tutlona to
“ensure free flow of funds at hlghlj sub31d1zed rates to
proapeCulue 1nduscr1allsts°: Promlnent among the earllest

iesiobllshed flnan01al lnstlﬁuﬁlona were the 1nvestment

‘ Company of Nngerla (ICON) whlch later metamnrphosed

A R g

90 For a full dlscu331on, see- ngerla Company Handbook
Fourth Edltlon, 1988 P. 486.» .
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: 1nto the Nigerian Industrlal Development Bank (NIDB),
:  the ng@wlan Bank for Commerce and Imdustry (NBCI),

ly

The ngerlan Stock Exchange (NSE) and 1n more recent
umes9 the Natlonal Economlc Reconstractlon Fund
(NDRFUND),,the Industrlal Tralnlng Fund (ITF),,

People s Bank and the Communlty BanL among others.

1
i \

There were many obaecﬁlves for settlng upon ICON
1n 1909 the first of which was

to assist industrial, commerc;al
© and agrlcultural enterprlses in
' Nigeris: generally by - 3331st1ng the
creationy expansion and N 10
-.modernlzatlon of" such enterprlses

When 1% was reorganlsed 1n 1964 to form the NIDB four

.x,.;‘L‘ [

P(new obaectlves Were spelt out. One of them was

to Join. skllls and experience: and
- forelgn prlvate caplﬁal with~
- Nigerian skills“and‘capital in the
. development: of new~industries and -
”;the expan81on of ex1st1ng ones.ll

A

The NBCI was establlshed 1n 1973 to provlde equlty
.m‘caplﬁal and fmnds bJ way of loans to 1nd1genous penaons,"

11nst1tuﬁ1ons-and organlzatlons-for medlum and long-tenm

,1nvestment 1n 1ndustry and commerce at such rates and

aupon such terms as may be determlned by the Board in

v‘kaccordanee w1th ﬁhe pollcy dlrected by the Federal

ESEaAT W ? RS TR Gy R A

HLMlQQWiNWankwo G, 0o (1980), The Nigerian. Flnanclél System
SR Vj,macmlllan Intennatlonagj;o-;egew g,;gn@pi%$}.@ :

e

11. Pederation of ngerla Natlonal Eemelopment Plan
,. -»:,,_Vl%z—-ss p., 63,7 S
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Executive Councinlzh Essentially, the bank was
established to ensure the success of the indigenization
exercise Wthh followed the promulgatlon of the ngerlan
Enterprlses Promptlon Decree of J972 whmch In itself |
was yet another 1ndustrlal pollcy measure that hed been
~ embarked upon. N |

The Nigerian Stock Exchsnge started as the Lagos
Stock Exchanés—ﬁthh was establlshedlby the Lagos
Exchange Act. 1961° Its establlshment was in responce
to the recnmmendatlon of a commlttee set wp By the
Federal Govemnment in. 1958 to cogs1der ways and means.of
promoting a stock market. in ngerlaa On its. establlshment,
the Legos Stock Exchange was expecied to perform the
following functmoms: | |

1. -Provide ‘appropriate machinéry to facilitate

-further offerings of. stocks and shares to

the general public.

2. _Promome increasing participation by the
‘pwbﬂlc in the prlvate sectof of the economya

I Encourage the Investment of savings so soon
: as: 1t iIs clear that stocks and shares are
“ readily avallable@13

12, Decree No. 22, 2hd Aprll 1972,
‘133 Central Banl: of ngerla Annuel Report 1960 p. 17

14. In pracﬁlce ‘stock” exchanges throughowt the world
" hawe certain roles which were also expected of
the Lagos Stock Exchangé., See Nwankwo G. O.
Opo Cite piyl34 for these. ' S
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8.

nhe NERFUND was: set up: by decree Nom 2 of 1989 to

\

moblllse flnan01al resourcea that would enable small-

..and medlumuscale ellglble 1nduetrlal and allled

_enterprlees access to beuter medlum - to long-term

(flve to ten years) loan fac11£1ea9 to ‘help them

'Mecqulre thelr flxed aesete 5ech as machinery and

: equlpmente

15

The background agalnst Wthh the PUND ‘was: sel up

X

was beeed 1n part on. the observatlon that one: of the

. \

.reesona why banks 1n ngerla do not; prov1de 1oans for

the med:ww»tmlonguterm 1s the shortoterm nature of thelr

3l
A

v “.:,' -

(deposm%) funds in whlch case, thewshort term nature of

f|‘

v.tnelr varlous dep031ts placed by bank customers create

'

future fundlng uncertalnty for the banks Whlch -are

therefore reluctanm to mlemaﬁch the term of thelr

dep081cs and loens°

: are to

(=}

'.Ehuq9 1n ececlflc ﬁerms, the obaectlve of NERFUND

-~

Correct any observed-inadequacies.in the
.'prov131on of "mediuwm--t0o- long-term flnan01ng
- 't0- small  end mediuwm-scele:industrial
"enterprlses, ‘especielly manufacturing and

agro-allied enterprlses and ancilllary

services;

(b

Provide medium~ to long=-term loans to

“partlclpatlng commercial ané ‘merchant banks

for* en—lendlng to “small- and medium-scale

‘*enterprlsee for-the- promotlon and aceceleration

“"of ‘productive activities in-such:ernterprises;
R T " R et ~"‘.'l'—1' o : o

e
B

15. Federall Republic: of Nigeria, The Natlonal Economlc

XV

Reconstruction Fund- Imformaﬁlon Bulletln and’

. Operaﬁmonal Guldellnes p° .70
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(e), Fa0111tate the provision of loans with
T five to-ten'years ma%urlty, including a
"“grace period’ of oneto three years . '
" depending ‘on" the" natmre 0f the enterprlse
ot praaecﬁq ' : s i

(a) PrOV1de such loans- elther in naira or in
. 77 foreign .currencies: or:both accordlng to the
sources’of " funds- aveilable to thé’ fund and
' the requlrements of the' ellglble ¢
“*jenterprlse ox; proje ﬁols
y e :

Smeecﬁ %o @Ertaln c':m:zﬁ:.‘t:v.cms:l‘?9 the eligxble

,,,,,

\, 5
mlnlng, quarrylngﬁ'lndusﬁr1a1 support servmces, equlpment

'leaslng and such other enﬁerprlses an01lllary thereto.~

Beyond ihe establlshment of flnanclal 1nst1tutlons,

. mnnetary poﬁlcles have been formulated’over the years

to sulﬁ ﬁhe prevalllng economlc condltlonso~ For 1nstance,

.,:

durlng the war perlod (1%6--69}9 there was an’ urgent
need ﬁo deal w1ﬁh %he rece831onal and polltlcel

';expedlen01es whlch necesaltated a pollcy of credlt ease.

PERTIN e e L N

;;Qheoretzeally, SHCh 2 pollcy was supposed to ald more

1nves%ment Ln every sector of ﬁhe economy° Unfor*unately,

‘ rth!

;Fthe experlence then was that al%hough there was a-

favourable response frpm supposedly prospectlve

el
i 2l

;;1nvestors,ithe funds 80 dlsbursed to ﬁhem were dlverted

-;mnto unprofltable ventures sueh as- buylng luxurlous cars,

R

‘hulldlng houses and other luxurlous spendlngso

Apart from these flscal and moneﬁary measures,

efforts were made 1n the past %o make adequate prov131on3‘

EH

'“for 1nfrastructura1 facxliﬁles like: electrlclﬁy,

.41.6_,! Decrees No.  2-1989 Sépti‘o,{“‘fl'
17 See Ibid Section II-
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efflclent network of roades ra11ways water and ocean
transport and even the develapment of 1ndustr1al es%ate&.'

All_these were meant to. reduee consxderably the overhea@
| cosis whlch would otherw1se have been borne by the “
'1ndustrlallstse B ,
| | With the forego:mg9 ;t 13 qulﬁe ev1dent that
Nigerian Governments have b@en m@klng efforts at creatlmg
“conduclve bu31neus env1ronmont for the- establlshment
and growth of 1ndu8trlal organlzaﬁlons 1n the countryo
Although governments, perhaps 1n the splrlt of the
t_dlctum-that example 1s‘beﬁﬁer'thanAprecepts have in-
somc Lases gone 1nto dl?ect part1c1patlon in- the

R

1mﬂustflal sector, most 0f the pollcv measures, have been

i ; ¥

Mdl?@@ﬁed at encouraglng the prlvate ecior 1n the

b

proee@s ef mnduszrlal dev@lopmemtgl Emph331s has howewer

o
1 .1'.“ (? *

dhchanged in favour of the'pwmva%e sector as Government

| ot

in’ the ﬂaee of @mlndllng an& umstable 011 revenue9 has

N
vigd § o

(:Nadcpaed a pollcy of prlvaﬁlaatlon anﬁ commerciallsaﬁlon

S’y -

”of uhOS@ bu81ness venuures 1n whlch 1% han hl@herto owned

TS T ey ,, g

;sharesel The whole essenee of privailsaﬁlon has been to

5 RESIE S IR RSN ot

'"mralee p?OdﬂGulVl%y anﬂ efflcl@ﬁey bedause 1t 13 belleved

.4,;,'

§ v b
el RIS “n-»* by

';that hw 1ness orlenﬁaﬁlon 1n th@ prlvaﬁe sector is- such

: i
R o

"fﬁhat allews forrln;tlatlv

¢ P

ﬁcompetltlon anq adopﬁlon of -

economle com51deratlono ln the dec131on meklng process.
=g O S . ..
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-Coupled w1ﬁh thls 18 uhe fac% that 1n the nger;an case,

o . lf '
it is expeeted thaﬁ gove?nmeﬂu w111 be relleved of its:

xflnanclel burden of dlsbuP31ng ennuel subventlons for

e

_____

_the flnenc1ng of such publlc enterprlses to be pmvatlsedo

However, glmen ﬁheﬁ many of %he enterprlses to be‘

.'-,-

prlvatlsed 1n ngerle heve been operatlng as monopollsﬁs :

dE A l.

over the- years, it is very" doubtful 1f the obaectlve of

1mp oved - efflclency would be reellsed to the extent
'wanmxcipeted after prlvetle&tlano Thls 1s becauee
eff101ency71° 1q part e functlon of competltion and in

_,,,4\

_such a 31tmat10n wpere smmller enterprlses such es the '
jNaﬁlonel mlectrlc Power Au%hbrlﬁy (NEPA) or %he
=VN1g@P18n Rallway Corporatlen (NRC) cannot be easily
\esteﬁll hed by prlvate buulnessmen glven the flnanclel
outlay, it 18 clear that the enterprlses w111 eontlnue
to operete as menopollsts fer a long the to come°

| ; Penﬁose (1959) hed- p031ﬁed thet corporate or
1ndus%rial growth is a natural process that w111 occur
ewhenever fevourable condltlons ex1bt@ - One would

1

therefore have expected 1nduetr1al establlshmentslto
iflourlsh in the type of env*ronmehr*that has so. far been
created by government 1f only @ 11+t1e beyond the tlme
the world»W1de rece381on set in. 1n 1981°“ But to the

u.contrarng”lt appeers ngemla is stlll far from belng
P ,

'\7_1ndustr1allzed to the extent env1eaged 1n the

P . l ‘



e

d@velgpment planso The rate of growth of the prdport%on

* of the Gross Damestlc Product (GDP) accruing from the
'manufacturwng suba@ector has Deen very low. By the end

vaf the oecond Plan period, it wasg indicated that

..., Study of development suggesie

that Bigeria would have &

manufecturing sector representing

16 per cent of GDPi8

Xn actuql fact the figure had risen from 4 per cent

in 19@2w63 to less then 8 per cent in 1973-74. TFor the
United Klngdom, the United States of Americe eméhJapam@‘
the proporticns were 27, 25 and 28 per cent resp@étiveiy
in 1973-74. By 1984, the proportion was s8till for below
10 pexr cent in Nigeris. Specifieslly the figur@&lwer@
$.42 and 9.66 in 1986 and 1987°° respoctively.
Although, this low proportion of the manufacturing

sub~g8ector in the GDP is chéracteristic of the ies

developed countries in genersl (for instance it was less

thet 1 per cent in Liberia 1n 1974 and about 12 per cent
in (hona in the same ye@r?n the important point we are
dranng attenl&on to is the wide disparity between the
@xp&ét@d and the @chx@ved ﬂontrlbutaon of "“the su%»ﬂectmre
¥nile it canmot be degled”that the iIndustrial
sector has'grown over the yesrs, the short fell in the
gipeated growth rate is slso quite evident. G&VOn that

the key %o overall economic ﬁewelopment lies in the

i8. F@deratlon of Nigeria,

Plen p. 138, Third Neticnal Development

19.  Centrsl Benk of Nigeria Annuel Report 1988 p, 15
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1ndustrlal sector, end glven the 1ndustrlal pollcy

obaectlves and measures 80, far taken by the Government

and yet the reletlvely pooxr performance of the sector,‘
» some relevant questlons that readlly arlse 1nclude°

«;vﬁi) What are .the faotors reepon81ble for
TW&*M*”the SIOW'growth of ‘the’ 1nﬂustrlal sector?

T“L(ii)_,Whet are the factors” coneldered by
"V il the existing firms as conducive to their
;wcontlnued ex1etence and expans:Lono

. (iii)  What: other measures ‘can be- taken to
U effect Bome,positive changes in.the -
growth rete“of ‘the- industrial. sector
AL dtedse to remgin @ crucial factor o
. Ain the pece, ‘and pettern of ‘the country s
ﬁjgeneral economlc development? A

. By focu51ng attenﬁlon on some- keJ menufacturlng

_1ndusﬁr1eszo 1n the country,'attempts are- made to ,

,,a

. prov1de some enswers to theee and other related queetlons°
B SRR ) .

¢l923 Obnectlves of the“StudY

“rim@rglggnpe@ jobaectlve 1s %o 1dent1fy the magor

R e

factore ‘that ald-coyporatepg?owth 1n'N1gerlaﬁ In the

proce@s of accomplishing this objective,; some secondary

~. .

objectives we- also set to-accomplish,ﬁnclude:' N

(i), Identifying the major restiraints to
. corporate growth in Nigeria,

(ii) Determining the average growth rate
and the disparity in the growth rate
of firms of different size classes.

(iii) Exemining the extent to which economic
.and finencial factors vis-a-vis socio-
polltlcal fectors affect corporate
growth 1n Nigerla. ,

N

20. The target industries sre stated in chapter three



14

- (iv) -Investigating: the extent %o which the
. - existing corporete growth theories are
relevant. in a typ1ca1 less developed
countrwalgeria.

1.3 Hypotheses

'Inffpursueoce'of the foregoing set objectives, the
following are the main null hypotheses tested in the

study.

(i) There is no systematic relationship
' between size and growth of Nigerian
- . firms. :

--(ii) There is no'.systematic relationship
‘ between financial .characteristies. and
-growth. of.- ngerlen flrme..

(1i3i) Gorporate.growthaln-ngerla is not

. . determined by economic¢-and financial
factors, but by sociael, politiea2l.end.
-other.non-financial” factors such as
menagements® response. to business
env1ronment.

Bach of these hypotheses is tested. under dlfferent

chepters of the sﬁudy.

l.4 Deflnltloms End Scope

Growth is: 31mp1y deflned as the change 1n sxzeap,ower
time., Ii involves eddltlon to. the productive assets of
the'firﬁ;aod,theee,@nc}qde the labour force, capital
goods, finencial sssets, roo,mateyéels etc; »

A eorporafepbody on its own is a~1egal.entity
-ereated eithexr for a_limited Periodvor in.penpetuity and
is treated in meny respects as a netural'pereon, in |

~which case; it can own propertygvincur debt, sue and be

20. The various measures of size and the ones adopted
in this study are enumerated and discussed in
chapter three.
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suéd.zl While we égknewlg@ge that this definitien covers
a variety of organizations, meny of which are net
business oriented, ﬁcwrpgrateﬂ,in the context of this
study refers to-tho;e businesé_@rganizations that are
.set up primarily for,tbé purpese of making some pfofits,
since they are the ones whese ceontributions, in terms
of both. wvalue added”and employment generation, ape‘mostly
reckoned: with ih the precess of evaluating the overall
performance: of the ecenemy. Our definition therefore
excludes such public: enterprises as the Water C@rpQrationS
or the'NationaliElectricAPower Authority that-are set
up primarily td provide social services. It alse
exeludes such social organizetions as churches, mesques
er clubs. Essentially? our definition covers enly those
firms: that can be classified under "Economic!" heading
in national income accounting, ) )

. We also acknowledge the fact that the industrial
séctor Qf any economy can_expand.either-through;the
establishment of new firmsﬂgr threugh the expansion or
growth of the existing ones. However, before @ firm can
greow, it must have been born or established, and
Just ss firms are born, they alse die either by
liquidatien er by being tsken over by a:mbre viable

firm or through merger with a bigger firm. In this

21. Sloan, J. S. , and Zurcher, A. J. (1970), Dictionary
of Economicg. Fifth Edition, Barnes and Noble Books
po 102; .
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study, we Timit ourselves to the growth of firms not

. because we do not con31der ﬁhe blrth and death of flrms

K

as belng 1mportant but because we belleve they are w1de
enough to constltute separete bodles of studye
Lsstly, we elso acknowledge the fact that the

grovtn of flrms are phenomena whlch take varlous forms,

..0-
many (such as the 1ngenu1ty w1th whlch resources are

employed and the sklll of tnose who operate machlnes)
of whlch are not measurableo In general all
1nducements to growtn are classlfled 1nto two v1&,

“ 1nternel and externelu Internal 1ndusements 1nclude

sucn efactors that relate to the ex;stence of unutlllzed
or underutlllzed resources (1 e, oepltal. productlve

? caoecmty, talents or personnel, 1deas etc ) whlch can

be empIOJed by the flrms 1n the course of expanslone
\Th se often leadlto such dlverse actlv1t1es as development
of new products and processes 1nternel vertleal

‘lntegretlon, geographlcel expans1on 1nto new markets .
.dependlng on the nature of unused espaclty that ex1stede.
_ e

However, a flrm may sccompllsh eny of these goals

YW
l!

through merger whlch is the fus1on of two or more firms

.”chet dlffer in size 1nto one, end thls is con81dered the

external means of aeh1ev1ng growth.

Al .
. p -

Lt has . been observed that growth by merger occurs

at a falrly edvanced stege of en expanSlon and more

I!
S
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spec‘flcally afmer a, flrm mlght have exhausted the
o »).
;.opportunLtles for profltable 1nternal expan81on.

'Fabayo (1981) 1ndlcated that ngerlan 1ndustrles under-

o utlllzed thelc cap801ﬁ1eso; Scme of the reasons

1denﬁ1L1ed for thls occurrence 1nc1uded utlllty supply

Hshorﬁages at the ex1st1ng tarlff rates, spare parts
.problems, 1nadequaﬁe demand at the: prevalllng prlces

i among othcrs.za Th@ prevalllng economlc crunch with

o

1ts attendant Structural Adaustment Programme (SAP)
_appear to have worsened the 81tuat10n for most small-

and medlum scale flrms.. Except for a ﬁew large ones,

v,mns :ngerlan flrms19 esp601dlly 1n the manufacturlng

W

‘ sub-sector have been opcrat;ng far below capaclty9 and
alhhough it ms belng suggested that a- way out of the
economlc 1mpasse for ﬁhe small and medhum scale flrms is

i to merge w1th the blgger and more v1able Qnes9 growth by

'fmerger has not been 31gn1f1cantly 1mportan% 1n ngerlam

,In fact that logal pr0v131ons fcr merger 1n ng@rla is.
'contalned in a relatlvely recent Gompanles Acﬁ of 198624
ke 1

1s an attestatlon to the fact that merger 1s a recent

j (

phenomenon 1n the country° In v1ew of thls 1t appears
[ Vi

'reasonable to assume that corporate growth has been ;

4

"malnly 1nternally 1nduced The tudy therefore focusesa

By
b

' on the determlmants of growth other than mergero |

.....

IS
I

-23. Fabayo JeA Q1981), conomlc Analy81s“of Productlve
Capacliy,/underutlllzatlon in some ‘Nigexrian’

-\ Manufacturing’ Compz‘:un:-_e;s“9 The Quarterly- Journal of
Admlnlstratlon vol° XV pp. 315-34 o

240 lea R°~*° (Chalrman/managlng Director of Lever -
Brothers, Nigeria Limited) Bu31ness Tlmes Monday
" May. 29 1989 p. 12, R g .




18

In sum, we set out 1n the sﬁudy to 1dent1fy thesa
factors uhat are responslole for ﬁhe 1nternally

:.1nduced growtn of corporate bu31ness flrms 1n ngerla.

195 Plan of Sﬁudy

Beyond tnls 1nﬁroductory chapter, the rest of the

~

study is structured as followsa In chapter two, we

set out to rev1ew the relevanﬁ llteratureo Under the
“dlscusslon of method of analy31s 1n ehapten three, we

undertake a dlscu831on of ouP varlabl“s, present and

dlscuss tae corporatemgrowth models used 1n testlng our
e £ '.-;Js

| hypotneues and also dlscuss the method of data

PR
vt

"collectlonh We also hlghllght the shortcomlngs and
llmltatlons of the data 1n thls chaptero, Chapters four9

flve and six are the analyses chapters where the results
oy s R H

of dlfﬂbrent asoects of %he study are presented and
dlSCuSSde« In chapters four and flve where we examlne
h “I'l ‘ Uy F R

.the effects of 51ze and flnanclal characﬁerlstlcs
o respecﬁlvely on growth we start w1th cross—sectlonal

analyses and end w1th tlmewserles of some 1nd1v1dual

RS «
T
Y »

| flrms, whlle 1n chapter 31x whlch is basedLon

questlonnalre survey9 the entire ana1y31s 1s cross~

sectlonalg We end the study 1n chapter seven where the
s%udy 1s summarlsediand conclu81ons and recommendatlons

R I e
’ Cg - i T~ . . ,'_“

are madee’



GHAPTER TWO

o Al L.\-\_“

 LITERATURE REVIEW

In thls chapter we trace the evomutlon of what is

e

generally regarded as %he theory of corporate growth
' Ly

_revxew the ba81c formal models and aloo ‘examine the -

. ot
'.‘ ",‘\

emplrlcal ev1denceo | VW'

2.1 : Evolutlon of the Mbdern Theorles of the Flrm

n,.y.w.‘_'llr‘:‘i-,\nxl.- B K \r

Qrthodox economlcs had been domlnated by the theory

of value whlcn was a general @qulllbrlum tneory founded

"_on perfect competltlon and prov1ded answers to all R

‘.|\

quesﬁlons abouﬁ pmces9 outpu% and J.ncomes° It was from

.1.
\

thls ﬁneovy that the traaltlonal theory of the flrm evolyed.

'_Roblnson (19u3) had observedxthat rather than analyse

the slmultaneous equlllbrlumudetermlnatlon for all

"_products &s mn the orthodox theory,,the analy31s of the'

fief HET LA

_hautpu% and prlce of a 31ngle commpdlty can be conducted

} by 3 technaque based upon the study of mnd;'ldual

-_declslonsa

Th@ tradltlonal theory deals w1%h the flrm at a very
iy
..hlgh 1evel of anstractlona It ls based on the assumptlan

{thaﬁ the entrepreneur who owns the flrm has the 31ngular
'obaectzve of proflt maxlmlsatlon. It 1s further assumed

"a that in a vorldkof certalqty in Wthh there is. full
"'quwle@ge about the past performance, the present
qpp&iﬁiﬂn.and future developments, thls obaective is

ye ¥

I;" Roblnson J0 (1983), The Economlcs of Imperfect
Competltlon London, Macmlllan, Lo

(Y
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aﬁtalned by uhe appllcatlon ef th@ marglnallst prlnclple°
| marglnal cost equalé marglnal revenuec Eurthermore,'the
firm was belmeved to acﬁ atoml t1cally, 1gnor1ng 1ts
' r1vale° reactlonssf}m o i | ( C

Wlth cost curves ﬁhat are Uwshaped both 1n the short—
and in the 1ong«run$ a slngle optlmum level of ou%put is
1mplled@ lThe theory presents a. atatlc model of the flnm

'1n Whlch once che 81n5le optlmum 1evel of output 13

‘attalnedﬂ a sﬁate of statua quo 1s malntalned, except if

there is e technologICEI breahthrough whlch alters the
! p081t10n of the cost curve9 or some p051t1ve changes 1n
.the maﬁkei whlch make some alternaﬁlve productlon level
| mnrp p?0-1t8b1@9‘> o o
| Alﬁhough the tradltloﬂal ﬁheory repre ented a sharp‘
change of focus from the theory of value9 yet béfere.
i the end of nhe decade of its evolmﬁlon, it had already
hstar%ed belng attacked0 The publlcatlon of ﬁhe emplrlcal
‘flnﬂlngs of Hall and Hltch in- 19392 concernlm@ %he h
behav10ur of the flrm 1n the real warld Lnltlated a
\gradual mnuntlnv dlssatlsfactlon w1th the tradltLunal
Ftheoryo It had been dlscovered in the study that flrms
_knew nelther thelr marglnal costs nor thelr marglnal
revenueo Hence they nelther applled the marglnallst

pr1nc1ple nor: even attempted to mawlmlse thelr long«run

PPOfl%ﬁ»' It was also dlscovef@d that the flrms dld ‘not

20 Hall Ro Lep and Hltch c. Jo, (1939) “Price Theory
o and Bu81ness Behav1aur” Oxford Economlc quers

v R

-
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act aﬁomlstlcally In sum, the stmdy actually expoaed
.(' o ‘\ “ Rt
the hradltlonal theory of the flrm as 1ack1ng 1n reallsmo

gy i

) The study by Hall and Hltch opened a flood-gate of
attachs on the tradltlonal theory from dlfferent

porspecﬁlvesm Some of these include the works of

«‘]‘ "

Machlup (1946)9 deer (1945) @llV@P (1947)
Rothschlld (1947} ; Gondon {19483 N Papandreou (1952)

-

vﬂapd-&bplln {1903}

Emplled.ln these at%acka were: varwous proposals for -
mr,,,x-,u" iHu T b Aaniay &
& re@ormulatlon of the theory of the flrmo' Promlnent
t )
among the proposals 15 ﬁhat whlch s%ems Lrom the

TR

e, ok A e, Tty T T

3° : Macnlup, F} (1946)w'wmarg1nal Analy31s and'Emplrlcal
- ReseawchW}Amorlcan Eeoaomlc Rev1ew ?ol“ XXXVIaﬁfm

49 Hﬂdamg M. W (194?)» o hy Recon81deratlon of the
" Mergingl’ Product1v1ﬁy- hoory“ uournal of Polltlcal
Economlcs ?ble LVII.;‘ : 3 o

-, r..m 25

50“ Ollver, H®<M° (194?)wnWMalg1na1 Theory and Business
Behav1our“ Amerlcan Eoonomlc Revxew Volo XXXHII

6o Rothschlld Km (1947},'ﬁPrlce ﬂheory and Ollgopomy"

' "»“*Economlc Journal VOle AEVITe o o

v |~- . z.L. R (_-. . : ’
7o Gordon, R, A, (l@é@)m WShor%«Perlod Price Determination
- in Theory and Pracﬁlce”’ﬁmeoican Economlc Bev1ew STRE

VOJ.@ m'V' IIo _t ., e " s v O ‘: . R ook

-

8, Papandreou, AB,(1952>@ “Some- Basic: ?roblems in the
.. Theory of the Flrm“"ln ‘A Survey of—Contemporary
Economlcs ‘ed. B.. F.,Haley (frw1n)9\_5%azv .

9, Koplln.a H@ ] (lgﬁs)w'wThe Proflt Max1mlsatlon
Assumptlon" O?ford Economxc Paperso el
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dlssatlsfactlon w1th the statlc equlllbrlum framework
‘of %he ﬁradltlonal theoryg The plausxblllty of the
assumptlon that there is an opﬁlmmm size in the long-run
.had been undermlned by the much eccumulated eV1dehce of
'constant and 1ncreaolng returns to scale° In its place,
a new framework-which reflccis the cummulatlve moveménts
‘of the size of_%he flrm-1p‘avparggcularfd;rectlon-was
.calledbfor. ) o

The objecfiﬂﬁvto the'atomistic'behaviour of the
ne0mc18881cal firm under cert81nty and the. general
agreement that the . structure. of manufacturlng is
predomlnantly ollgopollstlc further strengthens the
' proposal for a dynamlc equlllbrlum framework.

The various -8irands. of prooosal for a-: reformulatlon
have led to suggesLlons of several altarnatlve goals:h
which have been synthesxzed and e13881fled 1nto broad
groups-»namely9 behav1ourlsm; lang_run surv1val and
. managerlalsm:among.other§ajf |

| The . semlnal work on- behavlourlsm started w1th
Simon - (1952) and subsequently made: elaborate by Cyert

‘and mﬁrch (1963) " The essentlal elemenxs of dlvergence

between ahe tradltlonal theory -and- behav1ourlsm lie in

10. Simon, H. A. (1952), "A Behavioural Model of Rational
- Choice® Quarterly Journal of Economlcs Vol LXVI.

11. Cyert Ro M. (1968) amd J@ G. Merch, A Behav1oural
STheorv of the Flrm, PrentlceaHall 332po_
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(i) Jthe~ownership/managemgnt‘relationship
(ii)l the number«ofﬂgoals‘of‘the firm and

- (iii) their‘concepts'of rationalityp

Behav1ourlsm postulates a divorce of: menagement from
, ownersh;po It recognises. a multlpllc1ty of goals ﬁhat
-are accounted for by a coa;}ﬁlop_ofxglfferentugroups'such
as the Qorkers,-the;shareholders,:customers;etc.ﬂwhich
constitute the firm. Fur‘thgrmoreB its concept of |
Yrationality is defined in terms of a satlsfic;ng
- behaviour rathef than the maximising behaviauf.of.the
traditiohal firm. ’ _ g | .

| . In regard of the 10ng~run~survival theoryvli%s
proponents such as Rothschlld (1947) suggest-that thé
primery mntlve of the entrepreneur is long.survival. '
He therefore takes such steps that alm at. the attalnment
and retention of a constan@lmarket share. Though such a
behaviour has been prOVQd to be compatlble w1th the
vmarglnallsﬁlc behavmmur 13 1t is not certaln‘whether 1t
1eads to- proflt max1mlsat10n in the long=run. Itw;s |

howewer gquite cleer that_dlffergnt'target»markeéfshares

will yield different maximum lewels of profit..

SN

12. Rothschild, O _ga-cit;‘uf

13. See Koutsaylannls Ao (19‘?5)n Modenn Mlcroeconomlcs
Macmillan: pe 2580 Coa . .
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Baumnﬂ.(lgéZ) Marrls (1963) (1964) and.
Williémsoh-(1963)l ‘are: emong the earllest propenents of
managerialism which, like behav19ur18m, postulates a
'divorce of managemept from oynership. Al%hough.the
managerial theorists do notwahare-the same yiew-in regard
of the assumptions'they makgggbou@ the managerial .
objectives as well as ip their(postulates about the nature
of the management/ownershi§‘relatibnship,-they all
agree that the diéorce of managemenp-fromnownership
concedes somevdiscre%ian"$o M§n§gers~in se{ﬁing,goals
whichvmaximiseutheir ow@lgti};ty“f&nction formtheffirmo
: The‘divengenee-infthe.agsgmpiiOQSNabqutgmanagegial-‘
cbjectives notwithstandimg? 8 common trait is the implied
corporéte growth.objectivea -While-for.instance, in the |
dynamic version of Baumol 'S mndel the basic-assumption
is that the firm- attempts to maxlmlse the rate of- growth

of sales9 the Managers in Marr1a“ model aim.at maximising
1 )

the balanced~growth rate- i ea equatlng their own utility
-which is a‘functhn of the growth of demandgforuthe~f1rmus &

products. and the utility“of themowner/shareholders¢whichﬁu

14. :Baumuﬁ Wo Jo (1962), ‘Business. Behav1@ur Value and
_Growth Harcourt and. Brace° . : - ;

15. Marris’ R.. (1963) ”A Mbdel of” Managerlal Enterprlae“

Cy Quaruerlv JOurnai of Economlcs Vol° LXXVIT 'z

16, (19@@)9 The Economlcs of Manag@rlal
Capltallsm London9 Macmlllan. &

17. Williemson .0. E. . (1963), ”Managerlal Dlscretlon and
Bu51ness Behav:.ouroa Amerlcan Economlc Rev1ew Vol. LIII.

.
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is & funcfién of the ra@e;g@fgrowﬁh‘ofscapital supplye.
Williemson also indicateqiihatgihe status and power of
managers 1s assoéiated”wi@h the digcretion-the&-have in
undertaking,investménts beyond those required for the
mormal,oberation.of'the fi?@%
Given all the theqries;fitiis then cleer that the

modern firm is dynamic; iﬁ.ié - |

nChérécterisedAhy é restless ﬁrge

to-do better; toc change the

condition lest’ through” 1nact1v1ty
they are changed against (1t)

n

2.2 Evolutlon 0¢ the Corporate Growth Theory

w;..-:-' - R

élthough @ w1de range of scholars have addressed

!

themselves io the 1ssu&a0f corporate growth authors that

“have been clcsely 833001ated w1th the ploneerlng work 1n

Marrls (1963) (19641)22 -

o
( .

the area are Downle (1908) Penroae (1959) nd

Thc flrm that emerﬂed from the tradltlonal theory

< : ;*'{! ' Ve

W h;chusuucaeded the theory of value was - one'whose

.....

analy31s demonsxrdtes a 31ngle market even when more than

one product is belng producede‘ In deb the case of a

i

18. Penrose, E. (1959) The Theory of the Crowtn of
. fle Oxford, Blackweli Pe 490 L
. : ‘\
19, Downle, Je (1958), The Competltlve Process Londom,
Duckworth@‘u . . -

201 Penroue E., The Theony of the Growth of the firm
Ops Clt. : ,

21, HMerris R., “4 Model of managerlal Enterprlse" Qp. Cit.’

-

| 22, s Menagerial Caplcallsms Op. Cit,
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mono»product flrm supplylng a 81ngle market is more

_commonly demonstrated. Central to the tradltlonal theory

‘1s the 1dent¢fmoahlon of the 1ndustry w1th all the'
‘monooroduct flrms supplylng a partloulan marketo

: the
Downle s stertlng p01nt 13 1n:nﬂroductlon of a new

concept of the 1ndustry whlch he deflnedxas
' a group of firms whose technique.

- production”are’ sufflolently
mallke for:dit to-conceive one as
being-able-to’ do the. bu31ness of
'another»23 -

LN

-Down1e“s pr1n01pal obgectlve was to analyse how the market

Structure and the conventlons gomernlng bus1ness
behav1our affect the disper810n of efflolency among flrms

and the rate of technlcal progressm Fe postulates that

flrmb w1th1n the same 1ndustrv do have dlfferent degrees

KFSR

of efflolency as measured roughly by thelr unlt costs,

Sos M .

w1th some flrms belng below and some above the average

l

and that ﬁhe cause of thls dlfforence 1n efflolency“'

rarlses from past 1nnovat10n whlcﬁ is retalned w1th1nAthe
firm élther by paten% or: more prohably by 1ndustrlal
' secrecyo ) ‘
o Thls, of course, is at varlance w1th the assumptvon
.of perfect knowledge under a glven technology of the

tradltlonal theor;yo It is also noﬁewofthy that the

e

23, Downie, J.,The’Competitive Process Qp.. Cit. p. 31

AT
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1dent1flcat10n of technlcel progress among flrms 1s an

Allxklllh“‘

"'1ndlcetlon that they are not es statlc as the tradltlonalA

| theory postulatesa
Downle proceeds to 1ntroduce the concept of
AWtrensfer mechanlsm" wnlch 13 the process by whlch the

more efflclent 11rms encroach on the market ehare of the
Y

3 less folClenu oneso' S;ane,p accordlng to Downle, the

oy ot

prlmary obgectlve of the flrm 1e to grow, ;t meane the

‘

mwre efflclent fl grow faster ae a dlrect result of

1

thelr encroachment on the merket share of the less

R P o oy
&

| efflclent onesaﬁ It then followe that growth 1n Downle 8
model is a funct:on of two varlables' cepaclty whlch 1s

eypended through 1nnovatlcn° and merket (or demand)

;whlch 1s expanded by attractlng new- cuctomers from rlvels9

a - LA

ﬂmInnovetlon requlres flnanceuelther 1nternally or externelly

JRdt

generatede Regardless of 1ts source, flnance is &

’ functlon of proflte. On the other hend to attract new

i

B cusﬁomers, there must be a prlce reductlon.' Glearly,

. there is ‘a p01nt beyond whlch 8 reductlon 1n prlce w1lI

I

be at the expense of profltoh Capaclty expanelon and

"merkeﬁ e pan81on then become competltlve'end growth

TN

”“be@omos negetively related to proflts.“ Thls p01nt

%'<therefore sets a llmlt to the suetelneble growth rate of

& .
the flrm because both prlce and proflt rate at that p01nt

are such that allow capaclty and market to expand at the
. . , - o ,



"'concenﬁrate on expandlng thereylstlng market for the
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same rate. If a flrm bccnmes more efxlclent through

e \r" (-r\ o

“1nnovatlon? 1ts capaclty w111 expand as w111 be

i

':'reflected 1n a reductlon 1n its- unlt cost. The flrm w;ll

5, w

w”also be 1n a p051t10n to expand 1ts market through

further prlce reductlon and the p01nt at whlch prlce and

d Lo
1

Yo ,11 TR

'“proflt cen allow for a sustalmable grownh rate will

recedcm It than means thatvthe more efflclent a flrm 1s9

] ,\ l N

| ﬁhe hlgher Wlll he ﬁhe max1mum sustalnable rate of growthe

.’.

| Downle reallses the 1mpllcat10ns of an unchecked

oy

ot "(

process of tranufer mechanlsm - an .ever-grow1ng
S e , .Q,!",,,:,V\‘,"

-1ndustrlal concentratlong He however belleves thls w1ll

not occur 31nce any "glven hlstorlcal 31tuat10n w1ll

? contaln w1th1n 1tself th@ seeds of 1ts own transformatlon"z4

s

-Oontalned w1ﬁh1n the transfer m@chanlsm 1s the'"lnnovatlon

.‘ e
. )

N

' ‘mez<3h:an:r.sm°e whlch 18 the process whereby the 1ess efflclent

b e - i, w

,'restless urge to do bettam
Y

yfalways geek actlveﬂy to revarse ﬁhe dlmlnlshlng trend 1n

[ b2l

thelr market sharem‘ Downle suggests ﬁhﬁt due to thls

vl -1'~

processw the nex% technologlcal breakthrough 1n the

 1ndustfy 1s more Ilkely %o be made by une of the less

' efflelent flrms than by the more efflclent ones whlch.may

Y
\

_1now tend to paj 11ttle at%entlon to :Lnnova’clon9 but

o R

_ ex1st1ng producta If it so happens that one of the 1ess

24. Ibid., p. 23
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efflulant flfmu does make the nert technologlcal break—‘
"through relat¢ve eff1c1ency and consequently the
f*%ransfer mechanlsm Wlll be reversed° |

’ ’Ei Apparently, Downle 8 dleuu331on of the growth
process cannot be bullt 1nto a}éteadywstate permanent
:growth mmdel swnce any successful dlstablllzatlon of

gfowth through 1nnovat10n will 81mu1taneously B@u in

' mot¢on the process of reversmng the trend However,

there are cwo maaor contrlbutlons made by Downle in
s o
”vpreparlng the grounds for an artlculate theory of

L

corporate growth uhe twamway relatlonshmp between growth

and profltablllﬁyglgnd the competlﬁlve process 1n whlch

1

_.he stre ed the ollgopollsmlc 1nterdependence among fers

-

whlch underlles botn the transler and 1nnovaﬁ10n '

i

mechanlsmse Even though 1t does noﬁ appear that Downle

 and many QChOlQPS after hlmyreallsed 1t the growth-

. profztablllty relatlenshlp fwhen exam1nedlw1th1n the

‘ollgopollstlc structure offthe flrms pwovxdes a more
reallstlc wpsuﬂi than waaﬁ ohtalms wmth those mpdels

whlch pay no attentlon %0 the uncertalntles that may

i

arl e from unpredlctable reacﬁlons of rlvalsa In fact

as w111 ve shown in Bubsequent contrlbu’tlomsp not much
cognlsance has been taken of the competltive\process.
On the otner handw those subsequent worLs appear to have

"-been developed around the framework of the growth—jt

) profltablllty relatlonshlp 1n a worid of certalnty.

t
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In her contrlbutlon, Penrose by~passedAthe 1ndu3ury

in order to concentrate on the 1nternal characterlstlcs

of the flrmb She redeflned %he firm mn such a way that

‘._,:, aeiid ‘

,\emphBSIS is shlfted away totallj from fhe mndugtry.
Hef concept of the firm 1u°;' o SRR

a collectlon of productlve resources9
the disposal of whiéh between: @, . -
. different uses and over time- fis 25
x"ﬂdetermlned‘by admlnlbtratlve decision

.,‘v

The 1mportance of uhlB &eflnltlon 15 further

‘L f' T % f “' -'). ,. ke
v . " 3

stressed thus:

In a sense, the final products being
v produced! by a firm:at any glven ‘time
merely represent. one oft Beweral ways
“in which . the firm'could be" u31ng its
resources, @n 1nc1denﬁ Jin the " ’
- . development . o; 1ts ‘basic: pbtentlalltles.
wy Over. the- yearsa “the product change
e o UWithin-thetTinit set” ‘by-the rate
“at :which'.the: admlnlstratlve structure
. of “the firm ean" be'adaptcd and-
"adjusted to 1arger‘and 1arger scale
- of- operatlon there is nothing "

. 1nherent ‘in the nature of %he firm or .
“of-its-economic: funetlon to: prevent ‘“26
1ndef1n1te expan31on of 1ts act1v1t1es

The managerlal obgectlve 1n Penrose s dlscus51on 1s

""" Yo ineresse: total IOng run. profltsmo
to expand. as fast - as they can take

, . advantage of opportunities-for.

i expan81on that they con51der profltable

. \ ' . 1o

7.

250elPenrose, Ec, The Theory of the Growth of the Firm
'-'@po Clta pc 240';' Lo L . 3 ; - ‘
26. 'xbld,, ppo 2425, |

27, Ibld,, ». 290_'
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leen the pool of resources at the flrm.s dlsposal9
the se% of ae%1vxt1es whlch the flrm 1s both aware of

and able to undertake profltably 1s termedths productlve

] a3

;?opportuqlty&. Penfose S eontrlbutlon was centrsd around

the detsvmlnatlon of ths consmr31nts to thls productlve

e ¢

,opportunltya She stresses tﬂ&u 1t is. not so much the

T

g \

amount of resomrces avallable that mﬁy be termed ﬁhe

N
o1

‘%”flrm s 1nput as. the serv1css whlch ths resources could
rende59:31nce fhe same sst of resources 1f put 1nto some
"other use or oomblned w1th some other resources w1ll
prov1ds dlfféfsntaserv1ess or set of services.

| As the flrm pursues 1%3 growth obaectlve it expands _.
the productlve servmces potsntlslly avallable to 1t by
"expandlng 1ts managerlal tesm snd acqulrlng mnre
: resourcssef To her the finanos to acqulre the resources

'cannot act as a constralnm since it 1s always avallable,

if only at some costsa

the Managers also change as“thelr experlence and knowledge

Py "

waldeno“anuss at any POlnt in ﬁlme the products h

\

‘onn31deruﬁ,by the flrm 1s deﬁsrmxnsd partly by the

avallable resources and partly by the Wanagers° experlence

(

'“and knowledge of the marksta Slnce these do change over

wu"

time, 1t msans that the fle 1n Penrose 8 model grows

EN 0

normally through dﬂverslflcatlon@“ Dlver51f1catlon is

s1gn1flcant in the model in ihot 1t\“ o
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frees- the firm from the restrictions
_+imposed. on its" expan81on by the . -
" demand. for its:existing. resources...
" Exisiing markets’ may: be. profitable
.- and grow1ng? but all that:is. requlred
~1to-induce” diversification is thet
' theéy:do mot grow fast ‘enough to use
~ fully the‘productive’ services. o9

" avallable to the‘lndlv1dual firm

'In sum9 ;n dlscardlng the flnanclal and demand restramnt
1n Downle s model Eenrose proposes managerlal restralnt
as the llmltlng faéfsrpté the growth rateﬂéf flrmso ’
It 1s the managerlal experlence and knowledge that
determlne the rate of le@PSlflcatlon and therefore ‘the
ra%e of growth of the flPMo-“;.‘ |

lee Downle s hypothe31s, 1ﬁ has been dlfflcult
puttlng Pcnroue s dlbcu331on of the éﬁowtn process

| together as a formal corporate growth mndel.' Her work

 ‘has been duscrlbed by Marrls”as_belng organlzaﬁlonal as

‘dﬁstlnct from hlS own strlcﬁly‘economlc theoryo

Marrls completed the foundatlon laylng for an

\expllclt corporate grcwth theory by weldlng together the

| two b881u restra¢nt 1n Downle s model - flnan01al and
demand - w1th the managerlal res%ralnt in. Penrose s work,
. In Marrls model the Managers alm at the maxlmlsatlon
of thelr own utlllty whmch 1s a :unctlon‘of the growth

of demand for the products of the flrms, gd%A The owners/

shareholdcrs also aim at the max1mlsatlon of thelr own

1"V ’ [ v

28. Ibid., p. 145
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utlllty whlch Marrls assumes to be a functlon of the rate
‘o; growth of the capltal supply, g which is a measure
of the 81ze of the firm. The firmy attalns equ111br1um
by strlklng a: balance betweeu the'reallsatlon of both

the Managers’ and the ownerls obgectlves so that

o < . :.
.’, "_."‘ . :1 m

&y T & ‘T 6&p

where gB is the maximum belanced growth rate.

Marris establishes ;haﬁftheifactors that detenmlne both
8, and g, can Be exbréssed in terms of two,varlaplgs,
“the . raﬁe of dlver51f1cﬂtlon and the avenage.profit |
mergine. Dlven81flcatlon are of mWO fypés -
différentlated‘and 1m1tat1ve dlver51ficationsa Whilé

~ the former 1nmolves the 1ntroduct10n of an entlrely new

product whlch has mo close ubstltute and therefore

crea%es new demand the lgﬁter 1mvolves the Introductlom
of a substhute for a product slreedy in ex1stence.
'Marrls con51dens dlfferentlated dlver31f1catlan ‘the most
1mportant form of seeklng to grow since. there is no
danger of encroachlng on the markeﬁ of competltorso-,On
fthe other hand 1m1tat1ve dlver51f1cat10n is almost |
_certain to induce.competltors° reactlanb To guard agalnst

uncertalnty flrms always choose fo dlver31fy w1th new

productoe However, consld'

dxverolflcatwon 1n realltyv
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importance attached to ;t_ae a simplifying.premiee which
is neceseery for the”basiC'eteagyfetate type of growth
model Marrls eventually deweloped.“
The growih of demend 18 p051t1vely correlated with
the dlver81flcatlon rate.. ‘However, if the rate of new

93 mh (T8

<products 1s too*fa Ty @of gﬂowth~W1ll~fall, due

to the over runnlng of the personnel 1nv01ved 1n the
dewelopment and merketing o? new products. This is an
aspect of the menegeriel restraint in MBrris%s model.
The other aspect iIs 2 straight edogtion‘of Penrosejs view
that e'ceiling‘te the growth of & f;rm is set’by'tﬂe
capacity of itS'manageriallteemewpéeh“caﬁ‘only be
expended at a definite rate thaiwisldetermined by the
rate at which new hands con fully be integfated.for
team-work. 4s regerds the growih of demand—profit margin

relatlonshmpsllt lS essumed to be negatlveo The argument
is that ifs dlver51f1cet10n rexe is “high, due probebly
to higher expenses on R & D? g}ven that the prlces of
.produete'db not chenge,.ﬁpfe;eelling expenses in form of
edverﬁiqement will have to be incurreda The comblnatlons
of hlgher R & D and higher eelllng expenses w111 reduce
the profit mergin but expend the growth of demand°

As in Downie's. model, there are two sources of

- financing growthwlnternel and externalo The internal

source is through retained profikg. whlle the external
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source may be through the issuerf new shares or )
borrowing. According.to marris the main source is
internal i.e. thréugh fetgineq profits. However, there
-is a limit to how much prqfitgdthgwfirmhaén retain sincé
there is also the desirefto-distribute a. satisfactory
. dividend in- order to av01d the selllng of. shares. . The .
argument is that 1f sales of sbares occcur on a 1Brg@
enough scale» the market ‘value. -of the flrm 's  shere will
fallc Thls may endanger the posltlon of . the Managers
as the falllng market value ef the shares may lead to
take over raids.. Thus, the M&nagers have to .be very
watchful of.theip“retenﬁlon ratloe

If = firmiis’resorting to borrowingfto‘finance
growth, it will also have to be watehful of iis debt~-
'equltj ratla (1emerage)°3 The higher this. ratio, the
more - exposedAls the flrmvto teke- over ralds and the
less: secured is -the. manégemento_ |

In regard of new 1ssue of shares, whether a firm can
contlnue-to-lssue new shares or'not depends on .the
effect the new- 1ssues w1ll have on the- market value of
the flrmo If«ltAls-expeptedr@hamyﬁhe,returnsmto,theamew
xnmestment‘to be undertaken-by the-new'shareémwill.be
high. enough to either ralse or meintain earnlngs on-the

existing shares, the market value of. the ex1st1ng shares
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"will rise or be maintained. If otherwise, :the.market
value will fall. lObﬁiously tﬁeremis a limit to the
-number. of new sharesvthst cen. be issued because .shares
of thé‘same’type whether new or old always have the |
same prsce whlle returns per share do.not: always rise
with the number of;shares issued. |
iﬁ is in this area.of growth financing that Merris's "
msjor»contribution\to the. theory 6f.corporate‘grthh-inﬂ
“form of the inmroductign‘sf.the.conqspt_oﬂfﬁalua%ion
(rstio*has been‘identifiedan Vslustion ratio is the ratio
of the stock market valuation (1 e..market assessment of
the flvm '8 performance and prospect under the existing
_managemsnt)-to'lts‘book_yaluef The market.assessment
of ths fifm{willsdspend.dn'the rétio of shafevfeturns ta

. the share price. Wlth the 1ssue of ‘more new shares, the

-~ T T

rsturns»prlce ratlo falls;, The market valuatlon; énd

thererore the maluatlon ratla falluo The p081t10ﬁ of the.
management w111 be 1nsecured 1f thls valuatlon ratlo
falls below the subacctlve valuat10n4ratlo put upon the
flrmyby a potentlal bldder, |

Mafrls suggests that aob securlty 1s attalned by
'subaecﬁluely comblnlng the retentlon ratlo, the debt
“atlo and tne Ilquldlty ratlo 1nto a smngle parameter
callud the flnan01sl secuwlty constralnta Thls securlty

constralni is posltlvely correlsted w1tn.the fl st two
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ratlos and negatlvely W1th the third. The hlgher the
ovenall parameter (i e the Iower the valuatlon ratlo),
the less secured is the Job of the Managers, but the
higher wxll be retalned proxlts and borrowed capltalo

) Growth of caplﬁal 13 therefore a pooltlve functlon of
profltsm but subgect to 8 flnan01al constra;ntoA Profit
on the othe* hand is shown to oe a positive llnear
fumctlon of the proflt margln and a negatlve quadratlc
functlon'o% the dlver31f1cat10n rateo ‘s ”

- '_ Equlllbrlum of the flrm lS deﬁermlned'by choo51ng
elther tne dlver31flcatlon rate or the proflt margln that

| w111 equate both g and gD‘ If one is chosen9 the other

| 413 olmultaneouqu determlned° o | o '}

The summary of 1t 18° Downle suggests that flrms

R

grow through the expan81on of both capa01ty and market,

l~;"\\|\

but that there 15 a 11m1t to the rate of growtho The

1 v “iy. ‘ .,1

1lm1ﬁ s set at the poxnt where the expan31on of ca9301ty

Y

'becomes oompetltlve w1tn the expan51on of mérket in

\ which case there develops 81multaneously a flnanclal and
%_a demand restrdlnt to growth Penrose suggests that the
“ financlaT restralnt cannot be strong enough to llmlt
| growth since funds can always be obtalned at some costse
She aluo believeg that demand restralnt @an be overcome

through dlver81float¢ono She suggests that managerlar

' restralnt whach manlfests 1n tne rate at Wthh new -
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vproducts can be effectlvely lntroduced 1nxo the market
) 1s the llmltlng factor to- the rete of growth of the flvm.
Merris agrees. w1th Penrose thot the demand restra1nt 1n
_ Downle's woek can be overcome through dlver51flcat10n
':;and that menagerlal reetralnt llmlts the rate of expan81on.
| He however dlffers 1n hlS own concept of managerlal
restraint which to him menlﬁesﬁsﬁln the Iimit set by the
financial resources ihat iS‘evaiIable to finahce arowthe
i:Hence, Ne sees the flnanc1al restraln$ Wthh comes mnto
plaJ 1n form of takeov ol threat 1mmedlately the flnan01al
securlty constrelnt attelns a maxlmum lemel as belngKthe
llmltlng-ﬁacmor to oorporate growthe Obv1ou51yfuon11£e
| the previogs,euthore, Marris-recognisee the fact that
.Menageﬁe.are‘not-inﬁerested'onlyIln‘grooth, bulmalsojin
- the securlty of thelr aob. o o o
In view of the fect %het incre831ng ‘take-over tnreat
luwhlch 13 an 1nd1cah10n of falllng valuatlon ratlo‘le
,assoclatedYW1th falllng profltablllty9 the relaﬁlonshmp
“‘between growth and profltabmllty has formed the foundatlon

. on Whluh corporate growth theorles and m@st formal mndels

are basedu

2.3;.% Marhet Veluetlonmvlaxatlon and G;zt‘*owthz9

Before we examlne fﬁet5881c model of corporate growth
as developed by Marrls, we. dlecuss the stockholder
welfare-max1masatlon of the theory of flnance.

It 1s obvmouo that the declslon to grow 1nwolves an -

1mp1101t decision to raise: money capital to flnance the

29. The dlscus51ons here are: bascd on Youstoylannls A.,-
(1982), Nen-Price Decision. The flrm in a Modern
Context Macmillan Chapter 8. ,
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growth and the ease with which such finance can be

raised will determine the rate at which the firm can grow.
The financing decisions invelve the detgrmingtion

of the eptimal mix of the various seurces of.funds

required for finéncing the assets of the firm. Given

the three sources of fingncing assets of the firm (issue)

of shares, issue of bends and retained earnings), the

financing decision invelves twe separate: types of

decisiens namely, the determination of an optimal debt/

equity ratio (ecapital structure dgcision) and an optimél

dividend/payout decisien (retention-dividend policy).

20631 The Capital Structure of the Firm

The capiital structure eof the firm‘is.important
because the proportion of debt determines the cost of
capital to the firm.‘ |

It is raﬁionai;f?r-a“firm4t@ strive to minimise the
costs;efiiis‘fungs.jgs? as,itém}nimises operatipg costs.
~ The ceatfoflfunds:andleperati@ng will reduce the
potential emount which the commen stockholders of ¢
a company willlfeqeive as  dividends.. The higher this:
'potential yie1& to ét@ékh@lders of common stock, fhe
higher the stock is pricedg If companies are assumed to
be value maximisers, then they will strive: to minimise

costs of funds.
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Begides, and moTe 1mportan%ly for our purpose, 1f
cnmpanlcs can mlnlmlse the: costs of the ?unds they use
mand thus mmx1mlse the va]uc of thelr securltles, the chances
of thenr surVLval and growth ower: tlme Wlll be: hlgh.
Again, the problems of flnolng the opmlmal
,floanC1ng max and est;matlng 1ts costs are central to the
evaluatlon of 1nvestment proposals f801ng a f:er°

The queailon 1s,lccn the flrm, by verylng its -

flnanclng mix, affect 1ts overaWI cost of funds. ‘and total

valuatlon, p1’cher favourably or" unfavcurably?

i,

13

Varlocs attempts at prov1d1ng an answer to thls
questlon have resulﬁed 1n two maaor'vaewsg The flrst
the tradLﬁlonallst view clalms tnat an opmlmal capltal

sxructure e:usts9 at least, for flrms 1n the same rlsk

T 1

~class whlle the otherp,the Mod1g11anx~M1ller view denles

the ex1°tence of such an optlmal structure except under

some restrlctlve COHdlElOnSBO

The notatlons and deflnltlons usediare as follows.

6 . . [

= MQrket value of debt

i

market malue OL common sﬁock

uotal value of the flrm

#

:expecuednmalue of“total earnlngs (before
4f7taxcs and 1nterests) o Lo

1nterest payments to bondholdens

i ;.market raﬁe of 1nterest

E= earnlngs zava:v.la!ol's to sharehbldersw'after
;1nterest payments (but beﬂore taxes) 8o that
E =X - 1D :

30. . Lbid:p)
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It is clear from these deflnltlcns that
T=s+n . . . (2D
end that ¥ = I + i . . . o (2 .2)
I is assumed that ) 13 the presenu vamne of the

' streams of earnlngs of bondhold TS o

p=im . . . (2.3)

‘I.Kﬁ 

where K; is the discount fate at which bondholders apply
- in ordér to find the present value;of:ﬁhé stream of their

earn1ngso

Simllarly

41
!
HQ .

1w
i

$.= ® ° (204:)

. where K is the dlsc@unﬁ raﬁe that the saareholders apply
1n order to estlmate uhe presemt value of thelr stream
~oi-earn1ngs@

CFinelly,

Y= _X o s (2.9)
i o R
or ¥ = E - ih + iD~
o o T P Kd

where K is the over«all dlscount rate whlch 1nvestors

H1n uhe market apply 1n order to flnd the present value of
' the: flrm, 1rrespect1ve of who recelves themo'

Equatlmms (2 3)9 (2 4) and (2 5) 1mply respectlvemy

-~

|

that "p ST 'gﬂ

'
id
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v = i]D = i ) o ° (296)
fal g . N
E =¥ = iD = E. . ° ° ~ (207)
e b o - S ‘- ' 1‘."\."- .
KO = X, @ | | ] . ® | ) ) Co (2@8)
B &
If we substltute (2 )vin'SQEB) we obtain
X = E+iD o e (2.9)

°“'*V,\ &3 o s
From equatigns_zoﬁman§~ze7

| we_obﬁainﬁ |

. ip= KD and 1:. XS which when substituted

d b
into equatlon (2 9) glves

K =K §+K,g | . . (2.10)
“ ,0 .. ,e v—.@ -Y- . . n AR

: SOlVlng for K ; We flnd

Yo" gfm%;<K, —;Kag /S « . (2.11)

ot s -

Equatlon (2011) states that e is hlgher than K , by the

m":r !

product - {K - ) D/Sen Wor thls last term to be 9051t1me
K , must be greater than K AIt then-fqllowsithat |

—+

‘35?> Kb:? K °.

The core of the theory of cnplcal structure 1s that a
mwhat happens to these dlscoun% rates as the degree 6f
leverage changes? _

To begln w1th it is assumcd that the flrm under
»con81derat10n is flnanced ent1rely w1th equlty. Thenkéllow

- some bond flnan01ng to be contlnuously substltuted for
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the firm‘s equity end observe the effect of this on the

composite cost of oapital,ﬁiqitiallyfignoring income taxes.

20302 The tradlﬁlonal v1ew

As debt is flrst Bubstltuted for equlty 1n the
~capital structureﬁ the oost of dobtwmll tend to ‘be very
low, the ﬁeason belng tnam mhe flnanc1al rlsk to the

,common stocL holders w111 be low and ‘can safely be

- ..gnoredo But as more debt is added ﬁo the capltal

strucuure the costs of debt w111 begln to rlseg‘for the
firm®s honds w111 be con31dered rlskler 1nvestments Wthh
'shoulé command a hlgher rate of returno That 1s to say,
the 1nvestors w111 demanﬁ a hlgher rateaof 1nterest on
th& rlskler'bondso There 18 ‘no galn saylng that {he

| bondholder has more protectlon the less debt there 1sa

| '1_ Slnce ﬁhe firm has- to pay a- hlgher cost on
addltlonal debt ﬁhls tends to dxmlnlsh the potentlally

‘beneflcial effects of tradlng on- equltyg~ AS‘the amount
of ‘bonds 1ssued becomes sﬁgstantlal the stockholders will
bid down- the prlce of the stock 1 e& uhey Wlll demand a.
hlgher equlty caplﬁallzotlon ra%eo A

The above argument 1s shown 1n Elgure L.
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K, falls initially with incrsasing leverege, but starts

.fising from pbint‘Blwherefdebt is considered

.‘substantlally large enougheA '

It should be noted that the cost of borrowed funds

_ K&land the cost of equlty K are not affected by: cnpltal

) strueture m.anag;,emezrrt‘n These costs refer to the average

‘vcosts of the sources of funds 1me°‘cost per unit: of

debt which ever way 1% is expressed‘or measﬁred,'so chat

| whaﬁ ‘is ?equlred for the wmlghted cost of" Laplial to

fall - 1n the leverage range [0):¢ 18 for Kﬁifo be less. than

'K and K should be relatlvely el@sﬁlco But 28 K

becomes relatlvely 1nelastlc the comp031te cost curve

wmakes an uptuﬁgp&nﬂwrlsgS.mqre repidly with the rising
., (end K ). ;'1‘;“' AN | o

There is- therefore a debtnequ1ty mLX or range at or

| along whlch the comp081te cost of capltal 1s mlnlmlsed

This is p01nt B (the trough)lon the K curve and the‘
debtmequliy-mlxhxgﬁ Correspondlng to ﬁhlo mlnlmum cost
is~the-o®ﬁimal'¢9pltal struetureo: In- &erms of equatlon
2o 5 it ‘is the p01nt at Wthﬂ the total market value of-
the firm is max1m1seﬁ and the: chances of sur91va1 and

growih are at the maximum.

31

2.3.2  Ihe Mbdigiianimmillar'(mq M.} nositﬁon
First3 in the absence of corporate and pcrsonal taxes

as in the %Padltionallst vmew,above,.m. M. proposedzthat

31. Iﬂodig]}iani, 1% and Millew . (1958),, "The Cost of
Capitalf Cgrporate Finance a2nd the Theory of Finance.
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‘1n perfect cepltal marhets where 1nveutors act ratmonally, ;

b
b

the overall K ‘is. constant at all degrees of leverage

v)i.‘

for flrms w1th the same 31ze and the same bu51ness rlska
S 3 c

_Such Llrms generate 1demtlcal sﬁreams of earnlngs .w1th

the same degree of bu61ness r1sk and these'gtreams musit -

v
I A

‘have the same, toﬁal value, 1rrespect1ve of dlfferences:
‘1n 1everageo_ Thus9 accordlng to M Mo, there is no
‘optlmal capltal structure for firms w1th the same

bu81ness rlsk° Thls proposltlon 13 obviously

e

-dlametrlcaIMy opp081te to the tradltlonallst v1ew which
pOSuulaﬁed the ex1stenqe of such an optlmal capltal

structure..

FlgUPc 2. 111ustrates the MQ,MQ Hypothe81s w1thout

i

corporate taxesu
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. Kﬁ_remalns constant w1th 1ncreases in leverage.

uf

Howeuer the equlty dlscount reto9 K rlces llnearly
with 1ncreases 1n debt because 1nvestors become ewaren
of. the financial risk of debt end requlre a hlgher

-premium.for buying the sharee of the . firmeulThe

subsiltutlon of cheap debt for expen31ve equlty has no

effect .on the over all capltallzetlon rate K " because

f

;%the favourable effect of the 1ncreaso 1n D/V 18 offset

.4(

eby the increase 1n K °

k

as a means of av01d1ng the 100% levenage ratlo and to
recon01le the theory w1%h emplrlcal observetlon.

.. For smmpllclty it 1s assumed that the corporate tax

i, I
b

is constent .and | that there 1s no dlffenence hetween

Eﬁcorporeﬁe tax and personal tax; )

Let X denote the before - tax expected earnlngs -of
m_two flrms 1dent1cal 1n all reepect except for their
focapltal etructure,'and te the corporate tax rate° The

after tax*earnlngs of the shareholders of the unlevered

,f;rmware

“?29.;'i§1 7't@) e o " ‘ (2 12)

-

' ThlS is dlscounted by K to arrive at the, present

value of the i‘J.rmo

u?ﬁ = i(l‘" tc)

. ) Ko

. e e (2.13)
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) For a levered flrm, the after tax mncome 1s pald

partly %o bondholders 1n form of 1nterest payments 1D

and partly to. 1ts shareholders in the. form of d1v1dends.

.,iﬁ:(x-m) (l-t)+1D . ‘ (214)

s - -

Sz(l - t‘ ) + g lD e ® . (2015)

o~

L

Thus the after~tex income of tﬁe firm Xy, has twa

components: (i) the interest peyment components (tc)iD'

which is a sure stream39f¢earning§:and is discouﬁﬁedqét
the market interest rate i and (%i)“‘the,dividEnds

component which is an uncevtainﬂsﬁreamhof equity earnings,

and 1s discounted at the dlscount rate, K , appropriate

for the particuler rlsk class. Thus

0,

X(I_ bl tc) + ‘th (-9 [ [ (2016!)

k. - s
0

i

V ot D o o 0 o (2. 17)

-~

It is %therefore clear that the present walue of the
levered: firm, when corporate taxation is taken into
account, 1is higﬂer then that of the unlevered firm by
the amount 1, which is the increase in the market‘value
arising from the debt and.i@ is the tax savings due to
- the deductibility’of %n@gresﬁ payments,

Modigliani'ahd Miller therefore concluded that in.
a world”of taxable qorpgrgtg ingomes in which interest

payments are tax-deductible, the over-all discount rate
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will decline continuously as debt increasgsh The g;thh
implication of this‘con¢1usi9n islthat taxatioh_putsv
levered firms in a befter'position to meke use of debis.
(whichlincrease"thg market value of the firms) to achieve
‘highen growih rates. Attegptslat!proyiding embirical
evidence in support of this theory has been very diffigult.
This is because it has not been possible to obtaiﬁ

accurate measures of the cost of capital from an economeiric

functlons.

2,4 The Basic MOdel and Some Developments

In a later workw Marrlsmﬁl97l) reflned his earlier
works.oﬁ corporate growth thegry end developed a formal

steady-state iype of model which is construcieddas follows:

P=Pg . . . . (2.18)
V= Na Yg) = pK (L-r)x¥(g) .  (2.19)
g=rP . NI . (2.20)

w = VK = (p-rp)xl’(g) -[P«'u)-g ]ug) (2.21)

Egquation 2.18 is the growth - profltablllty functionov
It sssumes a two«&ay-rgla@iunshig between groﬁth” g and
profitability; p as;postulated"by Downie@ As'the rate of
growth. of demand 1ncreasesg the rate of profit first

rises and then fallso

32, Marris, Re, "An Introduction to Theories of. Corporate
Growth® in The:Ceorporate Economy:eds. R. Marris and
4. Woodi London  Mecmillan 1971, . , ‘
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'In equation (2 19),. A;is dividend per share, N is

the . number of sharas»"and Y(g) is a present-value functmon
where Y is the reciprocal of the De@gnd Ileldi(currenm .
dividend/market prio@ﬂjgnqmziinopéages with g : V,..the
total stock-market value is therefore the. product of the
value peﬂ‘shane, d6$Kg) gndphe numbe?-of.shares,'m

It then.followsjthat“dé§5:the totalldividends, has to be
the total profits pX (where K is the bock-walue OF
tangible assets timesmthe papwout ratio (l—moo»

. I 1nternaﬂ flnance is the only source of flnanCLng
growlth9 w1thua retontlon\ra£1orr and reported proflt p91
then growth.ggvcan be _expresses. as mp as in equation
(2 ,“QJ which. is recognpsed;as the finance supply funcﬁion.
Equation1(232l) combinosréquations (2918)'to (2.20) to{
define the valuaiion: ratLOOf It can. “be ueenkfrom equaumons“
(2:.20) and (2.21) that if p(g) and gfconﬂerge thew
retenulon ratio approacnééhibQ percent and tne valuatlon
.rdﬁlo approaches Zeroo. Slnce the valuatmon ratio cannot
be negatlvew the value of g; at whlca the convergence‘
\occurs represent 8n upper llmlt on. the growth rate of the
'flrm@ I is therefore ev1dent in the model that the
reporied proflt rate sets a llmlt ftolﬁhe growth rate
of the flrm, _. |
..\ P(g) - go a decllmang functlon of g may be expressed
as D(g) such.that D“(g) *‘P°(g) - l.for all go. 081ng

.'-.-\ —_ -

the new notatmon, equatlon 2 1 becomes
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v = D(g) Y(g) Vé&) e ° . o (2 22)

o~

Equatlom@ﬁ@us the growthwvaluatlon funculonx,
Wlth the managerlal utll;ty speclfwed as

- U, = O, (8y W . o . (2.29)

the obgecLLve lb to matlmlse equatlon@zysubgect to

equacmonﬂzzL_Thls, 8ccord1ng to Marrms 13 "the most general

statomcnt of hc basic mo@@l“?sél Ehe solutlan to thls
mode1 would lee the pair of s¥éady growth rate and
valuatlon rdtro.%bat w1ll max1mlse the utllltj of the
Managcﬂs@ The steady nature of thw model is howeverp
eusentlallJ a metnod of conmenlence ulnce flrms are not
llkely to grow at steady rates for long pewmodsa |
Neuerthelegsw firms behavxour have been observed to. be

smeadler in the Iong run than 1n the dhort runo

g

Radlve (1971) ham developed a dldgramatlc exposmtlon

whlch exhlblts the essentla

”atructural relatlonsths of
the steadymsLate Marrles ujpe modelo ‘ 

- Tne two~way relatLonshmprbetween growth and proflﬁ—
abwllmy af equatmon (2 18) 1 representedtby the demanﬁr
1i‘growtthurveﬁanflgure 3. Aolnce the model 18 a steady
“state cne, T in the Ilnance supply funct ion. 1n equat40n
.CZQHO) is a conutant and the functlon_ls uherefore

A

represented’by a stralaht Ilne°J

‘33@',Ib1d.9 P 19

T,340"Radlce, H. (1971)? ®Control. Type Profitability and
"+, 'Growth in large firms; An Emplrlcal Study“
| Ecnnomuc Journal LXXFIO_ i
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The shaded area 1s the feaSWble set of comblnatlons of
growth and - profltablllty that 13 open to tne flrm. P”iéi:
the p01nm of max1mum proflt while G ms the polnt of '
.’max1mum growth0 An owner«controlTed flrm Whose behaVLQur
.w111 tend to conform with ﬁhat of the tradltlonal flrm
wmll settie at P, if 1t does not expect any capltal galns,
or any poant 1o 1ts rlght 1f expectatloms of some growth
tlnduced Capltal galns enter 1nto 1ts umlllty functmno
The owner '8 ut¢11tJ, deflned by a sel of 1nd1f¢erence
~curves and speclfled as U;:= (P g) iis at a meximum
| au the p01mm of tangency of’ the hlghest attalnable
;ndlfference curve I2 in Figure: 4(a) wwth.the demand-

A Y.

growth curve. -
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On the otner hand,, the 1 Maaagerwcontrolled Plrm will
settle at p01nt G,of Flgure 3 if it wanfs to malntaln the
.mlanum valuatlon retio (1@e. takes the max1mum rlsk of |
“t:ake-mo*zs'e:-q*:z*r'ald)9J and at%aln the maximum: p0861b1e growth
rate. waever,‘as xndlcatcd 1n sectlon 2 2» above, the

more‘p&au51ble assumotlon 1s that for the Manager, there

~

is s trade»off between growthwrate and securlty as
Imeasureaqu the valuat1on rat109 and f0110w1ng the *
dlseusslon on uhe consﬁancy of share prlce 'in the same
section, the ‘maximum uﬁlllty of thq‘shaneholder Wlll

001n0lde w1th Lhe mex1mum stoﬁk market velue.' Slnce the

bookmvalue of the flrm 1s flxed p01nt X in Flgure 4a'
Qcorresponds w1ﬁh the max1mum valuatlon ratlo 1n Flgur&e4b.
<The valuatmcn curve mndlcates the trade offs between .

‘valuatlﬁn ratio and growth ra%e@5 Given the managerlal
'utlllty funcnl5ﬂ; ﬁ. = L (g, v), equml:brlum is attained
at Y in figure dhh'the p01nt of tangency between the |
}valuatlon curveaand the hlghest attalnable Manager s
.mndlfference curve.. 4 -
Slnce the valuatlon ratio- 1ncorporates the comblned
effects of botn profltablllty and growth rates on the

shareholder S utlllty, the letter can be reduced to

T =T (V) . ] . (2.24)
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This is the shareholder s utility functlon that is
relevanu to flgure 4b The ”1nd1¢ference curves"
appropriate to equation (2924) w111 be horizontal and
the highest attainable one will be tangential with the
valuauwon curve at 1ts maximam poult0 This, of course,
is con31stent with the argument that point ¥ in
flgure 4a corresponds with the max1mum*valuat10n ratio
in Ploure 4b | . .

| Radlce 8 dlagramatlc ecoosition of Marris general
statement of the b831c model 1nvolves lncorporatlon of
the graph of equatlon 2. 24 1nto Figure 4b as shown in

Figure S,
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Obvieously, the choice will lie along the negatively sloped
portion of the demand-growth curve. Radice however
indicates that this type of chqige is peculiar to the
individual firm, and that the“gbservédirelation between
growth. and profitebility across @ number of firms is
likely to be positive. This is because the demand-growth
curve will be much more variable across firms than the
supply of capital curve which reflects common capital
market for the firms. ’ ) -
Eatwell (19'7'7)35 agrees withfthis view and elaborates
more on:why the growth-profitability relationship is |
likely to be different between an. individual firm on one:
hand end a. e¢ross-section of firms on the other. He
formulates a model which in¢orporates the two-way.' )
relationship Between the two @ariableg simultageously thus
G=a+ AR+ g(pro) . . . (2.25)
P=%+8G+ h(§<o) . . . (2.26)

62
i

growth rate, P = profitsebility, 4, Bs ¥ and 8

paremeters and € end |4 are error terms.
‘Citing Singh end Whittington (1968)%%, Eatwelr
observes that while regregsing loné-term:growth on. Tong~

term profitability,, the'°conventionalf and intuitively

35. Eatwell, J., "Growth, Profitability and size: The
Empirieal Evidence®” in The Corporate Economy eds:
Merris R., and 4. Wood Longon Macmillans

36. Singh, A. and Whitlington, G. (1968), Growth
Profiitability and Valusiion University of Egﬁbridge
Department of Applied Economics, Occasional Paper 73
Cambridge CUP,
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more direct profitability growih relationship of equation
2.25 is more likely to be idemtified rather -than equation
2,26, This is attributed meinly to the variance of
which ie likely to be much grester than thet of &. The
implicaticn is that the ecomomic specification of
equatidm@é@is pecvlizr to imdividuwel firms snd will
therefore vary very widely betiween firms, especisdly that
each firm tends-tc be umique in: its menegerisl ebilities,
market-conditions end expectations - about :future
proritability.  Eetwell goee further to reiterste that
- equetionfzogtends to be o&ervablea%cross quoted compapigs
- partly beecsuse the ataﬁa of the ¢apitel markel is
~independent of the ch&racteriati@ﬁ;uf the individuwel firms.

The two-way relatignaﬁipﬂb@@w&aaxgruwth%amd'*?'
profitebility is elso refleected in Boumol s (1867) dynamic
modela? The-firm im«%hi@'mm&@l~@%&@mpﬁtho&maxi&i@®ﬁ5'
the rate o“ growith of ssles over ite life-time. Given
that the sales revenug, R g?@wa 8t @ rate g-percent, the

gtream of W@venu@ over: %h@ life-time of the fxxm is

Arm 2
R R(T""l R{Eﬁ,:ﬂ) G R(l'ﬂ'l)

where: i is the subjec%iv&/wa%@%@f discount of: the firm
which is ezogenously giweﬁ by the expectatisns snd risk

- preferences of the firmﬂlemd%iavmigh@rfﬁhanaamy=form'of

37. Beumcl, W. J., Business Behavigur ..., Op. Cit.
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market interest rate begcsuse of the- inciusion of

‘subjective essessment of rigk.

The sum of the discounted velue of ell future

revenue 1s glven &s

S =

R (55)* . - (2027)
O

e{"MB

-
==

In solving for R end g thet will maximise S, Beumol
expressee growth es @ function ef profits P, end ssles
revemue R l.es
= g(P, R) o o - (2.28)
while the profit fumction-iﬁ~éxpr@s@ed a8

P =FRE, g, 1, ©) (vhere C is cosis + o (2.29)

Although the simulteneitly belween growth end
profiﬁability’is clLearly indica%@d>in-@quations,Zoasyand
2029, ‘Beumol explaine thel the growth funcition is
@@@uaily a@r1V@d fyrom the pm@flﬁ fumcﬁlans thus further
corroborating @quatlenhzgabQW@ ae--the oner that is more
11k@lj to be 1demtif1@@ in @ eross-seecticnel empiriceal WQWK.

Merris: ext@md@d his besic meodel by eﬁamlnzmg the |
- @ffects @$~@xternel fznamc@:and*un@@rtalnﬁy'omvahare-
yaluabion andvhenc@ growtho |

On the effect of external fimence, he:posited that

the. gurmige ‘thet under essumptione
of‘cerﬁaim%yw@nd'fullv@cmgr@henaion
the: value of & growih rete iz -

independent of the- m@%hgd of fineance
is generelly . confivmedS

38. Merris R., "An Introductiocm %o the Theory of
Corporate Grow?h" Opo. Cite
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On the effect of uncerteinty, Merris. realised. thet '
the steady-state approach to the theery of corporate
growth is mede more credible by trensforming the steady
vaelues inic some expecied values which are subgect:to sone
probability distributions. He €id not undertake sny
eleborete enalyels, but based hi@.&rgumenQSc@n,théxwork
of Limtner (1%?1)39'who'd@mqna%ra%@@ how-steady a%ate
-models beheve in en inherently uncertain enviromment.
By identifying the firm within numerous busimess conditions '
- end prospective  changea of th@wmnd®q}ying'economy'which'
include the cligopoli@ﬁic-behavi@ur~bf itsﬁcompe%itors?
Lintner appears ito give some sgupport. to Downie’s second
- major - eontributicon to the theory  of corporate growth -
-ﬁhe~c@mpetitive pProcess.

A@-@baervedﬁhy W@@ﬂ;&lg?lbégg.umd@r“@uchfmmcﬁrtain“-
envircnment, there @r@~twgw@pti@m@wagenadrto“memag@mento
- It mey makej@;enc@ and fgr'&ll.@@@i@l@ﬂ&@ﬁ&StEﬁﬁ@gﬁ*dn
the besis of expectations or~%ayg@%8;of~avayage;ra%és‘of '
growth @ut into the future., In-the slternative; as g o
result of come rané@m shocks or the incompetibility of
ite aﬁr@tegy wiﬁh the ection of other firms, manegement
mey have to-adjust-i%an@gci@ionwvamiableaffrom*timgFﬁo
time, This latter option is compatible with.the

behavioural theory of the firm which bas. been identified

89. Lintuer, J., “Optimum’ of Meximum Growth Under
‘Uﬁ@@?%&lﬂ%ﬁ» in The Corporete Ecconony Op.-Cit.

4Q. Wood. A, "Economic Analysis of the Corporetion
Beonomy"” in The Corporste Economy.
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with Cyert»and~Marchv&1955)@1@ The bshavioural theory

. tekes -account of the fooﬁ1thatJmod@rnwcorporate-fifms have
compiex ovrganizetions with hierarchical manegerial:
bureaucracies and rej@ctoth@fidea thet firms-wish to
meximise .anything end hence eppears io represent @ sherp
departure from the steady-state growth -even under
uncertalnty. Hence, the theory is said to have introduced
' an element of reallsm into the theory of the flrm.42
However, it has been polnted out that both behav1oural
and maxlmlsatlon models do not normally perform the same

tasLs and hence are not easmly compared in relevant termsa43

[

In an esuentlally theoretlcal paper, Lintner
employedgsome elegant mathemaﬁlcal formulatlon to demelop
a model of corporate dec131ons 1n regar@Aof p011c1es )
aimed. at ach1ev1nb grow%h under expectatlonal steady«state
' constlons in whlch the outcome of any pollcy is based
on probabllltyo The modol has three vef31on3° the first,
Wthﬂ forms the b831s for the other two is 1dentlcal with
the steady-state growth modol under cercalnty, the second
lgrops the assumption of certainty, but assumes.ﬁhat the
upoe?taintiesaogooiated-with'any"polioy are conoidered
to be constantlover time,:while the third allows for_the

 fact that less iis’ known about the more .distant future so

- 41. Cyert R. Yo~ and Jo Ge Mﬂrch, A Behavmoural Theory of
Flrm upm_C:u.o : )

42, Kbnzsoyuannls A., Modern Mlcroeconomlcs Op. Cit.
p. 400.

43. Lintner J., "Optimum or Maximum Growth under
Unoertalnxy" Op. Clt
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that uncertainmiesmincrease-with time. His concluolon
" in comparing the outcome oflhis.mpdels,wifh that of

‘ Marris is that

all the'models «o. produce the same

shape of the relation between

market value and the attainable
growth rate as suggest'by MarriS...

Although Llntner 8 value functlon dlffers
51gn1flcantly from that of Marrlss Wood has noted
in case both of random shocks and.
of general systems of interactiion
between-firms; speecific enough
assumptions will produce convergence
of the -dynemic adjusiment process fo

a steady-state solution -reducing it
to a type of stability condltlom,5

This in essence validates estimationz based on sieady-
state models as belng close: to reality. | |

Solow (1971) raises the question of growth and
initial size of the firm. ﬁisiprimary objectivooﬁas to
exemine hoy profitmorlenﬁe&:firms react {o‘external
stimuli. As a preliminary'sfudy, he had wanted to
determine whatdiniﬁial capital size will be appropriate
for-a particular steady-state growih rete. He ihowever
_ demonstra%es that the'growthmorienﬁe&”modelsihave’the
weakness of being unablo %o de%ermlne a sensxble 1n1t191
scale for thevf:ﬂere His analyses w1th the models show

that to_achieve high growih rates, smaller and-smaller

44, - Tbhid, p. 217

45, Wood A., "Ecomomic Analysis of the Corporate Economy®
in The Corporate Economy Opo Cit. -

46. Solow,; R, M., "Some Impllcaﬁlons of Alternative
Criteria™ in The Corporate Economy QOp. Cit.
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1n1tlal capital size has’ to be taken. Since this does
not appear plau81ble, he had {0 assume that the lnltlal
scale of the firm is given by some hlstorlcallacc;Qent.

Marris (1964) had erguéd thet managerial u
satlsfactlon flows from both szve and rete. of chamge of
size, but that emph851su1§lon the latter. With steady '
growth from an arbitrary stariing point, both criteria
producé the same policy. If however, the growih rate is
variable while Managers“aré concerned only with the rate
of growth, then they may not care about a particular
initial size. ". B

Marri® »(1971)4s“recognises the novelty in Solow's
model and added an assumption to his basic model - that
the firm, at an arbitra?y pgint'in‘time, is found at an.
arbitrary size measuredibyﬁgome criteria. - This is howewer
not to say that the quest@qﬁ,abou?‘the relafionship
between size and growth isﬁnot relevant. The growthesize
relationship haé been widely exemined within the context
of Gibrat'®s (1931)49 law of proportionate effeci;,

ﬁlosély related to the growth-size relationship is
‘the question of autocorrelated growth i.e. the cummulative

effects of growth in period t on growth in perid t+1.

47. Marris, R,,. Managefial'Capitalism Op- Cits

48, Merris, R., "An Introduction to. Lheorles of Growth"
in The Corporate Economy Opa Cit. , -

49, @&ibrat, R., Les Ineaualltles Economiques Paris 1931.
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Ijiri end Simon (1964) (1967) developed. a model to
explore autocorrelated“grqwth }n_large Americanlbusiness
firms. The simplewreasopipg behind the study is that
when two firms of equgl‘size‘are cempared, the ane that
grows more recenily is Iikelymﬁo.have a bhetter chance -
for growth than the pther w@gse growth occurred in the
remote past. In other words, a sudden change in the
growith momentum 1s not 1ikély?lexcept in the case of an.
unexpected breakthrough in innpvationo The extent to
which this reasoning cen be Justified reiies on empiricism,
In section 2.5, we undertake a review of the
empirical evidence in regard of the models discussed in
this section@l Also, we review those studies that ere
based on some direct ideﬂtification-of growth motiwating

fectors.

2,5. TIhe Empirical Evidence

"
A

Given the wide range of theoretical formulations on
corporate growth,‘it:may notwbg surprising to find variqus
attempis to provide_some empiricgi evidence‘either to
sgpport or to refute the ﬁheories.‘ Howefer it should be
ﬁbinted;ouﬁ that many of the theorieé discussedjin ‘the
orev1ous sectlons appear not to have ylelded models that
could.be cast in a form susceptlble to emp1r1c1sm. There
are however, quLte a number of works that have 1nvest1gated

the relaﬁlonshnp between growth profltablﬂlty and sige,

T

90 ‘Ialrx, Y. and H. A. Slmon9>WBu31ness Firm Growth and
Size®" American Economic Rev1nw vol. 54 1964

ol IJlPl, Y. and Ho A. Simon, "A Model of Business Firm
Growth® Econometrlce vol. 35 1967. o
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2:5.1 Profitability and Growth. B

l' On the growthaprofltablllty relatlonshlp, 1t is
notlceable that Whlle it hes been wxdely anestlgated on
the bais of elther equatlon&awor equatlon(z.as)above9 the
simultaneous test of the two have proved abortlve.
Eatwell.(lQ?l) attrlbutes the difficulty 1nvolved in
sﬁch-a simulitaneous test to the pbylous complexity of the
iﬁvefsé function and thé difficﬁlty underlying the
reduced Iinéar form. o i -

of barticular inte:est to“ps'are those studies that

have expressed profitability agﬁthg_independent véfiéble
in fhe growthﬂprofitability nelationéhipo Amoﬁg‘the'
scholars that have addressed themselves to thie 1ssue
are Barna (1962) , Parker (1964) o S:ungh and
n Whlttlngton (1968} , Jones (1969) ’ Eatwell (1969)

-

52. Eatwell, J.. (1971), ®“Growth Profitability and Size:
oo The Empmrlcal Ev1deneeW in The Corporate Economxo

53. Barna, T (1962), Investment and Growth POllCleS in
BPltlShtFleS CuP,, Cambrldgeo | SN e

54. quker Je E. S.. (1964)ir “Profitability and. Growth
: ~of BPltlsh Firms Mb_S Unpubllshedo -

55. Singh, A. and Whlttlngton, G. (1968), "Growth,
Profitability: and Valuation Unlvnr81ty of Cambrldge
-~ Depertment. of. Applled Economlcs, 000381onal Paper 7,
.- Cambridge CUP. : :

56. Hones, W. Jo (1969), Size, Growth and Profitability
. in the Mechanical ‘Engineering Industry (Natlonal
~ Econ.’ Development Offlce) . )

57. Ratwell, J. L.,
TR Growthlof Firms: Some Analytlcs Some Tests
Unpublished Harvard.. v :
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Marris (1971)58(89 ®) and Meeks end Wnittington (1975)
It 1s qulte remarxable that desplte the varlety of
deflnltlons and samples used falrly homogene@usrcsults
were obiained in the studles 1n the sense that they all
-1ndlcated that corporate growth is a posxtlve functlon
'of profluablllty° It 1s even worth mentlonlng that in.
some studleo such as Marris (1971) ,” and Whlttlngton
(1980) in which growth was expresséd as an.
) 1ndependenu varlablea, p051t1ve regre331on coefflcients'
were obtained contrarJ to what is expected. from equatlonguag

Barna regressed gross 1nvest;ent in fixed assets on
gross rate of return on fixed assets for 479 quoted
electrical englneerlng and él quoted food proce831ng
'companles for a 10~year perlod 1949 to 1959. The
regre031on coeff1c1ents and the coefflulents of

"\

determlpaulon for the two sets of companles were Q.43

(rz = @u?) and Qmﬁz_gm“ = 0.35) respectlveMy, |

A

[

58. Marris,, Re (8)7 WAn Enﬁroductlon to Theories of
-“',.Growth" in. Corporate Economy Opo. Cluﬁ ppo.1~36°

(b) ‘“Some New Results on Grow%h end ProfltabllltyW
-in The_ Corgorate Bconomy Op. Cit. ppe 422—427o N

§9. Meeks,i:G. and Wnittington G. (1975), "Giant Companies
©in the Umlted'Klngdom” Fconomnc Journal Yol, LXXXV

60. Marris, Ra, Scme New Resulis on Growth and
Profltablllty in The Corporate Economy.Qp. Cit.

610"Wh1s:t1ngton2 G. (1980), “The Profitability end Size
. of United Kingdom Companies 1960-74%. Journal of .
. Industrlal Economlcs PP 835 352 -
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Parker® study was for a 31x»year perlod 1954/55-
1960/61@' U81nv 87 publlc companles9 he regressed growth
in gross investment 1m flxed assets on the gross rate of
‘reﬁurn from 1rvestmen& and recorded Q. 69 (r = O 712) as'
the “egre831on coefficient. When proflus on gross assets

[

was used as the measure of profltablllty, the regre331on
coefficient was Q.59 (r2:= 0.78)
Singh;and'Whittiﬁgtoﬁ~did a very comprehensive. study
of U. XK. firmsel Apert from: the simple linear regressién
model, several othe“ regression models, lncludlng the -
semlwland aoublewlogarlthmlc functlons9 both in 81mple and
- multiple (in which some other- flnanC1al ratlos were:
Axncludeéﬁ'forms-wereutrled@. Interesﬁlngly, the 51mp1e
lineééve@uation.relating‘growth:to prof;tablllty-wasa
found-to~be most{appropriate, with pqstutax equify'returns
provi@ing a beﬁte#xéﬁpla@ation'qf growth than pre-tax |
net assets returns.. They also grouped their sample
cpmpgnieg on ipdustry-basigland found that the walue of
~the regression varies significantly with.indusfry.
They also found that the regression coéfficients vary
sighificantly with time period, as was the degree~of
varratlon in growth rates expla{ned by changes in
profl‘tablllty° Whereas, for 1nstance, a one per cent
‘DOLHt increase in. profltablllty of the englneerlng firms

ledtto an awerage of 0.7 perqentage points increase in its

~growth rate, similar incresse in Clothing and Footwear
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firms is in a ratio 1l:1l. Temporally, while in the 194§~54
period,»the regression coeff?cient fér clothing and
footwear was 00,57, it was 0.98 in the 1954-6Q period.
In the food. industrial, the regression coeffigients for
the two periodsvwere 0.55 and 0.35 respectively°

On the avefage, profitability was found to explain
about150% of the waristion in growith rates between firms;
al percentageepoint increase in post-tax equity return
being associated with a 0.7 percentage point increase. in
growth rate.. N

Jones divided]his sample of 299 mechanical engineering
groupé into. sewen size classes and found tpat in.oniy
two was the regression s%gnificant at thé I,pergentvlemelr
The other five were not significant gven at the 5,perdcent
iemelj althaughhthe regreésiqnzcoefficient of the
induétry es a whole was significant. |

The ééneral conclusion: then is that there is a
positive relationship between growth and profitability,
which is nevertheless, subject to considerable variation
over time, between indusiries and ewen as suggestedfby
~ dJone's study, beﬁween firms.

‘Meeks and Whittington‘fougd that giant firms can
grow more rapidly than smallé%\bnes despite the greater
profitability.qf”the Iatter..‘The nighexr growthlrate of

the giant firms was attraibuted to take over and éxternal
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finence, the letter of whlch they have more access 1o
than the smaller firms. leen ‘that profltablllty is a
determinant of gwrowth as earlier indicated, then one
would expect the smaller and more profitabie firms to
grow more rapidly than the bigger and less profitable cnes.
The Inference ome can draw from Meeks and Whittington's
study therefore 1s thaﬂtprofitability is not the major
determinént of growth inigiant gompan@es. Starting with
Downie, the belief had been thet access to external
finence is a function of profltablll’cyo However,
accordlng to Meeks end Whlttlngton, the capital market
supplleq relatively more exte?pal“flnance to th@ glant
(and less profitable)mcqmpanies‘becguse less risk is
attached to the ownef;hiplgf their shares, their
performance was gore stable over time and they lost maoney
less often. ‘

ss indicated in section 2.3 ebove, Marris - (1964)0%2
and other managerial thegristslhad postulated th;t theré
is = 1imit to which firmsmgan rely on the capital market
for grdwthg. Beyond thaﬁulimit?mfhe firmﬂs shares may be:
. so devwalued that takeover may result. Céntrary~to this
view, singh (1971)%° showed that the "statistical threat"”

of being taken over declines with sizé, so that a

€2. Marris, R., Mansgeriel Capitalism Op. Cit.

63. Singh, S. J. .(1959), "Size Growth end Concentration”
: in Studles Corporaue Finance ed Brain Tew and -
R. F. Henderson.. Canmbridge University Press.
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financiel restraint is enyhow likely to be week for the
large firms., DMeeks andﬂWhi@tingtonfs findings sugggsf
thaet a far more positive :ole cpuld-be associated with
take overs and the capitel market in the growth policies
of the dominant compenies in the economy (in contrast
with their "watichdog” role in Mafris)o Cdnsidering the
significént-role pla&gd_by acquisitidn in the growth
process of those firms‘thgﬁ’have gained a place in the
top 100 U. K. firms, the share exchange raie was seen
as being significant in the celculations of growth. |
oriented Managers. To themMan?gérs of those top: 100 firms,
the maximisation ofhtheir shere price relative to those.
of potential victims with a view to cheapen and facilitate
takeover Is conceived as the path to the maximisg@ion:of
growth, The question @hen.isgnyhaﬁ is the process of
ensuring maximuﬁ shsare pricg,relaﬁ@ve to those of the
potentisl victims? The qges@ion is Ieft apen by Meeks
and Whittington thgméelves e§”a§~§rea of fﬁrthermresearchw
While the cause of ﬁigher growth by the 1ess'
profitable giant firms may appear quite plausible; it
: aﬁpeams equally doubﬁful that“the g@ant firms could be
less pfofitable as asserted by Meeks and Whittington. 7
In the first place, one may note in passing that the lower
1imit of the "others” in Meeks and Whittington‘s study
is not definedﬂ» Baumol (19g7) hypa?hesiéed that
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increased money capital (total
assets) will not only increase
the total profits 6f the firm,
but because it puts the firm:in
a hlgher echelon of imperfectly
competing groups 1t may very
well also increesg it8 egrnings
per dollar of investment

Weiss and Hall.(lgé7)65 te§@ed‘tpi§.hypoihesis and
concluded that big size does tend to result in high
profit rates.. o

In a study mnvolv1ng 1@@ U@ K0 erms grouped into
10 sizes classes, Samuels and Smyth (1968) found that:
profit rates and size of f;rms werewlnﬂersely related as.
were the variability of;prqfit rates within a size class
and size of firms,, thet is, there is more variability of
profit rates within the lower: size classes then within

the hlvher size classes.

Singh and Whlttlngton '8 (1968) study was 81mllar, but

based on a mare extensive data. Though they found the

same trend with Samuels and Smyth; their results were not

statistieally significant. On the basis of the

insignificance, they concluded that there is no systematic.

relatlanshnp between average profltablllty and size.
It is suggested that the apparent confllct between these

last two snudlesvls due to lack of dissaggregation in

64. Beumol, W. J. (1967) Business Behawiour. Value and.
Gvowthlmew York Macmll1an° i o

65. Weis, L. and Hall,, M. (1967) "Firm-Size and
Profitabilitv" Rgv*ew of Economic SfUdieS XLIX

86. uamuels, J. and Smyth, D. (1968)9 "Profits, Ya-
Veriability of Precfits 2nd . Firm Size" Economica
XXXV pp. 127-32, - h
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the former. Thus, the gonclusion of the latter study is
generally accepted as being vg}uedéu A more recent study
by Soetan (1985)6-'7 corroborates this conclusion since no
significant relatienship was recorded between

profitebility and size.

24542 Size and Growth.

Size:as a determinant of corporate growth has for a
very Icng time been @n ij@gtlofAinterest on its own,
The studies on the grgwthfsi;e ?elationship have Gibrat‘s
(2931) law of proportionate effggt (which. Is = “
proposition regarding thehprocegs ofufirmfs growth) as.
their sfar%ing point. The law states that the'prqbabiliﬂy
of a given proportionate“¢h§nge in_size;during a specified
period is the same er'firms in a2 given industry, |
regardless of their size at the beginning of the period.
This ié to say that a firmtwith Elooﬁmillion worth of net
assets is as likely to dbublemitg size as a firm with
N100 thousand worth of net assgtglwithin the same time
period. Obviously, the law has some implicatigns regarding
the determination of the extent of concentration in an
'industry9~and this probably accounts for the‘widé range:
of techmiques of tests (wiﬁp perhaps an équally wide
range of techmniques of investigatiqn) that have been

carried out to investigate the validity of the law..

67. Soetan, R Q. (1985)9 “Size, Moblllty, Aggregate
Concegnitration® Review of Economlﬂs and! Statlstlc
vol., XXXITT pp. 269- 296e :
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TﬁoughlAdelman (1951)6 dld not study the growth=-
81ze rulatlorshlp Egg se,llt 1s 1mp1;ed in hls study that
over«all equallty of growth rates GYISt between the
growth rates of small and large flrms9 thereby supportlng
.Glbrat ‘s lawe Meyer and Kuh (1957) recorded a negatlve
relatlonshlp between the Slae of flrms and thelr rates of
growth, whlle Hymer and Pashlglan (1962) reported‘that
"no relatlon ex1sted between size of the flrm and thelr
'mean gPOWuh rates, but thai amn 1nverse relatlonshlp

ex1sted between the size of the flrm and the standar&

“.

dev1@tnon of flrms° growth ratesoh Mansf1e1d°s (1962)
study corfoborates Hymer and Pashlglan Se He d1d n@t '
find a clear-cut relationshlp beﬁween growth and size.
Rgfhe;, he indicated that bmaller flrms have relatlvely
#hlgher and varlable growth than 1arger flrms, thereby
prov1ng Glbrat s law to be 1nconven1ent empmrlca1lyo

| Prals (1959) was convinced. in a1s own study that
fthe 1arge firms grow more rap&dly than the small ones.

This, he attrlbutes to the fact that the 1arger firms

show a greater raie of investment which in turn results in

68, Adelmen, M. A. {1951), “The Measurement of Industrial
o Concentration® Hev1ew of. Economlcs and Sxatlstlcs
Vol XKXIII ppg 269 296 ' Lo .

69. Meyer and! Kuh‘(195'7)2 The Investment Decision
uamblldge,HUPw : .

70, Hymer;, S, and Pashlglan 2. (1962) "Flrm Size and Rate
: of Growth“ Journal of - PolltlcaT Economy Vol LIX.

71. Mansfleldv Eo (1902), "Entry, Gibrat‘®s Law, Innovation
. and the Growth of Firms“ American Economic Review Vol. S

72, Pralsﬂ Se Ja (1959), ”ProfltabllltJ and Growth® in studi
in Company Finance eds. Tew B, and R. E chderson
-Cambrldae pp. 108-129. - .
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higher profitsa Thus, Prals” study dld not actually
1nd108uu that size Qm_ se is the determlnent of higher
.growth rate, but the raﬁe of" 1nvestment, |
| In all the ﬁests conducted by Hart (1962) , non
refuted Glbrat 's law. On. the otner hand Samuels (1965)
concluded’that Glbrat 's law had ceased to operate end that
large flrms had.been grow1ng at a 31gn1flcently fasten
proportlonel rate than smell flrms0 The reason edduced
.for this was however externel - the influence of
emelgametlon. This is corroboreted by the earller cited
Suudy by Meeks and Whlttlngton'ln whlch.glent flrms were
found to growth through tekeover {and external ]loans)o
The differences between Hert s and oamuels 8 results can
be traced to their approacheso Whlle Semuels besed his
study on firﬁs from ell 1ndustr1es9 Herﬂ adopted industry
grouplngs0 oecondly, Samuels used net aesets to classify
the flrms 1nto size classes whﬂle Hert made. use of the
proflt of flrms 1n hme own etudy0 1in(v1ew of the fact
that the voletlllty of proflts makes 1t less preferred
to net;aueets as a measure of size, Samuels 8 conclusion
'eppeers‘mpre‘acceptablem Singh and Wﬁiftinéfen (1975)75

too found that large firms grow proportionately Faster

73. Hart, P. E. (1968), "The Size andi Growth of Firms"
'~ Economica Vol. <. - -

74, Semuels, J. (1965), “Size and Crowth of Firms®
Rev1ew of Economic Studies Vol XXII.pp, -108~12

75. Singh, A., and G. Whlttlngton' Growth Profitabiliity
-and VeluetLon Op. Cit.
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- than Gmaller ones.. Sbetan'(1985)7° also 1ndlcated that
blg firms have a better chanee of survival than smaller
ones, thereby suggest;ng dev;atlons from Glbratfs”
assumption of pnoportionatg_growth_for all classes of firms.
In studying autocorrelétedpgrowth in American Firmé,
Ijiri'and Simon (1964)77 actually found thé%hfheré were
cases whére a firﬁ'suddenly acquires an Impetus for
growth;' Such'sudden chanées in growth momentum were traced
to such“faciorasas‘innoﬁatién'in production or‘marketing,
précesses and the effect of ngw”mggagement staffs'or
techniques. Thus, while some firgé in an indﬁstry were: -
found to be growing at say 5% a year, some flrms grew,lo%°
Furthermore, they found that as a result of carry-ovem
effects of an 1nnovatlon.1nlmhe prev1ous year, those
that expe:ienced a faster growth étill maintained fhe
leadfin the cunnent'yearg it then mesns that, on the
average; a\firm which grew ;apidly in ene: year subsequently
retains a greater share of the iIndustry assets from‘that
time on than do firms that: have enjoyedionlyrthé average
industry growth. The shorter the Iength of time period
‘qﬁmSideremg the more likely.was the carry ower effect..
It is glaring that the growth-size relationship is
yet to be conclusive éﬁd will.likely continue to be
debated upon as long as reséafchers use different

measures of size.

76, Scetan, R. O., Slze Vbblllty9 Aggregate. Cencentratlon
and. the Growth of Large Firms"™ Op. Cit.

77. TIjiri, ¥. end H. 4. Slmmn, ”Bu81ness Firm Growth and
Size™ Op. Clto - .
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26863 Dxmgenouo Factors and Growth

Singh and Whittington (1968)v as earlier stated,
found that in general, SO%Ivarlatlop in. the growth rate
of firms was foﬁnd tokﬁe éttributable to variation in
profitability. They went further to‘analyse the remaining
50% residual growth rates and-hypothesizedfthat once the
influence of a major sys@ematic:factor such as
profitability is removed,, the distribution of the residual
growth fateszaan be deemed to hawe been generated.by the
law of prqportionate effecto‘ They did not howewer
~indicate the actual factors that @ight be respbnsible for
the residusll growth rates. Interestingly too, most
corporate growthitheorists abpear to hawe been more:
preoccupied with the“financiel characteristias:and size
of firms. Yet, as noﬁedlbx=691iins and Preston (1§61)78
dgifferential rates of growthfof individuélAfirms"may
r@sul from 2 number of causes, 1nc1ud1ng 'differences in
management okllls and. goals, different rates of expansion
of relevant markets end techmological changes. In a study
Ilthat appears to have capitured a wider horizon of.possible
‘corporate growth determinants, Filippi and Zanetti (1971)
examined the relative 1mportance of exogenous and,
.endogenous factors in the growth of Italian firms. They

however found that the exogenous factors which include

78, Collins, N. R. and Presion, L.’ (1961), °‘The Size
and’ Syructure of the Lergest. Industrlal Firms

1809-1958, Americon Economic Review Vol. .51,
pp. 986-1008.

©e Filippi, E. end Zanettd, G. (1971), "BExogenous Factors
in the Growth of Firms®™ in The Corporate Economy
Op. Cit. !
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total demand, the evailability of menpower end the
financigl policies of the monetary authority were found
to be insufficient to explain the growth.of the firm.
Rether than wait for the expansion of totel demend in
their industry, firms' msnagement were found to attempt
to capture som; market shaygs“by increasing saleg'ina
certain areas at the expense of’tyeir competitorse in.
which case there may be an increase im the total sales
of its sector as a whole? The other alternative the
firms adopt was to diversify intq some latent needs of
the market. Filippi and Zanetti ;130 discovered that
following increased cost of Iabour, which was due to
Iabour_union éctivity as evidenced in the number of
strikes, firms changed! their product mix in such a: way
as to improve the labour-capital ratio in favour of the
latter. : Thus, while during the period of the study,
1958-63,, gmpﬂoyment i@cregsedipy 2Q.81 per cent, output
and plant increased by 85.45 per cent and.gooéé per cent.
respectively. o “

It was also discoyeyedttbaﬁ Ttalign firms profited
from the abundant money supply inthe period, mare %o
consolidate: or improyehthgir cash gosition than to embark
on mew investmenti projects. They_aﬁtributedlthis to the
cautions behavieur of the enirepreneurs who decide ta
invest only,'alfhough not elways, when thére was a

constant. rythm of growing demand.
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In their examination of the endogenous factors, both
growth and profitability were found. to have a direct
relationship, but rather than attribute: growth to
profitability, they concluded that

technical progress quickly introduced
into the compeny, together with an
efficient organization, has, in. the
Italian experience” of the period
contributed the most comvincing
explanation for the growih of the

firm of which profitability represenis
one of the more important resulis.

It then meens that thg efficiengy of the manageria} team -
which él}ows the firms tongver¢omg'marketihg and finencial
obstaqles was recogniged aslﬁhe~majgr determinant of
_growth. In fact, they had found, as indicated ebove,

that market can be charagtepisgd aslg'limiting factor if
diversification or greater effort to capiure #ireater
market share: are not undertaken. Filippi and Zanetti“s
study mey therefore be seen es proﬁiding some empiricél

\

evidence in support of Penrose’s model.

2,6 . Concluding Remarks

Corpoirate growth 1s, no doubt,, a complex:phenomenono
A élear grasp of it requlregFa qp@parison of variqua
interacting and changing variables of which profitability
appears to stand out, i? onlynip the long Tule Obviously,
the particular Eariables whose influence override at
particular paint in tlme and space depend on the,

peculiarities of that time and env1ronment If, as

800 Ibido 9 p‘e 1630
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suggested by Meeks and Whittington’s study the capital:
market could be playing some agﬁivé role in the growth
process of U. K. firms in 197Qs, it is very doubtful if
same can be said of Nigeria of that time. Even though
the Higerian Stock Exchangewha§ been in operation since
1ééla‘it was reporied that in 1978 no fully owned
indigenous company was listgd on the Stock Exchange.
Moreover,, as at the end of 1988, there were Iless than
IOO,quoﬁedicompanies of all.type§ in Nigeria. A _priori
therefore, the effect of the cepital market in the
| growthgproceés of the manufacturiﬁg companies innﬂigeria
hitherto may be expected to have been negligible.

In the next chapter? we present some models that
will enable: us captureﬂas many relevant fgctors.in the

growth process of Nigerien corporate: firm.
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CHAPTER THREE

METHODOLOGTY

Theré are many_approaqhes to identifying corporate
~growth determinants, gnd to carry out a fairly
comprehensive étudy of the phehomenon, various types of
statistical and econometric techniques seem imperative.
Thus, we subJect différent aspects of the growth process
to the type of reserach techmique we. consider most
appropriaté“ |

The esoontlal structure of the theory of corporate
growth is found in the relatlonshlp between growth and
pTOfltablélLy and stock market waluatlongl In our
statistical and econometric models»therefore'apart from
examininglthe effects of size and growth, we also test
the explanatory powers o? such variables as profitability
(as measuredlbyythe fates of return on - - net assets
and rate of roturn on equlty assets)” dividend returns
and llquldlty on the growth of firms. We also examine
the effect of size: on profitability. Although there are
mény finaﬁciaﬂ.ratios which can. influence the growth
rate of corporate firms, our réstriction to certain ones
is 8 dlrect result of thc quallty of the Annual Reports

and statements of Accounts of the klgeflan Companles.

1. In view of the fact that the ngerlan Stock Market.
is relatively new, we are directing attention at the
generality of Nigerien firms i.€. whether quoted or
not. Hence, valuation ratio, a measure of stock
market valuation is excluded from our list of

- variables.
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Such veriables as the étate of competition, the nature of
manégementr the stéte of demand end technologiéal
opportunities are also relevant, but are not derivable’
from companies® siatements of Accounts. We éollect
§nformation on‘such vg?iables through éuestionnaire.survey
and subject the data so collected to some semi-

gquantitative eanalyses involving the use: of charts.

3.1 Variables in the Study".

In setting our to identify the determinants of
corporate growth, it appears r%tional to first discuss.
growth indices which‘obyiously ére the dependent

variables.

3.1.1. Growih Indicess

As indicétedfin éhapter‘qne, within the context of
this study, we define growth simply as the change in
size over time;Z In d;sgussing growth indices therefore,
we examine the measures of size. |

Measures of sizé are of tﬁo main types; one based on
stocks i,e. amount recorded at a ﬁoment in timé, and the
cher{basedlon finencial flows. The stocks type of
meaéuré is usually in terms of thé essets of the firm and
may represent such quantities: as net.assets, téfalbéssets
working capiital or market value of assets. Apart from

the assets measure, the number of employees is another

2, In growth anelysis, the interest is more in the rate
of change of size rather than the change in itself.
Hence, most of the analyses in the study are in
relation with the rate of growth. '
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stock measuré of size. The main flow measures are turnover
(or sales), value addéd’(or net output), cost of labour

and profit rates. Each of these has its advantages and.
disadvantageg and suits certaiﬁ;pgrp@ses more than;otheps.

Howewmer, even. though it is not aﬁ“all—purposeuindex,
net assets has been most frequently used in studies
relating %o conporate'growth, This is probably because
of its being more embracing and.very likely té determine
some of the other indices, ‘We therefore eﬁploy net.
és§ets as onevof the two measures of size.

Our definition of net assets is similar to that of
Singh and Whittington (1968)3o It is defined as total
fixed. assets pmﬁs currént»assets; net of current
liabilities. Alternatively, nei essets may be defined as
share capiital plus reserves plus long-term liabilities.

If size is_congidereﬂ?as the present result of forces
opexatinglin thgbpast, in which case assets are seen. as:
the‘rgsﬁﬂt of ?ceumulation, then assets are: a better
measure of size. Furthermore, apart from: being more
embracing than any other measure, an important advantage:
that maekes net assets attrsctive for our purpose is that
all firms are required to place a value on their assets.
at the end bf emery'ﬁinancial year and this guideline by

the Nigerian Productiwity Prices and Income Board is

3. Singh, A. and Wnittington G., Growth Profitebility
and Valuation Opw. Cit.
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being compilied with by many Nigerian companies, as the
book values are readily awailable from the publishéd
accounts of the companies.

It mey however be mentioned that the book value of
assets do present some difficulties when comparisons:
are being made among firms. This is beecause, due to the
fact that changes in price Tewel tend to give a wrong
impression about the changes in earning capacity, somel
companies find it necessary to revalue their assets at
varied intervals of time. Furthermore, assets measure

. b

of size do not necesserily provide a reliable indication
of the relative importance in terms of employmeﬁt, which
as indicated above is another meesure of size. In fact,
Bates (19641)4 in his study of small businesses:iﬁ
Britain found a low correlation cqefficient of Q.18
between net assets and employment. Further still,
differencgs in acecounting procedures'affects measurement

of net assets.

In spiite of this and other shortcomings that may be

-associated with asse@s inlggneral as measures of size we
still find net assgts very suitable for cur purpose: of
identifying firms}ﬁeconomic power with indusirialisation
and therefore mational ecoanic development.
Anothen'attractive measure of size is the number of

employee: or employmenté It is the only non-monetery

‘measure, and this attribute ranks it better then other

4, bBates, J. (1J6ﬂ), The Financing of Small Busines

Ses

London. SWeet and Mexwell, .p. 147.
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measures: because' of their deficiencies, not only in terms
cf the effect of.price4changesw(which can however be
corrected for), but also be;gusé the significance of e
givén amount of output or assets is very different
according to the genera}.productive powers of society..
If output per capita was, say doubled over some time
periocd, a firm which produces twice as much at the end

as at the beginning cen scarcely be said to have doubled
in:sizees; Nevertheless, comprehensive data on employment
is not readily availableias cdmpafed{with:data on
financiali measurGSiaé most Nigerién companies rarely

publish the number of their eﬁployees:jn their Annual

Y P

Reports and State of Accounts..

Another measure which we cannot employ on account of
inadequacy is income generated or value added. The ratio
of this measure to total asset is a kind of index of’
'productiv%tyh However, as with employment, firms rarely
make walue added or other information from which it can
be calculated (e.g. total purchases from other companies)
available. This pragtice ié however not peculiar to
Nigerian companies as it is also characteristic.of
companies in some develgpeq coun§niesu6;

Our other measure of size is turnover, a flow measure.
Bates recorded a fairly high.cdrrelation coefficient of

0.74 between net assets and turnover. Alihough it 1s not

Se Adelmon, M. A. (1951), "The Measurement of Industrial
Concentratlon"'ﬁeulaw of Economics and Stetistics
Vol., XXXIII, p. 272.

6. Ibiad!
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our primary obJective to test for similarity betwéen het
assets and turnover, it mey no@ be”owt of place 1o
exemine which of these iwo measures shall yield better
results in our analyses. Moreover, it is hoped that each
of the measures willtcapture'différent aspects of the
economy. As indicated abovea net assetis 1Is the result
of accumulation and therefore indicates the concentration
of economic: power, while éh the other hand turnover
readily indicates the extent of firms® role in market
transactions. Turnover is an importaﬁt balance sheet.
item which is also readily amairagie in published accounts
of Nigerian Companies. |
Temporarily, we distinguigh among three. types of

size: cpening size which;refers to size at the beginning
of the time peried of the gtudy“(this appears as an
explanatory variable), closing_séze i.e. size at the end
of the tige period, and average_sizewwhich is simply the
average size for the per@od'of analyses or some sub-
periods. We denote our size measures as NAS and INR for
net assets and turnover respgctively@ Sub—scripté’t-l
and % denote opening and closing measures respectively.
Where the notations appear_without subsscripts, they o
stand for the average'size._ |

" Qur interest is not.ligited'to the determinants of
size chenges; we are equaiiy'interested!in the determination

of disparities in the rate of change‘of size l.ea growtﬁ
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rates of firms. Hence NAS and TNR appear in growih rate

forms as GNAS = NAS, - NAS, ; ¥ 10Q
WAS,_1

and GINR = TNR% - TNRﬂnl * 100

THR, |

Selod . Bxplanatory Variablgsi

Qur explanatory variables gre‘derived from some
baleanee sheel items wpiqh have some bearings with the
financial tranéactions of firms and hence their
profitabiliity and marketlvaluatioQa7

As earlier indicated;.size as an explanatory variable
refers to ithe opening s%zew The effect of size on growth
(alternatively steted as: the effect of previous size on.(
current sized Is usually examined within the context of
Gibrat's law of proportionate effect, which states that
the prépOﬁtional change in the size of e firm is
independent. of its absolyte gizeoel As indicated&in the
previous chepter, ihe results of previous studies of this
relationship have not been conclusive.

Profitability

Apart from size, profitability is the other variable
that has been widely examined as a determinant of corporate
growth.. The next two peirs of wariables: are measures of

profitability which. have been separately defined to

7 That Is, in the case of quoted companies.

8. @Gibrat, R., Lés Inegalites Economiques Qp. Cit.
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incorporate the view points of both the Managers and

shareholders as regards the performance of the companies.

Pre-tax Profits/rate of return on net assets

The8e: measures in@icate the efficiency of productive
capacity and they are some of the important indices with
which Menagers are likely to appraise their performance.
Rate of return on net assets is defined as the pre-tax
profits divided by net assets expressed. as s percentage.
This may be preferred to absolute“pre—tax profits because
of the crude nature of theqlattero_ The absolute prqfit
mey be misleading in a cross~séhtional comparative study
since it 1is possibie thaﬁ.firms Qf_different sizes record
the saﬁe absolute returns;lig which case: a bigger firm
which inkaétual sense is less profitable will be presented
as being of the same lewel of profitability with a |
smaller“énem We‘denote these measures as PRTPlapd RRNA
respectively. | |

Posti-tax profits/rate of return on equity assets

We define'GQuity assets to be synonymous with
shareholders' funds which is thelsumnof share capital and
reserves or dapﬁtal employed less debentures, stocks and
other'longatermlloans. }Thusjlour rate: of return on equity -
assets 1is éhé postrfaxrpfdfits_divided by shareholders?
ﬁunds, axprassediin perqgntagem ~From the point of vie&
of’.‘an:ind‘-iwidua]lsharepoldery pre;taX'profits/rate of

return on net assets is of little.importance &hen compared
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with. the post-tax returns on equity shares which has more
bearings with what he earns as dividends. The discussion-
on the relative importance of rate of returns on net
assets over cfude_pre-tax profits also holds between the
rate of_return on equity assets and crude post-tax
profits. We deﬁote these warlables as PSTF and RREA
respeciively. | | |

D1v1dend returns on equity assets

More)lmportanm to the shareholden than post -tax;
profits/rate of reuurn on equity assets is the dividends
neturﬁs-on equity aésetsfl Divideﬁds return is dgfine&
as total dividends divided?ﬁy shareholders® funds
expressed in percentage and denoted as DDR;

The next vwariables are two of the three financial
ratios in Marrié (1963)9 model of manageriai enterprises.
They arerliquidity ratio and retention ratio. The third
ratio in Marris modelflevefage ratio isrexclude&fon
account of lack of compreheﬁsive'data on the debts of
the fiﬁms;' This, in turn;_is not unconnected with the
fact that until.very.recenfly,-Nigerian firms have‘used

debts: very sparinglyolo°

9. Marris, R., "A Model of Managerial Enterprise”
ODo Cit. -

10. Adedeaxm -As; "Corporate Growth in a Recesolon"
- A paper presented at a National .Conference on.
‘Corporate Performance-in a receSSLon.FacuIty of
Business Admlnlstratlon9 University of Lagos
May, 1989. _
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Liguidity _

This consists of average net_quuid assets (cash
receivablés'pMuS other current asgets less curreﬂt”
liabilities) divided by awerage net assets. Marris used
totel assetls as the denomlnaﬁora We however prefer to
go along with Tew and Henderson (1959) in using net
assets eupe01ally since neu awe'tc is one of our measures
of size. The importance of 11quud1ty'to;a firm is based
on the factk that'if the firm is toq Yiquid, it may be
an easy target for take-over raids, and if it is not
liquid enough it may find it difficult to finance its
day to day operations. Either of the ﬁwé cases may

hinder the growth of the firm. We denote this as LQR.

Retention Ratio

| Retained profits are,'acqqrging to Marris, the most
importaﬁt in terms of reliebility as source of finance
for the growth of‘fhe firm. The firm is howeﬁer not free
to retain\as much. as it;might'wish because distributed
profits must be adequate to satisfy the shareholders.

The rati@‘of retained profits to total profits after tax
_must therefore be kept within some bounds.. It must not
be too blgh as to dlscourage the sharehomders and thereby
lead to a fall in the share price, neither must it be

too low as to hinder the growth of the firm. We define
the ratio here as retained profits divided by the total

- post~tax profits. The obviocus aefect of this definition

11l. Tew, B. and Henderson R. E. (1959),eds Studies in
Company Finance Cambridge. :

4
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however, Is that retalned proflts often have some
minorlty Lnterests such as recovery funds whlch are not
usually indicated in the breakdown of thelstatement of
source and use of funds of many companies in Nigeria..

The implication is that not al}'retained profits are
ploughed back inte the business. Nevertheless, it appears
to be the best we can derive from éwaimable data. Our
source of data did not’indicate retained profits, hence
'_we;caIcuMatediit from earging:per'share, dividend per

share and post-tax profits as follows:

Number of shares = Post Tax Profits
Barning Per Share

Total Dividend Payments = Number: of Shares x Dividend
per share

Therefore, Retained Profiis = Post Tax Profits.- Total
' ‘ ' Dividend Payments:

We denote retention ratio as RRA»

Apart from the variables en financial characteristics,
other mon-financial growthnfactors examined under"eur
questionnaire sﬁrmey inelude rate of overall expension of
existing markets, diversification of product range, rate
 of'expansion1of market share in exisiing markets and
advertising. |

)12

Ansoff (1969 postulates that internally induced

growth can take two forms: expansion of existing lines and

12. Ansoff, H.Y T. (1969), "Poward a Strategic Theory of
the Firm" in Ansoff H..T. (ed.) Business Stirategy
Penguin, S
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markefs; and diversification which Involves introduction
of new products. He‘goes further to postulate that there”
is a natural tendency in the firm for priority to be
given to expansion. The reason adduced. for this. is that
diversification‘withih the firm is generated. from the o
Research and Development (R & D) and: Design Departments,
but only If theldepartmenfs a}iocate time to such
research and design. At the same time other departments
(such. as merketing and production) press the Design
deparfment for jmprovcments;of existing productits so as: to
satisfy the demands of customergﬁor meet competition of
rivaels in existing product lines and markets. Inevitably
the conflict is tilted‘in fevour of expansion and
against diverﬁificationww

For the Nigerien case we are;particularly“interesﬁed
in the relative importeance éf these two sources of

growih especially that the R & D department does not
13-

exist in most Nigerisn firms.
Apart from precduct diversification, diversification
may also be achieved through some other means such as

property invesiment. Hence diversificetion through some

i)

13. Fabayo, A., Cdejide; A. F. (Mrs.) and Alade, J. A.,
"Technological Self-Reliance for Industriel -
Development in Nigeria: Issues and Impediments”
Paper presented at the Nigerian Economie Society
Conférence on Self-Reliant Strategies for National
Development May 1983. The authors indicated that
during the decade of the 1970°s the funding of R & D
activities in Nigeria was much less than Q.005% of
the: GDP (p. 27). i
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other meaneg constitute another“variable whose relative:
importance in the growth. process we seek to asceriain in
the study.. '

The more:prevalenﬁ,oligopolistic.market structure
in most economies makes-it imperative for most firms to.
adopt measures that will enablé them expand ftheir market
share in the existing markets. An important means of
achieving this objective 1s through advertising. Other
means include pricing and product differentiation. In
fact, advertising hss been identi?ied.as a majpr.meaﬁs
of competition in a modern oligopélistic.worldal4
Traditionselly, theory distinguishes two forms of
advertising - informative end persuasive. Either of the
two forms of advertising, especially the latter, is aimed
at achieving higher~turnoven'and_therefore growih in an
oligopolistic:markeﬁ‘environmentm

Thus, while we seek to know the relative importance
of competitive action to expand market share in existing
market in:géneral, we also seek to ascertéin the relative
importance of advertising_in particuler iIn the grthh

process of Nigerian firmse.

I4. Devine, P. J. et al, An Introduction to Industrial
Economics George Allen and Urwin 1976. p. . 333,
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3.2 The Models

Our snalyses and models are divided into two main
parts based on the nature of deta. Part I is based on
the segondary data_collectedLon_thg'finanéial cheracteristics
of our sesmple firms, and the analyses involved are the |
estimations of some parameters relating the size and
financial characteristics of the firms to their growth
rates through tlie use.qf séme statistical and eccnometric
techniques. Part. IT is based on the primary deta generated

from our guestionnaire survey and the analyses involved

t‘.

are the discussiaons of the responses to our questions that
have beenm designed to identify thpse'factors outsidemthe
scope of finencial characteristics that have bearings;
with. the growth of firms. The discussions are made. with
the aid of charts. |

Qbviously, eaéh of the methods of analysis in each
part complements the others. Although;the non—financial
factors can be subjected to quantitative techniques under
the analysis 6f residuals, we consider the gquestionnaire
approgch more approprigte.since'it affords us the
oppoftunity of identifying the various components of the

non-financial factors..

3.24  PART I PARAMETER ESTIMATION APPRQACH

Se201 Size and Growth
The models undgr this heading are to test the hypothesis
that there is no systemstic relationéhip between size and

growth of Nigerian firms.
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o dn&GTOWth Rate and Variance Analysis
©g, rL'o.J f,f'
w

A simple way to test Gibrat's law is to measure the

logerithm of proporﬁioyate ghangé to see if any
significant differences exis@mampng the mean rate of
growih of different size clesses. To do this, we group
our sample of firms ipto three size classes on the basis
of their opening size,, calculate ﬁhe‘logarithm of
proportionate change of size within the périod of study
for each firm end take the mean and variance for each
class. We employ the study t»teqt ﬁo test for
significant differences between.pagrs of the means.

Let Xl represent the mean of proporticnate chenge for

small size firms and Kz the mean of proportionate change

for medium size firms, then we test

HO“{, > Xl =‘ Xz
By 2 X 7%
with. the t - ratic |
4 14
t ;0, L-X | |
I/ny, + 1/n, with(n, + n, - 2)degrees of freedom

T =S

| < I
where f = j DyS1+0oS,
| A1 e

C w2 s '
n;; and\Sﬁi(l = 1, 2) are the semple size and variance of

the respective size-class.

14. Spiegel, M. Ro (1972) Theory and Problems of
Sta;;gtlcs Schaum?s Outllne Series McGraw HilY Book
B - :
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If Gibrat's law holds, we expect to record
insignificant'diffefences among the growth. rates, and
the variancesg around the mean growth rates are expected
to be significantly equal.

Although the mesn growth rate and variance analyses
provide us with a simple and direct examination of the
relevance of Gibrat's law in the Nigerian context, .they
do' " not possess thé predictive atiribute which is
necessary for policy measure recommendations. Hence,_w&

proceed to undertake the slightly more advanced regression

A
analysis.. '

1i. Regression Analvsis

The regréssion analysis ipvolyes.regressing sizeuin
time t (closing size) on size in time ﬁull(opening gize)
with a wiew to determine the extent to which the Iétfer
explains wafiation in the former. It also ianlves the
appﬂicatign}df Chow@s_§1960516 test_of equality of |
~coefficients of regfeséion equations obtained from
différent samples. This is‘with'a view to compare the:
explanatory powers of size on growth. among different size
classes..

Gibrat's law may be stated as:

X,t‘."'}ﬁ-.b_l = P'& Xt"’l ° o @ Y 391

16. Chow, G, C. (1960), “Tests of Equality Betwéen sets
of Coefficient in Two. Linéar Regressiona"®,
Econometrica Vol. 28, pp. 591-605, -
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where: X, denotes the absolute size of a firm at time T,
Py denotes a proportion drewn at rendom from a sel of
proportions which are mutually independent and also

1nd§pendent of Xf—l
Equation 3.1 may be re-written. as:

A

)/X.t._l= Pt © @ ° [ 302

Summing botlh sides gives

r : n )
T (XX, /X, . = L P, . 3.3 "
=y LR T R B in1 t

Given: that each. interwal is small, the continuous

form. of the left hand side of equation 3.3 is given as

Zn X
s
f. ax = Imx ] - 1
Je X
O ‘XO
. = 1nXh —‘1nko
- . - n N
t.e InXK - 1InX = % Py
-1

or: ]LIIXn = lnﬁo’ A P:}L + Pz t e o o T Pn o @ 305‘!

By the ad@itiwe form of the central Limit theorem,
the variate lnxh_is normally distributed, provided n is
large. This iis true ewven 1if lnX% and the Pt“szare nott

normally distributed, provided n is very Maréeal7

17. n is sufficiently large if n'> 30. See. Koutsoyiannis 4.
(1978) Theory of Econometries Macmillan pp. 86-87.
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Equatmon 3.5 1s the formal statement of the theory
that firms grow by randomly dlstrlbutedﬁproportlons and
therefore tend-to be lognormally distributed»
‘The otochaatlc relationship postulated between . 1n£

and 1nﬁﬁ_. is of the form

]ll’lxt i = « + ﬁ In}{'t-’:n_ + L‘t Bx- 1 [ x. 306"

where ¢ is a; constent end u is an additive random variable

- . . 2
with zero mean and. variance T -

Teking the anti-logarithm ofi356, the relationship
ttakes the followiﬁg exponential form

X = e Xfle (where: € = sa‘f“') . = 3.7

Clearly, if'p2 = Ig'then>9n;the average, the ratio of
a firm's size at time t to”itslsize étitime ﬁﬁl,is a
constaﬁfi/3§>l implieS'the rate of growth increases over
time whlleﬁz’l 1mplles a decne851no growth rate over time.,
In a cross»aebtlonal study, » = 1 1mpl¢es that all flrms
grow at the same rate, in which case Gibrat's Law 1s deemed
to be in oporah¢on, whlle/S%_l refute Gibrat's law,"

We:estlmate equation 3.6 with the ordlnary least
square technique for the threeesize~ciéé°es of firm33 in
which cese we obtain estlmates of the same relatlonsth

for three: different eross-sectional sam@le of firms.
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In our notations we estimate:
~ A

InNAS, = é:i + /%

t ]].nNASt_l . o @ | | 3«'0 8‘

5
i=1, 2, & for small, medium. and lerge sizes
regpectively. We go.dn\to test for the equality of
coefficients of pairs of equatioﬁ estimated for different
size: samples, | | »

For example, to test for the equelity of coefficients
of equations esmimafedifor_smallﬂaﬁ@‘meddumusize—classes
of hl‘and!nzTohsepwgtions respec%iwely, we?pool:togemher

the two samplies thus forming a:sémple of n, + n,

1
observations from which we estimate another equation

3.9

- o = A A .
lnNAS‘ 7 PK+’8 D InNAStnl > o

{p stands: for estimates  from: pooled sample)
The unexplainedlgariations for each of the eguations

are célculatedithus: ‘
T 62 =(NAS,, - NAS. )% with n.-k degrees: of fr di.
L &3 NASyy 14 Tth ny-k grees: of freedom

2 -

e V2 ean
Z €5 = (NAS,, ~ NAS,,)" with n,-K degrees of freedom

&
P

il

Te sNﬂspﬂ NASptjA W1th.snl+n27$) degrees;of
freedom. ' 'From these: we form the F-ratio

. 2 .2 2 18

(ze? +ze 5)/(ny + n, - 2K)

T

7 = K V’\: (n, + n. -~ 2K)

2 =t M2

18, Koutsoyiannis A. Op. Cit. p. 166
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If the mbserved}E—ratibris;greater,than the
theorétiéal value,'wg—?ejgcﬁmﬁhg;pull.hypothesis and
concIude that the two size claggesddiffenasignificantly
in their growtﬁ rates. If otherwise; we accept the null
hypothesis and in evgntszfmaccgpting the nulI_hyppﬁhesis
in the tests conductedAbetweeﬁ‘small and’ medium size:

'firms{on one hand and that betweeQ medium .and. large: £irms
on the‘othergwthenwe.cogclude:thé@_Gibrat?sulgw“holds
in Nigeria i.e., 211l firms regardless of their size have

the seme probability of growing at the same rate.

iii _uBiveniate’size distribution and variasnce snelysis
Rather than test the Iéw of equiAproportionate
growth directly especially‘ésmin our secnnd modgl abovea
a third one tests iﬁ'ipdirééjly by examining two of its

implications. The implications examined are:

(i) the distribution of. the .proportionate growth
- rate of firms is Jd=-sheaped or . lag-normal, and

" (ii) the relative dispersion of the size of firms
' tend to increase with time.

To examine these implications, a biveriate size -
distribution: of the firms is constructed. We re~classify

our semple Into a greater number: of units with the

S

upper 1imiﬁ doubling.the loﬁer limit of each size class,

the essence of which is to .allow for & logarithmic
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trensformation of our datea to. base 2&19 The classification
is done for bdfh the épening and closing'yearS"and'the
bivwariate size distribution constructed to indicate size
mobiliity from one size class to others within the period
of study. |

For the first-implicatipn, Wg'calcﬁmate the -
coeﬁﬁicientiof skéwnesswof ﬁpg distribution“with Pearson’s

second coefficient of skewness

. B o
SK = 3(mean-median)
LS /
\
where S = ‘53 . (X;i)z
K N

lhis measure ¢en asgume:bpth_negatin&fand‘positive
values. The closer it i:s.to-zezl'os the more symmetric is
the distribution. Since our data has ﬁndergone' '
logarithmic transformation, we expect thafvfof'Gibraﬁﬁs
law fo holds oﬁr coefficienfqu skewness must be .
significantly equal to zero (since the deta must have
been lognnormallzed) . ) | |

For the second 1mpllcat10n we calculate the varlance
of flrms in each gize class for both the apening end

01051ng years and carry out a test to see if firms

regressed towerds the mean size. The model used. is. ane

19. The impmicaﬁion is that measurements under this-
analysis are in units of logarithms to base 2.

2’00 spiegel M.-' Ro Opo ‘Citn pe -910
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developed by Hart snd Preis (1959) which is expressed. in
;the~following equation : — - |
- o | 521 .
Vary, = £~ Var, . + 04 IR 3.10
where 2 is the regression'coeﬁficient‘and i} g is the
residual veriance;

If #<1, then there is a regression. towards the mean
and lérge firms. grow at é.slower'proporﬁionate rate than
small firms. -If 2 =I, then all firms grow-at the.same
rate regardless’ of tpeir size gs;in Gibrat's-law.
If3>1, then there is no regressEOn towards the mean,

rather, the larger firms are growing a2t a faster

proportionate rate than the small ones..

3.2,2 Financial Characteristics and Growth
| The moedels under this h@aging are used to test our
second hypothesis that'thefe is mo systematic, relationship
~between the'financial'charécteristias,and growth of
ngerlan flrmso | |

As. montloned in the previous chapter paot authors
.have 1ndlcatedfthat the flnan01al characterlstlcs of
-flrms constitute some systematlc 1nfluence Wthh may affect
their growth. Profltgblllty being the most striking and
the.-ane mnst-likely to affect or influence others, has
also been found to bé the mast impoftantﬁsystematic

influence on growth. Thus, apart fromvthe-interest that

21, Hart, P. Eo and Prais, S, J° (1956), "The Analysis
of . BUaneSS Concentratlon. A Statiegtieal Approach"
Journal of the Royal Statisticel Soclety Yol. 119-
series pp. 150-91.
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- has been. generated in the relationship: between~growih &nd

,*ﬁrofitability'fromgtheﬁﬁheon@ﬁi@glwpointxofﬁviewiﬁihe3
‘relatimnshipviskaisoﬂof@somg?conai@erableuinteresf-from;
the practical point of”view;rnltwis:generallyabelievedi
that a firm's rate of growtb.dépends on both its. ability
and willingﬁesswto%grows :Aayea:}i@rlobservmda:a;fi?mjs
ability to finance growth is‘éloselyflinkedfwith its
achiewed profitabilityo':Tﬁeuhigh@réﬁheﬁlevelrof
profitabiliity,. the mgre~it would‘be-in a positionito grow
'ﬁromwre%ainedwprofitso“ Also, the: hlgher the: lewel ‘of
.-profltablthyy the more: confld@nce w111 prospectlve
1nve&iors.have in the company,  sa-that new issues can be
raised. on favourable  terms. :Theiséme goes for a levered

company that wants to;financefgrowth with debts.

-Howewer, willingness to. grow depends on such diverse

faciors as the state-of demend‘and-technoﬁogical

opportuaitieson Thus, for'twd*?irms of the same level of

profltablllty W1th1n the same’ 1ndushy9 the . w1111ngness
to grow and therefore<thelr growth rate may differ if
there. is. & stronger demand for the. products: of. one. of
them then- that of the othera Varlatlon in w1111ngness
to. grow may also be 1nter—temporal as demand, for
1nstance9changeo ovcr tlme. ; )

Thus, given the expected systematlc influence off

‘profltablllty and the diverse factors affectqng the
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willingness' to grow,. positive:correlation which is = |
however subject to_inter-firm:and-temporalsvariation'is“
posiulated between profitability and corporate growth in
Nigeria as has: been. found in past studies,

As a 1inkvbetwe§n size-andugrowth on”one-hand'and
financial characteristics:end growth on thewother,¥we
consider it*necessarygto explore thefrelafiﬂnshipfbeﬁween
financial charactepistiQS'in g@p@ral'and;inter—firm size
differences.. -One important reason theﬁsizewfingncial‘
\characteristicsw(profit?bi?ity=in pgrticuler) is
potentially important for:our pg}pose is “that it-may
provid@fclugé.to ihe.degree*afwefficiencyiinwresource'
tutilizatioﬁam;ifﬁforWimaﬁ@ncg5;Qibr@tﬁgmlaw:holﬂs end
firms ofvallvsizeswhave:%hewgam@wprcbébiiityvpfﬁgbowing
~ataawpmrﬁiculermr@tagsandﬁiﬁbatmthe‘sameﬁtimeywinxer-firm‘
~diff@rencestin;sizéscsnmb@aéXpQgiﬁed@bymProfixabi;ity,
it»mayxbg*conelﬁd@dwthat“kh@%bigg@n?fiﬁmswareuless“
‘effici@nt-inﬁrﬁsourceJmanégem@nﬁa

The models employed are:all in'formwofLrégreéeion ‘
equations estimated with th@~ordinary,least;square5'

, téchniqueo?~The.alﬁernatiV@;equaticnsaéstimateduare'

P_.S 8 + va 'ff & Y e ° e . o 3011
P= a+bng+e - . . . .. 8,12
InP = @+ bl +€ o o o o e 8013

where P = Profitability, S = Size, e is the-error term -

and & and B are paremetors.
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M;Eéﬁ@tion“S;lljﬁgaﬁsg%hamsimpl@whyppihesiSfthat
‘Lprofit@ﬁimity'is a iipggy;funqﬁiomiof,sizeay}EguaEiqn:
<~8°12nt@s%svthewhypoth@aisc%hatuprofitabimityﬁincreégeg
:by g conaiant -amount ag: SIZ@ 1ner@@ses by a. glven B
proporthna; The doublgglog rlthmla,cquatlon 3.13 tests
the hypothesis that a given pr@portlonategchange'1n~31ze
~is;assec&éﬁed&wi%h @wcqnstaniTproportianateschangevin
profitability. ”

:vTh@@tw0walt@rnatiV§'maésu@esp@fxppofitability
: describ@d~in~s§cﬁion-3@12 @QQV@wW@revused‘in separate -
~equa%ions*to;know-whiéhﬁof»ﬁhemnwguid'befbetter‘explaine
by sizeo L |

‘Each of these~eggati@nagi@w@@t%maiedjfofutheﬁentire
p@riqd‘of<study-and‘for“%%o»smhm?ériods;~
| Next in we replac&d the: profltablllty measures wit
\oth@r flaanelal ratlos to know - whlch of. them would. also
be: exnlalnable by 51zé;, i | _

Th@ gwowth models are- sp@01fled as 1n equat¢on 3 1L

to-3 13 except that th@ dependant varlable 1s now "

‘Qwr@placed ‘with. &8 measure of gwowih of 81ze. Thus, the:

u}qlt@rnaule models - LS@d to ewplarm ihe effect of

) N oy ,\

: 9?9?‘%‘9‘?‘?’%111:3 on 81.‘9wth;ﬂm

@+ B+ e e e o . B.14

L@
. G .= 8 + blnP + ; . . °. ° :,,;.3015
) ln"G = 3 + bl 1’1 P + s. / ° . . . 3_0 16

_there G growth rate of 31ze 1n percentage&
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.In-estimatinguthermnd@ls3 both measuresxqf

¢

pr0¢1tab111uw werelncluced 1p the aame eqatlons and

we: relxed on the autommtlc 881@Ct10F of the}pest mgasure

\, 3 P

by the computen’

,,..

Ve

) Th@ mpdels that 1ncorporate othef Jgp01alzraﬁlos
aze:
L G= A blP +.By RBA & E@LQR o+ b,DDR + € 8,17
_l@pz a + bllx1P + hzlrlRRA+lnb3 QR+1nb DDR + & ﬁ{aolﬁ
1I1G= a + leJnP + b InRRA + bslﬂ LQR + b4:L\;a DDR+e 3. 19

i, -

: wher! WRRA LQR\and DDR are” @3 d@fln@& 1n sectvon 3m12

Ve

~ above.

o In est;matlng equatlona 3. 17 to 3¢ 19, we 3lso -1 relled

N ."¢x i ._,"

“,on fhe computer to select uhe mosﬁ 1mpcrtant eyplgnatory

RN A

arlables Ln thelr ord@r 0¢.1mportancea

‘l. AN N TR S

In estlmat¢ng th@ semlm and. doub1e~logar1thmlc

uhx‘,

o,
~

equailons? those flrms fha exper i nced ‘an average negatlvez

s

growth Paie elther’durlng th@ whole perlod of study or

any . o; the subwperlods were em@luded. Thls 1nvolved the

EEN

exclu81on o; about 15% of tbe flrmse-

ki

H@v1ng 1dent1f1ed th@ faetw-and slow~growth flrms

PR VTR ,x_.

in our -blvarlace analy8e39 we: selected two, fasﬁw &nd two”

)

lengrowth flrm 1n-terms o; nm% auseﬁs and th@ same

» K . A"i,

mumb@r of flrms 1n terms of ﬁurnover for case: study analy31s

e RN

Theoret;cally, tlmewserles @eta*are more: appropr;ate

for: the estlmatlon of economlc r@laulonshlpso Growth in.

o PRV T e

”p%gﬁ;ggl r is a phenomenon ﬁhat take ~plageyover time.
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;. Ve ch@r@fqre flnd 1t _necessary. to supplemont tn@ cross-j

A ComoN G >

secthnalmgnalyses wlph4xh@;c@aeistudlesnwp;gh@;nyplve

St
th& Jase of tlmeeser;es data..

In-es %1mat1ng equatlons For th@ 1nd1v1duel flrmss we

used the llneap mod@l of equatl?n 3 20

RO foew T N

A= a+bya+t2RBR+b3LQR+1%PDR*€;j‘&ZD}

S L e e e e el

Although th@ model expresses 51ze as a;

functlon o¢ some flwaqclal ratlos e con31der 1t also,

oy r-. ,‘ >~<.'. '_,;. r? !“” . 5( al )t kS \(.«—\

\ 1n ahns casog as’ 8 growth funcilon 31nce by our’ 81mple

Loy
l

X.Il\u e

e \ B 5
Slnco ﬁhe avenage growth *ates haVﬂ bQGM'used 1n

,de;lnltlonp growth 1s the 1nuer~temporal change ;n s:Lzeo

\ -‘~,

Y
5 ’“ v

elecﬁlng the flrms . we cons;der”mndel'Sazo.sufflcient

J? gl o _f

‘.for our; purpose0 ~Furth@rmor@ 91nco the number of cases

".‘k \ '. s

4“ -\ i h\

~ is twelve (s e sectlon B 5 bulow) and th number of -

o t

,paramei@rs stlmated 1n @ach equatlon lS flv coupﬂe@

w1tn the appeawance o; some negatlve growth we flnd the -

'l\xH:;

Semlm and double logarlthmlu.models not theovetlcally

W S

plamalblcm henc we . con%@nd ours@lves WLth the llnear

,,'JJ ‘\,"-

-equations only.

. corporate: growiho However'v

K

3o 2 PART II QUESTIONNATRE APPPOAFH

4.

R kb 2 T \,i‘,.r";

We heve observed”ﬁhat proflﬁ@billty has b@en wzdely

vpromed&to b& a szgn ilcanﬁ 8ys om@tlc dutermlnanﬁ of

3 ! 1‘*'?,‘ %L g ", "\\’

cthere has alwaysfbeen an -

RN

equallj slgnlflcanﬁ perQQntmge of the varlatlon 1n grow th

.iraﬁevthmt cannot be mﬁﬁrlbuﬁ@ﬂ %e th@ systematlc 1nf1aence;“

|\v ol

¢%Of,pP0fltablmltyo‘ Im is 1n anulclpatlon of tnls that we

- \‘. K
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,gﬁpropa%@d 2, quest onnan“e9 %he essonao of': thh was mo

Sy e Ay i C et , .o

iy Ay “v-,.z

‘;ld@nulfy ihewsp601f1c,nonwilﬂan01@1 faotoro nhat have

¥ ,"m Ay VY .l W

;bearlngs w1th the(growth of.ngerlan flrmso'a

-In de81gn1ng our questlonnalro we, take cognlsqnco of

\

H B ..._,' ERERE

tne fact thaﬁ bu 1n@35 obgectlve@ may vary from one
oompany to anothefe Thusnge asked our: respondents to

hlndlCBt@ the rulatlvo 1m@ort8nce of some suggested

'/"\1’(

bu31ness obaectlves whlch we: borrowoa from the lltera’turew

Wﬂ con51dor such a, quootlon relevant u1nce w1111ngnmss

b o W 5 PSRN R BRI N

_to grow ohould necessarlly he a prlmary bu51ness

K 4 u\’:"\‘a\\" =

obaectlv or a funqﬁlon of o»her alternatlve obaectlves@

‘A\v\ 1 ;[,,‘:

On the premlse thau ﬁhe r@spondlng llrms have ‘somer
depree OL w1111ngn@ss Lo grows we also uought to know,

+ 8Imong ouher th;ngs those factorﬂ they com91der as the
"\\

' major“m@ans of aoh1@v1ag gsowth and ﬁhooe factors they

.bcon81der as: uhe magor hlndrances to- growthoﬂ 411 our

A
\

quesﬁlons have suggested answero which - the respondents

,?'("\ c ok v;;ai‘,{.k‘q,.--

.were asked to rank as very‘lmportant 1mportant
¥

}munlmporuant and ,very un1mportanto We howevev gave some

B x,, R Rty 1

horooms for other pOSSlbl@ answera whlch by error vsf

N /:_{:A‘ " :.‘I

*Auom1851on could have been excludeﬁ from the suggested.oneso

,,,,,

£ e n .
'\'.‘.-w A

We- also prov1ded %Wo ompiy ehar%s,_one for theoﬁ-

1%xprof1ts and Lous Accounﬁs ‘and the other for the Balance

|‘ i

Sheets from 1970 to 19850 ‘Th@‘ ssance of thls was to

comparo lnformaulon from tho~pr1mary source w1ﬁh the

A
e

publlshed ones. . ThlS howevev - was not p0881ble because

‘\
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A L&CSlmlle of %h@~qu@@t10nn@1 e LS 1n appe:nd:.}.'l0

Altﬂough the questlonnalres were: d;rec%ed to the

M

resp@ctlve ‘company aecruﬁ&rl uhe sﬁatus of our !

oA My -“‘.

respondenu varﬂﬁd V®“J w1d@ly, w1th 15 (or 35%7%) belng

r‘,.'\kn‘". :..

Accoun%mnﬁs? 12 (or 28, 6%)‘ccmp@ny secretarles and Y

o Oy, 1
u fora 3 .A_ ‘xi “.'\‘

(or 11 9%) Personnel ManagersQ, Th@ rest are. made: up of

KPR P Hul‘ L

Managzng Da.rectoms quallty con%rol mfflcew39 a@pln;straﬁlve

LR i -"r ‘.

offlcers and thelr qu valents 1n othcr offlcesc‘

oy \' ( lz ):,A‘... 7s‘,

Gons;d@ﬁmng the stahuﬂ of thO@@ who completed our

T oy \h,:: : e ’f‘" "\. ,\'

questlonpa¢fﬂss 1t appeafs plmu31bl@ ‘o Judﬁe thaﬁ the

oA

Fesponses are rellabl@ to & con31derable gxﬁento

LN

Y .~
g | N AU

Qur mode of analy31s h@s b@@n the semlmqu@ntﬂtatlve

=.."\.\ e g o e o Rk

technlqu of cnartlng tne responses 1n form of frequency

r\‘—l'»V

‘;abl@s and . recon0111ng ta@ r@sponses wlth the annual

R ol A Cn e e e s e P R L I A A R 4

>reporﬁs of ﬁome companles and some gouernment reportso

_363 Tafget Industrles

Sy i ey

ng@ria has 80, Lar followed the cla881cal route to

1ndustrlallzat10n whlch 18 lmport substltutlon strategy.

. \
o e U e

Our samp1e of flrms fall w1ﬁh1n some, manufacturlng

LﬂdUSﬁfl@S hat come und@r 1mportwsubst1tutlon 1ndustrles°

F,

Our restrlcclon to wmport substltuxlon 1ndustr1es is

“basegigp thelfapjhjhat“the ng@fl@p*lndusurlal

policieg favoured their early establishment, and thus,

they have passed through enough length of .time:to

- experience some meaningful expsnsion, and in some cases:

decline.
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Spe01f1ca11y, th@ selecﬁed industries are Beer/Soft
‘ Drlﬂkﬂ, Footwear, Textlle, Food andvfood Procé581ﬁg:
v:;Chemlcal and, Plastlcs,lCement and Bulldlng Meterials,
‘-and Pap@r-Productsov Table 30*_1ndlcates the value added
Ihand employment generetlon of theae 1nduutr1es as

t

percontag@s of the total of the manufacturlng 1ndustrles



Beer and seft
drinks

Fesiwear
‘Bextile
Feed;and Foeod
Processing

Cement and
Building
Materials

Chemical aud
- Plastics

Paper and
Paper
Preducts .
- Total
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Table 3.1: Value Added and Empleyment Generation fer Selectedr

Industries for Sélected Years

Seurce:

1978 1980 -- 1982
Value Added Bmpleyment Value Added Bmployment Value Added " - Bapleyment
| Y%tage | %tage .| %tage | | . %tage | ?%&age;;, tibag
Actual of Actual | of &ctual | eof - | Actual | eof Actual ef ~ . | Actual] ef
000 Total 1000 Total £000 Total 000 Tetal 000 . | .Tetal | '000 Tota
322352 | 4.2 | 16215 | 5.31 | 944o62| 17,69 | 32169 | 7.09 | 517499| 13.08 | 16682| 5.0
29985 1.32 49?& 1561 39595 074 6198 |~ 1.37 101617 . 2,57 - 13204 4,0
323424 14,29 83720 { 27.40 " 455063 8036 841%9 @8955 5486455 13,81 | 51483 15,6
327005 | 14,45 | 4739% | 15.51 | 302806| 51156 | 9,07 | S5464S5| 13.81. | 54482 15,6
145716 5.11 | 15554 | 5.09 20792 | 0,39 3272 | 0.72 | 427926 3.23 3336 1.0
491079 | 21,69 | 41888 |43.71 | 79965%| 14.97 | 62818 | 13.85 | 321205| 8,70 | 23246| 7.0
59192 2,61 2175 234 77683 1o lde - 9923 2:49 39513 1.00 7189 2.4
1668843 | 73.71 | 216877 | 70,97 | 2639955 | 49.26 | 239685 |52.84 | 2200670 | 56,20 | 166617 | 50.5
T HOTE: *Total of all Manufacturing Industries
Federal O0ffice eof S%atistics$ Egdustrial Survéy
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3.4 Sources of Secondarv data

P

Yape AR

For our, secondarJ data, we. havc relled malnly on..

1 (

th@ four avallable edlulons of ng@rla Company Handbook,”

\

a publlcatlon of 8 prlv@se company 1nvolv§d among o?her

.thlngs 1n the publlcatlon'qf;manag@menttbooks,and
’ bu81n@38 consultancy - JLKOQZUIG Managmmeqt S@rv1ces
‘-”leltﬁdo' The flrst edltlon was publlshed‘ln 1980 W1th
hthe publlshgdlegu“@s stmrtlng ffom 1074 whlle the' 
:\*ourth edition contains relevant flgures for up uo 1985o
.‘Thussaourx%tuﬁy,CQYa?S‘@‘P%rlod Qf‘ﬁwelY?tye?rS;;;The
w;particﬁlaf beridd coveredgby-ourtﬁtudy isuvery im@é¢?an¢
1n thereconomlc hlotOfy of ngarla becauue 1t 99? rsltwo
dlfferent _bhases of buslnESd cycleo Eence we dlvide
1the whol@ pe?lod into two sub«perlodsol The flrst

W

|197ﬂ~80 co¢nc1des W1th the Wffluent perlod of 011 ‘boom ™

_ wh1l@ tu@ o&cond 1979 85‘cown01des thh the rece8310nary .

;p@rlodok Ihus, e arc able ]

A

r@cceSd thc meortance of
:%uach of: the corporate growth‘det@rmlnants 1dent1fled
“durlng L&Ch of’the two phasesc; We regawd the over}applng
Qp@rlod 1079 80 as-a tran81tlona1 period durlng whiéh m
“_there wcrc st¢1l trace of ﬁhe boom but the full 1mpacts

of the reces 81on were not yet belng f‘e"te

Although the publlcatlons are purported ﬁo have been

bas¢d”qn;§tqq1$§‘and”regqarchgs;gonductedxby;the;staff !
of the company, they are not free from some minor

N

~ inaccuracies as figures for years thet owerlap in

il
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. suceessive: editions d;ffer 1n some casesck To correct for
such anomall@s,‘ulnce ihe dlIf@fences were in: mogt cases
_very negllble, we: mer@ly found the - arl hmetlc'meaﬁ of
xxsuch overlapplng flguruge_ In casbs wheme the dlffenences
are., 1arge9 and 1n th@ absence of anJ other'means of
.crossmcnccklng thmrgpﬁﬁect ngurea we had to exclude
'theacompany.gqqqergedf | o

| In VL@W of the fact that the flgures from our source
of daxq correopond 1n moaﬁ cases, Wlth those from the few
_.avallﬂble Annual State of Accountm o; compan;gs,uwe
 have no; doubt about Jthe &hthenﬁlclty of “the dataek In all,

A

we wer@ able to 1den11fy 82 companleo whose data are

useable.
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, CHAPTER FOUR

e

‘;ANALYSIS OP STZB AND CORPOBATE GROWTH

; Iﬂ thls ohapter _we teut our flrst hprthESlS that
"th@f@ is no sySuematlc r@latlonshlp beuween 81ze and
‘growth of ngerlan flrmo.‘ The hypOah651s~1s tested within
_the conthi of Glbrat’s law u31ng the models presented

. . ‘5

~in section 3.2.1.

4,1 ‘ ‘Mean Growth Rate and erlance AnalV81s

This- analy81s 1s a 81m@le way of testlng Glbrat's lawgl
;qand to do thls we hav& cl°881f1ed;out sample of flrms .
fmnto three~51ze'classeso; Fl“ms are - often dellmlced 1nto
size classes on the ba81@ 01 varlous crlterla such as

wpartlcular range of flnan01al flgures, the type of

manmg@menx otructure and thu number of pald employm@nta 5

W .
PO

However, none of thes% crlierla is of unlversal QLJ?f
“qacceptanceo; In paftlcﬁlér, glven the temporal varlatlon
- in prlce89 flnan01al c18881flcatlon requlre regular -
reVISlon 1f it 1s 1o be memnlngful in the context of anyi
'partlcular economy , Eor-@xample 1n-1972 the.term-smallf‘
scale 1ndlstry 1n ngerla was, deflned to 1nclude all
manuiacturlnp unlts w1th 2 total capltaT 1nvestment of up{??

io ﬁeowooo and. pald empIOJanc of up to 50 personse;

1. P@d@rgtlon Qf ngerla FSCIIItleﬁ cand. Opportunltles |
‘ for Starting Smsll Scale Induetrles, FGP 1750 '
(72)/273/1500 1972 po T ‘ _
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~;%owever ‘81 1989 curr ntwpricesA-this.upper.limit
 ;of capital inves tment is: such tn@t cannot be regarded as
being~realistic glven thu r&tu of prlce anreasesoa.An'“

'\ri

;upward«fev181on is apparently 1nev1ﬁab1@o
; Apart ﬂromytemporal'gar;@t;gns ;n,ﬁ;papgiml.definiiioné
of flrm SlZG thcrc are: alao V@rlatlons 1n the d@f1nlt10n®
giW@nqbyudifﬁexenn;flnanq;glgigsﬁlﬁutlgns;wh}chyh@yeﬁjo.f‘
~do. wzth.g1v1nb loqns to busine$3rastablgggmthSJbgih;on‘
'lnternatlo @l and namlonal basebo'l - .
In,N;ger;a the ¢1nanc1al dcflnltlon5xas 1nd1catéd
- abQﬁ§;3qfé,injte;mapp¥anp val 1nvesﬁmentsoT Thuslthe
'N%gériéanéﬁk‘foﬁCommeréL_and Induatry deflnas small
flrmu as those with ca p;ial lnmectment of. not more

than E?uO , 000, madlum scala firms are those whose caplﬁaW
an@Stm@ﬂb’fall etween $750 OOQ and,, ﬁl 5 m&lllon whlle
.*;any firm- that, has @ cagiﬁml invustment 1n exceSQ of

- Bl.5 millidon, 1s regmrded ms ai'large scale flrmoz: Thé
 N1ger1an Industrlal Dmvclopm@nt Bank (NQDB) deflned the‘

wsmall/medlum scale flrms 88 these: w;nh capltal 1nveqtment

lews &han Nl m;lllog whlle any, flrm W1xh capltal

~1nvugﬁmenﬁ ln'@xcess of. El mlA71on was, regerd@d as a -
“plarge scale-flrme, That was’ howevcr when the- nalra and

tne,dollar were. at pcrga

2. The Admlnlstratlve Man@gerg NBGI Akune
8. The Economist, NIDB, Akura ' o
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Uﬁ"er‘a~loan agreement.to.financegsmall:scale
‘ enterprlses 1n ngc'rla9 the donor, countryz Czechoslovakla
def;ged small c'cale flrms,to be- those w1th caplﬁal
Ohtl@J of less ~then . %l& mlll}.one Howmer9 ngerla preﬂers
1o glv@ a defln1+1on that has far less upper llmlta'
"ﬂit is_xhen;c;eer.;pagAflrmsharevc¢§§§%f;qd.;n;o
va;ious sizébélésses.as.féﬁnd conyéniehg'by”institutionso
MOSu of the fleB ln our sample fall w1th1n the
.;medlum scale.as. CL@SSlfled by fthe, NBGI . For;apalytlcal
.. convenlence we. have clau51fled og; sample of(flrms lnto
three.l small medlum and large,\‘H e o
'Qn tho b851s of . thelr ope nlng s1zesslwe deflne,small
f&rms 88 those ‘whose net assets. fall below ﬁl m1111on or
- whose. turnover 18 less than HS.- mllllon, medlum ?1rms ;are
-sthose . whose nei assets fall bctween "1 mllllon and NS
mllllon or. WhOS“ turnover f 11 between @5 mllllon and
r ELZ mllilon, whlle fleS whove ﬂot assets and Furngver
are, abOV@ NS mllllop and §12 mllllon 1wspec‘c:!.vely are
i regarded as large flrmuef. Wluh thls cla881xlcat;on,

.‘ "

;on:, the bals, of net as setsg we have 18 small flrms,»'

Y

“85:m dium . and: 29. large Flrmso On the b881s of: turaover

:w%hhavg;20,small. 06 medlum and 26 1arge fleSo

' »-"'..’w,:..“'.','.-; oA e

4. ﬁSqmuels (1965) showed ‘that whatemer reasonable

~~r8ﬂ1ﬁg\Vc?leS very lltileo See Samuels, Ja ”Slzev
and Growth of Flrms" Rev1ew o? Economlc Studﬂes
X}{XII p o 106 @ ~ ,.' et - -, “ ol Lo a0 s 9.‘ Aol

“ .',..‘- PR



The m@ans mnd V@?l&n0®w of “h@w

proportleﬂa+

, w1thln sp@clfled pcrlodﬂ m;@ prasent@d in Tubles

402

hT@ble.éols

chunges 1n 81ze fo%
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logari%hmwof

ns %hrce sze clesses

4.1 to

All calculatlons are 1n nutuvﬂl &ogarlchm°

Mean and Variance of” Logarithm of

Proportlonmue ‘Chang=sga: 1n Net Assets

Beuween 19?4 anﬂ 1983

dnedtd e nn

Size Class

Mean

Variance"

K . LT TR R T] 'l?.f\ E X
ﬁ«score for-difference of
"meano of palps of 81ze—classes

T RN

| sma2
| Medium.

:hLarge

_2 7575

hl 7941

RREED

|.0-4669

wy1@3068 )

| 0.2004
914929“ 

Small and Medlum ;

Small and Large

Medlum and Lﬂrge

“ 2 6832 S

VR

8 6707

rlﬁ‘l b W

“”uoaesg

Table 4»

A PRy

Meun and Variasnce of Logarluhms of Proportlmnaﬁe

Oh@nges 1ﬁ*Neu Asseis bebween'ﬂ974 vand> 198®

RS A

SiZe Class

W LYyt ] e

‘Méahv

V@riancéwﬂ

””gﬁmscore Idr differences of”
%means of palrs of'51zewclaases

SmailfJﬁi '

2. 65147_
2 8606t

1.7120.

O 6?l3ﬁ‘“
O 6602
O 4481

iSmall,and Medlum

H Small and Large

l 9850
g

4 5782

301765

Large,

auhmable‘Q;S:

WA

Me dium and_Large&

g
t L TN

Mean and Verisnce of Logarithms of Proportionate

*’f?Changé$ﬁin‘mﬁi“AssetsWBétween“1979“and“IQBSJ'

S 8

Size Class

Mean

‘ Variance

' means of pairs%df”sizghcmasses

t-score for differences of

{ Small

Medium:

Lafgell

O 6093

O. 9260‘

Q. 3999._

,’Small and Medlum

‘=g;$mall and Large

| Medium end Lerge

NP

_;°7o48
 2.8819
1.8419




Table 4.4z
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Mean and Varisnce of Logarithms of Proportionate

'Changes“in'TurnoVerfbeiWeen”1974Pand?1985

RN

, | Size: Class

Mean

Yariance v

t~gcore: for differences of

hmeans of palrs of 81ae~classes

Sﬁali,'
Medivm

1 5185

| Re1sa

D€ 0837

| 0.5811
| o.1372:

ASmall and Medlum
Sm&ll and'qarge 2:

NLdlumvand Large

R .;‘:‘ Lot 4,
i

K uwzzsl
5%, ),

L
CRPIRIR IR T U

.| Large

Table 4.5

o

0.2062

[P Vs
AR T SRR

R Nv.-.‘{;L\ . B L

Mean and Variance ‘of Logarithms.of Pdeoztianata‘_

Ve
11.,,.\.

P R

thng@ﬁ 1n Lurﬂover*D&nween*l@?éﬂand 1980 .

RIS o BT

_Sla@ Class

NMean

Variance

-

ﬁ-score for dllferences of
means ox p81“8 of s¢ze-claoseu

Small

Medium

| Large

k977

1.6755 |
AR EEPRR I X

1.2302

Q,7989
0. 4137_fQ
10,8892

Sma¢l and Medlum

[ )

R

1,7808

" T

Smﬂll qu Large.\_ 2.1591

Mealum and Large*n 077528x?

TR N . e A ol .
Table 4.6z Mean and Variance of Logarithms of Proportionate _
TR ”w“Changés“inﬁiurnoverﬂ%eﬁweenﬂ1979“EndleS&f  -

Size Class

Mean .

V@riance?

t-gcore for ‘differences of
neans  of pairsﬂoffsizé—classes

Small
Medium

Large

O 2A93

| 0. 3990

100685

"'L"u{.---"

O 6251

o 3292
d,o 4186

) Small and Medlum

Smajl.and Large

-

IRZRN DN Y

l 9885

vt

1 6942

PR H
X

Medium and.Larg@ : 059762

SRRV N



$palrs oﬁ.means-ln'each ofathe‘31ze~classes.
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Except for Jthe- cases w1th uSl@TlSkS, at 5” level of

pLObabllluy there is. 81gnlflcant dlfferences between

i

b

A17 our, results 1n mables lr4 3“are_consisient in

4

A,re¢ut1ng Clbra*'s law that average propp;tlonate gnowch

;-Vof Llrms 1s thb same for all 31ze clesses of flrms as

signific ant dlffefences ;are recordad in the ‘meen- growth

rnate-Qf;pex;assetsuofﬂour“thrgq;axggﬁql§§§esqq Even w1th

wthqﬂnonﬁsigniﬁipancéfothhq_difﬁegencea%beﬁween;the mgans

of ;proportionate.changes in,the turnover: of medium, and

large sizeiglasses,mthe fact‘stiii.remainSgthat if all

=fhe:firmS<are’ciassified>intd=twog small,and.large,

"

5G1brat°s 1aw w111 be refuted ,&s 51gn1flcant dlfferences

are: recorded between the means of proportlonaue ohanges

\

L ine the, turnoven,of small and medlum,Uand also between

that of small and 1arge s1ze»c1 asses..

Tne 1m@lled mean: ratlos of neﬁ assets 1n 1880 to net

\

.assets 1n ]974 for the dllfer 1zc classes are°

'.Dmall 8 65 medlum 6 014 and large 3 69 For the

flrsﬁ sub«p&rlod 1974~8O thc 1mp¢1ed;mean ratlos are

”14 L7, 10 60 and 5 54.whllc Por the se cond sub—perlod

«;ndicatewsup

§ \:\,
Y

.ﬁtheJ are l 49 l 84 and: 2, 52 ﬁespeCulvelyo These f1gures

antlml average growth rates: foﬁf$h¢@£1nmso

- /These, might havewhﬁqagﬁxaggsrﬁﬁeéswaﬁh%«matﬁaQﬁ:iyflaﬂiono
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-The

rend 1% revealed w;th turnovero;

Lo

rat@s oflboth net assets and turnover as shown 1n tables
4 1 and 44 respectlvely, for the small smzenclass are

hlgher than that of medlum swze class whlch 1n turn are
o A
»hlgher than that of.., the large 51ze classo Thls epparent

ﬁ,negatlve relﬂulonshlp beiwe@n tbe slze and,proportlonate
~; changes, in size 1s more:, pronouaced 1n the flrst sub-perlo@

10197480 (tables 4.2.and; 4. 5)3 However,,the trenq was

: PeVGTScd in the second sub~per10d 1979 89, (tables 4 3
and 4 6) Wthh for mos t part fell W1th1n,the perlod of’

I

-economic; recession. wh1ch sei;ln 1n 1981°V'Generally,

the grOWuh ratés were lower 1n -the. second sub—perlod but

the blgger Ilrms recorded average hlgher'proportlonate

ﬂ,changes in. size. o

| | The varlances do- not malnﬁaln any part¢cular pattern,
excepa uhat 1n most cases, the medlum s1ze—class records
the lowest varlanceol We - also obsenve thet the varlonces

- are-generally lower in the second.sub—perlod than in the:

flrst subuperlodc% A better'élcture of: the varlances is:

i
I e e
R

preaented in se0u10n 4.3 below.
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The tentatlve ccncluslcnﬁfrom thls analysis 1s that_

U\ " ..uf»."‘? 4 Tyt § o NN W i

.“SIZ&, elther 1n terms of net asbets or in. terms of

1.

.oy gﬂ,v'-l.,

~Iturmover aﬂfccts ﬁhc growth of flrms elthcr p081t1vcly

\»\‘. A% RN e b ‘: Wi N . Fv

or negatlvcly, dependlng on - the prevalllng economlc

1

‘con§1ﬁ¢on,'w1th the small 3 flrms show1ng the tcndency

v hi“;\ »,\‘--:;_--\- ,&uv.v_"

to ngWth ;astcr 1n a boom and the blgggr flrms shOW1ng

-."Ll" s

more. resmstance and thercfore hlgher growth ratesln the

“-‘\\1 b

udeflculc ﬁlmcsou To know the actual proportlon of prowth

’that 1s accounted for by swze, e examlne the coefflclcnt

"“‘

of detcrmlnatuon Ln Sectlon 4 2 bclowa

4 e
Lo \.

4.2,1 Recress¢on AanVSIS.;

) SR

Beyond flndlng the mcmn growth rate and varlancs of

Sete o vy, LI ~'} v «‘ T2 ‘v‘ * g

.dlffnfcnu srze-classeu, we. also SOLght to know. the

.s..g\‘r

Lproportlon of‘the meﬁn growﬁh rate ﬁhat may be accounted

o Mk [ \

\ ,\Z('

&for by. 81Aem_‘The qucstlon cw,can thc dlffefences ;n the

i WP ’,.1 SRR \

&growth rate fecorded 1n Se tlon 4 l be attrlbuted to

.dlfﬁewcncelen 81zes E exr!

‘»‘h

uhe qucstlon 1s through thc ebtlmﬂtlon of cquaﬁlon 3 6

mobew e
i

__ﬁWhll@ the magnLtude of our: regre851on cocrflcﬂents are:

y

.‘rclevant Ln clthcr conf;rmlng or rcfuﬁlng the resulta,ln

 Sect1on 4 1 the cocff1c1ents of determ1nat¢on weveal the

«;1\_4 X e

chtenﬁ to whlch mnter«flrm dlfferences 1n gcowth can be

{ 5.

.eXP%alned,bM;Slze~
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The results of our regression snalysis are presented

‘ in‘tables 477 ﬁDf%»lZQ

Table 4.7z RepTeSSLOn Coefflelcnts o; IozNﬁSBS on 1QENAS74

P R R ) : R R Mo b

Smelr 1.8341 )f o 827 ¥ 0,423 | 4l 321
| - ﬁ“‘(o 206} R
Med um | 2507 | o 785 ‘oﬁggé~r 110.500
| | toze2y | 1
Large 3.0285 _;”q;75§  0.428 | 18.750

(0.274)

Note: Tigure in pex nthe51s are the siandard
' Cerrors

Size Class ‘Gonstant j? ~ : r2 E

[T RN A -

Smeil ) 3,438 0,791 : 0.408 | 17.249
| 1 | 1 m(o 190>. ) )
Medinm | 2.583 “o.238 | 0.6 | -0.402]
B (0. 376)v;' o
| Lorge | 2.08¢ - 0.820 | 0.882 | 12.415

(0.238)

Note“, Flgures in pwrenthu51s are uhe standard
-errors LT e
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Regr3331on Coeff1c1ents of lagNASSS on 1ogNAS

Size Class.

. Constant

>

. nﬁ‘-ui“,-‘ o S e

- F

v

| Small
Medium: -

- Large::

1,592

| 2.217

2,200

Rina g

NEETS

1.053

ﬁ(Q 222)

_hl 108
|  (0°"26)

L 1.047
| (0,208

o8

| o.482

23,578
m?\4°43

| 2LeA71

.- Notex

ﬁm%errore-

. Table 4,10: .

ST e

Regwesslan Coef

B

AN

Figures in: parenmheszs are the sﬁandar&

ficients of 1ogTNR

on l@gTNR74._'.‘,

L._. ~\'

85

Size: Class .

Gonstant |

bk;wﬂ

Smell ™

_m5M§giWE

;’. i Largg:'

4,666

(O 231)

O 828
(O 212)

| %50@751

. §0. ao>

—

w f 0. 507 7;

.| 0.508.

- |04

o 16% o

“féﬁééif
.28.550,

. .22.978

Note-

o \’

' Vi
.

R

AL

. v
Ly

T T

D e e

Flgures in parenthe51s are the standard

errors'_

l.v.’

) \Y ‘.'.,
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Reyress:on Coefficents of_lOOTNR

@ﬁ}?@gTNR7A

l,[

80

Size.Class

vCoﬁst@nﬁ

®

,Small
| Medium

Large:

2.806.
) .‘.;v. ‘”'l 01282

4229

.0,837
(o 233)
o 869
(o 214)
104687
:,ébals7)

N

+ 0339
0.518

. 0.4383

| 12.871

126,902

19.084

5Notej

Table 4}12~

Figures in parentheses

ctand rd.

errers

1cienis

are the

BGET@SQLOQ Coefl

en TogTNR79

of'lquNR .

o amaa =15

Size Class -

v
N

Constant | .

2

e .'

Smell

| Medium

Large:

2501

2,500

4,741

, (0.291
1,175
(0.504)
T1.38T
{0,255)

. 1.007

0148
0,208

. 4,860
..8.020

13,148

N@teo

errors* .

Plgules in pa”envh651@

are,

‘the stendard
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leh the ex cepﬁﬁpn cf the esximate:of13 for medium'
51ze~c1ass 1n table ;98 %11 our. @silmates of B are |
tsmgn;f;qant,at,lm,l®yela_ The fact: +bat all thc,& 'S, are
leés@théﬁ;éhégigfiabléé 4@7,and.4@lQ;cpqrob0ﬁates‘the |
resulﬁs iﬁ Sectioh 4, 1;}%h@ﬁafof’the‘lbnger iime pericd,
'l974/85 Lhe;um371@a flwna sh@wed & hlghen tendency 1o
~.expard in’ terms of both net assets ahd turnovero
Interesﬁlngly hO@y the, reuulua for the two sub-periods
support the- eaﬂller analysva beca"°e the estvmates of
~in Tables 4 8 &hd 4 1l are: all.l és than one 1or xhe
~f1v3u subuperlod and gre er.bhanuoneq;n Iables‘4ﬁ,qﬁand
 ,4 12. LOT the s;cond sub-vperlodo | R
o However' there is- much varlatlon in the values of
our, coefflclenﬁ of determlnaﬁlon eSpecxally 1n the caue
‘ of turnoverow In the GBSL ef net absets whcre 1he valuec
‘:are falrly mn;e stabley ab@ut 40 V“Tlatlaﬁs ln current
tSle vs\accountable for bJ vquotlen 1n preﬁlous ulzem"«
| It 1s onlJ ¢H the longer perlod that as. much as about O 3
~1s recorded for the medlum 81ze class wn¢]e the value lS
.5noﬁ 31gn fxcant 1or the flrst subwp rlod (E»statlstlc
02) zt-m° as 1ow a3, O 15 1n the secondvsubunerwoda
The value of rzfaselessistable and mmre,yap;ed&w;th
".turnovezr° For exampie, wthe the value ré-as:high_aéi50%

for the . mpdnum 51zy—class for the who;e pgrigdwand th@

;1r8uisubep§q;od. it ds as ‘Tow as about IO%Ain\;he
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,second bub~p°fLOd . For the: small 31ze—class, the value
rangeSJbetween ]6% for the longer tlme perlod and aboum
34% for the flrst suo--per:.od° ror the Marge-81ze—class,
mt ranges between 31% for the S@cond sub Derlod and 48

LfQOf the: l@nger peclodm

| We explore furtﬂer in. the next secmlon if 81gn1flcant
,dlffefonces;actualﬂy exls% among the malues estlmate& for
lﬁz between pairs;of. 31zewalasgesg LSlng the F«ratle

Adescrxbed in, Sectlon 3 2. l,“

~;4q292 ; Chow =l Tesﬁ \

X
K

To test whether the sem of estlmated relatlonshlps
in each 0¢ tables o 7 to 4. 12, dlffer u:J.gnl:f‘l«:antly u81ng
HkChow 8. cesty we pooled the dataipalfs of, 81zencﬂasses

J;and estlmated a sei of ecuathns (see appendﬂx 2) whose

AeEéeled;siz§¢Qiassesy'.l%?&]Bﬁé llgzﬁ/8Q< 19?@/75i'

Com |y

el L
\,1/\'

55%@11 andLMbd'um'W""l

1;8m@11 and.L@rg@ s
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o,
'

tiasnﬁbr Ghow s

’-..A -
!

Teg t (TNR}

\v,_‘ .'

o
RN

Poolec.i:,ﬂSigg_f@{l_éis‘:seé 11974/85. | 1974/80. “1&??9!8‘5. |
Small end Nedium | 27.053 | 10.837 | 18.957
Small end Large 5,240 | 49.111 | 54.304
Medium end Lerge | 14,909 | 141.201 | 4.122%

R

the F—Statistias

"GQICUWQLed are. greater than the tabulpted values 1mpLy1ng

Excepi forf*he‘case with an asterisk

that ihere are SLgplflcﬂnt diff erences 1n.the cstlmaued

“relaﬁiﬂnshﬁpsﬁiye¢ the effect of prew;aus“81ze"on current

‘size changesAfrom_ona.sizénélass to ‘anothers.
Qu; tbhlathL cmneluq1on 1n Sectlon 4ml that the
_eff~: of ize on. grawth varlcs w1th the prevaLllng

However tb& evadence

“m

economlc GOﬂﬁLulmnS remaﬁns valldol

: .2
frem our-rj‘ls %oo mncon31$uent to sugg¢ﬂt thau szze

,jg 88, haq any dvscerulble systemat1c effecn on: cerporate

~

1,growﬁhmu Homever,;bexore we -make a flnal conclu51on on
thisga pecL of tne study, we.. explorc further some, more

cadvaneed. dypamlcs of tbe theery of the. growth of uh@ flnme

4 8 Bivarlato Slae vatrloutloﬂ and,varlanbe An@lvsws "

},Uroportlaname effect we, are examlnlnﬂ here as. stated .in

ychapnﬁr 3 areo
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(i) +the distribution of the propo%tﬁonace
growth rate of firms is Jwsheped or
log-normal, and

{(13) the relative dispersion of the size of
firms tend to Iincrease with time.

f-‘e

To examine these implicetions we. have congtructed
biveriate 5L7€ distributions of firms 3how¢nﬂ zhe sizes
of the same set of LleB an two poznts 1n ﬁime6 .The
nature‘of the distribution is such thet we now have @
mexinum of 12 sizew=classes in which the upper 1imitAof
each group doubles the lower WLmii4 The distributions

are as presented in Tables 4,15 %0 4420,

Table 4,188 BRiveariate Size Digtribution of Firmg (NAS)
: 19741985

-Size-Cless gt the end of 1988

#0000 L ACBICDE R G M I I Tozel

6s
s
[ve)

10 4 14

S 20 B{1 1 4 6 5 17
% 20 © 2 2 6 5 5 20
w80 D 108 & 8 1 14
i, 160 E 2 1 2 1 6
f 320 T | 41 3 2 10
20 ew0 @ 2 2 4
;f 1280 H 1 1| o2
o 2560 I | : R
N g
@, 5120 4




"fg,Tabie;é'le:}fDls%wlbvﬁlon of Propo rmionate Growth
SRS “Hetes (NES). 1974w85“““"“ —

43 & 1 98 & 8 16
002 9 11 28 -i9 18
Proportion of Firms - ~ = 0,02 0,11 0,13 0.84 0628 0,16

Proportionate CGrowth

° of”
o tan

Number of Firms .

sK'=,1ﬁ800

Table 4.16a: BlVETlaue Slze Dzﬂﬁrlbuclon cf Flrms (NAS)
1874-50

\SizemClass et th@ end of 1980

MO0 - JA B C D B F G H I.J K Total

4
RN
O

T 10
5- 16 -
Cae
.
e
10

. O
S
T ® o

£ o
] :

£ 197
a
o
B Y o w >

- 4

(—l
Pt e
T
O
I RN

=
-
Kté D
1

Sizé class at the end
0 fet
¢ 0o
o @
& 6
=T
e
s
s
AV IR 1>

Totel | 2 -1 11 12 81 8 10 6 = 1 82
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Teble £4,16b3 - Distribuiion of Proporiionete Growih
‘ os (WAZ) 1074=80

1 2 4 i8¢

\ o . X
Proportionate Growth =¥z & 4 % 16
| Kumber of Firms c ol 2 @ 29 29 18 1

Proportion of Firms 0 O O@Ol 0,02 Oali Of@S.OOBS Oelé_Qgc

X

SK = 1,843

b-e
3

bution of the

The firsz question ig, is the 4

2 str]

proporiionate growﬁh;raﬁe‘bf:Niéarian firms J-sheped
'(or:Zanormal)? To' answer this &ues%iong we-generaﬁe‘%he:
ih? part of each table from its *a? pert by summing
across its diagomal¢ For exomple, the eum of the elements
‘in the lemding diagonel 84, BB.is JJs.. gives ithe total
numbex of firms which on average steyed the seme size

over the respective time perisd. The sum of the elemenﬁs
in the diagomal immedistely above this, namely row A,
Golumn\B; By GDssess KL gives the number of firms which

on average doubled in size.
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mable 17a: Bivariate Size«Distribution of Firms (NAS)
' . 19’? galg‘gé

Size-Clags et the end of 1988

7000 A BCD B ¥ G EB I J§ K| Total
10 A -
N - ,
=~ 20 B T ]
oy 40 G 1 8 4
o]
g 80 D 8 4 .3 11 12
8
o 160 E 1 s 8 7 1 20
< .
T 20 T 1 6 © 5 1 22
B
w 640 G 102 4 1 8
2] L
4 - 1280 H 11 3 2 7
v 2560 I 101 2 8 7
-.H L.
@ s120 I -
10240 X 11
Totel |- 1 1 8 7 18 2113.7 5 1| 88

Table 19b: Iistribution of Proporiionate Growih
Ratea (NAS) 19070-88

Proportionate Growth i%a%-% % R 2 4 8 18
Number of TFirms 00% 4 20 384 18 3 1
Proportion ¢ of s E o |

Firms 0 0 0s02 0,08 0.24 0.41 0.22 0.04 0,01

SK = 1,613 -



Table 1lRay

Size~Class

7000 A B C D B F GH I J KL g_To{
10 A d 1
‘éO Bl 1 1 o " 3
5 20 ¢ 11 2 2 6
4'%- 80 D 102 45 4 12
X 160 5 8.7 1 23
- 520 T v 2 5 6 1 14
S5 | e

- 640 G 1 144 .10
0 1280 H X 2 2 3 8
'é 2560 I i3 4
9 5120 g O
@ 10e50 x| , -
20480 I .. -
“potal|- 1 1 4 4 16 2014 8 7 6 1 | 82
{ ‘ ;

Table 18%: Distribuiion of ?roborﬁien&te Crowkh ",

Riveriate

13l

Size Distribution of Firms (TNR)

197485

at the end of

oy

Rates (TNR) 197485

Proporiionate 1 01
Growth. .32 16
Humbew of 2o
Firms o -1

S e o
CProdeirifon of

TLrms

% % 102 4 & g
0o 1 7 17 g0 21 3

IR

O 0401 0 0 0c0% 0,09 0,21 0.87 0.26 0.04 0,02

-

SK =

1,649
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Table 19as B3va%1ate Size Dmuuflbvtlon of ?1rms LINR)
1974w80
| Sizo-Clsss at the end of 1980
000 . {A.B C D B F G H_ I J K|Total
10 A x | L
= 20 B 11 2 s:ﬂ
b 40 @ - OO S A 6
e g0 D 2 8 1 I 12
;8; 180 E 0. 11 8 23
5 820 T . 5 .8 1 14
S ea0 G | 4 3 8 10
g 1280 H 102 5 8
. 2560 2 2| 4
3  s120 1] 1
10240 ¥ | -
Totel |« 1 1 1.6 18.10 17 6 10 3| 62
Tablk Digtribution of Proporiicna%e Growth

‘ Rates (Tmh) 7974~80

P*opOLUionﬂte

Grow

th

Number of
Wuma,

on
QF'

crﬁlon
1.1. mS

3278 & 1 3
0 0000¢
0 0800

[
0o
(1N

- ©
=
o
&
D

0004 0.82 0049 0,11 0,04 0,01

SK = 1,829
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It cen be.-seen ffom ﬁab1eg ¢~5 end 4@ 8 theﬁ for:
the longex DOfloag a very 1arbe Droporﬁlon of our semple
cof firms experlenced substcntlaY ex pan81on in tbelr sizes .
both in terms of net mssets and turnover, w1th onlj two

firms in either 6 se demonSuraLi some contrections We .. :

UE

‘also ooservc nhab 8 {or 11% ) £irms rema¢ped in the ‘same
Slzewelase of net asgets waile 7 {or 9%) firms: remained

in.the same size=class of turnover,

Table ZOa“ Bﬂvaflute Size Dlscrubutloﬁ of Flrms {*"NR)

gRe-Es
A_SiZQwCIBSS'aﬁ.thG end3of 1985
#éo00 |A B CDE F G HE I J K L|Total
‘10 4| | B
2 eo 5'5  -
;“%f g0 ¢} 1; s _"2 | .;1
i”E; 80 D r e iffvw
AT Prun ot !
B s20 ¥ AR 22
S gio o Stz s 71 16
; g. 12;0 _ﬁ '''''' T a2 s 8 2 ';iéf
o 2560 I 2 B
5? 51 o J| | 3 4 4 o
o 10240 K a2 2
;u_20480 L o e
 gotells 1 14 476 19715 8 7 6 1| &2
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Table . 20b: ﬁls%flbutmcn of ?ro Ofnionaﬁﬂ Growth
Hates (TNR; 19?9w85

Proportionate S S 16

. [
Growsh 16 “ C 2 4 ©
Number of" o ,
Firms L 0O & . 16 23 29 9 0 0
Proportion of - T | _
.F.Lfms ‘ - QwOl O .00 05 OQ‘ZO 0628 0085 Oe'll 0 O

H
[t
¢
Ly
-3
Y

K

T4 ig olsc quite apparent that on either side of the
central tendencies, the distributions teil 6ff essymetrically
- to the ight ,T i_g Pearsoa’s second coefflclent of
skawnebs@ we measur e. the degree of skewness of h
'dWSﬁ?lbuuloﬁs %o be _6800 and 1 649 for net assets and

turnover fespecﬁlveWJ for %he whole pemod9 thus clearly

)
~

.indicéﬁing the‘absence of lognormalityo It then follows
that the aspect of the law of proporticnate effect which
subge ts that if 2 certein percentage of 1arge firms
double their size ﬁne pame péwcennage of smell xlrms will
‘helve their size is invalidated in the Nage%man contexte

Tn the shorter two subwperlodgy the patterns of
aistribution are 81mllar to uhat ob£a¢ned 1n the longer
period, with’ sl¢gqn ?arﬁatloa in the degrees of skewness,
the 1fst subapeﬂlod (Table 4o 16)s a Pirms {or 11%)

remained in the came s;zeucless of net assets while a2 total
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ef 3 flrmo (or ab@uu 4%) mQV®d te l@wc size—cl@sseso,‘The

N

r@mmlnlng 70 (@f 85 ) flrms meved to haohe? size- clagsesa
N : ,ﬁ'.-l, 4

On - the: @thbr=hand @s»lndlca%@d 1n Table 4. 19 @nly 3

?v\ ‘w

(er abaut 4%) ¢1rms remaln@ Ln the same 817e~classes,

- nene m@vedﬂLnt@ ' 1owcr @1ze~class, Wnllb as .many as 78

EIITE S M

(@P 95%) mevedilnt® hlgher dlZ@mClESS@S of uurneverm As

\

carlie r @bs PVLd the expam81en @f flrms 1n Jthis- flrst

"'(f."‘ ,;'»'r',"

sub—pcrlmd was a reflecmimn of the: sﬁate o% the @csnomy
\ " v e R A v,‘\,.,-,'.‘..( J o

wh@m the ecepomlc beem rusulted in hlah turn@ver rate for

8 L fi = “ oo fi

most fﬁrms @f all 815@@0 If there were such f@rces that
. 3, 5(} (' 3 8 \

uended to make f@r bu81ness C@niractlwn, they were

obv1®usly e rwhelmed by the @xpﬂns;@pqry ones .

b

°

Ihere 1.-aﬂsllgh 1y dlfferenm plcture in the uecend

sub~penl@da, Altheugh 8s: 1nd1cated 1n Tables _n17 and

B I

R .3,

uhL dugrees ef skewpesslarc p@SLthG$ the nambeﬁ'of

flrms ﬁhat mamed 1nt@ lCW@P 81ze~classes were hlgherm

w?

In Tab¢es 4m17 20 flrmu (@r u¢o ) remalned in the same

N ' B I R R SR

glze—clgsg of net ass ts whlle 6 (@r 7982%) moved 1nto~

FR AR
. L-"

1ewer SiZ@“GlaSSbS%l On the @th@r band 23 1rms (@r 2&. 5 )

remalned 1n the - seme 31ze cl&ss uf turnover Whll@ a3 many

et

as 21 flrms (or 25 61%} mmved 1nt@ IQWGr 51ze cldsses;‘

ERES

Obv1®usly, on Lh@ wh@leg'iht backwafd mnvemenu 0¢mw

oo
,. ks

the: flrmu w1th1n the seC®nd sub«perled was. 1not suff1c1ent

e _(: R . (’—5t'

te wipe @ff the galns @f the flrst'sub—perlod. Hence,,the‘

H'1 L

backward mouement @f only two flrms 1n.the 1®nger per::.odo
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'Th@lsecond,implicati@ﬁu@f Gibrati's law we .are
examiﬁing in-this:. section is;that“the_relative dispersion
. of firms tend %o 1ncrbm e wwth imeaguThis concerns
flndlng'the“degree-ef m@plg}ty @fmfirms between size groups:
over time. Working in”t@rms;@f d@viatipns;f;omgﬁhe mean,
we eaximgte‘the{qayrﬁlati@m.and regressﬂbn of‘closing Size
on @pening size,-using @h@~m@del GKpT@SSud in eouatlon
85%00 The datamfor'this is Qerlvedwfrum'xhe~‘a part of
Tableg 4,15 to 4.20, end the resulis ave preéeﬁtcd in

Tables 4.21 to 4.22. N

- Table 4,21z ;Variance'ande@g?@ssidn Parameters of
- ‘ L Size Mehility (NAS) - -

: : s ' /
974/85 | 1974/80 1979/8§ )
g2 | 8.738 | 0.300 0.0
/A | 0.838 | 0.334 1.020
N8| 0110 | 0.11L Q.232:
# | 0.850 | 0.400 Q.83Q
| 0563 | 0.697 1.510

Table 4;22:‘ Varl&nce and - Regreso:on Parameters ef
S o Eime MRty (INR), T

5 wgvu/as s 10?&/80 1 1979/85
| Wg' 5 s61 | 2,553 0.768
/5_W_ Qo 903: 0.781 ' 5_1MQQ8
S 0,332 | 0.270. ¢ | 0.264
7 | 0.947 0.833 0.795
72| 0.908 0.858 | 1.808
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3

Caven tnaﬁ the rat¢®v@f the ‘wariance in year t to
. 3 A A BRI
the‘varlancevln year 'wl 13/5 /pZJ' wen&an s;e thet- the

hr'i"

, raﬁlgs f@r the entlre perl@d and the flrst subwperlod are

L

less uh@n_ene¢f034b@ﬁh nel & e%@ @nd turﬂnvergxlndlc@tvng
. . . Lo . B . B »--'»1‘, ! '3 1o - P
decrease in the vmriance-@ve? tlme w1th1n thesb perlodso
~ This is & direc¢~rejecﬁi@m-®f that: ;ﬁpllcatlen of Glbra't9

/

-

Law we are ﬂnvestigmiimg;';ﬂowev@r, for the secwn&

subwpealad the ratlﬁs mrﬂ;greater tQmﬂ ld: I& then

‘.'4‘#

ﬁell@ws here xhat the forces m&klng ;@:

“4»“ ",Jf,*' L

_contracal@n in

v

,si es et flrms were lee to exert GE@auEP pressure 1n the

)\ CACE TR T H',‘: MR AL N S
ey

SeC@nd sub-pe :L@do H@WLW 1n VL@W of- the faet uhat the

hE SARLEE *F‘Z oy e ""M -

d@gr@m @f skewness @f‘;he,dls% buﬁlmn of;grewth.rat

i g { .
*v-.' r“‘f"'.

v

are p®SLE1ve“both 1n te rag of net asswts and uurﬂ@?“r, it

Y _‘- Ny l’g T e -7.'4,. & eon B g D

means- th@re were mere @Apandwag flras (albeit aﬁ slower
i \ !

.nat thankdurlmg Lhe.Flrst Suomp@?l®d) than c@ntraetlng oneso
B : CHER R Byt )
Oﬁ muchxlmpor ance ta us jn thls ana“y31s 15 xhe

P R e

strlklng-mbservahlgn thaﬁ ﬁn@ estwmates of 2 are less
S é 1

thﬂﬁ one. for tne wnwle perlad awd’for the flrst sub~pef10dy

-);v‘.l@ x“,,(-ﬂ wo

and gve ﬁer tnan one in: cne secand submpevlod thus agaLn

i oae

cerr&bwﬂﬂﬁlng the e&WIﬁ er wcsultd thﬂtlthe smallef flrms‘

t [

eranded faster than the blgg 28 @nes Ln the b@om era of

':44/’ A \45

ihe flPSh submp@rlgd th@u the trevd‘was reversed.ln thp

\ subsequent re@e851en @f tbo sec®nd sub-perlod and tnat the

. 5 s
LA T IS S

expan51onarJ epfects of the fLPst subnp Fiod still

\%i&

Vlng@redlon tllllthenend of the perlod of the an&1y31s=

DY N N A M b ow e am o b e

8. See Hart and Preis Loc. Cit. for full details

“
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f@ WhLCﬂ flrms moved ;rom @ua siz

Prom an @COﬂOmlb po¢rt
{a ,‘: ~

A gL

@

S e b

Fy

\J‘J

class $0

b

A reluvant statlstic 1n thls type of analy81s 13 the

another@

[\‘/:'.

£ view,, %hls r@31dual WBPanCL

may be regarded as Leasurlng the- varlance of, xh@

multlpllcaulve efratwc shacks some @¢ wnlchkmake l@P

d

Y’(;Af'

s ". o F '

growth amdLsome @f whlch mqke f@? cenﬁractwon as

'
¥oh

postulated in the llw @f equlwpr@p®rtlonal gfowthm_

RN "

¥y H l ,'. PEEER S

purpase we - hﬂvp ad@picd another stralght-

@ e horon

Lf 'thm

waewerp for oum

forward means ofhachvev1ng the same goach
l. i ' -.‘ : ’
preportlan of flrms that have had more ihan aouble or
TEPLEC A S

prepmrilenaté growth are

i p)x

SR

less ghanlhalf of th@ m@&n

LY o
g g '

reg@rugd‘uo have had subs%gntlal ch@nges in their 51zes,.

.\\.;f' ,\ N+

then w1ﬁh;reﬂerence to, the b parts of Tables _015 to 4°u0

B g o e wea
et - Pt

we d@rlve Table 4, 23 wh¢cn shows phe p@oporulmn of firms

r‘l Py

_that have had substantlal size m@blIlty@

oy

.iablg_ﬁ;Eaﬁﬁymga_ures‘of Flrm s SlZ@mebllitV
1974/85} 1974V80; Wl979/85
, gNefossets 74% 53%‘ 209
o Soe - - P o : k - i
Turnover 70% 65% 17%
N L Ve o L .

s e N P ; P "
Yoy ,V,,,.":.ah;-,._,,-.p.v.-nb»;»:;a.;l,._}

It is\oby&ou& that. over th@ @ntlre

< eA [T ::-‘

p@rlod there were hlgh

Ny e

races of s:.ze--mobJ_I:L'ty°

B i «u‘.-'

817e~moblllty for ﬁhe two subuperlodso

\,‘

We mﬂy hGvaef want to compare

Tnat Fewer flrms
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hanged their 81zes subutantlally 1n the second sub-perlod

R

‘than 1n the first subuperiod is quite ev1dent This:

L f e
‘result clearly 1nd1catns the varlabillty of the growth
rate of firms over trade cycles.. |
Qngeﬁmmre our.ana;ysié has.refuﬁegithe_?alidity of
Clbﬂatfs lawa: Yeithen*is“the distributiém.éf ﬁroportiqnaﬁe
kgrowth rate of Nigerlan flrms legnormal nor does the
 ;e;at1u¢'d1spers}on.pf,flrms_ﬁend }oglnnnease‘ylﬁh ;1me@.
<In par?igu;a?itpe“relatﬁi?e disp¢rsion of firmsdﬁlgqtuaie

Sl .4:-,‘

" with time. | - N

e
S

4.4 . Time Series for Individusl Firms
- R R N7
Before: we make our final remarks in this chapter,
' o
we pr@sent the result of regre881@ns carrled out on some

. Ly
AN ¢ .
) .1‘

flﬂdiﬂldual flrmsu If our r@ss~sectlonal suudles have

 hidden: some mn¢orm9nlon9 we’ belleve such 1mformat10n may

3

bﬁ'broughﬁ out in case studles&

Eor tﬂLu purpose we hav picked the'f@ur smallest

RN [,

.and the four 1argest flrms, 2 palr in tefms of net assets
and the- other pﬁlr 1n herms of turnoverm USLng the

same mod@l cxpresscd in equﬂtlan 3 6 we estlmated the

[ A

Wollow1nﬁ set of equatlon
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© LogNASS = 2,969 * O. 68810gNASS o = 0.902

(0. 0'76)H . F =82,519 . o . 402
. S _ an 2 :
logNAStvfr}O?8?8“~ 0067310gNASt y FOE 0020 . . . 42
| S (0.143) CE = 0,267 B
 ZogNASY ?,,5°470<+ 0549210gNASt R 0.226 o . . 4.8
: (0.303) . E {I#2“635 . B
1pgNAs%-=,w§5oso,c O~62810gNASL 1 2° ="fo 696 . o . 4.4
e (e 138)“‘ =5 B o= 20 583
TogTNRS = 40206 + 0, 600logTNR 2= 0,279 . . . 4.5
o i ‘,' n . r:-t ¥, f:’?»_ s s - 1.- 1 e F .- DY
| | (0. 322)® g' F o= 3.4
IogTNEL = ,3 49& + 0. 609&ogLNRS )} r® = 0.348 . . . 4.6
IR (- 278 L E - *0799 B
LogINRy = _4 505)+ 0. sgologmNRg ¥ = o 643 . 4.7
R N T ' a4
| (0. 146)" - %
L ‘ T 2 _ |
_lpgT&Rﬁ_—_‘4 397 + 0. 46410gMNE, ;. ¥ = 0,281 . . . £.8

Eo

»
N

=
(00282) o P o= 2,699

4.1

1=The supe“scrlpts S and L denoﬁe smal1 and 1arge 81zes
 :gc:z,ls.p;—:ctmel;;nf Lhe flgures 1n pareﬁtheoco are the t-ratlos
- E=-and @;ﬁndigaﬁﬁmﬁggnlflcantr33'99{ and 95% 1evels
#espectiéeryg- N ‘ o

.“ That all tne estimates of13 but one, are greater than
Zero. 1s a? 1ndlcat10n that maaorlty of the flrms expgyaepced

soame - growthe The only estlmate w1tn a negatlve 31gn is

ﬂ;Lnslgggflcant stat+s§;cally,- W;i$l§o obaerme-ﬁhat_all the

B



144

flrmu grmw at a decrea31ng rat@° We ob erve further that

FVoa én &

 the smalT llrm except tac one w1tn a negatlve and

1n815n1flcant parametef hav& leOut thc same growth rateg

g

However9 the proportlon of grewth that can be auﬁrlbgted

Ed

to 31ze is mucn narled belng Ga902 O 267 and 0984 in

_equatlmms 4 l 4 5 and 4 6 fesp90u1velyob For mhe 1arge

firms, (equat¢®ns 4. 3 4 4 and 4o 8) thOP@’LS more .

'

‘varlatlen among, @hu growth rat@s, and wit h the exceptlcn
of cquaLlod 4 4 Lhey are gengrallj 1ower uhan th@t of -

~the smallerﬂonesp The co@f11c1ent of determlnatlon is
also equally much varied, .
The general picture here again is that the smeller
T e P T2 I R , : K .

firms appesr 1o -have grown fasier, but 1n nclther the

smaller nor larger firms cen grewth.be appfeC1ably
A N N DR R o : .,._‘ ' “ . ' < Coae Sy .
attrlbuted to s¢ze@

Generally,'ln thls chapter we- havc teSued the null

s ¥ Y CoE

_hyp@th681s nhat there 1s no; syscemetlc relatlonshlp

between Slze and growxh of ngerlan flrmu° Our results

\\r

“have 1ndlcated1that w1thln the perlo& of study, the umaller

'flrmﬁ proved to have grewn faster xhan the, blgger ones°

This 18 contrary to 2 EPl@Pl ex pectaxlons@6. On d1v1d1ng

1, | z| -

the perlod mnto two sub-per1®ds, we: found that wthe the

AR

6‘ Th“ possible @XPlanatloq for thls result are
enun01ated 1n ch@pter flV@o*w e .

x|('l.
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flrsﬁ subwperLOd w1un@ssed a faster growth rate for the
smallex fers, the S@cénd sub»per:od which 001n01ded with
tﬁe gra of economlc ‘ cess¢®n w1tnessed‘a revereal of
hnhe trend mndlcaclng the ablllty of the blgger flrms

fo ab&orb ecomomlc shocks a@re taan the smaller enesm

l. ' s Ny

leen a fplaxed bu81ness env1ronmbnt management mey

. ,) w 7

not be mak¢nﬂ enough efiorts at rusolvlng the 1ncrea81ng

dcomplex1t¢es ass001ﬂted‘w1ﬁh 1ncre381ng 31ze as they may

R e

%tend to be complacenu w1th thelr performanceo, Howeuer,
é ‘\ p W r L
min(a ha“sh and hostlle env1r0ﬁment the struggle for

_surv¢val may result 1n thosp w1th the blrger financial

e o N aped T

Hstnength belng able to outperform tac.smallew and weaker

TR NI R

Jones:ln.merms of their ablllty to.cope w1th'more
advertlslnga amd 1ncre351ngly more dlfflcult forelgn

exchange requlrements 1 eo 1n a 51tuatlan where the

Ly

‘ﬂlmoort conuent of the products are hagh and 1ncre881ngo7
,Should th re be a recovery and subsequently another boom,
_the questlon ofl whether size and growmh_W111 agaln be

_ negaﬁ;veﬂy_related:w1lL\be;a'questhn oﬁ,emp;rlc;smu

7. See Central Bank of ngenla Annual Report 1977
o p° O - )
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CHAPTE F VB

 ANALYSTS OF FINANCIAL CHARACTFRISTIC%
‘mxh-\krj%ANU CORFORATT GROWIH. - 'l .

It is wel;wgs@3b11§ped\1nﬂ1;ieraﬁurgﬂﬁhgﬁqpr@fipabiliiy;”
provides the ability to finence growth. But there are s
- number of_Qﬁh@rvfipancialiratids that have to do with
the extent.to which prefits can be'used%to finance growthm
. Although 1n uﬂ“S Suudy, we-aru pmrtlculafly 1nterested in.
| the e*fect of profluablllty (the mnst w1dely acknowledged
flran01 l mndlcat@r) on gP@wth we-alse exaan@ The
eff@CLS 0¢ three other ratlas, esp801011& that we are. Set
te mdentlfv the most 1mportant corporaﬁe growcn

determlnﬂnts 1n the ngerlﬂn conbextn The ratlcs have

g1read,}' been dlscuosea 1n chmpier thLee°

Sl - Corrorailon Ana1v81s‘3

As = prellmlnary, we prescnt the correlatlon matrlces
which show tne degree of a85001at10nnamong our varlables
. 1n\¢a¢hl°£.th9~9%?l°¢s wehave been concerned with in
tables 5.1, 5.2 end 5.3, |

We observe in the tables thaﬁ.tbergvare high
_‘carrelatlon among the absolute measures qfisizékand
‘ abuolutc proflts measuresaaf Dartlcular iniereéf are the

'correlatlonw-
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Table 5.1
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C@fr@laiian Matrix Among the Variables (1974-80)

RREA

'RBNA

GTNR

RRA

. GNES

LOR

DOR

VES

R
BRTP

PSP

_ RREA

RRNA
GTNR
RRA

_,GNES;

I.OR

DOR

1L ooo o. 878

. 1 QQQ

0.9 961 0,955
'o 911 | 0. 87&;:
1,000 Q 978,
) 1 000

;Qeléé

wQ’Q?S
“0@06'3
= 055

1,000

;lessf

~Q. 077"
"”O 'y 052 .

~ ~0,088
- 0.128

1.000

fao 027
-0,028
“’O 5013

0,013

. 4105

0. 71L

1 OOO 5

id-206
.QelZSﬂ
0.050
de04a
0.020
10.216

Q.038

1,000

\—O.QZSE-
_mO lu8
~Q-s OZlJ:
’QOOOQ;
0.311
s

0020

0. oeox
"“aooo

- t g L

:uo 124 
~0.011
.mo oeaf
-0, 086
;o?gsgfa
.QQ?S

mO 040

- o 008
o ooa;f
| 1 ooomw

C6.641

0.020
20.086
163686
0.512
0.357
.03098

6047



NES 1

GNES
1R
 DDR

NES

48

Table 5 2“_ Correlmlean Matrlx Amang the Varlables (1979 85)

TNR-

PRTE

PSTE " RREA

"RRNA

TR ﬁRA'

‘Gﬁ-ES

“LQ3

1.000 o .840

PR S

1 oooc

Q. 822‘ 0 7477**0@000

‘0. 672
"1booo

\ e !

Omﬁlo iao 013
Qﬂszs 0. 147'

:4%000 0. ]68“;
i

: ~=O OT 5)

=o 049
0. 230
o 120
Q. 496

. ;E_G_QOO'

*~o&117 o 145
"~ lo.022 o 166 -
‘—0-001 0. 264fm
0. 005 o 224:

Q. 074 0. 183;
_fio 671 0. 385%
‘f;?poq 0.041

&

© 1,000

-==O 094

o.0sa
ZnO 075:‘_.
-0. 528f-
0. 825;%
5Q&008.

Q.05

lgoe

-0.188 0
-0, 0965f=a;087
0.078

o, 169""‘

O C6o

o zo»~
03042; _j”

Q.118

[T
1,600 -,



Table 3.3: -C@rr@l@ti@n»- Matrix: Among the Variébleé-

NES __TINR _ PRTE-
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(1974--85)

- PSTP

RREA___RRNA

~ GINR

RRA

.

GNES-

: L@Rf

DDR

NES  1.000 Q;éag 0.954

TNR
. PRTP

RREA
RRNA.
GTHR
'RRA

GNES!

IQR
DDR

1.000- 0.871
. 1..000

0,907

0.80%

0,057

+.000 -

0,603 =-0.101

~0.007 -0.031

0.069  0.046

0,057 :.0,007.

1,000 0,408

1,000

 =0.037-
~0.036
-0,075
0069
© 0,475 -
0.705.
1..C00 .

0.197°
0,127 .
OélSVn
Qa}éZQ

0.221

Q.028

© 1,000

-0.085

-0,026, -

0,832

0,168

0.003
1,000 -

ng 242? ., O 52‘2 51,

+~0.088
.fdmoczl
ﬁp?Qéé;
0.0
-a.d7
0,287

o1s
0.180
’565030~
'I,Cdofz

o

10.106
0,239

0,233

‘c?gge

0.519

- 0.042
0,104
0.267

0.048

, ,.‘T‘;o 000
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d@efficients betw@@n-meﬁ,asseta and turnover which are
Q.878, 0 SAO and 0.889 . f@r the three perlods respectlvelyo
C®n51der1ng the. hetcr@genevty of eur sampl@, we C@HSLdGT
. these@algures:veny high. and ih@ref@re»ausilfygthelr use

as our alternative’measur@s.ef‘sizao

high_carrelat;gn CO@fflClQﬂFg bemwaen;our;grewth variables
and th@nbrofiﬁability;%@ti@sg ;nﬁéréstingly,‘th@
c@rnelaﬁiqn among th@@th§r3ratiés arewvaryylow@ﬁhd in
»Ewst,casesvnegativ&m M@r@ detailed insighxs"int@.thege
D@lahl@“shlps are pTQVld@d 1& t%eaﬂ alyses that follow°
~dn the prev1@gs“chaptenb;we~f@umd.that size dees not
whave a3cégﬁiaiénﬁusysﬁﬁmaticseff@ci on: grewth. In
parﬁiculéra ﬁe,f@und that}in th@ firstﬂsub-pen;od;‘the
g¢®wth.rafﬁwofvfirms'tended;ﬁ@Lﬁegreaﬁe-with-si;ea'while
~-pthe'frendkwaé;réversgg,infthe;gggend{subeperied@j If_'
prpfitapiiityapraﬁiﬁesdthé'&bili?y taﬁfinance,graw{p,%ihe
Jqu@sti@n then arisgs aaytquh@th@rlﬁhe,smaller‘firms'were

nore pr@fitable‘than th@:bigger:mmesnduringuthe1@ilnboom

- era of the flr,t sub»p@rw@d and 1ndeed‘the longew p@rlod

197é~85@, ”hks be¢ore ve @xamlne the effe&ts of
prefltabl 1ty and oth@r flnan01al raalms on. grewth we
investig auettne r@lubl®PShlp betwe&n size and all the

finencial variables.
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5.2 . Size end Fingncisl Characteristics

We caléulate eaéh of the measures df,size and
financial:rafiés 6n annual basis and the. arithmetic mean
ofmxh@{annual.malue was qalculated;over<the.relevant
perioeds., Table 5.4 gives ssme‘descriptive measures of
each. of the variables eover those relewantAperiodsm

-Comparing the average'absolute profit'measufes”for
the itwo sub-periods, it will appear that the .second
subfperiod was'betten'ﬁhggéth@«ﬁirst_fonwthqpcampanies in
general. However, we obserue’thét.the‘dispersian_a:ound
the common mean of the profit measures are generally higher
~in-the secqﬁd’sub~p®riod tpan the”first@ The high
inflationary trend of the secend sub-period must have

accounted for this sppsrent higher profitability.



Tabl

REEA
LQR
DDR

LA

e 5.4: - Descriptive Statistics of the Main. Variables
Mezn, Steandard Deviatien Skewness: i
T IT | IIT | I IT ITIT | I IT | III
15604 80469:22?97 2785?' 46555 857QQJ OfQSQ 0?915; 0?871
45297172254 58@3&:78821 114979 92262 1.089 15104, 1?160
4433| 7090} 5541 8238| 12328/ 9132 0;898!, ' 0.985| 0.993
2398] 3707! 3092 4846 ' 58147 4982 Om8?é 19049 1?034
43?29 22556 33782 28?17 lS?Sl 18..09 03385 ,Om4l5“O9l27
24088-15568 2Qf75 lO?OO '1197% -8.40 | 0.38& ”0?010 O§147
47?86 48.83 45065 2?%8@ 21m34 2;T85 Om218 0@729 04233
9.33| 7.40) 8.30| 4.99/ 4.82 £.16] 0. 4121 0.360| 0.594
5536? 3843 A6 97 17;51 27006 17491 -Q. 690 -Q. 69T =0.070
Netes: k. DMeans of NAS, TNR, PRIP aend PSTE ere in
B " thousend‘neira.while others are in
perceniages, '
2, IAand”II‘indieateﬁthe'firsthand secend
sub-periods respec¢tively. IIT indicates
~the entire peried. ..
The Skewness measure is based on the

are defleted with ,size messures, & clearer picture of the

182

in ehapter three.

secend coefficient of skewness described

More. realistically,*when the absolute prefit-measures

prefitability trend emerges, as whatever the rate of

infletien might be. is eancelled out in the process of

deflating the absolute‘profit measures.

- Qbviously, the
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companies were less pr@fiﬁable in the second sub-period
than the first. This fall in prpfitability is readily
reflected in the dividend returns which. fell from 9.33

per cent in the first subfperiodgte 7.40 per eent in the

. secoend sub-period. We obseruelfrom oeur correlation
matrices that the correlatien coefficient between RRNA &nd
DDR for periods I, IT and IIT are 0.357, Q.614 end Q.519
respectively, while ﬁhey afé100512g 0?555pand10&4ééshetween
RREA. and DDR. The retention ratieo also fell frem Szoé?
per cent to 38.48 per cent. We suggest;thet this might be
explained. by the fact that'the,;@mpaniesimade,efforts to

retain. the confidence of their shareholderswduring the

o93fficnly. tines, of; the. second. sub-periody-prapably; insorder: ..

t@‘aveid takeeoﬁer~bids as postulated in Marris growth
theory. ]

We ebserve furthe;*in tablg S.4. that the size’maasures
NES end TNR are all pesitively skewed for all. perieds..
.This is indicated by the skewness. measure ‘and. by the fact
~~that the sﬁandard.deviati@§§.¢xg§edxthe means. -This
confirms. the well knewn obserwation that the size
distribution of firms is_brggdly cengistent with the
Iogn@rmal_or Pareto paifermgg Absolute profit measures
PRTE and PSTEualSG.égﬁﬁbitfgtreng‘p@siﬁiveakskewness; but
when they are deflated by the sizewm@asures:ig pbroduce thé
prefitability ratiesg'@mgt of - the skewness‘disappéar@d to

the extent of producing some wesk negative skewness in a
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particuler egase - the second sub-period for RREA. With the
exception of RRA, the other two finamcial ratios also

exhibit slight positive skewness..

Se2ol -gize and Pr0£1t8b111ty

We, outlmated each of equatlons 3.11, 3.1z and 3.13
for each. of the three penlodsowwln all cases, equation
3,11 gave a bettem‘egplanation iﬁ terms of rz and‘we
ﬂbuﬁd pre-tax profiﬁsato be more rglated with the size
measures than does pqst-tax;profitso We report here in

table 5.5 the regression results fqr the Iinear equations.

Table S5.5: ‘"Regression Resulis with PRTP as the dependent

jVariable“end_Sizg~as‘the Independent Variables5'

. - Coéfficients‘””“
Size Measure | Period | @ " w N r
Net Assets T | 100.21 | 0.289 0,923
CIT | 172.17 | 0.217 Q.676
o - (. 017)” o
TIT | 125.11 | 0.243. 0.911
- . | . . (O'eqos)g‘ﬁx! : .
Turnover L | 129.93 ] 0.095 | 0.829
| o | (0.005)% |
IT |1809.86 | 0.072 0,457 |
- o '(O@OOQ}KK" -
IIIL | 646,18 | 0.086 | 0.759
| (0.005)%% |"

Note&ﬁ' 1. == 1ndlcates s1gn1f1cantiy dlfxerent
' from ‘Zero ai 1% levol

2. S;andard&dev1a%%oms appear in parenthesis

3. I, II, IIT as in table 5.4
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Thet a DOSlulve linear relationship exists between
o e
W

absolute varletmons 1n abaolute proxlts and aboolute

varletlons in s1ze is a clear 1ndlcot10n that 1t is the

i

larger companles that exnlblt drastlcally hlgher profl’cs°

Thls9 of cour e 1s mot unexpeetedm We observe that both

\

the coefflclents of b and the coeff1c1ent of determlnatlon

l

are generally hlgher w1th net assets than Wlth turnover°

3 Yo

.Thls 1s very eurprlslngy 31nce a prlorr one would have

expecied the revorse because pre tax proflts are

necessarlly a component.of 1:u.l")z'-lov.-ex:o A plamolble

(o

\;explanatlon for thls result mlvht be found 1n the

i

mlcroeconomlc theory of the flrm wnlch postulates that a
flrm that max1mlses revenue w111 normally record a lower
proflo,rate Coupled w1th thle 1s tae fact thau the

concentramlon of economlc power 1n form of accumulatlon
1
of assetus rather uhan a flrm 'S role 1n market

{ -

anuactlon au reflected 1n 1us rate of turnover 1s more

K

llkely to determlne the extent of proflt marwln becauoe of

i

..the ablllty ﬁo acqulre resources at @ cheaper ratem

| “ We albo obuerve that both tho slooe of regre881on
llnes and tho ooefflclents of determlnatlon in the
second sub»perlod are. generally the lowest Thls 1s

i

ﬁclearly a reflecmlon of the 1ncreased dlstortlons 1n the

seeond sub«-perlodo

Ae.earller,noted, abeolute proflts ey not glve a
true performance of é flrm unless 1n relatlon to %he
heconomlc base from whlcn ine proflts are generated

eepeo;ally when efrlclency is belng measured by
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i)

d

prof;jabllltyo We th@r@f@r@ alao QYQressea the rat@s of

ok

rcturp on net assets and on equLty assetu as functlons

‘l.

of s:x.zeo |
In our regre831on 8nalyols, we found the double—
logarlthmlc spe01flcaulon of equamlon 3 18 to be more.
trelevantak This is at varlance with the study of Hh;ttlngton
(1980) ln whlch.the seml-logarlthmlc fhmctlon was found

\\_ ‘1 A

to be more. relevantw and also w1th the one bJ Slngh and

‘.

Wh;ﬁtlngton (lg68) in which a Iinear relationship was

N . 1 . .
& kX . Y Rrgtar

= 8
found to be the best in terms of r“. The implication of
_our reporﬁed specificatiohs is simpﬁy fhat tpere is an

exponontlal relatlonshlp between slze and profltabllltyo

P4 »‘.r'.

~The dggree> il th¢s relatlonshlp 1s howeVOf subject to the

(S W ey

regression coefflclents and.the coefficients of
determlnatlang

We also found RRNA rather than RREA Lo be better
L S
eXplalned by 1nter»f1rm uarlatlons 1n s:_zeo . We report in

Table 5,6 the regression resulis in this regafd@
et t L o t. A ’ - e g oo
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Table 5 6° Regression: Results-with log: RRNA as the.:
Dependent .variable and .log “NAS. (and logn
\TNR) as:- the Ind@pendent vaflables DI

RN L [ : \., K2 "s‘*_-u,--u -

N f B o

'wéiée Méééuret' 1:Period. o Coefficient
T R Sy ] e
Net Assets i N -0.802

| - [00.106)™ 1 0.088

1. | -0.864 0.114
.. o (‘O‘ N 059) EK - :
IIT | -0.768 0.065,
L (0. 101)KY3 |
Turnover I | ‘0.s18 0.189

| ' | (0. 156)*y“

T | -0, 281 | 0.010
R (o P /oD I E
IIr - | -0.833 | 0.012
| (o.ssyFE

-

Notgs; As in Taﬁle 5.5

| The strlking dlfferences between this table and table
‘ 5 5 are the negatbve 31gns and the low nzof Also, we note
that w1Lh the exceptlon of the secgnd spb-perLQd 1n the
caser w1th~tu?nover all the regre531on1coefflclents are:
31gn1¢1cantly dlffgrent from zero at 1% levela
The'lmportance,of turnover as an alﬁgrnative'measure
of size may be moted in thls analySLSDH Slnce net. assets

appears in our dependent varlable ‘as. the denomlnator, its
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appearance also as the 1ndependent varlable 1mplles tnat

‘

.any error of observatlon w1ll lead to a downward blas in

the estlmate of the slope coeff1c1ent because‘an__v

\ B

erroneously observed hlgh raie of return will be a83001ated

w1th an erroneously observed low measure of 817e. Our
: b

alternatlve measure of 31ze therefore serves as a means of

4

osoertalnlng tho valldlty of the result Wlth net assets.

| Although the r2 are too low to Jnstlfy any strong
clalm J*hat marlatron 1n SlZC can erlaln varlatlons in

| the rate of return on net assets, nevertheless, that all
the coefflclents are negatlve and 1n all but one case
‘s1gn1floant at l level is a clear 1nd1catlon of the
tendency for the larger flrms to be less profltable than
tho smaller ones. In fact although the double—
logarlthmlc spe01flcatlon proved to be the best in terms
of'r both the llnear and seml-logarlthmlc spec1flcatlons
also gave resumts that were conslstent w1tn the ones
repolted _here, beoause RRNA carrled negatlve 51gns in

é those spec:Lf:Lcatloms° | |

| ~We further growped our sample 1nto three slze classesl
on the baSlS of thelr average 51ze for the entlrelperlod
1974-85., For each size-class we calonlate@lthe'mean

§F
A

profltabllity ratios and their standard deviations. The

o

results are given in tables 5.7 and 5.8,

1. The Cla sification is on the same ba81s as in the
prev1ous chaptera_ :
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Mean and Standard
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o, ]

Deviations of Profitability

v Ratio by 'size’

class (NAS) 1974-85 . =

| Mean Standerd Dewiations
Size—Classf‘*RRNA RREA YRRNA”\ Réﬁé??“ﬂd'
Smell ‘37 22, 22.49 | 22.74 | @.82
Medium 33,14 | 18,43 | 16,98 | 7.36
Lerge 31.75 | 20.24 | 12,98 | %.00

Table 5;8;

Mean and Standard, Deviations of Profitability

" Ratio by Size-Cless (TNR) 107485

" Nean ‘stahQardlDéviaﬁions
Size GIasé;';%RNAf |'RREA v RRNA RRES
Medium §333903;’3é,18ﬁ 51§m4s! ’é@dé
Large: 182,15 A19m78:V 11.81 ‘15.58

Whlle the tendency fbr @ negatlwe assoclation beﬁween

LR

size and profltabmmlty (RRNA) is conflrmed' anothér

, reuelatlon of ‘much 1mportance 1n tables 9.7 and 0.8 is, the
tendgney;fon_lnterfflrm d}spersmop Qﬁwprof;gabll}ty to
_ldecrease With size. . o

As recorded: 1n our regress1on an31J51s, there is no.
'v:J‘V"\ .

“Lclean~cut relatlonshlp betwe@n SlZ@ and the rate of return

v i

on. equlty assetsz, ‘but the- weak ev1dence 1n relatlon to

this profltabllmty measure togethur Wlth the rate of

2, The results in this regard are not “cported becauue
- of" tnelr 1ns:ngn1f1canceo
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return.on net assets in tables 507mand 5.8 also‘give
support to the observatloﬁ that 1nter-f}rm dlsper81on of
profitebility tends to decrease w1th.$¥zé;

| int@regtingly,vaen these‘résults;are compared with
thegfpdies.byfgamuels and‘Smyﬁh (1958)2 Sing@ and. ‘
Whittington (1968) eand Whixtingtqﬁv(IQBO), we found some
str;kingjsimilapit%esr‘ Whittingtpnﬂhaglgghqludedlagong
othfg;ﬁhingssthat | | |

m-(i) average proflﬁablllty is largely independent

: of firm'size, but such relatmonshlp as v

xthere tends to be negatlve and '
(ix)  the mnten—company dispersion oﬁ
; - profitability tends’ to decline with

“size, 2lthough the' relatlonshlp 1s not
a. strong one.3 "’ .

w1th whichfwe could have compar@dour resuﬂts was based

r Ontaf?¥ﬂg¥?.99@939y,f the U. A. Co,uanq‘t@e resul@ gf‘the
stud?,i@dicatedﬁthat th?’as§g§iatio$-betw¢enprqfipabﬁlity
and size Of Us 4. C. wes not well aﬁefined‘;f It haé ‘been

“ suggested*that due ﬁo the facts that the extent of scale

of, economles and monopoly are llkely to dmffer between

‘1ndustrle§_and‘thaf d¢man@.condltlons_are unlikely to be:

3.  Whittington , Ga (1980)w *The ErofltabLllty and s1ze
., of United Kingdom. Companles, '1960~74" Journal of
'fIndustrlal Economlcs Vol XXXVIII po 350

4. Inanga Eno L. and Soylnbo,NA.
) "The Profxiablllﬁy and Size: & ngerlan Quoted
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,the seme in all Industries, studies on profitability
shoﬁld be on industpy,bssis.é;‘Howemer, for pguqiﬁy of
dats,.ip’hasbnot been possible quuhdeptakslsuqu.an
Industry; based analysis in this study.
Basedion,purhaggregated}sﬁudy ofythslmigsgian.
Compenies therefore, ws conclude that, in view of the very
1ow coefficients‘of determination and'ths;consisgency
, of the ﬁegativs;aqq‘siggifiqagt regrsssiqgwsosﬁficisnts
of rate Qf r@turn‘qnmnetiassets rscorqedWJthere:isfs weak
assosiaﬁion Ee#wssg sizeanqﬂprqfixabi;itxambut‘that there
is thelfsndency'ﬂbrﬁthe sssociaﬁionkthst sxists to be

~ negative.

,552'2. SiZ@ and Othmr*Financial Rstios

We regressed other,flpan01al ratlas on tne‘s1ze
measures to seevlf any could be explalned by varlatlgn in
size. This we dld only to satlsfy our'curlosmiy s1nce the
correlatlos‘coefflclemts of these varlables with the size
measure are wery negligible.. The except¢on 1s d1v¢dend
returns on equmiy assets, DDR Wthh we foumd to have a
s1mllar but weaker ass0018ﬁ10n w1th ‘the size measures as
RRNA. Thls may pedexplalned by the 9031tlye%qorre;at;on

between RRNA and;DDR eérlier referred to in this chapter.

5. Devine P. J. et 2l Op. Cit, p. 218
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Ve could not 1dent1fy any dlscernlble pattern of r@latlomr

.shlp of 31ze Wlth the other: two ratlos, RRA and LQR° We

~ however opse vie that both recorded weak 9081t1v

correlatlon'

coefficients with NES and TNR in eachiqfithe'peglqum

We present the regression doefficients of DDR on size in

t’abl@ 5 39 °

Table 5,92 .

Regression Results oz NAS (and Jog (TNR)

" as the Tndependent Variables and 105, DDR.

"As the Degendent Varlable

-\

Périodb

Size Measure

 Nef,Assets i

: ii

IIT

Turnover I

1T

Coefficient

» 2
0.082 . 0.001
“<o,oa4) o
| Zo. 169 0.006
(0. 067)**' o
\-om117 0.048
'ﬁ;(o 063) o
| 0.a62 10.019
(o.,laﬁ)m |
10@361 0,022
(0.159)FF
| -0.215 0.014
(o 116)K

V Notea;

"As in Table 5.5
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As esrlier :indicated, we obaenyehhere:that the degrees
of association between the size measures and DDR are much
weaker than the Qmes recorded?withjﬁRNA. Not-only are:
the coefficients of determination very liow, but the
number of regrassion_cogfficients.that’are significant
at 1% 1@vel.is,ﬂowen. Cne. of them ig positive and
insighificant, even.at 5% level.

We.can<theneforeﬂcoﬁﬂeniently“conciude that
profi@abiﬂity is the only fingnpialvratioythét appears to
have some systématic;pel@tionship with the size of firms
and. that thevnelatfonshipg althqughuwe@k, is sﬁch»that
as a firm attains a bigger size, its pfofitability tends
to daneaség |

However,, it is qﬁite pertinent to note: that this
conclusion. showld be undersiood in relation to some
important characteristics of the firms;in;our sample..

‘ Eifsttithhe age: of the firms. It is very plausible
to expect that a&newlymesfablisheq_firm:will experienge'
 @igh¢¢'profitabiii&y_as:i;.expandg,,”especiaily if its
establishmentvhaa{beenvprecededsby a well researched
feasibility study.  Beyond a certain size howe{er,wdue to.
stiffen‘coﬁpetitionuwhich\nesul@s agfthewfirmhtr?es to
exploit new-markets anderobab1y coupled with 1ts
inabi;ity to keep. abreast of technological inmovations,

' profitability may start to fell. In an expanding economy,
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we helieﬁeuit will take sgmgrtimﬁ_for any perticular firm
tio atﬁaiﬁ such. a size. #As shown in table 5.10, él.
(or 74;8999er cent) of the firms were established beﬁo?e
19659"This*impwies that about 75 per cent of the firms
have had at least 10 years of expansion heforé they
qualify for dnclusion in our gfowth analjsism " Considering
the fact thet all the firma fall within the import
sgbstituting'industries which. have been most favoured in
~terms of government industriaipolicies, it may be
plausible to posthlate;that most, but definitely not all
of them have had the Qppo?tun@ty to. expand up to the
poimﬁ_where~the manag§rialjr@§train$?.as postulated im
qumies.ﬁheory be¢om@azoberatives more so that meny of
the firms in aﬁrmsamP1® are mqt quoted’ and therefore free
from ﬂake—over~tnéaté.' | _ | |

_’Qur pasthate in this regerdi is supported by the
asseniipn by the: International FinapceACorpqration (IEC) )
thaﬁ:Miggmia's~(and‘in deed Africaﬂa) sevgqe'sho;tagéé-
,pr‘peopl@,;rainéd apdfaxpenienqéd‘in:manag;mg relatively
aompleximenturesvhas:cont:ibuted to the-disappoiniing;
performance. of enterprises in the regi',o.m6 AL

Secondly,. the fiyms;in"our semple are non-conglomerates:

in the manufactqpimg'subfgector in Whigh the‘product>

range have.similar techmologiecel bases. This implies

6. See Business Times Monday, July 3 1989 p. 7.
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that élthoughﬂthe~dicxum.that size is might may be
applicabiemto_the,cqmmerc;al end merchant banks in the
ﬂimanciai subsectors and such,compahies as .the UQIA: Ce No
‘amdAS@ C. Q;‘§,LWhichiare'cbnglomerates in the Eommepqial
sub;secmor; the same is mot true of those mamufacturing
firms for which Fabayo (1989) obtained an average positive
’techniqalgprogﬁeés of ohly;QmOlQQ Such a low technical
progress is annihdicaﬁion of the extent to which the
manufacturingvfirms inlNig@ria are lagging behind their
foreign competitors where,tEChnicg; progress have been
fbumd to be”cdnmributing well over 80 per cent %o their
overall~growth»7
A @grollarytto the above point is the fact that there
ﬁas been stiff'competition_with.chegper and superior
substitutes from foreign competitors. In;spite'ofv_
government effqrts»tg protect the home based magufggturedm’
goods through: tariffs and total ban. of foreign‘supetituﬁgsm
stiff competitionncogxinges through smuggling activities.
For exesmple, in 1977, the Central Bank of Nigeris
reported that: N -
“In perticular, smuggling effectiively
-~ hempered "the ability of various '
industries to compete in. the.domestic
economy' to the extent that some -

‘Industries. hed to:reduce their leévels
ofl' production. and lay off workers.

7.. Fabayao, J. A. (1989), "Empirical Estimates and
- Analysis of Technical Progress in the Nigerisn
Manufacturing Indusiries® Seminar Paper, v =~
 ?§pa§§mentlof Economics, -Qbafemi Awolowo University,
. C= ea ‘ .
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.- Among the industries worst hit by
- smuggling activities  aré those
producing cotton and knitted

textiles, cigarattes,bbatteries,
radio and fbotwsanaﬁ

Althoughi those "firms Involved. in the reduction of their
‘lewels of production migbilnot heve been. able to Qspletes
some already acquired. assets (fixed assets for instance),
the neduction:inaproduciion;msstlgsfinitely have led to
lower rate of return on net asseis. The bigger the firm:; o
the more: it is 11kely to b@ hlt by the smuggl;ng act1v1t¢esm
It "should also be stressed that although we havs
'class1f}sdssome,of'our flrmsias small for: analytical
-purposssr-mmstfofuth@sfirms_lis with?n the,can;inuumsoﬂ‘
what may be regsnded as medigmwand..large’firms.by
government definitiom... Thus, our conelusion may not,
the extreme for instence be taken to mean thet amsewingu
bfa@tory will be more profitable than a textile firm.
Furtﬁsrmors, fbr‘pauc;ty;oﬁ data, we: have carried
out an eggregated all industry study. Some varistions may

not be unexpected in a disaggregated study.

8a GBN Annual Report 1977 p. 29.



167

- Table 5.10: DRistribution. of Firms by Period of

Establishment
‘E@riadwa‘Estabﬂishment ‘Number of Firms | Percentage
’ T SR ’ Lo . of Total

-1926~193% 6. 7 .32
19367$9455 & 6.10
1946 1955{ . 13. ;5%85
©1956~1965 37 | 48.12
19661973 ‘ L 2T 25,61
Totel 82 1100.00

5.3. - Growth and Financial Gharadteristics

S5e3e1d » Growth and Profltabllltv

To @xamlne the relatmon&hlp b@tween these. two
marmab@gs,»we_esjimgted‘theim@@elg Presentedrlp;@gggtion
30l7”.3f18;and1SQlQE:W@@fbp@wwe;¢@na%denfthe:re§ggts'of
our negréééion‘amalygiés wa:pm@s@n@ ig:tableswsagljamdu
8.12 th@;eiaséifiga@ionhofhgrowth rates’ by-rate of
n@turn.on«met.assets»and:?aﬁe‘of~?@iuynvg@nuéquity asset;
and in tablesiBQiB and S5.14, the rates of return are

clessified. by:growth rates. The four tables previde

some Qggm§<£acie evidence for the existence. of some

p@Sltlve correlﬂtlon betwaen gr@wth mnd prozltablj}.l’cy0
A close look at theae tmbles ravealq that a35001atlon

bﬁtween growth and pr@fltablllty lﬁ stronger beﬁween RRNA
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and GNES snd weakest between GTNR and RREA@’ These
corroborate the correlatlon coeff1c1ents espec1ally in
tablm 5,1‘whlch 1s‘the matrix. for the Tonger peried for
~which the classificetions in tables 3.1l to S.14: have

been mede..

Table 5.11l: . ClaoSlflcﬂthn of GNAS and GBNR bv RRNA

' 19/*w85 '

Growth of SlZ@ %

RRNA % GNAS “aTNR

<10 20 50 Ié 53
<15  |23.72° | 16.28
c20  |26.17 | 18.91
<25 |26.88 | 18.97
< 30 27.57 | 18, .09
285  31.75 | 20.62
£ 40 _Ialnga 21.80
45 |s2.s¢ | 21.35
< 50 32,@7'% 23,07
£ 55 £0.35. | 21.85
~55 |s0.60 | 20.80

.......
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Table §.12: Cla881f1cat1®n of GNAS and GTNR by RREA

Growthtof Size %

RREA aras | omnm
210 | 241.16 13. 23,
215 | 25.48 ) ,17 ' 60
<200 ‘310.'18‘ 21.44
25 32,71 | 26.17
£ 30 _31,,.5§é 23,20
<35 | 32.71 2310
< 40 37 52 " 27,72
N0 | asize | 24.20

\

In our model estlmatlons RRNAangg aut as the beat
ewplanatory varmable in terms‘éf ng,: Amthough RREA also
gave s&m@ good flts? they were ‘not as- conulatent as uhﬁ
esﬂlmate? Wlth RRNA° Th¢s appears to be at varlance With
most. stud;éc 1n oth@r countrled where the rate of retura |
on equlty asoets hawe alwmys proved to he a better
explanatory variable for growthe We suggest tb@t the
pecullar accountlng sys%em whlch glves room for tax
ovasxon,:ovenlby th@ companlea might bﬁ rgspogslble for

‘thls for instance, SunnJ Ewu;owoh.ha& asserted that
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Table 5.18: Clasgification of RRNA- and RREA by GNAS
S (1974 89) ' .

Profitability %

GUAS, % | RENA  RREA
e 5 22.82 | 12.28
£10 ' |24.44 |'i2.29
£ 15 ‘24,22 | 14.93
£.20 | 29.57 | 28,76
£ 25; 27.04. | 18.13
<30  {30.33 | 18.81
< 35 34.58 | 21.81
< 40 | 33.22 | 22.65
2 45 | 87.00 | 23,84
«.50 | a7.18 | 23.78
. 65 | 42.93 | 22.24
£ 60 | 40,14 | 24.65
~60 | 93.25 | 61.71

Table S.l4: C18981ficat1®n of” RRNA and RHEA bv GTVR
. R ( 974 852 . U

.Profltablllty'%

GTNR, % | RRNA RREA .
1 : T E R X N — -~ o
« %  126.92 | 17.40
< 10 | 28.39 | 13.49
<15 | 3L.07 | 20.66

220  [32.32| 21.45
225 |35.84 | 22.83
.£30 | 384.57 | 22.82

285 '|3g.72 | .26.46
=35 [36.79 _19..52
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Nigerian Companies® accounting position.beforelguqiting
(especially in theaindigenous and the mixed i.e. partially

_undlgenous and . partlally forelgn owned) 15 purely )

A 10

'Jlncomolute rbcord$~ ; The pr@—tax profits. nght therefore

have been manlpulated for growth and Joﬁélggher lnternal
_ burposes bgﬂbre pe{gg'declared.fog tax purposes.. This is
morellikely to he téuevsiﬁceg‘according to'Shyede,(1978),
”ngerlan companles }q tpg manufacturlng and commer01al
sectors, appeared to ;tlllze debu very sparlngly,'when at
allo He sumgested that a probable\explanatlon for the

low ér nénruse or debt has to do W1th the use: of retalned
earnlngsmyml The varlaﬁsﬁd;§tor?1on5 thaﬁ'mlﬂht hav
_ occurr@d in. the post tax proflts of thc Varlous companies
'might therefore have accountg? fqr the 1ncons¢sten01es
- recorded 1n the coefflclents a88001ated wmth.RREA 1n our
estlmgt;ons°¢;T@gvragregpygq"rggults are prgfgnted in
table 5.15: " | -

It is ébv1ous ﬂrom table Se 15 that the growth of
N%gerla_ao?pgn+gul¢s to a’largg extent a fgnctlon o? their

.. brofitasbility, as all the estimate of b are greater than

B U

9. Most firms in our sample fall within the mmxed group,
while the remalnlng f@w fall w1th¢n the flrst groupa

lpa Sunny: Ewu@owoh "Tax evaslion: Why blame Audmtors?"
Bu81ness Tlmes Monday,_MEy a9, 1989 po 7o .

11@ Soyode Ao (1978) "Elnan01ng IndustrL%l Growth in
ngerla A}Study of the ‘place of debt ‘and Retained
Earnlngs"\ If Secial Sc1enc@s Review Vol. I No. 2
PP 89-—107e :
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zero,, and w1th the excepulon of sub-periods I and II in
the case wihh growth of turnover which are 81gn1f1cant

at 5% level, =all others are 81gn1flcant at l% level. Also,
we obuerve that PBNA explalns varlatloms in GNES better

than it dOGvaarlatmoqs in GTNR°, The same bias that we

Table 5.15: Regression Results with Growith Measures
C 7 as: the Dependent Variables and RRNA as
" the Independent Variable -t

'GDOWthL Periad Coefficients
; . . , ) b :r_'2 .
GNES T 18.459.)  Q.492 | 0.750
o (0.203)% |
I | 14.043] 0.324 0,681
. N (0.125)™F |
IIr . | 18.790| Q.889 0.693
| | (o 34&)
GTNR ‘L |168.002 0,719 0,505
~ . R \‘ . ( O‘g 39 9}) . :
II 68.379| 0,199 - | 0.452
' | (c.r20)® |
IIT | 20.761]  Q.167 0.490

Notesm .As:in‘table 9.5

observed 1n table Se 6 should also be noted. 1n this case.

\-:

The blas 1s howeuen 1n the oppc51te dlrectlon and less

pronounued than in the former case,' It is in opp081te
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dlrectlon becauoe the pos1t10ns of the varlables are now
reversed and less pronounced because net assets 1s not in
absolute terms, but as growﬁh rates.. As in. the former
csse, the regress1oms w1th turnovmr serve‘to ascertaln
the valldlLy of tne results Wlth net assets. We obsorvo
;thst the values of r2 whlch are generally very hlgh for
| an heterogenous data, are also generally lower ln the
second sub-perlod thsn in the first. sub-perlodo This
1ndlcates tho reduced 1mportance of proflts 1n the growth
process o@lthe,Nrgerlen.coypanlesiln the second.subwperlodw
4 probable alternaliue to this has_oeenutﬁeruse~of'deth5
Although our data has not oeeu‘sufficient to test the ‘use
of debﬁs in the growth process of the companles, we find
a clue tO\the lncreased lmportance of thls source of
‘Hfinan01ng growth mn the study by Adedoal (1989). Whereas
'Soyode (1978) had found that ngerlan flrms scarcely’used
debts in finanolng growth, Adedeal Later found that in
the 1980s, the profltablllty of ngerlan compenles
appeared to have docreased end that the companles in
general-had,resorfed‘to'the use of more deb@, presumably
to coueu“the_yesruing;gap;omeatedlby’theldecliue(intheir

profitability.

12. Adedeji, A.,(1989), “Corporate Growth in a Recession"
- 4 Papen Presented at.a National Conference ot~ i -
»Corporate: Performance in @ Recession:: Faculty of"

Business: Admlnlstratmon Uniwersity of" Lagos°
May, 1989. g .
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Interestmngly, Oyetan John (1989), a. Managlng Dlrector
of a merchant bank had advocated “the use of more equlty
by ngarlan Companles 28 agalnst the practlce whereby
they hend to use ‘more debts as a resuli of the ~ease in
‘securing 1oan 1n the country.;? Whlle thiis shows the
extent to whlch the ngerlsn Companles hawve shlfted from
. one source of £¢nanc1ng growth to another, it 1s not to
mean. thaﬁ profltablllty could be pushed tos the backgrouad
'as Li‘usgslyylssrvss as\s:pr;mary bQSlS‘fQ? qual;ﬁylng,
to optain.loans,. | | N | |
On the whole, we_find{profiyabimity és a reliable
4 source of achleVLng growth by the ngerlan f¢rms°-f

3

Whmle mt accounts for about 70% in the varlatlon of’ growth
ratesrof nsﬁ assets% lﬁlscqountsafor about 50% in the
vaniaﬁﬁoh inxturhqyen;. | i | -

'This resuﬂi ﬁs ciearry in harmony wiﬁh.our earlien
..findihgse We had' found in chapter four thst the smaller
flrms tend to grow faster and. in ssctlon O l abovev that
the smallen*flrms tend to be more profmtable.\ Ithﬁhsn
'follows chat uhe more profltable a flrmxms fhslﬁggher'

ﬁends to be uts growth rate.

[

- 13. . Oystan John, "NAL MD on Equlty" Bu81ness Times:
‘ Mondaeruﬁe 12 1989 p. 2. A
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5.3.2 CGrowth and QOther Financial Ratios:

'In.dur stégbwise Fegrgssion anelysis, we %dqnﬁ%ﬁie&.
lliquidity ratio, LQR as;thé,onlylo@her\fjnagcial ratio
' that-i§:cqnsﬁs$ent1y selected in. the computer automatic
Yaelectignf  Although. diwidend returns:wés;sgqutediina

some cases, itsjcoefiiqients,wepeynot signiificant.
Moreover, we obserwve ﬁis\ﬁéirly,high.correyatioq”with
 RRNA, in which case it appears as a possibie cause of
mu]tﬁcolminearitxg‘ Liqqidit&‘ratiqvﬂpoiiecordedisome
degree df correlation'with.RﬁNA? bt wg_gqnaid@r the
correlation coefficient sufficiently low not to lead to
any'seriau81multicollinearity,l SUrpmisingly,‘our
retention ratiq:BRA did notjpfqvw_tOvbera goodlegp;?pa;ory
yariablﬁT This may not beuqnqongectediwithxthgAfa?t' -
that it is arpbstuﬁax phenqmgnogq'andiginde_aur rate of
returnxoniequity assetls did not yiel&'ancoméigtent result
a betten?rééult anﬁot be‘expected_from_RRA.

Wg-present the regressiop cogffiqients*of LQR and

its:gontributﬁop-youR? in tgble 5,169_ ‘

It Is qudte obvious from table 5;16 that a wery low
variaiion:in growth jslcausedibylmiquidity ratio.
Alﬁhqughmthé cogﬁficienfs are‘positive (thﬁs'igdigating*

that the more Tiquid a firm, the more conducive it is

lfor.it to grow);two of_them:are not signifiieant , two are
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siignificant at 5% level while the remaining two - for the
whole period, sre significant at 1% Ievelo:vThg
contribution to R2 is also very Ioﬁ. Thus, iiqgidity
ratio has not been & significant dbtep@inant of the
variations in the growth rates: of the Nigerian firms..

TablelsQlﬁ:z Regression Coefficients and Contribution
R of LOR to Growth Models:

Growth | Period | B |Contribution to R
gyes | 1 | 0.227 "N | o0.038
o | cameE o
IT | 0.085 0.013
| (0.084)% o
IIT | . 0.128 0.029
. . A (.O”?O),?'é).xyg o
GINR | T | 1.499 0.020
| (4.175) -
. CIT | 1L.448 0.020
| (8.87) a
IIT | 0.136 0.033
| (0.086) % :

Notes: Ls in teble 5.5 :

Sed Gnowth@ Size end Profitebility of Individuel Firms

As a supplement to our cross-sectiaongll analyses in
the previous sections, we have identified some fast and

slow-growth firms for the purpose of examining the
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interaction among their growth, size andzppofitabiiity -
the three_mai# Variablgs‘that havelbgeh,found to hav¢
some appreciably consi§tent relgtigpahip in the previous
seciignf Whiﬂe,wg»pr@sent.thg size-profitability
regressiqn resulfg in. table S5.17, the growthrprofitability
relationship\ang shown in. table 5.18. _

In.tabie 5.i7 all the eoefficients of size except
one of the slow—growthfa;é less than one. Since the.
regression specifications are inuthg logarithmic: form,
the results indicate that most firms in our sample
negardleés of Whethér_they are slé%-growth;or fgst—growth
tend to éxperienqe a fall in their profitability

Regr6851on Results of log Profitability
on log Size for Ind1v1duél FLTmS -

Table 95.17:

Size Firm Coefficients u
Q. . . b \41-.2-
Net. Assets S 27.1. 1.003 - Q.2Q9
" : : . (Q.537)™ -
o 29,1 “0.400 %% 0.078
. (0.142)™" .
F -28.1 (O ZQB)XX_ 0.025
.. Q.11l4
F 14.8 -0@898 =z Q.025
(0,1491' ' ‘
Turnover S 10.0 = 0.073 0.625%
: . c (0.038)%
S ""122 e 7 0'910.42 ' O Q 005)
L (0.293)
F 14.9  0:879 .. | 0.535
- | - (o.z1g®E | T
F —62.61 00293 Xx 00870
(Q.021) ' :

Notee: 8 =

Slow-growth Firm, F = .Fest-growth Firm
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as they attain a higher siZef “As in. the case of cross-

~ sectlonal analysis, we a2lsc observe that the coefficient
of determination in most cases is very low,. also )
indicating that the extent to which varietion In size
-leads to variation in _profitability is very low. In fact,
the only firm ﬁhat‘rgcmrds a fairly high‘coefficieht.of
'determinatiqn;hés a low regrgssignicuefficient; )
Furthermore, that all the regression coefficients except
one are less than: ene is a‘fgrtbep,gonfirmation:oﬁ;tbﬁ
fact that“profitaﬁility tends to rise at a decreasing

rate with size.. A

Table 9.18: Regresgion Results of Growth on
' Profitability for Individual Firms

Growth. | Firm. ~ Coefficients
 ¢» a b ﬂr?
GNES s 29,91 (00094Lxx 0.688
Q.017) '
N s | -71.26 ”oaoaﬁ,xy_ 0.588
' (Q.016)"F
yi 26.61 | 0.160 e | 02749
(Q.001)
F -167.49 | 0.124 e | 00382
| (0.014)** |
GTNR s ~6.270 | Q.197 __ | 0.507
- (0.043) % -
s ~4.483 | Q.152 __ | -0.401
4 1 (Q.011) S
F. 15.380 | 0.381 Q.671.
. o~ b (pelonmy®EEL
F -62.61 | 0.293 __ | a.870
(Q.021)%F |-

Notes: As in Table 5,17
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‘The results in. table 5.18 fully eorroborates the
crosér—sec:tienali_analyseso mWe Qbserve that there is no
evidence of any negative association'betwcen growth and
profitability aSjpostu}atedﬁin;the Marris-growth.modélm
Although:profits'ane used to.fipance growth. over the period
af studyv the evidenQe pgrg does not guggﬁst_that,_even ~
for the individual4firms, growth ate so deep into. profits
as to cause a reduced or nég?tive profitability. Until
very recently when the economic conditions have become
nather.difficult”.Nigenian companigs are not knowtho have
been making much efforts at diVens{ficatiOn.of.their
product through research:. end development, (Ri& D)

Thus, the issue of spending a reasonable propoftiog of
their profits on growth through R & D .does not grisgw

In fact, as will be shown in.chapten;six, the type of
divénsification,they have begn.inxelved:inmdbes not
require'any\research as it is, in most cases, backward
imiegrgtion.inﬁo,lgcal sourcing of raw materials. In the
few cases where research hawe been involwed, it has always
‘been. in conjunciion. with foreign technieal partners or

associates.
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-CHAPTER SIX

NON-FINANCTAL AND EXOGENQUS FACTORS IN
v . CORPORATE GROWTH

In chapter flve, we 1dent§ﬁied profitability as a
key factor in the growth process of Nigerien Cempanies.
Howevgy%xit is only some percentage of the growth
" process that can be attimibuted to profitability, the
remaining percentage being constitgtediby a number of other
factors exogehoué to,the operatiéns of'themcompanies?
seme of which are economic and some¢-of which are non-
eabno@icﬂ Such factors cannot be readily subjected to.
such.statistiqalﬁand‘ecoppmetric.teqhniques as wewhaye
done i@ pesting<fbr'§hg gystematiC‘influences of size and

- financial characteristics. We have made: an. attempt.to
fkideniify'sgchﬂféc$orslthnough;§(ques?éonm@ire survey,
the results of which:are hereby analysea"

6.1 . 'Buginess Objectives

Qui point of’ departure is_ip;rggardiQﬂ.theépuginess
- objeetives of firmsw LWg have observediinichapten:two
thatﬁconirary,fé‘the:pgstu}gtetof;the traditional theory
;of,the.fi?m, modern business.ofganizatiqps.@end“tq.have
Objecxivesfothen*than:that;of profit maximisation.

Tt apgears plausib1e to postulate that business’objﬁciives
will.ﬁévelsomeminfluepce on. the grgwthlpatternslof

companies. The suggested alternstive ‘business objbctives_
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in“Nigerian firms together with the frequency‘of responses

in our sample@ flrms are shown in table 6.1

The first 1mpress1on from. table 6.1 is that all the

+ companies con81ger‘bothwproflt maximisation and

meximisation of growth rate of ssles as either very

important or. important,

Table 6.1:

. Company Buginess Qbjectives

fwo objectives as unimpartant. Expansion of market

non&~of;them rated neither of’ the

Alternative

. ‘Business

" Objectives

F”Véry”"
Important

Important

"U‘n.- ' .
important

Very
Unimportant

i ney”

e
que-

Per-g
cent -
age»

Fre—
que-
ney .

Per—-
cent-
age

Fre-
que-—

| ney -

Pef?,
cent-
age

Frée

neyr.:

que=

Per

cent-
age .

Profit

.. Maximisation

. Meaximisation

of the Tevel

. or.rate of

- growth. off -

seles:

Expansion: ofl’

. market size
: of-prpducts

4

" “tion in order -

Diver51f¢ca~

tio reduce

dependence. on

Jexisting

products

. Expansion of

net assets

. in relation

tolothers

g,Others (e g

,%Employment

Generation)

a1

. 29

32

14

19

72,09

6.7 «44

7440142

32.56

44,19

12

14

.10

14

283

27.91)

32%.56

235 263

32.58

53.49 |

Q.

14

.0.00

-0.00

2,82

32.56.

2.32

0.00

Q.00

0.00

2.32
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size oﬂ"producﬁs,recgrds thg highest ra;ingq‘in,terms of
.heinglmery}imﬁmrfaﬁt,.but is also rqte@!asxumimportaﬁt
byfong,comp;nva Exbansion.of netiassets;in.relgtiqn to
otheps° is.élsolhighly nafed5 excep&lthat only 19.
compaﬁiesz(44 19 per-cent) rated it as very impértant,
as compared’w1th 29 companles (67 44 . per'cent) for |
mexdimisation of the 1evel or: rate of growth of’ sales
our alﬁernatlve measure of growtha The . formen alsﬂhowemer-
rated as lmportant by 23 companles (58 49 per cent) as:
.wcompared with 14 companles (32. 56 per cent) for the
latter DlV@TSlflGatlon h@s the lowwst ratlngs w1th.14
cempanles (32 56fpan cent) raﬁ%ng 1t as very:x.mporﬁam;m
It also has an.equal number of ratlngs as. 1mportanto It
rccords the hlghest number: of unlmportant ratlngs and. it
is the only'obgectlwe that 13 rated as very unlmportant
by’ one companyw_ Alﬁhough 1n relat;ve terms 1t appears:
~ to hawe: beenlraved low cognlsance is takenhof the fact that
in absolute terms, 1t ‘is. hlghly rated* ove 65‘per cent
off .our nespondents rated 1t as. elther very 1mpontant or
’mmporﬁant. - . |

The 1nférences we: can. dnaw Lrom. tabl@ 6 L. are:, . that in
'11ne w1th the modern theorles of the flrm especnally R
.xthe behamicural theory of Cy&rﬁ and March, ngerlan4
rcompanles have muﬂil-dlmens1enal bu31neéé obaectlves

1nc1ud1ng growth.of turnoven and netl-assets.
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-Apparentiy however, more cqmpanies are more concetned_with‘
the growth of their turnover than with addition to their
étock of, net assets. This cenforms with. the exgeyience:of
Baumoln(1967)-who:ﬂbund ﬁhaﬁ'Managers are'pre—occupied
with fhe maximisétﬁbn of sales. It cowld. be arguedkthat
in the proccss of pumsulng the growth of sales -
objective, companleu may have to be bulelng up the stock
.of thelr net asmotu, @speclally that we recorded high
.correlatlon coefﬂlclents in our cermelatlﬂn analyses aof
chapter five. | )
‘C Amihngb%noomywas-given.fer the companies te- indicate
fany,athérlbusingss @bjective;whichawa&*not;inélud@d in
Athelﬂugg@&ted.altern@tiv®s9-@ﬂly‘twa-indicafed
'maximisatien5cf~returmsq@m;shareh@ldensfufgﬁds"gé'werj
importaﬂt'<while;another compamy'indicatéd.that 6mé of
its. mmpmrtant obaectivem 1s empl&yment generatlmmol
In r@sponse to our questien. asg te whether the
-,camp@nlaa'had=cmurse to ‘change-emphasis  firem one perticular
ijgciiveitwwan@ther;ﬂa'féw-g@vermegative*anawers,*l&:
unesp®mded in ;the- afflrmatlv@ while mﬂaarlty ‘did - met give:

- any r@ap@nueo M@st ef the. cgmpanles that resp@ndedxlm the

Lo ,W@ suupected that elther the eatabllshmemt ar lecatlmn
ol the: partlcul@r emmpamy with employment generatlen -
a8 one of its ebjectives is pelitically motivated
since it is a textile company which: requires high-
labour input. amd 18" 100 per' cent government ewned..
Moreover we see this ebjective mere as a secial than
a business objective.



184

affirmative indieated: that they have had course te change
emphasis to diversificatien in recent times.. The cause
for change of emphasis is summed up in the resbonse of
ene--cempany that .

dynamic business management demands

a mix of seéweral variables and the

company . has had te change emphasis

from time te time to meet with the
challenges eof the time

Thus; the enly cempany that rated expansien ef

market for existing preducts s en.unimportant business

\’I

ebjective had indicated theat
as more oil millers are springing
up, we had %o censider the increase

in the size of our productis® marke
- which hitherte had been our. domainf

 Wnile this compeny had to change: emphasis as a
~result of physical chenges in:its business envirenment,
another changed emphasis on the basis of general ecenamic
altenatieons gs'it neported~that
‘,durlng pevleds wheré growlth was
p0851bl@, the emphesis was on
. increasing merket share..
Currently, with existing various
cmntraints on eptimum: productu@n

‘capacity, the emphasis has’
shifted! to max1ma31ng profltabmllty

The ;nference Qne can draw frwm thlo is that Sane
the change 1n emphaSls fram the grewth-obaectlve 1s @

negent phenomenom,:thelbueyant 011,boom .era was a growth -

2.. The company is engaged in vegetablle oil refinery
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inducino one while the more diffiéult times of the

r@00581mnary period has been d@mlnﬂted bJ the survival
SR VY

gbapct}ve.” ThLS ‘accounts for the change in emphaSLs to.

diversiﬁicatlonzby most companles that responded. to this
question. DLV@TSlflCBthn therefore hao been as a regsult
B ' . coodlp o ‘ s . . '

of a harsh.economic environment rather than.as a means

of achievimg growth in the face of restrictions imposed

R

on a company®s ability to grow in its existing products.

'a§ proposed in the Downle-Penrose-Marrls growth model.'
Wé note: hgwevwr that dlver51flcatlon im the present case
hag beennmainly-lpltgrms @f;backwarQ1nheg?atlpg into.
agyigumﬁure in;érd@r to be able to source raw materials

locally.. Th¢s does not fall lnto any of the types of

dlvers1f¢cat¢on as proposed for 1nstance by Gort (1962)

. 'x\ Ly &I;t':., v

@*Zﬁ. Influences on Companles Busmness Objectlves

S K g ey

We. also uought t® know the factors that mmst
1nfluence the companles“ overall bus1neos obaectlves.
« ‘- { . !

“The‘gggggsyegja;;ermatlves and the respomses are shown

_ in: . table 6.2,
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POSSLble Influences on Companies? Overall

: Bu31ness Obj@CthhS o

Very Un- | Very
'Tmportant | Impertant impgrtanﬁ_ Unimpqrtant
Influence on . ;Fre4'Per~“Fret»Per; Fre-|Per- | Fre-|Per- -
' Companies' due-| cent-|que~-|cent-| que-|cent=| que-jcent-"
Obaect1vw imey. |age. |ney. |ege. [ncy |age necy | age
11 Boqrd Members'..' . . | -
Vlew/ ) B . s - foTe . had ’ " - we T
Asplratmnns - 26 | 60.46| 14 [32.56] 3. €.98) - -
\ P 1". :: [ K f ‘ i.‘ . .
2 - Company *s
’ “ Chairman's
View/ - C ' S I o
Aseratlon .17 1389.53| 23 853.42| 9 120.93| - -
S N o
3 Vlews of’
‘other” ' . R Y2 ) S
employees: 10 | 23.25) 24 [55.8L) 9 |20.93.| - -
4. Gonditiqﬁiin
- Product BES e N
~ market | 8Q [€9.77] & [18.6L @”.fl1ﬁ63, - -
Oio Specialist’s.' ) \ B -
Advice: 18 | 41.86) 22 |51.16) & 6.98} - -
6. Oplnion of"’
- major 1nsf1-
tutional ™ - S B R : ' ' .
H.Mshareholden' 41 9.30f 26 |60.47 4 r9,.3Q 9 120.93
7. Opinion of" u N
Indiwiduall . o ' R R - .
shareholders 4 1 9.30] 23 {583.49} 6. 13.98 | 10 | 23.26.
8.. Government e S |
" Policies 28 | 658.12] 15 |84.88] O 0.0Q | = -
9. General n |
. Beonomic: - N R e R
Cond¢tlons 29 |67.44L) 12 127.91 | 2 4.65 - -
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- The mnst}important factor influencing companiesﬁ
overall.bus1ness obaectlvos as shown 1n table 6. 2 is thﬁ
condltlon in the product market. Wlth as many as 30
companles (69 77 per cent) ratlng 1t as very lmportant
hond 8 companles (18 hl per cent) as 1mportant it shows
, the extent to whlchAthe“runnlng of bu31neso 80t1VltlES
are based ory oconomlc con31deratlonsa, We also observe
that S companles (ll 63 per cent) do not cons1der thls
factor as.anilmportanc influence on their business:
ohjeotim@s. We discovered that such companies are those
in which government participation\ﬁs very highs.3
Such‘companies rated gowernment policies as very important,
although 1t ls an 1nfluence that. 1is so gcncrally rated
by many compinlesn ' “

| Condltlons ln tho product market is closely followed
by .the general economlc condl’clons° We haue already ‘
Amnﬁerred 1n'sectuon 6 1 above that th@ general economlc
t condltlon lS a strong factor thai 1nfluences the companles'
bu31ness obaectlveswv Thus, lhe ratlngs 1n table 6 2 ' )
u,wh@re as many as 29 companles (67 44 per cent) rated it
as very 1mportant 1z companles (12 91 per cent) as

lmportant and only 2>companles (4 65 per cent) as unmmportant

is @ furgh@n:oonflrmatlon of the inference drawn. Further

-

'39_- Dlstrlbutlon of the Companles by ownershlps is:
shown 1n apoendlx..
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discussions on, the effects of general economic conditions

on the growth obgectlves of the companies are undertaken

k!

in sectloﬁ 6. 5‘below.

That all the companies regard government_pslisy as:
either wery important op“important as a ﬂaqtor that
inflﬁsnces their business objectives mey not be too
surprlslnn since they are all obl;gedlto keep thelr
operations within the Iaw: of the 1andg The ablllty to
. move. purposefullly into any aréa of sqanqmas sct1v1ty is:
meryjmuqhudspehdenﬂ on gomernmsht poliicies. Eurthe:
discussions sfthisﬂgarﬁable as 1t effects ths_grqwth of
fifms are conﬁsined’in.sections.é.giand 6.5 below..

As epposed to the traditional theory of the firm in
which: the enfrepreneuryis the one-man Jecision taksr,
most of our camaanes conform with the modern corporate
organlzatlons 1n whlch decisions are taken by a group: of
pensons th constltute the board of dlrcctors of thﬂ
companies., There are. mevertheless, gome that. are owned
- and cgn¢rglle§}by;}nq;v1duals,. 26A(60@46_per‘cent) of
Qur-¢ampaniesaindisated that theif ﬁoar& members® views
and aspiratioms are very important in the dscisisn
~ making procsssywhile'lﬁ.(Szuéshpsr cent) indicatedithat
it is imporﬁént“ 'Bicmmpsnies (6.98.9@r cent) regard

it as unimportamt.v These: are the owner contrelled coempeanies.,



189.

Cgmpanies‘ Chairmen are usually people wi?h Wide
business experience and in soeme cases, they also serve as
the Managing Direcctors/Chief Executives:;of the%r'companigs
A report;onlone.oﬁ theﬁghairmgn/Chief'Exeautiyeg ipdicates
that hée symbolizes the soul of %hc”ent@rprise, sets the
agenda’ defines the parameters and breaths life into the
venture. Of émother, it is said that whenever a concensus
is not reached during board meetings he calls his final
decision and everyone musti fall(in,line. Thus, we find
that in. 17 cases: (39.83 perﬂcenf) the views/aspirations
of . the chairmen are rated as very'importantiin the
decisionfmaking prpggss,'while they are rated as i@pgrtant
"by'28 cempanies (53¢49\p§n'cent) and unimportant by 3
cmmpaniesﬁémga;pen~cept)o

We obserﬁe_that;other_emp}oyees of the companies

cannot be regarded as mere passive factors of preduction

\

“which. can' just be manipulatediat will. This is because
their own vwiews and aspirations have some extent to

which. they influence the objﬁcxiueslgf the cempsanies.

‘They a#e%notlmere decisionﬂegecutors. Although- only

10 (28j25)pen‘cen$) c@mpanigs,rated;this as very important,
'aS'many'as 24 eampanie$’(55¢814pen'ceni) rated it as
important, while 9 (20m93kp§r'cent)>rated‘it as unimportant.,
It thep follows thaf_fqr~m@st Nig&nianﬁcompénies,,thﬂ

workera_which‘include top:managemen%,take part in the
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decision;making‘process, although. they may not be as
strong as the'board,members;and therefore may often have
te trade-off their own vwiews and aspirations in favour
of their employers.

Spedialists are eithen'inﬁfprm,oficonsultants or
some individuals withip'tap management, especiallyvthe
chief'executive<wh§ must have acquired = wide range of
experience before getting to the tep. We observe that
this group of -people. have some fairly high degree of
~influencé on the overall.objectiyeé of the cbmpan;es.
Although. we do.not_havefdatantg suggest the number of
available cansultancy-qompanies or .the rate at which they
are:sprihging up;vthe evidence<from.au2 survey,indicategz
»that Nigexrian maanacﬁuring cpmpanies-are makipg good use
of their services. As many as 18 cmmpanies (41 éé per cent)
regard! it as important while: only 3. (6.93 per cent) |
regard it as3un1mpqrtantfj leen the extent to whlch,the
general eaonomic'gpnditions shape the objectives. of the
Nigerian companies, the relevence of this factor must have
become. more pronounced in recent times as effort to keep
a company'aflqaﬁ or: even tp make the.b@st aut. of the
enviranment for expangfonary purposes may require the
expertise. af specialistsf |

The only two factors ip.tablg é.Z'that are rated as .gw,”

very unimportant by some companies aré the opinion of majonn



~19l

‘institutional'éharehclders and the opinion of individual
shereholders.: Also, 'they are the factors that are least
rated! as very lmportant, with each being so rated by only
4 companies (9.3Q per cent)m. prever5,they are rated

as imporﬁant by 261(50447fper cent) companies,and~23
companies (53.49 peﬁ ecent) rpespectively. The low ratings
of these faclors may not.be uncennected withlthe fact
that although. the shareholders are the owners of the

. companies, most.of.them_aye,moré detached. from the
decision making organ i.e. the bgard.of directors, than
any. other member of the coalition that make up the
-compenies. They only have their views made known‘du?ing
annual general meetings\which,cpme up: once in a yearo
Moreover a greater majprity of shareholders rarely

attend §uch;meeﬁimgs. o - _

A sxpthesis of the snalyses of tables g.l‘agd.é.Za
shows that the multi-dimensional business objectives. of
Nigerian manufecturing companies are.formulated. by
Board members subject to the general economicvconditiogs
as modifiedibyhgowernment policies. and which”inuariably
dedermine the condition in.the companies® product markets.

| For our purpo§e,iwe ident;fied growth of poth.turnpver
andﬁnet;assets as some.oﬁntpe important_business ijeahives
whichihave.been negatively influenced in’ recent times by

the general economic conditions. Haﬁing identified. the
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growth objective (i.e. the willingness to grow) we
proceed. to exemine in more deteil the factors considered
by_companies as being most important to them in the

nealisation;of'this objective..

6..3 Growth Indueing Factors

The relatiwe importance of some suggested alternative

factors in the growith process are set aut in table 6.3.

N
\
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Table 6.3: Major Seurces of Growtih

Very Important Important - | Unimportent - Very Unimportant
, Fre-  |Percent-| Fre- |Percent-| Fre~ |Percent-| Fre<"|Percent:
.- - Means. of Growth — .~ = Quency|. age: |quency| ege |quency| age . |quency| . age
1. Overall Expansion of ) ’ ¢ - ' o » é
Existing Mesrkets 24 58, 81 & 37.21 3 6.98 Q.
2. Reorganization of -~ T O ) N s
lienagement 14 32.96. 25 a8.14 4 2.30 0 L.OfOO
3. Competitive action to :
* expand msrket share in ) B ' T ' T 1
existing market - 25 88.14 14 32.56 3 6.98 L:]x 2.32
4, Diversification of ' b
© Product renge through o ' " ‘ - B
new product development 18 41.86 14 32,567 9 20.93 2 14
5. Diversification through - | ‘ B
~ some other means ' _ B
(e.ge property: e e T - T o S
investment) 7 16.28 16 37.21 11 | 23.98 9 ]1.20.83
6. lore Intensive: " e - ) S I R
 advertising 18 | 41.86 15; |34.88 | 7 |[16.28° | 3 | 6.98
7. High Profit Rates 19 | 44.19 21 | 48.84 ES 6.98 0 | 0.00
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The most iImportant sources of growth. as evidenced
from,table éOBJare competitive action to expand market
share in existing market.gnd‘oyeyall expansion~o£:existipg
markeﬁs’which.are rated as very important by 25. companies
A(Sﬁeléiper aemt)‘a@di24.compapi¢§c(SSuSl penqgept)
respeciively, and important by 14 éomp@nieg (32.56 per
cent) andiié cmmp§pig§ (81m§l p§n cen$) nespeci;yely;

: They_arg close;y'fellowéd by highgr,profit;rates, more
advertising andero@uct range diversification in that
order.. The firéﬁ:is ratediyery important by 19 gmmpapies
(44.19 pen'c@mx)“and the last two by;lB,campamies.(4l@éé
per cenx) each. They aré also rated as important by
21 (48. 84 per: cent), 18 (34.88 per cent) and 14 )32. Sé
per cent) companles respectlvelye B |
- W@IohaerWeﬁaigl;gh; varlgt;gn beﬂwee@;theuyggglf here
and that;of chaﬁtér'fiwe:whera our regresaion resglis;
i@dicatédwthataiériatiog_in:pr@fitgbilitymacceupﬁg_for an
average ' variation Qf'ab@ut»7olper’cent in met assets and
ab@utfﬁ@ﬂper @entnin>turnover-uaGiwenuthe&e'regultg, it
would hawve been'expectedojhat high profit rates must be
‘rated most highly u:'ias a2 growth inducing faecter by .
our n@spondenté. ‘._ ”l

‘The explanation we offer for this s ‘that the two.
most highly rated growth inducing factors must be highly
correlated‘w1th profltabllltyw We posmt that ¢f thase ﬁwé

factors have been equally quantifiable as profltablllty
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for regression purposes, the problem of multicollinearity
would have made it difficult te include them in the same
regression model with the latter. _

In fact,that the three variables are higbly_g@rrelated
is clearly borne: out of the faet that 40 firms (93.02
pen'cept) rated_bothhomeralllexpansion of existigg
markets.anﬁzhigh;profit rates as either very important
or important while 39 firmsu(90970.per'ceni) rated
cmmpmtitiwe_actimn t9_expand‘marketushare inhgxistingz
market. as eithen;veryﬁimpqyﬁmnt or important;é

Managém@ﬁt structure rqforganjzatibgmfprmsLthg third
c¢lass of ratings while_divérsificatian through other
meanslis l=ast ratediagryery’important,.

That éompeﬁitiyeiacﬁion to expand market share in
existing“markgtuhas tye;ﬁigheaﬁlratings as being very
Aimporﬁant-conﬂbrmé with the ratings in table é 1 where
ezpanSLon\of market 51ze of products ms rated’hlghest.
Whlle expans¢on of market size may 1nvolme compeﬁltlve '
.actlon to expand mgrketmshang ;nlex?st¢ng'market, }F,may
alsq.inyolvegegpagéiopwinto newpgeographical afeas.

Wbichewerﬁsﬁnategy iglemplaygd ip achﬁgving’the-
objective, advertisemqnt‘ig one formiomithe other may be
hecegsarytexcept,that while“advertigemcnﬁ;in.the former
case:may:be;pprsgasiveg it is igformatiye|in;th§v¥atter@

Thus the rating.of?advertisement as qne oflthe,szt important:

4., PFurther dlscu331ons in the relat10nash¢p among the
varlableo are made below
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,‘means of aanevamg growth 1s not unexpected ) In the
first sub-perlod of our study when the N¢g3r¢an economy
wes buoyent the high purchesing power made the economy
to be a seiler*s,one. Ip“fhelm@re redent fime of thed‘
‘second sub-perlod the frends have changed; Table 6.4
‘lndlcates the V¢GWS of our respondentu on. the degree of
:;competltmom.+nlr¢centlt}mesﬂ Iﬁv;QQ1qatgsuth”keen

- competitiaon has become in recent times.

ITable 6m4:”-Tpends in'Compatition hetween I974'and‘l985

Number of
Trend | Response Eercentage
10  MuCh moTe comoetltlve' 33 - 77 4
A2._‘Palr1y more oompetltlve 7 f‘ 16 28
3. No change mn comp@tltlmn . 3 - 6.98
_4@ Falr less compeﬁltlve 0 L O;0O
S. Much. less competitive: 0 .. 0.00

» The Chlef Executlve of one of the campanles had
.explalnsd that with the genenally harsh economlc condltlon;
‘the conaumer had to re-order hls prloritles and this makes

: Lt necessary for the companles to understana the consumer
;and the market better as both of them were becomlng more.

. complex. This, according touh1m4callslfoy mq;eiparketlng

‘expertise which involwes pursuasive advertising among
Fo T R T T L oo "
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omher thxngsoz Expan81on through com@etltlve action is
therefors mors relevont ﬂor the second sub-perlod thon
for the flrst.;-We however observe that although as many
as 33 companlos (76 74 per csnt) rated advert1s¢ng as
eLther very meortant or 1mportantm 10 companles
(23, 26 per cent) rated 1t as elther unumportant or very
Vimportanto ThLS group of compmnles is constltuted malnly
Iby those: 1ﬁ ‘the food pro06531ng and. pharmsceutlcal
| 1ndustrles where both income and. prlce elastlcltles are
low.l Most of them also fall inte, the category of
coupsnles that indicated that competition has olthers
reméined‘the same or incneased only slighilyb o

Apart from the etpan31onary effects of advertlsemsnt
on ths overall growth of companles, we bel¢eve it is a
devclopment that anduces some posltive changes in the
overall economy in the sense that 1t affords better
-serv1ces to consumers through offering of varletles of
qual;tatlv@lywaud reasonsb;y prlced:produots. It is no
wonder then ohat a closo sssociation is reoorded’beﬁween
adventlsement and diversifidation range through new
products as means of achleVLng growth, ‘

18 compan¢es (4L 86 per cent) rated’d1v0251flcatlon
through new puoducts as very 1mportant 14 companles A
| (82,56 por cent) as 1mportant and 9 companles (20 23 per

.ocent) as unlmportant. Only 23 companles (53 49 per cent)
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rated le@tSlflcatlon through other means as elther very
1mportant or 1mportant.. These other means 1nclude
property 1nvestment and equlpment hlrc. The remalnlng
20 companles (46.51 per cent) do not have any other
means of diversification. Theoretlcally, diversification
may'take.place fpr onemormmore“regsqnsh

(a) from a desire to spread risks or compensate: for
' seasonal or cyglical fluctuations in. demand.

(b) because: of the existerice of spare management
Coor productlve capac1ty and ‘

(e). from a desire to grow faster; and earn greater
* profits than are possible in existing markets’

which may be.declining or expected to decline."
The'tﬂirdlreason appears to have been,fhe majpr cause of
diversification in the case of Nigénian firms,
;specially when we examine the major types of diversification
they have been undentaking. .

The:Gentral Benk of Nigeria, in the early years of
the pecqssion consistently'pgporte@ that the indgxpof
manﬁfactpring prpéﬁcﬁiqnlﬁeclipedpgue fo shqptageuqf'raw,
matenials resuﬂting from iMQorﬁ:restrictﬁons;6. Thﬁs?,as
earliefpenuﬁciatedéin section 5.2 abovp, mostnofithosw
companies that responded-in'the affirmative toiour

question as to whether they have had cause to change

‘9. . Bannock, G°s:%axter, R. E. and Rees; R. (1972),
The Penguln chtlonarv of Economlcs Penguln Books,

6. See for example, Central Bank Annual Reports and
Accounts- f1979L p. 14,
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emphasis from Qne business ebjective to another stated
that their diversification had been in form of backward
integration to agriculture and farming. The bréweries
in particular have used the epportunity of.sourcing their
raw materials locally to go‘int@ the production of malt
drinks which do not enly hawe technical propinquity with
their @rigiﬁal preducts. but come from malted grain which
éan be 6btained'locally. An executive of one of the
brewing.cémpanieS'hadvstated that it is their belief that
. the more: the contents of a preduct are sourced locaily
the more its owners‘ confidence in\it. There are some
othe; cmmpanieslthai actually went into the preduction
of other prédﬁcts‘that are not necessarily based on local
sourcing of raw materials. TFor example while a furniture
makingcompany'statea,tha;wiﬁlrggenily went into
ﬁanufacﬁuring of lecture seats for’botﬁ.junior and higher.
schbols in_addition te Its @riginai home furniture making,

a tyre making company indicated that in the early 1970's
it was engaged only in bicycle tyres and tubes o
menufacturing, but hes had te add 'motor.cycles tyres: and
tubes, adhesive solutien and ether rubber products.
Although, as noted above we observe that as many as

40 companies: (93.02 per cent) rated high profit rates: as

either  very important or importasnt thereby further
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corroborating the result in chapter five that
profitability is s.major corporate growth determinant. in
Nigeria,lthe result here suggestg thgﬁlprofitability

is not gll that metters or that matters most.. 1In the
first place maﬁority of t@e‘companies rated it és"
important rather than very important, and in the second
place lt lo not the most hlghly rated as very 1mportant.
»However, as also earller observed it ranks equally

with overall expan31on of ex1st1ng markets when the
ramklngs as very 1mporﬁant and 1mportant are con51dere@
togethero The result here is further supported by the
‘Central BanL o% ngerla annual reports which 1ndlcate
fpr 1nst§nce that in 1977 a large proportion of both

new investments gqq,working;capital weré financed from
internéi‘resources. Whlle 55 0 per cenﬂ‘pf new
“anestment by the manufacturlng companies generally were.
_flpancedrfrom internal resources, about 66.4 per cent
of'fhe woyking cap;pal came from the same sqﬁrce.T
Also, in 1982 It was reported that companies' own funds
.Vne?ained the‘ﬁajor séurce of investment fundé, accounting
Hfor 50 2% of total funds 1nvested & The trend.has

remalned almost .the same over the years”

1

7. Ibid, 1977, p. 16.
8. Ibid, 1982, p. 19
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Lastly, we also soﬁght to know the extent to which
management structure re- organlzatlon Lnrlucnces the
growth of Nrgerlan companles, 14 companres (32 56 per
cent) rated this as very important,, 25. (88, 14 per cent)
rated Lt as rmportant whlle it was raLed as unlmportant
by 4 companles (9.30 pex cent)

The importance of humaen resources in any organization
cannotvbe overstreésed and We believe that the prqvision
of adequate tralnlng for staff at all levels w111
certlanly make for greater eff1c1ency and motlvatlon.
That the manacement and staff of ngcrran companles hawe
thh motlvetlon lS reflected 1n the fact that maaorlty
ofﬁthq_qompgnlgs‘raﬁgd‘pqrngneldprqblemg as{eljper
unimporjant_or'verx unimbortant_fac@or‘among’ﬁhose that
hinderitheirzgrowth (see*table ;.g), A.ﬂﬁrthér _.
attestation té this is borne out of‘the_ﬂééi_that much
.acqoladéé aréloften showered on the menagement and staff
of cempanies aﬁltheir apgua;‘general meetings Whére on
. some occasions, some workers are awarded long-service or
dedlcatlon to duty merlt awards..

Furthermore, as postulated in the Penrose-Marris
growth model, the plianning of dlver31f1catlon whlch we

have already identified and discussed as an important

growth determinant. is pedr excellence a typical function

of hlghumanagement.gl The fact that.take over bids are:

9- DeIVine, Po 4I- e_'t!‘m E:_L; Op.. Cito po 191- |
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uncommon phenomema’in the Nigerian business system may
in psrt be an: indication of the efficiency of menagement
of the companies, especially the private ones.lqh One of
the company chief executives explained that management
consultants were inviﬁed when the top menagement of the
company:was to be constituted. This obviously was in a
bid to seléct the most éffic?ent.teamm However, the
level of development of the stock market might also

have accbuntedﬁforuthe nonmexistencé ofAtake-OV@r bids.
The major type of structural.qhgnges that take place
within the menagement set up of the.companies:are’either
retire@ent or resignation of members who are immediately
replaced by other members within the set: up. TIn view

of the fact that most cempaniesﬂtrain their stéff up to
management lewel, their management do maintein continuity
afﬁér resignation or retirement of any member. For
example,\it is notvgncommon fqr companies to spoﬂsor
rtheir employees to attend conferences or seminars at
which they acquire more knowledge espgqially’about recent
developments in their various fields of speclalization
with a view to enhance their efficiency at work.

Sponsorship for in~service training programmes in form

10, Publi¢rCompaniés° Menagement are often politically
' @Ppointed. Hence, the issue of take-over may
not arise, except that a new government may have it
dissolved and reconstituted.
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of either certificate or dipl@ma'courses at specialized
institutions are also avwaillable in some companies.
Furthermore the larger companies are known to have their
own training schools where newly recruited workers are
acquainted with the level of development, operations and
expectations of the companies end @n~the-jbbltrainihg ‘
provided for other categories of workers. Moreover, the
establluhment of an Industrlal Tralnlng Tund (ITF) by “
decree 47 of’ 1971 for the purpose of tralnlng ngerlan
Managers has gone a long way to enhence the quality of
management staff in most Nigewrisn companies. The ITF q
was established in response to the need of those )
companies which could not afford to own private training
schools, end it was to run. warious tréining courses or td
finance approved courses and facilities prowided by
'empl@yers. It derives its flnan01al support from the
Federal Government and frem ‘compulasory employers

contrlbutlons,

" 6.4 Government Industrial Policy Measures:
- v and Corporate: Grewih

begxnment.induatrial podiicies censtitute a class. ef
facters that influence the grewth precess of cempanies
in that the pelicies are eften fermulated within the

fromewerk eof evvemall nastional development plans whichk
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regard indusirialisation s ging gua nen in nalienal

efferts o achieve its develepmental goals. The pelicy
pessures adopted therefere sre mesny to crecale some
.c@mduaﬁqe business envirenmeri for the companies which
constituie the indusirial eecetor.

‘We also observed in sestlen $.2 above that gowernment
pelicies generslly eomsiitute sn important influence on
the business objectives of the comp?niese' Specificaily,
we now examine the direction of influeﬁcé of éome |
iﬁportant government polic& meagures, The rela@ivev
importan¢£ of these pollicy measurés inaﬁhelgpowﬁh process

of the companies is shown Iin table 6.5.
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Table 6.,5: The Relative Importance of Govermment
-Policy Measures in the Realization of
Company Growth Objectives

Very | Un- Very
Inportant |Important | important | Unimportant

Fre-|Per~ |Fre=|Per— Fre~] Per-- Fre-|Per-
Policy | Que-} eent-]que-| cent~ que—| ceént-|que-|cent-
Measure | ney |age: |ncy |age |ncy |ege |ncy |age

1. Pioneexr . : ~ R i
status . 6 {13.95f 11 [25,58] 16 137.21] 10 |23.26

2. Relief fromi
© Import o SR R - )
duties 12 (27.91] 16 |37.21 8 118.6Q 7 11625

3. Accelerated
Depreciation _
on. Capitall : e "N C : o
invesiment 2 {20.93) 18 [41.86| 11 125.58] S |11l.63

L. Tapiff S U R R
Protection 10 |23,26,| 20 |46.52 | 13 130.231 o | 0.00

| 5. The
= Nigerian
Enterprises

Promotion ' SR - ,
Decree: ™ 12.127.91 | 19 [44.19 |12 |27.91 | O | 0.00

The first impression one derives from table 6,§vis
the fact that none of ﬁhe government polic&‘meagurgs-
~enjoys sirong poqglgr_support from the companiqsisinée
nbne:of_the measures iS'rat§Q'asxvery'impoqtant by up: te

30 per cent of the.companiesow:Weak.popuman support is
evi@gncedlin‘tpe.“imgortentf‘aolumn‘wbene three of them

are so rated by over 40 per cent eache

-
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The Industrial Development (Ineceme Tax Rglief)

' &ct.1958 as amended by Decree le. 22 of 1877 isfan act
that was designed to atiraet cepiial to Nigeria - in the
develepment ‘of ‘hex natural.reseur@es and“the;expapsion
of her industrial capacity. To enjoy the benefits of
the act, 1t is necessary'that the industry or product
it is proposed to establiéh, develop or produce be

1l

declared a pioneer industry or pioneer product. Also, .

a public. limited liability cempany registeredxin the
country is eligible for a pioneer‘certificate. &
company that is granted the pioneer status is exgmgteq
from income tax for a'period of not more then three
years in. the first instence, subject to certain

conditions, the most important of which are that:

(1) the compsny shall not engage during
the tax relief period, in any
enterprise except the pioneer
“industry in respect of which the
pioneer certificate is granted and

(ii) the company shall start te operate

. the factory or where a mining company
is concerned, begin operations
within one year of the date estimated
by the compeny in its application.l@

11. TFor the list of pioneer industries and the
corresponding main pioneer products, See Nigeria -
Company Handboeky Fourth Edition 1988 pp. 487-489.

12, Ibid, p. 486.
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Subject to some other cenditions, the tax. relief
period msy be extended for either a pericd of one year
and thereafter another period of one year or for one ;.
period of two years.ls |

Philips (1969) had.indicated that ten yeers after
. the enactment of the Act, 340 applications had. been
submitted, of which only 179'(52.65,per cent) were
approvedy - Of these_succzssful.ones, 101l had actually
commenced. eperation. Twenty years after-1989; =lthough
pumbenioﬁ“companiea
that have applied: or on the ones that have succeeded in

we: do. net have: data either on the

getting their applications spproved, evidence from our
survey suggests that the policy has not benefitted _
majority of Nigerian compenies. In fact with.only sixt
‘companies (13..95 per cent) rating-it as very important,
11 companies. (25.858 per cent) as important, lé‘(37.21
per ceg;) s unimpoertent and as many as 10 £23°36 per
aént)_as very unimportant, it. is the lowesthratedipolicy
“measure in the survey. . Meny. companies must have been
unsuccessful im their bid to enjoy the benefitsqu the
Act, and meny of those who. got thcir_applicatiops’approﬁed
in the first instance must have: had difficulties in |
getting an extension approved. These unsuccessful bids

may not he unconnected with the numerous conditions

13. Ibia
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required. for an appIicatiqn,to be approved. In fact,

no application for the issue of a pioneer certificate to
any company could be made unless the.estimatedfcost and
qualifying capital expected te be incurred by the company
.on a@r befbre-production dey (if fhe application was
approved) is an amount which:. |

(a) in the case of an indigenous-controlled
' company is not less than ¥50,000 or

(k). in the case of any cther company,

is not less: tham ¥50,000.14

Thus,, the'cost Iimit sutomatically disqualifies the
smaller cempanies.

However, we mote that the measure is aimed at.
enhancing the decision to set up’businesses,nather than
their growth. Yeﬁ;PhiIipé had found that the companies
in his study might: have had their growth assisted. by the
policy meaqure?if‘im,had;been;fe? that purpose.

Relief‘from‘importAQuties is an espect of the approved
users scheme which alioWs for either exemption from
import duty or'grants a conceggionary low rate:of import
duty on materials brpgght into thgﬁcauntry.fon.useﬁin the
manufacture or process;ng of geods or in the pravision
of services, provided that certain conditions are |

fulfilled . >

14. Tbid, p. 486
15. Ibid, p. 489
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‘As with inecome tax: relief, import duties relief’ is
Intended as a measure of temgorarywassistance in Q:der to
enable a“newvcmmpény;to be: established in Nigeria er for
an already established one. to grow en a scale suitable
to the country's overall econemic requirements.

The encoufagement recordedifrom-this:measu?e by eur
‘respohdents is bettﬁr'than‘ﬁhat @f the pioneer status
~ with. as many as: 12 compenies (27.91 per cent) rating it
as wery important, andllé,gombanies“(37,21 per‘ceptj as
important.. AThis.howevér-is net te'say thgﬁ.it has been
heneficial to a11 the companies as 15 (84988=pen"cent)
éf them rated it as either unimportant or very-uniﬁpontant.

Gl@sely related to relief’ from import dutles is |
tariff proetection Whlch.ls ba@ed.@n the infant- 1ndustry
argument that to_@Mercqme a h@ﬂﬁ of problems facing an
infant industry, it must be protected from the cempetitian
of its meréemature and fer the m@meﬁt.'hetter endowed
rivels, at leasty untll it is strong enough to stand on
Lts:@wn feet. Thls measure 13 achlevedlby p1301ng hmghL
tariffs on meorted manufactured products and. by 1mpas;ng
restrlctlenu on competltlve 1mp@rtnd goods. Wltp as
many as 30 companies (69.77 per cent) rat;pg th;gwpeasure
asreithér very importéntler imp@rtant9 ﬁti;s cleaf'%haﬂ

it is ene of the relatlv 21y mmst impertant facters that
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i1

has been aldlng thelr grawth°> We h@WGVLr do not lose

| v31ght of the 13 companles (BQ 20 per cent) which rated

the measure ‘a3 unlmoartnnto This | . confers

Oyealde '8 (1977) study in whlch he found that altnoughL
tarlff prot@ctlon is @ s1gn1f1aant ;nstrument of
1ndubtr1al pollcy, there are many otaer factors 1nvolved
in tha 1ndustr1al¢zatlon process. Thls assent;on’was '
based on the low values of R 1n hié econometnic study.m"6
‘ Acnelerated Deprec1atlon Whlch4lo 0therw1se known
as cempanies Income Tax Act grants to companles a much
‘QUICKGR wrlte—down of thelr gssels in the early years of
vproductlon so as to enable them to anontlse thelr capltal
assets durlng their formatlve years, and so build. up
11qu1d asscts at an’” early datea_ The 1n¢tlal and annual '
, allowances very accordlng te the type of expendltureg |
'Fonvexample whmle the 1n1tlal and annual allowancé for
‘plant and machlnery 1ncludlng furnlture, flttlngs and
motor V;thleS are 20 per cent and 10 per cent
respcctlvely, they were 15 per cent and 10 per cent for
.1ndustrlar bulldings. As w1th the other pollcy measures

~only a fractlon of ‘the companies can be sald to have

benefltﬁed from acceleratedldeprec1atlon, w1th 27

- 16, . Oyejide, T. Ao (1977),'"Tarlff'Protuctmon and

: . Industrial: Dewvelopment in’Nigeria"'in* Industrial
Development in Nigeria eds' O. Teriba and -

M. O Kayode Ibadan Umlver31ﬁy Press p. 282.
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éompahieé (62,79 per eenta ratiné if as elther very
importént or important end the remaining 16 companies
(37.21 per cent) rating it eo either unimportunt or
very unimportant .

The ngePLan Enterprises Promotion Decree of 1972
wﬁich waé amended in 1973, 1974, 197? 1982 and more
recently in 1989 to reflect chaﬁges in economic realities
was described a@s one of the mos t patriotic messures taken
by government of'the‘timecl7 The decree was aimed at
encouraging more Nigerians in barticﬁpating in the
ownership and control of business estéblishment in the
country end it is the moét highly rated méasure among
the sﬁggesﬁed governmentlpolicy measures, with 31 companies
'(72009 per cent) rating it aé either very important or
fmportant. As characteristic of other measures it is '
fﬂﬁéd umimportan%'by a certain perceutasre o. the compunics
27.91 per cent i.e. 12 compenies. However, slthough the
méésuré was highly rated its effect on either the
profitebility or the expsnsion of turnover and net assets

gontiot be reoadily ascert@in@d except perhups by inferring

@thmﬁ by helping to retain mor@ of the internally generated
i‘jy ri .qf

1?7, Abeyade, Q., Indlgen¢21ng Foreign Lnterprise
Some Lessons from the Nigerian Interprises Prom@tlon

‘Deoggg“ in Indusirisl Devolopment in Nigerie QOp. Cit.
Do 379, :
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funds within the ecenomy (and pa?paps:withinythe company)
more room ;s givén for exﬁanéienm. Howewg??lwe‘notezthaﬂ_
the Iateétﬁslamendmentithat was madé was with'a
wiew to stlmulatlng new and 1ncreased forelgn 1nvestmenta
Under the 1982 amendment some lndustrles in. schedule IT
under: the Act l.e. that whlgh al;pwedvfor a maxlmum -
foreign participation of 40 per cent and a minimum
Nigg;iap{pa;ticipation of éonp¢r~cent hgdtbeenhmove@ to:
”sche&ulétIII which allowed 2 minimum indigenous
participat}on ofv40lpef cent'and"Elmaximum>foreign .
vparficipatioh of éd.per‘pentmlg Given. the high. ratings
of the decree by méjorit&_of the companies inwbur sample;
we can 1nfer that the varlous amendments ‘that. have peen
~mede to the decreu had sulted the needs of the moment
for the companies. Whlle 1n the early years of the decree
| forelgn exchangc dld not pose any problem5 1ts acute
ohortage 1n.the latﬁer years have made foreign
partlclpatlon very relevant, A campany Chairman belleves
that the latest amendment would enable his compapy to
form joint.fuéhtures wiﬁh foreign coﬁbaﬁies and’gtilize
their technical expertise Whén: and_if the opportﬁnity

should arise.

18. The latest smendment wes made in May 1989. OQur
Survey was conducted before this datée which also
falls outside;the temporal scope of our study.

19.. See Nigeria CompanyIHandbook Op. Cit. p. 483.

\
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Here also, we are not loolng sight of those companies
‘ that rated the measure as unrmrportan‘ta They are as
~ expected those3w1thout any'forelgn partlcipafionw

| On the average, government”policy measures are rated
as very importantby_;o @empapies (23.26 per ceht)n
iﬁportant by 17 companies (39a53uper cent), unimportant
by 12 companreo (27.91 per cent) and very unrmportant by
"4 companies (9 30 per cent)b ThlS is generally, a lower
rating than any other growth 1ndu31ng factor except
dlverSLflcatlon througn.other means in. table 6 3.
lIndeed as: LS shortly shown, it is the most hlghly rated
very important among those factoro hlnderrng corporate

~growth in sectlon 6.5 belowo

B & Growth Retardlng Factors

leenlthat some factors are aldlng corporate growth
certalnly some are actlng to drag theizr growth The
'suggestedtalternatlve hlndranccs and thelr ratlngs are
.presented in tablc Ba 6

I may perhaps appear nldlculous to oberve that

government pOllCleS whlch are formulated w1th a v1ew to
creatlng a very condu01ve bualnoss env1ronment for the
establlshmcni and growth of bu81ness organrzatlono are:
rated most highly as a geners al factor constltutlng a drag

in the growth process of the companies, We however take
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cognlsance of the fact that although the degree of
unanlmlty in rat¢n5 each pollcy meagure in table 6 S as
very important is very low, the same is nottvery true

of the ratiﬁg as important. We therefore infer that
although there appears to be a. general bias agalnst
government pol¢c1es as a whole, sp901f10 pollcy measures
do fayouylundlw}dualvcompaglesi ayihough;ln.some cases

all the companies‘may be equally affected.
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Table 6..6¢ Hindrances to Growth

 Very | | . Un-
Important | Importanty|important-

Very
Uninportant

Fre-|Per- |Fre-|Per-' |Fre- Eer— 
Suggested que-{ cent-|que-|cent~|que~{cent~-

Fre-|Per
gue-{cent-

3. Inadequate:

Alternatives | ncy | age ncy |age ncy |age ney |(age
1. Utitity ' | o R

supply 17 138.33) 3. |30.2 ) 13 {30.23] O | 0.00
2, Spare Part. SRR N CEE '
'~ preblems 21 | 48.84} 14 ;32,56 8 118.60] O | 0.00

7 |16.28

1 2002

15 {34.88

2 | 4.65
6 [13.95
0 | 0.00

demand. foxr B » - —
products 6. 113.9%5] 8 |18.6Q} 22. |51.16
4. Shertage of
Cpaw o o . A" £ _ .
‘ materials _ 27 162,79 6 113.28; 9 (2Q0.93
5. Personnel S I - _—
. problems 3 6.984¢ 14 (32,56 |22 |581.16
Guo Techﬂicam, - & - .
a know=how" _ -41 9?30. 15 (34.88 22? 81.16
7m'Ihadaquaﬁe; S N o ' SRR
~ finance 1 20 {46511 9 {20.93 {12 2%.91
8. Foreign. . SR .-
~ competition 3 | 6.98( 10 {23.26 {15 [34.88
9e Government S : . Co
' policigsg 27 162%.79: 8 118.60 6 [13.95
10. Political - : : S A
" instability 11l [28.88 | 1% 25m58% 1a 134,88
11li.. General
Economic - . o
é‘ Condition 26. |60.46.{ 17 {39.53 o} 0..00
12, : . :
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4ﬁmongithe problems encountered with government
policies‘by individueleompenies are exeessive.teriff or
excise duties on certain raw materials, misclasslfioetion
into the schedule of the Nigerian Enterprises Promotion
Decree, excessive profit taX'emong others.
| Perhaps the most serious allegetlons egalnst
, government pol;01es are the frequent chenge%ﬁend
’oontradletlons samong the numerous pollcy measures.. The
Chalrman of a leadlng brew1ng company had. Ieuded the
reeent amendment to the ngerlen Enterprlses Promotlon
Decree for recogn1s1ng and. maklng effbrts at attrectlng
f.orelgnv.;nve.stmento He however op;ned“thau the success
ofyeuch;e polioy will.depend'on its implementation in
such. a'wey thet:industries could operate without the fear
D.and uncertelnty caused by frequent ohanges of pollclee
and flnsnelal measures. In the seme veln a forum held
under the susplces of the Research Department of the
Natlonal Instltute for Pollcy and Streteglc Studles W1th
the subneot metter “Restructurlng of ngerla S, Industrlal
Sector" submltted thet policy obaectlves problem areas,
programme 1nltlet1ves and. 1mp1ementetlon guldellnes
enunCleteo by the Federal Government were generally in the
_ rlght dlrectlon. The forum howeuer felt that all these
;could ‘g0 & s1gnlflcant way in ensurlng thet the manufacturlnb

secloxr becomes .a healthy and dynamlo source of development
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if they were finely articulated. and effgctiyely
implemented with consisﬁency and contingityogg’ For
~instance, prior fto the 1989 credit guﬁdblines,‘Niggyian
industrialists were: able tp.raise loans with foreign
guarantee cufrency deposits and collaterals. The
Jintroduction of the guidelinés_in part, abolished this
fgrgign‘currency deposits, thus meking it impossible to
,raise‘mofe?lbans. Commercial .land merchent banks were

given 2 time Iimit to recall all outstanding loans.. This,

according to the Central Benk was 2 reaction to undegirable

andlalarﬁing trends in the economy all of which stemmed
from tdo.muchvmpney{in the systemo @otable_among these:
was the rate of inflation which was pufiaf‘és;t6;40_
per cent. Although such a policy was good intensioned
for‘thegovenall/eéonomyz the time limit given the banks to
recallbthe:outsﬁanding Ioans was so short that.
beneficiaries @ffthe Toans which had been legitimately
raised{probably for longer term planning had to push.their
goods® out into the market: immediately in order to raise
money for fhe settlement of the Iﬁansﬁ This had some
debilitating effects oAl the operations ofAﬁany |
manufadmuring'gompéniesgj This was a clea#~@ase of
untimely implementetien of a sound policy. ‘Yet, the

chief executive of the Menufecturing Association of

20. Business Concord, Tuesday, August 22, 1989, p. 10 .
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Nigeria had enunciated that the delay in fmplementation

- of sound policies was one other area of concern for the

companies.,.z1 ﬁObmiqust” wrong timing of policy
imp;emehtation_ﬁay be too costly and unsatisfactory for
fhe growfh;oﬁ any company. ' o
{ qupanies_aiqqlregarqlcdmpany*tax;as being too

excessive. Prior to 1979,,- company tax was fixed at 50 _per
cent&. ThlS was . however reduced. to 45 per cent in 19790_
Aithough it has 51nce been reduced to 40 per cent, it is.
still con81dened1to be too hlghnespeqla}ly‘ln a SLtuation.
where}capacity utilization is not mnree%han So,per_qent,2

It T Believed that the company tex rate may also negate:
tthe efforts at atiracting forelgn as well as: local 1nvestors
“-zand may be a dls-lncentlve to greater efL¢01ency by

on~going bu51nessesa :

Cldseiyilinkediand almost equally ratedﬂwith‘
govennment"policy ié shortage. of raw materials. Althpugh
the industrialization strategy has been ﬁhaf of import
substitution, most of the man@facturing combanies in
Nigeriélh@didepended\larggly on the importation Qflraw'
maﬁerials, ,Gentja1 Bank of Nigeria's aﬁnﬁal‘repqr¥.in
1977 reported: a decline in the value added by the

manufacmuring companies and attributed. this te the

2l.. Bebatunde Jose: (1989)3 (Chief” Executive,, Menufacturers’
Association of Nigeria) Address aﬁ LT Annual : N
General Meeting. "

22. Abebey C. E. (1989), (Cheirman Nigerian Brewéries Ltd.) .
Address to shareholders at Annual General Meeting.
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incneasing‘shéne of imporﬁed raw mgterial inﬁut of many
enmerprise823o The same source also attributed the drastic
slow_downJin ﬁanufacturing production in. 1979 to delays in
getting suppliés of imported:raw materisls among otpen'
.facxors@24 The situstion has remained largely the same
over the_yeané and has even worsened off in recent times
because qf the restriction onﬂthe importamion.of raw
materials which had been necessitated by the poor balance
of payment and foreign reserve positiom. The proplem o£
raw matemials~hés been so much that most companies have,
as a mattern of policy, adepted local sourcing of raw
materisls through backward integra@ioniinxo agricul%ur&

as one of_their bgsiness objectives as reported in.
section.é.Z aﬁpve, |

Qbviously, thosé»=compénies;that"rated;raw material
shortage as either unimportant or very unimportant are
those which: had: depended entirely on local raw mateiials
and they are either food processing or furniture maeking
companies@

We-méy‘alsb stress that the problems of rew materials
like that. of goyernmént policies which had been very
~liberal during-the buoyant peﬁigd, argfclosely linked with
the general econemic conditions. Thus, all the cgmpanie§
iniourvsample-raied general egonomic gonditions as eithep

very impprtant,or Important as a growth retarding factoxn.

28. CBN Annuel Report, 1977, p. 10
24, Ibid, 1979 p. 15
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We believe the lop-sidedmness in the responses against this
faetor is influenced by the prevailing depressing
qonditions during which the survey was conduected. Had

the survey been conductedidurihg the buoyant peri9d,_the
responses in: this regard could have been less bissed.

Also, closeiy associated with government policy and
therefore: the geheral econdmim.condition.are spare paris
problems. Apart from therroblgms in getting the foreign
exchange with which to procure. spare parts,ﬂfabrication
is another of'the‘reagnt cérollary broblemso The delay
inlproguring a vital spare part may be very wasteful as
1t ma& lead! to idleness of machines and labour. The
waste may become more pronouncedlwhen;unknawingly; a
fabricated: spare part is fitﬁediint¢ a machine as it is
most. likely to Ieasto.furthér demages. All these
definitely slow down. the realization of any. objective: a
cbmpany migﬁﬁ:hame*

Anothenr dlmensxon to the problem of opare parts is
theLr costb WhiCh a8 a result of the slumping of the nBLra
agalnst the U S dollar have been going up at a ratc
many companleu cannot cope w1th. This 1s however "not to
say that spare parts problem is a recent phenomenon 1n uhe
"economyq. It has only become Jmore acute: in recent times o

For example accordlng to ‘the CBN report. in 1979 th&
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drastic: slow down in manufacturlng productlon was
Amattrlbutablo part to delays in gottJ.nfJ supplteo of
spare parts,zs In oun”surwey,VZl oompanies‘(48.84.per
Acent) ratéd,spane parts‘problems as Very‘inportant,
14 oombenies (32-5%vpér cent) rated it as important Wh@ﬂe
8 (18 60 per~cent) rated it as umlmportant. This shows
rtho extent to WhLCh corporate growth and therefore growth
of the naﬁlonal economy is dependent on forelgn technology.
Technology ils one of the prime motive forces .of _

developmontm ItApIQyo’ajdect51we role in every facel .
of Iife, be it food, shelter, education, health services,
transportation 55 communicaﬂionm The experience.of‘Nigeria
like all other developlng natlons has been: that of foretgn
"technologlcal deDendence,'gnd thls has ﬂneVLtably 1mposed
llmLtS to‘the opmlons opened for natlonal develbpment
:>strategloso S / |

| Multlnﬁtxonal corporatlons are known to have been
respon31ble for the greater percentage of the technology
transferred to the develop¢ng countrlesza‘and the market
powen oﬁ corporqttonu 1s known to have been the maaor'
determmnanent of the avallablllty and pattern of
technologloal transfera; Due to their researah.and
development (R & D) act1v1t1es,‘such corporatlons have
becomc the maaor source of technaloglcal dovelopment andj

consequently the,ownors,of 1mproved.and new.technology.

25, Ibid.

26, Kindleberger, C. P. eand Herrick, B, BEconomic Dewelopment
McGraw~Hill, International Student Edition p..l141.
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~ Although: the presence of such corporations is still

being felt in some sub-sectors such as the pharmacewtical
and ag&ommbiles, thevNigepian enterprises promotion decree
certainlylredUCed.thg overall dominance in the economy.
This has;reduced{9onsidenablyqtechnoiogical»ﬁpangfep'inta
the couniry, especially in such. areas as. textiles,
breweries, soap and toileteéries. Ewen in the few cases
whe:e‘Rl&ﬁDldo.téke place, it is mostly in conjuction with
some foreign associated. Thus for instence, a:mgjqr
brewing company indicéfad1in one of‘its annual reports:
thet to meet ﬁtsulogal sourcing of raw mgﬂerials objective,
it had to change iits technology and adopt a?newiprqcess
of brewing. To:achieve this objective, it had to gplinto
joint intensiveiresggrch\and deﬁelopment with its foreign
technical associaﬁesa

In a competitive world economy, the diffusion of
ﬁechndlogy\ﬁs Iargely restiricted by such barriers as
patent and licensing, and in wiew of the cost reducing and
quality improving effects of improwediﬁgchnology,,foreign |
manufacturered goods from. the t@chnology—rich.countries are
known teo be preferable by Nigerisn Consumers. Hehce the
keen compeﬁition of Nigerian goads with:foreign and in
meny cases, smuggled goods.

Givén the high rate of inventions and innovations

in the multinational corporations end the inability or
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‘difficﬁity ofﬂﬁﬁéenian @cientists and technologists to
;u‘adéptiforeignitééhmdlbgy to suit the Nigerien condition

.mqst,méchinesﬂin;mostMNigenian companies soon.beggme:
-obsoleﬁé;Q'Spaﬁefparts ﬁhat are ordered to meet old
specificﬂﬁiansfépg inévitably scarce and, invariably more
expensive. c | |
| Ine;political factor 'in the growth process of
Nigerian companies cannot be understressed. Much of the
frequent changes(in;polic;es can easily be. traced to
instability infgévernmemxm In fact, that only 22 cqmpanieg
(51018 per @ént) rated pgliti@gl Instability as a hindrance
to tﬁeir growth.maj be as & result of the ignorance”about
the degree: of association between: the former and changes
in:gememnment‘boliciesé \It has been. acknowledged that
_the'political fadto? is one of the strongest emvi?onm?gfal
factors gapgble of_§haping the destiny of most buginess

a? ) . \ .. s
Thus, in most. demecratic societies

enterpriséég
candidates are’ known to have been sponsored inte parliament
in: order to protect business interests. In Nigeria where
there had beengmore of‘m@litary regimes than democratic

~enes, in.an attempt to either discredit preceeding

. governments -or to create good images for themselves, ruling

27. Bello, A., "Envireonmental Factors in Cefporate

: Performance.in a Recession®™. A par presented at-a
Conference’”on Corporate: Pekformanceé: in Recession.
‘Faculty of Business Administration, University of
Lagoes, May, 1989. . '
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gom&nnments are known: te have either amsnded some pplicieg
or intiroduced new ones that may negate the desired effects
oﬂ.exisfimg anes. -Thus, many policies are known to have
changed; not aé_a result of the ecenomic realities per se,
but as a result of poiitical-instability. Yet, although
most changes of.gouernment have heen.associated with some
undesi:edrdrifts‘in the economy and althaugh‘sdme of the
changes inkpolicies may.be traceable to eaonomic‘regiitiesx
they ere often associated with political instability.

Accofding td Haka@.(l9éé)w prior to the military
take-over Nigeria enjoyed eamong foreign investing countries,’
a high neputatfon not commepsurate with the actua;‘factso
After be;ng in Nigeria for some time and having gone
throughhseveral‘naﬁional‘érises“that each time appeared
to be shaking the Federal to its foundation, the
expatriate persgnnél_ofltheir f%:ms began to have second.
thoughts about. stability factors.’o'

Sﬁch.fears-that were emanating from the political
ﬂinstability“at1thatitime“ar¢ today being aciualizea.within
. the business pém@pgity as long range planning are made
difficult or impossible with the unstable.indugtriél

,policieslthat~are associatedawith political instability.

28. - Hakam, A. N.,(1977), "The Locational Pattern of

-+ . FRoreign Private:Industrial Investiment in Nigeria"
in Industrial Development in Nigeria eds. Q. Teriba
end, M. O. Kayode Ibadan University Press. p. 153.
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In 1979 whén the Federal Military Government handed
over to the 01V¢1lan government, Nigeria had foreign
reserve. of about B2 billion. By the end of 1983, not only
did Nigeria have;iittle or no. reserve at all, we had
accumulated debt totalling close to %518 billionozg As it
became difficult to pay the debts, mény_Nigerian importers
could not pay their suppliers abroadﬂéndiigenian
‘ industfies were grinding to a halt pgcause,they could not
import spare~paﬁﬁs end raw materialsw

As a result of the‘stalemate that aroge.in negptgmion
with the International Monetary Fund (IMF), the military
goverhment that took over from the civilian one embarked
on. counter trade agreement with a number of Nigeria's
trading partners;‘ ‘

However, less then two years latem, aAnew military
govgrnment came inﬁfo ébolish‘the“counteretrade system. on
f'.the.allege@;grouﬁdthhaﬁ;Nigenians were belng forced to
buy'gpods1at a pfiae'highermthan what. obtains in the
, 1nturnat10nal mankctu. The Structural Adjpstment;ProgrammeP

. @ more cmmprehen81v policy that was simed. &t restructiring

 .the whole economy was . 1n¢roduced. Included‘under‘SAP was

" the deregulatlon of  the forelgn exchanbe market  whereby,

in. place of the former rlgld import. licensing: system of

:ratlonlng forelgn oxchange, a flex1ble oystem was adopted,

29. Falaey, Om, (Secretary te the Federal Military" Government)

in géznt Strldes VBO Internatxonal Link. October 1987
Po
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thus laading:t@ a devaluation of the naira.. Although some
large“qompahi@sﬁ,especiallyﬂthe'conglom@rates; are known
- to heve benefitied from this system because of thﬁi?
finencial might,'the,gener31 ec@gomic atmosphegé‘hgsi
jbsen"becloudedeith.moré~prgbl@msmf9r mpst“indqgtrig;ists
becaué@'of‘the;high,graduqii@n cests and consequently
“high priqms[whigh resulﬁvih difficulties in. selling their
products. ..\_‘ o ‘ _ B

\_Alth@ughlif cannot be envisagedﬂthﬁt all cgmpaniea
will-benef%t or suffer equally fr@@.all policieée
paliticgl stability can guarantee: stable policiés-and
‘utherefpre_giVeroom for betﬁer'c@rporat@iplapning,
Th@rpr@blemtof:ingd&quatg finence: is also rated very
_ hlghlje n3 @fﬁtheﬁ20ncampanie$ that rated'this pr@blem'as
very 1mportant lndlcaﬁed~that th@ pr@blem 1s W1th b@th
1nternal and external flmanaea. 3 1ndlcaﬁed-that 1t 1s
Aonly w1th 1nmernal whml@ ﬁh@ same number: 1ndlcated~that
1t 1s only w1th ext@rnal 80UrCE .. The others dld not
1ndlcate the veny type that 13 p@ﬁlng problemo- Also these
9 cnmpﬁnles_that_ra;edrlt a8 lmp@rtanm did not.specify
fhe typejaf.finan@@ that:has net been.aquuafe«;.CBN13“
n@poru 1ndlcate the 1mp®rtant r@l@ internal sources of
fiinance hawe been- playlng in the grwwchlprocess of
ngerlan,manufa@ﬁurlng<c@mpanlas; Eer.example,«li was
neporte@lthat'ééoé peniaent;of tha,ﬁ@rking capital of the

cempanies in 1977 were finenced from internal seurces
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while 20.6- per cent canme anm.loqa17commercial banks., 30

- The remaining p@reentageuwas*ace@untéd for by Trade and
Supplies cpedit frem foreign suppliers and affiligtes.

'In the séme‘year; about Sﬁsg,pen'centm@f new invesiment
was financed from the imi@rnal seurces. Simi;arlyw in
1980, it was ﬁegorﬁedithap internally generated funds
continuedi to be the main source. of financing addiﬁion@l
inmesiment; a@@9umting.forv4901~pen;cont of" the fétal.
Loans f;@ﬁ local banks aec@unfad‘f@r 35,1 pen‘cent'whiMB
the r@malning was acc@unted f@r by ether sourceso3l

Tho ﬁmend has been the same ever: the years, wlth
‘mntarnally\gpnerated funds sceceunting for less and less
pgrgﬁntaggldeigyﬁgnnally g@neratgﬁ funds_a@@ounting for
nwrgsand?mm?é'in the g?owth process of,gpmpanies?ﬂ This
funthen*supp@n?g;qu;_figdihggzin chapter;fiuc,_that.the
-importance: of exteynallyiggnerafeq‘fgngs has been

_ increaéing, especially during tpe_rgqessionary_periad.when
mosﬁecmmpanies havé“been experiencing &windling‘
“pyqﬂitability. We sought ﬁé,know the trend of:profitabilit
of eur respppdcnﬁé in: our questiomnaire: survey. The “

‘response: is presented in table &.7.

3.02,~ CBN Annual Resport 1977 p.-10
31. Ibld 1980 p. 18.



Table 6;7r> Trendo in Pr&fltabllltv Betweeh 1974
I Lo and 1985 e

ioar
SR

\,1.- .

Number of

Trend of. Bmslness Respense: Percentage
| Mﬁch more préfltable 9! ‘ 20,93;
Falrly'mmre pr@fltable Sla: 27.91
No changgaxn;prafltf n :.,
| abilityf‘ | 3. - 6.98
Pairly less profitable 17 39,53
.Much luSS pr@fltable :2'“ \é?és
0 retar " a3 100,00

The distributien .in table 6.7 is almost symmetrical

thus indicating that, given that pr@fitébimity isaa

dﬁtermihant off growth, abeut half of the companies.must

have had problems financing their grewth‘frbm.internally

generated funds in recent times.

N

alternative, loans frem financial institutions must. have

been seught after by these cempanies.

As an.important

The Nigerian Bank

f@n-C@mmerc@fand Industry (NBCI) and the.Nigerian

Industrial. Dewelopment Bank (NiDB) are government

‘established banks that are meant to @id industrialista

.inmame'waj or the'®thér532

‘vresp@ndents have at. any tlme benefitted from. the services

v.af th@ﬁ@ 1nst1tut1@nso Th@ rasp&ms& is shown 1n table 6&8.

We: seught te kmew whether cur-‘

'82. The spec1f¢c r@lew of theue b@nks have been dlSCUuS@d

in chapter lek
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Table 6.8:  Beneficiaries from NBCI and NIDB

Respense NBCI .~ NIDB

Erequen&yf' Freguency

of response | Percentage | ef response | Percentage

Yes 6 | 13.95 6 ~13.95
No 37 86.05 37 86.05
Total 43. 100.00. 43. . 100.00

Note:x "Yeg™ indicstes the number' of those that
~ have-benefitted whlle "Noﬂ‘indicaﬂes the
reverse. - - -

Out: ef the 37_Qempan£es that haveznot benefitte&.from

the serwices of these institutions -8 Lndlcated that it is

because they do not depend on leans in. any way. While.

one 1ndlcat®@ that 1t ‘was because ef lack of collateral.

vogoe

Others gave* some w1de ran01ng reasens among Wthh are:
(1) govwernment funding
(ii) too much. beaucracy, too slow to act and.

(1i%) evailability of loens froem other
e ‘commercial banks

C@n51der¢ng the numben of those com@anles that do
\

not depend on loans Wthh is far Iess than a quartér

ofhthe-total,numbgr,‘we cen infer that majority ef them
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do depend on losns in ene way or the other. Again when
we con31der the number that 1ndlcated that there are:

cheaper sourccs of l@ans and th@@e that mndlcated that

 there had been one problem or the ether 1n.obta1n1ng
loanss thennwe ean infer that external funds must have
been 1nadequate for only a few cempanles whlch probably
are am@ng those whose pr@fltablllty has elther been falrl:
Less or much less over the years.“ }

Wa.ac&nowledge that 14. csmpanlus (32a56 per cent) in
.ﬂable 6. ﬁjrespomded that the pr@blem of 1nadequate

ﬂlnﬁnae 1s elther wery. unlmp@rtant ar umlmportant to them.
‘Some of these companles are 31mply govannment flnanced.

 hA1ihough most of eur’ respondents dld not dioclose thelr_
‘ flnan01al p051u¢on we-‘pel;eve such ¢ther gompanles mus¥t.
'vlbe the largﬁ ones. o V o

An@ther source'of grewth retardatlon that is hlghly
rated is uﬁlllty suppﬂy shertageso These\lnclude malnly
elecrr1c1ty —and water supply sh@rﬁages. Whlle 17
_companles (39 53 ‘per cent) rated it as very 1mportant
u13 companles (30 .23 per cent) rated. 1t as_lmportant.
These problems espec1allJ as 1t relates to eletTlCIty
supply have beeh 2 long standlng one.

For example, the slew d@wn 1nathe rate of expan31on
'of the manufacturlng sector, in face of 2 contlnually

buoyant demand s¢tuat10n in the economy 1n 1976 was:
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atiributed in part to inadequate supply of eIectricity..33

In 1981 mannfacturing productien was reported.to have:
been inhibitedthy the disruption of electricity supply

among others,,34 Also, in 1982 it was reported that

"Many manufacturing industries

. complained abeut increased costs
of production résulting from

.. additional cests, incidental to
the provision of waler and ‘35
electricity“for industrial use.

Apart from the reduced hours of operatlons, frequent

dlsruptlon of electr1c1ty supply may lead to breakdown in

lthe machlnes.ﬂ As 3 result ~many companmes,havo had to

i

Lnstalltherr own electrlcltJ generatlng plants.» To solve
| water supply problems, some companles have had to be
: makmng use: of water tankers whlle Some have had to lay

water pipes 'over long dlstances. There are yel numerous

, smaller'companle that cannot afford those alternatlves

. v

".to publlc dtlllty supplles~

Anothor growth retardlng factor we: envrsaged and.
1ncluded 1n the alternatlve answers for our respondents
is 1nadequatc demand° However rather than work agalnst
nrowth it was found. that. demend is an 1mportant growth
1nduc1ng factor . A greaten percentage of the flrms rated

the problem of ingdequatle demand as elther-unlmportant

v o

33. CBN Annusl Report 1976 p. 12. .
34. Ibid 1981 p. 19
35. Ibid 1982 p. 19
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br.ngry unimparﬁant, _Oy@jide (%989) identified growth.

;>in the‘final deﬁénd for the préduct of manufacfuripg as:

@ne of_the four_majqr_sources:mf growth in the'manufacturing
secto?.sﬁi Thé‘cenfral Banﬁ.offNigeria“repqrtedain.1975 |
that the'indexfof'manufécturing output shoWed an increase
ovexr the preVLouS year and. thlS was attrlbuted partly to

the buoyant demand 81tuatloh that was assoclated with
1ncreaseﬂylpcome";_1n 1978 ﬁperg was. a decline in the
productien éf‘such indgstries as'footwearV éugar cotﬁon

| tex{ile'and'some othéré. Ii was aloo d¢scavered that |

the quantum of shoe and sugar imperts. 1m~reased thereby

suggestlng that the decllne 1n domestic productlon was:
_ not due te deflcient demand In the same year,_a rise
of 186 l pexr cent on new machlnery and equipment was
atﬂrlbuted to the need to meet the ever grow¢ng demana
especially in the areas of beer brew1ng, soft drlnks and
cement product¢onm |

At an' annual. general meetlmg, akmewxng company

Chairmaen reported that

the financial results reflect sales
constrained by preduction rather
" than by‘demandﬁfor{qur.products oeav

Also, the Chalrman of a food proce351ng company had
attrlbuted’the 1ncreaae 1n his company's turnover to a

nesumgencewmn cpnsumersf demand of'the company's product.

36. Oyejide, T. A. (1981) Tarlff Pol_l.cy and
\ - Industrialization in ngerla Ibadan University Press
"~ Chapter three, . A N :
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. However, much as the demend must have,been'there.for
tho oomoaniés‘ products the degree,of competition in
recent times has been militatinglagainst!ihe.advontagos
of high aemand.l We-havo:shown in section:6;é that
coﬁpetition:haswbecomo stronger for the companies
(see. table éu@)@ It“will then appear contradictory that
- forelgn competition I1s ratedﬂwery low in table é.é as a
growth retardlng factors With as- many as: 30 companies
(69.76 per Ccnt) rating this factor as elther very
unlmportant or unlmportant thon we can. 1nfer that the
_1ncreased competltlon reported 1n ﬁable 6 4 is within
\”1ndigenous companlesu This 1nference is however based on
'the assumptlon thaﬁ whatever foreign products; that ﬁ
compete: with the home maoetones are: 1mported by 1nd1genous
-:companles and not brought 1n by the forelgn manufacturers.
.;dlrectlJ° Thrs”agsumpt;on 1§,neoessarylbeoause thoro is
ample ev1denceffo suggest that there:has been incr@ased
competltlon from forelgn goods, the relatrve gsuccess of

wut

tarlff'protoctlon reported in sectlon 6ed above
oy .

notw1thutandrng,
_Fortexample,rin 1977 the CBN reported that

«o. competition from imported

substitutes: was believed to have

affected the performence of"tobacco, gy
cotton‘textlle and footwear 1ndustr¢eso.au

37. CBN Annuall Report 1977 p. 10
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Even. when the protection measures beceme tighter, the

same source reporied that

In particulsr, smuggling effectively
nampered the ability of various
industries to compete in the domeutlc
economy to the extent that some . .
industries had to reduce their levels
of pwoduction and lay off workers.
Among the industries worst hit by
smuggllng were those produ01ng cotton
and knitted ‘textiles, 01garett§§
batterles radio and footwear.

Thusy apact from those goods that are legally
aimported 'smug led goods alse constltute another class
{ of compeulng commodltles. Although 1n the Iatter years,
competltlon from Iegally imported goods con81derably
reduced’as a result of more efficient admlnlstratlon of
1mport llcenses and strlngent exchange controls, smugglmng
Shlll contlnucd!ﬂo exert much pressures: on some industries.
For exampme,.the‘decllne 1nvthe quantity of textile
-producédllocéllylin 1985 was attributed to what was’
@escribedTaS'"silk invasion”sg as smuggled silk lace and
gurnea broca@es from some forelgn countrles freely gave
unfalr compctltmon to locally produced ﬁextlle products.

Obm1ously5 our thlPd hypothe81s that corporate graowth
in ngerla lS not determlned by economlc and finencial

fectors” but by,soc1al and polltlcal factors 1s reaecﬁed.

38. Ibid, p. 19
39, Ibid, 1985 p. 29
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‘Rayherz we_hgwe flound thgﬁ‘cqppgratg(growth‘in our
-'selecﬁed‘ma@ufaqfuring companies is"determined'by gwmyriad
of factors some of which are both financial and economic
and some oflwhich are socio~political. Alsb, while
some of the-feQiqrs are endogenous somgfa@e}exqgenous;to
their operations. _

| lGiwen ﬁhe growth,rétes recordediim.chapter five;
tﬁéne is no doubt. that if those growth retarding factprs
;identified}inhﬁhis chapter could be rémoved.or minimised
the Nigerianzmanufactgring sect&r will have higher
potentials: for Bridging the gap: between their expected

and actual. contributions to ecenomic growthe.
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CHAPTER SEVEN

SUMMARY9~ CONCILUSTON AND EECOMMENDATIONS‘%
7ol Summary: | | o
The motivafion to undertake this stddy has been borne

out of the fact fhat, despite'the introduction. of vqrious
ﬁiécal and‘monetaryrpolicy measureé together with cﬁe
provision of various economic: infrastructures to ooost
the dewelopment of the Nigerian industrisl .sector, the
sector has been performing far below expectation both in
terms of valde added and,employment\generation, Given the
key role the 1ndusﬁrlal .sector is expected to be playlng
in the overall development_of the economy, we bc;}eyo;tho@
- efforts ot‘aciivﬁting the sector to ¢ achieve better resulis
should be}more'intensified Thus, we have primarily set
out in. the study to 1dent1fy ﬂhe key factors that ald
corporate growth 1n gome - selected manufacturlng 1ndustr¢es
rnuﬂlgerla@\ In the process we also 1dent¢fled some of the
key retarding fadiorc 1n~§he growth proceSStof.the‘flrms
in ounjselectedhirdustriesa |

ivIn ourlfirstTchapter'ofianalysis - chapfer 4, we
rexamired.the influence of sizalon{the growth rate of firms
and found that the size-growth relationship, although
',not‘mery‘gﬁrong, veried with the prevailing economic

conditions.. Whrle the smaller firms of oun sampl contrary

tO'expectations demonstrated a hlgher average growth rate
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in the affluent period Qfmthe Qil_boom, the bigger'pnes
demonstrated:stiffenrresistanceﬂta_@he harsh economic
conditions of the subsequent_depnession“and therefore
exhibited. higher growth rates. |

Given: that profitability has always. been identified
as an. important détermipant of growth,, We,examinedlin  )
chapter 5, the relationship between size and profitability
to ascertain whether.thewsmgller firms were more
profitable in. the first sgb—pgniodm_ In;enestingly we:
identified: the: same pattern. es: between size and.growt‘h°
While the smaller firms exhibitedagreaﬁen‘profitability
in the first: sub-period, the bigger ones used thgir
mighﬁ.tg exploit the situation in the second,subrperiod@
In the same chapten our study confirmed the establlshed
»nrelatlonsth between growth and profitability as the latter
waslfound{to b&_a good‘explanaxory ygr;able for“the former.
.,Althougb;sbme:qthgn~finangial‘ratios?'specifically |
: dividendhfatid” netention.ratio.and liquidity ratio were
.1ntroduced in the analy81s, only llquldity ratio wes found
to have some sllghtly dlscernlble p081tlve relatlonshlp
.w1th.corporate growth. |

..In\V1ew of the fact that financefis not all that

matjeps in: the growth process of firms, we used a

questionnaire: survey method. to identify those non-financial
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and exogenous factors the indusﬁria;ists considgr-as their”
.maaor means of achlev1ng growth.. We“discussedmsuch factors
1n chapter 6 These include competitive actioms to
expend market. share in existing merkets and overall
expansion of existing markets. Both means are pursued
through. more: intensive advertising. Product divgrsificationx
especially through backward integration ~“into ag£iculiure
is another means through which. they achieve their growth
obaectlvc& . |

On_the facmérs.that have been.rgtarding the_g;owth
of firms, the ones idgn@ifig@'gnd.discdssed.inclgde.
_unstéble_gowemmmgnﬁ ppligigsk_shgytggé of raw maﬁe?%als¢
inadequate finance, umility"supply shortages, foreign

competition and: general economic conditions..

7.2, Conclwsdion
'Gimeq the foregoing, we conclude that

(i)} Nigerian companies have the willingness. to
expand both their rate of turnover and
- their net. assets; hence the issue of
pursing a’'particular optimum. size does
notharise.

(ii) The potential of size te put some
- manufaciuring companies at a vantage’
. .positiom relatiwe to the smaller ones
in terms of their ability to grow faster
. 1s a recent menifestation which- emerged
- with the emergent harsh business '
. environment that followed the recession
-and- the subsequeni introduction of the
Structural Adjustment Programue 'in. the
“countryo
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(iif) As a corollary.to point (ii) =above,
the ability of the bigger
(non~conglomerate menufacturing)
companies to generate higher rates
of return hés only come into reality

- with the recession.

(iv)m Profitability has always been a erucial
. factor in the growth process: of
Nigerian companies.

"(w) .Corporate grewth in"Nigeria cannot
be' attributed solely to financial’
‘characteristics as Intensive: advertising
and' product diversification have become
- some major business strategies to be
reckoned with. o

(wi) The fnability of Nigerian companies to
meet the targets set for the industrisl
sector in the overall economic. developmént
is parily dependent on exogenous factors
andi partly on managerial inability to
cope: with accelerated expansion. along.
their Iines of production.

-7.8 . Recommendations

Iﬁ?mnre:sﬁbsﬁained growth is to be experienge@_by;aur
';qglecigdlan@.themfNigegian'm?nufacﬁuring companies, -and
if they areAtozQontgiputemmo?e;meapingful.to the overall
demelopment.of[the economy, then it may be necessary thati;
1. j The'issueloflmerger i§ giwen;some,mnneisepiaug
atﬁen&éan The ecgnomic reali@ieg have exposed the
,weaknesags:of-the smaller firms as menifested: in. their
inabiIiﬁy-to,withstand.the stress of a recession. In
particular, as the §9niinued devaluation of the naira is
incneasing the stress on the companies to'generate}enaugh

profits to adequately maintain and/or replace their assets,
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thenevié~no doubt that by mgrging, the companiesminyolﬁed
will be able.ﬁnncombim@ their fin@ncial strengths. and

eliminate such: inherent weaknesses in them..
2 ’:The-companiés aré encouraged to be: more fan,sighted
by eommitting-a,centain.pencentage of their pre-tax
profits'to-Résgarch“and Development_with.a view to:
(1) fS@nrcing a‘greaﬁer-pareentage of their raw materials
locally0 The establlshment of the Raw Materials Research'
and Developmont C@umcll by the Federal Government 1n tth
regard‘ls quxte commendableol One of the functlons of
the Goun01l is to take a census of “the varlous raw
materlals avallable 1n the country with a view to
oubseguently drawlng'up_a development programme towensure
self sufficiencj; The activities of this council shoulid
not be: allowed to wane off and. the results of 1ﬁs 3011V¢tles
should be adequately dlssemlnated for the Qompanles to
benefltvframu prever3 beyond the activities of the
, cnumcil,gnmpaniesnihat are sﬂill.dependent:on impprted raw
materials should be able to find;sqme’alternativesn |
.through their own research. éntivities, as the Raw
Materlal Research and Development Coun01l_maJ not be
worKLng specyf¢cally on behalf of any part¢cular company.
I(li) TImproving: the quality of their producto so that
.they w111 be: able 1o compete more favourably w1th forelgn

products for wh¢ch the average ngerlan appears to have
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a very:strongAtaste? The Nigenian.$tandard Organizetion
has been providing some motivation in thjs negsrd in Fform
of anmual_awards for high”quality produetsAmanufscturers.
Howeven such m@tlvatlons stlll have a lLong. way to go as
most ngerlan made goods are still less preforred by most
consumers.. It appears some mlnlmum quallty tnat must be
onforQEdiis.umgently requlred for the menufacturlng
eomoanies. | | |

The issue, of quality improwement. should be of
interesx not only to the manufa&turers themselves, but
also to the government. To the manufecturers, qualitJ
uhOUld be a merk of excellence and potentLals for growhh‘
as @ w1der Local market may be guaranuced and to the
government 1t should‘be some measure=of potentiels for

generatlng and'conservlng some foreign: oxchsnge as the

aCthltlLS of those who smuggle in forelgn subs%itutes

\

nay bezcurtalleqyand some forelign markets may be sought
fé& the productss |

(iii) Ensmrlng that their growth is enhanced through the.
' development of home technology or adeptatlon of forelgn
technology to meet local needs rather'than through
aoqulsltlon of forelgn capltal goods Wthh 1n meny cases
reqnlne.the'e:pentlse of thelr manufacturers for s1mple

.maintenanoe}and,mone 1mportantly repairs whenuthey break
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down. The loecal denelopment of machinesland‘eqalphehis;
will ho‘doubb reducelcosts of production, ahd\depehdence
ontforeign technelbgymu Cohbinuedfand morefstable
produciion:of goods may also be guaranteed;_and!the
problem ofAtechnical know-how will be minlmised.

It technical'progress through R & D»could be
contributing as much. as 89 per-cent to the overall growbh
of"manufacturihg companies in the dewelopment couhtries,
it is-imperativeethat concerted efforts be;made to raise
the contribution of technical progress if Nigerian
mahufacturing companies are to continue to grow in a.
competltiﬁe world economy. | ‘ '_' N

Ve acknOWMedde that ‘due to the small size of most
-Angerlan companles, many of them may not be generatlng
enough proflﬁs as to be able to be approprlatlng a certaln
reasonable percentage of it to any meanlngful research.
This however only helps to butress our firsi
Lecommendatlon-that companies should be-encouraged to
mexrge: so that they can comblne thelr financial strength
for such.R & D purposes. | |
3@ As anlalternatlve to merger, some means of 1mprov1ng
the management serv1ces of - the companles may be soughf
and adopted. We acknowledge that there are some attendant
problems of merger, Wthh 1nc1ude fears of rctrenchment

by the workeru fears of 1051ng control’ of the company by
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shareholderg and total Ioss ofuidenpiﬁy of the"cqmgany.
These méy ndﬁ encourage some éompanies:to venture into
merger.aggreemehts; Ah alﬁernative will pg for the‘
Managers'ﬁq find some means of improwing their menagement
ﬁgchniquesm | | _ | o
| As 1ndlcated in chapter Oy the International Finance
Corporatlons (IlC) has 1dent1f1e@ the cause: of most
”bu81ness fallures 1n ngerla (and indeed Afr¢ca as a
:whole) as shorﬂages of people tnalned and experienced in

manavlng relatively complex wentureso It 1s therefore
heartenlng that uhc I¥C 18 sponsorlng the establishment.
of an Afrlcan Management Service Company (AMSCO)° The
_obggctlmafof the company }s“to prov;de a pacﬁageupf
: fedhniaal andfmanagérialyéervices to African enterprises
that w1sh to mmprove thelr op@ratlng eff¢01encym

_ H@wever,’¢n v1ew of the fact that the services are
to be provxdea oﬁ‘commer01al b831s, siome N¢gcr1an
compamles may. not be able to enaoy the se rVLceg of the
companyo_ Gomernmonﬁ may therefore aid those Vlable
companieé:that=can show ev1dence of being able to

i

contr;bute m@anlngfully to the 1ndustrlallzatlon V ,

LY

obaectlve Just in the same splrlt of sponsorlng general

.educatlon.at.some levels..
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4,. Government iﬁdustria} policies should be.m§33l§ﬁable.
In view df the fact {hat such. policies are formu}ateq:
with the dbjeciive of creating some conducive‘bﬁsiness
uenvifonmenﬁ, they should not be formulatedqwithout due
consultatidn with and repres&ntatiqn by members of the
business community;' In a democratiqally elected
government, candidates should bg sponsored by the
industrielists igto‘parliament so that policies may not
be formulated §r,amended without their knowledge and
conxributioﬁs. In'a military fegim@ industrialist. should
always be inwvited for deliberations whenever any new
policy is to be formulated or old ones smended. This,
WilI:@Oﬁdbubﬁg redugé the rete of dissatisfaétion:with.
ﬁoét of ﬁhe.policies b& gohsidgrable proportion of

the industrialists;‘ We believg thét even if the
government is not sﬁabié,uipdustrigl ?olicies‘caantill
belsﬁablg if sﬁqh'due.éonsultations as recommendeduhere.
are made . -

S,  The issue of inadequate fipanqe.hgs to some extent
been.cqétroﬁeréial.. Wﬁile industrialists:always T
clamour.fo#*more easy monetary cqntypls, i%"has been
indicaﬁed atAsbme.qﬁarters that it’is nof“so much the
issue of ingdequate fipance that ig poéingvérobleﬁs,

but that of well énalyséd projects..
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In tth regard we. recommend that manuf cturers )
should che encouraged to make more use of thc servxces
of ccnsultants-ln_seeklng the areas in. which they can
iﬁvcsﬁfmore for'expansicn purcoses and-the.possible means
feor flnanCLng such 1nvestmen1.so It may also not be out
of place for govcrnment to rev1ew downwards company tax
rates so thaL iho companles can Bbe: maklnﬂ more use: of
retalnedaeaynmngs; A c}scrlmlnato;y tax system ;n favour
>of compapies (regardless cﬁ_their size_or”age)“thst are
able to show evidencc for.potent;srs for‘expansion af a
:cerﬁain rate within somc:specif;c periods ma&lgc a long
way at alleviating the financc problems:of.manyncompanies.
q Gompqnies.may also be encouraged to be kmakinc More:
use. of cquiuy flnan01ng by belng floaued on the stock
efchange rather than g01ng about flnanCLal 1nst¢tut10ns
sceklng for loans°
6. - On the aeneral economicxccnditions- ccmpanies should
learn. that buSLness cycles cannot be proventcd but the
effccts can. only be mlnlmlsed by bc¢ng watchful of irends
1n.ecompmxc Lnd¢cagorsland plapnlng;well adequately ahead

-to absorb any unexpected shocks.
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APPENDIX IA

COVERING LETTER TO QUEST IONNATRE

Department of Economics,
Obafemi. Awolowo Unlver81ty,
ILE-ITE.

Oyo State.

The Compeny Secrelary,
0.09.0009:....0....‘0"

© 6 88 0800000 00° 00080900y

Dear Sir,

I am currently involved in a Ph.D research in the
Departmént of Economics at the Obafemi Awolwo University,’
‘Tle-Ife, My research is mainly concerned with identifying
the relevant factors in the growth process of NLgerlan
Corporate: Companles.

It is hoped that the flndLngs of the study will be: of
help to the business people who are concerned about the
survival and expansion of their businesses and the
government in its: formulation of industriel policies aimed
at promoting corporate” growth, eéspecially in these austewe.
times when many businesses are foldlng upﬂand many
remalnlng sﬁagnanﬂ' .

The enclosed questlbnnalre is an attempt to chart
some key factors and their ‘possible impacts o# the growth
- of" major ngerlan companies.. ,

"Would yow kindly complete the que&tionnairedfor me.
I assure you that any 1nformatlon given will be treated
in strict confidence as no ‘single company; will be. separetely
~identified in my data analy31s.

A stemped envelope is enclosed’w1th the questionnaire
for your reply.

Thanks for your cooperation.

Yours gincerely,

E. 0. Ogunleye
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APPENDIX 1B

Questlonnairc On Corporate Growth Determinants
Tn Nigeria L197O 19858) .

Al 1. Registcred name of Company soveessecncecaocetoonnss
2} Year of Establishment R LR R R R R
3. Type of @conomi® Amtiviﬁy'engage& in cereseasanoon
47 Locationvof‘Enterpfisg_??07,7..f.T.,T.TT.T.?,.T.TT
5. Name oﬂ'réqundent4.wff,ffff.ff7.;3f¢..77,7.7.ffff
6.

Status of respondent cerecasepmelanseetesssosenns

B. (a) Please indicate the relative important of the
following alternative business objectives for
your Company (Please, tick the appropriate boxes).

Relative Importance

Alternative business objective

Very Imporiant
Important
Unimporitant.

(i) To maximise: the overall
profitability - 4 7 ( / ( /
(ii) To maximise the level or

rate of growth of sales: [:7 ( 7 [:7
(ifi) To increase the market - .-
~++  gize of your product [ 7 [:7 [:7 ( 7

- (iv) To diversify in order
- . to reduce dependence on

existing producte [/ 17 [T [T

_[:lvernynimportant

E]



(w)

(vi)

(b)

(b)

Inf}uehae;of Company?s Objective

(1)

255

- - Unimpertant

-l EI Q Ve:ry“Unﬁmpér;tant

ry Imporiant
Tmpartant

To increase the size in terms
of net asseils of the Company
relative to others

J

‘ | l:l Ve
NN

AN
‘EI'

Others (Please, spec1fy)

Have you had course to change: emph881s “from one
particular objective to another since 1970%
Ploase specn.fy°

© ® 0 0 0 0 99 G OLOE O G QO P E OO e e S WO eSO PEOC ST OO S S eSS GDL

..0000ﬂ’l..ﬁo.oﬂ.QODI.D.lD.DQ....O.Glﬂ‘...'....ﬁ'.'

Please indicate the-relative” importence of the’

- following possible influences on your ‘Company's

overall business objectives. (Please, tick
appropr¢ate boxes) ..

\

Relative Importance

Unimportant:

Very Important
Impertant
Yery Unimpertant

Board Members' View/aspirvations [/ [T7 [ L7
Company*s Chalrman s Views/ - '
asplrat;ons - - ﬂ Z:7 LT LT

Views/aspirations of other

employees [T [T [T [T

e o e g




(ig)

(v)

(vi)
(vii)

(wiii)

(ix)

C 286

Conditions in your product(s3
Markeh(s) .

Specialist advice

; E]-EJ Very Impertant

)

Opinion of major
Iinstitutional shareholders

Opinion of individual
shareholders

Government Policies:

Q
y

General Economic

.conditions (recession,

: boom) o N

(x)

NN
AN
El N

Others (please, spec1fy) Z;/ L_

NN
NN

3

3

)

N

portént.m'

QT

)]
H
)

5
AN

3.e Please indicate, for the period since 1970; how
important cach. of the following has been as sources
of growth: in real terms for your company.

(i11) Diversifica

3

Unlmpgrtahfi?

Q

QQ

Relative Importance

:jUnimportant"iﬁ

v . .,J
o
®
45
¥
o +2
'%-' o
[43]
B
55 o
Q
Menas of Overall Growth =
(L) Overall expsnsion of existing __ ___ =
markets LA LS
- (i1) Reorgenisation of -;_ .
Menagement Siructure /[ [/

NN

‘E: ‘[:i Very Unimportant

)

DQQ

, EJ Very Unimperant
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L4

o

S ®

[ et T

d , .

@© 45 o

43 [w] 2y

3 @

R

'_Ej o] o)

. “%‘ .

4 : %')f ) ' ::;.—

(1ii) Competitive action to expand &

' market. share in existing _ — .
markets VAR A vy

(iv) Diversification of product
renge through. new product
development '

(v) Diversification through
Some other means
‘(Pleasea,, specify)

(vi) More: intensive
7 advertising

INENIRN

(vii) Higher profit. rates

1
b

(viiil) OQther means
(Please. gpecify)

Q

NNV

AN
AN
AN

NN
SNENENIRN

_ e

4, Pléase% indicate for the period since 1970, how

impori{ant each of the fellowing has been
hindrances: to your grewth in real terms.

Relative

.Hindranceswto Growth

(1) Utility supply (i.e. water,
electricity) shortages.

(ii) Spare Partis Problems

5
H

: E]'[] Very Important

as

}
3

'E:l ﬁév'*Uniﬁpbftent

Importance

e .

.Unimportanf

7
o

49
g
Ay

42

&
9)
o
:
.
)
&
o

-

.

5
=Y

S



(iii) Inadequate demand of '
your product L 7 / /
(iv) Shortage of raw materials [ 7 [T [/
-(v) Personnel Problems -
(Please, specify engg too
much extermal influence.
on. Management,. labour
union activities,
shortage of skilled- o .
manpower, / / a4 [/
(vi) Technical know-how. (F7- .5_7. /7
(vii) Inadequate finance: S | o
(Please specify
whether internal or ‘
external) [ 7 [T [T
(vifi) Foreign competition. Z 7 2:7 Z 7
(ix) Government Policies S C
(please specify) L7 [T [T
(x) Political Instability /7 [T /T
(x1i) General. economic: o -

258

conditions (e.g..
recession, boom)

= Important

Q
N
Q

- Unimporiant

N N véry U

S Please, indicate: the reletive importance of the

{NININAN

rtant

nimpe

!
i

ANEN

following government policies: in the realization
of your overall company objectives: (please,. tick
the appropriate boxed)



Government. Poliicies

(1)

(ii)

(iii)

(iv)

(w)

(vi)

259

Relatiwe Importante

- Unimportant

Pioneer status (the industrial
Development (Income Tax-

Relief) Act,. 1958, Decree o
‘No. 22, 1971) . .

Relief from Import Duties.

: Ej:tj : Impérﬁant

)
}

~Acce1eratediDepreciétion on
Capital. Invesiments

Tariff protection

The Nigerian Enterprises:
Promotion Decree, 1972

Qthers, (please; specify)

AR QY N very smoorsens
Q
SNANERNANERNAY

6. Please;, indicate the equity participation of each
of the following in your business: organisation:

(1)

(1)

(iii)

Nigerian Government ceeeccsccssccsese?
‘Nigerian Private Seclorl ceccseeceeee.d

 Foreilgn INVesSiors eeeecsccccoccoreese

7. (a) Has: your company, at any time benefitted from

(1)

(ii)

the services of the folleowing government owned
finencial institutions? .

The Nigerian Industrial Development

Bank (NIDB) . . Yes [/ No [7

The Nigerian Bank for Commerce' ;
and. Industry” (NBCI) Yes /7 No /7

Oy 0N N ves

P

Unimportant



260

(b) If the response-in 7(a&) is Ne, please, indicates
: among the following elternatives the reasaons
for such a response€. '
(Please, tick the appropriate boxes)

‘(i) Lack. of collateral security

(ii) There: are other cheaper seurces. of
loans

SR

)
)
}

(iii) Your compeny does not depend em
~ loans for expansimn

Iy

(iv) Qthers (Please, specify)
8o Hew many times: has your company improved. on the
: qwality‘of its products between 1970 and 19857
9. Please; indicatie what the‘gen@ral trends have been
in regard to the degree of cempetition and
profitability in your product markets between 1970
andi 1983. (Please, tick the appropriate boxes).
'(a)_ Trend: in competition.

o Markets hawe becene:

(1) Much:more competitive | Z::7
(ii) Fairly more competitive Z::7‘
(iii)\‘Nq'change-in,cemge;iiien. Zi:7i
(iw) Pairly less competitive: Yavd

(v) Much less competitive z:::Z:

(b)  Trend in Profitability
' Markets have beceme..
(1) Much.more;érofitabie L7
(ii) Fairly more profitable ' VAC:;?‘
(iif). No chamge in.profitability = /_/



(vi) -
(iv). Pairly less: prefitable

10..

1l.
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B

-~

(w) Much more profitable

i\

Please, indicate tne degree of centralization of
your management struciure.

Highly centralise ,
Gentralise;
Uncenmral¢sed

Highly umcentrallsed

ZD'D‘D‘,EJ

Weuld you please complete these tables in regard
of your Profit and Less Account and your Balance
Sheet for the perlad 1970~ 85 -
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" PROFIT AND LOSS ACCOUNT

1970{1971 1972 {1973 [197411975(1976 197719781979 (1980 (1981 {1982 1983 {1984 {19857~

Turnever

Profit before ]
Taxatlon

Profit after
Taxetien

Reiained Profit

BALANCE'SHEET

1970{1971|1972 1978|1974 1975] 1976 |1977| 1978|1979 | 1980|1981 | 1982 1083| 1984|1985

Fixed Assets

Current Assets

Current
Liabilities -

Sharehelders.
Funds -

Lean. Steck - _ ‘ ‘ : -

Deferred
Lisbilities
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- APPENDIX TIT°

‘Regressian ceefficients e¢f current size en previeous

size-in respect.ef:p®lled:data fer different size classes.

N

(0.168)

Dependent Independent 9
Variable  Variable Constant T F
LogNASHg logNASM74 4,544  0.664  0.294 ‘ 21 701
S (0.142)
LogNASM, .. LogNASM 8.576 - "0,951  0.428 4.878
A 85 el ; .
. . (o.187) .
logNASM LogNASH 27.716  "0.302: 0.526 57.722
e 85 74 . o .
. S (0.203) N . o
1ogNASL 1ogNASL 0.437 ' "0.841 0.947  93.722
: 80 % ol
L (0.038) = . ..
LogNASLgs ‘IogNASL79 0.493, °1:238  0.942  85.023
. . ) oL R . (Om04¢2) - .
logNASLgs ~ LoglNASL., 0.116 ~ "1.066, 0.974 198.571
1ogNAML LogNAML .92  "0.917 0.973 188.810
& go  TOeNAMoy |
T : . N (0.027) ... N
logNAMLgs — loglAML,. °  0.230  "1.229  0.939 1224.746
LlogNAML,.  logNAML,,. 12;091' "0.215, 0.475.  47.062
85; 74 |
‘ (0.031) . _
IegTNSMBO LogINSlL,, 4.905  "0.567 0.482  48.351
- ' (0.082) - . | L
,legTNSM, 1ogTNSH 1,848, "0.998  0.537 60.428
g5 | ~terteYog . -
LogTHSMy, 10gTNSM74 0.409 1,122 0.805 214.428
LogINSLg, logTNSL - 2,501  0.855 0.778 182.890
.. (0.088) - . - o
- 1egINSLgg l@gTNSL79 2,996  "0.966: 0.639 92.054
| ., . (0.080) S
10gTNSL,.. LogTNSL 0.861 - "0.930. 0.872 357.130
~85, . 74
- . 0.049) . ,
LogTNML LogTNML 2,634 0.802 0.681 110.810
; 80 . 74 . .
. | - (0.076)° . S
logIilLgs ~ LogTNML,q  10.292  "0.442  0.120 6.290
. : (0.085) - . » .
TogTNML LogTNML -2.857 "1.305 0Q.536 60.209




N@tes: le

"ax

2064

Standard Errors are in parentheses

i ‘
Variables.are defined to reflect the

Size classes whose data are poeled. Thus:

Net Assets for Small and Medium

NASM =

' NASL. = Net Assets for Small and Large
NAML ='Nét.ASSets for Medium and Large.
TNSM = Turnover for Small and Medium
TNML.= Turnover for Medium and Large
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APPENDIX IIT

' Distributioniof Companies by Ownership Equity

Participation (%).

Nigerian Private Foreign
Company - Nigerian Government . Citizens Investors
o1 50 .50 -
02’ - 61.16% 38.84
03 - 60, | 40
04 : 100 - -
05 90 - 10
06 100 - -
07 - IR Yo 40
08 - | © 60 40
09 - 60 40
10 - 60 40
11 100 - -
12 - 60 40
13. 20 20 .80
14 71 29 -
15 100 - -
16 J - 48.97 51,03
17 - 60% 40
18 - 60 40
19 - 100 -
20 - - 100 -
21. - ' 60 ’ 40
22 - 60. 40
23. - 80% 40
24 80 20 -
25, | - 95 .5
26. - - 100 -
a7 - .90 30
28 - 40 | 60

29 - 75 29
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Nigerian Private  Foreign

Company Nigerian Gouvernment Citlzens Investors
30 - - 80% 40
31 s 75 25
32" : 100 , - -
33 - 40 | 60
34, 49 - =1
35, . 98 _ - 2
36 41 49 10
a7 = | 100 -
38 A - 1Q0 -
9. . 61 39 -
40 as. - 85 -
4 - 65. 35
42 - 100 -

43 ' - : 60 40

Note: x Figures include Government participation
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