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ABSTRACT

Nigeria is a resource rich country, endowed with vast natural and human resources. The

country has however been struggling to achieve socio-economic development. Over the
years, different governments have set up development programs geared at improving the
economic climate with the aim of achieving economic development and attaining the status
of one of the world’s topmost economies. The current government has set a target for Nigeria

to be among the world’s top twenty economies by the year 2020.

One of the major reasons why the Nigerian economy has failed to be competitive is the
dearth of basic infrastructure. This is evident in the power sector, with the production of less
than 2,000 megawatts of electricity in a nation which requires up to 20,000 megawatts. The
deficiency in the production of electric power in the country is more apparent when the

average power outage occurs for more than eight hours on a daily basis.

The transportation sector also has its challenges as there are no new roads to add to the
existing networks which are poorly maintained. The railway is at best, stagnant, while the

plan for an efficient intermodal transport system remains on paper.

This study assesses the infrastructural development in Nigeria and tries to show that the
development of critical infrastructure such as power, roads, railways, ports and
telecommunications will lead to an improved investment climate and make the Nigerian
economy more competitive as well as encourage the inflow of much needed Foreign Direct
Investment, which will inevitably lead to economic growth. The results of this study can be
used as a valuable resource for enhancing knowledge development in the improvement of the

investment climate and contribute significantly to the strategy for economic development.
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CHAPTER 1
INTRODUCTION

Nigeria is in West Africa bordering the Gulf of Guinea between Benin and Cameroon. It has

a surface area of 923,728 square kilometer. Nigeria is Africa’s most populous country, with
almost 150 million people; it is regarded as the largest market in West Africa and one of the
largest in the world blessed with rich natural and human resources. Despite the huge natural
resources and large market, an average Nigerian lives below poverty level. Unemployment,
poverty, corruption, poor infrastructures, absence of social services and ineffective
administrative services do not only mar the economic development in Nigeria but also cripple

its investment activities.

Nigeria’s economy has witnessed different reforms in order to build a strong and sustainable
base for economic development. Over the years, the federal government, in a bid to ensure
that Nigeria becomes one of the best economies in the year 2020, has introduced innovative
economic strategies such as the National Economic Empowerment and Development Strategy
(NEEDS), Vision 2020, and the 7 Point Agenda of the President Yar Adua administration.
The 7 Point Agenda has been described as an economic growth mechanism in order to bring
succor to the Nigerian economy (Yakubu, 2009). The agenda addresses fundamental issues
pertaining to critical infrastructure industries (power, rail and road transports) as the first to
be solved. Food security and agribusiness, wealth creation and human capacity development,
internal security and a resolution of the Niger Delta crisis (Yakubu, 2009) are also enshrined

as development processes in the 7 Point Agenda.

According to Nigeria’s former Finance Minister, Ngozi Okonjo-Iweala infrastructure is a
fundamental necessity for any economic sector or development strategy to thrive.
Infrastructure is critical to help Nigeria realize its economic goals. The level of decay in the
infrastructure system in Nigeria is reflected in the reason job creation is at its minimum and
poverty is at its maximum. The World Bank Managing Director further said that the only way
to create jobs and reduce poverty is for government to improve infrastructure and attract
private investors. Thus, a country with an ineffective infrastructure system delimits the inflow

of investments.



There are basic requirements needed to be actively in place to increase the inflow of

investment. Political will, efficient public administration and functional infrastructure

systems are tools for building a good investment climate.

Political will involves the readiness of the government at all levels to put in place
structural and institutional reforms and sustainable development strategies.
Efficient public administration entails ensuring effective administrative services in
tax administration, clear and easy processes of obtaining licenses, permits and
ports clearances. Free trade zones are also requirements for attracting investors
while the observance of the rule of law by dispensing justice appropriately and
effectively is crucial. The respect and protection of intellectual property rights are
measures which investors consider before setting up business in a host economy.
All these measures ensure the protection and physical security of investors. The
financial system also allows the investor to determine how to deal with their
investment in respect of easy transferability of foreign exchange. The Nigerian
Investment Promotion Commission Act of 1995 allows for repatriation of profit
and capital by a foreign investor.

A functional infrastructure system is undoubtedly a major economic growth
catalyst. Adequate and effective infrastructure provision leads to an easier way of
doing business and reduces factor costs thereby increasing productivity. Doing
business and raising productivity requires uninterrupted power supply, good
transport system and an effective port administration as well as a reliable

communication system.

The increase in the inflow of both local and foreign investors can be viewed as a catalyst for

development, poverty reduction and integrating the host economy into global development

processes. Consequently, the attempts to improve the economy will be a system of misguided

efforts unless a functional infrastructure system is built that will aid a strong and attractive

investment climate ensuring a positive effect on the investment climate leading to economic

development.



Introduction to the problem

The systematic decay in all the infrastructure sectors in Nigeria is contributory to the
instability and poor growth in the economic system. Critical infrastructures; power, road, and
rail have posed great challenges to investors seeking to explore the tremendous business
opportunities in Nigeria. According to the World Bank’s Doing Business 2009, the lack of
these basic amenities also have a direct impact on the daily activities of Nigerians by
crippling economic activities because the cost of doing business in Nigeria is so high and

counterproductive that the investment output is low.

While attempts have been made to resuscitate these sectors, much success has not been
achieved and these attempts have not reflected positively on the economy. Regardless of
whose responsibility to provide infrastructure services and to fund the infrastructure
industries, it becomes a priority for the government to encourage different forms of
investments in this sector including private investment by utilizing different strategies

including forms of public private partnerships in order to solve this fundamental problem.

Recently, government established the Infrastructure Concession Regulatory Commission to
facilitate and manage issues relating to Public Private Partnership in the infrastructure
industries. In addition, in the past ten years, government embarked on projects in the power,
telecommunications, road and rail sectors in order to improve these sectors of the Nigeria
economy. These attempts are usually marred by non-implementation, mismanagement,
corruption, illegal award of contracts and contract cancellations by government all of which
constitute the basis of the problem of lack of basic infrastructure in the Nigerian economy.
‘The gaps between policies and their implementation can be huge, with vast
informal economies in many developing countries providing the most palpable
evidence. Governments need to bridge these gaps and address deeper sources of
policy failure that can undermine a sound investment climate’. (World
Development Report, 2005 p xiii)
The challenge is not ‘what to do problem’ but ‘how’ and ‘who’. The modalities for project
and contract allocation, designing appropriate strategies, observing best practices in
infrastructure development, and appointing qualified human capacities are the major

challenges to developing the Nigerian economy.



Significance of the study

Proper implementation of policies and corrupt practices are major challenges to infrastructure
development affecting the business environment in Nigeria. The importance of this study is
reflected not only in the suggestive measures recommended on implementation and
corruption reduction, but also on the recommendation of best practices employed by
countries with high standards of critical infrastructures. The aim is to enable Nigeria achieve
its agenda and to also become one of the top twenty best economies in 2020 by developing its
critical infrastructure.

In addition, this study will enable prospective investors as well as policy makers
acknowledge the position of Nigeria in terms of an attractive investment destination
compared to other competing nations. It will assist policy makers to identify areas of
intervention and allow for proper planning of the implementation of economic policies geared
towards the improvement of the investment climate and also the economy by ensuring a clear
strategy towards improving critical infrastructure in order to enable the Nigerian economy

become more competitive in attracting the much needed foreign direct investment.

Purpose of the study

This study is aimed at drawing attention to and reiterating the urgent need for development in
the infrastructure system in Nigeria. With the increasing level in economic and business
operations, advancement of information/communication technology, the rapid pace of global
business development, and the adverse consequences of the world economic recession,
investing in the infrastructure sector of the economy becomes a great benefit to ensure
integration into global economic growth and advancement. This will help in building a strong

and lucrative investment environment which is the bedrock of economic development.

Research Problems/Questions and Objectives

Four specific research questions are posed in this study. These are:
1. Can the investment climate be improved if adequate infrastructure is put in place?
2. What is the impact of a good investment climate on inflow of infrastructure investment?
3. What effect or role does a good infrastructure sector play on the competitiveness of a location
such as Nigeria?
4. How can political will and policy consistency assist in improving the infrastructure of a

location such as Nigeria?



Structure of the Dissertation

The dissertation is structured into five chapters. The first chapter introduces the research
topic and the research problem. It states the significance of the study as well as the
purpose of the dissertation. Four research questions are posed in the chapter as well as the
structure of the dissertation.

The second chapter reviews literature and the current state of knowledge and attempts to
situate the author's own contribution to knowledge.

The third chapter deals with the research method and restates the research questions and
looks at the comparative case study and personal interviews as methods to be employed in
the dissertation.

Chapter four analyses and discusses the research topic while highlighting the case studies
and the interviews conducted. The last chapter concludes the dissertation with some

useful recommendations.

Summary
This chapter introduced the dissertation by looking at it from the context of the decaying

critical infrastructure in Nigeria as it affects economic development. It states the research
problem and looks at the significance and purpose of the study. Four research questions
are posed in the chapter while the structure of the dissertation is explained.

The next chapter reviews the literature and the current state of knowledge in the area of
the research dissertation. It critically evaluates the theoretical positions and research
studies, drawing attention to major debates. It then goes further by using the review to

situate the author's own contribution to knowledge.



CHAPTER 2
LITERATURE REVIEW

This review is a look at the current state of knowledge by looking at a combination of
academic, industry and policy paper sources. It critically looks at works done previously and
theories of competitiveness as well as the effect of critical infrastructure on economic

development.

David Ricardo and Adam Smith initiated the theory of national competitiveness over a
hundred and ninety years ago. Ricardo argued that if “The profits of capital employed in
Yorkshire, should exceed those of capital employed in London, capital would speedily move
from London to Yorkshire...it would not follow that capital...would necessarily move from

England to Holland, or Spain, or Russia where profits might be higher.”

Ricardo’s assertion implies that competitiveness seeking capital has the tendency of moving
to the most competitive locations within national boundaries. In this regard competitive
advantage is synonymous with profitability and it tends to stop at national borders, where
Ricardo goes on to observe “Experience, however, shows, that the fancied or real insecurity
of capital, when not under the immediate control of its owner, together with the natural
disinclination which every man has to quit the country of his birth and connexions, and
intrust himself with all his habits fixed, to a strange government and new laws, check the
emigration of capital. These feelings, which I should be sorry to see weakened, induce most
men of property to be satisfied with a low rate of profits in their own country, rather than

seek a more advantageous employment for their wealth in foreign nations.”

Ricardo further said that the increase in capital rates of return of an economy makes it
competitive. Investors move to locations where the capital profit generation is high and
competitive. There is the possibility of capital diversion to a location where there is
competitive advantage, but only within the region. Some investors do however prefer to
remain with the initial market even at low rates of profit making it less competitive, due to

the processes involved in moving to a foreign market with different policies and regulations.

Ricardo’s postulation however in the modern day cannot be said to be wholly true as foreign

direct investment (FDI) now tends to move across borders due to various prevailing factors.
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Barriers that affected foreign direct investment during Ricardo’s time have become less
effective. Ricardo’s principle does not comply with recent global economic development
informed by intra-business relationships where investors move across boundaries to a more
profitable business environment. Competitive advantage should not be boundary limited
otherwise economic growth will become unachievable. Most economies thrive as a result of a

better economy coming to invest.

The Secretary General of the United Nations, Ban Ki-Moon in the World Investment Report
2008 said that annual global FDI inflows have continued to increase standing at $US1.8
trillion in 2007. With new technology, the advent of the internet and expansion in
telecommunications worldwide and improvement in world transportation, global movement
of goods and people have positively affected trade and movement of capital across
boundaries. Meanwhile locations continue to source for much needed FDI and strive to make

their places more competitive than other competing locations.

In his book “Competitive Advantage of Nations” Michael Porter’s utilized the Diamond
Model as an aid for understanding the competitive position of a nation in global competition.
This model can also be used for other major geographic regions. Traditional economic
theorists mention land, location, natural resources, labor and population as factors for
comparative advantage for regions or countries. Because these factor endowments can hardly
be influenced, this fits in a rather passive view of national economic opportunity. However,
Porter postulates that sustained industrial growth has hardly ever been built on above
mentioned basic inherited factors. Abundance of such factors may actually undermine
competitive advantage! He introduced a concept of "clusters," or groups of interconnected

firms, suppliers, related industries, and institutions that arise in particular locations.

As a rule, Competitive Advantage of nations has been the outcome of four interlinked
advanced factors and activities in and between companies in these clusters. One of the
important factors this dissertation will utilize is the fourth factor condition which includes
capital and infrastructure as being key factors for competitive advantage, it thus implies that

infrastructure is a key factor for competitive advantage of a nation.

These interlinked advanced factors for Competitive Advantage for countries or regions in

Porter’s Diamond framework are:
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1. Firm Strategy, Structure and Rivalry - The world is dominated by dynamic conditions,
and it is direct competition that impels firms to work for increases in productivity and

innovation.

2. Demand Conditions - The more demanding the customers in an economy, the greater the
pressure facing firms to constantly improve their competitiveness via innovative products,

through high quality.

3. Related Supporting Industries - Spatial proximity of upstream or downstream industries
facilitates the exchange of information and promotes a continuous exchange of ideas and

innovations.

4. Factor Conditions - Contrary to conventional wisdom, Porter argues that the "key" factors
of production (or specialized factors) are created, not inherited. Specialized factors of

production are skilled labour, capital and infrastructure. "Non-key" factors or general use

factors, such as unskilled labour and raw materials, can be obtained by any company and,
hence, do not generate sustained competitive advantage. However, specialized factors involve
heavy, sustained investment. They are more difficult to duplicate. This leads to a competitive

advantage, because if other firms cannot easily duplicate these factors, they are valuable.

Government according to Michael Porter is to act as a catalyst and challenger; it is to encourage - or even push
- companies to raise their aspirations and move to higher levels of competitive performance. They must
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encourage companies to raise their performance, stimulate early demand for advanced products, and focus on
specialized factor creation and to stimulate local rivalry by limiting direct cooperation and enforcing anti-trust
regulations.

Even though, the renowned Professor of economics, Paul Krugman, had declared national competitiveness “a
largely meaningless concept”, mainstream economists continue to look down on this notion; nevertheless,
national competitiveness discourse continues to gain ground. Establishment National Competitiveness
councils continue to spread as an indication of relative economic excellence around the world. Furthermore,
“the proliferation of national and sub-national investment promotion agencies (IPAs) in countries in various
stages of economic development in the past few years, has also added impetus to the success of this admittedly
ambiguous notion. Typically, a state seeking to attract FDI will today argue how intemationally competitive it
is and that setting up shop in its jurisdiction will enhance the guest-firm’s own interational competitiveness
that is, its ability to produce.” Krugman’s further assertion that “ many people who know that
‘competitiveness is a largely meaningless concept have been willing to indulge in competitive rhetoric
precisely because they believe they can hamess it in the service of good policies” tends to admit that most
governments will endeavour to put in place policies that will make their destination more competitive.

Competition between developing countries for foreign direct investment will become harsher and the
temptation to exaggerate the quality of one’s location by concealing the disadvantages will become
increasingly difficult to resist to some extent. However, in concealing the realities of a location, one has come
to see in the practise of investment promotion that it is difficult to conceal most of the factors affecting the
competitiveness of the destination due to modem day availability of rapid information as well as the use of the

internet to source for information about various issues relating to the investment climate of most countries.

Investment Climate in Nigeria

The Nigerian Investment Promotion Commission Decree No. 16, 1995 is one of the
legislations designed to facilitate economic growth in Nigeria. One of the mandates of this
Commission is to eliminate all barriers to investments in the country. Government’s
privatization programme through the Bureau of Public Enterprises has also ensured private
sector participation in hitherto areas reserved for government such as the banking, ports
operations, airport administration and lately, road concession of the Lagos-Ibadan

expressway.
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Despite the many achievements of the Nigerian Investment Promotion Commission (NIPC),
there are still challenges retarding business operations in Nigeria. In comparing regulations of
181 economies doing business in 2009, the World Bank report ranked Nigeria as 118 out of
181 countries in the Ease of Doing Business (World Bank 2008: Doing Business 2009).

Ease of Doing Business: Global rank
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50

Source: World Bank reports; Doing Business 2009. Country profile for Nigeria.

The report analyses the procedures and challenges encountered in business operations in
Nigeria. Starting a business, rigid and multiple tax system, obtaining licenses and permits,
employing workers, land allocation and construction permits are some of the regulations that
constrain business activity in Nigeria.

There are 8 cumbersome procedures involved in starting a business in Nigeria. These

procedures will be completed within 31 days and it costs 91% of the average per capita

annual income.
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Starting a Business in Nigeria
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Starting a Business - Global Rank

Source: Doing Business in Nigeria 2009. Nigeria is ranked 91 out of 181 countries

Another important aspect of the investment climate is the tax system. The essence of taxation
is beclouded by the multiple taxation system which drains huge amounts of money from
investors who have to pay taxes to the different government bodies/agencies. Taxes allocated
to both small and medium companies are high and the process involved in paying are rigid.
This makes business operators to evade tax by operating on an informal level. Tax
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compliance can be aided if the process of paying tax is eased and simplified. In paying tax,

Nigeria is ranked 120 overall compared to some selected economies.
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INFRASTRUCTURE DEVELOPMENT IN NIGERIA

Introduction

The importance of infrastructure to all economies cannot be over emphasized. The vitality,
development, sustainability and efficiency of economic activities are based on adequate
infrastructure. Investment activities largely depend on infrastructure which is also an
important prerequisite for economic and social growth. (World Investment Report (WIR),
2008 p 87).

No doubt, a factor for economic and social development is the provision of good quality
infrastructure services. (WIR, 2008 p87). A pace of development is set by adequate and
effective provision of infrastructures. This is what creates huge gaps between developing and
developed countries. Poor infrastructure has constrained the integration of Africa into the
global trading environment (Kaberuka, 2008 p3).

Economic growth in Nigeria is retarded by poor delivery of infrastructures while the biggest
challenge to the investment climate is still the nation’s infrastructure. Manufacturing,
industries, petty traders and business operators are all variously negatively affected by lack of

adequate infrastructure.
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Definition of infrastructure

Infrastructure can be described as the fundamental basis of all the aspects and activities of an
organized society in both social and economic dimension. It is the basic physical and
organization structures needed for the operation of a society and the economy. Infrastructure
can be divided into; social and economic types. (WIR, 2008 p 87)

Social infrastructure

Social infrastructure comprises basic facilities and ways for providing health services, quality
education, job creation, social welfare and community development. Social infrastructure is
regarded as the obligation of government to its people in terms of social service delivery. The

aim is to improve the living standard of the people.

Economic infrastructure

Economic infrastructure involves the internal facilities that support production and business
activities. The Business Dictionary defines economic infrastructure as internal facilities of a
country that makes business activity possible. These facilities can be classified as
communication, transportation (rail, road, water and air), energy supply systems (electricity
and gas), distribution networks, financial institutions and  markets  (

http://www.businessdictionary.com/definition/economic-infrastructure.html). Without

adequate provision and functioning of these facilities, economic growth of any given place
regardless of natural opportunities will be unachievable. Thus, with less natural/human
resources and opportunities but effective economic infrastructures, a fast growing,
competitive and sustainable economy is possible. In other words, the competitiveness of an

economy is heavily dependent on economic infrastructure.

Infrastructure Industries in Nigeria; Critical Infrastructure

Critical infrastructure includes power, rail and road (Yakubu, 2009 p 2). These are the core
challenging infrastructure industries in Nigeria. According to Yakubu, these areas have been
targeted as critical in the development strategies. Without neglecting other infrastructures,
energy, rail and road are the channeling points for the major economic activities in Nigeria.
They have deteriorated so much that they have very negative effects on the output of firms,
and have a direct impact on the high cost of production thereby having a direct effect on

employment productivity and poverty, (Yakubu, 2009 p 2).
17
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Power

Nigeria is among the world’s leading oil and gas producing countries. It is Africa’s biggest
oil producer and boasts of extensive gas reserves. Despite Nigeria’s endowment in oil and
gas, it is still characterized by fuel and power shortages preventing infrastructural progress

and crippling economic development. (Corporate guide 2009)

The Power Industry is regarded as the backbone of any modern economy. (WIR 2008, p90)
The generation, transmission and distribution of electricity in Nigeria have proved to be a
major challenge to the Nigerian government over the years. Electricity is a major problem for
small, medium and large firms and significantly in the manufacturing sector. (Larossi 2009, p
24)

With over 140 million people, Nigeria generates about 2000 megawatts. Unlike South Africa
and Turkey that generate about 40,000 megawatts with 40 million and 70 million people

respectively.

Manufacturing firms in Nigeria consider inadequate power supply as their major constraint to
productivity. Although, all aspects of infrastructure are factors impeding doing business,
electrical power is the biggest infrastructure problem (An Assessment of Private Sector in

Nigeria, 2002 pp 12-13).

97% of Nigerian firms are affected by power outages which can last for eight days depending
on the area or state. In Abuja, total power outage lasts for five days while in Kano a minimum

of 16 days is the duration for total outage per month (Larossi 2009 p24).

The World Bank Enterprise Surveys reports that electricity is the greatest business obstacle
faced by firms in Nigeria. 1,891 firms were surveyed and the report shows that there was an
average of 27 power outages in a month above the regional and global averages of 14 and 11

days respectively. (Enterprise Surveys 2008)

The industrial areas are largely affected by intermittent power supply. Lagos, Oyo, Ogun,
Kano, Sokoto, Rivers, and other industrial states in Nigeria which require high electricity
generation do not have access to constant electricity and have to rely on generators. The

amount of money spent on fuel and diesel to power machinery/generators reflected in higher
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prices of their products (NIPC report 2007). The high cost of production reduces the output of

industries which results in reduction in profit margins.

Percentage of firms with Private Generators

Location

Numbers of East North South All
employees

20-29 93.3 91.7 94.1 93.4
50-99 100.0 100.0 94.2 97.4
100-199 100.0 100.0 100.0 100.0
200-499 100.0 100.0 100.0 100.0
500-999 100.0 100.0 100.0 100.0
1,000 and over 66.7* 100.0 100.0 94.1
All 95.7 98.2 97.7 97.4

*One of the four firms in this category did not have a generator for production but for other
purposes.

Source: An Assessment of the Private Sector in Nigeria, Regional Program on Enterprise
Development by the World Bank Group September 2002.

However, due to the problem of electricity in Nigeria, some firms have stopped production
and moved to neighboring countries such as Ghana and Benin Republic because of the
increasing demand of electrical power which cannot be met. Power outage in Nigeria makes
the economy uncompetitive to attract investments. Some foreign investors prefer to site their
firms in areas where the cost of doing business is low. Consequently, economic growth

becomes an illusory goal in the absence of constant power supply.

Response Mechanisms to Electricity Problem

The following mechanisms are ways by which companies especially manufacturing firms
respond to the power deficiency;

a. Relocation: In order to improve their productivity, manufacturing firms could
have moved their businesses to other states of the country. But the electricity
problem is a general phenomenon in Nigeria. According to the Enterprise survey
report, there was no evidence of firms/organizations relocating to other areas to
obtain an improved power supply.

b. Factor Substitution: Since relocating to other areas is less feasible, opting for
another mode of production becomes an alternative for firms to ensure

profitability and sustainability. According to the report, some firms substitute their
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factor of production/manufacturing. For instance, substituting less electricity-
intensive inputs with sub-optimal technology.

C. Product Substitution: Similar to factor substitution, product substitution is
another way of responding to the power problem in which the
manufacturers/producers change the products that require electricity consumption
to products that use less electricity. For example, a pharmaceutical company will
prefer to produce drugs that require less refrigerated storage.

d. Private Provision: Sometimes, altering the production process may cause damage
to the product or the machinery so Nigerian industries prefer to operate their own
generators even when public power supply is available. It has been stated earlier
that most firms and organizations make use of private power generating sets
instead of relying on the public supply which is unavailable or unreliable.

e. Output reduction: As stated earlier, high cost of production as a result of
electricity deficiency will result in low output. According to the enterprise
surveys, value lost due to power outages in Nigerian firms is about 8.92% of sales.

However, these mechanisms do not prevent the relocation of foreign investors and their
firms (in the case of Michelin Company relocating to Ghana) to another country with
better infrastructure provision. There are implications of not rectifying the infrastructure
challenge which will lead to less productivity, unemployment and poverty creation;

features of a poor business environment and economy.

Energy and Economic Growth

In his paper on Energy and GDP growth Rognvaldur Hannesson examined the
relationship between the growth in energy use and the growth of GDP from 1950-2004.
He tried to see the closeness of the two and whether the relationship vary in strength
between rich and poor countries between market economies and centrally planned
economies, and between oil exporting and oil importing nations. He tried to see whether

economic strength depended on the price of ail.

Hannesson used linear regression of the growth rate in energy use on the growth rate in
GDP for 171 countries, GDP per capita, and the price of oil, run for all 171 countries and
for subsets of rich medium, medium rich and poor countries, market economies versus

centrally planned economies, and oil exporting versus oil importing countries.
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Hannesson in his findings said that there is a significant positive relationship between
growth in energy use and growth in GDP for all countries taken together and for all the
subsets all countries, although not necessarily proportional. He further went on to say
that there is some indication that growth in energy use declines with GDP per capita, for
any given growth in GDP. There is, he said a significantly negative relationship between
the price of oil and the growth in energy use for all the countries taken together and for

all the subsets of countries, except for planned economies and for oil exporting countries.

Yemane Wolde-Rufael in his paper titled “Energy consumption and economic growth:
the experience of African countries revisited” (published in the Energy Economics 31
2009, pgs 217-224) tried to re-examine the casual relationship between energy
consumption and economic growth for seventeen African countries in a multivariate

framework by including labour and capital as additional variables.

Wolde-Rufael in his work pointed out that there seems to be no consensus regarding the
direction of causality between energy consumption and economic growth. For instance,
in a study of over more than hundred countries, Chontanawat et al. (2008) finds that the
causal relationship between energy consumption and economic growth is more
pronounced in developed than in developing countries. Causality running from energy
consumption to economic growth was found in only 35% of the poorest nations and in
42% of the middle-income nations while it was found in 69% the high-income countries.
Sari and Soytas (2007) in a study of six developing countries found energy to be an

important factor of production.

In a bivariate relationship between energy consumption and economic growth in African
countries, Wolde-Rufael (2005) also found conflicting evidence with the neutrality
hypothesis supported in a substantial number of countries, with little support for the
hypothesis that energy consumption causes economic growth. Similarly, using a
multivariate causality test, Akinlo (2008) found also conflicting results for eleven
countries. Linear and nonlinear Granger causality carried out for eight newly
industrialized Asian countries and USA by Chiou-Wei et al. (2008) shows also

conflicting results.
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Panel co integration and causality studies are also equally conflicting. For instance,
Mahadeven and Asafu-Adjaye (2007) found bi-directional causality for some countries
while for others they found unidirectional causality running from energy consumption to
economic growth. Similarly, Huang et al. (2008) found no causality between energy
consumption and economic growth in low-income groups while in middle-income and
high income countries they found that economic growth leads energy consumption. Lee
(2005) in a panel cointegration and causality study for a group of eighteen developing
countries found causality running from energy consumption to economic growth and not

vice-versa.

Wolde-Rufael said that energy might not be strong enough to spur economic growth
because the potential gains to economic growth may depend on the degree to which
energy, capital and labour act as complements in the growth process. In a substantial
majority of African countries considered, energy is said to be no more than a
contributing factor to output growth and certainly not the most important one when

compared to labour and capital.

Transport Infrastructure

One of the major tools of economic and strategic development is an effective transport
system. A good transport system is the connecting basis of all socio-economic
interactions and economic activities linking and integrating the country to the world. The
demand for effective transportation increases when economic activities and organizations

expand.

Simply put, transportation is a means of movement connecting two or more locations
together. Thus, it becomes an essential part of human activities aided by moving from one
place to another. Transport also involves movement of goods and services from one point
of location to another. After production, there is the need to convey products, services,
and goods to wherever they are needed. Economic transaction ends at the point of getting
to the final consumer. Consequently, transport facilities must be effective and available to

aid and to ensure a smooth business operation.

Transport infrastructure refers to the major structure of component parts of the
transportation system offering the provision of transport services and operations. (Oni &
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Okanlawon, 2008). It involves a group of industries including seaports, railways, roads &
highways, and airports. However, in Nigeria, the level of decay in the transport system
poses a serious challenge to economic growth and development. The system is
characterized by the problems of bad roads, congested ports, inadequate fleets of vehicles,
few and crowded trains and poor maintenance. The infrastructure sector has suffered
neglect from the government until recent attempts made to privatize the ports through
concessions and other forms of Public Private Partnership (Bureau of Public Enterprises,
Infrastructure Report 2007).

Rail

The Nigerian railway system has 3,505 kilometers of narrow gauge (1,067mm), standard
gauge of 276km (Ajaokuta-Warri). It has tracks with two major rail lines, one connecting
Lagos on the Bight of Benin to Nguru in the northern state of Yobe. The other connects
Port Harcourt in the Niger Delta to Maiduiguri in the northern eastern state of Borno. The
Nigerian railway system has passenger traffic at full capacity of 15 million per annum and
rail freight traffic at full capacity of 50 million tons per annum. The trains are diesel
locomotive operated. The railway system in Nigeria has almost 200 locomotives, 54
shunters, 480 passenger coaches and over 4900 freight wagons. 75% of the locomotives
are not functional while less than 50% of the coaches and wagons require servicing
(Bureau of Public Enterprises, Infrastructure Report 2007).

The National Bureau of Statistics (2005) states, that rail transport accounts for less than a
half per cent of the gross domestic products (GDP) of the transport sector. Although rail
has always contributed a tiny proportion of value-added in transportation, its share of
value-added continues to decline because road transport has taken over all the traffic
previously conveyed by rail.

The Nigerian Railway Corporation regulates the activities of the sector. But its status has
been relegated as reflected in the illustration of a transportation policy which has
sidelined an important and cheap means of transportation (National Bureau of Statistics
(NBS) 2005). The policy encourages the growth of road transport system mainly owned
and controlled by private transport services.
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Implications of the Transportation Policy on Rail System

The transportation policy has made the Nigerian Railway Corporation (NRC) rely solely on

the government for subvention and it has encouraged and supported a ‘disorganized,

unregulated private sector-owned road transport system providing freight and passenger

services (NBS 2005).

Effects of these implications

1.

1i.

1ii.

1v.

V.

VIi.

Poor state of the railway system has resulted in traffic congestion on urban roads.
Traffic congestion on roads will increase the rate of fatal road accidents emanating
from bad roads, poorly maintained vehicles and careless driving (NBS 2005).

The growth of the agricultural sector of the economy is truncated. Commercial
marketing of farm products is largely affected as there are no efficient means of
conveying farm products to large markets or where they are needed. Thus, farm
products waste away at harvest and after harvesting.

Scarcity and high cost of perishable and non-perishable goods.

Break in linkages between Nigeria and neighboring countries like Benin,
Ghana, and Togo as well as the global economy.

Poor state of any infrastructure will create backwardness in acquisition of
skills, technology and investments.

It contributes to the high rate of unemployment as railway workers are laid

off/downsized due to inability to fund the system/poor state of the system.

Strategies to Improving railway system

1.

ii.

In 2000, the National Council on Privatization (NCP) set up the Transport Sector
Implementation Committee to formulate a new strategy for the sector. The
Railway Bill is one of the Bills developed to create a framework for the reforms in
the sector.

The 2009 budget provides allocations to achieve the following projects;
Modernization of locomotives, coaches and wagons.

Rehabilitation works on tracks, stations, bridges, signaling equipment and
culverts.

Procurement of tools, cranes and other railway equipment.
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Road

Road transport system is a very important means of transportation in Nigeria. It is also a
common mode of transport which involves the movement of people, goods, services, and
fuels from one location to another. The history of the road system dates to the early 1900s
under the British colonial rule with the sole aim of transporting goods from the interior to the
coast for export. The evolving economic reforms/dispensation after Nigeria’s independence
in 1960 saw the need for the road system to be expanded with the main purpose of facilitating
access to state capitals and large towns (Encyclopedia of Nations, 2008). Thus, Nigeria had
the largest road network in West Africa and the second largest south of the Sahara with
108,000 km of surfaced roads 1990 estimate. Nigeria has the largest road network in West
Africa and the second largest south of the Sahara, with roughly 108,000 km of surfaced roads
in 1990. Currently, Nigeria’s road system is a total of 193,200km with 28,980 km paved and
164,220 km unpaved.

Challenges of Road Transport in Nigeria

The Central Bank of Nigeria in December 2002 conducted a survey on the state of highways
in Nigeria. The survey reported the dilapidating condition of the roads in all parts of the
country especially the South Eastern and North Western parts of the country. The roads and
bridges are broken down and cracked with many potholes because they have not been

rehabilitated since construction (CBN, 2002)

Lack of a maintenance culture and abandoned projects affecting the state of infrastructure in
Nigeria extend to the road network. Absence of equipment and facilities renewal, inadequate
replacement and maintenance of vehicles, high fuel price and shortage of fuel, and inadequate
high passenger capacity are some of the major problems of road transport in Nigeria (Oni&
Okanlawon, 2008)

According to the Bureau of Public Enterprises, Infrastructure Report 2007, there are a few
roads without potholes in Nigeria, however most of the major roads are congested as the
population increases and business operations advance. In order to ease the traffic congestions
in the most populated and industrial areas, the pressure on these roads demands for urgent
construction of more roads and bridges and maintenance of the existing ones. Consequently,
contracts are being awarded to execute the road construction projects but corruption and

failure to award contracts to the qualified construction companies characterize the whole
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system. Traffic flows are hindered by bad roads and lack of connecting roads and bridges
between a destination and another/connecting two linking areas together. Road commuters
can be held up in traffic for over two hours for movement that should not take up to five
minutes. Business activities are sometimes paralyzed, workers resume late at work due to
traffic delay, orders are unmet or delayed and the rate of output and productivity reduces

thereby affecting general economic activities.

The rural areas where agricultural enterprise thrives do not have access to adequate road
infrastructure (good roads, bridges and vehicles to convey farm products to commercial
markets). In areas where there is access to few trucks, plying the bad roads, drivers charge
exorbitantly for the goods to be conveyed and this has effect on the final price of the farm

products. Thus, goods become expensive as a result of high cost of transportation.

Significance of Road Network to the Nigerian Economy

The complexity of economic advancement increases the demand for transport services. The
quantity and quality of commodities and people to be conveyed determines the demand for
transport provision. With more business activities and the extensions of the input-output
relationships of an economy, the demand for transport thrust towards high demand (Oni and

Okanlawon, 2008)

Oni and Okanlawon further stated that in Nigeria, the elasticity of demand is determined by
the elasticity of demand for the commodity being transported together with the proportion of

transport costs in the value of the delivered product (Oni and Okanlawon, 2008)

Road infrastructure and other sub-sectors of transport infrastructure have significant impact
on the final price of manufactured, agricultural and mining products. Furthermore,
transportation costs they said form a significant proportion of the final price of most goods.
Generally, transport accounts for more than 30% of the value of the delivered product.

Inadequacy and inefficiency of Nigeria’s transport infrastructure account for this high cost.

They further found that the contribution of the Nigerian transport sector on the Gross
Domestic Product (GDP) is relatively low as compared to developed countries where
transportation’s contribution varies between 11 and 16 per cent. But in Nigeria, transport’s

contribution varies between three and 12 percent. Efficient road system contributes directly

26



or indirectly to economic development by ensuring that goods and services get to their final

users.

Filani (2002) states that, road transport accounts for more than 90% of the movements of
goods and passengers in Nigeria. The slight shift of emphasis in the private public investment
in the transport sector to water and air transport in the Rolling Plans of 1991-1993 and 1994-
1995 did not affect the road sub-sector which still accounted for over half of the total

investment (Oni and Okanlawon, 2008)

Federal Government Transport Sectoral Allocation 1990-1999 Rolling Plan periods

Plan Period Roads % Rail % Water % Air % Total Allocation

(in millions)
90-92 70.14 14.03 7.24 8.60 2,210,000
91-93 52.42 12.95 19.41 15.22 2,695.428
93-95 59.65 6.23 15.91 18.21 8,379.446
94-95 56.67 1.33 22.92 19.09 6,017.250
96-98 40.23 42.16 15.98 1.62 28,491.420
97-99 32.03 32.93 26.19 8.86 52,310.162
Average 51.86 18.27 17.94 11.93

Source: Total sum extracted from Rolling Plans 1990-1999 (Oni, 2008)

Transportation Policy

The development strategies and economic principles designed by the government of Nigeria
to build a sustainable economy are unachievable without transport infrastructural
development. Transport infrastructure development is one of the tools to building a viable
business/investment environment. It is in the light of this that government came up with some
policies and bills to facilitate the efficiency and development of the sector.
The following bills are formulated to create a framework for the reform in the sector;

a. The Railway Bill

b. The National Inland Waterways Bill
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C. The Federal Road Authority Bill

d. The National Roads Fund Bill

€. The National Transport Commission Bill

f. The Ports and Harbour Reform Bill.
In line with the culture of paying lip service to development in Nigeria, these bills were
approved by the National Council on Privatization (NCP) in 2008 but are yet to be passed
into law by the National Assembly. Consequently, with the slow passage of bills,
implementation of projects and misappropriation of allocated funds and lack of proper
allocation of funds to the transport sector, the economic reforms and development strategies
(7 Point Agenda, NEEDS, Vision 2010, and Vision 2020) may in the end be unrealistic and

unattainable.

Telecommunications

The telecommunication sector in Nigeria has been described by the Nigerian
Communications Commission (NCC) as the most visibly improving social and economic
infrastructure and one of the fastest growing telecommunication markets in Africa. The sector
has witnessed regulatory processes to redirect its deteriorating state towards a vibrant and
globally relevant strategy in the telecommunication industry with the aim of fostering healthy

integration into world-developed economies

Prior to the year 2000, operating telephone lines in Nigeria was below 500,000. Access to
telephones, which was an ‘exclusive privilege’ of top government officials and the elites, was
stunted by poor network. Low level of investment in the telecommunications sector which
was about 50 million US dollars also contributed to the poor state of the sector.
(http://www.ncc.gov.ng/six_years_telecoms.htm)

Lack of basic infrastructure remains the major challenge of the telecoms industry in Nigeria.
As a result of power shortages, telecoms investors expend more on fuel for generators to

power their equipment.

Multiple taxation (payment of tax at the federal and state level) and low income category are
also challenges for telecoms operators. With regards to income, according to the IMF,
Nigeria’s GDP per capita was US$1,500 in 2008. This implies that operators are competing
in a low-end and prepaid dominated market, where consumers find it difficult to afford

buying handsets/subscribing to mobile phones or land lines.
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The absence of systems for building a competitive market/economy makes it difficult for
investors to thrive as competition intensifies in the industry. In other words, the quality of
service cannot meet the number of subscribers as a result of lack of basic infrastructure

facilities and high subscription.

In 1999, the Nigerian Communication Commission was established under Decree 75 of 1992
as the National Regulatory Authority of Telecommunications. In line with best practices, this
regulation allows for private participation in the industry. The Commission was established to
facilitate private investments and to promote fair competition and efficient market conduct
among all players in the telecoms industry. In addition, the provisions of the NCC Decree
allow for granting licenses under a fair and uncompromised process to telecoms investors
who intend to provide, but not limited to the following:
e Sales and installation of terminal or other customers premises equipment e.g.
telephone telex and fax machines
e Provision and operation of public payphone
e Provision and operation of private network links, employing cable, radio
communications within Nigeria
e Provision and operation of public mobile communication, community telephone (for
rural areas and estates), value added network services (banks and airlines), as well as
the internet, voice mail, and the electronic mail. (Nnama,1999)
These provisions led to the emergence of MTN, ECONET, MTEL, GLO MOBILE,
VISAFONE, ETISALAT and other privately owned telecoms companies in recent years. As
Africa’s largest market, Nigeria still offers investment opportunities in 2009, mainly as a

consequence of its universal license framework and the probability of continued growth.

The telecoms industry has been witnessing tremendous growth. For instance, the Nigerian
mobile data market is booming and the number of data users (or SIM cards actively
connected to data services) has increased from less than 900,000 in 2007 to nearly 2 million
in 2008, with the main usage consisting of internet and email access.

As at the end of 2008 all the main national players offered internet access.

Infrastructure Investment

Having recognized infrastructures development as an essential economic challenge in

Nigeria, the government embarked on strategic projects to improve the critical infrastructure.
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One of the strategies is the involvement of private investors in the provision of infrastructure.
Government’s thinking in recent times has changed from restricting investment in
infrastructure to solely a government prerogative to allowing private sector participation in
infrastructure investment. Firstly, through the privatization program and recently through
other forms of public private partnership programs including leasing, concessions, Build
Operate and Transfer (BOT), Build Operate and Own (BOO), etc. The issue is not whose
responsibility it is to provide infrastructure; private or public? Infrastructure is essential for
development therefore investment in infrastructure activities should be a priority for any
economy that aspires for development encoded in individual, collective and corporate
responsibility. It is not a question of “if” (or “who”) but rather “what”, “when”, “how much”,

“by whom” and “for whom” (WIR, 2008 p88).

Investing in infrastructure is extended to investors both indigenous and foreign. The aim is to
fund the provision of infrastructural facilities because the key to getting the infrastructure
right is the key to full participation in global economic progress (Free Online Library, 2009).
The secret to developed and organized economies is functional infrastructures financed by
both the private and the public sectors. As economic reforms advance, the demands for these

facilities increase.

In Nigeria for instance, there have been changes in the direction of building a strong economy
by formulating principles and policies and embarking on projects that will change the
economic landscape. Over the years, it has been shown that these attempts are being
frustrated due to lack of the moving force to actualize the goals. This moving force is
regarded as adequate and competitive infrastructural facilities. Creating and facilitating this
moving force becomes the preoccupation of all the stakeholders contributing to Africa and
global economic development. Financing has been described as one of the main challenges of

infrastructure in Nigeria.

The onus of financing infrastructure development does not rest with the public or private
sector alone. Kaberuka (2008) recommends that partnerships to facilitate private sector
participation, a redefined role for the public sector, local community participation and
involvement by regional and continental organizations and internal donors are all requisite

ingredients for financing and developing infrastructure.
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Summary
It is apparent that there are various infrastructure challenges in Nigeria. Apart from

telecommunications which has improved in recent times, there seems to be various
challenges in areas such as the rail, roads and power infrastructure. The deficiency directly
seems to affect productivity and competitiveness and government seems to have neglected
these areas in terms of a concise effort at investing in these areas in the past. Private
investment seems to have had a direct positive effect in the development of the
telecommunications sector which has resulted in improved efficiency as well as an increase
in the number of users in this sector. An effort at ports concessions seems to have had little
effect in improving efficiency of port administration and the turnaround of ships berthing at
the seaports still do not meet international standards. The road network is still in a very poor
state while the railway is barely functional. It is apparent that there is a co-relationship
between adequate power supply and productivity which invariably has an effect on the Gross
Domestic Product (GDP) and economic development.

The next chapter will look at the research methods considered appropriate in achieving the
aims and objectives of the dissertation. Such methods as classification, secondary sourced
data gathering and analysis, the case study method, literature review and analytical tools like
contextual, statistical and comparative analyses will be explored in the context of this
dissertation.
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CHAPTER THREE
RESEARCH METHODS

Due to the nature of this research, the following research methods are considered appropriate
in achieving the aims and objectives of the research topic and in answering the four research
questions posed by the dissertation.
1. Classification method
2. Data gathering and data analysis
3. Case study
4. Literature review
5. Analytical tools like contextual, conceptual, statistical, and comparative analyses.

Classification method

This method is used to identify and classify the salient issues in this research. Major concepts
and principles shall also be identified as the starting point for further analysis. The major
issues and challenges facing the infrastructure system in Nigeria need to be carefully
identified and classified in order to advance on the search for solutions to the economic
problems. Typically, one of the problems hindering economic growth in Nigeria is misplaced
priority and wrong implementation of economic policies. Thus, the classification method is
used to achieve problem-identification, evaluative study of situational problems, findings,
recommending strategic solutions and best practices. The classification method is thus used
in reviewing the transport and power sectors and pursuing an answer to the first question
postulated by the research that can the investment climate be improved if adequate

infrastructure is put in place.

Data gathering and data analysis

In this dissertation, the use of primary and secondary data is employed to obtain information
from relevant persons, agencies and ministries. This does not erode correctness of facts
acquisition. The data gathering method is used to have first-hand information of any issue
addressed in this research. This may was in form of administering questionnaires, organized
interviews and participant observation or requesting for information packages. The
purpose is to give solutions to the identified challenges raised.
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Interviews were conducted with the Honorable Minister for Power and that of Labor as well
as the Executive Secretary of the Nigerian Investment Promotion Commission in order to
have insights into core economic and political issues relating to the infrastructure sector and
to Nigeria’s investment climate. Other people spoken to included an official of Informa UK, a
consultant with the Adam Smith International of UK London, and a public sector
development specialist. This provided useful information that enabled this paper to arrive at

conclusions regarding the four questions posed by the research.

Interview questions

1. What is the current status of the power sector in Nigeria?
In answering this question, all the respondents agreed that the power sector in
Nigeria is below the expected internationally accepted minimum. They all
reckoned that the sector is performing below expected standards and that
investment in the power sector should be improved upon.

2. What is the total power requirement for Nigerians’ demands for energy?
There was no consensus as to the power requirement for Nigeria from all the
respondents. It was agreed however that there is the need for the government to
carry out a needs assessment of the power sector as current use of generators is
not captured in the National figures of power generation.

3. What are the challenges facing the power sector in Nigeria?
All the interviewers agreed that political will, lack of investments, lack of
planning, absence of technological knowhow and corruption were major
challenges affecting the power sector.

4. What are the major reforms government is formulating to resolve the challenges?
The privatisation efforts of government, the setting up of the electricity power act,
the infrastructure concession regulatory commission, and the governments
committee on the power sector, the &-point agenda of the government as well as
vision 20-20-20 programme of the government were mentioned by the
respondents.

5. What is the current status of the Nigerian railway sector?
All the respondents agreed on the deplorable state of the rail system in Nigeria.

They agreed that the rail reforms agenda of previous governments was riddled
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with corruption and lack of adequate planning. They all agreed on the importance
of the rail system in improving the transport system in Nigeria. One of the respondents
mentioned the inadequacy of the present legal framework.

6. Why is the sector comatose?

All the respondents agreed on the lack of political will, corruption and lack of planning.
One respondent mentioned the inadequacy of the legal framework.

7. What are the government strategies for making the Nigerian railway service function?
The respondents mentioned the government’s privatization policy and the need for
an adequate law for the sector.

8. Will the rail system in Nigeria be decentralized or privatized?

None of the respondents was sure of which way the government was going in this
regards.

9. In view of lack of adequate infrastructure, how is the NIPC promoting investments in
this sector?

The respondent from the NIPC sees the absence of adequate infrastructure as an
opportunity to invest in the various sectors if the legal framework is in place.

10. Are clusters and industrial parks the solution to infrastructure problem in Nigeria?

All the respondents agreed that clusters and industrial parks are short term
solutions to the problem of the inadequacy of infrastructure in Nigeria as it
concerns FDI location.

11. How does the infrastructural deficiency impact on tourism promotion in Nigeria?

All the respondents agreed that infrastructure deficiency negatively affects the

tourism potential in Nigeria.

Data analysis
Data gathered is thoroughly analyzed by using the following analytical methods:

i Contextual analysis: This method is used to explain and describe selected
texts. The political, cultural, historical, social, and economic undertones of
these texts are analyzed within their respective contexts. This aids a free flow
of comparative analysis where the contextual details of Nigeria are also
analyzed, and information deduced is compared with other countries.
Similarities, differences, framework and components of the economies are

also analyzed.
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ii. Statistical analysis: This method is used to interpret, describe and explain the
information collected and analyzed in this research. The importance is to
indicate the validity and reliability of the information gathered in the
secondary data, interview and participant observation. The method will also be

used to interpret basic economic terms.

Case study

To have a clear understanding of the state of the investment climate and the corresponding
implications on the Nigerian economy, the need to do a comparative analysis becomes
important in this essay. A case study is conducted on the infrastructure system in South
Africa and Ghana whose economies have thrived so well as a result of effective formulation
and implementation of economic policies and are both competitions to the Nigerian economy
in terms of location of Foreign Direct Investments (FDI). In the study, economic and public
reforms, techniques and methods of implementation, implication of well formulated and
focus driven policies, workability of principles and the feasibility of the reforms are critically
examined. The case study method helps in gathering data, formulating hypotheses and
importantly, forms the basis of justification for the findings and prescribed solutions of the

research.

Limitations of Research Methods used

Case studies are used to study particular phenomena in particular settings. The case study
method is very common in business research and is particularly useful for the analysis of
organizations. However, it can be narrow in scope and a generalization can be very difficult
(John Adams et al pg 112).

There are some problems with secondary data that are considered, some data may be lumped
together with those that may not be relevant to the study and may not be truly representative.
Also some of the data may not be recent and may not reflect the current status of issues
discussed.

In the interview method, it was difficult getting most respondents to give more time on the

issues to be discussed. Some of the respondents were contacted by e-mail and follow up
questions could not be applied.
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Summary
This chapter dealt with the various methods of research used in the dissertation while stating

the limitations of the research methods used. The next chapter analyses issues arising in the
critical infrastructure development in Nigeria and uses Ghana and South Africa as case
studies in infrastructure development utilizing data from the Global Competitiveness Report
2008-2009, World Bank Enterprise Survey reports and Informa Telecoms & Media
companies reports as well as official documents of the Federal Government of Nigeria. There
is then a discussion on issues arising from the state of infrastructure development in the three
countries. The status of the telecoms sector is amplified and the chapter highlights the fact
that the development of the telecoms sector in Nigeria has been quite impressive.
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CHAPTER 4
ANALYSIS AND DISCUSSION

Public infrastructure touches on a wide range of basic amenities which enhance the capacity
of economic agents to conveniently engage in productive activities with minimum stress. The
absence of these amenities or their un-optimal provision can equally result in complete
seizure of production at economic unit levels. The deficit in infrastructure provision is very
much a significant factor behind the comparatively higher cost of doing business in Nigeria
relative to other countries. It also underscores the declining rate of capacity utilization, as
well as lowers the quality of life. The reason for this is that strong growth is always a
function of adequate and well functioning infrastructures that underscore both the production

and free flow of goods and services within and outside the country (see chapter 2).

Infrastructure investment, or capital, consists of large capital-intensive projects, which in
most countries are mostly publicly owned and regulated, and which also provide the
backbone of the production and distribution system. They are often regarded as the wheels of
economic activity because of the crucial role they play in providing the bulwark upon which
production and distribution stands. A weak foundation cannot satisfactorily support a
superstructure. Therefore without adequate infrastructure, economic activities which are
invariably the superstructure cannot successfully stand (discussions with the Nigerian

Minister of Labour and Productivity).

Michael Porter in his Diamond for the Competitive Advantage of Nations stated that
specialized factors of production includes skilled labour, capital and infrastructure and that
“non-key” factors or general use factors such as unskilled labour and raw materials, can be
obtained by any company and do not generate sustained competitive advantage. He went on
to explain that specialized factors involve heavy, sustained investment which are more
difficult to duplicate and more difficult to duplicate. This he concludes leads to a competitive
advantage. Thus, it beholds on any government that wants to be more competitive to
concentrate on improving this factor by ensuring an adequate development of its critical

infrastructure in order to act as a catalyst to economic development (see chapter 2).

It is trite knowledge that there is a common agreement by all the stake holders in the Nigerian

economy that there is an immediate need to improve on the delivery of critical infrastructure
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in order to make Nigeria more competitive and thereby improve on the inflow of Foreign
Direct Investment with its attendant positive impact on economic development and the well

being of the people.

The Global Competitiveness Report 2008-9 indicates that the most problematic factor for
doing business in Nigeria is the inadequate provision of adequate infrastructure. This indeed
makes Nigeria less competitive than its rivals in the region such as Ghana or South Africa.
Most businesses that have a high technology input would rather locate in South Africa than in
Nigeria. Also due to the inadequacy of power supply and a reliable transportation network,
the consequent increase in factor costs affects the profitability of these businesses and acts as

a direct influence in their location decisions (see chapter 2).

The most problematic factors for doing business in Nigeria
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Inadequate supply of infrastructure
Access to financing

Corruption

Policy instability

Inflation

Crime and theft

Tax rates

Poor work ethic in national labour force
Inefficient government bureaucracy
Government instability/coups
Inadequately educated workforce
Tax regulations

Poor public health

Foreign currency regulations
Restrictive labour regulations

The Global Competitiveness Report 2008-2009 © 2008 World Economic Forum

The Global Competitiveness Report noted about fifteen factors which made doing business in
Nigeria problematic and ranked inadequate supply of infrastructure highest. It is to be noted
that despite concerted efforts by the government to address this issue, it is still a recurring
problem which needs to be taken seriously in order to improve the investment climate and

attain the government’s goal of becoming the world’s 20" ranked economy by the year 2020.
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2" Pillar Rankings from the Global Competitiveness Report 2008-2009

Nigeria South Africa Ghana
Quality of overall 114 46 74
infrastructure
Quality of roads 116 40 73
Quality of railroad 108 37 111
infrastructure
Quality of port 120 49 86
infrastructure
Quality of air transport 84 25 91
infrastructure
Auvailable seat kilometres | 55 21 82
Quality of electricity 132 101 103
supply
Telephone lines 116 91 114

Out of the three countries Nigeria, Ghana and South Africa, the Global Competitive Report
2008-2009 indicates that inadequate supply of infrastructure ranks highest in Nigeria more
than the other two countries in doing business. The table above is indicative of the poor

ranking of Nigeria in the various sectors of critical infrastructure.

It is however not understood why the Report ranked the telecommunications sector poorly as
that sector has witnessed tremendous growth in the past five years and is said to be the fastest
growing sector in the telecommunications emerging markets (See the discussion on the

telecommunications sector below).

ELECTRITY POWER SECTOR

At the 37" yearly general meeting of the Manufacturers Association of Nigeria (MAN) held
in July 2009, the MAN President, Alhaji Bashir Borodo, said that the harsh economic climate
has forced 820 manufacturing firms out of business in the last eight years,

A breakdown of this figure shows that an average of 100 firms was shut down yearly due to
operational constraints between 2000 and 2008.
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The MAN President, who spoke on the dwindling fortunes of the real sector, lamented that
the situation was made worse by the Federal Government's failure to heed the body's plea for
a reduction in the price of Automotive Gas Oil (AGO), a key input in the production chain
since most companies in Nigeria have to depend on producing the needed power to run their
factories.

The graphs below culled from figures from the World Bank Enterprise Survey report shows
the concerns of firms in Nigeria compared to Ghana and South Africa. The graphs indicates
that electricity is a major concern of firms with regards to Nigeria compared to Ghana and
South Africa.
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Following many years of under investment and poor management, the state owned power
sector has proved unable to provide an efficient electricity supply for the country and the
increasing growth in demand for electricity. According to the Federal Government of
Nigeria’s report on the implementation of the 7-point agenda, the essential challenges faced
have been as follows:-

(1) Dilapidated and ageing infrastructure, resulting in declining output and efficiency. The
additional failure to carry out overhauls and servicing when due and necessary has led to a
situation where plants operate significantly below capacity.

(i) The transmission network is radial and not robust enough to support more than
4,000MW generation capacity. In addition, the system relies on overloaded transformers,
obsolete equipment and a grossly inadequate dispatch facility and control system. Further
there is no coordinated system planning.

(ii1)  Distribution network is weak with a poor voltage profile due to overloaded distribution
transformers, bad feeder pillars and substandard distribution lines. The network is
characterised by high technical and non-technical (theft) losses.

(iv) Inadequate cash flows into the sector as a result of high non-technical losses and a low
tariff has proved to be a disincentive for additional investment in the sector.

(v) Gas supply to the thermal plants has not been available.

Since 1999, considerable efforts have been made to address these challenges by pursuing a
two-pronged approach. First has been the need to address the problem and causes of
inadequate and unreliable electricity supply, through rehabilitation and construction of
electricity production and supply infrastructure. The second aspect has been to develop a long
term plan for sector viability by addressing the structural issues necessary for the emergence
of a robust and efficient electricity industry, entailing holistic reform.

As regards the former objective, progress was achieved through the rehabilitation of existing
plants and the construction of new capacity to be contracted under Independent Power Plants
(IPPs) (800MW in 2001 and 700MW in 2002). Although the goal of achieving 4,000MW by
the end of 2002 was met, this was not sustainable as the majority of the rehabilitated plants
were outdated; aging between 18 and 43 years and the unstable transmission and distribution
network only received a fraction of the investment required. In 2005 the Federal Government

of Nigeria (FGN) decided to address this by directly funding the construction of new host
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plants through the National Integrated Power Projects (NIPP).

Considerable progress has been made with the structural reform of the industry, to date,
including the passage of the National Electric Power Policy (2000) and Electric Power Sector
Reform Act (2005), which now provides for sector viability in the long term. The vertical and
horizontal unbundling of Nigeria Electric Power Authority (NEPA) into the Power Holding
Company of Nigeria (PHCN) successor companies, the establishment of a regulatory
commission, the Nigeria Electricity Regulatory Commission (NERC) and considerable work
on the definition of market and system operation rules have laid the foundation for the
development of a wholesale trading market and the liberalisation of the industry, which will
encourage much needed private sector participation and investment (Federal Government of

Nigeria’s report on the implementation of the 7-point agenda).

The mixed results from the initiatives undertaken over the last few years have shown us that
reform of a sector that was essentially on its knees takes time, must be pursued methodically
and requires focus. The major thrust of the Yar’ Adua administration has been to build on and
accelerate past initiatives, whilst also ensuring that a firm groundwork is laid for future
sustainability and sector viability. This is why power is the number one priority in the 7 Point

Agenda policy.

The National Integrated Power Projects Steering Committee, under the chairmanship of the
Vice President of Nigeria, has been established to focus on ensuring delivery of more
electricity and a robust transmission system, as well as to address the critical delays that have
hampered the program. The NIPP is expected to add an additional 2,743MW to the national
grid and total system generation capacity is expected to exceed 10,000MW upon completion
of the NIPP by the end of 2011. However, in the short term, a target of delivering an average
generation capacity of 6,000MW by December 2009 has been approved by the Federal

Government of Nigeria.

The strategy being adopted in achieving this target is based on optimizing the existing

capacity within the host Power Holding Company of Nigeria power plants as follows:-
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From existing Capacity:-

Power Plant Capacity
Egbin 1,080MW
Kainji 480MW
Jebba 360MW
Shiroro 450MW
Sapele 170MW
Afam 72MW
Delta 3290MW
Geregu 414AMW
Omotosho 300MW
Papalanto 300MW
TOTAL: 3,955MW

Additional capacity from ongoing rehabilitation

Power Station Capacity
Kainji 45MW
Delta 200MW
Afam 208MW
Sapele 100MW
TOTAL 553MW

Capacity from Independent Power Producers

Power Station Capacity
AES 288MW
Okpai (Agip IPP) 480MW
Afam VI (Shell IPP) 300MW
Omoku (Rivers State 75MW
Government)

TOTAL 1,143MW
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Also in the Federal Government of Nigeria’s report on the implementation of the 7-point
agenda the problems of gas supply to power plants was also stated to be one of the major
constraints to improved and sustained power generation in Nigeria. The major issues are
summarized as follows:

1) The current volume of gas production in the country is far below the domestic demand
il) The gas being produced does not meet the required quality

iil) Gas price review needs to be addressed urgently so as to attract new investors

iv)  Gas Supply and Purchase Agreement, GSPA and securitization matters need to be
concluded and approved for implementation urgently

v) New investors for gas gathering need to be encouraged through effective and realistic
incentives to enable them compete with the existing IOCs. It is recommended that IOCs
should be saddled with gas gathering and supply expansion nationwide under the downstream
gas policy

vi) The issue of gas supply supplementation/reserve for each of the power plant, for an
emergency period of about one month each, needs to be seriously looked into; and

vii) Adequate attention should be given to the security of the gas pipelines so as to reduce

problems of gas pipelines vandalism.

In the case of transmission, it is to be noted that the transmission grid can manage only about
3,500MW currently. The major constraints are weak and ageing infrastructure, inadequate
transmission and sub-station transformation capacity at 330kV and 132kV voltage levels,
obsolete switchgear and protection systems; and ineffective control and communication

system.
These are technical issues that can successfully be addressed in 2009 if necessary and
adequate attention is given to the above actionable items that are provided for in the 2009

appropriation.
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In the case of the distribution network, the nation’s distribution network can currently handle
the delivery of up to 3,500MW. The major problems of the network include aged and
obsolete switchgear and protection equipment, under-sized conductors and sub-stations,

overloaded distribution transformers; and an inadequate network maintenance material.

WATER INFRASTRUCTURE

There is very poor penetration of water supply in the urban areas of Nigeria. The cost is also
very prohibitive and a dis-attraction to investments. Water provision is sometimes bound with
the lack of adequate power supply. The provision of water is decentralized in Nigeria. This

implies that responsibility of water provision is with the state governments.

The importance of water to most firms’ operations cannot be overemphasized. In many cases,
most of the companies in major industrial centers in Nigeria have to provide their own water
through the digging of boreholes or use of water tankers to supply the factories with water.
This is usually at a high cost which impacts on the factor cost of doing business and makes
the country less competitive.

Government has so far not been forthcoming in investing more in water provision as it is seen
as a social service which is difficult to have an economic charge levied on. The privatization
or commercialization of this sector is so far not too easy as people find this notion still

unacceptable and believe that the government should continue to provide this service almost
free. The effect of course is a lack of willingness of the government to continue to invest

scarce resources on water provision. This is even more evident in non-urban areas of the

country.
The graphs below shows Nigeria having the highest number of days in the month for water

sufficiency compared to South Africa and Ghana even though Nigeria is does better than both

countries in water connectivity.
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TRANSPORTATION INFRASTRUCTURE

This is one critical area that affects directly the cost of doing business in Nigeria. From the
inadequacy of port infrastructure which leads to a low turn around at the nation’s ports
compared to the turnaround in neighboring ports to the inadequacy of road infrastructure and
the near absence of rail infrastructure. The challenges of moving goods from the factories to
the terminal markets are quite substantial as the lack of road maintenance and inadequate

provision of road infrastructure impacts negatively on the cost of doing business in Nigeria.
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The challenges imposed by the ports administration and inadequate provision of ports
amenities have led to a high level of ports congestion and its attendant costs to the business
enterprise. Recently in 2007, the Nigerian Government in order to improve the delivery of
service in its ports decided to privatize the ports and hand it over to private operators while
the government agency, Nigerian Ports Authority, acts as the land lord. The effect of this is
yet to be adequately felt as most ports users now complain of excessive ports charges while

the issue of port congestion is yet to be adequately addressed.

The lack of a working railway network has also affected the infrastructure provision in
Nigeria. Government over the years has made several attempts to revamp the Nigerian
Railways but due to various factors including corruption, policy inconsistency and a lack of
political will, the attempts have been mostly feeble and ineffective. Government’s latest
effort led to the signing of an $8 billion contract with a Chinese firm to rebuild and extend the
railway system in Nigeria. However this contract was cancelled in July 2009 by Government
even though an initial $250 million had been paid as advanced fee to the Chinese company

(http://www.nigerianbestforum.com/index.php?topic=29317.0).

In the graphs below, firms identifying transportation as major constraints indicated that

Nigeria ranked worse compared to Ghana and South Africa in the African Sub-Saharan

region.
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NIGERIA TELECOMMUNICATIONS SECTOR

Many countries in the developing world must decide how to best allocate scarce resources for

improved economic development. An ITU study of telecommunications and development,
The Missing Link, concluded that "telecommunications can increase the efficiency of
economic, commercial, and administrative activities, improve the effectiveness of social and

emergency services and distribute the social, cultural and economic benefits of the process
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of development more equitably throughout the country." Although it is recognized as an
essential catalyst for growth, however, improved telecommunications generally has not been

a central investment focus for developing countries (James Alleman et al.)

According to the company’s report of Informa Telecoms & Media, Nigeria is Africa’s largest
telecoms market and by the end of 2008 had 16% of the continent’s mobile subscriptions.
There were 63 million mobile users in 2008 while mobile teledensity reached 40% by the end
of that year. There were 2 million fixed lines (over 99% provided by fixed wireless networks)

and over US$7 billion in revenues was generated by mobile operators in 2008.

The Nigerian telecommunications sector is regulated by the Nigerian Communications
Commission (NCC). The telecommunications landscape is dominated by mobile networks,
which flourished since early 2000. Until then state-owned fixed operator NITEL and less than
10 private telecommunications operators (PTO) failed to raise the country’s teledensity to
more than 2%. As across Africa, NITEL copper network was limited to the main urban areas
and the company’s postpaid model was not adapted to the need and the means of a population
widely surviving on informal economic activities. PTOs on the other hand opted for wireless
technologies, mainly code division multiple access (CDMA) but focus on the business and

high-end segments.

Global system for mobile communications (GSM) remains by far the most dominant
technology in Nigeria although the smaller CDMA operators increased their market share
from 2% in 2006 to 10% by the end of 2008. The legacy total access communication system
(TACS) network run by M-Tel saw its subscription-base migrated over the period to its GSM
network and was officially turned off in November 2006.

The vast majority of subscriptions in Nigeria are prepaid, primarily due to the lack of banking
and credit infrastructure in the country making direct debit and credit payments required for
postpaid difficult. In addition, as a developing mobile market, the Nigerian operators are still
concentrating on capturing subscribers and improving market share and the fastest way to
achieve this is by offering prepaid. By the end of 2008, less than 1% of the subscriptions

were postpaid.

In 2001, Nigeria granted mobile GSM licenses to NITEL, MTN and Econet Wireless.

Globacom was awarded the second national operator in 2002. MTN and Econet launched
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GSM services in August 2001. M-Tel had been running an analogue TACS network since
1992 and started migrating to GSM from end-2001. The growth has been phenomenal from
early years as all operators promoted prepaid services. The GSM success led to NITEL fixed
subscriptions falling from over 500,000 in 2004 to less than 60,000 active lines by the end of
2008.

The GSM growth in Nigeria has been driven by a low penetration rate, affordable services
(compared to fixed networks), prepaid services - no compulsory contract subscriptions and no
need of technical installation. Competition intensified from 2006 when the NCC reformed
the licensing framework and introduced a unified licensing regime in order to adapt to
constantly evolving technologies and converging services. Under the new law, telecoms
investors are issued a global license allowing them to provide all types of services whether
mobile, fixed or internet. Existing players have the option to migrate to the new framework
and so did MTN, Zain (previously Econet) and many PTO, such as Starcomms, Multi-Links,

Reliance Telcommunications.

MTN's market share fell only slightly in 2008 and the market leader ended the year with 37%
of the market, down from 40% in 4™ Quarter 2007. MTN attributed the strong growth to
increased capacity and an improved distribution network. The operator said that it had
improved quality of service in 2008, which resulted in minutes of use increasing from 52
minutes in 2007 to 55 in 2008. The revenue accruing for MTN Nigeria increased by 24% to
US$3.6 billion in 2008.

Despite maintaining a steady 27% market share between 4Q07 and 4Q08, Zain recorded the
highest GSM subscription growth in 2008, increasing its base by 55% to 17 million. Zain's
revenues were US$1.6 billion in 2008. Globacom lost market share to CDMA networks.
CDMA operators were more involved in their own handsets sales than their GSM rivals,
pushing low-cost handsets.

Fixed-line network Nitel's privatization process was re-launched on March 19, 2006 as the
FGN invited investors to bid for a 51% stake in Nitel and a 100% stake in its wholly-owned
mobile arm, M-Tel. According to the Bureau of Public Enterprises, interested investors must
be reputable telecoms operators managing at least 2 million fixed or GSM lines and networks
worth US$500 million. The application deadline was set to May 4, 2009.
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GHANA TELECOMMUNICATIONS SECTOR
Ghana had 3% of African mobile subscriptions end-2008 compared to Nigeria’s 16% while

there are 12 million mobile users in 2008, Nigeria had 63 million and Ghana’s mobile
teledensity reached 48% compared to Nigeria’s 40% at the end of the same period. There are
300,000 fixed lines in Ghana compared to Nigeria’s 2,000,000 fixed lines at the end of 2008
while US$1.2 billion in revenues were generated by mobile operators in Ghana compared to

US$7 billion in Nigeria by that same period.

Millicom introduced mobile services in Ghana in 1992, operating a TACS network. The
operator then launched GSM in 2002. Celltel, which later became Kasapa, entered the market
in 1995 with an AMPS network and Scancom (now MTN and One Touch followed in 1996
and 2000 respectively). Mobile licenses were only issued to each operator in 2004. Prior to
that date, operators were granted annual authorisations to use specific frequencies.

A new license framework became effective in 2004 and mobile operators were for the first
time issued proper long-term licenses. Before that date, operators were granted yearly
authorisations to use a specific spectrum. The telecommunication sector in Ghana is regulated
by the National Communications Authority (NCA), for which primary functions include

issuing licenses and regulating interconnection rates.

Mobile subscriptions in Ghana grew by 51% year on year and neared 12 million by end-
4Q08. Growth in Ghana outperformed growth in Africa as a whole at 35% in the same

period.

Market leader MTN recorded the highest growth in subscriptions at 60% over the year. The
operator increased its market share from 52% in 4Q07 to 56% in 4Q08 at the expense of Tigo
and Vodafone (previously One Touch). MTN posted revenues of US$641 million in 2008, up
from US$429 million in 2007.

Following Vodafone’s take over in 2008, Ghana Telecom re-branded all its units to Vodafone
Ghana in early April. Vodafone announced plans to reduce staffing levels from the total of
more than 4,000 employees and offered a leaving package to those staff that were willing to
leave. The mobile operation's market share declined by three percentage points year on year
and stood at 14% in 4Q08. Vodafone Ghana generated about US$120 million in mobile

revenues in 2008.
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Kasapa's market share remained minimal at 3% by end-2008. Despite competitive tariffs and
the promotion of low-cost handsets, Kasapa's growth has been hampered by GSM's
prevalence. GSM operators benefit from a wider coverage, better brand images and lower
entry costs. There is no need to buy a new handset even when switching operators, so
subscribers often have more than one SIM card. Tigo and recently launched Zain held
respectively 25% and 2% market share end-2008 (Sources: Informa Telecoms & Media,
Companies reports)

SOUTH AFRICA TELECOMMUNICATIONS SECTOR

According to Informa Telecoms & Media, Companies reports, South Africa is Africa’s most

mature telecoms market with 13% of African mobile subscriptions and a 14% annual growth
rate in 2008, South Africa has 48 million mobile users compared to Nigeria’s 63 million by

the end of 2008 and 3.7 million fixed lines end-2008.

South Africa is the largest mobile market in Africa and the most developed. It was the first in
Africa to have a competitive GSM market and now is the only country to have seen
significant take-up of 3G services. It also has the highest penetration in Africa.

South Africa has three mobile operators - Vodacom, MTN and Cell C. An MVNO, Virgin
Mobile, operates over Cell C's network. Two operators, Vodacom and MTN, have launched
3G.

At end-2008, South Africa's mobile subscription base represented 14% of all subscriptions on
the continent and the country's mobile penetration had reached nearly 100%. Although the
prepaid sector dominates the South African mobile market, the country has the largest ratio of
contract customers in Africa as this segment represented 12% of the country’s total
subscriber base in 2008. South Africa also accounts for over 50% of all contract accounts on

the continent.

MTN and Vodacom had both launched 3G by the end of 2005; their combined WCDMA
subscription bases represent over 90% of the continent's 3G market. Vodacom remains the
clear market leader with 74% of the total WCDMA subscriptions in South Africa. Telkom
launched 3G at the end of 2008. Mobile number portability (MNP) was introduced in

November 2006 having been worked on by the regulator, the Independent Communications
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Authority of South Africa (ICASA), since 2004. MNP had previously been resisted by the
mobile operators, which had claimed that technical difficulties precluded its introduction.

Virgin Mobile became Africa's first non-network operator when it launched in South Africa
in June 2006 operating over Cell C's network. Virgin is a joint venture between Cell C and
the Virgin Group. As South African law regarding MVNOs is particularly strict with regard
to operators that offer anything beyond voice, Virgin is identified as an ‘enhanced service

provider' rather than MVNO.

The South African mobile market grew by 14% year on year to reach 48 million
subscriptions end-2008. Mobile operators generated revenues of about US$8 billion in 2008.
Vodacom and Cell C achieved service revenues of around US$983 million and US$232
million respectively in 4Q08, while Virgin Mobile's average quarterly service revenues were
slightly less than US$30 million in 2008. MTN's service revenues exceeded US$745 million
in 4Q08. The operator posted total annual revenues of US$4 billion for 2008.

On January 16, 2009, the Independent Communications Authority of SA (ICASA) completed
its new framework for converged licensing. The regulatory body issued new technology-
neutral licenses to existing operators and to new players. The migration to the new
framework was set up in the 2005 Electronic Communications Act. The new framework was

intended to promote technology and service-neutral licenses.

As Africa’s most mature telecoms market, South Africa is the largest broadband Internet
market, which is dominated by mobile broadband. MTN and Vodacom have the largest
shares of mobile broadband users with 3G/HSPA subscriptions exceeding 1 million at the end
of 2008. The new licensing framework propelled Telkom into the full mobility sphere, when
the fixed-line incumbent launched a WCDMA/HSPA network end-2008. The service initially
consists of wireless broadband via USB dongles. Second national operator Neotel said it
planned to launch mobile broadband on EV-DO via data cards and USB dongles by end-
20009.

Challenges include regulation issues i.e. new rules and/or licenses take long time to be
implemented, affordability as despite South Africa's maturity on an African standard, a large
part of the populations still face poverty and literacy issues. (Informa Telecoms & Media,

Companies reports).
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Summary

Case studies and secondary data analyzed of the critical infrastructure in Nigeria, South
Africa and Ghana indicated that South Africa is way ahead of Nigeria in infrastructure
development. While Nigeria is behind Ghana and South Africa, it has however shown great
improvement since 2003 in the telecommunications sector and now has more mobile
subscribers than both South Africa and Ghana. It is apparent that a lot needs to be done in
other areas of critical infrastructure such as rail, roads and the power sector if Nigeria is to
achieve its goal of been ranked amongst the 20 top global economies by the year 2020.

The next chapter concludes the dissertation by restating the research questions and discussing

the extent to which answers have been proffered by the research work It also attempts to
recommend solutions to some of the challenges identified in the dissertation.
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CHAPTER FIVE

CONCLUSION AND RECOMENDATIONS

One of the most critical factors impacting on the investment climate is infrastructure. Without
adequate infrastructure, the investment climate will not be conducive enough to support the
necessary inputs needed for the attraction of the needed economic activities, capable of
improving the economy enough to lead a developing economy, such as Nigeria, to be
amongst the top twenty most developed economies in the world. Currently, the state of
critical infrastructure in Nigeria is below the acceptable world standard capable of launching
Nigeria to the much needed status of a developed economy.

One thing that is basic in Nigeria is an acceptance by all the stakeholders, including the
various tiers of government, that there is definitely a need to improve the critical
infrastructure in Nigeria, including the power sector, transportation sector and water
infrastructure. Different strategies have been adopted over the years yet there has been no
noticeable improvement despite huge sums of money budgeted in the past eight years to

ameliorate the situation.

Various reasons have therefore been adduced for the lack of improvement in infrastructural
development. These reasons include, lack of consistency in government policies, corruption,
a weak legal framework, and most importantly political will. The desire for Nigeria to be
competitive and lead the sub-region in respect to development may not therefore be easily
achievable without the necessary development of its critical infrastructure, which has a
capacity to have a multiplier effect that will lead to an improvement in the economic sphere,
capable of increase in profitability by reducing factor costs, thereby making Nigerian
industries more competitive. This will also lead to the attraction of investment capital
especially in high technology sectors, which hitherto had found Nigeria less attractive than
countries such as South Africa, especially in areas of information technology, science,

pharmaceutical, research and development.

For Nigeria to be a highly competitive investment location therefore there is the need for
government to first and foremost develop the political will to ensure that the necessary
change will occur. Over the years, different governments have set up various development

related programs aimed at making Nigeria more competitive as well as improve the
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investment climate. Indeed these committees raised by government to proffer solutions to the
problems associated with the investment climates do come up with laudable
recommendations which if implemented would have the desired effect of achieving the
necessary objectives it was designed for. However, most implementation program are either
tainted with corruption, ineffective designs, or implemented by managers that do not have the
requisite ability to deliver on the necessary mandate.

In answer to the research question of whether the investment climate can be improved if
adequate infrastructure is put in place, this dissertation indicated that critical infrastructure is
an important factor in improving the investment climate and that an improvement in critical

infrastructure will tend to improve the investment climate in Nigeria.

The second question on what is the impact of a good investment climate on inflow of
infrastructure investment shows that investments may be determined by good government
policies and a political will as was the case of the telecommunication sector in Nigeria where
there was a tremendous increase in the inflow of investments due to the privatization and the

liberalization of that sector by the government in 2003.

The third guestion on what role does a good infrastructure sector play on the competitiveness
of a location such as Nigeria, was answered by the dissertation. It was clear that a better
infrastructure in any economy reduces the cost of doing business and is a key factor that will
lead investors in locating their businesses. It then beholds that a poor infrastructure sector is a

disincentive to locating industries in Nigeria and thus hinders economic development.

The fourth question on how political will and policy consistency can assist in improving the
infrastructure of a location such as Nigeria was answered in the dissertation by showing that
investors would rather prefer a location where there is political stability and consistency in
government policies. It was clear that in the case of the Telecommunications sector, the
government of Nigeria had the will despite stiff opposition to the privatization program of the
sector. The effect of the government decision to liberalize the sector was phenomenal as there
was an upsurge in the utilization of phones and millions of jobs were created with the a clear
positive effect on the economy. It also clearly showed that without political will, this could
not have happened. This has not been the case for the rail, power and roads. Not until recent
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times, there has been no clear political will to redeem the pathetic situation of the

underdevelopment of these critical three very important infrastructure areas of the economy.

Michael Porter’s model and its relevance to Nigeria

In his book “Competitive Advantage of Nations” Michael Porter utilized the Diamond Model
as an aid for understanding the competitive position of a nation in global competition. This
model can also be used for Nigeria (see pg 11 above). However, Porter postulates that
sustained industrial growth has hardly ever been built on basic inherited factors such as land,
location, natural resources, labour and population. Abundance of such factors may actually
undermine competitive advantage! He introduced a concept of "clusters," or groups of
interconnected firms, suppliers, related industries, and institutions that arise in particular
locations. In this case of Nigeria, all the said natural resources exists but the country is
however underdeveloped and cannot said to be attractive to more technologically advanced
FDI. The lack of the necessary factors postulated by Porter makes it impossible for the
country to be as competitive as other more advanced economy. Thus, the country is import
dependent despite the possibilities of increasing the production capacity of the economy that

could be as a result of massive industrialization.

According to Porter, Competitive Advantage of nations has been the outcome of four

interlinked advanced factors and activities in and between companies in clusters.

These interlinked advanced factors for Competitive Advantage for countries or regions in
Porter’s Diamond framework are: Firm Strategy, Structure and Rivalry - The world is
dominated by dynamic conditions, and it is direct competition that impels firms to work for

increases in productivity and innovation.

Demand Conditions - The more demanding the customers in an economy, the greater the
pressure facing firms to constantly improve their competitiveness via innovative products,
through high quality. However due to the low per capita income in Nigeria and the prevailing
poverty, the demand for goods and services is low and does not make room for innovative

products of high quality.

Related Supporting Industries - Spatial proximity of upstream or downstream industries
facilitates the exchange of information and promotes a continuous exchange of ideas and

innovations. Since Nigeria imports most of its finished products including petroleum
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products, the downstream sector for most of its primary products is less developed. An
aggressive promotion of investments in this sector in Nigeria is needed to ensure that other

factories related to key industries are attracted to the country.

Factor Conditions - Contrary to conventional wisdom, Porter argues that the "key" factors of
production (or specialized factors) are created, not inherited. Specialized factors of

production are skilled labour, capital and infrastructure. "Non-key" factors or general use

factors, such as unskilled labour and raw materials, can be obtained by any company and,
hence, do not generate sustained competitive advantage. However, specialized factors involve
heavy, sustained investment. They are more difficult to duplicate. This leads to a competitive
advantage, because if other firms cannot easily duplicate these factors, they are valuable.
Nigeria is yet to be able to be competitive as most of the factors that act as a catalyst are at a

less developed state than in most advanced economies.

Government according to Michael Porter is to act as a catalyst and challenger; it is to encourage - or even push
- companies to raise their aspirations and move to higher levels of competitive performance. This notion is yet
to be fully appreciated by most Nigerian governments in the past. Thus the question of leadership is one that
can make a change as the Country needs the kind of leadership that understands the basic tenets of Porter’s
model and that will have the will to implement basic reforms that can enable the country to be more
competitive and an attractive location for FDI. For a change to occur in the right direction, the Nigeria
government must encourage companies to raise their performance, stimulate early demand for advanced
products, and focus on specialized factor creation that will stimulate local rivalry by limiting direct cooperation
and enforcing anti-trust regulations.

RECOMENDATIONS

Over the years, various committees, stakeholder groups, government offices have proffered

different solutions on how to improve the infrastructure sector of the Nigerian economy. As
earlier stated, most of the solutions are similar; rather the problem is usually with
implementation rather than the knowledge of the issues and recommendations as to what to
do. Hence, most of the suggested recommendations for the sector have also been put forward
by various committees including the policy advocacy department of the Nigerian Investment
Promotion Commission, the Bureau of Public Enterprises as well as the National Planning
Commission. Some of the recommendations adopted below are therefore already proffered by

some of the above stated organizations or committees.
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Power Sector

Operation-related Strategies

Technology

The government should undertake a national demand study to determine the exact electricity
requirement to meet demand in the short, medium and long-term. An integrated least cost
system expansion plan should be developed for the efficient deployment of the Nigerian
electricity industry in the medium and long-terms. Also a development of initiatives for
diversifying electricity generation to improve security of supply as well as the development
of the capacity to generate electricity closer to demand centres to reduce technical losses.
Furthermore projects to convert the radial transmission network into a robust grid with
appropriate dispatch and control equipment for effective management should be completed
while there should be an upgrade and reinforcement of the transmission and distribution

networks to support expected increase in generation.

Gas Supply and Availability

There is a need to develop an appropriate gas policy to encourage production and supply of
gas for electricity generation. There is also a need to develop an appropriate pricing regime
and incentive measures to attract investment and efficient operation and to develop gas
production and supply grid as a national imperative. The government should explore and

develop measures for ensuring long-term supply of gas for electricity generation.

Investment and Funding

Based on proposed system expansion plan, government should ascertain financing
requirement, identify funding sources and vehicles. It should adopt rigorous investment
appraisal framework (to include investment incentives) and establish Electricity

Infrastructure Development Fund.

Cost Structure and Electricity Pricing

There is the need to develop measures for improving efficiency in the provision of electricity
services by the introduction of market-based electricity pricing regime. This could be
achieved by the urgent finalisation and implementation of the tariff methodology developed
by the Nigerian Electricity Regulatory Commission (NERC) if effectively implemented; the
methodology has the capability of encouraging much required investment and efficient
operations in the industry. Government should also embark on aggressive measures to reduce
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excessive cost of production including staff right-sizing and estimate financial support
required to meet energy purchasing obligations and develop risk mitigation strategy.
Government should develop policy position and appropriate framework for electricity
generation and private sector participation including, the necessary arrangement for sale and

purchase of bulk electricity.

Management and Government Involvement

Clear and unambiguous separation of roles and responsibilities of private and public sectors,
clearly defined objectives and targets between management and government in its capacity as
owner of assets pending privatisation. NERC should effectively supervise the industry for

efficient operation, including the strategies of provision of constant electricity.

Reform-related

Implementation and Co-ordination

The government should develop a realistic electricity development plans for the short,
medium and long-terms including a communication strategy for sensitising and increasing the
awareness to reforming the industry. It is also recommended that government should review
and undertake re-assignment of responsibilities to reduce overlaps, conflicting objectives and

ensure smooth implementation of reform and development of electricity industry.

Industry Structure
The government is to review on-going reform and develop unambiguous and realistic
positions on policy and strategic issues and complete the restructuring of PHCN in line with

the wholesale electricity model.

Effective Regulation

Government is to ensure that NERC is appropriately staffed and supported to meet
government’s objectives and set goals and ensure consistency between policy, legislation and
regulation. They should also increase accountability and responsiveness of regulation to

industry realities.

60



Funding Effect of Restructuring
Government is to provide adequate financial support to see reform to its logical conclusion
and efficient operation of the industry.

Strategic Power Generation Plan

There is a strong positive correlation between electricity and economic growth. Starting with
a parlous generation base of about 4000MW, electricity infrastructure will need to be
increased annually by a minimum of approximately 1000MW (2008-2011), 1500MW (2012-
2015) and 2000(2016-2020) MW. This strategic power generation plan is necessary, if GDP
per capita (or some other human development index) is to be doubled within ten years.

The overall impact will be a corresponding multiplier effect on the economy. Per capita
consumption, currently at less than 200kWh per household, which is about the lowest in the
world, would be increased to 1,000kWh by 2020. Installed capacity would have grown to
30,000MW

Transportation Sector

The National Assembly should consider the passing of the various bills before them that has
to do with the transportation sector (some of these bills have been at the National Assembly
for more than three years e.g. the new Railway Bill). Maintenance culture should be
reintroduced for the maintenance of roads. Government should encourage forms of PPP as a
strategy for investing in this critical sector especially with the construction of roads, new
ports, revamping the railway and constructing new lines by revamping the Bureau of Public
Enterprise concession program for the Nigerian Railways will be an easier way to
immediately resuscitating this very important sector. Making the inland water ways work and

ensuring a viability of sustainable investment in the transportation sector.

Telecommunications Sector

Lower taxation is recommended for the telecommunications sector in order to favour an
increase in investment in infrastructure from telecom operators and also to favour importation
and sale of low-cost devices. Government should impose site/network sharing models in rural
areas in order to favour expansions in such areas so far considered as less profitable and

implement solar energy policy in order to overcome power shortage issues
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