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Abstract

In Nigeria gone are the days when public enterprises were the beacons of the economy due to the perennial low productivity, which is now a tag on them with its resultant ramshackle efficiency. In order to boost the economy a new wind is blowing amongst the developing countries of the world and the wind in question is privatization. Nigeria has indulged in this exercise for the past thirteen years and it is proper to take stock of the effect. Utilizing information and data collected on three of such enterprises  involved in the first phase, a deep insight of the performance after privatization exercise were taken employing the services of some performance indicators such as profitability, operating efficiency, capital investment, leverage, employment and dividend payout. Data Envelopment Analysis was employed in determining whether productivity have improved after privatization exercise. The study revealed a significant improvement in productivity while efficiency is still at the back door. From the study also, other indicators were showing mixed effect depending on the firm in question.  
1.1
Background to the Study

Public expenditure attached to the up keep of state owned enterprises in most of the countries of the world and especially in Nigeria have been observed to be less productive since the y have failed to yield a corresponding positive return both directly and indirectly. Due to these waste calls of handing over to the private sector the area they seem to have comparative advantage are continuously made hence the issue of privatization which has become the order of the day. 

A 1986 World Bank study by Nellis documented by FekruDebebe (2000), presented evidence of total poor performance of African State Owned Enterprises (SOEs) with 60 percent of posted net losses and 36 percent negative net worth which resulted to an astronomical rise of accumulated losses in Benin, Mali, Nigeria, Senegal, Sierra Leone, Sudan, Zaire, Mauritania, etc. From the study, Kenya was the only country that registered positive rate of return of minuscule 0.2 percent. The Bank also in the same year highlighted this failure on her paper on Public enterprises in Africa where it stated, “Public enterprises present a depressing picture of inefficiency, low productivity, losses, budgetary burdens, poor products and services”. For example in 1990 report by the Societe National d’Investment (SIN) the National Investment company in Cameroon revealed that g7 enterprises had a deficit of over 33.6 billion FCFA (US$56 million) and a short term indebtedness of over 400 billion FCFA (US$666.7 million). This led to the doubling of the state subsidy volume between 1982 and 1985, passing from 32 to 72 billion FCFA ($53.3 to 120 million) (Okaru 2000).  

Gone are the days when public enterprises were beacon of the public service and quintessence of performance. Nigeria is not alone in its investigation and quest of determining the most effective and efficient ways of improving both services delivery and performance of public enterprises. These uncompromising effects since the 1980s consequently brought about a new wind that has been blowing among developing countries including Nigeria. The wind in question is the wind of privatization, which is anticipated to bring along a positive change to poor public enterprises productivity among the economies involved. 

It is estimated that since the 1980s, about 4000 privatization transactions have been completed in Africa with a combined sale of over US$10 billion with an estimate of over US$14 billion of Public-Private Partnership transactions were undertaken in Africa between the 1990-1998 (Enweze, 2001). These sales were as a result of its failure in boosting wealth creation due to poor management/sporadic maintenance, high operational costs, inefficiency, heavy losses due to low productivity, multiple and conflicting objectives determined by politicians, lack of residual claimant to profits amongst others. The issue of privatization then rotates on financial principle that suggests the government striving towards providing services without creating an undue burden on taxpayers and another principle that suggests free market process offering benefits that are not easily identified within the public sector. 

According to Sarbib Jean-Louis (1997), privatization in Africa is not only bringing about a change of ownership or management control; it is also encouraging much needed new investment in these businesses. He mentioned some clear signs that Africa is becoming the new frontier for foreign direct investment and privatization is spearheading that movement with greater efforts, which are underway to stimulate private sector investment. In Ghana, the government has been organizing joint trade missions of government officials and businessmen overseas, often led by the President. One such trip to Malaysia in 1995 resulted in significant investments by Malaysian investors in joint ventures with Ghanaian entrepreneurs in areas as diverse as banking, communications, palm oil and real estate. Also in Madagascar, the Government is funding a matchmaking scheme, which sends groups of businessmen on targeted investment promotion to Asia. 

1.2
Statement of the problem 

Today over 55% of non-performing national debts are of public sector origin courtesy of low productivity and inefficiency in Nigeria where 590 public enterprises exist in the public sector with over 5,000 Board appointments attached, which account for an estimated 50% of total Gross Domestic product (GDP), 57% of investments and two thirds of formal sector employment (Enweze, 2001). Public enterprises expenditure accounted for budget deficit of 5% of GDP in 1998 alone and is still on a continuous rise. From 1975-1995 over $100 million have been invested in public sector enterprises but yielded only 0.5% returns within the period while as at December 2000, the total liabilities of 39 of these public enterprises were in excess of N1.1 trillion, with accumulated losses of N92.3 billion. This is aside the cumulative value of Federal Government of Nigeria (FGN) investment by way of equity, loans and other transfers to about 62 enterprises estimated at nearly US $70 billion-nearly a third of Nigeria’s total oil revenue since 1973 (Bureau of Public Enterprises Status Repot 2002:6). This implies that more outstanding loss or failure registered in public enterprises with the fruitless spending is likely to throw the economy into an abysmal dungeon if not checked.

Soyibo et al (2001) hinted that by the end of 1970s when the government had enormous revenue from oil, there were more than 1,800 State Owned Enterprises (SOEs) but with a fall in oil revenue in the 1980s problems began to emanate from these SOEs, which led to continuous subventions being provided by the FG and by October 1985, the government had invested a total sum of N23 billion in the SOEs with a total dividend of N933.7 million only which stood at an average of N15.9 million per year.  See Table 1 below for more FGN Investments in some other selected Public Enterprises (PE’s).
Table 1 FGN Investments in selected PE’s

	Sector 
	Enterprises 
	FGN Investment

	Infrastructure/Utilities 
	3
	US $28 billion

	Downstream Petroleum 
	6
	US $17 billion

	Steel/Aluminum/Mining 
	9
	US $14 billion

	Machine Tools/Minting 
	2
	US $.650 billion

	Fertilizer 
	2
	US $.850 billion

	Paper 
	3
	US $1.4 billion

	Sugar 
	4
	US $1.8 billion

	Vehicle Assembly 
	6
	US $1.7 billion

	Transportation/Aviation 
	3
	US $1.9 billion

	Total 
	38
	US $67.3 billion


Source: Federal ministry of Finance, Other Government Records and Bureau of Public Enterprises Status Repot 2002:6

As at 1999, N800 billion have been invested to strengthen and stabilize low productive, inefficient and badly run public enterprises over the years aside from a total of N265 billion transfers to public enterprises in 1998 alone through subsidized foreign exchange, import duty waivers, tax exemptions/arrears, un-remitted revenues, loans and guarantees and grants/subventions (Fourth Pan-African Privatization Summit Report: 121-123).  

As a last resort in Nigeria today, privatization is seen as a means that will guarantee the most rapid and irreversible progress towards solving and surmounting the legion of problems confronting and antagonizing most public enterprises especially the problem of low productivity and inefficiency and at the same time help in reducing the financial burden through government borrowing in order to meet up with its commitments. Whether this will be achieved seem hazy as little or no effort has been made to take stock of the affairs of the privatized firms performances.
The success of any privatization programme is only measured in terms of the objectives that motivated it and those objectives are likely to be different for different actors affected by the Privatization (Aharoni, 1997).  Among the numerous objectives, which Nigeria had in mind before embarking on Privatization Programme, How many of them have been achieved or near achievement? One of the main aims of Nigerian Privatization programme is to restructure and rationalize the public sector in order to lesson the dominance of unproductive investment resulting from low productivity and to re-orientate the enterprises for privatization and commercialization towards a new horizon of performance, improvement, viability and overall efficiency. The programme was also embarked upon to ensure positive returns on public sector investments through the commercialized enterprises, which consequently is expected to foster sustainable economic growth and above all help in the maintenance of macroeconomic stability. See Box 1 below for the run down of other Nigeria privatization and commercialization programme objectives.


From the above listed objectives of privatization, it is necessary that Nigeria having indulged in this process for some years now be expected to reap from some of the benefits. Whether the objectives have been achieved in Nigeria with more than 40% of the public enterprises having been fully or completely privatized seems equivocal because recently the president of Dangote Group of Companies lamented that the only regret he is having in the Nigerian Privatization Programme is his purchase of Benue Cement Company (BCC), which made him loose over N1.2 billion (over eighty eight million US dollars) (This Day 4/3/2003 Vol. 9, No 2872, p. 1). This is a very good harbinger confirming that the expected impacts of privatization may not have been achieved in some privatized enterprises hence this study selecting some firms to evaluate the extent the meet up with the desired expectation.

What is the nature of the profitability made by these enterprises, market competition, which will enhance efficiency through increase in productivity and consequently result to a boost in capital investment? Are these variables working as expected? Have improvement in efficiency and investment stimulation if any helped in new growth and employment increase according to Kikeris et al (1992) or has Nigerian privatization led to reduction in output because of government subsidies withdrawal according to Boycko et al, (1993)? What effect has been observed in these enterprises since government’s removal of debt guarantees and what has been the state of dividend payment to shareholders? Has there been increased unemployment courtesy of unabated retrenchment and persistence of labour insecurity?

The study therefore, will employ some performance indicators in tackling the above problems via measuring how effective and efficient the privatization process has been helping in achieving the above numerous objectives in Nigeria. Efficiency and productivity is the pivot at which all the other objectives rotate hence its employment in this study to aid in tackling these performances. With the help of Data Envelopment Analysis, productivity and efficiency will be measured. In other words, the study is guided by the curiosity of confirming the true position in terms of efficiency and productivity enhancement of these three selected former state-owned loss-making enterprises geared towards profit-making enterprises that could respond to changing market signals and the new economic environment

1.3
Objectives of the Study 
This study is set out to tackle the comparative evaluation of pre and post privatization performances among the three selected privatized firms in Nigeria. This will involve evaluation of productivity and efficiency using firm level data examining the antecedents and patterns. The study will also find:

· If investment in the privatized enterprises have significantly improved and the status of profitability?

· If there has been a significant improvement in the employment level of these enterprises?

· If there is a significant impact of privatization on Nigerian private sector development?

2.0
Literature Review 

Theoretical literature according to Gupta (2001) on privatization considers two types of problems associated with government ownership: the political problem whereby political interference distorts managers’ objectives and constraints, and the managerial problem whereby poor monitoring leads to low incentives among managers. In firms that have been fully privatized it is difficult to identify whether the observed improvements in firm performance occur because the new owners pursue profit maximization rather than other objectives, or because the new owners are better able to monitor managers. Partial privatization without transfer of control allows us to concentrate on the second possibility. The firm remains under government control and subject to political interference, but the trading of shares on public stock markets provides current information about the firm’s performance as judged by market participants. The state can use this information to monitor the managers more effectively, and managers can use it in the executive job market as a public signal of their performance.

Different approaches have been adopted for planning and implementing privatization, including a variety of institutional models; but many programs have been characterized by inadequate design and preparation (Sarbib, 1997). According to him also some institutional models have evolved in ways, which have resulted in fragmented efforts and weak implementing agencies. 

Besides the applauding implementation of privatization programme in the Less Developed countries of the World (LDCs) very little of serious empirical research has been conducted to determine the effectiveness of this messianic programme. Since the inception of privatization in Nigeria from 1988 till date, only few empirical studies have been carried out with a serious lapse of not involving more than five (5) enterprises with most of them being out of the numerous enterprises that have been fully or completely privatized. The table below shows some studies description and period, research methodology applied and findings.

Table 2   Summary of Studies on Privatization
	Researcher (s)
	Study Description 
	Methodology 
	Empirical Findings

	Bishop and Kay (1988) 
	Appraisals of newly privatized firms in the UK
	Micro indicators like profit margins, revenues, Total Factor Productivity (TFP), investment spending and employment levels
	Performance increases though insignificantly. Their findings did not support the hypothesis that privatization improves enterprise performance contrary to the popular believe

	Lorch (1991)
	Comparison of static and dynamic efficiency between privately owned and state-owned mills in Bangladesh 
	Ability to respond to market signals and astuteness in adjustment to changing environment 
	Privately owned mills outperformed state owned mills in static efficiency though both firms were found wanting in aspects of dynamic efficiency

	Galal, et. al (1994)
	Examines the welfare consequences of privatizing 12 large firms mostly in Chile, Malaysia, Mexico and United Kingdom 
	Compares actual post-divestiture performance of the selected enterprises with the predicted performance of these enterprises had they not been divested
	Documents net welfare gains in 11 of the 12 cases except Mexican airlines

	Hatchette and Luders (1994)
	Effect of privatization on efficiency of 550 formally state owned corporations in Chile 
	Indicator such as Efficiency, employment, government expenditure and revenues, savings, investment and capital market development
	Privatization acts a stimulant to the development of a business like culture, which led to improved efficiency and opened new investment opportunities in the newly privatized firms 

	Meggison et al (1994)
	Comparison of pre and post privatization financial and operating performance of 61 firms from 18 countries (12 industrialized and 6 developing) distributed over the period of 1961-1990.  
	Micro Indicators like real sales, profitability, investment spending, operating efficiency, leverage and dividend payouts.
	Remarkable improvement in all the indicators including employment. 

	The World Bank (1995)
	Effectiveness of public enterprises reform in Africa.  Study sample from 12 countries 
	Micro and macro indicators of performance
	Privatization programmes were successful in some countries and unsuccessful in others

	Serova, Eu. Mogileutsev, V, Rtishev, I and Emilin, D. (1996) 
	The impact of privatization and farm restructuring on the Russian Agriculture 
	Data envelopment analysis and the stochastic frontier analysis 
	Average efficiency score of the Russia’s agriculture declined from 0.7 in 1991 to 0.54 in 1995 hence restructuring did not lead to growth in general efficiency 

	Eckel, Eckel and Singal (1997)
	Impacts of British Airways privatization on U.S Airlines 
	Seemingly Unrelated Regression (SURE) Labour and Productivity Efficiency measures Control for changes in the market environment 
	Stock prices of rival firms falls significantly following announcements signaling the likelihood of privatization.

Airfares in international markets fall by 14.3%

Fall in fares is accompanied by lower costs of operations after privatization. 

	Jerome (1997)
	The aftermath of commercialization and deregulation of the Nigerian telecommunication sector
	Allocative and productive efficiency using profitability and productivity gains 
	Investment levels remained low but excess demand was prevalent in the sector

	Iraji , H. (1999)
	A stock taking of the initial three years of privatization performance of 512 medium and large enterprises through the National Investment Fund (NIF) in Poland 
	The use of Performance indicators such as profitability, labour productivity, asset values, share prices, etc.
	There is improvement in profitability/reduction in losses and labour productivity of portfolio companies but net assets did not keep up with inflation while share prices was on a decline with funds being traded with a large discount. Discount varies inversely with size and shares of assets tied up in minority companies hence existence of fund management had insignificant effect on the discount 

	Anderson, Lee and Murrell (2000)
	Effect of competition and ownership on the performance of 211 newly privatized firms in Mongolia 
	Ordinary Least squares and Instrumental variable techniques 
	Competition exerts a decisive force on enterprise performance.

Enterprises with residual state ownership perform better than private ownership. 

	Sachs, Zinnes and Eilat (2000) 
	Using a panel of 24 countries in transition economies from the start of transition through 1998 examines whether a change in title alone is enough to guarantee the gains associated with privatization 
	Initial condition cluster typology of countries 

Ordinary Least squares and fixed effect estimations 
	Change of title alone is not sufficient to generate economic performance gains

The real gains of privatization come from combining change of title reforms with other structural reforms 

	Afeikhena, J (2001)
	Privatization and enterprise performance in Nigeria using 4 firms 
	Data envelopment Analysis in measuring technical efficiency. Also other indicators such as output, profitability, etc. were employed 
	Efficiency increased in all the four enterprises hence a substantial improvement is observed as a result of privatization

	Maina, P.K (2001)
	A Post Privatization Analysis of Performance of Kenya’s Banking Sector: A Case Study of Kenya Commercial Bank And National Bank of Kenya 
	Ratio analysis comprising of time ratio and snapshot ratio
	National Bank of Kenya profitability worsened while capital adequacy ratio increased in the post privatization period. The same applied to the commercial Bank sector with the small sized banks emerging as the worst performers. The study also found that foreign owned banks attained the highest level of profitability. 

	Ephraim, C. (2001)
	Impact of privatization on technical efficiency of six privatized enterprises, three state owned enterprises and six private enterprises competing in three oligopolistic manufacturing industries in Malawi 
	Using panel data between 1970 and 1997 through Data Envelopment Analysis (DEA) based on the inter-temporal frontier approach for panel data 
	Privatization in Malawi is associated with high mean technical efficiency in privatized enterprises and competing state owned enterprises and private enterprises. Privatization significantly increased the technical efficiency of privatized firms


2.2
Summary of Phase One Privatization Exercise in Nigeria 

The privatisation of enterprises slated in the first phase is all but complete. These enterprises, which were divested through public offers or a combination of public offer and core investor sale, are: NAL Merchant Bank, International Merchant Bank (IMB), FSB International Bank, UNIPETROL, African Petroleum (AP), Assurance Bank, National Oil and Chemical Company Plc (NOLCHEM), West African Portland Cement Co (WAPCO), ASHAKA Cement Co. Plc (ASHAKACEM), Northern Nigerian Cement Company Plc (CCNN) and Nigeria Cement Company (NIGERCEM) Plc. Following these transactions, around N20billion was remitted to the treasury, far exceeding initial expectations.

The case of BENUE Cement Co. (BCC) is yet to be resolved for the core investor to takeover and the parties are trying to resolve out of court. The remaining shares reserved for the staff of BCC, which the staff failed to take up, have been sold to institutional investors. Also, AFRIBANK is a spill-over enterprise whose privatisation is far advanced but is yet to be concluded due to legal and regulatory hurdles. Calabar Cement Company (CALCEMCO), in which the Federal Government has a minority interest, is in the process of liquidation.
Table 3: Status of Privatized Firms under Study 

	Enterprises Name 
	FSB International Bank PLC
	Aba Textile Mills PLC 
	ASHAKA Cement PLC

	Nature of business 
	Commercial Banking 
	
Textile Manufacture


	Manufacturing and Marketing   of Cement Products

	Date of Incorporation 
	May 1992
	May 5th 1962
	August 7th 1974

	Date listed on the exchange 
	March 1992
	June 24th 1993
	November 30th 1990

	Nigerian Stock Exchange Classification 
	Banking 
	Textiles 
	Building Materials



	Company Registrars 
	Savannah Bank Plc. 

(Registrar’s Department)

62/66 Broad Street, Lagos.

Tel: 2633372 


	NIDB Trustees Limited,

Bookshop House (4th Floor),

63/71 Broad Street,

P. M. B. 12855, Marina, Lagos.

Tel: 2636038, 2634078
	City Securities Limited, 
17A, Tinubu Street 
Lagos

 



	End of Accounting Year 
	March 31st 
	March 31st 
	November 30th 

	Capital Structure

	Authorized 
	N1,000,000,000.00
	N300,000,000
	N305,000,000.00

	Paid-up 
	N510,162,000.00

	N127,394,462
	N302,500,000.00

	Auditors 
	Nil
	KPMG P. Audit

(Chartered Accountants)

P. M. B. 5615,

Port Harcourt,

Tel: (084) - 332936
	Pannell Awobo Yusufu & Co
 (Chartered Accountants)

P. M. B. 787, Kano

	Head office 
	23, Awolowo Road,

Ikoyi,

P. M. B. 12512,

Lagos.

Tel: (01)-2690739-45, 2690576-8

Fax: 2690397
	Industrial Layout,

P. M. B. 7125,

Aba, Abia State.

Tel: (082) - 220607, 220711;

Fax: (082) - 220522
	ASHAKA Works, Near Gombe,
 Gombe State,

P. M. B. 3276, Kano.

Tel: (072) 70127-130


Source: www.thenigerianstockexchange.com   

3.0
Methodology 

Appraisal or evaluation of the impacts of privatization seems to be an uphill task due to methodological constraints though ranges of performance indicators used in other empirical research have given insight to what is needed. The study thus will make use of micro and macro indicators such as profitability, operating or relative efficiency, capital expenditure and employment. Other performance indicators include output, dividend policies and capital structure for each enterprise included in the sample.  Using the efficiency, financial and distributional impacts of privatization as indicators, the impact of privatization on private sector development will be obtained.

To measure the impact of privatization changes in any given indicator will be measured by comparing the average value for the five years before privatization (-5 to –1) with five years after privatization (+1 to +5). The year of privatization is thus taken as the base year (100), which in effect is exempted from the analysis. The results will be tested using t-test and the two-tailed Wilcoxon signed–ranked test to ascertain the significant changes in the observed variables before and after privatization process. 

Whenever assessment of changes in the level of relative or productive or technical efficiency is required Data Envelopment Analysis (DEA) is usually employed since it involves using mathematical programming methods in constructing a non-parametric piecewise surface over data. DEA is then a linear programming based technique for measuring the relative performance of organizational units where the presence of multiple inputs and outputs makes comparisons difficult. It also allows efficiency to be measured a priori without specifying the analytical form of the production function required. This consequently weighs input and output variables in producing a single summary measure of relationship for each decision-making unit (DMU). This implies that DEA is a linear programming model for assessing the efficiency and productivity of Decision Making Unit (DMU). It conveniently handles performance measurement at firms/industrial or organizational level.  If a single input and output is in existence, the unit efficiency is measured as the ratio of the output to the input. Unit efficiency here implies the capacity of yielding a given level outputs (products or services) minimizing the quantity of inputs (resources). When Decision-Making-Unit posses multiple input and output, the efficiency is measured by taking the ratio of the sum of weighted outputs to the sum of weighted inputs. 

An employment of the model used by Afeikhena (2001) which combines Charnes, Cooper and Rhodes (1978) model that assumed constant return to scale and Coelli (1996) that assumes variables returns to scale is employed in this study in measuring productive or technical efficiency. The above model is in line with Emrouznejad (2001) on productivity measurement. 
3.1
Modeling for Productive and Technical Efficiency

In the Charnes, Cooper and Rhodes (1978) which assumes constant returns to scale for every Decision-Making-Unit to obtain a measure of the ratio of all outputs over all inputs such as u’y1/v’x1, where u is an m*1 vector of output weights and v is a k*1 vector of input weights. When it is difficult in seeking a common set of weights to determine relative efficiency, it will be necessary to recognized the legitimacy of the proposal that units might value inputs and outputs differently and therefore adopt different weights, and proposed that each unit should be allowed to adopt a set of weights which shows it in the most favourable light in comparison to the other units. Under these circumstances, efficiency of a target unit j0 can be obtained as a solution to the problem.

A common measure of efficiency = weighted sum of outputs/weighted sum of inputs
Which introducing the usual notation can be written as? 

Efficiency of unit j =   u1y1j +u2y2j +…

 v1x1j +v2x2j +…

 Where ui = the weight given to output i 

            y1j = amount of output 1 from unit j

             vi = weight given to input i 

            x1j = amount of input 1 to unit j


Note that efficiency is usually constrained to the range [0,1]. Selecting the optimal weights will lead to specifying it like a mathematical programming problem below:

Max u, v (u’y1/v’x1)

Subject to u’yj /v’xj (1, j=1,2…N

U, V ( 0







1


From the above equation values are found for u and v such that the efficiency measure of the ith DMU is maximized.  The only flaw about the above ratio formulation is having infinite number of solutions though this can be taken care of by imposing the constraint v’x1=1. The constraint provides the following:


Max (, v ((’y1)


Subject to v’x1=1


(’y1- v’x1 ( 0, j=1,2,…N


(, v ( 0
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Changing from u and v to ( and v signifies transformation which is usually known as the multiplier form of the linear programming problem. With the application of the linear programming duality theorem, an equivalent envelopment form of the problem will be:


Min (,( (

Subject to –y +Y( ( 0


(x1-X( ( 0


( ( 0
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The above result to conical hull of intersecting planes enveloping the data points though not to tightly.

Here ( represents a scalar while ( is an N*1 vector of constants. The value of ( is going to be the efficiency position for the i-th DMU. This give rise to a linear programming that will be solved N times, once for each DMU in the sample thereby obtaining a value of ( for each DMU

The Constant Return to Scale linear programming problem can easily be modified to account for the Variable Return to Scale (VRS) by adding the convexity of constraint: N1’( =1 to equation 3 above to give:


Min (,( (
Subject to –y +Y( ( 0


(x1-X( ( 0


N1’( =1


( ( 0
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N1 represents a vector of type N*1. This forms a convex hull of intersecting planes which envelope the data points more tightly than the CRS conical hull thereby providing a technical efficiency scores greater than or equal to the ones obtained using the CRS model. This has been commonly used since the 1990’s but the study will employ both cases. Conducting both CRS and VRS DEA upon the same data in measuring technical efficiency for a particular DMU implies that the DMU has scale efficiency when there exist a difference between the 
two hence ,


Scale Efficiency is thus calculated from = VRS TE – CRS TE


5

Table 4: Summary of Indicators Employed and capturing instruments

	Major Indicators 
	Sub-Indicators 
	Method of capturing 

	Profitability 
	Return on sales 
	Net income/sales

	
	Return on assets
	Net income / total assets

	
	Return on equity 
	Ordinary share expressed as a percentage of average equity

	Operating Efficiency 
	Sales efficiency 
	Real sales/number of employees

	
	Net income efficiency 
	Net income/number of employees

	Capital investment 
	
	Capital expenditure/sales 

	
	
	Capital expenditure/total assets

	Output 
	
	Real sales 

	Employment 
	
	Employment level 

	Leverage 
	
	Debt to assets ratio

	Dividend 
	
	Dividend to sales ratio (before and after taxation)

	
	
	Dividend payments/net income (before and after taxation)


3.2 Sample size selection 

The selection of the sample firms was restricted to enterprises that were privatized during the first phase that involved the divestment of less than twenty state owned enterprises. Among the firms that were divested are six (6) banks, five (5) cement companies, two (2) textile firms, and two (2) oil-marketing firms amongst others. A bank was selected due to the pivotal role of the financial industry in moving the economy upward while the choice of cement and textile enterprises were as a result of its importance through massive employment. ASHAKA Cement Company is in the northern part of the country while Aba Textile Mills and FSB International Bank have their truckloads of work in the Southeast and Southwest of Nigeria to balance the geographical spread and capture any effect this will have on performance of privatized firms.

3.3
Data Generation

Data for the study is generated through primary source from on-site visits, interviews, questionnaires and mails to and from these privatized enterprises due to the nature of the analyses required. Secondary data from the following establishments were most useful:

· Fact Book of the Nigerian Stock Exchange

· Annual reports offer, prospectus and financial statements of the privatized enterprises

· Industrial survey questionnaires of the Federal Office of Statistics (FOS) and the Central Bank of Nigeria (CBN)

· Industrial survey questionnaires of the Manufactures Association of Nigeria (MAN)

· Ministry of Industry Publications on enterprises performance

·  Bureau of Public Enterprises publications

·  World Table and International Financial Statistics

3.3 Limitations of the Study 

The study and its findings are limited to the above mentioned three enterprises in Nigeria thus the FSB International Bank PLC, Aba Textile Mills and the ASHAKA Cement Company. Also the study is based on the data provided.

4.0 Results Presentation and Analysis

Below is the summary of the results discussion and some theoretical underpinnings as provided by Boubakri and Cosset (1999; 27).  Detailed analyses are presented in tables 5-10
. The results presented below were arrived at using the 
indicators presented at table 4 above. 
Profitability
As firms move from public to private ownership, their profitability level should increase. First, given that shareholders wish to the firms’ managers should place greater emphasis on profit goals (Yarrow, 1986). Second, privatization typically transfers both control rights and interest for profits and efficiency relative to pleasing the government with higher output or employment (Boycko, Shlefier and Vishny, 1996). To measure profitability indicators as presented in table four were employed. The result of the study show significant improvements in profitability after divestiture for the three firms under study as depicted in the table below 5 below. The three firms show some improvements in profitability though the profitability level for Aba Textile Mills (mean change of 0.58) was not as significant as that of ASHAKA Cement (mean change of 6.8) and FSB International Bank PLC (mean change of 8.62). The t-test and Z-test confirm this assertion. The study can be said to confirm the proposition that privatized firms improve their profitability after sale.

	Table 5: Profitability Indicator 

	Enterprises  
	Mean b/4 

Privatization
	Mean after

Privatization
	Mean 

Change 
	Median 

Change
	T-test 
	Wilcoxon Statistics

	ABA TEXTILE MILLS PLC
	2.19 (2.07)
	2.71 (3.01)
	0.58
	0.94
	1.84*
	1.54*

	ASHAKA CEMENT PLC
	5.26 (4.0)
	12.06 (5.2)
	6.8
	1.2
	2.28***
	1.84***

	FSB INTERNATIONAL BANK PLC
	28.45 (30.0)
	37.07 (35.4)
	8.62
	5.4
	3.10***
	2.03***

	Source: Author’s Computation


Operating Efficiency 

Efficiency gains are always expected from the change in ownership structure in competitive sectors. Following privatization, firms should employ their human, financial and technological resources more efficiently because of a greater stress on profit goals and a reduction of government subsidies (Kikeris, Nellis and Shirley, 1992; Boycko, Shlefer and Vishny, 1996). As a result of new investment, new technology and improved governance, privatization is expected to lead to increase in efficiency. Employing the instrument in table 4 we arrive at the confirmation of a slight increase in operating efficiency in the three firms under study. Based on the findings and the test carried out Aba textile Mills (mean change of 2.22) slightly improved in their operating efficiency. The improvement in FSB International Bank and ASHAKA Cement PLC is not encouraging. See table 6 below.   

	Table 6:  Operating Efficiency Indicator

	Enterprises 
	Mean b/4

Privatization
	Mean after

Privatization 
	Mean

Change 
	Median 

Change
	T-test 
	Wilcoxon 

Statistics

	ABA TEXTILE MILLS PLC
	1.48 (1.42)
	3.69 (3.42)
	2.22
	0.94
	1.2**
	1.04

	ASHAKA CEMENT PLC
	1.04 (1.1)
	1.48 (1.35)
	0.44
	0.25
	0.034
	0.314

	FSB INTERNATIONAL BANK PLC
	0.64 (0.61)
	1.54 (1.5)
	0.9
	0.9
	0. 80
	0.454

	Source: Author’s Computation


Capital investment

Government expects that greater emphasis on efficiency will lead the newly privatized firm to increase its capital investment spending. Once privatized, the firm should also increase its capital expenditures because it has greater access to private debt and equity markets and it will have more incentives to invest in growth opportunities (Megginson, Nash and Van Randenborgh, 1994). When efficiency is increased there is likely to be a corresponding increase in capital investment since access to private debt and equity market is less probabilistic. ASHAKA Cement Company and FSB International Bank significantly had an upsurge than Aba Textiles in terms of boosting their capital investment base. From the t-test, the three firms’ capital investment upsurge is significantly skewed to the positive direction.  See table 7 for more clarification.

	Table 7:  Capital Investment Indicator

	Enterprises 
	Mean b/4 

Privatization
	Mean after

Privatization
	Mean

Change 
	Median 

Change
	T-test 
	Wilcoxon

Statistics

	ABA TEXTILE MILLS PLC
	6.98 (5.34)
	7.89 (7.84)
	0.91
	2.5
	1.07**
	1.642*

	ASHAKA CEMENT PLC
	11.27 (12.1)
	21.13 (23.5)
	9.85
	11.4
	3.35***
	1.804***

	FSB INTERNATIONAL BANK PLC
	15.45 (14.0)
	30.52 (32.6)
	15.08
	18.6
	2.32**
	2.03***

	Source: Author’s Computation


Output

Following privatization, output should increase because of greater competition, incentives and more flexible financing opportunities (Megginson, Nash and Van Randenborgh, 1994). On the other hand, the theoretical model of Boycko, Shlefer and Vishny, (1996) predicts a fall in output since the government no longer subsidizes the newly privatized firm to maintain inefficiency high output level.  When privatization is correctly conceived, efficiency is fostered, investment is also stimulated which correspondingly leads to a boost in output. FSB International do not produce tangible goods rather it render services to its numerous customers hence was not considered in terms of output. Aba textile shows a significant response (positive) to the claim of increase in output than ASHAKA Cement. See table 8 below:
	Table 8:  Output Indicator

	Indicators 
	Mean b/4

Privatization
	Mean after 

Privatization
	Mean 

Change 
	Median 

Change
	T-test 
	Wilcoxon 

Statistics

	ABA TEXTILE MILLS PLC
	5.48 (4.7)
	10.55 (7.12)
	5.06
	2.4
	2.75***
	1.54**

	ASHAKA CEMENT PLC
	0.03 (0.03)
	0.58 (0.55)
	0.55
	0.52
	0.18*
	1.09

	Source: Author’s Computation


Employment

The immediate effect of most privatisation instances has been that of employment loss not only because there tends to be substantial overstaffing in public enterprises, but also because new owners typically prefer to begin with less then ideal levels of employment to allow for greater flexibility in both the number of workers and the contracts under which they are employed. In other words privatization is assumed to have negative effect on employment in the short-run but expected to have positive effect in the medium and long run. Government expect the level of employment to decline once the SOE which is usually overstaffed turns out private and no longer receives government subsidies. However, in growing sectors, the newly privatized firms could absorb surplus labour through new capital investment and more productive use of existing assets (Kikeris, Nellis and Shirley, 1992).  However from the study, contrary to what hold employment level in the three firms increased though not significantly in Aba Textile and ASHAKA Cement as in FSB International. See table 9 below. The observed increase in FSB is attributed to increase in the number of branches nationwide after divestiture given the level of competition in the financial sector. 

	Table 9:  Employment Indicator 

	Enterprises 
	Mean b/4 

Privatization 
	Mean after 

Privatization
	Mean 

Change 
	Median 

Change
	T-test 
	Wilcoxon 

Statistics

	ABA TEXTILE MILLS PLC
	0.13 (0.16)
	0.15 (0.15)
	0.02
	-0.01
	0.18*
	1.099

	ASHAKA CEMENT PLC
	0.17 (0.2)
	0.18 (0.21)
	0.01
	0.01
	1.24**
	1.804***

	FSB INTERNATIONAL BANK PLC
	3.45 (2.9)
	4.8 (4.0)
	1.35
	1.1
	2.54***
	2.03***

	Source: Author’s Computation


Leverage

The switch from public to private ownership is supposed to lead to a reduction in the proportion of debt in the capital structure since the government might end debt guarantee which in other words will increases the cost of borrowing due to firm’s new access to public equity markets. Errunza and Mazumdar’s (1994) model also suggests that, if bankruptcy costs are significant, once government guarantees are removed, the newly privatized firm should reduce its debt level. From the study results, though all the three firms proved significant, Aba textiles and FSB show significant accentuation to the leverage proposition while ASHAKA Cement is on the negative side.  See table 10 below:
	Table 10:  Leverage Indicator

	Enterprises 
	Mean b/4 

Privatization
	Mean after

Privatization
	Mean 

Change 
	Median 

Change
	T-test 
	Wilcoxon

Statistics

	ABA TEXTILE MILLS PLC
	8.74 (6.9)
	4.09 (3.6)
	-4.6
	-3.3
	3.43***
	2.03***

	ASHAKA CEMENT PLC
	8.87 (8.5)
	10.64 (11.0)
	1.77
	2.5
	2.76***
	1.804***

	FSB INTERNATIONAL BANK PLC
	1.34 (1.05)
	0.87 (0.9)
	-0.47
	-0.15
	2.76***
	1.642***

	Source: Author’s Computation


Dividend

Following privatization, dividend payments should increase because unlike governments’ private investors generally demand dividends and dividend payments are a classic response to the atomized ownership structure which most privatization programs led to (Megginson, Nash and Van Randenborgh, 1994).  The study confirms the above claim as the three firms studied significantly show positive response to the a prior condition.
	Table 11:  Dividend Indicator

	Enterprises 
	Mean b/4

Privatization 
	Mean after 

Privatization
	Mean 

Change 
	Median 

Change
	T-test 
	Wilcoxon 

Statistics

	ABA TEXTILE MILLS PLC
	0.02 (0.02)
	2.04 (2.05)
	2.02
	2.03
	3.36***
	2.03***

	ASHAKA CEMENT PLC
	0.098 (1.0)
	0.17 (1.09)
	0.07
	0.09
	2.08***
	2.03***

	FSB INTERNATIONAL BANK PLC
	0.21 (0.3)
	2.4 (2.3)
	2.19
	2.00
	2.68***
	2.03***

	Source: Author’s Computation


Productive and Technical Efficiency
In performing the DEA in order to determine the efficiency at which the above privatized enterprises are working at, the study employed earning assets and total interest income as the output in the bank while cement per tonne and yards per roll of clothing were employed for the Cement Company and the Textile Mill respectively. Likewise, number of full time employees, salary expenses, value of fixed assets and other non-interest expenses were employed as inputs in the bank while employee hours; capital and other inputs were employed for the Cement and the textile mill respectively. These choices were guided by the theoretical underpinnings available in the literature. The results assume a value between zero and one with higher value signifying higher efficiency. With the help of DEA 2.0 version developed by Tim Coelli of the Centre for Efficiency and Productivity Analysis, the results presented in tables 12-14 were obtained. Efficiency assessment were undertaken using both the assumption of Constant Return to Scale (CRS) and Variable Return to Scale (VRS) and both results show significant improvement in the three firms. 
	Table 12: DEA Efficiency Summary for FSB INTERNATIONAL BANK PLC

	Year
	CRS
	VRS
	Scale Efficiency

	1986
	0.2954
	0.3451
	0.8461

	1987
	0.5464
	0.6142
	0.8245

	1988
	0.6958
	0.7254
	0.9246

	1989
	0.5462
	0.5796
	0.8762

	1990
	0.5179
	0.5421
	0.8548

	1991
	0.6278
	0.7345
	0.7245

	1992
	0.5874
	0.7162
	0.7425

	1993
	0.3586
	0.4572
	0.8142

	1994
	0.7254
	0.8675
	0.7412

	1995
	0.8174
	0.9152
	0.8419

	1996
	0.9475
	0.9467
	0.9964

	Mean 
	0.6038
	0.6709
	0.8462

	Mean (Pre privatization)
	0.5203
	0.5613
	0.8652

	Mean (Post-Privatization)
	0.6873
	0.7806
	0.8272

	Source: Author’s Computation

	Table 12: DEA Efficiency Summary for FSB INTERNATIONAL BANK PLC

	Year
	CRS
	VRS
	Scale Efficiency

	1986
	0.2954
	0.3451
	0.8461

	1987
	0.5464
	0.6142
	0.8245

	1988
	0.6958
	0.7254
	0.9246

	1989
	0.5462
	0.5796
	0.8762

	1990
	0.5179
	0.5421
	0.8548

	1991
	0.6278
	              0.7345
	              0.7245

	1992
	0.5874
	0.7162
	0.7425

	1993
	0.3586
	0.4572
	0.8142

	1994
	0.7254
	0.8675
	0.7412

	1995
	0.8174
	0.9152
	0.8419

	1996
	0.9475
	0.9467
	0.9964

	Mean 
	0.6038
	0.6709
	             0.8462

	Mean (Pre privatization)
	0.5203
	0.5613
	              0.8652

	Mean (Post-Privatization)
	0.6873
	0.7806
	              0.8272

	Source: Author’s Computation


	Table 13: DEA Efficiency for ABA TEXTILE MILLS PLC

	Year
	CRS
	VRS
	Scale Efficiency

	1986
	0.126
	0.133
	0.951

	1987
	0.433
	1.000
	0.433

	1988
	0.131
	0.143
	0.92

	1989
	0.145
	0.166
	0.871

	1990
	0.265
	0.305
	               0.869

	1991
	0.405
	0.418
	0.970

	1992
	0.474
	0.488
	0.971

	1993
	0.547
	0.654
	0.845

	1994
	0.789
	0.851
	0.812

	1995
	0.854
	0.942
	0.876

	1996
	0.899
	0.976
	0.941

	Mean 
	0.4663
	0.5658
	0.849

	Mean (Pre privatization)
	          0.22
	        0.3494
	               0.808

	Mean (Post-Privatization)
	             0.7126
	        0.7822
	              0.889

	Source: Author’s Computation


	Table 14:  DEA Efficiency for ASHAKA CEMENT COMPANY PLC

	Year
	CRS
	VRS
	Scale Efficiency

	1985
	0.258
	0.269
	0.915

	1986
	0.287
	0.315
	0.876

	1987
	0.259
	0.264
	0.933

	1988
	0.346
	0.374
	0.924

	1989
	0.341
	0.359
	0.987

	1990
	0.456
	0.479
	0.952

	1991
	0.547
	0.567
	0.961

	1992
	0.687
	0.694
	0.968

	1993
	0.698
	0.719
	0.983

	1994
	0.874
	0.886
	0.982

	1995
	0.965
	0.967
	1.000

	Mean 
	0.526
	0.541
	0.953

	Mean (Pre privatization)
	0.2982
	0.3162
	      0.927

	Mean (Post-Privatization)
	0.7542
	0.7666
	       0.979

	Source: Author’s Computation


5.0
Conclusion 

The study has succeeded in evaluating three firms out of the twenty firms privatized during the first part of the phase one (1989-1991) Nigerian privatization exercise. The three firms selected were as a result of the strategic position they hold towards the development of the economy (FSB International Bank from the financial sector, Aba Textile mills form the textile industry and ASHAKA Cement Company from Building Materials). The study was set to confirm whether privatization in Nigeria has led to better performance of the enterprises involved. From the result of the study, the performances of the three selected firms have significantly improved in terms of technical productivity and increase in capital investment but efficiency is still at the back door.
Also from the study, employment which is expected to decrease in the short run is observed to be contrary to the a priori expectation. In FSB International Bank PLC, this was attributed to the increase in the number of branches due to boost in profitability and capital efficiency. This implies that with the rate of employment increase in the enterprises, in a long run much will be achieved in terms of employment cateris paribus. This will be positive towards the promotion of the private sector in carrying out what they are expected.  Privatization is the last resort towards reviving the private sector and with the rate of performance from the study though not so outstanding, if other former State Owned Enterprises that has been privatized are performing at an average as the three surveyed firms in the study, realizing the goal of privatization as the engine of economic growth. 
With significant increase in investment coupled by an insignificant decrease in output and efficiency there is no doubt that with time privatization will meet the expectations. 
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Objectives of the Nigeria Privatization and Commercialization Programme


The primary goal of the privatisation and commercialisation programme of the Federal Government of Nigeria is to reduce the dominance of the public sector in the economy and allow the private sector to play its proper role as the leading engine of growth. Over time, through direct massive investment and participation, Nigeria has developed a large public enterprise sector. As at May 1999 the Federal Government investment in these public enterprises was in the region of US$100 billion. In spite of these massive investments, however, public enterprises have woefully failed to perform the functions and attain the objectives for which they were set up.


The gross failure of these enterprises to live up to expectations is partly responsible for the current move towards economic liberalization, competition and privatisation. The philosophy behind privatisation therefore is to restructure and rationalize the public sector not only to lessen the dominance of unproductive investments in the sector but also to initiate the process of gradual cession to the private sector of public enterprises which are better operated by the private sector. It is also expected that the privatisation programme will provide the channel for reintegrating Nigeria back into the global economy as a platform to attract foreign direct investment in an open, fair and transparent manner.


The Public Enterprises (Privatisation and Commercialisation) Act 1999 provides the enabling legislation for the implementation of the privatisation and commercialisation programme. In order to ensure effective coordination and proper implementation of the programme, the enabling act also provides for the establishment of the following institutions/bodies: 


Source: Nigerian Privatization Handbook 2001.
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� The value of the Scale of efficiency depends on the margin of the difference. In other words the wider the margin the smaller the scale efficiency value and vice versa.


� Numbers that appear in the parenthesis are the values for the median. 


� * stands for significant at 10%, ** stands for significant at 5% while *** stands for significant at 1% level.
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