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ABSTRACT 

The issue of privatization has been a subject of intense global debate in recent years. Many countries 

of the world have embarked on privatization programmes at different times. This is so in order to 

promote efficient allocation and management of resources. This study takes a critical look at the extent 

to which Privatisation has boosted growth in macro-capacity of the Nigerian economy. It also aimed at 

finding out the impediments to the full actualisation of the benefits of privatisation as enshrined in the 

privatisation and Commercialisation Act of 1988. The study which is analytical in nature observed 

that; irrespective of the huge capital investment in the public sector by the Government to the tune of 

about $ 35B, the returns was as low as $1.5B in dividends and loan repayments from 1980 to 1987. 

Thus the need for privatisation became eminent.  Though privatisation have been seen as a way out of 

this waste of resources, it has not been without challenges as there have been lack of effective 

monitoring and evaluation, corruption on the part of those saddled with the responsibility of 

implementing it,   non audit or/evaluation of the exercise, interference in the process by government 

and labour’s demand for job protection. Based on these findings, it is recommended that efforts should 

be made on the effective monitoring and evaluation of the Bureau and the privatised enterprises, check 

over corruption and improvement in the method of implementation of the privatisation exercise.   
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INTRODUCTION 
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The issue of privatization has been a subject of intense global debate in recent years. 

Many countries of the world have embarked on privatization programmes at different times. 

This is so in order to promote efficient allocation and management of resources. In Africa, it 

has remained highly controversial and politically risky. In Nigeria, like most other developing 

countries, the ownership and control of key public utilities have virtually been the 

responsibility of the government since independence in 1960. Government had control over all 

public utilities, such as electricity, telecommunication, gas, water supply and air transportation 

based on the argument of the provision of basic goods and services needed to be provided to 

the citizenry at affordable prices, and also to control the utilities due to their relative 

significance in the national economy. Over the years, however, the inability of successive 

Nigerian governments to provide the services in an efficient manner has led to persistent calls 

for reform. In response, several polity initiatives have been undertaken, including market 

regulation, deregulation, liberalisation and privatisation (Ibeabuchi, Essien, Appah, and Idowu, 

2003).  

Considerable debate exists regarding the issue of privatization of the system. Supporters 

for privatization contend that privatization reduces Government bureaucracy, State monopolies 

and ensure level playing fields. It also reduces bad management, correct defective capital and 

financial structures, increase competitiveness, increase the quality of goods and services, 

reduce corruption and control by Government, increase staff quality and supervision, and 

improve market analysis, free up Government funds for more pressing problems improved 

product quality and customer service, and reduction of waste and leakages due to State 

ownership. On the other hand, the opponents of privatization suggest that privatizing the 

system could be disastrous for those who do not make wise investments. They further suggest 

that firms in the private sector are not as innovative because of the difficulties of reaping all of 

the rewards themselves. Among other problems envisaged from privatization include private 

firm’s concentration on profit making to the detriment of essential public service. Privatization 

replaces state monopolies with private monopolies who find it very difficult to render public 

services such as water, public health and transportation services, the exercise usually creates 

wealth for the rich while making the poor poorer, it reduces public accountability and creates 

more room for corruption. 

http://www.wisegeek.com/what-is-a-debate.htm


Privatization in Nigeria has not been a popular reform. It has received so much criticism 

from labor, academia, and individuals. There have been numerous strikes against proposed 

sell-offs by unions fearing loss of jobs. While proponents of privatization see that aspect of 

economic reform as an instrument of efficient resource management for rapid economic 

development and poverty reduction, the critics argue that privatization inflicts damage on the 

poor through loss of employment, reduction in income, and reduced access to basic social 

services or increases in prices. Whatever are the views of the two parties, the only group that 

has no voice in the matter is the poor (Nwoye, 2008). 

Privatization in Nigeria was formally introduced by the privatization and 

commercialization Decree of 1988 as part of the Structural Adjustment Programme (SAP) of 

the Babangida’s administration which was fully adopted in 1986. The SAP which was 

packaged in accordance with the neoclassical economic paradigm, aimed at reducing the 

dominance of unproductive investment in the public sector, improving the sector’s efficiency, 

enhancing the growth potential of the private sector and, subsequently, restoring non-

inflationary and sustainable economic growth.  One of the main objectives of SAP was 

therefore to pursue deregulation and privatization leading to removal of subsidies, reduction in 

wage bills and the retrenchment of the public sector ostensible to trim the state down to size 

(Egwu, 1998). Economic growth, on the other hand is seen as an expansion in the macro-

capacity of an economy. It is basically a function of the distribution of current resources 

between consumption and investment needs to achieve sustainable growth and development. 

This study is thus out to analyze privatization in Nigeria, its contribution to Nigeria 

economic growth, its success, failure and to proffer solution to the way forward for the 

economy. The rest of the paper is organized as follows. Section 2 discusses the theoretical 

issues on privatization and section 3 looks at privatization and economic growth in Nigeria. 

The problems of privatization in Nigeria were discussed in section 4 while section 5 focused 

on the way forward and concluding remarks. 

 

2. THEORETICAL REVIEW 

2.1 The Concept of Privatization and Economic Growth 

Privatization is the incidence or process of transferring ownership of a business, 

enterprise, agency or public service from the public sector (government) to the private sector 



(business) either partially or totally. Further more, we can define privatization as any policy 

change that enlarges the scope for private enterprises to compete with the state owned 

enterprises and hence causing public enterprises to behave more like private firms (Odunaike, 

Amoda and Olateye (2010). Privatization can also signify another kind of withdrawal from the 

whole to the part: an appropriation by an individual or a particular group of some good 

formerly available to the entire public or community. According to Starr in Otive (2003), the 

conversion of a state agency into an autonomous public authority or state owned enterprise is 

not privatization nether is conversion of a private non-profit organization into a profit making 

form, called privatization while  the Privatization and Commercialization Act of 1988 and the 

Bureau of Public Enterprises Act of 1993 defined privatization as the relinquishment of part or 

all of the equity and other interests owned by the Federal Government or any of its agencies in 

enterprises to the private sector. 

Economic growth is defined as an increase in real per capital income over time (Essang 

and Olayide, 1974 in Kehinde, 2010). Agenor and Montile (1996) noted that the traditional 

noe-classical model of economic growth developed by Solow (1956) and Swam (1956) was 

built upon aggregate constant returns to scale production function which combines labour and 

capital (with dimishing marginal returns) in the production of composit goods while in the 

view of the endogenous models, the process of economic growth is endogenously determined. 

 

2.2 Privatization and Economic Growth 

  Privatization, a method of reallocating assets and functions from the public sector to the 

private sector, appears to be a factor that could play a serious role in the quest for growth. The 

process of privatization can be an effective way to bring about fundamental structural change 

by formalizing and establishing property rights, which directly create strong individual 

incentives (Filipovic, 2005). In the view of creating strong incentives that induce productivity, 

privatization may improve efficiency, provide fiscal relief, encourage wider ownership, and 

increase the availability of credit for the private sector. 

The motives for privatisation are aimed at improved fiscal equity and distributional 

performance, although the importance attached to each has varied between and within 

countries over time [UNCTAD, 1996; Yarrow, 1999]. Nevertheless, the link between 

privatisation and economic growth relates most directly to the microeconomic theories used to 
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justify privatisation. There is a strong debate theoretically on the issue of the ownership based 

on the property rights theory, public choice theory and principal agent analysis [Alchian, 1965; 

Tullock, 1965; Jensen and Meckling, 1976]. The key theoretical elements underpinning the 

argument for a change in ownership from public to private, related, first, to the view that public 

ownership led to the pursuit of objectives that detracted from economic welfare maximisation 

[Boycko, Shleifer and Vishny, 1996]. Secondly, an ownership change could improve economic 

performance by changing the mechanisms through which different institutional arrangements 

affect the incentives for managing enterprises [Vickers and Yarrow, 1988; Laffont and Tirole, 

1991; Cook and Fabella, 2001].  

These arguments are linked to presumptions concerning the condition of publicly-

owned enterprises before they are privatised. A typical view presented publicly-owned 

enterprises as overextended and poor performers [Kikeri, Nellis and Shirley, 1994]. In this 

situation publicly-owned enterprises crowded out private enterprises in their access to credit 

and erected statutory barriers to preserve the monopoly status of publicly-owned enterprises. It 

was argued that the net effect of a change in ownership from public to private would be 

improved economic efficiency, and over time an increase in investment. If privatisation was 

sufficiently extensive and had efficiency-inducing effects, the contribution of improved 

performance could be detected at the macroeconomic level. Privatisation would reduce 

crowding out and provide more credit to the private sector. It would increase the opportunities 

for investment in newly privatised enterprises by releasing them from the capital constraints 

previously faced under public ownership. A change in ownership would increase efficiency by 

introducing changes to the governance mechanisms and structure of incentives facing 

employees.  

Privatisation is often accompanied in developing countries by changes in economic 

policies that affect economic growth. Significant attention has focused on the process of 

deregulation and the importance of competition and its relation to economic efficiency. 

Vickers and Yarrow [1988] have argued that competition and its regulation are crucial for the 

improvement of efficiency in privatised enterprises. Unraveling the separate effects of policy 

changes and degrees of competition is difficult, and partly explains the relative deficiency of 

empirical analysis in this area. The other major constraint to the development of empirical 

investigations has obviously related to the time period that has elapsed since privatisation.  



Some empirical studies have been attempted to measure the impact of privatisation on 

economic growth in both developing and developed countries as well as some studies on small 

firms. Study carried out by IMF in 2000 [Davis et al 2000 in Cook et al, 2003], investigated the 

effect of privatisation on real GDP growth, unemployment, and investment using twelve 

developing countries in the 18-country study and some transitional economies. The empirical 

analysis from this study strongly supported the hypothesis that privatisation was positively 

correlated with real GDP growth. They found that privatisation of a one per cent of GDP was 

associated with an increase in the real growth rate of 0.5 per cent in period one and 0.4 per cent 

in period two. These periods vary for each country to reflect periods of active privatisation, but 

the precise span of years for the study was not specified. It has also been suggested that the 

privatisation variable used by Barnett is likely to capture the positive impact of a general 

regime change towards better economic policies  

In terms of studies based on small sample of firms, several authors have come up with 

different view on the efficiency of privatization.  Jerome (2002) appraised the qualitative and 

quantitative evidence relating to allocative and productive efficiency in the telecommunication 

sector in Nigeria in the wake of commercialization and deregulation in 1992. It was found that 

the reforms undertaken resulted in increased profitability of the incumbent operator, network 

expansion and modernization, and productivity gains. The reforms have proved impossible to 

sustain, however, and the industry is still characterized by underinvestment and large unmet 

demand. 

 

3  PRIVATIZATION AND ECONOMIC GROWTH IN NIGERIA. 

Achieving high economic growth requires effective design and implementation of the 

right policy by the government (Alaowei, 1999). The sudden rise in international oil prices 

from 1973, and the accretion of oil revenue to government, made the primacy of the Nigerian 

public sector strongly asserted. Government had access to more money, thus undertook and 

pursued magnanimous policy incentives as well as huge infrastructural investment, among 

other things to create opportunities for Nigerian indigenous enterprises to develop. As reported 

in the Onosode Commission Report of 1984, the high involvement of public sector was aimed 

at optimal production, equitable allocation and effective utilization of natural resources. The 

private sector investmennt that accounted for 75.5% of GDP in the colonia era, began to 



decline. The contribution of the private sector to Gross capital formation fell from 75.1% in 

1970 to 50.9% in 1981 (Anyanwu et a,l 1997 in Iyoko and Eborieme, 2009). The volatility in 

the price of oil in the early 80’s led to the collapse of earnings from oil export and by mid-

1980, the economic crisis led to a rethink of Nigeria’s development strategy. This formed the 

basis for the articulation of the Structural Adjustment Programme (SAP) adopted in 1986. As 

noted by NPC (1999), between 1981and 1985, an estimate of  N82billion for capital 

investment was poorly implemented due to financial distresses of the dwinding revenue from 

crude oil. It was estimated that by 1986, public enterprise was over 5000 with total government 

investment exceeding N36billion (Usman, cited in Anyanwu et. al., 1997).   

  The public sector is large and controls a considerable chunk of the economy’s 

resources but does a poor job managing these resources. Despite the expansion of various 

infrastructure and institutional developments, the economy witnessed a decline in growth as 

GDP fell with 2.2% from 1978 to 1985. It has been estimated that total investment in the 

public enterprise sector exceeded US$35 billion, comprising US$12.5 billion in equity, 

US$10.2 billion in government loans, and another US$11.5 billion in unspecified and largely 

unrecorded subventions to various enterprises. These investments provided meager returns, 

yielding US$1.5 billion in dividends and loan repayments from 1980 to 1987 (Federal 

Government of Nigeria, 1986 in Afeikhena, 2008) 

Privatization in Nigeria was formally introduced by the Privatization and 

Commercialization Act of 1988, which later set up the Technical Committee on Privatization 

and Commercialization (TCPC) chaired by Dr. Hamza Zayyad with a mandate to privatize 111 

public enterprises and commercialize 34 others. The immediate impact was the expansion of 

the Nigerian economy buoyed by private sector involvement. Public services improved in the 

designated corporations as well as their financial bases by the injection of private sector 

capital.  In 1993, having privatized 88 out of the 111 enterprises listed in the decree, the TCPC 

concluded its assignment and submitted a final report. Based on the recommendation of the 

TCPC, the Federal Military Government promulgated the Bureau for Public Enterprises Act of 

1993, which repealed the 1988 Act and set up the Bureau for Public Enterprises (BPE) to 

implement the privatization program in Nigeria (Nwoye, 2008).   

 Despite some notable privatization activities recorded, the World Bank Report of 1994 

had concluded that “Federal Government divesture of equity in public enterprises under 



privatization programme did little to decrease the size of Government portfolio”. It was 

observed that during the first period of privatization, early 90’s, significant financial flows 

from Government to public enterprises were recorded as lending increased phenomenally from 

518 million in 1991 to 2.49 billion in 1993 and significant recapitalization activities and 

additional investment were made in Ajaokuta Alluminium Smelter, National Fertilizer 

Company (NAFCON) and Nigerian Machine Tools. Consequently, the share of public 

investment in GDP that declined from 16.8 percent in 1981 to 6.9 percent in 1985 grew at an 

average of 9.3 percent between 1986 and 1996 with a peak of 13.4 percent achieved in 1993 

(NSE annual reports in Akintoye and Olowolaju Fca, 2008).  

On assuming office in June 1999, the Obasanjos’ administration signaled its strong 

commitment to privatization of state-owned enterprises as a critical element of its strategy for 

economic recovery and accelerated growth. Under the 1999 Privatization, the Federal 

Government enacted the Public Enterprise (Privatization and Commercialization) Act, which 

created the National Council on Privatization chaired by the Vice President, Alhaji Atiku 

Abubakar.  The 1999 Act also established the Bureau of Public Enterprises (BPE) as the 

secretariat of the National Council on Privatization.  

Under the three-phase privatization programme announced by President Obasanjo in 

July 1999, the FGN has set the goal of divesting about 100 PEs through privatization or 

commercialization. These include major PEs in the productive sectors, in services and in 

infrastructure. They cover the following sectors: 

(a) Manufacturing: cement, vehicle assembly, machine tools, pulp and paper, sugar mills, 

aluminum smelting, steel, petrochemicals, and oil refineries;  

(b) Services: hotels, oil marketing, and financial institutions and banking; and  

(c) Infrastructure: telecommunications, power, ports, railways, air transport, airport passenger 

handling and freight forwarding. 

Significant progress has been made with implementation of phase one of the 1999 

privatization programme, which has to do with the sale of government shareholdings in eight 

PEs, as well as the two cement companies and two banks. The FGN has made important 

progress in preparation of the telecommunications and electric power reform programme. This 

includes adoption of a new National Telecommunications Policy, opening the sector fully to 

competition in 2001, and a National Electric Power Policy but has only had marginal effect on 



the economic growth. Since the 1986 reform, statistics showed that the private investment 

share of GDP increased consistently from 3.3 percent in 1986 to 6.1 percent in 1990, with a 

marginal drop to 6.0 percent in 1991. Between 1994 and 1996, the ratio ranged between 9.7 

percent and 12.4 percent. This fell to 5.1percent in 2000 and rose marginally to 6.3 percent in 

2004 (CBN, 2006). The increase can be linked to, among other things, the divestiture of 

government share in some private oriented commercial enterprises.  

 

4. THE PROBLEMS OF PRIVATIZATION IN NIGERIA 

Nigeria like many developing countries did not get many benefits from the SAP 

programme and the privatization process. The policy was hindered by many factors. Among 

which are 

Lack of Effective Monitoring and Evaluation – There have been lack of effective 

monitoring and evaluation of the privatization programme in Nigeria. For instance, it has been 

documented that fifteen years after it’s initiation in Nigeria, there has not been a 

comprehensive assessment of the post-privatizations performance of affected enterprises. 

Corruption - Corruption has remained the omnipresent obstacle that has eroded the 

very essence of the exercise, that is, to provide efficient public service to the Nigerian public 

through the private sector at subsided and competitive rates. The fundamental component of 

corruption is that the very basics of privatization laws and rules are often partially relegated or 

entirely discarded for expediency or self interest in the conduct of the exercise. Many 

politicians and public officials derive huge material and prestige benefits from public 

enterprises, in the form of loans, gifts, housing, board memberships, future jobs for themselves, 

procurement kick-backs and so on. All these may no longer be within reach following 

privatization, hence the resistance. In addition, genuine privatization consultants are ostracized 

from the exercise for professional spin doctors and wheeler dealers. Several powerful groups 

exist that have material reasons to delay, dilute or sabotage public enterprise reform in general 

and privatization in particular (Nellis, 2003). They put forward their case by pointing to 

perceived economic, financial and social shortcomings 

Non-Audit or Evaluation of the Exercise - Nigeria has never experienced a full audit 

or probe of any of the privatization exercises to determine who sold what public enterprises, to 

whom was it sold, at what price, and what is the performance record of the privatized firm 



since 1999 when the Privatization Act became law and with the BPE having privatized over 

400 public enterprises. For the effective operation of any project there is the need for 

evaluation. This helps the investor to check if he is in line with the original aim and objective 

of the project. This non audit or evaluation of the exercise has only encouraged certain 

Government officials sabotaging the exercise to grow in confidence and statute while majority 

of the privatized public enterprises remain prostrate in unnecessary crises.  

Labour’s Demands for Job Protection -Right from the onset, the most publicly 

persistent and organized opposition of privatization in Nigeria has come from the labor 

movement. There always have been strikes and counterstrikes against any decision to privatize 

a government agency. Sometimes workers have succeeded in blocking or slowing down the 

privatization of specific enterprises. In other cases the government simply has brushed aside 

the labor opposition leaving a legacy of anger and political tension. What is obvious is that 

workers are reacting against threatened jobs or the possibility that benefits might be 

jeopardized under new management. The situation is further complicated by the fact that 

unions have the ability to make redundancies difficult, which drives down the sale value of 

enterprises and deters investors. 

Interference in the Privatization Process- There has been high interference from more 

powerful interests who are capable of compromising the privatization process to some extent, 

despite the capabilities of the BPE. These interests include budgetary pressure on the BPE 

from the NCP – which is chaired by the Vice President – to obtain excessive prices for 

properties.  The NCP, instead of setting policy guidelines for and monitoring the BPE, is the 

final authority for approving actual privatization transaction sale prices.  

The need to restructure many of the assets to be privatized- Given the nature of 

portfolio that remains, most of the entities require some pre-privatization restructuring. This 

usually raises issues of the cost of restructuring and contingent liabilities, how they are to be 

addressed and how much pre-privatization restructuring should be done to make enterprises 

attractive to potential investors.  

 

5 THE WAY FORWARD AND CONCLUSION. 

The quest for economic growth in developing countries has received an enormous 

amount of attention over the past 50 years. The high rate of poverty faced by these countries 



and the world at large has been a monumental challenge for which have not yet gotten a 

solution. According to Easterly “Poverty is not just low GDP; it is dying babies, starving 

children, and oppression of women and the downtrodden. The well-being of the next 

generation in poor countries depends on whether our quest to make poor countries rich is 

successful” (Easterly, 2001).  

This study examined the privatization in Nigeria, its contribution to economic growth, 

its success, and failure and to proffer solution to the way forward for the economy. A review of 

privatisation in Nigeria showed that is benefits can be immense in Nigeria if come of the 

controls to the problem the policy is faced is put into effective implementation. Among these 

are: 

 The improvement in the level of monitoring and evaluation of the activities of 

the private bureau and the enterprises. This is to avoid the profit maximisation 

object from overweighing the welfare of the public. It has been observed that 

private enterprises always put forward their profit before welfare. This is a major 

critic against privatization. 

 Reduction in the level of corruption in Nigeria. There is need for the basics laws 

and rules of privatization to be fully put in place as against the initial relegation 

of these laws as a result of some selfish interest of some public officers. 

  Furthermore, the method of implementation should be corrected. Privatization 

should not been seen as a means of some selected individual to acquire all public 

enterprises sold out by them at a give away prizes for their selfish interest. The 

method of implementing privatization plays an important role in creating the 

right incentives and leading the way for the appropriate economic restructuring. 

It is essential to note that the success of privatization largely depends on the 

government commitment to legal and regulatory reforms.  

The issue of privatization has been a subject of intense global debate in recent years. 

Achieving high economic growth requires effective design and implementation of the right 

policy by the government (Easterly, 2001). Theoretical analysis of privatization suggests that 

incentives play a significant role in the potential success of privatization as a factor of 

economic growth. In fact, privatization, accompanied by appropriate structural reforms, creates 

incentives to improve economic efficiency, increase investment, and adopt new technologies. It 



is thus suggested that the lack of appropriate governmental reforms has been one of the major 

causes why the benefit of privatization has not been fully reaped by most developing countries, 

Nigeria inclusive. Although privatization is a fairly recent economic policy aimed at promoting 

economic growth, it is safe to conclude that privatization alone will not be the magical solution 

to the elusive quest for growth. 
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