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ABSTRACT
THE LEADING SECTOR APPROACH TO ECONOMIC

DEVELOPMENT: A CASE STUDY OF NIGERIA
COMPARED TO VENEZUELA 1971-1990

By

Nicholas I. Nwabueze

The course of economic development chosen by various
countries tends to require structural transformation to
achieve economic development. The means of achieving economic
development for developing countries evolved into two
principal methods: the leading sector approach and the
balanced growth method. These two methods differ sharply in
their scope and content.

This study examined the economic development path
chosen by Nigeria in 1974 to achieve its economic development
objectives. To understand the nature of the debate between
the opposing points of view, a definition of economic
development on which to base this evaluation was sought.

The debate between the leading sector approach and the
balanced growth method lay in the procedure and steps for
development. The leading sector scholars and the balanced
growth group offered contradictory suggestions and disagreed
on what constituted the centerpiece of economic development.

The balanced growth group suggested simultaneous
investment in different sectors of the economy, while the

leading sector approach suggested the concentration of




resources in one sector that occupies a strategic place in the
production process.

Six important economic indicators were chosen and used
to develop contrasting hypotheses that identified their
respective positions. The intent was to measure the growth or
decline of the six indicators and use the results obtained to
evaluate the advantages/disadvantages of each approach.

The method adopted was a case study of the economic
development efforts of Nigeria as compared with Venezuela for
a 20-year (1971-1990) period. The results obtained from the
analysis led the author to conclude that neither of the two
theoretical testing constructs were satisfactory for more
definitively testing economic development effort. The
"failure" to achieve more satisfactory economic development in
Nigeria and Venezuela resulted largely from the lack of a
satisfactory, centrally directed implementation of the
economic policies in a coherent administration. Supporting
the premise is the continued dependence on the petroleum
industry for foreign exchange instead of deriving it from a

much broader base supported by a diversified economy.
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CHAPTER I
INTRODUCTION

a o e Problem

After the colonial era, economic development in the
Third World revolved around the export of agricultural
products and primary raw materials to the industrial countries
of Europe and North America. However, exports from Third
World Countries were not enough to generate the level of
economic activity necessary to spur structural transformation
and lead to any substantial form of economic development.
Because their populations steadily grew and demands on
available amenities increased, the economic, social, and
political needs of these developing countries were not met.

The need to develop a stable economic framework and to
meet basic human needs by improving the standard of living
necessitated the rethinking of development theories, policies,
and methods applicable to the underdeveloped countries of the
world. Designing specific policies to address the special
needs of these underdeveloped countries was especially
necessary because the circumstances of Third World Countries
were substantially different from those of their successful

counterparts in the developed parts of the world.



The unfamiliar circumstances of Third World Countries
presented serious implementation problems. Issues related to
insufficient investment capital needed to make the transfer of
available methods and time tested approaches compatible with
the difficult economic situations they were supposed to
address was highest on the list. These difficult conditions
led to the adoption of development approaches which
substantially differed from each other conditioned by the
economic factor that was most needed in any one underdeveloped
country.

Therefore, economic development for most of these
countries implied doing more than one thing. First, it
implied the need to design and implement major structural
changes, such as policy modifications to provide incentives
for accelerated industrialization and thereby provide
employment in order to change the economic bottom 1line.
Second was the need to change the old ways of doing things,
such as the 1lack of directed planning that hindered
development in their sociopolitical frameworks. The argument
was, therefore, for the threshold of economic wellness to be
raised so that economic development could be viewed in its
global terms and go beyond the mere enhancement of economic
factors. In fact, according to Cal Clark and Jonathan Lemco:

Economic development is a catch-phrase for a number of
different topics. These include the expansion of the

scope of exchange, the increase in resource endowments,
the organization of human, material and financial



resource flows and the application of entrepreneurship.
Economic development, therefore, requires structural
changes such that aggregate production of goods and
services is increased.
This view agrees with the established principles and practices
of successfully developed countries of the world, and agrees
also with D. Bright Singh,? who defined economic development
as:
. « . the advancement of a community along the line of
evolving new and better methods of production, and
raising of the levels of output through development of
human skill and energy, better organization and
acquisition of capital resources.

The above definitions are tempered by the policy goals
of the individual countries, as well as the values they
perceived as most important for development. What is implicit
though is that economic development must be associated with
important social, institutional, and organizational changes.
The values the individual countries imposed broadened or
narrowed the scope of economic development programs and
introduced critical components by which their progress was
measured. Among many components that defined the important

pressure points for underdeveloped countries were issues of

capital formation and investments, population growth that

'Jonathan Lemco, "Economic and Political Development in
Modernizing States," in Inte onal S es ociolo
Social Anthropoloqgy, Vol. 48, ed. Cal Clark and Jonathan Lemco
(Greenwich, CN: State and Development, 1988).

’D. Bright Singh, Economics of Development (with special
reference to India) (London: Asia Publishing House, 1966),p.1.



brought along health and nutrition problems, education and
skills development, together with employment and 1labor
demands.

It is, therefore, apparent that economic development
that brings about improvements only in capital formation falls
short of the scope of development that must address the total
well being of a country. As a matter of fact, economic
development is only one important piece of the solution to
underdevelopment. The need existed for the adoption of a
suitable indicator to serve as a measure for the overall
health performance of economic development efforts. 1In the
post-war period when much attention was being given to
evolution of the economic development process, persistent
growth in the economic activity of any country was understood
to be accompanied by the provision of all other requirements
that would assure successful economic development, such as the
availability of affordable credit for both farmers and private
industry.

Growth which was used by developed countries as the
means of keeping in step with economic prosperity also became
a measure of the intensity of economic development and
progress for the underdeveloped economies of the world. That
view changed in the decades of 1960 and 1970 when it became
apparent that significant increases in output in some of the

major underdeveloped countries of the world failed to resolve



problems of equity in income distribution, poverty, and
unemployment. In fact, Hollis B. Chenery,3 in a study
conducted for the World Bank in 1974 summarized his findings
as follows:
« « « it is now clear that more than a decade of rapid
growth in underdeveloped countries has been of little
benefit to a third of their population. Although the
average per capita income of the third world has
increased by 50 percent since 1960. This growth has
been very unequally distributed among countries, and
socio-economic groups.
Several other studies conducted by the International Monetary
Fund and other organizations from within these countries,
especially Africa, clearly identified the economic situation
of Third World Countries to be growing worse.

The general agreement was that there was a marked
decline in the average income of the poor in under-developed
countries. To address the difficulties presented by the
decline in average income, another modification was suggested
to the concept of capital formation, investment and growth, as
a measure of progress in economic development. Chenery
suggested that there was the need for a profound change in
economic structure to introduce changes in the composition of
consumption, trade, production, and so forth. By his

approach, the definition of economic development was given a

broader base to include in addition to growth, structural

’Hollis B. Chenery, Redistribution with Growth (London:
Oxford University Press, 1974).



transformation and a strong desire established by policy

modifications to achieve more income equality. C. E. Black,*

presenting his arguments on the problems of underdevelopment,

pointed to the difference between industrialization and

economic development and observed that:

It may be defined as nothing less than the upward
movement of the entire social system, or it may be
interpreted as the attainment of a number of the
"jdeals of modernization," such as a rise in
productivity, social and economic equalization, modern
knowledge, improved institutions and attitudes, and a
rationally coordinated system of policy measures that
can remove the host of undesirable conditions in the
social system that perpetuated a state of
underdevelopment.

That view agreed with the one expressed by another

. . S . .
advocate of economic development, G. M. Meier.” 1In his review

of the

"Objectives of Development" while discussing the

unimpressive and unsatisfactory results of development efforts

in the Third World over the past three decades, stated:

. « . the definition that would now gain wildest
approval is one that defines economic development as
the process whereby the real per capita income of a
country increases over a long period of time . . .,
subject to the stipulation that the number below an
"absolute poverty line" does not increase, and that the

distribution of income does not become more equal.

We conclude, therefore, that the elimination of poverty

through the adoption of an economic development approach that

‘c. E. Black, The Dynamics of Modernization (New York,

1966), pp. 55-60.

York:

°G. M. Meier, Leading Issues in Economic Development (New
Oxford University Press, 1989.



ensures equity in the distribution of wealth and income is the
key indicator of the wellness of any economy.‘

With the issue of a comprehensive approach to economic
development as relevant to the underdeveloped economies
established, the next step was to evaluate the performance of
underdeveloped countries given the appropriate opportunity.
Such an opportunity presented itself during the 1970s and the
1980s when several underdeveloped countries had the
opportunity to reap huge returns from investment in a
depletable natural resource--crude oil. This wunique
opportunity was substantially different from the slow approach
to capital creation through savings, efficiency, education,
and better infrastructure investments, as envisaged by the
proponents of economic development theories.

The bounty they received from oil sales in the 1970s
also placed these countries at an advantage to pursue
aggressively their development programs without the normal
constraints imposed by the limited availability of capital,
which would otherwise have to be borrowed or generated from
within their static economies. This study examined the
economic development path which was chosen by Nigeria to

achieve its economic development goals.

W. R. Cline, "Income Distribution and Development, "

Journal of Development Economics (February, 1975).



The economy of Nigeria, prior to the importance of
crude o0il on the world's economic scene, was primarily
agrarian. Contributions to the national revenue from other
sources, such as mining (minerals and the hydrocarbon sector),
industries and manufacturing were minor. During the colonial
period (1900-1960), Nigeria was nearly totally dependent on
the agricultural sector with about 80 percent of the available
labor force employed in that sector. It was the major source
of foreign exchange earnings, contributing about 70 percent to
the national economy.

This preeminence enjoyed by the agricultural sector
continued until the late 1960s. Since then, however, the
importance of agriculture has been declining partly as a
result of the shortage of farm labor, but most importantly, as
a result of the growing importance of the oil sector and due
also to the change in directed economic development policy
which emphasized the concentration of investment resources in
the oil sector.’ The relative contribution of agriculture to
the national economy had also been declining.

At its peak, in 1960, the time of Nigerian
independence, the agricultural sector was contributing almost
64 percent to the national output. That percentage declined

to 55 percent in 1965, 44 percent in 1970, and 28 percent in

7'rayo Lambo, i i onomy; A Textbook i
Economics (Ibadan, Nigeria: Evans Brothers (Nigeria
Publishers Limited, 1987), p. 14.




1975. Today, agriculture's contribution to national output is
almost insignificant at less than 25 percent.

As shown in Table 1, the food import bills for Nigeria
showed progressive and significant increases for the period
1962 to 1979 as agriculture continued to show signs of
weakness and neglect resulting from the change in the
country's development priority. As Table 2 indicates, the
decline in agricultural input into the national economy
corresponds with the period when crude oil production was made
preeminent. As can be observed, the food production index
suffered its worst plunge, for the first time in 1972 at 63
and again in 1973 at 72. At the same time, food imports
recorded its highest increase at 204 in 1972 and 234 in 1973,
as revenues from sales in the world's oil market gathered
momentum and national food production situation continued to
deteriorate.

Another indication of declining activities in the
agricultural sector is given by the falling percentage
contribution of the agricultural sector to the value of export
and hence, to the foreign exchange earnings. From a high of
about 85 percent in 1960, it plunged to a mere 32 percent ten
years later. By 1975, agriculture's contribution to the
economy had fallen precipitously to about 5 percent share.
Most of the crops that were once dominant in the export

"basket" were no longer cultivated at the level that went
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TABLE 1

Nigeria's Food Import Bill from 1962 - 1979

Year Total Amount Percentage Total
of Food and over 1962 Import in
Animal Import Figure Million
(Million tons) Nairax*
1962 47.0 100.0 406.4
1963 43.8 93.2 415.2
1964 41.4 88.1 507.4
1965 46.1 98.1 550.1
1966 51.6 109.8 512.7
1967 46.6 90.6 447.1
1968 28.4 60.4 385.2
1969 41.8 88.9 497.4
1970 57.8 123.0 756.4
1971 88.2 187.6 1068.9
1972 95.1 202.1 990.1
1973 126.8 269.8 1224.8
1974 154.8 329.4 1737.3
1975 297.9 633.8 3721.5
1976 440.9 938.8 5148.5
1977 736.4 1566.8 7093.7
1978 1020.7 2117.7 8211.7
1979 766.5 1630.8 7472.5
Source: Tayo Lambo, erian Economy: A Textbook of A ed

Economics, Evans Brothers (Nigeria Publishers), Limited, 1987.
Pp. 28.- Compiled from various Central Bank of Nigeria's
Annual Report, Economic and Financial Reviews.

* The Naira, is a Nigerian unit of currency. Rate of exchange
in 1987 dollars was 4.01 Naira to a U.S. dollar.
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TABLE 2

Index Number of Food Production
and Imports in Nigeria 1960 - 1975

Food Production Food Import Index
Year Index 1964/65 = 100 1965 = 100
1960 82 105
1961 92 106
1962 92 108
1963 103 98
1964 100 118
1965 102 100
1966 89 132
1967 89 99
1968 80 74
1969 90 115
1970 94 150
1971 87 214
1972 63 204
1973 72 234
1974 82 199
1975 79 271

Source : Ojo (1977), Food supply in Nigeria 1960 - 1975, in
Central Bank of Nigeria Economic and Financial Review, 1977.
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beyond subsistence needs. These included cotton, groundnut,
and oil, palm kernels and oil, cocoa, and timber. As a matter
of fact, most of these items now came to be imported.

As was mentioned earlier, Nigeria chose to deemphasize
its already thriving agricultural sector as a major foreign
exchange earner in the early 1970s, in favor of the oil
sector. That choice was made because of the ability of the
oil sector easily to bring in more foreign exchange.

That change in economic development policy from an
economic system, based on the advancement of agriculture and
the careful structural transformation of the economic base, to
a new system based on the directive concepts of the leading
sector approach' to economic development was the basis for
this study.

The analysis here was of two economic development
approaches as indicated by their priorities in the examination
of directed change of Nigeria. It also evaluated the merits
and tested the objective standards proposed in the prolonged

debate between the leading sector school of thought and their

YTheoretical discussions on the leadlng sector approach
to economic development, may be found in: Albert O. Hirschman,
The Strateqy of Economic Development (New Haven: Yale
University Press, 1958); Paul P. Streeten, Unbalanced Growth,
Vol. 2 (London: Oxford Economic Papers, 1959):; J. A. Hanson,

i S ent Stra t tanc
stitutional Reform: A Reinterpretation Journa cono
Studies (May 1976), 3, 1; Paul A. Streeten, Development

Pexrspectives (New York: St Martins Press, 1981).
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opponents the balanced growth group.9 These two groups of
economic development theorists differ substantially in their
thoughts and methods of achieving successful economic
development in an underdeveloped country.

Their disagreement over priorities clearly pointed to
a fundamental difference in opinion on how to develop and what
appropriate steps to take for directed change. Their
positions contrasted with each other over what should be the
focal point and relative priorities of development. The
leading sector approach viewed underdevelopment and
backwardness in the Third World as shortcomings that resulted
from an inherent inability to make "forward 1linking"
development decisions that must be dynamic and ongoing. They
also believed that for development to occur in these
underdeveloped countries, it was necessary that available
resources be concentrated in a sector with the most strategic
importance in the production process. The intent was for the
sector to serve as a hub and engine to energize or shock
economic development, forcing the transformation of the

existing economic structure. By so doing, it would force

’For a more detailed discussion on the Balanced Growth
Theory, see: P. N. Rosenstein-Rodan, "Problems of
industrialization in Eastern and Southeastern Europe,"
Economic Journal (June-September 1943), 3; Ragnar Nurkse,
Problems of Capital Formation in Underdeveloped Countries
(Oxford: Blackwell 1953); H. D. Ellis and H. C. Wallich,

eds., "Notes on the Big Push," Economic Development for Latin
America (London: Macmillan, 1961).
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active responses from other sectors. Their opponents, the
"balanced growth" group, contended that there were existing
limitations imposed by underdevelopment, such as extremely low
levels of both internal and external demand that must be
recognized as limiting.

Those low levels may ultimately be responsible for the
failure of any positive upward spiral effect to encourage the
growth of other sectors. The balanced group argued instead
that to overcome any risk of failure due to negative local
factors, it is necessary that development be based on
simultaneous investments in several or mutually interdependent
consumer good industries. That approach would ensure that
interdependent industries would keep in step with each other,
thereby overcoming demand problems emanating from low income.

The common opinion on the subject of development and
industrialization as stated by W. W. Rostow,’® in his
perspective offered a more comprehensive appraisal:

There is said to be a number of certain general
preconditions or prerequisites for industrial growth,
without which it could not begin. . . . Abolition of an
archaic framework in agricultural organization or
increase in the productivity of agriculture; creation of
an influential modern elite which is materially or
ideally interested in economic change; provision of what

is called social-overhead capital in physical form--all
these are viewed as necessary preconditions.

4. W. Rostow, The Stages of Economic Growth (Cambridge,
1960), p. 118.



15

Rostow'' went further and suggested some critical
requirements essential to the development of the economies of
present-day, underdeveloped countries. His review concluded
that if their take-offs are to succeed, the underdeveloped
countries:

must seek ways to tap off into the modern sector income
above consumption levels hitherto sterilized by the
arrangements controlling traditional agriculture. They
must seek to shift men of enterprise from trade and
money-lending to industry. And to these ends patterns
of fiscal, monetary, and other policies (including
education policies) must be applied, similar to those
developed and applied in the past.

Thus Nigeria's rejection of the balanced approach to
economic development in place since the days of colonialism
meant the choice of an aggressive leading sector policy of
directed development program firmly defined around the
fortunes of the o0il sector as its lead sector. That choice
and its priorities were intended to comply with sharp
reallocations in the observations of Rostow mentioned above.
The oil sector, during the early to late 1970s, brought in
huge financial and foreign exchange revenues to the Nigerian
economy. The wealth was manifest in the form of ambitious
national government expenditures that rose from $1.7 billion
in 1973 to a high of $26.2 billion in 1980 and declined to

just over $12 billion from 1981-86. These investment

expenditures provided the lead or spur needed for real

“1bid., p. 139.
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economic development in the domestic nonhydrocarbon sector,
thereby initiating the much desired economic and socio-
structural transformation of the country.

Taking into consideration that it has been more than
twenty-five years since Nigeria decided to cast its fate with
the leading sector approach to economic development, as well
as the fact that it also spent many billions of dollars in
investments and infrastructural development, it is appropriate
to ask the following questions:

1. What results in terms of economic development, did
Nigeria achieve in the 1971 to 1990 period covered by this
study?

2. To what degree was Nigeria able to achieve the
desired economic goals of rapid industrialization and better
living standard set forth by the planners or proponents of
their new economic development policy?

3. Perhaps most important, what are the development

and investment lessons learned from the Nigerian experience?

Importance of the Study

The importance of the study lay in the useful
knowledge for planners of an analysis of the Nigerian
experience, especially in a case where economic development
was not unduly or at all hampered by 1limited financial
resources. The period covered by the study, (1971-90),

presented a sharp contrast with other underdeveloped economies
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in that Nigeria's total revenue from the sale of crude oil
offered the country the rare opportunity to leap into
sustained, continuous growth that would otherwise have been
impossible, given the static and traditional state of her
economy. The period chosen for this study also provided a
tool by which the development efforts of Nigeria could be
compared to the development experience of another country,
namely Venezuela, which also benefitted from huge wealth from
the o0il industry but chose to continue the balanced approach
to economic development.

Efforts to plan the Nigerian economy date back to
colonial times (1946) with the submission of a prioritized 10-
year development plan to the British colonial office to guide
it in the allocation of colonial development and welfare funds
to Nigeria. Since independence in 1960, there have been five
development plans up to 1990. The successive plan objectives
continually identified the need for rapid development. The
objectives of the various plans differed because of
availability of foreign exchange that was necessary to ensure
the completion of planned projects. The first and second
national development plans (1962-68 and 1970-74) achieved only
very modest results because of insufficient funds. The 1975-
80 plan period was distinctive in that it coincided with the
surplus of foreign exchange provided by the mining sector--

petroleunm.
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The support provided by the availability of normally
scarce capital from the sale of crude petroleum and the
presence of a strong private sector capable of contributing to
a viable development program, are some of the reasons why
Nigeria was supposed to have done well in its bid for economic
development. The argument that Nigeria may have faltered
because of its choice of leading sector approach--forward
linked-economic development model--stems from the fact that
the choice to adopt the leading sector approach to development
gave rise to a variety of state-owned projects and
establishments that were centrally planned and therefore
assumed inefficient.'” These institutions were charged with
the responsibility to oversee the redistribution of capital
and benefits emanating from the growth of the petroleum
industry. One example was the creation of the Nigerian
Industrial Development Bank which had as its principal mandate
the responsibility to cater to the financial needs of small-
to medium-sized businesses and entrepreneurs.

From the viewpoint of the proponents of the leading
sector approach to economic development, these types of
establishments will produce, in a relatively short period of

time, many of the benefits other countries achieved by a more

uola, oni, and Bade Onimode, Economic Development of
Nigeria: The Socialist Alternative (Lagos, Nigeria: The
Nigerian Academy of Arts Sciences and Technology, March,
1975).
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efficient use of scarce resources through the process of
balanced growth. Their objective was to expand aggressively
the domestic base by using the opportunities created by the
petroleum sector, thereby affecting the local markets through
backward linkages that would, in turn, spur multisectoral
growth and employment, income, and aggregate demand of goods
and services. The creation of these intervening institutions
was derided by some, but cannot be dismissed as completely
ineffective. They contributed, to a respectable extent, to
the disbursement of the funds allocated by the central
government for development efforts. Secondly, they were
useful in coordinating ventures by external investors
interested in participating in the development efforts of the
country.

Nigeria is now an oil-based economy which depends on
the o0il sector for a substantial percentage of its foreign
currency investments and purchases. Its funding fortunes,
therefore, fluctuate with the rise and fall of oil prices in
the international market which is consistent with most of the
13-member states of the Organization of Petroleum Exporting
Countries (OPEC). The investment of about $190 billion,
received from the sale of crude oil over a very short period
brought with it sudden increases in income 1levels. The
disadvantage of increased wages without accompanying

productivity and the increased aggregate demand accompanying
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it was very quickly witnessed in the form of inflationary
pressures and the issue of increased imports.

The latter caused Nigeria yet another problem--that of
increasing debt and balance of payment problems arising from
extensive importation of finished goods and food items.?
The once important agricultural sector, the mainstay of the
economy before crude oil came to the scene, had been
deemphasized. The result was that the country becanme
dependent on foreign sources for its food. These problems
were later exacerbated by the fluctuation of crude oil prices
in the decade of the 1980s. The loss of surplus foreign
exchange earnings which had permitted an aggressive investment
agenda forced the economy into stagnation and even a drop of
industrial production, increasing unemployment and increased
balance of payment problems.

Nigeria's effort to push the limits of its oil-
generating revenues capacity using a directed, accelerated,
and selective investment program obviously had encountered the
consequences of the "appalling opportunities" inherent in
resource based economies. Efforts to spend extensively to
develop infrastructure to ensure the effective absorption of

0il revenue met with some initial success, but later ran into

YGabriel 0. Olusanya, Bassey E. Ate, and Adebayo O.

Olukoshi, eds., The Nigerian Institute of International
Affairs (Lagos: Economic Development and Foreign Policy in
Nigeria, 1988).
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jerky discontinuities when revenues dwindled. Thus, many
projects were 1left unfinished or were delayed with the
resulting increase in costs and loss of production. It is
interesting to note that the experience of Nigeria in the late
1980s was similar to those of other OPEC member states such as
Algeria and Venezuela which had similar domestic difficulties
or were faced with the same pressing needs to pursue a course
of rapid development.

An important issue at this point became: how much of
the entire array of problems Nigeria encountered can be
attributed to the economic development policy it adopted? How
much was causal? Doubtless, the debate between the opposing
schools of thought improved our knowledge base about different
economic development approaches, but the analysis of the
Nigerian situation will clarify a useful reference point about
implementation. The appropriateness of conducting the study
was underlined by the following: First, Nigeria's case is
unique because it is a Third World country that is confronted
not only with the problems of underdevelopment, but also with
the opportunities afforded one product economies.

Second, being a member of OPEC, Nigeria overcame the
limitations imposed by the availability of capital, and chose
to pursue economic development outside the rigidly prescribed
approach of structural transformation, based first on a

successful agricultural sector, as widely recommended by
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several international organizations, such as the International
Monetary Fund.

Third, the sheer size of Nigeria's population
(approximately 100 million) may have contributed to the need
for an immediate higher level of economic performance and
success because of the desire to meet the demands of improved
standard of living.

In addition to addressing the questions identified
earlier, this study attempted to demystify Nigeria's choice of
planned change by addressing the following questions:

1. What useful results did Nigeria achieve from its
development policy from 1971 to 1990 (period covered by the
study)

2. To what degree was Nigeria able to achieve the
desired economic goals of rapid industrialization and improved
standard of living set forth by the planners or proponents of
their new economic development policy

3. What were the development and investment lessons
from the Nigerian experience.

Nigeria's case is unique and of considerable interest
to scholars because of its position as Africa's most populous
nation and one that has the means to lead by example.

The lessons learned from this analysis may aid the
understanding of the limits and consequences of adopting a

single focus or priority, such as the leading sector model,
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for economic development. The study may also 1lay the
groundwork to enable developing countries understand the need
for some flexibility and careful tracking in their own
development efforts to direct planned change that will help

them correct oversights and errors in making their choices.



CHAPTER 11

REVIEW OF RELATED LITERATURE

The concepts of economic growth and economic
development in underdeveloped countries presented a problem
which transcended the availability of finance. One very
important component was the need for these countries to have
understood the consequences of the choice of using one
economic development model over another. That understanding
on its own would have ensured benefits, to a large extent,
from the forms of development projects they choose to satisfy
their needs or their ability to sustain a particular model in
the future. Underdeveloped countries required a defined
economic development approach with needs and consequences
which are amenable to management, and also which 1lead
predictably to the much desired result. That approach would
represent planned or directed change.

A clear distinction between "growth" and "development"
was not possible given the base from which these countries
began. For purposes of clarity, one view held that "growth"
was applicable only to economically advanced countries where
most of the natural resources and wealth are already known and

developed. On the other hand, "development" related to the

24
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possibility of developing and using hitherto unused natural
resources.'* The problem of economic development in Nigeria
as well as most Third World Countries that are members of
OPEC, lay in their thoughtful choice of a development model or
pathway. It also involved their ability to identify reasoned
objectives ahead of time and alternative means of achieving
themn.

This chapter examined the debate in the literature
between the proponents of the "leading" sector school of
thought and that of their opponent, the "balanced" growth
group. Areas of conflict and disagreement concerning economic
development and the means of encouraging growth was
identified. The concepts of the leading sector approach to
economic development, the subject of analysis of this study
was examined in its application in one product economies to

achieve designated structural adjustment.

Theoretical Framework and Background

The argument between the opposing sides was clearly
based on what each country defined as the best approach to
economic development. The leading sector school of thought
considered economic development as a series of discontinuous
steps characterized by the identification and removal of

constraints or the sources of stagnation, thereby creating a

“Hicks, Learning about Economic Development, 1957. p.123
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suitable atmosphere for anticipated capital formation and
subsequent increase in output in a particular direction. The
leading sector approach bred development in some fashion in a
selected, designated, and already existing developed sector of
the economy, that was, the capital forming sector, through a
series of complimentary effects by creating greater investment
capacity.

Ordinarily, the road from investment to more
investment was considered to be rather indirect: investment
increases capacity and when the economy expands in such a way
as to accommodate the newly created capacity, the additional
income based on the increased capacity would result in
additional investments. Also, according to the 1leading
sectors doctrine of induced investment, if there was an
increase in investment activity from one period to another,
induced investment in capital goods industries and services
would result. The complimentary or "pull" effect of
investment was, therefore, the essential mechanism by which
new energies were channeled towards the development process
and through which the circle of stagnation and

underdevelopment would be broken.

Leading Sector Approach to
Economic Development

As viewed by the architects of the leading sector

approach, the objective was to create a focal point to serve
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as the driver for the fundamental transformation and
modernization of the economy through the creation of some
carefully designed investment policies and goals. One goal
was to overcome the fear of change which had been largely
responsible for the stationary difficulties encountered by
underdeveloped countries. The intent was to foster decision
making by focusing on known constraints in forward linkages
and by so doing put the dynamic wheels of change in motion.
According to Hirschman:
Our diagnosis is simply that countries fail to take
advantage of their development potential because, for
reasons largely related to their image of change, they
find it difficult to take decisions needed for
development in the required number and at required
speed.
He added that,
if backwardness is due to insufficient number and speed
of development decisions and to inadequate performance
of development tasks, then the fundamental problem of
development consists in generatlng and energizing human
action in a certain direction.

It, therefore, became necessary for development theory
and policy to face the task of determining under what
conditions development decisions could be made in spite of the
difficulties imposed by inefficient decision- making processes

and poor implementation of development tasks. In

underdeveloped countries, development was held back not only

1"'Hirsclnn::u'x, Strateqy of Economic Development, p. 56.
¥1bid., p. 61.
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by the inability to make and implement decisions, but also by
the difficulties of channeling existing or potentially
existing savings into available productive investment
opportunities. The norm by convention was that the ability to
invest was acquired and increased primarily by practice; the
opportunity to practice depended generally on the size of the
modern sector of the economy.

What was needed was a modern sector that could
generate investment ability and force the creation of, and
hence visible imbalances which would inevitably and
automatically induce other investment actions. The argument
was that capital accumulation was the prime mover of economic
development. It had a dual role in economic development: on
one hand, it generated income; on the other hand, it created
productive capacity for the economy.

The strategy, as laid down by the proponents of the
leading sector approach, was to encourage growth within the
sector with the highest opportunity for capital formation.
That sector would, in turn, through a variety of complimentary
effects (linkages), pull along other sectors. The principal
tool for achieving this was by a carefully chosen set of
investments which would be considered as development
driver(s). In fact, from Hirschman's point of view:

The ability to invest is of course more directly related
to investment activity. It comprises the ability to

perceive investment opportunities, and since, in an
underdeveloped country, a large supply of such
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opportunities presumably exists, the expanding ability
to iqvgst may bq qonsidereq to supply the necessary %pd
sufficient conditions for investment to come about.

This principal choice of investment, such as investing
in the manufacturing, industrial, or agricultural sectors,
varied country by country depending on what presented the best
opportunity or met their most pressing needs. The method of
implementation may be through a lead industry or through the
form of needs for investment in a social overhead'®. These
overheads of leads and lags were defined and applied in a
variety of ways which included:

1. A development approach via excess capacity that
implied increases in the supply of capital and investment in
public utility goods, examples; highways, railway 1lines,
public housing, etc.

2. A development approach via shortage, that implied
increases in investment applied directly in the production
process, examples; machinery and skilled manpower.

An important component for achieving the required
inducement effect in a development program was the ability to
identify economic sectors or subsectors that would receive
high ratings because of their ability to generate the required

forward linkage effects. The main argument for unbalanced

"Hirschman, Strateqy of Economic Development, p. 74.

18

Roy Harrod, ed., assisted by Douglas Hague,
International Trade Theory in a Developing Country (London:

Macmillan, 1963).
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growth within the theory was that it would help create
necessary pressures and inducements. To illustrate this
point, an important question became: How does unbalanced
growth create these pressures and inducements? Suppose, for
example, a comparatively big investment was made in a
particular industry and its output abruptly increased
substantially. Then there would be a sizeable increase in the
demand for those products of other industries which are used
as inputs in the first industry. Thus, unbalanced growth of
one activity would put pressures on other activities and it
would be hoped that these other induced activities would also
expand following the same pattern.

The pressures created are transmitted through what
have been called "backward" linkages. By symmetry, there are
also "forward" linkages. The product of the first industry
was quite possibly an input of some other industry. The
increased availability of this product was likely to create
inducements for expansion of this forwardly linked output.

According to Chenery and Watanabe,*’

these 1linkages
represented in their aggregate form the strength of the
changes. They illustrate in Table 3, by the use of a
comparison chart, the nature of interdependence in production,

as revealed by the pattern of interindustry flows, of four

YHollis B. Chenery and Tsunehiko Utatanabe, International

ct oduction, Econometrica,
26(4) (October 1958): 485-522.
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major industrial powers --Japan, Italy, U.S., and Norway--the
different roles played by the various economic sectors in the
total process of production. The economic significance of the
pattern of interdependence was that the effects of change in
final demand spread through the economy from higher to lower
sectors, and that reactions in the opposite direction,
resulting in a continuing series of effects, were quite
limited. What was noteworthy was that the resulting patterns
of interdependence could have taken an infinite form and
assisted the extraction process from the lead industry thereby
increasing the influence of linkage effects. Another important
observation was that if the pattern of interdependence among
sectors was sufficiently similar, then the results of the
comparison found application in other countries where similar
production processes were present.

A probable source of difficulty in the economy of an
underdeveloped country is the absence of an extensive
production base which would readily exchange and absorb the
complimentary linkage effects that will accelerate the
development program. For example, in Table 3, the forward
linkage numbers for agriculture and forestry, coal mining,
petroleum, natural gas and nonmetallic minerals would each be
above 65 to demonstrate some reasonable level of forward
linkage activity instead of what they show, namely 31, 23, 15,

and 17 which are considered too low.
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TABLE 3

Average Strength of Linkage Effects in Four
Industrialized Countries (Japan, Italy, U.S., and Norway)

Forward Backward

Sector linkage linkage Total
Intermediate
primary.
Agriculture and
Forestry 31 72 103
Coal Mining 23 87 100
Petroleum and
Natural Gas 15 97 112
NonMetallic
Minerals 17 52 69
Electric Power 27 59 86
Intermediate
Manufacture

Iron and Steel 66 78 144
Paper and Products 57 78 135
Petroleum Products 65 68 133
Nonferrous Metals 61 81 142
Chemicals 60 69 129
Coal Products 63 67 130
Rubber Products 51 48 99
Textiles 69 57 124
Printing and
Publishing 49 46 95
Source: Hollis B. Chenery and Tsunehiko Watanabe,
"International Comparisons of the Structure of Production,"
Econometrica, 26(4) (October 1958): 485-522.
Note: Forward Linkages are shown as percentages of

intermediate purchases to total production by each industry.
Backward Linkages represent percentage of intermediate sales
to total production by each industry.
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This limitation was imposed not only by the absence of
the production capacity but also by the scarcity of suitably
educated manpower, appropriate technology, and adequate social
and institutional arrangements. These difficulties
constituted the principal areas of criticism as presented by
the opponents of the leading sector approach to economic
development. Their argument revolved around the issue of
giving too much emphasis to an economic sector under the
pretence of its importance. According to Amlan Datta, those
who pleaded for it argued that it created productive
capacity.2°

What was forgotten or given little or no attention was
the extent of discord that it imposed on the other sectors of
the economy such that Table 3 would also be 80 for nonferrous
metal for forward linkage at the intermediate manufacture
stage. Another suitable example was in the relationship
between the development of agriculture and growth of heavy
industry which in Table 3 would be at least 70 and not 31 for
a forward linkage to show satisfactory linkage activity.

From Amlan Datta's perspective, "food is needed to
support industrial workers and raw materials to feed the

machines."® Therefore, agriculture was at least basic to

*Amlan Datta, Perspectives of Economic Development:;
Strategies of Economic Development (India: Macmillan Company,
1973), pp. 98-105.

uDatta, Perspectives of Economic Development, p. 100.
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development. Also, since new skills and techniques were
needed, education was equally important. It is true, however,
that food, raw materials, and technicians could be imported,
as well as machinery. What was useful and of immense
importance for the leading sector theory was induced backward
linkages (see Table 3 for petroleum products at the
intermediate manufacturing level) with a strong and almost
equal tendency to encourage both forms of linkages. It was
also important that food and raw materials be produced at
home, so as to ensure that the development process could be
sustained without the risks and consequences of excessive
exposure to the vagaries of external dependence and use of
limited foreign exchange.

What was strongly evident, according to Meier®, with
respect to the disadvantages of the leading sector approach
was that:

For countries embarking on development, unbalance is
inevitable, whether they want it or not. . . . All
investments creates unbalances because of rigidities,
indivisibilities, sluggishness of response both of
supply and demand and because of miscalculations.

Meier further observed: "the theory of unbalanced
growth, concentrates on stimuli to expansion, and tends to

neglect resistances caused by unbalanced growth."23

“’Meier, Leading Issues in Economic Development, p. 379.
®Ibid., pp. 379-381.



35

These arguments, therefore, compelled us to examine
economic development in the context of balanced growth as
proposed by that opposing school of thought, the balanced

growth group.

Balanced Growth Approach

The concept of balanced growth, or of the maintenance
of some kind of equilibrium during the process of economic
development, means different things to different people.“
As applied to the underdeveloped economies of the world, the
theory stressed the need for different parts of a developing
economy to remain in step to avoid supply difficulties. For
example, in this version, the requirement of balanced growth
was derived from the demand side.?” It was argued that a new
venture which gets underway in an underdeveloped country was
likely to turn into failure because its workers would

obviously not be able to buy all of its output, while other

*The areas of need may be as varied as the list presented
in Table 3. For most underdeveloped countries where the
source of income is, to a large extent, dependent on the
availability of an elaborate natural resource base, the
intermediate primary production section from Table 3, must
strive to show an equally developed forward and backward
linkage factors in order to meet essential needs at home. The
same is not true for industrialized countries where capital
formation is already well developed and the natural resource
is properly utilized. The need for an across-the-board
development of linkage effects is necessary in order to ensure
satisfactory exchange and absorption of complimentary effects.

z"’Hirschman, The Strateqgy of Economic Development, pp.70-
74.
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citizens of the country were caught in an underdevelopment
equilibrium where they were just able to afford their own
output. These developing countries, struggling with the
problem of raising their standard of living, found themselves
caught up in what has been termed a "vicious circle of
poverty.““ According to this concept, the low productivity
of labor of these countries was attributable to the 1low
income, which was in part a function of an inadequate supply
of physical capital. But the shortage of capital resulted
partly from the persistently low levels of savings, thus
completing the circle.

The doctrine of balanced growth was proposed by Ragnar
Nurkse’” and R. N. Rosenstein-Rodan®®, as a means of breaking
this vicious circle and stimulating economic development. For
it to be successful, it must be applied to the production of
a variety of products in accordance with income elasticities.
The reason was that low income and a consequent lack of demand

generally spelled failure for any heavily concentrated

*Bernard Okun, and Richard W. Richardson, "The
Underdeveloped Countries: Modern Approaches to Development,

in Studjes in Economic Development (New York: Holt, Rinehart,
& Winston, Inc., 1961) pp. 123-125.

2"Raqnar Nurske, Problems of Capital Formation jin
Underdeveloped Countries (Oxford: Blackwell, 1953)

Eqgquilibrium and Growth in the World Economy (Cambridge, MA

Harvard University Press, 1961).

e wo

2'Rosenstein-Rode’m, "Problems of Industrialization of
Eastern and SouthEastern Europe," 1943.
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investment in a single consumer goods industry. It was
suggested that investment be diversified over a broad range of
such industries. Each industry would then generate, through
its factor payments, (backward linkages), a demand for the
goods of the other industries sufficient to keep all of them
viable.

Investment projects that might be individually
unprofitable would, taken collectively, be profitable. For
this reason, the approach of balanced growth was also annexed
to the "theory of the big push.“29 Professor Allyn Young, in
his celebrated discussion of the "theory of the big push,"
clearly stated that:

There is a minimum level of resources that must be
devoted to . . . a development program if it is to have
any chance of success. Launching a country into self-
sustaining growth is a little like getting an airplane
off the ground. There is a critical ground speed which
must be passed before the craft can become airborne.”

Proceeding bit by bit would not add up in its effects
to the sum total of the single bits. A minimum quantum or
threshold of investment was a necessary, though not

sufficient, condition of success. This, in a nutshell, was

the contention of the theory of the big push. A big push

»R. N. Rosenstein-Rodan, "Notes on the Theory of the Big
Push," paper submitted to the Rio Roundtable of the
International Economic Association, 1957.

30 \'4 Unite omic Assistanc
(Washington, D.C.: MIT, Center for International Studies,
1957), p. 70.
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could, of course, result from one or a few big projects or
from a large number of projects of varying size that dovetail
with each other.

As mentioned earlier, the need for harmony in
development was important if development could be realized.
According to Ragnar Nurkse, "the case for balanced growth

' For developing

rests on the need for a balanced diet."
countries, the controversy on balanced growth presented itself
in what was perhaps its most challenging form on the question
concerning the place of agriculture in economic development.
Some recommend a policy of allowing industry to run ahead of
agriculture.

Experience in a number of countries suggested that it
is easier today to develop industry, in relatively backward
economies than it is to initiate steady agricultural
improvement. Some industrial countries in the nineteenth
century were able to depend on substantial imports of food and
raw materials. Others, such as the Soviet Union under Stalin,
provided a classic example of what happens if heavy industry
tries to take a great leap forward before the pace of
agricultural development has quickened sufficiently.

The evolution of Communism in the Soviet Union in the

early part of the century was characterized by the suppression

31Nurske, ion in Underdevelope

Countries, pp. 4-26.
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of private trade and sale of surplus farm produce by farmers.
In 1921 Lenin introduced a new economic policy that partially
restored the right of the peasant to sell excess farm produce
after paying an agricultural tax. By 1926 the prewar level of
output, both in agriculture and in industry, was more or less
restored. The amount of marketed grain was, however, somewhat
less than the prewar average. After the restoration of output
to normal prewar level, Soviet leaders wanted to accelerate
greatly the pace of industrial development with special
emphasis on heavy industry. The issue became how their desire
could be achieved without a concomitant increase in
agricultural output?

An interesting method based on a 37-63 relation was
devised by Groman, a distinguished Soviet economist.?
Groman maintained that, on the basis of an extrapolation of
past tendencies, a crisis-free development of the Soviet
economy must rest on a value-relationship of that order
between the marketed surplus of agricultural and industrial
products. While there was room for difference of opinion on
this point, it was clear to all that a decisive acceleration
of the pace of industrial development could not be achieved
without a new strategy for agriculture. What could this

strategy be?

*Amlan Datta, Perspectives of Economic Development, pp-
102-103.
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The great debate on economic policy which started at
this time illuminated the alternatives before the Soviet
Union. It had also a wider significance and continues to be
relevant for other countries, especially the underdeveloped
ones, even today. The cultural and economic impediments to
the development of agriculture are often more formidable than
those for industry. Indeed, from H. Myint's” perspective

The expansion of the industrial sector should depend on
the growth rate of agriculture . . . the allocation of
investments to induce growth, the production of consumer
goods and the development of suitable infrastructure
that will facilitate the development process, constitute
the bare essentials that are needed for a sustained
development.

From another perspective, the difficulties imposed by
the lack of planning and directed change in underdeveloped
countries made the march toward development very cumbersome.
A sound administrative system, a stable government, well-
organized financial agencies, a legal system that is capable
of ensuring the security of person and property, efficient
organization of the means of production, a simple and well-
defined system of 1land holdings and inheritance and a
favorable social attitude are usually considered, among
others, as prerequisites to achieving economic development.

Opponents of the balanced growth approach contended that their

concern rested only with the creation of complementary

®H. Myint, The Economics of the Developing Countries,
(London: Hutchinson University Press, 1964).
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domestic markets as an inducement to invest, whereas markets
in the countries of the region can usually be created by
import restrictions, and where possible, expansion of exports.

To aid the process of understanding, Table 4 below,
presents a summary of the basic differences, as developed by
the author, between the two different approaches to economic
development described above. It is evident from the review
that the controversies between the balanced group and their
principal critics, the leading sector school of thought, are
quite extensive.

The economic development process inevitably involved
the search for an appropriate balance between the two major
sectors of the economy, mainly industry and agriculture. This
was necessary because of the need for the production of
adequate levels of foodstuff and the general maintenance of
the population and the economy. The complexity of the
development process and the importance of the interaction
between the industrial sector and growth of the agricultural
sector underlined the need and importance for the examination
of the main issues related to the economic development
process. Within this context, the two different schools of
thought have advanced conflicting methods as summarized above

for achieving economic development.
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TABLE 4

Key Differences Between the

Leading Sector Approach and

the Balanced School Approach to Economic Development

ect oach

a. Underdeveloped countries
tend to be unable to make
forward linking investment
decisions at the required

| amount speed and time.

Balanced School Approach

Lack of appropriate demand
levels due to poverty and
deprivation are the main
obstacles to a progressive
investment program.

b. They suggest that
investment must necessarily
begin with a focus industry
that occupies a place of
prime importance in the
production process--the
engine.

They contend that the best
approach lies in
simultaneous investments in
several or mutually
interdependent industries as |
dictated by demand
elasticities.

c. The growth process is
encouraged by the
unbalanced nature of
investments.

Growth is the result of an
orderly approach to
investment along a carefully
defined line with the aim of
overcoming poverty and
ensuring equity.

d. Unbalanced development
virtually guarantees
development of capacity to
meet future demands.

They emphasize building
demand and capacity
concomitantly through
simultaneous investment.

e. Assumes that their
approach will be more
favorable to industries
with the highest potential
to generate active linkage
effects.

Assumes that their approach
will be more favorable to
primary and intermediate
sectors that will benefit
from the complimentary
effects of development.
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This study carefully examined the results presented by
the experience of Nigeria and compared it with that of
Venezuela, as both countries struggled to implement

conflicting approaches to economic development.



CHAPTER III

METHODOLOGY

Hypotheses and Testing Procedures

To appreciate fully the consequences of the choice of
method used to estimate the success of an economic development
plan, it was necessary to re-examine the stated positions of
the two sides to this argument. The position of the leading
sector approach to economic development as summarized by
Hirschman concluded that:

Our diagnosis is simply that countries fail to take
advantage of their development potential because, for
reasons largely related to their image of change, they
find it difficult to take decisions needed for
develogment in the required number and at the required
speed.

According to Hirschman, development in the Third World
was hindered not only by the unavailability of capital or the
potential to generate it, but most importantly, by the
apparent inability and difficulties encountered in making the
necessary decisions to direct change. To spur industrial
development and thereby create a viable industrial sector, the

leading sector group suggested the concentration of available

resources in a single sector that occupies the most strategic

’

“Hirschman, Strateqgy of Economic Development, 1958, pp.
25-26.
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position in the production process, and thereby, have the
ability to rally other sectors to develop forward linkages.
These linkages were achieved through demand pressures
and resulting imbalances created by the lead industry. This
form of integration was intended to lead to the development of
a network of industries that may possess some similarities to
each other, but may also lead to the evolution of other
industries that would serve as useful spin-offs from the
development process. The desired outcome was that the process
identified above would ultimately lead to the improvement of
both social and economic conditions, as measured by improved
standard of living and higher Gross National Product (GDP),
since the increased level of industrial activities would spur
greater productivity. In fact, that line of reasoning agrees
with the perspective expressed earlier by Amlan Datta that
"food is needed to support industrial workers and raw

¥ as the Soviet Union later

materials to feed the machines,
found after its initial revolution. This argument implied
that the contributory sectors would certainly be in step with
development as the effort evolved.

The opposing side, the balanced school approach to
economic development, disagreed with the leading sector view

on grounds that large imbalances would be created which would,

in turn, destroy whatever successes may be achieved. The

35Datta, Perspectives of Economic Development, p. 100.
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balanced growth group countered with a suggestion that
conferred assumed uniformity of investment in all sectors or
many mutually interdependent consumer good industries
following along lines imposed by demand elasticities. In
other words, they strongly advocated a "balanced diet"
approach to ensure that disharmonies were not intentionally
created and that every sector was mutually in step with a
focused, predictable development process.

The issue now was both to ascertain the validity of
these two opposing theories by evaluating them in the history
of economic development of Nigeria from 1971 to 1990 and to
learn from such a review. The period chosen for the purpose
of this study took into consideration the general conviction
that new policies aimed at enhancing economic development must
produce appreciable results within five years®. The 1971-90
period of study is considered to be long enough to allow for
a suitable evaluation.

The approach used for the evaluation was a comparative
analysis of Nigeria's and Venezuelan economic development
history. The choice of Venezuela was based simply on the fact
that it shared similar economic conditions and humble
beginnings with Nigeria. The make-up of Venezuela's early

economy was also agricultural, and the components of its

*p. Seers, "The Role of Industry in Development; Some

Fallacies, Journal of Modern African Studies (December 1963):
341.
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export trade were mostly coffee, cocoa, cattle, and hides.
Also, a large majority of its people were poor. Finally,
Venezuela, along with Nigeria, was a founding member of OPEC
and like Nigeria, it was a major beneficiary of the sudden
wealth from oil revenues in the 1970s.

What was different and of remarkable interest to this
study was that in addition to a considerable difference in
population, Venezuela arguably continued on the original path
of a "balanced growth approach" it had originally adopted,
even when the importance of the hydrocarbon sector became
manifest. This does not assume that it did not also have, as
Nigeria did, its problems with the dominance of oil as its
main export. What was of interest to us was to examine the
results from Venezuela's balanced investments in other sectors
of the economy and their resulting relative contribution to
the national output.

Also of importance was the fact that Venezuela had
been producing oil since 1912 and actually became the world's
largest exporter of oil in 1929 as illustrated in Table 5,
with o0il exports accounting for about 62 percent of its
exports. This interesting point should not be taken to imply
that Venezuela had no advantages over Nigeria prior to the

decade of the 1970s, when the production and supply of oil to
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TABLE 5

Exports of Crude Petroleum by Country -1929

Country of Crude 0Oil Total
Origin Exports Percentage
long tons* of Exports
Venezuela 18,916,256 61.888
United States 3,566,804 11.670
Colombia 2,536,500 8.299
Mexico 2,344,039 7.669
Persia 1,509,026 5.202
Peru 1,004,006 3.285
Russia 305,364 0.999
Trinidad 124,459 0.407
Canada 101,908 0.333
United Kingdom 48,094 0.157
N.E.Indies 22,258 0.073
Formosa 2,612 0.009
Romania 2,502 0.008
Italy 298 0.001
France 25 0.000

Source: Jose Amado Gil Ravelo, 0il Revenues, Distributional
Coalitions, and Economic Development: An Analysis of the
Venezuelan Case, 1990, p. 36.

*A long ton is the equivalent of 2,240 pounds.




49

the world market became very important following the Middle
East conflict between Israel and the Arab States.®’

While Nigeria was relatively debt free from 1965 to
1970, Venezuela's early economy in 1902 was saddled with a
national debt of more than $50 million that was owed to Europe
and the United States, a sum equal to ten times the annual
income of the national government.” Venezuela, therefore,
was a suitable choice to use for comparisons with Nigeria,
especially noting that both share certain commonalities in
terms of economic development and access to capital.

Venezuela, then, could help provide a useful comparable
basis for achieving the objective of this study: an analysis
of two development models, the leading sector and the balanced
growth methods to economic development. It must be stated
that this study was not intended to serve as a general or
definitive test of the Nigerian economy. It was instead
intended to be retrospective and to provide a perspective for
a cautious understanding of economic development drawn from

two separate methods. A definitive study would require a much

“The Yom Kippur war that was fought between Israel and
the Arab States gave rise to the use of the "0il Weapon," by
the Arab States in the form of an imposition of embargo on all
of the industrialized nations of the world.

®prundacion John Boulton, oliti o

Politjca Y Economia en
Venezuela: 1810-1976 (Caracas, Venezuela: Editorial Monte
Avila, 1976).
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greater number of experts, evidence, data, as well as more
money and time.

Rather, it was to examine whether the Nigerian model,
based on the leading sector approach, had brought about the
useful changes that the planners and theorists had intended.
The objective was to measure the consequences, or the relative
success of the new economic development policy, as implemented
by the proponents of the leading sector approach, testing for
the positive changes the approach brought to the economy.

To achieve the above objective, it became necessary to
identify a method to verify success and define the main points
of agreement or otherwise, as discussed and identified in the
previous chapter reviewing the theoretical concepts. Six
important economic indicators, example; employment, income
distribution, foreign trade,linkage effects, foreign debt, and
economic growth that generally defined the 1level of
performance of any economy were selected as a good measure for
evaluating the two conflicting economic models.

These criteria represented the measurable critical
variables that constituted the basis of the comparative
analysis. To facilitate the process, each of these variables
was used to develop a hypothesis that showed the contrasting
nature of the positions taken by the respective groups to this
controversy. The hypothesis for each variable was used to

generate an objective function that served as a measure of
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economic development. Each was evaluated for performance and
conformity with the contending group position. The criteria
was further used in the discussion and analysis of the data,
as a determinant of success or failure, in the economic role
it was supposed to play in order to foster economic
development.

To aid understanding, the leading sector group was
represented in the hypotheses by LS, while the balanced growth

group was noted as BG.

Hypotheses
Employment
LS: Employment opportunities become greater as the

reliance on the 1leading sector approach to
development increases.
BG: Reliance on the 1leading sector will increase
unemployment and may well reduce opportunities.
The leading sector approach to economic development
suggested that the growth of the industrial sector created
more responsive employment opportunities upstream and
downstream of its source, through some form of inducement
mechanisms. That inducement would spur investments in
subsidiary service industries that would address both industry
needs and the needs of the workers, thereby energizing the
course of development. The result would be the development

and growth of several ancillary employment opportunities
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reminiscent of those found in dynamic urban areas. The
economic significance of labor as a factor of production
consisted in its dual aspect--its role as a consumer as well
as a producer.

In combination with other factors, labor contributed to
total product. But unlike the other factors, labor was also
the consumer of the product. The leading sector group further
argued that one of the consequences of simultaneous investment
in all sectors was the slow response to the provision of
employment. In several underdeveloped countries, the
proportion of the labor force in industry in the decade of the
1960s increased very slowly, obviously in response to the slow
growth of the industrial sector. Between 1955 and 1964, the
4 percent growth rate of manufacturing and industrial
employment in all developing countries was barely able to
absorb even a small proportion of the increase in the
available labor force.

That argument was countered by the balanced growth
group with the fact that industrialization, as it is known
today, has failed to provide employment as needed. The
migration of rural 1labor to urban areas in search of
employment and better living conditions tends to exacerbate

the problems of unbalanced growth. As an illustration, the

YuRecent Overall Progress in industrialization Achieved
by Developing Countries," United Natjons Bulletin of
I : ! [ ] ] L] ! (] : E o : ! (] v . ! I‘ J : .
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increasing divergence between urban and rural incomes had
arisen both as a result of the relative stagnation of
agricultural earnings (partly as a direct outgrowth of post-
war bias towards industrialization at the expense of
agricultural expansion) and the concomitant phenomenon of
rapidly rising urban wage rates for unskilled workers.*’
For example, as observed by Arthur Lewis“,
Urban wages are typically at levels twice as high as
average farm incomes. Between 1950 and 1963, prices
received by farmers through marketing boards in
southern Nigeria fell by 25 percent while at the same
time the minimum wage scales of the Federal Government
increased by 200 percent.

The balanced growth group further contended that
unbalanced investments in development, practiced by some
developing economies, does at its initial stages, reduce
employment by displacing existing industries, through
cessation of subsidies by governments and by loss of financial
credit offered by commercial institutions.*® That backlash
was shown by the growing levels of urban unemployment in
developing countries, which implied that the employment

creation aspect of the leading sector approach to development

was unpredictable. The balanced growth group also pointed out

“rodaro, "Income Expectations, Rural-Urban Migration and
Employment in Africa," pp. 391-5, 411-13.

“Lewis, Reflections on Nigeria's Economic Growth, p.42.

‘"Seers, The Role of Industry in Development, pp. 461-463,
and Singh, Economics of Development, pp. 78-80.
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that displaced workers from industries, such as above, tended
to remain unemployed indefinitely because of the very low
absorbing capacity of the new, often high technology
industrial sector.

To test the hypothesis on employment, historical
employment data (in numbers) by sector was evaluated by the
author in both Nigeria and Venezuela for the period covered by
this study. The purpose was to determine whether any of the
anticipated changes desired and proposed by the proponents of
the leading sector approach was achieved.

To accomplish this, an analysis in the following steps
was presented:

--Analyzed employment figures as related to the primary
(agricultural), secondary (industrial), and the tertiary
(service) sectors, at the inception of the study period.

--Analyzed employment figures for the same sectors for the
end of the study period.

--Compared the above analysis with Venezuela in order to
identify trends in employment variations and provide possible
explanations.

--Compared Nigeria's performance to that of Venezuela and
draw conclusions relative to the effectiveness of the
employment policies of both countries with respect to creation

of jobs.
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Income Distribution
LS: The leading sector approach fosters equality in
income distribution.
BG: Reliance on the leading sector approach perpetuates
inequality in income distribution.

The existence of huge differences in the distribution
of wealth in some underdeveloped countries of the world gave
rise to renewed thinking on the methods of achieving some form
of equity. The recognition that large-scale transfers of
income are politically unlikely in developing or developed
countries made it necessary to evaluate the results of any
development policy in terms of the benefits it produced for
different socioeconomic groups. In this respect that benefit
referred to the aggregate share of income received by each of
the major groups that collectively make up the country's
economic sector.

The perspective held by the leading sector approach was
that the 1level of industrialization provided a strong
connection in any political system between the growth of
wealth and an improved living standard. The leading sector
also argued that as the transition from very low levels of
development to higher ones are realized, income distribution
undergoes useful changes and redresses inequalities. Those
changes are forced by the process of transformation of

production functions from agricultural and primary products to
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intermediate and final products. That change tended initially
to aggravate the difference in income distribution, but then
redressed it as the income levels increase.

This point about the leading sector approach was a
source of contention with the balanced growth group. They
argued that such increased differences only aggravated
existing poverty levels with no guarantee of a remedy to
redress losses suffered later in the cycle by others in the
lowest economic levels. The balanced growth group further
contended that the mere nature of investment in industrial
development required large-scale capital investment, which, in
turn, tended to concentrate income within a small group of
people within a small geographical area, thereby aggravating
the already existing inequities. This argument underlined the
difference in development approach between the two groups.

Capital intensive investments in only one sector, in
the opinion of the balanced growth group, also tended to
deplete the much needed capital reserves of underdeveloped
countries. It was also argued that the leading sector
approach unfortunately ensured that several important sectors,
for example agriculture or service industries that augment the
process of development, such as health services, were left out
or were relatively neglected. The approach was also said to
perpetrate the element of income inequality between the rural

poor and their urban counterparts.
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From the perspective of Dharam P. Ghai®’:

In Kenya average earnings of African employees in the
non-agricultural sector rose from approximately $194-
in 1960 to approximately $360- in 1966, a growth rate
of nearly 11 percent per annum. During the same period
the small farm sector of Kenya experienced a growth of
estimated family income of only 5 percent per annun,
rising from $114- in 1960 to $154- in 1966.
Consequently, urban wages rose more than twice as fast
as agricultural incomes, so that in 1966 average wages
in the urban sector were approximately two-and-a-half
times as high as average farm family incomes.

This situation was explained by the leading sector
approach as a perhaps unfortunate necessity of development.
According to Hirschman, in his attempt to alleviate the fears
associated with income distribution problems, "It is the
experience of unbalanced growth in the past that produces, at
an advanced stage of economic development, the possibility of
balanced growth."“

The most critical concern lay in the negative effects
of the industrialization policy of the leading sector approach
on agriculture. The desire was to increase investment in
agricultural development so as to reduce considerably the
problem of income inequalities, and to stem migration of
manpower into the already depressed existing urban areas.

The approach used to determine income distribution was

also used first to analyze sectoral distribution of income and

“Dharam P. Ghai, "Incomes Policy in Kenya: Need, Criteria
and Machinery," East Africa Economic Review (June 1968): 20.

“Hirschman, The Strategy of Economic Development, July
1964.
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the growth of earned income in the various sectors of the
economy. It was necessary to note, in caution, that in
underdeveloped countries and most Third World Countries,
unreliability of acquired data and possible poor quality of
information were persistent issues.

However, it is believed that the approach described
above, yielded an acceptable means to test an income
distribution profile of the two countries for the period under

consideration.

Foreign Trade

LS: The leading sector approach ensures diversification
of trade and the economic base.

BG: Reliance on the 1leading sector approach will
increase the risk of failure and uncertainties and
may permanently hamper diversification.

One of the major limitations of underdevelopment was
the severe hinderance it imposed on trade. Further
restriction came from the extreme low levels of income at the
local level and the inability to purchase imports with the
result that even trade at the national level was depressed.
These problems conferred importance on the topic of trade and
attracted the interest of economists. Adam Smith, presenting
his arguments on the importance of international trade, noted

that:
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By means of it, the narrowness of the home market does
not hinder the division of labor in any particular
branch of art or manufacture from being carried to the
highest perfection. By opening a more extensive market
for whatever part of the produce of their labor may
exceed the home consumption, it encourages them to
improve its production powers, and to augment its
annual produce to the utmost, and thereby Eo increase
the real revenue and wealth of the society.

In fact, John Stuart Mill“, went further to say,

. « . the opening of a foreign trade, by making them
acquainted with new objects, or tempting them by the
easier acquisition of things which they had not
previously thought attainable, sometimes works a sort
of industrial revolution in a country whose resources
were previously underdeveloped for want of energy and
ambition in the people.

The proponents of the leading sector approach to
economic development further contended that underdeveloped
countries may well suffer from problems of export dependence,
concentration and the ever-changing pricing structure of
international commerce that established poor terms of trade.

Thus fluctuation in prices of export commodities, which
was often unfavorable, created balance of payment problems and
perpetuated unfavorable trading terms. This followed the
increase of imports, higher income levels, and the increased
demand for basic industrial goods. The leading sector group
suggested that a diversification of the export base and the

increase of manufacturing capacity at home better served to

“Adam Smith, An Inquiry into the Nature and Causes of the
Wealth of Nations, Edwin Cannan (ed.), 1937, p. 415.

“John Stuart Mill, Principles of Political Economy, Vol.
II, Book III, Sec. 5, Chap. 17 (London 1848).
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satisfy local demand and also reduced the quantity of products
imported. The leading sector group maintained that their
approach should also mitigate the unfavorable effects of
balance of payments and help move the country toward achieving
stability in international commerce.

The counter argument from the balanced growth group was
presented in the form of historical facts. The balanced
growth group contended that events have proven that despite
huge revenues earned by Third World Countries that benefitted
from the high o0il prices of mid- to late 1970s, their
economies have simply in the long run become more dependent on
their exports of crude oil with little or no diversification.

Arguably, they failed to diversify successfully their
economic home base because most of their trading partners
introduced restrictive import policies or competition that
negated all efforts to make a profit. Secondly, the balanced
growth group agreed that the development efforts of these
Third World Countries were also hindered by the difficulties
presented by the increasing subsidies needed from the
government to reduce production costs required by the base
industries.

Finally, the rapid population growth presented human
problems that demanded urgent attention. Thus, most
developing countries resorted to importing basic commodities

as well as food because the agricultural sector and other
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basic local food processing industries were neglected or
forced into decline due to the fact that they were not on the
priority list of the leading sector approach. That action,
the balanced growth group explained, was to some extent
responsible for the huge balance of payment problems found in,
and the high levels of, foreign debt owed by underdeveloped
countries.

This was the dismal picture of development, economic
stagnation and agricultural backwardness in most of the
underdeveloped countries that adapted the leading sector
policy. It also represented the most important component of
the leading sector economic development approach about which
the balanced growth group is most critical.

In response to the above predicaments, the balanced
growth group suggested a change in the export oriented
strategy of the leading sector approach. According to H.
Myint", presenting his arguments for the balanced growth
group, "agricultural import substitutes will be easier for
developing countries to produce than industrial import
substitutes." The intent, at 1least, was to meet the
increasing need for food at home and thereby reduce the
substantial food import bills incurred by the respective

countries. It was assumed also that it would simultaneously

"Myint, The Economics of the Developing Countries, p.
130.
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reinvigorate the agricultural sector. In fact, according to
M. P. Todaro“, in evaluating the effects of world trade on
the Third World,
We can state almost without reservation that the
principle benefits of world trade have accrued
disproportionately to rich nations. Trade has been
clearly harmful to the majority of the people in the
Third World.

The above underlines the handicapped position of
underdeveloped countries that adopted the leading sector
approach of economic development. The quote also supports the
case of the balanced growth group in urging a development
approach that did not concentrate solely on one leading
industry.

In order to evaluate the role of foreign trade on the
development process, the author conducted a historical
analysis of the following trade indicators for the period
covered by the study:

--Imports by sectors, indicating values in dollars

-=-Composition of Imports in dollars

--Exports by sectors, indicating values in dollars

--Composition of Exports in dollars

--Hydrocarbon Exports, indicating values in dollars

-=-Food items imports, indicating values in dollars

Analysis and comparison of the above indicators assisted in

observing trends in trade composition and facilitated the

‘"rodaro, Economic Development in the Third World, p. 393.



63

identification of changes that showed evidence of satisfactory
diversification. The expectation was that satisfactory
changes, based on the ideas of the leading sector approach,
would meet the original requirements set by Nigerian planners.
Those changes should have led to a higher proportion of
manufactured export goods and a corresponding reduction in the
volume and monetary value of traditional export raw materials.

It should also be manifested in the form of higher
foreign exchange earnings well above the level achieved by the
export of raw materials. The objective effect should be a
move towards a relatively more favorable balance of trade and
the achievement of a positive balance of payments. For the
purpose of this study, any change that failed to satisfy the
above terms or showed only marginal or temporary signs of

affecting the volume of export, was conditionally judged

unsuccessful.
Linkages
H Linkage effects will result from pressures created

by lack of balance.
BG: Lack of balance in investments will depress uniform
growth and will hinder any useful linkage effects.

From the perspective of Meier,*

“Meier, Leading Issues in Economic Development, p. 368.
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. .« « two inducement mechanisms may be considered to be
at work within the directly productive activities
sector. These are first, the input provision, derived
demand, or backward linkage effects, i.e., every non-
primary economic activity, will induce attempts to
supply through domestic production the inputs needed in
that activity. Second, the output-utilization or
forward linkage effects, i.e., every activity that does
not by its nature cater exclusively to final demands,
will induce attempts to utilize its outputs as inputs
in some new activities.

The lack of interdependence and linkage was, of course,
one of the most typical characteristics of underdeveloped
economies. To address this issue, the leading sector approach
suggested that the pressure from unbalanced investment serve
as an incentive for induced investments in other sectors. The
leading sector approach further argued that the creation of
strategic imbalances would set up stimuli and pressures which
were needed to induce investment decisions. As expressed by

Hirschman®’:

« « . our aim must be to keep alive rather than
eliminate the disequilibria of which profits and losses
are symptoms in a competitive economy. If the economy
is to be kept moving ahead, the task of development
policy is to maintain tensions, disproportions, and
disequilibria.

The leading sector group further maintained that the

establishment of a "master industry," would almost certainly

”Hirschman, The Strateqgy of Economic Development, p. 66.
According to his view, the central task of a development

strategy is to overcome the lack of decision-taking actions in
the economy; unbalanced growth approach is therefore necessary
to induce investment decisions and thereby economize on the
less developed economy's principal scarce resource, namely,
genuine choices by decision.
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lead to the establishment of associated "satellite"
industries. That, in turn, would serve as the stimulus toward
the setting up of induced nonsatellite industries. Satellite
industries could, therefore, be established through backward
or forward linkage. A satellite industry usually had the
following characteristics:

1. Its minimum economic size was smaller than that of
a master industry.

2. It enjoyed a strong location advantage from
proximity to the master industry.

3. It used as principal input an output or by-product
of the master industry or its principal output is a minor
input of the master industry.

The leading sector theorists concluded their argument
by suggesting that to encourage effective linkage effects, the
choice had to be in favor of industries that produced at the
intermediate stages of production. They excluded investments
in agriculture which were considered primary, generally
characterized by the scarcity of linkage effects because a
large proportion of agricultural output was destined directly
for consumption or export.

The balanced growth group, disagreeing, argued that it
was not realistic to expect agricultural stagnation to be

broken simply by the impact of rapid growth of heavy and large
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scale industry.” What happens if it is not broken? They
argued further that the rapidly growing industrial sector
would require food for the growing urban population and raw
materials for expanding manufactures. They suggested that
disregard for increasing agricultural output would create food
shortages, high food import bills, high foreign debt levels,
and inflation which might ultimately negate the expected
benefits of economic development. In conclusion, the balanced
growth group insisted that a model of development in which
industry had to depend on domestic agriculture for supply of
food and raw materials embodied more accurately the
constraints under which some of the underdeveloped countries
had to operate than one in which free and unlimited imports of
these commodities were allowed.

The argument, therefore, was how to investigate the
input-output relationships of the economy which would enable
one to determine the relative magnitude of linkages generated
by the industrial sector in order to understand the
consequences of each economic development model.

The petroleum sector generated only marginal backwards
and forwards linkage effects from exploration to export of the
crude oil. The Nigerian economy was no exception, since it
was also dominated by the export of crude oil. Given these

conditions, the author used any available sectoral growth data

uDatta, Perspectjves of Economic Development, p. 101.
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for the period under study to estimate intersectoral
relationships that may be used as a framework for measuring
linkage‘effects. Any reasonable increase over the time under
evaluation manifested in the form of either a reduction in the
import of an industrial or sectoral intermediate input,
because of the production or development of a domestic
substitute, was considered a positive linkage effect and,
therefore, consistent with the theory of the leading sector
approach. The reverse was viewed as in support of the

position of the balanced growth group.

Foreign Debt
LS: Foreign debt 1level will be manageable under the

leading sector development approach.
BG: Foreign debt level will be overwhelming and may
derail the development program.

The difficulties imposed by the limited availability of
capital in most underdeveloped countries was one of the major
reasons for very low levels of investment and development. 1In
fact, according to Meier,"‘2 "the general rate of development
was always limited by the shortage of productive factors. 1If
any one scarce factor associated with underdevelopment should

be singled out, it would be capital."

szMeier, Leading Issues In Economic Development, p. 219.



68

The leading sector approach, pointing to the need for
adequate capital and the fact that development programs need
to be sustained, suggested that underdeveloped countries
augment their meager domestic savings with borrowed capital
from abroad. They argued that capital increases from
investment necessitated more savings or foreign assistance.
They recognized that foreign assistance, if not in the form of
grants, meant some burden in the future, but concluded that
foreign loans were necessary and that their rate of repayment
would determine how much was saved at home in the future.
Meier went on to explain that "capital accumulation brings
along, strong entrepreneurship and training of workers and
public administrators, all of which are critical components to
development." The advantages of foreign capital, therefore,
was to overcome the inertia imposed by lack of capital at
home, and by so doing, stimulated domestic entrepreneurial
skills which would, in turn, help reduce the debt payment
burden while spurring development.

The balanced growth group disagreed, arguing that the
consequences of excessive external debt on the fragile
economies of the underdeveloped countries could 1literally
destroy any hopes of improving those economies. They
theorized that the ease by which an outside loan could be
acquired may diminish the effort level at home and lead to the

slowing down on investments and increase of domestic savings.
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They further expressed concern over the risk of misapplication
of loans or outright abuse, and dwelt at 1length at its
consequences to these countries. In fact, according to

singh,53

the efficacy of external financing as a means of
fostering economic growth in an underdeveloped country
depended on the following factors:

1. the volume of savings mobilized is 1large in
relation to the strain involved in implementing and operating
this technique;

2. the resources collected in this manner are
productively employed so as to secure the maximum advantage;

3. that while a moderate rate of inflation arising on
the wake of external financing is permissible, the practice
should not lead to runaway inflation.

These conditions were applicable to all underdeveloped
countries and were terms necessary for the successful use of
scarce capital. They also helped to minimize the risk of
misapplication and abuse which was of considerable
significance in some economically dis-advantaged countries.

Nigeria and Venezuela obviously did not have to depend
on external financing by virtue of their advantaged positions
of wealth brought forth by the international crude oil market.

Nigeria's adoption of the leading sector approach to economic

development implied the pursuit of an expensive and aggressive

”Singh, Economics of Development, p. 337.
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development program. That approach, as dictated by the
policies of the leading sector approach, led to the use of its
crude o0il resources as a guarantee of payment of external debt
and also led to a substantial level of foreign debt which rose
to slightly more than $36 billion for Nigeria and $26 billion
for Venezuela in 1990.% The objective of the Nigerian
external financing program was to acquire the use of foreign
capital at suitable terms and to use the financial capital to
attract high level expatriate manpower. They further intended
to hold external debt at a maximum level of 25 percent of
exports, for debt service and amortization.

The author tested the impact of foreign debt on the
dynamics of economic development of these two countries under
comparison, along the lines of a historical analysis of the
following indicators:

-=-Total External Debt for the period under
consideration

--Total External Debt as a percentage of G.N.P for the
same period

-=-Total Debt Service charges

--Debt Service Ratio as a percentage of Total Exports.

**International Monetary Fund, International Financial

Statistics Yearbook, XLIII, 1990. World Tables, 1989-90 ed.

i W (Baltimore and London: The John
Hopkins University Press, March 1990).
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The result of the analysis helped in evaluating the
effectiveness of the external debt management policies of the
two countries and the degree of success or failure in their

utilization of loans that were acquired.

Economic Growth

LS: Adoption of the leading sector approach to economic
development will ensure a relatively faster
aggregate growth of the economy.

BG: The 1leading sector approach will ensure a
relatively much slower rate of aggregate economic
growth.

The issue of economic growth in underdeveloped
countries of the world, as stated earlier, must be capable to
address a variety of important components. The argument was
that economic development should be viewed in its global form
to ensure that goals achieved were sustainable as efforts
toward conquering emerging new priorities continued.

Economic growth must be tied to overall improvement and
should go beyond the enhancement of mere economic factors. It

should also address the issue of equity in the distribution of

assets, especially to the poor. According to Meier,*” "a
**Meier, Leading Issues in Economic Development, p. 18.

He went further to distinguish between four basic approaches
to the problem of raising the welfare of the low income growth
as: (a) Maximizing GNP growth through raising savings and
allocating resources more efficiently and equitably; (b)
redirecting investment to poverty groups in the form of
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more general statement will recognize that the income of any
household is derived from a variety of assets: land, privately
owned capital, access to public capital goods, and human
capital embodying varying degrees of skills."

The leading sector approach to economic development,
convinced of the need for industrial investments, concluded
that such investments would spur the growth of other ancillary
(satellite and nonsatellite) industries, thereby providing
rapid growth as the linkage effects evolve. That suggested
investments in industrial capacity without the benefit of a
fully matured 1local demand, depressed by the 1lack of
employment and necessary training.

The balanced growth group, sensing danger, disagreed.
They argued that the most prudent approach would be to
eliminate demand difficulties, thereby opening the way for a
much higher level of involvement at the local level through
increased employment, savings, and higher product demand. 1In
fact, Ragnar Nurkse“, presenting his arguments on the

imposition of deficiencies, suggested that:

education, access to credit, public facilities etc.; (c)
redistributing income or consumption to poverty groups through
the fiscal system or through direct allocation of consumer
goods; and (d) transfer of existing assets to poverty groups,
as in land refornm. He concluded by arguing that in some
countries, most of the above was applicable, depending on
their initial economic and social structure.

**Nurkse, Equilibrium and Growth in the World Economy, p.
279.



73

The elimination of demand deficiencies would do much to
mitigate the more potential supply deficiencies by
encouraging a higher 1level of gross savings and
encouraging more induced investments at a later stage.

The case, therefore, was for the expansion of income on
a broad basis and the elimination of poverty by increasing
investments in agriculture. An example was given by sen®’ in
the case of South Korea and Taiwan,

Where the method of removing poverty was one of
guaranteeing employment at a tolerable wage, and this
has been possible by a very fast expansion of these
economies using labor-absorbing production processes.

The agricultural approach was chosen for the
underdeveloped countries because of the existence of
widespread nutritional deficiencies, the issue of undeveloped
agricultural sector, the absence of an industrial sector
capable of generating sufficient capital, and so forth.
Investment in agriculture would also, in addition to
addressing other inadequacies, provide the market for
manufactured goods of the industrial sector, as the standard
of living improved and employment in the industry became more
available.

The agricultural sector must, therefore, be considered

as an important contributor to the development process and may

”Sen, "Levels of Poverty: Policy and Change," World Bank
Staff Report #401 (July 1980): 53-65.
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also be a precondition for industrial growth. According to

T.W. Schultz”,
« « « in a high food drain economy where most of the
income of the community is represented by food, there
is little room except in agriculture for new and better
production possibilities, because the productive
efforts required to produce food are so large a part of
the whole.

He went further to conclude that:
. . . if increase in agricultural production takes
place without corresponding expansion of other sectors
of the economy, the demand for agricultural products
will fall short of supply, and this would 1lead to
(assuming that export markets remain unchanged)
depression in agricultural prices and fall in incomes
and would thus hamper growth.

The above arguments addressed economic development from
the perspective of scarcity of capital as prevalent in most
underdeveloped countries. The situation of Nigeria and
Venezuela was notably different. They are members of the
Organization of Petroleum Exporting Countries (OPEC) and had
benefitted from the sharp increase in the international price
of crude o0il, the availability of capital and the ability to
acquire it in the form of loans with relative ease.

Their problem was rather more of the exercise of
prudence and effectiveness of capital utilization in the face
of their desire to implement several ambitious economic
development programs. The approach used to evaluate the

growth of their economies was through sectoral comparison of

*r. W. Schultz, The Economic Organization of Agriculture
(New York: McGraw-Hill, 1953), p. 273.
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their two economies to enable us determine the impact of any
changes during the period under study.

To accomplish this, the comparison was conducted in the
following steps:

1. Conducted a detailed analysis of the various
economic sectors from 1975 to 1990, to ascertain their impacts
on the overall economic performance. This analysis was
designed to account for the weighted, (in percentage), yearly
contribution of each of the economic sectors to the national
account.

2. Compared Nigeria's economic performance with that
of Venezuela. It was expected that such a comparison would
lead to some useful conclusions because, as noted earlier,
Venezuela pursued a different economic development approach.
The two countries are similar in level of development, social
characteristics, and economic base. Also, both are active
members of OPEC and were beneficiaries of the huge revenue
returns from the oil sector in the 1970s.

Indication of reasonable achievement in any sector was
accepted as a mark of growth in investment and productivity
and an increased contribution to the national economy. If, on
the other hand, the growth rate was marginal or insignificant
as observed by comparison with available data for the period

under study, or had not shown a distinguishable difference,
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the economic sector was judged as having failed to produce the

anticipated rapid growth rate.



CHAPTER IV

STRUCTURE OF THE NIGERIAN ECONOMY

(1900-1960)

Brief History of Nigeria

The name "Nigeria" came from the River Niger which
entered the country from former French West Africa. The
original colony of the British was referred to Lagos Island
with an area of about 1,300 square miles on the mainland; the
island was occupied by the Royal Navy in 1861 in an effort to
stop the slave trade and was Nigeria's capital and principal
port for several decades. The northern and southern
protectorates into which Nigeria was formerly divided were not
established until 1914.

For administrative purposes, the country was further
divided into regions and provinces. The northern region with
the most population (17 million in 1953) represented more than
half the total population of Nigeria. It covered an area of
282,000 square miles or three quarters of the country's total
surface land area. The eastern and western regions, together
often referred to as the "South" were about equal in size.
The east covered 46,000 square miles in area, with a

population of 7.9 million, including the 16,581 square miles

77
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and 760,000 inhabitants of the southern portion of the
Cameroons Trust Territory, known as the Southern Cameroons.
The west covered 45,000 square miles with a population of 6.5
million people. With a population of 32 million in 1953,
Nigeria's average population density was 85 people per square
mile.

As in any predominant agricultural economy, most of the
population lived in villages and small towns. Approximately
four-fifths of the population earned their 1livelihood as
farmers, fishermen, hunters, herdsmen, or lumbermen. About
seven out of every 100 men were skilled craftsmen or
industrial workers, while six were engaged in commerce, either
as traders or employees of commercial firms. Non-agricultural
employment was a significant source of income only in the port
cities, inland commercial centers, the mining districts of the
north and the eastern region because of the absence of
sufficient arable land and migration into urban centers. The
country was granted full independence from the British in
1960; the contemporary and unified Nigeria is young as are
most of the countries on the West Coast of Africa.

Many African tribes, religions, and 1languages are
represented in Nigeria. Among the main tribes are the Ibos
and the Ibibios in the east; the Yorubas in the west; and the
Hausas and Fulanis in the north. The north is predominantly

Moslem in both religion and its customs; the south is mostly
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Christian. Hausa is the linqua franca of the north, and the
most widely spoken languages in the south are Ibo and Yoruba.

Exports from Nigeria at the beginning of the century
were essentially naturally occurring products extracted from
the southern rain forest belt--wild palm oil kernels and wild
rubber which accounted for nearly 90 percent of the value of
all exports.” The economy was rural, and a great majority
of Nigerians engaged in small-scale farming, producing yams,
cassava, and palm fruits in the south, but guinea corn,
millet, and other grains in the north.

The expansion of trade was the primary instrument used
by the British, to carry out its "Dual Mandate" doctrine in
Nigeria. This doctrine required that the resources of a
colony were to be developed to help the native population as
well as the other nations of the world.* To achieve this
objective, emphasis was placed on the development of
transportation, communication, and the maintenance of law and
order. The British relied largely on the railroad to open up
the country and its construction proceeded well ahead of

demand.

**carl K. Eicher and cCarl Liedholm,eds., Growth and
h igeria no (East Lansing, MI:
Michigan State University Press, 1970), p. 9.

“H. A. Oluwasanmi, Agriculture and Nigerian Economic
Development (Ibadan: Oxford University Press, 1966).
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Between 1920-1940, the increase in Nigerian
agricultural output came from small farmers who expanded
export crops primarily through additional 1labor and 1land
inputs. However, that was aided by a policy put in place by
the colonial government that exclusively preserved the land
for Nigerian farmers. That approach played a dominant role in
the organization of agricultural production to date.

As illustrated in Table 6, the predominant produce were
export crops, food crops for consumption and local trade, and
products for interregional trade such as cattle, kola nuts,
and palm oil. The annual rate of population growth increased
from about 0.6 percent in 1940 to approximately 2.3 percent
(32 million) by 1960. Food crop output appeared to expand
about as rapidly as population growth, while food imports
remained at a low level.

Exports of palm products, cocoa, and groundnuts roughly
doubled from 1940 to 1960, while cotton exports increased 300
percent and rubber increased twentyfold. Although the primary
expansion of export crops came about during this period from
bringing more land under cultivation, important productivity
gains in cocoa and groundnuts can be attributed to the opening
of the biological research process which was started in the
late 1940s. Nigeria emerged as the world's largest groundnut
exporter, with exports increasing from 169,480 tons in 1940 to

332,916 tons in 1960.
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This success in export crop production led to major
reforms in the administrative approach of the colonial
government in the 1940s, and gave birth to the establishment
of the marketing boards between 1939-40 to control the foreign
sale of all major export crops except rubber. It also gave
rise to a sustained effort by the government to introduce and
maintain research centers for all of the major export crops
and a few of the food crops, such as maize. The Colonial
Development and Welfare Act of 1940 provided for sustained
British personnel and financing to expand the Cocoa Research
Institute in Ghana, which was started in 1938, and the 0il
Palm Research Station, which was opened in Nigeria in 1939.
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