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Abstract 
The emergence of privatization as a major public policy issue is a recent 
phenomenon. Although the Onosode Commission (1982) and the study 
group set up by the Buhari Administration (1984) both recommended the 
privatization of certain parastals, the matter did not evoke much public 
debate until President Ibrahim Babangida in the 1986 budget categorically 
declared government's resolve to pursue a policy of privatization. Be that 
as it may, observers see the current drive towards privatization as a 
fulfillment of the promises made by President Obasanjo on assumption of 
office as a measure to bail the country out of the economic predicament that 
the administration met on the ground. This paper gives some insight into 
the meaning of privatization and commercialization and also discusses the 
reasons for privatization and classes of privatisable enteiprises. The paper 
gives some insight to the virtues and defects of privatization to the Nigerian 
economy and finally some useful recommendation were made. 

Introduction 
Privatization is most commonly defined as the transfer of government owned industries to the 

private sector implying that the predominant share in ownership of assets on transfer lies with private 
shareholders. Viewed against this backdrop, the phenomenon of privatization is not a new subject in 
economic literature. 

After the 2"d World War, Britain, embarked on a deliberate policy of nationalization of its 
basic industries with a view to enhancing efficient planning of the British economy and to guarantee an 
uninterrupted flow of essential goods and services to the populace. But with the transfer of fourteen 
large companies and many smaller ones employing a total of about 600,000 people from public to 
private hands over the past eight years, Britain is today in the lead for the privatization of public 
enterprises. With 90% of its economy in private hands, the United States seems to be the most 
privatized economy in the world yet the process is not over. In recent times, privatization has been 
extended to garbage collection, air traffic control and the like. Many other countries across the globe 
(including Spain, Italy, West Germany, Holland and Canada) are similarly involved in varying 
degrees in the process of privatization. 

Reasons for Privatization 
The emergence of privatization as a major public policy issue here in Nigeria is a recent 

phenomenon. Although the Onosode Commission (1982) and a study group set up by the Buhari 
Administration (1984) both recommended the privatization of certain parastatals, the matter did not 
evoke much public debate until the Head of State, President Ibrahim Babangida, in his (1986) budget 
speech, categorically declared to pursue a policy of privatization. 

Generally, the thrust of the international debate on privatization has been on the presumed 
efficiency of the private vis-a-vis the public enterprises, and how the latter can be more responsive to 
market forces and signals. In developing countries in particular, it has been realized that inefficient 
companies are a drain on national treasuries and that they contribute to these countries' enormous 
current debt problems. 

There is no prima facie evidence to show why the private sector must necessarily be more 
efficient than the public sector in running business enterprises. But measured by all known financial 
and economic criteria, public enterprises in Africa are inefficient. In Nigeria, a research into 150 
public companies and corporation as at the end of 1992 showed that the return on government's 
$415,211 billion investment was only 1%. This included dividends, bond issues, loan repayment and 
interest payment. Even then, the 1% was contributed by only a handful of the companies like 
N.N.P.C. and some banks. 

Several reasons can be adduced to explain this unhappy state of affairs but only the more 
important ones are highlighted. But, Dennis (1985) says there are three main reasons, firstly, there is the 
problem of over-supervision of parastatals by the supervising ministries. The inability of 



government ministries to allow enough freedom of action to the parastatals stifle management 
initiative and increase unnecessary bureaucratization of operations all resulting in poor performances. 

Secondly, the injection of subjective criteria in appointments meant that Chief Executives and 
principal functionaries of parastatals were appointed not because of their proven or provable abilities 
to deliver the goods but simply for reasons of nepotism dressed in the guise of federal character. This 
relegated the factor of accountability to the background of the undermining the luring and firming 
equation in the management of public institutions. The result is that the managers of parastatals 
became complacent and inert. For the same reasons, the board members of government industrial 
establishment failed to accord due emphasis to economic consideration in the decision-making 
process. 

Thirdly, there is the question of political interference. Our experience has shown that 
government participation in business provides a fertile ground for political middle - someness and 
large-scale corruption in management decisions, recruitment, promotion, retention of redundant staff, 
prostitution of disciplinary procedures by ethnocentric considerations, award and inflation of frivolous 
contract, appointment of board members and employees lacking in relevant knowledge and 
experience. These are all factors, which evoke the efficiency, effectiveness and productivity of public 
business enterprises. 

The aggregate effect of these weaknesses has led many to advocate the privatization of a large 
part of public sector enterprises. When the oil sector shined out enough revenue to under write these 
weaknesses, the urge to redress them was less. However, in the face of current declining revenues, 
foreign exchange shortages and neck-breaking debt servicing and amonization for expenditures to cut 
and revenue to rise, the hen pecking of inefficient public companies is considered economically 
indefensible. 

Classes of Privatization Enterprises 
In the Structural Adjustment Programme (SAP), The federal Government of Nigeria 

classified privatisable enterprises into four broad categories for subsequent action. Based on this 
classification, they would either be: 

Fully privatized, partially privatized, fully commercialized; and partially commercialized. 
Enterprises which function in a fully commercial manner will be fully privatized implying 

outright sale to the private sector. In the case, the share capital of the business is evaluated and the 
shares are offered for sale to the public. Usually, a small part of the shares is offered as bonus shares to 
the workers with the right to buy more, if they choose and have the money. In certain cases, an active 
union may prefer to buy over small enterprises rather than seeing them go to new owners. For instance, 
Britain sold its National Freight Company and its Redhead Ship repair yard to the workers. The second 
category of parastatals will be partially privatized by the sale of part of the government equity holding 
and the requirement that they operate as private companies without further government subvention. 
Their financial structure, of course will permit them to raise capital. 

The third group of public companies will be fully commercialized, enjoying independent 
status without government support. Management contracts have often proved successful in running 
state - owned enterprises. Here the government hires a management contractor to which it transfers 
completely the operation and management of the business while retaining the ownership of the 
company. The management company is usually given a specified period to retain local managers and 
to make the services efficient or profitable. This is a very effective way of dealing with the provision of 
essential services in the public sector. Nigeria had done this on two occasions with the Nigerian 
Railway and the Nigeria Airways to an Indian company and KLM respectively. 

The last categories of enterprises are those to be partially commercialized, and they will 
continue to get government assistance. The contracting out method can also work in this case except 
that market forces will not freely determine the company's operations as the business is only partially 
insulated from government interference. 
Virtues and Defects of Privatization 

According to Williamson (1984), privatization is the result of economic necessity rather than 
political ideology; some third world countries and Britain has privatized some of their public sector 
enterprises at one time for the other. But what are the immediate and after effects of the exercise with 
particular reference to Nigerians and their economy? According to Odebiyi (1988), some of the 
obvious benefits of privatization include the following: 
i) The sale of some public enterprises, particularly the loss making ones hitherto funded by 



governments, will divest government of unproductive investment and improve allocative 
efficiency in the public sector. The elimination of government, subventions and allocation to 
these companies through privatization, will therefore ultimately release fund for public 
investment in the provision of critical infrastructure and social amenities like good roads, 
water, schools, hospitals, etc. lacking in the economy. 

ii) State owned enterprises account for a substantial portion of the country's external debts. The 
cases of Nigerian Airways, NPA, NRC etc. are self-glaring. By privatizing them, public 
sector borrowing requirements will be reduced, and growth in the nation's debt stock can be 
kept within manageable limit. Related to the fore going, (that is) the issue of recurring deficit 
budgeting that has become mandatory for Nigeria overtime. By selling off wasteful and loss 
making firms to private interests, deficit in government budgets will, to a large extent be 
reduced if not eliminated. 

iii) The exercise will enable the private sector to bring their management expertise to bear and 
resuscitate most of these arthritic parastatals. Through the reduction of government role in 
the economy, individual freedom and entrepreneurial initiative could be enhanced leading to a 
more efficient resources allocation in the economy. Privatization will certainly lead to more 
efficiency and effectiveness in the management of the firms concerned, as political 
consideration for board appointments will be eliminated. 

iv) Privatization could transform these companies from loss to profit making viable businesses. 
As private firms, they are free to do things that may be unacceptable in the public sector. One 
company can merge with, or take over another firm. With increased profits, they can embark 
on Research and Development, expansion, diversification into new activities, raise fund, 
through private sector borrowing. 

v) One immediate implication of privatization is that it will remove the monopoly hitherto 
enjoyed by these firms and foster competition. Greater competition will further enhance 
efficiency in production, services rendered, resource allocation within the firm and marketing 
activities. It certainly provides the needed incentive to respond to consumer demands in 
terms of quantity, quality and other characteristics of goods and services provided by them. 
The case of NEPA and NITEL drives home this point. 

vi) Privatization, if properly managed, will broaden the wealth (share) ownership base and reduce 
the income inequality in the society, as more and more people become owners of companies 
through share holdings. 

vii)      Lastly, better performing privatized entity can in turn, be a source of greater tax revenue to 
the government and better placed to attract foreign capital through joint venture arrangement. 

Privatization may in the aggregate, also spur the full development of domestic capital market. Sharpe 
(1984), says rose as the merits of privatization may seem, there are salient disadvantages and/or 
likely problems associated with its adoption which are, if the early stages of the programme are not 

properly managed, capable of frustrating the scheme. 
i) In the developing countries that have so far attempted full or partial privatization in one form or 

the other, the problem of capital market came to the fore. In Togo for instance, because of the 
inadequacy of the capital market, the sale of textile mills in 1987 had to go to South Korea fore 
interest only. Capital markets in Nigeria are under - developed and chances are that many 
prospective shareholders will have difficulty in raising necessary capital to finance the 
purchase of shares in privatized firms. They may be unable to meet the collateral securities 
requirements of financial houses. 

ii) Following from above, fears are that in the end, the ownership and control of the economy 
may be concentrated in a few rich hands thus further widening the inequality gap between the 

     rich and poor.   Foreign multi-nationals may corner the economy by buying up shares 
in privatized firms. 

iii) Public fear of privatized from engaging in cream skimming and pricing their product/services 
out of the reach of the common man since the profit motive for being in business will then be 
bought into play in their pricing policies. 
Furthermore, privatization in agricultural sector may accentuate food shortage in the country 

through increased exportation. 

Recommendations 



In our own opinion, I would like to make the following policy recommendations aimed at 
minimizing the backlash effects of privatization, 
i) The assets to be privatized must be properly valued even when the intention is to sell by  

public auction, ii)         The buyer must have an idea of how much he should reasonably 
pay while the seller must 

know what he expects to realize from sale, iii)        The numbers of public enterprises 
listed for divestiture in the Federal Government's  

guidelines for privatization are too many and cannot be easily disposed of in the next few 
years.   This list must be re-examined with a view to dropping some of the parastatals, like 
agricultural production companies and electrical and electronic appliances. iv)        To 

accommodate poorer members of the society, the payments for acquired shares can be 
spread over a period of five to ten years, requiring a down payment of not more than 20%. v)         

Shares, by whatever method sold, should be equitably distributed. There must be a definite 
ceiling as to the number of shares any individual or organisation can buy. vi)        The 

execution of the privatization policy so far has been shrouded in secrecy to some extent. 
This must stop.   Nigerians are entitled to know how companies built and maintained with 
their tax money are being sold. vii)       The regulatory role of the state in privatized 

enterprises must be flexible enough to encourage 
efficiency, competition and financial discipline, viii)      Finally, the success of a judicious 

mixture of selective privatization and commercialization 
recommended above requires a very efficient and honest administration. 

Conclusion 
What emerges from the foregoing analysis is that privatization is a complex subject requiring a 

comprehensive study of its implications and concerted planning before implementation. Privatization 
by itself is not a panacea for a Nigerian economic structural problem because the private sector on 
which we shall now heavily rely also requires managerial skills. It is therefore our considered 
opinion that the logical solution calls for a limited but selective privatization to be pursued only when 
conditions are favourable and where vital public interests will not be jeopardized. Although a good 
case exists for the commercialization of non-strategic industries, massive privatization exercise at 
this time is ill-advised. 

In other terms, privatization and commercialization as a policy measure should be a 
(selective) gradual process and each case should be considered on its merit and carefully worked out 
before implementation. 
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