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Abstract 

This paper analysed empirically the linkages among interest rates and the leverage ratios 
(debt-to-equity ratio and debt-to-capital ratio) of selected firms, their investment, turnover 
and profits. The study used a survey of business as well as the quoted companies' final 
accounts and balance sheets, both before and after liberalization. The result of the study 
showed a link between interest rates and the corporate financing strategies and the 
profitability of firms. It also revealed that interest rate liberalization has a link with the 
growth of the equity markets. On sectoral analysis, the study indicated that the interest 
rate liberalization does not seem to have similar effects on all the investigated quoted 
companies. However, industrialists are shown to be sensitive to cost of production, with 
interest rates treated as a major component in the cost profile. Basically, all items of 
production are admitted to be affected by interest rate variations. The study therefore 
underscored the need to identify the trilogy of investment, production and finance and 
also to formulate policies that will not only integrate the entire financial markets (both 
the money and the capital markets) in an attempt to synchronize the benefits of 
liberalization, but also to facilitate the financial mobilization process of firms, so that 
their optimum contribution to development can be facilitated. 
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I. Introduction 

The problem 

The financial systems of most developing nations have come under stress as a result of 
the economic shocks of the 1980s. Additionally, financial repression, largely manifested 
through indiscriminate distortions of financial prices including interest rates, has tended 
to reduce the real rate of growth and the real size of the financial system relative to non-
financial magnitudes. More importantly, financial repression has retarded the development 
process as envisaged by Shaw (1973). Undoubtedly, governments' past efforts to promote 
economic development by controlling interest rates and securing "inexpensive" funding 
for their own activities have undermined financial development. 

Consequently, most countries, both developed, and developing have taken steps to 
liberalize their interest rates as part of the reform of the entire financial system. Such 
liberalization represents a policy response, encompassing a package of measures to remove 
all undesirable state imposed constraints on the free working of the financial markets. 
The measures include the removal of interest rate ceilings, and loosening of deposit and 
credit controls (Killick and Martin, 1990). 

The Nigerian economy witnessed such financial repression in the early 1980s. There 
were rigid exchange and interest rate controls resulting in low direct investment. Funds 
were inadequate as there was a general lull in the economy. Monetary and credit aggregates 
moved rather sluggishly. Consequently, there was a persistent pressure on the financial 
sector, which in turn necessitated a liberalization of the financial system. 

In response to these developments, the government deregulated interest rates in 1987 
as part of the structural adjustment programme (SAP) policy package. The official position 
then was that interest rate liberalization would, among other things, enhance the provision 
of sufficient funds for investors, especially manufacturers (a priority sector), who are 
considered to be the prime agents, and by implication promoters, of economic growth. 
However, in a policy reversal, the government in January 1994 outrightly introduced 
some measure of regulation into interest rate management. It was claimed that there 
were "wide variations and unnecessarily high rates" under the complete deregulation of 
interest rates. Immediately, deposit rates were once again set at 12% - 15% per annum 
while a ceiling of 21% per annum was fixed for lending. 

The cap on interest rates introduced in 1994 was retained in 1995 with a minor 
modification to allow for flexibility. The cap stayed in place until it was lifted in October 
1996. The lifting remained in force in 1997, thus enabling the pursuit of a flexible 
interest rate regime in which bank deposit and lending rates were largely determined by 
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the forces of supply and demand for funds. (See Table 1.) The trend portrays the bias of 
policy authorities towards a liberalized interest rates regime. 

Table 1: Structure of selected Interest rates In Nigeria: 1980 -1997 

Central Bank Deposit rates 

Treasury certificate Time 

Years Treasury One Year Two yea 3 months 3 - 6 6 - 1 2 Over 12 Savings 
bills maturity r maturity months months months 

1980 5.00 5.50 6.00 5.75 6.00 6.25 6.50 6.00 
1981 5.00 5.50 6.00 5.50 6.00 6.25 6.50 6.00 
1982 7.00 7.50 8.00 7.25 7.50 7.75 8.00 7.50 
1983 7.00 7.50 8.00 7.25 7.25 7.75 8.00 7.50 
1984 8.50 9.00 9.50 9.75 7.25 9.75 10.00 9.50 
1985 8.50 9.00 9.50 9.25 9.50 9.75 10.00 9.50 
1986 8.59 9.00 9.50 9.25 9.50 9.75 10.00 9.50 
1987 11.75 12.25 12.75 14.90 15.30 15.10 15.80 14.00 
1988 11.75 12.25 12.75 13.40 12.10 13.70 14.30 14.50 
1989 17.50 16.38 17.75 18.90 21.60 21.40 21.20 16.40 
1990 17.50 18.20 18.80 19.60 20.50 22.10 23.00 18.80 
1991 15.00 15.00 15.50 15.71 17.09 20.10 20.10 14.29 
1992 21.00 22.00 23.00 20.23 21.04 21.12 20.50 16.10 
1993 26.90 27.40 27.80 23.60 23.26 23.99 28.02 16.66 
1994 12.50 13.00 13.50 13.40 13.80 14.10 14.20 12.30 
1995 12.50 13.00 13.50 13.60 13.70 14.00 14.30 12.60 
1996 12.00 - - 12.30 12.80 13.20 13.30 10.10 
1997 12.00 9.40 10.10 10.10 10.00 6.10 

Sources: CBN (1995, 1997). 

In view of the perceived benefits of liberalized interest rates, a number of pertinent 
questions deserve our keen consideration as a way of assessing the extent of success of 
the policy package. Equally, answers to these questions would enable us to assess the 
desirability or otherwise of the occasional resort to financial system regulation and control 
as practiced between 1994 and 1996. Such questions include: 

• To what extent did the liberalized interest rates lead to increased corporate sourcing 
of funds in the money market or from alternatives such as the capital market? 

9 What happened to firm profits, turnover, investment, etc., before and during the interest 
rate liberalization regime? 

® What are the possible implications of interest rate policy on the corporate financing 
strategy of firms in Nigeria? 
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These issues are addressed in this study as a way of assessing the impact of the interest 
rate liberalization policy, as well as the relationship between the occasional ceiling on 
interest rates and the mobilization of domestic resources. 

Objectives of the study 

The study sets out to examine empirically the pattern and direction of influence of interest 
rate liberalization on the corporate financing strategies of selected quoted companies in 
Nigeria, and the implications this will have for the effectiveness of interest rate policies. 
In the process, the effects of interest rate liberalization on firm profits, turnover, investment, 
etc., are also examined. 

The specific objectives of this study are to: 

• trace the impact of interest rate liberalization on the leverage mix of quoted companies 
in Nigeria and the financing strategy adopted by them; 

• examine the direct impact of interest rate liberalization on stock market activities; 
• highlight the possible problems faced by quoted companies as well as the probable 

benefits to them of financial sector is liberalization; and 
• draw policy conclusions for enhancing and synchronizing the probable benefits of 

interest rates liberalization. 

Research hypotheses 

The objectives listed above are based on the following research hypotheses: 

0 That the debt-equity ratio (financing options) of quoted companies in Nigeria is not 
related to interest rate liberalization. 

• That there is no link between stock market activities in Nigeria and interest rates 
liberalization. 

The theoretical underpinnings of these hypotheses are presented in Section II of this 
report. The analysis of the link between interest rates and financing strategies is rooted 
in the contending hypotheses of Modigliani and Miller (1958,1963); Sundararajan (1987); 
Bhattacharya (1988); Dammon and Senbet (1988); and Lyon (1992). 

We examined the empirical link between interest rates and the corporate financing 
strategy of quoted companies in Nigeria, as portrayed by their leverage mix. 

The basic questions we attempted to answer are: 

8 How did the leverage mix of quoted companies in Nigeria respond to interest rate 
liberalization? 

8 Are there intersectoral differences in the leverage mix of quoted companies in Nigeria 
consequent upon interest rate liberalization? 
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• What are the possible implications of interest rates liberalization and the quoted 
companies financing strategy for the Nigerian stock market? 

Plan of the report 

The rest of the report is organized as follows. In Section II, we review briefly the existing 
literature relating to corporate finance issues and the link with interest rates. Section III 
reviews the theoretical framework, while Section IV presents an overview of the 
methodology adopted. The results are presented in Section V and we conclude in Section 
VI. 



II. Literature review 

Issues in corporate financing 

Corporate financing strategy incorporates the decisions a firm makes about its capital 
structure, that is, choices of the best debt-equity mix to use to finance its operations. 
There is an ongoing debate in the literature about the effects of gearing on the weighted 
average cost of capital. Indeed, the empirical evidence so far is inconclusive and the 
argument continues unabated. 

Contrary to the traditional view of corporate finance, Modigliani and Miller (1958) 
argued that there was no optimal capital structure. The Modigliani-Miller (M-M) theorem 
states that the cost of capital is independent of the financing mix (the debt-equity ratio) 
in a world with rational investors, perfect capital market, no taxes and no default or 
bankruptcy risks (Modigliani and Miller, 1958). In the M-M framework, a unique optimal 
debt-equity ratio does not exist in a firm's investment decision. 

The Modigliani and Miller theorem is based on three key propositions: 

9 That the firm, acting rationally, will tend to push investment to the point where the 
marginal yield on physical assets is equal to the market rate of interest. 

• That the expected rate of return on yield, i on the stock of any company i, belonging 
to Kth class is a linear function of leverage. Notationally, this is given as: 

S=Pk + (PJD/S, (1) 

where: S = expected rate of return or yield 
P = capitalization rate 
r = interest charged 
D. = market value of debt for company 
S = market value of common share in the company 

8 That if a firm, in class k, is acting in the best interest of the stockholders at the time 
of the decision, it will exploit an investment opportunity if and only if the rate of 
return on the investment, say "P", is as large as or larger than Pk and will be completely 
unaltered by the type of security used to finance the investment (Modigliani, 1988; 
Miller, 1988). 
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Indeed, the third M-M proposition has given rise to a large body of theoretical work 
focusing on the determination of the financing mix used by firms (Donaldson, 1961; 
Mayers, 1977,1984,1985;Molho, 1986;Fazzarietal„ 1988; Ross, 1988; Bhattacharya, 
1988; Harris et al., 1992; Lyon, 1992; Jaramillo et al., 1993). The initial propositions of 
the M-M theorem were also extended to incorporate a tax hypothesis (Modigliani and 
Miller, 1963; Modigliani, 1988; Miller, 1988). 

However, since the celebrated M - M theorem in 1958 and its subsequent extension in 
1963, there has been an enormous amount of work to either support or refute the tax 
adjusted valuation model of the M-M theorem (King, 1977; Hite, 1977; Auerbach, 1979; 
DeAngelo and Masulia, 1980; Grossman and Stiglitz, 1980; Taggart, 1980; Auerbach 
and King, 1983; Barnea et al., 1985; Sundararajan, 1987; Dammon and Senbet, 1988; 
Stiglitz, 1988; Givoly et al., 1992; Lyon, 1992). In some of these studies, the possibility 
of taxation, bankruptcy and financial distress were introduced to produce an optimal 
capital structure for the firm and therefore invalidate the M-M irrelevance theorems 
(Hite, 1977; DeAngelo and Masulis, 1980; Barnea et al., 1985; Dammon and Senbet, 
1988; Sundararajan, 1987; Singh and Hamid, 1992; Lyon, 1992). The general conclusion 
of many of these studies is that even in the absence of the confounding effects of taxation, 
one should expect the existence of an optimal ratio of debt and equity for a firm. For 
example, Hite (1977) shows that an increase in financial leverage of a firm will reduce 
the "user cost of capital" and therefore, lead to an increase in the optimal output level of 
that firm. Although the conclusion of Hite's model implicitly limits the amount of debt 
financing a given firm can obtain, it nevertheless indirectly reveals that there is a 
divergence in the cost of internal and external sources of finance to firms; this divergence 
may therefore affect the efficiency with which investment is allocated. 

Sundararajan (1987) examined the linkages among interest rates, the debt-equity 
ratio of firms, the overall cost of capital, savings, investment and growth in the Korean 
economy during 1963-81. He used a dynamic framework that recognizes the complex 
interactions among these variables. According to him, a change in the administered 
interest rate affects the unregulated rate, the overall cost of capital, the real interest rates 
and the debt-equity choice of firms. This thereby sets in motion a chain of responses 
influencing the desired level of the capital stock and its profitability, as well as the 
availability of savings and the consequent speed of adjustment of the actual capital stock 
to the desired level. 

Further, Sundararajan (1987) asserts that the debt-equity ratio is important because 
the overall cost of capital to investors -which influences fixed investment, its efficiency 
and profits -can be expressed as a weighted sum of the opportunity cost of bank debt and 
that of equity, with the weights depending on the debt-equity ratio. Therefore, the 
multiplier effects of changes in the cost of bank debt (i.e., the interest rate) on the overall 
cost of capital, and hence on investment incentives and the productivity of capital, depend, 
among other things, on the share of debt in investment financing and on the induced 
adjustments in this share, and in the cost of equity. By implication, there exists an optimum 
debt-equity mix for firms. Consequently, the cost of capital depends on the debt-equity 
mix first falling and then rising as the debt ratio rises. As a result, the financing and real 
decisions are no longer independent. 
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In a model developed for this purpose Sundararajan (1987) derived a precise expression 
of the desired average debt ratio by postulating that firms strive to obtain the debt-equity 
mix that minimizes the cost of capital. According to him, the optimal debt-equity ratio 
can be expressed as: 

DE* = d*(iu-i,II) (2) 
where: 

DE* = desired debt-equity ratio 
d* = nonlinear function of the interest rate subsidy and the rate of inflation 
i = nominal interest rate in the unregulated market 
i = weighted average of domestic and foreign interest rates 

(adjusted for exchange rate change) 
II = rate of inflation 

[n other words, the larger the interest rate subsidy, the higher the desired debt-equity 
ratio. Further, the desired ratio will rise or fall with inflation, depending on whether the 
marginal risk premium falls or rises with inflation (Sundararajan, 1987). The underlying 
assumption of this specification is that in general the desired debt equity ratio will be 
positively related to the implicit interest rate subsidy from the regulated financial markets. 

The study by Dammon and Senbet (1988), which examines the effect of taxes and 
depreciation on corporate investment and financial leverage under uncertainty, hinged 
on DeAngelo and Masulia's (1980) extended model, shows that increases in investment-
related tax shields due to changes in the corporate tax code are not necessarily associated 
with reductions in leverage at the individual firm level. Moreover, the cross-sectional 
analysis of firms with higher investment related tax shields indicates that they need not 
have lower investment related tax shields unless these firms use the same production 
technology. Actually, this study emphasizes that there are other factors apart from the 
Sundararajan's (1987) interest subsidy and the inflation rate that can bring about a change 
in the financial leverage of a firm. This is also corroborated by Lyon (1992), who 
emphasized that under a classical corporate income tax, dividends, retained earnings and 
debt are all treated differently. However, firms are expected to adopt the form of finance 
with the lowest tax costs. 

Bhattacharya (1988), Harris et al. (1992), and Lyon (1992; provided a set of models, 
alternatives to M-M theories, grounded in asymmetric information between corporate 
insiders and outsiders (shareholders or creditors) in which they establish a link among 
interest rates, financing and investment decisions. They assert that corporate financial 
behaviour adjusts discretely to changes in earnings as predicted by signaling models 
(Lintner, 1956; Kumar, 1987; Jaramillo et al., 1993). 

With that, our proposition rests on the assumption that there exists an optimum debt-
equity mix for firms in less developed countries (LDCs), especially in view of various 
market distortions . In the next subsection, we highlight further the theoretical link between 
interest rates and corporate financing options as a basis for understanding the focus of 
this study. 
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Interest rates and corporate finance link 

There is no doubt a theoretical link exists between interest rates and the financial structure 
of firms. Interest rates operate through their influence on the cost of capital to the investor, 
as well as on returns to various groups of savers. A change in the interest rates affects the 
debt-equity choice of a firm, the overall cost of capital and real interest rates, and thereby 
sets in motion a chain of responses influencing the desired level of the capital stock and 
its productivity as well as the availability of savings and consequent speed of adjustment 
of the actual capital stock to its desired level. 

The debt-equity ratio is important because the overall cost of capital to investors, 
which influences fixed investments, their efficiency, and profits can be expressed as a 
weighted sum of the opportunity cost of bank debt and of equity, with the weights 
depending upon the debt-equity ratio. Therefore, the multiplier effects of changes in ihe 
cost of bank debt, on the overall cost of capital, depend among other things on the share 
of debt in investment financing and on the induced adjustment in this share and in Ihe 
cost of equity. Further, the cost of equity is said to incorporate a risk premium that first 
falls and then rises as the debt-equity ratio rises. The resulting U-shaped cost of capital 
has been proved to have far-reaching implications for the effectiveness of interest rate 
policy (Sundararajan, 1987). 

In general, the desired debt-equity ratio will be positively related to the implicit interest 
subsidy on credit from the regulated financial markets. Therefore, the direct effects ot' 
interest rates on savings and investment can be reinforced or offset by the substantial 
indirect effects arising from the optimal adjustments in the implicit interest subsidy, and 
hence induce a fall in the debt-equity ratio. 

Other channels through which the interest rates influence the financial structure of 
firms include the neoclassical rental-wage ratio by which higher interest rates raise the 
relative price of capital and thereby encourage more intensive use of capital and capital-
labour substitution. Another is the project evaluation mechanism by which higher real 
interest rates may improve the quality and efficiency of bank credit rationing, thereby-
weeding out projects that were profitable only with lower interest rates and encouraging 
those with higher yields. The financial deepening that directly influences factor 
productivity through higher real rates of interest is another channel, and finally there is 
the portfolio choice that diverts savings from low-yielding, self-financed investments to 
the acquisition of financial assets, through higher yields (McKinnon, 1973; Shaw, 1973: 
Fry, 1982; Sundararajan, 1987). From all indications, however, the link between the 
interest rates and corporate capital structures as well as the pattern of influence of corporate 
financing strategies on the effectiveness of interest rate policies, warrant attention because 
of its implication for resource mobilization, production and growth. 



III. Theoretical framework 
Our analysis of the debt-equity mix of firms in this study is rested on the new theoretical 
developments that invalidate some of the restrictive assumptions of the M-M propositions 
on corporate finance. That is, the finance of firms in less developed countries (LDCs) 
under the problems of taxation and asymmetric information. 

The choice of this analytical framework is informed by the recent conclusions of 
many of the studies that are directed to the analysis of firms' capital structure and 
investment decisions in LDCs including Nigeria. Of interest, it has been identified that 
problems of agency costs, asymmetric information between insiders (managers) and 
outsiders (creditors, or shareholders), problems of adverse selection, moral hazard, 
taxation, signaling, and transaction costs result in a divergence in the cost of internal and 
external sources of finance, with adverse effects on the allocation of investible funds. 
Moreover, many of these studies have confirmed that the problems of agency costs in the 
presence of asymmetric information in LDCs are militating against the use of debt finance 
by corporate firms. In addition, these identified market distortions, coupled with the 
higher tax costs on equity finance, have resulted in general underinvestment in LDCs so 
as to maintain a lower cost of corporate finance (Sundararajan, 1987; Harris et al., 1992; 
Jaramillo etal., 1993). 

In fact, the identified market distortions in the corporate finance of firms in LDCs 
have often influenced the financing options chosen by many entrepreneurs, with attendant 
effects on firm operations. In particular, the behaviours of many of these corporate 
managers in LDCs have negated the prediction of the traditional economic models that 
requires funds for investment to flow to projects with the highest expected return. 
Therefore, the higher tax costs, agency costs, transaction costs, etc., have constituted 
some barriers to the efficient allocation of capital across firms in LDCs (Sundararajan, 
1987; Morisset, 1991; Harris et al, 1992; and Jaramillo et al., 1993). In addition, the 
asymmetric information in LDCs has presented a different type of barrier to the efficient 
allocation of capital in that it has resulted in either overinvestment or underinvestment in 
the economies. To be precise, there are occasions when funds are applied to projects 
with low expected returns (see Lyon, 1992; Jaramillo et al., 1993). 

Therefore, contrary to the M-M theorem, which suggested a dichotomy between 
finance and the real economy, the behaviours of corporate management in LDCs suggest 
that finance is not simply a veil, but that there are very important interactions between 
corporate finance and the real economy. That is, corporate growth and investment 
decisions in LDCs are dictated by both financial and real variables. 
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Our tentative conclusions, then, are that the financing and real decisions of firm(s) in 
LDCs are no longer independent. In other words, due to the agency cost arguments in 
the presence of asymmetric information in LDCs, certain types of projects are more 
likely to obtain financing at a lower cost using equity finance rather than debt finance. 
However, if the tax costs of equity are higher than those of debt, these projects may be 
relatively under financed (see Barnea et al., 1985; Dammon and Senbet, 1988; Lyon, 
1992). 

In a nutshell, our proposition in this study follows Sundararajan's (1987) hypothesis, 
which assumes the existence of an optimum debt-equity mix for firms. Empirically, the 
cost of capital depends on the debt-equity mix first falling and then rising as the debt 
ratio rises. Notably, the findings of Sundararajan (1987) corroborate the existing peculiar 
nature of LDCs' financial markets, which are full of imperfections in spite of the 
liberalization programmes. Apart from the interest rates subsidy or the rate of inflation, 
which is the driving force in the model, this study also takes into consideration other 
distortions such as agency costs, differential taxation, bankruptcy, moral hazard, 
transaction costs and asymmetric information in the analysis of the debt-equity mix of 
quoted companies in Nigeria. The methodology for tracking this relationship is presented 
in the next section. 



IV. Methodology 
Our analysis of the impact of interest rate deregulation on the corporate financial structures 
in Nigeria takes into consideration the peculiar nature of markets in LDCs, including 
Nigeria. In these countries it has been observed that persistent over-investment is unlikely 
to occur (Lyon, 1992; Harris et al., 1992; Jaramillo et al, 1993). However, due to a 
number of market distortions such as tax costs, principal-agent problems, information 
asymmetries, bankruptcy, moral hazard and transaction costs, there are certainly many 
occasions when funds are applied to projects with low expected returns. Because the 
presence of these distortions militates against traditional economic theory, the proposition 
that the opportunity cost of finance should be equalized from all sources and in turn 
equated with the expected marginal return to investment is irrelevant in most developing 
economies. Even in the few occasions where seemingly perfect markets are in existence, 
there are constraints on corporate finance in the form of agency costs in the presence of 
information asymmetries. Given the foregoing observation, this study closely follows 
the methodology suggested by Harris et al, (1992). 

Model specification 

The specification of our model is based on the assumption that quoted firms in Nigeria 
usually increase their capital stock through investment in response to potential profit 
earning opportunities. Therefore, desired investment can be financed in a number of 
ways, including debt finance, equity finance and the retention of cash flow (internal 
finance). The choice of a source of finance for these enterprises depends on differential 
tax costs, market segmentation and market rates of interest. 

We conducted our empirical analysis by estimating an unrestricted investment equation 
of the general accelerator type, to which we have added cash flow (P/Kt l) and the leverage 
ratios-debt-capital ratio (DJKtA) and the debt-equity ratio (D( /ZiM)-as additional 
regressors. 

The general specification of our model is: 

l,/K, , = at> + a\(I.,t/K.,t2) + oa(AY.,/K,t,) + 
«3(Pf/KfJ + «4 (Df_/KfJ + + ^ (3> 

where V. = I , r + nt i,t rt i 
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T. = time invariant firm specific effect 
nt = common time effect 
L,t = firm specific gross physical investment at time t 
k.,t = firm specific fixed capital stock at time t 
AYft =(Yj,t- Y.,! l}) firm specific increase in turnover at time t 
P.,t = firm specific gross profit before tax at time t 
D.,t = firm specific stock of debt at time t 
E.,t = firm specific equity at time t 

However, in order to examine the effects of liberalization on the performance of 
quoted companies in Nigeria vis-a-vis capital structures and investment decisions, we 
allow the coefficients of the cash flow (P/K t X ) and the leverage ratios, {DJKt X) and (D 
,/£_,), to reflect the situation before and after liberalization. That is, additional variables 
in the form of (Dum/ 5 /^ ,), (DumD ( 1 /I ( 1) and (DumZ) ,) are added. Each of these 
variables is assumed to be zero pre-liberalization and equal to the original value post-
liberalization. 

Thus, we have: 

=fiO + fil (IfJKf,_2) + fi2(AYfK.,t+MPf{KfJ 
+ fi4(Dfl_/KfJ +J35(D.,I/Eil) +fi6(DumPf/Ki,n) 

+ jn(DumD., JK., J+ JiS(DumDi, JEJ + Vt. (4) 

Data requirement and sources 
The data requirements for this study included information about choices of debt and 
equity options of financing as well as the decisions relating to financing strategies adopted 
by companies. We obtained specific qualitative information from private investors about 
their financing strategies under the liberalized financial system. For a meaningful analysis, 
the study also used some key financial variables from the balance sheets of the quoted 
companies such as firm's profits, investment, turnover, long-term debts and share capital 
(authorized, issued and fully paid). 

A comprehensive field survey of selected listed enterprises was conducted and 
questionnaires were administered. Substantial information was also collected at the head 
offices of the Nigerian Stock Exchange (NSE) and the Central Bank of Nigeria (CBN). 
All relevant balance sheets of the selected listed companies, usually sent to the stock 
exchange offices, were examined and relevant figures extracted. 

Scope of study 

The study covers 105 active quoted companies in Nigeria. The companies covered all 
the major industrial classifications excluding banks and insurance sectors, which represent 
the lending end of the financial system. The selected companies also cover productivity 
sectors such as food, beverages and tobacco; chemicals; machinery; and transportation. 
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Survey procedures 

The study team visited all the establishments and met with officials of the companies to 
acquaint them with the focus and objectives of the study. The discussions centred around 
their experiences and opinions about the impact of liberalization on their operations. 

Following the discussions, the team administered questionnaires to all 105 companies 
to obtain additional information. About 62% responded fully. 

To complement the information from the survey, the study team visited the offices of 
the NSE, CBN and the Federal Office of Statistics (FOS). Discussions were held with 
the respective officers, and relevant data were collected from the books. A comprehensive 
analysis of the results is provided next. 



V. Empirical results 
This section presents the overall results of the general findings of the study, from both 
the field survey and the data collected from secondary sources. Every attempt was made 
to ensure that the companies covered represented all the sectoral distributions as classified 
by the NSE; these classifications are shown in the various tables presented in this section. 
We focus on the debt-equity profile of the firms, which represents their financing options. 

Financial statistics results 

The results presented in this section include the analysis of the debt and equity structures 
of the selected quoted companies, and the companies' investment structure, turnover 
and profits. We also corroborate the findings with the opinions expressed during the 
survey, followed by general observations on the findings. 

Debt-equity profile of the selected quoted companies 

The debt-equity ratios of the selected quoted companies are presented in tables 2 and 3 
by the NSE sectoral classifications from 1983 to 1996. The period is retained throughout 
the whole analysis. The aim was to examine clearly the trends before and after the 
liberalization. (See also appendixes A and B.) 

The debt-equity ratios range from 0% in the engineering technology and footwear 
sectors to well over 200% in commercial and publishing subsectors. The ratios show 
great variation over time; while some increase steadily, others decline, and many fluctuate. 
In general, the yearly sectoral average shows that the debt-equity ratio increased from 
40.48% in 1983 to 58.36% and 63.92% in 1984 and 1985, respectively. However, there 
was a decline to 58.24% in 1986, and a further decline to 34.90% in 1987 and 32.30% in 
1988. Although there was a slight increase to 34.63% in 1989, there was a further decline 
to 31.34% in 1990, 32.34% in 1991 and 30.42% in 1992. The ratio dropped further to 
27.62% in 1993. Compared with 1985, when the average debt-equity ratio was 63.92%, 
the 1993 structure had gone down by more than half. The ratio declined to 24.65% in 
1994 and to 22.2% and 20.1% in 1995 and 1996, respectively. The continuing decline of 
the debt-equality ratio suggests that the liberalization programme introduced by the 
government in 1987 induced the quoted companies to prefer equity finance rather than 
debt finance. However, it may also be due to the fact that these companies are obtaining 



Table 2: Debt-equity ratio of selected quoted companies in Nigeria: 1983 - 1996 (in percentages) 

NSE classification 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 49.74 51.85 59.84 60.55 26.78 63.73 52.54 55.71 167.09 97.76 79.07 74.54 70.26 66.23 
Breweries 10.50 5.97 4.27 6.26 5.58 5.12 8.71 5.70 5.38 5.67 5.53 4.72 4.07 3.54 
Building materials 73.17 58.33 38.75 35.65 70.08 30.69 34.50 33.83 13.63 35.90 25.94 21.78 18.54 15.95 
Chemical & paints 28.70 32.42 26.23 24.24 16.62 10.78 9.76 11.31 10.59 9.69 14.79 13.07 11.60 10.34 
Commercial 115.39 202.70 258.93 264.21 56.22 61.44 42.04 22.34 17.46 27.41 23.66 20.30 17.59 15.36 
Computer & equipment 40.83 39.25 27.18 11.94 8.82 7.75 21.33 2.44 3.47 18.70 28.19 25.36 22.88 20.69 
Conglomerates 42.14 35.98 31.91 24.60 23.15 15.88 21.36 41.73 36.71 19.25 14.78 12.85 11.25 9.91 
Construction 5.29 5.16 5.16 5.32 20.77 9.48 181.24 155.73 107.60 103.50 66.11 60.48 55.40 50.82 
Engineering tech. 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Food & tobacco 33.33 19.87 22.80 10.24 16.52 21.09 24.98 17.84 27.97 41.92 28.82 25.48 22.64 20.19 
Footwear 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Ind. & domes, prod. 28.96 19.27 12.70 45.92 120.21 88.64 62.71 47.95 52.52 50.32 66.86 60.84 55.46 50.63 
Machinery 13.89 20.39 136.28 76.65 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Packaging 0.00 253.20 224.44 183.04 41.45 32.91 28.31 23.80 20.62 13.13 13.56 11.71 10.19 8.93 
Petroleum 1.62 7.48 6.25 6.98 6.78 4.63 1.31 0.00 0.00 7.28 11.20 9.79 8.62 7.63 
Pharm. & ani. feeds 24.72 21.54 19.77 12.36 17.88 64.19 14.24 10.82 20.08 23.25 14.89 12.86 11.20 9.82 
Publishing 231.38 281.47 272.97 252.85 102.78 72.02 64.57 58.70 50.22 14.12 24.21 22.96 21.78 20.65 
Textiles 69.45 39.26 25.59 18.08 44.03 42.18 34.63 41.16 39.29 68.50 71.03 56.83 46.64 38.99 
Second-tier mkt. 0.00 14.72 41.44 67.75 85.37 83.21 55.72 66.46 41.80 41.68 36.10 34.87 33.68 32.55 
Yearly average 40.480 58.362 63.923 58.244 34.896 32.303 34.629 31.344 32.339 30.425 27.618 : 24.655 22.200 20.119 

Source: Computed from Appendixes A and B. 
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finance at the capital market at a lower cost, resulting from both the tax subsidy and il\e 
high interest rates at the money market. 

Table 3: Financial structure of selected quoted companies in Nigeria: 1983-1996 
(summary statistics in percentages) 

NSE classifications Debt-equity ratios Debt-capital ratios 

1983-87 1988-96 1983-87 1988-96 

Automobile & tyre 49.751 80.77 82.08 56.49 
Breweries 6.516 5.38 5.87 9.53 
Building materials 55.197 25.64 28.31 33.21 
Chemical & paints 25.641 11.33 11.51 38.74 
Commercial 179.490 27.51 26.32 109.2C 
Computer & equip. 25.604 16.76 15.12 34.66 
Conglomerates 31.556 20.41 24.48 33.06 
Construction 8.340 87.82 92.06 7.13 
Engineering tech. 0.000 0.00 0.00 0.00 
Food & tobacco 20.552 25.66 28.73 19.67 
Foot wear 0.000 0.00 0.00 0.00 
Ind. & domes, prod. 45.413 59.55 60.02 27.19 
Machinery 49.443 0.00 0.00 44.66 
Packaging 140.426 18.13 19.43 87.11 
Petroleum 5.825 5.61 4.08 5.51 
Pbarm, & ani. feeds 19.255 20.15 21.04 22.73 
Publishing 228.291 38.80 42.90 112.46 
Textiles 39.281 48.81 51.56 25.46 
Second-tier mkt. 41.856 47.34 50.17 64.36 
Yearly average 51.18095 28.40 29.67 38.48 

Source.-Computed from annual reports and statements of accounts of 105 selected quoted companies in 
Nigeria (various issues). 

The implication is that, on the whole, the percentage of debt in the total fund used by 
companies declined with slight variations consequent upon interest rate liberalization in 
1987. As emphasized earlier, this may be due to both the lower tax costs on equity 
finance and the increases in the hitherto low lending rates from about 10% before the 
liberalization to between 25% and 33% after the liberalization (Table 1). Notwithstanding, 
the debt-equity ratios appear significant enough, implying that companies attempt to 
take advantage of the surplus funds in the money market (see Soyibo and Adekanye, 
1992a/b). , 

One important implication of this result is that it conforms with the traditional theory 
of finance and the new theoretical developments of the last decade that emphasized that 
a firm is assumed to choose the source of finance that maximizes the current share value 
of the firm (King, 1977; Myers, 1977,1984; Auerbach, 1979; Auerbach and King, 1983; 
De Angelo and Masulis, 1980; Dammon and Senbet, 1988). 
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Also if we take a look at Table 3, which summarizes the financial structure of the 
ioted companies for the periods of pre-liberalization (1983-1987) and post-liberalization 

?!988-1996), we will observe that a lot of dramatic changes occurred during the 
b e r a l i z a t i o n programme. Notably, the degrees of leverage (ie„ debt-equity ratios and 
lebt-capital stock ratio) vary across sectors during the period. While these financial 

^ n * ' d e c l i n e d in 10 sectors (breweries, building materials, chemicals and paints, 
r a u i A > u v v n u v u i . i ' , 

•ommercial, computer and office equipment, conglomerates, machinery, packaging, 
petroleum, and publishing) during the post-liberalization period, they went up in the 
other sectors. Specifically, during the post-liberalization period the debt-equity ratio of 
firms declined significantly in publishing, commercial, packaging, and machinery, by 
•ibout 199, 152,122 and 49 percentage points, respectively. In the same vein, the debt-
capital stock ratio declined in these four sectors by about 69, 23, 68 and 45 percentage 
Joints respectively. The debt-equity ratio increased significantly in two sectors, 
Automobile and tyres, and construction, by about 3 and 8 percentage points, respectively, 
in the period of 1988-1996. The increase in the debt-equity ratios of these two companies 
is not unconnected with the federal government's mass transit programme and the housing 
policy, which made them targets of subsidized credit from the government. 

On the periodic average, the debt-equity ratio declined by about 23 percentage points 
in 1988-1996 from about 51.2% in 1983-1987. The debt-capital stock ratio also increased 
by about 9 percentage points during the post-liberalization period. Another important 
implication of the result is that the development in the money market has given a boost 
io the stock market activities through increased patronage, which has tended to boost the 
overall market capitalization from about N8.9 billion in 1987 to about N285.6 billion in 
1996 No doubt, the liberalization of the money market has given great impetus to the 
development of capital market (see Ogwumike and Omole, 1990; Omole, 1993; NSE, 
1997). Figure 1 shows the debt equity-ratio trend between 1983 and 1996, while Figure 
2 presents the pictorial representation of the financial structure of selected quoted firms 
in the study. 

Investment structure of the selected quoted companies 
Table 4 shows the investment structure of the selected firms by sectors from 1983 to 
1996 (See also Appendix C). Across sectors, the investment by firms varies, ranging 
from zero in engineering technology and machinery subsectors to well over N14 million 
in the chemical and paints subsectors and about N62 million in conglomerates. Investment 
levels in the breweries, commercial and textiles subsectors also vary from about N1 

million to N i l million. 
In general, the investment structure shows a progressive pattern from 1983 to 1996 

with the exceptions of chemical and paints, packaging, and footwear, where the investment 
levels appear to have been fixed at N14 million, N0.5 million and N0.04 million, 
respectively. Others, except the machinery and engineering subsectors, exhibit a 
progressive level of investment. 
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On the average, investment rose from N1.79 million in 1983 to N1.84 million in 
1985, declined to N1.64 million in 1986, but then jumped to N2.44 billion in 1987. With 
the exception of a slight decline to N2.31 million in 1988, investment has been on a 
steady rise to N3.28 million in 1989, N3.37 million in 1990, N3.62 million in 1991. 
N4.68 million in 1992, N6.70 million in 1993 and N7.51 in 1996. 

This phenomenon can be explained by the increase in level of savings consequent 
upon deregulation as confirmed by Ndekwu (1988) and Soyibo and Adekanye (1992a). 
Most firms plough back a reasonable proportion of their annual profits as a strategy for 
reducing their cost of capital, especially for investment purposes (Soyode 1978; Oyejide. 
1972,1976). The trend, in a sense, confirms the opinion expressed by 31% of the business 
executives across sectors that liberalization has caused their investments to increase (Table 
5). It should also be noted that about 37% of the executives admitted that their gross 
profits have increased since the liberalization (Table 6). Across sectors, the claims thai 
profits have increased vary from 21 % in construction to about 66% in second-tier securities 
companies. A corresponding 14% on the average have also concluded that their capacity 
utilization has increased, from 3% in packaging subsector to about 27% in the breweries 
subsector. Figures 3 and 4 show the structure of investment of selected quoted companies 
between 1983 and 1996. In the next section, we highlight the real turnover profiles of 
the companies in this study. 

Real turnover profiles of the selected quoted companies 

On the whole, it can be seen that the real turnover of companies as mirrored by the 
selected quoted companies has been on the increase, (Table 7). Available evidence shows 
that on the average, real turnover declined from N1.0 million in 1983 to N0.67 million in 
1984, but rose to N0.72 million in 1986 and to N0.90 million in 1987. It declined again 
to N0.69 million in 1988 and further to N0.67 million in 1989, but started increasing in 
1990 from N0.79 million to about N1.2 million and N1.23 million in 1995 and 1996, 
respectively. (See also Appendix D). 

It will be noted that this trend was confirmed by about 38% of the business people 
interviewed across the sectors, who admitted that their annual business turnovers have 
increased in response to interest rate liberalization (Table 5). The increase in unit prices 
confirmed by about 65% of the business executives (Table 5) accounts for the remarkable 
growth in the quoted companies' turnovers. In turn, the high turnovers both nominal and 
real have yielded increased profits, resulting also from more efficient strategies of 
corporate financing. As a matter of fact, about 33% of the business executives have 
reported that they have no problem increasing their capital base owing to the remarkable 
increase in turnover. Figure 5 presents the trend in the real turnover ratio of firms. 





Table 5: Effects ofinterest rate liberalization programme on selected quoted companies' operations in Nigeria 
as resported by business executives (in percentages) 9 ' 

Production cost Product price Demand for product 
Turnover 

NSE classifications Increase Decrease Stable Increase Decrease Stable Increase Decrease Stable Increase Decrease Stable 

Automobile & tyre 82.00 
Breweries 70.00 
Building materials 86.00 
Chemical & paints 62.00 
Commercial 56.00 
Computer & equip. 66.00 
Conglomerates 70.00 
Construction 91.00 
Engineering tech. 73.00 
Food & tobacco 55.00 
Footwear 47.00 
Ind. & domes, prod. 51.00 
Machinery 82.00 
Packaging 84.00 
Petroleum 87.00 
Pharm. & ani. feeds 62.00 
Publishing 77.00 
Textiles 64.00 
Second-tier mkt. 66.00 
Yearly average 70.05 

12.00 
15.00 

6.00 
30.00 
41.00 
34.00 
20.00 

0.00 
16.00 
45.00 
53.00 
49.00 
12.00 
16.00 
12.00 
38.00 
23.00 
36.00 
34.00 
25.89 

6.00 
15.00 
8.00 
8.00 
3.00 
0.00 

10.00 
9.00 

11.00 
0.00 
0.00 
0.00 
6.00 
0.00 
1.00 
0.00 
0.00 
0.00 
0.00 
4.05 

78.00 
62.00 
87.00 
66.00 
58.00 
87.00 
82.00 
96.00 
58.00 
49.00 
37.00 
33.00 
87.00 
91.00 
35.00 
44.00 
82.00 
42.00 
53.00 
64.58 

22.00 
37.00 
13.00 
34.00 
41.00 

9.00 
16.00 
0.00 

42.00 
39.00 
57.00 
31.00 

6.00 
9.00 

34.00 
49.00 
14.00 
58.00 
47.00 
29.37 

0.00 
1.00 
0.00 
0.00 
1.00 
4.00 
2.00 
4.00 
0.00 

12.00 
6.00 

36.00 
7.00 
0.00 

31.00 
7.00 
4.00 
0.00 
0.00 
6.05 

33.00 
22.00 
25.00 
13.00 
27.00 
37.00 
17.00 
15.00 
23.00 
36.00 
24.00 
18.00 
16.00 
12.00 
37.00 
22.00 
27.00 
37.00 
22.00 
24.37 

22.00 
66.00 
67.00 
58.00 
73.00 
63.00 
56.00 
13.00 
71.00 
64.00 
66.00 
82.00 
56.00 
47.00 
13.00 
51.00 
45.00 
57.00 
56.00 
54.00 

45.00 
12.00 
8.00 

29.00 
0.00 
0.00 

27.00 
72.00 

6.00 
0.00 

10.00 
0.00 

28.00 
41.00 
50.00 
27.00 
28.00 

6.00 
22.00 
21.63 

32.00 
47.00 
45.00 
36.00 
48.00 
31.00 
33.00 
32.00 
14.00 
57.00 
47.00 
23.00 
37.00 
22.00 
53.00 
23.00 
51.00 
50.00 
37.00 
37.79 

45.00 
53.00 
52.00 
58.00 
41.00 
47.00 
58.00 
52.00 
86.00 
43.00 
53.00 
56.00 
12.00 
77.00 
47.00 
47.00 
42.00 
40.00 
46.00 
50.26 

23.00 
0.00 
3.00 
6.00 

11.00 
22.00 

9.00 
16.00 
0.00 
0.00 
0.00 

21.00 
51.00 

1.00 
0.00 

30.00 
7.00 

10.00 
17.00 
11.95 

Source: Field survey, 1994. 

Table 6: Effects of interest rates liberalization programme on gross profits, investment and capacity utilization of s e a t e d quoted companies 
in Nigeria, as reported by business executives (in percentages) 

NSE classifications Gross profit Investment Capacity utilization 

Increase Decrease Stable Increase Decrease Stable Increase Decrease Stable 

Automobile & tyre 22.00 
Breweries 33.00 
Building materials 42.00 
Chemical & paints 29.00 
Commercial 42.00 
Computer & equip. 33.00 
Conglomerates 28.00 
Construction 21.00 
Engineering tech. 38.00 
Food & tobacco 23.00 
Footwear 37.00 
Ind. & domes, prod. 41.00 
Machinery 42.00 
Packaging 38.00 
Petroleum 52.00 
Pharm. & ani. feeds 41.00 
Publishing 24.00 
Textiles 52.00 
Second-tier mkt. 66.00 
Yearly average 37.05 

76.00 
56.00 
55.00 
66.00 
56.00 
67.00 
56.00 
42.00 
58.00 
63.00 
51.00 
42.00 
52.00 
52.00 
48.00 
38.00 
23.00 
32.00 
34.00 
50.89 

2.00 
11.00 
3.00 
5.00 
2.00 
0.00 

16.00 
37.00 

4.00 
14.00 
12.00 
17.00 

6.00 
10.00 
0.00 

21.00 
53.00 
16.00 
0.00 

12.05 

21.00 
22.00 
33.00 
23.00 
27.00 
33.00 
35.00 
13.00 
31.00 
47.00 
52.00 
45.00 
27.00 
13.00 
38.00 
31.00 
22.00 
47.00 
27.00 
30.89 

54.00 
36.00 
47.00 
34.00 
15.00 
41.00 
42.00 
16.00 
40.00 
42.00 
48.00 
30.00 
45.00 
47.00 
57.00 
48.00 
54.00 
23.00 
57.00 
40.84 

25.00 
42.00 
20.00 
43.00 
58.00 
26.00 
23.00 
71.00 
29.00 
11.00 
0.00 

25.00 
28.00 
40.00 

5.00 
21.00 
24.00 
30.00 
16.00 
28.26 

10.00 
27.00 
12.00 
14.00 
24.00 

6.00 
12.00 
13.00 
4.00 

22.00 
12.00 
15.00 
11.00 
3.00 

15.00 
23.00 
14.00 
12.00 
22.00 
14.26 

90.00 
24.00 
68.00 
75.00 
66.00 
77.00 
45.00 
66.00 
73.00 
78.00 
56.00 
85.00 
87.00 
87.00 
85.00 
56.00 
86.00 
58.00 
78.00 
70.53 

0.00 
49.00 
20.00 
11.00 
10.00 
17.00 
43.00 
21.00 
23.00 

0.00 
32.00 

0.00 
2.00 

10.00 
0.00 

21.00 
0.00 

30.00 
0.00 

15.21 

Source: Field survey, 1994. 



Table 7: Structure of Real Turnover of Selected Quoted Companies in Nigeria: 1983 -1996 
(Annual average in Nmillion) 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 3.17 1.57 1.40 1.25 0.98 1.07 1.01 1.32 1.70 1.31 1.05 0.74 0.43 0.11 
Breweries 2.15 1.47 0.99 0.97 1.17 1.11 1.13 1.52 1.85 2.79 1.05 1.03 0.76 0.50 
Building materials 0.66 0.50 0.55 0.71 0.97 0.79 0.78 1.08 1.34 1.67 1.05 0.76 0.47 0.18 
Chemical & paints 0.58 0.43 0.35 0.32 0.47 0.45 0.42 0.45 0.56 0.42 1.05 1.08 1.10 1.13 
Commercial 0.06 0.04 0.18 0.14 0.13 0.11 0.11 0.14 0.21 0.22 1.05 1.28 1.51 1.74 
Computer & equip. 0.30 0.07 0.15 0.16 0.17 0.15 0.14 0.17 0.15 0.19 1.05 1.24 1.43 1.62 
Conglomerates 3.67 2.69 2.85 2.61 3.13 2.74 2.78 2.57 3.30 3.11 1.05 1.15 1.27 1.40 
Construction 0.84 0.40 0.28 0.50 0.68 0.72 0.79 1.19 1.77 1.83 1.05 0.98 0.91 0.83 
Engineering tech. 0.00 0.00 0.00 0.00 0.04 0.10 0.05 0.10 0.14 0.14 1.05 1.42 1.79 2.17 
Food & tobacco 1.44 1.00 0.85 0.86 0.80 0.70 0.69 0.89 1.16 1.41 1.05 0.91 0.78 0.64 
Footwear 0.38 0.30 0.33 0.32 0.28 0.24 0.22 0.24 0.28 0.45 1.05 1.17 1.29 1.40 
Ind. & domes, prod. 0.36 0.20 0.17 0.21 0.24 0.21 0.19 0.24 0.28 0.33 1.05 1.19 1.34 1.48 
Machinery 0.15 0.08 0.17 0.12 0.10 0.09 0.08 0.14 0.21 0.15 1.05 1.31 1.56 1.82 
Packaging 0.16 0.08 0.08 0.09 0.25 0.23 0.22 0.26 0.30 0.28 1.05 1.18 1.32 1.45 
Petroleum 3.56 2.52 2.53 3.99 3.76 2.98 2.68 2.97 3.48 2.45 1.05 1.21 1.39 1.60 
Pharm. & ani. feeds 0.32 0.24 0.24 0.25 0.34 0.28 0.23 0.30 0.38 0.43 1.05 1.13 1.22 1.30 
Publishing 0.47 0.28 0.27 0.34 2.60 0.22 0.17 0.21 0.24 0.08 1.05 1.22 1.41 1.64 
Textiles 0.73 0.62 0.66 0.72 0.94 0.93 0.99 1.19 1.62 1.16 1.05 0.79 0.54 0.28 
Second-tier mkt. 0.03 0.13 0.10 0.10 0.04 0.04 0.04 0.05 0.21 0.14 1.05 1.42 1.79 2.16 
Yearly average 1.00 0.67 0.64 0.72 0.90 0.69 0.67 0.79 1.01 0.98 1.05 1.12 1.17 1.23 

Source: Computed from annual reports and statements of accounts of 105 selected quoted companies in Nigeria (various issues). 
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Figure 5: Structure of real turnover of selected quoted companies in Nigeria 
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Profitability profile of the quoted companies 

Two analytical measurements are reported in this subsection. First, we identified the 
ratios of profit before taxation in relation to both the real turnover and the capital stock 
reflecting the profitability of quoted companies as percentage of sales and fixed assets 
(tables 8 and 9). Next, we computed the ratios of profit after taxation to equity, capital 
stock and debt indicating the profitability of equity, capital stock and debt holdings, 
respectively (tables 10, 11 and 12). It will be recalled that in an effort to liberalize the 
nation's financial sector, the policy authority in 1987 deregulated the interest rates and 
relaxed all controls and administrative allocations of credits. 

In a way, the results obtained in tables 8 to 12 corroborate the efforts of the government 
in this direction. For example, the annual ratios of real profit before taxation to real 
turnover (on the average) increased by about 10.6 percentage points, from about 3.78% 
in 1983 to about 12.42% in 1987 (Table 9). It further increased to about 13.07% in 1989, 
but went down to about 12.68% in 1993. 

If we consider the average, annual sectoral growth rates of real profit to real sale 
between the period before the deregulation of interest rates (1983 - 1987) and the period 
of interest rates liberalization (1988 -1996) , there was greater improvement in industrial 
performance in the latter period vis-a-vis quoted companies' returns to sales. For example, 
the rate increased by about 1.27 percentage points, from about 9.45% in 1983 - 1987 to 
about 10.72% in 1988 -1996. In actual fact, if the growth rate of profit to sales ratios for 
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Table 8: Structure of real profit before taxation of selected quoted companies in Nigeria: 1983 -1996 
(annual average in NmiJIion) M w 

NSE classifications . 1983 1984 1985 1986 1987 

Automobile & tyre 0.050 
Breweries 0.619 
Building materials 0.110 
Chemical & paints 0.054 
Commercial 0.008 
Computer & equip. 0.000 
Conglomerates 0.192 
Construction 0.050 
Engineering tech. 0.000 
Food & tobacco 0.169 
Footwear 0.032 
Ind. & domes, prod. 0.024 
Machinery 0.000 
Packaging o.OOO 
Petroleum 0.336 
Pharm. & ani. feeds 0.034 
Publishing 0.026 
Textiles 0.000 
Second-tier mkt. 0.002 
Yearly average 0.083 

0.113 
0.455 
0.109 
0.053 
0.000 
0.000 
0.200 
0.024 
0.000 
0.126 
0.037 
0.018 
0.000 
0.000 
0.238 
0.044 
0.000 
0.061 
0.002 
0.071 

0.149 
0.325 
0.113 
0.060 
0.007 
0.037 
0.276 
0.037 
0.000 
0.147 
0.047 
0.014 
0.005 
0.007 
0.260 
0.056 
0.005 
0.095 
0.017 
0.087 

0.141 
0.276 
0.117 
0.042 
0.011 
0.032 
0.287 
0.018 
0.000 
0.132 
0.049 
0.023 
0.000 
0.000 
0.205 
0.047 
0.035 
0.125 
0.009 
0.081 

0.126 
0.218 
0.153 
0.062 
0.007 
0.046 
0.282 
0.034 
0.012 
0.128 
0.020 
0.026 
0.009 
0.015 
0.268 
0.053 
0.011 
0.128 
0.006 
0.084 

1988 1989 1990 

0.136 
0.249 
0.150 
0.047 
0.008 
0.027 
0.211 
0.034 
0.014 
0.089 
0.019 
0.020 
0.019 
0.032 
0.187 
0.035 
0.010 
0.113 
0.005 
0.074 

0.162 
0.269 
0.191 
0.051 
0.007 
0.028 
0.280 
0.039 
0.004 
0.087 
0.007 
0.025 
0.011 
0.041 
0.201 
0.065 
0.008 
0.098 
0.004 
0.083 

1991 1992 1993 1994 1995 

0.177 
0.304 
0.256 
0.048 
0.007 
0.025 
0.177 
0.051 
0.006 
0.108 
0.008 
0.044 
0.012 
0.039 
0.190 
0.015 
0.015 
0.076 
0.005 
0.082 

1996 

0.179 
0.383 
0.316 
0.045 
0.010 
0.014 
0.284 
0.069 
0.004 
0.141 
0.001 
0.052 
0.029 
0.051 
0.249 
0.050 
0.025 
0.076 
0.008 
0.105 

0.211 
0.404 
0.356 
0.038 
0.014 
0.029 
0.177 
0.072 
0.002 
0.157 
0.056 
0.050 
0.020 
0.060 
0.260 
0.046 
0.010 
0.109 
0.002 
0.109 

0.366 
0.653 
0.261 
0.040 
0.014 
0.027 
0.270 
0.110 
0.001 
0.148 
0.006 
0.049 
0.016 
0.042 
0.319 
0.070 
0.010 
0.116 
0.009 
0.133 

0.42 
0.51 
0.27 
0.05 
0.01 
0.03 
0.25 
0.11 
0.001 
0.18 
0.007 
0.05 
0.019 
0.050 
0.382 
0.07 
0.012 
0.140 
0.01 
0.135 

0.47 
0.36 
0.27 
0.06 
0.01 
0.04 
0.23 
0.11 
0.002 
0.21 
0.009 
0.05 
0.023 
0.061 
0.459 
0.07 
0.015 
0.167 
0.01 
0.139 

0.52 
0.22 
0.28 
0.07 
0.01 
0.05 
0.21 
0.11 
0.002 
0.26 
0.010 
0.05 
0.027 
0.073 
0.551 
0.07 
0.018 
0.201 
0.01 
0.145 

Source: Computed from annual reports and statements of accounts of 105 selected quoted companies in Nigeria (various issues). 

Table 9: Real profit before taxation-real turnover ratios of selected quoted companies in Nigeria: 1983 -1996 

NSE Classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 1.57 7.21 10.65 11.27 12.81 12.63 16.08 13.41 10.56 16.12 34.89 56.71 110.48 458.37 
Breweries 28.75 30.92 32.90 28.44 18.71 22.32 23.89 19.98 20.71 14.48 62.22 49.44 47.25 42.79 
Building materials 16.55 21.94 20.67 16.33 15.84 18.90 24.53 23.77 23.69 21.32 24.84 35.14 58.08 154.10 
Chemical & paints 9.27 12.49 16.96 13.18 13.33 10.35 12.25 10.59 7.95 8.96 3.85 4.51 5.29 6.20 
Commercial 13.46 0.00 4.22 7.33 5.58 7.53 6.03 4.85 4.56 6.34 1.35 1.09 0.91 0.77 
Computer & equip. 0.00 0.00 24.99 20.62 26.62 18.28 19.30 14.91 9.35 14.99 2.55 2.60 2.70 2.86 
Conglomerates 5.25 7.45 9.70 11.00 9.00 7.70 10.06 6.89 8.61 5.67 25.73 21.76 18.29 15.28 
Construction 5.90 5.98 12.94 3.57 5.06 4.72 4.86 4.32 3.93 3.97 10.48 11.42 12.50 13.78 
Engineering tech. 0.00 0.00 0.00 0.00 29.26 14.63 8.62 6.06 2.95 1.43 0.11 0.10 0.09 0.09 
Food & tobacco 11.79 12.63 17.18 15.23 16.01 12.74 12.57 12.11 12.12 11.07 14.12 19.45 27.41 39.82 
Footwear 8.42 12.20 14.57 15.37 7.02 7.78 3.31 3.58 0.20 12.34 0.57 0.61 0.67 0.73 
Ind. & domes, prod. 6.56 8.92 8.23 10.70 11.00 9.56 13.54 18.67 18.50 14.85 4.69 4.14 3.71 3.37 
Machinery 0.00 0.00 2.75 0.06 8.92 21.46 14.00 8.24 13.30 13.30 1.51 1.45 1.46 1.50 
Packaging 0.00 0.00 8.25 0.00 6.14 14.08 18.37 14.96 17.46 21.57 4.01 4.26 4.59 5.00 
Petroleum 9.44 9.47 10.28 5.13 7.11 6.28 7.49 6.39 7.16 10.63 30.37 31.69 33.07 34.50 
Pharm. & ani. feeds 10.60 18.08 23.46 18.54 15.50 12.57 28.24 5.10 13.14 10.63 6.62 6.17 5.78 5.43 
Publishing 5.50 0.00 1.65 10.41 0.41 4.46 4.67 6.93 10.52 12.68 0.97 1.01 1.04 1.08 
Textiles 0.00 9.78 14.38 17.31 13.61 12.19 9.90 6.42 4.70 9.41 11.09 17.61 31.22 71.72 
Second-tier mkt. 5.03 1.40 16.16 8.78 14.07 12.22 10.67 10.44 3.69 1.11 0.90 0.74 0.65 0.59 
Yearly average 3.78 1.61 13.15 10.42 12.42 12.13 13.07 10.40 10.16 11.10 12.68 14.21 19.22 45.16 

Source: Computed from appendixes D and E. 



Table 10: Real profit after taxation-equity ratios of selected quoted companies in Nigeria: 1983 -1996 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre - 0.05 0.10 
Breweries 0.50 0.24 
Building materials 0.20 0.18 
Chemical & paints 0.19 0.18 
Commercial 0.06 0.00 
Computer & equip. 0.00 0.00 
Conglomerates 0.18 0.16 
Construction 0.19 0.09 
Engineering tech. 0.00 0.00 
Food & tobacco 0.33 0.22 
Footwear 0.27 0.28 
Ind. & domes, prod. 0.10 0.08 
Machinery o.OO 0.00 
Packaging 0.00 0.00 
Petroleum 0.39 0.25 
Pharm. & ani. feeds 0.23 0.26 
Publishing 0.13 0.00 
Textiles 0.00 0.30 
Second-tier mkt. 0.02 0.02 
Yearly average 0.12 0.08 

0.14 
0.20 
0.16 
0.18 
0.07 
0.19 
0.20 
0.14 
0.00 
0.23 
0.26 
0.06 
0.03 
0.03 
0.25 
0.30 
0.03 
0.36 
0.18 
0.16 

0.12 
0.16 
0.15 
0.12 
0.07 
0.16 
0.18 
0.06 
0.00 
0.19 
0.14 
0.08 
0.00 
0.00 
0.18 
0.19 
0.18 
0.35 
0.12 
0.13 

0.09 
0.12 
0.16 
0.16 
0.03 
0.24 
0.13 
0.15 
0.04 
0.18 
0.06 
0.11 
0.05 
0.03 
0.20 
0.17 
0.05 
0.20 
0.07 
0.12 

0.15 
0.07 
0.13 
0.11 
0.04 
0.07 
0.09 
0.07 
0.05 
0.11 
0.05 
0.06 
0.06 
0.07 
0.13 
0.11 
0.04 
0.13 
0.06 
0.08 

0.06 
0.07 
0.13 
0.11 
0.02 
0.07 
0.06 
0.11 
0.01 
0.09 
0.02 
0.06 
0.03 
0.08 
0.03 
0.14 
0.03 
0.05 
0.04 
0.06 

0.15 
0.05 
0.11 
0.05 
0.01 
0.04 
0.03 
0.13 
0.02 
0.08 
0.02 
0.08 
0.03 
0.06 
0.09 
0.02 
0.05 
0.03 
0.04 
0.06 

0.14 
0.06 
0.11 
0.04 
0.01 
0.03 
0.04 
0.11 
0.01 
0.09 
0.00 
0.08 
0.06 
0.07 
0.08 
0.07 
0.07 
0.03 
0.04 
0.06 

0.09 
0.05 
0.10 
0.03 
0.01 
0.05 
0.03 
0.09 
0.00 
0.08 
0.10 
0.06 
0.04 
0.05 
0.07 
0.06 
0.02 
0.04 
0.01 
0.05 

0.08 
0.08 
0.07 
0.03 
0.01 
0.03 
0.03 
0.08 
0.00 
0.08 
0.01 
0.04 
0.03 
0.03 
0.08 
0.08 
0.02 
0.04 
0.05 
0.05 

0.09 
0.05 
0.07 
0.03 
0.01 
0.04 
0.02 
0.08 
0.00 
0.09 
0.01 
0.04 
0.03 
0.04 
0.09 
0.07 
0.03 
0.04 
0.06 
0.05 

0.09 
0.03 
0.06 
0.04 
0.01 
0.04 
0.02 
0.08 
0.00 
0.10 
0.01 
0.04 
0.04 
0.04 
0.10 
0.07 
0.03 
0.04 
0.07 
0.05 

0.10 
0.02 
0.06 
0.04 
0.01 
0.05 
0.02 
0.08 
0.00 
0.11 
0.01 
0.03 
0.05 
0.04 
0.11 
0.06 
0.04 
0.05 
0.07 
0.05 

Source: Computed from Appendixes A and E. 
Note: Real profit after tax = real profit before tax - annual tax deductions. 

Table 11: Real profit after taxation-debt ratios of selected quoted companies in Nigeria: 1983 -1996 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 0.095 0.196 0.235 0.202 0.340 0.242 0.106 
Breweries 4.772 3.947 4.653 2.537 2.090 1.463 0.779 
Building materials 0.276 0.311 0.424 0.421 0.223 0.420 0.386 
Chemical & paints 0.665 0.543 0.695 0.499 0.947 1.010 1.087 
Commercial 0.052 0.000 0.026 0.028 0.048 0.057 0.039 
Computer & equip. 0.000 0.000 0.717 1.299 2.667 0.942 0.321 
Conglomerates 0.432 0.448 0.622 0.734 0.549 0.555 0.298 
Construction 3.615 1.760 2.685 1.202 0.736 0.713 0.061 
Engineering tech. 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
Food & tobacco 0.982 1.121 0.996 1.853 1.070 0.502 0.356 
Footwear 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
Ind & domes, prod. 0.354 0.399 0.455 0.176 0.088 0.065 0.089 
Machinery 0.000 0.000 0.023 0.001 0.000 0.000 0.000 
Packaging 0.000 0.000 0.013 0.000 0.075 0.211 0.269 
Petroleum 23.89 3.39 4.030 2.575 3.008 2.830 2.033 
Pharm. & ani. feeds 0.921 1.215 1.507 1.547 0.974 0.170 0.977 
Publishing 0.056 0.000 0.011 0.072 0.049 0.054 0.045 
Textiles 0.000 0.757 1.406 1.951 0.454 0.299 0.139 
Second-tier mkt. 0.000 0.132 0.440 0.180 0.085 0.070 0.063 
Yearly average 1.76 0.57 1.00 0.80 0.71 0.51 0.37 

0.265 
0.941 
0.334 
0.429 
0.038 
1.775 
0.083 
0.081 
0.000 
0.475 
0.000 
0.162 
0.000 
0.257 
0.000 
0.231 
0.084 
0.080 
0.053 
0.28 

0.082 
1.036 
0.797 
0.396 
0.056 
0.784 
0.120 
0.103 
0.000 
0.312 
0.000 
0.144 
0.000 
0.343 
0.000 
0.372 
0.147 
0.077 
0.106 
0.26 

0.092 
0.927 
0.278 
0.337 
0.043 
0.249 
0.131 
0.083 
0.000 
0.197 
0.000 
0.122 
0.000 
0.397 
0.954 
0.249 
0.171 
0.062 
0.022 
0.23 

0.095 
1.366 
0.281 
0.201 
0.034 
0.110 
0.183 
0.123 
0.000 
0.268 
0.000 
0.057 
0.000 
0.247 
0.705 
0.520 
0.089 
0.058 
0.142 
0.24 

0.114 
1.117 
0.303 
0.254 
0.036 
0.139 
0.179 
0.131 
0.000 
0.338 
0.000 
0.061 
0.000 
0.312 
0.891 
0.550 
0.113 
0.074 
0.167 
0.25 

0.135 
0.837 
0.326 
0.320 
0.037 
0.176 
0.174 
0.140 
0.000 
0.427 
0.000 
0.064 
0.000 
0.394 
1.125 
0.582 
0.143 
0.093 
0.195 
0.27 

0.158 
0.525 
0.352 
0.405 
0.038 
0.222 
0.168 
0.149 
0.000 
0.539 
0.000 
0.068 
0.000 
0.498 
1.421 
0.615 
0.180 
0.117 
0.225 
0.30 

Source: Computed from Appendixes B and E. 
Note: Real profit after tax = real profit before tax - annual tax deductions. 



Table 12: Structure of turnover, profitability and investments of selected quoted companies in Nigeria: 1983 -1996 
(summary statistics in percentages) 

S/Y S/K P/K l/K P/D P/E 

NSE classifications 1983-87 1988-96 1983-87 1988-961983-87 1988-96 1983-87 1988-96 1983-87 1988-96 1983-87 1988-96 

Automobile & tyre 8.70 81.03 0.18 0.12 0.11 0.07 2.17 1.45 0.214 0.143 0.020 0.010 
Breweries 27.94 33.67 0.52 0.11 0.31 0.06 6.85 1.67 3.600 0.999 0.045 0.005 
Building materials 18.27 42.71 0.15 0.18 0.09 0.11 1.07 3.66 0.331 0.386 0.033 0.009 
Chemical & paints 13.05 7.77 0.38 0.18 0.23 0.11 101.98 53.43 0.670 0.493 0.033 0.005 
Commercial 5.65 3.71 0.05 0.02 0.03 0.01 8.20 3.54 0.030 0.042 0.009 0.001 
Computer & equip. 12.31 9.73 0.21 0.11 0.12 0.07 11.43 6.10 0.855 0.524 0.019 0.005 
Conglomerates 8.48 13.33 0.28 0.07 0.17 0.04 5.86 10.74 0.557 0.210 0.033 0.003 
Construction 6.69 7.77 0.17 0.06 0.10 0.04 0.55 0.37 2.000 0.176 0.025 0.009 
Engineering tech. 5.85 3.79 0.00 0.00 0.00 0.00 0.00 0.00 0.000 0.000 0.009 0.001 
Food & tobacco 14.57 17.93 0.34 0.18 0.20 0.11 7.94 7.35 1.204 0.379 0.045 0.010 
Foot wear 11.52 3.31 0.36 0.06 0.21 0.03 0.35 0.87 0.000 0.000 0.032 0.003 
Ind. & domes, prod. 9.08 10.11 0.08 0.10 0.05 0.06 2.54 3.70 0.294 0.093 0.017 0.005 
Machinery 0.00 8.47 0.00 0.10 0.00 0.06 0.00 0.90 0.000 0.000 0.000 0.005 
Packaging 0.00 11.59 0.00 0.14 0.00 0.08 1.90 1.91 0.010 0.325 0.000 0.005 
Petroleum 8.29 18.62 0.34 0.17 0.21 0.10 0.12 0.59 7.376 1.107 0.049 0.009 
Pharm. & ani. feeds 17.24 10.41 0.41 0.18 0.25 0.11 0.09 2.08 1.233 0.474 0.044 0.008 
Publishing 1.81 4.82 0.04 0.04 0.03 0.03 1.28 1.99 0.026 0.114 0.011 0.004 
Textiles 10.88 19.36 0.26 0.08 0.15 0.05 4.01 6.17 0.905 0.111 0.050 0.005 
Second-tier mkt. 9.09 4.56 0.20 0.09 0.12 0.05 0.00 54.19 0.167 0.116 0.016 0.005 
Periodic average 8.28 16.46 0.19 0.11 0.12 0.06 8.23 8.46 0.97 0.30 0.02 0.01 

Source: Computed from Appendixes A, B, C, D and E. 
Notes: Y = real turnover, S = real profit before tax, P = real profit after tax, K = capital stock (fixed assets), D = debt, I = investment, and E = equity. 
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the period 1988 - 1996 is compared with that of all the years under investigation (1983 
- 1996), it is greater by about 0.80 percentage points (on the periodic average) from 
about 9.92% to about 10.72% (tables 8 and 9). 

This impressive performance is farther corroborated as shown in Table 8, which depicts 
the real profit before taxation structure of quoted companies. From this table, the sectoral 
real profit (on the average) increased by 1.20%, from NO.083 million in 1983 to N0.084 
million in 1987 (i.e., the starting period of interest rate deregulation). It increased 
astronomically by 58.33% in 1993 from about N0.084 million in 1987 to about NO. 145 
million in 1996. On micro analysis, in 9 of the 19 sectors the annual sectoral real growth 
rates increased from 1987 to 1996. These sectors are automobile and tyre; breweries; 
building materials; commercial; conglomerates; construction; food, beverages and 
tobacco; packaging; and petroleum (See also Appendix E.) 

The information in Table 10 shows that sectoral real profit-equity ratios were mixed. 
On the average, the yearly sectoral percentage, which was about 0.12% in 1983, declined 
to about 0.08% in 1984. It moved up to 0.16% in 1985, however, and since then has 
declined annually. It went down to about 0.05% from 1992 to 1996. If we compare the 
rate during the pre-liberalization period (1983-1987) with the rate during the post-
liberalization period, we see a decline by about 0.07 percentage points. In the same vein, 
the real profit after tax-capital stock declined by about 0.05 percentage points (Table 
12). 

Actually, our statistical summaries in percentages in tables 2 and 10 show that (on the 
average) the periodic sectoral debt-equity ratio during the pre-liberalization period is 
larger than the periodic sectoral real profit after tax-equity ratio during the period. Also, 
during the post-liberalization era, the sectoral debt-equity ratio is larger than the sectoral 
real profit after tax-equity ratio during the period. The two indicators (debt-equity ratio 
and profit-equity ratio) show a declining trend, however. The implication of these results 
is that while the quoted companies tend to shy away from debt finance, they also tend to 
use a declining rate of internal sources of finance. In actual fact, if we examine the 
firms' real profit after taxation debt ratios in Table 11, we will discover a declining trend. 
For example, the ratio, which was about 1.76% in 1983, fell to 0.57% in 1984. It moved 
up to 1.0% in 1985, but started declining then until it reached the minimum of 0.23% in 
1992. It went up slightly in 1993 to 0.24%, to 0.27% in 1995 and to 0.30% in 1996. 
Table 11 shows that the real profit after tax-debt ratio, which was about 0.76% during the 
pre-liberalization era, declined to about 0.29% during the post-liberalization period. 

The general observation one can make in relation to these findings is that quoted 
companies relied much more on equity finance than on debt finance during the post-
liberalization period (Table 2). Equally, some of the companies have resorted to internal 
finance in the presence of agency costs, bankruptcy, transaction costs, asymmetric 
information, etc. Thus, the trend after the liberalization of interest rates indicates that 
firms are using their internal sources of equity, probably due to the increased cost of 
finance in the money market as well as a trade-off mechanism to avoid too high a level of 
debt, which might increase their risks of bankruptcy or financial distress in an economic 
downturn. Moreover, the choice of internal sources as well as equity finance may be 
connected with the lower tax costs on equity finance, if compared with debt finance. In 
a nutshell, the behaviour of these companies in Nigeria was perfectly in line with the 
new theoretical arguments that assumed that firms usually choose the source of finance 



3 2 RESEARCH PAPER 8 8 

Year 

-m- ReaI Prof i t Before Tax 

that maximizes their current share value. Therefore, this behaviour usually leads to an 
optimal debt-equity ratio for these firms (Auerbach, 1979; Auerbach and King, 1983; 
Miller, 1988; Lyon, 1992). 

Econometric results 
In this section, two analytical measurements are done. First, we examine the relationship 
between the investment structure and five explanatory variables that encompass the debt 
finance, equity finance and internal finance of the selected 105 quoted companies in 
Nigeria during the pre-liberalization programme. Second, we examine whether the 
adopted liberalization programme of 1987 has some impact on the capital structure and 
investment decisions of the selected companies using eight explanatory variables. 

The results presented in the first column of Table 13 show that out of the five 
explanatory variables only three have significant effects on the dependent variable during 
the pre- liberalization programme. The three variables are the lagged investment-capital 
ratio, the leverage ratio (debt-capital ratio) and the change in turnover-capital ratio. 
Although the coefficients of the leverage ratio (debt-capital ratio) and the lagged 
investment-capital ratio have some positive as well as some strong significant effects on 
investment, the coefficient of the change in turnover-capital ratio is not only negatively 
related to investment but with less significant effects during the pre-liberalization 
programme. Also, the effects of cash flow (profit before tax-capital ratio) and the leverage 
ratio (debt-equity ratio) are negative and not significant. The implication of these results 
is that before the introduction of the liberalization programme in 1987 (i.e., 1983-1987), 
the majority of these quoted companies relied mainly on debt finance. 
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The results of our second regression analysis, which examines the situation during 
the adoption of the liberalization programme (1988-1996), as presented in the second 
column of Table 13, show that out of the eight explanatory variables, only five — lagged 
investment-capital ratio, cash flow (profit before tax-capital ratio), leverage ratios (debt-
capital ratio and debt-equity ratio), and the dummy variable (profit before tax-capital 
ratio)-are statistically significant. 

Table 13: Econometric regression results 

Dependent variable (l,,/Km) 
Included observations (N) = 105 

Explanatory variables Before liberalization 
(1983-87) 

After liberalization 
(1988-96) 

No. Constants 
(Std. error) 
(T-statistic) 

0.067165 
(0.057018) 
(1.177960) 

0.067302 
(0.058042) 
(1.159540) 

1 (W,/"W 
(Std. error) 
(T-statistic) 

0.956560 
(0.194384) 
(4.920988) 

0.832418 
(0.183132) 
(4.545454) 

2 (AVA*,) 
(Std. error) 
T-statistic) 

-0.009960 
(0.005204) 

(-1.913915) 

-0.005464 
(0.005949) 

(-0.918469) 

3 (P,./K,t,) 
(Std. error) 
(T-statistic) 

-0.019260 
(0.044583) 

(-0.432012) 

0.981811 
(0.226007) 
(4.344167) 

4 GVAm) 
(Std. error) 
(T-statistic) 

0.503111 
(0.104790) 
(4.801159) 

0.444390 
(0.100664) 
(4.414600) 

5 (0,.,/E,,,) 
(Std. error) 
(T-statistic) 

-0.014482 
(0.055301) 

(-0.261884) 

-0.099505 
(0.058881) 

(-1.689944) 

6 (DumPl>/K,„.1) 
(Std. error) 
(T-statistic) 

• -0.523545 
(0.116268) 

(-4.502930) 

7 (DumD./K,,,.,) 
(Std. error) 
(T-statistic) 

-

-0.029865 
(0.058559) 
(-.510000) 

8 (DumDp/E,,,.,) 
(Std. error) 
(T-statistic) _ 

0.014850 
(0.042497) 
(0.349428) 

R-squared 
Adjusted R-squared 
Durbin-Watson stat 

F-statistic 

0.371273 
0.339519 
1.967913 

11.69220 

0.484210 
0.441227 
1.974050 

11.26526 

Source: Computed. 
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Three of the five variables — the lagged investment-capital ratio, the leverage ratio (the 
debt-capital ratio) and the cash flow (profit before tax-capital) — have some strong 
positive effects on investment structure and are also statistically significant. The two 
remaining statistically significant variables — debt-equity ratio and dummy variable 
(profit before tax-capital ratio) — exhibit a negative relationship with the dependent 
variable. Out of the three variables with strong positive relationships, the coefficient of 
the lagged investment-capital ratio is the most significant, followed by the coefficient of 
the debt-capital ratio. However, the coefficients of all three variables (investment-capital 
ratio, debt-capital ratio and profit before tax-capital ratio) exhibit a declining rate in 
1988-1996; the coefficient of cash flow (profit before tax-capital ratio) became positive 
and strongly significant in 1988-1996 in spite of its negative position in 1983-1987. 
Also, the coefficient of the debt-equity ratio, which was not significant during the pre-
liberalization period (1983-1987), was significant with negative relationship. Our 
regression analysis results thus further corroborated the statistical investigations 
confirming the predominant role of equity finance supported by internal sources of finance 
especially during the post-liberalization period (1988-1996). 

Interview results 

Tables 5 and 6 summarized the opinions expressed by the business executives during the 
interviews. Issues discussed centre mainly on the perceived effects of liberalized interest 
rates on critical variables such as production cost, product prices, demand for product, 
turnover, gross profits, investment and capacity utilization. The summary of the 
discussions is also shown graphically in figures 7 to 10. In a nutshell, the survey revealed 
that companies combined bank loans, credit purchase, debentures and private loans as 
sources of funds. Of all the sources mentioned new equity is the most frequently used, 
followed by credit purchase. Bank loans are also viable alternatives. 

Further, most respondents said the prevailing interest rates were high, and as a result 
they have had to alter their financial mobilization strategies (Figure 10). Similarly, a 
majority of the business executives claimed that production costs increased tremendously 
after liberalization, sparking increased product prices, especially under the prevailing 
markup pricing regime. As a result, according to most respondents demand for products 
had declined. Turnover also declined as a consequence because of the suppressed demand 
for goods and services. Next in the line to be affected was gross profits, which about 
50% of the respondents reported had also decreased. 

Under this situation, investment also declined. Combined, these forces reduced the 
capacity utilization of most firms. The report of the central bank as well as that of the 
Manufacturer Association of Nigeria (MAN) confirmed that capacity utilization of most 
firms is still about 30%. This trend warrants attention (Figures 7 to 10), but a look at the 
results from the account shows that the situation is not as absolutely gloomy as they 
claim. 







VI. Conclusion 

Summary of findings 

This study has revealed in detail the varying impact of interest rate liberalization on the 
corporate financing strategies of selected quoted companies in Nigeria. The study 
identified various indicators influenced by the liberalized interest rates, including the 
financing mix adopted by the companies. In the process, it highlighted the link between 
interest rates and corporate financing, based on the opinions expressed by the business 
executives and the data collected from the final accounts and balance sheets of the 
companies. 

The effects of liberalization on the financing strategies are significant. More 
importantly, the effect of liberalization on corporate performance is more revealing as 
indicated by the firms' turnover, gross profits and investments, all of which decreased 
marginally in a few cases but increased considerably in many others, after the liberalization 
of the money market. The significant effect of the liberalization on the growth and 
resilience of the capital market was also highlighted. The decline in the debt-equity 
ratios implies that firms rely on and use the capital market for raising additional funds 
thereby giving some impetus to the activities of the stock market, which in itself is 
undergoing a form of market liberalization. The direct effect of interest rates on corporate 
investment is indeed considerable. 

Notably, investment is mainly determined by the availability of savings and the level 
of output expected. Investment has been affected as a consequence. However, the effects 
have been mixed. Overall, the direct and indirect impact of interest rate liberalization 
has been substantial. The main policy implication arising from our findings is that interest 
rate policy can be used to influence both the corporate performance of industries and the 
growth of the capital market. 

From all indications, our findings support the position expressed by Sundararajan 
(1987), who contends that there exists an optimal debt equity mix for firms and that 
firms strive to obtain a debt equity mix that minimizes costs. By implication, the study 
refutes the Modigliani and Miller (1958) postulates that a unique optimal debt-equity 
ratio does not exist. Equally, this finding agrees with signaling models (Spence, 1973), 
which state that corporate financial behaviour adjusts discretely to changes in earnings 
as dictated by cost of capital (interest rates in this case). 
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Policy recommendations 

Given the foregoing, liberalizing the interest rates, though desirable for its influence on 
increased financial mobilization, would not be enough in itself. Effort is also required in 
the area of developing the capital market to absorb the likely increased demand for 
investible funds. Other policies, such as measures to promote equity markets, raise 
corporate savings or even encourage inflow of foreign capital, are needed as complements 
to interest rate liberalization. Reforms to fully integrate the financial markets (both the 
money and capital markets) are necessary conditions not only to improve the effectiveness 
of interest rate policy, but also to synchronize the revealed benefits of liberalization. 

Moreover, complementary policies, such as industrial incentives (that is tax reliefs, 
reduction in tariffs and provision of basic infrastructural facilities) to cushion the effects 
of interest rate liberalization on industrial operations and investment returns, are desirable, 
given the prominent roles played by such industries in development. Such assistance is 
capable of fostering not only industrial development, but economic development in general 
- a central objective of economic liberalization. 
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Appendix A: Structure of equity of selected quoted companies in Nigeria, 1983 -1996 
(annual average in Nmillion) 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 63.38 66.89 63.78 69.03 
Breweries 74.09 115.80 98.16 104.12 
Building materials 32.57 36.24 41.17 46.60 
Chemical & paints 16.84 18.10 19.67 20.91 
Commercial 7.88 6.00 6.61 8.55 
Computer & equip. 10.04 9.17 11.40 12.52 
Conglomerates 63.47 74.54 83.49 95.31 
Construction 15.55 15.94 15.95 16.78 
Engineering tech. 0.00 0.00 0.00 0.00 
Food & tobacco 31.05 34.02 38.78 41.58 
Footwear 7.09 7.94 11.11 20.97 
Ind. & domes, prod. 13.93 14.16 14.74 16.75 
Machinery 16.08 8.01 8.53 7.92 
Packaging 13.19 12.01 13.76 16.62 
Petroleum 51.92 56.48 61.96 68.47 
Pharm. & ani. feeds 8.85 9.97 11.30 14.62 
Publishing 11.96 9.30 9.42 11.53 
Textiles 9.82 12.29 15.89 21.18 
Second-tier mkt. 5.72 5.73 5.45 4.50 
Yearly average 23.865 26.980 27.957 31.471 

82.80 52.68 174.26 71.86 78.47 141.66 292.66 294.964 297.264 299.565 
112.18 199.17 238.12 339.38 412.49 461.42 518.01 576.716 635.420 694.125 
59.00 69.91 85.94 136.14 174.64 213.72 214.71 242.916 271.126 299.336 
23.68 25.64 29.12 59.42 63.91 69.88 81.64 87.808 93.975 100.142 
15.79 14.45 25.58 46.44 59.05 70.15 104.35 115.511 126.667 137.823 
11.74 22.54 24.48 34.40 31.05 37.50 51.80 54.704 57.605 60.507 

132.91 143.75 264.21 308.73 387.26 420.04 599.30 655.062 710.829 766.595 
13.52 29.92 20.92 24.45 37.58 50.40 81.37 84.500 87.628 90.756 
16.70 16.70 17.67 17.67 30.00 34.33 39.13 46.961 56.353 67.624 
43.41 50.35 58.53 76.48 96.62 113.81 115.25 123.833 132.417 141.000 
21.19 22.80 23.80 25.24 25.70 34.41 38.35 41.922 45.492 49.062 
14.76 20.57 27.40 34.04 40.93 48.50 76.94 80.325 83.715 87.104 
11.57 18.48 20.53 22.35 29.01 32.34 33.23 33.261 33.288 33.314 
29.88 27.51 32.05 37.84 43.69 68.58 75.30 82.867 90.437 98.006 
78.68 85.66 453.85 124.97 176.40 224.87 242.09 262.907 283.722 304.538 
18.40 19.33 28.13 37.04 40.38 47.48 53.90 59.283 64.667 70.051 
12.80 15.48 16.03 17.65 20.19 24.22 28.25 28.300 28.346 28.393 
38.54 53.80 122.01 139.19 151.27 153.12 168.62 200.196 231.768 263.340 

4.89 4.63 6.59 8.49 10.24 10.27 11.02 10.835 10.655 10.475 
39.075 47.019 87.852 82.199100.468118.774148.733162.256 175.862 189.566 

Source: Computed from annual reports and statements of accounts of 105 selected quoted companies in Nigeria (various issues). 
Note: Equity = share capital + share premium + reserves 

Appendix B: Structure of debt of selected quoted companies in Nigera, 1983-1996 (Annual average in N million) 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 31.53 34.68 38.17 41.80 22.17 33.57 91.56 40.04 131.11 138.49 231.42 219.852 208.859 
Breweries 7.78 6.91 4.19 6.52 6.26 10.21 20.75 19.35 22.20 26.14 28.66 27.230 25.868 
Building materials 23.83 21.14 15.96 16.62 41.34 21.46 29.65 46.06 23.81 76.73 55.69 52.903 50.258 
Chemical & paints 4.83 5.87 5.16 5.07 3.94 2.76 2.84 6.72 6.77 6.77 12.08 11.473 10.899 
Commercial 9.09 12.17 17.12 22.58 8.88 8.88 10.75 10.38 10.31 19.23 24.69 23.453 22.280 
Computer & equip. 4.10 3.60 3.10 1.49 1.04 1.75 5.22 0.84 1.08 7.01 14.60 13.874 13.180 
Conglomerates 26.75 26.82 26.64 23.44 30.77 22.82 56.43 128.83 142.17 80.84 88.60 84.167 79.959 
Construction 0.82 0.82 0.82 0.89 2.81 2.84 37.92 38.08 40.43 52.17 53.80 51.105 48.550 
Engineering tech. 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.000 0.000 
Food & tobacco 10.35 6.76 8.84 4.26 7.17 10.62 14.62 13.64 27.03 47.71 33.21 31.550 29.973 
Footwear 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.000 0.000 
Ind. & domes, prod. 4.04 2.73 1.87 7.69 17.75 18.23 17.18 16.32 21.50 24.40 51.44 48.868 46.425 
Machinery 2.23 1.63 11.62 6.07 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.000 0.000 
Packaging 0.00 30.42 30.87 30.42 12.38 9.05 9.07 9.01 9.01 9.00 10.21 9.702 9.217 
Petroleum 0.84 4.23 3.87 4.78 5.34 3.97 5.93 0.00 0.00 16.38 27.10 25.749 24.461 
Pharm. & ani. feeds 2.19 2.15 2.23 1.81 3.29 12.41 4.01 4.01 8.11 11.04 8.03 7.625 7.244 
Publishing 27.67 26.16 25.72 29.16 13.16 11.15 10.35 10.36 10.14 3.42 6.84 6.498 6.173 
Textiles 6.82 4.83 4.06 3.83 16.97 22.69 42.25 57.29 59.44 104.89 119.77 113.779 108.090 
Second-tier mkt. 0.00 0.84 2.26 3.05 4.17 3.85 3.67 5.64 4.28 4.28 3.98 3.778 3.589 
Yearly average 8.572 10.093 10.659 11.025 10.391 10.329 19.064 21.399 27.230 33.080 40.532 38.506 36.580 

24.575 
47.745 
10.355 
21.166 
12.521 
75.961 
46.122 

0.000 
28.474 

0.000 
44.103 

0.000 
8.756 

23.238 
6.882 
5.864 

102.686 
3.409 

34.751 

Source: Computed from annual reports and statements of accounts of 105 selected quoted companies in Nigeria (various issues). 
Note: Debt = Long-term debt + debenture 



Appendix C: Index of investment of selected quoted companies, 1983 -1996 
(1987 = 100) 

NSE 
classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 89.96 87.62 93.72 97.35 100.00 101.88 106.77 162.00 163.00 240.83 289.05 306.72 324.38 342.04 
Breweries 42.88 67.78 67.78 67.78 100.00 58.67 35.97 77.23 58.10 73.21 97.99 101.70 105.41 109.12 
Building materials 39.93 39.93 20.95 28.20 100.00 132.28 173.41 84.16 120.49 261.67 434.13 448.74 463.35 477.97 
Chemical & paints 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 101.86 103.72 105.59 
Commercial 106.47 95.69 95.69 100.00 100.00 100.00 100.00 100.00 99.57 168.94 187.92 211.06 234.20 257.34 
Computer & equip. 31.26 85.56 76.26 46.47 100.00 99.68 108.61 58.87 59.29 117.11 118.51 137.35 156.19 175.03 
Conglomerates 35.06 36.06 24.03 30.53 100.00 126.81 178.52 154.91 123.27 267.54 526.66 528.96 531.27 533.58 
Construction 103.23 100.00 100.00 100.00 100.00 251.94 251.94 251.94 290.00 288.39 288.39 547.92 807.46 1067.00 
Engineering tech. 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Food & tobacco 166.28 123.35 41.33 22.92 100.00 19.16 106.12 166.20 226.13 169.03 198.49 205.82 213.16 220.50 
Footwear 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 844.97 1589.94 2334.91 
Ind. & domes, prod. 16.68 16.68 16.68 88.38 100.00 53.00 53.00 16.68 214.77 95.00 121.68 139.94 158.19 176.45 
Machinery 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Packaging 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 153.64 207.28 260.91 
Petroleum 52.71 60.47 65.12 86.82 100.00 143.41 296.90 605.04 472.87 451.16 1108.53 1316.43 1524.32 1732.22 
Pharm. & ani. feeds 52.63 52.63 157.89 157.89 100.00 157.89 42.11 110.53 2210.53 7789.47 7789.47 10612.52 13435.56 16258.60 
Publishing 100.00 100.00 100.00 100.00 100.00 100.00 100.00 133.44 131.48 160.66 179.34 267.28 355.21 443.14 
Textiles 145.95 145.95 145.95 145.95 100.00 127.03 637.24 732.81 1162.97 1164.32 1169.73 1198.72 1227.72 1256.71 
Second-tier mkt. 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Yearly average 67.53 69.04 68.70 72.23 84.21 93.25 131.08 155.46 296.45 607.75 674.20 901.24 1128.28 1355.32 

Source: Computed from Table 4. 
Notes: 1, Interest rates were liberalized in 1987. 

2. There were investments in 16 sectors only from 1983 to 1996. 

Appendix D: Index of real turnover of selected quoted companies in Nigeria, 1983 -1996 
(1987 = 100) 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 322.81 160.03 142.81 127.35 100.00 109.32 102.95 134.37 173.10 
Breweries 184.67 126.16 84.69 83.11 100.00 95.62 96.76 130.33 158.71 
Building materials 68.45 51.55 56.35 73.74 100.00 82.02 80.33 111.27 137.98 
Chemical & paints 123.90 91.16 75.63 68.61 100.00 96.46 90.15 97.39 120.45 
Commercial 46.08 34.91 140.41 113.31 100.00 88.69 90.49 106.98 168.04 
Computer & equip. 176.40 43.20 85.75 90.82 100.00 86.83 83.73 96.30 87.27 
Conglomerates 117.16 85.86 90.93 83.27 100.00 87.57 88.88 82.19 105.45 
Construction 123.47 59.28 41.79 73.47 100.00 105.03 116.59 174.43 259.54 
Engineering tech. 0.00 0.00 0.00 0.00 100.00 236.24 122.93 253.45 335.12 
Food & tobacco 179.73 125.16 106.89 108.05 100.00 87.30 86.34 111.62 145.17 
Footwear 134.81 108.44 116.78 114.18 100.00 86.78 79.86 84.58 99.64 
Ind. & domes, prod. 154.06 86.31 73.17 89.51 100.00 88.06 79.47 100.34 118.74 
Machinery 144.10 79.37 157.97 118.00 100.00 83.85 76.21 133.48 205.38 
Packaging 64.28 31.92 33.48 36.95 100.00 90.05 88.36 102.78 117.62 
Petroleum 94.51 66.86 67.29 106.17 100.00 79.13 71.31 78.95 92.41 
Pharm. & ani. feeds 91.92 69.83 69.38 72.94 100.00 81.21 67.00 87.59 111.09 
Publishing 17.95 10.83 10.53 12.92 100.00 8.59 6.42 8.03 9.06 
Textiles 77.19 65.92 70.13 76.19 100.00 98.27 104.51 125.67 171.33 
Second-tier mkt. 79.02 315.61 244.35 248.11 100.00 88.10 85.87 113.66 490.74 
Yearly average 115.82 84.86 87.81 89.30 100.00 93.64 85.17 112.29 163.52 
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Source: Computed from Table 5. 
Note: Interest rates were liberalized in 1987. 



Appendix E: index of real profit before taxation of selected quoted companies in Nigeria, 1983 - 1996 
(1987 = 100) 

NSE classifications 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 

Automobile & tyre 39.55 90.05 118.74 112.05 100.00 107.77 129.21 140.60 142.65 167.96 291.10 332.53 373.96 415.39 
Breweries 283.73 208.47 148.92 126.33 100.00 114.09 123.53 139.17 175.65 185.26 299.27 232.40 165.53 98.66 
Building materials 71.54 71.40 73.54 76.06 100.00 97.88 124.45 167.00 206.37 232.25 169.99 174.17 178.35 182.53 
Chemical & paints 86.17 85.44 96.24 67.86 100.00 74.88 82.86 77.37 71.89 61.25 65.05 78.06 93.68 112.41 
Commercial 111.14 0.00 106.09 148.88 100.00 119.63 97.80 93.01 137.15 196.80 200.63 197.28 193.94 190.59 
Computer & equip. 0.00 0.00 80.50 70.35 100.00 59.65 60.72 53.94 30.65 63.21 58.21 69.85 83.82 100.59 
Conglomerates 68.31 71.10 98.03 101.78 100.00 74.97 99.35 62.90 100.83 62.70 95.82 89.12 82.42 75.71 
Construction 144.03 70.11 106.98 51.89 100.00 97.94 112.12 149.14 201.65 210.53 319.28 324.10 328.92 333.74 
Engineering tech. 0.00 0.00 0.00 0.00 100.00 118.09 36.23 52.48 33.83 17.03 9.79 11.75 14.10 16.92 
Food & tobacco 132.35 98.76 114.69 102.79 100.00 69.49 67.80 84.41 109.86 122.42 115.78 138.93 166.72 200.06 
Footwear 161.69 188.47 242.27 249.88 100.00 96.21 37.69 43.17 2.83 285.38 30.37 36.45 43.74 52.48 
Ind. & domes, prod. 91.88 69.99 54.76 87.09 100.00 76.55 97.81 170.35 199.68 191.32 189.75 190.67 191.59 192.51 
Machinery 0.00 0.00 48.62 0.81 100.00 201.62 119.59 123.29 306.16 211.77 169.19 203.02 243.63 292.35 
Packaging 0.00 0.00 45.01 0.00 100.00 206.47 264.39 250.43 334.44 387.26 273.06 327.67 393.20 471.84 
Petroleum 125.42 89.01 97.21 76.63 100.00 69.92 75.08 70.93 93.07 97.31 119.06 142.87 171.44 205.73 
Pharm. & ani. feeds 62.87 81.49 105.06 87.28 100.00 65.87 122.12 28.85 94.23 85.93 130.15 130.83 131.51 132.19 
Publishing 237.96 0.00 41.91 324.26 100.00 92.42 72.24 134.35 230.00 90.47 94.45 113.34 136.00 163.20 
Textiles 0.00 47.40 74.13 96.95 100.00 88.07 76.04 59.27 59.18 85.01 90.54 108.65 130.38 156.45 
Second-tier mkt. 28.25 31.42 280.68 154.85 100.00 76.49 65.14 84.31 128.63 27.01 159.57 178.43 197.29 216.15 
Yearly average 0.00 0.00 101.76 97.05 100.00 100.42 98.11 104.47 139.93 146.36 151.63 162.11 174.75 189.97 

Source: Computed from Table 6. 
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