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EXECUTIVE SUMMARY

The research in this report aims to contributeabetter understanding of

urban economiaevelopment in thecities and towns in Nigeridt

considers

y" The werall composition of the national, regional and local economies
in the formal and informal sectorandthe broad emerging spatial
patterns of agglomeration

y"  Economic performance in the formal arformalmanufacturing, or
service sectors, and theagtribution of urbaninfrastructures to
productivity enhancement

y" Economic development policgnd the institutionakenvironment at the
federal, state and local levels, and withirtioaal development
programming.

Findings and policy implications at thigipt are provisional in nature.

They can be summarised as follows

Yy Sincethered | &Ay 3 2F bAIShukbecotnedpfatent Ay HAmMnX Al
that Nigerian industrial structure over the decades has experienced
substantial rebalancing across sectors, and is tihhusre diversified as
a result. About a third of 1992010 growth has come from ICT, Oil &
Gas and Real Estate¢he three most productive sectors of the
economy. These three sectors, while accounting for almost 35 percent
of GDP in 2010 and 36 percentl®90-2010 GDP growth, together
employed a mere 1.5 percent of formal workers in 2010. This may
LI NIf e SELXIAY 6Ké bAISNALIQA AYLINBEAAAGS INRGGK 2¢
decades has done little to reverse the trends of rising unemployment
and poverty.

y" The Manufactuing sector was the second smallest contributor to
19902010 GDP growth, accounting for just 5 percent. The sector has
declined as a share of total GDP from more than 10 percent in 1990 to
just 6 percent in 201Gand employedL1 percent of the workforce in
2010. The majority of Manufacturing output is composed of Food &
Beverages. Unlike the Services sector and the economy as a whole, the
Manufacturing sector failed to diversify since 1990. Euklustre
performance of this sector over the past two decadéso partly
explains why GDP growth did not translate into a reduction in
unemployment and poverty.

y" Nonetheless, Manufacturing has emerged as the single largest
contributor to economic growth in 2013, contributing 22 percent to
2013GDP growth. The majoyiiof Manufacturing growth has been in

1 Throughout this report we have used capitalisation of sectowdifferentiate when
referring specifically to the &tional Accounts Framewodefinition of the sectofrom NBS,
rather than referring to a sector imore general terms.
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the Food & Beveragesubsector, although other sséctors have also
been growing. It is yet to be seen whether the recent growth in
Manufacturing can be sustained, and whether it can become a
significant contributor teemployment growth.

y" The informal economy is widespread, a little larger than the formal
sector in terms of employmenénd diverse. While limited castudy
evidence suggests it is often an extension of the formal economy,
formalkinformal linkages are pobyr understood. Regions are the
appropriate scale for analysing such linkages, and would be an
appropriate extension of intraegional cluster analysis. Such an
understanding of the informal economy is an essential precursor to
appropriate policy measures.

The spatial economy

Analysis of the spatial economy demonstrates the existence of strong
patterns of agglomeration across the country. The distribution of sectors
across states can be used as an adequate proxy folesigy

agglomeration:

Yy The analysiglentified three main zones where economic activity is
concentrated. The first is in the South West, centred around Lagos and
the surrounding cities and the corridor to Ibadan. This zone is
specialised in ICT, Professional & Scientific Services, Firtbewiigles
and Manufacturing. Urbanisation economies are evident in the high
number of firms from all sectors locatedtime zone The second zone
is an industrial corridor running from Abuja to Kano in the north of the
country, and including Kaduna and Jgano is the second largest city
and historically a manufacturing hub, while Abuja is an emerging
industrial centre, with very little known about the nature of
manufacturing in the city. The final zone is in the South East, primarily
the cities of Port Haourt, Onitsha and Aba. Thekster three cities
between them account for a significant percentage of manufacturing
activityin the area

y" A key finding is the prevalence of manufacturing in the medsized
cities (500,000 to 1 million). This is due paiity to the existence of
establishments in the cities of Aba, llorin, Onitsha, Kaduna and Jos.
Given the relatively small size of these cities, these may be
manufacturing firms in the same or integlated subsectors, driven by
localisation economies.

y" The analysis thus identifies large agglomerations and major centres of
industrial concentrations across states and cities, as well as makes a
start in identifying and analysing clusters of interrelated firms at the
intra-regional scaleThere is need to d@lop furtherunderstanding of
aSO02NIf ReylFYAOa Ay (GSN¥Ya 2F FANXAQ | OGADAGASE
and local value chains (including local irfiem linkages), their final
markets (local, national, regional or international) and their industrial
organsation (the role of business associations, unions and systems of
learning and upgrading).

S| Lo
Z1 S
ukaid
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Economic organisation and performance

y"  The aspects of the business climate hampering the development of the
manufacturing sector are welesearched and widely recogeid
(notably the role of infrastructure provision andrgiees), but what is
less wellunderstood are the institutional weaknesses, within both
both political and civic/business spheres, that impede addressing these
obstacles.

Yy bAISNAI Q& NBB @Bhidifavdiedtyeievdlapmenidit
clusters and use of special economic zones (SEZs) to drive growth in
several key sectors and their value chains. However, a number of
factors must come together simultaneously to make a successful SEZ,
including locationpolicy, strategy and planning, the legal and
regulatory framework, customs, administrative capacity, management,
as well as political will and losigrm commitment. To date, political
economy problems have largely undermined the success of SEZs in
Nigera by distorting one or more of these factors.

Urban economic development

y"  Economic development policy interventions are often not guided by
clear spatial considerations and there is generally little focus on urban
and local/intraurban economies, which ai times also not well
understood or characterised (including the informal sector component
and formatinformal linkages). While there is ongoing interest in how
best to promoteurbaneconomies, local economic development is not
a widelyheld objective opolicy and programmingdNigerian cities and
towns need an integrated approach to local economic development
that recognises and responds to the specific needs of its industrial
clusters (characterised by localisation economies), as well as of the
broaderurban agglomerations within which they are embedded.

Yy In the absence of citlevel governments, local economic policies and
programmes often require formulation and implementation through
state governmentslt is therefore crucial that the polisgnvironment
(and intergovernmental relations) at the national, state and local levels
are well understood.

Yy Itis widely recognised that better economic opportunities are required
to reduce poverty in Nigeria. Research that provides a better
understanding of the catitions of urban poverty also has implications
for economic policy and development. The available evidence
reinforces the argument that urban economic growth is an important
contributing factor for poverty reduction in Nigerggbut more and
better researt is needed.
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INTRODUCTION

Nigeria has seeremarkable economic growth in recent yealisked to a

potentially transformative urbanisation process, and based on faogde

demographic and social changéhe key issue of why high rates of

economic growthn recent years have not been translated in urban

settings into real improvements in economic opportunitgmployment

creation, livelihood provision and poverty reductiqiis, however, as yet

largelyunaddressed, as is the contribution of infrastructuralestments

and improvements to urban productivity.

Moreover,there isa limitedunderstanding, at overall or sectoral level, of

0KS O2dzy iNEQa OdzNNByid SO2y2YAO 3IS23ANI LKE 6FyR aLISO.
location), and of sectelevel organisation and perfornmae (formal or

informal g KSGOKSNJ YI ydzZFlF OGdzNAy 3 2NJ ASNBAOSUOL Ay bAISNAI Q
urban/metropolitan regions, cities or towns.

The esearchn this reportaims to contributeto better knowledge about

the urbaneconomicgrowth and performance of cities and towns in Nigeria

andconsiders

y" The oerall composition of the national, regional and local economies
in the formal and informal sectorandthe broad emerging spatial
patterns of agglomeration

y" Econamic performance in thedrmal andinformal manufacturingand
service sectors, and the contribution wfbaninfrastructures to
productivity enhancement

y" The eonomic development policgndthe institutional environment at
the federal, state and local levels, and withirtinaal development
policy andprogramming.

The methodological approach to the research involeth primary and
secordary data analysis

Box 1 o the next pageaives a detailed description of the methedised
for the analysis ofhe industrial compositiorof b A 3 Sdpdtiale@anomy,
with focus onleading metropolitan regions

The analysis is subjeto data gaps and lirttions.Important caveats are
incorporated in the discussion and should be taken into account.

The report serves as a detaildghselin€Yeport for the urban economic
growth theme of the Urbanisation Research Nigeria (URN) progragnme
and as a foundation for the later, targeted and more detailed rese@rch
the years to 2017.

Thereportis designed tde read and discussed by academic antiqy
making constituencies alike. Research findings will be presented to
relevant Nigerian stakeholders and policy makers to @eaplatform for
exchangeto obtain critical feedback to inform the research procesy]
ensurethat the outputs are policyelevant.
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Box 1:Analysis of spatiatiata for industry

Spatialdata onindustry in Nigeria is available at tbete level from the
NationalBureau of Statistics (NB3o corroboratethe NBS findings

bottom-up cluster analysiwasalsoconductedby analysing the location of
firms in the Nigerian Association of Chambers of Commerce of Commerce,
Industry, Mines and Agriculture (NACCIMA) business directory.

Thespatial scale of analysesicompassseachsii 1 SQa YSUNRLRfAGFY NBIAZ2Y
as well as numerous stier cities, towns and villages, and swathes of rural

areas. With the exception of Agriculture and Min&a@uarrying, the

distribution of sectors acrosstates (n the absence ofity ormetropolitan-

level datg must serve aga proxy for the distributiorof industries across

cities. This ideasiblegiven the fact that eackate typicallyhas just one

large metropolitan regionn order to usestate data as a proxy fahe

industrial composition othe leading metropolitan regions, employment

data is analsed as follows:

y* Each sector is analed by its employment size, thattigal
employmentfor the sectorand its corresponding shaiofnational
sector employment a measue ofsii I 1 Sa Q | cebs#idndei S a LJS
broad sectors andubsectos.

y"  Eahstate industry is also analgd by its share adtate employment
and its Location Quotient (L) ameaswe ofsii 1§ S&AQ NBf I GAGS
specialiation in broad sectors anslibsectos.

The two levels of analysighsolute and relative specialisatipoapture two
important and differem aspects of a regional economghe sheer size of

an agglomeratiomeflectsadvantages from scale. These advantages are
the positive agglomeration economies that emerge from the degree
matching (firms find workers and people find jobs with greater ease),
sharing (inpuoutput linkages and sharing the costs of infrastructure) and
learning (from the interacting of people in related fields) that accrue when
a large number of workers arfitms are spatially concentratet.

The second level of analysielative specialation, isthe degree okector

employment in a region versus its overall shar@ational employment.

Note that while in many cases the employment size and L&settomwill

both becomparable they may also be very different. A relatively small

region can have a relatively small sector whose share of regional

employment is hify. Such high levels oflative specialiation might not

have the same extent @aigglomeration economies as a much larger

AYRAZZGNRLFE | 33f2YSNI (A 2yehtived dzii 4 dzOK NBIA2YyaQ KAIK f
spegalisation could indicate the seeds of growththmat sector.

2 A location quotient is the industry share of state employment divided by the National

industry employment share of total national employment. For example, an LQ=2 means

that there istwicethd INR LI2 NI A2y 2F (KI G &aSOG2NnDa SyLi2e8S8S8Sa Ay GKS {dGFdS G
economy. Absolute and relative specialisation measures are calculated excluding

employment in Agriculture and Mining & Quarrying.

3 A good proxy for the spatial boundary of wianstitutes a spatial agglomeration is

whether workers can get to work anywhere in the region and back home in the same day,

and whether firms can interact in one day without having to catch a plane.

0
W/ N
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bLDO9wL! Q{ 9/ hbha,.

TODAY

The section provides an overview of the key trends emerging witiein
Nigerian economywhichunderpinthe main analyses of the report.

KEY MACROECONOMIC TRENDS

Nigeria recently becamiie largest economy in Africavertaking South

Africa, whichhadl2 dzZaKf & | GKANR 2F bAISNARALI Q& S
and a far slower economic growthrate.K S O2 dzy i NE Qa SO2y 2 YA
outpacing population growthGDP increasefiom $31 billion in 1990 to

$522 billion in 2013 (averaging an annual growth r&t8.8 percent),

whilst the population increasetfom 96 million to 170 million during the

same period (averaging an annual growth rate of 2.6 perd@orid Bank,

20149).

Figure 1Rebased GDP and GDP growth rates, Nigeria, 18318
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Source: World Devagdment Indicators, Online Database, 20T#e CC license does
not apply to this figure.

GDP pecapita has increasefiom just $321 in 1990 to $3,010 in 2013, the
second highest in thEconomic Community of West African States
(ECOWASegion after Cape Vde ¢ and almost three times more than

the average for the region of $1,115. Nigdridactaccounts for 77

percent of the total GDP of ECOWAS.

It also accounts for 53 percent of the total population and 59 percent of
the urban population. Just over halfp m LISNOSy G0 2F GKS O2dzy i NE Q&
populationnow live in urban settlements, a similar percentage as Ghana

¢ =

YR /20S RQL@P2ANB:E (KS (G¢2 ySEG tI NBS&G SO2y2YASa

than the regioml average of 44 @rcent

Nigeria has become increasingly integrated into bgional andylobal
economy in recent years, as evidenced by increasing levels of foreign
direct investment (FDI) inflows and trade. FDI inflows have increased more
than fivefold from $1 billion in 199®t$56 billion in 2013, averaging over
$7,2 billionover the last five years with a peaf $8,9 billiorin 2011
(UNCTAD2014).
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Although the oil and gas industry still accounts for the bulk of these
inflows, a noticeable shift has begun over the past decd&rom 2009 to
2013, the services sector received an estimated 51 percent of FDI inflows,
up from 12 percent between 2004 and 20Q&Keet al,, 2014). Nigeria is

the top destination for investmerit Africa and accounted for 43 percent

of all FDI inflow to ECOWAS in 2013.

The total value of trade haalsoincreased ghtfold since 1990 to $170
billionin 2013,althoughit has decreaseds a percentage of GRade in
recent years, from a peak of 82 percent in 2001 to just over 36 percent in
2013(UNCTA, 2014).

Despitethe remarkableeconomicgrowth in recent yearpoverty remains
prevalent in much of the countryrhe absolute number of Nigerians living

in poverty has not decreased and remains at 58 millilve. per capita
national poverty rate based dihe official poverty line has been reduced

but more than half of the population ®till considered vulnerable to
economic shocks and other crises, such as unemployment, illness, natural
disasters, or conflict (World Bank, 2014a). Inequality, as measyréue

Gini index, has also increased and is the highest in the West Africa region.

Recent poverty data from the NBS and the World Bardkvsome
progress in poverty reductioim all southern gegpolitical regions (South
West, South East, and South Sguwthdthe North Centrabeo-political
zone. The North West has witnessed little charvglele the North Easts
experiencingan increase in the poverty raté&rban areas in particular
appear to have experienced measurable progress in poverty reduction
(Word Bank, 2014a).

Figure2 A map of Nigeria showinggeo-political zones states and their

capitals
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SourceOwn elaboration.

4The Gini index is a measure of the inequality of ineanconsumption expenditure
among individuals or households within an economy.
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However, his is not to say that poverignot a real problenin urban
Nigeria. Evidence fromther developing countries shosthat the
proportion of the urban populatioMving in povert$ls usuallymuch

higher than the proportion defined as poor in official statistics based on
poverty lines (Satterthwaite, 2014yleasurements do not take into
account other costs, such as hang and othelbasicservices, such as
electricity and watertransport,health and education, which agl
particularly highn urban areas

Due to rapid population growth, Nigeria needs to experience a strong
reduction in the poverty rate in order to rede the absolute number of
poor people. Poverty trends also suggest that the increase in inequality
could have offset the povertgeducing benefits from economic growth in
recent years (World Bank, 2014a).

NBS data showsnemgoyment rising from 8.percert in 199 to 21.4
percentin 2010, agllustrated in kgure 3 below. The g¢nder disaggregation
of unemployment rates in 2010 shawat unemploymentis higher for
women 4.9 percent)that for men (L7.7 percenj.

While the unemployment rate in Nigeria according to théernational
Labour OrganizatioiLO) definition is likely lower compared to toficial
unemploymentestimate? the extent of theproblem is real, although it
might best be interpreted as underemploent, particularly for those
working in the informal sector, filling in various I@roductivity and low
paying occupation/Norld Bank, 2014a

FHgure 3 Unemployment in Nigeria, 1992010

25%
20% o

o W/
10%

5%

0% T T T T T T T T T T T 1
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source! dzii K2 N & Ol NEBsidataTHeACE Yicansholea dotyafply to this
figure.

Unemployment rates are uneven across States. The three States with the
highest unemployment rate in 2010 were BaucHi frcent), Yobe (31
percen) and Bayelsa (30erceni, and the three States with the lowest
unemploymentrates were Kwara (10 percent), Plateau (11 percent) and
Nassarawa (12 percentlhe variance in State unemployment increased
from 2percent in 1999 to 3.3 percent in 2010he State unemployment
rankings have also changed significantly over the decad#ustsated in
Fgure4 below.

5 The official definition of employment in Nigeria which is working for 40 hours or more in a
week is unusuallThe ILO defines employment as working for any amount of timledn t
course of a week.
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Figure4 Unemployment rates by State, 1992010
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Force Survey (LFS) datae CC license does not apply to this figure.

NATIONAL INDUSTRIBOMPOSITION AND
PRODUCTIVITY

Sincether&d Ay 3 2F b A 38Nk becdine dpfatentthal’ H A MM
the Nigerian industrial structure over the decades has experienced

substantial rebalancing across sectors of its economy, and is thus more
diversifiedas a resulf All industrialsectorshave shown tremendous

growth and new sectors such as J&€alEstate and Professional, Scientific

& Technical Servicéhave emerged since 1998nnex Iprovidesthe

official NBS definitions of sectors)

6 National composition of GDP by sector for 1990 and 2010 was extracted from the 2013
Statistical Bulletin provided by the NBS. For real inflatidjusted analysis, the 2010 GDP
figures were deflated to 1990 prices as per the hisedriConsumer Price Index figures
provided within the World Bank Development Indicators online database.

National and State employment by sector for 2010, as well as data onl8taienformal
employment, were extracted from the 2010 National Manpower 8tacd Employment
Generation Survey provided by the NBS.

The industrial categorisation of National employment data was aggregated to match the
GDP industrial categories for a direct comparison of output and employment by sector, and
consequently labour pragttivity. Details of the aggregation process are available upon
request.

" Throughout this report we have used capitalisation of sectors to differentiate when
referring specifically to the NBS definition of the sector, and hence using NBS data, rather
thanreferring to a sector in general terms.

dzZNB | dz 2 F
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Figureb shows the change ithe share of GDP in each of the sectors of the

economy from 1990 to 2010.
FHgure5 Share of GDP by sectat990 and 2010
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Source: NBS data, constructed by authdhe 2010 figures are dmsed and

deflated to 1990 priceShe CC licenswes not apply to this figure.

The ICT sector has emerged in recent yeasskay component of the
Nigerian economy, from a negligible share of GDP in 1990 to 11 percent in
2010. Just over 80 percent of ICT output and 75 percent of ICT
employment are aamunted for by theTelecoms & Information Services
subsector, while théNollywoodMotion Picture & Television Production
complex accounts for 8 percent of ICT output and 12 percent of ICT
employment. ICT employs a mere 1 percent of total national employme
but it is highly productive.

TheReal Btate sector is another highly productive sector and key
contributor to growth since 199Mut alsocontributes little in terms of
national employment.

TheMining & Quarrying sector is composed of tiil & Gasand Solid
Mineralssubsectors. The most productive of these, and by far the most
productive subsector of the Nigerian economyQit& Gas which
contributes over 99 percent dflining & Quarryingoutput and 15 percent
of total GDP. Th&olid Mineralsubsctor, despite contributing less than 1
percent ofMining & Quarryingutput, employs the majority of workers in
the sector (85 percent). Productivity 8olid Mineralsvas $2768 in 2010,
compared to $2.57 milliom Oil & Gas

About a third of 1992010growth has come from ICT, @ilGas(Mining &
Quarryingland Real Estatehe three most productive sectors did
economy, as shown in Figuréoélow.

Agriculture contributed 20 percent of GDP growth over the past two
decades, followed by Services (18gmt) and Wholesale & Retail (17
percent). The ailing Manufacturing sector, however, was the second
smallest contributor to 1992010 GDP growth, accounting for just 5
percent of GDP growth over the period.

10



Figure 6Contribution to Real GDP Growth 192m10.
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Table 1 below ranks sectors by productivity in 20lese three sectors,

while accounting for almost 35 percent of GDP in 2010 and 36 percent of

19902010 GDP growthipgetheremployeda merel.5 percent of formal
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over the last two deades has done little to reverse the trends of rising
unemploymentand poverty.

Table 1 Productivity by broad sectors, 2010

Employees| Output ($'Bln) Productivity
Real Estate 68,697 27.46 399,799
Mining & Quarryindincl 146,485 56.25 384,007
Oil & Gas)
ICT 469,513 39.66 84,471
Construction 1,142,569 10.45 9,148
Agriculture 14,737,693 86.42 5,864
Whol. & Retail Trade 11,363,603 59.28 5,217
Manufacturing 5,335,898 23.81 4,462
Services 15,234,466 57.00 3,761
TOTAL 48,498,924 360.64 7,436
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SELX FAY

SourceAdz(i K2 NBA Q O f Odztf I Tha @G/lidensdzdoksyha apply to thiR | G | ®

table.

Overall, the majority of employment is concentrated in the low

productivity sectors of Agriculture, Services and Wholesale and Retalil

Trade, which account for 85 percent df fmrmal employment. Figure 7
below shows the share of employment and output in 2010 by sector.
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Figure 7 Share of GDP and employment by sector, 2010
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Source: NBS data, constructed by authors. The 2010 figures-aeesee and

deflated to 1990 price§'heCC license does not apply to this figure.

The Agriculture sector is the largest employer in the country, employing 30
percent of formal workers and contributing 24 percent to total GDP in
2010. The vast majority (90 percent) of agricultural output issapC
Production, which also accounts for twloirds of agricultural employment.
Crop Production was also the most productive subsector, with an average
employee productivity of $7,933 compared to $5,864 for the sector as
whole. The other significant subsect Livestockcontributed just 7

percent of output, but employed 28 percent of workers making it the least
productive subsector ($1,526).

The Manufacturing sector has declined as a share of total GDP from more
than 10 percent in 1990 to just 6 percent2@10, employing 11grcent of

the workforce in 2010The majority ofManufacturing output is composed

of Food, Beveragé& Tobacco (64 percehtandTextile, Appare&

Footwear (1(ercen). These two subsectors account for 74 percehald
manufacturingemployment

Figure8 Manufacturing map of absolute and relative specialisation
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figure.
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While both are relatively lowroductivity subsectos, the FoodBeverage

& Tobaccosubsectoiis moreproductive than seven other Marfiacturing
subsectos, at $6584, as illustated in Tablevehich ranks manufactung
subsectos by productivity Textile, Apparel& Footwear, however is a very
low productivty subsectorat $1,448 obutput per worker per year. We do
not need wage data to infer very low wages for workers in this sector. The
top four most productive subsectors, Oil RefiningnMnetallic Products,
Pulp, Paper & &perProducts and Plastic & RubbaoBucts account for

10 percent of manufacturing output, but just 1.4 percent\Ménufacturing
employment.

Table 2Productivity by Manufacturingsubsectos, 2010

Employees Output ($'BIn) Productivity
Oil Refining 12,532 1.70 135,467
NonMetallic Products 23,271 0.40 17,025
Pulp, Pape& Paper 11,478 0.16 14,118
Products
Plastic& Rubber 26,677 0.23 8,445
products
Food, Beverage & 2,322,863 15.29 6,584
Tobacco
Chemicak 42,771 0.17 3,915
Pharmaceutical
Products
Motor vehicles & 38,686 0.15 3,765
assembly
Wood & Wood Products 247,200 0.82 3,321
Textile, Appare& 1,620,004 2.35 1,448
Footwear
Basic metal , Iro& 214,283 0.30 1,381
Steel
Other Manufacturing 759,028 0.77 1,018
Electrical& Electronics 17,105 0.02 975
Cement N/A 1.47 N/A
TOTAL 5,335,898 23.81

Source: Azl K2 NA Q O f Odz I Tha @G/lidensdzdoksyha apply to thiR I G | @
table.

Unlike theServicesector and the eonomy as a whole, the Manufactng

sector failed to diversify acrossibsectos since 1990. THackluster

performance of thisector over the past two decades also partly explains

why GDP growth did not translate into a reduction in unemployment and

poverty.
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The majority of workers in the bro&grvices sector work i@ther Services
(32 percent) and\ccommodation& Food Services(18 percent). These
subsectors, however, contributed just 11 percent and 3 perce@eavlices
output, and are the two least productiv&ubsectos.

At the other end of the spectrunkinanceX Insurance accounts for 1
percent of employment and 14 peent of Service®utput, with a
productivity of over $45,000yhile Professional, Scientif®Technical
Services account for 5 percent of employment and 20 percer@ofices
output, with a productivity of over $15,00@-hus the majority ofServices
employment is concentrated in the lower productivity of tBervices
sector (Figur®).

Figure9 Servicesubsectos share of Employment & GDR010

30%
25%
20%
15%
10%

5%

0%

Transport
Education
Utilities

Services
Serv.
Services

Services
Admin. and Busines

Accommodation & Foo
Public Administration
Prof., Sc. & Technic

Human Health & Socia
Arts, Entertainment &
Rec.

Finance & Insuranc

H Share of Employment m Share of GDP
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figure.

Dispite itslackluster performance over the past several decades,
Manufacturinghas emerged as the single largest contributor to economic

growth in 2013 The Manufacturing sector contributed 2@2rcentto 2013

GDP growthNon-oil growth accelerated to an estimated Sércent in
2013,while the strong decline iDil & Gas ¢13.1 percent) brought down

the overall growth rate for the year.

The majority othe Manufacturinggrowth has beern the Food &
Beverages subsectoalthough othersubsectos have also been growdn
Pastic& Rubber lPoductshad annual growth rates over 30 percentthe
period 201113 andthe Cementsubsectorexperienced a 39 percent
growthin 2013only (World Bank, 2014). It is yet to be seen whether the
recent growth inManufacturingcan be susined, and whether it can
become a significant contributor to employment growth.

ICT growth haslowed considerably since 2010 and contributed just 5
percent of total noroil GDP growth in 2013. While growth of this sector
might be slowing due to mobilghone saturation, it is yet to be seen
whether a new growth phase driven by a rise in broadband penetration is
about to drive a new wave of growth.
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The nformal sector

A picture of the economy is incomplete withoutt@rough understanding

of the informal sector.The term informal sector is aiflusiveone, due to

its complexity andhe variousways in which it can benderstood and
cetegori®d. The NBS usan approach consistent with that of theQLlt
definesthe informal economy ag (i K I (i opérétes @ikhout binding

official regulations (but it may or may not regulate itself internally) as well
as one that operates under official regulations that do not compel rendition
of official returns on itserations or production proce¢sBS, 2010:5%)

According to NBS datthere is approximately one informal worker for
every formal sector worket54.6 million informal workers versus 48.5
million formal sector workersin other wordsinformal workers make up
53 percentof the active labour forcé

Workers in the informal sector are categorized isvencategories. The
majority, 62percent are categorised as proprietors andfoartners. A
staggering 1percentare unpaid workers, followed byggrcent
Apprentices and ®ercentHired labour & CasuaNorkersOperatives, as
illustrated in figurelO below.

Figurel0 Share of informal workers by categories of worker
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Source: NBS dat@ihe CC license does not apply to this figure.

Greater insight into the industrial composition of the informal sector is
gauged from NBS data amformal sectorownersof micro-enterprises,
defined by the NBS as informal sector entésps. There are a total of 13.6
million individual informal setor business owners in Nigeriaf which 55.4
percentare female.

81t is not clear wheter a worker could be categoridas formal and informal

based on survey data. We proceed with our analysis under the gggmthat
workers are categored either as formal or informal workers, although in reality
we expect many formal workers to also be active workers in the informal sector.

9 Formal and informal employment data was obtained from the Household and
Informal Sector surveys conducted by tRBS as part of their National Integrated
survey of Households (NISH).
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Over 40 percenare categoised as Wholesale &etail and Repair of
Motor Vehicles 8VOT, by far the largest category of informal businesses.
Unlike the formal economy, Manufacturing is the seddargest inbrmal

sector, accounting for 17 perceaf informal sector micreenterprises,
followed by OtheiSocial Activitiegl1percenf, andAccommodation&

Food ServiceglOpercent).These four sectors comprise almost@rcent
of informal micreenterprises. Agriculturgrorestry & Fishingccounts for

7 percent followed ky Transportatior& Sorage (5 percentand
Construction (2.®ercent) (see Figurél).

Figurell Industrial composition of the informal sector
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Source: NBSath. The CC license does not apply to this figure.
The above data shows the informal economy to be composed of a diverse

range of sectoral activities. We know from the literature that informal
sector activities are often interlinked with formal sector fgrfChen,
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2007).The informal sector is linked to the formal sector through

production services logistics and trade, in both forward and backward
linkages (Arimah, 2001} he exact nature of this interaction however is
poorly understood, andequiresfurther research.
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THESPATIAL ECONOMY

In this chaptemwe shift our analysis from theational level to the regional
level. As will become apparent, regional econesdiffer markedly across
the Statesand cities, in terms of per capita incomes, literacy rates,
infrastructure provision and the composition of industrial structures. We
begin by placing the spatial economy in historical context

DEVELOPMENT OF THE NIGERIAN SPATIAL
ECONOMY: HISTORICAL CGNTE

The presentday Nigerian spatial economy can trace its origins to the

colonial period and the economic system that developed under colonial

NHzZf S® | yR2dz0GSRf &> KAAG2NE KI&a &aKFLISR bAISNAI Qa
industrial structure as it developed. Suctapl-economic dynamics go on

to have an impact on cities at regional level.

As Mabogunje (1965) describes, prior to the penetration of European
powers in the second half of the 19th and the early 20th centuries, a
complex system of tradand urban econoneais existed iNigeria. This

system of towns and cities had been developing since the early mediaeval
period (circa 7tiCentury and was particularly evident in the north of the
country.

The Haus&tatesand the Kanempire, centred on Borno, were part af
trade network stretching across the Sudan region northwards to the ports
of North Africa and on to Europe. The principle products of the region
included gold, slaves, ivory, Kola nuts and textiles. Specialised urban
centres of trading developed as a @aguence of this trade, including
Katsina, Kano and Zaria, with Kano ¢eenmerciaimetropolis of the

region with a population of between 30,000 and 60,000 and a thriving
textiles industry.

Urban settlements also develef in the southwestern Yorubaart of the
country at around the same time. These towns developed originally as a
result of Yoruba colonisation, rather as a consequence of long distance
trade, but soon became trading centres themselves (Mabogunje, 1965).

This trade had a local dimensiorvatving the exchange of agricultural for
craft products, as well as an intezgional element of trade with the
kingdoms further north. The most important urban settlements at the time
included Lagos, Oyo and Ibadan. With the arrival of European explorers
from the late 15thCentury onwards, the flow of trade began to orient
towards the coast increasing the importance of the Niger and other rivers
as a means of transporting slaves and commaodities from the heart of the
territory. Consequently, new sééimentsdeveloped in the Niger éhta,
including Calabar and Bonny.

Under British colonial rulfom 1885 to 196Q@he spatial economy
developed in response to several factors. The first factor was the
construction of the railways across the countiiile westernihe between
Lagos and Kano was constructed by 1912 and an eastern line from Port
Harcout to Joswhichjoined up with the western line in Kadunevas
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constructed by 1927. This substantially reduced transport times and costs
from the north of the countrya the coast. For example, the journey time
from the tin mines in Jos to the coast decreased f@Brdays to less than

35 hours while costseduced by threguarters (Mabogunje, 196% The

result was a huge increase in the production of agricultural ameral
comnuodities for export in the north of the country, with the direction of
trade now channeled almost exclusively towards the ports of Lagos and
Port Harcourt, which became the most important nodes in the transport
network (Mabogunje, 1965

Precolonial towns connected to the rail network (e.g. Kano and Ibadan)
grew rapidly, while new urban centres emerged, including, Kaduna and
Enugu. On the other hand, traditionally important towns that were by
passed by the railways, such as Oyolfdeand BenirCity, declined in
importance (Aka, 1994).

Another important factor was the integration of Nigeria into the larger

spatial economy of the British Empire. Nigeaklng withother colonies in

West Africawere part of the periphery of this spatial economy, with

Britain as the metropolitan core. In this system, the country became

primarily a market for British manufactured goods and a supplier of raw

YFGSNRAFEfAa F2NJ .NARGAAK Tl Cogrtrddi8a® / 2y aSldsSyidfes baAa3a
not develop as industrial centres because of the steady supply of

manufactured goods from mainland Britain, while janesting local crafts

and industries were undermined by the flood of cheap imports.

The final major factor from the colonial period that influenced the
development of the spatial economy waducation Under colonial rule,
schools were mostly established in the south of the country, particularly in
the south west around Lagos. Consequgnithe north lagged behind the
south in terms of the number of schools, literacy rate and general human
capital development (Akd,994) ¢ a pattern that exists to the present day.

Following independence in 1968igeria pursued a policy of import
substituiion industrialisation, outlined under the first National
Development Plan for the period 19&8. Theplanperiodwitnessed
significant investments in infrastructure to support the nascent industrial
sector. These included the Kanji dam in Niger state Ughelli thermal
plants in Delta state and the oil refinery in Pbl@rcourt (Chete et al.,
2014).

After the end of the civil war in 1970, Nigeria embraced its status as an oil
producing country. As the economy benefited from enormous foreign
exchange ifbws, the governmengstablishecambitious and costly

industrial projects, firstly isubsectos such as irorsteel, cement, salt,

sugar, fertisS NE  LJdzf LJ F YR LI LISNX» ¢KS akKlfft2g¢g ylIaGddzNE 2F bA3
technological capacitghe impact of corruption on dedmn-making, as

well as flawedolicies on spatial developmeritpwever, prevented the
economy from moving beyond the elementary phases of these projects
and many weresubsequenthabandoned. Later, during the height of the

oil boom in the 1970s, privaterins opted for investments in low

technology consumer industries, which were dependent on imported
machinery and rawnaterials (Chete et al., 2014).

Throughout the postndependence periodnanufacturingwas
concentrated primarily in four areas of the coun{lloeje, 1981):
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y' The western industrial axis: Lagos; Ibadan; Abeokuta; Epe; llorin; and
Ewekoro

y" The southeast industrial zone: Onitsha; Port Harcourt; Oji River; Enugu;
Aba; Umuahia; and Calabar

y" The northcentral industrial zone: Kano; Kaduna; Jos; 2ada

y" The midwest industrial zone: Benin City; Sapele; and Warri

Although the areas above are described as industrial zones, they did not
constitute continuous regions of intensive industrial activity; rather the
vast majority (over 90 percent) of manataring establishments were
concentrated in urban settlements found in these areas (lloeje, 1981).

According to data in Aka (1994), in 1970, Lagos, Kaduna, Kano, lbadan and
Jos between them accounted for 87 percent of total industrial output, 60
percent ofestablishments and 77 percent of industrial employment, with
Lagos itself contributing 58 percent of this output.

By the early 1980s, it was apparent that the grand industrial projects

pursued under the import substitution industrialisation strategy Hfaited

to translate intomeaningfuR S @St 2 LIYSy G 2F (GKS O2dzyiNEQa Ay Rdza il NXRLI €
sector. Manufacturin@ share of GDP was just 5.6 percent in 1981. The

global recession, and subsent drop in oil prices, left the economy facing

a balance of payments crisis and dwindling foreign exchange earnings

undermined a manufacturing sector reliant on imported raw materials and

machinery (Chete et al., 2014).

A Structural Adjustment Programnwas adopted in 1986, marking the

end of import substitution industrialisation and the beginning of economic
liberalisation and the development of the spatial economy to its current
state, which is described in detail below.

REGIONAL DISPARITINEOME, PUERTY,
INEQUALITY AND LITERACY

With the exception of the Federal Capital Territory (AbwagrallGDP is
largely concentrated in the states representing the former Southern
Nigeria Protectorate, while GDP per capita is noticeably lower in the states
of the former Northern Nigeria Protectorate. Theerage GDP per capita

of the rorthern states is just $153, compared to $2,432 for thesthern
states and $5,612 fdhe FederalCapital Territory (see Figule).
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Figure 2 GDP and GDP per capita btate, Nigeria, 2010
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Source: NB&ata, constructedy authors.The CC license does not apply to this
figure.

The regional disparity in output is reflected in other seegmnomic
indicators, including statéevelpoverty and literacy rates. The absolute

per capita poverty headcount was 62.6 percent in 2010, down from 64.2
percent in 2004. Poverty was more prevalent in rural areas (69.0 percent)
than in urban areas (51.2 percent) and in the north of the country tine
south.In 2010, Osun State had the lowest poverty rate (37.5) and Jigawa
the highest (88.5).

Figurel3below shovgthe poverty rate in Nigerian states in 2004 and
2010. Significant progress has been made to reduce poverty in some
states, while othes have seen poverty increagmverty in Lagoseduced
from 69.4percent in 204 to 40.3percent in 2010, while in Ebonyi it
increased from 63.2 to 82.9. There is no clear pattern to this variation in
poverty reduction, implying that reductions may be doeconditions in

the individual states, rather thato nationwide factors.

Figurel3 Poverty headcount by state, Nigeria, 20Qkft) and 2010
(right)

Source: NBS Revised Absolute Poverty Report, @Xifiructed by authors’he

CC license does rapply to this figure.

Figurel4 shows the adult literacy rate by state in 2010, illustrating a clear
north-south divide in educational attainment. The lower skills of workers in
the north reduces productivity and deters investors, as well as posing a risk
to social stability.
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