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' th regard to the private sector,
diversification into the production of
agricultural raw materials calls for
huge agricultural investments. In
- particular, investment is made on
either direct production or procure-
ment of agricultural products, which
can result in the use of improved
techniques of production, thereby
enhancing the productivity and
modernization of the farm sector.

PART ll
POSSIBLE
STRATEGIES FOR
BACKWARD
INTEGRATION IN
NIGERIA

As stated earlier, backward in-
tegration implies the process
which an entrepreneur can produce
his major input requirements. This
means that a food processing firm,
for instance, must produce or or-
ganise the supplies of major agricul-
tural raw materials in a manner to
ensure and guarantee the efficiency
of input procurement, capacity
utilization and overall output. Back-
ward integration anchored on
agricultural import substitution is
usually emba d upon due to the
weakness in the prevailing input
procurement system, especially
when it relies on foreign sources. An
effective input procurement system
that can provide a solid foundation
for manufacturing operation must
possess five basic characteristics.
These are the supply of adeguate
quantity of raw materials of desirable
guality, at the right time and at

reasonable cost within the
framework of an efficient organisa-
tional structure.

The Nigerian experience with
the reliance on imports of raw
material needs has been discourag-
ing, 1o say the least. Input procure-
ments have been constrained by
foreign exchange shortages in the
economy. This has often been ac-
centuated by delivery delays, high
transport costs and import duty
charges. Indeed, the reliance on im-
ports makes the task of organising
the input procurement system much
more difficult because of other inter-
national economic and political con-
siderations.Thus, to ensure
adequate supply of high quality r;
materials at the appropriate time and
at a reasonable costs, the
entrepreneur needs to organise his
procurement system in an efficient
manner. In general, adequacy of the
desirable quality of raw materials
and their timely delivery could be
guaranteed by backward integra-
tion. This could also save the in-
dustrialists the costs and negative
externalities associated with raw
material imports, leading ultimately
to the conservation of foreign ex-
change. These considerations have
led to the evolution of varying
strategies of backward integration in
some developing countries.

Strategies For Backward

Integration
Backward integration can take
many forms. |. ... lake the form of

backward vertical integration, con-
tract arrangement with primary
producers, gov~rnment support

supplies and Jlective bargaining

with producer organisations.l wish
to dwell briefly on each of these:

Backward Vertical integration

This is the most complete form
of integration. It usually involves the
ownership of and investments in the
development of the raw material re-
guirements of the industr n the
case of agro-allied industnes, it in-
volves the establishment of farms to
produce the required agricultural
raw materials. Backward vertical in-
tegration is most suitable and ap-
propriate especially when the firm
has to introduce new crops. For in-
stance, for the paper, flour and
brewery i...ustries, vertical integra-
tion could be a more appropriate
strategy for ensuring adequate sup-
plies of pulp wood, wheat and alter-
natives to malted barey [such as
maize and sorghum]. For others,
backward vertical integration may
not be feasible because of social and
political factors like trade union
resistance to labour displacement.
The main possible effects of back-
ward vertical integration are
reflected in the control, capital re-
quirement, flexibility and costs of an
enterprise.

As for control, if the agro-in-
dustry has qualified personnel to
perform the new functions, its con-
trol over decision - making in the
enterprise is bound to increase with
backward vertical integration. How-
ever, integration can significantly in-
crease the fixed and  arking capital
requirements of the agro-industry,
which in turn increases total costs
and capital exposure. Except these
costs are reflected in the final
product prices, the loss of competi-
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might need to create a focal point
around which to mobilize the com-
munity interest and participation in
its search for agricultural raw
materiats. Organising producers is
usually a difficult and time-consum-
ing task, fraught with a fot of barriers.
One effective method for a firm in-
itiating a producer's organisation is
for it to identify these multiple con-
straints surrounding the small
farmers' efforts in produce market-
ing and to suggest a solution. The
most common marketing barriers in-
clude lack of infrastructure ffor ex-
ample, roads and storage], services
[transport], inputs [bags and credit]
and information [prices and quality
standards]. Finding solutions to
these problems calls for investments
on organising the producers, a cost
which the firm may have to bear at
the outset.

PART Il
PROBLEMS AND
CHALLENGES OF

BACKWARD
INTEGRATION

It can thus be observed that
efforts to conserve foreign ex-
change through backward integra-
tion often require over-coming
several constraints. In summary,
these are: creating the conducive
enabling environment, strengthen-
ing the technological base, provid-
ing the capital needs and creating
desirable market opporunities. |
want to also talk briefly on these key
areas.

Strengthening The Ena-
bling Environment

A key problem that would need
to be addressed for eftective back-
ward integration is to create a con-
ducive enabling environment. This
requires a re-orientation of incen-
tives through policy reforms. In par-
ticlar, land tenure problems and
discriminatory protection of
manufacturing industry through ex-
change rate over-valuation must be
avoided. In addition, there is also the
need to institute effective agricul-
tural pricing policies, keep real inter-
est rates positive, keep real wages at
levels justified by productivity, apply
cost rect ry in pricing infrastruc-
tural services, and aveid high and
accelerating inflation by following
disciplined fiscal and monetary
policies. Another major considera-
tion is the need to improve the poor
state of infrastructure [roads,
telecommunication, potable water

supply, transport etc.]. These two
factors can actually set the pace for
the success of backward integra-
tion.

Technological Base

The success of backward in-
tegration depends to a large extent
on technological evolution that
makes greater specialization
profitable and allows for a high de-
gree of adaptation of existing plants,
machinery and technical packages
for use in domestic production of
raw materials and substitutes. This
not only requires a break through in
technology, it calls for the need to
foster desirable Research and
Development [R & D] program-
mes.In Nigeria, technological con-
straints may pose serious
chalienges because of the low level
of both public and private invest-
ment in R & D. According to a CBN
finding, manufacturers in Nigeria
spend only an insignificant amount
of their investment outlays [about
2.0 per centannually] onR & D, while
the rate of adoption of research find-
ings from public research institutes
by the private sector has often been
low.

Financial Aspects
Inadequate finance may play a
dominant role in limiting the level of
backward integration. Often, in-
tegration requires additional invest-
ments on restructuring of plants and
on R & D generally, in order to pro-
vide the power base for effective in-
tegration. As funds tend to be tied
down for a long time, there is usually
an unwillingness on the part of the
private entrepreneurs to commit this
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