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Abstract 

This study investigates the extent to which Nigeria’s oil and gas Local Content Policy has affected the 
technological capacity building of small-and medium-scale enterprises in the oil and gas industry, given 
the enabling legislation. The study covers 38 oil-servicing SMEs and data was collected through a 
structured questionnaire, past works and documents relevant to this study. The findings revealed that 
Local Content Policy has made significant contributions to technological capacity building of oil-servicing 
SMEs as all of the firms were involved in some form of linkages which have strengthened their absorptive 
capacity to internalize the technological and management skills that flow to them and boosted their ability 
in winning projects, bids and contracts. The linkage arrangements have also enhanced their capacity to 
easily meet industry (ISO) standards and quality. However, it was found that the few oil servicing firms 
which engage in R&D activities do not have separate R&D departments. Besides, thin industrial base, 
under developed capital markets and inadequate power supply still remain major constraints to enhancing 
technological capacity building of SMEs in the petroleum industry. The study recommends partnership 
with foreign firms, provision of cost-friendly loans, and deregulation of the power sector. 
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24.1 Introduction 

Small and Medium-scale Enterprises (SMEs) in most countries are recognized as key drivers 
of accelerated and sustainable economic development. Their flexibility, dynamic adaptation 
to changing market condition, and ability to stimulate ingenious entrepreneurship and 
respond to technological innovations make them significant systems for technology 
acquisition and transfer. This is why the development strategies of many governments now 
indicate that particular attention be paid to the SME sector as a prerequisite for long-term 
social and technological progress.  

The availability of effective government policy is a panacea in promoting successful 
technologically entrepreneurial initiatives in any economy (Acs and Armington, 2004; 
Sriram and Mersha, 2010). Rossi (2011) says that regardless of how well endowed a country 
may be in natural resources and how long it has been in the business of producing and 
exporting this natural wealth, without the right economic policies implemented by strong 
and courageous policy makers, the monetized revenues of oil wealth will not render 
prosperity to the majority of the people in the country. The Nigerian Government on 
recognizing the implications of building the technological capacity of indigenous SMEs 
introduced the Local Content Policy to the oil and gas industry. 

The Nigerian oil and gas industry has become the nucleus of the Nigerian economy 
since 1956 when oil was discovered at Oloibiri in the Niger Delta region. The industry has 
grown to become a key player in the international oil and gas market as it is rated the largest 
oil producer in Africa, the tenth largest in the world and 5th largest exporter of crude oil to 
the United States of America (OPEC Statistical Bulletin, 2009). The industry is the nation’s 
live-wire as it creates employment opportunities, contributes to government revenue, and 
boosts foreign exchange reserves, among other benefits (Odularu, 2008; Monday et al., 
2010). Despite this impressive profile and huge investments (an average of US$10 billion 
per annum) made by the Federal Government to the industry, its contribution to GDP 
growth has been minimal (NNPC, 2006). Only very little portion of the profits from the 
investments is accessible to indigenous entrepreneurs in the industry or spent in developing 
Nigeria’s industrial base as the lion shares are either paid to foreign firms or repatriated 
abroad. Furthermore, the industry was dominated by foreign entrepreneurs and this 
preponderance of expatriate workers resulted in a paucity of skills development, capacity 
building and utilization for the indigenous workforce.  

Scholars and industry experts attribute the chief cause of this to the problem of low 
local content, a situation where majority of the oilfield service contracts are awarded to 
foreign firms, alleging that indigenous firms (mostly SMEs) lack the requisite skills, 
technical expertise, production capacity and capability to compete favourably (Aneke, 2002; 
Ariweriokuma, 2009; Ihua, 2010). Low local content is caused by inadequate capitalisation 
and infrastructure, poor training and low managerial ability, lack of suitable collateral and 
positive corporate image, inadequate legislations, lack of partnership between indigenous 
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contractors and technically competent foreign companies, unfavourable business climate 
and corruption (Oladele, 2001; Nwosu et al., 2006; Ozigbo, 2008). 

The relevance of the oil and gas service sector cannot be overemphasized. 
According to estimates by the African Export Import Bank (Afreximbank), oilfield services 
account for 90 per cent of the total cost of producing one barrel of oil which translates into 
a total market size of some US$30 billion a year for the African producing countries. For 
Nigeria, the market size in some estimates ranges from US$8 to US$10 billion a year 
(Kupolokun, 2004). Oilfield services estimated to be worth US$800 million to US$1 billion 
are contracted out each year to local companies, with the bulk of the remainder going to 
the big foreign multinational oil services companies resident in the country 
(UNCTAD/CALAG, 2006). 

In recognition of this deficiency, the Federal Government of Nigeria, in the wake 
of its return to democracy in 1999, made efforts to domesticate a significant portion of 
economic derivatives from the oil and gas industry by encouraging the development and 
deliberate utilization of Nigerian human and material resources in the Nigerian oil and gas 
sector. Such efforts led to the introduction of Local Content Policy in the oil and gas 
industry in the year 2000 (Ozim, 2010; Ihua, 2010). While these efforts made by the Federal 
Government resulted in some improvements in the industry, local content development in 
the Nigerian oil and gas sector still remained unsatisfactorily low as against the initial 
projection of 45 per cent local content in 2007 and 70 per cent in 2010 (NNPC, 2006). In 
early 2010, an enabling legislation on the policy was signed with a view to further 
strengthening the technological capacity of indigenous SMEs in the oil and gas industry 
(MacPepple, 2002; Nwapa, 2007). This implies that Nigerian capable companies must be 
given primary consideration in the award of oil contracts available in the Nigerian oil 
industry. Most activities of the industry will not only be carried out in Nigeria, but also to 
a very large extent in the oil producing communities ensuring the participation of 
manpower and expertise in the locality.  

Since the enactment of the legislation, however, not much study has been carried 
on the extent that the local content (LC) policy has affected the technological capacity 
building of SMEs in the oil and gas industry; hence, this study. The objective of this paper 
is to appraise the efficacy of the LC Policy in promoting technological capacity building of 
SMEs in the oil and gas industry through the linkages that the sector has created with the 
rest of the Nigerian economy. LC Policy is a driving force to enhance increased 
participation of indigenous SMEs in the oil and gas industry with the aim of transforming 
the industry through the development of in-country capacity and indigenous capabilities in 
manpower development, facilities and infrastructure.  
 
24.2 Literature Review 

The oil and gas industry is incontestably the mainstay of any economy as oil is the 
predominant source of global energy as well as a prime source of revenue generation, 
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particularly in the developing world. The growth of oil and gas industry has brought 
dramatic changes in the structure of the Nigerian economy. In less than a decade, 
agriculture’s share of gross domestic product (GDP) declined from roughly one-half to less 
than 30 per cent and its erstwhile fame as source of revenue and foreign exchange drastically 
diminished. Oil and gas became one of the world’s most strategic natural resources required 
as a crucial input in contemporary economic activities. It is a highly demanded commodity 
which plays a key role in the global economic framework, providing much of the energy 
that drives the economy in both developed and developing countries (Anyanwu, 1997; 
Igbatayo, 2004 cited in Aigbedion and Iyayi, 2007).  

Oil, as a key commodity in the global market, has influenced the economies of major 
producers of the commodity. In some cases, it has boosted economic growth and 
development; in others, it has heralded structural difficulties which have undermined 
economic performance  and  compounded  development  trends,  with  little real benefits 
for the majority of the people in the countries concerned (World Bank, 2000; UNECA, 
2005). In Nigeria, oil has sharpened, both positively and negatively, the economic and 
political destiny of the country which received over 90 per cent of its foreign exchange 
earnings from the sale of crude oil. Although large proceeds are obtained from the domestic 
sales and export of petroleum products, its effect on the growth of the Nigeria’s industrial 
base as regards returns and productivity is doubtful. Its remarkable oil wealth has done so 
little to raise incomes and alleviate poverty (Ross, 2003). As a result of macroeconomic 
mismanagement, 80 per cent of energy revenues benefit only one per cent of the population 
(World Bank, 2000; Odularu, 2008). Economists refer to this pathetic situation as ‘resource 
curse’ or ‘Dutch Disease’. Some of the communities within which oil wells are exploited 
still suffer environmental degradation, which leads to deprivation of means of livelihood, 
inter-ethnic conflicts, and civil disturbances.  

In addition, the Nigerian oil industry is controlled by expatriate workers while 
indigenous small-and medium-size oil servicing firms are left to suffer in technologically 
bankrupt state. This makes the Nigerian firms unfit to get oil service contracts and other 
benefits in the industry (Ozigbo, 2008). Pigato (2001) stressed that ‘Unless countries can 
create the necessary skill and supplier bases, the host country may not be able to benefit 
from foreign direct investment to move up the value chain and develop other sectors’. In 
order to deliver the oil industry and its benefits into the hands of Nigerians, the Nigerian 
Government initiated the Local Content Policy and after a decade, signed its enabling 
legislation (Ogiemwonyi, 2001; Ogunyomi et al., 2010; Ozim, 2010). 

The term Local Content (LC), aptly christened ‘Nigerian Content’, has been defined 
as ‘The quantum of composite value added or created in the Nigerian economy through 
the utilization of Nigerian human and material resources for the provision of goods and 
services to the Petroleum Industry within acceptable quality, health, safety and environment 
standards in order to stimulate the development of indigenous capabilities.’ (NNPC, 2006). 
This definition stresses that the essence of local content is to create an economic engine 
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for growth, driving employment, wealth creation and improved linkage between the oil and 
gas industry and other sectors of the Nigerian economy. It implies the development of local 
skills, technology transfer, use of local manpower and local manufacturing. Nwosu et al. 
(2006) gives a bit clearer definition by stating that local content is the integrated 
contributions to any of the myriad of activities, operations or inputs in the crude oil and 
natural gas extraction process, which are made by Nigerian personnel, local contractors, 
wholly-owned Nigerian companies or by Nigerian registered companies in which Nigerians 
effectively own a majority of the equity. INTSOK Study (2003) summarizes it as value 
addition activities taking place in Nigeria. According to Obuaya (2005), Local Content is a 
set of deliberate orientation and actions to build domestic capacity relevant for service and 
product delivery comparable within that industry. He remarks that it is an opportunity to 
locally build a sustainable culture of service quality and capabilities exceeding customers’ 
expectations and comparable to international standards through key local personnel and 
management. His definitions reflect on some salient indices to examining the concept of 
Local Content such as deliberate orientation, capacity building, sustainable capability, 
product deliverability systems and comparability (Ihua et al., 2009). Thus, one of the key 
roles of the Local Content Policy is enhancing technological capacity building of small-and 
medium-scale oil service companies. This is to bring about service quality, technical 
expertise, technology transfer, as well as development and use of local technology. 

The link between building local technological capacity and the ability to respond to 
challenges are usually brought about in the process of learning and co-operation between 
institutions. Without the co-operation among the ‘community of actors’ and the necessary 
institutional framework for co-ordinating their activities, it may be impossible for Nigeria’s 
oil and gas industry to develop the technological capacity that the country would require 
for the global competition of the 21st century (Ozigbo, 2008). The role of technological 
capacity building is to harness the capacities within the network of institutions and to 
enhance organizational interactions to better manage the process of technology acquisition, 
diffusion, utilisation and skill development (Oni & Akerele, 1997). David (2003) observes 
that the rationale for institutional networking for technological capacity building is to bring 
about co-operation between esoteric research for the purpose of expanding the frontiers 
of knowledge and research directed toward the production of goods and services. Mansell 
and Wehn (1998) explained that the trend towards institutional networking for the pursuit 
of technological knowledge has been furthered by the greater availability of standardized 
procedures embodied in new instruments for generating and analysing data as well as by 
the availability of high speed digital communication networks for linking spatially separated 
researchers. For the technological capacity building process to flourish, a conducive policy 
environment that induces human and institutional interaction and collaboration is a sine qua 
non (Ozigbo, 2008). The policy environment should be multi-sectoral, involving the 
universities, research centres and other stake-holders. 
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Several authors have conducted researches on Local Content’s implications in 
increasing indigenous technological capabilities in Nigeria’s oil and gas industry. 
Ogiemwonyi (2001) examined alliancing as tool to increase Local Content in the Nigerian 
oil and gas industry. The study emphasised the need for government and multinationals to 
facilitate the process of joint ventures, partnerships and alliances in order to forestall a 
situation where indigenous firms engage in unhealthy alliances with just any foreign firm in 
a bid to desperately gain credibility in the industry, without thoroughly considering salient 
issues such as compatibility; technical expertise requirements; knowledge transfer 
expectations; and previous ethical records and transparency considerations associated with 
such foreign firms. INTSOK Study or Heum et al., (2003) carried out a study on how local 
content can be enhanced in the Nigerian upstream oil and gas industry and found the key 
cause of low local content is low technological capacity due to lack of partnership between 
indigenous contractors and technically competent foreign companies. It further 
emphasized that Local Content would only develop when local industrial capacity is 
sufficiently developed and open to interaction with leading international companies. 

In 2004, UNCTAD in collaboration with CALAG conducted a survey on oil and 
gas service sector and found that lack of access to appropriate financing has been a major 
obstacle preventing local companies from participating effectively in the Nigerian oil & gas 
services sector. The study recommended that Nigerian government should substantially 
increase the share of revenue from oil going to the producing states and that a greater part 
of these revenues be allocated directly to local communities, with tough guidelines on 
revenue management. Moreover, foreign investors should be encouraged to participate 
with local firms by developing enduring technology-transferring partnerships. Neff’s (2005) 
work to Nigeria National Stakeholders Working Group on International Best Practice in 
Development of Local Content in the Energy Sector emphasized the need for joint ventures with 
international oil companies as it has proved to be effective in transferring technology and 
business acumen, and that government support for local companies in the form of research 
and development (R&D) assistance has been an important factor in building 
internationally-competitive local companies as well as labour skills. Investigating the 
involvement of local companies in harnessing crude oil and natural gas in Nigeria, Nwosu 
et al. (2006) found that local participation was disappointingly low and recommended that 
technology transfers should be realized by encouraging local contractors, foreign service 
providers and the Government to form consortia to ensure that proper training is available, 
and taken up by prospective members of the workforce and potential entrepreneurs. 

Ozigbo (2008) notes that in spite of the huge investment made by Nigerian 
government in the Oil and gas sector of the economy, the local content in the industry was 
still very low as over 60 per cent of the work value in the oil and gas sector is carried out 
abroad. This, he said, has led to dearth in jobs, skills development, capacity 
building/utilisation and lack of sustained national economic development. He emphasizes 
that the Petroleum Technology Development Funds (PTDF) should sustain partnerships 
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and alliances to areas of low level indigenous competencies and skills in order to serve as 
vessel for the development of indigenous manpower and technology transfer/acquisition 
in the petroleum industry. Ihua (2010) reveals that the local content policy has not yet 
achieved significant success in enhancing technological capacity building of SMEs in the oil 
and gas industry. The study recommends the need for enabling legislation to foster the 
needed linkages in the industry. Oyejide and Adewuyi (2011) examined the extent of the 
linkages that the oil sector has created with the rest of the Nigerian economy and found 
that the linkage between the oil servicing firms and the oil majors as well as with the local 
research centres or universities to be weak, although Local Content Policy has made some 
impacts in the oil sector in terms of contract awards. This study was actually carried out 
early 2010 when the effect of the enabling legislation was scarcely felt. It is, therefore, 
necessary to appraise the technological capacity building of oil servicing SMEs after two 
years of signing the enabling legislation. 

The conceptual framework of this study is based on the backward linkages of the 
oil and gas sector. Backward linkage is the process of providing inputs of goods and services 
to the oil sector by local sources (Al-moneef, 2006). This type of linkage responds to the 
market cycles that influence the oil sector and its operations. Thus, when oil production 
falls in response to declining world oil demand and increasing non-OPEC production, oil 
services also respond accordingly, and as oil sector activity recovers, oil services improve 
as well. According to Steven (2003), backward linkages from the oil and gas projects 
concern the input of the rest of the economy into the planning, construction and 
operational phases of the project. The greater the local input of labour and materials, the 
more positive the impact on the rest of the economy. 

Backward linkages can take the form of information exchange, joint training, joint 
order and or purchase or sales, joint product development, machinery lending, cooperation 
for product or quality development and improvement, actions to improve service delivery, 
and so on. The extent of linkages created depends on necessity, resources requirement for 
creating the linkages and the benefits to be derived, among other factors (Oyejide and 
Adewuyi, 2011). 
 
  
24.3 Methodology 

According to Taylor and Bogdan (1998), ‘an ideal research setting is one where the observer 
has easy access, is able to establish immediate rapport with participants and can gather data 
that is directly related to the research interests’. More than 80 per cent of the indigenous 
SMEs within the oil and gas industry in Nigeria have their Head Offices located in the 
Niger Delta area (UNCTAD/CALAG, 2004; PETAN Directory, 2010). Therefore, this 
study was conducted in the Niger Delta area of the country. Within this area two oil cities, 
Port Harcourt and Warri, were chosen since they are the major centres where oil 
prospecting, exploration, production and refining occur. 
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Data for this study were obtained from two sources, viz. primary and secondary 
sources. The primary source of data was structured questionnaire administered to 
respondents in the oil-servicing firms, while the secondary sources included past works and 
documents which are relevant to the current research. One of such documents is the 
Petroleum Technology Association of Nigeria (PETAN) brochure which provided the list 
of registered indigenous technical oilfield service companies in the upstream and 
downstream sectors of the oil and gas industry. The secondary source provided initial 
information about some important issues relating to the Oil and Gas Industry as discussed 
in the foregoing sections. 

According to PETAN (2010), the population of this study comprised all oilfield 
service companies operating in the Niger Delta which was put as 38. This represents the 
sample size for the study as the method of investigation was the census survey. This 
provided an opportunity of describing the prevalent situation in the Nigerian oil and gas 
sector. Purposive sampling technique was employed to gather data from the head of 
operations/engineering and technical services in each of the companies. These companies 
fit the conditions of having been in business for up to 5 years before the introduction of 
the Local Content Act and with staff strength of not more than 300 as provided by 
guidelines of the Small and Medium Enterprises Development Agency of Nigeria 
(SMEDAN). 

The research instrument, which comprised a set of questionnaire, elicited 
information on company’s background, employment trend and linkages for technological 
capacity building of indigenous oil servicing SMEs. Closed-end questions were mainly used 
in order not to lose relevant information; a few lines were provided for brief explanations 
on some chosen options. 

According to Arundel (2005), stakeholders in the European policy community 
preferred detailed descriptive analysis for policy-related studies, particularly when combined 
with case studies. Since a major objective of this work is to have influence on policy, the 
method of data analysis is mainly descriptive.  
 
24.4 Results and Discussion 

Of the 38 questionnaires administered to the Head of Operations, 24 were thoroughly filled 
and returned giving a high response rate of 63 per cent. The analysis of this study was based 
on the retrieved copies of the questionnaire. This section portrays the extent of 
implementation of the Local Content Policy (given the enabling legislation) in enhancing 
technological capacity building of SMEs in the Nigerian oil and gas industry. 
 
24.4.1 Management capabilities of oil servicing firms 

Technological capacity building begins with development of management capabilities to 
increase the pool of skilled personnel for institutional networking. INTSOK Study (2003) 
argues that besides the unconducive service business environment working against the 
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indigenous oil servicing firms, most of them are managed by ‘non-technical entrepreneurs 
who are wary of delegating authority to those with the required competence to run the 
outfits’. Ihua (2010) corroborated the findings of INTSOK that the oil sector in Nigeria 
lacks adequate locally trained experts and skilled manpower, considering the amount of 
technical expertise required in the industry. Local Content Policy, therefore, makes it 
pertinent for local entrepreneurs to improve their academic and technical expertise so as to 
compete favourably. 

The analysis in Figure 24.1 shows a paradigm shift in the educational capacity of the 
Management of the servicing firms. Consistent with the findings of previous study by 
Oyejide and Adewuyi (2011), almost all the major owners (71 per cent) possess university 
degrees. A high proportion (about 46 per cent) of them hold first degrees or Higher 
National Diploma (HND), 21 per cent are holders of Masters degree, 4 per cent hold the 
Doctorate degree; while the remaining 29 per cent classified as ‘Others’ include holders of 
National Diploma (ND), Vocational/Trade Test and Secondary Schools certificates. Most 
of them in this class either had training in oil and gas technology and management or work 
in oil firms abroad. 
 
24.4.2 Linkages in the Nigerian oil and gas industry 

Creating linkages in the oil and gas sector through development of local capacity to 
participate in the oil sector activities is a panacea to the problem of low local content. The 
presence of effective linkages is necessary for a balanced growth of an economy, thus it is 
important that linkages exist between sectors so as to promote an all-round growth and 
development of an economy (Oyejide and Adewuyi, 2011). The INTSOK Study (2003) 
done on the oil and gas sector in Nigeria revealed that local capabilities in terms of 
technological capability and employment potential exist in some areas with beneficial 
linkages. These areas include fabrication and construction, well construction and 
completion, modification, maintenance and operations, transportation, control system and 
ICT, design and engineering, and consultancy. 

Table 24.1 shows that all the oil servicing SMEs were involved in some form of 
linkages and cooperation with the oil sector and other sectors of the Nigerian economy as 
well as institutions outside the borders of Nigeria. Three-quarters of the firms network with 
other indigenous firms in the industry, while 25 per cent of them have alliance with Nigerian 
firms abroad. This is possible due to the clustering of the oil servicing SMEs at Trans Amadi 
Industrial Layout in Port Harcourt and Airport Road in Warri. Contrary to previous 
findings obtained before the enabling legislation was signed, there is appreciable linkage 
between the servicing firms and the multinational oil firms operating in Nigeria and 
offshore as indicated by about 87 per cent and 17 per cent of the firms respectively. The 
servicing SMEs now partner with multinational companies to execute contracts; which if 
done with technically competent multinational firms could result in technical expertise, 
transfer of knowledge and technology. 
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The linkages between the oil servicing firms, tertiary institutions (universities and 
polytechnics), and research institutes are relatively low. About 45 per cent of the servicing 
firms collaborated with the universities and polytechnics in the areas of training, research 
and consultancy. This reflects the falling standard of the Nigerian Tertiary institutions. 
Surprisingly, the oil servicing firms engaged in collaboration activities more with training 
institutes (62.5 per cent) such as the Petroleum Training Institute (PTI), Nigerian Institute 
of Welders (NIW), technical colleges, etc. 
 
 

 

Figure 24.1. Educational Status of Owners of Oil Servicing Firms 
 
 
In the areas of funding and infrastructural supports, the linkages between the oil 

servicing firms and financial institutions (Commercial and Microfinance Banks) as well as 
Government Ministries/Agencies have been encouraging to some extent. Forty-five per 
cent of the firms collaborated with local financial institutions for funding, and training in 
financial proficiency, and 37.5 per cent with Government Ministries/Agencies such as the 
Ministry of Energy and Petroleum Resources, Niger-Delta Development Commission 
(NDDC), Petroleum Trust Development Fund (PTDF), etc. 

This study shows the various ways of creating linkages in the oil industry which 
include encouraging research and development in domestic firms, encouraging partnership 
between firms, universities and research institutes involved in R&D, organising and 
supporting training programmes, providing access to financial and non-financial business 
services and consultancy. Partnering involves the pooling of operational resources (costs, 
human and material) assets for jointly executing a project whose proceeds would be shared 
in accordance with mutually agreed terms and conditions. 
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4% Masters
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Bachelor/Higher 
Diploma
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Table 24.1. Linkages for Building Technological Capacity of Oil Servicing SMEs 
Collaboration partner No. of oil servicing SMEs 
 In-Country Abroad 
Indigenous oil-servicing firms 
Partnership, Consultancy 

18 (75.0) 6 (25.0) 

Multinational oil firms 
Partnership, Training, Consultancy 

21 (87.5) 4 (16.7) 

Higher Education Institutions  
Training, Research, Consultancy 

11 (45.8) - 

Research Institutes 
Training, Research, Consultancy  

6 (25.0) - 

Training Institutes 
Training, Research, Consultancy 

15 (62.5) - 

Financial Institutions 
Funding, Training 

11 (45.8) - 

Government Ministries/Agencies  
Funding, Infrastructure, Training 

9 (37.5) - 

Note: Per cent with sector in parenthesis 

Source: Field Survey, 2012 
 
 

The experiences of the local oil servicing firms with their collaboration and alliance 
partners were encouraging (Table 24.2). The only exception to this testimony is the Higher 
Education Institutions and research institutes as only 8 per cent of the servicing firms 
expressed satisfaction with the linkage arrangements with them. This reveals that the 
tertiary institutions and research institutes in Nigeria are not giving the needed help to the 
oil and gas industry. The academic institutions should be a focal point for research and 
production of skilled manpower and trained experts. According to Ihua (2010), the main 
problem with Nigerian tertiary institutions is that they are grossly under-funded and ill-
equipped to produce the quality of graduates (particularly engineers) needed for the 
industry. He said further that oil and gas business involves high risk, and thus, requires 
skilled technical manpower which only an effective educational system that understands the 
human resource needs of the industry and tries to match their resources to meeting those 
needs, could enhance the prospects of higher local content. 
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Table 24.2. Experience with the Collaboration Partners (% of firms) 

Collaboration partner 
Very 

Satisfactory 
Moderately 
Satisfactory 

Not 
Satisfactory 

Mean 

Indigenous oil-servicing firms 63 12 0  2.83 
Multinational oil firms 33 38 17 2.19 
Higher Education Institutions 8 25 13 1.91 
Research Institutes 8 13 4 2.17 
Training Institutions 42 13 8 2.53 
Financial Institutions 29 17 0  2.64 
Government 
Ministries/Agencies 

25 13 0 2.67 

Source: Field Survey, 2012 
 
 
24.4.3 Technical capabilities of the oil servicing SMEs 

Considering the technical capabilities of the oil servicing SMEs, Table 24.3 reveals that the 
linkages between the oil servicing SMEs and the oil industry as well as the rest of the sectors 
of the Nigerian economy have actually enhanced the credibility of indigenous oil servicing 
firms in delivering quality service and products, and boosted their abilities in winning 
projects, bids and contracts. These were confirmed by high mean values of 2.29 and 2.38 
respectively, on a 3-point rating scale. The linkage arrangements enhanced their capacity to 
easily meet, and even surpass targets, industry (ISO) standards and quality. A Local Content 
Policy that does not ensure a rising quality of indigenous businesses undermines not only 
the fundamental economics of the industry, but inhibits the increased commercial expertise 
needed by the economy as a whole for the future.  

The alliances and partnership have also served the more important purpose of 
strengthening the absorptive capacity of the indigenous oil servicing SMEs, particularly in 
terms of access to new technology, technical skills, technology transfer and technological 
innovation. However, in the areas of research and development and use of local technology, 
the servicing firms indicated low impact of the collaboration activities. The poor 
performance of the academic institutions and research institutes has contributed to this 
plight. 
 
24.4.4 Research and development (R&D) capacity in the oil and gas industry 

An important way of creating linkages is to encourage innovation and research and 
development in domestic firms, and also to encourage partnerships between firms, 
universities and research institutes involved in R&D (Oyejide and Adewuyi, 2011). Table 
24.4 shows R&D capacity in the Nigerian oil and gas industry to be rather low. For instance, 
only about 25 per cent of the oil servicing firms engaged in R&D, and out of this figure, 83 
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per cent do not have separate R&D departments where they can carry out research. No 
wonder ‘development and use of local technology’ recorded very low figures in Table 24.3. 
Majority of the firms that carry out any research do so in Nigeria. 
 
Table 24.3. Degree of Effectiveness of the Collaboration Activities (% of firms) 
 High Average Low Mean 
Quality service and product delivery 50 29 21 2.29 
Clients’ referral rate 54 29 17 2.38 
Access to new technology 38 50 12 2.25 
Technical skills 67 25 8 2.58 
Technology transfer 38 50 12 2.25 
Development & use of local technology 17 16 67 1.50 
R&D Performance 21 29 50 1.71 
Technological Innovation 25 58 17 2.08 

Source: Field Survey, 2012 
 
 
Table 24.4. R&D Activities in the Nigerian Oil & Gas Industry 
R&D Activities % of firms 
Engage in R&D 25 
Have a separate R&D Department 17 
Carry out R&D in-country 67  

Source: Field Survey, 2012 
 
 
24.4.5 Constraints to LC policy in enhancing technological capacity building 

Majority of the respondents identified the following three key problems that affect the 
Local Content Policy’s ability to enhance technological capacity building of SMEs in the oil 
and gas industry: 

a. Thin industrial base: The lack of basic industry is a major impediment to increasing 
procurement within Nigeria. Companies import items as simple as nuts and bolts 
for lack of domestic supplies; the steel industry is not set up for the kinds of 
precision fabrication and moulding often required by the petroleum industry. 

b. Under developed capital markets: Owing to the capital intensive nature of oil sector 
activities, low funding is still a major growth constraint for SMEs in the Nigerian oil 
industry despite funding supports through linkages with financial institutions and 
government ministries/agencies (Table 24.1). 
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c. Inadequate public power supply: Almost all major operations in the oil and gas service 
sector require power which in Nigerian situation is grossly inadequate.  

SMEs has the ability to stimulates ingenious entrepreneurship; thus, they should be 
given all the necessary supports for growth so as to encourage entrepreneurship, and 
consequently to raise the absorptive capacity of SMEs to be able to gain from linkages.   
 
 
24.5. Conclusion and Recommendation 

The ultimate goal of the Local Content Policy is to promote the technological capacity 
building of SMEs through effective linkages with the oil sector as well as the rest of the 
Nigerian economy. There is no gainsaying that linkages are fundamental tools in the 
development of the oil and gas industry especially where the required capital and indigenous 
technical capacity are relatively in short supply. This study investigated the extent that the 
Nigeria’s OGI Local Content Policy has affected the technological capacity building of 
SMEs, given the enabling legislation. 

Based on the survey data, Local Content Policy has made significant contributions 
to technological capacity building of oil-servicing SMEs all of which were involved in some 
form of linkages which have strengthened their operations and know-how. The linkage 
arrangements have also enhanced their capacity to easily meet industry (ISO) standards and 
quality. However, the linkages between the oil servicing firms and the academic institutions 
and local research institutes still remained weak. This is one of the reasons for poor 
performance of R&D in the servicing firms; and consequently, inability to develop and use 
local technology. 

In addition to the technological capabilities, Local Content Policy has also 
stimulated Management capabilities in the oil and gas sector. About 71 per cent of the 
owners of the oil servicing firms have degrees, while the remaining with lower qualifications 
have training in oil and gas technology abroad. This shows that Nigerian oil servicing SMEs 
have requisite management knowledge and skills to run oil and gas businesses. 
Nevertheless, it is said that thin industrial base, under developed capital markets and 
inadequate power supply constitute the major constraints to Local Content Policy’s ability 
to enhance technological capacity building of SMEs in the industry.  

Based on the findings of this study, it is instructive to make the following 
recommendations: 

1. Local firms should endeavour to upgrade their technology in order to service the 
oil sector effectively. This may be easy if government encourage indigenous oil 
servicing SMEs to partner with foreign firms in the delivery of services to the oil 
sector operators. Training programs, supplier development and in-country R&D 
should be encouraged as early compliance mechanisms that will pay off with a 
significant multiplier over time. 
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2. Government should fully fund and equip the tertiary institutions and research 
institutes to function effectively in training and conducting R&D that will meet 
the required standard of the oil industry. 

3. The on-going privatisation and industrial policies in Nigeria should be fine-tuned 
to encourage more local ownership and joint venture in the oil and gas sector than 
before.  

4. The bank of industry, the small and medium scale industry equity investment 
scheme (SMIEIS) and the micro-finance banks should be strengthened to cater 
for the small and medium-scale enterprises. Besides, the cost of capital (interest 
rate) should be reduced to encourage indigenous investment in the oil sector. 
Cost-friendly loans should be provided through the Nigerian Content 
Development Fund (NCDF). 

5. Government expedite action on the deregulation of the power sector to promote 
adequate service delivery. 

 
References 

Acs, Z. J. and Armington, C. 2004. Employment growth and entrepreneurial activity in cities. 
Regional Studies, 38(8), pp. 911-927. 

Adenikinju, A. 2005. Analysis of the cost of infrastructure failures in a developing economy: the 
case of the electricity sector in Nigeria. African Economic Research Consortium (AERC). 
Research Paper 148, February. 

Adubifa, S. O. 1990. Human resources development in the developing countries. Journal of Third 
World Studies, 4(2), pp. 45-51. 

Aigbedion, I. and Iyayi, S. 2007. Diversifying Nigeria’s petroleum industry. International Journal of 
Physical Sciences, 2(10), pp. 263–270. 

Al-Moneef, M. 2006. The contribution of the oil sector to the Arab economic development. Paper 
presented at the high-level roundtable partnership for Arab development titled ‘A Window 
of Opportunity’, OFID, Vienna, Austria, May 5. 

Aneke, P. 2002. The role of major operators in the development of local content in the Nigerian 
oil and gas industry. Paper delivered during a National Seminar on the ‘Dynamics of 
equipment leasing and contract financing for local contractors in the oil and gas sector’, 
Port Harcourt, Nigeria. 

Ariweriokuma, S. 2009. The Political Economy of Oil and Gas in Africa: The Case of Nigeria. Routledge, 
New York. 

Ariyo, D. 1999. Small firms are the backbone of the Nigeria economy. Africa Economic Analysis, 
African Business Information Services, Bridgnorth, United Kingdom. 

Arundel, A. 2005. Innovation surveys and policy: lessons from the CIS, in: Micheline G. (ed), 
Technology Policy Brief, Vol. Issue, 2005. 

Ballantine, K. 2003. Beyond greed and grievance: reconsidering the economic dynamics of armed 
conflict. in: K. Ballentine and J. Sherman (eds), The Political Economy of Armed Conflict: Beyond 
Greed and Grievance, Lynne Riener, London, pp. 259–83 



367  Local Content Policy and Technological Capacity Building of SMEs 
 

David, M. 2003. Transformation in higher education in Nigeria. Journal of Education, 3(2), pp. 18-
26. 

Heum, P., Quale, C., Karlsen, J. E., Kragha, M., and Osahon, G. 2003. Enhancement of local 
content in the upstream oil and gas industry in Nigeria: a comprehensive and viable policy 
approach. Joint study by SNF-Institute for Research in Economics and Business 
Administration, Bergen, Norway SNF Report No. 25/03 [INTSOK, 2003]. 

Ihua, U. B. 2009. SMEs key failure-factors: a comparison between the United Kingdom and 
Nigeria. Journal of Social Sciences, 18(3), pp. 199-207. 

Ihua, U. B., Ajayi, C., and Eloji, K. N. 2009. Nigerian content policy in the oil and gas industry: 
implications for small to medium-sized oil-service companies. Proceedings of the 10th 
Annual International Conference of the International Academy of African Business and 
Development (IAABD 2009), Kampala, Uganda 19–23 May, pp 163–170. 

Ihua, U. B. 2010. Local content policy and SMEs sector promotion: the Nigerian oil industry 
experience. International Journal of Business and Management, 5(5), pp. 3 – 13. 

Kupolokun, F. 2004. Opportunities for local participation in the oil and gas industry. Seminar on 
Nigerian Content Development in the upstream of the petroleum sector, Abuja. 

MacPepple, D. 2002. An overview of operations of local contractors in the Nigerian oil and gas 
industry: key issues. Paper delivered at a technical workshop on local content, Port 
Harcourt, Nigeria. 

Mansell, R. & Wehu, U. (eds) 1998. Knowledge societies: information technology for sustainable development. 
United Nations Commission and Science and Technology for Development, New York. 

Monday, J., Ekperiware, M., Agorzie, C., Asaolu, T., and Siyanbola, W. 2010. Downstream oil 
deregulation and the Nigerian economy. Proceedings of the 34th Nigeria Statistical 
Association (NSA) annual conference, Owerri, Imo, 22 – 24 September, pp. 185 – 193. 

Napier, G., Serger, S. S., and Hansson, E. W. 2004. Strengthening innovation and technology 
policies for SMEs development in Turkey: opportunities for private sector involvement. 
International Organization for Knowledge Economy and Enterprises Development (IKED), Malmö.  

Neff, S. 2005. Memorandum on international best practice in development of local content in the 
energy sector. Paper presented to Nigeria National Stakeholders Working Group, Goldwyn 
International Strategies, LLC, 4th May. 

NNPC 2006. Nigerian Content. Excerpts from NNPC website: www.nnpconline.org 
Nwapa, L. 2007. Nigerian Content Development in the oil and gas industry. Paper presented at the 

41st Federation of Nepalese Chambers of Commerce and Industry (FNCCI) Conference, 
Kathmandu, Nepal, 20–21 November. 

Nwosu, H. U., Nwachukwu, I. N., Ogaji, S. O. T., and Probert, S. D. 2006. Local harnessing in 
crude oil and natural gas in Nigeria. Applied Energy, 83(11), pp. 1274-1287. 

Obuaya, T. 2005. Local content implementation in Nigeria: a road map. Paper presented at the 
Nigerian oil and gas conference, Abuja, Nigeria, 18–20 April. 

Odularu, G. O. 2008. Crude oil and the Nigerian economic performance. Oil and Gas Business, pp. 
1–29.   

Ogiemwonyi, C. O. 2001. Alliancing as tool to increase local content in the Nigerian oil industry. 
Paper presented at the offshore petroleum conference, Houston. 30 April – 4 May, pp. 1-
6. 



Energy Technology and Infrastructure for Development  368 

Ogunyomi, G., Alabi, A., Uwazie, C., and Okonji, P. 2010. Overview of the Nigerian content 
development act 2010. Newsletter (May), pp. 1–5. 

Oladele, A. O. R. 2001. Opportunities for indigenous participation in upstream industries. Paper 
presented at the NNPC workshop on improvement of local content, Warri, Delta, August, 
pp. 4–20. 

Oni, B. and Akerele, W. O. 1997. Capacity building in the public and private sectors. Human 
Resources Development Department Projects (NAMRP). 

Organization of the Petroleum Exporting Countries (OPEC) 2009. Annual Statistical Bulletin, 
Ueberreuter Print und Digimedia, Austria, pp. 21–60. 

Oyejide, T. A. and Adewuyi, A. O. 2011. Enhancing linkages of oil and gas industry in the Nigerian 
Economy. MMCP Discussion Paper No. 8, University of Cape Town and Open University. 

Ozigbo, N. C. 2008. Technological capacity building in the Nigeria’s oil and gas industry. 
Proceedings of the 19th Annual International Information Management Association, San 
Diego, CA, 13–15 October, pp. 51–63. 

Ozim, I. O. 2010. Analysis of the Nigerian oil and gas industry Content Act 2010. Aelex Newsletter, 
Lagos, pp. 1 – 6. 

PETAN 2010. Members Profile. Petroleum Technology Association of Nigeria, Abuja, Nigeria. 
Pigato, M. 2001. The foreign direct investment environment in Africa. Africa region working paper 

series No. 15, World Bank, Washington DC. 
Ross, M. L. 2003. Nigeria’s oil sector and the poor. Paper prepared for the UK Department for 

International Development (DFID) ‘Nigeria: Drivers of Change’ Program, 23 May. 
Rossi, C. A. 2011. Oil wealth and the resource curse in Venezuela. International Association for Energy 

Economics (IAEE) Energy Forum, Third Quarter, pp. 11–15. 
Stevens, P. 2008. A methodology for assessing the performance of national oil companies: 

background paper for a study on national oil companies and value creation. The 
international bank for reconstruction and development/The World Bank, Washington 
D.C, USA. 

Taylor, S. J. and Bogdan, R. 1998. Introduction to quantitative research methods: a guidebook and 
resource. John Wiley and Sons Inc., New York. 

Sriram, V. and Mersha, T. 2010. Stimulating Entrepreneurship in Africa. World Journal of 
Entrepreneurship Management and Sustainable Development, 6(4), pp. 257 – 272. 

United Nations Conference on Trade and Development (UNCTAD)/CALAG Capital 2006. 
Creating local linkages by empowering indigenous entrepreneurs (Volume 1 – Nigeria). 
Report on African oil and gas services sector survey by United Nations, New York and 
Geneva. 

United Nations Economic Committee for Africa (UNECA), 2005. Economic Prospects for African 
Countries, Addis Ababa, Ethiopia, pp. 5-7. 

World Bank 2000. Attacking Poverty. World Development Report 2000/2001, Washington D.C., 
pp. 14-16. 

 
 
 
This paper is in the Proceedings of the 5th Conference of the Nigerian Association for Energy Economics, titled: ‘Energy Technology and 
Infrastructure for Sustainable Development’ 


