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I. Overview

1. The 2004 National Economic Empowerment and Development Strategy (NEEDS)
focuses on Nigeria’s commitment to rapid and sustainable growth and poverty
reduction. NEEDS is based on three pillars: (i) empowering people and improving social
service delivery; (ii) fostering economic growth, in particular in the non-oil private sector; and
(ii1) enhancing the effectiveness and efficiency of government and improving governance.
This Joint Staff Advisory Note (JSAN) was prepared in response to two recent events: (i) the
e-classification of Nigeria as an IDA-only country on June 2, 2005, and (ii) the authorities’
request for the IMF to support their reform program under a proposed non-borrowing
instrument. Since NEEDS was prepared about 18 months ago, the JSAN presents an
assessment of the strategy itself, progress in its implementation to date and the staffs’ advice
on key priorities for strengthening NEEDS and its implementation.

2. The staffs of IDA and the IMF consider NEEDS a significant achievement. NEEDS
presents a first attempt to clearly articulate a coherent and comprehensive vision for economic
growth and poverty reduction in Nigeria. In the view of the staffs, NEEDS correctly identifies
the key development challenges Nigeria faces and proposes a response that is broadly sound.
However, more work is needed to (i) understand better the nature and dynamics of poverty in
Nigeria; (ii) prioritize and sequence the different elements of the strategy; (iii) make NEEDS
more operational by detailing and costing specific sectoral strategies and programs to achieve
the goals and objectives; and (iv) design and implement a strong evaluation and monitoring
framework. Implementation of the strategy in 2004 and the first half of 2005 has been
impressive, especially in the area of macroeconomic policies, but implementation of the
overall strategy will need to be deepened and sustained over a period of time to begin to yield
the desired impact on poverty.
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3.  Within the framework of Nigeria’s federation, policy coordination between the
three tiers of government is critical for achieving poverty reduction objectives. This
presents an important challenge that cuts across all sectoral initiatives and requires a much
better definition of the roles and responsibilities of the various levels of government. The
federal government has set up a framework to make subnational governments active partners
in a nationally coordinated economic reform and poverty reduction strategy. Under the
umbrella of NEEDS, all 36 states have now developed state specific poverty reduction
strategies—State Economic Empowerment and Development Strategies (SEEDS), and
35 states have volunteered to be assessed on their SEEDS and on their implementation
performance to date. This presents, for the first time, an avenue for coordinated
macroeconomic and sectoral policies, including reform strategies in priority areas.

4.  The staffs recommend that the federal government accelerate the preparation of
the first annual progress report and revise and update NEEDS based on the recent
implementation experience. Special attention should be paid to clarification of program
targets in the core social sectors, as well as stronger linkage between NEEDS targets and
MDGs. In addition, several sectoral strategies will have to be developed to facilitate
implementation of NEEDS policies.

I1. Poverty Diagnosis

5.  Poverty diagnosis in NEEDS is constrained by weak statistics on poverty,
particularly on income poverty. Surveys in 1980 and 1992 showed an increase in
percentage of Nigerians living below the relative poverty line (defined as expenditures of less
than 2/3 of the average per capita household expenditures), from 28 percent to 43 percent.
A 1996 survey suggested a further increase in this level to 67 percent, but this is likely to be
an overestimation in the light of the trend in GDP per capita over the same period (in addition,
the various household surveys are not fully comparable over time). Based on the 1996 survey,
the NEEDS document indicates that in 1999, over 70 percent of Nigerians lived below this
relative poverty line, with an estimated 70 percent of this group living in rural areas. The
available data on non-income indicators are weak as well, but they also suggest a high
incidence of non-income poverty, especially in the rural areas. Life expectancy is a mere
54 years, and infant mortality (100 per 1000 live births) and maternal mortality (704 per
100,000 live births) are among the highest in the world. Only 64 percent of school age boys
and 58 percent of girls attend primary school. These outcomes vary widely by income and by
geographic location.

6. A National Living Standards Measurement Survey (LSMS) was completed in 2004.
Preliminary data from this source provide some of the first high-quality data on poverty
levels in Nigeria. Based on this data, the National Bureau of Statistics (NBS) estimates that in
2004, 54 percent of Nigerians lived below the relative poverty line of 2/3 of per capita
household expenditures, while 22 percent lived below the extreme relative poverty line of
1/3 of average per capita household expenditures. Due to differences in coverage, these data
are not directly comparable to earlier surveys. However, the current data provide a good
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baseline for future poverty measurements. The LSMS also provides a good opportunity for
stronger poverty diagnosis to inform the updating and operationalization of NEEDS.

7. To move towards an effective poverty monitoring system, the staffs recommend
that the government strengthens its framework for generating, regularly updating and
disseminating income and non-income poverty data. Capacity for poverty monitoring and
analysis at the NBS needs to be strengthened as part of the ongoing restructuring of the
agency. An important short term priority in this area is the implementation of a national Core
Welfare Indicators Questionnaire (CWIQ) survey in 2005.

II1. Macroeconomic Policies and Framework

8.  The staffs of IDA and the IMF support the thrust of the macroeconomic policies
proposed in the NEEDS document. The introduction in 2004 of a reference oil price in
budget decisions is central to Nigeria’s efforts to strengthen management of the volatility of
oil revenue. Fiscal restraint, along with tight monetary policy was consistent with
macroeconomic stability and inflation was reduced significantly by end-2004. Developments
in the first half of 2005 were characterized by a pick-up in inflation and broad money growth.
However, in June, the Central Bank of Nigeria (CBN) initiated actions to reduce broad money
growth, including an increase in commercial banks’ reserve requirements. The authorities
have committed to implement a prudent fiscal policy consistent with maintaining
macroeconomic stability and will therefore contain the 2005 non-oil primary deficit to
41 percent of non-oil GDP, while the deficit in 2006 is expected not to exceed 38 percent of
GDP.

9. The medium-term macroeconomic framework presented in the NEEDS document
is broadly in line with staff projections under a policy reform/high growth scenario. The
medium-term macroeconomic outlook is positive against the backdrop of international oil
prices that have increased substantially after the completion of the NEEDS document.
Accordingly, external reserves have increased much faster than anticipated in NEEDS.
NEEDS aims at achieving a medium-term annual growth of 7-9 percent in the non-oil
economy, equivalent to real per capita income growth of about 4 percent, while maintaining
single digit inflation, raising gross international reserve coverage to 7-8 months of imports
(goods), and reducing the public debt burden to sustainable levels. Such sustained high
growth rates are necessary to halve poverty by 2015 to meet the MDGs. To achieve these
goals, which are very ambitious, overall favorable economic conditions and a strong
coordinated implementation of reform policies will be needed across all main economic
sectors. As done in some other countries preparing PRSPs, it may be useful to consider in the
future alternative macroeconomic scenarios, some of which may be more in line with past
experience. The staffs also recommend that fiscal projections in future NEEDS documents
focus on the consolidated fiscal position, rather than just the federal government’s fiscal
position.

10. NEEDS provides for a considerable increase in public investments, which
primarily reflects the government’s desire to address the country’s vast development
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requirements. Nevertheless, this may result in a wider non-oil fiscal deficit and complicate
the management of monetary policy, while leading to spending inefficiencies and crowding
out exports and private investment. The staffs stress the importance of improving expenditure
management, including by cost-benefit analyses for large investment projects, in order to
reduce these risks (see below).

11. The staff considers the passage and implementation of the Fiscal Responsibility Bill
proposed in NEEDS as central to the sustained implementation of prudent fiscal policy,
and to the reduction of the risks posed to macroeconomic stability by Nigeria’s fiscal
federalism. The bill clarifies intergovernmental fiscal relations and the roles of the executive
and the legislature in the budgetary process and sets out transparency requirements, sanctions
for noncompliance, guidelines for budgetary practices, and a fiscal framework centered on an
oil price-based rule. This will help improve macroeconomic management over the medium
term. The staffs urge the authorities to complete work on the draft and intensify their efforts to
gamer support for the bill in the National Assembly and amongst state governors. As
indicated in NEEDS, more work is also needed to improve revenue administration.

12. NEEDS rightly recognizes that Nigeria’s trade and tariff policies are out of tune
with the rest of ECOWAS and with other developing countries and envisages a move to
the ECOWAS Common External Tariff and the removal of the myriad of ad-hoc non-
tariff barriers currently existing in Nigeria. The staffs recommend that the government
ensures that this major reform of the foreign trade regime is implemented in the second half of
2005 as scheduled. The new tariff system has four tariff bands (0, 5, 10 and 20 percent). A
temporary 50 percent tariff band will be applied to selected imports that compete with locally
produced goods. Import bans will be phased out by end-2006 and the 50 percent tariff band by
end-2007, respectively. These measures are expected to enhance growth, redress anti-export
bias in the current regime, and diminish incentives for smuggling and parallel market foreign
exchange transactions. The staffs advise against NEEDS’ proposal to use import restrictions
to facilitate the restructuring of selected firms and industries, as this will harm other sectors of
the economy.

IV. Public Expenditure Management

13. NEEDS places considerable emphasis on strengthening public expenditure
management to ensure that spending is effective, efficient, and clearly linked to the
achievement of objectives of NEEDS. The key elements of the strategy—improving the
budgetary planning process, maintaining an oil-price based fiscal rule, adopting a Medium
Term Expenditure Framework (MTEF), making public procurement open and competitive,
strengthening the budget office, and ensuring better collaboration between the executive and
the legislature on the budget—are sound. The authorities are now preparing an MTEF. Eight
major ministries will formulate their medium term objectives and strategies in line with
NEEDS and the MDGs, and link their spending programs to these objectives within the
MTEF. In addition, a virtual poverty fund will be set up to track poverty-reducing spending.
The authorities also aim to undertake annual public investment reviews and cost-benefit
analyses for large investment projects to ensure rationalization of capital spending. However,
more work is needed to detail the strategy to strengthen public expenditure management and
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the timeline for implementation. Financial management processes need to be modernized and
a system for poverty-focused expenditure tracking and reporting for state and local
governments needs to be developed. The staffs also recommend that the authorities renew
efforts to secure passage of the Public Procurement Bill, which provides for establishment of
a Public Procurement Bureau to oversee all public procurement.

V. Sectoral Policies

14. Agriculture is identified as a major priority in NEEDS, but the strategy for
achieving the ambitious performance targets needs to be better articulated and
operationalized. Agriculture is the backbone of the rural economy, and since about
70 percent of the poor live in rural areas, agricultural growth would have a high impact on
reducing poverty. Nigeria’s rich endowment of land and water resources confers a high
potential for agricultural growth, but this potential is not being realized. The staffs stress that
the achievement of the government’s vision for agriculture as a major driver of growth and
poverty reduction will require development of a comprehensive agricultural development
strategy that directly addresses issues related to (i) the coordination of policies, including
government support, in the sector; (ii) access to key production inputs such as seeds, fertilizer,
and credit; (iii) definition of roles and responsibilities among the various actors in the sector,
(iv) sequencing of interventions, and (v) strengthening cross-sector linkages.

15. The staffs agree with the education and training strategy outlined in NEEDS, and
urge the authorities to flesh out the operationalization and costing of the strategy. More
detailed analysis of the institutional and administrative structure for implementation is also
recommended. The staffs also urge the authorities to prepare national and state secondary and
tertiary education strategies in line with the objectives of NEEDS that aim to realign
education with the needs of the labor market. More analysis of the growing demand for
middle and higher level skills and how the quality of graduates can be improved at each level
is needed. The staffs propose that the authorities review experiences in other federal systems
regarding the use of matching grants in education and heaith to help define more clearly how
the matching grants system suggested in NEEDS can be operationalized.

16. The Universal Basic Education (UBE) Act, passed in May 2004, sets out roles and
responsibilities and a new organizational structure at the federal level. It includes a
definition of the roles of federal agencies for formal education, non-formal programs, early
childhood and nomadic education. Despite the considerable effort in the preparation of the
UBE program, implementation will be challenging and will require close coordination
between federal, state and local governments.

17. NEEDS provides a comprehensive list of necessary activities in the health sector
and supports the finalization of important legislation defining a national health system
and the responsibilities of the three levels of government in the sector. The health sector
strategy outlined in NEEDS is extremely ambitious in terms of what can realistically be
accomplished within the proposed time frame. Moreover, there is no clear indication of
priorities and little indication of a sequence for introducing the changes. The staffs
recommend that the authorities work to prioritize and detail the strategy, including by
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articulating elements that, as the NEEDS indicates, are yet to be prepared. The staffs stress the
need for policies to address the large disparities across regions in health services utilization
and health outcomes and the need for increased funding of the sector, especially at state and
local government levels. In addition, within the new set of government responsibilities
defined in the National Health Act, all stakeholders will have to work hard to build the
ownership and capacity of state governments, while simultaneously getting federal agencies
to play a more facilitating, as distinct from implementing, role.

18. To implement NEEDS’ health sector strategy, the authorities have prepared a new
National Health Policy (approved in 2004) and a detailed Action Plan for achieving
progress towards the MDGs. Key elements of the action plan include (i) a strengthening of
the role of state governments in supporting local governments to provide basic health services
(ii) developing a National Health Insurance Scheme to help more effectively channel the
significant private resources in the system; and (iii) strengthening the federal government’s
direct support to primary health care under the Health Act. Each of these elements presents a
significant coordination and technical challenge.

19. With a prevalence rate of S percent, Nigeria is at the tipping point for an expansion
of HIV/AIDS. NEEDS unambiguously recognizes the potential negative impact of
HIV/AIDS on the economic and social well being of Nigerians and outlines a sound strategy
for meeting this challenge.

20. NEEDS recognizes the importance of a competitive private sector for rapid and
broad-based economic growth in Nigeria. The strategy focuses on reducing administrative
and regulatory barriers, promoting privatization, enhancing access to key infrastructure and
specific measures to promote growth in selected key sectors. The discussion of private sector
development however focuses on the formal capital intensive segment of the sector. The staffs
recommend that greater emphasis be placed on strategies to develop the currently non-formal
small scale sector and allow these enterprises to transit to the formal economy. The authorities
will also need to pay greater attention to analytical work on labour market dynamics and the
extent to which labour market regulations constrain productivity and growth.

21. As part of the strategy to develop the private sector, NEEDS highlights the
importance of a well developed and stable financial sector and outlines an ambitious
strategy in this regard. Progress has been already made in its implementation. The CBN
announced a major bank restructuring reform in July 2004. The minimum capital requirement
will be increased from about USS$1S5 million to US$190 million at end-2005. The
capitalization program is supported by measures to encourage bank consolidation through
mergers and acquisitions. A high-level steering committee to guide the process was
established in June 2005. While welcoming these steps, the staffs recommend that the CBN
develops a strategic plan to deal with failing banks, strengthen its legal powers to close them,
and enhance banking supervision. Moreover, the scope of the financial sector reform program
needs to be broadened to improve the lending environment for banks and increase the
capacity of the financial system to fulfill the financial service needs of the economy.
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22. NEEDS emphasizes rapid development of energy resources as critical for growth
and poverty reduction. It outlines an ambitious strategy to raise generation capacity by over
3000 MW in the next three years through public private partnerships. The staffs recommend
that in parallel with this effort to raise generation, adequate attention be paid to strengthening
and improving transmission and distribution networks. The staffs also recommend that the
recently adopted Electric Power Sector Reform Act be fully implemented, particularly in
terms of expeditious set up of the regulatory framework and establishment of a competitive
market for open access to the grid, to ensure the proper environment for more active
engagement of the private sector. Since incremental power generation will depend crucially
on access to domestic natural gas and associated essential infrastructure investments, the
staffs also urge sustained pursuit of reforms in the gas sector. In addition to steps to improve
transparency in the petroleum sector, the staffs advice completion of ongoing
commercialization of the NNPC, the privatization of the oil refinery complexes and the
articulation of a national petroleum sector strategy, which should inciude a plan for the re-
introduction of a market-based mechanism for setting petroleum product prices. Considerable
work has been done on appropriate strategies to encourage development of the local gas
market. Reform legislation, which is now under consideration in the National Assembly, has
to be adopted shortly. In addition, more attention could be paid in the strategy on the issue of
access and affordability of energy services (and in fact other basic infrastructure services) at
the household level, especially for the poor.

23. The weak financial discipline in the power sector requires further government
attention. The annual subsidy from the federal budget to cover financial losses and
investments in the sector amounts to nearly US$400 million, higher than the federal budget
for health. It will be important to identify the “full costs” of providing power and begin to
translate this into appropriate pricing of the service, while introducing adequate mitigation
measures to protect vulnerable groups. As part of efforts to improve financial discipline in the
sector, the government is also implementing a strategy called CREST (Commercial
Reorientation of Electricity Sector Toolkit) that targets loss reduction, energy accounting,
commercial improvements and customer service enhancements. The objective is to build
value in the distribution business in order to pave the way for further reforms and private
sector participation.

24. Implementation of the reforms underpinning the power strategy gained
momentum with the unbundling of National Electric Power Agency into eleven
distribution business units, six generation units and a Transmission Business Unit
between January and October 2004. These units are now operating as virtual companies as
a prelude to their eventual set up as registered public companies under the new Electric Power
Sector Reform Act.

25. The transport strategy which focuses on rapidly privatizing key infrastructure
services; providing targeted transport service interventions for the poor and vulnerable;
and encouraging public-private partnership in the delivery and management of
transport infrastructure is appropriate. It also stresses the importance of sustainable road
maintenance arrangements. The staffs recommend that the specific institutional and policy
reforms needed to ensure service efficiency and sustainability be elaborated. The staffs also
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urge the government to pay specific attention to (i) enacting the Public-Private partnership in
Infrastructure Bill, and entrenching the principle of balanced share of risks by adoption of a
transparent costing process in the infant stages of the partnerships; (ii) drafting and enacting
legislation to establish the proposed Federal Highway Authority; (iii) drafting and enacting
legislation to establish the National Roads Board and the Road Fund to finance road
maintenance on a sustainable basis; and (iv) assisting states in improving mobility of and
access to all season roads by rural communities.

26. In line with this strategy, the government has now begun implementation of both
port and railway reforms aimed at institutional restructuring, streamlined staffing,
improved private sector participation and establishment of an independent regulator.
Negotiations are underway for the management of four port terminals to be handed over to
private operators.

27. NEEDS highlights the government’s desire to accelerate privatization. While the
privatization strategy is sound, the pace of the process was disappointing in 2004. However,
the authorities have ambitious plans for further privatizations and concessioning in 2005-06,
including in key sectors such as oil and gas, power, telecommunications and transport. The
government is also taking steps to upgrade legal and regulatory frameworks, creating a
regulator for each sector to ensure transparency and accountability, and expanding market
opportunities for private sector participation, including in unbundled services for the power
and oil and gas sectors. In the area of privatization as well as in a number of other sectoral
reform areas considered above, it will be important for the authorities to consider conducting
Poverty and Social Impact Analyses of the potential impact of selected reforms on the poor.

VI. Governance, Transparency and Accountability

28. Strengthening the accountability and transparency of public policies, fighting
systemic corruption in public institutions, and enforcing the rule of law are central
elements in NEEDS. The authorities believe that weak governance practices have been the
root cause for Nigeria’s poor economic performance and stalled reform efforts. The NEEDS
strategy is comprehensive and broadly sound. Its specific elements include greater budget
transparency; transparency in the oil sector; procurement reform, strengthening of anti-
corruption agencies such as the Independent Corrupt Practices and Related Offences
Commission (ICPC) and the Economic and Financial Crimes Commission (EFCC); and
review and strengthening of relevant laws and regulations. Implementation of these measures
has been vigorous. The government has raised the profile of its anticorruption drive through
the arrest and trial of high-level officials. A civil service reform program has recently been
extended from the pilot ministries and agencies to the entire civil service, and work is under
way to computerize the civil service roster and the payroll.

29. Nigeria has made significant progress in advancing its commitment to the
Extractive Industries Transparency Initiative (EITI). Passage of an EITI bill, expected
before end-2005, will provide the legal basis for collecting and publishing oil revenue data.
Furthermore, an international firm is auditing the oil and gas accounts of both government and
oil companies for 1999-2004. Physical and cost audits of the oil and gas industry will follow
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and the results are expected to be published by the end of 2005. Campaigns have also started
to inform the wider public about the objectives of EITI and its relevance to the Nigerian
population. Other critical actions include the publication of audited NNPC accounts and
transparent licensing of new exploration and production rights. The staffs advice that in line
with the EITI, the above transparency and good governance initiatives be extended beyond
the government departments/ministries to cover major parastatals.

VII. Participation, Coordination, and Monitoring

30. The authorities have deepened civil society consultation and participation during
NEEDS preparation and implementation. Core information is being provided to the
Nigerian public on the management of public expenditures and on the NEEDS objectives.
This is empowering Nigerians to demand accountability from the government. The federal
government has also begun efforts to bring civil society into consultations on budget
preparation.

31. The poverty reduction strategy has been an important vehicle for donor
coordination. Nigeria’s donor partners worked closely to support the preparation of the
NEEDS and have also supported the ongoing benchmarking of states’ performance under
their SEEDS. Donors are now framing their assistance around NEEDS and SEEDS, thus
bringing greater coherence into donor support programs. The World Bank and DFID have
prepared a joint strategy of assistance to Nigeria and other donors are likely to join this
partnership. On the side of the government, donor coordination is being strengthened through
the consolidation of this function within the federal Ministry of Finance.

32. The government has recently inaugurated a high level Committee for Monitoring
progress towards the implementation of NEEDS/SEEDS and the MDGs. This is chaired
by the President and includes state governors, key ministers and directors of federal agencies.
A technical secretariat to inform the work of this high level committee has also been set up.
An MDG monitoring framework, which includes an expenditure tracking system, is being put
in place. However, monitoring of NEEDS/SEEDS and the MDGs and tracking expenditures is
complicated by Nigeria’s federal structure and the considerable autonomy of states and local
governments. A particular challenge will be to define proper roles and build adequate capacity
for several agencies (such as Joint Planning Board, National Council on Development
Planning, etc.) that are central to program monitoring. The staff highlighted the need for
considerable technical assistance over a period of time to build needed capacity, particularly
at the state and local levels. Building capacity of civil society to engage on budgets and on
NEEDS will need to be a central element of this effort. The staffs noted the critical
importance of considerably strengthened statistics for adequate monitoring and evaluation of
the NEEDS.

VIII. Conclusion
33. In sum, Nigeria’s poverty reduction strategy is a major first step forward in

defining a credible agenda and framework for economic growth and poverty reduction.
Given the complexity of Nigeria’s poverty reduction challenge, more work is needed in
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subsequent revisions of the NEEDS to further prioritize, detail and operationalize the strategy,
amend it in light of implementation experience and prepare a detailed costing of the program.
In addition, a strong monitoring and evaluation framework needs to be built to regularly
assess outcomes and impact. Implementation of the macroeconomic aspects of the NEEDS in
2004 and early 2005 has been impressive. The authorities have taken bold steps to improve
macroeconomic policy management and to tackle corruption, in keeping with their intention
to consolidate democracy and improve the business climate.

34. At the same time, the staffs point to considerable risks for successful
implementation of the NEEDS. Domestic political support for reforms could diminish as
Nigeria approaches the 2007 national elections. There are also fundamental risks associated
with a possible negative oil price shock. Finally, institutional and technical capacity within the
public service to implement and monitor the NEEDS is limited. To reduce these risks, the
staffs recommend (i) adhering to the oil-price based fiscal rule, based on a conservative
international reference price for oil; (ii) accelerating adoption of core reform laws (such as
fiscal responsibility, procurement, and EITI bills); (iii) strengthening the government
communication strategy to increase understanding of the benefits of reforms; and (iv)focusing
implementation efforts to achieve “quick wins” in service delivery.

35. As the government strengthens the focus and implementation of its poverty
reduction strategy, the main challenges are:

e to maintain sound macroeconomic policies and strengthen the links between the poverty
reduction strategy and annual government budgets by the timely development and update
of a Medium-Term Expenditure Framework aligned with the strategy;

e to strengthen the basis for private sector growth by improving power and transport
infrastructure;

e to improve transparency and accountability of the public sector, rationalize the public
investment program, and reduce corruption;

e to secure adequate resource allocations for the health and education sectors, improve
service delivery, and develop a poverty-related expenditure tracking and reporting system
for all government levels; and

e to update NEEDS, develop sectoral strategies, strengthen the links between NEEDS and
SEEDS, and develop NEEDS-based performance targets and progress reporting.

IX. Issues For Discussion

e Do Directors support the staffs’ view that NEEDS is a major first step forward in defining
a credible agenda for economic growth and poverty reduction in Nigeria?

e Do Directors agree with the priorities for strengthening NEEDS and its implementation, as
identified by the staffs?

e Do Directors agree with the major risks to the strategy, and the measures that could be
taken to mitigate these risks, as identified by the staffs?
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Foreword

The National Economic Empowerment and
Development Strategy (NEEDS) is the response to
the development challenges of Nigeria. In 1899,
most people grossly undersstimated the extent of
social, political, and economic decay of the
country. Since 1999, we have succesded in
stabilizing the polity, consolidated the democratic
governance structure, and made modest
progress in the social and economic spheres.
Over the next few years (2003-07), NEEDS wiill
consolidate the achievements of the previous four
years and lay a solid foundation for sustainable
poverty reduction, employment generation,
wealth creation, and value recrientation.

Nigeria has all it takes (human and material
resources) to become the strongest economy in
Africa—and one of the leading economies in the
world in the longer term. The goal of NEEDS is to
mobilize the resources of Nigeria to make a
fundamental break with the failures of the past
and begueath a united and prosperous nation to
generations to come.

| am particularly happy that if there is
anything like a home-grown reform programme,
NEEDS is it. For the first time, we embarked on
an extensive consultative and participatory
process, involving major stakeholders in the
design of NEEDS. It is this national ownership,
together with the results already visible, that will
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ensure the sustainability of the NEEDS beyond
2007. As we all know, it is only bad plans that
do not allow for periodic amendments. NEEDS
is a living document, and aspects of it may be
modified in the light of implementation experi-
ences. Nigerians have agreed, however, that the
major thrusts of NEEDS are what Nigeria needs
to move forward.

The reform programme is rightly ambitious.
For one thing, we need focused goals and
ambition to make progress. The programme
reflects the impatience of Nigerians to see things

’ change dramatically and also the fact that Nigeria

has immense potential waiting to be unieashed,
talents to be tapped. Having lost some decades,
we are in haste to cover lost ground, catch up
with our contemporaries, and become the largest
and strongest economy in Africa. We ars,
however, mindful of the need to sequence the
reforms to minimize the costs and preventable
pitfalls while maximizing the benefits.

While we look forward to a better future
under NEEDS, we are not unmindful of the long
and difficult journey ahead. The economic and
development agenda under NEEDS must of
necessity be complemented by other reforms—
especially in the electoral and political gover-
nance architecture that is consistent with
deepening and sustaining democracy. The
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political class, legislature, and judiciary need to
also think about and act on reforms so that we
all can build a more sustainable future.

Some state governments have already
designed and are implementing their own State
Economic Empowerment and Development
Strategy (SEEDS). Other states need to
complete their own SEEDS as necessary
complements to NEEDS. As the saying goes, if
you fail to plan, you plan to fail. Medium-term
planning also needs to be mainstreamed at the
local government levels, and more effective
accountability and transparency need to be
instituted at the lower levels of government. For
sustainable poverty reduction in Nigeria, the

states and local governments also need serious
reforms.

Finally, let me commend NEEDS to all
Nigerians and to all stakeholders in the Nigerian
economy. It is your plan: seize it with both hands.
It should be our collective responsibility to ensure
effective implementation and monitoring. Chapter
11 on implementation details the roles and
responsibilities of everyone in ensuring effective
implementation. Everyone has a role to play. If
everyone plays it well, Nigeria will surely be great
again—and soon. In my dreams | see a new
Nigeria in the hands of God. As | traverse all parts
of Nigeria, | feel a new Nigeria emerging. Let us
therefore join hands and make Nigeria even better.

Olusegun Obasanjo, GCFR
President, Federal Republic of Nigeria
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Preface

This is the first volume of the National Economic
Empowerment and Development Strategy
(NEEDS) working document. After two months of
nationwide consultations and debates on the
earlier draft document, it was substantially
revised, as comments and contributions received
from stakeholders and government officials were
incorporated. The volume specifies the broad
strategic thrusts, targets, and instruments of
NEEDS, charting the overall direction of change,
the destination, and how to get there. Volume I,
the Implementation Guids, includes matrices of
objectives, specific targets, implementation
timelines, responsible agencies, and similar detail

for each reform element described in this volume.

Work is still ongoing on some technical
aspects of the strategy, especially on costing the
programme; developing nationally coordinated
sectoral strategies for agriculture, the environ-
ment, health, education, water, and infrastruc-
ture; and streamlining and rationalizing
implementation agencies and the coordination
framework. The federal ministries responsible for
these issues will collaborate with the National
Planning Commission, with the respective state
government ministries, and with relevant
stakeholders to develop the national sectoral
strategies and project plans. National sectoral
councils will play a critical role in this process.
The output of these sector-wide strategies will
feed into the revisions of the NEEDS document.

NEEDS provides a framework for a nationally
coordinated programme of action by the federal,
state, and local governments. Most of what is
articulated here refers to actions by the federal
government. However, with state and local
governments controlling half of consolidated
public sector spending, effective coordination
among the tiers of government in the federation
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is key for success. Without state and local
governments, federal programmes alone would
amount to attempting to clap with one hand.

The importance of coordination was
recognized very early in the development of
NEEDS. Through the statutory organs for
intergovernmental coordination (the National
Economic Council, the National Council for
Development Planning, and the Joint Planning
Board), state governments not only endorsed the
thrusts of NEEDS but also committed to
developing State Economic Empowerment and
Development Strategies (SEEDS).

The states also agreed on a minimum set of
priorities that each state government must reflect
in its SEEDS, namely, agriculture, small and
medium-size enterprises, rehabilitation and
maintenance of infrastructure (especially roads),
and public finance reforms and transparency. The
National Planning Commission is collaborating
with donor agencies to provide technical
assistance to the states in developing their
SEEDS as a necessary complement to NEEDS.
Using the Guidance Manual it prepared, the
National Planning Council is organizing training
workshops for the states in the six geopolitical
zones of the country on preparing, monitoring,
and evaluating state plans.

In addition, work will soon begin on a full
Medium-Term Expenditure Framework and a
clearly articulated Project Plan for the medium
term. A policy matrix {indicating the status of
each policy measure) is also being prepared.

The 2004 budget proposals already reflect
some of the major thrusts of NEEDS. The sectors
that are key to poverty reduction—health,
education, electricity, roads, and water—received
the highest priority in resource allocation, receiving
about 60 percent of the total capital budget.
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NEEDS is Nigeria's
plan for prosperity
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Overview

What Is NEEDS?

NEEDS—the National Economic Empowerment
and Development Strategy—is Nigeria’s plan
for prosperity. It is the people’s way of letting
the government know what kind of Nigeria they
wish to live in, now and in the future. It is the
government’s way of letting the people know
how it plans to overcome the deep and
pervasive obstacles to progress that the
government and the people have identified. It is
also a way of letting the international commu-
nity know where Nigeria stands—in the region
and in the world—and how it wishes to be
supported.

What is the vision for Nigeria? What kind of
Nigeria do we want for ourselves, for our
children, and for the rest of the world? These
questions were our starting point in creating a
plan for prosperity. In the three years it took to
develop NEEDS, a dedicated team travelled the
country, holding meetings and workshops to
identify what the Nigerian people want for the
future, what problems they face, and what can
be done to overcome them.

NEEDS is the people’s plan. It is up to regular
Nigerians as well as the government to see that it
is implemented.

A Vision of Tomorrow’s Nigeria

The NEEDS vision is based on the Constitution;
the Kuru Declaration (box 1); previous initiatives,
such as Vision 2070; and the widespread
consuiltation and participation throughout Nigeria
that was part of the NEEDS process. The
programme’s core values draw on the Vision
2010 report, which recognized the importance of
respect for elders, honesty and accountability,
cooperation, industry, discipline, self-confidence,
and moral courage.

Before the restoration of democracy, Nigeria
suffered setbacks that tarnished its reputation. A
primary aim of NEEDS is to create a new Nigerian
citizen who values hard work and who realizes that
one cannot have something for nothing. Achieving
this aim may be the strongest action Nigeria can
take to build a better future for its people.

Box 1 The Kuru Declaration

The 2001 Kuru Declaration embodies the vision we
have for Nigeria: to build a truly great African
democratic country, politically united, integrated and
stable, economically prosperous, socially organized,
with equal opportunity for all, and responsibility from
all, to become the catalyst of (African) Renaissance.
and making adequate all-embracing contributions,
subregionally, regionally, and globally.




Although Nigeria is rich in natural and human
resources, 7 of every 10 Nigerians live on less
than $1 a day. NEEDS wishes to make poverty a
thing of the past in Nigeria. It aims to create a
Nigeria that Nigerians can be proud to belong to
and grateful to inhabit, a Nigeria that rewards
hard work, protects its people and their property,
and offers its children better prospects than
those they may be tempted to seek in Europe or
the United States. All citizens, regardless of
gender, race, religion, or politics, should feel that
they have a stake in Nigeria’s future and that their
loyalty and diligence will be rewarded. The
NEEDS vision is also one in which Nigeria fulfils
its potential to become Africa’s largest economy
and a major player in the global economy.

How Can NEEDS Help Realize This Vision?
NEEDS focuses on four key strategies: reorienting
values, reducing poverty, creating wealth, and
generating employment. It is based on the notion
that these goals can be achieved only by creating
an environment in which business can thrive,
government is redirected to providing basic
services, and people are empowered to take
advantage of the new livelihood opportunities the
plan will stimulate (figure 1).

NEEDS sets out far-reaching public reforms
that will make clear that corruption and graft will
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be punished. The National Crientation Agency
and its state-level counterparts will be strength-
ened to lead a campaign to re-instil the virtues of
honesty, hard work, selfless service, moral
rectitude, and patriotism. The campaign will draw
on resources from a variety of government
agencies, nongovernmental organizations
(NGQs}, and community-based organizations,
including schools colleges, universities, and
private sector, religious, social, cultural, and
traditional organizations.

NEEDS is about the Nigerian people. Their
welfare, health, employment, education, political
power, physical security, and empowerment are
of paramount importance in realizing this vision of
the future. To reduce poverty and inequality, the
plan proposes acting on several fronts:

o Offering farmers improved irrigation,
machinery, and crop varieties will help
boost agricultural productivity and tackle
poverty head on, since haif of Nigeria's
poor people work in agriculture.
Supporting small and medium-size
enterprises will help create jobs. Together
with the state economic empowerment
and development strategies (SEEDS},
NEEDS seeks to implement an integrated
rural development programme to stem the
flow of migration from rural to urban areas.

NEEDS focuses on
four key strategies:
reorienting values,
reducing poverty,
creating wealth, and
generating
employment
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¢ Half of Nigeria’s people are children, the
bridge to a prosperous future. NEEDS
recognizes the importance of children by
making the improvement of the education
system a top priority.

¢ HIV/AIDS is a major social and health prob-
lem. It also threatens the country’s produc-
tivity and economy. The plan is to improve
the system of health care delivery, with
emphasis on HIV/AIDS and other prevent-
able diseases, such as malaria, tuberculosis,
and reproductive health-related illnesses.

s NEEDS calls for replacing the pension
scheme, which is in crisis, with a
contributory scheme. It proposes special
programmes targeting people who have
the weakest political voice and who are
most vulnerable to the ravages of poverty.
Laws and programmes will be imple-
mented to empower women, children, the
disabled, and the elderly.

NEEDS emphasizes the critical importance of
improving infrastructure. More—and more
reliable—electricity and a new and better
maintained network of roads will encourage
businesses to expand.

NEEDS gives special support to agriculture,
industry, small and medium-scale enterprises, and
oil and gas. Under the plan, the government will
seek long-term capital for investment. Trade palicy,
s0 critical to Nigeria's stake in the regional
economy, will be modified to unburden business of
the red tape and complex procedures that hinder it
from flourishing. NEEDS envisages forging stronger
links between educational institutions and industry
to stimulate rapid industrial growth and efficient
exploitation of resources.

Empowering people. By allowing the private
sector to thrive, NEEDS creates opportunities for
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employment and wealth creation. It empowers
people to take advantage of these opportunities
by creating a system of incentives that reward
hard work and punish corruption, by investing in
education, and by providing special programmes
for the most vulnerable members of society.

Promoting private enterprise. The private sector
will be the engine of economic growth under
NEEDS. It will be the executor, investor, and
manager of businesses. The government will play
the role of enabler, facilitator, and regulator,
helping the private sector grow, create jobs, and
generate wealth. Deregulation and liberalization
will diminish governmental control and attract
private sector investment.

Changing the way the government does its work.
NEEDS aims to restructure the government to
make it smaller, stronger, better skilled, and more
efficient at delivering essential services. It seeks to
transform the government from a haven of
corruption to an institution that spurs develop-
ment and serves the people.

The number of government jobs will decline,
and the cost of running the government will fall
dramatically, as in-kind benefits for civil servants,
such as subsidized housing, transport, and
utilities, are monetized. Reforms and regulations
will be implemented to ensure greater trans-
parency and accountability, and corrupt practices
will be outlawed. Government activities and
budgeting will be informed by a framework that
connects policy with government income and
expenditure.

Our Future, Our Plan

NEEDS is a development plan like no other ever
seen in Nigeria. It identifies the major problems

we face today and suggests how we can begin

NEEDS aims to
restructure the
government to make it
smaller, stronger,
better skilled, and
more efficient at
delivering essential
services
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NEEDS differs from

garlier development

plans in three important

ways

o |tis the people’s plan
for prosperity

e |t coordinates action
at the federal and
state levels

o [tis a feasible plan
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Box 2 We Are Already Making Progress

NEEDS builds on the progress made between 1999 and
2003. It used the information and insights generated
during the two-year effort to prepare the Interim Poverty
Reduction Strategy Paper and the wide consultative and
participatory processes associated with it.

The government has already delivered significant

benefits.
International relations

* Nigeria has reintegrated with the regional and
international community.

* Nigeria is a founding member of the New
Economic Partnership for African Development
and the Economic Community of West African
States (ECOWAS).

s Nigeria is the current chair of the Office of the
Commonwealth.

* Nigeria has shown that it has strategic
importance in Africa and is a source of stability in
West Africa. It led an international peacekeeping
force to Liberia and Sierra Leone and is playing a
continuing peace-keeping role in the subregion.

Infrastructure development

s Electricity generation in Nigeria has doubled

since 1998. '

s The number of telephone lines rose from just

400,000 in 1999 to about 3 million in 2003.
Economic development

e  Government support to agriculture has boosted
productivity. According to the UN Food and
Agricutture Organization, Nigerian agriculture
grew an unprecedented 7 percent in 2003,

e Industrial capacity more than doubled, from 29
percent in 1899 to BO percent in 2003.

* Income grew at an average rate of 3.6 percent
between 1999 and 2003—a significant increase
over the 2.8 percent rate of growth during the
1900s.

e Unemployment fell from 18 percent in 1999 to
10.8 percent in 2003, and 3.5 million new jobs
were created.

* Foreign direct investment in the nonoil sector
grew at an average annual rate of 3.6 percent
between 1999 and 2003.

Security

s The police force doubled in size between 1999

and 2003. ]
The government is committed to consolidating and
expanding these achievements under NEEDS.

to solve them over the next four years. It sets
realistic targets for progress and outlines a way
of funding activities to achigve them.

NEEDS is the first Nigerian development plan
that integrates economic development efforts at
the federal and state levels. It does not confine
itself to specific sectors or limit itself to address-
ing only the major challenges identified. Instead,
it looks at the big picture, examining how the
challenges identified in each sector affect one
another.

The plan enjoys widespread commitment,
from the President to village chiefs. The
government has set up a monitoring framework
at the federal, state, and local government levels

through commercial enterprises and community-
based organizations. Using this framework, it can
check the progress it is making against the
targets set out in NEEDS.

How Is This Plan Different?

NEEDS differs from earlier development plans in
three important ways. First, it really is the
people’s plan for prosperity. Qur government
wrote the plan, using the information it collected
from the Nigerian people.

Past development plans have been made
without sound knowledge of the causes of
poverty. Before drafting this plan, for the first time
the government investigated how ordinary



Nigerians live. The process began in 2001, when
people from all walks of fife and all parts of Nigeria
were given the chance to tell the government
about their needs and ambitions. Information
collected from farmers, labourers, factory owners,
teachers and university professors, community-
based organizations, charities, and other
stakeholders was used to draft an Interim Poverty
" Reduction Strategy Paper.

NEEDS builds on the information gathered for
that strategy paper. We continued to consult with
stakeholders in preparing the first draft of NEEDS,
The government circulated the draft plan in April
2004, asking the people who took part in earlier
consultations for their comments. This process
gives us confidence that the final version of NEEDS
reflects the true feelings of the Nigerian people
about where the country stands today and how it
should develop and grow over the next three years.

Second, NEEDS coordinates action at the
federal and state levels. It connects problems on
the ground with programmes at the federal and
state levels. Each state drafts it own SEEDS,
which identifies priority programmes for key
areas of development.

This coordination is critically important when it
comes to financing development programmes.
For the first time in Nigeria, government and key
beneficiaries will work at the national level to
develop sector-wide strategies for key sectors,
including agriculture, solid minerals, and small
and medium-scale enterprises. The federal
government will be able to budget accurately for
development programmes at the national and
state levels.

Finally, NEEDS is a feasible plan. The fact that
Nigerians have spent s0 much time and effort
giving their views allowed the drafting committee
to write a plan based on a thorough understand-
ing of what life is like for people at all levels of
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society. The targets for progress are realistic, not
“pie in the sky” objectives that will never be
achieved. The targets are achievable, because
they were set after taking into account the extent
of the problems, the skills and funds needed to
address them, and the amount of funding and
expertise that can be mobilized over the next
three years.

What Prevents Progress?

Despite great natural wealth, Nigeria is poor and
social development is limited. If present trends
continue, the country is not likely to meet the
Millennium Development Goals.

Three main problems hamper progress:

¢ Not all our people enjoy the same chance
of prosperity.

s Past governments in Nigeria, instead of
focusing on delivering essential public
services, assumed control of major
sources of national income. In the process,
corruption thrived in public service and
gained a strong foothold in society.

¢ The environment in Nigeria is hostile to
private enterprise, not one that helps
businesses generate jobs and create
weafth.

Poverty and Inequality

The plan for prosperity must address a startling
paradox: more than two-thirds of the Nigerian
people are poor, despite living in a country with
vast potential wealth. Although revenues from
crude oil have been increasing over the past
decades, our people have been falling deeper into
poverty. In 1980 an estimated 27 percent of
Nigerians lived in poverty. By 1990, 70 percent of
the population had income of less than $1 a day—

The plan for prosperity
must address a
startling paracox:
more than two-thirds
of the Nigerian people
are poor, despite living
in a country with vast
potential wealth
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Perhaps the greatest
hindrance to progress
has been the boom-
and-bust mode of
economic
management,
enicouraged by the
dominance of oil in
the economy
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and the figure has risen since then. Poverty levels
vary across the country, with the highest
proportion of poor people in the northwest and the
lowest in the southeast.

Why are so many of our people poor? Poverty
is dynamic and has many dimensions. People
may move in and out of poverty as a result of
natural disasters or health problems, lack access
to credit, or the lack of natural resources. Poor
people are more likely to live in rural areas, be
less educated, and have larger families than the
rest of the population.

Poverty has many causes, all of which
reinforce one another. One source of poverty is
the lack of basic services, such as clean water,
education, and health care. Another is lack of
assets, such as land, tools, credit, and support-
ive networks of friends and family. A third is lack
of income, including food, shelter, clothing, and
empowerment (political power, confidence,
dignity). Some of these factors directly affect
poverty. Others contribute indirectly, by
producing inequality—by stifling the political
power of certain sectors of the population, for
example, or denying them their dignity or human
rights. All of these factors are affected by the
environment in which people live. Discrimination
on the grounds of gender, race, disability, age, or
ill health increase vuinerability to poverty. So do
natural or human-caused shocks—market
collapses, conflicts, droughts, or floods.

The many strands of poverty intertwine and
can pull people into a downward spiral. Because
tackling one factor may not be enough to lift a
family out of poverty, an effective poverty-
reduction strategy must attack poverty on all
fronts at the same time. Poverty is not the same
as inequality, but solving the problems of
inequality can help lift people out of poverty. One
of the key ways in which NEEDS is different from

previous development plans is that it relies on a
holistic view of the social and economic
challenges facing Nigeria and offers a mullti-
pronged approach to tackling them.

Weak and Inappropriate Public Sector
Nigeria's legacy of mismanagement and corrupt
governance has encouraged many people to
seek ways of sharing the national cake instead of
helping bake it. By 1999 corruption was
practically institutionalized. Government was
widely regarded as a provider of large contracts,
distributed by officers in power to people wealthy
enough to buy their influence. This was particu-
larly so in the case of the oil industry. Over time,
the judiciary became intimidated, as the rich and
powerful manipulated laws and regulations to
their advantage. Instead of engaging in productive
activities that would help our economy grow,
people chose instead to peddle their influence
and position. The legitimacy and stability of the
state suffered, as people began to devise ways to
survive that lay outside the law.

Poor Economic Management

Perhaps the greatest hindrance to progress has
been the boom-and-bust mode of economic
management, encouraged by the dominance of
oil in the economy. Past governments allowed oil
income to influence spending: when income was
high, spending was high, while dips in oil prices
were treated as temporary. Together with poor
coordination between federal and state
governments in budgeting and expenditure, this
practice led to spiralling debt. Today all tiers of
government spend far more than they earn: the
deficit for the past five years alone amounts to
more than M1 trillion. With external and domestic
debt of 70 percent of GDP, current revenue is
largely eaten up just by debt service.



Nigeria has one of the weakest economies in
the world, and it has lost decades of develop-
ment as a result of slow economic growth.
Despite oil export earnings of about $300 billion
since the mid-1970s, average income in 2000
was 20 percent lower than in 1975. Despite the
mounting debt burden, past governments did not
control public expenditure. Policies were not
coordinated within federal departments or
between federal and state governments. As a
result, the national plan and budget have little
relevance today as a guide to funding and
implementing development programmes.

Hostile Environment for Private Sector
Growth

Overdependence on oil and traditional sectors,
such as agriculture and services, is partly due to
the hostile business environment. Businesses
wishing to operate in Nigeria face many
constraints, including poor infrastructure,
particularly road networks and electricity supply;
inadeguate physical security; corruption; weak
enforcement of contracts, and the high cost of
finance. These factors have deterred foreign
entrepreneurs from investing in Nigeria and
induced many Nigerians to take their money and
skills abroad.

How Will NEEDS Change Things?

The success of NEEDS rests on three pillars:
empowering our people, creating a legal and
financial environment that enables us to make the
most of our natural resources and flair for business,
and reforming our laws and the way our govern-
ment works. Remove or weaken any of these three
pillars and NEEDS will topple, just like a three-
legged stool will fall if any of its legs is removed.
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Empowering People

Meeting the needs of our people and nation is
the primary aim of the plan for prosperity. NEEDS
insists that every Nigerian has the right to
adequate water and sanitation, nutrition, clothing,
shelter, basic education, and health care, as well
as physical security and the means of making a
living. NEEDS proposes a contract between the
Nigerian people and their government in the form
of a social charter, or bargain. This charter
recognizes the people’s rights to government
services that provide basic needs for life. In
return, the people agree to work hard and
honestly to make NEEDS a success. In
formalizing the contract between the people and
the government, NEEDS empowers the people
to challenge the government if it does not keep
its side of the bargain.

NEEDS recognizes that poverty has many
strands and must therefore be tackled from several
different directions at once. It recognizes that the
government must work not only to improve
incomes but to tackle the many other social and
political factors that contribute to poverty. These
are very difficult to separate and are therefore often
thought of as a bundle of factors that result in
social exclusion. A poorly educated farmer is less
likely to know how to keep his family healthy and
less able to find alternative employment. As a
result, he is more vulnerable to external shocks,
such as drought or falling market prices. NEEDS
empowers the poor by tackling social exclusion
head on, paying particular attention to generating
jobs to improve incomes, housing, health care,
education, political power, and physical security.

To improve the lives of the Nigerian people,
NEEDS includes plans for creating jobs, creating
affordable housing, improving health care
services, strengthening the skill base, protecting
the vulnerable, and promoting peace and security.

NEEDS recognizes that
the government must
work not only to
improve incomes but
to tackle the many
other social and
political factors that
contribute to poverty

and social exclusion



Nigeria’s future
prosperity depends on
producing children
who are well prepared
to take their place in
fornorrow’s society
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Creating jobs. At 5.3 percent, the rate of
urbanization in Nigeria is among the highest in
the world. Since manufacturing is stagnant, there
are few jobs for the growing urban population,
and urban unemployment is currently estimated
at 10.8 percent. The major focus of NEEDS is
therefore economic empowerment, NEEDS
policies will create about 7 million new jobs by
2007 by making it easier for private enterprises to
thrive, by training pecple in skills relevant for the
world of work, and by promoting integrated rural
development in collaboration with the states
{through their SEEDS programmes).

Creating affordable housing. Nigeria needs more
houses that average Nigerians can afford. To
address the problem, NEEDS will take several
steps:

¢ Make it easier for developers to buy land
on which to build affordable housing.

e Cut the cost of building houses by
encouraging the use of local building
materials.

¢ Train a new generation of architects in
designing low-cost housing.

¢ Enable construction companies and local
and state governments to assume
responsibility for providing low-cost housing.

Improving health care services. NEEDS wiill fully
review health care services in order to design a
strong national health system that can deliver

. effective, good-quality, and affordable services to

all Nigerians. The new policies will target priority
diseases, such as malaria, tuberculosis,
HIV/AIDS, and reproductive health-related
illnesses. A stronger emphasis on health
education will help make Nigerians more aware
of their rights and obligations regarding health
services as well as promote disease prevention.

NEEDS will also prioritize the creation of a
National Health Insurance Scheme and a Blood
Transfusion Service. It will support the establish-
ment of a strong manufacturing base for
essential drugs and reagents. Antenatal,
postnatal, and family planning services and
outlets will receive targsted support in order to
reduce maternal and infant mortality.

Strengthening the skill base. Nigeria's future
prosperity depends on producing children who
are well prepared to take their place in tomorrow’s
society. The NEEDS strategy therefore seeks to
implement the Universal Basic Education law in
order to increase school enrolment and provide
better schools and colleges and better-trained
teachers and trainers, Specifically, NEEDS will
ensure that more funds are spent on:
¢ Providing courses that build vocational and
entrepreneurial skills
¢ Building technical schools and buying
equipment
¢ |Improving training and exposure to
information and communication technol-
ogy at all levels
¢ Making French compuisory from primary
through secondary schools
e Providing special distance learning
programmes for specific segments of the
population, including nomadic peoples.
NEEDS will promote strict adherence to the
University Autonomy Act, which permits
universities to attract private-sector funding and
institute new mechanisms to cover their operating
costs. The courses taught at universities will be
changed to reflect the priority demands of the
economy. Science and technology, particularly
information and communications technology, will
be mainstreamed. Innovative approaches will be
developed to ensure that lecturers have access to



continuing professional development so that they
remain at the cutting edge of their disciplines.
Wages will be linked to performance, and
students will be exposed to mobilization and
reorientation campaigns that emphasize the
critical importance of hard work, discipline, and
selfless service.

Protecting the vulnerable. In addition to these
comprehensive measures, special attention must
be paid to particularly vulnerable groups. NEEDS
provides a safety net that will prevent people from
becoming poor or poorer. Special programmes
will protect the rural and urban poor, people living
with HIV/AIDS, women, widows and widowers,
and victims of ethnic viclence, crime, unemploy-
ment, or loss of income (table 1).

Promoting peace and security. To promote
peace and security, a national action plan will;
¢ Reform the security sector.

Table 1 Targeted Instruments for Protecting Vulnerable Groups
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s Reorient police officers to offer more
people-friendly service.

s Establish an early warning and response
system that will detect conflicts. ‘

s Provide a fairer allocation of revenues and
responsibilities between federal and state
governments.

¢ Mainstream conflict prevention by
establishing structures and processes that
promote a peaceful culture.

Promoting Private Enterprise

If the private sector is to become Nigeria's
engine of growth, its motor needs to be primed.
The government has to make certain funda-
mental changes to create an environment in
which business will thrive. In the language of
sconomists, it has to create a macroeconomic
framework—a kind of overarching, national
housekeeping budget—that will ensure that
Nigeria makes the most of what it earns as a

If the private sector fs
to become Nigeria's
engine of growth, its
motor needs to be
primed

Rural poor Access to credit and land; participation in decisionmaking; agricultural extension services;
improved seeds, farm inputs, and implements; strengthening of traditional thrift, savings,
and insurance schemes

Urban poor l.abour-intensive public works schemes; affordable housing, water, and sanitation; skill
acquisition and entrepreneurial development; access to credit; scholarships and aduit

education

Women Affirmative action (10 increase women's representation to at least 30 percent) in all
programmes; education, including adult education; scholarships; access to credit and

land; maternal and child health
Youth Education, entrepreneurial development, skill acquisition. access to credit, prevention and
control of HIV/AIDS and other sexually transmitted diseases
Children Children’s Parliament, juvenile justice administration, universal basic education, education
for girls, care of orphans and vulnerable children (children affected by HIV/AIDS),
prevention and treatment of childhood diseases

Rural communities Water, rural roads, electricity. schools, health facitities, communications

xvii
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nation, that it spends only what it can afford,
and that all levels of government use the same
budget.

NEEDS proposes that the government not
spend more than it takes in, not pay for unbud-
geted programmes or projects, not purchase
goods or services that do not contribute to
Nigeria’s development. It also suggests increasing
taxes to pay for basic services. Under NEEDS the
government will try to stabilize the value of the
naira and create a system to ensure that it has
sufficient foreign exchange to buy the goods it
needs from other countries.

Under NEEDS, the government will:

¢ Diversify the economy away from oil and
solid minerals in order to increase
economic stability and generate jobs.

* Privatize, deregulate, and liberalize publicly
owned industries to promote competition,
expand industries, generate employment,
create wealth, and receive value for money.

¢ Develop infrastructure, particularly power
generation, transport, and telecommunica-
tions infrastructure, to stimulate growth of
the private sector,

NEEDS proposes the following strategies to
stabilize and rationalize public spending, increase
domestic savings and private investments, and
address the issue of public debt:

* Adopt a medium-term expenditure
framework to ensure predictable and
sustainable public financing at all levels of
government.

¢ Implement tax reforms to increase revenues.

¢ Enact a Fiscal Responsibility Pact to
ensure the coordination of government
expenditure across all tiers of government.

* Adopt an oil price—based fiscal rule and a
fund for excess revenues from crude oil
sales.

¢ Adopt a public expenditure rule that
prohibits the deficit from exceeding
3 percent of GDP.

Many of Nigeria’s laws and regulations stifle
private enterprise. NEEDS seeks to simplify
import and export procedures to make importing
and exporting a less daunting prospect and to
increase the turnover of businesses in the sector.
The reform programme will also:

* Increase access to credit.

¢ Implement a coherent and consistent trade
policy.

¢ Implement the comprehensive tax reform
bill to eliminate multiple taxation and
remove barriers to the growth of a vibrant
private sector.

s Hold regular dialogue with private sector
operators and participate in economic
planning based on market principles,

o Grant land use rights and facilitate private
sector development in the area of social
and environmental responsibility (box 3).

¢ Empower indigenous small and medium-
size enterprises by imposing minimum
quotas for local produce in tendering and
procurement processes.

Improving infrastructure. Reforms in the
transport sector aim to complete the 3,000-
kiltometre network of roads and strengthen the
Roads Maintenance Agency, which oversees the
repair and rehabilitation of some 500 roads. The
government aims to develop the country's sea
ports to handle modern shipping activities,
upgrade the railways, and achieve total radar
coverage of Nigerian airspace.

Power alone accounts for 5 percent of new
business start-up costs. Simply providing more
and more reliable power could triple the amount
Nigerian industries produce by 2007. Under
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Nigeria is endowed with a rich and diverse natural
ervironment, but over the years it has reaped its riches
with insufficient care for the livelihoods and well-being of
future generations. NEEDS will address several areas of
concern:

s Waste production and disposal. Development has
proceeded with no regard for waste management
or poliution control. Cities have inadequate
systems for the safe disposal and treatment of
waste, As rural emigration to urban areas grows,
the problem worsens,

s Deforestation. Some 92,000 hectares—a quarter
of our land—was once covered in forest. Today just
half of our forests remain. and the potential for their
future exploitation is extremely limited,
Deforastation has been followed by erosion and
desertification in some areas.

s Conservation of unique habitats. Nigeria has two-
thirds of Central Africa’s mangrove stands and
wetlands. These are among the most important
mangrove habitats in the world, but they are under
threat from exploitation of timber, oil spilis, gas flaring,
and the impacts of increasing coastal urbanization.

o Pollution and other problems. Qur environmental
laws are inadequate and are not enforced. We do
not know how much biodiversity has been lost as a
result of oil and gas development.

NEEDS aims to turn this bleak picture around by
establishing a regulatory agency to enforce environmental
laws, monitor industry compliance, conduct environmen-
tal audits and impact assessments, and set standards.
NEEDS seeks to develop a private-public sector
partnership scheme to address the increasing problems
of waste management.

NEEDS the National Electric Power Authority,
formerly a government enterprise, will be
unbundled into distinct business units, which will
eventually be privatized. The industry will be
regulated by a new regulatory agency, and a fund
will be set up to increase access to electric
power in rural areas.

Many people in Nigeria spend one to three
hours a day collecting water for domestic use.
Providing them with access to safe water can
offer them the chance to use those hours in more
sconomically productive activities. NEEDS aims
to increase access to safe drinking water for at
least 60 percent of the population.

Promoting industry. NEEDS proposes developing
the industrial sector by relying more on local
resources and less on imports. It will be guided
by a local research and development strategy
that seeks to promote science and
technology-based small and medium-size

enterprises. These enterprises will be developed
in science and technology parks and technology
incubation centres. They will focus on food
processing, industrial chemicals, information and
communication technologies, biotechnology,
electronics and space technology, and energy,
oif, and gas.

A major policy thrust of NEEDS is the idea
that Nigeria should stop squandering its natural
resources by selling them as crude products. The
more these products can be processed within
Nigeria, the more jobs they will create and the
more export earnings they will generate. NEEDS
sets ambitious targets for the sector: 7 percent
annual growth, 70 percent capacity utilization,
and 70 percent of investment made by the
private sector by 2007.

Improving agriculture. Agriculture is Nigeria’s
second-targest source of national wealth, after oil.
NEEDS will promote the cultivation of improved,

Changing the way the
government works is
a colossal task, but
NEEDS will build on
processes that have
already begun to
make a difference
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higher yielding crop varieties and provide extra
support to agricultural research and training.
NEEDS aims to encourage business interests 1o
provide credit and supply and distribute
agricultural inputs, such as seeds, fertilizers, and
machinery. Silo complexes will be refurbished to
increase the capacity of the food reserve
programme and move closer to food security.

Promoting other sectors. NEEDS will promote
programmes that develop information and
communication technology, tourism, and
entertainment and financial services. Proposed
trade policy reforms will aggressively promote
exports and harmonize tariffs with regional trade
organizations while protecting local industries.
The plan also envisages developing a deep sea
port, free trade zones, and a shipbuilding facility
in order to boost coastal shipping, international
trade, and regional integration.

Changing the Way the Government

Does Its Work

NEEDS seeks to restore trust in government as a
facilitator of development, an institution that
creates or maintains an environment that enables
Nigerians to implement livelihood strategies and
achieve personal goals. The government has to
stop trying to run businesses and redirect its
effort to providing essential services. It must sell
off the businesses currently under its control in
order to free up labour and funds that it can use
to improve basic services.

Changing the way the government works is a
colossal task, but NEEDS will build on processes
that have already begun to make a difference.
The administration has already put several
essential building blocks in place.

In privatization and liberalization, the
government has auctioned licences and begun

the process of attracting private investment in
areas such as power generation and infrastruc-
ture development. To prevent nepotism,
favouritism, and corruption, the government has
transformed the process by which private
companies bid for government contracts. It
established the new Budget Monitoring and Price
Intelligence Unit, which reviews, oversees, and
certifies government contracts to ensure value for
money. Commoniy known as “due process,” this
mechanism has already saved the Treasury
hundreds of millions of naira.

The government has also instituted massive
anticorruption campaigns and established the
Independent Corrupt Practices and Other
Related Crimes Commission and the Economic
and Financial Crimes Commission, which outlaw
corrupt practices. The government is committed
to the Extractive Industries Transparency
Initiative, which encourages oil companies to fully
disclose revenues and costs of operations. The
government's televised auction of digital mobile
licences was hailed as one of the most
transparent licence auctions in the world.

Under NEEDS, the government will build on
these efforts by:

¢ Strengthening and modernizing the anti-

corruption organizations it has established.

o Exposing unethical and illegal practices

and punishing those who engage in them.
¢ Encouraging organizations to adopt and
publish formal codes of ethics.

¢ Establishing formal training in ethics and

fostering leadership by example.

¢ Enacting a Fiscal Responsibility Pact and a

Right to Information Act. The Fiscal
Responsibility Pact will require government
agencies to publish annual audited
accounts within six months of their
financial year end and set up a revenue



stabifization fund into which windfall
revenues will be transferred. The Right to
Information Act will promote openness and
feedback.

To reform the bureaucracy, the government
has begun cutting civil service benefits. The
government has monetized benefits such as
utilities, domestic assistance, and drivers and
reduced the incentive for corruption by offering
civil servants higher wages, bonuses, and
improved working conditions.

NEEDS policies will ensure that all levels of
government adopt an annual budget framework
and guidelines. The guidelines will promote
balanced budgets, implementation of priority
programmes, budget discipline, cost effective-
ness, and the generation of internal revenues and
savings. A peer review mechanism wilt enable
heads of government agencies to compare their
performance and nurture a common culture of
excellence. The Joint Planning Board, the Joint
Tax Board, and the National Economic Council
will work together to achieve a more effective
system of economic management. The NEEDS
period should be characterized by the punctual
release of annual budgets. As participants in the
plan for prosperity, the Nigerian people will be
kept informed of how well these measures are
performing by the press and by special reports.

How Will NEEDS Be Implemented?

NEEDS is a holistic plan that touches all aspects
of the economic and political life of our country.
To ensure a high level of coordination, the
NEEDS Secretariat is located within the National
Planning Commission, the hub of all governmen-
tal planning processes (figure 2). Coordination will
be the responsibility of the National Council on
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Development Planning, which will also provide a
forum for dialogue betwesn government and the
business community. This dialogue will be
intensified under NEEDS; the business commu-
nity will participate more in statutory coordinating
meetings, especially in the Independent
Monitoring Committee at the National Council on
Development Planning.

The framework for decisionmaking and
implementing NEEDS will be regular meetings of
the National Economic Council, the Economic
Advisor and Planning Commissioners, the Joint
Planning Board, the National Planning
Commission Directors and Directors of Planning,
the research and statistics departments of afl line
ministries, and representatives from the Ministry
of Finance, the Nigeria Institute for Social and
Economic Research, and the Federal Office of
Statistics.

Putting NEEDS into operation will rely on the
instruments of the plan and the budget, the
medium-term expenditure framework,
Presidential directives, legislation, and decisions
of the Executive Council. The National Planning
Commission will establish consuttation meetings
with the priority sectors of agricuiture, industry,
small and medium-size enterprises, solid
minerals, culture, tourism and others that the
President may specify.

NEEDS will cost about
$4.5 billion through
2007, much of which
will have to come
from outside Nigeria

How Will We Pay for NEEDS?

NEEDS will cost about $4.5 billion through 2007,
much of which will have to come from outside
Nigeria. Overseas development assistance—in
the form of grants, loans, and technical
assistance—is being sought. As the reforms
begin to change the perceptions of Nigeria
abroad, about $1.5 billion in foreign direct
investment can be expected in manufacturing,
steel, construction, solid minerals, and large-
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scale farming. At the same time, the government
will increase its income by efiminating waste,
selling assets, and reforming the tax laws.

How Will We Know If NEEDS Is Working?
A new organization, the Independent Monitoring
Committee, made up of members of the
government, the private sector, the media, and
civil society, will periodically monitor and evaluate
programmes implemented under SEEDS and
NEEDS. The committee will report directly to the
National Assembly for information and to the
President, through the National Economic
Council, for appropriate action. The Federal
Office of Statistics will be responsible for
providing the data necessary to monitor the
progress of the plan.

In collaboration with the National Planning
Commission, the Presidency will select 15-20
large projects for intensive monitoring. In
addition, national consultative councils will be
set up for agriculture, industry, health, and
education.

Representatives of the federal government,
the national legislature, the states, local
government, business, labour organizations, civil
society organizations, and international
organizations will take part in an annual joint

Cverview l NEEDS 1

monitoring tour of all states to view progress and
challenges. Their report will be presented to the
National Economic Council for peer review and
to the National Assembly for information.

The following information will be collected and
analyzed as part of the monitoring and evaluation
programme:

® Income per capita

¢ Changes in the cost of goods

¢ Amount and type of investment

s Income patterns across the population

® Development indices (infant mortality,

primary school enrolment)

The Success of NEEDS Depends on All of Us
NEEDS is an excellent plan, but it is only a plan.
However well thought out, plans remain merely
thoughts on paper unless they are imple-
mented. The President and his key advisors and
ministers, governors and their key staff—all are
fully committed to the reform programmes and
10 the massive changes that NEEDS calis on all
Nigerians to make. All Nigerians have a stake in
making NEEDS a success. The people of
Nigeria must ensure that the government
implements the reforms, and they must keep
their side of the bargain by working hard to
make NEEDS a success.

xxiii

All Nigerians have a
Stake in making
NEEDS a success
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Table 2 Selected Targets under NEEDS, 2003-07

Macroeconomic
Growth in real GDP (percent) 10.2 5.0 6.0 6.0 7.0
Growth in oil sector (percent) 23.0 0.0 0.0 0.0 0.0
Growth in nonoil sector {percent) 3.3 7.3 85 8.3 9.5
Reduction in poverty incidence {percent) 5.0 5.0 5.0 5.0 5.0
Minimum number of new jobs (millions) — 1.0 2.0 2.0 2.0
Growth in real private consumption (percent) — 4.8 4.8 4.8 4.8
Growth in real private consumption, per capita {percent) — 2.0 2.0 2.0 2.0
Inflation rate (percent) 15.0 10.0 9.5 8.5 9.0
Sectoral
Growth in agricultural sector (percent) 7.0 6.0 6.0 6.0 6.0
Growth in manufacturing sector {percent) — 7.0 7.0 7.0 7.0
Manufacturing capacity utilization (percent) 53.0 — — — 70.0
Number of tourist visitors (percent) — 10.0 10.0 10.0 10.0
Communication (teledensity} 1:40 — — — 1:25
Solid minerals Setf-employment for at least 500,000 Nigerians
Agricultural exports — — — — $3 billion
Environment Reduce ali forms of environmental degradation by 30% of 2004
levels by 2007
Fiscal
Maximum public deficits (percent of GDP) — 3.0 3.0 3.0 3.0
Maximum ways and means (percent of previous revenue) 12.5 10.0 10.0 10.0 10.0
Total expenditure (percent of GDP) 251 23.5 23.4 22.9 22.3
Recurrent expenditure (percent of total budget) 70.0 85.0 60.0 60.0 80.0
Capftal expenditure {percent of total budget) 30.0 35.0 40.0 40.0 40.0
External sector
External reserves ($ millions) 7,187 7,687 8,687 9,687 10,687
Growth in imports (percent) — 15.0 18.0 25.0 30.0
Growth in exports {percent) — 10.0 20.0 25.0 30.0
Earning from nonail exports (percent of total exports) <5 — — — >10
Food {percent of total imports) ) 14.5 — — — 7.5
Unrequited transfers At least $3 billion a year from remittances
Financial
Growth in credit to private sector (percent) 30.0 30.0 30.0 30.0 30.0
Education
Adult literacy rate {percent} 57.0 — - — 65.0
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Health
HIV/AIDS prevalence rate {percent)

Immunization coverage (percent)

Access to safe water (percent)

Access to adequate sanitation (percent)

Infrastructure

Power generation (megawatts)

Roads (rehabilitation, maintenance and new roads)

Public sector reforms

Public sector reform

Economic coordination and institutional reforms

Public-private sector partnership

Security and administration of justice

Judicial service reforms

Prison reforms

Eliminating corruption; improving transparency
and accountability

E-Governance

Strengthening of National Statistical System

Millennium Development Goal Targets

Literacy rate of girls

Primary school enrolment and cormpletion

Maternal mortality

infant mortality

8.1
39.0
64.1
53.0

3,000

— — — 80.0
- — — 70.0
-— - — 85.0

4,000 5,000 7,000 10,000
3,500 3,600 4,000 4,000

* Review the nature
and relevance of

collected data

Restructure and

strengthen the institutional
capacity and
professionalization of

the statistical system

e Ensure production of timely,
refiable, and relevant statistics

Work still
ongoing on
determination of
the targets

Note: The GDP growth projsctions are very conservative. The growth potentials are huge—not only in terms of the abundant human and material

resources. but also for the fact that Nigeria mimics a post-conflict economy with lots of idle resources. With the various targeted presidential initiatives

on agriculture, ihe increased coordination with the states on key priority sectors—agriculture, small and medium-size enterprises, infrastructure and

social sectors—the growth effects are expected to be substantial. However, the projections are kept 'ow. with clear possibilities that they could be

exceeded

xxv
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I Chapter

NEEDS is not just a
plan. it defines a
process of
development
anchored by a clear
vision, sound values,
and enduring
principles

1 NEEDS | PART ONE i Chapter 1: Statement of Vision, Vaiues. and Principles

Statement of Vision, Values, and Principles

NEEDS is not just a plan. It defines a process of
development anchored by a clear vision, sound
values, and enduring principles.

The vision for Nigeria’s development derives
from the country’s history, endowments,
experience, and aspirations. Development of this
vision has drawn inspiration from the views of a
cross-section of stakeholders and the aspirations
of Nigerians as conveyed in provisions of the
Constitution. The vision underscores the
necessity and urgency of building a modern
Nigeria that maximizes the potential of every
citizen, of becoming the largest and strongest
economy in Africa, and of becoming a force to
be reckoned with in the world before the middle
of the twenty-first century (box 1.1). Nigeria
envisions a twenty-first century that is Africa’s
century, with Nigeria among the leading nations.

This vision was articulated in the 2001 Kuru
Declaration, which states:

To build a truly great African demo-
cratic country, politically united,
integrated and stable, economically
prosperous, socially organized, with
egual opportunity for all, and responsi-
bility from all, to become the catalyst of
(African) Renaissance, and making
adequate all-embracing contributions,
subregionally, regionally, and globally.

President Olusegun Obasanjo’s government
seeks to use NEEDS as a nationally coordinated
framework of action, in close collaboration with
state governments and other stakehoiders, to
consolidate the achievements of the past four
years and build a solid foundation for the
attainment of Nigeria's long-term vision. Over the
medium term, NEEDS will lay the foundation and
achieve significant progress in wealth creation,
employment generation, and poverty reduction.

Core Values

NEEDS is anchored in the imperative to restore the
fundamental values of Nigeria, which have been
weakened over the years. As described in Vision
2010, "Nigeria is a multiethnic society, with a value
system that derives from the diversity of its people,
religion and cultures. The elements of this value
system include respect for elders, honesty and
accountability, cooperation, industry, discipline,
self-confidence and moral courage.” President
Obasanjo captures the essence of the new value
system as one that puts Nigeria, selfless service o
country, and love of fellow citizen above alf else.
According to the President, “Always ask what is in
it for Nigeria. | see a new Nigeria in the hands of
the Lord. Our Mission is the creation of a New
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Box 1.1 Nigeria at a Glance

Nigeria had an estimated population of 125 million in
2001-—nearly one-quarter of Sub-Saharan Africa’s
population. 1t is estimated that one in every six black
people in the world is a Nigerian. The country has more
than 200 ethnic groups, with three major tribes, the Igbo
(East), the Hausa (North), and the Yoruba (West). More
than 500 indigenous languages and dialects are spoken.
Average life expectancy at birth is 54 years.

Nigeria spans an area of 924,000 sguare kilometres,
bordered by the Gulf of Guinea, Cameroon, Benin,
Niger, and Chad. The topography ranges from
mangrove swampland along the coast to tropical rain
forest and savannah to the north. The Sahara Desert
encroaches upon the extreme northern part of the
country, white gully erosion threatens the carrying
capacity of lands in the south. Some 10 percent of the
land is covered with forest, including large stands of
mahogany, walnut, and obeche. Bountiful flora and
fauna create a rich source of bicdiversity that serves as
a reservoir of the pharmaceutical industry and a
sustainable source of genetic materials for improving the
nation’s food production potential. But rapid
deforestation has reduced Nigeria's forest by 50 percent
in the past 15 years. The country’s fishery resources are
small, concentrated in the coastal area.

Agriculture is the dominant economic activity in
terms of employment and linkages with the rest of the
economy. Roughly 75 percent of Nigeria’s land is arable,
of which about 40 percent is cultivated. The United
Nations Food and Agriculture Organization rates the
productivity of Nigeria's farmland as low to medium—
but with medium to good productivity if properly
managed. Despite two major rivers, the Niger and the
Benue, agriculture is predominantly rain fed. Yams,
cassava. rice, maize, sorghum, and millet constitute the
main food crops. The principal export crops are’ cocoa
and rubber, which together account for nearly 60
percent of nonoil merchandise exports.

Nigeria has estimated proven ofl reserves of 32 billion
barrels, mainly in the southeastern and southern coastal
area, and is the sixth-largest producer in OPEC. At the

current rate of production, these reserves are sufficient to
last about 37 years. Proven natural gas reserves are
estimated at 174 trillion cubic feet, with energy content
slightly greater than the country’s oil reserves. At current
production levels, these reserves will last 110 years,
Nearly 80 percent of the natural gas produced is
currently being flared; most of the remaining 20 percent
is used to generate electricity. It is expected that the
export of gas will be substantial after 2004. Nigeria’s
rivers also constitute a substantial energy resource,
providing the country with nearly half of its electricity.

Nigeria is blessed with abundant solid mineral
deposits, including coal, tin ore, kaolin, gypsum,
columbite, gold, gemstones, barites, graphite, marble,
tantalite, uranium, salt, soda, and sulphur.

Nigeria has more than 60 universities and boasts an
educated labour force. Various independent estimates
put the unemployment and underemployment rate at
more than 15 percent of the labour force, with a very
high rate of unemployment among university graduates.
The adult fliteracy rate is 49 percent. About 76 percent
of children of primary school age attend school; the
participation rate falls to 20 percent for children of
secondary school age.

Capacity utilization in industry is about 50 percent.
Independent estimates suggest that capital flight has
been significant. If appropriate policies and enabling
environment were in place to induce Nigerians to
repatriate just the interest earnings on their assets,
Nigeria could reap an estimated $2-$3 billion a year in
return foreign direct investment—multiples of the current
inflow of barely $1 billion a year.

Nigeria has a large domestic market, which could
serve as a springboard for entering export markets.
These and many other national assets could pave the
way for seizing the many development opportunities that
come with cross-border cooperation and the
globalization of industry, trade, and investment. With
skillful management, such opportunities could be
converted into higher per capita income, job creation,
and reductions in poverty.




NEEDS' focus is
wealth creation,
employment
generation, poverty
reduction, elimination
of corruption, and

values reorientation

‘ NEEDS r PART ONE } Chapter 1: Statement of Vision, Values, and Principles

Nigeria where all the negative values in our society
are reversed and in their place are established
enabling values of a caring, well-governed society
where justice and equity reign.”

These are the fundamental values upon which
NEEDS rests. The strategy hopes to lay a solid
foundation for a national rediscovery and strong
values based on the following principles:

o Enterprise, competition, and efficiency at

all levels

o Equity and care for the weak and vulnerable

e Moral rectitude, respect for traditional

values, and pride in Nigeria's culture

o Avalue system for public service that

results in efficient and effective service
delivery 1o the citizens

s Discipline at alt levels of leadership

According to the 2001 Kuru Declaration {box
1.2), all public officials, elected and appointed,
swear to abide by certain codes of values
embodying Nigeria's development objectives and
human capital needs. NEEDS recognizes that
these values cannot take root and be sustained
unless conscious efforts are made to mobilize the
Nigerian people around them. Without paradigm
shifts, fundamental changes in mindset, and
acknowledgment that business as usual is not
acceptable, especially by the elite, the change
that NEEDS seeks to bring about will be difficult
to attain and sustain.

Furthermore, the National Assembly is poised
to enact the relevant legistation for effective
implementation of NEEDS. Some of these are
listed in chapter 11.

Fundamental Principles

Under the Fundamental Objectives and Directive
Principles of State Policy, the 1999 Constitution

of the Federal Republic of Nigeria mandates the
following:
¢ The security and welfare of the people shall
be the primary purpose of government.
¢ The state shall, within the context of the
ideals and objectives for which provisions
are made in this Constitution, harness the
resources of the nation, promote national
prosperity and an efficient, dynamic, and
self-reliant economy and control of national
economy in such a manner as to secure the
maximum welfare, freedom, and happiness
of every citizen on the basis of social justice
and equality of status and opportunity.
* The state shall direct its policy towards
ensuring
& The promotion of a planned and
balanced economic development
# That the material resources of the nation
are harnessed and distributed as well as
possible 1o serve the common good
# That the economic system is not
operated in such a manner as to permit
the concentration of wealth or the means
of production and exchange in the
hands of a few individuals or a group.
¢ That suitable and adequate shelter,
suitable and adequate food, a reason-
able national minimum living wage, old
age care and pensions, and unemploy-
ment, sick benefits, and welfare of the
disabled are provided for all citizens.
¢ The government shall direct its policy
towards ensuring that there are equal and
adequate educational opportunities at all
levels.
¢ The national ethic shall be discipline,
integrity, dignity of labour, social justice,
religious tolerance, self-reliance, and
patriotism.
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Box 1.2 The Kuru Declaration

1 We adopt the New Orientation as an agenda for
dealing with immediate and future issues of
governance in Nigeria; removing impediments to
efficiency and effective implementation and
execution of programmes initiated by the federat
government; expeditious actualization of
government objectives and vision of national renewal
and re-construction.

2 We rededicate ourselves and those who serve under
us to the values of patriotism, honesty, hard work
and diligence, merit and excellence, trustworthiness,
personal discipline, tolerance and mutual respect,
justice and fairness, love, care and compassion.

3  We pledge to eschew corruption, slothfulness,
nepotism, indiscipline, bitterness, prejudice and other
manifestations of anti-social behaviours.

4 We shall undertake a critical review of practices and
procedures in every ministry and department of
government, with the aim of introducing and
inculcating modern management techniques and
procedures in every department of government, so
as to rapidly increase their productivity and service
delivery to the pubilic.

5 We shall foster a culture of efficiency in the
managerment of funds and other resources,
maintaining high standards of resource management
and reducing waste at alf times.

6 We shall effectively supervise all government
departments and agencies, ensuring timely reports
and returns and undertaking regular spot-checks.

7 We shall abide by the terms of the code of conduct
which we all have signed, as expression of our
commitment to the crusade against corruption, and
work closely with all relevant agencies, such as the
Independent Corrupt Practices and Other Related
Offences Commission, the Code of Conduct Bureau,
and the Public Complaints Commission.

8 We undertake to strengthen the partnership in
working with the private sector, since this partnership
transiates to a better appreciation of the wealth-
creating and job-creating capacity of this sector, and
the need for government, through its various
ministries and legislative processes, to create an
enabling environment for the sector to function
efficiently as the major driver of the economy.

9  We shall strive to strengthen and inculcate the culture
of working closely and in consultation with the
leadership of labour and civil society organizations.

10 We shall mobilize, involve and promote the interest of
all stakeholders, namely, the society in general; since,
in the ultimate, all decisions and actions of
government are primarily concerned with promoting
the security and general well-being of the people.
There is also the need for a new attitude that has that
concern permanently in focus, as the only goal, and
that the economic well-being of all citizens in a truly
democratic environment is of cardinal importance.

11 We shall design strategies and techniques of

implementation for the New Orientation so as to
ensure that the values being inculcated permeate all
levels of management and staff.

The Constitution clearly stipulates that public
policy must be directed to balance the objectives
of efficiency, effectiveness, and equity in order to
ensure a broad-based, poverty-reducing growth
and development strategy, the dividends of
which will be distributed fairly across all classes.

NEEDS is based on these principles. It aims
10 achieve the directive principles of state policy.
Its focus is the creation of wealth, the generation
of emplayment, the reduction of poverty, the
elimination of corruption, and the general
reorientation of values.
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Three other principles underpin NEEDS. They

commit the government to:

s Create an incentive structure that rewards
and celebrates private enterprise,
entrepreneurial spirit, and excellence.

¢ Establish new forms of partnership with all

stakeholders in the economy—all branches
of government, the public and private
sectors, civil society and the international
community—to promote prosperity.

Create a public sector that delivers prompt
and good-quality service.
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Chapter

Since the transition to democracy in 1999,
Nigeria has laid a solid foundation for economic
growth and development (pox 2.1). NEEDS is a
development strategy that consolidates the gains
achieved over the past four years, unlocks
Nigeria's dormant potential, and provides the
base for sustained development. The strategy
signals a break with past efforts to pursue several
unsustainable strategies.

Nigeria's rich human and material resource
endowments give it the potential to become Africa’s
largest economy and a major player in the global
economy. But much of its potential has remained
untapped, putting attainment of the Millennium
Development Goals by 2015 in jeopardy.

Development Challenges Remain
Daunting

Significant improvements have been recorded in
many areas since 1999, but the development
challenges remain daunting. NEEDS aims to
address many of these challenges, including the
following:

o Per capita GDP in Nigeria was among the
lowest in the world during the 1980s and
1990s, costing it decades of development.
Annual per capita GDP remained stagnant

The Development Challenges Facing Nigeria

in the 1990s, and it grew just 0.8 percent
between 1999 and 2003—far lower than
the 4.2 percent per capita growth needed
to significantly reduce poverty. Compared
with other African and Asian countries,
especially Indonesia, which is comparable
to Nigeria in most respects, economic
development in Nigeria has been disap-
pointing. With GDP of about $45 billion in
2001 and per capita income of about $300
a year, Nigeria has become one of the
poorest countries in the world, As of 2000 it
had earned about $300 biliion from oil
exports since the mid-1970s, but its per
capfta income was 20 percent lower than in
1975. Meanwhile, the country has become
s0 heavily indebted—external and domestic
debt amount to albout 70 percent of GDP—
that it has serious difficulty servicing debt.
Regional and sectoral unevenness in growth
performance is high. The real sector is still
dominated by the primary production
sectors. Agriculture, predominantly smalf
farmers with low and declining productivity,
accounts for 41 percent of the real sector,
while crude ofl accounts for 13 percent. The
secondary sector, especially manufacturing,
has been stagnating at about 5-7 percent
of GDP, making Nigeria one of the least

Nigeria’s rich human
and material resource
endowments give it
the potential to
become Africa’s
largest economy and
a major player in the
global economy
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Box 2.1 Nigeria’s Economy Is Improving

Confidence in Nigeria is high, the environment for doing
business is improving, and both Nigerian and foreign
businesses are reacting positively to recent develop-
ments in the country. The government has consolidated
democracy and improved governance, and the economy
has begun to turn around.

During the 1990s the economy stagnated, growing
at an average annual rate of just 2.8 percent, leaving the
per capita income growth rate at zerc. By 1998 Nigeria
was faced with both a failed state and a failed economy,
and Nigerians were leaving the country in droves.

Today many of these trends have been reversed.
Corruption and other economic and financial crimes are
being vigorously fought. More than 200 Nigerians are
currently being detained or tried for fraud, and illegally
obtained assets worth more than $500 million have been
confiscated. The introduction of due process in
government procurement has saved the government
more than $600 million. Aggregate annual GDP growth
averaged about 5 percent between 1299 and 20083, and
preliminary estimates of growth in 2003 stood at 10.23
percent, the highest rate of growth in three decades.

The superlative growth of 2003 was driven mainly
by improvements in agricuiture, which grew 7 percent,
and the oil sector, which grew 23 percent. The
minimum rediscount rate fell steadily, from 20.7 percent
in 1999 to 15 percent in 2003. Other rates followed the
same trend, with the prime lending rate falling from
22.5 percent to 19.6 percent and the rate on time
deposits heid more than a year falling from 15.3
percent to 12.3 percent. The annual depreciation of the
exchange rate averaged 9.7 percent over the period,
down from 29.4 percent for 1994-98 and 114 percent
for 1986-93. The country's external reserves as of the
end of March 2004 stood at about $10.2 billion, about
10 months’ import cover.

The liveralization of the service sector yielded
significant resulis. in the first 40 years of Nigeria's
independence, aggregate installed telecommunication
lines stood at about 450,000. With the licensing of
GSM and other wireless landline operators, this number

grew nearly 1,000 percent, to more than 4 million lines
in 20083. Growth in the hotel and tourism industry was
also extraordinary. The total number of hotel beds
nearly tripled, from 12,900 in 1999 to 37,528 in 2003.
Room occupancy rate also increased, from 71 percent
in 1999 to 82.5 percent in 2003. The number of visiting
foreign nationals nearly tripled, from 1,392 to 3,897,
with annual growth rates in 2002 and 20083 averaging
30 percent.

Foreign direct investment in the nonoil sector also
rose, from divestment in the 1990s to a few billion dollars
in 1999-2003. Heineken built its largest plant in the
world and upgraded its existing plants, investing about
€500 million. The British American Tobacco is making
large investments in lbadan, and Solgas, a U.S.
company, is investing in the Ajaokuta Steel Mill. A survey
of 108 medium and large-scale firms operating in Nigeria
showed that they invested more than $10 billion during
the period. Private investment in power and other
infrastructure is also growing steadily, with a number of
acquisitions and new investments already approved by
the administration.

These developments have increased employment,
causing the unemployment rate to fall from about 20
percent in 1999 to 10.8 percent in 2003. Male
unemployment fell from 18 percent in 1899 to 10.6
percent in 2003, while fermale unemployment fell from
18.2 percent in 1999 to 11.2 percent in 2003. There has
also been a reversal of the decade-long decline in real
take-home wages, with real wages rising about 30
percent between 1999 and 2003. The results of an
ongoing household survey will provide more recent
socioeconomic statistics. (The poor quality of socio-
econcmic data in Nigeria is being addressed by
restructuring and strengthening the Federal Office of
Statistics. Efforts are ongoing to refine the national
accounts data using best-practice methodology. A
household survey that will provide up-to-date statistics
on basic sociceconomic conditions is also being
conducted. The analysis in this report could be revised
when new data become available.)
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industrialized countries in Africa. Services
has been the fastest-growing sector since
independence.

Between 1975 and 2000 Nigeria's broad
macroeconomic aggregates—growth, the
terms of trade, the real exchange rate,
government revenue and spending—were
among the most volatile in the developing
world. Over the past three decades, high
macroeconomic volatility has become a key
determinant—as well as a consequence—
of poor economic management. The
economy has been caught in a low growth
trap, characterized by a low savings-
investment equilibrium (at less than 20
percent). Industrialization and exports
remain low. With an average annual
investment rate of barely 16 percent of GDP,
Nigeria is far below the minimum investment
rate of about 30 percent of GDP required to
unleash a poverty-reducing growth rate of
at least 7-8 percent per year.

In the more than 40 years since indepen-
dence, Nigeria has never grown at 7
percent or more for more than three
consecutive years. Because of perceptions
of risks and the high costs of doing
business, private agents keep the bulk of
their assets abroad, and more than 2
million Nigerians {mostly highly educated)
have emigrated to Europe and the United
States. Most foreign direct investment into
the country goes into the oil and extractive
sectors. Only since 1999 has foreign direct
investment in the nonoil sectors begun to
rise significantly. Nigeria's economic
structure remains highly undiversified. Qil
exports account for 95 percent of total
exports, while manufacturing accounts for
less than 1 percent. Since the 1970s

Nigeria has lost international market share
even in its traditional (agricultural) exports.
Macroeconomic policy has been highly
circumscribed by inefficient, highly volatile,
and unsustainable public sector spending
and by unusually high volatility of major
macroeconomic aggregates. Fiscal
decentralization has proved a challenge to
effective macroeconomic stabilization and
efficient public finance management. There
has been a fack of policy coherence
between the states and the federal
government and even among the various
agencies of the federal government. The
traditional instruments of economic
management—the national plan and
budgeting processes—have been
rendered ineffective.

Finances at all levels of government are in
poor shape. Domestic debt increased more
than 200 percent between 1999 and 2002
{to about $9 bilion). The external debt
burden, which the government is barely
able to service, represents about 50
percent of contractual service obligations.
Government finance is also characterized
by a pension crisis, arrears of salaries of
civil servants, huge debts to government
contractors and suppliers of goods and
services, a boom and bust cycle of revenue
and expenditure, misallocation and
mismanagement of resources, and other
problems. At the state government level, a
major crisis is looming but goes largely
unnoticed. Many states are accumulating
debt at unsustainable levels, institutions are
weak, and economic governance is poor.
The very low productivity of the private
sector and the lack of diversification of the
economy are due mainly to the inhospitable

Nigeria's economic
Structure remains
highly undiversified:
Oil exports account
for 95 percent of total
exports, while
manufacturing
accounts for less than
1 percent
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transition from an
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business environment. The constraints to
businesses include infrastructure deficien-
cies, poor security of lives and property,
corruption and rent-seeking, low access to
and the high cost of finance, weak
institutions, poorly defined property rights
and enforcement of contracts, and unstable
macroeconomic policies, especially fiscal
and trade policy. Although these conditions
have begun to improve since 1999,
significant obstacles need to be addressed.
Nigeria’'s urbanization rate—about 5.3
percent a year—is one of the fastest in the
world. With a stagnant secondary sector,
urban unemployment—and its attendant
problems of slums, crime, and sociopolitical
tensions—is high. In March 1999, 23.2
percent of the rural labour force and 12.4
percent of urban dwellers were without jobs,
By March 2003 the rural unemployment rate
had dropped to 12.3 percent and the urban
rate to 7.4 percent, vielding a composite
unemployment rate of 10.8 percent.

Nigeria faces the challenge of mesting the
Millennium Development Goals. Statistics
from the 1996 survey indicate that poverty is
deep and pervasive, with an estimated 70
percent of the population living in poverty.
(Many analysts guestion the 1996 poverty
statistics, especially the methodology used.
The ongoing Living Standard Measurement
Survey will give a more accurate picture of
the actual level of poverty in Nigeria. See
chapter 4 for a detailed analysis of the
nature, dmensions, and causes of poverty in
Nigeria, as well as a survey of the interven-
tions the government has used to tackle it.)
Poverty in Nigeria varies widely by region,
sector, and gender. Other social indicators
are also under stress; income inequality in
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Nigeria is very high; unemployment is
threatening social cohesion, security, and
democracy; and the imminent HIV/AIDS
epidemic is a potent time bomb waiting to
explode, with potential dire consequences
for productivity in the economy. Social
exclusion and discrimination against women
hamper their ability to fully contribute to the
development of the economy.

* The educational system is dysfunctional, as
graduates of many institutions cannot mest
the needs of the country. Institutions are in
decay, strikes and cultism are common,
and corruption has become rampant.
Youth militarism has now gone beyond the
walls of schoois to the heart of society.

¢ Despite efforts to promote a private
sector-led, competitive market economy
framework, Nigeria still faces the fundamen-
tel challenge of transition from statism and
rent-seeking in an economy dominated by
the public sector. The deep vested interests
that profit from the system have proved
resilient. They are strengthened by evidence
of weak institutions. As a result, implemen-
tation failures in Nigeria are persistent.

What Went Wrong?

The problems NEEDS addresses reflect decades
of corruption and mismanagement, especially
under military rule. The old development models
of import substitution industrialization and
statism, in which government assumed the
dominant role as producer and controller in the
economy, created perverse incentives, inefficien-
cies, and waste. In an oil-producing economy
{where rents from oil are easy sources of
government revenue), a culture of rent-seeking
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quickly developed. The government became an
instrument for instant acquisition of wealth,
distorting the incentive to work and to create
wealth in the private sector. With government as
the major source of patronage and rent-seeking,
the fight for public office became fierce.

These factors created an incentive framework
that did not reward private enterprise, trans-
parency, or accountability. Frequent regime
changes and changes in policy were defining
features in Nigeria in the past. Military dictator-
ships allowed weak institutions to endure.
Inappropriate development frameworks, poor
and frequently changing policies and pro-
grammes, lack of clear vision and commitment to
development, and a citizenry that acquiesced to
the culture of patronage are the major causes of
Nigeria’s failed past.

Prospects for the Future

The Nigerian economy faces enormous chal-
lenges—and a bleak future if fundamental steps
are not taken to redress the legacies of the past.
Among the many requirements for rejuvenating the
economy is rapid and broad-based growth.
Creating the conditions for such growth will require

Table 2.1

A Per capita income 38

Incidence of poverty 3.6
B Per capita income 5.0
Incidence of poverty 5.0
C Per capita income 7.0
Incidence of poverty 7.0

that Nigeria adopt fundamental new policies in
order to break out of the low-growth poverty trap it
finds itself in.

What are the implications of alternative growth
scenarios for per capita income and poverty in
the medium to long run (table 2.1)7 Three
scenarios are examined:

¢ In Scenario A Nigeria maintains the
average growth performance recorded
between 1999 and 2002 {about 3.5
percent) through 2030. Assuming that per
capita income was $300 in 2000, it would
increase by just $23 by 2015 and by just
$48 in 2030. If current trends in the rest of
the world continue, this rate of growth
waould leave Nigeria one of the poorest
countries in the world. Under this scenario,
poverty worsens, engulfing as much as 80
percent of the population by 2030.

s In Scenario B growth rises to the average
level of the late 1980s (5 percent). This level
of growth is sufficient to prevent poverty
from worsening, but it is not strong enough
to reduce it. By 2030 the incidence of
poverty remains at 70 percent, while per
capita income increases to $416 in 2015
and $576 in 2030, still leaving the average
Nigerian very poor.

Implications of Alternative Growth Scenarios for Key Development
Indicators, 2000, 2015, 2030

$300 $328 $352
70 percent 75 percent 80 percent

$300 $416 $576
70 percent 70 percent 70 percent

$300 $556 $1,031
70 percent 35 percent 17 percent

Creating the

conditions for rapid
and broad-based
growth will requiire
fundamental new
policies to break out of
the low-growth poverty
trap
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¢ In Scenario C Nigeria fundamentally
changes its strategy and achieves an
average annual rate of growth of 7 percent.
This rate of growth is adequate to meet the
Millennium Development Goal of cutting
the incidence of poverty by half by 2015.
Under this scenario, the percentage of
people living below the poverty line could
fall to less than 20 percent.

Of course, the impact of growth on poverty
depends on the sources of growth, Even with
rapid growth of 7 percent a year, the incidence of
poverty may not decline significantly if growth is
not pro-poor. The effects on poverty of growth
led by agriculture, small and medium-size
enterprises, and manufacturing would be very
different from those of growth led by the mining
and quarrying sector. A policy that targets the
very poor states would have a greater effect on
poverty reduction than one that does not.

Scenarios A and B reflect high population
growth and urbanization. If the population
continues to grow at 2.8 percent a year, there will
be 182 million Nigerians by 2015, 87 million of
them (48 percent) living in urban areas, and 275
million Nigerians by 2030, 182 million of them
urban (66 percent). If the secondary sector,
especially manufacturing and services, does not
grow sufficiently to absorb the inflow of labour to
urban areas or rural areas are not transformed
enough to stem the rate of rural-urban migration,
the rate of urban unemployment could soar.

All of the scenarios reflect increasing desertifi-
cation, land use intensification, and rain-fed
agriculture with low productivity. If current trends
continue, agriculture will not be able to support the
economy in terms of employment or income. The
average age of the labour force in agriculture is
about 48-60 years. The growing food import bil
{about 10 percent of total imports) attests to the

potential food security crisis. Nigeria's natural
resource base is rapidly being depleted, and the
process of diversification is proceeding very slowly.
As a result of the declining educational system, an
increasing proportion of graduates are unemploy-
able. All these factors have grave implications for
poverty and unemployment,

Nigeria's size and strategic importance in
Africa (especially in West Africa) mean the stakes
are very high. Nigeria is the source of stability in
West Africa. It led multilateral peacekeeping
forces in Liberia and Sierra Leone, and it
continues to play a peacekeeping role in the
subregion. On the economic front, Nigeria
accounts for about 60 percent of West Africa’s
GDP. A vibrant and growing Nigerian economy
will thus act as a strong growth pole for West
and even Central Africa. Sub-Saharan Africa as a
region cannot succeed in reducing poverty and it
cannot reach the Millennium Development Goals
by 2015 unless Nigeria, with one-fifth of the
African population, develops successfully.

The Potential for a New and Strong
Beginning under NEEDS

Nigeria has abundant human and material
resources to initiate and sustain rapid and broad-
based growth and development. It can also take
advantage of opportunities offered by globalization
{including prospects for leapfrogging) and by the
preferential and differential trade arrangements
and concessions under the Economic Community
of West African States (ECOWAS) Treaty; the
African Growth and Opportunity Act; and the
Cotonou Agreement trade pact and impending
economic partnership agreement between the
European Union and the African, Caribbean, and
Pacific countries. If appropriate incentives are in
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place, the brain drain of Nigerians could be turned
into a brain gain—through increased remittances,
technology transfer, and even return of capital
flight (which could repatriate up to $2-$5 billion a
year). In other words, there are ample opportuni-
ties to jump-start faster growth—if the right
strategy can be crafted and implemented.

Some momentum for change has been
building since the transition to democracy in
1999, This momentum can be accelerated and
sustained. Since 1999 foreign direct investment in
the nonoil sector has risen from almost zero to
billions of dollars, capacity utilization in industry
has doubled, unemployment rates are leveling off,
and GDP growth has risen moderately. Increasing
numbers of Nigerians in the diaspora are wiling to
return and contribute o the economy, and many
of the donor agencies that boycotted Nigeria
during the military era have returned. More
fundamentally, the new political leadership at the
federal and state levels as well as consensus
among key stakeholders in the economy seems
to be committed to a significant change.

Several factors suggest that NEEDS is a
strategy that is likely to succeed. First, the
current administration’s policy thrust is consistent
with the provisions of NEEDS. The 2004 budget
signals a fundamental change in strategy. The
liberalization of the downstream oil sector has
begun, with the full elimination of subsidies, and
the refineries will soon be privatized. The
conversion of public servants’ perquisites into
cash to reduce government expenditure and
waste associated with maintaining these facilities
is on course. Actions to fight corruption and
increase transparency have been taken, and
commitment to the Extractive Industries
Transparency Initiative has been reinvigorated.
The piloting of public service reforms has begun,
the privatization programme is on course,

infrastructure rehabilitation and maintenance are
proceeding, and an emphasis on agricuiture led
to an unprecedented bumper harvest in 2003.

Furthermore, there is a broad national consensus

around the reform agenda.

Second, effective mechanisms are being
instituted for coordinating state and federal
government programmes and jointly monitoring
performance. The statutory organs for such
coordination and monitoring (such as the
National Economic Council, the National Council
on Development Planning, and the Joint Planning
Board) are being strengthened. The impact of the
federal programme will be increased as the 36
states develop their own reform programmes
{(known as State Economic Empowerment and
Development Strategies, or SEEDS) consistent
with the broad thrusts of the federal reforms.

Third, the right people are in place to adopt
and implement NEEDS. A critical mass of reform-
minded representatives are serving in the
National Assembly, which is ready to enact the
relevant legislations for effective implementation
of NEEDS (see chapter 11). The President has
constituted a very strong economic team to drive
the process of reforms. There is a strong team
spirit in government, which is critical for
implementing and sustaining the reform effort,

Fourth, NEEDS will become the basis for
government budgets and the eventual formulation
of a medium-term expenditure framework.
Implementation is a key element for success. The
President is leading efforts at implementation,
chairing a weekly, 30-minute meeting of the
economic management team designed to monitor
and coordinate implementation among key
agencies and ministries. The agenda is focused
and selective, and aspects of it will be imple-
mented by the private sector, nongovernmental
organizations (NGOs), and donor agencies.

There is a strong
team spirit in
government, which is
critical for
implementing and
sustaining the reform
effort

13
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Many factors inhibit growth in Nigeria, including:

* |nconsistent macroeconomic policy

* Instability and policy reversals

* Conflicts between different macro-

economic policy goals

¢ Public sector dominance in production and

consumption

¢ Pervasive rent-seeking and corruption,

facilitated by the fact that the government
is'the hub of economic activities

* |nadequate and decaying infrastructure

s High volatility of major macroeconomic

aggregates

¢ Weak institutional capacity for economic

policy management and coordination

¢ Unsustainability of public finance at alt

levels of government

s Lack of effective coordination across levels

of government

¢ Large debt overhang

Many of these problems are institutional.
Others refiect the fact that the means are
inadequate to achieve the goals.

NEEDS aims to redress these imbalances,
based on an overall macroeconomic frame-
work. The analyses and projections presented
in this chapter are based on the four basic
macroeconomic accounts: the real sector, the
fiscal account, the balance of payments
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The Macroeconomic Framework

accounts, and the monetary sector accounts
(table 3.1). A workable programme requires
that the four accounts be consistent, so that
they ensure predictability and sustainability of
the macroeconomy and spur rapid and broadly
shared pro-poor growth.

The Real Sector

Overall, growth in Nigeria has been disappoint-
ing. Annual growth averaged less than 3 percent
for most of the three decades following the
discovery and exploitation of oil. This era,
through 1999, was bedeviled by waste, a
bloated public sector, high public expenditures, a
distorted budgeting system, and a weak private
sector. Changes occurred, but they were minor.
Coming at a time when some of the world's
fastest growing economies were growing by
more than 10 percent a year, 3 percent real GDP
growth was sad news, particularly given annual
population growth of 2.8 percent. Efforts clearly
needed to be stepped up to improve the
performance of the economy.

With the return to democracy in May 1999,
hopes were rekindled about prospects for jump-
starting the economy. Everyone underestimated
the magnitude of the decay and hence the
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Table 3.1 Selected Macroeconomic Projections, 2003-07

Real sector

Growth in real GDP (percent) ) 10.2 5.0 8.0 6.0 7.0
Growth ini ofl sector (percent) 23.0 0.0 0.0 0.0 0.0
Growth in nonoll sector (percent) 3.3 7.3 8.5 8.3 9.5
Oil production, including condensates
(millions of barrels a day) 2.2 2.2 2.2 2.2 2.2
Gross national savings (percent of GDP) 12.4 144 17.2 23.9 29.0
Inflation rate (percent) 11.0 10.0 9.5 9.5 9.0
Federal government finance (percent of GDP)
Overall fiscal balance -3.3 ~1.9 -3.2 -3.2 -3.2
Primary balance -1.4 0.1 -1.7 -1.5 ~-1.4
Retained revenue 9.7 9.7 7.8 7.6 7.3
Total expenditure 250 235 23.4 22.9 223
External sector
Overall balance (percent of GOP) -7.7 -10.8 -9.2 -4.4 -1.3
Current account balance {percent of GDP) 2.7 -2.9 -2.3 -0.5 0.3
External reserves ($ millions) 7,187 7,687 8,687 9,687 10,887
Growth in money and credit (percent)
Net domestic credit 28.3 24.5 24.6 225 21.8
Net credit to government 44.4 29.9 29.9 23.5 218
Credit to private sector 30.0 30.0 30.0 30.0 30.0
Narrow money (M1) 10.3 10.8 8.3 16.7 19.8
Broad money (M2) 15.0 15.0 15.5 15.5 16.0
a. Provisional,
challenges that needed to be faced. Aggregate growth of about 21 percent in the electricity
growth has been slow and the sectoral subsector in 2002 may be threatened.
distribution of growth uneven. While some This unstable growth—a hallmark of sectoral
sectors, such as telecommunications, have performance—presents an enormous challenge.
enjoyed very rapid growth, others, such as Putting the economy back on the path of
mining, have contracted. Some of the sectors sustainable growth requires a systematic and
that recorded very high growth rates in 2001 consistent framework, NEEDS proposes bold
slumped in 2002. Oil refining, for example, grew steps to plug leakages in order to achieve
181 percent in 2001 but declined about 8 macroeconomic stability and support a more
percent in 2002. Indications are that average efficient use of resources to grow the economy.

15
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Policy Thrusts
NEEDS supports the following policy thrusts:
¢ Sustain a rapid, broad-based GDP growth
rate outside of the oil sector that is
consistent with poverty reduction,
employment generation, and a sustainable
environment.
¢ Diversify the production structure away
from oil and mineral resources,
¢ Make the productive sector internationally
competitive.
¢ Systematically reduce the role of
government in the direct production of
goods, and strengthen its facilitating and
regulatory functions.

Key Strategies
NEEDS proposes achieving its goals in the
following ways:

¢ Privatize, deregulate, and liberalize key
sectors of the economy.

e Coordinate national sectoral development
strategies for agriculture, industry
(especially small and medium-size
enterprises), and services (especially
tourism).

e Develop infrastructure, especially electricity,
transport, and water.

¢ Address the problems of financing the real
sector, and mobilize long-term savings and
investment,

¢ Create effective regulatory regimes that
include environmental standards.

¢ Target programmes to promote private
sector growth and development.

A major target of the current reform effort is
the reduction of poverty. But the effects of some
structural changes will be feft only after a lag.
Medium-term growth performance is projected
based on the assumption that given the reform

efforts, almost every sector will perform better in
the coming years. Stronger growth performance
is expected as the private sector takes advan-
tage of the different reform strategies and policies
and as the government reduces its role in the
economy and redresses the perverse incentive
structure facing investors. Growth projections
attach weights to different informal sector
activities in order to capture the overall share of
the sector in projected economic growth.
Changes in agriculture will generally drive
increases in growth.

Critical to growth performance is improvement
in power and other infrastructure; a reduction in
the cost of doing business; creation of a more
conducive investment environment, including
security of life and property; and training and
development of the human resources needed to
increase capacity and productivity. Human
resource development is needed to reduce the
reliance on expatriates and increase the
contribution of the local labour force in foreign
investment.

Strong growth is expected in the primary and
secondary sectors, particularly agricuiture,
manufacturing, and solid minerals. The
manufacturing sector is expected to grow at
least 7 percent a year between 2004 and 2007,
while agricutture is expected to grow about 6
percent. Growth in other sectors may not be as
strong as growth in the primary sector.
Aggregate output for the four years of NEEDS is
projected to increase & percent in 2004, 6
percent in 2005, 6 percent in 20086, and 7
percent in 2007. Output in the oit and gas sector
is expected to remain unchanged. The projected
decline in oit production as Nigeria maintains its
OPEC quota is expected to be offset by
increases in gas production, leaving net output in
the sector unchanged. Growth of the nonoil
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sector, the major target of the diversification
effort, is expected to rise from 6.8 percent in
2003 to more than 9 percent in 2007.

Annual private consumption is expected to
grow 4.8 percent in real terms. With projected
population growth rate of 2.8 percent, this will -
mean a 2 percent growth in annual real per
capita consumption. At the same time, public
consumption expenditure is expected to steadily
decline. Investible resources will be reallocated
from the public sector to the private sector, and
the investment pattern by both government and
private investors will change. For example, with
agriculture as a priority area in the medium term,
the government will increase incentives for
investment in the sector.

Fiscal Operations and Policy:
Budget, Tax Reforms, and Public
Expenditure Management

Fiscal policy is the most important instrument of
macroeconemic management in Nigeria.
Reforms at this level are therefore critical for
overall macrosconomic consistency.

Despite plans to diversify the government’s
revenue base, Nigeria's fiscal and budget
landscape has been dominated by oil income,
which accounts for at least 70 percent of total
government revenues. Swings in the international
oil price and production create enormous
volatility in government revenue. In periods of
boom, government expenditures increase, while
drops in oil prices are treated as temporary. The
same pattern is repeated by the states and local
governments.

Other problems include inefficient use of
resources, waste and misplaced priorities in
government expenditure, high fiscal deficits at all

tiers of government, weak institutional structure,
a fiscal federalism structure that places little or no
premium on intertemporal fiscal solvency, and a
weak institutional mechanism for regulating the
actions of the different tiers of government and
their agencies. These problems have led to a
heavy debt burden, huge recurrent expenditure
burdens at all tiers of government, inefficient
public delivery of services, and distortions in the
incentive structure for both the private and public
sectors. Currently, all tiers of government spend
far more than they earn: cumulative deficits over
the past five years alone stand at more than

$1 trilion, excluding arrears of pensions and
gratuities and debt to local contractors. With
foreign debt of about $31 billion in fiscal 2001 (in
a $45 billion economy}, the government spends a
huge proportion of current revenue in debt-
servicing and interest payments.

The budgeting process reached the point of
near collapse before the democratic government
came o power. The main problems have to do
with lack of political will and commitment to
abide by stipulated rules and budget guidelines.
This has led to a high incidence of extra-
budgetary expenditures and the breakdown of
medium- to long-term plans to guide the
budgeting process, with projects implemented
haphazardly without proper evaluation and
coordination. As a result, hundreds of projects lie
uncompleted or abandoned; completing the
projects would cost more than $100 billion.
Allocation to projects became ineffective and
often arbitrary. Spread thinly over a large number
projects, the allocations had little impact for the
most part. A high level of recurrent expenditures
and the lack of cooperation between tiers of
government and line ministries with the
coordinating agencies (such as the National
Planning Commission and the Ministry of

Currently, all tiers of
government spend far
more than they earn:
cumulative deficits
over the past five
years alone stand at
more than $1 tritlion
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Finance) undermine the budget process. The
lack of a formal mechanism for dealing with
budget surpluses or shortfalls has led to the
issuance of warrants without cash backing.

Policy Thrusts
The key policy thrusts of NEEDS inciude the
following:

o (reate a predictable macroeconomic
environment in which resources are used
efficiently, predicated on a Medium-Term
Expenditure Framework that ensures
predictable and sustainable public finance
at all tevels of government.

s Adopt policies that are consistent with
raising domestic savings and increasing
private investments.

¢ Maintain a sustainable level of public debt.

Key Strategies
The key strategies and instrument include the
following:

* Adopt a budget strategy that strengthens
the planning process and project and
programme evaluation, with early
involvement of stakeholders.

* Adopt tax reforms aimed at raising
revenues and diversifying the revenue
base.

¢ Strengthen the Budget Office.

s Adopt a medium-term expenditure
framework and a fiscal strategy paper
consistent with the thrusts of NEEDS.

* Establish intergovernmental fiscal
coordination based on a Fiscal
Responsibility Act or similar initiative.

¢ Reform and strengthen the procurement
process.

* Establish a fiscal rule based on the price of
oil, and establish a stabilization fund for

excess revenue from crude oil sales, with
specific conditions for the fund's use.

¢ Establish a public expenditure rule that

holds the deficit to no more than 3 percent
of GDR.

Projections on the fiscal account are based on
consolidated public sector revenue and
expenditure profiles. The international price of oil
is expected to decline over the period, but
production and earnings in the gas subsector are
expected to rise significantly, offsetting any
negative oil price movements that may occur.

A basic assumption made in the fiscal
account is that state and local governments
balance their budgets. However, the federal
government can borrow up 10 12.5 percent of
the previous year'’s retained revenue from the
central bank to finance its deficits. This provision,
which is consistent with the Central Bank Act, is
expected to lapse in fiscal 2004.

Beginning in fiscal 2005, the projections in the
fiscal account reflect the provisions of the West
African Monetary Zone, which stipulates that no
more than 10 percent of the previous year’s
retained revenue can be financed by the central
bank. An oil price-based rule using projections of
oil prices that are lower than the expected
international price of oil over the timeframe is also
adopted. Public sector (consolidated) deficits are
constrained not to exceed 3 percent of GDP.
While the reform plan has a long-term compo-
nent, the framework is designed principally with a
medium-term focus.

Given the proposed public sector reforms,
overall recurrent expenditure as a proportion of
total expenditure is expected to continue to fall.
Currently, recurrent expenditure consumes about
70 percent of total revenues at both the federal
and other levels of government. Given the
planned increase in government efficiency,
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recurrent expenditure is expected to fall gradually
over the reform period. State governments are
assumed to maintain previous levels of recurrent
expenditure {about 80 percent of total revenue) in
2004. The ratio of recurrent to capital expendi-
ture is expected to improve to 70/30 in 2005 and
to 60/40 in 2006 and 2007.

All tiers of government in Nigeria suffer from
the volatility of revenue and expenditure. State
and local governments account for about 50
percent of consolidated public sector spending.
This figure could increase with the proposed new
revenue allocation formula. Over time it has been
difficult to control the intertemporal distribution of
expenditure of state and local governments using
monetary and fiscal policies as the Constitution
grants each state full autonomy over its fiscal
actions. The success (or failure) of the reform
programme hinges largely on greater fiscal
coordination.

The Fiscal Responsibility Pact, expected to
come into effect no later than 2005, will help
achieve such coordination. Under the provisions
of the bill, executive office holders are expected
to structure their expenditures in line with the
provisions of the capital and recurrent expendi-
ture provisions of the reform programme. in
addition, the central bank is currently discourag-
ing bank lending to all tiers of government.
According to the new rule, any bank is free to
lend to any government agency, provided it
provisions 50 percent of the loan value to the
Central Bank of Nigeria if the loan is considered
performing or 100 percent if the loan is
considered nonperforming. The Securities and
Exchange Commission is also revising the
conditions for borrowing, lending, and floating
bonds by all tiers of government to maintain
consistency in the pattern of capital market
access and usage by all tiers of government.

Coordination will be improved by the active use
of the formal organs of government, including
the National Council on Development Planning,
the Joint Planning Board, and the National
Economic Council.

While the key challenge is to rein in govern-
ment spending and get all tiers of government to
spend no more than they take in, spending must
also be in line with predetermined priorities and
reap value for money spent. Thus part of the
strategy of the reform effort is to strengthen the
due process mechanism and the institutions set
up by the administration. Based on established
sectoral priorities, the government will set
expenditure ceilings through lump-sum
allocations to public enterprises and government
agencies, and it will monitor the performance of
these agencies. The overall aim is to gradually
but consistently reduce the government deficit
from the current 5 percent to no more than 3
percent of GDP over the lifespan of NEEDS.
Doing so will require a roll-back of recurrent
expenditures by all three branches of govern-
ment—executive, legislature, and judiciary—as
well as by all tiers of government, primarily
through efficiency gains.

The budgeting framework will adopt a
mandatory calendar that ensures early involve-
ment of the legislature and finalization of the
budget at least three months before the
beginning of a new budget year. In collaboration
with the National Planning Commission, the
Budget Office will produce and disseminate

quarterly monitoring and evaluation reports to the

general public. The budget process wilt also be
reformed to reduce or eliminate arbitrariness.
Essentially, the budget will be in line with the

policies and priorities of NEEDS, subject to more

detailing of programmes and projects by line
ministries and state enterprises.

While the key
challenge is to rein in
government spending
and get all tiers of
government to spend
no more than they
take in, spending
must also be in line
with predetermined
priorities and reap

value for money spent
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In the immediate term (2004 and 2005), the
aim will be to introduce a more orderly and
disciplined budget formulation process that tries
to corral the numerous sources of extra-
budgetary expenditures, a process that involves
input upfront from both the executive and the
legislative branches on priorities. The lack of
ownership by the legislature of the priorities set
forth by the government in previous budgets—as
well as attempts to add priorities, regardless of
the impact on the overall fiscal position—virtually
derailed the budget process in 1999-2003. Part
of the new strategy will be to introduce a more
collaborative approach between the two
branches of government in order to enhance the
effectiveness of the budget process.

The bloated federal recurrent budget is
unsustainable, as is the unwieldy capital account, a
substantial part of which is made up of abandoned
and underfunded projects. State governments also
have bloated recurrent expenditures and little room
for capital programmes. The challenge is to design
appropriate strategies and action plans to redress
the situation.

The public sector capital programme will be
rationalized to give priority to health, education,
agriculture, power supply, and the maintenance of
infrastructure projects that have high linkage
effects with other projects and those that will
generate employment at minimal cost. A sunk
cost approach will be introduced in determining
whether to proceed with ongoing and abandoned
projects. Rigorous project selection criteria will be
imposed on new projects, including the need to
ensure funding to completion. The cleaning up of
the budget will produce a more concise capital
programme in fiscal 2005.

Pruning waste. NEEDS will support new
procurement procedures by strengthening the due

process mechanism and developing a catalogue of
commonly procured equipment, supplies, and
services as a reference for ministries and agencies.
Tender procedures will be enforced, and the scope
of checks on value for money will be expanded.
Procedures for competitive bidding, contract
review, and award of various levels of contracts
have been introduced. The Budget Monitoring
and Price Intelligence Unit was created in the
Presidency to oversee the procurement reforms
and push implementation of the due process
review and contract certification process. The
mechanism will be strengthened and upgraded
into the Federal Procurement Commission.
Accounting officers will ensure that excessive
expenditures discovered by postauditing checks
are recovered from those responsible. Every
department will have internal and external
auditors, who will be responsible for tracking
expenditures and ensuring value for money.

Increasing revenue generation and supporting tax
reforms. The reforms also aim at strengthening the
machinery for tax collection, tracking all govern-
ment revenues paid into different bank accounts as
well as recovering debts, misappropriated and
looted funds, and payments for work not executed.
State and local governments are expected to gear
up their efforts to generate revenue rather than
depend on statutory allocation from the federation
account or borrowing on the capital market.

In the short to medium term, the strategy will
address six issues:

¢ The structure of the tax system

* Revenue generation

o Efficiency of collection

¢ Tracking and response to comparative and

international standards
¢ Investment promotion
e Coordination of tax administration
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The structure of the tax system overwhelmingly
favours indirect taxes. Although these taxes are
generally regressive, the high rate of evasion of
direct taxes—attributed mainly to poor data on
people and sources of income (the result of a large
informal sector)—makes indirect taxes attractive.
This structure will continue over the NEEDS
period. The main sources of nonail revenue
include customs tariffs, value-added tax, and sales
taxes. Governments at all levels will continue to
explore the possibilities of collecting user charges
on infrastructure and some social services.

The government is collecting far less in
income tax (individual and corporate, including
withholding taxes) than it should. The tax
collection machinery will therefore be revamped,
restructured, and strengthened for more effective
coltection.

A new phenomenon is the loss of revenues
arising from the system of remittance of tax
revenues paid through banks to the appropriate
authority. Significant revenue is being lost through
diversion and inadequate monitoring of the
process. Such leakages will be plugged, and
defaulting banks will be delisted and subject to
substantial penalties.

In addressing the level and structure of taxes,
attention will be paid to competitiveness.
Taxation and fiscal policy will be pro-poor and
used as an instrument for reducing high income
disparities, as well as providing incentives for
investment and productivity growth. Direct taxes
on lower income groups will be reduced, while
those of the highest groups will be increased. But
the structure will pay attention to the competitive-
ness of Nigeria relative to countries at similar
levels of development with which Nigeria has to
compete for foreign direct investment. The tax
structure will establish a level playing field,
adjusting for the cost of doing business due to

poor infrastructure, and stimulate private
investment in the real sector.

A major nuisance to businesses operating in
Nigeria is the multiplicity of taxes imposed at the
federal, state, and local levels. While NEEDS will
not encourage the pooling of all taxes in a federal
system, it will seek agreement among all tiers of
government on which level should collect which
taxes and how, in order to avoid too great a
multiplicity of taxes and conflicting methods of
collection. The Joint Tax Board and the peer
review mechanism to be established under this
strategy will help achieve a more harmonized tax
system and ensure coordination and compliance.

Efforts will also be intensified to increase the
contributions to public sector financing of major
public enterprises, such as the Nigeria Maritime
Authority, the Nigeria Ports Authority, the Federal
Airports Authority of Nigeria, the Shippers’
Council, the National Civil Aviation Authority, the
Securities and Exchange Commission, and
NICON Insurance. Over time, these public
enterprises have made minimal contributions to
development.

The Balance of Payments

Historically, the Nigerian external sector account
could be referred to simply as an oil account.
Because of the economy’s lack of diversity, swings
in OPEC guotas and large changes in the
international price of oil have continued to dictate
the direction and pace of shifts in the external
account. As a result of increases in the OPEC
guota, especially since 2000, the country’s current
account balance and reserves showed remarkable
improvements, with reserves reaching a 10-year
high of $10.4 billion in 2001. There are few
assurances that the government's efforts to secure

Historically, the
Nigerian external
sector account could
be referred to simply
as an oil account
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additional increases in the country’s OPEC quota
will be successful in the short term, however.

The volume of imports in Nigeria is high, and
imports are diversified. Imports range from
capital goods and machinery to unprocessed
food and other primary items. This high
propensity to import food items and the
associated health hazards they pose has been a
source of concern to the government, which has
imposed temporary bans on some items.

Nigeria’s tariff and trade policy is character-
ized by uncertainty and highly varying rates of
protection, and its customs and ports clearance
system is inefficient. Policies are out of tune with
trends in the Economic Community of West
African States (ECOWAS) and in other develop-
ing countries. External reserves are volatile,
capital flight persists (albeit at a lower rate than
under the military regimes), and inflows of
portfolio and foreign direct investment into the
nonoil sectors remain weak relative to the size of
the economy. The external debt overhang
remains ominous, with total debt service
payment about equal to the federal government'’s
capital budget (even when the government is not
fully servicing all the service payments due).

The balance of payments situation is not
sustainable. Oil prices cannot continue to rise
indefinitely, and increases in the OPEC quota are
not guaranteed. Aggressive export diversification
and expansion as well as gradual import
liberalization represent the winning strategies for
moving forward.

Policy Thrusts
NEEDS is based on four main policy thrusts:
¢ Promote exports and diversify exports
away from oil.
* Gradually liberalize imports, harmonize
tariffs with ECOWAS' common external

tariffs, and use special levies and import
prohibitions to protect local industries.

e Establish a market-determined nominal
exchange rate regime, and avoid
overvaluation of the real exchange rate.

o Seek debt reduction to make Nigeria's
debt service sustainable.

The trade balance has been in surplus in
recent years, as a result of the rise in oil prices.
Balance of payments projections assume no
change in Nigeria’s OPEC guota and stable oil
prices of $22-323 a barrel between 2004 and
2007. This cautious posture is due mainly to the
expected re-entry of Irag into the oil market and
the unpredictable behaviour of Russian oil supply.
However, negative changes in the international ail
market may not be fully reflected in the balance
of trade because of expected positive changes in
the gas subsector, where production and
earnings are expected 1o rise.

Export earnings should be diversified. In the
short run, the emphasis should be on the export
of food and other primary products, with value
added to exports over time. Incentives will be
given to domestic producers in manufacturing
and agriculture to exploit opportunities provided
by the numerous bilateral and multilateral trade
concessions of which Nigeria is a potential
beneficiary.

Despite these incentives, only small changes
are expected in the volume of imports in the short
run. Although Nigeria has banned the importation
of some products, the share of these products in
total imports is small. Furthermore, the lowering of
tariffs in tandem with the rates set by the West
African Economic and Monetary Union is likely to
increase the import bill, perhaps offsetting the
effects of the import bans. Factor payments
arising from industrialization programmes and the
import of industrial raw materials will continue, at
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least in the short run, to put some pressure on the
current account. Thus annual current account
deficits of about 0.52 percent of GDP are
expected between 2004 and 2007.

With modest deficits, net reserves will grow
stowly but steadily, from $7.7 billion (about five
months' imports cover} in 2004 to $10.7 billion
(more than six months’ import cover) in 2007.
This growth is expected to arise from a larger
export base and slower growth of imports. The
projection for reserves is within the minimum
stipulations of the West African Monetary Zone,
allowing Nigeria to keep pace with the regional
integration process while pursuing its domestic
reform programmes.

Assumptions on debt service payment are
optimistic. Only 53 percent of the $12.3 billion of
debt service due between 2004 and 2007 is
expected to be paid in full. The states will
account for 25 percent of payments, while the
federal government will take up the other 75
percent. If the reforms stay on course, with policy
consistency and increased prudence in the
management of public resources, Nigeria is
expected to be able to get debt relief, substan-
tially reducing external debt service payments.

Debt relief would also reduce the debt stock,
significantly affecting the overall balance.
Additional resources from debt relief are
expected to show up in increased spending on
the social sectors (health, education, water, and
infrastructure). This reallocation would increase
the impact of the reform programme on human
capital development, a major policy goal of
reform. In addition, current efforts by the Debt
Management Office to sensitize state govern-
ments 1o the implications of their fiscal actions
will be increased. In this regard, civil society has
a responsibility to demand accountability from
public office holders.

Securitized domestic public debt nearly
quadrupled between 1996 and 2003, rising from
about K343 billion to about M1.3 trillion. The
domestic debt stock is characterized by a
number of deficiencies. One is that the stock is
concenirated at the short end of the market.
About 80 percent of the stock is made up of
91-day Treasury bills; longer term debt constitutes
less than 25 percent. This implies a mismatch
between assets and liabilities, as much govern-
ment expenditure is long term.

Another defect is that nonbank public
holdings of government securities represent just
6 percent of all debt; the central bank and
deposit banks hold about 94 percent. The large
holding of government securities by the banking
system has adverse implications for the growth
of the money supply and the effectiveness of
monetary policy. Although reliable figures on
nonsecuritized public debt are not available,
indications are that the figures run into the trillions
of naira for all tiers of government,

Key Strategies
During the medium term, policy will focus on:
e Restructuring existing securities into
longer term bonds
s Reducing central bank holdings of the
government debt so that the Central bank
of Nigeria has wider room for efficient and
unconstrained monetary policy
s Financing government deficits by floating
bonds in the capital market
s Developing an efficient capital market
In August 2003 the government floated N150
billion of federal bonds, with tenors of 3, 5, 7, and
10 years—the first bond issue in 17 years. A
major goal of domestic debt management during
the programme period will be to sustain this effort
by lengthening the term structure of debt and

If reforms stay on
course Nigeria is
expected to be able to
get debt reljef,
substantially reducing
external debt service
payments
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increasing nonbank public holding of government
debt in order to bring government borrowing
under the discipline of the capital market.

In addition, domestic borrowing guidelines
will be developed and applied to all tiers of
government and their agencies. These
guidelines will help ensure that the unsustainable
and defective domestic debt portfolio of the
federal, state, and local governments does not
deteriorate.

Monetary and Exchange Rate
Policies

Historically, monetary policy in Nigeria was mainly
short term, but the Central Bank of Nigeria has
recently moved to a medium-term framework.
Given the fiscal posture for the reform period,
monetary policy outcomes will depend largely on
the government’s fiscal stance. The disparity
between monetary targets and outcomes is wide
largely because of the statutory financing of
budget deficits and the inability of the apex bank
to sterilize the liquidity effects of government
expenditures. Thus monetary policy intervention
has been basically reactionary and short term,
leading to missed targets and ineffectiveness in
performance. Despite the fact that the basic goal
of monetary policy has been price stability,
inflation has been relatively high and above the
West African Monetary Zone targets.

Policy Thrusts
NEEDS supports several main policy thrusts:
¢ Strive to meet the second West African
Monetary Zone's convergence criteria.
¢ Maintain low real lending interest rates.
s Maintain a competitive but stable
exchange rate regime.

s Restructure the composition of credit to
the private sector to boost production,

e Provide more credit to the private sector,
especially long-term credit for real sector
development.

s Create effective reguiatory and supervisory
mechanisms to ensure orderly develop-
ment of the financial system.

¢ Continue to use the retail Dutch auction
system to determine the nominal exchange
rate regime, and adopt a wholesale Dutch
auction in the medium to long term.

The conduct of the monetary, credit, and
exchange rate policies will continue to be guided
by the central bank’'s monetary, credit, foreign
trade, and exchange policy guidelines, which are
now issued for two-year periods. The current
guideline, Monetary Policy Circular No. 37,
covers the policy guidelines for fiscal 2004 and
2005. The overall goal of monetary policy
remains price and exchange rate stability; the
instruments are those consistent with a
deregulated financial system.

Given that the government is committed to a
tighter fiscal stance, the inflation rate is expected
to drop progressively over the four-year time
horizon, reaching 9 percent by 2007. The decline
in inflation is expected to improve the macro-
economic environment for planning and to
reduce pressure on domestic costs and real
interest rates. Interest rates will remain deregu-
lated and market determined, but policy will aim
at rates that are above the inflation rate in order
to mobilize savings. The reform programme will
aim to reduce the spread between lending and
deposit rates of interest.

Historically, the structure of credit allocation
has been a problem. It is widely believed that
public sector demand for credit crowded out the
private sector. Credit to the private sector has
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also been affected by the low absorptive
capacity of the sconomy. Monetary projections
for the reform period envisage lower public
sector deficits, increasing the availability of funds
for lending to the private sector. Banks need
inducemenits to lend to the private sector rather
than trade in government instruments, conduct
foreign exchange transactions, or finance short-
term {commercial) activities.

Providing credit to the private sector will be
encouraged through a set of incentives. The
central bank has already introduced a credit (risk)
guarantee scheme for commercial bank lfending
to small and medium-size enterprises and the
agricuttural sector. Other incentives, such as the

rediscounting and refinancing schemes of
commercial bank debts for small and medium-
size enterprises, will be intensified. The aim is to
create incentives that alter the structure of
banking from deposit driven to credit giving.
Given these incentives, credit to the private
sector is projected to grow at least 30 percent a
year. The framework also provides for steady but
slow average annual changes in broad money
over the reform period. With a substantial decline
in government borrowing, less financing of
government deficits by the central bank, and
reduced dependence on oil income for foreign
exchange earnings, changes in broad money are
expected to be less volatile.
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