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Executive
summary

Fiscal governance in
challenging contexts

How can fiscal governance be improved
in developing countries? What are the
pathways and drivers of change in countries
with weak institutional capacities and high
corruption levels? This learning review
explores these questions in the context of
Nigeria, an oil-rich economy, and the sub-
Saharan African country with the largest
population, where fiscal governance has
been at the heart of contentious politics.

Between 2018 and 2022, the World
Bank supported efforts to improve
fiscal governance at the subnational
level in Nigeria, through the State Fiscal
Transparency, Accountability and
Sustainability Program for Results (SFTAS
or Program). In the context of a severe

fiscal crisis, SFTAS was designed to inject
funds into cash-strapped states, conditional
on their sustained implementation of a set of
fiscal governance reforms derived from the
Federal Government of Nigeria (FGN) Fiscal
Sustainability Plan. An additional financing
expanded the Program to provide more
grants to states, subject to achievement of
results from the National Economic Council
COVID-19 Plan. Overall, the Program aimed
to improve states’ fiscal behavior and reduce
fiscal risks. It was also expected to facilitate
intergovernmental fiscal coordination by
supporting a common set of good-practice
fiscal behaviors and standards across states.
Under the Program, the FGN disbursed
annual performance-based grants to states,
in accordance with their achievement
of disbursement-linked indicators (DLIs)
under four key results areas (KRASs):
fiscal transparency and accountability;
domestic revenue mobilization; public
expenditure efficiency; and sustainable
debt management. The initial financing for
the Program was a $750 million credit; the
additional financing of $750 million brought
the total allocation to $1.5 billion.!

Map O.1. Overall amounts disbursed under the SFTAS Program (2018-2022)
All DLIs: US$ million achieved

1 Allmoney values are in USD, unless otherwise stated.

USS million
56,9

16,3

Porawrod by Ring
© Microsoh, OpenSereethlap
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Measured by the Program results
framework, SFTAS was a success.
At completion, the Program’s overall

outcome was confirmed by the World
Bank Independent Evaluation Group as
satisfactory; relevance and overall efficacy
were also rated substantial as the operation
almost fully achieved its expected outcomes.
Performance varied across results indicators
and across states. But overall, the number of
results achieved went beyond expectations.
Actual results outperformed estimates on
17 of 22 disbursement linked results (DLRs),
and the Program fully disbursed.?

This learning review looks beyond
the specific parameters of the SFTAS
operational desigh to reflect candidly
on achievements and challenges and to
better understand the pathways, impact,
and sustainability of the results. Its
focus is two-fold. First, it examines what
improvements were achieved and what
impact this had. In doing so, it looks beyond
whether or not the DLIs were achieved to
analyze: the nature of the fiscal governance
rules, standards and practices that were
adopted; the extent of their impact on the

quality and accountability of public financial
management and fiscal outcomes; and the
sustainability of reforms. Second, it looks
at how and why improvements in fiscal
governance were achieved through an
examination of the different factors that
help explain why some changes were more
sustained and some states performed better
than others.

Key findings of the learning
review

Fiscal transparency and
accountability

The SFTAS Program achieved foundational
improvements in fiscal transparency,
budgeting, and auditing across Nigeria's
36 states. By the third year of the Program,
all states met the eligibility criteria of
publishing annual budgets and audited
financial statements on time and compliant
to international standards. A majority of 33
states regularly publish quarterly budget
implementation reports. These new fiscal

Figure O.1. Key results areas of the SFTAS Program for Results

Domestic resource
mobilization

Fiscal transparency
and accountablitiy

Published budget

Treasury single
account

Published audited
financial statements

Consolidated

revenue code
Published budget
implementation report

Increased

Efficiency of public
expenditure

Debt management
and sustainability

Public debt legislation

Quarterly debt report and
debt sustainability
analysis

Procurement law &
authority

E-procurement

Plubication of domestic
expenditure arrars

Contract transparency

Citizen budget and
ciitizen accountability
report

internally
generated revenue

Biometric registration
and BVN for payroll of

civil workers

Lower debt stock

2 Infact, the amount earned by states for the achievement of results exceeded the Program allocation by $159.9 million.
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norms and practices brought coherence
and predictability to budget cycles and
helped build a nascent culture of fiscal
openness. The Program also incentivized
citizen engagement through town halls
and the publication of user-friendly budget
documents, fostering limited dialogue
between governments and civil society.

Despite these gains, there remains room
for improving the quality and use of
fiscal data and turning transparency into
accountability. While technical progress
on budget and audit publication and
standardization has continued after the
Program end—thanks to support from the
Nigeria Governors’ Forum and subsequent
World Bank programs—challenges persist.
Data quality issues and weak budget
discipline undermine credibility. Reforms
touching on political dynamics, such as
reducing budgetdeviation and ensuring audit
agency independence, achieved limited
traction. The uptake of fiscal information by
civil society and oversight by counterpowers
remains limited. Citizen participation and
accountability mechanisms saw reversals
post-SFTAS, suggesting that without
continuous incentives and institutional
pressure, reforms may not be sustained.
Nonetheless, the Program helped make the
fiscal environment more legible and laid a
durable foundation for transparency. Some
states sustained and built on the changes
to budgeting and auditing practices
after the end of the Program, pointing to
incremental but meaningful progress in
making the planning and reporting of public
finances more transparent, structured, and
predictable.

Domestic resource mobilization

Nigerian states made measurable strides
in strengthening domestic resource
mobilization. Key achievements included
a significant expansion of Treasury Single
Account (TSA) coverage, adoption of
consolidated state revenue codes, nominal
growth in internally generated revenue
(IGR), and foundational work on property
tax systems. By 2021, 17 states had brought

at least 80 percent of finances under TSA
coverage, 29 had comprehensive revenue
codes, and 34 had updated urban property
records, laying groundwork for improved
property taxation. These changes enhanced
states’ ability to manage and monitor
revenues. IGR increased in nominal terms,
with average share of IGR in total revenues
rising from 19.6 percent in 2017 to 29.2
percentin 2022, although gains were uneven
and real IGR declined due to inflation.

Despite technical progress, several
challenges, often related to the political
economy of reforms, constrained impact,
and sustainability. TSA implementation
was often partial, undermined by resistance
from MDAs, commercial banks, and political
actors concerned about exposure and
revenue control. State revenue codes did
not consistently lead to improved collection,
and widespread failure to meet budget
revenue targets revealed poor revenue
forecasting and planning. While almost all
states updated property records, actual
property tax collection remained Ilow
due to weak enforcement. In sum, while
SFTAS catalyzed important building blocks
for domestic resource mobilization, the
Program also showed that the effective
enhancement of revenue mobilization
and management depends heavily on
political will and enforcement capacities to
translate technical improvements in revenue
management systems into durable revenue
gains.

Expenditure efficiency

States made progress toward
strengthening expenditure efficiency in
the areas of payroll managementand public
procurement. By the end of the Program,
33 states had successfully linked at least
95 percent of civil servants and pensioners
to biometric and Bank Verification Number
(BVN) data, significantly reducing payroll
fraud and ghost workers. Similarly, nearly
all states passed procurement laws aligned
with international standards and established
procurement regulatory agencies, laying the
foundation for improved transparency and
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control in public spending. Eighteen states
adopted e-procurement systems, and
about half published contract data in open
contracting formats during the program,
contributing to some improvements in
process compliance and public scrutiny.

However, the depth and sustainability of
these changes remain mixed; here again,
most hurdles relate to rent-seeking and
political interference. Post-SFTAS, updates
to biometricregistries have becomeirregular,
and without broader civil service reforms,
payroll fraud risks persist. Procurement
reforms, while significant in terms of legal
frameworks, have not effectively disrupted
entrenched patronage networks or improved
competition. E-procurement has faced
technical, financial, and political barriers; only
a handful of states maintained the systems
after SFTAS ended. Regulatory agencies
continue to face political interference and
weak financial autonomy, limiting their
effectiveness. Although isolated examples
of civil society-led accountability have

emerged, systemic social accountability
remains constrained due to limited fiscal
data literacy among civil society and
persistent impunity for fiscal management
and corruption among policymakers.

Debt mqnqgement and
sustainability

Nigerian states made notable progress in
formalizing debt management frameworks
and improving transparency. By the end of
the Program, all but one state had enacted
debt legislation, and 33 states consistently
submitted quarterly debt reports. These
advances laid foundational groundwork
for improved fiscal oversight, and their
sustainability was supported through
subsequent World Bank Programs like the
State Action for Business Enabling Reforms
Program for Results. States also made
modest gains in reducing domestic arrears
and improving debt sustainability, with
about half achieving key outcome targets.

Table O.1: Summary of achievements, limitations, and sustainability outlook

Results Area

Fiscal
Transparency &
Accountability

Domestic
Resource
Mobilization

Key achievements

o All 36 states
published budgets

& audited financial
statements on time

o Adoption of NCOA
& IPSAS standards

» Regular publication
of BIRs

e Experiments with
citizen engagement
o 17 states achieved
>80% TSA coverage
» 29 states adopted
revenue codes

o 34 states updated
urban property
records

¢ IGR increased
nominally to 29.2% of
total revenues

Challenges and
Limitations

» Data quality issues
* Weak budget
discipline

e Limited impact of
citizen participation
and audit oversight

o TSA implementation
resisted by MDAs/
banks

e Revenue codes not
fully centralized

e Property tax
collection low

e Real IGR declined
due to inflation
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Sustainability outlook

Reforms partially sustained
through NGF and new
World Bank programs;
gradual habituation to

new fiscal norms and
processes within the public
administration; ongoing
civil society pressure can
create incentives to sustain
efforts.

Foundations established,
but effective enforcement,
technical capacity, and
political will are needed for
durability.




Expenditure » 33 states linked

¢ Post-program

Progress made, but long-

Efficiency biometrics and BVN backsliding on term impact depends on
to payroll biometric updates reducing patronage and
e Nearly all passed ¢ E-procurement strengthening regulatory
procurement laws sustainability low agency autonomy.
« 18 states « Political interference
implemented in procurement
e-procurement remains
» Contract data
publication increased
Debt » Debt laws passed o« SDMOs lack Legal frameworks in place,

in all but one state

o 33 states
submitted quarterly
debt reports

o Modest
improvements in
arrears reduction and
debt sustainability

Management &
Sustainability

The impact of these changes on debt
management practices has been
constrained by limited capacity, weak
institutional use of debt data, coordination
failures between the federal and state
governments and political short-termism.
Debt management offices (SDMOs)
often lack authority, staffing, and tools to
influence borrowing decisions or coordinate
with federal institutions. Debt data accuracy
remains questionable due to fragmented
systems, weak recordkeeping, and poor
communication between federal and state
actors. Moreover, political dynamics—such
as governors bypassing debt offices or
politicized federal-state relations—further
undermine responsible debt practices.
Despite fiscal shocks during the SFTAS
period, states showed relative prudence,
with debt-to-GDP and debt-to-revenue
ratios stabilizing or declining. Post-SFTAS,
improved macroeconomic conditions have
enhanced statefiscalbalances. Nonetheless,
structural vulnerabilities remain as states’
fiscal health continues to be tightly linked to
federal revenue allocations, and incentives

authority and capacity
e Poor data use and
weak federal-state
coordination

o Debt data is often
inaccurate or ignored

but weak institutionalization
and coordination failures
hinder full integration into
debt policymaking.

for long-term debt discipline are weak in the
face of political short-termism.

What accounts for variations in
performance?

There was wide variation in performance
under the SFTAS program across Nigerian
states, driven by the interplay of economic,
political, institutional, normative, and
process factors.® Pathways to change
under the Program varied across states:
the prioritization, pace and sequencing
of reform varied from one state to the
other, the process through which change
happened was different, as were the
incentives that motivated reformers. The
costs and benefits associated with each
reform measure depended on a wide
range of state-specific economic, political,
institutional, and normative factors: these
shaped reform decisions and the leverage
effect of the financial incentives provided
under the Program. The learning review
teases out five broad categories of often
interrelated factors.

3 Bydesign, SFTAS allowed for experimentation in the choice and sequencing of reforms: while the menu of reform measures was
clearly set and assessed by the Program, it made little assumption as to the reforms state should prioritize (beyond the basic fiscal
tools that were considered eligibility criteria) or the pathways through which fiscal governance reforms would deliver on better fiscal
outcomes and sustainability. In doing so, it let contextual factors play out - including in unexpected ways as the experience of selected

Northern top performers showed.
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Economic factors
Fiscal constraints
‘and cost-benefit analysis

Political
factors
Electoral

competition
patronage
and social
contraces

Matiors Reform

Reformiss agandas  adoption,
and pesrpressure. implementattion
and sustainability

Process
factors

Internal organization
and external

support systems

Institutional
factors
Reform legacies
and institutional
capital

First, fiscal, and economic factors shape
decisionmakers’ cost-benefit analysis and
reform decisions. Financial incentives were
a strong motivator, particularly for fiscally
constrained states with low internally
generated revenues (IGR). Oil-producing
states, cushioned by resource rents, were
initially slower to respond, aligning with
global patterns of the “resource curse.”
Some of the results supported under the
SFTAS Program came with low financial,
technical or political costs, but benefited
from a substantial financial reward: this was,
for example, the case for legislative reforms
such as the adoption of a state revenue
code, public procurement legal framework
and a legal framework for debt management.
In Nigeria, where the executive, embodied
in the Governor, has considerable power,
and the state Houses of Assembly have
little access to expertise and tend not to
exercise independence, these DLRs were
treated, with some exceptions, as ‘stroke
of the pen. By contrast, DLRs with the
lowest achievement levels involved a high
political cost, usually disrupting patterns of
patronage and rents.

Second, political dynamics significantly
influence reform trajectories. States with
stable leadership and long-term governors
were better positioned to institutionalize

reforms, while political transitions often
caused rollbacks. Governors with autonomy
from patronage networks had more
leeway to pursue disruptive reforms like
e-procurement. Federal-state alignment also
played a role: opposition-led states tended
to be slower to adopt reforms perceived as
federally driven or likely to enhance federal
control over state fiscal resources.

Third, ideas matter: Reform-minded
Governors in Nigeria were often driven by a
shared belief in ‘modern’ governance and a
desire to be seen as progressive, particularly
through digitalization reforms. Reform ideas
spread not just through formal mechanisms
like the Nigeria Governors’ Forum (NGF),
but also via informal elite networks and
social ties, especially among technocrats
and political allies in similar regions or
political parties. Peer learning and donor-
facilitated exchanges further supported
reform uptake. Additionally, public rankings
and performance comparisons created
reputational pressure, encouraging states
to stay engaged and competitive.

Fourth, institutional legacies and capacity
are major enablers of reform. States with
strong bureaucracies and prior exposure to
fiscal reforms (e.g., Lagos, Kaduna, Jigawa,
Yobe) tended to perform better, although
those with pre-existing systems sometimes
struggled to align with SFTAS templates.
Conversely, newer states or those with
minimal institutional baggage often faced
capacity constraints to implement reforms
or could adopt reforms quickly but struggled
with sustainability (e.g., Ebonyi). The quality
of the civil service and continuity of reform
teams were also decisive: where competent
bureaucrats were retained post-election,
reform momentum was more likely to be
preserved.

Fifth, process, or “how” reforms are
implemented, also matters. States that
formed cohesive, politically backed reform
teams, or engaged creatively with vested
interests saw  better implementation
outcomes. While some relied on consultants
to meet SFTAS targets, this undermined
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Table O.2: Factors shaping performance

Factor

Fiscal constraints
and cost-benefit

Impact on Reform
Performance

Fiscal constraints shape cost benefit
calculations and reform motivation.

economic calculus

Political dynamics

Institutional

capacity

Norms and ideas

Process

and support
mechanisms

Strong incentive for reform in
low-IGR states; oil-rich states less
responsive early on.

States chose "easy wins" with low
political risk; avoided reforms with
high rent-seeking disruption.

Governor stability, autonomy, and
alignment with federal government
shape reform depth and continuity.

Pre-existing bureaucratic strength
and reform legacy supported
effective implementation — though
sometimes in unexpected ways.

Reformist identity, peer pressure,
and reputational considerations
matter

Reform teams and NGF technical
assistance improved delivery;
outsourcing reforms undermined
sustainability.

Examples / Patterns
Observed

Bayelsa, Akwa Ibom improved only
after oil revenue shock; Ebonyi
outperformed despite lower
resources.

High uptake of revenue/
procurement laws; low uptake of
contract transparency, TSA.

Kaduna, Jigawa, Edo showed
strong reform momentum due to
stable leadership and autonomy.

Lagos, Kaduna, Jigawa had
institutional capital; newer states
like Yobe built capacity through
donor engagement.

States with leaders sensitive to
“modernization” narratives more
open to reform.

NGF’s toolkits and workshops
were effective; reliance on
consultants diluted institutional
ownership.

long-term capacity-building. The Nigerian
Governors’ Forum (NGF) played a critical
technical support role—through toolkits,
peer learning, and virtual guidance—but
its extensive support also facilitated
a “check-the-box” approach in some
states. Ultimately, the SFTAS experience
underscores that sustained change in fiscal
governance depends not only on financial
incentives but also on adaptive local
strategies, institutional capabilities, and
ownership by both the executive and civil
servants.

In sum...
The reforms adopted under the SFTAS

Program put in place some of the
basics of sound fiscal management.

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM

Considerable improvements were made to
states’ legal and institutional frameworks
for auditing, revenue, procurement, and
debt management. Essential PFM rules
and processes were put in place, instating
a basic PFM cycle with a regular budget
calendar, from budget preparation through
auditing, and standardized norms and tools
for planning and reporting. Fundamental
debt management tools were also put in
place. The regular publication and increasing
reliability of basic fiscal data is a potential
game changer: it provides visibility on state
revenues and expenditure in ways that can
inform fiscal policy decisions but also create
opportunities for a new fiscal contract. The
Program also catalyzed the experimentation
of technologies and systems for revenue
collection, TSA, and e-procurement—
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though these experimentations are by no
means complete and buy in is often limited,
and the jury remains open on their long-term
take-up.

Across the board, vested interests created
highbarrierstoreformandlimitedtheimpact
of achievements. Unsurprisingly, changes to
fiscal governance norms and practices that
disrupt ‘business as usual’ and rent networks
were the most challenging to implement and
sustain. Inefficiencies and leakages in public
financial management systems can exist
by design, to benefit selected politicians
and policymakers. In such cases, deliberate
choices were made either not to make the
effort (i.e., political cost outweighs benefit
of disbursement), or to achieve the result
in a performative way only (i.e., tick the box
without disrupting political interests). Indeed,
a common critique of ‘best practice’ PFM
reformsis that even when adopted, they clash
with the prevailing political and institutional
landscape. This gives rise to ‘implementation
gaps’ or ‘isomorphic mimicry, whereby under
a thin veneer of reform lies a very different
reality.

This review provides several illustrations of
this dynamic. Some states were indeed able
to ‘game’ some of the DLIs through evidence
of achievement without disturbing business
as usual, and others have experienced
reform reversals with changes in leadership.
For example, across Nigerian states, there
is ample evidence of the political gap
between budget formulation and budget
execution, which tends to deviate from
agreed allocations for political motives,
including electoral promises and patronage
demands. In a similar vein, the extent and
success of public procurement reform often
are curtailed by established networks of rent
and patronage, whereby public contracts are
allocated to politically connected businesses.
TSA reforms were either left aside or done in
a way that did not harm political relationships
with banks. And several states saw citizen
engagement as a way for the governor to
promote political promises, without having
any actual impact on the budget formulation

or execution. This suggests a humblerreading
of the Program’s success: achievements were
high, and behaviors changed, except where
they matter for the effective and accountable
use of public resources.

Even shallow advances can potentially
provide a guidepost and aspirational
directions for reformers. Interviewees
repeatedly highlighted that these reforms,
even when not fully implemented, are not
entirely meaningless or teethless and can
open future pathways for change:

P First, at a very basic but fundamental
level, the reforms gradually make
the fiscal environment legible: they
consolidate disparate fiscal knowledge
and data (through regular and gradually
improved reporting and publishing
of fiscal documents), and order
previously messy and illegible fiscal
processes, laying the ground for better
fiscal and policy management at the
state and intergovernmental levels.

P Second, they matter as they serve
as aspirational frames: they create new
norms that have audience value and to
which policymakers and civil servants
can sometimes be held to account.

P Third, while initially imperfect, the
repeated use and practice of new fiscal
tools, in particular budget and audit
standardized tools, appears to have
gradually changed everyday practices, as
civil servants get habituated to their use.

P Finally, while some of the fiscal norms
and practices that are adopted can remain
dormant during long periods of time, they
also have the potential to be mobilized
to accelerate reform during windows of
opportunity, such as fiscal crisis or times
of political contestation.

These observations are a reminder that in
fiscal governance — much like in many other
policy areas - incremental change, with
advancements, reversals,and systemgaming,
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are more likely than radical transformations.
These observations are also a reminder that
many fundamental changes — such as public
officials’ better understanding of their fiscal
environment and ability to plan, or changes
in policymakers’ aspirations and preferences
— are hardly measured by monitoring and

evaluation framework and are therefore
often underestimated. Instead, they are
best captured and understood in qualitative
interviews with individuals - whether
change makers or veto players — working in
the executive, in the civil service or in civil
society organizations.
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INntroduction

There is a strong development rationale
for improving fiscal governance.* Strong
fiscal institutions can have developmental
payoffs: there is evidence that countries
with better public financial management
(PFM) systems execute their budgets in a
more reliable way and have better service
delivery outcomes, including lower under-
five and infant mortality rates (Wehner
and de Renzio 2013).5 There is also some
indication that the transparent management
of public finances has some positive impact
on the quality of budget execution, including
in the social sectors, and on GDP growth
projections (de Renzio and Wehner 2017,
Sarr 2015).

However, global patterns show that the
adoption of fiscal governance reforms
tends to be uneven and protracted, with
few transformational successes, some
reversals and overall slow and incremental
progress (Fritz et al. 2017). Best practices
are seldom applied wholesale or with
immediate success (Andrews et al. 2017,
NYU 2020, Wehner and de Renzio 2013),
and many reforms remain only partially
implemented during long periods of time
(Fritz et al. 2017). Progress on fiscal
governance reforms has been particularly
underwhelming among middle-income
countries; while low-income countries have
achieved modest improvements, building
from lower starting points (Fritz et al. 2017).
In sub-Saharan Africa, the world region that
receives the highest share of World Bank
lending for public administration projects
(37%in 2023) areview of trends in the quality
of public governance over the past two
decades shows that while there have been
some improvements in tax administration in
selected countries, and to a lesser extent
in budgetary and financial management,
tax revenues remain low, inefficiencies

and corruption continue to plague fiscal
governance, and most countries continue
to score poorly by international standards
(Isser et al. 2024). In addition, some of
the assumptions underlying the support
to fiscal governance are under question: in
particular, despite substantial investments
and projects allocated to fiscal transparency,
its impact on the quality of public financial
management and fiscal accountability is
not direct and is largely context-dependent
(Zuffova 2020).

This raises difficult questions for
reformers: How can fiscal governance be
improved in developing countries? What
are the pathways and drivers of change in
countries with weak institutional capacities
and high corruption levels? What historical,
economic, political, and social factors
come into play? To what extent can PFM
interventions change prevailing political
incentives and interests? This learning
review explores those questions in the
context of Nigeria, an oil-rich economy, and
the sub-Saharan African country with the
largest population, where fiscal governance
has been at the heart of contentious politics.

Between 2018 and 2022, the World
Bank supported efforts to improve
fiscal governance at the subnational
level in Nigeria®, through the State
Fiscal Transparency, Accountability and
Sustainability Program for Results (SFTAS
PforR, or Program). In the context of a severe
fiscal crisis, SFTAS was designed to inject
funds into cash-strapped states, conditional
on their sustained implementation of a set of
fiscal governance reforms derived from the
Federal Government of Nigeria (FGN) Fiscal
Sustainability Plan. An additional financing
expanded the Program to provide more
grants to states, subject to achievement of
results from the National Economic Council
COVID-19 Plan. Overall, the Program aimed
to improve states’ fiscal behavior and reduce
fiscal risks. It was also expected to facilitate

4 We define as fiscal governance the institutional frameworks, processes, and rules that guide how governments raise revenue,
allocate public resources, and manage expenditures and debt, and are held accountable for it.

5 Good PFM systems are not, however, a panacea: Mustapha and Long (2019) and Fritz, Sweet, and Verhoeven (2014) found no
statistically significant relationship between overall PFM quality and the fiscal balance in both non-fragile and fragile states.

6 Nigeria operates a federal political system, with power shared between the federal government and 36 state governments.
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intergovernmental fiscal coordination by
supporting a common set of good-practice
fiscal behaviors and standards across states.
‘Under the Program, the FGN disbursed
annual performance-based grants to states,
in accordance with their achievement
of disbursement-linked indicators (DLIs)
under four key results areas (KRASs):
fiscal transparency and accountability;
domestic revenue mobilization; public
expenditure efficiency; and sustainable debt
management. The initial financing for the
Program was $750 million®; the additional
financing of $750 million brought the total
allocation to $1.5 billion.

Measured by the Program results
framework, SFTAS was a success.
At completion, the Program’s overall

outcome was confirmed by the World
Bank Independent Evaluation Group as
satisfactory; relevance and overall efficacy
were also rated substantial as the operation
almostfully achieveditsexpected outcomes.®
Performance varied across results indicators
and across states. But overall, the number of
results achieved went beyond expectations
and the amount of grants earned by states
exceeded the allocation.

This learning review looks beyond
the specific parameters of the SFTAS
operational design to reflect candidly
on achievements and challenges and to
better understand the pathways, impact,
and sustainability of the results. |Its
focus is two-fold. First, it examines what
improvements were achieved and what
impact this had. In doing so, it looks beyond
whether or not the DLIs were achieved to
analyze: the nature of the fiscal governance
rules, standards and practices that were
adopted; the extent of their impact on the
quality and accountability of public financial
management and fiscal outcomes; and the
sustainability of reforms. Second, it looks
at how and why improvements in fiscal

7 Allmoney values are in USD, unless otherwise stated.

governance were achieved through an
examination of the different factors that
help explain why some changes were more
sustained and some states performed better
than others.

Thereview is structured as follows: Section
| provides the country and fiscal context
in which the Program was introduced as
well as the objectives of the SFTAS PforR
and its key design features. Section |l
unpacks the results by KRA both in terms
of DLI achievements and the impacts and
sustainability of reforms. Section lll explores
how economic, political, institutional,
normative and process factors contribute to
state performance and explain patterns and
variations. Section IV concludes.

The methodology for this learning review
included analysis of state level fiscal
data, SFTAS results, and semi-structured
qualitative interviews with key informants.
For the quantitative analysis, the paper
relies on: (i) project data including the annual
performance assessments, monitoring data
and the implementation completion report;
(ii) fiscal information and data published
by states including budget implementation
reports, audited financial statements and
debt and revenue data and reports; and (iii)
data on electoral and party politics for all 36
states. Monitoring data helps measure and
benchmark progress on the Program’s results
indicators; fiscal data helps assess fiscal
allocations and outcomes following reforms;
and governance data helps sketch some
of the institutional correlates of change.
While these quantitative measures provide a
sense of the scope and correlations of fiscal
governance reforms, qualitative analysis
provides texture to the findings. In-depth
interviews were conducted with over 50 key
informants including government officials
(e.g. current and former Commissioners of
Finance and Budget, directors of budget,
procurement regulators, and civil servants)

8 Ofthe $750 million dollars, $700 million were disbursed under the PforR component, and $50 million were allocated for technical

assistance, under an investment project financing (IPF) component.

9 Atclosure, 3out of 5 PDO indicators were surpassed, one was partially met (PDO 1), and one was not met (PDO 4). See the project’s
Implementation Completion Report (ICR). The ratings of the ICR were confirmed by the World Bank’s Independent Evaluation Group’s

review of the ICR.
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from the country’s six geopolitical zones,
SFTAS program officers, staff of the Nigeria
Governors’ Forum (NGF), civil society
organizations working on fiscal governance,
donor partners and World Bank staff.
These interviews p understand why reform
decisions and actions (or lack thereof)
were taken, how reformers—from the top
executives to civil servants—frame them,

how they assessed their cost and benefits
and how they went about implementing
them, the challenges they faced and the
pragmatic ways in which they navigated
change processes. The learning review also
builds on insights from the NGF Program
review and from stocktaking efforts
undertaken under the Program throughout
implementation.
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Section I. The SFTAS
Program: from crisis to
opportunity

The challenges of fiscal federalism in
Nigeria

Fiscal governance is a contentious issue in
Nigeria, an oil-rich economy, and the most
populous sub-Saharan African country.
Oil wealth has long shaped Nigeria’s
fiscal politics, disincentivizing economic
diversification, creating competition around
access to oil rents, fueling corruption, and
playing against the emergence of a fiscal
contract between the state and its citizens.”®
Over-reliance on oil revenues goes hand
in hand with low efforts to diversify the
revenue base and creates damaging pro-
cyclical fiscal policy. In addition, limited
transparency enables mismanagement due
to off-budget expenditures and opaque
revenue remittances by the Nigerian National
Petroleum Corporation Limited (NNPCL) and
other agencies, making it difficult to track
how oil windfalls are managed. Beyond
the management of the oil rents, fiscal
governance remains poor as evidenced by
the country’s poor scores on international
benchmarks for public sector management
and corruption control."

The country’s federal status adds further
complexity, as the 36 states have a high
degree of policy autonomy, yet they rely
heavily on their constitutional share of
federationrevenues.'? This has hindered the
development of an effective system of fiscal
decentralization that is capable of promoting
policy alignment and equitable development.
Instead, the revenue sharing regime
operates mostly as a mechanism to balance
political tensions, including by providing oil

producing states with a percentage off the
top (13 percent derivation). Heavy reliance
on federation revenues has limited state
investment in institutional capacity to raise
internally generated revenues, manage debt,
and spend efficiently to deliver the basic
services they are mandated to provide.

State-level politics in Nigeria tend to be
characterized by the concentration of
power in the hands of the top executive
with minimal effective checks and
balances, including in the realm of fiscal
governance. The state executive is
headed by an elected governor, who wields
significant authority over policy decisions,
state administration and the management
of state resources. The main executive and
civil service institutions include the office
of the governor, the state executive council
(also referred to as the state cabinet), and
a range of sectoral ministries, departments
and agencies (MDAs) led by commissioners
and supported by permanent secretaries
and civil servants. Key fiscal institutions
responsible  for planning, mobilizing,
managing, and auditing public finances
include the Ministry of Finance and/
or Budget, the Office of the Accountant
General (or State Treasury), the State Board
of Internal Revenue, State Bureaus of Public
Procurement, the Office of the State and
Local Government Auditors General, and in
some states the State Fiscal Responsibility
Commission. Institutions mandated to
provide oversight of the executive’s fiscal
and policy decisions and management such
as the Fiscal Responsibility Commission or
the Auditor-General Office tend to struggle
to fulfill their mandate due to limited political,
administrative, and financial autonomy. In
that context, checks and balances do not
play an adequate role in scrutinizing fiscal
decisions and management, and in keeping
the executive accountable. The legislature

10 See Suberu, Rotimi. 2009. “Federalism in Africa: The Nigerian Experience in Comparative Perspective”. Ethnopolitics, 8(1),
67-86; Carl LeVan and Patrick Ukata. 2018. The Oxford Handbook of Nigerian Politics; Babalola, Dele. 2019. The Political Economy of

Federalism in Nigeria. Springer Books.

11 World Bank. 2024. Country Policy and Institutional Assessment. Africa Report.

12 The revenue sharing formula is based on political criteria rather than sound fiscal and equalization principles. The current formula
distributes 52.68% of net statutory revenues (mineral revenues, corporate taxes, customs, and excise) to the FGN, 26.72% to the 36
states, and 20.6% to the 774 local governments. The distribution of net VAT revenues is 10% to the FGN, 50% to the states, and 35%
to local governments. Although the constitution grants political and financial autonomy to the local governments, in practice state
Governors exert considerable control over local government revenues.
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is also mandated to provide oversight of
the executive, including for fiscal affairs.
Yet, while the State Houses of Assembly
are expected to approve or reject the
governor’'s budget proposals and to ensure
accountability in spending, the legislative
oversight of the executive is limited in
practice: State Houses of Assembly tend to
lack the fiscal expertise needed to weigh in
substantively and many do not even have
a budget or public accounts committee. In
addition, their political autonomy is limited
in states with dominant party systems,
hindering their oversight functions.

Nigeria's political regime—characterized
by a mix of electoral competition and
patronage politics—has further shaped
its fiscal governance. At the state level,
elections can be fiercely contested, as
holding office allows control over the state’s
fiscal resources. Governors, as the chief
executives of their states, wield far-reaching
influence over fiscal decisions, and many
have historically prioritized patronage over
public goods.” As a result, fiscal governance
at the state level is often shaped less by
accountability to citizens and more by
the dynamics of political survival and elite
bargaining.

These intersecting factors make Nigeria
a challenging environment for fiscal
governance reforms. The SFTAS Program
provides a compelling opportunity to
explore the patterns and drivers of
change in fiscal governance in thirty-six
diverse states. It allows leveraging both
the variety of reform interventions available
under the fiscal reform ‘menu,’ and the
macro-economic, institutional, and political
diversity of Nigerian states, to explore what
reforms work and stick, and the conditions
under which they do.

Fiscal context at the time of the
Program

The SFTAS PforR and its additional
financing built on the government'’s reform
program and tapped into the windows of
opportunity created by the 2015/16 fiscal
crisisand the 2020 fiscal crisis triggered by
COVID-19 to strengthen states’ incentives
and commitment to reform. The 2015/16
fiscal crisis that followed the collapse of
oil revenues and the subsequent revenue
shortfalls at all tiers of government led to an
increase in debtand arrears, and constrained
service delivery. Nigeria’s revenue to GDP
ratio was already one of the lowest globally
and further declined to 6 percent of GDP.
Total government expenditure was limited
to only 10 percent of GDP, which is less than
half of structural or regional peers and does
not allow the government to adequately
finance core public services or key public
infrastructure investments. The total state
revenue-to-GDP ratio fell from 4.0 in 2014 to
2.5 percent in 2016, leading to an increase
in the fiscal deficit from 0.2 percent of
GDP in 2014 to 1 percent in 2015 and 2016.
Increased borrowing needs saw total state
debt increase from 2.4 percent in 2014 to
4.2 percent of GDP by the end of 2016. This
included domestic arrears on contractor
payments pensions and salaries, which
increased significantly from 660 billion
Naira in 2014 to over one trillion Naira in
2016. Civil servants and pensioners in some
states staged public protests and undertook
strike actions, which impacted negatively
on public service delivery. The total state
debt-to-revenue ratio nearly doubled in one
year to 113 percent in 2015 and increased
further to 169 percent in 2016.* The total
state annual interest payment to revenue
ratio increased from 5 percent to 10 percent.

13 Inmany cases, political godfathers—powerful individuals who sponsor candidates and control political structures—dictate who
ascends to office, ensuring that state resources serve their networks. See Ibrahim, Jibrin. “The Impact of Political Parties and Civil
Society on Nigeria Federalism” in Naribo Ngia, Stanley et al. (ed). 2024. The Challenges of Democratic Governance in Nigeria’s Fourth
Republic. See also: Liebowitz, Jeremy, and Jibrin Ibrahim. 2013. “A Capacity Assessment of Nigerian Political Parties”. Paper prepared
for the Democratic Governance for Development Programme, UNDP, Nigeria.

14 Attheend of 2016, the debt-to-revenue ratio for the median state was 169 percent. 10 states had ratios between 100 and

150 percent and only 5 states had ratios less than 100 percent. Every state breached the threshold of 50 percent in the subnational

borrowing guidelines.
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Prior to SFTAS, the FGN had intervened
through two financial assistance packages,
in 2015 and 2016, to support state finances.
While the first package was unconditional,
the second one, the Budget Support Facility,
was intended to be conditional on state
compliance with conditions laid out in a
22-point Fiscal Sustainability Plan (FSP).
A total of N598 billion/US$1.96 billion was
released to all states (excluding Lagos) in
equalamounts between June 2016 and March
2018. While all states made some reform
progress on the FSP, its implementation by
the states was largely incomplete before
SFTAS—a situation attributed to weak
capacity, the absence of strong political will
at the executive level, and the lack of strong
incentives as the FGN was politically unable
to condition the disbursement of financial
assistance on FSP implementation.

As the fiscal situation in states remained
precarious, the FGN requested the World
Bank to strengthen states’ incentives to
adhere to the FSP. The SFTAS Program
was the response. The Program for Results
(PforR) instrument was leveraged to offer
performance-based grants to states based
on the achievement of clearly defined results
derived from the FSP: three FSP actions
formed the eligibility criteria. A further eight
FSP actions and two state-level actions of
the Open Government Partnership, of which
Nigeria is a signatory, formed the basis of the
nine disbursement-linked indicators (DLIs)
across the four key result areas (KRAs) of the
Program.

The COVID-19 crisis opened a second
window of opportunity for reform: it
induced a fiscal crisis in 2020 which saw
states again needing fiscal support which
led to the introduction of four additional DLIs
under additional financing of SFTAS. These
measures were anchored in the National
Economic Council (NEC) COVID-19 Plan,
which promoted a transparent, accountable,
and sustainable fiscal response to the
pandemic.

15 See the SFTAS Program project appraisal document (PAD).

Fiscal management and performance at
baseline (2017) were weak across all states,
with few exceptions. Prior to the start of
the Program, core fiscal functions remained
deficient despite marginal improvements':

p States lacked Dbasic fiscal
transparency and accountability.
Budgets, budget implementation

reports and audited financial statements
were mostly not published or were
published with a significant time lag
and not available to the public. Citizen
engagement in the budget process was
limited. Budgets were not credible with
budget deviation (difference between
planned and actual outturn) extremely
high—between 30 to 55 percent.

P Internally generated revenue
(IGR) collection was limited, despite its
potential. IGR represented on average
22 percent of total revenues accruing to
all states (16 percent excluding Lagos
and FCT) between 2011 and 2017, and
taxpayers faced uncertainty, with only six
states having a consolidated IGR tax code.
Some states had been able to increase
IGR significantly in response to the
reduction in statutory transfers in 2015-
16 by reducing IGR leakages through the
implementation of state-level Treasury
Single Accounts (TSA), and intensifying
efforts in IGR collection. But overall,
states had weak tax administration
capacity, many state bureaus of internal
revenue (SBIR) were not sufficiently
empowered, and most states did not
have a published consolidated state
revenue tax code to provide certainty
and transparency  to  taxpayers.

P States faced recurrent spending
pressuresandinefficienciesinspending.
Recurrent spending rose rapidly before
the crisis, driven by personnel spending.
Many states had done biometric
capture of their civil servants but not
all of them had linked this to payroll

16 Lagos’s revenue structure stands apart from that of the other 35 states and the FCT, owing to its notably higher internally generated
revenue (IGR). Between 2011 and 2016, IGR constituted an average of 67 percent of Lagos’s total revenue.
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to tackle the issue of ghost workers.
Twenty-six states had a procurement

legal framework, but procurement
systems still lacked transparency
and were inefficient. Weak cash

management and commitment controls
had given rise to large accumulation of
domestic expenditure arrears (salaries,
pensions, and contractor payments).

> States’ debt had doubled during
2014-2016 and was not adequately
managed. Although twenty-two states
had fiscal responsibility laws (FRLs),
many of these lacked key provisions for
debt management or rules limiting fiscal
deficits. Debt sustainability analyses
were not done to inform fiscal policy
or the Medium-Term Debt Framework
(MTDF). Between 2014-2016, domestic
arrears accumulated rapidly, total debt
stock doubled, and debt-to-revenue
ratio tripled.

SFTAS objectives and scope

The SFTAS PforR was implemented
between 2018 and 2022, with the
development objective to strengthen
fiscal transparency, accountability and
sustainability in the participating states."”
SFTAS supported and incentivized the
adoption of fiscal governance reforms drawn
fromthe FSP and OGP Action Plan across four
key results areas (KRAs): fiscal transparency
and accountability; domestic revenue
mobilization; public expenditure efficiency;
and sustainable debt management. The
fiscal reform package aimed at improving
states’ fiscal behavior and reducing fiscal
risks. It was also expected to facilitate
intergovernmental fiscal coordination by
supporting a common set of good-practice
fiscal behaviors and standards across
states.

In 2020, the Program was restructured in
response to fiscal impacts of COVID-19 and
new reform measures were introduced. The
additional financing aimed to support the
implementation in 2020-2021 of key state-
level fiscal measures from the National
Economic Council COVID-19 Plan, which
promoted a transparent, accountable, and
sustainable fiscal response to COVID-19.
The initial allocation for the Program of
$750 million was increased to a total of $1.5
billion dollars with the additional financing.
Funds were fully disbursed by the end of the
Program.

Key design features

Results-based financial incentives are a
central feature of the Program for Results
(PforR) instrument: SFTAS incentivized
fiscal reforms by state governments
by linking grant disbursements to
achievement of results by the states. The
Program was open to all thirty-six states,
but to ensure a minimum standard, eligibility
to receive grants each year was subject to
achievement of 2 annual eligibility criteria:
timely publication of the state budget,
and timely publication of audited financial
statements. Disbursements were made in
accordance with state achievements of
13 disbursement-linked indicators (DLIs
1-9 from the original financing and 10-13
from the additional financing). These were
further broken down into 26 disbursement
linked results (DLRs), as summarized in
Table 1. Note that some of the latter DLRs
(10.2,111,11.2,121,12.2, 131, 13.2 and 13.3,
in italics in the table) that are specific to
the management of COVID funds are not
covered in this analysis, as they are COVID-
specific rather than systemic governance
reforms.

17 The program development objective was amended under the additional financing to add a reference to COVID funds (addition
initalic): strengthen fiscal transparency, accountability, and sustainability in the participating states, including in the context of the

COVID-19 response.

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM

27

THE STATE FISCAL TRANSPARENCY, ACCOUNTABILITY AND

SUSTAINABILITY PROGRAM




Table 1. Summary of results areas and disbursement-linked indicators [gray shading indicates DLIs added in
2020 to address COVID-19 fiscal impacts]®

Results Area 1: Increased Fiscal Transparency and Accountability

Eligibility criteria: Annual state budgets [using the national Chart of Accounts] is publishing online by [end
February — end January] of that FY

Eligibility criteria: Annual audited financial statements in accordance with IPSAS (cash or accrual) are
published online by [Dec to July] of the following FY

DLI 1: Improved financial
reporting and budget
reliability

DLR 1.1: Quarterly budget implementation reports published online within [6
to 4 weeks] of quarter end

DLR 1.2: Expenditure outturn deviation from original approved budget is
less than [30 to 15 percent]

DLI 2: Increased openness
and citizens’ engagement in
the budget process

DLR 2.1: Citizen input from participation in the budget consultation process
is published

DLR 2.2: Citizens’ budget is published; citizen accountability report is
published

DLI 10: Enhanced
transparency and
accountability of funds in
the COVID-19 response and
resilient recovery phases

DLR 10.1: Audited financial statements of all local governments in their state
for FY2018-20 published including allocations and receipts of state-local
government joint account allocation committee

DLR 10.2: 5 consecutive budget execution reports and 3 consecutive
quarterly financial and compliance audit reports covering COVID-19
response and recovery program expenditures.

DLR 10.3: Operational and financial autonomy for the Offices of State and
Local Government Auditors-General implemented

Results Area 2: Strengthened Domestic Revenue Mobilization

DLI 3: Improved cash
management and reduced
revenue leakages through
implementation of State
TSA

DLR 3: Treasury Single Account (TSA) based on a formally approved cash
management strategy covers a minimum of [50 to 80] percent of state
government finances.

DLI 4: Strengthened
internally generated
revenue (IGR)

DLR 4.1: Approved consolidated revenue code covering all local and state
IGR sources and stipulating that the state bureau of internal revenue is
the sole agency responsible for state revenue collection and accounting is
published and implemented

DLR 4.2: Annual nominal IGR growth rate of at least 20 percent [40 for
stretch target]

DLI 11: Provided structured
tax relief in response to
COVID-19 and strengthened
tax administration (personal
income tax and property
taxation) to enhance non-oil
tax collection in the resilient
recovery phase

DLR 11.1: Tax compliance relief program for individual taxpayers and
businesses approved with implementation guidelines to mitigate impact of
COVID-19

DLR 11.2: Regulation prohibiting contracting of private consultants for
assessment and collection of personal income tax issued and implemented.

DLR 11.3: Foundation for state property taxation strengthened by updating
property records of at least 20 percent [50 for stretch] of all properties in
urban areas

18 DLRs were defined for each of the four years of the Program to progressively raise the targets. The range of annual targets from
the first to fourth year are indicated in square brackets. DLRs 4.1, 6.1, 7.1 and 10.3, which required adoption of a strengthened legal and
institutional framework were one-off, that is they could be achieved once in any of the Program years.
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Results Area 3: Strengthened Efficiency in Public Expenditure

DLI 5: Biometric registration
and bank verification
number (BVN) used to
reduce payroll fraud

DLR 5.1: Biometric capture of at least [60 — 90] percent of current civil
servants and pensioners completed and linked to payroll, and identified
ghost workers removed from payroll

DLR 5.2: Bank Verification Number (BVN) data linked to payroll for at least
[60 to 90] percent of current civil servants and payroll fraud addressed

DLI 6: Improved
procurement practices for
increased transparency and
value for money

DLR 6.1: Existence of a public procurement legal framework and
procurement regulatory agency. Legal framework conforms with the
UNCITRAL Model Law and provides for: 1) eProcurement; 2) establishment
of an independent procurement regulatory agency and 3) cover all MDAs
receiving funds from the state budget

DLR 6.2: Contract awards above threshold published in OCDS format on
monthly basis; e-procurement implemented in at least four MDAs, including
health, education, and public works

DLI 12: Strengthened
procurement function for
COVID-19 or emergency
situation and facilitated
participation of SMEs in
public procurement in the
resilient recovery phase

DLR 12.1: Public Procurement Authority (PPA) issues guidelines for (i)
procurement of goods and services for COVID-19 and other emergencies,
and (ii) adaptation of existing public procurement procedures to support
increased participation of SMEs

DLR 12.2: PPA publishes all contracts executed to support Covid-19
response and has awarded at least 20 more contracts to SMEs.

Results Area 4: Strengthened Debt Sustainability

DLI 7: Strengthened public
debt management and fiscal
responsibility framework

DLR 7.: State implements public debt legislation, which stipulates:
1) responsibilities for contracting state debt; 2) responsibilities for
recording/reporting state debt; and 3) fiscal and debt rules/limits

DLR 7.2: Quarterly debt reports accepted by the Debt Management Office
(DMO) on average two months after the end of the quarter; annual state
debt sustainability analysis published by end December

DLI 8: Improved clearance/
reduction of stock of
domestic expenditure
arrears

DLR 8: Domestic arrears reported in a publicly available database with
verification process in place; at least 5 percent [20 for stretch target]
decline in verified stock of arrears, or stock maintained below 5 billion
naira.

DLI 9: Improved debt
sustainability

DLR 9: Average monthly debt stock is less than 40% of gross FAAC
allocation; total debt stock as a share of total revenue for the preceding 12
months is less than [150 —120] percent [125 — 95 for stretch target]

DLI 13: Establish a fiscally
sustainable response

to COVID-19 through
COVID-19 responsive
budgets

DLR 13.1: Credible COVID-19 responsive amended 2020 budget which
has realistic revenue projections and identified financing sources to fully
finance the budget deficit approved and published

DLR 13.2: At least 90 percent of tagged COVID-19 response expenditures
in amended 2020 budget executed

DLR 13.3: At least 90 percent of tagged COVID-19 response expenditures
in 2021 budget executed
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P Financial incentives and the nature
of the DLI. The DLIs represent a mix of

Additional design features of the Program
include the following:

p Selection of DLIs to account
for heterogeneity and incentivize
performance for all. The choice of
DLIs aimed to reconcile the need for a
common set of objectively verifiable
results with the recognition that reform
departure points and capacities were
widely diverse at the beginning of the
program. The PforR financing instrument
set out to incentivize fiscal governance
reforms across 36 heterogenous
institutional, economic, and political
environments. To ensure the relevance
and realism of DLIs and secure states’
buy-in, the design of the program DLlIs
was derived from national policies and
done in a strongly consultative manner
with states. It was not expected that
any individual state would achieve all
the DLIs as even stronger states had
areas of weaknesses. Instead, states
were expected to achieve different
subsets of the DLIs based on their
institutional capacities and priorities.
Furthermore, the DLIs were designed to
account for reform departure points and
incentivize strengthened performance
from both lagging and stronger states.
For example, some of the quantitative
DLIs are formulated relative to the
state’s baseline, e.g., the target for IGR
improvement is a percentage increase
from the state’s baseline IGR. In addition,
DLIs on fiscal outcomes, which have
a quantitative target (reduction in
domestic arrears, growth in IGR, debt
to revenue ratio), comprise of a basic
result which is easier to achieve but has
a lower financing amount attached to
it, and a stretch result, which is harder
to achieve but has a higher financing
amount attached to it. For each of
the DLIs, annual disbursement-linked
results (DLRs) were defined for each
year and were designed to incentivize
progression over the four-year Program.

legal reforms and institutional change,
public financial management practices,
and improvements in fiscal outcomes.
A fixed value was attached to each
DLR and applied to all states equally
and based on the following principles:

>  Resultsfocusedonstrengthening
the legal and regulatory framework
for fiscal management, for example,
adoption of a procurement law or a
state revenue code, further required
some evidence of institutional reform.
These were valued at $2 million
per state as a one-off payment, for
the year in which they were first
achieved if it was achieved within
the first three years of the Program.

> Results focused on improved
PFM processes, systems, and
outputs, such as publication of BIRs,
expansion of TSA and preparation
of debt sustainability analyses,
were valued at $0.3 million or
$0.5 million per vyear, per state.

>  Outcome-oriented results,
including annual increases in
IGR, decline in stock of arrears
and reduction of debt stock as
a share of total revenues, were
valued at US$1 million for a basic
result and $1.5 or $2 million for a
stretch result, per year, per state.

P Strict, credible verification process.
The annual performance assessment
(APA) protocol was detailed and strict.
Performance againstthe original DLIswas
assessed on an annual basis across four
fiscal years: 2018-2021° The APA was
carried out by the Office of the Auditor-
General for the Federation (OAuGF) as
the independent verification agent (IVA),
working with a third-party external audit
firm, using a detailed verification protocol
with well-defined desk—and field-based

19 Two of the DLRs were extended to June 30, 2022, due to delays not in control of the states. The COVID-19 related DLIs were
assessed on a separate schedule but following the same rigorous protocol.
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tests. Target achievement was assessed
on a pass or fail basis, meaning that
financial incentives were either received
in full or not at all. The robustness of
the verification process along with strict
assessment of results was critical to
establishing credibility for the Program
and to avoiding the politicization
of monetary disbursements. It also
created an environment of constructive
competition among the states to ensure
that each was treated fairly.

The Program design makes for a good test
caseforfiscalgovernancereformsasitbuilt
in flexibility for various pathways to change
and as such allowed experimentation and
variations. De facto, as we discussin Section

[ll, this expectation clearly materialized:
states performed differently, overall and in
each KRA. It also allows for the analysis of
a rich set of performance assessment data
collected throughout the Program cycle
for all 36 states—an achievement in itself
considering the very limited availability of
state-level data on revenue, expenditure,
debt, and public financial management prior
to the Program. This learning review uses
this material to assess results achievements
and impacts and complements it with
qualitative data from interviews to explore
developments that happened outside of the
evaluation framework of SFTAS.
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Section Il. Results, impact,
and sustainability

Program results

Over the course of the Program’s four
years, results exceeded expectations in
terms of overall achievements of DLIs. By
design, the Program gave leeway to states
to select and prioritize results areas, and no
state was expected to achieve all DLIs; the
amount of financing was based on estimates
of achievement. Actual results under the
SFTAS Program outperformed estimates
on 17 of 22 disbursement linked results
(DLRs), and the Program fully disbursed
$1.5 billion, leaving a shortfall of $159.9
million of funds earned by states. Some
states over-performed, in particular in the
Northern regions (Map 1): the six top overall
performers in terms of grants earned were
Yobe, Jigawa, Kebbi, Ebony, Sokoto and
Gombe states.

States performed better than expected
on fiscal transparency and accountability
(KRA 1), and lower than expected on
debt sustainability (KRA 4), while results
aligned with the Program'’s expectations in
other results areas. In practice, the average
performance-based grant amount received
by individual states was higher than
expected for KRA 1 on fiscal transparency
and accountability; lower than expected
for KRA 4 on debt management and
sustainability, and in line with the Program’s
expectations for KRAs 2 and 3 on domestic
revenue mobilization and public expenditure
efficiency respectively. Figure 1 shows that,
for KRA 1, states received on average about
$13.6 million, with a minimum of $3.8 million
for the worst performing state and $18.4
million for the best performing one, while
at design an average grant of $8.2 million
had been allocated per state. The expected
average grant allocated per state for KRA
4 was $12.7 million per state, but the mean
average actually disbursed was $7.8 million.

Map 1. Overall amounts disbursed, by state (2018-2022)
All DLIs: US$ million achieved
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Figure 1. Average allocation (estimates) vs actual disbursement per state, by KRA

Average grant amount allocated (per state) vs disbursed grants to states, by KRA
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Note: The box and whisker plots represent the distributions of grant amount across states in Nigeria, with the line inside each box marking

« n

the median value of grants received by states and the “x” marking the average value originally allocated by the program at design stage.

Data source: SFTAS Program results.

From results to impact

How do Program achievements translate
into strengthened fiscal transparency,
accountability, and sustainability in
practice? Quantitatively measuring results
provides only a partial perspective on states’
progressinimproving fiscal governance. This
learning review therefore goes a step further,
by exploring the extent and practical impact
of results achievement across each KRA,
building on qualitative reviews of the annual
performance reports (APAs), interviews with
key informants, and the analysis of fiscal
data. Specifically, it attempts to capture four
types of impact:

» Real improvements in the quality
of PFM practices. To what extent
did the adoption of new fiscal legal
frameworks, tools and processes lead to
institutionalized and sustained change
in the ways things are done in practice?
Were changes embedded in the public
administration or were they ‘tick the
box’ for purposes of achieving the DLR?

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM

P Strengthened fiscal control and
accountability ecosystem. To what
extent have achievements contributed
to the effective operationalization of
fiscal governance rules and agencies?
What additional constraints exist to the
performance of their mandates, including
holding government  accountable?

P Strengthened citizen engagement.
To what extent have achievements
created a more effective environment for
citizen participation and empowerment?
Is this a meaningful step towards
a more responsive fiscal contract?

» Improved fiscal outcomes/position.
To what extent did achievements
represent an improvement in fiscal
sustainability, for example, through
enhanced budget credibility, reduced
reliance on federation revenues and
increased state revenue collection, and
more sustainable debt?
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KRA 1: Fiscal transparency and accountability

Figure 2. KRA 1: Theory of change

KRA BASELINE

Very weak fiscal transparency and
accountability:

« State budgets & financial
statements are mostly not published
» Budget deviation high: 30 to 55%
» Citizens not engaged in budget

reports

online (DLI#2)

Rationale

The overall rationale of KRA 1 was that
increasing  fiscal  transparency and
accountability not only has intrinsic value
but is also needed to support the other three
result areas by enabling better monitoring
and analysis of fiscal choices and outcomes.
The components of this KRA were:

P Eligibility Criteria: timely publication
of budgets (in line with the national
Chart of Accounts) and (IPSAS
compliant) auditedfinancial statements
(AFS). The increased availability of
timely and credible fiscal data was
expected to enable state governments
to improve fiscal management, facilitate
demand-driven oversight of public
finances by citizens and CSOs, and
provide more reliable data for monitoring
fiscal performance and risks by the FGN.

» DLI 1: Improved financial reporting
and budget reliability. The rationale for
DLR 1.1 (timely publication of quarterly
budget implementation reports (BIRs))
and DLR 1.2 (reduced budget deviation)
was to address the problem of states
approving budgets with over-optimistic
revenue targets, leading to growing
arrears as expenditure commitments
were not supported by cash cover.

P DLI 2: Increased openness and

« Key documents published on line: annual
state budget, annual state audited financial
statements, quarterly budget implementation

(Eligibility Criteria,DLI#1)
« Public consultations on the state budget
and citizen budgets & accountability reports

INTERMEDIATE

INTERVENTIONS OUTCOMES

« Improved financial
reporting and budget
reliability (DLI#1)

¢ Increased openness  and

and citizens’
engagement in the
budget process
(DLI#2)

DLI#2)

citizens’ engagement in the budget
process. The rationale for DLR 2.1
(citizen inputs in the budget process)
and DLR 2.2 (citizen budgets and
citizen accountability reports published)
was that citizens’ engagement in the
budget formulation process helps
ensure that it takes account of citizen
priorities, and that public scrutiny
of budget execution/outturns can
strengthen fiscal accountability.

p DLI 10: Enhanced transparency
and accountability of funds in the
COVID-19 response and resilient
recovery phases. Added as part of the
COVID-19 additional financing, this DLI
focused on enhancing accountability
through the audit function, with DLR
10.1 (publication of AFS of state local
governments), and DLR 10.3 (operational
and financial autonomy of the state and
local government Auditors-General).?°

Results

By the end of the Program all Nigerian
states were publishing budgets and audited
financial statements (AFS) on time and in
compliance with international standards,
and a large majority (30) were publishing
budget implementation reports — triple the
number that did so at baseline (Figure 3). The
number of states publishing citizen budgets
and citizen accountability reports also
improved substantially between 2017 and

20 DLR 10.2 was specific to COVID-19 response and recovery programs.
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Figure 3 : States achieving the two Eligibility Criteria over the four years of the Program

Number of States Meeting Eligibility Criteria
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Source: authors based on SFTAS APA results.

Figure 4 : States achievement of results under KRA 1 (fiscal transparency and accountability)
over the four years of the Program
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Source: authors based on SFTAS APA results.

2021, from 10 to 28 and 5 to 27, respectively. Program end, 24 states had achieved the
Budget credibility measured by the percent DLR on operational and financial autonomy
deviation of the executed budget from the for the Offices of Auditors-General at the
approved budget proved more challenging, State and Local Government Levels (Figure
with only 15 states achieving the 2021 4).

target of less than 15 percent deviation. By
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Impact and sustainability

As the results laid out above show, the vast
majority of states have made progress in
the adoption and gradual implementation
of fiscal norms and standards for
budgeting and auditing. The Program
successfully incentivized all 36 states to
put in place some of the basics of sound
fiscal management: the publication of the
budget and of audited financial statements
(AFS). Both were eligibility criteria (EC), and
by the third year of the Program all states
prepared and published these documents
in a timely way. This is no small feat: prior
to the Program, only a few states published
them in a timely and regular manner (in 2017,
13 published annual state budgets and 9
published AFS in a timely manner). Progress
was made on three fronts: norms compliance,
timeliness, and transparency. By the third
year of the Program the state budgets had
to be prepared under the national Chart of
Accounts (economic, administrative, and
functional segments), and the AFS were to
be compliant with International Public Sector
Accounting Standards (IPSAS). States were
required to publish both online by the end of
January for the state budget, and within 6
months of the end of the fiscal year for the
AFS.

For many, these foundational
achievements were a game-changer: they
helped rationalize and order a previously
unstructured process. Several state
Budget Directors commented that the
SFTAS Program helped them establish and
adhere to the basics of a budget calendar
- something they knew was needed and
could have done themselves but had long
neglected. Considering the baseline context
of fiscal mismanagement in most states,
simply (re)introducing the fundamentals
of a budget cycle, and making key fiscal
documents consistently available to the
public was a major achievement.

While nearly all states consistently
published these core fiscal documents,
issues with data quality, reliability and
validity are frequently highlighted.

This translates into difficulties ensuring
consistency between, for example, budgets,
budget implementation reports (BIRs),
audited financial statements and debt
reports. A quick comparison of BIRs and AFSs
reveals that no state reports the same figures
for total revenues (or expenditures) in its
fourth quarter BIR and AFS. Several experts
who were involved in capacity support to
states noted that the quality of BIRs was
compromised by the lack of reliable budget
monitoring data from the MDAs, as well as
poor capacity to categorize expenditures
correctly. In some cases, this may have
been deliberate to obscure questionable
expenditure; in others it may reflect the
Program’s emphasis on publication over
accuracy, which will take time and additional
reforms and investments to build. Many of
the states are still operating with manual
processes and excel, despite earlier aid
projects supporting the development of
state IFMIS. Other elements hint at quality
issues: for example, in many AFS, opinions
are qualified, but reports fail to provide the
basis for qualification; in some cases, the
unqualified opinion is also questionable.

With a focus on fiscal transparency, KRA
1 sought to incentivize both ‘supply side’
and the ‘demand side’ of transparency - by
requiring on the one hand the state to make
budgets (EC1), AFS (EC2), quarterly budget
implementation reports (DLR 1.1), citizen
budgets (DLR 2.1 - see Figure 8) and citizen
accountability reports (DLR 2.2) accessible
and on the other hand by including
indicators of citizen participation in budgets
(DLR 2.1). Achievement of these results was
high, and both government and civil society
informants considered it had the potential to
shift state-citizen relations. For government
officials, this kind of transparency fended
off civil society criticisms and allowed them
to showcase how the Governor's promises
featured in the proposed budget. For civil
society it was an engagement opening not
previously available.

While these transparency advances are
intrinsically positive, theirimpacton citizen
engagement and fiscal accountability has
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been limited so far. Transparency is not a
magic bullet, and its impact hinges on the
quality of the data made available and the
capability of government and civil society
actors to use it for policy making and to hold
the state to account. Use of published fiscal
data by civil society/citizens remains limited
beyond a small circle of specialized CSOs,
as specialized technical skills are required to
understand and analyze data. The Program
has opened opportunities for technical/
specialized CSOs, such as BudgIT?, to use
fiscal data to rate states performance on a
range of PFM indicators and challenge state
governments on the availability of fiscal data
and documents. SFTAS required publication
on state government websites, but the
format of publication was not prescribed
— most states uploaded lengthy, hard to
read PDF version of their budgets and AFS,
which precluded meaningful data analysis.
For civil society, fiscal data can be difficult
to understand. Moreover, aggregate budget
figures do not necessarily speak to citizens’
immediate concerns, or to enable actionable
analysis by CSOs, which they could use
to pressure the government or hold it to
account.?? A Budget Director from a South-
West state explained: “People prioritize
food, security, roads, not transparency. So
if the Governor goes with bags of rice he
will get elected. It's not that Governors don't
care — it's about perceptions of people from
general poverty levels. People don't create
a link between transparency and service
delivery.” There are, however, isolated
examples of social accountability: in Ondo,
state officials fielded citizen queries on the
citizen accountability report; while in Edo,
citizens questioning a third quarter BIR
“made it straight to ARISE news.”

Citizen engagement builds trust but has
not materially influenced the budgets. DLR
2.1 created space for citizen input to budgets
at the local government and community
levels, as part of town hall meetings. Several
state government interviewees referred to
this as a ‘game changer’ for building trust.

21 See https://budgit.org

A Commissioner of Finance in a South-West
state commented: “Citizen budgets - the
consultation is fantastic. | first thought it
was a waste of time and a political trick.
But there is some wisdom in the crowds.
People come up with well thought out
projects for their communities, help provide
economic rationale. Communities do
some work in refining their ask. They get
sophisticated people.” In several states
such as Zamfara, Osun and Akwa Ibom, the
Governors themselves participated in town
halls, seeing a political interest in being
seen to be listening and to showcase their
projects. In Edo and Osun, the Governors
insisted that all commissioners and planning
officers participate; in Katsina MDAs were
required to consult with Local Government
Authorities (LGAs) before submitting their
proposed budgets. Several interviewees,
however, highlighted that citizen feedback
on the budget is rarely, if ever, incorporated
in budget processes; and there appears
to have been limited shifts in budget
prioritization and allocations resulting from
citizens’ budget engagement. The head of a
major civil society organization (CSO) called
the process “largely cosmetic” with no real
effort to involve citizens in the budget value
chain.

While there is room for improvement on
data quality and utilization, the availability
of state fiscal data enabled by SFTAS has
had a broader impact on fiscal policy.
Establishing and adhering to norms of the
basic budget cycle was the necessary first
step, and compliance with NCOA and IPSAS
the next. This laid the ground for continuous
improvement of the presentation of the
budget through additional and deeper use
of NCOA segments and ongoing hands-on
support by the NGF. By 2022 most states
were preparing their budgetsin a harmonized
excel template and the NGF has created a
public finance database with some basic
search features. This has further enabled
the compilation of a state level BOOST
database which facilitates fiscal analysis

22 Asuccessor project, the Human Capital Opportunities for Equity and Prosperity-Governance Program for Results (HOPE-Gov) is
building on the SFTAS DLI to focus budget transparency and citizen engagement around education and health expenditure.
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of states at the aggregate and individual
levels. This data is now informing analysis of
the overall fiscal picture and is being used
to inform sector level expenditure decisions
and debt management. Prior to SFTAS this
data simply did not exist.

DLIs that hit too close to the politics of
the fiscal game were less successful in
transforming behaviors. For example,
progress on controlling budget deviation
was erratic: 13 states achieved the DLI on
budget deviation in 2018 (target of <30
percent); 10 in 2019 (target of <25 percent);
22 in 2020 (target of <15 percent); and 15 in
2021 (target of <15 percent). Figure 5 charts
average budget deviation from 2018 to 2023
and provides a similar perspective: it shows
that, except for 20202® , average budget
deviation has been substantially above the
target since 2018 and has fluctuated without
a discernible pattern.?* This suggests that
financial incentives are not enough to induce
reliable and credible budgeting, given
conflicting political and electoral pressures.
As highlighted in interviews with Budget
Directors and Commissioners of Finance
the greater incentive was for Governors to
approve (unrealistic) budgets incorporating
promises made to various constituencies.
A study on budget deviation commissioned
by NGF corroborates and extends this view
with an analysis of budget data: it shows that
budget deviation varied by expenditure type
and that it was higher for capital expenditure
than recurrent expenditure during the
Program (Figure 6). Put differently, state
governments spend less than budgeted
for capital projects, which tend to be at the
heart of electoral promises, and more than
or as budgeted for recurrent expenditure.?

Budgets are a political tool: as several
interviewees—Commissioners or directors
of finance and  budget—repeatedly

stressed, budgets are used for political
purposes, to “manage political pressure from
constituencies” and to “fund the ego of the
governor”, and officials are often pressed to
“put things in the budget to make people
happy without necessarily implementing
those allocations”, resulting in large budgets
with low credibility. In that context, SFTAS
helped some Commissioners find ways to
discipline the budget process. It did not
eliminate electoral and political budget
promises but helped rationalize what was
brought into the budget. A Commissioner of
Budget explained: (see quote)

During the political campaign, we
made a huge excel with all
promises made to constituencies in
local governments; with SFTAS we
had a strong platform to connect
MTEF [medium term expenditure
framework] to budget and made it
easy to engage with various
political constituents and keep
budgets realistic and allocate
projects across the 4 yeadrs of the
governor's tenure.

Jigawa state held a retreat with members
of the State House of Assembly to explain
forecasting and engage them in preparation
of the medium-term expenditure framework.

23 The exceptional circumstances of the COVID-19 crisis account for the strong performance on budget deviation in 2020. DLI 13.1
awarded states $5 million (twice the next highest DLI value) for approving an amended 2020 budget that adhered to the FG Addendum
to the Medium-Term Framework, reduced non-essential overheads and capital expenditure, and could fully finance the budget deficit

without accumulation of new arrears. 35 states achieved this DLI.

24 This echoes findings from an assessment of UK-supported governance programs in four Northern Nigerian states which could not
document sustained governance changes in budget execution despite consistent UK governance support budget execution. See Piron

etal. 2021.

25 The study also suggests that budget deviation stems from poor revenue forecasts (see discussion in KRA 2).
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Figure 5. Average budget deviation between approved and actual (2018-2023)
Average Budget Deviation Across States
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Data sources: Budget and budget implementation reports of all states
Figure 6. Budget deviation by expenditure type (2021)
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Perhaps this worked: Jigawa met the budget
deviation target in all but  the last year of
the Program.

Progress on strengthening the
accountability of audit agencies over
the executive has been limited—Ilargely
for political reasons. Twenty-four states
achieved DLR 10.3 on operational and
financialautonomy to the Offices of Auditors-
General at the State and Local Government
levels by the end of the Program. In practice,
however, implementation has faltered.?® In
most cases, audit agencies do not have full
financial autonomy—even after the state
audit law was passed providing for it—and
auditors-general report having to ‘plead
with the Governor’ to get their releases. This
reflects the power imbalance between the
executive and other branches, and the ability
of the executive to impose its control: as put
by a Commissioner of Finance: “financial
autonomy is an issue of control. Governors
want to have control over their state. The
moment you take out financial control from
them, they lose the power to control that
agency.” An analysis of execution rates of
budget allocations to audit agencies for

FY 2022 reflects Nigerian states’ mixed
performance on the effective financial
autonomy of audit institutions (see Figure 7):
only a quarter of states achieved execution
rates above 80 percent, strongly suggesting
irreqularity of releases. Moreover, budget
execution varied by expenditure type:
while on average 78 percent of budget for
personnel expenditure was executed, only
23 percent of capital expenditure and 53
percent of overheads were executed. In
addition to their weak financial autonomy
and resources, audit agencies tend to lack
leverage: audit reports and management
letters remain unavailable to the general
public and are in practice rarely acted upon.

The legislature also tends to operate
as a recording chamber in the budget
process, rather than as a counterpower.
In the context of extraordinary executive
power and dominant party systems at the
state level, legislatures tend to be highly
dependent on the executive. State Houses
of Assembly also generally lack the expertise
needed to weigh in substantively; many do
not even have a budget or public accounts
committee. Despite these limitations, some

Figure 7. Availability of financial resources for audit agencies

State Office of the Auditor General: Budget Execution Rate (2022)
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Data source: The graph was computed with data extracted from states’ budget implementation reports.

26 This gapis partly because verification of financial and administrative autonomy under the SFTAS program was one-off, and the
bar was low. It should also be noted that this DLI was added to the program under the COVID-19 restructuring (even though it was not
a COVID-19 measure). The implementation timeframe for this DLI was much shorter and the period of observation is different to the

other institutional DLIs.
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interviewees highlighted that improvements
in budgetary processes, including better
clarity on the timetable of the budget
process and the availability and better
quality of fiscal documents, enhanced the
quality of the legislature’s engagement and
its review of the budgets.

States have for the most part sustained
fiscal transparency through continued
regular publication of state budgets, AFS
and BIRs. Several state interlocutors were
confident that restoration of the basic
budget calendar under SFTAS was here to
stay as it was institutionalized in the work
program of state government. They also
noted that in the case of lapses, there was
a strong voice from specialized civil society
organizations demanding transparency.

Several factors underpin the sustained
implementation of the basic fiscal reports:
financial incentives, technical assistance,
aclear audience value, and apractical value
for the executive. First, the publication of
budgets and audit reports are basic reforms
that have been sustained thanks to a
subsequent World Bank program for results,
States Action on Business Enabling Reforms
(SABER PforR), for which they remain
ECs. The Human Capital Opportunities for
Prosperity and Equity-Governance (HOPE-
Gov) program?  will further incentivize
publication of budget implementation
reports as an eligibility criterion. This
ensures the continued provision of financial
incentives to state executives. Second, these
reforms benefited from a strong level of
technical assistance overtime by the Nigeria
Governors Forum (NGF), which worked
continuously with states to improve the
standardization of budgets and AFS. Third,
the clear ‘audience value’ of these reports,
which speak directly to international norms,
can appeal to governors, as they serve to
signal the soundness of their fiscal situation
and their commitment to reform, at a
relatively low cost. Fourth, these documents
have practical value for the top executives:

they provide them with better control over
their finances and cash management and
can make it easier, for example, to access
debt. Finally, the sustainability of these
reforms can arguably be tied to the continued
pressure exercised by specialized CSOs,
such as BudglIT and Paradigm Leadership
Support Initiative (PLSI), which have been
monitoring and reporting on budget and
audit reforms. 28

Figure 8. Trends in the availability of citizens’
budget before, during and after SFTAS
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Data source: openstates.ng

There seems to be some correlation
between fiscal reform performance
during and after SFTAS (see Figure 9),
which points to some level of reform
sustainability. Some good performers are
consistently ranking high such as Kaduna,
Jigawa, Kogi, Osun or EKiti state; in others
reform trajectories appear to be non-linear.

Post-SFTAS, there has been an
incremental improvement in the quality
of these fiscal reports, in large part due
to the sustained support provided by the
Nigerian Governors’ Forum (NGF). NGF has
been introducing enhancements to budget
presentation through the chart of accounts
and continues to provide hands-on support
to budget officers in the preparation of
budgets and implementation reports. This
experience points to the gradual nature of
reform: while imperfect, the improvements
made under SFTAS and the routinization

27 HOPE-Gov was approved on September 5, 2024 and became effective on September 12, 2025.
28 See for example BudglT’s State of States reports or its OpenStates platform: https://stateofstates.budgit.org/ and https://
openstates.ng/ as well as PLSI’s tracking of State audits reports: https://plsinitiative.org/states-audit-reports-2/
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of the capacity support around budget
preparation and execution reports created a
foundation for consensus and norm-building
around basic PFM tools.

Figure 9. Sustainability of fiscal transparency
reforms

Sustainability of fiscal transparency and accountability reforms
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Note: BudglT’s fiscal transparency score measures the existence
of an approved budget, a quarterly BIR, an audit report, an
accountant general report, an e-procurement portal, and a state
website with fiscal data. As such, it captures various dimensions
of fiscal transparency and accountability as incentivized under
SFTAS.

Fitted values ‘

In some areas, progress rolled back after
SFTAS ended?®: On the budget front, the
main challenge has been to sustain citizen
participation and engagement:
Improvements in citizen engagement
have shown to be fragile; only 9 states
engaged citizens in the budget process in
2022 compared to 28 in 2021; and only 12
produced citizen accountability reports (vs
27 at the closure of SFTAS). The number of
states publishing citizen budgets fell from
28in 2021 to 16 in 2024 (Figure 8), perhaps
due to lack of continued engagement on
this by the Open Government Partnership
(OGP) after the Program ended.

Efforts toward minimizing budget deviation
have also receded: 15 states achieved the
DLI in 2021; 7 in 2022. Trends in budget
deviation displayed in Figure 5 show that
average budget deviation has remained
above 30 percent after the Program closure
in 2022 and in 2023, close to the average at
the programe baseline.

29 Note that these are only partial results based on the 2022 APA,; for some reforms, including TSA reform or biometric registration

and BVN report, data is unavailable.
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KRA 2: Domestic Resource Mobilization

Figure 10. KRA 2: Theory of change

KRA BASELINE

Limited IGR collection
but high growth
potential

* Risk of revenue
leakages high

e Only 6 States have
IGR taxcode

« Huge deviation
among states in IGR
collection effort and
outturns

revenue account (DLI #3)

businesses (DLI #11)

Rationale

The overall rationale of KRA 2 was to
strengthen states’ fiscal position by reducing
reliance on volatile federation revenues,
by strengthening independent revenue
generation and reducing leakages due to
poor cash management. The components of
this KRA were:

» DLI 3: Improved cash management
and reduced revenue Ileakages
through implementation of State
TSA. The objective was to advance
implementation of fiscal responsibility in
states by reducing leakages of revenues
due to multiple accounts maintained
by government revenue generating
agencies and addressing inefficient
fiscal management caused by absence
of a cash management system. The
DLR incentivized TSA coverage of an
increasing percentage of state finances
and implementation of a formally
adopted cash management strategy.

» DLI 4: Strengthened Internally
Generated Revenue (IGR) collection.
The rationale for DLR 4.1 was to enhance
the diversification of sources of revenue
without multiplying or duplicating taxes
and revenue collection agencies. Thus
DLR 4. (implementation of consolidated
revenue code) incentivized states to
adopt a consolidated revenue code

INTERVENTIONS

¢ Functional state-level TSA established based on a
formal cash management strategy and with a single

« Consolidated tax code covering all state IGR
sources approved and published (DLI #4)

« Announced and implemented tax compliance
relief program for relief program for taxpayers and #4)

« End the practice of contracting out PIT assessment
and collection to private consultants (DLI #11)

« Updated property records of at least 50% of all
properties in urban areas (DLI #11)

INTERMEDIATE OUTCOMES

e Improvemed cash
management and reduced
revenue leakages through state
TSA (DLI #3) and
 Increased certainty and
transparency for taxpayers (DLI

Improved

(EC, DLI#1,
DLI#2)
» Provided structured tax

relief in response to COVID-19

and strenghtened non-oil tax

collection in the rsilient recovery

phase (DLI #11)

IGR sources and
further designates the state bureau of
internal revenue (SBIR) as the agency

that rationalizes all

responsible for revenue collection
and accounting. DLR 4.2 set targets
for annual nominal IGR growth rates.

» DLI 11: Provided structured tax
relief in response to COVID-19 and
strengthened tax  administration
(personal income tax and property
taxation) to enhance non-oil tax
collection in the resilient recovery
phase. The objective of DLR 11.3 was
to support states to harness income
from property taxation, which remained
underutilized in most states. The DLR
incentivized digitalization and use of
geographic information systems to
better map, assess and tax property
while also using the facility to plan for
infrastructure development.*°

Results

As shown in Figure 11, over the four years of
the Program, a steadily increasing number
of states achieved the increasing targets of
state government finances covered by TSA.
In 2018, only 4 states met the target of at
least 50 percent of state finances covered;
in 2021, 17 states met the target of at least
80 percent. Yet, few states consistently
implemented the TSA throughout the
Program cycle.

30 DLRs 11.1 and 11.2 were specific to the COVID-19 response and recovery period and thus not analyzed here.
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By 2020, 31 states had an approved and
published consolidated state revenue code,
which included the rates for all state and
local government IGR sources and stipulated
that the state bureau of internal revenue was
the sole agency for state revenue collection
and accounting (DLR 4.1). In 2018, only 7
states saw their nominal annual IGR grow by
at least 20 percent (DLR 4.2), while 27 states
achievedthisin 2021,13 of which experienced
more than 40 percent nominal growth.
Despite a late start to implementation of DLR
11.3, 34 states completed property records
for at least 20 percent, 32 of which reached
at least 50 percent of properties that have
electricity connections in urban areas and
established institutional arrangements to use
the property records to improve or start the
collection of property tax.

Impact and sustainability
Treasury Single Account

Done properly, a fully functional TSA
system®' would bring transparency and
control over the true revenue position
of government and enable liquidity for
critical budgetary spending. Aside from the
financial incentives offered under SFTAS,
governors often showed interest in this
reform for a simple reason: a TSA provides
the executive with centralized oversight over
public finances, and as such can be a tool
to enhance its control over and use of public
resources. Some states recorded savings
of funds paid as bank fees and transaction
costs and noted that they had access to

Figure 11. States achievement of results under KRA 2 on domestic resource mobilization over the

four years of the Program

KRA 2 State Results 2018 - 2021/22
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Source: Authors based on SFTAS APA results. Since DLR 4.1 was a one-off, the 2020 figure for DLR 4.1 consolidates achievements made

in the first three years. DLR 11.3 was only assessed in the final year.

31 Achievement of an established and functional state-level TSA under DLI 3 required meeting all of the following three elements:
e Implementation of a formally approved cash management strategy, which covers the processes through which the State
government forecasts cash commitments and requirements and provides reliable information on the availability of funds.
e  The TSA has a system of cash management that allows for a central view of cash balances in bank accounts on a single
electronic dashboard, which covers the minimum percent of State government finances (defined as including all budgetary and non-
budgetary funds managed by the state Government but excluding local governments and parastatals). For 2018, 50 percent was the
minimum, and this increased by 10 percent each year, such that in 2021 it was a minimum of 80 percent.
e  The TSA has one consolidated revenue treasury account for state revenues. Revenues collected by MDAs such as service fees
no longer sit in individual MDA accounts at different commercial banks but are brought into the consolidated revenue account as

part of the TSA.
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more efficient payment mechanisms.3?
State governments claimed to have reaped
several benefits from TSA implementation,
as noted in news reports (these have not
been independently verified):

P Sokoto State claimed to have
discovered ‘a jackpot’ of N1.5 billion
in dormant MDA accounts of MDA.33

» Governor El Rufai of Kaduna state
reported that reforms created a shift
in planning and governance of the
state with massive improvement
in budget management.3

P Kaduna state putin place a functional
computer dashboard called Kaduna
State Government Trackpay that showed
the state’s fiscal balance in real time.
This was critical for political transitions
as previous disputes over funds in state
accounts were no longer possible.
For instance, there were no disputes
over the fact that the Malam El Rufai
administration left N5 billion in the TSA
account to the incoming administration.®

P Osun State recorded more than
100% increase in IGR between 2018 and
2021 following the adoption of the Bank
Accounts Monitoring System (BAMS).3®

Only half the states achieved the DLR
in 2021, and only 2 states consistently
achieved it across the Program - this
mixed progress on TSA implementation
illustrates the challenges of changing
fiscal practices when vested interests are

at play.®” Limited progress on TSA can be
traced to political economy factors. First, in
many states, MDAs held multiple accounts
in commercial banks,*® sometimes opened
without the agreement of the accountant
general, sometimes dormant, and often
managed opaquely. In that context, most
interviewees noted that TSA implementation
had to contend with MDA resistance, as the
reform would increase the risk of exposure
and oversight over their budget. As a
Northern Commissioner of Finance put it,
“MDAs were unhappy because some used
their accounts for dubious purposes, and
banks were unhappy because they lost
business.”

Second, the vested interests of the
banking sector can also undermine the
executive’s commitment to TSA reform:
by limiting opportunities for commercial
banks, TSA implementation can hurt the
executive’s relationship with those banks
- a challenge given banks’ role in financing
electoral campaigns. Some states mitigated
this resistance by adjusting reform design:
Kaduna, for example, opened a TSA account
at the Central Bank of Nigeria (CBN) to
avoid giving any single commercial bank an
advantage. In most states, however, the TSA
system was one in which MDAs maintained
several accounts, which were digitally swept
into the main revenue account of the state at
the end of the month. This method enabled
states to preserve business opportunities for
banks, particularly where the private sector
was small. While this was not a violation
of CBN guidelines for TSA, it did have the
effect of limiting TSA to a mere monitoring

32 Treasury Single Account (TSA) as a Strategy for Blocking Revenue Leakages: Lessons from kaduna, Kano and Niger States.” BudglT,

June 2023.

33 TSA: Sokoto announces discovery of N1.5 billion | Premium Times Nigeria (premiumtimesng.com). https:/www.thecable.ng/

sokoto-state-hits-n-15bn-tsa-jackpot/

34 A PERL-ARC Exclusive Interview with the Former Governor of Kaduna State, Nasir El-Rufai https://www.youtube.com/

watch?v=pm2SNE4waVc

35 __El-Rufai Leaves N5b in TSA, $2.05m in Domiciliary Account - Voice of Nigeria https://von.gov.ng/el-rufai-leaves-n5b-in-tsa-2-

05m-in-domiciliary-account/

36 The state has seenits IGR rise by 110.60% from N10.38bn in 2018 when the BAMS was deployed to N21.86bn in 2021. See,

*2022 State of states (yourbudgit.com)

37 States could opt for two TSA models: (i) model 1: one TSA account; (ii) model 2: interlinked accounts (1 per MDA) from which
monies are then swept into a TSA account. Most states appear to have opted for the latter.

38 InKaduna for example, prior to the reform, the state government had over 500 accounts, including unmonitored accounts

or accounts opened without the agreement of the accountant general; in Kano, prior to the adoption of a TSA in 2020, the state
government did not even know how many accounts were in place; in Gombe, a census of accounts prior to the establishment revealed

the existence of 2520 accounts, some dormant, others not.
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tool, thereby affecting the extent to which
states could harness the full benefits of TSA
for accounting, managerial and financial

protocols. For instance, most states

implementing TSA did not reap the benefits
of savings from bank charges as numerous
bank accounts were still maintained.®*® As
a senior official in a state government put it
(see quote):

“The cost of wholesale
implementation of TSA is higher in
states like ours — Osun and Ekiti -

where there are fewer business
opportunities for banks than in
Lagos and Kaduna where the
pressure from the banks is less
because it is dispersed to business
and not concentrated on
government. In Ondo state,
government is the main and
biggest spender and wholesale
adoption of TSA means you want
less favored banks to shut down.
What will happen to all the workers
they have employed?”

A third challenge to TSA implementation
related to the nature of some revenue
streams. The problem of coverage was
particularly evident in semi-autonomous
institutions, including hospitals and tertiary
educational institutions, which were

statutorily expected to keep some of the
revenues they generated for recurrent
expenditure. In some cases, coverage of
the revenues of these institutions required
amendments to the laws establishing
them.%® Some states were able to overcome
this through an agreement by which these
institutions would remit the funds with
guaranteed releases back to them. A few
states missed the target because they
believed donor and World Bank financing,
commercial loan obligations and federal
counterpart funds should not be commingled
with the TSA.

Overall, TSA reform is heavily subject to
push and pull factors. On the one hand, it
can increase the executive’s control over
public finances. In fact, some governors
became the main champions of TSA as
they saw it as a tool to exercise near total
control over state funds, which some of
them claimed proprietary rights over.#’ On
the other, TSA implementation can affect
crony relations between the executive and
commercial banks. Its implementation and
impact are therefore largely dependent on
the political interest and leverage of the
executive and its relations with commercial
banks. Some Governors were also wary of
risks of political exposure. Knowledge of the
available revenue of the state could have
several consequences, not least that it could
increase demands from constituents for
services or worse still be used by opposition
elements or activists seeking either to raise
allegations of financial impropriety against
government or to hold government to
account. Overall, the political commitment
of the executive is critical: as put by an
interviewee, “if there is no political will,
MDAs will resist; if the governor is not firm,
the reform will not be a success.”

39 States realized that savings from closure of accounts would be marginal and only material in the short term (interview with a NGF

consultant).
40 A

raisin
nigerias-tr

41 For example, acommissioner of finance in one of the states said the governor would often refer to state funds as ‘my money.
On the valedictory state executive council meeting to mark the end of his administration, the said governor reportedly said of the

ry-single- n
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State revenue code and IGR

The codification of state revenue has
been an important step forward in many
states. By the end of the Program, 29
states had adopted a state revenue code
covering all state and local government IGR
sources. This is an important achievement
in a context where no state previously had
an adequate revenue code, and it appears
to have contributed to rationalizing fiscal
governance: some states report that
it helped them codify tax receipts and
revenues and link it to the budget. The
states that did not achieve this DLR failed
because they were not willing to designate
the SBIR as the sole collector of revenues.
Although the verification protocol required
confirmation that the collection of revenues
is made into accounts nominated by the
SBIR, or that SBIR has full oversight of the
accounts and is responsible for reporting
and accounting for the revenues, this study
was not able to confirm the extent to which

in fact the state revenue agency was the
sole collector of revenue.

The improvement in revenue codification
did not have a direct effect on the realism
of revenue projections. An analysis of
state revenue performance during SFTAS#2
reveals that most of the States did not
meet their budgeted revenue projections
(IGR, FAAC and other sources combined)
(see Figure 12). In 2018, 10 states (Bayelsa,
Cross River, Delta, Enugu, Jigawa, Kaduna,
Lagos, Oyo, Plateau and Rivers State)
met or exceeded their revenue targets; in
2019, only two states (Enugu and Kaduna
States) did; and no state met their original
budget revenue target in 2020 ; 3 states
met the target in 2021 (Lagos, Rivers and
Yobe), and 5 did in 2022 (Benue, Delta,
Ebonyi, Ekiti, Gombe). Along with the poor
budget planning and budget execution, poor
revenue performance can help explain the
above-mentioned lack of realism of budgets
and large budget deviation (see discussion
under KRA1).

Figure 12. State performance against their own revenue targets (2018-2022)

State performance against revenue targets (2018-2022)
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Source: State budgets and AFS; NGF-SFTAS Policy Brief Series No 01, March 2023.

commissioner: ‘| had some issues with you. But one thing | can say before the whole world is that you did not touch my money.

Interview with Commissioner of Finance.

42 NGF-SFTAS Policy Brief Series No 01, March 2023. How Realistic Are State Governments’ Budgets in Nigeria? Evidence from the
States’ Fiscal Transparency, Accountability and Sustainability (SFTAS) Programme for Results Annual Performance Assessment (APA)

Reports for FY 2018 - FY 2022.
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The DLR on IGR growth (DLR 4.2) had
the effect of incentivizing tax collection,
leading to an increase in the average IGR
as a share of total revenues from 19.6
ercent in 2017 to 29.2 percent in 2022.43
This masks considerable variation across
states: in 2022, IGR as a share of total
revenues ranged from 6.8 percent (Bayelsa)
to 74.2 percent (Lagos). In 2023, although
the average annual state IGR collected
increased over 2022 by 11 billion naira, this
represented a reduction in the average IGR
as a share of total revenues (25.5 percent).
This is due to an increase in FAAC revenues
following foreign exchange reforms.

To most states the DLR on IGR growth
helped catalyze technical reforms
that were not contentious and aligned
with the interests of the state and the
Governor. Initial progress was due to low
hanging fruit. A major increase came from
resolution of a longstanding failure of the
FGN to remit personal income tax for MDA
employees in states. Negotiations resulted
in a phased plan for the FGN to remit back
duty on Pay-As-You-Earn (PAYE). Additional
improvements came from stepped up efforts
to collect stamp duties, to report previously
underreported revenues, and to adopt
technologies, including use of Point-of-
Service devices for collection of market fees.
Gombe state made efforts to strengthen
the fiscal contract by constructing network
roads and markets to demonstrate the
benefit of paying taxes.

Although IGR grew in nominal terms, which
is what the DLR measured, it actually
declined in real terms, driven by inflation.
Figure 13 shows that the median total
nominal IGR increased from 2019 to 2023
(except for 2020 due to COVID-19), but that
the real value of IGR (adjusted to inflation)
has decreased throughout the Program
cycle (left graph). The real IGR growth rate
between 2019 and 2023 was positive in only
9 out of 36 states (right graph).

Figure 13. States’ internally generated
revenues (2019-2023)
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Achievement of DLR 11.3 to strengthen the
property tax system was surprisingly high.
This required states to utilize geospatial
data to update the tax database with
information on urban properties on 25 data
points (location, ownership, occupancy,
utility connections etc.). The information
was to be stored in a centralized electronic
database, and regulations adopted, and
API created to enable data sharing with
the SBIR and other relevant MDAs. Thirty-
two states met the criteria for at least 50
percent of urban properties with electricity
connections; 2 more states did so for at least
20 percent. The database can be leveraged
to assess the current tariff structure, explore
viable options for revision, implement mass

43 Discounting Lagos and Ogun state which are outliers on IGR due to high levels of commercial activities in those states, the average

increases from 17.5 percent to 25.1 percent.
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valuation approaches, and serve detailed
demand notices that are easy to check by
property owners. These efforts have the
potential to contribute to reducing disputes
over property tax charges but also to
promote efficiency and increase revenues.

However, these achievements have yet
to generate gains in terms of increased
revenue. Most states distributed few or
almost no demand notices in 2022.44 Only
8 States (Bayelsa, Ekiti, Kano, Lagos,
Nasarawa, Ogun, Ondo, and Oyo State)
distributed at least 10,000 demand notices,
although the share of buildings to which a
demand notice was served covered at least
50 percent of all buildings in only 5 states.

As payment compliance was generally low,
total revenues collected remained below
potential and ranged from N52 million in EKiti
State to N9 billion in Lagos State. For these
8 States, the average amount charged per
paid demand notice ranged from N2,797 in
Ondo State to N773,707 in Nasarawa State.
The higher rates are charged to commercial
properties, which are prioritized by some
states.*® In addition to increasing issuance of
demand notices and increasing compliance,
it is also necessary to bring valuation
closer to market values. Most states still
use flat rates per property. These rates are
generally low and are eroded with inflation,
hence reducing the revenue potential from
property taxes.

44  This paragraph is derived from the SFTAS Policy Note “Roadmap for States to Increase Revenues from Property Tax” jointly

prepared by the NGF and the World Bank, August 2023.

45 Delta State is an example of a state prioritizing commercial properties, serving demand notices to only 1,575 properties out of
90,090 buildings in the property database, with an average rate of N1.4 million per demand notice. Delta State reported collecting

N1.09 billion in tax revenue with a compliance rate of 49%.
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KRA 3: Strengthened efficiency in public expenditure

Figure 14. KRA 3: Theory of change
KRA BASELINE

Recurrent spending
pressures;
Inefficiencies in
spending

+ Many states have
done biometric
capture but not linked
to payroll

* Procurement
systems lack
transparency and are
inefficient

payroll by states (DLI #5)

(DLI #12)

Rationale

In the context of severe fiscal constraints
following the 2015-2016 drop in oil
prices, KRA 3 aimed to strengthen public
expenditure efficiency and curb wasteful
expenditure so that states could achieve
more with less. The components of this KRA
are:*®

» DLI 5: Biometric registration and
bank verification number (BVN) used
to reduce payroll fraud. DLR 5.1 required
states to complete a biometric exercise
of an increasing percentage of civil
servants and pensioners on the state
payroll, to link the biometric data to the
state payroll, and to identify and remove
ghost workers. DLI 5.2 required states to
link BVN data of an increasing percentage
of civil servants and pensioners to the
payroll and identify and remove ghost
workers. The target increased from 60
percent in 2018 to 95 percent in 2021.

» DLI 6: Improved procurement
practices for increased transparency
and value for money. With 80 percent
of public spending going through
procurement processes, this DLI aimed
to increase transparency, accountability
and efficiency of public procurement
through: (i) strengthening of the public

INTERVENTIONS

« Biometric and BVN data is linked to

« State public procurement law approved
and state procurement agencies
inaugurated; E-procurement piloted in
state MDAs; Open contracting standards
adopted by states (DLI #6)

« Established procurement guidelines
for COVID-19 or emergency situation and
guidelines to facilitate SME participation

INTERMEDIATE OUTCOMES OUTCOMES

* Biometric and BVN data
used to reduce payroll fraud
(DLI #5)

« Increased participation
of SMEs in the marketplace
in the resilient recovery

Improved
efficiency of
procurement
fuction and value
for money from
procurement (DLI
#6)

phsase (DLI #12)

procurement legal framework (DLR 6.1);
(ii) implementation of open contracting
and the Open Contracting Data Standard
(OCDS), as detailed in the OGP action
plan (DLR 6.2); and (iii) implementation
of e-procurement (DLR 6.2, later years).
Theimpact was expected to be increased
citizens’ access to procurement data
and reduction in the transaction costs
of procurement and the final costs of
procurable items.

Results

As shown in Figure 15, there was high
achievement of the 2021 targets of
biometric capture (DLR 5.1) and BVN data
(DLR 5.2) of at least 95 percent of civil
servants and pensioners linked to payroll,
with 33 states achieving both. By the third
year of the Program, 33 states passed a
legal and regulatory framework for public
procurement conforming to the UNCITRAL
model law, including establishment of
an independent procurement regulatory
agency (DLR 6.1). Improved transparency,
accountability, and efficiency of public
procurement was less successful. No more
than half the states published contract award
information in OCDS format in any given
year. By the end of the Program 18 states
met the DLR requirements for implementing
e-procurement in at least 4 MDAs, including

46 As part of the Additional Financing, DLI 12 (Strengthened procurement function for COVID-19 or emergency situation and
facilitated participation of SMEs in public procurement in the resilient recovery phase) was added. Since this was specific to COVID-19

funds, we do not cover it in this review.
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Figure 15. States achievement of results under KRA 3 on expenditure efficiency over the four

years of the program

KRA 3 States Results 2018-2021/22
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Source: Authors based on SFTAS APA results. Since DLR 6.1 was a one-off, the 2020 figure for DLR 6.1 consolidates achievements made

in the first three years.

health, education, and public works, and for
other MDAs publishing contracts online in
OCDS format (DLR 6.2).

Impact and sustainability

Biometric Registration and Bank
Verification Numbers (BVN) linked to
Payroll

Progress made on biometric registration
and biometric verification number (BVN)
shows how the alignment between fiscal
practices and political needs can create
an environment conducive to changes
in fiscal behavior. Similar to the TSA
reforms (DLI 3), biometric and BVN payroll
updates can provide clear benefits to the
executive: contrary to many other reforms
to fiscal practices that limit executive
power, these reforms can help governors
increase their control over personnel and
public finances, whether by centralizing
oversight over resource stocks and flows,
or by limiting leakages and fund capture

by other institutions involved in revenue or
expenditure management.

Many interviewees considered biometric
registration and BVN as low-hanging fruit:
many states had already started to think
of ghost workers and ghost pensioners as
a problem and were working on it prior to
SFTAS, and biometric registration had been
previously initiated. In this context, SFTAS
helped focus the efforts as there was a
grant on the table. These changes can have
a positive political payoff for politicians as it
allows them to clean the job registry of ghost
workers hired by the previous executive: as
put by an interviewee, “governors think of
the state of the treasury almost like their
personal bank account. They don’t want
anybody stealing from it without their
permission.”’ By the end of the Program, 33
States had captured biometrics of at least 95
percent of civil servants and pensioners and
linked to payroll, reducing ghost workers*,
and 33 States had linked BVN data to payroll
for at least 95 percent of civil servants and

47 The reform can still be politically costly: as noted by a Northern Commissioner of Finance: “Under the new government, the
number of permanent secretaries was limited. This created tensions in the party because there were less opportunities for party

officials.”

48 These include individuals who receive salaries from different agencies but only work in one; others who are dead; and others who

never come to work.
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pensioners to reduce fraud. Although the
IVA verified whether states took steps to
eliminate ghost workers and reduce payroll
fraud, the assessment did not quantify the
savings that may have been achieved.

Following the Program, it is unclear the
extent to which states have regularly
updated therolls. As put by one interviewee,
“when new staff come, if the biometric
office isn’t open, they just put the name of
the new staff on the paper and postpone
biometrics; as such things can very quickly
go back to pre-SFTAS situation when
money is not on the table.” It also requires
broader civil service reforms to have a full
impact on ghost workers: as highlighted by
interviewees, biometric registration and BVN
on their own do not eradicate ghost workers
or fraud and have to be complemented
by other civil service reforms, including
monitoring the presence of staff or cross-
check registration and payroll lists across
state and local governments.

Procurement reforms

By the end of the Program nearly all
states had adopted legislation on public
procurement, aligned with international
standards (UNCITRAL model law for public
procurement). Interviewees credited the
passing of legislative reforms for instilling
some order into public procurement
processes. Yet, legislative reforms under
SFTAS have come with a (common) caveat:
their implementation has tended to be
patchy and has not systematically translated
into actual changes in fiscal practices and
outcomes. 4° Several dynamics are at stake.
First, it takes time for new laws to be fully
implemented - a common challenge in
weak institutional environments. In many
cases, the most challenging provisions have
been linked to the financial and operational

autonomy of agencies in charge of
overseeing or regulating the management of
public funds by the executive, including the
auditor general’'s office under the audit law
and the procurement regulatory authority
under the public procurement law.

Second,evenwhereprocurementlawshave
been implemented, and processes have
been revised accordingly, they have not
had systematic effects on fiscal decisions
or outcomes. Interviewees highlighted that
the adoption of an improved legislative
framework, in line with international best
practices, helped rationalize procurement
processes and in some cases increased
value for money.® Yet, across the board,
they also repeatedly emphasized that
while legislative reforms clarified the “rules
of the game”, the implementation of new
procurement processes, in line with the
law, did not disrupt competition or impact
procurement outcomes: the firms winning
bids remained the same — a reminder that
legislative and institutional changes on
their own can hardly disrupt rent-seeking
and patronage networks.”® As summarized
by one interviewee: the DLI “made the
rules clear, but it didn't change behavior.”
A budget officer in a focus group further
explained: (see quote).

A former Commissioner of a Southern
state told a similar story: The reforms
“incentivized proper behavior (among
competing businesses) and efforts with
process.” Yet, “from a patronage perspective,
changes in procurement rules probably
didn't change contract allocation. (...) in
the political system, party faithful expect
to be patronized (...) (selected contract
categories) are designated for party
faithfuls.” He specified that contracts for
short roads, “that don’t carry heavy traffic
and don’t require drainage” were reserved

49 This echoes findings from the literature on isomorphic mimicry (see Andrews et al. 2017, ibid) and the implementation gap. See
also: Al-Dahdah et al. 2016. Rules on Paper, Rules in Practice. Enforcing Laws and Policies in the Middle East and North Africa; and
World Bank. 2017. World Development Report on Governance and the Law.

50 Ahigh-level official from a South-South state argued that the reforms had an impact on value for money in the road sector, as more
open competition helped limit contract inflation and thus decrease the cost per kilometer.

51 The Commissioner of Finance of a North-Central state also highlighted the gap between the quality of processes and fairness

of competition: in his state, he argued, the “person heading the procurement committee is independent. E-procurement is working
(though it is not deployed to MDA level, so MDA have to do it through the Bureau of Public Procurement.” Yet: “big companies are

getting all the contracts and local companies are complaining.”
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"The main thing that changed is that
the process was spelled out better. It
forced things to go through the
process. Prior to the reform: (i) there
were steps that could be skipped; (ii)
certain procurements that were
exempted by law from public
procurement rules (e.g. security-
related procurements were carried
out outside of the procurement
process); and (i) a lot of those
procurements were at the discretion
of the executive, not necessarily at
the discration of the state Houses of
Assembly. So the executive had a lot
of discretionary power. The law
changed that: it mandates that all
state procurements go through the
BPP |Bureau of Public Procurement],
which wasn't the case previously. 5o,
the main impact is that there are less
exemptions, forcing all state-funded
procureaments to go through the BPP.
Post-SFTAS, procurements sort of
abide more by some rules, but that
doesn't necessarily change the
outcome of the procurement process
ar the type of firms who get access
to contracts. Mot much changed in
that regard, but the reform forced
everything to go through the proper
channel.”

for patronage, while longer roads went to
contractors that have made investments in
their business and grown.

Despite these limitations, the adoption
of a new legislative framework can have
more long-term and less tangible effects
that have to do with their aspirational
potential. Pro-reform politicians and civil
servants emphasize that new legislative
frameworks have an aspirational dimension:
they create standards and rules that can

be gradually mobilized by reformers.
While  implementation is  imperfect,
new legislation opens the possibility
of administrative experiments. This is

exemplified, for example, by the introduction
of e-procurement in select states, which
hinged on amending procurement laws to
introduce provisions on the digitization of
procurement processes. They also provide
reformers with the potential future option
of legal recourse if legal provisions are not
followed. As a Commissioner of Finance
from a Northern state put it: “Laws matter.
If the (procurement) law is not applied, the
governor can be impeached. This gives the
governor a sense of caution. There is also a
role for public perceptions: a governor who
doesn’t follow laws will have a bad image.”

Progress on e-procurement has been
slow, uneven, and amenable to halting and
reversals.5? By the end of the project, only
half of the states had achieved the DLI. Most
interviewees consider this DLI as one of the
most difficult of the SFTAS package “because
procurement is where the bleed happens.
That's where they (politicians) really steal.”
They also highlight the Program’s ambitious
timeframe:

states had approximately three years to
put in place functional e-procurement
systems, when assessment, design and
implementation usually takes considerably
longer.®® In reality, the timeframe was much
shorter as the lengthy process of engaging
a provider to design the system meant
that most states were ready to go live
only in December 2021. The Program was
restructured to give states an additional 6
months to demonstrate implementation.

52 Asargued by interviewee “The real difficulty (under DLI 6) came when they were to introduce e-procurement. This is where they

all struggled. That was as much a lack of will as a lack of competence.”

53 For example, only the e-GP readiness assessment, and the development of a roadmap for e-procurement and the preparation of
technical templates such as tendering documents, which can be considered the first step of a reform process, usually take at least a

year.
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This rushed design and implementation
arguably created a situation of “premature
loadbearing”*, ~ which played against
the impact and sustainability of reform.
Interviews indicated that in some cases
states simply uploaded contracts that were
done outside of the system to meet the
requirements.

Even when e-procurement was introduced,
anecdotal evidence suggests that its
impact on value for money was mixed. On
the one hand, some interviewees highlighted
that e-procurement, coupled with open
contracting, mitigated against contract
inflation, forcing bidders not to excessively
over-inflate their proposals. As put by a
Commissioner of Finance: “the process
is more transparent, so bidders need to
be careful not to overbid.” On the other
hand, e-procurement does not appear to
systematically increase or open competition.
Several interviewees reported that many
strategies were putin place to circumvent the
use of the platform for competitive bidding,
including the reliance on selective tendering,
single source or direct contracts: For
example, a former Commissioner of Finance
from a South-West state highlighted that
the government did limited e-procurement
for small and medium enterprises, but that
for large contracts (e.g. roads) it identified
contractors and did direct selection, and
that this selection was done by the executive
council. Interviewees also highlighted that
where contracts were awarded through
competitive bidding, e-procurement was still
regularly manipulated to ensure outcomes
favorable to the patronage requirements of
top executives, particularly the Governor.
As a former Commissioner of Finance from
the South-East put it: “The reality is: we
must find a way for patronage. There must
be a tradeoff: if we are doing end to end
e-procurement, then we need to find ways

to keep constituency and clients happy.” In
a similar vein, a Commissioner of Finance
from the North-East explained: “because of
patronage and because some businesses
are used to procurement, these vendors find
their way.”

Sustainability of e-procurement has been
challenging: This may be, in part, due to
loss of interest in the absence of the SFTAS
monetary incentives, but it also was due
to political and practical reasons. On the
political side, resistance is strong from both
MDAs and private vendors. On the practical
side, 16 of the states signed a framework
agreement with a vendor, which required
the payment of subscription fees in foreign
exchange; this, along with challenges
related to availability of electricity and
internet connection, software maintenance
and cost, proved to be a significant
constraint to sustainability. The NGF
conducted a survey exercise of states that
had adopted e-procurement under SFTAS
and did walk-throughs in select states to
determine the status of e-procurement as
of the first quarter of 2025. With 16 states
responding, 5 (Osun, Adamawa, Ebonyji,
Ekiti and Kogi) reported that they were using
the e-procurement system with the FY2025
procurement plans prepared and published
for some MDAs, and this was verified by
system walkthrough sessions.

Progress was made on procurement
transparency - though it has been more
limited. The Program incentivized the
publication of contract awards: the baseline
was low and progress in the initial year of the
Program timid, with only 6 meeting the DLR;
by year 4, however, half of the states had
achieved the DLI*® - a relative success given
the levels of opacity and corruption in public
procurement.®® It is noteworthy that each
state could determine its own threshold for

54 Matt Andrews, Lant Pritchett, Michael Woolcock. 2017. Building State Capability Evidence, Analysis, Action. Oxford University

Press

55 It should be noted that the verification process looked at the number of contracts uploaded, not their validity or quality; in that
context, some interviewees point out the risk that some states might have uploaded invalid contracts to fulfill the DLI requirement.
56 Note that the use of e-procurement can facilitate contract publication. Among states with e-procurement systems in place, some
e-procurement software (including the ED software purchased by a number of states under a framework agreement) facilitated the
online publication of contracts; for states that did not have e-procurement in place, procurement information had to be manually

uploaded.
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the publication of contracts. The rationale
was that average contract size varies with
different levels of economic development.
This flexibility also, however, created
distortions: in some cases, the threshold was
too high, and this could incentivize contract
splitting or lead to important transactions
not being published; in others it was too low
(e.g. Bayelsa), leading to the over-burdening
of states who had to publish contracts even
for small purchases. A technical detail (the
choice of threshold) can have important
implications for the impact of the reform.

Open contracting has been challenging to
sustain. A light touch 2022 performance
assessment found that, a year after the
Program closed, none of the states fulfilled
the DLI 6.2 requirement to publish contracts
in OCDS format. This drastic drop from 18
to O states after the close of the Program
testifies to the low buy-in to the value of
contract transparency. It hides, however,
a more nuanced reality: while no state has
managed to keep up with the expectations
of the Program after its close, there are
still improvements in the transparency of
contract awards compared to the pre-
SFTAS period. Observers, including NGOs
and external consultants, point to positive
outliers who have continued since 2023 to
publish procurement data on their portal,
even if on an irregular basis, for example in
Edo, Kaduna, Ekiti and Jigawa *’. Pressures
to sustain transparency efforts are largely
the result of continued donor engagement
and funding - and, to some extent, of
advocacy from civil society organizations.

Opportunities for social accountability
remain limited. On the procurement
front, there are isolated examples of how
procurement data, matched with beneficial
ownership data, has been used by civil
society actors to uncover irregularities in
contract awards, including the distribution

of public contracts to politically connected
firms. In Oyo, for example, a CSO used
OCDS data to challenge government on
procurement of primary school notebooks
on the grounds that contracts were split
among several companies all owned by the
same person.®® In Sokoto, an investigative
journalist used data from the e-procurement
portal to expose a government official
who owned a company that was rewarded
school improvement contracts funded by
the Universal Basic Education Fund. In 2023,
a former politician in Lagos went through
the OCDS data demanding a line-by-line
response from the procurement authority,
which in turn responded on a public social
media platform with detailed information.
These initiatives are, however, limited in
scope, in large part because they require
high levels of data literacy and specialized
IT and analytical skills. De facto, few CSOs
engage in procurement transparency or
monitoring, and donors concentrate their
resources and support to CSOs working
on upstream PFM processes (budget
transparency or citizen budgets). In addition,
even when transparency helps identify fraud
and corruption, this does not automatically
lead to accountability in a high-impunity
environment.

Procurement regulatory agencies still have
limited political and financial autonomy.>°
Historically, the norm has been that the
head of the procurement agency was
handpicked by the governor, and as such
had no independence. The head of the
agency was treated as a commissioner, not
an independent regulator. SFTAS aimed to
strengthen procurement regulations by
clarifying the status and role of procurement
agencies. Yet, while the program verified that
these agencies had the necessary ‘bricks
and mortar, its leeway to ensure and verify
their autonomy was limited (for example,
there were no checks on the selection of the

57 According to NGF officials by the end of 2023, 9 states were continuing to publish some contract awards following OCDS
standards (though it is unclear what proportion of public contracts appear on the portals). The 2024 Budglt States Fiscal Transparency
League Report (Q1) also indicates that a number of states publish contract awards online - though the threshold and number of MDAs

covered is not specified.

58 See Dataphyte’s work on textbook procurement in Oyo state for example.
59 Procurement agencies remain funded out of government budget; SFTAS envisaged that, in the long-run, revenue could come from

e-procurement fees.
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head of agencies).®® Interviews indicated
the continued vulnerability of procurement
agencies to political interference. First, while
procurement laws were expected to include
provisions on the grounds for removal of
heads of agencies, and some also included
provisions on the competitive nature of their
selection, appointments and removals of the
heads of agencies remain highly political -

strategy that limits regulatory autonomy
and as such increases risks of procurement
corruption. Second, the everyday functioning
of the agencies tends to be dependent on
top executives, with alleged interference
of the executive council in procurement
decisions. An interviewee highlighted that
three of the states that have continued to
use e-procurement after the end of the
SFTAS program (Edo, Jigawa, Anambra)
have a head of the agency that is “capable
to manage political interests” and that this
is “what made the difference” in those three
states. The experience of Kano is illustrative
of the vulnerability of procurement agencies
to political interference, and more generally

the risks of reform reversal when political
commitment to effective reform is low.
Immediately after the passing of the
procurement law, which includes provisions
for an independent public procurement
agency, the Kano governor issued
an executive order making the public
procurement agency part of the executive.

In addition, procurement agencies tend to
havelimited financialautonomy. An analysis
of execution rates of budget allocations
to procurement agencies (see Figure 16)
reveals significant variations across states.
Lagos achieved one of the highest overall
execution rates at 82.30 percent, driven
by strong personnel expenditure at 99.60
percent and overhead expenditure at
83.74 percent. Kaduna followed with 69.01
percent, supported by 74.58 percent for
capital expenditure and 82.04 percent for
overhead. Ebonyi and Osun also performed
well, with 104.58 percent and 79.50 percent
execution rates, respectively, reflecting
efficient use of allocated funds.

Figure 16. Availability of financial resources for public procurement bureaus

State Bureau of Public Procurement: 2022 Budget Execution Rate- By Category
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60 The verification protocol tested for the existence of new organizations not their autonomy or the quality of their work. In addition,
the existence and functioning of the agency were only checked once during the project cycle, the year of achievement (in the first two
years of the program for two-thirds of the states), and there was no further checks conducted in subsequent years; as such there is no
systematic empirical evidence on the survival of procurement agencies.
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KRA 4: Strengthened debt sustainability

Figure 17. KRA 2: Theory of change
KRA BASELINE

States debt management
weak. States debt doubled

« Domestic arrears
accumulated

« Debt to revenue ratio
tripled 2014-2016

Rationale

The DLIs in this results area aimed to
strengthen the state-level debt management
and fiscal responsibility framework, reduce
state domestic arrears, and improve state
debt sustainability. This was also intended to
reduce the fiscal risks to the FGN, which was
called upon to provide financial assistance
to states experiencing debt distress. The
components of this KRA are:®

» DLI 7: Strengthened public debt
management and fiscal responsibility
framework. DLR 7.1 incentivized states
to implement state-level debt legislation,
which stipulates: 1) responsibilities for
contracting state debt; 2) responsibilities
for recording/reporting state debt; and
3) fiscal and debt rules/limits. DLR 7.2
promoted timely monitoring of state
debt dynamics and new borrowings to
inform fiscal policy, debt management
and fiscal risk management by states
and FGN. Specifically, it required states
to submit quarterly debt reports to
the FGN Debt Management Office
(DMO), and, in later years, to publish

annual  state debt  sustainability
analysis and a medium-term debt
management strategy (S-DSA-DMS).
» DLI 8: Improved clearance/

reduction of domestic expenditure
arrears. Domestic expenditure arrears

INTERVENTIONS

« State public debt legislation
approved (amended); Timely

2014-2016 and accurate state debt

« State FRLs omits key reporting to DMO; State
provisions debt sustainability analyses
« No debt sustainability conducted (DLI#7)
analyses o Established system of

domestic arrears counter party
verification (DLI #8)

INTERMEDIATE OUTCOMES OUTCOMES

« Strenghtened public ¢ Improved debt
debt management and sustainability (DLI
fiscal responsibility #9)

framework (DLI #7) o Established a

« Improved clearance/ fiscally systainable
reduction of stock of response to
COVID-19 (DLI #13)

domestic expenditure
arrears (DLI #8)

accumulated rapidly in many states
during 2014-2017 as in the absence of
strong commitment controls, states used
arrears to cope with severe revenue
shortfalls and finance the budget deficit.
This DLI required states to publish a
verified database of domestic arrears, to
establishanarrears clearance framework,
andtoreducethe verified stock of arrears.

» DLI 9: Improved debt sustainability.
This DLI sought to improve the
sustainability of public debt at the
state level by incentivizing reduction in
the total debt stock as a share of total
revenue, and to preserve liquidity by
reducing average monthly debt service
deductions to less than 40 percent of
the gross FAAC allocation.

Results

As shown in Figure 18, all states—except
for one—implemented state-level debt
legislation stipulating responsibilities for
contracting and recording/reporting state
debt, and for fiscal and debt rules (DLR 7.1).
The vast majority (33) submitted quarterly
debt reports by the end of the Program
(DLR 7.2). As expected, progress was lower
on the outcome results on management of
arrears and of debt stocks: in the final year
of the Program, 17 states reported domestic
arrears in a public database and met the
target decline for the stock of domestic

61 As part of the Additional Financing, DLI 13 (Established a fiscally sustainable response to COVID-19 through COVID-19
responsive budgets) was added. Since this was specific to COVID-19 funds, we do not cover it in this review.
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Figure 18. States achievement of results under KRA 4 on debt management and sustainability

over the four years of the program

KRA 4 State Results 2018-2021
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Data source: Authors based on SFTAS APA results. Since DLR 7.1 was a one-off, the 2020 figure for DLR 7.1 consolidates achievements

made in the first three years.

arrears, of which 7 met the stretch target
of more than 20 percent (DLR 8); 15 states
achieved a total debt stock as a share of
total revenue of less than 120 percent, of
which 6 achieved the stretch target of less
than 95 percent (DLR 9).

Impact and sustainability

There have been improvements in state
legislative frameworks and debt reporting.
The quarterly reports, submitted by nearly
all states by the end of the Program cover 15
loan categories,®? 6 of which were verified
by the federal DMO. The S-DSA-DMS
include medium-term budget forecasts,
detailed descriptions and implications of
the debt portfolio and different borrowing
options, and analysis of the preceding year’s
debt and fiscal figures. The publication of
S-DSA-DMS has been sustained thanks to a
subsequent World Bank PforR, States Action
on Business Enabling Reforms (SABER),
which required this as an eligibility criterion.
All 36 states published S-DSA-DMS in both
2022 and 2023.

A review of state debt management
practicein 2024°%3 noted severalchallenges
in the accuracy of debt reports and their
effective utilization:

P Frameworks and procedural
manuals to guide state-level
borrowing, debt servicing, or debt
recording are rarely available.

p Staff capacity for fundamental debt
management functions (such as debt
recording, service projections, and
reporting) is very low, due to staff
postings in line with civil service
practices, as well as limited training,
succession planning, and handovers.

P Record-keepingis very poor, making debt
reconciliationandaccuratereportingvery
hard. The use of Irrevocable Standing
Payment Order (ISPO—a type of sub-
sovereign loan guaranty) arrangements
for all external and most domestic debt
servicing weakens the incentive for state
governments to maintain a complete and
updated debt database.

62 The categories covered are: 1) Budget Support Facility, (2) Salary Bailout, (3) Restructured Commercial Bank Loans (FGN
Bonds), (4) Excess Crude Account Loan, (5) State Bonds, (6) Commercial bank Loans, (7) Agric loan, Infrastructure loan, (8) Other FG
Intervention Loans, (9) MSME Development Fund, (10) Judgment Debts, (11) Govt-Govt Debt, (12) Contractors Arrears, (13) Pension
and Gratuity Arrears, (14) Salary Arrears and other staff claims, and (15) Other Debts.

63 World Bank slide deck “State level indebtedness in Nigeria: A Primer,” August 2024.
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P Debt data back-up procedures are
inadequate, with staff often taking debt
data with them when they leave the
state debt management office (SDMO)
(via hard copies of loan contracts or
electronic data stored on personal
laptops), exacerbated by high staff
turnover. There is no centralized or
cloud-based system for data back-up.

P There is no alignment between
debt management and budget
preparation, leading to discrepancies
in debt figures in the annual budgets.

P Reconciled debt data and S-DSA-DMS
indicators are not utilized.

Challenges in the quality and usage
of debt reports and analysis limit the
impact of reforms on debt management.
Interviewees consistently noted that debt
reports were produced but not used and
did not inform the state debt management
strategy. One key reason cited was that
SDMOs are weak and often ignored or
circumvented by governors in the decision-
making process. SDMOs are not always
involved in the process of acquiring new
debt. Commercial bank loans are sometimes
signed off by the Governor, working with the
Commissioner of Finance, and the SDMO is
not aware. In addition, regular debt reporting
has not led to noticeable improvements in
federal-state debt management relations.
Debt management requires effective
communication and mutual accountability
between the federal and state levels.
State governments are expected to share
loan agreements with the FGN when
they contract debt, and the FGN and the
CBN are required to provide states with
timely information on their debt service. In
practice, this coordination is problematic,
with irregular communication. Federal DMO
has not yet utilized the state reports to
monitor and manage debt sustainability and
coordination. To some extent, politics can
come in the way of better debt management:
political  misalignment  between  the
federal and state governments can create
incentives for information withholding and

complicate federal-state accountability for
debt management.

Ineffective federal-state coordination is
also a factor in poor data availability and
accuracy. States typically do not update the
external debt database or make forecasts
during the vyear, relying instead on the
FDMO for accurate debt data. The FDMO
provides quarterly reports on debt stock
and debt-service payments and sends debt
service projections twice a year, but state
governments cannot verify this information
due to a lack of disbursement data and
forecasting. Weaknesses in recording loan
agreements are also a problem. State loans
approved by the federal Ministry of Finance
and National Assembly are not always
communicated to the FDMO or passed on by
the state Ministry of Finance to the SDMO.
The FDMO only becomes aware of the
loan when they receive an invoice from the
creditor. The loan may have been amended
without the SDMO being made aware of it.
Likewise, the loan may have been canceled
without the FDMO being informed (only
global cancellation is visible on the creditor
site, not cancellation for a specific state).

In terms of fiscal outcomes, pre-SFTAS
increased borrowing needs saw total state
debt increase from 2.4 percent in 2014 to
4.2 percent of GDP by the end of 2016. The
debt-to-revenue ratio for all states nearly
doubled in one year to 113 percent in 2015
and increased further to 169 percent in
2016, when all states are estimated to have
breached the formal debt threshold of 50
percent. Including arrears, the debt service-
to-revenue ratio is estimated to have
increased from 41 percent to 50 percent in
the same period.

The SFTASperiodwasmarkedby significant
economic and fiscal imbalances, leading
to a sharp decline in revenues collected
by the Federation—from 7.8 percent of
GDP in 2018 to 6.2 percent in 2022. This
decline, which directly affected state
allocations through FAAC, was driven by
several factors: (i) the COVID-19 crisis; (ii)
the implicit FX subsidy due to a wide parallel
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market premium (estimated at 3 percent of
GDP in 2022); (iii) the petroleum subsidy
(2.2 percent of GDP in 2022); and (iv) a
sharp drop in oil production, which hit a low
in 2022. As a result, the fiscal deficit for the
Federation deteriorated from 3.2 percent of
GDP in 2018 to an average of 4.8 percent
in 2019-2022. In this challenging national
fiscal environment, one might have expected
an increase in subnational debt. However,
the opposite occurred: states’ total debt
relative to GDP declined from 4 percent in
2018 to 3.6 percent in 2022. Similarly, the
average state debt-to-revenue ratio fell
from 97 percent to 93 percent over the
same period. Meanwhile, the average debt
service-to-revenue ratio rose moderately
from 111 percent in 2018 to 13.9 percent
in 2022. This contrast—between national
fiscal deterioration and stable subnational
debt—can be attributed to fiscal prudence
at the state level. Aggregate fiscal balances
for states remained broadly constant, from
0.4 percent of GDP in 2018 to an average of
0.5 percent in 2019-2022, reflecting states’
efforts to contain both recurrent and capital
expenditures in response to declining FAAC
revenues.

Since the implementation of critical
macroeconomic reforms by the FGN
in 2023-2024,%¢ states have actually
improved their fiscal positions. Their
aggregate fiscal balance turned, for the first
time, into a surplus of 0.3 percent of GDP
in 2024, as FAAC revenues surged—driven
by the removal of the implicit FX subsidy
and improvements in tax administration
that boosted CIT and VAT collections.
The increase in FAAC revenues was also
supported by refunds from the FGN to states,
repaying arrears from withheld revenues in
the past. As a result, despite the significant
devaluation of the Naira (from N460/$ in
2022 to about N1,550/$ in 2024), the states’
debt-to-GDP ratio rose only moderately to
4.4 percent in 2024.

Perhaps the main conclusion of these
figures is that, unsurprisingly, the fiscal
position of the states is heavily reliant on
the fiscal position of the Federation as
a whole. Sustaining debt reporting and
supporting state governments to use
this data to underpin fiscal policy can be
useful to help states weather this volatility,
and to potentially access capital markets
themselves. The challenge remains the low
incentive of states to exercise responsible
debt management given the overwhelming
reliance on the FGN and the political
imperative of short-term horizons.

64 This includes elimination of the implicit FX subsidy and the explicit PMS (petroleum motor spirit) subsidy.
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Section lll. Stylized facts -
what accounts for variation
in state performance?

Variations in state performance

There is wide variation in performance
under SFTAS across states. The PforR
financing instrument is a blunt one, setting
out a common set of objectively verifiable
results across 36 heterogenous institutional,
economic, and political environments.
SFTAS did not expect uniform reform
adoption. As put in the Program Appraisal
Document, “States are not expected
to respond uniformly to the Program;
responses will depend on their political
and institutional realities. Some states
will respond more positively than others.”
Moreover, by nature, the instrument does
not prescribe or finance the inputs needed
to achieve the results as would be the case

in an Investment Project Finance operation.
SFTAS did include a technical assistance
component, through which the FDMO, the
Open Government Partnership secretariat
and the project coordination unit in the
Home Finance Department of the Federal
Ministry of Finance, Budget and National
Planning — through the Nigeria Governors
Forum (NGF) - provided targeted information
and capacity support to states. But it was
largely up to states to access that support,
and to determine whether and how to go
about achieving results. Hence, the Program
design built-in flexibility for various reform
paths and as such allowed experimentation
and variation. SFTAS had some consistently
high performers, including: Yobe, Jigawa,
Kaduna and Delta. Other states picked up
significantly in later years, such as: Kebbi,
Ebonyi, Bayelsa, Sokoto and Borno. A few
states remained reform laggards throughout
the Program, for example, Rivers, Taraba,
and Ogun. Figures 19 and Maps 2a-d break
down state performance across the years.

Figure 19. Overall State performance results across all DLIs
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Map 2 a-d. Total amount of grants earned by state, by year

In 2018, 24 States met the eligibility
criteria for disbursement. A total of
$120.6 million was disbursed.

The states that did not meet the eligibility
criteria were: Akwa lbom, Anambra,
Bayelsa, Borno, Cross River, Ebonyi, Imo,
Lagos, Nasarawa, Plateau, Rivers, and
Zamfara.

In 2019, 32 states met eligibility criteria
for disbursement. A total of $242.3
million was disbursed.

The states that did not meet the eligibility
criteria were: Bayelsa, Imo, Rivers, and
Zamfara.

In 2020, all 36 states met eligibility
criteria for disbursement. A total of
$291.5 was disbursed for the original
DLIs 1-9. An additional amount of $329.7
was disbursed for the new COVID-19
DLls.

In 2021, all 26 states met eligibility criteria
for disbursement. A total of $259.6 was
achieved for DLIs 1-9. An additional
amount of $335.1 was achieved for the
new COVID DLlIs Since the total achieved
exceeded the remaining funds, $375.1
was disbursed, which represented a
shortfall of $162.4 actually achieved.




What explains these variations? The initial
response of nearly all informants was that
the key factor was whether the Governor
wanted results to be achieved. But this
requires further inquiry: what accounts for
whether the Governor wanted achievement?
What other factors contributed to success?
Why did achievement have more of animpact
in some states than others? The analysis
of quantitative data, coupled with insights
from key informant interviews, indicates
that while no single factor is determinative,
it is possible to discern some patterns,
albeit always with exceptions. The factors
that appear to matter include: (i) structural
economic factors, including GDP per capita,
oil endowment, and fiscal position; (ii)
political factors, including the nature of state
electoral politics, the Governor’s leadership
and political alignment, and the nature of the
social contract between state executivesand
citizens; (iii) normative factors, including the
reformist beliefs of leadership, peer pressure
and policy diffusion; (iv) institutional factors
and the state’s reform history, including its
institutional endowment and past reform
trajectory; and finally (v) process factors,
meaning the way the state went about
achieving the results.

Economic factors: fiscal constraints
and pluri-dimensional cost-benefit
analysis

In the context of severe fiscal constraints,
there is no question that the monetary
rewards offered by SFTAS got the
attention of the Governors. As a former
Commissioner of Finance put it: “What picks
up governor’s interest is money. That made
him very much aware of everything SFTAS.
(I) gave him reports every two weeks. He
always looked forward to when money was
dropped.” The leverage effect of financial
incentives did, however, vary across states,

in part because they faced different levels
of fiscal constraints.

While all states were under considerable
fiscal strain from the start of the Program,
and therefore likely to respond positively
to financial rewards, fiscal pressures were
arguably less acute for oil states in the
Niger Delta. Indeed 5 of the 9 oil producing
states failed to meet the eligibility criteria in
2018; 3 of them failed againin 2019. For other
reforms, Figure 20 shows that, on average,
oil states performed worse than non-oil
states in increasing fiscal transparency,
strengthening IGR and enhancing the
efficiency of public expenditure.®®> These
findings are consistent with the literature on
the resource curse, whereby governments
benefiting from resource rents have fewer
incentives to develop fiscal capacities and to
forge a fiscal contract with their citizens®6,%”.
This changed in 2020, when the oil states
were heavily affected by the drop in global
oil prices due to the COVID-19 pandemic.
This may explain the improved performance
over 2020 and 2021 by states like Bayelsa,
Imo, Anambra, and Akwa lbom (see Maps

Figure 20. Performance of oil vs non-oil states

Oilresources and and fiscal governance performance

—— Average KRA score of non-oil states —— Average KRA score of oil states

Fiscal transparency
and accountability
14

Domestic resource
mobilization

Debt sustainability (

Efficiency in public
expenditure

Source: Authors based on state audited financial statements.

65 The only reform area where they performed better is debt sustainability. This could be attributed to their lesser need to borrow on

capital markets given their higher revenues from oil.

66 Isham, J.,, L. Pritchett, M. Woolcock, and G. Busby. 2003. “The Varieties of the Resource Experience: How Natural Resource Export
Structures Affect the Political Economy of Economic Growth,” mimeo, World Bank, Washington D.C. Subramanian, Arvind, and Xavier
Sala-i-Martin. 2003. Addressing the Natural Resource Curse: An lllustration from Nigeria. IMF Working Paper No. 2003/139.

67 More generally, in sub-Saharan Africa, Isser et al. (2024) show that resource-rich countries “tend to have poorer fiscal and financial
management performance, including capacities for budget management and revenue-raising that are quasi-systematically lower than

other SSA countries”.
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2). Still, except for Delta state®® none of
the oil producing states were in the top
25 percent of overall performance (Figure
21). These findings are consistent with
global evidence on the importance of fiscal
dynamics—and in particular, fiscal shocks
—to explain governments’ willingness to
introduce changes to their fiscal governance
architecture (Fritz et al. 2017).

States with lower internally generated
revenues appear to have had more
incentives to perform under SFTAS. Figure
22 shows that there is a correlation between
levels of internally generated revenues at the
startofthe Programand overall performance:
states with lower IGR per capita at the start
of the Program performed better during the
Program. This makes intuitive sense. More
fiscally-constrained states are more likely
to be responsive to financial incentives, as
the marginal return of those incentives is
higher for less-resourced states. Providing
a more granular perspective, Figure 22
shows that they performed better across all
four reform areas but were particularly more
likely to perform better in reforms related to
improving domestic resource mobilization.

Figure 21. Fiscal incentives to reform
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Figure 22. Fiscal incentives to reform, by
reform area
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68 Delta state was an overall high performer, demonstrating that no one factor is determinative of performance.

64

SUSTAINABILITY PROGRAM

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM
THE STATE FISCAL TRANSPARENCY, ACCOUNTABILITY AND




KRA4: Debt management and sustainability

Fiscal pressure and performance in debt management and sustainability
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Data source: SFTAS monitoring data and World Bank data on IGR
per capita.

Note: The graphs show the relation between the amount of
revenue per capita at the start program (on the x-axis) and the
performance for each KRA under the SFTAS program, proxied
by the total amount of financial incentives received under the
program (on the y-axis).

Note: Graph excludes the main outlier on IGR (Lagos). The direction
of the slopes remains the same, however, if Lagos state is included.

States appear to have done some form
of cost-benefit analysis when assessing
which results areas and DLRs to invest
resources and efforts in. Some of the
governance changes supported under the
SFTAS Program came with low financial,
technical or political costs, but benefited
from a substantial financial reward: this was,
for example, the case for legislative reforms
such as the adoption of a state revenue
code (DLR 4.) a public procurement legal
framework (DLR 6.1) and a legal framework
for debt management (DLR 7.1). In other
environments, passing laws would be a high
political bar as it requires engagement and
approval of the legislature. In Nigeria, where
the executive, embodied in the Governor, has
considerable power, and the state Houses of
Assembly have little access to expertise and
tend not to exercise independence, these

DLRs were treated, with some exceptions,
as ‘stroke of the pen. Each of these DLRs
required not only paper reforms, but also
some evidence of implementation. However,
given the short amount of time and difficulty
of verifying implementation, in practice the
more politically sensitive aspects of these
reforms fell short. A prime example is the
passage of legislation on operational and
financial autonomy of the offices of the State
and Local Auditor Generals, which 24 states
achieved in the last year of the Program.
Budget analysis and our interviews indicate
that despite these laws, in practice the
Governor maintained discretion regarding
the release of funds to the Office of the
Auditors General.

For other DLRs, the cost-benefit analysis
played against change. Indeed, the DLRs
with the lowest achievement levels all
implicated politically sensitive reforms — an
indication of the importance of political
economy factors, including the interests
and rents of potential veto players, as
other studies in Nigeria and beyond have
also shown (Fritz et al. 2017; Piron et al.
2021). For example, the achievement of
DLR 1.2 on budget deviation required
limiting the inclusion of political promises
and constituency projects in the budget.
Implementation of TSA (DLI 3) also required
the potentially high political cost of limiting
government business in commercial banks.
Contract transparency and procurement
reforms (DLR 6.2) may also have a negative
cost-benefit analysis. This appears to
have had little to do with the technical or
logistical cost of the reform® and more to do
with its potential political cost and missed
opportunities in terms of rents. Interviews
suggest that this was particularly the case
in richer states with larger budget and
procurement plans.

69 The Framework Agreement for the e-procurement software cost 300,000 dollars; while it required to pay forex upfront and on a
regular basis, states got more than that from DLIs, and did not need to buy data centers, simply a subscription.

This echoes findings from a review of the UK’s governance programs in four Northern Nigerian states, which also found that when
reform-minded governors were politically secure they could take more reform risks and pursue reforms over longer periods of time.
See Piron, Laure-Héléne et al. 2021. Twenty Years of UK Governance Programs in Nigeria. ODI Flagship Report.
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Political factors: electoral
competition and social contracts

While nearly all interlocutors point to
the political will of the Governor as the
determinative factor for SFTAS success,
the concept of political will needs to be
unpacked. State-level politics in Nigeria tend
to be characterized by the concentration of
power in the hands of the top executive,
with little effective checks and balances.
Governors exercise considerable discretion,
to the point where the state budget is
sometimes referred to as “the Governor’s
money.” In that context, access to political
power tends to be highly competitive, as
evidenced by intra-party rivalries, party
switches, and the fiercely contested and
in some cases violent nature of electoral
politics. This is exacerbated by the first past
the post, winner takes all electoral system
for gubernatorial elections.

But the particular nature of political
competition, and of the elite pacts shaping
that competition, does vary across states
and time with important implications. Our
analysis indicates a number of features that
influence the extent of reform possibilities:

p Stability of tenure. In the context of
weakly institutionalized fiscal practices,
the stability of governors’ tenure
appears to play in favor of reform. The
presence of a dominant party can
participate in lengthening policymakers’
term horizons, which tends to be more
propitious for contentious and gradual
institutional reforms. Overall, the states
with better performance tended to
display a relatively stable elite pact:
for example, Lagos, Edo, Jigawa, Yobe
and Kaduna have in common a history
of party dominance at the state level,
with long-standing governors and their
patrons (as predecessor governors and/
or godfathers) dominating party politics
since the democratic transition (e.g.
Nasir El Rufai in Kaduna was Governor

from 2015 to 2023; Godwin Obaseki was
Edo’s Governor from 2016 to 2024).7°
In contrast, political instability tends
to shorten politicians’ time horizons
and limit their commitment to fiscal
governance reforms, especially those
that do not have immediate payoffs.
Reflecting on the challenge of debt
reform, a Commissioner of Finance
noted that when “governors are around
for three or four years, their thinking is
focused on the short-term: they don't
care about indebtedness.” Political
change and transitions can also lead to
reform slowdowns and reversals given
low levels of institutionalization. As the
focal point for the SFTAS program in a
Northern state noted, with the change
of government “nobody is following up
on budget reforms (...) the new team
is not doing anything and reforms are
rolled back. The governor and new
people don't understand the concepts.”

» Governor autonomy Vs
godfatherism. In some states, governors
are highly dependent on a patron, or
godfather, whose campaign financing
and political support is repaid after
elections through privileged access to
state resources, including in the form
of public contracts, which have a direct,
short-term effect on the inflation of the
capitalbudget. These dynamics also have
longer-term effects on fiscal discipline
as they can tie the hands of potentially
reformist governors. In other states,
such as Kaduna under former Governor
El Rufai, governors have more political
autonomy from patronage structures
— an autonomy they can decide to
leverage to push for the implementation
of procurement reforms, even if they
erode the rents of political affiliates.

» Electoral competitiveness and
social contracts. The nature of electoral
competition also shapes the patterns
of rewards to supporters. In highly

70 This echoes findings from a review of the UK’s governance programs in four Northern Nigerian states, which also found that when
reform-minded governors were politically secure they could take more reform risks and pursue reforms over longer periods of time.
See Piron, Laure-Héléne et al. 2021. Twenty Years of UK Governance Programs in Nigeria. ODI Flagship Report.
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competitive states, the need to secure
the support of key constituencies can
create short-term pressure for public
spending promises to win elections
and explains, for example, unrealistic
budgeting or important  budget
deviations. As one interviewee put it:
“Transparency and accountability
won't rank high, because governors are
canvassing for vote. Because of poverty
people don’t prioritize transparency: it’s
security, it's roads, rice. So if governor
instead of putting money on reforms,
can go to them with bag of rice: he’s sure
that votes will come.” In a similar vein, a
Commissioner of Finance from a South-
South state explained: (see quote)

“In a democratic system, budgeting
when approaching the years of election
is different from budgeting at the
beginning of an administration. At the
beginning, the government will take the
time to do things right, not only what
people want. In contrast, the budget
2026 (for 2027) will be different because
you will have to capture the minds of
the people. This can blow up your
budget because you have to bring in as
much of the interests of different groups
in the state in the budget, so they feeal
their needs are reflected in budget: this
will give them sense of belonging and
confidence that they will be able to vote
you.”

The effect of competition can also,
however, be virtuous, depending on the
nature of the implicit social contract.
In some states, social contracts are
defined almost solely along clientelist
or identity lines, leaving little space for

social expectations or political pressure
for tax or PFM reforms and skewing
public spending toward rent-seeking
and clientelist redistribution. In others
these clientelist social contracts co-
exist with more public goods-oriented
social contracts, and the discussion
of citizen budgets in townhalls and
community meetings has provided
opportunities for politicians to engage
with their constituencies to discuss
budget allocations and service provision.
In some states these social contracts are
tinged with more ‘liberal’ tones, whereby
citizens — often in states with higher
levels of education, an emergent middle-
class, and/or a burgeoning fiscal contract
- have growing expectations about good
governance. Lagos and Edo are examples
of a public good oriented social contract
to some extent: electoral promises of
collective goods, such as roads and
other community infrastructure, have
created incentives for swifter and more
efficient procurement and a rationale
to reform procurement processes.
These states also often have a stronger
civil society, with some organizations
working on issues of fiscal transparency
and accountability. In these states, some
forms of collective action around fiscal
transparency and PFM reforms, and more
broadly the use of public money, have
emerged, albeit in timid ways (and more
focused on budget than on procurement
transparency and accountability). In
Lagos, forexample, the governmentfaces
demand-side pressure from civil society,
but also from political opponents, who
flagged over-inflated contracts during
the last electoral campaign. In another
South-West state, Oyo, CSOs attacked
the former state governor because of
the lack of clarity of the information
available on the online procurement
platform, which led to perceptions
of mismanagement of public funds.

» Federal-state political alignment.
Strong federal-state party alignment
appears to play a role in state
achievement of selected DLRs, as
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illustrated in Figure 23, which shows
that states with a governor from the
same party as the president (APC) at the
time of the Program performed better
than states with governors from the
opposition.”” Some reforms are also more
sensitive to federal-state alignment.
This was the case for example of TSA
implementation: since TSA had been
introduced by an APC President (Buhari),
PDP governed states were initially wary
of the reform, suspicious that it would
give the central government increased
oversight over state finances. In a
similar vein, debt management requires
effective  communication and mutual
accountability between the federal and
state levels. In theory, state governments
are expected to share loan agreements
with the federal state when they contract
debt, and the federal states and the
CBN are required to provide states with
timely information on their debt service.
In practice, political misalignment
can create incentives for information
retention and complicate federal-state
accountability for debt management.

Institutional factors: reform legacies
and institutional capital

The experience of Nigerian states under
SFTAS also shows the importance of
a state’s reform history, including its
institutional endowment and past fiscal
reform trajectory. States were at different
points in their reform trajectory when the
Program started. Some states had already
experimented with fiscal governance
reforms - ranging from legislative and
regulatory reforms to institutional changes
in the form of the establishment of
procurement agencies or revised analog
processes and digital solutions’2. In others,

Figure 23. Political alignment between federal
and state governments
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SFTAS faced a blank slate. This institutional
history matters. In some states, it played
out in intuitively logical ways: for example,
some states with a longer history of fiscal
governance reform, such as Edo, Kaduna,
Yobe and Jigawa, could capitalize on their
experience and institutional capital and were
among the best performers. Even these
‘success stories’ were, however, successes
in different ways: while some states (e.g.
Lagos) have a legacy of rather endogenous,
or locally driven reforms, others (e.g. Jigawa,
Yobe—often younger states, created in the
early 1990s) have been more dependent on
donor assistance.”

Reformlegacies can play outin unexpected
ways. Interestingly, the 13 states that
had been supported to operate full IFMIS
systems under previous World Bank-
supported operations, did not, as a group,
fare any better or worse than other states
on the production of BIRs or on the budget
deviation target.’* In Lagos, the state’s
legacy of fiscal governance reform made

71 Yet, Nigeria's history also shows that the reverse is true: extreme competition between the center and the state can also
incentivize the latter to reform - as exemplified by Lagos’s tax reform history. On the tax history of Lagos, see for example: De Gramont,
Diane. 2015. Governing Lagos. Unlocking the Politics of Reform. Carnegie Endowment for International Peace.

72 For example, Edo and Kaduna had more developed and mature procurement systems and digital ecosystems, having already
experimented with e-government platforms and benefited, among others, from World Bank financing, through IPFs and DPOs, and

technical assistance for procurement reforms.

73 Itis noteworthy that the Northern top-performing states (Yobe, Jigawa and Kaduna) have a decade-long history of support to
fiscal transparency and accountability from the UK, whose achievements have been documented in Piron, Laure-Héléne et al. 2021.
Twenty Years of UK Governance Programs in Nigeria. ODI Flagship Report.

74 These states are: Kogi, Ondo, Kaduna, Bauchi, Cross River, Osun, Kano, Jigawa, Yobe, Edo, Delta, Rivers, and Bayelsa.
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the adoption of some DLRs incentivized
by SFTAS more challenging: as highlighted
by one interviewee from the procurement
authority: “Some things existed, and it
was not possible for agencies like ours to
change it overnight. Some things had been
institutionalized and varied from state to
state, and the understanding of that was
not there within SFTAS.” A similar story was
recounted on TSA implementation in Lagos
and Edo states: both states had already
made progress in implementing TSA prior to
the Program but had made design choices
that were different from the design options
promoted under the Program and did not
meet the DLI. As put by a high-level official
in Edo: the “state governor was happy with
its solution (TSA design) and not willing
to change it” - regardless of the financial
incentives offered. In contrast, states
with a legacy of donor-assisted reforms
such as Jigawa and Yobe have tended
to be top performers under the SFTAS
program, in part because their legacy fiscal
governance practices tend to be strongly
aligned with the ‘best practices’ promoted
under SFTAS. Some states that were ‘blank
slates’ performed exceptionally well (e.qg.,
Ebonyi) as the changes supported by the
SFTAS Program faced no resistance from
existing institutions or constituencies in the
civil service. Yet, this lack of institutional
grounding played against the sustainability
of change, as they have been more
vulnerable to reversals.

States also have a different history of
institutional development, and hence of
state capabilities. Some states, such as
Lagos, Kaduna and Anambra, can lean on
bureaucracies and a civil service that - for
all their dysfunctionalities — are rooted in a
decades-long institutional history; others,
often rural states (e.g. Sokoto, Kebbi,
Ebonyi) or states created in more recent
decades (e.g. Nasarawa, Ebonyi) are likely
to operate with a lower ‘institutional capital,
including lower levels of human capacities

in their civil service. Figure 24 provides a
graphical illustration of the relation between
state-level institutional capabilities (proxied
by state’s score on their ability to enforce
contracts) and their performance under
SFTAS: it shows that states with higher
levels of institutional capabilities performed
better.

In practice, this has implications for the
roll out of reforms, as civil servants play a
critical role in everyday fiscal governance.
As put by the former Commissioner of
Finance of a North-Eastern state: “the most
critical layer are civil servants, especially at
the director level. They are the implementers.
They need to be trained and motivated.” In
that context, low institutional capabilities can
become a major hurdle in implementation.
Conversely, where civil servants have the
right set of capacities, they can play an
important role in the institutionalization of
reforms. The case of good performers in
the North-East is instructive in that regard:
Yobe and Jigawa are among the poorest
states in Nigeria; in addition, they are both
‘young’ states, created in 1991. Yet, major
investments have been made in building civil
service capacitiesin the past decades, under
the leadership of committed governors and
with the support of donors, including FCDO.
In that context, several generations of civil
servants have been trained in PFM. These
long-term investments in human capital are
credited by many observers for the strong
reform performance of both states: Yobe
was the top performer under SFTAS, while
Jigawa was among the best performers
in several key results areas. Civil servants
can also play an important role in times of
political transition, as recounted by several
former and current commissioners who
highlighted the role played by civil servants,
in particular directors and their teams, after
elections. Reflecting on the experience of his
state after the change in governor, a former
Commissioner of Finance from a South-East
state explained: (See quote)

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM

THE STATE FISCAL TRANSPARENCY, ACCOUNTABILITY AND

SUSTAINABILITY PROGRAM




70

“The civil service is very heavy on
process and rules. I[When the new
governor came in) the new
Cormmissioner of Finance was not
immediately appointed. It was the
permanent secretaries, the
accountant general office and the
budget director who pulled
together the budget, following
previously codified steps. Once the
full-fledged cabinet is in place, we
will see if the new Commissioner will
follow the process; but for now, the
new governor has not changed the
approach.”

Figure 24. Institutional capital and reform
performance

Institutional capital and fiscal reform performance
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Normative factors: reformist
agendas and nhon-monetary
incentives

Many reformist states share ideational
beliefs about their governance and
development potential, and those beliefs
powerfully shape their top executive
and reform team’s behavior. Governors
vary in their educational and professional
backgrounds. Many governors with an
interest in PFM reforms have a background
in accounting or finance - such as Jigawa
and Lagos governors during the program.
Others want to be regarded as modern
leaders, or leaders offering a ‘modern way
of doing governance. An important part of
that narrative on modernity is digitalization:
both Kaduna and Edo have pushed a bold
e-governance agenda and want, as put
by an interviewee, “to be seen as a digital
government.”

The analysis of reform patterns shows
the role of informal networks of ideas and
policy diffusion. Reform experiences were
shared through different social and political
networks. The NGF convened states on a
regular basis and allowed for exchanges of
experience and peer learning. Elite social
networks also seem to matter: in the South-
West region, the diffusion of reform ideas
between states such as Lagos, Ekiti or
Edo happens through informal discussions
between technocratic elites, particularly
those belonging to the same political party,
those coming from similar private sector
backgrounds, and those from the same elite
educational institutions. In Northern states,
the two top performers, Jigawa and Yobe
states, also engage in peer exchanges,
sometimes facilitated by external donors,
such as FCDO which has been supporting
fiscal governance reforms in Northern
states through several technical assistance
programs.
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SFTAS also showed that diffusion happens
not only through peer imitation but also
through peer competition between states
-which was fostered through state ranking
and awards. As one interviewee put it: “It’s
one thing to be incompetent and people
don’t know about it. Another thing is being
incompetent where all the other states are
doing something, and you are not.””> A former
Commissioner of Finance from a South-
West state emphasized how performance
on SFTAS served as a reputational signal:
referring to Rivers State, which was a
very poor performer, he emphasized that,
despite his government’s disagreement
with some aspects of the Program design
“we didn't leave SFTAS because we didn’t
want to be like Rivers” Similarly, a former
Commissioner of Budget from a South-East
state explained: “Peer pressure played a
role for the governor. After the World Bank
country director laid out SFTAS results
(during the Governors’ meeting), governors
compare; and this creates pressure. During
the meeting, you start hearing governors
calling their people.” The effect of peer
pressure was uneven, but rankings did
propel some states to participate more fully.

Process factors: internal
Ol‘?anZCItIOh, external support and
political savvy

States went about achieving SFTAS results
indifferentways, withdifferentimplications
for success and sustainability. In some
states progress was driven by top-down
vertical compliance: a governor’s interest
in achievement translated into pressure on
executive staff to comply with the Program,
especially when the financial incentives
were the main draw. As one interviewee put
it: “Even if we don't like it, we have to do it.
(...) My governor will be on top of me, my
director will be on top of me.” In the context
of largely personalized and centralized state
politics, this vertical pressure to comply
can work well, as regularly highlighted in
interviews with Commissioners of Finance,
heads of procurement agencies and other
high-ranking officials. But how the state

government organized itself to deliver had
an impact on success.

Progress appears to have been smoother
in states where designated reform teams
were both driven by a reformist ethos and
could navigate the politics of reforms.
Operationalizing  politically  contentious
technical reforms has worked best in states
that had a reform team that coordinated
reform efforts and combined technocratic
abilities with political backing and/or
savviness. As exemplifiedinmany interviews,
technocratic reformers reform within the
political space. In procurement, this can
mean accounting for the local political
economy, and for the vested interests of
some politically connected businesses.
A former Commissioner of Finance who
successfully pushed forward procurement
reform in his state explained: “The group
of people (contractors) in procurement are
always the same. We decided to align with
these people. (...) 60-70% of people who do
big projects, we know them; and we made
sure they understood the system. We made
sure that we shared information with them.”
Reform teams also must work with, and
sometimes around, the political priorities of
their governor: the same CoF added, “we
made sure that governor felt that process
was working in his favor, that processes
were not delayed.”

Some states experimented with direct
incentives - financial and non-financial
- to civil servants who contributed to
SFTAS. Gombe, for example, established
an incentive package for MDAs, whereby
those that contributed to achievements
received a bonus, part of it to provide more
facilities and consumables to procure, and
part of it as bonus to all civil servants in
the units working on a given reform. Kwara
state experimented with linking promotions
and career advancement with SFTAS
achievements for individual civil servants.

In some cases, the pressure to achieve
led to the expedience of ‘outsourcing’
the achievement of SFTAS results to

75 Interview with a consultant of the independent verification team.
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consultants. Severalstateshired consultants
to prepare, for example, budget reports,
citizen budgets, and debt sustainability
analyses. While this allows for more rapid
performance, as those consultants have the
required knowledge and skills, it can also
play against reform sustainability. First, it
prevents the building of state capacities:
this makes reform vulnerable to political
turnover, leaving the new government
with “no clue about what happened under
SFTAS because the civil service was not
trained” as put by an informed observer.
Second, reformers in states where reforms
stuck highlight that “creating a culture”
matters for reform sustainability - and
that externalizing to consultants prevents
reform habituation within the civil service.
One Commissioner of Finance emphasized
the “need to have people in place long
enough that people don't remember why
they do it but just do it.” The head of a CSO
approached at the last minute by states
for support noted: “the incentive was too
much for people to ignore; heads would
roll if they did not tick the box and get the
money. It was all about the money, not really
about institutional behavioral change.” More
broadly, it can be argued that outsourcing
core functions of the public administration
participates not only in the externalization
of competencies and skills but also in the
privatization of the public administration,
as core state functions are performed by
private individuals and firms. Finally, some
informants claimed that some states had
parallel reports - budgets prepared by
consultants for the purpose of achieving
the DLIs, and those that reflected reality.

The agile, targeted support provided by
the Nigerian Governors Forum (NGF) was
a marked departure from the traditional
approach of training workshops, and a
game changer for progress. NGF is an
organization that provides a collaborative
forum for Governors. The secretariat was
engaged to provide technical assistance to
states, with on-demand guidance as well
as ready-made templates (e.g., UNCITRAL
model law on public procurement, IPSAS

standards for audits, NCOA standards
for budgets’®) and reviews of their laws.
NGF was able to continue support despite
the COVID-19 restrictions, through virtual
meetings and toolkits. NGF played a very
proactive role in communicating with states
on SFTAS requirements and deadlines, with
regularreminders and justin time support. By
the end of June 2021 NGF had prepared and
disseminated 14 toolkits, 11 video tutorials,
2 model regulations and conducted 7 peer
learning events. The in-person budget and
budget implementation report workshops
they established for state budget officers
promoted a common standard and format for
utilization of the national Chart of Accounts,
and NGF has been able to continue these
workshops beyond the SFTAS program. This
further allowed NGF to collect and compile
a state level public finance database, which
has enabled data analysis.

Some interviewees were critical of the
intensive support provided to states,
especially where templates were provided
to make sure all DLI criteria were met, or
where the NGF was seen to substitute
for civil servants or push them over the
finish line. In their view, this facilitated a
minimalist, or check the box approach to
SFTAS, which did little to change practices
and norms. On the one hand, a very clear
and objective list of criteria needed to
achieve reforms was necessary to provide
credibility and fairness to the performance
assessment. On the other, in some cases
it reduced the space for flexible, home-
grown approaches. Paradoxically, for some
DLIs (legislation, e-procurement, TSA) this
made reform adoption easier for states that
started on a blank slate than for states with
a longer history of internally driven reform.
For example, interviews with officials from
Ebonyi state, where procurement reform
was largely initiated under SFTAS, indicated
that the template-driven adoption of a
procurement law was a largely unchallenging
process; by contrast, Lagos state, which
had the most developed e-procurement
system and TSA, under-performed on these
DLIs (e.g. e-procurement, TSA) arguably
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because it already had laws and systems reform process/approach) is a bad program”
in place that were not fully conformant as it shifts attention from impact to process.
to SFTAS criteria. This point was also Jigawa and Yobe offer a third perspective:
highlighted by a high-level Ekiti official who, here, reform had already started prior to
commenting on the tick-boxing approach to SFTAS but was largely donor-financed and
DLI definition and evaluation, noted that a as such aligned more easily to ‘best practice’
“program that prevents negotiation (on the templates and approaches.
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Conclusion:

Implications and open
questions for future fiscal
governance reforms

How far can changes to fiscal
governance go in challenging
environments?

The SFTAS Program shows that
improvements in the quality of fiscal
governance are possible even in contexts
with challenging departure points, low
capacities, and adverse political interests.
The fiscal position of Nigerian states at
baseline was weak, with high levels of
dependence on federal allocations, low
internally generated revenues and growing
and mismanaged debt. The quality of their
fiscal governance was also subpar: basic
PFM fundamentals, such as standardized
annual budgets and financial audits, and
cornerstone fiscal legislation — from revenue
codes to procurement or debt legislation -
were either unavailable or unaligned with
international standards. In addition, many
Nigerian states had limited data on their fiscal
situation, hindering fiscaland policy planning.
This situation also hampered the ability of
the federal government to coordinate and
discipline fiscal policy across the federation.
While these challenges clearly signaled a
need to improve state fiscal transparency
and accountability, the odds appeared to
play against reform. Past efforts by the
federal government to catalyze subnational
fiscal governance reforms, including under
the FSP, had borne little fruit. Difficulties
have often been attributed to the high
level of state autonomy, patronage politics
and limited institutional capacities. In that
context, the positive results under SFTAS
that have been documented in this learning
review went beyond expectations: the
Program'’s ability to incentivize the adoption
of new, orimproved, fiscal governance norms
and practices is no small feat. Rolled out
across states with wildly economic, social,

institutional, and political characteristics, it
showed that incremental change in fiscal
governance can happen in different ways
and places.

The basics of sound fiscal management
were put in place under the Program.
Considerable improvements were made to
states’ legal and institutional frameworks
for auditing, revenue, procurement, and
debt management. Essential PFM rules
and processes were adopted, instating
a basic PFM cycle with a regular budget
calendar, from budget preparation through
auditing, and standardized norms and
tools for planning and reporting. Basic debt
management tools were also put in place.
The regular publication and increasing
reliability of basic fiscal data is a potential
game changer: it provides visibility on state
revenues and expenditure in ways that can
inform fiscal policy decisions but also create
opportunities for a new fiscal contract. The
Program also catalyzed the experimentation
of technologies and systems for revenue
collection, TSA and e-procurement—though
these initiatives are by no means complete
and buy in is often limited, and the jury
remains open on their long term take up as
they are difficult reforms that play out over
years with ups and downs.

Across the board, vested interests created
high barriers to reform and limited the
impact of achievements. Unsurprisingly,
changes to fiscal governance norms and
practices that disrupt ‘business as usual’ and
rent networks were the most challenging to
implement and sustain. Inefficiencies and
leakages in public financial management
systems can exist by design, to benefit
selected politicians and policymakers. In
such cases, deliberate choices were made
either not to make the effort (i.e., political
cost outweighs benefit of disbursement), or
to achieve the result in a performative way
only (i.e., tick the box without disrupting
political interests). Indeed, a common
critique of ‘best practice’ PFM reforms is
that even when adopted, they clash with
the prevailing political and institutional
landscape. This gives rise to ‘implementation
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gaps’ or ‘isomorphic mimicry, whereby under
a thin veneer of reform lies a very different
reality.””

This review provides several illustrations
of this dynamic. Some states were indeed
able to ‘game’ some of the DLIs through
evidence of achievement without disturbing
business as usual, and others have
experienced reform reversals with changes
in leadership. For example, across Nigerian
states, there is ample evidence of the
political gap between budget formulation
and budget execution, which tends to
deviate from agreed allocations for political
motives, including electoral promises and
patronage demands. In a similar vein, the
extent and success of public procurement
reform often are curtailed by established
networks of rent and patronage, whereby
public contracts are allocated to politically
connected businesses. TSA reforms were
either left aside or done in a way that did not
harm political relationships with banks. And
several states saw citizen engagement as
a way for the governor to promote political
promises, without having any actual impact
on the budget formulation or execution. This
suggests a much humbler reading of the
Program’s success: achievements were high
and behaviors changed, except where they
matter for the effective and accountable use
of public resources.

Even shallow advances can potentially
provide a guidepost and aspirational
directions for reformers. Interviewees
repeatedly highlighted that these reforms,
even when not fully implemented, are not
entirely meaningless or teethless and can
open future pathways for change.
P First, at a very basic but fundamental
level, the reforms gradually make
the fiscal environment legible: they
consolidate disparate fiscal knowledge
and data (through regular and gradually
improved reporting and publishing of
fiscal documents), and order previously
messy and illegible fiscal processes,
laying the ground for better fiscal and
policy management at the state and

intergovernmental levels.

P Second, they matter as they serve
as aspirational frames: they create new
norms that have audience value and to
which policymakers and civil servants
can sometimes be held to account.

P Third, while initially imperfect, the
repeated use and practice of new fiscal
tools, in particular budget and audit
standardized tools, appears to have
gradually changed everyday practices,
as civil servants get habituated to their
use.

P Finally, while some of the fiscal
norms and practices that are adopted
can remain dormant during long periods
of time, they also have the potential to
be mobilized to accelerate reform during
windows of opportunity, such as fiscal
crisis or times of political contestation.

These observations are a reminder that
in fiscal governance—much like in many
other policy areas—incremental change,
with advancements, reversals, and system
gaming, are more likely than radical
transformations.

What next for subnational fiscal
governance in Nigeria?

Severalforcescanhelppreventrollbackson
basic PFM improvements. The experience
of Nigerian states since the Program
closure shows that achievements can be
easily reversed or rendered hollow in the
absence of financial incentives. The highly
personal (the Governor),d transactional
and in some cases, shallow nature of the
achievements makes them vulnerable.
The best bet for sustaining reforms is a
combination of continued externally driven
financial incentives (under new PforRs, such
as SABER and HOPE) and internally driven
efforts to embed these PFM processes
into normal practice and ensure the civil
service and politicians are habituated to
these processes. Here again, peer learning,
knowledge diffusion and demand from civil
society organizations are likely to play an
important.

77 See Andrews, Pritchett, and Woolcock (2017). Building State Capability: Evidence, Analysis, Action. Oxford University Press.
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Moving forward, there is substantial scope
to expand and deepen fiscal governance
reforms at the subnational level in Nigeria:

» Fromtransparencytoaccountability.
While there have been significant
improvements in fiscal transparency,
accountability remains limited. Several
issues come in the way of accountability
including power imbalances between
the executive and other institutions
(legislative, judiciary, audit institutions,
and regulatory institutions), and
sometimes outright capture by the
executive, which limit the autonomy of
these institutions. Future generations
of reform projects will need to explore
contextually relevant ways to build
checks and balances that are cognizant
of the weakness of institutionalized
accountability. In a similar vein, the
assumptions and theory of change
related to citizen accountability will
also need to be more explicitly laid out:
SFTAS has shown that some level of CSO
engagement can happen when fiscal
data and information becomes available,
but that this engagement remains limited
in scope in a context of limited CSO
capacities and lack of effective executive
responsiveness. Here again, there are no
quick fixes to a distorted accountability
loop, but future programs could explore
the possibility of supporting demand for
transparency and capacity support for
effective citizen utilization of fiscal data.

P Leveraging feedback loops and
spillover effects in fiscal governance
reforms. SFTAS gave states the
opportunities to choose and sequence
reforms, allowing them to prioritize
some areas and ignore others. This
feature of the Program’s design provided
opportunities for homegrown and
endogenous reform pathways. It came,
however, with a downside: a piecemeal
approach to fiscal governance reforms as
states could ‘pick and choose’ measures
within and across results areas. Looking
forward, more integrated thinking on
fiscal governance reforms can help
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leverage positive feedback loops in
the way fiscal issues are governed.
For example, budget implementation
reports can shed light on deficiencies
in other fiscal processes, such as
the need for better management and
projection of revenue and expenditure
and can create awareness and demand
for improvements in those areas.

P Fiscal governance with a purpose.
This learning review has shown that
improvements in fiscal outcomes,
whether on the revenue or expenditure
side, do not systematically follow
improvements in fiscal governance.
While this can in part be attributed
to fiscal and macroeconomic factors
that are beyond the control of state
governments, it can also be tied back
to the very upstream nature of the
fiscal governance reforms under the
Program. Indeed, the next generation of
reforms under SABER and HOPE focus
further downstream, on the business
environment and service delivery
outcomes. Connecting fiscal governance
with people’s access to basic services
and tangible outcomes can both focus
reforms and foster a stronger demand
for fiscal accountability from citizens.

» Toward more effective
intergovernmentalfiscal arrangements.
Due to political sensitivities and the
constitutional entitlement to revenue
sharing, it is very difficult to enforce
performance-based transfers in Nigeria.
Although federal money is not subject
to the constitutional revenue sharing
formula, which favors equal shares over
equalization principles, the delicate
political settlement that has managed
the centrifugal forces of regional,
religious and ethnic fragmentation has
hindered any effort to condition federal
transfers to states on policy results. This
is a key reason why the FGN requested
the World Bank to support SFTAS and
the Program succeeded in establishing
a policy-oriented fiscal transfer from
the federal government to the states,
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where political economy factors had
caused previous government efforts
to fail. The experience of SFTAS has
inspired efforts to revise the design of
two statutory federal transfers to states
—the Universal Basic Education Fund,

and the Basic Health Care Provisioning
Fund - to enhance their effectiveness
as an instrument of policy transmission.
While these are both works in progress,
the new World Bank supported HOPE
series of programs is pursuing this aim.

FISCAL GOVERNANCE REFORM IN NIGERIA: LESSONS FROM

THE STATE FISCAL TRANSPARENCY, ACCOUNTABILITY AND

SUSTAINABILITY PROGRAM










