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THE WORLD RANK INTFRNATIONAL FINANCF C-ORPORATION

OFFICE MEMORANDUM
'Kn July 1, 1986

Distribution

William S. Humphrey, Division Chief, WAlNI

78058

NIGERIA: Proposed Trade Policy and Export Development Loan

1. I attach a paper produced by the Government of Nigeria setting
out its structural adjustment program, as additional documentation forthe meeting on July 7th to discuss the Yellow Cover President's Reportfor the proposed Trade Policy and Export. Development Loan (already
circulated). Attached to the Government's paper is a brief note givingsome background and general comments on it. We propose to send theGovernment's paper to the Loan Committee with the documentation for theTrade Policy Loan. A draft cover note to the Loan Committee, togetherwith the economic projections to be included in the President's Reportwill be distributed shortly.

Attachments

cc: Messrs./Mss. Rajagopalan (5), Koch-Weser, Dubey, Choksi, Katz,
Golan (3), Krueger, Obidegwu, Vibert, O'Brien, Beguery, Knotter,
Alisbah, Squire, Allen, Fuchs, Eccles, Haug, Husain, Hu, Rischard,
Baneth, Awunyo, Hittmair, Reinke, Swahn, Jansen, Larkum, Morais,
Swayze, Duncan, Tallroth, Mehra, O'Connor, Virata, Walton, Rice,
Aiyer, Pinto, Dinh, Bhargava, Ballard, Kumar, Draper, Husain (RMN),
Allen, Quirk, van der Mensbrugghe, WAIC

WSHumphrey:pt



NIGERIA - Adjustment Program

Background and General Comments

1. Attached is a copy of the Adjustment Program, July 1986 - June
1988, which the Government of Nigeria distributed in early June to the
international financial community (the London Club, the Paris Club, the IMF
and ourselves). An earlier version also contained detailed proposals for
rescheduling and new money from commercial sources. However, these
proposals were omitted from the distributed version these on the advice of
IMF and Bank Managements. This was to leave more room for future
negotiations with the banks on the rescheduling and new money package after
more work had been done by Bank and IMF staff with the Government on the
precise financing needs for the period of the program.

2. In early January 1986, the Government announced a budget which
contained a number of important reform measures. However, the exchange
reform was insufficient, and the subsequent further fall in the price of
oil created the need for further expenditure cuts. At the time
Messrs. Stern and Thalwitz visited Nigeria in April, no medium-term
adjustment program was in place and no internal agreement had been reached
on how the elements should be put together. The President agreed with
Mr. Stern that such a program should be prepared and endorsed by the
Government before the moratorium on principal repayments to commercial
banks expired on June 30th. A Committee was appointed to draw up such a
program with the advice of Bank and IMF staff. The Bank staff was able to
draw on analysis done for our own draft medium-term adjustment paper for
Nigeria, and also on the Public Expenditure Report, which had been sent to
the Government in late 1985. The IMF staff drew on analysis done as a
result of its Article IV Consultation mission in March'1986. The
Committee's report was reviewed by a Ministerial Sub-Committee which was
able to incorporate further comments made by the Bank and IMF. The final
version was further discussed with Bank and IMF in Washington immediately
prior to the London Club meeting in New York on June 12th. Both Mr. Erb
and Mr. Stern addressed the June 12th meeting of the Steering Committee of
the London Club. Mr. Erb said that the Government's programs signalled a
major change in Government policy, which in the IMF's view provided a
strong basis for international support. The key element was the
restructuring of the exchange regime, which would deal with a major
rigidity in the economy. Mr. Stern added that the program was one which
not only contained measures which would manage and contain domestic demand
but also tackled the major distortions in the economy and began to put it
on a sustainable growth path. Messrs. Erb and Stern emphasized that the
program required both debt rescheduling and new money if it was to be
viable. IMF Board approval of the program and Bank Board approval of a
quick-disbursing loan could not occur unless it was clear that sufficient
financial support from the international community would be available.

3. President Babangida announced the program in a speech to the
nation on June 27th. The main change from the earlier version is that
direct Government imports would also be included on the second-tier
exchange market from its inception. The first-tier will only cover debt
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servicing obligations and contributions to international organizations.
This, of course, further strengthens the program.

4. The program follows closely the Bank and IMF's stabilization and
adjustment recommendations. In particular, the exchange reform will remove
the major remaining distortion in the Nigerian economy. There are,
however, two important areas which require further discussions with
Government. First, the President's speech refers to an updated and
streamlined list of imports that are prohibited for reasons of public
policy and demand management. The IMF and ourselves will need to agree
with the Government on limiting these bans and on a timetable for phasing
out those not required for reasons of public safety and security. The
second area of concern is public expenditure. Although the public
expenditure proposal in the paper are broadly in line with the Bank's
recommendations, we need to pin down more precisely the ceilings on
expenditures for some major ongoing projects of dubious economic merit. In
this connection, we need to look carefully at the implications for public
expenditure of the passages in the President's speech which refer to
countertrade arrangements. It will be important to ensure that
countertrade is not used to get around any budgetary ceilings which are
agreed for specific projects.

5. The Government's proposals for parastatal reform are somewhat
general. They set sensible guidlines but do not indicate how the reform
will be implemented. The selection of the enterprises for
commercialization and privatization will not be an easy process, and we
have offered to help the Government implement the proposed reforms.

6. The assumptions used in the balance of payments and fiscal
projections are quite conservative. The Government projects oil prices to
rise from an average of $15 per barrel in 1986 to $20 per barrel by 1990.
This is somewhat lower than EPD's current projections. Export volumes are
also quite conservative. The assumptions for import growth (3 percent in
real terms from 1987 through 1990) are in line with projections for non-oil
GDP, agriculture and industrial growthf with improved incentives for
agriculture and industry, it should be possible for GDP to grow at about 4
percent per annum and thus keep ahead of population growth.

7. The financing gap which emerges in the balance of payments
projections demonstrates the need for both rescheduling by the Paris and
London Clubs and new inflows from the international financial community.
The mix will depend on the outcome of negotiations with the different
creditors. Some illustrative outcomes have been included in the
President's Report for the Trade Policy Loan.

15:WH4



STRUCTURAL ADJUSTMENT PROGRAMME
JULY 1986-JUNE 1988

A. Emergence of the Economic Crisis

I. The 1970s Background

1. The oil boom of the 1970s brought with it fundamental changes in

the Nigerian economy. The principal aim of the Nigerian decision-makers

over this period was to convert the growing oil revenue into investment

in social, physical and economic infrastructures.' While significant

progress was made in a number of sectors - primary school enrolment

doubled, power generating capacity tripled and refining capacity qua-

drupled - some public investments were undertaken which were found 
to be

unviable, questionable in design and in retrospect beyond the execution

of capacity of Government agencies.

2. Generally, the policies pursued led to structural changes which

left the national economy with substantial price distortions and even

more vulnerable to external shocks. First, the economy became heavily

dependent on crude oil. By the beginning of the 1980s, the oil sector

had come to account for 22 per cent of the GDP, 81 per cent of govern-

ment revenue and 96 per cent of export earnings. Secondly, the competi-

tiveness of the agricultural sector - the major source of GDP and of

export earnings before the oil boom - was eroded by the effect of an

appreciating Naira, inadequate pricing policies and rural-urban migra-

tion. The sector's share of GDP fell rapidly from around 40 per cent in

the early 1970s to 20 per cent in 1980. Thirdly, national expenditure

and production became highly linked to imports. By 1980, imports had

reached a level equivalent to one-quarter of the GDP; that is double the

ratio prevailing in the early 1970s. Nigeria progressively became a

major food importer. Expectations of greater wealth further fueled

conspicuous consumption of imported goods, and especially of luxury

items. The structure of policy incentives and controls also encouraged

manufacturing production based on imported inputs. Finally, the public

sector began to play an increasingly dominant role in the economy,

accounting by, the beginning of the 1980s, for around half of the GDP

and two-thirds of the modern-sector employment. The Nigerian Enter-

prises Promotion Decree of 1972 had set the basis for Government's

extensive participation in the ownership and management of banking,

insurance, and industry. By 1980, there were around 70 non-commercial

and 110 commercial federal parastatals, many of which needed financial

support to cover operating losses. There were also large numbers at the

State level'.

II. Consequences of Oil Slump

3. The economy was thus ill-equipped to handle the collapse of the

world oil market which had started about the middle of 1981. The drama-

tic reduction in domestic crude oil production and the even more drama-

tic fall in world oil prices led to a sharp deterioration in government
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finances and in export revenues. Partly because of expectations that
the downturn would be shortlived, the Federal and State Governments were
at first reluctant to come to grip with the situation and curb expendi-
tures accordingly. For example, ambitious public investment programmes
continued to be implemented. Sizeable external and fiscal imbalances
occurred. While external reserves fell abruptly, there continued to be
a rapid and large-scale accumulation of trade arrears on top of substan-
tial public borrowing to finance national expenditure programmes.

4. The various austerity measures pursued since 1984 were of course
not without a considerable social cost. The drastically reduced supply
of raw materials and spare parts to the import-dependent industrial
sector had led to extensive plant closure, substantial drop in capacity
utilization and large lay-off of the work-force. Severe market short-
ages have also led to very high prices of many essential commodities.
Investment as a proportion of GDP had halved between 1981 and 1985 to
14 per cent. Private investment even shrank at a faster rate than
public investment. Across-the-board cut-backs in public expenditure
also meant further delays in completing viable projects, thus escalating
their costs and depriving the economy of their expected benefits. Even
after allowing for a slight upturn in 1985 as a result of some increased
oil production and an improved harvest, the GDP in 1985 was some 15 per
cent lower than at the beginning of the 1980s, with real per-capita GDP
and consumption being well below the levels recorded in the early 1970s.

5. External debt service obligations had meanwhile increased ten-fold
to 32 per cent of exports, and still continued to accelerate. The
external medium- and long-term public debt outstanding and disbursed at
the end of 1985 of US$12.9 billion included a total of US$1.3 billion in
promisory notes issued on the uninsured trade arrears and an unpaid
balance of US$0.5 billion under the 1983 refinancing of letters of
credit. The nation had accumulated substantial general trade arrears,
amounting as at the end of 1983 to about N 9.5 billion in claims by
foreign exporters. As against such claims, it must, however, be noted
that the records of Nigerian importers had only shown a magnitude of
N 6.9 billion. Such a fact, combined with revelations like the JMB
Affair, would indicate the need for proper official scrutiny and verifi-
cation before establishing the true magnitudes. What is so far clear is
that by 1985, there has been a heavy debt overhang as a proportion of
export earnings as compared with other middle-income indebted coun-
tries. There had also developed a clearly unfavorable payments profile,
given the continued the ppor outlook of the world petroleum market.

6. The combination of the downward trend in the world oil market, the
policy inadequacies of the past and the bunching of debt servicing obli-
gations have produced a difficult economic situation adversely affecting
both the external and the fiscal balances. Despite the policy adjust-
ments made during the last two years, and more thoroughly in the 1986
budget, the recent sharp decline in oil prices has now created the need
to further deepen and accelerate the process of structural adjustment.
Consequently, the present structural adjustment programme covering the



-3-

period July 1986 to June 1988 attempts to set out the Government's
strategy for addressing the continuing crisis. The essence of this
strategy is the restoration in the medium-term of a healthier path of
national economic development as a component of the integrated world
economy. The guiding philosophy is the policy thrust of economic
reconstruction, social justice and self-reliance, as enunciated in the
1986 Federal Budget. All external support is welcomed and solicited
actively, consistent with that philosophy.

B. Policy Actions in the Recent' Past

7. The economic and financial situation at the end of 1983, when the
Armed Forces assumed power, remained very difficult. Consequently, the
Armed Forces had to focus their efforts on improving the general econo-
mic situation. Policy initiatives were taken to improve the efficiency
of public administration, restructure expenditure policies, foster
financial discipline, reduce the overall fiscal deficit of the Federal
and State Governments, cut imports sharply and eliminate the accumula-
tion of further external arrears. The present Administration, which
took charge of the affairs of State in August 1985, had continued even
more vigorously with those reforms.

8. However, it is now recognised that more austerity without struc-
tural adjustment constitutes an inadequate response to the fundamental
economic and financial problems confronting the country. The present
Administration has already made a start by implementing some of the
needed structural reforms. It announced in the President's Budget
Speech of December 1985, the launching of a broad effort at structural
adjustment, on which the further reform progr'amme proposed herein is
substantially based. But before turning to the extended programme
itself, it might be useful to consider the progress made at economic
reforms since 1984. The brief survey is important both in itself and as
an indication of the intensified seriousness and commitment with which
the present Administration pursues the necessary structural adjustments.

I. Fiscal Measures

9. The tight fiscal policy pursued since 1984 has enabled the overall
public sector deficit to be reduced from 11.6 per cent of the GDP in
1983 to 2.7 per cent in 1985. Despite the recent sharp drop in oil
prices, the deficit in the first quarter of 1986 has also been main-
tained at the target level.

10. The reduction in public-sector deficit was achieved by a reduction
of expenditures and an increase of revenues. In 1984, the Government's
overall expenditure programme was cut by 28 per cent in nominal terms
(40 per cent in real terms), while the federally-collected revenues grew
by 9 per cent. This trend continued in 1985, as current expenditures
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were reduced by 36 per cent simultaneously with the provisional figures
of Government revenues showing an increase of 34 per cent as compared
with 1984.

11. The recurrent expenditure policy was aimed at streamlining public-
sector employment to reduce-the burden of the wage bill. Public-sector
wages were frozen, and strict limitations were placed on transfers to
parastatals as well as to the State Governments. However, the State
Governments themselves substantially cut backs their expenditures in
real terms. All the States introduced budgets for 1985 in which re-
current expenditures were to be fully covered by revenue from the
Federation Account plus State-generated sources; similarly, with the
capital budgets at both Federal and State levels. Their level was
tailored to realistically available resources. Their composition was
also re-oriented.

12. Further measures which were aimed at reducing the Federal Budget
deficit were incorporated in the 1986 Budget. Substantial reductions
have been made in the salaries and fringe benefits of civil servants. A
similar restraint was continued in hiring staff over a wide range of
positions. Transfers for commercial parastatals are being cut to 50 per
cent of their 1985 levels. The Government has shifted emphasis to
maintenance and rehabilitation programmes, especially in education,
health, transportation, utilities and other infrastructure.

13. A key reform which was announced in the 1986 Budget was the elimi-
nation of the hitherto substantial subsidy on petroleum products con-
sumed domestically. With the recent developments in the international
oil market, the domestic prices of these products have recently indeed
been above the international prices. Other subsidies, particularly
those on agricultural inputs like fertilizer and on-farm services, have
also been under downward review. Already, the subsidy on fertilizer has
been reduced from 75 per cent to 25 per cent; and is slated to be phased
out over the next three years.

II. Monetary Policy

14. The macro-economic strategy pursued by the Government, in addition
to austere fiscal measures, relies on a tight monetary policy to stabi-
lize the economy and stem inflation. The improvement in public finances
has meanwhile helped in reducing the growth rate of monetary aggre-
gates. Net domestic assets have grown at an average annual rate of only
10 per cent during 1984-85, compared with a 47 per cent increase in 1980
and an average of 13 per cent in 1981-83. The credit to the Government
sector also increased at a slower rate of 15 per cent compared with the
actual increase of 28.6 per cent in 1983. The pursuit of tight fiscal
and monetary policies, together with a bumper harvest of food crops had
significant impact on the inflationary pressure. The-inflation rate
slowed down to about 5.5 per cent in 1985 from an annual rate of 40 per
cent recorded for 1984.
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15. In order to address distortions in credit allocation caused by the
level as well as the structure of interest rates that prevailed in the
part, the Central Bank had raised nominal interest rates in the last two
years. With the decline in inflation, interest rates are now positive
in real terms. This reform in monetary policy is contributing to the
structural adjustment process by increasing both the incentive for
saving and the efficiency of investment allocation.

16. Since 1969-70 there have been controls on allocation of credit
among 18 sectors and sub-sectors. These controls proved to be rigid and
unwieldy, leaving the banks with little discretion in their credit
operations. The need to encourage initiative and flexibility on the
past of the banks and also to facilitate greater effectiveness of the
Central Bank's monitoring efforts led to the re-grouping of the various
sectors and sub-sectors into eight in 1984-85. In 1986, the number of
sectors has been further reduced to four.

III. External Sector

17. The balance of payments performance in 1984 and 1985 also reflected
the impact of the stricter demand management policies whi'ch were pursued
by the Federal Government. The current account deficits of 9.8 per cent
of GDP in 1985 and 6.5 per cent in 1983 had been transformed into a
modest surplus in 1984 and a clear surplus of 2 per cent of GDP in
1985. The overall balance recorded a surplus of US$1.1 billion in 1984
and US$0.5 billion in 1985. These surpluses allowed for some reduction
arrears. The gross international reserves increased from US$1.1 million
at the end of 1984 to US$1.6 million at the end of 1985.

18. The Government is fully aware that the results achieved in the last
two years cannot be sustained without further compression in imports,
continued widespread under-utilisation of industrial capacity and in-
creased unemployment. The import level has been cut from the 1981 peak
of US$18 billion to US$8.3 billion in 1985. The need to compress import
was reinforc'ed by the increasing demand for debt service payments as
amortization on earlier borrowings fell due.

19. Since 1984, the Nigerian Government has allowed the Naira to slide
against the major foreign currencies. The nominal Naira/Dollar exchange
rate was adjusted downwards by 20 per cent between the end of 1984 and
the end of 1985. Similar adjustments were made against the currencies
of other major trading partners.

20. The external borrowing strategy of the Government has also been
cautious and prudent since 1984. Unlike the peri6d 1980-83, when the
external debt increased from around US$4.6 billion in 1980 to around
US$11 billion at the end of 1983, the total new external borrowing has
been limited since the past two years. The composition and terms of new
borrowing have also shifted drastically. The main borrrowings have been
from multilateral creditors such as the World Bank whose financing terms
are consistent with Nigeria's long-term development needs. Short-term
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borrowing at relatively higher interest rates has been generally
avoided. Despite the difficult external payments situation, Nigeria has
however remained current in its servicing of medium- and long-term
debt. It has also fulfilled its obligations in meeting the agreement
under the refinanced Letters of Credit programme which was concluded in
1983.
IV. Wages and Employment

21. Wage policy guidelines have also been used to achieve stabilisation
policy targets. In order to reduce public-sector expenditure targets
and aggregate demand, no general salary increase has been granted to
public-sector employees since 1982. Given the high inflation rates
which have been experienced in recent years, this has resulted in a very
sharp erosion of real wages even after fringe benefits have been taken
into account. Furthermore, with effect from 1st January, 1985, the
various Government departments have been taking measures to recover the
costs of services provided for public-sector employees. The wage policy
guidelines for the last three years have put a freeze on private-sector
wages and salaries as well as fringe benefits.

22. Substantial reductions in the work force within parastatals and the
civil service have also taken place since 1984. The recession in eco-
nomic activity has forced similar cuts and retrenchment in the private-
sector. Available labour statistics indicate that unemployment rose by
18.8 per cent between 1982 and 1984, and is almost certainly higher
still today. The Government is deeply concerned with this growing
problem of unemployment. For economic, social and political reasons,
the problem must now be seriously addressed before the expiration of the
national economic emergency period.

V. Agricultural Sector

23. Government has given high priority to the stimulation of agricul-
ture. In particular, the Government has cut back sharply on the inflow
of imported agricultural commodities which had hitherto provided a
disincentive to domestic agricultural production.

24. A number of important institutional reforms have also been intro-
duced by the present Administration. These have been directed in the
main at reduction in Government involvement in direct agricultural
production and an increased focus on providing the necessary support
services to farmers. The principal measures in this regard deserve
mention.

26. First, in a major policy initiative announced in April 1986, the
Government removed one constant source of disincentive to farmers when
it decided to wind up all the six Commodity Boards by 31st December,
1986. The internal and external marketing of these commodities are now
open to private individuals, groups, companies and processors. The
decision to wind up the Boards (which had for long enjoyed a monopoly
position in the purchase and marketing of their respective cash crops)
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was based on the realisation that, on balance, they had for some time
now become more of a deterrent to increased agricultural production and
that their operations had also become costly and inefficient.

26. Secondly, the River Basin and Rural Development Authorities have
been reduced from 18 to 11., In addition, these Authorities are now to
discontinue their direct agricultural production activities and focus
their attention on the development of water resources. The Agricultural
Development Projects (ADP) which have been developed with the support of
the World Bank, will intensify their activities in the areas of agricul-
tural extension, inputs supply, on-farm adaptive research and rural
infrastructural support. To complement these efforts, a package of
incentives has been adopted to encourage companies to invest funds and
management skills for the development of commercial farms.

27. Thirdly, the Government decided to wind-up eleven of its companies
which were involved in various direct agricultural production activities
and to transfer their activities to the private sector. The Government
is already in the process of privatising four of such parastatals;
namely the Nigerian Dairies Limited, Madara Limited, the Nigerian Food
Company and the Bauchi Abbatoir. In addition, the National Livestock
Production Company and the Nigerian Ranches Company are being wound-
up. Similar enterprises will be privatised or wound-up when the
Government completes its on-going review exercise.

28. To improve the efficiency and availability of inputs supply to the
farmers throughout the country, the Government is also withdrawing from
the importation, transportation and distribution of fertilizers. These
would now be imported and distributed by private companies.

29. As a further step to encourage farmers to stay on their farms and
to accelerate the movement of agricultural produce from the rural areas
to the urban centres, the Government has established the Directorate of
Food, Road and Rural Infrastructures. Using funds accruing largely from
the withdrawal of domestic petroleum subsidy, the Directorate will work
closely with the State Governments in order to reach the various local
communities throughout the country. Apart from stimulating agricultural
production, the scheme has been designed as a vehicle for moving some
resources from the urban to the rural sector.

VI. Industrial Sector

30. The overall strategy of the industrial development has also been
shifted from maintaining public-sector-dominated, large capital-
intensive industries to that'of providing the mac'roeconomic environment
and other incentives for the private sector to assume the lead role in
manufacturing. Public sector investment is henceforth to concentrate
more on the provision of necessary support industrial services and
infrastructures. The importance of small and medium scale industry in
providing employment as well as in increasing domestic value-added has
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also been recognised. Adequate provision of credit to small enterprises

has been made under a line of credit from the World Bank for the

purpose.

31. A relevant reform already in place i's the simplification and

rationalisation of the tariff structure. This was designed to reduce

variation in effective protection to local industries. The range of

import duties was reduced from its previous extreme variation, and for

the most part, they now cluster between 10 and 60 per cent. A wide

variety of goods that were previously imported duty-free has, however,

been placed under tariffs. The Approved-User-Scheme and the General

Concessionary Rates of Duty which granted low and concessional rates on

imported raw materials and other imported intermediate products were

abolished. The specific import duties were replaced by ad valorem

rates. These measures were intended primarily to end the discrimination

against domestic resource-based industries and to discourage unfair

competing imports. It is however to be noted that Government realises

that the various measures undertaken so far have not been sufficient to

offset the subsidies implicit in the continued overvaluation of the

Naira. It is recognised that imported raw materials and finished goods

continue to be attractive.

32. Attempts have been made to re-orientate the import licensing system

to increase the utilisacioh capacities of existing industries. Liberal

licences were issued to the manufacturers rather than to general traders

and wholesalers of imported goods. However, in order to ensure that the

domestic manufacturing industry does not become excessively protected,

the coverage of domestic excise duties was enlarged to now include over

300 new products.

C. OBJECTIVES AND STRATEGY OF THE ADJUSTMENT PROGRAMME

33. The present programme aims at altering and re-aligning aggregate

domestic expenditure and production patterns so as to minimise depen-

dence on imports, enhance the non-oil export base and bring the economy

back on the path of steady and balanced growth. Specifically, the major

objectives of the programme are:

(i) to restructure and diversify the productive base of the

economy in order to re-duce dependence on the oil sector and on imports;

(ii) to achieve fiscal and balance of payments viability over the

period;

(iii) to lay the basis for a sustainable non-inflationary or minimal

inflationary growth;

(iv) to lessen the dominance of unproductive investments in the

public sector, improve the sector's efficiency and intensify the growth

potential of the private sector.
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34. As a first step, a National Economic Emergency Decree which

empowers the President to issue orders and make regulations during a 15-

month economic emergency period was promulgated in October 1985. Under

it, the President is given discretionary powers to put in place measures

that will improve the economy. The actions taken thus far under the

Decree include reduction in wages and salaries in the public and private

sectors, suspension of a number of non-essential public projects,

removal of the petroleum subsidy, and the banning of unnecessary food

and agricultural products. The 1986 Federal Budget extended, consoli-

dated and articulated these and similar emergency policy measures.

35. It is expected that the economic performance under the present

programme would represent a marked departure from the nation's

experiences in the recent times. Emphasis is now being placed not only

on demand management policies, but also on supply-oriented measures. In

particular, the success of the programme would depend to a large extent,

on the speed at which the agricultural, manufacturing and construction

sectors are rehabilitated.

D. MAIN FEATURES OF THE ADJUSTMENT PROGRAMME

36. The main elements of the present adjustment programme are:

(i) strengthening of the hitherto strong demand management

policies;

(ii) adoption of measures to stimulate domestic production and

broaden the supply base of the economy;

(iii) adoption of a realistic exchange rate policy;

(iv) further rationalisation and restructuring of the tariffs in

order to aid the promotion of industrial diversification;

(v) move towards improved trade and payments liberalisation;

(vi) reduction of complex administrative controls simultaneously

with a greater reliance on market forces;

(vii) adoption of appropriate pricing policies, especially for

petroleum products and public enterprises; and

(viii) ehncouragement to rationalisation and privatisation of public

sector enterprises.

37. The core policies involve actions to (a) correct for the serious

over valuation of the Naira through the setting up of a viable and

substantial second-tier foreign exchange market, coupled with adjust-

ments to the official rate and aimed at a convergence of the various

exchange rates as soon as possible; (b) overcome the observed public-
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sector inefficiencies through improved public expenditure control

programmes and the speedy rationalisation of the parastatals sector; and

(c) relieve the debt burden and attract a net inflow of foreign capital,

while keeping a lid on foreign loans.

I. Trade and Exchange Policies

38. The Government is aware that a system of bureaucratic controls is

not only sumbersome but is also liable to corrupt practices and to

unintended distortions in resource allocation. The medium-term policy

objective is therefore, to gradually eliminate the existing

administrative controls on trade, in line with the progressive take-off

of the second-tier foreign exchange market.

39. The central element in the incentive framework is the nexus of

policies pertaining to the price and allocation of foreign exchange.

These policies have a pervasive effect on all production, and particu-

larly on non-oil exports. The Government is aware of the over valuation

of the Naira. It also recognises that the closer the exchange rate is

to a realistic level, the less will be the need for the import licensing

system, the greater the efficiency in the use of foreign exchange, the

higher the level of export earnings in the medium to long term and the

smaller thd leakage of foreign exchange through smuggling of goods and

black marketeering in currencies. As already indicated, the Government,

therefore, intends to move the Naira rate towards a realistic level. To

assist the process, the second-tier foreign exchange market in which the

rate will be market-determined is being established during 1986.

40. Second-tier Foreign Exchange Market (SFEM) mentioned above is

expected, over time, to help provide the monetary authorities with the

realistic exchange rate of the naira. To achieve this objective the

SFEM will be allowed to operate under market conditions and be appro-

priately funded. In addition to private sources of foreign exchange

supply to the market, the World Bank has agreed, in principle, to

provide $100 million to the market during the last six months of 1986

and $300 million in 1987. The Government will itself release foreign

exchange to support the market. While the total magnitude of official

funding will depend on the volume of transactions to be channelled

through the market, for a start, the Government will support the market

with $1 billion during the second half of 1986 rising to $3 billion in

1987. At its inception, all transactions, except those relating to debt

service and direct Government import, will be transferred to the

market. In- essence, Government will operate on the first tier while all

non-governmental transactions will go through the-second-tier. This

partitioning of transactions is to minimise leakages. For purposes of

operating the two-tier system during the adjustment period, 'Government

transactions' will be rigorously defined to eliminate inter-tier manipu-

lations and abuse. The objective of policy is to bring about a merger

of the two markets and achieve a single 'realistic and market-determined

exchange rate for the Naira by the end of the adjustment period.
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41. In the meantime, in order to ease the convergence process, the
official exchange rate policy will be geared towards narrowing the gap
between the official and the second-tier rates. This will be done by a
downward crawling of the official rate. The detailed modalities of the
SFEM are now almost completed and will be embodied in a Decree to be
promulgated in due course. -It is hoped that these exchange rate
reforms, plus the other supportive fiscal and monetary policies, will
start having a salutary effect before the end of 1986 on the balance of
payments, and on diversification of productive and export bases of the
national economy. Again, Government expects that.once these reforms are
in place, they would render the current policy of 30 percent generalised
import levy as well as the use of widespread import licensing
unnecessary and superfluous.

II. Non-oil exports

42. In order to reduce dependence on the oil sector as the principal
earner of foreign exchange, the present Administration is deeply commit-
ted to promoting non-oil exports. Although it is realised that the
initial base of the non-oil exports has shrunk considerably during the
past decade, the government believes that the correction of cost-price
distortions through a realistic exchange rate, combined with other
positive export incentives and institutional reforms, should make it
possible for Nigeria to earn at least $1 billion from non-oil exports by
the end of the present decade. But.even then, that would still leave
the total non-oil exports below the level that was achieved in 1980. A
major thrust of the export drive will be aimed at capturing, under a
more realistic exchange rate regime, the large ECOWAS market which
already benefits from the inflow of a wide range of illegal manufactured
goods and commodities from Nigeria.

43. The major policy instruments to achieve the objective of a more
aggressive, consistent and comprehensive export expansion programme have
been set out in the 1986 Budget. In addition, the conversion of export
earnings into Naira at rates prevailing on the second-tier market will
boost the Naira incomes of farmers producing for export. The measures
are being further strengthened, and streamlined, with analytical support
from the Operations Division of the World Bank. A memorandum on "Export
Incentives and Promotion Measures" has already been received from the
Bank in this connection, and further detailed work is soon to be taken
in hand.

44. Meanwhile, various complementary measures to assist exports are
being pursued. These include the streamlining and simplifying of the
present cumbersome process of obtaining necessary documentation for
exports, extending the facility of rediscounting short-term bills to all
non-oil exports and ensuring that exporters readily obtain duty
drawbacks and exemptions.

Ill. Fiscal Balance
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45. The financial resources for public expenditures for the rest of the
1980s are now likely to be less than was previously envisaged. The grim
picture in the world oil market and the substantial debt repayments
falling due will mean that public expenditures and especially those
involving foreign exchange, will have to be severely curtailed. While
some relief would be available through debt rescheduling and inflows of
new funds, it is the Government's intention to adjust public expendi-
tures as needed to reflect the revenue constraints, with the aim of
containing budgetary deficits within 3 per cent of GDP. An important
implication of the continued uncertain financial situation is the need
to institutionalise a system of public expenditure planning and
budgeting which recognises the uncertainties and can alleviate their
negative impact. For this purpose, the Government will use realistic
revenue estimates within the framework of this structural adjustment
programme and will concentrate on the timely completion of a limited
core of viable capital projects that can be adequately funded.

IV. Criteria for Expenditure Allocation

46. Expenditure re-allocation will accompany general expenditure
reduction in order to ensure that the net benefits obtained from the
limited funds are maximized. The principal considerations in making the
necessary decisions are as follows:

(a) Constraints on the growth.of the public wage bill will be
maintained. Over the last year, there has been significant retrenchment
in the public sector as well as cuts in net wages and benefits. In the
next few years, the emphasis will be to hold down the level of public-
sector employment, mainly through a combination of attrition and
extension of the freeze on hiring to all but the most critical skills.
Wage increases will be allowed during the programme period but at less
than the rate of inflation until the financial situation improves.
Substantially, wages for different skills will be allowed to reflect
scarcity values.

(b) Constrained supplies and inadequate maintenance of infrastruc-
tures have greatly impaired the delivery of public services. Levels of
supplies (materials, spare parts, small tools and transport equipment)
will be increased in a number of areas to ensure the achievement of
reasonable levels of performance. Also, routine and periodic mainte-
nance will have priority over new project investments to avoid the rapid
deterioration of existing capital assets (e.g. roads, hospitals and
water supply schemes) and in recognition of the higher returns to be
gained from the efficient use of these assets. Where extensive rehabi-
litation is required, it will be judged against new investment on the
basis of respective costs and benefits.

(c) Over the years, transfers to parastata-ls to cover their opera-
ting deficits and capital expenditure requirements have been quite
high. But now, non-statutory transfers to all economic and quasi-
economic parastatals will constitute not more than half of their 1985
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levels. Transfers to fully commercially-oriented parastatals will be
eliminated by the end of the programme period.

(d) There are a number of partially completed capital intensive
projects, some of which are however currently of doubtful economic
viability. The Government recognises that across-the-board reduction of
allocation to these projects will have to be avoided so that the economy
is not burdened by a proliferation of uncompleted and weak projects.
Priorities have thus been set for the completion of projects on the
basis of their economic viability and proportionate completion costs.
Those with high economic viability. and high completion ratios will be
accorded priority and will be completed expeditiously. Projects with
low or doubtful economic viability and low completion ratios will be re-
examined to see if they can be re-shaped both in scope and timing to
reduce their costs and/or increase their benefits. Those shown to be
non-viable or without redeeming features will be dropped.

(e) Exeptionally and on a limited basis, new projects may be
undertaken during the programme period where they are clearly essential
for the economic recovery process and their funding clearly fully
established.

47. As a result of the recent adverse development in the world oil
market, it is envisaged that the budgeted federally-retained revenue may
decline significantl-y for part of the programme period. This would
clearly call for flexibility in fiscal administration. The Government,
therefore, intends to adjust its spending commensurate with the
available resources on a quarterly basis. If, however, revenues should
exceed those estimated, they will initially be earmarked to further
reduce any latent budget deficit, with the next highest priority being
also given to further increasing operation and maintenance expenditures
in areas which are vital to the reconstruction process. If, on the
other hand and based on quarterly revenue receipts, the revenue should
significantly fall short of the estimate, non-hardcore releases will be
scaled down. All significant upward or downward adjustments in the
budgetary administration will be closely watched and controlled by the
Monito'ring Unit provided under this programme.

V. Public Investment

48. The rationale for the allocation of public investment expenditure
among sectors over the programme period rests principally on the rela-
tive importance of the different sectors in the Government's development
strategy, the increased emphasis to be put on the role of the private
sector and,- for major projects, rates of return on additional funds
needed for project completion. The tentative sectoral allocations made
have taken account of project and sector analysis of the World Bank,
based on the work of a number of missions related to the review of the
public expenditure programme. The allocations will be revised subse-
quently in the light -of various evaluation studies to be undertaken and
the priorities to be specified in the Fifth National Development Plan.
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49. The capital expenditure in the infrastructural and social sectors
will be primarily focused on periodic maintenance and rehabilitation.
Some principal exceptions to this will include:

(a) The continued implementation of the Egbin Power generating
plant and an upgrading expansion of the transmission and distribution
network to ensure a better balance of generation and distribution capa-
cities.

(b) The completion of priority capital projects in road construc-
tion of civil engineering works with ascertained designs, specifica-
tions, irreducible cost levels and viable funding arrangements.

(c) The continued, but slower-paced, development of Abuja. In
recognition of the financial constraints on the pace of development of
the new capital, a review of the benefits and costs associated with the
alternative transfer scenarios will be undertaken.

50. Capital expenditures in the agriculture and manufacting sectors,
particularly the latter, will be most affected by the resource con-
straints. In agriculture, the ADPs and their support for rural develop-
ment would justify a greater allocation of the sector's resources.
Major supplemental funds have been allocated through the Directorate of
Food,.Roads and Rural Infrastructures, especially for the provision of

feeder roads. Allocations for on-going irrigation will give emphasis to

the completion of viable small-scale, low-cost irrigation schemes and
earth dams. Increased attention will be given to operat'ional research
in order to bridge the gap between extension services and research so as
to speed up the adoption of new varieties and technologies and its link
to extension.

51. In the industrial sector, gas infrastructural development will be
given priority to enable power stations and selected industrial users to
substitute gas, that is presently being flared, for the more expensive

fuel oil. Construction of the Warri-Lagos gas pipeline will thus be one
of the few new projects which will be implemented during the programme
period. Priority will also be given to the completion of Phase I of the
petrochemical projects; but with proper re-structuring of the carbon
black and synthetic detergent plants, both of which are now probably
likely to have excess capacity in the short run. A solution would of

course be to export the excess products. Implementation of the proposed
LNC project will be accelerated during the programme period especially
if purchase contracts can be guaranteed and the project is reconfirmed
to be economically viable. Other projects in the oil and gas sectors
will similarly be reviewed in the light of various continued uncertain-

ties in the world energy industry.

52. A broad study will therefore be carried out to review the strategy
for the further development of the gas :ind oil related industries in the
light of the recent deterioration in international oil and petrochemical
markets. Such a study will also highlight how to restructure Phase II
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of the petrochemical projects in order to increase their potential pro-

fitability and explore further opportunities for private-sector partici-

pation. The constrained financial situation will require the scaling

down and re-structuring of the steel development programme contained in

the Fourth National Development Plan. In this context, Federal Govern-

ment in collaboration with the World Bank will undertake a review study

of the steel sub-sector and its major projects very early in the pro-

gramme period. Meanwhile, public expenditure in the sub-sector will be

limited and restricted to essential on-going projects until the review

study is completed. As a general rule, these allocations will not ex-

ceed their 1986 budget levels. With regard to other industrial pro-

jects, the aim will be to complete the Onne fertilizer project as sche-

duled. Government will also consider all possible options, including

private sector participation, to restructure other on-going capital-

intensive industrial projects such as Iwopin Pulp and Paper and the

Savannah Sugar projects.

VI. Reform of Parastatals

53. The public enterprise (Parastals) sector in Nigeria is quite large,

comprising at the federal level alone about 100 enterprises spread over

agriculture, mining, manufacturing, transport, commercial and other ser-

vice activities. Government investment in this sector is over 23 bil-

lion (N8 billion in equity and N15 billi'on in loans), but the returns

thereon are less than N500 million annually. The Government is thus

clearly not receiving a fair return on- its investment outlay, while it

continues to pay interest charges and principal on the huge loans.

Also, as much as 40 per cent of the Federal Government's non-salary

recurrent expenditure and 30 per cent of its capital investment budget

has gone to support public enterprises. This state of affairs will no

longer be allowed to continue. The parastatals and Government-owned

companies are therefore now being classified into five broad categories

for subsequent action. Based on this classification, they would either

be:

(a) fully privatised,

(b) partially privatised,

(c) fully commercialised,

(d) partially commercialised, or remain as

(e) public institutions.

54. Enterprises which function in a fully commercial manner will be

fully privatised. The development of the private sector in Nigeria over

the last 10-15 years has been such that it can be relied upon to assume

responsibility henceforth for such parastatals. Essentially, they are

really limited liability companies; and the only thing that distin-

guishes them from their private sector counterparts is government owner-
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ship and control. Such direct controls will now be removed to permit
such public enterprises to operate like their private counterparts.
Some enterprises will however, only be partially privatised by the sale
of part of the Government's equity holding and the requirement that they
can operate as private companies where they are not already doing so.
Thus, the Government will no longer provide any operating subventions
and their future financial needs would have to be met by the private
capital market.

55. Another set of enterprises will be either partially or fully
commercialised. These will continue to be fully owned by Government,
but will have a financial structure which will permit them to raise
capital. Those fully commercialised will be expected to operate without
government operating subventions and treasury support for future capital
development. Those partially commercialised will be those which can
generate a fair proportion of the financial resources they need for
their operations but will continue to need some government support
towards operating costs or future capital investment.

56. The last category consists of purely public institutions. These
will continue to be largely funded from treasury resources but will,
even then, be expected to impose user charges as may be appropriate.

57. All parastatals -irrespective of their organisation have been di-
rected to keep appropriate records, and to effect timely publication of
their quarterly, annual and audited reports. Guidelines and performance
tests for efficient operation of the parastatals would therefore have to
be established and enforced.

58. Although some enterprises have already been offered for sale, an
effective mechanism to ensure a non-disruptive release of shares to the
market is how being worked out in line with the 1986 Budget. This would
be put in place during the third quarter of 1986. For enterprises that
will meanwhile be retained in the public sector, measures will also be
introduced not only to reduce government intervention in their opera-
tions but to avoid the use of monopoly position to impose uneconomic
prices on consumers. The operations of all government enterprises will
be closely monitored and steps will be taken to ensure their public ac-
countability at all times.

VII. Monetary PoLicy

59. The programme envisages that monetary and credit policy will be
consistent -with the targets set for the balance of payments, the
increase in reserves, fiscal oolicies and for control of domestic
inflation. Under the 1986 budget which is already in progress, total
net domestic credit to the economy will be allowed to inrcrease by
8.7 per cent, while net claims on government will increase by 5.9 per
cent. Furthermore, net claims on the private sector are expected to
rise by 12.8 per cent. However, in the event that the fiscal policy
targets set in the 1986 budget become unachievable, alternative growth
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targets in the aforementioned monetary aggregates, have been set under
different scenarios. A common feature of the various scenarios is a
deliberate pursuit of a tight monetary policy throughout the programme
period. Overall, net domestic credit to the economy is envisaged to
increase by 5 per cent and 6 per cent in 1986 and 1987 respectively,
from their 1985 level.

60. As mentioned in paragraph 16 above and as a strategy for ensuring
that the bulk of available domestic bank credit finances the directly
productive activities in the economy, the Nigerian economy has since
fiscal year 1969-70 been classified into 18 sectors/sub-sectors for the
purpose of allocation of bank credit. By 1983 however, the control had
become rigid and unwieldy leaving the banks with little discretion in
their credit operations. The need to encourage new initiatives and
flexibility on the part of the banks and also facilitate greater effec-
tiveness of the Central Bank monitoring efforts led to the regrouping of
the sectors/sub-sectors into eight in 1984 and 1985. In 1986 the number
of sectors was further reduced to four. This number will be further
reduced to two in 1987. The existing system of credit allocation will
be kept under close review with a view to eliminating it by the end of
the programme period.

61. Currently, the banks are generally very liquid to the extent that
some are even reported to be refusing deposits. The Government recog-
nises that such excessive liqudity in the financial system carries with
it the danger that a rev'ival in demand could easily be translated into a
rapid acceleration of inflation. In order to reduce this liquidity
overhang, to allow better control over the monetary situation by the
Central Bank and to encourage banks to compete in the mobilisation of
savings, the banks will be asked to deposit domestic counterparts of
their external payment arrears with the Central Bank in blocked accounts
by the end of 1986. To facilitate this process, early attention will be
given to the re-financing of the domestic debt owed to non-bank institu-
tions, notably, contractors and supplies. This may be accompanied by
the re-introduction of stabilisation securities and a thorough review of
the interest rate structure, with a view to further narrowing of the
spread between deposit and lending rates during the course of 1986, and
followed by the elimination of interest rate differential among sectors
by 1988. It is expected that the desired movements in interest rate
will form part of the programme review discussions. A review exercise
of the restructuring of the financial sector and providing a plan of
action for improved financial intermediation, will be set in motion
during the second half of 1986. The Government proposed meanwhile to
maintain the policy of real positive rates that was established in 1985.

VIII. Agricultural Sector

62. The agricultural sector is an area where improvements can make an
immediate impact on the supply situation to dampen inflationary pres-
sure. It is also an area where dependence on the external sector for
food and industrial raw materials can be quickly lessened. Previous
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fiscal, trade and exchange rate policies which exacerbated price distor-
tions in the economy had been major contributory factors to the poor

performance of the agricultural sector. A comprehensive policy package
to revamp the sector, therefore, forms the cornerstone of the pro-
gramme. The major objectives of agricultural sector policies are:

(i) to increase domestic food production with a view to improving

nutritional standards and reducing and eventually eliminating external

dependence on food supply;

(ii) to increase domestic supply of agricultural raw materials such
as cotton, cocoa, oil palm, sorghum, rubber, millet, sugar cane and

maize to the manufacturing sector, thereby increasing local value added

and reducing dependence on imported raw materials;

(iii) to increase production of exportable cash crops thereby

diversifying the export base of the economy;

(iv) to raise rural employment and income; and

(v) to achieve regional optimal crop production mix, reflecting
the comparative advantage of each agro-ecological zone.

63. To achieve these objectives, the distortions that continue to

impede agricultural production are. being removed. Furthermore, the

needed structural reforms that have been announced will be vigorously

implemented. The winding up of the Commodity Boards, coupled with the

adoption of an appropriate exchange rate policy under which all non-oil,

export transactions will take place at the free second-tier foreign ex-

change market, will provide improved price incentives that will enable

farmers to complete effectively both in the product and the factor mar-

kets including that of labor. The price incentives will also encourage

rehabilitation of the existing productive capacity and induce new plant-

ing on the scale required to substantially boost production. The imple-

mentation of the Land Use Decree will be re-examined with a view to en-
suring that land availability does not become a constraint to growth in

the agricultural sector.

64. Meanwhile, measures have been announced to encourage local pro-

duction of rice and maize. In 1986, the national maize production and

distribution programmes will provide farm inputs and services that will

enable the targets of 3.3 million tons in 1986 and 3.6 million tons in

1987 to be reached. The country would thus have achieved self suffici-

ency in mai-ze by the end of the programme period. Rice production is

also expected to rise from 0.9 million tons in 1985, to 1.1 million tons

in 1986 and 1.5 million tons in 1987. and thus gradually cover the do-

mestic supply gap. Again, the production of oil palm has improved sub-

stantially, reaching almost 0.o million tonnes in 1986, and thus re-

ducing the country's deficit therein to about 0.3 million tonnes.
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Special emphasis is now being placed upon the construction of 23 oil
palm mills in the oil palm belt, 7 of which have indeed already been
commissioned.

IX. Manufacturing Sector

65. The current major problem hampering a rapid growth of output in the
manufacturing sector is the inadequate supply of imported inputs and
spare parts thus resulting in gross under-utilisation of installed ca-
pacity. With the stagnation of available foreign exchange at a very low
level and the determination to meet external debt -service obligations
and pay for current imports as and when they fall due, the amount of
licenses granted for the purchases of imported industrial inputs was not
only insufficient but also thinly spread among various producers. The
result has been that most of them could not operate at adequate levels
of capacity utilisation. Against the background that the use of import
license as a means of rationing raw materials among establishments was
originally conceived as a temporary measure, the Government has come to
the conclusion that the long-run stable solution to the raw materials
problem involves a positive step towards their local production and
utilisation. Poor and unreliable infrastructural facilities such as
energy, water supply, roads, and telecommunications have also limited
the performance of the sector. Inappropriate tariff structure and an
over-valued domestic currency have combined to negate in many cases the
protection accorded to some-domestic industries and are contributory
factors inhibiting a meaningful industrial linkage with the domestic
resources base.

66. The industrial strategy under the present structural adjustment

programme will therefore aim at: .

(a) encouraging the accelerated development and use of local raw
materials and intermediate inputs rather than depend on imported ones;

(b) development and utilisation of local technology;

(c) maximising the growth in value added of manufacturing produc-
tion;

(d) promoting export-oriented industries;

(e) generating employment through the encouragement of private
sector small- and medium-scale industries;

(f) removing bottlenecks and constraints that hamper industrial
development including infrastructural manpower and administrative defi-
ciencies; and

(g) liberalising controls to facilitate greater indigenous and
foreign investment.
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67. To achieve these objectives, the Government believes as essential
the adoption of a realistic and flexible exchange rate policy that will
reflect the scarcity of foreign exchange and ensure its efficient
allocation. Also essential is an appropriate structure of trade
taxes. During the adjustment period, the Government will put into
effect a revised tariff and excise tax structure that will be consistent
with the new exchange-rate policy in achieving the desired levels of
effective protection as well as provide needed support to non-oil export
promotion measures. Such revamped tariff and exchange rate policies will
also provide the much-needed incentives for developing locally-produced
raw materials. Thus, imports of raw materials and spare parts as well
as export of manufactures will be channelled through the second-tier
foreign exchange market during the programme period. The Government
will review the existing system of price controls with a view to phasing
it out.

68. The Government attaches importance to appropriate foreign private
investment, especially those which can be associated with the develop-
ment of indigenous expertise and the absorption/diffusion of new techno-
logy. Such investments are particularly welcomed in the fields of local
processing of agricultural products and minerals to replace imported in-
puts. To this end, measures will be introduced to provide incentives to
local and foreign investors. In order to encourage foreign as well as
local private -investment, requirements including the procedures for
registering new industrial enterprises, and the granting of locational
approval for undertaking export activities will be liberalised in order
to remove impediments to the free flow of investment. Specifically, the
role and powers of the Industrial Development and Co-ordinating Commit-
tee (IDCC) will be increased in order to make it the focal point for all
the necessary permits and approvals for foreign investment. This will
enable foreign investors to deal exclusively with the IDCC rather than
to seek clearance from a wide range of Ministries nd Agencies for the
establishment of new industries. New foreign investment will be chan-
nelled through the second-tier foreign exchange market to take advantage
of the prevailing market-determined exchange rates. Likewise, the re-
mittance of dividends and profits declared as from 1986 will be chan-
nelled through the same market.

69. In order to enhance technological development and promote the
growth of priority industries, including production of export goods, the
following incentives, among others, have been provided: accelerated
depreciation, duty drawbacks, preferential import licences, etc., all
backed up by appropriate pricing policies with regard to exports.
Again, up t-o 25 per cent of gross foreign exchange earnings are being
allowed meanwhile to non-oil exporters.

70. A detailed study of the industrial policy and the incentive system
has been undertaken, and a White Paper on it will be issued during the
course of 1986. A Policy Analysis Department has also been set up in
the Ministry of Industries in collaboration with the World Bank and the
Ministry of National Planning to implement and keep under constant
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review the industrial policy and incentive syscem.

E. Financing the Adjustment Programme

I. Macro-economic Parameters

71. The Government is committed to carrying through its reform
programme successfully even in the face of an import capacity that is
somewhat lower than previously anticipated. The key assumptions under-
lying the present projections are:

(a) The world oil market is unlikely to recover quickly and will
probably remain subject to considerable uncertainty for most of 1986.

(b) The Government will ensure the repayment of genuine and
authenticated outstanding external debts in an orderly manner.

(c) There will be restricting of new borrowing over the programme
period to absolutely necessary levels.

72. All of these clearly call for restraint in planning import
levels. In 1986, oil export revenues are likely to be down signifi-
cantly. Therefore, imports of goods will also have to be cut substan-
tially, probably down to a level of about US$6.0 billion. 1986 will
thus be a year of continued economic hardship'and austerity. It will
however also be one of launching the structural adjustment programme for
national economic revival.

73. For 1987, the target for imports would probably lie between US$7 to
US$7.5 billion per year (in 1986 prices), growing thenceforth by about
5 per cent annually through to 1990. In order however to be conser-
vative in the face of external uncertainties, import planning is being
done on the basis of US$7.4 billion in 1987, with only 3 per cent annual
growth in real term to the year 1990. While this is far below the level
achieved in recent years, there was excessive import dependence during
and immediately after the oil boom period. It has also been observed
that there had been substantial over-'invoicing of imports and other
sharp practices as a means of capital flight. With a realistic exchange
rate, this hidden capital flight is expected to decline substantially.
Imports in the future will have higher purchasing power than would have
been the case without the present reform programme and with continuing
over valuation and over-invoicing.

74. During 1986 and 1987, the cumulative gap for which balance of pay-
ments financing will be required is estimated at approximately
US$9 billion. Given the present low level of international reserves.-and
the uncertainty of the world oil market, it is the Government's inten-
tion to allow for some increase in reserves over this period. For every
U.S. dollar that the petroleum price falls below the projections, an
additianal financing requirement of about US$400 million a year would
arise. Should this occur on a temporary basis, reserves would be drawn
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down and external borrowing marginally increased. If on the other hand,
the decline in oil earnings appears long-term, the Government will take
further adjustment measures to minimize the impact. Additional earnings
beyond the projected levels would be partly used to accelerate the pay-
ment of debts, and thus reduce future debt-servicing obligations.

75. As indicated above, the present crisis situation now being faced
will lead to a substantial loss in per-capita income and consumption in
1986. However, with the measures under the adjustment programme and the
projected balance of payments, a GDP growth target averaging 4 per cent
per annum over the rest of the 1980s is feasible., This will allow
increases in per-capita GDP and arrest the decline in per-capita con-
sumption. Increased output over the rest of the 1980s will result
mainly from the increasing utilisation of existing productive capacity,
more selective and sound public investment in key areas and improvements
in the productivity of private and public investment as a result of the
policy reforms.

76. Investment throughout the period is expected to average around
15 per cent of GDP.. With the improved incentive system and more
favorable investment climate, it is also expected that there would be a
higher ratio of private to public investment, growing to about 40 per
cent by 1990. The national savings rate would average around 18 per
-cent of GDP; public savings over the period are slightly less than
public investment but are expected to exceed them in the early 1990s.
The anticipated reform of the financial system will be important in the
encouragement of private sector savings. Improved revenue mobilisation,
control over public expenditures and reform of the parastatals will
allow a considerably improved public-sector savings performance.
Success of the adjustment programme will also rest heavily on the
ability of the economy to expand the trade surplus and ultimately to
generate an external current account surplus without resort to admini-
strative controls on imports. Such surpluses are expected to accrue in
the early 1990s when the effects of the adjustment programme in encoura-
ging efficient import replacement and non-oil exports would have become
evident and when the international oil market would have picked up once
more.

II. Debt Management

77. With particular reference to the balance of payments, the crux of
Nigeria's external debt problem lies in the structure of the debt,
especially in respect of the huge claims under trade arrears. This,
along with -the bunching of repayments due on medium- and long-term
loans, make the debt service burden unsustainable. Without any relief
and given the continued depressed state of the international oil market.
the debt service to exports ratio would have been 66 per cent in 1986,
and even higher in 1987. The structure of public foreign debt outstand-
ing as at the end of 1985 is as follows:
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(In US$ billion)

Direct Guaranteed Other Total
Type debt debt 1/

International organisations 1.3 -- -- 1.3
Bilateral credits (Paris Club) 3.5 1.2 -- 4.7
Uninsured bank debt (London Club) 2.7 - 1.4 -- 4.1
Uninsured supplier approvals 0.9 0.1 -- 1.0
Foreign exchange approvals -- -- 0.5 0.5

Total medium- and long-term debt 8.4 2.7 0.5 11.6

Reconciled short-term arrears 2/ 1.3 -- -- 1.3

Total public external debt 9.7 2.7 0.5 12.9

Foreign public debt as percent
of GDP 22

1/ Debt guaranteed by the Federal Republic of Nigeria.
2/ Promissory notes issued at 31st December, 1985.
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78. Earlier negotiations at refinancing short-term arrears under
letters of credit culminated in two separate but identical refinancing
agreements in 1983 under which a total of US$2.1 billion was refinan-
ced. As at end of 1985, only N 292 million of the refinanced amount
remained outstanding; the fina-l repayment being expected in July 1986.
Uninsured creditors agreed to refinance their claims outstanding as at
31st December, 1983 by converting them into floating-rate promissory
notes carrying interest at 1 per cent above LIBOR and with maturities of
six years, including a two-and-a-half-year grace period in respect of
claims verified and accepted by the Central Bank of Nigeria. Promissory
notes amounting to US$1,306 million have been issued in respect of
reconciled and accepted uninsured claims.

79. Agreement is yet to be reached on refinancing the insured trade
arrears, although the Export Credit Agencies have agreed to receive
interest with retrospective effect (from 1st January, 1984) on claims if
verified and accepted by the Central Bank of Nigeria. As of
31st December, 1985, insured claims totalling US$433 million had been
accepted. There are however claims which are yet to be verified and
reconciled, with some significant part not likely to turn out authen-
tic. The Government will speed up the process of reconciliation and
verification and ensure its early completion.

80.- The Government is now also paying attention to the problem area of
accumulated internal debts. Their early rescheduling is likely to have
a major impact on the process of reviving the economy.

III. External Resource Requirments
81. Faced with the difficult payments prospect, a moderate but firm
level of capital inflow is required from the financial community to ease
the debt-service burden and to close the financing gap required to
support the conservative projected levels of import designed to ensure
success of the adjustment process. This will involve the official
rescheduling of Paris and London Club debts and of trade arrears, as
well as new loan commitments. The rescheduling must be such that would
allow the debt-service ratio to be no more than 30 per cent in 1986 and
about 20 per cent in 1987.

F. Monitoring and Implementation Mechanism

82. The Government recognises that in a period of economic crisis,
programmes and policies, no matter how soundly formulated, become empty
words unless they are vigorously implemented. The Government is there-
fore determined to pursue at all levels of adminiStration, a strategy of
close monitoring of all policies and measures enunciated in this pro-
gramme. The existing mechanisms and procedures ar'e being re-examined to
ensure that all facets of the present programme are implemented energe-
tically. Periodic targets and specific tasks have been assigned to
various Ministries and Agencies to ensure that performance keeps pace
with -the programme expectations.



- 25 -

83. A number of issues have been identified in this programme which
would require further review, examination or evaluation. Of particular
urgency in this regard are:

(a) Monitoring of the Second-tier foreign exchange market.

(b) Export incentives, procedures and documentation.

(c) Restructuring of on-going major industrial projects in the
public sector.

(d) Privatisation of some parastatals.

(e) Industrial incentives system including the array of approvals,
permits and sanctions.

84. It would be relevant to mention that a number of inter-ministerial
committees or special panels have already been set up with specific
terms of reference to carry out the implementation of some of the above
measures. Indeed some have already completed their assignment. In a
number of cases, the Government has even already acted on the recom-
mendations of these committees. Other reports will be considered in due
course. This has been done to ensure that the pace of implementation of
the measures specified in this programme is not slowed down by lack of
prior decisions.

85. Two monitoring techniques have been adopted to ensure that the
programme is faithfully implemented. First. where possible targets have
been set for certain key variables such as balance of payments and
output growth. Ceilings have been set on Government fiscal deficit,
overall credit expansion to the economy with sub-ceilings on credit to
government and the private sector. Secondly, periodic reviews will be
-undertaken on the extent of programme implementation to enable timely
corrective measures to be effected and also to set targets for the
subsequent sub-periods of the programme.

86. For full and proper implementation of the adjustment programme, the
monitoring capability of the appropriate Ministries will be specifically
strengthened. In addition, a Monitoring Unit comprised in the main of
the Cabinet Office, Finance and National Planning Ministries has been
established to jointly monitor the implementation process. No Ministry
or Agency will be allowed to depart from the approved programme, unless
under exceptional circumstances which must be cleared with the
Monitoring Unit and approved by the President.
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FEDERAL GOVERNMENT BUDGET

1985 1986 1986 1987 1/ 1988 1/
Budget Projected

TOTAL RETAINED REVENUE 9.32 10.46 11.04 16.96 20.89

PETROLEUM 5.14 4.80 5.17 8.80 11.44

NON-PETROLEUM 2.21 3.77 2.66 3.60 5.11
Inland Revenue 0.58 - . 0.63 0.75 0.89
Customs 0.57 - 1.02 1.44 2.20
Excise 0.26 - 0.33 0.60 1.07
Other 0.80 - 0.68 0.81 0.96

INDEPENDENT 1.97 4.10 3.20 4.56 4.34
Import Levy 0.00 - 0.98 1.43 0.00
Other 1.97 - 2.23 3.13 4.34

CURRENT EXPENDITURES 7.68 5.60 8.04 10.38 15.42
Wages . 1.49 - 1.60 1.72 2.14
Operation and Maintenance (Current) 1.77 - 2.14 3.46 5.10
Operation and Maintenance

(Constant 86 Price) (2.31) - (2.14) (2.50) (2.68)
Operation and Maintenance Deflator (77) - (100) (138) (191)
Domestic Interest 2.54 - 2.60 2.69 2.75
Foreign Interest 0.63 - 1.03 1.73 4.55
Grant and Subsidies 1.25 - 0.67 0.78 0.89

CAPITAL EXPENDITURES

Investment (Current) 3.36 4.29 3.13 6.32 8.26
Direct Investment 2.87 - 2.63 5.74 7.60
Lending to Parastatals 0.49 - 0.50 0.58 0.66
Investment (Constant 1986 Price) (4.65) - (3.13) (3.90) (3.40)
Investment Deflator (72) - (100) (162) (243)
Net Lending to States -0.29 - 0.23 0.26 0.30
Deficit (- = Financing Need) -1.71 -1.09 -0.36 0.00 -3.09
Deficit/GDP (- = Surplus) 2.67 - 0.50 0.00 2.50

FINANCING
Foreign Borrowing -0.49 - -0.66 0.39 0.04

Gross 0.68 - 0.67 0.92 1.58
Amortization -1.17 - -1.33 -0.53 -1.54

Domestic 2.21 - 1.02 -0.39 3.05

NOTE: 1/ Subject to revision
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PROJECTION OF FEDERAL GOVERNMENT BUDGET

1. REVENUE

1.1. Petroleum Revenue - Based upon revenue sharing formula. An

increasing proportion of the revenue derived from oil exports is

transfered to the Federation Account at the second tier rate. This item
also includes revenues derived from domestic oil consumption.

1.2. Non-Petroleum Revenues

1.2.1. Inland Revenue - These are projected to remain at the same

proportion of GDP in 1987 (about 2 per cent).

1.2.2. Customs - Projected at 20 per cent of Naira value of
imports.

1.2.3. Excise - 3 per cent of GDP in 1985 and share grow by 2 per

cent each year thereafter.

1.2.4. Other - Projected to remain about 2 per cent of GDP

throughout the period.

2. CURRENT EXPENDITURES

2.1. Wages - Projected to remain constant in 1986 in nominal

terms. They subsequently increase so as to compensate for 50 per cent

of inflation.

2.2. Operation and Maintenance - The 1986 level is the budget

estimate. It is then projected in 1987 to equal the real level of

expenditure of 1985 and to grow by 7 per cent in real terms in 1988 and

1989. The deflator is obtained by assuming a 30 per cent import content

in 1985.

2.3. Domestic Interest Calculation - Based upon a stock of 24

billion naira of treasury bills and certificates at the end of 1985, the
interest due each year starting in 1986 on them is about 2 billion

naira. Interest on domestic deficit throughout the projection period is

also paid from 1987 onwards.

2.4. Foreign interest - Calculated as the share of government in

total foreign loan interest.

2.5 Grants and Subsidies - These are cut in half from their 1985

level. They remain at their 1986 level in real terms for the rest of

the projection period.
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3. CAPITAL EXPENDITURE

3.1. Lending to Parastatals - Assumed to remain constant at its
real 1986 level for the projection period.

3.2. Direct Investmeqt - Calculated as a residual to be consistent
with target deficits. The deflator is calculated assuming 60 per cent
foreign component.
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NIGERIA: BALANCE OF PA'ENTS ANNEX II
(IN BiLLiOE OF U. r,; )

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

MERCHANDISE TRADE, F.O.B. 4.27 1.08 0.75 1.47 2.32 3.08 3.60 4.46 5.29 6.09 6.85
EXPORTS 12.56 7.08 8.15 9.51 11.02 12.44 13.63 15.20 16.80 18.41 20.05

PETROLEUM 12.20 6.68 7.65 8.77 10.19 11.46 12.56 14.02 15.48 16.94 18.40
OTHER 0.36 0.40 0.50 0.74 0.83 0.98 1.07 1.18 1.32 1.47 1.65

IMPORTS -8.29 -6.00 -7.40 -8.04 -8.70 -9.36 -10.03 -10.74 -11.51 -12.32 -13.20
NONFACTOR SERVICES BALANCE -1.34 -0.90 -1.15 -1.28 -1.35 -1.44 -1.53 -1.62 -1.71 -1.82 -1.94

EXPORT OF NFS 0.29 0.30 0.33 0.33 0.39 0.44., 0.48 0.53 0.59 0.64 0.70
IMPORT OF NFS -1.63 -1.20 -1.48 -1.61 -1.74 -1.87 -2.01 -2.15 -2.30 -2.46 -2.64

GOODS AND NFS BALANCE 2.9: 0.18 -0.40 0.19 0.97 1.64 2.07 2.84 3.58 4.27 4.91
INTEREST ON MILT DEBT -1.44 -1.04 -0.85 -0.68 -0.53 -0.40 -0.31 -0.24 -0.20 -0.14 -0.09

PARiS CLUB -, -0.4 - -6.31 - 24 -0.17 -0.12 -0.08 -O.S5 -0.03 -0.01
LONDON CLUB 55 -0. 41 -0.2 9 -0.18 -0.1 -0.05 -0.03 -0.02 - .1 0.00 0.00
MULTILATERAL -. -. 3 -,1 -0. 15 -0.15 -0.15 -0.14 -0.2 -i.: -0.10 -0.08
OTHER rLT 4 - .8 -, 04 -0 04 -0.04 -0.03 -0.02 -0.0 -o . -0.01 0.00

INTEREST ON PRIVATE DEBT -0.5 -0.04 -0 - .' -0.02 -0.01 -0.01 0. Off 0. 0 0.00 0.00
INTEREST CN AFREALR -1.!0 -0, 4 -0.22 -0.09 -0.02 0.00 0.0' 0..1 0.00 0.00
INTEREST ON F EzPE'U.ES 0 1 .07 0.07 .07 0. 06 0.06 06 0.06 6.i6
INTEREST ON 7iNANC:Ni EA -6 -050 -0.84 -1.10 1 -1.20 - .0 -1.20 1.'0 .20
OTHER INVESTENT OME - -0229 -. 1 -0.22 -0.23 -0.24 -2 6 -0.27 -0,28 -0.20 - I 0..3
NET TRANSFERS ' -0.25 - '0.7 .32 -0.34 -0.36 - ..40 -0.41 -41 -0.41 -,1 -,
OTHER NET PRIVATE TFANSFE r 0 . i 20 0.20 0. . 20 U . 0, .'0 0,30 .

CURRENT ACCOJNT ELANCE .: - -39 -1.28 -1.!1 - . .1 1.07 1.83 .57 25

CAPITAL ACCUNT ALCE -. 63 -2.68 -2.40 1 -6.09 0.066 v.6

DIRECT FOREIEN iNVESTENT .- '4 .50 0.55 0.60 T6 E 0.70 V.7 0.40 1. 0.90
M&LT DISBURSEMENTS 1 1. 92 0.60 0.37 3.2 u.1' '.00 '.0 u.vj 0.00
M&LT AMORTIZATION .1 64 -2.34 -1.88 -1.20 -0.94 -6,7 6 -. 67 -. 4' -0.22

PARIS CLUB . -36 -i12 -1.09 -0.94 689 . 21 -0.09
LONDON CLUB 29 -0.99 -0.66 -. -0.12 - .' '.v 0.00
OTHER M&LT 7 2 -0.26 -0.28 -.. -. 25 , -. -0.19

AMORTIZATION OF ARREARS V.:. -. -1.37 -0.34 .I " .'n 0.00 0.00 0.00
SHORT TERM CAPITAL 0.08 . 0. 5 - .4 -0.06 -0.05 -n. -'. v -0.06 -0.05 -0.05
NET PRIVATE -0.04 -0. O -0.06 -0.06 - 02 -0.61 -0.01 -0.01

OVERALL BALANCE :.17 -4.*5 -. -. -. 51 -1.11 -C6 2 .98 1.29 2.92 3.21

NET OFFICIAL FESERVES8-,JNC., -0.20 - -' . ' -. 1' -0,10 -0.10 -'.1 '10 -0.10 -0.10 -0.10
C ROSS OFFICIAL RESERVES (E2F) 1.69 1.7 1.89 i.99 2.09 2.19. 2.29 2.9 2.49 2.59 2.69

F-iNANC~iN GAP 7,0 _,I1 .t 2.1 ..8 -.8 17 28 -3.,71
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ASSUMPTIONS USED IN THE BALANCE OF PAYMENTS

1. EXPORTS

1.1. Oil Exports - Oil price and quantity projections are shown in
table below . The price projection for the rest of the 19 80's rise from
$15 in 1986 to $16.5 in 1987, thereafter rising steadily to $20 by
1990. It is predicted that there will be a recovery in the world oil
market by the mid 1990s, with prices rising to $31.5 for Nigerian. crude
by 1995. Oil export volumes are estimated conservatively at an average
of 1.22 mbd in 1986 rising to 1.27 mbd in 1987 and 1.57 mbd by 1990.
Oil exports are projected to remain constant at 1.6 mbd over the period
1991-85.

1.2. Non-Oil Exports - Based on an estimate of $0.3 billion in
1985, these are assumed to go up about 20 per cent per year in nominal
terms over the adjustment period, reflecting the impact of the policy
reform measures and the low starting base. From 1990 onwards non-oil
exports are assumed to grow at about 10 per cent per annum.

1.3. Non-Factor Services Exports - Based upon past relationships.
This item was on average 3 per cent of goods exports. Taking into
account the new incentive measures it is projected at 3.5 per cent of
goods exports.

2. IMPORTS

2.1. Imports - 1986 imports are calculated at a feasible level of
$6 billion. Due to the anticipated financial support in 1987, imports
are projected rise to $7.4 billion in current prices and grow by 3 per
cent a year in real terms thereafter.

2.2. Non-Factor Services Imports - These are projected at 20 per
cent of the level of the imports of goods, based on the historical
relationship between imports of goods and non-factor services in
Nigeria.

3. INTEREST - Is equal to interest due on debt outstanding
provided by the World Bank, to this amount interest on future World Bank
disbursements, rescheduled debt and commercial borrowing is also
added. LIBOR, the base rate used in these projections, is estimated at
an average rate of 7.5 per cent in 1986, 8 per cent over the period
1987-90 and thereafter at 7.5 per cent per annum.

4. NET TRANSFERS - Projected to remain fairly constant at their
real 1985 level throughout the projection period.
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5. OTHER NET PRIVATE TRANSFERS - In response to new incentives,
which will encourage private investment, this item is projected to go up
by $50 million for each year of the projection period from the level of
$350 million in 1985.

6. DIRECT FOREIGN INVESTMENT - In response to new incentives,
which will encourage private investment, this item is projected to go up
by $50 million for each year of the projection period from the level of
$350 million in 1985.

7. MLT Disbursement - This is the sum of projected disbursements
based upon the present commitments.

ASSUMPTION USED IN THE MACRO-ECONOMIC PROJECTIONS

1. GDP Growth is the weighted sum of its components below.

1.1. Oil Sector - Growth is based upon production volumes used in
the balance of payments.

1.2. Agriculture and Industry - Growth rates set exogeneously to
reflect new incentives. Industry growth is expected to be mostly due to
better capacity utilization. Note that service sector growth is below
industry and agriculture but chosen to be consistent with target growth.

2. INVESTMENT - Separate projections are made for public and
private investment. The former is mostly Federal investment which is
obtained from the analysis of government budget. The latter is based
upon past relationships between private investment and some major macro-
economic variables, adjusted to take into account new incentives.

3. SAVINGS - Gross domestic savings are calculated from the
national account identity and is equal to Investment plus balance on
traded goods and non factor services:

4. NOTE - Incremental capital output ratios implicit in the
calculations are based on constant 1984 prices. The calculations under-
estimate investment which has high import content component which is
calculated at an overvalued exchange rate.



MACRO ASSUMPTIONS

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Exogenous World Price Parameters

import Price Inflation -- 0.009 0.095 0.070 0.055 - 0.050 0.045 0.045 0.040 0.640 0.040 0.00

Import Price Index 100.0 100.9 110.5 118.2 124.7 131.0 136.9 142.3 148.0 153.9 160.1 166.5

Libor % (Dollar Denominations) 7.5 8.0 8.0 8.0 8.0 7.5 7.5 7.5 7.5 7.5

Nigerian Price Parameters

Real Exchange Rate for Goods and Services -- 1.00 0.86 0.71 0.60 0.38 0.38 0.38 0.38 0.38 0.38 0.38

Average Exchange Rate 1.31 1.12 0.85 0.65 0.50 0.30 0.28 0.27 0.25 0.23 0.22 0.21

Domestic Inflation 37.3 10.0 24.0 16.0 14.0 12.0 10.5 10.5 10.5 10.5 10.5 10.5

Oil Sector Production

oil Price (S per barrel) 29.07 27.50 15.00 16.50 17.50 19.00 20.00 21.50 24.00 26.50 29.00 31.50

oil Productiop (mbd) 1.393 1.490 1.450 1.500 1.600 1.700 1.800 1.835 1.839 1.844 1.849 1.854

Oil Consumption (Domestic) (mbd) 0.301 0.250 0.230 0.230 0.230 0.230 0.230 0.235 0.239 0.244 0.249 0.254

Oil Exports (mbd) 1.092 1.240 1.220 1.270 .370 1.470 1.570 1.600 1.600 1.600 1.600 1.600

Oil Cost ($ per barrel) 3.90 3.91 4.28 4.58 4.83 5.07 5.30 5.52 5.52 5.74 5.97 6.20

011 Cst ($per brre1
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MEDIUM AND LONG-TERM DEBT OF THE FEDERAL REPUBLIC
AND STATES OF NIGERIA AS AT 3 1ST DECEMBER, 1985

(USS MILLIONS)

Total
Medium and Long-term Debt Direct Guaranteed Other Foreign

Debt Debt (1) Debt
International Organisation .. .. 1,344 - - 1,344
Bilateral Credits . ..
Government Credits .. (400) (-) - (400)
Export Credits and Guarantees .. .. .. .. (3,073) (1,237) (4,310)
Total Bilateral Credits . .. .. .. .. 3,473 1,237 - 4,710
Uninsured Bank Debt Credits .. .. .. 2,680 1,382 - 4,062
Uninsured Supplier Credits .. 900 60 - 960
Foreign Exchange Approvals (State Non-guaranteed

Debt) . . . . . - - 480 480
Uninsured Promissory Notes . . . . 1,309 - - 1,309

TOTAL, FOREIGN PU3LIC SECTOR DEBT .. .. 9,706 2,679 480 12,S65

(1) Debt guaranteed by the Federal Republic of Nigeria.
(2) Approved claims at 31st December, 1985.
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TOTAL EXTERNAL DEBT OF THE FEDERA-L REPUBLIC OF NIGERIA
AS AT DECEMBER 1985

(US$ million)

NMedium and Long-term Public Debt (from Annex IV) 12,865Private (non-guaranteed) 420
Short-term trade arrears- 4,410

Uninsured 
(2,640)Insured(170

- - - - - - - (1,770)TOTAL, EXTERNAL DEBT -i:, 
- - . - - 17,695

idThese are tentative estimates subject to reconciliation and veiification. These estimates
include S920 of interest arrears. The MLT total of S12,865 million includcs a total of $1,309 inpromissory notes issued on the uninsured trade arreas as of December 31, 1985.

30
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PUBLIC EXPENDITURE ALLOCATIONS: CAPITAL EXPENDITURES

Naira million (current prices)
Sector 1986 1986 1987 1/ 1988 1/

Likely
Budget Outcome Projected

Agriculture and Water Resources 893 602 1,181 1,529
Mining and Quarrying 88 60 167 241
Oil and Gas 400 321 667 966
Transport 418 351 972 1,288
Industries 606 502 903 1,207
Power 121 100 236 402
Housing and Urban 260 181 361 483
Communications 98 80 181 241
Education 449 301 431 563
Health 81 70 181 241
Commerce and Finance 206 100 139 161
Other and Unallocated 581 461 903 936

TOTAL 4,290 3,130 6,320 8,260

1/ Subject to revision.
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TO: Mr. Bilsel Alisbah

FROM: W. S. Huphrey

EXTENSION: 7-8059

SUBJECT: NIGERIA - Work on Government Medium-Term Program Paper

1. Three weeks ago the Government appointed a Committee to drawup a paper for Nigeria's creditors setting out a medium-termadjustment program, building on the 1986 budget and including
additional measures on exchange reform, public expenditure andparastatal reform. Last Friday the Committee submitted its report tothe Secretary to the Federal Military Government. When I left Nigeriaon Thursday evening the Committee was working far into the nightputting the last polish on the attached draft in which all substantivepoints had been settled. The summary still had to be agreed and someof the figures reconciled.1

2. The Committee was chaired by Mr. Okin, Director of Revenueand Research in the Ministry of Finance. It contained members atequivalent levels from the Cabinet Office, Central Bank and Ministryof Planning. The Secretariat was provided by the Ministry of Finance.There were a number of all-day sessions, the Chairman's approach beingto allow discussion on each item to go on until a consensus emerged.Although this lengthened the process, it meant that the Committeemembers fully identified themselves with the conclusions.

3. The Bank staff worked as full members of the Committee fromthe start. It was a true joint effort in which we were treated ascolleagues not as outsiders. Ishrat Husain ably led our team withPaul Isenman participating for one week. Tom Allen and Iradj Alikaniwere involved in all the work while T. Swayze and I participated inabout half the sessions while we were there. During the first weekand a half the Committee discussed various working papers on differenttopics submitted by its members, including ourselves, and reacheddecisions on principle substantive issues. We were then invited toproduce a first draft of the final paper, reflecting the Committee'ssubstantive decisions. This draft was then discussed line by line ina series of all-day sessions. Sometimes two or three lines weredebated for an hour, but a consensus was always reached.

4. The two areas which caused the most intensive and lengthydiscussion were the design of the second tier exchange market andcomposition of public expenditure. The overall size of the expendi-ture program caused little debate since this followed from the agreedassumptions on oil earnings, exchange reform and the size of the
budget deficit in relation to GDP.

5. The Committee had a mandate to recommend the main features
of a second tier market scheme. It would have been better if we couldhave waited for IMF advice on this, but we had to pitch in and help
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especially since the government's preliminary ideas were clearly
unsatisfactory. What emerged is summarized in paras. 36-37 of the
Report. This design will clearly need further reshaping by our IMF
colleagues. We emphasized this and also said that a much faster move
to a unified rate would be highly desirable. The Annex to the paper
on the scheme is not attached since it is being reviewed by Mr. Quirk
of the IMF in Lagos this week. We spent a lot of time convincing our
Nigerian colleagues not to overcontrol access to the second tier
market.

6. The Bank's public expenditure report was reviewed in detail
at a long separate meeting chaired by the Ministry of Planning with
representatives of the sectoral ministries and Bank project staff from
Agriculture, Transport, Education and PHN. While the representatives
of the sectoral ministries tended to resist all cuts, the Ministry of
Planning official in charge of each sector broadly supported our
views. The main area of disagreement, as we expected, were our
recommendations to reduce drastically proposed expenditures in the
steel and petrochemical sectors. The outcome of the meeting was
referred to the Committee. After some hard discussion the outstanding
issues were resolved and we emerged with a composition of public
expenditure in line with our report. The Committee has recommended
that the programs for steel and petrochemicals be studied and, if
necessary, restructured with World Bank help. Until this has been
done expenditures on the doubtful elements will be minimized.

7. On parastatal reform, recent government announcements
provided the framework and the Committee easily reached agreement.
There were relatively few problems on monetary and fiscal management.
The Committee adopted our recommendations on rescheduling and new
money.

8. The macroeconomic, balance of payments and fiscal
projections, were a true joint effort. The Committee agreed the major
assumptions and Iradj Alikani and his counterpart from the Central
Bank sat in front of the IBM-PC at the Bank's office discussing each
subsidiary assumption, plugging it in and coming back to the Committee
with runs for further advice. As you can see from the Annexes, we
have a plausible, if tight, scenario following rescheduling and the
injection of new money. Imports rise gradually from their very
austere 1986 levels, real GDP growth keeps ahead of population growth
and the fiscal position benefits by the exchange adjustment.

9. The oil price assumptions are, of course, crucial. The
Committee chose forecasts midway between the IMF's "$15/barrel in 1986
maintained in real terms" formula and the Bank's somewhat higher EPD
projections at the date we left Washington. The Nigerian members made
very conservative production and export assumptions, since they wanted
to be consistent with their position within OPEC as advocates of
production restraint. If OPEC remains in disarray, Nigeria will
almost certainly export at higher levels than those shown. Assuming
that the price projections are neutral, this gives the overall
projections a conservative bias.
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10. We understand that the procedure for processing the
Committee's report will be as follows. It will be sent, without
further interdepartmental review, by the Secretary to Government to
the Presidential Advisory Committee (PAC). This is a committee of
"wise men" outside government, chaired by Professor Aboyadi of the
University of Ibadan. Then it will go on to the Council of Ministers
(FEC) with the PAC's comments. The FEC's comments and the PAC's
comments will accompany the report when it is considered by the Armed
Forces Ruling Council (AFRC). Any amendment mandated by the AFRC will
be incorporated before the report is submitted formally to the IMF and
ourselves, hopefully by June 1.

11. Assuming this procedure is followed, it is important that
any informal feedback from IMF staff and senior Bank staff is made as
soon as possible. The visit of IMF staff to Lagos this week with
Messrs. Ouattara and Allen following on May 18, should provide an
opportunity for this. I promised Ishrat that we would try to get a
quick reaction from Messrs. Stern and the Regional Management as soon
possible, so any additional suggestions can be made before the paper
reaches the AFRC. I am also sending the paper to my colleagues on the
Nigeria Working Group.

12. When I left Nigeria, the mission led by Mr. Bhargava to work
on the "second tier" Bank loan had just begun work. It will be
working closely with Mr. Quirk of the IMF in the course of this week
with the aim of coming up with a detailed proposal be the end of May.

13. At present the report is regarded by the Government as
highly confidential since it has not yet been reviewed by the FEC and
AFRC. In theory, only those authorized by the Secretary to Government
are supposed to read it (the Nigerian members were asked not to show
it to their own superiors, though I think most of them did). We
recommended it be given to the IMF staff immediately on their arrival
on Monday. Because of the sensitive nature of the paper, I have
numbered the copies being distributed at Bank headquarters.

cc: Messrs. Stern, Thalwitz, O'Brien, Eccles, Isenman, Beguery
Dubey, Vibert, Morais, Rischard, Larkum,
WAINI staff.
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1. In the face of the current weakness aild uncertainty in the
world oil market anu the mOunting debt service burden, the Government
as decid.d to aut aanti aiy increase the p ace of pol i c refor m

articul ated in the 1986 Buidget and to seekspotfo h
international financial community for their sce. T[ese r.f:r.-
are di dsined to c -ct distortions and otherLo t ct
pr~oblems) ; acing the sconoy The reantsbtnta eliei i
prices coupled with the bunchinl o~f Nigeria's debt srvice

obligations over the Iet few years have exacerbat it problem
Giv1eni the mTagii tnde Q+ t-hese problems thsbcieovosta
pol icy reforms by themselvyes wol -oeaeut.Teeoe
assistanice fr-om the int:ernati onal financiad.l communit isnedt

hel p Ni geri a achi e9e grow/.th .

2. Nigeria's debt crisis relates not so much to th sieo h
debt, but to the unavourale 1: repayments prof ile. if Nigeria
spread the buraen e/er .a-- number o yer and obtin reasonabl ieveio
of new finance on eItended terms, then a viable and more resilien
eIooy can emerge. The Governmet appreciates th- recent morato
on deb repaynfts granted by commercia ba n crei tor- which has

provi ded some breanhing space t'o put toehethsajtmn

has bsen sought

7F t-ma a-is of the programme are-,

I tachieve renewed w and finan

(Il) t r astrunture anid diversi fy the prdctv baseo
te ecroomy/ ini order to reduc deednc:nth i
sector and on imports; and

Civ) to lsieni the dominance of the pubi seto an

Tecore poiies involv\/ actionE to: Ui) corruc -h vrawto
of heNaia hrugh the setting up of a \/iable 5econd-te 4csir



achange m~are anld adjuistmient toteofcia q ihteamo
tgrating the two markets wi thin the ra re pri ad a )

pnprOVe public expenditure programe aTTnd the speed ratioralizat ion
of +ha parastatal sector. Other pol i cy refarms whih are vitYa

nclude the liberal isation of trade anc price controls, adcption of
appropri ate interest rates, install ing a system of export incentives

Ka enLcourages non-oil exports and introduCig Iiscal measures that
encourage affi ccient import repl acemen n ict constrains have bean
placed on the budget deficit and a tight monetary policy will be
pursued during the programme period.

par aT... ad oi ia F i .ad

this frameework market forces would increasingly repl ace
administrative controls on imports. he for eign exchan nn

+rorm non-oi. exports would be channelled through t-hin market To

giv th m.3r3a~ .'arke-ct. an in!Lialm spurt, dther. S vrp"l n3Iant wil ca nne a-

unds. Th eat $.5 bi on t M
te marke ihrteUa calender year of theshm -- e,

su r .ed mane: The Government wl
revise its ampendifures by reorienting their comrposition and scpet
match available reoorves. A~ /ystem oef public expenditure planning
and budgeti ng whi ch rocogni zes the uncertainrti es of oil rev enuswl
be insti tutionalised and operated within the framework of the
three-'Year adjustment- orogramme. Priori ties ha-e been set for the
completion of projects nn the basis of economic viability and
completion~ costs. Parojects of doubtful vibilit wil be re-eaie

- ~with a vi ew to restructuring or rephasing t~hem. T!hose that can not
he made vi ablie oven i n the l ong -un wil h e gabandoned.Olfenw

projects will be commenced but in any case. within each Eector,
mainteniance and suppliles needed fo e) 9fficrient opera-t'ion ofe-st
assets wil[ be gi ven pr inri ty/ over now i nvestment. Vasr0

puol i Funds t~o~ Icime cia Voine aatt ove oprain
- 'ici K will be el iminated during the progra a per a in

aspec c a p andi ures, .1 ITT Ip '~~F a -. 1
R 3Cr e a 1 Y r n Y th capi tal market. W ithi n the Wtan3 onI

up~~ or rksn vtiu of paraSt:.als are bening preparyd. Commercial
orenatonan ic"El autonomy ad hacults Khe

.. 1ruc tu e the ecnc- and increase the ah:if th 3''.

Secto u Over L AiP i- i rei a s va in the
vcucmy,~ al though Ecl K foundat ions A il! havbenM Outh

tran&Uton ho a Moro balanced economic structure Whilnedra
.rowt in non-oil p'rts can be expcted the s base fr-- aia

they are strting means that they cannot he a m f i h
ational development effort until well in t



short-run most growth will cone primarily from improveo capacitv
uri lsation and the efficient production of impoct essitnts.

However, the impact of macro and ectoral policy changes that will be
pursued during the programme will encourage more efficiercy n3
agriculture and industry. This will ensure an increasing share -- f
Khese sectors in the producti on and consumption structur e of the
economy, thereby leading to significant increase in the domestic
resource content of production for both the domestic and export
markets,

inai plan is based ono

Wihte policy measure an iacn akg npae h

annu abou 4 pernt up o n the event o

reduce aterna debt obl igat ions if oeeolrvenue "all
belo theprojcted l wvel , the Governmentwltaepror &

addiiona adjustigme=nt measures.

8. Thle G~overnment envisages a maliya receuing o 13
4er of the pri-nci pa of medum a3

to Paisand ELno SIM creditMrH in lc9 t rough 1991 with
p nt spread ve years egnn n 1992. Repayment

simiar trms isaloasmdith iacapln Hwervn
wit ths rescheduled temteewl-ea ~enlrsuc

equial sprad of ik.TeWrdBo a niae hti
would be wilng to in-aeislndn oaot$J0Mlc e-

loans of about10 m non a year from the Lrnandn Pai Clb

ac exece 1w 1rvi . I th4444. remanin fiacn rnqi-~Jm'



l v 1961 - u 195.

EACKGROUND: THE EEGNE -A F THF EC NmM1C'S

The oil boom (1973-BO) brought with it fundamental changes in
the Nigerian economy. The principal aim of the Nigerian
decisi onl-makers over- this period was to conve-trt the groNing o ii
rfevenues into : rinvestments in soci al physi cal and economic

Sfr.astr zture. Whii le 's gni i ant progress was mae i a number of
sectors - primary school enrollment dobled,
capacity tri ped and ref ining _.arity Iuadrupld -C some :r
investment projects were undertaken which have been found to be
onviable, questiua.:::ble in their design and probably bynd h .
implementation capacity orf the GovernmTent agencies. Further, th,-
pol icies pursued ied to strctral changes wh i ch rerultn ii i
ecoomy wi.th sustantial price distortions and vulnerability
external shock. Tir, the e'onomy became heavily dependent o crude
oi . By the beginwng o f the 1980s, the oil sector accunted for 
percen n GOtP, 2i perent of gov/ernment revenues and 96 percent of
export earnings. Second, the competitiveness of the agricltarAL
sector - the major source of GDP and exports before the i boFomt -

aeroded by the effects of an appreci aling -i'.

pring poloiies and rura'-urban migration. The sector1' siaFe of
D had ier from around " percent M GDP: in the erjy .0 to:
prcent in 0 Tird, pend re and production became hi

depenJer )n impri:. By M0i:, imports had rached a level
equivalenit to Drie-quarter of GDP? doujble the rati o prevai ling in the
iilmmediate pre-bcom years. Nigeri a became a major foond imporer. an-

.reat2r wealth wnhanced .unspicious tonsumption of imported luxury
goods. The structure of incentives and contros encouraged

.mlarnufacturictn.i production based on imported inputs. * the
public. sectnr cam~e to play a dominant role in the= economy, acc unting
f or around hall M o Ni ger i a's GDP and two)-th ir ds of modern s .ectoi
employmenit at the start of the 19B0s. TEhe Enharprises Promotion
Decree of 1Q72 set the basis for the largent3 : 13-scgale
participation in the banking, insurance and indcstrial sectors. By.
1980, there were around 70 non-commercial and K10 commercial federal
parastatals, many of which needed financial support to coyer
operating losses,

Te wconumV Nas thuss ill-equipped to handle the cnllasei
toe world oil marQMt ahich began around the middle oef 19M.Th
dramat ic r educt ion n n cr ude oili producti on andteflinolpcs
led to a sharp deterioration in publ ic fj nances and evpcrtr-ne

Patl becauseu of expectations that the downturn would besotAe.
te Federal and Mate 3uovenments were at ir-t reluctnt t op&
grip with the situation and curb expenditures accordinl.F
examplea., ambittions pnblyic investment progr'ammas cantinudt be
implemented. Sizeable external and fiscal imbalancsourd
Enternal resarvas felli abruptl y and at the same time h-wa .A
large scale accrumul ati on of trade arrears on top usata
public borrowing Lo f inance the investment programmes. Th fscal



and other austerity measures pursued since 1184 were not without
.Onsiderable costs. The drasticaly1 reduced supplies of raw

motecialB and spare parts to the import-dependent industrial sector
led tn plant closures, a aubatantial drop in capaity utilization and
vxtensive layoffs of the work-force. Severe shortaee~s of goods led
to -ery high prices for many essential goods. investment as a
proportion of GDP halved between 1981 and 1985 (to 14 percent) with
private investment shrinking at a f aster rate than public
nvestment. Cut--backs across-the-board in public expenditure meant

further delays in completirg viable proecs thus escalating their
anld depri ving the e.onomy of their benef Ee after

Mowing for a s ight upturn in 19E > resl of irs o
producti on and improved harvests, GD in 19 wa soe1 ecnt

ower than at the bagicning o. t
consumption be=ing Hell below the levels recorded in the early17S

S External debt service obligations increasd teo (t

debt outstanding and disbursed at the end of 195 of W13 billion
ncludedi II1. billion of medium and long-term public debt. and
reconciled short-term arrears of $1.1 billion. Te seveyo
Nigeria's debt situation relateE not so much to the size oftedb
overhang (which in 1985 amounted to arund 140 percent of : xpcrts
compared wi th the T5 ecn vrg fal ideicm evl
indebted counitriesa=) butt h naorbepamnspoieadte

poosr outlook for the oil market.

the policy inadequiacies of the past, and the :unc hing of debt
servicing obligations have prod~nuced a difficult economic situation
adverse!/ affecting the external and fiscal balancs. Despite t
policv adjustments made during the lost two /ears r-j me o g
in the 1986 bu dget the recent sharp decline in the oil prices ha

Kjosment Cosequently, this medium-term ad asiment program (Wuly
138 - una 19) sets out the Government stratngy to cop-e wit the

present crisis. The essence of this strat.g. i, t i le I met
med ium-term rn orm program aimedj at restoring susainred g.row.h arie
maing MTh eonomv less dependent on oil. A: rnchaduing of the
existing external Oebt as well as mode:,t adidit onal nernal capita;
aen als.o r equired in order to mairtain import, of a level consisteot
with the restorat on al growth,

5.~ ~ Th cnmi and firancial situation at W and of 1981, when
rhe armed forces assumed power, remaine veydfiutCneunl,
the armed foces= haj to focus their efforts on improving teh n~a
economic situation. Policy initiativswr artoipve M
efficiency Wf public adminiahration, restructuring expenditure
pol icies, fostering &i nanci sl disci pl ine, reding h vrl ay
deficit of the Federal and State Governments, cjting importis



sharply, and eliminating the accumulation of further external
Arrears. The present Administratio *.hich took c nq o' the

74 of state in August 985, has furthered those reforms II-)
adi tio, it has recognized tha austerit. i u

od tment constituted an inadequate response to the economic
p e faced by Nigeria. it has already made a start ofimplementing some of these structural reforms. it has armounad- N Ue residentI: Budget Speech o D 1985, the lanhng of -

much broader effort at structural adjustment, on which the
Tedim1-terml reform progr proosed here is base. Before turning
that program, it is usef t o consider the progress made since 198:

This iogres to date is ortant in i l ed as is id
of the se io::.n an

approaches the frhr-frspooe ee

6. hEtigt iscl oliy wru orc 194 as enabled the
u1 I 

C Ir ll!

in 1961 to 2. pecn in 1935 Dpit th recen shr dro in oll

I .II KI - ~ I . - r~ . I f ~ f -I ~

i h deficit In the first quarter of 196 has been mantained
ne target leveK

7. The reducti on W the pubi seto deii a civdb
duction of expenditures and an increase of revenues In 194 th

"overnmsent's overall n penditure program was cut by 28% in nomiral

terms (40% in rea Item) while the
1 

feea! colce revenuesI

Ngw by percent. This trend continued in 1385 as current
expenditures were redu d by3 percnt and preliminary fiues of
Government revne shwa nraeW.. ec eaiet h

S. Rec uarfent expenditure polic a aimed at with streamlining
public sector employment to reduce the burden of wage bill. Publi.
sector wages were frozen and strict Limitations were placed on
tansfers to parastatals and to state government. The State
Governments alno substantially cut back their lnpenditue in real.
terms. All1 the si::ates Lnoue aqesr18 n which rcecrrent

state genrantek scorces.

budget def icit were Innorporated in th 56Bde.Sbtnil
redluctions were aaccpErtd by pulc erat -ntprvaaiu =

a wde ang ofPoesitlonr. Transfers to commorcia ~yttl
being cut to 50% of their M5lvls h ovrmn
substarntially increaned the relative emphasis on the maintenanc ',an
rehabilitation especially in education. health atd higwy sector
despite an uve :a11 reduction in the level of expenditr,



key reform announced in the 1?36 :AQdget was the aLimination
te subsidy on petroleum products. With the r devlopments
ini M i lmarket, the price of these - n

internationa pr.- i ce Ot e su si ie pa ti ul rl thos Ana

.1 TfI di 
i n i

cultural inputs including ertilizer -r
nputs are alo under costant review. A the - on

-i ** I... I , -*

d i

e macroeconomc psued b

improvement in rubi h h
rate oef monetary agregas Ne domesti asst av grw taaverage annual rae Monl 0prcent inthlatwoyrs e

perME:: during 18-ST oprdwt 7pretices n19

Gvernmilent secto ncreased t
the actun! increas n28.%i153 Thpustofigtfca
and monetary p::lieQqtewihabm-rvs c food arpE
hlad anl immiedl ate efct on in ato. Tei ltonr e d n
to about . . .. per cen n 1995 f rom an annuarteo40e-ni
raeccrded a year eC'E,

prevailed ithe .atteCntrlSwhsc a noia intrs

r r >=. - .. & I

rates are now p in ni
Cntritulea Qo the stutrlajs At by inrasn h

n"oen ives &o3r saving and the effc"Yony o allcaio
hnw\estmont,

credit awn 18 Thn -a Lr
rigid~~~~~~ An n iy ~ pvn h a k '' - i N i heV

el m ra e bynv a "s 3 7

ecodeaa srplsecor pol. * .

S15 2 Th le s riu ol q im t per ormnc i IM d M
-relnc Ed the tmr mct cf st0: nter -u ~ d m n g m n p l m & r u c

sur. iu in n o 1384 and a1 fu t v 2 per en su p u n 1 SE, Th c



rn. Gverent is fill ayre that V reut a in
ast two years cannot be h

i rts with widespread undar-utl. satii o industria I a
Lrasing unemployment . The i .r le has been cut fo M 15

ownh of US $18 billion to US $7. bilion in I.5). The rped ts
compress imports was reinf:rced by the increasng demands for debt
aervi ce payments as amortizatin -nerirbrownsfl u

SSince 193 the Nigerian Ger nlment has al1lwed t v-icr tL
ar- agjns-u rte major forei curre.ncies. The 7ominal nai radoll

od th nd o 19B5. Siia 3sm~sweemd gis M

19 Th ldbt borowng statg othGvenmnt ha

4u t4.6 mi i MO to u Ell b l aeM

thetoai rw externa! borrowing has teen lmtd to ..oe h
last two years. The copos~iti on :ad termso e orwn nas

shfi ft-ed drastina The main , bri ngs[4, have been fo the
multilateral creditors such as the World Bank whosefiacntem
are consisternt with Nigeria's lorng-te~rm develoCpment needs.

.Shon..-.erm harrowing at relatively higher interest rate has benr-
generally avoi ded. Desp it t: he d iif icol t payments situation N gcO-

remiainled Crrent ici i ts ser-i ci f meim n og-emdb.i
al so 4ul f i lled itis cbliahi ons i etn gemn ne h
refinanced letters of credit nonciud i

W ' E AND E'LIN PI I F4

lel. Wa-e poli cy guidel ines have been used to achie-;
atabilisatiori pol ioy targets. in order to reduce publc secto-r
expenidi ture tatrgets and aggregate demand, ngeeral saar incres
hOM beeni g:ranted publ ic sector empoees ic 92 Gvntehg

flaton ra2 in recent years, this hs rsu r aer
eras n of real wages, even ir fr benefits ar Le i

co un L f.ecti -e jani..uary 1., 19S, the G vrnmaqt hsi tnb 4ri
measures5 to recover costs for seroces poie o ulcsco
emplo ees. The wage policy guidelines for h hr have

benef its. Wage i normses will be alloe dui th pgnem y
but at less than the rate Mf t l ati on untlteFnnia iutop

.mprov3s substant! L I 1

20 Substanni nl r0dUCHiOnS LP wcjrkfmz wCnprsA~ m.
i c servicei have taken plcy since 1984. "he recessinn in ecwom

nati vi ty has forced similiar cuts and r-etrenhet ntepis,
Sector. Availiabl e labour statistics indicat h uepomn
by 18.3I beteen M2I and 184 and may beert -

Governmente i s deep~y Lanuerne phtegoigpclmo



unemployment and intends to channel more of the available resources
to fha producti ve sectors of the econovorcetnofmejb

(J y) Rea .-to Pl

+ + 1agiulture. in particular, the Go-vermn ha u akshrl hn.
f oof imported agricultural commodie

disicentive to domestic a gri cultural producti

numbater of imfiportant instttonareom hav als bee
inrduced by the priase~nt Aedminitaon Thshveasamjr

objectie redicing [he re o; Governm nent indrctrdcin
incre~ogl fcuasing onI providin the nesar iptsrvcso

farer witin a" approprit -areooicfaeok

the ovenmient has remToyed oe cntMsuc f iicniet
farmers by deci ding to wilnd upall thesiComdtBarsb

D3 The internal and ternal ing h
commities are nowi open up) to privgate indvdas .opne.

poeso, ec. The d6ecisi on to wsind up the bard hc a o
poly in the purchase and o

- 1

_4 . S t Rl t Qr A u.h o ri.i e s

hav als bee re u e from-- M to 11I~ an i has bee dec de that the

RMn rrln tisninuraedterrc agricultural production n

ac i it e an nd f oc us o the r de l o m q of wa e p our s h

Arcul ture Oev/el opment Projects (Ds hc sete eeoe
wtthe support nf the Woarld B ankwl no Q th cetpic o

the prov vica Mf e Kenslon, inpu up adi r srctr otc
"atnoq's smalli hol derT who aretopathke lvi

shrte. fr culerating agriculura grwn To upeet hs
Tufri atte smallhoder levelapcgeo netvshsMr

adofe t en)courag cpni to invs fund -n aaeen kls
tde lp ca mmer aiMTrs7

d F

Dairies Limited, Madar Li. the Nigarian Food Compan n th,.,
ci atoir. In addivion the Notio nal

Nigeran Raches1: Com ' Qn i s area b11eing wogund u.Prhretrrs.
wilby pri vatlqcd Df Lountup whn th;; vrnnthscmoa h
o-ong review di scassed below



-~ 1i -

. improve the affi c ency anda i .it of iput sp M
. f+ar mers throughout Nigeria the Government iso withdrh.i-i

: importation, transportati on and distributionif i erti*- 'u
Vortilizars will now be imported and distribtdb h cvt

27, As a f urther step to encourage farmers to stay on their
and to accelerate the movement of agricul turaD produce f rural

ar eats to urban centresg, the Governmnhaesblhd h
Directorate o-f F vood, Roads and infrast rucure hich ill wkn
concert with the ADPs in the expansion oef rural feeder roads as well.
as encouraging agricultural pwn.d.: 1iol

bea en sifted +rom one ief a public sector dominance through investmen .

macc.nom environmen and other ince F t p

investment in to concntrate more on proiin of necessarv service=-
and infa structure. The importance of small and medium scale

nd-tty in prvdn asg
value-added has alcbe eorsd rvso fcredit t ml

enepie ha bee maeudralreo rdtfomteWrdBn
f~r thi purpos.

ntonalization of Lh trJstructure. This was designed to reduce

irt duties was reduced fo its previous extree iio d
th mos part clusters n.ow between 10 and 60 percent Awiearey
q goods that were imported duty free Aere placed undertr~s h

d iser rcheme and the General oncessionari Rates of Lt
ich rant'd low and concessi ng rate on im po

oter imported intermediate products wera aboliha h Seci
port duties wer epaed .. a..r.. rat e m were

tntended primarily to end the discrimination aan ont:
resournEo b;ased: i ndu:stries and disconraged theus0;cmaig
mports. The measu-e3 were not, Mwever, suf iien to o e the
ubsidy implicit in the overvalued achan which
a?; imported inputs wad raw materialH ralativel Urcie.

ncreas the utiLisation oef capacity oef the existng indat
Uber al li cences wer& L ssmuEd to the manuf actrs-ohrha.
general tradar s and wholes:alfiihdgosmpre. Cnue

tha aufacturinn i ndustry does not beomeecesvlypato
the coy eragn of dcooetic axcise dutiEs was enlrd to trluesv
00new products.

n. .r.. ...t ... n r.... .... _ I



deeneceonipot, nhne h non-i oD... base:F as well a
bring t:he econom\/ back on the path oef stea-dy and balanced growth'.
Speif icaly, the major objecti ves of tie proram. m -rehT

W to restructure and di eri t poductive base f
the economy in order to reduce dependence an the
sector aid oL imIpots;

(tachie\/ fiscal and balance of payments ri *jt
oer the medi jm term;

Kii) to ay the basis for sustaima;:: n.r-infain-,
growth over the medium and l .. ng-term

Kv to essen~ tLne dominanice cf the publi setr -mrv
its efficiency and to tap the grwth potenta of the
pri vate sectnr '

was promlg ated whch Emowr th -rsdn oisEodradmk.
r~egul ati ons dur ing a 15-month econmceegnypro a
promul gaed inE 1985. Unader itePsdntsgvndscreinr
powers to put in place megasue thtwl-mrv teeooy h
act i ons tak:eq thus jfor osrder teDc-2 -nld eutini ae
anld salaries in the publi c and rvt etr n upnino
lumb er n+ :n..-es t i al projects.

37 The LI~Li economi pefrace. envisageAd u~ne the programm
epreen a departure from pas rinc in th emphais is

placed oi Ly an demand manag ment c bu r supplyoriented measures. Consequentltesceso the programme
depends t a l arge extent, on the spee atwihtearclua
anid th"e manluf actur-inFg sectors are rehabilttd

74. Nigeria experiernced a persistent decline ofsp imatel
1.%per arn-um in real GDP between 1961 and 1M Apart froum the oil

t wher oupu. increases .ere recorded. h Itoher setors
c ul ture and manufacturing rec -rted ne d:i c i

t benso IgaliEt this bac Iroun'
taretsundar" the programme are atosyptmsic nheWlE

nhe nonoi sector i s prongrammedi to atta n an avrg algoth
rat 5 A .ear beteen IqB7 andT a s

expcte to gow at close tco 4 percent a yeawhlteenigd

grwt rat of the iiutra seto is abu Iarcnier&n

The servc sotor nhich has witnessed Daryrpigrwhat in

i'~ . I + + - -

government~~~ ~ ~ ~ ~ co t aVl Iin ex ec e to g o y n t m re t a . ..

15 Te an elmet ofte adjustmnt prgam -r.



(il) strengthehni oio ~f the hi therto rov gdean
manl~agem~enit pol icies;

() adoption o~f measures to stimulate domesi prdciF
and broaden the supply basm;

(ii) 1 adoptio1 of a realistic exchang r ate poicy1

(iv) f:urther rationalisatio/r-estructring cf the tarit '4
to aid the prooItion of industrial diversifi n .in.

W ~ move towards trade and pamnt lbeai ti

secto entepie.
11

ove va udion nd th -a r h o g h e ti g u f a 4 a l n

su st nt a 5c oqd t a forte n ex hag ma ke an d u tm E t
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OVMa;-86

1985 19136 1987 1988 1989 1990 1991 1992 1993 1994

B A L A N C E 0 F P A Y ME N T: ACTUAL A D J U S T ME N T P E R IO D

CURRENT ACCOUNT BEFORE FINANCING (BILLION $US):
EXPORTS OF GOODStNFS 11.57 7.38 8.47 9.84 11.41 12.88 14.10 15.73 17.38 19.05
OIL EXPORTS 10.89 6.68 7.65 8.77 10.19 11.46 12.56 14.02 15.48 16.94
NON-OIL EXPORTS 0.32 0.40 0.50 0.74 0.83 0.98 1.07 1.18 1.32 1.47
NFS EXPORTS 0.36 0.30 0.33 0.33 0.39 0.44 0.48 0.53 0.59 0.64
IMPORTS OF GOODS&NFS -8.60 -6.65 -8.66 -9.44 -10.25 -11.06 -11.86 -12.73 -13.67 -14.66
GOODS IMPORTS 1/ -7.40 -5.73 -7.50 -8.15 -8.81 -9.49 -10.16 -10.89 -11.66 -12.49
NFS IMPORTS -1.20 -0.93 -1.16 -1.29 -1.43 -1.57 -1.70 -1.85 -2.01 -2.17
RESOURCE BALANCE 2.97 0.73 -0.18 0.40 1.16 1.82 2.24 2.99 3.72 4.39
INTEREST 2/ -1.34 -1.16 -0.94 -0.74 -0.54 -0.40 -0.31 -0.24 -0.18 -0.13
-PARIS CLOB -0.33 -0.42 -0.38 -0.31 -0.24 -0.17 -0.12 -0.08 -0.05 -0.03
-LONDON CLUB -0.50 -0.41 -0.29 -0.18 -0.10 -0.05 -0.03 -0.02 0.00 0.00
INTEREST ON ARREARS 0.00 0.00 -0.48 -0.48 -0.48 -0.4B -0.45 -0.36 -0.27 -0.18
INTEREST ON RESERVES (HALF OF LIBOR) 0.06 0.06 0.06 0.05 0.05 0.08 0.13 0.08 0.08
NET TRANSFER -0.26 -0.27 -0.32 -0.34 -0.36 -0.40 -0.41 -0.41 -0.41 -0.41
REMITTANCES 0.20 0.20 0.20 0.20 0.20 0.20 0.30 0.30 0.30
CURRENT ACCOUNT BALANCE 1.37 -0.44 -1.66 -0.90 0.04 0.80 1.35 2.41 3.24 4.05

CAPITAL ACCOUNT BEFORE FINANCING (BILLION $US):
DIRECT FOREIGN INVESTMENT 0.35 0.40 0.50 0.55 0.60 0.65 0.70 0.75 0.80 0.85
MLT DISBURSEMENT 2/ 1.71 1.23 0.90 0.65 0.50 0.44 0.34 0.00 0.00 0.00
MLT AMORTIZATION ~2/ -2.81 -3.38 -3.01 -2.72 -2.23 -1.20 -0.95 -0.76 -0.69 -0.43
-PARIS CLUB -0.43 -0.% -1.12 -1.09 -0.94 -0.68 -0.51 -0.39 -0.33 -0.21
-LONDON CLUB -1.26 -1.43 -1.29 -0.99 -0.66 -0.25 -0.17 -0.12 -0.10 0.00
AMORTIZATION ARREARS 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -1.06 -1.06 -1.06
SHORT TERM CAPITAL 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
CAPITAL ACCOUNT BALANCE -0.75 -1.74 -1.61 -1.53 -1.13 -0.11 0.10 -1.07 -0.95 -0.64
PRE-FINANCING BOP 0.62 -2.18 -3.27 -2.42 -1.10 0.69 1.45 1.34 2.28 3.41

FINANCING PLAN _3/

RESCHEDULING
PARIS CLUB AMORTIZATION 0.48 1.12 1.09 0.94 0.68 0.51 0.00 0.00 0.00
LONDON CLUB AMORTIZATION 1.07 1.29 0.99 0.66 0.25 0.17 0.00 0.00 0.00
OTHER MLT

NEW MONEY
WORLD BANK 0.10 0.30 0.40 0.40 0.40 0.40 0.80 0.88 0.95
LONDON CLUB INTEREST OFFSET 0.20 0.29 0.18 0.00 0.00 0.00 0.00 0.00 0.00
4THER COMMERCIAL BORROWINB 0.40 0.60 0.30 0.00 0.00 0.00 0.00 0.00 0.00

POST FINANCING BOP:
RESOURCE BALANCE 2.97 0.73 -0.18 0.40 1.16 1.82 2.24 2.99 3.72 4.39
INTEREST -1.34 -1.26 -1.82 -1.92 -1.96 -1.95 -1.85 -1.65 -1.36 -1.10
OTHER CURRENT -0.26 -0.07 -0.12 -0.14 -0.16 -0.2 -0.21 -0.11 -0.11 -0.11
CURRENT ACCOUNT 1.37 -0.61 -2.12 -1.66 -0.95 -0.33 0.18 1.24 2.25 3.18
NLT DISBURSEMENT 1.71 1.73 1.82 1.45 1.05 1.04 0.94 1.00 1.08 1.15
HLT AMORTIZATION -2.81 -1.53 -0.31 -0,45 -0.73 -0.52 -0.60 -4.19 -4.06 -3.68
-AMORTIZATION OF RESCHEDULED DEBT 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.00 2.00 2.00
OTHER CAPITAL 0.29 0.40 0.50 0.55 0.60 0.65 0.70 0.75 0.80 0.85
CAPITAL ACCOUNT -0.81 0.61 2.00 1.54 0.92 1.17 1.04 -2.44 -2.18 -1.68
hALANCE OF PAYMENTS (BOP) 0.56 0.00 -0.12 -0.12 -0.04 0.85 1.22 -1.21 0.07 1.50
RESERVES (END OF PERIOD) 1.60 1.60 1.48 1.36 1.32 2.17 3.39 2.18 2.24 3.75
CHANGES IN RESERVES (- INCREASE) -0.56 0.00 0.12 0.12 0.04 -0.85 -1.22 1.21 -0.07 -1.50

MEMO ITEMS
OIL PRICE ($/BL, WITH $1 NIGERIA PREMIUM)) 27.50 15.00 16.50 17.50 19.00 20.00 21.50 24.00 26.50 29.00
OIL EXPORTS (MBD) 1.24 1.22 1.27 1.37 1.47 1.57 1.60 1.60 1.60 1.60
$ IMPORT PRICE INDEX 100.00 109.50 117.17 123.61 12?.79 135.63 141.06 146.70 152.57 158.67
DEBT SERVICE/EXPORTS GOOOS&NFS 4/ 35.90 37.78 25.16 24.17 23.57 19.15 17.13 37.15 31.17 25.08

Notes: _1/ Imports in 1987 are set at $7.5 billion in current prices and grow 09:05 AM
--- by 3 percent in real terms thereafter.

-2/ Includes projected disbursements on future comaitments of $400 million
per year from the World Bank for traditional project lending.

-3/ Six year consolidation of Paris and London club principal repayments
Due (1986-91). Repayments made over 1992-96 in 5 equal instalments.

_4/ Debt service is raised by the inclusion of Loidon club interest
most of which will be offset with new borrowing.



F E D E R A L 6 0 V E R N M E N T B U D G E T:

1985 1986 1986 1987 1988 1989

BUDGET PROJECTED

TOTAL RETAINED REVENUE: B.77 10.46 8.31 11.57 16.79 22.96

PETROLEUM 4.59 4.80 2.59 4.03 8.07 12.60

-Ist Tier 4.59 2.41 3.11 3.30 12.60

-2nd Tier 0.00 0.18 0.92 4.77 0.00

NON-PETROLEUM 2.21 3.77 2.61 3.47 4.39 6.09
-Inland Revenue 0.58 0.63 0.75 0.89 1.04
-Custom 0.57 0.99 1.39 1.80 2.61

-Excise 0.26 0.30 0.53 0.74 1.32

-Other 0.80 0.68 0.81 0.96 1.11
INDEPENDENT 1.97 4.10 3.11 4.08 4.33 4.28

-Import Levy 0.00 0.88 1.13 1.01 0.00

-Other 1.?7 2.23 2.94 3.32 4.28

URRENT EXPENDITURES: 8.06 5.60 7.18 9.23 11.30 16.24

WAGES 1.08 1.08 1.17 1.45 1.62

OPERATION & MAINTENANCE (CURRENT) 2.56 2.65 4.04 5.18 7.44

OPERATION & MAINTENANCE (CONSTANT 86 PRICE) 3.32 2.65 3.30 3.53 3.78

OVARATION & MAINTENANCE DEFLATOR 77 100 122 147 197

DUPESTIC INTEREST 2.54 2.00 2.17 2.48 2.99

F(RE1GN INTEREST 0.63 0.78 1.07 1.30 3.20

ORANT&SUBSIDIES 1.25 0.67 0.78 0.89 0.99

CAPITAL EXPENDITURES:

iNVESTMENT (CURRENT) 3.36 5.95 3.12 4.55 8.21 10.31

-Direct Investment 2.87 2.62 3.97 7.55 9.57

-Lending To Parastatals 0.49 0.50 0.58 0.66 0.74

INVETMENT (CONSTANT 1986 PRICE) 4.55 3.12 3.49 4.94 4.03

INVEStMENT DEFLATOR 74 100 130 166 256

DEF!CIT (- FINANCING NEED) -2.65 -1.09 -1.98 -2.21 -2.73 -3.59

DEFiI/GDP (- SURPLUS) 4.13 2.75 2.50 2.50 2.50

FINANCING:

FOREIGN BORROWING -0.49 0.06 0.72 0.53 0.37

-6,nns 0.68 0.73 0.B8 0.B0 1.39

-A.16RTIZATION -1.17 -0.68 -0.16 -0.26 -1.02

DUMESTIC -3.14 -1.93 -1.49 -2.19 -7.22

pate: _I/ Not including development stock for on lending to states. 09:39 AM
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NIGERIA: KEY ECONOMIC VARIABLES (CONSTANT VALUES IN 1984 PRICES)

----------------------------------------------------------- 
;-------------------

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

------------------------------------------------------------------------------------------------------

GDP Growth Rate I 2.9 -1.6 3.1 4.6 4.1 4.2 3.7 3.5 3.4 3.5

-Oil Sector Growth 7.0 -2.7 3.4 6.7 6.2 5.9 2.8 0.3 0.3 0.3

-Non-Oil GDP Growth 1.9 -1.3 3.0 4.1 3.5 3.8 4.0 4.3 4.2 4.2

Agriculture 3.5 2.5 3.0 3.6 3.8 3.B 3.8 3.8 3.B 3.8

Industry -5.0 -10.0 5.0 5.0 5.0 6.0 8.0 8.0 8.0 8.0

Debt Service/Exports 31.7 38.0 25.2 24.5 23.9 19.4 17.7 37.5 31.5 25.3

-Ihterest/Exports 10.2 17.2 21.5 19.9 17.4 15.3 13.3 10.6 7.9 5.8

investment/GOP (Current) 13.7 10.2 11.7 17.6 19.5 19.6 19.5 20.0 19.8 19.7

-Public Investment/GDP 10.7 7.9 8.8 13.7 14.6 14.2 13.7 13.8 13.4 12.9

-Private Investment/SOP 2.9 2.3 2.9 4.0 4.9 5.5 5.8 6.1 6.5 6.8

Invertment/GDP (Constant) 13.3 8.5 B.3 10.5 10.5 10.8 11.0 11. 11.8 12.0

-Public Investment/GDP 10.4 6.6 6.2 8.1 7.9 7.8 7.7 B.0 8.0 7.9

-Pfilate Investment/GDP 2.8 1.9 2.1 2.4 2.7 3.0 3.3 3.6 3.8 4.1

I viogs/GDP (Current) 19.9 11.3 11.3 18.3 22.5 24.0 24.6 26.4 27.1 27.7

ublic Savings/GOP 2.B 3.2 4.7 6.8 8.9 11.8 14.5 16.4 16.8 17.2

-Private Savings/GDP 17.1 8.1 6.6 11.5 13.6 12.2 10.1 10.0 10.3 10.5

SiviOgs/GDP (Constant) 19.0 9.3 8.0 10.8 11.5 12.1 12.6 13.6 14.2 14.6

-Public Savings/6OP 2.7 2.6 3.3 4.0 4.5 6.0 7.4 8.4 8.8 9.1

-Frivdte Savings/GDP 16.3 6.7 4.7 6.8 6.9 6.2 5.1 5.2 5.4 5.6

Private/Public Investment 27.2 29.0 33.3 29.1 33.8 38.5 42.3 44.4 48.3 52.3

-- -------------------------------------------------------------------------------------
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SUMMARY

(i) Nigeria's political and administrative structure proved
ill-equipped to absorb the sudden oil riches that flowed in starting in
1973; it was even less able to deal with the sharp continued downturn in
oil earnings the country has faced over the past four years. There were
some notable successes, particularly in building up physical and social
infrastructure. But there was widespread waste and corruption and the
laying waste of much of the agricultural base of the economy. The economy
became almost completely dependent on the oil sector and extremely
vulnerable to external shocks. With the decline in oil earnings came two
years of dithering (1981-83), two years of what the current President
correctly referred to as "austerity without structural adjustment" and two
changes of government. The new military Government's budget of December,
1986, announced a number of significant measures initiating an adjustment
process. However, the Government judges it politically too risky to reach
an agreement with the Fund, and its reform program still has no more than a
down payment on exchange rate reform. Lack of a Fund agreement stands in
the way of debt rescheduling with the London and Paris Clubs. In the
absence of a broad compact with the international financial community
involving a formal rescheduling and some substantial new lending, it is
unclear how long the Government would be able to pursue further reforms
necessary for the adjustment effort. And without a strong reform and
financing package, it would be difficult for Nigeria to service its debt in
an orderly manner without a precipitous decline in per capita consumption.
The seriousness of the problems, the recent policy progress and Nigeria's
large share of sub-saharan Africa's total population and economy all
suggest the high priority of a leadership effort by the Bank to put
together such a reform and financing package.

(ii) The Medium Term Adjustment Program proposed provides the basis
for improved creditworthiness, renewed growth and in the longer run a
restructured economy based on the non-oil sectors. The adoption of a
program along the lines proposed - involving both policy and financial
packages - would require a strong political commitment by the Government
and greater diligence in curbing corruption and motivating the bureaucracy
to meet the challenges ahead.

(iii) Adjustment Policy Package. A broad program has been evolved
focussing on improving the efficiency of resource use and encouraging
desirable private investment. The package builds on the recent policy
initiatives of the Government with the priorities being to: (i) correct the
still misaligned relative prices through exchange rate adjustment,
liberalized import controls (including appropriate trade tax adjustments)
and dismantled price controls; (ii) overcome the considerable public sector
inefficiencies through improved public expenditure programs and the speedy
rationalization of the parastatal sector; and (iii) reduce the severe
imperfections in the financial system, principally through appropriate
interest rates. Tight discipline on monetary expansion would have to be
maintained with the Government continuing to place strict constraints on
the budget deficit. While improved revenue measures should be pursued,
these should not be seen as a substitute for a slimmer bureaucracy and the
privatization of public commercial activities.
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(iv) Adjustment Financial Package. Additional external financial
support is proposed through both a rescheduling of Nigeria's existing debts
with the Paris and London Club financiers and through new money commitments
(including Bank quick disbursing loans). The severity of Nigeria's debt
situation relates not so much to the size of the debt overhang, but to the
unfavorable payments profile and poor immediate outlook for oil. In
recognition of this and in order to keep new money requirements within
feasible limits, consolidation of a group of maturities under a multi-year
rescheduling would be desirable (preferably through a two-step MYRA).
However, Nigeria's large trade arrears would have to be subject to extended
repayment arrangements. There is also, a substantial need for new funds
from the multilateral institutions and the commercial banks. The financial
package proposed involves an increase in external debt outstanding of
around $7 billion by the end of 1991, with the commercial banks accounting
for around half of this increase. The rescheduled debt and new funds will
permit import levels at an average of just over $8 billion (1984 prices)
per annum over the 1987-91 period, still far below the levels of the early
1980s but $12 to $2 billion above what could be achieved without the
package.

(v) Adjustment Policy Scenario. Even with the adoption of an
adjustment policy package and agreement on a financial package of the order
of magnitude specified above, it is unlikely that GDP growth would greatly
exceed an average of 3 percent per annum over the 1987-91 period, rising
to around 4 percent per annum through to 1995. These rates are consistent
with the Government's expressed desire to contain debt service and new
external financing to sustainable limits, and to prevent any further
decline in per capita consumption over the next few years with modest but
steady improvement in the 1990s. While the external debt outstanding in
1995 of around $20 billion under this scenario is slightly in excess of the
present level, it would represent a much lower debt service level (20
percent of exports compared with the present level of 40 percent). Over
the long term, a curtailment of the high population growth rate will be
critical to the efforts to improve living standards.

(vi) Implementing the Adjustment Program. In view of the current
reluctance of the Government to formalize an agreement with the Fund, the
Bank will initially have to play the lead role. The next step is to build
on the policy dialogue the Bank has pursued with the Government and
convince it to adopt an adjustment policy package along the lines outlined.
This would include continuing efforts to bring about some form of agreement
with the Fund and to explore the means through which this could be
achieved. It will be necessary to show the Government not only that
substantial additional import financing will be available but that the
adjustment program will lead to structural changes setting the foundations
for sustained future growth based on non-oil sectors. To convince the
international financial community to advance Nigeria significant levels of
new funds it has to be concretely illustrated that the Government has the
political will and discipline to carry out the necessary further reforms,
and that the returns from the use of the funds are sufficient to service
the extra debt. In this respect, the role of the Bank and the Fund will be
crucial.



I. INITIAL CONDITIONS

A. Economic Performance

1. Structural Legacy of the Oil Boom (1973-80). The buoyant oil
market over the 1973-80 period dramatically altered Nigeria's resource
position. During this time the main objective of the Government was to
translate the large oil revenues into investments in social, economic and
physical infrastructure. While there were successes - a large functional
network of interstate roads was established, power generating capacity
tripled, primary enrollment ratio doubled - the political and
administrative systems at federal and state levels were not equipped to
handled adequately the new-found wealth. Rampant corruption and gross
economic mismanagement resulted in considerable leakages of public revenues
and wasteful expenditures, while the policies pursued led to structural
changes which made the economy vulnerable to external shocks, i.e.:

* The economy became almost completely dependent on the oil sector.
By the beginning of the 1980s oil earnings accounted for 96 percent of
exports and over 80 percent of Federal Government revenues. These earnings
supported a real growth in investment of 9 percent per annum (reaching 24
percent of GDP in 1980) financed almost entirely out of national savings
(26 percent of GDP in 1980).

0 The structure of production shifted away from the non-oil
producing sector towards construction and other services. Inflation, an
appreciating naira and poor pricing policies eroded the competitiveness of
non-oil traded good production. Its share of non-oil GDP fell from around
55 percent in the early 1970s to under 40 percent in 1980. The impact on
the agricultural sector - the major source of GDP and exports before the
oil boom - was particularly severe; by 1980 its share of non-oil GDP had
fallen to 30 percent from around 50 percent in the early 1970s. Exports of
palm products and groundnuts (of which Nigeria was the largest world
exporter) had disappeared.

* Domestic expenditure and production became highly dependent on
imports. Within a decade Nigeria became a major food importer.
Expectations of greater individual wealth enhanced conspicuous consumption
of imported luxury goods. The structure of trade taxes and controls
encouraged the growth of import-based light consumer good industries which
contributed little to value added. By 1980 imports had reached a level of
24 percent of GDP, nearly double the percentage prevailing in the immediate
pre-boom years.

0 The public sector grew immensely in size and importance. Nigeria
entered the 1980s with around half of its GDP and two-thirds of its modern
sector employment accounted for by the public sector. Government recurrent
expenditures had risen to 11 percent and public investment to 15 percent of
GDP, the latter accounting for over half of total investment. A large part
of the recurrent expenditures supported an inflated civil service. Many of
the public investment projects (e.g. steel mills, certain large scale
irrigation projects) were undertaken without sufficient attention to their
viability, the appropriateness of their design and the implementation
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capacity of the Government agencies. (The private sector was handicapped
by red tape and was led to uneconomic investment decisions by misaligned
prices.) The indigenization decree of 1972 laid the foundation for the
Government's large-scale participation in the banking, insurance and
industrial sectors. By the beginning of the 1980s, there were around 70
non-commercial and 110 commercial federal public enterprises, many of which
required extensive financial support to cover operating losses.

2. The Economic Crisis (1981-85). Nigeria was thus ill-equipped
politically, administratively and structurally to deal with the abrupt end
of the oil boom in 1981. Partly because of expectations that the downturn
would be short-lived, but mostly because of lack of political discipline,
the Federal and State Governments failed to respond quickly to the plunging
oil revenues with strong measures aimed at curbing and redirecting
expenditures. They continued, for example, to implement the ambitious
public investment programs prepared in the wake of the 1979 oil price hike.
Consequently sizeable external and fiscal imbalances emerged; external
reserves fell abruptly and at the same time there was a large-scale
accumulation of private arrears on top of substantial public borrowings to
finance the investment programs.

3. The excesses of the civilian Government and its inability to come
to grips with economic realities led to a military takeover at the end of
1983. Through the almost exclusive use of demand management policies
involving massive expenditure cuts and the stringent application of import
controls, the military Government reduced the budget deficit to GDP ratio
from 10 percent in 1983 to 5 percent in 1985 and the external account
deficit to GDP ratio from 5 percent to zero. However, it failed to adopt
substantial measures to reduce the serious misalignment of relative prices,
the complex administrative controls and the public sector inefficiencies.
The Government was unable to reach agreement with the IMF for an EFF
program which would have paved the way for a structural adjustment loan
from the Bank and debt rescheduling by creditors. The naira continued to
appreciate (although this was marginally reversed in 1985). Sectoral
ceilings for credit allocations by banks were enforced and interest rates
were, until recently, at levels resulting in negative real yields. While
actions were taken to improve the system of trade taxes, continued price
and other trade interventions served to reinforce distorted signals.
Moreover, fiscal austerity was characterized by expenditure constraints
without sufficient regard to necessary expenditure reallocations. Public
investment cutbacks proceeded across the board with little cognizance of
priorities and stage of completion. Outlays on supplies, spare parts and
routine maintenance were eroded dramatically. Significant sums were set
aside to support operating deficits of grossly inefficient parastatals and
to provide uneconomic subsidies.

4. In essence, the structure of the economy inherited from the oil
boom remained intact and as a result, with the sharp deterioration in the
terms of trade, economic performance over the 1981-85 period was dismal:

* Production and employment in all sectors, except agriculture,
remained depressed, with real GDP in 1985 being some 15 percent lower than
at the beginning of the 1980s. Construction and other service sectors were
hard hit by the diminished public expenditures and declined at a faster
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rate than GDP. The drastically reduced supplies of raw materials and spare
parts to the import-hungry industrial sector led to widespread plant
closures, a substantial drop in capacity utilization (averaging 25 to 35
percent) and extensive layoffs of the workforce. Severe shortages of goods
boosted the inflation rate - peaking at around 40 percent in 1984 but
receding thereafter - with scarcity rents of up to 400 percent for many
essential goods accruing to traders who, unlike manufacturers, were not
subject to price controls. The population growth rate of an estimated 3.3
percent per annum means significant declines in per capita real income and
consumption; in 1985 these were well below the levels recorded in the
pre-oil boom 1970s.

* The reduction in investment expenditures was severe. Investment
as a proportion of GDP fell to under 14 percent of GDP in 1985, half the
peak level of 1981. The across-the-board public expenditure cutbacks meant
further delays in completing viable projects thus escalating their costs
and depriving the economy of their benefits. Private investment shrank at
twice the rate of public investment and by 1985 constituted only a quarter
of the total.

* National savings halved in real terms due to the decline in both
GDP and terms of trade, with the savings ratio in 1985 being around 17
percent of GDP. Meanwhile, external debt service requirements increased
tenfold (to 40 percent of exports) and continue to accelerate. The
external debt outstanding and disbursed at the end of 1985 of $18.1 billion
included $11.5 billion of medium and long-term public debt (excluding
officially recognized converted trade arrears of $1.7 billion) of which
Paris and London Club creditors each accounted for around one-third.
Moreover, Nigeria accumulated substantial trade arrears estimated to range
between $3.5 and $6 billion; although the level and timing of arrears
recognition is still open to debate, $4.5 billion has been used in this
paper. There are also short-term external debts of around $1 billion and
private external debts of a further (estimated) $1 billion. The severity
of Nigeria's debt situation relates not so much to the size of the debt
overhang (which in 1985 amounted to around 140 percent of exports compared
with the 255 percent average of all middle income heavily indebted
countries) but to the unfavorable payments profile and the poor outlook for
the oil market (see Annex D).

B. Adjustment Efforts

5. Policy Initiatives of the New Government. In the face of the
continually weak oil market and mounting debt service burden, it was
painfully obvious that demand management policies alone would be
insufficient to bring about sustainable external and fiscal positions.
Moreover, the rescheduling of external public debts could not be avoided
for long. The international financial community was thus hopeful that the
new military Government which came into power in August 1985 would address
the structural weaknesses of the economy and reach an agreement with the
IMF so as to pave the way for external financial support and renewed

growth. While the Government declared its intentions to complement
"austerity with structural adjustment", it submitted the desirability of an
IMF agreement involving a major devaluation to a national open debate. The
public gave a resounding "no" and the Government formally announced it
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would not pursue negotiations with the IMF. Approaches have been made to
creditors about debt rescheduling arrangements, but the Paris Club has said
that an upper credit tranche program with the IMF would be required before
such arrangements would be contemplated. The new Government announced
measures (mainly in the 1986 budget statements) which, if fully
implemented, makes significant progress in energy pricing and a good start
on exchange rate, public expenditure and parastatal reforms. The principal
ones are as follows (see Annex B for a list of the measures):

* Exchange rate, trade and incentive policies. An across-the-board
temporary import surcharge of 30 percent was introduced to serve as an
implicit devaluation on the import side. A second tier foreign exchange
market operated by the commercial banks is proposed to be established,
funded by residents with foreign currency bank accounts - including
retentions of non-oil exporters - wishing to purchase naira. To boost
further non-oil exports the customs tariff drawback scheme was reactivated
and the foreign exchange retention allowance of non-oil exporters raised
from 10 to 25 percent. Also, the export licensing procedure was
simplified, the list of prohibited exports abolished (with some exceptions)
and the export monopoly power of the six commodity boards discontinued. No
significant steps were taken towards dismantling quantitative restrictions
although procedures were simplified and a new category of import licences
introduced which allows individuals to finance imports with privately held
foreign exchange without recourse to the Central Bank. However, outright
bans were placed on some products (e.g. rice, vegetable oil). By
increasing the prices of petrol 100 percent and diesel 150 percent
(kerosene prices were left unchanged) their financial subsidy was removed;
the fertilizer subsidy is also to be phased out by 1989.

* Public resource management policies. The budget incorporated
further measures for financial stabilization which, if carried out in full,
would bring the federal budget deficit down to only 2 percent of GDP in
1986. Substantive reductions were made in the salaries and fringe benefits
of civil servants and the freeze continued on hiring staff in a wide range
of positions. Transfers to commercial parastatals are to be cut to 50
percent of their 1985 levels. The Government intends to divest itself of
public holdings in commercially oriented enterprises and to entrust to the
private sector the procurement and distribution of fertilizers and other
agricultural inputs.

* Financial system policies. The credit allocation system was
simplified by reducing the number of sectors with ceilings on bank lending
from 8 to 4 and narrowing the spread of interest rates.

6. Limitation of Initiatives. While the announced measures make

major strides in key policy areas, they still fall short of the

requirements for a viable structural adjustment effort. Lack of direct

action on the exchange rate and import liberalization is a major

shortcoming, with the 'dirty' devaluation implied by the announced measures

of 30 percent for imports and 20 to 30 percent for non-oil exports being
barely adequate as a first step. (The IMF estimates the equilibrium rate
of the naira to fall within the range $0.25 to $0.68 per naira, more likely

closer to the former, compared with its present rate of $1 per naira.)

Although the Government reconfirmed the policy of crawling adjustments to



the exchange rate, no adjustments have been made since the end of 1985.
The export incentives introduced are far from sufficient to offset the
discriminatory effects of the import protection system and exchange rate
policy on non-oil exports. Reliance on funding the second tier exchange
market from the foreign currency domiciliary accounts system will in all
likelihood result in an insignificant market. Nigerians with funds outside
the country appear to be extremely reluctant to repatriate them since few
have confidence that they will not be questioned as to their source and
penalized by this or a future administration; the exclusion of marketing
boards' export earnings from the retention scheme also reduces considerably
the size of the funding base for the market. The mechanisms for operating
the market are not yet in place, and if the time taken to introduce
regulations for the operations of the foreign currency domiciliary accounts
system is a guide, then it could be many months before the market is
operating. The measures relating to petroleum and fertilizer prices are
laudable, but the continued controls on ex-factory prices overwhelmingly
favors traders over producers. The heavy taxes and retentions of the six
commodity marketing boards (cocoa, rubber, cotton, gioundnut, soya bean and
palm oil) have not been adequately addressed. Despite the decrease in
budgeted capital expenditures for 1986 and the declared aim of allocating
them on the basis of efficiency considerations, the cuts appear to be
across-the-board with little cognizance of the economic viability of
projects and their costs to complete (e.g. continued large expenditures on
Ajuokota steel, petrochemical plants). There is no plan of action for the
privatization of the commercial public enterprises and the liquidation of
clearly unprofitable ones, nor for overcoming the operating inefficiencies
of non-commercial parastatals, despite the fact that a number of officially
backed investigations have been undertaken with this purpose in mind over
the years (e.g. the Onosode Commission in 1981 and the Study Group on
Parastatals in 1984). Finally, the regulatory framework for the financial
sector remains complex, including the maintenance of strict ceilings on the
structure and levels of lending and deposit rates, hampering the efficient
mobilization and allocation of financial savings. Interest rates have not
been adjusted since 1984 and real interest rates risk becoming negative
again should inflation pick up.

C. Development Prospects

7. Nigeria has exhibited over the last two years the political will
for austerity and now appears to have found the political will to make a
beginning on structural reforms. The Government has announced its
intention to pursue further reforms. However, it is unclear how far it
would go (particularly on exchange rate adjustments and import
liberalization) and how long it would stick to a major and unpopular reform
program in the absence of a broad compact with the financial community
involving a formal rescheduling of debts, new funds and the discipline
imposed by IMF-type monitoring. Without financial support, it is difficult
to envisage a scenario in which Nigeria would be able to service debt in an
orderly manner and at the same time avoid a precipitous decline in per
capita output and consumption.

8. Austerity Policy Scenario. The uncertainties of the oil market,
of the "cold" rescheduling option that would be adopted (and the reactions
of the international financial community to it) and of the effects of lower
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import levels, make it extremely difficult to predict what the
macroeconomic picture might look like if Nigeria did not reach an
acceptable arrangement with the IMF and thus did not come to any formal
agreement with its creditors. However, an Austerity Policy Scenario for
the 1987-91 1/ period has been constructed on the basis of EPF's oil
projections 2/ in which the rescheduling of debt service obligations is
accomplished de facto by the Government's unilateral imposition of its
already announced target on such payments of 30 percent of export proceeds;
this would allow payment of all interest and some principal, with external
debt outstanding at the end of 1991 being reduced to around $12 billion
(under 80 percent of exports). No new commercial funds would be made
available, while the Bank and ADB would continue to maintain positive net
transfer of resources but on scaled back programs (see paras 36 to 40).
The Government's diligence in pursuing the reforms already initiated is
uncertain, although the momentum for reforms would slow down as the effects
of reduced foreign exchange resources become more pronounced. Continued
reliance would be placed on demand management policies and administrative
controls to achieve external and fiscal balance with'the real exchange rate
continuing an appreciating trend.

9. Even if there were no adverse reaction from creditors, GDP growth
rates under this scenario would at most average under 2 percent per annum
over the 1987-91 period and its political feasibility would be
questionable. Increased compression of imports of goods to an average of
around $6 billion (in 1984 prices) would be necessary. The scarcities of
raw materials resulting from these cuts would force further reductions in
capacity utilization in industry. The worsening shortages of commodities
(including foodstuffs) would contribute to a high (around 20 percent per
annum) inflation rate and although import replacement production would be
encouraged (particularly in agriculture which would grow by just over 2
percent per annum), it would be generally high cost. The recourse to
restrictive policies and administrative controls to achieve the needed
savings and current account surpluses to meet debt service obligations
would perpetuate production inefficiencies. The continued pursual of
uneconomic public sector projects (e.g. steel) and escalating costs
associated with implementation delays (due to shortage of funds) would
reinforce this tendency resulting in high ICORS of around 7 to 8 over an
extended period. Private investment would further stagnate - particularly
foreign investment because of the deteriorating financial climate - with
overall investment averaging under 12 percent of GDP over the 1987-91
period. This scenario implies increasingly severe unemployment problems

1/ 1986 is seen as a transition year. This is because (i) of hesitations
on the part of the Government in committing itself to a development
course and (ii) Nigeria has suffered a large income loss and will have
to absorb much of the impact during this year.

2/ EPD projects (i) a world price of $20 a barrel in 1986 and $22 in 1987
and (ii) Nigerian production of 1.5 mbd in 1986 and 1987. Nigerian
oil commands a $1 premium. (see Annex D for projections of later
years).
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and further sharp reductions in living standards, with per capita
consumption falling by nearly 2 percent per annum. National savings
performance would deteriorate only slightly over the period to 14 percent
in 1991 (noting that this represents a significant decline from its 1985
level of 17 percent). Conditions could improve during the 1990s if oil
markets strengthen as anticipated and the reduced debt service requirements
allow higher import levels. However, the economy would be plagued with
inefficiencies and deteriorated plant and infrastructures. It would also
continue to be heavily dependent on the health of the oil sector and, given
Nigeria's very high population growth, the pursuit of such a limited
strategy would not provide solid foundations for growth in the post-oil
era.

10. The unilateral adoption by the Government of an interest only
rescheduling option (which would presumably include principal repayment to
preferred creditors and to creditors continuing disbursements on existing
loans) would allow Nigeria to have relatively higher,import levels than
would the declared 30 percent debt service target; on average 15 percent
higher annual import levels would result over the 1986-91 period, which
would translate into an increase in the GDP growth rate to 2 to 2 percent
per annum. Other options are also possible and the Government would
presumably take into account terms being achieved in rescheduling
arrangements by other countries in making its decision. However,
unilateral "cold" rescheduling over an extended period could lead to an
adverse reaction by creditors which, in turn, would frustrate the
Government's ability to maintain any growth momentum; this reaction is
likely to be more pronounced with the interest only rescheduling option.
In particular, it would have damaging effects on the availability of trade
credits to Nigeria. Export credit agencies would not be likely to extend
cover which would make it almost impossible to finance new capital
projects.

11. The macroeconomic situation would be extremely bleak under the
Austerity Policy Scenario if oil prices weakened further than anticipated,
bringing even more into question the political feasibility of the scenario.
For example, if world prices for the next two years fell to $10 a barrel,
then Nigeria would have to pump at its present full capacity production of
some 1.8 mbd 3/ and cut its import levels by a further 20 percent in 1987
if it were to continue to meet interest obligations on external debt.
Import of goods have already fallen by half since the early 1980s (to $8
billion in 1985) and although econometric studies of Nigeria's import
demand have been carried out, it remains difficult to know to what extent
imports can be further compressed without reducing consumption to
politically unacceptable levels and restricting current and investment

3/ Nigeria could increase production beyond 1.8 mbd but marginal costs
are expected to average $8 to $9 per barrel, compared with marginal
costs of $4 to $5 per barrel below this level.
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inputs to levels where growth is not possible. However, the imports
implied by these very low oil prices would almost certainly be below the
critical levels.

12. Adjustment Policy Scenario. Continued structural reforms (with
significant action on the exchange rate and import liberalization) backed
by a compact with the international financial community and IMF-type
monitoring 4/, would make life a lot easier for the Nigerians, although the
going would be still tough and fraught with uncertainties. The Medium Term
Adjustment Program presented in Section II provides the basis for improved
creditworthiness, renewed growth (averaging around 3 percent per annum
over the 1987-91 period rising to around 4 percent in the early 1990s) and
in the longer term, a restructured economy based on the non-oil sectors.
An Adjustment Policy Scenario has been constructed to reflect the program.
The adoption of a program along the lines proposed would require a strong
political commitment by the Government and greater diligence in curbing
corruption and motivating the bureaucracy to meet the challenges ahead.

II. MEDIUM-TERM ADJUSTMENT PROGRAM

A. Objectives

13. Given the prospects of depressed oil markets over the next few
years, renewed growth and improved creditworthiness will only be possible
if the efficiency of resource use can be substantially increased and
additional resources mobilized externally and internally. This will
require building on the initiatives already taken and embracing an
adjustment policy package within the context of a Medium-Term Adjustment
Program (1987-91) which recognizes the need to increase and improve the
productivity of investment as well as to (i) increase the resilience of the
economy to the uncertainties of the oil market; (ii) shift the structure
of production toward efficient non-oil traded good sectors; (iii) reduce
the import dependence of the economy; and (iv) lessen the dominance of the
public sector and enhance the role of the private sector. Financial
stabilization and increased savings will be important corollary objectives.

The adoption of such a package would be combined with some form of
acceptable IMF endorsement and participation. This would open the way for
additional financial support through favorable terms for the rescheduling
of external debts with the Paris and London Clubs, and new loan
commitments.

14. It will take longer than the five years of the adjustment program
period to rebuild a viable economy based on the non-oil sectors. Over
these years oil will still dominate, although solid foundations will have
been set for the transition. While considerable growth in non-oil exports
can be expected, the small base from which they start means they cannot be

4/ It may be possible, although unlikely, to organize financial support
without the IMF but even so, it would be difficult and messy at best.



- 9 -

a major propulsive force in the development effort until well into the
1990's; nor can they generate foreign exchange earnings of the relative
magnitudes envisaged for, say, the Latin American heavily indebted
countries. In the short run most growth will come from the production of
import substitutes. The key to this growth will be essentially the same
set of policies needed to promote exports, particularly the removal of
price distortions. These policies will encourage more efficiency in
agriculture and industry and will be much more effective than current
policies, for example, in achieving Nigeria's objective of encouraging the
utilization of local raw materials. Gas-based activities will be of
growing importance both for the local and export markets. In the longer
term a curtailment of the high population growth rate - now estimated at
3.3 percent per annum - will be critical to the efforts to improve living
standards. The Government is aware of the implications of the high
population growth for development and is preparing a population policy with
specific demographic objectives. Some unmet demand exists for family
planning and this can be increased through well designed information
programs. Over the longer run, large-scale acceptance of family planning
will require actions on the determinants of family size, such as low levels
of education.

B. Adjustment Policy Package

15. The further policy measures proposed are based on extensive work
carried out in preparation for the stalled 1984 SAL and subsequent economic
and sector work (including the December 1985 CEM). A broad program has
been evolved, with the priorities being: (i) correcting the still
misaligned relative prices through exchange rate adjustment, liberalized
import controls (including appropriate trade tax adjustments) and
dismantled price controls; (ii) overcoming the considerable public sector
inefficiencies through improved public expenditure programs and the speedy
rationalization of the parastatal sector; and (iii) reducing the
imperfections in the financial system principally through appropriate
interest rates. Further financial stabilization measures and
fiscal/monetary targets would be agreed between the Government and the IMF.
Tight discipline on monetary expansion would have to be maintained with the
Government continuing to place strict constraints on the budget deficit.
While improved revenue measures should be pursued, these should not be seen
as a substitute for a slimmer bureaucracy and a reduced Government presence
in productive activity 5/. In what follows, the core policy measures

required are outlined. Annex A presents a detailed annual action program
for 1987 based on these measures while Annex B summarizes the timing of
policy actions over the whole of the adjustment period.

5/ Special attention will need to be given to the problems facing the
state governments in raising revenues to meet expenditure needs in
crucial areas such as education and health, and in keeping
expenditures under control. The Bank has ongoing ESW on matters
relating to state finances and expenditures and this will have to
intensify so that suitable policy recommendations can be formulated.
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16. Exchange Rate, Trade and Incentive Policies. The thrust of the
policy reforms in this area should be towards a market-determined
exchange rate and the phased dismantling of import controls within three
years. Provided the underlying trade taxes are structured correctly, the
principal impediments to efficient resource allocation - and to non-oil
exports and the utilization of local raw materials - will be removed, and
the inducements to engage in parallel black market activities minimized.
Action on three fronts is proposed. 6/ An initial significant and discrete
devaluation would be desirable. Movement from there should be as rapid as
possible, combining further devaluations (coinciding with the
liberalization of import controls) with a crawl of the real rate. The
continued need for the "across the board" temporary import surcharge of
30 percent would be reviewed as such adjustments are made. In parallel,
the scope of the newly established second-tier foreign exchange market to
be operated by the commercial banks should be expanded through the
Government allocating increasing shares of oil as well as non-oil export
proceeds to it. This would supplement the amounts ayailable from the
foreign currency domiciliary accounts system. However, the second-tier
market should be integrated into the formal market as quickly as feasible
with the naira then being allowed to find its own level.

17. Initial priority in the dismantling of import controls should be
given to raw materials and spare parts (with some exceptions) through their
transfer to open general licence status. However, action should be taken
to ensure that the system of trade taxes provides the desired longer term
signals to producers allowing them to plan ahead with some certainty.
Modifications to the customs tariff schedule should be made at the time of
the initial devaluation to lower and narrow the range of rates to 15 to 35
percent (with a clustering of rates in a narrower band of 20 to 30
percent). Excise taxes on production for the local market should be
structured to be consistent with the principles for the setting of the
custom tariff levels and minimum feasible degrees of import protection.
High additional- excise duties (50 and 100 percent or more) should be
applied to the local production and imports of luxury goods. The basis for
such reforms was set in the Bank assisted review of the customs tariff and
excise tax schedules in 1984.

18. Immediate action should be taken to relax ex-factory price
controls in order to shift incentives away from trading to production, to
signal relative scarcities and to increase the effective yields and
elasticity of the excise tax system. It would be highly desirable to shift
farmer incentives from input subsidies to a crop pricing structure which
reflects market forces. A re-examination of the role of the six commodity
marketing boards and the approach to the setting of support prices for
domestic crops with the aim of minimizing Government intervention is also

6/ The recommended exchange rate actions are preliminary. Firm
recommendations will be formulated after the IMF completes its Article
IV Consultations in March 1986.
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called for. The government should continue to adjust petroleum product
prices in line with the exchange rate adjustments.

19. A package of export incentives should be introduced which removes
fully the impediments to non-oil export production inherent in the system
of trade taxes and controls. Budgetary considerations and GATT regulations
would need to be taken into account in determining the nature, level and
coverage of the incentives but the package could include: (i) the recently
re-activated customs drawback scheme but extended and adapted to include
exemption (or equivalent) from customs tariffs and excise taxes on all
inputs directly and indirectly incorporated in export production;
(ii) exemption from excise taxes on output; and (iii) a tax credit on
export production (or an equivalent measure) to offset the distortionary
effects of the import protection system and exchange rate policy on value
added. The ability of exporters to retain 25 percent of foreign exchange
earnings and sell them in the second tier foreign exchange market goes part
of the way towards (iii); an alternative to a tax credit would be for all
foreign exchange transactions associated with non-oil exports to be
channelled through this market. Appropriate incentives for export traders
and service exports would also be required. Other supportive measures are
outlined in the Bank's report on the potential for non-oil exports.

20. Public Resource Management Policies. The principle which should
guide the Federal and State Governments in their budgetary and planning
decisions throughout the adjustment period are as follows. First, the
Government should continue its efforts to stabilize the public wage bill.
It should restrain attempts to increase real levels of public service
salaries and fringe benefits, and the freeze on hiring should be extended
to all but the most critical skills. Over the longer run, the emphasis has
to be on eliminating overstaffing through a judicious combination of
attrition and redeployment and allowing wages for different skill
categories to reflect scarcity values. Second, restored levels of supplies
will be essential in the health, education and agricultural sectors while
routine and periodic maintenance must have priority over new investment to
prevent the rapid deterioration of essential infrastructure. Third,
transfer to parastatals to cover operating deficits and capital
expenditures have to be further reduced; the transfers to
commercially-oriented parastatals should be eliminated completely. Within
the context of development strategies for the sectors in which they
operate, programs for the privatization, liquidation or rationalization of
parastatals should be prepared and implemented. Commercial orientation and
increased autonomy and accountability should form part of the
rationalization program. Where feasible, the process of privatization of
commercially-oriented parastatals could commence with the conversion of
outstanding government loans to equity and the infusion of new capital by'
selling shares to the public through the Nigerian Stock Exchange. Finally,
priorities should be set for the completion of the large number of capital
projects on the basis of their economic viability and costs to complete,
with across-the-board cuts being avoided so that the economy is not
burdened by unfinished and weak projects. This will mean some politically
tough but economically important decisions (e.g. discontinuing or
postponing the completion of Ajaokuta steel works). For projects in the
early stage of implementation, possibilities for reshaping the scope and/or
timing to reduce costs and increase benefits should be assessed, especially
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where large sums remain to be spent (e.g., the new capital, Abuja). The
Bank's proposals in this area are developed more fully in the October 1985
report on Nigeria's public expenditures.

21. Financial System Policies. To increase the mobilization of
financial savings and encourage the more efficient allocation of financial
resources, the Government should reduce its intervention in the operation
of financial markets, particularly in credit allocation and in the setting
of interest rates. Interest rates should be allowed to reflect a positive
real yield on holding financial assets and be flexible enough to take into
account the frequent changes in the rate of inflation and balance of
payment conditions. Also, the differential interest rates applied to the
preferred sectors should be eliminated. The percentage credit allocation
ceilings on bank lending should be removed. The review proposed by the
Government with the aim of articulating a strategy for the restructuring of
the financial sector should result in a plan of action for improved
financial intermediation.

22. Sector Policies. Intra-sectoral breakdowns of public
expenditures should be determined within the context of medium term
development strategies for each sector. Special focus should be placed on
the removal of technological and supply constraints discouraging private
initiative and inhibiting efficient responses to favorable market
conditions. While the basic exchange rate, trade, incentive and financial
policy reforms will be crucial in this regard, constraints may exist at the
sectoral level (e.g. specific infrastructural deficiencies, lack of
particular skills) on which action must be taken to ensure the desirable
responses to the improved price signals.

* Agriculture: The extensive information now available on
agriculture is being drawn together to frame a coherent sector strategy for
the sector's development. The strategy will incorporate measures to
support and remove impediments to the development of export crops,
particularly rubber, oil palm and cocoa. Allocations of public investment
for irrigation should emphasize viable small scale low-cost irrigation
schemes. The ADPs would continue to justify a sizeable proportion of
public expenditure, although the project components need to be examined in
the light of the absence of an economic response to applications of current
fertilizer compounds on existing varieties of sorghum and millet. Food
storage should receive increased attention. In order to expedite the
adoption of new varieties and technologies developed by research centers,
the Government should actively pursue applied research to establish their
appropriateness at the farm level. A large share of expenditures should be
directed to combat serious natural resource degradation (e.g., shelter
belts, arid zone afforestation and rural forestry).

* Oil and Gas: NNPC should rely on joint ventures in all facets of
oil and gas production. It should be reorganized as a holding company with
largely independent subsidiaries and divest itself of its petroleum product
distribution companies. Gas infrastructure development should be given
priority to enable the 1320 mw Egbin power station and selected industrial
users to substitute gas that is presently being flared for the more
expensive fuel oil. The highest priority is the construction of the
Warri-Lagos pipeline and the corresponding development of the gas field of
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Utorogu. This program could be related to the gathering of associated gas
which could also be used for LPG, initially for export and for domestic
markets once they are developed. The proposed LNG project would have the
highest chance of success if it were set up on a joint venture basis, with
at least a 40 percent share for foreign companies and with an experienced
operating company in charge of management; the project should only be
embarked upon if purchase contracts can be guaranteed.

0 Manufacturing: There is a need to reduce considerably the role
of the public sector in manufacturing. The policy reforms outlined will
lead to considerably increased domestic and foreign private investment.
Meanwhile, public sector efforts should be redirected towards strengthening
industrial infrastructure and support services. Given the inadequate
market for its products, its high costs and doubtful viability,
construction of the Ajaokuta steel works should preferably be discontinued
or deferred indefinitely (and the necessary penalties paid); no new
projects in the steel sector (including the flat products plant, special
alloys plant and foundry) should be started while exbenditures on other
existing steel plants should be held to the minimum levels. In
petrochemicals, priority should be given to the completion of the plants to
produce polypropylene, carbon black and synthetic detergents ("Phase I"),
provided that a satisfactory restructuring plan can be established for the
latter two plants. The first phase ("Phase IIA") of a proposed large
polyolephin complex to produce thermo-plastics should be deferred.

* Population: A draft population policy has been prepared by
Nigerian population specialists under the guidance of an inter-ministerial
group and with support provided through Bank sector work in cooperation
with other donors. This policy should now be reviewed and acted upon by
appropriate bodies. It includes: (i) establishing a nationwide program of
private and public sector family planning services, supported by extensive
information and education activities; and (ii) undertaking other
initiatives to indirectly reduce fertility by, among other things,
improving the status of women and delaying the age at marriage.

C. Adjustment Financial Package

23. A financial package involving exposures along the lines presented
in the following table would appear to be feasible. It involves the
official rescheduling of Paris and London Club debts and of trade arrears,
and new loan commitments. The package is based on: (i) assessment of
likely reactions of Nigeria's creditors to the endorsement by the IMF of an
adjustment policy package, past practices of the Paris and London Clubs and
parameters set for the Baker initiative; (ii) possible lending programs of
the Bank, IMF and other international financial institutions under
alternative lending conditions; and (iii) iterations of funding
requirements to meet necessary import levels implied by the macroeconomic
assessments, with funding availabilities implied by the financial workouts.
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NIGERIA: Changes in Exposure (Debt Outstanding and Disbursed $ billion)

Austerity
Adjustment Policy Scenario Policy Scenario

Average Average
Annual Annual

End End End Growth End Growth
Creditor 1986 1991 1995 1987-1991 1991 1987-1991

1. World Bank 1.5 4.6 7.7 25% 2.2 8%
2. IMF 0.0 1.9 0.1 - 0.0 -
3. Paris Club 5.3 6.4 3.4 4% 3.6 Neg
4. London Club 4.8 5.5 2.7 3% 3.3 Neg
5. Other Commercial 0.0 1.9 1.9 - 0.0 -

3 + 4 + 5 10.1 13.8 8.0 6% 6.9 Neg
6. Trade Arrears 1/ 2.8 1.6 0.4 Neg 0.1 Neg
7. Other 2/ 4.0 3.0 3.9 Neg 2.8 Neg

TOTAL DOD 18.4 24.8 20.1 6% 12.0 Neg

1/ Includes only the $2'.8 billion in arrears not yet recognized as of
December 31, 1985.

2/ Includes short term, private, arrears already recognized, and other
debt not eligible for renegotiation.

24. Debt Rescheduling. Based on Bank analysis of alternative
options, the best feasible workout appears to be a two-step six-year
rescheduling arrangement (MYRA). This reschedules 100 percent of the
principals of the London and Paris Club over the period 1987 to 1992 7/.
The two-step MYRA is based on the supposition that creditors would first
agree to a very'short consolidation period (two years maximum) involving
standard rescheduling terms to begin with. Conditional upon satisfactory
policy performance during the first two years (1987-88) of the adjustment
program period, the creditors would negotiate a longer MYRA (four, possibly

7/ This also implicitly reschedules the principal not paid during 1986
when the 30 percent debt service limit is assumed to have been in
effect. It is unlikely that Nigeria would reach formal agreement with
its creditors during the course of 1986 and would thus pay all
interest, principal due to multilateral creditors and other principal
(with preference to those disbursing new monies) to the extent of the
announced debt service target.
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five, years) 8/. Whereas a year-to-year rescheduling approach affords the
creditors somewhat greater control, a MYRA approach is more amendable to
obtaining a tenable external situation since it allows Nigeria to
concentrate on medium and long term reform. In the case of the trade
arrears, it would be consistent to spread the repayment of the principal
over ten years (with an interest rate of 1 percent above LIBOR) rather than
the 3.5 years used for the arrears already recognized. This reduces the
need for new loans.

25. New Loan Commitments. The adoption of an adjustment policy
package by the Government would lead to an acceleration of World Bank
regular project loan disbursements increasing over the years to around $500
million in 1991, plus SAL and other quick disbursing loans averaging about
$500 million per annum over the 1987-91 period. This would lift the Bank's
exposure to around $4 billion in 1991, which represents about 18 percent
of total debt outstanding. Commitments of about $200 million per year are
assumed to come from the African Development Bank (ADB). New loans from
primarily commercial banks averaging terms of three pears grace then four
years to repay are assumed to provide the remaining financing requirements.
These new loans would imply that the share of total debt in Nigeria of
commercial bank creditors would increase from 51 percent in 1985 to 55
percent in 1991, decreasing to 40 percent in 1995. This exposure would be
reduced to the extent that IMF or other creditors exposure is increased.
In finalizing the financing package, it will be necessary to ensure that
the sourcing of new commitments results in an equitable spread of the
risks.

26. IMF Accord. The overall financial package assumes that Nigeria
is able to attain a successful formal agreement with the IMF on an upper
credit tranche facility by 1987. This allows one year for the anti-IMF
political fervor to cool off. Four one-year standbys (1987-90) of 60
percent of quota are then assumed, followed by a fifth year where net
exposure would be maintained. The 60 percent is applied to the present
quota (SDR 849 million) without adjustment for inflation. (Another option
might would be a one-year standby followed by the three-year EFF the IMF
had earlier been planning on.) Because of the first repayment coming due
in 1990, the IMF exposure reaches a peak of 220 percent of quota in 1990
and 1991 and declines rapidly thereafter, with all loans being repaid by
1994. An extension of the IMF exposure for a longer period would decrease
the amount of commercial loans needed. The absence of IMF funds would
increase the new money requirements from other sources in roughly
corresponding amount unless the growth targets are reduced.

8/ While commercial banks have entered MYRAs involving consolidation
periods of up to five years, Paris Club reschedulings have mostly been
confined to single maturities. However, the granting of extended
consolidation periods does not, per se, pose important procedural
difficulties to the Paris Club. In 1985, Ecuador was accorded a
three-year MYRA.
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D. Adjustment Policy Scenario: Macroeconomic Implications

27. Even with the adoption of an adjustment policy package and
agreement on a financial package of the orders of magnitude specified
above, it is unlikely that GDP growth would greatly exceed an average of 3
percent per annum over the 1987-91 period, rising to around 4 percent per
annum through to 1995. 9/ These rates are consistent with the Government's
expressed desire to contain debt service and new external financing to
sustainable limits, and to prevent any further decline in per capita
consumption over the next few years with modest but steady improvement in
the 1990s. While the external debt outstanding in 1995 of around $20
billion under this scenario is in excess of the present level, it would
represent a vastly improved ratio to exports (around 75 percent compared to
the present level of 150 percent) and be associated with a lower debt
service level (20 percent of exports compared with the present level of 40
percent). Over the long term, a curtailment of the high population growth
rate will be critical to the efforts to improve living standards.

28. Investment and Savings. These growth magnitudes do not call for
massive new investment levels. Although over the longer period investment
will have to grow more or less in line with GDP, there is considerable
scope for increasing output over the medium term through the fuller
utilization of existing productive capacity, more selective and sound
public investment in key areas and improvements in the productivity of
private and public investment as a result of the policy reforms outlined
earlier; the effects will be reflected in a decreased non-oil ICOR (between
3 and 4). Investment throughout the adjustment program period is expected
to average around 18 percent (which in real terms is slightly below present
levels) of GDP, with the improved incentive system and investment climate
leading to the partial restoration of the pre-crisis private/public
investment ratio (to around 55 to 60 percent by 1991). The national
savings rate would average around 18 percent of GDP; public savings over
the period are slightly less than public investment but exceed them in the
early 1990s. The uplift in the savings rate in the early 1990s is not
entirely dependent on expected increases in oil earnings. The reforms
proposed for the financial system will be important in the encouragement of
private sector savings while improved revenue mobilization, control over
public expenditures and parastatal reforms will allow a considerably
improved public sector savings performance.

29. Exports and Imports. The success of the adjustment program will
rest heavily on the ability of the economy to expand the trade surplus and
ultimately to generate an external current account surplus without resort
to administrative controls on imports. Such surpluses are likely to accrue

9/ While, as noted in the recent PBD review of "Baker" papers to date,
there is no scientific way to quantify the effect of the policies
proposed with the RMSM outcomes, the parameters used represent
judgements based on what has been gleaned from analysis at the macro
and sectoral levels of Nigeria's own experience, and from comparison
with other countries.
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in the early 1990s when the effects of the policy reforms in encouraging
efficient import replacement and non-oil exports begin to really bite and
when the international oil market is expected to pick up. Rapid growth in
non-oil exports (around 11 percent per annum) can be anticipated as a
result of the improved exchange rate and export incentive policies but
because of the small base from which they start (about $400 million in
1985), the high growth rates would not result in vast increases in foreign
exchange earnings over the 1987-91 period (although they would become
significant during the 1990s if even moderate growth continues).
Unfortunately, there is considerable uncertainty as to export revenues from
oil, although Nigeria does have some flexibility on the margin in adjusting
production levels to compensate for price reductions. 10/ There is also
uncertainty as to the level of imports consistent with the growth targets
set. Imports of goods have been squeezed considerably since the onset of
the economic crisis and in 1986 are expected to reach a trough of just over
$7 billion (in 1984 prices). This low figure has been used as the base,
with growth thereafter being based on a consistent set of judgements of
import elasticities for capital, intermediate and consumer goods and on the
effects of the exchange rate and trade policy reforms. The foreign
exchange made available through rescheduling and new loans enable imports
of goods to be maintained at an average of around $8 billion per annum (in
1984 prices) over the 1987-91 period (compared with around $6 billion
under the Austerity Policy Scenario and just over $7 billion in the
interest only 'cold rescheduling option), while the policy reforms will
lead to a marked increase in the efficiency of their use.

30. Structural Changes. The Medium Term Adjustment Program would
significantly strengthen the non-oil productive sectors and reduce the
economy's dependence on oil. Real growth of non-oil GDP is expected to
average over 3 percent per annum during the 1987-91 period. The most
important changes would be in the agricultural and industrial sectors, with
the former growing at an annual rate of just over 3 percent and the latter
at over 7 percent. There will be a fair degree of "lumpiness" in the
industrial sector which is partially reflected in the growth and non-oil
export figures (as a result, for example, of LPG production coming on
stream). Nigeria's dependence on food imports should be reduced over the
period (reflected in declining per capita real imports) as farmers respond
to the improved incentive system and reduced supply constraints. Exports
of crops should also pick up (mainly cocoa) while forestry could be
expected to grow rapidly and serve as a basis for a fast growing export
industry in the 1990s. Manufacturing growth in the near term is dependent
to a large extent on the availability of raw material imports. Over the
medium term, the improved incentive system would result in a more efficient

10/ If oil earnings over the adjustment period 1987-91 are lower by 20
percent than those forecast by EPD, the GDP growth would be held to
about 3 percent per annum. The income loss would have to be absorbed
mainly in 1987, and thereafter the growth path would be similar to
that of the Adjustment Policy Scenario but with up to about a two year
lag. A comparison of the performance under the Adjustment Policy
Scenario with the Austerity Policy Scenario is presented in Annex C.
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and expanded industrial structure with considerably increased exports to
surrounding countries. Diversification into LNG and LPG would also serve
to strengthen the industrial base and broaden exports particularly during
the 1990s. The reduced dependence of the economy on imports is reflected
in the real import/GDP ratio being contained to around present levels in
the early 1990s without recourse to import controls. The exchange rate and
trade policy reforms would encourage efficient import replacement
production for which comparative advantage is apparent, particularly of raw
materials and intermediate goods. Increased levels of investment and
production by the- private sector should result from the improved incentives
system with the public sector dominance being reduced. The ratio of
private to public investment, for example, is expected to double between
1986 and 1991, with significant increases in foreign investment
contributing to foreign exchange inflows and a strengthened technological
base. In all, a much stronger and more resilient economy emerges at the
end of the adjustment period, with firm foundations set for future growth
based on the non-oil sectors.

NIGERIA: Macroeconomic Performance

Adjustment Policy Austerity Policy
Scenario Scenario

Growth Rates (1984 Naira (%) 1987-91 1987-91
GDP 3.6 1.8
Non Oil GDP 3.6 1.4
Agriculture GDP 3.7 2.3
Industry GDP 7.3 -4.4
Non Oil Exports 11.2 5.6
Imports 3.9 -1.0
Per Capita Copsumption 0.3 -1.9

Ratios (Current Naira)(%) 1987 1991 1987 1991
Interest/GDP 41 4 3 1
Savings/GDP 15 21 13 14
Investment/GDP 15 20 12 12
Public Saving/Public Investment 81 92 82 69
Private/Public Investment 36 58 28 20
DOD/Exports a/ 173 158 163 77
Imports/GDP (1984 Naira) 14 13 13 11

Other Indicators (Average Annual) 1987-91 1987-91
Import Levels ($billion) 8.1 6.6
ICOR (non-oil) 3.5 11.9 b/

a/ In the Adjustment Policy Scenario, this reduces to around 74 percent
by 1995. See Annex C for full table.

b/ The ICOR is high since it includes two years with zero or negative
growth. If it was calculated over a slightly longer period, the average
would be around 7 to 8.
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E. Risks of the Program

31. Uncertain International Economic Conditions. The international
macroeconomic picture is shrouded with uncertainties, not only in oil
market prospects but also in the ability and willingness of creditors to
continue to extend financial support to heavily indebted countries. If the
international oil market should weaken even more than projected and Nigeria
is unable to maintain revenues through increases in production volumes,
then the pace of implementation of the adjustment program would have to be
slowed down, growth targets reduced and the time at which sufficient
savings are being generated to commence repayment of external debt pushed
back and/or per capita consumption squeezed. The alternative would be to
seek additional external financial support but at the cost of an extended
debt burden. The commercial banks may also take steps to cut back their
exposure in Nigeria if (i) they perceive the creditworthiness of the
country to be impaired by more unfavorable oil earnings than now
anticipated and/or (ii) other heavily indebted countries are not able to
meet their revised payment obligations, adversely affecting the liquidity
of the banks and their risk perceptions.

32. Internal Resistance to Reforms. The public debate revealed
strong opposition to an accord with the IMF. Questions of national
sovereignty and wasteful use of money by the Government and its officials
were important considerations in moulding the negative response. While the
Government has gained considerable political capital as a result of the
debate, it will have to now tread a careful path in consummating any form
of accord with the IMF. The Government is reluctant to deviate radically
from the perceived public opinion so as not to give competing army officers
the excuse to plot and possibly overthrow it. The increasing emphasis on
price mechanisms relative to administrative controls will mean less scope
for corruption and encourage those affected to frustrate the implementation
of the reforms. Trade liberalization is likely to meet considerable
opposition from-those benefiting from excess protection or from quota rents
on scarce goods. Agriculture tariff reforms could be seen by urban groups
as contrary to their interests leading them to pressure for their
suspension. It will need a committed Government to overcome these and
other forms of resistance, which will be particularly strong in the middle
stages of the adjustment program when the effects of the reforms begin to
take hold.

III. INSTITUTIONAL RESPONSIBILITIES AND MONITORING:
IMPLEMENTING THE ADJUSTMENT PROGRAM

A. The Next Steps

33. Putting into place a Medium Term Adjustment Program will be a
difficult and complex task. In this the Bank will have to take a
leadership role. The crucial next step is to convince the Nigerians to
undertake the further policy reforms required. This is a sine qua non of
obtaining external finance. Thus the Bank should build on the policy
dialogue it has pursued with the Government to seek adoption of an
adjustment policy package along the lines outlined. This would include
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continuing the Bank's efforts to convince the Government of the necessity
to have some form of agreement with the IMF and to explore the means
through which this could be achieved. It is not going to be easy to sell
the adjustment program to the Nigerians. What is proposed goes beyond what
they have been willing to accept to date, particularly on the exchange
rate, import liberalization and starving the white elephants in the public
expenditure program. On the other hand, there are sufficient reasons for
cautious optimism to make the effort worthwhile. As noted previously, the
reforms already announced in the last budget indicate a recognition of the
need for fairly fundamental changes. And even though the Nigerians are
undoubtedly considering trying to force acceptance of de jure or at least
de facto rescheduling which would bring debt servicing down below the
announced 30 percent of exports, the amount of new funds involved in the
proposed adjustment financing package should be large enough to appear
quite interesting to them at a time of great and growing import stringency.
Neither is it going to be easy to sell the financing package to the
international financial community even if Nigeria embraces it. The
community will be unwilling to advance Nigeria significant levels of new
funds if the Government cannot concretely illustrate the political will and
discipline to carry out the necessary further reforms and to ensure that
the returns from the use of the funds are sufficient to service the extra
debt. In this respect, the role of the Bank and Fund will, again, be
crucial.

34. Selling the Program to the Nigerians. To convince the Nigerians
of the desirability of adopting a Medium Term Adjustment Program, five
inter-related aspects should be stressed. First, there is the internal
virtues of the policies themselves in creating the foundations for
self-sustaining growth based on the non-oil sector of the economy. Second,
the additional funds allow considerably more imports - $1.5 to $2 billion
per year - and reduce the strains imposed by continued austerity measures.
Third, official rescheduling has commercial advantages over a "cold
rescheduling" by the Government e.g. continued trade credits, more
favorable loan terms in the future. Fourth, the conditionality of an
international compact has advantages, especially to support the hands of
the reformist elements in a Government continually subject to pressures
from interest groups. Finally, there is the flexibility offered by the
international compact in responding to the external shocks and other
uncertainties. All the participants - the Government, the Bank, the
commercial banks and the IMF - will have to pull their weight if, for
example, the oil market deteriorates further. The Bank should indicate the
extent of its willingness to expand its lending in response to the
Government's policy initiatives, especially through quick-disbursing loans
to support specific reform packages, and to provide technical support in
devising and implementing policy reforms. To help establish and expand the
second tier foreign exchange market and to promote non-oil exports, for
example, an industrial imports loan has been proposed.

35. Role of the IMF. The Bank and the IMF, at the working level, are
in broad agreement on the contents of an acceptable adjustment policy
package, and through its Article IV Consultations, the IMF will have made
clear to the Government its position. Regarding the exchange rate, the IMF
and the Bank are in agreement both on the first-best approach (a "clean"
large devaluation and subsequent float) and on second-best steps (including
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enlargment of the second window) to get there. In the likely event that
Nigeria remains unwilling to adopt any kind of formal IMF program or
surveillance in the near future, the Bank's objective is to assist both
parties in order to assure that Nigeria has as soon as possible a policy
reform package acceptable to the IMF and that there is the closest feasible
formal relationship between the two. The formal relationship is important
for: (i) obtaining acceptance of the proposed adjustment financial package;
(ii) getting IMF money (after a decent interval to allow sensitivities in
Nigeria to fade); and (iii) the benefits, mentioned above, of IMF and
broader international conditionality.

B. Bank Lending Program

36. The Bank's lending program has an important role to play in
efforts to bring about the Medium Term Adjustment Program. The question is
how to calibrate the volume and composition of the lending program to best
encourage rapid movement toward the adjustment policy package. In this
context, the proposed Bank program has been designed to provide flexibility
in responding to policy performance. It consists of (i) a core lending
program to respond to current policy initiatives; (ii) a minimum lending
program if the Government delays in developing these policy initiatives;
and (iii) a full lending program to support an acceptable Medium Term
Adjustment Program.

37. Agriculture accounts for about one-third of proposed Bank lending
under the core program. In industry, Bank management has authorized
discussion with the Government of a quick disbursing sectoral operation
that would focus on additional policy reforms designed to give a major
boost to the second window for foreign exchange and sharply increased
incentives for non-oil exports. The program also includes projects in
transportation and energy; these had been on hold until the recent
elimination of the petroleum subsidies. Regarding longer-run constraints
on development,.the program also gives some emphasis to water supply. On
education, sector work is being undertaken to help develop a project
pipeline.

38. When Nigeria's GNP per capita is calculated on the basis of an
adjusted exchange rate to compensate for the over-valued naira, it is cut

roughly in half, demonstrating that the estimated official per capita
income substantially overestimates real income levels. The current ceiling
on the Bank's contribution to total project costs is two-thirds. In light
of the low level of adjusted per capita income and Nigeria's severe
resource constraints, it is proposed that the ceiling be raised to 80
percent for appropriate lending operations.

39. Some major projects in the lending program have been designed to
be of the "accordion" type, which can be expanded if the reform program is
moving well. The lower level of lending, which is linked to the current
policy framework, would be about $350 million annually (about $4 per
capita). This level, while less than would be desired in terms of sectoral
policy and institutional objectives, seems appropriate as a signal to

Nigeria that the Bank supports the reforms wade to date but would like to

see much more before substantially increasing the program. Until further

policy progress is made, creditworthiness concerns are also seen as a
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constraint on further expansion. Nigeria does have on balance a good record
in paying back the Bank (even when it was running up its large trade
arrears). And its large oil and gas reserves mean that it is much less
dependent than most other countries with serious debt problems on good
policy per se to meet future debt servicing'requirements; in fact its oil
earnings are projected to be more than adequate to meet debt servicing (and
allow import growth) during the period that new loans from the Bank would
be repaid. (cf. the projected debt service ratios for the 1990s in Table 4
of Annex D). Nonetheless, the proposal here reflects the view that now is
a time for caution on lending levels. As further policy progress is made,
the lending program could be expanded and, if circumstances are right,
would include the quick disbursing second window loan mentioned above.

40. If the existing policy framework deteriorates, then the lending
program would be cut back to focus almost entirely on longer-term
development constraints. The level would be about $200-$250 million, the
minimum necessary to keep the net transfer positive. On the other hand, if
the Government is prepared to implement the Medium Term Adjustment Program
in full, the Bank would respond with annual lending levels of about one
billion dollars. (The policy package, with its likely implications for
other external support and additional growth would also result in a
substantial improvement in creditworthiness, as shown in the debt service,
growth and import figures for the Adjustments Policy Scenario in Annex C.)
This lending program would include a higher portion of quick-disbursing
sector loans (up to about 50 percent), concentrated on accelerating
structural change. If agreement is reached with the IMF, the program would
include a SAL.

NIGERIA: Breakdown of Bank Contribution to Financing Package
in Medium Term Adjustment Program

(Millions of dollars)

FY86 FY87 FY88 FY89 FY90

Traditional projects 211 354-479 355-585 405-730 525-870

Quick disbursing - 300 400 400 500

C. London and Paris Clubs

41. The requirement and importance for rescheduling and new funds
from the London and Paris Clubs has already been discussed. The issue is
the Bank's approach to them. Nigeria is already approaching both with
rescheduling proposals; the latest proposal to the London Club asks for a
four year consolidation period, a five year grace period, and then five
years for repayment. Some London and Paris Club members may well break
ranks, or there could possible even be some formal interim arrangement
reached by one or both groups, although some Paris Club members are
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strongly opposed. But the best Nigeria could hope for would fall far short
of what could be achieved with an IMF-blessed (preferably IMF-supported)
program. Some temporary arrangement now would be helpful to avoid a
situation where Nigeria must choose between further draconian cuts in
imports and a purely unilateral rescheduling, (with the problems the latter
would raise for trade financing and for willingness of lenders to cooperate
in providing new money in the future). On the other hand, achieving too
much in the way of formal rescheduling now would risk a disincentive effect
on future policy reform.

42. In any event, if there are prospects of a good reform program the
Bank's role is to try to convince the Paris and London Clubs that Nigeria
merits the risk of additional new lending as well as long-term
rescheduling. The argument here will have to focus on making a credible
case that additional lending will indeed increase substantially the chances
that the banks can go back to a normal and profitable lending relations
with Nigeria. Both London and Paris Club financiers will probably claim
initially that putting new money in is virtually impassible, but it is
hoped they already recognize that without the kind of financial package
proposed, the chances of substantial principal repayments to non-preferred
lenders (or, more precisely, to those that are not maintaining or
increasing their exposure) is slim at best. In this connection, the Bank
would count on help from the London and Paris Clubs in insisting that other
debt, including Eastern Bloc debt, be rescheduled on similar terms. The
projections made in this paper conservatively do not take account of relief
on other debt, since it is uncertain and the amounts are relatively small.

43. The Medium Term Adjustment Program will be difficult to put
together and involves the risk of failure. But it is vital to the economic
future (and restored creditworthiness) of the country where one in every
four inhabitants of Sub-Saharan Africa reside.
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NIGERIA: ANNUAL ACTION PROGRAM FOR 1987

The policy reform proposals would be implemented on the basis of
annual action programs. This Annex outlines the program for 1987, although
some of the actions could take place during the remainder of 1986. High
priority actions are indicated by an *.

I. Exchange Rate, Trade and Incentive Policies

1. Initial discrete devaluation and then crawling adjustment.

2 . a. Finalize principles for operation of and activate second tier
foreign exchange.

b. Channel Bank funds (loan for export promotion and utilization
of industrial capacity) through second tier market and match
with multiple of Nigerian funds.

Import Controls and Taxes

1 . Modify customs tariff schedule, narrowing rates to 15 to 35
percent range.

2 . a. Liberalize import controls on raw materials and spare parts
through their transfer to open general licence status.

b. Formulate a plan for the phased liberalization of remaining
import restrictions.

Internal Trade Controls and Taxes

1 . a. Relax ex-factory price controls on all goods.
b. Formulate approach for shift to crop pricing structure which

reflects market forces. Re-examine role of the six commodity
market boards to setting of support prices for domestic crops
(APP to be responsible).

c. Further adjust petroleum product prices in line with exchange
rate adjustments.

2 . a. Restructure excise tax on ex-factory production of all goods
to fall within range of 5 to 25 percent, with appropriate
offsetting provision.

b. Apply additional excise taxes to both locally produced and
imported luxury goods (50 or 100 percent or more).

Export Incentives

1*. a. Review and modify appropriate customs drawback scheme and
other fiscal export incentives for non-oil exporters
(including export traders and service exporters). This should
include consideration of (i) putting all foreign transactions
associated with non-oil exports through the second tier
foreign exchange market; and (ii) allowing exporters wide
latitude in what they import with their foreign exchange
retentions.

b. Simplify administration of incentive package.

Investment Incentives

1. Carry out studies to finalize coverage, design and administration
of a package of fiscal investment incentives (undertaken jointly
be the teams involved with ITAP and APP).

2. Streamline regulatory measures relating to industrial approvals.

3. Review legislation relating to foreign investment to allow
greater ownership flexibility in some areas.
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II. Public Resource Management Policies:

Public Expenditures

1 . Maintain restraints on public sector wage increases and extend
freeze on recruitment to all but the most critical skills.

2 . In 1987 budget, reflect move to (i) restore levels of supplies
relative to manpower; (ii) give priority to routine and periodic
maintenance over new investment; and (iii) further reduce in
transfers to commercially oriented parastatals (basis to be
agreed within context of a rolling budget).

3 . Agree on restructured public investment program within context of
sector strategies and (i) specify principles for the setting of
priorities for completing ongoing capital projects; (iif
re-assess ongoing and proposed new projects (with completion
costs over N30 million) against these principles; and (iii)
categorize projects into "core", "reserved core" and "non core"
within context of agreed budget constraints and incorporate into
rolling budget estimates.

4. Adopt a rolling multi-year budget. Begin with a two-year rolling
budget.

Public Enterprises

1. Prepare a Statement of Policy on Public Enterprises.

2. Restructure the Ministry of Finance Incorporated (MOFI) or some
other agency of Government to effectively support the Ministries
in planning and executing public enterprise reforms.

3 . a. Carry out a rationalization program for parastatals.
b. Classify parastatals according to whether they should be left

largely unchanged, restructured, privatized or liquidated
(in-depth studies required for some enterprises).

c. Establish priorities and timetable for rationalization.
d. Prepare and commence implementation of restructuring

sub-program building into it (i) increased autonomy of public
enterprises in making operating decisions (management,
procurement, staffing, etc.) and improved accountability
(ii) further autonomy of public enterprises in setting tariffs
and prices (iii) improved accounting practices, financial
controls and management in public enterprises and
(iv) rehabilitation requirements.

e. Prepare and commence implementation of privatization and
liquidation sub-program.

4. a. Increase tariffs of NEPA (at least 25 percent, with further
increases proposed for 1988 and 1989), NRC (50 percent), NET
(amount to be determined) and NPA (amount to be determined).
Establish parameters for the amalgamation of P&T with NET,
ensuring adequate autonomy and management.

b. NEPA to improve bill collections and reduce operating costs.
Plan to be prepared for closure of some branch lines etc. of
NRC; to include plan for staff reductions of around 30 percent
over next three years. NPA to initiate measures to minimize
costs of maintaining secondary ports and to reduce staff by 10

percent.
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III. Financial System Policies

1. Finalize program for restructuring the financial sector. To
include means to: (i) reduce barriers to entry; (ii) encourage
branch expansion in rural areas; (iii) further develop capital
markets as a source of long-term finance; and (iv) improve
existing agricultural credit delivery system.

2 . Adjust interest rates to reflect positive real and scarcity
yields.

3 Remove credit allocation ceilings.

IV. Sector Policies

I a. Prepare statement of policy on agricultural development,
incorporating principles for public investment, recurrent
expenditures and parastatal operations in the sector.

b. APP to carry out necessary studies on agricultural product
prices, marketing and incentives.

2. Prepare statement of policy on oil and gas development,
incorporating principles for public investment and parastatal
operations in the sector.

3. a. Prepare statement of policy on manufacturing development,
incorporating principles for public investment, recurrent
expenditures and parastatal operations in the sector.

b. Designate high level interministerial body for guiding and
counseling the trade and incentive policy reforms (for both
manufacturing and agriculture)

c. Industry studies for refineries, petrochemicals, steel and
pulp and paper to be carried out as part of the work of ITAP,
with the principal aim of reassessing approach to public
involvement in the industries.

4. a. Establish a focal point in Government to facilitate and
coordinate the implementation of the proposed National
Population Program.

b. Prepare a five-year action plan to guide the inclusion of
family planning in federal, state and local health services,
and to assure its availability through other outlets.

c. Ensure program reflected in the expenditure plans of
responsible ministries and of the states.
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NIGERIA: MATRIX OF POLICY ACTIONS IN MEDIUM TERM ADJUSTMENT PROGRAM

ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990191

EXCHANGE RATE TRADE AND
INCENTIVE POLICIES
A. Exchange Rate: Move to 1. Reconfirmation of policy 1. Substantial initial devalu-

a realistic Ilevel of li d usTent ation and adoption of a more
appropriate to the of the exthange rate to flexible exchange rate
reformed trade policy reduce overvaluation of policy.
environment. Naira.

2. Proposal to establish a
second tier foreign
exchange mar et.

P. Expand scope of second-tier - _-
3. Imp~plct valuation fr xchange rktand

I hroughintroduction of move towar un fication of
import surcharge (see I the market with the
C 3 - Action recently taken) 'formal' market.
and export incentives
(see I E - Actions
recently taken).

B. Export Controls & Taxes: 1. Abolition of list of
Sexport controls proitexports (with

and marketing restrictions sO'e exceptions).
on desirable non-oil
exports. 2. Simplification of export

licencing procedures.

3. Abolition of export
monopoly power of the
six commodity boards.

C. Import Controls & Taxes: 1. a. Promulgation of new 1. Modify further customs
Dismantle import controls customs tariff (1984) tariff schedule,
and move to a situation in narrowing range of narrowing rates to 15
which a relatively moderate tariffs (10 to 60% with to 35% range.
and uniform customs tariff some exceptions).
is the only form of direct Adjustments made (post- 2. a. Liberalize import controls W
intervention in import 1984) to correct on raw mater ais and spare
trade (with limited anamolies. parts.
exceptions).

b. Abolition of approved b. Formulate a plan for the
user and other schemes phased liberalization of
T74) providing zero remaining import restrictions.
or concessionarv rates
to favored importers. c. Implement liberalization plan.

2. a. Simplification of
"two queue" system of
Importcontrols andintro uction of measures
to remove administrative
abuses and block leak-
ages in granting import
licences.

b. Rationalization of
priorities for
issuance of import
licences, with
increased emphasis on
(i) imports to support
food production and
(ii) raw materials
and spare parts
for manufacturers.

c. Creation of new category
of import licences not
valid for foreign
exchange for approved
priority imports.

3. Introduction of a 3. Import surcharge to be
temporary import surcharge replaced by appropriate
of 30%. exchange rate action.

4. Abolition of compulsory
advance deposit requirement
for imports.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

D. Internal Trade Controls 1. Adjustment of domestic 1. a. Relax ex-facto ice
and Taxes: petroleum product rice. controls on all goods.
Withdrawal of Government T.tr; em icasubidy
from direct intervention (except kerosine). b. Formulate and implement
in price setting. Excise approach for shift
taxes used as a major 2. Expansion of excise tax to crop pricingrevenue measure, with base (1984), with taxes structre icH reflects
coverage, structure and re-structured to be market 7orces, Re-
level being consistent consistent with new examine role of the six
with the principles for customs tariff schedule. Commod marketsboards
the setting of custom Further modifications and to setting of
tariff levels, post 1984. support prices for domestic

crops.
3. Creation of Agricultural

Prices and Policv Group c. Adjust ptroleum product -
(APP) to be respon- rices I n TiN th
sible for recommendations exchinge rate adjustments,
regarding price support
and other trade policies 2.a. Restructure excise taxes on
relating to agriculture. ex-factory production of

all goods to fall within
range of, say, 5 to 25%.

b. Apply additional excise
duties to both locally
produced and imported luxury
goods (say 50 or 100%).

c. Formulate (APP) and
implement policies
for taxation of
forestry and agricultural
products.

E. Exprtnenives:
t u a aage of 1. Reactivation and modifi- l.a. Review and modify appropriately yfiscal incentives which cation of custums tariff Customs Tariff Drawback

removes impediments to drawback scheme. Scheme and other fiscal export
exports and restores incentives.
competitiveness 2. Assistance on export costing
of non-oil export and pricing (nature yet b. Adjust these and other
production. Adopt to be specified). expojncentves as neededother non-distortionary (iRnUtding phasing out
measures to promote non- 3. Extension of the Foreign transitory elements of theoil exports. Exchange Retention ceme package) to reflect progress of

to allow exporters to exchange rate and other trade
retain 25% of foreign policy adjustments.
exchange earnings.

4. Activation of an already
created Export Credit
Guarantee and onsurance
Scheme.

5. Encouragement of establish-
ment of Freepo ones
in selected par oThe
country. Revitalization of
the Export Promotion Council.
Requirement tor authorized
foreign exchange dealers
to set up e desk for a
export promotional ativity.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN AJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

F. Investment Incentives:
Introduce a set of fiscal l.a. Carry-out studies to
investment incentives finalize the coverage,
which are meaningful to design and administration of
investors, mininally a package of fiscal invest-
distortionary and ment incentives.
simple in their
administration. Also b. Introduce incentive package.
improve other efforts to
promote foreign and local 2. Undertake other measures to
investment in desirable improve investment promotion
production activities. including:

a. Improve investment promotion
operations of the existing
Industrial Development
Coordinating Division
of the Industrial Policy
Review Body.

b. Streamline regulatory
measures relating to opera-
tions of enterprises and
investment.

c. Review and ammend where
necessary, investment poli-
cies and guidelines to
promote desirable
foreign investment.

II. PUBLIC RESOURCE MANAGEMENT POLICIES

A. Level and Structure of
Public Expenditures:

Curtail public expenditures 1. Reduction of salaries of 1. Stabalize bill.
in a way which does least bli (1985). (limits topbldtMne
damage to the economy and reez on hiring new within the context of the
ensures that maximum bene- public service staff in a rolling three-year budget
fits flow from them. Com- wide range of positions see II B.1).
position of federal and (1984). Reduction of
state expenditures over the fringe benefits to public 2. Restore levels of su lies -
five-year adjustment period servants, relative to manpower an give
should support the macro- priority to routine and periodic
economic policy reforms 2. Reduction of non-statutory maintenance over new invest-
and reflect basic economic transfers to all economic ment (basis to be agreed within
principles, with alloca- and quasi-economic para- the context of the rolling
tions at the sectoral level statals to 50% of present three-year budget).
being made within the con- TT783Tlevels. Balance of
sectoral development stra- needs to be obtained from 3. Reduce and ultimately
tegies (see also sectoral increases in tariffs eliminate transfers to
Policies). of parastatals. commercially-oriented

parastatas to cover
3. Major ongoing investment thri opating

project (over W30 iiTIon deficits and capital
to complete) reviewed by expenditure program
Inter-Ministerial (with limited
Committee (with World exceptions - see II.C).
Bank Technical Assistance -
1984). 4. Restructure Federal

pubublc investment program:
withn context ot agreed
(i) sector strategies;
(1) principles for
setting priorities and
(iii) budget constraints.

Il
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1985 1989 1990/91

PUBLIC RESOURCE MANAGMENT POLICIES
(Continued) b. Review public investment

program annually in light
of current revenue conside-
rations, ensuring con-
sistency with principles
and sector strategies.

B. Public Exendiue 1. Adopt a rolling multi-year
lanning ad oudgting: budget:

improve budgetary process
by adopting approaches a. Begin with a two
to planning and budgeting year rolling budget.
which allow implications of
resource prospects over an b. Expand to a three-year
extended period to be taken rolling budget.
into account in making
decisions on projects 2. Adopt a core-type approach
and programs, to plann n o capital,

investment relating it to
the rolling multi-year budget.

Public Enterrises
Tmprove ove eficiency of 1. Appointment of Stud 1. Prepare a Statement of Policy
parastatals and reduce their on Parasta fls on Public Enterprises.
heavy dependence on the (T9gl Report submitted.
Government for financial 2. Restructure and strengthen S. ww
support. Privatize 2. Decision to divest of Ministry of Finance Incorported
commercially oriented pulc4joldings in (MOFI) to ef ectively support the
parastatals i y oriented Ministries in planning and

enterprises (agricultural executing public enterprise
production, hotels, food, reforms.
beverages, breweries,
distilleries, distribution 3. Within the context of sector
electrical electronic strategies (see Sector
appliances and all non- Policies) carry out a
strategic industries). rationalisation program
Also, consideration to Tor parastatals.
be given to reducing
public holdings without a. Classify para-
losing control in banks, statals according to whether
insurance companies and they should be left largely
other financial enter- unchanged, restructured,
prises. privatized or liquidated.

Indepth studies required for
3. Direction to parastatals some enterprises.

to improve accounting
pr rttices and to issue b. Establish priorities and time-rM
timely nancial table for rationalization.
reports. Accounts to
be audited and published. c. Prepare and implement

restructuring sub-program.

d. Prepare and implement
privatization and
liquidation sub-program.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990191

I FINANCIAL SYSTEM POLICIES
Reduce Government interventionl. Announcement to review 1. Prepare and implement
in financial markets financial system with program for restructuring
and allow more discretion the aim of its re- the financiai sect. 0
to the financial institutions structuring. To include include means to (i)
in their operations. (i) review of barriers reduce barriers to entry

t- entry in banking and (ii) encourage branch
finance (ii) overhaul expansion in rural areas
of operations of (iii) further develop
Agriculture Credit capital markets as a source
Guarantee Scheme and the of long-term finance and
Nigerian Agricultural (iv) improve existing
and Cooperative Bank agricultural credit
(NACB), with emphasis on delivery system.
decentralization and
closer cooperation of 2. a. Adjust interest rates to
NACB with the commercial reflect positive real and
banks. scarcity yields.

2. Announcement to narrow b. Phase out interest differen-
gap in the margin and tial among sectors.
spread of interest
rates. 3. Elimate credit

allocation system.
3. Credit allocation

system simplified by
reducing number of sector
with ceilings from 8 to 4.

IV. SECTORAL POLICIES
Prepare medium term develop- 1. Prepare strategy for agricultural
ment strategies for each sector.
sector, taking cognizance of
broad policy reforms (as a. Prepare statement of policy W
relevant), and address the on agriculture and water
specific policy and institu- resource development, incor-
tional reforms required to porating principles for
achieve development objectives public investment, recurrent
in an efficient way as well as expenditures and parastatal
the appropriate schedule of operations in the sector.
public expenditures to support
them. Special focus on the b. APP to carry out
removal of bottlenecks and necessary studies on
constraints affecting the agricultural product prices,
efficient development of marketing and incentives.
productive sectors. c. Ongoing revision and imple-

mentation of sector strategy.

2. Prepare strategy for oil and
gas sector.

a. Prepare statement of policy SW
on oil and gas development,
incorporating principles for
public investment, and para-
statal operations in the
sector.

b. Ongoing revisions and imple-
mentation of sector strategy.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

SECTOR POLICIES (Continued)
Establishment of Induty 3. Prepare strategy for the
and Trade Policy Analysis manufacturing sector.
Unit hTAP) expected soon
under world Bank Industry a. Prepare statement of policy
Technical Assistance Project on manufacturing development,
loan to the Government. Will incorporating principles for
work in collaboration with public investment, recurrent
APP to carry out trade and expenditures and parastatal
incentive policy analysis. operations in the sector.

b. Designation of high level
interministerial body for
guiding and counseling the
trade and incentive policy
reforms (for both manufac-
turing and agriculture).

c. Key industry studies to be
carried out as part of the
work of ITAP, with aim of:
(i) identifying and formu-
lating measure to overcome
regulatory constraints and
market imperfections affect-
ing efficient development;
(Qi) reassessing approach to
public involvement in the
industries and (iii) providing
information base for pro-
motion of private investment.
Priority to be given to
studies of refineries,
petrochemicals, steel,
and pulp and paper.

d. Ongoing revisions (especially
in light of findings of
industry studies) and imple-
mentation of sector strategy.

4. Prepare strategies for education
and health sectors.

a. Prepare statements of policy
incorporating federal/state
responsibilities, and
principles for cost-recovery,
public investment and re-
current expenditures.

b. Prepare multi-year public ex-
penditure program (categorize
core, reserve core, non-
core) consistent with
policy statement, budget
constraints and principles
underlying structure of
public expenditure program.
Relate program to state
responsibilities.

c. Ongoing revisions and imple- a
mentation of strategies.

5. Prepare, revise and implement
strategies for other sectors.



NIGERIW ROECONOMIC ASSESSMENTS

P R 0 J E C T E D

A C T U A L ESTIMATED A D J U S T M E N T P 0 L I C Y S C E N A R 1 0 AUSTERITY POLICY SCENARIO

Key Indicators 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 A V E R A 6 E 1995 1987 1988 1989 1990 1991 AVERAGE
1987-91 1992-95 1987-91

GDP Growth Rate 2.3 -5.0 0.1 -8.2 -4.8 1.1 0.5 2.4 3.3 3.8 4.5 3.9 3.6 4.1 3.7 1.4 0.1 0.9 3.5 3.1 1.66NP Growth Rate 2.3 -4.9 0.1 -8.1 -4.8 1.3 0.5 2.4 3.3 3.8 4.5 3.9 3.6 4.2 3.7 1.5 0.1 0.9 3.5 3.2 1.8GNW/Capita Growth Rate -2.9 -7.7 -0.2 -0.7 -0.3 0.7 0.8 0.1 1.7 1.9 -1.2 -3.9 -3.3 -0.4 0.1 -1.8Consumption/Capita Growth Rate 5.8 3.3 1.3 -11.6 -13.4 -6.9 -3.4 1.9 0.3 0.2 -0.6 -0.2 0.3 0.5 1.3 -0.2 -4.2 -3.7 -1.0 -0.7 -1.9

Total DOD (S U.S.Billion) 4.37 6.14 9.01 12.34 13.70 18.11 18.36 19.63 21.05 23.02 24.09 24.84 22.5 22.9 20.1 18.53 18.05 17.04 14.97 12.02 16.1DOD/X6S 0.17 0,32 0.71 1.13 1.11 1.38 1.77 1.73 1.80 1.89 1.73 1.58 1.7 1.1 0.7 1.63 1.55 1.40 1.08 0.77 1.3DOD;GDP 0.05 0.07 0.11 0.17 0.19 0.25 0.28 0.38 0.52 0.64 0.60 0.56 0.5 0.4 0.3 0.25 0.22 0.19 0.15 0.10 0.2Debt Service (S U.S.BillionI 0.54 0.93 1.46 1.99 3.06 5.05 3.12 3.44 3.29 3.50 3.04 3.27 3.3 5.2 5.5 3.41 3.50 3.65 4.14 4.68 3.9Debt Service/X6S (1) 2.1 4.9 11.5 18.2 24.8 38.6 30.0 30.3 28.2 28.7 21.8 20.8 25.9 23.3 20.3 30.0 30.0 30.0 30.0 30.0 30.0Debt Service/GP (1) 0.6 1.1 2.8 2.7 4.2 6.9 4.7 6.7 8.1 9.7 7.6 7.4 7.9 9.0 8.2 4.6 4.3 4.1 4.1 4.1 4.2Interest/XGS (1) 1.7 3.0 6.4 9.6 9.5 11.5 15.2 20.1 18.1 19.1 14.9 13.0 17.0 8.5 5.6 19.9 17.0 16.5 11.2 8.1 14.5Interest/GDP (1) 0.5 0.7 1.0 1.4 1.6 2.0 2.4 4.4 5.2 6.5 5.2 4.6 5.2 3.2 2.3 3.0 2.4 2.2 1.5 1.1 2.1

(Rates below are current/current)
Gross Domestic Investaent/GDP UZ) 23.6 29.7 24.1 17.4 12.9 13.7 14.0 15.0 16.8 19.1 19.5 20.2 18.1 22.0 22.9 12.3 12.1 11.8 11.7 11.8 11.9Domestic Savings/GDP (1) 26.5 18.3 14.8 14.1 19.4 19.0 16.1 16.7 18.6 19.8 21.9 22.9 20.0 27.0 28.1 15.0 15.0 15.0 15.2 15.5 15.1National Savings/GDP (1) 23.6 15.7 12.0 11.3 17.4 16.9 14.4 14.0 16.5 17.7 19.8 20.9 17.9 24.9 26.1 13.3 13.4 13.6 13.8 14.1 13.6Marginal National Savings Rates WX) -33.4 -23.9 -5.6 54.1 -2.8 -14.7 2.5 11.6 7.1 12.0 5.4 7.7 5.8 -0.2 -8.0 0.9 1.2 1.7 2.5 -0.4
Public Investment/6OP (1) 14.4 15.6 14.7 10.8 9.9 10.8 10.9 11.0 11.7 12.7 12.6 12.8 12.2 13.3 13.4 9.5 9.6 9.7 9.7 9.8 9.7Public Savings/SOP (WI 11.2 9.6 9.0 10.2 11.2 11.7 11.8 10.8 14.9 15.8 7.8 6.5 5.3 6.6 6.1 6.5Private Investment/GOP (1) 9.2 14.1 9.4 6.6 3.0 2.9 3.1 4.0 5.1 6.4 6.9 7.5 6.0 8.7 9.5 2.8 2.4 2.1 2.0 2.0 2.3Private Savings/60P (1) 5.7 4.8 5.8 6.3 6.5 8.1 9.1 7.1 10.0 10.2 5.5 6.9 8.2 7.1 8.0 7.2
Private/Public Investment CX) 63.9 90.4 63.9 61.1 30.3 26.8 28.2 36.1 43.8 50.6 54.8 58.4 48.7 65.1 71.1 29.9 25.3 21.7 21.1 20.4 23.7ICOR 3.5 3.7 12.0 a/

Export Growth Rates (Z) -9.5 -32.3 -27.3 1.0 19.8 12.0 2.2 0.1 2.2 4.4 8.9 4.5 4.0 3.3 0.1 0.1 2.1 4.2 8.8 4.4 3.9Exports/60P (1) 28.9 22.8 15.9 14.7 17.0 17.8 15.6 22.0 28.7 33.9 35.0 35.7 31.1 38.6 40.5 15.2 14.3 13.6 13.6 13.6 14.1Import Growth Rates (1) 21.9 18.2 -22.8 -22.1 -24.1 -12.2 -9.3 10.8 -1.6 2.6 2.2 5.5 3.9 7.8 11.8 -1.0 -6.8 -5.9 4.4 4.4 -1.0Imports/6P WX) 24.0 29.2 23.0 18.8 16.6 12.5 13.5 20.3 26.9 33.2 32.7 33.0 29.2 33.6 35.2 12.6 11.4 10.4 10.2 9.9 10.9Current Account (S U.S.Million) -640 -6515 -7387 -4696 -92 2110 -483 -1715 -1719 -2446 -1521 -1264 -1733 602 1500 -605 66 504 1572 2558 819.0Current Account/GDP (I) -0.7 -7.9 -9.3 -6.4 -0.1 2.9 -0.7 -3.3 -4.2 -6.8 -3.8 -2.9 -4.2 0.9 2.2 -0.8 0.1 0.6 1.6 2.2 0.7
Terms of Trade Index 101.3 113.3 113.0 100.3 100.0 95.2 68.6 71.3 67.5 63.5 62.6 63.7 65.7 71.8 80.2 71.1 67.4 63.4 62.2 63.6 65.5

b *
Non-Oil Export Growth (1) 15.4 -31.1 -35.4 63.6 -44.2 -24.6 35.9 12.8 10.2 8.9 19.89-4.4 11.2 4.9 5.2 10.0 5.8 -0.2 15.7 -3.0 5.6Exports/GDF (Constant, %) 23.7 16.9 12.3 13.5 17.0 21.5 21.8 21.3 31.1 21.2 22.2 22.3 21.6 22.2 21.6 21.5 21.9 22.6 23.7 24.0 22.8lports/SDP (Constant, X) 25.5 31.8 24.5 20.8 16.6 14.4 13.0 14.0 13.4 13.2 12.9 13.1 13.3 13.9 15.1 12.6 11.7 10.9 11.0 11.1 11.5

NOTE: Inconsistencies may exist between current and constant ratios as a result of terms of trade and exchange rate
adjustment. In the Adjustment Policy Scenario, three years of large real devaluations over 1987-89 of 70 percent
Is assumed and constant in real terms thereafter. In the Austerity Policy Scenario, no large devaluation assumed;
the nominal exchange rate is assumed to be adjusted to compensate for half of the difference between international
ard domestic inflation each year.

a/ The ICOR is high since it includes two years with zero or negative growth. If it was calculated over a slightly
longer period, the average would be around 7 to 8. Both ICORs are non-oil ICORs.

b/ Improved cocoa harvest.
c/ LPG comes on stream.
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NIGERIA: Assumptions and Results of Financial Assessments

1. Tables 1-7 summarize the results of the various projections made
of Nigeria's external balance. Table 1 presents the debt outstanding as of
the end of 1985. Table 2 shows the import levels that would result if
Nigeria pays all debt service as scheduled (i.e. no reschedulings) and
receives new commitments only from IBRD and ADB. Table 3 presents these
debt service obligations in more detail. Table 4 shows the effect on
import levels of assuming a 30% limit on debt service payments without
other new loans (the Austerity Policy Scenario). Table 5 presents the
import levels that would result from the Adjustment Policy Scenario. Table
6 compares the two scenarios and displays the sources of the higher import
levels in the Adjustment Policy Scenario. Table 7 describes the changes in
exposure of the various creditors that would result from the Adjustment
Policy Scenario. The detailed assumptions used to make these estimates are
described below.

2. Oil Exports. Oil price assumptions are from the EPD base case.
While the world oil price projections are much lower than previous
forecasts, they are not as low for 1986 as current spot prices both because
average selling prices are above spot prices at the moment and because
markets may stabilize later in the year. Oil prices could be several
dollars lower than in these projections, especially in the next few years.
We have done sensitivity analysis assuming world oil prices fall to a level
$10 below the EPD's base case. It is assumed that OPEC quantities will be
higher in the future than they have been in recent years because the lower
prices will stimulate demand and because non-OPEC supplies will be less
forthcoming at these lower prices. In that environment, EPD assumes that
Nigeria's share of OPEC production will decrease from 8.6% in 1985 to 8.1%
(their official share) by 1988 in the base case.

3. Nigeria's production increases from 1.50 m.b./day in 1986 to 1.71
in 1990 to 2.0 in 1995.

4. Nigeria's price (including a $1 premium above the world oil
price) is $21 in 1986, $24 in 1990, and $40 in 1995.

5. The estimates of domestic consumption are based on the best data
for 1985 (.25 m.b./day) followed by a decrease to .23 m.b./day in 1986 due
primarily to the recent increase in petroleum product prices. This grows
to .242 in 1990 and .275 in 1995 in the Austerity Policy Scenario, and .247
in 1990 and .274 in 1995 in the Adjustment Policy Scenario. The two
scenarios are quite similar because the higher GDP growth rates in the
Adjustment Policy Scenario are offset by the effects of the higher prices
for domestic products.

6. Non-Oil Exports. These numbers are taken from the macro model.
The estimate for 1986 is $358 million in both scenarios compared to $270
million in 1985 -- most of that growth is in cocoa. From 1987 onwards the
growth in real terms for manufacturing exports is 0% through 1989 and -2%

thereafter in the Austerity Policy Scenario and 2% growing gradually to 12%

in 1985 in the Adjustment Policy Scenario. Other agricultural exports grow
very little in either case. Cocoa increases from 180,000 tons to 220,000
tons in the Adjustment Policy Scenario while actually decreasing from 1987

onwards in the Austerity Policy Scenario. Gas exports of $100 million have
been added in both cases from 1990 onwards. By 1990 the difference between

the two cases in non-oil exports is $190 million. By 1995 the difference
is $520 million ($300 million in 1985 dollars).

7. Export NFS are assumed to be 3% of total goods exports.

8. Import NFS. This is comprised of two major parts: freight,
insurance, and other services which vary with imports and repatriated

profits which depend mostly on oil exports. Based on historical figures,
the relationship has been 10% of imports + 4% of oil exports. In order to
try to capture the recent changes in profit retention rules for the oil

industry, the projections assume import NFS will be 10% of imports + 5% of
oil exports beginning in 1986.
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9. Other Balance of Payments Items. Travel is assumed to be includ-
ed in the NFS imports. Direct foreign investment grows at zero per cent in
real terms in 1986 in both scenarios and by zero per cent in nominal terms
throughout the rest of the Austerity Policy Scenario. In the Adjustment
Policy Scenario, the growth is zero per cent in real terms through 1987 and
2% in 1988, 3% in 1989, 4% in 1990, and 5% thereafter. The difference
between the two scenarios is $146 million in 1990 and $439 million in 1995.
Net transfers are constant in real terms in both scenarios.

10. MUV. The manufacturing unit value index (MUV) is used to deflate
imports to a constant dollar value. The projections for the different
countries are from EPD's latest estimates, but the weights used correspond
to the shares of those countries in Nigeria's imports. The index that
results grows by 6.7% in 1986, 6.0% in 1987 and 1988, 6.2% in 1989, 6.3%
in 1990 and then falling gradually to 4.3% in 1995. The cumulative MUV to
produce 1985 dollars values is 1.35 in 1990 and 1.73 in 1995.

11. MLT Debt. All figures on MLT debt are from EPD unless specified
otherwise in these notes. Interest due, amortization due, and disburse-
ments scheduled are provided for Paris Club, London Club, Multilateral
Creditors, and other MLT for 1986-1995. EPD also provides end 1985 DOD.
The only change in these projections is that larger amounts are assumed for
World Bank and ADB disbursements which require adjusting the interest and
amortization due to the World Bank and ADB. Disbursements from existing
commitments are projected by EPD based on disbursement schedules and past
performance. While some obviously non-operating loans have been eliminat-
ed, the projected disbursements are probably on the high side. To the
extent that disbursements from existing commitments are less, however,
disbursements from new commitments would most likely be more since credi-
tors are concerned about total net exposure.

12. Arrears. The MLT figures already include $1.7 billion that
represents the arrears that had been converted to MLT as of end 1985. From
the remaining claims our projections assume the following amounts will be
recognized and paid off as indicated.

Date of Retroactive interest Principal Repayments Due
Amount Recognition to Jan. 1, 1984 paid Asteity Adus

$ 1.8 Jan. 1, 1987 1987 1987-1990 1987-1996
$ .5 Jan. 1, 1988 1988 1988-1991 1988-1997
$ .5 Jan. 1, 1989 1989 1989-1992 1989-1998

The interest rate in both cases is 1% above LIBOR. The principal is to be
repaid over 3 years in the Austerity Policy Scenario and 10 years in the
Adjustment Policy Scenario.

* Note that the arrears will not actually be paid off in this period in the
Austerity Policy Scenario because of the 30% limit on debt service.

13. Short-Term Debt. After lengthy discussions, EPD felt the stock
as of end 1985 was $1-2 billion, IMF felt the number was not much over $750
million. These projections assume a level of $1 billion, yielding interest
payments of $100 million per year. There are no payments on principal and
no increase in exposure (not even with inflation) in either case.

14. Private Debt. All figures on private debt are from EPD. The
stock at end 1985 is about $1 billion. The initial stock of debt, the
disbursements from existing commitments and the amortization and interest
obligations resulting from those are from EPD. It is unlikely that expo-
sure to private borrowers will disappear in any scenario. The Austerity
Policy Scenario assumes that new commitments will produce enough new
disbursements to keep exposure to private borrowers constant in nominal
terms over the period. In the Adjustment Policy Scenario, new disburse-
ments vary with direct foreign investment yielding an increase in exposure
from $1.1 billion in 1985 to $1.3 billion in 1990 and $1.9 billion in 1995.

15. De Facto Rescheduling. In the Austerity Policy Scenario, total
debt service (public MLT, private, short-term, and arrears) is limited to
30% of total exports of goods and services. Payments are made in the
fnhllown" -rdAr-
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1. interest and principal to multilateral creditors.
2. all other interest (including interest on rolled-over

principal).
3. all other principal including rolled over unpaid principal

from previous years.

Total debt service payments equal 30% of exports provided the sum of debt
service owed, including rolled-over interest and principal, equals or
exceeds that amount. As a result, the rolled-over balance is eliminated in
1993, the first year debt service falls below 30%.

16. World Bank and ADB Loans. For the Austerity Policy Scenario, the
Bank continues to maintain a positive net transfer of resources to Nigeria;
at a minimum, commitments are expected to be about $230 million in FY86,
rising gradually over the ten years to reach $750 million in 1995. Should
the medium-term framework improve over our Austerity Policy Scenario
without spectacular breakthrough on the policy front, lending could in-
crease more rapidly. Under a best policies scenario, with significant
movements on the exchange rate and on import liberalization, project
lending would increase over the years to $1.1 billion in 1995 plus a SAL
and other quick disbursing loans averaging $500 million from 1987 to 1995.
Total new commitments from the SAL and quick disbursing Bank loans would be
$4.5 billion over the period. In all scenarios, the African Development
Bank is assumed to provide $200 million per year in new commitments begin-
ning in 1987.

17. IMF Loans. In the Adjustment Policy Scenario, IMF loan disburse-
ments are assumed to be 60% of quota in 1987-1990 followed by a fifth year
disbursement equal to amortization due in 1991. The 60% is applied to the
present quota and that amount ($510 million) is used without adjustments
for inflation. Because of the first repayment coming due in 1990 the IMF
exposure reaches a peak of 220% of quota (4 x 60 - 20) in 1990 and 1991
declining rapidly thereafter. All IMF loans are repaid by 1994.

18. Official Rescheduling. In 1986, the 30% limit would apply
exactly as in the Austerity Policy Scenario. The unpaid principal which is
rolled over to 1987 becomes eligible for Paris and London Club reschedul-
ing.

19. For both the Paris Club and London Club, 100% of the principal
due 1987-1992 is rescheduled. Paris Club interest is not rescheduled.
This would not actually be in the form of a six-year agreement. It would
probably be in the form of a two-year agreement or even two one-year agree-
ments followed by a four-year agreement. The difference is important in
practical terms because of the closer monitoring and the ability of the
creditors to cancel the agreement if progress is not satisfactory. For
estimating the effects assuming progress is satisfactory, however, the
multiple agreements are equivalent to a single six-year agreement. Repay-
ment of the rescheduled amounts does not begin until 1993. All rescheduled
amounts are repaid by 1997 in five even installments.

20. In the Adjustment Policy Scenario, the arrears are repaid over
ten years rather than the 3 years that have been the terms agreed to in
the past. There is no rescheduling of private debt or other MLT (mostly
COMECON countries) except that the unpaid principal arising from the 30%
limit in 1986 is all assumed to be rescheduled in 1987.

21. Other New Financing. In the Adjustment Policy Scenario, addi-
tional borrowing is added to all of the other assumptions in order to reach
a particular path of imports considered to be consistent with the mac-
ro-economic estimates fQr that scenario. This new money is assumed to come
from London Club banks, Paris Club creditors, and others. The terms are
three-years grace and then four years to repay. The total disbursements
over the period for this new money is $3.9 billion.

22. Reserves. Foreign exchange reserve assets are estimated at about
$1.1 billion at the end of 1985, about 1.6 months of imports of goods in
that year. In both scenarios, this percentage is increased to two months
of imports of goods. In the Adjustment Policy Scenario, this happens in
1987. In the Austerity Policy Scenario, we assume this is done gradually
over the period 1987-1989. Thus reserve assets in nominal terms increase
from $1.1 billion at the end of 1985 to $1.3 billion in 1980 and $3.2 bil-
lion in 1995 in the Austerity Policy Scenario and $1.7 and 2.9 billion in
the Adjustment Policy Scenario.



EXTERNAL DEBT
It Million as of 12/31/85)

(Debt Outstandina and Disbursed) (Undisbursed Debt)PUBLIC 1/ MEDIUM AND LONG IERM 13.225 4,499
PARIS CLUB CREDITORS 4733 1,929LONDON CLUB CREDITORS 4,516 1.194MULTILATERAL INSUTTurIONS 1,339 954OTHERS 2/ 2,

SHORT TERM 10 422

PRIVATE 1.OB1 N.A.

TOTAL 15,306 4,499

TRADE CREDIT ARREARS (NOT YET REC06NISED) 2,800 N.A.

TOTAL DEBT INCLUDING UNRECOGNISED ARREARS 19,106 4,499

Note: I./ Includes public and publicly quaranteed debt.
2/ Primarily bilateral loans from COMECON countries and trade credit

arrears already recoqnised and issued.

lid

0



NIGERIA'S EXTERNAL BALANCE

No reschedulinq (Existino Debt Ser ice Oblioationsl

- No New Loans (except ADB and reqular IBRD)
- (Millions of Current LIS$

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Oil Export Pevenues 12,447 9,735 10,636 10,884 11,342 12,860 14,57! 16,489 19,021 22,139 25,185Other Exports and NFS 651 661 726 776 809 949 1,020 1.098 1,191 1,316 1,436

Total Export Revenue 13,098 10,395 11,362 11,660 12.151 13,809 15,597 17,587 20,217 23,455 26,621

+ Disbursements 2,636 1,924 1,382 1,069 650 528 464 505 551 605 659
- Interest Due 1,502 1,440 1,788 1.260 1,082 646 531 478 449 442 455
- Amortisation Due 3,547 3,891 3,780 3.814 3,438 2,272 1,332 1,002 761 571 468

Other Balance of
Payments Items 1,485 119 343 -61 -35 -67 -4317 -321 -332 -380 -435

--------------------------------------------------------------

[sports of Goods
and Services 9,200 7,108 7,519 7,595 8,246 11,352 13,761 16,292 19,232 22,668 25,923

Imports of Goods 8,000 5,975 6.304 6,360 6,929 9,677 11,781 13,986 16,533 19,500 22,307

Imports of Goods in
1985 dollars 9,000 5,599 5,574 5,305 5,442 7,150 8,228 9,267 10,433 11,764 12,903

Debt Service/Exports 391 511 491 441 37Z 21 121 81 61 41 31

Iotal Debt Outstandinq
and Disbursed at Year's I '
end 18,106 16,139 13,741 10,996 8,209 6,464 5,597 5,100 4,896 4,930 5,122

X
t.1

0
'0

Note: I /Iincludes $2.8 billion in arrears not yet recoqnised.



Ni Reschedulin- INGERIA S EXISI2NG EXIERNAL DEBT 08116AI0NS2

Arrpai =$ 4.5 billion
rr- Ent L'S 1 million)

Nc rew itNdo I'cept APP and eular I4D)

5 1986 198? 188 1989 190 199 1

A, INTPF

Cub I 1 1,40 2,262 1 882 671 543 485 456 440 438 454Fadis Club 331 390 361 301 230 69 120 80 48 25 22lordoo Hub 508 426 jig 223 1-4 68 34 29 8 2Multilateral 108 126 145 24 284 206 231 251 24 312 342
O, . 12000 200 100 100

Se, 136u 23u 150 94 23 0 0 0 0 0 0
lir r par95 89 14 56 40 26 4 7 4 3 20 88 702 357 369 75 26 6 0 0 0

WFAL 1 1,502 1,439 1,855 1,295 2.080 644 524 410 444 4 456

f. AMllopI2ll0N

Public 3.301 3,603 3,242 3,012 2.551 12332 970 86 4 559Paris Club 743 1,056 I 181 1,1,3 77 5 457
tondor Club ,4 3 ,5 63 649 508 397 309 202 88n o rClu b 1,4 (10 ,5 0 1236 9 , 2 5 8 9 40 11 1 16 10 3 3 2 

1
Mhltiltera 59 05 21 154 163 176 193 228 269 311 351

Shortleeg "1 0 0 0 0 0 0 0 0 0 0 0O1.e 2100 950 5Y5 580 568 20 88 5 66 43 6Pr ,ate 245 288 281 216 58 43 2Arrears I8 14 43 14 12 110 0 257 586 729 800 286 143 0 0 0
IO12? 354, 3.892 3,1 0 3,824 3.438 2,272 1.332 1,002 761 51 468

C. DISPURSENENIS

Public 3,577 195 230? ,036 636 52 464 505 551 605 659
Faris club 1,174 849 486 301 206 84 2 0 0 0 0tofdon Club f6 498 356 321 17 2 0 0 0 0 0Multilateral 276 285 "1 343 38 432 459 501 556 602 659her 1,567 163 238 1 35 12 3 22? 2 4 0Pr .te 359 129 5 33 4 0 0 0 0 0

['161 2.636 1,924 1,382 2.069 650 528 464 505 557 605 659
V. NfI FlowS IC-A P)

P-li2 1132 -3070 -3009 -2858 -2586 -1347 -992 16 3Farls Club 1 -9 -15 - -7 -630 -391 -251 l100 Club - -056 -23 -985 -734 -626 -477 -357 -22 -99c
i odl 11 d -34 1428 -2237 --99 -97 -M3 -e332 -105 -916 -473 -215 -135 -111 -4 -3MII I atprta109 72 64 25 31 50 35 22 3 -22 -33allur t term IOU -100 -100 -100 -100 -100 -100 -100 -200 -200 -200

P 02ler 0 1 -017 -587 -603 -556 -90 -85 -77 -65 -39 -16Art Eat s21 19 -248 -280 -239 -184 -166 -90 -50 - 28 - 5 -1 3 %0Sear 2 0 -88 -964 -943 -1097 -875 -312 -149 0
--- --- -- - -- - --- -IoIMl. -2223 -3406 -4253 -4039 -3867 -290 129) 96' -648 ----

Note: 2 I Includes arrears not yet recoga sed. Some of the arrears are owed by the private sector,2 / Totals Conmsist of Public. Private and Arrears.



NI(ERIA'S EyjERNAI BALANCE
Billions of Current US$. IEAtt Erit Fol icy Scenario
limit on Debt Service Equals 30% oi Exports.
No New Loans (except ADB and regular World BanPJ.

1985 1986 1987 1908 1989 1990 1991 1992 1993 1994 1995

Exports 6oods and Services 13-1 10.4 11.4 IlI. 12.2 13.8 15.6 17.6 20.2 23.5 26.6- Disbursements 
.6 1.8 1.3 l.0 0.6 0.5 0.5 0.5 0.6 0.6 0.7- Interest Paid 1.5 1.6 2.3 2.0 2.0 1.5 1.3 0.9 0.1 0.5 0.6

- Amortisation 
3.5 1.5 1.1 1.5 1.6 2.6 3.4 4.3 2.9 0.6 0.5Other Balance of Payments items 1.5 0.1 0.1 .1 .0 0.1 -0.1 -0.1 -0.2 -0.6 -0.7

Imports Goods and Services 9.2 9.2 9.3 9.2 9.1 10.2 11.2 12.7 17.0 22.3 25.5Of Which: Imports Goods 8.0 7.9 8.0 7.8 7.7 8.7 9.5 10.7 14.5 19.2 22.0Imports Goods 1985 Dollars 8.0 7.4 7.0 6.5 6.1 6.4 6.6 7.1 9.2 11.6 12.7

-------- -------------------------------------------------------------------------------------------------------------------------------

Memo items

Percent of Interest Paid 10 1s00 100 100 100 100 100 100 100 100 100Percent of Principal Paid to Preferred Creditors too 100 100 100 100 100 10 100 100 100 100Percent of Principal Paid To Others 1 100 41 3, 40 47 100 100 100 100 100 100Cumulative Unpaid Principal (1.0 2.1 4.4 b.5 8.1 7.7 5.5 2.1 0.0 0.0 0.0Debt SerVice/Exports 
39% 301 301 30% 30% 30% 30% 30% 18 51 4%

Total Debt Outstanding and Disbursed 2 18.1 18.4 18.5 18.0 17.0 15.0 12.0 8.2 5.9 5.9 6.1

oMNote: 1/ Does not include rolled over principal from earlier years.
2./ Includes trade arrears not yet recoqnised. 0



NIGERIA'S EXTERNAL BALANCE

NIGERIA'S EXTERNAL 8hLAKE
(Adjusteent Policy Scendr io

Ili Ilions of Current USV

1985 lI86 1987 1988 1989 1996 19u1 l?92 1993 1994 1995

lotal Lpurt kevenuEs 13.1 10.4 11.4 11.7 12.2 14.( 1. 1 /.8 20.5 23.9 27.2
Disburseents 2.b .6 1.8 2.4 2.b 3.1 2.0 2.0 2.0 2.8 1.9
Interest 1.5 1.6 2.3 2.1 2.3 2.1 2.. L. 2.0 1.8 1.5

- Amortisation 3.5 1.5 1.2 1.2 1.2 1.' 1.2 1.8 3.7 3.9 4.0
Other Balance of Payments Items 1.5 0. 1 -0.1 .0 0.1 1). 1 0.1 6.1 0. 1 0.2 0.1

Imports Goods and Services 9.2 9.2 10.3 11.0 11.9 13.0 14.5 16.1 17.7 20.3 23.6
of which: Imports Goods 8.0 7.9 8.8 9.5 10.3 11.2 12.4 13.8 15.2 17.3 20.2

Imports Goods 11985 Dollars) 8.0 7.4 7.8 7.9 8.1 8.3 0.? 9.2 9.b 10.5 11.7

Debt Service/Exports 39-V 30% 30% 281 29% 22. 21% 21 28 241 20

lotal Debt Outstanding and Disbursed 1I 18.1 18.4 19.6 21.0 23.0 24.1 24.8 25.1 24.2 22.2 20.1

Note: I / Includes trade arrears not yet recoonised.

00
ko



Billions of 1985 US$. Comparing Scenarios

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

IMPORTS OF GOODS
Full Debt Service 5.7 5.6 5.4 5.5 7.2 8.2 9.2 10.4 11.7 12.9
Austerity Policy Scenario 7.4 7.0 6.5 6.1 6.4 6.6 7.1 9.2 11.6 12.7
Adjustment Policy Scenario 7.4 7.8 7.9 8.1 8.3 8.7 9.2 9.6 10.5 11.7

COMPARING SCENARIOS
Austerity Policy vs.

Full Debt Service

Total Difference in
Import of Goods 1/ 1.7 1.4 1.1 .6 -.8 -1.6 -2.1 -1.2 -1 -.2

Adjustment Policy vs.
Full Debt Service

Official Rescheduling 2/ 1.7 1.7 1.4 1.0 .4 -. 2 -.4 -1.4 -1.5 -1.4
IMF Loans .4 .3 .3 .1 -4 .4 .-
Higher IBRlI Loans .1 .3 .3 .3 .3 .2 .2 .3 .1
Other New Loans .1 .3 .7 .3 .3 .2 .2 .3 .3
Higher Non-Oi1, Exports

Other Differences 3/ -.2 .2 .2 .3 .5 .5 .3 .6 .2

Total Difference in ~ - --- -
Import of Goods 1.7 2.2 2.5 2.6 1.1 .5 -.1 -.8 -1.2 -1.2

1/ Due entirely to ceiling on debt service at 30% of export revenues.
2/ Includes longer repayment period for trade arrears. - >
3/ Includes differences in reserves, foreign investment, and private lending. M
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NIGERIA
SELECTED ANALYTICAL VARIABLES FOR ECONOMISTS AND MANAGERS

ATLAS PER CAPITA GNP (CUR) (1983) =770

POPULATION IN MILLIONS (1983) =93.642

LT DEBT OUTSTANDING AND DISBURSED IN MILLIONS (CUR)(1983) =13.031.16

BALANCE ON CURRENT ACCOUNT IN MILLIONS (1983) =-4,752

-----------------------------------------------------------------------------------------------------------------------------------------------
REFERENCE

HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

--------------------------------------------------------------------------------------------------------------------------
1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986

---------------------------------------------------------------------------------------------------------------------------

GROWTH OF GDP AGGREGATES (CONST) GROWTH RATES

1.GDP 5.97 3.44 85.142 -5.07 -0.65 -6.69 -0.38 -3.15 -0.22

2. AGRICULTURE 1.00 -2.14 16,152 -2.97 7.77 -5.26 1.99 2.01 1.99

3. INDUSTRY 17.99 4.85 38,958 -13.52 -11.52 -8.43

4.GDP OUTPUT DEFLATOR 6.18 16.20 100 6.76 9.20 1.86 -

5.IMPORTS GNFS (NAT. ACCTS.) 7.24 17.57 20,980 24.36 -31.88 -40.81

6.EXPORTS GNFS (NAT. ACCTS.) 12.92 6.39 27,079 -26.64 -22.69 -23.76

7.MERCHANDISE EXPORTS (1) 8.21 -0.82 26.731 -31.30 -8.30 -18.89 25.24 .

8.DOMESTIC ABSORPTION 4.33 5.29 79.043 14.52 -4.47 -10.91 -13.75 -7.55 -2.23

9.INVESTMENT 11.68 6.69 21,152 7.60 5.70 -20.29 -56.14 -23.16 -5.67

10.PER CAP TOTAL CONSUMPTION 0.54 2.30 683 13.22 -10.90 -10.34 -3.00 -8.39 -5.05

ll.POPULAIION (MIL) 2.51 2.49 85 3.39 3.39 3.39 3.39 3.39 3.39

TRADE PRICE INDICATORS (1980=100) IND!CES

12.TERMS OF TRADE OF AGR/IND 137.70 106.13 100.00 106.28 119.90 129.52 ..

13.TERMS OF TRADE 47.26 103.80 100.00 102.58 92.15 89.07 ..

14.TERMS OF TRADE (UNCTAD) 17.97 64.60 100.00 111.46 104.26 94.44 95.45

15.NOMINAL EFFECTIVE EXCHANGE RATE(2) .. 95.18 100.00 104.46 108.84 113.39 121.61 123.57

16.REAL EFFECTIVE EXCHANGE RATE(2) .. 96.13 100.00 112.70 114.95 132.97 194.95 241.26

INVESTMENT AND SAVINGS RATIOS

17.INVESTMENT/GDP (CURRENT) 18.8 26.4 24.8 27.5 22.1 19.1 .. ..

18.INVESTMENT/GDP (CONSTANT) 14.1 26.1 24.8 28.2 30.0 25.6 11.3 8.9 8.5

19.DOMESTIC SAVINGS/GDP (CURRENT) 19.0 30.2 32.0 20.6 17.3 19.0 ..

20.OMESTIC SAVINGS/GDY (CONSTANT) 14.1 26.3 32.0 16.7 21.1 21.4 .. .

21.GROSS NAT. SAVINGS/GDP (CURRENT) 17.3 28.6 30.0 19.0 16.0 17.8 .. ..

22.RESOURCE BALANCE/GDP (CONSTANT) 10.5 2.5 7.2 -7.7 -3.0 1.6 .. ..

23.MARG PROPENSITY TO SAVE (CONSTANT) 53.1 40.5 -1,655.7 359.3 -138.6 16.4 .. ..

24.TERMS OF TRADE ADJ./GDP (CONSTANT) -9.9 0.6 0.0 0.6 -1.5 -1.7 .. ..

25.ICOR (CONSTANT) .-- . .. .. '.
----- E 7/7/--------------------------------- -----------



NIGERIA

REFERENCE
HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

-----------------------------------------------------------------------------------------------------------------

, 1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
----------------------------------------------------------------------------------------------------------------

TRADE AND BALANCE OF PAYMENTS

26.SHARE OF MANUF IN EXPORTS (CUR)(1) 2.1 0.8 .. .. .- +-

27.IMPORT GDP ELASTICITY 1.2 5.1 274.3 -4.8 49.4 6.1

28.CUR ACCT BALANCE/GDP (CURRENT)(3) -2.7 1.7 6.0 -7.8 -10.2 -7.1

29.RESERVES IN MONTHS OF IMPORTS OF 1.8 5.0 5.8 2.0 1.1 1.0 1.9 2.6 2.2

GOODS AND SERVICES(3)

DEBT INDICATORS (4)

30.LT DEBT SERVICE TO EXPORTS RATIO 4.9 2.4 2.9 6.7 12.6 21.0 28.5 34.9 47.6

31.LT INT. SERVICE TO EXPORTS RATIO 1.4 1.0 1.9 3.5 6.7 10.0 10.7 9.5 16.4

32.LT DEBT SERVICE TO GNP RATIO 0.9 0.7 1.0 1.7 2.3 3.5

33.DOD. LT PUB DEBT AT VIR/ 1.3 45.2 72.6 66.8 59.4 60.5

DOD. TOTAL LT PUB DEBT

34.NET TRANSFERS/TOTAL DISB -0.8 53.9 54.1 53.6 54.9 56.7 -39.6 30.1 -52.4

35.WORLD BANK DEBT/TOTAL LT DEBT 29.8 19.2 10.3 8.0 7.2 6.6 8.5 8.0 8.9

MONETARY INDICATORS (CURRENT)

36.CHG IN CLMS GOV/GOV BUDGET BAL .. .. - .. --

37.CLMS GOV/CLMS PRIV SECT 89.3 45.2 52.5 70.6 97.7 139.8 151.3

38.MONEY SUPPLY/GDP 12.7 23.4 30.9 32.3 32.6 39.1 39.3

GOVERNMENT ACCT (CURRENT)

39.DIRECT TAXES/GDP(5) 8.0 14.2 .. .

40.TOTAL REVENUE/GOP(5) 13.8 20.2 .. .. 16.1 15.4 14.0 15.3

41.GOV. BUDGET BALANCE/GDP(5) 0.5 -3.2 .. .. -8.5 -13.6 -7.2 3.9

42.PUBLYC,'T0TAL CONSUMPTION 9.6 15.9 15.7 13.5 13.0 14.1

--------------------------------------------------------------------------------------- ----------- --------------------------------------------
EPD 07/17/85

NOTE: ALL REFERENCE YEAR VALUE DATA IN US$ 1980 MILLIONS. EXCEPT PER CAP TOTAL CONSUMPTION WHICH IS IN US$.

LEGEND: .. INDICATES NOT AVAILABLE
M INDICATES DATA IN MILLIONS

FOOTNOTES:
(1) SERIES STARTS IN 1962.

(2) US$/LOCAL CURRENCY. SERIES STARTS IN 1979. INCREASES INDICATE APPRECIATION; DECREASES INDICATE DEPRECIATION.

(3) SERIES STARTS IN 1967.

(4) SERIES STARTS IN 1970; STOCK AND FLOW FIGURES IN 1983 REFLECT TWO COMMERCIAL BANK LOANS

TO REFINANACE $3.9 BILLION OF SHORT-TERM DEBT INTO PUBLIC LONG-TERM DEBT. 1986 DATA

ASSUME ADDITIONAL LONG-TERM REFINANCING OF $2.5 BILLION DOLLARS OF SHORT TERM TRADE ARREARS.

(5) SERIES STARTS IN 1972 AND ENDS IN 1978.



MANAGEMENT SUPPLEM
SAVEM TABLESW

SELECTED DEBT INDICATORS
1975-1985

NIGERIA

1975 1980 1981 1982 1983 1984 /a 1985 /b

I. VALUES (in current US$, billions)

1. Long Term (LT) 1.19 5.37 7.49 9.86 13.03 12.71 15.90 /c

2. Short Term (ST) .. 1.19 1.75 2.78 6.69 7.00 3.10

3. Total Debt (DOD) 1.19 6.56 9.24 12.64 19.72 19.71 19.00

4. Interest 0.05 0.67 0.87 1.17 1.62 1.98 2.05

5. Amortization 0.23 0.28 0.64 0.84 1.23 2.19 3.35

6. XGS, (nominal) 9.13 27.75 19.65 13.81 10.99 12.32 13.19

It. RATIOS (percent)

7. DOD/XGS 13.1 23.6 47.0 91.5 179.4 160.0 144.0

8. TDS/XGS 3.0 3.4 7.7 14.5 26.0 33.9 40.9

9. INT/XGS 0.5 2.4 4.4 8.5 14.8 16.1 15.5

III. GROWTH RATES (nominal)

10. DOD (% change) -8.5 33.5 40.8 36.8 56.1 -0.1 -3.6

IV. VULNERABILITY COEFFICIENTS

11. VIR/DOD (%) 6.2 77.7 74.0 69.2 74.4 72.4 67.2

12. Concessional/00D (%) 40.6 7.9 5.0 3.3 2.3 2.0 2.4

13. Preferred Creditors/DOD (%) 30.6 8.7 6.8 6.0 4.6 5.6 6.8

14. Average Cost of Funds (%) 3.8 11.7 11.0 10.7 10.0 10.1 10.6

15. ST/DOD (%) .. 18.1 18.9 22.0 33.9 35.5 16.3 /c

16. Average Maturity (yrs) 17.1 8.8 8.2 7.7 4.5 6.0 5.3

Memorandum Item:
Use of IMF Credit (in US$. millions) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Service Charges:
(Repurchases)
(Charges)

a. Preliminary.
b. Estimated figures for 1985 assume a $3.9 billion refinancing of short-term debt outstanding at

end-1984.
c. Reflects the rescheduling of $3.9 billion into long-term debt.
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SUMMARY

(i) Nigeria's political and administrative structure proved
ill-equipped to absorb the sudden oil riches that flowed in starting in
1973; it was even less able to deal with the sharp continued downturn in
oil earnings the country has faced over the past four years. There were
some notable successes, particularly in building up physical and social
infrastructure. But there was widespread waste and corruption and the
laying waste of much of the agricultural base of the economy. The economy
became almost completely dependent on the oil sector and extremely
vulnerable to external shocks. With the decline in oil earnings came two
years of dithering (1981-83), two years of what the current President
correctly referred to as "austerity without structural adjustment" and two
changes of government. The new military Government's budget of December,
1986, announced a number of significant measures initiating an adjustment
process. However, the Government judges it politically too risky to reach
an agreement with the Fund, and its reform program still has no more than a
down payment on exchange rate reform. Lack of a Fund agreement stands in
the way of debt rescheduling with the London and Paris Clubs. In the
absence of a broad compact with the international financial community
involving a formal rescheduling and some substantial new lending, it is
unclear how long the Government would be able to pursue further reforms
necessary for the adjustment effort. And without a strong reform and
financing package, it would be difficult for Nigeria to service its debt in
an orderly manner without a precipitous decline in per capita consumption.
The seriousness of the problems, the recent policy progress and Nigeria's
large share of sub-saharan Africa's total population and economy all
suggest the high priority of a leadership effort by the Bank to put
together such a reform and financing package.

(ii) The Medium Term Adjustment Program proposed provides the basis
for improved creditworthiness, renewed growth and in the longer run a
restructured economy based on the non-oil sectors. The adoption of a
program along the lines proposed - involving both policy and financial
packages - would require a strong political commitment by the Government
and greater diligence in curbing corruption and motivating the bureaucracy
to meet the challenges ahead.

(iii) Adjustment Policy Package. A broad program has been evolved
focussing on improving the efficiency of resource use and encouraging
desirable private investment. The package builds on the recent policy
initiatives of the Government with the priorities being to: (i) correct the
still misaligned relative prices through exchange rate adjustment,
liberalized import controls (including appropriate trade tax adjustments)
and dismantled price controls; (ii) overcome the considerable public sector
inefficiencies through improved public expenditure programs and the speedy
rationalization of the parastatal sector; and (iii) reduce the severe
imperfections in the financial system, principally through appropriate
interest rates. Tight discipline on monetary expansion would have to be
maintained with the Government continuing to place strict constraints on
the budget deficit. While improved revenue measures should be pursued,
these should not be seen as a substitute for a slimmer bureaucracy and the
privatization of public commercial activities.
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(iv) Adjustment Financial Package. Additional external financial
support is proposed through both a rescheduling of Nigeria's existing debts
with the Paris and London Club financiers and through new money commitments
(including Bank quick disbursing loans). The severity of Nigeria's debt
situation relates not so much to the size of the debt overhang, but to the
unfavorable payments profile and poor immediate outlook for oil. In
recognition of this and in order to keep new money requirements within
feasible limits, consolidation of a group of maturities under a multi-year
rescheduling would be desirable (preferably through a two-step MYRA).
However, Nigeria's large trade arrears would have to be subject to extended
repayment arrangements. There is also, a substantial need for new funds
from the multilateral institutions and the commercial banks. The financial
package proposed involves an increase in external debt outstanding of
around $7 billion by the end of 1991, with the commercial banks accounting
for around half of this increase. The rescheduled debt and new funds will
permit import levels at an average of just over $8 billion (1984 prices)
per annum over the 1987-91 period, still far below the levels of the early
1980s but $1 to $2 billion above what could be achieved without the
package.

(v) Adjustment Policy Scenario. Even with the adoption of an
adjustment policy package and agreement on a financial package of the order
of magnitude specified above, it is unlikely that GDP growth would greatly
exceed an average of 3 percent per annum over the 1987-91 period, rising
to around 4 percent per annum through to 1995. These rates are consistent
with the Government's expressed desire to contain debt service and new
external financing to sustainable limits, and to prevent any further
decline in per capita consumption over the next few years with modest but
steady improvement in the 1990s. While the external debt outstanding in
1995 of around $20 billion under this scenario is slightly in excess of the
present level, it would represent a much lower debt service level (20
percent of exports compared with the present level of 40 percent). Over
the long term, a curtailment of the high population growth rate will be
critical to the efforts to improve living standards.

(vi) Implementing the Adjustment Program. In view of the current
reluctance of the Government to formalize an agreement with the Fund, the
Bank will initially have to play the lead role. The next step is to build
on the policy dialogue the Bank has pursued with the Government and
convince it to adopt an adjustment policy package along the lines outlined.
This would include continuing efforts to bring about some form of agreement
with the Fund and to explore the means through which this could be
achieved. It will be necessary to show the Government not only that
substantial additional import financing will be available but that the
adjustment program will lead to structural changes setting the foundations
for sustained future growth based on non-oil sectors. To convince the
international financial community to advance Nigeria significant levels of
new funds it has to be concretely illustrated that the Government has the
political will and discipline to carry out the necessary further reforms,
and that the returns from the use of the funds are sufficient to service
the extra debt. In this respect, the role of the Bank and the Fund will be
crucial.



I. INITIAL CONDITIONS

A. Economic Performance

1. Structural Legacy of the Oil Boom (1973-80). The buoyant oil
market over the 1973-80 period dramatically altered Nigeria's resource
position. During this time the main objective of the Government was to
translate the large oil revenues into investments in social, economic and
physical infrastructure. While there were successes - a large functional
network of interstate roads was established, power generating capacity
tripled, primary enrollment ratio doubled - the political and
administrative systems at federal and state levels were not equipped to
handled adequately the new-found wealth. Rampant corruption and gross
economic mismanagement resulted in considerable leakages of public revenues
and wasteful expenditures, while the policies pursued led to structural
changes which made the economy vulnerable to external shocks, i.e.:

0 The economy became almost completely dependent on the oil sector.
By the beginning of the 1980s oil earnings accounted for 96 percent of
exports and over 80 percent of Federal Government revenues. These earnings
supported a real growth in investment of 9 percent per annum (reaching 24
percent of GDP in 1980) financed almost entirely out of national savings
(26 percent of GDP in 1980).

0 The structure of production shifted away from the non-oil
producing sector towards construction and other services. Inflation, an
appreciating naira and poor pricing policies eroded the competitiveness of
non-oil traded good production. Its share of non-oil GDP fell from around
55 percent in the early 1970s to under 40 percent in 1980. The impact on
the agricultural sector - the major source of GDP and exports before the
oil boom - was particularly severe; by 1980 its share of non-oil GDP had
fallen to 30 percent from around 50 percent in the early 1970s. Exports of
palm products and groundnuts (of which Nigeria was the largest world
exporter) had disappeared.

0 Domestic expenditure and production became highly dependent on
imports. Within a decade Nigeria became a major food importer.
Expectations of greater individual wealth enhanced conspicuous consumption
of imported luxury goods. The structure of trade taxes and controls
encouraged the growth of import-based light consumer good industries which
contributed little to value added. By 1980 imports had reached a level of
24 percent of GDP, nearly double the percentage prevailing in the immediate
pre-boom years.

* The public sector grew immensely in size and importance. Nigeria
entered the 1980s with around half of its GDP and two-thirds of its modern
sector employment accounted for by the public sector. Government recurrent
expenditures had risen to 11 percent and public investment to 15 percent of
GDP, the latter accounting for over half of total investment. A large part
of the recurrent expenditures supported an inflated civil service. Many of
the public investment projects (e.g. steel mills, certain large scale
irrigation projects) were undertaken without sufficient attention to their
viability, the appropriateness of their design and the implementation
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capacity of the Government agencies. (The private sector was handicapped
by red tape and was led to uneconomic investment decisions by misaligned
prices.) The indigenization decree of 1972 laid the foundation for the
Government's large-scale participation in the banking, insurance and
industrial sectors. By the beginning of the 1980s, there were around 70
non-commercial and 110 commercial federal public enterprises, many of which
required extensive financial support to cover operating losses.

2. The Economic Crisis (1981-85). Nigeria was thus ill-equipped
politically, administratively and structurally to deal with the abrupt end
of the oil boom in 1981. Partly because of expectations that the downturn
would be short-lived, but mostly because of lack of political discipline,
the Federal and State Governments failed to respond quickly to the plunging
oil revenues with strong measures aimed at curbing and redirecting
expenditures. They continued, for example, to implement the ambitious
public investment programs prepared in the wake of the 1979 oil price hike.
Consequently sizeable external and fiscal imbalances emerged; external
reserves fell abruptly and at the same time there was a large-scale
accumulation of private arrears on top of substantial public borrowings to
finance the investment programs.

3. The excesses of the civilian Government and its inability to come
to grips with economic realities led to a military takeover at the end of
1983. Through the almost exclusive use of demand management policies
involving massive expenditure cuts and the stringent application of import
controls, the military Government reduced the budget deficit to GDP ratio
from 10 percent in 1983 to 5 percent in 1985 and the external account
deficit to GDP ratio from 5 percent to zero. However, it failed to adopt
substantial measures to reduce the serious misalignment of relative prices,
the complex administrative controls and the public sector inefficiencies.
The Government was unable to reach agreement with the IMF for an EFF
program which would have paved the way for a structural adjustment loan
from the Bank and debt rescheduling by creditors. The naira continued to
appreciate (although this was marginally reversed in 1985). Sectoral
ceilings for credit allocations by banks were enforced and interest rates
were, until recently, at levels resulting in negative real yields. While
actions were taken to improve the system of trade taxes, continued price
and other trade interventions served to reinforce distorted signals.
Moreover, fiscal austerity was characterized by expenditure constraints
without sufficient regard to necessary expenditure reallocations. Public
investment cutbacks proceeded across the board with little cognizance of
priorities and stage of completion. Outlays on supplies, spare parts and
routine maintenance were eroded dramatically. Significant sums were set
aside to support operating deficits of grossly inefficient parastatals and
to provide uneconomic subsidies.

4. In essence, the structure of the economy inherited from the oil
boom remained intact and as a result, with the sharp deterioration in the
terms of trade, economic performance over the 1981-85 period was dismal:

0 Production and employment in all sectors, except agriculture,
remained depressed, with real GDP in 1985 being some 15 percent lower than
at the beginning of the 1980s. Construction and other service sectors were
hard hit by the diminished public expenditures and declined at a faster
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rate than GDP. The drastically reduced supplies of raw materials and spare
parts to the import-hungry industrial sector led to widespread plant
closures, a substantial drop in capacity utilization (averaging 25 to 35
percent) and extensive layoffs of the workforce. Severe shortages of goods
boosted the inflation rate - peaking at around 40 percent in 1984 but
receding thereafter - with scarcity rents of up to 400 percent for many
essential goods accruing to traders who, unlike manufacturers, were not
subject to price controls. The population growth rate of an estimated 3.3
percent per annum means significant declines in per capita real income and
consumption; in 1985 these were well below the levels recorded in the
pre-oil boom 1970s.

* The reduction in investment expenditures was severe. Investment
as a proportion of GDP fell to under 14 percent of GDP in 1985, half the
peak level of 1981. The across-the-board public expenditure cutbacks meant
further delays in completing viable projects thus escalating their costs
and depriving the economy of their benefits. Private investment shrank at
twice the rate of public investment and by 1985 constituted only a quarter
of the total.

* National savings halved in real terms due to the decline in both
GDP and terms of trade, with the savings ratio in 1985 being around 17
percent of GDP. Meanwhile, external debt service requirements increased
tenfold (to 40 percent of exports) and continue to accelerate. The
external debt outstanding and disbursed at the end of 1985 of $18.1 billion
included $11.5 billion of medium and long-term public debt (excluding
officially recognized converted trade arrears of $1.7 billion) of which
Paris and London Club creditors each accounted for around one-third.
Moreover, Nigeria accumulated substantial trade arrears estimated to range
between $3.5 and $6 billion; although the level and timing of arrears
recognition is still open to debate, $4.5 billion has been used in this
paper. There are also short-term external debts of around $1 billion and
private external debts of a further (estimated) $1 billion. The severity
of Nigeria's debt situation relates not so much to the size of the debt
overhang (which in 1985 amounted to around 140 percent of exports compared
with the 255 percent average of all middle income heavily indebted
countries) but to the unfavorable payments profile and the poor outlook for
the oil market (see Annex D).

B. Adjustment Efforts

5. Policy Initiatives of the New Government. In the face of the
continually weak oil market and mounting debt service burden, it was
painfully obvious that demand management policies alone would be
insufficient to bring about sustainable external and fiscal positions.
Moreover, the rescheduling of external public debts could not be avoided
for long. The international financial community was thus hopeful that the
new military Government which came into power in August 1985 would address
the structural weaknesses of the economy and reach an agreement with the
IMF so as to pave the way for external financial support and renewed
growth. While the Government declared its intentions to complement
"austerity with structural adjustment", it submitted the desirability of an
IMF agreement involving a major devaluation to a national open debate. The
public gave a resounding "no" and the Government formally announced it
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would not pursue negotiations with the IMF. Approaches have been made to
creditors about debt rescheduling arrangements, but the Paris Club has said
that an upper credit tranche program with the IMF would be required before
such arrangements would be contemplated. The new Government announced
measures (mainly in the 1986 budget statements) which, if fully
implemented, makes significant progress in energy pricing and a good start
on exchange rate, public expenditure and parastatal reforms. The principal
ones are as follows (see Annex B for a list of the measures):

* Exchange rate, trade and incentive policies. An across-the-board
temporary import surcharge of 30 percent was introduced to serve as an
implicit devaluation on the import side. A second tier foreign exchange
market operated by the commercial banks is proposed to be established,
funded by residents with foreign currency bank accounts - including
retentions of non-oil exporters - wishing to purchase naira. To boost
further non-oil exports the customs tariff drawback scheme was reactivated
and the foreign exchange retention allowance of non-oil exporters raised
from 10 to 25 percent. Also, the export licensing procedure was
simplified, the list of prohibited exports abolished (with some exceptions)
and the export monopoly power of the six commodity boards discontinued. No
significant steps were taken towards dismantling quantitative restrictions
although procedures were simplified and a new category of import licences
introduced which allows individuals to finance imports with privately held
foreign exchange without recourse to the Central Bank. However, outright
bans were placed on some products (e.g. rice, vegetable oil). By
increasing the prices of petrol 100 percent and diesel 150 percent
(kerosene prices were left unchanged) their financial subsidy was removed;
the fertilizer subsidy is also to be phased out by 1989.

0 Public resource management policies. The budget incorporated
further measures for financial stabilization which, if carried out in full,
would bring the federal budget deficit down to only 2 percent of GDP in
1986. Substantive reductions were made in the salaries and fringe benefits
of civil servants and the freeze continued on hiring staff in a wide range
of positions. Transfers to commercial parastatals are to be cut to 50
percent of their 1985 levels. The Government intends to divest itself of
public holdings in commercially oriented enterprises and to entrust to the
private sector the procurement and distribution of fertilizers and other
agricultural inputs.

* Financial system policies. The credit allocation system was

simplified by reducing the number of sectors with ceilings on bank lending
from 8 to 4 and narrowing the spread of interest rates.

6. Limitation of Initiatives. While the announced measures make
major strides in key policy areas, they still fall short of the
requirements for a viable structural adjustment effort. Lack of direct
action on the exchange rate and import liberalization is a major
shortcoming, with the 'dirty' devaluation implied by the announced measures
of 30 percent for imports and 20 to 30 percent for non-oil exports being
barely adequate as a first step. (The IMF estimates the equilibrium rate
of the naira to fall within the range $0.25 to $0.68 per naira, more likely
closer to the former, compared with its present rate of $1 per naira.)
Although the Government reconfirmed the policy of crawling adjustments to
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the exchange rate, no adjustments have been made since the end of 1985.
The export incentives introduced are far from sufficient to offset the
discriminatory effects of the import protection system and exchange rate
policy on non-oil exports. Reliance on funding the second tier exchange
market from the foreign currency domiciliary accounts system will in all
likelihood result in an insignificant market. Nigerians with funds outside
the country appear to be extremely reluctant to repatriate them since few
have confidence that they will not be questioned as to their source and
penalized by this or a future administration; the exclusion of marketing
boards' export earnings from the retention scheme also reduces considerably
the size of the funding base for the market. The mechanisms for operating
the market are not yet in place, and if the time taken to introduce
regulations for the operations of the foreign currency domiciliary accounts
system is a guide, then it could be many months before the market is
operating. The measures relating to petroleum and fertilizer prices are
laudable, but the continued controls on ex-factory prices overwhelmingly
favors traders over producers. The heavy taxes and retentions of the six
commodity marketing boards (cocoa, rubber, cotton, gioundnut, soya bean and
palm oil) have not been adequately addressed. Despite the decrease in
budgeted capital expenditures for 1986 and the declared aim of allocating
them on the basis of efficiency considerations, the cuts appear to be
across-the-board with little cognizance of the economic viability of
projects and their costs to complete (e.g. continued large expenditures on
Ajuokota steel, petrochemical plants). There is no plan of action for the
privatization of the commercial public enterprises and the liquidation of
clearly unprofitable ones, nor for overcoming the operating inefficiencies
of non-commercial parastatals, despite the fact that a number of officially
backed investigations have been undertaken with this purpose in mind over
the years (e.g. the Onosode Commission in 1981 and the Study Group on
Parastatals in 1984). Finally, the regulatory framework for the financial
sector remains complex, including the maintenance of strict ceilings on the
structure and levels of lending and deposit rates, hampering the efficient
mobilization and allocation of financial savings. Interest rates have not
been adjusted since 1984 and real interest rates risk becoming negative
again should inflation pick up.

C. Development Prospects

7. Nigeria has exhibited over the last two years the political will
for austerity and now appears to have found the political will to make a
beginning on structural reforms. The Government has announced its
intention to pursue further reforms. However, it is unclear how far it
would go (particularly on exchange rate adjustments and import
liberalization) and how long it would stick to a major and unpopular reform
program in the absence of a broad compact with the financial community
involving a formal rescheduling of debts, new funds and the discipline
imposed by IMF-type monitoring. Without financial support, it is difficult
to envisage a scenario in which Nigeria would be able to service debt in an
orderly manner and at the same time avoid a precipitous decline in per
capita output and consumption.

8. Austerity Policy Scenario. The uncertainties of the oil market,
of the "cold" rescheduling option that would be adopted (and the reactions
of the international financial community to it) and of the effects of lower
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import levels, make it extremely difficult to predict what the
macroeconomic picture might look like if Nigeria did not reach an
acceptable arrangement with the IMF and thus did not come to any formal
agreement with its creditors. However, an Austerity Policy Scenario for
the 1987-91 1/ period has been constructed on the basis of EPF's oil
projections 2/ in which the rescheduling of debt service obligations is
accomplished de facto by the Government's unilateral imposition of its
already announced target on such payments of 30 percent of export proceeds;
this would allow payment of all interest and some principal, with external
debt outstanding at the end of 1991 being reduced to around $12 billion
(under 80 percent of exports). No new commercial funds would be made
available, while the Bank and ADB would continue to maintain positive net
transfer of resources but on scaled back programs (see paras 36 to 40).
The Government's diligence in pursuing the reforms already initiated is
uncertain, although the momentum for reforms would slow down as the effects
of reduced foreign exchange resources become more pronounced. Continued
reliance would be placed on demand management policies and administrative
controls to achieve external and fiscal balance with'the real exchange rate
continuing an appreciating trend.

9. Even if there were no adverse reaction from creditors, GDP growth
rates under this scenario would at most average under 2 percent per annum
over the 1987-91 period and its political feasibility would be
questionable. Increased compression of imports of goods to an average of
around $61 billion (in 1984 prices) would be necessary. The scarcities of
raw materials resulting from these cuts would force further reductions in
capacity utilization in industry. The worsening shortages of commodities
(including foodstuffs) would contribute to a high (around 20 percent per
annum) inflation rate and although import replacement production would be
encouraged (particularly in agriculture which would grow by just over 2
percent per annum), it would be generally high cost. The recourse to
restrictive policies and administrative controls to achieve the needed
savings and current account surpluses to meet debt service obligations
would perpetuate production inefficiencies. The continued pursual of
uneconomic public sector projects (e.g. steel) and escalating costs
associated with implementation delays (due to shortage of funds) would
reinforce this tendency resulting in high ICORS of around 7 to 8 over an
extended period. Private investment would further stagnate - particularly
foreign investment because of the deteriorating financial climate - with
overall investment averaging under 12 percent of GDP over the 1987-91
period. This scenario implies increasingly severe unemployment problems

1/ 1986 is seen as a transition year. This is because (i) of hesitations
on the part of the Government in committing itself to a development
course and (ii) Nigeria has suffered a large income loss and will have
to absorb much of the impact during this year.

2/ EPD projects (i) a world price of $20 a barrel in 1986 and $22 in 1987
and (ii) Nigerian production of 1.5 mbd in 1986 and 1987. Nigerian
oil commands a $1 premium. (see Annex D for projections of later
years).



and further sharp reductions in living standards, with per capita
consumption falling by nearly 2 percent per annum. National savings
performance would deteriorate only slightly over the period to 14 percent
in 1991 (noting that this represents a significant decline from its 1985
level of 17 percent). Conditions could improve during the 1990s if oil
markets strengthen as anticipated and the reduced debt service requirements
allow higher import levels. However, the economy would be plagued with
inefficiencies and deteriorated plant and infrastructures. It would also
continue to be heavily dependent on the health of the oil sector and, given
Nigeria's very high population growth, the pursuit of such a limited
strategy would not provide solid foundations for growth in the post-oil
era.

10. The unilateral adoption by the Government of an interest only
rescheduling option (which would presumably include principal repayment to
preferred creditors and to creditors continuing disbursements on existing
loans) would allow Nigeria to have relatively higherimport levels than
would the declared 30 percent debt service target; on average 15 percent
higher annual import levels would result over the 1986-91 period, which
would translate into an increase in the GDP growth rate to 2 to 2 percent
per annum. Other options are also possible and the Government would
presumably take into account terms being achieved in rescheduling
arrangements by other countries in making its decision. However,
unilateral "cold" rescheduling over an extended period could lead to an
adverse reaction by creditors which, in turn, would frustrate the
Government's ability to maintain any growth momentum; this reaction is
likely to be more pronounced with the interest only rescheduling option.
In particular, it would have damaging effects on the availability of trade
credits to Nigeria. Export credit agencies would not be likely to extend
cover which would make it almost impossible to finance new capital
projects.

11. The macroeconomic situation would be extremely bleak under the
Austerity Policy Scenario if oil prices weakened further than anticipated,
bringing even more into question the political feasibility of the scenario.

For example, if world prices for the next two years fell to $10 a barrel,
then Nigeria would have to pump at its present full capacity production of
some 1.8 mbd 3/ and cut its import levels by a further 20 percent in 1987
if it were to continue to meet interest obligations on external debt.
Import of goods have already fallen by half since the early 1980s (to $8
billion in 1985) and although econometric studies of Nigeria's import
demand have been carried out, it remains difficult to know to what extent
imports can be further compressed without reducing consumption to
politically unacceptable levels and restricting current and investment

3/ Nigeria could increase production beyond 1.8 mbd but marginal costs
are expected to average $8 to $9 per barrel, compared with marginal
costs of $4 to $5 per barrel below this level.
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inputs to levels where growth is not possible. However, the imports
implied by these very low oil prices would almost certainly be below the
critical levels.

12. Adjustment Policy Scenario. Continued structural reforms (with
significant action on the exchange rate and import liberalization) backed
by a compact with the international financial community and IMF-type
monitoring 4/, would make life a lot easier for the Nigerians, although the
going would be still tough and fraught with uncertainties. The Medium Term
Adjustment Program presented in Section II provides the basis for improved
creditworthiness, renewed growth (averaging around 3 percent per annum
over the 1987-91 period rising to around 4 percent in the early 1990s) and
in the longer term, a restructured economy based on the non-oil sectors.
An Adjustment Policy Scenario has been constructed to reflect the program.
The adoption of a program along the lines proposed would require a strong
political commitment by the Government and greater diligence in curbing
corruption and motivating the bureaucracy to meet the challenges ahead.

II. MEDIUM-TERM ADJUSTMENT PROGRAM

A. Objectives

13. Given the prospects of depressed oil markets over the next few
years, renewed growth and improved creditworthiness will only be possible
if the efficiency of resource use can be substantially increased and
additional resources mobilized externally and internally. This will
require building on the initiatives already taken and embracing an
adjustment policy package within the context of a Medium-Term Adjustment
Program (1987-91) which recognizes the need to increase and improve the
productivity of investment as well as to (i) increase the resilience of the
economy to the uncertainties of the oil market; (ii) shift the structure
of production t6ward efficient non-oil traded good sectors; (iii) reduce
the import dependence of the economy; and (iv) lessen the dominance of the
public sector and enhance the role of the private sector. Financial
stabilization and increased savings will be important corollary objectives.
The adoption of such a package would be combined with some form of
acceptable IMF endorsement and participation. This would open the way for
additional financial support through favorable terms for the rescheduling
of external debts with the Paris and London Clubs, and new loan
commitments.

14. It will take longer than the five years of the adjustment program
period to rebuild a viable economy based on the non-oil sectors. Over
these years oil will still dominate, although solid foundations will have
been set for the transition. While considerable growth in non-oil exports
can be expected, the small base from which they start means they cannot be

4/ It may be possible, although unlikely, to organize financial support
without the IMF but even so, it would be difficult and messy at best.
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a major propulsive force in the development effort until well into the
1990's; nor can they generate foreign exchange earnings of the relative
magnitudes envisaged for, say, the Latin American heavily indebted
countries. In the short run most growth will come from the production of
import substitutes. The key to this growth will be essentially the same
set of policies needed to promote exports, particularly the removal of
price distortions. These policies will encourage more efficiency in
agriculture and industry and will be much more effective than current
policies, for example, in achieving Nigeria's objective of encouraging the
utilization of local raw materials. Gas-based activities will be of
growing importance both for the local and export markets. In the longer
term a curtailment of the high population growth rate - now estimated at
3.3 percent per annum - will be critical to the efforts to improve living
standards. The Government is aware of the implications of the high
population growth for development and is preparing a population policy with
specific demographic objectives. Some unmet demand exists for family
planning and this can be increased through well designed information
programs. Over the longer run, large-scale acceptance of family planning
will require actions on the determinants of family size, such as low levels
of education.

B. Adjustment Policy Package

15. The further policy measures proposed are based on extensive work
carried out in preparation for the stalled 1984 SAL and subsequent economic
and sector work (including the December 1985 CEM). A broad program has
been evolved, with the priorities being: (i) correcting the still
misaligned relative prices through exchange rate adjustment, liberalized
import controls (including appropriate trade tax adjustments) and
dismantled price controls; (ii) overcoming the considerable public sector
inefficiencies through improved public expenditure programs and the speedy
rationalization of the parastatal sector; and (iii) reducing the
imperfections in the financial system principally through appropriate
interest rates. Further financial stabilization measures and
fiscal/monetary targets would be agreed between the Government and the IMF.
right discipline on monetary expansion would have to be maintained with the
Government continuing to place strict constraints on the budget deficit.
While improved revenue measures should be pursued, these should not be seen
as a substitute for a slimmer bureaucracy and a reduced Government presence
in productive activity 5/. In what follows, the core policy measures

required are outlined. Annex A presents a detailed annual action program
:or 1987 based on these measures while Annex B summarizes the timing of
policy actions over the whole of the adjustment period.

5/ Special attention will need to be given to the problems facing the
state governments in raising revenues to meet expenditure needs in
crucial areas such as education and health, and in keeping
expenditures under control. The Bank has ongoing ESW on matters
relating to state finances and expenditures and this will have to
intensify so that suitable policy recommendations can be formulated.
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16. Exchange Rate, Trade and Incentive Policies. The thrust of the
policy reforms in this area should be towards a market-determined
exchange rate and the phased dismantling of import controls within three
years. Provided the underlying trade taxes are structured correctly, the
principal impediments to efficient resource allocation - and to non-oil
exports and the utilization of local raw materials - will be removed, and
the inducements to engage in parallel black market activities minimized.
Action on three fronts is proposed. 6/ An initial significant and discrete
devaluation would be desirable. Movement from there should be as rapid as
possible, combining further devaluations (coinciding with the
liberalization of import controls) with a crawl of the real rate. The
continued need for the "across the board" temporary import surcharge of
30 percent would be reviewed as such adjustments are made. In parallel,
the scope of the newly established second-tier foreign exchange market to
be operated by the commercial banks should be expanded through the
Government allocating increasing shares of oil as well as non-oil export
proceeds to it. This would supplement the amounts available from the
foreign currency domiciliary accounts system. However, the second-tier
market should be integrated into the formal market as quickly as feasible
with the naira then being allowed to find its own level.

17. Initial priority in the dismantling of import controls should be
given to raw materials and spare parts (with some exceptions) through their
transfer to open general licence status. However, action should be taken
to ensure that the system of trade taxes provides the desired longer term
signals to producers allowing them to plan ahead with some certainty.
Modifications to the customs tariff schedule should be made at the time of
the initial devaluation to lower and narrow the range of rates to 15 to 35
percent (with a clustering of rates in a narrower band of 20 to 30
percent). Excise taxes on production for the local market should be
structured to be consistent with the principles for the setting of the
custom tariff levels and minimum feasible degrees of import protection.
High additional- excise duties (50 and 100 percent or more) should be
applied to the local production and imports of luxury goods. The basis for
such reforms was set in the Bank assisted review of the customs tariff and
excise tax schedules in 1984.

18. Immediate action should be taken to relax ex-factory price
controls in order to shift incentives away from trading to production, to
signal relative scarcities and to increase the effective yields and
elasticity of the excise tax system. It would be highly desirable to shift
farmer incentives from input subsidies to a crop pricing structure which
reflects market forces. A re-examination of the role of the six commodity
marketing boards and the approach to the setting of support prices for
domestic crops with the aim of minimizing Government intervention is also

6/ The recommended exchange rate actions are preliminary. Firm
recommendations will be formulated after the IMF completes its Article
IV Consultations in March 1986.
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called for. The government should continue to adjust petroleum product
prices in line with the exchange rate adjustments.

19. A package of export incentives should be introduced which removes
fully the impediments to non-oil export production inherent in the system
of trade taxes and controls. Budgetary considerations and GATT regulations
would need to be taken into account in determining the nature, level and
coverage of the incentives but the package could include: (i) the recently
re-activated customs drawback scheme but extended and adapted to include
exemption (or equivalent) from customs tariffs and excise taxes on all
inputs directly and indirectly incorporated in export production;
(ii) exemption from excise taxes on output; and (iii) a tax credit on
export production (or an equivalent measure) to offset the distortionary
effects of the import protection system and exchange rate policy on value
added. The ability of exporters to retain 25 percent of foreign exchange
earnings and sell them in the second tier foreign exchange market goes part
of the way towards (iii); an alternative to a tax credit would be for all
foreign exchange transactions associated with non-oil exports to be
channelled through this market. Appropriate incentives for export traders
and service exports would also be required. Other supportive measures are
outlined in the Bank's report on the potential for non-oil exports.

20. Public Resource Management Policies. The principle which should
guide the Federal and State Governments in their budgetary and planning
decisions throughout the adjustment period are as follows. First, the
Government should continue its efforts to stabilize the public wage bill.
It should restrain attempts to increase real levels of public service
salaries and fringe benefits, and the freeze on hiring should be extended
to all but the most critical skills. Over the longer run, the emphasis has
to be on eliminating overstaffing through a judicious combination of
attrition and redeployment and allowing wages for different skill
categories to reflect scarcity values. Second, restored levels of supplies
will be essential in the health, education and agricultural sectors while
routine and periodic maintenance must have priority over new investment to
prevent the rapid deterioration of essential infrastructure. Third,
transfer to parastatals to cover operating deficits and capital
expenditures have to be further reduced; the transfers to
commercially-oriented parastatals should be eliminated completely. Within
the context of development strategies for the sectors in which they
operate, programs for the privatization, liquidation or rationalization of
parastatals should be prepared and implemented. Commercial orientation and
increased autonomy and accountability should form part of the
rationalization program. Where feasible, the process of privatization of
commercially-oriented parastatals could commence with the conversion of
outstanding government loans to equity and the infusion of new capital by
selling shares to the public through the Nigerian Stock Exchange. Finally,
priorities should be set for the completion of the large number of capital
projects on the basis of their economic viability and costs to complete,
with across-the-board cuts being avoided so that the economy is not
burdened by unfinished and weak projects. This will mean some politically
tough but economically important decisions (e.g. discontinuing or
postponing the completion of Ajaokuta steel works). For projects in the
early stage of implementation, possibilities for reshaping the scope and/or
timing to reduce costs and increase benefits should be assessed, especially
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where large sums remain to be spent (e.g., the new capital, Abuja). The
Bank's proposals in this area are developed more fully in the October 1985
report on Nigeria's public expenditures.

21. Financial System Policies. To increase the mobilization of
financial savings and encourage the more efficient allocation of financial
resources, the Government should reduce its intervention in the operation
of financial markets, particularly in credit allocation and in the setting
of interest rates. Interest rates should be allowed to reflect a positive
real yield on holding financial assets and be flexible enough to take into
account the frequent changes in the rate of inflation and balance of
payment conditions. Also, the differential interest rates applied to the
preferred sectors should be eliminated. The percentage credit allocation
ceilings on bank lending should be removed. The review proposed by the
Government with the aim of articulating a strategy for the restructuring of
the financial sector should result in a plan of action for improved
financial intermediation.

22. Sector Policies. Intra-sectoral breakdowns of public
expenditures should be determined within the context of medium term
development strategies for each sector. Special focus should be placed on
the removal of technological and supply constraints discouraging private
initiative and inhibiting efficient responses to favorable market
conditions. While the basic exchange rate, trade, incentive and financial
policy reforms will be crucial in this regard, constraints may exist at the
sectoral level (e.g. specific infrastructural deficiencies, lack of
particular skills) on which action must be taken to ensure the desirable
responses to the improved price signals.

* Agriculture: The extensive information now available on
agriculture is being drawn together to frame a coherent sector strategy for
the sector's development. The strategy will incorporate measures to
support and remove impediments to the development of export crops,
particularly rubber, oil palm and cocoa. Allocations of public investment
for irrigation should emphasize viable small scale low-cost irrigation
schemes. The ADPs would continue to justify a sizeable proportion of
public expenditure, although the project components need to be examined in
the light of the absence of an economic response to applications of current
fertilizer compounds on existing varieties of sorghum and millet. Food
storage should receive increased attention. In order to expedite the
adoption of new varieties and technologies developed by research centers,
the Government should actively pursue applied research to establish their
appropriateness at the farm level. A large share of expenditures should be
directed to combat serious natural resource degradation (e.g., shelter
5elts, arid zone afforestation and rural forestry).

* Oil and Gas: NNPC should rely on joint ventures in all facets of
oil. and gas production. It should be reorganized as a holding company with
largely independent subsidiaries and divest itself of its petroleum product
distribution companies. Gas infrastructure development should be given
priority to enable the 1320 mw Egbin power station and selected industrial
users to substitute gas that is presently being flared for the more
expensive fuel oil. The highest priority is the construction of the
Warri-Lagos pipeline and the corresponding development of the gas field of
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Utorogu. This program could be related to the gathering of associated gas
which could also be used for LPG, initially for export and for domestic
markets once they are developed. The proposed LNG project would have the
highest chance of success if it were set up on a joint venture basis, with
at least a 40 percent share for foreign companies and with an experienced
operating company in charge of management; the project should only be
embarked upon if purchase contracts can be guaranteed.

* Manufacturing: There is a need to reduce considerably the role
of the public sector in manufacturing. The policy reforms outlined will
lead to considerably increased domestic and foreign private investment.
Meanwhile, public sector efforts should be redirected towards strengthening
industrial infrastructure and support services. Given the inadequate
market for its products, its high costs and doubtful viability,
construction of the Ajaokuta steel works should preferably be discontinued
or deferred indefinitely (and the necessary penalties paid); no new
projects in the steel sector (including the flat products plant, special
alloys plant and foundry) should be started while ex~enditures on other
existing steel plants should be held to the minimum levels. In
petrochemicals, priority should be given to the completion of the plants to
produce polypropylene, carbon black and synthetic detergents ("Phase I"),
provided that a satisfactory restructuring plan can be established for the
latter two plants. The first phase ("Phase IIA") of a proposed large
polyolephin complex to produce thermo-plastics should be deferred.

* Population: A draft population policy has been prepared by
Nigerian population specialists under the guidance of an inter-ministerial
group and with support provided through Bank sector work in cooperation
with other donors. This policy should now be reviewed and acted upon by
appropriate bodies. It includes: (i) establishing a nationwide program of
private and public sector family planning services, supported by extensive
information and education activities; and (ii) undertaking other
initiatives to indirectly reduce fertility by, among other things,
improving the status of women and delaying the age at marriage.

C. Adjustment Financial Package

23. A financial package involving exposures along the lines presented
in the following table would appear to be feasible. It involves the
official rescheduling of Paris and London Club debts and of trade arrears,
and new loan commitments. The package is based on: (i) assessment of
likely reactions of Nigeria's creditors to the endorsement by the IMF of an
adjustment policy package, past practices of the Paris and London Clubs and
parameters set for the Baker initiative; (ii) possible lending programs of
the Bank, IMF and other international financial institutions under
alternative lending conditions; and (iii) iterations of funding
requirements to meet necessary import levels implied by the macroeconomic
assessments, with funding availabilities implied by the financial workouts.
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NIGERIA: Changes in Exposure (Debt Outstanding and Disbursed $ billion)

Austerity
Adjustment Policy Scenario Policy Scenario

Average Average
Annual Annual

End End End Growth End Growth
Creditor 1986 1991 1995 1987-1991 1991 1987-1991

1. World Bank 1.5 4.6 7.7 25% 2.2 8%
2. IMF 0.0 1.9 0.1 - 0.0 -
3. Paris Club 5.3 6.4 3.4 4% 3.6 Neg
4. London Club 4.8 5.5 2.7 3% 3.3 Neg
5. Other Commercial 0.0 1.9 1.9 - 0.0 -

3 + 4 + 5 10.1 13.8 8.0 6% 6.9 Neg
6. Trade Arrears 1/ 2.8 1.6 0.4 Neg 0.1 Neg
7. Other 2/ 4.0 3.0 3.9 Neg 2.8 Neg

TOTAL DOD 18.4 24.8 20.1 6% 12.0 Neg

1/ Includes only the $2.8 billion in arrears not yet recognized as of
December 31, 1985.

2/ Includes short term, private, arrears already recognized, and other
debt not eligible for renegotiation.

24. Debt Rescheduling. Based on Bank analysis of alternative
options, the best feasible workout appears to be a two-step six-year
rescheduling arrangement (MYRA). This reschedules 100 percent of the
principals of the London and Paris Club over the period 1987 to 1992 7/.
The two-step MYRA is based on the supposition that creditors would first
agree to a very'short consolidation period (two years maximum) involving
standard rescheduling terms to begin with. Conditional upon satisfactory
policy performance during the first two years (1987-88) of the adjustment
program period, the creditors would negotiate a longer MYRA (four, possibly

7/ This also implicitly reschedules the principal not paid during 1986
when the 30 percent debt service limit is assumed to have been in
effect. It is unlikely that Nigeria would reach formal agreement with
its creditors during the course of 1986 and would thus pay all
interest, principal due to multilateral creditors and other principal
(with preference to those disbursing new monies) to the extent of the
announced debt service target.
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five, years) 8/. Whereas a year-to-year rescheduling approach affords the
creditors somewhat greater control, a MYRA approach is more amendable to
obtaining a tenable external situation since it allows Nigeria to
concentrate on medium and long term reform. In the case of the trade
arrears, it would be consistent to spread the repayment of the principal
over ten years (with an interest rate of 1 percent above LIBOR) rather than
the 3.5 years used for the arrears already recognized. This reduces the
need for new loans.

25. New Loan Commitments. The adoption of an adjustment policy
package by the Government would lead to an acceleration of World Bank
regular project loan disbursements increasing over the years to around $500
million in 1991, plus SAL and other quick disbursing loans averaging about
$500 million per annum over the 1987-91 period. This would lift the Bank's
exposure to around $4 billion in 1991, which represents about 18 percent
of total debt outstanding. Commitments of about $200 million per year are
assumed to come from the African Development Bank (ADB). New loans from
primarily commercial banks averaging terms of three 'ears grace then four
years to repay are assumed to provide the remaining financing requirements.
These new loans would imply that the share of total debt in Nigeria of
commercial bank creditors would increase from 51 percent in 1985 to 55
percent in 1991, decreasing to 40 percent in 1995. This exposure would be
reduced to the extent that IMF or other creditors exposure is increased.
In finalizing the financing package, it will be necessary to ensure that
the sourcing of new commitments results in an equitable spread of the
risks.

26. IMF Accord. The overall financial package assumes that Nigeria
is able to attain a successful formal agreement with the IMF on an upper
credit tranche facility by 1987. This allows one year for the anti-IMF
political fervor to cool off. Four one-year standbys (1987-90) of 60
percent of quota are then assumed, followed by a fifth year where net
exposure would be maintained. The 60 percent is applied to the present
quota (SDR 849 million) without adjustment for inflation. (Another option
might would be a one-year standby followed by the three-year EFF the IMF
had earlier been planning on.) Because of the first repayment coming due
in 1990, the IMF exposure reaches a peak of 220 percent of quota in 1990
and 1991 and declines rapidly thereafter, with all loans being repaid by
1994. An extension of the IMF exposure for a longer period would decrease
the amount of commercial loans needed. The absence of IMF funds would
increase the new money requirements from other sources in roughly
corresponding amount unless the growth targets are reduced.

8/ While commercial banks have entered MYRAs involving consolidation
periods of up to five years, Paris Club reschedulings have mostly been
confined to single maturities. However, the granting of extended
consolidation periods does not, per se, pose important procedural
difficulties to the Paris Club. In 1985, Ecuador was accorded a
three-year MYRA.
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D. Adjustment Policy Scenario: Macroeconomic Implications

27. Even with the adoption of an adjustment policy package and
agreement on a financial package of the orders of magnitude specified
above, it is unlikely that GDP growth would greatly exceed an average of 3
percent per annum over the 1987-91 period, rising to around 4 percent per
annum through to 1995. 9/ These rates are consistent with the Government's
expressed desire to contain debt service and new external financing to
sustainable limits, and to prevent any further decline in per capita
consumption over the next few years with modest but steady improvement in
the 1990s. While the external debt outstanding in 1995 of around $20
billion under this scenario is in excess of the present level, it would
represent a vastly improved ratio to exports (around 75 percent compared to
the present level of 150 percent) and be associated with a lower debt
service level (20 percent of exports compared with the present level of 40
percent). Over the long term, a curtailment of the high population growth
rate will be critical to the efforts to improve living standards.

28. Investment and Savings. These growth magnitudes do not call for
massive new investment levels. Although over the longer period investment
will have to grow more or less in line with GDP, there is considerable
scope for increasing output over the medium term through the fuller
utilization of existing productive capacity, more selective and sound
public investment in key areas and improvements in the productivity of
private and public investment as a result of the policy reforms outlined
earlier; the effects will be reflected in a decreased non-oil ICOR (between
3 and 4). Investment throughout the adjustment program period is expected
to average around 18 percent (which in real terms is slightly below present
levels) of GDP, with the improved incentive system and investment climate
leading to the partial restoration of the pre-crisis private/public
investment ratio (to around 55 to 60 percent by 1991). The national
savings rate would average around 18 percent of GDP; public savings over
the period are slightly less than public investment but exceed them in the
early 1990s. The uplift in the savings rate in the early 1990s is not
entirely dependent on expected increases in oil earnings. The reforms
proposed for the financial system will be important in the encouragement of
private sector savings while improved revenue mobilization, control over
public expenditures and parastatal reforms will allow a considerably
improved public sector savings performance.

29. Exports and Imports. The success of the adjustment program will
rest heavily on the ability of the economy to expand the trade surplus and
ultimately to generate an external current account surplus without resort
to administrative controls on imports. Such surpluses are likely to accrue

9/ While, as noted in the recent PBD review of "Baker" papers to date,
there is no scientific way to quantify the effect of the policies
proposed with the RMSM outcomes, the parameters used represent
judgements based on what has been gleaned from analysis at the macro
and sectoral levels of Nigeria's own experience, and from comparison
with other countries.
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in the early 1990s when the effects of the policy reforms in encouraging
efficient import replacement and non-oil exports begin to really bite and
when the international oil market is expected to pick up. Rapid growth in
non-oil exports (around 11 percent per annum) can be anticipated as a
result of the improved exchange rate and export incentive policies but
because of the small base from which they start (about $400 million in
1985), the high growth rates would not result in vast increases in foreign
exchange earnings over the 1987-91 period (although they would become
significant during the 1990s if even moderate growth continues).
Unfortunately, there is considerable uncertainty as to export revenues from
oil, although Nigeria does have some flexibility on the margin in adjusting
production levels to compensate for price reductions. 10/ There is also
uncertainty as to the level of imports consistent with the growth targets
set. Imports of goods have been squeezed considerably since the onset of
the economic crisis and in 1986 are expected to reach a trough of just over
$7 billion (in 1984 prices). This low figure has been used as the base,
with growth thereafter being based on a consistent set of judgements of
import elasticities for capital, intermediate and cofisumer goods and on the
effects of the exchange rate and trade policy reforms. The foreign
exchange made available through rescheduling and new loans enable imports
of goods to be maintained at an average of around $8 billion per annum (in
1984 prices) over the 1987-91 period (compared with around $6 billion
under the Austerity Policy Scenario and just over $7 billion in the
interest only 'cold rescheduling option), while the policy reforms will
lead to a marked increase in the efficiency of their use.

30. Structural Changes. The Medium Term Adjustment Program would
significantly strengthen the non-oil productive sectors and reduce the
economy's dependence on oil. Real growth of non-oil GDP is expected to
average over 3 percent per annum during the 1987-91 period. The most
important changes would be in the agricultural and industrial sectors, with
the former growing at an annual rate of just over 3 percent and the latter
at over 7 percent. There will be a fair degree of "lumpiness" in the
industrial sector which is partially reflected in the growth and non-oil
export figures (as a result, for example, of LPG production coming on
stream). Nigeria's dependence on food imports should be reduced over the
period (reflected in declining per capita real imports) as farmers respond
to the improved incentive system and reduced supply constraints. Exports
of crops should also pick up (mainly cocoa) while forestry could be
expected to grow rapidly and serve as a basis for a fast growing export
industry in the 1990s. Manufacturing growth in the near term is dependent
to a large extent on the availability of raw material imports. Over the
medium term, the improved incentive system would result in a more efficient

10/ If oil earnings over the adjustment period 1987-91 are lower by 20
percent than those forecast by EPD, the GDP growth would be held to
about 3 percent per annum. The income loss would have to be absorbed
mainly in 1987, and thereafter the growth path would be similar to
that of the Adjustment Policy Scenario but with up to about a two year
lag. A comparison of the performance under the Adjustment Policy
Scenario with the Austerity Policy Scenario is presented in Annex C.
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and expanded industrial structure with considerably increased exports to
surrounding countries. Diversification into LNG and LPG would also serve
to strengthen the industrial base and broaden exports particularly during
the 1990s. The reduced dependence of the economy on imports is reflected
in the real import/GDP ratio being contained to around present levels in
the early 1990s without recourse to import controls. The exchange rate and
trade policy reforms would encourage efficient import replacement
production for which comparative advantage is apparent, particularly of raw
materials and intermediate goods. Increased levels of investment and
production by the- private sector should result from the improved incentives
system with the public sector dominance being reduced. The ratio of
private to public investment, for example, is expected to double between
1986 and 1991, with significant increases in foreign investment
contributing to foreign exchange inflows and a strengthened technological
base. In all, a much stronger and more resilient economy emerges at the
end of the adjustment period, with firm foundations set for future growth
based on the non-oil sectors.

NIGERIA: Macroeconomic Performance

Adjustment Policy Austerity Policy
Scenario Scenario

Growth Rates (1984 Naira (%) 1987-91 1987-91
GDP 3.6 1.8
Non Oil GDP 3.6 1.4
Agriculture GDP 3.7 2.3
Industry GDP 7.3 -4.4
Non Oil Exports 11.2 5.6
Imports 3.9 -1.0
Per Capita Cotsumption 0.3 -1.9

Ratios (Current Naira)(%) 1987 1991 1987 1991
Interest/GDP 47 4 3 1
Savings/GDP 15 21 13 14
Investment/GDP 15 20 12 12
Public Saving/Public Investment 81 92 82 69
Private/Public Investment 36 58 28. 20
DOD/Exports a/ 173 158 163 77
Imports/GDP (1984 Naira) 14 13 13 11

Other Indicators (Average Annual) 1987-91 1987-91
Import Levels ($billion) 8.1 6.6
ICOR (non-oil) 3.5 11.9 b/

a/ In the Adjustment Policy Scenario, this reduces to around 74 percent
by 1995. See Annex C for full table.

b/ The ICOR is high since it includes two years with zero or negative
growth. If it was calculated over a slightly longer period, the average
would be around 7 to 8.
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E. Risks of the Program

31. Uncertain International Economic Conditions. The international
macroeconomic picture is shrouded with uncertainties, not only in oil
market prospects but also in the ability and willingness of creditors to
continue to extend financial support to heavily indebted countries. If the
international oil market should weaken even more than projected and Nigeria
is unable to maintain revenues through increases in production volumes,
then the pace of implementation of the adjustment program would have to be
slowed down, growth targets reduced and the time at which sufficient
savings are being generated to commence repayment of external debt pushed
back and/or per capita consumption squeezed. The alternative would be to
seek additional external financial support but at the cost of an extended
debt burden. The commercial banks may also take steps to cut back their
exposure in Nigeria if (i) they perceive the creditworthiness of the
country to be impaired by more unfavorable oil earnings than now
anticipated and/or (ii) other heavily indebted countries are not able to
meet their revised payment obligations, adversely affecting the liquidity
of the banks and their risk perceptions.

32. Internal Resistance to Reforms. The public debate revealed
strong opposition to an accord with the IMF. Questions of national
sovereignty and wasteful use of money by the Government and its officials
were important considerations in moulding the negative response. While the
Government has gained considerable political capital as a result of the
debate, it will have to now tread a careful path in consummating any form
of accord with the IMF. The Government is reluctant to deviate radically
from the perceived public opinion so as not to give competing army officers
the excuse to plot and possibly overthrow it. The increasing emphasis on
price mechanisms relative to administrative controls will mean less scope
for corruption and encourage those affected to frustrate the implementation
of the reforms. Trade liberalization is likely to meet considerable
opposition from'those benefiting from excess protection or from quota rents
on scarce goods. Agriculture tariff reforms could be seen by urban groups
as contrary to their interests leading them to pressure for their
suspension. It will need a committed Government to overcome these and
other forms of resistance, which will be particularly strong in the middle
stages of the adjustment program when the effects of the reforms begin to
take hold.

III. INSTITUTIONAL RESPONSIBILITIES AND MONITORING:
IMPLEMENTING THE ADJUSTMENT PROGRAM

A. The Next Steps

33. Putting into place a Medium Term Adjustment Program will be a
difficult and complex task. In this the Bank will have to take a
leadership role. The crucial next step is to convince the Nigerians to
undertake the further policy reforms required. This is a sine qua non of
obtaining external finance. Thus the Bank should build on the policy
dialogue it has pursued with the Government to seek adoption of an
adjustment policy package along the lines outlined. This would include
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continuing the Bank's efforts to convince the Government of the necessity
to have some form of agreement with the IMF and to explore the means
through which this could be achieved. It is not going to be easy to sell
the adjustment program to the Nigerians. What is proposed goes beyond what
they have been willing to accept to date, particularly on the exchange
rate, import liberalization and starving the white elephants in the public
expenditure program. On the other hand, there are sufficient reasons for
cautious optimism to make the effort worthwhile. As noted previously, the
reforms already announced in the last budget indicate a recognition of the
need for fairly fundamental changes. And even though the Nigerians are
undoubtedly considering trying to force acceptance of de jure or at least
de facto rescheduling which would bring debt servicing down below the
announced 30 percent of exports, the amount of new funds involved in the
proposed adjustment financing package should be large enough to appear
quite interesting to them at a time of great and growing import stringency.
Neither is it going to be easy to sell the financing package to the
international financial community even if Nigeria embraces it. The
community will be unwilling to advance Nigeria significant levels of new
funds if the Government cannot concretely illustrate the political will and
discipline to carry out the necessary further reforms and to ensure that
the returns from the use of the funds are sufficient to service the extra
debt. In this respect, the role of the Bank and Fund will, again, be
crucial.

34. Selling the Program to the Nigerians. To convince the Nigerians
of the desirability of adopting a Medium Term Adjustment Program, five
inter-related aspects should be stressed. First, there is the internal
virtues of the policies themselves in creating the foundations for
self-sustaining growth based on the non-oil sector of the economy. Second,
the additional funds allow considerably more imports - $1.5 to $2 billion
per year - and reduce the strains imposed by continued austerity measures.
Third, official rescheduling has commercial advantages over a "cold
rescheduling" by the Government e.g. continued trade credits, more
favorable loan terms in the future. Fourth, the conditionality of an
international compact has advantages, especially to support the hands of
the reformist elements in a Government continually subject to pressures
from interest groups. Finally, there is the flexibility offered by the
international compact in responding to the external shocks and other
uncertainties. All the participants - the Government, the Bank, the
commercial banks and the IMF - will have to pull their weight if, for
example, the oil market deteriorates further. The Bank should indicate the
extent of its willingness to expand its lending in response to the
Government's policy initiatives, especially through quick-disbursing loans
to support specific reform packages, and to provide technical support in
devising and implementing policy reforms. To help establish and expand the
second tier foreign exchange market and to promote non-oil exports, for
example, an industrial imports loan has been proposed.

33. Role of the IMF. The Bank and the IMF, at the working level, are
in broad agreement on the contents of an acceptable adjustment policy
package, and through its Article IV Consultations, the IMF will have made
clear to the Government its position. Regarding the exchange rate, the IMF
and the Bank are in agreement both on the first-best approach (a "clean"
large devaluation and subsequent float) and on second-best steps (including
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enlargment of the second window) to get there. In the likely event that
Nigeria remains unwilling to adopt any kind of formal IMF program or
surveillance in the near future, the Bank's objective is to assist both
parties in order to assure that Nigeria has as soon as possible a policy
reform package acceptable to the IMF and that there is the closest feasible
formal relationship between the two. The formal relationship is important
for: (i) obtaining acceptance of the proposed adjustment financial package;
(ii) getting IMF money (after a decent interval to allow sensitivities in
Nigeria to fade); and (iii) the benefits, mentioned above, of IMF and
broader international conditionality.

B. Bank Lending Program

36. The Bank's lending program has an important role to play in
efforts to bring about the Medium Term Adjustment Program. The question is
how to calibrate the volume and composition of the lending program to best
encourage rapid movement toward the adjustment policy package. In this
context, the proposed Bank program has been designed to provide flexibility
in responding to policy performance. It consists of (i) a core lending
program to respond to current policy initiatives; (ii) a minimum lending
program if the Government delays in developing these policy initiatives;
and (iii) a full lending program to support an acceptable Medium Term
Adjustment Program.

37. Agriculture accounts for about one-third of proposed Bank lending
under the core program. In industry, Bank management has authorized
discussion with the Government of a quick disbursing sectoral operation
that would focus on additional policy reforms designed to give a major
boost to the second window for foreign exchange and sharply increased
incentives for non-oil exports. The program also includes projects in
transportation and energy; these had been on hold until the recent
elimination of the petroleum subsidies. Regarding longer-run constraints
on development,.the program also gives some emphasis to water supply. On

education, sector work is being undertaken to help develop a project
pipeline.

38. When Nigeria's GNP per capita is calculated on the basis of an
adjusted exchange rate to compensate for the over-valued naira, it is cut

roughly in half, demonstrating that the estimated official per capita
income substantially overestimates real income levels. The current ceiling
on the Bank's contribution to total project costs is two-thirds. In light
of the low level of adjusted per capita income and Nigeria's severe
resource constraints, it is proposed that the ceiling be raised to 80

percent for appropriate lending operations.

39. Some major projects in the lending program have been designed to
be of the "accordion" type, which can be expanded if the reform program is
moving well. The lower level of lending, which is linked to the current
policy framework, would be about $350 million annually (about $4 per
capita). This level, while less than would be desired in terms of sectoral
policy and institutional objectives, seems appropriate as a signal to
Nigeria that the Bank supports the reforms vade to date but would like to
see much more before substantially increasing the program. Until further

policy progress is made, creditworthiness concerns are also seen as a
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constraint on further expansion. Nigeria does have on balance a good record
in paying back the Bank (even when it was running up its large trade
arrears). And its large oil and gas reserves mean that it is much less
dependent than most other countries with serious debt problems on good
policy per se to meet future debt servicing'requirements; in fact its oil
earnings are projected to be more than adequate to meet debt servicing (and
allow import growth) during the period that new loans from the Bank would
be repaid. (cf. the projected debt service ratios for the 1990s in Table 4
of Annex D). Nonetheless, the proposal here reflects the view that now is
a time for caution on lending levels. As further policy progress is made,
the lending program could be expanded and, if circumstances are right,
would include the quick disbursing second window loan mentioned above.

40. If the existing policy framework deteriorates, then the lending
program would be cut back to focus almost entirely on longer-term
development constraints. The level would be about $200-$250 million, the
minimum necessary to keep the net transfer positive., On the other hand, if
the Government is prepared to implement the Medium Term Adjustment Program
in full, the Bank would respond with annual lending levels of about one
billion dollars. (The policy package, with its likely implications for
other external support and additional growth would also result in a
substantial improvement in creditworthiness, as shown in the debt service,
growth and import figures for the Adjustments Policy Scenario in Annex C.)
This lending program would include a higher portion of quick-disbursing
sector loans (up to about 50 percent), concentrated on accelerating
structural change. If agreement is reached with the IMF, the program would
include a SAL.

NIGERIA: Breakdown of Bank Contribution to Financing Package
in Medium Term Adjustment Program

(Millions of dollars)

FY86 FY87 FY88 FY89 FY90

Traditional projects 211 354-479 355-585 405-730 525-870

Quick disbursing - 300 400 400 500

C. London and Paris Clubs

41. The requirement and importance for rescheduling and new funds
from the London and Paris Clubs has already been discussed. The issue is
the Bank's approach to them. Nigeria is already approaching both with
rescheduling proposals; the latest proposal to the London Club asks for a
four year consolidation period, a five year grace period, and then five
years for repayment. Some London and Paris Club members may well break
ranks, or there could possible even be some formal interim arrangement
reached by one or both groups, although some Paris Club members are
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strongly opposed. But the best Nigeria could hope for would fall far short
of what could be achieved with an IMF-blessed (preferably IMF-supported)
program. Some temporary arrangement now would be helpful to avoid a
situation where Nigeria must choose between further draconian cuts in
imports and a purely unilateral rescheduling, (with the problems the latter
would raise for trade financing and for willingness of lenders to cooperate
in providing new money in the future). On the other hand, achieving too
much in the way of formal rescheduling now would risk a disincentive effect
on future policy reform.

42. In any event, if there are prospects of a good reform program the
Bank's role is to try to convince the Paris and London Clubs that Nigeria
merits the risk of additional new lending as well as long-term
rescheduling. The argument here will have to focus on making a credible
case that additional lending will indeed increase substantially the chances
that the banks can go back to a normal and profitable lending relations
with Nigeria. Both London and Paris Club financiers will probably claim
initially that putting new money in is virtually impsssible, but it is
hoped they already recognize that without the kind of financial package
proposed, the chances of substantial principal repayments to non-preferred
lenders (or, more precisely, to those that are not maintaining or
increasing their exposure) is slim at best. In this connection, the Bank
would count on help from the London and Paris Clubs in insisting that other
debt, including Eastern Bloc debt, be rescheduled on similar terms. The
projections made in this paper conservatively do not take account of relief
on other debt, since it is uncertain and the amounts are relatively small.

43. The Medium Term Adjustment Program will be difficult to put
together and involves the risk of failure. But it is vital to the economic
future (and restored creditworthiness) of the country where one in every
four inhabitants of Sub-Saharan Africa reside.
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NIGERIA: ANNUAL ACTION PROGRAM FOR 1987

The policy reform proposals would be implemented on the basis of
annual action programs. This Annex outlines the program for 1987, although
some of the actions could take place during the remainder of 1986. High
priority actions are indicated by an *.

I. Exchange Rate, Trade and Incentive Policies

1. Initial discrete devaluation and then crawling adjustment.

2 . a. Finalize principles for operation of and activate second tier
foreign exchange.

b. Channel Bank funds (loan for export promotion and utilization
of industrial capacity) through second tier market and match
with multiple of Nigerian funds.

Import Controls and Taxes

1 . Modify customs tariff schedule, narrowing rates to 15 to 35
percent range.

2 . a. Liberalize import controls on raw materials and spare parts
through their transfer to open general licence status.

b. Formulate a plan for the phased liberalization of remaining
import restrictions.

Internal Trade Controls and Taxes

1 . a. Relax ex-factory price controls on all goods.
b. Formulate approach for shift to crop pricing structure which

reflects market forces. Re-examine role of the six commodity
market boards to setting of support prices for domestic crops
(APP to be responsible).

c. Further adjust petroleum product prices in line with exchange
rate adjustments.

2 . a. Restructure excise tax on ex-factory production of all goods
to fall within range of 5 to 25 percent, with appropriate
offsetting provision.

b. Apply additional excise taxes to both locally produced and
imported luxury goods (50 or 100 percent or more).

Export Incentives

I a. Review and modify appropriate customs drawback scheme and
other fiscal export incentives for non-oil exporters
(including export traders and service exporters). This should
include consideration of (i) putting all foreign transactions
associated with non-oil exports through the second tier
foreign exchange market; and (ii) allowing exporters wide
latitude in what they import with their foreign exchange
retentions.

b. Simplify administration of incentive package.

Investment Incentives

1. Carry out studies to finalize coverage, design and administration
of a package of fiscal investment incentives (undertaken jointly
be the teams involved with ITAP and APP).

2. Streamline regulatory measures relating to industrial approvals.

3. Review legislation relating to foreign investment to allow
greater ownership flexibility in some areas.
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II. Public Resource Management Policies:

Public Expenditures

1 . Maintain restraints on public sector wage increases and extend
freeze on recruitment to all but the most critical skills.

2 . In 1987 budget, reflect move to (i) restore levels of supplies
relative to manpower; (ii) give priority to routine and periodic
maintenance over new investment; and (iii) further reduce in
transfers to commercially oriented parastatals (basis to be
agreed within context of a rolling budget).

3 . Agree on restructured public investment program within context of
sector strategies and (i) specify principles for the setting of
priorities for completing ongoing capital projects; (iif
re-assess ongoing and proposed new projects (with completion
costs over N30 million) against these principles; and (iii)
categorize projects into "core", "reserved core" and "non core"
within context of agreed budget constraints and incorporate into
rolling budget estimates.

4. Adopt a rolling multi-year budget. Begin with a two-year rolling
budget.

Public Enterprises

1. Prepare a Statement of Policy on Public Enterprises.

2. Restructure the Ministry of Finance Incorporated (MOFI) or some
other agency of Government to effectively support the Ministries
in planning and executing public enterprise reforms.

3 . a. Carry out a rationalization program for parastatals.
b. Classify parastatals according to whether they should be left

largely unchanged, restructured, privatized or liquidated
(in-depth studies required for some enterprises).

c. Establish priorities and timetable for rationalization.
d. Prepare and commence implementation of restructuring

sub-program building into it (i) increased autonomy of public
enterprises in making operating decisions (management,
procurement, staffing, etc.) and improved accountability
(ii) further autonomy of public enterprises in setting tariffs
and prices (iii) improved accounting practices, financial
controls and management in public enterprises and
(iv) rehabilitation requirements.

e. Prepare and commence implementation of privatization and
liquidation sub-program.

4. a. Increase tariffs of NEPA (at least 25 percent, with further
increases proposed for 1988 and 1989), NRC (50 percent), NET
(amount to be determined) and NPA (amount to be determined).
Establish parameters for the amalgamation of P&T with NET,
ensuring adequate autonomy and management.

b. NEPA to improve bill collections and reduce operating costs.
Plan to be prepared for closure of some branch lines etc. of
NRC; to include plan for staff reductions of around 30 percent
over next three years. NPA to initiate measures to minimize
costs of maintaining secondary ports and to reduce staff by 10

percent.
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III. Financial System Policies

1. Finalize program for restructuring the financial sector. To
include means to: (i) reduce barriers to entry; (ii) encourage
branch expansion in rural areas; (iii) further develop capital
markets as a source of long-term finance; and (iv) improve
existing agricultural credit delivery system.

2 . Adjust interest rates to reflect positive real and scarcity
yields.

3 . Remove credit allocation ceilings.

IV. Sector Policies

1 a. Prepare statement of policy on agricultural development,
incorporating principles for public investment, recurrent
expenditures and parastatal operations in the sector.

b. APP to carry out necessary studies on agricultural product
prices, marketing and incentives.

2. Prepare statement of policy on oil and gas development,
incorporating principles for public investment and parastatal
operations in the sector.

3. a. Prepare statement of policy on manufacturing development,
incorporating principles for public investment, recurrent
expenditures and parastatal operations in the sector.

b. Designate high level interministerial body for guiding and
counseling the trade and incentive policy reforms (for both
manufacturing and agriculture)

c. Industry studies for refineries, petrochemicals, steel and
pulp and paper to be carried out as part of the work of ITAP,
with the principal aim of reassessing approach to public
involvement in the industries.

4. a. Establish a focal point in Government to facilitate and
coordinate the implementation of the proposed National
Population Program.

b. Prepare a five-year action plan to guide the inclusion of
family planning in federal, state and local health services,
and to assure its availability through other outlets.

c. Ensure program reflected in the expenditure plans of
responsible ministries and of the states.
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NIGERIA: MATRIX OF POLICY ACTIONS IN MEDIUM TERM ADJUSTMENT PROGRAM

ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 19 9 1990/91

EXCHANGE RATE TRADE AND
INCENTIVE POLICIES
A. xcha Rate: Move to 1. Reconfirmation of policy 1. Substantial initial devalu-

realistic evel of crawling adjustment ation and adoption of a more
appropriate to the of the exchne rate f, 7lexible exchange rate
reformed trade policy redhc overvaluation of policy.
environment. Naira.

2. Proposal to establish a
second tier forEign
exchiange male

P.. Expand scope of second-tier -
3. Implicit D u n foreign exchange market ad

hoh itoution of move towards unification of
import surcharge (see I the market with the
C 3 - Action recently taken) 'formal' market.
and export incentives
(see I E - Actions
recently taken).

B. Controls & Taxes: 1. Abolition of list of
export controis protiblted exports (with

and marketing restrictions some exceptions).
on desirable non-oil
exports. 2. Simplification of export

licencing procedures.

3. Abolition of export
monopoly power of the
six commodity boards.

C. IMport Controls & Taxes: 1. a. Promulgation of new 1. Modify further customs
;nl import controls customs tariff (1984) tariff schedule,

and move to a situation in narrowing range of narrowing rates to 15
which a relatively moderate tariffs (10 to 60% with to 35% range.
and uniform customs tariff some exceptions).
is the only form of direct Adjustments made (post- 2. a. Liberalize import controls IN
intervention in import 1984) to correct on raw mater ars and spare
trade (with limited anamolies. parts.
exceptions).

b. Abolition of approved b. Formulate a plan for the
user and other sc emes phased liberalization of
TM4) providing zero remaining import restrictions.
or concessionary rates
to favored importers. c. Implement liberalization plan.

2. a. Simplification of
"two queue" system of
import controls and
ntroduction of measures

to remove administrative
abuses and block leak-
ages in granting import
licences.

b. Rationalization of
priorities for
issuance of import
licences, with
increased emphasis on
(i) imports to support
food production and
(ii) raw materials
and spare parts
for manufacturers.

c. Creation of new category
of import licences not
valid for foreign
exchange for approved

priority imports.

3. Introduction of a 3. Import surcharge to be
temporary import surcharge replaced by appropriate
of 30%. exchange rate action.

4. Abolition of compulsory
advance deposit requirement
for imports.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990191

D. Internal Trade Controls 1. Adjustment of domestic 1. a. Relax ex-factory pice
and Taxes: peo odut prices controls o gds.
Withdrawal of Government to rev Tin ial subsidy
from direct intervention (except kerosine). b. Formulate and implement
in price setting. Excise approach for shift
taxes used as a major 2. Expansion of excise tax to C pricng
revenue measure, with base (1984), with taxes strucuir cn reflects
coverage, structure and re-structured to be market forces. Re-
level being consistent consistent with new examine role of the six
with the principles for customs tariff schedule. commodit market boards
the setting of custom Further modifications and spproac to setting of
tariff levels. post 1984. support prices for domestic

3. Creation of Agricultural crops.

Prices and Policv rFoup c. Adjust fetroum product
(AFF) to be respon- rices n tE
sible for recommendations exhiange rate adjustments.
regarding price support
and other trade policies 2.a. Restructure excise taxes on
relating to agriculture. ex-factory production of

all goods to fall within
range of, say, 5 to 25%.

b. Apply additional excise
duties to both locally
produced and imported luxury
goods (say 50 or 100%).

c. Formulate (APP) and
implement policies
for taxation of
forestry and agricultural
products.

E. Expjrpt ncnties:
tr a ckage of 1. Reactivation and modifi- l.a. Review and modify appropriatelyU

fiscal incentives which cation of custums tariff Customs Tariff Drawback
removes impediments to drawback scheme. Scheme and other ciscal export
exports and restores Scheanives.
competitiveness 2. Assistance on export costing
of non-oil export and ricin (nature yet b. Adjust these and other
production. Adopt to be specified). incentives as needed
other non-distortionary (i ing phasing out
measures to promote non- 3. Extension of the Foreig transitory elements of the
oil exports. Exchange Retention cheme package) to reflect progress of

to allow exporters to exchange rate and other trade
retain 25% of foreign policy adjustments.
exchange earnings.

4. Activation of an already
created Export Credit
Guarantee and Insurance
Scheme.

5. Encouragement of establish-
nent of Free Export Zones
in selecte part oi the
country. Revitalization of
the Export Promotion Council.
Requirement for authorized
foreign exchange dealers
to set up export desk for a
export promotiona activity.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN AJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

F. Investment Incentives:
Introduce a set of fiscal l.a. Carry-out studies to oninvestment incentives finalize the coverage,
which are meaningful to design and administration of
investors, mininally a package of fiscal invest-
distortionarv and ment incentives.
simple in their
administration. Also b. Introduce incentive package.
improve other efforts to
promote foreign and local 2. Undertake other measures to
investment in desirable improve investment promotion
production activities. including:

a. Improve investment promotion
operations of the existing
Industrial Development
Coordinating Division
of the Industrial Policy
Review Body.

b. Streamline regulatory
measures relating to opera-
tions of enterprises and
investment.

c. Review and ammend where
necessary, investment poli-
cies and guidelines to
promote desirable
foreign investment.

II. PUBLIC RESOURCE MANAGEMENT POLICIES

A. Level and Structure of
Public Expenditures:

Curtail public expenditures 1. Reduction of salaries of 1. Stabalize p bill
in a way which does least public servants I1985). (limits to e dterne
damage to the economy and oreeze 6n hiring new within the context of the
ensures that maximum bene- public service staff in a rolling three-year budget
fits flow from them. Com- wide range of positions see II B.1).
position of federal and (1984). Reduction of
state expenditures over the fringe benefits to public 2. Restore levels of suplies
five-year adjustment period servants. relative to manpowe d give
should support the macro- priority to routine and periodic
economic policy reforms 2. Reduction of non-statutory maintenance over new invest-
and reflect basic economic transfers to all economic ment (basis to be agreed within
principles, with alloca- and quasi-economic para- the context of the rolling
tions at the sectoral level statals to 50% of present three-year budget).
being made within the con- TT77T7levels. Balance of
sectoral development stra- needs to be obtained from 3. Reduce and ultimately
tegies (see also sectoral increases in tariffs eliminate transfers to
Policies). of parastatals. commercially-oriented

para7taas to cover
3. Major ongoing investment t operating

project (over 830 nillion deficits and capital
to complete) reviewed by expenditure program
Inter-Ministerial (with limited
Committee (with World exceptions - see II.C).
Pank Technical Assistance -
'984). 4. Restructure Federal

public investment program:
within context os agreed
(i) sector strategies;
(ii) principles for
setting priorities and
(iii) budget constraints.
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ACTION PARAMETERS ACTIONS RECENTLY TAKGN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

PUBLIC RESOURCE MANAGMENT POLICIES
(Continued) b. Review public investment m

przgram annually in light
of current revenue conside-
rations, ensuring con-
sistency with principles
and sector strategies.

B. Public Expenditure 1. Adopt a rolling multi-vear
Planning and Budgeting: budget:
improve budgetary process
by adopting approaches a. Begin with a two
to planning and budgeting year rolling budget.
which allow implications of
resource prospects over an b. Expand to a three-year
extended period to be taken rolling budget.
into account in making
decisions on projects 2. Adopt a core-tvpe approach
and programs. to plann n o capta

investment relating it to
the rolling multi-year budget.

Public Enterprises
Timprove ovtetficiency of 1. Appointment of Stud 1. Prepare a Statement of Policy M
parastatals and reduce their Group on Parastatafs on Public Enterprises.
heavy dependence on the (1984). Report submitted.
Government for financial 2. Restructure and strengthena,?. 11
support. Privatize 2. Decision to divest of Ministry of Finance Incorporated
commercially oriented pblicholdings in (MOFI) to ettectively support the
parastatals commeriTl y Yoriented Ministries in planning and

enterprises (agricultural executing public enterprise
production, hotels, food, reforms.
beverages, breweries,
distilleries, distribution 3. Within the context of sector
electrical electronic strategies (see Sector
appliances and all non- Policies) carry out a
strategic industries). rationalisation program
Also, consideration to for parastatals.
be given to reducing
public holdings without a. Classify para-
losing control in banks, statals according to whether
insurance companies and they should be left largely
other financial enter- unchanged, restructured,
prises. privatized or liquidated.

Indepth studies required for
3. Direction to parastatals some enterprises.

to improve ccuntin
ractices andto sue b. Establish priorities and time-in
mey 7nancial table for rationalization.

reports. Accounts to
be audited and published. c. Prepare and implement

restructuring sub-program.

d. Prepare and implement
privatization and
liquidation sub-program.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

FINANCIAL SYSTEM POLICIES
Reduce Government interventionl. Announcement to review 1. Prepare and implement
in financial markets financial system with program for restructurin
and allow more discretion the aim ot its re- the financia setW. iTo
to the financial institutions structuring. To include include means to ( )
in their operations. (i) review of barriers reduce barriers to entry

to entry in banking and (ii) encourage branch
finance (ii) overhaul expansion in rural areas
of operations of (iii) further develop
Agriculture Credit capital markets as a source
Guarantee Scheme and the of long-term finance and
Nigerian Agricultural (iv) improve existing
and Cooperative Bank agricultural credit
(NACB), with emphasis on delivery system.
decentralization and
closer cooperation of 2. a. Adjust interest rates to
NACB with the commercial reflect positive real and
banks. scarcity yields.

2. Announcement to narrow b. Phase out interest differen-
gap in the margin and tial among sectors.
spread of interest
rates. 3. Elimate credit

allocation system.
3. Credit allocation

stem simplified by
reducing number of sector
with ceilings from 8 to 4.

V. SECTORAL POLICIES
Prepare medium term develop- 1. Prepare strategy for agricultural
ment strategies for each sector.
sector, taking cognizance of
broad policy reforms (as a. Prepare statement of policy
relevant), and address the on agriculture and water
specific policy and institu- resource development, incor-
tional reforms required to porating principles for
achieve development objectives public investment, recurrent
in an efficient way as well as expenditures and parastatal
the appropriate schedule of operations in the sector.
public expenditures to support
them. Special focus on the b. APP to carry out
removal of bottlenecks and necessary studies on
constraints affecting the agricultural product prices,
efficient development of marketing and incentives.
productive sectors.

c. Ongoing revision and imple-
mentation of sector strategy.

2. Prepare strategy for oil and
gas sector.

a. Prepare statement of policy m
on oil and gas development,
incorporating principles for
public investment, and para-
statal operations in the
sector.

b. Ongoing revisions and imple-
mentation of sector strategy.
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ACTION PARAMETERS ACTIONS RECENTLY TAKEN ACTIONS TO BE TAKEN ADJUSTMENT PROGRAM PERIOD
1987 1988 1989 1990/91

SECTOR POLICIES (Continued)
Establishment of Industry 3. Prepare strategy for the
and Trade Policy A9i2ysis manufacturing sector.
Unit kITAP) expected soon
under World Bank Industry a. Prepare statement of policy
Technical Assistance Project on manufacturing development,
loan to the Government. Will incorporating principles for
work in collaboration with public investment, recurrent
APP to carry out trade and expenditures and parastatal
incentive policy analysis. operations in the sector.

b. Designation of high level
interministerial body for
guiding and counseling the
trade and incentive policy
reforms (for both manufac-
turing and agriculture).

c. Key industry studies to be
carried out as part of the
work of ITAP, with aim of:
(i) identifying and formu-
lating measure to overcome
regulatory constraints and
market imperfections affect-
ing efficient development;
(ii) reassessing approach to
public involvement in the
industries and (iii) providing
information base for pro-
motion of private investment.
Priority to be given to
studies of refineries,
petrochemicals, steel,
and pulp and paper.

d. Ongoing revisions (especially
in light of findings of
industry studies) and imple-
mentation of sector strategy.

4. Prepare strategies for education
and health sectors.

a. Prepare statements of policy
incorporating federal/state
responsibilities, and
principles for cost-recovery,
public investment and re-
current expenditures.

b. Prepare multi-year public ex-.
penditure program (categorize
core, reserve core, non-
core) consistent with
policy statement, budget
constraints and principles
underlying structure of
public expenditure program.
Relate program to state
responsibilities.

c. Ongoing revisions and imple- -
mentation of strategies.

5. Prepare, revise and implement
strategies for other sectors.



NIGERIA: W OECONMIC ASSESSMENTS

P R 0 J E C T E D

A C T U A L ESTIMATED A D J U S T M E N T P O L I C Y S C E N A R IO AUSTERITY POLICY SCENARIO

Key Indicators 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 A V E R A 6 E 1995 1987 1988 1989 1990 1991 AVERAGE
1987-91 1992-95 1987-91

GDP Growth Rate 2.3 -5.0 0.1 -8.2 -4.8 1.1 0.5 2.4 3.3 3.8 4.5 3.9 3.6 4.1 3.7 1.4 0.1 0.9 3.5 3.1 1.8GNP Growth Rate 2.3 -4.9 0.1 -8.1 -4.8 1.3 0.5 2.4 3.3 3.8 4.5 3.9 3.6 4.2 3.7 1.5 0.1 0.9 3.5 3.2 1.86NY/Capita Growth Rate -2.9 -7.7 -0.2 -0.7 -0.3 0.7 0.8 0.1 1.7 1.9 -1.2 -3.9 -3.3 -0.4 0.1 -1.8
Consumption/Capita Growth Rate 5.8 3.3 1.3 -11.6 -13.4 -6.9 -3.4 1.9 0.3 0.2 -0.6 -0.2 0.3 0.5 1.3 -0.2 -4.2 -3.7 -1.0 -0.7 -1.9

Total DOD (S U.S.Billion) 4.37 6.14 9.01 12.34 13.70 18.11 18.36 19.63 21.05 23.02 24.09 24.84 22.5 22.9 20.1 18.53 18.05 17.04 14.97 12.02 16.1DOD/X6S 0.17 0.32 0.71 1.13 1.11 1.38 1.77 1.73 1.80 1.89 1.73 1.58 1.7 1.1 0.7 1.63 1.55 1.40 1.08 0.77 1.3DO/GOP 0.05 0.07 0.11 0.17 0.19 0.25 0.28 0.38 0.52 0.64 0.60 0.56 0.5 0.4 0.3 0.25 0.22 0.19 0.15 0.10 0.2Debt Service ($ U.S.BillionI 0.54 0.93 1.46 1.99 3.06 5.05 3.12 3.44 3.29 3.50 3.04 3.27 3.3 5.2 5.5 3.41 3.50 3.65 4.14 4.68 3.9Debt Service/XGS (Wl 2.1 4.9 11.5 18.2 24.8 38.6 30.0 30.3 28.2 28.7 21.8 20.8 25.9 23.3 20.3 30.0 30.0 30.0 30.0 30.0 30.0Debt Service/6DP (1) 0.6 1.1 1.8 2.7 4.2 6.9 4.7 6.7 8.1 9.7 7.6 7.4 7.9 9.0 8.2 4.6 4.3 4.1 4.1 4.1 4.2Interest/XS (1) 1.7 3.0 6.4 9.6 9.5 11.5 15.2 20.1 18.1 19.1 14.9 13.0 17.0 8.5 5.6 19.9 17.0 16.5 11.2 8.1 14.5Interest/6DP (1) 0.5 0.7 1.0 1.4 1.6 2.0 2.4 4.4 5.2 6.5 5.2 4.6 5.2 3.2 2.3 3.0 2.4 2.2 1.5 1.1 2.1

(Rates below are current/current)
Gross Domestic Investment/GOP (1) 23.6 29.7 24.1 17.4 12.9 13.7 14.0 15.0 16.8 19-.1 19.5 20.2 18.1 22.0 22.9 12.3 12.1 11.6 11.7 11.6 11.9Domestic Savings/DP (1) 26.5 18.3 14.8 14.1 19.4 19.0 16.1 16.7 18.6 19.8 21.9 22.9 20.0 27.0 28.1 15.0 15.0 15.0 15.2 15.5 15.1National Savings/GDP (1) 23.6 15.7 12.0 11.3 17.4 16.9 14.4 14.6 16.5 17.7 19.8 20.9 17.9 24.9 26.1 13.3 13.4 13.6 13.8 14.1 13.6Marginal National Savings Rates (.) -33.4 -23.9 -5.6 54.1 -2.8 -14.7 2.5 11.6 7.1 12.0 5.4 7.7 5.8 -0.2 -8.0 0.9 1.1 1.7 2.5 -0.4Public Investment/GOP (1) 14.4 15.6 14.7 10.8 9.9 10.8 10.9 11.0 11.7 12.7 12.6 12.8 12.2 13.3 13.4 9.5 9.6 9.7 9.7 9.8 9.7Public Savings/GDP (1I 11.2 9.6 9.0 10.2 11.2 11.7 11.8 10.8 14.9 15.8 7.8 6.5 5.3 6.6 6.1 6.5Private Investment/GDP (1) 9.2 14.1 9.4 6.6 3.0 2.9 3.1 4.0 5.1 6.4 6.9 7.5 6.0 8.7 9.5 2.8 2.4 2.1 2.0 2.0 2.3Private Savings/GOP (1) 5.7 4.8 5.8 6.3 6.5 8.1 9.1 7.1 10.0 10.2 5.5 6.9 8.2 7.1 8.0 7.2Private/Public Investment (X) 63.9 90.4 63.9 61.1 30.3 26.8 28.2 36.1 43.8 50.6 54.8 58.4 48.7 65.1 71.1 29.9 25.3 21.7 21.1 20.4 23.7ICOR 3.5 3.7 12.0 a/
Export Growth Rates (X) -9.5 -32.3 -27.3 1.0 19.8 12.0 2.2 0.1 2.2 4.4 8.9 4.5 4.0 3.3 0.1 0.1 2.1 4.2 8.8 4.4 3.9Exports/6DP (1) 28.9 22.8 15.9 14.7 17.0 17.8 15.6 22.0 28.7 33.9 35.0 35.7 31.1 38.6 40.5 15.2 14.3 13.6 13.6 13.6 14.1Import Growth Rates (1) 21.9 18.2 -22.8 -22.1 -24.1 -12.2 -9.3 10.8 -1.6 2.6 2.2 5.5 3.9 7.8 11.8 -1.0 -6.8 -5.9 4.4 4.4 -1.0lports/GDP (X) 24.0 29.2 23.0 18.8 16.6 12.5 13.5 20.3 26.9 33.2 32.7 33.0 29.2 33.6 35.2 12.6 11.4 10.4 10.2 9.9 10.9Current Account ($ U.S.Million) -640 -6515 -7387 -4696 -92 2110 -483 -1715 -1719 -2446 -1521 -1264 -1733 602 1500 -605 66 504 1572 2558 819.0Current Account/GDP tI) -0.7 -7.9 -9.3 -6.4 -0.1 2.9 -0.7 -3.3 -4.2 -6.8 -3.8 -2.9 -4.2 0.9 2.2 -0.8 0.1 0.6 1.6 2.2 0.7Terms of'Trade Index 101.3 113.3 113.0 100.3 100.0 95.2 66.6 71.3 67.5 63.5 62.6 63.7 65.7 71.8 80.2 71.1 67.4 63.4 62.2 63.6 65.5b
Nor-Oil Export Growth (1) 15.4 -31.1 -35.4 63.6 -44.2 -24.6 35.9 12.8 10.2 8.9 19.8 4.4 11.2 4.9 5.2 10.0 5.8 -0.2 15.7 -3.0 5.6Exports/BDP (Constant, %) 23.7 16.9 12.3 13.5 17.0 21.5 21.8 21.3 31.1 21.2 22.2 22.3 21.6 22.2 21.6 21.5 21.9 22.6 23.7 24.0 22.8Imports/GOP (Constant, 1) 25.5 31.8 24.5 20.8 16.6 14.4 13.0 14.0 13.4 13.2 12.9 13.1 13.3 13.9 15.1 12.6 11.7 10.9 11.0 11.1 11.5

NOTE: Inconsistencies may exist between current and constant ratios as a result of terms of trade and exchange rate
adjustment. In the Adjustment Policy Scenario, three years of large real devaluations over 1987-89 of 70 percent
is assumed and constant in real terms thereafter. In the Austerity Policy Scenario, no large devaluation assumed;
the nominal exchange rate is assumed to be adjusted to compensate for half of the difference between international
and domestic inflation each year.

a! The ICOR is high since it includes two years with zero or negative growth. If it was calculated over a slightly
longer period, the average would be around 7 to 8. Both ICORs are non-oil ICORs.

t Improved cocoa harvest.
c/ LPG comes on stream.
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NIGERIA: Assumptions and Results of Financial Assessments

1. Tables 1-7 summarize the results of the various projections made
of Nigeria's external balance. Table 1 presents the debt outstanding as of
the end of 1985. Table 2 shows the import levels that would result if
Nigeria pays all debt service as scheduled (i.e. no reschedulings) and
receives new commitments only from IBRD and ADB. Table 3 presents these
debt service obligations in more detail. Table 4 shows the effect on
import levels of assuming a 30% limit on debt service payments without
other new loans (the Austerity Policy Scenario). Table 5 presents the
import levels that would result from the Adjustment Policy Scenario. Table
6 compares the two scenarios and displays the sources of the higher import
levels in the Adjustment Policy Scenario. Table 7 describes the changes in
exposure of the various creditors that would result from the Adjustment
Policy Scenario. The detailed assumptions used to make these estimates are
described below.

2. Oil Exports. Oil price assumptions are from the EPD base case.
While the world oil price projections are much lower than previous
forecasts, they are not as low for 1986 as current spot prices both because
average selling prices are above spot prices at the moment and because
markets may stabilize later in the year. Oil prices could be several
dollars lower than in these projections, especially in the next few years.
We have done sensitivity analysis assuming world oil prices fall to a level
$10 below the EPD's base case. It is assumed that OPEC quantities will be
higher in the future than they have been in recent years because the lower
prices will stimulate demand and because non-OPEC supplies will be less
forthcoming at these lower prices. In that environment, EPD assumes that
Nigeria's share of OPEC production will decrease from 8.6% in 1985 to 8.1%
(their official share) by 1988 in the base case.

3. Nigeria's production increases from 1.50 m.b./day in 1986 to 1.71
in 1990 to 2.0 in 1995.

4. Nigeria's price (including a $1 premium above the world oil
price) is $21 in 1986, $24 in 1990, and $40 in 1995.

5. The estimates of domestic consumption are based on the best data
for 1985 (.25 m.b./day) followed by a decrease to .23 m.b./day in 1986 due
primarily to the recent increase in petroleum product prices. This grows
to .2'4 2 in 1990 and .275 in 1995 in the Austerity Policy Scenario, and .247
in 1990 and .274 in 1995 in the Adjustment Policy Scenario. The two
scenarios are quite similar because the higher GDP growth rates in the
Adjustment Policy Scenario are offset by the effects of the higher prices
for domestic products.

6. Non-Oil Exports. These numbers are taken from the macro model.
The estimate for 1986 is $358 million in both scenarios compared to $270
million in 1985 -- most of that growth is in cocoa. From 1987 onwards the

growth in real terms for manufacturing exports is 0% through 1989 and -2%
thereafter in the Austerity Policy Scenario and 2% growing gradually to 12%

in 1985 in the Adjustment Policy Scenario. Other agricultural exports grow
very little in either case. Cocoa increases from 180,000 tons to 220,000
tons in the Adjustment Policy Scenario while actually deareasing from 1987
onwards in the Austerity Policy Scenario. Gas exports of $100 million have
been added in both cases from 1990 onwards. By 1990 the difference between
the two cases in non-oil exports is $190 million. By 1995 the difference

is $520 million ($300 million in 1985 dollars).

7. Export NFS are assumed to be 3% of total goods exports.

8. Import NFS. This is comprised of two major parts: freight,
insurance, and other services which vary with imports and repatriated

profits which depend mostly on oil exports. Based on historical figures,
the relationship has been 10% of imports + 4% of oil exports. In order to

try to capture the recent changes in profit retention rules for the oil
industry, the projections assume import NFS will be 10% of imports + 5% of
oil exports beginning in 1986.
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9. Other Balance of Payments Items. Travel is assumed to be includ-
ed in the NFS imports. Direct foreign investment grows at zero per cent in
real terms in 1986 in both scenarios and by zero per cent in nominal terms
throughout the rest of the Austerity Policy Scenario. In the Adjustment
Policy Scenario, the growth is zero per cent in real terms through 1987 and
2% in 1988, 3% in 1989, 4% in 1990, and 5% thereafter. The difference
between the two scenarios is $146 million in 1990 and $439 million in 1995.
Net transfers are constant in real terms in both scenarios.

10. MUV. The manufacturing unit value index (MUV) is used to deflate
imports to a constant dollar value. The projections for the different
countries are from EPD's latest estimates, but the weights used correspond
to the shares of those countries in Nigeria's imports. The index that
results grows by 6.7% in 1986, 6.0% in 1987 and 1988, 6.2% in 1989, 6.3%
in 1990 and then falling gradually to 4.3% in 1995. The cumulative MUV to
produce 1985 dollars values is 1.35 in 1990 and 1.73 in 1995.

11. MLT Debt. All figures on MLT debt are from EPD unless specified
otherwise in these notes. Interest due, amortization due, and disburse-
ments scheduled are provided for Paris Club, London Club, Multilateral
Creditors, and other MLT for 1986-1995. EPD also provides end 1985 DOD.
The only change in these projections is that larger amounts are assumed for
World Bank and ADB disbursements which require adjusting the interest and
amortization due to the World Bank and ADB. Disbursements from existing
commitments are projected by EPD based on disbursement schedules and past
performance. While some obviously non-operating loans have been eliminat-
ed, the projected disbursements are probably on the high side. To the
extent that disbursements from existing commitments are less, however,
disbursements from new commitments would most likely be more since credi-
tors are concerned about total net exposure.

12. Arrears. The MLT figures already include $1.7 billion that
represents the arrears that had been converted to MLT as of end 1985. From
the remaining claims our projections assume the following amounts will be
recognized and paid off as indicated.

Date of Retroactive interest Principal Repayments Dte
Amount Recogtion to Jan. 1, 1984 paid Austerity* Adjustment

$ 1.8 Jan. 1, 1987 1987 1987-1990 1987-1996
$ .5 Jan. 1, 1988 1988 198&-1991 1988-1997
$ .5 Jan. 1, 1989 1989 1989-1992 1989-1998

The interest rate in both cases is 1% above LIBOR. The principal is to be
repaid over 3 years in the Austerity Policy Scenario and 10 years in the
Adjustment Policy Scenario.

* Note that the arrears will not actually be paid off in this period in the
Austerity Policy Scenario because of the 30% limit on debt service.

13. Short-Term Debt. After lengthy discussions, EPD felt the stock
as of end 1985 was $1-2 billion, IMF felt the number was not much over $750
million. These projections assume a level of $1 billion, yielding interest
payments of $100 million per year. There are no payments on principal and
no increase in exposure (not even with inflation) in either case.

14. Private Debt. All figures on private debt are from EPD. The
stock at end 1985 is about $1 billion. The initial stock of debt, the
disbursements from existing commitments and the amortization and interest
obligations resulting from those are from EPD. It is unlikely that expo-
sure to private borrowers will disappear in any scenario. The Austerity
Policy Scenario assumes that new commitments will produce enough new
disbursements to keep exposure to private borrowers constant in nominal
terms over the period. In the Adjustment Policy Scenario, new disburse-
ments vary with direct foreign investment yielding an increase in exposure
from $1.1 billion in 1985 to $1.3 billion in 1990 and $1.9 billion in 1995.

15. De Facto Rescheduling. In the Austerity Policy Scenario, total
debt service (public MLT, private, short-term, and arrears) is limited to
30% of total exports of goods and services. Payments are made in the
followine _rder
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1. interest and principal to multilateral creditors.
2. all other interest (including interest on rolled-over

principal).
3. all other principal including rolled over unpaid principal

from previous years.

Total debt service payments equal 30% of exports provided the sum of debt
service owed, including rolled-over interest and principal, equals or
exceeds that amount. As a result, the rolled-over balance is eliminated in
1993, the first year debt service falls below 30%.

16. World Bank and ADB Loans. For the Austerity Policy Scenario, the
Bank continues to maintain a positive net transfer of resources to Nigeria;
at a minimum, commitments are expected to be about $230 million in FY86,
rising gradually over the ten years to reach $750 million in 1995. Should
the medium-term framework improve over our Austerity Policy Scenario
without spectacular breakthrough on the policy front, lending could in-
crease more rapidly. Under a best policies scenario, with significant
movements on the exchange rate and on import liberalization, project
lending would increase over the years to $1.1 billion in 1995 plus a SAL
and other quick disbursing loans averaging $500 million from 1987 to 1995.
Total new commitments from the SAL and quick disbursing Bank loans would be
$4.5 billion over the period. In all scenarios, the African Development
Bank is assumed to provide $200 million per year in new commitments begin-
ning in 1987.

17. IMF Loans. In the Adjustment Policy Scenario, IMF loan disburse-
ments are assumed to be 60% of quota in 1987-1990 followed by a fifth year
disbursement equal to amortization due in 1991. The 60% is applied to the
present quota and that amount ($510 million) is used without adjustments
for inflation. Because of the first repayment coming due in 1990 the IMF
exposure reaches a peak of 220% of quota (4 x 60 - 20) in 1990 and 1991
declining rapidly thereafter. All IMF loans are repaid by 1994.

18. Official Rescheduling. In 1986, the 30% limit would apply
exactly as in the Austerity Policy Scenario. The unpaid principal which is
rolled over to 1987 becomes eligible for Paris and London Club reschedul-
ing.

19. For both the Paris Club and London Club, 100% of the principal
due 1987-1992 is rescheduled. Paris Club interest is not rescheduled.
This would not actually be in the form of a six-year agreement. It would
probably be in the form of a two-year agreement or even two one-year agree-
ments followed by a four-year agreement. The difference is important in
practical terms because of the closer monitoring and the ability of the
creditors to cancel the agreement if progress is not satisfactory. For
estimating the effects assuming progress is satisfactory, however, the
multiple agreements are equivalent to a single six-year agreement. Repay-
ment of the rescheduled amounts does not begin until 1993. All rescheduled
amounts are repaid by 1997 in five even installments.

20. In the Adjustment Policy Scenario, the arrears are repaid over
ten years rather than the 3 years that have been the terms agreed to in
the past. There is no rescheduling of private debt or other MLT (mostly
COMECON countries) except that the unpaid principal arising from the 30%
limit in 1986 is all assumed to be rescheduled in 1987.

21. Other New Financing. In the Adjustment Policy Scenario, addi-
tional borrowing is added to all of the other assumptions in order to reach
a particular path of imports considered to be consistent with the mac-
ro-economic estimates fqr that scenario. This new money is assumed to come
from London Club banks, Paris Club creditors, and others. The terms are
three-years grace and then four years to repay. The total disbursements
over the period for this new money is $3.9 billion.

22. Reserves. Foreign exchange reserve assets are estimated at about
$1.1 billion at the end of 1985, about 1.6 months of imports of goods in
that year. In both scenarios, this percentage is increased to two months
of imports of goods. In the Adjustment Policy Scenario, this happens in
1987. In the Austerity Policy Scenario, we assume this is done gradually
over the period 1987-1989. Thus reserve assets in nominal terms increase
from $1.1 billion at the end of 1985 to $1.3 billion in 1980 and $3.2 bil-
lion in 1995 in the Austerity Policy Scenario and $1.7 and 2.9 billion in
the Adjustment Policy Scenario.



EXIERNAL DEBT
It Million as of 12/31/85)

(Debt Outstanding and Disbursed) (Undisbursed Debt)PUBLIC 1/ MEDIUM AND LONG TERM 13,225 4,499
PARIS CLUB CREDITORS 4,77% 1,929
LONDON CLUB CREDITORS 4,516 1,19
MULTILATERAL INSTITUIIONS 1,339 954
OTHERS 2/ 2637 422

SHORT TERM 1,000 0PRIVATE 1,081 N.A.

TOTAL 15,306 4,499

TRADE CREDIT ARREARS (NOT YET REC06NISED) 2,800 N.A.

TOTAL DEBT INCLUDING UNRECOGNISED ARREARS 18,106 4,499

Note: 1/ Includes public and publicly quaranteed debt.
2-/ Primarily bilateral loans from COMECON countries and trade credit

arrears already recognised and issued.
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NIGERIA S EXTERNAL BALANCE

No reschedulinq (Existinq Debt Service 0blioatjonsl

- No New Loans (except ADB and regular IBRD)
- illions of Current U5$)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Oil Export Revenues 12.447 9,735 10,636 10,884 11,342 12,860 14,577 16,489 19,021 22,139 25,185Other Exports and NFS 651 661 726 776 809 949 1,020 1,098 1,197 1,316 1,436

Total Export Revenue 13,098 10,395 11,362 11.660 12,151 13,809 15,59! 17,581 20,217 23,455 26,621

* Disbursements 2,63b 1,924 1,382 1,069 650 528 464 505 557 605 659- Interest Due 1,502 1,440 1,788 1,260 1,082 646 531 478 449 442 455- Amortisation Due 3,547 3,891 3,780 3,814 3,438 2,272 1,332 1,002 761 571 468

Other Balance of
Payments Items 1,485 119 343 -61 -35 -67 -437 -321 -332 -380 -43500

----------------------- ----- ----- ----- ----- ----- -----

Imports of Goods
and Services 9,200 7,108 7,519 7,595 8,246 11,352 13,761 16,292 19,232 22,668 25,923

Imports of Goods 8,000 5,975 6,304 6,360 6,929 9,677 11,781 13,986 16,533 19,500 22,307

Imports of Goods in
1985 dollars 8,000 5,599 5,574 5,305 5,442 7,150 8,228 9,267 10,433 11,764 12,903

Debt Service/Exports 397 511 497 441 37 21% 12 81 61 41 3

Total Debt Outstanding
and Disbursed at Year's 1I
end 18,106 16,139 13,741 10,996 8,209 6,464 5,597 5,100 4,896 4,930 5,122

0

Note: I IIncludes $2.8 billion in arrears not yet recognised.



No Ruchedul inq (NIGERIA S ElISIING EXIERNAL DEB, 0p IGAIIONSI

frejrs = 1 4.5 billion
I(t-Ent IS I 4111r1)
Nc rew I,,rt luxcupt Anl und reqular 1IPRD)

85 86 1987 ti8 1989 1990 1991 1992

. INTEPE I

s1.407 1,22 1,014 82 671 543 485 456 440 138 454Faris Club 331 390 361 301 230 169 120 80 48 25 11
I licdron I lub 508 416 jig 223 1,1 68 34 19 8Multilateral fil 126 145 164 184 2Short (pr1 100 100 I I2 100 00 1 200 84 312 342
p '360 230 ISO 94 23 0 0 0 0 0 0

p e 95 89 4 56 40 26 14 1 4 3 2
0 88 70 5 369 ;5 26 6 0 0 0

1,502 1439 1.855 1295 1,08 644 524 40 444 441 456

D. ANOIPISAIION

ub i . 3603 3.242 3.012 2,551 1,332 90 816 747 559 451
Paris Club M4 1,056 1.1111 1,123 .961 649 508 397 309 202 88London Club 1.400 1,510 .%9 1,155 859 40 181 116 103 3 21Multilateral 59 87 117 154 163 176 193 228 269 311 351Short lers ki 0 93 2206 1 5Othr'rln 

0 0 0 0 0th' 1.100 950 575 580 568 100 88 75 66 43 16Prate 245 288 281 216 158 140 76 I3 IArrears I 1 40 7 43 14 12 IfrI 0 257 586 729 800 286 143 0 0 0-- - --- -- - --- - -
101 Al 3,547 3.891 3,780 3,014 3.438 2.212 1.332 1,002 161 571 468

C. DISPURSEMENIS

s3577 1,795 1.307 1.036 636 528 464 505 557 605 659
Paris Club 1,174 849 486 301 206 84 2 0 0 0 0loudon Club 560 498 156 321 17 2 0 0 0 0 0Multilateral 276 285 ! 343 3/8 432 459 501 556 601 659Ofler 1,567 163 138 71 35 10 3 (2) I 4 0pI' ,te 359 129 15 33 14 0 0 0

(0 (Al 2.636 1,924 1.382 1,069 650 520 464 505 557 605 5
P. Nl FIOWS (C-A-Il

P,& 1 -1132 -3070 -3009 -2858 -2586 -1347 -991 -767 -30 -391 -251f3ris Club 100 -597 -1056 -1123 95 -34 -626 -477 -3 - -1 OWdoi Club -134 -14 -21847 -357 -227 -99 m1428 -1331 -1057 976 -473 -215 -135 -11 -4 -3
MullI lateral 109 72 64 25 31 -

35 22-2 -3

Shei ereic 3 50 35 22 3 -21 -33lotelur Ou -100 -100 109 100 -100 -100 -100 -100 -100 -100 0r10/ -10l -587 -60S -556 -90 -85 -71 -65 -39 -1619 -248 -280 -239 -104 -166 -90 -50 -18 -I5 13Arrears 1 0 -88 -964 -943 -1097 -8175 -311 -149 0 0 0
IDI I -Jil3 -3406 -4253 -4039 -386 - 96' -6-8 --- ----

NVIP: I I Incrludes arrears not Yet retognised. So-# of tbe arrears are ovied by tbe Private sector.2 / totals conisst of Public. Private and Arrears.



NIfERIA'S FiERNAL BALANCE
Billions of Current U$. IAtlEteriti Folicy Scenario
limit on Debt Service Equals 304 of Eports,
No New Loans (except ADB and reoular World Bank).

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
---------------- ---------------------------------------------------------

Expor ts Goods and ServicesE Disbursements 13.1 04 11.4 - 1'. 13. 15.6 17.6 20.2 23.5 26.6
isbrsests 2.6 1.8 1.3 1.) 0.6 0.5 0.5 0.5 0.6 0.6 0.7- Interest Paid 1.5 1.6 2.3 2.0 2.0 1.5 1.3 0.9 0.7 0.5 0.6+ Aortisation 3.5 1.5 1.1 1.5 1.6 2.6 3.4 4.3 2.9 0.6 0.5ODther Balance of Payments Items 1.5 0.1 0.1 0 .0 0.1 -0.1 -0.1 -0.2 -0.6 -0.7

Imports Goods and Services 9.2 9.2 9.3 9.2 9.1 10.2 11.2 12.7 17.0 22.3 25.5of which: Imports Goods 8.0 7.9 8.0 ,.8 7.7 8.7 9.5 10.7 14.5 19.2 22.0
1 0

Imports Goods 1985 Dollars 8.0 7.4 7.0 6.5 6.1 6.4 6.6 7.1 9.2 11.6 12.7

--------------------------------------------------------------------------------------------------------------------

Meet items

Percent of Interest Paid 100 too 100 100 100 100 100 100 100 tooPercent of Principal Paid to Preferred Creditors too 110 100 100 100 100 100 100 100 200 100Percent of Principal Paid To Others 1 100 41 30 40 47 100 100 100 100 100 100
Cumulative Unpaid Principal 0.0 2.1 4.4 b.5 8.1 7.7 5.5 2.1 0.0 0.0 0.0Debt Service/Exports 39% 30% 30% 30% 30% 30% 301 301 1% 51 41

Tctal Debt Outstandinq and Disbursed 2 18.1 18.4 18.5 18.0 17.0 15.0 12.0 8.2 5.9 5.9 6.1

oM
Note: 1/ Does not include rolled over principal from earlier years.

2 / Includes trade arrears not yet reconised. 0



NIGERIA'S EXTERNAL BALAHNE

N16ERIA'S EXTERNAL W.PAN[E
(Adjustment Policy Scviried

iilions of Current US$

1985 1q86 1987 1988 1989 19 19 1V"2 1993 1994 1995

t!il Eport Revenues 13.1 10.4 11.4 11.7 12.2 14. o 15. 1 .8 20.5 23.9 27.2
4 Disburseuents 2.b 2.6 1.8 2.4 jb 5.1 2.Q 2. 2.0 2.8 1.9

Iterest 1.5 1.6 2.3 2.1 2.3 2.1 2. :.0 2.0 1.8 1.5
- Amortisation 3.5 1.5 1.2 1.2 1.2 1.I 1.2 1.8 ).7 3.9 4.0
+ Other Balance of Payments items 1.5 0.1 -0.1 .0 0.1 1). 1 0.1 0.1 0.2 0.1

Imparts ioods and Services 9.2 9.2 10.3 11.0 11.9 13.0 14.5 16.1 17.7 20.3 23.6
of which: Imports Goods 8.0 7.9 8.8 9.5 10.3 11.2 12.4 13.8 15.2 17.3 20.2

Imports Boods (1985 Dollars) 8.0 7.4 7.8 7.9 8.1 8.3 8.7 9.2 9.6 10.5 11.7

Debt Service/Exports 39. 307. 30% 28 29% 22% 211% 21% 28 24% 207.

Ictal Debt Outstandinq and Disbursed 1I 18.1 18.4 19.6 21.0 23.0 24.1 24.8 25.1 24.2 22.2 20.1

Note: I / Includes trade arrears not yet recoqrised.

MD M
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- Billions of 1985 US$. Comparing Scenarios

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

IMPORTS OF GOODS

Full Debt Service 5.7 5.6 5.4 5.5 7.2 8.2 9.2 10.4 11.7 12.9
Austerity Policy SLenario 7.4 7.0 6.5 6.1 6.4 6.6 7.1 9.2 11.6 12.7
Adjustment Policy Scenario 7.4 7.8 7.9 8.1 8.3 8.7 9.2 9.6 10.5 11.7

COMPARING SCENARIOS
Austerity Policy vs.

Full Debt Service

Total Difference in

Import of Goods 1/ 1.7 1.4 1.1 .6 -. 8 -1.6 -2.1 -1.2 -. 1 -. 2

Adjustment Policy vs.

Full Debt Service

Official Rescheduling 2/ 1.7 1.7 1.4 1.0 .4 -. 2 -. 4 -1.4 -1.5 -1.4
IMF Loans .4 .3 .3 .1 -. 1 -- 4 -. 3 -. 3 -. 1
Higher IBRD Loans .1 .3 .3 .3 .3 .2 2 1
Other New Loans .1 .3 .7
Higher Non-Oil Exports

Other Differences 3/ -. 2 .2 .2 .3 .5 .5 .3 .6 .2

Total Difference in -- -

Import of Goods 1.7 2.2 2.5 2.6 1.1 .5 -. 1 -. 8 -1.2 -1.2

1/ Due entirely to ceiling on debt service at 30% of export revenues.
2/ Includes lmnger repayment period for trade arrears.
3/ Includes differences in reserves, foreign investment, and private lending.
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NIGERIA: BAKER INITIATIVE COUNTRY PAPER

I. Economic Performance

MAY 3 12017
A. Structural Legacy of the Oil Boom (1973-80) W3CA(CHfV

1. The buoyant international oil market over the 1973-80 period
dramatically altered Nigeria's resource position. During this time the
principal objective of the Government was to translate the large oil
revenues into investments in social, economic and physical infrastructure.
There were successes: a large functional network of interstate roads was
established; power generating capacity was tripled and refining capacity
quadrupled; and there was a rapid spread of education at all levels with
the primary enrollment ratio almost doubling. However, the political and
administrative systems at both the federal and state levels were not
equipped to handle adequately the new-found wealth. Rampant corruption and
gross economic mismanagement resulted in considerable leakages of public
revenues and wasteful expenditures while the policies pursued led to
structural changes which made the economy extremely vulnerable to external
shocks.

2. First, the economy became almost completely dependent on the
fortunes of the oil sector. The upsurge in crude oil prices boosted oil
earnings to a level where, by the beginning of the 1980s, they accounted
for 96 percent of the country's export earnings and over 80 percent of
Federal Government revenues. These earnings made it possible to support a
high real growth in investment of 9 percent per annum (reaching 24 percent
of GDP in 1980) financed almost entirely out of domestic savings (over 26
percent of GDP in 1980). 1/ Although the ambitious investment programs of
the Federal and State Governments prepared in the wake of the second oil
price hike of 1979 led to the contracting of significant external debts,
optimistic projections for the oil market suggested these were well within
sustainable limits.

3. Second, there was a marked shift in the structure of production
away from the non-oil producing sectors towards services. Inflation and an
appreciating domestic currency eroded the competitiveness of non-oil traded
good activities to such an extent that their share of non-oil GDP fell from
around 55 percent in the early 1970s to under 40 percent in 1980, while the
share of non-traded good activities rose correspondingly. The impact on
the agricultural sector - the major source of GDP and exports up to the
beginning of the oil boom - was particularly severe; by 1980, its share of
non-oil GDP had fallen to 30 percent (from around 50 percent in the early
1970s) and production of export crops had virtually disappeared.

4. Third, domestic expenditure and production became highly depen-
dent on imports. Within a decade Nigeria became a major food importer.

1/ Real GDP grew by 4 percent per annum.
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The structure of trade taxes and controls encouraged the growth of
import-based light assembly consumer good industries which contributed
little to value added. By 1980, imports had reached a level of around 24
percent of GDP, nearly double the percentage prevailing in the immediate
pre-boom years.

5. Finally, the public sector grew immensely in size and importance.
The increased foreign exchange earnings and budgetary resources supported
escalating public recurrent expenditures and a large public investment
program. By 1980, Government recurrent expenditures had risen to 11
percent and public investment to 15 percent of GDP, the latter accounting
for over half of total investment. A large part of the recurrent expendi-
tures supported an inflated civil service. Unfortunately, many of the
public investment projects were undertaken without sufficient attention to
their economic viability, the appropriateness of their design and the
implementation capacity of the Government agencies. (The private sector,
on the other hand, was led to uneconomic investment decisions by misaligned
prices.) The indigenization decree of 1972 also laid the foundation for
the Government's large-scale participation in the banking, insurance and
industrial sectors. By the beginning of the 1980s, there were around 70
non-commercial and 110 commercial federal public enterprises, many of which
required extensive financial support to cover operating losses. Nigeria
entered the 1980s with some 50 percent of its GDP and 65 percent of its
modern sector employment accounted for by the public sector.

B. The Economic Crisis (1981-85)

6. Nigeria was thus ill-equipped politically, administratively and
structurally to deal with the abrupt end of the oil boom in 1981. A
sharply deteriorating world oil market left the country with plunging
export earnings and fiscal revenues. Partly because of expectations that
the downturn would be short-lived, but mostly because of lack of political
discipline, the Federal and State Governments failed to respond quickly
with strong measures aimed at a corresponding curtailment and appropriate
switch of expenditures. Consequently, sizeable external and fiscal
imbalances emerged; external reserves fell abruptly and at the same time
there was a large-scale accumulation of private arrears on top of
substantial borrowings to finance public investment.

7. The excesses of the civilian Government and its inability to come
to grips with economic realities led to the military taking power at the
end of 1983. Through the almost exclusive use of demand management policies
involving massive expenditure cuts and the stringent application of import
controls, the military Government significantly reduced the imbalances.
Between 1983 and 1985 the budget deficit to GDP ratio fell from 10 percent
to 5 percent while the external account deficit to GDP ratio went down from
5 percent to zero. However, like the previous governments, the Government
was unwilling to adopt any substantial measures to reduce the serious
misalignment of relative prices, the complex administrative controls and
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the public sector inefficiencies. The naira continued to appreciate. 2/
The Government called to a halt its discussions with the IMF for an EFF
program which would have paved the way for a structural adjustment loan
from the Bank and debt rescheduling by creditors. While some actions were
taken to improve the system of trade taxes, continued interventions in
price setting and other trade controls served to reinforce distorted
signals. Moreover, fiscal austerity was characterized by general
expenditure constraints with insufficient regard to necessary expenditure
reallocations. Public investment cutbacks tended to proceed
across-the-board with litt le cognizance of priorities and stage of comple-

6 tion. Within public recurrent expenditures, outlays on supplies, spare
parts and routine maintenance were eroded dramatically. Significant sums
continued to be set aside to support operating deficits of grossly
inefficient parastatals and to provide uneconomic subsidies. Sectoral
ceilings for credit allocations by banks continued to be enforced and
interest rates were held to levels resulting in negative real yields. In
essence, there was no move to alter the structure of the economy inherited
from the oil boom and, as a result, economic performance over the 1981-85
period suffered.

8. First, production and employment in all sectors - except
agriculture - remained depressed with real GDP in 1985 some 15 percent
lower than that prevailing at the beginning of the 1980s. 3/ Construction
and other service sectors were hard hit by the diminished public
expenditures and declined at a faster rate than GDP. The drastically
reduced supplies of raw materials and spare parts to the import-hungry
industrial sector led to widespread plant closures, a substantial drop in
capacity utilization (averaging only 25 to 35 percent) and extensive
layoffs of the work force. Severe shortages of goods led to an
acceleration in the inflation rate - peaking at around 40 percent in 1984
but receding rapidly thereafter - with scarcity rents of 300 to 400 percent
for many essential goods accruing to traders who, unlike manufacturers,
were not subject to price controls. The high population growth rate of an
estimated 3.3 percent per annum meant significant declines in per capita
real income and consumption since the onset of the crisis. In 1985 these
were well below the levels recorded in the early 1970s, before the
commencement of the oil boom.

9. Second, the cutback in investment expenditures was severe, with
investment as a proportion of GDP falling to just over 12 percent of GDP in
1985 - well under half the peak level of 1981. The public expenditure
cutbacks meant further delays in completing viable projects thus escalating
their costs and depriving the economy of their net benefits. Private

2/ This appreciation was marginally reversed in 1985 as a result of
continued depreciation of the naira against the US dollar and the
country's improved domestic price performance.

3/ However, the Government has estimated that there was a slight upturn
in real GDP in 1985 of 2.4 percent (this needs to be verified).
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investment shrank at twice the rate of public investment and by 1985
constituted only a quarter of the total.

10. Third, domestic savings halved in real terms due to the decline
in both GDP and terms of trade, with the savings ratio falling to 17
percent of GDP in 1985. Meanwhile, external debt service requirements
increased tenfold (to 43 percent of exports and around 8 percent of GDP)
and continues to accelerate. The external debt outstanding at the end of
1985 included $14 billion of medium and long-term public debt. Moreover,
Nigeria accumulated substantial trade arrears which have been variously
estimated to range between $3.5 and $6 billion. 4/ There are also some
short-term external debts of around $1 billion (which are assumed to be
continually "rolled over" and thus interest only paid) and an estimated
private external debt of a further $1 billion. The severity of Nigeria's
debt situation relates not so much to the size of the debt overhang (which
in 1985 amounted to 26 percent of GDP compared with the 49 percent average
of all middle income heavily indebted countries) but to its unfavorable
payments profile and the poor outlook for the international oil market (see
paras 16 and 17).

C. Policy Initiatives of the New Government

11. In the face of a continually weak oil market and a mounting debt
service burden, it was painfully obvious that demand management policies
alone would be insufficient to bring about sustainable external and fiscal
positions. Moreover, the rescheduling of debts could not be avoided for
long and per capita consumption was hovering near politically dangerous
levels. Hopes were thus high that the new military Government which came
into power in August 1985 would address the structural weaknesses of the
economy and reach an agreement with the IMF so as to pave the way for
external financial support and renewed growth. While the Government
declared its intentions to complement "austerity with structural
adjustment", it rather oddly submitted the desirability of an IMF agreement
involving a major devaluation - never a popular idea - to a national open
debate. Not surprisingly, there was a resounding public "no" to such an
agreement and the Government responded by formally announcing it would not
pursue negotiations with the IMF.

12. However, the 1986 budget contained measures which heralded
significant progress in the areas of exchange rate, energy pricing, public
expenditures and parastatal reforms (see Annex A). Many of the measures
are in line with recommendations made by the Bank in 1984 relating to a
proposed structural adjustment loan and in subsequent reports. The budget
also incorporated further measures for financial stabilization which, if
fully implemented, would bring the federal budget deficit down to only

4/ The total amounts that will be recognized as valid is difficult to
estimate. The Government has implied the total will be $3.5 billion.
A figure of $4.5 billion is used in this paper.
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2 percent of GDP in 1986, and for expenditure reallocations to bring them
r5--Tffne with effiency considerations. The Government is now moving

slowly and in a roundabout way towards a more realistic exchange rate but
for the time being has rejected the option to make a significant discrete
devaluation. Approaches have been made to creditors about possible debt
rescheduling arrangements without a formal IMF involvement. However, the
Paris Club has made it clear that an upper credit tranche program with the
IMF would be required before such arrangements would be contemplated. The
Government's declared aim to hold external debt service at 30 percent of
exports was initially thought to endanger its relationship with the inter-
national financial community, although this would still be sufficient to
cover all interest payments due and some amortization even under recent
pessimistic oil projections.

D. The Road Ahead

13. Nigeria now stands at the crossroads. It has exhibited over the
last few years the political will for austerity and - as illustrated by the
new budget initiatives - has now found the political will to make a strong
beginning on structural reforms. However, it is unclear how long the
Government would stick to a major and largely unpopular reform program in
the absence of a broad compact with the international financial community
and of IMF surveillance. The recent further weakening of the oil market
will make it more difficult for the Government to maintain the pace of
reform for much longer than twelve to eighteen months without external
financial support. In the meanwhile, it would be forced into a "cold"
rescheduling of the external debt.

14. The uncertainties of the oil market make it extremely difficult
to predict what the macroeconomic picture might look like if Nigeria
followed the road of no accord with the IMF and no formal arrangement with
creditors. However, using EPD's oil price projections, an Austerity Policy
Scenario has been constructed for this road which assumes a gradual

deterioration of policies and the unilaterally set debt service target of

30 percent. 5/ At most, GDP growth rates would average 1 to 1.5 percent
per annum over the 1987-91 period. Increased compression of imports would
be necessary. The scarcities of raw materials resulting from these cuts
would force further reductions in capacity utilization in industry. The
worsening shortages of commodities (including foodstuffs) would contribute
to a high (around 20 percent per annum) inflation rate and although import

replacement production would be encouraged, it would be generally high
cost. The recourse to restrictive policies and administrative controls to

5/ See Annexes E and F for assumptions and results of financial
assessments and macroeconomic assessments. Unilateral 'cold
rescheduling' over an extended period would have damaging effects on
the availability of trade credits to Nigeria. Export credit agencies
would not extend cover which would make it almost impossible to
finance new capital projects.
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achieve the needed domestic savings and current account surpluses to meet
debt service obligations would result in declining labor and capital
productivity. Continued heavy public sector investment (and the associated
poor design and choice of projects) would reinforce this tendency. This
scenario implies increasingly severe unemployment problems together with
further sharp reductions in living standards, especially in urban areas,
with per capita consumption falling by nearly 2.5 percent per annum over
the 1987-91 period. Conditions would improve during the 1990s as oil
markets strengthen and the reduced debt service requirements allow higher
import levels. However, the economy would be plagued with inefficiencies
and deteriorating plant and infrastructures. It would also continue to be
heavily dependent on the health of the oil sector and given Nigeria's very
high population growth, the pursuit of such a "non-adjustment" strategy
would leave theeconomy a wreck when the post-oil era arrives.

15. The alternative road - continued structural reforms, a compact
with the international financial community and IMF surveillance - would
make life a lot easier for the Nigerians, although the going would still be
tough and fraught with uncertainties. It may be possible, although
unilkely, to organize financial support and set up monitoring mechanisms
without the IMF, but even so, it would be difficult and messy at best. The
Medium Term Adjustment Program presented in Section II plots a course for
this road; 6/ obviously there are acceptable variants. The adoption of a
program along the lines proposed would require a strong political
commitment by the Government and greater diligence in curbing corruption
and motivating the bureaucracy to meet the challenges ahead.

E. Postscript: The External Debt Burden

16. In a world of falling oil prices and large but unverified trade
arrears, even a month is a long time beyond which to predict with accuracy
Nigeria's external debt service capacity. However, the Government can
exercise some control on two fronts in the short run. In terms of the debt
service denominator - largely oil revenues - it can pump more oil. Current
production capacity has declined from about 2.4 million barrels per day
(mbd) to about 1.8 mbd 7/ but this is still well above likely sales and
can readily be increased if necessary. The debt service numerator - about
25 percent of which is trade arrears - can be altered by changing the level
and timing of arrears recognition since the verifiable number is still open
to debate. In this respect as well as because of its low debt/GDP ratio,
Nigeria differs significantly from other heavily indebted countries, with
important consequences for how it might manage its debt service obligations.

6/ An Adjustment Policy Scenario has been constructed to reflect this
program (see also Section II and Annexes E and F).

7/ There is little difference between marginal and average cost up to
this 1.8 mbd production level.
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17. The main points to bear in mind are: (1) Nigeria has very high
scheduled debt service obligations in the near future, with ratios close to
Mexico and Argentina but whose structure is more heavily weighted towards
short-term trade arrears; (2) prospects for oil revenues have fallen;
(3) imports have already fallen by half since the early 1980s and it is
difficult to know to what extent they can be further compressed without
reducing consumption to politically unacceptable levels and restricting
investment to levels where growth is not possible; and (4) while the debt/GDP
ratio is low, the likely need for new money to supplement rescheduling for
reasonable growth is relatively much higher than for the other major debtor
countries with the exception of Mexico and possibly Chile. The table below
summarizes the debt service obligations of Nigeria as they now stand and what
their impact on import levels would be without rescheduling and without new
loans. 8/ While there are good reasons to expect that some reductions could
be made in imports from the high levels of the early 1980s without affecting
economic growth, it is most unlikely that at the projected levels growth would
be possible and that politically acceptable levels of per capita consumption
could be maintained.

NIGERIA: Current Debt Service Obligations and External Balance

$ Billion 1985 1986 1987 1988 1989 1990 1991

Inflows
Export Revenues 11.8 10.4 11.3 11.5 11.9 13.3 14.6
Debt Disbursements 2.6 1.9 1.4 1.1 0.7 0.5 0.5
All Other -0.2 0.1 0.3 -0.1 -0.1 -0.1 -0.4

Outflows
Debt Interest Due 1.5 1.4 1.9 1.3 1.1 0.7 0.5
Debt Amortization 3.5 3.9 3.8 3.8 3.4 2.3 1.3
All Imports 9.2 7.1 7.4 7.4 7.9 11.8 12.7

Debt Outstanding 18.1 16.1 13.7 11.0 8.2 6.5 5.6

Debt Service Exports 43% 51% 50% 44% 38% 22% 13%

8/ The key assumptions used here are: (a) EDP's assessment that world oil
prices do not collapse completely in 1986 but they stay at low levels
throughout the 1980s; increases in Nigeria's production partly offset
these lower prices, but oil revenues do not increase in real terms
until the 1990s; (b) no rescheduling; (c) Nigeria continues to
recognize additional short-term trade arrears over the next three
years bringing the total to $4.5 billion by the end of 1988; (d) no
new commitments except for a continuing World Bank project lending
program averaging about $350 million per year in new commitments and
an ADB program averaging $200 million per year; and (e) disbursements
continue on all existing commitments.
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II. Medium-Term Adjustment Program

A. Objectives and Requirements

18. Given the prospects of depressed oil markets over the next few
years, renewed growth and improved credit worthiness will only be possible
if the efficiency of resource use can be substantially increased and
further external financial support mobilized. This will require building
on the initiatives already taken in the 1986 budget and embracing an
adjustment policy package which recognizes the need to increase and improve
the productivity of investment as well as to (i) increase the resilience of
the economy to the uncertainties of the oil market; (ii) shift the
structure of production towards efficient non-oil traded good sectors;
(iii) reduce the import dependence of the economy; and (iv) lessen the
dominance of the public sector and enhance the role of the private sector.
Financial stabilization and the maintenance of reasonable levels of
domestic savings will be important corollary objectives. The adoption of
such a package would be combined with some form of acceptable IMF
endorsement and participation. This would open the way for additional
financial support through favorable terms for the rescheduling of external
debts with the Paris and London Clubs, and new loan commitments. Without
such financial support, it is difficult to envisage a scenario in which
Nigeria would be able to avoid a precipitous decline in per capita output
and consumption and to service debt in an orderly manner.

B. Adjustment Policy Package

19. The adjustment policy package proposed is based on extensive work
carried out in preparation for the stalled 1984 SAL and subsequent economic
and sector work. There is already a substantial degree of agreement with
Nigerian senior officials on many of the measures, although further work is
required in some areas to define more precisely required actions (e.g.,
public enterprise policy). The package involves: (i) correcting the still
misaligned relative prices through reforms in the exchange rate, trade and
incentive policies; (ii) overcoming the considerable public sector
inefficiencies through restructured public expenditures and continued
rationalization of the parastatal sector; (iii) reducing the severe
imperfections in the financial system through less Government intervention
in the operations of the financial markets and improved financial
intermediation; and (iv) removing the supply constraints which discourage
private initiative and inhibit responses to favorable market conditions.
Poverty issues are addressed partly through the public expenditure and
agriculture strategies and partly through the effects of growth on
employment and incomes. Annex A summarizes recent policy actions of the
Government and the timing of further actions over the adjustment period,
while Annex B summarizes the actions which would take place in the first

year of the adjustment program.

20. Further financial stabilization measures and fiscal/monetary
targets would be agreed between the Government and the IMF. Tight
discipline on monetary expansion would have to be maintained with the
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Government continuing to place strict constraints on the budget deficit.
While improved revenue measures should be pursued these should not be seen
as a substitute for a slimmer bureaucracy and a reduced Government presence
in productive activity. Special attention will need to be given to the
problems facing the state governments in raising revenues to meet the
expenditure needs in crucual areas such as education and health. The
revenue sharing formula may have to be reviewed by the governments; if this
poses constitutional difficulties, other revenue sources for the states
should be explored with more diligence (e.g., appropriate cost recovery
mechanisms).

Exchange Rate, Trade and Incentive Policies

21. The thrust of the policy reforms in this area should be towards a
market-determined exchange rate and the dismantling of trade controls.
Provided the underlying trade taxes and incentives are structured
correctly, the principal impediments to efficient resource allocation - and
to non-oil exports and the utilization of local raw materials - will be
removed and the inducements to engage in parallel black market activities
minimized. However, it is unlikely that the Government would agree to an
immediate devaluation of the naira of a magnitude sufficient to reflect the
true scarcity value of foreign exchange and bring about the immediate and
complete liberalization of import controls. The concern is that the
lifting of all import restrictions would cause pent up and speculative
demands to place considerable pressures on the still limited amount of
foreign exchange and while this would force further reductions in the value
of the naira, it runs the danger of essential goods losing out in the
process.

22. Although the removal of controls on imports would have to be
phased, the dismantling of controls on prices and marketing could be
achieved within a relatively short period of time. Immediate action can
also be taken to ensure that the system of foreign and internal trade taxes
provide the desired longer term signals to producers allowing them to plan
ahead with some certainty. These basic reforms should be clearly
distinguished from transitory trade tax and other measures used to
compensate for the unfavorable effects of distortions caused by the
continued use of import controls and the correspondingly overvalued naira.

23. Exchange Rate. A process has to be set in motion through which
the phased dismantling of trade controls and other reforms affecting
foreign exchange demands and supplies would allow the exchange rate to move
towards a realistic level with minimum disruptive effects. An initial

nqdd screte devaluation should take place and a flexible exchange
rate policy adopted. [As an interim measure during the period in which
trade controls are being dismantled, the Government could adapt the formula
it is using to make crawling changes to the exchange rate to allow regular
(monthly) adjustments reflecting domestic-international inflation
differentials and a margin for further changes in the real rate. The
margin could start at three to four percent and be gradually stepped up as
the import and other controls are relaxed. Further substantial discrete
adjustments would be made to coincide with the phasing of liberalization of
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import controls. In parallel, the scope of the newly established
second-tier foreign exchange market to be operated by the commercial banks
could be expanded through the Government allocating an increasing share of
oil export proceeds to it. This would supplement the limited amounts
sourced from the foreign currency domiciliary accounts system. The Bank
could also channel funds associated with, for example, industrial sector
loans through this market (with the Government committing equivalent
funds). However, the second-tier market should be integrated into the
formal market as soon as possible, at the latest by the time the trade and
incentive reforms are fully in place with the naira then being allowed to
find its own level.] 9/

24. Export Controls and Taxes. There are no taxes of significance on
non-oil exports and this situation should be maintained. The Government
has recently abolished the list of prohibited exports and simplified export
licensing requirements for the 36 affected products. The export monopoly
power of the six commodity boards was also abolished, with the private
sector being allowed to market externally these products.

25. Import Controls and Taxes. The aim should be for customs tariffs
to be the only form of direct intervention in import trade. A new customs
tariff schedule was promulgated in 1984 resulting in a considerable
narrowing of the range of rates (10 to 60 percent with some exceptions) and
the abolition of schemes providing zero or concessionary rates to a large
group of favored importers. Further modifications to the schedule should
be made at the time of the initial devaluation to narrow further the range
of rates (15 to 35 percent, with a clustering of rates in a narrower band
of 20 to 30 percent). This would be a reasonable range for the final
structure of the schedule taking account of the Government's insistence on

some continuing protection for import replacement activities, the level and
structure of excise taxes (se para. 29) and revenue considerations.

26. The dismantling of quantitative restrictions on imports should be
phased over a maximum three-year period. Initial priority should be to

liberalize the import controls on raw materials and spare parts (with some
exceptions) through their transfer to open general licence status. 10/
During the first year of the adjustment program, studies should be
undertaken to develop a plan for liberalizing the remaining import
controls. The plan should include measures to counteract dumping and trade
restrictions imposed by other countries and to streamline import licensing

and foreign exchange allocation procedures. The Government has already
taken steps to simplify the "two queue" system of import controls by

9/ These recommended exchange rate actions are preliminiary thoughts of
the Bank only. Firm recommendations will be formulated after the IMF
completes its reviews in March/April 1986.

10/ Some form of reserve powers will have to be devised to allow the
Government to intervene if there should be excessive speculative
imports detrimental to the overall reforms.
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decentralizing approval power to foreign exchange dealers, harmonizing the
issuance of import licenses with the foreign exchange budget and abolishing
the system of global and monthly allocations of foreign exchange for trade
transactions by authorized dealers.

27. The "across the board" temporary import surcharge of 30 percent
recently introduced by the Government serves as an implicit real
devaluation (on the import side), allows the Government to capture some of
the "quota rents" associated with the goods under import restrictions and
provides additional resources to the exchequer. A decision should be made
at the end of the first year of the adjustment program as to whether or not
the surcharge should continue to be applied, with progress on the exchange
rate being the determining factor. Preferably its effects should be
captured through an equivalent exchange rate adjustment (which may be
required under an IMF program since such a surcharge is regarded as an
unfavorable multiple exchange rate practice).

28. Internal Trade Taxes and Controls. The Government should take
steps to withdraw its direct interventions in price setting. Immediate
action should be taken to relax the controls on ex-factory prices in order
to shift incentives away from trading to production, to signal relative
scarcities and to increase the effective yields and elasticity of the
excise tax system. It would be highly desirable to shift farmer incentives
from input subsidies to a crop pricing structure which reflects market
forces. A re-examination of the role of the six commodity marketing boards
and the approach to the setting of support prices for domestic crops with
the aim of minimizing Government intervention is called for. The
Agricultural Policy Pricing Unit (APP) would be responsible for the
formulation of recommendations in these areas for implementation in the
second year of the adjustment program. The Government has recently
adjusted petroleum product prices (except for kerosene) to remove implicit
financial subsidies, and it should continue to adjust these prices in line
with the exchange rate adjustments.

29. Excise taxes on production for the local market should be
structured so as to be consistent with principles for the setting of custom
tariff levels (the excise tax system was broadened in 1984 in parallel with
the introduction of the revised tariff schedule). They would be set at a
not much lower level than custom tariffs (within the range of 5 to 25
percent) to reflect only a modest net degree of import protection.
However, high additional excise duties (50 to 100 percent, perhaps higher
for some products) should be applied to the local production and imports of
luxury goods. The appropriate rates for industrial products and any
required offsetting provisions should be determined prior to the
commencement of the adjustment program and be put in place at the same time
as the desired tariff schedule, although some fine tuning may be required
at a later date. The approach to the taxation of agricultural and forestry
products should be reviewed by the APP and policies formulated for
implementation in the second year of the adjustment program.

30. Export Incentives. A package of fiscal incentives should be
introduced which removes as far as possible the impediments to non-oil
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export production inherent in the system of trade taxes and controls. The
base level of export incentives should be set to reflect the situation at
the end of the import liberalization period, although the temporary import
surcharges on inputs into export production would be refunded while they
are in force. Budgetary considerations and GATT regulations would need to
be taken into account in determining the nature, level and coverage of the
incentives but the package could include: (i) the recently re-activated
customs drawback scheme but extended and adapted to include exemption (or
equivalent) from customs tariffs and excise taxes on all inputs directly
and indirectly incorporated in export production; (ii) exemption from
excise taxes on output; and (iii) a tax credit on export production (or an
equivalent measure) to offset the distortionary effects of the import
protection system and exchange rate policy on value added (the ability to
sell a portion of foreign exchange earned in the second tier foreign
exchange market goes part of the way). This will require a redesign of the
existing customs drawback scheme so that it is less cumbersome and allows
timely refunds to exporters. The studies required to finalize the design
and administration of the incentives would be undertaken jointly by the
team involved in the Industry Technical Assistance Project (ITAP) and the
ATT during the first year of the adjustment program for implementation in
the second year. The design of appropriate incentives for export traders
and service exports would form part of the review.

31. Recent other measures introduced by the Government to promote
non-oil exports include: (i) activation of the already created export
guarantee and insurance scheme; (ii) extension of the foreign exchange
retention scheme to allow exporters to retain 25 percent of foreign
exchange earnings, which can be used to purchase priority inputs (although
an import licence not valid for foreign exchange still has to be obtained)
or be sold in the second tier foreign exchange market; and (iii) assistance
in export costing and pricing (nature yet to be specified). Steps have
also been taken to overcome deficiencies in the operations of the Nigerian
Export Promotion Council and to require authorized foreign exchange dealers
to set up export desks for export promotion activities.

32. Investment Incentives. A review of the fiscal investment
incentives being granted by the Government should be undertaken with the
aim of making them non-distortionary and more meaningful to investors
without creating an undue burden on the Government budget. The review
should be carried by the ITAP team, with changes being implemented in the
second year of the adjustment program. Other steps to be undertaken to
improve investment promotion during the first three years of the adjustment
program would include: (i) establishing the Industry Development
Coordinating Division as an effective "one stop" agency for industrial
approvals and investment promotion; (ii) streamlining the regulatory
measures relating to the operations of enterprises and investment, and
(iii) amending investment policies and guidelines to generate further
desirable foreign investment. The latter should include increased
ownership flexibility in some areas. To encourage further private interest
in medium and large scale commercial farming it will also be necessary to
review the land tenure arrangements. There is a need to strengthen
promotion and support services for the private sector including pre-and
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post-investment services, statistical and business information services,
applied agricultural research programs and extension and technical support
services. A conscious effort should be made to ensure continuous and
effective dialogue with the private sector and to seek their active
participation in formulating and implementing investment policies and
promotion programs.

Public Expenditure Policies

33. Critical Principles in Determining the Composition of Public
Expenditures. The principles which should guide the Federal and State
Governments in their budgetary and planning decisions over the five-year
adjustment program are as follows. (See Annex C: Sector Strategies, for
more detailed principles.)

0 First, the public wage bill should be stabilized. The Government
recently reduced the salaries of public servants and should restrain
attempts for real levels to be restored at least over the next three years.
The Government's present freeze on hiring should be maintained and extended
to all but the most critical skills. Over the longer run, the emphasis has
to be on eliminating overstaffing through a judicious combination of
attrition and redeployment, and on allowing wages for different skill
categories to reflect scarcity values.

7 Second, constrained supplies and maintenance expenditures have greatly
) impaired the efficient delivery of public services. Restored levels of

supplies will h pe isntki1 in a number of sectors (particularly health,
education and agriculture) if reasonably modest standards of services are
to be achieved. Both routine and periodic maintenance must have priority
over new investment to prevent the rapid deterioration Tf infrastructure.

* Third, transfers to parastatals to over operating deficits and
capital expenditures have to be reduced, with efforts made to ensure that
the commercially oriented public enterprises are able to support their own
capital expenditure programs. The Government has already taken steps in
this direction by reducing transfers to all economic and quasi-economic
parastatals to 50 percent of 1985 levels, requiring the parastatals to
obtain the balance of their needs from tariff increases and increased
operating efficiencies.

0 Finally, priorities should be set for the completion of the large
number of capital projects on the basis of their economic viability and
costs to complete, with across the board cuts being avoided so that the
economy is not burdened by a proliferation of unfinished and weak projects.

\ Those with higher priority should be rushed to completion (e.g., the Onne
fertilizer and Egbin steam generating plants) while the completion of other
viable projects should be deferred until more funds are available (e.g.,
Iwopin pulp and paper mill). Those which are clearly not economically
iable - even on a sunk cost basis - should be cancelled. This will mean
ome politically tough but economically important decisions (e.g.,
referably cancelling most of the Ajuokota steelworks and paying the
ecessary penalties). For projects in the early stage of implementation,
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possibilities for reshaping the scope and/or timing to reduce costs and
increase benefits should be assessed, especially where large sums remain to
be spent (e.g., the new capital, Abuja). Completing viable ongoing
projects should have priority over new projects. The latter should not be
commenced unless their economic viability is beyond question and funds can
be assured both for their timely completion and to meet their ongoing
costs. This will mean that most new projects being proposed by the
Government should be cancelled or deferred until after 1990 (e.g., Phase II
petrochemical plants, flat steel products plant and the Port Harcourt
refinery). Agreement would be reached with the Federal Government on how
these principles would be reflected in the budgetary and planning process.
The mechanisms for this would be agreement on the initial composition and
subsequent criteria for updating the proposed rolling multi-year budget and
core investment program.

34. Public Expenditure Planning and Budgeting. The most important
institutional reform to be pursued should be the adoption of a rolling
multi-year budget which allows the implications of resource prospects over
an extended period to be taken into account in making decisions on projects
and programs. The system should be introduced in a phased manner,
beginning with a selective two-year rolling budget to be put in place for
the first year of the adjustment program. This should be supplemented with
a core type approach to the planning of capital investments. The essential
features of the approach would be the division of projects into two
categories: (i) those that would proceed immediately; and (ii) those that
would go ahead if and when additional resources would be available. The
former set of projects (core list) would be fully funded each year in line
with the amounts needed for efficient implementation. No funding would be
provided for any of the projects on the standby list unless adequate
resources are available to guarantee their full funding to completion. The
first steps in this direction have already been taken through the findings
of the special inter-ministerial committee set up late in 1983 to review

Sall projects involving completion cost of N30 million or more. Subsequent
public expenditure and project reviews of the Government and the Bank can
also be used to derive the initial rolling budget. Underlying all these
actions would be a move away from the present "shopping list" nature of the
Five Year Development Plan to one which is more indicative and policy
oriented, with sectoral development strategies forming the principal means
for establishing public investment and recurrent expenditure priorities
within each sector. The ongoing Bank-sponsored technical assistance project
would provide some support for these activities.

Public Enterprise Policies

35. Despite the findings of officially backed investigations -
including the Onosode Commission in 1981 and the Study Group on Parastatals
in 1984 - the Government has not been able to articulate a cohesive program
of policy reforms for the parastatal sector. Such a program should be
prepared with the utmost urgency and incorporate actions along the lines
outlined below. (See Annex C: Sector Strategies, for more details.) The
reforms would be implemented over the five-year adjustment period. A
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Bank-sponsored public enterprise technical assistance project is proposed
to assist in the formulation and implementation of reforms.

36. Rationalization of the Parastatals. Within the context of the
development strategies for the sectors in which they operate, parastatals
should be examined and classified according to whether they should be left
largely unchanged, restructured, privatized or liquidated. The Government
has recently announced its intent to divest itself of public holdings in
commercially-oriented enterprises (agricultural production, hotels, food,
beverages, breweries, distilleries, distribution, electrical, etc.).
Certain enterprises slated for privatization may require prior financial
restructuring and perhaps some rehabilitation. In depth studies of a
number of enterprises will be required before a final decision can be made
on them. The sector ministries should be given the responsibility for
completing this task, with a restructured and strengthened Ministry of
Finance Incorporated (MOFI) or another designed oversight agency playing a
supporting role. Plans for restructuring should include rehabilitation
requirements as well as financial and organizational changes. As part of
the financial restructuring, outstanding loans to the enterprises would
have repayment, grace and interest terms specified; in some cases,
outstanding loans could be converted to equity. Guidelines should be
developed that will permit certain enterprises to privatize selected
aspects of their operations (e.g., NNPC's distribution subsidiaries and
trading activities of other parastatals). Financial constraints facing the
Government will mean that priorities will have to be set for restructuring.

37. Autonomy and Accountability. Public enterprises should be given
autonomy in making operating decisions relating to, for example, day-to-day
management, procurement and staffing. The Government, through the
supervision ministries, should establish clear objectives and performance
targets with the management of each enterprise and assist in drawing up
action plans to achieve these targets. The designated oversight agency
should be made responsible for monitoring the financial performance of the
enterprises, making recommendations on their investment programs where

access to budgetary resources and external financing is involved and for
ensuring that they produce timely and adequate accounts audited according
to appropriate Nigerian standards. Close liaison of the oversight agency
chosen for this role with the supervisory ministries will be required,
especially in the formulation and review of objectives and plans for each
enterprise.

38. Commercial Orientation. Greater autonomy should be given to
enterprises to determine their tariff and pricing structures. Where
Government approval of tariffs is required (especially of monopolies or
quasi-monopolies), they should be reviewed frequently to reflect cost and
financial return considerations taking cognizance of enterprise
efficiencies. Tariff adjustments of key utilities should also be linked to
clearly defined targets for the reduction of budgetary transfers to them
(e.g., NEPA, NPA and NRC). Where enterprises are fulfilling non-commercial
objectives of the Government, they should be compensated through special
budgetary provisions based on estimates of the costs involved. However,
cost curtailment and improved operating efficiency should be the first
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order of business for most parastatals. The adoption of improved
accounting practices and financial controls should be encouraged.
Technical assistance should receive particular attention. The appointment
of high caliber top management will be essential.

39. Approach to State Parastatals. A similar approach could be
adopted for state public enterprises. In this case, the scope of
intervention and required policy reforms would be less demanding since the
states are principally involved in the industrial sector and the bulk of
their holdings are relatively small scale. These enterprises are targets
for privatization. The most substantive holding of State Governments tend
to be jointly owned with the Federal Government and thus would be covered
in the reforms at that level.

Financial System Policies

40. To increase the mobilization of financial savings and encourage
the more efficient allocation of financial resources, the Government should
reduce its intervention in the operation of financial markets, particularly
in credit allocation and in the setting of interest rates. It should allow
more discretion to the financial institutions in their operations.
Encouragement should be given to the establishment of new banks, branch
expansion and to the development of the domestic capital market.

41. Restructuring the Financial Sector. The Government has recently
announced its intention to restructure the financial sector. A review is
planned which should result in the articulation and subsequent
implementation of a strategy to: (i) reduce barrier to entry in banking and
finance (which could include liberalization of ownership laws); (ii)

encourage branch expansion in rural areas; (iii) further develop capital
markets as a source of long-term finance; and (iv) improve existing

agricultural credit delivery systems. The latter would include an overhaul

of the operations of the Agriculture Credit Guarantee Scheme and the

Nigeria Agricultural and Cooperative Bank (NACB), with emphasis on decen-

tralization and closer cooperation of NACB with the commercial banks.

42. Credit Allocation. The credit allocation system gives the banks
little discretion in credit allocation across sectors and imposes on them

extensive reporting requirements. A timetable for the removal of the

percentage credit allocation ceiling should be agreed upon 11/ with the
initial steps being a further aggregation of the sectors (and subsectors)

for which the ceilings are imposed and the replacement of monthly reports
by the bank with semi-annual (or at most quarterly) reports.

11/ The Government recently took steps towards simplification by grouping
activities into four sectors (previously eight sectors) for which
percentage credit allocation ceilings are set. However, within some
sectors subsector ceilings have been set.
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43. Interest Rates. An immediate move should be made to adjust the
level of interest rates to reflect a positive real yield on holding finan-
cial assets. It should be flexible to take into account the frequent
changes in the rate of inflation and balance of payment conditions. Also,
the differential interest rates applied to the preferred sectors should be
eliminated.

Sector Policies

44. As indicated earlier, intra-sectoral breakdowns of public expen-
diture should be determined within the context of medium term development
strategies for each sector. Special focus should be placed on the removal
of bottlenecks and constraints affecting the efficient development of the
productive sectors. While the basic trade and incentive policy reforms
will go a long way in this direction, there are a number of distortions
which are only recognizable at the sectoral level (e.g. local content
programs, lack of particular skills) on which action must be taken to
ensure the realization of comparative advantage and efficient resource
allocation. Further, there are various market imperfections (e.g., lack of
data and knowledge by potential investors. interdependencies of investment
dec s ons which require Government initiatives to-correct. Such actions
wouT-~e-~c-onsistent with the aim of the Government's role in the productive
sectors changing from a regulatory to a promotional one, as well as from
one which emphasizes Government direct investment and intervention to one
supportive of private initiatives.

45. The broad strategies proposed for each sector should be completed
before the commencement of the reform program in the form of a 'Statement
of Policy' so as to form the basis for the specification of sectoral level
policy reforms and actions over the adjustment period. They would be
updated on a regular basis and would be an important input into the
formulation of the rolling multi-year budgets. The key elements which
should be incorporated in the strategies for the major sectors are
presented in Annex C.

C. Financial Package

46. A financial package involving exposures along the lines presented
in the following table would appear to be feasible. The package is based
on: (i) the advise of FPA as to likely reactions of Nigeria's creditors to
the endorsement by the IMF of an adjustment policy package, past practices
of the Paris and London Clubs and parameters set for the Baker Initiative;
(ii) knowledge of possible lending programs of the Bank, IMF and other
international financial instiutions under alternative lending conditions;
and (iii) iterations of funding requirements to cover external current
account deficits (associated with various growth and oil market scenarios)
implied by the macroeconomic assessments, with funding availabilities
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implied by the financial assessments. 12/ The increases in exposure for
commercial lenders are higher than the Baker guideline percentages, but are
warranted in Nigeria's case because the initial debtf P ratio is not very
high and some sources of debt (e.g., arrears) must be eliminated.

NIGERIA: Annual Net Dibursements of Creditors
(Exposure Increase)

Adjustment Program Period
$Billions 1986 1987 1988 1989 1990 1991 1992 1995

World Bank .2 .3 .5 .7 .8 .8 .8 .7
IMF 0 .5 .5 .5 .3 0 -.5 -.3
Paris Club .7 .5 .3 .2 .1 0 0 -1.1
London Club .4 .4 .3 0 0 0 0 -1.0
Trade Arrears* 0 -.2 -.2 -.3 -.3 -.3 -.3 -. 3
Other New Loans 0 .2 .4 1.3 .3 .3 .7 -.8
Other -.9 -.6 -.6 -.5 -. 1 0 0 .1

Total .4 1.1 1.2 1.9 1.1 .9 .8 -2.7

* Includes only those not recognized by the end of 1985. Previously
recognized arrears are in the appropriate MLT category.

NOTE: Net disbursements = Disbursement - Amortization

47. Debt Rescheduling. Based on FPA and WAN analysis, the best
feasible workout appears to be a two-step six-year rescheduling arrangement
(MYRA). This reschedules 100 percent of the principals of the London and
Paris Club over the period 1987 to 1992. 13/ The two-step MYRA is based on
the supposition that creditors would first agree to a very short
consolidation period (two years maximum) involving standard rescheduling
terms to begin with. Conditional upon satisfactory policy performance of
Nigeria during the first two years (1987-88) of the adjustment program
period, the creditors would negotiate a longer MYRA (four, possibly five,
years). 14/ Whereas a year-to-year rescheduling approach affords the

12/ A number of options for external debt reorganization were explored
with the assistance of FPA (see Annex F).

13/ This also implicitly reschedules the principal not paid during 1986
when the 30 percent debt service limit is assumed to have been in
effect. It is unlikely that Nigeria would reach formal agreement with
its creditors during the course of 1986 and would thus pay all
interest, principal due to multilateral creditors and other principal
(with preference to those disbursing new monies) to the extent of the
announced debt service target.

14/ While commercial banks have entered MYRAs involving consolidation
periods of up to five years, Paris Club reschedulings have mostly been

(Footnote Continued)
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creditors somewhat greater control, a MYRA approach is more amenable to
obtaining a tenable external situation since it allows Nigeria to
concentrate on medium and long term reform. In the case of the trade
arrears, it is necessary to spread the repayment of the principal over ten
years (with an interest rate of 1 percent above LIBOR) rather than the 3.5
years believed to be the Government's present intention, noting that the
extent of new money requirements is highly sensitive to the level of
arrears officially recognized.

48. New Loan Commitments. The adoption of an adjustment policy
package by the Government would lead to an acceleration of World Bank
regular project loan disbursements increasing over the years to around $500
billion in 1991, plus SAL and other quick dispersing loans averaging about
$500 million per annum over the 1987-91 period (see Annex D). Commitments
of about $200 million per year are assumed to come from the African
Development Bank (ADB). New loans from commercial banks and other
creditors averaging terms of three years grace then four years to repay are
assumed to fill the financing gap, noting that Nigeria's commercial lenders
are reportedly reluctant to increase their net exposure significantly. In
putting together the financing package, account has been taken of the
necessity to ensure that the sourcing of new commitments results in an
equitable spread of the risks and is roughly in line with the present
pattern of exposure. If it is assumed that these new loans will come from
some combination of London and Paris Club creditors, that share of total
debt in Nigeria would increase from 51 percent in 1985 to 60 percent in
1991, decreasing to 48 percent in 1995.

49. IMF Accord. The overall financial package is premised on Nigeria
being able to obtain a successful formal agreement with the IMF on an upper
credit tranche facility by 1987. This allows one year for the political
fervor to cool off. Four one-year standbys (1987-90) of 60 percent of
quota are assumed, followed by a fifth year disbursement equal to the
amortization due in 1991. The 60 percent is applied to the present quota
($510 million) without adjustment for inflation. 15/ Because of the first
repayment coming due in 1990, the IMF exposure reaches a peak of 220
percent of quota in 1990 and 1991 and declines rapidly thereafter, with all
loans being repaid by 1994. An extension of the IMF exposure for a longer
period would decrease the amount of commercial loans needed. The absence
of IMF funds would increase the new money requirements from other sources
in roughly corresponding amount unless the growth targets are reduced.

(Footnote Continued)

confined to single maturities. However, the granting of extended
consolidation periods does not, per se, pose important procedural
difficulties to the Paris Club. In 1985, Ecuador was accorded a
three-year MYRA.

15/ To obtain better terms, a one-year standby followed by a three-year
EFF could be pursued by the Government.
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D. Macroeconomic Implications

50. Even with the adoption of an adjustment policy package and
agreement on a financial package of the order of magnitude specified in
Section II.C, it is unlikely that GDP growth would exceed an average of 31
percent per annum over the 1987-91 period, rising to around 4 percent per
annum through to 1995. 16/ These rates are consistent with the
Government's expressed desire to contain debt service and new external
financing to sustainable limits, and to prevent any further decline in per
capita consumption over the next few years with modest but steady
improvement in the 1990s. While the external debt outstanding in 1995 of
around $20 billion under this scenario is in excess of the present level
(but less than the peak of $25 billion in 1992), it would still represent a
reasonable proportion of projected GDP (30 percent) and be associated with
a lower debt service level (22 percent of exports).Over the long term, a
curtailment of the high population growth rate will be critical to the
efforts to improve living standards.

51. Investment and Savings. These growth magnitudes do not call for
massive new investment levels. Although over the longer period investment
will have to grow more or less in line with GDP, there is considerable
scope for increasing output over the medium term through the fuller
utilization of existing productive capacity, more selective and sound
public investment in key areas and improvements in the productivity of
private and public investment as a result of the policy reforms outlined
earlier. Investment throughout the adjustment program period is expected
to average around 11 percent of GDP. The effects of the policy reforms
will be reflected in an improved non-oil ICOR (around 3.6) and the partial
restoration of the pre-crisis private/public investment ratio. The
necessity to maintain at least constant per capita consumption implies an
initial reduction in the savings rate to an average of around 12 percent,
but this would need to be restored to present levels of about 18 percent in
the early 1990s to enable the gradual reduction in external debt. The
reforms proposed for the financial system will be important in the
encouragement of private sector savings while improved revenue
mobilization, control over public expenditures and parastatal reforms will
allow an improved public sector savings performance (which is now highly
sensitive to oil earnings).

52. Exports and Imports. The success of the adjustment program will
rest heavily on the ability of the economy to expand the trade surplus and
ultimately to generate an external current account surplus without resort

16/ If oil exports are lower by 20 percent than those forecast by EPD over
the 1987-91 period, the GDP growth would be held to at most 21 percent
per annum. There is no scientific way to link the policies proposed
with the RMSM results for the Adjustment Policy Scenario assessments.
The relationships have been looked at in a behavioral way and
reflected by the parameters used. See Annex F for detailed assumption
and results of the macroeconomic assessments.
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to administrative controls on imports. Such surpluses are likely tc accrue
in the early 1990s when the international oil market starts to pick up and
the effects of the policy reforms in encouraging efficient import
replacement begin to bite. Some growth in non-oil exports can be
anticipated as a result of the improved exchange rate, trade and incentive
policies but because of the small base from which they start (about $400
million in 1985), even high growth rates would give only marginal increases
in foreign exchange earnings. Unfortunately, there is considerable
uncertainty as to export revenues from oil, although Nigeria does have some
flexibility in adjusting production levels to compensate for price
reductions. There is also uncertainty as to the level of imports
consistent with the growth targets set. Import levels have been squeezed
considerably since the onset of the economic crisis and in 1986 are
expected to reach a trough of $7.4 billion. This low figure has been used
as the base, with growth thereafter being based on a consistent set of
judgements of import elasticities for capital, intermediate and consumer
goods and on the effects of the exchange rate and trade policy reforms.

E. Medium Term Effects

53. Sectoral Performance. The medium term adjustment program will
significantly strengthen the productive sectors and reduce the economy's
dependence on oil. Real growth of non-oil GDP is expected to average 32
percent per annum to 1991. The most important changes would be in the
agricultural and industrial sectors, with the former growing at an average
annual rate of around 4 percent and the latter at around 5 percent.
Nigeria's dependence on food imports should be reduced over the adjustment
program period (reflected in declining per capita real imports) as farmers
respond to the improved incentive system and reduced supply constraints.
Exports of crops should also pick up (mainly cocoa) while forestry could be
expected to grow rapidly and serve as a basis for a fast growing export
industry. Industry's growth in the near term is limited to the
availability of raw material imports. Over the medium term, the improved
incentive system would result in a more efficient and expanded industrial
structure. Diversification into gas and LPG would also serve to strengthen
the industrial base and broaden exports. Service sectors will continue to
grow at an average of 2 percent per annum, their slower growth reflecting
the increased attractiveness of the productive sectors relative to
non-traded goods as a result of the exchange rate adjustments.

54. Other Structural Changes. The reduced dependence of the economy
on imports is reflected in the real import/GDP ratio being contained to
around 14 percent in the early 1990s (compared with 24 percent in the early
1980s) without recourse to import controls. The exchange rate and trade
policy reforms would encourage efficient import replacement production for
which comparative advantage is apparent, particularly of raw materials and
intermediate goods. Increased levels of investment and production by the
private sector should result from the improved incentives system with the
public sector dominance being reduced. The ratio of private to public
investment, for example, is expected to double between 1986 and 1991 (from
27 percent to 55 percent).
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F. Risks of the Program

55. Uncertain International Economic Conditions. The macroeconomic
picture is shrouded with uncertainties, not only in oil market prospects
but also in the ability and willingness of creditors to continue to extend
financial support to heavily indebted countries. If the international oil
market should weaken even more than projected and Nigeria is unable to
maintain revenues through increases in production volumes, then the pace of
implementation of the adjustment program may have to be slowed down, growth
targets reduced and the time at which sufficient savings are being
generated to commence repayment of external debt pushed back and/or per
capita consumption squeezed. The alternative would be to seek additional
external financial support but at the cost of an extended debt burden. The
commercial banks may also take steps to cut back their exposure in Nigeria
if (i) they perceive the creditworthiness of the country to be impaired by
more unfavorable oil earnings than now anticipated and/or (ii) other
heavily indebted countries are not able to meet their revised payment
obligations, so reducing the liquidity of the banks and their risk
perceptions. However, a principle objective of the adjustment program is
to reduce the vulnerability of the economy to such uncertainties. There is
also sufficient robustness in the proposals to enable modifications to be
made to the program as circumstances change without altering its main
thrust.

56. Internal Resistance to Reforms. The public debate revealed
strong opposition to an accord with the IMF. Questions of national
sovereignty and wasteful use of money by the Government and its officials
were important considerations in moulding the negative response. While the
Government has gained considerable political capital as a result of the
debate, it will have to now tread a careful path in consumating any form of
accord with the IMF. The increasing emphasis on price mechanisms relative
to administrative controls will mean less scope for corruption and
encourage those affected to frustrate the implementation of the reforms.
Trade liberalization is likely to meet with considerable opposition from
those benefiting from excess protection or from quota rents on scarce
goods. Agriculture tariff reforms could be seen by urban groups as
contrary to their interests leading them to pressure for their suspension.
It will need a committed Government to overcome these and other forms of
resistance, which will be particularly strong in the middle stages of the
adjustment program when the effects of the reforms begin to take hold.

57. However, there are a number of features of the adjustment program
that serve to minimize the resistance to the reforms. First, measures are
proposed to offset some of the adverse short term effects. For example,
industrial rehabilitation assistance would be provided to firms to help
them adjust to the more competitive environment. Second, the reforms would
be announced in advance and implemented in stages to prepare for the
required transition. Finally, the Government so far has shown a strong
commitment to reforms and has already introduced unpopular but necessary
policies (e.g., removal of petroleum subsidy) under extremely adverse
conditions.
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G. Institutional Responsibilities and Monitoring

53. The Next Steps. The Bank would build on the policy dialogue it
has pursued with the Nigerian Government and seek reaction to the adoption
of a policy adjustment package along the lines outlined. This would
include continuing the Bank's efforts to convince the Government of the
necessity to have some form of agreement with the IMF and to explore means
through which this could be achieved. The Bank would play a facilitating
role to enable the Government to sound out with the IMF (and the Paris and
London Clubs) alternative approaches which recognize the sensitive issues
involved. The Bank would in any event counsel the Government as to what is
needed to continue the progress already made, even if neither the
Government nor the IMF are yet able to indicate a willingness to get
together on terms acceptable to each other. However, from the viewpoint of
the Bank and other creditors of Nigeria, the mere endorsement by the IMF of
a home grown policy reform program will not be enough; a strong IMF
monitoring presence is desired, especially after the first year or two of
the program when the Government's diligence in pursing the reforms is
likely to wane.

59. Role of the Bank. The Bank's role in financing should be
supportive of and complementary to commercial flows. Through the use of
conditionality and a willingness to increase its own exposure - and the
provision of expert assistance to the Government in the design of reform
programs - the Bank should be able to alleviate many of the concerns of
creditors and thus catalyze additional commercial flows. As well as
increasing its conventional lending, the Bank would reach agreement with
the Government on a series of quick disbursing SAL and sectoral loans which
would be the principal vehicles for policy conditionality. Loan agreements
and tranche disbursements would be linked to policy performance with the
first SAL being linked to an IMF agreement. 17/ The Bank will have to pay
at least as much attention to sectoral and institutional issues as to the
macroeconomic ones. The proposed vehicles for conditionality in each of
the policy areas is indicated in Annex A. Within the context of an
agreement with the Government on the overall framework for the medium-term
adjustment program (which would also be endorsed by the IMF) the Bank would
negotiate appropriate conditionality for each sectoral and structural
adjustment loan.

60. Each quick disbursing loan would have specified monitoring and
reporting requirements to form the basis for assessing performance, and
thus tranche releases and agreement on subsequent loans. Before submitting

17/ If the creditors and the new Government agree that the Government
should seek initially merely IMF endorsement of its medium term
adjustment program and at a later date (say after one year) reach
accord on an upper credit tranch program, then the Bank would consider
earlier agreement on non-SAL quick disbursing sector loans which would
incorporate SAL-type conditionality.
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a policy loan to the Board, the Bank would review the progress and effects
of the medium term adjustment program. In any event, the Bank would
undertake an annual assessment, which would incorporate the IMF's views on
financial stabilization and balance of payment matters.

61. Relationships with the IMF. Although the Government may not have
established formal dialogue with the IMF, the Bank will continue to develop
an operationally effective understanding with IMF on the desirable content
of the adjustment policy package. The Bank would concern itself
principally with structural reform focussing on relative prices, public
expenditure and enterprises policies, sectoral policies and institutional
development measures designed to increase the efficiency of resource use
and to extend supply. The IMF would concern itself mainly with demand
management and exchange rate policies to create an overall macroeconomic
environment within which the structural reforms can succeed. Obviously,
there would need to be close collaboration between the institutions in
looking at all areas to ensure consistency in the overall policy package.
Annex A indicates the preliminary agreement reached with the IMF (at the
working level) on the nature and division of responsibilities for the
policy areas. This builds on the good collaboration in the past and on the
joint efforts made in preparing the groundwork for a proposed SAL in 1984
to complement to an IMF-EFF agreement.

III. Bank Strategy

A. Lending Program

62. The proposed Bank lending program has been designed to provide
flexibility in responding to policy performance. It consists of (i) a core
lending program to respond to current policy initiatives; (ii) a minimum
lending program if the Government fails to develop these policy
initiatives; and (iii) a full lending program to support an acceptable
Medium Term Adjustment Program (see Annex D1). Agriculture accounts for
about 33 percent of proposed Bank lending under the core program over the
next four years, while the water sector accounts for about 18 percent.In
response to the recent reforms of petroleum prices, it also includes
projects in transportation and energy (these projects had been contingent
on the elimination of the petroleum subsidies). The Bank is undertaking
sector work in education to help develop a project pipeline. Investments
in industry are contingent on further policy reforms which could trigger
substantial support for the manufacturing sector.

63. Built into the core lending program is a range of levels for a
number of major projects which provides the opportunity to scale back
lending if it is considered there is insufficient progress toward further
policy reform. At this bottom level, lending would amount to about $350
million annually; this would permit the Bank to continue work on an array
of projects that would be essential for maintaining the Bank's ongoing
dialogue and contribution to sector reform and institutional development.
In addition, this work would help maintain development initiatives
undertaken in many of our recent projects.
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64. It would be desirable, however, to encourage the Nigerians to
build on their recent policy reforms by aiming for the high end of the core
lending range, with annual levels of $500 to $600 million. Some of these
loans could be quick disbursing if the Government continues to show
sufficient committment to further reform. For example, the FY87 Road
Rehabilitation project would be designed with an option for rapid
disbursement. An industrial imports loan (now on the reserve list) will be
developed that could lead the way to expand the second tier foreign
exchange market and to promote non-oil exports. The full lending program
would automatically incorporate quick disbursing sector loans, some of
which are included on the current reserve list. If agreement is reached
with the IMF, the Bank could also proceed with a SAL. The full lending
program, to support a Medium Term Adjustment Program, would aim for an
annual lending level of about one billion dollars.

B. Economic and Sector Work (ESW)

65. The staff years devoted to ESW would show a more-or-less even
split between economic and sector work (see Annex D2). The program for
1987 is based on the restricted staff week levels now proposed by Bank
management, while that for 1988 and 1989 assumes a restoration to previous
levels in the light of the Government's adoption of a Medium Term
Adjustment Program (if this does not materialize, the staff week levels
will be scaled back accordingly). The thrust of the economic work would be
on tasks addressing the structural adjustment process, with the emphasis on
external and internal financial restructuring issues and on the approach to
the planning and budgeting of public expenditures. The economic work has
been designed to provide an efficient tool for creative dialogue on issues
related to the formulation and implementation of a Medium Term Adjustment
Program along the lines outlined in Section II. The aim will be to
capitalize fully on the results of the extensive studies and reviews
already carried out in these areas, with the initiation of new
investigations being kept to a minimum.

66. The sector work will also be more sharply focussed. In the
productive sector, agriculture will be emphasized because of its importance
to economy and because an array of unresolved technical and instututional
issues makes it more difficult to formulate a sector strategy than in
manufacturing industry. Education will also receive special attention
because of its importance in the longer term development efforts and the
need to capture the benefits from the large past investments in the sector.
Analysis in these and other sectors will focus on those areas of work
required to firm up policy recommendations and strategy formulation, and to
support the Bank's lending program.
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PUBLIC EXPENDITURES POLICIES
A. Level and Structure of

Public Expenditures:

Curtail public expenditures 1. Reduction ot salaries of 1. StabalIzv jublIr waye 0iii.
in a way which does least public servants (1985). (limits to bet dtermined
damage to the economy and Freeze on hiring new Withiil the COILext 01 the
ensures that maximum ben.- public service staff In a loll ig thbio-year budget
fits flow from them. Com- wide range of positions see II B.1).
position of federal and (1984). Reduction ol
state expenditures ovet the fringe benefits to public 2. Restore levels of supplies 0five-year adjustment period servants. relative to manpower and give
should support the macro- prioity to routine and periodic
economic policy reforms 2. Reduction of non-statutory maintenance over new invest-
and reflect basic economic transfers to all economic ment (basis to be agreed within
principles, with alloca- and quasi-economic para- the context of the rolling
tions at the sectoral level statals to 50% of present three-yer Ludgvt),
being made within the con- (1985) levels. Balance ot
text of clearly articulated needs to be obtained from 3. Continue it ieduce and
sectoral development stra- increases in tariffs ultimatly eliminate
tegies (see also V - of parastatals. transfers to Commercially-
Sectoral Policies). orientId parstatals

. Major ongoing investment to cover their
project (over N30 million oplrating dviIcits and
to complete) reviewed by Capital expenditure pro-
Inter-Ministerial grams (with Iliated
Committee (with World excvptions - see also
Bank Technical Assistance - Ill b, lo.).
1984).

4. k,, Luc e FEd tal 
J l I iJInvstm-t program:

within ontext of agreed

I Ictoi ol tegiles
( II VI ; I( I) p1i L ii es

II I IiiIegtI colstri nto.
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PUBLIC EXPENDITURES POLICIES

(Continued) b. Review public inves ment _ cto-. and

rogir anrllI y in liight &ptoi loan.
it current venue consid-

tat ions, enurtrig con-
sisftecrsy with principles

arid sector strategies.

B. Public Expenditure 1. Adopt a tollIng multi-year
Planning and Budgeting: budget:
Improve budgetary process

by adopting approaches a. Begin with a two
to planning and budgeting year lolling budget.
which allow implications )f

resource prospects over an b. Expand to a three-year
extended period to be taken rolling budget.
into account in making

decisions on projects 2. Adopt a cor-type approach
and programs, 

to planning ,f capital,
investnment relating it to

the ..Iling multi-year budget.
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PUBLIC ENTERPRISE POLICIES

Improve overall efficiency of 1. Appointment of Study 1. Prepare a St tmeot of Policy

parastatals and reduce their Group on Parastatals ou Public Enterprines.
heavy dependence on the (1984). Report submitted.

Government for financial 2. Restructure and strengthen e.g.,

support. Privatize 2. Decision to divest of Ministry of Finance Incorporated

commercially oriented public holdings in (MOFI) to etcctively support the

parastatals commercially oriented Ministries in planning and

enterprises (agricultural executing public enterprise

production, hotels, food, reforms.

beverages, breweries,

distilleries, distribution 3. Within the context of sector

electrical electronic strategies (see V - sector

appliances and all non- policies) cary out a Parasate

strategic industries). rational isat ion program -etor loans
Also, consideration to for parastatals. Proj, t joas

be given to reducing

public holdings without a. Classity para-

losing control in banks, statals according to whether

insurance companies and they should be left largely

other financial enter- unchanged, restructured,
prises. privatized or liquidated.

iudepth studies required for
Direction to parastatals sooe etterprises.
to improve accounting

practices and to issue b. Pstblish priorities and fimn-

timely financial table for ,at ionalization.
reports. Accounts to

he audited and published. c. Prep.Or and implenent
testrctuITng sub-progra.

d. Preparc and impilement -
privt ization a-d
liquidat ion sub-program.
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0 3 4 & 5 COND. COND. P'ELAl IONS

FINANCIAL SYSTEM POLICIES
Reduce Government intervention 1. Announcement to review 1. Pt'pare and implement F .....ci.]
in financial markets financial system with progra, for rostructuring 

F r loans
and allow more discretion the aim of its re- the fIinaniol sector. To
to the financial institutions structuring. To include iclutu, means to (1)
in their operations. (I) review of barriers reduce barriers to entry

to entry in banking and (i I) encourage branch
finance (i) overhaul expansion in rural areas
of operations of (iti) turther develop
Agriculture Credit capital markets as a source
Guarantee Scheme and the of long-teri finance and
Nigerian Agricultural (in) improve exisLing
and Cooperative Bank agricultural credit
(NACB), with emphasis on delivery system.
decentralization and

closer cooperation of 2. a. Adjust interest rates to
NACB with the commercial reflect positive real and
banks. scarcity yields.

2. Announcement to narrow b. Phase, out interest difieren-
gap in the margin and tial among sectors.
spread of interest

rates. 3. Simplily further
credit allocation system

3. Credit allocation with the Ul imate
system simplified by objictive ot eliminating it.
reducing number of sector
with ceilings from 8 to 4. a. Aggregate ceilings. 9 e

L. Replace monthly reports with m
Selli -ahltl Ireport ,

c. EImIinal -e i I ngs.
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0 1 2 3 1 & lCOND. COND. OPERATIONS

SECTORAL POLICIES
Prepare medium term develop- 1. Prepaie it g br agritattural
ment strategies for each -oIr (it also I, 11, 111, and
sector, taking cognizance of V) and IV).
broad policy reforms (as

relevant), and address the a. lreparv stat cmeeot of policy
specific policy and institu- 'i agricultore and wattr Agricu1fure- Actor,

tional reforms required to 1r-o141 development, incor- ADP
achieve development objectises pnratLing principles for

in an efficient way as well as publi intivetment, recurrent
the appropriate schedule of expenditures and parastatal
public expenditures to suppoi t operat ions in the sector.
them. Special focus on the

removal of bottlenecks and I. treate the A1l' to carry
constraints affecting the out necessary studies on
efficient development of agricultural product prices,
productive sectors. marketLiUg aid Incentives.

c. Ongoing revision and imple-
Mentat ion of sector strategy.

2. Pr-pare stratvgy for oil and 
Oil and gas .ector

gassector (ice also 1, II, 111, polect loans.
and IV. al 1.S

a. Prepare stateMent of policy

on oil and ga:e developmsent,

incorporating principles for
pol liC investment, and para-
sttal optrations in the

i. Ongoing revisions and imple- i
miltntat ion 40 se-tor strategy.
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SECTOR POLICIES (Continued) 0 1 2 1 4 & 5 COND. COND, OPEKAIONS
Establishment of Industry 3. Prepare strategy for the
and Trade Policy AnalysIs manu..cruri,,g ssEtor (see also
Unit (ITAP) expected soon 1, 11, ill and IV).
under World Bank Industry
Technical Assistance Project a. Pripar, !tatemesii( of policy 

lloan to the Covernment. Will on ranuoacturing development, y ltor loan,
work in collaboration with incorporating principles for
ATPC to carry out trade and public investment*, recurrent
incentive policy analysis. expenditures and parastatal

Ope at onis in the sector.

b. DIsignation of high level

interministerial body for
guiding and counseling the
trade and incentive policy

reforms (for both manufac-

turing and agriculture).

c. Key industry studies to be

carried out as part of the
work of ITAP, with aim of:
(i) identifying and formu-
lating measure to overcome
reguiatory constraints and
market impvriectLons affect-

ing eflifli11t developient;
(ii) rtasse.sing approach to
public involvement in the
industries and (III) providing
intoratiin base for promotion
of privatt investment. Priority

t, b, givnn to studies of
itfineris, petrochemicals,

stl, and pull, and paper.

il. ungoing revisions (especially

ii ligh"tof findings of
indkustry studies) arid iiple-

enital iin ii sector stratcgy.
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SECTOR POLICIES (Continued) 0 1 2 3 4 COND. CONO. OPERATIONS

4. Prepare strategies for education
and heulith SC tors (see also II, Sector and pruject

Ii, IV and V). Ioan'.

a. Pripare statements of policy
incorporat ing federal /state

responsibilitins, and
principles for cost-recovery,
public investment and re-

current experditures.

b. Prepare multi-year public ex-
penditure program (categorize
Core, reserve cure, non-

core) consistent with

policy statement, budget

constraints and principles
underlying structure of

public expenditure program.

Relate program to state

responsibi lit Its.

c. Ongoing revisions and imple- dbm'"
mentation ii strategies.

5. Prepare, revise and implement

strategies f-r other sectors. Sector an project
loans



Annex B

NIGERIA: Policy Actions in First Year of Adjustment Program

At During
Policy Action Commencement First Year

I. Exchange Rate, Trade and Incentive Policies
Exchange Rate.

1. Initial discrete devaluation (at least 50%). X

[2. Review formula for crawling adjustments to X
exchange rate to allow margin for changes in
real rate as well as reflecting domestic -
international inflation differentials.]

[3. Adjust Naira value regularly (monthly) on X
basis of revised formula.]

[4. Allocate 5 percent (at least) of oil export X
proceeds to second tier foreign exchange
market.]

Import Controls and Taxes

1. Modify customs tariff schedule, narrowing X
rates to 15 to 35% range (with clustering in
narrower band of 20 to 30%).

2. a. Liberalize import controls on raw materials X
and spare parts through their transfer to
open general licence status.

b. Formulate a plan for the phased X
liberalization of remaining import
restrictions.

Internal Trade Controls and Taxes

1. a. Relax ex-factory price controls on all X
goods.

b. Formulate approach for shift to crop X
pricing structure which reflects market
forces. Re-examine role of the six
commodity market boards to setting of
support prices for domestic crops (APP to
be responsible.)

c. Adjust petroleum product prices in line X X
with exchange rate adjustments.

2. a. Restructure excise tax on ex-factory X
production of all goods to fall within
range of , say, 5 to 25%.

b. Apply additional excise taxes to both X
locally produced and imported luxury goods
(say, 50 or 100%).

Export Incentives

1. Review and modify appropriate customs drawback X
scheme and other fiscal export incentives with
aim of ensuring (with some exceptions) (i)
exemption (or equivalent) from tariffs and
excise taxes on inputs directly and indirectly
incorporated in export production; (ii) exemption
from excise taxes on export sales; (iii)
compensation for discriminatory effect of
import prcteution regime and exchange rate
policy non ,lue added; (iv) simplication of the
fiscal export incentive package and of its
administration. Appropriate incentives for
export traders would form part of this review. X
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At During
Policy Action C. mencement First Year

Investment Incentives

1. Carry out studies to finalize coverage, design X
and administration of a package of fiscal
investment incentives (under taken jointly by
the teams involved with ITAP and APP).

2. a. Commence work to improve operations of the X
Industrial Development Coordinating
Division (to become effective one-stop shop for
industrial approvals and investment
promotion).

b. Review and amend, where necessary, X
investment policies and guidelines to
promote desirable foreign investment. This
would include increased ownership
flexibility in some areas.

II. Public Expenditure Policies

1. Maintain restraints on public sector wage X X
increases and extend freeze on recruitment to
all but the most critical skills.

2. In 1987 budget, reflect move to (i) restore X
levels of supplies nature and manpower;
(ii) give priority to routine and periodic
maintenance over new investment; and
(iii) further reduce in transfers to
commercially-oriented parastatals (basis to
be agreed within context of a rolling budget -
see 4 below.)

3. Agree on restructured public investment program X
with context of sector strategies and
(i) specify principles for the setting of
priorities for completing ongoing capital
projects; (ii) re-assess ongoing and proposed
new projects (with completion costs over
930 million) against these principles; and
(iii) categorize projects into "core",
"reserve core" and "non-core" within context
of agreed budget constraints and incorporate
into rolling budget estimates.

4. Adopt a rolling multi-year budget. Begin X
with a two year rolling budget.

III. Public Enterprise Policies

1. Prepare a Statement of Policy on Public X
Enterprises.

2. Restructure and strengthen Ministry of X
Finance Incorporated (MOFI) or some other
agency of Government to effectively
support the Ministries in planning and
executing public enterprise reforms.
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At During
Policy Action Commencement First Year

3. Within the context of sector strategies
(see V - sector policies) carry out a
rationalization program for parastatals.
a. Classify parastatals according to X

whether they should be left largely
unchanged, restructured, privatized or
liquidated. Indepth studies required
for some enterprises.

b. Establish priorities and timetable for X
rationalization.

c. Prepare and commence implementation of X
restructuring sub-program building into
it: (i) increased autonomy of public enter-
prices in making operating decisions
(management, procurement, staffing, etc.)
and improved accountability; (ii) further
autonomy of public enterprises in setting
tariffs and prices (where relevant);
(iii) improved accounting practices,
financial controls and management in
public enterprises; and (iv) rehabilitation
requirements.

d. Prepare and commence implementation of X
privatization and liquidation sub-program.

IV. Financial System Policies

1. Prepare program for restructuring the X
financial sector. To include means to:
(i) reduce barriers to entry; (ii) encourage
branch expansion in rural areas; (iii) further
develop capital markets as a source of long-
term finance; and (iv) improve existing
agricultural credit delivery system.

2. Adjust interest rates to reflect positive real X
and scarcity yields.

3. Simplify further credit allocation system: X
(i) aggregate ceilings; and (ii) replace monthly
reports with semi-annual reports.

V. Productive Sector Policies

1. Prepare strategy for agricultural sector.
a. Prepare statement of policy on agriculture X

and water resource development, incor-
porating principles for public investment,
recurrent expenditures and parastatal
operations in the sector.

b. Create the APP to carry out necessary X
studies on agricultural product prices,
marketing and incentives.

2. Prepare strategy for oil and gas sector.
Prepare statement of policy on oil and gas X
development, incorporating principles for
public investment and parastatal operations
in the sector.
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At During
Policy Action Commencement First Year

Prepare strategy for the manufacturing sector.
a. Prepare statement of policy on manufacturing X

development, incorporating principles for
public investment, recurrent expenditures
and parastatal operations in the sector.

b. Designation of high level interministerial X
body for guiding and counseling the trade
and incentive policy reforms (for both
manufacturing and agriculture).

c. Industry studies for refineries, petro- X
chemicals, steel and pulp and paper to be
carried out as part of the work of ITAP,
with the principal aim of reassessing approach
to public involvement in the industries.



Annex C

NIGERIA: Sector Policies

I. Productive Sectors

Agriculture

1. Sustained growth of the agricultural sector requires that
comparative advantage be the primary criteria for the crop and technology
choices that have to be made. Food crops are and must remain central to
the development strategy for the sector and should continue to be given
strong support from the Government in areas such as research. However,
increased support should be given to export crops and import competing
non-food commercial crops. Success in developing a strong agricultural
base will depend on a careful mix of public expenditure programs with
policies that create an environment of incentives favorable to private
enterprise. The extensive information and analysis now available on
agriculture must be drawn together to frame a more coherent sector
strategy.

2. Prices and Subsidies. It will be important to shift farmer
incentives from input subsidies, which place an undue burden on the
Government's budget, to a crop pricing structure which reflects market
forces and requires minimal intervention. Prices of both inputs and
outputs should generally be allowed to be determined within the context of
Nigeria's overall trade policies, with the use of input subsidies being
continued only for promotional or other specifically directed short term
objectives. An export incentive package should be introduced so that
export crops are not unduly discriminated against.

3. Parastatals. Both Federal and state governments should continue
to divest themselves of production-oriented parastatals, or enter into
joint ventures to enlist private management skills in restoring enterprises
to profitability. The role of the commodity trading boards should be
reviewed. Financially unviable enterprises should be liquidated and steps
taken to improve the efficiency of enterprises which will remain within the
public sector.

4. Irrigation and Integrated Rural Development. Budget constraints
mean that resources will have to be concentrated on maximizing the returns
from existing investments. In this respect, allocations for irrigation
should not be used for large scale dam and water diversion structures but
should instead emphasize down-stream delivery systems where the incremental
costs are within reach, with even greater emphasis on the development of
smaller scale low-cost irrigation schemes. The ADPs will continue to
justify a sizeable proportion of expenditure, although their components
need to be examined in the light of recent indications of the absence of an
economic response to fertilizer applications on sorghum and wheat.

5. Support Investments and Recurrent Expenditures. The Government
should actively pursue applied research programs which will expedite the
adoption of new varieties and technologies from the national and
international research centers and establish their appropriateness at the
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farm level. While such research should encompass all aspects of
agricultural cropping, it should give priority to rain-fed farming in the
lower rainfall areas. In addition, the Government should consider the
advantages that could be achieved by moving the country's research
activities under the Ministry of Agriculture. Forestry development will
also remain critical to meet long term national wood and pulp needs and to
combat serious natural resource degradation. A large share of planned
expenditures should thus be directed to protection and resource
conservation (e.g., shelter belts, arid zone afforestation and rural
forestry). It will be necessary to restore an appropriate balance between
overheads, maintenance and manpower expenditures at both the federal and
state levels if agricultural officials are to carry out their work
effectively.

Oil and Gas

6. Investment Policy. It will be important for the joint venture
companies to maintain investment in oil exploration and development at
levels that will ensure satisfactory oil reserve/production ratios. To
minimize its investment burden in the petroleum subsector, the Government
should consider entering into production sharing agreements outside of the
Delta. Desirable revisions of NNPC's own investments in oil exploration
should be aimed at minimizing expensive exploratory domestic drilling over
the adjustment period. At the same time, the investment program needs to
be scrutinized very closely and refocussed on areas such as gas utilization
and LPG extraction, which would cushion the effects of falling oil prices.

7. Gas infrastructure development should be given priority to enable
power stations and selected industrial users to substitute gas that is
presently being flared for the more expensive fuel oil. The highest
priority is the construction of the Warri-Lagos pipeline and the
corresponding development of the gas field of Utorogu. This program could
also be related to the gathering of associated gas. This gas would also be
used for LPG, initially for export and eventually for domestic markets once
they are developed. While the prices for domestic products were
dramatically increased in the 1986 budget, agreements for gas producer and
consumer prices are still needed to promote the substitution of gas for
liquid fuels, primarily in the power sector.

8. The approach adopted in the LNG project is a strategic one and
allows for a great degree of flexibility with respect to the scope of the
project, its starting date and phasing, and the degree of private sector
participation. The project would have the highest chance of success if it
were set up on a joint venture basis, with at least a 40 percent share for
foreign companies and with an experienced operating company in charge of
management. The project should only be embarked upon if purchase contracts
can be guaranteed.

9. Joint Ventures. Earlier this year, basic agreements on oil
taxation and lifting regulations were concluded between NNPC and its joint
venture partners which, although they may need to be renegotiated soon,
give Nigeria more flexibility to react to the volatile international oil
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market. NNPC should rely on joint ventures in all facets of oil and gas
production, but it should be reorganized as a holding company with largely
independent subsidiaries and divest itself of its petroleum product
distribution companies.

Manufacturing

10. The broader exchange rate, trade and incentive policy reforms
will serve to encourage desirable private investment and production in
manufacturing. However, subsectoral strategies will need to be prepared
for steel, petrochemicals and pulp and paper, which constitute major areas
of Government investment in the sector. With the projected severe resource
constraints and the poor performance and high costs of past public
investments, there is a need to reduce considerably the role of the public
sector in industrial development. Increased domestic and foreign private
investment and production in line with Nigeria's comparative advantage
would need to be encouraged as a basis for future sustained industrial
growth. Meanwhile, public sector efforts could be redirected towards
strengthening industrial infrastructure and support services.
10. Strategy for Public Sector Investment. The focus should be
limited to timely completion of economically viable ongoing projects
yielding the highest and most immediate returns, particularly in terms of
net foreign exchange savings. This will involve extremely difficult
choices because of the number, scope and implementation status of the
projects. The extent of the resource constraints will be such that even
certain potentially viable ongoing projects will need to be deferred for
completion, rephased or reshaped to reduce their costs. Continued funding
of projects of marginal or negative viability should be limited to covering
the minimum costs entailed in suspending, mothballing or discontinuing
them. The necessary scaling down of public expenditures in the sector
should be achieved as follows. In steel, given the inadequate market for
its products, its high costs and doubtful viability, construction of the
Ajaokuta steel works should preferably be discontinued or deferred
indefinitely. Further expenditures to complete the Delta Steel complex
should be held to minimum necessary levels. No new projects (including the
flat products plant, special alloys plant and foundry) should be started.
In petrochemicals, priority should be given to the completion of the plants
to produce polypropylene, carbon black and synthetic detergents ("Phase
I"', but with a restructuring plan for the latter two plants. The first
phase ("Phase IIA") of a proposed large polyolephine based complex to
produce thermo-plastic should be deferred. In refineries, the
debottlenecking projects at the Kaduna and Wassi refineries should be
compelted as soon as possible but the Government should reconsider its
decision to proceed with the proposed Harcourt II refinery given its
unacceptably low economic rate of return. In pulp and paper, the Iwopin
project should be reappraised to test its viability and explore alternative
design options.

11. Restructuring of Public Enterprises. Many public sector indus-
trial projects have weak and under-capitalized financial structures. Some
are unabl..e to service their debt and are expected to incur substantial
operating losses. Where these projects are potentially viable, they will
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require restructuring to make them financially self-sustaining. In-depth
operations audits should be conducted for each enterprise by independent
technical consultants to determine feasible cost-saving efficiencies and
identify production restructuring needs. In this context, increased
private sector participation could usefully provide necessary specialized
technical know-how, management and marketing expertise where it is present-
ly lacking in the public sector (e.g., in petrochemicals). It would be
important to ensure maximum autonomy of management of all public sector
industrial enterprises so that they could be run along commercial lines.
However, in line with the Government's announced intentions most public
sector industrial projects should be privatized. The Federal Government
will have to write-off part (or in some cases all) of its investment in a
number of cases.

2. Infrastructure Sectors

Electrical Power

12. Actions aimed at improving generation, transmission and
distribution systems through a rehabilitation program and better balancing
of generation and distribution capacities are of utmost priority in the
development of the power sector. In parallel, steps have to be taken to
reduce system losses, improve collections and restore financial viability.

13. System Expansion. To meet the expected deficit in power balances
through 1995 and avoid further expansion of auto producer capacity, the
rehabilitation of existing generating plants, completion of the on-going
Egbin steam project and the construction of the gas pipeline (which would
service gas fueled capacity at the Egbin plant) are essential. A
satisfactory power balance could be achieved through the mid-1990s if these
programs can be completed in a timely fashion, allowing the deferral of
work on Shiroro hydro, Delta IV thermal and other power generation projects
until after 1991. The Delta Steel combined cycle plant would also not be
required. If additional financial resources were to become available over
the 1987-91 period, then the completion of the Shiroro project could be
brought forward since it is economic on a fuel saving basis. The plant
rehabilitation program must be completed because it is the only measure
that can economically provide additional power supplies during the next
couple of years as well as contribute to the improvement of NEPA's
financial position through increased sales, lower systems losses and more
efficient generation. The Egbin plant should have priority because, in
conjunction with the gas pipeline, it would be the least cost means of
meeting generating requirements up to 1995. Priority also has to be given
to the strengthening of communications and control facilities, the
reinforcement of the transmission and subtransmission systems, and the
rehabilitation and expansion of the distribution system to handle the
expected demand.

14. Financial Recovery. NEPA's financial situation is extremely
weak. A phased 50 percent increase in tariffs should be sought over the
next two to three years. NEPA also needs to step up its on-going efforts
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to improve bill collections and reduce operating costs. The Government
should also consider a capital restructuring of NEPA. By converting a
proportion of Government loans to equity, NEPA would be absolved of some of
the heavy debt burden to the Government thus reducing the amount of tariff
increase required.

Telecommunications

15. Critical for the effective functioning of the sector and its
future development will be the formulation of a long term strategy.
Essential components of the strategy would be: (i) the specification of an
appropriate network development program in which investment priorities
recognize the constraints imposed by the availability of financial
resources and implementation capacity; (ii) a reorganization of the
institutional structure and the development of effective management systems
in all functional areas; and (iii) the achievement of financial viability
through improved operating efficiencies, reduced capital costs and a
revised tariff structure.

16. Network Development Program. Planned extensions to the system
should be postponed until the existing facilities are more effectively
utilized and financial viability is achieved. Top priority should be
accorded to the rehabilitation, upgrading and maintenance of existing
facilities. The most immediate requirement is to bring the vast existing
and ongoing plant investments to their full revenue earning status. This
will mean the deferral or rephasing of some installations where it appears
unlikely that contractual obligations can be financed using available
resources. The progressive use of digital technology should be a feature
of the program over the longer term.

17. Institutional Structure and Management Systems. The
amalgamations of the telecommunications arm of P&T with NET into the new
entity NITEL is a positive step. However, the parameters for the
reorganization need to be established, with particular attention being paid
to ensuring that NITEL has adequate autonomy (especially in areas of
financial management, staffing and procurement) and that it is endowed with
the requisite managerial and technical ability to effectively implement the
network development program and achieve financial viability. Since it will
take some time for the amalgamation to be fully effective, immediate steps
should be taken to streamline the functions of P&T and NET. The steps
should include: (i) the elimination of non-compatible exchanges through
increased coordination; (ii) a reduction in the present high ratio of
staffing per installed line, particularly in the clerical and
admiristrative areas; and (iii) improved management planning, reporting and
information systems.

18. Financial Viability. The sector should aim to break even on
current account (excluding depreciaiton and debt service) by the end of
1987, with increasing surpluses being accrued after that date for debt
service and investment purposes. On the revenue side, high priority should
be given to a comprehensive review of the tariff structure with the aim of
increasing installation fees and rentals to more realistic levels. Equally
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important will be an effort to substantially upgrade the billing and
collection system, with immediate steps being taken to collect overdue
accounts receivable. To bring capital costs under control, improved
procedures for procurement and installation supervision are essential. The
reliance on turnkey contracts for capital works should be reduced,
particularly for the next major phase of development which should be the
progressive introduction of digital transmission and switching technology.

Transport

19. The key objectives for the transport sector are to protect and
better utilize existing facilities, improve the performance of transport
parastatals and increase cost recovery throughout the sector. Improvements
in urban public transport and road safety are also viewed as sector
objectives.

20. Directions for Investment. Future expenditures should continue
to concentrate on roads, which account for the overwhelming proportion of
the domestic transport spending. However, road expenditure needs to be
substantially reoriented toward rehabilitation and maintenance. There is
scope for rail to play a much larger role than in the past, but only if the
efficiency of operations is significantly improved and efforts are focussed
on the activities in which rail enjoys a comparative advantage. In order
to meet even the demands presently placed upon it, the National Rail
Commission (NRC) urgently needs locomotive spares (and, less urgently,
wagon spares). If performance improves accordingly, this could then be
followed up by more substantial funding towards the end of the decade for
truck and communication materials and some limited acquisition of new
locomotives and rolling stock. By virtue of the significant investment in
ports and airports in the latter 1970s, basic capacity is adequate in these
modes and only limited funds are required for ancillary equipment and
repair work. In aviation operations the private sector should be allowed
full scope in order to minimize the need for public funding of Nigerian
Airways.

21. Parastatal Reforms. Despite recent staff cuts, there is
substantial scope for the introduction of further cost saving measures.
Capital restructuring and the setting of financial targets are also
required to make the enterprises more self sufficient. There needs to be
more accountability by and with the enterprises, and inherently non-viable
operations need to be eliminaited unless the Government specifically
directs otherwise, in which case the enterprise should be compensated for
its "social obligations", so that clear commercially based financial
performance targets can be specified. Serious consideration should be
given to truncating NRC by closing some branch lines, terminal sections,
and stations on the main lines (90 percent of NRC's revenue originates from
10 percent of its stations). A minimum rail tariff increase of around 50
percent needs to be immediately implemented, with agreed principles on
further increases over time to attain full cost recovery. Over the next
three years, a staff reduction of around 30 percent should be pursued. The
National Ports Authority (NPA) should initially reduce its staff by 10



- 7 -

percent over the next year through the divestiture of workshop operations
in the secondary ports. Port tariffs should also be increased.

22. The idea of privatizing transport parastatals has been receiving
serious attention, but no decisions have yet been taken. Existing
information suggests that a number of such parastatals could indeed be
fully privatized. These would include the National Freight Company, the
Government Coastal Agency, the National Cargo Handling Company and perhaps
the Central Water Transport Company. In other cases, privatization of
selected functions appears warranted, particularly workshops and support
activities for computers. In this regard, the recent trend away from
contracting out services and undertaking these 'in-house', while
understandable in the light of abuse of contracts, is almost certainly
going to decrease effective performance of these services. The answer may
lie instead in tighter control and supervision of contracts.

Water Supply

23. In order to maximize the return on any future investment in the
water supply sector, the key objectives have to be to protect and better
utilize existing facilities, and to balance supply capacity and
distribution capability. Provision of new water supply systems in urban
ares (including expansion of such systems) and in rural areas should only
be made where the need is critical and the potential beneficiaries clearly
demonstrate their willingness to pay. Increased efficiencies in the
operations of state water utilities and those agencies responsible for
rural water supplies must be essential components of any sector development
program. The state water utilities are capable of fulfilling the required
role in the urban areas provided the Government assists in the setting of
common standards and in training. It is not feasible for any one
government agency, at either federal or state level, to be responsible for
all aspects of the operation and maintenance of rural water supply
installations. The transportation requirements alone dictate that a rural
community served by an installation must be largely responsible for its
maintenance.

24. Investment Priorities of State Governments. First priority must
be given to the rehabilitation of water supply systems to enable them to
operate at their design capacity. The majority of the investment required
for rehabilitation is for replacement of defective electrical and
mechanical equipment, such as pump motors, starters, valves and diesel
generators. In the rural areas, the communities served should be
responsible for the operation and maintenance of point supply sources
(principally handpumps). Government support should be limited to the
provision of spare parts, technical advice and training. Provision of any
new rural water supply installation should be limited to those communities
which are willing to pay an appropriate amount of the construction cost
prior to work commencing and would agree to be responsible for operation
and maintenance. For those large urban areas in Nigeria where the economic
cost of a grossly insufficient water supply system is a major constraint to
development and where the population is prepared to pay the full cost of
providing a reliable supply (including a contribution towards capital
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cost), the provision of new and the expansion of existing systems should
proceed. The financial performance of the concerned state water utility
should be a major factor in the decision of whether or not to provide
finance for new works.

25. Institutional Reforms. Tariffs need to be reviewed and increased
in almost all state water utilities. Billing and collection targets also
need to be set. Guidelines should be provided by the Federal Government to
the states on the establishment of appropriate tariffs, budgeting and
accounting procedures, and staffing levels. In the rural water supply
sub-sector all activities, including existing installations, should be
brought under the control of one agency in each state. At the same time, a
system will have to be established which will enable the rural communities
with a point supply source to obtain (at a charge) spare parts, assistance
in maintenance and training.

26. Federal Financial Support. It would be a helpful incentive for
development of the sector if Federal Government financial support was
available up to a specified percentage of the cost of water supply schemes.
To qualify, schemes would have to be prepared in accordance with federal
guidelines.

Housing and Urban Development

27. The growing financial constraints facing states, coupled with
dramatic population increases in the older, larger and most economically
active urban centers calls for a reassessment of how best to deal with
urban growth. These same cities are also suffering from acute and rising
deficiencies in basic urban services and infrastructure, which must be
brought up to aminimum level if they are to function efficiently as centers
of administration and production, contribute to the productivity of the
Nigerian economy and to offer safe and healthy environments in which to
live. The amount of investment needed to overcome Nigeria's urban problems
is so vast that priorities have to be set carefully.

28. Role of the Federal Ministry of Works and Housing (FMWH). The
above concerns have led the FMWH to explore more efficient approaches to
the management of urban growth. It has confirmed sites an services as the
approach to be adopted in meeting the demand for housing. Simultaneously,
it has indicated that the Federal and state governments should not
construct housing, but rather provide the land and infrastructure to
promote private sector shelter delivery. The importance of financial
independence, the necessity to promote local resource mobilization and
improved fiscal management is also recognized. There thus seems to be a
clear appreciation of the need to reshape the Federal Government's role in
the provision of housing, with a greater emphasis on policy setting and
technical support and away from the direct provision of finished units.
However, the FMWH will have to develop action programs rooted in these
general principles and support them by: (i) the issuance of a Housing
Policy Paper that emphasizes the continuing shift towards the Sites and
Services concept, reinforced by selected demonstration projects that
involve the States and promotes the role of the private sector; (ii) the
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issuance of an Urban Policy Paper that clarifies the roles of the Federal,
State and Local Authorities; (iii) setting standards for planning, land
use, infrastructure and building; and (iv) training its staff to be better
equipped for these tasks. While FMBN has the authority to finance shelter
investment, no counterpart mechanism for identifying, appraising and
financing sound urban infrastructure investment exists.

29. Urban Infrastructure Development Fund. For this purpose, an
Urban Infrastructure Development Fund should be established. The broad
objectives of the Fund would be to provide state and local governments with
the means to increase investment in technically and financially sound urban
infrastructure projects, and to improve municipal services. The Fund's
operating procedures would establish certain actions on the part of
borrowers (e.g., passage of financial reform legislation, preparation of
detailed feasiblity studies) as prequalification criteria. In parallel,
the local and state governments should find better and more effective ways
of generating and collecting revenues - including improved cost recovery
measures - to support their infrastructure investments.

30. National Capital. Abuja is a national investment that has yet to
pay a return. One view would hold that the sunk cost should be written
off, and the move from Lagos to the new Capital be put on hold until higher
priority and more cost effective programs have been funded. The opposing
view is that the need to utilize the sizeable past investment is urgent for
political as well as economic reasons. However, Abuja will continue to
grow whether or not the capial is moved. Clearly, the funding is not
available for a massive shift of all government functions all at once and a
phased shift would seem to be the most viable. What is needed is an
"operations research" oriented study of the costs and benefits that would
be attached to the alternate scenarios for the move. The "no move"
scenario would be scrutinized along with the alternative. Given the funds
invested to date in Abuja, the cost of such a study would be small compared
to the benefit of selecting an effective least cost plan of action based on
careful analysis. While the study is under way, Abuja could be used by the
FMWH as a test site for public/private sector joint ventures. Sites and
service projects could be commenced and market demand for alternative plot
sizes and basic layouts could be tested.

3. Social Sectors

Education

31. The Government should adopt a series of fundamental policy
reforms designed to accomplish structural adjustments in the education
sector. The overall strategy should embrace: (i) restoring the materials-
manpower ratios by increasing the proportion of funds allocated for
non-wage recurrent expenditures at all levels of education, such that
productive efficiency is ensured; (ii) increasing the level of cost
recovery in secondary and post-secondary institutions relative to current
cost-recovery levels in primary schools in a way consistent with productive
efficiency and distributive justice; (iii) improving maintenance and
rehabilitation of educational plant, such that minimally acceptable
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standards are achieved; (iv) improving staffing and equipment for technical
training; and (v) using price incentives at the senior secondary and
post-secondary levels to increase the proportion of students in science and
technology subjects. The rationalization of previous heavy investments in
the sector should constitute a major objective of the strategy.

32. Primary Education. There should be a reassertion by the
Government that the nation's principal objective in the education sector is
to provide primary education of sufficient quality in all states to yield
the high social rates of return traditionally produced by this subsector.
Towards this end, consideration should be given to upgrading the state
institutions responsible for primary schooling.

33. Secondary Education. A national policy on tuition at the
secondary level should be introduced which enables schools to recover a
defined portion of per-student costs, part of which would be spent at the
discretion of the individual school and could be directed towards crucial
(e.g., non-salary) inputs. The acceleration of "deboarding" should
continue through the conversion of student hostels to classrooms,
laboratories and workshops. Whenever boarding is retained (e.g., in the
unity schools of the Federal Government), charges should be levied on
parents on a full cost recovery basis. The private provision of secondary
education under rigorous state set standards should be encouraged.

34. Post-Secondary Education. Priority should be given to a program
to improve and strengthen polytechnics. Further, the course emphasis in
the polytechnics should shift from business to technical subjects, with
advanced technical courses being offered in some to train technical
teachers and higher level skilled workers for industry (a function not
presently being performed in the country). The aim by 1991 should be to
adjust polytechnic enrollments upwards by around 20 percent, holding
university enrollments constant.

35. Cost Recovery. Fees for tuition should be established for all
post-secondary institutions, setting fuller cost recovery for universities
(say 60 percent of total recurrent costs per student) than for polytechnics
(say 40 percent). At the university level, fees for science and technical
based disciplines should be set at lower and arts-based at higher than
average levels. In addition, full cost recovery for boarding facilities
should be instituted in a phased manner. As a corollary, consideration
should be given to the introduction of both a merit-based scholarship
scheme and needs-based student loan scheme to ensure that access to
post-primary institutions for low income students is at a minimum preserved
- and preferably enlarged - during the period of heightened cost recovery.

Health

36. A bold and pragmatic policy framework has begun to emerge in the
Government's strategy for the health sector which envisages a
public/private partnership where the Government assumes principal
responsibility for preventative care and the private sector for curative
care. High priority is to be given to reducing fertility and the rate of
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population growth. The Federal Ministry of Health envisions its long-term
roles as addressing basic preventative health care (water quality, waste
disposal and health education), helping to set standards and monitor
achievements and to participate in the international health community.

37. Under the new policy framework, all levels of government would
have its health care responsibilities shaped by the following principles:
(i) public participation in the implementation of health service programs
organized at the village and local government levels; (ii) encouragement of
the private sector and private-public partnerships; (iii) expanded emphasis
on preventive care; (iv) promotion of a system, based on primary care
facilities, to help address community level health problems; (v) financing
of curative health services by a mix of public and private expenditures
including fees, drug sales contributions, retainer contracts and insurance
schemes; (vi) training in the health professions to be undertaken at the
individual's expense; (vii) increased efficiency in the delivery of health
services through appropriate manpower and material balances and economies
in the purchase of materials; and (viii) limited integration of qualified
traditional healers and modern health providers.

38. Disengagement. The process of transfer of certain governmental
activities to the private sector will have to be spelled out. The Hospital
Management Boards have been envisioned as the vehicles for effective public
disengagement from higher-level curative care. However, there will
continue to be a requirement (though diminishing) for public funds to
support the institutions in the hospital subsector - and the formula for
setting the level of these funds and the conditions attached to them will
need to be determined at an early stage to avoid ongoing conflicts. In
parallel, a decision will have to be made on the approach to the ownership
of, and operational responsibility for, clinics and dispensaries. One
approach could be to transfer the ownership and operational responsibility
to general hospitals, while other routes would be to develop local health
authorities or to allow their absorption by village health associations.
Policies relating to licensing of private sector facilities and the setting
of standards of practice will also have to be reviewed. The reconciliation
of the conflict in the government's desire to have curative services
available in unserved areas on the one hand, and to disengage itself form
providing the services on the other, will also have to be addressed.

39. Access and Public Participation. The high costs associated with
shifting public preventive health care to unserved areas dictate a gradual
reduction in geographical disparities. One avenue which could be explored
for both cost reductions and increasing the access to care is the further
promotion of health programs through schools, especially in presently
unserved areas. Schools could increasingly become the locus of a range of
preventive health care services for catchment populations. Village and
local government health associations would also be important avenues for
mobilizing community involvement in the provision of health services. The
positive role they can play in cost recovery and control over expenditures
should be recognized, as well as their ability to encourage contributions
from villagers (such as labor and land) for the construction and
maintenance of infrastructure. The establishment of a fund, in cooperation
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with the individual states and with support from local banks, to provide
start-up support for health programs to village and local government health
associations would be helpful.

40. Cost Recovery and Insurance. The Government aims to move towards
cost recovery in health care services. The pricing of curative health care
services will increasingly come under the ambit of the private sector,
although the Government will need to continue playing a role to help
contain costs. In parallel, a health insurance scheme is proposed, which
is seen as providing principally employee-paid financing of ambulatory and
institutional curative care in both government and private facilities.
Major technical issues will need be resolved before the scheme can be
implemented, e.g., target population, basis for setting premium and
collecting them, and equity issues.

41. Implementation. The Federal and State Ministries of Health will
require sophisticated planning skills and adequate resources to efect the
structural adjustments sought in the new health policy framework. The
information, management and date collection systems will need to be
strengthened and streamlined, and a "bottom up" approach to record keeping
instituted. Specific information on health finance will be required, e.g.,
compartive unit costs to facilitate sound decision making. Special
attention will need to be given to strengthening the financial and
administrative capacity of local governments in dealing with health issues.
Many of the new policies will not have an immediate impact on the capital
budget as they will need to be introduced over a number of years, although
the proposed privatization of curative care -- which implies at a minimum
shifting hospitals to the private sector -- will eventually eliminate the
need for public sector construction or expansion of hospitals. In any
event it will take years, especially in the North, before the smaller
health facilities -- dispensaries, maternities, health clinics, etc. -- can
be privatized. The new policies on cost recovery will also have to be
introduced cautiously and are unlikely to work without additional
investments to improve services. Cost recovery will have to be partial
outside of curative care and its more immediate effect is likely to be the
easing of recurrent budgets (e.g., through revolving funds being developed
by some of the states for the purchase of drugs).



Annex D

NIGERIA: Bank Lending and ESW Programs

A. Lending Program 1986-90 ($millions)

Core Program Reserve List

FY 86

Lagos Solid Waste 72
Industry TA 5
Imo Urban 53
Livestock II 81
Transport Parastatals 22

233
FY 87 FY 87
Forestry II 72 Industrial Rehab. 200
(S) Southern Borno ADP 25
Road Rehabilitation 75-200
(S) Multi State ADP 162

334-459

FY 88 FY 88
Public Ent. TA 35 Oil Palm V 100-80
(S) Urban Infrastructure 80-150 SAL 400
(S) Lagos Water Supply 90-150 Education 50
Imo Population & Health 50
Power VII 100-200 100-530

355-585

FY 89 FY 89
(S) Multi State ADP II 120-220 Rural Water '80-130
(S) Water Rehabilitation 75-150 Industry Manpower 50
(S) Agriculture Manpower 50-150 Industry Rehab. 400
Population/Health (Nat'l) 80
(S) ELP 80-130 80-580

405-655

FY 90 FY 90
(S) Water Supply 100-150 Agric. Credit 50-150
Urban Development 70-120 Roads 100-200
(S) Population (State) 100 Industrial Imports 300
(S) Irrigation 75-150
(S) Telecommunications 25-150 150-650
(S) Agric. Res. 75-120

445-790

Total FY 86-90: 1772-2722



B. Indicative Economic Sector Work Program

Staff Weeks
ESW Category 1987 1988 1989

1. Economic Work

A. Structural Admustment Process 118 170 170
Financial Restructuring - External (35) (40) (40)
Financial Restructuring - Internal (47) (80) (80)
Public Expenditure (17) (20) (20)
Other Macroeconomic Dialogue (19) (40) (40)

(incl. trade & incentive policies)

B. Economic Reporting and Strategy Papers 27 30 30

Total Economic Work 147 200 200

2. Sector Work

A. Agriculture 79 50 30
B. Energy 29 20 10
C. Industry 12 10 10
D. Education 34 30 30
E. Other Sectors 36 110 140

Total Sector Work 190 220 220

3. Other ESW 45 80 80

Total Economic and Sector Work 380 500 500

Notes: (1) 1977 work program based on restricted levels now proposed by
Bank management.

(2) 1978 and 1979 Work Program staff weeks assume restoration to
previous levels and reflect work associated with the Medium Term Adjustment
Program.



Annex E

NIGERIA: Assumptions and Results of Financial Assessments

1. Tables 1-8 summarize the results of the various projections made
of Nigeria's external balance. Table 1 presents the debt outstanding as of
the end of 1985. Table 2 shows the import levels that would result if
Nigeria pays all debt service as scheduled (i.e. no reschedulings) and
receives new commitments only from IBRD and ADB. Table 3 presents these
debt service obligations in more detail. Table 4 shows the effect on
import levels of assuming a 30% limit on debt service payments (the
austerity policy scenario). Table 5 presents the import levels that would
result from the adjustment policy scenario. Table 6 compares the two
scenarios and displays the sources of the higher import levels in the
adjustment policy scenario. Tables 7 and 8 describe the changes in
exposure of the various creditors that would result from the adjustment
policy scenario. The detailed assumptions used to make these estimates are
described below

2. Oil Exports. Oil price assumptions are from EPD as of the end of
January. While the world oil price projections are much lower than previ-
ous forecasts, they are not as low for 1986 as current spot prices both
because average selling prices are above spot prices at the moment and
because markets may stabilize later in the year. Oil prices could be
several dollars lower than in these projections, especially in the next few
years. It is assumed that OPEC quantities will be higher in the future
than they have been in recent years because the lower prices will stimulate
demand and because non-OPEC supplies will be less forthcoming at these
lower prices. In that environment, EPD assumes that Nigeria's share of
OPEC production would decrease from 8.6% in 1985 to 8.1% (their official
share) by 1988.

3. Nigeria's production increases from 1.50 m.b./day in 1986 to 1.71
in 1990 to 2.0 in 1995.

4. Nigeria's price (including a $1 premium above the world oil
price) is $21 in 1986, $24 in 1990, and $40 in 1995.

5. We based our estimates of domestic consumption on our best data
for 1985 (.25 m.b./day) followed by a decrease to .23 m.b./day in 1986 due
primarily to the higher prices. This grows to .29 in 1990 and .35 in 1995.
On that basis we calculated export quantities and therefore total oil
export revenues. However, domestic oil consumption is endogenous in our
macro model. To keep oil export revenues insulated from the macro runs, we
decided to keep export quantities fixed and accommodate slight run-to-run
variations in domestic consumption by varying total production accordingly.
Therefore, quantity exported in our projections is 1.27 m.b./day in 1986,
1.42 in 1990, and 1.65 in 1995.
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6. Non-Oil Exports. We have taken these numbers from the macro
model. The estimate for 1986 is $356 million in both scenarios compared to
$330 million in 1985 -- most of that growth is in cocoa. From 1987 onwards
the growth in real terms for manufacturing exports is 0% through 1989 and
-2% thereafter in the austerity policy scenario and 2% growing gradually to
12% in 1985 in the adjustment policy scenario. Other agricultural exports
grow very little in either case. Cocoa increases from 180,000 tons to
220,000 tons in the adjustment policy scenario while actually decreasing
from 1987 onwards in the austerity policy scenario. Gas exports of $100
million have been added in both cases from 1990 onwards. By 1990 the
difference between the two cases in non-oil exports is $114 million. By
1995 the difference is $471 million ($272 million in 1985 dollars).

7. Export NFS are assumed to be 3% of total goods exports.

8. Import NFS. This is comprised of two major parts: freight,
insurance, and other services which vary with imports and repatriated
profits which depend mostly on oil exports. Based on historical figures,
the relationship has been 10% of imports + 4% of oil exports. In order to
try to capture the recent changes in profit retention rules for the oil
industry, we have used 10% of imports + 5% of oil exports for our
projections.

9. Other Balance of Payments Items. Travel is assumed to be includ-
ed in the NFS imports. Direct foreign investment grows at zero per cent in
real terms in 1986 in both scenarios and by zero per cent in nominal terms
throughout the rest of the austerity policy scenario. In the adjustment
policy scenario, the growth is zero per cent in real terms through 1987 and
2% in 1988, 3% in 1989, 4% in 1990, and 5% thereafter. Net transfers are
constant in real terms in both cases.

10. MUV. The manufacturing unit value index (MUV) is used to deflate
imports to a constant dollar value. The projections for the different
countries are from EPD's latest estimates, but the weights used correspond
to the shares of those countries in Nigeria's imports. The index that
results grows by 6.7% in 1986, 6.0% in 1987 and 1988, 6.2% in 1989, 6.3%
in 1990 and then falling gradually to 4.3% in 1995. The cumulative MUV to
produce 1985 dollars values is 1.35 in 1990 and 1.73 in 1995.

11. MLT Debt. All figures on MLT debt are from EPD unless specified
otherwise in these notes. Interest due, amortization due, and disburse-
ments scheduled are provided for Paris Club, London Club, Multilateral
Creditors, and other MLT for 1986-1995. EPD also provides end 1985 DOD.
Our only change is to take out the World Bank and ADB figures from the MLT
and replace them with our assumptions on disbursements for the different
cases. This requires adjusting the interest and amortization due to the
World Bank and ADB.

12. Arrears. The MLT figures already include $1.7 billion that
represents the arrears that had been converted to MLT as of end 1985. From



-3-

the remaining claims we assume the following amounts will be recognized and
paid off as indicated.

Date of Retroactive interest Principal Repayments Due
Amount Recognition to Jan. 1, 1984 paid Austerity* Adjustment

$ 1.8 Jan. 1, 1987 1987 1987-1990 1987-1996
$ .5 Jan. 1, 1988 1988 1988-1991 1988-1997
$ .5 Jan. 1, 1989 1989 1989-1992 1989-1998

The interest rate in both cases is 1% above LIBOR. The principal is to be
repaid over 3 years in the austerity policy scenario and 10 years in the
adjustment policy scenario.

* Note that the arrears will not actually be paid off in this period in the
austerity policy scenario because of the 30% limit on debt service.

13. Short-Term Debt. After lengthy discussions, EPD felt the stock
as of end 1985 was $1-2 billion, IMF felt the number was not much over $750
million. We have settled on $1 billion, yielding interest payments of $100
million per year. There are no payments on principal and no increase in
exposure (not even with inflation) in either case.

14. Private Debt. All figures on private debt are from EPD. The
stock at end 1985 is about $1 billion. There are some disbursements in the
first few years, but amortization payments scheduled exceed disbursements
in all years. We treat private debt the same as public MLT insofar as de
facto rescheduling is concerned. In the 30% case, only part of the princi-
pal payments are made, and debt service on private debt is included in the
30%. This means that public debt service is more like 29% of exports in
the early years in the austerity policy scenario. In the adjustment policy
scenario, all amortization to private creditors is paid on schedule.

15. De Facto Rescheduling. In the austerity policy scenario, we
assume that total debt service (public MLT, private, short-term, and
arrears) is limited to 30% of total exports of goods and services. Pay-
ments are made in the following order.

1. interest and principal to multilateral creditors.
2. all other interest (including interest on rolled-over

principal).
3. all other principal including rolled over unpaid principal

from previous years.

Total debt service payments equal 30% of exports provided the sum of debt
service owed, including rolled-over interest and principal, equals or
exceeds that amount. As a result, the rolled-over balance is eliminated in
1993 the first year debt service falls below 30%.
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16. World Bank and ADB Loans. For the austerity policy scenario we
have assumed that the Bank would continue to maintain a positive net
transfer of resources to Nigeria; at a minimum, commitments are expected to
be about $230 million in FY86, rising gradually over the ten years to reach
$750 million in 1995. Should the medium-term framework improve over our
austerity policy scenario without spectacular breakthrough on the policy
front, we could conceive of a more rapid increase in lending. Under a best
policies scenario, with significant movements on the exchange rate and on
import liberalization, our project lending would increase over the years to
$1.1 billion in 1995 plus a SAL and other quick disbursing loans averaging
$500 million from 1987 to 1995. Total new commitments from the SAL and
quick disbursing Bank loans would be $4.5 billion over the period. In all
cases, we assume the African Development Bank will provide $200 million per
year in new commitments beginning in 1987.

17. IMF Loans. We assume IMF loan disbursements to be 60% of quota
in 1987-1990 followed by a fifth year disbursement equal to amortization
due in 1991. The 60% is applied to the present quota and that amount ($510
million) is used without adjustments for inflation. Because of the first
repayment coming due in 1990 the IMF exposure reaches a peak of 220% of
quota (4 x 60 - 20) in 1990 and 1991 declining rapidly thereafter. All IMF
loans are repaid by 1994.

18. Official Rescheduling. In 1986 we assume the 30% limit would
apply exactly as in the austerity policy scenario. The unpaid principal
which is rolled over to 1987 becomes eligible for Paris and London Club
rescheduling.

19. For both the Paris Club and London Club, we reschedule 100% of
the principal due 1987-1992. Paris Club interest is not rescheduled. This
would not actually be in the form of a six-year agreement. We assume it
would be in the form of a two-year agreement or even two one-year agree-
ments followed by a four-year agreement. The difference is important in
practical terms because of the closer monitoring and the ability of the
creditors to cancel the agreement if progress is not satisfactory. For
estimating the effects assuming progress is satisfactory, however, the
multiple agreements are equivalent to a single six-year agreement. Repay-
ment of the rescheduled amounts does not begin until 1993. All rescheduled
amounts are repaid by 1997 in five even installments.

20. In the adjustment policy scenario, we assume the arrears will be
repaid over ten years rather than the 3 years that have been the terms
agreed to in the past. We assume no rescheduling of private debt or other
MLT (mostly COMECON countries) except that the unpaid principal arising
from the 30% limit in 1986 is all assumed to be rescheduled in 1987.

21. New Commercial Money. In the adjustment policy scenario, we add
additional borrowing to all of the other assumptions in order to reach a
particular path of imports considered to be consistent with the mac-
ro-economic estimates for that scenario. New money is assumed to come from
London Club banks, Paris Club creditors, and others. The terms are
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three-years grace and then four years to repay. The total disbursements
over the period for this new money is $5.8 billion.

22. Reserves. Foreign exchange reserve assets are estimated at about
$1.1 billion at the end of 1985, about 1.6 months of imports of goods in
that year. In both cases, we assume that this percentage is increased to
two months of imports of goods. In the adjustment policy scenario, we
assume this happens in 1987. In the austerity policy scenario, we assume
this is done gradually over the period 1987-1989. Thus reserve assets in
nominal terms increase from $1.1 billion at the end of 1985 to $1.3 billion
in 1980 and $3.1 billion in 1995 in the austerity policy scenario and $1.7
and 2.7 billion in the adjustment policy scenario.



TABLE 1

Debt Outstanding and Disbursed
($ Million as of 12/31/1985)

Public 1/ Medium and Long-Term 13,225
Paris Club Creditors (4,733)
London Club Creditors (4,516)
Multilateral Institutions (1,339)
Other 2/ (2,637)

Short-Term 1,000
Private 1,081

Total Debt Outstanding 15,306

Trade Credit Arrears (not yet recognized) 2,800

Total debt including unrecognized arrears 18,106

1/ Includes public and publicly guaranteed debt.

2/ Primarily bilateral loans from COMECON countries and trade
credit arrears already recognized and issued.



TABLE 2

Nigeria External Balance

(Debt Paid as Scheduled, i.e. No Action Taken)

- No rescheduling

- No new loans (except minimal World Bank and ADB)

- (Millions of current US$)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Oil Export Revenues 11,150 9,735 10,578 10,775 11,081 12,439 13,666 15,270 17,765 21,207 24,090

Other Exports & NFS 674 659 723 770 800 846 912 975 1,062 1,177 1,277

Total Export Revenues 11,824 10,393 11,301 11,545 11,881 13,285 14,577 16,245 18,827 22,383 25,367

+ Disbursements 2,636 1,924 1,382 1,069 650 528 464 505 557 605 659

- Interest Due 1,502 1,440 1,862 1,316 1,122 672 545 485 453 445 457

- Amortization Due 3,547 3,891 3,780 3,813 3,438 2,273 1,332 1,002 761 571 468

+ Other Balance of

Payments Items -165 108 334 -54 -43 -58 -420 -272 -315 -393 -500

Imports Goods & Services 9,246 7,095 7,375 7,431 7,928 10,811 12,745 14,991 17,855 21,579 24,601

Imports Gocds 8,000 5,963 6,175 6,216 6,653 9,206 10,903 12,865 15,394 18,557 21,160

Imports Gods 8,000 5,689 5,460 5,185 5,226 6,802 7,614 8,524 9,682 11,195 12,239
(1985 dollars)

Debt Service/Exports 43% 51% 50% 44% 38% 22% 13% 91 6% 5% 4%

Total Debt

Outstandinj; 6 Disbursed
at years end 18,106 16,139 13,741 10,996 8,209 6,464 5,597 5,100 4,896 4,930 5,122
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Nigeria's Debt Service Obligations
- No rescheduling
- Arrears = $4.5 billion
- (Current US$ millions)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Interest
Public 1407 1263 1081 903 713 571 505 472 449 442 455

Paris Club 331 390 361 301 230 169 120 80 48 25 11
London Club 508 416 318 223 134 68 34 19 8 1 1
Multilateral 1/ 105 123 141 155 167 179 193 206 221 237 256
Short-term 100 100 100 100 100 100 100 100 100 100 100
Other 363 234 161 124 82 55 58 67 72 79 87

Private 95 89 74 56 40 26 14 7 4 3 2
Arrears 0 88 707 357 369 75 26 6 0 0 0

Total 2/ 1502 1440 1862 1316 1122 672 545 485 453 445 457

Amortization
Public 3302 3603 3242 3012 2551 1332 970 816 747 559 457

Paris Club 743 1056 1181 1123 961 649 508 397 309 202 88
London Club 1400 1510 1369 1155 859 407 181 116 103 3 2
Multilateral 54 82 112 149 158 175 191 213 240 269 296
Other 1105 955 580 585 573 101 90 90 95 85 71

Private 245 288 281 216 158 140 76 43 14 12 11
Arrears 0 0 257 586 729 800 286 143 0 0 0

Total 3547 3891 3780 3814 3438 2272 1332 1002 761 571 468

Total Debt Service
As % of Exports

Disbursements
Public 3577 1795 1307 1036 636 528 464 505 557 605 659

Paris Club 1174 849 486 301 206 84 2 0 0 0 0
London Club 560 498 356 321 17 2 0 0 0 0 0
Multilateral 276 285 287 270 280 314 325 359 397 435 486
Other 267 163 178 144 133 128 137 146 160 170 173

Private 359 129 75 33 14 0 0 0 0 0 0

Total 2636 1924 1382 1069 650 528 464 505 557 605 659

Net Flows
Public -1132 -3071 -3016 -2879 -2628 -1375 -1011 -783 -639 -396 -253

Paris Clcb 100 -579 -L056 -1123 -985 -734 -626 -477 -357 -227 -99
London Club -1348 -1428 -1331 -1057 -976 -473 -215 -135 -111 -4 -3
Multilateral 117 80 34 -34 -45 -40 -59 -60 -65 -71 -66
Short-tern -100 -100 -100 -100 -100 -100 -100 -100 -100 -100 -100
Other -1201 -1026 -563 -565 -522 -28 -11 -11 -7 -6 15Private 19 -248 -280 -239 -184 -166 -90 -50 -18 -15 -13Arrears 0 -88 -964 -943 -1098 -875 -3]2 -149 0 0 0

Total -2413 -3407 -4260 -4061 -3910 -2416 -1413 -982 -657 -411 -266

Total Net Fltws/GNP

1/ Includes on y IBRD for this draft.

2/ Total consists of Public, Private and Arrears.



TABLE 4

Nigeria's External Balance

(Austerity Policy Scenario)
- Billions of current US$.
- Limit on debt service equals 30% of exports.

- No new loans (except ADB and World Bank).

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Exports Goods and

Services 11.8 10.4 11.3 11.5 11.9 13.3 14.6 16.2 18.8 22.4 25.4
+ Disbursements 2.6 1.9 1.4 1.1 .7 .5 .5 .5 .6 .6 .7
- Interest Paid 1.5 1.6 2.3 2.0 2.0 1.6 1.3 1.1 .7 .5 .5
- Amortization Paid 3.5 1.5 1.1 1.5 1.5 2.4 3.0 3.8 5.0 1.0 .5
+ Other Balance of

Payments Items -.2 .1 .1 0 0 .1 -.1 -.1 -.2 -.3 -1.1

= Imports Goods &

Services 9.2 9.3 9.4 9.1 9.0 9.9 10.5 11.8 13.5 21.3 24.0
Imports Goods 8.0 8.0 8.0 7.8 7.6 8.4 8.9 9.9 11.4 18.3 20.6

Imports Goods

(1985 dollars) 8.0 7.5 7.1 6.5 6.0 6.2 6.2 6.6 7.2 11.0 11.9

Memo Items

Percen: of Interest Paid 100 100 100 100 100 100 100 100 100 100 100
Percent of Principal to

Preferred Creditors Paid 100 100 100 100 100 100 100 100 100 100 100
Percent of Other

Principal Paid 1/ 100 40 30 39 44 100 100 100 100 100 100
Cumulative Unpaid

Principal 0 2.3 5.0 7.3 9.3 9.1 7.4 4.6 .4 0 0
Debt Service/Exports 43% 30% 30% 30% 30% 30% 30% 30% 30% 6% 4%

Total Debt Outstanding

and Ditbursed 2/ 18.1 18.5 18.7 18.3 17.5 15.6 13.0 9.7 5.3 4.9 5.1

1/ Does not include rolled-over principal from previous years.
2/ Inclides trade arrears not yet recognized.



TABLE 5

Nigeria's External Balance

(Adjustment Policy Scenario)

- (Billions of current US$)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Total Export Revenues 11.8 10.4 11.3 11.6 11.9 13.4 14.7 16.5 19.1 22.8 25.8

+ Disbursements 2.6 1.9 2.2 2.3 3.0 2.0 2.0 2.4 2.8 1.7 1.4

- Interest 1.5 1.6 2.3 2.1 2.3 2.0 2.0 2.0 2.0 1.8 1.5

- Amortization 3.5 1.6 1.2 1.2 1.2 .9 1.1 1.7 3.6 3.9 4.1

- Other Balance of

Payments Items -. 2 .1 -. 1 .1 .1 .1 .1 .1 .1 .2 0

Imports Goods and

Services 9.2 9.3 10.0 10.7 11.5 12.5 13.7 15.2 16.3 19.0 21.7

Imporns Goods 8.0 8.0 8.5 9.2 9.9 10.7 11.7 13.1 14.0 16.2 18.5

Imports Goods

(1985 dollars) 8.0 7.5 7.5 7.7 7.8 7.9 8.2 8.7 8.8 9.8 10.7

Debt Service/Exports 43% 30% 31% 28% 29% 22% 21% 22% 29% 25% 22%

Total Debt Outstanding

+ Dtsbursed* 18.1 18.5 19.5 20.7 22.6 23.6 24.5 25.3 24.4 22.3 19.6

* Includes trade arrears not yet recognized.



TABLE 6

Comparing Scenarios
- Billions of 1985 US$.

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

COMPARING CASES (Imports

of Goods)

No Action 5.6 5.5 5.2 5.2 6.8 7.6 8.5 9.7 11.2 12.2
Austerity Policy Scenario 7.5 7.1 6.5 6.0 6.2 6.2 6.6 7.2 11.0 11.9
Adjustment Policy Scenario 7.5 7.5 7.7 7.8 7.9 8.2 8.7 8.8 9.8 10.7

NET RELIEF

De Facto Rescheduling 1.9 1.4 1.3 .7 -.7 -1.6 -2.1 -2.4 -.2 0

Official Rescheduling 1/ 1.7 1.4 .9 .4 -.2 -.4 -1.5 -1.5 -1.5
IMF Loans .4 .3 .3 .1 -.1 -.4 -.3 -.3 -.2
Higher IBRD Loans .1 .3 .3 .3 .3 .3 .2 .1 .1
Other New Loans .1 .3 .8 0 .1 .3 .3 -.3 -.6
Higher Non-Oil Exports .1 .1 .1 .2 .2 .2
Other Items 2/ -.3 .2 .2 .1 .4 .2 .2 .4 .4

Total Net Relief ~ -

Adjustment Policy Scenario 1.9 2.0 2.5 2.6 1.1 .6 .2 -.9 -1.4 -1.5

1/ Includes longer repayment period for trade arrears.

2/ Includes differences in reserves, foreign investment, transfers, and travel.



TABLE 7

Composition of Exposure

(Adjustment Policy Scenario)

- (Billions of US$)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

World Benk 1.3 1.5 1.8 2.3 3.0 3.8 4.6 5.4 6.2 6.9 7.7

IMF 0 0 .5 1.0 1.5 1.9 1.9 1.4 .9 .4 .1

Arrears * 2.8 2.8 2.6 2.4 2.1 1.8 1.6 1.3 1.0 .7 .4

Paris Club 4.7 5.5 6.0 6.3 6.5 6.5 6.5 6.5 5.6 4.5 3.5

London Club 4.5 4.9 5.3 5.6 5.6 5.6 5.6 5.6 4.7 3.8 2.7

Other (includes some

multilaterals) 2.7 1.9 1.5 1.0 .6 .6 .7 .7 .8 .9 1.0

Other Now Loans 0 0 .2 .6 1.9 2.2 2.5 3.2 4.2 4.0 3.1

Short-Term and Private 2.1 1.9 1.7 1.5 1.4 1.2 1.2 1.1 1.1 1.1 1.1

Total 18.1 18.5 19.5 20.7 22.6 23.6 24.5 25.3 24.4 22.3 19.6

* Includes arrears not yet recognized.



TABLE 8

Year to Year Growth in Exposure

(Adjustment Policy Scenario)

- (% change in current US$)

85-86 86-87 87-88 88-89 89-90 90-91 91-92 92-93 93-94

London Club only 9 7 6 0 0 0 0 -16 -20

Paris Club only 16 9 5 3 1 0 0 -15 -19

London Club + Other 9 11 13 21 3 5 9 1 -13

London Club + Paris Club 12 8 6 2 1 0 0 -15 -19

London Club + Paris Club

+ Other New Loans 12 10 9 12 2 2 5 -6 -15

Average Growth Rates

London Club + ) 1985-1989 = 14% per year
Other New Loans ) 1985-1992 = 10% per year

London Club + Paris Club ) 1985-1988 = 11% per year
and Other New Loans ) 1986-1989 = 10% per year



Annex F

NIGERIA: Assumptions and Results of Macro-Economic Assessments

Principal Policy Assumptions

1. In order to illustrate economic consequences of different policy
options open to the Government, economic performance under two illustrative
scenarios -- one labelled the "Austerity Policy Scenario" and the other
labelled "Adjustment Policy Scenario" -- which differ as far as policies
pursued are outlined below. 1/ Both scenarios assumes an initial period of
economic reform momentum -- characterized by some reforms to address
Nigeria's structural adjustment problems -- for somewhat more than a year
following the steps announced in the 1986 budget. Thus, developments in
1986 is projected to be the same in the two scenarios. After this period
policies and economic performance will start to diverge.

o The "Austerity Policy Scenario" assumes that political and economic
pressures on government which led to poor policies over the past
decade will reassert their influence after this initial period; as a
result, Nigeria will again begin to pursue basically inward oriented
policies, relying mainly on austerity measures and administrative
controls in its attempts to achieve external and internal economic
balance. The real exchange rate is assumed to continue on its
appreciating trend under this scenario. Another main characteristic
of this scenario is a unilaterally set debt service target by the
Nigerians ("cold rescheduling").

o The "Adjustment Policy Scenario" in contrast, assumes that the
Government continues to build on the initiatives already taken in the
1986 budget and embraces a medium-term adjustment program along the
lines outlined in Section II.

2. World Price Parameters. These assumptions are taken from EPD.
When there is an interval with no explicit EPD projections data available
(as between 1990 and 1995) prices are assumed to change at a constant rate
(given by a compound growth formula). The only variable for which an exact
equivalent to the EPD projections does not exist is aggregate MUV. EPD's
MUV is the weighted average for five countries (United States, Britain,
France, Germany and Japan) with these countries' shares in world trade as

1/ An extended version of the World Bank's standard RMSM model, adjusted
to the specific characteristics of the Nigerian economy, has been used
in these scenarios. The scenarios are to be interpreted neither as
forecasts for most probably development nor as plans for the most
desirable. The ambition is limited to an attempt to present
consistent analyses of the consequences of different assumptions about
the future. The results are perhaps best described as conditional
forecasts, the fundamental condition lying in the structure of the
model and the assumptions about economic strategies followed by the
authorities.
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weights. The aggregate MUV used here is also a weighted average of the
same countries' MUVs but instead using Nigeria's import structure as the
weighting system. This results in slightly different aggregate MUV.

3. Exchange Rates, Domestic Prices and Money Supply. In the
Austerity Policy Scenario concerns over impacts on prices and standards of
living (for mainly the urban population) are assumed to constrain the
Government to offset (through devaluations of the nominal exchange rate)
only half of the impact on the real exchange rate 1/ of differences between
domestic and international inflation; thus gradually deteriorating policies
after 1986 are assumed to result in a continued gradual real appreciation
of the exchange rate. The Adjustment Policy Scenario, in contrast, assumes
a fast adjustment of the real exchange rate to levels that again makes
non-oil tradeables internationally competitive; the real exchange rates is
assumed to go down to an "equilibrium value" of NO.3 = $1 in 1989 (as
against NI = $1 in 1985) through adjustments in the nominal exchange rate.
A flexible policy is assumed to be pursued thereafter in order to keep the
real exchange rate at this level. Thus, while the Austerity Policy
Scenario treats the exchange rate as endogenous, it is a policy parameter
in the Adjustment Policy Scenario. The introduction of a second-tier
foreign exchange market together with an increase in export retention to 25
percent for non-oil exports in 1986 is estimated to correspond to a 10
percent real devaluation.

4. The domestic prices level (inflation) is given endogenously in
the model through a specific equation which "explains" prices as a function
of some constant level of inflationary expectation (10 percent throughout
the projection period in the Austerity Policy Scenario; 7.5 percent from
1990 onwards in the Adjustment Policy Scenario), previous year's inflation,
import availability, and nominal exchange rate. The Austerity Policy
Scenario assumes that no adjustments in (nominal) energy prices are made in
addition to those announced in the 1986 budget; thus in real terms, energy
prices would decline with inflation in this case. The Adjustment Policy
Scenario assumes that domestic energy prices are maintained at above world
levels (as the exchange rate is adjusted). Money supply in the model is a
function of the current account balance, government deficit plus an
exogenous "growth parameter" of 15 percent which is progressively lowered
to 10 percent by 1991 in the Adjustment Policy Scenario as a proxy for
monetary restraint.

5. Production. The model identifies five sectors in the production
block of the economy: agriculture, industry, oil, construction and
services.Most of the agricultural subsectors are assumed to be relatively
insensitive to foreign exchange constraints, the impact of the latter being
felt mainly via impacts of lack of fertilizers, pesticides, etc., on
output. Given this, and since initial food shortages and the resort to QRs
in a Austerity Policy Scenario is assumed to result in high prices, growth

1/ The real exchange rate in the model is defined as the change in
nominal exchange rate adjusted for the difference between domestic
(CPI) and international inflation (MUV).
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performance for food crops (including livestock) is not assumed to be too
different in the two scenarios. Of course, incentives do matter; a policy
case is therefore assumed to result in higher growth for this subsector
than the erratic incentives created by political lobbyism and QRs. The
better incentives in the Adjustment Policy Scenario are assumed to result
in successively higher growth rates towards the end of the decade. Growth
rates for agriculture in the Austerity Policy Scenario are assumed to peak
at 2.3 percent annually in the late 1980s/early 1990s and decline to 2.0
percent by 1995. The Adjustment Policy Scenario assumes agricultural
growth will accelerate to a peak of 4.5 percent in 1989 in response to
improved policies and settle down at its steady state growth rate of 3.8
percent in the early 1990s. (Thus, the growth rate for agriculture are
exogenous in the models.)

6. Given its very high import dependence, industrial growth in the
short term is essentially dependent on the availability of imported raw
material inputs. Because of the presently very low capacity utilization,
about 25-35 percent, supply factors are not assumed to be a significant
constraint; a doubling of capacity over 9 years (1987-95) would therefore
be possible and consistent with very low ICORs. The elasticity of
industrial production with respect to raw material availability is assumed
to be one at the present. In the Adjustment Policy Scenario some supply
response and more efficient use of imports are projected to result in
successively higher elasticities (of 1.3) in the 1990s. Not all industrial
growth, however, is projected to come from better capacity utilization:
gross capital formation, does allow for some new capacity creation (as well
as repair and maintenance expenditure). The Austerity Policy Scenario
assumes that the starting elasticity of one will remain throughout the
period. 1/

7. Oil production is used for domestic consumption and exports.
Assumptions for total production has been agreed upon with EPD and is,
therefore, exogenous. It is assumed that due to short-term demand in
elasticity domestic oil consumption never declines. Whenever non-oil GDP
increases, the domestic consumption grows with an elasticity of .3 in the
Adjustment Policy Scenario and .6 in the Austerity Policy Scenario. The
reason for these differences is that this single elasticity is a proxy for
both income and price impacts. Since a relatively high elasticity is
offset by a relatively low growth rate in the Austerity Policy Scenario
while a rather low elasticity is combined with high growth in the
Adjustment Policy Scenario, domestic oil consumption and oil exports is
roughly the same in the two scenarios.

1/ The growth performance for industry is rather different in the two
scenarios due to: (i) relatively better availability of foreign
exchange in the Adjustment Policy Scenario (maybe the most important
element in the early part of the projection period in the Adjustment
Policy Scenario; the Austerity Policy Scenario performance will be
determined mainly by this factor over the whole projection period) and
(ii) positive incentives in the Adjustment Policy Scenario.
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8. Construction output is determined by investment via an elasticity
(same in the two scenarios).

9. The services sector is split in two parts as regards the way
output is determined: (i) government service output (linked to public
consumption in the public finance block); (ii) "private" services (includ-
ing public parastatals) linked to changes in non-oil GDP (based on regres-
sion estimates) with some ad hoc adjustments to reflect differences in
policy environment. Growth is projected to be fairly low for the next two
years before picking up to 3 percent in the Austerity Policy Scenario and
3.5 percent in the Adjustment Policy Scenario. The idea is that in the
long run this sector will probably have to keep up with demand (population)
growth.

10. Oil exports (about 95 percent of total) are assumed to be the
same in the Austerity Policy Scenario and the Adjustment Policy Scenario.
The principal component of non-oil exports is cocoa. In the policy case,
cocoa export is assumed to grow from 125 thousand tons in 1986 to 180
thousand tons in 1990. This growth should continue, but at a lower pace in
the 1990s with exports at 220 thousand tons by 1995. As a result of recent
policy announcements of increased export earnings retention, cocoa exports
have preliminary been assumed to initially increase also in the Austerity
Policy Scenario, reaching 150 thousand tons in 1988-90 before going back to
about 120 thousand tons in 1995 because of the deteriorating economic
environment. Raw materials and manufactures account for only minor shares
of export revenues. Both subsectors are assumed to grow at fairly high
rates, averaging 7 percent per year during the projection period, in the
Adsjustment Policy Scenario. These exports do not change between 1984 and
1990 in the Austerity Policy Scenario; in the 1990s, these exports are
assumed to decline due to declining policy environment.

11. Total imports in the Austerity Policy Scenario are derived from
what remains after meeting the 30 percent target for debt service payment,
given total export revenue. The Austerity Policy Scenario assumes that
capital good imports will continue to be favored and that the nature of
investment will be typified by capital and import-intensive projects with
often very low (or negative) rates of return. Food and consumer goods
imports are assumed to grow by an average of 6 and 7 percent respectively.
This behavior will, given the very depressed levels of total imports under
this strategy, leave intermediate goods imports too low to allow for any
industrial growth.

12. In the Adjustment Policy Scenario, import composition reflects
investment and raw material needs compatible with sufficient industrial
growth. Food and consumer goods imports are assumed to increase by 50 and
30 percent, respectively, in 1987 to offset inflationary impacts of
exchange rate adjustments and to grow only slowly thereafter. Total
imports will, however, be constrained not only by the balance of payment
constraints but also by the need to build up reserves for the difficult
years 1989-93. Capital goods imports are determined by the amount of gross
fixed capital formation. The import content of investment is assumed to be
60 percent. Raw material imports, finally, are adjusted to achieve the
needed industrial growth rates.
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13. Gross investment is composed of changes in stocks, federal,
state, and private investment, respectively. Changes in stock and private
investment are endogenous and a function of level of economic activity.
State investment (about 8 percent of the total) goes up by an exogenous
growth rate. Federal investment in the Adjustment Policy Scenario is
broadly in conformity with the Public Expenditure Program Review report and
averages 2800 million naira during the rest of the 1980s, increasing
significantly during the 1990s. The numbers in the Austerity Policy
Scenario are not widely different, except that the less favorable economic
environment results in lower private investment and higher (inefficient)
public investment.

14. The 1986 federal budget implies a deficit/GDP ratio of 2.0 in
1986. The Austerity Policy Scenario assumes that this ratio will increase
again towards 1990 (to fall somewhat thereafter as higher oil prices and
lower debt service will again permit return to high spending while at the
same time keeping budget deficits within reasonable limits). The
Adjustment Policy Scenario in contrast, assumes gradual reduction of
federal budget deficit towards the end of the decade, staying at low levels
through the first part of the 1990s, reflecting continued fiscal
discipline.



02-Mar-86 WAINI, Adjustment Policy Case Scenario for Loan Committee Paper.

Table A: Key Variables

(7, Constant 1984 Naira unless shown)

-------------------------------------------------------------------------------------------------------------

1984 1985 1986 1987-91 1991 1992-95 1995
(Average) (Average)-------------------------------------------------------------------------------------------------------------

PRODUCTION INDICATORS :
GOP Growth Rate 1.1 0.0 3.4 3.5 4.2 3.6
-Oil Production Growth 7.0 0.7 3.2 2.3 3.4 0.0
-Non-Oil GDP Growth -0.3 -0.1 3.5 3.8 4.4 4.6

Agriculture 3.5 2.5 3.9 3.8 3.8 3.8
Industry -22.1 -9.7 6.9 5.5 8.3 10.0

SEP per Capita (Constant $ 796.4 780.2 754.7 751.8 759.2 776.6 785.5
GNP Growth Rate 1.3 0.0 3.5 3.6 4.2 3.7
GNP per Capita (Constant $) 766.6 741.6 739.9 748.0 766.3 775.7

DEBT INDICATORS (ALL IN CURRENT PRICES)
Total DOD ($ Billion) 13.7 18.1 18.5 22.2 24.5 22.9 19.6
Debt/Exports 111.0 140.4 178.1 177.2 166.7 114.1 76.1
Debt/GDP 18.5 24.7 27.9 53.8 56.5 41.3 29.5interest/GOP 1.4 2.0 2.4 5.2 4.6 3.3 2.3
Debt Service/Exports
-including Rescheduled 24.8 39.2 30.0 44.6 26.1 25.5 21.8
-Excluding Rescheduled 24.8 39.2 29.1 25.5 19.4 22.7 20.6
Interest/Exports 8.7 11.7 15.1 17.4 13.7 9.2 6.0

* 'TMENT, SAVINGS, AND CONSUMPTION 
INDICATORS :

W taent/GDP 12.9 13.4 12.5 11.3 11.9 13.9 15.1
-Public Investment/GDP 9.9 10.6 9.8 7.8 7.6 8.6 9.0
-Private Investment/SOP 3.0 2.8 2.7 3.6 4.3 5.4 6.1
Eavings/GDP 15.3 18.3 14.2 12.2 12.7 15.8 17.5
Priiate/Public Investment 30.7 26.8 27.7 46.6 56.2 62.5 68.1Consumption/Capita Growth -6.5 -4.3 0.3 -0.2 0.3 0.9

TRADE INDICATORS
Exports Growth Rate 10.3 3.8 2.7 1.6 3.7 -0.2
-Nor-Oil Export growth -24.6 35.4 7.9 4.6 4.9 5.2
Exports/GOP (Current) 17.6 15.7 30.3 33.9 36.7 38.8
Exports/GDP (Constant) 21.1 21,9 21.2 21.2 21.1 20.7-Nor-Oil Exports/Exports 2.1 3.4 4.1 4.3 4.1 3.9
Impcrts Growth Rate -12.2 -9.3 2.5 3.7 7.0 9,4
Imports/GDP (Current) 12.5 13.6 28.2 31.3 31.4 32.2Imports/GDP (Constant) 14.4 13.0 12.9 12.4 12,9 13.8

OTHER INDICATORS
Ex-post ICORs
-GDP (non Ott) 3.5 3.6 3.7 3.9
-Agriculture 2.7 2.7 2.7 2.7
-Industry 2.9 3.5 4.3 5.0
-Services 4.1 4.0 3.8 3.8
Ex-Post Import Elasticity 0.9 1.0 1.7 2.6

(w.r.t. non-oil GOP)

-------------------------------------------------------------------------------------------------------------

Note: Inconsistencies may exist between current a constant ratios
-- as a result of exchange rate adjustments.
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Table A: Key Variables

(., Constant 1984 Naira unless shown)

-------------------------------------------------------------------------------------------------------------

1984 1985 1986 1987-91 1991 1992-95 1995
(Average) (Average)-------------------------------------------------------------------------------------------------------------

PRODUCTION INDICATORS
GDP Growth Rate 1.1 0.0 J,5 1.9 3.1 2.5-Oil Production Growth 7.0 0.7 7.2 2.3 3.4 0.0
-Non-Oil GDP Growth -0.3 -0.1 1.0 1.8 3.1 3_2

Agriculture 7.5 2.5 2.3 2.3 2.1 2.0
Industry -22.1 -9.7 -9.0 -9.0 9.1 0.0GDP per Capita (Constant $) 796.4 780.2 754.7 717.2 698.4 692.5 693,7GNP Growth Rate 1.3 0.0 1.5 2.0 3.2 2.5

GNP per Capita (Constant $) 766.6 741.6 705.3 687.3 682.2 683.9

DEBT INDICATORS (ALL IN CURRENT PRICES) :
Total DOD ($ Billion) 13.7 18.1 18.5 16.6 13.0 6.5 5.1
Debt/Exports 111.0 140.4 178.1 135.9 89.4 33.7 20.2Debt/GOP 18.5 24.7 27.9 20.1 9.6 2.0 6
Irterest/GDP 1.4 2.0 2.4 2.2 1.0 0.2 0,1
Debt Service/Exports 24.8 39.2 30.0 29.7 30.0 17.5 3.7
irterest/Exports 8.7 11.7 15.1 14.8 8.8 3.4 1.8

S TMENT, SAVINGS, AND CONSUMPTION INDICATORS :
Investment/6P 12.9 13.4 12.5 11.2 11.3 12.4 3.0
-Public Investment/SDP 9.9 10.6 9.8 9.0 93 10.3 10.9
-Pxivate Investment/GOP 3.0 2.8 2.7 2.3 2.0 2.1 2.1Savings/6DP 15.3 18.3 14,2 14.2 14.8 14.8 1.7
Prvate/Public Investment 30.7 26.8 27.7 25.3 22.0 20.1 19.8
,onsumption/Capita Growth -6.5 -4.3 -2.4 -1.5 1.3 1.5

TRADE INDICATORS
Exports Growth Rate 10.3 3.8 2.6 13 3.3 -0.7
-Ncn-Oii Export qrowth -24.6 35.4 2.4 -3,5 -3.7 -7.7Exports/GDP (Current) 17.6 15.7 14.3 10.8 5.6 2.9
Exports/GOP .Constant) 21.1 21.9 21.8 22.4 2:.9 .5
-Non-Oil Exports/Exports 2.1 3.4 3.6 3.3 2.6 2.1
Imports Growth Rate -12.2 -9.3 -3.3 -0.3 19.5 15.1
Imports/SOP (Current) 12.5 13.6 11.1 7.8 4.4 2.8Imports/GOP (Constant) 14.4 13.0 11.0 103 3.9 1.9

OTHER INDICATORS
Ex-post ICORs
-GDP (.rot ot l) 16.3 7.1 5.2 4.5
-Agriculture
-Industry
-Services
Ex-Post Import Elasticity Negative -0.2 5.4 6.0

(w.r.t. non-oil GDP)

Note: Inconsistencies say exist between current and constant ratios
-- as a result of exchange rate adjustments.
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Adjustment Policy Package

1. To achieve the objectives set for the medium term adjustment
program, it is necessary for the Government to supplement its demand
management measures 1/ with structural adjustment policies aimed at
increasing the efficiency of investment, improving domestic savings and
stimulating desirable tradeable good production, particularly of non-oil
exports. The highly uncertain and tight financial situation will require
the Government to reduce its heavy reliance on public expenditures as the
propulsive force of development and to make more use of macro-economic and
sectoral policies that will inter alia stimulate efficient and increased
private investment and production. The Government should build on the
budget initiative already taken, with the further reforms focussing
principally on: (i) correcting the still grossly misaligned prices through
reforms in the exchange rate, trade and incentive policies; (ii) overcoming
the considerable public sector inefficiencies through restructured public
expenditures and continued rationalization of the parastatal sector; (iii)
reducing the severe imperfections in the financial system through less
Government intervention in the operations of the financial markets and
improved financial intermediation; and (iv) removing the sectoral supply
constraints which discourage private initiative and inhibit responses to
favorable market conditions. The essential elements of the package of
outlined below, noting that it assumes that an arrangement is consummated
between the IMF and the Government which is acceptable to all the parties
involved. Annex A summarizes recent policy actions of the Government and
the timing of further actions over the adjustment period, while Annex B

1/ There are no further demand management measures proposals apart from
those also regarded as structural (e.g. interest rate policy) and debt
management (the subject of a separate working paper). It is expected
that as part of the Adjustment Policy Package, the Government would
continue to place tight constraints on the budget deficit with the aim
of eliminating it completely by the end of the adjustment program
period. While improved revenue measures should continue to be pursued
- especially at the state Government level through appropriate cost
recovery mechanisms - this should not be seen as a substitute for a
slimmer bureaucracy and a reduced government presence in productive
activity.
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summarizes the actions which would take place in the first year of the
adjustment program.

Exchange Rate, Trade and Incentive Policies

2. The thrust of the policy reforms in this area should be towards
a market determined exchange rate and the dismantling of trade controls.
Provided the underlying trade taxes and incentives are structured
correctly, the principal impediments to efficient resource allocation - and
to non-oil exports and the utilization of local raw materials - will be
removed and the inducements to engaged in parallel black market activities
minimized.

3. It is most unlikely that the Government would agree to an
immediate devaluation of the Naira of a magnitude sufficient to reflect the
true scarcity value of foreign exchange. It is also unlikely the
Government would agree to the immediate and complete liberalization of
import controls. The concern is that the lifting of all import
restrictions would cause pent up and speculative demands to place
considerable pressures on the still limited amount of foreign exchange and
although this would force further reductions in the value of the Naira, it
runs the danger of essential good losing out in the process. While the
injection of additional foreign exchange resources would serve to relieve
this pressure, it is extremely doubtful that sufficient resources would be
forthcoming in a short enough period of time (on terms acceptable to the
Government) to avoid a political backlash associated with shortages of
essential goods which could do irreparable harm to the adjustment program.

4. While the removal of controls on imports would thus have to be
phased (preferably over at most a three year period) the dismantling of
controls on prices and marketing could be achieved within a relatively
short period of time. Immediate action can also be taken to ensure that
the system of foreign and internal trade taxes (including fiscal export and
investment incentives) provide the desired medium to longer term signals to
producers and consumers. Although their effect on resource allocation will
be minimal while the import controls are still in force, they will at least
be in place by the time the controls are removed. The early reforms in
this area will provide a clear indication to the private sector as to the
future parameters they will face, allowing them to plan ahead with some
certainty. Those basic reforms should be clearly distinguished from
transitory trade tax and other measures used to compensate - at least
partially - for the unfavorable effects of the distortions caused by the
continued use of import controls and the corresponding overvalued Naira.

5. Exchange Rate. A process has to be set in motion through which
the phased dismantling of trade controls and other reforms affecting
foreign exchange demands and supplies would allow the exchange rate to move
towards a realistic level with minimum disruptive effects. An initial
large and discrete devaluation should take place, and a more flexible
exchange rate policy adopted. [As an interim measure during the period in
which trade controls are being dismantled, the Government could review
the formula it is presently using to make crawling adjustments to the
exchange rate to ensure its allows regular (monthly) adjustments based on a
formula reflecting domestic-international inflation differentials and a
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margin for further changes in the real rate (with further discrete
adjustments being made to coincide with the phasing of liberalization of
import controls). The margin could start, say, at three to four percent
and be gradually stepped up as the import and other controls are relaxed.
In parallel, the scope of the newly established second-tier foreign
exchange market to be operated by the commercial banks (in which the value
of the Naira is market determined) could be expanded through the Government
allocating an increasing share of oil export proceeds to the market (at
least 5 percent in the first year of the adjustment program), supplementing
the limited amounts sourced from the foreign currency domicialiary accounts
system (the values established in the market should also be used to guide
the extent of discrete and regular adjustments to the exchange rate).
However, the second-tier market should be integrated into the 'formal'
market as soon as possible, at the latest by the time the trade and
incentive reforms are fully in place (at the end of the third year of the
program) with the Naira then being allowed to find its own level.] 2/

6. Export Controls and Taxes. There are no taxes of significance on
non-oil exports and this situation should be maintained. The Government
has recently abolished the list of prohibited exports (expect for a limited
number of goods whose importation has been banned) and simplified export
licensing requirements for the 36 affected products (procedures now limited
principally to the collection of necessary statistical information). The
export monopoly power of the six commodity boards (rubber, cocoa, palm
produce, cotton, groundnuts and grains) was also abolished, with the
private sector being allowed to market externally these products.

7. Import Controls and Taxes. The medium term aim should be for
customs tariffs to be the only form of direct intervention in import trade
(exceptions would be for import controls on a small number of products for
security and safety reasons). While accepting the customs tariffs are an
important source of easily collectible revenues, their structure should be
designed principally with their resource allocation effects in mind. This
would suggest a relatively low and uniform level of rates with limited
exemption provisions. A new customs tariff schedule was promulgated in
1984 representing a first step in this direction. 3/ The reforms involved
a considerable narrowing of the range of rates (10 to 60 percent with some
exceptions) and the abolition of schemes providing zero or concessionary
rates to a large group of favored importers not involved in export trade.
However, further modifications to the schedule should be made to narrow
even more the range of rates (probably 15 to 35 percent, with a clustering
of rates in a narrower band of 20 to 30 percent). This would seem to be a
reasonable range for the final structure of the custom tariff schedule

2/ These recommended exchange rate actions are interim thoughts of the
Ban

k only. Firm recommendations will be formulated after the IMF
completes in reviews in March/April 1986.

3/ This schedule was developed by the Government with the assistance of
the Bank and was to form part of the conditionality of the proposed
SALI of 1984.
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taking account of the Government's insistence on some continuing protection
for import replacement activities, the level and structure of excise taxes
and revenue considerations (in the case of luxury goods, high levels of
excise taxes on production are also proposed to be applied to imports - see
para 11). The appropriate modifications should be made at the time of the
initial devaluation, with further modifications over the adjustment program
period being limited to the correction of anomalies and the simplication of
the rate structure where required.

8. As indicated earlier, the dismantling of quantitative
restrictions on imports should be phased over a maximum three year period.
Initial priority should be given to liberalizing the import controls on raw
materials and spare parts (with some exceptions) through their transfer to
open general licence (OGL) status, noting that the changes made in the
custom tariff sub-heading descriptions for the new schedule introduced in
1984 facilitate the distinction of raw materials and spare parts from other
goods. This would coincide with the initial devaluation and would serve to
rejuvenate local production and relieve to some extent the growing problem
of unemployment. 4/ During the first year of the adjustment program,
studies should be undertaken to develop more fully a medium term plan for
liberalizing the remaining import controls (with the exception of a limited
number of goods restricted for security and safety reasons). The plan
should include measures to counteract dumping and trade restrictions
imposed by other countries and to streamline import licensing and foreign
exchange allocation procedures. Priority should be given to liberalizing
(at the beginning of the second year of the program) restrictions which
have important distortionary and protective effects and on most capital
equipment. The liberalization should apply not only to goods on the
prohibited list and those subject to import licensing, but also to foreign
exchange allocations of the Central Bank as applicable. The Government has
already taken steps to simplify the "two queue" system of import controls
by decentralizing approval power to foreign exchange dealers, harmonizing
the issuance of import licenses with the foreign exchange budget, and
abolishing the system of global and monthly allocations of foreign exchange
for trade transactions to authorized dealers.

9. The "across the board" temporary import surcharge of
30 percent 5/ recently introduced by the Government serves as an implicit
devaluation (on the import side), allows the Government to capture some of

4/ Some form of reserve powers will have to be devised to allow the
Government to intervene if there should be excessive speculative
imports detrimental to the overall reform program. The proposed high
levels of excise taxes on luxury goods (applicable to both imports and
local production) would serve to constrain expenditures on imported
inputs for this production.

5/ Inclusive of the previously applicable surcharge of 6.02 percent but
additional to all existing customs tariffs. The proceeds of the
surcharge are to be used principally for strengthening the program of
non-oil export promotion and export incentives (see paras 12 to 14).



-5-

the "quota rents" associated with the goods under import restrictions and
provides additional resources to the exchequer. Based on the monitoring of
the initial effects of the reforms and in the context of the medium term
plan to liberalize the remaining quantitative restrictions, a decision
should be made at the end of the first year of the adjustment program as to
whether or not the surcharge should continue to be applied. Preferably its
effects should be captured through an equivalent exchange rate adjustment
(which may be required under an IMF program, since such a surcharge is
regarded as an unfavorable multiple exchange rate practice).

10. Internal Trade Taxes and Controls. The Government should take
steps to withdraw its direct interventions in price setting. Immediate
action should be taken to relax the controls on ex-factory prices in order
to shift incentives away from trading to production, to signal relative
scarcities and to increase the effective yields and elasticity of the
excise tax system. Also it would be highly desirable to shift farmer
incentives from input subsidies to a crop pricing structure which reflects
market forces, and to re-examine the role of the six commodity marketing
boards (see para 6) and the approach to the setting of support prices for
domestic crops with the aim of minimizing Government intervention. The
recently created Agricultural Prices and Tariffs Group (APTG), which
absorbs the Technical Committee on Producer Prices would be responsible for
the formulations of recommendations in these areas for implementation in
the second year of the adjustment program. The Government has recently
adjusted petroleum product prices (except for kerosine) to remove implicit
financial subsidies, although it should continue to adjust these prices in
line with the exchange rate adjustments.

11. Excise taxes on production for the local market should be
structured so as to be consistent with principles for the setting of custom
tariff levels. They should be set at a lower level than custom tariffs
(within the range of 5 to 25 percent but clustered in the 10 to 20 percent
range) to reflect a reasonable net degree of import protection. However,
high additional excise duties (say 50 and 100 percent) should be applied to
the local production of luxury goods (and selected other consumer items) as
well as to imports of them. The appropriate rates for industrial products
(including mining) and any required offsetting provisions should be
determined prior to the commencement of the adjustment program and be put
in place at the same time as the desired tariff schedule, 6/ although some
fine tuning may be required later in the adjustment period. The approach
to the taxation of agricultural and forestry product should be reviewed by
the APTG and policies formulated for implementation in the second year of
the adjustment program.

12. Export Incentives. A package of fiscal incentives should be
introduced which removes as far as possible the impediments to non-oil
export production inherent in the system of trade taxes and controls. Even

6/ The Government broadened the excise tax system in 1984 in parallel
with the introduction of the revised customs tariff schedule. This
broadened system provides a good basis for future reforms.
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when import controls have been completely removed and the exchange rate has
been adjusted to its market clearing level, the trade taxes in force will
still mean that compensatory export incentives will be required.

13. To attempt to provide the right level of export incentives during
the period when import controls are being dismantled and substantive real
exchange adjustments are continually being made would be a complex, and
perhaps unnecessary, task. The base level of export incentives should be
set to reflect the situation at the end of the import liberalization
period, although the temporary import surcharges on inputs into export
production would be refunded while they are in force during the import
liberalization period. Budgetary considerations and GATT regulations would
need to be taken into account in determining the nature, level and coverage
of the incentives, but the package could include: (i) the recently
reactivated customs drawback scheme, but extended and adapted to include
exemption (or equivalent) from customs tariffs and excise taxes on all
inputs directly and indirectly incorporated in export production (the
present scheme only covers excise duties on exports and customs tariffs and
import surcharges on imported inputs directly incorporated in export
production); and (ii) a negotiable tax credit on export production set at a
level to offset, as far as possible, the distortionary effects of the
import protection system and exchange rate policy on value added in non oil
export production (the ability to sell a portion of foreign exchange earned
in the second tier foreign exchange market goes part of the way towards
overcoming the discriminatory effects of the exchange rate policy - see
paras. 5 and 14). It would be important to ensure that the administrative
mechanisms for making the incentives available are simple and straight
forward, which will require a redesign of the existing customs drawback
scheme so that it is less cumbersome and allows timely refunds to
exporters. It is proposed that the studies required to finalize the
coverage, design and administration of the incentive be undertaken jointly
by the team involved in the Industry Technical Assistance Project (ITAP)
and the ATPG during the first year of the adjustment program for
implementation in the second year. The design of appropriate Incentives
for export traders and service exports would form part of the review.

14. Other Measures. Recent measures introduced by the Government to
promote non-traditional exports include: (i) activation of the already
created export guarantee and insurance scheme; (ii) extension of the
foreign exchange retention scheme to allow exporters to retain 25 percent
of foreign exchange earnings, which can be used to purchase priority inputs
(although an import license not valid for foreign exchange still has to be
obtained) or be sold in the second tier foreign exchange market; and (iii)
assistance in export costing and pricing (nature yet to be specified).
Steps have also be taken to overcome the deficiencies in the operations of
the Nigerian Export Promotion Council, to encourage the establishment of
the Export Zones in selected parts of the country and to require authorized
foreign exchange dealers to set up export desks for export promotion
activities.

15. Investment Incentives. A review of the fiscal investment
incentives being granted by the Government to industry should be undertaken
with a view to: (i) making them more meaningful to investors without
creating an undue burden on the Government budget; (ii) ensuring, while
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acting as a compensatory measure for remaining market imperfections and
failures, they do not create new distortions in themselves and are
consistent with, and reinforce, the Government's development objectives
(especially employment generation and regional dispersal); and (iii)
ensuring their simplicity in administration, including minimal discretion
in their application. 7/ This will also involve the specification of
guidelines for their availability. The review should be carried by the
ITAP team at the same time as the studies for the fiscal export incentives,
with changes being implemented concurrently in the second year of the
adjustment program.

16. Other steps to be undertaken to improve investment promotion
during the first three years of the adjustment program would include (i)
the establishment of the existing Industry Development Coordinating
Division of the Industrial Policy Review body as an effective "one stop"
agency for industrial approvals and investment promotion; (ii) streamlining
the regulatory measures relating to the operations of enterprises and
investment, including the removal of inconsistencies in prevailing laws and
regulations and minimizing the overlapping jurisdictions among agencies;
and (iii) amending, where necessary, investment policies and guidelines to
generate further desirable foreign investment. The latter should include
increased ownership flexibility in some areas. To encourage increasing
private interest in medium and large scale commercial farming, it will also
be necessary to review the land tenure arrangements. There is a need to
strengthen promotion and support services for the private sector, including
pre and post-investment services, statistical and business information
services, applied agricultural research programs and extension and
technical support services. A conscious effort should be made to ensure
continuous and effective dialogue with the private sector, and to seek
their active participation in formulating and implementing investment
policies and promotion programs.

Public Expenditure Policies

17. The highly constrained public resource situation - particularly
of foreign exchange - will mean that difficult decisions regarding both the
level and structure of public expenditures will have to be taken. The
requirement is to cut back on the expenditures in a way which does least
damage to the economy and ensures that maximum net benefits flow from them.
To achieve this, the composition of federal and state expenditure over the
five year adjustment period should support the macroeconomic policy reforms
and reflect basic economic principles, with allocations at the sectoral
level being made within the context of clearly articulated sectoral
development strategies. However, there is also a need to put in place a

7/ While the present investment incentives offered in Nigeria have had
little impact (the import protection system having the dominating
influence on investment), a properly constructed system of fiscal
investment incentives can be an extremely powerful took for
encouraging desirable investment in industrial activities, as the
experience of other countries has shown.
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system of public expenditure planning and budgeting which recognized the
revenue uncertainties - resulting mainly from the unpredictability of oil
markets - and can alleviate their negative impact.

18. Critical Principles in Determining the composition of Public
Expenditures. The principles which should guide the Federal and State
Governments in their budgetary and planning decisions over the five year
adjustment program are as follows. First, the public wage bill should be
stabilized. The Government recently reduced the salaries of public
servants and should restrain attempts for levels to be restored over the
next three years at least . The Government's present freeze on hiring
should be maintained and extended to all but the most critical skills.
Over the longer run, the emphasis has to be on eliminating overstaffing
through a judicious combination of attrition and redeployment, and on
allowing wages for different skill categories to reflect scarcity values.
Second, constrained supplies and maintenance expenditures have greatly
impaired the efficient delivery of public services. Restored levels of
supplies will be essential in a number of sectors (particularly health,
education and agriculture) if reasonably modest standards of services are
to be achieved. Also, both routine and periodic maintenance must have
priority over new investment to prevent the rapid deterioration of
infrastructure. Third, transfers to parastatals to cover operating
deficits and capital expenditures have to be reduced, with efforts made to
ensure that the commercially oriented public enterprises are increasingly
able to support their own capital expenditure programs (see paras 21 to
25). The Government has already taken steps in this direction by reducing
transfers to all economic and quasi-economic parastatals to 50 percent of
present (1985) levels, requiring the parastatals to obtain the balance of
their needs from tariff increases and increased operating efficiencies.
Finally, priorities should be set for the completion of the large number of
capital projects on the basis of their economic viability and costs to
complete, with across-the-board cuts being avoided so that the economy is
not burdened by a proliferation of incompleted and weak projects. Those
which are clearly not economically viable, even on a sunk cost basis,
should be cancelled and the necessary penalties paid. For projects in the
early stage of implementation, possibilities for reshaping the scope and/or
timing to reduce costs and increase benefits should be assessed, especially
where large sums remain to be spent. Completing viable ongoing projects
should have priority over new projects, the latter not being commenced
unless their economic viability is beyond question and fund can be assured
both for their timely completion and to meet their ongoing costs.

19. Agreement would be reached with the Federal Government on how
these principles would be reflected in the budgetary and planning process.
The mechanisms for this would be agreement on the initial composition and
subsequent criteria for updating the proposed rolling multi year budget and
core investment program (see para. 20). It will also be important for the
principles to be reflected in State Government expenditures, although the
means for ensuring this still have to be determined.

20. Public Expenditure Planning and Budgeting. The most important
institutional reform to be pursued should be the adoption of a rolling
multi-year budget which allows the implications of resource prospects over
an extended period to be taken into account in making decisions on projects
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and programs. The system should be introduced in a phased manner,
beginning with a selective two-year rolling budget to be put in place for
the first year of the adjustment program. This should be supplemented with
a core type approach to the planning of capital investments. The essential
features of the approach would be the division of projects into two
categories: (i) those that would proceed immediately; and (ii) those that
would go ahead if and when additional resources would be available. The
former set of projects (core list) would be fully funded each year in line
with the amounts need for efficient implementation. No funding would be
provided for any of the projects on the standby list unless adequate
resources were available to guarantee their full funding to completion. 8/
The first steps in this direction have already been taken through the
findings of the special inter-ministerial committee set up late in 1983 to
review all projects involving completion cost of N30 million or more.
Subsequent public expenditure and project reviews of the Government and the
World Bank can also be used as deriving the initial rolling budget.
Underlying all these actions, would be a move away from the present
"shopping list" nature of the Five Year Development Plan to one which is
more indicative and policy oriented, with sectoral development strategies
(see paras. 30 to 38) forming the principal means for establishing capital
and recurrent expenditure priorities within each sector.

Public Enterprise Policies

21. Substantive policy reforms relating to parastatals are required
to improve their overall efficiency and to reduce their heavy dependence
upon Government financial support. In recent years the Government has
taken steps to ensure some public enterprises to operate along more
commercial lines and has commissioned several studies of their problems.
Certain enterprises, mainly in agricultural activities, have been
privatized. However, despite these measures and the findings of officially
backed investigations - including the Onosode Commission in 1981 and the

Study Group on Parastatals in 1984 - the Government has not been able to
articulate a cohesive program of policy reforms, although it has recently
announced its intent to divest of public holdings in commercially-oriented
enterprises (agricultural production, hotels, food, beverages, breweries,
distilleries, distribution, electrical and electronic appliances etc.).
Such a program should be prepared with the utmost urgency, being completed
with the first year of the adjustment program and incorporate actions along
the lines outlined below. The reforms would be implemented over the five
year adjustment period, with the timetable being finalized once the program
has been formulated.

8/ There would clearly need be some additional ranking of priorities on
the standby list. Placing a project on the standby list would serve
to signal to the relevant line ministry that the project is on the
point of being approved and that it should move ahead to complete
project preparation, design and so on.
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22. Rationalization of the Parastatals. Within the context of the
development strategies for the sectors in which they operate, parastatals
should be examined and classified according to whether they should be left
largely unchanged, restructured, privatized or liquidated. Certain
enterprises slated for privatization may require prior financial
restructuring and perhaps some rehabilitation. In-depth studies of a
number of enterprises will be required before a final decision can be made
on them. The sector ministries should be given the responsibility for
completing this task, with a restructured and strengthened Ministry of
Finance Incorporated (MOFI) playing a supporting role. Plans for
restructuring should include rehabilitation requirements as well as
financial and organizational changes. As part of the financial
restructuring, outstanding loans to the enterprises would have repayment,
grace and interest terms specified; 9/ in some cases, outstanding loans
could be converted to equity. Also, guidelines should be developed that
will permit certain enterprises to privatize selected aspects of their
operations (e.g. trading companies). Financial constraints facing the
Government will mean that priorities will have to be set for restructuring.

23. Autonomy and Accountability. Public enterprises should
immediately be given autonomy in making operating decisions relating to,
for example, day-to-day management, procurement and staffing. However, the
Government, through the supervision ministries, should take parallel action
to establish clear objectives and performance targets with the board and
chief executive officer of each enterprise, and to assist in drawing up
action plans to achieve these targets. Also, MOFI should be made
responsible for monitoring the financial performance of the enterprises,
making recommendations on their investment programs where access to
budgetary resources and external financing is involved, and for ensuring
that they produce timely and adequate accounts audited according to
appropriate Nigeria standards. Close liaison of MOFI (or whatever
oversight agency is chosen for this role) with the supervisory ministries
will be required, especially in the formulation and review of objectives
and plans for each enterprise. 10/

24. Commercial Orientation. Greater autonomy should be given to
enterprises to determine their tariff and pricing structures. Where
Government approval of tariffs is required (especially of monopolies or
quasi-monopolies), they should be review frequently to reflect cost and
financial return considerations, taking cognizance of enterprise
efficiencies. Tariff adjustments of key utilities should be also be linked

9/ Similarly, all future loans should have clearly specific terms and
conditions. Public enterprises should also be expected to settle
outstanding payment obligations vis-a-vis other public enterprises and
Government agencies.

10/ MOFI and the liaison office in each supervisory ministry will need to
be strengthened. MOFI in particular should be provided the additional
staff resources necessary for it to carry out its functions
effectively.
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to clearly defined targets for the reduction of budgetary transfers to
them. Where enterprises are fulfilling non-commercial objectives of the
Government, they should be compensated through special budgetary provisions
based on estimates of the costs involved. However, cost curtailment and
improved operating efficiency should be the first order of business for
most parastatals. The adoption of improved accounting practices and
financial controls should be encouraged. Technical assistance should
receive particular attention. the appointment of high caliber top
management will be essential.

25. Approach to State Parastatals. A similar approach could be
adopted for state public enterprises. In this case, the scope of
intervention and required policy reforms would be less demanding since, for
the most part, the states are principally involved in the industrial sector
and the bulk of their holdings are relatively small-scale. These
enterprises are targets for privatization. The most substantive holding of
state Governments tend to be jointly owned with the Federal Government and
thus would be covered in the reforms at that level.

Financial System Policies

26. The increased mobilization of financial savings and the more
efficient allocation of financial resources will be essential components of
the adjustment program. In general, the Government should reduce its
intervention in the operation of financial markets - particularly in credit
allocation and the setting of interest rates - and allow more discretion to
the financial institutions in their operations. Encouragement should be
given to the establishment of new banks and branch expansion, and to the
development of the domestic capital market.

27. Restructuring the Financial Sector. The Government has recently
announced its intention to review the financial sector with the aim of its
restructuring. The review, which should be completed by the end of the
first year of the adjustment program, should result in the articulation and
subsequent implementation of a strategy which includes means to: (i) reduce
barrier to entry in banking and finance (which could include liberalization
of ownership laws); (ii) encourage branch expansion in rural areas; (iii)
further develop capital markets as a source of long-term finance; and (iv)
improve existing agricultural credit delivery systems. The latter would
include an overhaul of the operations of the Agriculture Credit Guarantee
Scheme and the Nigerian Agricultural and Cooperative Bank (NACB), with
emphasis on decentralization and closer cooperation of NACB with the
commercial banks.

28. Credit Allocation. The credit allocation system gives the banks
little discretion in credit allocation across sectors and imposes on them
extensive reporting requirements. A timetable for the removal of the



- 12 -

percentage credit allocation ceiling should be agreed upon 11/ with the
initial steps being a further aggregation of the sectors (and subsectors)
for which the ceilings are imposed and the replacement of monthly reports
by the bank with semi-annual (on at-most quarterly) reports.

29. Interest Rates. An immediate move should be made to adjust the
level of interest rates to reflect a positive real yield on holding
financial assets, and it should be flexible to take into account the
frequent changes in the rate of inflation and balance of payment
conditions. Also, the differential interest rates applied to the preferred
sectors should be eliminated.

Productive Sector Policies

30. As indicated earlier, intra-sectoral breakdowns of public
expenditure should be determined within the context of medium term
development strategies for each sector. the strategies should take
cognizance of the broader macroeconomic and related policy reforms (as
relevant), and address the specific policy and institutional reforms
required to achieve sectoral development objectives in an efficient way as
well as the appropriate schedule of public expenditures to support them.

31. Special focus should be placed on the removal of bottlenecks and
constraints affecting the efficient development of the productive sectors.
While the basic trade and incentive policy reforms will go a long way in
this direction, there are a number of policy and non-policy originating
distortions which are only recognizable at the sectoral level (e.g. local
content programs for specific industries, lack of particular work force
skills) on which action must be taken to ensure the realization of
comparative advantage and efficient resource allocation. Further, there
are various market imperfections (e.g. lack of data and of knowledge by
potential investors - particularly foreign - of investment opportunities in
some industries) which require Government initiatives to correct. Such
actions would be consistent with the aim of seeing the Government's role in
the productive sectors changing from a regulatory one to a promotional one,
as well as from one which emphasizes Government direct investment and
intervention to one supportive of private initiatives.

32. The strategies proposed for each sector should be completed
before the commencement of the reform program so as to form the basis for
the specification of sectoral level policy reforms and actions over the the
adjustment period. They would be updated on a regular basis and would be
an important input into the formulation of the rolling multi-year budgets.
The following represents key elements which should be incorporated in the
strategies for the major productive sectors viz. agriculture, oil and gas,
and manufacturing.

11/ The Government recently took steps towards simplification by grouping
activities into four sectors (previously of eight sectors) for which
percentage credit allocation ceiling are set. However, within some
sectors, sub-sector ceilings have been set.
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33. Agriculture. Sustained growth of the agricultural sector
requires that comparative advantage be the primary criterion for the crop
and technology choices that have to be made. Food crops are and must
remain central to the development strategy for the sector, and should
continue to be given strong support from the Government in areas such as
research. However, export crops and other non-food commercial crops must
also play an increasing role over time as reliance on oil exports
decreases; in this connection, increasing Government support should be
given to these crops.

34. Budget constraints will require difficult allocative decisions on
the public investment program in the sector. Resources should be
concentrated on maximizing the returns from existing investments. In this
respect, allocations for irrigation should not be used for large scale dam
and water diversion structures but should instead emphasize down-stream
delivery systems where the incremental costs are within reach, with even
greater emphasis on the development of smaller scale, quickly
implementable, low cost irrigation schemes. The ADPs will continue to
justify a major proportion of expenditure. However, a change in policy to
promote crops for export and industrial crop import substitutes would
require public funds to support appropriate commercial tree and field crop
development projects. The rapid reduction of fertilizer and other input
subsidies, through a full cost pricing policy, would free up public funds
for these essential services. The Government should also give priority to
agricultural research. It should actively pursue applied research programs
which will expedite the adoption of new varieties and technologies from the
national and international research centers, and establish their
appropriateness and applicability at the farm level. While such research
should encompass all aspects of agricultural cropping, it should give
priority to rain-fed farming in the lower rainfall areas. Forestry
development will also remain critical, not only to meet long term national
wood and pulp needs, but also to combat serious natural resource
degradation. Finally, in livestock, the decline in the national herd must
be arrested, veterinary services strengthened and domestic meat production
expanded to replace imports.

35. Oil and Gas. It will be important for the joint venture
companies to maintain investment in oil exploration and development at
levels that will ensure satisfactory oil reserve/production ratios. To
minimize its investment burden in the petroleum subsector, the Government
should consider entering into production sharing agreements for new acreage
outside of the Niger Delta area. Desirable revisions of NNPC's own
investments in oil exploration should be aimed at minimizing expensive
exploratory domestic drilling over the adjustment period. The highest
priority is the construction of the Warri-Lagos pipeline and the
corresponding field development of Utorogu. It is most unlikely that
further field development would be required before the end of the eighties
so plans to invest in an associated gas gathering system in the western
Niger Delta could be postponed. Other "core" capital expenditures over the
adjustment period should be limited to the commencement of the development
of the LNG project infrastructure for LPG distribution and NNPC's own
expenditure on oil exploration activity. A consistent pricing policy for
oil and gas should support the investment program (see para 10).
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36. The approach adopted in the LNG project is a strategic one and
allows for a great degree of flexibility with respect to the scope of the
project, its starting date and phasing, and the degree of private sector
participation. The project would have the highest chance of success if it
were set up on a joint venture basis, with at least a 40 percent share for
foreign companies and with an experienced operating company in charge of
management.

37. Manufacturing. The broader exchange rate, trade and incentive
policy reforms will serve in particular to encourage desirable private
investment and production in manufacturing. However, subsectoral
strategies will need to be prepared for the key sectors of steel and
petrochemicals which constitute major areas of Government investment in the
sector. With the projected severe resource constraints and the poor
performance and high costs of past public investments, there is a need to
reduce considerably the role of the public sector in industrial
development. Increased domestic and foreign private investment and
production, in line with Nigeria's comparative advantage, would need to be
encouraged as a basis for future sustained industrial growth. Meanwhile,
public sector efforts could be redirected towards strengthening industrial
infrastructure and support services.

38. The necessary scaling-down of the public expenditures in the
manufacturing sector should principally be achieved as follows. In steel,
given the inadequate market for its products, its high costs and doubtful
viability, construction of the Ajaokuta steel works should be discontinued
or deferred indefinitely. Further expenditures to complete the Delta Steel
complex should be held to minimum necessary levels. No new projects
(including the flat products plant, special alloys plant, special alloys
plant and foundries) should be embarked on. In petrochemicals, priority
should be given to the effective completion of Phase I projects, but this
should include the implementation of a restructuring plan for the carbon
black and synthetic detergent plants. The Phase II A project should be
deferred until after the adjustment period. In refineries, the
debottlenecking projects at the Kaduna and Wassi refineries should be
completed as soon as possible, and the Government should reconsider its
decision to proceed with the proposed Port Harcourt II refinery given its
unacceptably low economic rate-of-return.
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C. Import Controls & Taxes 3. Introduction of a t. Import urchage to Uc
(Cot Inued) temporary Import surcharge rep lad by appropriatc

of 30%. oxchatgk rate actIsn.

4. Abolition of compulsory

advance deposit reqirrement

for imports.

D. Internal Trade Controls 1. Adjustment of domestic 1. a. Relax ex-factry price
and Taxes: petroleum product prices controls on all goods.

Withdrawal of Covenment to Iemove financial subsidy

from direct intervention (except kerosine). b. Formulate and Implement
in price setting. Excise approach for shift
taxes used as a major 2. Fxpanvion of eacie tan to crop pricing 

Agricultural sector
revenue measure, with base (1984), with taxes structure which reflects W- and project loans.coverage, structure and re-structured to be market forces. Re-
levl being consistent consistent with new examine role of the sin
with the principles for customs tariff schedule. commnodity market boards
The setting of Custom Further modifications and approach to setting of
tariff levels, post 1N4. support prices for domestic

crops.
3. Creation of Agricultural

Prices and Tariff Group c. Adjust Petrolum product Transport sector
(APTC) to be respon- pIces it, lice with and project loans.
sible for rec.e..dations exchange rate adjustments.
regarding price support

and other trade policies

relating to agricultur.
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D. Internal Trade Controls 2.. Restrctur cse x

and Taxes (Continued) es-factory prod.t lon of
.11 goodk to fall withl"

range of, say, S to ?5%.

h. Apply additional exrlse

duties to both cIi ly
produced and imported luxury

goods (say 50 or ]oOWj.

c ortulat (ATPG) and

Implrxest policlie
for taxat Ion of

forestry and agricultural

products.
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E. Export Incentives: 1 7 I 4 & S COND. COND. OPERATIONS

Introduce a package of 1. Reactivation and mdifi- ).a. Review and modffy appropriately
fiscal incentien which cation of cuotums tariff Customs Tariff Drawback
re-o- impediments to drawback scheme. Scheme and ther fiscal export
exports and restores Incent eIv;.
corpetitivenenn 2. Assistance on export costing
of non-oil export and prIcIng ,ature yet b. Adjst thee and other
priduction. Adopt to be specified). exflrt incentives as needed
other non-distortionary I Including phlsg fiut
OeAsures to promote non- 3. ExtensIon of the Foreign transitory elements of the
oil exports. Exchange Retention Scheme package) to reflect progress of

to allow exporters to exchange rate and other trade
retain 7S& of foreign policy adlimnents.

exchange earnfngs.

4. Activation of an already

created Export Credit

Goarantee and Insurance

Scheme.

5. Encouragement of establish-

ment of Eree Export Zones

in selected part of the
country. Ifevltaliztion of

the Export Promotion Council.

Requirement for authorloed

foreign exchange dealers

to set up export desk for a
export promotional activity.
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F. Investment Incentives:

Introduce a set of fiscal I . C;r...y-ut stuinIs to

investment incentives finalize th, toverage,
which are meaningful to design and adinistrarion of
inventors, minisally a pck.Cge I fiscal invest-
distortionary and vent incentives.

simple In their

adtnlnIstration. Also b. Introduce incentive packago.g

Improve other efforts to

promote foreign and local . Undertake other measures to
Enveorment in desirable improve investment romotion

production activities. Including:

a. Improve investment promotion

operations of the existing

I .dusteial Developnent
Coordinat ing DIvisIcn

of the Industrial Policy
Review Rody.

b. Streamline regulatrv
meases relating to opera-

lions t enterprises and
inveotment.-

c. Review .,I ammend where

necessary, investment poli-
cies and gulines to

promote desitable

foreign invesiment . Industry and

SAgr Icu Itu.,.
mJ. Strengtimn vipport services sector and

to the private -tr Project loans.
(inforation, applied

research, etc.).
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II. PUBLIC EXPENDITURES POLICIES

A. Level and Structure of

Pubit Enpendltureu:

Curtail public expenditures 1. Reduction of salaries of 1. Stobalize putlic wage biIl.
In a way which does least public servants (1985). (limits to be dttertinod
damage to the economy and Freeze on hiring new within rhe con text of the
ennrres that maximum hene- public service staff in rolling three-year budget
fitr Fiow from them. Com- wide range of positions see IT B.).
ponition of federal and (1984). Reduction of
state expenditures over the fringe benefits to public 2. Restore levels of supelles
(Ive-year udjustment pereet servants. relativ- to nanpower and give

,hould nupport the macro- priorit to routine and periodic
ocotrmal policy refnrmn 2. Reiuct ion of non-stitutory maintenance over nw Invest-
And reflect basic economic transfers to all economic et (basis to be agreed within

trt ciples, wIth atlora- and luasi-etonoticpara- the context of the tollirg
tots at the nectoral level statals to 50% of present thrve-year budget).
rettg made within the con- (1985) levels. Balance 'i
text of clearly articulated needs to be obtained from 3. Continue to reduce and a - 4
nectorol development stra- increases in tariffs ultimotely eliminate

gries (see also V - of parastatals. transfers to comerciully-

ectoral Policies). oriented parastaals

3. Major ongoing investment to cover their

project (rver Nil rl 1lot operating defieits and

to complete) reviewed b capital expenditure pro-

Itnter-Ministeril geans (with linited
CcmIttee (with World ennprirn-s - sec also
Rank TethnIcal Assistatree- ITI below).

I 984).
4. ettrrctrre Federal

public investment preogaM:

withi erntent r agrerd
(i) sector strategies

(see V); (it) principles

fr setting ptiot ities ard
(fit) bUlget rorstraints.
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PUBLIC EXPENDITURES POLICIES

(Continued) I. RevIew public Investont * * Sectoral and
Jrogram ano-Ily In I Ight projecE loans.
of crent renue conside-
rat Ions, ensuriog con-
sistencY wIth prIncIples
and sector s ratogles.

B. Public Expenditure 1. Adopt a colling nolti-ycar

Planring and Budgeting: budget:
Improve budgetary process

b- acopting approaches a. Begin with a two 4
It, planning and budgeting year rolling budget.

ahIH allow implications of
rtsotrce prospects over an b. Expand to a three-year

estetded period to be taken rolling budget.
1to account In making

decIsIons on projects 2. Adopt a 2ore-type approach
ard programs. to planning of capital,

Jnvestnent relating It to

th -olling nulti-year budget.
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III. PUBLIC ENTERPRISE POLICIES

Improve overall efficiency of 1. Appointment of Study I. Prepare . Statentof llow g

parastatals and reduce their Group on Parustatals on Pai t Enterpriss.

heavy dependence on the (1984). Report submitted.
Government for financial 2. Rentrcture arnd strengthn
support. Privatize 2. DeisiOn to dIvest of Ministry of Finance Incorporated
commercially oriented public holdings in (MOFl) to elicitively supprt the

parastatats commercially oriented Mlnistries In plaing and
enterprises (agricultural exrcuting public enterprise

production, hotels, food, reforms.
benerEs, brewerles,

dIstillerIes, distribution 3. Within the Contxt of sector

electrlial electronic stratepies (see V sector

appliances ind ill non- Volicies) carry out a

strategic industries). rationalloation program

Also, consideration to for p-statals.

he given to reducing

publIc holdings without a. Classify pura-

losing control in banks, stat.ls accordlg to wiether
insurance companies and they should be left largely

other financial enter- unchanged, restrictured,
prisers. privatized or liquidated.

Indepth studies requlred for

3. Direction to parastatals son. enterprises.

to improve accoing

practices and to issue b. Establih piritIes and file- w
timely financial table for atio-alzation.
reports. Accounts to

be audited and published. c. Prepare and implement

restructuring suh-program. 4
d. Erepare and implement -

priLatIation and
Iiqirdration snb-pr-gram.
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IV. FINANCIAL SYSTEM POLICIES

Redu-C Government interventIon 1. Announceent to review 1. Prepare and Implement
in financial markets financial system with program for roetricturing
and allow more discretion the aim of its re- the financial S, tor. To

to tie financial inntitutions otrurturing. To Include include meno I. (I)
in their operattorn. (1) review of barrIers redo-e harrIers to entry

to etry in banking and ( I) oncioag bravch

Eianc (il) overhaul inpanie In rural areas
of ope-tion of (Iii) furthier deoclop
Agriculture Credit capital markets as a source

Guaratee Scheme and the of tong-teri finance and

Nigerian Agricultural (Is) improve exiting

and Cocperarive Bank agricultural cridlit

(NAC), with emphasIs on del lory sytem.

decentraliZAtion and

rioser cooperation of 2. a. Adjusrt Interest rates to
NACS with the conmerclal reflect posit ve real and
bank.. scarclty yields.

2. Announcement to narrow b. Phae out Interest dIffrren
gap in the margin and i al among sectors.
spread of interest

rane. 3. Simplify frther

credit allocation ystem

3. Credit allocation with the ultimate
s.stem simplified by objective of eliminating it.
reducing number of sector
with ceilings from 8 to i. a. Aggregate ceIlings.

b. Replace monthly reports with
semi-aoeual reports.

r. Eliminat rellings.
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V. SECTORAL POLICIES

Prepare medium term develop- 1. Prepare stratrgy for agrlcullural
ment strategies for each sector (see also 1, 11, II, and
sector, taking cognizance of V) and IV).
broad policy reforms (as

relevant), and address the o. Prepare statement of policy
speifi poicyandInaitt Agriculture sector,specific polIcy and lnstltu- on agriculture and water Multi-state ADPtional reforms required to resource development, incur- project loans.

achieve development objectives porating principles for
In an efficient way as well as public Investment, recurrent
the appropriate schedule of expenditures and parastatal
public expenditures to support operations In the sector.
them. Special focus on the

removal rf bottlenecks and b. Create the ATPG to carry
constrairts affecting the out necessary studies 0o

efficten, development of agricultural product pri-e ,
productive sectors. marketing and Incentives.

C. Ongoing revision and Imple-
mentatlon of sector strategy.

2. Prepare strategy for oil and Oil and gas sector
gas sector (see also I, II, IIt, and project loans.
and IV.

a. Prepare statement of policy

on oil and gas development,
Incorporating principles for

poblic investment, and para-

statal operations In the

vector.

b. Ongoing revisIons and Imple-

mentation of sector strategy.
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Establishment of Industry . Prepare strategy for the
and Trade Policy Analysis marinufacturlng sector (see also

(nit (IAP) espected soon I, II, III and IV).
under World Rank Industry

Technical Assistance Project a. Prepare otatemett of policy Industry sector loa
loan to the Government. Will on sanufacluring developmeet,
work in collaboration with incorporating principles for

ATPG to carry out trado and public investment, recerrent
incentive policy analysis,. expendItures and parastatal

operations in the sector.

b. Vesignatien of high level
interministerial body for

gui
d i

ng and counseling the
trade and incentive polfty

reforms (for both manufac-
ttirng and agriculture).

c. Key Industry studies to be

carried out as part of the
work of ITAP, with .in of:

(1) identifying and fortu-

lating measure to overcome
regulatory constraints and
narket Imperfections affect-
ing efficient dovelspent;

(iI) reassessIng approarh to

public involvement it the

Industries and (ii) providing

information base for promotion

of private investment. Priority
to be given to studies of

refineries, petrochemicals,

steel, and pulp and paper.

d. Ongoing revision, (especIaily

in 1Icht Io findings of
itdtstry studies) and imple-
mentartion of sec tostrategv.
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4. Prep~arr 5)trateniec for education Sco n rjc4. d.. - tSector and project
and health n-c- (see al", 11 

loans.
III, IV and IV)

a. Prepare statements of policy

incarporatling fedetai/(vat
responsibilities, and

principles Lot cost-recovery,

poblIc nvesten and re-

corrent expendiiures.

b. Prepare multi-year public ex-

pendfture program (categarize

core, reserve core, non-

core) colsisteot with

policy statement, budget

cons traits and principles

underlying structure of

public expenditure progran.
Relate program to State

reponlbilfti-s

c. Onroing revisions and imple-
mentation of strategies.

5. Prepare, revise and implement Sect and project
stlategies for oither sectors. loans



Annex B

NIGERIA: Policy Actions in First Year of Adjustment Program

At During
Policy Action Commencement First Year

I. Exchange Rate, Trade and Incentive Policies
Exchange Rate.

initial discrete devaluation

Review formula for crawling adjustments to
exchange rate to allow margin for changes in
real rate as well as reflecting domestic -
international inflation differentials.)

Adjust taira value regularly (monthly) on Ybasis of revised formula.)

14. Allocate 5 percent (at least) of oil export
proceeds to second tier foreign exchange
market.

Import Controls and Taxes

Modify customs tariff schedule, narrowing Yrates to 1 tc if range with clustering in
narrower band of -C to Y71.

a. Liberalize Inport controls on raw materials .
ano scare parts through thetr transfer tc
open general licence status.

t. Forrulate a plan for the phased Y
liberalizatior of remaining import
restrictions.

nternal Trade Controls and Taxes

. a. Relax ey-factory price controls on all
goods.

b. Formulate approach for shift to crop
pricing structure which reflects market
torces. Re-examine role of the six
commodity market boards to setting of
support prices for domestic crops (ATPG tc
be responsible.'

c. Ad'ust petroleur product prices in line
with exchange rate adjustments.

* a. Restructure excise tax on ex-factorv
production of all goods to fall within
range of , sax, 5 to 25.

b. Apply additional excise taxes to both
locally produced and imported luxury goods
(sa\, 5 or 1'07).

-xport Incentives

1. Review and modify appropriate customs drawback
scheme and other fiscal export incentives with
aim of ensuring (with some exceptions' (i)
exemption (or equivalent' from tariffs and
excise taxes on inputs directly and indirectly
incorporated in export production; (ii)
compensation for discriminatory effect of
import protection regime and exchange rate
polic, on value added in non-oil export
production; (iii) simplication of the fiscal
export incentive package and of its
administration. Appropriate incentives for
export traders would form part of this review. X

Investment Incentives

Carry out studies to finalize coverage, design Xand administration of a package of fiscal
investment incentives (under taken Jointly by
the teams involved with ITAP and ATP).

-. a. Commence work to improve operations of the Xexisting Industrial Development Coordinating
Division of the Industrial Policv Review
Body (to become effective one-stop shop for
industrial approvals and investment
promotion).

1. Review and amend, where necessary, Xinvestment policies and guidelines to
promote desirable foreign investment. This
would include increased ownership
flexibility in some areas.
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At During
Policy Action Commencement First Year

II. Public Expenditure Policies

1. Maintain restraints on public sector wage X X
increases and extend freeze on recruitment to
all but the most critical skills.

2. In 1987 budget, reflect move to (i) restore X
levels of supplies nature and manpower;
(ii) give priority to routine and periodic
maintenance over new investment; and
(iii) further reduce in transfers to
commercially-oriented parastatals (basis to
be agreed within context of a rolling budget -
see 4 below.)

3. Agree on restructured public investment program X
with context of sector strategies and
() specify principles for the setting of
priorities for completing ongoing capital
projects; (ii) re-assess ongoing and proposed
new projects (with completion costs over
N3O million) against these principles; and
(iii) categorize projects into "core",
"reserve core" and "non-core" within context
of agreed budget constraints and incorporate
into rolling budget estimates.

4. Adopt a rolling multi-year budget. Begin X
with a two year rolling budget.

III. Public Enterprise Policies

1. Prepare a Statement of Policy on Public X
Enterprises.

2. Restructure and strengthen Ministry of X
Finance Incorporated (MOFI) to effectively
support the Ministries in planning and
executing public enterprise reforms.

3. Within the context of sector strategies
(see V - sector policies) carry out a
rationalization program for parastatals.
a. Classify parastatals according to X

whether they should be left largely
unchanged, restructured, privatized or
liquidated. Indepth studies required
for some enterprises.

b. Establish priorities and timetable for X
rationalization.

c. Prepare and commence implementation of X
restructuring sub-program building into
it: (i) increased autonomy of public enter-
prices in making operating decisions
(management, procurement, staffing, etc.)
and improved accountability; (ii) further
autonomy of public enterprises in setting
tariffs and prices (where relevant);
(iii) improved accounting practices,
financial controls and management in
public enterprises; and (iv) rehabilitation
requirements.

d. Prepare and commence implementation of X
privatization and liquidation sub-program.
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At During
Policy Action Commencement First Year

IV. Financial System Policies

1. Prepare program for restructuring the X
financial sector. To include means to:
(i) reduce barriers to entry; (ii) encourage
branch expansion in rural areas; (iii) further
develop capital markets as a source of long-
term finance; and (iv) improve existing
agricultural credit delivery system.

2. Adjust interest rates to reflect positive real X
and scarcity yields.

3. Simplify further credit allocation system: X
(i) aggregate ceilings; and (ii) replace monthly
reports with semi-annual reports.

V. Productive Sector Policies

1. Prepare strategy for agricultural sector.
a. Prepare statement of policy on agriculture X

and water resource development, incor-
porating principles for public investment,
recurrent expenditures and parastatal
operations in the sector.

b. Create the ATPG to carry out necessary X
studies on agricultural product prices,
marketing and incentives.

2. Prepare strategy for oil and gas sector.
Prepare statement of policy on oil and gas X
development, incorporating principles for
public investment, and parastatal operations
in the sector.

3. Prepare strategy for the manufacturing sector.
a. Prepare statement of policy on manufacturing X

development, incorporating principles for
public investment, recurrent expenditures
and parastatal operations in the sector.

b. Designation of high level interministerial X
body for guiding and counseling the trade
and incentive policy reforms (for both
manufacturing and agriculture).

c. Industry studies for refineries, petro-
chemicals, steel and pulp and paper to be
carried out as part of the work of ITAP,
with aim of: (i) identifying and formulating
measure to overcome regulatory constraints
and market imperfections affecting efficient
development; (ii) reassessing approach to
public involvement in the industries (as
appropriate; and (iii) providing information
base for promotion of private investment.



I



EHE WORLD nANK NTE NATIONAL F NANE CORPOATION

DFFICE MEMORANDUM - '
February 4, 1986

TO See Distribut on Below

FFHom William Hu1phrey, Division Chief, WAINI

XT'NnQN 78058

SuBJEK> NIGERIA: Baker Initiative Country Report

1. It is proposed that the first draft of the above report be
circulated for comment and discussion sometime during the week
commencing February 17, with the aim of producing a final draft by
March 7. The report will then be subject to review by Mr. Husain
followed by Mr. Stern.

2. The proposed outline for the report is attached (see Annex A).
The Main Report is expected to be 15 to 20 pages, supplemented by a
limited number of concise annexes.

3. In preparing the report, the Nigeria Division is receiving
valuable assistance from the various interested Departments in the Bank.
It has also embarked on a series of informal, working level
consultations with the Fund. Throughout the course of the forthcoming
two weeks, it is intended to circulate some background working papers
with the aim of soliciting early comments and views to be incorporated
into the first draft of the report. The topics to be covered by the
Working Papers and their expected circulation dates are attached (see
Annex B). The first of the working papersis enclosed.

4. The tight timetable is dictated by the need for early action.
Please feel free to make comments, verbal or by memo, on any of the
papers. These comments could be directed to Tom Allen (extension
78056).

Attachments

Distribution:

Messrs. O'Brien, Eccles, T. Husain, Choksi, Obidegu,
Rischard, Rajapatirana.

Cleared with & cc: Mr. Isenman.

cc: Messrs. Alisbah, Isenman.

TAllen:pm

P-1866
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DRAFT

Annex A

Nigeria: Baker Initiative Country Study

Draft Outline of Report

(See also Working Paper No. 1)

Main Report (15 to 20 pages)

1. Recent Economic Developments (2 to 3 pages)

1.1. Macroeconomic Performance
1.2. External Debt
1.3. Policy Issues and Response

o Stabilization
o Structural
o Directions for Reform

2. Medium Term Adjustment Program (10 to 15 pages)

2.1. Objectives and Requirements

o Growth and External Debt Objectives
o Implications for Investment, Savings and Exports

2.2 Adjustment Policy Package

o Demand and Debt Management Policies
o Exchange rate, Trade and Incentive Policies
o Public Expenditures Policies
o Public Enterprise Policies
o Financial System Policies
o Sectoral Policies

2.3. The External Financial Package

o Finance Requirements
o Financial Restructuring Options
o World Bank Lending Program

2.4. Institutional Responsibilities and Monitoring
o Role of Institutions
o Monitoring Requirements - Procedures
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3. Impact of the Adjustment Program (2 pages)

o Economic Performance without Medium Term Adjustment Program
o Economic Performance with Medium Term Adjustment Program

Annexes (all very brief)

A. Matrix of Policy Actions over Adjustment Program Period
B. Matrix of Policy Actions in First Year of Adjustment Program Period
C. Sector Programs
D. Bank Lending Program
E. Macroeconomic and Financial Assessments - Parameters and Results
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Annex B

Nigeria: Baker Initiative Country Report

Series of Working Papers to be Circulated

Working Paper No. 1: Nigeria - Parameters for Report

Executive summary of parameters for and of conclusions to emerge
from the report.

(Circulate February 4).

Working Paper No. 2: Nigeria - Adjustment Policy Package

Nature and phasing of policy reforms over the five year adjustment
period.

Annex A: Matrix of Policy Actions over Adjustment Period.

Annex B: Matrix of Policy Actions in First Year of Adjustment
Program.

(Circulate February 5).

Working Paper No. 3: Nigeria - The Financial Package

Financing requirements and restructuring options.
(Circulate February 6).

Working Paper No. 4: Nigeria - Macroeconomic Assessments

Economic Performance with and without Medium Term Adjustment
Program.

Annex A: Assumption and Results for Base Case.

Annex B: Assumptions and Results for Policy Case.
(Circulate February 7)

Working Paper No. 5: Sector Programs

Agriculture
Industry
Energy
Other Sectors
(Circulate February 10)



Draft
Plsenman/TAllen:pm
Job: Baker Report
Disk: ALLEN

February 3, 1986

NIGERIA: BAKER INITIATIVE COUNTRY REPORT

Working Paper No. I

Overview of Themes for the Report

1. Nigeria stands at the crossroads. It has found the political
will for austerity and, in its new budget, even the political will to make
a strong beginning on structural change. But it has made the decision not
to reach an agreement with the Fund, which has become an issue of political
pride; this, though, is considered essential by the Paris and London Club
financiers before they would agree to a rescheduling of Nigeria's
considerable external debts to them. While Nigeria could unilaterally
reschedule the debts, such a step would cut off access to the additional
new funds needed to support structural reforms and to establish firm
foundations for future growth. It is also unclear how long Nigeria would
stick to a major and largely unpopular reform program in the absence of
some broader compact with the international community and of Fund
surveillance. The depressed oil markets make the situation more urgent.

2. Our recommended strategy calls for working with the Nigerian

Government to build on the initiatives they have already taken and embrace
a more comprehensive adjustment policy package aimed at renewing growth and
improving creditworthiness, although it would be perhaps a decade before
the full fruits of the program are observable. To facilitate the mobiliza-
tion of the necessary financial support to implement the package over the
medium term, we would encourage the Government to enter into a dialogue
with the Fund as soon as is feasible, and encourage all the parties con-
cerned to be flexible concerning the form of an acceptable Government/Fund
relationship.

3. Policy Package. The policy package is a comprehensive and
detailed one, based on a substantial amount of ESW and previous SAL
preparation. It is aimed at increasing the efficiency of resource use,
stimulating non-oil exports and improving savings and growth. It builds on
the extensive initiatives already taken by the Government in the new budget
and focuses principally on: (i) correcting the grossly misaligned prices
through reforms in exchange rate, trade and incentive policies;
(ii) overcoming the considerable public sector inefficiencies through
restructured public expenditures and the rationalization of the parastatal
sector; (iii) reducing the severe imperfections in the financial system
through less Government intervention in the operations of financial markets
and improved financial intermediation; and (iv) removing the constraints
which discourage private initiative and inhibit supply responses to
favorable market conditions. Poverty issues are addressed partly through
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the public expenditure and agriculture programs and partly through the
effects of growth on employment, incomes and Government programs. The
principal substantive issue will revolve around the desirable speed of
devaluation and import liberalization, which will be central to any
agreement with the Fund.

4. Financial Package. To meet reasonable growth and credit-
worthiness objectives, the Government will require additional external
financial support both through a rescheduling of its existing debts with
the Paris and London Clubs financiers and through new money commitments
(including World Bank quick dispersing loans). In order to keep new money
requirements within feasible limits, consolidation of a group of maturities
under a multi-year rescheduling would be necessary (e.g. through a two step
NYRA). However, Nigeria's abnormally large trade arrears pose difficulties
in keeping new money requirements to reasonable levels (noting the level of
legitimate trade arrears outstanding is still uncertain), while the
uncertainties in the oil market require some 'cushion' in new money
requirements.

5. The Two Major Policy Scenarios. We see the current period of
internally generated policy reform (but of uncertainty regarding the
implementation of a full policy package blessed by the Fund) as lasting
about 12 to 18 months. We think it would take a minimum of 9 to 12 months
for Nigeria to be willing politically to reach an agreement with the Fund.
On the other hand, we see 12 (perhaps 18) months as the maximum time that
the reformers in the Nigerian Government can maintain the pace of reform
without external financial support. By that time, if not sooner, the other
political and economic influences on Government, which have led to poor
economic policies for a number of years, would be likely to have reasserted
their influence and policies would be likely to have deteriorated. Thus,
our reform and non-reform scenarios remain the same for the first 12
months. After 12 months, the two scenarios diverge. In the Policy
Scenario a full policy package is undertaken, accompanied by substantial
multi-year rescheduling from creditors and a substantially expanded Bank
program. In the Non-Policy Scenario pricing and other policies gradually
deteriorate, leading to lower efficiency, lower external capital flows,
lower savings and lower growth. This is a case of gradual deterioration,
though, not a "scare" case. We also do various sensitivity analyses, such
as a Fund-blessed program but without Fund lending and lower oil prices.

6. Bank Lending Program. To encourage the Nigerian Government to
maintain the policy progress begun under their new budget, we would keep up
a reasonable project lending program of around $400 million per year. We
should still, though, be cautious on commitment and would give the
Government roughly 12 to 18 months to work things out. Of course, if
policies deteriorate sharply before 12 months, we would have to react
accordingly. This would consist of cutting down our lending to a notional
core program of about $200 million per year, partly because of concerns
about creditworthiness and partly as a strong signal in the policy
dialogue. If the momentum for policy reform continues, the Bank would be
ready to put in place quick disbursing 'program-type' assistance such as a
second fertilizer loan. If a full medium term adjustment program is
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embraced, we would be ready to increase our lending program substantially
(to near $1 billion per annum), including a series of SAL's.

7. The Next Steps. We plan to build on the on-going policy dialogue
we have had with the Government, and seek their reaction to the adoption of
a medium term adjustment package along the lines to be outlined in the
Report. We would continue our efforts to convince them of the necessity of
having some form of agreement with the Fund and explore means through which
this could be achieved. We need to approach the Fund at the highest level
to get them to cooperate to the extent feasible, and sound out with them
(and the Paris and London Clubs) alternative approaches which recognize the
sensitive issues involved. We would in any event counsel the Nigerian
Government on what is needed to continue the progress it has already made,
even if neither the Government or the Fund are yet willing to indicate a
willingness to get together on terms acceptable to each other.
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February 11, Iq6

Mr. Paul Isenman, WAIDP

Dear Paul,

Thank you for your note.

There seems to he a major difference in our viewpoints --

perhaps one worth discussing at length. On the surface, the difference

concerns how much "commercial" (including IMF upper traunch) balance of

payments support Nigeria can usefully absorb in the next few years. At

a second level, our difference seems to relate to what constitutes

evidence of the occurrence of economic adjustment as opposed to evidence

of adjustment of policies and intentions only. At a most fundamental

level, I feel we differ on how important higher domestic interest rates

and less corruption are to the successful use of "expensive", balance of

payments support.

If I may make the usual distinction between "domestic" and

"foreign" resources, Nigeria's problem is a poor allocation of domestic

resources. Iuntil this improves, and we need hard evidence that it has,

Nigeria cannot make good use of expensive foreign resources. It is most

important that incorrect incentives which still exist in economy, that

is, those causing the major misallocation of domestic resources, be

removed. Two most serious causes for such distortions are low domestic

interest rates and excessive corruption. If real interest rates were to

rise, importantly by reducing public deficits and reforming the

financial system, and corruption decrease, I feel sure you would see a

much better allocation of domestic resources in Nigeria. Fvidence of
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improvements in allocation would be: (i) a shift toward investment in

working capital for increasing capacity utilization, and (ii) a decrease

in government investment, or more importantly, in the cost of government

investment projects. Since much of the working capital is for imports,

evidence of (i) would include relatively more imports going to working

capital. This would probably require a Drice allocation system for

foreign exchange although, better, less corrupt administrative

allocation might also work. Evidence for (ii) would be, at a minimum, a

"feeling" that corruption surrounding government investments has

decreased. More elaborate financial tests might include showing that a

government procurement price index has declined and/or demonstrating

that yields on government investments have risen considerably.

It is important to note that my main concern is Nigeria's

ability to absorb "commercial", balance of payments support over the

next few years; that is, until adjustment has occurred. After

adjustment, or, after evidence of improvements in domestic resource

allocation has surfaced, absorptive capacity will probably be quite

high.

I do not downplay the beneficial role which a significant

amount of Rank project lending could play even in the present,

unadjusted circumstances. As long as new Bank projects are "financially

free-standing" or not dependent on the government budget and foreign

exchange allocation systems for finances, they will most likely help in

both the adjustment and growth processes in Nigeria. There is,

therefore, a large scope for Bank lending activity for projects, as long

as they are productive and have sufficient user charges and covenants
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regarding foreign exchange availability so that financing needs can be

obtained outside of the government budgetary process. There is an

interesting exception to this last point about removing dependency on

recurrent budgetary support. Bank projects would benefit if they

receive a government capital grant through the budget, "up front" or at

the start of the project.

Sincerely,

Bob Myers.

cc: F. S. O'Brien (WANVP)
W. Humphrey (WA1NT)
L. Squire (CPDRM)
A. Choksi (CPDTA)
T. Allen (WAIDR)

RM: cmb



January 22, 1986

Note to Mr. Myers.

Bob,

I have read with great interest your paper on domestic
adjustment and foreign borrowing in Nigeria. It really makes one
stop and think to read that "new external commercial borrowing,
including that obtained via rescheduling will probably be low or
nil for the next few years". I assume that you have purposely
overstated your conclusions to reemphasize the important policy
point you want to make on avoiding excessive external borrowing.
Sometimes, though, a good point can be carried too far by
excluding other relevant points. I hope you would agree with me
that the objective of borrowing is increased present value of
output (setting aside borrowing for health, etc.) -- whether
that comes from increased investment or through increased output
from existing capacity. As you know well, a key objective of our
structural adjustment programs in Nigeria and elsewhere is to
encourage greater efficiency in the use of resources, with an
emphasis on increased output from existing capacity.

In further work you do for us or CPD on this issue, you may
want to note that borrowing for fertilizer or other current
inputs may well have higher returns than borrowing for new
investment per se. In addition, you may want to take account of
oil price cycles. Both theory and practice suggest that marginal
returns to investment and borrowing rise when investment and
import capacity are low. Thus, once a structural adjustment
program is in place, borrowing whould be counter-cyclical, not
pro-cyclical. Oil price prospects will, of course, affect how
much borrowing can prudently be afforded. However, the structure
of Nigeria's debt and likely prospects for oil markets in the
1990s suggest that the key debt issue for the longer term will
not be the debt-service ratio (liquidity), but the economic
return on the use of the borrowed funds that you rightly
emphasize in your paper. None of this is to say that Nigeria
should, even if it could, try to borrow its way out of the income
loss resulting from the decline in oil prices. Rather it needs to
adjust; and it should be risk-averse in its assumptions about how
much of the price decline is cyclical and how long the cycle will
be. Still, the basic point about higher returns now remains.

At the present time, stocks of imports are down to very low
levels in Nigeria. And, as you know, current over-production is
wreaking havoc in oil markets. The point at debate is how far it
is prudent -- from the point of view of the present value of
growth or of the political stability needed to sustain a reform
program once begun -- to cut Nigerian imports further below the
more than halving that has already taken place. This is a
question that calls for analysis and judgment on a number of
difficult issues.



Regarding the focus of the Nigeria structural adjustment
program, I have asked Tom Allen to send you a set of documents on
this. One might get the misconception from looking at memos on
the financing issue alone that the main focus of the SAL/EFF
adjustment program was not a comprehensive set of reforms
(affecting, inter alia, savings) to get production up and to
reduce the inefficiency that has contributed so much to the low
returns on investment (and foreign borrowing). Your reminder on
the importance of the savings issue is timely, though, now that
we will have to increase our emphasis on interest rates and other
issues that were to have been handled primarily by the Fund.

Paul Isenman

cc: Messrs. W. Humphrey (WAINI)
L. Squire (CPDRM)
A. Choksi (CPDTA)W
T. Allen (WAIDR)
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DOMESTIC ADJUSTMENT AND FOREIGN BORROWING IN NIGERIA

INTRODUCTION

1. This note sets out a vision of what a restructured, but

internationally integrated Nigerian economy would look like in about 20

years'time. It assumes that the ultimate goal of Nigerian governments

(Federal and State) is to use policy variables and foreign borrowing to

improve Nigeria's per capita consumption over the long-run. The paper

begins with a quick summary of the basic principles applicable to

adjusting the domestic economy so as to make optimum use of future

foreign borrowing opportunities. Two points are crucial: first, the

governments should focus much more on adjusting domestic saving to

investment and foreign borrowing targets; second, in establishing these

targets, the government should use the fundamental principle that

returns to investments, at the margin should be equal to an upwardly

adjusted marginal cost of foreign borrowing. The adjustments to the

marginal cost of foreign borrowing will raise its domestic cost above

the international interest. This will reflect possible exchange rate

depreciations and the extra risk which the country as a whole undertakes

when private individuals borrow.

2. The country's past experiences with domestic policy and foreign

borrowing are then reviewed. The government did not control external

borrowing so that its costs (interest rate) were below the marginal

benefits or yields on domestic investments. As a result, the country

overborrowed, or, in other words, governments' management of the

Myersren.#2:Myers/DomAdjust:12-12-85/12-13-85/12-16-85:01/10/86/cmb:gjc
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domestic economy was inconsistent with the amount of foreign borrowing

undertaken by the country.

3. The third section of the paper presents a discussion, item by

item, of the likely developments in Nigeria's major structural

parameters. The main conclusion, derivable from this section, is that

current discussions on adjustment and foreign borrowing by Nigeria place

relatively too much emphasis on the importance of exchange rate

devaluations and immediate inflows of greater amounts of external

loans. The significance of upward adjustments to domestic interest

rates and of improvements in the country's, and particularly the Federal

and State governments', domestic saving efforts are, conversely,

underemphasized. If the policy focus is redirected somewhat toward the

latter issues, new external commercial borrowing, including that

obtained via rescheduling will probably be low or nil for the next few

years. It could rise significantly thereafter, however, if changes in

domestic policies and the government's planning procedures are enacted.

Basic Principles

4. There are two basic principles, one relating to ensuring that

there are welfare gains from foreign borrowing and the second concerning

ensuring that the country is always creditworthy in foreign lenders'

eyes. Regarding the first, foreign borrowing will increase welfare and

consumption if the real marginal benefits from investments to be

financed with such borrowing are below real average benefits in the

economy but above the real marginal cost of foreign borrowing. This

marginal, or basic investment and borrowing rule applies both to the

MyersGen.#2:Myers/DomAdjust:12-12-85/12~13-85/12-16-85:01/10/86/cmb:gjc
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public and private sector and to both domestic and foreign borrowing.

Unfortunately, correct application of this basic rule is very difficult

when foreign borrowing is involved. The real social cost of foreign

borrowing is affected by real international interest rates, exchange

rates and divergence of social from private costs of foreign

borrowing. This divergence plus the likelihood of a devaluation over a

"borrowing cycle" means that the domestic cost of foreign borrowing will

be significantly above real international interest rates.

5. Ensuring continuing creditworthiness is ultimately dependent on

the success of applying the first, or basic investment and borrowing

rule. For any particular period or loan, however, creditworthiness is

not so much affected by the first principle as by the ability of a

borrower to mobilize the resources needed to service debt. Thus, even

unwise borrowing (that for which the marginal benefits are below the

marginal cost) must be serviced by tradeable resources obtained from

somewhere. This second principle applies, therefore, to borrowers'

ability to save, or to raise, via pricing, taxing, or domestic borowing,

the tradeable output needed to service foreign debt.

6. A sensible approach to simultaneously carrying out these

welfare and creditworthiness principles is to adopt some long term

investment and foreign borrowing targets and then adjust domestic

savings, or the capability to mobilize resources domestically,

accordingly. The former can be done using knowledge of a country's

investment characteristics, including rough notions of average and

marginal yields. Establishing foreign borrowing targets involves first

MyersGen.#2:Myers/DomAdjust:12-12-85/12-13-85/12-16-85:01/10/86/cmb:gjc
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estimating the long run average and marginal real interest cost of the

foreign loans likely to be made available and then imposing a sensible

long run "cap" or debt to GDP target. This long run debt/GNP target can

then be used, alone with shorter term fluctuations in the yields on

investments and costs of foreign borrowing to establish appropriate

paths for annual current account deficits and domestic savings.

Past Foreign Borrowing by Nigeria

7. Between 1973 and 1983 the dollar value of Nigeria's current

account deficits, net of surpluses, was $23 billion. Of this total

increment in foreign liabilities about half can be accounted for as

having been borrowed by the Government and/or taken over by the Central

Bank from the private sector. During this period Nigeria's terms of

trade improved dramatically, a situation which normally does not call

for such large increments in foreign debt. Nigerians adjusted

expenditure expectations upward even faster, however. It therefore

appears that the borrowing was not undertaken as a result of a specific

plan or strategy, but in order to finance a very rapidly expanding

investment program in the face of lower than expected oil revenues. In

contrast to most other developing countries, nearly all of this

borrowing occurred between 1978 and 1982 at variable commercial interest

rates. This caused Nigeria's real interest cost to rise to extremely

high levels as real international interest rates rose.

8. Nigeria's past application of basic investment and borrowing

rule was poor and/or non existent. This meant that welfare gains from

such borrowing were low, or more likely, negative. Rough aggregate data

MyersGen.#2:Myers/DomAdjust:12-12-85/12-1385/12-16-85:01/10/86/cmb:gjc
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for the country as a whole suggest that the marginal benefits from

investment and foreign borrowing were well below the marginal cost of

such activities. Real marginal rates of return for 1975-80 were about

3%. Although initially negative, real interest rates rose quickly to

15%-20%, or well above the rates of return to investment. Real

borrowing costs were even greater than 15% to 20%. Strict quantitative

limits on oil exports ensure that increments in debt service must now be

paid with domestically produced non-oil tradeable output. Domestic

prices of this output have risen significantly, both compared to former

levels and compared to the prices of non tradeables. This depreciation

in the real exchange rate has further raised the cost of debt servicing

above the real international rates facing Nigeria.

9. The real cost of foreign borrowing apparently exceeded real

returns to investment throughout the economy, and particularly across

both the public and private sectors. This latter suggests the

counterintuitive result that even the private sector did not or could

not correctly apply the basic borrowing and investment rule. Also, in

both sectors, investment was heavily concentrated in the production of

non tradeables. Apparently, returns to these investments, though low,

were much higher than those for tradeable investments. Because of this

it is likely that the real exchange rate depreciations required to

capture tradeable output for debt servicing will be very significant.

10. The overborrowing, or incorrect application of the basic

investment and borrowing rule seems primarily to be the responsibility

of Government planners. Managers of the economy or plan implementers,

Myersren.#2:Myers/DomAdjust:12-12-85/12-13-85/12-16-85:01/10/86/cmb:gjc
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to the extent that they are different from planners, are also cul-

pable. For the public sector the extent by which the cost of foreign

borrowing exceeded the benefits from investments was partly the result

of the low yields on public investments. These yields appeared to have

been low both because too much public investment was undertaken and

because of poor project choice. The excessive levels of public

investment severely strained the public sector's absorbtive capacity

thus lowering the returns even for those projects which would have had

higher rates of return if they had been undertaken sequentially.

Planners seem not to have considered this "adding up" problem. Instead

they assumed that the yields on each project separately would be

achieved no matter how many projects were undertaken simultaneously.

Poor project choice was also significant and occured because non

economic criteria, such as political motives, potential for personal

gain, etc., prevented selection of those projects with the highest rates

of return.

11. Public sector overborrowing occured for two additional,

important reasons. There appears to have been little appreciation of

the cost of the public investment resources generated via (oil related)

taxes and foreign borrowing. In addition, the need to improve the

resource mobilization facilities of the Government as foreign borrowing

increased was not appreciated. Since Nigeria's oil is an exhaustible

resource, sold internationally, planners should have considered the

long-run opportunity cost of leaving it in the ground to be equal to

likely long-run real international interest rates. This point was not
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appreciated by Nigeria's planners. Neither was the link between public

resource mobilization capabilities and the extent and maturity structure

of foreign borrowing. Creditworthiness cannot, at all times, be

maintained unless the Government has the capability to obtain tradeable

output to service debts even when the output stream from investments

financed by foreign borrowing is delayed and/or insufficient. This lack

of appreciation of the limited capability to expand Government resource

mobilization has, in fact, led to the present debt service crisis.

12. All these problems, except the last or resource mobililzation

one, befell the private sector as well. Inattention by the private

sector to the importance of these issues does not appear to explain

this, however. Instead distorted price and cost incentives led the

private sector to overborrow from abroad. The primary reason for these

price distortions is the absence of effective price competition. This

is, in turn, due to Government policies and practices which prevent or

do not encourage price competition. Government procurement procedures,

for instance, result in excessive financial profits for suppliers. Even

though some of these profits may be used for gratuities, the effect is

to transfer oil revenues and foreign borrowing to the private sector for

non productive behavior. Government's behavior as a supplier is also

non-competivite. Most Government services are sold on a cost plus (or

more usually cost minus) basis. Effective prices charged by the

Government, or prices adjusted for low collection of revenues, are lower
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still. Together these result in an enormous transfer of purchasing

power to the private sector.

13. The absence of price competition both within the private sector

and between the private and Government sectors has created the

distortions to private incentives. Financial returns, particularly to

non tradeable output such as trading activity, construction and other

services are well above the real returns to such activities. Financial

costs, on the other hand, many of which the Government controls, tend to

be well below true resource costs. This is particularly true of the

domestic cost of credit and foreign exchange both of which are allocated

administratively.

14. Pervasive distortions have led the private sector to overborrow

from abroad. The sector has, however, succeeded in shifting the cost of

the real losses resulting from this overborrowing to the Government.

This has occurred because the Government has accepted the responsibility

to repay external arrears. The private sector will continue, as it has

in the past to treat foreign debt similarly to domestic debt and to

repay it with domestic currency. The build-up in arrears occured when

foreign debts were settled in domestic currency terms but not in

tradeable output. Now, the Government must repay these arrears with

tradeable output the domestic cost of which has increased considerably.

15. Distortions and lack of price competition in Nigeria have had a

particularly devastating effect on the real returns to investment in the

last two years. During this time, investment cutbacks have centered

heavily on working capital investment instead of on investment in fixed
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plant and equipment. Variations in working capital investment cause

changes in capacity utilization of existing plant and equipment. Such

investment should ideally be financed domestically and would, in

perfectly functioning credit markets, always have higher real yields

than investment in new plant and equipment. As a result, in a

competitive system, existing producers could compete the credit away

from those desiring it for new plant and equipment. Imperfections in

Nigeria's credit markets have prevented this from occurring thus

providing an exceptional argument for financing working capital from

abroad. This borrowing would finance the highest yielding investments

presently available but would not increase the welfare of the country.

Instead, the borrowing would minimize the losses associated with poor

investment in plant and equipment in the past.

16. The inadequate application of the basic borrowing and

investment rule in Nigeria has lowered potentially achievable

consumption to levels which are probably below those which would have

occurred without so much foreign borrowing. This need not have caused a

debt service crisis had the country's ability to mobilize and use

resources been flexible enough to lower consumption in order to obtain

the tradeable output needed to service the debt. For the Government

increased taxes or domestic borrowing could have accomplished this.

Alternatively, if additional revenues could not be collected, the

Government might have decreased public consumption in order to

accommodate larger debt service payments. Unfortunatley, as with the

first principle, the requisite matching of the ability to adjust
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consumption with the extent of foreign borrowing did not occur. One

reason for this was that the Government's debt recording and processing

procedures were so poor that the domestic financing requirements of a

mounting foreign debt were obscured. A second reason was a lack of

appreciation of the limited ability to lower consumption by capturing

domestic product for debt service payments. These limits exist in both

the fiscal (Federal and State) and financial systems. Fiscally,

domestic taxes, even for petroleum, can/will not be raised

sufficiently. Financially, neither domestic interest rates nor

government bond sales are high enough to have much of an impact on

private sector savings.

CHANGES IN BASIC STRUCTURAL PARAMETERS

The Appropriate Time Horizon

17. It is likely that twenty years is a more appropriate time

horizon than two or five years for a domestic adjustment and foreign

borrowing program. This is not because it will take twenty years to

implement improved policies. Instead, this longer time period is a more

realistic estimate of the amount of time it will take for policies

implemented over the next three to five years to become fully effective.

18. The longer time horizon could also enable avoidance of

policies, based on a short time horizon, which might make matters worse

later on. For example, Nigeria might react to past overborrowing by

borrowing, more, for instance, via rescheduling agreements, without

making significant domestic policy reforms. Such borrowing or

MyersGen.#2:Myers/DomAdjust:12-12-85/12-13-85/12-16-85:01/10/86/cmb:gjc



- 11-

rescheduling might lessen reductions in consumption in the short run,

but might be very costly in terms of much larger amounts of consumption

which will have to be foregone in the future.

The Foreign Borrowing Target

19. The foreign borrowing target or desired debt (DOD)/GDP ratio is

established in order to give a notional indication of appropriate

current account deficits over time. This foreign borrowing or DOD/GDP

target should be a sensible one based on Nigeria's investment

opportunities, likely cost for foreign borrowing and capacity to

increase domestic savings. If real interest costs on foreign borrowing

average four percent per year for Nigeria, or somewhat above the norms

for LDCs generally, then a sensible DOD/GDP target for Nigeria for 2005

is about 30% - 40%. This is about what the ratio is now. Therefore,

such a target implies an average current account deficit each year of

one third of the GDP growth rate. Thus, for example, a long run GDP

growth rate of three percent per year implies that DOD also grows at 3

percent or that current account deficits average one percent of GDP each

year given that the DOD/GDP ratio is to remain about 35 percent.

20. More important from a short term policy perspective is the

appropriate path of current account deficits. For most countries,

including Nigeria, it is not particularly sensible to adopt a single

target for the current account deficit/GDP ratio. Establishing a single

target, or a straight line path for current account deficits ignores the

fact that there will be fluctuations in the yields on Nigeria's marginal

investments and in the domestic cost of foreign borrowing. It also
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ignores present lender imposed credit constraints and the possibility of

future domestic or external shocks to the economy. It is, therefore,

more appropriate for Nigeria, in the absence of shocks, that current

account deficits be below this norm for the next several years.

Thereafter, they can be above the norm, i.e. greater than one third of

increments in GDP, as long as adjustments to the domestic economy have

occurred. A borrowing path which is at first below and then above 30

percent of the growth in GDP would recognize the existence of .lender

imposed credit constraints and the fact that the impact of adjustments

to domestic economy will not occur immediately.

Domestic Interest Rates

21. Policy adjustments should cause real domestic interest rates in

Nigeria to both rise above international ones and play a bigger role in

allocating credit for investment. The simultaneous occurrence of both

of these will signal improvements in yields on investment and indicate

that welfare gains from foreign borrowing are possible. More

sophisticated and efficient domestic financial markets and government

controls on external capital flows are necessary conditions. If the

domestic financial system is liberalized, domestic interest rates should

rise, as long as credit goes to higher yielding investments.

Accomodating government monetary and fiscal policy is also needed,

however.

22. The appropriate level of domestic interest rates depends on

likely average real international interest rates which will face

Nigeria. It was previously estimated that these would average about
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four percent over the next 20 years. To this rate should be added the

impact of likely real devaluations of the Nira and a margin to reflect

the fact that the social costs of foreign borrowing exceed the private

ones. Even though much of the real depreciation of the Nira appears to

have occurred already, it is likely over the next "borrowing cycle", or

twenty years, that some further depreciation will occur. In light of

this, real domestic interest rates of something like 7 to 8 percent seem

to be a reasonable target.

Yields on Investment in Plant and Equipment

23. Yields on investment in plant and equipment must rise. This

should occur partly because of fewer, better planned government

investments. Lower capital/labor ratios for new investment, if coupled

with wage restraint, will also be a factor. Over time, private

investment will most probably increase relative to public investment and

become more productive. This is based on a presumption that there are a

large number of high yielding investments in Nigeria which are currently

not undertaken. Financial distortions, a lack of incentives and/or the

presence of disincentives, and poor credit allocation have discouraged

private investment and/or directed it to areas in which the real returns

are low. Removal of these problems should encourage private investment

in higher yielding ventures.

24. The implications of the above discussions on likely real

foreign and domestic interest rates is that real yields on marginal

investment in Nigeria should be about eight to nine percent. Yields on

intramarginal investments should be above this so that the average
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yields on investments approximate something like twelve percent. A

rough rule of thumb (taken from an empirical study in Senegal) is that

about 40 percent of the reciprocal of sectoral ICOR's represent the real

rate of return to investment in those sectors. Although this percentage

would vary somewhat with the captial/labor ratio, it appears to be a

good approximation for yields in Nigeria. That is, this rate (0.4/ICOR)

if coupled with an ICOR of 5 would imply a real yield on the marginal

project of 8 percent or about equal to real domestic and adjusted

foreign interest rates. Yield on intramarginal projects should be above

this so that average yields are on the order of 12 percent. This

implies that Nigeria's ICORs for investment as a whole should average

between 3 and 3.5.

25. This discussion of the adjusted real cost of foreign borrowing

and target marginal and average yields for investments has assumed

significant devaluations of the real exchange rate. This suggests that

real yields on tradeable investment will improve significantly so that

the investment pattern will shift toward more tradeable investments. In

light of this, one would expect over the twenty year period the ratio of

non oil tradeable to non tradeable investment to rise significantly. It

is not clear, however, that non oil tradeable investments should be

concentrated heavily in foreign exchange earning exportable pro-

duction. Certainly investments of this type would have the largest

impact on Nigeria's future creditworthiness. However, given the fact

that Nigeria has a large domestic market, it is not clear that price

incentives will favor export projects over investment in import
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substitution industries. It is not possible, therefore, to be

categorical about the likelihood that increments in non oil tradeable

production will concentrate in the export sector.

Domestic Taxes

26. Two important structural changes should occur to the country's

domestic tax system. First, the Federal and state governments should

adjust taxes so that their consumption and debt servicing requirements

are completely covered by recurrent revenues collected in a non

distortionary fashion. Second, the Federal government should impose a

tax on foreign borrowing by state governments and the private sector in

order to accurately reflect the true social cost of such borrowing. The

long run structural significance of the first point is that Nigeria's

tax system will shift away from dependency on imports and oil exports

and toward taxation of income and/or private domestic consumption

expenditures. These taxes should began to replace taxes on oil exports

in importance. Oil export derived revenues may decline if prices and/or

volumes fall, but, in any event should be used more and more either for

investment or for foreign debt service payments rather domestic

consumption. The extent to which oil export tax revenue is used for

domestic investment vs external debt service payments will depend on

whether higher yielding investments in tradeables are for export or

import substitution. If the latter, then virtually all oil revenues

will have to be used to make debt service payments on external debt.

27. Desirable structural changes in the tax system would not only

reduce the distortions of the present system but also increase the
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levels and flexibility of government saving. Given the strong

relationship between fiscal and current account deficits, control over

government saving is the primary way that the Federal government can

ensure that general purpose foreign borrowing will be used primarily for

financing domestic investment rather than consumption.

28. Imposing a tax or on-lending wedge on foreign borrowing by

state governments and the private sector would be significant addition

to the Federal government's fiscal responsibility. The tax is important

for reducing the volumes of foreign credits borrowed by these units.

The revenue should ideally cover the risk of default which the Federeal

government bears on behalf of state and private borrowers. In the

absence of specific quantitative notions of what this risk is, it is

probably appropriate to began by imposing a tax or on-lending wedge of

one percentage point in real terms. This could be adjusted depending on

experience. Such a tax or on-lending wedge would also increase the

accuracy of debt recording in Nigeria, thus improving the likelihood

that future debt servicing requirements can be anticipated and adhered

to.
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NIGERIA

Loan Committee Paper
Pre-Summary

1. Revised analysis of oil prospects, arrears and imports implies

that an expanded World Bank package combined with a standard IMF package

for 1986-87 would imply a net gap for rescheduling/new money of about $4.5

billion, and a similar gap of $3 billion in 1988-90, totaling $7.5 billion.

Without IMF funding, but with expanded Bank lending (i.e. $6.3 billion

commitments - 1986-90), the total gap would be about $8.5 billion, with

$5.5 billion of it needed in 1986-87.

2. Preliminary analysis suggests that about $5 billion could be

raised through reschedulings leaving $3.5 billion for additional money from

the IMF and commercial banks. Of this latter amount, an insignificant

amount would be needed in 1986-87. This assumes core real imports at $6

and $7 billion for 1986-87, and $7.5 billion thereafter (adjust for imports

in current dollars).

3. Therefore, a workable package could be:

i) Major policy reforms in the areas of exchange and trade

policies, public expenditure policies, financial sector

reforms, public enterprises, public sector management, key

pricing policies and continued fiscal/monetary restraint,
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with clear agreement on their design, levels and timing for

the 1986-87 period, and broad agreements for the 1988-90

period.

ii) An expanded World Bank lending program for 1986-87 (at a

level of $6.3 billion for 86-90);

iii) three year rescheduling of Paris and London Club debts, with

the third year requiring re-validation; similar terms for

uninsured arrears;

iv) IMF 'green light' plus, if acceptable to Nigeria, IMFSBA

(for additional import financing).

v) No new commercial bank lending in 1986-87; new lending may

be warranted in 1988-90 depending on policy reform and oil

developments;

vi) ECA lines of credit consistent with above import levels.

4. Further analysis of the above package may reveal that new money

may be necessary even in 1986-87, but this appears unlikely at present.

5. The action plan following from the above would be:

i) Allow for a modest increase in World Bank lending
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conditional as policy actions in 1986-87, and policy thrust

of reforms in 1988-90;

ii) Completion of an IMF review, allowing Nigeria to avail

itself of an SBA;

iii) Major effort at rescheduling;

iv) Continuous monitoring.
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OFFICE MEMORANDUM
DATE November 25, 1985

TO Mr. Ernest Stern, SVPOP

FROM Wilfried P. Thalwitz RVP, WAN

EXTENSION 72063 'c N V

SUBJECT NIGERIA: Balance of Payments Forecasts, Reform and
External Financial Support

1. Thank you for your reactions (attached) to my memorandum onNigeria's balance of payments prospects over the 1986-90 period. Theyare well taken and consistent with the evolution of our own thinking.
As you say, the prospects are indeed dismal and it is fairly clear thatour Nigerian friends do not yet realize how bleak the picture is. Itis, therefore, important that in our next round of discussion with them,we try to help them understand their predicament, go over again the
policy package needed to address their problems and give them some
indication of the kind of support they might expect from the
international financial community - both in debt rescheduling and new
inflows - if they adopt appropriate policies.

2. As you have suggested, we are now preparing a paper for the
Loan Committee, covering these issues. We had earlier discussed with
Shahid Husain doing a paper on Nigeria along the lines of those being
written for Argentina, Brazil, Chile, Columbia, Mexico and Morocco. We
will use the same paper for the Loan Committee. We would modify the
structure proposed for the other papers in order, as you suggest, to
give less emphasis to a five-year financial plan. Instead we would
adopt an approach to the problem that is conditional on significant
policy reforms plus a commitment on the part of all parties concerned to
continue to deal with the problem as we go along. Thus, the overall
picture we would be presenting to the Loan Committee would be a revised
version of that in the balance of payments memorandum, adding a
description of the adjustment package distinguishing between a first
stage (two years) for which there would be a detailed adjustment
program, and a second stage (three years) for which there would be a V
preliminary program. In addition to covering policy packages and
external financial requirements, the Loan Committee paper would discuss
any implications for Bank lending as well as monitoring procedures,
Bank-Fund collaboration and lending instruments.

3. On some of the more specific points raised in your note, I
would make the following comments at this stage. First, on import data,
after we took account of the influences of relative prices and QRs, it
became possible to explain satisfactorily the apparent fluctuations in
import/GDP elasticities. Even so, we are looking further at the
economic consequences of trying to compress imports further. Second,
our projections are entirely consistent with the Fund's except on oil
prices and volumes. The net impact of these differences on total oil
revenues is insignificant. In reconciling our data, there is likely to
be little disagreement with respect to Nigeria's oil exports. However,



it will not be surprising if we fail to get full agreement on oil price\
projections, given the uncertainty in which the oil market continues to
be shrouded. Third, it turns out that Mr. Agarwala's debt data (dated
November 2, 1985) are not defined to include trade arrears, although his
most recent data (dated November 5, 1985) do include an estimate of
these arrears. Finally, we are working closely with Mr. Wood's staff on
alternative workout schemes. They have suggested that it would also be
useful to explore alternative schemes involving the trade-off between
rescheduling and additional capital needs in a systematic way as has
recently been done by FPA for Ivory Coast and Jamaica.

4. Could you please confirm that you think our proposed approach
to the Loan Committee paper makes sense. We would aim to get it up by
end-December. We also plan, as you suggest, to send an updated version
to the OPSC no later than March which would also deal with our levels of
lending -- especially if there is no significant movement on policy
reform.

cc: *Messrs. Alisbah, Humphrey, Isenman, Agarwala, Rischard,
Mrs. Federigan

WAINI Staff

Attachment

GNankani/WSHumphrey:pt
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NIGERIA

Loan Committee Paper
Annotated Outline

I. Background (BT/RM)

i) A brief statement of the current state of affairs and how

Nigeria got into it (1975-85), and how it has responded, so

far. (CEM Chapter I).

ii) Describe our 'vision' of a restructured Nigeria, in which

oil complements other sectors in the development strategy

(see SAL Green Cover, Agriculture, Non-Oil Exports and

Oil-Market related reports).

iii) Use (i) and (ii) to identify major policy issues required to

establish creditworthiness and resume growth as: exchange

and trade policies, public expenditure policies and

strategies, financial sector policies, improved public

sector performance, pricing policies for key sectors

(energy, commodities under boards) institutional reforms

relating to the private sector's role and economic

management.

II. Balance of Payments Prospects (AD/IA/VC)
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i) Overview of macroeconomic projections 1985-95 (growth, inflation

exchange rate, investment/savings, exports, imports, debt

servicing etc.).

ii) Balance of Payment analysis, with a two-stage approach - identify

more certain gap for 1986-87 and a more uncertain gap (a range)

for 1988-90. This should address issues of oil, arrears, imports

in as refined a way as possible, including for critical

ambiguities, some sensitivity analysis (e.g. for $1 premium on

oil, international inflation, etc.).

iii) Conclude with an estimate of minimum financing package needed to

resume growth in 1986-87, and in 1988-90. Compare to currently

expected levels from World Bank, IMF and identify gap that would

need to be filled by a combination of debt rescheduling and new

lending.

III. Adjustment Policy Package and its Phasing (1986-87/88-90) (GN/TA)

i) Exchange and trade policies.

ii) Public Expenditure policies and major sectoral strategies.

iii) Public Enterprise policies.

iv) Key pricing policies.
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v) Other public sector management policies.

vi) Financial sector policies.

vii) Continued fiscal/monetary restraint.

viii) Institutional reforms - private sector role, economic management.

IV. The Financial Package (GN/TS/VC/FPA)

i) Alternative ways of closing the remaining gap (i.e. rescheduling,

new money). This will involve, inter alia discussion of

rescheduling, increased Bank lending, role of the IMF, increased

commercial bank lending, new instruments etc.

ii) Institutional issues: new instruments, monitoring procedures,

Bank-Fund collaboration.

V. A Suggested Action Plan

i) Summary of major constraints

ii) FMGN's role.

iii) The role of the Bank

iv) The role of other international institutions: IMF, Paris and
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London Clubs, commercial banks, AFDB, ECAs, private creditors

(uninsured arrears).
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THE WOPLn BANK INTV HNATIONAL f INANGE CORPORAIION

OFFICE MEMORANDUM
October 24, 1985

Mr. Wilfried P. Thalwitz, RVP, WAN

Bilsel Alisbah, Dir WAl (

x N 78051

sutoA ENIGERIA - Balance of Payments Prospects

and Debt Servicing Capacity

1. I attach a note on Nigeria's balance of payments prospects and
debt servicing qapacity, which we have prepared so that it can be sent
to Mr. Stern soon after his return. You will see that its main focus is
the problem which Nigeria will face if it adopts the IMF/SAL program and
then only gets a "normal" financing package. Without more generous debt
rescheduling and additional financing, Nigeria would not be able to
maintain even the austere level of imports expected for 1985. The paper
discusses ways in which additional relief might be provided over and
above the "normal" package. It concludes with a discussion of Nigeria's
creditworthiness for Bank lending in the absence of the kind of measures
which would permit the IMF/SAL package to go forward. Although what is
contained here does not constitute a complete creditworthiness analysis
- we are still working on the picture in the 1990's ajLes make a
strong case for continued Bank lending for a "core" program.

2. I also attach the letter I have signed to the Minister of
Finance and sent in yesterday's pouch to the Resident Mission. If you
feel any changes are needed, we can ask Ishrat to make them before
passing it on to the Finance Minister.

Attachments

cc: Messrs. Fuchs, O'Brien, Eccles, T. Husain, Isenman, Allen, Todd,
Husain, Innes (Lagos), WALNI staff.

WSHumphrey :pt

P 1866



The World Bank 1818 H Street. N W (202) 477-1234
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Wasngtorn, D C 20433 Cable Address ITBAFRAD
INTERNATIONAL DEVELOPMENT ASSOCIATION U S A Cable Address INDEVAS

October 23, 1985

Dr. Kalu I. Kalu
Minister of Finance
Federal Ministry of Finance
Federal Secretariat
Ikoyi
Lagos, Nigeria.

Dear Dr. Kalu:

It was a great pleasure seeing you and the other members of the
Nigerian delegation at Seoul. You asked there to have our analysis of
Nigeria's balance of payments prospects and their consequences, even if this
work was still in a fairly rough state. We have given top priority to this
work and would like to take this occasion to share our preliminary findings
with you.

The first conclusion is that the balance of payments financing
problem will indeed be a serious one. The key numbers on this are quite
straightforward, if subject to substantial uncertainties. They are summarized
in Tables A and B, which are accompanied by notes on their assumptions.
Reorganizing the data in Table A yields the following discouraging picture.

(US$ million)

1986 1987 1988 1989 1990 Total
(1986-90)

Oil exports: 9,837 9,736 10,238 11,800 13,490 55,102

Import Capacity with no
new financing: 1/

4,815 5,066 5,262 6,959 10,055 32,157

Net rescheduling and new
financing needed to keep
imports at likely 1985
real level ($7.5 billion) 3,655 3,973 4,527 3,371 583 16,108

1/ This is equivalent to the amount that would be available for imports
of goods, given existing commitments, on the assumption that no new
finance is available.

ITT 440098 RCA 248423 WUI 64145 Y-7040



Dr. Kalu I. Kalu - 2 - October 23, 1985

The above assumes rescheduled trade arrears at $6 billion. If --
though this appears unlikely -- the rescheduled arrears were to amount to as
little as $4 bilLion, the total financing requirement over the period would be
about $2.7 billion lower (or conversely, the import capacity would be about
$2.7 billion higher).

This financing crisis arose, of course, mainly from the decline in
(present and prospective) oil prices and volumes and from the increasing debt
service burden, including that from the large trade arrears. We note that the
Government is trying for a substantially lower level of imports in 1985 and
agree that it is highly desirable to do so as a temporary response to the
current financing emergency. However, our quantitative analysis of import
requirements suggests that for the period 1986-1990, even $7.5 billion is
quite low by historical standards. At that level, (real) imports per capita
would be slightly below those of 1971-73; also, in order to prevent a further
decline in GNP per capita, an exceptional increase in the efficiency of use of
imports would be required. In addition, some would consider our estimates of
oil earnings, always notoriously difficult to predict, to be on the high side.
(We have used estimates from the World Bank's Commodity Division; annual
price and volume assumptions are included in the notes to Tables A and B.)

There are a few major conclusions that virtually leap out of these
numbers. The first is that Nigeria should be planning on a low level of
imports indeed over the next several years; and its related policies, such as
its planning for public expenditures, should take account of this. Our report
on Public Expenditure, of which we gave you a draft in Seoul, is based on an
assumption of N10 billion of federal public investment over the five years
1986-90. With present oil projections, even this may be on the high side.

The second is that it is imperative to reach agreement with the IMF
quickly, to have access not only to to Fund resources themselves, but also to
other sources of financing, such as (medium and long-term) debt rescheduling,
and new lending from members of the Paris and London clubs. I respect and
appreciate the desire in Nigeria now not to repeat the errors of the past
regarding the accumulation of unaffordable debts and arrears. However,
inability to achieve at least minimum levels of imports would raise serious
problems for economic development. In the absence of an IMF agreement and an
associated financing package, balance of payments prospects anywhere near
those suggested by the figures above could well cause lenders to try to reduce
the risk of default by cutting back on their exposure. This could extend to
normal trade financing; and I would even have a hard time defending any
substantial amounts of new Bank lending to our senior management, given the
Bank's concerns about the effect of country creditworthiness on its own
borrowing capacity.

The third conclusion is that substantial policy reforms are urgently

needed to bring about structural adjustment. This is necessary not just to

permit the IMF program and other resource flows that would follow from it, but
to increase substantially the efficiency of utilization of very scarce foreign
exchange and of the economy in general. It is unfortunate that these reforms

-- particularly a change in the value of foreign exchange -- are often viewed
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in Nigeria as only a condition for a Fund program, and not as something that
Nigeria needs to do for itself even in the absence of a Fund program.
Regarding the exchange rate, the sharp worsening of the balance of payments
situation has direct implications for the size of the change needed. The
change needed to discourage excess demand for imports and allocate them
efficiently and to encourage emphasis on efficient import substitution and on
non-oil exports is going to be substantially more than was the case as
recently as 12-18 months ago. And to the extent that the Government decides
to restrain imports even below $7.5 billion over the next five years, the
change in the exchange rate would have to be that much greater. Without such
a policy adjustment, the economy would get more and more permanently enmeshed
in import and other controls. These may succeed in holding down import
levels, but the costs, both immediate and longer term, to growth and
anti-inflation objectives would be severe.

We are now in the early stages of work on possible scenarios to
judge the feasibility of financing at least the 1985 level of imports through
the rest of the decade, as well as of allowing an improved situation beginning
by about 1990. By an improved situation, we mean an increasing trend in real
import levels combined with a declining trend in the proportion of exports
going to service external debt. As part of this work, we are looking at
financing and reform packages that have been put together in other countries.
From preliminary work to date, I believe that a package meeting these two

objectives is feasible, although the work has not yet advanced to the stage
where we can attach specific amounts to each major source of financing.

What is clear already, though, is that a "normal" financing package
may well not be enough. Such a "normal" program would include moderate levels

of IMF financing over four years, increased Bank lending (including the

introduction of Structural Adjustment Loans), and debt relief for three years

from the Paris and London Clubs. Based on our initial estimates this "normal"

program would probably raise "only" about $6.6 billion (in net relief) over

the five years, by no means enough to meet the requirements noted above.

Also, it would provide net relief only in the first three years, still leaving

a large gap in 1988, 1989 and 1990, as repayments of principal as well as

interest become due. What will be needed is an "extraordinary" program,
generous both in amounts provided and in the length of its maturities. New
medium-term lending from commercial sources would also be required. Any

improvement in oil revenues, whether on the price or volume side, would
obviously also help. If the "extraordinary" program is to be feasible at all,

it will require a correspondingly strong reform program on the Nigerian side

-- one which is no more difficult than that undertaken by a number of other

countries, but which would not allow much room for half-way measures or

lengthy delays. At the end of the day, Nigeria will, of course, have to

adjust -- in its imports and in its pricing and other policies -- to make the

best of whatever import-financing capacity it is able to achieve. As noted

above, the lower the amount of import financing, the bigger the devaluation

and other policy changes that will be necessary.

I am asking Ishrat Husain, who has been in close contact with those

working here in Washington on the numbers, to deliver this letter to you and
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to be available to you and your colleagues to discuss both the numbers and
their implicatioas. We are in the process of transferring to his office the
relevant computer diskettes, so that he and his staff will be able to do "what
if" calculations quickly for you based on whatever alternate assumptions you
specify, as well as to show your staff how to run this program themselves.

Yours sincerely,

Bilsel Alisbah
Director

Western Africa, Country Programs I
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Table 6

NISERIA: EXTERNAL FINANCING BALANCE 1986-90

liased on erstinq comsitaents,assuminQ no new tinancinq and arrears at iS S 6 billion,

(millions of current US$)

1985 1986 1987 1988 !O8 : 1?9 7taI

Perchand ise Irade F B.. net I873 1931 1759 1659 2556 '540 1 4

Total Exports 1133 10406 10346 10 90 12498 14237' 583,0

of which: Petroleum 10841 9837 9736 10238 11800 4 Q 551

Other 532 569 609 652 09 746 324

Total Imports -7500 -8025 -858' -23i -94 -1069- -4648!

Serices 'met) -16') -4247 -3198 -293 -2736 -2601 -15815

1. Freiaht ; Insurance -450 -482 -515 -554 -596 -642 -2799

2. Travel -150 -158 -169 -181 -195 -210 -912

3. Other Goods I Sert ces ln:oke -450 -482 -515 - 54 -5 96 -642 -279

4. Investeent Income -I85 -. ?" -1678 -1!40 -' ~--

a Or Direc' I -r, .en t -n3 -281 -301 -3 74f -3'4 -~n?

b) Interest on ML! Dett -ol -o00 -1437 - 72 -4- -22

c) Interest on Resvr-es 5 54 5 6 '8

5. Net Transfers -,85 -299 -320 -344 --71 3Oq

CURRENT ACCOUNT 8AANCE 712 -1866 -1439 -l'14 -180 879 -3920

Capital Account

Direct Iniestment 'Net) J08 323 339 35b 374 393 1785

Oil
Non-oil

Aedium i Lono Ters Caoita s't -513 :18' -28nS -- 1 -:; I

Bros5 Forrowin froe cmmstm'rs a93' 10X 1618 453 284
to date;

Flnancil iuios31 00 8 9
Multiatea 18FP 2 204 t67 i 3 CK

Pr: ate lo
4  117 -5 7'

Aeort!sat1on Due i on co mas 'S ;5o 381b 3882 3952 3683 182t

to datep

Arrears J4 0 :..il IDr 571 1143 I42' 149 ?14 1

Financial Institutions 3047 2919 2389 2201 1691 987 10188

Multilateral IBRD 53 11 111 147 157 168 664

19p0 SAL
IMF

P5 a4 t4 e 24t

Short 7-1 c'at t al 9 1 3 Sc 8 _

0"- 92 -46 -143 -155

Otner 120 44 4' 54 54 0"

Comercial Banks 1) 0 41

Net Errors and Omissions

OVERALL BRALANCE 587 -3594 -3908 -4452 -3289 -49c _15"3

Financinq -5B7 3594 3908 4452 3289 406

Level of Reserves 1581 671 736 810 892 99

Assets 865 926 991 1061 1147 1234

Liabilities -255 -255 -255 -255 -255 -255

Reserve Availablitv 384 Lol 65 -14 -82 -87

FINANCING REgUIREMEN
T  K -3655 -3933 -452' -3371 -583 -6108

Footnotes: 1 I arrears were as low as US 1 4 billion, this would reduce the deOt service by the ioli nn amountst

1986 1987 1988 1989 1990 1986-1990

Current US $ million 744 440 551 649 324 2708

2-/ The recent downward revision in the Ropected level of imports ifrom S billion to $ 7.5 billion)

would imply a surplus in the balance of paymeits.Ue assume that this would be used in buildinlN up

reserves to a more reasonable level of about 2 booths worth of imports ( rather than 1.5 ) and in

import finascinq.

Source: IBRD staff estimates unless otherwise specified 
in

t-he nttachPd nntps



Notes To Tables A and B

1. Tables A and B present several hypothetical projections of
Nigeria's external balance. These projections are not "worst case"

scenarios. Some of the assumptions are, if anything, quite optimistic. In

brief, these projections suggest that, given our assumptions on oil

exports, in order to keep total imports over the next five years at their

1985 level (quite low by historical standards), Nigeria would have to

borrow or reschedule very large amounts.

2. These projections depend heavily on the assumptions about oil
exports. It is possible that unforseen developments in world oil markets
could cause Nigeria's oil export earnings to be much larger than shown
here. In the absence of any such indication, however, it would be best
to plan for the next few years on the assumption that oil markets will
stay pretty much as they are. This is far from the worst that could

happen. If all current producers were to compete openly, the price could
easily fall to the $20 per barrel range.

3. Our first calculations project the external financing gap under
the following assumptions:

a) Imports (of goods) are held constant in real terms at the level
estimated for 1985 ($7.5 billion in 1985 prices).

b) Oil exports are taken from the latest World Bank Commodity
Division projections. Their estimates are similar in aggregate oil
earnings to those of the International Monetary Fund. The quantities ond
prices of these two estimates are given below.

Total
1986-

1986 1987 1988 1989 1990 1990

IMF Informal Estimates

Oil sold (mb/d) 1.15 1.20 1.25 1.30 1.35
Price of oil US$ 24.00 24.00 24.00 24.00 24.00
Value of oil exports 10,074 10,512 10,950 11,388 11,826 54,750

World Bank Commodity Division Estimates

Oil sold (mb/d) .98 .97 1.02 1.06 1.10
Price of oil US$ 27.50 27.50 27.50 30.50 33.60
Value of oil exports 9,837 9,737 10,266 11,800 13,490 55,130

Thus, the IMF estimates have lower prices but higher volumes than the

Commodity Division estimates. The IMF projections are noticeably higher in

1987 and 1988, and lower in 1989 and (particularly) 1990. Scenarios with
other prices will be run on request.



c) Non-oil exports were taken from World Bank projectionsdaveraging
US$655 million per year over the five year period.

d) Short term arrears were assumed to be $6.0 billion at the end of
1984. It was assumed these would be formally recognized in April 86 with
interest payable from January 1, 1984, and principal payments beginning July
1986 for the uninsured credits and July 1988 for the insured credits.

e) The amounts of medium and long term debt and the current terms of
those loans were taken from the World Bank's External Debt Division. Total
MLT debt was $12.7 billion as of December 1984, according to
those records.

f) To project new financing needs, it is assumed that no new loan
commitments have been obtained. Existing loan commitments are disbursed on
normal schedules.

g) Regarding services, items like freight, insurance, and other goods
and services are taken as fixed proportions (based on historic trends) of
imports of goods. Other items under "services" grow by a modest rate of 5
percent in 1985-86 and by the IBRD estimates of international inflation
rates thereafter.

h) Direct investment is assumed to increase by 5 percent per year.

i) Medium and long-term debt data is taken from the IBRD External
Debt Reporting System. World Bank disbursements are based on Nigeria
Division estimates.

j) Data on short-term capital have been obtained from the IMF.

k) It is assumed that Nigeria will maintain a reserve level of 1.5
months of imports of goods. Liabilities are kept constant at 1984 level.



NOTE ON NIGERIA'S BALANCE OF PAYMENTS

PROSPECTS AND DEBT-SERVICE CAPACITY

Due to worsening oil prices and volumes, together with sharply

increasing debt service payments, Nigeria now faces a severe balance of

payments crisis. Even to hold imports (of goods) at their expected 1985

real level of $7.5 billion -- compared to an annual average of $15.5

billion in the peak period 1980-1982 -- throughout the remaining part of

the 1980's would require an extraordinary rescue and reform package. There

is no magic in this $7.5 billion number. Nigeria will in fact have to try

to adjust to whatever is available. However, as discussed below, $7.5

billion is already at the low end of what appears consistent with a reform

program that is likely to stand the test of time. Without such a rescue

and reform package, the Nigerians will have only three options: hoping for

better oil markets -- a chancy process at best; cutting imports much

further, thus jeApordizing chances for any meaningful growth and for

sustainability of the reform program; or some combination of arrears and

default. It is not even clear at this point that the extraordinary package

needed could be put together. But it is clearly worth the effort to

explore such a package, given the importance of development in this country

that comprises half the population of West Africa, and given the broader

adverse consequences of a major default.

The key numbers are summarized in Table A, which is accompanied

by notes explaining the basis of its major assumptions. The main reason we

have become much more concerned than we were just six months ago is the

decline in projected world oil prices and, even more importantly, in the
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volumes that (in the view of the Commodity Division) Nigeria can expect to

export. This'reemphasizes the extreme dependence of the Nigerian economy

on international oil markets, which are notoriously difficult to predict.

Thus, our estimates of financing requirements are inevitably subject to a

high degree of uncertainty. An improvement in world oil prices and the

volume of Nigeria's oil exports would reduce the financing problem to more

manageable proportions, but it would take a dramatic change (a 40 percent

increase in oil earnings) to meet all new financing requirements. On the

other hand, a further sharp decline in oil prices could make Nigeria's

balance of payments crisis unmanageable -- to the point of large-scale

default, and of such a sharp compression of imports that economic and

political stability would become highly questionable. The level of new

financing needed, over and above existing commitments, on the basis of

stable oil revenues is presented below. (This financing requirement is not

a "financing gap", as usually thought of in the Bank, since much of the

needed new funding is potentially readily available).

New financing needed in order to keep imports at their real 1985 level

Total
1986 1987 1988 1989 1990 1986-1990

Financing Requirement (-):
(US$ million) -3,655 -3,973 -4,527 -3,371 -583 -16,108

What can be done to meet this requirement? Without a program of

structural adjustment, hardly anything. Clearly, a full structural

adjustment program is needed, with at least normal support from the Bank

and Fund, and at least normal levels of debt rescheduling. The "normal"

package would include: $5.3 billion in total Bank commitments 1986-1990,

of which $2.0 billion in SALs; an IMF program of 70 percent of quota



annually 1986-1989; annual rescheduling of debt over 3 years on the

optmistic assimption of 85% percent financing of principal and interest

from the Paris Club and 100% of principal from the London Club, with a

grace period of 3 years. But as shown below, this "normal" level of

adjustment assistance -- itself implying a major reform effort on the part

of the Nigerians -- would not provide nearly enough, particularly for the

period 1988-1990.

Net Financing from "normal" package: 1/

(US$ million)

Total
1986 1987 1988 1989 1990 1986-1990

- Bank 96 335 474 530 598 2,033
- Fund 578 533 488 443 -372 1,667
- Rescheduling 2,459 2,125 1,553 -1,342 -1,873 2,922

Total 3,132 2,993 2,514 -369 -1,647 6,622

(Memo item: initial
Financing Requirement) (-3,655)(-3,973)(-4,527)(-3,371) (-583)(-16,108)

Remaining Financing
requirement (-): -523 -980 -2,012 -3,740 -2,231 -9,486

What more can be done? A key issue is whether an "extraordinary"

package could be put together. Even thinking of such a package implies a

corresponding extra reform effort on the part of Nigeria. To date, its

performance on austerity has been fine, and prospects for agreement on

public investment and public enterprise reform are fairly good; the real

question, though, is how far Nigeria will be willing to go on the exchange

1/ Disbursements from new commitments, minus debt service on the new
commitments.
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rate and related trade liberalization. The main differences between the

"extraordinary" and the "normal" packages are: a two-year sequential

rescheduling followed by three years, (totalling five years rather than a

total of three-years) with a grace period of five rather than three years;

Fund access at up to 90 percent (rather than 70) of quota annually over

1986-1989, preferably on EFF terms for at least three years, with a one

year standby after that and a rollover of principal in 1989 (and partial

rollover in 1990); and a modest increase in IBRD commitments of $1 billion

over the five years, to show that we are not simply asking everyone else to

make a special effort. This package is, of course illustrative. It errs on

the side of optimism to underline both that there is a need for something

well beyond the ordinary and that even with optimistic assumptions a

substantial residual gap would still remain. We have discussed these

proposals with central staffs who indicated that while they were quite

optimistic, they were not impossible or outlandish.
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Financing from "extraordinary" package: 2/

(Disbursements, US$ million)

Total
1986 1987 1988 1989 1990 1986-1990

- Bank 287 604 621 660 710 2,883
- Fund 736 679 622 564 -475 2,126
- Rescheduling 2,459 2,125 1,553 774 -30 6,880

Total 3,482 3,408 2,795 1,998 205 11,888

(Memo item: Initial
Financing Requirement) (-3,655) (-3,973) (-4,527) (-3,371) (-583) (-16,108)

Remaining financing
requirement (-): -173 -565 -1,731 -1,373 -379 -4,220

The remaining gap is still large, and is now even more

concentrated in 1988 and 1989. Putting the crisis off for two years may

give some breathing room to see what happens to oil markets; but it is not

only undesirable but probably also infeasible. Without a viable

medium-term financing plan, neither we nor other lenders would participate;

nor would Nigeria be likely to undertake a highly unpopular major

devaluation when it would be transparent that Nigeria would have merely

shifted the crisis out a bit. (Of course, shifting fixed debts out far

enough to reach the period of substantially higher oil revenues, expected

to begin in roughly 1990, is a more viable proposition.)

How can this remaining gap be closed? One possibility -- a

logical extension of the extraordinary package -- would be increased

commercial borrowing. Commercial lenders are understandably reluctant even

2/ For ease of exposition, the table covers the gross amounts, and
not just the increments over the "normal" package.
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to maintain their exposure in Nigeria. The projections above assumed a

substantial re~duction in this exposure as debts and arrears are paid off.

With the "extraordinary package", there would be no payments on principal

during this period for the 70-80% of total MLT debt covered by the Paris

and London Clubs. However, there would still be a substantial net outflow

in interest on commercial debt. It would be conceivable for the Fund and

Bank to take a fairly tough line, making the case to commercial lenders

that extending additional credit is a necessary part of getting existing

debts repaid (and having access to the Nigerian market in the longer run,

which some bankers tell us is still important to them). 3/ In addition,

some new funds should be available through supplier credits. This could

come through renewed Paris Club guarantees, or because the total profits on

the sale of goods (e.g. 35 percent rather than the e.g. 3 percent margins

on lending per se) make Nigeria, with a major rescue and reform effort,

worth the risk.

A second possibility is producing more oil, through being

accorded a larger share of OPEC production. Given the current weakness of

oil markets and of OPEC, this is more plausible for the outer years. As

oil markets begin to firm, though, it is not unreasonable to expect OPEC to

permit, or at least turn a blind eye, to a modest increase in Nigerian

3/
We have assumed that commercial lines of credit would be fully used in the

year they are granted; for example they can be used directly for debt

servicing. Regarding maturities, we have assumed a 100% balloon repayment

in the fourth year, which we are advised would be the likely price of the

volume of borrowing and 3 years' grace period we seek. Other combinations

of commitments and maturities could also yield a similar disbursement

pattern.
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sales. We estimate that total revenues could plausibly be 7% higher in

1988 and 10% Migher in 1989 and 1990, than assumed in the projections

above. We also considered the possibility of substantially increased

non-oil exports, but there are problems of the low base and of the

relatively long lead times to produce more of such things as tree-crops and

energy-based products. Growth in non-oil exports is vital, however, for

the longer term.

A rough estimate of what might be yielded by these two steps is

given below:

(US$ million)

Total
1986 1987 1988 1989 1990 1986-1990

Increased oil revenues: 0 0 800 1,100 1,200 3,100

Incremental commercial
borrowing:

- (disbursements --
100% of
commitments) (250) (750) (1,000) (750) (750) (3,500)

- net relief 238 688 850 275 -250 1,800

Total: 238 688 1,650 1,375 950 4,900

(Memo item: previous
financing requirement) (-173) (-565)(-1,731) (-1,373) (-379) (-4,220)

Remaining financing
requirement (-): 64 123 -81 2 571 680

This would at first glance more than eliminate the gap over the

period. However, not all the steps described above can be counted on to

happen -- or to yield at least the amounts suggested, since some of them

are purposely optimistic. Rather, in order to assure imports at the highly

compressed level of 1985 -- let alone to permit some import growth to
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encourage output growth -- the sum of potential new financing should

preferably exaeed actual requirements by a substantial amount.

There is one further important point already identified for

further investigation. It is unclear whether the total amount of trade

arrears (insured and uninsured) that will finally be rescheduled (including

those on which promissory notes have already been issued) will be in the

range of $6 billion, as we have conservatively assumed, or in the range of

$4 billion, as some others assert to be the case. Total claims are

significantly higher than $6 billion, but some of them are apparently

fraudulent or based on gross overinvoicing; and some other claims may not

be cleared, because of technical or substantive flaws, by Chase (the

Government's agent on validating arrears claims). Using the lower figure

of $4 billion would have a noticeable effect (with reduced payments on both

principal and interest).

1986 1987 1988 1989 1990 1986-1990

Reduced service on
arrears: 744 440 551 649 321" 2,708

This would be an encouraging result. However, the odds are that the trade

arrears will be closer to $6 billion than to $4 billion.

To the extent that not all these steps are possible to the extent

projected here and a substantial gap remains, the only real major

possibility left -- if default is to be avoided -- would be cutting

imports further. This would be highly undesirable from a growth point of
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view. An import level of $7.5 billion is extremely low by historical

standards. Iikports per capita would be back to the level of 1971-73,

although the structure of production and consumption has become much more

import-intensive since then. The 1985 level was $2 billion below its

expected value from regression analysis. However in this case necessity

will have to be the mother of structural change. At this level, even to

keep GNP -- let alone GNP per capita -- from declining would require an

exceptional increase in the efficiency of use of imports. In addition,

there should preferably be some real growth in imports, say 3 percent a

year, from this very low base to encourage real growth in GDP. This would

add about $3 billion to financing requirements in current prices if growth

starts in 1987.

Overall, it might be possible -- just barely -- to put a minimum

feasible rescue package together. This assumes, inter alia, that we can

walk the fine line with the Nigerians of convincing them on the one hand

that the problem is so serious that they must reach agreement on the best

possible package they can get (including full support of the Fund), but on

the other, that it is not so hopeless that it is in any event doomed. The

latter perception would likely lead them either to inaction -- putting off

politically difficult steps that will leave them with an unviable situation

-- or default. We will be doing more work on the numbers and on the likely

feasibility and magnitude of elements of a possible rescue program. We

will continue to work closely with the Fund on this.

We are also giving consideration to the implications of the

current situation for Nigeria's continuing creditworthiness for Bank
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lending. A potentially serious problem could arise, particularly if no

action is taken toward a major rescue and reform effort. In that case, as

shown in Table A, Nigeria's debt service would be 62 percent in 1986,

declining fairly rapidly thereafter; the 1987 and 1988 levels would still

be above 45 percent, though. However, even these high levels would be

below those of some major Latin American borrower countries. More to the

point, Nigeria has just gone through a balance of payments crisis in which

it first built up trade arrears and then slashed imports in half; in spite

of these serious problems it has shown a striking commitment to keeping

current on medium and long-term debt service in general, and in debt

service to the Bank in particular. They have had little difficulty in

keeping payments current -- surprisingly so, given the general inefficiency

of the Government on other matters relating to loan processing, etc. And

even if Nigeria did default on some MLT debt service over the next few

years, it would probably default on (rescheduled trade arrears) to private

uninsured creditors first, and to the Bank only after other creditors.

In addition, if there is no agreement with the Fund, the much

lower lending and rescheduling in the latter part of the 1980s would mean

lower debt service due in the early 1990s. The cost, in terms of reduced

imports and growth and perhaps some defaults, would have been great; but

with lower debt service and with the improved oil market expected for the

first half of the 1990s, the risk of default to the Bank after 1990 would

be relatively low. And no repayments under loans made from now on would

become due before 1991. This is not to say that there are no concerns

about short-term creditworthiness if there is no rescue and reform program.

For example a prolonged crisis might lead to a change of government and to
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a weakening of the very high priority given to meeting MLT debt servicing

obligations. LOn the other hand, given the Nigerian record to date on MLT

debt service and its close relations with the Bank, this would hardly be

the time to cut back our new lending even further. Such a cutback would at

best be likely to reduce opportunities for arriving at the reforms and

resultant financing that would assure that we, and other lenders, get

repaid over the next several years; in fact, a sharp cutback from our

current, essentially "core", program, even risks creating a self-fulfilling

prophecy of an increased chance of default. Although the cutback in our

program was originally for country strategy rather than creditworthiness

reasons, it serves for the latter as well. For the time being, we are

concentrating our efforts on the policy dialogue -- particularly with

Finance Minister Kalu, who is sympathetic to the need for reform and for an

accommodation with the Fund. A copy of a letter to him on the financing

problem and the need for strong action is attached. This letter, by the

way, mentions the creditworthiness problem on Bank lending that would arise

if there is no agreement with the Fund. If developments over the next few

months are not positive, the OPSC strategy update planned for the early

spring will focus heavily on the creditworthiness issue. Even if progress

is good and we are working actively on the "extraordinary program", we will

also continue to monitor the creditworthiness issue.

Plsenman/ADuncan/JTodd/VChandra:pjc
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Table s

NIGERIA: EXTERNAL FINANCING SALANCE 1986-90

Based on eistinq coemitsents,assumino no new financing and arrears at US t 6 billion,

(millions of current US$)
---------------------------------------------------------------------

1985 1986 1987 1988 1985 19 Total
-- ------------------------------------------------ I98g-9o

Perchandise Trade F.D.Binet) 3813 2381 159 1659 2556 3540 118Q5

Total Exports 11373 10406 10346 10890 12408 14237 58376

of which: Petroleum 10841 9837 9736 10238 11800 13490 55102

Other 532 569 609 652 69? 746 1274
Total lports -7500 -8025 -8587 -9231 -9942 -10697 -46481

2erices (Net) -3160 -4247 -3198 -2973 -2736 -266) -15815

1, Freight & Insurance -450 -482 -515 -554 -596 -642 -2789

2. Travel -Is5 -158 -169 -181 -195 -210 -912

3. Other Goods I Serices Income -450 -482 -515 -554 -596 -b42 -2789

4. Investment Income -1825 -2827 -1678 -1340 -77 -768 -7591

a) On Direct Pvt.tlnestaent -263 -281 -301 -323 -348 -374 -162,

b) Interest on ML7 Debt -615 -2600 -1437 -1082 -NI -4N -6292

c) Interest on Reserves 52 54 59 65 '1 78 327

5. Net Transfers -285 -2Q9 -320 -344 -371 -3Q9 -1733

CURRENT ACCOUNT BALANCE '12 -1866 -1439 -1314 -180 879 -3920

Capital Account

Direct Insesteent 'Net) 308 323 339 356 374 393 1785

Oil

Non-oil

ledius 1 Lono iers Caial Net -513 -2187 -2865 -35)2 -39 -1676 -13628

6ross Borrowino ifroa comemtaent5 283' 1630 1018 450 284 15 3532

to date,
Financial Institutions ;451 l3 '86 286 180 0 702.

"ult'iateral 1F2 222 204 163 2il 104 23 y85

IBRU SAL
IMF

Pri-ate 1o4  
111 7s I3'll

Aaortisation Due ton commiaents 7350 3816 3883 3952 3683 1826 171t0

to date

Arrears US S 6., billion 1C) 571 1143 1429 1714 571 5429

Financial Institutions Y147 2919 2389 2201 1691 987 10188

Multilateral 1880 53 81 111 147 157 168 664

IBRD SAL
IMF

Pri'ate 25 245 240 175 12' I00 88i

Short Tere Capital 81 136 5b 8 -;4 -K

oil -39 92 Q -46 -143 -155

Other 120 44 47 54 59 63

rommercial Banks 0 0
Net Errors and Oqissions

2

OVERALL BALANCE 587 -3594 -3908 -4452 -3289 -49o -15131

Financing -587 3594 3908 4452 3289 496

Level of Reserves 1581 671 736 810 892 979
Assets 865 926 991 1065 1147 1234

Liabilities -255 -255 -255 -255 -255 -255

Reserve Availablity 384 -61 -65 -74 -82 -87

2i
FINANCING REQUIREEM 1'-3655 -3973 -4527 -337j1 -583 -16108

Footnotes: I I If arrears were as low as US $ 4 billion, this would reduce the debt service by the following amounts:

1986 1987 1988 1989 1990 1986-1990

Current US S million 744 440 551 649 324 2708

2-/ The recent downward revision in the expected level of imports ffrom $ 8 billion to S 7.5 billioni

would imply a surplus in the balance of payments.1e assume that this would be used in buildinq up

reserves to a more reasonable level of about 2 moths worth of imports I rather than 1.5 ) and in

import finamcinq.

Source: IBRD staff estimates unless otherwise specified in

the attached notes



Notes To Tables A and B

1. Tables A and B present several hypothetical projections of
Nigeria's external balance. These projections are not "worst case"
scenarios. Some of the assumptions are, if anything, quite optimistic. In
brief, these projections suggest that, given our assumptions on oil
exports, in order to keep total imports over the next five years at their
1985 level (quite low by historical standards), Nigeria would have to
borrow or reschedule very large amounts.

2. These projections depend heavily on the assumptions about oil
exports. It is possible that unforseen developments in world oil markets
could cause Nigeria's oil export earnings to be much larger than shown
here. In the absence of any such indication, however, it would be best
to plan for the next few years on the assumption that oil markets will
stay pretty much as they are. This is far from the worst that could
happen. If all current producers were to compete openly, the price could
easily fall to the $20 per barrel range.

3. Our first calculations project the external financing gap under
the following assumptions:

a) Imports (of goods) are held constant in real terms at the level
estimated for 1985 ($7.5 billion in 1985 prices).

b) Oil exports are taken from the latest World Bank Commodity
Division projections. Their estimates are similar in aggregate oil
earnings to those of the International Monetary Fund. The quantities and
prices of these two estimates are given below.

Total
1986-

1986 1987 1988 1989 1990 1990

IMF Informal Estimates

Oil sold (mb/d) 1.15 1.20 1.25 1.30 1.35
Price of oil US$ 24.00 24.00 24.00 24.00 24.00
Value of oil exports 10,074 10,512 10,950 11,388 11,826 54,750

World Bank Commodity Division Estimates

Oil sold (mb/d) .98 .97 1.02 1.06 1.10
Price of oil US$ 27.50 27.50 27.50 30.50 33.60
Value of oil exports 9,837 9,737 10,266 11,800 13,490 55,130

Thus, the IMF estimates have lower prices but higher volumes than the
Commodity Division estimates. The IMF projections are noticeably higher in
1987 and 1988, and lower in 1989 and (particularly) 1990. Scenarios with
other prices will be run on request.



c) Non-oil exports were taken from World Bank projectionsaveraging
US$655 million per year over the five year period.

d) Short term arrears were assumed to be $6.0 billion at the end of
1984. It was assumed these would be formally recognized in April 86 with
interest payable from January 1, 1984, and principal payments beginning July
1986 for the uninsured credits and July 1988 for the insured credits.

e) The amounts of medium and long term debt and the current terms of
those loans were taken from the World Bank's External Debt Division. Total
MLT debt was $12.7 billion as of December 1984, according to
those records.

f) To project new financing needs, it is assumed that no new loan
commitments have been obtained. Existing loan commitments are disbursed on
normal schedules.

g) Regarding services, items like freight, insurance, and other goods
and services are taken as fixed proportions (based on historic trends) of
imports of goods. Other items under "services" grow by a modest rate of 5
percent in 1985-86 and by the IBRD estimates of international inflation
rates thereafter.

h) Direct investment is assumed to increase by 5 percent per year.

i) Medium and long-term debt data is taken from the IBRD External
Debt Reporting System. World Bank disbursements are based on Nigeria
Division estimates.

j) Data on short-term capital have been obtained from the IMF.

k) It is assumed that Nigeria will maintain a reserve level of 1.5
months of imports of goods. Liabilities are kept constant at 1984 level.


