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NIGERIA'S MAJOR DEVELOPMENT
PROBLEMS IN THE MEDIUM TERM
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I Introduction

The Nigerian economy has expe-
fienced significant changes since
the 1950s. lts growth has been
Jneven and the growth process
has been accompartied by dramatic
sectoral changes, some of which
were parnly pollcy-indbged while
external and exogenous factors
caused others.
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Nigeria's GDP increased by 4 per-
cent per annum in real terms be-
tween 1950and 1960. ltthenmoved
up to an average annual rate of
about 5.5 percent during the first
half of the 1960-70 decade before
declining sharply between 1966 and
1969 as a result of the civil war
which caused major damages. The
oll boom of the 1970s ushered in a
period of rapid economic growth;
GDP increased at 6% per annumin
realterms between 1974 and 1978.
However, the inherent softness of
the international oil market and the
altendant coilapse of oll prices
especially since early 1980s pushed
the Nigerian economy into deep
recession. The downturn in the in-
ternational oil market in 1977/79
sent GOP down to an average
annual growth rate of ~1.3 parcent
betwaen 1978 and 1981. As the oil
market worsened further in mid-
1981, tha growth performance of
GDP declined furtherto an average
rate - 4.7 percent between 1981
and 1984; and ~1.05 percent be-
tween 1985 and 1986.

The Nigerian economy confronts
shont - medium - and long-term
problems. In the immediate future,
the authoritigs have to grapple with
liquidity and debt-servicing prob-
lems. These problems are caused
by pastmismanagement, fast-dwin-
dling oll. revenues and the mount-
ing debt sarvice obligations. To
come 1o terms with the cash flow
problems, Nigeria will nesd to
reschedule its external debts in
order to stretch out the bunched

maturities. In the medium term,

Nigeria has to grapple with the
problem of restoring economic
growth and ensure a rise in the per
capitaincome; expandemployment
opportunitlies; Increase capacity
utilisation In industry and promote
price stabillty; create incentives for
increagedfood and agricultural raw
material production and non-oil
export commodities. Thase prob-
lems are traceable to sharp eco-
nomic decline, excessive reliance
on the oil sector and structural
distortions inherent in the econ-
omy. In order to foster a resumed
growth, there is actue need for
undertaking structural adjustment
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and economic reform in Nigeria. in
thelongrun, there is need o change
the mono-cultural nature of the
economy and diversify away from
the heavy reliance on oil. A prefer-
able strategy would be to gear up
the non-oil tradeable sectors with
aview of making the economy less
dependent onoil and to make more
efficient use of future olf earnings to
develop and promote other sectors
of the economy. This paper pro-
vides a brief perspective on some
of these issues.
1l. The Oil-Boom and Its Legacy
Prior to the emergence of oil in the
Nigerian economy, agriculture was
the mainstay of the economy and
the principal source of exports.
Growth inthe 1970s and thereafter
was founded on the oil sector. In-
creased oil production and rapid
increases In oil prices in 1973/74
and 1979/80 radically transformed
the economy; and the fairly broad
based agricultural economy be-
came considerably less diversified
asthe oil sector dominated produc-
tion and trade structures. Thus, in
the early 1980s, the oil sector
accounted for 22 percent of GDP,
81 percent of government revenue
and 96 percent of export earnings.
The. public sector became over
extended and it ‘assumed an in-
creasingly dominant role in the
economy, accounting for around

half ot the GOP and two-thirds of-

modern-sector employment. In
addition, the economy became
largely import-dependent. National
-expenditure and production be-
came highly linked to imports and
by 1980, total lmpons amounted to
25% of GDP.

Consequent upon the expansion-
ary effect of oil boom, Nigeria's
savings ratlo rose rapidly at feast
up to the 1973-78 period. From 11
percent in 1960-65 the ratio in-
treased two-fold to reach 23 per-
cent in 1970-73 and almost three-

.fold te 30 percent in 1973-78 pe-*

riod. When, however, the downturn
inthe International oil marketcame,
the savings_ ratio was adversely
affected by declining through 27
percentin 1978-81 to 19 percentin
1981-84. The overall balance Inthe
Nigerian balance of payments was
insevaredeficits from 1981 through
1986. The deficit which was to the

tune of $1853 million rose to about

. $2,000 million in 1986. Current

accountdeficitof $ 6.5% billionwas
recorded in 1981 and it worsened
to $ 7.4 billion in 1982. Actually,
Nigeria's current account position
has been negative during most of
the 1960-84 period, inspite of the
oil boom. The impact of the re-
source boom was essentially to
reduce cumrent account deficit for
only brief periods during part of
which some surpluses were re-
corded. Thus, the ratio of current
account balance to GDP moved
from -5 parcent during the 1960s
to — 3 percentin 1970-73 and then
to just over 1 percent in 1973-78.
Howaevaer, this surplus position could
not be maintained and the ratio
slipped back into negative In the
subsequent periods. From a ratio
of -1.5 percent during 1978-81, the
deficit position worsened to ~6 per-
cent level in tha 1981-84 period.
Instead of instltuting major struc-
tural reforms to arrest the decline in
the economy inthe early 1980s, the

_authorities perceived the problem

to be shon-lived and consequently,
the government resulted to mas-
sive deficit financing. The fiscal
deflcit was Increasingly being fi-
nanced by Inflation tax. The ratio of
budget deficit to GDP dramatically
went up from -0.43 percent in 1980
to almost -10.5 percent in 1983
before dropping to 6.6 percent in
.1986. The financing of the émerg-
ing budget deficits contributed to
high inflation rates, which in con-
junction with an inflexible nominal
exchange rate resulted in an accel-
eratingreal appreciationof thenalra.
During and after the oll boom pe-
riod, the exchange rate was al-
lowed to be over-valued as Nigeria
maintained a fixed nominal ex-
change rate for a non-convertible
currency with extensive capital
controls. Usingthe import-weighted
real exchange rate (Pinto 1987)
Nigeria's nairaappreciated by about
68% between 1973 and 1984.

The inability of the country to
reduce imports and also govern-
ment expenditures sufficiently to
match declines in oll revenues
during the 1980s has resulted in a
massive draw-down of extemdl
reserves from $ 10.2 billion in 1980
to $ 1 billionin 1984 and build-up of
internal and external debts to fi-
nance development/expenditure
programmes on top of growing
accumulation of trade arrears. As a

. result, total internal debt grew from

Justover-n-1 billion in1970t0abouts
billion in 1980 and to over 25 billion
in 1984: approximaiely 75 per cent

" of the internal debt was owed to the

banking system. Simultaneously,

\

public and publicly guaranteed
external debt rose from lgss than$
0.5 billion In 187010 $ 4.4 billion In
1980 and almost$12 billionin 1984,
As at December 1987, Nigeria's
total external debt stood at about $
23 billion, A cursory review of
Nigerla's debt portfolio reveal cer-
tain features that appear particu-
larly disturbing as they indicate
rather unfavourable terms and in-
efficiencies in debt management.
First, the poor maturity profile of
debt which has led to a bunching-
up of loan repayments even when
most of the projects so financed
were still uncompleted. Second,
besides the Increasing shift from
official to private source, a sizeable
proportion of the outstanding debts
are in the form of short-term trade
bills (including unconfirmed letters
of credit and open bills for collecs
tlon) the precise amount of which
has been difficult to determine.
These debts, owed to financlal
institutions, suppllers and private
creditors, both insured and unin-
sured, have been the subject of
conflicting claims which make their
genuiness doubtful.

Nigeria's debt problem became
particularly serlous from 1981 when
there was a glut in the world oil
market. This severely curtiiled the
country's ability to service éxisting
debt. Thus by 1985 as much as 33
percent of forelgn exchange re-
ceipts went to debt servicing. The
1986 federal budget estimates had
putdebt service obligation at abdut
42% of projected foreign exchange
eamnings. This made debt restruc-
turing and rescheduling inevitable
and it Is a key part of the efforts of
the govemment to prevent immi-
nent collapse of trade and industry
as oll earnings fall from $25 billlon
in 1980 o $ 6 billion In 1987, Some
trade debts were converted fo
medium-term debis to be rapaid
within 3 years including a grace
period of six months. The authori-
ties also entered into negotiations
with London Club in the second
quarter of 1986 andlinally reached
anagreementinNovember 198710
reschedule a total sum of § 3.8
billion of principal repayments and
amrears on letters of ¢redit falling
due between April 1986 and De-
cember 19887. Simllar agreement
was concluded with the Paris Club
involving a total of § 6.8 biilion In
debt relief. There are Indications
that negotiations would havé fo
begin almost immediately on a
rescheduling of debt falling due in
1988 and 1989,

lil. Economic Reform anu

Structural Adjustmenm
Varlous austerity measures were
pursued between 1982 and 1985

. geared towards containing the

economic crisis. Most of these
measures relled heavily on admin-
Istrative controls, tight fiscal and
monetary policies and severe re-

m‘
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strictions on trade and payments.
While someprogress was achieved,
these policy measures further
compounded rather than corrected
the structural distortions that were
in plage earlier. Therefore, major
structural and financial dlmcultles
.remained.

The authorities, therefore, inten-
sified their efforts by launching a
structural adjustment programme
‘(SAP) covering the period July

1986-June 1988. The programme .

aims at altering and re-aligning
aggregate domestic expenditure
and production patterns so as to
minimize dependence on imports,
enhance the non-oil export base
and bring the economy back on the
pathofsteady, non-inflationary and
balanced growth.

The major elements of the SAP
include strengthehing’ demand
management policles; adoptmg
measures to stimulate domestic
procuction and broaden the supply
base of the economy; adoption of a
market-determined exchange rate
poiicy; measures towards improved:
trade and payments liberalization
as well as tariff review; adoption of
appropriate pricing policies, reduc-
tion/removal of supsidies, and reli-
ance on market forces in allocation
of resources and price setling as
well as rationalization and privati-
zation of public sector enterprlses
In addition, a progressive deregu-
lation of interest ratés is built into
the programme. The programme
also, envisaged a rescheduling of
Nigeria's external obligations and
the provision of new financing.

With the economic reform in prog-
ress, some achievements were
recorded. A sizeable proportion of
the overvaluation of the naira ex-
change rate has been successfully
eliminated. Theintroduction of SAP
and the generous export promotion
incentives associated with it may

have induced increases in non-oil
exports. Besides improving the

price competitiveness of Nigeria's
export products, the change inrela-
tive prices due to the depreciation
of the naira has enhanced the at-
tractiveness of exports, particularly -

primary products. Furthermore, the
government naira révenue has

appreciated substantially through -

the monetization of petro-dollars at

the new exchange rate. This has

provided a good revenus base for

" settling public domestic debt and

funding vitaldomestic programmes.

However, the implementation of
the structural reform of the econ-
omy left in its wake some problems
and difficulties. It has severely
aggravated the operational prob-
lems and constraints of the manu-
facturing sector, despite the elimi-
nationofimportcontrols. Sales have

_dropped to a record low lavel; in-
- dustrialclosures, particularlyamong

the small scale industries, as well
as areductionin workmg shifts are
stillrampantand assumingincreas-
ing proportions. The attendantcredit
squeeze has restricted the aggre-
gate credit available to the system.
This has constihined the expan-

sion of most businesses. it fuelled -

inflationary pressures as the prices
of products shot up sharply. The
loss Inreal iIncome translated into a
dacline in aggregate demand, thus
accounting for the stockpiling of
finished goods in the warehouses.
It is widely feared that the reform
might have triggered capital-flight
from Nigeria. The most frightened
aspect of SAP is the adverse ef-

fects it has on the living conditions’

of vulnerable,groups.

IV. Prospécts In the Medium-
Term

Given the response of the econ-
omy to the structural reform poli-
cies so far, there are indications
that growth will be restored in the
medium term, As priority is now
being given to the development of
agriculture, in particular the pro-
duction of food and cash crops as
well as raw materials for agro-allied
industries, it would not be long
before Nigeria will be capable of
first, reversing the adverse trade
deficits trend in food products and
second, restructuring the industrial
set-uptobe basea on domesticraw
materials and intermediate goods.:

The success of the reform pro-
gramme would depend to a large
extent on'the speed at which the
agricultural, manufacturing and

construction sectors are rehabili-
tated. Export promotion appears to
be a potent tool in the restructuring
agenda, and itis capable of turning
round the economy through an
export-lod -strategy with the long-
term objectives of industriatization

.and balanced growth. However,

government’s efforts towards steer-.
ing the economy towards resumed’
growthmay be vitiated by large.and

_ disproportionaté amount of scarce’

resources which are being devoted
to servicing debits. Nigerla is debt-
distressed, and will urgently need
both an alleviation of her debt bur-
den and additional concesslonal
assistance if the economy is to

.achieve growth through her adjust-

ment effort. “New money”primar-
ity from the London and Paris Clubs
is highly neaded to provide require-
ments for financing the resource-
shortfall in the immediate future.

One important Issue that needs to
be urgently addressed Is the socio-
policitalviability of the reforms. This’
factorbecomes more relevantsince
the policy reforms inevitably set in
motion a process of changes which
has direct and significant implica-
tions for a redistribution of income
andwealth both across sectors and
between owners of resources. Too
much of reforms within a relatively
short period of time may not be:
endurable given the nature of the
soclo-political Set up of the coun-
‘try. Then, the Issue of the optimal
time profile of policy retorm boils
down, therefore, to the question of
trade-offs between feducing the
adjustment costs of policy reform

-and sustaining the efficiency gains

of the adjustment process.

There are two difficult questions

“that will continue to face the policy

makers in the decade or so. The
first is how the spending of revenue
from an exhaustible resource like
oilis to be organized and aranged.
The second is how to lessen the
economy’s dependence on ol and
to attain economic diversification
and self-propelled growth. The

success or failure of the policy:

makers in tackling these problems
will have a profound effect on the
course of the nation’s economic
growth in the futurg.

V. Conclusion

The performance of thé Nigerian
economy s largely propelled by oli-
generated resources. The critical
dependence of the economy on oil
is reflectetd In the fact that any
adversedisequilibriumexperienced
in the sector would trigger negative
multiplier effects on the domestic
economy. Therefore, a combina-
tion of the declining trend in the
world o]l market, the policy.inade-
quacies of the past and the bunch-
ing of external debt service obliga-
tions have reinforced output de-
cline and interal as well as exter-
nal imbalances in producing a very
difficult and hard economic envi-
ronment.

Developments inthe Intemational
oil market will continue td dominate
economic prospects of Nigerla,
although the level of external finan-
cial support and relative success of
the eéonomic recovery programme
will also have a bsaring on the
country’s economic outlook. The
realities of the present economic
crisis have made a fundamental
structural adjustment:of the econ-
omy Inevitable. A major econamic
challerige In future would Include
the role oil should play in a more
diversified economy.

The spectre of a Nigerian econ-
omy in the forseeable future with a
heavy foreign debt, stagnating
agriculture, an overblown non-
tradable goods sector, a stunted
industrial sector and depleted oil
reserves should haunt Nigerian
policy makars.
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