NIGERIA'S DEBT MANAGEMENT:
CRITIQUE- AND FUTURE STRATEGIES

Mr. Chairman
Distinguished Guests
Ladies and Gentlemen

Our focus today s on a major roadblock in Nigeria's quegt for sustainable
development.

It is a plewsure to speak to this audience on Nigeria's external debt
management for two reasons - &

. First, as a management consultant rather than economist or debt
expert, it is a challenge to get behind the numbers on this
fascinating and emotive topic in an attempt to focus objectively on
the best strategies for Nigeria to pursue,

. secondly, there s a clear conclusion needing to be strongly
articulated. Nigeria must stop dealing with the symptoms of external
debt and address the underlying causes which have crippled past
attempts to create sustainable development,

~We will therefore look at external debt management 1in the context of

i conditions necessary to promote Tlong term economic growth. We will
address such questions as -

. what is the current external debt situation and its relative -

significance from a macro viewpoint?

. how did we get where we are and what are the lessons learnt?

. how do external creditors and offshore investors view us and on v*at
terms are they willing to help us?

. what future debt management issues need to be addressed if we are to
achieve sustainable development?

. what overall economic strategies will help bring our external debt
burden to a level compatible with long term growth?
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We will address such questions under three headings, namely - &
(1) understanding the dimensions of our external debt, '

(2) outlining how debt management can be improved, and

(3) defining long term economic étrategies which promote sustainable

development  and specifically  strengthen our debt management
programmes,

EXTERNAL DEBT DIMENSIONS

Our  first objective must be to understand our currént external debt
situation, how we got where we are, what lessons are to be learnt, and
what are the futur? consequerces,  This diagnostic step requires us to
understand three dimensions of our external debt situation, namely -
- numbers in terms of size, structure and relative burden,
- management which involves tracing our debt history, analyzing lessons
Tearnt and defining future debt management issues,
- external credibility which focuses on relationships and negotiations
With external creditors, international institutions and offshore -
investors. '

Numbers

-The numbers have frequently caused confusion in discussing external debt
although recently considerable consensus has been reached among all
parties involved. Our need today is to simply highlight key numbers and .
then go beyond them to explore their meaning. I have therefore féﬁgrrgq_ﬁgf
to specific sources for those seeking to explore this fascinating top¥§‘ﬁEﬁ';
depth (1). T

CBN data for October 1991 show external debt (public and publicly
guaranteed) to have been $33.4 bn, Recent buybacks of London Club debt at
discount should reduce our external debt stock to roughly $31 bn,

-wu---—-u---——--ﬁ---—--—--———-——-‘.-----——----——.--—--—-u———--——m-———-—----—--

(1) External debt statistics are improving but still not readily -
available and consistent, CBN and IMF/World Bank figures are -
increasingly  synchronized although  reconciliations and Cross
references 'between sources can still be troublesome for the analyst.
For the serious student, please refer to the upcoming book -
Nigeria's Debt Burden, by Samuel B. Falegan, Fountain Publications,
1992, See also Appendix 1 for relevant statistical data on Nigeria,
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During 1992, we can expect further deterioration since our $5.8 bn debt
service requirement would absorb over 60% of our budgeted exports of

$9.5 bn. If we accept 30% as a more reasonable target for debt service,
this would require about $3.0 bn. to be rescheduled at the upcoming Paris
Club negotiations,

Debt service has been far and away the biggest single item in recent
budgets. Recent devaluation to the N18:$1 level raise the external debt

stock today to the N550-600 bn, level, depending on amounts and exchange
rates used. (2)

We can put this debt 1level in perspective by using several relative
indicators from World Debt Tables 1991-1992 (see Appendix 2 and 3). In
doing so, we must recognize that distorsions are caused by bunching of
debt service maturities, impact of large actual debt payments, major
swings in crude oil export earnings, etc. |

- One test of overall debt Toad is to compare total external debt to
GNP (EDT/GNP). This indicator was 9% in 1980, rose to 21% (1983) and
then to 134% (1987) before subsiding to 118% (1990). Recent
devaluations will cause this ratio to soar in 1992. ,

. Another test is .to relate external debt to exports of goods and
services (EDT/XGS). Since we are highly dependent on crude oil
exports, this shows how many months or years of exports are committed
(or mortgaged) for debt service. This indicator exceeded 100% for
the first time 1in 1982, reached 171% (1983) and 432% (1988) before
declining steadily to 243% (1990). Our creditworthiness is highly
dependent on 0i1 and this dindicator is particularly sensitive to
uncertainty in the oil sector.

- e o - - - S e e e N R S e e e e E = e S e oo - - - =

(2) This should be put in context relative to other key milestone dates,

as follows -
Yearend N Billions
1970 .
1974 143
1979 2.4
1983 14.6
1985 21.4
1986 99.3 t
1989 245.,0
1991 325.7

Source: 1991 equals $33.4 bn at 9.75 exchange rate. Earlier

data from p.141-142, Nigeria's External Debt Burden,
S R. Falegan, 1992,
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. Current year debt service levels can vary considerably depending on
crude oil exports and debt maturities.

- Total debt service to exports of goods and services (TDS/XGS)
rose to 24% (1983), peaked at 34% (1984) and declined to 20%
(1990). Even higher requirements in 1991 (35%) and 1992 (60+%)
emphasize the urgent necessity to lengthen debt maturities.

- Interest portion of debt service to exports of goods and
services (INT/XGS) peaked at 16% (1984) and 21% (1988) before
declining to i2% (1990).

. Lastly, external reserves to total external debts (RES/EDT) provides
another indicator of relative debt burden. We plummeted from the
highly comfortable 1level of 119% (1980) to 7% (1983) and 3% (1988)
before recovering' to a still Tow 11% (1990). We have built
considerable reserves during 1991 but we obviously still need to-
watch Tiquidity closely to meet obligations on time and to reduce
speculation against the Naira,

t
What do these basic indicators mean? As measures of past performance,
they are truly alarming particularly when contrasted " to comparable
countries such as Indonesia, Mexico, Brazil and Malaysia. They are not
only evidences of economic mismanagement but throw serious doubts on our
ability to outgrow the debt problem or even convince external creditors we
seriously intend to do so.

Current GNP growth levels have improved since 1985 but are still less than .
5% which is the threshhold for breakthrough to sustained growth. Interest
payments alone have averaged some 7% of GDP and these charges mustfpe

either paid or capitalized on top of already excessive debt levels. With'

Tow domestic savings rate (averaging about 14%) and virtually non-existent
offshore investment outside the o0il sector, it is difficult to see how
Nigeria's debt burden will permit it to attract the level of investment
needed to increase the future growth rate to levels of 5% or more.




In my view, this pessimistic viewpoint assumes we will not manage the
economy better in the future and overlooks the opportunity to do $0.(3)
Fortunately, we have the capacity to do much better than 5% growth if we
manage our economy right, Particularly, if we use our petroleum resources
wisely, the future outlook could be much more positive. Our primary
objectives should be to manage our economy properly to emphasize growth'in
the 5-10% range, to use crude oil earnings to significantly turnaround our
debt position, and to position ourselves for permanent debt relief,

Assessment of Nigeria's debt burden therefore depends squarely on one's
view as to quality of future management of the economy. Continuation of
the status quo s certain to lead to annual pressures to reschedule and
will severely test Nigeria's social fabric since the public has sacrificed
considerably without ehcouraging results to date. Good governarce, oh the
other hand,. could turnaround the debt situation within two to three years.,

Debt itself s neither good nor bad. It depends on how it is used and
what we get for it, Invested in high return projects or infrastructure
which enables businesses to operate profitably, debt can be a positive and
necessary step towards development. Traditionally, all countries short of
resources have borrowed or attracted offshore investors to help accelerate

their  development. Our challenge 1is to manage offshore resources
effectively to foster our development,

T -

(3) In addition, there is a tendency to overlook Nigeria's informal
sector  because it s obviously not dincluded 1in the official
statistics, Every indication 1is that this sector s increasingly
active, investing both onshore and abroad, and competing aggressively
Wwith formal sector companies, The informal sector and Nigeria's
flight capital are probably "secret weapons" in any plan for Tlong
term growth, My view is that the differences between Nigerian and
foreign investors  should be systematically eliminated with the end

- result that both will be encouraged to increasingly invest in
Nigeria.




Management

The

we

second dimension of debt therefore requires us to candidly recognize

managed ourselves into our current debt trap and to realistically

assess the Tlessons learnt., Most observers would agree that -

. debt has Tlargely furded projects of 1limited or negative returns,

hence we must rely excessively on crude o1l exports to service these
obligations. (4)

annual budgets have consistently been over ontimictic ac tc crude oil
exports/earnings. Our overdependence on crude oil is exacerbated by
the fact of 1ife that crude oil prices are highly volatile .id
exceedingly difficult to forecast.(5) There 1is clear need to be
conservative in revenue planning and highly disciplined in ﬁhking
commitments against such volatile revenue streams.

1979-1983 marked the surge in borrowings and trade imports which
triggered today's debt problem. Despite strong external reserves and
crude o0il exports, weak controls over borrowing at all Tevels and
unrestrained imports, due Tlargely to an over valued Naira, resulted
in the credit crunch which arrived 1in 1983/84. External debt is
essentially a problem inherited from the last civilian government.

Reference should be made to - . :

(a) Government studies of 31 parastatals conducted in 1981. See
p.69-70 Falegan 1992.

(b) State of the economy report in November 1985, when the Chief of
General Staff revealed that N23.2 billion of investment (largely
"through equity investments and either loans or loan guarantees)
had resulted in dismal returns of N933.7 million.

(c) Report of the Projects Review Committee, Federal Ministry of
Finance, 20th June, 1984. This Committee, chaired by Mr. G.O.
Onosode, details how Tlarge projects spending went wrong and

spells out specific policy and action recommendations that still
need to be implemented.

See The Future of 011 Prices: The Perils of Prophecy, a 1984 research

study by Cambridge Energy Research Associates and Arthur Andersen &
Lo,
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. after sett]ing our trade debts by exchange for promissory notes, our
primary tactic to manage external debt has been to continuously
reschedule. This has been necessary to spread out debt maturities,
but the end result has only been to buy time to put our house in

order, We are yet to implement specific, credible plans to either
pay our debts on time or to build solid justification for debt
relief,

. our dealings with ‘external creditors have seemed masterful in winning
various battles but, at this point in time, we appear to have lost
the war, We have substantially lost our previously strong external
credibility and support. We no Tonger have a World Bank lending
programme for structural reform and our IMF agreement now has to be
renewed before Paris Club negotiations can start. Inability to Earry
out programmes agreed with IMF and World Bank is particularly
distressing given our vrelatively favourable crude o0il export
situation from 1990 to date. Our Tack of performance and our less
than full disclosure have brought external credibility and support
levels to distressing low levels,

. lastly, high dinflati~: and massive devaluations have combined to
exacerbate Nigeria's external debt burden as well as to cripple any
chance to achieve sustained economic growth at the levels of 5-10%
which would 1let us outgrow debt. Major strides toward a free market
economy have been taken. But only partial bencfits have been
realized due to the tendency towards either partial implementation of
sound policies or backing off before benefits can be realized. Tne
net effect has been to create a lukewarm investment climate, to

encourage continued reliance on imports and to foster speculation
against the Naira,

Review of the above 1lessons 1learnt leads me to three conclusions about
debt management -

. management of government borrowing and spending needs to be greatly
strengthered, including a major shift to encouraging the private
sector to fully fund all possible economic activities.

. debt negotiation efforts should be focused on rebuilding credibility,

developing long  term debt restructuring plans and negotiating

"permanent" debt relief, and
7



. strategies to create sustained economic growth (of say 5-10% in real

terms) are nécessary to outrun our debt problem and to build extermal
credibility,

External Credibility

Qur third (and 1last) dimension 1is clearly critical to our efforts to
reschedule and to eventually obtain debt relief. Rélationships with
offshore investors as well as creditors (primarily IMF, World Bank, Paris
Club, London Club) are currently at a 7low point. Despite the global
trends to neg.tiate debt reduction programmes with developing countries(6)
and strong residual goodwill towards Nigeria, our management of the
economy, our fajlure to fully disclose foreign exchange transactions, and
our recent approach in dealing with the international community have
severely strained external relationships and credibility.

We must rebuild external credibility through actions rather than words and
move beyond unilateral approaches to establish joint programmes compatible
with our external creditors., Achievement of jointly shared objectives can
in turn Tlead to eventual debt relief. Our challenge is to reach a middle
ground which is consistent with our national economic goals.
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(6) See Making the Brady Plan Work, Jeffrey Sachs, p.87-104, Foreign

- Affairs, Summer 1989, Vol.68, No. 3. On page 88, Sachs states - "The
new U.S. focus on debt reduction is rooted in the changing U.S. -
interests in the developing country debt crisis. Since the early”’
1980s the debt crisis has actually preseicd U.5. policymakers with
two crises: a crisis of U.S. banks, which had lent too much to the

developing countries, and a crisis of the developing countries, which S

had borrowed too much, Until 1988, concern over the banks took
precedence; in 1989 the foreign policy concerns . over " the
deteriorating situation in the debtor countries finally came to the
fore." Sachs Tlater states on page 102 - "Debt reduction is a
necessary condition for renewed economic growth in the debtor world,
but it is surely not a sufficient condition. Without appropriate
economic reform measures, most debtor economies would remain in
difficulty even after a substantial reduction of debt. Thus, it is
essential for the debtor countries to use the opportunity of debt
reduction to make fundamental adjustments."”

For further perspective on evolution of creditor country thinking
about developing country debt, please refer to -
. Latin American Debt, Pedro-Pablo Kuczynski, p.129-149, Foreign
Affairs, Fall 1987, Vol.66, No, 1,
. World Debt: The U.S. Reconsiders, Christine A. Bogdanowicz-
Bendert, Foreign Affairs, Winter 1985/86, Vol.64, No. 2.
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This requires a critical reassessment of our external relationships which
must fully recognize the rapidly changing global context. For example, we

need to appreciate that our bargaining power has declined for a number of
reasons -

. the end of the Cold War has witnessed the industrial nations working
together more closely to fight wars and to address issues arising
throughout the developing world, Specifically, we can expect

increased pressure for market oriented economic reform, democratic’
processes and improved governance, '

. the Middle East war, restructuring of the USSR and Asian economic

reforms have also combined to open up serious competitors to Nigeria
in the petroleum sector,

. investment opportunities in Eastern Europe, Asia and Latin America

are  increasingly tending to marginalize Africa for offshorek
investors.

. slow growth and recession in the industrialized countries has reduced
demand for goods produced in developing countries, 1nc1uaing downward
pressure on commodity prices (such as crude oil). Moreover, global
recession has created the tendency to solve domestic problems first
and strengthened protectionist forces, both of which work against
developing countries.

_ “@ur bargaining position has been further weakened by our own actions. We
’ uygg' have hurt ourselves by 419 scams, increasing drug transit through Nigeria,
3 economic mismanagement and unwillingness to totally lay our cards on the

table, Today, there seems to be a mood among our creditors and with
- offshore investors to simply back off and wait until Nigeria faces up to
reality.

‘
This mood s nowhere more evident that din the Financial Times (FT)
-TSﬁppWement on Nigeria of Monday, March 16, 1992, which represents a very
candid feedback from a wide cross section of international and Nigerian
observers,  Particularly important to understand is the FT disclosure of

the unpublished World Bank report on public expenditure management in
9



Nigeria (which was researched in early 1991)., This report puts squarely
on the table the Tongstanding concern of external creditors with Nigeria' s
spending procedures, Tlack of accountability and full disclosure, and the
accuracy/reliability of financial projections.

Judging from the current mood, the upcoming Paris Club negotiations will
be very important to monitor. The first step towards these negotiations
will be to obtain a new IMF agreement. This looks difficult to accompli'sh
unless ironclad assurances are made on such key issues as completely
freeing up the foreign exchange system, reducing the budget deficit and
reducing petrol subsidy, While the March 5th policy announcement on
foreign exchange was a powerful message to the outside world, it will not
be enough by itself to assure the Paris Club that this time Nigeria means
business., ' )

We can therefore expect, as a result of our past practices and the current
credibility gap, that we will get our arm twisted much more strongly than
ever before in this round of negotiations. Since the consequences of
failing to agree are so serious (possibly impacting projects such as NLNG,
Oso Condensate, Aluminium Smelter, etc.), we can expect conditions for
this rescheduling agreement which may be hard to explain to the public,
particularly in the middle of a transition to civilian government.

t
The mood on the part of external creditors is, in my experience,

increasingly shared by foreign investors who continue to divest and to

generally wait for us to get our act together. In‘addition,.most" )
investors will wait to see what economic policies and management is . -

demonstrated by the new govermment in 1993.

In  summary, our external relationships are at a low point and our next
debt rescheduling negotiations are likely to be particularly revealing as
to how forceful our external creditors are determined to make us face up
to our external debt problem,

10
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IMPROVED DEBT MANAGEMENT

Assessment of the three external debt dimensions - numbers, management and

external credibility - have pointed out the fundamental need to improve
our management., We have previously reacted to symptoms after it has been
too Tlate. We need management which addresses causes and manages debt

pro-actively. This calls for a major change in mindset and commitment.

Pro-active debt management should address the lessons learnt as spelled
out earlver, This can only work if implemented in the context of a
commitment to sustained development which we will explore in the last part
of this paper. Imbroved debt management can restore our external

credibility and provide the way to move beyond debt rescheduling to
achieve debt relief,

Majoi elements of pro-active debt management would include -
. realistic budgeting of foreign exchange revenues and spending,
. professional management of borrowing and debt service,
. shift to economic projects being done strictly on their merits and
primarily under private sector management/ownership,

. shift of government capital spending towards infrastructure and

earmarking revenues to retire related borrowing,

. complete transparency and accountability in foreign exchange receipts
and expenditures.

'fRea1istic budgeting of foreign exchange revenues and spending must start
with conservative forecasts of crude oil exports. It should also earmark
any excess receipts in escrow accounts which are fully disclosed and used
exclusively for debt repayment and capital expenditures. Government
budgeting should be done in dollars (FX) and Naira with dollar (FX)
revenue earmarked for specific dollar (FX) expenditures. Once these steps
are taken, the remaining task is to make normal government commitment and

. . disbursement procedures work effectively. There is no magic formula here
~other than the will to exercise discipline and to be accountable. They

key debt management task is to budget conservatively and to earmark dollar
(FX) receipts for specific dollar (FX) expenditures.
11
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Professional management of borrowing and debt service starts with getting
trained professionals assigned to the task and allowing them to do their
job. Key policies need to be 1mp1ementeq including two major reforms -

. Federal Government guarantees should not be extended to parastatals
or to States/LGAs, as they should totally fund spending from their
own resources and creditworthiness.,

.. economic projects should be permitted to earmark revenues earned by

the project for debt service, including particularly the petroleum
sector.

The shift to economic, projects being strictly on their merits , and
primarily under private sector management/ownership sounds 1like a mouthful
-- it simply means to improve returns on investment and to free up
government resources when private sector resources are available. In my
view this will increasingly happen if we pursue policies that -

. give the private sector first opportunity to undertake any new
economic projects, including inviting the private sector to increase
their participation in upstream petroleum joint ventures as happened
with Shell and its LNG partners a couple years back.

. encourage significant private sector participation in government
projects as a means of improving investment decisions, reducing «

government capital requirements, and assuring projects are managed to -
meet economic expectations. We should favour majority private sector = -

participation and management as the general rule.

. assess ongoing government projects realistically and make sure future
investments will yield acceptable returns. These projects should be
candidates  for privatization and, if not viable, should be
restructured to be viable or, if this is not possible, abandoned.

. continue  commercialization and privatization of all government
investments with particular emphasis on privatizing banks, downstream
petroleum and major utilities. These latter will not only benefit
from major improvements in performance but will free up considerable

capital for better use by government and simuItane0u§1y increase tax

revenues,
12



There are particularly sound reasons to shift government capital spending
towards infrastructure and to earmark revenues for related debt service,
The shift in spending helps to create an enabling environment that fosters
private sector investment, particularly if concentrated on electricity,
telecommunications, roads and mass transport, health and education with
corresponding deemphasis on defense spending and ‘public sector
participation in economic projects which the private sector can fund.
tarmarking of revenues for related debt service can best be accomplished
through indirect taxes with the prime candidate being a tax on petrol
products. A petrol tax can be easily collected from one source (NNPC) and

also works to build external credibility since it partially accomplishes
subsidy removal,

Perhaps most importantiy for external credibility, our last step should be
to introduce complete transparency and accountability for foreign exchange
receipts and expenditures., It is particularly important to disclose gross
receipts from crude o0il exports and to explicitly recognize the cash calls
which fund operating and capital expenditures for the upstream o0il
industry.  We do not widely understand the continuous reinvestment process
needed to maintain or enhance our crude oil reserves and revenue stream,
so  full disclosure would be particularly helpful in this regard.

Similarly, disclosure of all transactions in dedicated accounts and the

stabilization account  should build credibility both at home and
externally,

éﬁiﬂ'ane the above debt management practices are in place, we could then

“ implement economic policies which either help us outrun our debt burden or
" reduce it through more effective utilization of available foreign exchange
resources. These actions, plus debt relief, should be looked at next in

the context of macroeconomic policies aimed at creating sustainable %

development.

13
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LONG_TERM STRATEGY

We obviously cannot solve the external debt problem in isolation since the
only viable strategy is to grow fast enough to outrun the debt burden and
to build strong justification for permanent debt relief. Such strategy
will not only lighten the debt burden and restore external credibility but
will also lead to future negotiations from a position of strength.

The starting poiQE/ is a strong commitment to growth in the 5-10% range
which can create sustainable development, I have confidence it can be
dore and set out my views, including five basic strategies for sustainable
develcpment, in a previous paper,(7) which focused on - ¢

(1) Shifting the growth burden to the private sector, ;

(2) Using tax reform to shift from consumption to savings, -

(3) Moving from debt to equity finance,

(4) Creating an attractive investment climate, and

(5) Improving management and governance in the public interest.

This International Policy Conference and future debates throughout the
transition to a civilian government should help institutionalize the
ongoing process of open and candid review and definition of macroeconomic
policies. We need particularly to escape our narrow focus on SAP as a
timebound formula that will soon be behind us and our tendency to
individually manage key indicators such as interest rates, exchange rates
or specific prices of goods and services. We need to recognize that-;
structural adjustment s a continuous process in a constantly changihgfi
world and that the entire economy must be managed as a unified whole if we g
are to achieve sustainable development.
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(7) See Nigeria's Search for Sustainable Development; Defining An
Economic Growth Strategy for the 1990's, presented at the Henry
Fajemirokun Lecture sponsored by the Nigerian-American Chamber of
Commerce on May 10, 1990,
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We have already come a long way since 1985, Sector by sector analysis of
the Nigerian economy shows that the global lesson that market economies
work is also true in Nigeria, Virtually all sectors allowed to operate as
free markets are investing and growing today, particularly upstream oil
and the informal sector (with the latter notably escaping from regulation

and not being 1included in official statistics). Conversely, the sectors |,

in  trouble or contributing little to Nigeria's develcpment have
experienced too much government control such as -
. government owned cérporations
. regulated industries such as oil marketing, vehicle assembly and
airlines, and

. subsidized dndustries, which included the banks up until March 5th of
this year,

Continued 1liberalization and movement towards a free market economy are
clearly indicated with government moving towards a more traditional role
and emphasizing the creation of an enabling environment which turns on the
private sector to invest and stimulate growth. The upcoming Paris Club
negotiations provide an excellent opportunity to reconfirm our commitment
to market led economic development,

There are three key areas relevant to today's debt management discussion
which Tink to growth oriented macroeconomic policy and building external
credibility enroute to debt relief., They are -

(1) eliminating inflation,

(2) shifting towards savings and equity investments, and

(3). stimulating the private sector.

Lets review them for specific actions which would help us outrun the debt "

burden through growth, strengthen the Naira exchange ratg and prepare our
case for debt relief.

Inflation s recognized globally as the No, 1 enemy of growfh. Nigeria is
no exception .ince significant long term investment will not take place in
the face of continued inflation and devaluation. Our domestic investment
level must be increased since at 14% of GDP vs. the 30+% achieved by the
Asian NICs, it is too low to fund significant growth. The first step is

to tame inflation which requires simultaneous fiscal and monetary changes

such as -
15



. reduction of deficit spending to as Tlow as 2-3% of GDP, largely
through reduced public sector capital spending and secondly through
privatization, subsidy removal and lower debt service requirements.

. shift from direct to indirect taxation would Le particuiariy useful,
Petrol taxes could be wused to offset reductions in both individual
and corporate income taxes, which in turn would reduce widespread tax
evasion caused by the inflationary impact on individual and corporate
income taxes., v

. monetary controls need to be tightened to support fiscal measures.
In addition to tight control over money supply, steps are needed to
make our banking system fully competitive, including - '

- move first to a completely free foreign exchange market and ‘then
to full Naira convertibility,.

- let interest rates go completely free with interest income taxed
at Tower rates so as to stimulate savings.

- completely free credit limits by relating risk assets to capital
structure rather than past history,

- lastly, let banks go wunder if they cannot compete since this
will greatly sanitize the current banking scene. “

Fully competitive banking will result in the lowest possible exchange

and interest rates plus facilitate CBN's move to the preferred
position of indirect market intervention. Government intervention
should in facf be biased towards an undervalued Naira thereby
stimulating exports and return of flight capital while also
discouraging imports in preference to local sourcing.
|
shifting towards savings and equity investments rather than debt would be
facilitated by control of inflation because low inflation takes away the
attractiveness of being in debt while prices are rising. Specific
positive moves to stimulate long term savings and investment would
include:

. significantly Tlower income tax rates for both corporations and
individuals; tax relief on interest income, dividends and capital
gains; and investment credits for new capital expenditures would

favour savings and investment rather than consumption. Revenue
16
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shortfalls could be made up through indirect taxes (thereby further
discouraging consumption). Indirect taxes could initially be levied
on petrol and eventually extended to selected non-essential goods
and services, provided they are relatively easy to collect.

. capital markets should also be liberalized, as planned, by letting
prices be set directly between buyer and seller.

. as mentioned earlier, government parastatals and major projects
should be self funded without government guarantees or subventions.
This should Tlead to earmarking project revenues for debt service and
more equity and less debt in capital structures of parastatals since
they must fund  themselves from retained earnings and commercial

financing sources. Nigerian capital markets need to be developed
with this additional demand in mind. \

Stimulating the private sector is implicit in all the steps mentioned so
far but we should also focus on creating an attractive investment climate
generally as well as obtaining investments in specific sectors which would
lighten Nigeria's external debt burden, Measures to attract investment
should emphasize existing investors as well as new investors from
offshore, including Nigerian capital abroad. A strong reason to make the
Naira convertible 1is that preferences given to foreign investors can then
be extended to Nigerian's, which will make investment at home far more
attractive. Specific areas to attract investors could be aimed at further
Tightening our debt burden, such as -

. privatization of government interests in upstream and downstream
petroleum, banks, and major utilities.

. new ventures which stimulate exports or wuse local raw materials,

particularly natural gas, agro-processing, and manufacturing for
export.

. new ventures to compete directly with government in such partially

monopolistic areas as telecommunications, electric power, mass'

transport, university education, healthcare, etc,

17



The results from the above measures coupled with improved debt management
will he readily apparent externally. They will greatly strengthen our
credibility and provide the basis for a strong case for debt relief.
Assuming our actions are building a viable track record, we can now
briefly outline our case for debt relief. It goes Tlike this -

. Developed countries now have shored up their domestic banks, which
had lent too much to developing countries. They are now ready and
willing to turn their attention to debtor countries where debt is
blocking growth and undermining global economic recovery. Developed
countries have experimented with a number of approaches to debt
relief and pattern. are now well established as to terms and
conditions. We ,now have the viable opportunity to work more in
partnership with external creditors than continuing to press
unilateral positions or threaten non-payment. In moving towards a
partnership posture, we have a good case to present,

. Nigeria is a test case for political and economic reform within
Africa. In fact, we must succeed if Africa is to succeed. The

international community therefore, in their own self interest, needs -

to support Nigeria strongly.

. we are making considerable progress but our debt burden is a serious
constraint. Structural adjustment has greately opened our economy to
free markets. Qur growth 1in GNP has averaged near 5% since SAP
started. However, our debt burden keeps us from breaking through
into the 5-10% growth level which creates sustainable development.

. we will go beyond conventional debt rescheduling, which only defers
the problem, to embrace fundamental changes in how we manage our
economy and our debt. We have done this by controlling inflation,
shifting towards savings and equity investments, and stimulating the
private sector. Qur track record is steadily improving but our debt
service level is  unsustainable in light of the investment
opportunities which are increasingly available.
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. we have played the debt game as well or better than many recipients
of debt relief (Chile, Mexico, and Venezuela would be good examples
to emulate) and we in Africa, given our unique situation, deserve at
least equal treatment, In asking for debt relief, we can show
exactly how we expect to apply the debt service savings to improve
our growth rate and infrastructure, 1In fact, we are now at the point
of being ready to apply for new loans for new projects which have
assured return on investment and will further improve our ability to
eventually service our debts.,

. lastly, and perhaps we need not use this argument, we are now in such
improved bargaining position that we do not need to ask for favours
not accorded other countries or to accept the first offer we are
made, We have left uur begging bowl at home and now can say we have
earned the right to be treated fairly,

The outlined approach will have created the conditions for sustainable -
growth, changed our approach sufficiently enougn to rebuiid external
credibility and support, and addressed specific debt management issues
which will have 1lightened our debt burden to the point we.can attract
offshore investment and negotiate for debt relief. We can therefore deal

from a position of strength and sustainable development will no Tonger be
elusive.

I have waited till the conclusion to address the issue of "can we do -

: 3 2o Sceptics always raise the "Nigerian factor" as an excuse for
non-accomplishment, My experience shows that structural adjustment can
and s being accomplished. In fact, the process would be difficult to

reverse at this point in time. Moreover, our lack of external credibility
~works in our favour because we can not expect debt relief until we have
earned it. We can realistically expect that external conditions and
pressures will be tightened until we implement credible programmes that
create sustained development and merit debt relief. The strategies
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outlined 1in this paper provide an initial blueprint to improve our debt f
management significantly, What we now need is enlightened leadership and
the willingness for all players - government, private sector, and external
creditors =~ to forge a partnership strong enough to produce a breakthrough
in the years ahead,

RICHARD L. KRAMER
MANAGING PARTNER
ARTHUR ANDERSEN & CO.
APRIL 22, 1992 -
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