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+WHERE ARE WE AND HOW DID 
WE GET THERE? 

n Between 2011 and 2014, crude oil prices 
average over US$ 100 per barrel but 
Nigeria 
n ran budget deficits 
n depleted savings and borrowed locally 

to finance these deficits 
n failed to build external reserves 
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+WHERE ARE WE AND HOW DID 
WE GET THERE? 
Revenue and spending of  the FGN 
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Sources: MOF, OPEC and DMO 



+WHERE ARE WE AND HOW DID 
WE GET THERE? 
Revenue and spending of  the FGN 
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+WHERE ARE WE AND HOW DID WE 
GET THERE? 
External Sector 
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Sources: CBN and our projections 



+WHERE ARE WE AND HOW DID WE 
GET THERE? 
The World Crude Oil Market 

n “We have entered a 
scary time for the oil 
market and for the next 
several years we are 
going to be dealing with 
a lot of  volatility. Just 
about everything will 
be touched by this.” 
n  Jamie Webster,  

    Oil Analyst, Senior Director, IHS 
Energy 
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+WHERE ARE WE AND HOW DID WE 
GET THERE? 
The World Crude Oil Market 
n  SUMMARY 

n  There is competition for market 
share. 

n  Supply strong, demand weak. 

n  “Low” oil prices (US$ 40-60 per 
barrel) are likely to be with us for 
some time – 2-3 years. 

n  Implications for Nigeria 

n  Lower government revenues 
from crude oil 

n  Lower export earnings 
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+WHERE ARE WE AND HOW DID WE 
GET THERE? 
The Federation Account 
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Sources: MOF and our estimates 



+WHERE ARE WE AND HOW DID 
WE GET THERE? 
The external sector 
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+WHAT WE NEED TO DO AND HOW 
WE CAN DO THEM 
Finances of  the FGN 

n  We are now at a position where for every =N= 100 the FGN earns, she 
spends  

n  Over =N= 40 to pay interest on loans 

n  Over =N= 80 to pay salaries and pensions of  her workers 

n  This situation is clearly unsustainable. Government needs to 

n  Grow revenues 

n  Reduce interest payments as % of  revenues 

n  Reduce salaries and pensions as % of  revenues 

n  Increase infrastructure spending in a manner that does not increase 
deficit and spending 
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+WHAT WE NEED TO DO AND HOW WE 
CAN DO THEM 
Finances of  the FGN 

n How can the government grow her revenues? 
n Improve compliance?  
n Raise the rate of  taxes? e.g. VAT 
n Remove subsidy on PMS and HHK? 
n Reinstate tax on the pump price of  petroleum 

products? 
n Increase crude oil production to at least 3 mbpd? 
n Allow NGN/USD exchange rates to reflect 

fundamentals? 
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+WHAT WE NEED TO DO AND HOW WE 
CAN DO THEM 
Finances of  the FGN 

n What are the practical things that the FGN can do to 
reduce its interest payments as % of  her revenues? 

n Add =N= 3.7 trillion of  AMCON debt to FGN debt? 
(recognize a huge contingent liability that has crystallized)  

n  Sell assets and use a portion of  the proceeds to pay down 
domestic debts? 

n Goal is to 
n Reduce interest payments from the current level of  over 40% 

of  revenues to not more than 10% of  revenues in not more 
than 3 years 
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+WHAT WE NEED TO DO AND HOW WE 
CAN DO THEM 
Finances of  the FGN 

n  What are the practical things that the FGN can do to reduce 
its  wage bill as % of  her revenues? In the following order, 

n  Employees of  privatized entities should become employees of  
the new owners 

n  Use a portion of  the proceeds of  asset sales to pay employees to 
take early retirement 

n  Force retirements if  the desired level has not been reached 

n  Goal is to 

n  Reduce wage bill (including pensions) from the current level of  
over 80% of  revenues to not more than a third of  revenues in 
not more than 3 years 
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+WHAT WE NEED TO DO AND HOW WE 
CAN DO THEM 
Finances of  the FGN 

n  How can the FGN increase infrastructure spending in a manner that does 
not increase deficit and consequently debt? 

n  THROUGH PUBLIC PRIVATE PARTNERSHIPS - examples 

n  Transmission Company of  Nigeria – Government owns not more than 49% 
equity and private sector owns the rest (NLNG model) 

n  Company that will own railway tracks and signals that will connect all state 
capitals to Abuja by modern rail – Government owns not more than 49% 
equity while the private sector owns the rest 

n  Companies that the FGN will concession various routes to and who will 
deploy their trains to ply these routes – wholly owned by private sector.  

n  Allow the market to determine the domestic price of  natural gas so that 
IOCs can invest in gas infrastructure but protect the poor though the tariffs. 

n  Goal is to raise annual infrastructure spending from less than 1% of  GDP per 
annum to at least 2.5% of  GDP per annum 
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+
WHAT WE NEED TO DO AND HOW 
WE CAN DO THEM 
The external sector 

n The reality is that, if  crude oil prices remain at between US
$40-60 per barrel, and production does not change 
materially, Nigeria’s oil export revenues will be US$45-50 
billion per annum and not the US$ 90 billion earned when 
oil prices were about US$100 per barrel. 

n It also means that US$ inflows into Nigeria’s current 
account will drop from about US$ 120 billion per year to 
about US$ 80 billion. 

n THE ECONOMY THEREFORE NEEDS TO ADJUST 
TO THIS NEW REALITY! 

© 2015 bodeagusto 

16 



+WHAT WE NEED TO DO AND HOW 
WE CAN DO THEM 
The external sector 

n What are the practical things that the FGN can do to 
increase FX inflows into Nigeria? 

n Borrow FX? 
n Allow NGN/USD exchange rate to better reflect 

fundamentals? Controversial but it will  
n encourage FDI and Portfolio Investment 
n discourage frivolous imports 

n Sell assets in FX? 
n Produce more crude oil? 
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+
THE REAL SECTOR 

n Growth for Q1 2015 was negative and 
the economy might have slipped into 
recession! 

n Economy should pick up during the 
second half  but real growth in 2015 will 
be about half  of  the 6% recorded in 
2014.  
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+
THE REAL SECTOR 
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Sources: NBS and our projections 
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+WHAT WE NEED TO DO 
Money & banking 

n  The economy has slowed down, the CBN needs to ease monetary 
policy to 
n  Stimulate growth 
n  Ensure that the banking sector remains healthy and is able to help stimulate 

growth 

n  We have reached a point where the CBN needs to sacrifice price 
stability for 
n  Growth and employment 
n  Growth in government revenues 
n  Health of  the banking sector 

n  THERE HAS BEEN A FUNDAMENTAL SHIFT IN THE 
ECONOMY. ADJUSTMENTS TO KEY PRICES ARE 
REQUIRED TO BRING IT BACK TO EQUILIBRIUM! 
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+CONCLUSIONS 

n  WHAT ARE THE PRINCIPAL THINGS THAT THIS 
GOVERNMENT NEEDS TO DO TO GROW THE ECONOMY? 
Will they do them? 

1.  Deal decisively with Boko Haram? 

2.  Ensure peace in the Niger Delta? 

3.  Privatize the TransCo? 

4.  Sell JV assets and equity stake in NLNG? 

5.  Unbundle and privatize the railway sector? 

6.  Provide incentives (fiscal and legal) to the IOCs to make 
investments that will raise crude oil production? 

7.  Allow the markets to determine the domestic price of  natural gas 
in order to encourage the IOCs to invest in gas infrastructure and 
get gas to the gas-fired power plants? 
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+CONCLUSIONS 

n  WHAT ARE THE PRINCIPAL THINGS THAT THIS 
GOVERNMENT NEEDS TO DO TO GROW THE ECONOMY? 
Will they do them? 

8.  Improve tax compliance? 

9.  Raise VAT rate? 

10.  Reduce debt stock? 

11.  Reduce the size of  government? 

12.  Increase infrastructure spending through PPP? 

13.  Remove subsidy on gasoline and kerosene? 

14.  Reinstate tax on the pump price of  petroleum products? 

15.  Give conditional cash transfers to the poor? 

16.  Allow the NGN/USD exchange rate to reflect fundamentals? 
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+CONCLUSIONS 

n FOR EACH INITIATIVE NIGERIA EMBARKS 
UPON, THESE QUESTIONS SHOULD BE ASKED 
n How will it grow output? 
n How will this create employment? 
n How will this grow tax revenues? 
n How will this help the poor and weak in the society to 

access services? 
n How will this help secure life and property? 
n How will this ensure key prices are predictable – 

inflation, interest rates and exchange rates? 
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+CONCLUSIONS 

n A ‘do nothing scenario” will not 
help the economy. Things will get 
worse as the cancer grows! 

n Nigeria must make choices! 
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