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ABSTRACT

This project is intended to critically evaluate the Debt
Management Strategies in Nigeria right from inception in 1988 to 1997.
The study identifies two key factors which caused the country's debt
problems. Theae are internal factors — employment of isolationist and
import substitution policies, resulting in over valuation, excessive
reliance on single commodity — oil for foreign exchange earnings and
above all, the cost of maintaining the political entity, Nigeria. Externally,
factors such as increase in interest rates (dollar), currency adjustments
(third currencies), decline in oil prices as well as world economic
depression contributed significantly to the accumulation of foreign debt
by Nigeria.

In its efforts to manage the country's external debt, the
government embarked on a Structural Adjustment Programme and
employed amongst others, a debt buy back scheme, rescheduling and
refinancing negotiations which later turned out to be rather inadequate.
Therefore, other measures such as debt relief and debt equity swap
schemes were introduced. The study also brings out the inadequacies of
the traditional schemes (perceived to be costly and futile) which
necessitated the need for a revised or introduction of new techniques of
managing the country's external debt within a development perspective,
that is revitalization of Nigeria's economy through attraction of foreign
investment, at the same time reducing debt burden.

The Nigerian debt management strategies are analysed critically,
noting in particular, the costs and benefits of the strategies on the part of
various participants, on the Nigerian economy. In addition, the
performance of the programme against its stated objectives was

measured. Moreover, the ability of the scheme to cope with its
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percelved pitfalls is tested. Futile attempts have been made by the
government to control problems such as inflation, round-tripping and
foreignisation.

The Nigerian Debt Management Strategies such as restructuring,
refinancing, debt buy back, debt forgiveness and debt equity swap being
analysed in this sudy are by no means a panacea to Nigeria's debt
problems. They may provide a temporary respite or contribute in
lightening debt service difficulties, but cannot offer a permanent solution
to the country's debt problem, neither will they be sufficient to restore

Nigeria's creditworthiness and attract foreign capital.
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CHAPTER ONE L%%
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INTRODUCTION

1.1 An Overview

The Malaise of an economy becomes manifest where there is
adverse movements in key economic indicators such as Gross
Domestic Product, price level of industrial and agncultural
production; unemployment, balance of payments, exchange rates and
domestic and external debt position as well as many other social
indicators such as health, life expectancy, poverty etc. These adverse
movements translate into difficulties which are experienced and feit
by wvirtually all seémrs of the econotny. For those in business, be
they, trade and commerce or setvices, there is shortage of inputs ot
shuggish demand, dull business climate and uncertain future business
outlook. Rising prices in the market put commodities progressively
out of the reach of consumers, leading to a drastic fall in standards of
bving. Government expetiences declining revenues and pile up of
debt both domestic and external, while the level of public services
such as health care, infrastructural facilities etc. detetiorate, leading to
absence of investments. Unemployment therefore increases as 2
result of stagnation in economic development and growth.

The above manifestations of economic sickness have
charactenised the Nigerian econo:my particulatly since 1981. Other
factors that give nise to this development in addition are the glut in
the oil market, wrong industnal policy and above all, isolationist
policy which was aimed at protecting local capitalist against foreign

investment and competition. This invariably resulted to decline in



inflow of foreign capital in form of equity and tifle to loans which
were contracted at rather expensive rates and tenure mismatched with
projects for which they are meant to finance. This scenatio gave rise
to the present predicament which Nigeria and most least developed

countries have found themselves today that 1s debt crisis.

1.2 Statement of the Problem

Nigeria’s debt problem is rooted partly in the collapse of
international oil price in the eary 1980s and partly in domestic policy
lapses. The policies of the 1970s and the eatly 1980s led to structural
changes which made the economy vulnerable to external shocks. The
effects of rural-urban migration in the wake of oil boom on the
agricultural sector as well as the inappropriate exchange rate policies
and defective incentives pave way for an industrial sector that was
heavily dependent on imported inputs with low value added.
Consequently, the economy became progressively dependent on
crude oil. Thus when the prices of oil collapsed, Nigeria found
herself i serious external payment problems as the country’s external
reserves fell drastically. With the rapid accumulation of trade and
payment arrears, lines of credit gradually dred up while the stock of
external debt was on the increase.

As a way out of the debt cnisis, and in an attempt to put the
economy on the path of growth, various debt management strategies
were adopted. However, it became obvious in 1987 that the
traditional approach to debt relief through rescheduling was
inadequate. Debt rescheduling only stretches out payment as it does
not extinguish the debt. It therefore became inevitable to find new
financial options especially with the emergence of the secondary
market for loan claims on debtor countries. It is against this
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background that a2 Debt Conversion Programme fot the countty was
established in 1988. This 1s a multiple purpose debt rnanagément
strategy that provides an avenue to appropmate for the national
economy part of the market discount in the secondary market and
mcentives for mvestors.

It 15 in the light of the above mentioned facts that a tesearch of
this nature became imperative. Therefore the need to cntically
analyse the performance of the Debt Conversion Programmes in
relation to its objectives especially on debt reduction and investment

promotion in Nigeria has given rise to this study.

1.3 P of th d

The aim of the study is to examine the genesis of the Nigerian
external debt problem and to explore varnous debt management
strategies employed by govemnment in managing the problem.
Specifically, the study will analyse and cntically evaluate the various
Debt Conversion Programmes within the context of its stated
objectives and measure its ability to cope with percetved pitfails and
its impact on the Nigerian economy. The study will also attempt to
analyse foreign direct investment versus Debt Equity Swap and the
underlying impact on the Nigerian economy.

14  Significance of the Study
The management of Nigeria’s public debt outstanding since

the 1980s has been a major macroeconomic problem. This is largely
because public debt has pervasive effects on the economy. The size,
growth, structure and servicing of the debt have serious
consequences not only on the macroeconomy but also sectoral and

microeconomic activities and decisions. For years, the Nigerian



public debt has been growing in spite of the efforts being made by
the government to manage 1t and minimise its crushing effects on the
nation’s economic activities.

In a developing economy, the external debt causes more
concern than domestic debt. This is not to say that the latter has no
seftous consequences on the economy. Rather, it is because the
burden of external debt is far more crushing than domestic debt. The
significance of this study is therefore hmged on the fact that the
consequences of external debt crisis on a fragile economy such as the
Nigeria’s are devastating, Another significance of this study is that
debt cnisis has remained persistent. This is so becausc despite all the
management efforts of controlling external debt, thete seems to be
no easy way out.

This study will go a long way to analyse the various debt
maﬁa.gem::nt strategies and pin point the pitfalls and possible solution
to debt cnisis sn Nigena. Operators of the Nigerian economy such as
policy makess, politicians and business community are expected to
gain from this study in mo small way. This is because all debt
management strategies are likely to reduce debt stock, restructure the
outstanding debt, minimise its burden and its adverse effects on the
economy are the main focus of this study. To the scholars, the study
will serve as a source of knowledge and confirmation of whether
eadier research findings still hold in the face of the fragile natute of
Nigetian economy. Furthermore, the study will identify new
strategies that will consolidate or revolutionalise eatlier research

findings.



1.5 Delimitation of the Study _
The research will focus on Debt Management Strategies with

special emphasis on the Nigenian Debt Conversion Programme. The
environments in which the research will be conducted are Abuja and
Lagos. The study 1s mainly restricted to records kept at Central Bank
of Nigenia in both Abuja and Lagos on Debt Conversion Programme.
Furthermore, the study will also employ the presentations made at a
Seminar on the ‘Debt Problem and the Nigenian Economy —
Resolution Options’ orgamised by Debt Management Department,
Central Bank of Nigeria. ' |

The mformation used for the analysis covered a Nine.—yea.r
period between 1988-1997. In order to attain the objectives of this
research, the delimitations of the study was defined to embody all
relevant aspects of Debt Management Strategies in Nigena.
Information was obtained on the concept and modalittes of Debt
Cotwersion Scheme m general and the Nigetian Programme in
particular. Furthermore, information on the performance of the
programme imn relation to debt reduction, investment promotion as
well as its effects on the balance of payments position of the country
would be examined. In addition, the study also focused on the

problems encountered so far and the future prospects of the

Programme in Nigenia.

1.6 Limitations of the Study
Time and cost are the major constraints to this study. These

two factors will not allow fot a visit to some creditor nations and
bodies who are mostly overseas for interviews and further research.
The non-existent of literatute from other successful third world

country such as Brazil and Mexico on their debt conversion



programines is again another serious limitation to this study. Again
another limstation is Jack of up-to- date statistical data and the
authenticity and reliability of data already obtained. |
Notwithstanding these constraints, the finding of the research
still hold because the facts contained in the study will help policy
makers, politicians, businessmen, scholats and the general public to
have an insight into the debt crists and attempts made at remedying
the situation. Furthermorte, the effects of debt management strategies

on the Nigenan Economy ate also discermble to all m the study.

1.7 Methodology
Data have been obtained largely from secondary sources such

as Semunar and Conference papers, joumals, periodicals, magazines
and newspapers. In addition, publications of relevant authorittes
and/or government institutions have also been used alongside
discussions with relevant parties such as participants in the
programme (redemptors) and government officials responsible for

administering the debt conversion programmes.

1.8 Definition of Terms
a. Debt: A debt is a state of owing money either by an

individual or a country.

b. Public Debt Public debt 1s an aggregate of a
country’s debt which includes both domestic and
external debt.

. Domestic Debt: Domestic debt is that aspect of a
country’s debt that is sourced and obtained internally --

that is debt owed to domestic residents.
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External Debt: External debt is a2 debt that is obtained
outside the country — that is debt owed to outsiders.
Multilateral Debt: Multilateral debt is debt that is owed
to multilateral institutions such as World Bank Group,
International  Monetary Fund (IMF), African
Development Bank (ADB), European Economic
Community (ECC), Otrganisation of Petroleum
Exporting Countries (OPEC) etc.

Bilateral Debt Bilateral Debts are debts obligations to
Paris Club, London Club and Promissory Notes.

Paris Club: Paris Club is a club of creditor nations
which has extended loans to LDCs 1. Government to
Government debt. Some of the members include UK,
France, Belgrum, the Netherlands, etc.

London Club: London Club is a group of prvate
creditor  instttutions, mostly banks which extended

~various loans to LDCs.

Promigsory Notes: Promissory Notes are i:rade

credits extended to vatious Nigerian importers during
the import license era.  The trade credits were
securitised in form of IOU and have a matunty profie
of 22 years with quartetly interest and caprtal repayment.
Debt Securitisation: Debt Securitisation 1s 2 process of
sssuing of bonds that can be passed among lenders
instead of simply security bank credit that is expected to
remain with one until maturity.

Debt buy-back: Debt buy-back is characterised by sale
of claims for cash by creditors banks.
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Refinancing: Refinancing is a process whereby new
money is secured to finance an existing principal or
interest payment of a loan. |
Rescheduling: Rescheduling is the restructuring of an
outstanding problem loan with the resultant stretching
‘out of repayment period.

Dcbt Equity Swap: Debt Equity Swap is a process
which allows debt/credit to be converted into equity.
Debtor Countrigs: Debtor  Countries  are  those
countries that owe either the Multilateral ot Bilateral
debts.

Redemptor: A redemptor 1s a person, artificial or
natural, who is desirous of converting sovereign

countres debt for investment in a local company or as a
donor.

Bretton Woods Institutions: Bretton Woods
Institutions are the Word Bank (IBRD), IMF and other
auxiliary organisations, such as the Intemational Finance
Corporation (IFC), Mulaiateral Investment Guaranty
Agency (MIGA) based in Washington DC, etc.

Brady Bonds: The Brady Bonds are collaterialised
bonds which mitially were London Club debts, but
subsequently securitized and backed by US Treasury
Bills. The Bonds attract a semt-annual interest. These
were named after the former US Treasury Secretary,
Nicholas Brady.

Debt Forgiveness Or Debt Write-off: This refers o 2
situation where the debtor country ts offered some debt

* relief in form of cancellation of the debt.



1.9 Outline Of The Study
The study consists of five chapters. Chapter One is

introductory which states the statement of the problem, purpose of
the study, significance of the study, delimitations of the study,
limstations of the study, methodology as well as definitions of some
key terms that are going to be used in the study. Chapter Two will
mainly deal with literature review. Both the Nigerian economy and
the External debt portfolioc are expected to be reviewed in this
chapter. Furthermore, the Debt Management Strategies are expected
to be analysed under this chapter.

Chapter Three 1s expected to deal with Data collection. Under
this chapter, objectives and performance of Debt Management
Strategies are going to be analysed In addition, some of the
applications received under the management strategies and their
distribution according to each industry will be analysed. Chapter
Four will involve data analysis. Data analysis will involve critical
analysis of the implication of Debt Management on GDP, effects of
debt management straiegies on employment and the impact of debt
management on Income generation. Furthermore, the mfluence of
debt management strategies on standard of living will be critically
looked at. Lastly, a critical examination of Foreign Direct Investment
(FDI) versus Debt Equity Swap (DES) will be on focus. Finally,
Chapter Five is mainly conclusion and this is going to be summary,

obsetrvation, conclusion and recommendations.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Review of the Nigerian Economy

2.1.1 Preview:-

This broad overview of recent developtent mn the Nigetian economy
focuses on the movements of selected major economic and financial
indicators. The main purpose is to examine the trends of these mndicators.
As a background to the survey, the paper provides a tour d’horizon of the
economy between 1970-1997, dividing the period into five episodes: the
boom (1970-1980); the deepening crisis period {1982-1985) and the SAP
period, (1989-1990). The recent events (1991-1996) and finally, a review of
the 1997 fiscal year and beyond would be made.

2.1.2 Background, 1970-1980 — Period of Relative Boom:

The oil boom in the 1970s conferred Nigetia with an unprecedented
wealth which encouraged the government to embark on ambitious large
scale capital projects notably, in the steel and aluminium works,
infrastructure, agriculture as well as in the rapid development of Abuja.
However, the collapse of the oil export (quantity and price) in the eady
1980s reversed the boom, plunging the economy into a protracted period of
deep recession from which it has not fully recovered despite the vanous
policy attempt aimed at restoring the economy to a sustainable growth path.

The sharp decline in oil exports (quantity and price) drastically
reduced revenue available to the Government. However, the decline in
revenue was not matched by commensurate reduction in public expenditure
partly because of government’s inability to resist competitive distributional

demands and parily because of the perception that the recession in the
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world oil market would be transitory. The change in expenditure was largely
a shift from investment to consumption. To be sure, some large scale
projects considered to be crucial to the country’s economic development,
notably, the steel works, aluminium smelter, Abuja and others wete virtually
unaffected.

2.1.3 Deepening Crisis; 1982-1985

Between 1981 and 1982, the country’s twin deficits — the fiscal and
current account widened substantially, tesulting in severe internal and
external mbalances. The grossly over-valued exchange rate of the Naira
undermined the competitiveness of the non-oil exports, as well as
encouraging éapital flight. In spite of these adverse developments, the
authornities tnihal reaction was charactentsed by fiscal laxity as well as absence
of any coherent and creditable policy responses. To be sure, the sharp
decline in ofl exports and its severe impact on the economy forced the
Government to take a number of austerity measutes between 1982 and 1985
including quantitative impott restrictions, monetary squeeze and a range of
other control measures. As a result of the severe compression of importts,
investment fell sharply resulting in the negative growth rates of GDP by an
average of 5% in 1983 and 1984.

The mflaton rate rose sharply to over 40% m 1984 reflecting the
effect of large fiscal deficits in 1982 and 1983 and the concomitant monetary
expansion as well as the effect of supply scarcities, especially food imports.
"The inflation rate fell to 5.5 % in 1985 largely as a result of good harvest and
the improved fiscal position in 1984 which significantly reduced the
expansion of money supply. However, the over-valuation of the Naira
exchange rate had impaired the external sector competitiveness which
coupled with other policy —induced distortions, contributed significantly to
the virtual disappearance of most of the country’s traditional exports such as

cocoa, groundnut, palm oil and others. The external payments position
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deteriorated sharply resulting in sustained increases in the external debt

stock from $10.1 hillion in 1982 to over $25 billion in 1986 while the debt
service obligation also rose significantly. |

2.14 Structural Adjustment Programme — 1986-1990

The dramatic collapse of the ol price from $38 per barrel in 1981 to
less than $15 per barrel in 1986 caused revenue accruing to the government
to fall sharply while the country’s external reserves were virtually depleted.
By mid 1986, the economy was in a vertable state of depression
characterised by declining capacity utilisation and low investment as well as
high level of unemployment. It was this situation that brought about the
new otientation to the countty’s economic management. Accordingly, in
1986, a two year Structural Adjustment Programme (SAP) was adopted
atmed at addressing the problems of macroeconomic and structural
imbalances in the economy through a combination of demand management
and growth-onented policies. Under the programme, all prices were
decontrolled and the stfling marketing board arrangement were abolished.
The Naira was substantially devalued to address its over-valuation and to
enhance the extemnal sector competitiveness. The financial sector was also
substantially deregulated resulting in the decontrol of interest rates in 1987
with Mintmum Rediscount Rate (MRR) acting as the nominal anchor.

By 1987, government reverted to expanstonary fiscal and monetary
policy stance and, in 1988 a reflatonary policy was adopted, largely in
response to the shatp nise in food prices, especially imported foods in that
year and to distributional pressures to relax the SAP which it was argued
was imposing severe hardship on the people. As a fesult of the
expansionaty measures in 1987 and 1988, the inflation rate surged to an
average of 53.3% in 1988 and 1989. However, realising the danger which
high inflation portended for the economy, stingent monetary measutes

which included the use of stabilisation secunities and the withdrawal of
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public sector deposits with the Commercial Banks to the CBN were taken in
1989. As a result, the inflation rate fell sharply to 7.4% in 1990.

After a rather sluggish beginning, GDP grew at an average of 8.5% in
1986-1990, having reached a peak of almost 10% in 1988, compared with
the negative rates of the pre-SAP years. Available data also indicated a
nising trend in real per capita private consumption in contrast to the negative
trend in 1981-1987. The agricultural and manufacturing sectors contributed
significantly to the improved performance of the output growth. However,
the inflation rate rose from 5.4% in 1986 to 10.2% in 1987 and sharply to an
average of over 53.3% in 1988 and 1989, largely reflecting the impact of the
budget deficit financed largely through the banking system and especially
through the CBN with its concomitant monetary expansion and also from
the sharp nise in imported food prices. Reflecting the effect of the
devaluation of the Naira and the abolitton of the Marketing Board
arrangements, the ensuing improved ratio of producer ptices to export
prices enhanced the production of such products as cocoa, soya beans,
textile and others while the liberalisation of export trade resulted in
significant reduction in implicit taxation of farm incomes, all of which
contributed to the improved export performance of these non-oil export
products. Consequently, the overall balance of payments swung from a
deficit of NO.8 billion in 1986 to a surplus of N8.7 billion in 1989 before
returning to a deficit of N5.8 billion in 1990. The external debt situation
deteriorated as the debt stock increased from $25.6 billion at the end of
1986 to $33.2 billion in 1990. The increase was largely a reflection of new
borrowing, changes in exchange rates of the currencies in which the debts
were denominated as well as the capitalisation of outstanding interest.

Notwithstanding the noticeable improvement in the economy sequel
to the adoption of the SAP, the overall petformance since 1991, has been
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mixed but, in general, unimpressive and disappointing characterised by weak

consumer demand, low capacity utilisation, weak growth rate, high

unemployment and unti 1996, by high inflation rates and an unhealthy

external payments position. The momentum of 1986-1990 pointing towards

a tecovety was transitory and not sustained in subsequent yeats.

We shall now examine real sector developments:-

a.

OQutput: In real sector of the economy, real GDP growth rates
dechined from an average of 8.5% in 1988-1990 to an average
of 3.1% m 1991-1993 pummeiling to 1.1% in 1994. The

- growth rate, however, picked up moderately, rising to 2.2% in

1995 and 3.3% m 1996 reflecting among other things, the
effect of the improved fiscal stance. The growth rates were
however well below their expected budgetary targets.
Moreover, against the background of an annual population
growth rate of over 3.0% capita, the overall impact of GDP

~ growth rates on income during this petod remained negligible.

The growth is also low when compared with Nigena’s
historical level attained in the 1960s and with the much higher
rate achieved by countries that were in the same analytical

group as Nigeria, in the 1970s and eady 1980s, notably,

_ Mélaysia and Indonesia.

The overall weak performance of the growth rate of the
economy during this petiod was largely a reflection of the poor
petformance of the manufacturing sector where capacity
utilisation declined sharply from an average of 41.0% in
1987/88 to about 30% in 1994-1995 rising only margnally to

 325% in 1996. The share of the manufactuning sector has

stagnated to an average of less than 8% between 1992-1996

while its growth rates recorded an average negative rate of



b.

15

- 4.7% 1 1992-1995. The sector has been severely constrained
- by several factors, including high production cost especially

imported inputs, inadequate and unreliable infrastructural
facilities, low level of consumer purchasing power resulting in
high accumulation of inventory and low level of tnvestment.

Similarly, the performance of the agricultural sector to an

 average growth rate of 3% in 1994-96 has been modest being

largely influenced by the vagaties of the weather and severely
hampered by macroeconomic instability and by inadequate
auxihaty services including agricultural research and extension
services and other factors.

Prices:-  The mflation increased sharply from 7.4% in 1990
to 13.0% mn 1991 then accelerated to 44.6% i 1992 and
furthet escalated to an average of 57.1% in 1994 and agan
sharply to 72.8% in 1995, largely as a result of the huge budget
deficit ovethang. However, reflecting the effect of contnued
fiscal consolidation and high monetary stance adopted in the

- 1995 Budget and consolidated 1 1996, the inflation rate

dropped sharply to 29.3% in 1996.

Fiscal Sector:- The overall fiscal deficit which was 8.5% of
GDP in 1990 increased to 12.4% in 1991 but declined
significantly to 7.2% 1 1991, due largely to the effect of the

- windfall in oil tevenue resulting from the Gulf cnss.

However, the deficit rose substantially to 15.4% of GDP in
1993 but fell sharply to 7.9% in 1994 reflecting the effect of
the tight fiscal policy and monetary stance of that year.
Reflecting the impact of continued prudent fiscal stance,

especially with tespect to expenditure as well as the aggressive

. revenue drive including the contribution from Value Added
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Tax (VAT) and AFEM surpluses in the 1995 and 1996
budgets, the overall fiscal operations of the Federal
Government resulted tn a surplus of 1.6% of GDP in 1996.
Monetary Aggregates:- Developments in monetaty sector
tend to reflect the movement of fiscal operations of the
Government which m tum, has been mfluenced by the
development in the oil sector and its impact on government
revenue, The growth of broad money increased sharply from
32.7% 1n 1991 to an annual average of 49.5% in 1992 and 1993
’ .teﬂec:ting the expansionaty imnpact of increased credit to the
Federal Government. The rate however declined to 39.1% in
1994 réﬂecting the impact of the tight monetary and fiscal
policy measures pursued in that year. It declined further to
10.2% in 1995 before nising to 25.7% m 1996. Unlike in the
previous years, the sharp increase mn monetary aggregates in
1996 largely reflected the expansionary effect of the substantial
net inflow of foreign asset, the financial operations of the
Petroleum (Spectal) - Trust Fund (PTF) and the Federal
- Government as well as the release of stabilisation securities to
Commercial and Merchant Banks during the year.
‘Banking Credit- The growth of aggregate bank credit to
the domestic economy which was 17.1% in 1990 accelerated to
45.3% m 1991, 69.1% in 1992 and 91.4% m 1993. The
increases durmg this period were largely accounted for by the
banking system claims on government. However, reflecting
largely the effects of the tight financial policies adopted in
1994, the rate decelerated rapidly to 29.2% m 1994 and further
to 5.0 in 1996.
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Credit to the private sector increased from N61,020.3
million in 1992 to N92,501.6 Million in 1993 or 51.6%. The
growth rate decelerated to 32 % in 1994, rose by 51.8% in
1995 then declined significantly to 21.9% in 1996. The slow
down in the growth of bank credit to the private sector in 1996
was largely a reflection of the continued weakness in the
economy due to weak demand for credit.

Credit to government rose dramatically from N80,715.6
million m 1992 to N178,843.3 million in 1993 by 121.6% and
further to N228,349 million or by 27.7% in 1994. The rate of
deceleration in the growth rate in 1994 was as a result of fiscal
consolidation in that year. The banking system credit to the
government sector fell substantially by 8.6% and 10.1% in
1995 and 1996 respectively. Credit by CBN which had
mncreased but at a decreasing rate between 1992 and 1994 fell
sharply by 27.6% to N137,216 million in 1996 from
N189,505.3 million in 1995.

External Sector:- The external sector developments have
been largely influenced by the events in the oil sector. External
reserves stock rose from N3,883.6 million n 1990 to $448.67
million in 1991, fell significantly to $716.2 million in 1992, but
improved substantially to $1,330.1 million in 1993. 'The
vanability in the reserves position between 1991-1993 was
attributable to a number of factors, including the effect of the
fluctuations in the world oil market which affected inflows, the
use of the external reserves for external debt services and for
shoring up the Naira exchange rate to prevent it from shding.
The improvement in the external payment position was
sustained in 1996 with a substantial reduction in owverall
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balance of payments deficit from about $2,274.4 million in
1995 to US $761.0 million in 1Y96, while the stock of external
reserves rose to 7.6 months of imports compared with 2.1
months of imports in 1995. The substantial buoyancy in the
sector was a result of a combination of factors—exogenous
and endogenous—the former reflecting the effect of the sharp
increase in the average selling price of crude oil m the
ﬁltemaﬁonal market which rose from $17.3 pet barrel in 1995
to $21.2 per barrel in 1996 as well as in the increase in the
volume of export which was higher by over 10 million barrels,
while the latter related to the effect of fiscal consolidation and
continued tight monetary stance.

The dual exchange rate system which was introduced in
1995 was maintained in 1996, with the official rate remaming
fixed at about N22 to US $1 while the autonomous foreign
exchange matket (AFEM) rate was largely market determined.
The latter rate appreciated from N85:$1 to N80:§1 as at the
end of December 1996.

2.1.6 Overview of Economic Performance in 1997 Fiscal Year and
Beyond _

The overall economic petformance i the 1997 fiscal year as

enunciated by Minisier of Finance duning the 1998 budget presentation 1s as

indicated below:-
a. Inflation Rate:- The rate of inflation fell from 72.8% in

December 1995 to 29% in December 1996 and as at 31
December 1997, the projected outgoing rate of inflation was
8.5%. It is expected that the rate of inflaton will not be more

than 7% in 1998,
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Exchange Rate: At the highest point, the doar sold for N85.
H.owevct, with improved foreign reserve, the Naira gradually
appreciated and as at 31 December 1997, the dollar sold for
N75.

~ Interest Rate: The Nigerian economy is now chatacterised by
positive real interest rate. During the year, the average lending
rate of interest ranged from 18% to 20% while savings ranged
from 4% to 12.5%. |

Excess Liquidity.- During 1997, the excess liquidity in the
banking system averaged N7.1 billion. This compares with an
- average of N11 billion excess liquidity that occurred in 1996.

- Gross Domestic Product (GDP):- In the 1997 budget, it
was anticipated that the growth rate would not be less than
5.5%. The GDP in 1997 grew by 3.77% representing a
marked improvement from 1.3% in 1994, 2.2% in 1995 and
3.25% in 1996. |

| Fiscal Deficit- The overall fiscal deficit of the Federal
Government i 1997 amounted to N5 billion and this is after a
full provision has been made for the capital budget of N89
billion. The deficit is after adjusting for the excess receipts of
sale of crude o1l and receipts for royalties amounting to N66
billion. The operational deficit is also arrived at after taking
into consideration extra budgetary expenditure of N16 billion
and N2 billion in respect of capital and recutrent expendtture
respectively as well as additional interest on Treasury Bills
amounting to N20 billion. When this operational deficit of N5
billion is netted against the surplus of N38 billion brought
forward from 1996, there is a surplus of N33 billion mn 1997 as
against a zero budget suzplus to be carried forward to 1998.
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g. Reserves:- A summary of the balances standing on the reserve
accounts as at 31 December 1997 shows that there is an
accretion of N3.295 billion in our foreign teserves. When this
accretion 15 taken into consideration with other reserves
brought forward, Nigetia’s external reserve as at 31 December
1997, stood at $7.7 billion.

h. External Debt- The collateralised external debt for the
pedods 1995, 1996 and 1997 has remained stable and fixed
which was $2.04 hillion. The non-collateralised external debt
for 1995 was $30.6 billion. In 1996, it was $26 billion. As at
December 1997, the external debt stood at $25 billion. The
Finance Minister, during the usual press briefing on the 1998
budget said “As a nation, we now know how much we owe.
Government has put in place a debt management strategy that
is sustainable. A high debt overhang is inversely related to
growth. It is therefore, our intention that our debt strategy will
free resources for the development of wital sectors of the
economy’.

See Table 1 in Appendix 1 for details of the performance of the

economy over a 3 year period.

2.2.1 Background
The LDC debt crists which began in August 1982 has generated a lot

of interest particulatly amongst government officials, politicians,
academicians and jourmnalist, so much that it is hardly surprising that an
apparently never-ending stream of proposals has been put forward for
dealing with this problem.
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Stmilarly, Nigeria’s external debt problem became pronounced in the
early 1980s when numerous external Joans were indisctiminately acquired
and foreign exchange earnings plummeted consequent upon the collapse of
prces in the intemational oil market. But the seeds of the debt problem
wete actually sowed i 1978 when the country borrowed from the
Eutodollar International Capital Matket on commercial terms. Suddenly,
the debt profile showed a significant shift from the traditional concessional
bilateral and multilateral sources to market sources charactensed by high and
varable interest rates, shorter repayments and grace petiods. And since the
early eighties the rapid growth of the debt stock and debt service payment
has become a wedge on national development. |

The aggregate debt stock ncreased from $906 million mn 1976 to $3.4
billion in 1977 and to $17.8 and $25.6 billion 1n 1983 and 1986 respectively.
As at December 1995, the debt stock stood at $32.6 bdlion. By 1996 and
1997, the debt stock droi)ped to $28 and $27 billion respectively (see Table
2). In explamning the rapid build-up of the debt stock it 15 important to recall
the substantial role of import of goods and services and the rapid build-up
of trade arrears from the early 1980s. Of course, there were other important
factors in the build up. Amongst this was the fact that some project-tied
loans were contracted without consideration of economic viability. Othets
were: utilisation of short-term loans sourced mainly from private markets to
execute projects of long-gestation petiods; harsh borrowing terms reflecting
high and floating interest rates, short matunties of debt and short grace
periods; harsh international financial system which makes the debt to grow
uncontrollably;, indiscrimitiate and uncontrolled borrowing abroad.
Mismanagement of borrowed funds; and inadequate or lack of debt
management policies. Indeed, 2 poor use of extemnal debt loans has been a
major cause of the debt burden. The major portion of the increase 1n the

debt stock since the Structural Adjustment Programme in 1986, has been
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due to such factors as new borrowings, rise in foreign interest rates,
capitalisation of unpaid interest charges and changes in the exchange rates
of the vanious foreign currencies in which the Nigeria’s foreign debt is
denominated.

was converted mnto Brady Bonds. These bonds attract semi-annual interest
rate of about 6.25% and a balloon repayment of the principal at the terminal
end of the facility. The debts are collateralised by zeto coupon US Treasury
whose maturity has been tailored with that of the bond. Nigetia has
technically extinguished London Club debts owed to prvate and
commercial bank creditors through the debt buy-back and collateralisation
of the residual London Club debts in January 1992.

2.2.3 Paris Club Debts:-

While Nigeria has technically extinguished the London Club debts,
the Panis Club debts owed to official creditors have remained the major
problem of Nigenia’s debt management. At present, the rescheduling terms
of the Paris Club debts do not allow for debt reduction. To compound the
debt problem, Nigeria’s debt servicing capacity has declined over the years.
The Paris Club debts account for the lion’s share of Nigenia’s total debt.
The three Pans Club rescheduling agreements of 1986, 1989 and 1991 have
so far not reduced the stock of debt; instead, arrears and amounts falling
due within a consolidation petiod, usually 12 to 15 months were capitalised.
Amounts capitalised during the rescheduling, the interest component of
current payment atrears and penalty on late principal and interest have
contributed to increase the level of indebtedness.

Payment arrears which started accumulating since 1992 rose to
$6,826.97 million as at end-December, 1994. Asrears apart, the allocation of
debt service in 1994 budget which was 30% of expected official foreign
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earnings, represented about 50% of debt obligations for the year. Indeed, as
the 1996 federal budget statement acknowledged, the debt servicing
problems constitute a serious obstacle to the inflow of external resources
into the economy. In spite of the fact that government has been servicing
the debt with $2.00 billion annually in the past 5 years, the accumulation of
debt service atrears which is being compounded with penalty interest had
not permitted a reduction of the debt stock before 1996. And in 1996 debt
service requirement was $4.271 billion. Adding the debt service arrears of
$11.280 billion up to December 1995 would yield the total debt service
requirements in 1996 of $15.551 billion. 'This is staggering and requires
substantial relief from the creditors.

In 1997, the debt servicing requirements are still higher. A total sum
of $16,103.96 million is required to service debts in 1997. This comprises
$11,124.0 million as at 1996 and $4,979.96 requitement in 1997. The
$16,103.96 million represents 112% on projected total foreign exchange
inflow in 1997.

Obviously, the burden of-amortization and interest payments has
tended to drain the nation’s resources and reduce the possible expenditure
of resources on productive ventures. ‘The setting aside of a
dispropottionately high percentage of export earnings to meet debt service
obligations means increasing inability of the country to pay for other
imports of goods and services vital for economic growth. This has been the
case in Nigeria. And to the extent that the external debt service increases
the government budget deficit financed mainly by the Central Bank, it poses
a problem for the achievement of macroeconomic objective including price,
exchange rate, and interest rate stability as well as balance of payment
viability. The implication of this, thetefore, is the need to reduce the debt

service ratio substantially in order to release foreign exchange tesources for
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funding economic necovety programmes as well as make the continued
contracting of burdensome new loans unnecessary.

Unfortunately, the butld-up of debt stock and the consequent debt
overhang have continued to pose serious debt management problems, more
especially as the country’s negotiations with the London Club, Paris Club of
creditors (bilateral creditors) yield very little relief. ‘This is partly because of
the restrictive nature of the packages offered by the creditors and partly
because the negonations were not accompanied by a vigorous pursuit of a
medium-term economic reform programme, as demanded by the
international creditoss, to address the uﬂdetlying economic problems.

The reconciliation of Nigeria external debt figures with various
groups of Creditors which began in 1996 was continued in 1997. To date,
11 of the 14 Creditors countries have been visited representing 94% of
Nigeria’s debt to the group of creditors as at June 30, 1997. The
reconciliation also revealed that Nigetia had fully paid off her indebtedness
to Ireland, Sweden and Norway. Nigena's total indebtedness to the ‘Paris
Club members, updated to December 31, 1997 stood at the equivalent of
US $18,980.39 million as against US $19,091.73 million in 1996.

2.24 Promissory Notes:-
Promissoty notes arose mainly from trade credits. ‘The history of US

Dollat/CBN promissoty notes can be traced to the era of the import licence
days. Duting this petiod, import of consumables was mostly done through
bills for collection/open account, letters of credit which are largely covered
by import licence first prior to approaching banks for the imports.
Importers who secused the licence approach their bankers together with
their Naira cover and the import effected. The banks keep the Nawa cover
pending receipts of foreign Exchange Cover from the CBN to enable them

remit the money to the foreign expotters. However, as time went on,
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although the imports continued, Foreign ixchange Cover was not granted
leading to accumulation of trade debts. Efforts by the government to clean
up the accumulated trade arrears arising from these transactions proved
abortive because of the quantum of the arrears hence the debts were
restructured from immediate payment to a twenty-two year IOU.
Essentially, the debts were securnitised and made to be interest bearing with
interest payment made quarterly together with a proportion of principal.
Hence the principal payment is spread over a long period and the burden
substantially reduced.

The Federal Government Team verified the transactions carried out
by the Chase Manhattan Bank of New York with regards to the Promissory
Notes issued between 1984 and 1988 by the Central Bank of Nigera to
cover account accumulated short-term trade arrears. The face value of the
Promissory Notes consolidated in 1988, was US $4,891,295,660.00. The
total amount, together with the integrated interest was to be amortized in 88
quarterly installments. Each of the first 8 installments was fixed at 1.25% of
the Promissory Notes face value while each of the remaining 80 installments
was fixed at 2% of the Pmﬂﬁssofy Notes face value. Nigena’s outstanding
principal commitment on the Promissory Notes as at November 14, 1997
stood at US $1,612.54 million. The final payment will be made on January
5, 2010.

2.2.5 Multilateral Debts:-

The World Bank classification places 34 countries in Sub-Saharan
Africa (SSA) in the low-income category, 9 in the lower middle-income and
7 in the upper middle income category. The total debt stock of this region
has been rising despite the series of rescheduling and debt reduction
initiatives, and had reached unsustainable level in the absence of additional
debt relief. The debt problems were experienced at the country level and
remained widespread in Sub-Saharan Africa, although there were differences
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among the counines regatding the level of their external debts. Problems
mantfested themselves as current cash-flow burdens, as charges on future
resources, and as burdens on economic management. At the end of 1994,
the total debt of Sub-Saharan Africa, excluding South Africa and Namibia,
peaked at US $189,216 million while the gross total export of goods and
services for the period was US $442,241 million. The Gross National
Products (GNP) during the period stood at US $114,387 million. The debt
stock was equivalent to 448% of export eamings and 165% of aggregate
GNP dunng the period. The debt service payments therefore absotbed
substantial portion of export eamings in the region. The bulk of the debt s,
however, owed to the multilateral institutions and the Paris Club group of
Creditors. The aggregafe external debt of Sub-Saharan countries, mcluding
arrears, grew substantially in the period 1980 through 1995, with the
multilateral debt accounting for the major share. | |

Multtfateral debts comprise three matn distinct components namely:-

a) debts owed to the International Monetary Fund (IMF)

b)  Debts owed to the World Bank group made up of IBRD
Loans which :tre' non-concessional  and  International
Development Assistance (IDA) which are concessional loans;
and

c)  debts owed to regional multilateral mstituttons such as

| the African Development Bank (ADB), the European
Investment Bank (EiB), the Organisaton of Petroleum
Expotting Countries (OPEC) and its Arab equivalent (Arab-
OPEC) and the European Economic Community (ECC),
among others. "

During the year 1997 a team of Federal Government Officials held

joint discussions with the relevant staff of Interational Monetary Fund and

the Wotd Bank on Nigena’s debt figures. The Bank and the Fund did not
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present debt stock figures to the FGN team, rather they jointly analysed the
figures presented by the Nigenan side on our stock of pre-cut off date (e
the rescheduling debts and the non-previously tescheduled portion) as at
30° June 1997, was slightly higher than those obtained by the staff of the
Bank and the Fund from the secretariat of the Paris Club. The difference in
the figures of arrears on post cut off dates supplied by our teatm and those
by the Fund/Bank’s team was largely accounted fot by payment in pipeline
in Nigenia and exchange rates fluctuations.

Details of outstanding public debts arc contained in Table 2
(Appendix 1)

2.3 Causes of Debt Problems

The causes of debt problems largely differ from one country or
debtor to another. The factors may well be ‘extemal’ that is those that are
not within the control of a debtor for instance oil prices, US Doilars mnterest
rates and the 1981-82 world recession; or Internal such as unsustamnable
underying disequilibrium in exchange rates (Currency over valuation),
budget deficits, and excessive rt;.course to the world capital markets.
(Dombusch 1986 p.96). |

In the case of Nigeria however, Sanusi {1988 p4) noted that patt of
the causes of Nigeria’s external debt problem ate excessive reliance on
external debt {as opposed to equity investment), tnappropriate fiscal and
monetary policies as well as wrong structuting of the loans (which now calls
for rescheduling and refinancing which we shall examme later). In addition,
govetnment pursued 2n expansionary monetaty and fiscal policies while at
the same titne putting excessive controls such as pricing of goods and
services as well as fixed exchange rate mechanism resulting in excessive over

valuation of the local currency and distortions in tenns of ttade or weaken
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export. There was a very weak control over borrowing as state governments
were also allowed to borrow in foreign exchange.

Another factor which contributed to the sudden increase in Nigeria’s
external mndebtedness is the devaluation carried out by the govemment.
Walker (1992) pointed out that in 1980, Nigeria’s foreign debt was only $9
billion or 9% of GDP. Between 1985 and 1987, the stock of the country’s
debt jumped from $20 billion to $31 billion. Yet during these periods, only
about $1 billion was recorded as capital inflow to Nigeria. What accounted
for the difference of $10 billion is a combination of factors amongst which
are devaluation, capitalisation of unpaid interest as well as ‘third’ currency
adjustments. “Although external debt continued a build up, net resources
transfers have been consistently negative, averaging 4.5% of GDP per year
from 1986-1991 and totalling to US$11 billlon”. Afmbank Rewiew on
Nigeria (1993 p.45).

However, suffice to mention that debt acquisttion need not give rise
to debt problems, particularly when the debts are contracted under
reasonable terms and conditions (avoiding tenure mismatch) and utilising
the loans judiciously. Debt acqﬁisition increases the resources at the
disposal of the borrower. These resources could be utilised to finance
inicome generating projects, social or infrastructural facilities or better still to
finance consumption in anticipation of future receipts of income.

Where the loans are used to finance a project, then the relationship
between marginal productivity of the loan and the rate of interest payable on
such loans should be such that former is higher/greater than the latter i.e (r
> 1), where:-

r = Marginal productivity of borrowed funds

i = Interest payable on borrowed funds

But if the loans are taken to finance infrastructural facilities, ie
welfare enhancing projects, for a loan to be accepted or taken, the social
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discount factor r, must be greater than the interest payable on loan 1, (r >1)
or at best the two must be equal i.e r=i.

Furthermore, where loans are taken in order to bridge a saving gap be
it domestic or external, then there would have to be in the future an excess
of saving over and above the required amount to setvice the investment.
Bird (1989 p.2) puts it thus: “Borrowing may be viewed as a way of closing a
domestic savings gap, i.¢ the gap between the savings required to finance the
mvestment which is itself needed to achieve a targeted growth rate, and the
actual amount of domestic savings. If borrowing is necessitated by a
defictency of domestic savings, it follows that to service and repay debt,
there will have to be an excess of domestic saving over and above that
needed for financing domestic investment”.

The goal of a debt management strategy is to reduce the debt stock,
restructure the outstanding debt, minimize its burden and its adverse effects
on the economy. Any Debt Mam';gcmcmt Strategy which therefore, cannot
contribute to the attainment of any or most of these goals is unlikely to be
an effective strategy. This is because debt management strategy as an action
plan for achieving some chosen objectives, must be able within given
resources and market environment achieve the specified objectives of the
debt management authority and the economy.

Since the debt crisis which has engulfed the global economy in the
1980s and especially the developing countries, various threads of thoughts
have emerged to deal with the situation. Some of these are country-specific
while others are global in nature. The latter category of strategies have also
been reinforced by the growing globalisation of markets, information
technology and communication. Many of these global strategies ate
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however within the framework of international financial policies of the
creditor countries. As a result, the debtor countries’ strategies are made to
fit into those policies. This is especially so because the creditor countries
use the strategies to reduce their exposure and reduce their outstanding
claims on the debtor countries. These are also influenced by the
international financial organisation’s capital flow management. We shall
examine some of these global debt management strategies with particular
focus on Nigena.

242

Rescheduling basically involves the restructuring of an outstanding
problem loan with resultant stretching out of repayment period. More often
than not, rescheduling negotiations are highly tedious, time consuming and
above all, expensive. Unpaid interest are capitalized and the loan agreement
re-written. Bird (1989 p.10) stated that “the main idea with rescheduling is
to allow debtor countries more time to service and repay their debt by
spreading out their existing obligations. With a relatively high discount rate
in debtor countries, rescheduling serves to reduce the present value of a
given stock of debt obligations”. Again, Iversen, 1. (1989) stated that “the
debate on the prospects for .LDCs and the debt problem is now increasingly
focused on the issue of whether the ‘muddling through’ approach with
rescheduling of principal and injection of new money is viable, or if some
form of debt relief is needed”. 1t should be noted that rescheduling can
only be effective if the debt problem is of a temporary albeit iquidity type.
However, if the problem is of solvency, the benefits detivable from
rescheduling is very limited and largely depends on the period of extension
allowed, that is if the period is long enough to enable major adjustment
policies to be implemented.

Nigeria has had quite a lot of its ctedits rescheduled. The major
categories of credits rescheduled ate the trade arrears which were securitized
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into a 22-year tenured promissory notes with a portion of principal repaid
alongside quarterly interest payments. This class of debts totaled about $5
billion (Udo 1992). Other categoties of debts tescheduled are some of the
London and Paris Clubs debts for which some forms of agreements were
reached on some maturities. Discussions are still going on further
rescheduling and restructuring of the country’s debt. Walker (1992 p.3)
retorted, “the international community represented by the London and Paris
Clubs have rescheduled much of the debt service due. This provides
Nigeria with a temporary tespite, but it does not solve the problem”. In
1986, debt tescheduling forestalled a default on the country’s debt service
obligations owed mainly to the Paris Club of Creditors which were due in
1987. In the same year, the country negotiated for rescheduling of US $1.7
billion debts owed to London Club of Commercial Bank Creditors. In
March 1989, another rescheduling agteement was reached with 17 Creditors
countries totaling US $6.4 bilion. The agreement with the London Club
involves tescheduling of MLT Loans over a 20 year period with 3 yeats of
grace. The LCs werte rescheduled over a 15 year period. Trade arrears were
securitized and insuted with promissory notes with a maturity of 22 years in
1988 and amortized principal over the same period.

Refinancing involves taking on fresh loans in order to repay existing
ones. 'The logic here is where an existing loan was obtained from private
sources of at market ﬁlterest rates, if a concessional or cheaper loan can be
arranged, then this loan will be taken to refinance existing loans. The
advantage of this is that new money may be attracted at a cheaper tate than
existing loans. Mot much has been done in this regard except that some
commetcial bank debts were refinanced under the ‘Brady Plan’ which
resulted in the creation of about $3 billion worth of Brady Bonds for
Nigeria In 1992, an agreement was reached to restructure and refinance a

pottion of the London Club debt and allow for a debt buy back. Eligible
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debts were converted into registered par bonds with a 30 year maturity

petiod.

24.3 Debt Buy Back:-
Debt buy back is characterised by sale of claims for cash by creditor

banks. The operation of a secondary market for LDC debts provided a
single most important opportunity of vatuing the debts within the context of
demand and supply. While creditors are happy with this development in
that it gave them the opportunity to swap one country’s debt with another,
debtor countries are also able to buy back, albeit secretly in some cases,. their
debts at huge discounts. The option of a debt buy back 1s a tricky, complex
and difficult one as certain provisions of some loan agreements specifically
prohibit this act (pari-passu clause) while other provide a framework within
which this can be conducted. Furthermore, a nation wishing to buy back its
debt will ordinatily conduct a simple analysis of the present value of the
debt to maturnity with the market value of the debt at the time of taking the
decision to pursue a buy back strategy.

thena employed this strat-egy as part of a package which involved
refinancing/restructuring of commercial bank debts with an option to buy
back part of this class of debts. According to CBN annual report of 1991,
about $3.3 billion face value of this class of debt was bought at 40% of its
value thus the country enjoyed a 60% discount. The buy-back arrangement
will lower Nigeria’s commercial bank debts (which are amongst the most
expensive debts) from US $5.3 billion to US $2.0 billion at 2 cost to the
nation estimated at US $1.8 billion. No further buy backs are officially
reported, however, discussions with one of the traders of Nigenia’s debts
tevealed that the country bought over additional $2 billion face value of
promissory notes (albeit secretly). However, the CBN did not confirm this

nor does it reflect it in any way 1n its reports.
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2.4.4 Debt Relief and Debt Forgiveness:-

Debt relief 15 intnnsically provided to the debtor economy in a form

that could permit growth which otherwise would have been stranded were
repayment to be made conventionally. Thus, debt conversion initiatives as
debt management strategies have some mutual beneficial effects to both the
debtor and creditor. Hence, as pointed out by Van Winbergen (1991:4535),
“without a net nominal increase in foreign debt or an equivalent cut in
scheduled debt service, ... setvicing the face value of the current (Mexican)
debt without substantial amounts of new money would have been
mncompatible with renewed growth in output”.

Nigeria sought for consideration under the Toronto declaration by
the Group of 7 industtalized nations for a debt relief. The Toronto
Summit had provided for three categories of concessional treatment of
debtor countries. Option ‘A’ provided for partiai wrte-offs (about one
third) and rescheduling of the balance with a long period of grace. Option
‘B’ gives a longer maturity period (25 years) but not write-offs and debts are
to attract market interest rates although with longer grace petiod. While
under Option ‘C’, debtoss Were‘to be granted with concessional interest
rates (3.5% below or one-half of market rates whichever that 1s lowet) over
a medium term period with a short period of grace. Unfortunately, whie a
number of countries (notably Britain and Canada) supported Nigena’s bid
for a debt relief under the Toronto Scheme, no debt telief was allowed for
Nigeria under any of these options as several conditions attached to
consideration for telief are yet to be met by the country, hence the adoption
of other means of managing the debt problems such as the Debt Equity
Swap (DES) through the Debt Conversion Programme.

2.4.5 Debt Equity Swap — Debt Conversion
The limitations and/or tn adequacy of rescheduling and refinancing

as well as ‘buy-back’ gave rise to the introduction of Debt Conversion or
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Debt Equity Swap — as it is popularly called. By 1987, it became obvious
that even the traditional approach to debt relief through rescheduling was
inadequate. Smce debt rescheduling only stretches out payment as it does
not extinguish the debt. Debt conversion primarily involves the exchange
of a pottion of a country’s foreign debts by the holder (or assignee) usually
at a discount mnto equity or local debts in the debtor country.

The idea behind the introduction of the Debt Equity Swap scheme is
basically to attract the much needed foreign investment while at the same
time the country’s external indebtedness ts being reduced simultaneously.
Cohen (1989) noted: “It is widely acknowledged by scholars and
practitioners ahke that the LDC debt dilema will not be truly resolved until
the severe cash flow strains on debtors can be durably eased in a context of
renewed economic development”. Again, Iversen (1989) stated inter-alia;
“there 15 therefore a general acceptance that new approaches are needed to
deal with the debt and financing needs of LDCs. However, there 1s no
agreement over whether these changes should be aimed at improving the
current mechanism or whether a more fundamental change is needed”.

Nigeria followed the footstéps of other LDCs, such as Brazil, Mexico,
Argentina, Peru to mention but a few, to initiate a Debt Equity Swap
Programme. The Programme in Nigenia started in 1988 and since then
foreign debts with estimated face value of about $1.2 billion have been
extinguished under the scheme. We shall review in details the process of
Debt Conversion Programme with particular emphasis on Debt Equity
Swap and also critically analyze the performance of the Nigerian
Programme. However, an assessment of the success or failure of other
strategies as well as 2 comparison of these strategies employed by Nigena in
its attempt to manage the external debt burden is beyond the scope of this
tesearch wotk 'The combined effect of these policies have reduced

Nigeria’s external debt to about US$26,952.7 million as at June 1992
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However the couﬁtry’s debt service burden estimated at US $5.3 billion
annually ts likely to remain between 1992 and 1997. Generally, not more
than 30% of official foreign exchange earnings has becn devoted to debt

SErvicing,

2.5 Summary |

The Nigenian economy could be broadly looked at in four stages
namely, the boom penod (1970-1980), the SAP period (1989-1990), the
recent events (1991-1996} and finally 1997 fiscal year and beyond. The
boom petiod confetred on Nigenia an unprecedented wealth the result of
which ambitious large scale capital projects including the relocation of
Federal Capttal from Lagos to Abuja were embarked upon. During this
period, there was too much dependence on oil exports (quantity and price)
the fallout of which other sectors of the economy were neglected. The
shatp decline in od export drastically teduced tevenue avatlable to the
Government which gave nise to the deepening peniod (1982-1985). This
sharp decline n oil exports and its severe impact on the economy forced the
Government to take a number of austerity measures between 1982 and
1985. The debt stock substantially increased during this petiod to over $25
billion 1n 1986, this resulted in significant rise in debt service obligation. As
part of the measure to address the deepening crnisis, the Structural
Adjustment Programme was introduced by 1986,  The Structural
Adjustment Programme was aimed at addressing the problems of
mactoeconomic and structural imbalances in the economy.

The extemal debt situation deterforated during this pedod as the debt
stock rose from $25.6 billion in 1986 to $33.2 billion in 1990. Recent
developments spanning the period 1991-1996 were characterized by weak
consumer demand, low capacity utilization; weak growth rate, high

unemployment and until 1996, by high inflation rates and an unhealthy
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external payment position. Howevet, sectoral developments indicate that
some growths/improvements wete achieved especially in cutput {capacity
utilization), price (inflation), fiscal deficit, monetary agpregates, Banking
Credit and Extemnal Sector. The performance of the economy during the
1997 fiscal year and beyond as enunciated by the Minister of Finance in
1998 budget ptesentation shows some improvements in the various sectots
of the economy. Inflation rate as at 31 December 1997 stood at 8.5% while
it 1s expected to be not more than 9% in 1998. The Dollar was selling at
N75.00 as at 31 December 1997. Interest rate ranged from 4% to 12.5% for
savings while 1t ranged between 18% to 20% for lending. Excess liquidity
averaged IN7.1 billion while the Gross Domestic Product (GDP) improved
to 3.25% in 1996. In terms of fiscal deficit, there s a surplus of N33 billion
in 1997 and it is expected that a zero budget surplus will be cartied forward
to 1998. External reserve as at 31 December 1997 stood at $7.7 billion and
the external debt position as at December 1997 stood at $25 billion.

The external debt ctisis became more noticeable in the 1980s when
nurnerous. external loans were indisctiminately acquired.  Factors that
contributed to the external debt burden ate new borrowing, nse in foreign
interest rates; capitalization of unpaid interest charges and changes in the
exchange rates of vanious foreign currencies in Nigenia’s foreign debt 15
denominated. The London Club debts which were converted mnto Brady
Bonds have been technically extinguished. It will be recalled that these
debts were owed to private and commercial bank creditors. The Pans Club
debts which pethaps are very problematic are owed to official creditors.
The Paris Club debts account for the lion’s share of Nigetia external debts.
Various rescheduling agrecements namely 1986, 1989 and 1991 entered into
by Nigeria did not produce any positive results. Nigeria indebtedness to the
Paris Club members as at December 31, 1997 stood at US $18,980.39

million. Promissory notes arose mainly from trade credits duning the import
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licence area. By 1985, the promissory notes consolidated stood at US
$4,891,295,660.00. The total amount together with interest was to be
amortized in 88 quarterly installments. Nigetia’s outstanding principal
commitment on the promissory notes as at November 14, 1997 stood at US
$1,612.54 Million. The final payment will be made on January 5, 2010.
Multilateral debts are those debts owed to multiateral body namely
International Monetary Fund, World Bank Group and regional multilateral
institutions such as African Development Bank, Furopean Investment Bank
etc.

The causes of debt problem differ from one country to another. The

factor can be external or intetnal. External factors are oil prices, US Dollars
interest rate and 1981-82 word recession. Internal factors are currency over
valuation, budget deficit and excessive recourse to the World Capital
Market. In Nigena, the causes of debt problems range from excessive
reliance on external debt as opposed to equity investment to inappropriate
fiscal and monetary policies. Other causes are wrong structuring of the
loans (which now calls for rescheduling and refinancing). Further causes are
pursuance of expansionary monetary and fiscal policies while at the same
time putting excessive controls over prices of goods and services resulting in
over valuation of the Naira and distortions in terms of trade or weaken
export.
Nigeria employed vanious strategies to manage her extermal debt 'The
various debt management strategies include Rescheduling which involves
restructuring of outstanding problem loan with resultant stretching out of
repayment period and refinancing which means taking on fresh loans in
order to repay existing loans.

Another debt management strategy is debt buy back which is
characterized by sale of claims for cash by creditor banks. In this type of
arrangement, creditors are able to swap one country’s debt with another and
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debtors countries are also able to buy back, albeit secretly in some c#scs,
their debts at huge discounts. Other strategies include debt relief and debt
forgiveness. Under the debt relief arrangement, there are three options.
Option A, provides for partial write-offs (about one-third) and rescheduling
of the balance with long petiod of grace. Option B, gives a longer maturity
period (25 years) but not write-offs and debts are to attract market interest
rates although with longer grace period. Option C, debtors wete to be
granted with concessional interest rates (3.5% below or one-half of market
rates whichever that is lower) over a medium term period with a short
peniod of grace. For Nigeria, no debt relief was allowed under any of these
options as several other conditions were attached for consideration. In view
of problems associated with other debt management strategies enumerated
above, Nigeria in 1988 established a Debt Conversion Programme known as
Debt Equjty Swap. Debt Equity Swap prmarily involves the exchange of a
portion of a country’s foteign debts by the holder (or assignee) usually at a
discount into equity ot local debts in the debtor country. The Debt Equity
Swap model, the application of the Debt Conversion Programme in Nigenia
will be thoroughlv discussed 1n the ;;ubsequent chapter of this research.
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TERT E

DATA. COLLECTION

THE NIGERIAN DEBT CONVERSION PROGRAMME
3.1  Previcw on Deht Conversion Programme:-

As a way out of the debt crists, and i an attempt to put the economy
on the path of growth, various debt management strategies were however
adopted. However, it became obvious in 1987 that the traditional approach
to debt relief through debt rescheduling was inadequate. Debt scheduling
only stretches out payment as it does not extinguish the debt. It therefore
became inevitable to find new financial options especially with the
emergence of the secondatry market for loan claitns on debtot countres. It
1s against this backgtﬁund that a debt conversion programme for the
country was established in 1988. This is a multiple purpose debt
management strategy that provides an avenue to appropriate for the national
economy patt of the market aiscount in the secondary market and
incentives for investors. This chapter of the project is aimed at analysing
the petformance of the Debt Convetsion Programme in relation to its
objectives, problems encountered in implementing the programme and
prospect for substantial debt reduction.

Debt Conversion as catlier defined involves the exchange of 2
portion of a countty’s foreign debts by the holder (or assignee) usually at a
discount into equity ot local debts in the debtor country. The redemptor, if
it is not the orginal creditor, uses foreign exchange to purchase a country’s
debt papets in the secondary market. It then negotiates with the agency
charged with the fesponsibility of managing the Debt Conversion
Programme in the debtor country (say the Ministry of Finance or the
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Central Bank) on how 0 exchange the lacqu{red debts which 1s usually at a

discount for equity or local debts.

The mam participants in the debt conversion transaction are.-

a.

b.

the debtor nation redeeming; its debts;

the redemptor (usually foreign companies/individuals,
mnternational non-profit orgamsations, multinational
corporations and nationals of the debtor countrtes);

the creditor countres, individuals, and brokers who
trade in the secondary market;

the beneficiary institutions which could be a
private/public company ot a non-profit making
organisation which receives the proceeds of conversion

1n the debtor country.

Eligible transactions under Debt Conversion Scheme vary from

country to country depending on the set objectives of the programme.

These mclude debt for equity, debt for debt, debt for cash, debt for export,

debt for nature, debt for privatization etc. In most cases, the dividing line

between these Conversion types is often blurred. The Nigeran Debt

Conversion Programme was established in 1988 to complement the other

debt management strategtes. The Programme involves the exchange of the

country’s foreign debt into Naira at a discount by the holders or assignees

for investment in Nigeria that 15 debt to equity. The Programme is also a

vehicle through which part of the secondary matket discounts on Nigerian

debts are appropriated to the national economy and an avenue to boost

foretgn investment in the country.
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3.2 Objectives, Eligibility and Scope:-
The objectives of the Nigerian Debt Conversion Programme ate to:-
a.  reduce the country’s external debt stock and lighten the
debt burden;

b.  encourage capital inflows including repatriation of flight
capital with the attendant beneficial effects on the level
of economic activities and employment in the country;

c.  promote the creation and development of export-
oriented industries thereby diversifying the export base
of the Nigerian economy, and

d  increase Nigeria’s access to appropriate technology,
external market and other benefits associated with
foreign investment.

To implement the objectives of the programme, the Federal
Government constituted a Debt Conversion Committee (DCC) comprising
of the Govemnor of Central Bank of Nigeria (Chairman), Secretary of the
Government, Attomey-General ‘and Minister of Justice, Minister of
Industnies, Minister of Finance and Chairman, National Planning
Commission. The Secretariat is located at the Central Bank of Nigeria. In
1988 DCC approved and issued Guidelines on the operation of the
Programme. A revised copy currentlf in use was equally issued in Apnil,
1989.

The scope of the eligible debts for conversion under the Programme
has been expanded over the years in line with the rescheduling agreement
reached with creditor groups. As at now, all categoties of Nigerian debts
with the exception of debts owed to Multilateral institutions are cligible for
conversion. These are the promissoty notes issued by the Central Bank of
Nigeria and the Ministry of Finance, the Nigerian par bonds resulting from
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1992 agreement reached with commercial banks in the London Club and
~ some agreed proportions of the Paris Club debts arising from 1991
Agreement 11T with official bilateral creditors in the Patis Club. All eligible

debts must have a maturity of over one year.

3.3 Performance of Debt Conversion Programme:-

The performance of the programme would be evaluated in relation to
its set objectives which are to reduce the debt stock, lighten the debt service
burden, appropriate part of the secondary market discount for the benefit of
the national economy, attract mvestment into the country and contribute to
industrial development in the country.

3.3.1 Debt Reduction:-

During the period 1989 through March, 1997 the programine had
been able to reduce the country’s debt stock by $1.15 bilhon on the
aggregate. In essence, the stock of outstanding debt recorded as $28.06
billion as at November, 1996 would have been $29.21 billion without the
reduction through the Debt Conversion Programme. The effect of the
reduction s more significant on the categoties of debt affected. The detads
of these and the undedying impact of the debt conversion programme on
debt reduction and debt service obligation will be discussed in greater details
in the next chapter. |
3.3.2 Inflow of Foreign Investment:-

Total inflow of foteign money for investment pwposes through the
ptogramme stood at $507.93 million or N16.63 billion 2s at the end of June,
1997. Out of this amount, investments by Nigerians accounted for 35.54%
or $187.83 million (N6.36 billion) while foreign investors accounted for the
balance of $320.10 million (N10.26 billion).
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3.33 _C@@j_b_g;t_itn s Industrial Development:-

The N16.63 billion imported into the country by investors through
the programme were tnvested in the equity, debenture and loan stock of 170
companies. 42 or 24.71% of the total number of companies financed under

the programme were completely new projects while the 128 companies were
existing companies which either expanded or recapitalized. Injection of

fresh capital into the already existing beneficiary companies led to improved
production capacities as proceeds of conversion augment their wotking

capital requirements.

34  Sectoral Breakdown of Applications Received (1988- June

Table 3 (Appendix 1) gives the detals of sectoral breakdown of
applications recetved from the time of the inception to June 1997. The
hightest number of application recetved from 1988 to June 1997 was 226
from the manufacturing sector, followed by the agrcuttural sector with 89
applications. 'The least number of application recetved was 6 from the
financial sector. A grand total of 463 applications were received during the
period under review, with a total value of $6,870.6 mullion. It is inportant
to note that although only 10 applications were recetved in the Mining and
Exploration sector but had a value of $1,239.87, placing second to the
Manufactuting sector. Considering the yearly receipt of application, it
would be seen that the highest number of application of 108 was received in
1995 with a value of $921.30 milion, while 1994 recorded the least number
of application of 4 with a value of $195.78 million. It is desirable to mention
here that in terms of value, the year 1988 with only 84 had the highest value
of application which stood at $1,628.25 million. Furthermore, the year 1991
with 18 applications received, recorded the least monetary value which 1s

$142.53 million.



3.5  Sectoral Breakdown of Successful Applications 1988-June 1997:-
Table 4 (Appendix 1) contain detatls of successful application on

sectoral basis. All i all, between 1988 to June 1997, a total of 317
applications with a value ‘of $2,851.50 million were successful. Again the
Manufacturing sector with 166 applications and value of $902.37 million
tops the other sectors. Manufacturing sector is followed by the Agticultural
sector with 67 applications and 2 value of $455.92 milion. The least is the
financial sector with 13 applications and value of $46.46 million. When you
constder the yeatly recetpt, it ts again obvious that the year 1988 recorded
the highest number of applications of 59 with a value of $561.43 Million.
The least was recorded in the year 1997 with only 23 applications with a
value of $105.15 million.

3.6 Application Rejected and Closed From 1988-June 1997:-

Table 5 (Appendix 1) gives details of rejected applications. It would
be seen that 98 applications with a value of $3,099.47 million were tejected
or unsuccessful. During the year 1994, no application was rejected while in
1997, 30 applications with a value $1,249.80 million were rejected, this bemng
the highest, followed by the year 1988 with a total of 14 applications valued

at $1,034.42 million.

3.7 Category Of Debts Cancelled As At June 1997:-
Table 6 (Appendix 1) shows the different category of debts cancelled

as at June 1997. 'The highest percentage of cancelled debt of 71.41% is
within thé categoty of Promissory Notes. The Promissory Note 1s followed
by Restructured Debt which took 14.43% of the cancelled debts. Par Bonds
took only 0.67% while the Paris Club debts 4.21% of the total debts

cancelled as at June 1997.
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CHAPTER FOUR

| DATA ANALYSIS
E F DEBT RSION P

N THE NIGERIAN E MY, PROBLEMS AND
PROSP )
4.1 Background:-

A very significant aspect of the debt management that could have
checked the growth of debt and ihcrease foreign exchange eamnings was the
‘New External Borrowing Policy’ released in 1988. This was a pragmatic
and allembracing plan which outlines strategies for increasing foreign
exchange earnings 5o as to reduce the need for external borrowing; set out
detailed crtetia sectors; and states the roles and responsibilities of the
vatious tiets of government and the ptivate sector in the management of
external debts. This chapter will analyse in greatet details the impact of
Debt Conversion Programme on the vanous aspects of the Nigetian
economy and subsequently discuss the problems and prospects of the

programme in Nigena.

42 Impact On Debt Reduction:- |

The success of a Debt Conversion Programme depends on the level
6f patronage it enjoys from investors. Being profit oriented, mvestots must
opt for the most profitable avenue of importing capital into the country.
Thus, to be able to appraise how fat the programme has been able to reduce
the debt stock, it may be necessary to analyse investors response. When the
programme was announced in 1988, investors responded positively and
embraced it. The t:e:mpo was maintained until in 1991 when the progratnme
slumped into four year lull due primarily to the wide dispatity in the official
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exchange rate of which debts are converted and the parallel market rate of
which investors funds could be imported ditectly into the country. Thus, a
number of application which stood at 84 in 1988 with a value of $1.628.25
million fell drastically to 4 in 1994 with only a value of $195.78 million.
However, the level of activity on the programme picked up again in 1995 as
debts are converted at Central Bank intervention rate. In response to this
development, 108 applications with a value of $921.30 million wete received
in 1995 while 56 applications value $626.52 million were received in 1996.
Between January and June, 1997, only 18 applications amounting to $198.75
million have been received indicating the setting in of another lull in the
Programme. Out of the total 463 applications with a value of $6,870.60
milion so far received only 317 value of $2,851.50 million wete granted
approval i principle while 98 applications with a value of §$3,099.47 million
were rejected and closed for non-compliance with the provisions of the
Guidelines.

In total, as at October 1997, 77 auction sessions for the conversion of
promissory notes and another 2 sessions for Paris Club debts had so far
been held. For all the auctions, the discounted naira equivalent of N34.33
billion worth of debts was offered for redemption. Of this amount, debts
worth $901.54 million or N26.70 billion were redeemed. The shortfall of
N7.63 billion 1n total debts cancelled vis 2 vis the amount put on offer was
due to investor’s behaviour duning the period of 4 hull. As the dispanty in
the foreign exchange market widens during this penod, prospective
investors importing capital into the country through the programme more
often than not abandoned their winnings at the auctions for a better rate of
exchange at the parallel market. In addition to conversions at the auction,
another $257.33 million or N6.61 billion worth of debts were converted
outside the auction system, bringing the total debts cancelled through the
programme to $1.15 billion or N33.31 billion as at the end of June 1997.
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On the classification of debts cancelled, (see table 6 Appendix 1) total
value of the promussory notes issued by the Central Bank of Nigena were
cancelled ' The London Club debts (in theit past and present forms)
cancelled were $237.25 million or 20.65% while Paris Club debts worth
$48.23 million cancelled represents 4.19% of total debts cancelled. Another
$42.17 million worth of debts classified under other (non-bilateral loans)
have equally been redeemed. In essence, of all the 4 categories have been
presented for conversion while the modalites for the conversion of
promissoty notes issued by the Federal Mimstry of Finance remains
unconcluded. _

Thus, m the period 1989 through March, 1997 the programme had
been able to reduce the country’s debt stock by $1.15 bilion on the
aggregate. In essence, the stock of outstanding debt recorded as $25.06
billion as at November 1996 would have been $29.21 billion without the
reduction through the Debt Convetsion Programme. The effect of the
reduction is mote significant on the categories of debt affected. For
instance, the promissory notes (issued by the CBN) which was $4.58 billion
as at end of December, 1989 hlas been reduced to $2.14 billion as at
November, 1996 while conversion accounted for $822.73 million or about
38.5% of the reduction, the rest was due to prncipal repayment. With
regards to the London Club debt, total debts reduction on this category of
debt was $237.25 million. ‘The debt buy back contributed significantly to
almost 50% reduction in this category of debts.

4.3 Effect On Debt Service Obligation:-

Once a debt is extinguished through the debt conversion, the interest
element on such. debts is automatically eliminated. On the con\ferted
promissoty notes converted as at the end of June, 1997, total savings on

interest obligation was $732.91 million. Nigeria would have had to meet this
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obligation over time in foreign curtencies if the debts were not cancelled.

Similar exercise s yet to be concluded on the savings detived from London
Club debts cancelled. "

4.4  Gain On Secondary Market Discount-
Among other benefits, the Debt Conversion Programme was

established as 2 avenue to appropriate part of the secondary market
discounts to the national economy. In fulfillment of this objective, debts are
converted at a discount. The value or percentage of discounts appropriated
depend largely on the prevailing secondary market discounts of the debts at
the time of conversion. Thus, of the total of $1.15 billion worth of debts
cancelled as at June, 1997, 2 total discounts of $499.09 million was received.
This fmplies that debts ate redeemed on the average at a discount of 43.40%
while the redemptors teceive value fot only 56.60% of the debt cancelled 1n

Naira.

4.5 Inflow Of Forgign Investment-
Uniike the traditional approa-ches to debt management which may not

invariably involve the inflow of new money into the domestic econotny, the
Debt Conversion Programme generally involves the inflow of new mbney
for nvestment in the domestic economy. |

Undef the Nigerian Programme, there were two distinct groups of
redemptors/investors; these comprise of Nigetians tepatriating foreign
capital back into the country for investment purposes and foreign investors
importing capital into the country. Total inflow of foreign money for
investment purpose through the Programme stood at $507.93 million or
N16.63 billion as at the end of June, 1997. Out of this amount, investment
by Nigerians accounted for 38.54% or $187.83 million (N6.36 billion) while
foreign investors accounted for the balance of $320.10 million (IN10.26
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billion). In both cases what is invested in the country is the discounted

redeemed amount of debts.

4.6 Contributions Towards Industrial Development-

The N16.63 billion imported into the countty by investors through
the Programme were invested in the equity, debenture and loan stock of 170
compantes. 42 or 24.71% of the total number of companies financed under
the Programme wete ﬁompletely neuf projects while the remaining 128
companies were existing compantes which were etther expanded ot
recapitalized. Injection of fresh capital into the already existing beneficiary
compantes led to improved production capacities as proceeds of conversion
augment their working capital requirement. For new projects, a sizeable
number of employment had been created while the export revenue of
export-otiented projects had been widened. Some measures of technology
transfer has also taken place. In the area of privatization at the state levels,
some foteign investors had taken up vatious percentage of equities m four
partially pnivatized companies.

The total projects financed ;vere located in 23 states of the Federation
and the Federal Capital Territory. Lagos State has the lion share of 48.19%
or 93 projects. On sectoral basts, nvestments were geared more into the
manufacturing sector which accounted for 52.85% of the total projects
financed through the Programme. The Agricultural Sector had 34 projects
or 17.62% while Building and Construction had 14 or 7.25%. Thete were
50 projects under Hotel and Tourism while Services had 8 projects and

‘Others’ sector had one project.

4.7 Ipflow of Foreign Grants:-
As indicated earlier, non-profit organisations are eligible to import

capital into the country to finance their philanthropic activities in Nigeria
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under the Programme. So far 20 non-profit organisations as at the end of
June, 1997 have taken advantage of the Programme to import $104.0 mallion
or N4,128.02 million into the countty. These funds have met the current
and capital expenditures of the local affiliates of the donors and were geared
towards eradication of leprosy, niver blindness diseases, literacy and health

care programmes, among others m the country.

48 Effects of Conversion on The Balance of Payment Accounts:-

Debt Convetsion transactions would generally affect the country’s
balance of payment position. Specifically, grants rzceived through the
programme, discounts received from redeemed debts, inflow of new money
through transactions commission received and new capital inflow affect the

current and capital accounts of the balance of payments.

4.9 Efiects on The Current Account-

Transaction Commission teceived on the redeemed debts amounting
to $16.18 million in tespect of paytments made in foreign exchange as at the
end of June 1997, have accrued ye;ttly to the services and income accoumts.
Inflow of foréign grants and discounts offered by redemptors accrued to the
unfequired transfer account. By the end of June, 1997 total surplus that
accrued to this account through the Programme amounted to $603.99
mullion or N15.98 billion,

4.10 Effects on The Capital Accounts:-
Capital inported into the country for tivestment purpose through

the programme is recorded as non-oil sector inflow of direct mvestment
under the capital accounts. Proceeds of debt conversion for investment

purpose contributed largely to the surpluses recorded under this account.
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On the other hand, the value of prorxﬁssory notes redeemed has accounted

for the decline in the portfolio account.

4.11 Weaknesses, Problems And Prospects:-

a.

Weaknesses:- The Debt Conversion Programme (DCP)
which was established in 1988 had as one of its objectives the
improvement of Nigeria’s extenal debt position by reducing
the stock of outstanding external debt 1 order to alleviate the
debt service burden. After seven years in operation, the
tmpact of the DCP on the stock has been minimal. From
inception in 1988 to 1994 only $730.2 tmillion of debt was
redeemed. The total discount received was $381.4 million

while the transaction commussion stood at $9.97 million. The

sectoral disbursement of redeemed debt show that 41.7% went

- to égriculture and manufacturing. Besides, the mnflatonaty

inplication of the conversion can be quite destabilizing
Indeed, the programme had to be suspended temporanly in
1990 and 1991 because of the inflationary implications. More
importantly, the DCP has the weakness that in the long-run
the fundamental external payments and foreign exchange
problem will remain or even be exacetbated because what was
saved in terms of debt service would then be paid in the form
of repatriation of profit, dividends, capital and personal
emolument. '

Problems:- The volume of conversion done since the

~inception of the Programme in 1988 has been lhimited by

various factors. In fact, with the exception of 1989, the
volume of conversions done each year were helow the volume

of conversion allowed within the monetary and credit policies.
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In other words, more conversions could have been done but
for the following constraints:-

)

There ate difficulties associated with sourcing of eligible
debts. Of the four categories of debts that are eligible
for conversion, only two are readily available in the
secondary market. These are the CBN promissory notes
and the par bonds. The later category is more expensive
and the procedute for acquiring it 1s cumbersome, thus
mnvestors shy away from purchasing them. Procurement
of Paris Club debts is on bilateral basis and could
equally be cumbersome. Thus, participants on the
Programme are left mainly with only the CBN issued
promissoty notes, thus the availability of the notes and
movement in their prices have influenced the volume of
conversion over the years. For instance, the volume of
conversion done in the first half of this year had been
greatly affected by the movement in promissory notes
prices which reached its peak of 59 cents in February,
1997.

The remittance restrictions placed on repatriation of
capital and dividends under the Programme have proved
to be too restrictive, thus discouraging investors from
using the Programme to import capital into the country.
Moreso, as direct importer of capital now enjoys free
entry and exit of capital with the repeal of the Exchange
Control Act of 1962, investors are further deterred from
using the programme with all the encumbrances it
entailed.
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i)  Apart from the operational constraints, there are other
administrative problems.  The Debt Conversion
Committee has not been able to meet in the last five
years unlike the position at the nception of the
Programme when the Committee met regularly and its
sittings gave credibility to the Programme.

i)  The most important constraint however is the changing
fortunes of the Naira and the dispanty between the
official rates at which debts are converted and the

Like any Govemnment Programme, the Debt
Conversion Programme has recorded some cases of non-
compliance with the operational guidelines. Out of the 193
projects that have come under the Programme, only 28 cases
of partial non-compliance were recorded as at end of
December, 1996. In each of these cases, funds disbursed werte
either wrongly utilized for unapproved expenses or wete
completely outside the approved projects. One or a
combination of the two undetlisted penalties have been taken

against the defaulters:-
1) Cancellation of the relevant Certificate of Capital
importation and/or;

i)  Withholding of balances due to the affected companies;
i)  Blacklisting from future participation in the Programme.
Prospects:-

The prospect for Nigetia to teduce its debt stock
substantially while at the same time getting some kind of relief
by way of discounts through the Debt Conversion Programme
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is very bright Many debtor countries have benefited
immensely from the Debt Conversion Programme. Chile was
- able to reduce its debts by over §8 billion through the Debt
Conversion Scheme while  60% of direct foreign investment
between 1986 and 1987 in Mexico resulted from the
implementation of Debt Conversion Programme.  The
Nigerian Programme has potentials for better performance
considering the number and value of application recetved as
~ well as the unutilized approvals.

To increase the volume of conversion the operational constraints
highlighted above would need to be eliminated. Efforts ate being geared
towards this. The built-in remittance testrictions are also being reviewed
with the aim of making appropriate amendments to the Guidelines
especially in the light of government policies on free entry and exit of
foreign capital. Another way to boost the level of conversion 1s through the
encouragement of debt for debt conversion. This does not have an
inflationary impact on the economy and as such could accommodate a
substantial level of conversion. In this tegard, the Central Bank of Nigeria 1s
already looking at ways of making the Iocal debt instruments sufficiently
attractive to foreign investots to hold. With all these initiatives being put
together and the prevalence of a conducive investment environment, the
Programme could, reduce the country’s debt sigmificantly. |

However, it is apt to point out that the extent to which a Debt
Conversion Programme could significantly reduce a country’s debt depends
on the rules governing the determination of the applicable exchange rate of
conversion and the restrictiveness of the Programme. These two factors are
crucial to an investor wsing the Debt Conversion Programme as an
investment option. In the Nigerian context, the exchange rate policy is 2

majot determinant of the applicable rate of conversion. If the exchange rate
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policy is right, the applicable rate of convetsion would be attractive to
mvestors and more debts would be cancelled. On the testrictions on
repatriation of capital and dividends resulting from investment made
through the Programme, the more restrictive the rules are, the more
unattractive it will be for investors to come in through the Programme, and

the smaller the conversion, if any.

4.12 A Critique of Projects Financed by External Loang:-

The CBN Governor while delivering a key-note address at a seminar
on Debt problems and the Nigerian Economy said “When borrowed
resources are well utillized and the matginal productivity of capital is higher
than the future servicing cost of Joans, a debt problem does not arise.
However, when the resoutces that should have been deployed for executing
development projects are increasingly employed in the financing of past
consumption in the form of loans repayment, a debt cnisis would emesge.
Perceived wisdom suggests that debts should not be acquired beyond the
point where marginal productivity of capital is equal to the return on the
marginal capital employed. Thus, the profitability and feasibility criteria
applicable to ordinaty business concem are also crucial mn effective debt
management.”

The 1996 Federal Government budget statement confirmed the very
unsatisfactoty nature of past debt management strategies to the effect that
many of the projects financed by external loans are either uncompleted, or
partially completed, and whete they have been completed, they are not
functioning. This is so because most of the loans which were procured
from private sources at unfavourable terms, were either diverted or utilized
for projects which were unable to generate funds for servicing the
underlying debt. Some of the projects ate Ajaokuta Steel Mill, Katsina Steel
Mill, Jos Steel Mill, Delta Steel Mill, Iwopin Paper Mill, National Identity
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Card Project, etc. These projects have invariably not contributed to the
repayment of principal and interest on loans. Neither has any of the
expected benefits materialized. The economy thus loses on all sides.
Obviously most of the elements of effective debt management were lacking
in Nigeria past efforts.

More insights ‘with staggering revelations, were provided into the
above problem in the 1997 budget. An appraisal by the Federal Ministry of
Finance of 145 projects in 30 States of the federation and Abuja, financed
with International Capital Market (ICM) loans all amounting to the
equivalent of $13,150.92 million, with varying amounts sourced from
Export Credit Agencies (Pans Club), London Club, and non-Paris Club
bilatetal creditors, revealed the following disturbing findings:-

a. 18 projects, described as failed projects, financed with credits and
loans amounting to $836.17 million were never executed. Yet the
loans have been drawn down and never being serviced by
government. |

b. 44 Projects, categonzed as distressed, financed with loans
amounting to $4,811.38 million were implemented in most cases
up to the stage of commissioning, but were either not
commussioned or where they were commissioned, they had to
close down: soon after. Most of the projects have been run down
and the loans are still being serviced. Further injection of funds

_ would be required to activate them;

c. 83 projects, financed with loans amounting to $7.503.37 smdllion,
wete surviving and operating at some capacity level during the
appraisal. |

The implications of these findings ate very clear. Over 40% of the
sampled projects are not yielding any economic and social benefits at all.

Even those projects that are sutviving are barely functioning to be able to
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yteld meaningful economic and social benefits. Thus, the projects have not
contributed in any way to the servicing of the loans. The reappraisal alone
so far is a step in the right direction. It is reassuting that the reappraisal of
on-going projects financed with external loans continued in 1997 with a
view to continuing and/or rehabilitating some of them and cancelling
others. Also commendable is the assurance that all those involved in the
failed projects will be punished via the Failled Contract Tribunal. Finally,
there 1s the important need to learn from past mistakes by ensurning that in
the context of a new policy, emphasis is placed on the use of loans for
export increasing or import decreasing activities.

The Government has, over the years, adopted a number of strategies

and measures to deal with the debt problem. They include the following:-

a. embargo on new loans; the latest directive on this was contained
in a circular issued in September 1996 by the Secretary to the
Govemnment of the Federation. The circular directed that no
Ministry, Extra-Ministerial Department, Agency or Parastatal
should henceforth enter into negotiation or accept foreign loans
without the expressed pém!ission of the Head of State;

b. directives to state governments to restrict their external borrowing
to the barest minimum,;

c. limit on debt service payments- pegging of the debt service ratio at
30%,;

d. debt restructuring entailing refinancing of trade arrears,
rescheduling, debt buy-back, collateralisation and new money
options;

e. Debt Conversion Programme;

f. adoption of a new external borrowing policy.

The embargo on new loans and directives to state governments to

restrict their borrowings to the barest minimum have not been particularly
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effective as indiscriminate quests for external loans have not abated.
Although, the rescheduling have conferred short-term relieves from debt
service obligations, the debt overhang has however, hardly abated as the
debt stock has continued to increase significantly. The relief conferred by
rescheduling has not only been temporary but inadequate apart from its
various costs, such as continued payment of interests on the amount of debt
outstanding, hindering of development in the long-run, building up of
obligations for the future and creating problems for postenity and future
governments, higher commitment charges, etc. The rescheduling involve
the compounding of prncipal and interest in the consolidation period.

Besides, there 1s no provision for interest cancellations and so any time there
is a default on interest payment, such payments are quickly capitalized.
Overall, the terms of the rescheduling, particularly of the Panis Club debt,
have even worsened the debt situation.

Table 7 gives details of sectoral allocation of Disbursement on Long-
term debts both in monetary value ($) and percentage basis.

The argument for the implementation of a DES Scheme as part of a
Debt Management Strategy is predicated on the desire for economic growth
and development of LDCs such that while debts are simultaneously being
reduced, foreign investment would aid in the development of industries
which will in tumn lead to economic growth. It is therefore desirable to
mention that while the debt butden is converted through the Debt Equity
Swap or Debt Conversion Programme towards economic development, the
Foreign Ditect Investment is complimentary towards the same purpose.
There are 2 categories of Foteign Direct Investment (Odoz 1995; 8):
foreign investment for the establishment of new enterprises and foreign
investment inflow, through the existing enterprises. Foreign investment for
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the establishment of new enterprises plays the initial role of expansion of

productive capacity. The inflow 15 made up of mamnly machinery and

equipment, and probably foreign currency imported at the initial stage of the

establishment of the local enterprise. On the other hand, foreign inflow

through the existing enterprises could be for expansion of the enterprise or

working capital support.

a. Incenti

T ign Private Investment [ igeria-

Over the years, the Nigerian Government has put in place a

number of incentives and measures to protect foreign investment in

the country and attract new inflows. They include the following:-

1) 'Tax incentives and concessions, among which are:-

Pioneer Status

Tax holiday in respect of dinidends recerved

Capital allowances

Investinent allowances of 10% granted on plant,
Machinery and equipment |
Incentives fot companies engaged in the exploration
and explottation of crude oil wheteby certamn

bonuses are treated as tax offsets

Withholding tax on dividends reduced to 5%

Tax reltef for Research and Development

i)  Effective Protection and Erection of tanff walls to

promote the growth of infant and key industries

tif)  Joint Ventures

v)  Export Incentives

v) Investment Guarantee Approvals.
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In recent years, especially since the SAP a number of notable
strategies and measures have been adopted by the government to

attract and boost foreign investment in the country. Among these are
the following;-
1) Debt Conversion Programme
)  Prvatization and Commercialization
i)  FEstablishment of Industrial Development and Co-
ordinating Committee
iv)  Repeal of Exchange Control Act, 1967
v)  Repeal of Nigerian Enterprises Promotion Decrees
vi) Enactment of the Nigerian Investment Promotion
Commission (NIPC) Decree No.16 of 1995 to
encourage, promote and co-ordinate investment in the
Nigerian Economy.
vi)) Promulgation of the Foreign Exchange (Monitoring and
Miscellancous) Provisions Decree No.17 of 1995 in
order to liberalize international financial transactions in

Nigeria and climinate impediments to dealings on the

The foreign private investment flow shows that although Nigeria
has a large market richly endowed with natural resources, and has
numerous investment opportunitics, available statistics show that the
country has not benefited much from foreign investment flows. In
relation to some other LDCs, the share of investment flows attracted
to the countty has maintained a consistent decline. This is in spite of

numerous incentives and measures put in place to attract foreign
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investment. These measures might not have been effectively
implerhented at all.  Besides, an enabling environment or an
approptiate investment climate has apparently been lacking, indeed,
the country’s investment climate until very recently, has been verty
unattractive.  The investment has been characterized by the
following:- (see Obadan 1997) |

1) Unsatisfactory Macroecontomic Environment

ii) Unsatisfactory Institutional and Regulatory Framework.

ut)  Infrastructural Defictencies—Physical and Financial

Infrastructure

iv)  Political Instability

v)  Crisis in the Educational System

vi) Issues of Conception and Insecurity of Life and

| Propetty
vii)  Problems caused by Negative Image Abroad
~vii)  Effects of heavy extemal debt burden

d. T I ing The Investment Climate:-
What has become so clear so far is that for Nigena to attract a fair

share of intemational investment capital flows, it is necessary to
tmprove the investment climate and investment image. A good
mvestment climate that is alluring to foreign mvestors should have
the following elements:-
1) Macroeconomic stability and consistent policies'
#)  Transparent rules and regulations
i) ~ Political stabdity
| iv)  Provision of adequate infrastructure
- v)  Security of life and property
vi) Improved education

vii)  Privatization of Public enterprises
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vit)  Development of investors otientation
ix) Implementation of the NIPC Decree, and
x)  Others
® Accountability and transparency in public affairs
* Reform and internationalization of the capital market
= A vigorous war on anti-social behaviour
= Make the Calabar Export Processing Zone to start
functioning,
* Have sound economic policies to promote economic

growth

4.14 Summary

The impact of the Debt Conversion Programme on Nigerian
economy could be analysed in line with its set up objectives. Avadable
statistics have shown in the pediod 1989 through March 1997, the
Programme had been able to reduce the country’s debt stock by $1.15
billion on the aggregate. In other words, the stock of outstanding debt
recorded as $28.06 billion as at .Novembet 1996, would have been $29.21
billion. The effect was more on the categories of the debt cancelled for
instance promissory notes which was $4.58 billion as at the end of
December 1989 has been reduced to $2.14 billion as at November, 1996,

wl-n]e convers;on accountcd for $82273 million or ahsut 1050, of the

reduction, the rest was due to principal repayment. On debt service
obligation, it could be seen that on the converted promissoty notes
converted as at end of June 1997, total savings on interest obligation was
$732.91 million. In accordance with the Programme objectives, debts are to
be converted at a discount. Thus of the total of $1.15 billion worth of debts
cancelled as at June 1997, a total discount of $499.09 million was received.
Total inflow of foreign money for investment purpose through the
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progtamme stood at $507.93 million or N16.63 billion as at the end of June
1997. QOut of this amount, investments by Nigerians accounted 38.54% oz
$187.83 mllion (N6.36 billion). While foreign investors accounted for the
balance of $320.10 million (N10.26 biflion). In both cases, what is invested
in the country is the discounted redeemed amount of debts.

On industrial development, it could be seen that 170 Companies had
mvestment in terms of debenture and loan stock through the Programme.
42 or 24.71% of the total number .of companies financed under the
Programme wete completely new projects while the remaining 128 were
existing companies which were either expanded or tecapitalized. Injection
of fresh capital into the already existing beneficiaty companies led to
improved pfoduction capacities as proceeds of conversion augment their
wotking capital requirement. For new projects, a sizeable number of
employment had been created while export tevenue ot export-oriented
activities had been Widéned. Some form of technology transfer had also
taken place through the Programme. On foreign grants, so far, 20 non-
profit otganisation as at the end of June, 1997 have taken advantage of the
Programme to import $104.0 million or N4128.02 million into the country.
Effects of the Programme on the Balance of Payment could be seen in
grants received, discounts received from tedeemed debts, inflow of new
money through transactions commission recetved and new capital inflows.
By the end of June 1997, total surplus that accrued to the nation’s current
account through the programme amounted to $603.99 million or N15.98
billion. On the capital account it could be argued that proceeds of debt
conversion for investment putpose contributed largely to the surpluses

recorded under the account.
Having summarized the effects of DCP on various sectors of the
Nigerian economy, we shall now focus on weaknesses, problems and

prospects of the Programme. The weakness of the Programme is noticeable
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in the long run when what was saved in terms of debt setvice would then be
paid in the form of repatration of profit, dividends, capital and personal
emoluments. Problems associated with the Programme include difficulties in
sourcing eligible debts and remittance testrictions place on repatriation of
capital and dividends, this has proved discouraging to investors to import
capital into the country. Other problems are administrative with the DCP
Committee and the Ructuation in the value of the Naira and the disparity
between the official rates of which debts are converted and the parallel rates.
Another problem associated with the Programme 1s the mcidence of non-
compliance. Out of the 193 projects that have come under the Programme,
only 28 cases of partial non-compliance were recorded as at the end of
December, 1996. In each of these cases, funds disbursed were either
wrongly utilized for unapproved expenses or were completely outside the
approved projects. Various penalties were applied against defaulter, such as
cancellation of relevant certificate of capital tmpottation, withholding of
balances due to the affected compantes and blacklisting from future
partictpation in the Programme.

The prospect of the Programme in Nigeria is viewed as been very
bright sighting the examples of other country like Chile which reduced its
debts by over $8 billion through the Debt Conversion Scheme while 60% of
FDI between 1986 and 1987 in Mexico resulted from the implementation of
Debt Conversion Programme. The Nigerian Programme has potentials for
bettet petformance consideting the number and value of application
recetved as well as the unutilized approvals.

A critique of the projects financed by external loans has revealed
unsatisfactory nature of past Debt Management Strategies to the effect that
many of the projects financed by extemal loan are either uncompleted or

partially completed and where they have been completed, they are not

functioning, This is so because loans procured at unfavourable tetms were
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esther diverted or utilized for projects which were unable to generate funds
for servicing the underlying debt. Example of these projects ate Ajaokuta
Steel Mill, Katsina Steel Mill, Jos Steel Mill, Delta Steel Mill, Iwopin Paper
Mill etc. These projects have become a national curse rather thaa being a
blessing. Furthet analysis has revealed that various projects financed from
external loans are classified as either faded projects, distressed projects or
just virtually surviving projects. Owing to this, the government is planning
to deal with offenders through the Failed Contract Tribunal. In addition,
certam measutes have been put in place to deal with debt problem. Such
measures mclude embargo on new loats, ditectives to state government to
sestrict their extemal botrowing to the barest minimum, Hmit on debt
service payments — pegging of the debt service ratio at 30% and debt
restructuring.  Others are Debt Conversion Programme and adoption of
new external borrowing policy.

Foreign Direct Investment is usually viewed as complitentary to
Debt Equity Swap for the purpose of economic growth. FDI could be
viewed in two folds that is foreign investment for new enterpuses and
foreign mvestment for existing eriterprises‘ Incentives for foreign private
investment in Nigena include Tax mcentives and concessions, effective
protection, joint venture, export incentives and Investment (Guatantee
approvals. Other measures to promote foreign investment are Debt
Conversion Programme, privatization and commercialization. Others are
establishtnent of industrial development and co-ordinating committee,
repeal of Exchange Control etc. _ |

Some factors militating against a healthy investment dimate in
Nigeria are unsatisfactory macroeconomic envitonment, unsatisfactory
institutional and regulatory framework, infrastructural deficiencies, political
instability; crisis it the educational system, issues of corruption and

insecurity of life and propetty, ptoblems caused by negative image abroad
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and effect of heavy debt burden. It is desirable to note that only the reversal
of these militating factors can guarantee a healthy climate for investment in
Nigeria. In addition, accountability and transparency in public affairs is
essential to healthy business climate.
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T IVE

SUMMARY, OBSERVATIONS, CONCLUSION &
RECOMMENDATIONS

5.1 Summary
Chapter One dealt mainly with introduction which has several

sections. The chapter began with an overview of the general problem, then
the statement of the problem and the purpose of this research study.
Furthermore, the significant of the study was spelt out. In additon, the
delimitation and the limitations of the study werc defined.  The
methodology used in data collection was also mentioned. Certain key terms
used i the project were also defined i this chapter and lastly the outline of
the study was enumerated in this chapter.

In Chapter Two, some related literatures were reviewed on the
research study. The chapter began with the review of the Nigerian
economy, theteafter, the whole extcrnal debt porttfolio of the country was
reviewed. Some of the causes of debt problem were discussed in this
chapter. Again the different management strategies were considered under
the chapter, thereafter, a brief summary of chapter was also hghlighted.

Chapter Three dealt with DData Collection with emphasis on the
Nigerian Debt Conversion Programme from inception to June 1997. The
chapter began with a preview of the Nigerian Programme highlighting the
modalities and validity of transactions under the Programme. Thereafter,
the objectives, eligibility and scope of the Programme were highlighted. The
petformance of the Programme in line with its set up objectives were

discussed. The sectoral breakdown of applications received, successful as



68

well as rejected applications weré also highlighted. Furfhermore, the
categoties of debts cancelled were discussed.

The Fourth Chapter which 15 Data Analysis concentrated on the
effects of Debt Conversion Programme on the different aspects of the
Nigenan economy. Particularly, the impact of the Programme on debt
reduction, debt service obligation, industrial development and inflow of
foreign grants were the main focus of this chapter. Furthermore, the effects
of the programme on Balance of Payment, Current and Capital accounts
were analysed. The weaknesses, problems and prospects of the programme
were exhaustively discussed. Thereafier, a critique of projects financed by
external loans was conducted in this chapter. Lastly, Foteign Direct
Tavestment vis-a-vis Debt Equity Swap was briefly discussed whie the FDI
was discussed m greaer detals giving the vanous incentives by the
govemment to attract the foreign investors mto the country. Strategies and
measures to promote foreign mvestment were also highlighted. The vatous
charactertstics of investment clunate m Nigenia was also mentioned and
measures to improve the conditions. Finally, a summary of this chapter was

also made.

52  Observations-
On the basis of data collected and analysed in chapter three and four,
the following observations are hereby made:-
a. That the inadequacy of Debt Management Strategies such as debt
“relief and debt rescheduling gave rise to Debt Equity Swap
through the Debt Conversion Programme.
b. That the Debt Conversion Programme in Nigenia was established
in 1988 to compliment the other debt management strategies.
c. Between 1988 and June 1997, a total number of 462 applications
‘with a value of §6,870.60 million were recetved.
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d. A total number of 317 applications valued at $2,851.50 million
were given approval in principles.

e. While 98 applications with a value of $3,099.47 million were
rejected and closed for non-compliance with the provisions of the
Guidelines. | |

f As at June 1997, 77 auction sessions for the conversion of
promissory notes and another 2 sessions for Paris Club debts had
so far been held, and for all the auctions, the discounted naira
equivalent of N34.33 billion worth of debts was offered for
redemnption. '

g Out of the amount of debts offered for redemption, N26.7 billion
ot $901.54 million were redeemed.

h. Total debts cancelled through the Programme stood at $1.16
billion or N33.31 blion as at the end of june 1997.

i On the category of debts cancelled, London Club debts stood at
$237.25 Million or 20.65% and Patis Club debt worth §$48.23
mullion or 4.19% were cancelled. Another §42.17 mullion worth of
debt classified under othets (non-hilateral loans) have equally
been cancelled. : _

j. The DCP had been able to reduce the country’s debt stock by
$1.15 biliion on the aggregate as at March, 1997, In essence the
stock of outstanding debts recorded as $28.06 billion as at
November 1996 would have been $29.21 billion without the
reduction through the DCP.

k. That on the converted promissoty notes converted as at the end
of June, 1997, total savings on mterest obligation was $732.91
million.

1. Of the total debt of $1.15 billion worth of debts cancelled as at
June, 1997 a total discount of $499.09 million was received.
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m. Total inflow of foreigh money for investment purpose through
the Programme stood at $507.93 million or N16.63 billion as at
the end of June, 1997. Out of this investment by Nigerians
accounted for 38.54% or $187.83 million (N6.36 billion) while
foreign investors accounted for the balance of $320.10 million
(N10.26 billion).

n. Through the DCP, N16.36 billion was imported into the country
and were mnvested in equity, debenture and loan stock of 170
companies. 42 of the companies were new projects while 128 are
existing companies which either expanded or recapitalized.

o. Some 20 non-profit organisation have through the Programme
imported $104.0 million or N4,128.02 million into the country.

p- By the end of June 1997, total surplus that accrued to the nation’s
current account amounted to $603.99 million or N15.98 billion.

5.3 Conclusion:-

The success of the DCP should not be seen only in the context of its
impact on the economy but from its unique achievement vis-a-vis other
debt management tools. It should be noted that the Programme is the only
Debt Management Strategy adopted that has reduced the debt stock without
the use of the country’s scarce foreign exchange. Also, it is the only debt
management initiative that has so far led to unconditional inflow of new
capital especially in a situation where new money inflow has virtually dried
up; this is in addition to its immediate and demonstrable salutary impact on
the economy.

Finally, it should be noted that Debt Conversion Programme alone
cannot solve the nation’s external debt problem. It can only compliment

other debt management strategies such as debt rescheduling and debt
forgiveness. Moreso, the DCP can only thrive in a stable and conducive
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environment for foreign investment. While the repeal of the Exchange
Control Act of 1962 and the abolition of the Nigerian Enterprises
Promotion Decree are welcome developments towards encouraging foreign
capital nflows, economic policies, especially with regards to the exchange
and interest rates would need to continue to be right, seen and perceived by
foreign investors as realistic, consistent and sustainable over time, to make
planning meaningful. We need in addition to a conducive political
environment to develop and maintain a legal and financial environment

which is supportive of, and conducive to investment.

54 Recommendations:-

The Nigerian Programme has potentials for better petformance
considering the number and value of applications recetved as well as the
unutilized approvals. To increase the volume of conversion, the operational
constraints would need to be eliminated. Efforts should be geared towards
this. The built-in remittance restrictions are also to be reviewed with the
aim of making appropriate amendments to the Guidelines especially in the
light of government policies on free.cntry and exit of foreign capital.

Another way to boost the level of conversion is through the
encouragement of debt for debt conversion. This does not have an
immediate inflationary impact on the economy and as such, could
accommodate a substantial level of conversion. In this regard, the CBN
should look at ways of making the local debt instruments sufficiently
attractive to foreign mnvestors to hold.

With all these initiatives being put together and the prevalence of a
conducive investment environment, the programme could reduce the
country’s debts significantly.
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ABBREVIATIONS

Structural Adjustment Programme |
Minimum Rediscount Rate

Gross Domestic Products
Petroleum (Special) Trust Fund
Central Bank Of Nigeria
Autonomous Foreign Exchange Market
Least Developed Countries
Promissory Notes

Sub-Sahara Afrnica

Gross National Products
International Monetary Fund

International Development Assistance

International Bank for Reconstruction and

Development
African Development Bank

European Investment Bank

Organization of Petroleurn Exporting Countries

European Economic Community
Federal Government of Nigeia
Debt Equity Swap

Debt Conversion Programme
Federal Ministry of Finance
Debt Conversion Committee
International Capital Market

Foreign Direct Investment

Nigerian Investment Promotion Decree
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: Non-oil Revenue $81 billion N108 hillion N123 billion
£ B ——————1_ Ni23billion
T Interest Rage 21% 16%-21% 18%-21%
8. Recurrent Fﬂ'm N66 billion N79 billion N101 billion
-_-___-_‘———-—-_____‘—-___‘——-—-—..____‘_ —
9. Capital Expendityre N44 billion N51 biltion N105 billion
T on. |




APPENDIX |

Table 2

17

EXTERNAL PUBLIC DEBT QUTSTANDING (US SMILLIQN)

1997

S/NO | ITEM 1992 1993 1994 1995 1996
@ &) () (d) (€} {6 (& th)
1. | MULTILATER | 4,578.0 | 3,047 | #3023 | 44110 | 3,171.00
AL 64  laz29 lwgen {739
2. | PARISCLUB | 164339 | 18,1605 | 183343 | 21,669.6 | 15.871.00
600) {0158 | (62300 | (66.5
3. | LONDON 2,120.0 | 20558 | 20578 | 20450 | 5,680.00
CLUB ) 1970 | ga3m | 15.93)
4. | PROMISORY |32460 |3.1599 |31782 | 31480 |4.555.0
NOTES 118 | 0% |109.26) | {10.35)
5. | OTHERS 12,3262 | 1,647.3 | 14563 | 13112 | 23116
@, 11743 | 2020 | (24.8%)
TOTAL 27,564.8 | 28,7182 | 29,4289 | 32,584.8 | 31,586.00 | 27,040.0

INotes: Figures in parenthesis are percentage shares while those above them are in
million US dollars.

Seurce: CBN Annual Reports (Various Issues)
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