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ABSTRACT

The quantum leap of Nigerian external debt since the beginning of the 1980s has
generated lot of problems for the country most importantly in its economic, social, political
and overall growth and development. This increasing volume of the country's external debt
and other affiliated problems has retarded its growth and the quest for development. Hence,
the resultant issues arising from this debt burden and its management. For a better analysis
of this study therefore, the secondary data were sourced and analysed in accordance with
the ethos of social science research methology. The scope of which covers a period of

15years (1983 to 1999).

Literatures available to us, expressed that Nigeria as well as sub-sahara Africa is
heading for an unrelenting crisis of tragic proportions. Base on the fact that Africa has
suffered a protracted and calamitous economic crisis that conventional adjustment policies
has tried to ameliorates in rare cases. One of the crisis in this regard is a rising external
debt profile. This External debt is contend to be a financia obligation which a country (like
Nigeria), Its structures or agent owes other states or organisation around the world. This
which started to manifest in the 1980s and stood at 32 billion as at the end of the 1999.

The reasons for defaulting most of these loans were it inability to repay them,due
dates.. Duely, loans are contracted from creditors both from multilateral and Bilateral inter

national organisations and countries These looan are contracted by the Nigerian government
and private sectors. The burden of which is as a result of the inability to bridge the gap
between domestic resources.

The trend in the Nigerian external loans shows a remarkable increment in the nation's

exterrnal debt from an insignficant N684.8 million in 1977 to over N30 billon in 1990s . A

significant need for an effective management of these external debts . The management of

viii



CHAPTER ONE

1.0  BACKGROUND OF THE STUDY,

Since the turn of the century, a number of third world countries have had (o grapple
with a growing debt burden. The 1980s, most fundamentalky, have bcc-n years of formidable
economic difficulties for the third world economies. For Nigeria, the first symptom of the
crisis was the emergence of critical balance of payment deficits i the carly 1.9803. Nigerian
external debt crisis has been a delicate issue within the international system, from a
monumental $ibillion in 1978 to over $30 billion in 1999. However, attempts have been made
at adjusting these external deficits with economic, diplomatic and political maneuvers of the
past and present Nigerian governments.  Despite these brilliant attempts little or no
improvement was rccorded.

How Nigeria accumulated such a huge debt has been wraced to a combination of
factors. Among them is inappropriate domestic policies which caused dislocation in the
productive base of the economy and manifested in our over dependence on the oil sector for
sustenance, There were also lapses in external debt management, short term debt were
contracted and used for long-term development purposes and this poor maturity profile of
debts led to a situation where loan repayment bunched up even when most of the projects
so financed were still uncompleted. Other supply side inefficiencies like currency over-
valuation, low interest rates, various subsidies etc which gave rise to factor producing pricing
policies that were clearly inconsistent with economic realities were also evident, The
consequence of this was that with decline in the Nigerian oil fortunes, it has been impossible
to observe our external debt obligation without endangering the survival and growth of the

country.



The responses of individual third world countries w the emerging global economic
disequilibrium has been far-reaching. For Example, Zambia experimenied a structural
adjusunent programme which included foreign currency auctioning but abandoned it when
the expected foreign credit failed to materialise. Nigeria adopted a demand management
econontic stabilization programme in the 1982 - 83 period, and a cmﬁprehensive structural
adjustment programme for the period, July 1986 - June 1988. But instead of ameliorating
the Nigerian situation it only compounded it. Though the international institutions such as
the World Bank and the [nternational Monetary Fund (IMF) considered these economic
policies as relicving, the reciprocal effects on Nigeria inter-alia the third world countries,
was an unprecedented debt crisis.

A delicate aspect of the Nigerian economic problem presently as enumerated above
is this debt crisis.  Nigeria's international debt problem does not only totfch on the net
transfer of financial resources between Nigeria and it creditors, More importantly, it has a
far-reaching implication on her relations with International Monetary System, and her
creditors. The international debt issues also have crucial implications on political stability
in Nigeria, a situation where local policy makers place greater importance on debt servicing
than on meeting the basic needs of the Nigerian citizens, and tend to look at how 1o satisfy
her creditors through negotiation, bargaining and diplomatic efforts. This 6n the other hand
entails a virile debt management and servicing.

It is against this background that this research is designed. It is. aimed at examining
the problems assoctated with Nigeria’s external debt between 1985 and 1999. [n an attempt
to do this we shall build a conceptual or theoretical framework for the problem under study
and present our argument on a pure logical and scientific basis. Given the fact the Nigeria’s

debt has attracied the atention of scholars of the international political economy, we shall



review some of their literature in order to lay a solid historical and dialetical basis for our

study.

1.1  STATEMENT OF THE PROBLEM

l. Like all sub-Saharan African countries, Nigeria has been witnessing
formidable cconomic difficulties since the 1980s. One of the symptoms of these
ditficulties is the heavy debt burden which the country shou!ders today. Despite
many measures taken by successive Nigerian governments anned at managing the
Nigerian debt crisis the problem is still with the Country. Indeed, the debt problem
has been one of the fundamental problems confronting the Nigerian nascent
democracy. Should we then open our eyes and allow debt and it accomplice to be
part of us forever and made us as underdeveloped as ever. 'l:hc most fundamental
problems confronting the nasent democracy as ever? This is a food for thought for

all.

1.2 OBJECTIVES OF THE STUDY
This study 1s aimed at achieving two distinct objectives; the specific and the general.
The specific objective of this study is, the examination of issues arising from the
management of Nigeria's external debt. The aim of the examination and analysis is to

identify the solution towards management of the Nigerian debt problem.



1.3

JUSTIFICATION OF THE STUDY

This study of the Nigeria’s external debt management was highly influenced by the

concern for the performance of the Nigerian economy vis-a-vis our political and diplomatic

reputation at stake, and the need to install much discipline into our debt servicing and

management activities. Hence this study will help us understand:

(a)
(b)

(c)

(d)

1.4

1.5.1

The nature of Nigeria’s external debt;
The origin, structure, and problems of Nigeria’s external debt;

The efforts made by governments to grapple with the problem and what needs to be
[

]
‘

done:

The new breakthrough in debt management and social science rtesearch most

especially, those in relation to the debt crisis.

PROPOSITION OF THE STUDY
For the purpose of this smdy it is proposed that,
The Nigeria external debt is a grand design by the advanced capitalist states to retard

our development,

There s a need to install cogent debt management progranimes that will ease the

tension of debt burden, and

The debt crisis has endangered the socio-economic, political and technological

development of the country.

METHODOLOGY
TYPES AND SOURCES OF DATA.

This research shall make use of secondary data as a means of information. Data for

this work shail be gathered mainty from sccondary sources.



These sources include: the print media {ike exibooks, journals, newspapers, reports
and magazines, the Federal Otfice of Statistics Reports, the CBN publications, periodicals,
leclures and seminar papers delivered by eminent scholars, internet web site materials, will

also be used.

1.5.2 METHOD OF DATA GATHERING
Raw isformation oblained from the above sources shall be read, collated weighed,

and scrusinized properly, tor analysis.

1.5.3 METHOD OF DATA ANALYSIS AND INTERPRETATION
Since most of the data that is going to be used are going 1o be in figures, they are
therefore presented in abular form, in order of occurrence, umportance and relevance ertc.
Aller the data has been presented, we shall then analyse them purely on a scientific
basis using the content and qualitative method of social science research analysis. Some
criticisms shall be muade as the sttwation calls for it. TFhis s done, in order t0 make the

research qualitative, logical, analytical and scienttfic,

1:6  SCOPLE AND LIMITATIONS OF THE STUDY

This research thesis is expected 1o cover a period of 15 years (1983 - 1999). This
period is chosen because of two important reasons. The year 1983 marked the beginning of
massive borrowing by the federal and siate governments. Aund in the year 1984 the federal
government began to put in series of debt management devices which were implemented by

successive regimes in Nigeria.



The federal government began to put in place series of debl management devices n
[984. This continuous financial constraints and burcaucratic bottlenecks in the course ol data

aathering will definitely affect the comprehensiveness of the work.

1.7  OUTLINE OF CHAPTERS

CHAPTER ONE : BACKGROUND OF THE STUDY

This chapter stands as an introductory text, and in this regard, the background
information. statement of the problem, objectives of our study, the basic justification of our
study, the general propositions of the study, the methodologies to be used in accomplishing
our aims, the scope and limitations; the outiine of our study, and the conceptual/theoretical
framework of the study have been discussed. k AN

CI-IIA[”I‘ER TWO: LITERATURE REVIEW

This chapler shall establish the historical basis for our study. And in doing so we
shall review the work of some eminent scholars in relation to the problem. Hence, literature
on what is debt in general, the origin of the Nigerian external clcbt,‘ the oncept of debt
management, the problem of public debt management in Nigeria, the way forward towards
effective external debt management and aiternative 1o debt and under development, shall be
reviewed.

CHAPTER THREE : THE NIGERIAN EXTERNAL DEBT PERSPECTIVES.

This chapter shall took at the debt burden in relation to the third world in general,
origin , reasons for foan, the outlook of Nigerian creditors and debt, and the causes of the
external debts and its burden.

CHAPTER FOUR: NIGERIA’S EXTERNAL DEBT MANAGEMENT.,

This chapter shall makes an in-depth analysis of the trends in external debt, the debt



e —— . -

| problem and the need for management - the mechanism o_f external debt management and
the problems encountered in the management of thé Nigerian external debt.
CHAPTER FIVE: SUMMARY. CONCLUSION AND RECOMMENDATION.
This is the concluding chapter. We shatt summarize the whole research findings, draw
our conclusion by comparing our proposition with our findings, make our recommendations,
state the implications of our study and look at some unsertled questions in managing Nigeria’s

debt as (he basis for further research into the problems under study.

1.8 CONCEPTUAL/THEORETICAL FRAMEWORK
The problem of debt in general is universal and it cuts across the domestic and private
life. developed and under-developed economies, and both internal and external relations.

Nigeria's debt problems like that of other debtor countries ot the world, has assumed both

[

chronic and crisis proportions. ‘

ft is thus not a unique phenomena but only an aspect of international economic
experience of developing countries. In developing countries, the justification of external
debt. and s management rests on two main grounds. As a way of conceptualizing these

phenomena, this study shall be explained under the devc_.‘lopment and under- development
theories. |
First external foan may be reasonably  contracted subject 10 suilzllble saleguards tor
sovereignty. by government having large under-developed natural resources, the rapid
L3
development of which can only be accomplished with the aid of borrowed funds.
Secondly, extefna] loan may be contracted by developing nations wishing to .ﬁchieve
rapid economic advancement especially where they had undergone the process of under-
development through sustained economic exploitation and political domination by the colonial

mnasters.



in a bid to achieve rapid economic development, Third World countries imported
machineries and raw materials for domestic manufactures. In replacement of import, export
of tangible raw materials and resources were pursued with relentless vigour. Trade
negotiations took place and bilateral loan agreements between governments ensued. Massive
importation of development proj.ccls and infrastructures were encouraged, and balance of
payment difficultics began to emerge forcefully.

Thus, in order to get out of the balance of payment difficulties which development
strategy has stimulated. The assistance of the International monetary; fund was sought for
as a way developing nations, getting themselves into this problem need to find a way out of
the jeopardies. This ultimately required the assistance of the international monetary fund.

To get out of this debt misadventure, diverse ways had to be sought for. Hence, the
debt management syndrome. The only escape route from debt burden is to repay it. But due
to the incompetencies and total adherence to textbooks theories, the realities of debt
problems, were not faced. This was capitalised upon by the external creditors, unfavourable
conditions were imposed which got many third world countries deeper into debt crises.
SUMMARY
In this chapter, efforts was made to provide a background information to the study.
[t shows that, debt crisis is very much peculiar 10 African countrics and other third world’s
countries alike. In case of Nigeria, the debt crisis is due to inappropriate domestic policies
which caused a disequilibrum in the domestic base of the economy as manifgsted by the
nation’s over reliance on the il sector for sustenance, among other causal i;actors. The
inability of the series of measures talking to yield good resulis and the our believe that these
debt problem is detrimental to our nascent democracy, this make us .to discuss on issues

arising from the management of Nigerian external debt and identify solution to them.  This



we wish to achieve through a content and qualitative analysis of the secondary data available
for this study under a scope of 15 years (1983-1999). ‘

The conceptual orientation/theoretical framework for the analysis to come on this
study explained the universatity of the debt crisis which cut across both the internal and
external relations of most of the under developed economies, Nigeria is not left alone in this

regards.
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CHAPTER TWO

LITERATURE REVIEW

2.0 lN'l‘ROI)UCTiON

This chapter intends 10 delve into some literature written by scholars in relation (o the
issuc of debt and its management.  Specifically we shall review literature dealing with
Nigeria's debt and the Nigerian economy in gencral, The impact of external debt on Nigeria,
Nigeria external debt management, the structures ot debt management, the problems and the

need for elfectve external debt management in Nigeria,

2.1 EXTERNAL DEBT AND TIIE NIGERIAN ECONOMY

According to Sandbrook’s (1991 125). "Sub - Sahara African is heading for "an
unrelenting crisis of tragic proportion” and this is as a result that Africa had suffered a
protracted and calamitous economic crises that conventional adjustment policies had stemmed
only in rare cases "' And as a way of geuting out of this calamitous crises,which was as a
result of questing for a long term growih and development. The quest for social cost and
adjustment only resulied in indebtedness and dependency. This then calls for the question,
What is external debt?

External debt generally, (o economist like Lambo (1987:125) is nothing but a deficit
balance of payment.” [t means a situation where the inflow of capital is more than its
outflow, In terms of payments and receipt on import and export on goods and services. In
Financial management as opined by lInanga ([987:55) it may be defined generally as a

contractual financial obligation which one party owes to the other.” The party owing the

obligation is technically referred o as the debtor, and the party 10 whom the obligation is

10



owed, is the creditor. Such obligation may be short-term (e.g. not exceeding one year),

medium term {c.g. five years). He went further to say that in relation to external debt, it is

the obligation which a country, its structure or agent owes (o the other. The party that failed
.

in its obligation is referred 10 as debtor a naton and the country which’ gives out the

obligation is the creditor nation.

According to Diaku (1988:87)  First, external loans may reasonably be contracted,
subject (o suitable safeguards for sovereignty by government having large underdeveloped
natural resources, Lhe rapid development of which can only be accompanied with the aid of
borrowed funds.  Secondly. external loans may be contracted by developing countries
wishing to achieve rapid economic advancement especially when thely had undergone the
process of under-development through sustained economic exploitation and political
domination by the colonial masters.*

Assuming the history ol Nigeria's debt. Kwanashie (1987:6 ) argued that, Nigeria's
debl problems as they appear oday seemed 10 have started aboul two decades ago when
Nigeria ventured into the Eurodollar market for the first time 10 secure commercial loans as
opposed o the traditional World Bank project-tied loans.® At the height of the recovery of
the petroleum market between 1979 and 1981, when Nigeria’s credit rating naturally rose to
a crescendo, the civihan administration in an atempt to exhaust to its fullest, the Nigerian
credit rating (which was supposedly under-utilized up till then), acquired loans without due
regards 10 eftective utilization. The result was an unbriddied 1lCL‘-llInII’lLllﬂlti;)lI of debt, that

followed.,



2:2  THE IMPACT OF EXTERNAL DEBT ON NIGERIAN ECONOMY

The feawres of Nigerian loans externatly are brought out clearly by Attah (1987:7).
A prominent feature of these external commercial loans was that the credit was tied to the
exports of the creditor country with a small Iraction assigned to Jocal content.”  Another
feature of (hese loans s that of servicing of debt and ol which the eventual amortization of
the principal amount were strictly tied to Lhe independent revenue source of the country,
namely revenue accruing 1o Nigeria from the export sector.  Also, the federal government
which stood as guarantor tor these loans is 10 deduct at source, that is, from the share of the
borrowers™ federation ﬁccoum, the amount required each month for servicing of the loans.

Lamenting on the accumulation of Nigeria’s debt, Akinnifesi (1987.73" was of the
optnion that the reason for debt accumulation by Nigeria and the LDC’s are easily
summarized. ‘They include large fiscal deticits through expanstonary monetary and fiscal
policies 1n the £DC s, He pointed out that the additional sources of worry concerned the
fact that fimited multilateral flows necessiated a recourse  credit from th'e international
capital market (ICM) with short term marturity and grace period as well as floating interest
rates.”

In view of the observed debt overhang and the reluctance by the ereditor o grant
further lending, Olashore (1987: 77) was of the opinion that,various strategies have been
recommcndcd and, in some cases which tried (o deal with the debt siwation, but o no known
solution.” This assertion was backed up by Kwanashie when he pointed that it is not
therefore surprising that with the sudden collapse of the oil market, panic arose from botl
quarters {(creditors and debtors). The struggle to resolve the obvious conflict between the
debtors and creditors had in a large measure cailed for a directional approach to Nigeria’s

debt management,
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2:3 EXTERNAL DEBT MANAGEMENT IN NIGERIA

According to Akiniles I..‘}87:86)‘ in deciding on the opumal level (;t' cominitments
it is expected that a carefully planned schedule of acquisition, utilization and retirement of
such loans be prepared',  Hence, a more realisiic estimate of foreign exchange earnings as
well as projected rewrns from investments financed with the toans would be required. He
went Jurther 1o say that this will help in determining the country’s ability to service without
undue strain, the existing loans Maturity or otherwise of contracting new loans.

But Hicks (1991: 29-35) assessed that, it cuts have to be made in relation to
cquilibrating revenue and expenditures as a way, debt managers are more likely to prone
capiial and maintain cost than other items.'" This led him to assert that, external debt has
become a problem in the Nigerian economy. Its service has grown - usually 1o a third or
more of current public revenue bui this expenditure is unavoidable, barring a unilateral
moratorium on debt payment or a multilateral agreement on debt relief,

The question 1o be asked at ihis period now is that, if debt is incurred in the process
of acquiring capital in order to finance growth and developmental projects, why did it result
1t 10 a burden, to the extent that it needs to be serviced or managed? [t it is_ a Burden, what

then is the problem of the Debt burden on the Nigerian economy?

2:4  PARAPHENELIA OF EXTERNAL DEBT IN NIGERIA

According to Mailafia (1987:152), The Nigeria econonty has continued o manifest
all the symptoms ol deep seated malaise''. This malaise which as pointed by him, was an
tndirect mantfestation of external debt burden. .'I‘hcy include industrial stagnation and
capacity under-utilization, hyper-inflation, serious unemployment and under-employment.

These probiems ave been compounded with externat debt presence i the economy and the

13



resultant planning and management ol Public Debt and Policies. The above led Osagie
(1983:10) 10 say that "management of external debts necessarily implies more rational
utitization ot carned foreign exchange'. But he cautioned that there is an important trade-
oft that is supposed o be existing within the cconomy. That, if we employed sizeable
proportions ol loreign exchange earnings to reduce outstanding toreign debt | other important
national requirement i industry, agriculture, education, health and infrastructural
development may suffer. He went further 10 say  that if we satisfy these basic domestic
needs with foreign exchange earnings while disregarding debt servicing, total value of
outstanding foreign debis increascs as well as the proportion of future il.]COlHC stream that has
to be paid abroad as inerest.  To this end, he concluded that an appropriate strategy 1o
manage foreign debr should first pay attention o domestic needs after which‘rcsidual foreign
exchange may be emploved o service foreign debts. ,

An elfective management of foreign debt,according to Aluko[ 1991;3] seeks to share
the burden ot the crists between debtor and creditor countries. To this level, management
of Toreign debt of e Nigerian government needs to tackle the question of whether or not it
Is necessary to borrow more, in order to service outstanding loans as the Brazilian and
Argentines had been doing. Based on this, the question now is, if a growing number of
observers are beginning to think that one of the South American big debtors are going o
default in the fuwre, and i the process bring down the now fragile edifice of the
internationat financial system, what is the sense in straining ourselves to the breaking point

of servicing foreign debts, the signiticance of which may be spurious? This is an unsettled

issue.



SUVMMARY

The chapter reviews some literature that are related to this study. The external debt
and its reliance on the Nigerian economy posited that, Nigerian external debt are those
arrears on trade and other financial relations that the country entered into with other nations
and organisations abroad, whici1 the later failed to remedied since Ihé start of the two
decades ago.This unbridled accumulation of debt have had negative impacts on the nations
economy. The struggle to resolve the obvious contlict betweenthe country and her creditors
had, to a large measures called for a directional approach to Nigerié’s debt management,
Unfortunately for the country, various strategics have been recommended wlich, in some

cases which tried to deal with the debt situation, but to no any known solution.
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CHAPTER THREE
THE NIGERIAN EXTERNAL DEBT
3.0 INTRODUCTION
This chapter shail ry as much as possible 10 present to us, the Nigerian external debt
crisis in purspective.  n this regard, sssues such as the exiernal debt burden of the less
developed countries:  the origin and causes of the Nigertan debt crisis, (types and structures
of the Nigerian external debt, afl shall be dealt with i detait. This is wimed at exposing  the

fundamentals ol the Nigerian external debt crisis,

3.1 THE LESS DEVELOPED COUNTRIES AND THE EXTERNAL DEBTS

BURDIN

External debi iy seen as being  the Archilles hell of Atrica and most third world
counirics as they auempt recovery and transformation. Most commentators and writers on
the Alrican debt had blamed Alrican economic quagmires and the rcsﬁltant debit burden on
the mtluence of the Breton Wood conlference and system, which produced the siructural
adusiment programmes and some macro ccononic measures that impaired on alrica and
Third world countries

Since the carly 1980s. precisely 1984, African countries have persistently being
bedevilled by external debt problems and had being urging the international community to
help address. in & comprebensive manner, the critical cconomic situation coﬁr‘ronting them.
as a result ol this mountng debt service burden. They believe thac there s the need for a
unilateral repudiaton ol mternational debt on the ground that they are spurious or that they
are considered 1o be the result of fravdulent foreign carrency ransictions. This boldest and

adventurous request is seen as the hest available policy alternative required o support a wide
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range of concessions among debtor countries aimed at cancelling the loan to debtor countries.
Others opted for a debt conversion, of which debt owed are equitably converted or
securitized.

By 1994 sub-saharan Africa’s debt represented 54 % of the region’s total income on
export and 83% of its GNP. The corresponding figures for 1980 werc 90% and 30%
respectively, Thus African debt burden is unsustainable, even after various debt relief
inttiatives, including debt cancetlation had been introduced.

‘

fn an attempt to satisty the creditors, African leaders have repeatedly re-affirmed that
their cxternal delt constitutes contractual obligations which they intend to honour to the best
of their ability. Hence, they have argued for agreement on a viable debt strategy that would
take fully into account their economic and social developiment needs: a strategy based on co-
operation, continuous dialogue and shared responsibilities. These ca_lls have been largely
ignored.  The international financial institutions and the creditor nations have not
demonstrated the necessary will to take the oppressive debt burden off the shoulders of the
African states. [t seems that Africa’s bi- and multilateral debts are not sufficiently large in
global financial terms to warrant the necessary attention from the major creditor countries
and the international financial institutions. Unlike some Latin American couniries, like
Brazil, Argentina, Peru and Bolivia, Africa’s defaults and non-servicing of their debts causes
only a ripple in the world of international trade and finance. Nor do African countries .un-
like some middle Eastern and Eastern European countries, have no strategic leverage which
might be used to obtain significant debt reduction.

African debt problems can be historically linked with that of under-developimenis lts
long term solution lies primarily in Africa’s own ability to generate real development. Since

1986, more than 100 SAPs have been signed between the IBRD/IMF and dozens of African
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governments. Measures have been taken by African countries to implement the commitments
they have made individua[[y or Coliective[y. They have instituted far- reaching reforms at
great social and political sacrifice and cost to their own people. These reforms and their
ctforts have. however, yet to yield the desired results.  Part of the reasons lies in the
. i
backwardness and the very poor state ol African cconomics.  Lqually ol importance is the
fact that African efforts to implement reforms and adjust their policies have been undermined
by exasperating and excruciating debt service payments, worsening term of trade; an
international economic conspiracy and political environments characterized by benign neglect;
and the failure of the international community to live up to its commitment to provide Africa
with substantially increased resources.

Based on 1he above, it is concluded that, a generous debt reliet, not least from the
international financial institutions, and imcreased support from the same institution, as well
as from Bilateral donors. will be significant contributions that would be needed to improve
the socio-cconomic conditions in Africa and then take her away from the trapped-zone of
debt Burden. If these could be accompanied by an improvement in the terms of irade for
Africa, we could really be on our way towards a debt relief and economic quagmire, and,

thus create the right environment for peace and security.

3.2  THE ORIGIN OF NIGERIA'S DEBT CRISIS
Nigeria’s external debt had hit $21.2 billion mark by 1985, having risen from a
staggering $3.0 billion in 1978 10 $18.5 billion in 1984, By the 1990, it stood at $32 billion
and presently about $29 billion, in 1998.
Though there is indeed no concensus about the size of Nigeria’s foreign debt. The

Central Bank of Nigeria reports of October/December 1983, 1990 and.1995 put it at $19.06
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billion, $32.1 billion z@nd $28 billion respectively while the World Bank reports and federal
ministry of finance figure puts it at $21.2 billion, $32.9 Dbillion and $29.42 billion
respectively. Nigeria's debt problems, like that of other debtor countries 0f the world, have
assumed both a chronic and a crisis position. 1t is thus not i unique phenomenon but only
an aspect of international economic expericnce of developing countrics., The question then
is what is the genesis ot this probiem. |

Nigeria’s debt problem may be said to have begun in the 1970’s when prosperity trom
oil revenue led to the neglect of agricultural products which in the [1960s contributed more
than 60% of the GDP and of non-oil export carnings. International financial institutions, and
increased support from ithe same institutions, as well as from Bilateral donors would be
significant contributions and be needed to improve the socio-economic conditions in Africa
and then take Nigeria away from the trapped-zone of debt burden, if this could be
accompanied by an improvement in the terms of trade for Africa, we could really be on our
way toward a debt relief and econoinic quagmire, and thus create the right environment for

peace and security.

3.3 REASONS FOR NIGERIA VENTURING INTOQ EXTERNAL LOAN

AGREEMENT

The justification of external foans which has now resulted in an awesome external
debt crisis rests on two main grounds in a developing country like Nigeria.

Firstly, external loans were contracted by successive Nigerian goverﬁmenls, as a
means to attain or achieve suitable safeguards for sovereignty due to large undeveloped
natural resources which are in abundance in the country. As a way of. achieving rapid and

massive development of her economy, the Nigerian government believed that the internal
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capual avallable in the counury can not be adequately achieve the aim, without recourse to
borrowed funds. Reccords shows that the first loan of about $28 miflion contracted in [958
was for the purpose ol railway extension in the country. This was aimed at getting closer
to the hinter-land where the resources were fying idle, untapped.

Secondly, exiernal loans were contracted by Nigeria due to her wish to achieve rapid
economic advancement, especially due to her experiences, in the colonial period. Thus due
(o the quest Tor rapid development of her extractive mdustries, which was  suffering from
the process ol underdevelopment through & sustained economic cxbloi[alion and politcal
domination by the Brinsh government between 1860 and 1960, external borrowing was
sourced in Nigeria.

Hence, in a bid to acliteve rapid economic development there was then need for the
importation of machinery and raw materials for domestic manufacturing in replacement of
imports. Nigeria [)Llréued this with relentless vigour. She embarked on trade. negotiations
which took place on bilateral and multilaseral levels. Hence the {CM loans rapidly rose from
$8.2 biftion i 1982 10 $9.606 billion in 1987.

It needs 10 be noted thar whiie the debt incurred between 1970 and 1978 consisted
mostly of solt ierm joans from bilateral and multilateral institutions, the borrowing after
1978, were from the private financial market with high variable interest rates.

The sharp decline i oil earnings as a result of the oil glut-led to the country’s
difficultics in meeting her external toan obligation. Consequently, from 1982, the country
started to incur payment arrears and also became incapable of paying her hfgh import bills
when due. This development, no doubt impaired the international credit worthiness of the
country as most international organisations became relunciant (o give additional line of credic

to Nigeria.



Importandy, much of the mcrease started in the 1990s and this was mainly due to the
impact of variable interest rates at which most of the earlier loans were contracted, the
capitahsanon ol mterest on existing debt which could not be paid as they rell due and the
depreciation of the dollar vis-a-vis other currencies in which most of the debt obligations
were contracicd.  Little did the countries know that this is the beginning of the unchecked
debt crisis in the Nigerian economy. The gencral question that would interest us at this
juncture is , who are these Nigeria’s creditors and what type ot loans did Nigeria contract
to warrant this present political, economic, social and Diplomauc jeopardies. The next

scction, should provide good answers.

3.4 THE GLOSSARY OF NIGERIA CREDITORS AND DEBTS.

Before going into details, it needs be said that most ol the debts contracted by the
Nigerian government are generally from the official creditors. These are creditors whose
loans are provided or guaranteed by governments or their ofticial agencie_s. They are
generally of fong or short term basis. While the long term debts are public or publicly
guaragnteed, the short term debts on their own are mostly privaie. They are usually offered to
farmers in order to aid the declining agricultural sector as a contributor to total non-oil
export receipts which remarkably contributed 10 the debt crisis in the Nigerian economy.
Thus, agriculture which was the country’s mainstay before the discovery of oil having been
neglected 15 a major factor experienced in the ¢risis. |

The real economic collapse came in 1980, when oil revenue drobped from 10,990.2
million (o M9 193.6 million in 1981 and plumetted to {7,253 . 0miifion in l9§33. At the same
time external debt moved in the opposite divection and escalated 1o $19 biltion in 1984 and

to $21.2billion in 1985. Foreign creditors refused to give Nigeria any further foan facilities
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in the facc of rapidly dectining oil revenue which soared astromically at the earlier stage of
F
the OPEC cartel. The balance of payment situation hadl become desperaté.

External debts remained relatively low during the oil boom year ('[ 970 - 1977) .Infact,
during the period, e country’s foreign exchange position was so heaithy that Nigeria had
to lend money to such institutions as the IMIF under the "oil facilities” in 1974, The general
perception was that Nigeria was relatively "under borrowed”.

Following the emergence of the ol ghut in the international crude oil market mn 1978
with the attendant strains on the balance of payments, external reserves and government
finances, Nigeria had resort, therefore (o borrowing in large amounts and shorter maturity
from the Internattonal }finance] Capital Market (ICM) at higher and variable interest rates.

Consequently, fhe tirst major borrowing of $1.0 billion tfrom the ICM wﬁs contracted
in (978, this increased the total external debt stock to $2.2billion. more ICM loans were
raised especially as funds from bilateral and multilateral institutions became increasingly
tnadequate to meet the governmenial non guarranteed Debts. The short term debts are
expected to be settled at most within 18 months; the medium term debts settlement ranges
from 3 - 7 years; and the LONG-TERM debts are o be seuled or may be extended up to 15
years and beyond.

The long term debts are mainly loans borrowed for the purpose of setting up
projects which require high capital out lay and with long amortization period. By practice

a debtor couniry s obliged Lo settle her international debts, be it private or sovereign debts.

341 WHO ARE THE CREDITORS?

Basically Nigerian creditors consist of both multilateral and bilateral international

financial institutions, and countries. These creditors are mentioned below.
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The Paris Club: The Paris ctub of creditors rcpfesem the official government creditors in
respect of insured debts. The Paris club has an umbrella body called; The organisation of
Economic Cooperation and Development (OECD) established in 1965 to assist debtor
countries with official debt problems. The members that formed the club ipclude U.S.A_,
U.K.. France cte) ‘The Paris Clab constitutes the highest credit source ;() the Nigerian
government with a share of more than hatl of the Nigerian external debt stock. For example,
out of the total external debt stock of /544,0672.37 billion in 1992, The Paris club had about
325.94billion. They initiated the Houston Terms, Venice Terms, Toroﬁto Terms, Enhanced
Toronlo Terms and Trinidad Terms.

- The London Club - They are claimants in respect of uninsured debts owed to the
cominercial banks, and are spread all over the world. These commercial banks are
comimercial creditors from Western Lurope and North America. They initiate Multilateral
Debt e.gHighly tndebted Poor Country|HIPC]| initiative; Debt for Equity; Nature e.t.c.

- The Promisory noteholders - These are the creditors in respect of the refinanced debt
for which promisory notes were issued.

- Others - These include the bilateral creditors, suppliers credit and the private sector
creditors.

- ‘The Muldtilateral Creditors - These are the world bank, the international monetary
fund (IMF), The African Development Bank (ADB), The International Finance Corporation
(I1FC) and the International Development Association (IDA). As at 31st December 1992,

Nigertan indebledness o these group of creditors stood at N89.32billion (N4,518.0million),



3:4.2 CLASSIFICATION OF NIGERIAN EXTERNAL DEBT

ft is important at this juncture, to look at the class at which the Nigerian debt is
placed. Noteworthy is that the 1otaf outstanding external debt accrued to Nigeria is classified
under these classes. - A.B and C.
(A)  The Federal Government Debt Obligation

Q) ICM loans

(1i) World Bank loans

(i)  Bilateral toans

(v) Capital interest on Rescheduled loans

(v} Promisory Notes

(vi)  Accrued interest on letier of credit.

(vil)y  Letters of credit

(viii) Unrefinanced trade arrears

{ix)  Guaranteed trade arrears.
(b) State Government Obligations

(i) ICM Loans

(11) World Bank loans

(i)  Bilateral loans

(iv)  Unguaranteed state government loans
(C) Unguaranteed Private Sector Loans

Nigeria’s external debt could be further classified on the basis of debt maturity
profiles, short, medium and long term. By way of generalisation, the short term as earlier
mentioned is the debt having an original maturity of not more than one year while the

maturity of long term debt spans over five years.
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3:5 CAUSES OF THE NIGERIAN DEBT BURDEN

As earlier mentioned, the main reason for raising loans by countries including
Nigeria, is inability to bridge the gap between the domestic (internal) resources, in order to
accelerate economic development. This will be considered healthy, provided the proceeds
from such borrowing arc used judiciously for the purpose of which they were contracted and
in such a way as to tacilitate the eventual repayment and liquidation of the debt. For
example the United State of America, has a conscrvative debt stock of about $4.4 (rillion.but
the tmpact of debt Is little or least felt unlike Nigeria.

The Nigeria debt crisis was, inter alia caused by some factors which are primarily and
secondarily fundamental o the widely celebrated third world economic orientation,

Many factors have been put forward as the cause of increase in the Nigerian external
debt which presently stands at over $30 billion from a meager $28 million as at the tune the
first loan was contracied in 1958. The most common factors that have contributed to this

development are:-

1. The rapid growth of imports, and public expenditure parti‘cularly from capital
projects;

2. Borrowing from the international capital markets at nb:vconfessional interest rates.

3. Decline in oil carnings [rom the late 1970s;

4. The emergence of trade arrears; and

3. Exlra - budgetary expenditures arising from lack ol prudential management of

resources and accountability.
An attempt will now be made to highlight some of these and other relevant causal
factors of the Nigerian debt crises in detail, in order to really appreciate the nature and

magunitude of the Nigeria external debt crisis and prepare for the task abead in the next



chapter (i.e. the structural impact; and management of the Nigerian debt crisis).

1.

Low saving Patterns of Nigerians - In generai , Nigerians do not have sufficient
means to save, besides that they have exotic tastes, tlamboyant lifestyles and the zeal
10 waste resources. This is not limited to the individual citizen in the country but also
extended to the business, non-governmental structures and the government sector of
the economy. Despite the enormous revenue generated in the 1970s due to the oil
profits the Nigerian government succeeded in making no serious plans aimed at
preparing for the rainy day. Instead, there was squandermania . Hence money
realised from the oil boom was wasted. As an exhibition toward extravagance, and
lack of adequate foresight, the Nation hosted the world in the less fancied Festival of
Arts and Cultﬁre (FESTAC ’77) and a generous increase of salaries to workers
without considering the Macro-economic, the resources base and the long - term
Iimplicalions. Also, there was a general expenditure on clephant projects and an
increase in public and private sector expenditure without making aﬁy shock absorber
provisions in terms ol savings and initiating a motivational saving attitude and
behaviour in the citizenry, Even when the resources are drying up, the government
lacks the foresight of making provision for resource diversification. The mismatch
measure usually embarked upon then was accumulating short term loans and using
them for long term projects. This to a great extent, caused much incremental effects
in the external debt stock._ Hence the debt crisis worsened

Another causal factor of the Nigeria debt burden was nothing but an unrealistic
exchange rate ai}d the pseudo nature of the Nigerian exchange rate regime. Both the
monetary and exchange rate policies did not respond quickly to reflect the external

value and realities of the Naira as at the time when there was a drastic decline in the
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inflow of resources as a result of the depressed oil market. The Nigerian foreign and
economic policy makers tended to negate the character of the world economic order,
resultantly the Naira was highly overvalued and this created a severe pressure on the
external seeror. The existing raie of the Nigerian Naira then in the 4970s and early
1980s made it possible for individuals, corporations, houscholds and governments to
incur foreign debt obligations which the country’s resource could not sustain in the
tong term. There was also an accumulation of short term trade debts. This was like
administering a nedicine meant for a common cold 1o cure influenza. The over-
valued Naira also caused leakages and capital flight which substantially depleted the
external reserves, hence the need for an alternative finance in form of external
borrowing. |

Project Financing - Most importantly, there was a nus-match between loan terms and
project Tiancing loan.Capital contracted for short term financing of projects were
used 1o linance Jong term projects . These projects were nol completed at the time
repayment was due, talkless of getting proceeds to repay the loans. This became a
problem. For example as carlier mentioned, short and medium term debts accounted
lor about 85% of total ouistanding debts owed to external creditors by the Nigerian
government in 1986, Unfortunately most of these medium tevm loans were drawn 10
finance fong term projects.  Externally financed projects were hardly completed when
amortization became due. A situation at which debt service bouncing then resulied,
which invariably compounded the debt problem.

Over Dependency - Nigeria maintains a culture of over dependence on import instead
of looking inward for the production that could sustain economic development, the
globalisation had faking itS toli on the Nigerian economy. The consumption pattern

ol most Nigerians, was ir favour of forcign goods and services neglecting internal
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goods. This character increased the level of foreign exchange commitments. For

instance, the level of imports reached its peak of &13 billion in 1988, it therefore
became difficult to reduce the level of imports consistent with adverse development
in foreign exchange earnings in subsequent years. This resulted to a massive build
up of the trade arrears which exacerbated the national debt problem.

More over Nigeria is highly dependent on the industrialised countries for
goods import as well as the finance required for the prosecution of development
programimes. These attributes of the Nigerian economy made it vulnerable (o
external shock as was the case with other third world countries.

Depreciation of the Dollar - The depreciation of the dollar which is the sole
international unit which all the world currencies are tied o, also contributed to the
rising profile of the Nigerian debt. Then in the early parts of the 1980s,the dollar
depreciated agﬁinst other major international currencies i which the original loan was
contracted by the Nigerian government. Since Nigeria's debt is denominated in the

dollar, the conversion of debts contracted in Franch - fraﬁcs, Japanese - yen,
Deutsche - mark, Swiss - -francs, pound sterling etc. into the dollar, when the dc.)llar

losses its value will equally increase the dollar amount of the debt stock.

- SUMMARY

In the chapter, effort has been made to outloock the Nigerian external debt in

perspective. In this regard, issues such as - the éxtern;al debt burden of the less developed

countries, the origin and causes of the Nigerian debt crisis, types and structures of the

Nigerian external debt,were extensively discussed. Tt concluded that,debt has been the
Cod

Achilles heel of Africa and most third word countries (Nigeria in particular) as the'y attempt

recovery and transformation. Thesituation in most of these countries were blamed on the

influences of the Bretton wood’s conferences of 1945 and its systems, which produced the

structural adjustment programmes and some macro-economic measures that impaired on
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African countries.In the case of Nigeria, external debt’s problems started in the 1980s.
Most importantly the Nigerian external loans’ creditors are both the multilateral and Bilateral

international organisations and Countries.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS
4.0 INTRODUCTION

This chapter shall present and analyse data gathered in the course of our research, in
relation to Nigeria’s debt management. In this regard, we shall discuss the trend i Nigeria’s
external debt, the effect of the debt on the economy, the management of the debt and the
probiems, encountered in its management. _

4.1 TRENDS IN THE NIGERIAN EXTERNAL DEBT

As earlier mentioned, the size of the Nigerian external debt was very low in the
period up to 1977. Even at the end of civil war in 1970, Nigeria's external debt outstanding
was only 14684.3 million. There after, it deciined sharply to :R308.9 million in 1971 and then
rose gradually to &408.9 million at the end of 1977. Up to this period debts were contracted
in relatively small amounts and were largely to supplement domestic resources for the
provision of infrastructural facilities and agricultural projects.

Following the emergence of the glut in the international crude oil market in 1978 with
the attendant strains in the balance of payment, external resources and government’s finances,
Nigeria tor the first time had recourse to borrowing in large chunks at shorter maturity from
the International Capital Market gICM) at higher and variable interest rates. A number of
ICM Jumbo loans were contracted between 1978 and 1979 in order to redeem balance of
payment deficits and to establish a domestic steel industry. Consequently {CM loans rose
rapidly from 1979 to 1985, In the same pertod state governments joined the bandwagon of
external borrowing, the subsequent effect was the inability to provide adequate shock
absorbers for this external debt in terms of servicing. .

Following the trend described above, Nigeria's outstanding cxtern;al debt started
rising. It suffice to emphasise two important factors. Despite the economic diplomacy of the

Baba{ngida regiime and the in ward looking and self- reliance financing strategy of the Abacha
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regime between 1985 and 1998, external debt remains as high as $429.8 billion as at the end
of 1998.

The table below shows the total Debt stock/service payment (in billions of Naira) between

1980 to 1998,
1980 Total (|’ b} Debt Debt service (¥' b)
1981 9.8 0.9
1982 13.7 0.9
1983 18.6 1.0
1984 30.8 1.5
{985 37.8 1.8
1986 42.0 2.5
1987 395 8.9
(988 137.6 7.3
{989 [84.6 11.3
1990 294.6 19.3
1991 382.1 39.5
1992 . 4417 46.0
1993 706.2 67.4
1994 695.0 67.4
1995 688.56 66.0
1996 709 67.89
1997 n.a N.A
1998 | —-----

Sources: Major economic & Financial indicators. CBN. research Dep. Apri! 30,1993,
The sharp increase in the externa! debt of Nigeria was also because of the

corresponding increases debt services. As shown from the table above, total debt stock

which stood at 1:#13.7 billton in 1981 rose to N42.0 billion, #8294 billton and §706.26 billion

n 1985, 19389 and 1992 respectively. Debt service payments also rose in similar manner.
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For example. the debt service was about £20.9 biltion in 1981 it rose to f42.5 billion in 1985

o #19.3 billion in 1989 and reached R67.4 billion in 1992 and by 1996 it was #67.89 bilion.

4.2 THE DEBT PROBLEMS AND THE NEED FOR DEBT MANAGEMENT
External debt burden is a clog in the deveclopment process of developing economigs.
Nigeria is not an exception. The heavy exiernal debt problem has significantly disrupted
economic, political, social, industrial, and technological development ot the country, Heavy
debt service payment and attempts to minimise balance of payment deticits and preventing
the depletion of external reserves by successive governiments in Nigeria have led to drastic
curtailment of unports. For example the value of import which rose by 47% respectively in
1980 and 1981 declined by an annual average of 10% from 1982 to 1986, though it rose to
about 27% between 1987 and 1992, the scenario was disrupted between 1993 and 1997 to

about {5%. .

in the real macro-economic sense, import deciine always leads to severe reduction in
developmental projects and industrial production. Evidendy, by the begining of the 1980s,
ndustrial capacity utifization began (0 decline sharply. Generally, tailure to utilize fully built
up capacity has resufted into supply constraints due to shortage of raw materials and
technological input which have to be imporied from abroad. As from 1982 capacity
utitization had been under 40% (the lowest capacity utilization is located in the heavily
import dependent brands, automobiles, grain (lour milling), glass. dairy, and metal basic
industrial chemicals, stock feeds, machinery and texiiles), and has been on the reduction
cbb since. Capacity utilization 18 currently below 32%.  Also the resultant ctfect has been
scarcity of goods and services and spiralling of inflation. With the exception of 1986, the real

GDP growth rates were negative from 1987 to 1998, Poor economic performance worsened
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the unemployment situation and aggravated many social problems like touting, Advance fee
fraud (419). assassination; bribery and corruption, Armed robbery etc.

The Accumulation of import payment arrears and default on debt service payments
especially since 1983 bhad threatened Nigeria's credit worthiness and solvency which
culiminated in the relusal of foreign correspondent banks to open lines of credit tor Nigertan
importers tn the 1980s and 1990s.  This probably was one of bthe reasons for the
implementation of the IMF and the world bank supported struciural adjusiment programmes
in 1986 and the quest tor the IMF loan by President Obasanjo’s government in 1999.

Noteworthy again is the fact that the debt restructuring which has beeit adopted to
provide debt relief has treated other sides of the problems. Restructuring tfor example does
not eliminate the debt but pushes it to a later date.The Paris club restructuring exercise
involves an intricate. complex and tedwous process of negotiation on the terms and conditions
which will be aceepiable and favourable to both parties (Nigeria and the club). Actual debt
restructuring volves the protracted negotiations with each creditor natton. Such exercise
saps the energy out of the top government officials and diverts their attention from the more
impaoriant issues of growth and development.

Another aspect that needs mentioning i velation v debt burden is that delu
restructuring olten twirns private and unguaraniced debrs ino tfederal government and the
Central Bank of Nigena's obligations. Despite the inconveniencies and the direct and
indirect cost of debt restructuring, the much orchestrated new_money which forms part of the
obligation packages are rarely provided. This has tended to aggravate the burden of
adjustment required to implement the economic reforms and which coustitute a major
couditton of debt restructuring. Consequently. the auitudes. ways. means and advanced

facilities in use on continuous basis by government o meet its budget deficit and servicing
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of external debts had tremendously increased the inflationary rate in the country from a single
digit in the 1970s to an alarming double digit in the 1990s. The end result of which is a
reduction in the rcal income to a zero level.

If those problems of external debt burden should continue, there is every possibility
that by the year 2010, the whole economy and other surbordinate sectors will be grounded
and paralysed, thefeby making us to be listed among the poorest and High Debtor Nations
of the world. To effectively get out of this maladies there is a need for an effective debt

management,

4.3  MANAGEMENT OF NIGERIAN EXTERNAL DEBT

The management of external debt necessarily implies more rational utilisation of

, _

earned toreign exchange. Here an importam trade off exists. Il we cmploy sizeable
proportions of foreign exchange earnings to reduce foreign debt outstanding, other important
nattonal requirement in industry, agriculture, education, health and infrastructurat
development may suffer. Conversely if these basic domestic needs are satisfied with foreign
exchange earnings while disregarding debt servicing, total value of outstanding foreign debt
increases as well as the proportion of future income stream that has to be paid abroad as

interest. In these regard an effective debt management strategy s beeded. Before going into

detail of debt management it will be peritous to look at what debt management really conotes.

4.4 WHAT IS DEBT MANAGEMENT

Within the Macro-economic school of thoughts, debt management is seen as a
conscious and carefully planned schedule of the acquisition development, and reinvesting ot
external loans contrac.ted. either for development purposes or to support the balance of

 payment deficit, In it paraphenelia, it encompasses estimates of foreigh exchange earnings,
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sources of external finances, the projected return on the investment which the loan has
financed, the amortisation schedule and the debt service burden. Also, it includes an
assessment of the couniry’s capacity to service existing debt and a judgement as to the
country’s capacity, desirability or otherwise of contracting further ldans. External debt
management also cusures a means of achieving benefits of exicrnal finances without creating
difficuit problems of macro-economic and balance of payment stability.

Within the accounting management practice,debt management is referred to as the
establishment of the condition of issue and redemption of public securities. In this regard,
it involves the process ol administering the national debt, providing for the repayment of the
principal, payment of interest and arranging the refinancing of maturity debts.

According;]y‘ the primary objectives of debt management is (0 improve the debt
profile in the short term and reduce the burden over the medium and long term, The

“secondary objectives range from

# maintaining a comprehensive inventory of loans.

o Forecasting debt services

* Monitoring loan utilization

* Providing policy guidelines to maintain optimum structures of

- Maturity of loan
- Current composition of the Debtor nations
- interest rate on loans.

Mainly, Debt management objectives should be aspired towards:

* Derermining new sustainable fevel of horrowing
® minimizing the risk exposure
* Assisting in the restructuring of
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- Rescheduling Period
- Refinancing of loan.

lFor External Debe management 10 be etfective, it requires;

* An appropriatc legal and institutional Iramework for the contracting
and monitoring of loans,

* Coordination commitlees lor operational and policy functions.

= A debt unit with clcar terms of reference which is strategically located.

* A dymanic and effective debt recording and management system
(DRMS)

* An accurate loan by loan Data base

Trained stalt in the minisiry of Finance and other allied agencies in the
contracting parties country,

Basicably, external debt management involves five basic functions

L Policy

i, Regulatory

iii. Operational

v. Accounting and

v. Statistical analysis

This shall be analysed thus:-
Policy - The policy involves coordination amongst the agcn::ies with prime
responsibility for the economic management of a country in the fom‘:ation of national
debt policics and strategics.
The regulatory aspect concerns, the establishment of a wel! defined institutional

framework and arrangement for recording and monitoring of new debt incurred by
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the domestic agents (public and private) and the comprehensive recording of maturity
debi. | |

. Operational - Operationality of debt management should pre- supppse (he adoption
of a stratcpy to approach and participate in the internanonal financial market.

d. Accounting - The accounting funciion requires collecting of detailed information on
debis on Joan by loan basis and providing for an efficient payment mechanism.

€. Anmadvical - The analytical aspect tuvolves the development ol the statistical wols
(o carry out sensitivity analysis o explore the various aptions open 1o debt managers,
given market conditions. and the Tuture structures o debt.

The question to ask at this juncture is that who and who is statutorily

mandated 0 manage external debt v a country.

4.5  THE MANAGER OF NIGERIAN EXTERNAL DEBT.

Under the financial and statutory obligation of any given economy, the Apex bank
stood aiocol as the general manager of the country’s exrernal debt.

In Nigeria's sitnanon, The Central bank of Nigeria being the Apex bank in the land,
a banker™s bank and the financial adviser w the federal government of Nigeria, is charged
with (he responsibilny of managing Nigeria's ex(.ernai debt.  With the provision of the
Central Bank ol Nigeria Decree No. 24 of 1991, The Central Bank of Nigeria is cmpowered
to manage Nigenia's external debt. 1t is also empowered, inter alia to; issue a guideline for
the smooth operaton ol the federal governments debt conversion programmes;  issue (he
Naira denomination or other forms of securities or make any arrangement in respect of the

outstanding on loreign obligations of the federal government of Nigeria in the course of



rescheduling and restructuring of such obligations.

It one should cull from QOkugbo P., who asserted that; countries do not know how
much they owe, (hey may be ncaf accurate about their pubtic and publicly guaranteed debt
but will be unsure of the private non-guaranteed debt, especially credits and trade arrears.
Even when these are reasonably well documented. they are not authenticated and their values
are constantly changing with the change in the exchange rates, I--Icncé an effective external

debt management is necessary.

4.6 PROCEDURES IN DEBT MANAGEMENT

A debtor country is obliged to settle her international debis, be it private or sovereign
debts. Where a country is unable (o scitle her short-termn debis because of poor foreign
exchange receipts arising from low export capacity, the country in question enters
negotiation with creclitors in order 1o conveﬂ the short lerm debts into medium term debts.
i the negotiation 1s successtul, the debitor country issues promissory Notes designated in the
currency of the creditor country or in the original currency in which the transaction was
conducted. A period of grace is then arranged.

[nterest due on those debts are paid during the period of grace while the principal sum
15 settled after the period of grace, as may be agreed upon by both debtor and creditor.
Where a country is still unable to settle short terin debt which had been converted into
mediuin term debts and medium term debts which had maitured for repayinent, the debior
couniry may be obliged to request for rescheduling of debt and arrange forl' a new financing
package to help the economy get out of the woods. This was practiced in Nigeria in the
1980s. Nigeria had to follow this course of action when it became very difficult for her to

settle arrcars of short term trade debts and mediun term debts  incurred in sthe 1970s which

38



matured for repayment in the earlier 1980s.

Despite the arrangements, third world countries like Nigeria sometimes failed to meet

up. Example is seen in Nigeria’s inability to honour her debt obligation by April 1, 1990.

Thus if Nigeria is unable to honour this debt obligation, there is a need for an effective Debt

management strategy.

Before going further it will be pertinent to look at the various types of debt

management strategy open to Nigeria, upon such ierms and conditions as may be agreed

between the Federal Government and the "bank”.

()

(iiy

(iit)

(iv)

The management of internal debt involves:-
advising the government as to the timing of floatation of debt instruments and terms
of issue.

advertising for public subscriptions to the issue.

Collecting the proceeds of issues on behalf of the govermument, supervising the issuing
of certificates and warrants, and maintaining proper books of account in respect of
receipts and disbursements, and

Payments of interest and principal on due debts and managing the sinking fund set to
facilitate the redemption.

In carrying out these functions, the CBN guaraatees debt instruments/securities by

underwriting the unsubscribed portion and provides a secondary market where the dis-

investments of public holdings can be effecied at a discount. The central bank also provides

information on regular basis and advises government about the position and implications of

internal debt,
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4,7 EXTERNAL 'DEBT MANAGEMENT

External debt management is more intricaie and requires careful planning. Nigeria’s

external debt management strategies have varied from time {0 time since the early 1980s

when the debt crisis became more pronounced. However, a more pragmatic, articulate and

all embracing plan was set out in February, 1988 with the following policy objectives:

a.

to outline strategies for increasing foreign exchange earnings thereby reducing
the need for external borrowing; |

to set out the criteria for borrowing from external sources and determine the
type of projeci for which external loans may be contracted.

to outtine the mechanism for servicing external debts of public and private
sectors.

to outline the roles and responsibilities of the various organs of Federal and
State Governments as well as the private sector in the management of external

debt.

In view of these, therefore, the following guidelines were issued as regards to

government borrowing;

1,

i,

iii.

iv.

Economic sector projects should have a position internal rate of return as high
as the cost of borrowing.

Social services of infrastructure would be ranked on the basis of their
cost/benefit ratios.

Projects to be financed with external loans should be supported with feasibility
studies {which, of course, include joan acquisition deployment and retirement
plan scheduie).

External loans for private and public sector projects of ﬁuick yielding nature

can be sourced from the private capital markets, while loans for social
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V1,

vil.

vill.

services can be sourced from concessional financing institutions.

Borrowing by state governments, parasiatais and private agencles must receive
the approval of (he Federal Government before they are contracted. The
private sector borrowing approval does not constitute a Federal Government
guarantee or currency undertaking, but io ensure that the bo;‘rowing conforms

with national objectives.

The state Government borrowing proposals should be submitted to the
ministry of Finance and Economic Development and the Central Bank of
Nigeria for consideration before they are incorporated- in the final public
sector borrowing of the annual budget.

State Governments and their agencies, as well as Federal parastatals shouid
service their debts through the foreign exchange market (FEM} and inform the
[Federal Ministry of Finance and Economic Developiment for record purposes.
For failure to service their debts, the Naira equivalents would be deducted at
source before the balance of their statutory allocations are released.

For loans on-tent by the Federal Government to state governments, the
Federal Ministry of IMinance and Economic Development would make due
payments and deduct the full amounts at source from their statutory
allocattons.

As for the private sector, industries that are export - oriented should service
their debts from their export earnings, while others should utilise the FEM

facilities to service their debts’.
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4.8 EVALUATION OF DEBT MANAGEMENT STRATEGIES

Nigeria has ioday been classified as one of the Heavily Indebted Countries (HICs),
Total public debt as at the end of 1992 siood ac 19706,2 Githion.  Ridiculously external debt
alone as at October. 1993 stood at ]R631.4 billion (i.e. $28.7 billion at N?.L’.per $1.0)

There is no doubt that the management of the country’s internal and external debt has
been one of the greatest problems for micro-cconomic policy and attainment of growth
objectives. In an attempe to ameliorate the debt problem, Nigeria could have adopted any
or a combination of the tfollowing:

a. Repudiation of past or all of the debt.  Debt repudiation is a unilateral action

involving a refusal to setile due obligations.

b. Debt cancelfation: That is Nigerta could benetit from debt cancellation by her
creditors.
c. Payment: Nigeria might artempt to pay in tull all debt obligations as they fall
due,
. [
d. Negotiation: Here conscious efforts may be made 10 negotiate for debt relief

or debt reduction.

However. it would be appreciated that Nigeria's debt management has been in line
with the international debt management sirategy. 1t has prevented a break-down of refations
between Nigeria and her creditors, That i_s to say, while the creditors have been protected
agatnst the risk of unilateral default, their exposure, particularty that of banks has not
increased. At this junciure, one will atiempt to mention briefly some of the international debt
reliel proposals which are search light for Nigeria’s debt eradication,

1. The Baker plan (1985)

The proposal was advocated and named after James A. Baker, former USA secretary
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of the Treasury. The plan called on private banks, the world bank and other multilateral
development banks to increase their lending by $29 billion to the {5 highly - indebted
developing countries (of which Nigeria is one) over a pertod of 3 years.

‘

To qualily, such countrics must undertake M Feonomic Rc[brlﬁ Programucs,
implementation wouid. however be based on a case by case approach (o the debt problems.
Unfortunatety, the basic preconditton of growth - oricitied adjustinent could not be met while
banks did not show interest in the programme.

2. The Paris Club Plan (1981).

Under this plan, creditor governments are requested to waive payment of past debts
by converting them into grants for low income debtor countrics pursuing structuring
adjustment policies. Other aspects of the plan include, the reduction of interest rates below
market rate tor government or ofticial guaranteed debis and the rescheduting of such debts
over a longer period.

3. African Development Bank (ADRB) plan.

Under the ADB plan, medium and long term loans not granted on concessional terms
to African countries should be converted to long-term securities of at least 20 years at fixed
interest rates which are below market rates.

A redemption fund into which payments are to be made by debtor countries annually
for the interest risk passed on to them.

4, The Brandy plan (1989}

The Brandy plan emphasised two clements of the Baker plan, namely, the case by

case approach and the need 10 adopt IMF economic reforms. The major highlights of the

Plan include the use of cash buy - back arrangement by a debtor country with its cash reserve
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or borrowed funds from the IMF or world bank to repurchase some of its debts at light

discounts.

5. The IMF facilities.

Under the IMF, a number of lending facilities have been put in place to assist
developing countrics facing serious micro-cconomic problems. An cxample, is the structural
Adjustment Programme (SAP) established in 1986 in Nigeria to provide concessional loans
with 0.5% interest repayable over [0 years including a 5% year grace. Prior w this, there
existed the External Fund facility and the Enlarged Access Policy. There are facilities of
other variants, such as the Enhanced Structural Adjustment Financing (ESAF), Compensating
and Contigency Financing Facility (CCEF).

6. The World Bank Facilities

Likc the IMIF, the world bank has similar lending facilities such as the structural
Adjustment Lending (SAL) to assist World Bank Project lending, International Development
Association (IDA), the reduction facility, the special programme of Assistance and the Trade
Investment and Policy Loan from which Nigeria has benefitted.

7. Toronto and Trinidad Terms

At the Toronto Economic summit in June, 1988, leaders of the Group of Seven (G-7)
agreed that the non-concessional bilateral official debts of low - income African countries
should be rescheduled at the Paris Club, under a menu of three Optious.

(1} Cancel Y5 of eligible maturities and reschedule the remainder.

(1} Adopt the longer repayment of 235 years applicable to concessional debts with

market interest rates; and
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{iii)

The Tr

1.

charge moratoriwm interest raies below market rate options for debt service
relief,

cancel 4 of debt service due during the consolidation périod, reschedule the
remaining % over 14 years with 8 yeﬁrs grace period at market - based interest
rates.

rescheduling debt service due over 25 years including 14 years grace period
at market based inerest rates.

rescheduling debt service due over 14 years with 8 years grace period at 3.5 %
nterest below market rate.

inidad terms, however, provide for the foliowing options:

Two-third reduction of eligible debt stock;

‘The remaining "2 1o be paid off over 25 years with 5 years grace period;
The interest due in the 5 years grace period would be capitalised and spread

over (he remaining 20 years. p

Essentially, the Toronto and Triridad proposal involve rescheduling arrangements

raiging from

interest rate’.

DEBT

14 to 25 years, and 5 to 10 yecars of grace period as well as concessionai

MANAGEMENT STRATEGIES IN NIGERIA

Nigeria

has so far used the foilowing main instruments of debt relief and deduction,

notwithstanding the international strategies analysed above.

EMBARGO ON NEW _LOANS

This policy was applied in 1984 by the then Military Administration on State

governments borrowmng from External sources, except in cases where it was absolutely
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necessary or it is specifically tied to a project whose viability can be reasonably guaranteed.
Occasionally, the Federal Government has fixed a maximum level of debt commitment
for both the Federal and Stale governments, 1n 1987, such a ixation was 45 billion for the

Federal Government and in 1932, i1 was M200 million for any staie government,

2. LIMIT OF DEBT SERVICE PAYMENTS

This requires the setting aside of a proportion of export carnings (o meet debt service
obligations to allow for internal development, o this regard, the state governments were
required in 1980 to spend not more than 10% ol their total revenue on debt servicing, That
is why external debt service was limited to $2.4 billion in 1993 instead of $4.6 billion, while
R4[.6 billion i.e., $1.89billton (at 22 per doltar), N22.00 was provided for debt service in
the 1994 budget.

3. DEBT RESTRUCTURING

Debt restructuring involves the conversion of an existing debt tuto another category
of debt, through Relinancimg, Rescheduling, Buy - back, Issuance of Collal‘crfllizcd bond and
the Provision ol New Moncy.

a. Refinancing of Trade arrears. A rcfinancing arrangement involves tiie procurement
of a new loan by a deblor to pay off an existing debt, particularly short - term trade
debis. The new toan may be contracted from the same creditor or a new set of
creditors,

The first refinancing arrangement was in July 1983 followed by anotixer in Seplember,
1983. [n both agreements, $2.1 billion worth of wade arrcars on confirmed letters of credit
was refinanced. The applicable i:]terest rate was |1.5% above the London interbank Offer

Rate (LIBOR). By [986, Nigeria had rcpaid the total amount involved in the two
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agreemeitts.

Agreements were also reached (o refinance trade arrears arising from Bills for

colicetion, open account transactions and unconfirmed letter of credit by the issuance of
promissory notes ol 6 - year maturity with the grace period of 2V: years. The total value
of notes issucd was $3.834.4 million at an imerest raie of 1.0% above LIBOR, while
redemption was to begin in October, 1986, on a quarterly basis.
b. Debt Rescheduling: This involves changing the maturity steucture. [t is not only
merely postponing a debt; it is swretching out or elongating for a number of years ihe
repayment period of & debt in one year. Interest payments are usually spread over a longer
period uatil the (.Iebt is finally liquidated. ‘.

The rationale is to buy tine. o cases where the deli problems are due (o Tuance
temporary foreign exchange short falls, rescheduling gives time for the balance of payments
to nmprove. In cases where the problem is more fundamental, rescheduling tightens the
country’'s burden and gives time for appropriate corrective measures (0 be taken in order o
improve balance of payments.

In 1986, debt worth $1.6 biltion due to the London Club and Ppayable in 1987 was
rescheduled 10 extend 10 1996 with a 4 year grace period. Also, a sum of $7.0 billion has
been set aside to be negottated for rescheduling in the current fiscal year, 1994,

C. Debt - Buy - back, Collateralisation and New Money Optious.

This tmplies the offer of a substantial discount to pay off an existing debt. This type
of arrangement was concluded in February, 1992 when Nigeria bought $3,395.0 billion
commercial debt duc to the London Club at 60% discount. 1n other words, Nigeria paid
$1.352 billion to liquidate or buy - back the commercial debt.

Furthermore, $2.054 billion has been collateralised as 30 years par bond with the
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London Club. With this arrangement, the yield of the bond within a 30 year ﬁeriod would
off - set or pay off the collateralised amount which s referred to as a zero coupon option.
This resulted in savings of about $360 million per annum in inerest payments.

The New Moncy Option refers to the granting of a new lean by a creditor to a group
of creditors o assist @ debt - ridden nation,

4. DEBT CONVERSION

This was adopted in July, 1988 with the setting up of the Debt Conversion Cominittee
to implement Nigeria’s Debt Conversion Programme, (DCP). It was implemented to
compicment the debt management strategics then in existence,

Debt conversion in a broad sense 1s the exchange of monetary insiruments {e.g.
promissory notes, tor tangible assets or other financial instruments). It is a mechanism for
reducing a county’'s external debt burden by changing the character of the debt. Debt
conversion comes in various forms:-

(a) Debt for Equity: This eniails the exchange of a country’s foreign currency
debt for local currency that can be used tor the establishment of new
enterprises, or for the purchase of equity shares in existing private sector
conversion. |

{b) Debt for Debt: It is the exchange of foreign debt for domestic debt which
may be sold for cash in secondary market.

(c) Debt for cash: That is the exchange of debt for local currency which may be
used for local working capital, loan repayments and local tax payments.

(d) Debt for Export: Here exports are paid for in combination of c%sh in foreign

currency and debt.
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In Nigeria, the debt conversion exercise basically involves the sal{e of existing debt
instruments for domestic debt or equity participation in domestic enterpri:ses.

From 1988 to 1992, 225 applications valued at $3.7 billion were received, out of
which 214 applications valued at $2.2 billion were given approval - in principle. The total
amount of debt actually redeemed from inception to 1992 stood at $760.9 million, total
discounts also was $360.06 million. In addition, government realised $11.2 million and
another $9.76 million as transaction commission from the conversions.’

One of the key goals of the 1994 budget is "effective debt management strategies to
reduce debt service burdens on domestic commiumnents and obtain debt relief from the
external creditors.”

In view of this therefore, government enunciated the fo]lowing_ policy objectives:

{1 Outright elimination of contracts not provided for in the budget.

(i) Vigoroﬁs curtailment of expenditure to assure & balanced budget.

(iti)  As regards the servicing of Internal loans the Federal Ministry of Finance and

the Central Bank of Nigeria are charged with the assignments of designing a
scheme which would result in reduction in annual debt service in real terms.

(iv)  On the external front, government will continue to strive to reach an

agreement and accommodation with Nigeria’s Creditors with a view to

securing more favourable terms.

SUMMARY
This is the chapter that dealt with the issues arising from the Nigeria’s rising external
debt profile and its management problems. It explained that the trend in the Nigerian

external debt was low when the country contracted its external loan of a meager,
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R408.9million iﬁ [977. By 41987, it stood at ™ 59.5 billion, in 1997 it was at 4709 billion.
The quantum leap in this external debt structure and its accomplished problems necessitated
the calls for an effective management of the debt. .

In Nigeria, the Central Bank of Nigeria is the sole manager of the nation’s externa
debts. Since the early 1980s when external debt management system was introduced various
strategic plans had been used like debt restructuring, re-écheduling, Buy - back and
conversion, as well as, embargo on new loans and limit of debt service payment. But, these
strategies has yield little or no res‘ults. nonetheless, there are other internationally acclaimed
strategies like the Brandy, Bakers, ADB, Paris and London clubs plans, Toronto and
Trinidad terms, the IMF and world bank facilities among others. The reasons for failure of
most of these debt strategies inittated by Nigeria was nothing but the inébiiity of the Nigerian

government and it agencies to effectively articulate and monitor these strategies
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION
5.1  SUMMARY OF THE STUDY

The study is a conscious analytical analysis, and examination of isses arising from
the management of Nigeria’s exiernal debt under a period of 15 years| i.e. 1983-1999].
Atempt at this study was made in lieu of the fact that the rising profile of Nigeria’s external
debt .has been of great concern Lo people within the well mformed circie. This development
which, has hitherio affected the Country is external reserve profile as well as her image
within the [nternational Community, most especially in her relations with those countries and
agencies to whom it is indebted t.().

Subsequently, existing literatures highlighted that, in general the tncreasing
accumulation of foreign debt by Nigeria from a meager US $684.3 million in the 1970s to
an alarming over US $32 billion by 1998--. The Country is in a deep mess. The best way
out of this problem then is an effective management of the Country’s external debt.

Auempt at generalizing the problems inherent in Nigeria’s external debt opined that
external debt is the Aéhilles hell of African, and most Third world countries as. they attempt
recovery and transformation.  Nigeria’s problem which was caused by the in ability of
successive governments in the Country to develop their natural resources which were in
abundance in the country, and, tl}er wish to achieve rapid economic advancement due to the
experience in the colonial period. In spite, of the objective of contracting these loans from
external creditors like the Paris Club, London Club, the IMF and World Bank ,various
multilateral agencies, the resulls were nothing, bul an unrepentant debt burden. The debt

crisis that surfaced was one of the resulis that was obtained.
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In general these debt crises are caused by low saving patterns of Nigerians, the
unrealistic exchange rate of the Naira ,mis-match of project priorities and financing, over-
dependency on foreign import and depreciation in the value of the dollar, amongst other
factors.

in fact, the sharp increase m Nigeria’s external debts and the correspondent increase
in debt services which made the total debt stock to rise from N13 billion in 1981 to over
N67.89 billion in 1995, has necessitated the need to put a better debt management strategy
in place.

Management of external debt in Nigeria unwittingly implies more rational utilization
of earned foreign exchange. [n micro-economic terms, it means a conscious and carefully
planned schedule of the acquisition, development and re-investing of external loans contracted
either for development purpose or to support the balance of payment deficits. 1t involves
national debt policies and strategies formation, regulation of debt projects, operationalisation
of debt management, proper accounting of loans acquired, and analyzing options open to debt
managers within a given market condition. All these are said to be a statutory responsibility
of the Apex Bank in the country ---the Central Bank of Nigeria

The procedures of managing Nigeria’s external debt are manﬁ:. ‘_Thcy include the
short, medium and long-terim debt management procedures. in Nigeria th;: debt management
strategies involved are ; outlining of strategies for increasing toreign exchange earnings,
setting out of criteria -for borrowing; outlining mechanism for servicing external debts and
the roles and responsibilities of the various organs of federal and state governments as well

as private sectors in management of the debt. All these strategies follow some specific

guidelines.
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In a nuishell, in spite of ihese enumerated debt management strategies engaged by the
Nigerian government the country is being classified as one of the Highly Indebted Poor
Countries (HIPCs) with a ridiculous external debt profile standing at US$28.7 billion as at
October, 1998. However, it would be appreciative (0 note that Nigeria’s debt management
has been in line with the international debt management strategy. This? has helped the
Country to keep integrity with bher foreign creditors.

There were soine debt management and international reliet proposals available to the
Country. Some of which were the Baker Plan {1985), the Paris Club Plan (1981). The
African Development Bank Plan, The Brandy Plan (1989), The IMF/World Bank Facilities;
the Toronto and Trinidad Terms etc.

it needs to be said in conclusion that, it is not that Nigeria and its government just
sal down and allowed herselt 1o be wallowed up by external debt and its conditionalities.
Over the years, Nigeria has managed her debts through various strategies like -~ Embargo
on new loans; limits on debt services/payments; debt restructuring; debt rescheduling; Debt-
Buy back, Coliateralisation and New money option and, the debt conversion strategy. 1t is
our believe that with proper adherence to the recommendations suggested at the end of this

study, Nigeria’s external debt management problems shall be overcome.

5.2 CONCLUSION OF THE STUDY
In general, it can be concluded that the intensity of Nigeria’s external debt structures

has seriously tmpaired on our domestic economic performance as well as, putting our

international relations and reputation at stake.
On a more specific ground, it can be concluded that;

(a) Nigeria’s rising external debt is generally, a grand design by the Advanced Capitalist
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(d)

(e)

(H

()

()

obtain an optimum structure and composition of debt. The sirategy should involve
finding the right mix between debt and equity flows; and a proper balance between
public and private sector debts. ;

Coupled with the above; another debt strategy which involves finding a proper
balance berween borrowing from official and commercial §0urces. it wili also
involve determining what should be the appropriate interest rate exposure, maturity
structure and currency composition of the debt so acquired.

The loan so acquired and debt incurred, should be adequately monitored and its
portfolio reviewed. This should be done on terminal basis.

An institutional arrangement should be put in place which shall; co-ordinates all
parastatal borrowing; mounitor and regulate private sector borrowing; guarantee policy
and procedure for the gov’ernmem, most especially on monetary policies.

Nigeria should establish a database system that would be comprehensive, timely and
essential for cffective debt management. This Database will help to monitor the
evolution of debt and debt services; make payments on time; assess the country’s
foreign exchange neceds; and, provide carly warning signals on difficulties in debt
management in the Country.

'The government should be serious about her economic policies. Tn this regard. viahle
macroeconomic models be put in place which will, stimulate the impact of alternative
borrowing pattern on the country’s budget and the balance of payment. The macro-
economic policy that will be in place should be able to formulate an effective
borrowing technique, policies and strategies; and

Above all, all instituttons and arrangements that encourages debt burden and

discourage effective debt management strategies, should without any further delay be

dismantled.
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