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ABSTRACT

The growth of External debt and its consequences (Net resource Trander) are
among the complimentary factors responsble for the present economic crisis in Nigeria.
This sudy was an attempt to gudy the dynamic interaction between this two
complementary factors and thar implication to the economic devdopment of Nigeria. To
this, both analytical and descriptive satigtics were employed in the analyss. The sudy
reviewed that the external debt grew from bardy US $ 8.9 billion in 1980 to over US $
29.019 billion in 1992 as a rexult of this the net resource trander remains negative

throughout the period except 1982 when positive trander was witnessed.

The factors identified as respongble for poor performance of the economy during
the period includes poor macroeconomic policy measures, coupled with external shocks
especially ail shocks of early 1980s. Upon this background we recommended that Nigeria
should embark on measures that can reduce our over dependence on foreign sources of

financing our projects aswell as boost our local revenues generation.
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CHAPTER ONE
.BACKGROUND OF THE STUDY

There is no single event that has had greater significance in the global macro
economic scene in the last three decades than the external debt crisis of 1980s The
decade of 1980s has been described in economic literature as a “lost decade™ in
growth, or development). The external debt of the Third World, was recognised asa
problem in the 1970s, if not earlier, but by the early 1980s the volume of money
involved was such that the external debt of the major debtor nations was seen as a
threat to the stability of the international monetary system, and, some feared, the
potential cause of another ‘Great Depression™. The external debt crisis of 1980s can
be ranked in significance with the Great Depression of 1930s in both international

impact and policy significance (Blejer et al, 1991).

The external debt problems had been identified as far back as 1970s, a point
already made. It was, however, given less attention as it was seen as a mere banking
crisis, which would be overcome easily. Until the weekend of 12" August 1982,
when Mexico, one of the major debtor countries, unilaterally declared to its
international creditors that, it would no longer honour its debts service obligations
the magnitude of the debt crisis was not appreciated. Between 1982 and 1985, no
less than twenty debtor countries joined the bandwagon. Henceforth, the problem

became a major focus of international attention.
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To this end, the international community embarked on a series of measures
lo overcome the problem at both international and national levels. Some of these
measures include Structural Adjustment Programme, Initiatives reforms, ‘Baker

Plan,” “Brady Proposal’ and debt rescheduling programmes. etc.



Al the national level, in Nigeria for example, there had been series of
economic policies and programmes put in place by different governments to solve
the debt problems. The first attempt was the Economic Stabilisation Act of 1982,
which did little to solve the problem. Then the government of General Buhari in
1984/85 came in with more stringent crisis management measures anchored on
increased state regulation. Such policies included import control and counter trade
policies. And finally, the Babangida government introduced in 1986 the Structural

Adjustment Programme [SAP].

To some extent, the efforts both at national and international levels to
contain the threat to a global banking crisis appcarc;l to have been successfully
achieved at least until now. However, the Third World debtor nations continued to
stagnate under the burden of external debt servicing obligations, which was
identified as among the factors militating against the rapid economic growth and
development in the third world countries. Riley, (1989) pointed out that, by 1980s
the poorer debtor states were making substantial debt repayments even in times of
famine: for every one pound given in famine relief in 1980s, the west reclaimed

some two pounds in debt repayments.

Despite the adverse effects of the debt crisis on the Nigerian economy, the
economic dimension of the debt crisis remains inadequately explained and vaguely
understood particularly by Nigerian audience. Nigeria’s external debt crisis
continues t0 remain an important issue among the relevant areas of academic

research. This study ys . therefore an attempt to add to the existing literature.
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1.1  STATEMENT OF RESEARCH PROBLEMS

By the mid - 1980s it has become clearly obvious that the Nigerian economy
had begun to under go another round of economic decline (Olukosi, 1991). The
inflow of foreign exchange into the country declined, the foreign reserves dropped
drastically from N4.4 billion at the end of 1980 to N0.56 billion in 1984 (CBN,
1996). The inflow of foreign capital also declined. The manufacturing sector of the
economy was producing below capacity level. High rates of unemployment in all
sectors of the economy and the scarcity of basic necessities were experienced. The
external debt burden continued to increase from N2, 178.4 million to N38, 394.409
million between 1980 and 1996 (CBN, 1994). That put much pressure on the
economy in the form of meeting the debt servicing obligations and domestic needs
(such as import). I.-Iencc_. Nigeria transferred more resources abroad in the form of
debt-servicing obligations, repatriation of profits by multinational corporations
capital flight and other forms of “underground™ leakage from the economy than the
inflows it receives from outside. For example in 1987, foreign exchange inflows
into the economy stood at US $2.793 billion, the outflow from the economy
amounted to U.S. $4,025 billion (Citicorp, 1987). This gave the negative net
resource outflows of U.S. $1,232.0 billion. During the past two decades, the high
rates of debt servicing remains as one of the factors hindering the rapid economic
development in Nigeria. For example, between1982 and 1987, the sum of N3,
700.00 million and N408.00 million was allocated for debt servicing in Nigeria
(CBN, 94). This acted as a tax on future output, discouraging domestic productive

investment plans of the private sectors and adjustment cfforts of the government.

In addition, there was low level of domestic savings and investment and high

rate of capital flight. As Ajayi (1990) pointed out the consequence to foreign



borrowing when he stated that, the residents of a country are forced to transfer their
financial savings abroad in the form of debt service at the expense of domestic

productive investment.

The above problems, therefore, raise some fundamental questions:
What are the causes of the debt crisis in Nigeria?
Has the amount of resources committed annually to debt servicing actually reduced
the debt burden?
How effective have the debt management strategics adopted so far helped in solving
debt problem in Nigeria?

This study seeks to provide answers to these questions and many more.

1.2 OBJECTIVES OF THE STUDY
The broad objective of this study is to analyse the causes and effects of
external indebtedness in Nigeria from 1980 to 1996. The specific objectives are:
1. To analyse the causes of external debt accumulation and servicing

difficulties in Nigeria between 1980 and 96

2

To analyse the various debt management policies adopted by successive

governments and the impact of such policies on the debt crisis

(9%

To estimate the magnitude of annual net resource transfer in Nigeria during

this period.

13 RESEARCH PROPOSITIONS/HYPOTHESES

I Nigeria has suffered from a negative net resource transfer since 1980 as a
result of the debt burden

ii. On the other hand, this negative net resource transfer is feeding into the debt

crisis. In sum, both the debt crisis and the negative net resource transfers

have dynamic interactions.



1.4 METHODOLOGY OF THE STUDY
1.4.1 Sources of Data

The study will use the time-series data obtained from secondary sources. The
data will be sourced from CBN annual reports and statements of accounts, statistical
bulletin, financial and economic reviews and publications from the Office of
Statistics such as Statistical Abstracts. We shall also make use of World Bank
Publications such as World Development Reports. Discussion papers, World Debt
Tables, African Economic Indicators and other relevant textbooks and journals from
the library will also serve as sources of data.
1.4.2 Techniques of Analysis

The study used both descriptive and analytical tools of analysis. Within
descriptive statistics, we used graphs and charts to display the debt burden
indicators, the debt ratios and some macroeconomic indicators during the period.
Within the analytical tools of analysis we employed quantitative methods as
specified in the models to calculate the saving — Investment gap, export-import gap

and the annual net resource transfer.

1.5 SCOPE AND LIMITATIONS

The study covers the period of sixteen years, 1980 to 1996. This period
covers the beginning of the international debt crisis, which was also the beginning of
the present economic crisis in Nigeria. It also covers the period of the Economic
Stabilisation Act, through the period of the Structural Adjustment Programme and
the post-adjustment era in Nigeria. The adjustment era in Nigeria covers 1986 —
1994; thereafier, the post-adjustment era begins. The period is wide enough to give a

clear understanding of both positive effects and negative consequences as well as



the relative effectiveness and otherwise of the policies adopted during the period.

This study is specifically restricted to Nigeria only.

The obvious limitation of this study is the wide disparity between the World
Bank and CBN statistics on Nigeria’s cxternal debt. To lessen the problem, we
resort 1o use only World Bank statistics. Unless where we cannot get data on a
specific variable in the World Bank Statistics, then we shall make a substitute with
the CBN statistics
1.6 STRUCTURE OF THE STUDY
This study is divided into five chapters; Chapter One contains the introduction of the
study, statement of problems, objectives scope and limitations. Chapter Two contains a
profile of Nigeria’s external debt, causes of the debt crisis and an analysis of various
policies adopted to solve the problems.. between 1980 and 1996. Chapter Three has the
theoretical frame work and literature review. Chapter Four contains the model specification
and discussion, data analysis and interpretation of result. Chapter Five contains summary,

conclusions and policy recommendations.
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CHAPTERTWO

2.0 Profile of the Nigeria’s External Debts
2.1  THE GENESIS OF THE DEPT CRISIS IN NIGERIA

“If there is any one area in which Nigerians have demonstrated unrivalled
dexterity in economic management it is in their capacity to borrow and to spend.

Indeed, so talented have they been, that they would even borrow to pay outstanding
debis” (Ikara, 1988).

The history of external debt in Nigeria predates its “political”
Independence. During the colonial era, most development plans were partly
financed through external loans. For example, in 1958 the sum of US $28 million
was contacted for railway construction. In the initial stage, he amount borrowed
was quite modest. Even after the Civil War the level of Nigeria’s external debt
outstanding was relatively low at N488.8 Million (CBN, 1980). At that level, the
external debts constituted on 9.2 percent of the GDP. The External Loans
(Reconstruction, Rehabilitation and Development) Decree of 1969 sanctioned the
raising and use of external loan not exceeding one billion Naira for reconstructing
and rehabilitating and development of the Civil War ravaged areas (laws of the
Federal Republic of Nigeria, 1985). Between 1970 and 1977, Nigeria’s
outstanding external debt was less than N500 million on an annual basis and the
debt service ratio averaged 1.4 percent per annum (CBN, 1985). Thus, Nigeria
remained largely “under borrowed” throughout 1970s relating to the high
absorptive capacity of the economy. During that period the country received large
inflows of foreign exchange through the sale of Crude Petroleum Products. During
the period of the “0il Boom” the level of outstanding external debt was not only
relatively low but was restricted to bilateral and multilateral loans. Such loans
were usually provided on concessionary or “soft term” basis. Thus, debt servicing

did not constitute any serious problem to Nigeria.



A turning point was however reached in 1978 as the “Oil Boom™ collapsed
and oil glut surfaced. The pressure on government finances led to the first
borrowing of a “Jumbo” loan of US $1.1 billion from the International Capital
Market for balance of payment support (Irefin 1990). Being a loan from private
sources, it attracted higher rate of interest and a shorter maturity period. At the
end of 1978 the level of total outstanding debt Nigeria owed increased more than
two folds from that of the precéding year. Since then, many more loans have been
raised from private capital market as funds from bilateral and multilateral lending
institutions dwindled. This caused a remarkable shift in the structure of

outstanding debt and consequent increase in the debt burden.

Between 1979 and 1983, there was an indiscriminate resort to external
borrowing ostensibly 1o finance projects. The result was a multiple increase in the
level of outstanding debt. More over, due to the sharp decline in foreign exchange
earnings brought about by the adverse development in the World Oil Market,
Nigeria started to incur more payment arrears from 1982. The arrears increased
from N1981.7 million in 1982 to N12, 279.7 million at the end of 1986 (CBN,
1996).

A particular unwelcome development between 1979 and 1983, was the
indiscriminate way in which some state government resorted to borrowing from
external sources to finance all sort of projects. Such loans did not bear the federal
government's guarantees and usually borrowed at high interest rate from

international capital markets.

The increased level of debt coupled with the harder borrowing terms



meant that an increasing proportion of exports earnings was aside to meet the debt
service payments. Thus between 1978 and 1983 the annual average debt service
payment increased to N513.8 million and further increased to an average of N2,
953.6 million between 1984 and 1986. As a proportion of Nigeria’s earnings,
debt service payments increased from 0.7 percent in 1980 to 33.2 percent in 1986

(CBN, 1996).

The external debt problems of the past few years should therefore be seen
in the context of the costs, which the debt servicing imposed on Nigeria.
Moreover, the accumulation of arrears has seriously impaired the country’s
international credit worthiness thereby making it difficult to secure an additional
line of credit.

22 Factors that contributed to Nigeria’s External Debt

There are quite divergent views among scholars on the general causes of
external debt crisis in Nigeria. Some altributed the causc to the workings of the
international economy, while others to purely domestic macroeconomic policy
failures. What ever is the cause of the debt crisis in Nigeria, Nigeria has found
herself in an unfortunate situation. It is therefore instructive to look at some of the

factors that contributed to the crisis as well.

2.2.1 Declining Export Earnings

According to Adedeji (1984), Africa’s external indebtedness crisis is
measured in terms of debt servicing capacity crisis because the world economy is
facing crisis. Thus, the debt servicing requirements coupled with low levels of
economic growth, particularly the national income and export revenues led to

structural disequilibrium in Nigerian economy during the past two decades. This

)



structural disequilibrium between import requirement and export earnings

compelled Nigeria and indeed, many other LDCs to resort to external borrowing.

During the 1970s and early 1980s the main source of Nigeria’s foreign
exchange eamings was from the proceeds from the sales of crude oil. The impact
of the oil revenue boom of the 1970s and 1980s made Nigeria even richer and the
crux of the focus of economic activities. Unfortunately the bulk of the revenues
were used for the importation of manufactured goods, consumer goods and
armaments, often at highly inflated prices. Instead of embarking of productive
agricultural and growth oriented industrial activities. so long as the oil revenue
remained sufficiently high, this unproductive accumulation process could continue
unabated. However, the oil glut of 1980s brought the production levels and prices
down. Nigeria ‘s production dropped from 2.085 millions of barrels per day
(mbd) in 1980 to approximately 1.36 Mbd and the price per barrel (pb) dropped
from US $55.2 in 1980 to US $28PD in 1984, this scenario reflected a decrease in
export receipts which were then reduced from N12.8 billion in 1980 to N7.5
billion in 1983 (World Bank, 1993).

In contrast, the import increased from the 1979 levels of N7.1 billion to a
peak of N11.3 billion of oil glut between 1981 and 1982 this resulted to a current
account deficits of N12.0 billion (Rimer, 1988). This deficit was financed by
foreign borrowing, running down foreign reserves and accruing large trade arrears.

The accumulation of arrears was primarily caused by the failure of government to
respond swiftly to the oil production slumps of 1981 and the inability to reduce
the imports quickly enough. Thus government acted in April 1982 (with the

promulgation of the stabilisation Act), when the foreign exchange reserves had



already declined to little more than U.S and 1 billion. The CBN had little choice
but to ration its foreign exchange approvals in accordance with the available
income, and therefore “forcibly” borrowed the difference from the suppliers and
banks, which had issued letters .of credit. By allowing these arrears to accumulate,

Nigeria further dented its credit standing in the international markets.

The fears for the continuing weakness of the oil market and lack of control
overstretched borrowing. As Terter (1984) observed, that the intensification of
problems in 1982 was primarily as a result of the effect of global recession from
1980 to 1982, the second oil shock in 1979 and adverse psychological shocks to

financial markets caused by problems of some few individual countries.

For non-oil LDCS the total external debt by the end of 1982 reached
approximately U.S § 500 billion while the estimated total of five OPEC countries
(with Nigeria inclusive) added another U.S. § 30 billion between 1973 and 1983.
The external debt for non-oil developing countries rose to an annual rate of 19%.
The commercial bank’s financing which had accelerated in the 1970s averaging an
increase of 23% between 1976 and 1980 to 20% in 1981 and 100% in 1982. For
LDCs slowdown was even more dramatic as commercial bank’s lending came to

an abrupt halt in the third quarter of 1982, following the Mexican default.

2.2.2 Fiscal and Mon[etary Policy Failures

Fiscal and monetary policies of a country have a tremendous impact on its
indebtedness. This area covers the exchange rate and debt management policies.
For instance, in the early 1980s, the domestic economic situation deteriorated and

balance of payment began to worsen (rising current account deficit and decline in



reserves), with output and exports declining, reserves almost exhausted and debt
servicing obligation increased. Nigeria’s foreign exchange reserve fell drastically
from U.S. § 8.5 billion at the end of May 1981 to about U.S.$ 85 billion in
December 1981 (Citicorp 1987). The total value of external debt roses from U.S
$ 500.7 billion in 1970 to U.S. § 12.086 billion in 1981 (CBN” 96) Thus,
Nigeria's foreign exchange resource continued to be insufficient even to maintain
the existing level of annual growth rate. Hand in hand with the depleting value of
foreign resources and escalating value of foreign debt, both monetary and
exchange rate policies of Nigeria did not respond quickly enough to reflect the
external value of Naira at the time of drastic decline in the flow of resources from
the depressed oil market. The prevailing exchange rate was U.S § 1.2/ N1, thus
Naira was grossly over valued and this created severe pressure on Nigeria’s

external sector.

There was a large Naira bank which at the existing rate of exchange made
it possible for individuals, corporations and even government officials to incur
foreign obligations which the country’s resources could not sustain and this led to
the accumulation especially of short term trade arrears which were unplanned.
The over valuation also gave great incentives to leakage and capital flight, which

substantially dwindled away, the already depleted foreign exchange earnings.

Among others, the rationale for loan acquisition should normally be for
supporting the developmental activities and correcting the balance of payments
disequilibrium. In deciding th‘; optimal levels of commitments, it is expected that,
a carefully planned schedule of acquisition deployment and retirement of such

loans be prepared. Moreover good estimates as well as projected returns on

12



investments to be financed with a loan are required. All these help to determine
the ability of a country to service the existing loans and the desirability or

otherwise of contracting new loans.

In the Nigeria context particularly between 1980 and 1983, there was
general lack of consideration for those factors. As Quentin (1984) observed, other
priorities of 1970s and 1980s have also resulted to accumulation of debts without
generally any additional income to finance them. For example, the River Basin
Authorities and steel projects have absorbed disproportional amount of money for

their capital-intensive irrigation scheme with little returns.

Another area in which Nigeria has shown gross mismanagement of

external debt is the nature of debt contracted and the terms of the loans.

2.3.3 Financing Long Term Projects with Short/Medium Term Loans
The structure of Nigeria's external debt especially around 1980s and 1990s

was in favour of short and medium {erm loans.

From 1978 when the government borrowed US $1.1 billion from
International Capital Market (ICM) that attracted high rate of interest onward, the
bulk of the loan borrowed were from ICM such as Paris and London Clubs. For
example, as at the end of 1996 out of US $31.407 million total stock of external
debt Nigeria was owing, US $18,334.32 billion was on non-concessional owed to
Paris Club only and US $4,402.27 billion was owed to multilateral concessional
creditors (World Bank). Most of these loans were drown to finance long term
projects some of such projects include the Steel Project at Ajaokuta and Aladja

and the Aluminium Smelter Project among others. Unlike others loans from



ICM’s have relatively shorter grace period and amortisation period of between 5
and 8 years. In other words, in the case were the projects are self-financing, they
were hardly completed when the amortisation become due. Consequently, a
situation of debt service bunching resulted with compounded debt problem. This
phenomenon is not peculiar to Nigeria alone as Terter (1984) observed another
disconcerting trend in developing countries debt has been the increasing share of
short-term debt. Short-term debt rises from 8.7 percent in 1973 to almost 20% in

1982, showing a rise to a new plateau after each oil shock.

2.34 Large Scale Corruption

This is another fundamental factor that led to the present debt crisis in
Nigeria. A lot of foreign debts were contracted in a fraudulent manner especially
during the civilian regime which connives with the international commercial bank
to inflate the value and debt as Olukoshi (1989) pointed, foreign banks suppliers,
MNCS. Local Companies Official of the Central Bank and commercial banks and
custom department colluded to transfer huge sums of money abroad. This is a fact
which was brought to light in 1984 by the collapse of the Johnson Mathley bank
(JMB) during which it was alleged that the bank had taken part in the inherent
country’s import dependent industrialisation process and irregular transfer of US
$6.2 billion from Nigeria (Times, 1984). As Quetin (Ibid., p.28) noted other
aspects of corruption in Nigeria's long term borrowing is the way in which the
rules have been violated over the years by both International Commercial banks
and the Nigerian authorities. One trick in recent years has been to finance 100%
of the cost of a particular project with foreign borrowing although part of the cost
would obviously be spent only in Naira (Local labour and raw material for

example). The portion of the loan not tied to procurement of imported goods

14



relay amounted to disguised balance of payments loan rather than project finance.
Despite these anomalies, for quite a long times foreign banks were prepared to go

along with the deceit.

Nigeria was also found guilty of wasting enormous amount of resources
without considering the prevailing economic condition facing the country.
Nigeria is administered exclusively, inefficiently, corruptly and often
ineffectively. Certainly all these are well documented in the falling of the Second
Republic. Corruption became so pervasive that during the fall of the Second
Republic the NET building (the tallest building in Africa) the Ministry of External
Affairs and the Accounts Section of the Federal Capital Development Authority
(FCDA) were burnt apparently to conceal widespread frauds.

The other aspect of the causes of debt crisis in Nigeria has been the soaring
foreign borrowing of individual state government during the civilian government,
which has to be properly quantified. By 1982 the states were estimated to have
borrowed more than US $5.6 billion, almost 40 percent of the outstanding foreign
debt owed by Nigeria then (World Bank, 1983).

Finally another factors worth mentioning include low savings propensities,
exchange rates fluctuations especially the value of the United State Dollar vis-a-
vis other major European currencies as well as the diversion of the loan proceeds

1o other uses.

2.4 CLASSIFICATION OF THE NIGERIAN EXTERNAL DEBT

There are different ways in which external debt can be classified. First



classification is on the basis of the status of the donor, generally divided into private
and official debts. Official debts are those obtained from national governments or
their agencies or from international agencies like the World Bank and the IMF.
Private debts on the other hand, consist of those obtained from private creditors

include the Euro dollar loans, suppliers credits and loans from private commercial

banks.

Another classification is the maturity structure of the external debt whether
they are short, medium or long-term loans. Short-term loans are those with
original maturity period of one year or less. Medium term loans covers the period
between two 10 five years. While long-term are those with the maturity period of
ten years and above. The long-term loans are further sub-divided into publicly
guaranteed and privately guaranteed external debt. Publicly guaranteed external
debt is usually defined as external debt obligation of a private debtor, which a
public entity (e.g. government) guarantecs for payments. While the privately

guaranteed are private bodies guaranteeing those debts.

As rightly pointed out, at the beginning of the chapter Nigeria’s external
borrowing predates its political independence from 1958 when the sum of US $28
million was contracted for railways construction up to late 1970s, Nigeria did not
resort to much borrowing from external sources. The reason might not be
unconnected with the oil revenue boom of early 1970s, which fetched the federal
government sufficient foreign exchange to meet its obligation. Even after the Civil
War, by 1977 the level of Nigeria external debt outstanding N488.8million
(Helleiner, 1989) was relatively low when compared to Nigeria annual income

form petroleum. Thus, external debt constituted only a small proportion of (9.2%)

16



% of the CODP. Worth noting is the fact that all loans contracted during the
period before 1978 were on concessionary terms of up to 50 years maturity period
and they attracted lower rate of interest from bilateral and multilateral sources.

These loans constituted about 75% of the total debt stock (world Bank, 1996).

As period of oil boom receded it marked the entrance of Nigeria into the
league of borrowing nations of sub-Saharan Africa. This was the period when
Nigeria contracied in 1978 a loan of U.S $ 1.1billion from the international capital
market to support balance of payment. Thereafter the spate of borrowing from
private sources increases with the entry of the state government into external loan
contractual obligations. While the stock of loans from multilateral and bilateral
sources declined substantially, borrowing from private sources at stiffer rates

increased considerably.

By 1985, the total debt outstanding stood at U. $18,904 million of which
U.S § 7,833 million was owed to Paris club, U.S. § 3, 506 million to London
Club, while U.S $ 4,255 million to multilateral and bilateral sources and U.S $
1,939 million as promissory notes (CBN, 1996).

As at December 1994, private debt (London Club and promissory notes)
outstanding amounted to U.S § 524 billion or [7% of the total debt stock of U.S $
29.043 billion. The debt is broken down in U.S $ 2.06 billion to London Club and
U.S. § 2,18 billion as uninsured short-term trade arrears. At the same time, the
official debt (Paris Club multilateral and other non-Paris club creditors) stood at
U.S § 24.190 billion. Which accounted to 82% of the total debt stock. The Paris
Club alone totalled US $18,033 billion representing 62.23% of the country’s total

17



debt stock, the multilateral debt accounted to $4,040 billion or 15% while the non-

Paris Club bilateral debt amounted to US $1,046 billion or 5 percent (CBN, 1996).

As at the end of the year 1996, the profile of the external debt structure
révcalcd that out of US $31,043 billion owed, US $13,222 billion or 42% was
owed 1o non coneessional bilateral creditors {Paris Club) and US $929.0 million
to concessional creditors. The World Bank debt amounted to US $425 million or
2 per cent, and US $4.068 billion or 13% to other multilateral concessional and
non concessional creditors respectively other non-Paris Club private creditors debt

amounted to US $7.086 billion or 23%.

A critical examination of the structure of Nigeria’s external debt from
1970s to 1990s showed that during the early stages of 1970s the “Qil boom”
period, the bulk of the loan weré owed to multilateral concessional creditors such
as the World Bank and the amount was insignificant, in fact Nigeria was grossly

“under-borrowed” during that period.

From 1978 when Nigeria first contracted a loan from ICM to date, the
structure had changed dramatically. Hence, a shift from multilateral concessional

creditors (such as the World Bank) to private non-concessional creditors {such as

Paris Club).

18



24.1 Analysis if Debts Data
Table 4.3 shows the total external debt stock of Nigeria with its rates of
growth and percentage change between 1980 and 1996. All are calculated in

millions of US dollars (current prices and exchange rates).

The stock of external debt stood at US $8.9 billion in 1980. It moved
upward to US $12,954 billion, US $18.537 biltion and US §19,551 billion
between 1982, 1984 and 1985 respectively. From US $30.122 billion in 1989 and
US $35.527 billion in 1991, the external debt stock however declined to US
$29.019 billion in 1992. Thisisasa result of the successful rescheduling of the
London Club debt (CBN, 1996). The debt however gradually rose to US $30,699
billion and US $34,093 billion in 1993 and 1995, this was largely as a result of
capitalisation of unpaid interest and accumulation of arrears (CBN, 96). It can be
ohserved that the growth of the debt was particularly severe between 1985 and
1995 with an average increase of 7.6% per annum (Table 4.3). This increase
could be attributed to some number of factors: First, during that period, Nigeria
was able to enter into some agreements with its major creditors for rescheduling
of its debt service payments and obtain some additional loans under the Baker and
Brady Plans. In 1988 the World Bank provided Nigeria with a Trade Policy and
Export Development (TPED) loan of US $452.0 million a Trade and Investment
Policy (TIP) loan of US $500 million was also provided. Also in accordance with
the Baker Plan, in December 1986 the Paris Club rescheduled the payment of

Nigeria’s external debt amounting to US $900 million to 1997 (Fashanu, 1995).



TABLE 2.1 TOTAL EXTERNAL DEBTS FOR NIGERIA
Miltions of US Dolars {Current Prices and Exchange Ratas)

Year (Total External | (Growth in External | % Change
Debt) Debt)
1980 8,934 - 2 08
1981 12,136 35.8 283
1982 12,954 6.74 3.02
1983 18,540 43.12 3.16
1984 18,3537 -0.016 432
1985 18,551 547 4.56
1986 24 (43 22.98 5.61
1987 29,021 2071 6.77
1988 29,621 2.067 6.91
1989 30,122 1.69 7.03
1990 33,440 11.015 7.80
1991 33,527 0.26 7.82
1992 29,019 -1.345 6.77
1993 30,699 5.79 7.16
1 1994 33,092 7.79 7.72
1995 34,093 3.025 7.95
1996 31,407 -7.88

- SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997
THE (WORLD BANK)

However, the increase in the stock of external debt between 1987 and 1992

was accompanied by a remarkable increase in the general performance of the

economy for example the rate of growth of the GDP increased from N68.9 billion

in 1985 to N70.7 billion and N94.6 billion between 1987 and 1991 (CBN, 1996).

As Ashinze et al (1996} observed, the positive contribution of external debt to

growth between 1988 and 1992 could be explained partly by the policy of SAP

adopted by the government during which foreign capital were not just targeted at

productive sectors but were also monitored by their donors. Evidence showed that

most of the foreign resources inflows within that period were utilised largely in

financing foreign exchange market (FEM) and especially imports which translated

into increased economic activities and contributed to positive growth in the
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economy. According to the World Bank (1996) the launching of the Adjustment
in 1986 corrected a number of policy distortions. In response output and real per
capita consumption expanded Nigeria’s GDP grew at an annual rate of 3.5% and
total manufacturing output at average of 5% per annum between 1987 and 1992
(see fig 4.3).

A number of structural c.:hamcteristic were exhibited by Nigeria’s external
debt, especially with respect to its composition and terms of payments (Table 4.4)
shows the composition of Nigeria’s external debt between 1980 and 1996. Private
debt was 70.5% in 1982 while long-term official concessional debt was 7.6% and
concessional loans constituted 3.5%. In 1987 the use of official non-concessional
loans increased to 37.8% while loans from private sources declined to 55% and
official concessional to 1.6% during the same period. Between 1989 and 1996 the
use of external debt from private sources declined considerably while sources
from non-concessional official and official concessional long-term maintained an
upward trend. During the period the private loans declined from 49.7% in 1989 to
22.6% in 1996. Official non-concessional loans increased from 47% in 1989 to
58% in 1996 and official-concessional rose from 1.5% in 1989 to 43% in 1996 (as
indicated in fig. 4.4).

21



TABLE 2.2 :STRUCTURE OF EXTERNAL DEBTS

In Millions of US Dollars (Current) prices and Exchange Rates)

.

YEA | TOTAL LONG RATE | %OF LONG % OF | RATE | LONG | RATE OF | % OF TOTAL
R DEB1 TERM OF TOTAL TERM TOTAL | OF | TERM | GROWTH DEBT
STOCK | OFFICIAL | GROW DERT OFFICIAL | DEBT | GRO | PRIV STOCK
NON- TH STOCK | CONCESSI | STOCK | WTH | ATE
CONCESSI NAL
[ o ONAL B I
1980 8,934 161 5.16 544 | 6.09 4376 | 48,98
1981 12,136 | 613 | 3297 5.05 488 4021 -1029 | 6.608 5101 | 54.45 |
1982 129541  85) 38831 657 437 337 ] -1045 | 9131 38181 70488
1983 18,540 | 1473 | 73.09] 79 460 2.48 526 | 11.547 2646 | 6228
1984 18,537 1,616 971 | - 8.72 410 221 | -10.87 | 10.766 -6.76 58.09
1985 19,551 1762 | 9.03 901 450 230 9.76 | 12.344 14.66 6314
1986 24,043 8441 | 379.06 3511 552 229 | 22.67 | 11331 8.21 A
1987 29021 10,970 [ 29.96 37.80 449 1.55 | -18.66 | 16,034 4151 | 5525
1988 29621 | 10332 | 58I 34.88 439 148 2281173031 791 584l
1989 30,122 14234 | 3771 4725 | 442 147 | 0.68 | 14,981 -13.42 49.73 |
1990 33,440 16,484 15.81 49.29 521 1.56 | 17.87 | 14.928 -0.35 44.61
1991 33,527 18.191 10.36 5426 961 287 8445 13516 9.46 | 4031
1992 29,019 17,355 -4.60 59.81 972 3.19 1.15 | 8.482 37.24 29.23
1993 30,699 17,153 2.19 5587 1094 |  3.567| 12.55| 8.49 0.17 27.68
1994 33,092 18,521 7.08 3597 1,290 389 | 1792 8455 -0.48 25.55
1995 34,093 19.115 321 56.07 1377 404 | 6741 7949 -5.96 23.31
1956 31,407 | 17,291 -9.54 55.05 1,354 431 -1.67] 7.086 -10.86 22.56 |

SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK
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The above result showed that Nigeria found the private and non-concessional
sources to be more convenient and attractive to borrow from at floating interest
rates despite the economic implications of such loans. One major economic
implication of such loans is that the debt contracted through the private sources
attracts higher rate of interest and shorter maturity period Ajayi, (1991) pointed
out the implication of borrowing from private sources. According to him “one
macroeconomic implication of rising external debt contracted on floating rates is
ever-rising debt service this will have serious implications on resources use and

hence on growth”.
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TABLE 2.3: AMORTIZATION ON EXTERNAL LOANS

| YEAR | TOTAL | LONG % OF | OFFICIAL | % OF PRIVA |  %OF OFFICIAL %OF |
ARMOTI | TERM | TOTA | NON- TOTAL TE TOTAL | CONCESSIO | TOTAI
ZATION | LOANS & L. | CONCESS | ARMOTIZ | LONG | ARMOTIZ | NAL LONG- | ARMOTIZA
IMF TONAL ATION | TERM | ATION TERM TION
PURCHAS LONG- LOANS
o ES TERM | -
1980 | 485 242 [ 49.90 251 5154 197 40.61 2l 4.33
1981 | 1,268 633 | 49.92 27| 213 586 4621 22 .74
1982 1,681 8§41 | 50.03 391 2321 77 45.87 30 | 1.78
1983 2,324 1,162 | 50.00 60 258 1,074 4621 281 120
1984 4,450 2,225 | 50.00 67 1Si{ 2036 4800 2] 049
11985 | 5535 | 2768 | 50.09 490 885 | 2242 40.50 35l 0.63
1986 | 2490} 1,245 | 50.00 CH01 | 406 1a28] 4530 16! o
| 1987 " 920 459 | 4978 145 | 1593 313 33.95 50T 054
1988 | 1,392 692 | 4971 3341 2399 351 2521 15| 1.08
91989 | 1237 607 | 4947 ) 296 2412|310 2526 | 14 115
(1990 [ 2360 1180 | 50.00 767 | 3205 406 | 1720 7 0.30
1991 1,724 862 | 50.00 547 3173 313 18.16 2 o2
1992 3,756 1,878 | 50.00 331 881 | 1,546 41.16 [ 0.03
1993 1,158 579 14974 28| 2832 89 ~ 769 162 13.99
1994 1,492 746 | 50.00 429 28.75 316 21.18 | [ 0.07
1995 1,836 918 | 50.00 468 25.49 448 24.40 2 0.11
1996 2,837 1418 | 4998 727 48.66 690 24,32 [ 0.04

SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK
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TABLE 4.5: AMORTIZATION ON EXTERNAL LOANS
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Table 4.5 showed principal payments (Amortisation) on external debt
coniracted to various creditors for the period under review 1980 to 1996. The data
reflect the trend in Table 3 and Table 4 above in which private and non-
concessional creditors obtained a larger proportion of the annual principal
payments. Between 1980 and 1996 the amount of principal payments showed that
long-term non concessional creditors and IMF purchases maintained the rate
between 49 and 50% of the total principal payments. The share of private
creditors fluctuated between the ranges of 25% and 46% between 1980 and 1989.

In 1990 it declined to 17.2% from the 1989 rate. By 1992 the rate increased to
41.2% and then declined to 7.7% in 1993 then increased to 24.3% in 1996. The
long-term concessional loans fluctuated from the period 1980 to 1998 between
1.5% and 9%. It then rose to 16% in 1987 further rising to 32.5% in 1990 and
then declined to 8.8% in 1992 and finally increased sharply to 48.7% in 1996 (as
depicted in fig 4.5).

Table 4.6 depicts the ann.ual interest paid to various creditors based on the
magnitude of the debt. Interest has a direct relationship with the level of total
indebtedness. Debts from private and non-concessional sources attract higher rate
of interest and therefore, results in a more severe debt burden than debts from
multi-lateral sources. The amount of interest paid during the period (1980 — 19953)
maintained an upward trend from US $1,444 million in 1980 to US $3.035 million
in 1985 (Table 4.6). The rate then declined between 1986 and 1987 to US $1,254
million. It however, increased to US $4,137 million in 1991, and then dropped to
US §1,774 million in 1995, The reason for the decline in the interest payment
between 1986 and 1989 was due to some agreements reached between Nigeria and

its major creditors for debt rescheduling and waivers on some of the debts under



TABLE 2.4: INTEREST PAYMENTS ON EXTERNAL LOANS IN MILLION OF U.S. DOLLARS

YEAR | TOTAL | OFFICIAL | %OF | SHORT- | %OF | LONG | %OF | OFFICIAL | %OF | PRIV [ %OF
INTERES | CONCESS | TOTAL | TERM | TOTAL { TERM | TOTAL [  NON- [ TOTAL | ATE | TOTAL
TPAID | I1ONAL | INTER | LOANS | INTER | ANDIMF | INTERE | CONCESSI LONG | INTERES]
EST EST | CHARGE | ST ONAL -
S TERM
] LOAN
1980 1,441 8 1.25 379 | 2619 531 36.85 47 326 | 466 32.34
1981 1,825 17 0.93 487 | 2668 669 | 36.66 47 258 | 605 33.15
1982 2,124 15 0.71 378 | _17.80 873 4110 58 275 | 800 37.66
1983 2416 16 0.66 420 [ 1738 908 | 4131 - 102 422 | _ 880 | 3642
1934 2,198 12 038 700 | 2189 1,249 | 39.06 142 444 | 71,095 34.24
1985 3,035 i3 0.43 436 | 1437 1,299 | 42.80 162 sad | 1251 3707
| 1986 1,330 12 0.90 300 | 2256 515 38.72 163 | 1226 340 25 56
1987 1,254 0 0 40 3.19 607 | 484l 391 | 3118 | 216 17,22 |
1988 2.951 0 0 40 1.36 478 50.08 717 | 2430 761 75.79
1989 2,989 5 0.17 3 1.04 1479 | 49.48 577 | 1930 | 897 50.01
1990 4279 312 729 32 0.75 2,124 | 49.64 988 | 2309 | 823 19.23
1991 4,137 34 0.2 28 0.68 2054 | 49.65 1216 | 29391 805 19.46
1992 3,702 361 9.75 I 1681 1831 49.46 466 | i2.56 | 1,004 27.12
1993 1,774 256 | 1443 50 282 867 | 48.59 314 | 1770 292 16.4%
(1994 2,301 2 0,09 50| 227 1,075 | 48.84 335 | 1522 | 739 33.38
1995 1,774 2 0.11 56 316 859 | 48.42 322 1815 ] 535 30.16
1996 2,025 3 0.14 43 225 1,043 | 48.99 512 | 2405 | 528 24 80

SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK
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SAP. Between 1986 and 1989 the Federal Government entered into no less than
five different agreement with its creditors for rescheduling of its external debt

service (CBN, 1996).

The breakdown of interést paid during the pericd under review, showed
long term non-concessional and private creditors received larger proportion of the
interest paid (Table 4.6) in 1980 out of US §1,441 million total interest paid, US $
531 million or 37% was paid to long-term non-concessional creditors and IMF
charges. While private creditors received the sum of US $466 million or 32% and
multilateral creditors received only US $18.0 million or 12%. This trend

remained the same up to the end of the period under review.

It is important to note that throﬁghout the period under study interest
payment constituted a larger part of the total debt services paid. For example, in
1980 cut of US $1,926 million fotal debt service paid, US $1,441 million or 75%
was paid as interest and only 25% was allocated for principal payment. However
the only slight reversal was observed in 1985, of US $85,700 million total debt
service US $5,535 million or 65% was paid as principal and US $3,035 million or

35% as interest.

From the above analysis with respect to payments according to sources of
loan the total debt service payment { Amortisation and interest) tended to increase
across the board within the period under review. The principal payments made
between 1980 and 1996 favoured private creditors, long-term non-concessional
ereditors and IMF charges. The interest paid also followed the same pattern.

The economic implication of ever-rising debt service payment on Nigerian



TABLE 2.5: GROSS DISBURSEMENTS ON EXTERNAL LOANS

In Millions of Dollars (current prices and exchange rates)

= ]
: SR = W e e i |
YEA | TOTAL | GROWTH | LONG | GROWT | % OF | OFFICI | GROW | %OF | OFFICIAL | GRO | %OF | PRIV | GRO [ %Ol
R GROSS TERM H TOTAL | AL TH | TOTA | CONCESI | WTH | TOT | ATE | WIH | TOT
DISBURSE AND NON- L. ONAL AL | LONG AL
MENT IMF CONCE TERM
SIONAL g
1980 1,753 NA - - 13 4.16 49 280 | 1,631 | 93.04
1981 3,141 79.18 NA - -1 186 | 15479 | 592 31 9387 | 010 2,952 | 8099 | 94.80
1982 3,724 18.56 NA - - 287 | 5430 146 0 00| 00| 3437| 1643 | 9229
1983 298 | -19.82 NA - 707 | 14634 | _4.90 67 60 ] 224 | 2212 -35.64 ] 74.08
1984 | 2,023 -32.25 NA - - 377 | -46.67 | -231 0 00 | 097 | 1,646 | -2559 | 81.36
1985 1658 | 1804 NA| -] - 377 00.00 | 16 00| 097 1.265]| -23.15| 76.30
1986 1,347 | -18.76 NA -1 - 687| 823| 6.10 0 - - 660 | -47.83 | 49.00
1987 2,524 8738 | 1.262 - | 50,00 524 2375 094 0 - | 738 1182 2924
1988 1,843 | -2698| 914 2758 | -1.49 404 | 2290 | -1.24 24 ~| 130] 501 -32.11 ) 27.18)
1989 3,178 7244 | 1,588 73.74 232 667| 6510 205 91 | 279.17 | 286 | 830 | 6567 | 26.12]
1990 1,854 -41.66 927 -41.62 | -2.24 535 | -1979 | -1.07 107 | 17.58 | 5.77| 285 | -65.66 | 15.37|
1991 1,573 -15.16 787 1510 | -0.96 549 262 | 017 44 | -58.88 | 280 | 193 | -3228 | 1227
| 1992 1,070 3198 535 32.02 |~ 299 495 | -10.09 [ -0.94 36 | -18.18 [ 336 4| 9793 037
1993 1,087 1.59 544 1.68 0.15 476 | 384 | -035 67| 86.11| 6.16 0 -4
1994 1,198 10.21 599 10.11 0.84 522 966 | 08I 77| 1492 642 0 - “
1995 866 2771 433 2771 | -3.20 334 | -36.02 | -4.16 99 | 28.57 | 11.43 0 - “
1996 616 -28.87 308 2887 | -4.69 214] 3593 ] -5.83 94 | -5.06 | 15.26 | 0 - .

SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK



AMOUNT IN MILLIONS OF DOLLARS

FIG.4,7 GROSS DISBURSEMENTS OF EXTERNAL LOANS
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economy is in terms of the tax imposed on domestic productive investments and

welfare of the citizens. As pointed out by Helleiner (1983)

“While S5A debt may be of little significance in global terms, its
level is rather more serious from the point of view of government
and population of SSA the major problem of increasing
international debt and growing difficulty in debt servicing both
contribute to an part of the worsening economic crisis in SSA™.

There 1s also an international consensus that high debt service is
deleterious to economic development in poor countries. Consider the remarks
made by Comdesus (1989)

“a satisfactory recovery in investment and output growth in the
indebred countries will remain elusive as long as two major
impediments continued to hold. First, a burden of debt servicing
will entail so sizeable a net transfer of resources abroad and
second, a level of debt of such a magnitude as to turn away
investors concerned by the or going risk that their investments will
be heavily taxed”.

The grbss disbursement during the period between 1980 and 1996
maintained an upward and downward trend (Table 4.7), the amount increased
slightly from US $1,753 million in 1980 to US § 3,724 million in 1982. Then
declined slightly between 1982 and 1986. From US $20,203 million to US $1,347

million from 1989, the rate continued to maintain a steady decline till the end of

the period under review.

The distribution of the sources of funds disbursed showed that private and
long-term non-concessional creditors released the larger proportion of the
disbursed loans between 1980 and 1989. Loans from private sources accounted for
a larger part of gross disbursement. During that period the disbursement from
pﬁvate sources fluctuate between 94 and 47%. However in 1993, there was a
slight reversal with official concessional creditors releasing 86% of the total

amount of the gross disbursements.



The economic implications of the above scene implied that Nigeria was
invariably forced to borrow on harder terms to contract the immediate
deterioration in the terms for more conventional loans. This has not only
increased the level of Nigeria's 'indebtedness but more importantly impoOses a

greater degree of rigidity on Nigeria’s Balance of Payments.
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Table 4.8 shows the net flows on debt, that 15 the pross disbursement
minus principal payments from 1980 to 96. Between 1980 and 1985 the net-flow
was dominated by a single source that is the long-term loans. Between 1984 and
1985 there was a negative flow while from 1986 to 1996 the flow fluctuated

between two major cre:dit sources that is long and short-term loans. Between
| 1986 and 1989 the positive trend continued and the peak of US $2,933 million
was recorded in 1987. Between 1990 and 1996, except 1993, the net flow
remained negative. This implied that interest payment were more than the
disbursement indicating a negative resource transfer. Hence, the productivity of
capital borrowed was less than the interest on capital. This translated into a poor

debt management strategy in terms of contractual agreements.



TABLE 2.6: NET FLOWS ON EXTERNAL DEBTS
In Millions of Dollars (current prices and exchange rates)

| YEAR | TOTAL | GROWT | NET GROWTH | 9% OF NET | GROWT % OF

, N H IN FLOWS | INLONG | TOTAL | FLOWS i N TOTAL

FLOWS | NET | ONLONG | TERM NET ON SHORT NET

ON | FLOWS | TERM NET FLOWS | SHORT TERM FLOWS

DEBT LOANS FLOWS TERM NET

LOANS | FLOWS o
1980 | 1.510| JORGLE 100 . : =
1981 2,506 65.96 2,506 65.96 | 100 - - -
1982 2,883 15.04 2,883 15.64 100 - - -
1983 [ 1.819). -3691) 18191  -3691] 100 - - — —
1984 202 | -11L11 202 | -l11L1 100 -1 - -]
1985 -455 | 143.44 1,109 -449.09 100 - -]
1986 | 1,442 210.0] 1021 -10920|  7.07 | 1,340 -1 v 9283
1987 | 2933] 10340} 914 8884 | 3LI6| 2019 5067 | 6884
1988 1,637 | 4409 223 7571|1356 1415 29.97 86.44 |
1989 1,566 | 434 | 981 | 31351 | 2001|  585| 5866 37.36
1990 253 | -116.16 -253 -125.79 | 100.00 - - -
1991 -162 | 3597 -76 -69.96 46.91 -86 - 53.09
1992 1 708 | -337.04 -1,343 1,667.11 | 189.69 -635 63837 89 69
1993 472 | -166.67 -35 -97.39 -7.42 437 168.82 92.58
1994 -660 | -239.83 -148 -322.86 22.42 -152 134.78 23.03
1995 -559 | -15.30 486 42838 | -86.95 -73 51.97 13.06
1996 1,334 | -138.64 1,110 128.40 | -83.21 -224 206.85 16.79

SOURCE: CALCULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK
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H

Table 4.9 shows the net transter on débt remaiﬁed positive from 1980 td
1983 with highest of US $3,253 million in 1982. This implied more capital flows
into the country. Between 1984 and 1985 there were negative transfers. However
from 1986 to 1987 positive transfers of $106 million and $2,462 million were
recorded (that was the beginning of SAP). Unfortunately this positive
development did not last beyond 1987. From 1988 to 1996 the negative trend

were maintained.
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TABLE 2.7: NET TRANSFERS ON LOANS

In Millions of Dollars (current prices and exchange rates)

" YEAR | TOTAL | GROWT | LONG | GROWT %OF | SHORT | GROWT %OF | NET | GROWT | ®%OF
NET | HINNET | TERM HIN TOTAL | TERM HIN TOTAL | PRIVAT | HIN | TOTAL
TRANS | TRANSF | LOANS | LONG NET LOANS | SHORT NET E NET NET

FERS ERS | INCLUDI | TERM | TRANSF TERM | TRANSFE | LOANS | PRIVAT | TRANSE
| NGIMF ERS RS |k ERS |

1980 | 1,168 979 83.82 599 51.28 410 -35.10
198 2745 | 13502 | 1,837 87.64 66.92 1,350 125.38 49.18 | -a42 7.80 -16.10
1982 3.253 1831 2,010 9.42 61.79 1,631 20.81 5014 388 | -1222|  -16.93
1983 | 848 7393 | 82|  -39.15 96.82 401 7541 47.29 -374 3,61 -44.10
1984 3909 | -360.97 1450 | 276.61 37.09 2150 | -636.16 55.00 300 | -19.52 7.70
1985 -4860 | 224331 2407 |  66.00 |  49.53 2,199 228 | 4525 | 254 |  -15.61 5.23
1986 | 106 9782 | 13 8284 | -389.62 627 | -12831 59151 |  -108 [ -57.48 | -101.89
1987 2462 222264 | 196 | -147.46 796 | 2285 26443 9281  -19| 8241 077
1988 | -L.161 9529 | 12541 -739.80 | 10801 119, 9479 |  -10.25 26 | -36.84 2.24
1989 | 1457 6064 | 498 | -139.71| -16897 | 945 | -8894.02 |  206.78 | 0| 6154|209
1990 5541 | -1,112.47 2377 | -577.31 42,90 3,190 | -237.57 57.57 26 360 | -0.47 |
1991 3,925 29.16 2,130 “10.39 5427 2,244 -29.66 57.17 28 7.69 -0.71
1992 -1.969 2655 | 3,174 -49.01 63.88 -2,579 -14.93 51.90 784 | 2,700.00 -15.78
1993 -545 -89.03 -897 71.74 164.59 -440 -82.94 80.73 792 1.02 | -145.32
1994 2459 | 35019 1,223 | -36.34 49.74 1,785 | 30568 | 72.59 549 | -30.68 2233
1995 2,019 -17.89 -1,344 9.98 66.57 1,474 -17.42 73.01 799 | 4554 | -39.57
1996 3,633 -79.94 2,153 60.19 59.26 2,425 -64.52 6.74 945 18.27 2601

SOURCE: CACULATED FROM AFRICAN DEVELOPMENT INDICATORS 1997 WORLD BANK
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2.4.2 Debt Burden Indicators (all under Table 4.10)

The debt burden of a country inevitably imposes a number of constraints
on its growth prospects. The burden of principal and interest payments for
instance, drains the nation's resources and curtails positive expenditure of
resources on other productive ventures. This is even more constraining
considering that incomes from which debts are to be serviced are very little. This
gives rise to three macroeconomic problems; the macroeconomic of earning
foreign exchange funding extra budget resources to service debt and adjusting to a

reduction in expenditure (Ajayi, 1991).

The debt ratios are the major yardsticks for measuring or assessing the
performance of the economy of the country externally. There are different ratios
but the most important are the rate of external debt to GDP of a country
(EDT/GDP), external debt to exports of goods and services (EDT/XGS) and total
debt service to exports of goods and services (TOS/XGS). Many creditor
countries and international lenders often use these ratios to assess the ability of a
country to honour its obligations and hence influence their lending decisions.
This is perhaps one of the reasons why international lenders see the ratio of a

nation’s debt to export as an important debt burden indicator (Sweet, 1987).

The EDT/XGS shows the extent to which the earnings from exports of
goods and services can be used to liquidate the total debt stock, This ratio
measures the gravity of the debt burden facing a country. When the ratio is high

the economy is in a difficult situation.

Table shows the profile of debt burden indicators for Nigeria for the period

8 ]
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TABLE 4.10 MAIOR DEBT BURDEN INDICATORS

-

1 1950 1981 1982 1983 1984 1985 1986 1987 1588 1589 1980 1991 1992 1953 .—of 1 Gmuw 14946
[ EDT/AGS 4,15 9,09 | 16.17 | 2360 | 33.62 | 3875 | 29585 13.08 28,26 2147 221.7 2678 2317 2965 | 313 306 199
L (%]
EDT/GNP 890 | 1293 | 1397 | 2092 | 20.28 | 21,85 | 5054 125.39 107.06 1384 136.7 1349 108.9 1438 | 140 148 100
(%!
INT/A6S 328 587 970 | 13.04 | 1571 | 1276 | 11.80 71.58 18.76 176 14.6 155 14.3 76 | 10, &6 7
| (%)
INT/GNP 0.82 1.24 1.36 1.61 2.14 1.95 1.78 2.48 EDE 6.8 2.3 14.0 4.1 53 | 5. 5.0 26
(%)
TOS/EXGs 0.80 4.7 B4 17.2 289 ny 221 118 26.1 24,7 226 218 28.7 251 12 17 16
(%)
DSGDR( 02 1.0 15 24 4.2 5.2 35 33 57 8.0 133 124 89.0 790 | 7. k1 26
%) m——

Source: CBN Statistical Bulletin Various Editions




from 1980 to 1996.

EDT/XGS showed an explosive rise from barely 4.15 in 1980 to over 300
in 1995, This rise was particularly high between 1989 and 1996. This
unprecedented rise is not good for the economy when compared with the World
Bank critical level of 200 the economic implication for this on Nigeria meaning
+that the total annual export earnings is less than the amount required to liquidate
the total debt stock. So there is an urgent need to embark on measures to boost

exports, and reduce imports and external borrowing.

EDT/GNP shows the extent to which the gross national income can be
deployed to wipe out the outstanding debt. The higher the ratio the more difficult
external debt management becomes. As shown in table 8, the ratio has grown
over time, though the rate of growth was not as large as EDT/XGS, between 1980
and 1985 there was a steady rise from 8.9 10 21.85 which was not ‘healthy’ for the
economy. From 1986 the ratio assumed an explosive increase to over 140 in 1995
that development happzned during the adjustment period when many macro-
economic transformations took place as a result of policies introduced.

Conventionally it was expected that the ratio should decline.

Another ratio for assessing the external situation of a country relates the
interest rates to éxport.-s of goods and services (INT/XGS). A rapid increase in the
ratlo means the productivity of capital borrowed is very low or interest on capital
is too high from the table. It is clear that this ratio had maintained a steady rate of

growth during the



Period under review. The highest ratio of 18.76 was in 1988, which was relatively

low when compared to other ratios discussed.

INT/GNP shows the proportion of national income that is allocated to
interest payment, it also shows the favourability or otherwise of the terms of the
contractual agreements on a debt. If the ratio is too high the agreement has snot
favoured the debtor country, which implied substantial portion of income is used
for interest payments. From the table this ratio INT/GNP exhibits two trends;
from 1980 to 1987 the ratio was less than 3 while between 1988 and 1996 it rose
from 5.6 in 1988 to 26.2 in 1996 that was the highest during the period under

study.

The proportion of annual earnings from exports of goods and services
allocated to debt servicing (TDS/XGS) shows the extent of debt burden and
service capacity of a country. This, reveals the proportion of resources available
to service the rest of the economy (Ojo, 1994). The table showed trends in the
ratio ranging between 10 — 20 is a problem so it is evidence that Nigeria has been

facing increasing debt service burden since 1980.
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2.5 THE EXTERNAL DEBT MANAGEMENT IN NIGERIA
Once debt problem is identified whether caused by internal, external or a

combination of both; the question is how to overcome the crisis.

The debt crisis management in the LDCs took two broad dimensions, both
at international and domestic levels. We shall first discuss the crisis management
at the international level from 1980s to 1990s. The second part will deal with the

domestic approach to the debt crisis management

25.1 International Debt Management Strategies

The debt crisis as we have seen has dominated policy discussions both at
national and international levels since 1980s and even carlier. Early strategies were
dominated by macroeconomic stabilisation measures imposed by the IMF. By late
1980s strategies characterised by co-operation and burden sharing by both debtor

and creditor nations had begun to evolve.

2,52 Macroeconomic Stabilzation imposed by the IMF (Austerity Measures)

From the Mexican Weekend of August 1982 onwards, the IMF, the World
Bank, the creditor nations and the Western Commercial Banks have sought to
retreat from substantial over-lending to the LDCs. During most of the 1980s there
were attempts to manage the debt crisis usually by the adoption of policies

sponsored by the international creditors.

Prior to 1985, austerity measures were among the most important policies

recommended by international creditors. Among the measures required by the
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creditors, the debtor nations should adopt a series of well known stabilisation
measures usually involving public spending cuts, currency devaluation and policy
reorientation’s. As Walton et al (1989) pointed out, since August 1982 debt and
austerity have become watchwords of underdevelopment in Latin America and

indeed poor countries from Africa to Eastern Europe.

“The debt crisis is a global problem both in (its)
origins and its effect. Striking miners in Romania and food
rioters in Zambia's copper belt towns responded in locally
conditioned ways 1o the common experience of austerity
measures implemented by states facing a towering
international debt”.

Unfortunately, the austerity measures did not helped in solving the LDCs
debt crisis. The effect of the policy has been seen across the globe, as contributing
to retreats the overthrow of governments and change in policies. For example
Nigeria on 31% December 1983 and Sudan 1985. However the austerity does have
variant effects and consequences within the countries concerned.

253 The Baker plan 1985

The “Baker” Plan initiated in 1985 by the US Secretary of Treasury James
Baker was the first formulation of a systematic US debt management strategy.

The Baker Plan targeted two debtor groups. The fificen largest debtors consisting of
mainly of Latin American countries (Baker Plan I) and Sub-Saharan African
countries including Nigeria (Baker Plan IT). The overall strategy recognised the
limited success of market oriented financing measures while continuing to insist on

major International Adjustment Policies.
Baker Plan I contained three elements. First, it called for adoption by

debtors comprehensively macroeconomic and structural policies to promote

growth, to adjust the balance of payments and to reduce inflation.
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|
The second element was continue central role for IMF as the co-ordinator
of policy reforms and sustained capital flows. The World Bank was asked to
increase Structural Adjusiment lending the plan proposed a fifty percent increase
in the annual disbursement of these institutions from $6 biilion to $9 billion over
three years period with the World Bank supplying the two-third of the increase.
| |
Third plan called for commercial banks to extend new lending of about $7
billion annually to the fifteen major debtor countries. 4 7 3 6 3 5

Baker Plan Il encouraged the reformulation of the IMF Structural
Adjustment Facility (SAF) for Africa by calling for enhanced collaboration
between the IMF and the Worlg} Bank. This action brought about the use of cross
conditionalities in which the IMF’s austerity conditions would be applied to the

World Bank negotiated agreements.

The Baker Plan was not a success, pfincipally because of the reluctance of
the commercial banks to lend more money to the indebted countries. The United
States government itself was unwilling to provide much in the way of money
lending or leadership on this issue, although yet more plans have emerged.

|
2.5.2 The Paris Club Plan 1987

Under this plan creditor governments were requested to waive payments of
past debts by converting them into grants for low income debtor countries
pursuing Structural A&j ustment Programme. Other aspects of the plan include the

reduction of interest rates for governments or officially guaranteed debt and
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rescheduling of such debt over a long period.

In a move that could be even more significant this initiative of the Paris
Club was accompanied by a promise to examine the possibility of restructuring
and reducing the remaining stock of debt after a passage of three or four years
providing that IMF conditionalities were maintained and that a similar
‘concession(s) is forth coming from other (non multilateral) creditors. The Paris
Club therefore moved toward recognition that the debt of poor, highly indebted
countries was simply not serviceable. Yet the moveli'lent is agonisingly slow in

the face of widespread technical agreement that radical solution must replace the

charade of serviceability.

However, some experts on Africa’s debt situation increasingly see Paris
Club as being more of an obstacle to resolving African debt crisis than a help

(Helleiner, 1992)

2.5.3 Brady Plan (1989)

_ By carly 1989 a new attempt to a “global” initiative‘emerged. This was
the Brady 1nitiative; the plan was named after the US Secretary of Treasury
Nicholas Brady. Announced in March 1989 and it incorporated the objectives of
renewed financial flows and [ong-term strategy of debt reduction. About US $30
to $35 billion was likely to become available for debt reduction in the period 1989
— 1992 although this was a relatively small tigure when compared fo the scale of
the total debt involved, and of cause any debt help involve the requirement that
the debtor pursue on agreed IMF and World Bank supported adjustment

programme (CBN, 1996).
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Brady plan has gone some way toward meeting sub-Saharan African

countries' aspirations but it applies only to the largest debtor and in Africa so far it

applies only to Nigeria.

2.5.4 Toronto and Trinidad Terms (1988)

At the Toronto Economic Summit in June 1988, leaders of the group of

seven (7)~industrialised nations agreed that the non-concessional bilateral official

debt of low-income African countries should be rescheduled at Paris Club under

the menu of three options.

Option A

i.

ii.

iii.

Option B

i

iii.

Option C

Cancel one-third of eligible maturity and reschedule remainder.
Adopt the longer repayment period of 25 years applicable to
concessional debt with market interest rates.

Charge moratorium interest rates below market rate with a 14-year
repayment period. Commercial creditors, on the other hand, have

three options for debt service relief.

Cancel one-third of debt service due during the consolidation
period, reschedule the remaining two-thirds over 14 years with
grace period of 8 years at market-based interest rates;

Reschedule debt service due over 25 years including a grace period
of 14 years at market-based interest rates or

Reschedule debt service due over 14 years, with a grace period of 8

years at 3.5 per cent interest below market rate.

The Trinidad terms proyide the following options:






