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ABSTRACT

Most borrower countries have had to reschedule their debts to stretch the
repayment farther or incorporate more of their total debt in the restructuring
agreement through a Multi-Year-Restructuring-Agreement in order to obtain a
better debt structure. Grace and repayment periods were prolonged while
spreads were gradually reduced. Inspite of the good growth in the economic
environment of the OECD countries between 1985-1987 with most commodity
prices and interest rates declining thereby offering a generally better debt
profile and positive economic environment, no country which had had to
reschedule its debt reached credit worthiness and hence could not obtain
funds in the international financial markets. In essence, the different
adjustment programmes adopted by the major debtor nations helped to avert
insolvencies but failed to lead the different nations back to credit worthiness.
Indeed, as at 1987, the Third World states owed over $ 1 trillion in external
debt.

A wind of change has therefore been witnessed since the late 80's due to a
feeling of frustration among the major borrowing countries because they
cannot see any opportunity of breaking out of the vicious cycle in which they
have found themselves. The wind of change include making unilateral
decisions such as neglecting their loan repayment dates without prior notice,
limiting the amount of money available to service the debt or declaring a
moratorium on debt payments; requesting for debt relief efc.

Different new initiatives have so far been launched such as the Phillipine
Investment Note (PIN) in 1987, Exit Bonds by Argentina in 1987 and Debt
Conversion Programmes. While the first two are yet to be accepted, the Debt
Conversion Programme has had a positive impact in the area of alleviating the
debt problems.

Inspite of this trend, international trade is continuous and the need to finance
it is non-negotiable even if the nations country risks do not look very
attractive.
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CHAPTER ONE

INTRODUCTION

11 General Background of Study

Most economies of the world, especially those in the Third World have at one time or the
other experienced shortfall between domestic savings and the desired level of
investments. External borrowings have often been resorted to in orgler to fill such gaps.
Such loans are healthy when invested in long run development perspective in which a
sustained flow of external resources complement domestic investment with a view to
accelerating growth. External loans, optimally deployed to give higher marginal return on
investment than the cost of borrowing is self liquidating and therefore self-sustaining
because they are productive. Effective strategic management of external loans result in
the long run liquidation of such loans and growth of the borrowing country
simuitaneously. However, loans not properly planned or budgeted are easily misdirected

or mismatched resulting in debt servicing burden.

From the early 1840s, the United States of America went through a period of terrble
reputation in Europe when she fauited on her debts. In 1870, Egypt was expending about
16.7percent of her export earnings, servicing debts. When Egypt could no longer afford
lo pay, European countries (spearheaded by France and Britain) took control of Egypt's
domestic finance. This provided ready grounds for Britain to invade Egypt. In the 18th
century, Tunisia, Morocco, Bulgaria, Greece, China and Turl-(ey"actuaily defaulted or
threatened to default on their foreign debts. This led to the direct colntrol of their finances

by foreign powers who were determined to squeeze out the money to pay off their



bankers. Aimost all the Latin American countries defaulted on their debts in the 1920s

and 1930s.

By 1973, more than thirty developing nations have had to undertake negotiations with
creditors to reschedule their debts. The rate of default has risen to the point that it is
referred to as “creeping default” in financial circles. Egypt, Tunisia, Morocco, Turkey,
Argentina, Brazil, Chile, Ghana, Indonesia are instances of suchz debtor nations. The
magnitude of the debt was such that most of them commit 40 perceﬁt and above of their
export earnings to service debts thereby making it extremely difficult to pay for essential
imports for future economic production so as to enhance their expo.rt earing capacity to
further service their debts. Indeed, as at the end of 1987, the Third World states owed
over one trillion U.S. Dollars (US $ 1 Trillion). According fo Angemueller (1987), the
resources of the indebted nations far outweigh their debts (. The dilemma is that the
debtor nations are quietly crumbling under the weight of the debt burden but helplessly
continue to silently negotiate for new loans needed to replenish ageing infrastructures
and provide new investments that will encourage economic growth.,‘The critical question
is “should developing nations strive to pay their debts at the expensé of their people and

. £
economies 7.

External debt management has been very difficult and painfut for many third world
nations because its process is a balance of both local and externai forces interested in
the final outcome of the developing states’ management strategies. At the home front,
the country is faced with managers of the multinationals, working class, indigenes etc.

while at the external stage are the international financial instiiutions, traders and



producers owning or controlling the multinationals. In most cases, these countries have
yielded to the external and domestic forces:. The problem of debt management is a
factor of the susceptibility of the third world governments to creditors’ solutions for their
debt problems out of desperation, improper monitoring of the cou;tries debts resulting
from over-invoicing efc., volatility of exchange rates, arm twisting by the creditors to
implement Structural Adjustment Programmes (IMF pills). Another problem of the third
world nations worthy of note is their inability to have a comm;:on or general debt
restructuring programme. Unlike the creditors forming themselves into London and Paris

clubs, debtor nations approach their creditors individually, i

§

5.1
Lenders are able to recover while borrowers are able fo repay their loans on schedule
only when the repayment capacity of the borrower equals or exceeds debt service, which
consists of principal and interest due for payment. This simple relationship defines the
role that credit plays in development and influence the fate of efforts to expand the
frontier of finance. Debt capacity is not a disembodied theoretical concept. It rests on

social and institutional infrastructures and management of debt capacity requires

sensitivity to the risks and possibilities of the environment in which it is created.

Since the end of the third world war, cross-border trade among couhtries took a new turn
based on such economic theories as absolute and comparative advantages. The
emerging trends saw the Less Developed Countries (LDCs) being e;g}iculturally oriented
witnessing negative balance of trade and hence negative balance of payment having
exhausted their foreign exchange reserves over a short period of time (where it ever

existed in the first place). Most of the less developed countries therefore became



borrower countries. The international lending talked about today dates back to the 60s
with the development of the “Euromoney” the transactions of which_ involve the borrower
borrowing in a currency other than that used for domestic transacf:ions from a financial
centre. The availability of funds from the international financial institutions which were
established and revolutionalised over time, did not help matters as the less developed
countries now amassed huge debts far above their capacities or their resources can
manageably repay over a short time. The situation led most bdfrower countries to
rescheduling their debts to stretch the repayment of the debts or incorporate more of
their total debt in the rescheduling agreement through a Multi-Year-Restructuring-
Agreement (MYRA):z in order to cbtain a better debt structure. Infact, out of frustration,
some of these borrower nations now limit the amount of money available to service their
debt or declare a moratorium on debt payments, requesting for debt relief. Various debt
management strategies have been introduced but have had little or very insignificant
impact on the weight of the debts under which these borrower nations gradually crumble.
Today, debts have become a source of great concern and threat to global trade patterns,
While foreign debts mortgage the resources of future generations, there are also implicit
potent elements of politics in which lender nations enforce harsh monetary policies on
borrowing countries. The major international banks were suddenly faced with a big
recycling task for all the Oil Producing Economic Countries (OPEC) money looking for a
return on investment due to the 1973 hike in oil prices (the first shoék in the oil industry).

Recycling proved much more difficult and risky after the second oil shock in 1979.



Between 1982 and 1983, country risk assessment have become of great import in the
lender-borrower relationship. The international financial instit_u_tions through their
experiences over the years recognised the importance of country ;isk assessment and
monitoring far beyond the usual credit risk involved in lending. The first lightning struck
the Euromarket with the polish crisis in 1981. The Falkland Island conflict was the
forerunner of earthquakes that Mexico and Brazil produced in the market for international

lending. Rescheduling of international debts has by now become ma task for nearly all

banks with cross-border exposures.

1.2  Statement of The Problem

The economic development in Nigeria since the tum of event from “oil beom” to “oil
doom” has put the nation in a state of doubt as to its ability to honour her financial
obligations to, and incur further loan from external creditorss. Also, the instability in
govermment and the political risk emanating from it leave so mﬁch room to wonder
“where is the country heading 10?". Beyond the ability of a country to repay its loan that
is, economic risk, there exists country risk which is political. This has been having great

effect on cross-border financing.

The burgeoning field of International Business is intriguing especially as the Nigerian
government is encouraging production for export. Government is also wooing foreign
investors through various fiscal policies. Country risk knowledgé becomes of great
significance for the international businessman as payment for his transactions and

repatriation of his returns must factor in, the country risk of the importing nation.



The problem of this research / dissertation is therefore to examine the concept of country
risk and its assessment with a view to projecting what impact it has on the cross-border
funds flow to and development in Nigeria.

1.3 Objective of Study

The purpose of this study is basically to expound the knowledge and importance of
country risk and to examine the impact it may have on extemnai financing both at the
micro and macro levels as well as on national development. To this end, the study will
examine the methods of assessing country risk as well as sources of internationally
accepted ratings based on their associated risks.

1.4 Significance of Study

The significance of this study is in two folds. At the micro level, it prepares international
businessmen for risk expectations in dealing with any other country. It also forms an

important factor in analysing international business opportunitiesa.

At the macro level, this study will serve as a “third eye" in the analysis of the nation's

financial crisis and external debt management.

15 Scope and Limitation of Study

Focus on the concept of country risk is not more than three decades. Though not new,
the subject is not widely expressed except in the developed countries where it is

regarded as a key-success-factor in granting loans to other countries of the world.



To this end, the scope of this study is limited to introducing the country risk concept, its
importance and assessment. The impact of a nation's rating on its development will be
examined with particular-reference to the current situation in the development of Nigeria.
Being a relatively new concept, there are limited textbooks and publications on country
risk. The data sources and collection are also limited to secondary information.
Government agencies such as Ministry of Finance and the Central Bank of Nigeria were
contacted for primary information on Nigeria's debt management strategies.

1.6 Definition of Terms

(1)  Country Risk - A combination of influencing factors, econemic and political, to
watch out for in cross-border transactions.

(2)  Cross Border financing -Any transaction that involves an exchange or transfer
of money across the borders of a nation.

(3)  Credit Risk - The possibility of non-repayment of loan by the borrower to the

lender because the borrower does not have the capability to repay
when it is due.

(4)  Deadweight Debt - Loans obtained and not covered by a real asset or
investment

(5) Debt Reschedule - A request and eventual agreement to convert debt
repayment due within a short period fo a longer period to allow
for adjustment on the part of the borrower.

(6)  Debt Restructure - To rearrange or reorganise initial repayment schedule drawn
between a borrower and a lender.

(7)  Debt - Equity Swap - Transformation of a debtors obligation into equity capital in
the creditors name within the country of the debtor.

(8) Expropriation - Refusal to repay loan obtained

(9) Hedging - Precautions available for consideration against risk in a business or
financial transaction

(10) LIBOR - London Inter Bank offer Rate

(11)  OECD - Organisation for Economic cooperation and Development



(12

Political Risk - The unwillingness of a borrower {c repay his loan when it falls
due for reascns other than his inability

{(13)  Refinancing - Alternative source of funds to replenish stock of already depleting
foreign exchange with a view to refinancing old projects
{14}  Repudiation - The refusal to accept or meet up with repayment obligation due to
a borrower. .
(15)  Reproductive Debt - Debt incurred to acquire a real asset or investment
{(16)  Rescheduling - To postpone payment of maturing loans to allow a breathing
space for corrective measures to be undertaken in order to
expand the country’s productive capacity which will aliow return
to normal international trade and repayment aclivities
Footnotes
1. Nigeria's case is no exceplion leading to forward and backward journey with no
considerable progress made.
2. The Multi-Year-Rescheduling Agreement is an indication of the borrower nation
losing grip of managing the repayment of the loan obtained.
3. Mismanagement and inadequate planning turned the ail boom of the 70s to oil
doom because the economy was hasically import dependent.
4, The success of international business highly depends on knowledge of the
political and credit risk factors of the foreign country the bussiness relates with.
REFERENCES
1, Adebayo O. (1990): Nigeria's External Debt Crisis: It's Management
2. Thomas: Country Risk Assessment And Moniforing



CHAPTER TWO

LITERATURE REVIEW

2.1 Cross-Border Financing

It is clear that borrowing is not undesirable. This is so because the rationale underlying
debt rests on its contribution to accelerated growth. External resources can logically
accelerate growth by adding to countries’ investment capacity with a view that the
acquisition of public debt is related to a long run development perspective in which a
sustained flow of external resources complements domestic investment. Foreign
assistance is consequently to relieve constraints by permitting a full use of available
resources and in the process, ensure higher growth. Today hoWever, external debts
constitute great threats to international relationships. Apart from the truism that foreign
debts mortgage the resources of future generations against the hopes of an immediate
gconomic paradise, the potent elements of political instability' résulting from harsh
monetary policies being forced on borrowing countries by their creditors leaves the
borrower countries groaning under the debt weight. Thus while external financing can be
a useful tool for achieving positive objectives, the conditions attached destroys the social,

.h.
LN

economic and political harmony of a country.

Cross-border investments generally invoive vast quantities of mohey conversion from
one currency to another the size of which is a reflection of the magnitude of international
business as a whole. With constant changes in the values of currencies and money
market conditions, various institutions and facilities are created to reduce the risk in such

changess. Such institutions include international banking operators. These are
)

.1‘1
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multinationals with facilities to move funds across the borders. ‘A major attribute of
international banking is geographical spread. The power of this is so great that leading
banks in industrialised countries have had to extend thelr scope from national to

multinational operations. In certain instances, groups of banks have pooled resources at

home and abroad for the conduct of international businesses.

International business exposes a manager to international money Imovement problems
and risks. Money is traded like any other commodity, through the foreign exchange
market. The core of the world's foreign exchange markets congisls of a handful of
international commercial banks (about 50-60) linked together by telephone, fax, telex and
computer operating a professionally inside market (5. The banks In tumn serve as
intermediate market quoting prices to its customers with one eye on the prices that

prevail in the inside market.

One reason for the intimate link between international banking and foreign exchange
market is due to the fact that businessmen use the market to'hedge against future
fluctuation in foreign exchange rates. The accessibility of a spot market and local credit

eases the problem of hedging against foreign risk.

Internationally, there has been a radical shift in the pattern of external financial flows to

developing countries in the early 1990's from debt to equity ﬁnanci'ng and from bank to
non-bank sources. Commercial bank loans have been replaced by bond and equity

portfolio flows and greater direct foreign investment. These new financial opportunities

have the likelihood of better benefits. For foreign direct investments, these benefits
i
10



include technology transfer, management know-how and export marketing access for
bonds, a diversified investor base; and for equity portfolio flows, a reduction in the

domestic cost of capital.

2.2 International Financial Institutions

There are various international financial institutions in the world. The notable ones for
this report are itemised below:

2.2.1 International Monetary Fund

The International Monetary Fund (IMF) was established in 1944 by the International
Conference of Bretton Woods, U.S.A at the same conference the International Bank For
Reconstruction and Development (World Bank) was created. The objectives of the IMF
were:
to promote international monetary cooperation through an institution which
creates a system of consultation and collaboration for all international monetary
problems
to help the expansion and harmonious growth of international trade
to promote the stability of the different currencies
to establish a multilateral system for the settlement of transaction between
member states and to eliminate exchange restrictions
to help member states to cope with balance of payments problems by providing
temporary funds at their disposal against guarantee
The International Monetary Fund relies on two sources of funds: ordinary and borrowed

resources.



The ordinary resources are based on the approved quota system for member states
according to their economic standing and their ability to support the fund over the long
term. The borrowed resources include unused credit lines. The resources of IMF are

extended to assist member countries under regular and special facilities programmes.

2.2.2 Institute of international Finance Incorporated

This is an international body of over 180 banks which are resmnsible for more than 75

percent of all bank debt in the nen-OECD countries. Established in 1983, the body is

charged with the following basic cbjectives:

- to improve the timeliness and quality of information available on sovereign
borrowers

- to facilitate communications among participants involved in the international
lending process

- to foster a greater understanding within the financial commurity of the future
international lending

A country evaluation system which provides on-line information on the major economic

indicators of debtor countries indebted to the international bank:ing community was

created. The data available from the Institute of International Finance are a valuable

contribution to the quantitative part of the country risk assessment but do not cover

political risks. The quality and timeliness of their information will however significantly

add to the sources known internationally,

2.3  Country Risk Versus Credit Risk

Credit risk is the possibility that a borrower may not be able to repay his [oan, principal

and interest, as they become due. This and solvercy risk are interchangeable. Every

KAS 5 : .;;}3
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lending involve credit risk. As a result, the banks generally evaluate the borrowers
capability of honouring his debts through analysis of the economic and financial milieu of
the borrower in the past, present and fulure as presented in a feasibility report. In
essence, the borrower is revealed in the appraisal of the financial reports in the recent
past as well as projected into the future. To further reduce the credit risk, the creditor
requests for collateral in most instances, because of the difficulty in evaluating the
borrower’s future economic performance. A bank's credit oﬂicer.must have intimate
knowledge of his clients market, he must appraise the production know-how and
technology of his client, the quality of management efc. The financial statements give a

guide but the fundamentals are missings.

The scope of risk elements involved in cross border lending is of great interest because
of its magnitude. In other words, crossing a nation’s border raises series of risks beyond
the usual credit risk in lending. These risks are equally vital in appraising the borrower.
They are collectively referred to as country risk. A look at these risks will be an eye

opener at this juncture.

2.3.1 Foreign currency risk can be on the part of the borrower, lender or for both. A
British bank confirming a letter of credit of a Brazilian bank ini U.S. dollars
involves a foreign currency risk for both parties while a Luxembourg consortium
bank lending Deutschmarks to a West German company meahs a foreign
currency risk for the lender only. In the same vein, a U.S. bank lending dollars
to a Nigerian company confers foreign currency risk on the borrower only. The

significance of this risk is unfolded when the fundamentality of its concept is

i3



revealed. Foreign currency risK is in twofold: one stems from parity adjustment
resulting from the values of the currency at time of contracting the loan as
against the time of repayment; the other is the inability of the borrower to

remit the foreign currency due to government regulations.

Another element of country risk is the difficulty of dialogue between the lender
and the borrower. The usual case is that the farther away both parties are, the
more intricate is dialogue between them due to language barriers, cultural

differences or even time zones.

Legal risk in cross-border transactions involve the laws of two countries. This can
be reduced by choosing the {aw of a certain country most popular of which is

English law.

Political risk is usually associated with political turmoil and revolution. Embargo or
boycott measures instituted for any reason can lead to solvency problem for the
countryor a change in the country’s foreign exchange reservés of the country.
Labour unrest and nationalization are components of country risk and can affect
loan repayment. Syndication risk is a more recent one: the case of U.S. freezing

Iranian assets to non- U.S. banks is a typical case history.

From the above, it can be inferred that it is easier to quantify and evaiuate credit risk

than country risk. It is obvious as well that transactions that involve country risk will



always have a credit risk as well. Even where credit is available, country risk is apparent

in every international transaction.

The most extreme case of a credit risk is bankruptey of the debtor in which case the
lender partakes in the bankruptcy proceedings so as to recoup part of his credit or losing
it completely and writing it off as bad debt. Country risk is manifested in three folds:
delayed payment, lasting weakness in which case the country cén no longer pay the
interest or principal when due and repudiation in which case the country will refuse to pay
its debts on the ground that it no longer accepts themgs). The first phase of deterioration
in country risk is not severe but lasting weakness leaves a country with the options of
renegotiation and rescheduling a moratorium (suspension of repayment until situation
improves). Repudiation rarely occurs because a country cannot be bankrupt. However, in
the 1960s, Cuba repudiated its loans to the U.S. and USSR repudiated its debts after the
revolution, Repudiation cuts the bomower country off complete.ly from interational

financial and economic communityr.

24  External Debt Management

2.4.1. Debf Refinancing

The refinancing situation for a bank ranges between two extremes of one with no natural
refinancing sources and others with large amounts of funds from the public. Banks
having assets that involve country risk are mainly denominatea in an internationally
accepted or convertible currency and must therefore be refinanced in the same. Banks
engaged in cross border lending require U.S dollars based loan portfolio to refinance.

Banks with large foreign currency asset portfolio easily face major refinancing problems,



that is, in liquidity crisis situations, they have no lender of last resert such as the Central
Banks in the case of domestic banks. Most banks have no natural source for refinancing
their foreign currency assets in the same currency but rather depend on inter-bank
money market. They therefore either face liquidity problems or obtain funds at higher

costs if the inter-bank money market dries up.

In order to alleviate the refinancing problem of medium term lending, the syndicated loan
market was created. While the loan may extend for seven years, the actual interest
period is fixed for six months. Therefore a six-month refinancing instrument (inter-bank
deposit) assists in eliminating interest mismatch which is one of thé dangers of maturity
transformation. Banks are obliged to incur an interest risk and lend at terms such as six
months while having to refinance themselves in the inter-bank market at a shorter
maturity to avoid liquidity problems. The bank can therefore profit from this situation and
borrow even shorter than it lends. However, it is fairly risky as the ;Etuation can change

suddenly.

As on each rollover date, funds must be available, banks altem;;t to find refinancing
sources that can cope with these requirements. Generally, in tﬁe inter-bank market,
credit lines are not confirmed, therefore availability of funds is tied to market conditions.
A contraction due to shift in liquid assets towards other non-liquid assets can have
immediate impact on availability of funds. Banks with large portfﬁlios of cross-border
assets must therefore have stable supply sources. Several refinancing instruments are

available to deal with this situation as follows:(1s)

16 ]



Stand-By-Credit-— This is a lender-borrower relationship between small banks and a
large U.S. dollar based city bank to cover the risk emanating from the refinancing
aspects of their cross-border exposures. The borrowing bank pays a front-end fee and
commitment fee over the running period of the stand-by-credit . A U.S . bank becomes
effectively the lender of last resort for the amount of the stand-by- creditor (the non-U.S
bank) to refinance its U.S. dollar loan and asset portfolio. With high cost and volatility of
stand-by-credit, the instrument is gradually being eroded.

Floating Rate Note Issues (FRN)-- This issue involves a borrowing bank obtaining a

certain amount of U.S. dollars for a period of several years averaging twelve years. The
interest rate is normally fixed for six months based on LIBOR plus a margin which is
influenced by the standing of the bank and the prevailing market conditions. An arranging
syndicate in addition receives front-end fees for placing and selling the issue.

Certificate of Deposit Issuance Facility— This instrument also gives the borrowing bank

access to medium term funds through a short term money market instrument. This
facility, if negotiated, can be bought and sold in an active and broad secondary market.
The issuing houses and the other members of the syndicate commit to purchase a
maximum given amount of certificate of deposit from the borrowing bank at any time
during the life of the facility for a fee, the certificate of deposits are sold.

Swap Arrangements— A swap in the foreign exchange market means that a bank sells

to another bank e.g. U.S . dollars to Swiss Francs and undertakes to buy it back at a
future date against delivery of the Swiss Francs. This can be limited to interests or
covers currencies swaps. A variable /floating interest liability calculated on LIBOR or

prime basis is swapped against a fixed rate interest liability.
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24.2 Debt Rescheduling

Rescheduling is a reflection of a change in the quality of the ecanomy of the country
involved. Lenders have been forced into rescheduling of recent. Each rescheduling
involves a different pattern. These are as follows:

Rescheduling Repayment of Capital

Repayment due within one year are normally rescheduled ove;r a specific period.
Generally, the repayment of capital is usually extended far enough ﬁnlo the future with a
view to enabling the country adjust its economy. To a bank, rescheduling means that a
one year commitment which can also be the last year of a long-term commitment,
becomes a medium or even long run credit. This has an effect on the liquidity of the bank
which has to rearrange its refinancing of the rescheduled amount.

Adjustment of interest, Spread and Fees

This is an upwards adjustment of interest resuiting from rescheduling of debt due. The
adjustment is for the spread and a front-end fee is charged and paid for the rescheduled
' i

package.

New Money Facilities

This is created to finance the liquidity gap of the country in qué;tion for the coming
twelve or mare months. It is often tied to the facility of International Monetary Fund. It
serves to provide money facilities for the payment of outstanding interest on the total of
the country’s foreign debt thereby keeping non-rescheduled debt currencies and thus out
of the rescheduling. New money facilities are constructed as medium term loans on a
floating rate basis. Rescheduling lowers the quality of the assets from the country in

question.



24.3. Debt-Equity Conversion

Debt-equity swap, an instrument to alleviate the debt burden of the indebted nations, was
created in Chile in 1984. This does not involve new financing but neutralises debt by
swapping it into local equity. Therefore, the need to service debt through interest and
amortisation is replaced by the investor's looked-for return. Through debt-equity
conversion, a foreigh currency denominated debt is exchanged at 3 discount into local
currency which is then in local equity. This instrument has spread to Argentina, Costa
Rica, Ecuador, Mexico, Philippines and Nigenia. The Central Banks of the countries

monitor the programme.

Debt-equity conversion programmes can serve as a source forh':‘repatrialion of flight
capital. However, this is political to the extent that investment policies and attitudes
towards foreign investments are manipulated. Economically, this programme can
influence money supply and hence cause inflation. Therefore, the E:entral Banks adopt
various control measures through their monetary policies to control possible problems. If
the political and economic conditions of a country improves, the investor will become
mare eager to invest while sellers, willing to sell the debt at a high discount will become
scarce. Therefore, it is difficult to realise a debt-equity conversion programme that is

attractive to all three parties involved, including the institution.

Itis best for a country to fix a goal in its conversion programme regarding the amount of
the debt to be swapped into equity before a scheme is constructed to at least encourage
repatriation of flight capital and attract potential investors as well as protect the home

interest group.
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Footnotes

5, Institutions such as banks and insurance companies assist in hedging against the
risks involved in business such as fluctuations in values of cdrrencies, credit risk,
efc.

8. Advance credit analysis looks beyond the financial statemenis of an investment
by digging into the technical capabilities and management competence.

1. if effectively managed, every country has potential hence re;;udialion is only a
total refusal to repay rather than rescheduling. |
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CHAPTER THREE

ASSESSMENT OF COUNTRY RISK

Country risk is a combination of those elements which result in the inability of a
debtor nalion to repay his debts resulting from cross-border transaclions. These
elements range from inability to unwillingness on the part of the debtor -
ANONYMOUS

Country risk is a combination of transfer or economic risk and politipal risks. The former
is the capability to honour one’s debt while the latter involves the;rwill to honour one’s
obligations. Both risks are mutually interrelated. This is more pronounced in a situation
where one is worsening. However, the distinction line between both risks is thin. The
assessment of country risk will be treated based on the separate evaluations of political

and economic risks.

3.1 Political Risk Elements

Political risk and political instability are not synonymous. While pbliticai instability may
exist without endangering business interest, political risk does and it is measurable.
Political risk evaluation considers the various influencing factors which can be inherent,
evolve out or have their origin outside a particular country. Thesé factors can have

positive or negative influence hence leading to political opportunities or risks.

Political risk factors inherent in a country can result in such situation as internal turmoil,
rebellious conflicts, revolution or coup d'efat, corruption etc. Such factors include the
formulation of policies on constitutional environment, political parties, quality of
government, government crises, foreign policy, economic systems, social structure,

demographic structure, ethnic and religious differences, labour relations, legislation
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regarding foreign investment. Recall that the management of these factors determine
whether the result will be political opportunities or riskss. For instance, a combination of
high literacy rate and unequal distribution of income leads to discoﬁtent and instability;
high literacy rate and equal distribution of income results in contentment and stability
while low literacy rate and unequal distribution of income bring about lack of awareness

and stability.

There are external political factors worth mentioning. These have their origin from outside
the specific country. They include non-beliigerent intervention by a third country through
arms supply for instance, discriminating acts such as disinvestments, sanctions etc. by
international organisations or multinationals; war or warlike conflicts involving several

countries.

3.2 Assessment of Political Risk

Assessment of political risk is not only the task of foreseeing a deteriorating situation but
also finding new opportunities where the degree of political risk is diminishing. Three

basic methods exist as follows:

3.21  Qualitative Method

This is based on experience and analylical abilities of experts in tﬁtl'e field. It can lead to
classification of different countries according to the scale of extrem.e.ily high risk, high risk,
medium risk, low risk, very low risk. The extremely high risk country have most risk
factors asserted negatively though a single factor such as expropriation,

nationalisation, controlied or restricted capital repatriation can significantly determine
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political risk rating. In such countries, business transactions are usually done on a
government to government basis while private companies abstain from doing business
with them. Where it is done, it can be highly profitable. A very low risk country on the
other end of the scale gives no headache whatsoever to foreign investors or lender.

Here, competition is at its peak.

Due to the intricacies and subjectivity of the qualitative assessment, certain crucial
conditions are recommended for effective assessment. These include:
- the evaluation should be based on teamwork of at least three persons with at least two
of them having a good knowledge of the country and first hand access to intelligence
report on the country.

- one of the members must be a political analyst, a political experts.

The use of a political adviser who is an expert on the political developments of a specific
country or area is another method. This however depends uniiaterally on the quality of
the expert who of course is not a monopolist of knowledge hence is also prone to
mistakes. The most recognised qualitative method is the Delphi method, where the
advice of experts is sought in a systematic way. The institution enumerates the different
political factors that influence the political future of a nation; then rank and weigh the
importance of these factors based on the views of the independent experts. The results

are then assembled in a ranking or index of political risk.
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3.2.2 Quantitative method

This method relies on the use of multivariate analysis. The distinguishing factor is that
one or several variables are taken as independent variables of some others. The
variables influencing each of the political risk factors are determined, measured on a
scale and added together to form an indicator. For instance, considar social structure as
a social factor with wealth per head, degree of urbanisation income distribution and
degree of literacy as variables of its risk. Using literacy and GNP per head as the
dependent variables scaled on 1-10 or 100 percent for GNP per head of more than
=N=10,000. Relating both variables, the sensitivity of the political risk can be measured
thus:
I=A/B where A = degree of literacy (1-10)
B= GNP per head (1-10)
|= indicator sensitivity political risk
Introducing a third variable such as the distribution of wealth can be given by
|=A/BxC where C= distribution of wealth
The basis of the quantitative method involves
- careful selection of quantifiable political factors
- interrelating them such that they influence political risk. These help to give one political
risk indicator. Other indicators are likewise determined and weighted against each other.
Because of the difficulty of finding quantifiable variables and weighing the different
indicators, the quantitative method is often limited to risk such as expropriation or
nationalisation.

3.2.3 Integrated Method

Here both subjective and objective approaches are brought together. it involves

establishing a check-list of the relevant political risk factors, attributing variables to them
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which are then weighted. For instance, foreign policy as a pofitical factor can be
evaluated as follows; 5

-the foreign policy of the country evaluated in relation to its neighbours, to its belonging

to a bloc, to its cultural heritage, is in view of the political risks involved:

Points

-very comforting 0
- stabilizing 2
-no influence 5
-dangerous 8
-very fisky 10

This factor is then weighted in the context of all the other political factors evaluated giving

a score which would then be indexed according to riskiness.

Two crucial elements: the actors and time horizon play important roles in political risk
assessment because the actors determine the level of risk while the time horizon gives a

dynamic approach to it.

3.3  Transfer Risk Elements

This refers to the “economic risk”. The total risk involved is the total of the cross-border
liabilities of a country and its institutions which is usually denominatéd in the most active
international currenciesps;. The economic risk or capability to honour the
obligations/debts of a country therefore has a direct relation to its capability to earn or

obtain the sufficient foreign exchange to service its debt as a sovereign borrower and
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those of the private institutions operating within its frontier. This ability is rooted in its

current account balance and the balance of capital movements.

Like in a commercial credit, the cross border liabilities of a country is paid through future
foreign exchange eamings or additional capital import. A country’s will is therefore
examined in view of its economic situations, its production potential, its foreign trade, its

inflation and its resources as welf as remittances of persons working abroad.

The earning or spending of foreign exchange is in direct relation to a country's
international activities, that is, import and export as well as to its international service
activities such as tourism, financial activities, royalty income from licensing agreements,
insurances, etc. The building up of foreign exchange assets or incurring of liabilities is the

difference between the amount earned or spent.

Various factors influence the foreign exchange operations of a country both from within
and without having their effects on the current account or capital movements or on both.
From within, we have such factors as inflation, currency parity pﬁlicy (devaluation and
revaluation), economic policies, use of foreign funds, terms of trade and services, natural
resources, foreign debt management, capital movement and unilateral transfers. From
without, factors worthy of note are trade barriers, commodity prices, interest rates,
natural catastrophy, transportation, market conditions, and coricessional funds. Beyond
the above are factors like size of the economy, GNP per head and membership of an
economic grouping that determine the capability of a country to obtain or incur foreign

debtss).
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3.4  Assessment of Transfer Risk

There are several quantitative and qualitative methods of assessing .!ransfer OF economic
risk. However, depending on the aim, the assessment methed s .chosen according to
whether the primary objective is to determine the liquidity (ability to liquidate debt in the
short run) or its solvency (long run settiement). The important work is the elaboration of
the best mix of methods.

The best known and most pertinent measures of transfer risk are given bhelow:(16)

34.1 Debt-Service Ratio
This is a ratic measured for a period of one year and expressed as percentage. It is

given as:

Debt-Service Ratio= PRNGPAL + INTEREST PAID ON EXTERNAL DEHT
FOREIGN EXCHANGE INCOME

This ratio is also a forecast for future periods. However, while the interest and principal
payments can be predicted from the repayment schedule, the stream of income may not
be easy except based on certain assumptions .

Generally, the lower the ratio, the better. For instance, 10% is cdnsidered very good,

25% indicates difficult situation.

3.4.2 Debt -GNP Ratio

This ratio excludes short term debts up fo one year. 1t is expressed in percentage. It is
given as: .

Debt-GNP =  Extemal Public +Privaie Deb
GNP



The higher the ratio, the higher the risk. Less than or equal to 15% is considered
acceptable while less than or equal to 30% signifies difficuity. The Debt-GNP ratio cannot
be used for spotting liquidity problems but in assessing the overall creditworthiness of a

country i.e. long run solvency rather than liquidity.

3.4.3 [Interest Service Ratio

This focuses on the liquidity aspect while stil! excluding short term 2xternal debt under
one year. It is usually lower in value than the debt service ratio the difference being the
percentage of exports of goods and services needed each year to service the principal. it
s given as

Interest Sewice Ratio= Interest  payment over peried N
Expoits of goeds & all Services over period N

3.4.4 External Debt -Export Ratio

This ratio indicates the extent to which total exports of goods and services can be used
to liquidate external debt obligations.
External Debt -Export Ratip= Extermal Debt

Export of goods & Services

34.5 Reserves - External Debt Ratio

This measures the extent to which external reserves could be drawn down to liquidate
external debt commitments. The lower the ratio, the more precanous the external debt

situation and vice versa. This is expressed in percentage.
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3.5 Global Assessment of Country Risk

Having examined the political and economic risks, we shall examine how both risks are
combined to arrive at the country risk assessment. A global assessment of country risk is

obtained through an overall index, combined index or the matrix solution.

3.5.1 Overall Index

Here, the basis is that the weighting of the two aspects is different for different types of
cross-border liabilities. For instance, an investment in another country depends on
political risk while a sovereign loan is more influenced by transfer «isk. In country rating
based on this method, political risk is often assigned a 30 percent weight while transfer
risk is weighted 20 percent and 50 percent for solvency and liquidity respectively. Most

rating agencies apply this method.

3.5.2 Combined Index

Here, the index for transfer risk is divided into score groups, that is, 1-20 for category |
and 81-100 for category V. This is further divided into solvency or liquidity risk index. The
political risk index groups it into A-E. For instance, a country rated A/IV/IV has a very low

political risk and a low transfer risk for the solvency as well as liquidity aspects.

3.5.3 Matrix Solution
Here, the political and transfer risks are divided into their components. Each country is
scored for each of these major aspects of country risk assessment which is then placed

in the squares of the matrix (see figure 3.1).



FIGURE 3.1 MATRIX FOR COUNTRY RISK ASSESSMENT

POLITICAL RISK

l Il Y '

Source: Country Risk Assessment and Monitoring

3.6  Country Risk Rating Agencies

Because of the expertise required in rating countries and the diverse elements of political
and fransfer risks, a few international agencies«w rated and published country ratings
based on certain selected criteria. They generally involve experts in the ratings. Such
agencies include Business Environment Risk Information Institute (BERI) now called
Business Risk Service which base its assessment on three criteria -business climate for
foreigners, political stability and currency/repayment risk. Euromoney base its
assessment on the performance of countries in the financial markets (Yankee and
Eurobonds etc.) such as access to the market selldown (success of the operation) as key
criteria. Institutional Investor bases its assessment on survey on credit worthiness by 75-

100 internationally operating banks. International Country Risk Guide (ICRG) rates
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countries based on specific scores on political, financial and economic risks with the first

contributing 50 percent while the other two contribute 25 percent eachys.

Footnote

8. The presence of a political expert does not elimiate the subjectivity of the
assessment but offers direction as to the assessment based on his skill and
experience

a. The net of a country’s import and export values periodically detennines
accummulation of foreign exchange or debt

10.  Afewinternational agencies have been identified over the years as competent

to assess country risks using portfolio approach.
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CHAPTER FOUR

DATA ANALYSIS

Failure in political govemnance coupled with the consequencies of macroeconmomic instability have led to
dramatic increase in violent crimes and general deterioration of security of lives and properties- Chief
Christopher Eze (Guardian,12/12/95)

4.1 Genesis of External Debt In Nigeria

Nigeria's external debt dates back to the 60's which ranged between =N=82.4 million and
=N=489 million in 1960 and 1970 respectively. Then interest rates were as low as 2
percent in some cases, debt service ratio was 1.1 percent in 1960, 3.7 percent in 1965
and 3.5 percent in 1970. The nation’s economic burden (debt service to GNP ratio) was
3.4 percent in 1960, 12.5 percent in 1965 and 8.2 percent in 1970. Then the access to

loan was limited by the doubt of the Less Developed Countries to repay.1

The turn of event was drastic in the 70s. The discovery and quadrupling of oil prices in
the mid 70s drastically reduced the country’s debt-service ratio to 2.7percent in 1975 and
0.4 percent in 1977 while the total debt declined to =N=374.6 million in 1976¢1. The
phenomenal increase in the country’s revenue raised Nigeria's credit worthiness forcing
attention on the economy by the forces of International Capital Market while the
multinationals established links with members of the indigenous bourgeoisie and state
officials plunging the nation into debt trapi1. The sustenance on large scale importation of
inputs such as raw materials, spare parts machinery and so forth for modern industries
and agricultural sector development required increased funds (domestic and foreign).
The oil revenue inflow (foreign exchange) was steady covering the contradictions
inherent in the heavily outwardly-oriented import substitution industrialisation strategy

which started surfacing at the sudden drop in oil price witnessed in 1977. Therefore, by
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1978 the foreign exchange reserve available to the country was no longer sufficient to
sustain the huge import needs of the economy. It was at this point that Nigeria entered
the International Capital Market for a loan of $ 1 billion in 1978 to finance a number of
major public sector projects such as laying of oil pipelines, construction of storage tanks,
establishment of oil refineries, pulp and paper mills, steel plants, sugar projects and port

development across the country.

The loan was faced with problems from the onset and in its management. For instance,
the disbursements and repayment schedules were unrelated to the proﬁtability or viability
of the projects. In spite of this, importation continued until the total unrefinanced trade
arrears accumulated by Nigeria rose from 39.2 percent in 1982/83 to 92.3 percent in
August 1983/84. By 1986, the trade arears of Nigeria accounted for 20 percent of total
debty). Another major problem was the sectoral allocation of the loans. For instance, in
1983, outstanding debt was 34 percent in manufacturing which was more into light
industrial consumer goods, 31 percent in infrastructures, 21 percent in community

development, 5 percent in agriculture, 5 percent in services and others-19 percenti.

4.2  Dimensions of Nigeria's External Debt

With the upward trend in the country’'s debt on one hand and the downward trend in
foreign exchange generation on the other hand, Nigeria introduced the stabilisation
programme. Because the country could not meet repayments of the loans as they fell
due, the need to negotiate with the foreign creditors arose. Technically, short term loans

are not part of external debts but because of the arrears in payments for imports,

33



negotiations resulted in conversion of such repayments into medium term loans or

rescheduling.

Negotiation is never easy especially with the debtor nation at the receiving end. Foreign
creditors usually insist on implementation of austerity measures as a pre-condition for
negotiating loan rescheduling, refinancing and servicing. In essence, they use the carrot
of the various loans at their disposal and the stick of punitive international financial
boycott to impose a particular kind of adjustment package on the debtor country.s; The
trend of Nigeria's debt burden between 1983 and 1991 is shown in Table 4.1. About 75
percent of the total external debt outstanding by 1985 was known to have been borrowed
from private sources with short repayment periods. These consequently bunched and
opened into the crisis Nigeria is still wriggling to get out of today. The debt / GDP ratio
rose from 3.8 percent in 1980 to 20.5 in 1983 and 350.1 percent in 1991 as shown in
figure 4.33 As Western creditors refused to open up new credit lines, the IMF Structural
Adjustment Programme (SAP) became a precondition for negotiation.

Table 4.1 NIGERIA’S DEBT BURDEN (1983 - 1991)

1983 1964 1989 T988 1867 1988 1989 1980 1891
Multilateral 844 1097 1317 | 1887 2085 | 2838 31 3842 3650
Fans Club K1) 2011 7833 10eeo T2589 | 14300 o871 ATl 177493
London Club 04bd 4ddb STl 688 5860 | 5980 5680 60 | 5988 |
Promisory Note | 3702 4125 1755 4398 4850 44810 4503 4000 4479
["Ofhers 1940 1318 1934 2813 2032 s 1) 2311 il 1454
Total 17765 17347 T8U04 | 25574 28316 30653 31586 SoUdY 93304

Source; CBN Economic & financial review Vol. 30, No. 2 page /9
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Table 4.2 SELECTED EXTERNAL DEBT RATIOS (PERCENT)(1590-94)

T997

T990 1992 1993 1994
| Ratio ) 4] {3} &) 1)
| DEBT Service 500 471 713 77 75
Payments Due/Exports
~Aclual Debt sarvice 758 Viu| 2071 69 T87
payments/Exports
Trierest Payments 208 oY 203 203 78
due/Exports
ACTuaT Tnferest TS 43 5.7 3 g7
Payments/Exports
| Capial Pas): ' § 51U PAR:| L]
Repaymenis/Exporis
ﬁaualcapﬂﬂ 192 145 148 RV L N4
repayments/Exports
"Debl Stock/Exports 2427 2750 2319 2733 971
bl Stockl G.NF. 133 1012 989 79.0 723
ource: (i) Central Bank of Nigeria
(i) Federal Ministry of Finance Review vol.30, No.21 page 80
Table 4.3 DEBT-SERVICING CAPACITY RATIOS (1983-91)
983 |1 T985 | 1986 | 1987 ] 1988 | 1980 | 1990 1997
Debt Service Rafio 66 | 259 | 284 294 193 26.3 VAR 254 258
Debi Service 10 Exiernal | 1906 | 2253 | 2191 899 [ T3EY | Z68Y | 1085 1883 798
Reserves
xternal Reserves to Import b | 20 3.0 {9 3.4 U 59 105 69
‘Dbl Seivice 1o Govi Revenue | 239 [ 368 [ 370 5 392 56.3 5.7 782 096
"Debito GOP W5 21T [245 623 TS89 (179 | 2785 294727 [ 3507
ebl 1o Exports TABY (T337 [ 1317 (3047 330 (4183 [ 3/29 2276 [ Z2a1h

Source: CBN Economic & Financial Review, Vol 30, No 2, Pg 80
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43  Nigeria's Debt Management Strategies

Management of Nigeria's debt problem has generated different policies and strategies. In
1982, the Economic Stabilisation Act was promulgated. Various exchange and trade
control and regulatory policies were introduced. The commissioning of Chase Manhattan
Bank to ascertain the extent and genuineness of the short term loans in 1984 was a
precursor to the introduction of the structural adjustment programme in 1986. This
programme was introduced with emphasis on reliance on market forces. Analysis of the
measures taken by the Federal Government to manage the country's external debt is
enumerated below:

4.3.1 Refinancing of Short Term Trade Arrears

The economic difficulties facing the country in the early 1980's constrained the nation's
ability to pay for its imports, arrears of trade debts were accumulated. The foreign
creditors refused to open new lines of credit hence it became imperative to seek for relief
by refinancing the arrears. The $ 2112 million worth of letters of credit outstanding as at
July 1983 was renegotiated and refinanced under such terms as repayment period of
thirty months with grace period of six months and interest rate of 1 percent above LIBOR
per annum). This could not help issues because international rade continued while
forex earnings and reserves depleted. Thus in 1984, government again refinanced the
existing arrears especially those contracted through open accounts and bills for collection
by issuing promissory notes. The terms were repayment in fourteen equal quarterly
installments over six years with two and a half years moratorium; interest rate of 1
percent above the average lending rates of international banks in New York, London and
Parisi. The same reasons earlier mentioned led to the country's inability to meet up

hence renegotiation to stretch the repayment period for twenty two years with an
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effective rate of 5 percent per annum. The total amount of promissory notes issued then

amounted to $4.8 billiong.

4.3.2 Rescheduling and Restructuring of Commercial Banks' Debis

The London club debts cover foreign trade arrears incurred through the medium of letters
of credit. These debts accumulated after the first refinancing exercise in 1983. On
negotiation between 1986 and 1987, about $ 2.86 billion was refinanced while $ 3 billion
was restructuredia;. The agreements included interest rate of 11/4 percent per annum
above LIBOR with repayment over five years; provision of new money of $320 million,
repayment of $1.345 billion per annum. As it is obviaus, the country could not meet the
high debt service obligation, Therefore, the club did not release the new money. Another
attempt through the 1989 refinancing and rescheduling amendment agreement was to
reduce the annual repayment from $1.345 billion to $711 million which Nigeria could still

not meeta).

In 1990, Nigeria approached the London club for restructuring of the debt over thirty
years through conversion of the debts into bonds with a grace period of ten years and
interest rate of 3 percent. Negotiation resulted in a list of terms includinge
-Principal amount to be collateralised with U.S treasury zero coupon
-Interest rate of 51/2 percent per annum for the first three years and at 6.25 percent per
annum thereafter
-Elected banks for the traditional rescheduling were to provide 20 percent of the

amount committed to the option
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The agreement was successfully closed in 1992 with Nigeria buying back 62 percent of

the debt and issuing collateralised par bonds for the remaining 38 percent.(1q)

4.3.3 Paris Ciub Rescheduling

Nigeria's rescheduling agreements with the Paris club were in 1286, 198% and 1991y,
While the first two were based on conventional or fraditional terris with market related
interest rates, the 1931 agreement was based on terms appliceble to the medium
income heavily indebted countries of the lower category. The Paris club debts by
December 1991 constituted about 53.6 percent of the country's fotal debt stockq.
Therefore, the debt service commitment resulted in high net outflow of foreign exchange.
In spite of the existence of concessional terms such as were glranted Toronto, Trinidad,
Poland/ Egypt etc., and Nigeria's efforts to secure any of these, the Paris club has
remained adamant. Rather, those offering temporary relief structures to apply only to
debts maturing within a short time were granted. This has made re;cheduling under the

Paris club very complex and complicated.

434 Debt Conversion Programme

This is also referred to as “Debt Capitalisation”, “Debt Equitisation”, “Debt Securitisation”,
or “Debt Resuscitisation’; In its simplest form, it refers to the transformation of a
debtor's obligation into equity capital in the creditor's name within the debtor's country.
This was introduced by the Nigerian Government in 1988 with the objectives of reducing
the external debt stock and to lighten the debt service burden, encourage capital inflows
including repatriation of flight capital, assist in recapitalisati:org of private sector

investment and the regeneration of employment opportunities. Initially, the eligible debt
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was limited to promissory notes but later expanded to cover bank debtsi4). As a resuit of
substantial discounts offered and commissions paid, equity wo_l_'th $2.4 billion was
approved in principle and $800.1 million was actually redeemed betheen 1988 and 1993.
The debt conversion programme has been a major vehicle for the inflow of foreign
exchange investment in recent years with a significant part of tﬁe proceeds of debt
conversion since 1989 being invested in many enterprises for the purpcse of raising
foreign equity participation in existing enterprises or establishing r‘_new companies. To
date {December 1995), a total of $948 million has been redeemed through the scheme
with the Jast auction in December 1995 yielding $15.15 million _.t._hereby reducing the
country’s estimated debt of $33billion by the same amount (Guardian, 27 December
1995, page 18). Tables 4.4 and 4.5 show the sectoral distributioi"; of dishursement of
debt conversion proceeds and summary of debt conversion up to December 1994

respectively.

Inspite of these debt management strategies adopted by Nigena, the debt probiem
lingers on. This is because the rescheduling and restructuring of debts so far achieved
through negotiations with the London and Paris clubs merely postpdhed repayments. It is
not the panacea to Nigeria's debt problem. in the long run, only the pursmt of appropriate

macroeconomic policies can guarantee the avoidance of external debt problems,
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TABLE 4.4 SECTORAL DISTRIBUTION OF DISBURSEMENT OF DEBT CONVERSION

PROCEEDS
% Percenlage  Charges  over
of Preceding Year
Total
SeCior 1990 | 1991 9L 1993 19594 T98U- 1997 | 18921 18993 1994
(1 (2) (3) (4) (5) 9;) (7) (8 (%) (10) (11
(
Agriculfure oo.6 | 41U 1122 | 44 1.b 327.8 89 | -75.2 [ 1810 | -96.2 -bd 6
| WManufacturing | 3892 [ 1528 [ 6175 | 527 06 12728 | 330 SO 1T 30471 -85 -908.9
Mining A R 202 - - - odq 24 614 - - -
Exploration
‘Bﬁmg & | 4 a1 | 419 | 313 486 298.9 19.4 2300 T .2 1 -3
Construction
Holel & | 1494 | 2440 | 12000 | 34 o168 147 633 | -00.8 1972
Tourism
[ Gifts & Grants | 1444 [ 680 U 1213 | 1906 | 61893 8.9 -4 i) ab.9 b 1
Services - T2 5.5 2668 [ 75.7 | 3490 [958 - BEIA7ETI [-118B
Total WU T 1268 | 797 279 | 36736 | TOOU | -228 | 768 | 627 -47,
B
mm«; of debl
Source: Central Bank of Nigeria Annual report {1994) pg 67
Table 4.5 SUMMARY OF DEBT CONVERSION UP TO DECEMBER, 1994
At Auctions Outside Auctions Tofal
1994 1980-94 19594 1990-24 19599 T990-1954
“Amount Redeemed:
a. US$ Million 7.78 398.17 5.56 116.9 13.34 515.07
b. =N= million 169.36 4.909.46 | 121.17 14129 280.49 6,322.37
Discount Offered i
a. US§ Million 232 177.27 1.65 5743 3.88 234.7
b. =N= million 50.57 2.166.98 35.84 719.88 86.45 2886.86
¢ Average Discount % 29.89 - 29.43 - 29.66 -
| Proceed:
a. US$ million 5.46 2209 3.91 60 31 9.37 281.21
b. =N= million 118.78 2,742.88 85.33 69263 204.04 2,886.86
Commission Paid
a. USS Million 0.01 5.04 0 0.59 0.01 563
b. =N= Million 23 8.08 212 26 4.42 1068
Tansaction Commission paymt\ﬁm'

Source: CBN Annual report (1994) pg 68

4.4

Country Risk Elements In Nigeria

ENcy Fees nol deducted

The economic environment in Nigeria is fraught with many counter productive elements.

These elements imprint on the country scars that seem indelible. Various political

elements have surfaced in the last fourteen years which have negated the development

plans charted out for the country since independences. In effect, the elements per se do
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not result in risks but the management of the elements tilt them towards being
opportunities or risks . !

The relevant elements as it relates to Nigeria include the following: b

441 Economic

industrial Capacity Underutilisation - The problems of low productivity and capacity
utilisation are traceable to the lack of adequate capital compounded by production
techniques ( resulting from the failure to modernise the technigues ;!E:f production) on the
one hand and the negative effects of certain inconsistent moneta:y.and fiscal policies of
the Nigerian government on the other hand. “
Inflation - Inconsistencies in the monetary and fiscal policies in Nigeria have over the
years fueled inflation to unprecedented levels such that on certain p;oducts, inflation rate
goes as far as 1000 percent within a period of ten years. Howevei, by Central Bank of
Nigeria report, average rate of inflation over the past year is about 70 percent as at

December 1995.

Unemployment /Retrenchment - The rate of unemployment in Nigeria is further

heightened by the unhealthy investment environment which led to the shrinking of

-
1!
i

production capacities and hence retrenchments.

Banking Sector Participation - The changes in government financial policies,

uncertainties associated with the prevailing high rate of inflation, political atmosphere
brought about increased development in the banking sector in the 80s until early 90s.
However, the trend is now reversed with the about one hundred and twenty commercial
and merchant banks being traumatically reduced as a result of distress in the sector. As

at today, Central Bank of Nigeria has classified over twenty banks as liquidated while

Sl
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another seventy-eight are being tagged distressed. This obviously .has discouraged both
domestic and intemational investments in the banking sector.

Capital Fiight- The outflow of money otherwise meant for investme.lr;t in the economy is
not only on the increase but has shot past the roof heading for the sky. Capital flight was
before now due to corruption, over-invoicing among others but in the past two years, it is
attributable to strain and sanctions on trade between Nigeria and other organisations,
cancellation of assistance for development by the international community in addition to
what obtained before. Debt setvicing is increasing but inflow is decreasing.

Living Standard - The fact that the standard of living has drastically fallen in Nigeria is an
understatement. Over the years, the middle class has been wiped 'oul, the citizens can
no longer afford the basics of life not even three square meals a day. Clothing has
become luxury. Getting a job has tumned out to be a priviledge. What else can be said to
decipher it?.

Currency Value- The achievement of a stable value for the Naira Esﬁ one of the cardinals

of the Structural Adjustment Programme. This has haunted the various governments of
Nigeria to date, The current government is still battling with the possibility of merging
bath the official and foreign exchange market rates. As at 1977, fhe exchange rate of
Naira to the United State’s Dollar was =N=0.67 to $1 but in 1995, the rate is as high as

=N=85 to $1.

(b)  Political

Instability in Govermment - Nigeria has undergone frequent changes in govemnment

administration since political independencess. This has huri the country's prospects for

attracting and enhancing foreign investment.
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Human Rights - The state of human right in Nigeria can best be described by the current
situations with respect to relationships with foreign organisations. Two united States
banks including American Express have suspended all transactior;s in correspondence
banking with their Nigerian counterparts (“The Guardian”, December 2, 1995 pg 13). The
most recent happenings in Nigeria include the mass arrest, secret trials and sentences
by special military tribunals of the citizens including former Head of state and his deputy
among others, hanging of nine citizens and so forth against the ;:;I"ea for mercy by the
international community. These have led to chains of reactions from the international
community.

Corruption - Corruption has eaten so deep to the point that it isl almost a culture in
Nigeria. The level has grown to international acclaim that it ﬁas video taped and
televised in the United States of America. It is rare to get anything or even your right
without having to bribe people across the hierrachy of the organisation in charge. Free
movement is sometimes achieved through bribery as the law enfo.'rcement agents may
harass you for *kola” to grant you passage at roadblocks.

Social Structure - The economic milieu in Nigeria has gradually blotted out the hitherto

existing middle class from the social structure. What has now émerged is an ever
increasing gap between the high class constituted by a few priviledged and the lower

class who daily look forward to how to survive the next minute.

Ethnic_and Religious Differences - Tendencies such as ethnic bigotry and religious
fanaticism have heightened social and political tensions which randbmly explode or erupt
in fatal clashes among the different groups. These have only succeeded in fear and

uncertainty in the lives of foreigners or non-indigenes.
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Security of Lives and Properties - As in a vicious circle, the rate of crime in the country is
of great concern stemming from the high rate of inflation, unemployment and
retrenchment, falling of living standard to near nothing, high cost of education and social
services etc. This is a constituent blockage to domestic and foreign investments in the

country.

45  Analysis of Present Situation In Nigeria

These elements of country risk as they relate to Nigeria are numerous. However, even
with the few enumerated above, their management by the various governments of
Nigeria over the years has influenced the relationship of the country with the outside
world. The eras of regulated, deregulated and controlled-deregulated economy have
recorded various impacts on the development of the country. For Instance, the Nigeria
Enterprises Promotions Decree of 1971 classifying enterprises into three categories led
to nationalisation of some foreign investments in Nigeria and thereby discouraged
subsequent foreign investments. The post-SAP foreign investments strategies were
based on five cardinal structures viz.:

-establishment of Industrial Development Coordinating Committee

-restructuring and stream lining of incentive policies

-emphasis on non-oil export stimulation and expansion

-privatization and commercialisation

-tilt in macroeconomic management towards liberalisation, deregulation and market
based arrangements

In spite of the positive effects of the above policies on the inflow of foreign investments,

various other factors negate their effects. Such include



-current external debt burden
-infrastructural development
- socio-economic factors
-political instability

Various ratings have been made on Nigeria by internationally recognised organisations.
Such include the United Nations Development Programme ranking of 1992 which
introduced human development index as an alternative measure of socio and economic
progress based on the thinking that Gross Domestic Product is an incomplete measure
of the relative living standards. The human development index is a cocktail of life
expectancy at birth, income, adult literacy and emolument ratio in primary, secondary
and tertiary education. Of the one hundred and seventy four countries rated, Nigeria
ranked one hundred and thirty five and one hundred and forty based on Gross Domestic
Product per head and human development respectively. in the foquh quarter of 1994,
Nigeria was ranked by the Economist Intelligence Unit, a sister of the Economist, as
having a country risk rating of 77 percent. This rating was based on economic and
political factorsm. The implications of this rating is that the busipess environment in
Nigeria by the last quarter of 1994 is only about 23 percent safe. It is worthy of note to
state that the 1994 rating fook into consideration the effects of the June 12, 1993
political event, that is, the nullification of the Presidential election considered the freest

and fairest in Nigeria in some quarters.

However, the year 1995 has wilnessed hard times in the relationship between Nigetia
and the international world. Following the castigation of some key Nigerians and the

hanging of nine citizens in November 1995, Nigeria is almost being ostracised by the
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outside world as a result of the human rights policies. This followed the focus on Nigeria
by the international community in the past three years. With such articles/publications as
-Nigeria: Expert In Coups (March 11, 1995)

-Little Nigeria :A Big Country Diminished By Its Military Rulers ( March 25, 1995)
-Nigeria's Missing Billions ( October 22, 1994)

-The Great Nigeria Scam(January 7, 1995)

-Nigeria About Turn (January 21, 1995) etc. featuring in intematioﬁal magazines such as
“The Economist* among others and the scam documentary on Nigeria being shown in
the United States on America, Nigeria's grave had been gradually dug.

The condemnation and hanging of the nine Ogoni men heightened the situation as it led
to the following within one month of the execution:

-immediate suspension of Nigeria from the fifty-three member commonwealth of nations
communities as a temporary measure and a promise of total extradition if the country
does not return to democratic government rule within two years .

-imposition of arms embargo, aid and visas restrictions on Nigeria while holding oil
embargo as a “joker” if Nigeria aggravates the matter. (A list of the European Union
assistance to Nigeria totaling nine hundred and twenty ECU, equivalent of =N= 8834
billion in Appendix VI is a pointer to what impact EU assisted programme have on
Nigeria and its development).

-Immediate recall of the Ambassadors to Nigeria of about twenty five countries
-Withdrawal of International Finance Corporation’s participation in the Liquefied Natural
Gas project in Nigeria

-Isolation of Nigeria from games with Europe/sanctions on sports



-Threat to freeze foreign assets of members of the present Military Government
estimated at about $30 billion while the country owed about $36 billion.( Newswatch,
November 27, 1995) ;
-suspension of the =N=1 billion proposed Nigerian Danish busineés school & result of
interview for Danish scholarship (Guardian, November 20, 1995, page 2). The situation
is so grave that Shell Canada lost a $850,000 contract it was bidd_ﬂing for in the United
States due to it's continued presence in Nigeria's offshore. Even South Africa cancelled
the invitation of Nigeria's soccer team 1o participate in a tourney in December 1995 and
imposed sanctions on Nigeria, Thity-two South African companies recently held on to
their proposed investment in the mining sector totaling more than $1b. All these are in
addition to the initial steps taken by the international community against Nigeria since the
annulment of the 1993 Presidential election which include

- Loss of the African Development Bank's Presidential race by Nigeria.

-Withdrawal of some foreign investments in Nigeria by some muitilaterals, for example,
American Express Bank has suspended all it's correspondence bénking activities with
their Nigerian partners.

-Withdrawal of the American Airlines from Nigeria's route

- cancellation of $11m aid to the health sector by U.S .

-Withdrawal of educational aid to Nigeria by the commonwealth states .

Recently, the Organisation of African Unity summoned an emergency meeting to review
and monitor the human rights situation in Nigeria which it perceives require some

attention.
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aids from the European Community is already grounding the transpart, health,
educational and other sectors of the economy. The present situation will be a piece of
the iceberg if the international community decide to release their “joker * of oil embargo
on Nigeria. This is because ofl revenue constitutes 95 percent of Nigéria‘s foreign
exchange eamings. The effect is that the country will have near to nothing to live on with
respect to development programmes and maintenance of existing infrastructures. The
international community having lost confidence in Nigeria will hold 0;1 to or divert their
funds to other nations rather than Nigeria. The debt on ground will be pursued vigorously
for repayment negotiation for reshedulement will not be encouraged or considered,
international trade will be hampered hence blocking another sou;ce of financing the
gconomic programmes. In essence, the existing infrastructures may collapse if not
rescued, What then becomes of the nation under such circumstances? One thing is
basic, no country can afford to be an Island and in a world of power politics, the weaker

countries tend to be eclipsed.

Footenotes

11.  The autonomy of the private sector and states after the crasfl in oil prices
introduced the economy into debt a greater percentage of which was deadweight
debt

12.  The development plans of Nigeria have always been classicél but implementation
have been fraught with social ills such as corruption, favoritism, etc.

13.  Modification of monetary and fiscal policies within short periods leading to
inconsistencies and instability in business environment

14, About ten government administrations within thirty-five years of independence

A
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CHAPTER FIVE R

CONCLUSION AND RECOMMENDATION

No country can afford 1o be an Island. The world of today is such that it is inlerdependent. Even at that,
the complexity of international reationships is such thal it becomes unwise to seek to beisolated . —
Sequn Odesola , University of Lagos{ Guardian, November 20th 1995}

51 Synopsis of Study

The issue of discussion and analysis in this study focuses on the impact of country risk

on cross-border financing and national development.

The opening chapter gives an in-depth introduction to lending and borrowing across the
borders, the reasons for such creditor -debtor relationships, the trend of such credit flow
between the developed and the Third World nations, debt management strategies and
the great concern of the inability of the third world nations to repay their debts. The

problems, significance and scope of the study were highlighted in the chapter.

The next chapter gives a review of cross-border financing followed by International
Financial Institutions, country risk as marked from credit risk and external debt

management strategies in Nigeria as extracted from literature.

Assessment of country risk based on different factors by internationally recognised
bodies and the basic elements of transfer and political risks form the core of the third

chapter. The quantitative and qualitative assessment methods were examined .

Chapter four gives in-depth analysis of the external debt situation of Nigeria, the debt

management strategies and achievements, factors constituting country risk elements in
b
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the Nigenan environment. The current economic and political situations in Nigeria were
analysed. The combined effects on the country is reflected in the country risk ratings and
ranking by international bodies as well as the recent unfriendly postu.res of the
international communities on Nigeria. These range from sanctions fo threals. These have

negative effects on the debt management strategies of Nigeria.

The closing chapter gives a summary of the study, concluding on the impact of country
risk on cross -border financing and national development while recommendations were

offered for the Nigerian situation.

52  Conclusion

Conclusively, country risk plays a vital role in the decision to grant credit on trade or loan
to any individual, organisation or government across the borders of a nation. Apparently,
the need for recovery is utmost on the minds of any lender. Therefore, any real or
apparent obstacle is considered in the appraisal of the feasibility reports submitted by the
borrower. Noting that such appraisal based on the report submitted can only take care of
the financial and presumably the economic risks, a further step is taken to evaluate the

political risks, which are far becoming key-success-factors to financial management.

Liquidity problems are largely political, revolving around to what extent living standards in
the borrowing country ¢an be depressed to generate encugh foreigﬁ exchange to service
the debt. However, the case of most borrowing nations including Nigeria is such that all

formulae offered and all technical or mathematical computations point to the fact that the

debt can simply not be repaid if the countries want to maintain the minimum subsistence
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level. Cbviously, the implications of external debt on Nigeria include financial strains and
reduction in the living standards of the generality of the people; psychological fear to
displease her creditors even at the risk of ruining the country or encoqraging its
enslavement by the West or creditors.

The recent developments in the political and economic situations have deteriorated the
investment climate significantly since 1994 largely due to the economic policies and the
continuing political struggles for the country's leadership. The situation is reflected in the

growth of the Gross Domestic Product shown in appendix vii

In spite of the cumrent improvements in the country's investment policies, the inflow of
foreign investment is not forthcoming due to the unstable economic environment, huge
external debt, political climate and security of life and private property. Given a free and
virile press as in Nigeria reporting both good and bad, it should be stressed that
foreigners take note of all the negative reparts coming out of Nigeriaf Serious investors
cannot ignore them. The same is true of the international creditors who are not pleased
with the situation report, they certainly will refuse to grant additional credit lines nor

favourably negotiate the loan for rescheduling or refinancing not even repudiation or debt

cancellation.

The situation in Nigeria is a far cry from self- sufficiency in virtually all spheres, therefore,
the recent sanctions put the country in a tough opposition never precedented in her
history. Nigeria cannot survive under complete international isolation and trade embargo

especially at this stage when the country is in a bad shape or mi!dly'put, the country will

53



hold the concerted global reprisal against her only at a great peril. The story of Ghana's
experience in 1971 with the International Monetary Fund is a testimony for a country

which aitempts to be an Island.

53  Recommendations

From the analysis of the impact of country risk on cross -border financing, international
trade and ultimately national development and Nigeria's recent experience in the past
two months, the following are considered as measures that can address the current

situation for improvement:

-strict discipline should be exercised in implementation of the investment policies. Good
monitoring measures devoid of corruption, laziness and other forms of indiscipline should

be put in place permanently

-infrastructural facilities should be developed and maintained to provide friendly and
conducive atmosphere attractive for industrialisation both domestically and internationally
as well as revitalise the ailing ones--the concept of the Nigerian Export Processing Zone

Authority is in the right direction

-the league of debtor nations should go into cartelisation to team up, mapping out

strategies to manage their debts

-reformation of the social milieu to guarantee safety of lives and properties as well as

discipline among the Nigetian citizens through leadership by exampie'
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-resume immediately the privatisation of the govermment dominated parastatals such as
Nigerian Telecommunications Limited, National Electric Power Authority, Water

Corporation etc. to allow for efficiency in delivering their services

-granting autonomy to the Central Bank to freely manage the monetary and fiscal policies

of the nation

-return of the country to democratic rule

Like with the well designed budgets and development policies in Niéeria, the crux of the
failure is in the implementation. This can further be linked or traced back to indiscipline.
As long as Nigerians including the leaders are corrupt, brutal, undemocratic and
economically obtuse, we cannot make any headway. The fate of Nigeria however has
since passed out of the hands of its colonial masters. Therefore, resﬁonsibilily for

success or failure lies squarely with Nigerians.
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LEADERS

support is ended or Crédn Lyonnais s prvatised. The gove i
ment reckons that ths could take at least five vears

French officials mamtain that the phin was necessary 1o
avoid a run on the bank. Since Crédit Lyonnas s one of the
biggest deposit-taking banks in Evrope, its codfapse could have
caused far more damage than, say, the falure of Banmngs, a fine
ish investment bank recently sold to Holland's 180 Group al
ter it ran up hie-threatening losses. Butifgovernments, anxions
to avoid such damage, let troubled banks off 100 hightly, they
may store up future trouble: for other banks might take greare
nisks, secure in the belief that they too will be baifed outif things
§o wrong (see page 99). To avond thae, a rescue plan should pun
ish the bank concerned as severely as possible

Too sweet a pill

The Crédit Lyonnais plan fails to do this. True, the bank will
receive an artificially low interest rate (7% 1n 1995) on 118 loan to
the state; but the rate 1s still much higher than the average yield
of the dud assets it is unloading, which 1s probably around 2%
The bank's aggrieved domestic nivals, Bangue Natonale de
Pans and Société Générale, reckon that thas imphicit subsidy

Little Nigeria

A big country diminished by its military rulers

OWARDS the end of the colonial era, as the khaki shons

and the pith helmets were about to be put away for the List
time, some firm predictions were made about Africa, paricu
larly about the two big countries south of the Sahara that had
come under Britsh rule. At some stage, though it was hand 1o
say when, South Africa would be engulfed in a hloody revolu
tion. Nigeria, on the other hand, black Afnica’s buggest counny,
had l-E&iﬁ Tuture. 11 had Been well prrpamffm-nmi
masters for selfgovernment; it was free of the hang ups that
come with settlers; and it was blessed with a soplusticated and
relatively educated electorate. Forty years on, both these predic
tions have been proved stnkingly wrong

This week, some 11l months after an astomishingly succes<ful
election, South Africa was once more celebrating its new, gen
erally harmonious democracy. The excuse thus time was a visit
from Britain's Queen Elizabeth, for whom the stench of apart-
heid had made the place unvisitable for 48 vears. Tothe north,
however, Nigena's latest mulnary despor was snsealling o new
cabinet of placemen, having locked up one of s maore respect
able predecessors, General Olusegun Obasanjo (lates released
to the confines of his home town ). No one should tase been
surprised. Today's general-in charge, Sami Abacha, scarcely
even pretends to be a democrat Though he says he will anrange
elections and make way for civibans, he has fixed no tunetable
Political parues are banned, and General Abacha weems to
spend more time either appeasing or purging the army - a1 plot
was recently uncovered —than he does nurturing democacy

Nigena's generals have usually justified their monotonouns
hold on power by pointing to the mess made by cvilians dur
ing the brief interludes of non military rule - atotal of only ten
out of the country’s 35 years of independence In the early

30 1980s, Nigena's pohincians squandered money on a scale never

A oe o 1
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conld be worth 117 Ballon i the carent year alone The hy
e wordd be conaller o the ¢ 1oewere tocell more assets. Henee
thetr fuev at the povernments decsae - 1o leave Credit Lyon
nats itsetf i chuarge of the sell il The buropean £ ommsson
should insist that the iterest tate an the loan s cat sharply,
thatoutside managers are put in charge of the Cowr's assets, and
that Créedit tvonmas setl most of its prozed Eurtopean banking
network fast

Better sull, the French should privanse the “poad™ bank
that will be fefr belund after dud ascers have been shafted i
the "bad” one  The government retores that Crédn fyonnms's
market vatue ooy and o alsa argues that another ive years of
careful state cvnnershup will vastly vnpuove the Tunk's value
Since 1t was state meddhng that created the mess i the fis
place, that chinm beggars belief. [n any case, the argument fur
sefling the bank, exposing it to full competinon with its nivals,
1s unaffected by what the sale might realise. Mr Peyrefevade,
who—1rony of iromes—doubles as a non-executive director of
Barings, nught find the idea of Crédit Lyvonnais being sold for a
symbolic com (as Banmgs wasjgalling. But France's long sufler-
ing taxpayers would hke nothing better

before seen in Afnca. After that, ar Afncan Augusto Pinocher
nught have won hus countrymen™ thanks. Yet General Abacha
seems as unenthusiastic about economic reform as he is about
p(ﬂilh al teform

MNigera’s banks, ageordimg o ecent announcement, are
to be taken back into govermment confrol Tess than two years
afier they were privatised. And a special petroleum trust fund,
pfc?l'trafmu by eminent Nigerians, has just been established
to dhistribure il money. This year <aome 61 billion nawa ($2.77

bilhion, at the official rated s due 0 go to this fund. 1t s su
posed 1o !Wu'xmm

education and welfare. If, however, it unaccountably disap-

pearsinto private pockets, few Nigenans will be surprised. Nor

willThe a7 or the Toreign donors to which Nigena owes more
Hian $30TGGH, A deal with he 1<+ 1, which looked more likely

after a deregulatory budget in Jar wary, now seems farther away

agaimn. An agreement with the Panis clubto reschedule Nigena's
debiv s Lot recedang 101997 o bevond.

Leading from the south

s Nigeruc mncorrigible? oo o o no more predestined in the

19905 1o fab chan it was i the 19505 0 suneed. Its fatg, how |
ever, has fong since passed out of the f 1ts cotonisers
Rr,-spm:_ilénﬁh‘_ﬁn succens of fathire fies squarely with Nigeri-
ans. Other big countries in Afin . notably Zaire, imay turn owt
worse. But South Afnca s already turning out vastly better, by
showing a sernousness of purpose that continues to elude Nige-
vha s generals, As long as Nagera < alers are corrupt, brutal, un
demos g and ;gn“p]lm:ﬁ‘ Fobig !

thewr country wall lose influence 1 there s agrant of Afncas s

not Nigena but Melson Mand: -« South Afsica.
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INTERNATIONAL

- The great Nigerian scam

FOCIEY CITT O TR

(13 E ARE contacting you for a
very important deal,” averred a
letter faxed 1o The Fcomommst recently
from an address in Lagos. “We have con
cluded and perfecied plans 1o siphon the
surm of $41 5m out of the Nigerian Na
tanal Petroleum Corporation’s accoum
1 a foreign based bank account for our
own personal use”™ All The Econmomust
had to do, said the letter, was provide a
foreign bank account and name the per
centage cut if recuired

Anyone famohar wih the Nagenan
“419" scams that spread in the 19805
they are named after the section of the pe
nal code that deals with such fraud
would have recogmised the letter as a
swindle. Yet the past year has seent such a
resurgence of these let
ters, dispatched from Ny
geria 10 Europe and be-
yond, that
foreigners have lost mil-
liens. Diplomats in La-

# 0 de 1NEe Naeat
o sy the scams are get- Todagns: oo o e ot s i s
lﬂ' nastier too. Nolaten. Helan. Sales oms Sombory |

A typical “419" lerter
s written—4u ly—
on the headed writing
paper of the NNrC or
some other state enter-
prise. A supposed official
cheerfully admits to
some scheme 1o np off
his employers, and offers
the foreign recipient a
30% share of the $40m-
60m or so which, he says,
he needs to send urgently
overseas. The recipient,
normally a company, simply has 1 sendd
details of 115 bank aceount, invioces fine
ficitious services rendered 1o the state
corporation —and some sheets of 1ts own
headed wniting paper, blank but signed
Absolute secrecy is requested for a “highly
classified™ transaction
Then comes the catch To unlock the
|t|nnu\r|‘| mulbans the recipent o asked
10 send up-front, say, $5.000 10 tees o
“taxes” or, quite openly, to geease the al
leged tramsaction on its way. Demands
soon follow for another $5,000, then,
maybe, for Rolex watches or hotel ac
,commodation abroad. One Amencan
was asked for “three double breasied
suits {farge sizes)” The victim s soan
short of 1ens of thousands of dollars

s Iqr uhEct of the excrgise ” says De
techive Inspecton Davi nnnion, ol Lon
don’s Scotland Yard, 15 to get you to pant_
with money .. They start saying Ok, s
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“Avre-ba W

oy anethe: 5000 amld you e o
dippery shope © And the ugned writiag
paper. supporediy 1o be nsed 1o fool e
state company? Infact i sent tnthe vy
s band manager woath ansto tones 1o
(i o trehier tdy can tocaa account b ld
elsewhieie by the scnmerer

In a nastier serson, INe VicHms o
e 1o S s toocollect theye imagnsd
loot The decepnion becomes more elaba
rareexpenienced conmen take over 1h
victun ours ofren adreed o tell nobesdy
LT L T R T T TR T ]nrl\u,nil o et e
plw For aowsa The brapdstary Dubw ey
prttion fhwals o tethimonllegally. he
Yi t

LAY i

waulnerable

Frar it cars take lom Trom the asrpeat 10

19" TRt ra - cosn 4n Ahe

sas then committed a crme, fs o

weat i flated €

e ————— —r——

seror T paaing ol o Brom a Loy suly
sieby the wirent taene £ ot 10 be seedy . the
fote was hoarded up and oenthiogrs
ok they el reves 4 ard of the moe
Yol ey e o 1l fen the wan '_:!ll'
P han wonnan Jost $150.000, an Anu iy
A T Towt §90,000. T degn'qngﬂ
(| ATome Tome of over £7im What o repanted
i ;'ui-lhm\-_.n?ﬁ-'ﬂ ip of the crodbery
Thiere's sume emborrassment,” o In
gwction O ammon A busine sman
doesn’'t want others o know that (o) he's
greedy to the point of being ready 1o de-
fraud and (h) sy |
The Amencan government nioa o
ducts a JUTT T DIRME e headiug
b Mhgeria thar warns them against
1™ The Sauth Shioam pohee recently
announced that 097 had sproad there
“eenband Yard has a whaole team of
detectives woss s oot the scarm ity Lon
i, One tase s g |1l'r|'r'1l1ijmﬂng i)
As for Nigena, there s
v evidence that officials
i cential bank or the
rorrc are ipvolved. The
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Foed eenminnion le Teialy pereenn ol the seagy
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ey
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meer ngs wih the g nme operaors,
who mapenonate government olhepals
supraosedily authonsang large payviments
Victns allege that meetings are held gp
denuine Joveinment olhces, hired for the
dav Ly the haudsters. Then come the de
mar s or more money. At this point, the
emirisaies tend 10 get distiess calls
oo et theae tescue calls, we pick
Il'r‘ (IMTHR I T R Ill!{ Ll’rll 1!1(”} " oasraane
hosise unteh we can et therm on a Bl onge
of here  with an anmedd escort 1 the s
pon,” says one diplomat iy Lagos
I sueprising the scam ever works,
fiven the plain amateunism of many let
t:rs They are fired off from fax machines
with scant attention to detail Many are
writen, chilidlike, s capital Jetiers. One
leter suppotedly wrinen from the Cen
tal Bank of Mageravses a levterhead with
+ logo; the bank has none on iy wniting
paper. Another was supposedly sent by a
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Lank has placed ad-
vernsements 1 newspa-
pere  abroad  warming
readers about 1the scam.
teeneral Sami Abacha, Ni-
vena's military ruler, has
wet up A minitenal task
torce 10 co-ordinate ef
tons 10 deal with drugs
aid fraud  nerworks,
which appear 1o be

linked. So far, the Nige-

VeSS 1300 suspetis
Fut(onvlcttrtmg,
Not that the scamsters
ae over-caulinus lhtm
relves. One, rung up from
1ondon, readily discussed the mechanics
of his mythical scheme without any at-
tempt 10 mal o sure that the might be
“vacnm”oan L, a journabse was who,
what, or where he claimed to be.
Nigenans have lintle sympathy for vic-
nms of the scam, however. Some reckon
grecdy and gullible foreigners are fair
game More l-rnunl\‘:!\',_a recent pape

1an aullitmhrs Rave -

P o Dty o oermor of the central bank
atgucd that v s should be prosecutec
they, alter all.

|T|F?\T\r|vc\_—-.klj\n£ped 1o yoin in fraud

"J___.'J".L'r‘ TSE,

Some ol the 419" fraudsters have
even become folk heroes in their home
tovaint. The miost notorious, Fred Ajudua,
who now faces mial in Nigeria, used 10
travel with a pohee escort in Lagos, He ar-
gues thathe -~ black man's Robin Hood,
gething repasment from white men for
slavery and calomalism
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to accept the idea. Mr Mugabc runs a hughly
centralised admunisteation, with some him
ved powers pushed out 10 village develop
nent  committees.  The  last  ihng
/ nbabwean nomenklatura will wanr 1s
¢ mpeting avenues of patronage. lts own
unotheial answer to the land problem last
yo ir was—until the press exposed it—-to
le e out to government minsters the land
1t ad supposedly set aside for peasants

Nigeria M\l
About turn

L BN UEL tus week, General Sane Abacha,

Nigena's military ruler, gave no hint
that he cared a fig what the outside world
thought about his government. Then on
Jav aary 14th he unveiled a 1995 budget that
wa- (almost) a model of economic reform
an an abrupt v from previous policy
An g other things, it deregulated the for-
eig: exchange market and lifted exchange
conrols. What is Nigena up to?

Anthony Ani, the acting finance mun.
ster, gave the details in Abuja, the capyal, on
January 16th. He ended the system by which
a special committee of political appointees
allocated to the private sector—most profir
ably to the happy recipients—foreign ex
change at the official rate. Now business
men will buy and sell currency at marker
rates. Mr A also announced repeal of the
1962 exchange-control law. This should e
move all restiictions on inward and ou
ward movernents of currency

Another it of good news was the scrap
ping of the Nigenian Enterprise Promotion
Decree. This placed limits on the amount of

54 Do not use mmmh that tn:ourule it

equity foreign multinanonals could hold i
wunt ventutes with MNigenan enterprnes

'inrﬂL‘\ buginggsmen had_grumbled end

fexiTy That the Nigenian partnerns they were
made 1o recint often Tared 10 putug thetn
share ol the investment A mv;n-lrm: ol or

eIgn investors were put ofl, 6 u! icrs willidiew
in whole of © 1i\- * kest md:mil harered

fank and Bang o Nanonale de Fans,
whisth sheid sossie of these holdings i Mg
LIRS (873 s bk staves banks,  Boblid veps

that have improved the imvestment clhimate
at a stroke,” was the summary of pne sun
prised western economist i Lagos
Retter shill, Geeneral Abacha himsell rwo
davs earher had announced that he was
simg thie o'y feadit |l|'|l il
et whuc by b mr used 1 gfivgre
\h\",_( :'TJTTFTT:TI' ,\'li L -.;! it hin e
il prejects w MDAy ERTIIES 11 11 0Wh
books. The 1ar hias been nagging 1the Nge
11ans 1o s Stop TS Tabit for years. Tast year
te government's own panel of i in-
juiry. Chaimed by mné uf”g‘f!hi 8 s e
pe tei] econuimists, Pius igbg, discov
eredhat 517 BTon had gone into-and out

of - T ATGUNR Blween 1988 and 1994,

withoul anyone but those in charge know

Mexico

|

APPE rh _E

g anvthung abs o1 the purp or figures
M Obogtho w4 thie goavernment 1o end
s racker. But bosoreport was apiashed and
never pulifished

Sovfar, s good. e poubde s dhat goly:
ng I'Lr‘mlrnlj ciuunent bue dane uptil

now inits 14 months of power gives much
ground for believing 1t 15 sertous about re
torm. Even the rest of the budyger ¢ omamed
WOETyEg suins, Mo A forecast a redugction
i the baidges defics, based on anampiob
able Viafold inere e mn 199% m non ol wiane
revenues Last year the povernmaent fllfr( ast
1 balanced budger; in the event, as Mr Am
admunted, of notche l up a huge dehert of $4
Balhiossy, oo 12% oof ¢

faint b the crnment ey alued the
ihe oot sl Borallv poegged ar 22
e vl tates o e black o3 orket at BS
Arnd 1 has kept o 21% Cap ON IRICTest 1ates,
whitle yearly inflanion ) W at an Ql}_LM_
cral 70 %, and really more hike 100X,

hecumably General Abacha's half con
verston to econon o reform s devigned
impress his crediors. Nigena owes some
$30 Inlhon abroad and would hike relief 1t
will not get that until the ImF 1s persuaded
of The senousness « * s reforms.

Zedillo comes through smiling

st e "

UIST Jdass agoy, cover stontes oo the Mew

can press were denounong the imypo
terice of Prespdent Jedhllo ]
presulente vo puede” . screamed the head
hipes Dess thoan two o ondhs into hes admm
feeship had planged
st tey antey i I'-ll LIISIS Isee pai'r
A5 Poll showed pubilic conhidence w hon
lowwer than foe any pavvsens pressdent Yot
by Panuasy 1860 the sedhia swese sinpang b
Pranses agaan

1he reeason as thae S Zedi o
CCONMIII Y, sor s o have a surer touch o
pohncs, a3t wluch nobody had ever given
ham bagh maaek . Many had cnncised s di
cision torase the stakes in the government's
clash wath the Zapatist rebels in the south
ernstate of Chaapas. Hutwhen last weekend
the tebels saw that be bad sent no less than
s rmenor mmer, Faeban Mociezuma
10 talk o them, they agreed 1o an indefinire
extension o7 their ceasefire and a return 10
the negotianny table
This week brought another victory for

Mr Zedillo and his teanm: an agreement on
political, notably electacal, eefarm reached
with all the mamn parties. Tame will show
whether the retorm acally happens Butto
vonsult the opposition senously ar all
quite a novelty; and 10 get the nival party
leaders on one platform and backing the
proposals that Mg Zedhillo had warked out

¥ imesto

pnde obvony, backlosese Je

the «

trarmed

with them was ageal coup

Sull better, the teform may be genuine
Troe, Mr Zedillo'’s predecessor, Catlos Sali-
nas, had 1o modily de electoral code three
times, but soll manoecd o leave untouched
ot of the dolyons o i\.llll.lgt‘Q l‘l’![t'\?i.l' Iy
his and My Zedillos ever-ruling party, the
it Vet thus tone thangs look different

The pattics have apreed on & twostep
AP bowo refam Fasg Ihn\l\‘_’h this was
euthe of hall a doren
liwal dovernor's 1aces mn
VATIOUS states are to b re-examined by im
partial observers, i ¢ heznae the most dis
puted goverpoe's race, the tainted pri vic-
tory - thoroughly  frandulent, claim  the
Zapausts  will probutly be annulled and
an ptenm governot appatnted. In neagby
Tabasco, the vri governor is bkely to step
down early 1w allow a fresh elecnion.

Some see this as an unhappy climb-
down from Mr Zedil'o's earlier refusal to
dismuss governors just 1o placate the opposi-
ton No, replies Santiago Creel, a member
of the electonal comnssion, 17E, who is a
known coitie of the ver since the ground
tules were so bnased i1 these elections, reas
sesaing the resulis s the only way ahead. He
says thas wall clear the way for the second
step, a fundamental 1eform that has been
made public: creating conditions for truly
far elechons. Om tlne, My Zedillo agreed 1o

not e pubidie o
e ntionss

e e sarhd [AMUARE BINY IREN
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Following the annulment of the June 12 | havingmultipheretfectsonthevconomy sumilarly be apiected by the sanctions hke
4 993, presidental election. the FL had i Amoeng theapncltural projects thatwill | the N1 atilhon Middle Belt Programme
f uspended military co-operahon with b aflew teed s the moge than N7 Lillion oal Alsor goene wath the waind of the
Nigvna Thatacnon bsd wthewithdrawal | pabm bl bvslopment programmaednonm . | sanctions s the N2 bilthon NITEL
. of foreign technical instructors from the [ which Risompalm in Rivers State, maintenance traming and research
Nigvrian War College L Adapalm o bine State, Abia adme and progeamme e <anction il wonsen
The health s bor o afn s Vhavapalm e benelinng There s ala developmert that sector Cmdy lasd
ndustry and agnculture are the mam | the N1A Inlhon North-East and sone | Monday, Ademiyr Tapadeen Olanre-
r._ areastharwillbe affected immediately in | dee elopimeny programme The Kavsima wanpa A wsergeneral and comamae
. the aids frewze Al present, there are at | aferestanon programme 15 a key nicatons misster, admitted that Nigena
least 10 projects worth Né6 13 billon benehciary of this scheme alongside the 15 indeed one of the least developed
' being financed with the Furupe.\r‘l CMamballa Teaandlrngahon scheme The conuntries an the world in terms of
¢ Devvlopment Fund in the country, all N1 R ilhen Oban hills project wall telecommunicahons  Nigeria is histed
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L | | Centre for Management Devalopment (CMD), Lagos 250 | LomelV .44 25,000
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3 Food Basket Programma, NTA, Lagos ! 755 3 ads Fr
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T X Seminars and Workshops . 1300 | International Institute for Tropical Agric )« 7848
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18 mun;m- 4245 | Satellite Communications for Nigeria 27 : 620
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GROSS DOMESTIC PRODUCT (EXPENDITURE APPROACH) AT 1984 PURCHASERS’ PRICE

(N billion)

Percentage Share in Total

Annual Percentage Change

(Growth Rate)
Components 1990 1991 1992' 1993 1994 J990 1991 1992 1993 1994 1991 1992 1993 I9MH
m @ & @ B ® O | & (0 an (12 a3 ({14

1. Private Consumption Expenditure ................ 6313 6992 7496 77.66 7849 6973 7372 7681 7781 77164 10.76 721 360 107
2. Government Final Consumption

[ T34 L LT ——— 726 786 884 1006 1102 802 829 906 1008 1090 826 1247 1380 954
3. Gross Capital Formation................. 573 553 557 616 585 633 583 571 617 579 (349) 072 1059 (5.03)
4. Export of Goods and Non-Factor

L7 T 18.10 1634 1231 1087 973 1999 1723 1261 1089 962 (9.72) (24.66) (11.70)10.49)
5. Import of Goods and

SEIVICEN ...ovicismsemsrsimesstssismss i sinssss s saears 16y 480 409 494 399 406 506 419 493 195 043 (4.7 2078 (iv.C
6. Gross Domestic Product

VG T 7§y | R —— 9054 94.85 97.59 99.81 101.10 100.00 100.00 1000010000 10000 476 289 227 1.29
Revised.
'FOS Estimates.

Sources: (1) Federal Office of Staustics (FOS), Lagos
(ii) National Planning Commission.



