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Chief (Dr.) J. O. Sanusi, (CON)

It is my honour and priv-

ilege to welcome you all

to this year's Policy
Seminar on the 2004 Federal
Government Budget, jointly
organized by the Central
Bank of Nigeria (CBN), the
National Centre for Econ-
omic Management and
Administration (NCEMA)
and the Nigerian Economic
Society (NES). This seminar
is the ninth in the series of
the inter-agency colla-
borative effort, aimed at
providing a forum for major
stake-holders in the econ-
omy to critically analyse
and evaluate the adequacy
or otherwise of the current
fiscal and monetary policy
measures, in achieving the
central objectives of the
Federal Government.

As a background, the per-
formance of the economy in
2003 is appraised in order to
learn from the experience of
the past year, which hope-

KEYNOTE ADDRESS

By

Chief (Dr.) J. O. Sanusi, (CON)

fully will guide the imple-
mentation of current year
policies. It is expected that
this year's seminar will also
provide the opportunity for
all stakeholders to discuss
topical policy issues, such as
the implications of the
monetisation of public
service fringe benefits, for
the overall budgetary pro-
cess and macroeconomic
performance.

The overall performance of
the economy in 2003 was
mixed. Available data from
the Federal Office of
Statistics (FOS) revealed
that the economy showed a
strong growth performance
during the year. The real
gross domestic product
(GDP), measured at 1990
constant basic prices, grew
by an impressive 10.2 per
cent, compared with the 3.5
per cent achieved in 2002.
Both the oil and non-oil
sectors contributed to the
improved performance.
Specifically, oil production,
including condensates,
grew by 23.9 per cent over

*Chief (Dr.) J. O. Sanusi CON is the Governor, Central Bank of Nigeria.
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thelevel a year earlier, while
aggregate non-oil output
rose by 4.5 per cent. The
agricultural sector contri-
buted substantially to the
growth in non-oil GDP.
Influenced by improved
capacity utilization, and
policy environment, the
manufacturing sector also
recorded a modestrecovery.

The domestic inflation rem-
ained generally subdued
during the first three quar-
ters of 2003. The welcome
development was, how-
ever, reversed in the last
quarter of the year, culm-
inating in the acceleration of
the inflation rate to 14.0 per
cent by December 2003, as
against the single digit rate
targeted and the 12.9 per
cent recorded in 2002. The
resurgence of inflation was
attributable, largely to the
excessive growth of aggre-
gate demand, reinforced by
the unintended impact of
the deregulation of the dow-
nstream sector of the petro-
leum industry.



Clearing of rent arrears.

Upfront lump-sum adv-
ance to staff to facilitate
rent payment.

Payment of gratuities
and pensions to drivers
being laid off.

One needs to realize that the
proceeds from the sale of
properties previously used
as quarters, as well as from
the disposal of the furniture
therein, may not accrue
immediately or even during
2004. It is difficult to say
precisely the exact increase
or decrease in cost arising
from the introduction of the
monetization policy since
the expenditures on most of
the affected benefits were
hitherto being paid from the
overhead vote. For
example, the total cost for
medical allowance for the
core civil service in 2004 is
estimated at N2.1billion.
Since medical expenses
were previously paid out
from the overhead vote, it is
difficult to say whether or
not the provision in the 2004
Budget included a net loss
or gain. There are a few
other benefits whose costs
remained the same as before
the 2004 Budget. These
include items such as meal
subsidy and allowances for
domestic staff.

Some items of benefit
necessarily involves higher

expenditure in the 2004
Budget than in previous
years. Take accommodation
allowance, for example.
The budgetary estimate for
the item for the core civil
service in 2003 was
N8.422billion, while the
estimated cost of the item in
the 2004 Budget is N12,088
billion, a net impact of
N3,666 billion. Prior to
2004, transport allowance at
10% of basic pay, was about
N2.1 billion per annum, but
that figure excluded the
amount spent for the top
civil servants whose official
vehicles were fueled and
maintained by the Govern-
ment. Inthe 2004 Budget, at
25% of basic pay, a
provision of N5.3 billion is
made for the item in respect
of the core civil service. The
net impact is therefore less
than N3.2 billion, since the
pre-2004 cost excluded
expenditures on top civil
servants' transportation.
Government used to furnish
the official quarters of civil
servants on Grade Levels 07
and above, but with
monetization, a provision of
40% of basic salary i.e N5.4
billion is included in the
2004 Budget.

Certain items of cost have
disappeared from the 2004
Budget. These include
capital provisions for the
purchase of cars and ren-
ovation of staff quarters

S

which together cost about
N7billion in 2003. Mone-
tization has made budge-
tary provisions for them un-
necessary in 2004. On the
other hand, the 10% emplo-
yer's contribution to medi-
cal insurance, which is esti-
mated to cost N2.1 billion is
provided for in 2004 as a
new item that had not
featured in previous bud-
gets. Alltold, itis estimated
that the total cost of the
monetization policy in the
2004 Budget is about N3.542
billion per month, or about
N42.5 billion for the whole
year. AsIsaid earlier, since
part of the expenditures ona
number of the items were
hidden under various
expenditure heads in
previous years, the overall
amount stated above
represents not a net, but a
gross impact on the 2004
Budget.

EFFECT OF MONETIZATION
ON BENEFICIARIES

The essence of monetiza-
tion is to lower the financial
cost of govern-ance. While
its introduction could
increase the associated
financial cost in 2004 due to
the fact that inflows from
the disposal of certain
capital items would take
some longer time to be
realised, it is expected to
lead to substantial financial
savings in subsequent
years, thereby achieving its



levels consistent with the
GDP growth and inflation
targets. Against the back-
drop of the need to curtail
the persistent liquidity
overhang in the banking
system and high demand
pressure in the foreign
exchange market, the stance
of monetary policy in 2004
would be non-accommoda-
ting. Moreover, the coordin-
ation and harmonization of
monetary and fiscal policies
will be given top priority.

The conduct of monetary
policy will continue to rely
on market-based tech-
niques, with OMO as the
primary instrument of
liquidity management. It
would be supported by cash
reserve requirements and
discount window oper-
ations to enhance its effec-
tiveness. Interest rates will
also continue to be market-
determined, while the
CBN's minimum rediscount
rate (MRR) will be adjusted
as the need arises to indicate
the desired direction and
level of interest rate chan-

ges.

Let me re-emphasize that
the challenge facing the
monetary authorities in
ensuring macroeconomic
stability in 2004 is daunting,
given the continued
liquidity overhang in the
banking system and the risk

of excessive injection of
liquidity into the system
arising from the mone-
tization of crude oil receipts
by the three tiers of Govern-
ment. In this regard, we
urge that the excess crude
oil receipts over the budget
benchmark of $25 per barrel
be saved for future use.
This important element of
the fiscal rule should be
observed in the national
interest.

I wish to assure you that the
CBN will continue to
dialogue with key stake-
holders in the effort to
enhance transparency and
accountability in the con-
duct of monetary policy.
Thus, the CBN will, keep the
public well informed of its
monetary policy stance,
goals and outcomes thro-
ughregular pressreleases of
key decisions of the
Monetary Policy Comm-
ittee.

Let me conclude by assu-
ring all participants that due
consideration will be given
to the views and recom-
mendations that will emer-
ge from this seminar in the
implementation of the
policies outlined in the
budget.



Allhgiji (Dr.) Mahmud
Yayale Ahmed

Introduction

wish to thank the
Iorganisers of this
seminar which aims at
putting the policies
enunciated by the Federal
Government in the 2004
Budget under informed
scrutiny. Such an x-ray of
the policy direction of the
Budget would assist the
ordinary members of the
public in appreciating what
the Budget holds for them
and at the same time draw
the attention of policy
makers to whatsoever gaps
may exist in the Budget
with a view to closing them
where possible.

I think most people are
agreed that, for sometime,
the annual Federal Govern-
ment Budget, which is
expected to chart the course
of economic direction, has
not been able to do so
optimally. Two major
constraints have come to

IMPLICATIONS OF THE MONETISATION OF
CIVIL SERVICE FRINGE BENEFITS ON THE 2004
FEDERAL GOVERNMENT BUDGET

By

Alhgiji (Dr.) Mahmud Yayale Ahmed,*

plague the efficacy of the
Budget in this regard. The
first is the quantum of
available resources which has
always fallen short of what is
required to meet what could
be described as the minimum
responsibility of government.
The second, which probably
bears “a chicken and egg”
relationship with the first, is
our inability to properly
prioritize or sequence the
identified responsibility in
line with available resources
so as to expend the resources
in a manner that assures the
greatest impact on the
targeted areas. Hidden in
between the twin constraints
mentioned above are avoid-
able wastes and sometimes
duplications which further
lengthen the gap between
budget objectives and budget
achievements.

One of the main objectives of
the on-going economic
reforms therefore, is to
promote greater conver-
gence between the planned
objectives of the Budget and
the implemented outcomes.
The 2004 Budget is being held

*Alhaji Mahmud Yayale Ahmed is the Head of the Civil Service of the Federation.
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out as the flagship of the
efforts to achieve such a
convergence.

In the 2004 Budget there-
fore, government attempts to
minimise, if not eliminate,
virtually all the known areas
of waste and leakages which
had worked to undermine
the realisation of the obje-
ctives of previous Budgets.

One area where such
avoidable waste has been
identified, is the body of
benefits which hitherto were
being provided in kind to
public officers. The major
pitfall of the previous meth-
od of providing such benefits
in kind has been the great
mismatch between the
amounts spent and the actual
benefits that accrued to the
beneficiaries. The result has
been that the interest of both
the government and that of
the beneficiaries were not
being significantly served.
Government has therefore,
starting with the 2004
Budget, decided to monetize
the benefits.

The implementation of the



monetization of the benefits
in the 2004 Budget is being
made applicable only to the
Executive and the Legisla-
tive arms of the Govern-
ment. Even in the executive
arm, it is being restricted to
the core civil service with
the aim of extending it to the
rest of the public service in
subsequent years.  This
would enable government
to learn the necessary
lessons inherent in the
change, with a view to avoi-
ding its weaknesses when
extending it to the rest of the
public service. It will also
enable government to take
the peculiarities of certain
professional groups and
services into consideration
when making the scheme a
public-service-wide pheno-
menon.

WHAT IS MONETIZATION?
For the purpose of this
discussion, “Monetization
can be defined as the
conversion of benefits
previously made available
in kind to public officers
into cash payment”. These
benefits, hitherto made
available by government to
public officers include the
provision of free accommo-
dation and its maintenance,
furniture, transportation,
and chauffeur driven
vehicles for top public office
holders. There are other
benefits that were already
being paid in cash to the

entitled officers. These incl-
ude payments for utilities in
the official residence or
quarters, meal subsidy,
domestic servants allo-
wance, leave grant and
medical allowance on a
reimbursable basis.

With the monetization
policy introduced in the
2004 Budget, some of the
benefits have been abolish-
ed, some are modified,
while monetary value are
attached to the remainder
and paid out to the officers
based on their status. For
example, entertainment
allowance for senior public
officers is abolished. The
cost of medical treatment
which hitherto was being
reimbursed, is now to be
paid out at the rate of 10% of
an officer's basic salary. In
order to cushion the rigours
of this particular policy in
the case of expensive and
serious ailments, the cost of
treatment for a diagnosed
life threatening illness is still
payable by government,
although in lieu of the
newly introduced medical
allowance during the
period of suchillness.

IMPACT OF MONETIZATION
ONTHEBUDGET

Let me at this stage draw a
balance sheet of the gains
and losses accruing to

government and, ipso facto,
the 2004 Budget, from the

50

new policy, using the pre-
2004 position as the
platform. It is the net gain
or losses that would impact
on the implementation of
the 2004 Budget.

INFLOW/SAVINGS OF CASH

Proceeds of sale of pro-
perties previously
used as official Accom-
modation.

Proceeds of sale of furn-
iture in the furnished
quarters.

Stoppage of rent payment
onrented properties.

Limits on payments for
utilities and domestic
servants.

Proceeds of sale of veh-
icles.

Embargo on purchase of
vehicles.

Replacement of provi-
sion for drivers with
cash allowances.

Limits on payments for
fueling and maintenance
of vehicles.

OUTFLOW OF CASH

Net increase in the prov-
ision for rent allowance.

One time cost of renova-
ting rented properties
being returned to land-
lords.



The pressure on the external
sector of the economy
moderated considerably in
2003 as the overall balance
of payments deficit narro-
wed from US$4.7 billion
(N565.35 billion) or 10.3 per
cent of GDP in 2002 to
US$1.3 billion (N162.84
billion) or 2.2 per cent of
GDP. The demand pressure
in the foreign exchange
market, however, inten-
sified during the last quarter
of the year, resulting in the
depreciation of the naira
exchange rate against the
USdollar. Thus, the relative
exchange rate stability that
characterized the first three
quarters of the year was
reversed.

The problems of liquidity
overhang in the banking
system and depreciation of
the naira posed serious
challenges for monetary
policy during the year.
Notably, there was acce-
lerated growth in monetary
aggregates. Specifically, the
broad measure of money
supply (M,) increased by
241 per cent which sub-
stantially exceeded the
programmed target of 15.0
per cent for the year. To
further enhance the
effectiveness of monetary
policy, the CBN increased
the frequency of the open
market operations (OMO)
from bi-weekly to daily
basis in November, 2003.

The moderation in interest
rates movements was
sustained in 2003, as banks'
deposit rates rose only
marginally, while lending
rates declined. This follow-
ed the downward adjust-
ment in the minimum
rediscount rate (MRR) by
150 basis points from16.5 to
15.0 per cent, as well as the
moral suasion by the CBN
urging banks to reduce their
lending rates to stimulate
output growth. However,
the structure of the banking
system remained largely
oligopolistic and continued
to explain the wide spread
between bank deposit and
lending rates.

The 2004 budget represents
a good starting point for the
implementation of the
Government's medium-
term economic reform
agenda, which aims at re-
invigorating the Nigerian
economy in order to return
it to the path of sustainable
growth, development and
poverty reduction. The
major assumptions under-
lying these laudable goals
include targeting real GDP
growth rate of 5 per cent,
containment of the inflation
rate to between 10 and 11
per cent of N136.00 to the US
dollar. The task facing
participants at this seminar
is to determine the extent to
which 2004 budgetary
policies could help to achi-

o

eve the set objectives. The
CBN is encouraged that
revenue projection is based
on $25.00 per barrel, and the
fact that the Federal
Government deficit level
would be considerably
reduced to N181 billion or
2.1 per cent of GDP. More
importantly, there will be
no recourse to Central Bank
financing.  Our tentative
assessment, therefore, is
that the fiscal objectives
outlined are achievable, if
necessary financial discipl-
ine could be exercised by all
tiers of government.

However, recognizing the
good prospect of continued
strong oil sector perfor-
mance and enhanced rev-
enue flow, the risks to revert
to the old habit of spending
all excess crude oil receipts
is high but must be resisted.
In this regard, the mech-
anism for sterilizing excess
proceeds from crude oil
exports should be put in
place and faithfully imple-
mented. This would help
the CBN to meet its mone-
tary and credit targets and
obviate the need for
monetary tightening and a
hike in interest rates.

Consistent with the objec-
tives of achieving price and
exchange rate stability, the
CBN will in fiscal 2004,
sustain efforts aimed at
containing the growth in
monetary aggregates at



housing, provision of water,
health and educational
facilities. It may be more
complex in such areas as
roads and electricity. It may
be recalled that reasonable
budget allocations were
made to Power and Steel.
Works and Housing and
Transportation Ministries in
2001 and 2002 which reflects
government's commitment
in the rehabilitation of infra-
structural facilities. Certai-
nly, the private entrepren-
eur could be brought in;
nonetheless the previous
efforts must be sustained at
least for now in the rehabili-
tation of roads and electric-
ity that are crucial to allowi-
ng the real sector to attain
established objectives.

VI Conclusion

The traumatized economy
inherited by the civilian
administration at its incep-
tion in 1999 calls for econo-
mic recovery which consti-
tutes the framework of each
of the federal budgets, rely-
ing on the private sector-led
growth to transform the
Nigerian economy structu-
rally, since then. Within this
frame of economic recovery,
the paper notes that the 2004
budget, tagged “Economic
Reform Agenda”, is predi-
cated on the reformation of
some development parame-
ters, most of which are
crucial to the performance
of the real sector of the

economy. Certainly, the

effectiveness of policies for
the development of the real
sector hinges on the
effective implementation of
the policies and progra-
mmes contained in the
budget.

Against the background of
the need to avoid budget
policy failures, particularly
in the real sector, govern-
ment must guide against:

(i) institutionalized po-
licy conflicts;

(i)  protracted delays in
the release of votes to
appropriate agencies in the
real sector;

(iii) faulty implemen-
tation strategies, particu-
larly mis-management of
programmes;

(iv) undue politicization
of the budgetary process,
particularly as it affects the
real sector;

(v)  excessive erosion of
the naira value to aggravate
production cost and
subsequently worsen the
competitiveness of the
products of the real sector in
aglobalizing world;

(vi) reforms that could
worsen capacity utilisation
in thereal sector.
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REVIEW AND APPRAISAL OF 2003
BUDGET AND ECONOMIC PERFORMANCE

1. INTRODUCTION

t is important to begin a

discussion of a national

budget like this with the
definition as understood by
some of the important
stakeholders. The first in
this case is the national bud-
get in the eyes of a typical
Nigerian legislator, particu-
larly of the federal hue. To
him:

A national budget is an
instrument of control of
government expenditure by
which resources are alloc-
ated in accordance with
political considerations that
emphasize individual bene-
fit, not necessarily self.

This definition has only two

major flaws, including;:
Inadequate considera-
tion of the future stream
of revenue; and
Weak emphasis of the
"greatest good of the
largest majority"'.

A national budget is a
tripod, consisting of three

By
Prof. Cyril S. Ige*

main considerations: reve-
nue, expenditure, strategy
including objectives, prog-
rammes and policy.

At the level of government,
periscoping what one sees
as the position of the Nig-
erian government of today,
a national budget is the
estimating of revenue and
deciding on an expen-
diture plan complete with
objectives, projects and
policy, with safeguards to
prevent political under-
current.

It is obvious that this defi-
nition looks like the obverse
of the one that dominates
the psyche of the legislator.
Two major problems can be
identified too:

Too much emphasis on

projects rather than

programmes; and

The mindset to keep
politics out of its socio-
economic policies, choi-
ces and objectives, even
though this is critical. A
budget is a consensus

document of government
and the legislator represen-
ting the people.

Without any attempt to
confuse, we must add yet a
third definition, the last but
not the least important, the
view of a typical third world
central bank, in this case the
Central Bank of Nigeria
(CBN). As you know the
CBN is the authority for
managing the monetary,
credit and exchange rate
policies of the country inc-
luding the external sector.
The CBN, in its monetary,
credit, foreign trade and
exchange policy guidelines
for fiscal 2002/2003 states,
among other things:

“The primary role of mon-
etary policy in 2002/2003 is
the achievement of price
and exchange rate stabi-
lity.....to subdue inflation
to a single digit over the
two-year period,”

Considering pre 2003 situa-
tion of a two-digit inflation
rate, this indeed is a laud-

*Prof. C. S. Ige, an Economist is a UNICEF Consultant based in Abuja. He is grateful to Mr. A.B.S. Olorunsogo of Central Bank of Nigeria for facilitating the
use of the CBN library. He is equally grateful to Mr. Adeoye Babalola, Deputy Director, Federal Ministry of Agriculture for sharing with him his rich knowledge

of Nigeria's agricultural sector. Nonetheless, all errors r

in the author's responsibility.
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-able objective. Yet one
cannot but ask the question
whether the CBN could not
be more precise by locating
its objective, atleast withina
bound. Even then one
would also ask whether
such a bound has been
generated from the macro-
economic interrelationships
of the economy. In other
words, to what extent does
the CBN position synch-
ronize with the govern-
ments macro-economic
goals and objectives, in real
quantitative terms?

Needless to state that the
expectation of the people is
clear and can be summari-
zed, by and large, as
“security and life more
abundant”. Inthatwise, the
national budgetis one that:

“Reduces poverty consi-
derably and makes the
futuremore secure”

Certainly, this can not be
adequately located within
the individualistic view of
the budget by legislators,
the scientific project based
view of the national budget
of the government and the
imprecise monetarist view
of the national budget by
the CBN.

We review the 2003 budget
looking at these considera-
tions and wonder whether
there has been a cohesionin

government consisting of the
legislature, the executive
and its monetary institution,
leaving out the judiciary for
the purpose of this discu-
ssion. The following ques-
tions will be asked:
How relevant were the
people in the monitoring
of budget execution and
control and to what ext-
ent is consultation the fo-
cus of budget formul-
ation?
Other than sectoral
considerations, were
there enough progra-
mmes on the basis of
which performance
could be monitored.
For example, by what
percentage did poverty
decline, was non-oil
performance much better
than before?, etcand
To what extent were
theviewsofthe mone-
tary authority respected
andhow effective was
performance of the
monetary authority in
macroeconomic stability?

II BUDGET IMPLEMEN-
TATION AND MANAGE-
MENT

The first set of problems in
realizing the benefits of a
national budget in Nigeria,
the 2003 Federal Govern-
ment Budget in particular, is
the delay in formulation and
presentation to the National
Assembly. Consequently,

o

the first quarter is usually
gone before the appro-
priation bill is out of the
National Assembly. In a
situation whereby the
National Assembly inva-
riably tears the budget
virtually apart before it
comes out of its domain,
unnecessary dislocation is
already introduced into that
budget regime. This was
the case in 2003 as in
previous years to the extent
that the concept of a federal
budget is losing its identity
and importance as a major
management tool of the
economy. A product of the
military incursion into
governance, the situation
makes the budget almost
irrelevant and renders both
government and legislature
unaccountable to the
people.

A number of consequences
arealready evident:

Government expen-
diture loses its objective
asgovernment beco-
mes more concerned
with recurrent expen-
diture and less conc-
erned with capital exp-
enditure;

Government expendi-
ture focuses on no
trajectory growth of
the economy as every-
thing becomes haphaz-
ard and therefore left
to chance;



the prices of petroleum
products would drastically
fall to reinforce the
processes of the manage-
ment of the rate of inflation.
One of the underlying
assumptions of the 2004
budget is that crude oil
production will be at 2.24
mbd ata price of $23 pb. The
current experience has
shown that production on
OPEC quota is about 3mbd
at above $35 pb. Nigeria
stands a chance of getting a
windfall gain from this
development, which must
not be shared but reserved
for either of two possi-
bilities. These are the
liquidation of indebtedness
and or formation of capital
for further national devel-
opment.

() Expansion of Manu-
facturing through SMEs

Admittedly, the importance
of the roles of the SMEs in
getting the manufacturing
sub-sector expanded to
create job opportunities
cannot be over dramatized.
Nonetheless, adequate
provision must be made for
the supply and sustenance
of credit facilities for the
would-be SMEs operators.
In this regard the N32
million proposed for the
SMEs project for a new
micro credit institution may
not be adequate. Certainly,
the CBN's involvement via
the mobilisation of SMEs

equity fund from commer-
cial banks is proposed. A
target must be set as done in
2001 requesting commercial
banks to set aside 10% of
their profit before tax for the
financing and promotion of
the SMEs. Given this, the
CBN should prepare to
warehouse the scheme for
effective administration
and monitoring.

(d) Agriculture

As earlier noted the main
goal of the allocation to
agriculture is to channel the
capital budget towards
research, extension and
innovations in cultivation
practices and agropro-
cessing to make for food and
material security in the
country. It is in this sense
that the continuation with
the 25% government
support on fertilizer is
appreciated. Also the
continual with govern-
ments support for purcha-
ses of grains and other
commodities for strategic
reserves to ensure reason-
able prices to farmers as
done in 2003 is commend-
able. However, it is import-
ant to reconsider the idea of
the importation of agricul-
ture commodities such as
rice thatis currently taken as
being possible under a
competitive production
basis in the country. Efforts

must be geared towards
recovering the lost
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grounds/markets in
agricultural commodities,
which the country used to
export. This is possible with
the reliance on the existence
of high yielding West
African varieties in the
country.

Additionally, efforts must
be made to make provision
of credit to farmers for the
procurement of key high
yielding inputs via the
strengthening of the
Agricultural Credit Scheme.
Besides, there is the need to
further empower the
NACROB, an institution
created for this purpose to
perform the role of a
development bank in this
sub-sector of the real sector.
Agriculture in the processes
of meeting the challenges of
food and input supply
security requires the
institution of various tax
concessions as incentives to
boost production in the sub-
sector.

(e) Rehabilitation of
Infrastructure

The focus on infrastructural
rehabilitation via the
public-private sector
partnership is under-
standably couched under
the argument of the insuf-
ficiency of public resources
to cope with the financial
requirements. It is impor-
tant to note that this inter-
linkage may be easy and
attainable in the areas of



evolution of private sector
initiated development as
the budget contains the
specific provisions in the
NEP, 1999-2003. This,
therefore, makes for a broad
policy consistency need for
the development of the real
sector. In this regard, the
policy in broad terms and
the real sector policies in
particular seemed designed
to attain:

(i) sustained economic
growth for poverty redu-
ction;

(ii)  the objective of full
employment via the
expansion of SMEs in the
manufacturing, mining and
agricultural sub-sectors
respectively;

(iii) competitive econo-
my to reinforce economic
efficiency in the real sector;
(iv) high standard of
living enroute greater crea-
tion of job opportunities
and increased productivity
envisaged from the expan-
sion of capacity utilization
in agriculture, manufactu-
ring and solid mineral sub-
sectors

(v)  Against the backgro-
und of this design the real
sector policies in 2004
budget seem to have
addressed issues connected
with:

(vi)  the reduction in the
levels of inflation, unem-
ployment and capacity

under-utilisation in the real
sector;

(vii) intensification of
agricultural production to
achieve food and input
security;

(viii) reactivation of infra-
structural facilities through
the rehabilitation of and the
intensification of invest-
ment in national infrastru-
cture.

In spite of this endeavour,
there are some noticeable
variables and parameters,
which the real sector
policies ought to add to
really improve the chances
of the success of real sector
policies. These are dis-
cussed in what follows.

(a) Inflation and Exchange
Rates

Theoretically, a country's
exchange rate is expected to
be determined even in a
market-oriented economy
by the dynamics of the eco-
nomic system. Admittedly,
to reinforce the processes of
the determination of the
exchange rate, Nigeria
adopts the floating system,
which has culminated in a
serious erosion of the naira
value. Given the depen-
dence of the real sector on
imports, the erosion of the
naira value has culminated
in uncompetitive produc-
tion costs and prices of the
products of the Nigeria real
sector in a globalizing wor-
1d. With a further erosion of
the naira value in 2004, the
attainment of the target of
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9% rate of inflation is
difficult. This development
has its adverse implication
for the sale of the products
of the real sector at the
international level. Thus,
pending the time that the
real sector will not be
import dependent, the naira
must appreciate to allow for
asignificant reductionin the
cost of production and
effective take-off of the
proposed SMEs in Nigeria.

(b) Oil and Gas

Government has put on
course the deregulation of
the downstream activities in
the crude oil industry aimed
at the creation of a comp-
etitive environment to
reinforce the processes of
economic efficiency. The
benefit of deregulation may
not be easily derived in a
system that relies on the
importation of petroleum
products under a largely
eroded naira value. It is,
therefore, imperative to
activate the local produc-
tion of these products by
giving approval to firms
that have indicated interest
without any further delay. It
is strongly assumed that
with the production of
petroleum products domes-
tically, the deregulation
policy would pave way for
competition in the quality,
price and package of the
affected products. In this
regards, it is envisaged that



Indeed, expenditure is
subjected to the whims
of any President who
can argue that the
budget is yet to be app-
roved by the National
Assembly;

It lays the government
open to excessive borr-
owing from the bank-
ing system since the
necessary laws for
generating revenue
remain locked in the
budget awaiting app-
roval by the National
Assembly, with dire
consequences on priv-
ate sector access to the
banking system.

The entire economy
has to wait especially
where government
expenditure is the single
most important avenue
for business open to the
private sector;
Corruption strengthens
its strangulation of the
economy in a situation
where it is already intra-
ctable; and

Inability to tap or
strengthen new sources
of revenue through
diversification of the
economic base.

An economy experiencing
these problems can be very
difficult to manage as many
important objectives of
government slip in the pro-
cess. Indeed, after the spec-
tacular success in the priva-

tization programme in the
telecommunication sub-
sector, government seems to
have gone to sleep asnothing
was hardly heard about
privatization in 2003. Look
at the list of achievable in
2003, including

“intensive and extensive
infrastructural develo-
pment, particularly in the
areas of environment,
potable water supply,
telecommunications, air-
ports, maritime port,
railways, etc;,
capitalization of the manu-
facturing sector, promotion
of technology, particularly
information and
communication technology
(ICT), bio-tech and space
technology for ICT, and
remote sensingetc...”

Although, one can point to a
number that were achieved
or that substantively took
off: telecommunication, ICT,
space technology, the ports
and maritime law, etc. The
point one should note is that
this government judging by
its sincerity of purpose, is
capable of achieving more
than this by miles. The major
problem remains managing
the process for commencing
implementation of budgets
in good time, with little or no
rancor with the National
Assembly and developing
the capacity for implemen-
tation, monitoring evalua-
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tion and sanctions.

III STRENGTHENING
PROGRAMMING AS A
BASIS OF BUDGETING
FORDEVELOPMENT

The ONLY obvious prog-
ramme in the budget is the
poverty reduction progra-
mme. Given the problems
of the economy at this time
when more than 60 per cent
of the people suffer an
endemic poverty, the
government is right on
target for articulating a
poverty reduction progra-
mme. The only problem is
that the strategy, given the
weight of the problem,
might have been mis-
construed.  Most people
will argue justifiably that it
deserves the affirmative
action in our capital
expenditure strategy rather
than the current expen-
diture strategy it seems to
adopt.

It is not enough to provide
employment or supply a
feeding escape that is not
likely to last.  Yet that
continues to be the strategy
of the current programme.
Even when the problem is
solved by way of small and
medium enterprises (SME),
that only addresses by and
large those who have been
thrown out of jobs, people
with or without skills and
suffering from frictional



unemployment. They are
adults with some expe-
rience and can benefit from
engaging in SME. But there
is a multitude of school
leavers who for more than 1-
5 years have not been emp-
loyed. A good number of
them are unemployable for
their education simply did
not equip them with the
skills in demand and those
with skills in demand have
no requisite experience. Itis
safe to argue that both
classes of unemployed are
significant in number. Yet
there are no concrete iden-
tifiable programmes that
can guarantee them long
term employment.

Increase in capacity utili-
zation of course, can hardly
solve the latter kind of
unemployment. A fresh
school leaver without prior
entrepreneurship education
or business experience
cannot achieve much with a
business loan or grant. That
will be an avenue for waste.
We are seeing a lot of that.
There must be a medium
term programme to solve
this kind of problem.
Sectoral project approach
has a limited reach in
solving multi-sectoral
problems.  Government's
space technology develop-
ment can be looked at in a
similar way, i.e as a space
programme a la U.S. Nati-
onal Aeronautics and Space

Administration (NASA)
whose budgeting device
requires a lot of scope,
discipline, focus, grit, wit
and enterprise and until we
begin to adopt this
approach, we risk growing
atasingle digitrate.

The process where budgets
are not approved well into
the first quarter encourages
project by project approach
to implementation and
development. That will not
take us far, at most 5 per cent
growth rate. Government
will have to watch its
spending to keep it within
limits permitted without
National Assembly appr-
oval. This is not good for
the country as this is the
cause of the present budget
malaise of little or no capital
expenditure. Many impor-
tant ministries or depart-
ments of government have
not smelt capital expen-
diture for years.

It must be said that down-
sizing of government
business is in vogue all over
the world, evenin China. In
addition, that country has
strived relentlessly to make
its environment conducive
to controlled foreign inves-
tment. Coupled with hard
work, this explains the two-
digit growth rate of that
country. Downsizing sho-
uld begin in earnest rather
than maintaining depart-
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ments or divisions in
government that have no
tools to work with or capital
votes to generate output.
Running empty cells in
government is like pouring
water into a basket. The
budget process should not
be so porous that any
frivolous budget can go into
it. It is also accepted that
prioritization be applied on
capital expenditure in the
event of dwindling reso-
urces. The issue is simply
that such curtailment
should not be due to delay
in budget approval by the
National Assembly, neces-
sitating whimsical control
of capital expenditure in
accordance with project by
project implementation,
preventing focus on
programmes and sacrificing
a high growth rate for the
economy. This is what
happened to the implemen-
tation of budget 2003.

Government should
therefore re-examine its
budgeting process by:
Agreeing with the
National Assembly on
an appropriate time
table for commencing
budget implementa-
tion;
Overhauling the budget
process to ensure that
certain divisions and
departments of govern-
ments are not left idle
due to lack of capital



agricultural initiatives for
cassava, rice, maize and
other grains, vegetable oil,
cotton, oil palm and other
tree crops, livestock and
aquaculture.

Additionally, continued
support is designed for the
purchases of grains and
other commodities for
strategic reserves to inter-
vene to ensure, reasonable
prices to farmers on the
basis of the 2003 budget
operations. There is the plan
to put a revolving fund on
course to support bulk
fertilizer procurement in
addition to the continuation
of the 25% Federal
Government support on
fertilizer with a view to
ensuring that fertilizer is
getting to farmers that need
it at reasonable price. Incid-
entally, the 2004 budget
recognizes the good perfor-
mances of the agricultural
sub-sector in 2003; none-
theless, some commodities
such as rice that can now be
competitively produced are
still earmarked for
importation. The budget
also recognizes the need to
recover lost grounds in
agricultural commodities
and therefore proposes the
adoption of appropriate
policies and support to the
farmer for increased
production.

In the manufacturing sub-
sector, the focus is on the
Small and Medium Enter-

Prises (SMEs) through
SMEDAN and NIPC in
collaboration with
international and national
organizations in the
provision of requisite
business training and access
to micro-credit for entre-
preneurs. There is the
proposition of a new $32
million SME project to be
supported by the IFC and
the World Bank at the
implementation point with
the development of a new
micro credit institution
(Action International). The
CBN's involvement is
proposed through the
mobilisation of SMEs equity
fund from commercial
banks. All of these policies
are aimed at the provision of
job opportunities and
economic growth via some
institutional reforms under
the budgets reform agenda.

On the solid minerals sub-
sector the policy pro-
position is to encourage
private sector entre-
preneurs to invest init, part-
icularly after the completion
of the mapping exercise to
expose where the minerals
are in exploitable quantities.
In fact the policy focus is on
Small Scale mining and the
development of value
added activities linked to
solid mineral exploitation.
In the area of crude oil and
gas, government proposes
to continuously attach con-
siderable importance, to
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investments in the sub-
sector. However, such
investments would be
sourced from the capital
market by the NNPC and
NGC.

On a final note, the budget
recognises the centrality of
infrastructures to the
effective development of
the real sector, government
has therefore proposed a
doubling in the capital
allocations to some of these
sub-infrastructural sectors
such as roads, water,
electricity, health and edu-
cation.

V. Prospects of the Real
Sector under the Nigerian
2004 Budget

Admittedly, the Nigerian
economy has made some
moderate progress en-route
some developments in the
real sector in recent times.
For example, the output of
the agricultural sector
improved in 2003 over 2002
to guide against food and
materials insecurity.
Besides, capacity utilization
in the manufacturing sector
slightly improved in 2003
over its level in 2002. In
spite of these positive
developments, the economy
via the real sector is still
beset by serious macro-
economic imbalances.
Certainly, the framework of
the 2004 budget is perfectly
in consonance with the
prevailing national econo-
mic philosophy of the



resulting in deviations
from the established
trajectory of opera-
tions;

(i) undue politicization of
the budget approved
process culminating in
unplanned deviations;

(iii)unanticipated and
destructive delays in
the release of appro-
ved budgetary votes
to the recipients (mini-
stries, parastatals
and other government
agencies);
ineffective-cum-poor
spending budget prog-
rammes coordination
among the tiers of
government arising
from undue politici-
zation and poor imple-
mentation frame-
work;
(v) conflicting fiscal and
monetary policies
within the same
budgetary frame-
work; and
lack of transparency
and accountability
due in most cases to
budget distortions
and corruption arising
from the weak budge-
tary process.

Incidentally, some authors
(Ugwu, 2002, Ndanusa,
2001; Ologun, 1994) have
successfully traced these
lapses in the Nigerian
economic system to some
structural deficiencies with

serious implications for the
development of the
Nigerian real sector. Such
structural deficiencies incl-
ude:

(i) institutionalized policy
inconsistency and policy
conflicts, particularly as
earlier noted among fiscal
and monetary policies;

(ii) inappropriateness of
macroeconomic planning
framework;

(iii) distortions in public
sector spending priorities;
(iv) faulty implementation
strategies, especially policy
duplications and mis-
management;

(v) undue politicization of
the budgetary process e.g.
the 2002 Budget;

(vi) destructive and absurd
regime of multiple taxes;
and

(vii) poor, inadequate and
inappropriate fiscal
incentives to the operators
of the real sector as
compared with other
sectors e.g. financial sector.
Against the backdrop of the
need to amend these
structural deficiencies, the
policy impacts of the 2004
budget may need to deviate
from the old path to avoid
budget failures. That is, the
impacts of 2004 budget on
the real sector hinges
crucially on the extent to
which the budgets specific
provisions could meet the
expectations of that sector in
the process of its Economic
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Reform Agenda. The critical
issue at this point is the
extent to which the real
sector policies in the 2004
budget has gone to avoid
the above obstructive
features.

IV. Real Sector Policies in
the 2004 Budget: Some
Features

The framework of the
operations in the 2004
budget is couched under
some assumptions, which
are expected to directly or
indirectly impact on the
same parameters that will
subsequently affect the
economic activities in the

real sector.
These assumptions are that:

(i) crude oil production
is 2.24 mbd (inclusive of
150,000 barrels of conden-
sate);

(ii)  the sale of crude oil
on the average of $23 pb;

(iii) joint venture cash
call of $3.2 billion;

(iv) inflation rate is not
more than 9%.

Given these assumptions,
about75% of the budgetis to
go to support some sub-
sectors which include those
in the real sector e.g.
agriculture. In this regard,
the allocation to agriculture
focuses towards the support
for research, extension and
innovation in cultivation
practices and agro-pro-
cessing. Part of the policy
here is on the presidential



expenditure;

Early rationalization or
re-organisation of
government business to
ensure that skills are not
wasted in idleness;
Targeting solution to
problems in a cross-
sectoral programme
approach since prob-
lems are not solved
through stand alone
projects;

An environment of
growth and develop-
ment that attracts multi-
ple funding sources
which the programme
approach commands;
and

De-emphasizing anta-
gonistic and encourag-
ing collaborative budg-
eting process with the
National Assembly.

IV BUDGET
THEPEOPLE

2003 AND

Quite often, we hear about
the budget being people
centered and the 2003
budget performance calls
for such evaluation. Any
one will want to examine
NAPEP, the poverty redu-
ction programme of govern-
ment as a cardinal progra-
mme of the National Econ-
omic Empowerment and
Development Strategy
(NEEDS). The programme
(NAPEP) is hardly account-
able to any one except the
government that estab-

lished it as the progress
achieved in 2002 was hardly
mentioned in the 2003
budget. It is this kind of
stance that makes one
wonder whether indeed
there is any hope for the
poor. For example 'NEEDS
AT A GLANCE" falls short
of being able to meet the
needs of the people simply
because it contains no
discernible programmes to
achieve this, despite its
laudable intentions. It
adopts our usual pattern of
drawing up the develop-
ment plans of the 1960s and
1970s, before the economy
finally crashed, starting in
the 1980s.  Focus is its
problem, despite that fact, it
isrestricted to a few number
of sectors: Agriculture,
Roads, Education, Health,
Water Resources and
Power. What happens to
other sectors? (see table 1).
For example are we going to
measure its success by the
growth rate of the economy
or certain internationally
accepted development crit-
eria? Thisistheissue.

To what extent has unemp-
loyment fallen? Will NEEDS
impact on our longevity,
will access to education and
literacy-by-all apply? What
about food security rather
than just a high growth rate
in agriculture? etc. Are we
asking for just the usual
high growth rates in gross
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domestic product (GDP),
more hospital beds, higher
enrolment in schools, high
growth rate of the agric-
ultural sector, or indeed
dominance of the economy
by the private sector? These
indicators will not neces-
sarily help to attain the
goals of human develop-
ment, food security, high
longevity, universal adult
literacy, in short the mille-
nnial goals. How govern-
ment will get there via the
NEEDS is what is yet to be
addressed concretely.

Agriculture grew by an esti-
mated 10 per cent in 2003
while capacity utilization in
manufacturing inched to
about 60 per cent on the
average. Vital products like
cassava and root crops in
general, rice, cotton, etc led
the growth in agriculture,
thus making food cheaper.
There was an evident
presidential personal touch
in this sector. But how far
was the farmer's income
boosted as a result? Take
the case of cassava. Until
that product’s demand is
widened from consumption
to industrialization and
export, farmers will only
become poorer as a result.

This was also addressed by
the government and success
seems to be in sight. How-
ever, this should not happen
one after the other, but
together. Only programme



approach will help articu-
late that. Unemployment is
also falling as a result of
these developments even
though the data are still not
firm.

This progress was however
overshadowed by poor
development in infrastruc-
ture (physical, social and
economic). One must here
address a view that seems to
be gaining acceptance at the
federal level of government.
A group of politicians are
saying that human develop-
ment of the people really
belongs to the state and
local governments since
these are the tiers of
government close to the
people. While this cannot
be denied, it must be said
that the position can hardly
absolve the federal govern-
ment from that respo-
nsibility, improvement in
the well-being of the people.
This is because most of the
sectors in reference are
concurrent responsibility of
the federal, state and the
local governments. Besides,
the federal government has
a unique and legislative
prerogative in a number of
sectors and sub-sectors. For
example, this is the case in
security services, mineral
exploration and prod-
uction, etc. Indeed mineral
production yield more than
90 per cent of revenue for all
government and they are

dominated exclusively by
the federal government,
even in the sharing formula.
So what is the Federal
Government supposed to
use the money for, for self-
aggrandizement and non-
altruistic purposes? Such
ideas must not be allowed to
take root in our budget
expenditure approach as all
Nigerian governments have
one, equal and sole respon-
sibility to improve the well-
being of the people, directly
and indirectly, whichever
way it goes.

Inflation is still in two digits,
although at a lower level of
10-12 per cent, thanks to the
phenomenal growth of the
agricultural sector, which
was at about 10 per cent.
Inflation rate was a great
improvement over 16.4 per
cent attained in 2002. Yet
poverty was still biting
given the persistentincrease
in the price of petrol,
causing difficulties in the
transport sector. This
culminated in the tax on
petrol imposed by govern-
ment but later withdrawn.
This ostensibly was for the
purpose of fixing bad roads
and constructing new ones.
Many groaned about the
dilapidation of the roads
and the absence of tarred
roads to many rural areas.

Potable water and electr-
icity supply still remain a
luxury to many Nigerians
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but record is very scanty
about the progress made
and relevant government
agencies such as CBN and
Federal Office of Statistics
(FOS) failed to report on
these in their major data
bulletins. This remains a
problem of evaluating
government's effort even
when it is laudable in these
sub-sectors.

Total expenditure (capital
and recurrent) increased,
especially in the first half of
the year compared to 2002.
But given the budgeting
problems earlier enumera-
ted, government could have
performed better. Here we
must draw attention to the
stop-go problem of total
government expenditure
experienced since 1999.
This situation no doubt has
dealt incalculable harm to
the Nigerian economy. In
the first half of 2000, total
expenditure fell by 33 per
cent and rose by 77 per cent
in the first half of 2001. This
was to fall again in the first
half of 2002 by 17 per cent,
rising by 51 per cent in the
tirst half of 2003. Although
we have been comparing
first half expenditures as
reported by the CBN, it
must be said that a well
managed economy should
not be run like this. Itis an
indication of a badly man-
aged revenue accrual of
government or budget



(ii) tariff reform and

rationalisation for the

promotion of indus-
trial diversification;
deregulation and grea-
ter reliance on market
forces, particularly in
the down stream
activities of the crude
oil industry;

adoption of appropri-

ate pricing policies for

all commodities; and

(v) adoption of measures
to stimulate produc-
tion and broaden the
supply base of the
economy.

In spite of these laudable
policies, most of the results
there from remain socio-
economically undesirable,
particularly as such results
fell below expectation due
to:

(i) high operating costs
arising from the pri-
vate investments in in-
frastructural support
servicessuch as elec-
tricity and water
supplies;

(i) dearth of loanable

funds for long term

investment;
inadequate infrast-
ructure for the move-
ment, processing and
preservation of agricu-
ltural products;
persistent dependence
of the sector on imp-
orted inputs;

(v) theunbearable burden
of increasing demands

(ii)

(iv)

by all tiers of govern-
ment with respect to
taxes and levies, parti-
cularly with-holding
tax;

difficulty of getting
access to large farm
lands and credits;
and

(vii) capacity under utili-

zation

A careful examination of
Nigeria's annual budgets,
especially since 2001 to date
(2004) shows that the above
challenges informed the
philosophy and preparation
of the affected budgets. It is
therefore expected that the
key broad and specific
strategies of any budget to
overcome the identified
bottlenecks; directly and
indirectly impact positively
on the real sector would
need to focus on:

(i) reformation to make
the economy more pu-
rely market oriented,
private sector-led and
technology driven;

(i) employment genera-
tionand increased pro-
ductivity to reduce the
high rate of unemp-
loyment;

(iii) maintenance of price
and exchange rate
stability to create a
healthy balance of
payments;

(iv) improvement in the
performance of the
hard-core infrastruc-
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tural services;

(v) the establishment of
appropriate lending
rates for the attraction
of private entrepre-
neurs;

(vi) creation of consistency
in monetary and fiscal
policies aimed at
persistent reduction of
the dependence of the
real sector on imported
inputs;

(vii) improvement in credit
delivery and extension
services to small and
medium scale enter-
prises;

(viii) raising the level of
operational security of
business operations in
the real sector and the
entire economy at
large.

III. Threats to the Features
of Budgets

Whatever the degree of the
laudability of budget
policies particularly on the
real sector, their effective-
ness are usually threatened
by some features which
often prevent the attain-
ment of established targets.
Experience from previous
budgets reveals that such
features constitute the basis
of the failure of past econ-
omic policies, particularly
on the real sector of the econ-
omy. Some of such features
in the Nigerian economic
system include:

(i) Budget indiscipline



beyond” is designed, to
reinvigorate the economy
and put it on the path of
sustainable growth, devel-
opment and poverty
reduction. The critical issue
for this paper is the extent to
which the real sector
policies in the 2004 budget
are set to attaining the
foregoing established obje-
ctives. Against this back-
ground, this paper is in 6
parts. Following this
introduction is part Il which
examines the Nigerian real
sector. Part III looks at the
features which constitute
some threats to the success
of policies on the real sector
while part IV makes a
review of the real sector
policies in the 2004 budget.
Parts V and VI focus on the
prospects of the real sector
in 2004 and conclusion,
respectively.

II. The Real Sector of the
Nigerian Economy

The real sector of the econ-
omy is composed of such
sub-sectors as agriculture,
manufacturing, mining
(solid minerals), crude oil
and gas. Given this com-
position, it is no gainsaying
that the real sector of the
Nigerian economy const-
itutes the main driving force
of the country, such that no
sustainable development
can be achieved without a
well-developed and viable

Real sector. It is generally
accepted by policy makers,
economic planners, resear-
chers and professionals
irrespective of their ideo-
logical disposition, that
considering the contri-
butions of the sector to the
Gross Domestic Product
(GDP), national income and
employment, its appropriate
and adequate development
constitutes the most desir-
able means of improving the
quality and the standard of
living of the populace. It is,
therefore, a veritable chan-
nel of attaining the lofty and
desirable conceptions and
goals of economic mana-
gement for national transfo-
rmation and development.

In recognition of the fore-
going attributes of the real
sector, it is seen in Nigeria as
the potential leading sector
with latent resources whose
effective development could
pull up the rest of the
economy through backward
and forward linkages. In this
regard, government has
usually made some efforts
relying on its annual
budgets to facilitate its
growth. Arising from the
affirmed centrality of the
real sector as the pivot of
economic growth and dev-
elopment, is that its effective
management seems to be the
main hope in Nigeria like it
is in most developing coun-
tries that have large popu-
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lation, particularly for the
absorption of excess labour
resources.

Incidentally, the negative
impacts of the on-going
economic crisis on the
Nigerian economy have
created some challenges
which prompted the country
to adopt some adjustment
and reform devices aimed,
among other objectives, are
the:

(i) restructuring and
diversification of the
productive base of the
economy rooted in the
real sector;

(ii) achievement of fiscal
and balance of pay-

ments viability;

(iii) lessening of the domi-
nance of unproductive
investments, parti-
cularly in the real
sector; and

(iv) evolution of a private
sector-led economic
development pro-
cess.

Towards these ends has

been the reversal of Nigeria's

development approach from
economic regulation to
economic deregulation and
liberalization relying on
market forces to allocate
resources. Within this new
paradigm, particularly since
the inception of the civilian
administration in Nigeria,

are such policies as:
(i) trade and payments
liberalisation;



expenditure of government.
One of the problems of
government is the vagary of
oil revenue, always follow-
ing the pattern of crude oil
prices in the international
market.  Government is
therefore advised to:
Save any excess revenue
accruing beyond the
price of oil used in
formulating the budget;
Use part of this saving
to augment revenue
when the price of oil
falls;
Employ credible chan-
nels to forecast the price
of oil;
Expand rapidly Nig-
eria'seconomic base to
move away from mono-
culturalism and emb-
race diversification;
Improve the attractive-
ness of the Nigerian
economy by encoura-
ging programme app-
roach to financing; and
Make the economy
more conducive to fore-
ign direct investment
whatever it takes and
learn to manage the
disadvantages.

Such stop-go government
expenditure behaviour
makes business planning a
real hazard and the ruin of
the people's well being. A
national budget should be
better organized.

There are other policies of
government arising from

the implementation of
NEEDS about which the
people are exasperated.
This is not because the
policies are bad but because
the implementation is
flawed. Take just few
examples such as mone-
tization of public sector
workers' earnings, pension
reform and housing. These
are policies that affect
mainly government own
workers. What effect is this
going to have on govern-
ment revenue and will these
policies lead to savings or
they are just another way of
reducing government res-
ponsibility to its workers?
Evidence should show that
these policies improve due
process and enhance
government value for
money. People are still
looking for this evidence. In
the long run the people will
want to see this effect in the
improvement of general
well-being and noticeable
decline in corruption.

V. CO-ORDINATION OF
ECONOMIC MAN-
AGEMENT IN 2003

Where fiscal and monetary
policies run in parallel lines
and the legislature itself
care less, the economy can-
not be organized, let alone
used to improve the well-
being of the people. Very
little is now heard about
government intention to
secure N150 billion from the
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capital market that made
the round in 2003. This was
a real scare in 2003, not
because government was
going to compete with the
private sector in the capital
market but because one
wondered about which
projects government was
going to put the resources, if
not for on-lending to the
private sector. We have
come to a point where
government should restrict
itself to the projects inacce-
ssible to the private sector.
The target for deficit spend-
ing was pegged at a low rate
of 2.5 per cent of gross
domestic product (GDP)>.
Even if this was attained,
money supply (M2) soared
beyond its target growth
rate of 15 per cent to 21.2 per
cent in the first half of the
year and was expected to
grow by 42 per cent the
whole year. The exchange
rate also worsened even
though stable, moving from
120+ to 130+ to the dollar.
What is not clear to obser-
vers is why government
expenditure should cont-
inue to rise despite progress
in:
Privatisation;
Redirection of public in-
vestment to mainten-
ance of infrastructure;

Establishment of due
process;

Value for money in
government contracts
and consequent savings;



Establishment of graft
commission ICPC; and
Re-awakening of Code
of Conduct Bureau.

Further steps can be sugg-
ested along the following
lines:

Faster rate of privati-
zation, especially in the
energy sector;
Investment of the pro-
eeds of privatization in
capital projects dedica-
ted toreducing poverty,
through the private
sector;

Saving of the proceeds
of privatization that
cannot be so expended;
Saving of the proceeds
of loot recovery or
expenditure on poverty
reduction capital pro-
jects through the
private sector;
Re-examination of the
concept of National
Poverty Eradication
Programme (NAPEP),
emphasizing capital ex-
penditure and genera-
tion of sustainable
employment;
Concerted effort to limit
Government expen-
diture to resuscitating
and improving phy-
sical, social and
economic infrastruc-
ture; and

Institutional and cap-
acity building in sup-
port of theabove.

VI. SUMMARY AND
CONCLUSION

Budget 2003 contained the
appropriate measures and
policies but as we can see its
implementation is the
problem. We showed how
this problem arose from the
misunderstanding of the
concept and role of a
national budget by the
major players government
and the National Assembly
and to a lesser extent the
CBN.

The implementation
problem is exacerbated
by the project rather
than the programme
concept of national
budget;

The CBN will need to be
more independent, at a
higher level of autono-
my to ever play the app-
ropriate role of ensuring
macro-economic stab-
ility and development;
Exchange rate of the
naira to the dollar
should not be allowed
to encourage imports;
rather it should
encourage export; this
approach should dec-
ide whether the naira
should be depreciated
or not;

Special imports such as
machines, technology,

etc. Should be assisted
through fiscal mea-
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sures, some already in
existence;

The Tariff structure
should follow a similar
pattern while at the
same time respecting
international ECOWAS
and AU agreements
and pragmatically
obeying the WTO;
However, government
must recognize that
banning of certain
imports will lead to a
reduction of customs
revenue and be prep-
ared to make up the
shortfall elsewhere.

NEEDS is a welcome idea
but its goals will prove
difficult to achieve because
of the flaw in concept, based
as it is on projects rather
than programmes. For
example, if the implem-
entation in the medium
term inconveniences the life
of an average Nigerian, it
becomes counter-prod-
uctive. Butif it factors in an
improved well-being of the
people in an expanded
framework, the goals will be
more attainable. For
example, in selling govern-
ment-owned houses as a
project and displacing
current occupants, a
medium term programme
of personal house owner-
ship was needed. It will
permit the sale of the houses

to the highest bidder as one
whole unit and will resettle



Introduction

conomic develop-

ment in any eco-

nomic system revo-
lves around the issues of the
character, structure, pattern
and the evolution of desi-
rable inter-personal relat-
ions of production, alloc-
ation and the utilisation of
available resources in the
economy. Thus, in Nigeria's
quest to optimally develop
and efficiently manage such
available resources, equit-
ably allocate and effectively
utilize them and subs-
equently put economic dev-
elopment firmly on course,
national budgets are usu-
ally prepared as the short-
term components of an
underlying medium term
plan for the management of
the economy within the
conception of the frame-
work of the prevailing dev-
elopment problems.

REAL SECTOR POLICIES IN

THE 2004 BUDGET
By

Prof. A.l. Ayodele*

Incidentally, the democra-

tically elected civilian gov-

ernment in Nigeria inherited
an economy characterised,
among several problems by

(FRN, 1998):

() declining capacity
utilisation in the real
sector;

(ii) poor performance of
major infrastructural
facilities worsening the
performance of the real
sector;

(iii) large budget deficit;
and

(iv) rising levels of unemp-
loymentand inflation

Additionally, the Nigerian
economy faced grave
development problems of
import dependence, weak
industrial base, low level of
agricultural production, a
weak private sector, high
external debt overhang,
inefficient public utilities
and low level of social
services which all combined
to hamper the performance
of thereal sector in Nigeria.

Determined to move the
Nigerian economy and soc-

iety to a more desired state,
the civilian government
released the Nigerian
Economic Policy (NEP),
1999-2003 in which it feels
better placed to articulate
ways of using its subsequent
annual budgets to realize the
development goals stated in
that policy document. Thus,
the civilian government
imbibes annual budgeting as
a tool for effectively mana-
ging the Nigerian economy
under varying themes
within the framework of
economic recovery since
2000. Within this frame-
work, the thrust of annual
budgets in Nigeria has been
tolay asolid foundationfora
private sector-led economic
diversification and growth
in which unemployment
and poverty will be reduced
relying more on the real
sector of the economy.

Within the framework of
economic recovery enroute
the private sector led
growth, Budget 2004,
termed “Economic Reform
Agenda for 2004 and

*Prof. A.l. Ayodele is from the Economic Development Department, Nigerian Institute for Social and Ecomonic Research

(NISER), Ibadan.
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Electrical Equipment, Parts
Thereof, Sound Recorder,
Reproducers, Television
Image and Sound Recorder
and Reproducers, Parts and
Accessories of such
Articles
Tariffs reduced for 14
items, e.g. parts for air
conditioner [15 to 5%],
Fuses [25 to 5%], parts
for Fridges/freezers 25
to5%].
Tariffs increased for 2
items R20 batteries [40
to 45%], Finished tapes
[10t030%].
Existing tariffs to remain
1 item [Battery cages for
poultry industry [2.5%].
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the occupants by assisting
them to build or buy houses
elsewhere over a medium
term period. There is no
quick fix in sustainable
development.

This failure in conceptual
approach, in my view, is
responsible, as another
example, for increase in the
output of cassava that at the
same time threatens to
impoverish the farmers.
The price of garri continues
to fall while a lot of cassava
remains un-harvested. The
need for export and
industrial use of the product
was not factored into the
project of increasing cassava
output. A programme of
increasing farmers income
would have envisaged that.

Thus, Budget 2003 was a
success no doubt but the
impact on the people was
limited.
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