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CHAPTER 3
General Survey of The Economy

he real sector recorded a modest increase in real output in 2001. The level of external reserves

improved, although demand pressures in the foreign exchange market persisted resulting in the
depreciation of the nairaexchangerate in al the segments of the foreign exchange market. The fiscal
operations of the Federal Government resulted in adeficit of N221.1 billion or 4.0 per cent of GDP,
whiletherateof inflationrosefromasingledigit of 6.9 per cent inthepreceding year to 18.9 per cent at
end- December, 2001.

The gross domestic output, at 1984
constant factor cost, increased by 3.9 per
cent in 2001 compared with the growth rate
of 3.8 per cent achieved in 2000. All the
activity sectors contributed to the growth,
especially agriculture, manufacturing,
merchandise, transportation, finance and
insurance, and producers of government
services. Agricultural production recorded
agrowth rate of 3.7 per cent compared with
3.1 per cent in 2000. Similarly,

manufacturing production rose by 2.9 per
cent compared with an increase of 0.4 per
cent in 2000. As in the preceding year,
services and commerce flourished
reflecting the expansion in the fiscal
operations of government as well as the
substantial increase in aggregate demand,
arising from the wage increase in fiscal
2000.

Therelative contribution to the GDP by the
agricultural sector, comprising crops,
livestock, forestry and fishing, accounted
for 42.0 per cent of the total, while the
industrial sector, consisting of crude
petroleum, mining and quarrying, and
manufacturing, contributed 17.0 per cent.
The share of the services sector stood at
28.0 per cent, while the other sectors
accounted for thebalanceof 13.0 per cent.

Data from the Federal Office of Statistics
(FOS) showed that the inflation rate,

measured by the change in the average all-
items composite consumer price index for
the twelve-month period ended December,
2001, was 18.9 per cent compared with the
6.9 per cent in 2000. The major
contributory factor was the expansionary
fiscal operations of the government. Other
factors included the depreciation of the
naira exchange rate, inadequate power
supply, weak infrastructure, and high
lending interest rates, al of which resulted
inahigh cost of domestic production.

Provisional data on fiscal operations of the
Federal Government in 2001 indicated a
deficit of N221.1 billion or 4.0 per cent of
the GDP. The deficit was much higher than
the &103.8 hillion or 2.1 per cent of GDP
recorded in the preceding year and the
budgeted deficit of N201.5 billionor 3.7
per cent of GDPfor 2001. The deficit was
financed entirely from domestic sources,
through the use of excesscrudeoil proceeds
accumulated in the preceding year as well
astheissuanceof treasury bills.

The retained revenue of the Federal
Government amounted to 8797.0 billion,
comprising its share of the Federation
Account (N530.7 billion), VAT (N13.4
billion), Independent Revenue (N44.4
billion), share of Reserve Account (N117.0
billion) and Privatisation proceeds (N37.8
billion).

The aggregate expenditure of the Federal
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Government totalled N1,018.0 hillion,
representing a 45.2 per cent increase over
the expenditure in the preceding year,
which exceeded the budgeted total
expenditure by 8.7 per cent. The higher
expenditure level reflected increased
personnel and overhead costs over the
budget targets. Total expenditure consisted
of recurrent expenditure of N579.3 billion
and capital expenditureof N438.7 billion.

Recurrent expenditure was utilized as
follows: Transfers (45.9 percent),
Administration (31.2 per cent), Socia and
Community Services (13.7 per cent), and
Economic Services (9.2 per cent). Capital
expenditure was spent on Economic
Services(59.2 per cent), Transfers(17.4 per
cent), Social and Community Services
(12.2 per cent) and Administration (11.2
per cent).

The tota public debt of the Federa
Government outstanding as at end-
December, 2001 amounted to #4,193.3
billion, representing anincreaseof 4.9 per
cent over the stock at theend of 2000. Asa
proportion of GDP, total debt outstanding
was 76.4 per cent, down from 82.5 per cent
inthepreceding year.

Monetary growth in 2001 exceeded the
programmed targets by wide margins.
Broad money (M2) expanded by 27.0 per
cent asagainst the stipulated target of 12.2
per cent. Similarly, narrow money (M1)
increased by 28.1 per cent compared with
4.3 per cent target growth for the year. The
growth in monetary aggregates was
attributed to the expansionary effect of the
large fiscal deficit and the growth in net
foreign assets induced by favourable price
developments in the international oil
market during the first three quarters of

2001.

Aggregate banking system credit to the
domestic economy increased by 75.8 per
cent, compared with the 15.8 per cent target
for theyear. Inthe preceding year, therewas
a decline of 25.3 per cent. The growth in
creditin 2001 reflected increased lending to
both the public and private sectors of the
economy. Bank lending to the private sector
was 72.4 per cent of total, while 27.6 per
cent went to the public sector.

Interest rates trended upwards in 2001.
Banks average savingsdeposit rate, which
was 4.9 per cent at end-December 2000,
fluctuated upwards to 5.2 per cent in June,
but fell to 5.0 per cent in August and
remained at that level for therest of theyear.
Lending rateswere generally higher thanin
the preceding year. Average prime lending
rate, which was 21.3 per cent in January,
rose to 23.5 per cent in June and further to
26.0 per cent at end-December 2001.
Maximum lending rate rose from 25.6 per
cent in January to 31.2 per cent in
December. The increase in interest rates
reflected policy actionsaimed at restraining
excess liquidity in the banking system,
fuelled by the monetisation of oil receiptsas
well aslargefiscal deficit, inadditiontothe
oligopolistic structure of the banking
system which constrained competition.

There was renewed pressure on balance of
payments in 2001 in contrast to the
preceding year. The overall baance of
payments position recorded alower surplus
of 8429.2 hillion or 0.5 per cent of GDPR,
from N314.1 billion or 6.3 per cent of GDP
in the preceding year. This development
reflected the substantial decline in the
current account surplus, though the deficit
in the capital and financial accounts
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BOX 2
TheOligopolistic Structur eof
theNigerian Banking System

The Nigerian financial system comprised the CBN, 90
deposit money banks which together constituted the
monetary system, and other financial institutions
comprising 747 community banks, 6 development
finance institutions, 1 stock exchange, 1 commodity
exchange, 5 discount houses, 74 primary mortgage
institutions, 98 finance companies, 115 insurance
companies, and 80 bureaux de change. Despite this
number, only 10 banks dominate the Nigerian banking
system. The influence and power of these banks is
reflected in their share of the total deposits (53.1 per
cent), credit (46.5 per cent), and total assets (50.8 per
cent), of the industry in 2001. The oligopolistic
structure of the Nigerian banking system has been
influenced by a number of factors. Theseinclude: the
extensive branch network of theold generation banks
aswell asthe confidence/loyalty built over theyearsby
their customers. The patronage of these banks also
includes a substantial proportion of public-sector
funds being deposited. The dominance of the few
banks has tended to constrain competition and the
effectivenessof monetary policy.

The monetary authorities have made efforts to
encourage competition and efficient financial
intermediation through the liberalization of licensing
procedures. The minimum paid-up capital requirement
for banks has been raised periodically to strengthen
banks operations and enhance their efficiency. The
adoption of universal banking, which has streamlined
the operational focus of the banks, is also expected to
lead to increased competition. The monetary
authorities have also addressed the problems of
defaults and distress in the financial sector through
restructuring and outright liquidation in some cases, in
order to enhance public confidencein the system. The
deposit insurance scheme was put in place to protect
the interests of small and vulnerable depositors.
Regulatory oversight (both on-site and off-site) has
been enhanced to prevent distressand bank failure. The
introduction of a contingency plan by the monetary
authorities to address systemic banking crisis is
another policy initiative to enhance stability in the
banking system. Measures that could assist in
addressing the oligopoalistic structure of the banking

systemincludethefollowing:

Encouragement of foreign banks:

The new impetusfor encouraging of new banks should
be sustained in order to encourage the participation of
more foreign banks. Lessons of experience reveal that
financial liberalization promotes competition through
free entry and free exit. In this regard, banks are
expected to voluntarily increase their capital base in
order to meet the challenges of globalization and
withstand competition from highly-capitalised foreign
banks.

Mergersand acquisitions

To enhance competition, the current paid up capital for
foreign and existing banks should be made uniform.
Existing banks that cannot meet the capital
requirements should be encouraged to merge with
others. Acquisition by financially stronger banks
should be allowed to enhance the stability of the sector
andfoster competitionintheindustry.

Adoption of informationtechnol ogy:

Continued encouragement should be given to the
adoption and deployment of information technology.
Theuse of IT should provideimpetus for efficiency in
service delivery and contribute to the enhancement of
the paymentssystem. The banksshould also encourage
the use of plastic money and other near money
substitutes, including credit cards which could be
enhanced with the use of information technol ogy.
Public sector patronage of banks

There is the need for government to spread its
patronage of banks for itsrecurrent depositsand other
receipts. Withthe current revenuedriveby thevarious
government agencies and parastatals, banks should
competefor patronage, based on the quality of services
and competence. The ahility of the banks to handle
various government accounts effectively would
deepen the money market without concentrating
government fundsinafew banks.

Macroeconomic stability:

The current stance of government at attaining
macroeconomic stability should enhance the level of
savings and investment in the economy, thus creating
opportunities for banks. Macroeconomic stability
would also enhance the attractiveness of the Nigerian
economy to foreign investments, including foreign
banking institutions which will increase the level of
competitionintheindustry.
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narrowed during the year. The gross
external reserves at end-December 2001
stood at $10.45 billion, up from $9.4 billion
in2000.

Thenairadepreciated against theUSdollar
inal segments of the Foreign Exchange
Market . At the Inter-bank Foreign
Exchange Market (IFEM), the naira
exchanged attherateof 84102.1 =$1.00in
2000, but depreciatedto N111.9 = $1.00
in 2001. Apart from the initial sharp
depreciation in January, the exchange rate
was relatively stable for most of the year.
At the other segments of the market,
namely, the bureaux de change and the
parallel market, therate of depreciationwas
sharper asthevalue of the nairadeclined by
approximately 10.3 per cent.

Therewasagenera slowdown intheworld
economy in 2001, as world output grew at
an estimated rate of 2.4 per cent compared
with 4.7 per cent in the preceding year. The
development was traceable to the delayed
recovery in the U.SA., worsened by the
September 11 terrorist attack, continued
recession inJapan, and the weak consumer
demand in Europe and Asia. This was
further compounded by deteriorating
financial conditions in many emerging
economies and generally weak commodity
prices.

Asaresult of the above factors the demand
for oil, Nigerias maor export, fell
compared with the previousyear. However,
the relative stability in crude oil prices

during the year, occasioned by the OPEC
output cut, ensured that revenue from ail
did not deviate substantially from
projections. Indeed, during the first three
quarters of the year, Nigerias reference
crude, the Bonny Light, sold at an average
of $25.00 per barrel, resulting in excess
crude oil revenue above the budgeted
target.

The African Development Bank (ADB)
approved 134 [oan applications amounting
to UA2,372.36 million in 2001. Of this
amount, Nigeria obtained UA28.00
million, representing 1.2 per cent of the
total. In the ECOWAS sub-region, a new
Secretary-General was appointed for a
period of four years. Also, further impetus
was given to the efforts to promote a
Regional Airline, ECOAIR, and a coastal
shippingline, ECOMARINE.

The West African Monetary Institute,
Accra, Ghana, was established in January,
2001 to prepare the groundwork for the
adoption of a common currency, and the
establishment of a second central bank for
theWest African Monetary Zone (WAMZ).
The Authority of Heads of State and
Government of WAMZ, on 22nd
December, 2001 signed and adopted
recommendations for facilitating the
implementation of the W AMZ
Agreements, Statutes of the West African
Central Bank, and the ECOWAS
Stabilization and Cooperation Fund. It also
decided on the establishment of an
Exchange Rate Mechanism for WAMZ, the
development of the National Payments
Systems, the establishment of efficient
cross-border Payments Arrangements, the
operationalisation of the Stabilization and
Cooperation Fund, and the establishment of
the National Sensitisation Committee in
member Statesof WAMZ.
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CHAPTER 4
The Financial Sector

I n 2001, the growth in monetary aggregates continued to be excessiverelativeto targets set whilethe
outcome with respect to inflation and interest rate developments remained unsatisfactory.
Monetary growth was influenced mainly by the substantial increase in aggregate bank credit to the
domestic economy, reinforced by therisein foreign assets (net) of the banking system. Money market
developments were influenced by the state of the banking system'’s liquidity and the various control
measures adopted to stem the excessive growth of domestic liquidity. The introduction of the CBN
certificate during the year was an additional tool by the Bank to address the seemingly intractable
liquidity overhang in the banking system. Capital market indicators, however, showed relative
improvementsin 2001, in spiteof theupward movements ininterest rates.

n order to effectively supervise and regulate the non-bank financial institutions, the CBN

established a new Department called Other Financial Institutions Department (OFID). In all, the
Nigerianfinancial system comprised the CBN, 90 deposit money bankswhich together constituted the
monetary system, and other financial institutions comprising 747 community banks, 6 development
finance institutions, 1 stock exchange, 1 commodity exchange, 5 discount houses, 74 primary
mortgageinstitutions, 98 finance companies, 118insurance companiesand 80 bureaux de change.

narrow money supply (M1) increased by
28.1 per cent, compared with the 4.3 per

(@)

Monetary and Credit Devel opments

The growth in monetary aggregates was
excessive and substantially out of linewith
the prescribed targets. The expansion was
induced by the monetisation of excess
crude oil receipts, the proceeds of the GSM
licensing fees, savings from the previous
year and themonetary financing of Federal
Government fiscal deficits. Broad money
supply (M2) rose by 27.0 per cent to
N1,315.9 hillion, as against the 12.2 per
cent target stipulated for thefiscal year and
the 48.1 per cent rise in 2000. Similarly,

cent target growth rate for fiscal 2001 and
theincrease of 62.2 per cent recorded ayear
earlier. Nevertheless, the observed growth
represented a deceleration compared with
therapid accelerationin the preceding year,
reflecting the impact of the various policy
actions taken by the CBN to address the
problem of excess liquidity in the banking
system. The growth in M2 reflected the
increasesin both M1 and quasi-money. The
expansionin M1in 2001 wasinfluenced by
the substantial growth in aggregate bank
credit to the domestic economy, reinforced
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(b)

by theincreasein foreign assets (net) of the
banking system.

The sharp declinein other assets (net) of the
banking system, as well as the substantial
increase in quasi-money, however, exerted
a moderating influence on M1 growth.
Quasi-money grew by 25.3 per cent to
N499.2 billion, compared with the 29.9 per
cent increasein 2000. The demand deposit
component of M1 rosesignificantly by 31.4
per cent to N478.0 billion during the year,
constituting 58.5 per cent of the money
stock (M1), compared with 57.0 per cent a
year earlier. Consequently, the currency
component fell to 41.5 per cent, from 43.0
per centin 2000 (Table4.1).

Banking SystemCredit
Aggregate banking system credit to the

domestic economy rose sharply by N357.8

200

billion or 75.8 per cent, in contrast to the
decline of 84160.0 billion or 25.3 per centin
the preceding year. Thegrowth, whichwas
substantially out of line with the target of
15.8 per cent, reflected the increase in
credit to both the Federal Government and
the private sector, with thelatter accounting
for 72.4 per cent of thetotal increase.

The rise in credit to the Federal

Government resulted from the huge fiscal
deficit financed by the CBN, while credit
expansion to the private sector reflected the
persistent demand pressure in the foreign
exchange market during the year. Net
clams on the Federal Government rose
sharply by N98.8 hillion or 79.7 per cent
during the year, in contrast to the 170.1 per
cent decline recorded in 2000 and the 2.6
per cent growth target for fiscal 2001.
Banking system credit to the private sector
rose substantially by 43.5 per cent during
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the year, compared with the growth target
of 22.8 per cent and the 30.9 per cent
increasein 2000. Theexpansionincreditto
the private sector remained within target
during thefirst four months of the year, but
rose sharply thereafter, culminating in an
increase of 43.5 per cent at the end of the
year. Bank credit to the state and local
governments also increased sharply by
N19.2 billion or 254.7 per cent during the

200

(©

The rise in claims on the sub-sector
continued to be influenced by develop-
ments in the foreign exchange market
(Table4.2).

Central Banking

Movements in the assets and liabilities of
theCBN in2001indicated anacceleration
in the growth of the monetary base. It
increased by N130.4 billion or 34.9 per
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year, compared with the N5.5 hillion or
259.9 per cent riserecorded ayear earlier.

The growth during the year was attributed
entirely to the sharp increase in deposit
money banks claims as these tiers of
government resorted to massive borrowing
from banks. This compelled the CBN, in
July 2001, to request all licensed banks to
make additional prudential provisions for
credit extended to all tiers of government
andtheir agencies. Credit tothecoreprivate
sector, which constituted the bulk (96.7 per
cent) of lending to the sector, rose
substantially by N239.6 billion or 40.8 per
cent during the year, compared with the
29.9 per cent increase in the previous year.

cent, compared with the 36.6 per cent
growth in 2000. The main sources of the
increase werethe substantial increasein net
credit to the Federal Government and the
riseintheforeign assets(net) of theBank.

Total Assets

Total assets of the CBN increased by
N283.3 billion or 15.8 per cent to N2,075.4
billion, compared with the 44.7 per cent
increase in the preceding year. Both the
domestic and foreign assets of the Bank
increased during the year. The domestic
assets, mainly investments in government
securities, rose substantially by #N210.4
billion or 32.4 per cent, compared with the
increase of N9.1 billion or 1.8 per cent in
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(i1)

(d)

the preceding year. The rise in domestic
assets reflected largely the substantial
increase in the Bank's holding of treasury
bills, following the conversion of
outstanding Ways and Means Advances
totalling &113.0 billion as a end-
December, 2001 intotreasury bills, thebulk
of which was absorbed by the CBN. Other
assetsfell significantly by 8418.6 billion or
35.1 per cent to 834.4 hillion during the
year. Theforeign assetsof theBank roseby
N91.5 billion or 8.4 per cent to N1,181.7
billion, constituting 56.9 per cent of the
total assets, compared with the substantial
increaseof 99.3 per centin 2000.

Total Liabilities

The increase of 15.8 per cent in total
liabilities of the Bank was reflected in the
growth of deposits, currency, paid-up
capital, general reserves and ‘other’
liabilities of the Bank. The Bank's deposit
liabilitiesroseby 13.5 per centto &1,131.7
billion, constituting 54.5 per cent of the
total liabilities. The currency liabilitiesalso
rose by 30.0 per cent to N403.5 billion,
compared with the 48.9 per cent increase a
year earlier. Similarly, the'other' liabilities
rose by 9.3 per cent to N502.8 hillion,
compared with theincrease of 15.1 per cent
in the previous year. The Bank's paid-up
capital was increased from &0.5 billion to
N3.0 billion, following the approval to that
effect by the Board of Directors. The
general reservesincreased to 8434.5 billion
from#&23.90 billion in2000.

Deposit Money Banks

The dichotomy between commercial and
merchant banking was removed in 2001,
following the adoption of universal
banking. Under the system, the erstwhile
commercial and merchant banks

transformed into deposit money banks and
were allowed to engage in both money and
capital market activities, as well as in
insurance business, depending on
individual bank's operational preference.
The oligopolistic structure of the sector,
however, remained as ten banks out of the
ninety in operation accounted for 50.8 per
cent of total assets, 53.1 per cent of total
deposit liabilities, and 46.5 per cent of total
credit compared with 49.3, 52.5, and 40.2
per cent respectively in 2000.

Aggregate assetsliabilities of deposit
money banks stood at N2,167.3 billion,
representing an increase of &462.9 billion
or 27.2 per cent over the level at end-
December 2000. Total funds available to
the banks during the period amounted to
N593.8 hillion. The funds were sourced
mainly from a reduction in clams on
government (N110.9 billion), increases in
deposits (N178.2 hillion), unclassified
liabilities (8197.9 billion), and enhanced
capitalisation (;N85.3 billion) among other
sources. Thefundswere utilised mainly to
increase reserves (N182.6 billion), foreign
assets holdings (N82.0 billion), claimson
the private sector (N206.5 billion), and to
acquire other assets (N113.4 hillion),
among others.

The structure of banks' deposit liabilities
indicated that demand deposits accounted
for 47.3 per cent, while savings and time
deposits and foreign currency deposits
constituted 47.7 and 5.0 per cent,
respectively in 2001. These compare
figures with 47.6, 47.1, and 5.3 per cent,
respectively, in 2000 (Tables 4.3 and 4.4).
Anaysis of the capital adequacy ratio
(CAR) of the banks during the period
indicated that 67 banks recorded between
14.0 and 18.0 per cent while 13 others had
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between 8.0 and 14.0 per cent. Ten banks
recorded a CAR below the statutory
minimum of 8.0 per cent.

Aggregate credit to the domestic economy
by deposit money banks amounted to
N998.3 hillion, representing an increase of
N191.3 hillion or 23.7 per cent over the
level achieved at end-December 2000.
Claims on the private sector rose
substantially by &256.5 billion or 43.6 per
cent, while claims on central government
fell by N65.2 billion or 29.8 per cent,
resulting from thedivestment of holdingsin
government securities. Total loans
increased by N199.8 billion, or 36.4 per
cent, to &N748.1 billion, representing 88.6
per cent of total claimsonthe private sector.
Credit operations of deposit money banks
in 2001 tended to favour the less-
productive sectors of the economy as only
46.2 per cent of the total credit granted in
2001 went to agriculture, solid minerals,
exports and manufacturing, compared with
48.2 per cent in 2000. The computed
liquidity ratio for deposit money banks
averaged 55.1 per cent, compared with the
statutory minimum of 40.0 per cent.
However, 16 bankswere unableto meet the
minimum liquidity ratio at the end of the
year. The average loan to deposit ratio was
78.9 per cent, reflecting substantial over-
trading relative to the prudentia limit of
475 per cent. In all, about 67 banks
reported higher loan-deposit ratios relative
to the prudential limit. In terms of
profitability, the banking system
maintained afairly stabletrend in thefour
quarters of the year as it recorded NN24.0
billion, 823.0 billion, &27.0 billion and
N23 billion in the first, second, third, and
fourth quarters respectively. However,
incomefrom the corefunctionsof the banks
was generally not sufficient to cover the

operating expenses, including provisions,
thus culminating in fourteen (14) banks
recording losses during the year, while 16
banks had overdrawn positions with the
CBN at theend of theyear.

The number of community banks in
operation was 747 at the end of 2001 as
against 881 in 2000. However, only 128
reported their operations to the CBN. The
establishment of the Other Financial
Institutions Department (OFID) within the
CBN further strengthened the Banks
regulatory and supervisory framework for
the sub-sector.The Bank embarked on a
verification exercise during the year to
ascertain the exact number of CBs in
operation. At N4.9 billion, total
assetg/liabilities of the 128 reporting CBs
declined by 59.3 per centin contrast tothe
increase of 51.8 per cent in 2000. Capital
and reserves of the banks also declined by
N1.7 billion, or 62.7 per cent, to N1.0
billion.

Loans and advances granted by the
reporting banks declined by 64.2 per cent
incontrast to theincrease of 39.4 per cent
in 2000, whileinvestment declined by 32.4
per cent. The sectoral analysis of the loan
portfolio of the reporting banks indicated
that agriculture and forestry lost their
dominanceto general commerce during the
period. Loans and advances to genera
commerce represented 36.9 per cent of the
total, miscellaneous and
transportation/communication received
25.4 and 19.9 per cent respectively, while
manufacturing got 8.4 per cent. The
average loan/deposit ratio of the banks
declined to 39.9 per cent from 47.6 per
centin 2000 (Table4.5)
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(i)

Discount Houses

Discount housesrecorded marginal growth
in their operations in 2001 relative to the
bullish performance in 2000. At N32.4
billion as at end-December 2001, total
assets/liabilities of discount houses
increased by N2.1 billion, or 6.9 per cent,
compared with the substantial increase of
101.1 per cent in 2000. Funds available to
discount houses in 2001 amounted to 9.7
billion. These funds were sourced mainly
through divestment of treasury securities
(NN2.2 billion), increased miscellaneous
liabilities (NN4.5 billion), and addition to
capital and reserves (N1.2 billion), among
other sources. The funds were utilised to
repay matured obligations in the form of
money at call (N4.0billion),increaseclaims
on deposit money banks (2.7 billion) and
to raisethe cash holdings and balanceswith
banks (N1.6 billion), among other uses.
Investment in short-dated securities
amounted to&12.1 billion at the end of the
year, representing 40.4 per cent of total
assets compared, with the stipulated
minimum target of 60.0 per cent for fiscal
2001. Thegearingratio remained very low
at 0.03:1 asagainst the stipul ated maximum
of 50:1 for discount houses, indicating low
exposure by the houses to outside finance
(Table4.6).

Finance Companies

The number of finance companies in
operation rose to 98 in 2001 from 93 in
2000. Of this number, 34 reported on their
operations to the CBN. Total
assets/liabilities of the companies
amounted to &12.9 billion, indicating an
increase of 63.9 per cent over the preceding
year's level. Funds available to the

(iii)

(iv)

companies amounted to 85.3 billion. The
funds were sourced mainly from

borrowings (3.3 billion), increased other
liabilities (N633.7 million), and addition to
capital and reserves (N846.6 million),
among others. The funds were utilized to
boost loans and advances to their clients
(N2.3 hillion), increase investments (N1.1
billion), and acquire miscellaneous assets
(M1.2 billion), among other uses. The
performance of finance companiesin 2001
represented a marked improvement,
relative to 2000, as major indicators
showed upward trends, suggesting areturn
of confidence in the activities of the
companies(Table4.7).

Primary Mortgage I nstitutions(PM1s)
There were 74 primary mortgage
ingtitutions in operation at end-December
2001. Of this number, 43 rendered their
statutory returns to the regulatory
authorities. Total assetdliabilities of the
reporting PMIs stood at &33.5 hillion.
Investments accounted for 61.0 per cent
of assets while loans and advances
constituted 22.0 per cent. On the liabilities
side, thelevel of paid-up capital/reservesof
PMIs remained low relative to the
authorised capital asonly N4.3 billion was
available out of the authorised capital of
N45.0 billion for the reporting
ingtitutions. Thirteen PMIs fully met the
minimum paid-up capital requirement of
N100 million during the period under
review. At N22.3 billion, mortgage
depositsaccounted for 66.6 per cent of total
liabilities, while other liabilities accounted
for 12.5 per cent.

I nsurance Companies

Insurance businessreceived aboost in 2001
compared to the preceding year. Aggregate
assetg/liabilities of the 44 companies that
reported on their operations amounted to
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N54.7 billion, reflecting anincrease of 26.0
per cent over the preceding year'slevel. The
sum of MN11.3 billion accrued to the
companies during the period. The funds
were mainly from the increase in premium
income (MN5.1 billion), accumulation of
insurance funds (82.9 hillion); increased
“other” liabilities (N1.4 billion), and
accretion to reserves (1.0 billion), among
others. These funds were utilized to
increase outgoings (&4.8 billion),
investments (N3.8 hillion), loans and
advancesto various sectors of the economy
(N1.4 hbillion), and “other” assets (N0.7
billion), among others(Table4.8).

At N1.9 billion, total loans and advances of

the reporting companies rose by 287.0 per
cent, in sharp contrast to adeclineof 9.7 per
cent in 2000. Sectoral analysis of loansand
advances showed that loans to policy
holders and staff stood at N1.7 hillion,
constituting 87.0 per cent of the aggregate
loan disbursements in 2001. Building
construction and mortgage loans declined
from &218.2 million in 2000 to N187.6
million, representing 10.0 per cent of the
total loans. General commerce had 839.0
million, constituting 2.0 per cent of the
total, while services received N8.7 million
or 1.0 per cent of the aggregate loans. The
manufacturing sector received only NO.4
million which represented adecline of 66.7
per cent fromthepreviousyear'slevel.

Aggregate investments stood at N9.2
billion at end-December 2001, reflecting an
increase of 62.4 per cent, as against a
decline of 10.3 per cent in 2000.
Investmentsin private securitiesdominated
insurance companies portfolio as they
accounted for N8.1 billion or 87.9 per cent
of total investmentsin 2001, compared with
5.1 billion or 94.1 per cent in 2000. The
proportion of the companies holdings of

significantly by 328.8 per cent to &1.0
billion, in contrast to a decline of 4.2 per
cent in 2000. Similarly, their share of
foreign investments increased by 17.3 per
cent, asagainst adecline of 76.7 per cent in
2000.

Aggregate financial savings amounted to
N540.7 hillion at end-December 2001,
representing an increase of &4117.9 billion
or 27.9 per cent over the level achieved in
2000. Theratio of financial savingsto GDP
was 9.9 per cent, representing an
improvement over the level of 8.1 per cent
attained in the previous year. Deposit
money banks maintained their dominance
as the magjor depository institutions within
the financial sector. The banks accounted
for 92.3 per cent of total financial savings,
compared with 95.2 per cent in 2000. Other
depository institutions, including PMIs,
Life Insurance Funds, the Nigerian Social
Insurance Trust Fund, and Community
Banksheldthebalanceof 7.7 per cent.

Activities in the money market in 2001
were influenced by the liquidity profile of
the banking system and the various actions
taken by the CBN to stem the excessive
growth in domestic liquidity. Among such
actions were the progressive increases in
the CBN'sminimum rediscount rate (MRR)
by 650 basis points between January and
September, the upward review of the cash
reserve requirement and the liquidity ratio
of deposit money banksfrom 10.0 and 35.0
per cent respectively to 12.5 and 40.0 per
cent respectively, aswell astheintroduction
of the CBN certificate. New issues of
treasury bills were also made to refinance
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Ways and Means Advances outstanding to
the Federal Government in 2001.

Consequently, total money market assets
outstanding rose by 27.2 per cent toN660.0
billion at end-December 2001, compared
with the 31.3 per cent increasein 2000. The
levels of Commercial Papers (CPs),
Bankers Acceptances (BAs) and Eligible
Development Stocks (EDS) also increased
while banks divested all their holdings of
Certificates of Deposits (CDs) during the
year. Treasury billsremained the dominant
instrument in the money market in 2001,
accounting for 88.6 per cent of total money
market assets outstanding, compared with
89.7 per centinthepreceding year.

Thelnter-bank FundsMarket

The inter-bank funds market witnessed a
significant increase in the volume of
transactions in 2001, compared with the
preceding year. Theincreased activity was
attributable to the upsurge in the demand
for foreign exchange which compelled
banks to access the market for funds to
cover their bids in the Inter-bank Foreign
Exchange Market (IFEM), as well as the
partia funding of the Global System of
Mobile Communications (GSM) project
duringtheyear.

The volume of transactions rose by 32.6
per cent over the previous year's level to
N1,399.5 billion, averaging &4116.6 billion
monthly, compared with &N88.0 hillion in
2000. Transactionsin overnight call money,
which constituted the dominant maturity
(59.3 per cent), increased substantially
from N538.8 hillion in 2000 to N830.1
billion in 2001.The average rate on
overnight funds aso fluctuated upwards
from 15.4 per cent in January to 24.6 per
cent in December, 2001, reflecting the
impact of demand pressure and tightening
monetary policy. The average rates for

(i1)

placements of various maturities exhibited
asimilar pattern. The rate on 30-day and
90-day maturitiesrosemarkedly from 17.3
and 17.8 per cent in January to 29.1 and
31.5 per cent, respectively in December,
2001.

Treasury Bills

Primary issues of treasury hills, including
roll-overs, amounted toN1,985.5 billion in
2001, compared with 81,629.1 billion in
the preceding year. New issues, amounting
to N113.0 billion (with a face value of
N119.0 billion), were made in December to
liquidate CBN Ways and Means Advances
outstanding to the Federal Government.
Consequently, total treasury bills
outstanding rose from N465.5 billion at
end-December 2000 to N584.5 billion in
December, 2001.

Degspite the high liquidity in the banking
system and the enhanced yield on the
security, public subscription to total issues
fell to 46.3 per cent from 77.2 per cent in
2000, whilethebalance of 53.7 per cent was
taken up by the CBN, bringing the Bank's
holding toN325.3 billion or 55.7 per cent of
the total, compared with N87.4 hillion in
the preceding year. The decline in public
patronage of theintervention securitieswas
attributable largely to banks preference for
foreignexchangeinthel FEM.

Deposit money banks' holdings fell from
N288.2 hillion, or 61.9 per cent of total
outstanding in December 2000 to &199.3
billion or 34.1 per cent at end-December,
2001. Similarly, holdings by non-bank
investors declined to &59.9 billion or 10.3
per cent fromMN90.0 billion or 19.3 per cent
in 2000 (Tables 4.9 and 4.10). Gross
rediscounts of treasury bills, including
repurchase transactions (Repos), fell to
N320.6 billion from N403.7 hillion in
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(iv)

2000, asaresult of the high rediscount rates
associated with such transactions during
theyear, aswell asthe highliquidity profile
of thebanks.

TheCBN Certificate

The CBN introduced itsown money market
instrument, the CBN certificate, in
February 2001, in order to address the
lingering problem of liquidity overhangin

40

v)

the relative unattractiveness of the
securities compared with other instruments
of similar maturity. Thus, average monthly
issues fell from &570.9 million in 2000 to
N510.3millionin 2001. Asintheprevious
four years, all the outstanding issues were
held by the non-bank public.

Commercial Papers(CPs)
Investment in Commercial Papers (CPs) by
deposit money banks rose further in 2001,
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theeconomy. Theinstrument wasissued in
two tranches of 180-day and 360-day
tenors, with minimum investment of
N250,000 and in multiples of &50,000
thereof. The total amount offered by the
CBN and public subscriptions amounted to
N256.0 billion and N118.2 billion,
respectively. However, certificates of 180-
day maturity worth &53.4 billion matured
and were repaid during the year.
Consequently, the outstanding public
investment in theinstrument stood at 64.8
billion as at end-December, 2001 (Table
4.12).

Certificatesof Deposits(CDs)

Transactions in negotiable certificates of
deposits (CDs) declined further in 2001.
The decline resulted from the excess

Jul

(vi)

Aug Sep Oct Nov  Dec

in continuation of the trend observed since
1999. As aprincipa supplement to bank
loans for the purpose of meeting seasonal
credit requirementsof the private sector, the
level of CPs held by the deposit money
banks increased significantly from a
monthly average of 821.2 million in 2000
toN29.0millionin2001.

Bankers Acceptances(BAS)

The level of Bankers' Acceptances (BAS)
rose substantially in 2001, reflecting
increased investments by deposit money
banksand discount housesin theinstrument
during the year. Holdings by banks

increased from amonthly average of N17.7
billion in 2000 to M26.6 billion in 2001,

~liquidity in the banking systemasswellas
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while that by discount houses increased
from&N4.4 billiontoN5.4 billion during the
period (Table4.11). The growth of the BAs
market during the year reflected largely the
riseinthefinancing requirementsof private
sector agents, particularly for
import/export transactions.

Open Market Operations(OMO)

Open Market Operations (OMO) remained
the primary instrument of liquidity
management by the CBN in 2001. A total
of fifty-two (52) weekly auctions of OMO
were conducted during the year, compared
withforty-seven (47) sessionsin2000. The
demand for intervention securities declined
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in 2001, compared with the previous year,
followinglargely theincreased demandfor
foreign exchange by deposit money banks.
Thus, total bids declined by 16.4 per cent to
N403.3 billion from N482.6 billion at end-
December, 2000. Total sales, however, rose
by 21.6 per cent to N386.9 billion,
averaging N32.2 billion monthly,
compared with N26.5 billion in the
preceding year, reflecting the preval ence of
aliquidity surfeit in the banking system in
2001 (Table4.11).

There was a remarkable improvement in
capital market activities during the year, as
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(i)

(@

most indicators exhibited upward trends.
The volume, value and number of
transactions in the secondary market
increased, while market capitalization and
the value index rose substantially. Market
capitalization rose sharply by 40.1 per cent
from N472.9 billion in 2000 to N662.6
billion at end-December, 2001.

TheAbujaStock ExchangePlc

In an effort to streamline the institutional
arrangements in the secondary market, the
Abuja Stock Exchange Plc, which was
commissioned in 2000, was re-named
Abuja Commodity Exchange, thereby
changing the operational focus of the
institution from being astock exchangetoa
commodity exchange

Nigerian Stock Exchange (NSE)
TheNigerian Stock Exchangeremained the
only stock exchange in the economy with
there-naming of the AbujaStock Exchange
to Abuja Commodity Exchange. During
theyear, the Exchange made some progress
inimproving market infrastructure through
the upgrading of the automated trading
system, expansion in investors, base, and
consolidation of its global outlook. The
Exchange signed an additional
Memorandum of Understanding (MOU)
with the Egyptian Stock Exchange in
anticipation of the proposed international
listing of major government parastatalsin
the course of the privatisation exercise.
Three (3) MOUs had earlier been signed
with similar stock exchanges in Africain
thelast threeyears.

TheSecondary Market

The impressive performance recorded in
2000 continuedin 2001. A total of 5,930.2
million securities, valued at 857.7 billion,
were traded in 426,163 deal s, representing
increases of 18.7, 104.9, and 65.9 per cent

(b)

(©)

in volume, value, and number of
transactions respectively. As in the
preceding years, trading in equities
dominated themarket with atotal of 5,890.8
million shares worth N57.7 billion,
representing 99.3 and 99.9 per cent
respectively, of thetotal volume and value
of traded securities during the year. The
industrial loan stock continued to be
dormant, while trading in government
development stocks rose both in volume
and valuefrom 8.7 millionand&N8.1 million
respectively in 2000 to 39.3 million and
N35.6millionin2001 (Table4.13).

Equity Prices

The Central Bank's all-sector equity price
index improved during the year, reflecting
price gains in the commercia and services
sectors and a significant turn-around in the
manufacturing sector. At 10,965.0 (Dec.
1984=100), the all-sector price index rose
by 35.2 per cent as against the rise of 54.0
per cent in 2000, with all the sectors
contributing to the increase. The
manufacturing sector led other sectorswith
a growth of 61.0 per cent. The services
sector followed with an increase of 48.6 per
cent, while the commercial and financia
sectorsaccounted for 35.7 and 27.9 per cent
respectively. The agricultural sector,
however, recorded a decline of 19.9 per
cent. Within the financia sector, the
banking sub-sector showed the strongest
performance while the building materials
sub-sector in the case of the manufacturing
sector, showed the most remarkable growth
during theyear.

New |ssues

Activities in the new issues market
increased further during the year. The
Exchange considered and approved 27
applicationsfor new issues, valued at :438.0
billion in 2001, as against 21 applications
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for new issues worth N35.5 billion
approved in 2000.  All but two of the
approvals in 2001 were for the raising of
new funds, as companiesre-capitalised and
restructured to take advantage of emerging
business opportunities. Ten applications,
or 37.0 per cent of the total, were for banks
in the form of rights and public
subscriptions.

(d)

Federal Government Devel opment Stocks
The value of Federal Government
development stocks outstanding declined
further in 2001 to &1.8 billion from N2.1
million in 2000, following the redemption
of two matured devel opment stocks, worth
N0.3hbillion, during theperiod.

Holdings of development stocks continued
to be dominated by special funds
maintained withthe CBN, which accounted
for 50.0 per cent of the total outstanding.
Holdingsby other investorsremained at the
previous year's level except for the CBN's
direct holding which declined marginally
from NO.7 billionin2000to™N0.6 billionin
2001. However, the CBN and special funds
accounted for 84.0 per cent of the tota
stocks outstanding in 2001, compared with
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CHAPTER 5
Fiscal Operations

evelopmentsintheinternational oil market impacted positively on Government financesin 2001.

Total federally-collected revenue amounted to N 2,231.5 billion, showing anincrease of 17.1 per
cent over thelevel in 2000. Thelevel of Federal Government retained revenuerose by 33.4 per cent to
N797.0 hillion, owing to increased earnings from both oil and non-oil sectors. Similarly, total
expenditure rose by 45.2 per cent to N1,018.0 billion, resulting in an overall deficit of N221.1 billion
(4.0 per cent of GDP), compared with adeficit of N103.8 billion (2.1 per cent of GDP) in 2000. The
deficit wasfinanced entirely from domestic sources.

Gross federally-collected revenue in 2001
amounted to N2,231.5 billion, representing
an increase of N325.4 billion or 17.1 per
cent over the level in 2000. The improved
performance reflected the rise in crude oil
price above the budget benchmark of US
$22.00 per barrel and the higher receipts
from import duties, as a result of the
comprehensive (100.0 per cent) import
destination inspection scheme introduced
duringtheyear.

A breakdown of grossrevenue showed that
revenue from the oil sector rose by 7.3 per
cent to &1,707.6 billion, constituting 76.5
per cent of total revenue. Receipts from
crude oil exports declined marginaly by
1.4 per cent to N934.2 billion and
congtituted  54.7 per cent of gross oil
revenue. Revenue from petroleum profit
tax, royalties, etc., rose by 21.7 per cent to
N639.2 billion and accounted for 37.4 per
cent, while the share of domestic crude oil
sales stood at N121.5billionor 7.1 per cent
of grossail receipts(Tableb.1).

The sum of N804.1 billion, representing
“first charge” was deducted from the gross
oil receipts. Thisrepresented an increase of
95 per cent over the N734.1 billion
deducted in 2000. The higher deduction
was due to the improved funding of oil
production and the increased external debt
service payments. Total deductions
included joint venture cash calls (N391.9
billion), external debt service payments
(N232.2 billion), NNPC priority projects

5.1.1.

(N38.1 billion), excess crude oil proceeds
account (N97.2 billion), and excess PPT
and Royalty (MN44.6 billion). Thus, net oil
revenue rose by 5.4 per cent to N903.5
billion, comparedwiththe level in2000.
Revenue from non-oil sources grew by
N209.5 hillion, or 66.6 per cent, to N524.0
billion, compared with theincrease of 39.9
per cent recorded in 2000. The companies
income tax component of non-oil revenue
increased by 34.4 per centtoN68.7 billion,
compared with N51.1 billion in 2000.
Similarly, customs and excise duties and
value-added tax yielded d170.6 and 491.8
billion respectively, reflecting increases of
68.1 and 56.9 per cent respectively over the
levels in 2000. The comprehensive
destination inspection of imports and the
opening of additional VAT offices
contributed significantly to the improved
performance of non-oil revenue. Tax on
petroleum products amounted to N30.2
billion, while independent revenue of the
Federal Government rose by 6.3 billion,
or 16.5 per cent,toN44.4billion.
Federation Account Allocation

The sum of 41,599.4 billion accrued to the
Federation Account in 2001, compared
with&1,262.5 billion in 2000, representing
anincrease of 26.7 per cent. Of thetotal, the
sum of N1,298.3 hillion was shared by the
threetiers of government and special funds
showing an increase of N246.7 billion, or
23.5 per cent, over the N1,051.6 hbillion
distributed in 2000. Theincrease reflected
thedistribution of excesscrudeoil proceeds
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BOX 3
Destination I nspection and
Revenue Perfor mance in 2001

Goods imported into the country are generally
required to undergo inspection either at the
country of origin or on arrival at Nigerian ports.
The former is referred to as pre-shipment
inspection while the latter is called destination
inspection. Inspection is undertaken to arrest the
drain of foreign exchange reserves, to ensure that
the goods imported meet the quality and quantity
standards as well as price and legality

requirements. Another reason for inspectionisto
ensure that appropriate duties are paid on the
imports.

Prior to May 2001, pre-shipment inspection was
undertaken to achieve the above objectives.
However, it created anumber of problems, such as
delaysinthe clearance of goodsand disputeswith
regard to duty assessment. Destinationinspection,
whichinvolves 100 per cent physical examination
of al containerized imports into the country, was
introduced to replace the pre-shipment inspection
scheme.

Under destination inspection, the appointed
inspection agents or the Nigerian Customs or
both are to examine the goods at the port of
destination in the presence of the importer or his
agent. After a successful examination, al the
parties who participated in the joint examination
are required to sign the examination report to

and receiptsfrom the sale of GSM licences.
The difference between gross receipts and
theamount distributed reflected transfersto
the stabilization account (N17.4 billion),
federation reserve account (N20.4 billion),
VAT Pool Account (N91.8 billion), Federal
Government independent revenue (N44.4
billion), National Judicia Council (8.8
billion), and others(d118.4 billion).

A breakdown of the distribution showed
that the Federa Government received

enable the Nigerian Customs to tally the goods,
reconcile the detail s on the manifests and bills of
lading and ensure that appropriate duties and
other relevant charges are paid in respect of the
goods.

Since the implementation of the policy
commenced in May 2001, available data show
that it has impacted positively on revenue
performance, especially on customs and excise
duties, as well as on Value Added Tax (VAT).
From a monthly average of 8410.0 billion in the
first quarter of 2001, customs and excise duties
rose to N411.8, N16.8 and N17.2 billion per
month inthe 2nd, 3rd, and 4th quarters of the year
respectively. The amounts consistently exceeded
the monthly budget target of ™N9.5 billion.
Similarly, the monthly average receipt of VAT
increased from N6.4 billionin thefirst quarter of
2001, to N7.8, N8.2andN8.2 hillioninthe 2nd,
3rd, and 4th quarters of the year respectively,
exceeding the monthly budget target of N+.1
billion.

In spite of the impressive performance, a few
problems still persist. Importers complained of
delaysin the clearing of goods at the ports. This
pointsto the need for continued port reforms. An
important aspect is the installation of scanners at
the ports and other strategic customs formations.
The scanners will provide information on the
nature and quantity/quality of the imports.
Similarly, the implementation of the Automated
System for Customs Data (ASYCUDA) will

facilitaterecord keeping aswell asthe calculation
N530.7 billion, state governments N391.3

billion, local governments &N245.4 hillion,
and special funds&130.9 billion, of which
N78.4 billion went to the 13 per cent
derivation fund shared among the oil-
producing states. The total amount
distributed from the Federation Account
showed an excessof d171.9 billionover the
federally-collected revenue (net) and was
funded from excess crude oil reserves,
GSM proceeds, and stabilisation accounts.
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(i)

Federal Gover nment-Retai ned Revenue
Federal Government-retained revenue
amounted to N797.0 billion, representing
an increase of N199.7 billion or 33.4 per
cent over the level in 2000. The increase
reflected mainly the Federal Government's
sharefrom reserve accounts (mainly excess
crude oil proceeds) and GSM proceeds,
which amounted to N117.0 billion and
N37.8 billion respectively. Other
components of the retained revenue
included share of Federation Account
(N530.7 billion), VAT (N13.4 billion), and
independent revenue (N44.4 billion).

Federal Government Total Expenditure
Aggregate expenditure of the Federa
Government rose by 45.2 per cent to
N1,018.0 billion from the level in 2000.
The amount also exceeded the budgeted
total expenditure of N936.8 billion by
N81.2 hillion, or 8.7 per cent, reflecting
higher personnel and overhead costs above
the budget estimates. Total expenditureasa
proportion of GDP conseguently rose from
14.5 per cent in 2000 to 18.6 per cent in
2001.

Non-debt expenditure (that is, total
expenditure less debt service payments)
rose by 45.6 per cent to N862.6 billion over
the level in 2000 and 3.1 per cent over the
budget estimate of N836.8 billion.
Domestic debt service payments amounted
to N155.4 billion, representing 15.3 per
cent of total expenditure and exceeded
budget provisions by 55.4 per cent. The
increase reflected the rise in domestic debt
stock as well as interest rate on treasury
bills(Table5.2).

Recurrent Expenditure
At N579.3 billion, recurrent expenditure
roseby&N117.7 billion, or 25.5 per cent over

(i)

the level in 2000, reflecting the effect of
increased outlays on personnel, overhead
costs and debt service payments. The
structure of recurrent expenditure showed
that government purchase of goods and
services accounted for 8N423.9 billion, or
73.2 per cent of the total, while domestic
debt service, at N¥155.4 billion, accounted
for thebalance of 26.8 per cent.

A breakdown into economic functions
showed that transfer payments rose by 5.6
per cent toN265.9 billion and accounted for
45.9 per cent of total recurrent expenditure.
Similarly, the outlay on economic services
and social and community services rose by
77.8 and 35.4 per cent to 8453.0 and N79.6
billion respectively and accounted for 9.2
and 13.7 per cent respectively of tota
recurrent expenditure, (Table5.3).

Capital Expenditure

Capital expenditure in 2001 amounted to
N438.7 billion, showing an increase of
N199.2 billion, or 83.2 per cent over the
level in 2000, and constituted 43.1 per cent
of total expenditure. The rise reflected
increased allocationsto priority projectsin
the economic sector, including roads, water
supply, power and steel, all of which
accountedfor 92.0 per cent of thetotal.

A breakdown of capital expenditure into
economic functions showed that economic
services accounted for 84259.8 billion, or
59.2 per cent of the total, and transfer
payments &76.3billion, or 17.4 per cent of
the total. Compared with 2000,
expenditure on economic services and
transfer payments rose by 133.0 and 63.4
per cent respectively, while expenditure on
administration declined by 7.5 per cent.
Expenditure on socia and community
services rose by 90.6 per cent to N53.3
billion or 12.2 per cent of the total. Non-
debt capital expenditure amounted to
N438.4billion.
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Overall Fiscal Balance And Financing
The fiscal operations of the Federal
Government resulted in adeficit of N221.1
billion, or 4.0 per cent of GDP, financed
entirely from domestic sources, including
excess crude oil receipts of year 2000 and
borrowingfrom thebanking system.

The relatively good performance in
revenue collection into the Federation
Account, the VAT Pool Account and other
funds in 2001 impacted positively on the
fiscal operations of the state governments
and the FCT. The total revenue of these
governments amounted to N573.5 billion,
up by 59.7 percent when compared with
their aggregaterevenuein 2000. Of thetotal
revenue, receipts from the Federation
Account, VAT, and the Grants and

Stabilisation Fund accounted for 89.6
percent as against 89.5 percent in 2000. As
components of the aggregate revenue, the
Federation Account, VAT, and the Grants
and Stabilisation fund accounted for 70.4,
7.8,10.1,and 1.2 percent respectively.

The share of internally generated revenue
in the total was 10.4 per cent, down from
10.5 percent in 2000.The state governments
and FCT could meet 30.4 percent of their
recurrent expenditure (personnel and
overhead costs) which amounted to&195.3
billion in 2001, or 9.9 percent of their total

expenditures (recurrent and capital) from
their internally generated revenuesin 2001
as against 19.2 and 10.5 percent

respectively in 2000.

Provisiona data indicated that while their
aggregate revenue increased by 59.7 per
cent over the level in 2000, their tota

expenditures rose by 66.0 percent from
N355.7 billion in 2000 to &597.0 billion.
Recurrent expenditure accounted for 49.4
percent of thetotal expenditure, down from

54.7 percent in 2000. Capital expenditure
accounted for 39.4 per cent, down from
44.2 per cent in the preceding year. In
nominal terms, recurrent expenditure
increased by 48.0 percent over 2000 levels,
down from an increase of 91.6 percent over
1999 levels, while capital expenditure
increased by 48.0 percent asagainst 162.9
percentin 2000.

The consolidated fiscal operations of the
state governments and FCT in 2001
resulted in a deficit of N23.4 bhillion as
against adeficit of 40.6 billionin 2000.
Thedeficit wasfinanced by borrowing from
internal and external sourcesaswell asfrom
their cash balancesin the preceding year. In
2001, the aggregate net borrowing by these
governments from domestic money banks
and external sources stood at &N19.2 and
N1.4 billion respectively. A cash balance of
N4.9 billion from the preceding year and
NO.5billion*other funds” wereal so used to
finance part of the deficit (Tables 5.5 and
5.6)

Aggregate revenue of the local
governments amounted to N166.1 billion
for 572 reporting councils. This comprised
internally generated revenue (N9.8 billion),
Federation Account (N118.1 billion), VAT
(N19.3 billion), stabilisation fund/excess
crude and general ecology, etc., (N18.9
billion).

Expenditure of the reporting local
governments stood at N171.4 bhillion,
consisting of &121.7 billion recurrent and
N49.8 billion capital. The fiscal operation
of thereporting local governments, resulted
in an overall deficit of 845.3 billion. The
deficit was financed by their cash balances
in 2000 and debts owed to local contractors.
Recurrent expenditure comprised
personnel costs (N61.3 billion), overhead
costs (N44.9 billion), and consolidated
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revenue fund charges and others (N15.5
billion). Total capital expenditure of the
reporting councils amounted to N49.8
billion during the year, comprising
administration (30.3 per cent), economic
services (50.2 per cent), socia and
community services (14.9 per cent) and
transfers (4.6 per cent).

The total public debt of the Federa
Government outstanding as at end-
December, 2001 amounted to #4,193.3
billion, representing anincreaseof 4.9 per
cent over the stock at theend of 2000. Asa
proportion of GDP, total debt outstanding
was 76.4 per cent, down from 82.5 per cent
intheprecedingyear.

Domestic Debt

The outstanding domestic debt of the
Federal Government at the end of the year
stood at™1,017.0billion, or 18.5 per cent of
GDP, representing an increase of &118.7
billion, or 13.2 per cent over the level in
2000. Theincreasewasdueto theissuance
of Treasury Bills (TBs) of N113.0 billion,
at the end of the year to refinance
outstanding Ways and Means Advances.
Consequently, the total TBs outstanding
rose to 8584.5 hillion, or 57.5 per cent of
total debt instruments. Thelevel of treasury
bonds remained unchanged, whilethe level
of development stocks fell to N1.8 billion
with the redemption of N280.0 million
worth of stocks duringthe year (Table5.9)
A review of the holding of Federa
Government securities showed the
continued dominance of the banking
system with a total holding of N879.4
billion, or 86.5 per cent of total, an increase
of N23.5billion over thelevel in2000. The
Central Bank  accounted for N680.1
billion, or 66.9 per cent of the total, down
from the 79.5 per cent held in the
preceding year. Holding by deposit money

5.5.2.
(@)

(b)

banksincreased by 50.2 per cent abovethe
level in2000. Thenon-bank publicholding
rose by 225.3 per cent toN137.6 billion but
constituted only 13.5 per cent of thetotal.
An analysis of the maturity structure of
Federal Government debt instruments
revealed that theinstrumentswith tenor of 2
years and below amounted to N584.9
billion, or 57.5 per cent, compared with
51.9 per cent in 2000. Conversely, debt
instruments of over 10 years maturity
accounted for 14.8 per cent, down from
42.0 per centin 2000.

External Debt

TheDebt Stock

Total external debt outstanding at the end of
December, 2001 amounted to US$28.4
billion representing an increase of US$0.1
billion, or 0.4 per cent, compared with US
$28.3 hillion in the preceding year. The
distribution of the debt outstanding by
creditors showed that the Paris Club
accounted for the highest share of US$22.1
billion or 77.9 per cent. This was followed
by multilateral holdings of US $2.8 hillion,
or 9.9 per cent, the London Club US$2.0
billion, or 7.2 per cent, and promissory note
holders US$1.3 billion or 4.6 per cent. The
balance (US$121.2 million or 0.4 per cent)
was held by the non-Paris Club Bilateral
Creditors(Table5.10).

Debt Service Payments

Available statistics showed that debt
service payments in 2001 amounted to
US$2.1 billion, representing an increase of
US$412 million or 24 per cent over actua

debt service payments of US$1.7 billionin
the preceding year. The breakdown of the
payments showed that the sum of US $1.9
billion was in respect of principal

repayments, US$153.2 million for interest
payments while US$18.0 million was for
penalty interests and other charges (Table
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5.11).

The Debt Conversion Programme (DCP)
The level of activities in the debt
conversion programme continued to
decline with 14 applications, compared
with the 20 applications received in 2000.
The value of applications received,
however, increased by US$582.2 millionto
US$935.4 million in 2001, with
manufacturing accounting for US$747.1
million or 79.9 per cent. Two applications,
valued at US$714.4 million, wereapproved
compared with 11 applications, valued at
US$184.8 millionin 2000.

At end-December 2001, externa debt,
valued at US$26.6 million, was redeemed
under the auction system, while US$0.8

million was cancelled under the out-of-
auction arrangement, bringing the value of
debts redeemed in 2001 to US$27.4
million, compared with US$57.9 millionin
2000. Thetotal value of debtsredeemedin
the last five years amounted to US$331.8
million (N31.2 billion). Other benefits of
the programme in 2001 included

transaction commissions of US$0.2 million
(N38.2 million) and discounts of US$5.3
million (N588.9 million), at an average
discount rate of 16.6 per cent, compared
with 31.4 per centin 2000. Duringtheyear,
direct capital inflows amounted to US$0.5
million. Sectoral breakdown of

disbursements to beneficiaries showed that
gifts and grants accounted for N1.5 billion
or 68.3 per cent of the total, while
manufacturing received N0.7 billion or 31
per cent.
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CHAPTER 6
The Real Sector

he performance of the real sector improved in 2001, with thereal gross domestic product (GDP)

growing by 3.9 per cent, compared with 3.8 per cent in2000. The major sources of growth were
agriculture, manufacturing, merchandise, transportation, finance and insurance, and government
services. Improved performance in the agricultural sector was traced to favourable weather
conditions, low incidence of pests and diseases and the supply of high-yielding and disease-resistant
seeds. The growth in the manufacturing sector was driven by the restoration of normal supply of
petroleum products throughout the year, modest improvements in electric power supply, and the
introduction of comprehensiveinspection of importsat theports. Servicesand commerceflourished,
owing to the expansion in fiscal operations of the governments and the impact of the 2000 wage
increases, most of which wereimplemented during theyear. Also, industrial relationswererelatively
cordial during the year. However, inflationary pressures accel erated as aresult of the liquidity surfeit
fuelled by expansionary fiscal operations and the lingering structural bottlenecks which increased
costsof doing businessintheeconomy. Theunemployment level remained high.

Provisional data showed that at N92.5

The gross domestic product (GDP), billion, aggregate consumption

measured at 1984 constant factor cost, rose expenditurerose by 8.3 per cent, in contrast
by 3.9 per cent to 84125.4 billion in 2001, to the 8.5 per cent decline in 2000. The
exceeding dightly the growth rate of 3.8 increase, which reflected entirely therisein
per cent recorded in 2000 but lower than private consumption expenditure, was
the 5.0 per cent target for 2001 (Table 6.1a). attributed largely to the impact of the 2000
All the broad activity sectors contributed to wage increases, most of which were
the growth in output during the year. The implemented in 2001, and the expansion in
major sources of growth were agriculture, the fiscal operations of the governments
especially crop production, manufacturing, (Table 6.2). At N74.3 hillion, private
merchandise, transportation, finance and consumption expenditure rose by 14.2 per
insurance, and producers of government cent, in contrast to adecline of 14.5 per cent
services. Sectora analysis showed that the in 2000, while government’s final

value of agricultural output, comprising consumption expenditure declined by 11.1
crops, livestock, forestry and fishing, was per centto™N17.7 billion.

N51.5 billion, representing about 41.1 per
cent of the total GDP, about the samelevel  6.2.1 Agricultural Production

asin2000. Theindustrial sector, consisting Output in the agricultural sector recorded
of crude petroleum, mining and quarrying, increased growth in 2001. At 267.7 (1984
and manufacturing, contributed N21.23 = 100), the aggregate index of agricultural
billion or 17.0 per cent of the total, production rose by 3.7 per cent, compared
compared with 16.7 per cent in the with 3.1 per centin 2000 (Table6.4). All the
preceding year. The share of the services sub-sectors contributed to the growth. The
sector was 28.0 per cent, about the same output of crops rose by 3.5 per cent,
level as in 2000, while distributive trade compared with the 3.3 per cent growth in
(wholesale and retail), and building and 2000. All the major sub-sectors recorded
construction accounted for about 11.4 and output increases over the preceding year's
2.3 per cent respectively. level (Table6.5).

The output of staples rose by 3.5 per cent,
compared with 3.0 per cent in 2000. All the
major staples recorded output increases
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over the preceding year's level. For
instance, maize, cassava, millet and
sorghum rose by 1.6, 3.1, 4.8, and 7.4 per
cent respectively. Cash crop production
rose by 3.4 per cent compared with 3.3 per
cent in 2000 as aresult of improvementsin
demand and market prices. The output of
cotton, soyabean and palm oil increased by
1.4,1.8,and 4.0 per cent respectively. Other
cash crops:. coffee, rubber and cocoa grew
by 1.0, 1.1 and 4.3 per cent respectively.

A nationwide agricultural survey
conducted by the Central Bank of Nigeria,
showed that the modest increase in
agricultural production during the year was
attributed mainly to favourable weather
conditions, resulting from timely and well-
distributed rainfall throughout the country.
Average annual rainfall, which increased
from 1245 mm in 2000 to 1280 mm,
encouraged intense farming activities and
resulted in increased production. Other
factors which contributed to the observed
improvement included the supply of high-
yielding and disease-resistant seeds, low
incidence of pests and diseases, improved
post-harvest handling, aswell as continued
intensification of off-farm research efforts
by research institutes. In spite of the
improved performance of the sector, the 3.7

2000 2001

per cent growth recorded was only
marginally higher than the average of 3.3
per cent recorded in the last five years, and
much lower than the 5.8 per cent annual
growth target set in the 2000-2003 National
Rolling Plan. Some of the major
constraints that hindered output expansion
areashighlighted below.

In the crop sub-sector, despite the efforts of
the Federal Ministry of Agriculture and
Rural Development, there was shortage in
the supply of fertilizer aslocally produced
ones were virtually non-existent, owing to
the continued shut-down of the National
Fertilizer Company of Nigeria (NAFCON)
which accounts for over 85.0 per cent of
total local production of the commodity.
Thetotal quantity of fertilizer available for
distribution was 120,000 metric tonnes,
representing a decline of 60.0 per cent
below the 300,000 tonnes distributed in
2000. The quantity supplied was aso
significantly lower than the estimated
national minimum requirements of 1.5
million tonnes. The development resulted
in pricesthat were higher than government-
approved prices. The average cost of
procuring a 50-kilogram bag of fertilizer
ranged from#1,500 toN2,500in most parts
of the country as against the recommended
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subsidized price of N1,000. The shortfall
in the supply of fertilizers and the
inefficiencies of distribution made the
commodity inaccessible to many farmers
and most agro-allied research ingtitutes
engaged in crop and fodder research
activities. Therisein the cost of other farm
inputs, such as agrochemicals, farming
implements, and labour constrained the
capacity of farmers to increase crop
production. Another significant problem
during the year was the flooding of
farmlands in Kano, Adamawa and Jigawa
states, among others.

The index of livestock production at 195.8
(1984 = 100) rose by 2.7 per cent, the same
asin 2000. All the components of the sub-
sector contributed to improved

performance, which resulted mainly from
the intensification of disease control
activities, restocking of breeding animals,
and the provision of supplementary feed.
Also, the development and adoption of a
Nigerian layer parent stock by commercial
poultry farmers bolstered output inthe sub-
sector.

At 117.4 (1984 = 100), fishery output rose
by 4.0 per cent, compared with the 3.8 per
cent growth in the previous year. The

increase in production reflected the growth
of al modes of fishing in response to the
various restocking programmes of the
federal and state governments. Also, the
return of social and political stability inthe
Niger Delta, aswell asthe release of water
from Cameroun into Lake Chad, increased
access to fishing areas. However, the
escalationin the cost of fishing inputs, such
as outboard engines, continued to hamper
private sector investment in the sub-sector
and constrained itsgrowth.

Forestry production increased by 1.8 per
cent, compared with the 1.5 per cent in
2000. The increase was attributed to the

intensive exploitation of forest resourcesin
responseto the strong domestic demand for
sawn-wood, furniture and paper products.

6.2.2 Agricultural Prices

The al-commodities world price index
computed in US dollars, which was the
major currency of invoice, rose by 30.6 per
cent to 62.8 (1985 = 100) in contrast to a
decline of 24.6 per cent recorded in the
preceding year. Further analysis on a
commodity basis showed that the prices of
all monitored items, except cocoa, declined
during the year. The price decline ranged
from 4.7 per cent for soyabeanto 56.8 per
cent for copra. The fal in commodity
prices in 2001 was attributed largely to
weak demand, arising from the slowdown
intheadvanced economies and the excess
supply of most of the commodities. The
price of cocoa rose by 46.3 per cent in
contrast to a decline of 25.3 per cent in
2000. The improvement in cocoa price was
attributed mainly to the concerted effort by
producersto reduce supply to the market as
well asincreased demand. In Nairaterms,
the all-commodities index rose by 32.8 per
cent to 5,640.8 (1985 = 100) in 2001. The
price increases of the monitored

commodities ranged from 4.3 per cent for
pam oil to 46.3 per cent for cocoa
However, cotton, coffeeand coprarecorded
pricedeclinesof 1.3,17.9, and 22.3 per cent
respectively.

Domestic producer prices of Nigerias
major agricultural commodities also
improved during the year. Of the ten
commodities monitored, only two (coffee
and cotton) registered price declines of 1.4
and 5.1 per cent respectively. The price

increases ranged from 1.7 per cent for
groundnut to 23.9 per cent for benniseed.
Palm oail, ginger, soya bean and cocoa
recorded significant increases of 21.5,
17.6, 12.2, and 12.2 per cent respectively.
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The increase in prices was attributable
mainly to improved demand while excess
production and availability of substitutes
combined to depress the prices of coffee
and cotton.

The urban retail prices of most of the
selected food crops recorded substantial
increases, in spite of theincreased output of
staples during the year. For instance, the
priceof garri, yamand maizeroseby 173.4,
168.6, and 80.3 per cent respectively.

The price increases were attributed mainly
to rising production costs, especialy the
cost of labour and farm inputs. The poor

35,000 tonnes of assorted grains from the
eight functional silos to federal, state and
local government establishments.

Industrial output rose duringtheyear asthe
aggregate index of industria production,
estimated at 145.3 (1985 = 100), increased
by 3.3 per cent, compared with 7.6 per cent
recorded in 2000. Theincreasein aggregate
industrial output was accounted for by
appreciable increase - 2.9 per cent in
manufacturing, 0.4 per cent in mining
production, and 2.7 per cent in electricity
consumption (Table6.9).
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Commodities

conditions of some rural roads also
contributed to theincreasein food prices as
reflected in high transportation costs,
which were passed on to consumers. To
dampen theimpact of high pricesinthesub-
sector, the Federal Government released

2000 2001

6.3.1 Manufacturing

The manufacturing sub-sector recorded a
modest improvement as the index of
manufacturing production, at 142.2 (1985 =
100), roseby 2.9 per cent, compared with an
increase of 0.4 per cent in 2000 (Table
6.10). In general, the expansion in
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manufacturing production was traced
largely to improved supply of inputs,
especially the restoration of normal supply
of petroleum products, a moderate
improvement in electric power supply, the
introduction of comprehensive inspection
of imports at the ports, which forced
importers of finished goods to pay
appropriate duties, thereby increasing,
glightly, the competitiveness of local
manufactures and renewed investors
confidence in the economy. The improved
performance of the manufacturing sub-
sector was corroborated by theresultsof the
nation-wide survey conducted by the
Centra Bank of Nigeria, covering 428
firms with aresponse rate of 61.7 per cent.
The results of the survey showed that the
average capacity utilization rate of
respondentsrosefrom 36.1 per centin 2000
t039.6 per centin 2001.

Further growth in the sub-sector was,
however, impaired largely by low effective
demandfor locally madegoods, occasioned
by the continued influx of cheaper and
better quality, imported products. The
adverse impact of dumping (especialy
second-hand goods) on local production
was more pronounced on the textiles,

6.3.2

(i)

footwear, leather, cement, vehicle
assembly, radio, television and
telecommuni cati ons equi pment sub-groups
which recorded persistent output
contraction or outright closure of local
factories in some cases. Other constraints
included the poor state of socia and
economic infrastructure, including power
and water supply, as well as the poor
performance of thetransport system.
Mining

The upward trend in mining output
observed during the preceding year slowed
down in2001. At 144.9(1985=100), the
index of mining production rose by 0.4 per
cent, compared with an increase of 14.9 per
cent in 2000. Expansion in output during
theyear wasmainly attributed to the 0.4 per
cent increase in crude petroleum
production, which accounted for 98.9 per
cent of total output in the sub-sector.
Similarly, output of coal, limestone, and gas
increased, reflecting modest
improvements in the end-user application
of thesemineral products(Table6.11).
CrudeOQil

Nigeria's aggregate crude oil production,
including condensates, was estimated at
832.2millionbarrelsor 2.28 millionbarrels
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per day (mbd), indicating an increase of 0.4
per cent, compared with an increase of 7.1
per centinthepreceding year. Themarginal
increase reflected compliance with OPEC
output quota cuts, dictated by falling oil
prices in the international market. The
OPEC quota for Nigeria was reviewed
downwardsto 2.075, 1.993 and 1.911 mbd
in February, April and September
respectively. Of the total daily production,
1.87 mbd, representing 82.0 per cent, was
exported compared with 1.97 mbd or 86.8
per cent in 2000. The NNPC purchased
142.48 million barrels of oil for domestic
consumption out of which 84.08 million
barrels or 59 per cent were delivered to the
local refineries, while 58.40 million barrels
or 41 per cent were exported and the
proceeds used in importing petroleum
products.

The spot price of Nigeriasreference crude,
the Bonny Light (370 API), averaged
US$24.53 a barrel in 2001, representing a
fall of 14.1 per cent, when compared with
thelevel in 2000, whiletheaverage priceof
the Forcados was US$24.13 a barrel,
compared with US $28.45 in 2000.
Similarly, theaverageprice of the UK Brent
fell by 14.4 per cent to US $24.43 abarrel.
In the American spot market, the average
pricesof the Arab Light and the West Texas
Intermediate (WTI) fell to US$17.57 and
US$25.86 from their respective levels of
US$27.32 and US$30.30 in 2000. The
decline in prices was attributable to excess
supply of crude oil to the market and the
recession in the economies of the major
industrial countrieswhich resulted in lower
demand for ail. Also, the September 11,
2001 terrorist attacks on the United States
of America impacted negatively on the
airlineindustry world-wide, causing aslack
inthedemandfor aviationfuel.

Gas

(iii)

6.3.3

The production of natural gasincreased by
21.0 per cent to 57,530 million cubic metres
(MMm’) in 2001, owing to increased oil
production and thehigh gas-oil ratioin most
producing wells. Of this output, the
guantities utilized and flared increased by
35.1and 9.0 per cent to 29,639.8 Mmm® and
27,890.2 Mmm’s, respectively. The
quantity of gasflared accounted for 48.5 per
cent of total output, compared with 53.8 per
cent in 2000. The reduction in the
proportion flared was attributed to
expansion in gas utilisation. Gas sold to
industries for electricity generation rose by
60.2 per cent to 16,209.6 Mmm’®, out of
which 8,465.4 Mmm’ was sold to the
Nigerian Liquified Natura Gas (NLNG).
Gas re-injected into the wells for
conservation stood at 8,637.7 Mmmn’,
showing anincrease of 2.9 per cent over the
level in 2000. Gas lifted for pressure
purposes was 863.4 Mmm®, indicating an
increaseof 12.0 per cent over thelevel inthe
previous year, while that converted to
natural gas liquids(NGL) rose by 165.1
percent to 1,733.8MMm’. However, gas
used asfuel by oil companiesfell by 9.2 per
centto2,195.4Mmm’.

SolidMinerals

Solid minerals production improved
marginally during the year with aggregate
output rising by 0.2 per cent to 2.1 million
tonnesin 2001, compared with 0.5 per cent
in 2000. The improvement was accounted
for by increases of 1.6 and 0.9 per cent
respectively in the production of coal and
limestone. There was no change in
columbite output, while the production of
cassiteritedeclined by 1.2 per cent.
Electricity (Generation)

Aggregate electricity generation increased
by 22.3 per cent to 18,009.6 million KWh,
compared with a decrease of 6.5 per centin
the previous year. The improvement was
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attributed largely to the rehabilitation of
some generating equipment and higher
utilization of existing capacities. The
National Electric Power Authority (NEPA)
accounted for 99.5 per cent of the tota
electricity generated, while thermal energy
purchased from private firms contributed
0.5 per cent.

Energy Consumption

At 158.8 (1985 = 100), the aggregate index
of energy consumption rose sharply by
83.8 per cent in 2001, in contrast to a
declineof 0.1 per centinthepreceding year.
The energy consumed increased from 32.0
million tonnes of coal equivalent (tce) in
2000t0 45.5 milliontcein 2001. Thiswas
accounted for by increases in the
consumption of hydro-power, natural gas
and petroleum products resulting from
increased economic activities. The
consumption of coal, however, declined by
8.3 per cent (Table6.12).

Petroleum Products

Aggregate quantities of petroleum products
consumed rose by 2.8 per cent to 9,225.6
million tonnes during the period under
review, compared with an increase of 7.7
per cent in 2000. The consumption of
liquefied petroleum gas (LPG), premium
motor spirit (PMS), household kerosene

A4

1999
Type

(if)

v v

2000 2001

(HHK), lubrication oil, bitumen/ asphalt
and othersincreased by 30.5, 1.9, 8.1, 18.6,
28.0, and 29.6 per cent respectively.
However, the consumption of automotive
gasoil (AGO) andlow pour fuel oil (LPFO)
declined by 1.5 and 22.2 per cent
respectively. Throughout the year, there
was normal supply of petroleum products,
especially PMS (petrol), as a result of
enhanced processing capacity at the
refineries, sustained importation of
products to contain shortfals and an
improved distribution network (Table
6.13).

Electricity (Consumption)

Electricity consumption increased by 2.4
per cent to 8,893.8 million KWh in 2001,
compared withanincreaseof 0.2 per centin
the preceding year. Therisein consumption
reflected the increases of 2.4, 2.1 and 2.4
per cent in residential, commercial/street
lighting, and industrial consumption
respectively. The improvement was
traceableto the sustained effortsat boosting
electricity generationand distributioninthe
country. Residential consumption
accounted for 52.0 per cent of total
electricity consumption. Commercial and
street lighting and industrial consumption
had shares of 26.2 and 21.8 per cent of total
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(iii)

(iv)

6.4.1

respectively. At 2,825,071.3 tce, hydro-

power consumption increased by 13.0 per
centin 2001, asagainst adeclineof 13.1 per
cent ayear earlier. The increase reflected
improvements in power generation and
productive activities, particularly in the
manufacturing sub-sector, during the
period.

Coal

Coal consumption declined by 6.4 per cent
t0 9,826.2 tonnesin 2001, compared with a
decline of 6.6 in the previous year. The
decline in coal consumption was
attributable to improvements in the usage
of other forms of energy, especialy
petroleum productsand natural gas.

Natural Gas

The consumption of natural gas at 28.2
million tonnes of coal equivalent (tce),
represented 61.9 per cent of total energy
consumed, and marked a 61.8 per cent
increase, compared with an increase of 2.5
per cent in 2000. The expansion in natural
gas consumption was attributed partly toits
growing role as an emerging fuel for
industrial enterprises, including the
breweries, chemical and gas plants.
Another factor was the intensive

exploration activities of some oil

companies that required large quantities of
natural gas.

The construction activities of the Federal
and state governments, as well as some of
their agencies, recorded appreciable
progress in 2001. The construction and
maintenance of roads and bridges,
rehabilitation and refurbishment of seaand
airports, and other projectsreceived aboost
with an enhanced budgetary allocation.
Road Devel opment

The road construction and rehabilitation
works of the federal and state governments
progressed on existing projects, while

contracts were awarded for new ones in
2001. Three federal roads were completed
in the North-Central, geo-political zone,
while several others attained between 50.0
and 90.0 per cent completion stage across
the country. The Federa Government's
efforts were complemented by state
governments road development initiatives.

6.4.2 Airport Development

The Federal Airports Authority of Nigeria
(FAAN) intensified efforts at improving
existingfacilitiesat thevariousairports,ina
bid to make Nigerian airports and airspace
meet international safety standards. The
FAAN commenced the re-construction of
the domestic terminal at the Murtala
Muhammed Airport (MMA), Lagos on a
build, operate and transfer (BOT) system
during the year. Also, the refurbishment of
light fittings, the baggage handling system,
general air conditioners, escalators, and
travolators at the international wing of the
MMA was completed, while that of other
facilities, such as access road dualisation,
the construction of a perimeter road, water
supply and apowerhouse, were at advanced
stages of completion. At the general
aviation terminal of the MMA, the
construction of airline office blocks, an
access/terminal road, and acar park reached
between 90 and 40 per cent completion
rates, while security was beefed up through
the establishment of a magistrate court and
theintroduction of security escort to aircraft
on landing and take-off. At the Abuja
international airport, maintenance work
reached 25.0 per cent completion rate asthe
domestic terminal car park extension was
completed, while construction of Kano
domestic termina building reached 40.0
per cent level of completion. Restructuring
work at the terminal building roof at the
Port- Harcourt and Calabar airportsreached
between 85.0 and 90.0 per cent completion

CBN Annual Report & Statement of Accounts For the Year Ended 31st December, 2001

Page: 52



6.4.3

6.4.4

6.5.1

rate.

Seaport Devel opment

The Nigerian Ports Authority (NPA) made
progress in the execution of some of its
projects during the year. These included
refurbishment of four vessels, charting
digitalization and the Lagos harbour
channel dredging. Some progress was
made in the construction of six tug boats
and computerisation of the billing system.
The rehabilitation and other ancillary
works at the A papa port complex, the Lily
pond container terminal, and the Port-
Harcourt Bitumen Jetty were 35.0,55.0,
and 57.0 per cent compl eted respectively.
Railway Development

The maintenance of the Nigerian Railway
Corporation's (NRC) facilities continued
during the year as rehabilitation and
reconstruction of rail tracks, bridges and
workshop civil works were at various
stages of completion. For instance, therail
track and bridges reconstruction reached
48.0 per cent completion rate, while the
provision of civil engineering equipment
and track tools, and track doubling
between Apapa and Ebute Metta junction
in Lagos State were at 25.0 and 50.0 per
cent level of completion respectively. In
the same vein, civil work and the
rehabilitation of aged buildings attained
50.0 per cent completionrate.

Shipping Services

Shipping services maintained ahigh tempo
duringtheyear. A total of 3,707 ships, with
net registered tonnage (NRT) of 26.3
milliontonnes, berthed at Nigerian portsin
2001, representing increases of 11.2 and
25.8 per cent, respectively, over the levels
in the preceding year. At 3,170, the
number of ships that departed Nigerian
ports declined by 5.0 per cent, although
their NRT of 26.8 tonnes rose by 24.1 per

6.5.2

6.5.3

(i)

cent over thepreceding year'slevel. Further
disaggregation showed that the volume of
non-oil shipment rose by 24.2 per cent to
30.2 million tonnes, compared with an
increase of 32.8 per cent in 2000. Non-oil
imports and exports also rose by 31.7 and
9.7 per cent to 21.1 and 9.2 million tonnes
respectively. The quantum of goods
evacuated to and from the hinterland to
Nigerian ports through al modes of
transportationrose by 113.5 per centto 10.4
million tonnes. Combined haulage by
pipelines, conveyor belt and suction pipes,
accounted for 90.6 per cent and rose almost
three folds to 9.4 million tonnes.
Conversdly, transportation by road, which
constituted 9.2 per cent of the total, fell by
37.0 per cent to 957,000 tonnes, while
transportation by water, which accounted
for 0.2 per cent of thetotal, declined by 98.1
per cent to 18,000 tonnes.

Railway Services

The performance of the Nigerian Railway
Corporation (NRC) was mixed during the
year. The number of passengers carried
declined by 15.8 per cent below the
preceding year'slevel to 1.3 million, while
passengers-kilometre covered fell by 50.8
per cent to 770.4 million kilometres.
Passenger and freight revenueal so declined
by 21.2 and 26.1 per cent to N110.5 and
N115.3 million respectively. This
development was attributable mainly to the
on-going rehabilitation and refurbishment
of railway facilities. Freight-tonnes per
kilometre, however, roseby 13.8 per cent to
132,000 tonnes.

AirlineServices

The market share of the private airlinesand
the Nigeria Airways on domestic routes
stood at 97.9 and 2.1 per cent, respectively,
compared with 97.0 and 3.0 per cent
respectively infiscal 2000.
NigeriaAirways
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The performance of Nigeria Airways on
domestic routes was mixed. The number of
passengers carried and the volume of cargo
tonnes per kilometre airlifted increased by
31.1 and 159.3 per cent respectively.
However, freight tonnes and passengers
carried, and aircraft per kilometre flown
declined by 76.7, 63.6 and 37.7 per cent
respectively. Although this performance
represented amodest improvement in some
areas of its activities, the airline was yet to
regain its pre-eminent position in the
industry. The decline in some of the
services provided by the airline has
persisted due mainly to management and
under-funding problems as well as fleet
depletion.

The performance of the airline on the
international routes was also mixed. On the
African routes, the number of passengers
carried rose by 13.0 per cent over the level
in the preceding year to 26,000. However,
freight tonnes, cargo tonne-kilometre,
aircraft-kilometres, and passenger tonne-
kilometres covered recorded declines
ranging from 3.2t0 27.8 per cent. The trend
onthe African routeswasthe sameasinthe
previous year. Also, on other international
routes, the airline recorded mixed
performance. For instance, the number of
passengers carried rose by 7.1 per cent to
22,500 in contrast to a decline of 27.6 per
cent in the preceding year. All other
indicators, including freight tonnes,
passengers-kilometres, aircraft-kilometres,
and cargo and tonne-kilometres flown
registered declines ranging from 20.0 to
34.7 per cent. The sluggish performance of
NigeriaAirwayson theinternational routes
was attributable to competition from
private airlines (domestic and foreign) asa
result of further deregulation of the
industry.

Private Domestic Airlines

6.5.4

6.5.5

The operations of private domestic airlines
continued on animpressive noteduring the
year. A total of 3.7 million passengerswere
airlifted, showing an increase of 37.0 per
cent over thelevel in 2000. Similarly, cargo
tonnes-kilometrestravelled rose by 3.8 per
cent to 436,000, whilethe private domestic
airlines were virtually responsible for all
airmail movements. The improvement in
the performance of the airlines was
attributable to enhanced competition
engendered by an increased number of air
operators, the acquisition of additional
aircraft by some operators, and efficient
servicedelivery.

Road Transport Services

Available data showed continued
improvementsin road transport servicesas
about 191,735 vehicles were registered in
2001, indicating an increase of 18.17 per
cent over the level in the preceding year.
The increase was attributed mainly to the
improved performance of the economy. At
113,675, cars constituted 59.3 per cent of
theregistered vehicles, compared with 29.9
per cent in 2000.

Thetotal number of reported road accidents
during the year stood at 18,760,
representing anincrease of 0.8 per cent over
the level in the preceding year. Similarly,
the number of reported fatal casesaswell as
the number of peopleinjured or killed, rose
by 5.1, 25.0 and 0.6 per cent to 6,210,
21,911 and 8,745 respectively. The number
of serious or minor cases of accidents,
however, declined by 0.5 and 2.4 per cent
respectively to 7,617 and 4,933. The
causative factors for the observed trend
weretraced to negligenceonthepart of road
users, mechanical faults, road defects and
weather-related problems, among others.
Communications

Improvements in the communications sub-
sector received aboost during the year with
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BOX 4

DEREGULATION OF THE
TELECOMMUNICATIONS

INDUSTRY IN NIGERIA

An efficient and optimal telecommunications system
isacrucial infrastructurefor economic devel opment as
it enhances the availability of information and the
decision making process. Telecommunications which
can be defined asthe science of conveying information
in voice, written, coded or pictorial forms through
devices of the telephone, telegraph, cable, radio,
television and such other meanshas, therefore, become
avital engine of growth of any modern economy as it
promotesthe devel opment of other sectors.

The early recognition of the importance of
telecommunications in administrative and economic
activitiespropelled Nigeriato devoteofficial resources
to its development, right from the colonial era. From
about 1886 up till the recent past, political
considerations held sway as the industry was
domiciled in the public sector and used for the
promotion of administrative functions rather than
socio-economic development. This accounted for the
provision of only 200,000 operational telephone lines
asat 1985, resulting in atel edensity of 1:440 asagainst
the International Telecommunications Union (ITU)
standard of 1:100. Furthermore, the sub-sector was
characterised by unsatisfactory quality of service, high
cost, etc. Its contribution to the GDP had been
averaging 0.3 per cent in 1996-2000, compared with
about 20.0 per cent in some new, industrializing
countries.

Thereforms, deregulations and re-organisations of the
sub-sector during the period of 1986-2000included the
commercialization of the Nigerian
Telecommunications Limited (NITEL) (the state
monopoly provider of telecommunications services);
the establishment of Maobile Telecommunications
Limited (M-TEL) to operate cellular telephony
services; and the licensing of private sector operators.
Thesemeasuresyielded only marginal gains. Foremost
among the structural reform initiatives were the
establishment of the Nigerian Communication
Commission (NCC), through the NCC Decree 75 of
1992, and the launching of thefirst National Policy on
Telecommunications in 1998. The main objective of
the policy is the achievement of efficient, affordable,
reliable, modern and integrated telecommunications
networks and services capable of bringing about

national economic and social development in a
globalized environment. The Decree and the Policy
givethe NCC theresponsihility of creating aregulatory
environment for the provision of efficient and effective
telecommunications services, facilitating and
promoting fair competition and efficient market
through the divestment of government equity interest
in the sub-sector, as well as enhancing increased
private sector participation through an appropriate
regulatory framework.

Despite the afore-mentioned reforms, the sub-sector
remained i nefficient and ineffective due to anumber of
factors, such as equipment obsol escence, monopoly of
service provisioning, management problems, a
cumbersome billing system, and administrative red-
tapism. Consequently, total number of operational
telephone lines remained at 426,500 in year 2000.
Evenwiththislow figure, the servicesremained poor.
The continued unsatisfactory performance of the
telecommunications sub-sector, even after
commercialization, led to the full deregulation of the
sub-sector. In March 2001, the NCC licensed two
private operators in addition to NITEL through a
competitive international tender to operate the Global
System of Mobile (GSM) telecommunications. Two of
the operators commenced operation in August and by
end-December 2001, about 300,000 cell phones had
been rolled out, bringing the total operational
telephone lines available in Nigeria to 726,500 or a
teledensity of about 1: 165. Although the teledensity
improved fromthelevel of 1: 284in2000, therearestill
problems of interconnectivity arising from the absence
of a new gateway to decongest the existing NITEL
network.

The plan to privatize NITEL through the sale of 51.0
per cent of government equity interest to acoreinvestor
and to sell the remaining 49.0 per cent to small-scale
investors through the capital market in 2002 is
expected to improve the system further. The expected
upsurge in the supply level, al things being equal,
would create the opportunity for licensing more
operators, upgrading exchanges and cell sites, as well
as opening additional gateways to reduce the current
traffic congestion. As progress is made in improving
the teledensity, the economy would benefit from local
manufacture of telecommunications equipment and
components. Consequently, there would be enhanced
human capacity development and increased job
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creation which would result in a higher level of
national output.

The Nigerian Telecommunications sub-sector,
however, is still faced with the challenge of ensuring
increased access to its services at affordable charges,
bringing teledensity to the world standard (which
requires about 10 million telephone lines), extending
its services to rural areas, and integrating the country

the deregul ation of thetelecommunications
sub-sector and the launching of the Global
System of Mobile (GSM)
telecommunications. The Nigeria
TelecommunicationsLimited (NITEL) and
two private operators were issued GSM
licenses to operate the mobile/cell
telephony system asaway of improving the
country's low teledensity. Of the three
licenses issued in the first quarter of the
year, two commenced operations in
September 2001. Also, the privatization of
NITEL commenced in the last quarter of
2001 with the sale of 51.0 per cent of
government's equity interest to a core
investor which made adown payment of 10
per cent of the contract sum, with the
balance due in February 2002, in
accordance with the contract terms. The
remaining 49.0 per cent was scheduled to
besoldtolocal investorsthroughthe capital
market.

6.6.1 Unemployment

The labour force sample survey, conducted
by the Federal Office of Statistics (FOS) in
June 2001, indicated that the composite
unemployment rate stood at 3.8 per cent,
compared with the estimated 4.0 per centin
the corresponding period of 2000.
Similarly, the urban and rural

unemployment rates declined from 6.3 and
3.3 per cent in June 2000 to 5.4 and 3.1 per
cent respectively. The composite

unemployment rate was estimated at 3.8

into the global telephoning system. Othersinclude
improvements of facilitiesand servicesin order to
create a conducive investment environment,
increased contribution to the GDP through local
development of components, human resource
development and greater employment generation,
among others. Finally, thereisneed to put in place
appropriatelegal and administrative framework as

per cent in December 2001, compared with
4.7 per cent in December 2000. The urban
and rural unemployment rates were also
estimated at 5.4 and 3.1 per cent,
respectively, compared with 7.2 and 3.7 per
cent in the preceding year. However, the
low level of unemployment rates should be
interpreted with caution, inview of the high
incidence of underemployment  which
dampenedthelevel of unemployment.

The number of the unemployed registered
with the Employment Exchange Offices
was reported to have risen as a result of
favourable expectations about placements
by the labour exchange offices, following
the poverty alleviation and other
employment generation-related
programmes of the three tiers of
government. The number of unemployed,
lower-grade workers who registered with
the Employment Exchange Officesin 2001
was estimated at 89,793, indicating an
increase of 5.2 per cent over the level in
2000. The number of professiona and
executive cadre workers who registered
also rose by 2.6 per cent to 182,216,
compared with an increase of 64.9 per cent
in the preceding year. All categories of
registration rose, ranging from 73.6 per
cent for old registrationto 50.0 per cent for
fresh registration. At 6,511, the number of
vacancies declared by the Employment
Exchange Offices for the lower-grade
workersrose by 1.1 per cent, comparedto a
decrease of 10.0 per cent in the preceding
year. Of thisnumber, 814 or 12.5 per cent of
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Prices in Naira

6.6.2
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the applicants were offered jobs. A total of
127 vacancies were declared for the
professional and executive job seekers, out
of which 88 or 69.3 per cent werefilled.
Industrial Relations

The industrial atmosphere was relatively
peaceful in 2001 as the number of trade
disputes declared declined by 8.2 per cent
to 45, compared with adeclineof 5.8 per
cent in 2000. Of the total trade disputes
declared, 37 or 82.2 per cent resulted in
work stoppages, representing a decrease of
21.3 per cent below the preceding year's
level. Similarly, the number of workers
involved and man-days lost fell by 24.8
and 24.9 per cent respectively. The
improvement in industrial relations during
the year was due largely to continuous
dialogue between labour and employers
and timely resolution of potential areas of
conflictin somesectors.

Themodest inflationary pressurewitnessed
in the previous four years was reversed in
2001. Data from the Federal Office of

Others Services

2000 2001

Statistics (FOS) showed that the average
all-items composite Consumer Price Index
(CPI) for the twelve-month period ended
December, 2001 was4,268.0 (1985 = 100),
compared with 3,590.5 in 2000. The
change represented an inflation rate of 18.9
per cent, compared with 6.9 per cent in
2000. This development was attributed
largely totheliquidity surfeitinthebanking
system, fuelled by the expansionary fiscal
operations of the threetiers of government.
Other factors included depreciation of the
exchange rate of the naira, inadequate
power supply, weak infrastructural
facilities and a rising interest rate which
resulted in high costs of domestic
production. At 4,021.7 (1985 = 100), the
food index which accounted for about 69.1
per cent of total household expenditurerose
by 27.7 per cent, compared with 2.4 per
cent in the preceding year, despite the
favourable harvest recorded during the
year. The non-food components of the
index also recorded price increases, except
for clothing and footwear, accommodation,
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6.8.1

fuel and light, and medical care and health
expenditure whose indices fell by 1.2, 0.6
and 4.8 per cent respectively.

The average all-items urban Consumer
Price Index stood at 4,489.8 (1985 = 100),
representing an increase of 20.4 per cent,
compared with a 6.8 per cent rise in 2000.
The increase was traced to all the
component items, ranging from 6.9 per
cent for clothing and footwear t036.0 per
cent for drinks, tobacco and kol a, except the
indices of accommodation, fuel and light,
medical care and health expenditure that
fell by 0.8 per cent respectively. Similarly,
the all-items rural CPI at 4,215.4 (1985 =
100) indicated an increase of 18.3 per cent,
compared with 7.0 per cent at the end of
2000. All the component items contributed
to the increase except accommodation, fuel
and light; clothing and footwear; and
medical care and health expenditure whose
indicesdeclined by 0.6, 2.8 and 5.1 per cent
respectively (Table6.16).

The performance of the social services
sector did not improve significantly in
2001, despite increased budgetary
allocations to the various sub-sectors. The
slow pace of rehabilitation of basic
facilities and the high incidence of
industrial strikes in the education and
health sub-sectors hampered service
delivery by the key institutions and
departments established to mitigate the
living conditions of the vulnerable groups.
However, a modest improvement in
environmental protection activities was
recorded.

Healthcare Delivery

The performance of the health sub-sector
was mixed during the period under review.
Whiletheoverall rate of immunization rose
to 74.6 per cent from 72.7 per cent in the
preceding year, population per physician,

6.8.2

population per hospital bed, and population
per nursing staff rose to 4,568, 1,650 and
932 respectively from 4,524, 1,617 and 920
respectively, thus showing a deterioration
inthestate of health caredelivery.

The improved immunization rate was as a
result of repeated house-to-house visits by
medical staff to immunize children against
the six childhood killer diseases. On the
other hand, the deterioration shown by the
other health indicators was largely due to
prolonged industrial action by doctors,
nurses and midwives during theyear. The
problems of poor nutrition and hygiene,
limited access to safe water and poor
environmental conditions persisted. The
budgetary alocation to the sub-sector,
whichroseby over 100.0 per cent abovethe
2000 level toN35.4 billion, represented 4.0
per cent of the Federal Government budget,
but fell short of the 5.0 per cent minimum
standard recommended by the World
Health Organization.

Education

The education sub-sector recorded modest
improvementsduring theyear asenrolment
in both primary and secondary schools
increased by 4.0 per cent from 24.9 million
and 6.4 million respectively to 25.9 million
respectively and 6.7 million respectively.
The relative improvement in performance
of the sub-sector was attributed to an
enhanced budgetary allocation which rose
by 10.6 per cent to N62.6 bhillion and
accounted for 7.0 per cent of the Federa
Budget, and the rehabilitation of schools
under the Universal Basic Education
programme. However, the pupil/teacher
ratio in both primary and secondary schools
deteriorated dlightly from 54 and 41
respectively to 56 and 45 respectively inthe
period under review.

6.8.3 Water Resources Development
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The budgetary allocation for water
resources development increased
significantly by 352.3 per cent to &N64.8
billion in 2001 relative to the allocation of
N14.3 billion in 2000. Available
information showed that the volume of
available water also increased by 1.0 per
cent to 5,732.6 trillion cubic meters in
2001. The proportions for domestic
consumption and industrial uses were 14.2
and 27.0 per cent respectively. While
irrigation maintained its share of 35.0 per
cent, wastages accounted for 23.8 per cent
(Table6.17).

The improved volume of available water
was due largely to the enhanced budgetary
allocation. However, the major problems
faced by the State Water Boards included
the high cost of replacement of broken
equipment and burst pipes.

6.8.4 Demography

The projected annual growth rate (based on
the revised 1991 census) of 2.8 per cent by
the National Population Commission
estimates Nigerias population at 118.3
million in 2001. Both maternal and infant
mortality rates remained unchanged at 10.0

6.8.5

and 75.1 respectively per 1000 live births.
Similarly, crude birth and death rates stood
at 49.0 and 41.0 respectively per 1000
persons.

Environmental Protection

Environmental protection and natural
resources conservation efforts were
sustained in 2001. Information from the
Federal Ministry of Environment showed
that the Lagos foreshore protection works,
erosion, flood and coastal zone

management projects were completed.
Similarly, the pilot community project at
Nyanya in the Federa Capital Territory
(FCT), Abuja, on waste minimization
through source reduction re-use, recycling
and use of biodegradable packaging
materials, was completed during the year.
Under the Ministry's forestry programme,
a total of 847,000 tree seedlings were
produced. Some of the seedlings were used
for timber and poles, indigenous fruit tree
development, forest resources devel opment
and national tree planting campaigns.
Nigeria obtained certification on the
requirements for implementing the Sea
Turtle Excluder Devices (TEDs), thereby
certifying Nigeriato export all categoriesof
shrimpstotheUnited Statesof America.

In pursuit of a cleaner production
technology in the country, atotal of 205.2
metric tonnes of Chloro-fluoro Carbons
(CFCs) were phased out through the closure
of some investment projects. Under the
Environment Impact Assessment (EIA)
programme, atotal of 66 new projectswere
subject to EIA evaluation and 47 reports
approved in 5 different sectors. However, a
total of 155 oil spillages, involving 21,448
barrels of crude oil, were recorded during
theyear.
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CHAPTER 7
The External Sector

igeria'sexternal sector experienced renewed pressurein 2001, resultinginalower overall balance
of paymentssurplusof 829.2 billion or 0.5 per cent of GDP, down from N314.1 billion or 6.3 per

cent of GDP in 2000. This development reflected the substantial  decline in the current account
surplus. The deficit in the capital and financial account narrowed during the year. The lingering
problems induded the excessive dependence on imports, a hugeexternal dett profile, thedebt service
burden, aswdl as the low level of foreigndirect investment. The current account surplus decreased by

61.9per cent toN269.3 hillion while thecapital and financid acoount defiat was reducedby 39.5 per

cant

toN231.3billion. Thestock of external reservesroseby 5.5 per cent from US$9.9 billionto US$10.45
billion, which was much lower than the increase of 81.8 per cent in 2000. The external reserve level
could support 12.0 monthsof current imports, compared with 13.6 monthsin 2000.

7.1.1.

At N269.3 hillion, the current account
balance declined by 61.9 per cent from
§707.0 billion recorded in 2000. This
reflected the deterioration in the services
and income accounts, aswell asinareasesin
visible imports. In addition, the current
transfer (net) declined from &159.4 billion

increased by 8.9 per cent while imports
totalled N1,266.1 billion, resulting in a
trade surplus of N851.9 billion. Thiswas
13.3 per cent below the N982.8  hillion
achieved in 2000. The oil and non-ail
components of total trade increased by 8.8
and 36.7 per cent, respectively. (Table
7.3).

recorded in

toN143.0billionin 2001. (@ Imports CostandFreight (CFR)
GoodsTrade AtN1,266.1 billion, total imports rose by
Total transactions on goods trade (unad- 31.5 per cent over the level
justed for balance of payments) rose by 2000, reflecting increased demand for
N475.4 billion or 16.3 per cent toN3,384.1 finished goods and raw materias. Both ail
billionin 2001. Thisreflected increasesin and non-oil imports contributed to the
imports and exports above their levels in imports level; the non-oil imports
2000. At §2,118.0 hillion, total exports accounted for &1,050.6 billion or 83.0 per
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cent. A breakdown of imports by end-use
revealed that the share of consumer goods
in totd imports was 3.8 pe cent, thesame a5

in the preceding year, while that of capital
goods and raw materials also remained at
60.9 per cent. The share of raw materias
continued to dominate as in the preceding
years.

0%

039%

O Consumer goods
M Capital goods and Raw Materials
I Miscellaneous

A disaggregation of imports on the basis of
the Standard International Trade
Classification (SITC) showed that the
vadueof impats increased with the exception
of the unclassified miscellaneaus itens. In
terms of the relative share of the items to

(b)

7.1.2.

total imports, manufactured goods consti-
tuted the bulk (29.5 per cent), followed by
machinery and transport equipment (23.5
per cent), chemicas (22.7 per cent),
food and live animals (11.9 per cent), while
the remaining six categories accounted for
thebalanceof 12.4 per cent.

Exports (fob)

Thevalue of Nigerias exportsincreased by
8.9 per cent to N2,118.0 hillion, reflecting
developments in both the oil and non-ail
sectors. The contribution of the oil sector to
totd exportswas B.7 pe cant, thesane asthe
level achieved in 2000. Oil sector exports
totalled &2,090.0 billion, representing an
increase of 8.8 per cent relative to the 64.2
per cent increasein 2000. Thisreflected the
lower price of crudeoil in 2001 relative to
the preceding year. The value of non-oil
exportsin 2001 increased by 12.9 per cent
toN28.0 billion, but accounted for only 1.3
per cent of total, the same proportion asin
2000.

Direction of Oil Exports

The Americasremained thelargest buyer of
Nigerids crude oil in 2001, followed by
Western Europe. However, its share
declined to 49.6 per cent from 50.8 per cent
in2000, whilethat of Westem Europe droppedto
22.9 per cent from 23.5 per cent. In contrast,
the shares of Asia and Africa increased
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from 7.2 and 18.3 per cent respectively in
2000 to 7.6 and 19.9 per cent in 2001. The

United States of America (USA) continued
to dominate other countries as the largest
importer of Nigeria's crude ail, accounting
for 39.1 per cent of total oil export, though
lower thanits40.4 per cent share in2000.

The volume of crude oil exports to the
Americasincreased marginally from 306.6
million barrels in 2000 to 339.1 million
barrels in 2001, while the value increased
substantially from #N975.6 billion to
N1,037.1 hillion. In the same vein, the
volume of crude oil exports to Western

Europe rose from 142.0 million barrels in
2000 to 156.3 million barrels, while the
value increased from N452.0 billion to N
478.1 billion. Nigeriascrude oil exportsto
African countries also rose from 435
million barrels in 2000 to 51.8 million
barrels while the value increased by 14.3
per centto N158.3 billion (Table 7.6).
7.1.3. The Services Account

Thesaviasamount (nd) worsned from
addidtof N149.2billionin2000t o
N442.0 bil lionin 2001. All itensin
the acount cont ribut e to the net
out flows. Na out flows of N-138.6

1 Americas

I Asia

Per cent

O Africa

& Western Europe

2000

Box 5

PERSPECTIVES ON FOREIGN
DIRECT INVESTMENT (FDI)
FLOWSIN NIGERIA

Foreign Direct Investment (DFI) represents a
veritable source of foreign exchange and
technological transfer, especially to developing
countries. FDI can beanaysed in terms of inflow of
new equity capital (changein foreign share capital),
re-invested earnings (unremitted profit), trade and
suppliers credit, net inflow of borrowing and other
obligations from the parent company or its affiliates.
Through FDI, acountry benefits from the transfer of

skills and technology, organizational and

2001

management expertise, employment generation,
access to foreign markets, as well as forward and

backward linkages.

FDI is, therefore, amajor component of the capital and
financial account of a nation’s balance of payments
(BOP). It can positively or negatively influence the
overall position of the external sector. A net inflow
position occurs when an economy reaps the benefit of
FDI through a surplus in the foreign investment
account of theBOP. Thisreflectsincreased investment
by non-residents in the economy, owing to the
provision of an enabling environment and the pursuit
of investment-friendly policies. Conversely, a net
outflow of FDI implies a deficit in the foreign
investment account of the BOPR, which implies
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divestment of foreign interests or capital flight,
characteristics of an unstable political and
macroeconomic environment.

Thus, the Federal Government of Nigeria has, since
1986, embarked on sustained efforts to encourage
foreigndirectinvestment. Themost significant of these
policy measures was the introduction of the Structural
Adjustment Programme (SAP) which provided the
basis for the deregulation of the economy. Under the
SAP a number of institutional, structural and market
reforms were undertaken to liberalise the economy and
provide an enabling environment for attracting foreign
investment.

Specifically, the industrial policy of 1988 embodied
provisions for FDI. It created an FDI-friendly
framework, as embodied in the provisions of the
Industrial Development Coordination Committee
(IDCC) under Decree No. 36. The IDCC streamlined
the multiplicity of institutions responsible for the
approval and registration of foreign companies in the
country. It has responsibility for approving pre-
investment agreements, fiscal incentives, employment
permits for foreigners, foreign capital imports, and
providing policy advise to the Federal Government. In
1995, Decree 16 established the Nigerian Investment
Promotion Council, with a mandate of promoting and
attracting foreigninvestors. Similarly, Decree 17 of the
same year created the Foreign Exchange (Monitoring
and Miscellaneous Provision) which authorized any
person, including non-Nigerians, to deal in, invest in,
acquire or dispose of, create or transfer, any interest in
securities market. These decrees were targeted at
removing all bottlenecks to the inflow of FDI, into
Nigeria. In addition, the privatization and
commercialization decree removed restrictions or
limits placed on foreign ownership of economic
enterprises. Thefiscal incentivesto encourage FDI, for
example, includethe 100 per cent tax holiday for 7 years

billion,N184.7billionandN118.7
bi llion were reorded for transpor ta-
tion travels, and business services respectively.

The low level of participation by Nigerias

in the provi sion of i ntenational
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and tax reduction for investors that provide their own
infrastructure and invest in research and devel opment
activities.

Available data showed that FDI in Nigeria averaged
US$1,184.0 million per year in the period 1997-2001.
On an annual basis, FDI dropped from US$1,539.4
million in 1997 to US$1,051.3 million in 1998. It
further declined to US$1,004.9 million in 1999.
However, in 2000 the performance improved as net
inflows increased by 13.5 per cent to US$1,140.7
million. However, the tempo was not sustained in
2001. Thelow level of FDI in Nigeriacan beattributed
to a number of factors, among which are

macroeconomic instability, as evidenced by rising
inflation, interest and exchange rate volatility, arising
from fiscal dominance. Poor infrastructural facilities,
inadequate and costly telecommunications services,
frequent disruptionsin power supply, inadequate water
supply, and apoor road network are other factorswhich
have continued to constrain the flow of FDI into
Nigeria

Thehigh debt burden also influences adversely foreign
investors perception of the health of the economy.
Similarly, the incessant social and political instability,
insecurity of life and property are factors which
undermine Nigeria'seffortsin attracting FDI, despite
the economy’ snatural advantages, such asmarket size,
strategic location, abundance of natural resources, and
cheap, trained labour force.

Against this background, the need to pursue prudent
fiscal and monetary policies and good governance
cannot be overemphasized, if the economy isto attract

itsfair shareof FDI onasustained basis.

svics aounted for the paggent
deficit in the senicesaccaint. Howevey,
travds in 2001 showad tha out
payments in repet of Feded
Govenmmt etandedadinad from
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N7.2 billion in 2000 to N5.5
billion.

7.1.4.Thelncome Account

7.15

The deficit in the income account widened
from N362.4 billion to N388.7 billion in
2001. This development was attributed to
the high scheduled interest payments on
external debt, relative to the inflows from
interest earnings on the externa reserves
and other investments. Scheduled interest
payments on Nigerias external debt and
other investments were K241.8 billion and
N187.1 billion respectively, while the
interest on reserves and investment was
N40.3billion.

Current Transfers

The surplus in the current transfers (net)
decreased by 10.3 per cent to N143.0
billion, reflecting the drop in inflows in
unrequited transfers. Outflowsin respect of
generd  govanment acoounts naroned &s the
expenditure on Nigerian embassies and
payments to international organizations
declined during the year. Private remit-
tances fell to N145.8 billion from N173.0
billion in 2000, reflecting declines in
transfers-in-kind. Similarly, the deficits in
the general government accounts
dropped from N13.7 hillion in 2000 to N2.8
billion as aresul t of streamlining of the
activities of Nigeria's embassies abroad and
declinein financing the sub-regional peace
keeping efforts.

Transactions in the capital and financial
account resulted in a deficit of N231.3
billion during the year. However, this
performance was an improvement over
year 2000 as the deficit declined by 39.5
per cent. The high debt service payments
and Nigeria's short-term claims on foreign-
ers was responsible for the negative
outcomein thisaccount.

In the financial sub-account, the huge
deficit in the 'other investment' (net)
outweighed the surpluses in the direct and
portfolio investments (net). Capital inflow
through direct investment increased from
N116.0 hillion in 2000 to N132.4 billion,
which reflected an improved investment
climate in the economy. With the on-going
privatisation programme, especially in the
telecannmunicaions sub-sectar, the ecanamy
witnessed an inflow of foreign direct
investments, asaresult of investment in the
Global Systems of Mobile
Telecommunications (GSM).The other
investment' (net) account recorded a deficit
of N456.3 billion in 2001, which was an
improvement over the deficit of N552.6
billion in 2000. Of this amount, amortiza-
tion due and disbursement were N95.1
billionandN0.5 billionrespectively.

Nigerids external assetstotaled N1,472.1
billion at end-December, 2001, compared
with the level of 81,300.1 billion recorded
at end-December, 2000, representing an
increase of 13.2 per cent. Theimprovement
in external assets reflected the rise in
foreign assets holdings of the banks.
External assets of the Centra Bank of
Nigeriarose by 8.4 per cent from N1,090.1
billion in 2000 to N1,181.7 billion during
the period under review. The increase in
CBN assets holdingw as traceable to
the enhanced f oreign exchargereceifts from
crude oil sales. Simil arly, the combin ed
net foreign assets of d epasit money banks
amounied to N2878 hillion or 196 par cat of

the total at en d-December 2001, compared
with N207.9 billion or 16.0 per cent in
2000.
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BOX 6

Movements in Nigeria's

External Reserve

External reserves congtitute part of the monetary
authority's holdings of total external assets. When net
foreign exchange outflow is lower than inflow, the
surplus is added to the stock of external reserves. In
situations where outflows are higher than inflows, a
country draws down on her external reserves.
Consequently, prudent management of the external
reserve entails ensuring that receipts are greater than
expenditure. Reservesareal so resourcesthat could earn
income, through their investment in safe and high-
yielding securities abroad. I nterests accrued from such
investments help to increase the level of externa
reserves. A country's external reserves should,
according to international standards, accommodate
about 3 - 4 monthsof import commitments.
Theobjectivesof external reserve management include,
among others: preservation of thevalue of the currency,
through intervention in the foreign exchange market to
either shore up thevalueor prevent apossiblerun onthe
currency; maintenance of international liquidity, to
ensure that reserves are readily available and could
meet external commitments; and precautionary motive,
toguideagainst total capital |osses.

Nigeria's external reserve has been fluctuating over the
years. In 1997, the level rose from US$4.1 billion in
1996 to US$7.5 hillion, thereafter it dropped to US$7.1
and US$5.4 billion in 1998 and 1999 respectively. It
trended upwards to US$9.9 and US$10.45 bhillion
respectively in 2000 and 2001. The months of import
cover were9.6in 1997, downto 9.2 and 7.6 in 1998 and
1999 respectively. This improved to 13.6 months in
2000, but droppedto 12.0 monthsin 2001 (Figure7.3).
Efficiency in reserve management could be viewed
beyond the months of import cover per se, to the actual
amount saved in the year. In other words, the accretion
to the external reserve account isvery crucia inreserve

Foreign exchange inflows and outflows
through the CBN in 2001 stood at US$15.7
billion and US$14.7 billion respectively,
compared with US$ 15.7 billion and
US$11.8 billion respectively in 2000.
These resulted in a net inflow of US$ 0.98
billionin 2001 asagainst US$ 3.9 billionin
2000. Thefall ininflows was attributed to
the decline in oil receipts while the rise in
outflowswastraced to increased funding of
the Inter-bank Foreign Exchange Market
(IFEM) and external debt service payments.

The demand pressure at the IFEM
intensified during the year as foreign
exchange worth US$9.6 billion was sold by
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US$'Billion

management. In 1997, accretion to reserve was US$
3.5hillion. Thissavingswas, however, not sustainedin
the subsequent years, resulting in a net draw down of
US$ 0.5 billion and US$ 1.6 billion respectively in
1998 and 1999. With the improvement in crude oil
price in 2000, the external sector outcome resulted in
an accretion of US$ 4.5 billion, but this again dropped
to US$ 0.5 billion in 2001(Figure 7.5). This trend
reveals the expenditure profile of government, in
which yearsof huge savingsor gainsin the net position
of foreign exchange transactions are followed by
periods of increased expenditure, asreflected in the net

Figure 7.5
Accretion to Nigeria's
External Reserve (1997-2001)
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flow positioninthebalanceof payments.

Generally, avolatilefiscal policy isnot consistent with
asustainable external reserves management. A prudent
fiscal policy will enhance the viability of Nigeria's
balance of payments and strengthen the stability of the
exchangerate.

the CBN to authorised dealers, compared
with US$7.1 billion in 2000. The fisca
operations of government contributed to
the upswing in the demand for foreign
exchange. However, the Bank met al
effective demand by end-users of foreign
exchange. The skewed nature of foreign
exchange supply to themarket persisted, as
the CBN continued to account for the bulk
of funds in the IFEM. In the period under
review, the Bank purchased only US$59.1
million compared with US$165.5 million
in2000.

Exchange rate movements in 2001

indicated that the average selling rate of the

naira vis-a-vis the United States dollar at
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depreciated from #102.10 in 2000 to
N111.96in 2001. Thetrend in the bureaux-
de-change segment of the foreign exchange
market was similar, as the naira on the
average exchanged at N132.59 for
US$1.00. Overal, the premium between
the IFEM and the parallel market rates
further widened from 9.1 per centin 2000to
18.2 per centin 2001.Theincreased demand
pressure was largely responsible for the
declining valueof thenaira(Figure7.6).

140.0

The agricultural and transportsectors
accounted for US$20.2 million (0.6 per
cent) and US$94.3 million (2.8 per cent)
respectively.

The total value of final attested invoices
(i.e., value of goods that were inspected for
shipment to the country) amounted to
USH6.8 hllion. Of this amourt, trarsadions
“vdid far foragn exchange” acoounted for
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7.5.1. Pre-Shipment | nspection

Thetotal value of Forms'M' openedin the
year was US$15.2hillion. Of this amount,
transactions “valid for foreign exchange’
accounted for US$11.8 hillion (77.5 per
cent) while imports “not valid for foreign
exchange” accounted for US$3.4 billion
(22.5 per cent). A breakdown of Forms
'M*" “valid for foreign exchange’ showed
that the industrial sector accounted for
US$5.1 hillion (42.9 per cent) while
firished goads corsumed US$6.1 billion (514

per cent). The agricultural and transport
sectors accounted for US$273.3 million
(2.3 per cent) and US$402.7 million (3.4
per cent) reectively. Anandysisof imparts
“not valid for foreign exchange” showed
that finished goods accounted for
US$21 billion (61.5 p er cent) w hile the
industri al secto r accou nted fo r US$1 .2
billion (35.1 per cent).

2000 2001

US$6.1 hillion (90.5 per cent) while those
“not valid for foreign exchange” stood at
US$0.7 billion (9.5 per cent). A further
analysis of attested invoices “valid for
foreign exchange” showed that the indus-

trial sector accounted for US$3.1 billion
(51.1 per cent) while invoices for finished
goodsamounted to US$2.6 billion (42.3 per
cent). The share of agricultural sector
imports stood at US$114.8 million (1.9 per
cent) while transport accounted for
US$283.7 million (4.6 per cent). Similarly,
a breakdown of imports “not valid for
foreign exchange” transactions showed
that industrial sector goods accounted
for US$418.4 million (63.8 per cent) while
finished goads acoounted far US®223.1 million
(34.0 per cent). The agricultural and
transport sectors accounted for US$1.0
million (0.2 per cent) and US$9.8 million
(1.5 per cent) respectively.
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