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AN OVERVIEW OF NIGERIA’S ECONOMIC REFORMS

Dr. J. G. Donli”
L Introduction

The last two decades witnessed series of reforms aimed at the revitalization of the
Nigerian economy owing to series of crises that rocked the economy during this period.
The problems were seen to be a direct derivative of structural imbalances in our
economic system. The imbalances started right from colonial era, nurtured by
inappropriate policies after independence in 1960, and reinforced by the windfall gains
from petroleum in the 1970s.

These structural defects consisted of undiversified, monolithic and monocultural
production bases, undue reliance on agricultural products from 1960s, and a total shift
to exclusive reliance on petroleum after 1973. The outcome of these events was that
the growth process relied heavily on external factors instead of the internal ones.
Ho zver, of all the dependencies, the exclusive reliance on petroleum turned out to be
the most devastating to the economy.

The sudden surge in revenues from the oil boom engendered a policy attitude which
regarded resources as not a problem but considered how to spend it as the problem.
The increased level of foreign exchange receipts was also perceived as a permanent
occurrence. This led to an uncontrolled expansion in expenditure. On the other hand,
reductions 1n foreign exchange receipts during lean years (as in 1978) were considered
transitory. This inelasticity of expectation resulted in a situation where expenditures
were not reduced immediately the adverse shocks occurred. On the contrary, external
borrowing were undertaken to finance gc :rnment activities. Consequently, fiscal
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deficits and external payment problems emerged and lingered through various regimes
up to the present day.

The objective of this paper is to refreshen our memory with the different reforms
adopted by different administrations in addressing the crisis faced by our economy,
most especially the current reforms being pursued by the Obasanjo administration. To
achieve this, the rest of the paper is divided into four parts. Part two gives an Overview
of the State of the Nigerian Economy with greater emphasis on the various econormic
reform programs put in place by successive governments to fine tune the economy (o
desired results.. The third part reviews the Current Economic Reform with particular
emphasis on the National Economic Empowerment and Development Strategy (NEEDS),
while Part four looks at the Banking Reform and its Implications for the development
of the Real Sector of the economy. The fifth part concludes the paper.

IL Overview of the State of the Nigerian Economy
II.I  Nature of Nigeria’s Economic Crisis

The Nigerian economy, like th__ of most other developing countries, has been
experiencing severe balance of payments disequilibrium in the last decades. The
country’s foreign debt has continued to rise, while her per capita productivity has
continued to drop. The economy was, prior to the oil boom, dominated by the trends
and fluctuations of its major export crops, notably, palm oil and kemnel, cocoa, rubber,
groundnut and cotton. The growth rate of the economy, its balance of payments position
and investment opportunities were tied to the demand for these agricultural products
in the international market.

As a result, when agricultural exports increased at the rate of one per cent per annum in
the one and half decades before 1950, the economy witnessed a long period of
stagnation. Consequently, per capita income fell over the period as the population growth
rate of about 2 per cent outstripp  the rate of economic growth (Olashore, 1991).
With the increased world demand for agricultural products in the 1950s, Nigeria
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participation, empowerment, gender and geo-political balance, poverty reduction
programs, as well as provides security and safety nets for the people.

4. Value Re-orientation

The reform agenda would place emphasis on the need to promote the virtues of hard
work, honesty, patriotism, selfless service, and moral rectitude. All the relevant
government organizations, civil societies, NGOs, and other stakeholders would be
mobilized to lead effective campaigns among the public for a change in the new attitude
and value system.

A number of specific quantifiable targets that are measurable and time bound are provided
to guide the implementation of the economic reform agenda. The key parameters
include, amongst other targets on reducing unemployment rate, real GDP grc  th rate,
incidence of poverty, inflation rate, credit to private sector, external reserves, budget
deficit as a ratio of GDP, recurrent expenditure as a percentage of total budget, capital
expenditure as a percentage of total budget, export growth rate, and growth of non-oil
export earnings.

There are specific targets set for the major sectors of the economy such as growth in
agriculture. manufacturing, capacity utilization in manufacturing sector, agricultural
exports, communications and solid minerals. It is expected that specific strategies for
each of the major sectors would be developed, fine tuned and periodically reviewed.

The institutional framework for the implementation of the economic reform agenda
which is embedded in the NEEDS document provides that the economic reform program
would be coordinated by the President to be assisted by an independent monitoring
committee comprising those aiready involved in the reform process.

There would be a quarterly perfc 1ance review report. . he National . .ssembly and
other stukeholders would also be involved in the implementation. monito 12 and
cvaluation of the reform proc s, £ ailarly, it is expected that both states and loc:
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governments would evolve their own appropriate reform package (SEEDS and LEEDS)
which should be in tandem with the NEEDS. The financial implication of the entire
reform package is being worked out. It suffices to note that the economic reform
program is a continuous process and it requires constant fine tuning and adjustments in
tune with unfolding realities in the domestic and international economic environment.

The abc : is a synopsis of the current economic reform program of the nation. It
could be seen that it is all encompassing and it also requires the support and commitment
of all stakcholders. However, it appears that a lot of work needs to be done with regards
to the reform implementation process. The funding arrangement needs to be properly
worked out and firmed up in order to achieve the cherished long term goals and strategies
of the new reform program whose implementation was supposed to have began since
last year.

Broadly, it should be appreciated that the long term goals and strategics of the NEEDS
package are meant to achieve the twin objectives of growth and equity, as well as bring
to the fore the central importance of promot! 3 the human dimension of the
development process. The ideal objectives of economic growth and equity could not
be attained without the invocation of the virtues of value re-orientation. The human
factor has been the missing link in the Nigerian economic growth process.

For the first time, this aspect of human development agenda has been identified and
integrated into the current economic reform program. It could be argued that the failure
of the past economic reform programs could to a certain degree be attributed to the
failure to tte value re-orientation to program implementation process. That is, the
poor implementation of past economic reform programs is linked to the so-called
Nigerian factor in all its ramiftcations. Having 1dentified the importance of value
re-orientation in the implementation process of the reform program, it should be
emphasized that the major object of our review is not necessarily to pick holes with
the details of the economic reform package, but to situate, align and tailor it to the
areas of interest of supervisory and regulatory bodies (such as, the Nigena Deposit
Insurance Corporation - NDIC) responsible for the ¢ zrsight of the financial sector
industry.
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The structural weakness of the banking system, which has hindered the performance of
its developmental role in the economy and seriously curtailed the achievement of
Government’s objectives of ensuring price stability, economic growth and high
employment level prompted the CBN to embark on the current reform of the sector.
The purpose of the banking sector reform is to enable the Nigerian banks give priorty
to and make available cheap and competitive credit to the real sector so that the economy
can grow.

The banking reform package is anchored on a 13-point programme, some of which
include: increase in the minimum capital base requirement of the banks from &2 billion
to W25 billion; consolidation of banking institutions through mergers and acquisitions;
and the establishment of an Asset Management Company as important vehicle for
banking system distress resolution (Soludo, 2004).

Bank consolidation through mergers and acquisition and the establishment of Asset
Management Company to purchase the non-performing risk assets of the banks would
have the salutary effect of cleaning up the banking sector, as well as lead to the
emergence of sound banks that would ably support the growth of the feal sector, as
well as compete in the intenational arena (Soludo, 2004). The resultant appearance of
mega banks with robust capital and asset base on the national economic landscape
would provide the spring board for launching the economy to greater sustainable heights
and in the process achieve the long term goals of reducing the ievel of poverty in the
¢ stem, providing employment in the wider economy and creating wealth for all.

IV.2  Implications of Banking Reform on the Real Economic Sector

The reforms in the banking system are likely to have the following implications on the
development of the real sector:

. The policy is likely to adequately position the banking industry to be
able to mobilize intcrnational capital for on-lending to the real sector
for the development of the economy.
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The policy is likely to drastically reduce banks’ cost of funds and perhaps
reduce the pressures on banks that engage in sharp practices as a means
of survival. This will affect the amount of interest charged on loans to
real sector operators.

The policy will promote an efficient financial system that will support
intermediation roles of mobilizing savings and lending to small and
medium scale enterprises. For instance considering the fact that each
Nigerian bank has to provide basic infrastructures for its operations,
meet regulatory requirements among others, it was obvious that there

i sub-optimal utilization of resources. In the ne¢ dispensation
overlapping of functions and unnecessary duplications will be avoided.
Efficiency will also be promoted through the existence of increased
scale economies in producing financial services. All these are likely to
translate to lower interest rates in the country.

The establishment of an Asset Management Company would help banks
clean up their balance sheets. When this 1s combined with the
strengthening of the existing legislative framework for debt recovery, it
would put banks in a more comfortable position to fund the activities of
the real sector operators

It 1s expected that cost of funds would drop significantly and margins
would decline due to stiffer competition. However another concern could
be that larger banks would exploit their greater market power to reduce
lending and by implication increase loan rates.

Future profits may benefit from cost reductions arising {rom economies
of scale- that is, the ability to spread fixed costs, including particularly
those that are technology - related, over a larger scale of operations.
Cost economies can also be achieved by eliminating duplications in branch
networks, functions and staff. There may also be a reduction in risk, and
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therefore saving in costs due to geographic or product diversification
and the ability of larger institutions to invest in more sophisticated risk
management ¢ stems. All these are likely to impact positively on the
availability and cost of lending to the real sector.

Apart from pricing considerations, the new reforms could reduce the
amount of credit available to small businesses. This argument is based
on the observation that small banks grant small loans (since they do not
have large enough balance sheets for more sizeable loans often required
by larger businesses) assumed to go to small firms, and that large banks
tend to lend to large businesses (as the monitoring costs of many small
companies would be too high for them). Therefore, a large proportion
of the population might end up not being served by the formal banking
system. There is therefore a need for nor bank financial intermediaries
to be strengthened to cater for the needs of small-scale real sector
operators.

IV.3 Banking Sector Reform and the Downstream Petroleum Sector

Oil and gas sub-sector constitute one of the important components of the reform
program for the real sector of the national economy. The key elements of the reform
agenda in this respect is the de-regulation of the downstream sector through the
privatization of the nation’s four refineries and product haulage, appropriate pricing of
petroleum products through the withdrawal of subsidy and the attraction of private
capital investment in this sector.

Indeed the privatization of the downstream sector would not be fully achieved without
the active support and collaboration of the banking and finance sector. The
intermediation role of the banking sector would enable the channeling of the necessary
funds with which to fully and effectively re-position the oil and gas sector to perform
its developmental role in the economy.
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Private sector investment into the de-regulated downstream sector requires long term
financing arrangement and that explains the relevance of the consolidation of the banking
sector which is one of the thirteen point reform agenda for the banking sector announced
by the CBN Govemor.

When it becomes fully operational, the banking sector reform would unlock and make
available alternative funding schemes to support the emergence and growth of local
private capital in the oil and gas sector. It would also accelerate the privatization of the
refineries and product haulage.

V. Conclusion

From what we have seen above,. it is very clear that successive administrations came up
with different kinds of reforms 1n an attempt to address the crisis the Nigerian economy
faced, but the implementation was less than satisfactory. Frequent policy inconsistencies
and reversals, lack of political will, corruption and appropriate value orientation
hampered the judicious implementation of past reform programs. The economic reform
program of the present government is aimed at reversing the shortcomings of the
implementation of the past reform programs, as well as place the national economy on
a strong, sound and sustainable footing. As the implementation and funding issues get
sorted out and the implementation of banking sector reform gets into full gear, the
attendant growth of the real sector and the de-regulation of the downstream sector will
usher in a new lease of life into the economy and the people of Nigeria. No doubt, the
challenges are daunting and too numerous to mention, however, with the will,
commitment and right value re-orientation among all stakeholders, a lot of progress
will be achieved in our match to sustainable economic recovery.
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