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Nigeria’s current-account surplus in 2005 widened
and international reserves increased substantially, but
inflation showed little sign of abating. Another
noteworthy achievement for Nigeria in 2005 was the
historic obtainment of debt reduction from the Paris
Club, writing off 67 per cent (equivalent to $18 billion)
of Nigeria’s external debt.

Recent Economic Developments

Macroeconomic developments in recent years have
been encouraging, with GDP growth averaging 6 per
cent for 2000-05. After peaking at 10.2 per cent in
2003, growth slowed to 6.1 per cent in 2004. Growth
in 2005, estimated at 4.4 per cent, a much lower rate
than the government’s figure, was broadly based, with
the oil, agriculture, construction and telecommunications
sectors performing particularly well. High world oil
prices have provided a big boost to the oil sector in
recent years. In 2005, agricultural output increased by
7 per cent, up from 6.2 per cent in 2004, reflecting both
favourable weather conditions and government efforts
to increase farmers’ access to credit and fertilizers.
Construction was estimated by the government to grow
by 10 per cent in 2005 as a result of booming real-
estate development. Nigeria's telecommunications sector
grew by 12 per cent following its accelerated liberalisation
and privatisation, which led to the introduction and rapid
spread of the global system for mobile communications

(GSM) services. The number of mobile phone lines

increased from 230 000 in 2001 to 8.3 million in 2004
while fixed land lines increased by an average of 20 per
cent annually, from 600 000 to 1.03 million during the
same period. Growth in the manufacturing sector, at

8 per cent in 2005, is lower than the 10 per cent recorded
in 2004.

Agriculture accounted for nearly one-third of GDP
in 2004: mining (primarily oil) accounted for about
36 per cent of GDP. Crude petroleum production was
estimated at 2.5 million barrels per day (mbd), about
2.05 mbd of which is destined for exports. At an
estimated average price of $55 per barrel in 2005, the
price of Nigeria’s reference Bonny Light crude oil
increased by about 11 per cent during the preceding
year as a result of high world prices. Wholesale trade
represented about 15 per cent of GDP in 2004, whereas
the manufacturing sector accounted for only 5 per cent

of GDP despite its recent strong growth.

The sectoral developments mentioned above
reflected strong growth in private consumption and
private investment in both 2004 and 2005. In terms
of the composition of demand, the main development
was a surge in net exports demand to 18.8 per cent of
GDP in 2005, compared with 8.2 per cent of GDP in
2003, and -0.9 per cent in 2002, also reflecting the oil-
price increases of recent years. Correspondingly,
domestic consumption and investment shares declined
in 2003 and 2004, reflecting the increase in the share

of exports in total demand.

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 171 26.2 23.9 22.4 22,5 23.8 25.6
Public 5.4 10.0 9.7 9.1 8.9 9.0 9.3
Private 11.7 16.2 14.2 13.2 13.5 14.7 16.3
Consumption 74.8 74.6 67.9 60.4 58.8 60.8 63.0
Public 71 24.2 23.7 221 22.0 221 22.1
Private 67.7 50.4 44.2 38.3 36.7 38.7 40.9
External sector 8.0 -0.9 8.2 17.2 18.8 15.5 11.4
Exports 47.4 40.8 49.7 54.6 53.9 51.3 48.3
Imports -39.3 -41.6 -41.5 -37.4 -35.2 -35.8 -36.9

Source: Domestic authorities’ and IMF data; estimates (e) and projections (p) based on authors’ calculations.
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Figure 2 - GDP by Sector in 2004 (percentage)
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Source: Authors’ calculations based on domestic authorities’ data.

Macroeconomic Policies medium-term fiscal-expenditure framework (MTEF)
to focus macroeconomic strategy and prioritise
Fiscal Policy expenditure. Specifically, the 2005 and 2006 budgets
were geared towards the achievement of the MDGs.

Prudent macroeconomic management has been  Fiscal policy was relatively prudent in the context of
one of the government’s clearest and most impressive  windfall oil revenues in 2004 and 2005, as the overall

achievements. The government has introduced a  fiscal balance moved from a deficit of 1.3 per cent of
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GDP in 2003 to a surplus of 7.7 per cent in 2004. In
2005, the fiscal deficit (not including windfall oil
profits) was about 1.4 per cent of GDP thanks largely
to much higher crude oil prices than anticipated.
Government expenditure, although increasing in
absolute terms, fell to 33.5 per cent of GDP in 2005
from 35.4 per cent in 2004, with most of the drop
associated with current expenditure and interest on
the public debt. Measures such as freezing civil-service
hiring, tightening the budgets of parastatals and reducing
non-essential recurrent expenditures were introduced

to control government spending.

Total government revenue in 2005 (not including

windfall oil profits) was estimated at $12.5 billion

(NGN1.63 trillion [nairas]), resulting in a budget
deficit of 1.4 per cent of GDP. The fiscal deficit is
expected to rise to about 2.4 per cent of GDP in 20006,

mainly due to declining oil prices.

It should be noted, however, that if the 2005 fiscal
figures included the oil windfall revenues (as they do
in Table 2), the fiscal balance would show a surplus of
12.4 per cent compared with 7.7 per cent in 2004. The
government has recently set up a special holding account
for temporary increases in oil revenues so as to smooth
government spending and to reserve some of the windfall
revenues for infrastructure development. In 2004,
neatly $6 billion from oil revenues were set aside, with

50 per cent earmarked to a special “volatility cushioning

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total revenue and grants® 20.3 36.4 37.1 43.1 45.9 44.5 42.2
Tax revenue 6.9 8.9 8.3 7.2 6.9 7.1 7.4
Other revenue (including oil) 134 27.6 28.8 35.8 39.0 37.4 34.8
Total expenditure and net lending® 19.3 40.7 38.4 35.4 33.5 33.1 34.0
Current expenditure 6.2 16.2 13.1 11.0 9.9 9.2 9.1
Excluding interest 3.7 9.8 8.6 7.4 7.4 7.4 7.5

Wages and salaries 1.6 6.5 4.9 4.6 4.5 4.4 4.3
Interest 25 6.4 4.6 3.6 2.5 1.8 1.6
Capital expenditure 7.8 10.9 9.2 8.1 7.9 8.0 8.3
Primary balance 3.4 2.2 3.3 113 14.8 13.2 9.8
Overall balance 1.0 -4.2 -1.3 7.7 124 114 8.2

a. Only major items are reported.

Source: Domestic authorities’ and IMF data; estimates (e) and projections (p) based on authors’ calculations.

fund” intended to safeguard against oil-price volatility;
the remainder was shared among the three tiers of

government for development financing.

The government is seeking to improve budget
monitoring and transparency. To this end, the
government publishes mid- and end-year budget
performance reviews, monthly reports on revenues
disbursed to all tiers of government, and a summary

of expenditures in the past five years.
Monetary Policy

Nigeria’s monetary policy in 2005 was aimed at

reducing inflation to around 10 per cent. At the end

of the first quarter of 2005, on the basis of a 12-month
moving average, inflation was running at 12.2 per cent
with a seasonally adjusted 13 per cent month-over-
month rate. The broad money stock (M2) rose by
17.5 per cent in 2005, a significant deviation from the
NEEDS medium-term target of 15 per cent (2004-07),
providing some cause for concern about upward pressure
on inflation. The growing money supply, associated with
the increased foreign-exchange reserves, has also led to
declining interest rates, especially in the inter-bank
and Treasury-bill markets. For instance, the weighted
average inter-bank call rate declined from 15.9 per
cent in 2004 to 12.1 per cent in 2005. Similarly, the
weighted average prime lending rate declined from

19.6 to 18.1 per cent during the same period.
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In order to slow down money growth, the Monetary
Policy Committee (MPC) adopted a number of
measures to counter excess liquidity in the system,
including raising the Reserve Requirement (RR) and
revising the definition of liquid assets used for monetary

targeting to include three-year bonds.

One of the thrusts of monetary policy in Nigeria
is to maintain a competitive but stable exchange rate,
which is based on the Dutch Action System (DAS). In
2005, monetary authorities maintained a 3 per cent
band around a benchmark rate of NGN133 per $1,
which resulted in the stabilisation of the exchange rate

at NGN129 per $1.

In summary, further efforts at monetary and fiscal
restraint are in order, given the booming economy and
rapid money growth. The prospects for continued fiscal

restraint are clouded, however, by the upcoming election.
External Position

Nigeria’s balance of payments is heavily influenced
by developments in the international oil market, as
the country is both a major exporter of crude oil and
an importer of petroleum products. Thanks to higher
oil prices, Nigeria’s current-account balance swung
from a deficit of 2.7 per cent of GDP in 2003 to a
surplus of 4.6 per cent of GDP in 2004. This was
mainly because the trade surplus as a percentage of
GDP increased from 17.3 percent in 2003 to 25.2 per
cent in 2004. A marginally higher trade-balance surplus
0f 26.9 per cent of GDP was estimated for 2005.

The level of international reserves more than

doubled during 2004 and 2005, from nearly $20 billion

in 2004 to $27 billion in 2005, equivalent to 18 months

of imports.

Nigeria’s external debt declined as a percentage of
both exports and GDP thanks to booming exports
and output and will improve further following the
Paris Club decision to write off a substantial part of
Nigeria’s debt. Under the agreement, Nigeria is required
to clear its $6.3 billion arrears and to buy back the
remaining debt stock at a market-related discount of
25 cents to the dollar, which together would require
an expenditure of $12 billion of Nigeria’s reserves.
While the large payment has elicited some opposition
in Nigeria, it seems clear that the deal could be highly
beneficial to the country if it takes advantage of reduced
debt-servicing costs to finance economic and social
development. The debt reduction could also prove to
be a catalyst for improved confidence, thereby boosting
access to foreign capital, including trade credit and

inward foreign direct investment (FDI).

Nigeria also plays an important role in regional,
continental (African Union) and international trade
agreements. On the regional front, the Economic
Community of West African States (ECOWAY) is
inching closer to a customs union. Harmonisation
of Nigerian tariffs with the four ECOWAS bands
would entail a drastic lowering and simplification of
Nigerian tariffs. Nigeria has also pledged to remove
all import bans by the end of 2006 and to improve
customs administration, thereby reducing endemic
smuggling from neighbouring countries. The
ECOWAS customs union is viewed as a step on the
way to an economic and monetary union with a
single currency under the West African Monetary
Zone (WAMZ). At the continental level, President

Table 3 - Current Account (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Trade balance 18.2 8.7 17.3 25.2 26.9 24.0 20.2

Exports of goods (f.0.b.) 44.7 37.8 46.7 51.8 51.9 49.4 46.4

Imports of goods (f.0.b.) -26.5 -29.2 -29.5 -26.6 -25.0 -25.4 -26.2
Services -19.8 -9.5 -9.1 -8.2
Factor income -2.2 -13.7 -14.4 -16.3
Current transfers 1.4 3.0 3.6 3.8
Current account balance -2.4 -11.6 -2.7 4.6

Source: : Domestic authorities’ and IMF data; estimates and projections (p) based on authors’ calculations.
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