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EDITORIAL

T
therefore the need for sustainability. Even pre-historic man with
his stone- age technology bothered about how services were
rendered and consumed without let or hindrance.

In contemporary times, service delivery processes have ben-
efitted from advances in technological and product innovation
robotics inmanufacturingandassembly lines, aircraft enginemanu-
facture, petrochemical industrial complexes, the vast information
and communication technological systems supporting electronic
banking and its many �faces� - online real-time, internet banking,
ATMs, POS, etc.

When Nobel Laureate Professor Amartya A. Sen wrote on
development as freedom, (arguing for a focus on the capabilities
of people to do and be what they value), he aptly captured the
conceptual dimensions of the role of people in service delivery.
As they say, people, technology and innovation make service
delivery an interesting process.

Sustainable service delivery has become key to differentiat-
ing companies that survive and outperform competition. Seen as
the provision of value in a chain process for meeting a specific
need, or the production of service for direct consumption (as in
banking and services of a personal nature), sustainable service
delivery systems have become significant determinants of �bot-
tom line� or development.

And Jack Welch (former Chairman/
CEO of GE) made it seem so simple in
the Six Sigma (a quality-improvement
technique) which he said is �... the pro-
gram that, when all is said and done, im-
proves your customer�s experience, low-
ers cost, and builds better leaders,
through reducing waste and inefficiency
and by designing a company�s products
and internal processes so that customers
get what they want, when they want it
and when you promised it.� Its applica-
tion will trigger a chain reaction: cus-
tomer satisfaction, loyalty and referrals all of which will impact
positively on revenue. �A huge part of making your customers
sticky is meeting or exceeding their expectations, which is ex-
actly what Six Sigma helps you do,� Welch concluded.

This edition of ZEQ is couched in this context. The African
Peer Review Mechanism (APRM) of the NEPAD is really about
service delivery competitiveness since governance is all about
service excellence as Marcel Okeke clearly highlighted in the
article � �Economic Reforms: Tool for Sustainable Service Deliv-
ery: As difficult as it seems, he argues that government has made
giant strides in developing a set of service excellence param-
eters, which guide its actions.

Encapsulated in the NEEDS document, the various sector
reforms and new pieces of legislation proposed/embarked upon
by government, are ultimately aimed at inducing sustainable ser-
vice delivery excellence in the public and private sectors in Ni-
geria. Come to think of it, would Nigerian firms ever be competi-
tive given the �build your own infrastructure� (BYOI) syndrome?
Therefore, in terms of national and firm level competitiveness
therewould be significant improvement in service delivery across
the board as the reform process is consolidated and the effect
begins to manifest.

No doubt, sustainability of Nigeria�s debt stock and the debt

here is something about service delivery that makes it
ubiquitous. Just reflect on the concept of service� and its
many dimensions and you would realize how much
human existence is predicated on service delivery and

service burden had been major issues of concern to businesses,
civil society and indeed all stakeholders for a long time. Again,
this �dimension� of service sustainability was recently addressed
by the landmark agreement reached with the Paris Club to negoti-
ate a debt reduction based on the Naples Terms. As the article on
�Debt Relief and Its Fallout� clearly demonstrates, sustainable ser-
vice delivery in the social andphysical infrastructure sectorswould
become more feasible as the expected �savings� from the debt exit
scenario becomes available and is successfully channeled into
�rebuilding/rehabilitating� and further developing our infrastruc-
ture andnational institutions.

From the institutional perspective, service sustainability con-
cerns not just the short to medium but also the long-term big
picture. The reason is simple: corporate governance practices
help ensure sound financial and corporate health of the organiza-
tion. It also provides a basis for ensuring sustainable service deliv-
ery over and beyond customer expectation and shareholder value
in the long term. The article on �Good Governance, CBN Au-
tonomy andProduct Innovation� has been included for this reason.
The article makes an interesting reading because of the visionary
tone in which it was written.

Service delivery� conveys a notion of value giving or receiv-
ing. Information and communication technology (lCT) has facili-
tated organizational and country level ability to render services
sustainably. Access to both local and international service provid-
ers has improved significantly. That is what the information

economy is about. It can only get bet-
ter as globalization and regional trade
and investment reforms �breakdown�
(close-country) international barriers
as the article on ECOWAS Common
External Tariff illustrates, andbusiness
would rise up to the challenge ofman-
aging the fallouts, as the article on
�Managing Globalization: The Role of
Business� also demonstrates.

The one, very important dimen-
sion to the issue of sustainable ser-
vice delivery, at the level of the con-
tinent is aptly capturedbyHonourable

Boateng�s contribution on the mission and goals of the Commis-
sion for Africa. It is common knowledge that the G-8 countries
have cancelled over $40bn debts owed by 18 HIPCs, 14 of whom
are African countries. This kind of relief translates, nominally into
more funds for the provision of social and physical infrastructure,
an important development towards sustainable service delivery.

Finally, there is the peep into the future prospects for growth
under the section �Global Watch� and the inclusion of articles on
the fastest growing economy in the world, China, predicted to
slow down on its own, but challenged by the recent upsurge in the
prices of crude oil. The section on Databank remains focused on
bringing you up to date on developments on macroeconomic
issues in Nigeria.

The soaring price of crude oil presents an interesting sce-
nario: one that pitches the need to improve national service deliv-
ery systems with sustainable consumption levels. What path we
follow as a nation would determine the country�s future level of
competitiveness. That would be the subject of another edition.

SustainaSustainaSustainaSustainaSustainabbbbblelelelele SerSerSerSerService Delivice Delivice Delivice Delivice Delivvvvverererereryyyyy

And Jack Welch (former Chairman/CEO of GE)
made it seem so simple in the Six Sigma (a qual-
ity-improvement technique) which he said is �...
the program that, when all is said and done,
improves your customer�s experience, lowers
cost, and builds better leaders, through reduc-
ing waste and inefficiency and by designing a
company�s products and internal processes so
that customers get what they want, when they
want it and when you promised it...�
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I write to acknowledge with thanks the
receipt of your letter dated 27/6/05 for-
warding the first and second editions
of Zenith economic Quarterly, the
new economic journal of your bank.
The availability of such a high quality
economic journal is bound to enhance
the understanding of current affairs
by all � government officials, journal-
ists, banking and business communi-
ties, etc. May God prosper and bless
your personal and corporate
endeavours.

O. Ola Vincent
Former Governor, Central Bank of

Nigeria

As an industry leader, the birth of this
new journal will be very well received
and appreciated not only in the bank-
ing industry but also by the
reading public as a whole.
Given the Zenith pedigree
the Quarterly is destined
to be a rich source of
knowledge in the areas
covered. Most importantly
to me, it will be a welcome
addition to my library.

I fervently pray that the
publication will be sus-
tained over the years and
will remain a rich source of
knowledge about Nigeria
and global economic de-
velopments.
God bless

John D. Edozien
Former MD/CEO Afribank

Thank you for two (2) copies of the
Zenith Quarterly, which reached me
last week. I shall be grateful to be put
on your mailing list for constant sup-
ply because the journal is very infor-
mative and useful.

Prof. Bedford Fubara
Chairman,

1st Rivers State Economic
Summit Group

I commend your vision in launching
this timely and extremely relevant
production. Indeed, this quarterly will
definitely serve to educate and en-
lighten the Nigerian private and pub-
lic sectors on critical economic issues.

I look forward to receiving copies of
future publications for my review and
for the LEAP library.

Ndidi Okonkwo Nwuneli (MFR)
Founder/C.E.O

LEAP Africa

Thank you for the recently received
Economic Quarterly.
As an economist and CA well versed
in African affairs, let me say how im-
pressed I was both with the content
and the overall presentation.
I believe that Nigeria is crying out for
well-informed, professionally pre-
pared journal such as yours.
Well done!

Jon Quirk
MD/CEO, AIICO Insurance Plc

We thank you immensely for your
contribution to the field of research in
a society hitherto devoid of research
materials.

We do hope the publications will serve
as a useful source of information to
students and scholars in their pursuit
of knowledge and know-how.

Chief Dafinone
Horwath Dafinone, Chartered

Accountants

I congratulate your bank for scoring
another first in producing a publica-
tion of high quality in all ramifications:
content, packaging etc.
I wish you continuous success.

Adedoyin Soyibo, Professor,
Head of Department of

Economics, University of Ibadan.

The content was useful and I must
confess that the publication was well
researched which is not a surprise to
me considering that it emanated from
the desk of the Research and Eco-
nomic Intelligence Group of Zenith
Bank Plc.

I wish you and the entire editorial
team success as you continue to add
your bit towards the success of the
economic reform agenda of the Fed-
eral Government of Nigeria.

Charles Nwodo JNR
MD/CEO

XL Management Services Limited

It is such a lucid and rich documenta-
tion to have and a very good refer-
ence material as well.

I congratulate you for this
achievement and your
positive potential in the
banking sector.

Prof. A. Alos
Vice Chancellor, Pan

African University

We commend the rich
content, robust coverage
of contemporary eco-
nomic issues and high
quality production, and
wish you more grease to
your elbows.

Kindly include the Institute on your
mailing list of subsequent editions of
this and your other publications.
Congratulations!
The Chartered Institute of Bankers

We write to acknowledge receipt of
your first and second editions of Ze-
nith Economic Quarterly (ZEQ) pack-
aged by your Research Team.
The Quarterly is very rich and infor-
mative and would definitely serve as
reference source material. We look
forward to receiving subsequent edi-
tions.

Nigerian Association of Small and
Medium Enterprises.
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PERISCOPE

I

* ByMarcel Okeke

and hard-work required to put the country back on the
path of development and growth and restore confidence
in governance��

No doubt, many of these �measures for the reforms
and the difficult decisions� have been taken in the recent
years, with most of them encapsulated in the National Eco-
nomic Empowerment and Development Strategy (NEEDS),
the overarching economic development plan of the Ad-
ministration. And in reference to the pivotal role of the
reforms, President Obasanjo again referred to them dur-
ing his national broadcast on the proposed debt exit
scheme agreed with Nigeria last June with the Paris Club

reforms as the fulcrum in the Government�s development
drive and sustainable service delivery.

One of the concrete steps of the Government in pur-
suit of a radical improvement in service delivery was the
design and implementation of a �Public Service Delivery
Programme (PSDP) for Nigeria�, an effort that gave rise
to �Service Compact with All Nigerians� (SERVICOM).
President Olusegun Obasanjo and members of the Fed-
eral Executive Council adopted this pact in March 2004, as
an initiative to improve the standard of service delivery in
the public sector. Under the SERVICOM charter produced
by each Government department, improvement in ser-

ers, that:
�One of the immediate acts of this

administration will be to implement
quickly and decisively, measures for
the reforms and the difficult decisions

Today, virtually all the
major national newspapers
and magazines publish
details of monthly revenue
allocations to the Federal,

state and local
governments�a measure
acclaimed as a statement in
transparency in public
finance management.

of creditor nations. He said: �we also
put in place an economic reform
programme and development strat-
egy championed by a strong Eco-
nomic Management Team (EMT) that
was home-grown but globally
recognised and endorsed��All this
point to the critical place of economic

n his inaugural speech on May
29, 1999, President Olusegun
Obasanjo stated, among oth-
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vice delivery is to be driven by the
implementation of the relevant as-
pects of the economic reform
agenda as they affect the entity.

Reform Content
The multi-dimensional eco-

nomic reform package of the Ad-
ministration has its �core compo-
nents� as macroeconomic stability,
public expenditure management/
budget reform; accelerated liberal-
ization and deregulation of the pe-
troleum sector; governance and in-
stitutional strengthening; fighting cor-
ruption, improving transparency and
accountability. Others include policies
directed at addressing inter-govern-
mental relations, the long-term power
demand of the country and monitor-
ing for enhanced efficiency
of some extra-ministerial in-
stitutions like the National
Emergency Management
Agency (NEMA), Niger
Delta Development Com-
mission (NDDC), etc.

Soon after the inaugura-
tion of the NEEDS mid-2004,
Government fashioned out
a matrix of measures, se-
quencing and phasing, de-
tailing the performance indicators,
implementation timing and expected
impact of the reform measures. In this
regard, certain key ministries, agen-
cies and parastatals were designated
�action points� to ensure that concrete
steps are taken in pursuit of all planks
of the reform agenda. The overall ob-
jective is to achieve improved and
sustainable service delivery in the
public sector.

Reform Mandates
Under the reform implementation

matrix, the Federal Ministry of Fi-
nance, has as its focus, public expen-
diture management/budget reform,

public revenue (tax/customs), budget
transparency and monitoring as well
as the restructuring and institutional
strengthening of itself. In real terms,
this translates to ensuring a high level
of budget implementation, especially
in the priority areas (roads, water

supply, electricity, education, health
and security); minimising mismatch
of revenue and expenditure flows to
improve fiscal discipline; ensuring the
financing of deficit from non-inflation-
ary sources (e.g. minimising resort to
�ways and means� financing from the
Central Bank); systematizing and
regularizing monthly salary and ben-
efit payments to public sector employ-
ees.

The reform mandate of the minis-
try also includes driving the overhaul-
ing of Customs operations and tax
administration, with a view to enhanc-
ing the efficiency and effectiveness

of revenue collection generally. The
ministry is also expected to publish in
newspapers and on Internet, monthly
revenue allocations to the three tiers
of government; compile total alloca-
tions mid-year and end-year as well
as publish on the Internet, capital al-

locations to Federal
ministries and agen-
cies. It is also the re-
sponsibility of the min-
istry to monitor the
Federal budget and
make quarterly reports
to the executive, legis-
lature and the public.

The pursuit of these
reform mandates has
given rise to such mea-

sures as the fashioning of the Fiscal
Responsibility Bill, implementation of
the New Oil and Gas unit, parastatals
support unit and the anti-corruption
unit. Today, virtually all the major na-
tional newspapers and magazines
publish details of monthly revenue al-
locations to the Federal, state and lo-
cal governments�a measure ac-
claimed as a statement in transpar-
ency in public finance management.
The practice has availed all stake-
holders, the privilege of knowing the
quantum and pattern of flow of funds
from the Federation account to all tiers
of government. Also, all ministries and

�Nigerians have for too long been feeling short-
changed by the quality of public service. Our public
service offices have for too long been showcases for
the combined evils of inefficiency and corruption,
whilst being impediments to effective implementation
of government policies. Nigerians deserve better. We
will ensure they get what is better!�
- President Olusegun Obasanjo
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public institutions such as the Central
Bank of Nigeria, the Bureau of Public
Enterprises, among others, now have
functional anti-corruption units.

Macroeconomic Stability
A key plank of the economic re-

form agenda is the pursuit of macro-
economic stability; this is so because
it is a veritable means of making a
meaningful impact in the quest for the
badly needed conducive environment
for growth and development. This
essence is vividly captured in the
NEEDS, with specific targets attached
in the areas of GDP growth rates, ex-
change and inflation rates, foreign re-
serves, annual budget deficits, debt
servicing/management, among oth-
ers.

Today, most of these objectives/
targets have either been met or sur-
passed. For example, the national
currency has enjoyed relative stabil-
ity (even appreciation) in the past one
year, such that by end-December,
2004, the Naira exchange rate vis-à-
vis the US$ had appreciated by 3.1%
(from N137.0/US$ to N132.9/US$).
Also, against the target GDP growth
rate of 5.0% for 2003 and 2004, 10.2%
and 6.1% respectively were
achieved during those years, just
as the gross external reserves
grew geometrically to hit
$16.96billion by December, 2004,
and almost $24billion by end-
June, 2005, against the target of
$7.69billion for 2004 and $8.69bil-
lion for 2005.

Together with other factors,
the reforms (especially banking
sector consolidation) have had
mixed impacts on the financial
markets. The (N25billion) mini-
mum capitalisation requirement,
with end-December, 2005 as
deadline, has led to a spate of

mergers and acquisitions and mas-
sive search for equity capital by banks
from the capital market�resulting in
sharp declines in virtually all market
performance indices. In the money
market, the problem of excess liquid-
ity emerged and lingered, leading to
a significant decline in deposit and
lending rates. Intermittent withdraw-
als of some chunk of public sector
deposits from commercial banks by
the CBN could not attenuate the
heavy liquidity burden. Longer-ten-
ured Treasury Bills (of one to three
years duration) were also introduced
by the monetary authorities in seek-
ing to affect the quantum of money in
circulation.

Guided by the targets of the re-
forms, the Federal Government in its
fiscal operations in 2004, recorded a
modest deficit of N142billion, which
translated to 1.7% of GDP. There was
also no deficit financing (say, by �ways
and means�) by the CBN during the
year. By the second quarter 2005, how-
ever, the situation had altered; the
Federal Government had applied to
the apex bank for deficit financing fa-
cilities. Meanwhile, Government took
steps to restructure its domestic debt

portfolio and limit monetary financ-
ing of the deficits. Thus, by the last
lap of the second quarter, 2005, the
Federal Government had resumed
local debt securitisation via the bond
market. The Debt Management Of-
fice (DMO) had in November 2003,
launched the FGN bond programme,
duringwhichN150billionmedium and
long-term tenor bonds were offered
(although subscription level was
N78billion). In the latest move, the
DMO, on behalf of the Federal Gov-
ernment, early July 2005, commenced
the offering of N140billion bond, in
seven tranches of N20billion each.

By sheer coincidence, a week to
the bond offering, primarily aimed at
restructuring the local debt portfolio,
the Paris Club of creditor nations
wrote-off $18billion or 60% of Nigeria�s
(external) debt owed to its members.
The outstanding $12billion or 40% is
billed for settlement (likely in two
tranches) within the year, in line with
a Memorandum of Understanding
(MoU) between Nigeria and members
of the Club. All this is backed up by
Nigeria�s willingness to conclude a
Policy Support Instrument (PSI) that
would be approved by the Interna-
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tional Monetary Fund (IMF). The im-
pending exit from the Paris Clubwould
leave Nigeria with an external debt of
less than $6billion, all things being
equal. And further to this, the Federal
Government has crafted a Bill spell-
ing out (stringent) framework/condi-
tions for future borrowings that would
sustain fiscal discipline and macro
stability.

As further prop to the drive for the
reforms, the Federal Government has
evolved the use of Fiscal Strategy
Paper, which inculcates a multi-year
approach to budgeting. The FSP out-
lines the key elements of the nation�s
medium-term fiscal outlook, including
aggregate public revenues, aggre-
gate spending and borrowings or sav-
ings. The subsisting FSP is for 2005 to
2007, and provides the revenue and
expenditure projections for the pe-
riod. Part of the strategy document
contains the trade and tariff policy,
the objectives of which include sim-
plifying the country�s tariff struc-
ture, ensuring competitive tariff
rates for raw materials, capital and
intermediate goods, and the pro-
tection of selected industries
through high tariff and import pro-
hibition. This, in part, informed
Nigeria�s joining of the Common Ex-
ternal Tariff (CET) regime of the
Economic Community of West Afri-
can States, ECOWAS, which was to
start in July this year.

Under the economic reforms,
each parastatal is now required to
have focus by spelling out its goals,
key initiatives that it is embarking on
to achieve such goals and objectives,
and to relate all these to the legisla-
tion that set it up. Further more, they
have been given deadlines within
which to get their audited accounts
up to date and submit the same to the
Auditor-General of the Federation.
Also, these parastatals are now clas-

sified into �commercial�, �semi-com-
mercial� and �purely social� groups and
accordingly attract budgetary sup-
port, where necessary.

Public service reforms represent
a key part of the ongoing reforms by
the Federal Government. Already, a
comprehensive central database of
all public servants and pensioners has
been built, using the most modern
methods. This is to significantly im-
prove human resource planning and
help quantify pension liabilities under
the Pay As You Go System and tran-
sition cost of moving employees to
the contributory, fully funded scheme
which took off in July 2004. Already a
large dose of the reform package has
been administered on some �pilot Min-
istries�, and the template is being used
to extend the sensitive scheme to

other ministries, departments and
agencies.

One of the major planks of the
public service reforms has been the
monetization programme which ef-
fectively commenced in July, 2003.
The programme was informed by a
realisation that Government expen-
diture profiles from 1999 to 2002 had a
trend in which recurrent expenditure
was rising at the expense of the capi-
tal expenditure. In fact, the trend
showed that over 60% of Government
revenue was being used to sustain a
work force of less than 1% of the

nation�s population, leaving very little
for development. Monetization there-
fore aims to reduce to the barest mini-
mum, such negative fiscal tendencies
as waste, misuse and abuse of public
facilities and, in their stead, enhance
efficiency in resource allocation.

As shown in the Table, between
1999 and 2002, the recurrent expendi-
ture rose sharply from N449.67 billion
(1999), N461.61 billion (2000), N579.33
billion (2001) to N696.78 billion (2002),
while capital expenditure was
N498.027 billion (1999), N239.45 billion
(2000), N438.7 billion in 2001, and
N321.39 billion in 2002. Therefore, the
percentage of recurrent to total ex-
penditure was 47.45% in 1999, 65.84%
in 2000, 56.91% in 2001 and 68.44% in
2002. It was essentially to check this
trend, among others, that Govern-

ment came up with the monetization
programme. The list of benefits cur-
rently being monetized include: resi-
dential accommodation, furniture al-
lowance, utility allowance, domestic
servant allowance, motor vehicle
loan, leave grant, meal subsidy, fuel-
ling, maintenance and transport allow-
ance, entertainment allowance, per-
sonal assistant allowance, etc.

Fighting corruption, improving
transparency and accountability also
remains a core component of the on-
going reforms. Here, the issues of
relevance include the Extractive In-

FGN�s Capital & Recurrent Expenditure, 1999 - 2002 (N�million)

Source: Federal Ministry of Finance
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dustries Transparency Initiative
(EITI), essentially aimed at en-
hancing the transparency of oil and
gas accounts; support to Economic
and Financial Crimes Commission
(EFCC); strengthening of the Inde-
pendent Corrupt Practices Com-
mission (ICPC); reform of Govern-
ment procurement and enhance-
ment of Due Process.

Pursuant to the EITI objectives,
the Nigerian Extractive Industries
Transparency Initiative (NEITI)
Working Group (NSWG) was inau-
gurated in February, 2004, by Presi-
dent Olusegun Obasanjo. The
NEITI secretariat has since em-
barked on consultations with se-
lect stakeholders, organised work-
shops for civil society groups and
oil industry operators and fash-
ioned out terms of reference for
auditors to review annual accounts
and tax filings of oil companies (in-
cluding Government�s oil accounts�
NNPC, CBN, NDDC, etc.). An expatri-
ate audit firm has since been com-
missioned to carry out the specialised
audit. Also, an Oil and Gas accounts
modelling and oversight unit has
been set up in the Ministry of Finance
to provide back-up technical
support to EITI and provide
better handle on oil revenue
inflows and outflows.

By the close of the sec-
ond quarter, 2005, NEITI had
commenced workshops/
road shows in the six geo-po-
litical zones of the country.
According to the Minister for
Solid Minerals and Co-ordinator of
NEITI, Mrs. Obiageli Ezekwesili, these
efforts are aimed at improving on the
capacity of Civil Society
Organisations to constructively en-
gage government and ask the right
questions about the reform
programme.

Regarding the EFCC, government
has provided supporting investiga-
tive resources and physical enabling
environment; the agency�s budgetary
provisions rose from N400million
(take-off grant) in 2003 to N752million
in 2004, and much higher this year. A
Financial Intelligence Unit (FIU) has
been created within the EFCC, just as

the money laundering legislation has
been reviewed to conform with the
Financial Action Task Force (FATF) re-
quirements. The new legislation was
passed by the National Assembly in
May 2004. In a similar manner, the
ICPC got strengthened, leading to its

accelerated prosecution of sev-
eral high profile ex-public officials,
ministers, top civil servants,
judges, etc. One upshot of all
these has been an improved
Transparency International (TI)
corruption perception index rank-
ing for Nigeria, from 2nd to last to
4th to last by December 30, 2004. It
is expected to improve further to
6th from bottom by December 30,
2005.

The reform of Government
Procurement and enhancement
of Due Process has been pursued
to achieve �value for money� and
transparency in Government
contracting. Due Process has
been extended to cover all Gov-
ernment agencies, and its Certi-
fication process has resulted in
billions of naira savings for the
Government. New Procurement

Guidelines have been published and
disseminated to Government agen-
cies and the public.

Liberalization and deregulation of
the petroleum sector is another criti-
cal area of Government reforms; the
objective is to improve the efficiency
of the sector by getting Government

out and allowing market
forces to work to improve
supply and availability of
products under appropri-
ate regulatory regime
that balances consumer
and supplier interests.
Part of the strategy for
achieving this is the adop-
tion of market-deter-

mined exchange rates for NNPC im-
ports (of refined products), the
privatisation of the four existing re-
fineries as well as the licensing of pri-
vate ones. All these have, however,
led to increases in the prices of re-
fined products locally; savings of bil-
lions of naira in Government

The reform of Government Procurement and
enhancement of Due Process has been pursued
to achieve �value for money� and transparency
in Government contracting. Due Process has
been extended to cover all Government agencies,
and its Certification process has resulted in
billions of naira savings for the Government.



ZENITH ECONOMIC QUARTERLY : : July, 200512

PERISCOPE

subventions for repair, rehabilita-
tion, maintenance and running
costs; improved local refining/sup-
ply of petroleum products, etc. Im-
proved refining capacity of the ex-
isting refineries, complemented
by some importation have en-
sured steady supply of refined
products all through the first half
of the year. At present, about 18
licenses for new refineries have
been issued to private sector op-
erators�a few are at various
stages of construction/comple-
tion.

In the power sector, the pur-
suit of improved and sustainable
service delivery has led to the en-
actment, early in the year, of the
Electric Power Sector Reform Act
2005, (EPSRA) which paved the way
for private sector operators to join in
the generation and sale of electric
power. Further to this, the National
Electric Power Authority (NEPA) has
transformed into the Power Holding
Company of Nigeria, a step to the take
over of its functions, assets and liabili-
ties by some private sector compa-
nies later this year. The National Elec-
tricity Regulatory Commission
(NERC), the key regulatory
authority in the emerging
dispensation, is set to com-
mence operation in the
third quarter 2005. The ef-
fort of some public and pri-
vate sector establishments
in setting up Independent
Power Plants (IPP) also con-
stitutes a potential boost to
power supply and hence,
improved service delivery in the criti-
cal electricity sector.

Similar to the EPSRA is the Public-
Private Infrastructure Concessioning
and Development Partnership Act,
which seeks to regulate public-private
partnerships in infrastructure devel-

opment, with a view to improving ser-
vice delivery. Thus, to date, some
ports concessioning have been con-
cluded, with a number of foreign and
local companies now manning a few
of the nation�s sea ports. The Bureau
of Public Enterprises (BPE) which is
handling the concessioning deals as
prelude to the privatisation of those
bodies is replicating the same pack-
age in the Nigerian Railways, National
Inland Waterways and the Nigeria
Airways. In the Nigeria Airways, un-

der a special concessioning, a new
national carrier (Virgin Nigeria) is al-
ready on the ground, sequel to the
liquidation of the Nigeria Airways
Limited (NAL). All these are aimed at
making all transportation infrastruc-
ture effectively play roles as catalysts

in driving sustainable
service delivery in the
country.

Related to what is go-
ing on in the transport
sector is the increased
tempo of privatisation
and liberalisation activi-
ties in other sectors. Se-
quel to the restructuring
of the BPE in the second
quarter 2005, including a
change of leadership,
the agency has been
fast-tracking the
privatisation of a num-
ber of organisations.
Thus, by end-June, 2005,
requests for the expres-

sion of interest (EOI) had been initi-
ated in respect of NICON Insurance,
International Hotel (Sofitel), NICON
Hilton Hotel, Nigeria Reinsurance
Company, among others. The
privatisation of the Daily Times of Ni-
geria, Afribank and a few others were
also concluded.

The reform package of the Fed-
eral Government also captures initia-
tives to enhance inter-governmental
relations as a necessary step towards

sustainable service deliv-
ery. Thus, it is the mandate
of the Ministry of Intergov-
ernmental Affairs and Spe-
cial Duties (MOIGA) to
work out ways of ensuring
collaboration amongst the
three tiers of Government
in providing services to the
people, especially on is-
sues that fall within the con-

current legislative list. This is being
pursued through the elimination of
duplication of efforts/services and en-
suring of alignment in the reform
programmes/agenda of all levels of
government. MOIGA has conducted
a study on how to improve the per-

Improved refining capacity of the existing
refineries, complemented by some importation
have ensured steady supply of refined products
all through the first half of the year. At present,
about 18 licenses for new refineries have been
issued to private sector operators�a few are
at various stages of construction/completion.
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formances of various organs
set up to promote collabora-
tion amongst the three tiers
of government.

Special attention is also
being paid to areas of concur-
rent interest and authority to
the three tiers of govern-
ment, with a view to encour-
aging collaborative efforts.
Some of the areas include ru-
ral development and job cre-
ation, education, health and
security, among others.
MOIGA also monitors the
Ecological Fund, including
projects financed with it, to en-
sure efficiency in the
utilisation of the fund. It has
also developed clear-cut ap-
proaches (including the ten-
dering process) to accessing
the Fund and utilising the
same in a transparent man-
ner.

The Minister in charge of
MOIGA now conducts frequent site
visits to projects financed with the
Ecological Funds to ensure increased
success rate in the implementation of
such projects.

Local Government reform is also
a key component of the overall eco-
nomic reform agenda of the Federal
Government. It is specifically aimed
at promoting stability, accountability,
efficiency, service delivery and
grassroots democracy. The Federal
Government has since constituted the
Committee on Local Government
Reforms, received its report, but is yet
to issue any white paper. Reform is
also ongoing in the area of national
statistics and data gathering to ensure
reliable and systematic database of
information on the country�s key eco-
nomic and social indicators. Already,
the role and structure of the Federal
Office of Statistics (FOS) has been

reviewed, just as a statistics master-
plan is already fashioned to guide the
collection of data.

There are also the Police, Legal
and Judicial reforms directed at
strengthening the rule of law, speed-
ing up court cases and improving se-
curity for Nigeria households and
businesses. One key upshot of these
is the significant increase in the
strength of the Police Force, from
about 240,000 in early 2004 to close to
350,000 at present. The Legal and Ju-
dicial reform plan is already drawn
up, and when implemented, would
speed up resolution of cases at all lev-
els of the courts.

The economic reform is also serv-
ing as a tool for service delivery in
the areas of politics (e.g. electoral re-
forms), agriculture, health and edu-
cation, where there has been a sig-
nificant increase in the number ter-

tiary institutions (espe-
cially universities) since
1999. This has helped in
granting admissions to an
increasing number of eli-
gible university candi-
dates whose strength
rose from 418,928 in 1999
to over 700,000 last year.
The number of private
universities also grew,
from zero in 1999 to about
12 at present, with more
still in the pipeline. At the
primary level, the Federal
Government�s Universal
Basic Education (UBE)
policy (since 1999) seeks
to ensure that every child
gets minimum basic edu-
cation. The legal backing,
UBE Act 2004, has even
made it mandatory and
free for every Nigerian
child.

The launch on July 1,
2005, of the SERVICOM Index is fur-
ther credence to the use of ongoing
reforms as vehicles for achieving sus-
tainable service delivery in the Nige-
rian public sector. The Index is a com-
pendium of guidelines for the assess-
ment of the service delivery of Fed-
eral ministries, departments and
parastatal organisations. Thirteen
ministries are now serving as models
to fast-track the implementation of the
service delivery programme.

(* Marcel Okeke is the Editor, Ze-
nith Economic Quarterly)
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* By Jim Ovia

and auspicious, coming at the turn of
political transition to democratic gov-
ernance, with rising hopes and an at-
tendant shift in policy formulation and
implementation.

Given the strategic importance of
the banking industry in terms of in-
creasing and reinforcing investment
opportunities across the various sec-
tors of the economy, it is important
for the new democratic dispensation
in Nigeria to create an enabling envi-
ronment for economic growth and
also strengthen private investment
without threat of immediate economic
vulnerability.

The first part of this paper dis-
cusses good governance (principles
and practices) and also highlights the
interplay between good governance
and corporate governance.

Although this paper was
presented a few years ago at a
forum of the Institute of
Directors (Nigeria), the
seminal issues it raised are
yet topical. The prescriptions
and recommendations made
in it seem to have guided
policies in the banking sector
since the return to democracy
six years ago. This is evident
in developments such as
today�s Automated Clearing
System, CBN autonomy,
electronic settlement system,
electronic Smart Cards, and
sundry aspects of the reforms
in the banking system.

his occasion of the Banking
Seminar of the Institute of Di-
rectors [Nigeria] is timely

The second focuses on aspects of
CBN autonomy, while the third sec-
tion suggests some dimensions of
product innovation facilitated by the
Internet Technology, which manifests
its strengths and advantages through
the Automated Clearing System, the
electronic settlement system enabled
by the Independent Communication
Network, which also supports the elec-
tronic Smart Card.

GOOD GOVERNANCE:
PRINCIPLES AND
PRACTICES

Good governance refers to a
broad spectrum of issues of integrity
and soundness of government, the
administration and the judiciary. Its
component focuses on: public ac-
countability, transparency, adherence
to the rule of law, legitimacy and cred-
ibility, equity and social justice, pre-
dictability of any government



ZENITH ECONOMIC QUARTERLY : : July, 2005 15

EXPRESSION

behaviour, etc.
These principal pillars of good

governance are essential for sustain-
able development and critical to our
efforts in building a strong domestic
economy as well as restoring inves-
tors� confidence, which will strengthen
private investment and promote sta-
bility in the banking system.

Let me expatiate on the building
blocks of good governance as they
form the kernel of a relevant State
interested in channeling energies to
enhance productivity, innovation and
economic progress.

a] Public accountability - The
power or ability to hold public officials
and their representatives to a stan-
dard of behaviour and conduct that is
in the over all public interest and for
the common good. Weak accountabil-
ity mechanisms engender abuse of
public position for private or sectional
gain.

b] Transparency - this entails
prompt provision of accurate infor-
mation about the economy for regu-
latory bodies, and participants in the
economy.

c] Predictability ofGovernment
Behaviour - when policies are

shrouded in secrecy, further
compounded by lack of account-
ability and too much state inter-
vention, government actions or
policies become unpredictable.
This gives ample room for lob-
bying, rent-seeking behaviour,
etc. all of which are detrimental
to economic and financial sta-
bility.

d] Adherence to the rule
of law, equity and social justice -
Constitutional and judicial re-
forms and the protection of hu-
man rights foster economic and
social progress. Without good
governance, countries run the
risk of economic instability and reces-
sion.

Let us now look at the obverse of
good governance to capture a vivid
picture of this concept. According to
the World Bank report �Development
and Governance� [1992] the follow-
ing are features of bad governance:

� Failure to make clear separation
between what is public and what is
private, hence a tendency to divert
public resources for private gain;

� Failure to establish a predictable
framework for law and government

behaviour in a manner that is con-
ducive to development, or arbi-
trariness in the application of rules
and laws;

� Excessive rules, regulations,
licensing requirements, etc. which
impede the functioning of markets
and encourage rent-seeking;

� Priorities that are inconsistent
with development, thus resulting in
a misallocation of resources; and

� Excessively narrow base for,
or non-transparency in decision-
making.

These features induce capital
flight, inhibit foreign direct invest-
ment, dissuade investors while im-
peding economic growth and de-

velopment.
The application of complementary

good corporate governance practices
and standards - fairness, transpar-
ency or accurate/timely disclosures,
accountability and responsibility -
from our various corporate bodies will
further strengthen private invest-
ment, corporate performance and
economic growth.

Corporate governance ensures
that directors and management of
businesses act in the best interest of
investors, including creditors and
shareholders. Therefore, directors
and management should be mutually
supportive in working for the common
good of the organization in order to
attain the best corporate perfor-
mance.
A World Bank Discussion Draft on

�The Business Environment and Corporate
Governance� [1998] reported �the crises
being confronted by East Asian Coun-
tries, Russia and other transition and
developing economies have laid bare
underlying weaknesses in the corpo-
rate and financial sectors, among
which corporate governance is at the
forefront�. This implies that improving
corporate governance is central in sustain-
ing investor confidence, economic growth
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and stability.
With what appears to be a re-

awakening of investors� interest in
Nigeria (also bearing in mind the vola-
tility of international capital market)
it is time for us to start reforming our
code of best practices to re-launch
ourselves into the international com-
munity and global market in order to
reclaim our image as a nation with
enormous intellectual capital.

In the wake of the economic and
financial crises in East Asia, countries
such as Korea, Thailand, Malaysia,
Indonesia had begun corporate gov-
ernance reforms with the assistance
of the World Bank [Discussion Draft,
1998 - World Bank Group on the Busi-
ness Environment andCorporateGov-
ernance].

With Nigeria emerging as a fully
democratized nation with attendant
reforms underway, I suspect it will be
instructive for IOD to re-appraise cor-

porate governance principles and
practices such as accountability,
transparency, fairness and responsi-
bility to align it easily with the chal-
lenges posed by the new political sys-
tem.

CBN AUTONOMY
Autonomy ensures sound formu-

lation of workable and growth-led
economic policies. The Central Bank
of Nigeria now has the unfettered free-
dom and total independence to for-
mulate and implement any policy
measure deemed fit to fast-forward
the economy as well as ameliorate
any anomaly.

These include:
� Foreign Exchange rate Manage-

ment
� Inflation control
� Money supply management
� External debt and reserve man-

agement

� Interest rate regulation
� Promoting capacity utilization

and employment growth.
In addition to the above, the CBN

will be able to:
� respond quickly to early warn-

ing signals on market demands;
� allow for more creativity and in-

novation in its operations and ser-
vices; and

� enhance the motivation, career
and job satisfaction of staff.

All these advantages are further
enhanced if information and knowl-
edge are optimally shared and utilized
to enable CBN to be more proactive.

Concerning inflation control, em-
pirical studies have shown a positive
correlation between independence of
the Central Bank and low inflation
rates. 1[Financial Derivatives, 1999
Budget Review, January 1999] citing
Alberto Alesina and Larry Sommer�s
work -CentralBank Independence and
Macro-Economic Performance. �Infla-
tion performance is found to be best
for countries with most independent
central banks. The study shows that
Switzerland and Germany [with most
independent central banks] had the
lowest rates. Spain, Australia and
Italy [with least independent Central
banks] record the highest inflation
rates�.

I must caution, however, that au-
tonomy of CBN on its own does not
necessarily guarantee low inflation
since other exogenous factors im-
pinge on the economy to affect in-
flation rates.

CBN AND PROSPECTS
FOR PRODUCT
INNOVATION

Product innovation implies a
practical and proactive search for
new opportunities and the ability to
introduce or improve on the old
ways of doing things that compare

Central Bank, Abuja

With Nigeria emerging as a fully democratized nation with
attendant reforms underway, I suspect it will be instructive
for IOD to re-appraise corporate governance principles and
practices such as accountability, transparency, fairness and
responsibility to align it easily with the challenges posed by
the new political system.
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or compete with international stan-
dards aimed at enhancing efficiency.
The language in today�s organization
is innovation as a key to enhancing
productivity. Organizations and insti-
tutions should embrace product inno-
vation in other to stay relevant and
competitive in the global market.

As we peep into the next millen-
nium the most dominant and super-
imposing force of product innovation
is information technology. The phe-
nomenal importance of Information
Technology cannot be ignored by any
Government, corporation, institution,
NGOs, etc.

Government should therefore cre-
ate the right climate and appropriate
infrastructure for full deployment of
information technology to enhance
innovation in this respect. Today, ir-
relevance is a much-dreaded corpo-
rate affliction than inefficiency.

The choice is a simple one: in-
vest in Research and Development
aimed at information technology
to stimulate innovation, or perish!

CBN AND THE INTERNET
TECHNOLOGY

The Internet is the foundation
for a new industrial order. It has
already assumed pride of place in
our daily lives and does not need
further definition. It is presently
estimated that millions of comput-
ers are linked up to the Internet
and the number is increasing daily
by geometric progression.

An Internet user has access to
an array of services such as elec-
tronic mail [e-mail], file transfer,
multi-media displays, shopping oppor-
tunities, electronic commerce and
banking.

Electronic commerce, also known
as E-commerce, is generating tre-
mendous appeal and has been pre-
dicted to dominate commercial activi-

ties in year 2000 and beyond. It rep-
resents the �ultimate triumph of con-
sumerism� 2[Gary Hamel & Jeff Sam-
pler, Fortune, Dec. 7, 1998].

Most Central banks in developed
economies offer supervisory and
regulatory services on the Internet.
Our CBN should be encouraged to
utilise the Internet technology to at
least distribute circulars, download
foreign exchange requests from
banks, update banks on new policies
and developments.

Commercial banks on the other
hand should deploy the Internet tech-
nology for the benefits of their cus-
tomers: These benefits include:

� Account verifications
� On-line access to bank balances
� Enlargement of a bank�s market

without building new offices
� Potential for full-fledged distri-

bution channels of banking services
Various customers of commercial

and merchant banks should be able
to turn on their personal computers
and use an Internet appliance to ac-
cess various financial records not only
from their specific bank but also over
the information super highway. This

cutting edge technology would even-
tually lead us to �virtual banking�
which would ultimately offer the cus-
tomer the maximum flexibility, con-
venience of time and place to perform
banking transactions. We (bankers)
are beginning to experience from the
perspective of customers� desires and
demands what the banks of the fu-
ture would look like.

The CBN has a great role to play
in supporting the proliferation of in-
formation technology in the delivery
of banking products and services. I
am optimistic that the CBN is already
upgrading its processing and moni-
toring system to support the innova-
tive activities of commercial and mer-
chant banks. The CBN should invest
significant resources towards the plat-
form of information technology which
includes multi-media computing, the

Internet, etc. These undoubtedly will
be key to survival in the next millen-
nium. The current democratic dispen-
sation and CBN�s autonomous status
provide a good platform to pursue
and propel innovation.

Although, it is praiseworthy that
the government of Nigeria has cur-
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rently launched her website
(www.Nigeria.com), we are not aware
if the CBN has launched its own
website. It is interesting to note that
the Reserve Bank of South Africa
(www.Resbank.co.za) launched its
own website some few years ago.

Today, even politicians and vari-
ous citizens� associations have found
that the Internet holds a strong po-
tential in strengthening democracy by
way of:

� Facilitating association by group-
to-group communication;

� Gathering and disseminating in-
formation;

� Assessing information on party
programmes, personalities and politi-
cal trends;

� Increasing openness and mak-
ing it difficult for government to hide
issues;

� Decreasing opportunities for re-
pression;

� Allowing expression of opinion
on candidates and policies being for-
mulated;

� Organizing grassroots constitu-
encies; and

� Assisting citizens to express
their views on the actions of the gov-

EXPRESSION

ernment.
Two good examples of the galva-

nizing effect of Internet websites are
to be found in the e-campaign strate-
gies of President Olusegun Obasanjo
(www.Obasanjo-campaign.com.ng)
and Governor Bola Tinubu of Lagos
State (www.bolatinubu.org) and the
resounding success that followed.

However, all these Internet poten-
tials are hinged on the level of eco-
nomic, social, cultural and political de-
velopment.

AUTOMATED CLEARING
SYSTEM

Over the years, the CBN has been
co-ordinating and championing the
Nigerian automated clearing system.

Besides helping to reduce clear-
ing float, the main aim is basi-
cally to develop and integrate
other electronic payment and
settlement products thereby en-
suring an efficient clearing sys-
tem [cheques] based on elec-
tronic data presented.

When fully operational the
Automated Clearing System
would:

� Shorten the number of
days of clearing, thereby reduc-
ing float;

� Ensure proper documenta-
tion of transactions for good au-
dit trail;

� Reduce Human errors or omis-
sions through automated balancing
and reconciliation;

� Reduce incidence of fraud and
� Make banks debit and credit bal-

ances easily available on-line.

ELECTRONICSETTLEMENT
SYSTEM

For the CBN to have an effective
and efficient Electronic Settlement
System, they must first and foremost
establish the necessary tools and in-
frastructure to ensure that all their re-
mote branches, as well as those of
commercial and merchant banks are
interconnected to the CBN database.
This would be made possible if CBN
sets up its own independent commu-
nication network to ensure reliability
of transmission, upload and down-
load of data from or to their various
remote branches. With the establish-
ment of independent communication
network, both merchant and commer-
cial banks can easily access and trans-
fer funds to CBN electronically.

With the CBN setting up an inde-
pendent communication network,
banks will easily enjoy the following
facilities:

� Access to their CBN balances;
� Electronic transfer of funds to

CBN Account;
� Log-in to upcountry/remote

branches of CBN; and
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� Eliminate delays (up to four
weeks) in transfer of funds from
CBN upcountry branch to CBN
Central Processing Clearing base
in Lagos

CBN can only plug in effec-
tively into the new dispensation
by having all its offices linked by
V-SAT to speed up transaction
time.

Although this requires huge
capital outlay, the benefits far out-
weigh costs, as it will save the
CBN from NITEL�s daunting op-
erational strictures. They should
acquire their own V-SAT connec-
tivity � with the central hub lo-
cated at the CBN Headquarters
instead of the Service Provider�s site.
Other banks can avail themselves of
the opportunity to link up to CBN�s
hub.

SUPPORTING ELECTRONIC
SMART CARD

It is gratifying to note that the CBN
gave overwhelming approval for a
group of banks to develop the use of
Electronic Smart Card. The electronic
payment phenomenon, which has in
fact been recently introduced in more
developed societies, is one of the
ways in which Nigeria can leap frog
into the digital global financial mar-
ket.

As we all know, Smart card or digi-
tal cash card is an electronic plastic
purse that can be used as an alterna-
tive to cash or bank notes. When-
ever purchases are made, the mon-
etary value decreases and can be
recharged or reloaded from time to
time to increase its value.

The recent introduction of the
Valucard scheme is a laudable
project, as this will enable consumers
to pay for goods and services at des-
ignated merchant outlets equipped
with a terminal with which to read the

value of funds available in a specific
smart card.

This digital cash card is convenient
and secure and will herald greater
opportunities in improving service
delivery in the banking industry. It
will also reduce the costs associated
with currency printing and sorting. It
will also reduce physical handling of
notes, the nausea associated with
handling dirty notes as well as cost
incurred in acquiring bullion vans and
building bigger bank vaults.

Regulatory authorities should be
proactive in formulating legal frame-
work, rules and regulations to protect
banks and card users.

This is also an opportunity for CBN
to introduce higher denominations of
Naira notes to reduce the cost of sort-
ing and processing smaller denomi-
nations.

CONCLUDING REMARKS
An autonomus CBN would be

predicated on the pillars of good gov-
ernance. These are: public account-
ability, transparency, predictability of
government behaviour, and adher-
ence to the rule of law, equity and so-
cial justice. A clement corporate gov-

ernance climate will bring about
the right reaction in terms of eco-
nomic growth and development.

It is our hope that a healthy
alliance will exist between regu-
latory authorities and the private
sector financial operators to en-
hance productivity and innova-
tion.

Today, competition is the
name of the game and innova-
tion is the primary driver. It is
thus pertinent for regulatory au-
thorities and corporate bodies to
leverage competition through
the acquisition and utilisation of
information technology.

The Internet, for example, is
generating tremendous appeal and
has been predicted to dominate com-
merce in the year 2000 and beyond.
Most successful and agile businesses
are leveraging on its enormous po-
tentials for wealth creation.

Also an electronic settlement sys-
tem made possible by the establish-
ment of an independent communica-
tion network by the regulatory authori-
ties has the advantage of transform-
ing the speed of service delivery that
is much needed in our banking sys-
tem. Product innovation through the
use of Electronic Smart card and the
automated clearing system will help
Nigeria leapfrog into the digital glo-
bal financial marketplace.

(*Mr. Jim Ovia, MD/CEO, Zenith
Bank Plc, delivered this paper at the
1999 Banking Seminar organized by the
Institute of Directors [Nigeria] in
Lagos, on June 24, 1999)

1[Financial Derivatives, 1999 Bud-
get Review, January 1999] citing Alberto
Alesina and Larry Sommer�s work - Cen-
tral Bank Independence and Macro-
Economic Performance.

2[Gary Hamel & Jeff Sampler, For-
tune, Dec. 7, 1998].
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among countries in the various parts of Africa. Thus,
for each country, trade with its neighbouring states
was either non-existent or accounted for an insignifi-
cant part of its trading transactions, yearly. Even to-
day, trade among the 15 member countries of the Eco-
nomic Community of West African States (ECOWAS)
amounts to only about 10% of the region�s total, far
less than the comparable level in other regional trade
blocs.

However, the dictates of globalisation and the
realisation of the enormous gains of regional eco-
nomic integration, have in the past one decade trig-
gered off changes and reforms in the trade policies of
these states. At the core of these reforms is trade
liberalization; that is, import liberalization and export

promotion. With these has come the issue of trade
policy reforms and harmonization to strengthen intra-
regional trade.

Each regional bloc has used tariff measures as the
foundational step in pursuit of a customs union (ab-
sence of tariff and non-tariff barriers) and full integra-
tion. The adoption of a Common External Tariff (CET)
has remained central in all of these. Thus, in Central
Africa, the adoption by Central African Economic and
Monetary Community (CEMAC) of a CET, implemented
from 1998, reduced the average import tariff rate of its
member-countries (Cameroon, Central Africa Repub-
lic, Chad, Congo, Equatorial Guinea, and Gabon) to 18%
within the range of 0-30%.

In the Southern African region, under South Afri-
can Customs Union (SACU), a well established CET is
already in place, with an average tariff rate of 11.4%
within the range of 0-60% (as at 2002). Members of the
West African Economic and Monetary Union, UEMOA,

ivergence in trade policies and deliberate
focus to align with the interests of former
colonial masters had in the past constituted
major hindrances to intra- regional trade

D

*ByMarcel Okeke
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had put in place a CET, as they trans-
formed from a free trade area (FTA)
into a customs union between 1994
and 1998. As a result, the member-
countries currently have simple av-
erage import tariffs of 12% within the
range of 0-20%.

The ECOWAS CET
Piqued by the above develop-

ments, other ECOWAS members out-
side UEMOA adopted a CET that took
off December, 2004. It was expected
to be launched on May 28, 2005, as
part of the 30th anniversary celebra-
tion of the ECOWAS. Known as the
ECOWAS Common External Tariff
(CET), the new arrangement implies
that all goods entering the customs
territory of any
ECOWAS country will be
assessed on the same
rate of customs duty,
thereby facilitating
closer economic integra-
tion and increased trade.
In Nigeria, President
Olusegun Obasanjo said
in his 2005 budget that
the CET would become
effective in the country
in July, 2005.In his words,

�With this budget, I intend to lay out
clear directions for policy whichwould
begin to take effect by mid-2005�. The
ECOWAS tariff regime consists of
four (import) tariff bands: 0% for items
in the sectors that meet social needs
such as health, education and infor-
mation technology; 5% for primary
products like rawmaterials and manu-
facturing equipment, 10% for interme-
diate goods and 20% for finished/con-
sumer products. However, President
Obasanjo noted that �additional tar-
iffs can and will also be added to fin-
ished goods imports to protect se-
lected sectors where the country has
a comparative advantage and just
needs sometime to develop�.

With the CET, Nigeria�s

unweighted average
tariff will adjust to 18%
from a level of 30%;
and generally for all
member-countr ies ,
CET would be a low
tariff regime. Also, the
number of tariff lines
will be reduced from20
to 5 (see table).

After the com-
mencement of CET,
duty concessions will
no longer be granted
by government. This
means that the trade
and tariff policy of gov-

ernment will become more stable and
more predictable. Hitherto, Nigeria
had lost much revenue through an as-
sortment of waivers and concessions
granted by the Government and its
agencies. The new arrangement
(CET) has a three-year transition pe-
riod, ending 2007 during which mem-
ber-countries should harmonise their
tariffs for the attainment of a Customs
Union.

IMPLICATIONS AND
CHALLENGES OF THE CET

Volume of Trade
With the ECOWAS CET, most of

the hitherto illegal/ informal trading
between Nigeria and her

neighbouring countries
would be captured under
a low/ common tariff
band. Nigerian busi-
nesses that hitherto
routed their imports
through other ECOWAS
countries would very
likely have no incentive
to do so any more, since
CET harmonises mem-
ber-countries� tariffs.
Smuggling would either

Proposed CET Structure
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disappear or be reduced to
the barest minimum. This is
because under the new tar-
iff regime, importers will
know exactly what the tariff
rate is for products entering
the ECOWAS customs terri-
tory. That is to say that the
incentive to smuggle would
diminish drastically. This
amounts to actual integration
of the informal sector into
the formal system and
stands as evidence of a jour-
ney to economic integration.

However, for most other countries
joining the CET, there is the likelihood
of loss of revenue. In anticipation of
this, the ECOWAS Secretariat in con-
junction with the ECOTRADE Project,
has been assisting the governments
of those countries in analysing ways
of broadening their tax bases � to
make up for lost revenues�. Studies
are also ongoing to identify and ex-
amine the implications of the CET for
existing bilateral trade agree-
ments and special export zones,
among others.

Ports Activities
In Nigeria, the sea ports of

Lagos, Calabar and PortHarcourt
are likely to witness an upsurge in
the volume of import/export trans-
actions. The ongoing reform in the
Nigeria Customs Services (NCS)
is also expected to facilitate opera-
tions at the ports; thus, removing
the impediments that hitherto
compelled importation through
the sea ports of other countries.
Apparently to fast-track this de-
velopment, the Federal Govern-
ment by end-June, 2005, embarked
on a sensitisation programme, tar-
geted essentially at optimising the
utilisation of the Calabar and
PortHarcourt ports. With the

theme: �Realising the ideal ports in
the Nigerian economy�, the
programme was a joint effort of the
Presidency, the Bureau for Public En-
terprises and the Nigerian Ports Au-
thority.

Foreign Exchange Inflow
Again, for Nigeria, since most ex-

port transactions would become le-
gal, it is expected that foreign ex-

change inflow would rise as a
result of improved trading ac-
tivities. This, in turn, would en-
courage local (Nigerian) manu-
facturers of the goods and ser-
vices highly demanded by con-
sumers in neighbouring coun-
tries. The SMEs, especially
those that produce for export,
are likely to experience some
boom. Conversely, Nigerian
businesses that were hitherto
patronising the �black� market
in their business dealings are
likely to begin to patronise the

DAS (to source foreign exchange) and
have proper documentation to take
advantage of the (new, lower) official
tariffs.

Economies of scale
With the unfolding shape of CET,

ECOWAS enterprises (both small and
large) are likely to enjoy more effi-
cient allocation and management of
available regional resources among

members, based on each
country�s comparative advan-
tage. The resultant enhanced ef-
ficiency within the region would
further stimulate production for
export to the outside world. On
the side of the consumers within
the region, the lower prices (aris-
ing from allocating production to
the cheapest per unit cost loca-
tion of a product within the re-
gion), and the greater variety of
consumables are capable of in-
creasing the general welfare of
citizens within the sub-region.
The consumer will, however,
lose some welfare by not buy-
ing from the cheapest supplier
in the world, as regionalisation
will inevitably divert their con-
sumption to the cheapest pro-
ducer within the ECOWAS sub-
region.

Source: Fiscal Strategy Paper (2004 - 2007)

Nigeria�s Current Tariff and proposed CET Structures
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Improved investment
The CET will facilitate the

completion of the Free Trade Area
as well as help to attract invest-
ment to the region, as investors
will be able to realize economies
of scale in selling to a 15-country
large market with over 234 million
consumers spread over a surface
area of 6.4 million square
kilometres. Market size has re-
mained a major consideration in
international trade and global mo-
bility of capital. Therefore, the
urge by businesses to take advan-
tage of the attractions arising from
CET implementation would likely
boost the gross domestic product
(GDP) of the ECOWAS member-
states. Currently, the region�s GDP
stands at aboutUS$105billion, ofwhich
Nigeria accounts for 51 per cent.

Regional Economic Clout
Resulting from the above would

be the boosting of the economic clout
of the region as well as decline in the
dependence of the individual coun-

tries on imports from outside the re-
gion, all things being equal. Given that
each region of the African continent
is undergoing some integration pro-
cess, the outcome of all this would
amount to a stride towards the
realisation of a key objective of the
New Partnership for Africa�s Devel-
opment (NEPAD), namely the eco-

nomic empowerment of the con-
tinent.

Alignment With WTO
The implementation of CET in

the region will provide the
needed platform for the Euro-
pean Union�s negotiations for a
comprehensive free trade agree-
ment (with the region) in line with
the World Trade Organisation
(WTO) terms. Doing this with all
the regional blocs in the continent
would, in turn, fortify the place of
Africa in the world trade body.
Hitherto, dealing with disparate/
individual countries within the
various regions of the African
continent had posed serious chal-
lenges to the WTO, and usually

diminished the place of the continent
in global trade.

Roadmap to Customs Union
Adoption of the Common Exter-

nal Tariff is but one of the actions ar-
ticulated in the �Roadmap to the
ECOWAS Customs Union�. The
roadmap includes six broad catego-

ries of actions, including the
achievement of free trade
area, the common external
tariff, harmonisation of indi-
rect tax policy (for example,
excise duties and value-
added taxes) or the transfer
of competence to the re-
gional organisation in re-
gards to trade policy or com-
petition policy, own re-
sources for ECOWAS, and
reform of the institutional
framework.

The roadmap lays out the
�mile markers� along the
road to reaching the Cus-
tomsUnion by the end of 2007,
specifying, step-by-step,
what the ECOWAS Secre-

Nigerian Customs Regulations for Selected Consumer Products, 1995 - 2005

From prohibition to the application of customs duties

source: OECD, 2001
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tariat needed to do to help its
member-states arrive there
on time. In addition, the
roadmap offers a means of
evaluating and monitoring
progress and compliance in
each country, to keep the ini-
tiative rolling in the right direc-
tion.

The CET and Free Trade
Area, two constituent parts of a Cus-
toms Union, were both agreed to by
the ECOWAS Heads of State in the
1975 ECOWAS Treaty and again in the
1993 Revised ECOWAS Treaty. To re-
invigorate the process, and in the face
of the need to integrate the EU/ACP
relationship into the World Trade
Organisation (WTO) system, the
ECOWAS Heads of State and Govern-
ment agreed in December 2000 that
the CET of the West African Economic
and Monetary Union (WAEMU, or
UEMOA in French) would form the
basis for the CET. Thus, the new CET
regime is an adaptation of the tariff
structure already in force among the
Franco-phone ECOWAS member-
states.

Implementation of CET
With a transition period of three

years, during which all countries are
expected to harmonise their tariffs,

CET is to be firmly in place by end of
2007. This timing coincideswith the Eu-
ropean Union deadline to negotiate
Economic Partnership Agreements
(EPAs) with African, Caribbean and
Pacific (ACP) group, long-time part-
ners with the EU under the Lome Con-
ventions (and now the Cotonou Ac-
cord). The present EU/ACP agree-
ment is not considered to be compat-
ible with the terms of the WTO, and
the EU has negotiated a WTO waiver
until the end of 2007, to normalise the
situation by negotiating comprehen-
sive free trade agreements with the
ACP�s regional sub-groups, such as
ECOWAS, CEMAC and others.

Thus, the EU initiative, in part, in-
formed the zeal and compelling steps
being taken by the ECOWAS mem-
bers to make the 2007 CET deadline.
At a meeting with the immediate past
World Bank President, James
Wolfensohn, March 2004, in Accra,

Ghana, Heads of States and
Governments of ECOWAS,
adopted a short-term plan
of action to push for the ac-
celerated regional integra-
tion as well as the imple-
mentation of the New Part-
nership for Africa�s Devel-
opment (NEPAD) in West
Africa. One of the three pri-

orities of that plan is the establish-
ment of a free trade area and cus-
toms union by the end of 2007, along
with improved international market
access for West African exports. At
present, trade among the 15 ECOWAS
states amounts to about 10% of the 15
countries� total, far less than the com-
parable level in other regional trade
blocs.

As a prelude to the CET, the
ECOWAS Trade Liberalisation
Scheme (TLS) aimed at eliminating
tariff and non-tariff measures that ob-
struct the free flow of trade in the sub-
region, was inaugurated mid-last
year. Under the scheme, products
with 60% local material content and
30% added value are specially pro-
moted for the international markets.
About 800 companies and 2,500 prod-
ucts have so far been admitted into
the ECOWAS TLS, out of which 320
companies and 890 products are from
Nigeria. This trend confirms the im-
proving pattern of Nigeria�s trade re-
lations with many ECOWAS member-
states, a development that has seen
Nigeria move from outright prohibi-
tion to the imposition of customs du-
ties on imports from within the region.

Thus, between 1995 and 2000, most
consumer products that were prohib-
ited, had been brought under various
levels of customs duties. As shown in
Table 3 below, only eight of the 20 prod-
ucts featured attracted duties in 1995,
but by 2000, all but three had been
removed from the prohibition list.

The present EU/ACP agreement is not considered
to be compatible with the terms of the WTO,
and the EU has negotiated a WTO waiver until
the end of 2007, to normalise the situation by
negotiating comprehensive free trade
agreements with the ACP�s regional sub-groups,
such as ECOWAS, CEMAC and others.
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Within the two periods, even the
levels of customs duties were
also reduced, such that in 2000,
several items attracted duties as
low as 5%, a rate that only one
item (frozen fish) attracted in
1995.

Possible Threats to CET
(1) Deeply entrenched

taste for foreign goods among
consumers in various countries
of ECOWAS could frustrate the quest
for intra-regional trade which CET is
intended to facilitate. Over the years,
dependence on foreign goods has im-
peded industrial growth and develop-
ment in virtually every state in the
region. It will therefore be difficult to
achieve a sudden switch in taste
among these consumers. This, there-
fore, calls for a high level of patrio-
tism and suasion by the relevant au-
thorities in the parties to the CET.

(2) The noble objectives of CET
could be frustrated by smugglers who
might resort to importing high quality
but cheap foreign goods and �dump�
on neighbouring countries
where the cost of production
of local equivalents/substi-
tutes is prohibitive/
uncompetitive. In fact, there
is the danger of �trade diver-
sion� through resort to the
substitution of low-cost exter-
nal producers with high-cost
internal producers. Even at
present, the prohibitive cost
of doing business in a number of
ECOWAS member-states has com-
pelled many multinational corpora-
tions in those countries to serve as
mere �manufacturers representa-
tives� for their home offices. This way,
they �import� the finished goods and
repackage them instead of producing
those items locally.

(3) Individual member-coun-

tries of ECOWAS still have existing
industrial/trade policies under which
some of their �infant� industries are
being protected, and some still enjoy-
ing �pioneer status�. Such countries
could see the emergence of CET as a
threat to their own growth and devel-
opment. They might therefore not
easily subordinate their national de-
velopment interest to the regional
agenda. This, in part, informed the
criticism and opposition mounted by
bodies like the Manufacturers Asso-
ciation of Nigeria (MAN) to the adop-
tion/application of the CET in Nigeria.

(4) Most countries of the region
are agricultural/primary producers; it
will therefore be difficult for many of
them to identify/exploit any compara-
tive/competitive advantages under
the CET regime. And when a state
faces the danger of getting worse off
in the union, its allegiance to the re-
gional agenda could become weak/
shaky. This could create an avenue

POLICY

for relapse to otherwise sup-
pressed allegiance to colo-
nial cleavages/tendencies.

(5) Within the West
African sub-region, revenue
derived from import and ex-
port duties has consistently
accounted for a substantial
part of each country�s annual
budgets. It follows therefore,
that unless an opportunity is
created to adequately cater

for revenue loss arising from the dis-
mantling of customs duties, the loy-
alty towards the common market
would be affected. With CET, as busi-
nesses gravitate toward the �better
endowed� and more developed coun-
tries in the region, the rest could get
more impoverished, losing much rev-
enue to the union.

(6) In the final analysis, the lin-
gering mutual distrust between the
Anglophone and Francophone mem-
bers of ECOWAS remains a potent
threat to eventual harmonisation of
CET in the region. While the CET
among the UEMOA states thrives on

the members� common
monetary ancestry/poli-
cies anchored on the
French Franc, the rest of
the countries subscribing
to the ECOWAS CET suf-
fer severe divergence in
their monetary/fiscal poli-
cies and levels of economic
development. This poses a
serious challenge to the

realisation of a harmonised CET in the
West African sub-region.

(* Marcel Okeke is the Editor, Ze-
nith Economic Quarterly)

Note: As we were about to go to
press, the implementation of the
ECOWAS CET got postponed to 2008.

Over the years, dependence on foreign goods
has impeded industrial growth and
development in virtually every state in the
region. It will therefore be difficult to achieve
a sudden switch in taste among these consumers.
This, therefore, calls for a high level of
patriotism and suasion by the relevant
authorities in the parties to the CET.
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overhang was resounding. The Paris Club, a group of Official Creditor Nations
to which about 70 per cent of the national debt is due has agreed to write off
about 20 billion dollars of the nation�s debt. This development rides on the
country�s willingness to conclude a Policy Support Instrument (PSI), which
would be approved by the IMF. This should not be difficult since the country
had all along received the support and approval of IMF and World Bank in the
articulation of the National Economic Empowerment and Development Strat-
egy (NEEDS). This agreement also envisages that the Country pays off about
6 Billion dollars of accumulated arrears and buys back at market related dis-
count the remaining eligible debt after the reduction. It is expected that this
relief would culminate in the welcome situation whereby the country would
take its exit from the Paris Club, taking full advantage of the prevalent excep-
tional liquid circumstances of the Nation�s External Reserves. The External
Reserve has just been reported to have accumulated 23 billion dollars. The
development regarding this debt relief is such a momentous one that for the
first time in recent memory the country is actually at the threshold of having to
conduct its affairs without undue worry regarding debt repayments, debt ar-
rears, moratorium etc. To put this development in perspective those who have

he expectation has been palpable. It has been long awaited. And when
at last the news came it made such an impact. The relief in the land or
at least amongst those sensitive to the full implications of the debtT

We must give credit where
it is due. This relief
qualifies, for most

informed commentators,
as the one true dividend of
democracy. In the first
place the relief could not
have been contemplated in

a non-democratic
dispensation.

* By Dr. Boniface I. Chizea
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been around for a while
would recall that since the
early eighties we have or-
ganized international
seminars to crystallize a
consensus on the �way
forward regarding the al-
batross which the national
debts have come to rep-
resent.

We must give credit
where it is due. This relief
qualifies for most in-
formed commentators as
the one truly dividend of
democracy. In the first
place the relief could not
have been contemplated
in a non-democratic dis-
pensation.

And it represents and
reflects a ringing endorse-
ment of the quality of gov-
ernance in the country as
anchored on the fight
against corruption, trans-
parency, the procurement
reform programme (due process),
and the totality of the reform policy
which has resulted in Gross Domes-
tic Product (GDP) growth of 6 per cent
last year, end of year 2004 10 per cent
inflation rate and a deficit of 1.5 % of
GDP at 25 dollars per barrel of oil com-
pared to a target of 2.1 per cent. We
must give the President due
credit for this development.
He has fought strenuously to
obtain this debt forgiveness
that there is no doubt that his-
tory would record this success
as one of the high points of
this administration

It must also be observed
that debt relief for Nigeria is
in the enlightened interest of the world
considering the role the country has
played in undertaking peace keeping
in the sub-region. An effort which is

calculated to have cost the country
not less than 11 billion dollars not to
talk of non-quantifiable loss of human
lives and which has saved the world
considerable trauma and cost arising
from refugees fleeing across bound-
aries. Africa has also risen to the chal-
lenge of development by deciding to

seize its destiny in its hands through
the activities of the Africa Union; New
Partnership for Africa Development
(NEPAD) and recently, the Peer Re-

view Mechanism that it is in order for
the continent to be encouraged for
these laudable initiatives. It might not
be far-fetched to conclude that in fact
the earlier announced 100 per cent
debt relief for 18 Highly Indebted Poor
Countries (HIPC), 14 of which are in
Africa was due to the improved cli-

mate for debt forgiveness for
which the President is en-
titled to claim some credit.

There has been the argu-
ment that it is demeaning and
not good for our national
pride to seek and obtain debt
forgiveness. This will not be
so if we factor in the part
played by the creditors in

creating the debt overhang situation.
The credits were mostly not project
tied and therefore could not be moni-
tored and were not extended on terms

We must give the President due credit for this
development. He has fought strenuously to
obtain this debt forgiveness that there is no
doubt that history would record this success
as one of the high points of this administration.

(In billions of naira, unless otherwise indicated)
1995 2000 2000 2001 2002 2003

est.
Public sector gross debt 1,174 3,010 3,998 4,373 4,977 5,624
Public sector net debt 1,437 2,486 3,022 3,422 4,303 5,398
Domestic debt-by instrument 218 560 898 1,017 1,166 1,330
Treasury bills 83 275 466 585 734 825
Treasury bonds 97 283 431 431 431 503
Treasury certificates 34 0 0 0 0 0
Development stock 4 3 2 2 2 1
Other 0 0 0 0 0 0
Domestic debt - by holder 209 560 898 1,017 1,166 0
Banking sector 183 515 856 938 993 0
Central bank 164 410 714 739 532 ...
Commercial banks 23 97 133 199 460 ...
Merchant banks 5 8 9 0 0 ...
Nonbank sector 40 45 42 79 173 ...
External public sector debt 955 2,447 3,091 3,324 3,787 4,295
Multilateral 136 316 342 340 362 398
Bilateral 632 1,797 2,393 2,610 3,108 3,589
Commercial banks 187 334 357 374 317 308

NIGERIA: Public Sector Gross and Net Debt, 1990 - 2003

Source: IMF, 2004
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which are favourable. This explained
the situation whereby we have paid
well beyond the Principal borrowed
without that impacting on the debt
situation. And the reality is that Nige-
ria in spite of its oil producing status
(6th oil exporter in the world) is a poor
country, going by the usual indices.
The revenue from oil translates to
about 53 cents or 70 Naira per person
per day, compared to 3.4 dollars, 27.3
dollars, 2.4 dollars for Venezuela, Ku-
wait and Iraq respectively. Also coun-
tries with better economic indices than
Nigeria such as Poland,
Yugoslavia, Egypt and
lately Iraq have all re-
cently been beneficiaries
of debt relief.

This development
would not in any way af-
fect the country�s credit
rating as has been feared.
If anything this relief
should enhance it as we
are now in a position to service future
debts once it is undertaken advisedly.
The capacity of the country to service
its debt is most certainly not in doubt
considering its resource endowment.
What was lacking is good governance
which all hands are on deck to pro-

vide and which the International Com-
munity thinks is already in place.What
should worry us therefore is
sustainability and that is why all de-
liberate measures must be taken to
institutionalize the reforms.

Commentators have argued that
the celebration of the announcement
of the debt relief is premature as the
relief can only be realized based on
successful fulfillment of some out-
standing issues. Let�s look at the is-
sues logically and dispassionately.
The country is expected to agree a

Policy Support Initiative (PSI) with the
IMF, pay off about 6 billion dollars rep-
resenting penalties and arrears and
buy back the balance of the debt from
the Stock Market at market related
discount. It has been reported and to
some extent it is common knowledge

that the Multilateral International Fi-
nancial Institutions collaborated with
our experts most of who were drawn
from these Institutions in crafting the
National Economic Empowerment
and Development Strategy (NEEDS)
and that was why the IMF did not have
any hesitation to adopt, for the first
time, this home grown strategy as ad-
equate for its usual Medium Term
Economic Programme (MTEP). It
would be recalled that in the past,
overcoming this hurdle constituted a
real stumbling block to the country�s

attempt to enter into nego-
tiations to obtain some re-
lief and concessions usually
followed with some re-
scheduling. This is the
policy instrument for which
the IMF in the past has
been severally criticized of
making the same policy
prescriptions for all those
countries that had to adopt

an MTEP to facilitate negotiations with
creditors for debt relief. But all that is
ill-informed because most of these
countries suffered from the chronic
problem of bad governance as re-
flected in distorted price and incen-
tive system, bloated bureaucracy

We are also reassured by the declaration of the
Federal Government of its resolve to send a bill to
the National Assembly to regulate the conduct of
Government with regard to booking future debts.
That should put an end to the era of the booking
of frivolous credits which got the country in the
trap from which it is now finally extricating itself.

Source: Nigerian authorities; and IMF staff estimates

NIGERIA: Debt Dynamics (1990 - 2003)
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geared towards prebendalism and
rent seeking, a private sector that has
been enfeebled and distorted and
social contract with its population that
was kept in the breach. And therefore
the prescription for correction except
in the details which had to reflect par-
ticular situations were per force
broadly the same.

The IMF having endorsed NEEDS,
it would therefore not be farfetched
nor does it require second sights to
see that it is a very short step from
NEEDS to PSI. We do not see and in-
deed cannot envisage any problems
arising from this requirement. And the
requirement for some payment to be
made should not be any difficult con-
sidering how liquid the external re-
serves are and not forgetting the
amount accumulated in the excess
crude account.

We therefore can not discern any
logical basis for dubbing the celebra-
tions premature. And what is more,
the President could not have rolled
out the drums because he wanted to
hoodwink the population and prob-
ably the International Community in-
cluding our very creditors by claim-
ing premature credit. We should learn

to give the President some benefit of
the doubt. Why were the drums not
rolled out during the earlier announce-
ment of debt cancellation amount-
ing to 40 billiondollars to 18 coun-
tries, 14 of which are in Africa?
We believe that the celebra-
tions are very much in or-
der and timely. We must
not attempt to undermine
the achievement which
this success reflects. It is
precedent setting,
particularly if you
remember that
Nigeria is the
sixth largest exporter of crude petro-
leum and that we did not have to go
through the usual experience of
rounds of tortuous; excruciating and
sometime overbearing negotiations
for this landmark relief to be granted.

Wewould however wish to join the
Nigeria Labour Congress President,
Comrade Adams Oshiomole in call-
ing for the judicious segregation of
the funds from the debt relief to
plough it into health, education, infra-
structure resulting in sustainable em-
ployment opportunities. And to ask
the Federal Government to confound

the skeptics by working with the other
tiers of government to ensure that its
own responsibilities in the agreement
are dispatched without any hitch. We
are also reassured by the declaration
of the Federal Government of its re-
solve to send a bill to the National As-
sembly to regulate the conduct of
Government with regard to booking
future debts. That should put an end
to the era of the booking of frivolous
credits which got the country in the
trap from which it is now finally extri-
cating itself, Good a thing the country
now enjoys an International Devel-

opment Association (IDA) only
treatment and that would facilitate
debt flow of a concessionary na-
ture to the country for poverty al-
leviation and the development of
infrastructure.

With the debt relief all the 36
State Governments have urged the
Federal Government to extend a
similar gesture to them. The Fo-
rum of State Finance Commission-
ers has requested both the Fed-
eral Ministry of Finance and the
Debts Management Office (DMO)
to compile all payments states had
made on Foreign Debt Servicing
in the past. The Forum decried aSource: Research & EIG data

Total External Debt as % of GDP
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situation whereby the Federal
Government had regularly de-
ducted from statutory allocations
due to States without any at-
tempt at being transparent about
it as deductions were simply
made without any attempt at rec-
onciliation. The Forum would
also wish to remind the Federal
Government that foreign debts
due to State Governments are of
the order of 25 per cent of the
total. Therefore it demands that
the burden for servicing the out-
standing debts under the Paris
Club agreement should be
aligned to the share of obliga-
tions.

We believe that these are legiti-
mate and reasonable expectations
which the Federal Government
should not have any problems with
obliging. The DMO, we understand is
fully geared up and up to speed with
statistics on the structure of national
debt, all automated that reconciliation
should not pose any particular chal-
lenges.

The next logical issue to address
is the future. The way forward regard-
ing debt. It is defeatist to declare that
the nation would no longer accept any

business transaction that includes
deferred payments. That is disin-
genuous. There are obvious advan-
tages that come with debt not the least
of which is retained and sustained in-
terest of the creditor in your affairs
and where the debt is project tied,
there could be on-going obligations
and commitment which the debt
would tangentially help to underwrite.
The Military Government in the coun-
try actually successfully placed a
moratorium on debt in the period be-
tween 1995-1999. We should therefore
going forward incur debts advisedly.

And since the debts would
necessarily be repaid in
foreign exchange, debts
should be incurred only
for projects that would
boost exports or dis-
place imports. We
should incur
concessional debts to
aid poverty alleviation
or for the improvement
of infrastructure. The
preference would al-
ways be for
concessional debts
and debt accumulation
must align the timing of

repayment to anticipated income flow
from the project. We must be con-
cerned regarding absorptive capac-
ity. The received wisdom in this re-
gard is that debt is optimal if its mar-
ginal product is above the average
cost of capital. Low debt to GDP ratio
is always to be preferred and we must
diversify the mix of debt instruments
in our portfolio in terms of source and
type to avoid harmful concentration.
It is our prayer that the nation must
never again find itself in a situation
whereby debt becomes such an en-
gaging national issue.

(* Dr. Boniface I. Chizea is a Prin-
cipal consultant at BIC Consultancy
Services Lagos).

POLICY II

Source: Research & EIG data

Total External Debt
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GLOBAL WATCH

*By Eunice Sampson

performance in the developed economies.
Except for few countries like the United States and China,

first quarter economic growth was more favourable than that
of the second quarter. The Euro zone was once again the
worst hit, recording a GDP growth rate of 0.4% (quarter to
quarter), down from the 0.5% recorded in the first quarter and
justifying the gloomy picture most economists have painted

lobal economic outlook in the second quarter
of 2005 brought the world closer to the reality
that growth prospects for 2005 is not as bright
as the previous year, especially due to poor

about the zone�s disadvantaged economic position this
year.

For the Eurozone and most other countries, devel-
oped or underdeveloped, the depressing growth pros-
pect is further compounded by rising crude oil prices.
Defying all proffered solutions by both producers and
consumers of the commodity, oil prices reached a
record high of above $60 per barrel in mid-June, and
rose close to $70 per barrel at the end of that month.

The rising price of crude oil has dampened any hope
of a miraculous global economic turnaround this year.

KEY ECONOMIC GROWTH
INDICATORS

Real GDP Growth Rate:
In the United States, second quarter growth

outpaced the first quarter 3.1% growth perfor-
mance, with a surprise 3.4%, which was still less
than the 3.8% growth recorded in the last quar-
ter of 2004.

In China, GDP grew from 9.4% in the first
Sources: Global Insight Inc; Foreign Press Centre Japan (www.fpcj.jp);

www.bankofcanada.ca; Research&EIG
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quarter of the year to 9.5%,
regardless of fiscal mea-
sures the Chinese authori-
ties have put in place to slow
growth to a more sustain-
able level.

Japan in mid-May an-
nounced a first quarter real
GDP growth of 1.3% (5.3%
year-on-year), an impres-
sive growth when compared
with fourth quarter 2004 growth rate
of -0.1%. The relatively strong growth
in the first quarter was induced by
strong consumer spending and busi-
ness capital investment. But second
quarter real GDP growth fell to 4.3%
year-on-year, following a drop in ex-
ports to the US and China, and a carry-
over of the drop in the sale of ships to
Asian countries, which characterized
the first quarter. Japan�s growth in the
first two quarters of the year however
raises hope that the country might
well be on an economic recovery

track.
The eurozone GDP growth

dropped from the 0.5% (quarter on
quarter) recorded in the first quarter
(its best performance since the first
quarter of 2004 when it grew 0.7% q/
q), to 0.4%. Across the eurozone coun-
tries, the only impressive economies
were Germany and Spain. German
economy expanded by 1.0% (q/q) in
the first quarter and 1.2% in the sec-
ond quarter. Spain grew by a robust
0.9% (3.3% y/y), a pace it sustained in
the second quarter.

For the fourth consecu-
tive quarter, the UK economy
grew below expectation, from
0.5% in the first quarter to
0.4% (1.7% y/y) in the second
quarter, no thanks to the re-
cession that hit the industrial
sector and brought output
down by 0.4% q/q, after a 0.9%
drop in the first quarter.

In Africa, the South Afri-
can economy, strengthened by its fi-
nancial services, mining, internal
trade, transport and communications
sectors, advanced by 3.5% in the first
quarter, but slowed slightly to 3.4% in
the second following a drop in the per-
formance of the manufacturing sec-
tor.

Nigeria on the other hand, is pre-
dicted to have grown from between
3.8-4.2% in the first quarter to 4.0-4.5%
in the second quarter, an economy
strengthened by the high cost of oil in
the international market, its major

export commodity. For the entire
continent however, an average
GDP growth of about 4 - 5% is esti-
mated for the second quarter.

Industrial Productivity:
In industrial productivity, China

recorded the strongest perfor-
mance of over 16% improvement
year-on- year, followed by India
with about 10% growth. Taiwan re-
corded a negative (-4%) growth in
May, after a 0.6% growth in April,
and ended the quarter with an esti-
mated 2.0% growth in the month of
June. Argentina�s industrial produc-
tion rose to 7.4% in the month of
April, but dropped sharply to 2%
growth in June.

Trade Balance:
In international trade, China re-

corded an overwhelming 32.7%
growth in the first six months of the

Source: The Economist, 2005; Research & EIG*Estimates

Source: The Economist, 2005; Research & EIG *June figures estimates except for Israel

Source: The Economist, 2005; Research & EIG *June figures are estimates
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year, bringing its earnings from ex-
ports to $342.3 billion as at June, and
a trade surplus of S$39.6 billion, de-
spite a strong crude oil demand.

Other major economies were
not so lucky. Fueled by the high cost
of crude oil and a strong appetite
for imported products, the United
States, UK, France, and Australia re-
corded trade deficit of over $700bn;
$100bn; $22bn; and $18bn, respec-
tively. However, Germany, Japan
and the Eurozone recorded surplus
of $190bn, $120bn and $60bn, respec-
tively.

Exchange Rates:
In exchange rates, no major upset was recorded in the sec-

ond quarter. Major currencies experienced relative stability, es-
pecially against the US dollar, whose value remained on a record
low throughout the first six months of the year.

China once again remained the centre of focus as the United
States and Europe renewed pressure on the Chinese govern-
ment to lift the peg on the value of the Yuan and leave it for
market forces to determine. China is expected to bow to exter-
nal pressure soon and relax its tight control over the Yuan.

Bank (Interest) Rates
Between fourth quarter 2004 and second quarter 2005, the US

bank rates rose about 200%, from 1% to 3%. Canada slightly

Value of the US $ Against Other Currencies

Source:www.bankofcanada.ca;www.oanda.com/conver

BusinessWeek; June 27, 2005; Research & EIG

Source: The Economist, 2005; Research & EIG Some June figures are estimates

reduced rates within the period, from 2.5% to 2%. In
the Eurozone, rates were stable at 2%; while in the
UK, rate was marginally increased from its 4.5% po-
sition as at last December to 4.75%, to curb rising
inflation. Japan rates remained at 0%.

In Africa, South Africa and Nigeria lowered bank
rates in the period under review from 15%-to 13%
for Nigeria, and from 11.5% to 10.5% in South Africa,
even as both economies grappled with liquidity glut
in the financial system and rising inflation.

Unemployment and Wages:
The US showed robust employment growth in

the second quarter. Payroll employment rose from
274,000 in April to 78,000 in May and 146,000 in June.

However, among the G-8 economies, Germany
recorded the highest unemployment rate, with an
average of 11.5% for the quarter; followed by France
with 10.1% and 8.8% for the Eurozone. US unemploy-
ment rate stood at 5.1% while Canada recorded 6.7%.

In the US, wages rose by 2.7%; Canada 3.0%,
Eurozone 3.1% and UK 4.2% within the quarter. Also
within the second quarter, Japan recorded a 0.2%
drop in wages in the month of May after a 0.5% rise
in April; but a rebound is expected in the next quar-
ter in response to increasing improvements in other
macroeconomic indices.

Crude Oil Prices:
Crude oil prices hit a new all-time high of $59.50

on June 20 after maintaining an average price of
$52-54 dollar per barrel in the first two months of the
quarter. On Monday June 27, crude oil prices crossed
the $60 per barrel line, closing at $60.45 on the New
YorkMercantile Exchange after hitting a high of $60.95
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earlier in the day.
To curb high prices, OPEC increased its supply twice within

the quarter, with additional 500,000 barrels per day in both cases.
The price increase within the quarter was mostly as a result of
supply fears in the face of increasing demand, especially from
the US, Japan, China and the Eurozone.

Average price of Bonny Light in the second quarter was
$53.1 per barrel and $51.8 per barrel for Brent crude. Analysts
have expressed fears that prices could reach $100 per barrel in
the next couple of years.

External Reserve:
Some developing and emerging markets with favourable

trade balances experienced significant rises in external re-
serves in the second quarter.

At the end of June, China grew its external reserve from
about $600bn to over $700bn, owing to a favourable trade bal-
ance. India however, dropped from its $136bn in April to about
$130bn in June, following a slight drop in the volume of its export
commodities and service.

In Africa, South Africa�s external reserve grew by over $2bn
between April and June, closing at $16.9bn at the end of the quar-
ter. Nigeria, owing to high crude oil prices and prudent fiscal
management, also recorded about $2bn rise in its external re-
serve, which stood at about $24bn at the end of the quarter.

Source: Global Insight Inc., July 2005

Source: The Economist, 2005; Research & EIG

External Debt:
In the second quarter, the struggle with unsus-

tainable external debt of over $600bn continued for
developing countries, with the African continent at-
tracting the most international focus due to the preva-
lent poverty there.

The outcry against perceived injustice by the rich
countries against the poor was intense, especially
as the G-8 Summit, scheduled to hold in the UK from
July 6-8 drew closer. Expectations were high that the
world�s richest countries would seize the opportu-
nity of the Summit to respond positively to U.K�s
Tony Blair�s proposal of a 100% debt forgiveness and
$50bn additional aid to the world�s poorest countries.

In June, a major breakthrough was recorded
when the G-8 members wrote off the debt of 18 poor
countries (14 of them in Africa) amounting to $40bn.
Nigeria also ended the quarter with the cheerful news
that the Paris Club had agreed to write off about
$18bn (60%) of the debt it ows the group of creditor
nations. The feat was attributed to on-going national
economic reforms embarked upon by the country
in the last few years. The Nigerian government plans
to leave the Paris Club completely through a buy-
back arrangement to offset the remaining debt.

YEAR-END(2005) FORECASTS:
The forecasts from the State Street Global Advi-

sors for 2005 are typical of the views of most global
analysts on the possible outlook for the remaining
months of the year. See tables below for forecasts

Source: OPEC, 2005
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Source: The Economist: 2005; Research & EIG

Source: State Street Global Advisors (www.advisors.ssga.com) July 2005 ; *NEEDS

Source: State StreetGlobalAdvisors (www.advisors.ssga.com) July
2005 * CBN

Source: State StreetGlobalAdvisors (www.advisors.ssga.com) July 2005
* SouthAfricanReserve Bank; ** Central Bank ofNigeria; ***Research&
EIG

for some key global economic performance indicators:

Source: www.bcb.gov.br ; central banks; Research & EIG *Estimates
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Source: State Street Global Advisors (www.advisors.ssga.com) July 2005; * Research & EIG

Source: OPEC (/www.opec.org), July 2005

While global analysts and financial institutions are still
not certain as to what extent the rising crude oil price and
demand would affect the global economy in the long run,
oil remained the most topical issue throughout the sec-
ond quarter, and predictably, the remaining two quarters
of the year. Very soon, emphasis will likely shift away
from how to bring down the uncontrollable prices, to how

to circumvent demand and find alternative sources of en-
ergy.

It is fairly easy, to say however, that for the remaining
two quarters of the year, crude oil demand and prices would
play a significant role, and impact on the performance of
other key economic indicators for most countries.

(* Eunice Sampson is an Assistant Editor, ZEQ)



ZENITH ECONOMIC QUARTERLY : : July, 2005 39

ISSUES(I)

huge reversal in the global trading system or security
system among nation-states. That would be an evolution
in world affairs that no one would wish to see. U.S. foreign
policy is keyed to prevent such an outcome. Globalization
is here to stay. Unfortunately, the ills of globalization and
the negative attributes of an increasingly interconnected
world are being blamed on multinational corporations.
Following the logic of the most fervent critics of globaliza-
tion, trade liberalization and capitalism are the root of all
evil. In the U. S. political system, nowhere is this public
policy debate greater than in the fight over the passage
of the Central American Free Trade Agreement (DR-
CAFTA). That agreement has put globalization and the
roles of business, government, and civil society under a
microscope. In the context of that scrutiny, globalization
should be accepted as inevitable and embraced by public
and private stakeholders to shape both public and private
good. Globalization is a process that will work best if it is
proactively managed to succeed. Trade agreements, for-
eign aid, and diplomatic engagement are the best tools

available to leverage benefits and mitigate or prevent nega-
tive outcomes.

Key Challenges of Globalization
Looking through a prism from different angles, one can

view the challenges of globalization from several perspec-
tives � by region, by development sector, by transnational
challenge, by income, or by strategic importance.

One can portray the world in terms of illiteracy and
insufficient education, infectious diseases like HIV/AIDS,
poverty, or national security challenges such as those cur-
rently in the Middle East. However, instead of identifying a
long list of symptoms revealing the weak health of devel-
opment in the developing world, it is more enlightening to
examine the driving forces behind the challenges faced in
development. If the U.S. is to better navigate the course of
international affairs, it is essential that government and
the private sector address these forces. The role of busi-
ness, and specifically the role of private philanthropic foun-
dations, can be tremendously positive in this regard.

There are three key underlying gaps that define the
challenges in the international system: economic opportu-
nity for prosperity, the ability to govern and effectively

* By Jim Kolbe

During Globalization is an issue that we all will
have to deal with for a long time. If that turns
out to be false, it means that there has been a
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manage political economy, and secu-
rity (among individuals, communities,
ethnic groups, and nations). These
gaps can be defined as divides be-
tween the developed and the devel-
oping world - differences between
nations that have been successful and
those that have not.

Gap 1: Economic Opportunity
for Prosperity

The first gap � the economic gap �
can be measured in two ways. One is
the divide between the developed and
developing world. The G-7 countries
account for only one tenth of the
world population but account for one
half of world trade. On the other hand,
the 49 least developed countries in the
world account for less than one half
of one percent of world trade but
more than fifteen percent of the world
population.

The second measurement is found
within developing countries. While
protesters in Seattle, Genoa, or Wash-
ington, D.C. may criticize the capital-
ist system and the process of global-
ization, the fact of the matter is that
most of the world � especially the de-
veloping world where the majority of
poor people live� has no other option.
The reality is that the citizens of many

developing countries live and work
outside the global economy. In such
economies the informal economic
sector supports fifty to seventy per-
cent of all working people.

Together, these statistics � mea-
sured between countries and within
countries � demonstrate an enor-
mous divide in economic opportunity
for prosperity and constitute a major
challenge in international affairs.

Gap 2: Ability to Govern and
Manage Political Economy

The second gap has to do with gov-
ernance � good governance � or the
lack thereof. In large parts of the de-
veloping world there is a tragic cou-
pling of poor governance and inad-
equate development. A country char-
acterized by a high rate of corruption
and little respect for private property
rights will almost certainly fail to raise

the per capita income of its people.

Gap 3: Security
The third gap pertains to security

� for individuals, ethnic groups, and
states. The number of failed states is
increasing at an alarming rate. That
is creating a chronic gap in security in
the international arena. Ethnic and
religious conflict, insurgencies, and
illicit activities are pervasive in much
of the developing world, which threat-
ens economic development, regional
security, and prospects for the con-
solidation of democracy. These con-
ditions are not new, but the impact of
failed states is felt far more today in
the international system.

Not long ago it was fashionable in
foreign policy circles to declare the
concept of the nation-state as dead
because of the growing rate of glo-
balization. In fact, the exact opposite
seems to be true. The process of glo-
balization has underscored the impor-
tance of this structure in the interna-
tional system. Globalization has sim-
ply meant that challenges, weak-
nesses, or even tensions associated
with nation state structures are mani-
festing themselves differently. It is
more often in the absence of these
structures that we are becoming more
acutely aware of the process of glo-
balization.

The three gaps in economy, gov-
ernance, and security are driving
forces behind a shifting international
landscape. Unless political, business,

Ethnic and religious conflict, insurgencies, and illicit activities
are pervasive in much of the developing world, which threatens
economic development, regional security, and prospects for the
consolidation of democracy. These conditions are not new, but
the impact of failed states is felt far more today in the
international system.
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and civil society leaders are able
to foster successful, secure sover-
eign states, anchored to capitalism
and democracy, no amount of for-
eign aid, no amount of U.S. mili-
tary intervention, and no number
of U.N. meetings will reverse the
tide of illegal immigration, poverty,
and potential for conflict and chaos
that threaten to wash over the
shores of Europe and the United
States. The reason is self evident.
The results we all seek for the
world�s impoverished in all devel-
opment dimensions, such as hu-
man rights, environmental protec-
tion, poverty reduction, and im-
proved health, are a function of the
capacity of countries to govern them-
selves and create an effective politi-
cal economy.

It is against this backdrop in inter-
national affairs where corporate phi-
lanthropy can help make a real dif-
ference. Corporate philanthropy
demonstrates that globalization and
international development can go
hand-in-hand. Of course, business
should not be viewed as a panacea or
as a substitute for government action.
Some solutions are inherently gov-
ernmental. For instance, there is little
that business can do to encourage or
generate greater security in the in-
ternational system. However, when
it comes to the first two gaps � en-
couraging greater economic oppor-
tunity and promoting better gover-

nance in the developing world � the
business community can play a cata-
lytic role in tackling the challenges
facing developing states.

Recommendations
Recommendation #1: Don�t
Shy Away From the Pursuit of
a Big Idea

If a solution is more than obvious,
if a great deal of public good could be
achieved with an innovative idea or a
little �out of the box� thinking, it
should be embraced and pursued. A
recent article in the New York Times
described such a pioneering initiative.
As part of a two-year, $2 million in-
quiry to determine whether a Pales-
tinian state could succeed, the Rand
Corporation has concluded the chal-
lenge can be met.

Rand, an independent nonprofit
think tank with a reputation for clear-
headed thinking, worked with a group
of urban planners to map out what a
viable Palestinian statewould look like.
The plan is comprehensive and bold.
It conceives borders, infrastructure,
inter-connectedness with the world,
and a spirit of optimism and realism
for a region consumed by lost hope,
despair, and conflict.

The proposal calls for an urban
development plan in the shape of an
arc or a half moon that connects popu-
lation centers in the West Bank and
Gaza. The idea has been presented
to the White House, the European
Union, the World Bank, and other or-
ganizations, as well as to the Pales-
tinians and Israelis. The idea has cap-
tured the attention and imagination
of a number of Palestinian
policymakers.

Today, an independent Palestinian
state is an idea, a dream � not a real-
ity, but the power of an idea can move
policymakers and entire populations
to reconciliation for the future. The
Rand studies were not undertaken by
government, but by a California ur-
ban planner and developer who used
his philanthropy to promote the idea

Of course, business should not be viewed as a panacea or as a
substitute for government action. Some solutions are
inherently governmental. For instance, there is little that
business can do to encourage or generate greater security in
the international system.
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that might bring an end to the con-
flict.

Another big idea that deserves to
be advanced is the concept of prop-
erty rights for the poor in developing
countries. Hernando de Soto, a Peru-
vian economist and champion of the
poor, points out that millions of people
around the globe have no stake in glo-
balization. Their assets, livelihoods,
and identities are not recognized in
the formal economy. They do not have
property rights codified within the le-
gal framework. Business can help ad-
vance the development of effective
property rights for the poor in devel-
oping countries. Nothing could be
more important since capitalism is
based on the right to private property,
including land and businesses, not just
intellectual property protection.

Recommendation #2:
Don�t Be Afraid to Engage
and Enforce
Accountability in
Development

All too often in international
development, diplomacy and
policy efforts become mired in
dysfunctional politics. The busi-
ness community has a penchant
for results. Timelines, project
management skills, and the
drive for performance can help
sweep aside the dysfunction
that governments too often pro-
duce and tolerate.

One very good example of

how business philanthropic interests
can generate more functional devel-
opment is found in the creation and
operation of the Vaccine Fund (GAVI).
GAVI combines the efforts of devel-
opment institutions like theUnitedNa-
tions Children�s Fund (UNICEF), the
World Health Organization (WHO),
and bilateral development agencies
like the U.S. Agency for International
Development (USAID) with corporate
philanthropy organizations like the
Gates Foundation and private com-
panies like Merck to help ensure that
the world�s people - no matter how
rich or how poor - have access to life-
saving vaccines. The leadership of
private sector organizations such as
the Bill & Melinda Gates Foundation
in such initiatives is crucial to their
overall success. GAVI represents a

public-private partnership that injects
resources, and more importantly, ac-
countability and ingenuity into the
development process.

Recommendation #3: Scale Up
Efforts to Build People and
Indigenous Capacity

In the developing world, building
local capacity to manage develop-
ment is a massive challenge that has
not been met with significant success.
At times, it is far easier to find money
than to find good, honest people and
organizations with whom to partner.

This has to change. In Africa, there
is little to no health care infrastruc-
ture to address the HIV/AIDS crisis.
In the Middle East and other parts of
the world, illiteracy or a lack of for-
malized technical training means
whole populations lack the skill sets
to engage in modern political
economy. To improve governance in
the developing world, people need to
be trained. Technology and skills need
to be transferred. Local organizations
� be they universities, health clinics,
or ministries in government - have to
be nurtured and populatedwith skilled
leaders who can guide the develop-

All too often in international development, diplomacy and
policy efforts become mired in dysfunctional politics. The
business community has a penchant for results. Timelines,
project management skills, and the drive for performance can
help sweep aside the dysfunction that governments too often
produce and tolerate.
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ment of their countries, avoid corrupt-
ing influences, and manage the chal-
lenges of globalization.

The business community can play
a much greater role in improving the
training of people to manage their
own development. One component of
President Bush�s HIV/AIDS plan is
designed to match American hospi-
tals with hospitals in Africa. The pro-
cess is called �twinning.� The business
community can play a synergistic role
in helping to organize these partner-
ships so that results can be achieved.
In this way, public resources can be
leveraged with a sense of private
sector accountability and drive for
performance.

In countries like Lebanon,
Egypt, and Afghanistan, there
are American universities un-
derwritten with U.S. taxpayer
dollars supporting the higher
education of young people.

These universities have an
extraordinary record of suc-
cess, transmitting American
economic and political values
to successive generations of
Middle East leaders. The sys-
tem would be further im-
proved if business foundations
would dramatically increase
the scholarship funds required to
send additional students to these cen-
ters of learning.

Recommendation #4: Help
Realign U.S. Trade Policy to
Use Trade as a Tool for
Development

The final recommendation is in
some respects the hardest because
it is becoming increasingly obvious
that the political system in the U.S.
(or for that matter, in Europe) is not
aligned to provide real, effective mar-
ket access for developing countries.

The U.S. Congress is polarized on

the topic of trade with countries in the
developing world. The Central Ameri-
can Free Trade Agreement (CAFTA)
is a case in point. The polarization in
U.S. trade policy has meant that U.S.
trade negotiators are being held hos-
tage by protectionist interests. For
strong and enduring US leadership in
the global trading system, we must
work hard to change this dynamic. We
need to rebuild the bipartisan center
in U.S. trade policy. One way to do it is
by elevating development and secu-
rity goals as a priority in US trade
policy.

If we continue to worship at the
altar of protectionism, we will inevita-

bly bear witness to a crippling of the
DohaDevelopment Round, andwewill
experience the accompanying failure
to achieve economic growth and job
creation. If that were not enough, it
may also mean that U.S. national se-
curity will pay a price. If developing
countries lack the wherewithal to im-
prove their economic situation and the
standard of living for their people,
greater instability and chaos will likely
ensue. This may well require more
U.S. engagement around the world �
both in non-financial terms and a sig-
nificant investment in nation building.

Although this may sound more like

a political task than philanthropy, it is
directly and inextricably linked to all
the other goals the business commu-
nity has. Business can help re-align
the U.S. political system and build a
bipartisan center � a coalition to sup-
port trade with the developing world.
We may never convince American
labor unions or environmental groups
to support free trade agreements.
However, we have to convince devel-
opment advocates that partnering
with the anti-globalization forces will
not better the lives of the poorest on
this globe.

We have to convince more Demo-
cratic Members of Congress that the

current alignment of con-
stituencies undermines
U.S. national security and
U.S. foreign policy. Least
developed countries will
be left further and further
behind, and no amount of
foreign aid will be able to
close the divide. The op-
portunity for self-sustain-
ing wealth creation in the
developing world, not
wealth transfers from rich
countries, should be the ul-
timate goal. In the end,
globalization is unavoid-

able. However, it can be managed
through the process of trade, foreign
aid, and diplomatic engagement.

(* Jim Kolbe is serving his eleventh
term in theUnited StatesHouse ofRep-
resentatives. This article from his re-
marks at the recent US Chambers of
Commerce Forum, is published with
kind permission obtained through the
Centre for International Private En-
terprise, CIPE.)
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W
historic ties that bind our two countries � a relationship
taken very seriously in our country. We know Nigeria
not just as a great and populous state, but also in many
cases as our friends in our own constituencies in the
UK. Britain is one of the largest investors in Nigeria �
and we have many British companies active here.

Our government also shares, for example, your con-
victions on the private sector as a driving force to fulfil
Africa�s economic potential, and on the significant mer-
its of achieving a liberal economic environment.

Nigeria itself is well placed to give the lead to Africa
in this area � to demonstrate visible determination and
an enduring commitment to reform and stability, in this
new era of democratic, civilian rule. For Nigeria remains
a bulwark of stability and a beacon of hope across the
region.

That great son of Nigeria, and indeed Africa � Dr
Benjamin Nnamdi Azikiwe, once said: �We must not
allow the mistakes and disappointments of the past to
act as a stumbling block to the hopes and achievements
of the future� Nor should we encourage the exploita-
tion of the ignorance and poverty of our people in order
to satiate the mercenary motives of the more privi-
leged ones�.

When you listen to these words that ring to us down
the years and bring back memories of childhood (and

*By Paul Boateng

e in Britain share much with Nigeria, in both
approach to business and in fostering eco-
nomic activity and growth. We have long and

The Commission for Africa was
launched by the British Prime
Minister, Tony Blair, in early 2004,
to take a fresh look at Africa�s past
and present the international
community�s role in its development
path. Here, Paul Boateng, a former
Chief Secretary to Her Majesty�s
Treasury explores the place and
prospects for Nigeria in the
Commission�s scheme of things.
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the admiration we had for the great
leader), they remind us of current
challenges and also inspire us. And
these are words that haunt us still,
for poverty is still prevalent, and
even today we have much yet to
do to eliminate it. Some say that
out of poverty comes knowledge,
and that is true. Yet out of power
also comes a duty to alleviate suf-
fering.

Now is very much the time to
look forward, both as historic
friends and as equal partners. A
writer once said Nigeria is the pivot
on which Africa turns. Well, as we
work to make Africa turn, to em-
brace change to resolve to make
better the lives of so many people,
so too we must both as partners and
equals, engage to tackle together the
scourge of poverty in 2005.

And I believe there is a Nigerian
saying: hold a true friend with both
hands. Britain offers you both hands
on this journey of change in 2005;
hands in support of your efforts and
your reform process, in what is shap-
ing up to be a vital year of action.

I want to outline some of the likely
themes that are emerging
for the Commission for Af-
rica, set out how this fits with
the UK�s presidencies of both
the G8 and the EU and then,
if I may, return to the chal-
lenges you face here in Ni-
geria.

Commission for Africa
Let me reassure you that the

Commission for Africa will play a cen-
tral role, where we will continue to
support you as you seek to unleash
and fulfil the potential of this great
continent. I know you are all familiar
with the Commission. I don�t want to
set out the process it is following, but
let me emphasize one point that I �

and indeed Prime Minister Blair and
Chancellor Brown see as central to
the Commission�s success. That is the
fact that the Commission is African.
It has consulted widely across Africa
and is informed by the expertise and
experience � in the form of commis-
sioners - some of Africa�s finest sons
and daughters.

The commissioners have been
looking at action in five key areas;
Governance, peace and security, hu-

man development, culture and inclu-
sion and encouraging growth, all un-
derpinned by the need for greater
resources.

And I fully agree that culture and
inclusiveness must underlie all the
Commission�s areas for action. It is
sad to say, but it is true that Africa�s

rich and varied cultures still need be
better understood by donors and by
other partners in Africa.

Western culture is not the only
way of life, and donor countries must
better understand the business cul-
ture and social networks that contrib-
ute to African nations. Was it not
Chinua Achebe who once wrote,
some decades ago: �African people
did not hear of culture for the first time
from Europeans; that their societies

were not mindless but fre-
quently had a philosophy of
great depth and value and
beauty, that they had poetry
and above all they had dig-
nity�.

This is where the invalu-
able work of the African
Union and ofNEPADshould
be supported, and where

the Commission is likely to recom-
mend greater measures to ensure
participation of the entire community
� participation including women and
young people. Women who do have
such a vital role to play in unleashing
the potential of this great continent.

Second, the Commission will look

Let me reassure you that the Commission for
Africa will play a central role, where we will
continue to support you as you seek to unleash
and fulfil the potential of this great
continent. I know you are all familiar with
the Commission.
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at action on governance. Promoting
good governance is at heart about
ensuring that those committed to re-
ducing poverty have the resources
they need to achieve that aim. And
the Commission has been looking at
proposals to help build more effec-
tive states � to support in particular
NEPAD�s Africa Peer Review Mecha-
nism.

The Commission has also exam-
ined how best to assist African coun-
tries as you strive to improve trans-
parency and participation in budgets.

How best to develop strategies, and
how to improve the civil service and
judiciary. How best to achieve better
accounting standards and reliable sta-
tistics where necessary.

And I�ll give you an example � the
Extractive Industries Transparency
Initiative. This could be reinforced,
and its principles applied more widely
to other sectors. And I know Nigeria
is leading the world in the implemen-
tation of this initiative.

But rich countries also must ac-
knowledge their duty. This should be,
after all, a partnership, not just a one

way street. We too in the G7/8 have a
duty to reform, to implement and en-
force existing conventions on bribery
and corruption.

Third, looking at action on peace
and security. The Commission has
looked at how to control the resources
used to finance conflict and to fuel the
arms trade. And this means examin-
ing how development assistance can
be more effectively used to reduce
existing vulnerability to violent con-
flict.

It means examining proposals to

support UN and African Union con-
flict prevention and resolution, as well
as peace-building post-conflict. And
let me echo the analysis of the Com-
mission that peace and security re-
ally is the bedrock � the basis on which
to make progress in poverty reduc-
tion, economic stability and growth,
and accountable democracies.

Fourth, looking at action on human
development. How best to help you
improve your healthcare systems.
How best to improve and coordinate
the fight against HIV/AIDS. How best
to focus on the particular healthcare

needs of youth and women. And how
best to improve the relevance and
quality of education services � par-
ticularly those provided for girls.

And finally, looking at action on
opportunity and growth. There are
several recommendations to encour-
age economic growth in Africa, to
improve further the climate for invest-
ment, including ideas and efforts to
increase funding for infrastructure. I
have heard, and indeed seen first-
hand during my trip to Mali, Ghana
and now Nigeria, the importance of
investment: roads, rail and ports.

And the Commission is likely to
make proposals for a global trade
system that, instead of putting ob-
stacles into Africa�s way, are indeed
receptive to Africa�s needs so that it
can benefit from the opportunities
provided by a more open trading
system. A system that is not dis-
torted by subsidies, tariffs and non-
tariff barriers across the OECD coun-
tries.

It will also make proposals on Af-
rican agriculture, improvements
through infrastructure and by ad-
dressing post-harvest losses by de-
veloping local markets and by
achieving security of land tenure. All
of this within the broader context of
climate change.
Action to provide extra resources,

through aid and debt relief, will un-
derlie all these recommendations.
The Commission is likely to recom-
mend a significant increase in aid re-
sources � at least double current lev-
els � for Africa. This is aid that needs
to be front-loaded, using mechanisms
such as the International Finance Fa-
cility (IFF) so that vital investment can
be made now upfront. Investment
that can seize this moment � this win-
dowof opportunity inAfrica � to throw
more weight behind African initia-
tives, from the pan-African and re-
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gional right through to the national.
We all know that for increased aid

and debt relief to be successful, it will
also need to be of a higher quality. So
it is likely the Commission will also
recommend measures to improve
the quality, predictability and flexibil-
ity of aid, including greater
harmonisation between donors. I can
assure you that the UK has heard and
taken on board your message on debt
� a message imparted so passion-
ately by President Obasanjo and the
Finance Minister Dr. Ngozi Okonjo-
Iweala. The UK is one of Nigeria�s
strongest supporters to achieving a
fair and sustainable solution to
Nigeria�s debt problems.

The Commission for Africa re-
port will mobilise all of our energy
behind existing initiatives and ideas
from Africa, the G8 and across the
development community. The report
must challenge rich countries to
raise our game in response to the
opportunities which Africa itself is
creating.

And the report will make clear
our response to NEPAD�s powerful
moves forward. I know that NEPAD
leaders support the Commission as
an effective way to promote the
ideas and proposals which have
been developed here in Africa.

The Commission for Africa is also
a key element for our UK presiden-
cies of the G7, G8 and EU. And I can
confirm that the G8 summit in
Gleneagles in July (2005) will be dis-
cussing, with leaders from Africa, the
Commission�s recommendations,
and indeed how best to take them for-
ward.

2005 is a time when the challenge
of poverty reduction looms larger
than ever, and a year in which we have
a real opportunity to seize the agenda
to create lasting change in our twin
priorities � Africa and climate change.

Africa is a key priority. As a conti-
nent, it is not on track to meet any of
the Millennium Development Goals �
goals that nearly every country
signed up to in 2000. So we need to
ensure this great continent is at the
top of the international agenda in a
year of great opportunity � with the
Commission for Africa, the Millen-
nium Review Summit in New York in
September, and the inspiring work of
Africans through NEPAD and the AU.

Let me share with you the four key
themes within our G7 work � themes
which link into the work of the Com-
mission for Africa � and some of which
have already been taken forward
through the recent G7 Finance Minis-
ters meeting in London.

First, we know that trade can
make a significant contribution to pov-
erty reduction. So a substantial reduc-
tion in trade barriers as part of the
Doha round could boost global income
by some $500 billion a year � with over
two-thirds going to developing coun-
tries. In real terms, this would reduce
the number of people living on less

than $2 a day by some 144 million �
together that is more people than live
even in this great and populous coun-
try.

As trade barriers come down, we
must also commit to action that builds
developing countries� capacity to
trade � action that ensures countries
have the flexibility to carefully design
and sequence trade reform within
their own poverty reduction strate-
gies. To consider additional grant re-

sources to help the most vulner-
able countries � and their most vul-
nerable people � adapt and reap
the benefits of more open global
markets.

Second, we seek a substantial
increase in resources for develop-
ment. We want to establish what
Chancellor Gordon Brown has de-
scribed as a new Marshall Plan for
the 21st century.

The UK is committed to spend-
ing 0.47% of GNI on aid by 2007/08
and at current rates of growth we
expect to reach the UN target of
0.7 % by 2013. So, for the first time
the UK has now adapted a clear
and unequivocal timetable to
achieve this goal.

However, based on other coun-
tries commitments, traditional fi-

nancing will not provide enough aid
quickly enough to enable us to achieve
the Millennium Development Goals.
That is why Chancellor Gordon Brown
has proposed an International Fi-
nance Facility that would provide the
additional $50 billion a year that is
needed now upfront.

The International Finance Facility
(IFF) would enable us to make the
necessary investments in infrastruc-
ture, in education, in health to ensure
that countries do not need external
finance to drive their development in
the long term. An extra $6 billion ev-
ery year would get every child into
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primary school � realising the rights
of a generation and increasing eco-
nomic growth over time.

Third, we recognize the need to
make further progress on debt relief.
I go back to my earlier point. The UK
understands and we are the strongest
advocate for Nigeria�s concerns in this
area. The G7 finance Ministers when
they met in London, made a
historic commitment to go
further, based on ourwilling-
ness to provide as much as
100 per cent multilateral
debt relief for HIPCs, and to
look again at the debt
sustainability of other low in-
come countries. We will
work with other countries
and the IMF andWorld Bank
to bring forward concrete proposals
for discussion at the Washington
meetings in April, and in particular we
will work with Nigeria and the wider
community for a fair and sustainable
resolution for Nigeria�s debt problems.

And fourth, that we take urgent
action to tackle the diseases which
are the scourge of the developing
world. We should accelerate
progress towards a preventive vac-

cine for malaria, through an advance
purchase scheme. And to better
tackle HIV/AIDS, through the first
comprehensive plan that reaches
from prevention through to cure and
care.

In this context I very much wel-
come the progress made on an IFF
pilot to provide additional much
needed resources for immunisation

through GAVI � the Global Alliance
for Vaccination and Immunisation.
We hope to launch this with other do-
nors in the next few weeks.

Nigerian Progress
Having set out the International

Communities priorities and our own,
let me turn to the achievements and
challenges facing Nigeria.

We have already seen impressive

progress on economic reform, in-
cluding the President�s own eco-
nomic reform programme �
NEEDS. And you have an excellent,
world-class economic manage-
ment team in place, lead by Finance
Minister Ngozi Okonjo Iweala. This
is a team that impresses widely on
the international stage, through
their determination, technical ex-
pertise, and courage, reforms and
actions that will benefit all Nigeri-
ans.

And we have seen that deter-
mination in the tough choices al-
ready made, as Nigeria imple-
ments some key reforms. At fed-

eral level, we have notably seen pru-
dent fiscal and monetary policies �
policies that have helped Nigeria on
the road to macroeconomic stability.

According to the most recent IMF
review, Nigeria met all the key tar-
gets set for itself last year, including
reduced inflation, raised international
reserves to over $16 billion, and sav-
ing of windfall oil revenue � over and

above the budgeted price of
$27 per barrel. Nigeria also
exceeded their own tar-
gets on oil gains, with all 36
states saving their windfall
oil gains, as opposed to the
expected 12, that is some-
thing on which the states
are to be congratulated,
and resources can now be
reinvested to support fur-

ther poverty reduction strategies.
While there have been other ma-

jor economic achievements, there is
nonetheless more work to be done,
and more effort to be put in. The
agenda for reform in Nigeria is cru-
cial to long-term economic success in
this global era.

But it is also crucial to continue to
push the agenda to lay the founda-
tions for long-term sustainable eco-

We will work with other countries and the IMF
and World Bank to bring forward concrete
proposals for discussion at the Washington
meetings in April, and in particular we will
work with Nigeria and the wider community
for a fair and sustainable resolution for
Nigeria�s debt problems.
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nomic growth and develop-
ment.

So progress has been
made. Modernisation is
happening. Modernisation
in building a cost efficient
Civil Service capable of
meeting the needs of all
people. Modernisation, for
instance, at the Ministry of
the Federal Capital Territory which
has already made savings of over 700
million naira a year through the elimi-
nation of ghost workers.

When I last visited this great coun-
try, just under a year ago, I was in-
vited by President Obasanjo to speak
of the citizen as a customer for public
services. I had the great honour to
address many of the leading figures,
drawn together by the President at
his retreat. It was an inspirational
gathering. And I am pleased to see
progress continue in this vein � to see
modernization under way.

And while there is still much to do
in modernising obsolete practices and
in streamlining government � some-

thing we too are very familiar with in
Britain � we face the same challenges.
This is not unique to Nigeria so we all
need to share good practice. Nigeria
has built a solid foundation for the fu-
ture.

So, we � the UK � will hold Nigeria

- a true friend, with both hands. Our
own Department for International
Development is doubling its aid
programme from 2003 levels, to
£70 million per year in 2005/06. And
we plan to increase that further to £100
million in 2006/07 to support Nigeria�s
government in implementing its own
programme of economic reform and
social development. Ours is a com-
mitment to Nigeria for the long term.
We are in this together and in this for
the long-term.

Nigeria and Britain
We will work together, as equal

partners, in this year of decision, to

improve the lives of so many people.
To reduce poverty. To modernise and
to realise the ambition and potential
of this great country, the pivot of Af-
rica.

Let me finish by quoting no less a
person than President Obasanjo, who

memorably said at his last
inauguration: �Africans in
their quest for develop-
ment do indeed need to
modernize their social
systems. But we must re-
main firm and focused on
our Africaness in terms of
uniqueness of customs,
social values, orientation,

and progressive culture�.
I agree wholeheartedly with the

President � in this era of economic
change and progressive reform, that
reform is not something to be foisted
on you from outside. It does not de-
rive its authority from visitors, from
overseas. For it is most genuine and
has the strongest power when it
comes from your own demand for im-
provement, and from your own de-
sire for change. If it is to gain root on
African soil and grow into a great tree
under which all can gain shelter, it has
to come from the soils of Africa � the
very people of Africa. So if we do this
the tree will grow stronger branches
� shade under which people can grow
and prosper. That is Nigeria�s way
and our way. For us all � the best is
yet to come.

As Nigerians choose to embrace
this change, Britain will stand with
you - as will the international com-
munity � supporting NEPAD and the
African Union.

Whilst there is much left to do to
combat poverty � much left to work
on across Africa itself - I bring a
simple and clear message from the
UK. We hold you in both hands � we
support you as you place
�Africanness� at the heart of Africa�s
solutions.

(*Mr. Boateng is the current High
Commissioner, British High Commis-
sion, South Africa)

Whilst there is much left to do to combat poverty
� much left to work on across Africa itself - I
bring a simple and clear message from the UK.
We hold you in both hands � we support you as
you place �Africanness� at the heart of Africa�s
solutions.
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profession in the yesteryears, Arthur Andersen & Co., have
been disgraced thoroughly in the United States following
the collapse of the energy giant, Enron. Telecommunications
giant Worldcom filed for bankruptcy after admitting to im-
proper accounting to the tune of 3.8 billion dollars; another
telecom firm Qwest International also admitted guilt of im-
proper accounting, while photocopier Xerox, without deny-
ing or admitting guilt, paid a fine of $10 million following US
SEC�s investigation into its accounting practices. The loss of
confidence resulting from these accounting frauds have
shaken the confidence of investors in published financial
statements. The question on everybody�s mind is: what went
wrong: is it that there were no standards or that the stan-
dards were not adhered to? What can be done to rebuild
investor confidence in financial reporting in particular and
corporate governance in general?

This paper will discuss, among other things, a brief his-
tory of the Nigerian Accounting Standards Board, the impor-
tance of accounting standards, the processes involved in
developing an accounting standard, how to ensure compli-
ance with our standards and the operational modalities of

the Nigerian Accounting Standards Board Inspectorate
Unit.

THE NEED FOR FINANCIAL REPORTS
The various users of financial reports need such

statements for making business and economic deci-
sions. Investors need information to help them deter-
mine whether they should buy, hold or sell shares. Share-
holders are also interested in information which en-
ables them to assess the ability of the enterprises to
pay dividends. Employees are interested in informa-
tion which enables them to assess the ability of the
enterprises to pay remuneration, retirement benefits
and provide employment opportunities. Lenders are
interested in information that enables them to deter-
mine whether their loans, and interest attaching to
them, are recoverable as and when due. Governments
and their agencies require information to regulate the

he accounting profession is pres-
ently at a crossroad. Confidence
in corporate reporting has been
low in recent years. Stars of the

It is the primary responsibility of management
and the Board of Directors of each company to
prepare the financial statements to be presented
to members.

* By Godson S. Nnadi
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activities of enterprises, reap-
praise policies and as the basis for
national income and similar sta-
tistics.

From the above discussion, it
becomes obvious that the provi-
sion of information for decision
making and regular situation ap-
praisal is the over-riding objective
of financial reporting.

Financial Statement of busi-
ness organisations consists of bal-
ance sheet, profit and loss account,
statement of cash flow, value added
statement and historical financial
summary. These and other non-finan-
cial information are combined and
presented in the form of annual re-
ports.

To be useful, financial information
must possess the qualities of rel-
evance, reliability and timeliness. In-
formation is said to be relevant when
it influences the economic decisions
of the user by helping him evaluate
past, present or future events or in
confirming or correcting his past
evaluations. Reliability is the quality
of information that makes it free from
material error and bias and capable
of being depended on by users to rep-
resent that which it purports to repre-
sent. If there is undue delay in the
reporting of information, it may lose
its relevance.

Audit Function
An Audit has been defined as the

independent examination
of, and expression of opin-
ion on the financial state-
ments of an enterprise by
an appointed auditor in
pursuance of that appoint-
ment and in compliance
with any relevant statutory
obligation.

It is the primary re-
sponsibility of manage-

ment and the Board of Directors of
each company to prepare the finan-
cial statements to be presented to
members. But as we mentioned ear-
lier, several outside parties including
the government, business community
and the public at large, rely on the
financial reports to make important
economic decisions. Most of these
outside users of financial information
do not have any means of confirming
the reliability of information they re-
ceive and there may be conflict of in-
terests between management, mem-
bers and other users.

A frequent incentive for fraudulent
financial reporting that improves the
company�s financial appearance is the
desire to obtain a higher price from a
stock or debt offering or to meet the
expectations of investors.

Another incentive may be the de-
sire to postpone dealing with finan-
cial difficulties and thus avoid, for ex-
ample, violating a restrictive debt
covenant. At other times the incen-

tive is personal gain: additional
compensation, promotion, or es-
cape from penalty for poor per-
formance.

The solution to the problem of
credibility in reports and accounts
lies in appointing an independent
person called an auditor to inves-
tigate the reports and express his
opinion on them.

NEED FOR ACCOUNTING
STANDARD

Accounting standards are the
rules which govern the manner in
which specific business transactions
of registered companies must be re-
ported to the public in corporate fi-
nancial statements. These standards
are used by management in prepar-
ing financial reports.

Independent auditors are respon-
sible for ensuring that accounting
standards are applied properly by
management, and that the informa-
tion reported to the public fairly re-
flects the substance of the company�s
business activities. In the absence of
some generally accepted rules, each
accountant will have to make his own
rules, and it will be difficult to com-
pare one set of accounts with another.
It is in everyone�s interest that the
business community uses one set of
rules in accounting for money.

Business organisations must pre-
pare financial statements which fol-
low the same accounting rules of fi-

nancial reporting so that in-
vestors and potential in-
vestors will be able to com-
pare how companies are
faring and make informed
choices. Accounting stan-
dards provide a financial
yardstick for business
people to assess their fi-
nancial situation and to plan
for the future.

The need for an accounting standard-setting
body in Nigeria became urgent when the
Nigerian Enterprises PromotionDecreewas
promulgated to transfer ownership of
companies to Nigerians.
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BRIEF HISTORY OF THE
NIGERIAN ACCOUNTING
STANDARDS BOARD

The Nigerian Accounting Stan-
dards Board (NASB) is the body as-
signed the responsibility of develop-
ing and issuing accounting standards
for the use of preparers of financial
statements and parties having inter-
est in the information contents of such
statements.

The Board was established in Sep-
tember, 1982 with the following objec-
tives:

i) formulation and publication of
Accounting Standards for acceptance
and adoption in the preparation of fi-
nancial statements by preparers and
users of financial statements;

ii) promotion and sponsorship of
legislation, in order to ensure that
standards developed and published
by the Board are accorded nationwide
acceptance and compliance;

iii) review, from time to time, the
Standards developed by the Board in
the light of changes in the social, eco-
nomic and political environment.

The need for an accounting
standard-setting body in Nigeria
became urgent when the Nige-
rian Enterprises Promotion De-
cree was promulgated to trans-
fer ownership of companies to
Nigerians. Foreigners exploited
the lack of uniform accounting
procedures in valuing their equi-
ties in companies affected by the
Decree.

Those companies whose par-
ents were resident outside Nige-
ria followed the dictates of their
parents. At the end of it all there
were as many accounting prac-
tices reflected in the accounts as
there were companies in Nigeria.
Whenever an auditor challenged
a company on the appropriate-

ness of its accounting practices, man-
agement was usually quick to ask the
auditor to produce the law prohibit-
ing such a practice. The Nigerian Ac-
counting Standards Board was there-
fore established in order to ensure
that those conditions that existed both
before and after indigenisation did not
persist.

In pursuance of its second objec-
tive, supporters of the Board per-
suaded the Consultative Assembly on
the Review of the Compa-
nies Law to provide legal
backing to the activities of
the NASB in the new law.
These efforts resulted in
the inclusion of Section
335(1) of the Companies
and Allied Matter Decree
of 1990 which reads:

�The financial state-
ments of a company pre-
pared under section 334 of
this Decree, shall comply
with the requirement of
Schedule 2 to this
Decree...and with the ac-
counting standards laid

down in the Statements of Account-
ing Standards issued from time to
time by the Nigerian Accounting Stan-
dards Board....

The Nigerian Accounting Stan-
dards Board (NASB) has been the
body responsible for establishing
standards of financial accounting and
reporting in the Nigerian private sec-
tor. The primary role of the Board is
to help ensure that published finan-
cial statements are uniform in con-
tent and in format and communicate
precisely what they purport to con-
vey. These Standards are, in effect,
rules governing the preparation of fi-
nancial reports. Accounting Stan-
dards issued by the Board are essen-
tial because they lead to the efficient
allocation of resources in the
economy such that more successful
companies are better able to raise
capital to finance their operations than
are the less successful ones.

Some specific reasons for setting
up the NASB are to:

i. narrow areas of differences in
practices so that financial statements
that are presented to users are struc-
turally uniform and meaningful;

ii. Produce accounting information
that reflects our economic environ-

The Nigerian
Accounting

Standards Board
(NASB) has been the
body responsible for
establishing

standards of financial
accounting and
reporting in the
Nigerian private

sector.
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ment but at the same time satisfies
the anticipated needs of the users of
the information;

iii. Introduce measures which will
enhance the reliability and validity of
information reported in financial
statements.

The Board has issued twenty one
Standards so far as follows:

SAS 1 - Disclosure of Accounting
Policies;

SAS 2 - Information td be Dis-
closed in Financial Statements;

SAS 3 - Accounting for Property,
Plant and Equipment;

SAS 4 - On Stocks;
SAS 5 - On Construction Con-

tracts;
SAS 6 - On Extraordinary Items

and Prior Year Adjustments;
SAS 7 - On Foreign Currency

Conversion and Translations;
SAS 8 - On Employee�s Retire-

ment Benefits;
SAS 9 - Accounting for Deprecia-

tion;
SAS 10 - Accounting by Banks and

Non-Bank Financial Institutions (Part
I);

SAS 11 - On Leases;
SAS 12 - Accounting for Deferred

Taxes;
SAS 13 - Accounting for Invest-

ments; SAS 14 SAS 15 SAS 16 SAS 17
SAS 18 SAS 19 SAS 20 SAS 21

Accounting in the Petroleum In-
dustry: Upstream Activities; Account-
ing by Banks and Non-Bank Financial
Institutions (Partll); Accounting for
Insurance Business;

Accounting in the Petroleum In-
dustry: Downstream Activities; State-
ment of Cash Flows;

Accounting for Taxes; On
Abridged Financial Statements; and
On Earnings Per Share.

The Board is currently working on
a number of projects which include:
Accounting for Research and Devel-

opment Costs; Interim Financial Re-
porting; Segmental Reporting; Provi-
sions, Contingent Liabilities and Con-
tingent Assets; Accounting for Not-
for-profit Organisations, and Consoli-
dated Financial Statements.

STANDARD-SETTING
PROCESS

The development of a new ac-
counting standard involves a long pro-
cess usually referred to as �due pro-
cess�. The due process ensures that
all interested parties get the chance
to make some contribution towards
the proposed standard. The process
begins with the selection of an area
of accounting to be standardised. To
be selected for standardisation, an ac-
counting problem must be sufficiently
significant in terms of its effect on the
financial statements. If the problem
does not create significant difficulties,
the cost of the due process may not
be justifiable.

Any individual or organization can
write to the Council of the NASB to
suggest an issue for standardization.
The next stage in the process of de-
veloping an accounting standard is
the selection of a steering committee
of experts. In preparing any account-
ing standard, the Council of NASB se-
lects the leading authorities in that
area. Such a committee usually in-
cludes an accountant in practice, rep-
resentative of the affected industry,
representative of the Board of Inland
Revenue, an academia, and at least
one person representing the business
community who may be affected by
the proposed standard. The idea is to
have the composition of the Steering
Committee as broadly based as pos-
sible, representing professional, pri-
vate and public sectors of the
economy. Each Steering Committee
is charged with the responsibility of
directing the Secretariat in the draft-
ing (redrafting) of the Points Outline
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and the Draft Exposure Drafts for
consideration, first by the Committee
and later by the Council. The re-
search into the accounting and legal
contents and implications of any stan-
dard is the responsibility of the Sec-
retariat.

When a satisfactory Draft Expo-
sure Draft is developed and approved
by the Steering Committee after
about eight meetings, it is recom-
mended to the Council for consider-
ation and subsequent approval as an
Exposure Draft (ED).

The Council usually meets for
two full working days, often outside
Lagos, to carefully consider the Draft
Exposure Draft. In this technical ses-
sion, every word, sentence, para-
graph and the document cohesion is
examined and re-examined. When
a satisfactory Draft is finally pro-
duced, council members are re-
quested to vote either in favour or
against publishing it as an Exposure
Draft. If two-thirds of Council Mem-
bers present at the Technical Session
vote in favour of its publication, then
the document is so printed and dis-
tributed to trade associations, gov-
ernments and their parastatals, prac-
ticing accounting firms and some in-
dividuals, as may be directed by the
Council. Each Exposure Draft is ex-
posed for a period of about three
months within which comments in
writing are expected from all recipi-
ents of the document.

Comments that are received are
carefully analysed and pertinent ones
are incorporated into the document
to improve its contents. Some com-
ments have been found to be very
useful in shaping the focus of some of
the Standards.

An amended Exposure Draft must
be approved by the Council by three-
quarters of the members present at
its meeting before it becomes a Stan-

dard. The printing and distribution are
administrative responsibilities of the
Secretariat. Beginning with our SAS
10 on Accounting in the banking in-
dustry, the Board has deemed it nec-
essary to organise Workshops or
PublicHearingswhen it is dealingwith
very important projects or when the
issues involved are complex or con-
troversial.

As I mentioned earlier, our �due
process� is very important because
it provides the opportunity for our

constituents and other members of
the business community to contrib-
ute to the development of the new
standard. The due process can take
from nine months up to two years or
more.

COMPLIANCE WITH
STANDARDS

There are two major ways of en-
suring compliance with statements of
Accounting Standards: Voluntary or
mandatory. When compliance is re-

quired by law, it is said to be manda-
tory. Otherwise, it is voluntary.

For many years, the accounting
profession relied on self-regulation to
ensure the quality of services pro-
vided by accountants to their clients.
In recognition of the expertise and
resources of the accounting profes-
sion, the capital market regulators
around the world have historically
looked to private-sector standard-set-
ting bodies to provide leadership in
establishing and improving account-

ing principles and reporting stan-
dards. In the United States, the Finan-
cial Accounting Standards Board�s
standards are recognized as authori-
tative by the US Securities and Ex-
change Commission. FASB is a pri-
vate-sector initiative. Back home in
Nigeria, the Nigerian Accounting Stan-
dards Board was established in 1982
as a private-sector organisation and
only became a government parastatal
in 1992, after the promulgation of the
Companies and Allied Matters Act,
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1990.
The regime of self-regulation

worked remarkablywell for a long
time as the accounting profession
was meeting the expectation of
users of its services. All that
changed following the celebrated
cases of ENRON, WORLDCOM,
etc. It is now generally believed
by non-accountants that self-
regulation is no longer adequate
in today�s complex world and that
some form of external control should
be imposed on the accounting profes-
sion. In 2002, the US Congress passed
the famous Sarbanes-Oxley Act
which established Public Company
Accounting Oversight Board (PCAOB)
to regulate the activities of the ac-
counting profession, among other
functions. On July 10, 2003 the Presi-

dent of the Federal Republic of Nige-
ria signed into law the Nigerian Ac-
counting Standards Board Bill earlier
passed by the two houses of the Na-
tional Assembly.

INSTRUMENTS OF SELF-
REGULATION

Among the measures adopted by
the accounting profession to regulate
the quality of services provided by its
members are:

Accounting and Auditing Stan-
dard-setting; Peer Review; Rotation of
Auditors and Concurring Review; Ro-
tation of Audit Engagements; Profes-
sional Ethics; and Continuing Profes-
sional Education.

Standard- Setting Bodies
As we mentioned earlier, the ac-

counting profession was responsible
for setting accounting and auditing
standards for many years. This was
the case in the US, UK, Australia, etc.
In Nigeria, the Nigerian Accounting
Standards Board has been respon-

sible for setting accounting standards
while the Institute of Chartered Ac-
countants of Nigeria was responsible
for establishing auditing standards.
The few exceptions to this general
model included France and Germany.
In those countries, accounting and au-
diting practices were governed by
legislation.

Peer Review
This involved a review, every

three years, of the work of one ac-
counting firm by another accounting
firm of comparable size. The purpose
of peer review is to provide assurance
to the public that a firm performing
auditing and accounting services has

an effective quality control sys-
tem that provides reasonable as-
surance that its auditors and ac-
countants are complying with
generally accepted accounting
principles (GAAP) and generally
accepted auditing standards
(GAAS). Peer reviews are aimed
at evaluating quality control by
testing compliance of the firm�s
auditing and accounting engage-

ments.

Rotation of auditors and
Concurring Review:

The accounting profession also
adopts rotation of audit partners and
concurring review by a fellow part-
ner as measures to improve the qual-
ity of services provided to clients.
When an audit partner has been in
charge of an audit engagement for
a period of five to seven consecu-
tive years, a new audit partner is
assigned.

The audit report and financial
statements of publicly held compa-
nies are also subject to concurring
review by a partner other than the
audit partner-in-charge of the en-
gagement.

Rotation of Audit
Engagements

A new regulatory measure that
has been gaining currency in recent
times is the idea that an audit engage-
ment should not be a life-long affairs.
Proponents of this idea contend that
when an audit firm has audited a com-
pany for twenty years or more, the
firm has essentially become part of
the management of that company and
would have lost part of its indepen-
dence or, at least, the appearance of
independence. It is therefore sug-
gested that audit engagements be ro-
tated among firms of similar size.

For example, after auditing

To be useful, financial information must possess the qualities of
relevance, reliability and timeliness. Information is said to be
relevant when it influences the economic decisions of the user by
helping him evaluate past, present or future events or in
confirming or correcting his past evaluations
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Unilever for ten years, Akintola
Williams should hand over the
audit engagement to
PriceWaterhouseCoopers. As
of now, the Institute of Char-
tered Accountants of Nigeria is
opposed to the idea.

Professional Ethics
Each professional accountancy

body maintains a code of professional
conduct and, when appropriate,
makes changes to the code. There is
usually an Investigation Panel that in-
vestigates any allegation of wrong-
doing by members. If found guilty, dis-
ciplinary actions are taken against the
offending member. This may include
suspension or expulsion from the
body.

Continuing Professional
Education:

Most professional accountancy
bodies around the world require their
members to complete certain hours
of continuing professional education.

This is to ensure that the mem-
bers maintain and even enhance their
professional competence and also
keep abreast with current develop-
ment.

The Institute of Chartered Ac-
countants of Nigeria (ICAN) has a
well organised department respon-
sible for its Mandatory Continuing
Professional Education(MCPE)
Programme.

STATUTORY/MANDATORY
REGULATION

As we mentioned earlier, it is
now generally believed that self-
regulation of the accounting profes-
sion is no longer adequate. The
Sarbanes-Oxley Act of 2002 in the
United States provides the most
far-reaching provisions of govern-
ment regulation of the accounting

profession. The Act requires the Pub-
lic Company Accounting Oversight
Board (PCAOB) to conduct inspections
of all registered accounting firms. Sec-
tion 104 provides a general descrip-
tion of the procedures and conduct of
the inspections. The Act states that
during inspections, the PCAOB will
identify any activity, practice or com-
mission in violation of the Act; report
on such activities; and begin formal
investigations or take appropriate dis-
ciplinary action.

NASB ACT, 2003
The Explanatory memorandum to

the Nigerian Accounting Standards
Board Act No. 22 of 2003 identified
three main objectives of the Law as
follows:

a) Establish the Nigerian Account-
ing Standards Board charged with the

responsibility for develop-
ing and publishing accounting
standards to be observed in
the preparation of financial
statements;

b) Seek to promote and
enforce compliance with ac-
counting standards devel-
oped or reviewed by the

Board; and
c) Provide penalties for non-com-

pliance with its provisions.
From the above explanation, it is

obvious that the Act was primarily
intended to give statutory existence
to the Nigerian Accounting Standards
Board and to introduce statutory en-
forcement of accounting standards in
Nigeria. This is part of efforts being
made in Nigeria and internationally
to improve corporate governance and
enhance the quality of financial re-
porting by corporate organizations.

NASB INSPECTORATE UNIT
Section 20 of the Nigerian Account-

ing Standards Board Act, 2003 pro-
vides that there shall be established
for the Board a unit to be known as
the Nigerian Accounting Standards
Board Inspectorate Unit.

The Unit shall:
� enforce compliance with

the standards developed and
reviewed by the Board;

� impose such sanctions as
may be prescribed by the Board,
from time to time; and

� perform such other func-
tions as the Council or the Board
may assign to it from time to
time.

Section 22(2) of the Act gives
Inspectors the following powers:

a) to make such ex-
amination and inquiry as may
be necessary to ascertain

For example, after auditing Unilever for
ten years, Akintola Williams should
hand over the audit engagement to
PriceWaterhouseCoopers.
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whether or not the provisions
of this Act or any regulation
made are being complied
with; and

b) by notice in writ-
ing, to require any person to
furnish in such forms as may
be directed, any information
on such matters as may be
specified in the notice and such per-
son shall comply.

Section 23 of the Act stipulates stiff
penalties for offences under it as fol-
lows:

1 ) Any person who fails to comply
with the prescribed statement of ac-
counting standards in the preparation
of a financial statement shall be liable
on conviction to a fine of five million
naira (N5,000,000.00) or to imprison-
ment for a term not exceeding 1 year
or to both provided that the Board shall
bring such non-compliance to the no-
tice of the preparer of such financial
statement and the preparer fails to
withdraw and amend the financial
statement within 60 days from the
date of the notice. The Board has the

power to review the fine stated above,
subject to approval of the Minister.

2) Any accountant, auditor or firm
of accountants found liable under the
Act shall, in addition to a fine provided
for in Section 23 (1) be liable on con-
viction to

a) in the case of an individual
i) imprisonment for a term not ex-

ceeding 1 year; and
ii) outright proscription or de-list-

ing for such period as the
Court may deem fit to order in the

circumstances;
b) in the case of a firm of accoun-

tants to outright proscription or de-
listing for such a period as the Court
may deem fit to order in the circum-
stance.

Section 24(2) stipulates
that any person who ob-
structs an inspector in the
execution of his duties un-
der the provisions of this
Act commits an offence
and is liable on conviction
to a fine of one hundred
thousand naira or to impris-

onment for a term not exceeding 6
months or to both.

NASB Inspectorate Unit�s
Operational Modalities

Every public company is required
to submit its published financial state-
ments to the Board immediately af-
ter the accounts have been approved
by the Board of Directors of the com-
pany. Furthermore, an auditor is re-
quired, under Section 6(f) of the Act,
to forward to the Board all qualified
reports together with detailed expla-
nations for such qualifications within
60 days from the date of such qualifi-
cation.

The following is a summary of the
procedures currently adopted by the

Unit:
1. The work of the In-

spectorate Unit begins
with in-house review of
published financial state-
ments of public compa-
nies.

If no irregularities
are noticed, the inquiry
ends there unless the
Board receives any com-
plaint from any member
of the public. Section 6(e)
provides that the Board
shall receive from time
to time notices of non-
compliance with its stan-
dards from preparer,
user or auditor of an ac-
count. This provision
seems to have placed a

Every public company is required to submit
its published financial statements to the
Board immediately after the accounts have
been approved by the Board of Directors of
the company.
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responsibility on the auditor to alert
the Board when a client willfully re-
fuses to comply with an accounting
standard.

2. When the Unit notices non-com-
pliance with any relevant accounting
standard, a notice is sent to the com-
pany concerned requesting it to ex-
plain the reason for non-compliance.
Companies are encouraged to come
to any scheduled meeting with their

external auditors. If all queries raised
are addressed satisfactorily at this
preliminary meeting, the Unit ends its
enquiry at this stage.

3. If after the initial meeting there
are still issues left to be resolved, the
Inspectorate Unit may seek further
documentary evidence to support the
position of the company under in-
quiry. Sometimes it may be neces-
sary to schedule additional meeting(s)
in an effort to clear all grey areas.

4. When all attempts to resolve
the issues at stake through corre-
spondence and meetings with the
company fail, the Board may decide

to constitute a full scale Panel of In-
spectors. The Panel, in the course of
its enquiries, may engage the ser-
vices of outside consultants. At this
stage, the Panel may engage the ser-
vices of a Lawyer. The work of the
Panel of Inspectors may be done both
at the Board�s Secretariat and at the
offices of the company under investi-
gation.

5. Sanctions/Penalties
Section 21 (b) of the Act

gives the Inspectorate Unit
statutory powers to impose
sanctions as may be pre-
scribed by the Board. The
sanction imposed will de-
pend on the nature and ma-
teriality of the non-compli-
ance.

6. Where the default is
material but not seriously
misleading, the misstate-
ment or non-disclosure is
corrected in the following
year�s financial statements.
Following a definite com-
mitment by the company
and its auditors, the Board
will grant concession inwrit-
ing, after the company must
have paid the necessary

penalty.
7. Restatement of Financial

Statement: Where the misstatement
or non-disclosure of relevant informa-
tion is deemed to be seriously mis-
leading to the users of financial state-
ments, the company will be directed
to withdraw and amend the financial
statements within 60 days of the no-
tice. If the company fails to revise and
reissue the financial statements as di-
rected by the Board, a court action
may be instituted against the com-
pany in accordance with Section 21 (i)
of the NASB Act.

IMPLICATIONS OF
STATUTORY ACCOUNTING
STANDARDS

The establishment of the NASB In-
spectorate Unit, to my mind, is a wel-
come development. The conse-
quences of its establishment shall in-
clude:

� CEOs and CFOs will be more in-
volved with financial reporting;

� Audit Committees will be more
empowered;

� there will be more and better
communications on financial report-
ing between the auditors (external
and internal), audit committees and
the NASB;

� Enhanced financial disclosures,
improved corporate responsibility
and increased relevance of the finan-
cial statements and the accounting
profession;

� Improved confidence in the capi-
tal market, etc.

CONCLUSION
A lot of progress has been made

in improving corporate financial re-
porting in Nigeria since prior to the
establishment of the Nigerian Ac-
counting Standards Board. Yet a lot
still needs to be done. It is quite obvi-
ous that the days of exclusive self
regulation of the accounting profes-
sion are over. We must learn to live
with some form of statutory enforce-
ment of accounting standards, such
as the one contained in the NASB Act.
It is my belief that the current im-
provement efforts spearheaded by
our Board will lead to greater reliabil-
ity of financial statements. The Board
is currently working on Operational
Guidelines for the Inspectorate Unit.

(* Godson S. Nnadi is the Executive
Secretary/Chief Executive, Nigerian
Accounting Standards Board,
NASB)

Wemust learn to live with some
form of statutory enforcement
of accounting standards, such as
the one contained in the NASB
Act. It is my belief that the
current improvement efforts
spearheaded by our Board will
lead to greater reliability of
financial statements. The Board
is currently working on
Operational Guidelines for the
Inspectorate Unit.
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* By Joe Studwell

vertible that China�s economy is slow-
ing, capacity utilisation is falling and
domestic profit margins are eroding.
Two misperceptions were responsible
for a drawn-out and often tedious de-
bate about whether this is happening.

The first is a fatal focus on
China�s official gross domestic
product data, which show the
economy cruising along at a 9 per
cent-plus growth rate through
2003, 2004 and the first months of
this year. The weakness of China�s
statistical system, which depends
too much on reporting and too

A
little on sampling, has long guaran-
teed a systemic bias to over-report
growth at the bottom of the economic
cycle and under-report it at the top.
In other words, official data flatten out
a much more volatile economic cycle.

Belated recognition of this in the
past couple of years led investment
bankers, multinationals and indepen-
dent researchers to try to construct

fter a long period of dis-
agreement among ana-
lysts, evidence is incontro-

their own �physical activity� indices of
everything from freight-barge traffic
to power consumption to air miles
flown in an effort to find truer growth
indicators. But it is too expensive to
do this really well. Nonetheless, most
proxies for GDP growth suggest eco-
nomic expansion peaked at 11per cent
or 12 per cent in 2003 and will drop to
a real 9.5 per cent this year. Next year�s
growth is more likely to be at 8 per
cent.

The second problem with defining
China�s economic cycle has been that
most people expect a fairly uniform
slowdown - hence talk of a �hard� or
�soft� landing. But the level of bureau-
cratic interference in credit allocation
and industrial project approvals in
China,and the fact the state banking
system does not allow the market to
price capital, all tend to exacerbate
slightly different cycles in different
sectors of the economy.

When an (invariably violent) in-
vestment upswing starts, the con-
struction of massive new capacity
moves through the economy, sec-
tor by sector, depending on where
the next great opportunity is

*ByWeijianShan

Snow warning Beijing to revalue before
October or risk being labeled a �cur-
rency manipulator� � a designation
that could lead to the imposition of re-
taliatory trade barriers.

This pressure all hinges on the ar-

he U.S. has intensified its pres-
sure on China over the yuan,
with Treasury Secretary JohnT

An inefficient economy can
still produce high growth
rates if you throw enough
capital at it, as China does.
But only because the capital
is prevented from seeking
more productive uses
overseas by the existence of
capital controls.

gument that the Chinese currency
is artificially undervalued, thus giv-
ing Chinese exports an unfair ad-
vantage and robbing America of
many jobs. That�s a view widely
shared in the financial markets.
Forward contracts for the yuan
trade at a premium over the cur-
rent spot exchange rate, reflecting
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deemed by men - not markets - to be.
After the investment cycle peaks,
overcapacity means these sectors
tumble, one by one, like dominoes.

The first domino to fall was the
automotive sector, more than a year
ago. Sales growth for many car mod-
els dropped, faster than a brick, from
three digits to less than zero in a few
months. Then there was steel, with
China flipping from a massive net im-
porter to a net exporter in less than a
year. In the past nine months, the glo-
bal price of ethylene - a base constitu-
ent of plastics - dropped by half as
Chinese production capacity expands
35 per cent this year and likely to
double in the next few years. Soon, it
will be smelted copper, for which
China has 2.5m tonnes of annual pro-
duction capacity and another 2.5m
tonnes under construction. And so on,
and so on.

There are plenty more dominoes
to go. Although China�s annual fixed
investment growth has fallen from a
peak of 28 per cent in 2003 to a fore-
cast 15 per cent in 2005, current growth
is operating off a massively increased
base compared with the start of the

cycle four years ago. Consider the
scale of investment still pouring into
stainless steel. China�s annual pro-
duction capacity was 2.5m tonnes at
the end of 2004. There are projects in
train to expand this to 10m tonnes in
five years.

In a globalised economy, China is
the King of Overcapacity, the Em-
peror of Excess Production. In the light
of the current slowdown, stock ana-
lysts are quite sensibly marking down
the counters of companies exposed
to the Chinese market. In one area,
however, they may have lost the plot.

The falling dominoes are bad news
for almost everyone who sells to
China but one group of companies -
mining businesses that have enjoyed
windfall profits from China in recent
years - may be the exception. China�s
overcapacity may be able to function
without profits but it can not function
without mineral imports.

The country�s local output is now
insufficient to meet downstream de-
mand for iron ore, zinc, lead, nickel
and copper. Reserve depletion is rap-
idly eroding Chinese tin exports.

In an act of questionable eco-

nomic sanity, a country that is defi-
cient in minerals and energy has built
gargantuan overcapacity in mineral-
processing, an energy-intensive in-
dustry.

Around the world, there are re-
ports of shortages of everything from
mining equipment to explosives as
commodities companies endeavour
to feed a dragon that lives on a diet of
metals and oil. Inventories of most
minerals consumed by China are at
or near historic lows.

After a 35-year period in which
prices of mineral commodities fell by
around three quarters, China�s addic-
tion to overcapacity may warrant a
re-rating for the miners. It seems odd,
therefore, that the markets are offer-
ing only seven to ten times the pro-
spective earnings of the commodities
multinationals that service China, the
lowest forward p/e ratio for the min-
ing sector since the late 1980s.

(* Joe Studwell is editor-in-chief of
the China Economic Quarterly and
author of The China Dream (Profile
Books and Grove Press).

the general expectation of
a revaluation. And foreign
capital has been flooding
into China in anticipation of
this, putting significant up-
ward pressure on the
money supply and prop-
erty market. Given Beijing�s
healthy foreign-exchange
reserves, and the consis-
tent current - and capital -
account surpluses of recent
years, perhaps it�s understandable
that the market should believe a freely
convertible yuan would rise in value
against the dollar.

But that overlooks the fact that
while the yuan is already convertible
on the current account (albeit at a
fixed rate set by China�s central bank),

the capital account remains
heavily controlled. Traders
can freely convert yuan into
dollars and vice versa;
while Chinese and foreign
tourists can, by and large,
buy and sell yuan for their
travel needs. Foreign com-
panies operating in China
can also repatriate divi-
dends largely without re-
strictions, by selling yuan for

foreign currency. But all capital-ac-
count transactions must be cleared
with the State Administration of For-
eign Exchange. While there are few
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controls on inward foreign direct in-
vestment and repatriation of capital
earned through properly registered
foreign direct investments, foreign-
ers face extensive restrictions on in-
vesting in China�s domestic capital
markets. Most crucially, Chinese citi-
zens are also heavily restricted from
investing abroad.

Such capital controls are not un-
usual. Many countries had capital
controls at one stage or another in
their economic development. Britain
didn�t remove all foreign-exchange
controls until 1979. South Korea only
partially lifted its capital controls in
1996. Taiwan still restricts foreign in-
vestment in its stock market. India
and Malaysia also maintain tight capi-
tal controls.

Like it or not, capital controls are
absolutely necessary for China at this
stage in its economic development.
That�s because the country�s eco-
nomic development is, to an almost
unprecedented extent, driven by
rapid capital formation or fixed asset
investments (FAI). FAI accounted for
45% of China�s gross domestic prod-
uct in 2004, a far higher per-
centage than any other major
country has ever experienced
during its economic develop-
ment. For instance, the FAI to
GDP ratio in the U.S. never
rose much higher than 20%,
even during the peak period
of its industrialization between
1889-1913, and the post World
War II reconstruction phase
of 1946-1955. In Japan, the
highest the ratio ever reached
was about 32% in the 1960s
and 1970s. In Germany, it only
reached about 21% during the
heavy investment periods
from 1891-1913 and again from
1952-1958.

The reason why China is

able to invest so much more is be-
cause, in addition to the inflow of for-
eign direct investment, it enjoys a
very high savings rate (43% of income
in 2004).

And because of the controls on the
country�s capital account, Chinese
savers have little choice but to invest
their money at home, instead of seek-
ing higher returns overseas.

By almost all measures, Beijing�s
economic growth is inefficient and

wasteful. Data show that it takes an
average of $5-7 in investments to pro-
duce every dollar�s worth of GDP in
China, as opposed to an average of
$1-2 dollars in most developed coun-
tries. Much more energy and other
types of resources are also consumed
to produce the same amount of GDP
as in other countries. Beijing�s FAI is
largely financed by bank loans, and
the amount of bad loans in its bank-
ing system is a good indicator of the

inefficient use of capital. An in-
efficient economy can still pro-
duce high growth rates if you
throw enough capital at it, as
China does. But only because
the capital is prevented from
seeking more productive uses
overseas by the existence of
capital controls.

(*Weijian Shan is a partner
ofNewbridge Capital, a private
equity firm.)
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ZEQ DATABANK
* By Toni-Kan Onwordi

Source: CBN 2005

GDP GROWTH RATE:
According to the NEEDS document, the Nigerian economy is expected to record a GDP growth rate of 6% in 2005. The

figure was 6.12% in 2004. Persisting high crude oil prices which rose above $60 per barrel in June, combined with some
fiscal discipline and macro-economic stability is expected to ensure a growth rate higher than the 6% projected in the
NEEDS document for 2005.

Source: FOS/CBN/NEEDS 2005 est.

FOREIGN RESERVES
Nigeria�s foreign reserves continued to rise, buoyed by receipts from oil whose prices have remained far higher

than the $30 per barrel benchmark announced in the 2005 Appropriation Bill.
The reserves have risen by almost 8% from $21.5bn in first quarter 2005 to $23.29bn in second quarter 2005. The

foreign reserve is expected to continue on its steady ascent until September when the Federal Government is expected
to commit about $6bn into a debt buy back deal following the Paris Club�s debt write off of about $18bn.

In the past two years, Nigeria�s foreign reserve has been growing at a pace that beat all projections. While the
NEEDS document projected the reserves to satnd at $7.2bn and $7.7bn in 2003 and 2004 respectively figures attained
were $7.47bn and $16.96bn respectively. Although NEEDS had projected foreign reserves of $8.6bn for this year, figures
for the second quarter had hit $23.2bn.
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EXTERNALDEBTS
For several decades, Nigeria has been ensnared in the �debt trap�, such that, rather than reducing, the debt

overhang has been increasing. By end December 2004 her external debt stood at $36billion. A lifeline however came in
June when the Paris Club wrote off 60% of Nigeria�s indebtedness to its members.

The debt write-off amounted to between $18 billion to $20 billion of the estimated $30 billion dollars owed members
of the Club by Nigeria. Under this �debt treatment� by the Paris Club which is in line with Naples Terms, Nigeria is opting
for a debt buy back arrangement to pay off the remaining 40% of the debt.

This development is expected to put the nation�s weak economy on the path of full recovery, increase her profile in
the international market and enable the Federal Government commit funds, about $2m per annum, hitherto used for
debt servicing into providing social infrastructure and more jobs for the citizenry.

Source: CBN 2005

2005 RATES AS AT MAY

Source: CBN 2005

INFLATION
The realization of the policy objective of a single digit inflation figure has remained elusive for the Federal Govern-

ment thus far. Several economic policies put in place are yet to rein in inflation, which grew from 10.6% in February 2005
to 15.3% in May 2005. The increase is attributed primarily to the rise in prices of staple food. The NEEDS document has
projected a 9.5% inflation rate for 2005. This target may still be realized if an effective and efficient inflation manage-
ment process is implemented and sustained.
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MINIMUM REDISCOUNT RATE (MRR)
Though the CBN had indicated in its Monetary Policy Circular No. 37 announcing the reduction of the MRR from 15%

to 13% that it would effect quarterly reviews of the MRR, it however did not do so at the end of the first quarter. The apex
bank decided to maintain the rate apparently as a means of sustaining the prevailing economic fundamentals which
encourage credit to the real sector.

The 13% MRR was part of the measures introduced by the apex bank in pursuit of a tight monetary regime. Others
include withdrawal of N60bn public sector funds from the banks to the CBN, upward revision of the Cash Reserve
Requirement by 50 basis point, from 9.5% to 10% to help in mopping up excess liquidity in the system. The CBN also
revised the definition of liquid assets to include 3-year bonds while sustaining the exchange rate band of ± 3%.

Source: CBN, 2005

CAPITAL MARKET
Activities have remained upbeat at the capital market with banks still literally trooping to the market to raise funds

in order to meet the CBN�s capitalization deadline.
In the second quarter of 2005, banks including IBTC, Omega, Fidelity and a host of others went to the capital market

to raise funds to shore up their shareholders� funds in order to place them in positions of strength in their merger
arrangements. Market capitalization soared with the banking sector driving activities, as it rose to a peak of
1,917,334,929,180.00 on June 22 2005 as 836,874,462 First Bank shares were sold. The All Share index however peaked in
late April and Early May before sliding in June.

Source: NSE, 2005
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Source: NSE, 2005

FOREIGN EXCHANGE RATE
The Naira maintained relative stability at the foreign exchange market during the quarter under review exchanging

between N132.85 where it closed for the first quarter and N132.88 for June ending.With foreign exchange rate stability
remaining a key policy thrust of President Obasanjo�s administration, the CBN has been putting measures in place to
lessen the pressure on the foreign exchange market.

Source: CBN, 2005
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DUTCH AUCTION SYSTEM (DAS)
While the market awaits the new DAS regime which the CBN had said would be characterized by a new bidding

process in which individual banks will make bids on behalf of the banks and not on behalf of their customers as is the
case now, the DAS has continued to record increased activity with demand consistently outstripping supply since mid
May. This spike in amount of forex sold to end-users was attributed to the beginning of the summer period. A compari-
son of the amount of forex demanded and sold in the corresponding period in 2004 shows that demand increased in the
quarter under review.

In the second quarter of the year, $2.47bn was offered for sale while $2.64bn was sold to end-users. Compared to the
corresponding period in 2004, there was an increase over the amount offered for sale in 2004, which stood at $2.33bn
while the amount sold in 2004 which stood at $2.75bn was higher than the $2.64bn sold to end users in the corresponding
period of 2005. The Naira has maintained a measure of stability since it opened the year at N132.85: $1 USD when DAS
resumed on January 5, 2005.

Source: CBN, 2005

Source: CBN, 2005

Sessions

Sessions
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MANUFACTURING CAPACITY UTILIZATION
A nationwide survey conducted by the CBN has confirmed that manufacturing capacity utilization declined from

45.62% in 2003 to 44.97% in 2004. The provisional figure for the second quarter 2005 has been put at 46.2%.
Most of the respondents attributed the decline in 2004 to poor electricity supply, which has remained a major

problem for the sector with most industries having to depend principally on their generators.
The take off of the Power Holding Company of Nigeria (PHCN) is expected to ameliorate the power problems and

breathe new life into the sector.

Source: CBN, 2005

OIL
High oil prices, which have shown no hints of slowing down, have ensured a steady rise in Nigeria�s crude oil

receipts, which is expected to hit $37.7bn in 2005. Figures from the Organization of Oil Producing and Exporting Coun-
tries (OPEC) indicate that the 2005 projection is 73% higher than the figure for 2004, which stood at $27.52. OPEC expects
that with the trend continuing, Nigeria�s crude oil receipts will grow by another 9% to $41.1bn in 2005.

The high oil prices have been attributed to factors that include unexpected cold spells in the westernn hemisphere,
the devastation and disruptions in fuel production and supplies wrought by Hurricaane Dennis, low inventories in the
US stockpile as well as disruptions in the Nigeria�s volatile Niger delta.

To counter soaring prices, OPEC had announced an increase in production levels in the hope that increased supplies
would arrrest prices, but the measure produced shortlived respite. In Nigeria, as rising crude oil prices soared way past
the $30 p/b benchmark, speculations were rife that the Petroleum Products Pricing and Regulatory Authority (PPPRA)
and the NNPC would increase the pump price of petroleum products. Pump prices however remained steady.

Source: OPEC, 2005
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MONEY MARKET RATES
With the MRR still at 13% and lending rates still above 20%, the impact of the FG and CBN�s liquidity management

was not fully felt in the period under review especially with reference to the real sector.
While lending rates have remained high, rates at the Interbank end of the Money Market continued to witness

periodic highs and lows occasioned by the release of the Statutory Allocations and liquidity mop up operations.
The CBN�s withdrawal of public sector funds also impacted on the market while the announced introduction ofdaily

position reports to the CBN by banks has also affected the rates.
In all, a total of N1.025 trillion was withdrawn by the CBN from the banking sector through the sale of government

securities as part of its efforts to manage the liquidity situation in the system. The figure is 4.8% lower than the N1.077
trillion which the apex bank withdrew in the last quarter.

Source: Money Market Association, 2005

Source: Money Market Association, 2005

FACTS & FIGURES


