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1.0 INTRODUCTION

This document outlines Government's economic agenda, fiscal policies, as weall as projected
incomes and expenditures for the period 2018-2020. Section 11 of the Fiscal Responsibility
Act (FRA), 2007 mandates the preparation of the Medium-Term Expenditure Framework
(MTEF) and Fiscal Strategy Paper (FSP). The MTEF/FSP is composed of ihe
macroeconomic framework, fiscal strategy and medium term fiscal framework, The
macroeconomic framework’ provides analysis of key global and domestic macroeconomic
trends of recent years, fiscal effects, policy responses, future policy direction and
macroeconomic projections and assumptions underpinning the medium term fiszai

framework,

The MTEF/FSP communicates the economic context in which the forthcoming budget will be
- presented, afong with fiscal policy objectives and spending priorities of the government over
the three-year period. It also details the plans for achieving government's defined objectives,
and highlights the key assumptions underpinning revenue projections and fiscal targets as
well as potential fiscal risks over the medium term. Furthermore, if articulates the nature of
Federal Government's debt liabllities, their fiscal significance, and measures zimed at
reducing them. The MTEF aiso provides the pasis for the preparation of revenue and
expenditure estimates for the Annual Federal Budget. Hence, the MTEF reflects efforts
towards multi-year perspective in budgeting to aliocate public resources among competing
needs on a rolling basis over the medium term. The 2018-20 MTEF/FSP Is drawn from the

Economic Recovery and Growth Plan (ERGP} 2017-2020

The 2018-2020 fiscal strategy of Government is focused on broadsning revenue receipts by
identifying and plugging revenus leakages, improving the efficiency and guality of capital
spending, greater emphasis on critical infrastructure, rationalisation of recurrent expenditure,
and gradual fiscal consolidation to maintain the fiscal deficit below 3% of GDP as prescribed
by the FRA, 2007. The key thrust of the 2018-202C MTEF and FSP are in iine with the goals
of the present Administration as articulated in the ERGP 2017-2020.

2.0 ECONOMIC AND FISCAL OUTLOOK

Govemment recognizes that our economic growth aspirations can only be achisved in a
stable macroeccnomic environment. The strategies in this MTEF/FSP will seek to promote
growth in the real sector, supported by policies to foster low inflation, stable exchange rates
and sustainable fiscal and external balances. This necessitates zlignment and internal
consistency of monetary and fiscal policies to strengthen the real and external sectors of the

economy.

Wbe_@obmmmmiﬂmebpmenh and Outlook

Global economic activity is projected to rebound in the medium term. World growth is
expected to rise from 3.2% in 2018 to 3.5% in 2017 and further to 3.6% in 2018. This
projection is predicated on the expectations of recovery in investment, manufacturing and
trade. Higher commodity prices and strong global demand for oil have provided fiscal relief

for commodity exporters.
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Mixed results have characterized economic performance across emerging markets and-
developing economies. Growth in China and India remain strong, reflecting continued policy
support, whareas Brazii remains mired in a deep recession and geopalitical factors hold back
growth in parts of the Middle East and Turkey.

The emergence of a new President in the United States (US) also generated new
uncertainties. US withdrawal from the global climate change agreement and the Trans-
Pacific Partnership (TPP) and ongoing rensgotiation of other trade agreements are threats to
the fragile global trade recovery. Consumer prices in the-US eased to 2.2% year-on-year in
April 2017. This is the lowest infiation rate thus far this year due to a slowdown In energy,
transport and health cost. China's trade surplus fell to US$38.5 billicn in April 2017 from USD
39.16 billion surplus a year earlier but above market consensus of a US$35.50 billion
surplus, as exporis rose less than imports. In the review period, sales grew by 8.0% from a
year earlier to US$180 hillion. In yuan-dencminated terms, exports increased by 14.3% from

a year earlier.

Yable 2.1: Global E=°"°mi;‘;r°f’ch (26) SroTem Unexpected developmenis such as the
rmate ojection - s
z016 2017 2018 Rritish vote to leave the European Union
e ormies e - (EU) fuelled political ano econcmic
United States 1.5 2.1 .- uncertainty in the global markets, which
Eure Ares s ‘s .. could pose significant macrogconomic
Japan 1.0 1.3 o.s Tallouts. Initial market reactions to the
Emerming Marker & 4.3 45 45 vote were severe as stock prices around
eveloping Econamlies i \
China 6.7 6.7 s4 the warld collapsed, the yieid of
thdia 7.1, 7.2 7.7 .
Brazil . 3.8 0.3 1a government bonds of EU periphery
Sub-Saharan Africa 12 2.7 3.5 gountries increased, and the value of the
South Africa o3 -0 12 pPound Sterling against the U.S Dollar
Saurce (NP uly WES .—. tanked 10%, its sharpest one-day

decline in many years. Again, with the effects of the Brexit still unfolding, the extent of its
medium to longer term implications on the global stage remains unknown.

Despite the geo-political challenges within the Euro-zone, recent data shows that industrial
output in the area increased by 1.9% year-on-year in March 2017. Within the zone, the
highest growths were registered in Estonia (14.8%) and Latvia {10%). A decrease of -2.2%
was observed in the Netherlands. ‘

On the African continent, there is generally strong recovery on the back of higher commodity
prices. Scheduled elections over the medium term in several African countries however raise
concerns about political instability, which could in turn create economic dislocations.

2.2  The Nigerian Economy: implications of Global developments and
Domestic constraints

The economy slipped into recession at the end of second quarter 2016 triggered by the
decline in oil price from mid-2014. Attacks on oii pipelines and production facilities by

miiitants in the Niger Delta, further reduced production from 2.1mbpd in January to 1.82mbpd
average for the full year 2016. The decline in commodity prices laid bare structural

weaknessas  plaguing the economy includin_g _uptick in inflation, monetary liguidity

deterioration and slow-down in economic activity causing the economy to contract in 2016 for
the first time in over 20 vyears. insurgency in the North East alsc adversely impacted
agricuitural output as well as economic activities in that part of the country.




The massive decline in the nation's foreigh exchange (FX) earning hampered local
manufacturing capacity and was tending to a prospect of & disorderly currency depreciation
as the Central Bank worked towards preventing a sharp decline in foreign reserves. To ease
the FX crunch in the economy, the Central Bank announced on April 24, 2017 the creation of
an FX trading window for investorg and exporters where they can trade Naira at a market-
detarmined rate. This appears to have significantly improved FX supply from non-CBN
sources and helped to stabilize the market. Neveriheless, the parsisting scenario of multiple
N/$ exchange rates remains a source of concern to market operators and prospective

investors.

Recent economic indicators suggest that growth is slowly picking up and public finances are
improving as government is intensifying the implementation of the Economic Recovery and

Growth Plan (ERGP).

2.2.1 Growth

As noted earlier, decline in economic growth since the second guarter of 2014 culminated in
a recession at the end of the second quarter 2016 when the economy experienced two
consecutive quarters of negative economic growth. Softer confraction in G4, 2018 and Q1,
2017 have signalied economic recovery in 2017, The economy contracted marginally by
0.52% in Q1 2017 up from -1.73% in Q4 of 2016, and -1.58% for full year 2018, ag more
economic ssctors are recording growth or slower rate of contraction. The oil sector
contracted by {11.64% while the non-oil sector grew by 0.72% in Q1 2017, largeiy reflecting
the growth recorded in agriculture and solid minerals, and recovery in manufacturing,
construction and services sectors.

Figure: 2,1 Real GDF Year-on-Year Growth

Governmernt measures to boost the economy

are vyieiding desired results, efforts at

minimizing production disruptions and shui-

ins In the oil sector are also recording

successas signalling a rebound in the

economy this year. Though the pace of the

recovery is fragile and under pressure,

government is determined to sustain the

Ol Gz o3 04 Q1 @2 @ OF QU @ & W gaing, Ol prices have recovered from the
ma 2015 016 207 multi-year low observed at the start of 2016

and stabilized since end 2016 largely due o
the compliance with an output cut deal
reached by the Organization of Petrcleum Exporting Countries (OPEC) and non-OPEC
countries late last year. The deal was extended for another nine months in May, 2017. While
the ERGP forecasts a GDP growth rate of 2.18% for 2017, the MTEF/FSP has revised this

Go s O o o e U m

Source: NBS

“down to 1.5% for 20192 in view of current realities.

Figur22.2 inflation & Monetary Policy Rate
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20 2.2.2 Inflation
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Loe steady rise in general price levels since 2015

“has abated. In June 2017 consumer prices
increased by only 1.58% in June month-on-
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month, down from the 1.88% In May. Headline inflation in June was 16.10%, down from
18.25% in May, marking the fifih -consecutive month in which inflation eased efter

continuously increasing in 20186,

At its July menetary policy meeting, the Monetary Policy Committee (MPC) of the Central
Bank of Nigerla (CBN} left the monetary policy rate and all other monetary policy
mechanisms unchanged, meeting market expectations. The monstary policy rate stands at
14% and the liquidity ratio at 30%. The Committee also left the asymmetric corridor of pius
200 and minus 500 basis points around the key rate unchanged and the Cash Reserve

Requirements at 22.50%.

2.2.3 Unempiloyment and Underemployment

One major consequsnce of drop in output of the Nigerian economy is the attendant job
losses. The underemployment rate in 2016 rose from 19.7% in Q3 {0 21.0% in Q4 while the
national unemployment rate increased to 14.2% in Q4, slightly up from 13.9% in Q3 in the

same year.

Figura 2.5 Unemaloyment and underemploymens Underemployment  contihues fo  be
predominant in rural areas, 25.8% of rural
residents were underemployed in Q4 2016
compared to 10.5% of urban residents.
Given that the nature of rurai jobs is largely
unskilled, unsmployment is more of a
concern in urban areas where more skilled
_ labour is required. The unemployment rate
SO PP 8 B B in the Lfrban areas was 18.4% compared fo
A A 12.3% in the rural areas, as the preference

e is more for formal white-coltar jobs, which

are |located mostly in urban centres.

3.0 REVIEW OF 2016 BUDGET PERFORMANCE

The 2016 Budget was predicated on a benchmark oil price of U$38 per barrel, oil production -
of 2.2 miliion barrels per day (mbpd), and an exchange rate of N157 to US$1.00. Based on
these as well as other macro assumptions including inflation of 9.81% and 4.23% GDP
Growth rate, an aggregate revenue of N3.86 trillion was projected to fund the 2016 Budget of
NB.08 ftrillion, The deficit of N2.20 trillion (or 2.14% of GDP) was to be financed by borrowing
and some recoveries from fraudulent oil and gas concessions. A Strategic Implementation
Plan (SIP) with clear priorities and verifiable targets was designed to guide the
implementation of the 2016 Budget.

Table 3.1 Performance of Selected Indicators
and Key Parameters, 2014

The performance of sejected indicators and key

1 Real GDP Growth (% , YoY) 437  -1.58 parameters of the 2016 budget indicated in

2 Qil Production (mbpd) 2z 182 Table 31 are reflective of some of the

j‘ io'f[]}z_”"ef?b)(/) 9:? jggi challenges in FY 2016. Some economic
. nriation ate (% . N ' . N

5. Exchange Rate (N/S) , 197 s0s ndicators like Revenues, GDP growth rate,
B Debt Service / Revenue (%) 38 47

7. Fiscal Deficit/GDP (%) -2.14 -2.34

Source: BOF g




asxchange rate and inflaticn all feli below projections.

3.1 Revenus Outtums

Gross oil and gas revenue was N2,695.43 billion (N83%.40 billion or 23.75% less than
projected). The shortfall was mainly due to oil production shut-ins resulting from the
vandalisation of strategic oil facilities including major pipelines and export terminals such as
Trans-Forcados pipsline, Tebidada-Brass pipeline, Qua lboe terminal, Trans-Niger Pipaline
and Nembe Creek Trunkline by Niger Delta militants. Consequently, oil production averaged
1.82mbpd for the full year 2015, However, with lower-than-projected deductions for crude oil
production costs, net oil revenue was N1,438.78 billion (FGN share - N637.80bn) -
representing a shortfall of N40.73 billian. Since over 80% of the country's foreign exchange
garnings come from the pstroleum sector, lower foreign exchange earnings impacted
adversely on the level of non-oil revenues, as significant amount of non-oil activity depend on
the availability of foreign exchange. Consegquently, net Non-Oil revenue was N1,462.91
billion (N1,141.94 billion or 43.8% less than projections for the year 2016).

2 FGN

Table 3
" As at year-end, FGN's 2016 actual

Dil Revenue 657.80 (19.75) revenue was N2.25 trillion (76.4% of
Customs 388.99) 24742 [14157) the N3.86 trillion budgeted). Ol
cr 86746]  457.91) (408.55) revenue was NE697.8 billion (97.2% of
VAT 15824 10872 (89.52) budget, Despite the fact that crude oil
FG Intdependent Reverue 1,505.88 23775 (1,268.13) production was 17% below budget,
Other Revanues 17761 1157.8%] 102028 actual oil revenues closed at 7% of
Balance in Special Levy Account 14.38 (1438 budget due to slightly higher average
Unspent Balance 50.00 G000 price than the benchmark, as wel! as
FGN's Share of Bal, in Specia! Account 10.78 (10.79)] the adjustment in exchange rate from
Receipts from NING 95.55 1426] (81290 N197/$ on which the budget was
NNPC Refund to FGI 8954, 8931 | based to N305/8 from Mid-2018);
Share of Excess PPT 1672l 106721 Company Income Tax (CIT) and
Exchange Rate differential 85| 179231 vajue Added Tax (VAT) colisctions
Others 50, 8375) BISE ) were N457.91 billion and N108.72
FGN Retainad Revenue 3,855.73] 2,947.49 (908.24) billion respectively representing
Source; OAGF_ . : 52.8% and 54.8% of amounts

budgeted; whiie Customs collectlons of N247 42 bzli:on implied 2 83.6% performance.
independent revenues were most significantiy less than projections — only 15.8%.

3.2 Expendilure Quiturns

The 2016 Budget had an expenditure outlay of N6,080.88 biliion. Actual spending was
-NE,358.83 billicn (N701.65 bilion__or..41.6% short of the budget). While the recurrent
spending, including provisions for debt service, was almost fully released, N77.35 billion
(about 42% more than the plannad spending) was used to service foreign debt, This is
atiributable to Naira depreciation which warrants more Naira to meet foreign debt obligations.

FOTE - QUN0 MTE g RRE




Table 3.3 FGN Expenditure Outturn FY 2014 {N'Billion)

Despite the shorifall in revenue,

debt service obligations and |AGGREGATE EXPENDITURE 505045 | 5358.83 | [70165)
perschnel  costs  were  met  (Statutory Transfer 351.37 344,00 (7.37)
Similarly, overhead costs were |Rscurrent Debt 147532 | 1,384.90 | {30.42)
]argeﬁy covered. It is important to Domestic Debts & int, on Ways & Means 1,307 .40 1,236.11 {71.29)
note that although capital ( foreign Debts 54.48 7735 2287
expenditure suffered because Sinking Fund to retire maturing loans 113,44 71.44 | {42.00)
key recurrent spending had to be Recurrent Non-Debt 264638 | 241046 | (235.93)
met  first the  amouni  of Persennel Cost 1,748.33 1,689.94 (58.40}
v Overhead Cost 163.39 149.28 | {1411}
N‘]’f?19‘47 billion  released fcl)f‘ Penslon & Gratuities including Service wide
capital under the 2016 budget is | jergion 298105 18476 | (11335)
the highest aggregate nominal | ciher senice wie vote including
capital releases for a single fiscal | presidential Amnesty and Special
year in Nigeria, This was | Intervention Programme (Recurrent} 436,56 386,48 | (50.08)
achieved despite the lower oll Capital Releases 1,587.40 121847 | {367.93)

prices and revenue shortfalls, SourcerQAGF |
underscoring government's commitmeant te investing in o ’l‘l”‘" m‘.“eo ru*‘urc

3.3  Fiscal Deficit

The 2018 budget had a deficit of N2,411.34 billien {(compared to budget of N2,200 billion),
which was estimated at about 2.34% of GDP (slightly higher than the budget projection of
2.14%). The fiscal deficit is attributable to low revenues relative to pianned spending, as
explainad above. Therefore, the shorifall in projected revenues was dealt with largely by

cutting spending.

4.0 REVIEW OF 2017 BUDGET ]MPLEMENTATFON

The 2017 Budget of Recovery and Growth was designed to restore the Nigerian economy to
a path of sustainable and inclusive growth. Although the 2017 Budget was preparad before
the finalisation of the 2017-2020 Economic Recovery and Growth Plan ERGP (ERGP), it
drew extensively from the policies set out in the ERGP. Thus, the gcals and targets of the
budget are set out in the ERGP. A review of the 2017 budget perfermance indicates
reasonable progress on its implementation and achievement .of some set fargets. The

Budget was based on the following fiscal and macroeconomic indicators:

Tabie 4.1: Fiscal and Mocroeconomlc Indicators FY 2017

T OI'SINY| Indicitor {2017 Budget 2017 Actuals -
1. | Real GBP Growth 1.5% (previously | 0.55% (2™ quarter 2017)
—— . _ 2,19
2. | Qil Production (inciuding Condensate) | 2.2 mbpd 1.9 mbpd (as of July 2017)
3.; Benchmark Oil Price $44.5 per barrel $4%.8 per barrel (as of July 2017)
4. | Inflation Rate 15.7% 18.1% (as of June 2017)
5. ExchaneRateM@ tmca———— 305.7 (as of July 2017)




SN FEDERAL RETAINED REVENUES 5 084 40 B,542.20° 2 429 65
A|FGN 48.5% Share of: 3,503.08 1,751.54 1,313.75
1] Oll Revenue z2,122.18 1,081.09 - 560.87
2{ Minerals & Mining Revenue 1.06 0.83 -
3| Non-Oll Revenue: 1,379.84 6589.92 352.88
i CIT 807.82 403.91 157.38
if VAT 241,92 120.96 G2.54
iii Customs Revenues 277.56 138.78 132.97
v Federation Account Lavies 45,90 22.95
v Actual Balance in Special 6.64 3.32 -
Accounts
B{FGN Revenues (100%) 872.36 436.18 113.38 216.80
11 FGN Independent Revenue 807.57 403.79 119.38 284,40
2| FGN Balances in Special Levies 14.78 7.40 - 7.40
Account
3| FGN Unspent Balance of Pravious 50.00 25.00 - 25.00
Fiscal Year
C|Others 708.95 354.47 996.52 327.66
1] Refund by NNFPC - - 23.31 23.31°
2| Exchange Rate Differences - - 134.39 | 134.39
3| Special Distribution from ECA & - - 184.76 184.76
PET account
4| Receipts from NLNG 29.59 14.80 - 14,80
5| Recoveries 585.08 282,83 -. 282.53
B Settlement of state component of - - 41.57
coupon paymeant
71. Transfer from CDF to CRF - - 5286.48
8| Provision for foreign debt service - - 55,80
9| TSA Pool &/C - - 3.69
10! Mopped up Capital - - 26.53
11] FGN Share of Signature Bonus 114.30 57.15 - 57.15
Source; QAGF
- i o o e e L S .

41 Revanue Quiturms

The projected revenue for the 2017 fiscal year was N5,084.40 billion, based on the
parameters adopted in the 2017-2019 MTFF. As of June 2017, N2,428.65 billion of total
revenuess (N2,542.20 billicn) projected for the first half of the year was realised. Oil revenue
was N960.87 hiilion against the prorata of N1,061.0S billien, implying a shortfall of 9%. Totai
nen-oil revenues, which include Corporate Income Tax (CIT), Value-Added Tax (VAT),
Customs Revenues, Federation Account Levies and Special Account balances, fell short of
target by 49%. Customs revenue was the best performing non-oil revenue category with
N132.97 billion of N138.78 billich collected,

As the fiscal year progresses, it is expected that non-oil revenues, especially CIT, will
improve due fo the seasonality in remittance of these revenue items. The siow pace of
recovery in non-cil revenues is expected to gain momentum as improvements In tax
coilection efforts and pelicies to improve the environment for doing business in Nigeria yield
results and spillover to the wider economy. As cil production further increases due to the
relative stability in the Niger Delta region, oil revenues are expected te improve.

Tabls 4 AF I\ Revenue Per‘ormcmce {Jcm -June) zm 7




4.2  Expenditurs Oiﬁfumg

The delayed approval of the 2017 Budget constrained expenditures, paricularly on the

capital budget. Although implementation of the 2017 capital budget only came intc effect

after the approval of the budget in June 2017, releases on the 2016 capital budget were

made till the 5™ May 2017. Recurrent expenditure releasses were made based on the

constitutional provision that allows spending of up to 50% of the previous year's budget until
the current years' budget is passed, up to June ending.

Expenditure items underpierformed the targets set in the Medium-Term Expenditure
Framework (MTEF). Total FGN expenditure of N7,441.18 billion was approved for the 2017
fiscal year, howsver, only 83% of the N3,720.59 billion projected for January to June 2017
was utilised, Expenditure outturns, espscially on pricrity programs in the capital budget, are
projected to improve significantly in the latter half of the year as revenuss improve.

Table 4.3 FGN Expenditure Performance (Jan ~june) 2017
e o A D Brav e

SIN |FGR EXPENDITURE 744148 0 3,720.88 - 3,101.33 |- 618,26 |
A|Statutory Transfers 434.41 217.21 209.02 |- 8.19
B|Recurrent Expenditure 4,832.27 2,416.13 1 2,892.31 476.18
3

Non-Debt Recurrent Expenditure 2,990.92 1,495.46 | 1,847.57 452,11
i Parsonnel Costs 2,165.68 1,082.84 1,489.65 406.85
a Salaries 1,884.07 942.03 | 1,348.41 404.38
b Pensions & Gratuities includin
Sarvice wide pension ° 281.61 140.80 143.28 247
ii Overheads 219,84 - 108.92 76.54 |- 33.38
ilil Service Wide Votes including ,
Presidential Amnesty Program 215,40 107.70 381.34 273.64
v Refund to Special Accounts . 40,00 20.00 - - 20.00
v Special Interventions (Recurrent) 350.00 176.00 - |- 175.00
2| Debt Service 1,841.35 920.67 927.74 7.07
i Domestic Debt 1,488,00 744.00 871.94 127.94
i Foreign Debt 175.88 87.64 55.80 ;- 32.14
iii Sinking Fund 177486 88.73 - |- 88.73
3 'Others - - 17.00
i Refund o MDAs and Banks - - 17.00
C|Capital Expenditure 2,174.50 1,087.25 - - 1,087.25

Source: OAGF

5.0 ASSUMPTIONS UNDERLYING -OIL AND NON-OIL REVENUE
PROJECTIONS IN 2018-20

5.1  Assumptions Underlving Qil Revenues

5.1.1 Ol Production

Nigeria has relied on revenues from crude oil sales for more than five decades,
Censequently, production challenges such as crude ocil theft, pipeline leakages due to
vandalism and production shut-ins have continued to affect government revenuss from the
oil sector. For instance, there were 84 pipeline vandalizaed points in April 2017 compared to
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the corresponding period of April 2018 which recorded 214 cases. This significant
improvement Is attributable to Government's engagements with stakeholders in the Niger
Delta region, as well as improved security arrangements. Accordingly, crude oil output and
axport has been far below projections in recent times Figure 5.1). Average oil production felf
from 2.04mbpd in February 2016 to 1.52mbpd in August 2016 before rising to Z2.2mbpd by
June 2017. Qil production is expected to improve over the medium ferm as gains from the
amnesty initiative and government’s increased engagement with militants and stakeholders
in ol producing communities result in increased stability in the region. In addition, progress

on the passage of the Petroleum Industry Bill as

Figure 5.1: Crude Oil Production and Export in Nigeria
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$53/ph. Prices are projected to range from $50 to
$6C/bbl in 2018 as the market regains balance, with
shale production limiting larger price gains.

The price of Nigeria's Bonny Light crude oil price
rebounded from an average of $44.08 in the
international oil market in 2016 tc about $581.5 in the
first half of 2017 (Figure 5.2}, However, the market
price declined by $4.21 from $54.98 in January 2017
to $5C.77 in May 2017. The fall in price reflects
. market's impatience with the generally slow pace of
global inventory drawdown, even after major oll
producing countries decided iate 2016 to reduce oll
production by about 1.8mbpd in the first half of 2017,
and siim possibility of deeper preduction
adjustments (Figure 5.3).

The Organization of Petroleum Exporting
Countries (OPEC) anticipates slightly lower
growth in world oil demand in 2017 relative
to 2016. Demand is expected to rise by just
1.1mbpd from 2016 levels, reaching
85.3mbpd in 2017, 96.4mbpd in 2018 and
97.4mbpd in 2018-202C (see Figure £.3).
However, global cil supply is estimated to
average 95.3mbpd and $6.4mbpd in 2017

Wy (e
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well -as sustained security of onshore
and shaliow  water locations are
expected to reduce uncertainties and
promote new private sector
investments in the oil sector.

Based on the foregoing, including wide
consulftations  with  key  industry
stakeholders, average oil production is
estimated at 2.3mbpd, 2.4mbpd, and
2.5mbps for 2018, 2018 and 2020

respectively.

5.1.2 Oi Price Benchmark

Crude oil prices rose by 8% in the first
quarter of 2017, averaging aimost

Figure 5.2: Bonny Light Spot Price Futures (UiS3)
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Figure 3.3 6lobal Medium Term 0i Demand and Supply




and 2018 respectively, This is higher by 0.3mbpd and 1.1mbpd, yezr-on-year, In the 2018-
2020 medium term, world oil output is projected at about 97.5mbpd. In sum, global demand
is not expected to significantly outstrip supply in the medium term in spile of demand
remaining robust.

The outlook for oil price remains highly uncertain. Nonetheless, positive price movements are
expected in the nearterm. The World Bank expects crude oil prices to reach an average of
$55pb in 2017, a 26% increase over 2018, and $50pb in 2018 (Figure 5.2).

The increase reflects upward pressure on prices from rising oil demand, extension of
OPEC/non-OPEC output cut agreements, greater compliance by producers, and supply
outages among major exporters like Libya, Nigeria and Venszuela. Energy Information
Administration estimates historical OPEC unplanned oil supply disruptions at 8.9mbpd as at
May 2017 down from about 22.2mbpd in 2016. Disruptions were largely recorded in Iran,
Libya, Nigeria, iraq, Kuwait and Saudi Arabia (Figure £.4). Non-OPEC production outages
declined from 8.4mbpd in 2014 to 5.7mbpd in 2016, reaching 2.4mbpd by May 2017. Most
non-0OPEC production outages occurred in Yemen, South Sudan and Canada.

On the downside, weak compliance with

Figure 5.4; Unplanned OPEC Crude O Supply production cut agreements and rising
Disruptions (miliion barrels per day)} output from elsewhers, especially the

seo T o United States, persistently high stocks,

Gy 28 supperted by the faster-than-expected rise
in U.S. shale oil production could limit the
upward potential of prices, as would slower
demand growth.

200

154G
The benchmark oil price for the medium
term was based on moving average (MA)
model. The MA 'model de-links the
BE . benchmark price from short and medium-
S 2012 2013 2014 2015 2006 term fiuctuations in the market price of oll.
Mimn ®lbys ®jigeria #irag R Kuwait 8 Saudh Arsbis The model forecasts higher prices of $84/b
Source: ElA - _. , and $73/b on the 10-year and 15-year
_ moving averages for 2018 (Figure 5.5).
However, in line with current realities in the international oil market including weakening
outiook of futures prices occasioned by rising oil and unconventional oil supplies and slow
economic recovery, as well as other potential downside risks, a benchmark oil price of $45pb
for 2018, $50pb for 2019 and $52pb in 2020 have been proposed.
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Figure 5.5: BonnyLight Spot Price, 15-Yzar MA, 10-Year M4, Banchrnark Price
(Neov, 2005-july 2017}
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The fluid dynamics of the market keeps price forecasts very volatile thus requiring regular
revisions, Therefore, the Administration’s strategy is to benchmark below the forecasts to

cushion the budget from the effects of price fluctuations.

8.2  Non-Oil Revenue Baseline Assumptions

Over the years, Government has continued to introduce measures to broaden its revenue
base and improve revenue collection. Non-oil revenue projections for the 2018-2020 period
are guided by expected growth in non-oil output and improved efficiency in revenue
collection. Projections were made considering the various measures to improve non-oil tax
revenue, inciuding: improved compiiance and enforcement activities; implementation of the
Integrated Tax Administration System project; full self-assessment regime for all taxpayers;
increased deployment of ICT; and stepping up of anti-smuggling aciivities by the Customs
Service. The underlying tax bases are as follows:

Customs collections: These are predicated on the cost, insurance and freight (CIF) value of
imports, applicable tariffs, and an efficiency factor. A fairly aggressive tax elasticity was
assumed to drive nominal growth of the tax base in the medium term. In addition, other policy
concerns including improved impiementation of a flexible foreign exchange rate regime,
introduction of Common External Tariff (CET), gradual removal of Import Adjustment Tax
(IAT), expected decrease in annual Average Duty Rate (ADR), expected increase in Import
CIF as a result of new strategic plans in Nigerian Customs Service (NCS), and Impcrt Duty
on vehicles which has the highest tariff line in terms of revanue generation.

Companies Income Tax (CIT): The estimation of CIT is based on neminal GDP, companies’
profitability ratio, and an efficiency factor. Despite the initial iull in economic activities,
ongoing efforts to improve the business environment as well as the strategic implementation
of the, 2017 Budget designed tc leverage private sector capital are expected to vield some
resuits. In additicn, improved collection efficiency arising from increased efforts
at broadening and strengthening the tax net, are expected to positively impact projections for
CIT and personal income taxes. Specifically, a 10% year-on-year improvement in coliection
efficiency is envisaged. '

Vaiue Added Tax (VAT): This is based on an estimate of aggregate national consumption,
considering vatable items and collection efficiency. Aggregate natiocnal consumption is
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estimated at NG0.48 trilion for 2018 from NB83.84 trillion estimated for 2017, ongeing
broadening of the tax base and collection efficiency. The VAT projections over the medium-
term are currenily based on maintaining the rate at 5% while focusing Iintensely on
breadening the coverage. In other words, the contemplated increase in the VAT rate on
luxury items has not been factored into the projections. VAT collection is projected to
increase by about 42% in 2018. Government may, however, review the VAT rate within the

medium-term period.

FGN Independent Revenue: Over the years, leakages and weak accountability have
characterized revenues of Government Owned Enterprises (GOEs), and other revenue-
generating MDAs. These challenges necessitated series of reforms inciuding implementation
of the Treasury Single Account (TSA), stipulation of 2 maximum cost-te-income ratio of 75%,
and the ongoing review of the revenue and cost profiles of some revenue agencies. It is
envisaged that these efforts, as well as the recent Executive Orders on budgats, which
directs that any revenue or other funds of an Agency in excess ¢f the amounts budgsted and
duly expended shall accrue to the consolidated revenue fund of the Federal Government, will
yield substantial improvements in remittances by these GOEs and MDAs in the medium

term.

5.0 FISCAL STRATEGY FOR 20182020

The performance of the Nigerian economy reflects both global econornic conditions and
structural constraints in the domestic economy, as outlined in Section 2. Thus, rebuilding the
macro-fiscal and economic fundamentals of the economy remains government's top priority,
and the Economic Recovery and Growth Plan (ERGP) 2017-20, launched in April 2017, is
government's blueprint. Therefcre, this fiscal strategy paper highlights government’'s medium
term fiscal objectives as well as the pelicies to achieve the objectives. The design of the
medium term fiscal strategy is guided by contemporary events which have real implications
for Government’s ability to fund its expenditure obligations as weli as manage its debt profile.

6.1 Medium-Term Fiscal Policy Objectives

Broadly, and in line with the goals of the ERGP 2017-20, the medium term fiscal strategy of
Government is focused on the recovery of the economy and promotion of sustained inclusive
growth. Specifically, government’s fiscal strategy will be directed at: )

. accelerating growth, intensifying economic diversification and  promoting
inclusiveness;
i,  achieving macroeconomic stability;
fi. enhancing coll revenues and accelerating non-oil revenues,
fv.  addressing recurrent and capital spending imbalance;
v, improving efficienicy and quality of public spending; and,
vl.  maintaining deficit/debts within sustainable limits.

Achieving these objectives require supportive coordinated policies ~ fiscal, monetary and
irade policies. Thus, the medium term fiscal strategy is consistent with the Central Bank's
monetary policy framework, which is designed to foster sustainable economic growth, low
inflation, low interest rates, market reflective exchange rates and a strong balance of
payments position. It is also in line with the Government's long-term sustainable debt
strategy which ensures Nigeria's debt stock, and corresponding debt service costs, are
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maintained at approbriate and manageable levels.

The strateqy recognizes the need to deliberately cushion the effects of adjustments on the
poor and economically vulnerable In @ manner that creates opportunities for job creation,

productivity and inclusiveness.

6.2  Medium-Tenn Policies

621 Acceleraling growih, intensifying economic diversificotion and
promoting inclusiveness

Fiscal policy will be geared towards accelerating the pace of growth, intensifying economic
diversification efforts and promoting inclusiveness. The economy is expected to recover and
grow over the medium term, 3.5%, revised downward from the 4.8% in the ERGP for 2018

but still reaching 7% in 2020.

To achieve the expected broad-based growth, the economy needs higher levels of private
investment. Fiscal stimulus will be applied in the medium term through a package of
spending to stimulate domestic demand and business investment in the economy. In this
regard, building on the 2017 Budget initiatives, the expansionary drive on public: ssclor
infrastructure spending will be sustained. Efforts geared towards stimulating private sector
capital and participation in investments in energy, transport, housing, and agriculture will also
continue. This will be supported by improvement in the implementation of capital budget and

efficiency of spending generally.

Government will work towargs strengthening the frameworks for concessions and pubiic
private partnerships, including working with the legislature to address jegisiative and
regulatory bottlenecks undermining privaie investments in key sectors. It'is expected that
growth, in the medium term, will generate the revenue necessary for future expansion of
public service delivery, rebuild fiscal space, and narrow new borrowing Teguirement.

4.2.2 Achieving Macroeconomic Stability

To achieve our growth aspirations, a key requirement is a stable macroeconomic
environment with low inflation, stable (market reflective) exchange rates and sustainable
fiscal and external balances. This requires that monetary, trade and fiscal policies are well
aligned to ensure coherence and effective coordination. In recognition of the fact that fiscal
" measures are required to stabilize the macroeconomy, government will introduce appropriate
policies to stem the impacts of external and demestic shocks, and catalyse domestic

production.,

This would further create a business enviranment condugcive to investments, productivity and
inclusive growth. The inflation rate is projected to trend downwards from 16.1% in June 2017
to single digit by 2020. it is also projected that the exchange rate will stabilize as the
monetary, fiscal and trade poiicies are fully aligned. This outcome will be achieved through
policies that seek to remove uncertainty in the exchange rate and restore investors’
confidence in the markat, This includes strategies to: reduce market interest rates; moderate
inflationary pressures; provide critical infrastructure 1o lower the cost of doing business; and
stabilize exchange rate. In addition, government is enhancing is revenue generation

G A Sl Gl IR 120 Gl S 1ERE el ditioN 1o & healthy debt sustainability

framework, will support stability in the macroeconomic environment.
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6.2.3 Enhancing Ol Revenues and Acceleragiing  dMon-Oil  Revenue
Generaiion .

Efforts are being made to increase production to 2.3mbpd in 2018 and reach 2.56mbpd by
2020, This is expected to increase export earnings and revenues, and reduce fiscal deficit

and debt service ratios.

Government's strategy is to deepen engagements with stakehclders in the Niger Delia to
achieve enduring peace and end attacks on oil facilities. In addition, a new cost recovery
funding mechanism is being implemented for joint ventura (JV) cash call arrangements, Also,
pipeline security will be enhanced to attract new invesimenis and polluted arsas will be
cleaned. The passage of the Petroleum Industry Governance Bill (PIGB) and introduction of
new regulations consistent with the Bill are expected to reduce uncertainties and further
promote new private sector investments in the oil sector. Cil revenues will be used to
develop and diversify the econcmy, not just sustain consumption as was done in the past.

The implications of over-dependence on crude oil for fiscal sustainabllity underscores the
need to focus more on non-oil revenue sources to finance government spending, These
sources are more predictable and less voiatile. In the medium term, efforts will be gsared
towards increzsing the ratic of non-cil tax revenue to GDP from the current rate of 8% to

15%.

Non-oil revenue will be enhanced through improved tax and Customs administration, and
expanded non-oil revenue base. The tax system will be further strengthened by impraving
collection efficiency, enhancing compliance, and recrganizing the business practices of tax
and revenue agencies. Whistle-blowing - which wili not only uncover stolen funds but deter
diversion of public funds for personal gains, will be sustained. Government will also identify
and plug revenue leakages, improve tax compiiance, tighten the tax code and broaden the
tax net by employing appropriate technology. In addition, tax on iuxury items and other
indirect taxes will be introducad to capture a greater share of the informal economy while
ensuring that mere businesses in the informal sector are formalized.

To further increase the tax base, the VAT raie for luxury items will be raised from 5 to 15%
from 2018, In addition, tax payment will be verified prior tc licensing a vehicle while a broad
audit campaign will be conducted to identify underfiling tax payers and engage non-
compliant taxpayers to ensure compliance.

To boost customs colisctions, the fransformatior and modernization of the Nigerian Customn
Service wiil be acceierated through a 2-3-year strategic plan. This will include an anti-
smuggling strategy and rationalization of tariffs and waivers in line with priority sectors,
Nevertheless, sector-based concessions and walvers and zero per cent duty on the imports
of equipment and machinery required for strategic sectors will be retained. The service will
enhance port efficiency by introducing a single customs window, speeding up vessel and
carge handling and issuing more licences to build up terminals in existing ports, especiaily
outside Lagos. To improve the generation and collection of independent revenues, the
Executive Order on budgeting by MDAs will be strictly implemented while we work with the
legislature to amend some of laws establishing many of the GOEs. More importantly, the
revenues and expenditures of MDAs will be monitored more closely.
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4.2.4 Addressing Recurent and Caplial Spernding imbalance

In the last two years, our fiscal strategy included efforts to address the imbalance between
recurrent and capital spending, which, in 2015 stood at 84% recurrent and 18% for capital
Between 2015 and 2017, there has been substantial improvement in Federal Government
capital budget allocation. in line with the Strategic Implementation Plan (SIF) 2016, the share
of recurrent spending has been reduced to about 69.8% and capital spending increased to

30.2% in 2016.

In the medium term, Government intends to continue to allocate at least 30% of its spending
to execution of capital projects. This is in line with the ERGP. Challenges, however, remaln in
the effort to further reduce the proportion of recurrent expenditure, particularly personngl cost
which currently accounts for about 30% of the Federal budgst. The biometric verification cf .
government empioysss will be accelerated and extended to all MDAs.

6.2.5 Improving Efficiency and Quality of Public Spending

Government is committed to improving the efficiency and quality of spending. Thus, public
expenditure will be properly scrutinized to ensure value for money. To achigve this, the
budget formulation process will be strengthened, while overhead expenditure provisions will
be guided by recommendations of the Efficiency Unit, capital projects will be evaluated for
consistency with ERGP Implementation Plan (ERGP-IP) as well as set performance
indicators. Thus, over the next ihree years, the legal and regulatory framework will be
strengthened to improve the relaticnship batween expenditure and outcomes.

As part of the cost minimizing measures, attention will continue to be paid to the costing of
activities/projects, -competitive bidding in public procurement, continuous audit of MDAS'
operations and othser public financial management reforms'which have begun io yield results.

Other measures include:”

.. Linking the Integrated Payroll and Personnel Information System(IPPIS) io Human
Resources management systéms and bank verification numbers (BVNs) to clean the
civil service payroll;

i.  Limiting travel frequency, sitting allowances, printing and publication expenditures,
gtc.;

ii.  Introducing allowable expenses guidelines and templates to control expenses of
Government-owned enterprises;

v, Developing and implementing a collective demand process for MDAs to take
advantage of the benefits of group purchasing,

v.  Optimizing overheads by sharing services across MDAs and maximizing the use of
Federal Government buildings; and, '

vi.  Mobilizing private capital through Government seed-funding in roads, housing, and
agriculture, e.g., the Road Trust Fund, Family Home Fund:

6.2.6° Maintaining Deficit/Debts within Sustainable Limifs

Nigena's public debt has increased signmeanty m recent years as the Federal Govermnment
has increased borrowing to finance its budget deficits. Although the country currently has low
debt levels relative to fotal output, its low ratio to revenue poses substantial risk to the public
et portfol 1o, Vel the country nesds Bcamonal resources (including debt resources) to fund
sconomic recovery and diversification. Government is cautious of the implications of its
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expansive fiscal policy pregramme under z tight revenue profile, The fiscal deficit will be
maintained within the 3% level stipulated by the Fiscal Responsibility Act 2007 -but at an
average of about 1.93% of GDP, but declining to less than 1% by 2020. Debt financing will
be restructured gradually in favour of foreign financing while domestic financing is de-
emphasized. Thus, while the proportionate share of foreign finahcing will increase from the
current level of abolt 28% to almost 72% in 2020, domestic financing will decrease gradually
from about 54% in 2018 to about 26% in 2020. This will prevent the crowding out of the
private ssctor, and accord private capital a leading role in driving growth.

6.3 Stategic Socio-Economic and Deveiobmem Priorities

6.3.1 Macroeconomic Stability

The outiook of macroeconomic aggregates iz expected to be stable in the medium term.
Fiscal and monetary authorities have intensified efforts to accentuats economic growth in a
stable macroeconomic environment. Menetary, trade and fiscal policies are being aligned to
ensure coherence and effective coordination,

Since the Introduction of the managed floats in the operations of the foreign exchangs
markel, the Central Bank of Nigerla has enhancad foreign currency liquidity and stability in
exchange rates. Fiscal authorities are sustaining efforts at ramping up non-oil revenue,
through improved tax administration. The government is committed to ensuring a more
diversified fiscal revenue base thus reducing budget deficits. Trade policies are aimed at
minimizing the vulnerability of the economy to external shocks, which in turh increases its

prospects for sustained growth.

6.3.2 -Agriculiure and Food Secﬁn‘?y

Ensuring growth in agriculture is a top priority of government. Agriculture has a huge
potential for sustained growth and reduction of poverty given the large numbers of people
currently engaged in the sector. The sector is also of strategic importance in the efforts to
achieve diversification and structural transformation of the economy. The goa! of government
is to grow agriculture to attain seif-sufficiency in cerain crops and livestock production,
hence ensuring that Nigeria produces all its food needs and becomes a net exparter of the
major staples. Value chains in rice production, tomatoe, palm producs, sugar and wheat are
being vigorously pursued to ensure that Nigeria saves the foreign exchange currently
required for food imports. The ERGP targets national self-sufficiency in rice (2018) and
wheat (2019) within the period covered by this fiscal plan. '

However, conflicts between farmers and herdsmen in parts of Nigeria pose a major threat to
agricultural preduction and food security. The conflicts have their roots in access to
farmlands and grazing lands to support their respective economic activities. The geographic
extent of insurgency in the North East is also abating, increased government support in the
form of inputs and funding are signalling increasing production and strengthening food

security.

£.3.3 Indusirialisation for Job Creation and Development

In line with Nigaria Industrial Revolution Plan (NIRP), 2014, the ERGP prioritizes Industrial
sectors in which Nigeria has a competitive and comparative advantage; namely: agro allied
and agro processing; metals and solid minerals processing; oil and gas related industries;
construction, light manufacturing, and services. !t is estimated that annual growth in
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manufacturing will average 4.74%, rising from 4.12% in 2017 to 8.15% by 2020. Already, as
at first quarter 2017, real growth in manufacturing GDP rose to 1.36%. The industrialisation
strategy will create sustainable jobs especially among the youths. Emphasis is also given to
Micro, Small and Medium Enterprises (MSMEs) in the service sector in view of the sector's
potential for value addition and job creation.

Some initial steps by government fo promote industrialisation for job creation and
development include: the ‘Zerc OIl pian — that seeks to increase Nigeria's market share in
priority sectors over the next 10 years; the 60-day Nationai Action Plan on Ease of Doing
Businass; the development of Special Economic Zones (SEZ) which has been provisioned
for in the 2017 Budget: the N-Power Initiative to promote large-scaie skill development; and
the Smart Nigeria Digital Economy Project amongst others. These multi-sectoral initiatives
will have nation-wide impact on business activities with potentials for job creation,

employment, and economic growth,

These initiatives are already yielding positive results. For instance, the 60-day National
Action Plan on Ease of Doing Business in Nigeria has led to: the reduction of time required to
register businessaes from 10 days fo 2 days; harmonization of information, hitherto in four
forms, required on arrival at the airport to one form with only 15 questions; reduction in
touchpoints for physical examination of carge bstween Imporier and government agencies,
and, e-submission of Visa-on-Arrival applications, among others. All these measures, are
part of government's efforts to remove critical boitienecks and bureaucratic constraints to
doing business in Nigeria with a target of moving Nigeria 20 steps upwards in the Worid

Bank Ease of Doing Business Index.

in addition, strengthening key value-chains through backward integration by the development
of production linkages to the primary commodity sector is priority to government. This
necessitated the new policy to boost local processing of tomatoes which will give a boost to
agro-alied industry by providing fiscal incentives for local producers to increase their
competitiveness. The policy is expected to significantly reduce the import bill on tomato-
hased imports and curb wastage through post-harvest losses. Other measures in respect of
this initiative include: prohibition of the importation of tomato paste, powder or concentrate
put up for retail sale; prohibition of the impertation of tomatoes preserved otherwise by
vinegar or acetic acid; increase in the tariff on tomate concentrate to 50% with an additional
levy of $1,500/MT; and, restriction of the importation of tomato cencentrate to the seaports to
address the abuse of the ECOWAS Trade Liberalisation Scheme (ETLS). At least 60,000
new jobs are expected to be created by the implementation of these new policies. Other
value chains in crop, livestock and fisheries sub-sectors are also being developed under the
Agriculiure Promotion Policy. Staple Crop Processing Zones are being developed to link farm

clusters with food manufacturing plants.

A multi-pronged approach has been adopted to increase the capacity of MSMEs to
contribute to national output. The Development Bank of Nigeria, which has a key mandate to
increase access to finance to MSMEs, is taking off with initial funding of US$1.3 billion. This

s t0.COMplement-initiatives-bsing implemented-by government agencies such as the skills

development initiatives of the Small and Medium Enterprises Development Agency of Nigeria
(SMEDAN): the MSME Business Clinics implementad in partnership with the Federal Capital
Territory Administration (FCTA): the National Celiateral Registry developed to deepen credit
delivery to MSMEs by encouraging the use of moveable assets as collateral for loans, the

o o OWer s Programme ana. omer rnancing scnemes administered by the Central
Bank of Nigeria (CBN); and financing support and capacity development provided by the
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Bank of Industry (BOI), ahd Bank of Agriculiure (BOA).

Another sector that holds significant premise for job creation especially among the teeming
unemployed youth is the creative and entertainment industry, which contributes 1.6% to the
GDP. The major support to this industry from government will be the enforcement of anti-

piracy and copyright laws.

6.3.4 Expanding Power, Transport, and ICT Infrastructure

Nigeria's fotal infrastructure stock represents only 35% of GDP which is far below the 70%
. average of peer emerging market economies. It estimated that, at least, US$3 trillion must be
investad in infrastructure over the next 30 vears to bridge the gap. Government will continue
to leverage private sector capital, including FDIs to raise the required funds. Emphasis will be
to tackle the infrasiructure challenges in the power, transport and the ICT secior are

discussad.

(a) Power

The Federal Governmeant Ecenomic and Recovery Growth Plan 2017-2020 (ERGP) sets out
the medium-term structural reforms to diversify Nigerie's esonomy, including expanding
nower sector infrastructure as one of the top priorities. The Power Sector Recovery
Programme (PSRP) was designed on this basis, Improving power infrastructure is one of the
critical factors to unloccking the potential of the Nigerian economy. Government aims to
achieve 10GW of operational capacity by 2020 and to improve the energy mix through

greater use of renewable energy.

The PSRP, approved by the Federal Executive Council on 22nd March 2017, has been set-
up. It is a series of carefully thought out policy actions, operational, governance and financial
interventions to be implemented by Federal Government of Nigeria (FGN) over the next five
(5) years to restore the financial viability of Nigeria's power sector, improve transparency and
service delivery, and reset the Nigerian Electricity Supply Industry (NESI) for future growth.

The objectives of the Program are to:

» Restore the sector's financial viability;

= Improve power supply reliability to meet growing demand;

»  Strengthen the sector's institutional framework and increase transparency,

= implement clear policies that promote and encourage investor confidence in
the sector; and

¢  To establish a contract-based electricity market .

Some key issues to be addressed through the PRSP include: eliminating accumnulated cash
deficits in the sector; develop and implement an appropriate and sustainable electricity tariff
that supports liquidity over time; enforce discipline and accountability by glectricity
distribution companies (DISCOs); ensure grid stability; promote sector transparency and an
effective communication strategy; and, promote electricity access and renewable energy.

Already, a facility of N701 billion by the Central Bank of Nigeria (CBN) to fund the Nigerian
Bulk Electricity Trading Plc (NBET) was approved on the 1st of March 2017 and is being
implemented. In addition, N40 billion service-wide provision to settle reconciled outstanding
electricity bills of FGN institutions as part of strategy o revamp the ailing power sector was
set asida in the 2017 Federal Budget. The Federal Government will continue to implement
the PSRP over the 2018-202C medium term period, thus addressing the binding constraints
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which had previously incapacitated the sector.

Table 6.1. Funding Requirements for Tariff! trajectory
(Breakdown of funding 2017 to 2021 (N' Billion)

WB P4R - 61 122 122 305
FGN Power Assets Ownership | - 215 - - - 315
Restructuring / DISCQO Debts :

CBN Financing Faciiity 401 301 - - - 702
Budgetary Provision - 194 251 59 107 | 612
Total 401 871 373 181 107 | 1,934

(b) Transport

Government recognizes the importance of z weli-developed transport infrastructure in
Nigeria, to support economic activities in Nigeria and pesition it to achieve the cevelopment
objectives in the ERGP. Thus, it has pricritized investments in transport infrastructure in the
medium term. This is to be supported by strong public private sector partnerships as
government alone cannot fund the required level of investment in the sector. The
revitalisation of the 3,500km network Lagos-Kano narrow-gauge railway is underway is
benefiting from such partnerships. Also, it is expected that the Abuja Light Rall system will
also go into operation in the first guarter of 2018 foliowing a test run year-end 2017.-

{c) ICT and Telecommunications. Infrastructure

Investments in ICT and telecommunications infrastructure are essential for greater
competitiveness of the economy. For this reason, government has linked Nigeria's indusirial
paolicy to a digital-led strategy for growth. A Smart Nigeria Digital Economy Project is being
developed to actualise this strategy. The overall goal is o increase the contribution of ICT
and ICT-enabled activities to GDP by increasing broadband coverage, promoting e-
government and establishing ICT clusters, especially in the SEZs. One of such initiatives is
the Smart Cities Initiative aimed at creating smart, sustainable cities which integrate ICT in
the management of infrastructure and other government assets. In addition, efforis are on-
going towards developing a functional ICT curriculum at the primary, secondary and teriiary
level. At the tertiary jevel focus will be on bullding local capabilities in cutting edge ICT
technologies. It is expected that ICT expansion will lead to the creation of nsw economic
sectors, improve productivity and create new jobs, especially in software and hardware

enginasering.

6.2.5. Human Capital Development

One of the strategic objectives of the ERGP is investing in the Nigerian peopla. A healthy
and weil-educated population is a prerequisite for sustained inciusive economic growth. The
Sustainable Development Goals (SDGs) serve as an overarching framework and provides
measurable targeis to guide delivery of government programmes aimed at meeting these
objectives. Strategies have been developed to achieve thess goals and they will be depioyed

- through programmes in these sectors:

1 The scenario assumes a maxirmum of 30% increase in tariff in July 2019 for all customer ciasses. This is
followed by a maximum of 14% increase for ali cusiomers in July 2020,
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{a) Heaith

i, Improved accessibility, afferdability and the quality of heaithcare delivery remains a
priority of government. This requires developing the primary health care system,
axpanding healthcare coverage to all local governments, and increasing i{s access.
The expecied outceme will be an improvement in health indicators such as infant
and maternal mortality rates. To achieve these objectives, government has identified
the need for strategic action in four pricrity areas. They are: strengthening the poticy
environment, improving the quality of healthcare, enhancing National Health
Security and Emergency Response Readiness.

ii. The achievement of Universal Health Coverage is an important goal of government. I
is expected that the funding provision for the Basic Heaithcare Provision Fund
(BHCPF) of 1% of the Consolidated Revenue Fund (CRF) will be implemented over
the medium term. Also, an ‘Emergency Action Plan to Achieve the 90-80-00 Target
by 2020" has been developed and is to be complemented by the development of
HIV care models at facility and community level. Government is also working to
ensure vaccine security and financing as Nigeria fransitions out of the Gicbal
Alliance for Vaccines and Immunization program by 2022. Spacifically, vascing
nroduction is expected to commence in the medium term. Other programmes which
will be carred forward in the medium term include the launch of the Saving One
Million Lives Program for Results (PforR), the National Supply Chain Integration
Project (NSCIP) and the ‘Warehouse-in-a-Box (WiaR) fo address constraints in the

healthcare supply chain system.

ii. As part of the humanitarian response to the crisis in the North East, a Health Sector
Response to Humanitarian Crisis Plan has been designed to mobilise health actors
at all tiers of government to ensure access to essential health services for all
affected populace. A health and nutrition emergency plan was developed for Borno
state. State-specific operational plans with assistance from the Victims Suppert
Fund (VSF) have also been developed. Emergency responses were successfully
mobilised to respond to the and multi-sectoral teams were set up to monitor and
mitigate against the re-emergence of these incidents. Surveillance efforts were also
intensified. Emergency response plans that managed Lassa Fever and Polio
outhreaks in 2015 and 2016 have been institutionalised for adoption in the event of

future crises.

iv. In response to the rise in the burden of non-communicable diseases government has
committed to improving the capacity of seven tertiary hospitals in collaboration with
the Nigerian Sovereign Investment Authority (NSIA). This is a first step iowards
attracting private sector capital into the healthcare space in Nigeria. Partnerships
with private companies and foundations to expand access to malaria interventions
are alsc being established.

(b) Education

- To address challenges undermining the education system government will be rolling
out several initiatives over the medium term. These include the establishment of
best-in-class technical and vocational institutes, improvements in teacher guality
and educational curriculums at all levels, improved funding mschanisms to
incentivise education performance, prioritisation of education for girls and other
underserved groups and increased investment in Science, Technology, Engineering
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and Math (STEM) education. Also, a draft education reform plan tagged has been
developed to guide the nation in the achievement of the education goals,

(c) Social Inciusion

The promotion of social inclusion - abllity of all ¢itizens and groups to take part in
scciety, is a key objective of the government. The level of social exclusion has
resulted from several factors including insurgency in the Neorth East and
environmental degradation and disaffestion in the Niger Delta. The main sirategies
to improve the level of social inclusion are the implementation of social safety nsat
programmes targeted at the vulnerabie and the introduction of sccial programmes

for the aged and physically challenged.

Through the Home-Grown School Feeding Programme, 1,051,000 primary school
children in 8,587 schools across 7 states are being fed daily with mere than 11,000
cooks employed. The target by year-end 2017 is 3 million children and this will be
scaled up significantly over the medium term. State governments such as Lagos,
have taken steps to adopt the school feeding programme. The Conditional Cash
Transfer (CCT) Programme is also being up-scaied to reach 1 million of the poorest
and most vulnerable Nigerians. 35 states and the FCT have signed a Msmorandum
of Understanding and 5 states have been selected for a pilot program. tt is being
impiemented in partnership with the World Bank using its Community-Based
Targeting model and N5,000 is being paid as a monthly stipend to beneficiaries in
about 70,000 households in Bauchi, Bornc, Cross Rivers, Ekiti, Kwara, Kogi, Niger,

Osun and Oyo siates.

These and other social inciusion pregrammes including: N-Power which is
addressing the challenge of youth unemployment by providing opportunities for
large scale skills acquisition; and, Government Enterprise and Empowerment
Programme (GEEP) developad to facilitate micro-enterprise finance access to
market women and traders, artisans, youths and farmers, will be expanded over the
medium term. Already, 3,162,451 peopie belonging to 26,924 registered
cooperatives have been registered for GEEP. 57,234 interest-free (except a one-
time fow administrative fee) loans have been issued across 28 States and the FCT.

Medium-Term Macroeconomic Framework: Macroeconomic
Parameters and Targets for 2018-2020

The medium-term revenue forecast is driven by key macroeconomic projections (Table
6.2). The GDP is projected o grow at 3.5% in 2018, while inflation is expected o moderate

tc 12.42%.




Table 6.2: Macroeconomic Framework (2018 — 2020)

2017 2018 2018 2020
Inflation (%) 15.74 1.4 13.39 550
Nos-0il GDP (N'bn] 59,256 107,208 117,858 127,591
OIf GDP {N'br) 5,542 5,981 6,581 7,124
Total GDP (N'or) 104,798 113,089 124,439 134,715
GDP Growth Rate (%) 150 a5 450 .00
Consumatian {N'br) 77,551 23,686 39,551 107,772

Source: Ministry of Budget & National Planning

Growth in the medium term is based on the assumptions of average oil production of
2.2mbpd, benchmark oil prices of US$45pb, and an average exchange of N305/%. It is aiso
based on an average yearly reduction in the unemployment rate by 11.7% over the medium
term. While Oil GDP is projected o record higher growth rate, the major driver of growth is
the non-oil sector. The off and gas sacltor e also expaciad o rebound azg production
stabiiizes around 2.3mbpd, oil price (although lower than pre-June 2014 prices) gradually
improves, and government's successful {ransition from the traditional JV Cash Call budget to

the self-funding mechanism.

The nominal GDP is expected to increase from N104,798 billion in 2017 to N134,715 hillicn
in 2020, Similarly, consumption expenditure is projected to grow from N83,6886 billion in 2018
to N107,772 billion in 2020. These are reflective of a gradual recovery of the economy.

6.5 2018 - 2020 Medium-Term Fiscal Framework: 2018 Budget Projections

The aggregate revenue to fund the 2018 budget is projected at N5.65 trillion {11.0% or
N562.50 billion over the 2017 estimate of N5.08 trillicn). 43.2% of this is projected to come
from oil sources while the balance is to be earned from ron-oil sources.

Aggregate expenditure is estimated at N8.80 trillion {this include grants and donor funding of
N189.91 billion naira). This provision exceeds 2017 aggregate expenditure estimate of N7.44
trillion by 15.5% {or about N1.16 trillion). Of the total expenditure estimates, up to N2.60
trillion (inclusive of capital in transfers) is targeted at capital expenditure, representing 30.0%
of the budget. The allocation of this resource among the various spending Ministries,
Department and Agencies (MDAs) of government is driven by government's execution
pricrities and strategic focus outlined in the ERGP. Over the medium term, government will
continue to focus on critical sectors that quickly turn-around real sector growth. A provision of
N1.93 triflion has been made In the medium term to address the constraints which had
previously incapacitated the power sector in line with the PSRP, Other key spending includes
personne! cost which is estimated at N2.12 trillion and debt service of N2.03 trillion.

Following from the revenue projections and expenditure estimates, the fiscal deficit is
estimated to increase by about N592.75 billicn (or 25.0%) from the estimate of NZ.38 trillion
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in 2017. Although this remains below the maximum (that is, 3% of GDP) stipulated in the
Fiscal Responsibility Act, 2007, it Is however higher than the projected levels in the ERGP.

Thus, initiatives are ongoing to explore ways of generating additional revenues to bring down
the fiscal deficit by way of government assets ownership restructuring / sales. It is projected
to take a downward turn afterwards cver the medium term,

Table 8.3' 20%8-2020 Medium Term Fiscal Framework

il Production Volume (VIilt Barrels per day)

Projected Budget Benchmarl Price (USS per barrel)
Average Lxehange Rate (NV/USS)

! a\BLE FORTFGN: BUI]GI‘. j ; ; : : ] 3

8 |Share Df Oi Revenue 2, 122 175,903 405 2,441 563,319 652 3,241,025, 3'.'5 451 3,811,735, 033,156
b |Share of Divide nd (NLNG) * 25,585,000,000 20,017,415,730 34,805,882,353 56,246,305,882
¢ |Share of Minerals & Mining 1,064,532,425 1,170,985,667 1,288,064,234 |~ 1,458.341.548
d__|Share of Nop-Oil ) 1,373,211.428,771 1,385,281,578,208 1.557,48@@32.96'6 1,691,172,974,411

Share of CIT 807,823,799 444 794,688,445,303 506,103,365,935 066,768,887,292

Share of VAT 241,920,000,000 207,262,890,147 264,104,467.6350 300,721,164, 450

Share of Custom 377 567873648 | 324,850,497,742 224250217851 352.153,840,87

Share of Federation Acel,_Levigs 45904,755,379 57.870.741.012 63,027,981.531 70.529,08 l.‘fSJ
e |Independsnt Revenue 807,570.000,000 £47,848,500,000 890,345,925,000 930,387.071.230
f  |FGN's Share of Actual Bal. in Special Accts 6,643,653,741 5,287,994,473 6,973,485,854 5,230,121,891
£ |FCI's Batances in Special Levies Accounis 14,791,398 385 17,213,444,629 12,910,083,472 9,682,562,604
b IFGN's Unspent Bal. of previous Fiscal Year 50,000,000,000 - - - .
i IFGN's Share of Tax Anmesty [ncome - R7,340,000,000 - -
i |FGN's Share of Signature Banes i 114,298,470,334 | 114,298,470,334 . - i
k |Recovery from Swiss. (LJS£320 Mill) 97,600,000,000 - - -
1 |Domestic Recoveries + Assefs + Fines - 261,897,225 484, 374.,000,000,000 203,379,583,341 40,000,000,000
m__{Other FGN Recoveries 305.564.146.274 138.:437,708.421 168,979,167.030 57.391,666,812

- ; 195.919,791,292 ‘
4 R T 090, $3 667385 ] |
434412 950,249 - 451,458,654,074 480,558,085,850 506,606,901 842
1,663.885.430490 |- 2,28,011577,001 |  2,372.095551,031 |  2,556,734127,915

209.915, 780,83 - 220411 569

Gmnm and Donor Funding

Statutory Transfers

Debt Service
Sinking Fund te retire maturing bond to Loeal Conirseiors . - 177,460,296,707 22101,000,000,000 | 220,000,000,008 " 220,600,000,000
Recurrant (Nop-Debi) 3,640,920,033,436 3,169,117,545,129 3,367,973,925,316 2.996,442,403,072
a__|Persormet Costs (MDAS) 1,884,069,286,558 2,122.268 415,101 2.107.936.875.968 2,107,936,875 969
b _|Overhgads : 219.841,846,394 245.200.853 273 210,000.000.000 200,000.,000,005
¢ |SWYV Pensions [+ Presidential Amnesiy Programme, and Special 89,977,053,528 151,977,053,528 100,000,008,000 120,000,000,000
Interventions for 2016 oniy]
d__|CRF Pensions 191,631,846,956 191,631,846,956 220,000.000.000 220,000,000,000
& |SWV Power Secior Reform Programime - 194,339.376,271 251,402,049.347 59.438,777,103
£ _|Other Service Wide Voieg 138,700,000.000 19%8,700.000,000 208.635.000,000 219.,066,750,000
7 |Presidential Armmesty Prograrms 76,700,000,000 65,000,000,000 70,000,000,000 70,060,000,000
b [Refund to Special Accounts . 40,000,000,000 - - -
Special fnfervention Programme (Recwrent) ' 350,000,000,000 350,000,000, 00 350,000,000,000 350,000,000,100
|Capital Expenditure (Exciugive of Transfers) 2,174.496,775,867 2,377,079,337,605 2,388,509,113,656 2,451,981 702,683
Fiscal Deficit {2,356,773,720,938)|  (1.948,777,905,500) (2;452,027,263,295) (2,247,849,437,933)
GDP 107,958,331,860,000 | 113,088,878,152,768 124,438,730,249 469 134,715360,764,605
Deficit | GDF (2.18%) (2.61%) (2.13%) (1.67%)
Capiial Expendiiure as % of Non-Debi Expenditure 47.17% 40.92% 41.28% 43 22%
_Capital Bxpenditure ftransiers inclusive) us % of lotul FGN Expendlture 31,73% 30.22% 20.36% 30.00%
Recurrent Expenditure e % of total FGN Expenditure 68.27% 69.78% 70.64% 70,00%
Dedt Service to Revenue Aatio 32.73% 35.91% 37.45% 3741%

Defictt as % of teial FGIN Reveniie 46.34% 52.20% 41.92% 32,89%




7.0 ANALYSIS & STATEMENT ON CONSOLIDATED DEBT & CONTINGENT
LIABILITIES

7.1 Nigeria's Current Debt Profie

7.1.1 Debt Stock

Nigeria's public debt stock remains within accaptable debt thresholds despite the recourse to
debt financing to cover the significant decline in government revenues due to lowsar
international oil prices. Nigeria's tofal public debt stock at the end of the first guarter of the
2017 fiscal year was N18.16 trillion (or US$62.9 billion), representing about 18% of nominal
GDP. The projected Net Present Vaiue (NPV) of Total Public Debt to GDP at the end of 2016

is 13.5%.

Although this is approaching the Nigeria Debt Management Office (DMO) stipuiated
threshold for NPV of public debt to GDP of 18.39%, it is well below the World Bank’s debt
sustainability threshold of 56% for Nigeria and other peer couniries based on its Country
Folicy and instiiltional Assessment (CPIA) index ranking. The Federal Government's
domestic debt stock accounts for 63% of the fotal debt stock, the states’ domestic debt is
15% while the external debt of both the Faderal and State Governments represents the
residual of 22%. Thus, domestic debt represents 80% of the debt stock of the federation.

Figure 7.1: Trend in Nigeria's Total Puklic Debt [2011-2015) Figure 7.2: Debt Service Payments {2012-2016)
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7.1.2 Debt Service Payments

Although Nigeria's debt stock places it at a low risk of debt distress, rising debt service
payments relative to revenues have become a source of concern as it places a sgueeze on
government's ability to fund its expenditure programmes. Due to the decline in government
revenues, the debt service payment trend is worrying, and it emphasises ihe need for
government to grow its revenues and reduce borrowing costs as well as berrowing, Of
greater concern is the contribution of domestic debt service payments to the debt service
ratio as domestic debt service is currently 91.3% of total debt service. The potential risks
arising from this position are being addressed through Nigeria’s current debt management

strategy.

7.2 Debt Monagement Strategy

Nigeria is currently implementing the 2016-2019 Debt Management Strategy which
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addresses many of the concerns arising from the current composition of Nigeria’'s debt stock
and debt service ratios. The rising domestic debt profile was part of an ongoing strategy to
deepen the domestic debt market and reduce exposure to exchange rate risk associated with
debt contracted in foreign currency. This strategy has yielded good results with the
development of several debt instruments; however, the rising cost of servicing domestic debt
has led to a realignment of this strategy. This will entail a rebalancing of the debt porifolic
from an 84:16 distribution betwsen domastic and external debt to a 60:40 ratio by the end of
the 2019 fiscal year. Thus, longer term external financing will form a significant part of

Nigeria's debt portfolio going forward.

To mitigate exchange rate risk, new borrowing wili be contracted to fund investment projects
at concessional rates where possible. Also, projects to be financed with external loans will be
those that will support nor-oil export, and/or reduce import dependence such that there wil!
be no risk of exiernal debt overhang. Appropriate borrowing limits have been set for new
domestic and external borrowing in 2017 to operationaiize this objective. In addition, the
domestic debt profile is being restructured to smooth out interest and amortization payments.
Thus, a domestic debt composition with a 75:25 ratio for long to short term: debt has been set
for the end of the 2019 fiscal vear. In combination with ongoing fiscal strategies to improve
government revenues it is expected thal debt service costs as a share of revenues will

decline.

7.3 Neature and Fiscal Implications of Contingent Liabilifies

The Federal Governmant has improved its ability fo monitor contingent liabilities and mitigate
against the actualization of these obligations. In view of government's drive to deveiop large-
scale infrastructure projects through various financing means, including public-private
partnerships, the federal government bears a significant portion of the risk associated with
these projects. Given the potential fiscal implication if the liabilities relating to these
investment projects materialize, the federal government has developed a strong monitoring
mechanism to ensure projects are completed on schedule and within -legal stipulations in

contract documents.

Provision has also been mads in the annuai budget to offset liabilities such as pension
obligations. in the case of local contractor debt, & sinking fund financed through the federal
budget was created to amortize these bonds. Although additional work is reguired to account
for the full extent of FGN contingent liakilities, the declining size of total iiabilities, which is
due to the gradual settiement of debt obligations, is a positive development.

1 AMCON Guarantee 1,742.00 1,742.00

2 Local Contractors Debts 233.94 233.24 233.94 253.94 157.29

3 Federal Merigege Bank of Nigetia {FMB™N] 32.00 32,00 32.00 4.21 5.24

4 Guarantes on Agrculture 174.71%

5 Nigetla Expon import Bank (NEXIR] 39.40 61,00

& FCDA - Katompe Infrasiruciure Projact 744 7.44
Migeria Morigags Rafinonce Compamn

7 [NMRC) .00 E.Q0
Lekkl Port LFTZ Enterprise - Lekkl Deep 5¢

8 Port 157.40 0.00
world Bonk Parial Risk Guaraniee for A

9 & other Solar [PPs 456.6% 72.29

10 Fersion Arears for MDAS 1.322.43 1.271.06 1.231.04 1.156.47 1.132.21
TOTAL 3,505.08 3,27%.00 1.4%4.98 1,654.47 1.a45.46

Source: Debt Management Office
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8.0 RISKS TO THE MEDIUM TERM OUTLOOK

The Nigerian economy is making a gradual recovery from an gconomic recession. ‘However,
rigks likely to slow the pace of recovery or overtumn the progress made thus far persist. These
risks exist both within the local environment and global economy and have the potential to
curtall the medium-term economic targets set in the ERGP. Thus, in developing the 201&-
2020 fiscal strategy, critical risks have been identified and assessed and mitigating strategies

proposed.

8.1 Global Economic Trends & Geo-Polifical Tensions

Accerding to the IMF's World Economic Outlook (WEQ) of July 2017, world ecanomic growin
is projected to riss from 3.2% in 2018 to 3.5% in 2017 and 3.6% in 2018, The prospects for a
strong and sustained recovery in advanced economies over the medium term are limited due
to persistent structural constraints hindaring productivity increases. In view of the
interconnectedness of the global economy, the potential for contagion effects, should these
risks materialise, must be considered. As the US raises interest rates to tackle rising inflation,
spill overs to emerging market economies are expected as investors move to a more stable

environment to take advantage of higher rates.

Significant upheavals in political structures in major sconomies such as the US, the United
Kingdom (UK) and France have fostersd uncertainty about future policy direction in key
areas. The move towards protectionism as more economies adopt inward-locking trade
strategies is a threat to interational economic cooperation. The US withdrawal from the
Paris Agreement on Climate Change could alsc pose a setback to efforts to bring countries
together to tackie the urgent issues relating to climate change. As trade agresments, most
significantly the UK'’s withdrawal from the European Union, are redrawn, ripple effects could
adversely affect emerging economies like Nigeria. To mitigate these risks, the ERGP
balances an outward-looking export-led strategy with policies and programs designed to take
advantage of Nigeria’s large population by stimulating domestic’ economic activity to address

local needs.
8.2 International Oll Market Developments

8.2.1 Qi Prices

Qil prices are not expected to recover to the high levels attained prior to the price coliapse in
late 2014 in the medium term. The recent rally in prices, from lows of $30 per barre! and
below in early 2016 to about $50 per barre! up till mid 2017, was driven by constrained oil
supplies resulting from OPEC production cuts. The ramping up of non-OPEC supplies in the
medium term, especially from US shale oil production, is expected fo have a dampening
effect on future price increases, especially as cost of shale production continues to decline.
Thus, the medium-term outlook is for prices to hover close to the $50 per barrel mark, To
safeguard its revenues, Nigeria will continue to implement a countercyclical fiscal policy by
projecting revenuss based on a benchmark il price lower than oil price forecasts.

8.2.2 Qi Demand & Supply Risks

The modest projections for global economic growth over the medium-term point towards &
moderate increase in oil demand. Emerging economies in the Asia region are expected fo
drive most of the growth in demand as they gradually regain momenturm in output growth. In
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response to the supply glut arising from an oversupply of product into the oil market, OPEC
member countries agreed o production cuts, exciuding Nigeria and Libya, which were
exempt from the agreement. Compliance with the clts fed to & moderation in supply anc
corresponding increase in prices; however, there is concern about the impact of increasing
production from both countries on prices in addition to the increase in output from non-OPEC
production. OPEC has signalled its intent to maintain the current agreements till March 2018
to bring global inventory levels down and this will be counterbalanced by expectations of an
aggressive push by the US to increase its production. On balance, supply is projected to
outstrip demand in the medium term. Beyond 202G, oil suppily growth is expected to stall
unless much needed new investments in the oil industry come on stream,

Qil market movements are determined by a confluence of factors, many of which are external
o the Nigerian economy. At present, Nigeria's oil production is below target and as the
Petroleum {ndustry Bills are signed intc law, deferred investments in the industry are
expected to materialise and result in increased production. Efforts to ensure peace and clean
up poliuted communities in the Niger Delta region will also contribute to production increases.
The volatility and downward movement of oil prices have led to a renewed drive for an
increase in non-oil revenues which are more stable and broad-based. The strategies to
mitigate the impact of oil price shocks rangs from short to long term, aimec at moving the
economy towards diversification of revenues and foreign exchange eamings.

83 Exchange Raie Risks

About 90% of Nigeria’s foreign exchange earnings originate from oil revenues. The
prolonged oil price shock has led to a stesp depreciation of the Naira against the US Dollar.
The limited supply of foreign exchange has moderated the demand for imports, especially of
consumer goods. Business activilies have also been constrained given the reliance on
imports of capital goods and other preduction inputs, To- address these risks, the Central
_Bank of Nigeria has made efforts to meet the demand for forex through sanctioned channels.
This is being implemented alongside a strategy tc maintain external reserves at optimal
levels. On the demand side, the rebalance in the debt management strategy towards
external borrowing impiies an increase in exposure to foreign exchange risk as debt service
obligations. rise. This risk is being addressed by favouring borrowing at concessional rates
under long-term borrowing arrangements. The adoption of these policies and strategies
should result in a considerable reduction in the debt service burden.

8.4  Risks to Non-Oil Revenue

The restructuring of Nigeria’s revenue profile to increase eamings from non-oil revenues is
underway. The downiurn in the econemy led to @ dampening in business activities resulting
in a reduction in tax revenues. Given the fragility of the recovery, strategies are under
implementation to ensure the return of business enterprises to greater profitability is not
jeopardised. Thus, consiraints to doing business in Nigeria are being addressed anc work
aiready carried out in this regard will be expanded over the medium ferm. Investments in
infrastructure, particularly in power and transport, are alsc being pricritised to remove the

strusiural impediments to growth.

On the public-sector side, work on expanding Internally Generated Revenues (IGRs; from
MDAs and Government Owned Enterprises (GOEs) continues and this will include legislative
amendments to laws which contravene the 2007 Fiscal Responsibility Act. Some other
initiatives to boost non-oil revenues would also require legislative acticns, the ouicomes of
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which reguires collaboration between the Executive and Legislature.,

Specific strategies to bs adopted include a one-time tax amnesty, elimination of multiple
taxes and deployment of trained tax officers to collect revenues, Implementation of these
initiatives will ultimately result in increased compliance and a widening of the tax base. An
increase in the VAT rate on luxury items from 5% to 15% by 2018 is being considered while
customs revenues are also targeted for increase as ieaks are plugged and modernisation
reforms in the Nigeria Customs Service are implemented.

85  Transifion from Developrnent Ald Arrangements

Nigeria's relationship with several development pariners is in transition due to its
reclassification as a middle-income country in 2014. Due to the change in status, Nigeria
crossed the threshold for access to the International Development Association (IDA) funding
of the World Bank, the African Davelopment Fund (ADF) - the soft-loan window of the African
Development Bank (AfDB), and other development partners which apply similar parameters
for determining access to concessional financing. GAVI, the Vaccine Alliance ptaced Nigeria
on a S-year transition path in 2017. Thus, by 2022, Nigeria will be expscted to bear the full
cosis of seek alternative funding for vaccines, estimated ai over US$300 milion annually,
Other significant partner relationships are already evolving as commitments to Nigeria by the
United States President’s Emergency Plan for AIDS Relief (PEPFAR) and the Global Fund to
Fight AIDS, Tubsrculosis and Malaria amongst others are currently on a downward
trajectory. These changes will have significant fiscal implications given Nigeria's low revenue
profile. Increased debt service payments, if accelerated repayment clauses are trigaerad, will
also increase the fiscal burden. To address these changes, an Aid Transition Plan is being
developed. The plan wauld signal Nigeria's commitment 1o limiting the impact of this
transition, provide a decision framework for mainstreaming affected development-partner
assisted programmes into the government budget and make recommendations on the pace

and manner of transition.

To exiend the risk-anaiysis, the likelihcod and possible impact of conceivable risks are
further assessed in Table 8.1 :

Table 8.1: Risks Likelihood, Impaci and Mitigation Strategies

Risk - | LikelihoodD | impact . | Mitigation

(HIM/L)

(H/M/L)

Natural disaster

L

H

The FGN will maintain a minimum
balance of N20bn in the ecological funds
account for immediate emergency
response in the event of a natural
disaster.

Domestic ¢il production
shocks

With renewed government commitment
o dialogue, engagements  and
implementing lasting solutions to the
Niger-delta agitations, it is expected that
preduction cuts due to militancy will
significantly reduce, except in the event
cf technical breakdown,

Oil price shocks

From all  indications, the current
moderate crude oil price trend is likely to
persist given supply-side factors. The
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main fiscal tool to address this is the
continued adoption of a conservative oll
nrice benchmark for fiscal projections.

Insurgency

Bold efforts from this administration in
guelling the insurgency in the North-East
will be sustained and managed.

A twin track approach of dialogue and
military force shall be deployed in the
gvent of an upsurge in major sacurity
violations.

Foreign Exchange
Supply / Rate Risk

As crude oil revenues stakbilise, the CBN
is implementing policies to liberalize the
FX markst, curb speculative activities,
commit to meeting forex demands while
building external reserves.

Failure to meet nen-oil
revenue projection

Key legislative amendments required to
operationalise some of the specific
interventions targeted at improving the
IGF.

Coliection efficiency of major revenus
gensrating agencies will also be |
improved upon,

Development Ald
Transition — especially
Vaccine Financing

An Aid Transition Plan to manage
Nigeria's graduation from significant
develcpment partner-assisted
programmes is being developed. To
address the immediate concern of loss
of vaccine financing, afternative funding
arrangements are being negotiated. To
address local production of vaccines in
the Jong term, a Joint Venture
Agreemeni with Biovaccines Nigeria
Limited, co-owned by FGN and May &
Baker Nig. Plc was signed in June 2017,

Subnational
government ballouts

Many state governments appear to have
developed a dependency on the bailouts
from the FGN to guarantee their fiscal
sustainability. These bailouts exacerbate
liquidity pressures in the economy but
are nonetheless  useful  indriving
consumption  expenditure, a kesy
ingredient for economic growth. They
cannot however continue indefinitely.
The Federal Ministry of Finance has
aiready commenced a process fo
gradually wean the states off the
bailouts. The improving trend in monthly
Federation Account allocations will also
help in this regard, just as will the

Subnational governments will also be
encouraged to grow their IGR

sattiement of FGN obligations fo the
e siates, - R S




Failure of Power Sector
Recovery Programme

The FG has fast-tracked a N701bn CBN
faciiity to NBET, as part of the PSRP. A
$2.5bn World Bank facility - (of which
$1bn is a performance ~ based loan,
designed as a budget support)io
support the implementation of the FGN
PSRP is under negotiation. Talks are
also ongeing with AfDB and other DFl's
to raise additional funding. Other
government initiatives to restructure the
sector and return it to viability are also
being implemented as part of the
programme. Without concrete reform
actions, access to these support faciliies
may not materialize,
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2018 - 2020 MTFF

Oil Preduction Volume (Miil Barvels per day)

40F / Manp

Fage 1 of 11

2 I 3; 5} M2
3 |Badget Oil Produetion Yolume Net ¥nereroental Oif Prodution for 2.20 2.30 2.30 159 2.74 | {.3
4 |Projecied Budpet Benchmark Price (USS per barred) 44.5 42.05 45.0 50.0 520 4
-5 |Average Exchange Rate (N/USS) 305 305 30540 305.0 3050 3
6 |0il production (mhpd) " g
7 | Jomnt Ventures 0.83 1.00 1.01 1.0z 1] 7
) Alleraative Funding - - - - 8
9 1 Modified Carry Amangement 0.39 0.22 0.31 038 &
1G |  Production Sharing Contracis 0.84 0.84 1.01 0.98 10
i1 Tndependents 0.17 0.16 0.21 0.32 11
121 Bervice Coniracls 0.01 0.00 0.00 0.011112
13}  Marginal Fields 0.05 0.06 0.03 0031113
i4 | Repayment Arrears - 0.21 0.25 028 (|14
15 |Total Production (mbpd) 2.20 1.90 2.51 2.83 3.0t 115
15 EN
R FEDERALL TRCTIRE B S : i Ba | 16
17 1Gross Minerals Revenue 5,397,971,657,376 6,386,665,230,014 9,128,290,144,686 10,188,836,112,348 17
i8 | Gross Oil Revenue (Ses Line lem 70) 5.334,448,769,771 6.322.204,660,390 |  ©,053,472,744,802 | 10,069,408,152,481 | | 18
19 | Dividend Payment {NLNG) (See Line Hem 91) 61,000,000,000 61,685,393,258 71,764,705,882 115,971,764,706 | | 19
20|  Solid Minerals (NLNG) (Ses Line [tem 96} 2,522,887,605 2,775,176,366 3,052,694,002 3,456,195,161 20
21 |Other Revenue (Gross) 5,339,128,710,208 5,506,745,954,657 | 6,050,790,258,016 |  6,624,480,393,861 | | 21
22 | Gross Non-Oil Revenue {See Line Itern 1 19) 5,066,761,333,984 5279780041364 1 5670487928804 |  6,193,161,025238 || 22
23 | Non-Federation Account Levies for Targeted Expenditare 53,430,111 ,540 67.357.730,625 73,360 418 8R3 75,717,248 408 | 1 23
24| Education Tax 194,817 264,684 207,072,109,415 242,728.926,657 284,528,020,027 24
251{ National Information Technology Development Fund 24,124,000,000 42 536,073,253 64,211,983,672 71,074,100,188 | | 23
26 1Total Federally Collectible Revenue 10,737,100,367,585 11,983.411;184,671 15,175,080,402.702 16,813,316,5606,209 26
28 |GROSS FEDERATION ACCOUNT INFLOWS 10,403,732,991,360 11.604,759,878,119 14,727,013,.367,607 16,266,025,372,880 28
22 |OJL REVENUR 29
30 |Crude Oil & Gas Sales (Met of Cost Recovery) 1,683,287,728,039 880,271,600,000 1,080,654,623,138 1,594,684,099,254 1,652,361,6206,279 30
31 NNPC JV Crude Oil & Gas (Profit GiD) 1,325,708,303,277 42,616,356,477 230,178,117,603 341,379,345,377 31
32} MCA Crude Qil & Gas (Profit Qi) 8,889,880,787 219,763,536,325 347,194,868,267 443,144,353,983 32
331 PSC Crude Qil & Gas (Profit Oil) 348.,086,716,255 315,274,130,336 514,311,113 383 364,837,926,91% | | 33
341 PSEC Crude (il & Gas (New Termns) 320,000,000,000 320,000,000,000 320,000,000,000 | |,
351 SC Crude 0il & Gas (Profil Qif) 542,827,719 - - - A5
36| Forward Sale 183,000,000,000 183,000,000,000 183,000,000,000 | | 36
37 [Gas Sales (Wet of Cost Recovery) 544,468,234,207 56,145,000,000 - - - 37
38 |Petrolenin Profits Tax on Oil & Gas {Net of Cost Recovery) 1,105,56%,498,825 424,144,000,600 2,666,018,279 576 4,693,021.254.005 5,266,043,103,579 38
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