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The economic and fiscal estimates presented in the 2021-23 MTEF/FSP incorporate
assumptions, narratives and judgments based on information available at the time of
preparation. These estimates are subject to uncertainty. This MTEF/FSP provides detaiis of
the historical performance of Budget forecasts for the Mmacroeconomic aggregates of raal and
nominai GDP, as well as for estimates of government revenues & expenditure. The Fisca!
Strategy Paper also presents a number of economic forecasts / projections and key
underlying assumptions as well as Government's medium-term outiook.

This document is available at - www.budgetoffice.gov.ng
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1. INTRODUCTION

A fundamental objective of government in preparing a budgst is to ensure that resource
affocation Is prioritized in a manner that ensuree that funds reach where they are required
most. Budgets are tools that the government employs to drive economic poficies aimed at
upiifting underprivileged sactions of the sociely, facilitating financial inclusion, mitigating
regional disparity, upgrading defence capabilities, providing proper edusational and healih
iacifities. This underscores the utmost importance government attaches to the preparation,
irepementation and monitoring of a well-planned budget. The Medium-Term Expenditure
Framawork and Fisca) Strategy Paper (MTEF/FSP) provides estimates and projections that
e annual budget ptanning and fiscal management over a three-year period.

e compliance with the provisions of the Fiscal Responsibility Act (FRA} 2007, the Federal
Govemment of Migeria {FGN}) prepares the MTEF/FSP to encapsulate the policy thrust behind
SaveTmETETE s venue and expenditure estimates. The MTEF/FSP highlights revenue
grajections, expenditure plans and fiscal targets over the medium term based on a reliable
== consisteri Tscal outlook.

The design of the 2020-2023 MTEF/ESP is coming at a time of complex severe health and
scaric ofsss inflicied by the COVID-19 pandemic. Though global in effect, the
==cresconermc  avolutions  have significantly impacied the Nigerian economy. The
Hefministraien secognizes that a strengthened implementation framework is required to
achieve the objectives of this medium-ferm plan. Government has institutad improved inter-
sectordl linkages; strengthened parinerships; and reinvigoraied govemance and inclusive -
stakeholder relations. This is to strengthen implementation processes and ensure that the plan
delivers on its promise.

This MTEF/ESP is not simpiy an internally drafted bluepsint, but rather a framework that has

- Beerinformed by a process of broad-based dialogue with stakeholders. it is meant tc minimize

B agverse Epacts of the COVID-19 pandemic and other crises, accommodate changing
=fifies promal the economy on the pati of accelerated growth as well as serve as a reference
point for further dialogue and planning.

23 ECONGMIC AND FISCAL OUTLOOK

Z1 Global Economic Developments and Implications

e giobat scoromy practically came to a standstill as a result of COVID-19 pandernic, which
s spread o over 200 countries and territaries, with negative implications for global growth.
Z¥Sry country nas witnessed reduced economic activities in the first half of 2020 owing to
giobal suppiy chain collapse and depressed demand. The economic crisis, the worst since the
Great Depression has been exacerbated by collapse in commodity prices across tha worid.

Extreme uncertainties still exist around the global growth trajectory. A combination of factors
has_increased the unpredictability of economic output across the globe. The intensity and
efficacy of containment efforts in territories, the extent of supply disruptions and productivity
tosses, the repercussions of the dramatic tightening in globai financial market conditions, shifts
n spending patterns and behavioural chianges have raised world output volatility. The
grogress it finding a vaccine andfor therapies will significantly define the path of recovery.

2udgst Offics of Ine Federation FFMEBNP
T - 2093 MITF/FST
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Global Economic Growth (%)

Projections The International Monetary Fund

2019 3020 2021 (IMF) hinted that the global economy

World Output 2.8 4.9 5.4 is aleady . in  recession, with

Advanced Economies 1.7 -8.0 4.8 lockdowns in most countries, COVID-

inited States 2.3 -8.0 4.3 19 has severely impacted the global

Furo Area 13 -10.2 6.0 aconomy. Except for China, whose

Emerging Market & Developing econcic growth is expected to taper to
Fcanomies 3.7 -3.0 59

1%, all major economies are projected

China 6.1 1.0 8.2 to slide into recession in 2020. Global
IBndfi :i :? gg economic growth is projected to
raz . -5, . . .
! .99 d g :
 ub- Sahacan Africa Y 32 14 decline from 2.9% recorded in 2019 to _

a negative 4.9 % in 2020. Growth in
pouth Africa 02 4.0 33 lthe United States will recede t0-8.0%,
while emerging and developing
economies will decline to -3.0% in
2020. Emerging and frontier economies have seen a reversal of growth trajectories. Growth
in Sub Sahara Africa (SSA) has been further reviewed to fall sharply ta  -3.2%. Propitiously,
the IMF forecasts a rapid rebound of the global economy in 2021. World output growth is
projected {o accelerate by 5.4%, Emerging Market & Developing Economies (EMDESs) are
projected to rebound to growth at 5.99%.

Source:IMF, WEO, June 2020

Countries are implementing several stimuius packages to mitigate the impact of the crisis on
the welfare of their citizens. EMDES' capacity to activate and sustain economic stimuius
packages is however constrained, Poor govermment revenue performances are also
compounding debt problems.

2.2 Macroeconomic Performanc_e of the Nigerian Economy

The economy has grappled with acceleration in real GDP growth since the exit fraom recession
in Q2 2017. Inspite of twelve consecutive quarters of positive growth, GDP growth rates
remained below desirable targets {growing below population growth rate).

The NBS projects that the Nigerian economy will contract by -4.2% in 2020, as the COVID-1¢
pandemic and resultant oil price shock have exacerbated the vulnerability of Nigeria’s fiscal
and monetary landscape. Prior to the outbreak of the pandamic, the Nigerian economy had
been characterised by wavering external sector and improving internal economic indicators.
Over-dependencs on oil revenus, constrained fiscal Space, low foreign and domestic
investmenis, declining foreign reserves made the economy disproportionatefy vulnerable to
the twin shocks of ol price coftapse and a health crisis. The informal sector, which accounis
for over half of Nigeria’s GDP will be severely negatively impacted.

Budget Offics of the Federafion / EMEBNP
2021 ~ 2023 MTEF/FSP
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Zv'2.1 Real Sector

{a)  GDP growth and Sectoraf Performance

Gross Domestic Product (GDP)
grew by 1.87% (year-on-year) in
real terms in Q1 2020. Growth in
the non-cil sector was driven mainly
by Telecommunications, Financial

Institutions, Crop  Production,
Mining and Quarrying and
Construction subsectors.
Nevertheless, the performance

recorded in Q1 2020 represents a
drop of 0.23% compared 10 2.10%
growth in Q1 2019, and 0.68%
decline from 2.55% growth in Q4
2019, reflecting the earliest effects
of disruption caused by COVID-19
pandemic and crash in oil price.
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Figure 2.1: Real GDP Growth Rates Q1 2014 - Q1 2020
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Figure 2.2: Sectoral Quarterly GDP Growth Rates, (2014 Q1-2020 Q1)
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Sectoral GDP growth saw a
contraction in key contriputors to
the GDP. Trade contracted by
2.82%, while Information
Cemmunication Technology
slowed tc a growth of only 7.65%
from 11.08% 2019 full year
growth. As a whole, the non-oii
sector grew by 1.55% in real
terms during Q1 2020, a decline
by -0.93% compared tc 2.47%
recarded in Q1 2019. Economic
sectors that recorded weaker
performance relative to Q1 2019
include Quarrying, Read

tfransport, Accommodation and Food Services as well as real estate. The oil sector grew by
2.06%, showing a decline from 6.36 percent recorded in Q4 2019,

Budget Office of the Tedaraiion / FMFBNP
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{6} Unemployment and Underemployment

Figure 2.3: Unemployment & Underempioyment Rate (01 2014 -Q3 2018} .

25 Unemployment rate was 23.1
50 el percent (or 20.9m people) as at Q3
15 2018 while underemployment was
30.1%. The rise In  youth

10 unemployment, has fueled the rising
spate of criminal activities and anti-

soclal behaviour. Government is

q{\9@\,@@»’\9&‘,&”&,@5@@F&{o@@&@ﬂ@@n’@Fﬁ,\,«@f\@g\@aﬂ?@@.& currently implementing various
FEEETIIP R SRS F I GRS P schemes tailored to productively

sngage the  teeming youth

~mewnemployment Rate  =wssatinder Employment Rate populatfon.

2.2.2 Monetary Sector
(a)  Inflation

Figure 2_4: inflation Rate (Jan 2014 ~ May 2020)

Consumer Price Index {CPI,
which measuras inflation,
increased by 12.40% (year-on- so
year) in May 2020 rising for the
ninth consecutive month, and
represents the highest rate 30
recorded since May 2018. Thisis  q
0.06% higher than the 12.34%
recorded in Aprit 2020 owing
largely to the increase in the cost o

40
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The composite food index rose gaassasaaaassaaaaaga
& . NNNNNNNNNN(‘JNNNNNNNNN

by 15.04% in May 2020

o2 Care Food

compared to 15.03% in April
2020. The rise in the food index is
exacerbated as clashes between herders and farmers worsen insecurity in addition o the
disruption in inter-state fravels owing to the coronavirus pandemic.

(b} Interest Rate

The Genfral Bank of Nigeria (CBN) has adopted measures to rein in inflation and reduce

pressure on the Naira in the foreign exchange market. The Monetary Policy Committee (MPC}
recently reduced the monstary pclicy rate by 100 basis points to 12.5%, the first rate cut since
March of 2018. The decision was aimed at alleviating the economic impact of the coronavirus
pandemic and collapsing oil prices. :

The lower rate is expected to stimulate cradit expansion to critical economic sectors to support
employment. The Bank however kept the Cash Reserve Ratio (CRR), Liquidity ratio, and
asymmetric corridor unchanged.

8udyet Office of the Federation / FMFBNP
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Figure 2.5: Exchange Rate (USD/NGN) Figure 2.6: Mloney Market Rate
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2.2.3  Fiscal Sector

Fiscal buffers are currently very lean. The recent cut in oil production by OPEC and its affes
to stabilize the world oit market has further squeezed projected net government revenues Fom
the oil and gas sector, with consequences for foreign exchange inflaws oo the SCOnaIy,
External debt balance at end of Q1 2020 stood at USD 27.67 billion and Excess Saxie
Account (ECA) barely USD71 million. With the Balance of Trade (BOT) at UDS18.7 bitiorang
widening fiscal deficit on account of lower oil revenue, the fiscal space is cinically constrafrsd.

Fiscal measures are being instituted to iImMprove government revenues and entrench a regime
of prudence with emphasis on achieving value for money. Some of the reforms contained in
the Finance Act 2019, including the increase in VAT rate to 7.5%, are being implemented to
shore up government revenues. The goai of fiscal interventions is to keep the economy active
through carefully calibrated regulatory measures designed to boost domestic value-addition,
de-risk the enterprise environment, attract external investment and sources of funding wiit=
marnaging existing debt obligations in the most fiscally sustainable manner.

Government is seizing the opportunity of the crisis to intensify economic diversification o
ensure growth in non-oil exports, reduction in the import bill and improve economic
competitiveness. Nigeria is currently implementing a modest stimulus packags and orovading
palliatives for the most vulnerable members of the society. Fiscal support fs ailso befng
provided to sub-national Governments and selected business sectors negatvely impatisthy
the COVID-19 pandemic.

i
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{a) Trade
Figure 2.7: Foreign Trade (NGN' Billion) (01 2008 — Q2 2020
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aftributed to the decline recorded in the value of both crude oil
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Foreign trade in Q1 2020
was estimated at N8.3
trillion. The value of exports
reduced to N4.08 trillion
from N4.77 trillion recorded
in Q4 2019, while import
stood at N4.22 trillion in Q1
2020 when compared to
N5.35 trillion recorded in
Q4 2019, indicating a
21.08% decline.

Q1 2020 et e

Trade balance maintained
the negative trend standing
at ~N138.99 billion, from -
of balance-of-trade could be
exports and non-crude oil

exports. In Q1 2020 Crude ol exports stood at N2.944 trillion while non-crude oil exporis
recorded was N1.14 trilfion.

(b) External Reserves and Capital Flows

Figure 2.8: External Reserves (USD Billion} {Jan 2015 - May 2020)
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Monetary policy rates have been relatively high and stable with
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lowing down, with the total declining to US$386.28 biflion in

June 2020 from US%$44.7
biilion in April 2019, an 18.6%
drop. COVID-19 compounded
the steady decline in external
reserves which s largely
attributable to low foreign
investment flows and the
impact of the decline in the
international ol price on crude
oll receipts.  The moderate
recovery in crude oil prices in
May 2020, and  the
disbursement of IMF's
US$3.4 billion rapid financing
instrument momentarily
eased the pressure on

the goals of checking capital
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cutflows to stow down external raserves erosion.

The uncentainty and general decline in global economic activities caused by the COVID-19
pandemic have inspired a flight to safety, and further dimmed the prospect of reversing the
downward trend in foreign portfolic investments (FPls) in the Nigerian Treasury Bills (NTBs),
a major source of dollar inflow into the country.

2.2.5 Tax Expenditure Statement

Improving the tax administration framework to optimize government revenues has been a
major thrust of the Administration’s Public Finance Management PFM) reforms. Government
has taken the view that preparing a Tax Expenditure Statement (TES) will further enfrench
accountability and transparency in the management of the economy.

The purpose of the tax expenditure statement is to provide further transparency around policy-
motivated ‘expenditures’ made through the tax system. Government understates public
expenditure when tax waivers/concessions are excluded from expenditure estimates in the
annual budget. The result is simifar whether government chooses to spend directly on, or
forego revenue from, certain individuals, groups, or activities. Government expenditures
thersfore can be explicit as in direct expenditure outlays on public health, education and
infrastructures or implicit as in tax expenditures. Tax expenditures in Nigeria take the form of
an exemption, allowance, preferential tax rate, deferrai, or offset that reduces a tax obligation
o achieve a specific policy objective.

The statement is not intended to be an evaluation of policy effactiveness or desirability.
Estimating tax sxpenditures is expected to facilitate formulation of evidence-based policies.
The Statement is also intended to create incentives for taxpayers to change their behaviour in
ways consistent with economic poiicy direction. A fuller discussion of the objectives and
modus of preparing the TES is attached as annexure 2 to this MTEF/FSP. A detailed TES
including estimates of the fax expenditure will accompany the 2021 budget.

3.0 REVIEW OF 2019 BUDGET PERFORMANCE

The perfarmance of the 2019 budget parameters shows that GDP growth and oil production
fell beiow target, while inflation and oil price closed better than projected.

Jable 3.1: Performarice of key 2019 budget parameters
3.01

1 GDP Growth Rate (% 2.?

)
2 Oil Production {mbpd) 230 *1.96
3 Oil Price Benchmark {USS/b) 60 £7.2
4 Inflation (%) 12.50 ¥*11.98
5 Exchange Rate {N/S) 305 305.9

* This excludss Incramental prodcation for repavment of cash calt arears.
== This reprasenis rilation rote as o* Decemiber 2019
Source: BOF, NBS, CBN, NNPC, OPEC

Budget Otfice of the Federction / FMFRNP
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3.1 Revenue Quttuins

3.1.1 Oif Revenue

Gross oil and gas budget revenue was projected at N9.33 triilion for FY2019, but only N4.60
trillion was realized. This represents 49.4% performance. After deductions (including 13%
derivation), net ol and gas revenus inflows to the Federation Account amounted to N2.831
trillion. This represents a shortfall of N4.77 trillion (or 62.8% of the budget). Lower than
projected oil production, high production cost, as well as higher costs incurred by NNPC on
federally-funded projects, were largely responsible for the shortfall.

Py TR

AlOIL REVENUE

2}Gross Of and Gas Revenue 9,326.95] 4,604.48] {4.722.46)

biDeductions® 1,722.25) 1,772.18 50.94

ciNet Gil and Gas Revenue 7,604.71) 283130 (477341 H2.8%
B|NON-0IL. REVENUE s
alNon-0il Taxes 4,280.43]  3,62025]  (600.08) -15.4%] illion
f Cowporate Tax 1,761.563| 1,518.85 {242.88)

W] VAT 1,708.38] 1,188.38] (517.81)
ii| Customs 812.51] 847245 2095 3.7%
NVl Consolidated Taxes 70.66 70,66

b|Dedustions 208.62 192.20 {15.82}

cjNet Non-Oil Taxes 4,070.81] 3,427.85] (643 .76)

d|Gther Revences™ 275.74) 40377 128.08]  46.4%
e{Net Non-0il Revenue 4,346.55] 3,831.32 (515.24y  -11.9%

" This include 13% derivation

“* These insk:de Minerals afier derivation as well as Aclual baances in spocial ascount

exciudes FGN Independent Revenues

Note: The VAT nciudes surcharga on bixury #ems. Alse, the Net Non-08 Revenus refers o
those aceutalle fo the Federal and avafable for sharing by the tiors of Governmeni: thes, it

Source: BOF, OAGF, PRMRC

| nen-oil

and
-13.8%)| representing 88.2% and 69.7%
30.3% collection
respectively. Customs collection
-8.0% was N842.46 bilion or 3.7%
15.8% more than the target.

2 3,1.2 Non-Oil Revenue
1 N3.83 trillion was generated as
revenues

as against

1N4.35  trillion projacied.

This

0% mplies a collection performance
3.0%] of 88.1%. Of this, Corporate Tax

and VAT collections ware N1.52
Niig

trillion,

nerformance

3.1.3 Main Federation Account Pool and VAT Pool Accounts Distributable
Tabie 3.3 Fedaration Account Revenue and VAT Distributable, 2019 (N'Billicn}

The amount available for distribution
from the Main Federation Account
Pool was N5.05 trillion. Of this, the
Federal Government received N3.19
trilion while the States and Local
Governments received N1.36 trillion
and N1.25 trillion respectively.
Federal, State and Local governments
received N171.16 billion, N570.52
billion and N399.38 billion respectively
from the VAT Pooi Account.

Budget Office of the Fedarafion / FMFBNP
2027 - 2023 MTEEF/FSP

"A|Net Main Pool

=z 68 50, 7%

Distrbutahle® ) 10,138.46| 5,051.50] {5.767.58] -au,Zi
NESN's Share (£2.68%) 5.341.47| 2,681.135] {2580.33) -S00%
i|States' Share (26.725) 2,709.96)  1,349.76] (1,359.50) SO.7
Miocal Gowt's Share (20.60%)|-  2,088.73] 1,040.51] (1,048.12)] -s0.7%;
BiMet VAT Pool Account . : g
Distrlbutabie 1,638.14)  1,941.04 (-EQ?AQ)i -30\.%
W|FGH's Share {15%) 248.72) 17116 74.58) -36.3%
¥jSiaes' Share {53%) §-9.07 £70.52 (242.53)]  -30.3%
vi| Leeal Covi's Shars (35%) $73.35 399,38 17358 39,39

Saurce: BOF, DAGF, PRMRC
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3.7.4 FGN Revente

FGN's  actual revenues totsled
N4.54 trillion by yearend 2018, Out
of this, oif revenue was MN+4.79 trillion

N _|FEDERAL RETAINED REVENUES asdbul 2. -aswl (representing 39.5% performan ce)
A . -
I 1| _OiRevenus - 383820 | 170168] (15we65| -siwl While Non-oif tax revenue was N1.23
2] Shara of Dividend (NLNG) 35.89 @o8g | -t00%] 4. Q arT
3| Mineras & Mining Rovenue 1.20 2.1 .82 E4% t[’l”lon (88 /6 penormance)'
4] Non-0l Revanue: 149948 | 123443] {17a75)] 2%l Com pany Incame Tax {_{Z{T} and
i o 81337 s3470! (11850 -15% — o maai— -
i var mane | w897s| (essg| wew| Value Added Tax {VAT) collections
Y Customs Revencas 310,87 357.26 £6.3% 15%. iﬁm i et WARD T
| v Federation Account Levies 55.62 2273 {32.35) -59% “{e_re N69470 b S N1 53' o
B 185884 | 1.51224] (3ave0r, 19w biflion respactivery, fgaresentg@
1l TENindependsnt Rovenue G31.058 557.34 [T3.745) -13% - :Z L, ~
2! FCN Oalances in Special 2124 [ saodo| wzie | zeaswp 83% and 70% of e Budget
Accocmsd evies ) ) - antrers = nded e
3] FGN'S Share of Signanre Bamas siz | memar] asia| T oustoms 99”"’“‘“""*" * m_ s B
| 4| Domestic Recoveres + Assats = Fines 203,38 vo78| (areny -7 N378.98 hillion, of TR N3O oN
5| Eanmarked Funds {Praceeds of Qi : P o o - " P
Assats Qwrership Restructuring: 7100 i (7000 -100%, bl wag froom i ToaE  gulies,
61 _Grants ang Doner Funding 208.92 135] (2omze)| gow axnise snd fees, wRie R ZZ 73 Dt o

was from Special Levies. Other revenues amounted to Ni.51 trilfion. This includes
Independent revenues of N557.34 billion.

3.2 Expenditure Qutturns

Table 3.5 FGN Expenditure Performance {}an - Dec) 2019

Of the appropriated Budget of
N2.82 fiillion, NB8.29 trillion
(representing 93% of the

Budget! was spent. The FGN EXPENDITURE 8,916.95
! A
: Statutory Transfers 50206 |
Spendmg was Iarg_ery _On B{Recurent Expenditure E.318.65
recurrent expenditure, including [ 1l NonDebt Recument Expendiure 4,06594
ar- . a Personne! Costs 2 7B8ET
N2.45 trition for debt SEIvICE, b Pensiong & Gratuites including Sarvice 59507
and N2.60 frillion for Personnel || widcpension
. . . i, Overheads 262,13
cost (including pensions). As at il Servicn Wide Votes L 35453
! j e | M| Presidentast Amnesty [ 53,06
the end of year, N1.17 trillion v Specalimerveion Fragrane 000
(representing 55.6% of the ¥l BWY Power Secter Refors e
. L | Prosramme (Transfers to NSeT) a
capital budget) was spent on i e Hoalth Care Fund (1% o CRm o
capital expenditure despite the | vE  Povment from Soetel Accoums :
£ . 2| Debt Service | 2ossey
fact that the Budget was only | Domestic Dbt vy
I H H | i Foizign Dokt _ Ad3zn |1
signed mto“[aw Mn Jdune 20?9. —s SinL_kinaFund oY
Implementation of the capital [ iriereston Weps 2 oo |
C!Capitai Expenditure 2084 95 |

budget was targeted at critical
priority projects.

1

Budget Office of the Federation [/ FMEBNF
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4.0 REVIEW OF 2020 BUDGET IMPLEMENTATION

The FY 2020 started with some subdued optimism for giobal growth due to downward revision
of growth projections attributed mainly to ‘negative surprises” to economic activity in a few
emerging market economies. The subdued optimism was further intensified by the Saudi-
Russian oil price war in the wake of the outbreak of the COMID-10 pandemic.

4.1  Revenue Outturns

4. 1.1 Oil Revenue

Table 4.1 Revenue Performance (Jan-May) 2020

roliowing the revision of key
toaraiers of the Budget,
Oross oiand gas revenue was

ol W R e ren g ~ e
" AlOIL REVENDE ~, Fevises dowmnwards t.OI N3.03
a|Gross il and Gas Revenus 3033.38] 1.25386) t98us6; 72598 orawl rillon from N7.67 trillion for
b Deductions® S32621 3EE.581 543 27 I5456;  3EAWN Dvanan  An
__o[NstQit and Gos Revenue | 203024 zrass! 144660 S7ssal 66,45 ° ;2U2°‘ e ai May, N1.99
B|NON-OIL REVENUE T HHHONR was realized out of the
. 2|Non-0il Taxes 5146.00 2,745.37] 135224] (et 0 araroted s of N1.26 trillion,
il Comporate Tax L798.62) TASL 4TG0 DRGAA B Wi . . o
7| VAT 2,190.62] 91275  szzos|  pmesemi  zrw e foprassnts 57.4% more
iii| Customs 1198.77. 48199 sonzs|  psizgl  2rew! tharm the prorata. After netting
b|Deductions _ 352.11| 146.71|  100.48]  (48.25)] -315% ions fincludi o
c{Net Non-Oil Taxes 4,793.89) 1,997.45] 1,251.77] (rdseg| 27.9% Out_dec_!uctloj S (Ing uding 13%
| d|Gther Revenues* 74.58] 6.08 175 @as] izw derivation), net oil and gas
e[Net Non-Qil Revenne 4,808.48] 2,008.53] 1.353.52 {750.01)]  -37.4% revenue ininWS to the
“ This nelude 13% derivalion .
" These inclde re\;enue from Szitd Minerals afer clerhrsfi-:m Fede rat!on ACCOUﬂt
L MNate: The Met Non-Oli Revenue refars Io those accurai’e 10 he T sdortion; i,  crrfafos Son amoiited o N1.4R trillion —
independent Revenues

: : —METS 86-bitlion or 66.1% more
than the projection as at May. This record performanga can partly be afiributed to activities in

Q1, where actual crude oil price was higher than the revsea nudget benchmark.

4.1.2 Federation and VAT Pocl Accounts Distibutable
Table 4.2 Federatfon Acooias Somre s

The amount available for distribusion

from the Federation Account was N2.24
triliion. OF this, the Federal Governmernt
received N1.17 trilion while the States Fanmr s T e (dre mom— o X
.- ASms ST [ il I s 2938 9.1%)
and LOCEf. ) Govemnments rece_p‘fed mloce Goves e oname 00kt 41786 456.04 EAC T
N591.52 hillion and N456.04 billion e — j !
respectively. Federal, State and Local Distributabte DIBRI meesy  amd) (oa2e ambn
. - W[FGMs oh Tt i 1 41f (! : 3 TRy
governments received N72.95 biflion, Zf;;’;:,;?:i jfj;[ E’_f; Jﬁf{’ ;?322; ﬁgii
N243.17 bilion and N170.22 biflion [ HiceTamssmemn | Toze zess w2z 42.5%

respectively from the VAT Pool Account. Source: BOF. GAGE. PRVRE
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4.1 3 FGN Revenue
Table 4,3 FGN Revenue Profile [Jan-May) 2020 (N'Billion)

As at end of May 2020, FGN's
retained revenue was N1.62 {rillion.
! . " The share of oil revenue was

FED_ERALRINEDHEVENUES {exel. ] ) !
T AR T, waues @rae, W NB44 97 billion (representing 100%
i Raver, 101377 Al @siaT] 47255 | 107 :
3T Sheae of o G FEIT T above the prorated sum) while Non-
3. Mirerals £ Mining Raveu 1.60 L7s MR . [E5 T, H HEN
Ho3 Non ol Ao Eam el e muo e Ol tax revenue was N439.32 biflion
| e - T cmal onm e (55, |ess performance). Company
it WAT 2511 p & Lo {50 28 —30E
W] Cusnas Revenues Vo 4suTR ! STl t4508 | peZ| | 7t '
v F::craﬁun::c:u:tnges 5‘5‘;6’ =28 B IE “;: A1 -c':'L-'_-'-:': Income Tax (CIT)‘ and Va]ue Added
B 262485 | TRRE ST EZ By '
R rpenca R IR T i T.aJ‘-c {(VAT) collections were N21-3:24
2| G Drawcioums fom Speact ssz ! seml oseml mesi o Dillion and N68.09 hiition
R Cour =i BvEs r i } )
BE Sigrane Banus Teenevcts /Sty sami oweml omm! ome] e TESpeCchively, representing 62% and
B BT 1 i N :
4| "Domestc Focrvs + sses e ZE E= = 58% of the prorata. Customs
5| Stomp Duby LTz = IES.EDN T . .
| " 6] Grants and Dogor Fonais ©rl crml neeeddt COllections was N158 billion (73% of
7| Srerts and Donas pemititacy i=} - JR—— o
Cris ttervertion £t was | TR el -m target). Other revenues amounted to
8f Cirants and Do Ssing, SO § e £rEm i e

N339.51 billion, of which
independent revenues was N188.31 bilion.

4.2 Expenditure Ouiiums

e AL FEN Expenditure Performarnce (fan-May) 2020

On the expenditure side, NS.97
trilion was appropriated, whils
N3.98 ftrillion {represanting 95.7%
of the prorate, N4.16 trillion) was
spent. Of the expenditure, N1L.S8
irillion was for debt servics, and

FEH EXPESDTURE jexcl. GOEs and

3 373, 165.68| 35753 0,57
Project-tied Loans) 537367, 4, S7RAZ| s

42803 | 17835 73353 (s5Am] %0.9%
78557 | 3450.65 . 3,36284  [20225)]  6.4%
453285 ] 192077 ] 17e7es]  14s0e| -7.4%

N1.32 trill 5 = onne! oot . 282785 [ 147819 14743 4mf 03%
. NNIoON 1ar rersonne; oost 1 : ?gnimmmﬁas Reluding Sarvice 536 72 2153 15953 7230 | arau
and Pensions. As at end of Moy - o= sl oml mnl ol mw
: 7 llion has - Barvice: Bica Waiss 357.33 | 183s6|  team 25 13.5%
202(‘,}’ only N37€.85 billion tas I, Oier Servies Wids Vatns (GOVID-18) Hzm ! s 29 15 | -100.9%
been released for canital. ¥ Cresieee Arresic . 85.00 1 J70& 2167 s2] w00%
- ¥i  Soacial Intervention Proaramms 350,07 . 44E8a 145,83 | -100.0%

Do S Sresss does re - 17478 17473

2361711 1239p08] 4587875 (345391 28.4%
167334 7B0.56 ELFT PO 265%
805 47 33561 21058 126455 | -7 1%
2i2. 80 71371 37853 (26288 | 231.4%

! CiCapial Expendiire 1.860.07 | 81670 37mes| 43085 ' 33.8%

1
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5.0 ASSUMPTIONS UNDERLYING OIL AND NON-OIL REVENUE
PROJECTIONS IN 2021 - 2023

5.1 Assumptions Underlying Qil Revenues

5.3.1 Cruge Off Production and Export

Crude oil autput continues to have imporiant implications for government revenues in Nigeria.
In the first guarter of 2020, crude oil production accounted for 9.5% of Nigeria's real GDP.
However, srxds oll receipts constituted about S50% of federal government’s reventes during
the same peded and about 90% of Nigeria's foreign exchange earnings.

As Figure. 27 shows, actual daily crude oil production has mosily been below budget
projections-smex 2013 umi tecently. Average daily production declined from 2.47 million
barrels par<ay fmbpd) v 2876 fo 1.81mbpd in 2016. Although Nigeria's total production
capacy & Z5mbpd, about T.4mbpd of crude is currently being produced in compliance with
the OPEGH mrosleaciin quodza and an additional 300,000bpd of condensates. Between January
and May 2020, 1.88mbpd of crude oit was produced on average, not counting about 127,000
bpd of praduction devoted to repayment of pre-2105 Joint Venture cash call arrears.

According o MNRPC, total crude off production in Nigeria decreased in January 2020 by 1.32
miliion berreds or 2.22% at-66:82 million barrels with daily average of 1.96 mbpd. Production
was distupted by-shutdows-of Forcados for repairs while Bonny was shut down due to pipeline
leakages. Production was also interrupted due to lube oil loss, pump issues, loss of power,

riser protector replacement, pipeline repairs

and flare management.
Figure 5.1: Crude G# Production in Migeria

As reported by NNPC, 80 pipeline points

3.9
=250 o were vandalized in fanuary 2020 alone. This
C_Ja 5 10 ST represents about 50% increase from the 40
S points vandalized in December 2019. The
2 incidence of vandalism has continued to
*‘;E _f undermine expected crude oil revenues.
=8 Hence, NNPC in collaboration with the local
Z 000

communities and other stakeholders
continuously strive to reduce and eventually
eliminate it.

: I TP
PSR S g A Q\% g,\_c'-‘
S A A AT NS

s Gutpu b Benchmark

Considering $he Tact that crude oll production has averaged 1.97mbpd over the last 3 years,
a very Som 2w ol ogiputbenchmark has been adopted for the medium term in order to
ensure grenioruagsticatens. Therefore, following consuitations with stakeholders, crude oil
producken s estimated at T.86mbpd, 2.08mbpd, 2.38mbpd in 2021, 2022 and 2023
respectivety.

5.12 Glehel Crude Gif Supnly and Demand

Global crude ol demand is-expected to continue growing at relatively healthy rates in the
mednim-termz. The QOrganization of Petroleum Exporting Countries (OPEC) forecasts demand
tc reach 104.8 rmillion barrels a day (mbpd) by 2024. This represents an increase of 6.1 mbpd
above ie-2548evel. The average growth will be about 1 mbpd over the medium-term period,

Budget Chrze o ine Fadarsiion / FESNP
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declining from a projected 1.1 mbod in 2019 to 0.9 mbpd in 2024. Incremental demand is
forecast to come primarily from non-OECD countries.

However, OPEC estimates a steady rise in
global oil supply from an average of
89.4mbpd in 2019 to 101.3mbpd in 2020,
102 3mbpd in 2021 and 105.0mbpd in 2024
(Fig. 5.2). According to OPEC, the main
driver of medium-term non-OPEC supply
growth remains overwhelfmingly US tight oil,
but Brazii, Norway, Canada, Guyana and
Kazakhstan will also likely contribute.

Fig. 5.2: Medium Term Ot Demand and

Supply Cutlook

24 96 ag 1o 182 gt il

Vlillon Barrels Per Day

2OilDemand B0 Supply N . . .
The recent sharp decline in crude oil prices

in the international market is due to bath
ghobat demand shocks and market concems over crude oil oversupply. The COVID-18
pandemic severely affected the demand for transportation and industrial fuels worldwide.
Nevertheiess, demand is projected to normalize in the medium term. Hence, global supply of
crudes ait is projected to outstrip demand

As Frgure 5.3 shows, over 90% of unplannad
wrugs off supply disruptions occur in OPEC
member countries.

205 2017 218 2012 20:0

sHafy- by 0.3mbpd over the period 2020- Fig. 5.3: Unplanned Crude Oi Sunply

S{Z3. Distrupticns

Ensrgy information Administration reported a = i

= norey ind = im0

sharp increase in unplanned crude oil supply g 300 L/
disruptions  from 22.1mbpd in 2018 to 3 2 %

37.5mbpd in 2019. However, unplanned £ é'g’g Y AN A PN
stipply disruptions declined significantly to £ S P of >ac >ac »a s o
21.3mbpd between January and May 2020, % EIASRESZRIZARS

smincaa O GPEC  wmins (3 EC

32 Trude Oif Price Benchmark

1M

(rude ofi prices collapsed recently in the world oil market due to various measures infroduced
o coniain the COVID-18 Pandemic. Cargoss traded for as low as US$7.15 a barrel on
Tuesday April 21, 2020. Like many crude oil exporting countries, Nigeria faced great difficulty

In selling its crude cargoes during this time.

Figure 5.4: Bonny Light Crude Ol Price As Figure 5.4 shows, Bonny Light crude oit-

{US$/Barrel) price declined sharply from US$72 per
o0 barrel on January 6 2020 to US$56.6 per
1o ™ barrel on February 11, 2020 and an
5¢ /’ average of US$40.23 per barrel in June
35 . 2020.
1 The sharp decline in ol prices was dug to

SSRIRRSSSS_’_8:232gm  both global demand shocks and market
S OO0 o0 doo0Ono0gsgg .

NE oA g CSSOSSSYERES YT concemns over crude oil oversupply. In
= THRagRgENsSnee g iti i i
985035528228 958 58  addition, the price war between Saudi
= tegee z° ° < B Arabia and Russia has further exerted

downward pressure on crude oil prices.
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Considering the difficulty of predicting oil prices in a glebally integrated market, the outlook for
world off price remains highly uncertair. Nonetheless. the outlook indicates prolonged period
of low crude oil prices which is not in Nigeria’s favour. The World Bank forecasts that cruge
ofl prices will average US$35 per barrel in 2020, down from an average of US$61.4 per barrel
in 2019. In the medium term, the World Bank expects crude oil price to rise gradually from an
average of US$42 per barrel in 2021 to US$44.5 per barrelin 2022, rising afterwards to US$47
per barrel in 2023 and $52.7 per barrel in 2025. EIA expects Brent crude oil prices {o average
US$H41 per barrel during the second half of 2020 and US$50 per barrel in 2021, reaching
US3$53 per barrel by the end of 2021.

In consultation with the Nigerian National Petroleum Corporation {(NNPC) and other
stakehalders, a benchmark oil price of US$40 per barrel has been proposed for 2021, 2022
and 2023. Recent experience underscores the importance of setling the budget oil price
benchmark below the forecasts in order to insulate the budget from the adverse effects of
volatile oil prices. In addition, it is essential to build fiscal buffers which can be used to respond
effectively to negative ail price shocks in the medium term.

5.2 Non-Oil Revenue Baseline Assumptions

The assumptions underlying the non-oil revenue forecasts for the period 2021-2023 are
outlined below. Over the years, Government has increasingly embarked on several non-ofl
sector reforms in the effort to widen the revenue base and enhance revenue collection. In view
of the declining fortunes of the ofl and gas sector, improvement in non-oil revenue collection
has assumed greater significance for funding the FGN budget in the medium term. In general,
non-oil revenue projections for the period are guided by expected growth of the different tax
bases, the effective tax rate, and the projected improvement in collection efficiency, taking
account of tax administration reforms.

Customs Collections: Import Duties, Excise, Fees and Special Levies

Customs collections are estimated based on the cost, insurance and freight (CIF) value of
imports, applicable tariffs, an efficiency factor. The nominal growth of the tax base is assumed
to be driven by fax elasticity in the medium term. In view of the lingering effects of COVID-19
on global frade, a less aggressive tax elasticity was assumed to drive the nominal growth of
the tax base in the medium term. Other considerations inslude the new foreign exchange rate
regime, introduction of Common External Tariff (CET), implementation of the Africa
Continental Free Trade Agreement (ACFTA), 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 sirategic plans in Nigerian Customs Service (NCS), and Import Duty on
vehicles which has the highest tariff line in terms of revenue generation.

Companies Income Tax (CiT)

The projection of CiT is based on estimated nominal GDP, Companies’ Profitability Ratio, and
an efiiciency factor. Estimates were also derived with due consideration for the effects of
COVID-19 on domestic economic activities, efforls aimed at improving the business
environment as well as the strategic implementation of the Nigeria Economic Sustainability
Plan. Other important assumptions Include improved collection effictency and
successful broadening of the tax net. Specifically, a 10% year-on-year improvement in
collection efficiency is envisaged. -
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Vaiue Added Tax (VAT)

This was estimated using projectad aggregate nominai consumption, taking info account
vatabie items and collection efficiency. Aggregate consumption is estimated at N118.89 trillion
in 2021 from N117.91 trillion estimated for 2029 Like the CIT, more VAT payers are expected
to be brought into the tax net with the effective implementation of the provisions of the Finance
Act 2019 and improving coltection efficiency. The VAT projections over the medium-term are
based on holding the rate at 7.5%.

Wider coverage and improved coliection efficiency will be achieved through continuous
nationwide VAT registration and monitoring, as well as the use of technology for auto-collect
platforms in more sectors of tha economy. In addition, the solution to deduct and remit VAT
and WHT from State government contract payments is to be deployed to all the 36 siates.
Efforts will be made to increase VAT collection efficiency significantly in the medium term.

FGN Independent Revenue

Government-Ownad Enterprises (GOEs) are stilf characterized by revenue leakages,
excessive expenditures and weak accountability. Hence, the estimation of Operating
Surpluses (the main component of FGN Independent Revenues) is predicated on strict and
effective implementation of recent measures aimed at ensuring that GOEs operate in a more
fiscally responsible manner. We believe that if government were to put the reins on fiscal
indiseipline among the GOEs, revenues from this sourcs could be considerably higher than
projected. :

6.0 MEDIUM TERM MACROECONOMIC FRAMEWORK: PARAMETERS AND
TARGETS FOR 2021-2023

6.1 Macroeconomic Projections

Since the recent revision of tha 2020-2022 medium term fiscal framework, the key parameters

~as well as other macroeconomic projeciions driving the medium-term revenue and

expenditure framework have been further revised in line with emerging realities. The new
figures are presented in the table below.

Teble 6.1: Key Parameters and other Macroeconomic Projections

0Oil Price Benchmark (1iS$/h) 67.2 28.0 40.0 40.0 40.0
01l Production (mbpd)* 1946 1.80 188 2.09 2.38
Exchange Rate (N/$) 305.0 360.0 360.0 360.0 360.0
Inflation (%) 1188 14.15 11.95 10.94 11.02
Non-0il GDP (N'bn) 131,810.1 131,155.5 132,592.2 134,154.5 139,304.9
(il GDP (N'bn) 12,400 4 B8,691.9 13,102.2 12,640.0 12,1595
Nominal GDP (NDn} 1442105 135,517.5 142,1921 146,072.8 150,497.7
GDP Growth Rate (%) 227 {4.2M) 3.00 4.68 3.86
Nominal Consumption (N'bm} 119,281.6 117,913.7 115,887.3 120,835.4 125,157.3

Source: Minisiry of Finance, Budgei & Nafinnal Planning; NNPC; BOF: NBS
*Base Production Including Condensate
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Oil GDP growth rate has a strong positive corretation with real GDP growth in Nigeria.
Consequently, changes in the underlying drivers of oil GPD will significantly affect real GDP
performmance. With oil price projected to remain fow and volatile in 2020 and Nigeria's
compliance with the OPEC+ cuts by reducing base production to 1.412 mbpd, 1.496mbpd and
1.579 mbpd for the corresponding periods, growth in Oif GDP is expected to decline in 2020.
Oil GDP is expected to contract by 12.98% in 2020, year on year, causing an economy-wide
drag resulting in siower growth in nen-oil GDP by -3.6%, year on year. Based on this real GDP
Is expected to decline by 4.20% in 2020.

As the global economy recovers from the effects of lockdowns, improved oil prices, as well as
stronger global demand for oil in 2021 will result in oil GDP growing by nearly 8%. This is also
reflective of the base effect resulting from the preceding year's sharp drop in oil GDP in 2020.

- By 2022, stable production and prices bring cil GDP to just about its pre-COVID-19 crisis.

The recovery in oil GDP transiates to a weaker but positive growth in non-oil GDP in 2021.
Year on year, non-oil sector growth is projected at 2.43% in 2021, 4.42% in 2022 and 3.82%
in 2023. As a result, annual real GDP growth is forecast to recover in 2021 to 3.0% and

~reaching 4.68% by 2022, fully recovering to pre-crisis levels within the immediate post-crisis

years, before stabilizing at 3.86% growth rate by 2023,

The nominal GDP is expected to increase from N138,517 billien in 2020 to N142 192 1 bifian
in 2021 and then up to N150,497.7 billion in 2023. Similarly, consumption expenditure is
projected to stay fiat at N117.913.7 billion in 2020 and N118,887.3 billion in 2021 and grow tc
N125,157.3 billion by 2023, reflecting a gradual steadiness in the growth recovery. Inflation,
however, is expected to remain slightly above single digit over the medium term.

6.2 2020-2022 Medium Term Fiscal Framework {MTFF)

6.2.1 Federation Account Revenues

Based on the key parameters and other macroeconomic projections, the net amounts
accruabie to the Main Pool and VAT Pool Federation Account are projected at N6.67 trillion
and N1.70 triflion respectively in 2021. The share of oil revenue is about 81.3% of Federation
Accourt receipts. Other cornponents of the Federation Account revenues include revsnuss
from Corporate Tax N1.41 trilion, Customs Revenue N1.05 trillion, Special Levies N124.75
billion, and Salid Minerals N5.46 billion.

The share of the Federal Government from the Main Federation Account Pool is N3.52 trifion
while the States and Local governments are projected to get N1.78 trillion and N1.37 bifiion,
respectively in 2021. For VAT, the Fedaral Government is projected to receive N255.46 bilfion,

the States N851.52 triliion, and the Loca! governments N596.07 billion.
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6.2.1 Revenue Framework

The aggregate revenue available to fund the 2021 Budget

is projected at N6.15 triliion &

.o}.

or N783.32 biliion more than the 2020 revised Budget). Of this, N2.53 wriifion or 41 €% ie

projected to come from ofl reiated sources while the balance is to be e
sources. The provision for Stamp Duty is projected at N500 billion, up
Signature Bonus is down to N343.38 billion from the revised N350.52
retained revenues of the Govemnment-Owned Enterprises (GOLs)

CBN, the aggregate FGN revenue is projected at N7.50 trillion.

Table 6.3: Overview of the Reveniue Framework
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6.2.2 FGN Expenditure Framework
6.2.3 Aggregate Expenditure

The FGN's 2021 aggregate expenditure is estimated at N12.66 triflion (this includes GOEs’
expenditures of N1.35 trilfion and grants/donor funded projects/programmes amounting to
N337.08 billion). This provision is higher than the cofresponding 2020 FGN aggregate
expefidittirE adtniizte of N10.81 trillion by 17.1% (or about N1.85 trillion}. The sums of N13.27
triliion and N13.37 trillion are projecied to be spent by the FGN in 2022 and 2023 respectivsly,

The 2021 expenditure estimate includes statutory transfers of §a81.41 bitlion: non-debt
recurrent expenditure of N5.75 trillion {including N350 billion for recurrent componient of the
Special Intervention Programme).

Of the 2021 budgeted expenditure, dabt service is estimated o X2 17 #rillion, and provision
for Sinking Fund to retire maturing bonds issued io local conratmEmadinrs s N220 billion.
A total of N4.31 trillion (inclusive of N701.16 for GOEs} is provgistin: persovmstand pension
costs, an increase of N724.67 billion over 2020, Parsonnel cosis =m0 confinued 1o Hse yearly,
in great part to unrestrained recruitment by several agencies of movernmen ofsntimes
without compliance with the due process. At 70% of projected ravenues for 2021, this leve! of
personnel cost is not sustainable.

In addition, N34.78 billion (representing 1% of the consolidates =venue fend) has been
earmarked for the Basic Health Care Provision Fund (BHCFE) 2= 2 Stetutory transfer. A
provision of N29.48 biifion has also been made for the Nort Eas Development Commission
{NEDC) as a Statutory transfer and N45.19 biilion has been set aside in the service-wide voies
for GAVI/Routing Immunization.

Having made these provisions, the aggregate amount available for capital expenditures in the
2021 budget is N3.33 trilion, which represents 26.3% of total expenditure {short of the 30%
target set by the current federal government), and is 24% igher than fe 2020 nrovision of
N2.69 trillion. The 2021 provision comprises of N1.48 tillion for 25 2z, W234 20 billlon capital
supplementation, N245.08 biition capital component of statidory ransiers, NZU bilfion capital
compenent of the Special {ntervention Programme, N335.52 tliomzapttal budpet of GOEs!
N337.086 biltion for denor/grant funded expendiures and N§74. ¥7188on S mded by project-tied
loans.

Itis noteworthy that the N1.48 trillion available for MDAS® Canit B W3S .G bifion {representing
10%} higher than the provision for MDAs i the revisea 2023 Approvristion Act The
tnadequate provision for development expendiiure, andg WIEETIEROMTERG | revenuss,
underscore the urgent need for new revenue sources, cosi-sauing meastires and effective

implementation of revenue growth initiatives.
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Table 6.4: Overview of the Expenditure Framowork
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6.2.4  Fiscal Deficit snd Deficit Financing

Budget deficit is projected to be N5.18 trilion in 2021 up from N4.98 triifion in 2020. This
represents 3.62% of estimated GDP, well above the threshold of 3% stipulated in the Fiscal
Responsibility Act (FRA), 2007. Unless we van find new revenue sources, given the limited
scope for cost-cutting, it will not be Teasle tokasy budyst deficits within the 3% target setin
the Fiscal Responsibility Act 2007.

The deficit will be financed by new forslgm s domesstic borroarings of N4.28 trillion, N205.15
billion from Privatization Proceeds, arx! 874 441 Hlion drawdowns on existing project-tied
lcans. -

The projected Debt Service/Revenue roifo o8 £7% {(actemd for 2010 was 58%) raises soms
concern about the sustainability of FI3i delyd. Sowes =1, # 18 more indicative that the country
(s faced with a sericus revenue probiem rather than & classic debt problem. Efforts must
therefore be geared towards fackiing the ravanus problem so E does not degenerate to a real

debt sustainability issua_
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Tabie 6.5: Beficit, Financing and Critical Ratios
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The {full Medium-Term fFiscai Framework (MTHF) s altached as annexure 1 o the 2021 - 2023 MTEF/FSP.

7.0 MEDIUM TERM OBIECTIVES, POLICIES AND STRATEGIES

This Fiscal Strategy Paper highlights the macroeconomic objectives of the government over
the period 2021-2022-and-the pelicy measures {o be implemented to achieve them. In the
medium term, govarmment aims =L susiaining economic growth and facilitating econemic
recovery, supporing. [oDs. cTeagon, acnigving macroeconomic stability and promating poverty
reduction and ezl

7.1  Macroeconomic Policy Objectives

Government's scomominobiectivas include:

i imorovies 'ﬁ_-;\,a:zcisus‘- Al 'rrg scononic growth and ensuring inclusiveness;
oymenc-Crmaation and Preserving Jobs; and
ti. Enssssg-rmassoecsnonis stahility,

To achieve these ableciives, fiscal, monetary and trade policies will need to be aligned and
implemeanted in a very cosrdinated manner.

7.1.1 Sustaining Economic Growth and Ensuring Inclusiveness

In view of the COVID-12 Pandemic, the Nigerian economy is projected to recess in 2020, with
real GOP growih now projected Dy e WNBS to be -4.2%, as against the previous proiection of
2.93%. Therefora, the Immediate concern of the Government of Nigeria is to boost the
economy and ensure ucK recovesy from the effects of the COVID-18 Pandemic. In the
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medium term, focus is on sustaining and accelerating economic growth.

To forestall a deep and prolonged racession, critical and complementary measures are baing
Introduced. The Government recently established a N500 billion COVID-19 Crisis intarvention
Fund to address emerging and priority funding needs. The N500 billion is proposed o be used
Tor key programmes and projects including the following:

+ N36 biflion to support State Governments:

= N56.46 billion for Jobs and Food for All: Agriculiure and Food Security programme;

»* Ni2.43 bilfion for Energy for All: Mass Rural Electrification/Solar Power Strategy
Drogranime;

= 75.0 bifiion for Supporting Small Businesses/ MSME Survival Fund;

=-NB0.G billion for Maintenance of Roads through Contract and Direct Labour in the 6
Geo-Political Zones;

=N52.G billion Public Works Programme:

= R32.48 Gilifen for Social Intervention Programme:

» NS.0 bilfion bail-out for support to the Aviation Sector;

= N128 bilien for upgrading healthcare infrastructural facilities and operations across
Federal Madical Centres, Teaching Hospitals and others:

« }i2: 26 Gatton for the Ministry of Interior;

+N6.G Biffionfor Artisanal and Smajl-Scale Miners;

* N8.8¢ billion for Water, Sanitation and Hygiene programme; and

* N750 million for Monitoring and Evaluation and Reporting.

The following fiscal stimulus measures are also being iniroducad:
» Fiscal relief for taxpayers and key economic sectors
= ncertivas for employers to retain and recruit staff
» Neasures to stimulate investment in critical infrastructure {Roads, Rall and Ports)

— : -

Fo.cuEhion the adwerse effects of the COVID-19 outbreak on the economy and safeguard the
Nigenan financial system from the headwinds, the CBN alsa introduced the following monetary
and macro-financial measures:

1. Reduction of interest rates from 8% to 5% on existing intervention programmes over
e et ome vear,

W

Extendad moratorium on loans by an additional year beginning from March 2020 to
€ase poessiure on borrowers fram joan repayments;

(»

Reguiatory forbearance to restructure loan terms and tenors to households and
businesses affected by COVID-19:

4. Unification of the exchange rate around the Importers & Exporters foreign exchange
market rate to remove distortions;

{v} Injeciion of about N1.8 trillion stimulus through the following interventions:

. N1.0 trillian to support local manufacturing and boost import substitution
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. N10Q billion for provision of loans to pharmaceutical companies, hospitals and
other health practitioners for building or upgrade of hospitals and health facilities

1. NS5O biflion fund to support households and Small and Medium Enterprises
{SMEs) affected by COVID-19: and

iv. Assistance to pharmaceutical companies to re-establish drug manufaciuring in
Nigeria and cuitail the spread of the corona virus.

There is also N1.5 trifion private sectar driven Infraco Froject fund to finance construction of
critical infrastructure across the country;

It is expected that the effective and coordinated implementation of the stimulus packages
targeted at the worst-hit sectors of the economy may prevent the economy from experiencing
a contraction as high as the projected 4.2% in 2020, and also hasten recovery. It is hoped that
the economy will grow faster in the medium term, rising from 3.0% in 2021 tc 4.68% in 2022
and 3.86% in 2023. The expenditure plans set out in 2021-2023 will support the achievement
of these real GDP growth targets. '

/.1.2 Supporting Employment Creation and Preserving Jobs

A key consequence of the COVID-19 Pandemic is massive jou losses worldwide. In Nigeria,
unemployment rate is expected to rise from 23.1% {or 20.9 miliion people) at Q3 2018 to about
33.6% (or 39.4 million people) at Q2 2020. Hence, urgent action is required to ensure the
productive engagement of the very large population of unemployed youths to prevent ther
from engaging in criminal activities and anti-social behaviour.

Therefors, the immediate pricrity is to ensure that growth continues to be jobs-rich. In the
medium {o long-term, growth in Nigeria depends on continually improving productivity, which
in turn, depends on investment in people, and boosting competition and innovaiion.

Barriers to growth will be identified and removed in the key sectors of our economy. The
Government will open up sheltered sectors of the economy to competition and investment,
and intensify efforts to enhance the capacity of the warkforce, through investment in education
and training, and through measures to support people to set up business or move betwsen .
jobs and sectors as the economy grows.

The N-Power Programme is providing a pipeline of skilled workers to help rebuild the economy
post-COVID-18. Over 109,823 of the bereficiaries have established businesses from savings
accrued from the scheme. The Government has commenced enroiment of new beneficiaries
to provide opportunities for more Nigerian youths to gain skills for emplayability and
entrepreneurship.

7.1.3 Ensuring Macroeconomic Stability

Efforts wiill be made to stabilize the macroeconomic environment in the madium term. Inflation
rate increased for the ninth consecutive month by 12.4% (year-on-year) in May 2020, the
highest rate recorded since May 2018, driven largely by rise in cost of food exacerbated by
insecurity and inter-state travel disruptions owing to the coronavirus pandemic. !t is expected
that inflation will decelerate as the security situation improves, the economy opens up and
output expands,
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It is also projected that the exchange rate will generally remain relatively stable as the
monetary, iiscal and trade policies are better aligned. This cutcome will be achieved through
policies that seek to remove uncertainly in the exchange rate regime and restore investors’
confidence in the market. This includes strategies to moderate inftationary pressures; provide
oritical infrastructure to lower the cost of doing business; and stabilize the exchange rate. In
addition, government is redoubling its revenue generation efforts to moderate fiscal deficits.
These, in addition to a healthy debt sustainability framework, wili support stability in the
macroeconomic environment.

7.2 Fiscal Policy Objectives and Strategies

The thrust of Government’s fiscal policy in the medium-term is to cushion the long-lasting
impact of the COVID-19 pandemic on households and businesses and ensure fiscal and debt
sustainability. This wiil be achieved through the foilowing:

{.  Optimizing government revenus;

ii.  Creating fiscal space for infrastructural development;

iii. Enhancing fiscal prudence and transparency; and,

iv.  Ensuring sustainable deficit and debt levels, including new fiscal rules.

7.2.1 Optimizing Government Revenue

The immediate economic impact of COVID-19 is the sharp decling in oil revenue receipts and
the decline in taxable economic activities. Nevertheless, the Pandemic has necessitated
significant expenditure to improve health infrastructure and moderate the impact on
nouseholds and businesses. Therefore, more than ever before, there is urgent need to
significantly improve government revenues. Government is commitied io using innovative
ways to raise revenuss required for financing its expenditure and diversifying its revenue
sources thereby significantly increasing the Revenue-to-GDP ratio, The medium-term target
for this remains 15%. Higher revenue collections will enable Govermnment to effectively deliver
public services, enhance infrastructure investment, and mitigate the health and economic
gifaects of the COVID-19 Pandsmic.

To underscore the importance of revenue to the FGN budget, revenue lines have been
intrc:duced into the new Appropriation Bill format. In effect, MDAs will be required to commence
the preparation of the budgets from revenues likely to be generated during the fiscal year.

Oil Revenue: in order to increase oil revenues, upfront fiscal deductions by the Nigerian
National Petrolaum Corporation for federally funded projects have heen significantly reduced.
The NNPC is taking measures to further reduce the cost of crude ol production ta $10 per
barrel or below by 2021. This will be achieved by reducing key cost drivers including logistics,
security and transportation. In addition, under-recovery costs by the NNPC in the course of
importing petro! for the country has been eliminated with the recent elimination of subsidies in
PMS pricing. Other measures inciude accelerating licensing of Marginal Qil Fields and
renewals of existing licenses as well as ramping up production from previousiy shut-down oll
wells.

Non-Oil Revenues: Non-ofl revenues are relatively more stable than oil revenue. Hence,
concerted efforts will be made to improve non-oil receipts through improved tax and Customs
23
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administration and expanded non-cil reveniue hase. In addition, the tax system will be further
strengthened over the medium term by improving collzction efficiency, enhancing compliance,
aind reorganizing the business practices of revenue agencies as well as employing appropriate
technology. In addition, government will ensure that nore businesses in the informa! sector
are brought into the tax net. :

In order to widen the revenue base, the Government recently activated stamp duty collection
which has besn neglected for more than 20 years. Towards this end, the Federal Infand
Revenue Service Adhesive Stamp was recently introduced and the Inter-Ministerial
Committee on Audit and Recovery of Back Years Stamp Duties has been inaugurated.
Government targets about N1 trillion revenue annuzlly from Stamp Duties. In addition,
Government will re-introduce the 2012 Corporate Tax (Exemption of Profits) Order granting
Job-creation Tax Rebates for Employers. Also, non-essential tax waivers will be reviewed o
oplimize revenues.

To further shore up Nigeria’s tax revenue, the Executive Order 008 on the Voluntary Gffshore
Assets Regularisation Scheme (VOARS) was amended recently to facilitate the enforcement
of the order originally signed in October 2018 The VOARS provides incentive for taxpayers
who have defaulted in the payment of taxes in respect of their offshore assets and foreign-
sourced income to voluntarily declare their offshore assels and regularise their tax affairs.
Such taxpayers are required to pay a one-time levy of 35 percent to avoid penalties for tax
evasion.

Under the amended order, domestic or foreign banks, asset managers or intermediaries that
enable defauliers to conceal offshore assets and obligations are liable to pay to the Federal
Govermment of Nigeria a penalty on the total of such offshore assets, in addition to other
penalties provided for under Nigerian laws or laws of foreign couniries from which Nigeria can
benefit.

Customs Revenus: To improve collections over the period 2021-2023, the following
strategies will be implemented by the Nigeria Customs Service:

i Full automation of ali forms of manuat payments in every Customs formation. In
addition to improved revenue performance. this would further promote sanity and
integrity of Service operations;

. Advocacy for expansion of excisable items beyond alcoholic beverages and tobacco,
including imported goods that have similar production line in Nigeria:

iii. Holistic assessment and monitoring of al} revenues collected on behalf the Service by
the various designated commercial banks. This will create avenue for genuine
reconciliation of ail accrued revenues against claimed remittances to the various
designated government accounts. This will also guide against diversion of any
collectible revenus;

iv. Automation of all transit procedures from mother Ports to Bonded terminals and/or
from Gommand to Command to drastically reduce transit leakages occasioned by
diversion of cargo among others;

V. Acceleration of the modification and automation of excige and expart platform in the
Nigerian Integrated Customs Information System I (NICIS [1);
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vi.

Vii.

vifi.

Xi.

Xii.

The use of the Government Integrated Financial Management (nformation System
(GIFMIS) micdule to enhance collection, reconciliation and audit trait of all relevant
proceeds to block all opportunities to defraud the system:

Instaliation of scanners in various key Gustomns formations 1o streamline the current
inefficient manual cargo examination method and aid trade facilitation;

Staff capacity development through training of the existing workforce and recruitment
of new officers;

Intensification of anti-smuggling campaign beyond common boundary in order to curb
trade irregularities and econoriic sabotage. Towards this end, the Nigeria Customs
Service is collaborating with other government enforcement agencies including the
Nigerta Army, Nigeria Immigration Service, Nigeria Police, etc. to fight against
smuggling activities in Nigzria:

Coliaboration with stakeholders and relevant players in various economic units ic
enhance campliance by bridging gaps and building confidence among piayers in the
trade chain;

Pepioyment of Artificial inteliigence Instrument in border surveillance under the e~
Customs Project to chack smuggling and enhance revenua collection; and

Automation of the processing of arriving internationa passengers under the Passenger
Entry System (PES) at the Arrival hall of all international entry points to enhance
revenue coliection, uniike the extant passage of passengers without appropriate
assessment.

In addition, the temporary closure of the nation’s land berders is intended o

¢ Enhance imports through the Sea Ports and Alr Ports;
* Protect the national economy from dumping;
* Discourage illicit activities along the trade chain: and

* Enforce and promate collaboration with the neighbouring countries

Independent Revenues: To enhance independent revenue generation and collecfion,
Government will maximize the huge potentials and optimize the oparational efficiancy of GOEs
to generate significant revenues to fund the FGN budget as obtainable in other courires,
Current sub-optimal revenuea performance will be addressed through the effactive
implementation of the approved Performance Management Framework. The key slements of
the reform initiative include:

Performance contracts for Chief Executive Officers (CEOQs) and key Managemars
Staff, which will set Financial indicators and Targels for each GOE;

Limiting cost-to-revenue ratio to maximum of 60%-70%:

Regular monitoring and monthly pubfication of revenue and expenditure performance
of GOEs by the Office of the Accountant General of the Federation:

Budget Office of the Federation ; FMFBNP
2021 - 2023 MTEF/FSP



* Quarterly tracking and publication of budget performance (revenue, expenditure and

remittances) of GOEs by the Budget Office of the Federation:

* Mainstreaming of annual GOEs' budgets into the Federal Government's Budget to
ensure they are subjected to the same level of scrutiny, procurement and moniioring
processes;

» Mandatory use of the Treasury Single Account for all finanaial transactions;

* Quarterty remittance of interim cperafing surplus and reconciliation of cumulative
remittances at year end afier audit;

* Submiission of annual budgets to the Budget Office of the Federation for review and
compilation for submission to the National Assembly along with the national budget:

+ Consideration and passage of budget of GOEs alongside the main budget of the
Federal Government:

» Exclusion of agencies with capacities for self-funding from allocations in the Federal
Budget;

* imposition of appropriate sanctions for unauthorized use of Infernally Generated
Revenues;

¢ Introduction of incentive mechanism for good performance in revenue generation; and

* Amendment of relavant sections of the Acts establishing some of the GOEs to refiect
current economic realities and policy thrust of government.

The Ministry of Finance, Budget and National Planning has identified GOEs that remit
operating surpluses less than is required by law and/or financial regulations, and the amounts
expected from each of them. The Auditor General of the Federation may have to directly
deduct these funds from the accounts of the GOEs forthwith. A dashboard is being developed
to facilitate the budget performance monitoring process. To enstre transparency, the GOEs
will be required to prepare their budgets using the GIFMIS platiorm.

/.2.2 Creating Fiscal Space for Infrasiructural Development

The rise in recurrent costs has resulted in restriction of amount avaitable for capital investment.
Government was unable to aliocate a minimum of 30% of budgeted expenditure to capital
projects in 2019 in line with the ERGP. This situation is further exacerbated by the impacts of
the COVID-19 pandemic. Nonetheless, Government will continue to pursue its fiscal strategy
of targeted public sector infrastructure spending in 2021-2023. Resources will be allocated to
most productive and growth-enhancing sectors including Security, Infrastructure (including
Power and Transportation), Agriculture, Manufacturing, Housing and Construction, Education,
Health and Water Resources. This is with ihe aim of improving socio-economic infrastructure,
supporting employment and stimulating economic growth. In addition, govemment support will
be geared towards further stimulating activities of Micro, Small and Medium-Scale Enterprises
{(MSMEsS).

Government will also leverage private and donor capital to supplement capital allocations from
the Budget. To this end, Government will accelerate the construction of over 800km of roads
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and bridges under the Road Infrastructure Tax Credit Scheme. Furthermore, Government will
strengthen the frameworks for concessions and public private parinerships, including working
with the Legislature to address legislative and regulatory challenges to private investments in
key sectors of the economy. It is expected that growth, in the medium term, will generate the
revenus necessary for future expansion of public service delivery, rebuilding fiscal space, and
narrowing new borrowing requirement. '

/.2.3 Enhancing Fiscal Prudence and Transparency

Government recently relaxed the fiscal consolidation earlier proposed to anchor the 2020
Budget to accommodate the special outlays required to address the COVID-19 Pandemic,
protect the poor and vulnerable, as well as o resuscitate the economy. Nevertheless,
Government remains committed to improving the efficiency and quality of its spending. Thus,
public expenditure will continue to be properly scrutinized to ensure value for money.

In order to enhance fiscal prudence and transparency, the Government is implementing or
intends to implement the following measures:

* Review and implementation of Oronsaye Report to reduce the number of MDAs;

e Transition to a PMS price modulation mechanism to be driven by underiying
intermnational oil and gas prices in the global markets;

» Revisw of Sectors sligible for Pioneer Tax Holiday Incentives under the Industrial
Development income Tax Relief Act ('IDITRAY;

* Review of Fiscal incentives of the Nationa! Automoiive Policy;
° Review of process and approvals of Im port Dity Exemnption Certificates:

e Evaluation of current suite of Fiscal Incentives including Auto Policy Incentives and
import Duty Exemptions:

* Tax Expenditure studies & review of Tax Expenditures:

= Consolidation of Government rental accommodation and centralization of electricity
payment;

o Strengthening treasury financial controls to speedily detect, eliminate and sanction
instances of waste, misappropriation and corrupticn.

» Reintegration of cash management function into core budgeting system to ensure that
in-year budget Monitoring & Evaluation (M&E) resuits inform fund releases on a real
time basis, and that future budget projections are also guided by evidence of funds
utilization. This will ensure conversion of Higuidity into the achievement of outputs and
cutcomes.

A detailed review of recurrent and capital expenditures will be undertaken in advance of 2021
Budget. Spending trends and pressures will be examined tc help identify ways of addressing
the challenges arising in the context of fiscal policy. Review of capital expenditure is key in
identifying and eliminating non-priority MDA expenditure so as io accommodate critical, pro-
poor and growth-enhancing capital expenditures.
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An important fiscal strategy to keep public expenditures at sustainable levels in the medium
term is to rationalize the Government wage bill. The aim is to gradually clean the Government
payroll. Towards this end, efforts will be intensified to complete the extension of the Integrated
Fayroll and Personnel Information System to all MDAs to improve the effectiveness and
efficiency of payroll administration. in addition, alf modules of the Integrated Personnel and
Payroli Information System (IPPIS) will be fully implemenied across all agencies of
government.

Personnel and pension costs account for the largest single item of expenditure, rising steadily
in recent times from N1.88 trillion in 2016 to N2.086 trillion in 2017 and N2.56 trillion in 2019.
In 2017, personnel costs accounted for about 77% of total revenues as against 64% in 2018.
in 2019, personnel costs amounted to 63% of revenues. Similarly, personnel emoluments
accounted for about 37% of total Federal Government expenditure between 2015 and 2017
and 31% in 2019. To realise the goal of controlling personnel costs, Government has
introduced measures such as a temporary freeze on non-critical recruitment outside of the
Security and Healthcare sectors.

1o further improve fiscal transparency, the Tax Expenditure Statement will become = key
component of the Federal Government's reparting on the Nigerian tax system. The Statemernt
would provide estimated cost of main tax expenditures in a year in terms of revenue forgone.

7.2.4 Ensuring Sustainable Deficit and Debt Levels

Fiscal deficits have been rising recently as government adopted an expansionary fiscal stanice
to get the economy back on the path of sustainable growth, This has further worsened with
the effects of COVID-19 on government finances. However, government deficit will be
moderated in the medium-term in & gradual, phased manner through a combination of revenue
and expenditure measures. As measures to improve revenue collections yield results,
government will ease off significant deficit budgeting.

The lower budget deficit will help to reduce the rate of domestic debt accumulation and the
resuliing dsbt service payments, contain deficit monetization and the atendant
macroeconentic dislocations. To ensure debi sustainability, total public debt will be kept at our
self-imposed debt sustainability threshold of 40% of GDP. It hag however become necessary
to consider setting other prudential limits ike Debt Service/Revenue Ratio to ensure
continuing sustainability of FGN's debts. Government will also negotiatiale a break on debt
service with the Central Bank of Nigeria.

7.3 Monetary Policy Objectives and strategy

The direction of monetary policy by the Central Bank of Nigeria in the medium term (2021-
2023) is outlined below. It is premised principally on key assumptions and underiying
macroeconomic conditions as projected by the Bank in the period under consideration.

7.3.1 Monetary Policy Objectives

in the first quarter of 2020, the economy witnessed a slower quarterty GDP growth rate, rising
inflation, increasing balance of payment deficit, bearish capital market condition, rising
national debt profile, exchange rate pressures, sharp decrease in oil prices, dedlining
government revenue and rising unemployment rate. These macroeconomic conditions, # not
abated by the third and fourth quarters of 2020, would mean negative year-on year output
growth and deteriorated financial system conditions for the year.
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Given these, the goal of monetary policy over the medium term would be to minimize the
adverse impacts of these headwinds and ensure that the emerging recessionary conditions
are rapidly reversed. The Central Bank of Nigaria will centinue to align the condtct of monetary
policy with the overall macroeconomic goals as enshrined in the Medium-Term Expendiiure
Framework of the Federal Government.

Thus, the Bank’s monetary projections were prepared using the CBN Monetary and Financial
Programming Template, to obtain the indicative monetary aggregate benchmarks consisient
with the desired overall macroeconomic objectives of the Federal Government of Nigeria.

Notwithstanding the foregoing, the Bank would periodically review the monetary progeersme
to ensure consistency with evolving global and domestic macroeconomic conditions =i ime
effectiveness of the applied monetary pelicy tools. In addition, the Bank would coliahor=i= it
all other relevant public and private sector stakeholders to ensure effective coordinsim ard
implementation of the outlined strategies of the medium-term framework (MTF).

/7.3.2 Monetary Policy Stance

The Central Bank of Nigeria (CBN) would continue to adopt the medium-term framewnr
(MTF} in the conduct of monetary policy in the fiscal years 202177073, Accordingly ithe
monetary programme for the 2020/2022 fiscal year is adjusted to accommodate ===t
changes to fiscal operations in 2020 and projections of 2021 and 2022 fiscal years. Ty s
oblain the indicative monetary aggregate benchmarks consistent with the desired overal|
macreeconomic objectives of the Federal Government. The 2021/2023 monetary poticy thrust
would be anchored on the need to augment the fiscal stimulus packages to restart and rasiore

the economy following the effects of the COVID-18 pandemic.

In ensuring the attainment of manstary and price stability for sustainable growth recovery and
economic development, the 2021/2023 monetary programme was based on-

1. Money supply that would cushion the effect of the shocks from the pangemEs on
economic performance and growth;

2. Moderate levels of accretion to external reserves based on net FX inflows, esfiecing
reduced oil revenue but even less foreign exchange demand given iow giooal
economic activities: :

3. Domestic credit expansion to support private sactor growth, parficularly, 1o e rmet 2ad
critical sectors of the ecenomy;

4. Expansion in agricultural and manuiacturing output growth through isrosisd
interventions in the agriculiure and Micro, Small and Medium Enterprises (ISKIES)
sectors to improve employment generation and household income:

3. Improve stability of the foreign exchange market to enhance markst SO,
moderate foreign capital cutflow and encourage foreign capital inflow;

6. Improve terms of {rade through increased non-oil export and decline in nosessential
imports to improve the balance of payment position and accretion fo externai reserves;

7. Increased collaboration with fiscal authorities to provide monetary acconmmuodationrfor
the projected fiscal expansion necessary for economic recovery and growdh in the
immediate aftermath of COVID-19.

Budget Office of ihe Federation f TMFENE
2027 — 2023 MTEF/FSP



[

Table 7.1

The CBN monetary programme was premised on the assumptions of large fiscal expansion
in response to the impact of COVID-19 in 2020 through to 2022, increased government
spending pre-2023 general elections and the effective implementation of Nigeria Economic
Sustainability Plan

Segueil {o the above, the 2021 — 2023 MTF monetary programmes included a benchmark of
average exchange rate of SUSD/N375.88, in line with projected crude oil production and price
benchmarks for 2021, 2022 and 2023, respectively. The detalled macroeconomic projections
for the framework based on these benchmarks are presented n Table 7.1

Selected Macroeconomic Projections for the ZPL- 2T MIFEF

indicator 2021
Narrow Money (M1) (Billioﬁ Naira) 11.814.88
M1 Growth Rate 12.20 ;
Broad Money (M2) (Billion Naira} % 32 874 A1 I
M2 Growtn Rate 14.31 ,
Broader Money (M3) (Billion Naira) 38,880.96 |
M3 Growth Rate 11.91
Net Foreign Assets (NFA) Billion Naira) 4 501.85
NFA Growth Rate 2.92
Net Domestic Credit (NDC) (Bilion Naira) | 4547813 |
NDGC Growth Rate 2.93 é
Net Government Credit (NGC)(Billion Naira] 13,137.88 |[
NGC Growth Rate P 1338 I‘
Frivate Sector (DCp) (Billion Naira) E 33,34038 :
DCp Growth Rate 8.5
External Reserves (US$ billion} 3511 ]
External Reserves Growth Rate 2.30 :
Average Exchange Rate (N/$)* 376.71 i
1
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“This does not factor in the paraliel market rate which the CBN doss not recognize as a legitimate
window in Nigeria's foreign exchange market
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7.3.3 Challengeas to Monetary Policy and Outlook for the economy

To achieve the above, the CBN monetary policy and cradit stance would need fo encourage
higher banking sector credit to the economy, however, considering the expected levels of
inflation and the large fiscal expansions, monetary aggregates are expected to increase
significantly with implications for domestic orices, including foreign exchange and interest
rates, which may hinder the required credi exnansion.

The projected monetary and credit indicative benchmarks from 2021/2023 would aim at a
cumulative average of:

. M3 and M2 growth of 9.90 and 1185 per cemt, respeciively;

. NFA growth of 25.71 per cent:

© Net domestic credit growth of 18. Stpsrcent- araverage of 26.21 and 12.70 per cent
to Government and Private secioxs, msnactiveiv- and

. External reserves of $38.83 $UST sion represEnung an average growth rate 4.07

per cent for the entire MTF.

Monetary policy would remain proactive in Snsunng monstary and price stability conducive for
sustainable and inclusive growth, as we# as maintaining a safe, stable and sound financial
system necessary to support economis o= it i term (2020-2023) and beyond,

=1
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the Bank would confinue to moniior gebal and domestic developments and evaluate its

implications for the Nigerian sconomy in fine with the above stated objectives.

This current framework will be guided by several short-tarm interventions, though principally
focused on the medium-term growth recovery and development plan. Consequently, volatility
may be expecied in key monetary aggregates in the short-term, with conseqguences for
sustaining price stability and financial sxstem resilience. Given the projected decline in giohal
output growth and commodity prices, externs! shnoks cauld miount pressures on the expected
export expansion and external reserve scor=tion. This may weaken the Bank's ability to
moderate domestic prices, maintain positivs-axdsmal balancs and support real output growth
In the short to medium term. Therefors. we maintain 2 caufious GDP growth projection in the
medium term, precedeni on improvad giohal s=xmrmic andd imancial conditions, in addition to
continuing coordination of fiscal and manetary policy respenses to the impact of the COVID-
19 pandemic.

7.4 Key Sectoral Policy Initiaiess

A number of sectoral policy initiatives me considerad over the medium term. The Faderal
Government will seek to align most of stich sectarsl infervensions towards the achisvement of
the Sustainable Development Goals {30CGs).

7.4.1 Extensive Public Works and Boad Construction FProgramme

As part of measures to conserve foreign-exchange-expended on importation of bitumen for
road construction, emphasis will now be on the usaof localty available materials tike limestone,
cement and granite. Optlons have been expiored for using inese materials in major Federal
highways. This initiative will also ensure thai a significant number of workers will be engaged
in the construction of rural roads using siones and other materials available locally.
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Government is devsloping the engineering concept and template for this approach for
extensive cover of rural roads.

742 Support for Micro, Small & Medium Fnterprises

initiatives for micro, small and medium enterprises are being implemented to support business
activities through guaranieed off take of items like persanal protective equipment, face shields,
face masks, hand saniizers, shoe covers, soaps, etc. This scheme is expected to catalyse
Mmassive invesiments in ight manufacturing, which will ensure that many commonly used items
are produced in local communitiss thereby stimulating economic activities.

Govemment will aiso Festerent 2 Survival Fund aimed at ensuring that small and medium-
sized enterprisas can kaep their smployees and hetp maintain jobs through payroll support.

7.4.3 Eneicy Sscior Policy injtiatives

Energizing Ecormmizs Prograrmmmesr Govemnment will intensify the implemsntation of the
Energizing Economies Pragramme. Tha programme is a public-private partnership led by the
Rural Electrification Agency (REA), to deliver stable power supply to markets and economic

cirsters across thecooniny,

Installation of Selar Hoswe Systems: Installation of Solar Home Systems is planned to cover
up to S miliion househeids, serving abewt 25 million individua! Nigerians who are currently not
connected to the Bafional Ghd. In view of the seale of materials required, solar equipment
manufacturers will be required to sat up production facilities in Nigeria, thereby offering
addttional job opportunities to Nigerians. In addition, installation, servicing and payment
collections are expected to provide thousands of other jobs. '

Promotion of Domestic Gas Utilisation: To take advantage of Nigeria’s aburdant gas
resources, which is alss cheaper and more friendly to the environment, this project will
promote indigencus- manufecire of gas cylinders, building of gas filling stations and
canversion of cars i promote fhe wids ses of compressed natural gas in the domestic market.
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This is expected to bring betwesn 20,000 and 100,000 hectares of new farmland under
cufivation in svery Siste of the Federation. The aim is to create millions of job opportunities,
directly and indrechy, ower 2 12month period. A significant number of Nigerians will be
incentivised to engags i arming and &gro-processing, as that is a field in which Nigeria has
comparative advarisge. -

’
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Government wif sirengthen existing social safety nets programmes. This will be achieved

through an increase i the number of cendilional cash transfer beneficiaries, N-Power

volunteers and sumighy fradars enioying small and micro loans through the MarketMoni and
radarMoni schaimes. The existing-conditional cash fransfer will be extendad to cover mostly

the rural poor. Howsverorraccount ofthe current lockdown, most of the urban poor, artisans,

labourers, petty vaders, streat verdors cart pushers, have become further impoverished
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746 Digital Technology

To foster a culture of innovation and create a wide variety of technology and ICT jobs, special
ettention will be paid to the promotion of technology hubs, cali-centres for business process
outsourcing and digitisation of processes, both in Government and within the private sector.
Experience thus far indicates that, if well harnessed, this is a sector that can create jobs on a
large scale and eam foreign exchange for the country.

747 Enterfainment and Creative Industry

Nigeria's creative industries — film, music, broadcasting and publishing — have great growth
powEntial as wetl as the space to create jobs and generate foreign exchange earnings. This
undorscores the continued emphasis of Government to promote and encourage
sEvsiopmients in the sector. To support the private-sector led development of the industry,
government wilfocus on addressing challenges such as weak enforcement of intellectual and
Fopedy Tights, inadequate supporting infrastructure and technology, and lack of access to
TEemcing to enalds the sector io reach its full potential. Unlocking these constraints will create
=a0re opportunities for growth and employment, (especially of the teeming youth population).

25 ANAIYSIS & STATEMENT ON CONSOLIDATED DEBT & CONTINGENT

8.1 Nigeria's Cuirent Debt Profile

8.1.1 [DebtStock

Higeria’s Total Public Debt stock {comprising the FGN, States and FCT) as at December 31,
22tSwas NZ7 401,381.29 million (US$84,053.32 million) compared ta N24,387.071.74 million
{USE72,436.72 mifhion) as at December 31, 2018, representing an increase of N3,014,308.55
million or 12.35% In Naira terms. The increase in the Total Public Debt stock was due to new

#estic Borrowings, as well as additional disbursements on existing Bilateral and Multilateral
Extarnal Loans,

The Domestic Dabt as a percentage of the Total Public Debt droppad from 68.18% as at
Deoambar 31, 2018 to 67.07% as at December 31, 2019, while the share of External Dabt
mesTom 31.82% as at December 31, 2018 to 32.93% as at December 31,2019. The FGN's
Exmnesiic Debt as at December 31, 2019 was 14,272 644,79 million or 52.08% of the Total
=gbnc Debt, white the Domestic Debt of the States & FCT was N4,106,314.86 million or
1£.88% of the Tota! Public Debt as at December 31, 2018. Whereas, the External Debt of tha
OGN was 27,534 274.02 million (US$23 111.27 million) or 27.50 percent of the Total Public
Dbt the External Debt of the States & FCT constituted MN1,488,147.62 million (US$4,564.87
Tediion) or §.43% of Total Public Debt as at December 31, 2016.

Nigeria’s Total Public Debt as a percentage of GDP remained sustainable at a ratio of 19.00%
as at Decentber 31, 2019. This ratio is within the Country Spectiic Debt Limit of 40 percent
and below the maximum threshold of 55% recommended by the IMF and World Bank for
Touies in Nigeria's peer group, as well as the West African Monetary Zone Convergence
threshoid of 70%.
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Figure 8.1: Trend in Nigeria’s Total Public Debt (2015 - 201 9)
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&.1.2  Debt Service Payments

Figure 8.2: Debt Service Payments {2014 _ ‘
-201 2) ® External Geht & Domesdc Dabt

Whilst the Debt Management Strategy
implemented by the Government to
reduce the cost of refinancing short-term

domestic debt with cheaper and longer- ~_‘:.* 5000
tenored external debt and lower Z OO
domestic inferest rates, resulied in the 5 %
decrease in Domestic Debt Service in mz

the year under review. As a result, the
Total Public Dsbt Service payment
slightly decreased from
US$7,256.90 million in 2018 to US$7.062.47 miliion in 2019, representing a decrease of
U33194.43 million or 2.88 percent.

2018 2016

In terms of the fiscal burden associated with the relatively high debt service payments, it is
expected that the various reforms and inItiatives_ undertaken by the Government in the critical
sectors of the economy, aimed at enhancing revenue generation, would subsequently

8.2 Debt Management Sirategy

Nigeria’s Medium-Term Debt Management Strategy (MTDS), 2016-2019, provided the basis
for Government’s borrowings to meet its financing needs at least cost and with prudent degree
of risk, as well as ensured the sustainability of the Public Debt Portfolio within the year under
review. The focus of the Strategy was aimed at attaining the following targets:

= Anincrease in External financing, with a view to rebalancing the public debt portfolio
and achieve an optimal debt composition of 60:40 for Domestic Debt and Exiernal
Debt;
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* Attain a Domestic Debt Mix of 75:25 for long and short-term debts, respeciively, so as
to reduce the cost of debt service and roll-over risk;

= Keep the share of debt maturing within 1 year, as a percentage of Total Debt Portfolio
at not more than 20%;

*  Keep the Average Time-to-Maturity (ATM) for the Total Debt Portfolio at 2 minimum of
10 years.

Accordingly, significant improvement was recorded in rebalancing the composition of the Total
Public Debt portfolio, white the other targets were surpassed as at December 31, 2019. The
ratio of Domaestic to External Debt in the Total Public Debt was 67:33 as at December 31,
2013, relative to the targeted composition of 60:40 by end of 2019, The Domestic Debt Mix
improved substantially to 81:19 for long and short-term debts respectively as at December 31,
2018, exceeding the targeted Domestic Debt mix of 75:25 for long and shori-term debis by
end of 2019. This indicates a remarkable improvement when compared to the Domestic Dabt
mix of 69:31 for long and short-term debts at the commencement of the Strategy in 2016,

The strategy of borrowing long, and restructuring of the domestic debt portfalio by refinancing
matured NTBs with the proceeds of the Eurobonds and lengthening the FGN Bonds Yield
Curve up to 30 years within the period contributed to the improvements recorded. The
proportion of debt maturing within one year was 15.81 percent of the Total Public Debt as at
December 31, 2019, relative to the target of not more than 20 percent of the Total Public Debt
by end-2018. This also reflects a significant improvement compared to the proportion of debt
maturing in one year at 29.15 percent of the Tata! Public Debt at the beginning of the Strategy.
in the same vein, the Average Time-to-Maturity (ATM) for the Total Public Debt porifolio was
10.50 years as at December 31, 2019, which also exceeded the minimum target of 10 ysars
by end-2019. This achievement has substantially reduced the refinancing risk for the Total
Public Debt, compared to the level of 7.15 years at the commencement of the Strategy in
2016.

Overall, effective implementation of the country’s Debt Management Strategy has helped to
moderate the cost of borrowing, reduced the share of short-term debt in the Portfolio and
Refinancing Risk, further extended the Yield Curve in the domestic Bond Market to 30 years
and lengthened the maturity profile of the Public Debt porifolio, as well as increased the
Foreign Reserves of the country, through the issuance of Eurobonds and Diaspora Bond in
the sum of USD10.16 billion between 2017 and 2018, which helped to stabilize the Naira
Exchange Rate.

8.3 Nature and Fiscal Implications of Contingent Liabllities

Given the Federal Govemment of Nigeria (FGN's) pricritisation of the development of
infrastructure which requires new and more creative ways of financing, there will be & growing
use of ofi-balance sheet products such as Guarantees, Letters of Comforts and like
instruments, by the Government. These products which constitute Contingent Liabilities (CLs)
are also deployed to encourage private sector participation in the development of critical
infrastructure and projects and cther sectors of the economy through Public-Private
Partnerships (PPPs), Concessions and other structures, which provide significant social and
economic benefit fo Nigeria.
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CLs are sources of fiscal risk to the Government and can cause a substantial burden on the
budget if they crystailise. Thus, in order to ensure and promote transparency, prudence and
accountability in the management of the Cls, the FGN is developing Guidelines to serve as
policy framework and guiding principles on issuance of Guarantees, indemnities and Letters
of Comfort and like instruments.

The FGN's exposure to Contingent Liabilities as at December 31, 2019 declined to
82,573.836 billion and accounted for 1.78 percent of GDP {M144,210.492 billion), compared
to M2,716.361 billion or 2.13 percent of GDP (8127,762.545 billion) as at December 31, 2018.

Table 8.1 shows the actual Contingent Liability profile of the FGN for the period, 2018-
2019, and projected liability for the Medium-term, 2020-2023.

Table 8.1: FGN Guarantees and Contingent Liabilities: Actual: 2018-2019 & Projections: 2020 — 2023

| 2018 19 n 21 i itk
i {Lisbility Type ¥ 3 B % 8 ¥
[ [Federn] Mortnags Bank of Nperdz (FMEN) 50806651450 5,258,165, 51% 5,238,368, 914.60 - -
i
1 2 [FCDA - Katsoype hifrastcghure Project 0,5, 350,08 FH0504 35068 7,440,504, 28063 - -
3 _|Nigeris Pors Autherity - Lekdi Beep Seaport 238,006,005,000, 20 : ZBRGX0000,M000 | 238,006,000, 030.00 223, CA0,500,000.06
4 sXigerian Fxpori-fmpec (VEXB Bask 5,750,347, 118! 387, 08.544.5 3857, 0.5056.06 248 BE0 40,00 -
Nizeria Mortgzae Refiaare Company {¥MEC) :
5 |Ple 18,226,405, 7371 E7707,380,561.01 455,740 B3RCT 11.532,005,993.0° §.44,048 1601 I
— Payment Assmmncs Faciiy far SRET Ple {2 awor
- § |Sector) SIS BI04 | S ICONAEN | LM3SICAIGGEEEF | BBDASSAISENSET | 7M.I60.416.65.57 3R 410,656.87
Fower Seetar Conlingent Liabiifes (Pat-Calt
7 |Opifoa Agreement} QTGRS EASNC ] A5 6528450620 | 7,453 608,703 739,20 2,370,818,356,740.40 | 2284009 368,358.80 2..85.540.579,138.4] |
PowerSector Contingemt Liatilikes (Partial Risk :
_ 7 [Granntes TSI M4SN0 | WS ME00000 | IRI00MM | R ALV 000 I 3745 500,08
Lagacy FON Expesore from PHCN Successor
1 ICompanh RS e D I AT A NI A007000 ) SR40T 455 7R 54,%35,455,072,00 84,335,455 078,00
HI_[NXPC -AKK Gas Pieline P rofect - Bi4S00 600, TR 16 | BBLAGSANG 79008 | 354,498 Bom 7SE.Y6 554,469,859, 750.16
1 [Pemsine Arrars for MDA VIS NISMANT | S5 IAPSGN00] BN SIS0 | TRLEM 7720750 73X 18 470683 £96,523.375,510.99
V17 [Others 200,000.000,C000G | 3CHLII0850,000.:20 | S00,000,000,000.00 00,000, 501, 360,80
fi
Tutal 4715351,366,383] 2379837818333 §,108443132,7181 £.276,169,264,006] §.285,242 873 713 6,385,458,575,129.23

Zuch Rate used: 20182015 (N1D3.5;5) ; 20202023 (360/ 8}
Source: DMO

Notes:

1 The FGN provided a Guarantse for the Bond issuad b vy FMBN to refinance mortgages provided
for purchases of FGN non-essential rosidential houses. Out of the N32 biflion Bonds issued
N5.238 biflion is outstanding.

Akl

The Guarantee was issued on behalf of Federal Capital Development Authority (FCDA) in the

sum of N61.2 bilfion in respect of a bank facility for Deens hanger Praojects Limited for provision
of infrastructure in Katampe District, Abuja. The current outstanding amotint confirmed by FCDA

is N7,440,504.380.68
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3 NFA LEKKI PORT-Amount guaranteed is (/SD800 Million (N238 biflion at N380/8) Liabiity wilt
commence upan the affainment of Financial Ciose. This is expected in 2020.

4 FGN Guarantee fo NEXIM for $50 miffion Master fine of cradit from African Devslopmsnt Bank
[AfDEB) to finance parf of the cost of the Fxport Oriented Small and Medium Enterprises financing
programme of NEXIM. The facility will be fully repaid in 2021.

S The Guarantee is fo enable NMRC raise long term funds from the Capital Market by issuing
Bonds for the purpose of refinancing morigages created by Eligible Morigage lenders. N19
billion (N8 billion-Serfes 1 Bond and N17 billion Series 2 Bond} has been utilised out of total
Guarantee available in the sum of N44¢ biliion.

& FGN Guarantee io Central Bank of Nigeria for providing NBET & Payment Assurance Facility, for
is obiigations to Gencos in the sum of N1.301 iriliion.

7 Figures are based on NBET's submissions on Put-Call option Agreements (PCOA) with Gencos,
8 Figures are based on NBET's submissions on Partial Risk Guaranieas (PRG) issuad fo Gencos.

§ Figures providsd by BPE on FGN's exposure in respect of the debt componani of the purchasa
price of the PHCM successor companies.

10 FGN Guaraniee for the Ajackuta-Kaduna-Kano {AKK) Gas Pipeline Project undertaken by the
Nigeria  Nafional ~Pefroleum  Cormporation (NNPC). The Guarantse covers £5%
(UU582,456,944,166.11) of the total cost (US$2,850,622,548.36) of the Project.

11 Pension arrears for MDAs Data provided by PENCOM to DMO. Qutstandin g Refirement Baneffis
Liability of the FGN for certain categories of its empioyees. Amount has been projected fo redirce
by 5% annually.

12 Others: As part of efforts fo further develop infrastructure, there will be a growing use of off-
balance sheet products such as Guaraniees, Letters of Comiorts and like instruments, by the
Gavernment, as from 2020, Thus, it is expected that Contingent Liabilities will increase, as more
off-balance sheef producis are used to support infrastructural development.

9.0 RISKS TO THE MEDIUM-TERM QUTLOOK

The global COVID-19 pandemic exposed vulrerabilities in pubiic finances arourd the world,
and sparked debt crises among seemingly solvent governmenis. Much of the inreases in
public debt stemmed from:

« National governments’ unwillingness to cut expendiiures in the middie of a pandemic,
with imminent recession;

e Private-sector / financial institutions unanticipated bailout requests; and

» large issuances of foreign-denominated debt that grew rapidly as local currencies
depreciated.

The outbreak of the COVID-19 pandemic led to the revision of the FGN's 2020-2077
MTEF/FSP. The effect of this pandemic on the global ecenomy remains to be fully quartified
as this, with its resultant remnant effects, will be ceniral to fiseal risks over the short to medium
term. The Federal Government has responded and is adapting fiscal policies 1o contain the
damage from COVID-19. In addition, we will review below a nurmber of recirying risks, oot

within the domestic envircnment and the global sconomy, or shocks that may pose setbacks
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to FGN’s revenues, planned expenditures, and constrain econormic growth or slow the pace
of achieving soms of the development objectives of the FGN. These are likely to Have some
effects on the medium-term economic forecasts. Consequently, in drafting the 2021-2023
fiscal strategy p'aper, we have identified and highlighted some of these risks. These will be
reviewed, their likelihood assessed, and mitigating strategies proposed.

2.1 G[obql E_conomic Trends & _Geo-Poliﬂcol Tensigﬁs

The uncertainty around the ultimate outcomea of the giobal health cris® has nct been fully
ascertained. A number of analysis and revised forecasis show that it has ggered the greatest
global recession since the Great Depression of 1930, resulting in encemous dzmags o
people’s weli-being, jobs and health. Economies are expected io comract as 2 resuft of
slowdown in economic activities which in turn will do damage to labour prodmeiivity as well as
potential output.  This is largely dus to the possibility of a second wave =f sschEons, without
any clinically approved vaccine in the horizon, resulting in renewed lockdowss before e end
cf 2020.

Political developments in the United States will test the US instiiufians to its limis. The
November election will be critical to global medium-term outlook. Some cousider this the US’
equivalent of Brexit as the outcome may portend pofficar uncertainly = oo of fhe world's
oldest democracies.

There will be implications for crude il pricing on account of this geopoiitical risk. The markais
can expect prices to rally if there is any other trigger between the US and iran, which could
disrupt Middle East output and drive oil prices higher. Following the seizure of a British flagged
olf tanker in the Strait of Hormuz iast year, the UK alsc retaliated with a counter seizure of an
franian vessel. With tensions reaching heightened fevels, the UK has joined a US-ed mission
to protect ships traveling through the Strait of Hormuz from Iranian threat,

However, the US-China tensions have taken a new dimension posi COVIDCIS, and B I
expecied {o rise ahead of the US Presidential election in November, 2522 Both sides wi
continue fo use economic tools such as sanctions, boycotis, and impordexpert control in thie.
struggle. Even as trade conflicts persist, China is determined to expans &= mota focdpr

over the medium term as it leverages the Belt and Road initiative {BRIL

9.2 _International Oil Market Developmens

9.2.1 0Ol Prices

Oil Prices fell below US$10 per barre! and further slid into negaiive temine’ For the frst fime
in history in 2020, a year described by many as the nrost turbulers Sercmee ol S
Volatility has remained a major recuming risk. Oil & Gas represents under ¥0% of Nigeria's
GDP, but accounts for about 50% of government revenues and over 80% of export eamings.
Thus, its volatility could potentially distort revenue outiumns and afect vudget performance.
Prior to COVID-19 inspired Oil Price decline, the Nigerian economy was anready fragile and
vulnerabie, with siuggish growth, low revenue/GDP ratio, constrained fiscal space, low forsign
& domestic investments, declining foreign reserves, etc. As lockdowns formad wahufacturing
plants to shut down, and people stopped traveling, globa! demand for crade i al by ebout
28 million barrels a day. Oif prices remain volatile in the naar term considering the possibility

! West Texas (ntermediate (WTI) Crude Oif
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of a second wave of COVID-19 infeciions and lockdowns.

The medium-term outfcok shows prices could recover to pre-crisis levels averaging U3$50 -
US$E0 per barrel under the best-case scenario. Govarnment will be conservative in setting
benchmark for oil price in formulating its annual budget so as to be abie to build up buffers to
safeguard against price and possible production shocks and will stay within the $40 per barrel
benchmark price for FY 2021 as well as the outer years

9.2.2 Oil Demand & Supply Risks

The current global humanitarian crisis cocasioned by the COVID-18 pandemic has contributed
to an unprecedented drop in global demand for cruds not envisagad at the start of the year
ana this afiected the price of crude negatively. Organisafion of Petroleum Exporting Countries
(OPEC) members, as well as alied non-members Bke Russia and Meaxico {referred to as
OPECH) finalized a production cut deal.

This marks the rejuvenation of the broader OPEC+ =Smree, that was in uncertain territory in
recent times as Saudi Arabia and Russia waged = grueling price war with each other. In its
Jure 2020 report, the International Energy Aganicy (TEA) forecasts giobai oil demand to falt by
8.1mbpd in 2020, the largest fall in history. This is however expecied 1o rebound by 5.7mbpd
In 2021. On the Supply side, global supply is prejested o amble by 7 2mbpd on average in
2020 and recover slightly by 1.8mbpd by 2021 assumgng that the OPEC+ cuts are fully
complied with. The OPEC+ intervention has restored-stabfity-to-themarket and it is expected
to be managed in the short to medium term.

9.3 Exchange Rate Risks

Depreciation of the Naira against the US dollar and other major currencies poses a key risk o
government's fiscal position. Over 80% of Nigeris's foreign exchange earnings is derived from
Crude oil and gas export. In effect, the risk of the Kakadepreciafingagainst the US Dollar is
a resultant risk should there be a protracted ¢il price shorck dus o the fact that oil revenue
receipts are in US dollars. Businesses that rely heavity on Tarex for mpaens of production inputs
and capital could also be constrained. To address #-eschance rate risks, the Central Bank
of Nigeria will pursue unification around its 1&EFY markat rate, which is the window where
investors and exporters {ransact dollars at markei determined raies. in addition, the CBN is
endeavouring to significantly improve its forsign reserves I be ahie to enhance its ability to
manage exchange rate risks by dafending the Nata smirst depredation. where possible,

9.4__ Rlsks o Non-0Oil Revenue

Health crisis from the global pandemic and the susro=r iockdowns in many states and the
FCT has led {o a drop in economic activities withoni precedent in recert history. [mproving
domestic revenue mobilisation remains a oritical focusTar Government

Government shall continue to drive reforms io improve-Nigeria's revenue profile, particularly
increasing eamings from non-oil revenues as efforts aimed at diversification of the revenue
base to reflect the GDP confinue. Implementafion of the Performance Management
Framework has shown early results with siighs tomrovemmem i the performance of
independent revenues from N454.34 billion in 2018 to N557.34 billion in 2015, This, alongside
other measures and strategies outfined in secfion 7 of this document will be sustained over
the medium term, which include improving operaticayt sfficiencies, enforeing cost-to-income
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ratios, and generally ensuring the GOEs operate in a more fiscally responsible manner,
Plugging leakages remain key in improving non-oil revenue and efforts will be targeted at
compliance within the FGN independent revenue value chain. Efforts to increase the number
of tax payers and the tax base shall be pursued vigerously in the medium term, rather that
increasing the tax rate (this will be subject to a medium to long term review).

9.5 Sensifivily of Budget aggregates to Macro-economic
conditions

Fiscal aggregates are sensiize to changas in macroeconomic variables, including commodity
prices, exchange rate, interest rates, GDP growth etc. The 2020 — 2022 MTEF/FSP was
updated in Q2 2020 following the adverse effect of the ol price wars and the global pandemic
on the key assumptions undamirmning the 2020 budget as well as the meadium-term outlook.

Generally, macroeconomiciiscal forscasis arnd-key assumplions are made in modeling FGNs
policy and decision making. Frererore, the macroeconomic and fiscal forecasis contained
herein as well as the 2021 Se=fget to follow thersfrom, are based on available data and
information for modeling at the time of preparation. Professional judgments of historical
patierns are aiso considersd

Should the economic outicek d&ar & key assumptions and parameters presented in the
2021 - 2023 MTEF/FSP, the revesus and expendiure estimates and projections would also
change, as the revenue and expenditure esfimates and projections contained in this document
and the planned 2021 budgst to follow thereon, are based on a number of economic and other
parameters. Govemmernt may have to reduce planned expenditure in the event that
unanticipated changes in economic conditions oceur, by way of managing budgetary
pressures, should the impact of such change(s) flow through to FGN’s expenditure and
revenue forecasts.

The impact of this risk is highy given: the sigaioed share of non-discretionary expenditure to
total expenditure. To mitigatis fuie risk the medium-term revenus forecast relies significantly
on observed historical relediomshine hetween the variable factors.

The analysis of the above ks, = well as others, is summarized in Table 9.1
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Domestic oil production [ L H
shocks

Disruptions due to attacks/sabotage are now
substantially abated. Government will
continue with improved security architecture,
leveraging technology to fully eradicate this
risk.

In addition, government has approved
invesiment opporiunities  which  support
medium term aspirations such as ZabaZaba
Etan, Owowo, Bosi Bonga South-
west/Aparo, Ayala & Madu, Nnwa
Doro/Bolia Chota field developments which
are expected to boast production. These will
also help to mitigate this risk, and ensure
targets are realized save for force majeurs
or technical shut-ins.

Oil price outlook remains uncertain and
velatile. Nigeria will comply with OPEC+
measures in managing price shocks.
Nonetheless, the age long fiscal tool to
address this is the adoption of a lower than
forecast oil price benchmark for fiscai
projections over the medium term.

The Central Bank of Nigeria will pursue
unification around its I&EFX rate over the
medium term, where investars and exporters
transactollars at market determined prices.
The exchange rate gap is expected to
narrow significantly with the implementation
of the rate unification. Overali, CBN policies
to liberafize the FX market, meeting forex
demands while building external reserves is
expected to mitigate this risk.

H H
Foreign  Exchangs |M H

_ Supply / Rate Risk
Faiiure to meef non-offi H H

revenie projection

With economic activiies slowing due to
lockdowns and the contagion effect of the
pandemic, a conservative approach to target
setting will be in place, while collection
efficiency of major revenue generating
agencies will be improved upon.
Government will continue to enforce the
implementation of the Performance
Management Framework for GOEs by
ensuring they operate in more fiscally
responsible manner whilst reviewing their
operational efficiencies, and cost-fo-income
ratios.
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Insecurity in paris of
the couniry

M

Banditry and other internal security issues
are being tackled by the Nigeria Police and
the Miliiary High command. Economic
activilies in some stales have been
negatively aflected by this, including
possible food shortage as farmers are
unabie to go to farms in some cases.
Governments ongoing efforts in restoring
order, working with states and local
communities fo deploy peace-building &
dialogue mechanisms are st ongoing with
new shtakges Suopkd, while  socio-
econormicfumanitarian interventions shall
continue sl ave expected to mitigate this
risk

Natural disaster

The only satxral disasier cumently foracast
is flash fioeding, during the reiny season. No
other bvwrsreret ratural disaster warning for
Nigeria is forecasted over the medium term
by any of the relevani agencies monitoring
such. Howeszer, there is 2 mindmum balance
of N20bsn proviZied for emergancy response
by the FoN nihe svert of a patural disaster
in any p=ri of the ooy, This fund is
domiciled in the Ecological Funds account.

fnsurgency

There has been some improvement leading
to de-sscalation of insurgency. Mitigation
strategy largely remains the same from
previous yesr2, 3 twin frack approach of
dialogue and millary force will be
maintaied M the event of an upsurge in |
major securty breaches and  relevant
military operstions reguired & the north
east.

Failure of Power Sector
Recovery Programme
{PSRP)

A Word Banl faciity ($750m nerformance —
based io=iy iosupport the implemeantation of
the FGN PSEP has besn spproved. The

CBK Pavment Assurance Faciiity extension

(NBOOb witlaiso keep Hauidity in the sector
it Joem pemet yoar miongeide budgetary
provisions as cootainad in the PSRP
financing plan-A-potential funding gap of up
to N1.5fm im 2000 will be creatad in the event
of no impresmeEntzation of cost refiective tariffs.
GCovaergrrers has no  fiscal space o
accommodate further infervention in the

1 sector. A tariff raview is thus inevitable.
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Managing Sub-[H Deciine in subnational revenues sources
National Fiscal would increase their dependence on fiscal
Pressures transfers cum bailouts from the FGN, with

damaging  consequences for  non-
discretional spending which will affect
infrastructure  investments and  service
delivery.

To mitigate this risk, the Federal
Government has included subnationa!l
Governments’ needs in discussions with the
Warld Banks's Performance for Results
(P4R) facility up to %1.5bn, including
upscaling the $750m SFTAS programme for
disbursement to qualifying states, to
prioritise investments in critical sectors such

Mealth, Water, Sanitation ete,
strengthen infrastructure planning.

0.  CONCLUSION

The medium-term outlook for the FGN suggests that fiscal risk is somewhat elevated, largely
due to COVID-19 disruptions. The potential for weaker-than-expected economic performance
threatens the revenue forecast, as seen in the base year (2020 revised budget) and the
updated medium-term projections. This fiscai strategy paper has been prepared against the
backdrop of heightened global economic uncertainty. The COVID-19 Pandemic and its
pessible contagion effect from downward revision of advance economies’ outlook will certainly
have effect on financial marksts and siow eccnomic recovery in the medium term,

Downside risks to economic development have been taken into. consideration in the
preparation of the 2021-23 MTEF/FSP. Government has identified key sedtors that are
expecied to drive recovery and growth and there will be aliocative efficiency for capital spend
irs those priority sectors over the medium term. Furthermare, emphasis shall be on completing
angoing projects and Governmenrt will ensure completion of aritical ongoing projects within the
medium term. This is to ensure we work dowrn the current portiolio of ongoing projects by 2023
where possible, g '
Furthermore, Public Expenditure Reviews (PER) will be carried out for selected seciors to
Testew Swlr quality of spending over a three-year periad with a view to addressing identified
utiiization issues acrass board. In addition, attention will continue 1o be paid to the costing of
activities/projects, compstitive bidding in public procurement, the Open Treasury Portal,
continuous audit of MDAs' eperations and other public financial management reforms which
are expected to yield significant results.

The ong-term sustainability of public finances is considered priority and government is
coramitted to stabilizing national debt as a share of GDP over the medium tarm. The outlook
for coniingent fiabilities is also a source of vulnerability. The macroeconomic and fiscal policies

outiined therefore, are in part, designed to reduce these risks, and ensure that government's .

frscat targets are achieved.
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The government is working on both a new iong-term vision, possibly up to 2050, to succeed
the Vision 20:2020. Similarly, a successor medium-term development plan is under
preparation as lifespan of the ERGP 2017-2020 draws to its end.
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ANNEXURE 1. 2021 - 2023 MEDIUM TERM FISCAL FRAMEWORK

2021-2023 Mediuvm Term Fiscal Framework
1 . B N . - T . i N i
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303 |Special Federation Trensfers; 169,260,000,000 ' 103
104 | Presidential Power Intiative 72,000,30,303 104
105 | Migesiz Severetsn Iavessment Auferity (NSTA) 97.200,000,00% - 295
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190 | Smtes' Sere of VAT Sao] Acsome (309 1 4693125497 | 851,522 241271 Y0700 468 533
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209 |Nei FGN's Share of Federncdon Aceonnr {48.5%) 2,361,660,219,305 3,.237.212,115,757 3,792,}51,722.330 i
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212 [REDISTRIBUTE FGN'S SHARE QF VAT ; JEE

213 |Gross FGN's Share of VAT (155 304,407 843,54 255,433 572 381 272127, 140560 | DSL,840,381 508 || 213

214 |Deduetioms o ) i [
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225 | Shars of Fedsration Acec Tevier 68,435,570, %90 460,310, 253,308 ! 88, 678,580,41 1 Fi 35, 148,437 I3

228 e |Revemne from (OFs 900117 338,727 2,173.800,155,098 | 2377 063 AR 07T 2471,678.334,010 _'l'
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PREFACE

The annual Tax Expenditures Statement (the “Statement”) sets out the estimated cost of tax
expenditures provided under Nigeria’s revenue and other laws. The preparation of the
Statement is a requirement under the Fiscal Responsibility Act, 2007 (“FRA 2007"). The
Statement is to be prepared in accordance with the process specified in the Call Circular
issued on 30 Aprit 2020 by the Honorable Minister of Finance, Budget and National Planning.
The 2019 Statement will be the first of what will be annual Statements.

Tax expenditure reporting is international best practice as # improves budgstary and fiscal
transparency and the Siatement wil become a ceniral component of the Federal
Government’s reporting on the Nigerian tax system. The Statement is designed fo provides an
estimate of the cost of the main tax expenditures for the 2019 year in terms of ravenue forgone.
In accordance with FRA 2007, the Statemnent should alse provide an indicstiverestimate of the
cost of the main tax expenditures for the following three years. The 2018 Statement will focus
only on the main tax expenditures, but, over time, a more comprehenstvs annus! Staforment
will be prepared. [t is intended that the Statement will contribute to public diszsssion on the
Gavernment's tax policies and the use of the tax system to achieve the Govermmen®'s socia)
and economic policy objectives.

This Policy Overview outiines the requirements of the Statement and delivers neiminary
estimates of revenues forgone from CIT and VAT. These insights are intendead o support the
Government's Medium-Term Expenditure Framework {MTEF) and provide direcctioral poficy
guidance. The Government agencies charged with responsibiity for the Staterment wil
continue to work during the summer of 2020 to ensure that the first annual Statement is
submitted with the Budget papers as required by FRA 2007. It is also intended that a separate
Tax Policy Recommendations memo wili be presented based on the insights from the
Statement.

INTRODUCTION

The principal purpose of the tax system is to raise revenue to frmmce Government
expenditure. The tax system can include concessionary measures aimed at achieving the
Government's policy goals but at the cost of lower tax revenues. The iower fax revenus
resulting from these tax measures is an indirect way of incurring Govemmeni expenditure and
these measures are thus referred to as “tax expenditures”. Because they wistort relative prices,
tax expendiiures create incentives for persons to change behavior Ths makes fax
expendifures effective tools for incentivizing the decisions of individuais and Brms: however,
these incentives make the tax system non-neutral and can result in sub-optiral decisions.
Consequently, as with direct Government expenditure, the policy objeciivas underlying
individual tax expenditures must be dearly undersiood and the associaied costs monitared. |
is equally important that, when granting tax incentives, a mechanism t© meror o poticy
outcomes is implemented.

Tax expenditures should be managed with equal rigor as Budget appropriatiors — in the same
ways as Budget financial outlays are subjsct to strong controls to preveint ahuse and waste.
Nigeria's commitment to this global best practice is enshrined in FRA 2057, The computations
presented in this Overview are illustrative of taxes forgone and the potential magnhitude of tax
expenditures.

The Statement supplements the Government's Annual Budget by providing information on fhe
cost of tax expenditures. The Annual Budget focuses on fiscal expendiures and afl sources
of income including the tax revenue that the Government collects under the tax taws whereas
the Statement focuses on the ravenue that the Government forgoes dug ic tax expenditures.
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The purpose of the Statement is to provide data on the cost of tax expenditures for the
purposes of evaluating the effectivensss of individual tax expenditures in achieving their policy
goals. In other words, the Statement facilitates the undertaking of a cost/benefit analysis of
tax expenditures. Ultimately, the Statement will provide for greater transparency, and inform
discussion on the equity and efficiency of the tax system. As required under FRA 2007, the
Statement will also include an indicative estimate of the cost of the main tax expenditures for
the following three years.

It is not the purpose of the Annual Budget to evaluate direct Govermnment expenditures; that is
a process separate from the Budget. Importantly, the same applies for the Statement; it is not
the purpose of the Statement to avaluate tax expengitures, but, rather, to provide estimates
that can be used to evaluate tax-expenditures. Proger mamagement of tax expenditures is
likely to improve revenue collections.

This Statement Policy overview is confined to rewenie forgone on VAT and CIT. The
document lists the provisions in the revenue and other aws that dapart from the benchmark
tax treatment (i.e. tax expenditures) for the VAT and T77 and esiimates the tax forgone for the
2019 year. The estimate of the future costs of tax expendiures are indicative because of the
factors mentioned in Section 2.1 below.

There are three steps involved in the preparation of the estimates in the Statement:
{1) The determination of the benchmark tax treatmesd for the relavant tax,

(2) The identification of departures from the bemchmark tax ireatment (i.e. tax
expenditures).

3) The estimation of the cost of tax expenditures interms of revenue forgene.

While the current analysis is against a benchmark based on current law, a separate analysis
against global best practices benchmarks may show the Tl potential of revenue. As
mentioned above, good analysis and managemert can drive better revenue collections. The
preliminary calculations in this Policy Overview suggest that Nigeria’s non-oil revenue
potential is at lsast double its current collections. Revenue Torgore from Customs Duty,
Excises, Petroleum Production Tax, Personal Income Texand cancassions under the Qil and
Gas Zones legislation remains to be computed. Further, currert estimates will be improved in
the statement as disaggregated data becomes availabie, .

‘the Policy Overview is divided irto three parts:

(1) Part 1 sets out the legisiative requiremerts for the Statement and explains the key
concepis of "benchmark tax treatment” and “tayx sxpenditure™.

(2) Part 2 sets out the benchmeark tax treatment fortiaa MAT 20d CIT and the methadology
used to estimate the cost of VAT and CIT tax expenditures.

{3) Part 3 sets out the revenue forgone estimates and projections for CIT and VAT.
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1. LEGAL FRAMEWORK; BENCHMARK TAX TREATMENT AND TAX EXPENDITURES

1.1. legal Framework

The preparation of the Statement is required under the FRA 2007. In partticular, Section 29
FRA 2007 obliges the Finance Minister to provide an evaluation of the budgetary and financial
implications of any proposed fax expenditure in the year that it becomes effective and in the
following three years. Importantly, Section 29 also provides that the Finance Minister can
approve an expenditure measure onhyif it does not adversely impair the revenue estimates in
the annual budget or if it is acoompanied by a countervailing measure or measures, such as
increased tax rates or expansion of the tax base, resulting in increased revenue. In other
words, Section 29 requires that the introduction of any new tax expenditure to be revenue
neutral. The Statement will prowide input into this analysis by setting out an estimate of the
revenue cost of existing tax exsendmres.

This Policy Overview has been prepared by the Budget Office to provide preliminary guidance
to accompany the government's MTEF, and tv set out the framework for the annual
Statements. It has been preps=d & accordance with the instructions and requirements
specified in the FGN 2021 Tax Expenditures Statement Cali Circular (April 2020).

1.2. Benchmark Tax reaiment and Tax Expenditures

The benchmark tax treatment is the standard tax treatment applicable generally to taxpayers,
activities, or goods and services, and is set separately for each tax. it is based on the norms
applicable under the Nigerian tax system. This approach i considered simpler, and less open
to debate, than the alternative of defininrg the benchmark for each tax by reference to the
“optimal” design of the tax from an economic and policy perspective, such as the Haig Simons
notion of comprehensive income for the purposes of the CIT. The benchmark for each tax
takes account of the key structural features of the tax: (i) tax base; (i} tax rate; (i) tax unit;
and (iv) tax period. However, mosi fax expendifires relate to measures affecting the tax base
or fax rates.

In broad terms, a tax expendiurs & gny measirs In the revenue or other laws that provides
for a tax treatiment of a particular activity, sector, or goods or services, or a particular class of
taxpayer, that differs from the benchmark tax treatment and that results in a reduction in a
taxpayer’s liabilily. This is consistent with section 56 of the FRA 2007, which defines “lax
expenditure projections” to mean “the profectad amount expected fo be utilized in the granting
of tax relief or [a] tax holiday”. Texmxpenditures can take various forms, including exemptions,
concessionary deductions, tax oradis, concessionary tax rates, duty or tax waivers, or deferral
of a tax liability. Importantly, a-fax meesure is 2 tax expenditure only if it is 2 departure from
the benchmark tax treatmerit: Some exemptions and concessionary rates form part of the
benchmark tax treatment ang, Thersfore, are rot iax expenditures. For example, the zero-
rating of exports under the VAT is ot a tax sxpenditure as it is a structural feature of the VAT,
which taxes domestic consumption.

Some tax expenditures give fise to-a permanent reduction in the tax liability of a taxpayer.
Examples include tax exemptions, Toncessionary tax rates, and duty or tax waivers. Other tax
expenditures provide a trming wdvantage o taxpayers by either deferring the recognition of
income or advancing the aliowance of daductions. Examples include acceleratad depreciation
and investment tax credits. A timing difference is an advantage to a taxpayer because of the
time value of money.
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There may be policy aspects of the benchmark tax treatment that the Governmeni may decide
to cost to determine whether they are working as intended or to help formulate policies in the
future, and the methodology used for costing tax expenditures may be useful also for this
purpose. For example, in future, the tax expenditure methodology may be used to cost
departures i the Nigerian tax laws from giobal best practice. However, the 2019 Statement
will focus only on tax expenditures.

1.3. Tax Expenditure Evaluation Framework for Nigeria

As stated abeve, the Statement will provide data that can be used in the evaluation of tax
expenditures. ideally, the cost of tax expenditures should be measured against the benefits
obtained fram the tax expenditure having regard to the objectives for which they are designed.
This Policy Overview establishes a framework for the evaluation of both the performance of
existing femsires that result v tax expenditures and future measures that may result in tax
expendiures. {he foliowing objectives may be used to evaluate Tax Expenditures that are
established thronobriter Annua] Statements:

Objectives that are internal to the tax
sysiem ) _
To extend or modify the unit of taxation

Objecives to further broad economic
‘and soeial policy
. To enceurage investment in specific
| | sectors

To erourags o atradt invesgtment

To provide income support or tax relief

To encourage exgoriorienied industry

To reduce administration or compliance costs

To encourage invesiment in specific
regions

To assess tax liability over a multi-year period

To encourage backward mtﬂgratzon
To encourage employment

To prevent double taxation

To recognize non-discretionary expensss
(ability to pay)

To suppoit competitiveneéé N

To recognize expenses incurred to sarn
employment income

To suppaort business achivity

To implement a judicial decision

|_To encourage sanings

To promote the fairness of the tax system

To encourags mvestment in education

To ensure neutral tax treatment across similar
situations

To achieve-other economic objectives

Ta implement intergovernmental tax
arrangements

To achisve a social obisctive

To provige redief for special

The revems cost of tax expenditures in the Statements will provide input into the evaluation
process, theaciual evaluation of tax measures is a separate process documented in other
pohcy specic decuments thal can incorporate non-tax policy drivers in addition to tax
expendivies ihat futiher poiicy goals.

1.4, Scope Limitation for First Tax Expenditures Statement

The scope and coverage of tax expenditure reporting varies from country to country. Because -
of dafa Imitations, in the inifiaf period of preparation of the Statement, the focus will be on the
incentives for specific types of investment or business activity, and to specific categories of
goods andservices, as provided for in the VAT and CIT legislation, and to the extent thai data
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becomes avallable, on othar principal areas of taxation. However, over time, the aim is for the
Statement fo become a more comprehensive coverage of Nigera's tax expenditures.

2.  TAX EXPENDITURES AND BENCHMARKS USED: DEFINITICNS/
ESTIMATION METHODOLGGIES

2.1. Methodological Approach

As required by the Call Circular, the tax expenditure estimates included in the Statement are
to be determined on a “revenue forgone” basis. This means that the estimates should be
bassd on the difference between the existing and benchmark tax treatmenis assuming
taxpayer behavior is the same, i.e. there is nc behavioral response o a reduction or removal
ofthe tax expenditure.

The foliowing are noted with respect to the tax expendiiure estimaies for the annual
Statements, and have been used for the purposes of the preliminary calculations in this Policy
Overview:

S

The estimate is not an estimate of the revenue increase if the tax expenditure is
ramoved.

4
i

{2} Estimates should not be added together as one tax expenditure may affect ancther.

(3) A fax expenditure estimate is not necessarily the same as a direct expenditure
estimate.

{4y Care should be taken in comparing ithe estimate of a pariicular tax expenditure
estimate for 2019 with that in a future year as, over time, there may be changes in
policy, benchmarks, methodology, data, or assumpiions.

{5y The reliability of estimates varies, with some estimates being an indication of the size
of the {ax expenditure.

{8; The estimales are made for each tax expenditure individually. Consequently, there is
no calculation of possible interaction effects, e.q. the secondary effect of VAT
exemption on certain imported or locally produced capital goods on the corporate
income tax due an exempted entities has not been estimated.

2.2. Data availability and approaches 1o mitigate data gaps

Tive Siatement will inciude the best estimates of the cost of the main tax expenditures based
ormiebest, currently, available data for the 2019 year. The purpose of underiaking preliminary
calcuiations for this Policy Overview was to test data availability and betier define
requirements for the purpases of the annual Statements. In some cases, the available data
reiated to previous periods and some assumptions were required to make them usable for the
2019 vear, Further, some {ax expenditures were unguantiilable as there was insufficient data
to produce a reliable estimaie.

The foliowing data limitations in estimating tax expenditures should he noted:

1.VAT: The VAT estimaies are based on the Supply-Use Tables prepared by the Nigerian
Bureau of Statistics (NBS} for 2010 (the most recent Supply-tJse Tables available)
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adjusted, where possible, to 2018. The VAT tax expenditure estimates are produced using -
a “top-down” approach.

2. Corporate income Tax and Petroleum Profit Tax: The CIT/PPT estimates are based on
data provided by the Federal Inland Revenue Service (FIRS) on GIT collsctions and
retumns filed by entities which benefit from the Pioneer Industry Scheme (PSi). The returns
of the PS! entities provide a good estimate of the cost of PSI tax expenditures. These are
derived from reasonable assumptions of profit level indicators and effective tax rates
based on the performance of PS! entities. To estimate overall CIT tax expenditure these
estimates are used, in conjunction with information obtained from return data from the
limited number of returns filed online. The estimates will be improved in the first annual
Statement with the availability of disaggregated data. It is noted that tax expenditures in
relation to CIT/PPT are the most complex given varying profit ratios of different business
areas, variations of profitability between time periods and difficuliies of estimating the level
of taxable profits from accounting profits across business areas.

3. Export Processing Zones/Qil and Gas Free Zones: The calculation of tax expenditures
related to EPZ and OGFZ concessions is the most challenging due to the lack of data from
the relevant regulatory authorities. Further, given that the beneficiaries are not required te
file any tax returns, the only source of information is the relevant authorities, which have
powers to require returns. This Policy Overview includes an estimate of revenue forgone
from Export Processing Zones; this shows the need for more analysis which will be
undertaken in the first annuat Statement.

2.3. Value Added Tax Bencbm_ork

The Nigerian benchmark VAT rate was 5% for 2018. Following internatiocnal best practice,
VAT applies on the final consumption of all goods and services consumed in the country,
whereas exports are zero-rated. The VAT is a multistage tax and is charged on the supply of
gocds and services at all stages in the supply chain. Registered businesses are eligible for
input fax credits on the VAT paid on their inputs; as a result, the tax applies only on the vaiue
added throughout the supply chain. Because consumers cannot claim credits for the VAT they
incur, they pay all of the fax. Nigeria denies input tax credits to capita! purchases and,
therefore, businesses incur unrecoverable tax on thelr capital investments, even on fully
taxable and zero-rated supplies. Input tax credits are an integra! part of the VAT system
because they ara the mechanism by which the tax applies only on the value-added and,
therefore, are not a tax expenditure.

There was no small supplier threshold in Nigeria in 2018. Consequently, all entities registered
for VAT were required to charge VAE on supplies of goods or sarvices made that were not
exempt or zero rated.

There are two basses under the VAT on which a supply of goods and services are not taxed.
Businesses cannot charge VAT on commodities that are “exempt”. However, they become the
final consumer and therefore cannot claim input tax credits for the VAT they incur on the
provision of the exempt supply. When the commodity is zero-rated, the VAT does not apply
throughout the supply chain, including purchases by final consumers. in centrast to “exempt
supplies” businesses can claim full input tax credits used in the production of the zero-rated
supply. Because exports are consumed in a foreign jurisdiction, zero-rating them is a structural
component of the VAT and, therefore, is not a fax expenditure. However, zero-rating
domestically consumed commodities is a tax expenditure.
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2.4. Corporate income Tax Benchmark

The benchmark CiT treatment is a flat rate of fax imposed at a rate of 30% on the taxable
income of a company for an accounting year. The taxable income of a company is the tax
base for the CIT and is the total income derived by the company during the accounting year
reduced by the total deductions allowed to the company for the year. The benchmark CIT
dees not include capital gains as these are subject to separate taxation under the CGT Act.
Expenditures incurred to derive income charged to tax are allowed as a deduction. Qperating
expenditure is deducted outright in the tax year in which it is incurred, and capital expenditure
is deducted on a depreciation or amortization basis over the useful life of the expenditure. A
net loss for a tax year is carried forward as a deduction in the following tax year.

Nigerian companies are subject to CIT on their worldwide income with a credit for foreign tax
provided as refief from double taxation. Non-Nigerian companies are subject to CIT only on
Nigerian source income. Dividends, interest, royalties, and rent paid to non-residents are
subject to final withholding tax at the rate of 10%. Tax treaties allocate taxing rights over
income and gains arising from transactions between residents of the two Contracting States
to the treaty. In broad terms, tax freaties do this by either excluding or limiting source country
taxation over income and gains derived by a resident of the other Contracting State. Nigeria's
taxing rights under a tax treaty form part of the CIT benchmark as it applies to residents of the
other Contracting State to the treaty. This is particularly relevant to the taxation of business
profits, dividends, interest, and royalties under tax treaties. For example, the benchmark
taxation of interest pald to non-residents is withholding tax imposed at the rate of 10% of the
gross amount of interest. However, the lower tax treaty rate of 7.5% is the benchmark rate
applicable to inferest paid to a resident of South Africa.

3.  REVENUE FORGONE ESTIMATES

3.1. CIT/PPT revenue forgone estimates

3.1.1. Preliminary estimate of CIT fargone

The preliminary estimate of revenue forgone from inventoried general CiT incentives and
concessions in 2019 is NGN 1.18 trillion, based on 30% effective tax rate. For contrast, the
total CIT collection was NGN 1.85 trillion.

Banks and financia! institutions accounted for 94 percent of the estimated total CIT forgone.
‘The table below shows the top four deductions elaimsd by this sector;

Concession claimed ~ NGN
interest on securities o 192,314,482,681
Interest on loan for agriculiure, "
fabrication and cottage industry 5,332,476,774,810
Deductibles under 8. 23(1) CITA 59,410,943,239
' Research and development 113,732,080,157

Conglomerates and Information & Communication companies also seem to bencfit
disproportionately, but further disaggregated information is needed to determine the extent.
Oit Producing entities benefit from significant PPTA concessions but the tax foregone will be
calculated when sufficient data are receivad.

CIT forgone under NEPZA and PS! schemes was NGN 8.49 billion and NGN 10.49 billion,
respectively, although these amounts are subject to change as more data become available.
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The oil and gas sector shows significant deductions taken, which requires further analysis to
assess the full impact PPT and OGZ concessions.

The exercise has also revealed compliance issues that naad to be addressed.
3.1.2. Methodology

FIRS provided sectoral data on only CIT returns fited online and on allowed deductions
(incentives and concessions) presumably for both online and manual filings. The total tax
assessed for online returns represented 61.25 percent of total CIT collections, the laiter taken
as the proxy for the total tax assessed entire filing population {i.e., for both online and manua!
retum filings). This ratio was applied on a pro-rata basis to derive allowed deductions for online
filings. The assessable profits were then adjusted by the allowed deductions o calculate the
benchmark taxable amount, to which a benchmark tax rate of 30 percent was applied to obtain
benchmark tax. The difference between the benchmark tax and the original assessed tax
represented the tax forgone on online return filings. The results were then scaled up by the
sarme ratio to derive the total CIT foregone for the entire population.

3.1.3. Caveats

» Some non-oil/gas companies, such as those in *agriculture and plantations” and “other
manufacturing” sectors, benafit from PPTA deductions: the interaction between the charge
to PPT and CIT in the same entity requires further investigation.

* The allowed deductions are not detailed; for instance, there is no distinction between
accelerated depreciation and current charge.

+ While a 30% CIT rate has been assumed, there are companies eligible for the 20% rate
but data were not available on the distribution.

¢ An assumption was made that online retums map perfectly to the overall return filing
behavior.

¢ lack of firm-level data exposes the estimates to aggregation bias.

* Preliminary analysis of PSI status companies on NIPC website and data provided indicate
a higher number of businesses benefiting from tax concessions than those reperted. Data
were provided on 26 businesses whereas the NIPC quarterly reporis indicate at least 41
P35I beneficiaries in 2018.

= For PSI, the tax forgone was reported by FIRS. However, this is likely to be only
assessed tax forgone without considering some addbacks for tax expenditures as under
the WBG methodology.

3.2. VATforgone revenue estimates

Preliminary analysis suggests that the Nigerian VAT revenue foregone from policy choices
and other leakages is significant. In 2019 Nigeria's VAT revenue (net of input tax credits) was
about 1.2 trillion Naira compared to the country’s revenue potential of about 4.3 trillion Naira.
Moreover, it appears that a significant proportion of Nigeria’s VAT revenue comes from the
imposition of tax on capital inputs.

These estimates are based on supply use tables from 2010 grown to 2019 using the growth
in VAT over the same period. In the nine years following the release of the most current supply
- use tables the compound average growth rate for VAT in Nigeria was about 8.7%. By way of
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contrast, inflation was estimated to be well over 11%. Nigeria’s nominal VAT is not keeping

. pace with inflation.

The 2019 estimates are based on a VAT rate of 5%, the prevailing rate throughout that year.
fn 2020 Nigeria raised its VAT rate to 7.5%. The preliminary estimates of the potential revenue
foregone suggests that broadening the tax base and granting input tax credits throughout the
supply chain has greater revenue potential than the 2 ¥ percentage point rate increase.

Investments in construction, machinery and equipment and other types of capital formation
are the backbone of productivity growth. However, with the exception of the special economic
zones and the oil and gas sector, these caritical investments are subject to VAT in Nigeria. In
fact, if all the capital purchases in the couniry were denied input tax credits, as stipoizted in
the law, over 80% of the Nigerian VAT revenue may have come from tax on capital.

Typically, basic food, healthcare and education account for the largest proportions of VAT
relief in most countries. This distribution is a sharp contrast to Nigeria. Chari 3.1.1 shows fhe

- VAT leakage by sector. The 10 sectors shown in the chart are the largest benefickaries of

Nigerian VAT revenue relief; they account for about 90% of the foregone revenus. Crop
production accounts for over 40% of the foregone VAT revenue In the country, foliowsd by
public administration at 12%. Real estate, education, and telecommunications account for B%,
6% and 6% respeciively.

Chart 3.1.1

Hiustrative Distribution of Forgone VAT
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4.  CONCLUSIONS

The most significant conciusion is the large size of Nigeria's revenue forgone from jost hun of
the main taxes,i.e., CIT and VAT. Nigeria’s non-oit revenue potential is at least hwirs #e
current collections. The preliminary estimate of revenue forgone from CIT incentives ard
concessions in 2018 is NGN 1.1 trillion; for contrast, 2019 CIT collections was NGN 1.6 iriliion,
The preliminary estimate of revenue forgons from VAT policy choices and comptiarce gaps
is estimated to be NGN 3.1 trillion and could possibly be mora. It is worth refterzting that

revenue forgone from Customs Duty, Excises, Petroleum Production Tax, Personal lrcome
Tax and concessions under the Oil and Gas Zones legislation is still to be computed.

Current estimates will be improved as disaggregated data becomss available' data FEGUESES
have been made to the relevant MDAs and their responses are awaited. Going forward, data
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being used for the Tax Expenditure Statement have io be validated and undergo Data Quality
Assurance.

Finally, it is critical to recognize that preparation of the Tax Expenditure Statement is the
responsibility of the Nigerian MDAs, supported by World Bank. We see the work going forward
as a joint modelling exercise to be carried out by the WB and Nigsrian teams. The WB team
remains committed to provide the mode!l and train willing officials of the relevant MDAs. A draft
computational model has been built. Further data simulations wil aquire expertise from FIRS,
NCS8, NBS and TSD. As we move ahead to heip the Tax Expenditure Committee come up
with a robust Tax Expenditure Statement by the Budget submission, outstanding data issues
need to be resolved in July 2020, so that compuiational work can be carried out in August
2020.
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