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The economic and fiscal estimates presented in the 2022-24 MTEF/FSP incorporate
assumptions, narratives and judgments based on information available at the time of
preparation. These estinates are subject to uncertainty. This MTEF/FSP provides detaile of
the historical performance of Budget forecasts for the macroeconomic aggregates of real
and nominal GDP, as well as for estimates of government revenues & expenditure. The
Fiscal Strategy Paper also presents a number of economic forecasts / projections and key
undertying assumptions as well as Government's medium-term outlook.

This document is available at - www.hudgetoffice.gov,ng

ili
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1.0 INTRODUCTION

The Medium-Term Expenciture Framework and Fiscal Strategy Paper (MTEF & FSP) g 2
major feature of the annual budget preparation cycle. It provides the basic structure for the
estimates and assumptions that underlie the annual budgets. it is designed {o facilitate several
important ouicomes: greater macroaconomic balance; improved aliocative efficiency - inter-
and intra~sectoral resource allocation; greater budgetary predictability for line ministries; and
more efficient use of public funds. Integrating the top-down resource envelope projection with
the bottom-up sectoral programme expenditure estimation ensures that the policy making,
planning, and budgeting processes are linked and devaloped inte 2 body of consisient goals
to be achieved within a three-year period. This has pecome even more important for
developing economies ag severe economic conseguences in the wake of the COVID-18
pandemic make the setting and attainment of development goals imperative.

th developing this MTEF&FSP, the broad strategic objectives of government for various
sectors have bheen given extensive consideration. The expenditure framework reflects the
resource consiraints, government policies, and sector priorities within which decisions are
made fo maximize socioeconomic cutcomes, The MTEF&FSP also endeavours to make
public expenditures more efficient and effective, essentially by allowing line ministnies greater
flexibility in managing their budgets in the context of hard budget constraints and stipulatory
policias and programmes. The MTEF&FSP will seek tc consolidate the gains of the Economic
Sustainahility Plan (ESPF) 2020 and to incept the drive for the attainment of imporiant outcomes
of the Medium-Term National Development Plan 2021-25 which include sustainable and
inclusive Gross Domestic Product (GDP) growth, enhanced macroeconomic balance,

improved resource zliocation, and a well-diversified economy.

The effectivenass of medium-term perspective in budgeting process on the economy depends
ultimately on the credibility of the expenditure estimates and ceilings as weli &s how this
information is used by decision makers, the private sector operators, and civil society
organisations. The Administration has demonstrated commitment to Public Finance
Management (PFM) reforms in Nigeria, Extensive consultations with relevant stakeholders,
rigorous analysis and supportive fiscal arrangements have been employed (¢ ensiire that
successive MTEF&FSP achieve the fiscal objectives through disciplined implementation of

budgetary targets.

The 2022-2024 MTEF&FSP will provide guidance to Ministries, Departments and Agencies
(MDAs) of the Federal Government in the formulation of policies and selection of projects and
programmes o ensure economic development. The MTEF&FSP will also provide further
impetus to the efforts at ramping up ongoing drive to accelerate investment in critical
infrasiructures and human capital, diversification of the government revenue base for
enhanced social welfare and sustained improvement in business environment. Federal
Government's annual budget for 2022-24 fiscal years, deriving from this MTEF&FSP will
encapsulate government’s plan to accelerale our economic recovery process, promote social

inclusion and strengthen resilience of the economy.

Budgei Office of the Federation / FMFBNP
2022 - 2024 FATEE/FSE




2.0 _ECONOIMIC AND FISCAL OUTLOOK

21 Clobol Economic Developments ond implicalions

COVID-19 pandemic, though primarily & health crisis has left in its wake severe economic
consequences for all countries around the world. The economic impact was exacerbated by
the inter-dependencies among various economies. In spite of the {ocalized lockdowns, supply
chain disruptions and heightened uncertainties occasioned by renewed wave and new
variants of Covid-18 virus, the global economic environment is expected to improve in the

near term.

The internationa| Monetary Fund (IMF) recently revised its forecasts for giobal economic
growth in 2021 to 6.0% after 3.5% decling in 2020. Global economic growtt: is projected to
moderate beyond 2022. The upward revision reflects additional fiscal support in a few farge

economies, the anticipated vaccine-powered recovery in the second half of 2021, and
continued adaptation of econcmic

' ' | Estimate [ Projections | activity to subdued mobility and
Real GDF annual 2020 12021 2022 | contactless operations.

Sustained non-pharmaceutical
vanced Economies COVID-19 containment measures,
United States . B greater vaccine availabiiity and
Euro Area improved therapies are expected fo
: o enhance global economic activity.
Recovery paths have varied across
countries, regions as well as across
sectors. GDP levels are projected to
remain  well  below the pre-
pandemic fevelitrend through 2023
Ni . for most countries. Prices, however,
geria , . . .

South Afrios - T 70 oG | are expeoﬁed to rise globally dge o
Low: Income Developing ) . , '1'h.e massive manetary and_ fiscal
iries Injections in several countries as

T stimulus packages to mitigate the
impact of the COVID-19 pandernic.

pect of improved global ofl demand, the Organization of the Petroleum

Exporting Countries, and allies (OPEC+) eased production restraints. In & move aimed at
reducing incentive to shig profits to low-tax cffshore havens thereby boosting domestic

revenues to fund post COVID recovery, the G7 has agreed to a deal stipulating a globai
Corporate minimum tax rate of 15%.

Buoyed by the pros

The Euro Aresa is profected to rebound to a 4.4% growth in 2021. The recovery is anticipated
fo be driven by pent-up demand and higher household incomes. The iockdowns and other
measures imposed to contain the spread of COVID-19 have fed to a marked increase i the
savings of European househoids. The ciosure of non-essential businesses ang many feisure
activities, together with restrictions on mobility and activity as well as increasad uncertainty,
have caused the savings rate in the Furo area to fise, peaking at around 25% during @2 2020

in contrast to the 13% prior to the pandemic.

There are growing concerns about infiation in the United States as consumer prices surge
amid significant slowing pace of [ob creation in Aprit 2021, fueliing corcems of widespread

2

Budgel Office of the Federation / FMFBNP
2022 - 3024 MTEF/FSP




discrepancies in the labour market. GDF growth in the USA is expected to peak al 6.4% in
2021 and moderate o 3.8% in 2022,

Interest in cryptocurrencies from mainstream financial firms and corporations has surged this
year. Regulators in the USA as well as in other parts of the world are developing frameworks
for the treatment of the $1.5 triflion cryptocurrency market, This is with & view to address
concerns about consumer protection, money laundering and terrorist financing. Central Banks
including some in the Emerging and Developing Economies (EMDEs) and working on

introducing Central Bank Digital Currency (CBDC).

A new wave of the pandemic has slowed economic activities in Indiz, Brazil ana Turkey
dampening growth prospects in three of Nigeria’s major trading partners. China’s economic
growth slowed in 2020 to 2.3%, the lowest GDP growth rate in more than a decade. The
Chinese economy fas since seen a rebound, recording an unprecedented quarterly growth of
18.3% in the first quarter of 2021 compared to the same quarter last year. China is lsading
the global recovery from the pandemic, and it is on course for the necessary rebalancing to &

sustainable growth path.

Economic activities in Sub-Saharan Africa region are expected to pick up in 2021 and 2022
albeit uneveniy. The pandemic has put public finances under immense pressure. Many Sulb-
Saharan African couniries rely on multilateral budget support facilities fo meet Balance of
Payment (BOP) needs. and others have increasingly taken on debt on non-concessional
tarms—from private lendsrs and non-Paris Club members. Public debts in emerging markefs
have surged to 50-year high. A debt relief programme, the Debt Service Suspension Initiative
(DSSI1); which allows Low income Countries (L.IC's) to suspend repayment of official bilaterat
credit has been extend by the G20 countries until the end of 2021

With the commencement of trading, African countries are expected to leverage on the African
Continental Free Trade Area (AfCFTA) Agresment to boost non-oil exports and increase
foreign exchange inflows. As governments devetop comprehensive industrial and trade
strategies, offer direct incentives for businesses to produce for exparts and implement port

reforms, intra-African trade is anticipated to see a significant boost.

Domestic Econcmic Envirommerntt.
GDP growth and Sectoral Performance

The Nigerian economy
sustained a tepid recovery in first

3.00

Quarterty GDP Growth {%}

quarter of 2021 posting a Year-
on-Year (YoY) GDP growth of

A

2.00 ff»ah o Tt Yy 0.51%, consolidating the exit
100 o= \ from recession in Q4 2020, and

4 | = reflecting the easing of COVID-
PN 38 -‘[N OSSN LE g oy e e o 19 induced restrictions.
100 \U ° _,,/‘Q Tedeooueras %o C}If:w © The growth was driven by the
-2.00 ades 0 20i8 2018 420200 2021 papoit sector, which rose by
2,00 Lo 0.79%  YoY rmasking the
400 Lof deterioraticn in oil GDP (-2.21%
i i YoY). Sectoral growth in non-oil
-5.00 \,/ GDP growth was primarily in
-6.00 (f telecommiunication and
7.00 agriculiure  sectors  recording

7.69% and 2.28% YooY growth,

Source: National Bursau of Statistics
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respectively. Manufaciuring sector grew by 3.4% YoY to aided by a boost in cement and foad,
heverage, and tobacco subsectors. Simitarly, ihe output of the real estate and financial
ingtitutions subsectors increased by 1.77% ano 0.15% YoY, respectively. Significant concems
persist over the performance of trade (-2.43% YoY) and road transport {(-23.75% YoY)
subsactors which are vet to rebound tc pre-pandemic levels,

" 30,00
GLDP Recovery by Sector - wooSectoral GDF Growgth Rates
iooo AR
20.00 000 & \j : S
1000 &% 2 Y B E e BUBENETE
" K ! L= Ehvof 2 g E & =
15.00 | -20.00 % (_.i ; % l_":J‘i[‘f :‘nj ;:-' ;: i__“- ':Z \;‘“:
10,00 | 30,00 = % EhE 22388 &% E& g
-40,00 T - R "
el S (‘_35 wog o O 2“@
-50.00 Cz=z2fs5z 48 ZE
3 . Y o
-60.00 D¢ 2 ooz Z oz
= - v W L =
k£ &
< £ -
]
ewrmasi ()1 2020 smweres 02 2020 02 2020

sz ()} 2020 s Q1 2021

Source: National Bureau of Statistics

Source: National Bureau of Statiatics

The fragility of the economic recovery is evinced by persistent recession in the ofl sector, which
has sustained contraciion in oil output in the first quarter 2021, Ol output in Q121 fell to 1.72
milfion barrels per day (mbpd) from 2.07 mbpd in Q1 2020, attributable to reported shutdowns
in Forcados and Okono terminals. The IMF's latest projection is for the Nigerian economy 1o
grow by 2.5% in 2021, an upward revision from eariier estimate of 1.5%. The NBS' projected
growth rate, and basis for the 2021 budget, was 3.0%, but it too has recently revised its 2021

forecast growth to 2.5%.

Unemployment and Undsremployment

Reducing the incidence of high unemployment and underemployment in the economy is &
major objective of fiscal and monetary policies in the medium term. The number of persons in
the economically active or working age population (15 - 64 years of age) rose by 4.3% in Q4,
2020. Unemployment rate in Q4, 2020 was 33.3%, an increase from the 27.1% recorded in
Q2, 2020. The underemployment rate declined from 28.6% in G2, 2020 to 22.8%.

The spatial dimension of the

Unemployment Rate unemployad  labour force  has
significant planning implications. there

60.00% _
50,00% 4 has been an uptick in unemployment
40.00% : among rural and wurban dwellers,
30.00% : Unemiployment rate  among  rural
20.00% EE ?"f dwellers rose to 34.5% in Q4, up from
10.00% g r a : 28.2% in @2, 2020, while urban
0.00% % = - W « unemployment was 31.8% up from
Fo0od 508380 & 26.4%. Conversely, underemployment
SoAdd SLOEDREESBRR  among rural dwellers declined fo
R A o 26.9% from 31.5%, while the rate
&g Unemployment Rate & Under-employment Rate among urban dwellers decreased to
16.2% from 23.2% in Q2, 2020,

Source: National Bursau of Statistics
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High unemployment/underemployment rates have impiications for poverty incidence in the
population. NBS' latest estimate i that £0.1% of the population (62.9 million people) are ool

Poverty headcount rate As the econonty recovers, the caﬁtinged
(nercentage of population) support _for figh en’tp_toyment generating
sectors, improvement in infrastructure and

other deliberate efforts are expected to

50
50 significantly reduce the current
40 unemployment  and undaremployment
30 rates in Nigeria, and consequently, reduce
20 the poverty incidence. Concerted efiorts at
10 ramping up aspects of the Social
o investment Programme (SIP) are aiso
NIGERTA URBAN RURAL aimed at providing direct employment {0
Souree: National Buisay of Stafistics the ‘[eemil'lg yﬁ}uth popuiation.

2.2.2 Monetary Sector

Inflation
The persistent rise of inflation halted in Aprii 2021 after nineteen consecutive months, From a

four year high of 18.17% YoY in March, the consumer price index, (CP1) which measures
inflation moderated for the second consecutive maonth to 17.93% in May 2021. This represents
0.19 % points lower than 18.12% recorded in April. infiation is driven [argely by surge in food
prices (itself fuelled by structural issuss and insecurity). Urban inflation rate increased by

16.09 in May higher than 15.63% recorded in April 2021, while the rural inflation rate increased

by 17.36 % in May 2021 from 17 57% i April 2021. Inflafionary pressure continues to weaken
disposable income and manufacturers’ profitability. It is currently about 100% above CBN's

9% target threshold.

(nflation %
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Source: Central Bank of Nigeria

interest Rate
The hMonetary Policy Committee (MPC) of the Central Bank of Nigeria has lefi the Monetary

Policy Rate (MPR) unchanged at 11.50%. Other monetary parameters are also maintained n
s move aimed af sustaining the gains of its accommodative stance and enable the Bank
examine the impact of the policies already in operation. The MPC cited fragile post COVID-19
economic recovery and the need to sustain the plan to make low-cost credit available.

L]
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Foreign Exchange Feserves

Nigeria's Foreign Exchange Reserves slood at US$34.2 billion at the end of May 2021, 2
decline of $640 million compared with $35.1 billion in the previcus month. The decling is partly
atiributabie to the intervention of the CBN in the market to stabilize the exchange rate, and
low foreign exchange inflows into the country, The reserves currently are sufficient {o cover
seven months of imports of goods and services.

The CBN has continued to implement a demand management framework, which is designed
to bolster the production of items that can be produced in Nigeria, and aid conservation of
external reserves. The framework includes a gradual liberalization of the foreign exchange
market in order to smoothen exchange rate volatility and mitigate the impact which, rapid
changes in the exchange rate could have on key macro-economic variables. The CBN has
also instituted measures to boost foreign exchange inflows into the economy, including
diaspora remittances. Nigeria's diaspora remittances fell by 27.7% in 2020. Remittances by
Nigerians in diaspora fell to $16.8 billion in 2020 from $23.24 billion in 2018,

Forelgn Reserves {§' Million)
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2.0.5 Flscol Secior
) . Nigeria's revenue base is
Government Revenue broadly categorised Into
12000 two viz. oil ano non-oil. Of
revenue is primarily from
10000 crude oil receipts while
‘ N non-off  earnings  are
8000 N mainly  from  taxes
65000 ' collected. Receipts from
both SOUICEs have
4000 collectively accounted for
shout 65% of totel
2000 e, P receipts  since 2015
e There has hean
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sectors fo government
casone O] Revenue === hon Of Revenue Toial Revenue revenues, rising from &

paltry 16.5% in 2000 to 57.5% in 2020. Various measures are currently being implementad fo

diversify the sources of foreign exchange earnings in the economy,
As a result of the aggressive investment in critical infrastructure, government has embarked

on expansionary fiscal policies. Hence, there has been a rise in nominal expenditure in the

recent past. This has led to significant increase in public debt stock.

Gavernment Fxpenditure (2000 - 2020)
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Source: National Bureau of Stafistics

Tax Expenditure Statement
Even though the Fiscal Responsibility Act 2007 requires its preparation, the first Tax

FExpenditure Statement (TES) was prepared in 2020. Tax expanditures (TEs) take the form of
an allowance, waiver, preferential tax rate, exemption, deferral, or offset that reduces a tax
obligation to achieve a specific policy objective. The stalement provides the policy maker the
leverage to estimate the implicit cost of concessions granted and appraise the desirability such
o the benefits. The concept recognises that TEs are not merely forgone

costs compared
&
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revenues but that the resutt is similar whether & government chooges {0 gpend directly an or
forgo revenue from certain individuals, groups, or activities, ATES, which includes an estimaie
of the amount of tex expenditures for 2020, and projections for 2022-24 g included as an

appendix to this MTEF&FSP.

224 External Sector e

Trade
Nigeria recorded a 10.3% decline in foreign trade in 2020 to NBS. The value of fotal imports

in 2020 stood at N19.898 trillion or 17.3 % higher than the N16.96 trillion recorded in the
previous year. Total exporis alsc dropped by 34.8% from N18.19 trillion in 2019 to N12.622
frillion in 2020, international restrictions suppressed trede activities in 2020. Q1 2021 trade
report brightens the prospect of a resurgence as total foreign trade rose to N8.8 trillion in the
first quarter of 2021 with increases in both exports and imports. This represents a 6.99 %
increase quarter on quarter and 14.13% YoY. Imporis stood at N8.9 billion while exporis were

valued at N2.9 billion deepening trade deficits.

Nigeria exports primarily erude petroieum and other raw materials such as cocoa, rubber, paim
kernels, organic oils, and fats. It imporis secondary products such as chemicals, machinary,
transport equipment, manufactured goods, food, and refined petroleum products. Crude oil

t stood at N1,929.83 billion representing 68.38 % of the total export recorded in Q1,

expor
% of GDP in 2020 from 3.6% of GDP in 2018,

2021. Current account deficit widened {o 4
mainly due to a 45% collapse in exports.

Foreign Trade
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Nigeria Capital Importation
Total value of capital importation in 2020 stood at $9.7 hillion, & decling of 59.65% when

compared to $24 billion in 2018, There was a decline across all the capital importation types-
Foreign Direct Investment, Foreign Portfolio Investment, and Other investments.

Budgei Office of the Federation / FMIFBNP
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el lmporiation by type ( PAGRAATHAL)
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In Q4 2020, capital importation totalled $1.069 billion, representing a 26.81% decline
compared with the $1.48 billion recorded in Q3 2020. Year-on-year, capital impartation
declined by 71.87% from $3.8 billion recorded in the carresponding ouarter of 20158.The
largest amount of capital importation by type was received through other investment, which
accounted for 73.22% ($783.26million) of total capital importation. This is followed by Foreign
Direct Investment (FDI), which accounted for 23.48% ($251.27million) of total capital imported
and Portfalio Investment, which accounted for 3.28 % ($35.15 million) of total capital imported

in the fourth quarer of 2020
The decline in capital importation underscores the importance of ensuring improvement inthe

investment climate in Nigeria to win investors’ confidence in the global competition for much
needed foreign capital, especially at a time when the global economy is awash with liguidity.
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2.0

REVIEW OF 2020 BUDGET PERFORMANCE

Relative to the revised 2020 budget, the performance of key budget paramaters reflected {he
sffects of the COVID-19 pandamic. Tabie 3.1 shows thal oil production fell, and inflation trailed
target, while oll price and GDP closed better than projected.

Table 3.1: Performance of key 2020 Budget parameters

Oit Production (mbpd)
Exchange Rate (N/S)

Inflaticn {%)

GDP Growth Rate (%)

Oil Price Benchmarlk {USS/b)

* Revised average crude oil isenchmark price for 2020, initially set at $57/b; **Average price of Nigerion

crude for the pericd.
ARevised oil production farget (initiclly 2.18mbpd); ArAverage production, inclusive of volumes for

repayment of pre-2016 cash call arears.

+ infiation rate os at Decemiber, 2020,

‘Revisad GDP growth rate post-covig-19 (inffially 2.93%); “GDP growth rate was 0.11% in Q4 2020,

Cumulctive GDP growth rate for 2020 was -2.48%.

Source: BOF, NBS, CBN, NNPC, OPEC

3.1

Revenue Oulfurns

3.1.1 Qif Revenue

In FY 2020, gross oll and gas revenue was projected at N3.03 trillion. Actual receipt was N4.40
trillion, representing 45.2% performance over the budget. Afier deductions (inciuding 13%
derivation), net oil and gas revenue inflows to the Federation Account was N3.02 trillion. This
is NO14.87 biilion (or 43.6%) more than the target. The remarkable performance in oil and gas
revenue is attributable fo the average market price of oif which was 54% higher than the
budget oil price benchmark. in addition, oil and gas revenues were monetized at a higher rate
tharn the budget benchmark — an outcome of an agreement between the fiscal and monsatary
authorities, which reguired doflar earnings to be exchanged at 2% less the Import & Export

Window rate.

Table 3.2 2020 Revenue Performance

N 2020 Revisod  Actuals Variange
L] - Fiseal Itéms, [Budget . - (Jan-Deek | S o

- ) oo oo | Billions of o
e R _B_:lho:js of Nalra. Nalra Y
Al OIL REVENUE I
alGross Oil and Gas Revenug 3,033.39; 440371 1,370.35 45.2%
b Deductions* 932.62| 1.368.09 488,47 48.8%
ciNet Cil and Gas Revenue 2,100.74} 3,015.62 914.87 43.6%,
BINON-OIL REVENLUE
afNon-Qil Taxes 5,148.00) 3,863.11] (1,282.88) -24.9%
il Corporate Tax 1,768.62] 1.479.12 (318.40) -i7.8%
il VAT 2,190.62|  1,474.54 (716.08)| -32.7%
il Customs 1,156.77 908,48 (247.32)] -21.4%
b} Deductions 362 54 268.06]  (104.49)| -28.8%
clNat Non-Oil Taxes 4,783.46] 3,606.06] {117841) -246%
df Other Revenues™ 14,68 189.32 154.74| 1081.0%
g} Net Non-0il Revenua 4,7868.05] 3,774.38| (1,023.67) -21.3%

* This includas 13% derivation

= This Includes revenue from Soild Minerals after derivation

Mote: The Net Non-0ll Revenue refers 1o those accuranle o the Fedoeratior; thus, it excludas

FGN ndzpendent Revenues

Budgel Office of the Federation / FMFBNF

2022 - 2004 WRTER/FSP

3.1.2 Non-Oil Revenug

N3.86 firillion was generated as
gross non-oil taxes as against N5.15
trillion projected, representing a
shortfall of 24.9%. Of this, Corporate
Tax and VAT collections were N1.45
trittion and N1.47 trillion,
representing 82.2% and 67.3%
collection performarice respectively.
Customs collection was NO082.48
billion, which is 76.6% of the target.
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Souvrce: BOF, OAGF, PRMRC
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Table 3.3

The accretion into the Main Federation
Account Pool and VAT Pool account
were WN5.42 fritlion and. Of this, the
Federal Government received N2.82
trifion while the States and Locai
Governmenis received N1T.47 #illion
and N1.13 trillion respectively from the
Mairt Fool Account. Federal, State and
Local governments received N205.69
Billior, NS86.66 biflion and N479.98
hillion respectively from the VAT Pool

ACCOUnT.

3.1.4 FGN Revenue

1S
N

Federation Account Revenue and VAT Distributabte, 2020 (N'Billion)

ool Acoounts Dhstribishile

Table 3.4 FGN 2020 Revenue Profile (N'Billion}

VENUES (exel,

S

) 12020 Reviged  Actuale - Variance
Fiscal ltems - Bodget . - (Jan-Dec) _ A
L Billions of Naira “Naira -
AfNet Federation Account =
( Distributabie (Main Poal) 4869.40) G,415.68 549,28
|~ HFGN's Share (52.66%) 2,565.20] 2.821.67]  256.47)
[ il States' Share (26.72%) 1,301.10]  1471.53]  170.43]
| iifLocal Govt's Share (20.60%)]  1,003.101 1125.48] 122 38J
\ | | |
BiNet VAT Pon! Account . J
Distributable 2,028.39) 1,371 .32’ (658, 07)I
| MFGNs Share (15%) 304.41| 20569  (98.71))
' v|States' Share (50%) 1,014.60] 68566 (329, 03}
| vliLocal Govt.'s Shere (35%) 710.26]  470.95]  (230.37)
Source: BOF, OAGF, PRMRC
Actual FGN revenues was N3.94

| IGDES} F 8,385.42 3,937.34i {1,428.08) ~27%
A
[_1] OlRevenue | 101397 | 152144 ] 507.67 | 50%
[ 2| Share of Dividend (NLNG} ] 0,26 | 144.00 6362 | 79%
J 3] Minerals & Mining Revenug I 1.90 2.08 0.19 10%
| 4] Nen-OiRevenue: | 152493 | 1gveo0n| (348.85) ] -21%
il | B2167 67322 | (148451  -18%
il AT [ 28417 192.65 (91.45) 1 -32%)
I iVJ Cusloms Revenues i 450,70 396,37 (54.33) -12%
L v[ Federation Account Levies | 68,48 1384 {54.61} -80%
&) [ 2,644,485 PBA.73 ) (1,680.72) -62%
1|_FGN Indapendent Revenue | e384 51036 | (418.408) |  -44%
2[ FGN Drawdowns frem Spacisl 645,00 36011 (26088 | 0%
Accounts/Levies - : ' N
‘ s“ Sanaturt Bonus / Ronewals f Barly 350,52 87| (27180}|  -78%
|” 4] Domestic Recoveries + Assels + Fings” 237.01 1164 (22647)|  -95%
| 8] stemp Duty” 200.00 (200.00) | -100%
[ B[ Granls and Donor Funding 4270 1 {42.70) | -100%|
Transfers from Special Accounts for
’ 7| COVID-18 Infervention Across the 186.37 (186.37) | -100%
Fedgration
Grants and Donations for COVID-19
l Bf Crisis intervantion Fund 66.00 (s0.001 | -100%

triflion by year-end 2020. Of this, ail
reveniue Was N1.52 triflion
representing 38.6% while non-oil tax
revenue Was N1.28 fritiion
representing 32.5%  of  t{clal
revenues. Relative fo the budget, oil
revenue was 73% while non-oil taxes
were 79%. Company income Tax
(CIT) and Value Added Tax (VAT)
ware NE73.22 billion and N192.66
billion  respectively, represaniing
82% and 68% of the Budget
Customs collections was N410.21
bitlion, of which N396.37 billion was
from import duties, excise and fees,
and N78.72 billion was from Special
Levies. Other revenues amountad to

N1.14 trillion, 28% of total revenues. This includes independent revenues of N519.36 billion,
NLMG dividends of N144 biilion and N384.11 billion drawdowns from special accounts among

others.

Budgei Office of the Federation / FMFENP
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5.2 Expenditure Qutturns e

Tahle 3.5 FGN 2020 Expenditure Performance

The FGN Budget for FY2020 was  SEiiaaes ' L e

estimated  at  No.O7  trilion § e Aliteme B ,
(excluding GOEs and project-tied lligsiop i i
loans). Actual expenditure was oy |FGN EXPENDITURE foxci, GOEs and oovasr| w5749 (1882  1.8%
Prolect-tied Loang)
428.03 425,03 0.00 [ _0.0%

N10.18 triliion (1.8% more than

=

Statutory Transfers

7,686.57 7,887.47 (401.90) [ 63%

|

fhe Budget). This is due to the | _BlRecurent Expenditure
. { 1] Non-Debt Recurrent Bxpendifure 463386 | 454621 (1138  0.2%
higher-than-budgeted debt " s Personnel Gosis 2EZ7ES | pEereh coo|  0.0%
service cost, Debl service was ’ b! Z;lsjf;fsiffa‘“iﬁes ncluding Service | g 7n 35060 17742 | -35.0%
13.2% more than the budget { iJJI Overhsads 243.18 243.18 J’ 000y 0.0%
e . g il Other Service Wide Voles 397.33 26218 126.15| -34.0%
provision, N3.19 frillion was IJ_ | Giher Service Vids Votes (COVID-19) 213,98 213,98 000 0.0%
1 G iy Presideniial Amnesty 55.00 65.00 - 0.0%
spent on personnet cost and TPy emm— oy S | sl s

vi{  Paymaeni from Special Accounts 368.75 (36875} |

2,9561.71 3,342,26 (390.55” 13.2%

187334 | 1.871.94 140 -01%
of the Budget. For FY2020 il Forelgn Debt B05.47 | 58348] 25220 | -31.3%
' il Sinking Fund 972.90 | 456 | zes32 | -083%

| stz57] (91257

] - Interssl on Weys & Means
ClCapital Expeniture

|

|

!

| |

pensiort, and when combined | ' F
with debt service gulps up fo 64% f Zfl peut Sevies... f
l [

l |

| F

[ |

N1.74 trillion (representing 89%

of the capital budget) was spent
on capital expenditure. it shouid be recalled that the implementation of the capital budget was

extended to May 2021, This was done to ensure that funds which had been released for critical

1,960.07 1 1,741.98 21800 | -11.1%

priority projects were fully utilized.

T&
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4.0  REVIE

W OF FGN 2021 BUDGET IMPLEMENTATION

The FY 2021

started with some dampened optimism for global growth due to protraciad

second wave of the COVID-18 panoemic amidst the ongoing vaccination in major economies.
it is however, expscted that growth will rebound as more people get vaccinated and activities

increases in ma}o economies.

4.1 Kevenue Oufturns

4.7.7 Off Revenue

TdeeA‘ 2021 Reven__u_e__?elformance (Jan-May)

) 2021 Eudgoi Prarata -[Jﬁ‘;lt_‘;;ii} I Varianca I
Fiagai fiems : - :
K . T Billiens of
. ’ Bifions-of Naira . Wiilva ‘ '
OIL REVENUE [ | | i
Gross Oll and Gas Revenus | 5,185.57] 2,760.65  1,490.76| (559.89)1 -31.0%)
Deductions* 1 roBao| 4z400] Gidze|  1eeod|  44.8%
Mef Oil and Gas Revenue | 4,167.25] 1.736.36)._875.84] _ (m5osz) -40.5%
NON-OIL REVENUE | [
Nen-0il Taxes | 460223 1917.62] 1,964.89] s7.30]  18%
Corporate Tax | 1.496.53] G23.55 646,16 2261 3.6%
VAT | 1ga35] vesos|  8s54.18 88.20]  11.5%|
jii| Customs [ 1,267.35 50808 4b4.8b|  (v3.50) -13.9%)|
[ b Deductions | 341,70 142.37 40.81]  (92.57) -65.0%
{_c|Net Non-Dil Taxes | 4280.63] 4,775.22] 700508 120.67]  7.3%
| d[Clner Revenues*™ [ 549 2.29 2,96 0.67]  20.3%
efNat Non-OIf Revenue | a2e6.02] 1,777.81] 100808  130.54]  7.3%
* This include 13% derivaiion

* Thase include ravenue fram Scild Minerals aflar derivation

Note: The Net Non-Oil Revenue refers o those accurable to the Fadaration; thus, il exclides FGN

Independer Ravenues

The gross oll and gas revenus was
projected at N5.19 ftrillion. As of
May 2021, N1.42 frilion was
reatized cut of the prorated sum of
N2.18 triillion. This represents 59%
performance. Ol and  gas
deductions were N188.83 billion
{or 44.8%} more than the budget,
This s mainly attributable to
petroleum subsidy costs  which
was not provided for in the 2021
Budget.  After  netting  out
deductions (including 13%
derivation), net oil and gas revenue

inflows to the Federation Account amounted to N876.54 billion. This is N859.82 billion or
49.5% less than the projection as of May.

4.1.2 Federation and VAT Pool Accounts Distributable
Tahle 4.2 Federation Account Revenue and VAT Distributable, 2021 (N’'Billion)

The amount available for distribution
from the Federation Account was N2.78
triflion, Of this, the Federal Government
received NO9B.57 ftrilion while the
States  and  Local  Governments
received NH0G.59 billion and N390.48
billion respectively from the Main Pool
Account. Federal, State and Local
governments received N132,70 hiilion,
N442.33 biifion and N302.63 hiliion

respectively from the VAT Pool Account. Source: BOF, CAGF, PRMRC

Budget Office of the Federaiion / FMFBNP
2022 - 2024 MTEF/TFSP

e | ¢ [0t Rovised Aotdals | Tee s VT
- o i £ A
.", “Fisealliems Budqat B Pr orafa. (Jan May) i a_‘”_ﬁ"_ce_: [y
R " Eilions of Rara~ 1 Naita- %
AlNet Federation Agcount
40,24 : : 90B.72)  -32.4Y
Distriotablet 6,730.24] 2,804.27| 1,896.54|  (908.72) A
|FGN's Share (52.66%) 3.545.40] 1477.20] 98857 (478.72)| -32.4%
il Slates' Share (26.72%) 179832 748.30]  s0e40| (24281) -324%
iill.ocai Govt.'s Shere (20.80%)|  1.386.43] 577.68| 39048  (187.20) -32.4%
B f
et VAT Fool Account 170304 700.60( 80463 17508  24.7%
Distributable
U wlFohys Share (15%) #5545 10844  132.70]  26.28] 2479
| viStates’ Share (50%) 85162 36480 44233 @7.63  24.7%
[ vl|iocal Govt's Share (35%) ses07| 24808 soess] etz 247w
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4 7.5 FEN Revenus

‘abie 4.3 2021 FGN Revenue Profile

{jan-May

) N*BiHion

1
& AGGREGATE FEDE BOVERNMENT
REVENUE 7,986.41]  3,32787 ,844.9% | (148268 -44.6%
FEDERAL RETAINEL REVENUES (excl.
GOES} 6,837.60| 2.766.66 1,844,898 | (920.86)| -33.3%
A
1] Ol Revenue 2.011.02 §37.92 423.00 {414.93) 49.5%
2] Share ol Dividend [NLNG} 208.54 86.89 39.10 (47.79) 55.0%
| Minerals & Mining Revenue 286 1.10 1.44 0.83 30.0%
4| Won-Oil Revenue; 1,488.92 620.39 818.78 {1.83) 0.3%
i CIT 681.72 284,08 260.90 6.86 2.4%
fi VAT 23843 90.34 123.85 2451 | 247%
iV Customs Revenues 508.27 211,78 186.34 (23.43) 1%.1%
Y Fedaration Account Levies 60,51 2821 16,66 {2.56) 37.9%
B 4,276,268 1,781.37 762.70 | {1.018.67) | -67.2%
1| FGN independent Revenus 1,061.90 442.4G A87.01 44,55 10.1%
FGN Drawdowns from Special
2 Accounis/Levies 300.00 125.00 101.60 {23.40 18.7%
Signature Bonus { Renawals { Early .
3 Renawals G77.02 282.09 127.09 {1556.00) 54.9%
A1 Domestic Recoveries + Assets + Fines” 32.68 12.61 113,61} [ -100.0%
Electronic Money Transfer Levy (formery "
G Stamp Duty)’ 500.00 208.23 47.00 (161.33) | -77.4%
6| Grants and Dongr Funding 354.85 147.86 (147.86) | -100.0%
7] GOEs Revenue (nel Opeiating Surplus) 41 .348.84 56202

(86% of target). Other revenues amou

was N487.01 billion.

Ag at May 2021, FGN's retained
revenue was N1.84 trilion, 67%
of prorata target. FGN share of
oil revenuas was N289.61 biliion
(which represents 50%
performance), while non-oii tax
cevenues  totalled NG18.76
billion (99.7% of prorata).
Companies Income Tax (CIT)
and Value Acded Tax (VAT)
collections were ahead of the
budget targets with N290.90
bilion and N123.85 billion,
rapresenting 102% and 125%
respectively of the prorata
targets for the period. Gusioms
coliections was N204.0 billion

nted to N762.70 billion, of which independent revenues

On the expenditure side, N4.86
triflion (rapresenting 92.7% of
the prorated budget) has been
gpent. This exciudes GOES
and nroject-tied debt
expenditures. Of the
expenditure, N1.80 biliion was
for debt service (37% of FGN
expenditures);  and N1.50
trilion for Personnel cost,
including Pensions (31% of
FGN expenditures). As at May,

NG78.13 bilion had been
released for capital
expenditure.

Budget Office of the Federation / FMFBN
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P

AGGREGATE FGN EXPENDITURE 13.588.03 B5,661.68 485721 804,37 _-14.2%
FGN EXPENDITURE (excl. GOEs and "
Projeci-tied Loans 14,828.61 5,232.48 4,857,534 38219 -7.3%
A|Statutory Transfers 496,63 208,88 206.88 0.00 0.0%
B | Repument Expenditure 8,086.36 3.735.98 3,672.29 63,89 -1.7%
1| Non-Debt Recurrent Bxpenditure 5,641.87 2,350,852 1,86£.95 480,87 | _-20.5%
|l Parsonng Costs (MDAS) 3,046 .46 1,289.36 1,340.04 {79.68) 8.3%
|~ i Personne| Costs (GQEs) 701.18 202,15
i Pansions & Gratuifies inclucing Service 504.19 290.08 149,42 6086 | -20.0%
1 wide pensian A
iv Qverheads (MDAS) 325.88 13578 151.90 {612y 11.9%
| vl Overheads (GOES) 312.08 130.03 i
_Ji Oiher Service Wide Votes 337.18 140.50 198.21 (57.72 41.1%
| vl _Presidential Amnesty 65,00 27.08 21.67 5421 -20.0%
| vii] _Spaclal Intervention Programme 36000 145.63 - 145831 -100.0%
2| Debt Service 3,324,308 1,385.16 1,802.34 {417.18} 30.1%|
i Domestic Debl 218348 0870 81311 3.32) 0.4%
|l Forsign Debt 540,88 392.04 A0B.74 (1667 __43%
li{__ Sinking Fund 200.00 83.33 -+ 8333 _-100.0%)
E Hlerest on Ways & Meansg 1 - 480,62 {480.52)
C|Aggregate Cantal Expendlivre 4,128.16 1,718,871 878.13 740.68 | -43.1%
| |Capital Expanditure MDAs + Others 307687 gra1al  (ere.ds)
GOEs Capilal Expendiure 3356.58 -
wiulti-lateral/Bialeral Project-tied [oans 709,69
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5.0  ASSUMPTIONS UNDERLYING 2022 - 2024 REVERUE PROJECTIONS

51  Oif Fevenues Assumpiions '

A9 1 Domestic Crude Ol Production

Crude oil production accounted for 9.25% of Nigeria’s real GDP in the first quarter of 2021
Average fiscalised crude oil and condensate production increased sharply from 1.96 mbpd in
December 2019 to 2.07 mbpd in January 2020 and declined afterwards to 1.42 mbpa in

Decembear 2020 with 1.22 mbpd crude only. As Figure 5.1 shows, actual daily crude oil
production has been below budgst projections since 2013. However, reflecting efforts towards

~ Flgure &1 Actual and Benohmark Srude Figure 5.2: Divergence Betwasn Actual
400 il Qutput In Nigeria Cruds Production and Projection
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budget realism, the divergence between the output benchmark and actual ouiput has declined
significantly recently (Figure 5.2). Although Nigeria has capacity to produce 2.5mbpd, a total
of about 1.4mbpd of crude is currently being produced in compliance with the OPEC+
praduction guota. This excludes 300,000bpd of condensates. Data from the Department of
Petroleumn Resources (DPR) indicates that an average of 1.8mbpd of crude ol (inclusive of
condensates) was produced in the first half of 2021, including Condensates and about
127,000 bpd of production devoted to repayment of pre-2015 Joint Veniure cash call arrears,

Crude ofl production was 0.18mbpd (inclusive of condensates) below the 1.86mbpd
benchmark for the 2021 hudget. Production volume was also 0.12mbpd (7.7 parcent) above
the 1.58mbpd reported in the fourth quarter of 2020 and 0.38mbpd (18.5 parcent) below
2.06mbpd recorded in the first quarter of 202C. The NNPC attributed recent production
disruptions to challenges such as shutdown of flow stations for pipeline leakage repairs,
community protests, terminal maintenance, pump and flare management, boiler failure and
fire incidents. Theft of products and pipefine vandalism have aiso affected operations.

Reflecting collaborative efforts of the NNPC, local communities and other stakeholders, the
incidence of vandalism declined from 65 pipsiine points in April 2020 to 43 points in December
2020 and 27 points in January 2021. Hence, pipeline vandalization and crude theft have
continued to affect crude oil revenue performance. Howaver, more significant is the impact of
subsidies on Pefroleum Motor Spirit (PMS) supply in the downstream sector. To ensure
continuous PMS supply and effective distribution across the country, a total of 1. 44 hillion litres
of PMS translating to 46.30 million litres per day were supplied in January 2021, Conseduently,
the fiscal significance of the crude oil has declined considerably recently. The contribution of
arude oit receipts to Federal Gavernment’s revenues declined from N437.8 hillion in the first

quarter of 2020 to N299.3 billion in the same period in 2021,
16

Budget Oifice of the Federation / FMFBNP
3023 - 2024 MIEF/FSP




An average 1.95mbpd of crude ol was produced over the last 3 years. Hence, following
consultations with stakeholders, crude oil production is estimated at 1.88mbpd, 2.23mbpa,
2.22mibpd in 2022, 2023 and 2024 respectively. This very conservalive oil output benchimarks
were adopted for the madium term to ensure greater budget realism.

512 Global Crude O Supply and Dernand

The Qrganization of Petroleum Exporting Countries (OPEC) expects global crude oil demand
to outstrip supply by 1.9 mbpd over the period 2021-2023. Crude ofl demand declined sharply
frorm 99.7 milion barrels a day (mbpd) in 2019 to 90.7 mbpd in 2020, The osutlook remains
subject to heightened uncertainty associated with economic recovery from the COVID-19
pandemic. However, OPEC forecasts global crude oil demand to recover and rise sharply by
7.0 mbpd to §7.7 mbpd in 2021 and continue to grow at relatively healthy rates in the medium-
term, reaching 99.8 mibpd in 2022, 101.3 mbpd in 2023 and 102.6 mbpd in 2024. Demand in
2025 is projected at 103.7 md/d. This represents an increase of 13.0 mbpd above the 2020
level. in general, the medium-term demand forecasts are much below pre-Covid-19 estimates.

The average growth in crude oil demand is projected fo be about 1.5 mbpd over the medium-
term period, declining frem a projected 2.1 mbpd in 2021 to 1.3 mbpd in 2024, The increase
in demand is expected primarily from non-OECD countries, mainly China and india. The
rebounding Global GDP led by Emerging Economies, ongoing vaccination and easing of the
COVID-19 pandemic have contributed {o rising energy use. OPEC projects crude oil to rerain
the fuel with the largest share of global energy mix until 2048, However, natural is expected
to be the fastest-growing fossil fuel between now and 2045, just like renewablss.

According to OPEC, global crude oil supply declined sharply by 6.5 mbpd in 2020 due largely
to the historic QPEC+ supply culs in

FIG, 5.3: Medium Term Ol Demand and response to the negative impact of
Supply Outiook COVID-19 pandamic on oil prices. Global

oil supply is expected to rise from an

average of 82.4mbpd in 2020 to 98.5mbpd
in 2021, 99.3mbpd in 2022 and
103.9mbpd in 2025 (Fig. 5.3). Medium-
term supply recovery is expected to be
driven mainly by non-OPEC production
£ 0il Supply 01 Dermand growth in Brazil, the USA, Norway,

Guyana and Kazakhstan.
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5.1.3 Cruds Off Price Benchmark

The world oil market strengthened recently due to early recovery of oil demand boosted by
the reopening of major econcmies from the Covid-19 lockdown, assisted by the coronavirus
vaccination programmas. The market tightening aiso reflects the decline in global oil
inventories. As Figure 5.4 shows, Bonny light crude oil price increased steadily recently from:
an average of US$42.12 per barrel in 2020 to US$63.60 per barrel by June 11, 2021.

7
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The Energy Information Administration (EIA) Finure 5.4: Bonny Light Grode Off Price

expecte that global oit production will increzse to (US$Barrel
match rising levels of global oil consumption. The
rising oil production in the forecast is sttributed "‘j Py
largely to the OPEC+ decision to raise production. % et T
Rising production is expected fo end the 28 },k,r

g0 0

persistent global oil inventory draws thal have & ¢
accurred recently and lead to relatively balanced 1o ¢

global ol markets in the second half of 2021
(Figure 5.5}, Brent crude oil price is expectea to
rise from an average of $41.89 in 2020, o an

average of $65.19 per barre! in 2021, reaching an
average of $60.49 per barrel by the end of 2022, ElA expects that continuing OFPECH
production  growth  and accelerating

Figura 5.5 Total Crude il and Bthar Ligsids laventery growth in U.S. tight oil production - along
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prices in 2022,
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reported a sharp increase in total

15,00

.20.00 unplanned crude oil supply disruptions

2500 from 21.9mbpd in 2018 to 38.1mbpd in
' 2019 and a peak of 54.2mbpd in 2020.

However, unplanned supply disruptions have declined significantly to 15.9mbpd between
January and May 2021. As Figure 5.6 shows, over 80% of unplanned crude oil supply

disruptions occurred in OPEC member countries in 2018-2021.

Warid oil price outlook remains highly unceriain Fig. 5.6: Unplanned Crude Oil Suppiy
Distruptions

considering the difficulty of predicting oil prices

in the well-integrated market. However, the 6.00
. . . \ \ = .
autlook indicates higher crude oil prices. The &
World Bank forscasts that crude oil prices will @ 400
average US$56 per barrel in 2021, up froman 2 2,00
average of US$41.3 per barrel in 2020. In the £ 000 - -
medium term, the World Bank expects crude ol E 5 3 § 5833 ? g s
orice to rise gradually to an average of $60.C g 017 2018 2019 2020 200

per barrel in 2022, rising afterwards to Uss$s1
per barrel in 2023 and $61.9 per barrel in 2024,

In consultation with the NNPC and other stakeholders, a henchmark oif price of $61 per barrel
has been proposed for 2022 and 2023 while US$62 per barrel is proposed for 2024,
Considerations include factors underlying market fundamentals, global econamic autlook and
market sentiments. Recent experience highlights the need to aiso set the budget oil price
menchmark well below forecasts to ensure budget realism.

& Non-OPEC & OPEC

59 Non-Ol Revenue Baseline Assumptions
The assumptions underiying the non-oil revenue forecasts for the period 2022-2024 are

outlined below. Cansidering the destabilizing effects of off sector revenue fiuctuations,
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Government has been implementing varicus reform measures urider the Sirategic Revenue

Growth Initiative (SRGI) lo widen the revenug base and improve non-oil tax revenue cotiection
in the medium term. Government will sustain these efforts by widening the tax base ano
modernising and further improving tax administration in crder to further increase the
contribution of non-oil reveniue sources towards funding the FGN budget. The medium-term
revenue estimates are mainly determined using anticipated growth in the relevant
gs, the effective tax rate, and the projected tax collection efficiency factor
ational improvements in the operations of the various tax administrators.

ron-oil
bases for different tax
izking account of oper
Cusioms Coliections: hmport Duties, Excise. Fegs and Special Levies
import duty projections are based on the cost, insurance and freight (CIF} value of imports,
applicable tariffs, and an efficiency factor.

hase is assumead to ba driven by tax slasticity in the medium

The nominal growth of the tax
ax slasticity was assumed fo drive the

term. Considering the resumption of global trade, t
nominal growth of the tax base In the medium term. Other consigerations include the 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
(AT), expected decrease in annual Average Duty Rate (ADR), expected increase in Import
CIF as a result of new strategic plans in Nigerian Customs Service (NCS) and Import Duty on

vehicles.

Companies income Teax (CIT)
The CIT projection is based on the estimaied nominal GDP, Companies’ Profitability Ratio,
and further improvement in collection efficiency. Estimates were derived taking inio
consideration the progress in COVID-19 vaccination and significant growth of domestic

as well as the effective implementation of the Medium-Terrm National

sconomic activities
Nigeria business

Development Plan. Other important assumptions include improvement in the
le tax rate and successful broadening of the tax net. In addition, the
pected to be sustained. The

(NLNG) for the period.

environment, stab
historical trend in the volume of online transfer transactions is ex

CIT estimates include the target for Nigeria Liquified Natural Gas

Vatue Added Tax (VAT)

The VAT was estimated using projected aggregaie nominal

vatabie items and collection efficiency. Aggregate consumpti
in 2022 from the revised N136.57 frillion estimated for 2021 (the initial estimate from NBS was

118.89 trillion). Like the CIT, more VAT payers are expected to be brought into the tax nat with
the effective implementation of the provisions ofthe Finance Act 2020 and improving collection
efficiency. The VAT projections over the medium-term are hasad on holding the rate at 7.5%.

consumption, taking into account
on is estimated at N149.35 friliion

in the medium term, efforts to further improve the coverage and VAT collection efficiency wilt
d. Wider coverage and improved collection efficiency will be achieved through
ng, and deployment of auto-collect platforms in more
deduction and remiitance of VAT and

be accelerate
nationwide VAT registration and monitori
sactors of the economy. In addition, the solution for
WHT from State government contract payments is to be deployed in all the 36 states.

EGN Independent Revenue

Gavernment was estimated considering efforts o
ures and weak accountability of Governmeant-
19
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Owned Enterprises (GOEs). The estimation of Operating Surpluses {the main component of
FGN [ndependent Revenues) is hasad on strict and effective implementation of recent
measures introduced to ensure that GOEs operate in a more fiscally responsible manner.
Independent revenue collections are expected to be considerably higher than projections with

greater fiscal discipline among the GOEs.
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6.0 MEDIUM TERM MACROECONOMIC FRAMEWORK: PARAMETERS AND
TARGETS FOR 2022-2024

5.1 Mocroeconomic Projections

&

The key parameters as well as other macroeconomic projections driving the meadium-term
revenue and expenditure framework are indicative of gradually rebounding activities in botn

the global and domestic economy.

Table 6.1: Key Parameters and other Macroecenomic Projections

=1

0i] Price Benchmark (US$/h) 28.0 43.0 40.0 40.0 57.0 57.0 55.0
0il Production {mbpd) 1.80 1.7¢ 1.86 1.86 1.88 2.23 2.22
Exchange Rate (N/§) 360.0 379.0 360.0 410.0 410.15 410.15 410.15
Inflation (%) 14,15 13.20 11.85 15.00 13.00 11.00 10.60
Non-0il GDP (N'bn) 131,155.5 1421284 132,592.2 154,102.1 169,697.4 185,558.3 203,799.2
Oil GDP (N'bn) '8,691.9 10,1956 10,102.2 14,500.5 14,684.6 15,594.7 17,976.6
Neminal GDP {N'bn) 139,517.5 152,324.1 142,192.1 168,602.6 184,382.0 201,153.0 221,775.8
GDP Growth Rate (%) (4.20) (1.90) 2.00 .50 £20 2.30 3.30
Imports 8,986.3 25,560.0 13,439.8 30,3485 33,1888 36,207.5 39,9196
Nominal Constumption (N'bn) 117.913.74 11991929 11868727  136,568.11 14934940 162933921  179,638.41

Source: Ministry of Finance, Budget & National Planning; NNPC, BOF; NBS

As the global economy continues to recovaer from the effects of the Covid-12 pandemic,
improved oil prices resuiting from stronger global demand will result in improved fiscal

positions for oil-importing countries like Nigeria.

Growth forecasts for 2021 have been revised based on Q1 results. Real GDP growth rate is
projected to average 2.5% for 2021 (slightly down from 3.0% as per 2021 Budget projection).
I the medium term, it is projected to rise to 4.2% in 2022 before moderating to 2.3% in 2023
and picking up to 3.3% in 2024, Growth drivers are expected o remain telecommunications,
agriculture, cement, and broadcasting. Overall pre-election expenditure towards 2023 General
Elections may also contribute to the growth-drive. Therefore, overall growth still likety to be

mutad in 2021.

Consumption remains under pressure but is projected to surge in the medium term growing
from a revised N136,568.1 billion in 2021 to N149,349 4 billion by 2022. It is projected to rise
to N179,638.4 bilion in 2024, reflecting a gradual steadiness in the growth recovery.
investment will continue to drag due to forecast interest rate hikes in advanced economies as
well as other domestic challenges including insecurity and perturbed business environment.
Pre-election spending is likely to raise government expenditure, while net exports is projected
{o decline due to high imports and weakening exports. With actual imports in 2020 at N23,560
billion, performing over 100% of the budget projections, the 2021 projections have been
revised upwards to N30,348.5 billion from N13,439.8 billion. Thereafter, itis projected (o grow
by about 10% annually in the medium term. The combined effect is a rise in nomina! GDF
from a revised N184 .382.0 hillion in 2021 to N184,382.0 billion in 2022 and then up to

N221,775.8 billion in 2024,

Inflation raie is revised at 15% on average for 2021 (up from 12.25%) but 13% in 2022, 11%

in 2023 and 10% in 2024. Upward pressure on prices is expected o be impacted hy sluggish

decling in headiine rate as at mid-2021, insecurity, rising imperts and exchange raie
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gepreciziion. In addition, new analysis on the role of fuel, transport and electricity prices and
border closure, imparied food inflation are expecied to put an upward pressure on prices.
Dawnward pressures are expecied to be motivated by base effects, and likely response of
CBN to tame inflation amidst expected pre-election seascn spending.

6.9 2020-2022 Medium Term Fiscal Fromework [(MTFF)

6.2 17 Federation Account Revenues

Based on the key parameters driving the fiscal framework, the net amounts accruable to the
iiain Pool and VAT Pool Federation Account are projected at N10.52 trillion anc N2.26 trillion
respectively in 2022, The share of oil revenue is about 51.1% of {otal Federation Account
recaipts. Other components of the Federation Account revenues inclide revenues from
Corporate Tax N1.87 triliion, Customs Revenue N1.72 trillion, Special Levies N148.40 hillion,
Solid Minarais N8.01 billion and Electronic Money Transfer Levy of N208.77 biliion.

The share of the Federal Government from the Main Federation Account Pool is N5.51 trillion
while the States and Local governments are projected to get N2.80 trillion and N2.16 biliion,
respactively in 2022. From the VAT Pool, the Federal Government is projected to receive
N338.31 billion, the States N1.13 triflion, and the Local governmants N781.73 biilion.

Table 6.2: Federation Account and VAT Ravenues (2022 - 2024)

i
k

Is T
Budget Qi Praduction Volume Nel Incremental Ol Produotion for Repayment . . . 2.22 i

Arrears (mbpd) :
Projected Budger Benchumark Price (USS per barvel) 40.00 53.00 57.00 35,00 |
Average Exchinge Raie (N/USE) 370.0 4118 410,15 410,15 !

6,772,148.183,201¢ 10,519.239.717.127 15,864, 798,242,891 14,767,515,253,606 !

NET FEDERATION ACCOUNT (MAIN POOL)
Transler {0 Poliee Trust Fund {0.5% of Fed. Acel.)

41908119 186

52.396,198.550

314.554.165.487

763.313,790,195

Trust Fund}

MET FEDERATION ACCOUNT - MAIN POOL (after 0,8% iransfer ip Police

6,730,240,064,023

10.466,643,518,541

13,554,244,073,403

9,153.869.764. 740

14,404,201,463.410 |
$.652.691,974.196 |

Net Uil Revenue after Cosis, Deductions & Derivalion

4. 146,428, 6:44,688

6,507.790,422,312

4,612,322.933

7,273,555.226 |

Net Solid Minerals Reverue afier Derivation

5.464.720.607

$,011,202.666

2,198.543.456,574

2.417.014,498.120 ¢

1,405,604, 726,453

1.§74.850,814.324

1.876.250.987.600

2.068.620.127.352 |

Nei Corporete Ty Distribulable

1.0472.078.550. 174

1.715,628,043.36%

1.238.601,308.516 ¢

el Cusiomns Revenue Disinbulahle

124.763.413.007

145.397.663.459

31§,958,501.506

249,476.213,927 |

Net Special Levies Disivibutable

209765372411

241.230.178,273

Nei Electronic Monev Transfer Levy

7.588.133.330.925 |

Distribution

3,545,490 465,727

5.513.827,805 507

740,375, 777.86Y
362160416413

3.848.802.641.023 |

FGW's Share of Federnlion Account (52.68%)

1,798.320.145.107

2.790,687,144.]54

2.792.174.279.121

2.967.265.501,463 ;

States' Sharg of Federauon Account {26.72%)

1.386.424.453 189

2.156.128. 564,819

Local Govl's Share of Federalion Accouni (20,641%4)

4,730,240,004.023

10,466.643.518,541

13,554,244,073,403

14,404,201 463,410 |
1

Total Federnfion Aecount Distribution (Net} (100.00%)

371.471,667.533

408.139.544.122 ¢

2385.156,672.38]

33931 L.839.736

1,238,236, 891,776

| 360.465,147,072 |

FGN'g Shue of VAT Pool Account (5%}

$5].522.241.271

1131039963746

701.727.626.050

866.767,224,243

952 325.002.950 ¢

Siates' Share of Y AT Pool Accouml {50%}

506,065 568,889

2:476,477,783.552

2,720,936,294,144 |

|_Local Govy's Shareof VAT Pogl Account {35%)
HE:II WAl Pool Aceaunt Distribution {Net} (100.00%)

1,703,044,462,54]

2,262,078,931,872

5.2.1 Revehus Framework

The aggregate revenue available to fund the 2022 Budget is projected at N7.28 tritlion (8% or
NG26.37 billion more than the 2021 Budget). Of this, N3.16 trillion or 48.1% is projected te
come from oil related sources whils the balance is to be earned from non-oil sources. The
provision for Signature Bonus is down to N280.86 hillion from NB877.01 billion projected in
2021, With the retained revenues of the Government-Owned Enterprises (GOEs), excluding
the NNPC and CBN, the aggregate FGN revenue is projected at N&.36 frilfion.
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Table 5.2 Qverview of the Revenue Framawork

)
Arrenrs (mbpd) '
Projectet Budgot Benchmirk Price (USS pot hareel) &7,0H) s5.400

erage Exclimn,
DA e e

el

4,396,535,607,485

R

4

a Share of Oll Revenue 2,071,017 892,674 3,156,278.354.821 4,439,626,835,921
’ b jSime of Dividend (NLNG) 208,544,860,000 154,030,162,000 189,66 106,400 94,830,523,200
J 4 Shae of Minerals & Mindig 2,650,393,203 2,916,433.293 3,206,976,622 3,527,674,285
| d Share of Mon«Oil Taxes 1.488.924,372,031 %,132,083,353,179 2.497,681,482,754 3.166,884.009,1 64
‘l Shere of CIF GRLTIE 22 330 9. 3032, 644, 54 7 LG06. 203,505,841 7235503588 ¢
J Share of VAT 2384260,257 556 316,604,030 428 340, 706,889, 697 280,930,241 1 8
l Share of Cusiony S8, 260. 506,857 i 3L S 101034 e R 1.0003, 280, 761,706
i Share of Fedleraion Avel fevies 6510253, 308 | 71972406, 77% 154654,873,230) GlLS21 634,630
Share of Electronic Maney Trans/er Lewy (fermerly colled Stamp Dury) 500.000.000.000 ‘ 20.367.152.134 36,1 84.526.74 ] 43.421 432,089
e |Reveaue from GOEs 2,173,864, 133,008 2.039,567.627.394 2,232,114,703,577 2.34) 258,724,100 ¢
r GOEs Operaling Surplus (80% of which i caplored in Ladependent Revenue) NIRRT 38) ML IOH O3S f) 470007 03 (need 13128175
e Independent Revenue 1.06] BYE, 591,939 1.0§2.243 957,612 1,220,204, 847,149 1.314,264.632,639 |
h Transfers from §pecial Levies Agcounls 300,000, 000,000 30,000 00000 300,000, 000,000 300,0060,000.000
! i Signature Bonus / Repewals / Barlv Renavals G37.015.5)1 478 180,455, 138079 - -
J i D omestic Recoveries + Assels + Fines J 32.675.085.307 26,933, 139.822 33.587.644.633 33.587.G44,833 i
i mding 54,857 5 ) G130
TR RE

6.2.2 FGN Expenditure Framework

8.2.3 Aggregate Expenditure

The FGN's 2022 aggregate expenditure is estimated at N13.98 trillion (this includes the
provision of N1.44 ftrillion for GOEs expenditures, and grants/donor funded
projects/programmes amounting to N62.24 biflion), This provision is higher than the

corresponding 2021 FGN aggregate expenditure estimate of N13.59 trillion by 3% (or about
N392.81 hillion). The sums of N15.46 trillion and N16.77 trillion are projected to be spent by

the FGN in 2023 and 2024 respectively.

The 2022 expenditure estimate includes statutory transfers of N613.38 billion; non-debt
recurrent expenditure of N8.21 trillion (including N350 billion for recurrent component of the
Special Intervention Programme). The provisions of N3.61 trillion and N282.71 billion have
been made for Debt Service and Sinking Fund to retire maturing bonds issued to local
contractors/creditors respectively in the 2022 budgeted expenditure. A total of N4.7@ trillion
(inclusive of N750.04 for GOEs) is provided for personnel and pension costs, an increase of
N534.40 billion over 2021. This is 57% of projected aggregate revenues for 2022,

The provision for Statutory iransfer inciudes, N53.93 billion (representing 1% of the
consolidated revenue fund) earmarked for the Basic Health Care Provision Fund (BHCPF) as
and N46.20 hillion for the North East Development Commission (NEDC). In addition, N48.37
hillion has been set aside in the service-wide votes for GAVI/Routine Immunization.

Having made these provisions, the aggregate amount available for capital expenditures in the
2021 budget is N3.61 trillion. This represents 26% of total expenditure (short of the 30% target
set by the current administration}, and is 17.3% less than the 2021 provigion of N4.13 trillion.
The 2022 provision comprises of N1.76 trilion for MDAs, N366.14 billion capital
supplementation, N345.78 billion capital component of statutory transfers, N10 billien capital
somponent of the Special Intervention Programme, N425.02 billion capital budget of GOEs,
NB2.24 billion for donor/grant funded expenditures and N638.32 billion funded by project-tiec

loans.
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The 1. 76 illion aveilable for ViDAs cepital is N259.32 hillion (representing 12.8%) less than
the provision for WMDAs in the 2021 Appropriation Act. The provision for development
axpenditure has heen constraingd by iow revenues, increasing personne and pension, as wwelt
a5 debt service costs, and NUGE funds used to finance the Federally funded upsiream oil and
gas projects. in addition, the continual provision of subsidy is a major drainer to overall

govern ment revenues.

Table 6.4: Querview of the Expenditure Framework
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wlulii-lateral / Bi-lntera! Proiect d

6.2.4 Fiscal Deficit and Deficit Financing
o be N5.62 triflion in 2021 up from N5.80 trillion in 2020, This
id of 3% stipulated

2007. We consider this lavel of deficit necessary o
| as ensure that critical ongoing infrastructure

Budget deficit is projecied t
represents 3.05% of estimated GDF, which is marginally above the thresho

in the Fiscal Responsibility Act (FRA),
sustain our recovery from recession, as wel
projects are completed.

nanced by nNew foreign.and domestic borrowings of N4 .89 trillion,

The deficit will be mainly f
nd NE38.32 billion drawdowns on existing project-

NO0.73 billion from Privatization Proceeds, a
tied loans.
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Tahle 6.5: Deficit, Financing and Critical Ratios
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7.0  MEDIUM TERKM OBJECTIVES, POLICIES AND STRATEGIES

This Fiscal Strategy Paper highlights the macroeconomic and fiscal policy objectives of the
government over the pericd 2022-2024 and the strategies to be implemented to achieve them.
in the medium term, government aims at accelerating economic growth, facilitating job
creation and preservation, achieving macrosconomic stabifity and promoting  poverty

reduction and equity.

71 Macroeconomic Policy Objectives
Y |

Government's economic objectives include:

i, Stimuiating active private sector participation and inclusive economic growth,
i,  Creating adequate productive empioyment and preserving jobs;

i, Ensuring macrosconomic stability; and

iv. Promoting poverty reduction and equity.

To achieve these objectives, well-aligned fiscal, monetary and frade policies wili be

impiemented in & very coordinated manner.

7.1.1 Engendering Active Frivate-Sector Participation and Inclusive Econormnic
Growth

The Nigerian economy experienced its deepest recession in four decades in 2020. However,
growih resumed in the fourth quarter in response ta policy measures implemented by the
government to counter the economic shock and mitigate the effects of the COVID-19
Pandemic. The measures protected the econamy from deeper recession and facilitated quick

recovery by creating additional fiscal space and maximizing the impact of the government’s
limited resources. As the Nigerian economy was still recovering from the 2016 recession when

the pandemic occurred, the recovery is still weak.

Therefore, the focus in the medium term is on sustaining the economic recovery process and
acceiarating economic growth. The external snvironment is currentiy favourabie, with recovery
of crude oil prices and improving global growth. Nigeria's economy is now expected to grow
by 2.5% in 2021. It is hoped that the economy will grow faster in the medium term, rising from
4.9% in 2022 to 2.3% in 2023 and 3.3% in 2024. The expenditure plans to be implemented
in 2022-2024 will support the achievement of these real GDP growth targets. Achieving the
targets in the medium term, growth in Nigeria require continucus productivity improvement,
which in turn, requires investment in peopie, and hoosting competition and innovation.

Government will sustain current efforts aimed at improving the business and investment
environment for the private investment te thrive and drive growth. The fight against corruption
will be intensified and relevant institutions will be further strengthened to enhance the security
of life and property in the country. These efforts will enhance economic activities, domestic
productivity, competitiveness and incentivize private investment thereby contributing towards

realising the projected growth, Government will alsa enhance the access of small and medium

enterprises in key sectors to sustainable finzrcing to enhance their operational efficiency and

further accelerate economic recovery.
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B O N T O iy o P
regting Adecusie Produciive Ermpiacyment s00 Fressning Jobs

Current high levels of unemployment and underemployment are both & cause and &
consequence of conflict, insecurity and instability. Hence, government wil scale up current
interventions aimed at ensuring productive engagement of the very large population of
unempioyed youths fo prevent them from engaging in criminal aclivities and ariti~social
hehaviour, Therefore, the immediate priority is to create adequate productive employment. in
addition, government will ensure that growth continues to be jobs-rich.

Government will open up sheltered sectors of the economy to competition and investment,
and intensify efforts to enhance the capacity of the workforce, through investment in aducation
and training, and through measures fo support people to set up busingss or move between
jobs and sectors as the economy grows. To reap demagraphic dividend, the Government wilt
provide opportunities for more Nigerian youths to gain skilils for employability and

entreprenaurship.

7.1.3 Ensuring Macroeconomic Stabilfiy
A stable macrosconomic environment is essential to enhance growth. It engenders certainty

and enables businesses and households to plan their production, investment and
consumption activities. In the medium term, policies will be implemented to stabilize the
macroaconomic environment, The rate of infiation rose steadily from 2020 reaching a four-
year high by March 2021 and decelerating recently. Current inflation is driven mainly by rise
in the cost of food exacerbated by insecurity and conflict, pandemic-related shocks and market
accese. High inflation rates worsen poverty, depress economic activity and dampen growth.
The mix of high inflation and high unemployment aiso exacerbate macroeconomic risks.

Therefore, a combination of fiscal, monetary, exchange-rate, and trade policies will be used
to address the key sources of inflation in the medium term complemented by job creation
interventions. Government is also sustaining its revenue genaration efforts to reduce the need
for deficit financing. This, in addition to enhanced dabt sustainability will further support the

stability of the macrosconomic environmeant.

7.1.4 PFromoting Poverty Reduction and Equily

Poverty rate and inequality are key human welfare issues in Nigeria. The high poverty rate is
worsened by high unemployment and the COVID-19 pandemic. Government wilf leverage the
National Social Safety Nets Program (NASSP) to provide transfers to poor and vuinerable
households. The COVID-1¢ Action Recovery and Economic Stimulus program will be
implemented to support households, farmers, and firms. In addition, payment delivery
mechanisms will be enhanced to facilitate payment delivery and sfrengthen accountability.
Efforts will be made to graduate existing beneficiaries of the NASSP into inclusive productive

activilies.
The effective implementation of government’s social investment programmes will contribute
towards addressing the fwin problems of poverty and in the country. These programmas aleng

with other outcames of economic growth and structural changes in the economy are expected
to create new full-time jobs for the unempioyed youths and lift million of people out of poverty.
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7.7 Fiscal Folicy Oblectives ona Straleg

The thrust of Government’s fiscal policy in the medium-term is to sustain reforms, enhance
fiscal resilience and ensure fiscal and debt sustainability. This will be achieved through the

foliowing:

i, improving government revenue;

ii.  Crealing fiscal space for infrastructural development;
ii. Enhancing fiscal prudence and transparency; and,
iv. Ensuring sustainable deficit and debt levels.

7.2.1 Improving Govemmaent Revenue

Recent shocks underscore the urgent need to significantly diversify and improve government
revenues and reduce the dependence on oil revenue Sources. Government remains
commiited to using innovative ways to raise the revenues required to finance its expenditure
and diversifying its revenue sources. The medium-term target is to increase the Revenue-to-
GOP ratio to 15%. Higher revenue collections will enable Government io deliver pubiic
services more effectively, enhance infrastructure investment, and improve investment in

human capital,
Recent reforms expanded government's fiscal space. Accordingly, these efforts will be

sustained in the medium term to reap the full benefits. MDAs will still be required to use the
new Appropriation Bill format to prepare their budgets, indicating revenues likely to be

generated during the fiscal year.

Ol Revenues: In order to increase oil revenues, the NNPC will continue o implement
measures simad at further reducing the cost of crude oil production. Towards this end, major
cost drivers such as logistics, security and transportation wili be reduced. In addition, the
licensing of Marginal Cil Fields and renewal of existing licences will be accelerated and
production from previously shut-down oil wells will be ramped up.

Tax Revenues: Non-oil revenues remain more stable than oil revenue. To improve nen-oil
ravenue receipts tax administration will be improved and non-cil revenue base wili be
expanded. In addition, the tax system will be further strengthened over the medium term by
improving ccliection efficiency, enhancing compliance, and recrganizing the business
neactices of revenue agencies as well as empioying appropriate technology. In addition, efforts
will be made to bring more businesses in the informal sector into the tax net.

The FIRS was recently reorganised for optimal performance. Functions have been properly
aligned with clear deliverables for efficiency and effectiveness. In addition, audit and
invastigation functions have been strengthened to check abuses and non-compliance as well
as to enforce compliance. Strategies adopted by the Service to achiave revenue projections

include:
Effactive use of technology and tax intelligence, especially in Large Taxpayers

a.
Offices, Medium Taxpayers Cffices & Government Business Taxpayer Offices.

b.  Sirengthening risk-based audit selection and early closure of unresolved audit/

investigation cases.
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Enhanced use of third-party information for inteliigence gathering.

d Strengthening Menitoring and Evaluation Framework of all constituent functions and

staff of the Service.
Enharnced stakeholder collaboration and engagement {o chack leakages, evasion as
well as to enforce and improve compliance.

n of tax processes. Filing and payment of CIT, VAT and other taxes

f. Simplificatio
Max and other IT solutions,

would be made easy through the full adoption of Tax Pro

Roll-out of Auto-VAT collect to major supermarkets and other key outlets nationwide

to improve VAT colisction.

h. Audit and reconciliation of all banks 1o ensure deduction and remittance of glectronic

money transfer levy.

Sustenance of taxpayer education, engagement/enlightenment through the media,

workshops as well as other outreaches.

Customs Revenue: The Nigeria Customs Service will implement the following strategies to

improve Customs revenue collections over the period 2022-2024:

Eull automation of all forms of manual payments in every Customs formation. In
addition to improved revenue performance, this would further promote sanity and
integrity of Service operations; '

i.  Advocacy for expansion of excisable items beyond aicoholic beverages and tobacco,
including imported goods that have similar production iine in Nigeria;

i.  Assessment and monitoring of ail revenues collected on behalf of the Service by the
various designated commercial banks. This will create avenue for genuine
reconciliation of all accrued revenues against claimed remittances to the various
designated government accounts. This will also guide against diversion of any

collectible revenueg,

Automation of all transit procedures from mother Ports o Bonded terminais and/or

from Command to Command to drastically reduce transit leakages occasioned by
diversion of cargo among others;

v, Acceleration of the modification and automation of excise and export platform in the
Nigerian Integrated Customs information System 1l (NICIS 11);

of the Government integrated Financial Management Information System

vi. The use
and audit trail of all relevant

(GIFMIS) module to enhance collection, reconciliation
proceeds to block all opportunities to defraud the system;

vii  Installation of scanners in various key Customs formations to streamline the current

inefficient manual cargo examination method and aid trade facilitation;

viii. Staff capacity development through training of the existing workforce and recruitment

of new officers;

v Intensification of anti-smuggling campaign beyond comman boundary in collaboration
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with other government law enforcement agencies to fight against smuggling activities
and o curb trade iregularities and economic sabotage.

Collaboration with stakeholders and relevant players to enhance compliance by
bridging gaps and building confidence among players in the trade chain;

wi. Use of Arificial Intefligence Instrument in border surveillance under the e-Customs

Project to check smuggling and enhance revenus collection; and

Automation of the processing of arriving international passengers under the Passenger
Entry System (PES) at the Arrival Hali of all international entry points 1o enhanhce
revenue collection, uniike the extant passage of passengers without appropriate

assessment.

xil.

To enhance independent revenue generation and collection,
s and optimize the operational
he FGN hudget as obtainable in
enhanced through the effective
Framework. The key elements of

Independent Revenues:
Government will continue to maximize the huge potential
efficiency of GOEs to generate significant revenues o fund t
other countries. The performance of GOEs will be further
implementation of the approved Performance Management

the reform initiative include:

Performance contracts for Chief Executive Officers (CEQs) and key Management

Staff, which will set Financial Indicators and Targets for each GOE;

e Limiting cost-to-revenue ratic to maximum of 50%;

« Regular monitoring and monthly publication of revenue and expenditure performance

of GOEs by the Office of the Accountant General of the Federation;

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

remiitances) of GOEs by the Budget Office of the Federation; A_dashboard has been
itoring process.

developed recently to facilitate the budget performance mont

GOEs’ budgets into the Federal Government's Budget fo

s Mainstreaming of annual
procurement and monitoring

ensure they are subjected to the same ievel of scrutiny,
Processes,

Submission of annual GOEs’ budgets to the Budget Office of the Federation for review

and compilation for submission to the National Assembly along with the national

budget;
s Consideration and passage of budget of GOEs alongside the main budget of the

Faederal Governmert;

Mandatory use of the Treasury Singie Account for all financial transactions;

» Quarterly remittance of interim operating surplus and reconciliation of cumulative

remittances at year end after audit;

¢ Exclusion of agencies with capacities for seif-funding from allocations in the Federal

Budget;
« Imposition of appropriate sanctions for unauthorized use of Internally Generated
30
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Fevenues;

introduction of incentive mechanism for good performance in revenue generation; and

Amandment of relevant sections of the Acts establishing some of the GOEs fo reflect
current economic realities and policy thrust of government,

The Accountant General of the Federation will deduct directly from the accounis of the GOEs
forthwith all funds GOEs fail to remit. To further ensure transparency, the GOEs will be

required to prepare their budgets using the GIFMIS platform.

7.2.2 Creating Fiscal Space for Climate-Smart Infrastructural Developiment

The increase in recurrent costs has restricted the amount available for capital investment.
Hence, Government was recently unable to allocate a minimum of 30% of budgeted
expenditure to capital projects as planned. Government will continue fo pursug its fiscal
strategy of targeted public sector infrastructure spending in 2022-2024. The most productive
and growth-enhancing sectors will continue to be prioritised in the allocation of resources. The
sectors include Security, Infrastructure (including Fower and Transportation), Agricuiiure,
Manufacturing, Housing and Construction, Education, Health and Water Resources. This
strategy is aimed at improving infrastructure, facilitating empioyment creation and stimulating
economic growth. Government will aiso continue to support the activities of Micro, Smali and

Medium-Scale Enterprises (MSMES),

Nigeria is very vulnerable to climate change. However, existing infrastructure has largely not
been designed to be climate smart. To addrese climate risks and integrate mitigation and
adaptation measures in the implementation of Nigeria’s capital investment programme,
government will entrench the prioritisation and selection of climate-smart infrastructure

projects in the medium term.

Government will also ieverage private and donor capital to supplement capitat aliocations from
the Budget. Furthermore, Government will further sirengthen the frameworks for concessions
and public private partnerships (PPPs). Capital projects that are good candidates for PPF by
their nature will be developed for private sector participation. The Nigeria infrastructural
Company was established recently with a seed capital of one trillion naira to address Nigeria's
infrastructure deficit in partnershin with the private sector. It is expected that growth, in the
medium term, will generate the revenue necessary for future expansion of public service
detivery, rebuilding fiscal space, and narrowing new borrowing requirement.

7.2.3 Enhancing Fiscal Prudence and Transparency

The Federal Government amended the 2020 Budget by cutting nonessential spending. The
Government remains commitied to improving the efficiency and quality of its spending. Public
expenditure will continue to be properly scrutinized to aliow only essential spending and
ensure value for money. Government infends fo enhance fiscal prudence and fransparency

through the following measures:

s Review and implementation of Oronsaye Report to reduce the number of MDAS;

&

Discontinuing fuel subsidies to creste fiscal space for capital spending as well as
increase Nigeria's fiscal and macrosconomic resilience. Electricity tariffs will also he

adjusted to more cost-reflective levels in the medium term.
3
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Increased public-sector transparency, especially for oil and gas operations.

Review of Sectors eligible for Pioneer Tax Holiday ncentives under the Industrial

Development ncome Tax Relief Act {IDITRA'),
Review of Fiscal Incentives of the National Automotive Policy,
Review of process and approvals of Import Duty Exemption Cerlificates;

Evaiuation of current suite of Fiscal Incentives including Auto Policy Incentives and
import Duty Exemptlions;

¢ Tax Expenditure studies & review of Tax Expenditures,

Consolidation of Government rental accommodation and centralization of electricity
payment,

Strengthening treasury financiai controls to speedily detect, sliminate and sanction
instances of waste, misappropriation and corruption.

To keep public expenditures at sustainable levels in the medium term, the Government wil
continue to clean the payroll and intensify efforts to complete the extension of the Integrated
Payroll and Personnel Information System to all MDAs to improve the effectiveness and
efficiency of payroll administration. In addition, all modules of the Integrated Personnel and
Payroll information System (IPPiS) will be fully implemented across all agencies of
government.

Towards realising the goal of controlling personnel costs, the restriction on non-critical
recruitment outside of the Security and Healthcare sectors will be sustained. ‘

To further improve fiscal transparency, the estimated cost of main tax expenditures and
revenues forgone in a year will be reported in the Tax Expenditure Staternent.

7.2.4 Ensuring Sustainable Deficit and Debt Levels

The Covernment recently implemented special expenditures to contain the CQVID-18
Pandemic, protect the poor and vulnerable, as well as to resuscitate the Nigerian economy,
accordingly, government fiscal deficit has increased significantly recently as these measures
were undertaken amidst sharp decline in oil prices and revenue. Nevertheless, government
will implement revenue and expenditure reform measures in the medium-term, aimed at
strengthening government finances and reducing fiscal deficits overtime. As revenue
collections improve, the need for deficit budgeting will decline.

The lower budget deficit will reduce the rate of debt accumulation, increase in debt Service
payments, and contain deficit monetization and the attendant macroeconomic dislocations,
Government will also explore more flexible borrowing options to finance the federal
government deficit to moderate the impact of monetary financing.

Total public debt wili be kept within cur self-imposed debt sustainabiiity threshold of 40% of
GDP to ensure debt sustainability. Government will consider setting other prudential limits like
Debt Service/Revenue Ratic to ensure continuing sustainability of FGN's debts. Government
will also negotiate a breakion debt service with the Central Bank of Nigeria.
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7% MMonelory Policy Objeciives and Strategy

The direction of the monetary policy by the Central Bank of Nigeria (CBN) in the medium term
(2022-2024) is as outlined below. it is premised principally on the overall goal of engendering
price stability with inclusive growth. Specifically, menetary policy measures woulid support the
medium-term expenditure framework by ensuring that the ongoing recovery is strengthensd
while maintaining internal and external balances among fhe four Mmacroeconomic sectors.

7 5 1. Review of Macrosconomic Conditions (2018-2027)

Macroeconomic conditions remain tendous since 2019 ag the economy grappled with ryriad
of shocks from both the global and comestic environments. As a small open economy,
monetary policy at the Central Bank of Nigeria remains responsive to various changes in the
globat and domestic economic and financial environments. The major challenges to monetary
policy arise from shocks emanating from the global environment, such as disruptions to the
global supply chain due to the lingering impact of COVID-19 pandemic, slump in commaodity
prices and the ensuing economic slowdowns; which uitimately rasulted in sharp capital

reversals as investors rushed to sesk safer havens.

On the domestic front, inflationary pressures persisted because of high food prices due largely
to rising insecurity on account of farmerstherdsmen clashes around food producing
communities. Other headwinds include increased exchange rate pressures leading to inflation
pass-through to domestic prices, and hike in energy prices. These were compounded ky long-
standing structural issues in the Country, such as the decaying road network and inadeguate
power supply. The gross impact of these developments has heen the subdued continued rise
in unemployment; subdued output growth; rising public debt; bearish capital market

conditions; and reduced accretion to external reserves.

However, foliowing policy responses from the fiscal and monetary authorities, the economy
witnessed marginal recovery in the last quarter of 2020 and first quarter of 2021 from the 2020
recession white headling inflation (year-on-year) decreased fo 18.12 per cent in April 2021,
from 18.17 per cent in March 2021, as result of some moderation to Food & Non-alcoholic
heverages, which makes up 51.8 per cent of the infiation nasket. In addition, net foreign
exchange flow through the economy increased to US$16.24 billion by the end of the first
quarter 2021 from US$16.08 pilion at the end of the fourth quarier of 2020. However, the
recovery is very fragile as there are many factors that if not properly managed, wil null the

economy back to recession.

Given the above macroeconomic indicators, ine focus of monetary policy over the medium
rerm would be to minimize the adverse impacts of these headwinds and ensure that stable
recovery conditions are sustained within the framawork of monetary nalicy and its available
tools, while warking closely with the Federal Government in its capacity as Foonomic Adviser
tc the Goverament, to proffer solutions to the structurally induced inflationary pressure.

the conduct of monetary policy with the

Medium-Term Expenditure Framawork of
ere prepared using the CEN Monetary and
dicative monetary aggregate henchmarks
Eederal Government of Nigeria.

The Central Bank of Nigeria will continue to align
overall macrosconomic goals as enshrined in the
the Federal Government. The Bank’s projections w
Financial Programming Template, to obtain the in
consistent with the overall macroeconomic objectives of the

the Bank would pericdically review the monetary programme

Notwithstanding the foregoing,
to ensure consistency with evoiving global and domestic macroaconomic condition and the
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eftectiveness of the applied monetary policy tools. i addition, the Bank would collaborate with
other relevant public and private stzkeholders to ensue effective coordination  and

impiementation of the outiined sirategies of the Medium-Term Expanditure Framework (MTF).

7 % 5 Wedivm Term Monetary Folicy Stance (2022-2024)
The Central Bank of Nigeria would continue to adopt tha medium-term framework (MTF) in
the conduct of monetary policy in the fiscat years a023/2024. In jine with this, the monetary
programme, the programme’, for the 2021/2023 fiscal years is adjusted 1o accommodate
anticipated new developments for the 2024 fiscai year. This is to obtain the relevant monetary
aggregate benchmarks consistent with the desired overall macroeconomic objectives of the
Federal Government, Accordingly, the monatary policy thrust would be anchored on the need
to augment the fiscal policy effort to strengthen the ongoing recovery from covid-1¢ global
pandemic, without hampering the attainment of price stability and the overall ancifiary
objectives of monetary policy. Conseauently, the 2022/2024 programme was based on:

1. Monetary Policy stance that will strengthen the recovery of the economy from the

depressing effects of the covid-19 pandemic while taking cognizance of the primacy of
price stability;

Z. Improved stability of the foreign exchange market to enhance long-term planning,

3 Moderate levels of accretion to extermnal reserves from two opposing effects: (a) the
reduced pressure from exchange rate intervention given the recent realigrment in the
value of naira: (b) the expected decling in foreign exchangs rate earnings reflecting
raduced oil revenue and the sluggish recovery of the global demand;

4. Domestic credit expansion to support the growth of the private sector, especially the
critical sectors of the economy; :

ng output growth and creation of employment

5. Expansion in agricultural and manufacturit
7 Enterprises

through targeted interventions, particutarly the Micro, Small and Medius
(MSMEs) sectors, to improve housghold income;

8. A healthy external sector that would he resilient to the international commodity price

shocks with expected positive impact on the balance of payment positions;

7 Continued collaboration with Fiscal authorities to reduce fiscal-straightjacket and

ensure accelerated racovery of the economy from the effects of the global pandemic.

The CBN monetary programme was based on the assumption of the cortinued fiscal
expansion fo support the recovery and sustainability plan from the covid-19 pandemic, and

cormmitments to the 2023 general election.

in line with the aforementioned development in the macroeconomy, the monetary programme
for the 2022 — 2024 MTF included a benchmark of average exchange rate of 3USDA410.15
e datailed macroeconomic

in accordance with the targeted macroeconomic fundamentals. T!
projections for the framework wased on these benchmarks are presentad in Tabie 1.0.
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Table 7.4 Selected Macrosconomic Projections for the 2022- 2024 MTEF

indicator 2042 2023 2024
Narrow Money (M1) (Biliion Naira) 21,814.40 24,089.70 26,565.00
M1 Growth Rate(%) 10.84 11.45 10.28
Broad Money (M2) (Billion Naira) 4852201 £3,479.95 58,437.88
W2 Growth Rate(%) 11.52 10.22 9.27
Rroader Money (M3) (Bilion Naira) 48,537.47 53,495.50 58,453.54
M3 Growth Rate(%) 11.52 10.21 8.27
Net Foreign Assets (NFA) Billion Naira) 12,871.67 13,5620.62 14,169.57
NFA Growth Rate{%) 24.67% 5.04 4.80
Net Domestic Credit (NDC) (Biliion Naira) 48,179.02 52,074.92 55,670.82
NDC Growth Rate(%) 356 8.09 7.48
Net Government Credit (NGC) (Billion Naira) 15,025.66 17,738.12 20,450.58
NGC Growth Rate(%) 12.89 18.05 15,28
Private Sector (DCp) (Billion Naira) 36,153.37 37,336.80 38,520.23
DCp Growth Rate(%) 8.85 3.27 3.17
External Resarves (US$ billion) 35.77 36.77 37.76
External Raserves Growth Rate(%) 5,99 2.79 2.71
Average Exchange Raie (N/$) 410.15 41015 410.15

Source: Central Bank of Nigeria

7 3.4 Challenges fo Monetaty Folicy and Qutfook |
To actualize the set goals, the monetary policy and cred
sccelerate economic growth recovery given the im
t uptick in inflation associated with the global health pandemic,
duce inflationary pressure

banking system credit to
16, However, the curen

security challenges, monetary and fiscal expansion could further in
with negative consequences for the general price fevel such as x

rates — of which slow growth may centinug in 2022,

In addition, & major assumption
the global economy would be sustai
forms of restrictions on economic acti

in the vaccination efforts, which could affect global economic recov

some of the projections on key magcroecanomic aggregates.

Eurthermore, the current security challenge could pos

growth projection with a prospective spifl over
rising level of domestic debt is anoth

macroeconomic indicators. The

threaten the achievem
debt has a high likelihood to cause & wani

rate.

Finally, the medium

interaction of political and economic factors in the

ents of the targets on the macroeconomic in

for the econoimy
it stance nead to provide for a higher
pact of the covio-

change rate and interest

underpinning the projection is that the current improvement in
ned as access to COVID-19 vaccines improves and all

vities are sased. It is noteworthy however that a setback
ery would eventually hurt

e significant threat to the medium-term
effect on the targets of other key
er key factor that could
dicztors. The rising public

ng investors’ confidence in the domestic financial

markets with far reaching implications on key variables such as interast rate and exchange

H{erm outlook of crude oil price remains uncertain given the complex
global space. In the event of adverse shock

that leads to a plunge in the crude oil price below US$50/barrel, the achievement of some of

the targets may be at risk,

Owverall, within the review period (2022 -2024), the stance of monetary policy would be
cautious o enable the Bank fo consistently anchor expectations and prevent markat agents
from overly engaging in speculative sctivities in response to the major existing shocks -

COVID-1¢ and ot arice. Conse uantly, the rimary objective of monetary nolicy would ramain
f 'y J f
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80 ANALYSIS & STATEMENT ON CONSCOLIDATED DEBT & CONTINGENT
LIABILITIES

8.1  Nigeria's Current Debt Profie

81.1 Debt Stock

Nigeria's Total Public Debt stock as at December
biilion) compared o N27.40 trillion (US$84.05 billion) as at December 31, 2019, representing
an increase of 20.12 percent in Naira terms. The increase in the Total Public Debt Stock was
largely due to new Domestic and External Borrowing by the Federal and Sub-national
Governments, and additional disbursements on existing Multilateral and Bilateral loans. in
terms of the composition of the Total Public Debt Portfolio, Nigeria is working towards re-
balancing its Public Debt Portfolio to the ratic of 70:30 percent between its Domestic and
External Debt ss stated in its Medium-Term Debt Management Strategy (MTDS) 2020 - 2023.

31, 2020 was N32.92 trilfion (US386.39

Specifically, in 2020, the share of the Domestic Debt dropped to 61.40% from 67.07% in 2019,
while the share of the External Debt increased to 38.60% from 32.03% in 2019. The Federal
Government’s Domestic Debt accounted for 48.66% (N16.02 triflion) of the Total Public Debt,
whiie the States & FCT accountad for 12.73% (N4.18 trition), and the External Debt of the
Federal Government's portion was 33.08% (US$28.57 billion or N1C.88 frillion), whiie the
State & FCT accounted for 5.53% (US$4.77 billion or N1.82 trillion).

ra's Total Public Debt as a percentage of GDP remained sustainable at
was below Nigeria's country-specific Debt
eshold of 55%

The ratic of Nige
51 61% as at December 31, 2020. Also, the ratio
Limit of 40% {2020 to 2023), and below the revised WB/IIMF's recommended thi

for Nigeria's peer group, and ECOWAS convergerice threshold of 70 percent.

Figure §.1; Trend in Nigeria's Total Pulbilic Debt Outstanding, 2016-202C
e Slates & FCT's External Deht Stock

mes FON External Dabt Stock
ks Olates & FCT's Domestic Debt Stock

moe FGN Domestic Debt Stack

ez [Jobt a5 % of GDP :
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Sowrce: DIRG

The FGN's Total Public Debt service in 2020 amounted to US$6.424.17 milion relative to
US$7,062.47 million in 2018, reflecting a decrease of US$638.30 million or 8.04 percent. The
ohsarved decrease of about 9.04 percent in Dollar terms is dus {0 the Dollar/Naira exchange
rate differentials between the fiscal year 2019 (LUS$1/N328) and 2020 (USE1/N381).

Debt service payments made during the year were hoth on External Debt and Domestic Debt.
Eyvternal Debt service were made on Multileteral and Bilateral debts, as well as the
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yments were made in respect of FGN

Commercial debts. For Domestic Debt service. pa
N Sukuk ang FGN Green Bond,

Bonds, NTBs, Treasury Bond, FGN Savings Bond, FG

Figure 8.2 FGR's Total Debt Service
FGN's Totat Debt Service
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Source: B0

8 1.2 Debt Management Strategy

Public Debt is impiemented under a Medium-Term Debt Management Strategy (MTDS) which

serves &S a guide to the borrowing activities of the Government over four (4) years, The MTDS
focuses on the development of an optimal borrowing structure 1o fund the Government's
financing gap and needs, taking info consideration borrowing options, cost of borrowing and

the associated risiks with borrowing.

mented under a new MTDS, 2020-2023 which raplaced the

MTDS 2016-2019. Significant gains were recorded in the implementation of the MTDS 2016
2019 as most of the Targets were surpassed by the end of 2019. The Targets and the actual

schievements as at end of 2019 are shown in Table 1.1,

Nebt Management is being imple

Tabie 8.1 MTDS 2016-2019, Targets and Achievements

Fiscal Sustainability:

1 ITotal Public D :
GDS; Public Debt &s % 0fl 1 550, Max 26% 19% Achieved
Portfolic Composition:

2 : Significant improvement
Domestic: External Debt Mix 184.16 Mﬁf‘fg | 1g32 igniicant improve

Refinancing Risk:

i Average Tenor of Debt 7.15 years Min. 10 years |[10.50 years Target was exceeded

3 |Portfolio
i. Long-Term : Short-Termi_ . T e . :
Domestic Debt Mix 71.:28 Min. 75 Max25 | 7921 Target was exceeded

The new MTDS 2020-2023, was based on tha current Public Debt Stock, Government's
borrowing needs in the medium-term (as stated in the 2021 Appropriation Act and the Medium-
Term Expenditure Framework, 2021+ 2023), as well as future global trends. Nigeria’s 2020-
2023 MTDS can be summarized as follows: “Borrowing will be from domestic and externa

sources hut a larger proportion of new borrowing will be from domestic sources using long-

tarm instruments while for External Borrowing, concessional funding from multilateral and
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hilateral sources will be prioritised”. The Targets for the MTDS 2020-2023 are shown in Table

1.2
Table 8.2: MTDS 2020-2023 Targels

R

e Increased from 25% to 40% in order to!

WMax. 40% accommodate new borrowings (o fund
Budget Deficits and other obligations of
Government Promissory Notes to be
issued to settle Government Arrears,
Ways and Means Advance at the Central
Bank of Nigeria (CBN}, and the Dabt
Siock of 5 State Owned Enterprises
(SOEs).

« This ratio is still well below the WB/IMF's
recommended threshold of 55% for
countries In Nigeria's peer group and :
ECOWAS.

i, | Portfolio Composition: . To  accommodate hew  domestic o

Domestic; External Debt | Max.70:Min.30 borrowing, fimit of 70% Ways and Means :
iiix Advances and the debt-data of 5 SOEs. -

. Refinancing Risk:
i, Average Tenor of Debt

i Fiscal Sustainability:
Tatal Public Debt as % of
GDP

Wi, 10 years | e To sustain the issuance of longer-tenored
instruments with tenors of 10 years and

Portfolic

above, in order to effectively manage
il Long-Term:Short- Min.75:M2x.25 | Refinancing Risks.
Term

Domestic Delbt Mix

iv Guarantees:
Sovereign Guarentees | Max. 5%

38 % of GDP

s To use Off-halance Sheet Products to
support  econoric development by
offering guarantees o private companies
that intend to execute public projects

Souice: DO

5020-2023 is expected to moderate the leve! of debt-related

The implementation of the MTDS
exchange rate risk, and further improve the structure of the

risks, especially refinancing and
public debt portfolio.

813 Nature and Fiscal Implications of Contingent Liabilities

i order to address the issues of infrastructure deficit in Nigeria in the face of fiscal constraint,
the Government will continue to encourage the Private sector operators to participate i
financing infrastructure development through the use of Public-Private Partnership (PPP)
arrangements. To motivate the private sector, the PPP arrangements may involve the
issuance of Sovereign Guaraniees which are explicit Contingent Liabitities.

The Federal Government of Nigeria (FGN) has improved its abiiity to monitor and manage the
Contingent Liabilities that could arise from these projects, and mitigate against the
actuslization of the Guarantees. As at December 31, 2020, the Contingent Liabilities of
Government amounted fo N4.37 willion, representing 2.87% of GOP, compared to N2.86

seillion or 1.68% of GDP in 2019.
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I recognition of the &
3023 includes a Targst Co
such operationg when ool
As pait of efforts to accou
proper management of
developed. Table 1.3 sho
period 2020 and orojected liability for the n

Source: DO
Kote: Dollar Dancminated ob

Table 8.3 FGN Contingent Liab

USS$1: N410 (2021-2024)
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xpacted increase In
ntingent Liability

(N’ Bilil

at for the full exposure of
same, & policy Framew
ws the Contingent Liability
nedium term.

the yse of PPF arrahgemen
Limit of 5% of GDP, This crea
npared to the 1 8% zs at December 31, 2018,
FGN o contingent Liability, ana 1o ensure
ork on Contingent Liabilities is being
profile of the Federsl Government for the

ligalions were converted at exchange ra

i‘?de?'a' Mortgage 5.238 NIL NiL. NIL. NIL
igeria

FCDA~Katampelnfrastructure 7 441 NIL NIL NIL NIL
Project |

Nigeria Ports Authorty = Lekkl | g 208000 | 328.000 | 328000 | 328.000
Neep Seapott

Nigerian Export-impott | - - P

NEXIV) Bank 2.748 478 NiL NIL ML
Nigeria Mortgage Refinance | e gng | 23752 | 20664 | 17.576 | 14.489
Company Pic

Payment Assurance Facility

for Nigeriz Bulk Electricity 971,711 | 880.885 718.260 | 555.835 | B55.633
Trading Plc

Power Sector Contingent

Liabilities  Put-Call Qption 401.637 2,700.09¢ 2,601.231 2,489.201 2,308.547
Agreament (PCOA

Power Sector Contingent

Liabilities ~ Partial  Risk 90.842 151.213 324.374 324.375 324374
Guarantees (PRG

Legacy FGN Exposure from

BLCN Successor Companies 062.064 1,040.756 1,040.756 1,040.756 1,040,758
Sgiit“ AKK Gas Pipsiine | gaq 1g1 | 1,007,347 | 1,007.347 | 1,007.347 | 1,007,347
Famiy Homes Fund Limited |, 200,000 | 200000 | 200.000 | 200.000
Pension Arrears for MDAS 785,296 746.031 708.730 673.284 | 539.629
Others NIL 300.000 500.000 900.000 1.200.000
Total 4,184.998 7,380.263 7,449.364 7,536,186 7,708.779

te, the MTDS 2020 -
tes room for more of

ta of USST: N37¢ (2020), and
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0.0 RISKS TO THE MEDIUM-TERM OUTLOOK

The 2020 pandermic has reduced demand and depressed imports. The result has temporarily
narrowed current account deficits worldwide and dramatically widened another the gap
between government spending and revenues. Budget deficits averaged over 10% of GDP
ave become a key concern globally for some emerging
markets. Against experts’ predictions and the dampening economic effects of the COVID-18
pandemic, Nigeria's year-on-year GDP grew 0.11% in Q4 2020, compared with & drop of 3.6%
in O3 of 2020, However, there was a rebound in the next guarter with the three non-oil revenue
sectors leading the positive change; Agriculture, Industries and Services.

across emerging economties and h

The Nation will expect more positive growih as normal sconomic activities have resumed

foliowing ihe easing COVID-19 pandemic restrictions. The fiscal policy response (o the
coronavirus pandemic has been relatively effective in mitigating rising fiscal and external
vulnerability risks and limiting the Coronavirus medium-term negative econcmic and social
implications. The Monetary Policy Committee of the CBN in January 2021 noted & positive
output trend in Q1 2021, The outlook is optimistic that the dormestic economy will follow the
same streak over the medium-term while inflationary pressures ease moving inic G2 2021.

¢ 1 Global Economic Trends & Geo-Political Tensions

The success of the ongoing global vaccination programme is key to global economic recovery
over the medium term. Failure to arrest the COVID-19 pandemic via a successful vaccination
programme severely siresses Emerging Markets and developing sconomies, their political

systems and institutions due fo stressed fiscal conditions.

with the emergence of a new administration following their

general elections could see resumption of talks around the 2015 nuclear deal. In a related

development, after conducting a review of its policy toward North Korea, the LS seeks direct

diplomacy with Pyongyang, working with its allies. There is no imminent threat of regional

armed conflict. However, tensions are predicted to.ascalate over the medium term, following

North Korean provocations including long-range missile tests and possibly a nuclear fest,

il pricing on account of this geopolitical risk. The markets
, which could

Poiitical developments in lran

There will be implications for crude o
can expect prices to rally if there is any other trigger between the US and fran

disrupt Middle East output and drive oil prices higher.
the US-China relationship soured on several fronis. The Biden
ny of the policies under the previous administration.

lerate reunification with Taiwan or more forcefully
further cracks in US, China & Taiwan

Throughout 2020,
administration appears to sustain ma
Furthermore, China’s military action to acce

gesert claims in the South China Sea has shown
relations, which has been relatively stable over the last 4 decades. China has lsunched the

largest ever incursion into Taiwanese airspace. The U.S is also increasing its military presence
and activities in south China sea, whilst stepping up diplomatic relations with its Talwanese
counterparts, in respense. This remains a significant medium and long-term risk.
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5o Irdemalional OF Market Developments

o271 il Pricse

e Average off price forecast in the
Ny Medium Term is 2022; $57/bbl,
2023 $57/bbl, 2024: $55/bbl, and
this is premisad on a historical trend

A .
st , review as weil as the averages of &
Y J"r B¢ A A"‘“‘&ﬁl " % i refituf

i b A «&ﬁs@é\,ﬂ N, 689.07/bit number of forecasting institutions,
¢ T ~ . factors affecting market

gﬂ’“" "lg{a‘dm-f} f 5 - .
o undamentais  global  economic

f

"g;i,r recovery and plans by governments

“and market sentiments

Sourl‘ce: NNPC
Price growth is expected to be moderated by the lingering concermn of COVID-19, increased
energy efficiency, switching due to increased utilization of gas and alternatives for electricity
generation are more reflections in the Medium Term. Overall, Oil prices have shown great
promise with prices reaching $74.35/h in June 2021 for the first time since October 2018.

The OPEC Reference Basket
(ORB) gained $6.67, a 12.3%
increase, to average $61.05/b for
March 2021. Oil futures prices
increased sharply in February 2021
as the ICE Brent fropt-month up
$6.06, or 126%, {o average
$62.28/b. Capital outflow risks are a
result of low domaestic interest rates
and high foreign holdings of
domestic securiiies.

222 Oil Demand & Supply Risks
The oil demand forecast shows recovery compared fo 2019 levels as both COVID-19

vaccination rates and global economic activity go up, combined with current petroleum supply
limitations by the OPEC+. The OPEC Reference Basket (ORB) (including Bonny light) saw an
sverage of 13.1% increase from January 10 February 2021 The later part of the year looks
promising as the increased demand is expected from air and road public fransport across the

globe by Q4, 2021,

9.3 Exchange Rate Risks

Depreciation of the Naira against the LIS dollar and other major currencies poses a Key risk to
government’s fiscal position. Over 80% of Nigeria's foreign exchange earnings is derived from
Crude oil and gas export. in effect, the risk of the Naira depreciating against the US Dollar s
s resultant risk should there be a protracted oll price shock, due to the fact that oil revenue
receipts sre in US dollars. Businesses that rely heavily on forex for imports of production inputs
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Te address the exchange rate risks, the Central Bank

and capital could alse be constrained.
vindow where

of Nigeria will pursue unification around its NAFEX market rate, which is the v
investors and exporters tfransact doliars at market determined rates. The CBN adjusted official
exchange rate aligned with the NAFEX rate is currently N410.15/US$1. In addition, the CBN
is endeavouring to significantly improve its foreign reserves to he able to enhance its ability to
manage exchange rate nske by defending the Naira against depreciation, where possible.

9.4  Digital & Cryptocuriency considerations

The Central Bank at its 279" Monetary Policy Rate (MPR) meeting assured Nigerians of the
place of digital currencies in the country. The apex Bank will launch a digital currency over the
madium term with a pilot likely between Q4 2021 - Q' 2022, With over 200m users worldwide
and a 190% rise in global crypto users between 2018 - 2020, the key issue here for
government is that of regulation as the acceptance jevel inches higher. The over $1.9tm
cryptocurrency market is largely unregulated in most countries around the worid.

dynamics of the market and the risk fo individuals
tor. Countries like the UK, lsrasl and Spain have
rency market for tax purposes, the fluidity

The Federal government is assessing the
and enterprises in this novel economic sec

classified players and transactions in the cryptocur
of the terms used to describe the different products and the nossibility of illegal activities (with

operators in the UK likely to be forced to close after failing to meet UK's anti-money laundering
regulations). There is also income leakage due to remittances outside the formal International
Money Transfer Operators (IMTOs). E| Salvador for instance, has issued notices and
legislation adopting the hitcoin cryptocurrency as legal tender. There is potential in the
techriology behind the blockchain market that local FinTech companies can harness. Thus,
developing a regulatory framework will ease the risk of eventualities, If it remains unregulated,
that could affect the willingness or ability of cryptocurrency traders to get value. A fiquidity
shock to the broader cryptocurrency market and their teeming Nigerian clients will be the most

likety result.

9 5  Risks to Non-Oil Revenue

sation suffered a major sethack following

The EGN efforts to improve domestic revenue mobili
ken to address the pandemic

the outbreak of COVID-18 in 2020. Decisive action had to be ta
as well as the economic crises that foliowed. The aconomic impact of the pandemic and the

fiscal stimulus measures that government put in place to strengthen confidence and resifience
by helping business stay afloat, help preserve employment as well as supporting households.
Thus, governments approach to implement macroeconomic strategies to attract investment,
grow the economy, create jobs as weall as providing immediate fiscal strategies in response to
ithe COVID-1¢ Pandemic and the domestic / global economic downturs. As such, emphasis
was placed on no tax increases and very few fiscal incentives, providing fiscal relief for

taxpayers; elc. slowed our medium-term diversificatior: plans.

The Finance Act 2020 indicates no increment in taxes. However, it focuses on improving
ue collection process, audit and remittances. The FIRS will ensure that

efficiency in reven
emittances accurately and seek

gompanies and empioyees have updated their tax filings and f
io improve collection efficiency over the medium term.

VAT, CIT, Gustom Duty collections have increased by an average of 9.72%, 11.50% and
1% 66% respectively in the last three years. With innovative technology, the revenue coliection
process will continue to be made lesa cumbersome for Taxpayers and businesses whiie
ancouraging fransparency in the remittance procedure. these measures will reduce fiscal
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visks and more sustainable economic recovery.

¢ 4 Sensitivity of Budge! aggregaies to Macro-ec

conaitions

Should the economic outlook differ from key assumptions and parameters as witnessed in
2020 following covid-18 pandemic disruptions as well as crash of crude oif prices, the 2022 -
2094 MTEF/FSP revenue and expenditire estimates and projections wouid also change, as
the revenue and expenditure estimates and projections contained in this document and the
planned 2022 Budget to follow therefrom, are based on available data and information for
modelling at the time of preparation, which also takes into consideration assumptions and

professional judgments of historical patterns.

With tha current fiscal space, government may have to reduce planned expenditure ir the
svent that unanticipated changes in economic conditions occur, by way of managing
budgetary pressures, should the impact of such change(s) flow through o FGNs expenditure
and revenue forecast. The impact of this risk is high, given the significant share of non-
discretionary expenditure to fotal expendiiure. To mitigate this risk, the medium-term

projections are hased on observed historica relationships between the variable factors.

The analysis of the above risks, as well as others, is summarized in Table 2.1

Tabla 9.1: Risks Likelihood, Impact and Mitigation Si‘rcﬂegiaevs

Likelthood | lmpact | Mitigation

Risk
(HIWL} (H/MAL)

Debt sustainability M H The DMO shall closely monitor market
developmenis. lssuance technigues and
pricing systems may need to be adapted to
accommodate the market participants needs’,
monitor contingent liability more closely
considering its long-term impact on debt

sustainability & fiscal space.

Ensure continuity of funding and adopt a

fiexible approach; if risk perception in the
market is high, approaches could be neaded

to mitigate refinancing risk. If market access
is logt, it is hard to regain.

Nomestic oil production | L H The JV business is positioned (o grow oil
production by up fo 14% in the medium ferm

shocks

from 1,14Gkbopd to 1.308kbopd across all
husiness  arrangements.  The planned
development wells in 2021 is 14 while 2022,
2005 and 2024 is 41, 53, and 52 respectively.
Overall, production cuts due 10 militancy and
theft have reduced significantly and due fo
governmerts intervention in the Niger Delta as
pipeline security arrangements, except in the
event of technical breakdown of force

majeure.
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Oil price shocks

The FG shall continue to maintain &
coneervative outlook to oil price benchmark for
fiscal projections over the medium term. The
FGN shall work with OPEC and OPEC+ to
achieve price stabilization through
guota/production  cap agreements  where
applicable.

Foreign Exchange
Supply / Rate Risk

CBN policies to liberafize the FX market will
curb speculative activities, meeting forex
demands and stabilize external reserves. This
necessitated the adjustment of the official
exchange rate to align with the NAFEX rate,

currently N410.15/US$1.

Failure to meet non-oii
revenue projection

Domestic revenue mobilization is expected to
improve over the medium term as Key revenue
mobilization reforms are expected to bear fruit.

GOEs’ revenue performance is expected 1o
improve further to the implementation of the
provisions of the Finance ACT, 2020 as weli
as the Finance Act that is to follow the 2022
FGN Budget which will reinforce Performance
Management clauses for the GOEs whilst
reviswing their operational efficiencies and
cost-to-income ratios and generally ensuring
they operate in more fiscally responsible

manner.

insurgency, Banditry/
Insecurity in parts of the

country

Ensure close coordination of FGN and state
governments, including through more
frequent coordination meetings.

The mitigation action largely remains the
same from previous year, a twin track
approach of dialogue and mititary force shall
be deployed in the event of an upsurge in
major security breaches

This is affecting economic activities in virtually
all states. Governments ongoing efforts in
restoring order, enforcement and socio-
economic interventions shall continue and are

expected to mitigate this risk

Food shortage due to
farmers herders clash
and other environmental
factors.

The likelihood of this risk has now been
clevated from the previous year foliowing
sustained issues between farmers and
pastoralists over the last one year.

The National Food Security councii, that Mr.
President Chairs will continue to provide
oversight in this regard working closely with
subnational governments. With food inflation
inching upwards, release of grains from FGN
strategic reserves is expected to supplement
any shortage in the short to medium term,
whilst lasting solutions are provided to forestall

future occurrence.
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No advisory Iissued by FGN disaster
management agencies to suggest likelihood of
an occurrence. Overall, outlook remains stable
over the medium term. A N20bn minimum
halance is maintained in the ecological funds
account by the FGN for immediate emergency
response in the avent of a natural disaster in
any part of the country, additional funds can
he mobilized depending on severity and

magnitude of disaster.

The Federal Ministry of Humanitarian Affairs
and Disaster Management is well positioned
for first level response in any event.

Failure of Power Sector | M
Recovery Operations

The likelihood of this risk has now been
downgraded from the previous year. uas the
Power Sector Recovery Operations is now

effective.

The mitigation will be to restructure the PSRO
to reflect current realities. Tariff review shall
also be considered over the medium term,
subject to NERC's review of the Multi Year

tariff Order (MYTO)
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10 THE MEDIUK-TERM NATIONAL DEVELOPM ENT PLAN STRATEGIC
FRAMEWORK AND ITS MEDIUM-TERM EXPENDITURE FRAMEWORK

The Medium-Term National Development Plan (MTNDP) aims to fift 34 million people out of
poverty and generate 25 miltion jobs by 2025. Nigeria can achigve these goals by expanding
aconomic growth, growing an inclusive economy, leveraging its young workforce and
enhancing execution capacity at ihe national level, The new Medium-Term Expendiiure
Eramework enables the critical investments required to drive the policies, strategies anc
programmes of government towards this end. Therefore, all subsequent successive annual
budgets will be aligned to MTNDF to ensure that the country is propelled on a trajectory that
transitions from recovary to growth, from growth fo resiiience, and from resilience fo

competitiveness.

10.1 Embracing the Challenges & Opportunities Arising from the
COVID-19 Pandemic

The Covid-18 pandemic threatens the realization of the Government's ambition to lift 100
million Nigerians out of poverty by 2030. The Nigerian economy sontracted by 8.1% year-on-
year in the second guarter of 2020 which was the steepest growth decline in & decade. In the
fourth quarter of 2020, the economy raturned to marginal growth expanding by 0.1% ysar-on-
year. This rebound will need to he strengthened to prevent rising unemployment and poverty
rates in the country. This underscores the urgency. fo put in place practical measures that will
lead to economic recovery and expand job creation. The MTNDP 2021-2025 has been
developed to urgently address the macroeconomic chalisnges by taking advantage of

opportunities as well as pursuing relevant interventions.

The COVID-19 Pandemic has precipitated economic decline and recession at home and
abroad as counfries world-over battle with rising infections, new mutations, increases in
hospitalisations and inevitable deaths. However, modern medicine has risen to the challenge,
producing multipie vaccines in record fime, through accelerated pharmaceutical

manufacturing processes.
Nigeria must urgently seize the opportunities presented by emerging giobal trends such as:
¢ [ncreasing innovation as the global economy is transformed by the Fourth tndustrial
Revolution irte a truly Digital Economy where skilfed knowledge workers expand the
growth of services and unlock the demographic dividend inherent in the predominantly
youthful populations of Nigeria and other developing countries;
continental and regional trade as well as commerce,

= The resurgence of global,
h as the consummation of the Africa Continental

underacored by recent events suc
Free Trade Agreemsnt, and

& The increasing convergence arou
developed and developed countries alik
manner, to facilitate the emergence of
sustainable, technology-enabled growth as renews
fusls and lead to the reduction of carbon emissions.

ot the MTNDP 2021-2025 vision's sirategic statements

ation’s histery.

nd the Climate Change Agenda, and the need for
e to iransition, in a phasad and prident
s Greener Economy characterised by
hle energy sources replace fossil

it is within this challenging context th
are situated at a critically urgent and impaortant time it our n

ed within a longer-term vision of Nigeria that sees her

The MTNDP 2021-2025 is couch
nlocked its full potentials, achieved

evolving into & largely industrislized economy that has u

&¥
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inclusive growth, & significant reduction in poverty and unemployment and improved the

auality of lives of its citizens
iistic next steps raquired on the journey towards unfocking the
csting industrialization, implementing
timately, driving sustainable and

The plan is focused on the rea
full potential of the public, private, and social sectors, bo
the underlying reforms required to achieve this, and, ul
inclusive growth. It buiids on previously articuiated national policy priorities to:

= Build a thriving and sustainable economy.

¢ Enlarge agricutture output for food security.

= Attain energy sufficiency in power and petroleum products,

= Expand transport and other infrastructure development.

= Expand business growth, entrepreneurship, and industriatisation.
Improve access to qualily aducation. affordable heaithcare, and productivity.

Enhance social inclusion and reduce poverty.
Build systems to fight corruption, improve governarce and create national cohesion.

H

v Improve security for all.
These objectives may be captured, for clarity and simplicity, in the following target indices, to
be achieved by [2025] viz.."
1. Real GDP Growth of at least [6%], resuiting in & GDP (at current market prices) of at
least [N300 trillicn);
2. GDP per capita of at least [US$3,500.00]; and

3. An unemployment rate of below [20%)].

The MTNDP, which succeeds the ERGP and E3P, aims to achieve these targeis in the
medium-term horizon, principally by promoting private sector investment in the economy,
incentivizing the emergence of new and innovative sectors in the service industry, and

promoting industrialization as a key driver of economic growth.

10.2 Alleviating Poverty through sustainable, Diversified & Inclusive

Growth

At the heart of the MTNDP 2021-2025 lies the vital and urgent need for Nigeria to reduce
and aradicate poverty in all its manifestations, by ensuring pro-poor, inclusive, diversified,
sustained and sustainable economic growth that benefits the vast majority of Nigerian
citizens, communities, cities as weall as fowns and villages nationwige.

Previous economic development plang have identified poverty alleviation as @ critical priority.
For instance, in 2004 the National Economic Empowerment and Development Strategy
(‘NEEDS")2 detailed the dimensions of poverty as including:

irst National Implementation Pian’s targets of emerging amongst the top

1 Similar to the Nigeria Vision 20:2020 F
of hot less than US$200kition and GDP per

20) global sconomiss by 2020, through the achievement of GDP
capita of not fess than US$4,000.G0.
2 part One - Vision & Macroeconomic Framework, Meeting Everyone's Needs: National Economic
Empowerment and Development Strategy (NEEDS'), Nigerian National Planning Commission, 2004,

: 2
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¢ Lack of sccess io clean water, adeguale food, decent shelier, appropriete clathing,
hasic education, essential healthcare and other basic s@rvIices,

Lack of access to land, fols, credit, supportive networks, assets and income, as well
as empowerment through political power, confidgence and human dignity; and

Exposure fo discrimination on grounds of gender, race, disability, age, iil-health
whether caused by natural disasters (such as floods, groughts, disease, famine, etc.)
or human-causad shocks (such as conflict, insurgency, civil unrest, market collfapses,

ete.}.

Regrettably, the underlying drivers of poverty have not changed in the decades since 2004,
indeed, as harbingsred by NEEDS, the present trends continue, Nigeria is not likely to fully
achieve its Sustainabie Development Goals (‘SDGs’) over the medium-term horizon, due to:

e inequities in opportunities for all Nigerians, irrespective of ethnicity, social class and
scoess to economic and political power, to achieve prosperity;

renccupation of previous governments with controlling major sources of nationai

& Thep
ment,

income and wealth, which were then devoured by corruption, niismanage
nepotism and associated vices that established a firm foothold in public service and

the broader society; and

The failure of government to deliver essential public services which could unieash the
incredible but latent potential of the private sector, suchthat local and foreigr investors,
as well as micro, small, medium and larger businesses struggled to generate jobs,
create wealth and achieve competitive advantages in their chosen niche markets due

to the resulting unfavourabie business environment.

10.3 The Vision's Focus on Good Governance fo Unleash Private
Sector's Potenftial e

Government is focused on:
1, Enshrining good governance and fighting corruption;
2. Restoring and maintaining security across all regions of the nation; and

Piloting the Economy out of the recent periods of decline and recession, unto a
trajectory of susiainable, pre-poor, inclusive and diversified economic growth, that

benefits all Nigerians and not just a few,

Under the MTNDP 2021-2025, the government serves as the facilitator, enabler and
supporter of the private sector, as it drives economic activities through Nigerian

husinesses — micre, small, medium and iarge.
As in previous National Development Plans, the government must continue to®

3.

National Ecenomic Empowerment and Development Strategy (NEEDSY, Nigertan

3 weeting Everyone's Nesds:
ia Visicn 20:2020 First National

National Planning Commissian, 2004, p. xi and xviii; and see generaily, Niger
Implementztion Plan (2010 - 2013).
&9
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telecommunications and other infrastructure
rivate secion

LY

i Deveiop critical power, transportation,
stimuiate the growth and emergence of & globally competitive p
a1 overdependance on oil, gas and solid minerals in

Diversify the economy away from a
tainability responsive way, and

% climate change sensitive anc sus
d liberalise relevant publicly owned eriterprises or government-
dominated industries to create and receive value for money from such divestments,
create  wealth, generate smployment, expand industries, enhance global
compefitiveness and promote domestic competition in & manner the protects the most

vulnerabie and poor citizens and communities;

4, Reform government to make it smaller, leaner and better siitied, in & manner that
pivots government as enabler, facilitator and regulator of husiness through
deregulation and liberalisation to position the private sector as the engine of economic
growth, as the exacutor, investor and manager of businesses,

:  Create the enabling legislative, regulatory and policy framework to advance private
sector development; support the emergence and recognition of land, intetiectual
property and other private rights; accelerate trade competitiveness within Regional and
Continental economic bourses; increase domestic revenue mobilisation to finance
critical human capital and infrastructural investments necessary to enabie private
sector-led growth; as well as raduce the size, footprint and potential interference
inherent in over-reguiated and government~dominated market piaces.

o

Privatise, dereguiate an

[F8]

o

10.4 I\/\e_diunwa@rmE@@q}_Deve!opm@m Plan Objectives B

The emerging economic trajectory under the MTNDP is to be anchored by a sound
macroaconomic framework. Thus, macroeconcmic framework buitresses and undergirdas

MTNDP’s four broad strategic objectives oft
1. Establishing a strong foundation for a diversified economy;

2. Investing in critical physical, financial, digital, and innovation infrastructure,

3. Building & solid framework and enhancing capacities to strangthen security and ensure

good governance, and

4. Enabling a vibrant, educated, and healthy populace.

The forgoing quartet of Plan Objectives are underpinned by two broad sets of cross-cuiting

enablers namaly.

| tnvesting in the social inf
inclusive economic empowearment, and re

rastructure and services required to slleviate poverty, drive

duce unemployment; and

Il Promoting development opportunities across States {o minimize regional economic

and social disparities.

10.5 Critical POiE@Q‘fﬂ@_ﬂ_,ﬁ_wﬁw__,.M__ﬁ___ﬁ_"_,m.‘__ﬁ__#_W

To achieve the previously stated abjectives and goals, the MTNDP 2021-2025 and
subsequent development olans must revolve around the need to substantially change the
structure of the Nigerian economy by reducing its dependence on oif and subsiantially de-
finking its performence from mavements of the oil market. This will provide the basis for
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sustained and inclusive growth driven by increased pi
especially concerning inflation, foreign exc

Policy action will the

roductivity and macroeconomic stability,
hange, external balance and debt sustainability.

rafore be directed towards the following:

Prioritization and implementation of critical and strategic infrastructure projects that will
directly boost preduction and productivity in the SME, agriculture, manufacturing and
service sectors, in line with rapid growth, revenue and torex diversification objectives.
The focus will be on elsctricity, road/rail and other fransport, and broadband internet
cohnectivity. .

Continued supportive interventions for manufacturing, agricu
to fuel broader diversification efforts.

Enhance non-oil forex earnings by attracting FDI, improving diaspora re

promoting non-oil exports.
Measures io diversify revenue and increase tax to GDP ratic by improvi
administration, including the informal sector, and widening the tax base.

A movement towards a unified, liberalized foreign exchange market.

sures to create a conducive environment for private
rts and foreign direct investment.

nd technological capacity building.

of Petroleum Industry Bill),
property rights, including

lture and SME subsectors
mittances and

ng tax

Institutional reforms and mea
aconomic activity, non-oil expo

Prioritize quality education, health, research a
Institutional reforms in oil and gas {through the passage
public sector, law enforcement, judiciary, and secure
intellectual property.

Social protection for the most vulnerable backed by an effective M&E fr

impact assessment methods.
tiered approach to address security threats and challenges.

amework and

A multi-pronged and multi
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ANNEXURE 1: TAX EXPENDITURE STATEMENT
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INTRODUCTION

As part of the commitment to deepen public

are to promote fransparency around potic
system. The preparation of the Tax Expenditures Statement (TES) is a reguirem

Fiscal Responsibility Act, 2007 (FRA 2007), the first TES was prepared in 2020.

finance management, tax expenditure statements

y-motivated ‘expenditures’ made through the tax
ent under the

take the form of an aflowance, waiver, preferential tax rate, exemption,
x obligation to achieve a specific policy objective. The
te the implicit cost of concessions

Tax expenditures (TES)
deferral, or offset that reduces a ta
statement provides the policy maker the leverage to estima
granted and appraise the desirability such costs compared to the benefits. The concept

recognises that TEs are not merely forgone revenues but that the result is similar whether a
government chooses o spend directly on or forgo revenue from certain individuals, groups,

or activities.

This note outlines preliminary estimates of revenues forgone from Companies Income Tax
(CIT), Value Added Tax (VAT), Petroleum Profit Tax (PPT) and Customs Duty. The purpose
of the Statement is to provide data on the cost of tax expenditures for the purposes of
evaiuating the effectiveness of individual tax expenditures in achieving their policy goals. In
other words, the Statement facilitates the undertaking of a cost/benefit ahalysis of tax
expenditures. Ultimately, the Statement will provide for greater transparency, and inform
giscussion 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.

ne on CIT, VAT, PPT and Customs Duty. The
he revenue and other laws that depart from the
for these taxes and duties and estimates the

Thie Statement is confined to revenue forgo
estimates take into account the provisions in't
benchmark tax treatment (i.e., tax expenditures)
tax forgone for the 2020 fiscal year.

s of tax expenditures are indicative and based on assumptions
The tax expenditure estimates were determined on a
that the estimates were based on the difference between

the existing and benchmark tax treatments assuming taxpayer behavior is the same, ie., there
is no behavioral response to a reduction or removal of the tax expenditure. Total revenues

forgone for 2020 are NGN 5.8 trillion, comprising as follows:

The estimates of the future cost
of developments in the economy.
“revenue forgone” basis. This means

307 - 780

4300 457

The commitment to publish annual TES reinforces public confidence and trust in the tax
system and fiscal governance. It is important that tax expenditures are monitored and
reviewed individually on their merits to ensure that they achieve their stated purposes at least
cost o the public. It is also crucial that fiscal management sets rules to limit the expansion of
tax expenditures, and pessibly consider schemes requiring conversicn of tax concessions into
refundable tax credits. This could contribute to improve the progressivity of tax expenditures,
which are notably inequitable in their incidence, as well as to improve the ability to evaluate

such expenditures in a way comparable to direct outlay programs.
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Doio ovailobility and opproaches io mitigote dato gaps

D

The scope and coverage of these estimates were limited by the dearth of quatity data. The
estimates of the cost of the main tax expenditures are based on the best, currently, available

data for the 2020 fiscal year.

The following data limitations in estimating tax expenditures should be noted:

1. VAT. The VAT estimatas are based on the Supply-Use Tables preparad by the National
Bureau of Statistics (NBS) for 2010 (the most recent Supply-Use Tables available)
adjusted, where possible, to 2019. The VAT tax expenditure estimates are produced

using & “top-down” approach.

Corporate Income Tax and Petroleum Profit Tax: The CIT/PPT estimates are based on
data provided by the Federal Inland Revenue Service (FiRS) on CIT collections and
returns filed by entities which benefit from the Pionser Industry Scheme (PS!). The
returns of the PS! entities provide a good estimate of the cost of PS tax expenditures.
These are derived from reasonable assumptions of profit [evel indicators and effective
tax rates based on the performance of PS| entities. To estimate overall CIT tax
expenditure these estimates were used, in conjunction with information obtained from
retum data from the limited number of returns filed online. 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 difficulties
of estimating the leve! of taxable profits from accounting profits scross business areas.

3. Export Processing Zenes/Oil and Gas Free Zones: The calculation of tax expenditures
related to EPZ and OGFZ concessions is the most challenging due o incompiete data
from the relevant regulatory authorities. Further, given that the beneficiaries are not
required to file any tax returns, the only source of information is the relevant authorities,
which have powers lo require returns. This Statement includes an estimate of revenue

forgone from Export Processing Zones.

4, Customs Dufies

Dstailed customs data were not available Dats obtained from the Nigeria Customs
Service have been aggregated, possibly rolling up commodity detail and masking much
of the nuances of individual taxpayer analysis. Need excise tax data were not
provided. Excise taxes are commodity specific; without this detall in the customs data
the underlying less in excise at customns, which in turmn impacts VAT were omitted from

the estimation.
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3.0 2020 TAX EXPENDITURES ESTIMATES

31 VAT Forgone Revenue Estimotes

The international best practice for estimating VAT tax expenditures is to mode! the tax using
the country's Supply Use Tabies. In contrast to income tax where the liability rests with the tax
filer, for VAT, in most instances, the tax liability rests with the “final consumer”. The Nigerian
VAT system is an invoice and credit system whereby firms, making taxabie supplies, can often
claim input tax credits for the VAT they incur on inputs into production. However, households
making taxabie purchases incur the tax. Firms making exempt supplies or supplies of services,
are not eligibie to claim input tax credits and therefora incur the tax. However, vendors do not
know whether their sales are to businesses, eligible to claim input tax credits, or customers

who cannot claim relief from the VAT,

Consequently, simply adding up the total amount of VAT reported on tax returns gressly
cverestimates the fotal amount of VAT revenue because the bulk of the VAT reported by firms
is recovered as input tax credits. Nigerian tax expenditure estimates were generated using the
most current (2010) Supply Use Tables for the country combined with data on total VAT
collected from the Nigerian Bureau of Statistics, In contrast to last year's estimates, which
were based exclusively on the VAT revenue potential, this year's are based on the VAT
legislation, specifically schedule one. The model is designed around the relief provided in the

VATA.

To the extent possible, each commodity exempted in schedule one is concorded with &
commaodity in the Nigerian supply use tables. Exermnpt commodities are not subject to tax
however, firms making these goods and services incur unrecoverabie tax because they cannot
claim input fax credits. To emuiate the Nigerian VAT, the model estimates the VAT as the
product of final consumption expenditures and the legislated tax rate of 7.5% (households and
governments) unless commodities are exempted, in which case, businesses pay
unrecoverable VAT based on thair expenditures on goods and services as reporied in the

Supply Use Tables,

The tax expenditures are the difference between the current tax system and a "benchmark’,
or ideal, tax system with full compliance. Where the current tax system is based on the rules
set out in legislation in the benchmark assumes that ali commodities are fully taxable. Whereas
input tax credits are typically aliowed on all inputs in most VAT systems, Nigeria denies input
tax credits on services and some capital expenditures. Consequently, the benchmark tax
systam in the current mode! assumes that unrecoverable tax paid on services and some

capital is a structural component of Nigeria's VAT system.

Typically, the only structural relief in the VAT system is zero-rating exports, Because firms
located in the export zones or in the oil and gas sector are entitled o input tax credits on their
purchases of capital inputs and because the zones are dedicated to export-oriented
production, in the current model, it is assumed that all exports emanate from NEPZA and
OGZA. The benchmark tax rate in the model is 7.5% because that was the prevailing rate

during the 2020 fiscal year.
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As mentioned above, this year's estimates distinguish between relief granied in the legislation
and compliance burden. If &l commodities in the Nigerian VAT system were fully taxable the
couniry coutd generate about & trillion Naira from thenr existing tax structure. However,
according to the Nigerian Bureau Statistice, the VAT yielded shout 1.8 trillion Naira, The
difference between the two is the tax gap and is estimated to be about 4.3 trillion Naira. Of
this, about 900 billion Naira are attributable {c exemptions set out in legislation; the remaining

3.4 triflion Naira are atiributable to the compliance gap.

in most countries, there compliance gap is caused by several factors, including, undergrouna
gconomic activity, the informal sector, aggressive tax planning and problems in tax
administration. However, in Nigeria some firms, notably in the financial sector, are granted
relief from VAT. Because this reiief is not set ouf in the VATA it is not captured as a tax
expenditure in the current estimates. In the vears to come, refinements to the estimates wilt
include these amounts. As a result, it is likely that the current estimate of the policy gap is too
low and the compliance gap too high. The extent of the difference will reguire zdditional

information on the exemptions granted to specific firms.

Commodities receiving greates! refief

« Total VAT Tks are nearly NGN 800 bilfion

- Relief typically granted on a commodity hasis
The top 10 commodities combinaed account for aver 80% of relief
Exemptions on agriculture, banking and education are the biggest beneficiaries
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Ereakdown of Tax Felie!

Total forgone revenue is about NGN 4,300 billion
Compliance gap s about NGN 3,377 billion (includes carte blanche relief)
Paolicy tax expenditures are about NGN 200 billion

input tax credit denials on capital are about NGIN 300 billion (jow estimated)

® 8 & g

3.2 CIT Forgone Revenue Estimates

It was difficult to accurately determine CIT TEs because data are not sufficiently reiiable. The
analysis shows TEs of NGN 457 billion from CIT from Large Tax Offices (LTOs) and Medium
Tax Offices (MTOs), compared with NGN 1.1 trillion computed last year. The huge difference
is due largely to the inconsistencies in data formats and level of details obtained.

CIT TEs are estimated from taxpayer level data from nine LTOs and seven MTOs. Non-Qil,
Manufacturing s accounted for 85% of TEs (NGN 297 bn), LTO Financials contributed fo
15.8% of TEs (NGN 72 bn) while NGN 440 m (96% of total TE) was from Exemption of Profits

under Section 23 of CITA

The sum of NGN 307 billion was estimated as the tax expenditures from Petrolsum Profit Tax,
only a partial computation of TEs from PPT is possible due to availability of data. Only
Petroleum lnvestment Allowarnce (PIA) and Investment Tax Allowance (iTA) and Investment
Tax Credit (PSC) were taken as TEs. CIT Collection Efficiency: Nigeria compares poorly to
regional peers and Organisation for Economic Co-operation and Development (OECD)

benchimark,
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GIT Collection Efficlency Comparison
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3.3 Customs Forgone Revenue Estimates

Estimating the tax expenditure on customs and VAT relief granted on imporis was also
constrained by the quality of available data. Preliminary estimates amounted to NGN 780
biltion comprising NGN 600 hillion from waivers of tmport duties and NGN 180hillien from
VAT on Import duties. This is a sizeabie revenue considering that actual customs revenue

coilection for 2020 was NGNS31.6 billion.

Two thirds of total relief is granted on an import duty exemption certificate, an additional
26% is on fuels, lubricants and similar products as approved by the minister. Relief of the.
CET levy accounts for about 42% while 15% is attributable to the VAT,

Customs Exemptions

g_;:ggﬁg_,nrvﬁ T

Import Duty 127,743,238,543 305,648,255,461

Surcharge (7% of Import Duty) 8,643,315,651 21,284,691,333
Common External Tariff Levy 4 561,609,045 223,985,964,966
Comprehensive import Supervision Scheme 2,640,358,630 28,868,580,367
ECOWAS Trade Libralization Scheme 4,826,643,380 15,257,494, 989
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i8 113,776

N

o

ron Levy 83,

National Automotive Council Levy 235,567 272 1,082,191,169

Vatue Added Tax (Import VAT) 64,426,480,102 175,601,187,036

Tota
213,075,605,842 779,728,479,097

I terms of country of supply, five countries accounted for about 86% of total customs
relief with China accounting for nearly two thirds of total relief granted. Netherlands, Togo,
Benin and India are the other top sources of supplies benefitting from the reliefs. Nearly
40% of the tax total tax relief on imported goods is the relief granted on import duties the
Common External Tariff Levy (CETL) accounts for nearly 30% of the tax relief, 23% of the
tax relief is granted on VAT. Although, it is not immediately apparent that this is true tax
relief because firms may have been eligible for input tax credits.

The extent of the VAT act relief depends on the firms that receive the imported goods. If
the ultimate recipient of the good, who pays the VAT, is a setvice producer or making an
exempt supply these are true tax expenditures. If however, these are purchases made by
firms in the export or oil and gas zones then chances are these ate not tax expenditures
because these firms could ciaim tax relief, Refief of charges for the comprehensive im port
supervision scheme accounted for about 4% of the total tax relief on imports and 2% of
the tax relief on imports is to the ECOWAS trade liberalization scheme.

TGK‘: 5 commod mes as 8 ercentag_of the totai EMDOE’E dut\f rehe‘f‘

Gas oil 26.20%
Cther generators (for example, dynamos, alternators) 16.60%
Other article of heading 87.84 not specified. 16.60%
Stranded wire, cable, plaited bands and the like, of copper, not electrically  9.08%
insulated.

5.55%

Motor spirit, crdinary
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QNEE@ N&GEREA Li METED 38%
URITED STATE AGENCY INTERNATIONAL 25%

DEVELOPMENT/NIGERIA
&9

Budget Office of the Federation / FMFBNP
2022 - 2024 MTEF/RSP




PRUDENT ERERGY AND SERVICES LIMITED 4%
MIPCO PLC 4%
NIGER DELTA POWER HOLDING COMPANY LIMITED 2%
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