NIGERIA
TOR
This report looks at the Nigerian Economy as a whole with interest in the Investment Environment to enable potential investors make business decisions as per investment.  Our client an international business consortium will like to have information about the business environment in Nigeria with particular reference to availability of a standardized institutional framework, level of infrastructural development, political and economic stability which will enable them make an informed entry decision. 

Nigeria At A Glance.

The most populous country in Africa with a population of about 140million, composed of more than 250 ethnic groups, with a literacy rate of 68.1 % as at 2004 records, common language is English, strategically located in West Africa to the west bordered by Benin Republic, East- Cameroon, North- Niger and the south- Gulf of Guinea flanked by the Atlantic ocean, land area of 923,768KM2.  Since 1992 Abuja which is centrally located within the country has become the new capital city, though Lagos remains the economic nerve center of the country.
Nigeria operates the presidential system with an elected president as both head of state and commander-in-chief of the armed forces, two legislative houses, the senate as the upper and the representatives as the lower house (both make up the national assembly), the judiciary and the executive council made up of the various ministers and the governor of central bank. 
Key Statistics (Figures as at 2006 records).
GDP (PPP): $191.4Billion 

GDP composition by sector

Agriculture: 17.3%

Industry: 53.2%

Service: 29.5%

GDP Per capita (PPP): $1500.00                  
Unemployment Rate: 5.8%
Labour Force: 48.99million and composition by Sector: 

Agriculture: 70%

Industry: 10%
Service: 20%
Real GDP growth Rate: 5.3%
Inflation (Consumer Prices): 10.5%

Rural-Urban Rates: 51.7 and 48.3 respectively.
Life expectancy: 47.44years
Source: CIA World Facts Book, 2007: https://www.cia.gov/library/publications/the-world-factbook/geos/ni.html
Political Scene
Since independence (from Britain in 1960) governance in Nigeria has been dominated by military rule from 1966-1979 and 1984 -1999 through military coups d’etat. Electoral contests have never been free and fair. The closest to a free and fair election that Nigeria ever had was the annulled 1993 presidential election which was to usher in Moshood Abiola as president. Since then, Nigeria has always had a caricature of general elections and voters lost confidence in the electoral process. 
The citizenry have reacted in several manners to electoral manipulations in the past like in burning of houses and people as a means of expressing dissatisfaction over an imposed government. The more violence is visited on loyalists of the winning group, the more successful this group believes it is becoming in enforcing people’s will on the hijackers of popular mandate. From the 1960s till date, this is a prevalent philosophy among the opposition leadership. This position has had a direct linkage with military intervention in politics as records show that most military coups are bankrolled by disaffected politicians. Hence, instigating arson and violence has never achieved the desired effect rather prepared ground for the change of government by other means other than ballot boxes. The Military in governance has also not performed better than the politicians. 
General Babangida, in addition to annulling the 1993 election and throwing the nation into a period of mass civil unrest, institutionalized corruption in both the polity and within the military using the oil windfall resources. He also inflamed already existing religious tension by enrolling Nigeria into the organization of Islamic conference (OIC). 
Although the 1999 elections were massively rigged by PDP(the Peoples’ Democratic Party), but Nigerians were generally eager to ensure the survival of democracy and hence prepared to tolerate the electoral malpractices. 
At the end of the swearing-in ceremony in May 1999, the government was faced with the daunting problems of reforming a petroleum-based economy, whose revenues have been squandered for a long time through corruption and mismanagement, ensuring economic growth, providing infrastructure of all types,  institutionalizing democracy, general insecurity of life and property, dysfunctional education system at all levels, unfriendly business environment, high macro economic volatility, high rate of unemployment, huge external and domestic debts . In addition, managing the longstanding ethnic and religious tension was a priority if Nigeria is to build a sound foundation for economic growth and political stability. 
The first four years of the government’s tenure as far as most Nigerians were concerned was not a fruitful experience as there was no tangible positive effect to the common man in Nigeria. 
Against this background, in 2003, the Obasanjo led- administration introduced a series of reforms geared towards consolidation of democracy and good governance especially through the National Economic Empowerment and Development strategy (NEEDS) a well conceptualized domestically designed and run program fashioned on the IMF's Poverty Reduction and Growth Facility for fiscal and monetary management through, wealth creation, employment generation and value re-orientation. 
The framework for actualizing the goals of NEEDS is anchored on three pillars; empowering people and improving social delivery, fostering private sector led growth through creating the appropriate enabling environment, and enhancing the efficiency and effectiveness of government, by changing the way government does its work.

NEEDS was complimented at the state levels with SEEDS. To implement NEEDS he also appointed a team of young zealous reformers who helped to manage this program.

Generally speaking, the performance of NEEDS has been remarkable and in many sections exceeded expectations. The economy has made some good success in reducing inflation to a very low double digit, increased foreign reserve, stabilized macro economic indicators, and attracted debt relief from the Paris and London Clubs, as well as achieving good credit rating that will potentially enable Nigeria issue bonds in the global market.  

Government efforts especially in fighting corruption are beginning to bring results, as evidenced by Transparency International and other surveys. Streamlined due process procedures at the federal level are ensuring that public money cannot be disbursed for investment spending unless procurement procedures have been respected. The Government is committed to and forcefully implementing the Nigeria Extractive Industry Transparency Initiative. Nigeria has also been removed from the Financial Action Task Force (FATF) on Money Laundering list of non-complying countries. 
Finally, although the general elections in April 2007 was considered significantly rigged by Nigerians and international observers, but it marked the first civilian-to-civilian transfer of power in the country's history. Besides, Yar’Adua and the vice president, Goodluck Jonathan, are seen as rare symbols of humility in a system dominated by arrogance and impunity as culture. Graduates, the first in Nigerian history, then lecturers, also first since independence, the nation is presented with white pap from black pot.
Economy Overview
With a population of about140 million people, Nigeria is obviously one of the largest markets in Africa with reasonably skilled and potential manpower for the efficient and effective management of investment projects within the country. Nigeria's economy has been aptly described by the World Bank as one of the most promising in Africa. It is a mixed economy and accommodates private, corporate organizations and government agencies, as well as foreign businesses to invest in almost all range of economic activities (especially with the repealing of the Nigerian Indigenization Decree in 1995).
Since 2003, the Government has introduced some bold economic measures which have had significant positive effects on the economy by halting the declining growth in the productive sectors; external reserve has been increased, exchange rate of the Naira has also been stabilized and balance of payments disequilibrium corrected, banks have been consolidated and mega banks emerged, civil service is currently undergoing reform, privatization of government parastatals still in process, and the introduction of the Due process in awarding and execution of government contracts. 
Nigeria's current industrial policy thrust is private sector oriented and anchored on a guided de-regulation of the economy, leaving government to play the role of a facilitator, concentrating on the provision of incentive policies (enabling environment) and infrastructure that are necessary to enhance the private sector's role as the engine of growth. Also support for the non oil sector, diversification of production base of the economy away from the oil sector, enhancing the international competitiveness of made in Nigeria products were all part of the integrated and coordinated development efforts . 
A major area of weakness where both NEEDS and SEEDS have failed to accomplish much of their targets is in the provision of infrastructures especially electricity, transportation and water. 
Regardless of the weak infrastructural facilities, the reforms have made it possible for the economy to grow at a real GDP average rate of 6% between 2004 and 2006, while 2007 is projected to grow at 7%. 

Economic Performance 
Since 2004, the government has embraced broad and ambitious structural reforms which led to an improvement in the policy framework and institutions, leaving a strong legacy for the new administration that took office on May 29. These reforms has achieved robust growth, lower inflation and unemployment, a significant build up of reserves, and a reduction of external debt. 
With its large reserves of human and natural resources, Nigeria has the potential to build a prosperous economy, reduce poverty significantly, and provide the health, education, and infrastructural services needed by the population. 

Nigeria’s macro-economic performance over the recent years has been commendable; the reform efforts have led to significantly-improved macroeconomic results as shown below.

Table 1: Key macroeconomic variables indicative of good economic performance
	
	 
	Key Macroeconomic Variables
	 
	 

	 
	 
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	Q2 2007

	Real GDP Growth Rate in %
	0.4
	5.4
	4.6
	3.72
	3.5
	6.5
	6.2
	5.6
	5.73

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Inflation Rate in %
	15.7
	6
	18.9
	12.9
	14
	10
	11.6
	8.5
	6.4

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Unemployment  Rate %
	19.9
	 
	 
	 
	10.8
	 
	 
	 
	 


Sources: Nigerian Statistical fact Sheet compiled by Nigerian Federal office of statistics, CBN annual reports 2005/6, CBN Mid Year Report 2007 and the EIU of the Economist.

· Real GDP growth since 2004 (NEEDS) has averaged 6.0% against estimated 5.3%.  Increased quota allocation from OPEC combined with high price of crude, successful privatization of telecommunication industry (advent of GSM) and the significant growth of the non-oil sector especially agriculture, and a huge spending on the provision of infrastructure (electricity and refurbishment of railroads) are factors that have accounted for this economic performance.
· Inflation decelerated to 6.4% in Q2 of 2007 from over 18% 2001. 
· Progress has also been made in the areas of financial-sector reform with the recent consolidation of capital base for the banks to =N=25billion (USD $192m). This led to the emergence of 25 mega banks out of 89 in existence. This has strengthened the financial sector and enhanced its ability to provide credit to the private sector.

· Debt management, foreign reserves accumulation, exchange rate stability, 
· Corruption which like a cankerworm has eaten deep into our entire system was for once given a good fight by the establishment of the EFCC, the Due Process way of implementing government contracts. 
· Also Non-oil sector growth accelerated to 9.2% in Q2 of 2007 against estimated 8.0 for 2007.
· International reserves reached about US$41.9 billion as of March, 2007.

· In February 2007, Nigeria’s credit rating (BB-) from Fitch and Standard and Poor’s was re-confirmed.

· Nigeria liberalized its import protection regime and adopted the Common External Tariff which lowered the average tariff from about 29 to12% - encouragement to foreign capital inflow.
· The government made substantial progress with privatization (including concessions) of several major companies in steel, petrochemicals, mining and ports.
In November 2005, these aforementioned achievements won Abuja Paris Club admiration and approval for a debt-relief deal that eliminated $18 billion of debt in exchange for $12 billion in payments - a total package worth $30 billion of Nigeria's total $37 billion external debt. The deal requires Nigeria to be subject to stringent IMF reviews. GDP rose strongly in 2006, based largely on increased oil exports and high global crude prices.

Fiscal development
Within the period under review, fiscal and monetary policies have been carefully managed leading to significant progress in the reduction of fiscal deficits to less than 3 percent of the GDP. This has engendered macroeconomic stability, which has resulted in stable exchange rate with the parallel and DAS rates converging. In the external sector, the country’s external reserves grew from US$7.68 billion in 2004 to approximately US$28.3 billion and US$41.96 billion in 2005 and 2006 respectively. This implies an

average annual growth rate of 157.7 percent as against NEEDS target of an average growth rate of 12.2 percent between 2003 and 2007. The country’s external balance as reflected in the balance of payments statement has remained favorable with the value of non-oil exports on the increase during the period. In addition, there has been a phenomenal growth in the net inflow of foreign direct investment (FDI) particularly in the banking sector and telecommunication during the period.
Monetary Policy

The aim of monetary policy during the period in review is a stable price level by ensuring inflation on year on year average is maintained at below a double digit while not loosing sight of the need to provide sufficient liquidity to sustain the private sector development funding.

Budget Reform
A major budget reform introduced was the Oil Price based Fiscal rule and Medium Term Expenditure Framework (MFEF). This has enhanced macro-economic stability by de-linking government’s expenditure from the price of oil. 
Capital Market

The capital market also recorded significant growth programmes in the finance sector. Market capitalization as a percentage of the GDP increased from 18.5 percent to 19.8 percent and 28.3 percent in 2005 and 2006 respectively. The value of total new issues (debt and equities) increased from N180.08 billion in 2003 to N552.78 billion in 2005

and N702.156 billion in 2006.

External Debts:

The external sector improved during the period under review. The debt stock was reduced from US$46.26 billion in 2004 to US$20.48 billion in 2005 and to US$3.54 billion at the end of 2006. In 2005, Nigeria secured significant debt relief from the Paris Club amounting to US$18.0 billion debt relief. With the payment of the balance of US$12.4

billion to the creditors.  Nigeria exited the Paris Club debt in March 2006. Nigeria has also exited the London Club debt on 4th April, 2007 after paying off outstanding Par Bonds and Promissory Notes. This achievement, coupled with fiscal discipline, led to the favorable rating of Nigeria by International Credit rating agencies as “BB-”. The annual savings of about $1 billion in 2006 has been channeled into pro-poor social projects to deepen poverty reduction.

The Banks consolidation programme, including the reforms in the insurance sector, which are part of the NEEDS reform agenda has infused best practices and brought about customers’ confidence in the banking sector. Banking system credit to the private sector grew by 30.9% as against the target of 20% during the period.
Providing enabling environment for the Private Sector Growth.

The aim here is to address the country’s lack of competitiveness, which has prevented economic growth and development from keeping pace with other economies. The policy thrust was to build a private sector that can take advantage of domestic, regional and global markets. The major strategies as mentioned before include re-defining the role of government as a facilitator and promoter in the economy; Strengthening enabling

environment through improvement in security, policy related costs and investment in infrastructure, especially electricity, transport and water; privatization and liberalization and improvement in accessibility to cheap finance.
Government has carried out privatization of over 100 public companies and through the sales process realized US$3.66billion and even annual transfer to same companies of about US$10billion saved. Some regulatory and institutional reforms have been made to improve the investment climate. For example The Customs reform, the tax reform and establishment of One-stop-shop in NIPC have been completed. The one-stop shop has reduced drastically the time in business registration.

Physical  Infrastructure
Power Sector
The provision of adequate electricity supply to the country was of priority to the government, but could not really achieve much in this direction. This is evident from the decline in generating capacity from 4,200MW in 2004 to 3,500MW in 2006. Even the target of raising the transmission capacity from 5,838 MVA to 9340MVA also failed. However distribution improved from about 8,500 to 11,500 MVA. 15,165MVA target would be achieved before the end of 2007. 
A major achievement in the sector is the enactment of a law in 2005 that

removed monopoly power from National Electric Power Authority (NEPA)

and subsequently to the unbundling of NEPA into 18 successor companies

and the formation of Nigerian Electricity Regulatory Commission (NERC).

There was also, improvement in both transmission and distribution losses

from 15% to 10% and 35% to 26% in 2005 and 2006 respectively.

In the final analysis electricity supply remains a major challenge for private sector development and competitiveness. The imbalances in supply and demand in the power

generation system, coupled with the inefficiency in transmission and distribution systems, the slow pace of the power sector privatization programme were major limitations to the achievement of set targets.
Corruption:
For a very long time, corruption has been acknowledged as the single most important obstacle to economic progress and democracy in Nigeria. Manifested mainly in the form of bribery, embezzlement of public funds and nepotism. Because of the effect of corruption on service delivery, the Obasanjo led administration has determined at least in principles to reduce corruption to its barest minimum by crafting the anti graft reforms. Two major establishments were set up as the machinery through which corruption Nigeria will be eradicated –Independent Corrupt Practices Commission (ICPC) the Economic and Financial Crime Commission (EFCC) and the Budget monitoring and Price Intelligent Unit (Due Process)
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