FISCAL POLICY MONITORING
(MEDIUM TERM EXPENDITURE FRAMEWORK/ 

FISCAL STRATEGY PAPER, BUDGET REVIEW AND ANALYSIS -2011-2021)
WITH FOCUS ON

PUBLIC DEBT SUSTAINABILITY
1.0
PUBLIC DEBT SUSTAINABILITY

1.1
INTRODUCTION
Debt sustainability is widely acknowledged as the ability of a country to meet its financial obligations without being subject to external rescue or undue adjustment that may jeopardize growth and development. The Debt Management Office (DMO) in conjunction with other stakeholders, namely: the Federal Ministry of Finance, Budget and National Planning (FMFBNP), Central Bank of Nigeria (CBN), Budget Office of the Federation (BOF), National Bureau of Statistics (NBS), and the Office of the Accountant-General of the Federation (OAGF) adopted Market Access Country-Debt Sustainability Analysis (MAC-DSA) Framework to conduct its debt sustainability exercise in 2021, with the World Bank providing technical assistance. The 2021 MAC-DSA is a comprehensive overview of public debt, “based on the macroeconomic assumptions outlined in the 2022 Appropriation Act and the Medium-Term Expenditure Framework (MTEF) 2022-2024 and Fiscal Strategy Paper (FSP), as well as Medium-Term National Development Plan, 2021-2025. The MAC-DSA covers a 10-year historical period (2011-2020); and a 6-year projection (2021- 2026), under various Macroeconomic Assumptions and Stress Test Scenarios”.

“The MAC-DSA Framework applies to countries in Advanced Economies and Emerging Markets, which have significant access to market financing. The reason for the adoption of the MAC-DSA Framework was based on the reclassification of Nigeria as a Lower-Middle-Income country, which means limited funding access from concessional borrowing, thus, more reliance on market-based financing. In other words, 70.48% of FGN’s Total Public Debt Stock as at December 31, 2020 was market-based debt, which comprised Domestic Debt with a share of 55.42% and External Debt accounting for 15.06%. Of the External Debt portion, Eurobond accounted for 33.49% in 2020. Furthermore, Nigeria increased its visibility in the International Capital Market (ICM) with the issuance of USD4.0 billion Eurobonds in three tranches of 6.25%, USD1.25 billion (7-year), 7.35% USD1.5 billion (12-year) and 8.25% USD1.25 billion (30-year) in 2021”.

This exercise, which covers 2012 – 2021, is not a parallel Debt Sustainability Analysis but an appraisal of the Nigerian fiscal environment within the context of the DMO report against the backdrop of the provisions of the Fiscal Responsibility Act (FRA) 2007. Consequently, much emphasis and reliance shall be placed on the technical findings (data), opinions, conclusions, and recommendations in the 2021 DMO MAC-DSA with appropriate modifications, if any, to constrict the exercise to the mandate of the Commission under the provisions of the FRA, 2007. 
1.2
DEBT TO GDP RATIO: 2012 - 2021
According to DMO, Nigeria’s Total Public Debt-to-GDP ratio increased to 21.61% in 2020 from 19.00% in 2019, reflecting the contraction in output with the real GDP growth rate of -1.9% and a larger fiscal deficit arising from the decline in revenue, due to the adverse effect of the Covid-19 pandemic. The Total Public Debt-to-GDP ratio was projected to increase to about 25.5% in 2021 and gradually decrease to 23.6% in 2026.

During the period under review, there was a progressive, steady increase in debt to GDP ratio from 10.40% in 2012 to 22.80% in 2021. Table 1.1, Figures 1.1 and 1.2 below show FGN’s Debt to GDP ratio from 2012-2021:  
Table 1.1 FGN’s DEBT TO GDP RATIO: 2012 -2021

	YEAR
	ACTUAL TPD(₦Bn)
	ACTUAL GDP(₦Bn)
	%DEBT TO GDP

	2012
	7,550.00
	72,599.60
	10.40

	2013
	10,044.20
	81,010.00
	12.40

	2014
	11,243.12
	90,137.00
	12.47

	2015
	12,603.71
	95,177.70
	13.24

	2016
	17360.01
	102,575.40
	16.92

	2017
	21,725.77
	114,899.20
	18.91

	2018
	24,387.07
	129,086.90
	18.89

	2019
	27,401.38
	145,639.10
	18.81

	2020
	32,915.51
	154,252.30
	21.34

	2021
	39,556.03
	173,528.00
	22.80


Source: CBN Statistical Bulletin, 2020, BIR, DMO. 

Note: The debt stock of some States was not up to 31st December of the years; see DMO website for the details of outstanding data for the affected States.
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Figure 1.1
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Figure 1.2
1.3
COUNTRY CLASSIFICATION AND RISK ASSESSMENT

Under MAC-DSA Framework, a country is either Advanced Economy or Emerging Market Economy based on the World Economic Outlook classification by the IMF. Nigeria is classified as Emerging Market. Table 1.2 below shows the countries’ classification based on their public debt burden indicators and benchmarks.

	

	S/N
	Indicators
	Advance Economy
	Emerging Markets

	1
	Debt-to-GDP (in Percent)
	60
	50

	2
	Gross Financing Needs to GDP (in Percent)
	15
	10


Table 1.2 PUBLIC DEBT BURDEN BENCHMARKS

Source: DMO, MAC-DSA 2021.

Note: Gross Financing Needs are defined as fiscal deficit and other transactions that require financing plus payment on debt (interest and principal). 
The Borrowing Limit for 2022 in the MAC-DSA was determined based on the Country Specific Debt Limit of 40% (up to 2023) for Public Debt-to- GDP ratio; and given that the highest Debt to GDP was 21.34% in 2020 and 22.80% in 2021 respectively, the least fiscal space available for borrowing was 28.66% in 2020 and 27.20% in 2021. This clearly supports the finding of the DMO in the 2021 MAC-DSA that “Nigeria’s Total Public Debt is sustainable in the medium-term”. The Debt Level and Gross Financing Needs show low risk to debt sustainability as all the debt burden indicators are below the Baseline and Shock scenarios. 

The Total Public Debt-to-GDP ratio was below the MAC-DSA’s benchmark of 70% for the Emerging Markets at 25.5%, 26.1% and 25.8% in 2021, 2022 and 2023, respectively, and thereafter will decline to 23.6% in 2026. Similarly, the Gross Financing Needs are high but lower than the MAC-DSA’s benchmark of 15% at 3.8%, 3.1% and 2.4% in 2021, 2022 and 2023, respectively. The financing needs are met by domestic financing through the issuance of FGN securities in the domestic financing market. External financing would be from the concessional and semi-concessional sources, as well as market financing by the issuance of Eurobonds in line with the Nigeria’s Medium-Term Debt Management Strategy, 2020-2023”.

According to the DMO, based on the assessment of risk to debt sustainability, a country may be treated as either Lower Scrutiny or Higher Scrutiny. A Lower Scrutiny status requires a country to conduct a Basic Debt Sustainability Analysis (DSA) by comparing the baseline assumptions with alternative scenarios; while a Higher Scrutiny rating requires a country to conduct the Basic DSA with additional risks identification and analysis (Realism of Baseline Scenario, Vulnerability of Debt Profile, Sensitivity to Macro-Fiscal Risks and Contingent Liabilities), and risk reporting (Heat Map, Fan Charts and Write-up).Table 1.3 shows the risk indicators for the Emerging Market Debt Profile and their respective benchmarks.

Table 1. 3 EMERGING MARKET DEBT PROFILE AND THEIR BENCHMARKS

	S/n
	Indicators
	Risk Measure
	Low Risk
	Moderate Risk
	High Risk

	1
	Bond Spread (basis points)
	Liquidity/Refinancing
	Below 200
	Between 200 and 600
	Above 600

	2
	External Financing Requirements (% of GDP
	Liquidity/Refinancing
	Below 5
	Between 5 and 15
	Above 15

	3
	Share of Public Debt in Foreign Currency (in Percent of Total Public Debt)
	Exchange rate
	Below 20
	Between 20 and 60
	Above 60

	4
	Share of Debt held by Non-residents (in Percent of Total Public Debt)
	Exchange Rate
	Below 15
	Between 15 and 45
	Above 45

	5
	5 Share of Short-term in Total Public Debt (in Percent of Total Public Debt)
	Refinancing 
	Below 0.5
	Between 0.5 and 1.0
	Above 1.0


The above table justifies the conclusion that Nigeria’s debt is sustainable. However, the DMO acknowledged and enumerated the following as constituting moderate risks and mitigations:

a. Market Perception, 

b. Share of Debt held by Non-Resident and Foreign Currency Denominated Debt, which may undermine debt sustainability in the medium-term.

c. Risk arising from market perception measured by Bond Spread at 315 basis points crossed the early warning threshold of 200 basis points, but below the 600 basis points for upper early warning threshold.

d. The issuance of USD 4.0 billion Eurobonds in 2021 increased the exposure of the Total Public Debt profile to foreign exchange risk, which is mitigated by the domestic currency denominated debt, which accounted for 61.40% of the Total Public Debt as at December 31, 2020.
e.  Refinancing risk minimized by longer maturities of the Eurobonds and the spread of maturities to prevent unnecessary exposures, thus, achieving a smooth redemption profile.

f.  The volatility of oil prices, as well as enhanced short-term debt vulnerabilities and the cost of debt servicing arising from CBN financing.

g. The sustained implementation of economic initiatives and reforms by the Government aimed at stimulating growth and boosting revenue are expected to moderate these shocks and financing pressures in the medium-term. In addition, if the CBN financing through Ways and Means Advances is re-structured into long term debt.

1.4
 FGN DEBT SERVICE TO REVENUE RATIO

1.4.1   FGN Debt Service to Revenue Ratio 2012 – 2021

Debt Servicing is an obligation of the borrowing country to repay loans obtained over a certain period. Debt Servicing is key to debt sustainability, not only because payment on existing debt determines the ability to incur debt in the future, but it has also serious effects on revenues and or foreign exchange that could have been used in the provision of social services which may result in macroeconomic instability. High debt service could deplete revenues to a level which achieving economic growth may be slim even with the best economic reforms; especially, external borrowing could expose a country to debt over-hang, external shocks, and macroeconomic crisis.

Debt service to revenue ratio, therefore, looks at the ability of a country’s revenue to cover its debt service obligations without foregoing socio-economic development. In the past decades, the federal government continued, year-in, year out, to borrow from within and outside Nigeria to finance budget deficits, thereby accumulating and growing the external and domestic debt stock to ₦15,855 billion and ₦23,701billion respectively as at December 2021. The repayment obligation, except in cases of restructuring (which is even more of recycling debt and liability, and project-tied concessional loans), invariably takes a huge toll on the FGN revenue.

The impact of debt service becomes more excruciating on the economy as naira continues to slide downwards against other currencies, especially, the dollar. This exercise highlights the relationship between the actual annual aggregate revenue of the federal government and the quantum of debt service per year from 2012 – 2021. 

We shall advance our analysis against the backdrop of the IMF Debt Sustainability Framework (DSF). The DSF provides a methodology for assessing debt sustainability, which is guided by indicative, country-specific debt burden thresholds based on the relative strength of a country’s policies and institutions. Under the DSF, countries are categorized into strong, medium, and weak, using World Bank’s Country Policy and Institutional Assessment (CPIA). It is our opinion that Nigeria falls in the category of ‘medium’ as per Table 1.4 below.

Table 1.4 DEBT BURDEN THRESHOLDS UNDER THE IMF’S DSF
	
	NPV of Debt as % of

	Debt Service as % of


	
	Export
	GDP
	Revenue
	Export
	Revenue

	Weak 
	100
	30
	200
	15
	25

	Medium
	150
	40
	250
	20
	30

	Strong
	200
	50
	300
	25
	35


Source: World Bank

From Table 1.4 above, the thresholds corresponding to strong policy performers are highest, showing that countries under this category have strong institutions and good policies that shape their economies thereby having the capacity to service the accumulated debt better than the others with lower thresholds. This means that in countries with strong institutions and good policies, debt accumulation is less risky and, vice versa. Table 1.5 below shows actual revenue and actual debt service from 2012-2021.

Table 1.5 FGN’S ACTUAL REVENUE AND ACTUAL DEBT SERVICE

	YEAR
	 DEBT SERVICE(₦Bn)
	 ACTUAL REVENUE(₦Bn)
	%DEBT SERVICE TO REVENUE 

	2012
	679.28
	3,131.09
	21.69

	2013
	1,197.16
	3,500.47
	34.20

	2014
	941.67
	3,242.30
	29.04

	2015
	1,060.38
	3,240.24
	32.73

	2016
	1,313.46
	2,947.49
	44.56

	2017
	1,636.93
	2,657.67
	61.59

	2018
	2,090.30
	3,866.49
	54.06

	2019
	2,109.67
	4,120.09
	51.20

	2020
	2,425.12
	3,418.30
	70.95

	2021
	3,000.73
	4,645.21
	64.60
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Figure 1.3
Source: CBN Statistical Bulletin, 2020, Budget Implementation Reports
The above Table 1.5 and Figure 1.3 clearly show that, for the period under review, the lowest debt service to revenue ratio was in 2012 when the actual aggregate annual revenue was ₦3,131.09 billion, and the corresponding debt service ₦679.28billion representing 21.69%, which is within the threshold of “Weak” countries. The ratios for 2013, 2014, 2015 and 2016 are slightly above the threshold of weak countries based on the IMF’s DSF at 34.20%, 29.04%, 32.73% and 44.56% respectively.

The highest debt service to revenue was in 2020 when the aggregate annual revenue stood at ₦3,418.30 billion and debt service ₦2,425.12 billion, representing 70.95%. Followed by 2021, when annual revenue was ₦4,645.21 billion and debt service ₦3,000.73 billion, being 64.60%; and 2017 when the revenue was ₦2,657.67 billion and debt service ₦1,636.93 billion representing 61.59% of the aggregate annual revenue, above the IMF recommended threshold ratios of 25% and 30% for “Weak” and “Medium” countries respectively. This rising debt service exerts tremendous pressure on revenue generated and, by implication, adversely affects the economy.        

1.4.2
Observations

i. The Debt Profile is exposed to risks associated with the volatility of oil prices, as well as enhanced short-term debt vulnerabilities and cost of high debt servicing.
ii. The debt service to revenue ratio exceeded the IMF’s DSF recommended threshold throughout the years except for only two years (2012 and 2014) within the period under review.

iii. In the year 2012 and 2014, debt service to revenue ratio of 21.09% and 29.14% respectively, clearly show that Nigeria was within the threshold of the “Medium” countries but exceeded the threshold for all other years under review. 
1.5
 FGN’s BORROWINGS AND CAPITAL EXPENDITURE

By the provisions of Section 41(1) (a) of Fiscal Responsibility Act (FRA), 2007               “Government at all tiers shall only borrow for capital expenditure and human development, provided that such borrowing shall be on concessional terms with low interest rate and with a reasonably long amortization period subject to the approval of the appropriate legislative body where necessary’’. By this provision, the Federal Government (or any other tier of government) is expected to apply borrowed funds exclusively to capital expenditures and human development. This exercise examines the extent of compliance with the FRA, 2007 by the FG during the period under review. Table 1.6 below shows the FGN’s borrowing and the capital expenditure from 2012 - 2021.

Table 1.6 FGN’S BORROWING AND CAPITAL EXPENDITURE (ACTUAL)
	Year
	 Borrowing(₦bn)
	 Capex (₦bn)
	Variance(₦bn)

	2012
	744
	744
	0.00

	2013
	707
	958
	+251

	2014
	624
	588
	-36

	2015
	330
	601
	+271

	2016
	300
	174
	-126

	2017
	2,503
	1440
	-1,063

	2018
	1,742
	1682
	-60

	2019
	913
	1165
	+252

	2020
	2,058
	1601
	-457

	2021
	4,519
	2343
	-2,176
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Figure 1.4
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Figure 1.5

Source: Budget Implementation Reports
Table 1.6 and figure 1.5 shows that in 2012, the federal government borrowed the sum of ₦744.00 billion and applied the same amount on the capital expenditure for the year. This means that no part of the loan was expended on recurrent or other expenditure in line with the provision of S. 41(1) (a) of the FRA, 2007. On the other hand, in 2013, 2015 and 2019 the FG borrowed the sum of ₦707.00 billion, ₦330.00 billion and ₦913.00 billion but expended ₦958 billion, ₦601 billion and ₦1,165 billion on capital expenditure respectively. This implies that the capital expenditure was higher than the amount borrowed to the tune of ₦251.00 billion in 2013, ₦271.00 billion in 2015 and ₦252.00 billion in 2019 respectively, positively indicating that capital projects were partly funded from other revenue (sources) than borrowing but the borrowed funds were not deployed to fund non-capital expenditures.

Regrettably however, there seemed to be a flagrant breach of S. 4(1)(a) of the FRA in 2014, 2016, 2017, 2018, 2020 and 2021 where the capital expenditures were lower than the amounts borrowed, suggesting that borrowed funds were deployed to fund projects other than capital expenditures. Table 1.6 above shows that in 2014, the sum of ₦624.00 billion was borrowed while the capital expenditure was ₦588.00 billion, leaving a balance of ₦36.00 billion. In 2016, ₦300.00 billion was borrowed and only ₦174 billion was expended on capital expenditure, the difference was ₦126.00 billion. In 2017, ₦2,503.00 billion was borrowed but only ₦1,440 billion was expended on capital expenditure, the balance was ₦1,063.00 billion. In 2018, ₦1,742.00 billion was borrowed and only ₦1,682 billion was expended on capital expenditure, the difference was ₦60.00 billion. In 2020, ₦2,058.00 billion was borrowed and only ₦1,601 billion was expended on capital expenditure, leaving a balance of ₦457.00 billion while in 2021, ₦4,519.00 billion was borrowed but only ₦2,343 billion was expended on capital expenditure, the balance was ₦2,176.00 billion.

The foregoing figures indicate that borrowings were deployed to fund non-capital expenditures in 2014, 2016, 2017, 2018, 2020 and 2021 in clear breach of S.41(1)(a) of the FRA, 2007.
1.6 FGN BUDGET DEFICIT TO GDP RATIO

In order to enhance budget reliability and fiscal sustainability, it is expected that, the aggregate expenditure and the aggregate amount appropriated by the National Assembly for each financial year should not be more than the estimated aggregate revenue inclusive of deficit, which according to S. 12 (1) of the FRA 2007, should not be more than 3 (three) percent of the estimated GDP or any sustainable percentage as may be determined by the National Assembly. Table 1.7 and figure 1.6 below shows the Nigeria’s fiscal deficit to GDP ratio from 2012 to 2021. 
Table 1.7. FGN’S BUDGET DEFICIT AS PERCENTAGE OF GDP FROM 2012 TO 2021

	YEAR
	ACTUAL DEFICIT(₦Bn)
	GDP(₦Bn)
	%DEFICIT TO GDP

	2012
	1000.14
	72,599.60
	1.4

	2013
	1060
	81,010.00
	1.3

	2014
	881
	90,137.00
	1.0

	2015
	1527.12
	95,177.70
	1.6

	2016
	2194
	102,575.40
	2.1

	2017
	3806
	114,899.20
	3.3

	2018
	3645
	129,086.90
	2.8

	2019
	4179
	145,639.10
	2.9

	2020
	5978.17
	154,252.30
	3.9

	2021
	6436
	173,528.00
	3.7


Source: CBN Statistical Bulletin, 2020, Budget Implementation Reports
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Fig. 6

Table 1.7 above shows the actual fiscal/budget deficit to GDP ratio from 2012 - 2021.  In 2012, the total actual budget deficit stood at ₦1.00 trillion, while the GDP was ₦72.60 trillion.  This represents 1.14% fiscal deficit to GDP ratio. Budget deficit in 2013 was ₦1.1 trillion, representing 1.3% of the GDP. In 2014, 2015, 2016, 2018 and 2019, fiscal deficits stood at 1.0%, 1.6%, 2.1%, 2.8% and 2.9% of the GDP respectively. This is conservatively below the 3% ceiling stipulated by S. 12 (1) of the FRA, 2007.

However, in 2017, 2020 and 2021, budget deficits breached the statutory 3% ceiling to 3.3%, 3.9% and 3.7% respectively. These clearly violates the provisions of the Section of the FRA, 2007. Although S. 61 of the Finance Act, 2020 amended S. 12(2) of the FRA and provided for certain exceptions or conditions under which the 3% may be exceeded, there was no indication that any of the conditions set out therein were responsible for exceeding the threshold in 2017, 2020 and 2021.   

1.7
 PERFORMANCE OF FISCAL DEFICIT FINANCING ITEMS

Budget deficit is the difference between all the receipts and all the expenses in both terms. In a balanced budget, the revenue and expenditure must be equal.  During the period under review (2012 – 2021), there was consistent deficit in the FGN’s annual budget. Deficit financing is part of the expected receipts to fund the budget. It is, therefore, imperative to measure its performance/contributions in funding the annual budget against the projected values. Underperformance of the deficit-financing items will affect the funding of the budget, resulting in poor budget performance. Table 1.8 below shows the projected fiscal deficits and actual financing from 2012 – 2021.

Table 1.8 FGN’S PROJECTED FISCAL DEFICIT AND ACTUAL FINANCING
	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	2012
	Privatization Proceeds
	10
	7.5
	75.00

	 
	Signature Bonus
	75
	0
	0.00

	 
	FGN Share from Stabilization Funds
	306.76
	163.59
	53.33

	 
	Domestic Borrowing
	744.44
	744.44
	100.00

	 
	Borrowing From Dev. Of Natural resources Account
	0.00
	74
	#DIV/0!

	 
	TOTAL
	1,136.20
	989.53
	87.09

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	2013
	Privatization Proceeds
	10
	0
	0.00

	 
	Signature Bonus
	75
	6.03
	8.04

	 
	FGN Share from Stabilisation Fund Account
	225.00
	195.86
	87.05

	 
	Borrowing From Special Accounts
	 
	223.93
	#DIV/0!

	 
	Borrowing to service Excess Domestic Debt
	 
	75.08
	#DIV/0!

	 
	Domestic Borrowing FGN Bond)
	577.07
	706.74
	122.47

	 
	TOTAL
	887.07
	1,207.64
	136.14

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	2014
	Privatization Proceeds
	15
	0
	0.00

	 
	FGN Share from Stabilisation Fund Account
	324.97
	 
	0.00

	 
	Domestic Borrowing FGN Bond)
	624.22
	624.22
	100.00

	 
	TOTAL
	964.19
	624.22
	64.74

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	2015
	Privatization Proceeds
	10
	0
	0.00

	 
	Signature Bonus
	58.89
	 
	0.00

	 
	FGN Share from Stabilisation Fund Account
	80
	6.6
	8.25

	 
	Borrowing From Special Accounts
	 
	17.41
	#DIV/0!

	 
	Credit Advance by CBN
	 
	615.96
	#DIV/0!

	 
	Foreign Borrowing
	380.00
	 
	0.00

	 
	Domestic Borrowing FGN Bond)
	802.12
	330
	41.14

	 
	Transfer of Funds from Special Account (Monetization)
	 
	73.51
	#DIV/0!

	 
	Proceed of sale of Government  Property 
	10.00
	 
	0.00

	 
	TOTAL
	1,341.01
	1,043.48
	77.81

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	2016
	Privatization Proceeds
	10
	5.92
	59.20

	 
	Signature Bonus
	0.74
	 
	0.00

	 
	Borrowing From Special Accounts
	 
	376.51
	#DIV/0!

	 
	Securitization of balance of 2015 borrowing 
	 
	224.6
	#DIV/0!

	 
	Foreign Borrowing
	635.88
	 
	0.00

	 
	Domestic Borrowing FGN Bond)
	1,182.80
	300
	25.36

	 
	Act
	 
	300
	#DIV/0!

	 
	Refund to Excess Crude Account
	 
	-40
	#DIV/0!

	 
	Refunds/Recoveries From Strategic Alliance Contracts
	137.90
	 
	0.00

	 
	FGN Share of JV Assets transferred to NDPC (NNPC/CBN)
	162.43
	 
	0.00

	 
	Recoveries of other Misappropriated Funds
	50.00
	 
	0.00

	 
	Proceed of sale of Government  Property 
	25.00
	 
	0.00

	 
	TOTAL
	2,204.75
	1,167.03
	52.93

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI) ₦Bn
	%PERFOMANCE OF DFI

	 
	Privatization Proceeds
	10
	0
	0.00

	 
	Signature Bonus
	114.3
	0
	0.00

	 
	Foreign Borrowing
	1,067.50
	1,165.67
	109.20

	 
	Domestic Borrowing
	1,254.27
	1,337.55
	106.64

	 
	Other FGN Recoveries/Financing
	205.56
	0.00
	0.00

	 
	Proceed of sale of Govt. Properties
	25.00
	0.00
	0.00

	 
	TOTAL
	2,676.63
	2,503.22
	93.52

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI)₦Bn
	%PERFOMANCE OF DFI

	2018
	Privatization Proceeds
	306
	0
	0.00

	 
	Non-Oil Asset Sales
	5
	0
	0.00

	 
	Foreign Borrowing
	849.67
	1,073.30
	126.32

	 
	Domestic Borrowing
	793.79
	668.79
	84.25

	 
	TOTAL
	1,954.46
	1,742.09
	89.13

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI)₦Bn
	%PERFOMANCE OF DFI

	2019
	Privatization Proceeds
	210
	0
	0.00

	 
	Multi-lateral/Bi-lateral Project-tied Loans
	92.84
	0
	0.00

	 
	Foreign Borrowing
	802.82
	0.00
	0.00

	 
	Domestic Borrowing
	802.82
	912.82
	113.70

	 
	TOTAL
	1,908.48
	912.82
	47.83

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI)₦Bn
	%PERFOMANCE OF DFI

	2020
	Privatization Proceeds
	126.04
	0
	0.00

	 
	Borrowing from special Accounts
	263.63
	0
	0.00

	 
	Foreign Borrowing
	2,213.89
	0
	0.00

	 
	Domestic Borrowing
	1,984.68
	2,057.54
	103.67

	 
	TOTAL
	4,588.24
	2,057.54
	44.84

	YEAR
	DEFICIT FINANCING ITEM(DFI)
	PROJECTED (DFI) ₦Bn
	ACTUAL (DFI)₦Bn
	%PERFOMANCE OF DFI

	2021
	Privatization Proceeds
	205.15
	0
	0.00

	 
	Multi-lateral/Bi-lateral Project-tied Loans
	709.69
	0
	0.00

	 
	Restructured Loan
	45.63
	0
	0.00

	 
	Foreign Borrowing
	2,744.44
	1,623.60
	59.16

	 
	Domestic Borrowing
	2,744.44
	2,895.49
	105.50

	 
	TOTAL
	6,449.35
	4,519.09
	70.07


Source: Budget Implementation Reports and FRC
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Figure 1.7

Table 1.8 and Figure 1.7 reveal that, the deficit financing items performance were below 80% from the projected sum for most of the years under review with the exception of year, 2012,2013,2017 and 2018 which had 87.09%, 136.14%, 93.52% and 89.13% respectively.

On the other hand, the deficit financing items performance of the following years: 2019 and 2020 were below 50% as highlighted on same table 1.8 above.
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Figure 1.8                 Figure 1.9

Observations

i. The deficit financing items performance for all the years under review underperformed based on the projected sum, except for year 2013 where the sum of ₦887.07 billion was projected and ₦1,207.64 billion (136.14%) was realised at the end of the fiscal year.

ii. The deficit financing items performance for year 2019 and 2020 were 47.83% and 44.84% respectively. These poor performances were attributed to using only one source (Domestic borrowing) out of many items to finance the deficit while other sources of financing items did not materialise.

iii. With the recent reclassification of Nigeria as a Lower-Middle-Income country which caused limited funding access from concessional borrowing (Multi-lateral and Bi-lateral loans), there was more reliance on market-based financing (Domestic borrowing) with high interest rates and short amortisation period.
iv. The rate of yearly increment of fiscal deficit is alarming; the evolving structure of debt will drive up interest burdens and expose the country to greater solvency risks amid diminishing fiscal space and increasing debt vulnerabilities.

1.8
 FORECAST ERROR 
A forecast error is the difference between the actual or real and the predicted, projected, or forecast value of a time series data.

One way to check the quality of your forecast value is to calculate its forecast accuracy, also called forecast error. The forecast accuracy calculation shows the deviation of the actual value from the forecast value.

1.8.1 Borrowing Forecast Error

Borrowing Forecast Error is the difference between the actual borrowing and the projected borrowing within a specific period. The deviation of the actual from the projected shows the level of the forecast accuracy/forecast error. The greater the difference between the actual and the projected the greater the impact.
Table 1.9: BORROWING FORECAST ERROR

[image: image4.emf]Year 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Budget 2011 852

Budget 2012 744

Budget 2013 577

Budget 2014 624

Budget 2015 1,182

Budget 2016 1,819

Budget 2017 2,322

Budget 2018 1,643

Budget 2019 1,606

Budget 2020 4,462

Budget 2021 5,488.88

Budget 2022

Budget 2023

Actual expediture 852 744 707 624 330 300 2,503 1,742 913 2,058 4,519

Forecast Error 0.0 0.0 -18.3 0.0 258.2 506.2 -7.2 -5.7 75.9 116.9 21.5


Source: Budget Implementation Reports and FRC
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Figure 1.8
Table 1.10 ANNUAL BORROWING FORECAST AND OUTTURN
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Source: Budget Implementation Reports and FRC
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Figure 1.9
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Figure 1.10
1.8.2 Budget Deficit Forecast Error

Budget Deficit Forecast Error is the difference between the actual deficit financing and the projected deficit financing within a specific period. The deviation of the actual from the projected shows the level of the forecast accuracy/forecast error. The greater the difference between the actual and the projected the greater the impact.
Table 1.11 BUDGET DEFICIT FORECAST 2011 - 2021

[image: image9.emf]Year 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Budget 2011 1,137

Budget 2012 1136.19

Budget 2013 883.87

Budget 2014 964.19

Budget 2015 1341.01

Budget 2016 2204.74

Budget 2017 2356.77

Budget 2018 1954.47

Budget 2019 1918.47

Budget 2020 4608.25

Budget 2021 5874.66

Actual expediture 909 989.53 1207.64 624.22 1043.48 1167.04 2503.23 1742.09 912.82 2057.54 4519.09

Forecast Error 25.0 14.8 -26.8 54.5 28.5 88.9 -5.9 12.2 110.2 124.0 30.00


Source: Budget Implementation Reports and FRC
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Figure 1.11
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Figure 1.12

1.9
 RECOMMENDATIONS

i. Proper debt management is a critical ingredient for a stable economy. When debt is properly managed for the purpose to which it was borrowed, it boosts the GDP and reduces the debt-to-GDP ratio. Thus, there is a need for quality debt management to obtain a reliable forecast of gross financing needs and better understanding of refinancing risks.

ii. The quality of underlying economic forecasts, especially for interest rate, exchange rate, and growth are critical to a reliable sustainable assessment.

iii. Government desire to borrow should not be based on over optimism on future revenue generation but on conscious effort to shore up primary balance. Therefore, liquidity should be an important consideration in comprehensive debt sustainability assessment.

iv. Public debt is an important instrument used by sovereign governments to manage their fiscal imbalance that arises out of mismatches between revenue generation and expenditure needs. Due to the large fiscal imbalance faced by most countries, the government resorts to an external source of revenue in the form of borrowing to augment its internal revenue. While this practice is not bad, an excess accumulation of debt creates serious fiscal problems for both current and future generations if not properly managed. This is because mismanagement of external borrowing has little or no significant impact on the GDP, thereby increasing the debt-to-GDP ratio and draining out government revenue via debt servicing and interest payment. The government should ensure that it maintains its fiscal deficit to GDP ratio within 3% as stipulated by the law. (Section 12(1) of the FRA, 2007.
v. Detailed information about debt structure in terms of maturing (either long or short term) and currency compositions, and repayment schedules are very important in sustainability assessment. 

vi. Strengthening and continued implementation of the Strategic Revenue Growth Initiatives to shore up Government revenues, to reduce financing pressures, and expand the fiscal space.
vii. Rationalizing expenditure by focusing on priority spending on growth-enhancing sectors of the economy.
viii. Effective implementation of the Petroleum Industry Act (PIA), 2021 which is expected to attract investment in the oil and gas sector.
ix. Enhancing growth in non-oil export through fiscal and trade incentives, which will maintain relative stability in the foreign exchange market.
x. Encouraging private sector participation in funding infrastructure projects through Public-Private Partnership arrangements; and,
xi. Improving and sustaining political and macroeconomic stability, as well as addressing security and infrastructural challenges, to attract Foreign Direct Investments (FDIs).
1.10    Conclusion

The Public Debt Sustainability Analysis shows that Nigeria’s Total Public Debt is sustainable in the medium-term and the Total Public Debt-to-GDP ratio was below the MAC-DSA’s benchmark of 70%.  Similarly, the Gross Financing Needs are high but lower than the MAC-DSA’s benchmark of 15%.

The financing needs are met mostly by domestic financing through the issuance of FGN securities in the domestic financing market. External financing would be from the concessional and semi-concessional sources, as well as market financing by the issuance of Eurobonds in line with Nigeria’s Medium-Term Debt Management Strategy. 

The Debt Profile, however, shows moderate risk and susceptibility to some shocks such as Market Perception, Share of Debt held by Non-Resident and Foreign Currency Denominated Debt, which may undermine debt sustainability in the medium-term. 
Also, the Debt Profile is exposed to risks associated with the volatility of oil prices, as well as enhanced short-term debt vulnerabilities and cost of debt servicing arising from CBN financing. However, the sustained implementation of economic initiatives and reforms by the Government aimed at stimulating growth and boosting revenue are expected to moderate these shocks and financing pressures in the medium-term. In addition, if the CBN financing through Ways and Means Advances is re-structured into long term debt.
