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PROTOCOL

I am pleased to address you on the Appropriation Bill of the Federal Government of Nigeria for the year 2002. At a similar presentation last year, I extolled the virtue of our working together as partners committed to building a new kind of government that meets the aspirations of the Nigerian people. The mutually esteeming spirit that currently defines our relationship bears witness to the fact that we place great premium on the needs of our people.

The events of September Eleven – in the United States, and its aftermath, have accelerated recession in most regions of the world. The fortunes of our yet monolithic economy are directly linked to the state of global economies, thus foisting upon us the same kind of challenges that periods of recession bring on other countries. I therefore present this budget against the backdrop of declining revenues and unpredictable global economic climate. Our revenue projection in this budget, which some may regard as optimistic, is in fact 30 per cent less than the current 2001 Budget. Seasons like these call for bold and decisive action. Such periods also call for humaneness, compassion, understanding and empathy for people’s needs and priorities within the boundaries of limited resources envelop.

I wish to acknowledge with sincere appreciation, the contributions the National Assembly has made toward efforts aimed at transforming our budget articulation and implementation processes. These have been of value to the successes so far achieved in the preparatory work for the 2002 Budget. As we build on these gains in the coming years, we would undoubtedly crystallize an enduring regime of stable fiscal policy that will allow our nation adequately rise to the challenges of economic, social and political transformation.

Government policies and programmes during the fiscal year 2001, had been aimed at building a strong and efficient economy. A comprehensive package of reform targeted at generating efficiency, economy and effectiveness in the use of both our human and financial resource continue to be implemented. Hence, several public sector renewal activities and expenditure management arrangements were instituted. We note with satisfaction that the programmes continue to impact positively on the economy.

During the period of the 2001 Budget, there was speedy reform in revenue mobilisation, especially as regards the results of 100 per cent Customs examination. However, due to the overwhelming need to rebuild institutions and infrastructure in the past two and half years, those policies and programmes of economic reform, even though sustained, as we had committed ourselves to doing, resulted in expansions that impacted on our macroeconomic stability, leading to a slight imbalance in price levels.

When this Administration took office in May 1999, we set out to restore confidence in the management of government finances and to bring about macroeconomic stability in our national economy. The plan seeks to strengthen the Federal Government budget process, eliminate budget distortions, and entrench budget discipline and transparency.

I am pleased to report that we have been able to attain some of these goals. Policy measures and programmes in the past nine months of fiscal year 2001, have succeeded in arresting the previous decline in capacity utilisation and pleasantly reversing it to an upward trend. And improvements have been recorded in the performance of infrastructure facilities. Our principal objectives in budget 2002 will be to consolidate and sustain the gains of the last two years.

PERFORMANCE OF THE ECONOMY IN YEAR 2001

The policy thrust in fiscal year 2001, was to consolidate the path of the previous year in laying a solid foundation for a private sector led market-driven and growth-enhancing economy in which unemployment and poverty will be reduced. A primary target was to lower the inflation rate. The Government aimed as follows:

1. to provide the enabling legal, fiscal and monetary environment for the private sector to become the effective engine of growth;

2. to up-grade the performance of major infrastructure facilities;

3. to improve the operational capabilities of the law enforcement agencies at crime prevention and reduction;

4. to continues with the policy of probity, transparency and accountability in order to reduce the cost of doing business in Nigeria;

5. to take bold steps to fight illiteracy through the implementation of the UBE Scheme;

6. to intensify the pursuit of rural poverty alleviation and food security, through fiscal incentives to lenders and borrowers for agricultural production; and
7. to improve the health of the population through the rapid up-grading of our preventive and curative healthcare delivery system.

The performance of the economy during 2001 was mixed. Total of federally collected revenue from January to September amounted to over 1,679 billion naira, indicating an increase of more than 91 billion naira over the corresponding budget estimate of over 1,587 billion naira. The oil sector recorded a positive variance of over 108 billion naira while the non-oil sector showed a negative variance of over 16 billion naira.
The overall fiscal performance showed that federally collected revenue exceeded its level in the corresponding period of last year and the budget estimate for the review period, by 51.7 and 6.4 per cent, respectively. The enhanced revenue was due to improved market price for crude oil. Consequently, total revenue that accrued to the three tiers of government rose significantly and thus, induced comparable increases in spending during the period. Specifically, Federal Government expenditure was 77.6 per cent higher than the level in the proceeding period of 2000 and 4.2 per cent above the proportionate target for the period.

The performance of the real sector of the economy showed negative improvement during the first half of the year. Agricultural output grew by 3.9 per cent while at 35 per cent capacity utilisation; industrial production was sustained at levels above that of the corresponding period of last year. However, inflationary pressures intensified, as it accelerated from about 6.9 per cent at the end of 2000 to 16.6 per cent in June 2001. This development was influenced by both demand-pull and cost-push factors arising from the expansionary fiscal policy, high transportation costs, high cost of food as a result of drought in parts of the country in 2000, and infrastructure inadequacy. Social services suffered setbacks as a result of industrial disputes in health and educational sub-sectors.

The overall balance of payments account recorded a surplus of over 51 billion naira, which was lower than the surplus recorded in the second half of 2000 by more than 34 per cent. The external reserves stood at nearly 10.5 billion US dollars, as against previous figure of just over seven billion US dollars.

The favourable trend in world petroleum prices had a positive influence on the Nigerian economy in terms of high revenue yield, despite the slow-down in the economies of major industrialised countries and Nigeria’s trading partners. On the other hand, Nigeria experienced adverse terms of trade with respect to her primary agricultural commodities such as cocoa and rubber.

An analysis of the economic outlook for the rest of the year indicated that the performance of the economy might weaken further, as inflation, exchange rate and macroeconomic instability could intensify as a result of the continued expansionary fiscal policy and the concomitant intractable problem of excess liquidity in the banking system.

ECONOMIC PROSPECTS FOR YEAR 2002

The economic outlook for 2002 is based on the macroeconomic framework of the 2001 – 2003 Rolling plan. The framework consists of:

1. maintenance of disciplined fiscal and monetary policy;

2. continued liberalization of the economy to attract support from the international community and multilateral agencies;

3. improved security of life and property; and
4. sustained transparency, accountability and value for money.

THE OUTLOOK FOR BUDGET 2002

Monetary policy 2002 faces very serious challenges for various reasons. In the first place, much of the macroeconomic imbalances in the fiscal and monetary sectors would likely continue into the early parts of 2002. However, it is expected that with the avowed commitment to fiscal restraint, together with the latest Due Process compliance instruments, some level of stability will become noticeable in the second quarter of the year.

Against this background therefore, monetary policy will continue to be strict so as to achieve the targets of policy in the medium term. Thus, priority will be given to the achievement of a single digit inflation rate, and stability in the foreign exchange market. Furthermore, in order to create an enabling environment for output growth, the CBN will continue to foster the existence of competitive financial sector environment that will enhance the opportunities for investment.

A key assumption underlying the projections for net foreign reserves is that only a modest 100 million US dollars will be available as accretion to reserves, reflecting the envisaged decline in the price of crude oil to some 20 to 18 US dollars per barrel. It is assumed that exchange rate would remain relatively stable, reflecting, inter alia, the economy’s macroeconomic fundamentals.

POLICY OBJETIVES FOR YEAR 2002

The four broad objective pillars upon which FY 2002 Budget is built are:

One, to alleviate poverty by fostering the opportunities for job creation;

Two, to achieve high economic growth rate through better mobilisation and prudent use of economic resources;

Three, to build a strong economy by encouraging private sector participation while providing continuity to economic reform programmes; and

Four, to ensure good governance by transforming development administration into a service and result oriented system.

The specific policy objectives derived from the above mentioned, will include the following:

1. continuation of privatisation of Government investments and public utilities;

2. striving towards a GDP growth rate of at least 5 per cent;

3. minimising budget deficit and eliminate extra-budgetary expenditure;

4. continued liberalisation of foreign exchange market by sustaining Inter-Banking Foreign Exchange Market (IFEM);

5. targeting a moderate inflation rate;

6. pursuing low interest rate regime;

7. reducing the level of unemployment through increased capacity utilisation and encouragement of self-employment initiatives;

8. increased funding for the police, judiciary and other law enforcement agencies so as to step up the fight against crimes and criminals;

9. enhancing performance of infrastructure facilities through proper rehabilitation and maintenance of existing infrastructures, and the provision of additional facilities, particularly water and energy;

10. strengthening the war against corruption in both private and public sectors;

11. enhance funding for education at all levels with particular emphasis on the UBE;

12. improving healthcare delivery, with emphasis on preventive medicare;

13. increasing food production and provision of post harvest storage facilities including maintenance of a system of buyer-of-last-resort and guaranteed minimum price;

14. diversifying the revenue base of the economy through appropriate fiscal incentives to investment in agro-allied industries, gas, solid minerals, petro-chemical industries and tourism;

15. encouraging foreign direct investment through increased liberalisation;

16. pursuing debt service and debt-stock reduction, through dialogue with the Bretton Woods Institutions and the Paris Club of Creditors; and
17. elaborating on the new Information Technology policy through investment in ICT Biotechnology.

To achieve these objectives and to operate a budget of growth and development in year 2002, Government will adopt the following instruments:

1. strive to operate a near balanced budget;

2. pay attention to the completion of on-going projects;

3. consolidate on the reasonable degree of policy consistency and sense of direction gained in the last two budgets;

4. strengthen and deepen macro-economic stability to ensure that the dividends of democracy flows to the grassroots;

5. institutionalise the “due process principle”, by linking expenditure to resources based on identified priorities, economy, efficiency and effectiveness.

REVENUE ESTIMATES

The estimate of federally collectible revenue in 2002, is about 1,156 billion naira.

Oil Revenue: For fiscal year 2002, we have adopted a price scenario of 18 US dollars per barrel and an export volume of around eight hundred thousand barrels per day. The total receipt from this source is estimated at 545.7 billion naira. Petroleum Profit tax (PPT) is projected to yield 175 billion naira, while Royalties, is projected at 128.8 billion naira.

Non-Oil Revenue: Total receipts from the non-oil sector are projected at 513.3 billion naira. Total receipts from non-oil is made up of Customs & Excise Duty at 150 billion naira, Import Duty at 132.4 billion naira, Excise Duty at 8.6 billion naira, Companies Income Tax at 90 billion naira. In addition to these receipts, government expects to earn a total sum of 75 billion naira from privatisation Proceeds, which is largely from the sales of NITEL and NIGERDOCK.

EXPENDITURE ESTIMATES

In 2001, in an attempt to decelerate the burgeoning Federal Government wage bill, and accurately ascertain the workforce on the FGN pay roll, a pay parade verification exercise was conducted by a joint team from the office of Head of Service of the Federation, Office of the Accountant-General of the Federation, office of the Auditor-General of the Federation, and the Federal Ministry of Finance. The exercise, presently at 95 per cent completion, put the verified personnel costs of actual staff on the Federal pay roll at 225.8 billion naira.
Recurrent Expenditure: The estimated recurrent expenditure for 2001 is 483 billion naira. Of this estimates, the sum of 283 billion naira is set aside as personnel costs, while the sum of 200 billion naira is for overhead costs. The amount proposed for servicing of domestic debts is 134 billion naira. A total sum of ten billion naira is being proposed for settlements of debts on Capital projects. 

Pension and Gratuities: In addition to the total non-personnel costs a provision of 44.7 billion naira has been made to start offsetting the arrears of pension and gratuities.

Capital Expenditure: The proposed capital expenditure for 2002 is 297 billion naira. Ministries/Extra-Ministerial Departments submitted proposals well above the provided ceilings for year 2002 and in most cases without due regard to available revenue or their priorities.

BUDGET ALLOCATION

 In allocating funds to Ministries and Agencies, priority has been given to education, health, agriculture, power, water supply and works and housing sectors. Priority is also being given the solid mineral sector with the aim of diversifying the economy. Rehabilitation of major infrastructures in the power, roads and housing sectors particularly, received priority allocation.

Poverty Reduction: The rural and urban poor, shall through multiplicity of public and private sector partnership initiatives, be empowered to become more economically productive with a view to improving their quality of life. The projects and measures to be implemented are people oriented. As stakeholders, the people will be fully involved in determining the projects, and will take ownership.

We take note of Human trafficking as one of the major consequences of poverty. The government is determined to halt the advance of this shame on our society and humanity at large. We are currently engaged in the process of organising global awareness about this scourge and galvanising appropriate International action.

Education and Human Capital Development: In the year 2002,Government will continue its policy of according priority to improvement of education at all levels, especially in the creation of conducive and congenial environment for teaching, learning and research. The UBE and Mass Literacy programmes will be pursued vigorously in fiscal year 2002. In addition, Government will continue the rehabilitation and improvement of secondary and tertiary educational institutions. The sum of 17.7billion naira has been set aside for the educational sub-sector. 

Health: The policy trust in the health sector in year 2002 will be the substantial reduction of infant mortality, maternal mortality rates, and increase in general life expectancy of Nigerians through the provision of high healthcare services which are accessible and affordable to all Nigerians. The fight against HIV/AIDS will be intensified. In 2001 Government’s commitment and fight against the scourge was epitomized by the FGN hosting of the OAU Summit on HIV/AIDS. The completion of permanent sites of some teaching hospitals will be vigorously pursued. The sum of 14.9billion naira has been proposed for the health sector. 

Agriculture: The reliable basis of income generation and employment in the short term, is agriculture. Yet, the agriculture sector, with its enormous potential has for many years suffered the tragedy of low productivity. The main challenge of our economy is how to commercialise agriculture sector and increase production, income generation and employment opportunities in this sector.

This sector will be given high priority both for poverty reduction in the rural areas and for the improvement of the economy generally. New technologies, improved seeds and seedlings, better storage facilities, fertilisers, pesticide, etc will be made readily available by Government. Government will also embark on expansion of agricultural extension services and will ensure better and easier delivery of credit to farmers. Effective protection, consistent with new international agreements, will be given to operators in the sector to ensure success. Guaranteed producer prices will be established in line with national priorities for self-sufficiency and increased exports. The sum of 3.87billion naira is therefore being proposed for Agriculture in year 2002.

Solid Minerals Development: Government will in 2002, create a regime of internationally competitive incentives to attract private capital for the accelerated development of the country’s vast endowments in solid minerals. The Nigerian Mining Corporation will be empowered to complete proving studies to establish the commerciality of many important deposits of solid minerals in the country. The sum of 2.7billion naira is proposed.

Internal Affairs: The maintenance of internal security and order will be given a special focus in 2002, in view of the recent violent conflicts in parts of the country. The implementation of the National Identity Card project will commence in 2002. The sum of 13.59 billion naira is proposed for Internal Affairs, with 10 billion naira earmarked for the National Identity Card project.

Federal Capital Territory: High priority will be accorded to the construction and upgrading of infrastructure, social and physical facilities in the Federal Capital Territory. Concerted efforts will also be made to keep the city clean. The sum of 22billion naira has been proposed for the Federal Capital Territory.

 Power and Steel: To achieve the goal of uninterrupted power supply by the end of December 2001, and to further expand the generation and distribution capacity of NEPA, the energy sub-sector will continue to receive priority in year 2002.The rural electrification programme will be pursued. To this end the energy sub-sector has been allocated 38.5billion naira.

Transport:  Government plans to encourage private investment in roads, railways and air transportation. And the deregulation in domestic air services will be sustained.  Furthermore, the private sector will be encouraged to participate in the construction and management of highways, railways and seaports. Adequate funds will be provided to complete all on–going road construction. Toward this end, the sum of 11.4billion naira is being proposed for the Federal Ministry of Transport.

Oil and Gas:  Government will ensure that there is adequate budget provision to cover its share of costs of agreed production quotas. The budget provision will be released promptly. Every measure will be taken to improve the workings of the joint venture technical committee to ensure that there is equity in the apportionment of contribution between the two sides.

Science and Technology:  Science and Technology being the cornerstone of industrialisation will be given a special recognition .The formation of a national policy on the acquisition of computer technology shall be completed. The sum of 3.7billion naira has been proposed for Science and Technology.

Water Resources: The provision of potable and animal drinking water will continue to receive priority attention in year 2002. Works on the on-going dams and irrigation projects will be completed in 2002. The sum of 30.2billion naira is being proposed for the Water Resources.

Sport and Social Development: The completion of the National Stadium Abuja, and the Games Village, to host the All African Games in year 2003, is being given the highest priority. The sum of 15 billion naira has been set-aside for Sports and Social Development.

Labour and Productivity: A total of 1.31billion naira has been allocated to the National Directorate of Employment in 2002. It is envisaged that the Directorate will utilise this fund to implement its Vocational Skills Development Programme, which involves the training of unskilled and idle hands among our youths, especially School leavers. The provision of self –employment in the rural areas will largely reduce the prevalence of rural- urban migration.

Works and Housing: Considering that Special Highway Projects have been taken over from the defunct Petroleum (Special) Trust Fund in the rehabilitation of Federal Highways, an allocation of over 32.9 billion naira has been made in 2002 to the Federal Ministry of works and Housing for combination of capital construction and rehabilitation, with maintenance of Highways in such a proportion that all roads are kept serviceable, and to halt deterioration of those in good conditions.

FISCAL POLICY 

In the year 2001, the Administration has through appropriate adjustments and selective application of fiscal incentives, pursued a number of objectives. Among these objectives are the following:

1. improvement of the industrial climate and stimulation of higher capacity utilization;

2. provision of adequate protection to domestic industries against unfair competition from imports and dumping of manufactured goods; 

3. provision of a level playing field to investors in the various sectors of the economy; 

4. encouragement of diversification of foreign exchange earnings through increased export activities especially in the non-oil sector;

5. reduction of operating costs and inflationary pressures and creation of new jobs;

6. reduction of the upper hand of our tariff regime to accord with trade movement worldwide particularly within the West African sub-region.

In the year 2002, the productive sector will receive even greater attention. Proposal has been made for further reduction of duties on machineries, spare parts and raw materials. The economic reform programme launched by this administration is succeeding in generating interest among national and foreign investors. Efforts would be sustained at further providing attractive incentives that will stimulate the flow of Foreign Direct Investment to explore the opportunities available in our naturally competitive and investment rewarding economy.

EXTERNAL DEBT MANAGEMENT

Although the debt service obligation for 2000 was taken to be about 3.6 billion US dollars, this understated the gravity of the debt burden that would have been carried over to 2001 but for the rescheduling arrangement reached towards the end of 2000. This was because arrears of debt service payment at the beginning of 2000 were actually about 19.5 billion US dollars. Even after the rescheduling, the debt service due by Nigeria to the Paris Club of Creditors for 2001, was about three billion US dollars; but following negotiations, this was pegged at one billion US dollars. At the beginning of 2001, Nigeria’s external debt stock stood at 28.5 billion naira.  

As at September 2001, reconciliation meetings with 13 out of 14 countries were held, accounting for over 95 percent of Nigeria’s Paris Club of Creditors debts. The countries involved, include the United Kingdom, Germany, France, Italy, The Netherlands, Spain, Switzerland, Japan, Austria, Belgium, USA, Denmark and Israel.

Agreements on Debt Rescheduling: During the year, the DMO received the draft bilateral agreements prepared by twelve countries out of the fourteen Paris Club of Creditors creditor countries, to which Nigeria is indebted, and sent back its comments after preliminary negotiations were held with representatives of those countries. All the negotiated agreements are expected to be signed before December 31, 2001.

Due to resource constraint however, the debt service vote of 1.7 billion US dollars has been made for FY 2002 debt service. Nigeria will however need to seek the concurrence of the Paris Club of Creditors in this regard.

REFORM IN THE BUDGET SYSTEM

Management of public expenditure will strictly adhere to measures of efficacy, efficiency and effectiveness. The new Due Process Compliance Instrument designed to govern all capital projects is the mechanism by which we seek to significantly improve on the quality of capital expenditure. The budget process for all capital projects proposed in the FY 2002, included rigorous testing for compliance with laid down budget preparation guidelines. We can reasonably state that unproductive expenditures will be contained as project selection was done along the lines of accuracy of costing, utility, capability, cost benefit, prioritisation and availability of requisite resources.

The second level of the due process certification enhances the contracting process. The Administration is determined to foster transparency and openness in governance. By this principle, there will be an open competitive bid system for all procurements and contracting with effect from FY 2002. We need the full support of the private sector if we are to realise the vision of the Administration to operate on the basis of level playing field for all participants in government procurement and contracts. Let me therefore call on the private sector to adopt Budget 2002 Appropriation, as their companion, and let it be the firm beginning of doing business with government, openly and transparently.

To forestall the possibilities of waste, inefficiencies or corruption, the final stage of the due process will ensure that payments are made on value-for-money basis. Thus, only projects duly certified as reflecting the stage of completion commensurate to the previous fund releases, will receive further funding in Budget 2002. We shall aim at developing similarly effective instruments for cost reduction in other aspects of the budget; namely, personnel cost and overheads. Our focus in Budget 2002 will thus extend to the revenue side of the budget so as to optimize all existing sources of public sector revenue.

The institutional arrangement for the budget process has been strengthened with the establishment of a full-fledged Budget office in the Ministry of Finance, headed by a Federal Permanent Secretary. The boost to the process has also been generated from the instrument of the Due Process Certification that is currently implemented by the Budget Monitoring and Intelligence Unit (BMPI), located within the Presidency. The BMPI will be further strengthened in FY 2002 to operate concurrently with the Budget Office so that it can eventually absorb the activities of the BMPI.

PARTNERSHIP FOR SUCCESS

Our needs are huge, but resources are scarce. The problem hence is compounded by the enormous debt service obligation, such that with the best trade-offs, there will still be shortfall in our internal resources. Thus we can always do with support from our development partners.

In spite of enabling Government policies, we are sad to note that commercial banks, finance companies, insurance companies are yet to play an effective role in the productive sector. Whereas there are demonstrable signs of increased liquidity, the financial institutions seem unable or are unwilling to channel the funds to productive sectors, primarily due to high interest rates regime. Also, we note how operations in the foreign exchange have adversely affected our foreign exchange stability. The assurances of government that exchange rate management will be conducted according to the rules of the market have unfortunately been subject to gross abuse by both local and foreign operators of the foreign exchange market. In FY 2002 Government will apply the strictest sanctions on any individual, bank or institution caught in acts that endanger the economic stability of the Nation.

Parastatals operating in naturally competitive sectors seem unable to achieve their commercial purpose. This originally informed our adoption of privatisation policy and programme and continues to be relevant. The salutary effect of competition in the telecom industry serves as a forerunner to the gains that should expectedly attend the privatisation of NITEL. The privatisation of such public corporations will therefore continue in FY 2002, building on the momentum so far experienced in the past two fiscal years. The competition and mass availability of telecom services engendered through the widely acclaimed GSM auction earlier this year has strengthened our resolve to pursue the privatisation programme with utmost transparency and accountability. We invite both domestic and foreign investors to join us in making the process successful.

CONCLUSION

Our Government stands fully committed to ensure that the fruit of economic reforms are shared by all sections of society, especially those living in rural areas and more particularly, those who share the common fate of being poor, whether in the urban or rural areas.

Poverty does not discriminate. Its adverse impact does not differentiate victims along the lines of ethnicity or religion. As a scourge, its effect is the same on all its victims, deeply negating their possibilities and potentials. The common thread of lack binds victims of poverty whether they are from West or the East, North or the South, Moslem or Christian. It is therefore, poverty, not our neighbour that is the enemy. Poverty is the common enemy that we have to fight.

By being united in our fight, the poverty phenomenon that has kept our country from maximizing the gains of our huge population will become binding force. As a united force against poverty, we will commence our journey to the milky and honey-filled land of economic and democratic stability from a position of strength.

God bless Nigeria and every Nigerian.

I thank you. 
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