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Abstract

This paper examined the implications of Nigeria’s unending debt accumulation for human
security. It presumed that Nigeria’s debt service obligations have become a veritable source
of undermining socio-economic security of many Nigerians, as huge chunks of resources for
providing social amenities and promoting citizens’ development aspirations are diverted to
debt repayment. The paper specifically examines Nigeria’s debt profile within her one
hundred years of political existence, identifies the sources and structures of Nigeria’s debt
stock and discusses the implications of her debt overhang for human security. Findings of the
paper, which relied on secondary data were that Nigeria has accumulated huge debt over the
years from loans taken to supplement the financial shortfalls from her weak internally
generated revenue capacity. The huge loans, which are mainly derived from both domestic
and foreign sources, have become debt burden on Nigeria, leading to diversion of greater
percentage of the country’s development resources for debt service obligations and
underfunding of social institutions that are responsible for improving the basic productive
capacity of the citizens. In conclusion, the study finds that Nigeria’s fast rising debt stock has
direct and indirect negative implications for human security as the diversion of huge
developmental financial resource for compulsory loan service obligations reduces the
country’s capacity to provide mega employment, sound health and credible education to
most Nigerians, thereby, exposing them to structural violence of poverty and human
insecurity. The paper recommended that Nigeria should reduce her debt burden and improve
human security by diversifying her economy, from primary to secondary export earnings in
order to generate more income and reduce the country’s reliance on internal and external
borrowing for projects implementation.
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Introduction

The task of developing Nigeria has remained a core issue confronting the country’s
leaders and other Nigerians. This developmental effort, which is largely targeted towards
overwhelming improvement in the socio-economic well-being of the people is highly
challenging due to dwindling internally generated resources to implement the annual budget
(Augustine, 2007). In order to meet up with her responsibilities through adequate funding of
developmental programmes, Nigeria has taken to borrowing from internal and external
sources to supplement internal public financial shortfalls. Such loan from both private and
public official sources is gradually becoming a debt burden to Nigeria as the country diverts a
substantial percentage of her financial resources to pay debt while also finding it difficult to
meet up with her debt repayment obligations. Consequently, the current average debt stock of
Nigeria has build up to a level that is widely viewed as largely burdensome to the
development process and human security as about 12 percent of the country’s resources is
used to service debt (David, 2017). For instance, while Nigeria earmarked #1.5 trillion for
capital project in the 2016 budget, #560 billion was earmarked for debt service obligation in
the same budget. The huge amount earmarked for debt repayment obligations presumably
exposes many Nigerians to structural violence owing to the fact that many social institutional
structure in the area of educational, health, agriculture, social development, amongst others,
that are put in place to shield Nigerians from structural violence are largely underfunded due

to diversion of large chunks of funding resources to debt service obligations.

This paper examines the effects of Nigeria’s current high rising debt stock on the
personal security of Nigerians. It specifically examines Nigeria’s debt profile within her one
hundred years of political existence, identifies the sources and structures of Nigeria’s debt
stock and assesses the adopted strategies for managing Nigeria’s debt. The study is anchored

on secondary data, which borders on the re-analysis of existing data to generate new findings.
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Under this methodology, research objectives were raised and answered with documentary
records from library research and other secondary sources. The research method largely
adopted an historical tool of analysis in order to trace the political economy history of Nigeria
in relation to its current debt profile right from the amalgamation of the country in 1914. This

procedure is consistent with descriptive research method.
Operational Definition of Terms

Century: One hundred years of existence as a person, people, community or geographical

entity.

Nationhood: A State of existing right , quality and qualification of having an independent
status as a separate entity and the task of living together as one indivisible people united by

common language, culture, history or political affiliation.

Unending debt: Ceaseless and persistence recourse to borrowing to supplement deficit in

internal financial spending.

Human Security: This term means safety of persons from all forms of violent and threats to
their lives and property. The concept of human security as adopted in this essay includes
personal safety from economic insecurity, food insecurity, environmental insecurity and

social insecurity, amongst others.
Review of Literature

Nigeria, along other developing countries that are facing scarcity of capital for
developmental projects requires and acquires external loans to supplement domestic savings
(Stanley, 2013). However, the rates at which a country borrows at sustainable and favourable
levels depend on credible debt management and repayment capacity, which is lacking in
many developing countries. Situating Nigeria’s debt profile within the confines of historical
context, Raji (2011), linked Nigeria’s debt burden to four major factors which included
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unfavourable historical past that is largely rooted in colonial and post colonial exploitation,
Nigeria’s adoption of inappropriate theoretical development framework, the unfavourable
role of transnational development institutions in Nigeria’s domestic economies and internal
loan mismanagement. All the above factors have weakened Nigeria’s economy directly or
indirectly, thus, prompting the country to rely on foreign loan to bail the economy out of the

lull.

In relation to the issue of unfavourable historical context of incorporating Nigeria into
the global political economy, Raji (2011: 8) notes that colonialism, which basically revolves
around the exploitation and appropriation of the country’s resources has subverted the
traditional development structures, institutions and values in the country and made them
subservient to the global political economy, with its challenges of boom and bust profiles.
The occasional fluctuation in the World economy, which reduces the demand for Nigeria’s
raw materials in the international markets, leads to scarcity of capital, which ultimately

forced the country into external borrowing to supplement domestic financial shortfalls.

AS posited by George (2003), the introduction of modernization development model
to Nigeria’s development processes, which summarily propel the survival of her economy on
modern technologies, has also exacerbated the country’s debt. The central argument of the
modernization theory is that the traditional approach to the development process in the
country is primitive with crude mode of production. Such traditionally propelled economy
could only breed low value added exports that are less competitive in the international market
.The only option for such economy according to the modernization model was to transform
the traditional economy of such nation into modernity through the use of imported modern
technologies. However, since the introduction of modern technologies for socio-economic
transformation is capital intensive, which the country does not have, Nigeria have recourse to

foreign loan to buy the needed modern technologies for her socio-economic transformation.



However, much of the loans which were very concessionary and very cheap at the initial
stage have become debt burden to the country owing to the astronomical rise in their interest

rate.

Chris (2006) linked Nigeria’s debt overhang to the role of transnational organizations,
including the activities of the World Trade Organization (WTO), which opens up the weak
economy of Nigeria to the hegemony of the developed world through trade liberalization.
Such liberalized trade arrangements leads to low foreign exchange earnings for Nigeria,
whose goods cannot compete with the imported ones, hence her recourse to loan to bridge the
financial shortfall. As posited by Anthony (2013), Although, foreign loan had indeed become
inevitable for Nigeria in her cheerless conditions of widening savings and investment gap
owing to lean foreign exchange earnings from exports, the repayment of such loan often
become problematic because they are not being optimally utilized. Much of the loans could
therefore not generate enough resources with which to pay back the debt and still be self-
subsisting, leading to recourse to more loan to prosecute developmental projects. Raji
(2011:15) identifies many internal financial leakages through corrupt tendencies and resource
mismanagement by many public officials within the lower and upper cadres of governance.
More loans are therefore sought by Nigeria on regular basis to supplement shortfalls in
internally generated revenues. In some instances, the financial shortfall in Nigeria is so
critical that her yearly budget proposals are  made with clear indication that part of the
anticipated spending would be sourced from external borrowing due to dwindling internal

resources.

David (2017: 9) identifies the domination of mega development process in Nigeria by
foreign multinationals as being responsible for debt overhang in the country because more
than 50 percent of the domestic income and proceeds from her oil industry, which is the main

stay of the economy accrues to non-nationals in the form of payments to foreign factors of
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production; expatriate profits, dividends, interest, consultancy fees and expatriate salaries.
The relative growth of the external trade surplus in Nigeria is thus largely wiped out almost
as it accrues by those large factor payments abroad, thus living a financial shortfalls that is
often filled by loan. Apart from heavy outflow of remittances obligation to foreign private
investors, virtually all Nigeria’s public sectors, especially the three arms of Government
(local, state and federal governments) pay a lot of foreign exchange on largely unnecessary

tours leading to more financial vacuum that is bridged by new line of loans.

Eduarido (2008) identified four major implications of debt burden on the
Nigeria’s socio-economic settings. First, debt burden drains the financial resources and
weakens the economy because, as the debt service obligations rises, so is the increasing
percentage of the diversion of the country’s foreign exchange earnings from importing vital
spare parts to debt service obligations. Diversion of large chunks of income to debt settlement
is particularly serious for Nigeria  whose industrial and agricultural sectors are highly
dependent on imports; imported chemicals, farm machines, industrial machinery, spare parts
and so on for the survival of her nascent industries. The cut back in import capability (due to
shortage of funds) brings about import strangulation and below capacity utilization of
industries in Nigeria. Secondly, debt servicing also drains the government budget on the
provision of social amenities such as health, education, roads et cetera, as funds that are
supposed to be used to finance these vital services are diverted into paying foreign debts.
Such fund diversion retards the internal socio-economic development of Nigeria, imposes
more hardship on the people and undermines their personal security. Thirdly, debt servicing
often drains the government foreign exchange reserves since much of the anticipated income
into the reserve is diverted to debt settlement while the delay in payment for Nigeria’s
imports reduce creditor’s confidence in the country. In some instances, Nigeria have

borrowed her way out of this problem by taking more foreign loans to service her previous



debts with the consequence of further debt burden. In extreme circumstances to curtail
further debt, Nigeria has been documented to have introduced restrictions on the use of
foreign exchange earnings and outright ban on certain vital imports like food items and
consumer goods as exemplified by the austerity measure introduced by the Shagari
Administration in 1980. The restriction placed on the use of foreign exchange has affected
the reparation of investors’ profit in some cases, thus reducing their confidence for further
investments. Such restrictions have led to a slum in new investments and the exacerbation of

foreign exchange shortages in Nigeria.

As informed by Stanley (2013), the debt burden of Nigeria has served as a
prelude for reluctance of many creditor nations to approve new line of credit facilities for the
country. In extreme cases therefore, the IMF and the World Bank have bailed the country out
of this crisis, by serving as her guarantor for new loans. In order to make sure that Nigeria
was not in default of paying her loans; draconian conditionality such as the Structural
Adjustment Programme (SAP) has been forced on the country before new lines of loans are
given. Such unfavourable conditions have directly hurt many Nigerian through job cut and

increase in the prices of goods and services.

The main lessons from the above review is that a country should borrow as long as
the loan acquired produces a rate of optimal returns that is higher than the cost of the
borrowing plus the interest. In that instance, the debtor country is optimally expanding her
capacity for growth, increasing her economic output and development capacity with the aid
of transfer funds. Such optimal utilization of loan reflects a sustainable debt profile. Nigeria
along many other African countries has generally relied on loan to fill her internal financial
shortfall. However, the move has led to unsustainable debt profile and debt overhang due to

the country’s negative attitude to proper debt management technique.



Theoretical Framework

This paper adopts Debt Overhang Theory as its theoretical framework of analysis.
Explaining the nexus between external debt and internal socio- economic development,
Krugman (1987), in his debt overhang theory, posits that debt overhang occurs when the
expected fund for the repayment of foreign debts or the capacity to source for other internally
generated revenue to support debt repayment obligations falls short of the contractual and
total values of the debt, including the interest. Such debt overhang limits the stimulation of
internal investments and growth. The author linked debt overhang crisis to a situation in
which the debtor country benefits very little from the returns of the invested loan owing to
improper management of the loan and unsustainable interest rates. Such good management

shortfalls lead to unsustainable debt service capacity.

Contributing to the negative effects of debt overhang on the economic performance of
a country, Eduarido (1991: 5) posits that a negative relationship exists between unsustainable
external debt and internal economic growth and socio-economic development because much
of the development fund are diverted into servicing such poorly utilized external debt instead
of using it to provide needful services to the people. Similarly, the author found that debt
overhang, which represents negative decrease ratio of the Gross National Product (GNP) to
the high debt service ratio creates development burden which consequently discourages
internal and external investments and thus weakens internal economic growth. Explaining
further, the author submits that debt overhang negatively affects economic growth directly
and indirectly. Through direct channel, debt accumulation with poor returns impacts
negatively on growth as its repayment obligations deplete national resources and foreign
exchange reserves that are needed to provide growth and development. The indirect channel

of negative impact of debt overhang on sustainable development borders on the inability of
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the government to provide credible social infrastructure that are central to the development
of the people due to shortfalls in development funding owing to the diversion of such fund to
debt service obligations. Such obligation leads to drastic reduction of available resources for
promoting internal socio-economic development of debtor nations. The ability of government
to expand the economy under the heavy debt service obligations is also seriously
compromised due to debt overhang while economic growth and socio-economic

development are constrained and largely compromised too.

George (2003) contends that where debt service obligation reduces savings
from export earnings by any debtor nation, internal capital accumulation is largely
discouraged and such negative trend promotes capital flight because foreign investors often
fear that such debtor country may not have the required foreign exchange earnings from
where their profits could be repatriated back home. Such debt induced capital flight has
three major consequences .First, any amount of money sent away to foreign countries in form
of loan repayment cannot contribute to domestic investment or savings. Second, a country’s
Income and wealth which are held abroad (foreign reserves, from where foreign debt is paid)
is outside the management of domestic authorities, and therefore, cannot generate additional
income for the country through re-investment. This means that potential government revenue
is reduced and so also is the capacity for the domestic authorities to control and manage its
resources maximally. Third, income distribution is negatively affected by high
unemployment rate due to capital flight arising from debt service obligation. In such a
situation, citizens are often subjected to austerity measures in order to pay for external debt

thus exposing them to more hardship.

The debt overhang theory as adopted in this paper enables us to explain the
justifiable rationale for borrowing, the negative effect of debt overhang on socio-political and
economic development and its implication on human security. It must also be noted that the
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main problem that is primarily associated with debt burden is not primarily located in the
amount owed, but in the ability to properly manage the loan well and pay back the debt
without hurting internal development programme. For example, the external debt stock of
Nigeria in 2005 before it was largely cancelled was about $35 billion for which 34 percent
average foreign exchange earnings of the country was used to service while the United
States of America’s foreign debt about the same time was $5 trillion Dollars (Joshua, 2010).
The difference between the USA and Nigeria’s debt profiles as a level of comparative
examination is that while the former could pay her debt in spite of its huge profile without
problem because of her vibrant resources base and proper management capacity, the debt
repayment is burdensome to Nigeria due mainly to poor resource base and improper

management.

A Century of Nigeria’s Political Amalgamation and Debt Profile

The British government formally took control of part of the areas that later became
known as Nigeria through the annexation of Lagos on the 23 of August 1861 (Peter, 2008).
Within this period, there were two major amalgamations of the different parts of Nigeria
before the country’s formal independence on the 1st October, 1960. The first amalgamation
occurred between May 1, 1906 and 1912 when the Southern Protectorate was amalgamated
with the Lagos colony by Walter Egerton who was the first Governor of the amalgamated
territories while Fredrick Lord Lugard became the second Governor of the integrated areas.
The two areas were merged together for administrative conveniences and to reduce the
overhead cost of running the areas differently (Stanley, 2013:7). The earlier amalgamated
Southern protectorate was amalgamated further with the Northern protectorate by Lord
Lugard on the 1% January 1914 while the amalgamated territories became known as Nigeria.
The name as adopted for the country was first suggested sixteen years ahead of the

amalgamation by Flora Shaw, who later married Fredrick Lord Lugard. Flora Lugard
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suggested the name “Nigeria” in an article in the Times of London where she proposed that
the different British protectorates in the Niger area be amalgamated to fully tap the economic
potentials of the people and to prune down the cost of administering the area. In relation to
financial consideration, there was the need to extend the resources generated from the
Southern protectorate to take care of the development need of the Northern protectorates
rather than the initial practice of the Northern protectorate’s reliance on the financial lifeline
from the colonial subvention from Britain. Lord Lugard, observed that there was a steady
increase in the revenue generation of the Southern Nigeria who was rich as a result of a
steaming trade at the port and a thriving cash crop business like palm produce and cocoa
unlike the semi-arid area of most parts of the North which attracts less trading activities and

thus recorded insufficient revenue for development.

Because of perennial financial shortfalls, the British colonial administration continued
to give the sum of $300,000 yearly subsidy for the running of the Northern protectorate
(Wushiba, 2010).Within its huge resources, the Southern protectorate also linked the railway
tracks from the region to the Northern protectorate in order to facilitate easy transportation of
colonial exports, especially cotton and groundnut from the Northern part of the country to the
Southern depots for their onward exportation to Britain where they were mostly needed as
raw materials for the British industries. The two regions were also merged for administrative
conveniences in order to reduce the bureaucracy of governing the two amalgamated
territories separately. The colonial policy on Nigeria’s amalgamation was achieved through
three different constitutional instruments. They were the Nigeria protectorate order in council
of 1913, the amalgamation patent letter of intent of 29" November, 1913 and the Nigeria
order in council of 1914 which was made under the authority of the colonial office in
London. The three constitutional instruments were the initial constitutional documents

adopted to govern Nigeria. The main features of the constitutional instruments included the
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appointment of a Governor —General who had the absolute power to govern the country and
who only reported his official actions to the British office in London rather than reporting to
the local people whom he governed. The governor was also the commander- in- chief of the

colonial army in Nigeria.

The first colonial legal instrument of administration was the Lord Lugard constitution
which came into effect in 1914.The Council consisted of the Governor- General and twenty
nine other official and non -official members who were nominated by the Governor. Apart
from the Lugard constitution of 1914, there were many other constitutions that were adopted
to govern Nigeria. These included the Hugh Clifford constitution of 1922, Benard Bullion
constitution of 1935, Arthur Richard constitution of 1943, amongst others. Most of the
constitutional frameworks adopted for the governance of Nigeria at different periods
embraced one form of constitutional reform or the other to allow for the greater participation
of greater majority of Nigerians in the process of the political governance of their country.
Further agitations for more inclusive political governance in Nigeria paid off at the
constitutional conference which held in London between 23rd May to 26th June 1954 under
the chairmanship of the then colonial Secretary, Lennox Boyo (Raji, 2011:43). The
conference resolved to grant the Southern Nigeria self- government on the 8 of August, 1957
while the Northern part of Nigeria was to attained self-government in March 1959. Nigeria
achieved full independence on the 1% October, 1960 and became a republic on 1st October,

1963.

At independence, Nigeria was economically buoyant (Joshua, 2010:4). Apart from the
fact that the departing colonial masters left a relatively buoyant economy characterized by a
thriving businesses activities at the port which engaged in the import and export of
commercial agriculture, the colonial economy was reasonably managed consequence upon

which about five million pounds was left in the cover of the Nigerian government without
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any external loan obligations. Nigeria’s independence also coincided with the discovery of oil
resources at Oloibiri in 1956 (Joshua, 2010: 9). The oil was fully developed in the early
1960s. Nigeria’s other potential resources for development at independence included a
vibrant but nascent informal sectors and fertile agricultural land. Nigeria is the sixth largest
exporter of oil in the Organization of Petroleum Exporting Countries (OPEC).The country
equally has the biggest market in Africa having boasted of the highest human population in
the continent. Nigeria is richly blessed with gas and solid mineral resources. Having been
blessed with all the above mentioned attributes, amongst others, Nigeria was rated the 50"
richest country in the world in the late sixties and early seventies. In fact, General Yakubu
Gowon, the Nigerian former military head of state was said to have confirmed while in office
that Nigeria’s problem was not money but how to spend it. This position was confirmed by
the fact that throughout Nigeria’s civil war that spanned about three years (1967-1970), the
country did not seek external loans to prosecute the war. The post war reconciliation,
rehabilitation and reconstruction programmes were similarly implemented with limited
financial hitches while public workers were rewarded for their productivities with 100

percent increase in salary as recommended by the Udoji committee on public reforms.

However between the last quarters of the 1970s and early eighties, Nigeria lost much
of the above gains in socio-economic development. These problems were traced to a slack in
the demand for Nigeria’s commodity exports and the associated depression in their prices as a
result of Israel Arab war in the early seventies (Adedeji,1984). The two global commodity
price shocks of 1973 and 1974 and between 1979 and 1980 which resulted in recording
balance of trade and payment deficits for many developing nations also affected Nigeria. The
financial shortfall from the global economic depression of the seventies was largely financed
through external borrowing. Another reason for the weakness of Nigeria’s economy as from

the late seventies had to do with the country’s shift from diverse agricultural export; cocoa,
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palm oil, groundnut, cottons, to mono-cultural product (oil) as the economy mainstay and
primary source of income for the country with its attendance hazard of price fluctuation. By
1990, the general economic deterioration in Nigeria had reached an alarming rate, almost
leading to a state of total paralysis (Wushiba, 2010: 6) due to stunted or punctuated growth in
productive sectors, large fiscal deficits, and high rate of inflation, declining investments,
capital flight, and capacity under utilization in industries due to shortage of raw-materials,

amongst others.

These negative trends led to the aggravations of socio-economic vices in Nigeria such
as higher unemployment rate, drop in school enrolments, hunger, armed robbery,
prostitutions and virtual collapse of local industrial sectors. The above negative vices,
amongst others made Nigeria to trip down the development ladder from a high income
country to the low income group while the country eventually went down the development
ladder having been rated as the 25" poorest country in the world in the late nineties at the
threshold of the 21% century (Adebiyi, 2004). Though the country still retain its position as
the sixth largest exporter of crude oil in the world, she nonetheless hosts the third largest
community of the poorest people in the world after China and India (Wushiba, 2010: 13).
With the inherent weaknesses in the structure of the Nigerian economy as reflected in the
overdependence on the imports of its vital industrial spare parts in the face of declining
foreign exchange earnings and weak terms of trade and dwindling income from less value
added primary export, the country hardly had any option than to have recourse to foreign

loan with which she sought to bridge her domestic financial gap.

Nigeria’s first major external borrowing was a jumbo loan of about $ 1.0 billion
which was contracted in 1979 from the international capital market by General Olusegun
Obasanjo’s Military Administration (Augustine, 2007).The loan had a short term maturity

loan of six months grace with high interest rate of 15 percent. The loan was used to finance a
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number of project including the Asejire water dam project at Ibadan and the construction of
the Lagos Ibadan dual carriage way. State governments in Nigeria also resorted to borrowing
from external lenders to finance different projects, many of which were of doubtful viability
thus escalating Nigeria’s debt problem. For instance, Nigeria’s debt burden which is
measured by the ratio of debt service obligations to the total annual import and export
commodity earning of a country (GDP) rose rapidly from 0.7 percent in 1979 to 25 percent

in1989.

An examination of the structure of Nigeria’s debt profile shows that the country’s
total debt as of March 2005 shortly before the forgiveness of substantial part of the country’s
debt by the Paris club of creditors stood at $35 billion out of which 30.4 billion was owed to
the club (Olukosi, 2011). The trend of this debt profile indicates that, as of March 2005,
much of Nigeria’s debt were owed to the 19 member Paris club of creditor nations which
includes France, Germany, Italy, Japan, United Kingdom, United States of America, Russia,
Australia, Belgium, Denmark, Finland, Netherland, Spain, Switzerland and Canada. The
country also owed a group of International Financial Banks (IFBs) called the London club
about $3.5 billion while Nigeria’s internal debt profile stood at $1.5 Billion as of March

2005.

The Strategies of Managing Nigeria’s Debt Stock

Nigeria’s earlier effort at exiting from debt overhang before the Obasanjo civilian
Administration’s initiative in year 2000 was largely unsuccessful as the move was blocked
by Nigeria’s creditors who argued that the country was not qualify for debt relief under the

Highly Indebted Poor Countries (HIPC) because the country’s debt was sustainable. The
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HIPC which is a debt relief initiative of the World Bank and the International Monetary Fund
(IMF) was established in 1996 to grant debt relief to countries whose debt profiles are
unsustainable because of their poor economic backgrounds. With the rising price of the
country’s crude oil which rose to about 116 dollars in 2005 and with accumulated excess
crude oil earnings within the same period amounting to $9 billion (World
Bank,2005),creditors believed that Nigeria had sufficient fund to pay substantial part of her
debt. Canada and Finland in particular argued that Nigeria as a matter of fact was a net
financial lender to the international community as the country had about $120 billion of her
stolen financial assets kept in foreign banks, part of which was the recovered $7 billion
Abacha loot (Wushiba, 2010). To the two countries, Nigeria had sufficient resources to pay
her debt. The Paris club was not comfortable discussing with the then military governments
in Nigeria who they believed had messed up Nigeria’s economy. Britain in particular was not
ready to discuss Nigeria’s debt pleads with the then military regime of General Sanni Abacha
because of the government poor human right records. Some Military Administrations in
Nigeria, especially the Buhari’s Military Government had earlier refused to accede to the
IMF and the World Bank conditionality for loan repudiation which revolved around the
implementation of the structural adjustment policies having considered such policies as being

very disastrous to the socio-economic well-being of Nigerians.

However, a mega management strategy of Nigeria’s debt stock was crafted in year
2000 when former President Olusegun Obasanjo brought into his government, an economic
team that had direct and indirect employment with the World Bank and the International
Monetary Fund (IMF) as their consultants and employee to solve Nigeria’s debt logjam.
Notable amongst members of the economic team were Charles Soludo, former Nigeria’s
Central Bank Governor and Okonjo Iweala, former World Bank Managing Director and the

current Nigeria’s Finance Minister. Another member of the Obasanjo’s economic team to
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address Nigeria’s debt problem was Monsur Muktar, Senior Economist with the World Bank
and former Director-General of the Nigerian Debt Management Office (DMQO). To improve
accountability and probity in the management of Nigeria’s economy generally and to reduce
Nigeria’s debt burden in particular, the Due Process Office (DPO) was established by the
Government to bring about transparency in governance. The DPO adopted many good
governance measures to bring about more transparency and accountability in governance
through the enthronement of fiscal responsibility policies on the acquisition and utilization of

loan in particular and official business transaction generally.

Such sound fiscal management strategy was designed to rescue Nigeria from fiscal
prolificacy amongst government officials in collusion with private contractors by ensuring
that Nigeria’s resources are judiciously used for the common good of all (Raji,2011:4).
Assessing the previous management technique of public resources in Nigeria, The DPO
opined that a lot of financial resources have been wasted or not properly accounted for
owing to bid rigging and contract award scandal without due process, procurement of goods
and services without recourse to transparency, full payment to contractors without proper
execution of projects amongst others (lweala, 2012). These acts of financial recklessness
have dissipated Nigeria’s lean resources thus forcing the country to source for more loans for

developmental programmes.

In 2000, Nigeria had a fifteen year strategic management partnership with the United
Kingdom Department for Internal Development (DFID) to empower her Debt Management
Office (DMO) with credible debt management skills (Iweala, 2012: 3).The partnership
provided the necessary institutional support and human resource development for the DMO
thus making the Office a first rated sound debt manager in Africa. For example, Nigeria’s
bond market is sometimes over subscribed all over Africa due to the confidence the

international communities currently have on the DMO. The contract ended in 2013. The
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sound economic and fiscal management strategy embarked upon by the Obasanjo civilian
Administration eventually served as a major take-off point in instituting transparency in loan
governance by spelling out terms of procurement of public debts and services, including the
conditions for loan collection and terms of punishment for default in its utilization. The
DMO’s strategy on debt reduction was also designed to block any collusive agreements in
which the amount quoted and borrowed for the execution of public project is higher than
what it would have been without collusion. The DMO act forbids conducting or attempting to
conduct government loan transactions through fraudulent act, unlawful influence and favour,
undue interest, bribery and corruption in the procurement processes (lweala, 2012: 5).
Nigeria’s debt management strategy also incorporated the establishment of the Debt Record
Management Department (DROD) which takes accurate record of Nigeria’s debt profile
while also codifying such records properly unlike in the past when the country’s debt profile
was not properly captured. A comprehensive strategy to bring about transparency in
governance and in the management of public loan in Nigeria involved three major financial
responsibility components.These include optimal management of resources, conserving
money for future use through the escrow (now sovereign wealth) account, maintaining
buoyant external reserves account, and considerably reducing or avoiding new lines of loans

in the absence of dire needs.

Nigeria was also mandated by the IMF and the World Bank to adopt a neo-liberal
Poverty Reduction Instrument (PRI) for the country to qualify for debt forgiveness
programme of the institutions (IMF, 2003). The main content of the instrument which was
designed within the framework of the National Economic Empowerment Development
Strategy (NEEDS) included carrying out socio-economic reforms in the public sector to relief
the system of indolence, corruption inefficiency and to block major loopholes for financial

leakages in order to bring about better service delivery in the public sector (NEEDS, 2004).
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Such reform packages included the privatization and commercialization policies, removal of
product subsidy to find their correct price value, devaluation of local currency (Naira) to
attract its real international value against hard currencies. Other features of the NEEDS
document apart from socio-economic reforms included wealth generation, especially in the
agriculture sector through loan disbursement to peasant farmers to generate mass
employment and bring about food security, and the establishment of Poverty Alleviation
Programme (PAP) to reduce poverty in Nigeria through loan facilities and other financial
empowerment programmes. The content of the NEEDS document as a poverty reduction
instrument was approved by the Board of the IMF and the World Bank before the country

was considered for debt relief.

Another key conditionality in the PRI document as agreed between Nigeria and IMF
in 2005 was that Nigeria should pay her debt arrears of $6 billion out of the remaining
balance of $12 billion owed it at once while the remaining balance of $6.4 billion was to be
paid by 2006 from the Nigeria’s external reserves which stood at $23 billion as at then
(Odulami, 2005:6).Having satisfied the above conditionality for debt relief, the Paris club of
creditor nations cancelled substantial part of Nigeria’s debt stock which amounted to
$18billion out of the $30.4 billion owed the club. The amount cancelled represented about 60
percent of Nigeria’s debt profile in 2005.The country’s payment of the balance of $6 billion
loan in 2006 exited her completely from the Paris debt stock leaving Nigeria with about $3.5
billion owed the IFBs and $1.5billion owed domestic lenders as of 2005.The debt relief
measure by the Paris club freed up more resources for social spending in Nigeria (lweala,
2006). For instance, #150 billion was disbursed from debt relief as agriculture loan for
peasant farmers as part of the country’s poverty reduction programme. Part of the relief from
debt forgiveness was also spent on education to repair dilapidated infrastructure and to

establish science primary schools in some selected states in Nigeria. An estimated additional
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three million children were enrolled in primary schools as a result of the expansion of
numbers of primary schools in Nigeria (Iweala, 2012: 3-5). 20 percent of the relief fund was
equally distributed to the local government areas to dig borehole in their communities.
Substantial amount from the relief fund was allocated to the health sector while part of the
amount saved from debt relief was used to vaccinate children against polio and to lunch
awareness campaign on Acquired Immune Deficiency Syndrome (AIDS) scourge in Nigeria
as well as fighting malaria, amongst other areas of debt relief disbursement. To a reasonable
extent it could be argued that Nigeria has utilized substantial part of the money saved from

the debt relief on developmental progamme for the benefit of Nigerians.

However, in spite of her mega debt forgiveness in 2005, Nigeria has accumulated new
line of loans since then owing to dwindling internally generated resources and overwhelming
mismanagement of much of the generated resources (Dike, 2012: 3). This unrestrained loan
accumulation is gradually becoming a potential debt burden to Nigeria. Though the fiscal
responsibly law is still in operation in Nigeria, the main worry is not with the law but with its
proper application as the three levels of government (federal, state and local) in many
instances were found to have persistently engaged in illegal fiscal indulgence including
corruption and bid rigging. Indulgence in corrupt practices and fiscal irresponsibility by many
Government officials have also enthroned more fiscal vulnerability leading to agitation for

new line of loans which is gradually becoming a future debt burden to Nigeria.
Evaluation of Nigeria’s Current Debt Profile

As if confirming the earlier prediction of future debt overhang for Nigeria, the initial
joy over the 2005 mega debt relief for Nigeria was short-lived as the post 2005 debt stock
profile in the country clearly confirmed that Nigeria is back in debt trap with about $44billion

debt stock profile as of 2012 (Dike, 2012:2).See Table 1 and 2 below.
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TABLELZ: Nigeria’s Total Public Debt Outstanding, 2006-2010 (US$ MILLION)

Debt category | 2006 2007 2008 2009 2010
External Debt | 3,544.49 3,654.21 3,720.36 3,947.30 4578.77
(% of share | (20.43) (16.44) (17.39) (15.29) (11.42)
total)
Federal 13,805.20 | 18,575.67 17,678.55 | 21,870.12 |30,514.33
Domestic Debt | (79.57) (83.56) (82.61) (84.71) (76.10)
Service (% of
share total)
States NA NA NA NA 5,006.90
Domestic Debt | -- - -- -- (12.48)
service (% of
share total)
TOTAL 17,349.69 | 22,229.88 21,398.91 | 25,817.42 | 40,100.00
Source: Newswatch, 2012.
TABLE 2: Nigeria’s 20 Years Bonds Issue in 2010
Month Amount (BN) Rate (%)
January 30.00 8.50
February 30.00 8.02
March 30.00 7.00
April 30.00 7.24
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May 30.00 10.00
June 20.00 8.69
July 35.00 10.00
August 41.64 11.00
September 40.00 12.53
Octomber 58.76 14.00
November 41.90 14.50
December 25.00 14.50
Total Amount 412.30 -
Average Borrowing Rate - 10.5

Source: Newswatch, 2012.

The current debt stock reveals a diversification in the structural composition of
Nigeria’s debt stock. While the foreign component of the debt is about $5billion which is
quite sustainable and less worrisome unlike the pre-2005 mega external debt profile, the
current domestic component of Nigeria’s debt profile is more disturbing having stood at $39
billion as of June, 2012. Equally disturbing is the alarming rate at which the country’s debt is
growing. For instance, as at December 31, 2006—just a year after Nigeria was granted a
mega debt relief, the country’s debt stock rose back to $17.34 billion from less than $6
billion. Sixty three months after, Nigeria’s total debt stock has increased by over 150 percent
to $44 billion as at March, 2013. The figure provided by the Debt Management Office
(DMO) in 2013 shows that except for 2006, Nigeria’s debt burden grew progressively from
2006 to 2012. Thus in 2006, 2007 and 2008, Nigeria’s debt profiles were $17.4 billion, $22.3

and $21.39billion respectively (Dike, 2012: 4). The debt profile grew to $25.81 and $40.1
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billion in 2009 and 2010 respectively while the country’s debt stock galloped to $44 billion in
March, 2012. Such high rising debt profile is becoming largely unsustainable for Nigeria with
devastating effect on human security. Another disturbing dimension of Nigeria’s rising debt
profile borders on the fact that while the country’s debt has grown by more than 100 percent
within seven years that is between 2005 and 2012 the national income within the same period
has only increase by 20 percent (Iweala, 2012: 6). For instance, Nigeria’s income from oil
which is her main source of income generation grossly reduced from $115 per barrel to $35

before gradually picking up to around $109 in 2013.

It is pertinent to note further that the sustainability of the current income on oil which
is the main stay of Nigeria’s economy is not totally guaranteed owing to the fact that both
Ghana and Chad have discovered oil in large quantity and their discovery could increase oil
supplies and thus run down global oil price. The USA, Nigeria’s largest oil importer has
indicated it will reduce its oil import by 20 percent in 2014 (Iweala, 2012:7).Such move
could reduce oil income for Nigeria. Lots of oil stealing is going on around the oil producing
areas thus reducing oil income generation capacity for Nigeria. The country is not only
borrowing more money presently but at higher interest rate from official sources. Such
persistent borrowing from official sources could constitute future compound interest rate on
the country which could make future loan service obligations unsustainable. All the above
negative indicators clearly shows that the current national income cannot conveniently
sustain the services of Nigeria’s current debt stock and could only contribute to seeking
further loans to supplement financial shortfalls. Such financial complications have serious

implications on human security in Nigeria.

Implications of Nigeria’s Rising Debt Stock for Human Security
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The high rising debt profiles of Nigeria’s debt stock have direct and indirect negative
implications for human security (Olukosi, 2011). One Such worrisome implication revolves
around the fact that the country dedicates greater percentage of its resources that should
otherwise be used on human development programmes to service debt. Such resource
diversion denies Nigeria enough financial capacity to provide mega employment, financial
empowerment, sound health and credible education to most Nigerians thus exposing them to
structural violence of poverty and ill health. The structural adjustment policies as contained in
the National Poverty Reduction Strategy Paper (NPRSP) as part of debt forgiveness
conditionality has also undermined human security as such policies have imposed the greatest
hardship on many Nigerians. As earlier mentioned, Nigeria was mandated as a precondition
for debt forgiveness to develop a national poverty reduction strategy paper to include a broad
based participatory process that was characterized by public and private partnership

development process.

The country was also required to establish a track record of socio-economic reforms
and sound structural adjustment policies through the IMF and World Bank supported
policies. Within the two conditions for debt relief, the adoption of the structural adjustment
policies has undermined human security in Nigeria having been noted to have worsened the
material conditions of many Nigerians. The IMF and World Bank debt relief conditionality
included the removal of product subsidy which increases the prices of goods and services in
the country beyond the financial capacity of many people thus undermining their financial
security. The removal of products subsidy as conditioned by the creditor nations has led to
the astronomical rise in the price of goods and services thus imposing the greatest hardship
on the people. Such unmitigated sufferings have on many occasions led to public outcry,
protest, riot, lost of lives and property. For instance, some Nigerians lost their lives in

January, 2012 as a result of public protest over an increase in the price per litre of petrol from
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#65 to #140 before the cost was eventually reduced to the current price of #97.The SAP
initiative for debt relief equally included a privatization and commercialization policies
which led to the retrenchment of many Nigerians from their places of work. This negative
trend has largely denied them of job security. The job cut has also cut off much of the
financial lifeline and family financial security of many Nigerians thus denying them the

opportunity to live a life of meaningful and worthwhile existence.

Due to financial insecurity and other considerable hardship from the SAP induced
conditionality for debt relief, many happy homes have disintegrated as a result of frequent
quarrel and physical combat leading eventually to divorce and by extension broken home in
many instances. Some other Nigerian families who are still together as one big family are
feebly patched together while their family lives are characterized by structural violence
which is demonstrated more by overwhelming poverty, frustration, stressful existence and
social vices due to financial hardship. The removal of subsidy on agricultural input,
especially fertilizer as demanded by the creditor nations before granting debt relief to Nigeria

has also undermined the security of many Nigerians.

Many peasant farmers cannot buy fertilizer at the unsubsidized rate leading to poor
farm yield and poor harvest, poor financial returns and dwindling income to secure many
Nigerians from hunger and other basic necessity of life. What has been deduced from
Nigeria’s adoption of the SAP for debt relief is that such programme has led more to poverty
aggravation rather than poverty reduction thus leading to serious threat to human security in
Nigeria. The debt relief induced threat to human security also affect future generation as the
current parents are too poor to give their children sound training and the much needed
financial lifelines to face future challenges without much problem. Many of such neglected
children have become “street” children who find pleasure in terrorizing innocent Nigerians

and by extension undermining their personal security. The intensification of trade
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liberalization policies of the World Trade Organization (WTO); another neo-liberal condition
of securing debt relief has reduced the country’s foreign exchange earnings from trade and by
extension reduced the country’s capacity to conveniently service her debt and still retain
sufficient fund for developmental programmes. This negative financial trend has denied
Nigeria government the much needed additional resources to adequately take care of the
needs of her teaming population including the country’s inability to fund the security sector

adequately for optima protection of her citizens.

Many Nigerians have corruptly diverted much of the loans that are meant for the
development of social infrastructure like the construction of roads and dams into private use.
Such corrupt diversion of loans from the needs of the generality has led to the poor state of
social infrastructure in Nigeria. Many Nigerians have died on the poorly constructed roads
while many public buildings have collapsed on the people thus undermining their personal
security. Huge debt is owed to many private Nigerian contractors for many years leading to
personal fiscal crises, frustration, and eventual death due to such contractor’s inability to

service the loans with which they executed government projects.

Conclusion

Findings from this essay confirmed that the task of developing Nigeria is highly
challenging due to dwindling internally generated resources which is being largely addressed
through the country’s recourse to internal and external loan facilities. Such fund transfer from
both private and public official sources is gradually becoming a debt burden to Nigeria who
is diverting a greater percentage of her development resources to pay debt and thus finding it
difficult to meet up with the development aspirations of most Nigerians and the protection of
their personal security. Nigeria’s debt burden was linked to four major factors which included

an unfavourable historical past that was largely rooted in colonial exploitation, Nigeria’s
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adoption of inappropriate theoretical development framework, the exploitative role of

transnational institutions in Nigeria and internal loan mismanagement.

Nigeria’s high rising debt stock has direct and indirect negative implications on
human security in the country. One Such worrisome implication revolves around the fact that
the country dedicates greater percentage of her resources that should otherwise be used on
human development programmes to service debt. Such resource diversion denies Nigeria the
financial capacity to provide mega employment, financial empowerment, sound health and
credible education to most Nigerians thus exposing them to structural violence of poverty and
ill health. The structural adjustment policies as contained in the National Poverty Reduction
Strategy Paper (NPRSP) as part of debt forgiveness conditionality for Nigeria has also
undermined human security as such policies have imposed the greatest hardship on many
Nigerians.There are many options for Nigeria to escape from debt burden. First, the country
could diversify her economy from oil to other areas of income generating sectors, especially
agriculture to have new sources of income to reduce her reliance on external borrowing. The
country should also diversify from the primary to secondary products to add sufficient value
to her exports in order to attract high income. For instance, the country can add value to her
crude oil by exporting refined crude instead of the current crude export to generate higher
income. There is need for Nigeria to repair her dilapidated infrastructure in order to be able to
compete favourably in the globalization process so as to have more internally generated
income instead of the country’s current reliance on external borrowing. Nigeria need to
improve her good governance rating by blocking areas of corruption and considerable
financial leakages to conserve more funds for development instead of relying on external
borrowing. The enrolment of the above suggestions into Nigeria’s development progammes

could save the country from persistent debt burden.
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