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Abstract

This study is aimed at determining the benefitsotiterwise of the bailout made to states by the ridde
government of Nigeria. It sought to answer thestjoes of whether the bailout was a reward to ioigfficy
and/or depleted the federal government revenue Wibheut any potential benefits; if it followed ampyudent
public policy principles in Nigeria or not; and ert to which the bailout package has resolve thte dtscal
crisis and its effect on state governments’ interegenue bases. With data sourced from the CeBtak of
Nigeria, Federal Ministry of Finance, and other rses, content analysis was employed which led & th
computation of the fiscal sustainability index afch of the states of the federation. Based onub&imability
index, the interpolation of financial data of gawerent revenue revealed that a gap between revemilie a
expenditure should not be immediately fed by degpecially where there are other sources of revavaiable

to state governments. Hence, when a state isfistlly sustainable, an option of debt is not picable. A
conclusion of the study is that ethically, problewslving via bailout funds may be costlier than restied
benefits.

Keywords: Government bailout, Fiscal Crisis, Fiscal Susthility Index, Internally Generated Revenue,
Monthly Statutory Allocation.

1. Introduction

Recent developments in the global economy sincé,2@darticularly in the crude oil market have aféetthe
fiscal operations of many countries including NigerSome of the major events include the disagreéme
between the Organization of Petroleum Exporting r@aes (OPEC) member countries on production levels
and Non-OPEC countries’ unwillingness to cut dowrpooduction. In addition, the Iran’s nuclear dedich is
capable of bringing about 1million barrel per dapd) and its bid to reach its pre-sanction levetmfllion bpd,
have had its toll on several developing economid® overall effect has been negative as shown by th
economic outlook for 2016 in many countries. Offiebal developments aside crude oil includes thesizse in
interest rate by the US Federal Reserve by 25 Ipaséids (bps), the recent slowdown in the Chinememy,
increased migration into Europe and the drive émluced emissions in both developed and develomingtdes

to safe levels by the United Nations.

The effects of those events on Nigeria's econommnot be overemphasized as the economy depends quite
heavily on crude oil. As such, with such low oilgas around $40 per barrel as at December 201&tt#¢adant
effect on the revenue of the country and the f@efar 2016 and beyond seem poor. This may leathdo
witnessing of persistent fall in federal governmentenue, hence, a decline in Monthly Statutorpdédtions to
State Governments. These results in a problengbf fiscal stance coupled with a fall in the capaof states

to generate revenue to meet their expenditures.

In a tight fiscal posture, there is a need to ustded the relationships among levels of governnsstording to
Richard (1959), when considering the division ofgmmental functions and financial relations amtawgls of
government in the context of fiscal federalism,sitimportant to highlight the capacity of each levef
government in terms of their fiscal responsibilEBzonomic stability and just distribution of incoroan thus be
done by the federal government because of itstfikityi in dealing with these problems. Also, becastates and
localities are not equal in their income, fede@lgrnment intervention is needed. This is becausavelfare of
the citizenry becomes important when state failooens and salary and pension arrears especiallyarpaid.
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Furthermore, if resources are well disbursed toltheer levels of government, then it is expecteat tthese
lower level governments are responsible and fulfidlir obligations as at when due. As opined bye©at999,
understanding which functions and instruments &s bentralized and which are best placed in therspof
decentralized levels of government are what fisfederalism entails. Thus, when responsibilities are
decentralized among levels or tiers of governmegrtain benefits are anticipated, such as handégpnal and
local differences; lower planning and administratoosts; competition among local governments whiclude

the citizens so as to encourage political innovegtiamong others.

Despite these benefits however, a weak systenscélfifederalism can suffer from the use of ungkifeiblic
officers by state and local governments; migratibnitizens from regions with bad fiscal systenrdgions with
good fiscal system (as is the case of Lagos dRiwers state among others in Nigeria). Other effece lack of
unaccountability of state and local governmentsdostituents; desire for complete independencéefldcal
governments from the national government. Thesaddantages arise from an improperly managed fiscal
federal system and therefore require that lowegllgevernments be assisted or ‘bailed-out’ in timgfnancial
crisis or financial distress. A bailout otherwisgokvn as financial rescue generally involves anrveietion by a
person or company to help another person or compahyf financial difficulties. It can be described an
informal term for extending the arm of supporthe form of a financial assistance to a company ayumtry or
a lower level government, which is challenged maficial difficulty or even bankrupttyA bailout can, but
does not necessarily, avoid an insolvency process.

A government bailout usually involves the governtngaying or lending money to save a company or strgiu
from failing. For example, the 2008 bailout of tfaling auto industry in the United States involvadarge
corporation that is pivotal to the wellbeing of heconomy. For such big corporations, the centeaikb
calculates the impact on the economy, becausech aubig industry goes out of business then thalssarf
people will lose their jobs and the implications tbat will be huge on the economy. So, if the fatler
government thinks that by helping the states wéllary intervention fund can make it come out ofsadl crisis
then may be it is better for the government to supthese states. However, the bone of contentmrerds
around how effectively the different tiers of gomerent use their existing resources to perform tegjprected
functions and how much bailout is necessary ime tof financial distress as well as, the guarattiae once
they are bailed-out, they would be completely fireen distress. This enquiry is important from thansipoint
of the reasons that have been identified as the causes of fiscal distress. This thus necessitatesntral
government bailout, in which financial assistanggh® government is provided to the states thatama to be
on the brink of collapse. The belief is that withdhis aid, the fiscal crisis would create ripplimgfects
throughout the economy.

This study aims at examining the nature, trendstaseés of bailout in Nigeria in view of the 201&c#l crises,
and in comparison, with other countries. It alsekseto analyze the effects of state bailout onosattand
aggregate economic performance in Nigeria. Theifsignce of this enquiry is to present ways throwgfich

Nigeria can use bailouts to enhance better managenfi¢he risks induced by the fiscal crisis; amivtbailout
fund as an economic policy programme can providésecial welfare benefits to citizens and not cost

The study is organized into six sections. Followihg introductory section is section two which disses the
nature and causes of the Nigeria’s fiscal crisesl the bailout process, while section three focuseghe

literature review, which discusses the theoretigales, and some conceptual issues of bailout dssvehilouts
and soft budgeting constraints. Section four presithe analytical techniques and the data wheezdi®s five

reports the results and discusses the findingssadiion six presents conclusions and lessonsolayp

2. Nigeria’s Fiscal Crisis: Nature and Causes

The fiscal crisis in Nigeria cannot be separatexinfrthe recent global happenings as it contributedhée

increase supply of crude oil in the global oil markwvhich led to the falling global prices thatitga the crisis.
This is because, the falling prices led to expectegnue falls without commensurate expenditurle fakating

a mismatch. It is in light of this that State gaweents in Nigeria were confronted with challengkeisgal crisis,
due to dwindling oil revenue of the government.sThas thus, caused structural changes in the fescdscape
of Nigeria over the recent periods and has causetuftions in both revenue and expenditure overbilisiness
cycle of the economy.

1 www.afarber.com/definition-of-bailout
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Numerous factors are at work in a fiscal crisishsas those, which affects state governments, leukely one is
the State’s over dependence on revenue distriboyethe federal government. This is because thessikae
reliance on these federal transfers limited thert&ffat raising State’s internally generated reeefiGR). Since
the states’ internal revenue was low coupled wiHuced federal grants, to meet up with their firgnc
obligations, the state governments resorted tot4bon borrowing from financial institutions. Asishsituation
progressed over time, the states’ indebtedneswetéirtancial institutions increased which rendarezst of them
to be vulnerable and lowered their credit worthinstatus. As a result, chances of borrowing froenfithencial
institutions became extremely slim, hence theibilitg to honour both statutory and discretionagyments.

In June 2015, the sub-national debt profile wasneséed at $3.3 billion excluding domestic debt kdn view
of this, state governments were heavily indebtetl @mstraint with low levels of internally geneiteevenue
(IGR). As a result, the state governments callecafinancial bailout from the Federal Governmenavert the
consequent economic distortions and growth charfyesther factor that led to the internal revenuertdge is
the mismanagement of the proceeds as it lacks atatulity and transparency. It is reported tha2@14 and 13
states were not regular with the remission of tH@R to the Federal government. This posed a weakanic
outlook for the year 2015 which led to the stafesial crisis. The states involved include Abia,afstawa,
Borno and Cross River. Others are Ebonyi, Edo, Goard Jigawa. The rest are Kano, Kwara, Ondo, @arab
and Yobe. Accordingly, the National Bureau of Stids provides that of these 13 states Ebonyi ajavé have
not reported since 2012 and for Abia, since 201Bewtine others did not report as at June 201%dufition, 19
states reported an average IGR below N10 millioAdh4, which depicts an under-performance. Thghmvn
in figure 1 while similar case of 22 states is mpd in 2015 and is shown in figure 2.

Figure 1: States Internally Generated Revenue, Zb&tbw N10billion)

2014 States' IGR N'billion

Wl 20143 KGR N'biilion

Figure 2: States Internally Generated Revenue, g8dl6w N10billion)
2015 States' IGR (N'billion)

i 2015 K3 R [N'billion)

It is not clear how these things are allowed topespwithin the overall fiscal scheme of the counfrize
inability of these states to be consistent andsfarent in their internal revenue generation andagement can
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only lead to adverse consequences on their inhwbita terms of welfare. Note that the prolonged-payment
of salaries to workers reduces the financial cdapaafi households and their consumption pattern®@nBmic
theory predicts that when consumption expenditaibs,fthere would be a negative effect on consuamet
industrial goods sectors, and these two sectorstitates about 56.3% to market capitalization ige¥ia.

Note that not all the states performed abysmallgaiging their internal revenue. Figure 3, shovet ih 2014,
about 17 states generated above N10 billion eatth kdgos state leading the chart with N276.16 dailliin
2015, figure 4 shows that 14 states had averaged®®e n10 billion with Lagos generating N268.2id
which reveals a reduced amount compared to N27#glllén generated in 2014. There was a generalinedh
IGR in 2015 as compared to 2014. The decline irstate’s ability to generate revenue internally atisbuted
to the global down turn in crude oil prices whiddly affected all sectors of the Nigerian economy.

Figure 3: States Internally Generated Revenue, g91@billion and above)
2014 IGR N'billion

E 2014 IGR N'billion

Figure 4:States Internally Generated Revenue, 2015 (N16bilind above)

2015 IGR (N'billion)

Bl 2015 1GR (N'billion)

sesat

_ ia0gel  laass) 13.35¢ 135 1361

ONDO EADUNA ABIA CROSS RIVER KANC AEWA IBOM  ANAMBRA oYo ENUGY EDO DGEUN DELTA RIVERS LAGOS

Unlike the Federal Government who has the capagityorrow more freely from the capital market ider to
meet its recurrent expenditure especially durirgjadal crisis. State and local governments do @ehsuch
laxity to do same. These lower level governmengsetore bare high debt burden, thereby wallowing fiscal
crisis given their weak capacity to generate reeeinternally. In sum, not all the state governmenthligeria
were caught up in the 2015 Fiscal Crisis web, whigans certain internal rigidities, existed witttie affected
states. The possible causes include poor bookkgepéagligence on the part of the state governirgjesoand
issues of transparency in the management of pdimance, which have great implications for any eeci
economic development and over-dependency on theatgovernment.
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2.1 The Bailout Process

According to the Debt Management Office (DMO), tievernment has attached high priority to addresgiag
fiscal imbalance faced by the states in the Feiberan their assessment,

Due to over 43% fall in international crude oilqgas and a drop of revenue allocation of about 40%e states
has rendered them fiscally irresponsible to thewmpde, so the Federal Government has no optiontthaome
to the aid of the states for a short term fiscab#ization. As a result, DMO proposed a restruotiof state
governments’ loans into Federal Government bontls i§ expected to reduce the debt-service outflod thus
help states to meet up with outstanding paymentsat#ries and pensions. In order for states tosactie
bailout package, certain conditions must be felill The first condition is that the states are etqubto apply
for the programme, and in this instance, twentg¢h23) states requested for the restructuringebank loans
into FGN bonds, which was done in two phases. El€t#&) states made up the first phase, which stibdnihe
necessary and duly completed documentations togetitie their bank balances as at August 14, 201&ekV
these conditions were satisfied, their bank loaasewestructured into a 20-year FGN bond with ¢iffecdate
of August 17, 2015. The remaining twelve (12) statere considered in the second phase and theis lware
accordingly restructured, effective September 04,52

The banks involved in Phase | were fourteen (14) #reir total loans to the eleven States, whichewer
restructured amounted to N322.788 billion. Twelt@)(banks were involved in Phase Il of the restnicy
operation and the total loans restructured was NZ®billion, bringing the total restructured ambfor the
twenty-three States to N575.516 billion. The redtiting was operative using a re-opening of the Hgid
issued on July 18, 2014 and maturing on July 1842The pricing was based on the yield to dathefiond at

a 30-day average, resulting in a transaction yiéld4.83%. Indicators of the impact of the debt agament
operations included a monthly debt service buraérich dropped between 55% and 97%, among the twenty
three States, and an interest rate savings bet3%en 9% per annum (DMO, 2015).

It is expected that the debt restructuring will none the balance sheet of the banks involved asvdak loan
assets of the states would be replaced with the B@ids which are high quality sovereign assetssé monds
are traded on the secondary market and could eroénse benefit to other sectors of the economynwizeled,
since bank loans are now made available to prifiates. The debt service burden of states will alsduce and
help to achieve fiscal balance by states. In sumntae commercial loan-to-FGN Bond plan was onehef
helpful options for short-term fiscal stabilizatjomhich was put forward by the DMO to reduce thbteervice
outflow of states and free resources for them tetnother obligations, particularly clearance ofears of
salaries and pensions.

3. Literature Review
3.1 Theoretical Literature

The theoretical base of this study is the too-bidail theory, which was propounded by Stewart Mukgy in

1984. The "too big to fail* theory asserts thattaier corporations, and particularly financial ihgtions, are so
large and so interconnected that their failure wdag disastrous to the greater economic systemttemidhey
therefore must be supported by government whenfdeey potential failuré.Too big to fail’ may refer not only
to the scale of the activity of the specific finaldnstitution. It also takes into consideratiootty the public and
economic aspects of the whole economy. State aibtising but taxpayers’ money. When the state aectd

rescue a bank, it is de facto weighing the sogidl @conomic consequences of such an action. loabe of the
too big to fail dilemma, it might be more profitablo invest public resources in saving the instituthan to
allow it to fail. Big failures can even lead to t8o They diminish the reputation of the state arghken the
economy. The consolidation and globalization preessvere bringing a lot of benefits of scale far fihancial

sector institutions. The profitability advantageswaditionally strengthened by the arguments thiatgrocess
is risk lowering.

Proponents of this theory also believe that somsgtitions are so important that they should becozogients
of beneficial financial and economic policies frgmvernments or central bankSome economists such as Paul
Krugman hold that economies of scale in banks arathier businesses are worth preserving, so lotigegsare

2"Too Big to Fail, Too Blind to See". www.ssrn.com
3 "What is too big to fail? definition and meaningusinessdictionary.com. Retrieved 2013-04-27.
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well regulated in proportion to their economic dlcand therefore that "too big to fail" status ¢enacceptable.
The global economic system must also deal with ige states being too big to filThe too big to fail

theory argues that big size should increase thslisgaby higher resistance to the shocks. In otiverds, a big

state in Nigeria such as Lagos State, Rivers $tak&ano state should not default, since the thessumes that
they possess the size (economic and political sizefled to withstand a shock. However, a lump-ugtaiés,

considers a default as an aftermath of internaktitral imbalances that became inevitable therebglihg to a
crisis. Also, additionally, higher products rangal aegional diversification should create negativerelations

that diminish sensitivity to local volatilities amack of synchronization in business cycles. Intthees of crisis,

this way of thinking turned out to be wrong. Hugehcial institutions changed their role from maniayers to

market makers. They became the market. As a rélait,accumulated a large systemic risk.

The conclusion is that growing the size should eansreased responsibility. It should be especialijble in
the costs of activity. States in Nigeria that ergay projects should consider cost implications agekenue
concerns so as to avoid largely been negativebctt in times of distress.

3.2 Conceptual Literature

In a tight fiscal posture, there is a need to usidéd the relationships among levels of governmiRithard
(1959) advanced the notion that it is importartighlight the capacity of each levels of governmarterms of
their fiscal responsibility when the division ofygwnmental functions and financial relations amdémgls of
government in the context of fiscal federalism &nly considered. Economic stability and just disttion of
income can thus be done by the federal governmecduse of its flexibility in dealing with these ptems.
Also, because states and localities are not equalkir income, federal government interventionéeded. This
is because the welfare of the citizenry becomesoitapt when state failure looms and salary and ipans
arrears especially are not paid. Furthermore,sbueces are well disbursed to the lower levelsaaegnment,
then it is expected that these lower level govemmare responsible and fulfill their obligatiorssaa when due.
As opined by Oates, 1999, "understanding which tfans and instruments are best centralized andhnie
best placed in the sphere of decentralized levietgowernment” is what fiscal federalism entails.u$hwhen
responsibilities are decentralized among leveltess of government, certain benefits are antiggasuch as
handling regional and local differences; lower piag and administrative costs; competition amongalo
governments which include the citizens so as to@rage political innovations among others.

Despite these benefits however, a weak systenscélfifederalism can suffer from the use of ungkifeiblic
officers by state and local governments; migratibnitizens from regions with bad fiscal systenmrdgions with
good fiscal system (as is the case of Lagos dRiwers state among others in Nigeria). Other effece lack of
unaccountability of state and local governmentsdostituents; desire for complete independencéefldcal
governments from the national government. Thesaddantages arise from an improperly managed fiscal
federal system and therefore require that lowegllgevernments be assisted or ‘bailed-out’ in timgfnancial
crisis or financial distress. In Nigeria, governmiandecentralized into federal, states and locaegnments for
ease of administration and sends development &y @oener of the country, so there are levels ofegpment.
This is usually expected to help government meeuwitip its tasks at federal, state and local govermintevels.
Other countries in recent times have also beenntiedized. Decentralization has been promoted based
different arguments: democracy and good governgvesgrvation of cultural and ethnic identity; awbnomic
rationales (Rodriguez-Pose and Sandall 2008; Kv@dr3R This decentralization of government respaliisés
poses the threat of a common pool problem; a sitwan which the lower level government avoids pafrits
responsibilities and shifts the burden of providmgplic services to the central government.

3.3 Bailouts and Soft Budget Constraints

Shifting of responsibilities by subnational goveents leads a reliance or dependence on the central
governments in what is referred to as soft budgestraint. According to Kornai (1980), when a sutoral
government faces a soft budget constraint, it espachigher-level government to support it in tlaesec of
financial distress. The justification of such exadion may remain unclear; however, it could beebaen
formal institutions or regulations, or on informmahctices. A soft budget constraint creates aqoiatffor lower
level government to engage themselves in increaskdaking and excessive borrowing leading to finent
allocation of scarce resources. This presupposggtib lower level governments may misappropriatt lide
under the principle to call for support from thetral government.

* Paul Krugman "Stop Too Big to FailNew York TimesApril 21, 2010
® Paul Krugman "Too big to fail'New York TimesJune 18, 2009
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It is expected in this regard that the central goreent should establish strict regulations thatatdwelp curtail

lower level government’s level of deficits or bowiag, thereby averting a form of fiscal crisis aglie case in
Nigeria. This may warrant a constraint on deficitson borrowing with measures to eradicate loophaiethe

policy. Evidence from the recent European soverdigt crisis illustrates that this is true for natl or federal
governments as well. Based on the principles of bafigeting constraints, it is evident that bailseems
inevitable, particularly when lower level governrnterare in fiscal crisis because provision of basicial

amenities are indispensable (see, Dewatripont aaskM 1995; Goodspeed 2002; Koreaial. 2003; Rodden
2006). In Nigeria, no specific guideline or poliexists to guide the conduct of bailout, as it exist other
countries. For instance, Dutch law explicitly statlat lower levels of government, which are nagkmable to
balance their books, may apply for a bailout, dmd bailout takes the form of a gift and not a lobnthis

situation, an occurrence of bailout, which is sday this approach, is sustainable. This is becéseDutch

municipalities need to be bailed out, and the tat@lount spent on bailouts is modest. After the ool
municipalities tend to improve their financial sition quite rapidly which does not call for latexilbut. The
bailout system does not appear to give municigalii strong incentive to misbehave, thereby minngithe

moral hazard effects.

4. Analytical Technique and Data
4.1 Analytical Technique

This study is basically historical and the reseatekign is predominantly descriptive in nature. &halysis is
mainly qualitative with the use of secondary datdiscal stance of Nigeria which are presentedbies, charts
and graphs using Microsoft Excel programme. It f@suon states affected by the fiscal crisis, tthelirt profiles
and levels of IGR for the periods of 2014 and 201.&lso looks at the amount of bailout that eatesapplied
for, amount of debt restructured and the bailoubam finally approved by the Federal Government Tharts
and graphs are used to quantify and interpolatentieenally generated revenue (IGR) of states,rth@inthly

allocations, magnitude of state debts, comparidodebts level to fund, amount of salary interventiomnd

disbursed, current basic macroeconomic variablavielir amongst others.

4.2 Data Sources

This study considers the states affected by tlualfisrisis, their debt profile and levels of IGR the periods
2014 to 2015, as well as the amount of bailoutiedpior, amount of debt restructured and amourtadiout
finally approved by the Federal Government. Thdyaimfocuses on secondary data which are souroed the
CBN official website on monthly economic reportgh€r sources include the Ministry of Finance, Gffaf the
Accountant-General of the Federation, National Bur®f Statistics and Debt Management Office (DMO)
Official Newsletter. The data on IGR is sourcedrirblational Bureau of Statistics Quarterly data syrwhile
the average monthly Revenue, Capital and Recukngpenditure of states is sourced from the monthport of
the office of the accountant general. States Dentking and debt restructuring are sourced from Ddvigificial
bulletin.

5. Results and Discussions
5.1 Macroeconomic Stance during the Crisis

Given the fiscal crisis that confronts the econoihys imperative to underscore the behaviour otaie key
macroeconomic variables and their overall impacthencondition. This assessment is necessary beceusn
aggregate demand is adversely affected, investmsfidences, output growth exchange rate, balarfce o
payments condition, among other variables areffaltted.

As shown in Table 1 and figure 5 using quarterliad@2015 showed that there was an increase in brmacky

supply and this continued and even acceleratetiarfdurth quarter. This key monetary aggregaterdszb a

growth of 7.0percent in the last quarter of 201Biclv marked the period when the salary interventiom was

dispatched to the state government. In other wavds;an attribute this development grossly, tolth@ and 8.2
per cent increase in the net foreign assets arat afsets (net) of the banking system, respectiVelgre was a
reduction in the deposit and lending rates of bahkéng the fourth quarter of 2015. The fallingrnigls of basic
market indicators also affected the Nigerian StBgkhange (NSE). The value of money market asseitsgoat

the last quarter of 2015 was N8, 615.72 billiopresenting a fall of 4.6 per cent below the presitmvel.
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Table 1: Macroeconomic Data: December 2014 - Nower2b15

Dec-14 | Jan-15 Feb-15 | Mar-15 | Apr-15 | May-15 | Jun-15 Juk15 Aug-15 | Sep-15 | Oc-15 | Nov-15
=—=Fychange Rate | 18845 | 18178 | 13448 | 197.07 197 197 196.92 | 19697 187 187 19689 | 19699
s Crude Oil Price| 110,19 43.81 58.09 56.69 57.45 65.08 §2.06 5701 47.09 43.08 43.86 4482
Inflation Rate 8 31 81 8.2 812 8.3 34 85 8.6 87 8.76 8.38
====|nterbank Rate| 23.25 8.02 19.78 135 2373 10.63 1125 8.78 29.47 8.66 3.13 0.9

Figure® 5: Macroeconomic Variables’ Behaviour between 28hd 2015
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The Federal Government’s revenue also reduced tBp8ccent, which is at N1, 600.96 billion as cosited
against her budget estimate. Nigeria’s gross aikim stood at N830.81 billion and was lower thae t
expectations designed in the provisional quartbdgiget of the government. This was attributed totiooous
decline in receipts from crude oil/gas export edato incessant fall in global crude oil price. Agaom the oil
receipt, the non-oil receipts also fell below thedget estimate at N770.16 billion. Comparing reeiand
expenditure, the Federal Government’s reservednie/evas N818.39 hillion, while her total expendituvas
N1, 107.51 hillion, which yields a deficit of N282. billion in the last quarter of 2015, which thyislded a
shortfall of N28.87billion in deficit.

Moreover, the end-period headline inflation rateyear-on-year basis was 9.6 per cent, while thatinoh rate
on a 12-month moving average basis was 9.0 per Géet level of demand and supply of crude intecadti
globally was estimated at between 93.95 milliorrdédarper day (mbd) and 95.12 mbd, respectivelyhalast
quarter. Due to the Nigeria’s crude oil producte@pacity and techniques, the mean price of Nigeriference
crude, that is the Bonny Light (370 API), declingg 13.8 per cent which was below the level in thevipus
quarter. A comparison between Nigeria's foreign hextge inflow and outflow through the official ofeth
government (i.e. the CBN) was US$7.14 billion an8%84.76 billion, respectively, which resulted in et n
outflow of US$0.62 billion. On the average, the leeqage rate of the naira vis-a-vis the US dollathatinter-
bank stood at N196.99, but was N238.69 per US dullthe parallel market representing a depreaiatib5.7
per cent. These were not without the activitiegha international scene, which included fall in piices,
increase in dollar value, dwindling economic adyivin China, fluctuating investor confidence in Bpe
amongst others.

Given the above analysis of Nigeria’'s macroeconostacice in 2015 during the fiscal crisis, it isacléo assert
that overall macroeconomic environment remainedjiliea This is because the wheels of the economy
continually slowed down into the New Year 2016. fehe/as a severe strain on the growth rate of tbeaauoy
due to fall in both private and public expendituf@scline in aggregate demand) largely caused déyntipact of
non-payment of salaries at the state and localrgovent levels. This further informed the rate ofiyen-year
headline inflation upward as well as intense pressuthe foreign exchange market. In the bankega, the
performance of the indicators was very poor. Theesned from the liquidity withdrawals due to thepkgation

of the Treasury Single Account (TSA), the extensibthe tenancy of state government loans, andoiues, to

the oil and gas sectors. These ultimately impaifegir financial intermediation roles, adverselyeafed
economic growth and worsened conditions in the etark

® Authors’ computation
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5.2 Fiscal Stance of the States: Recurrent and t@hpkpenditure

The recurrent expenditure of states includes perdorosts and overheads. Figures 6 and 7 showetharent
expenditure of states with expenditure bekaObil and aboveN60bil respectively. 18 states spent less than
N60billion on salaries, emoluments and overheadsosktle 18 states spent aba¥60billion. Katsina spent the
least amount estimated82.29billion while Lagos spent the highest wi#B41.97billion.

Sates’ Recurrant Expendliurn {bolow Re0mn|
...... Stwtas’ ReoseentEspenditure {KSstn ond shous|

—

‘ ’ ’ ¢ ’ . > »
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5.2.1  Capital Expenditure

Capital Expenditure includes expenses on develofahspending and capital projects. Usually, fundsded to
finance capital expenditure by states are driveimamily by bank loans and other associated debts at
unsustainable lending rates. From figures 8 amdr@teen (19) states have capital expenditure bsl80billion
while 17 states have it above N8O0billion Ekiti stéad the lowest at N32.23billion while Akwa-lborat® had

the largest amount of capital expenditure at N2458hi

States' Capital Expenditure [N80'bn and above]

wtapl W
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5.2.2  Average Monthly Shortfall

In an ideal situation, revenue should equal expgareli However, this is not usually the case fortesta
governments in Nigeria. Figure 10 shows the idiedtigaps referred to as shortfalls for each statethe
Average Monthly commitment of 18 states having arall when compared to their revenue.

Figure 10: States with Average Shortfall (Revenupenrditure Gap)

Average Monthly Residual Revenue After meeting Recurrent
Expenditure (Shortfall) N
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Osun state has the highest amount of shortfallontily commitment i.e. salary and pension arreatis about
N3.5billion. Plateau, Ogun, Nasarrawa, Oyo follothgss and Bayelsa states who also have high amolunt o
shortfall (i.e. inability to meet up with their mitty commitment each month). This could thus prothetneed

for debt financing. However, debt financing hasrbelentified as a means of meeting basic capitpiirements

of the states and not necessarily salary and peasrears. Thus, not all states with identifiedriatl as above
are expected to opt for debt financing. Figure @xshthe debts of states.

5.2.3  State Governments’ Debts
From figure 11 and 12, Yobe state has the leasuatmaf debt at N7.8billion while Lagos state has kighest
amount of debt, which stood at N500.8billion.

States with Debts above NGN4Obillion Sntes with Dabis below ROME0HITHom

A0 VG

0100040 D30 28

.
0ML00C 406 0006
| |||||I
_ Ilillllllu-- ' II

Figure 11: States Wlth Debts #40billion Flgure 12 States with Debts*40billion
5.3 States’ Fiscal Sustainability Index

In order to further comprehend whether the baifmatkage encouraged inefficiency and/or depletedeitieral
government revenue base without any potential litsreafid how it has helped resolve the state fisgals, this
research analyses the fiscal sustainability indesagh state. This interpolation of financial datayovernment
revenue, debt, and expenditure is necessary afoihis the basis for which bailout were given.l#oaenriches
the policy recommendations and conclusions in syles® subsections of this research. This is becduse
revealed that a gap between revenue and expendtiordd not be immediately fed by debt, especiaihere
there are other sources of revenue available te gtavernments. Hence, when a state is still figcaistainable,
an option of debt is not viable. The sustainapiiitdex is an interaction index that ultimately swters the
overall revenue base of each state during thelfisisas, its expenditure profile and total delucit

The study employs the following fiscal sustainapilindex measure as used by BudgIT of States (2015)e
indices are defined as:

Index A = Recurrent Expenditure / IGR+DerivationHVA

Index B = Recurrent Expenditure / Total Revenue

Index C = Total Debt Stock / Total Revenue

Sustainability Index = (Index A x 35) + (Index B5R) + (Index C x 15)
100

Scores =100 / Sustainability Index

" BudglT Policy Document, 2015. Available at www.ybudgit.com
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The formula above is used to compute the sustdityaibidex of all the states in Nigeria, and thersnary of the
indices is reported in Table 2 with the amounttaf bailout fund applied for and the amount dishditeethe
state governments. Figure 13 is also derived frabiel2.

Sustainability Index
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Figure 13: States’ Fiscal Sustainability Index
Table 2: Summary of States’ Fiscal Sustainabililyex and Release of Bailout Funds

States Fiscal Bailout Fur_1d_ Applied| * Intervention_ _Fund
Sustainability Index Approved (N’billion) Released (N'billion)

RIVERS 14.85 0 0

LAGOS 11.33 0 0

ENUGU 8.9 4.21 4.21

DELTA 8.81 79.84 10.94

KATSINA 8.53 3.30 11.086

AKWA IBOM 7.74 0 0

EBONYI 6.89 4.06 8.52

BAYELSA 6.79 1.29 0

EDO 6.45 15.07 15.58

ONDO 6.07 14.69 14.69

KANO 5.71 0 20

NIGER 5.64 4.31 6.90

ABIA 5.62 14.15 14.1

ANAMBRA 5.62 0 0

JIGAWA 5.46 0 0
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BENUE 5.23 38.91 28.012
IMO 5.14 63.91 26.81
KEBBI 5.07 690 7.08
CROSS RIVER| 4.96 7.86 7.86
KWARA 4.95 19.92 4.32
KOGI 4.9 51.65 0
KADUNA 4.79 0 14.30
SOKOTO 4.68 10.09 14.093
(0)40) 4.61 35.71 26.61
TARABA 4.43 0 9.4
GOMBE 4.36 16.46 11
YOBE 4.27 0 0
OGUN 411 75.40 18.92
ZAMFARA 3.9 10.02 10.02
BAUCHI 3.77 15.10 8.61
ADAMAWA 3.72 2.38 9.58
EKITI 3.65 28.40 9.6
BORNO 3.28 7.68 7.68
NASSARAWA | 2.9 8.32 8.32
OSUN 2.81 123.59 39.98
PLATEAU 2.75 5.36 5.36

* Source: Central Bank of Nigeria

From the foregoing, Rivers, Lagos and Enugu hedldedsustainability index. This makes them top thedf
states performing above average in fiscal sustdityablrhis makes them capable of handling thescél
responsibilities during the crisis. This sustaifigbindex as a measure of fiscal performance dyutime fiscal
crisis of 2015 shows the ability of the revenueagated and amount centrally collected to meet up salary
payments and pension arrears. This is done togetiter a debt-to-revenue ratio for states that opfed
increased debt financing during the crisis. Howgewdth a poor economic outlook as a result of tleif global
price of crude oil, revenue from the Excess Crudeotnt fell and led to increased debt servicingbility to
pay salaries, pensioners and project contractamsn Ehe analysis of the fiscal stance of statesyr@bBorno,
Yobe and Osun states performed poorly as indidayatie fiscal sustainability index.

5.4 Implications of the Bailout

5.4.1 Moral Hazard Effect of the Bailout

There are incentives for every economic activityaircountry, and for this particular case of bailautboth
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private and public level are likely to generateialhe undesirable incentives. This is because m@tinaous use
of bailout in times of fiscal crisis give agente thpportunity and capability to predict that bafloll always be
granted whenever the conditions occur. These eafens for a bailout package could also come wébative
or adverse behaviour. Given the prevailing econatriacture of a country where market anticipates ifhiquid

firms or insolvent state governments will get adaati it is possible to expect that the existingewen potential
creditors will not morally take care of the liquigiof borrowers’ assets, leading to recklessneshénway and
manner management or state governors handle ligusbues. In this regard, credit risks are inappetely
handled by recipients of bailout packages.

As a result of this, state governors are encourdgedxercise their revenue and expenditure sitnatitm
somewhat reckless manner so as to benefit fronseueepackage which may reduce their cost of crédit.
simultaneous of many states in a country may leatlé phenomenon of “two-big-to-fail” problem whichthe
concern here. It is therefore reasonable to dethategiven the large number of states which wefectdd by
non-payment of workers’ salaries, retirees’ pensiand huge debts (i.e. 28 out of 36 states repieger8% of
the economy), the states may have colluded in eleltbly creating the situation, so that they cajoyethe
bailout package and a reduced credit cost.

5.4.2 Bailout and Political Considerations

It comes with grave concern if the federal governindecides to be unfair in issuing bailout to state
governments in a fiscal crisis. This is becauseféderal government has monopoly over funds and #uts as

a lender of last resort to the state governmerits.cbst of such decisions may vary and could be riiam that

of the moral hazard on the state and the entira@ug. The federal government may also discriminatte
sharing process for political motives. Thus, tdheitreward loyalty of political affiliation or pusth opposition
states. As a result, the issue of distributionath&ss in the bailout programme is a concern fisr study. Figure
15 depicts how the salary intervention fund wascalted to the states given the dominant politicatypof the
states.

STATES' POLITICAL PARTIES AND SALARY INTERVENTION FUND (&4)
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Figure 15: Political Parties of States and the Sglintervention Fund

From figure 15, states affiliated to the ruling tyafAPC) received relatively higher amounts tharofple’s
Democratic Party (PDP) states. It is importantdteralso that Bayelsa which is a PDP state, appligdvas not
given as well as Kogi state which is APC, perhdyey tid not meet the conditions. However, Kaduremd<and
Taraba states did not initially apply but got théasy intervention fund.

6. Conclusion and Lessons for Policy

Global events in recent times, particularly thdirigl crude oil prices which hit a record low of bel $40 per
barrel in 2015, has affected the fiscal operatminmany countries. Nigeria’s economy heavily degeod crude
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oil exports, as such adverse effects of the intemal crude oil market have generated immenséscnikere the
federal government’s revenue transfers to the statelocal governments drastically reduced. Théeatad a
situation where the lower level governments cowtimeet their financial obligations even for citiones like
salary payments, pensions and interest paymentsaavember of months. As a result of the seveifithe crisis,
on the economy, the federal government consentéitktoall and rolled out a bailout programme far $tates.
This study therefore, examined the federal goventiméailout programme in tackling the distressiaiton of
the states. The study generally aims at ascertathi;m nature and the antecedence of the crisesiperct of fiscal
activities of the states. Using qualitative apploand constructing indices of debt sustainabilftgach state in
order to establish their vulnerability conduct tngalysis. Graphical trends and tables are useditim® the
fiscal performances of the states and the bailond fdistribution of the federal government. The nmdata for
the analysis is obtained from the DMO and the CBNvall as the Central Bureau of Statistics.

The findings indicate that some states were figealbtainable as they have internal capacity tegeea revenue
to meet their financial obligations. In additionpsh of the states were found to be negligent inagamy their

internally generated funds as there are no propesumtability and transparency in the managementgss.
Also, there were clear evidence to support therigaethat the bailout fund was allocated to theuimbent
governments’ politically aligned states, as thearigj of states which received the salary interi@nfund were
APC dominated states. It is however, critical tdenthat the bailout programme is not sustainabkd rzat a

prudent economic policy, particularly for Nigeri@dause it has the tendency to cause the statestsefit

mobilizing internally generated funds to reduceeTdailout in the form of loan restructuring of th&ates’

indebtedness to the banks helped to strengthefinticial standings of the lending institutions.wéver, states
considered the gesture as an incentive to conthaumwing and they do this without any regardstf@ risk

involved.

In view of the above, the study provides the follogdessons for policy:

(i) bailout funds should be given only when there istexpic fiscal crisis where a particular state canno
access credit from anywhere and in any form. Thauld/ go a long way to reduce future
recklessness on the part of the states.

(i) Bailout funds should go together with “haircuts” eveby higher interest rates and other charges are
imposed on the states as punitive measures to esdkarcreditors (banks) and the tax payers
(Nigerians). This should discourage state govermsndrom engaging in high risk financial
transactions.

(iif) Federal government should desist from politicalsiderations in allocating bailout funds and anyeoth
common national resource and allow the principlésequity and efficiency to guide the
distribution. To achieve this, an independent cotta®i should be constituted to undertake the
allocation.

(iv) State governments should be encouraged to inctbagelnternally Generated Revenue (IGR) and
reduce their dependence on the allocations fronfFtueral government. This could be achieved
through effective local tax administration by statel local governments and building the technical
capacity of the personnel in internal tax revenwdbitisation as well as enhancing the tax bases of
the affected states.

(v) Additionally, the study proposes a controlled exgigme by the states so as to close the deficisgap
that has become a common feature in fiscal opa&staf the states. In this regard, recurrent
expenditure should be reduced while capital exgargli on ventures that would vyield
infrastructural transformation should be encouraged
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