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NIGERIA: SUSTAINING THE MOMENTUM FOR REFORM

EXECUTIVE SUMMARY

1. Since 2003, Nigeria has been carrying out an ambitious agenda of reforms. The most
far-reaching of these was to base the budget on a conservative reference price for oil, with
excesses saved in a special account. Other significant reforms were launched in public finance,
banking, oil and gas, power, telecommunications, ports, steel, and mining. The economy
responded with strong growth between 2003 and 2007, but slowed in 2008, in the wake of the
global economic crisis. The Nigerian economy remains dominated by oil, which accounts for 95
percent of export earnings and 85 percent of government revenues; with oil prices dropping to
roughly one-third of their 2008 peak, the near term prospects for economic growth and fiscal
balances have weakened.

2. Nigeria faces significant short-term challenges. The global economic crisis is affecting
the economy through decreased international financial flows—direct foreign investment, private
foreign lines of credit, and remittances—as well as alower price of oil, which has a large impact
on Nigeria strade and fiscal balances.

3. Medium term development challenges are equally large, however. Poverty is significant
in Nigeria, and reducing it will require strong non-oil growth and a focus on human
development. Constraints have been identified to enhancing growth, including the investment
climate; infrastructure, incentives and policies affecting agricultural productivity; and quality and
relevance of tertiary education. In spite of successful initiatives in human development, Nigeria
is off-track for meeting most of the Millennium Development Goals (MDGs), with a particular
focus required on Northern Nigeria

4, Underpinning these challenges is the core issue of governance. While Nigeria has
undertaken important governance reforms—in public financial management, in reducing public
corruption—improving governance remains the main challenge at al levels of government, and
in particular at the state level. Fiscal decentralization provides Nigeria's 36 states and 774 local
governments considerable policy autonomy, control of 50 percent of government revenues, and
responsibility for delivery of public services. Capacity is weak in most states, and improving
governance will be along term process.

5. The donor partnership is expanding under the second phase. Based on good experience
under the previous country partnership between the Bank and Department for International
Development (DFID), this strategy will include the Bank Group, DFID, United States Agency
for Internationa Development (USAID), and the African Development Bank (AfDB). The
Country Partnership Strategy (CPS) partners account for over 80 percent of Nigeria's
devel opment assistance.

6. The CPS covers FY10-13 and focuses on three themes to transform and diversify
Nigeria’s economy: (i) improving governance; (ii) maintaining non-oil growth; and (iii)
promoting human development, identified by the Government and reaffirmed in the stakeholder
consultations. To achieve better governance, the new CPS will focus on how Bank group and



partners can help the government strengthen its own systems over the long term—going beyond
fiduciary controls over our own funds given that we are a small player in Nigeria. Governance
will be both a core theme and a cross-cutting theme, an integral part of virtually every form of
support. Each partner will focus on these three areas, with varying degrees of emphasis. The
partnership will also provide support to the government to deal with the impact of the global
crisis.

7. Overall governance is central to this CPS. Governance support will be addressed in five
areas: (i) transparency and accountability; (ii) participation; (iii) sector governance; (iv) capacity
development; and (v) judicial reform and democratic governance. All partners will engage in
strengthening government systems to improve outcomes in human development and growth, but
in the interest of selectivity, only DFID and USAID will focus on judicial reform and democratic
ProCesses.

8. Maintaining non-oil growth will involve focus on sector governance and targeting
interventions in: (i) infrastructure to support growth clusters; (ii) promoting private sector
involvement by investment climate improvement through efforts to streamline bureaucracy in
areas such as land registration, planning approvals and building permits (DFID support to land
registry and Joint World Bank-DFID Investment Climate Assessments); (iii) technical and
vocational education to address the skills gap in employment-intensive value chains (sub-
sectors); and (iv) reducing import bans and high tariff barriers. The International Finance
Corporation (IFC) will seek opportunities in agribusiness and infrastructure (power), and
diversification within the financia sector. The elements prominent in IFC strategy are: (i)
advisory services to improve the business environment; (ii) diversification within financia
markets to new product lines such as trade finance, housing finance, insurance, small and
medium enterprise finance and increased power generation and distribution, developing local
fixed income capital markets and credit bureaus.

9. Support for human development will aim to improve access and utilization of services.
Support to education will have a particular focus on girls' education in the North, while in health
the priority will be on support to maternal and child health. Partners will also support vertical
disease programs on a more modest scale than in the past and with greater emphasis on health
systems. The partnership will aso focus on increasing the access and utilization of services by
the extreme poor and vulnerable.

10.  To support Government’s response to the global financial crisis, the Bank is preparing
a Development Policy Operation (DPO) of $500 million for approval in early FY10. The
proposed credit is intended to provide budgetary support to the Federal Government of Nigeria
(FGN) to offset the fiscal impact of the crisis and support the government in maintaining its
current economic reform path in the financial sector, fiscal policy and management, and
governance. IFC is undertaking initiatives, including an examination of the capital requirements
of selected banks, and potential equity investments by the Bank Capitalization Fund, one of the
IFC crisis response initiatives.

11. Partnership assistance at the Federal level will be across all three pillars. In

governance, for example, support will continue for on-going initiatives to strengthen
procurement, public financial management, civil service reform, and statistical capacity building.
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Under non-oil economic growth, the partnership will engage in policy dialogue and projects such
as DFID’s and Bank’s joint Growth and Employment in States (GEMS) project and USAID
projects including MARKETS Il and Trade Capacity Development. Under human development,
the partnership will focus on the social safety net agenda, both to respond to global crises and to
improve targeted programs such as the Conditional Cash Transfer program (CCT) and the Y outh
Empowerment and Employment Program.

12. The lead state approach to concentrate resources in a few performing states in the
previous CPS raised issues, in particular of geopolitical balance among Nigeria’'s six zones.
For this CPS, partners will no longer seek to agree on a single set of lead states among all
partners. Rather, state selections will be based on states' needs, agreement with Government,
state level governance capability and commitment, geopolitical balance (across all six zones),
and existing state programs.

13.  Lending instruments will be tailored to the conditions of each state. In states with poor
human development indicators, for example, but with weak public sector, the partnership will
continue to use project-based lending and grants. In states with a stronger track record on
governance/fiduciary systems, the partnership will develop state-wide sector programs for
financia and technical support. In the Niger Delta, the partners have been seeking opportunities
to work with state governments demonstrating commitment to reform and better governance.
The Bank and USAID are currently implementing Community Driven Development (CDD)
projects in the core states of Niger Delta and the Bank has recently had a good discussion with
Bayelsa state. The partnership will consider supporting a process of harmonizing national CDD
approaches.

14.  Drawing on experience of other countries, governance could be addressed by use of
State Development Policy Operations (SDPOSs). In states that have arelatively good track record
on public sector reforms, a reasonably strong fiduciary system and low debt levels, the Bank will
consider the use of SDPOs, possibly twinned with Technical Assistance (TA) operations; other
partners will consider moving to programmatic support. Providing reformist states with DPO
support could also provide incentives for other states to follow their example, even if the DPO
amounts are relatively modest compared to the states' other resources.

15.  Partnership support. The indicative amount from the International Development
Association (IDA) over the FY 10-13 period is $4.5 billion. DFID is proposing to incresse its
support in FY10-11 to £120-£140 million per year, AfDB has a loan of UA80 million in its
lending program, and USAID has not yet defined the financial envelope. Partners will focus on
all three pillars but selectively under each pillar. In many areas, partners will work jointly (DFID,
USAID and the Bank in investment climate, enterprise development, health systems, HIV/AIDS,
girls education in Northern Nigeria; and with AfDB in energy and transportation). Further
integration of trust fund activities will be expanded over the CPS period.

16.  The partnership strategy for Nigeria contains a number of risks. The magnitude and
duration of the impact of the globa financial crisis on the Nigerian economy is uncertain.
Second, the risk of policy reversals or reform slowdown must be taken into account. The
deterioration in the law and order situation in the Niger Delta could shift the government’s focus
from economic matters, as could the upcoming presidential and legidative elections in 2011.

vii



These risks can be mitigated by ensuring broad support for programs both at Federal and state
levels and strengthening government institutions so that success becomes less dependent on
individuals, but the presence of strong champions within the government will also be important
to maintain a steady pace of progress in reforms, as well as sustained efforts to end militancy in
the Delta.
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NIGERIA: SUSTAINING THE MOMENTUM FOR REFORM

l. COUNTRY CONTEXT
A. Political Economy

1. The last decade has been the first period of continuous democracy in Nigeria. Since
independence, Nigeria has experienced a series of military regimes, a devastating civil war and
several democratically elected governments unable to complete their terms in office, until 1999,
when President Obasanjo was elected, and then re-elected in 2003. With the election of President
Yar Adua in 2007, one democratically elected government handed power over to another for the
first time in Nigeria's history. Recent violence over local elections point to continued tension,
however, in many areas of the country.

2. Nigeria emerged in 1999 from a long period of mismanagement and important reforms
were enacted from 2003. Before 1999, successive governments at Federal, state, and local levels
systematically mismanaged the economy. Starting in 1973, export revenue and government
resources were dominated by oil revenues, which increased more than nine-fold over a seven
year period. Successive regimes spent the large budget receipts when oil prices were high and
did not reign in spending when oil prices were low, resulting in boom-bust cycles, macro
instability, and massive accumulation of debt. Although large investments were made in the
1980s and 1990s in infrastructure and services, corruption was rampant, infrastructure was not
maintained and services deteriorated. Poverty increased, and social indicators declined or
remained stagnant. Nigeria's outlook was bleak. After the peaceful transition to democracy in
1999, and especially after 2003 with the adoption of widespread reforms, this outlook changed.

3. From macro-management to sector reforms, the agenda was ambitious. The most
fundamental reforms were in fiscal management. In 2003, a team of technocrats introduced far-
reaching changes in Nigeria s planning, budgeting and financial management system, and took
firm steps to deal with corruption. Most importantly, Nigeria's budget was de-linked from
fluctuations in oil revenues by introducing in 2004 a budget system based on a conservative
reference price for oil, with excesses saved in a special account (the Excess Crude Account
(ECA)). The largest debt relief in the history of the Paris Club was secured for Nigeria in 2005,
providing fiscal space to increase social expenditures. Other ambitious initiatives were launched
to increase transparency and to reduce corruption in the management of public finance and civil
service reform was begun, although progress in this area has been mixed. The Economic and
Financial Crimes Commission (EFCC) successfully convicted high-level politicians of
corruption and recovered embezzled funds.! Significant sector reforms were also undertaken,?

! Between 2005 and 2008, for example, convictions increased from 20 to 200 cases and recovered assets from less
than $1 billion to more than $5 billion, but this momentum has not been sustained.

2 Nigeria was among the first countries to adopt and implement the Extractive Industries Transparency Initiative (EITI) to
improve governance of the oil and gas sector; an audit of the sector from 1999 to 2004 was carried out, although
recommended reforms have not yet been implemented. In the financial sector, banking supervision was strengthened and the
banking system was consolidated. The telecommunications sector was deregulated and the power sector was unbundled into
18 companies for generation, transmission, and distribution. Privatization and concessioning were initiated in the ports, steel,
mining, and petrochemicals sectors. The pension system was replaced with a fully-funded contribution system.



but important gaps remain between legislation and implementation and progress has not been
steady. Significant challenges remain at both the federal and especially the state levels.

4. Economic performance in 2003 to 2007 was strong. The success in de-linking the budget
from the fluctuations in oil revenues was central to the turnaround in Nigeria's economic
performance. Public expenditures were contained, budget deficits were turned into surpluses, and
inflation rates of 40 percent per year in the 1990s were reduced to 14 to 18 percent in 2001-2005 and
to singledigitsin 2007.

5. The non-oil economy grew rapidly. Benefiting from the reforms, the non-oil economy grew
by 9 percent per year in 2003-07, in contrast to 3.5 percent per year between 1997 and 2000 (see
Table 1). Growth was driven largely by the agriculture and services, which dominate the economy,
with particularly strong growth in general commerce and tel ecommunications.® While manufacturing
has aso grown rapidly, its contribution to the Gross Domestic Product (GDP) is modest, a some 4
percent. This growth likely occurred independently of the high oil prices during the period, because
the adoption of an oil—price based fiscd rule since 2003 de-linked expenditure from oil prices.

Table 1: Key Economic Indicators, 1997-2008
Average annual percent

1997-2000 2003-07 2008
GDP growth* 2.9 7.6 5.3
GDP non-oil growth 3.5 9.0 7.7
Agriculture 4.2 7.0 6.8
Manufacturing 0.1 9.2 8.8
Services 3.2 13.6 9.0
Inflation 8.0 12.0 11.2

*A statistical break in national accounts distorts growth rates for 2002; 2001 and
2002 data are therefore excluded from this table. 2008 is estimate.
Source: IMF.

B. Recent Macroeconomic Developments

6. Following robust growth in 2007, Nigeria's economic growth decelerated in 2008, in
the wake of the global economic crisis. The GDP grew by an estimated 5.3 percent in real terms
in 2008—compared with 6.4 percent in 2007. Oil output declined by 5.5 percent—owing to
growing unrest in the Niger Delta. However, non-oil growth remained buoyant at 7.7 percent,
reflecting growth in all sectors of the economy.

7. The overall fiscal balance of the consolidated government in 2008 was a robust 4.9
percent of GDP. Total consolidated government expenditure in 2008 fell marginally from 29.5
percent of GDP in 2007 to 27.8 percent in 2008. While federal government expenditure is
estimated to have fallen from 15.9 per cent of GDP in 2007 to 13.5 percent in 2008, states and
local government expenditure is projected to have risen from 12.4 percent to 13.8 percent.

8. The federal government was effective at resisting pressure from the states to share
savings from ECA. In thefirst half of 2008, atotal of $6.8 billion was shared from the ECA with
states. Also in June 2008, $5.3 hillion from the ECA were allocated to the power sector, but the
necessary approvals have not yet been given by al state legidatures.

% Shares of agriculture and services in GDP are 40 percent and 30 percent, respectively.



9. In 2008, inflation increased well above the single digit range, reaching 15.1 per cent
(year-on-year) in December. This hike was due not only to the increase in food prices during the
year, but also a rise in core inflation, reflecting the rapid expansion of liquidity. Monetary growth
continued to accelerate in 2008, largely due to an increase in credit to the private sector,
concentrated in a few sub-sectors: oil and gas, telecommunications, and wholesale and retail
trade, although individuals and households increasingly benefited from consumer and mortgage
credits. Credit growth slowed significantly at end-2008 as a result of the global economic crisis,
which affected both foreign trade credit lines to Nigerian banks and Nigeria' s stock market, to
which Nigerian banks are exposed.

C. Impact of the International Financial Crisis

10.  Nigeria's economy is affected by the global financial crisis through falling commodity
prices, reduced net capital inflows (in particular foreign direct investment (FDI) and
remittances), and the drying up of trade finance and international lines of credit. Oil continues
to play a dominant role in the Nigerian economy. The fall in oil prices from a peak of $147/bbl in
July 2008 to around $40/bbl presents tremendous macroeconomic challenges for Nigeria.
Although oil revenue has been managed carefully over the past years with government building
up savings in the ECA, falling oil prices, production problems, and the deteriorating fiscal
outlook have reduced international confidence and triggered a reduction in Nigeria's sovereign
credit rating outlook. Also, large portfolio outflows beginning in early 2008 had triggered a
decline in the stock market which further accelerated in the wake of the crisis. The smaller oil
revenue inflows, weakening confidence, and lower net capital inflows have put increasing
pressure on the Naira, further deterring investments. In combination, these factors led to liquidity
pressures within the banking system in late 2008 and the first months of 2009. Confidence in the
banking system has eroded due to concerns about the true level of capitalization of the banks and
the impact of the slowdown in growth of the stock market on asset quality. Recent years' growth
in the banks' lending portfolios also presents a challenge to the banks in managing their credit
risks and to the authorities in ensuring adequate reporting and disclosure by the banks. The CPS
addresses these concerns both through the policy actions relating to bank accounting, reporting
and supervision which are central to the proposed DPO as well as ongoing and intended further
policy dialogue and technical assistance support to the authorities.

11.  Non-oil growth projections have been revised substantially downwards to 4 and 3
percent in 2009 and 2010, respectively, from 7.7 percent in 2008, thus ending the sustained,
broad-based expansion that Nigeria enjoyed since 2001. Compounded by the continuous decline
in oil output, overall growth in 2009 and 2010 is expected to fall to 2.9 and 2.7 percent
respectively, down from 5.3 percent in 2008. In addition to falling commodity prices, the growth
outlook reflects the impact of the anticipated second-round effects of the global economic crisis
on Nigeria, as declining remittances and FDI inflows lead to a weakening of aggregate demand.

12.  Nigeria’ scurrent account balanceis projected to move from a surplus of 4.5 percent of
GDP in 2008 to a deficit of 9.0 percent of GDP in 2009 and 3.5 percent of GDP in 2010,
reflecting significantly lower oil export earnings. External reserves are projected to continue to
decline from a peak of $62 billion in September 2008 to $39.6 billion (about 8.8 months of
import cover) by end-2009 and $37 billion (about 7.5 months of import cover) by end-2010.



13.  The fall of oil prices and declining capital inflows have led to a substantial reduction in
foreign currency inflows and triggered a depreciation of the exchange rate. In an effort to stem
the depreciation of the exchange rate, the Central Bank of Nigeria imposed temporary exchange
restrictions in January 2009 and suspended the operation of the interbank foreign currency
market. These measures have had the effect of stabilizing the exchange rate in the Central Bank
official window. However, they have also resulted in increased activity in the parallel market for
foreign exchange: between end-November 2008 and end-March 2009, the spread between the
parallel market and the official rate was about 38 percent, but recently it has declined to around
24 percent. The Central Bank also imposed caps on lending rates, a measure that could distort the
credit markets and erode confidence in the government’s policy responses to the crisis. The
Central Bank has recently announced that it will eliminate restrictions within 3 months, including
through the liberalization of the foreign exchange market, the licensing of bureau de change, and
other measures.

14.  The overall fiscal balance is projected to turn from a surplus of 5 percent in 2008 to a
deficit of 8.4 percent in 2009 and 3.4 percent in 2010 (see Tables 2 and 3). The projected
widening of the fiscal deficit is based on a conservative oil price of $45/bbl. The primary balance
as a percentage of non-oil GDP is expected to improve from 27.8 percent in 2008 to 25.1 and
22.0 percent in 2009 and 2010 respectively, reflecting the fact that much of the increase in the
overall deficit is due to higher capital expenditure. In response to the crisis, the 2009 budget caps
recurrent expenditure, and makes a determined effort at targeting major growth bottlenecks
through higher allocations for capital spending in priority sectors. In percent of non-oil GDP,
recurrent expenditure will decline by 1.3 percentage points in 2009 reflecting cuts in overhead
expenditure (reduced international travel and transport, workshops, and meal entitlements).
Capital expenditure will increase by 2.4 percentage points of non-oil GDP in 2009, mostly in the
area of works, housing, agriculture, transport and power.

Table 2: Key Economic Indicators, 2008 and 2009

2008 2009
(Estimate) (Projected)

Average annual percent

GDP growth 5.3 2.9
Non-oil growth 7.7 4.0
Fiscal balance/GDP (%) 4.9 -8.4
Current account balance/GDP (%) 4.5 -9.0
External reserves (months of imports) 11.3 8.8
External debt/GDP (%) 2.1 3.0

Source: IMF World Economic Outlook, April, 2009.

15. Financing the 2009 budget will meet significant challenges. Financing needs for the
federal government are estimated at Nigerian Naira 1.2 trillion or $8 hillion (at the official
exchange rate). The government has already decided to draw $1.5 billion from the ECA. The
government is committed to exercising considerable caution in the use of the ECA to avoid its
rapid depletion, since withdrawals must be shared with other tiers of government and could lead
to sharp increase in overall government outlays that may result in a decline in foreign reserves,
putting further pressures on the exchange rate.



Table 3: Key Economic Indicators, 2010-2013

Projected

2010 2011 2012 2013
Real GDP Growth (at 1990 factor cost) 2.7 4.9 5.8 6.3
Oil and Gas GDP Growth 0.5 54 7.3 6.4
Non-oil GDP Growth 3.0 4.8 55 6.3
Production of crude oil (million barrels per day) 2.02 2.12 2.25 2.39
Consumer price index (annual average) 10.1 8.5 8.5 8.5
Overall fiscal balance (percent of GDP) -3.4 -2.4 -1.4 -0.7
Non-oil primary balance (percent of non-oil GDP) -22.0 -22.3 -22.6 -22.7
Excess crude account (US$ billions) * 16.1 14.0
Current account balance (percent of GDP) -3.5 -2.7 -1.8 -1.6
Terms of trade 18.8 5.8 2.3 0.8
Price of Nigerian oil (US$ per barrel) 62.5 67.5 70.5 72.5
External debt outstanding (US$ billions) 55 6.1 6.7 7.2
External debt outstanding (percent of GDP) 2.9 3.0 3.0 3.0
Gross international reserves (US$ billions) 37.0 39.5 44.2 49.1
(equivalent months of imports of goods & services) 7.5 7.5 7.9 8.3

Source: IMF staff estimates and projections.
! Including the naira-denominated component.

D. Macroeconomic Outlook: CPS Period (2010-2013)

16. Nigeria’s economy is expected to follow the world economy in a gradual recovery
starting in 2010, helped by fiscal stimulus, monetary easing and financial sector measures.
Real GDP growth is projected to improve from 2.7 percent in 2010 to over 6 percent in 2013
with non oil growth at 6.3 percent in 2013 (see Table 3). Following the expected strengthening of
oil prices over the period, overall fiscal balance would improve from a deficit of 3.4 percent in
2010 to 0.7 percent in 2013, while the external balance will improve from a deficit of 3.5 percent
in 2010 to 1.6 percent in 2013. Gross international reserves are projected to increase from $37
billion (7.5 months of imports) to $49 billion (8.3 months of imports).

E. Progress Towards MDGs

17.  Nigeriais currently off-track in achieving most of the MDGs." Table 4 shows Nigeria's
current status on the MDGs and likelihood of attaining the 2015 goals. National statistics also
mask strong regional variations; progress towards the MDGs is slowest across Northern Nigeria.

18. Nigeria aims to achieve universal primary education and gender equality at the primary
level by 2015, but significant challenges remain. Primary school enrollment increased rapidly
from 19.2 million in 2001 to 23.0 million in 2005. However, in both the North East and North
West regions net and gross enrollment rates are very low with less than one in every two children
of the appropriate age in primary school. In addition, quality and learning outcomes are poor.

* More recent progress on MDGs will be available with results from the 2008 Nigeria Demographic and Health
Survey in 2009, the Education Data Survey in 2010 and a new Nigeria Living Standards Survey, also in 2010.



Table 4: Progress toward the MDGs

MDG target  Current Likelihood of

MDG 2015 Status attainment
1. Poverty and Hunger
- Halve percentage of people living in poverty 31 54 Not likely
- Eliminate hunger (percent of children under 5) 18 28.7 Not likely
2. Achieve universal primary education
- Increase net enrolment rate in primary education 100 90 Attainable*
- Increase primary school completion rate 100 70 Not likely
- Increase literacy rate of 15-24 years old 100 84 Attainable
3. Promote gender equality
- Raise ratio of girls/boys in primary and secondary schools to 100 100 85 Attainable
percent
4. Reduce under 5 child mortality
- Reduce infant mortality rate by two-thirds 30 110 Not likely
- Reduce child mortality in children under 5 by two-thirds 64 201 Not likely
5. Improve maternal health
- Reduce the rate of maternal mortality (per 100,000) by three-fourths 75 828 Not likely
6. Combat HIV/AIDS
- HIV prevalence in female population, age 15-49 XX 3.2 ?
7. Sustainable access to basic needs
- Double proportion of population with access to safe drinking water 85 60 Not likely
- Double proportion of population with access to improved sanitation 80 38 Not likely
- Proportion of land area covered by forests 20 12.6 ?

Source: Nigeria s MDG Midpoint Assessment: Overview, September 2008
! The Education for All Monitoring Report suggests that states’ primary net enrollment rate is 63 percent. If thisis correct, the
MDG will not be attainable.

19. In health, some initiatives have met with success but the MDGs will be hard to attain by
the target date of 2015 or even by 2020. In recent years, for example, the government has taken
considerable measures to improve routine immunization, eradicate polio, lower the incidence of
malaria, and combat HIV/AIDS. In 2007, the lowest polio incidence since 2002 and the lowest
incidence ever of Type 1 polio were recorded, but in 2008 polio incidence increased dramatically and
remained high despite progress in 2009 against socio-religious objections and improved campaigns
involving better supervision of vaccinators.” Because of significant challenges in the national effort
to interrupt wild polio virus transmission, Nigeria contributes the highest number of polio cases in the
world. The second phase of the malaria booster program launched in December 2008 and the recent
distribution program supported by all development partners should help Nigeria to expand malaria
prevention, care and treatment programs, and to sharply reduce the incidence of malaria related
deaths. The focus is now on use of bed nets which studies show is still low. Finally, there has been a
decline in the rate of HIV/AIDS in women between the ages of 15 and 49 from 5.8 percent in 2001 to
3.2 percent in 2007. About 92 percent of sex workers report condom use with recent clients.

20.  Attaining the MDG on gender equality is also a challenge, especially in the Northern
states. Nigeria has a poor performance record on gender equality measures. On the Gender
Development Index it ranks 123" out of 140 countries. Discrimination against women has
contributed to persistent gender disparities in key social indicators. In education, a small

® As of December 2008, 797 polio cases had been recorded in 26 states, which was almost three times the number of
cases for the same period one year earlier. Kano State leads the country with 272 cases (60 cases in 2007), followed
by Zamfara State, both in the North West Zone, with 85 cases (five cases in 2007).



improvement in the primary and secondary school gender ratio in recent years from 80 percent in
2002 to 85 percent in 2005 masks wide regional inequalities. Maternal mortality rates are high
across the country (828/100,000 live births), and catastrophic in the North East and North West
zones. In Kano state, for example, the rate is three times higher than the country average
(2,400/100,000 live births). These rates are closely linked with women’'s adult literacy (20
percent) and the median age of first marriage (14.6 years) in the North West zone.

F. Poverty and Inequality

21.  Nigeria’s prospects to halve income poverty by 2015 relative to 2000 will not be clear,
because of absence of good data, until the next Living Standard Measurement Survey (LSMS)
is completed in 2009. Strong growth in the non-oil economy, however, especially since 2003,
suggests that poverty may have fallen substantialy over the last five years (from over 54
percent), particularly because growth has been widespread across all sectors. A recent analysis of
data of General Household Surveys since 1999 and of the 2003 LSMS indicates that real
incomes in the formal and informal sectors rose significantly, especialy in the rura informal
sector. Nevertheless, halving income poverty by 2015 would require an acceleration of non-oil
growth to about 12-13 percent, a rate which at the present time seems unrealistic.

22.  Rates of poverty vary significantly between urban and rural and Northern and
Southern areas of the country. According to the 2003-2004 National LSMS, 54 percent of the
population lives below the poverty line. In urban areas, the poverty incidence is 43.1 percent
compared to 63.8 percent in rural areas. Over 75 percent of agricultural households in the north
live below the poverty line, while the South-South Region with 59.3 percent poverty has the
highest rate for the South. Among the states, Jigawa has the highest percentage of the population
below the poverty line (91 percent) and Oyo state has the lowest (21 percent).

23.  Rates of poverty correlate strongly with educational attainment. Families with heads of
households with some university level education have an average expected consumption 38
percent (in rural areas) to 45 percent (in urban areas) higher than families with heads of
households without any education. Completing secondary schooling in rural areas brings a 13
percent gain versus no schooling and in urban areas, the gain is 15 percent. Completing primary
school brings no significant advantage in urban areas, and again of 12 percent in rural areas.

24.  Nigeria's level of inequality is higher than in Ethiopia and India, but lower than in
Brazil and Madagascar. The average masks a large disparity among States, however (Gini
coefficient of .33 in Sokoto, .64 in Lagos). There is no major difference between rural and urban
areas in terms of inequality. In terms of regional profile, a belt of states across the middle of the
country have the highest levels of inequality, while states in the Niger Delta have moderate
levels. States with high poverty levels are not necessarily the states with high levels of
inequality: Jigawa and Kebbi, for example, both among the poorest states, have low levels of
inequality, but Bayelsa and Oyo, with lower than average poverty levels, also have low levels of
inequality.



G. Nigeria as a Regional Player

25. A number of factors strategically position Nigeria as a potential regional and continental
hub. Nigeriais Africa’s most populous nation (148 million), and its economy is the second largest in
sub-Saharan Africa and the largest in West Africa. It is richly endowed with natural resources,
notably oil and gas, and is the world's sixth largest oil exporter. Within the region, Nigeriasroleis
pivota in free trade agreements, and it is an important player in both the African Union and the
Economic Community of West African States (ECOWAY). It serves as a peace agent for conflict
resolution in countries such as Liberia and Sudan. Nigeria provides a potentia large market for
smaler neighboring countries and is a potentia supplier of goods and services for the sub-region.
Nigeria srolein strengthening regiona integration, its efforts at financia market integration, at ports
and customs modernization, to improve access to energy and sustainable land and water resources,
and to aign trade regimes to regiona agreements are dl important for the region’s development.

1. OPPORTUNITIES AND CHALLENGES FOR GROWTH
A. Sustaining and Accelerating Non-oil Growth

26.  Challenges to non-oil growth and reducing poverty are high in spite of good progress in
macroeconomic reforms. Recent agricultural growth has been driven mainly by expansion in area,
while yields of most crops have declined from two decades ago. The growth was fueled by increased
domestic demand from the urban middle class, higher internationa prices, and restrictive trade
policies. The challenge in this sector is to increase agricultura productivity, both in staples for local
and regiona consumption, and in the longer term, for products for export. In manufacturing and
services sectors, and in spite of the large domestic market, only a few producers have been able to
deveop into sizeable businesses and to compete internationaly. Thus, the first challenge isto remove
congtraints that will alow firms to grow to meet domestic demand. This will allow them to improve
their cost dtructures, become more competitive, and eventualy compete on a regiond and
international scale. A binding constraint common to the diversfication of the economy into
agriculture, manufacturing and service sector, and to reducing poverty is infrastructure, in particular
energy and roads. In energy, with only 3,000 MW of generation available against an estimated
requirement of 10,000 MW, the country is facing long power outages, poor quality of supply, and
low accessto eectricity. Only about 60% of Nigeria s population has access to dectricity, dectricity
consumption per capita has falen to alow figure of about 155 kWh in 2007, among the lowest in the
world. In the road sector, over 90% of surface transport of goods is by road but the network has
decayed with decades of inappropriate maintenance due to funding shortages and lack of institutional
capacity. Estimates from Federal Ministry of Transport show that the share of federa roads in good
condition is only 15%. The situation for rura roads is equaly poor, with more than 30 million rura
inhabitants for whom the nearest road is further than 2 kilometers, hampering agricultura
productivity and access of rural communities to education and hedth.

27.  Nigeria faces a growing unemployment crisis, which should be addressed by policies
aimed at removing constraints to improving productivity in high potential areas. The recent
report, Employment and Growth, identified a number of sectors with potential for further growth
and employment creation, including, for example, construction, wholesale and retail trade,
Information and Communication Technologies (ICT), and light manufacturing. The report also
identified significant constraints to further development of these sectors: (i) inadequate physical



infrastructure, especially in power and transportation; for ICT, inadequate bandwidth; (ii) lack of
access to finance: (iii) poor investment climate; (iv) shortage of skilled staff; and (v) restrictive
trade policies, including import bans that increase the cost of inputs. In addition, significant
challenges are posed by the rapid urbanization of large cities such as Lagos and environmental
issues such as climate change and gas flaring.

28.  The challenge of increasing agricultural productivity. In the past, government-ed
special initiatives, implemented with strong community involvement, have demonstrated good
results. These include the CDD Fadama project that focuses on smallholder production
(supported by the Bank), DFID’s PropCom, and USAID MARKETS that supported market-
based agricultural programs.® More frequently, however, agricultural policies and programs
changed with political leadership. The challenges will be to adjust sector policies and programs
to provide the incentives and the means for farmers to adopt better technology, to scale up from
subsistence to commercial agriculture, to encourage public-private partnerships (PPP) in
irrigation, and to invest in related infrastructure, including roads and power.

29. Improvements to the investment climate are crucial. Nigeria ranks poorly on Doing
Business indicators. in 2008, Nigeria was ranked 118 out of 181 countries on the investment
climate. An interesting analysis at the sub-national level has shown that potential exists within
Nigeriafor states to improve their investment climates by following policies and practices of the
best-performing states (see Box 1).

Box 1. DFID/WBG Investment Climate Program (ICP) and the Rise of “ Nigeriana”

The Investment Climate Program is the first program in Sub-Saharan Africa to analyze the investment climate at a sub-national
level. Combining state level investment climate assessments with analysis from Doing Business, the ICP found large differences
among states. While Nigerid s overal ranking in 2008 was 118th among 181 countries, the most exciting finding of the anadysis
was that if a hypotheticd state of “Nigeriand’ were to use the practices of the states with the best score in each category,
Nigeriana would rank 51st, dongside Taiwan, Itay, Kuwait and Botswana. This means that if states were to adopt the business
regulaions and practices from the top ranking states within Nigeria, their investment climate would improve to international
standards.

For example, the cost of obtaining building permits varies widely across Nigeria, from some 826% of per capitaincomein Lagos
to 25% of per capitaincome in Sokoto, the fourth best in the world. There are also subgtantial differencesin the time and cost to
enforce a commercia contract: court performance, a significant factor in recovery of commercia debts, is better in states that
have implemented the new High Court Rules, such as the Federal Capita Territory (FCT), Lagos and Kaduna. Registering a
business has become much easier across Nigeria, thanks to computerization of the registry and establishment of zona branches of
the Corporate Affairs Commission and Stamp Duty Offices, but it isfastest in FCT, where its headquarters are located.

Performance of al Nigerian states is weakest in the area of registering property (land and fixed assets). The main source of delays
and high costs relates to the requirement to obtain the Governor's consent to approve mortgage applications, using land as
collateral. All Nigerian states are low in this areain the globa doing business ranking. Nigeria s top performer on this indicator,
FCT, would rank only 157th out of 178 countries worldwide. This situation could beimproved if Governors agreed to waive this
consent requirement for mortgages.

Further findings from enterprise surveys indicate that enterprise competitiveness and performance are hindered across the country
by high costs and inadequacy of infrastructure and modern technology. These findings, both for the country as a whole and
among states, can inform the design of partnership support for non-oil growth.

Source: Joint WB/DFID Investment Climate Assessment.

¢ PropCom focuses on livelihoods of the poor, facilitating development of viable agricultural and service markets
with focus on rice and soya value chains. The MARKETS project aims to improve technologies and management
practices by farmers and strengthen market linkages.




30. Improving skills development and implementing a more liberal trade policy will be
essential. In skills development, Nigeria has particularly low quality of science and technology
education, a smaller number of enrolled and graduates in tertiary education compared to
Nigeria's population and comparator countries such as Brazil, Malaysia, and Korea. In trade
policy, Nigeria's trade regime has been liberalized in recent years, with the partial adoption of
ECOWAS' Common External Tariff (CET) which lowered tariff rates and phased out some non-
tariff barriers. Nonetheless, Nigeria's trade regime remains heavily protectionist, resulting in
distortions to the domestic production structure, and constraining development of employment-
intensive sectors of the economy. Greater availability of cheaper imports and enhanced access to
export markets will be critical to a restructuring of the Nigerian economy towards competitive
and employment-intensive sectors.

31. Challenge of improving the financial sector. As a result of banking consolidation,
Nigeria's financial sector was strengthened. Most banks were, until the recent crisis affected
them, well capitalized, liquid and profitable. Both deposits and bank credit to the private sector
had grown rapidly. The financial sector now faces increased risks, however, including: (i)
through the banks' lending portfolios and their increasing presence abroad which presents
challenges to the banks in managing their risk exposures and to the authorities in ensuring
adequate reporting and disclosure by the banks; (ii) the increased exposure to the stock market,
which heightens the potential for contagion between the banking sector and capital markets,
(iii) the increase in foreign investor presence in the domestic treasury bills and bond markets;
and (iv) the risks that arise when banks become eager to deploy capital in risky activities to
maintain historically high returns on equity. The CPS addresses these concerns both through the
policy actions relating to bank accounting, reporting and supervision which are central to the
proposed federal level Development Policy Operation as well as ongoing and intended further
policy dialogue and technical assistance support to the authorities.

32.  Sustaining growth will also require addressing the serious challenges posed by the
development of mega-cities, Lagos in particular. Its contribution to Nigeria' s GDP is 12 percent
but it also has one of the highest rates of poverty and inequality in the country. By 2010 Lagos,
with over 20 million inhabitants, will be one of the ten most populated citiesin the world.

33.  Strategies are needed to mitigate adverse environmental impacts. Climate change will
affect agriculture and food security in the coastal areas. In the more sub-humid and semi-arid
zones, climate change is expected to reduce the rate of agricultural growth and welfare because
of lower rainfall, shorter growing seasons, and accelerated land degradation, leading to increased
loss of soil fertility and desert encroachment. Gas flaring is also a major environmental hazard,
causing serious local pollution and contributing to climate change. More gas is flared in Nigeria
than anywhere else in the world. Despite regulation introduced more than 20 years ago to stem
the practice, most associated gas is still flared. The oil and gas operators have been investing in
flare reduction projects for many years, but the pace has been slow. Constraining factors include
aworldwide shortage in the expertise required to design, engineer, and implement the associated
gas utilization projects; the inability of Nigeria National Petroleum Corporation, which holds 60
percent interest in each oil concession, to fund its share; and security concerns in Delta region.
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B. Human Development

34. Key challenges remain in improving the delivery of social services and social
indicators. As discussed above, poverty and inequality remain high; the progress on economic
growth rates is relatively recent. The poor have lower school enrollment rates and lower
utilization of health services, and across all social service delivery issues is the underlying
challenge of improving state-level governance. While the current strategy addresses this
governance challenge through many initiatives, the approach will of necessity be incremental
and take years to effect significant change.

35.  The main challenges in the education sector include high cost to students and poor
quality. School fees are the largest education expenditure for primary school students, especially
among the poorest, followed by books and supplies, and uniforms. Only about half of the
primary school students pay fees,” but as these fees tend to be large it is a major reason that poor
students drop out of school. At the junior and senior secondary levels, school fees are important
but not as significant as the cost of transportation. The quality of education is also a challenge:
surveys cited the lack of text books and supplies and low quality of facilities (as well as high
fees); only two out of every three schools have access to water and fewer than one in two has
access to electricity. Other problems include lack of teachers or their poor deployment, poor
quality of teaching, poor supervision, low motivation and inadequate incentives. There is an
absence of accountability/quality mechanisms and limited capacity for policy making,
management, planning and monitoring and evaluation. Many children leave primary and junior
secondary schools without adequate literacy, numeracy and life skills. An education sector
strategy to be supported under the CPS will point to the systems reform in this sector and will
inform partner support.

36. Health outcomes are determined by a number of factors. These include: (i) increasing
maternal education to increase knowledge of health practices and attendance of skill personnel at
birth; (ii) reducing the costs (and physical accessibility) of health services which are higher for
rural than for urban residents; (iii) addressing the cultural factors which lead to lower utilization
in the Northern regions particularly in North West and North East zones; (iv) reducing
preventable deaths from malaria, diarrhea; (v) increasing vaccination rates; (vi) coordinating
with the parastatal agencies and vertical programs, particularly at the federal level, which also
intervene across the different levels of services; and (vii) focusing on the inadequate drug supply
and equipment in public sector facilities, particularly Primary Health Care (PHC) services.

37.  The community-based organizations (CBOs) and CDD can play a positive role in
influencing health outcomes. CBOs include traditional and kinship institutions, community
associations, occupational associations, women'’s groups, ethnic associations, faith based groups,
and more formal non-governmental organizations (NGOs). Going forward there should be a
greater emphasis on leveraging community based interventions in addition to facility based
service delivery. Box 2 describes how CDD was useful in Bayelsa, one of the Niger Delta states,
in dealing with conflict and as a successful intervention for poverty reduction.

’ The National Living Standards Survey asked for expenditure in “school fees and registration”, but did not specify
the type of fees (e.g. tuition, school development levy, exam fees, or other). The Demographic Household Survey
2003 indicated that about 30 percent of children pay tuition fees (12 percent in the poorest quintile), 34 percent pay
school development fees, and 48 percent, exam fees.
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Box 2: CDD Experience in Bayelsa State of Nigeria - The Case of the Local Empowerment and
Environmental Management Project (LEEMP)

CDD gives control of decisions and resources to community groups. It links participation, community management
of resources, good governance and decentralization principles of development. In the Niger Delta, the Bayelsa State
LEEMP uses the CDD approach to facilitate the implementation of micro-projects in some 110 communities.
LEEMP-supported communities are able to prioritize, implement and operate projects to serve their needs; hire, pay
and discipline those who provide services; charge user fees, be accountable to their people and enable women and
youth to participate in their development agenda. This is important for a region noted for militancy of the youth. The
communities have implemented micro-projects like potable drinking water, teachers quarters, classroom and
administrative blocks, health centers and equipment, internal concrete walkways, concrete bridges and culverts,
town halls, auditoriums, rural electricity, cleaning water hyacinths and building toilets.

LEEMP has succeeded in building considerable socia capital even in the remote riverine communities of the State.
In Ogu community, for example, the CDD approach was used, without project funds, to build aresidential lodge for
Youth Corpers. The LEEMP staff trained community members in book keeping, operation and maintenance,
participatory monitoring and evaluation, project management, and community procurement, which has been applied
to other aspects of community life. The Ayibabiri community rented Evira Lake, for example, to the highest of three
bidders, after competitive bidding. Community members are now interested in how funds earmarked for their
communities are spent, and demand accountability and transparency. In one community, the project management
committee members had to repay funds that had not been used as intended.

Because one of the criteria for participating in LEEMP is that the community must show cohesion, the CDD
approach has provided an incentive to reduce conflicts; it is now common to see communities resolve differences
during community gatherings for Needs Identification and Prioritization, Election of Community Project
Management, and Community and Micro-project Launch. “Youth Vanguards’ give special consideration and
“passage” to such LEEMP gatherings. LEEMP is highly regarded even among warring factions and communities in
the State.

The LEEMP experience in Bayelsa State shows that even in a restive environment such as in the Niger Delta,
community members can become initiators, collaborators and resources on which to build poverty reduction
interventions in a transparent and accountable manner.

Source: LEEMP Annual Report-2008.

C. Governance for Results

38. Nigeria has achieved progress in recent years on measures of corruption and public
resource management. Since 2005, some, but not al, of the Bank’s Country Policy and
Institutional Assessment (CPIA) ratings have improved (Table 5). Measures include the passage
of the Procurement, Fiscal Responsibility and EITI Laws in 2007. The passage of the
procurement law was followed by the establishment of the Bureau of Public Procurement (BPP),

Table 5: Governance in Nigeria, 2002-2008
World Bank, selected CPIA indicators rating

2005 2006 2007

Economic Management

Fiscal policy 4.0 4.0 4.5

Debt Policy 3.5 4.0 4.5
Public Sector Management

Quality of budget management 3.0 3.0 3.0

Quality of public administration 2.5 25 3.0

Transparency, accountability, & corruption 3.0 3.0 3.0
Source :

htttp://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ENVIRONMENT/EXTDATASTA/O,,contentMDK:2
1115900~menuPK:2935553~pagePK:64168445~piPK:64168309~theSitePK:2875751,00.html
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development of procurement tools, and creation of procurement cadre in the civil service to
enhance procurement capacity. Competitive bidding in federal contracts is now widespread with
significant savings being made but no official statistics.

39.  Challenges remain, however, in implementing effective governance, especially at the
state level. With a population of over 148 million people, 200 ethnic groups, 500 languages, and
two main religions, the size and complexity of the country creates huge challenges. Fiscal
decentralization provides Nigeria's 36 states and 774 local governments considerable policy
autonomy, control of 50 percent of government revenues, and responsibility for delivery of
public services. Only afew states are making progress in procurement legislation—Bauchi state
has passed the law, while, Kaduna, Cross River and Lagos States have draft laws. Some States
have put in place public procurement offices but few have legislation to provide standards and
safeguards that incorporate good national and international practice. There are also magor
shortcomings in public financial management at the state level.

40.  The states and local governments are characterized by particularly weak institutional
capacities. Improving governance will require intensified focus at the state level and will be a
long-term process; it will require support for implementation of policy and not just policy
development. Governance reforms will need to include expansion of the role of the private sector
and a redefinition of the contractual relationships between the public sector, the private sector
and citizens. Other challenges include: limited transparency and accountability in management of
public resources at al levels of government, exacerbated by weak sanctions; low capacity of the
civil service to implement government programs and the need for wide-ranging civil service
reform; an ineffective judiciary system; limited ability of state houses of assembly to play an
effective role and absence of social accountability mechanisms that ensure citizen's feedback on
government performance and service providers.

41. A major challenge to improving participation in the public sphere is the lack of
Freedom of Information Bill. The information bill has been outstanding since 2007; lack of
information impedes the ability of civil society and other organizations in the public sphere to
demand accountability, transparency and a more responsive government.

1. LESSONS AND RECOMMENDATIONS OF THE COUNTRY PARTNERSHIP STRATEGY
(2005 CPS)

A. The 2005 CPS

42.  The 2005 CPS was the first full World Bank Group strategy, after several interim
strategies, in over a decade. It was aso ajoint partnership strategy of the Bank Group and UK’s
DFID. In spite of the modest size of the partners contribution relative to Nigeria's oil revenues
over the 2005 CPS period, the government increased its borrowing from the Bank and use of
grants from DFID. Bank investment lending rose steadily from an average $500 million
commitment per year over FY05-08 to over $1 hillion in FY09. DFID’s grants rose from £80
million to £100 million over the period of the CPS.

43.  The 2005 CPS had a strong focus on results. It had three pillars, consistent with the
National Economic Empowerment and Development Strategy (NEEDS) framework: (i)
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improving service delivery for human development (NEEDS: empowering people); (ii)
improving the environment and services for non-oil growth (NEEDS: promoting private
enterprise); and (iii) enhancing transparency and accountability for better government (NEEDS:
changing the way government works). The 2005 CPS progress report adjusted the strategy at the
federal level to increased emphasis on infrastructure, particularly in the power sector.

44, In addition, the 2005 CPS reflected four key strategic elements. First, it focused on
areas where the Bank could have “quick wins’ to establish the Bank’s role, after a relatively
modest presence in Nigeria. Second, it used a lead states approach, which involved selecting
states with committed and capable |eaders, and which was to serve as incentives for other states
to improve their governance. Third, the strategy was aformal partnership with DFID. Finally, the
strategy envisaged a gradual increase in IDA resources as governance and capacity improved.

45, Partners chose a lead state approach to concentrate and leverage resources at the state
level to increase impact, strengthen demand and commitment for reforms. The rationale was
that: (i) the partners’ limited resources could not have significant impact if spread thinly over the
country’s 36 states and 148 million people; (ii) aid effectiveness could be achieved through
concentration of resources in selected states with greater potentia for success; and (iii) successin a
few states could be replicated and scaled up through leveraging Nigeria s own public resources.

B. Results of the 2005 CPS

46. In terms of development objectives, the overall outcome was assessed as moderately
satisfactory by the 2005 CPS Completion Report (CPSCR, Annex 2). Moderately satisfactory
progress was made on human development indicators (good on HIV/AIDS, immunization
coverage, primary school enrollment and gender ratio, but stagnation in maternal and child
mortality rates); satisfactory progress on non-oil growth (which included a successful
privatization and port concession program, and other sector specific outcomes), and moderately
satisfactory progress on governance at the federal level, with huge challenges remaining at both
the federal and especially the state levels.

47. The strategy was successful in establishing a good partnership among donors, underpinning
both lending and, for the first time in Nigeria, non-lending activities. The partnership between the
Bank and DFID was expanded in 2006 when USAID digned its programs with the 2005 CPS. In the
governance area, key initiatives of the partnership include supporting the Federal Ministry of Finance
(FMoF), Nationd Planning Commission (NPC), Debt Management Office and the BPP. Focused
support to states on public financia management was provided by the Bank and DFID under their
respective lending operations. The Nigerian EITI, ahead in the Africa sub-region with recovery of
about $1 hillion owed to the government by oil companies, was supported by DFID and the Bank
under a multi-donor Trust Fund. A date level initiative on the investment climate was undertaken
jointly by the Bank Group and DFID (Box 1). In hedlth, education and HIV/AIDS, USAID forged
closer relationships with the CPS partners, and concentrated investments in Cross River (Kano and
Lagos were dready USAID focus states) and signed Memorandum of Understanding (MOUSs) in the
lead States of Kano and Cross River. USAID daff participated in the mid-term review and contributed
to the sdection of CPS performance indicators and activities.
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48.  The lead states approach may have provided incentives to other states to improve
governance. After intense policy dialogue, five states were selected in early 2006, but the
process took longer than expected. It has been under implementation for fewer than three years
and it is still too early to assess whether the approach has been effective in concentrating efforts
or in serving as a catalyst to other states. Some states, in an effort to be categorized as a lead state
in the future, made efforts to enhance transparency and accountability and to improve fiscal
performance and the quality of service delivery.

49.  On the other hand, the lead state approach and process raised issues.® The five lead
states were in only four of the six major geo-political zones and, from a political standpoint, in a
setting where the federal government strives for balance among the six zones, the selection did
not provide sufficient political balance. In addition, the selection of the five states excluded the
poorest, although the five lead states covered some 21 percent of the population and 23 percent
of Nigeria's poor.” Third, some state governors whose states had not been selected as lead states
urged the federa government to change or abandon the lead state strategy. Fourth, additional
time was needed to design project interventions and to build capacity to implement them in the
states. Fifth, support to one of the lead states was scaled down and suspended in 2006 when a
joint Public Expenditure and Financial Accountability Review found evidence of misuse of
funds. Finally, there was no exit strategy for the partnership in the event that a state fell out of
compliance with the selection criteria.

C. Recommendations for the Bank from the Completion Report of the 2005 CPS

50.  The Completion Report recommended that the Bank focus on: (i) power and transport
to stimulate non-oil growth; (ii) human development efforts at state level, supporting health
systems instead of concentrating resources in vertical disease programs; (iii) CDD approaches
that integrate local and state governments to ensure sustainability and maintenance of
infrastructure, while promoting participation and better governance; (iv) use of more flexible
instruments such as SDPOs in states that have a track record of reform combined with related
investment lending to build capacity or undertake other investments; (v) move away from a lead
state approach; and (vi) expand the partnership by bringing other devel opment partners on board.

D. Recommendations for the Bank from the Independent Evaluation Group’s (IEG)
Country Assistance Evaluation (CAE)

51.  The country team also benefited from an evaluation of the Bank’s performance over
1998-2007 prepared by |EG. The CAE found that during this period, the Bank provided important
assistance to the government, including advice that was considered objective and valuable and that
positively influenced perceptions about Nigeria in the international community. During the period
to mid-2003, however, the Bank had difficulty in clarifying its role. A large number of lending
operations were started, often with an insufficient base of local knowledge; at the same time the
Bank was slow to invest in analytic work. After 2004, the Bank began to provide more effective
support. IEG recommended the use of development policy credits to support states, scaling up

& This description is based largely on the paper by Darren Kew, “Lead State Strategy Review”, draft prepared for
USAID/Nigeria, January 18, 20009.
% Figures from Nigerian Population Census 2006, National Bureau of Statistics, and Nigeria Poverty Assessment
2007, National Bureau of Statistics.
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efforts in the power sector, and fine tuning the lead state approach (see Box 3). The CAE also
found that the partnership was able to draw on each agency’ s comparative advantage—the Bank’s
capacity to work multi-sectorally and bring its fiduciary discipline to programs, and DFID’s speed
of response and presence on the ground outside Abuja. It recommended that the Bank make greater
use of the potential of the DFID offices at the state level to help design and implement programs.
The proposed strategy takes elements from al of these recommendations.

Box 3: Recommendations for the Bank from IEG in CAE

The Nigeria Country Assistance Evaluation, the World Bank in Nigeria 1998-2007, prepared by IEG, offered the
following recommendations (Bank response in parentheses):

- The Bank should help re-engineer the system of fiscal transfers to state governments to provide greater
incentives to states to spend resources efficiently. The Bank should consider Development Policy Operations
focused on these transfers, with triggers linked to improvements in state-level budgeting, expenditure controls,
and service delivery (the Bank is moving towards new instruments such as SDPOs and Sector Wide Approaches
(SWAps) to address budgeting and service delivery).

. The Bank needs to fine-tune the lead state approach, increasing its policy engagement and its analytical
work at the state level, in order to improve service delivery at the state level. A possible evolution would
identify states based on economic importance and adopt a consistent approach to support in these states.
Because the Bank does not have the staff and budget to put teams in each state, it should make more use of its
partnership with DFID (the Partners have moved away from lead states approach to engagement with states
based on a combination of quality of governance, critical needs, and growth potential).

- The Bank needs to scale up its efforts in the power sector, with the objective of expanding power
distribution. (Bank is scaling up efforts in the power sector).

Source: IEG: Nigeria Country Assistance Evaluation, The World Bank in Nigeria 1998-2007, June 2008.

E. Recommendationsfor the |[FC from IEG’s Country Impact Review (CIR)

52.  The IEG also conducted a review of I1FC’s performance in Nigeria from July 1998—
December 2007, and examined obstacles to private investment in the country. The CIR found
that IFC had achieved strong impact, more so than either a global or Africa regional average, but
did so in a limited range of sectors, with a particular focus on the financial sector (Box 4).

Box 4: Recommendationsfrom IEG’'sCIR for IFC
The Nigeria CIR of IFC in Nigeria 1998—2007, by the |IEG, offered the following recommendations:

. Diversify areas of intervention in Nigeriato: (i) help address devel opment challenges related to poor
infrastructure (in particular power and roads) and excessive dependence on the ail sector; (ii) contribute to
trickle-down effects of oil-driven growth; and (iii) expand viable |FC private sector activities beyond the
present narrow confines of operations in terms of sectors. Thiswould involve: (i) more strategic and effective
deployment of advisory services, particularly in infrastructure and related areas; and (i) close cooperation with
the World Bank to help improve the business environment.

. Improve the process of developing country assistance strategies for key countries such as Nigeriaby: (i)
strengthening the country focus of IFC’s strategy process including enhanced coordination with the World
Bank; (ii) formulating country objectivesin terms of expected development impacts; and (iii) linking objectives
with the alocation of organizational resources.

. Ensure that proper priority and resources are given to the supervision of environmental and social effectsin

Nigeria. IFC should fully integrate the environmental and social supervision into the portfolio-management
process, and ensure accountability.

Source: IEG: Nigeria Country Impact Evaluation, The International Finance Corporation in Nigeria 1998-2007, June 2008.
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V. GOVERNMENT STRATEGIC PRIORITIES AND OUTCOMES OF CONSULTATIONS

53. In keeping with his inaugural pledge to continue the reform agenda of the previous
adminigtration, President Yar’ Adua’'s administration has articulated a seven-point agenda that
builds on the earlier administration’s NEEDS and is aimed at “transforming Nigeria into a modern
economy and an industrial nation by 2015 and one of the top 20 economies by 2020". The current
CPS priorities are driven by the Seven Point Agenda (critical infrastructure, the Niger Delta, food
security, human capital, land tenure changes and home ownership and wedlth creation) (see Box 5).

Box 5: The Government’s Seven Point Agenda

- Critical Infrastructure—The critical infrastructure includes power, trangportation, national gas distribution
and telecommunications. In power: develop an integrated, lowest cost, expansion plan for the development of the
Nigerian electricity industry in the medium and long-term; upgrade and reinforce distribution networks; develop
appropriate gas policy to encourage production and supply of gas for electricity generation; develop gas production
and supply infrastructure; and develop apolicy on IPPs. In transport: provide platforms for PPP, with capacity
building in Ministries and agencies. In roads, explore mechanisms to ensure funding for maintenance investments.
In railways, revive the system and involve the private sector. In aviation, the priority isto establish the National
Civil Aviation Authority as the cornerstone of reform, including a recertification project

. The Niger Delta - The Niger Delta region, more than any other region, faces a number of physical and
geographical challengesincluding environmental degradation, pollution, oil spills and human, economic, social
and political problems. The 7-Point Agenda aimsto address the existing issuesin the Niger Deltaregion
through the implementation of the existing Master Plan and appropriate funding of the Niger Delta
Development The implementation of the plan will aso result in improving the living standards of the people, as
well asimproved governance at the grassroots level.

. Food Security - Going forward, the emphasis of this government is on the production and devel opment of
the agricultural sector. Improvements in this sector will include the use of modern technology in agricultural
development and financial injection into research which together will lead to an increasein yield and
production. The reforms in the agricultural sector will lead to massive domestic and commercial outputs and the
technological knowledge transfer to local farmers.

- Human Capital -The provision of health, education and socia protection is core to empowering the
population to achieve sustainable national development under the 7-Point Agenda. In education: improve the
efficiency and effectiveness of fundsin MDG and Universal Basic Education program implementation,
particularly at the state level; design and implement education reforms at the state level based on Federal
education reforms. In health: define and coordinate health care responsibilities at the federal, state and local
government levels; revitalize the primary health care system; utilize potential of PPP; increase access to Anti-
retroviral drugs; reduce infant and child mortality rates; achieve 100 percent success rate in child immunization;
and provide Nigerians with easy access to health insurance.

- Land Tenure Changes and Home Ownership - Nigeriaranks as the most populous country in Africa,
with approximately 64% residing in the rural areas. The pressure of rural-urban migration is currently impacting
on the social amenities and infrastructure in the major metropolitan areas and as such urgent action is required
to provide sufficient affordable housing. The 7-Point Agenda proposes changes in the land laws.

- National Security - Addressing the country’s security is ahigh priority of the present administration. In
this regard, the government plans to create a Central Directorate of Intelligence and also encourage more
neighborhood policing to curb the crime rate The general welfare and conditions of service of the men and
officers of the Police Force will be improved as a morale boost to discourage corruption.

. Wealth Creation - To reduce the level of poverty, the government is determined to create more wealth by
creating an enabling environment for economic growth and increase in the personal incomes of individual
citizens. The government will concentrate on areas such as skills development for productivity and wealth
creation, facilitating accessto credit for small to medium sized businesses and the self employed.

Source: Federal Ministry of Information and Communications.
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54.  Consultations were held with federal and state level government officials and
representatives of Civil Society Organizations (CSO) in September 2008, in preparation for
this CPS. The recommendations from these meetings (Box 6) agree for the most part with those
of the CPSCR and IEG. They presented different options for engaging with states, with
geopolitical representation, and using transparent, well publicized criteria. They requested
stronger communication between the government and civil society, the government and the
private sector, and donors and civil society.

Box 6: Voices of the Stakeholders
Meetings with stakeholders produced the following recommendations:

- Improving governance is at the top of the list of priorities. Most stakeholders thought that the
development partners should focus on ensuring effective use of oil revenues, and greater accountability of
government agencies. The need for improved governance and capacity at the state and local government levels
was a strong theme.

- Lead state selection should be reviewed. Options include: (i) select one state from each of the six
geopolitical zones and within each zone, rank the states on their policies and ability to deliver on their
commitments; (ii) work with states that have already implemented service delivery; or (iii) work with states
where there is little or no government presence. Whatever criteria are used, they should be well publicized.

- Development partners should focus on energy, implementation of MDGs and implementation of recently
passed laws.
. Better communication is needed between government and civil society, government and the private sector,

and donors and civil society.

55.  The consultations were followed up by meetings at the highest level with the FMoF in
April 2009 and the Minister of Planning, NPC in May 2009. The Ministers welcomed the
flexibility in supporting the government, particularly during the financial crisis, endorsed the
participation of a larger number of partners in the current CPS, and the three pillar approach,
with governance as both a pillar and cross-cutting theme (which is the same approach followed
by NPC in its long term development plan for Nigeria—Vision 2020). They also endorsed the
focus on agriculture in stimulating non oil growth and on reducing maternal and child mortality
rates. They made specific suggestions which have been reflected in this CPS as follows: (i) adopt
lessons learned from the 2005 CPS; (ii) ensure clarity on what the partners will do, donor
coordination and utilization of resources in a targeted way to achieve impact; (iii) include
support for customs reform, revenue enhancement, public sector reform, carbon credits and
country-level Monitoring and Evaluation framework for Vision 2020; (iv) focus on domestic led
growth, which should lead to increasing Nigeria s competitiveness in international markets; (v)
emphasize infrastructure, particularly power, and support for PPP to leverage resources; (Vi)
include state level indebtedness in eligibility criteria for state level development policies loans;
and (vii) disseminate strategy with states at governors forum.

56.  The Federal government confirmed the need for enhanced focus at the state level in
the strategy but also a move away from the lead state approach towards broader coverage of
states with particular attention to geopolitical representation. Officials preferred that CDD and
Human Development projects cover all states. While they agree that focus on Northern states for
human development is appropriate, they do not want other states to be deprived of these
resources. Officials also support more resources for health systems but not at the cost of less
support for vertical disease programs. They also showed a keen desire to learn from the
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experience of other countries for example, through South-South exchanges. The officials
emphasized the need for faster and more effective support from the Bank.

V. COUNTRY PARTNERSHIP STRATEGY (2010-13)
A. Emphasis on Flexibility

57.  The situation in Nigeria has changed considerably since the outset of the strategy
formulation. When work began on formulating the CPS in September 2008, the global crisis was
just beginning to emerge and had not yet touched Nigeria. Since then, as discussed in Section I,
the Nigerian economy has begun to feel the effects of the crisis. As a result, the partnership is
supporting the government, as an integral part of its assistance program, in dealing with the
impact of the global crisis.'® The Bank is proposing a federal level DPO in early FY10 to support
the government’s response to the financial crisis (see para. 91 for discussion of this operation);
the DPO is presented with the CPS. Going forward, if the government requests Bank support for
continued policy reform, the Bank would respond by adjusting the program to include
programmatic DPOs at the federa level, as well as capacity building through technical assistance
to deepen financial sector and budgetary reforms. Obviously, significant support directed at
mitigating the impact of the global crisis or strengthening the financial and public sectors will
have implications for the remainder of the support program, because of limitations on both the
total financial envelope and human resources available for the program of support. Thus the
indicative, detailed support program laid out below may be modified in light of demand for
crisismitigation related assistance. Any significant changes to the program described below
would be reported in the Progress Report for this CPS.

B. The Partnership

58.  Under this CPS, the partnership will be expanded to include the AfDB and USAID as
well as DFID and the World Bank Group, in line with the government and CPSCR
recommendations. The partners account for over 80 percent of Nigerias development
assistance. By agreeing to a single joint strategy, partners will strengthen the likelihood of
increasing development effectiveness. Partners will also continue to coordinate closely with
Nigeria's other main development partners, including the UN funds, programs and agencies,
Japanese International Cooperation Agency, the French Agency for International Development,
Canadian International Development Agency and the European Commission. Some of these
partners expect to join the partnership during the CPS period.

59.  Unlike a number of other countries in Sub-Saharan Africa, donor presence is small in
Nigeria and division of labor is relatively straightforward. The concentration of officia
agencies in Abuja makes for easy and effective collaboration among the donor community.
While the Bank is engaged in a relatively large number of sectors, within these sectors it is
engaged in few areas (for example only roads in the transport sector). Within each sector, the
donors are identifying an appropriate division of responsibility based on each agency’'s
comparative advantage; the sector groups meet periodically to coordinate activities. For example,
in the transport sector, the AfDB and the Bank are co-financing the rehabilitation and

19 Government is also in consultation with the IMF on a possible Policy Support Instrument but has not yet agreed
on scope and content.
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maintenance of the Federal road linking Nigeria to Cameroon and supporting the government in
the implementation of the Rural Travel and Transport Policy; and the Bank and AfDB are
financing a Rural Access and Mobility Project in different states. In the energy sector, DFID
supported the Bank Energy Policy Notes on governance and performance benchmarks, USAID
financed gas policy analysis, and AfDB and the French Development Agency are proposing
significant investment with the Bank in the power sector. In private sector development, DFID
has supported the analysis for the Bank’s GEMS project (FY 10), and has worked with the Bank
in the ICP (Box 1). In education, DFID, USAID, and the Bank are currently supporting girls
education in Northern Nigeria, each focusing on a different aspect. In health, DFID and the Bank
are coordinating their response to HIV/AIDs.

C. Strategic Focus

60. In addition to support in response to the global crisis, the partnership will focus on the
three themes of (i) improving governance, (ii) maintaining non-oil growth and (iii) promoting
human development (i.e., as identified in the Seven Point Agenda and reaffirmed in
stakeholder consultations) to transform Nigeria's economy. Governance will be both a core
theme and, because it is fundamental to achieving results in the other two areas, is also a cross-
cutting theme, an integral part of virtually every form of support. Each partner will focus on
these three areas, with varying degrees of emphasis.

cl Governance as a core theme

61.  To achieve better governance, this CPS will focus on how we can help the government
strengthen its own systems over the long term and will cover five focal areas. Based on
stakeholder consultations, and the comparative advantage of partners, those five areas will be: (i)
transparency and accountability in the use of public resources; (ii) participation of communities
in decision making and oversight of public resources; (iii) governance reforms in high priority
sectors to promote diversification of the economy, non-oil growth, private sector participation
and human development; (iv) capacity development in the public service; and (v) judicial reform
and democratic governance. All partners will engage in strengthening government systems to
improve outcomes in human development and growth, while only DFID and USAID will focus
on work in judicial reform and democratic processes. These five areas are discussed next.

62. Strengthening transparency and accountability will involve building on progress under the
previous CPS to strengthen federal and state systems for procurement, internal auditing and
internal control functions, statistical capacity and public financial management to allow Nigeria
to better manage its resources. Current achievements include publication of a large percent of
federa government’s contract awards above a threshold and establishment of the Bureau of Public
Procurement, both important steps to improving value for money at the Federd Government level. In
line with the strategy of strengthening government systems, the current CPS will continue to focus on
improving effectiveness of anti-corruption ingtitutions, value for money and transparency in the
public procurement system, and improving budgeting and auditing and accounting at the federd and
state levels. The strategy sets monitorable results expected to be achieved for the CPS period (Annex
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1, pillar 3).* It will also continue to support EITI, the global initiative to support good governance
and transparency in resource rich countries. The objective will be to help Nigeria complete the EITI
validation process and therefore become EITI compliant.

63. Greater participation calls for improvement in the public sphere through the involvement
of CSOs, CBOs, and other stakeholders in the governance reform process (e.g., monitoring
budget expenditures and service delivery at the state and federal levels). This approach has been
piloted in some states and will continue in education, health, power, transport, as well as in public
procurement. Building on the solid foundation of the successful CDD approach, the current CPS
will include increased CSO and community monitoring and evaluation, planning and budgeting at
sector and local levels, and will pilot new participatory approaches for monitoring and evaluation
and service delivery at the local levels. Regular consultations will be planned with CSOs, including
NGOs, academic institutions and the private sector, on the design, implementation and supervision
of projects and AAA as appropriate. To enable them to play their roles more effectively, the
partners will support systematic initiatives to strengthen the capacity of CBOs, CSOs, and the
media, and will encourage government to pass the Freedom of Information Bill.

64. Governance reforms in high priority sectors include health, education, power,
agriculture and water. The areas to be covered are public expenditure management,
development of sector strategies, strengthening of sector institutions and improving the policy
and regulatory environment (Box 7).

65.  Capacity development in the public service at the federal, state, and local levels. CPS
will provide support for public sector reform, strengthening the capacity of government to
formulate and implement policy and serve as regulators. Government planning and statistical
capacity building will also be important. The partnership will also support selected universities
and think tanks to undertake analytic work to inform public policy. It will promote exchange of
experiences through South South exchanges.*

66.  Justice sector reform and democratic governance will be supported by DFID and
USAID building on existing programs (including USAID/DFID Strengthening the National
Assembly Program (SNAP), and DFID Security Justice and Growth (SJG), and USAID’s Local
Governance Program). Strengthening the efficiency, equity and accessibility of Nigeria's justice
sector promotes growth by providing efficient property and contract law, ensuring security for
people and property. Support to strengthen democracy, including electoral reform in Nigeria
through work with the national and state assemblies, media, and civil society on key issues, will
increase the public’s voice and enable citizens to articulate its demands to government for
quantity, quality, and timelines of services. This will in turn increase government accountability.

1 DFID’'s Sate Partnership for Accountability Responsiveness and Capability (SPARC) program and State
Accountahility and Voice Initiative (SAVI) will improve accountability and transparency in five states (Kano, Lagos,
Kaduna, Enugu and Jgawa), where SPARC has facilitated a Public Expenditure and Financial Accountability
Assessment. Support from SPARC will vary between states, but will cover areas including budget preparation, budget
execution, cash and debt management, audit and procurement. USAID’s Advocacy Awareness and Civic Empowerment,
Loca Governance and Decentralizetion, and Media Strengthening Programs will work to increase the capacity of civil
society and the media to advocate and report on key policy reforms such as revenue and budget transparency, access to
information, electoral reform and to fight corruption through public oversight, agencies, and initiativesin up to four Sates.

12 The Bank established a new South-South Experience Exchange Facility, a multi-donor trust fund promoting the
ideathat development success in one country can be relevant for reducing poverty in another.
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Box 7: Governance to Promote More Effective Use of Public Resources is Central to this CPS

Federal level: In the area of public financial management, a Fiscal Responsibility law and new procurement law were
passed in 2007 at the federal level and similar laws are being adopted in all states. The Accounting Transactional
Recording and Reporting System was rolled out, and a computerized federal payroll management system was launched.
Preparations for the adoption of the Government Integrated Financial Management Information System are being made
and an E-payment system introduced in 2008 promises to increase transparency and accountability further.

Cross-cutting themes in sector governance are: (i) accountability and transparency; (ii) participation; and (iii) capacity
building. Sectors have been addressing these themes as follows:

Education: School-Based Management Committees have been supported by Bank and DFID projects to ensure the
proper use of resources and hold service providers (teachers and schools) accountable for good quality education of
children. A mgjor areathat will strengthen governance will be the support to CSOs to enable them monitor disbursements
especialy under the Universd Basic Education act. Scaling up the Community Accountability and Trangparency Initiative
will go along way to improving governance in the education sector

Health: Under the Health Systems Development Program, village development committees have been established to
jointly manage with the local governments the renovated health facilities as well as plan for the delivery of health services.
Similarly, under the Maaria Booster Project, communities are being encouraged to manage the distribution of bed nets
and malaria medicines.

Water: The implementation of the World Bank National Urban Water Reform Projects and analytical work on the
“Governance of Service Delivery”, and USAID support for local governance to provide water and sanitation services will
enable the development of frameworks for assessng accountability and responsiveness. The aim will be to develop
measurable service standards for State Water Boards.

Power: The Bank is undertaking AAA in the energy sector covering sector governance, ingtitutional issues, finances,
tariffs and subsidies and on the politica economy of the dectricity sector. The Bank is also providing a partia risk
guarantee (PRG) to encourage private sector participation in the energy sector. Through the PRG, Governance and Anti-
Corruption measures will be addressed by promoting transparency and commercial benchmarks in transactions,
introducing anti theft and loss reducing pilots, and supporting the regulatory framework. The Ministry of Power is dso
expected to convene abi-annual stakeholder consultation to facilitate dissemination and discussion on overall power sector
reform, and project implementation and safeguard i ssues.

Civil Society: “TA carried out in this CPS will include the design of socid accountability initiatives to improve citizens
involvement in public procurement process a state and local levels, DFI D support through its Coditions for Change program
will focus on key governance issues including congtitutiona reform, anti-corruption, and climate change. USAID’s is
working with nation-wide coditions and local CBO alliances on public expenditure tracking, fiscal responghbility, Nigeria's
Extractive Industry Initiatives, conflict mitigation and management, and advocacy on key issues including the Freedom of
Information and Public Procurement hills. The “Governance for Service Delivery” AAA planned under this CPS would
support mechanismsto track service ddlivery in sectors such as water, hedlth, education and power.

Financial Sector: A Banking sector review recommended that Nigeria adopt Internationd Financial Reporting Standards
to improve accounting and auditing standards. The Bank also recommended that Nigeria move to a consolidated financia
year end which would improve transparency and accountability and the Central Bank of Nigeria (CBN) announced in
April 2009 that it would do so. The Bank is supporting new microfinance banks that publish quarterly reports on: (i)
number of customers; (ii) loans outstanding; (iii) non-performing loan levels; and (iv) profitability. In addition, the Bank
will review Development Finance I ngtitutions to assess their governance structures and procedures.

c.2  Sustaining and accelerating non oil growth.: promoting private sector led
growth

67.  The focus will be on removing key constraints, in a targeted manner, to private sector
growth. In the near term, Nigerian firms have potential to continue to grow to meet domestic
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demand, and to become internationally competitive within the next few years. The objective of
the assistance would be to provide the environment where Nigerian firms could increase
efficiency so that they would be able to compete in regional and international markets in the
longer term. The focus of the growth strategy will therefore be on removing identified
constraints to improving agricultural productivity, critical for poverty reduction, and promoting
fast growing sectors (entertainment, ICT, meat and leather, construction, wholesale and retail
trade and hospitality) where there is also potential for employment creation. This will involve
targeting interventions in: (i) physical infrastructure to support growth clusters in identified
geographic areas, such as in Lagos (Annex 5) and Kano-Kaduna; (ii) investment climate
improvement through selective efforts to streamline bureaucracy in land registration, planning
approvals and building permits; (iii) technical and vocational education to address skills gaps;
and (iv) reducing import bans and high tariff barriers. The ongoing micro, small and medium
enterprise project supports performance and employment in these enterprises in selected non oil
industry sub-sectors. The access to finance component has successfully established five new
microfinance institutions and has provided loans of more than $35m. This component of the
project could be scaled up in a follow-on financial sector project.

68. IFC's strategy over the next few years emphasizes diversification through increased
focus on agribusiness and infrastructure, in particular power (Annex 3). Three elements are
prominent in the strategy:

a) Increased diversification through: (i) proactive project and business development, (ii)
developing new investment and partnership opportunities with existing IFC clients
and partners in Nigeria and within Africa and (iii) strategic engagement through
advisory services to improve the business environment. Priority will be on power and
agribusiness activities, in line with the government’s priorities. Other sectors of
interest include health and education, and local content business within oil, gas and
mining, the predominant industry in the Niger-Delta region.

b) Diversification within financial markets, from traditional banking credit lines to new
products such as trade finance, housing finance, insurance, Micro, Small Medium
Enterprises (MSME), finance, microfinance and structured finance products, targeting
agribusiness, health and education sectors. IFC will also work with Nigerian financial
institutions to respond to the impact of the global recession, and ensure their
continued financial strength.

¢) Advisory and investment services to enhance private sector development in Nigeria,
including addressing key investment climate constraints such as increased power
generation and distribution, capacity building and developing the local fixed income
capital markets, and credit bureaus. These services can also directly support IFC
investments such as project development and sustainability initiatives. IFC will
continue to support the ICP with IDA and DFID.

c.3 Improving human development

69.  The partnership will support improvements to increase the access, quality, efficiency,
equity, and utilization of the services for human development with an intensive focus at the
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state level. The strategy is selective and tailored to take into account the significant diversity of
health and education needs across the regions. In education, the focus will be to assist the
government in designing a strategy that defines the role of the government at all three levels and
entry points for the private sector-- recognizing that the government and public resources alone
will not be able to address the poor quality of education and learning outcomes identified in
section 1. Another area of emphasis in line with the non-oil growth strategy is skills development
under the New Economy Skills for Africa Program in Information and Communication and
Technologies (NESAP-ICT) initiative, support to Vocational and Innovation Enterprise
institutions, continued focus under the current project on science and technology and cooperation
with South Korea to learn from its highly successful technical and vocational systems (para 102).
Focus will adso be on girls' education in the North (Box 8). In health, the priority will be
reducing maternal and child mortality rates. Partners will, however, continue to support specific
initiatives in vertical disease programs, athough on a more modest scale than in the past and
with greater emphasis on health system strengthening.'®* The partnership will also pay attention
to increasing the access and utilization of human development services by the extreme poor and
vulnerable. Neverthel ess, these approaches are of necessity incremental and given the size of the
challenges at the state level, outcomes of partner activities are likely to modest over the four
years of the strategy’ s implementation.

Box 8: Giving Girls A Voice in Northern Nigeria: Three-pronged Strategy to Address Girls Education

Northern Nigeria has particularly large gender inequities in participation rates in school and cultural/religious issues
that pose barriersto girls’ enrollment and primary school completion. Nigerian education and gender MDGs are off-
track due mainly to the situation in the Northern States like Kano, Jigawa, and Bauchi.

The partners, UNICEF and civil society (such as Action Aid) propose three strategies. First, support for the
Idamiyya, Qur'anic and Tsangaya Education integration strategy, to integrate secular and religious schooling
demands in the Northern States. In Kano, this means forming partnerships between Islamic schools (23,135 schools)
and the formal public secular schools (4,000 schools) to: (i) support the integration of a basic curriculum for literacy
and numeracy into Islamic schools; and (ii) provide religious education in state schools, which reduces the need for
separate evening Islamic schools. This satisfies parents’ demand for 1slamic education while increasing demand for
secular education, and will help bring boys and girls, but girlsin particular, into the secular schools.

Second, target improvements in quality and access to education. This will be done through the Bank’'s State
Education Sector Project, DFID’s Education Sector Support Programme in Nigeria (ESSPIN), DFID-UNICEF
Girls Education Programme (GEP), and USAID’s Northern Education Initiative and Teacher Training Initiative.
These programs will pilot innovative ways to support decentralized, community-level responses to improve access
and quality of basic education, particularly for girls. These will build on successes in advocacy and community
mobilization developed in the DFID-UNICEF GEP, USAIDs Action Aid’s programs, which built coalitions for
greater accountability and responsiveness in the delivery of public services, particularly for disadvantaged groups
such as girlsin Northern Nigeria

Third, to address demand side issues by promoting CCT for girls education and orphans in Kano and Bauchi, with
support of the MDG Fund, Bank, DFID and UNICEF. The CCT is a demand-side intervention which has
successfully brought junior secondary schooling to a generation of girls, and which has been successfully
implemented in Pakistan, Bangladesh, and Turkey (World Bank, forthcoming, 2009). For example, as a result of
CCT, there are more girls than boys in secondary schools in Bangladesh—a dramatic reversal from just 10 years
ago. For Kano the CCT for Girls Education will be piloted immediately under the Banks education project.

3 Even in vertical disease programs, such as the national malaria control program, partners are moving towards a
more programmatic approach, with support channeled to national strategic plans. This will enable partners to
recognize the financial contributions of other partners in geographical and technical areas, and to be more selective
in their choice of States/areas to support.
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D. Partnership Support at the Federal and State levels
d.l1  Support at Federal Level

70. In governance, the partnership is engaged in a number of initiatives to strengthen
procurement, public financial management, and civil service reform. These initiatives will be
continued in this CPS under the Economic Reform and Governance Project (ERGP) jointly
funded by the Bank and DFID, two regional Institutional Development Funds for the Forum of
Accountant Generals and Auditor Generals in West Africa and the Association of Accountancy
Bodies West Africa and USAID’s Local Governance and Decentralization Program. Partners
will continue to fill critical gaps.** DFID will work with the Governors Forum and partners to
develop an approach to supporting states with the preparation and implementation of Fiscal
Responsibility and Public Procurement legislation. The Federal Government with DFID
technical assistance has prepared a National Strategy for Public Service Reform, with which this
strategy is aligned. Support for public financial management reform will include:

e Modernizing the internal audit function and improvement in internal controls at
federal and state levels;

=  Strengthening the capacity of external audit and Public Accounts Committees at
state and federal level to enable them perform their oversight roles more effectively;

e Strengthening the financial reporting infrastructure;

e Updating the Finance (Control and Management) Act and the Audit Act which will
improve accountability and clarify roles and responsibilities for the various PFM
functions. The required standards and disclosure requirements will support
transparency for the use of public fundsin atimely manner; and

=  Strengthening and consolidating procurement systems and practices.

71.  The partnership will continue to support statistics through strengthening national, zonal
and state capacity to collect, compile, analyze, and publish statistical information and
coordinating statistical activities between National Bureau of Statistics (NBS), zona offices, the
states and Ministries, Departments and Agencies (MDAS). In the 2005 CPS, DFID has been
supporting NBS through the Bank’s ERGP project (see Annex 4 for partner support on statistical
capacity building. The results matrix (Annex 1, pillar 3) sets milestones expected to be achieved
under this CPS for strengthening of the national statistical system.

72.  The partnership will engage at the Federal level in policy dialogue to identify constraints,
critical cross-sector and institutional linkages, and needed reforms. Examples of the cross-sector
nature of reforms include the need for smultaneous reform of gas and power tariffs, improved
management of unbundled energy companies, and strengthened implementation of infrastructure
projects. Bank support will continue to coordinate with DFID’s Nigerian Infrastructure Advisory
Fecility. Other initiatives at the Federal level will consist of investments and institutional changesin

4 As an example of this: following states’ commitments in 2007 to pass state fiscal responsibility and procurement
laws, the Bank and partners held clinics to familiarize state officials with the laws and underlying concepts. In 2008,
the partners agreed to support a secretariat to the Governors' Forum to: (i) assemble information on fiscal policy and
associated reforms at the state level and (ii) manage technical assistance to build capacity at the state level. This
process could play an important role in strengthening fiscal federalism in Nigeria.
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energy, transport, tertiary education, and ICT, all of which will support non-oil growth. The Bank
will also support business climate and capacity building, through on-demand AAA and policy notes,
IFC advisory services and training, drawing on best practices and lessons adapted from global
experience to the Nigeria setting. Strengthening knowledge and training institutions in selected
universities and think thanks to undertake analytical work that inform public policy; and support to
the Lagos Business School and public service training institutions will continue.

73.  The partnership will focus on addressing investment constraints in sectors with the
highest growth and employment potential, including the promotion of cluster-based growth
and skills development. Analysis suggests that light manufacturing, ICT, construction, wholesale
and retail, entertainment, agriculture, meat and leather and the financial sector may be
particularly promising. The CPS will aim at addressing the constraints to growth through several
projects including the DFID’s and Bank’s joint GEMS project and USAID projects including
MARKET Il and Trade Capacity Development. The analytic work carried out by the partnership
on the investment climate will inform interventions. Important aspects of stimulating non-oil
growth will be the development of a national skills development framework and the reform of
trade policy, which have been elaborated in the Employment and Growth study. The ongoing
Bank Science & Technology in Post Basic Education Project and Lagos Eko Secondary
Education projects are both directed at skills development. The Science and Technology project
IS targeted to post basic education level including vocational and technical education and Lagos
Eko Secondary Education to secondary schools including vocational and technical colleges in
Lagos state. In addition, the FY 08 Federal Roads project will support the Federa Government’s
aim to promote private sector participation in the provision and upkeep of roads and will enhance
the impact of the rural roads projects planned under this CPS as well as Fadama lll (FY09). IFC
will play a catalytic role in the growth of Agribusiness and Infrastructure (particularly Power).

74.  Support for PPP will be scaled up. Grant funding for diagnostic work and upstream capacity
building ongoing since 2008 has positioned Nigeria for more in-depth support for PPP investments
through a project in FY 11. This project—abuilding on the achievements and lessons learned from the
Privatization Support Project scheduled to close in 2009 would enable Nigeria to access top
transactions advisory expertise, and to twin this with focused capacity building and technical
assigtance in the key MDAs at federa and sub-nationa levels that will develop, implement and
oversee the PPP pipeine. As part of this project, given the importance of risk mitigation and
commercia viability to successful PPP initiatives the Bank, including MIGA and IFC, are dso
examining the potentia to deploy risk guarantees and other form of financing to complement
government investments and to crowd-in other sources of private sector and officia funding.

75.  To promote agricultural growth, the partnership will support government goals to
eliminate fertilizer subsidies and improve agricultural finance, strengthen the agricultural input
systems, support the introduction of agricultural support services, build a system of agricultural
research at the federal and state levels and encourage public-private partnershipsin irrigation. In
addition, the partnership will support government goals to promote food security and integration
of rural farmers into the market food chain, focusing on the use of inputs, improved varieties,
and mechanization by poor farmers. A key focus will be to link producers to markets through
expanded collaboration with agro-processors and supermarkets. And finally the World Bank in
partnership with the African Development Bank will scale up access to rural roads to a larger
number of states than those covered under the current rural access and mobility project.
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76.  Underscoring the need for measures to slow down climate change, a program of
support on environmental risks will include components in operations such as in agriculture
and support for government actions to reduce gas flaring. Recognizing that the low price of gas
used domestically distorted incentives towards exporting and encouraged gas flaring, the
government enacted a transitional domestic gas pricing framework that moves prices
progressively to cost-reflective levels. Other measures being launched include Domestic Gas
Supply Obligations for gas companies (meeting these before export) and the introduction of
bilateral commercially enforceable contracts between international oil companies and all end-
users, including power companies. These measures are expected to help reduce gas flaring and
are being supported by the Bank under its FY09 Energy project and by USAID’s FLARED
project, also launched in 2009. Partnership between IDA and the Global Environment Fund
(GEF) on a climate management project will address coastal flooding/erosion and disaster
management, and sustai nable land management.

77.  Under human development, the partnership will also continue to support Federal
programs through both lending and non-lending. Through diagnostic work, the partnership will
work with the government on a socia safety net agendathat can help respond to the global crisis
as well as improve targeted programs such as the CCT and the Youth Empowerment and
Employment Program. The existing Conditional Grant Scheme for MDG interventions, currently
funded by Nigeria's MDG office in partnership with State and Local Governments, presents a
credible platform for building a sustainable Social Safety Net Program. The partnership will also
support the Federal Ministry of Health and the Federal level parastatals to strengthen their role as
stewards of the sector. A programmatic AAA on ‘ Governance of Service Delivery’ will underpin
and highlight sector level governance issues. AAA on financing of Tertiary Education will aso
provide the basis to fashion appropriate support to students such as student loan schemes.

d.2  Partnership support at the state level

78.  Partners will no longer seek to agree on a single set of lead states among all partners,
or use the same process to identify states with which they engage, as partners are at dightly
different stages and have different operational constraints. In line with government priorities,
CDD will be available to al States and vertical programs will be increasingly integrated within
health systems. Support for investments in economic growth (through GEMs) will be based on
geographical clusters, as will partner programs dealing with food scarcity or humanitarian crises.
For all other interventions, partners will use criteria for state-level engagement that include
geopolitical balance, governance capability and commitment, need, existing programs and
partner objectives (Table 6). Building on lessons learned in the 2005 CPS, including the
relatively low capacity of most state governments to implement and sustain reforms, the
governance criteria will be central to maximize effectiveness of development partner assistance
(Table 6, column 2).

79.  The criteria for state-level engagement reflect the Nigerian government’s priorities and
concerns and lessons from the 2005 CPS: (i) partners should focus their efforts on states with
the greatest needs; (ii) reflect joint decision making with the government; and (iii) recognize that
while not all donors can be in every state, donors should balance funds across Nigeria's six
geopolitical zones. During the current CPS, partners will support states in each zone, or more if
the state engagement of non CPS development partners is taken into account.
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Table 6: Criteria for State-level Engagement in Focus States

Nigerian Adherence to
Government Governance Capability partner mission
priorities and Commitment Need Existing programs objectives
« President = Performance of the state School enrollment = Working « Example: World
Yar' Adua s Seven on projects funded by and attendance relationships Bank and DFID
Point Agenda. the partnership (primary rates. between partners mission of poverty
= Balance across six criteriafor World Bank Maternal and child and state reduction.
geopolitical zones. for human development mortality rates. governmentsfrom e« A USAID foreign

« Joint determination
with NPC and MOF
of choice of statesin

projects).
Completion of a public
expenditure review

* Accessto water.
* Weak institutional

capecity for

previous work.

« Presence of other

programs.

policy priority of
oil security.

and/or public
expenditure and
financial accountability
review with follow-up
action plans.

« Drafts of Fiscal
Responsibility and
Public Procurement bills

= Respect for opposition
parties and human rights
standards (USAID).

specific projects. delivering services.

80. Enhanced governance-focused support will be provided to states which meet
transparent and objective standards for improved governance. Partners will have governance-
focused engagement with states from all six geopolitical zones. Partners will not necessarily
provide assistance to the same states, although there is likely to be overlap in the larger states
(Lagos and Kano), and in the states active in 2005 CPS (Kaduna, Enugu, Cross River). USAID
plans to focus on Bauchi and Sokoto states. The remaining states will be selected from those that
have requested support under the Bank’s State Governance and Caoacity Development Project
(SGCBP) Il (FY 10) based on the governance criteriain Table 6. Over the current CPS period,
DFID will extend the coverage of its suite of state level programs into two new states, following
the criteriain Table 6 for state selection.

81. In HD, performance under existing partner programs will be the primary
consideration for the Bank. All states, for example, have received Bank CDD projects, but not
all have had a satisfactory performance in financial management and procurement, essential for
tracking and ensuring effective use of resources. Additional criteria will be: (i) low ranking on
related indicators such as maternal and child mortality and school attendance rates, and therefore
greatest need for state-based HD interventions; and (ii) demonstrated necessary commitment to
sector reform. The partnership will explore the use of innovative approaches such as CCTs,
performance-based reward system for the Y outh Employment Scheme, Modernizing Secondary
Education, Vocational Educational Training, and the Health Insurance Program. In FY 10 the
partnership will seek Education for All-Fast Track Initiative support to three or four additional
states to develop education sector plans that can be financed using national and possibly partner
resources.

5 SGCBP 11 will also provide funding to other states (outside the four selected) for preparation of draft fiscal
responsibility and procurement bills as well as public expenditure reviews and public expenditure and financial
accountability reviews, if they have not already been completed. This will prepare the states for more
comprehensive support under SGCDP |1l from FY12, and eventually for state level development policy loans.
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82. Partners will disseminate and replicate good practices across states. An example of this
is DFID’ s support to land registries (Box 9).

Box 9: State to State Replication of Land Registry Reforms

Replication can be designed into the current CPS projects from the outset. In DFID’s SJG program under the 2005
CPS, the intention was to support the most advanced registry (Lagos) to become a “center of excellence” which
could then be used as an example to other states. Staff from other registries, both from states where the project was
active but also from other states, was actively encouraged and supported to see the advances that Lagos had made.
This “home-based” example was far more powerful than taking registry staff overseas to see “state-of-the-art” but
ultimately unrealistic models. Lagos staff were also encouraged to speak at events both within Nigeria and
internationally to outline the problems they had faced and the solutions they had developed. One of the links
developed was between Lagos and Kano. Replication did not stop here; the work in Kano land registry was
explicitly designed to increase Kano's training capacity so that they could become the training hub for the northern
states of Nigeria. This capacity now exists—not just for basic land administration and computing issues but also
more advanced geographic information systems training, and Enugu, Jigawa and Bauchi states have benefited from
this training. Further South, staff that had been trained under the SJG program in Enugu has trained staff from
Benue, and in this way the replication of process, capacity and skills has been completed.

83.  To ensure accountability for service delivery, collaboration with civil societies and the
private sector will be encouraged and incorporated within projects, program design, and
implementation. MDAs and project implementation units implementing human development
projects will be encouraged to involve NGOs and the private sector in the delivery and
monitoring as well as evaluation of the impact of their interventions. Examples of how civil
society and democratic governance support service delivery will be documented and shared
among partners. The use of Citizen's Score Card, Beneficiary Assessment and Report, Civil
Society Independent Evaluation and other participatory feedback mechanisms will be
emphasized in project design and implementation—especialy through the supervision of
ongoing operations. Partners will: (i) support the development and implementation of service
standards; (ii) strengthen complaints handling mechanisms; and (iii) support public expenditure
reviews.

84.  Enhanced donor coordination on the ground will increase the effectiveness of partner
assistance. Donors will coordinate efforts better within states where more than one donor is
working. Donors will speak to Federal and State Governments with one voice to minimize
transaction costs, and will work to develop State-level MOUSs to monitor progress and enable
mutual accountability. Donors will jointly determine with NPC and Finance which states they
work in.

85. Lending instruments will be tailored to the conditions of each state. In states selected
based on poor HD indicators or potential for growth, but with a relatively weak public sector
reform track record, the partnership will continue to use project-based lending and grants, while
using these projects as entry points for broader reforms (for example, states supported under the
SGCBP | and Il could become €ligible for broader multi sectoral reforms with state level
development policy loans). In states with poor HD indicators that have embarked on public
sector reform and have a stronger track record on governance/fiduciary systems (e.g., Sokoto in
the North or Osun in the South), the partnership will work with state governments to develop
comprehensive, prioritized, costed state-wide sectoral plang/programs that will serve as an
overall framework for financial and technical support to the state from the partnership. Also,
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building on the lessons learnt and inputs from the states regarding the effectiveness of the
project-based approach for challenges and issues that cut across multiple sectors (Annex 5), the
Bank would consider other instruments/options when dealing with multi-sector issues.

86.  Given the importance of improving governance at the state level, and the relative
autonomy enjoyed by states in policy making and budgetary and fiscal management, enhanced
governance assistance could be effectively addressed by use of SDPOs. In states that have a
relatively good track record on public sector reforms, a reasonably strong fiduciary system and
low debt levels, the Bank will discuss with FMoF the use of SDPOs, possibly twinned with TA
operations; other partners will consider whether and when to move to programmatic support.
Providing reformist states with SDPO support could also produce incentives for other states to
follow their example, even if the SDPO amounts are relatively modest compared to the states
other resources.

87. At present, Lagos appears to be the best candidate for a “ pioneer” SDPO, given the
quality of its PFM-system, the reform-orientation of the state government, the importance of
the state for Nigeria and the inadequacy of fiscal resources (Annex 5). The design of SDPOs
would include cross-sectoral policy reforms, linked to the federal agenda. Given the federal
programs already initiated aimed at improving fiscal and public financial management, the
SDPOs would have a strong focus on these areas as well. At a second stage, SDPOs could be
expanded to states with minimum acceptable fiduciary standards, with a more challenging
agenda of policy reforms; a third stage could cover poorer and lower-capacity states.™

88.  Introducing SDPOs has risks. Institutional structures in most states are not strong and
further changes in the political environment could affect the sustainability of reforms. This calls
for a strong government buy-in and for starting SDPOs at the beginning of a political cycle.
Second, the quality of the state’'s PFM-system will need to meet a necessary degree of
transparency and accountability. It will be important to assess the quality of PFM-systems in
each state before a SDPO can be put in place. Findly, the statistical capacity at the state level
will need to be sufficient to monitor results of the SDPO."

89. In the Niger Delta, the approach will be attentive to the particularly fragile
circumstances of the area. Sustainable development in the Niger Delta will be difficult in the
absence of a peace settlement acceptable to all parties. Nevertheless, the Bank, DFID, USAID
and the AfDB have worked closely to agree on ajoint position on the Niger Delta. Development
partners will continue to seek opportunities to work with those state governments in the Niger
Delta that demonstrate commitment to reform and better governance. The Bank is currently
implementing CDD projects in the core states of Niger Delta (Fadama |1l and Community Social
Development), as is USAID (Cassava Enterprise Development, Conflict Mitigation, and

18 This approach was successfully used in India, where over the years, the focus of SDPOs shifted to poorer states
with lower capacity, yet with credible reform programs.

17 As state fiduciary systems improve, another approach with potential for sub-national lending in Nigeria is the use
of investment lending instruments to support multi-sectoral multi-year SWAps. The SWAps would support
programs with multi-year state budgets and results indicators. The first experience of this sort in Brazil in the Ceara
State brought about important advances on fiscal management, public sector management and service delivery in
key sectors, which led to the replication of the model in other states: Minas Gerais, Distrito Federal and
Pernambuco.
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HIV/AIDS). The Bank has also had good discussions with Bayelsa State on public financial
management, education and local government, which creates a solid basis for development of a
closer relationship; the US Government is also working closely in Bayelsa State. A number of
IFC projects have direct bearing on the Niger Delta, including a program co-funded by the
Nigerian and Norwegian Governments to upgrade the capacity of local fabrication companies to
undertake complex local content provision to the oil and gas industry which is dominant in the
Niger Delta region. The Federal Government created a new ministry in September 2008, which
is expected to be responsible for implementing the 15 year, $50 billion Niger Delta Regional
Development Master Plan. Partners will work closely with the Ministry and its parastatals on
future support to the Niger Delta.

VI. PARTNER SUPPORT
A. World Bank Lending and AAA

90. The Bank portfolio currently comprises 28 IDA projects and 2 GEF projects, with a
volume that has more than doubled from US$1.5 billion in FYO05 to about US$4.1 billion in
FY09. Aside from support for the government’s efforts to mitigate the effect of the global
financia crisis (next paragraph), infrastructure and human development comprise amost two-
thirds of the lending portfolio. The strong focus in the current portfolio is on project
implementation for results. The IFC investment portfolio totals $435 million in 29 projects; the
advisory portfolio includes 13 projects with a budget of $22.8 million.

91.  Bank support to emerging crisis. The Bank will support Nigeria with a DPO of $500
million early in FY 10. The operation demonstrates the Bank’s flexibility and responsiveness to
Federal government needs. The proposed DPO is intended to provide budgetary support to the
FGN to offset the fiscal impact of the crisis and support the government in maintaining its
current economic reform path in the financial sector, fiscal policy and management, and
governance. The focus of the DPO on strengthening the banking sector and on increasing
government spending is fully aligned with the core themes of governance and increasing non-oil
growth. The adoption of International Financial Reporting Standards, for example, will improve
accounting and auditing standards, at the heart of improved banking sector supervision and
governance in the financia sector (Box 7). The DPO complements other active and prospective
operations that will help to mitigate the impact of the crisis, including two large CDD operations
(Fadama I11 and Community Social Development Project) that are just starting, and support for
safety net enhancements (CCT program). The Bank has aso added $50 million to the $100
million credit approved for the Commercial Agriculture Development Project for basic staple
crops (maize and rice) production to address rising food prices.

92. IFC support to financial crisis. IFC is undertaking initiatives focused on the financial
sector, including an examination of the capital requirements of selected banks, and potential
equity investments by the Bank Capitalization Fund, one of the IFC global crisis response
initiatives. IFC will accelerate implementation of a number of advisory services programs,
including programs to improve corporate governance practices of Nigerian banks and to
stimulate fixed income securities market, particularly given the decline in the equities market.
Furthermore, IFC is planning the issuance of a Naira Currency bond which will amongst other
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objectives serve as a demonstration transaction for non-equity securities. These are in addition to
Risk-Sharing Facilities which IFC plans to pilot with banks.

93.  The remainder of the World Bank program for FY10-13 responds to the strategy of
support for the three pillars (V, Section C) by intensified focus at state level and use of a broad
range of innovative approaches (CCT) and instruments (Energy project, SDPOs/SWAps). The
support exploits the Bank’s comparative advantage as: (i) an important source of financing for
states; (ii) a conveyor of development assistance through partnership with a large number of
development agencies;'® (iii) a provider of policy advice and technical expertise (support to
Nigeria's EITI initiative to complete the validation process, disseminate the 2005 EITI report,
and complete the 2006-08 audits); (iv) integrator of knowledge and financial support (the ICP
has been instrumental in the design of the GEM S and PPP projects under this CPS); and (v) an
agent to transfer global knowledge, experience and technical expertise among countries and
adapt them to the needs of Nigeria (best practice experiences from Latin Americawill be applied
through a Pilot CCT for Girls Education in Northern States).

94. The Bank’s lending program and AAA have been enhanced through support from
trust funds. As of June 2009, 37 trust funds are supporting Nigeria, of which 22 are Bank
Executed and 15 Recipient executed. The total grants amount to $99 million, of which $50
million are currently available for disbursement. Trust funds support the promotion of good
governance (including corporate governance), health issues (polio, HIV/AIDS), infrastructure
(Lagos Metropolitan Development and Governance, National Energy), and rural projects
(Commercial Agriculture, Fadama IlI, and CDD harmonization), provided co-financing
(Economic Reform and Governance, and GEF Local Empowerment and Environmental
Management), and funded free-standing complementary activities, such as the ICP, the first sub-
national investment climate reviews in Sub-Saharan Africa.

95.  IDA Availability. The CPS implementation will be over FY10-13 which includes the
IDA 15 replenishment period for FY10-11 and the first two years of IDA16. For IDA 15, the
indicative resources for Nigeria were larger (at SDR 2,073.7, see Table 7) than during IDA 14
because of an improved country performance rating and the larger size of the IDA15 envelope.

Table 7: IDA Allocations (indicative for FY12-13)

IDA 15 IDA 16
FY09 FY10-11 FY12-13
SDR mn 665 1,408.7* 1,408.7*
US$ mn equivalent 1,014 2,276* 2,276*

* Indicative

8 As an example, during a joint partner mission convened by the Bank to launch phase Il of the global Malaria
Booster Project, a detailed joint plan of action was agreed by the government and the partners to saturate the
country; agreements were reached on a new national strategic plan, an implementation plan, rationalization and
harmonization of the approaches, and tools and indicators to be used by the partners.
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96.  The indicative amounts for FY12-13 will depend on IDA 16's available resources.
Actual allocations during the CPS period will be in accordance with the Performance Based
Allocation System which takes into account: (i) total IDA resources, (ii) Nigeria's country
performance relative to the performance of other IDA borrowers; (iii) financing terms; and
(iv) the number of IDA eligible countries. Table 7 assumes that IDA alocations in FY 12-13 will
remain the same asin FY 10-11.

97. A debt sustainability analysis conducted in 2008 by Nigeria’'s Debt Management Office
found that Nigeria’s debt outlook was robust. The results were confirmed by Bank and Fund
staffs’ calculations. Despite the significant changes in ail prices since the completion of the last
DSA, in view of very low debt servicing ratios, the risk of debt default over the medium term
remains low. Under a scenario of a prolonged oil price shock (calibrated as one standard
deviation of Brent crude prices over the period 1970-2006) Nigeria's external debt ratio could
reach 37 percent of GDP by 2027, but debt service payments would remain low at around 1
percent of exports. The bulk of current outstanding external debt is to multilateral creditors, and
government continues to reiterate its desire to contract any future borrowings on concessional
terms. The stock of domestic debt of the federal government has increased only modestly since
2005, mostly as aresult of the securitization of budget and pension arrears.

98.  The indicative IDA lending program is shown in Table 8. It is based on the following
principles: (i) address all three pillars selectively and in a targeted manner; for example, under
human development focus on primary education and health in the North (State Health and State
Education) with more resources for primary health care and education, more community
participation, training of service providers in basic health care package and revitalization of
routine immunization; for both non-oil growth and human development scale up infrastructure
investments in energy and transport, continue focus on tertiary education and skills devel opment
(ii) scale up lending in areas that have achieved results (RAMP II, Lagos Urban Transport 11,
SGCBP Il and 1l1); (iii) respond to emerging government priorities, for example, a fast-track
DPO (early FY 10) in response to the impact of the global crisis; (iv) adopt innovative financing
mechanisms (the FY 11 Energy Project builds on the FY 09 Energy sector project which includes
many “firsts’ in Nigeria including catalyzing private sector finance™ (v) support the
government’s PPP agenda, for example, the FY 11 PPP project addresses binding infrastructure
constraints that limit firm productivity and employment generating growth; (vi) facilitate access
of Nigeriato Carbon Finance, Climate Investment Funds: The Bank has facilitated an initiative
in the power sector where the Transmission Company is claiming carbon credits for gas emission
reductions in its network and further support in FY 12; and (vii) flexibility for determining where
intensified focus on states will be, based on state specific needs, commitment to sector reform,
and improved governance (SDOs).

9 Energy project includes many “firsts’ to illustrate: (i) a PRG in support of gas supply agreements with
international oil companies to ensure adequate gas supply to sustain power generation; (ii) a first guarantee
operation to underpin gas market reforms as opposed to support for specific greenfield or privatization; (iii) reliance
on national regulations to address impacts of upstream investments by these oil companies, and existing downstream
infrastructure; and (iv) provision of technical assistance to build capacity for enforcement gaps in environmental and
social compliance. Going forward the Bank might explore the use of IBRD guaranteesif appropriate.
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Table 8: Proposed IDA Financing FY10-13 Consistent with IDA Envelope

Fiscal Year Proposed Operations Amount (US$ million)

2010 Federal level DPO 500
RAMP Phase Il 100
Growth Empl. & Markets 175
State Gov, & Capacity Building 11 100
Additional Financing For First Urban Water 100
Second Urban Water Additional Financing 80
Lagos Urban Transport 11 150

2011 Conditional Cash Transfer 100
Public/Private Partnership 300
State Health 300
Energy 200
Agriculture Competitiveness 100
State DPO 200

2012 Climate Risk Management 100
Rural Access and Renewable Energy 100
Electricity Transmission and Distribution 200
Development 100
Youth Employment Scheme 150
State Education I11 200
Maternal Child Health Nutrition 200
Malaria Il 100
State DPO

2013 SGCBP Il 100
State DPO | (different state) 200
State DPO | (different state) 200
Agriculture Productivity 200
Transport Infrastructure 300

99. More selectivity will be used in AAA. Over the CPS period, these will become more
strategic, based on strong government ownership (see Box 10 for example of good practice), to
inform lending, policy dialogue, and build capacity (Table 9). A Climate Assessment in FY11
would provide the analytical underpinning for a new operation to address climate change-related
risks (FY12); it would cover: (i) major sources and extent of greenhouse gas emissions;
(i) vulnerability of Nigeria to climate variability and change; (iii) capacity of Nigeria policy, legal,
and institutional framework to address adaptation to climate change, and options for Nigeria’s
economy to become more resilient to climate change; (iv) identification of opportunities for
Nigeria to reduce emission through mitigation options across sectors, and (v) identification of
potential funding to complement Bank support, including from the carbon market, Climate
Investment Fund, and the Clean Technology Fund. The Community Based Health and Nutrition
and Governance in Service Delivery will inform water, health and education projects and the
Agricultural strategy in FY10 will form the basis for Agricultural Competitiveness credit in FY11.
The Education Sector Strategy will develop a more systematic approach to education at all three
levels of government, and will examine the role of public and private sector as providers of
education. An agriculture project from FYQ9 is financing studies on irrigation which may lead to
financing some irrigation works under the agricultural productivity project.
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Box 10: Successful Ownership and Dissemination: Financial System Strategy (FSS) 2020

In September 2006 the CBN asked the Bank to assist in developing a Financial System Strategy (FSS) 2020. Following
the successful completion of the consolidation of the banking system, the aim of FSS 2020 is to transform Nigeria into the
financial hub of Africa by becoming the safest and fastest growing financial system among emerging market countries.

Crucial to the success of FSS 2020 is that the strategy and process have been owned and managed from the outset by
the Nigerian authorities. The development of the strategy involved representatives of all the regulators, industry
participants, academics, donors, etc. The CBN set up a coordination unit supported by experienced local consultants,
and a Steering Committee comprised of the Minister of Finance, the CBN Governor and Deputy Governors, the
Director General of the Securities and Exchange Commission, the Insurance and Pensions Commissioners, as well
as key private sector representatives. From the outset ‘focus groups were organized for various sub-sectors.

At the request of CBN, the Bank helped to organize an international conference in June 2007, to present the vision
outlined by FSS 2020. It was opened by the recently-elected Nigerian President and included international expertsin
the financial system from larger emerging economies. Following the conference, the CBN Governor's immediate
priority was to define an action plan for FSS 2020 and further diagnostic work to set the baseline for the strategy’s
implementation. Grant funding is being used to support this second phase. Diagnostic work in 2008 included capital
markets, insurance, pensions, housing finance and socia housing, SME access to finance, microfinance, creditor
rights & corporate insolvency and the banking sector.

In an effort to maintain a results-oriented focus, the Bank is also assisting the CBN in putting together a Monitoring
and Evaluation framework for FSS 2020 and advising the project implementation unit in organizing the transition to
an implementation office reporting to the Steering Committee to be appointed by the President.

Table 9: Analytical and Advisory Activities (FY10-11)

Fiscal Year Analytical and Advisory Services
2010 Policy Dialogue
Fiscal Federalism Phase Il
Transport Dialogue
ICT Policy Dialogue (ongoing)
FSS 2020 Phase 2 (on-going)

Policy dialogue and lending (in parenthesis)

Lagos PER

Governance of Service Delivery Phase Il (FY 10 water and FY11 State Health)
Community Based Health and Nutrition ( FY12 Maternal and Child Health)

Investment Climate Assessment (SDO in later years)

Poverty Monitoring Assessment (all lending)

Energy Sector Policy Analysis (Energy lending in FY12)

Agriculture Strategy & NACRDB Restructuring (Agricultural Competitiveness in FY11)

Capacity Development
Results Based M&E for Vision 20/20
Projects Procurement Capacity Building (ongoing)
EITI Mgt./Gas & Oil (ongoing)
Communications Outreach (ongoing)

2011 Policy Dialogue and lending
State Level PER
Skills Development
Education Sector Strategy
Climate Risk Assessment
Poverty/Growth Assessment
Custom Reform/Revenue Enhancement
Regional Integration AAA

1 For FY12 to 13, many of the FY 10/11 AAA will continue and new AAA added in FY 12 and 13 will be based on client demand.
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100. At the state level, AAA has been used as an entry point to engage in dialogue with the
governor in Bayelsa in the Niger Delta, first in the conflict zone. The Public Expenditure
Review could form the basis for further collaboration between the Bank and the Bayelsa State
government. This engagement could also potentially be expanded to Rivers state in the Niger
Delta.

101. Support for Regional Programs: In recognition of Nigeria s potential as aregional and
continental hub and driver of growth, the Bank is supporting regional initiatives to foster
regional economic and political integration, including: (i) West Africa Gas Pipeline to secure
reliable access to cheaper and environmentally cleaner gas from Nigeria, in lieu of liquid fuel
for power generation and other industrial and commercia uses, in Ghana, Benin, and Togo; (ii)
the Abidjan-Lagos corridor scheduled for FY 10, which promotes an integrated approach to
combating the spread of HIV/AIDS; (iii) collaborative efforts in West and Central Africa to
improve air transport safety and security; (iv) joint management of shared water resources for
multi-purpose utilization in the Niger River Basin and Lake Chad; and (v) the ECOWAS
Common External Tariff. There is tremendous scope for dialogue and for resources to regional
programs during the CPS period. These opportunities include involvement in the follow up to
the Niger Basin Water Resources Development and Sustainable Ecosystems Management
Program, programs for regional infrastructure and posting of a Bank staff in Abuja to work on
regional issues and with ECOWAS.

102. Support for South-South Cooperation. Under the current CPS, a number of initiatives
will be explored. One example is Nigeria's cooperation with South Korea to learn from its
highly successful Korean Technical and Vocational Systems and Tertiary Education Systems
in both public and private sectors, to link education with the labor market and to improve
student tests and institute learning achievement monitoring systems. Other opportunities for
South-South cooperation are with Chile on its advanced monitoring and evaluation system,
with Brazil and Mexico on CCT Programs (Brazil Bolsa Familia, Mexico Oportunidades) and
with Indiaon its Viability Gap Fund to fund PPPs where there could be a number of sources of
financing but still not enough to fill the funding gap. Within Africa, Nigeria could cooperate
with countries on conditional transfer schemes that are similar to its MDG conditional grants
scheme, yet more mature and larger in scope, such as the Uganda local government
development program or Kenya's Local Authority Transfer Fund. In the private sector, the IFC
will continue to explore South-South opportunities by mining relationships with potential
investors, following its experiences with its facilitation of the entry of Indorama from
Indonesia as a core investor in Eleme Petrochemical plant.

103. More focus on improving the country portfolio performance. In late June 2009, the
disbursement rate was 18.4 percent and projects at risk were 35.7 percent. The decline in
performance since FY 07 was due to: (i) a change in government at the Federal level and in
many states in 2007, bringing in administrations unfamiliar with Bank projects (in-coming
State governments removed key project staff and proposed funding ineligible activities);
(ii) government revised priorities after project approval and requested substantial changes in
project activities; (iii) ashift in the Bank portfolio towards states where project implementation
and contract management capacities were weaker than expected; (iv) unrealistic disbursement
schedules; and (v) Bank budget allocations not commensurate with the needs of working at
state level. In response to the decrease in portfolio performance, Government and the Bank
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have carried out intensive efforts to ensure increased disbursements and improve
implementation to achieve results. Actions to increase state capacity for project
implementation include training for procurement, financial management, monitoring and
evaluation, management of contracts, and intensifying dialogue with State governments on
project procedures.?’ Other actions include using smaller contracts that are faster to disburse
and implement. Government and the Country Team have also been restructuring potential
problem projects and reallocating resources. The Country Director is closely monitoring the
portfolio through pre- and post-mission briefings, and in newly approved projects, asking for a
monthly review of progress by Bank and counterpart teams to share lessons, fine tune the
approach and meet the project readiness indicators.

B. DFID

104. The DFID portfolio currently comprises 25 programs and an annual budget of £120
million in FY09/10 rising to £140 million in FY10/11. The program fits within the current
CPS framework of governance, human development and growth. Fifteen of DFID’s programs
are focused on state level activities which cover 29 states, but the majority of DFID support is
concentrated within its focal states, the 2005 CPS lead states of Lagos, Kano, Kaduna, Enugu
and Cross River, plus Jigawa. This support is summarized in Table 10.

C. AfDB

105. The AfDB’s current strategy is human capital development through interventionsin
the social sectors and stimulating private sector-led growth in the non-oil sector, through
enhanced infrastructure, agricultural and rural development. ADF-XI?* priorities are on
infrastructure, good governance, private sector development and regional integration, which
are in line with the CPS framework. Currently, the AfDB portfolio comprises 20 public sector
projects totaling about US$591.8 million and nine private sector projects amounting to US$598
million. AfDB’s projects cover on average 20 States. Table 11 outlines the indicative lending
program.

D. USAID

106. USAID’s strategy will emphasize the three pillars of the CPS. Improving governance
will continue to be the foundation of the program in line with the priority in the CPS. USAID
will work with civil society, the private sector, and partners to strengthen service delivery
systems and increase transparency and accountability, harnessing states own resources to
deliver services more effectively to citizens. Specific priorities will remain state level fisca
policy and public procurement reform, human resources development, agriculture value chain
development and food security, trade reform, and energy and climate change investments.

20 To encourage oversight and management at the Federal level of state level Financial Management Units an IDF
grant will establish a Federal Project Financial Management Unit.

L AFD is the African Development Fund, the soft-window of AfDB, similar to the relationship between the Bank
and IDA.
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Table 10: Proposed DFID Support during CPS (FY 10-13)

FY

Indicative
DFID Proposed Operations Program

2010

Growth: Enhancing Financial Innovation and Access (EFINA), Nigeria Infrastructure Advisory ~ £120m
Facility (NIAF), Policy And Knowledge Facility (PAK), Investment Climate Programme (ICP),

PropCom (agricultural commaodities), UNDP Diaspora Trust Fund 2, Country Partnership

Facility, Growth and Employment in States (GEMS), Enhancing Nigerian Advocacy for a Better

Business Environment (ENABLE).

Human Development: Partnership For Transforming Health Systems2 (PATHS 2) Health
Reform Foundation of Nigeria (HERFON), Routine Immunisation (PRRINN), Malaria,
Strengthening Response to HIV/AIDS (SNR), FGN/UNICEF Water and Sanitation Phase 2,
Enhancing Nigeria’s Response to HIV/AIDS (ENR), UK-Norway Project (MNCH), Education
Sector Support Programme in Nigeria (ESSPIN), Girls' Education Programme (GEP).

Governance: Codlitionsfor Change (C4C), Strengthening the National Assembly (SNAP),
Strengthening Transparency and Accountability in the Niger Delta (STAND), Security, Justice
and Growth (SJG), Public Sector Reform, Service Delivery, State V oice and Accountability
Initiative (SAVI), State Partnership for Accountability, Responsiveness and Capacity (SPARC).

2011

Growth: Enhancing Financial Innovation and Access (EFINA), NigeriaInfrastructure Advisory ~ £140m
Facility (NIAF), Investment Climate Programme (1CP), PropCom (agricultural commodities),

UNDP Diaspora Trust Fund 2, Growth and Employment in States (GEMS), Enhancing Nigerian

Advocacy for a Better Business Environment (ENABLE).

Human Development: Partnership for Transforming Health Systems2 (PATHS 2),

Health Reform Foundation of Nigeria (HERFON), Routine Immunisation (PRRINN), Mdaria,
FGN/UNICEF Water and Sanitation Phase 2, Enhancing Nigeria's Response to HIV/AIDS
(ENR), UK-Norway Project (MNCH), Education Sector Support Project in Nigeria (ESSPIN),
Girls' Education Programme (GEP).

Governance: Coalitions for Change (CAC), Strengthening Transparency and Accountability in
the Niger Delta (STAND), Public Sector Reform, State VVoice and Accountability Initiative
[SAVI], State Partnership for Accountability, Responsiveness and Capacity [ SPARC], Federa
Public Adminigration Reform (FEPAR), Justice for All (J4A), Degpening Democracy in Nigeria
(DDIN).

2012

Growth: Nigeria Infrastructure Advisory Fecility (NIAF), GEMS TBD

Human Development: Partnership for Transforming Health Systems2 (PATHS 2), Maaria,
GN/UNICEF Water and Sanitation Phase 2, Enhancing Nigeria's Response to HIV/AIDS (ENR),
UK-Norway Project (MNCH), Education Sector Support Project. in Nigeria (ESSPIN).

Governance: State Voice and Accountability Initiative (SAVI), State Partnership for
Accountability, Responsiveness and Capacity (SPARC), Federal Public Administration Reform
(FEPAR), Justice for All (J4A), Deepening Democracy in Nigeria (DDiN).

2013

Growth: Growth and Employment in States (GEMS). TBD

Human Development: Partnership for Transforming Health Systems2 (PATHS 2),
FGN/UNICEF Water and Sanitation Phase 2, Enhancing Nigeria's Response to HIV/AIDS
(ENR), UK-Norway Project (MNCH), Education Sector Support Project. in Nigeria (ESSPIN).

Governance: State Voice and Accountability Initiative [SAVI], State Partnership for
Accountability, Responsiveness and Capacity [SPARC], Federal Public Administration Reform
(FEPAR), Justice for All (J4A), Deepening Democracy in Nigeria (DDIN).
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Table 11: AfDB Public Sector Indicative Lending Program (2009-2010)*

Indicative
Approval Indicative Amount by
Projects Year Source (million) UA) Status/Comments

Multinational: Transport 2008 Country ADF**: 32.75 Loan Signature in May 2009
Facilitation Project (Nigeria- Total Cost: 204.8
Cameroon Highway)
Water Supply & Sanitation for 2009 ADF Loan: 50.0 Expected Board Approval in
Taraba and Oyo States 2009
Health System Development 2009 ADF Loan: 30.0 To be prepared & appraised in
Program (Health V) 2009
Capacity Building for PPP and 2009 ADF Loan: 8.4 To be prepared & appraised in
Energy Sector 2009
Reinforcement of Transmission 2010 ADF Loan: 80.0 To be prepared & appraised in
System of Abuja Power 2009

Transmission Line Project

* Other potential operations could alternatively include an Institutional Support Project and a Rural Access & Mobility
Project Il. These are yet to be decided.

** Consistent with ADF guidelines for financing multinational projects, whereby 1/3 is to be drawn from the country
allocation.

107. To support non-oil growth, USAID will make agro-processors central to the value
chain and sector development to increase rural incomes and jobs. The processors guarantee an
output market and through linkages with financial institutions can provide the money needed to
purchase inputs from private agro-enterprises. The financial institutions in turn get paid by the
agro-processors when goods are delivered by farmers for processing. This model enables USAID
to strengthen the agricultural private sector. Regional and international trade in agriculture based
commodities will be the main companion objective of the focus on agriculture value chain. The
priority subsectors will be to improve the capacity in trade policy, strengthen the transportation
sector and reduce time and costs of trade, in addition to facilitation of customs modernization.

108. To improve health indicators, USAID will follow a systems strengthening approach in
key northern states, integrating the public health services, basic education services and
democracy and governance programs. USAID’s public health services program will improve
management, quality and utilization of maternal and child health, family planning and
reproductive health and malaria services in al LGASs of two states in the north. USAID’s new
health strategy emphasizes greater geographical focus, and strategic integration of key program
areas and resources.

109. In the education sector, USAID will assist the northern states to strengthen the quality
of education management. This includes: the development of Education Management
Information Systems (EM1S); building the capacity of state, local government and communities
to implement and use the EMIS; and the capacity of the States to manage, allocate, disburse and
track their education funds while meeting good governance benchmarks. Second, USAID will
strengthen the development and implementation of policies such as the new Early Childhood
Development Policy. Third, it will focus on the education civil service and teacher
recruitment/training policy, and gender/girls education policy. USAID is playing a leadership
role to reform existing policies on teacher training, teacher qualifications and national school-
based data collection in support of the National Teacher Education Policy which took effect in
January 2009. USAID will support up to five pre service teacher training colleges.
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110. In HIV/AIDS, USAID, as part of the U.S. Government interagency team for the
President’'s Emergency Plan for AIDS Rdief (PEPFAR), will assist in strengthening the
Government of Nigeria's ability to assume ownership of the HI'V/AIDS response and support
HIV prevention, counseling and testing, care and treatment services in all 36 states of Nigeria
and the FCT. Despite the rapid expansion of HIV services across the country, coverage of
essential prevention and treatment interventions remains low, and unmet demand is enormous.
The response must be multisectoral and integrated, reducing duplication and building on
synergies. Health systems, particularly at the primary level, are weak and require strengthening
to expand access to critical services. The U.S. Government will work with the Government to
develop a PEPFAR Country Partnership Framework Agreement that engages the public sector,
civil society, inter-faith bodiesand the private sector to address the issues of HIV/AIDS and to
advance Nigeria's ownership of the fight against HIV/AIDS. The PEPFAR Nigeria Framework
Agreement will seek to achieve the following objectives. a) intensify prevention efforts; b)
integrate HIV/AIDS response into the health care system; c) strengthen health care system at all
levels;, and d) expand access to quality services in care and treatment. The Country Partnership
Framework Agreements is expected to focus on three key areas: financing; policy reform; and
measurable results. Such an Agreement would promote deeper integration of HIV/AIDS
prevention, care, and treatment into broader health care and public health networks in both the
private and government sectors.

111. In the specific area of governance, USAID assistance will continue to support CSOs,
election assistance, and the media. For CSOs, USAID will focus on building their capacity to
advocate for policy reform, strengthen CSO-Government partnerships to fight corruption,
develop strategies for expanding CSO membership and their aliances with professional
associations, media, and membership-based local associations. On election assistance, USAID
will work on atwo-track approach: one track will strengthen civil society and public oversight of
the 2011 elections, and a second track will pursue longer-term reforms. For media, the goal is an
effective media that will enable citizens to participate in the democratic process that comes from
increased knowledge on issues that lead to greater transparency and accountability and better
service delivery.

E. Results Monitoring and Management

112.  The results matrix of this CPS has drawn upon the priorities in this document and has
been developed in close partnership with government. However, in the absence of a national
M&E framework which is under development, the CPS outcomes could not be tightly linked to
government’s indicators with baselines and targets. The CPS Progress Report will re-examine
the alignment of the CPS matrix with the government’'s M&E system as it is developed. The
results during the current CPS period will be largely achieved with the program already under
implementation. Table 12 shows the selected CPS results from the results matrix to which the
program of support during FY 10-13 will contribute.

113. The partnership has launched a number of initiatives. First, the partnership will focus
efforts on improving statistical capacity and monitoring in a number of areas. Efforts will
continue to strengthen Nigeria's statistical capacity, which is key to ensuring availability of
current data for policy making and monitoring. Following the adoption of the Statistical Master
Plan for 2005-2009 in 2004, NBS was created, a new Statistics Act was enacted in 2007, giving
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autonomy to the NBS and in March 2009 the Board of the NBS was constituted. The World
Bank and DFID supported capacity development in NBS to improve the quality of the statistical
base and the timeliness of information paving the way for bringing Nigeria into full compliance
with the General Data Dissemination System requirements. NBS has also now produced new
indicators of social statistics in a major publication, the “Social Statistics in Nigeria’. Going
forward, more focus is needed in promoting coordination between the NBS zonal offices, state
and Federal statistical systems as well as supporting statistics at the state level. A second priority
will be support for the implementation of the National Statistics Development Strategy (NSDS),
currently being developed with funding from the African Development Bank, as well as support
to the National Population Commission to improve vita statistics. The World Bank has posted a
statistician in the country office to oversee statistical capacity building and partners will work
together to identify support for NSDS and vita statistics after the agencies present their plans
and funding requests. In the current CPS, DFID and the World Bank will help Nigeria access the
new Scaling up for Results Facility. Potential areas for partner support in line with focus on the
state level could include:

e Costed, reditic state statistical strategiesin at least 5 states,

e Establishing mechanisms for coordination of statistical activities between the NBS,
zonal offices, the States and the MDAS;

 Developing astatistical template for the production of annual state stetistical year
books in selected states;

e Regular consultation with the state governments on statistical issues and concerns;

= Preparing states for passage of statistics act and its implementation.

114.  Second, we will use the CPS results matrix during implementation to monitor CPS
results. Under the previous strategy, outcome champions from DFID and World Bank had been
nominated to report progress on results to the heads of the two agencies in joint management team
meetings (JMT). While agency heads met regularly, there was insufficient discussion of results.
For this CPS the partners have agreed to the following: (i) identifying pillar heads for each of the
three pillars rather than outcome champions so that accountability and focus is on CPS pillars; and
(i) IMT hearing from pillars in rotation—each one quarterly on key issues on progress including
specific achievements (for communications purposes as well as monitoring), major issues and risks
and actions needed from JMT. To monitor World Bank contributions to CPS results, a Country
Program Results Monitoring tool has been piloted and is about to be launched. Nigeria will be the
second country within the World Bank’s Africa Region to use the tool to systematicaly capture
and consolidate information on country results. So far, it has been presented to the World Bank’s
country team and also to some key government officials. The key features of this tool include the
ability to monitor the CPS outcomes and milestones and to produce useful management reports. It
provides the capability to drill down to the active portfolio (and pipeline) and pick up indicators
(including external sources) and project information. M&E arrangements and responsibilities at
different levels, including with partners and the government, will be defined for data sources,
collection and reporting. In addition, the CPS includes important efforts in capacity strengthening
and building of in-country monitoring and evaluation capacity at the Federa and States levels. For
example Nationa M&E capacity will be strengthened at the Federd level under the ERGP and at
the State level (for selected States) under SGCBP.
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Table 12: Summary of CPS Results Based Framework

Area CPS Outcomes Indicators
Pillar I: Achieving Sustainable and Inclusive Non-Oil Growth
Critical Energy
Physical a. Increased power generation from 3000 MW in 2009 to 4500 MW by 2013.
Infra- b. Reduced System Losses from 42% in 2009 to 29% by 2013.
structure Transport
a. Additional 1000 Km of selected unity roads rehabilitated to fair and good condition by 2013 (as a
share of total classified roads).
b. Additional 600 Km of selected rural roads rehabilitated to fair and good condition by 2013 (as a
share of total classified roads).
c. Average bus speed increased from 10 km/hour to 20km/hr on BRT corridors by 2013.
Public Private Partnership
a. Privately financed share of investment in infrastructure is growing.
Urban Water Supply
a.  Number of people connected increases from 5 million in 2009 to12 million in 2013 in urban and
peri-urban communities in targeted states.
Agriculture Agricultural productivity
a. Increased net sales of agricultural products in targeted areas for selected crops.
b. Income from agricultural produce in selected communities to increase from Nigerian Naira
135,000 per household in 2009 to Nigerian Naira 189,000 in 2013.
Environmental and climate change management
a. Early warning system for coastal disaster risk assessment, planning, and management established
by 2013.
Investment  Business climate and enterprise competitiveness
Climate & a. Improved performance in Doing Business Indicators in targeted states.
Financial b. Growth in private investment in selected industrial and agribusiness clusters by 10-30%.
System Improved access to finance

a. Individuals that have access to financial services (savings, loans, insurance, leases) increase from
15% to 16.5% of the population by 2013.

Maintained confidence and stability in the financial system

a. Capital adequacy ratios remain above 15% through 2013.

Pillar 1l: Human Development

Health Primary Health Care
a. Proportion of children under 2 years fully vaccinated with OPV increase by 20% by 2013.
b. Proportion of births attended by skilled health personnel increase from 44% to 80% by 2013 in
selected centers.
¢. Coverage of contraceptive services to meet unmet need.
HIV/AIDS
a. Percentage of persons aged 15 and older disaggregated by gender who received counseling and
testing for HIV and received their test results increase from 73% to 90% in 2013.
b. Percentage of adults and children with advanced HIV infection receiving Antiretroviral Therapy
Increase from 16.7% to 50% by 2013.
Malaria
a. Percentage of under 5 children sleeping under insecticide treated nets increased from 2.5% to 40%
in seven states.
b.  Percentage of under 5 children with fever treated with an effective anti-malarial within 24 hours
from onset of symptoms increase from 10% to 60% in seven states.
Education  Basic education

a. Primary Net Enrollment Rate (NER) increased by 5%, in targeted states by 2013.

b. Junior Secondary (JS) NER increased by 5%, in targeted states by 2013.

c. Transition rates from Primary to JS increased by 5% in targeted states by 2013.

d. Average national math and reading test scores of primary 4 students improved by 4% in targeted
states by 2013.
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Table 12: Summary of CPS Results Based Framework

Area CPS Outcomes Indicators

Table 12: Summary of CPS Results Based Framework
(continued)

Area CPS Outcomes Indicators

Post Basic:

a. 11,000 senior secondary students passing the standardized tests in the selected state by 2013.

b. Increase in the number of students obtaining grades B and above in Science and Technology
disciplines in federal Post Basic Institutions from 15% in 2009 to 20% by 2013.

Utilization of Equitable Utilization of HD services
HD services a. Increased number of poor households utilizing primary health care, basic education and rural

by the Poor water in targeted communities in selected states.
Pillar 111: Governance for Results
Anti- Improved effectiveness of anit-corruption institutions

Corruption Cumulative total amount proceeds of corruption recovered increase from $5 billion in 2009 to
estimated $7 billion in 2013. (number to be refined going forward).

Performance Improved performance management system in the civil service

management a. No. of MDAs using new performance-based management system at Federal level increase from 0

system in the in 2009 to 6 in 2013.

civil service b. Reduced discrepancy between personnel records and payroll records in database in 5 selected states
from 15% in 2009 to less than 5% by 2013.

Public Improved Auditing and Accounting
Financial a. Time for submission of Annual Financial Statement of government by Office of the Accountant
Management General reduced from 6-9 months to 3 months of year end.
b. Time for issuing of audit report on Annual Accounts by Office of the Auditor-General reduced
from 12 months to 6 months of year end.
¢. Use of multi-year budgeting in FGN and at least 5 states by 2013.
Increased value for money and transparency in the public sector procurement system
a. Public contracts awarded above threshold through open competition increased from 50% to 90% at
the Federal level and from 25% to 70% in five selected states by 2013.
b. Public contracts awards published increased from 30% to 100% at Federal level and from 0% to
60% in 5 selected states by 2013.

Statistics Strengthened National Statistical System:
a. Annual and monthly data disseminated by the NSS or NBS according to agreed pre-published
release schedules.

115. Third, through participation in the Africa Impact Evaluation Initiative Nigeria has
been increasing its capacity to carry out impact evaluation on selected investments and to use
the results for policy decisions. To date, one impact evaluation has been completed (Fadama II)
and two are on-going (FY09 Malaria Control Booster Project and the slum upgrading component
of FY06 Lagos Metropolitan Development Project). Another four are in the design phase: FY09
Lagos Eko Secondary Education School Project, FY09 Commercial Agricultural Development
Project, FY 10 education conditional cash transfer for girls education and FY 10 Fadama II1).
Under the current CPS, Bank support will focus on capacity development for evidence-based
policy making and technical assistance. Activities will include a country-based impact evaluation
workshop with ministries.

F. Budget Implications of Strategy and Approach

116. Increased engagement at the state level calls for more resources. Increased lending
support at state level in general, and the Northern states in particular, with no prior working
experience with Bank projects will require more resources. More resources will also be needed

43



for capacity building, working with beneficiaries, other stakeholders and civil society
participants, and developing strong monitoring and evaluation systems, to provide reliable
information on project performance and development impact. All of these will take longer, with
higher lending preparation cost than in the past. To allow for higher quality project supervision
in the Nigerian context and to address the weaknesses that had emerged in the portfolio’s
performance, the Country Management Unit has started to allocate more resources to the project
supervision; the need for higher supervision resources will intensify as the stronger lending
support is provided at state level, particularly in case of weaker state

VII. RISKS

117. Nigeria presents substantial opportunities, but these opportunities are not without
risks. The current CPS identifies six principal risks as articulated below.

118. The risk to Nigeria of continuing impact of the global financial crisis. Forging a four
year assistance strategy in Nigeria at this juncture is fraught with uncertainties: how deep and
how long the global financial crisis will last and what the full impact will be on the Nigerian
economy and society. The federal government is mitigating this risk by continuing to exercise
caution in using the ECA, maintaining efforts to strengthen the fiscal balance and reprioritizing
government spending. In response to the crisis, the 2009 budget caps recurrent expenditure, and
makes an effort to target maor growth and poverty aleviation bottlenecks through higher
alocations for capital spending in priority sectors (roads, agriculture/water, and power). In
addition 6 percent of the capital budget is distributed as grants through the MDG office. It isalso
working on faster execution of works, power projects, and investment in priority sectors or
distribution of grants which will have a direct employment effect, and will address longer-term
supply bottlenecks

119. The risk of policy reversals or governance reform slowdown must be taken into
account. The strong technocratic team in 2004 was instrumental in introducing far reaching
changes in Nigeria's planning, budgeting and financial management system, and for taking
aggressive steps to deal with corruption. In spite of a good track record on reforms over the past
five years, progress has not been continuous or smooth. As one example, reforms in fiscal
federalism to ensure that sound fiscal management becomes a responsibility of all levels of
government has not been tranglated into solid public financial management at the state level. In
addition, as mentioned earlier, the recent pressures on the exchange rate and rising interest rates
have prompted the central bank to reintroduce foreign exchange control measures, a policy
response that may create distortions and has reduced confidence in economic management.
Especialy under the current economic climate, pressures within Nigeria may be strong to
increase protection on selected industries that are suffering from the global downturn, limit
market mechanisms for foreign exchange, for example, and resist further tariff increases on
electricity. Factors that may mitigate this risk include the growing importance of an emerging
middle class that has benefited from economic growth resulting from reforms; and the relatively
good relationship and close policy dialogue established with the Bank. But the presence of strong
champions within the government will remain critical to a steady pace of progressin reforms.

120. At the State level, the risk of lack of commitment and weak governance systems. States
will need to improve the quality of budget management, public finance management and
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procurement. To mitigate the risk of lack of commitment and corruption, the partners will use
governance capability and commitment criteria to ensure close partnership with states that have
demonstrated strong reform commitment through implementation on the ground in improving
procurement and public financial management. Partners will also strengthen citizens' capacity to
demand transparency and accountability. The MOU between state governments and CPS
partners will ensure greater clarity about the expectations on both sides, and provide a
mechanism to monitor (and where necessary challenge) the level of commitment. In addition, the
partnership will allocate more budget for project preparation and supervision but this will not
fully eliminate the potential for corruption, necessitating adjustments as specific issues arise.

121. Risks related to institutional weaknesses and capacity constraints in states. These
weaknesses are likely to be more serious in the Northern states. An increase in the share of
resources going to these states is likely to raise the overall risk profile while offering the
potential for higher rewards in terms of progress in human development indicators. This increase
in risk may be somewhat counterbalanced by investments in low-risk sectors or repeater
financing for tested approaches.

122. Political risks and absence of strong reform champions could also affect CPS
implementation. If the presidential and legidlative elections in 2011 are accompanied by a long
electora campaign during which government will focus on politics at the expense of its reform
program, or by violence and social unrest, implementation of CPS support could be slowed down
or jeopardized. Flawed eections in 2011 would undermine accountability at the highest level,
and could further weaken accountability at all levels. Another risk is absence of strong reform
champions. The positive impact during 2003-2007 was to a large extent due to a strong
technocratic reform team that introduced far-reaching changes in Nigeria' s planning, budgeting
and financial management system, and took steps to deal with corruption. If strong reform
champions don’t emerge at the highest levels, the implementation of the current CPS pillars will
be adversely affected. These risks can be mitigated by ensuring broad support for and ownership
of programs both at Federal and state levels and working with partners to strengthen government
institutions so that success becomes less dependent on individuals.

123. Risk of deterioration in the security and law and order situation, which could shift
government’s focus from economic matters. So far conflicts in the Niger Delta, Plateau state
and elsewhere have been confined in their respective areas. However, this risk cannot be directly
mitigated. The operation would rely on the government’s commitment to improved security, as
confirmed by the renewed efforts to