
Nigeria Confronts Post-Crisis Global Economic Realities   

Nigeria has long been trying to learn how best to manage boom-bust cycles in global commodity prices, 
adopting an oil-price benchmark for annual budgets while saving revenues above the benchmark in an 
excess crude account in the half decade before the 2008/2009 global crisis. The crisis and its aftermath 
now dictate that the country needs additional lessons on how best to manage surge-shortage cycles in 
global liquidity. Managing frequent external trade shocks is now only a part of the story, managing 
frequent external financial shocks, particularly with the intricate interactions between the two, is the 
other part. 
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The global economy has presented Nigeria with four distinct and often contrasting regimes over the last 

decade. The four phases can be identified with reference to the 2008/2009 meltdown: pre-crisis, crisis, 

recovery, and post-crisis. 

Pre-Crisis (2004 to Mid-2008) 

Prior to the 2008/2009 global economic and financial meltdown, Nigeria had enjoyed a significant boom 

from 2004 to mid-2008. Unprecedented broadly-based sustained growth in global commodity prices 

coincided with an equally unprecedented surge in global liquidity. The paths of the real and financial 

shocks hitting Nigeria from the global environment became convergent as trade shocks from global 

commodity prices were positive and financial shocks were also positive. Nigeria earned exceptional 



income on its current account on account of the commodity price surge, just as surplus liquidity in the 

global climate conveyed positive capital account shocks in the form of increased inflow of investment 

funds and remittances from citizens who were resident abroad. 

Nigeria therefore experienced economic growth acceleration, surge in domestic financial assets, and 

massive build-up in external reserves. Inflation moderated, interest rates fell steadily, and the Naira 

strengthened significantly against the US dollar. This phase became a tale of twin booms for Nigeria: (a). 

oil boom provided excess government revenue and foreign exchange reserves; (b). non- oil boom 

provided strong non-oil output growth, and private income boost. Unanticipated positive external 

shocks provided unexpected funds in government coffers, stimulated supply-side recovery, and private 

income boost in the non-oil sectors. 

The pre-crisis boom presented the Nigerian government a major window of opportunity to: (a). use the 

oil windfall to transform the economy by investing the exceptional government oil income in capital 

projects that were capable of providing revenue and fuelling growth in the event of a global downturn; 

(b) tax windfalls in the non-oil sectors to fund recurrent spending. The government chose rather to: (a) 

keep its exceptional income in external reserves, often referring to the gains from the favourable global 

cyclical situation as evidence that economic reform programmes had worked, and a sign of prudent 

management of the Nigerian economy; (b) leave non-oil income and private income boom untaxed, with 

the notable exception of Lagos state where successful non-oil tax reforms yielded a revolutionary surge 

in internally generated revenue. 

Crisis (mid-2008 to mid-2009) 

The mid-2008 to mid-2009 global economic and financial meltdown saw steep contractions in both 

global commodity prices and global stock markets, with dire consequences for the fiscal, macro-

financial, and economic growth situation of Nigeria. Unexpected broadly- based crash in global 

commodity prices coincided with an equally unexpected contraction in global liquidity. Trade shocks 

from global commodity prices were sharply negative, just as capital account shocks were sharply 

negative. Nigeria’s current account balance fell, just as global liquidity shortages meant increased 

outflow of funds, typified by excess demand pressures at the foreign exchange auctions. Nigeria 

experienced growth deceleration, financial assets contracted steeply, and external reserves were rapidly 

depleted. Inflation surged, interest rates rose, and the Naira weakened significantly against the US 

dollar. 

 The window of opportunity had closed, and there was nothing to show for the preceding boom. The 

savings amassed in nearly five years of unexpected global cyclical upturn were depleted within two 

years of an unexpected global cyclical downturn. Needless to say, they were spent on recurrent items 

such as salaries, overheads and debt service, not capital projects. Of course, it is difficult to invest during 

a recession. But if the oil savings had been committed to capital projects as the boom occurred, 

government would have had the motivation to overhaul the non-oil tax system. In a country where VAT 

has remained at 5% across all categories since introduction in 1995, the presence of idle funds cannot 

but continue to kill incentives for needful tax reforms. 



The vital policy lesson of that experience is that if not committed to investment, the proceeds of boom 

will be eventually consumed! Saving the excess funds is inferior to investing them. Savings are nothing 

more than deferred consumption. Investment is deferred income. Savings are funds that are allowed to 

build up without committing them to any particular purpose, leaving them open to discretionary uses. 

Investment on the other hand, means that the funds are irreversibly committed to some medium term 

capital spending programmes. The only ways to ensure that excess crude funds translate to future 

output and income growth is to commit them to investment as they accrue. 

Recovery (mid-2009 to mid-2012) 

The global economic and financial meltdown turned out to be short- lived. Global commodity prices and 

global stock markets recovered at different paces since the second quarter of 2009. Commodity price 

recovery was however much stronger and steadier than equity market recovery. The IMF’s all-

commodity index has nearly returned to the June 2008 pre-crisis peak. The non-fuel index and its three 

components- food, agricultural inputs and metals- all surpassed their pre-crisis peaks to reach new 

record levels by the first half of 2011. Only the energy index remained slightly below its pre-crisis peak, 

but it dominates the all-commodity index. Nigerian economy certainly then faced a strongly positive 

global economic situation again, as the favourable global commodity price stimuli must have lifted 

domestic fuel, food and agricultural raw materials production, boosted the fiscal situation, and raised 

Nigeria’s current account balance, to bestow net inflows of foreign exchange from trading transactions. 

On the contrary, until the third quarter of 2012, global equity markets, as revealed by MCSI World 

Commodity Index, not only remained well below pre-crisis levels, but have been highly prone to 

contractions on the back of concerns about sovereign debt sustainability and support for adjustment 

efforts in Europe, and doubts about medium term fiscal stability in the United States and Japan. The 

paths of the real and financial shocks hitting Nigeria from the global environment were thus became 

divergent in the recovery phase, with trade shocks from global commodity prices once again becoming 

positive, while financial shocks remained negative. 

Commodity price improvements impacted Nigeria’s current account and foreign exchange supply 

positively just as contractions in global financial markets imposed adverse capital account shocks that 

drained liquidity from Nigeria and other emerging markets. Nigeria therefore found it hard to keep the 

gains from commodity price improvements, as  excess  demand  pressures on  the  foreign exchange 

market drained the foreign exchange earnings. External reserves trended steadily downwards, even as 

the price of Bonny Light trended steadily upwards from mid-2009 until mid-2012 when global equity 

markets finally entered a stable growth path that are to push the market indices very close to the pre-

crisis peak in the first half of 2013. 

In the recovery phase, Nigeria faced a policy dilemma of striking a balance between policies that could 

strengthen real sector growth and policies that could stem haemorrhage on the capital account: the 

central bank resolved the conflict in favour of stemming the external financial haemorrhage by adopting 

a tight monetary policy stance from September 2010. Nigeria experienced mild growth decelerations in 

2011 and 2012, while financial assets and external reserves remained stagnant. Inflation remained sticky 



around ten per cent, and interest rates rose in response to the tight monetary policy stance, but the 

Naira remained weak against the US dollar. 

“Savingsarenothingmorethandeferredconsumption.Investmentisdeferredincome” 

Post-crisis (mid-2012 to?) 

The paths of the real and financial shocks hitting Nigeria from the global environment are just becoming 

convergent again; trade shocks from global commodity prices are positive and stable, just as sustained 

improvements in global liquidity mean that financial shocks are also becoming positive and more likely 

to be stable. For Nigeria, the next few years may see the repeat of the experiences of 2004-2008: 

growth acceleration, pronounced surge in domestic financial assets, massive build-up in external 

reserves, low inflation, low interest rates, and a strong Naira.The post-crisis reality of the global climate 

for Nigeria is the coincidence of positive trade shocks from high global commodity prices with positive 

financial shocks from improved global liquidity. The twin booms are back for Nigeria. It however remains 

to be seen how long this phase will last given the inherent cyclicality of recent global economic 

evolution. It nonetheless presents Nigeria with another window of opportunity to: (a) institute a regime 

of investing most of the excess oil earnings in capital projects as they accrue to government coffers; and, 

(b) institute another regime of taxing the windfalls in the non-oil sector for the purpose of funding 

recurrent spending. 

To gain the most from the current boom, Nigerians need to put more rigour and depth into economic 

growth discussions. Beyond overall growth figures, more understanding of the dynamics of growth; 

accelerations and decelerations, and sectoral and regional distribution, is required. Policies must be 

adapted to changes in the incidence of growth on an ongoing basis. There is a need to pinpoint what 

changing growth incidence mean for revenue generation and monetary policies. The bulk of the GDP 

growth is happening in the non-oil sectors such as crops, trading and other commercial activities. Unlike 

the oil sector where sales proceeds accrue into government coffers, sales proceeds in the non-oil sectors 

accrue into private hands, and are manifestly under-taxed. Governments at different tiers should 

generate revenue from the current boom in private income and spending to fund recurrent spending, 

and re-invest oil revenue. 

Nigerians need to resolve the deadlock that holds the nation from investing excess funds in times of 

boom. The benchmark price of oil should be set high enough to ensure balanced budgets at the different 

tiers of government, while savings accruing to the excess crude account (ECA) should be committed to 

capital projects as they accrue. Unlike recurrent spending, investment spending is unlikely to be 

inflationary because of significant time lags from budgetary commitment to actual disbursement. In any 

case, considerations about inflation should ideally apply to the tactical details of implementation and 

not the strategic issue of whether to invest or not. 

Nigerians also need to respond more strategically to cyclical swings in global liquidity that show up in 

the form perennial demand pressures on the foreign exchange market in the face of contractions in 

stock market capitalization and foreign reserves. One option is to hedge the risk of capital account 

haemorrhages by creating a fund to invest part of Nigeria’s excess crude savings in equities in the 



developed markets during booms, and hope that these can be used to cushion capital account shocks 

during global liquidity shortages, as the little funds available tend to head into the developed markets at 

times of global liquidity shortages. 
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