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ABSTRACT 
The paper argues that failure to address the challenges of securing 

fiscal policy coordination in the economies of West African 

countries would create challenges for fiscal sustainability and 

invariably the  proposed economic union. Each country in the sub- 

region has different fiscal arrangement within its economy whether 

federal, unitary or provincial.  How fiscal policy is secured within a 

country affects inter-country  fiscal coordination.  Therefore, the 

wider fiscal policy coordination and management if not properly 

addressed could affect macroeconomic stability and the inherent 

consequences for the sub-region.  Using Nigeria, the paper shows 

that sub-national governments do generate budget deficits 

 which may create problems for the wider economy. 
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1.   INTRODUCTION AND MOTIVATION 

·Fiscal decentralization;  

·Fiscal Centralization; 

·Intergovernmental Fiscal relations; 

·Devolution of Powers;  

·Fiscal Policy – government Policy concerning 
the raising of revenue through taxation and 
other means; deciding on the level and 
pattern of expenditure for the purpose of 
influencing economic activities; 
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INTRODUCTION (CONT’D) 

·Aspects of fiscal policy – stabilization, 
distribution and allocation; 

·Stabilization – involves the management of 
unemployment, inflation and economic 
development;  

·Distribution – changes in the distribution of 
income through spending and taxing policy; 

·Allocation – efficient and effective provision 
of goods and services;  
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INTRODUCTION (CONT’D) 

·Stabilization and distribution aspects belong to 
the government at the Centre; 

·Allocation-states local, governments provinces, 
etc (sub-national governments – (SNGs); 

·Fiscal Policy coordination among different 
levels of government is crucial; 

· If expenditures of SNGs> that of the centre, 
budgetary and macroeconomic management 

implications for the wider economy; 
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INTRODUCTION (CONT’D) 

·SNGs have statutory assigned expenditures, 
generate own revenues and in some cases are 
allowed to borrow; and  

·If in the conduct of monetary policy, central 
banks do not consider the expenditure profiles 
of SNGs then the formulation and 
implementation of monetary policy remain a 
challenge; in an aggregative sense, this could 
affect both convergence and economic 
integration. 
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TABLE 1:    WAMZ SELCETED MACROECONOMIC 

INDICATORS  
                  TABLE 1 WAMZ SELECTED MACROECONOMIC INDICATORS  

  2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Out and Prices  

Real GDP growth (%)* 4.9 4.8 9.0 6.4 6.3 6.0 6.3 6.0 6.5 7.5 

Nominal GDP ($mil) 71 483,3 75452,1 89 968,8 100 769,9 113 075,7 160 036,0 215 237,6 221 429,9 199 270,5 234 870,2 

Inflation Rate (end of Period) 15.2 11.6 22.1 11.5 13.4 11.5 8.2 15.2 13.4 12.4 

Money and credit  

Money Supply (M2+) growth (%change  15.7 4.1 30.2 17.8 17.7 52 52.2 37 4.5 9.1 

Velocity (Nom GDP/M2+) 5.5 5.5 5.1 4.8 4.6 4.3 3.8 2.8 2.4 2.6 

External sector  

Oil bill (mil USD") 9 755,7 10 207,3 13 789,1 13789,8 15877,7 18 264,0 0.0 

Oil bill (% of Import) 53.2 53.2 59.3 57.2 43.6 42 0.0 

Gross International  Reserves ($mil) 11 130,5 8 542,2 9 102,3 18 963,1 30 479,3 44 579,5 54 634,4 55 541,5 46 372,0 38 082 , 1 

Gross International  Reserves (in months of Import ) 7.3 5.3 4.7 9.6 10.0 12.3 11.5 11.2 13.9 7.1 

Governments Fiscal operations  

Tax Revenue (% of GDP) 14.6 19.7 12 15.2 19.6 15.3 11.2 17 12.1 12.3 

Salary mass/Total tax revenue  30.8 48.2 30.8 25.6 21.1 22.7 34.7 25.3 35.6 42.2 

Public investment from domestic receipts  31.0 34.9 23.8 13.5 18.4 19.7 14.5 13.4 22.6 13.6 

Capital Expenditures/Total Expenditures  30.0 31.2 23.8 14.7 19.4 58.7 15.4 14.1 21.8 13 

Expenditure (% of GDP) 34.1 25.7 27.4 33.8 42.6 32.8 25.3 31.8 22.7 28.7 

Fiscal Balance includes Grants  (% of GDP) -3.5 -4 -2.2 -1.3 -1.1 -0.8 -0.8 -1 -3.3 -5.8 

Fiscal Balance excludes Grants  (% of GDP) -4.2 -4.5 -2.9 -2.0 -1.7 -1.3 -1.3 -1.4 -3.8 -6.2 
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TABLE 2:    PRIMARY BALANCE (% OF GDP) IN THE WAMZ 

Country 2001 2002 2003 2004 2005 2006 2007 2008 

The Gambia  -3.0 -2.4 0.9 0.6 3.2 3.8 4.2 0.7 

Ghana  3.4 1.3 2.7 1.1 2.8 -3.4 -7.4 -9.4 

Guinea  0.9 -5.6 1.7 -1.0 16.2 18.9 15.4 13.9 

Nigeria  -3.2 16.9 -17.7 -24.5 -27.8 -22.8 -15.3 -17.9 
 

Sierra Leone  -6.7 -4.3 -3.8 -2.2 -2.6 -2.6 -2.7 -4.8 

Source: ²!aLΩǎ data base. 
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2.     THEORETICAL ISSUES  
The simplest definition of the budget deficit:  
 

 

 

 

∆D      = rate of change of the stock of debt 

G      = Government expenditure  

T  = Revenues  

r  = real interest on government debt  

  G(t) – T(t)  is the primary deficit which gauges 

how fiscal policy at a given time is contributing to 

the  government’s budget constraint.  
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THEORETICAL ISSUES (CONT’D)  

Government budget constraint as: 

 

 

From equation (2) government must run 

primary surpluses large enough in present value 

to offset its initial debt.  

Equations (1)  and (2) do not capture inter- 

governmental fiscal relations. Sub-national 

government do spend, generate own-revenues  and 

borrow. 
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THEORETICAL ISSUES (CONT’D)  

·In countries where SNGs incur sustained 
deficits, such behavior could become 
inflationary for the wider economy. The 
inflation’s effect on measured deficit could be 
postulated as follows: 
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THEORETICAL ISSUES (CONT’D)  

The change in nominal debt outstanding - that is, 

the conventionally measured budget deficit 

equals the difference between nominal purchases 

and revenues plus the nominal interest on the 

debt.  Let ß denote the nominal debt, the nominal 

deficit is thus: 
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THEORETICAL ISSUES (CONT’D)  

where: 

 P is the price level 

   i = the nominal interest rate 
 

When inflation rises, the nominal interest rate rises for a 

given real rate.  Therefore, interest payments and the 

deficit would increase.  Yet the higher payments are just 

offsetting the fact that the higher inflation is reducing 

the real value of debt. Both the real stock of debt and 

the government’s budget constraint are not affected. 

 
14 7/14/2011 

CREPOL, WAMI, WAIFEM AND WAMA 2011 
CONFERENCE ABUJA 



THEORETICAL ISSUES (CONT’D)  

To show this, we use the definition that the nominal 

interest rate equals the real rate plus inflation      .   

Hence we rewrite the nominal deficit as: 

 

 

                                                                               (4i) 
 

Equation (4i) uses equation (3) for the rate of change 

in real debt outstanding. 
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THEORETICAL ISSUES (CONT’D)  

Dividing  both sides of       by the price level gives  

                                                              

                                                            …………...… (5) 

Assuming that the stock of debt is positive, higher 

inflation raises the conventional measure of the 

deficit even when it is deflated by the price level.  
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THEORETICAL ISSUES (CONT’D)  

Inflation is always and everywhere a monetary 

Phenomenon (Friedman).  But governments do not print 

money at a rapid rate just for its sake. They generally 

print money to cover their budget deficits. Rapid money 

growth is conceivable without an underlying fiscal 

imbalance, but it is unlikely.  Therefore, rapid inflation is 

almost always a fiscal phenomenon (Fisher and Easterly, 

1993, pp. 138 – 139). 
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THEORETICAL ISSUES (CONT’D)  

·In Federal countries, the fiscal deficits of all 
levels of government must be included in the 
calculation of deficits. 

·In non-federal states but with some form of 
intergovernmental fiscal arrangements 
especially if provinces have spending 
functions, its behaviour must be part of the 
overall economy’s fiscal analysis. 
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3.     FISCAL POLICY COORDINATION AND 
INTERGOVERNMENTAL FISCAL RELATIONS 

·Dependence on an exogenous source of revenue 
(commodities or minerals); 

 - volatility, fluctuations 

 - vulnerability to external stocks 

·Uneven distribution of the incidence of business 
cycles, affected states or countries would run budget 
deficits; 

·Different political parties ideology either  within a 
country or across countries; 
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FISCAL POLICY COORDINATION AND 
INTERGOVERNMENTAL FISCAL RELATIONS (Cont’d) 

·Budget -plan link- necessary anchor for fiscal policy 
coordination e.g. MTEF; fiscal policy coordination 
becomes a challenge if there is absence of budget-plan 
link; 

·Correspondence problem – assigned statutory 
expenditures without revenue anchors; 

·Lack of incentives for SNGs not to borrow–will 
complicate macroeconomic stability; and 

·Corruption and looting of the treasury. 
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21 

Trend of Statesô Finances 
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TABLE 3: STATE GOVERNMENTS’ REVENUE, 
EXPENDITURE AND SURPLUS OR DEFICITS (N million) 

1980 - 2008 
Year  Revenue Expenditure Surplus/Deficit 

1980  3817.1  7233.8  -3417 

1981  4874.8  10990.9 -6117 

1982  4561.5  10680.5 -6119 

1983  4392.4  11090.9 -6699 

1984  4400.9  7064.9  -2664 

1985  4844.9  5857.1  -1013 

1986  4704.4  5774.7  -1071 

1987  8156.6  8263.5  -107 

1988  10360.1 10778.5 -419 

1989  11502.1 12974.7 -1473 

1990  19967.4 20049.3 -82 
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TABLE 3: STATE GOVERNMENTS’ REVENUE, 
EXPENDITURE AND SURPLUS OR DEFICITS (N million)  

1980 – 2008 (CONT’D) 

Year  Revenue Expenditure Surplus/Deficit 

1991  24772.2 27023.7 -2252 

1992  32673.6 37060.6 -4387 

1993  37740.6 44180.7 -6441 

1994  49506.1 55916.2 -6411 

1995  69641.7 77895.1 -8254 

1996  89529.1 83987.6 5542 

1997  96962.6 92686.2 4277 

1998  143202.5 148132.8 -4931 

1999  168990.1   16789.1          152201  

2000  359072.1 359670.6 -599 
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TABLE 4: STATE GOVERNMENTS’ REVENUE, 
EXPENDITURE AND SURPLUS OR DEFICITS (N million)  

1980 – 2008 (CONT’D) 

Year  Revenue Expenditure Surplus/Deficit 

2001  573548.2 596956.4 -23409 

2002  669817.7 724537.2 -54720 

2003  354997.1 921159.7 -566163 

2004  1113944 1125057 -11113 

2005  1413770 1478585 -58948 

2006  1543770 1586797 -43027 

2007  2065406 2116139 -50733 

2008  2852135 2899537 -47402 
 

Source:  CBN Annual Report and Statement of Accounts, Abuja. 
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TABLE 5:    LOCAL  GOVERNMENTS’ REVENUE, 
EXPENDITURE AND SURPLUS OR DEFICITS (N=‘M)  

2000 – 2008  

Year  Revenue Expenditure Surplus/Deficit 

2000  151877.3 153864.8 -1988 

2001  171523.1 171374.5 149 

2002  172151.1 169820.2 2331 

2003  370170.9 361713.2 8458 

2004  468295.2 461050.6 7245 

2005  597219.1 587977.8 9242 

2006  674255.7 665838 8418 

2007  832300 827400 4900 

2008  1387871 1387900 -29 
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TABLE 6:  TREND IN STATE GOVERNMENTS’ EXTERNAL 
DEBT STOCK – NIGERIA, 2004 – 2008 (US$ MILLION) 

 

Years  State Government External Debt 

2004   7,726.20 

2005   5,061.15 

2006   1,400.34 

2007   1,539.93 

2008   1,660.49 

2009   1,820.71 

2010   2,000.70 

Average  3,029.93 

Source: Debt Management Office, Abuja. 
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·The external debt stock decreased sharply from 
US$7,726.20 million in 2004 to US$1,400.34 million in 
2006 due to the Paris Club debt exit deal signed in 
2005 and finalized in April 2008, as well as the exit 
from the loan club (Par Bond) debt obligations in 
2006 – 2007. 

·An increasing trend from 2007 due to increase in new 
disbursements.  These loans are used to finance 
infrastructural projects in the areas of education, 
health, water supply, housing and sanitation.  
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ADDRESSING THE CHALLENGES TO FISCAL 
POLICY COORDINATION 

·Fiscal discipline and strict expenditure control, 
otherwise expenditure would tend to follow 
revenue during booms and excessive deficits 
during bursts; 

·Fiscal rules rather than discretion, SMGs should 
be discouraged to borrow; need for budgetary 
coordination; no bail-outs for SMGs that show 
fiscal rascality; 
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ADDRESSING THE CHALLENGES TO FISCAL POLICY 
COORDINATION (Cont’d) 

·Enforcing a hard budget constraint regime;  and 

·Crime prevention scheme-enactment of anti-
corruption laws, and the installation of an 
effective procurement procedure. 
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5.  ENHANCING FISCAL POLICY 
COORDINATION 

·Fiscal Responsibility Act within and across; 
countries; 

·Enforcement of procurement laws where they 
exist; need for passage in others; 

·Reduce dependence on mineral/commodity 
sources of revenue; diversity economies in the 
region; and 

·Fiscal profile of SNGs must be reflected in the 
central banks reaction functions. 
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6.  CONCLUSION 

·More research on the nature, processes and 
institutions regarding inter- governmental fiscal 
relations in the WAMZ countries; 

·Fiscal discipline;   

·Political commitment to fiscal policy 
coordination (Enactment and implementation of 
appropriate laws). 
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