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Foreword PART ONE SEEDS

FOREWORD

When the SEEDS manual was developed in 2003, it was in response to a call from state
planners and policy makers for guidance on how SEEDS can be developed. Alongside the
debate on NEEDS and SEEDS a draft was developed to play a catalytic role in the process.
Since then SEEDS has become more than just a debate, as most states have SEEDS
documents at various stages of development.

Initial thoughts about any process are never comprehensive until implementation begins.
The take off of SEEDS showed that the manual in its original form needed additional work.
There was a need to provide standard examples of best practice in some of the areas SEEDS
tries to encourage. The introduction of Medium Term Expenditure Framework (MTEF), an old
practice in many development circles, but new to some in the planning and policy community
in Nigeria, needed to be made familiar for SEEDS drafters. The SEEDS benchmarks, which
form the platform on which the states’ progress on SEEDS is to be assessed, needed to be
an integral part of the document.

Although it is recognised that not all aspects of any new process can be adequately
captured at a given moment, being able to document what has been learned is a key part of
the improvement cycle. If policy makers and planners can have a reference tool for all the
emerging issues and options, they are in a strong position to provide better guidance to state
governments on those issues and options. Achieving this objective by using a process that is
basically uncharted territory is no easy task. Certainly, the team responsible for putting
together what is now commonly referred to as the 2n9 Edition of the SEEDS manual deserves
commendation. Drawing from the collaborative efforts of the National Planning Commission
(NPC), national and international consultants and SEEDS states in their use of the 1st edition,
this second edition constitutes the next phase of our expanding experience with SEEDS.

State policy makers and planners may see this as an answer to their continuing call for
better guidance on developing SEEDS. Others may see it as an opportunity to gain clarity on
aspects of SEEDS personal to their state. | see this as an invaluable tool for economic
planners in a federal structure. The NEEDS and SEEDS relationship is an experiment in
developing ONE economy in a federal administrative system. | recommend this edition to
anyone in a democratic setting concerned with economic and social development.

Professor Ode Ojowu

Economic Adviser to the President
And Chief Executive

National Planning Commission
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PART ONE Chapter 1: The SEEDS Framework

EXECUTIVE SUMMARY

The Goals of NEEDS and SEEDS

In September 2003, the Federal Government of Nigeria launched the
concept of a State Economic Empowerment and Development Strategy
(SEEDS) to complement the National Economic Empowerment and
Development Strategy (NEEDS). Many states have now completed
drafts of their strategies and some have already published them in a
SEEDS Document.

SEEDS is more than just a strategy. It sets challenging targets to
reduce poverty, promote economic growth and change the way
government works. Planning and implementing programmes to meet
those targets will be a multi-annual process; one which may run all the
way to the Millennium Development Goal deadline of 2015. The NPC is
issuing this expanded SEEDS Manual to give guidance on how states
can implement their SEEDS - how to take them from “Strategy to
Action”.

NEEDS and SEEDS have four goals: Wealth Creation, Employment
Generation, Poverty Reduction and Value Reorientation. Nigeria’s
strategy to achieve these is organised in three pillars:

Pillar 1: Empowering people through health and other services
including safety nets and pensions.

Pillar 2: Promoting private enterprise through the rule of law,
infrastructure investment, finance, privatisation and
deregulation and sectoral strategies.

Pillar 3: Changing the way government works through public sector
reforms, budget and expenditure reforms, transparency and
anticorruption and good governance.

State governments have a full role to play in NEEDS, through their
membership of the National Economic Council and the National
Council on Development Planning. Above all, it is clear that much of
NEEDS can only be undertaken by the institutions closest to the
people: the State and Local Governments. It is they who will bear the
major responsibility for the “Financing and Plan Implementation
Strategies” that underpin the whole of NEEDS.
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The Purpose of the Manual

The SEEDS Framework set out in this manual is designed to help state governments to
draw up and implement realistic plans to make NEEDS and each individual state’s SEEDS
come true.

The manual is not about changing the state’s own vision of development. The
government and people of each state will have a good idea of how they wish it to develop.
Instead it is to help them see how that vision can be realised and understand the choices
that must be made. It is intended to serve as a starting point for the detailed process that
will be needed to make SEEDS happen.

When SEEDS was launched, the National Planning Commission (NPC) issued a
guidance manual entitled: The SEEDS Framework — “Government for Growth and Service”.
This expanded version of that manual does not change the original guidance. It certainly
does not mean that states which have completed their SEEDS documents need to revise
them. Instead, the focus is on the SEEDS as a process: on how to take a strategy that has
already been drafted through to action. (Although states which are still drafting their SEEDS
document may find some parts of the expanded manual useful.)

The manual has the following key objectives:

¢ to help those who are leading and directing SEEDS to identify all the issues they will face
and to give ideas on how they can be tackled;

¢ to offer a framework for designing and implementing SEEDS programmes; and

e to offer practical advice on how to implement SEEDS effectively.

It is also specifically designed to integrate the implementation of SEEDS with the
development of public sector management, so that each state can better its performance
against the SEEDS Benchmarks.

The manual cannot address the many technical areas of government. Instead, the aim is
to describe a robust process for planning and implementation, one which can be applied to
all areas. Some technical examples are given, but only as illustrations of the process. For
simplicity, most of them are drawn from the education sector. The situation in each state
will be different and each state will have its own specialists to advise government. The
examples should not be taken as a recommendation of any particular policy.

Similarly, the manual offers straightforward recommendations on a number of areas that
are still debated internationally. Public Expenditure Management is just one example. The
manual deliberately does not enter into any of these debates. SEEDS should have a robust
and straightforward structure and international debates may be of relatively little relevance
to an individual Nigerian state. The first priority is to offer a SEEDS framework that can be
easily adapted by that state to suit its own circumstances.

Each state will wish to set up its own structure to implement SEEDS. For simplicity, the
Manual is addressed to a “SEEDS Team”. The team is likely to include those members of
government and their senior officials who have the major responsibility for directing a
state’s strategy. The SEEDS Team will need to assign the responsibility for delivering
different targets to different agencies. Senior Managers in those agencies will also need to
understand the Framework in detail.

The manual has two parts. The first is the main guidance manual entitled — The SEEDS
Framework, “From Strategy to Action”. It expands on the earlier manual to give greater
emphasis to the planning, costing and implementation of achievable and realistic
strategies to meet the SEEDS targets. Transparency and public participation are
fundamental elements of SEEDS and this aspect has also been expanded.

The first part of the Manual is intended to allow policy makers and interested
stakeholders to see the process as a whole and to understand the central issues without
specialist knowledge. The second part comprises 6 specialist appendices, to which public
officials and others who are directly involved in the implementation of SEEDS can refer.
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The SEEDS Framework

The manual presents a SEEDS Framework which sets out the implementation process in
five steps. This is based on a standard strategic planning cycle used in many governments
and business organisations around the world. The five steps of cycle are: 1) Setting
Targets, 2) Developing Strategies, 3) Planning and Allocating Resources, 4) Implementation
and 5) Monitoring and Evaluation.

For each step of the cycle, there is a separate chapter describing how to approach it,
together with examples and tools to help the SEEDS team to carry out the process.

Understanding the way the state is developing will be particularly important and
recommendations are given on the data that will be needed. Growth rates in the different
economic sectors, population growth, the rate of urbanisation and migration into and out
of the state are key indicators. They reveal a lot about how the public’s needs are changing
and where economic opportunities are greatest.

Particular emphasis is given to deciding realistic implementation strategies. The manual
explains how to estimate costs and evaluate the feasibility and affordability of different
strategies. Alternative strategies for public service delivery, for economic growth and for
social welfare are each considered separately.

Detailed guidance is presented on how to use Activity-Based Budget techniques to
develop a ‘reasoned and fully costed strategy’ for every SEEDS target and how to integrate
the costs into the state budget.

The SEEDS Framework calls for a change from “business as usual” to “Government for
growth and service”, with the objective of a clear reduction in poverty. New and innovative
strategies will be needed to achieve these goals. Pilot projects which will bring about
immediate and tangible improvements in people’s livelihoods may be a good way to test
these strategies and win support for change.

Step 1 - Setting Targets

For each sector, the state government and the people of the state will have a long-term
policy target. The first step of the SEEDS Framework is to set milestones (i.e. interim
targets) on a ‘Roadmap’ which plots how the state will get to its long-term goal. To do this
the Manual recommends the technique of SMART targets: ensuring that every milestone is
Specific, Measurable, Achievable, Realistic, and Time Bound.

Particular attention is paid to Achievable — to analysing the costs of the targets to make
sure that they are affordable. It is also crucial that every target is Realistic: there is a real
need for the service proposed; all social, economic and technical factors which will
determine whether it is feasible are considered; and there is a workable strategy to meet it.

Step 2 - Deciding Strategies

The second step is working out how each target will be achieved. For each target there will
be many possible strategies and the manual discusses how SEEDS team can analyse
which will be most economic and effective. There will be complex choices to be made - for
example, over the balance between public and private sector service provision. Many of
those choices will involve sensitive political issues. For these reasons, this step in the
SEEDS framework will be particularly important when looking at the third Pillar of NEEDS
and SEEDS: “changing the way government does its work.”

The Manual is designed to help the SEEDS Team analyse these issues and present them
effectively to government and stakeholders, so that they can make reasoned decisions on
the best strategies. It is suggested that carefully designed pilot projects can be used to test
and win support for new SEEDS strategies.

11
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Step 3 - Resource Allocation

SEEDS Benchmark Number One requires that each state must demonstrate a “reasoned and
fully costed strategy” to deliver its policy targets. This complex task lies at the heart of SEEDS.
It is only when the cost has been correctly estimated that it will be possible to determine if
targets can really be achieved.

Step 3 of the SEEDS Framework is a detailed process to estimate the financial, human and
other resources needed to deliver a given level of public services. Activity-Based Budget
techniques are recommended to make sure that all cost implications are taken into account,
recurrent as well as capital, and advice is given on how to fit this into the requirements of the
Financial Regulations.

The revenue side of the budget is also analysed, including Internally Generated Revenue,
debt management and the management of fluctuations in receipts from the Federal Allocation
Account.

Step 4 - Implementation

SEEDS is an integrated strategy for all government activities, not just an add-on programme
to win new funding. Nevertheless, it will not be practical to implement every aspect of such an
ambitious programme immediately. It will take time to develop the capacity and to win the
support that will be needed. Therefore, it will be necessary to identify priority areas, to test and
develop the SEEDS approach and demonstrate how it will work.

Coordination will be the major challenge and the manual recommends that a SEEDS
Implementation Team should be established at the highest level of state government, to direct
the overall programme, and that responsibility for the delivery of each SEEDS target should be
clearly delegated to an appropriate ministry or other agency. One single agency should be
made directly accountable for each SEEDS target.

Where more than one tier of government is involved, formal agreements between them
should be drafted to ensure good understanding and cooperation.

Step 5 - Monitoring and Evaluation

Monitoring and Evaluation, the last of the five steps, is to make government more effective by
measuring its performance against the targets it has set. Its most important purpose is to give
the public the information it needs to hold government to account and to judge whether it has
delivered on its promises. Government itself needs the monitoring and evaluation results to
find out what is working and what is not working, and the reasons why. This is so that it can
adjust its targets, improve its strategies, and revise resource allocations.

The Manual sets out a clear framework to monitor public expenditure and other Inputs, to
measure Outputs in terms of services delivered and to evaluate the Impact of SEEDS
programmes. Emphasis is laid on accurate management accounting and up-to-date audit, as
the foundations of the Monitoring and Evaluation system. Recommendations are made on
how the public can be involved in monitoring all aspects of government performance.

Supporting Frameworks

The five-step SEEDS Framework is designed to plan and implement each separate policy
target separately. However, the third pillar of NEEDS and SEEDS is “changing the way
government does its work”. This will cut across all of government’s work. There are three
aspects to this: Public Financial Management, Public Service Organisation and Public
Involvement and Participation. SEEDS will depend on substantial changes in all three areas
and the Manual presents guidance on each one. This is in the form Supporting Frameworks to
the central Framework of Steps 1 to 5. The three topics are briefly reviewed in the main
manual but more detail is presented in a specific Appendix on each one.
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Local Economic Empowerment and Development Strategies

Local Governments are closest to the people. Making them more effective will be important
to improve services but also to bring government closer to those it is meant to serve and
make it more accountable to them.

This Manual is about implementing SEEDS but the improvements in public services which
are the objective of NEEDS and SEEDS will depend heavily upon what happens at the local
level. The challenge here is even greater, with at least 774 Local Government Authorities for
Nigeria, and up to forty in any one state.

It is not practical for the SEEDS Manual to offer recommendations on how a Local
Economic Empowerment and Development Strategy could be developed and implemented.
Instead, the issues are reviewed and what needs to be done is outlined. In essence, this is a
clarion call for government to consider how best to support the LEEDS process, in the same
way as it is supporting SEEDS.

PART 2 - SPECIALIST APPENDICES

Part Two of the SEEDS Manual presents supporting material in a number of specialist
appendices.

Appendix 1 - SETTING TARGETS

There are two specialist appendices relating to Step 1 in the SEEDS Framework: Setting
Targets.

Appendix 1a - Gathering Information for SEEDS - reviews what information is needed to
develop and implement effective programmes and briefly discusses available techniques to
collect it.

Appendix 1b — National Policy Guidelines — provides summaries of national policies in
different sectors. It highlights the specific roles of the federal, state and local governments.
For good coordination and to avoid duplication, the aim should be for each to keep within
its specific policy mandate, without undermining the different development requirements at
each level.

Appendix 2 - DECIDING STRATEGIES

Two appendices review strategic issues in the economic and social sectors.

Appendix 2a - Economic Growth Strategies for SEEDS - presents an outline of the current
economic situation in Nigeria, noting the way the country’s oil exports affect all sectors of
the economy and the implications for non-oil growth and poverty reduction. Tools for
analysing the state’s economy and business environment are presented, together with
approaches to local enterprise development, business development and privatisation.
Appendix 2b — Social Welfare Strategies for SEEDS - looks at ways to support all those
who will not be able to participate in the benefits of economic growth, through sickness or
through social exclusion, and those whose livelihoods are particularly vulnerable to
collapse. The particular issues raised by HIV/AIDS are noted, as is the importance of equal
access to public services. A number of tools are presented to assist in choosing the best
social welfare strategies.

13
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Appendix 3 - PUBLIC FINANCIAL MANAGEMENT

Strengthening Public Financial Management underlies almost all aspects of SEEDS and
five separate specialist areas are reviewed.

Appendix 3a — Public Expenditure Management — looks at how the range of techniques
summed up by this heading relate to the implementation of SEEDS and to meeting the
SEEDS Benchmarks. Particular attention is paid to analysing the cost of SEEDS
programmes and their affordability. Ways to link Activity-Based SEEDS budgets to the
statutory budget structure are explained.

Appendix 3b - Fiscal Management — summarises the legal framework for the
management of government finances: the Constitution, the Financial Control and
Management Act, the Audit Ordinance and the Financial Regulations.

Appendix 3¢ — Medium Term Expenditure Frameworks — summarises this internationally-
recognised approach to improving the planning and allocation of budgetary resources,
within a three-year framework, so that they are divided amongst the different sectors on a
priority basis. This can be described as a process for matching limited resources with
unlimited needs.

Appendix 3d — Debt Management — reviews the existing debt situation at the state level
and the ways to establish effective debt management strategies.

Appendix 3e — Transparency and Due Process in Procurement — looks at the need for
stronger procurement procedures to ensure Value for Money in the public service. The
experience of the Federal Budget Monitoring and Price Intelligence Unit is presented as
well as that of two states that have begun to introduce new procurement systems. A
suggested approach to public procurement is presented.

Appendix 4 - PUBLIC SECTOR ORGANISATION

The success of SEEDS will depend on a public sector organisation which is structured to
match the tasks it has to carry out and which is staffed by capable and well motivated civil
servants. Appendix 4 — Public Sector Organisation — presents an approach to achieving
this. It is based on the principle that “form must follow function”; that the public service
should be organised around the tasks it has to perform to deliver SEEDS. For that reason,
reform cannot just be a matter of reducing staff numbers. Rather, it must ensure that the
correct numbers of personnel with the right skills are employed in the right positions.

Appendix 5 - PUBLIC INVOLVEMENT AND TRANSPARENCY

This appendix looks at citizens’ involvement, communication and transparency as means
of ensuring that government meets the needs of the people and is held accountable to
them. It reviews ways to involve citizens in each stage of SEEDS and how to ensure a clear,
two-way flow of information between government and the public. Elected representatives
have an important part to play, both in giving voice to their constituents’ needs and
providing democratic oversight of government’s work. Approaches to consultation and
survey techniques to learn the public’s opinions and needs are discussed, together with
ways in which the individual citizens can monitor public services directly.

Appendix 6 - BENCHMARKING THE SEEDS PROCESS

The guidance set out in the manual is to help states improve the services they provide.
The SEEDS Benchmarks are to help them measure how well they are doing. The two are
directly linked. Appendix 6a — Links between the Manual and the SEEDS Benchmarks —
sets out which section of the Manual addresses each of the benchmarks. Appendix 6b —
The SEEDS Benchmarks - lists all the benchmarks under their four headings: Policy,
Budget and Fiscal Management, Service Delivery and Communication and Transparency.
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CHAPTER ONE

THE SEEDS FRAMEWORK

OUTLINE

1.1 The State Economic Empowerment and Development Strategy
1.2 The SEEDS Framework

1.3 NEEDS, SEEDS and LEEDS

1.4 The role of the SEEDS team

1.5 The SEEDS Framework and the Benchmarks

SUMMARY

This chapter introduces the SEEDS Framework. This gives a structure
to a State’s vision for development which allows the people to see how
that vision can be achieved. It is the starting point for the detailed
process that will be required to make it happen.

The chapter provides guidance on:

1. Preparing an outline for a State’s SEEDS by assembling concise
information on Geography, People, Settlements, Organisations,
Infrastructure and Economy;

2. The five steps of the SEEDS Framework: Setting Targets,
Developing Strategies, Allocating Resources, Implementing SEEDS
and Monitoring and Evaluating Performance;

3. The core responsibilities of the federal, state and local governments
as assigned by the 1999 constitution, and how the overall success
of NEEDS and SEEDS depends upon the implementation of LEEDS;

4. The need for a “SEEDS team” of politicians and senior State
officials who can direct the implementation of SEEDS; and

5. The benchmarks against which performance of SEEDS will be
assessed.

17
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1.1 The State Economic Empowerment and
Development Strategy

Many states have already drafted their SEEDS docu-
ments. For them, this section is only an introduction to
what follows. States that are still drafting their docu-
ments may find some suggestions here useful. (Box 1
shows a suggested SEEDS Table of Contents)

A short but comprehensive description of the state
helps policymakers and the general public to ensure
that a state’s SEEDS is designed to suit its circum-
stances. It will be useful to prepare this description early
so that the team drafting the strategy can refer to it dur-
ing discussions and public consultations. For the same
reason, the Suggested SEEDS Table of Contents in Box
1 places the State Outline immediately after the intro-
duction.

A State Outline has many uses aside from SEEDS. It
helps keep federal government and other states
informed about the state and it can be used to intro-
duce it to potential investors and other visitors.

The description of each state is bound to differ but the
following are useful topics:

GEOGRAPHY - Land area, location, climate, access
to major federal centres, natural resources

PEOPLE - Population, ethnic groups, social
organisation, traditional leadership, religion, history

SETTLEMENTS - Cities, towns and rural population

ORGANISATIONS - State Government, LGAs,
universities etc

INFRASTRUCTURE - Roads, water, utilities,
telecommunications

ECONOMY - Agriculture, industry, services, income
levels

Understanding the way the state is developing will be
particularly important. Growth rates in the different eco-
nomic sectors, population growth, the rate of urbanisa-
tion and migration into and out of the state are key
indicators. They reveal a lot about how the needs of
inhabitants are changing and where economic opportu-
nities are greatest.

Maps can make the description much more effective.
To take just one example, a map showing the cities and
towns and the standard of the roads joining them
makes it much easier to decide where there is a need
for new or improved roads.

Box1 Suggested Contents for a SEEDS

Document
Chapter 1. Introduction
Summary and major
recommendations.
Chapter 2.  Outline of the State
A description of the people, history,
environment, economy etc, with
statistics.

Chapter 3. The Process Followed

How the SEEDS was developed,
including studies done and
consultations held.

Chapter4  Targets

How they coordinate with other
government and non-government
organisations.

Chapter 5. Pilot Projects

Plans and progress to date.
Chapter 6. Strategies for Achieving Targets
With a strategy for every target.
Chapter 7.  Strategies for Administrative
Improvements

Restructuring, budgeting, revenue
raising, cost-cutting, audit, due
process etc.

Chapter 8. The Budget for the current year

Chapter 9. Plans for Publicity and Public

Accountability

Chapter 10. A Public Declaration of

Commitment to Change

A vision statement can be a useful way to emphasise
the new start that SEEDS represents. A good vision
statement is short and simple: a rallying call to all the
people of the state. An example is: “Government for
Growth and Service”. It summarises a commitment to
growth, poverty reduction and service delivery. This
would be an appropriate starting point for the last item
in the suggested contents for a SEEDS document: A
Public Declaration of Commitment to Change.

It is easy to compose an impressive vision statement.
However, unless government and politicians are truly
committed to its achievement, it may be worthless.
Moreover, that commitment must include taking hard
decisions and the difficult actions needed to achieve
them. Everyone can support a vision that sounds sensi-



ble. It is much more difficult to understand how com-
plex it will be to achieve it. The fundamental objective
of the SEEDS Framework is to help policymakers
analyse the difficulties and plan effective actions to
overcome them.

Whether a vision is prepared or not, the first step
must be to review the State Outline to decide the over-
all policies that will drive the state’s SEEDS. Choosing
sectoral priorities will be a key part of this: Where is the
greatest emphasis to be placed? Is it on improvements
in the health and education of the population? Should it
be on environmental sustainability? What about creat-
ing conditions for growth, investment and employment
or strengthening desirable behavioural patterns?
Should the emphasis be on security and access to jus-
tice? All of these may be important, but limited
resources will almost certainly mean that choices have
to be made.

A second important area will concern the balance
between the government, the private sector and civil
society. NEEDS gives priority to public sector reform,
privatisation and liberalisation. Increased taxation to
raise internally generated revenue is likely to be required
to fund SEEDS. It will be important to find out how the
people of the state view these sensitive issues.

1.2 The SEEDS Framework

Figure 2 shows the SEEDS Framework of five num-
bered steps. This constitutes a basic strategic planning
cycle. It is a standard model, used in countless govern-
ments and business organisations around the world. It
has been slightly modified to make it appropriate for
Nigeria.

Figure 2 The SEEDS Framework

Step 5
Monitoring &
Evaluation

Step 1
Setting Targets

Step 2
Developing
Strategies

Step 4

Implementing
SEEDS

Step 3
Allocating
Resources
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PART ONE

The SEEDS process begins with an understanding of
the state’s overall development policy: e.g. food secu-
rity, poverty reduction, industrial growth etc. Based on
this policy, a number of measurable and achievable tar-
gets or goals are set (Step 1). In Step 2, government
formulates strategies to achieve those targets. It then
allocates the resources the strategies require (Step 3)
and implements them (Step 4). To complete the cycle,
Step 5 monitors and evaluates the state’s performance
during the year, so that the targets and policies can be
modified for the next SEEDS year.

The SEEDS Framework has three major implica-

tions:

e That a comprehensive planning document will be pre-
pared that links the SEEDS targets and strategies for
their achievement to the human and financial
resources required and plans for their implementa-
tion.

e Every aspect of that plan must be implemented
because it is not enough just to prepare a plan.

e Ultimately SEEDS should come to express the very
vision and core of the state government’s purpose. It
should be owned by as wide a range of people as
possible and drive all of government’s activities. The
state’s annual budgets must be directly linked to
SEEDS.

The SEEDS Framework also requires systems of con-
trol and accountability, to support implementation, and
arrangements to monitor and evaluate the strategy’s
impact. SEEDS calls for a change from ‘Business as
usual’ to ‘Government for Growth and Service’, with
the objective of a fundamental reduction in poverty.
New and innovative strategies will be required to hit
these targets. The SEEDS Framework makes specific
allowance for testing these strategies in pilot projects
which will bring about immediately visible improve-
ments in people’s livelihoods.

The order of the tasks in the cycle is important.
Resources have to be budgeted to meet targets, so it is
advisable not to develop the budget before the targets
and the strategies to achieve them have been defined.
However, there will be limits on the money available. It
is probable that some targets will be found to be too
ambitious and some strategies too expensive. It is
inevitable that budgetary constraints will make it neces-
sary to adjust the targets and change the strategies to
make them affordable. This means that after Step 3 is
completed, it may be necessary to go back and revise
decisions taken in Steps 1 and 2.
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1.3 NEEDS, SEEDS and LEEDS

Nigeria's constitution assigns certain responsibilities to
the federal government — defence, foreign affairs etc —
and some specific local issues to the LGAs: managing
markets and primary education, for example. However,
a broad area of responsibility is left as ‘concurrent’
between the federal and state governments. How
these concurrent responsibilities are to be divided
between the two levels of government is not always
well defined. Even where a responsibility is clearly
assigned, such as primary education to the LGAs, state
and federal governments are also often involved. The
result is a degree of overlap and confusion: between
federal and state, between state and LGAs and
between all three.

Some services are divided between all three tiers of
government. For example, road maintenance is divided
between federal, state and LGAs. And, actions at one
level have an effect on the others. For example, local
government is responsible for public health. A failure
here has a direct effect on the demand for clinical
services which are managed by state and federal
governments.

Local Governments are closer to the people. Making
local government more effective will be important not
just to improve services but also to bring government
closer and make it more responsive to those it is meant
to serve.

For these reasons, the overall success of NEEDS
and SEEDS also depends upon implementation of
LEEDS. This may be an even greater challenge than
SEEDS. There are at least 774 LGAs and many have
low capacity. Chapter 8 looks at the question of
LEEDS in more detail.

1.4 The role of a SEEDS team

Although it is hoped that all policymakers will find it use-
ful, this manual is principally addressed to a “SEEDS
team”; to those politicians and senior state officials who
are responsible for directing the implementation of
SEEDS. The membership of the SEEDS team may vary
between states but it is suggested that it should be
quite small and include officials with the position and
authority to direct a challenging and ambitious pro-
gramme. It is also suggested that both the finance min-
istry and Office of the Head of Service should be
represented at a senior level and that the team should
report directly to the governor and to EXCO.

The SEEDS team will delegate responsibility for each
target to a particular line agency or group of agencies.
Each of those implementing agencies would need to
understand the state’s SEEDS and the principles of the

SEEDS Framework. The SEEDS team may also need to
establish sub-committees to coordinate work that cuts
across the different implementing agencies. This partic-
ularly concerns the third pillar of NEEDS/SEEDS:
changing the way government does its work with
emphasis on public financial management and public
service organisation, for example.

Chapter 5 on Step 4, Implementation, discusses how
a state can establish an implementation structure for
SEEDS along these lines.

1.5 The SEEDS Framework and the
Benchmarks

The SEEDS Framework will help states with the bench-
marks against which the federal government is asking
them to measure their performance. Each step round
the Framework, from setting Targets (Step 1) to Monitor-
ing and Evaluation (Step 5), will contribute to the bench-
marks.

The first set of benchmarks is designed:

“To ensure that the state government
develops, publishes and implements a
strategy that advances its targets”.

Step 2 of the SEEDS Framework sets out how to
develop strategies that will truly advance the Targets,
while Steps 3 and 4 describe how those can be taken
forward into a reasoned and fully costed strategy.

The second set of benchmarks is:

“To ensure a responsible public financial
management and a comprehensive and
transparent budget process.”

Step 3 on Resource Allocation and Appendix 3 on Pub-
lic Financial Management directly address this group of
benchmarks. Some of these financial benchmarks have
to do with government-wide public expenditure
reforms. Although the manual has a focus on imple-
menting specific SEEDS programmes effectively, it also
takes things some way towards that wider goal.

The third group of Benchmarks is:

“To ensure that government strategies to
improve service delivery both in terms of
quality and in terms of reach are developed
and can be implemented.”

The SEEDS Framework, with its emphasis on measura-
ble, achievable and realistic targets and on selecting



effective strategies to deliver them is specifically
designed to contribute to this.

The fourth set of benchmarks seeks:

“To ensure that policies are planned and
implemented in a transparent and
accountable manner.”

Appendix 5 on Public Involvement and Transparency
addresses this directly and it is also covered at several
points in Appendix 3: Public Financial Management.

Appendix 6 presents the benchmarks in full and gives
comparison of each one against the SEEDS Frame-
work set out in this manual.

Chapter 1: The SEEDS Framework

PART ONE
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CHAPTER TWO

Step 1 - Setting targets

OUTLINE

21 What is a Target? And what is a Policy?

2.2 Forming Targets

2.3 Specific, Measurable and Time Bound Targets
2.4  Achievable and Realistic Targets

2.5 Setting Targets for Economic Growth

2.6 Responsibility for the SEEDS Targets

SUMMARY

The SEEDS Framework is not about making promises. It is about setting targets and
delivering them. Step1 in the SEEDS Framework is about getting the targets right: the
first essential for an effective SEEDS plan. This chapter discusses how to do it.

The chapter focuses on:

1.
2.

The importance of targets as the way to give meaning to a policy;
Developing targets that are SMART- Specific, Measurable, Achievable, Realistic and
Time-Bound;

. How to draw on national and state policy and on the public’s needs and preferences

in deciding targets;

. Deciding what information is needed to calculate specific and measurable targets;
. Plotting a Road Map “from here to there” towards a policy target, and identifying

milestones on the map;

. The analysis of economic growth targets to match a state’s needs and the way it is

developing; and

. The importance of making sure that the responsibility for meeting each target is

clearly defined right from the outset.

SEEDS
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2.1 What is a Target?

A policy can be defined as “the principles, plan or pro-
cedures established by an agency, institution, or gov-
ernment, generally with the intent of reaching a long-
term goal.” As such it is a fairly broad term covering all
aspects of government’s aims: from the long-term
goals to the detailed annual plans. A target is some-
thing much more specific, something which gives
meaning to the policy. For example, a government
might wish to reduce poverty through improved edu-
cation. But it is only when it sets a target to get all chil-
dren of primary school age educated by December
2007 that it has a complete policy.

A target must:

e Describe an output in terms of a better service, an
improved human condition or growth in the econo-
my and material welfare; and

e Be measurable and time-bound, so that policy mak-
ers can be held accountable.

Many governments and businesses use SMART tar-
gets to guide their planning. SMART targets are:

Specific — ‘an increase in primary school
attendance’ NOT ‘better education
for all Nigerians’.

Measurable — ‘an increase in school attendance
by 10%, or 100,000 pupils’.

Achievable - money and human resources are
available and there is enough time.

Realistic — e.g. parents do want to and can

send their children to school.
Time-Bound - ‘a 10% increase in school
attendance by 2007’

The SEEDS Framework is designed to help state
SEEDS Teams to ensure their plans are based on
SMART targets. Particular attention is paid to 1)
Achievable: to analysing the costs of the targets to
make sure that money and other resources are avail-
able to deliver the target; 2) Realistic: to checking that
there is a real need for the target, that full account is
taken of the circumstances which will determine
whether the ultimate objective is achieved and that
there is a workable strategy to meet it; and 3) Time-
Bound: to working out when each target will be met.

To continue the education example, a set of targets for
education might be:

e {0 raise the number of children completing primary

education by 10 percent by December 2006

e to raise the proportion of children successfully com-
pleting primary education by 10 percent by June
2008

e to raise by 15 percent the number of students suc-
cessfully completing secondary school by 2008

e an equal proportion of boys and girls passing exams
by end-June 2007

e primary school attendance to be equal in all LGAs by
the end of 2008

These are Specific, Measurable and Time-Bound but
there is nothing to say whether they are Achievable or
Realistic; so they are not entirely SMART. Those last
two aspects will be considered later on in the Manual.

Specific and measurable targets are not just for
planning. They are also fundamental for transparency
and accountability. When a government says it will
‘improve education’, it is promising nothing that peo-
ple can hold it accountable for. Even when it
announces that it will deliver 100% primary education
by 2015, the target is so far away that no one can tell
whether they will achieve it or not. There will be sever-
al elections before 2015. And most of today’s children
would have left school by then anyway.

But when a government says that it will improve pri-
mary school attendance by the end of next year then
the people have a target that they can easily under-
stand; a target which will clearly tell them whether gov-
ernment has succeeded or failed.

2.2 Forming Targets

The examples shown above are only for the purpose
of illustration. Every state will be different and will need
to set different targets. The next three sections
describe how a state can do this.

Figure 3 shows four things that need to be taken into
account when setting targets: Information, Public
Involvement, State Policy and National Policy.

The diagram also shows arrows going back from
Step 2 (Strategies) and Step 3 (Resources) into Step 1
(Targets). These are to indicate that initial targets will
probably need to be adjusted later in the process. An
analysis of strategies may show that some targets are
not realistic while the analysis of resources is likely to
show that many targets are not achievable because
they are just too expensive.

Information

Two simple questions define a target: Where are we
now? Where do we want to get to? In the education
example: What is primary school attendance now?
What do the people of the state want it to be?
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Figure 3 Considerations in Setting Targets

a) Where are we now?

The first of these questions is a simple matter of statis-
tics: basic information about the current situation and
present performance. In the education example, num-
ber of schools, total enrolment, existing levels of edu-
cational achievement, etc. Tables 1 and 2 summarise
the kind of information that may be needed in all the
major sectors.

The Nigerian Statistical System faces some difficult
challenges and it may not be able to provide wholly
accurate and up to date statistics. Consequently, it
may be necessary to use estimates or make a special
effort to collect what is required. While it is essential to
have certain basic information, it is important not to
allow a shortage of data to delay the planning process.
The FCT Education Case Study in Box 6 shows how
reasonable estimates can be generated for initial plan-
ning. It is not usually difficult to improve estimates quite
rapidly with simple studies. Government’s own records
will be important. A first step in the SEEDS process
should be to ask all service ministries such as Health,
Education and Commerce to bring their records up to
date and publish them. (Appendix 1a — Gathering
Information for SEEDS — discusses possible sources of
data in more detail.)
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b) Where do we want to go to?

The answer to the second question comes from a
number of different sources: from the general public,
from state government policy, based on the mandates
of the political parties, and from national policy set by
the Federal Government. In the case of the Millennium
Development Goals, national policy reflects goals set
by the international community.

Public Involvement
NEEDS is “the people’s way of letting the government
know what kind of Nigeria they wish to live in”. The
SEEDS Framework does the same for the people of
each state. This manual provides special advice (in
section 7.4 and Appendix 5) on how to ensure full pub-
lic involvement at every stage of drafting, planning and
implementing SEEDS. The first step is to ensure that
the people’s views are fully reflected in the targets.
Effective public involvement in setting the targets
needs two things: Public Information to ensure that the
people can understand the choices and Public
Consultation to allow them to make their wishes
known. Each state’s SEEDS Team will need to consid-
er how best to provide these two essentials.
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Informing the public is a simple process but care is
needed to make sure that information is presented in
ways that are easy to understand and that it is made
accessible to all levels of society, not just the well-edu-
cated. Posters, radio and television (in local languages)
may be the media of choice for this.

There are many techniques available for Public
Consultation. Elected representatives will need to con-
sult directly with their constituents, but the wider com-
munity, including NGOs, business leaders and other
civil society organisations should also be drawn in.
This can be done through public meetings and by ask-
ing them to make written submissions on topics that
concern them. It will also be important to make sure
that the general public has an opportunity, either
through open meetings or “phone in” programmes on
radio and television.

Opinion polls and other survey techniques such as
participatory poverty assessments will also be useful.
(Appendix 1a gives details of the wide range of possi-
ble techniques.) Some of these can be conducted rap-
idly and they have the advantage that they will estab-
lish a baseline for monitoring progress with targets as
well as identifying the public’s needs.

The SEEDS team will need to work out a balanced
Public Involvement programme. It will probably include
a mix of these techniques but it is recommended that
this is kept quite simple, with an emphasis on broad
coverage.

State Policy

The state government has been elected with a man-
date and they must have a major say in formulating
policies and setting targets. Elected representatives in
the House of Assembly and all political parties, not just
the ruling party, should also be involved. NEEDS and
SEEDS will “transform government to an institution
that spurs development and serves the people” and
the political parties must be a fundamental element in
that process. Their full involvement in SEEDS will
ensure that it is achievable in political terms. It will also
ensure the political parties are made fully accountable
for their role.

National Policy

Nigeria is a signatory to the Millennium Development
Goals (MDGs). This overall set of poverty reduction
and growth objectives is a fundamental element of
national policy, which must be reflected in SEEDS. So
must the objectives set out by NEEDS. Federal gov-
ernment also has more detailed policies in a number of
sectors and the state SEEDS team would have to
check for compatibility between State and National
policies. The NPC can advise state governments on

this and they may also wish to consult with federal
sector offices in the state and federal ministries in
Abuja. (Appendix 1b gives brief summary of national
policy guidelines in several sectors.)

2.3 Specific, Measurable and Time
Bound Targets

SEEDS is one of the most challenging development
programmes ever attempted in Nigeria. The work
required and the complexity is daunting. This manual
has been specifically designed to keep the task simple
and to set out a step-by-step approach, which will
keep the SEEDS process manageable.

Given the scale of the task, it may be important in
the early years of SEEDS to limit the targets, as well as
other aspects of the programme, to what is practical
and absolutely necessary. The initial focus may be on
a few key sectors, or even sub-sectors. Choosing
where to start will be a key aspect of the debate on for-
mulating policies and setting the targets, and the deci-
sions may vary widely between states.

As experience grows, it will become possible to
accelerate and extend the programme to all aspects of
state development. The SEEDS programme is a multi-
annual process. Not all the targets are expected to be
achieved at once, but this section of the Manual sets
out how targets for the early years will be milestones
on a long-term road leading through to the 2015 dead-
line of the MDGs and beyond.

One of the most difficult and important steps in
SEEDS will be converting the targets into action plans
or strategies, and allocating resources (human and
financial) to ensure effective implementation. Until that
is done it will be impossible to meet the second part of
Benchmark 1: “a reasoned and fully costed strategy”.
This section describes how to start doing this.

Three things must be done to turn a long-term tar-
get into clear and deliverable objectives for the next
annual budget and beyond:

1. Assess the need
2. Estimate the current level of service

3. Plot a Road Map ‘From Here to There’ and
identify milestones on that map

Box 2 below shows how this can be done, using the
example of primary education.

It does not matter if the available statistics are not
very accurate. Simple calculations using reasonable
estimates are enough to allow the SEEDS team to set
the all-important milestones for next year and the two
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Box 2 Plotting the Road Map

Universal primary education by 2015 is one of the Millennium Development Goals. A state can estimate what

it needs to achieve this as follows:

1. Assessing the Need
Population in 2005
Growth rate per annum
Population in 2015

Percentage of primary school age
Primary school students in 2015

2. Current Level of Service
Registered primary school students 2005
Increase needed

3. The Road Map

3 million
2.5%
3.84 million

14%
537,000 (100% attendance)

200,000 (50% attendance)
337,000 primary school students

The state will need an extra 35,000 students a year for the next 10 years. If resources are short, it may need
to plan for 10,000 a year in the first few years and accelerate later on. Alternatively, it may decide to aim for
Universal Basic Education five years early, in 2010. In which case, it will need to raise attendance more rapid-
ly. The table shows how the Milestones would work out for slow, middle and fast programmes to meet this

Millennium Development Goal.

SLOW MIDDLE FAST
Milestone Children Pupils Attendance Pupils  Attendance Pupils Attendance
2006 430,000 210,000 49% 235,000 55% 255,000 59%
2008 452,000 230,000 51% 305,000 67% 365,000 81%
2010 475,000 250,000 53% 375,000 78% 475,000 100%
2015 537,000 537,000 100% 537,000 100% 537,000 100%

or three years after that — all-important because these
will be needed to prepare a “reasoned and fully cost-
ed strategy”. As SEEDS progresses, better statistics
will become available and the future milestones can be
adjusted.

Table 1 summarises the basic information needed to
make similar calculations for all the MDGs while Table
2 does the same for some other key targets that state
policymakers are likely to want to include in their
SEEDS.

In this Manual, primary education has been chosen
as an example to illustrate many of the points in the
SEEDS Framework. This is because it is more straight-
forward than other sectors and so best for making the
points clearly. Assessing the need and the current
service is more complex in other sectors, especially
those towards the end of Table 2, where the quality of
the service is difficult to assess, such as Economic
Services and Justice and Security. Nevertheless, it will
still be essential to work out a detailed Road Map for

every sector.

Access to services is fundamental. This is why pop-
ulation and the distribution of that population appear in
so many of the sectors. For the most efficient delivery
of services across the state, it will be important to site
schools and hospitals where they are needed, to build
roads where people will use them and so on. The plan-
ning exercise will become much easier if there are
maps of population and the current location of facili-
ties, roads etc.

Migration and economic change can mean that
Government needs to close down some facilities and
move resources elsewhere. In some Nigerian states,
pupil-teacher ratios range from 100:1 in the towns,
which are expanding rapidly, to as low as 4:1 in rural
areas where many families have migrated away.
Doctors and teachers are reluctant to work in remote
areas and it is even more difficult to persuade them
when they feel there is no job to be done there.
Nevertheless, it is not easy to deal with these situa-
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m Information needed to plan the MDGs

MDG NEEDS ASSESSMENT

Universal

Halve numbers living Population, growth rate, proportion in poverty
on < $1 a day

Universal Primary
Education

Empower Women

Health
Reduce under-5

mortality by 2/3rds causes

Reduce maternal

deaths by 3/4qtrs causes

Reverse the spread
of HIV/AIDS

Environment
Halt loss of resources

Halve number without
potable water

Population, growth rates

Improve the lives of

slum dwellers populations

tions. There can be a great deal of emotion and politi-
cal sensitivity about closing a rural clinic or village
school. Box 3 describes the kind of choices that can
arise when trying to balance needs with resources.
Without adequate information on population distribu-
tions and other aspects, these choices become much
more difficult to make.

The two tables list possible targets relating to the
first two pillars of SEEDS: empowering people and
promoting private enterprise. The third pillar — chang-
ing the way government does its work — cannot be
analysed in quite the same way. Setting targets in this
sector will involve management decisions about the
best way to work and political decisions about what
the people of the state feel is the state’s job. Working
through the SEEDS Framework itself will start to give
ideas on the best answers. Step 1, Setting Targets, will
show where there is the greatest need for a change in
government. Steps 2 and 3, Developing Strategies
and Allocating Resources, will show what decisions
are needed and what options for change are available.
The Supporting Frameworks on financial manage-
ment, public involvement and public service organisa-
tion all deal with issues that will be central to the third
pillar. Nevertheless, clear targets will be needed to
change the way government works.

Population, growth rates, age profile

Population, growth rates, sex balance

Population, growth rates, numbers dying,

Population, growth rates, numbers dying,

Population, growth rates, numbers currently
HIV positive, numbers dying, trends in infection

Inventory of resources, trends in status

Rates of urbanisation, identified slums,

CURRENT SERVICE
Safety nets coverage, economic services
Primary school attendance

Female participation in education,
health, employment and society

Attendance at clinics, vaccination levels
Attendance by midwives

Attendance at safe sex counselling,
retroviral treatments

Uptake of conservation programmes

Access levels

Implementation of slum
improvements

2.4 Achievable and Realistic Targets

The first step in the SEEDS Framework is to identify
the state’s policy and set clear achievable targets
which will meet all the people’s needs and desires. At
the beginning, it will be difficult to see whether the tar-
gets are really possible. How, for example, can it be
known whether a target to raise school attendance
percentages by 20 percent in 3 years can be met?

The next two Chapters describe how to test whether
or not a target is Achievable and Realistic. As possible
strategies to meet a target are reviewed and the
resources required to deliver it are calculated, it will
become clear whether or not the target can be met or
needs to be scaled back or at least delayed. It may
even be found that a particular target is not ambitious
enough and can be raised.

One of the most difficult parts of the process will be
choosing between sectors. For example, if the targets
for primary education and primary health care are both
too expensive, should they both be cut back, or is it
better to cut back the education target by more to
release the funds needed to meet the primary health
care target? The SEEDS team will need to present
these choices clearly, so that the Executive Council
and, through them, the House of Assembly and the
general public can contribute to a decision.



m Information needed to plan other SEEDS targets

TARGET

Transport
80% of population within
5 km of motor road

Communication
80% of population with
access to telephone

Electricity
All major centres on grid

Rural service available
to 80%

Health
80% of population within
3 hours of emergency care

Hospital service
available to all

Economic services
Appropriate regulation

Financial services
Advisory services

Environmental services
80% of population with
healthy sanitation

All major centres with
100% sewerage

Waste disposal service

Chapter 2: Step 1 — Setting targets

NEEDS ASSESSMENT

Map of cities, towns, rural centres,
population distribution

Map of cities etc, population distribution

Map of cities and towns, population distribution

Rural settlement patterns

Map of cities etc, population distribution

Population distribution, levels of critical illness

Business centres, key economic sectors

Business centres, key economic sectors

Business centres, key economic sectors
Map of cities, towns, rural centres,
population distribution

Map of cities and towns, population distribution

Map of cities and towns, population distribution

PART TWO

CURRENT SERVICE

Existing network, road condition,

traffic levels

Existing network, reliability, usage

Supply, grid, reliability,
consumers connected

SEEDS

Existing services and number served

Level and quality of service, no’s treated

Level and quality of service, no’s treated

Regulatory authorities, cost of

doing business

Existing services, usage

Existing services, uptake of advice

Existing facilities and their condition

Existing facilities and their condition

Existing services

in all major centres

Justice and security
Rapid and equitable

civil law personal and family dispute

Effective criminal justice

Security for all
criminal attack

2.5 Setting Targets for Economic
Growth

There is no Millennium Development Goal for econom-
ic growth. Nevertheless, there is now widespread
agreement that growth in average incomes is one of
the most important conditions for reducing poverty.
The faster the growth, and the longer it is sustained,
the more rapidly poverty will fall. Economic growth is,
therefore, essential for the achievement of the first
Millennium Development Goal of cutting by half the
proportion of people with incomes below $1/day.

Population distribution, rates of commercial,

Population distribution, crime rates

Population distribution, percentage suffering

Formal and alternative courts,
size of backlog

Criminal courts, conviction rate, backlog

Police staffing and stations, performance

Equality of opportunity and incomes has a big
impact. Even in a very unequal economy, growth will
reduce poverty, but the impact is much greater where
wealth and opportunities are spread more evenly. It is
also important to recognise that growth brings risks to
the poor. As jobs draw them to the cities, they may
lose their social capital, and have to live in unhealthy
urban slums. Some may be drawn into outright
exploitation, while their dependents are left behind in
rural areas and become more vulnerable. Rapid eco-
nomic change may also mean the poor are cheated in
land and other property sales. As society becomes
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Box 3 Reallocating Resources in Health

Past development programmes
and the overlap of responsibilities
between federal, state and local
government have meant that some
states have more health facilities
at primary, secondary and tertiary
level than they can staff and equip.
Funding for running costs is inad-
equate and critical inputs such as
medicines are in such short supply
that patients have to buy their
own.

In a typical case, primary clinics
and secondary hospitals are even-
ly spread across the state, reflect-
ing the population distribution

when it was largely rural and agri-
cultural. But rapid urbanisation
means that the town clinics and
secondary hospitals are now over-
whelmed, while some rural clinics
are barely used. An active private
sector is filling part of the gap in
the towns; and the spread of
motor transport means that even
village people who can afford it
prefer to visit a private clinic in
town.

At the tertiary level, state facili-
ties are duplicated by federal
teaching hospitals. Because feder-
al pay scales are higher, the states

find it difficult to retain staff that
treat their state position as a step-
ping stone to a federal job.

States may have over 50 sec-
ondary health facilities but only
have the resources to support less
than 10. Some are considering
concentrating their resources on
that much smaller number. They
are also looking at the possibility
of negotiating with the federal
authorities about leaving the
responsibility for tertiary health
services to the federal teaching
hospital, against a payment from
the state.

more complex, economic growth demands increasing
government efforts to protect the poor against these
dangers, through regulation and social welfare.

It is possible to calculate how much growth would
be needed to meet the MDG but the data is imprecise
and so many factors are involved that it is not useful to
do it. It is simpler to note that economic growth must
equal the rate of population growth, just to keep
poverty stable. To reduce poverty significantly, the
economy must grow much faster than population and
income distribution needs to improve as well. The lat-
est, rather out of date, figure for population growth in
Nigeria is 2.8% per annum. Halving poverty by 2015,
the MDG, is likely to need a rate of economic growth
double that: a 5.6% per annum increase in GDP to
give a 2.8% per annum increase in GDP per capita,
that is to say in incomes.

Apart from the direct impact on incomes, economic
growth will contribute to NEEDS and SEEDS in other
ways: by generating greater government revenues, by
empowering the poor and strengthening their ability to
voice their requirements of government and by allow-
ing the poor to build stronger barriers against livelihood
shocks.

It is not practical to target any particular rate of eco-
nomic growth. The data is too imprecise and too many
external factors affect what happens. Setting targets
for economic growth needs a different approach. The
starting point must be to look at where the growth can
come from. A state economy is likely to include the
following sectors:

e Agriculture and agro-business
e Mineral resources

e |Industry/manufacturing

e Construction

e Services

The second pillar of SEEDS - promoting the private
sector — will depend on deciding priorities between
these sectors and setting realistic targets for each one
of them. A simple analysis can show how much each
sector is likely to be able to reduce poverty. For exam-
ple, growth in the agriculture sector is likely to be more
pro-poor than the oil sector; because it employs many
more people, has stronger linkages to other parts of
the economy, and is involves most Nigerians. A simple
three-line matrix can help with this kind of analysis.
POPULATION The more people are working in a
sector, the greater the contribution
growth can make to incomes

If many people in the sector are
poor, then the impact will be even
greater

POVERTY

POTENTIAL Some sectors will have a greater

potential to grow than others

In the earlier comparison between the agriculture and
oil sectors in Nigeria, agriculture had clear preference
on Population and Poverty but the oil sector might
have the greater Potential.

To set its policy priorities in this way, the SEEDS



team will need to make estimates of the number
employed in each sector, together with the poverty
ratio and the rate of growth. Precision is not required,
just enough understanding to avoid two opposite mis-
takes.

The first mistake is to give too much priority to
attractive and rapidly growing sectors that are just too
small to have a significant impact on poverty. The
opposite mistake is to invest heavily in a large sector
which employs many poor people when the growth
potential is small or even negative.

A review of the national situation gives some point-
ers. In Nigeria poverty rates are higher in rural areas
(64.1% in 2003/4) than urban areas (35.4%). Although
the cities are expanding rapidly, the majority of the
population still live in the country, which means the
poor are concentrated in rural areas. Nigerian agricul-
ture has been performing strongly in recent years,
growing at 6.45% per annum, and this has probably
been the major contributor to a fall in the poverty inci-
dence. If this pattern were similar for a state, then the
SEEDS team would be justified in giving considerable
priority to agriculture.

However, economic development speeds urbanisa-
tion, commonly accompanied by an expanding infor-
mal sector. In the longer-term, manufacturing, con-
struction and services are all likely to expand more rap-
idly than agriculture. The rural/agriculture sector may
score most highly on Population and Poverty, but other
sectors may have higher long-term Potential.
International experience has shown that the urban,
informal sector can provide incomes to high inflows of
migrants. This reduces urban poverty directly and rural
poverty indirectly, by drawing poor people out of the
countryside. Added to which urban demand for food is
a key driver for agricultural growth. Box 4 gives an indi-
cation of the importance of the informal sector of the
economy in Africa and elsewhere.

For all these reasons, immediate priority to agricul-
ture may be justified, but it should not lead to neglect
of other sectors.

The SEEDS economic team will need to draw up a
set of targets that represents a balanced strategy for
growth across the rural and urban sectors, as well as
across agriculture, manufacturing, construction and
services.

It is particularly important to understand what is, and
what is not a target in economic growth. Establishing
200 SMEs is not really a growth target. Instead, it is
just one way in which output, employment and profits
can be increased. Growth in those three numbers
is the real target. At the highest level, economic
targets under SEEDS might look as simple as a set of
target growth rates for each of the major sectors, for
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example:
Agriculture 5% per annum
Manufacturing 10%
Services 10%

...etc

[t is suggested that the strategy might also include a
target for the rate of urbanisation, something which will
have to be taken into account when planning many
aspects of SEEDS: from the distribution of new
schools to the requirements for environmental services
in the towns.

Identifying realistic targets for economic growth is a
big challenge. They need to be based on reliable esti-
mates of past rates of growth and, even more difficult,
on a thorough assessment of the future potential —
sector by sector. That potential will depend on the
state’'s comparative advantage: its ability to compete
with other parts of Nigeria and, ultimately, on world
markets. Good evidence that the state’s producers
can sell the extra output generated by economic
growth is essential. A target of 5% per annum growth
in agriculture will bring a need to sell at least 5% per
annum more of agricultural commodities, without any
fall in prices. To help decide these questions, the
SEEDS team may wish to consider commissioning a
special study to analyse the state’s economic potential
more rigorously.

Many governments consider that their primary

Box 4 Importance of the Informal Sector

A World Bank working paper gives the following sta-
tistics on the size of the informal sector, which is
believed to be larger in sub-Saharan Africa than in
other parts of the developing world.

SS Africa  60-80 percent of total non-
agricultural employment

India 74 percent of non-agricultural
employment

Indonesia 78 percent of non-agricultural
employment

Pakistan 67 percent of urban employment

Philippines 67 percent of non-agricultural
employment

Thailand 51 percent of non-agricultural
employment

“Across the developing world, the informal sector
continues to expand in absolute and relative terms.”
World Bank Social Protection Discussion Papers No 0119
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responsibility for economic growth is to strengthen
their country’s comparative advantage. This is dis-
cussed more in Chapter 3, Deciding Strategies and
Appendix 2a: Economic Growth Strategies for SEEDS.

2.6 Responsibility for the SEEDS
Targets

When setting targets for SEEDS, it will be essential that
the responsibility for meeting each target is clearly
defined. They must be within the legislative compe-
tence of the organisation to which the target is
assigned and within its ability to deliver. Particular care
will be needed when looking at targets which require
complementary actions by different tiers of govern-
ment. Primary education is a key example, since it
involves all three tiers: Federal, State and Local
Government (See Box 5).

Box 5 Responsibilities for Primary Education

in Nigeria

The constitution states that education is a concur-
rent responsibility between Federal and State gov-
ernments but LGAs are given specific responsibility
for Primary education. In terms of funding, at least,
the responsibility is split three ways. The LGA pays
teachers’ salaries, State government pays overhead
costs and Federal government contributes to capi-
tal projects. The State Primary Education Board
(SPEB) coordinates payments. For example, the
state government deducts teacher salaries from the
LGAs’ share of the Federal transfer and pays that to
the board through a joint account with the State.
The SPEB is also responsible for employing and
supervising the teachers, but not the ancillary staff.

One result is that no representative body has
clear oversight of the primary education budget and
expenditure.
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CHAPTER THREE

Step 2 - Deciding strategies

OUTLINE

3.1 One Target, Many Strategies

3.2 Strategies for Public Service Delivery

3:3 Realistic and Achievable Public Service Strategies
3.4 Economic Growth Strategies

3.5 Social Welfare Strategies

3.6 Deciding on Strategies

3.7 Testing Strategies with Pilot Projects
SUMMARY

A Target is a goal, which the state government and the people of the state wish to
achieve. A Strategy sets out how a target can be achieved. For each target there will be
many possible strategies. Deciding the best strategy to meet each target is the second
key step in the SEEDS Framework. It describes how the SEEDS team can analyse which
strategies are most appropriate for public service delivery, for economic growth and for
social welfare. The chapter ends with a look at how pilot projects can be used to test and
win support for the new SEEDS initiatives.

Key issues addressed in this chapter include:

1. How people, politicians and service providers form a Triangle of Accountability, and
different strategies to deliver public service depend on the different roles each group
play in that three-way relationship;

2. The five factors to consider when deciding strategies for public service delivery:
equity, public goods, cost, choice, and accountability;

3. Why government may decide to contract-out some public services, to privatise some
and to provide others directly through the public service;

4. Factors to investigate when public services are not performing at their desired level:
efficiency, complementary resources, demand, external factors, and technical
feasibility;

5. The wide range of issues involved in drawing up a programme to promote economic
growth.

6. Options for safety-nets and other social welfare policies to cater for the vulnerable
groups in society;

7. How to manage the process of deciding what strategies to adopt; and

8. The use of pilot projects to test and demonstrate strategies.
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3.1 One Target, Many Strategies

A target is a goal which government and the people of
a state wish to achieve. A strategy sets out how a target
will be met. For each target there will be many possible
strategies. It was pointed out earlier that building
schools may not be the best way (i.e. strategy) to
improve school attendance. Better strategies might be
to provide more materials and equipment to existing
schools, to raise the standard of teaching, or to provide
school lunches to attract more pupils.

That is a simple example of the strategic choices that
will have to be made for every SEEDS target. Reliable
information and a good understanding will be needed in
every sector. For education this might mean checking
that the attendance statistics take proper account of
private schools and understanding why parents are
reluctant to send their children to school: is it because
the teaching is bad, because they are so poor they
need their children for work or even because there are
no good jobs for primary school graduates? Each of
these would point to an entirely different strategy.

Deciding the best strategy to meet each target is the
second key step in the SEEDS Framework: working out
how each particular target will be achieved. In many
ways it is both the most important and most difficult
part of the framework. Most important because it is
central to the third pillar of NEEDS/SEEDS. If govern-
ment is to change the way it works, then much of that
change will come from choosing different strategies.
Most difficult because the strategic choice will often be
highly political: whether it is better to invest more in
public schools or to support an expanded private edu-
cation sector, for example.

There are two fundamental questions:

¢ \Which strategy will be most economical and, conse-
quently, contribute most to making a target achiev-
able?

¢ \Which strategy is most likely to make a target realis-
tic?

Finding new ways to deliver public services and pro-
mote economic growth will not be easy. For example,
new ideas from overseas are bound to fail if they are not
adapted to suit Nigeria. Public and political support will
need to be won for changes in the way government
works. The last section in this chapter looks at how pilot
projects can be used to test and win support for new
SEEDS strategies.
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3.2 Strategies for Public Service
Delivery

Governments around the world have used many differ-
ent strategies to deliver public services: from the
absolute public sector control of the defunct Soviet
Union to the combination of public and private sector
provision now common in the capitalist West. A stan-
dard model is commonly used to understand the
advantages and disadvantages of these different
approaches: the triangle of accountability.

The model shows how the People can get a service
in two ways. They can elect Politicians to form a gov-
ernment and give that government the job of organising
service delivery. To cover the cost of the service, the
people pay taxes to the government. The government
must then provide a budget to the Provider, say the
Ministry of Education and its teachers, so they can take
on the job of delivering the services to the People.

The reason this is called the Triangle of Accountability
is because the providers are accountable to the gov-
ernment for the way they use their budgets to provide a
service and the Politicians in the government are then
accountable to the People for the way the taxes are
spent. This is what is called the “long route” to public
service provision. The alternative “short route”, shown
by the dotted arrow at the bottom of the figure, is for the
people to buy the services direct from a provider, say a
private school. In that case, the provider is directly
accountable to the people.

The long route for public service provision requires a
lot of trust. The People must trust the Politicians to use
the taxes properly. Government must trust the
Providers to do their jobs properly. Accountability
around the long route is complicated and slow. The
People must hope to learn from the reports of the Audi-
tor General whether their taxes have been well spent
and from the media whether the service is any good. If
they want to change the service, they must wait for an
election to vote against the government. It is much eas-
ier for people to make sure they get what they pay for, if
they use the short route and buy their services direct
from the provider. They can stop paying for the service
as soon as they feel it is not good enough.

It is important to remember that trust can fail at two
levels: between people and government and between
government and providers. Even where a state govern-
ment has a genuine desire to improve services and allo-
cates adequate budgets, a demoralised and
ill-disciplined public service can absorb all the money
allocated and still fail to deliver a better service.

Restoring that trust is a fundamental objective of
SEEDS. This manual’'s recommendations on effective
planning and implementation, on public financial man-
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Figure 4 The Triangle of Accountability

agement and on public service reform are all intended
to restore trust between the providers and the govern-
ment. Those on transparency and accountability
are designed to do the same between government
and people.

Like governments worldwide, the SEEDS Team will
face many strategic choices between the long route
and the short route. In most sectors, the best strategy
to achieve the targets may involve at least a combina-
tion between the two, if not a total reliance on the short
route. Continuing with the education example, it is most
unlikely that the MDG for primary education can be met
without a significant contribution from private primary
schools.

There are five factors to consider when deciding
between long and short route strategies:

e Equity: The poor are the least likely to afford to buy
services direct from the provider. Government will
need to maintain basic services to ensure coverage
for vulnerable groups.

¢ Public Goods: where government can only protect
the good of the people as a whole because con-
sumption of the good or service is non-exclusive in
nature. A good example is defence. Every one enjoys
the services provided by the military once the govern-
ment pays for them. Vaccination is another standard
example. People who are not willing to pay for vacci-

nation put everybody at risk of infection. A govern-
ment vaccination service overcomes this. Regulation,
law and order, and environmental conservation are
other important public goods.

Cost: the short route reduces the cost of bureau-
cracy, including the cost of collecting taxes, involved
in providing a service.

Choice: people may not all want the same level or
kind of service. Religious faiths usually prefer their
own form of schooling; the better-off may be willing to
pay for a better quality of service and so on. It is more
difficult for a public service working on the long route
to offer a choice.

Accountability: some services are much easier to
monitor than others. Where it is difficult for govern-
ment to guarantee levels of performance and cost,
the short route allows the people to deal direct with
the service provider and apply the basic discipline of
refusing to pay if the service is inadequate.

Even where government and the people have agreed
that services should be publicly provided and funded
out of taxes, government can do this in a number of dif-
ferent ways. At one extreme, it can establish a full-scale
public service entirely funded out of taxes and directly
managed by government officials reporting to govern-
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ment. At the other extreme, the entire service could be
contracted out to a private company, but still paid for by
government. It is important to avoid confusion between
full privatisation, where government gives up all respon-
sibility for an activity, and contracting out, where a pri-
vate company provides the service but government
retains responsibility for setting service levels and pay-
ing the bills.

Mixed, public/private strategies can have important
advantages. They allow the better off to pay more for a
better service and so reduce the cost of the basic serv-
ice for the poor. They create competition between the
civil service and private companies. This allows govern-
ment to benchmark the performance of the civil service.
Some governments deliberately use the threat of con-
tracting out to require public organisations to improve
their services

A blanket policy of privatisation or contracting-out will
fail. The best strategy- long route, short route, or a
mix of the two - will depend on the sector concerned,
on the particular circumstances of each state and the
preferences of People and Politicians. Some services
lend themselves to contracting-out much better than
others. Even where there is a clear case to contract a
public service out, care is needed to design a contract
that works and specialist advice is recommended. Sim-
ple and easily measurable services such as office clean-
ing, refuse collection, water supply and sewage are
much easier to manage under a contract than more
complex ones like education.

When working on Step 2 of the SEEDS Framework
(Developing Strategies), the SEEDS Team will need to
critically review each sector to decide whether to con-
tinue the current strategy for public service delivery or to
consider the introduction of new ones. In most cases,
this will involve reviewing whether the introduction of a
greater element of contracting-out or full privatisation of
services will improve the quality of services delivered or
reduce the cost, or both, and so contribute to making
the SEEDS targets more achievable and realistic.

3.3 Realistic and Achievable Public
Service Strategies

Realistic and achievable strategies must identify why
public services are not already at the desired level. It is
easy to assume that it is just a matter of money, but the
situation is almost always more complicated.

Key aspects to investigate include:
e Efficiency: if the existing service is inefficient, then it

will not meet the target however much money is allo-
cated;
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e Complementary resources: at a minimum a service
will need capable human resources as well as money,
and other resources will also be needed;

e Demand: People may be less interested in the serv-
ice than policymakers assume;

e External factors: something may be preventing
people from using the service; and

¢ Technical feasibility: need and the people’s wish for
a service are not, unfortunately, any guarantee that
desired service is technically feasible.

Box 6 presents a Case Study on primary education in a
Nigerian state. It shows how essential it is to analyse
targets and strategies in detail. It led to a preliminary
conclusion that it would be impossible to pay for a rela-
tively limited expansion in the public school system.
With current strategies, the initial Target would not be
Achievable.

The next chapter looks at efficiency and the relation-
ship between financial, human and other resources in
much more detail. Strategies will aimost certainly need
to be revised depending on the availability of resources
and the scope to improve the efficiency of public serv-
ice operations. The rest of this chapter looks at
demand, external factors and technical feasibility.

Strategic Issues in Education and Water

The possibility that parents may be less willing to send
their children to primary school has already been men-
tioned. There may be several reasons: that they are too
poor and need the children to work for them, or that
their culture does not value education, especially for
girls. A more fundamental problem may be that unem-
ployment is high, even for those with primary education.
If education does not open the way to a higher-paid job,
or at least make it easier to get a job, then parents and
children will not see the point in giving time to it. There
are two reasons why this can happen. One is that the
quality of primary education is so bad that it has no
value to employers. The other is that the economy as a
whole does not need those with primary education. In
this case, it may just be too early to invest resources in
primary education. It would be better to concentrate on
stimulating economic development first to create a
need for educated labour.

Demand, external factors and technical feasibility can
all arise in rural water programmes where sustainability
is a common problem. In rural areas during the rainy
season, water is usually easy to get. Standing pools of
water can be used for washing and laundry. For drink-
ing water, shallow wells are perceived as healthy
enough. The result can be that there is little or no
demand for borehole water for several months of the
year. When this the case, the community does not find
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Box 6 Expanding Primary Education in a Nigerian State

Public primary schools in the state are teaching less than half the children of primary-school age. There is seri-
ous overcrowding in urban areas, so that some classes are working in shifts, with very high pupil to teacher
ratios. Teaching standards are thought to be worse in rural areas. The state team reviewed the situation as
follows:

Needs Assessment

Estimated primary-school age children 14.5 % x 6 million = 870,000
Current attendance at:
Public primary schools 303,000
Private primary schools 100,000
Koranic schools 150,000
Therefore — not attending any school 320,000

Current Situation

Key ratios are
Pupils per classroom 127: 1
Pupils per teacher 74: 1

With fewer classrooms than teachers, some classes are held out of doors. Classroom and teacher ratios are
worse in urban than in rural areas. Even so many children travel in to the urban schools, either because there
is no school in their community, or because the teaching at urban schools is better.

Setting a Target and Deciding Strategies

A target was set of increasing attendance at public primary schools by 50,000: from 303,000 to 353,000. (This
would still leave an estimated 280,000 children out of school.) A mixed strategy was identified, involving the
construction of new schools and rehabilitation of others. In rural areas free lunches, uniforms and exercises
would be provided to raise attendance. New equipment and extra teachers would also be needed.

Allocating Resources
The following budget was prepared:

Capital Naira ‘000
1,500 New Classrooms to reduce congestion 3,000,000
660 New Classrooms for expansion 1,320,000
Renovate 1,900 classrooms 1,253,000
310,000 desks and chairs 775,000
Subtotal 6,348,000
Recurrent
Maintenance 248,000
Annual purchase of books (350,000) 175,000
School lunches (180,000 a year) 1,750,000
Uniforms & Stationery for rural schools 810,000
Teachers salaries (including additional 685) 2,000,000
Department overheads (incl. SalariesO 1,221,000
Subtotal 6,204,000
Total 12,552,0000

The state team realised that these targets were not Achievable with these strategies. The cost is far too high.
In 2005 the budget for all education was around Naira 2 billion, less than a quarter of this estimate which is
just for primary education. It would be necessary to review both strategies and targets.
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it worthwhile paying to keep a borehole working. Diffi-
culties in getting diesel and spares can be external fac-
tors that compound the problem, together with a lack of
skilled mechanics.

Assessing the technical feasibility of a borehole is a
specialist matter, involving the depth of the aquifer, the
nature of the rocks and soils and the particular borehole
technologies available. It is perfectly possible that many
communities will have no viable site for a borehole.
Rainfall storage and shallow wells may be the only solu-
tion. Communities find this very disappointing and care-
ful consultation is needed. Box 7 presents a case study
on the kind of difficulties that can arise.

These brief examples underline the need for the
SEEDS Team to insist that the specialists responsible
for each target justify their proposed strategies in detail.
Particular attention should be paid to the performance
of existing services. Where, for example, a state has
already invested many millions of naira in rural water
programmes, the government should not accept pro-
posals for an expansion until the results of those earlier
programmes are fully understood. Simple but focused
studies at this stage can save effort, expenditure and
disappointment.

Government should apply three simple acid tests to
every proposed strategy:

e Has it been used before?

e |f yes, are the services provided fully operational and
being used by the expected numbers?

e [f they are not, why not?

If the answers are not known, they should be sought.
Where an existing service is not fully operational and is
not used by the number of people originally expected,
no expansion should be approved until the last “Acid
Test” is answered convincingly.

3.4 Economic Growth Strategies

[t can be easiest, when identifying economic growth
strategies, to start from a negative question: If the state
economy must grow at more than 5% per annum to
reduce poverty significantly, why is it not already grow-
ing at that rate? Is it because:

e Roads, water and electricity supplies are poor?

e Skilled labour is expensive and unskilled labour is
migrating to other states?

¢ Potential investors do not know of or recognise the
state’s special advantages?

e Product and input markets are blocked by over-
regulation and insecurity?

¢ |neffective courts mean that investors and traders
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Box 7 A Market Water Supply Project

The Ekiti market serves an important group of
traders as well as all their customers. The construc-
tion of a potable water supply for the market had the
backing of the new governor. It was hoped that a
successful project might demonstrate new strate-
gies for public services, in particular tendering public
works and contracting-out their management.

The project seemed too small to need an engi-
neering design. Instead, a tender process was
designed to ensure that only technically sound con-
tractors would bid. In the event, there were major
technical problems. The first borehole produced less
than one tenth of the storage capacity installed.
Even with three more wells, less than half the storage
can be filled.

What was not expected was that the users of the
market were not willing to pay enough to allow the
contractor managing the scheme to cover his costs.
It appeared that there was greater interest in the san-
itary facilities, which were also provided, than in the
water supply.

What seemed like a popular and sensible project
turned out to have a number of clear weaknesses.

feel they cannot trust contracts made in the state?
¢ |n particular, legal uncertainty and weak land and

deeds registration make banks unwilling to lend

against security?
¢ Frequent shifts in government policy and arbitrary
application of regulations have undermined
confidence in the state?
e The cost of doing business is high, especially where
compounded by corruption and bureaucracy?
Very different strategies are indicated depending on the
answers to these questions. If infrastructure is the only
barrier, then the state can expect good results from the
major investment needed to overcome it. If, however,
economic governance is poor and costs of doing busi-
ness are high, those investments will go to waste. A
campaign to improve market regulation and discourage
corruption will be cheaper and more effective.

It is certainly advisable to remove unnecessary regu-
lations and taxes but strong markets also depend on
effective courts and appropriate standards; in other
words the solution lies in cheaper, better and more effi-
cient regulation, not in pure de-regulation.

Appendix 2a discusses Economic Growth Strategies
for SEEDS in more detail. The remainder of this section
concentrates on key issues.
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The Role of the State

A key strategic question concerns the role of govern-
ment in economic development. It is now recognised
the world over, even in socialist states such as China,
that the private sector is the major contributor to growth
and employment. It is the private businessman, earning
profits by taking risks, who is the engine of the econ-
omy. This is explicitly recognised in the second pillar of
NEEDS: “promoting private enterprise”

What then is the role of government? Again NEEDS
provides the answer: “security and rule of law, infra-
structure, finance, sectoral strategies, privatisation and
liberalisation, trade, regional integration, and globalisa-
tion” In other words, government’s job is to enable eco-
nomic growth. To do this, it must reduce the risk and
cost of doing business so the private sector can grow
as fast as possible.

Private sector enabling activities can be grouped in
four areas: regulation, infrastructure, enterprise support
and direct intervention.

Regulation

e Setting and enforcing appropriate and necessary
regulation, while avoiding any that is not clearly
required for the public good

e Ensuring policies and regulations are stable,
predictable and transparent

e Providing a level playing field and lowering barriers
to entry to encourage competition

¢ Reducing the Costs of Doing Business: license fees,
bureaucratic delay, arbitrary charges, etc. (This does
not mean that business should not pay tax, but
rather that any taxes should be simple, fair to all and
easy to pay.)

e Ensuring that fair contracts, including labour
contracts, are effective and can be enforced

e Maintaining property registration systems to allow
land and other assets to be used as collateral

e Maintaining a legal and administrative framework for
land tenure which facilitates the transfer of
ownership, aggregation and subdivision at prices
that are fair to all parties

Infrastructure

e Providing or arranging the provision of reliable and
economic utilities: water and drainage, electricity,
waste and environment management and
communications

¢ Building and maintaining public infrastructure:
roads, markets etc

Enterprise Support
e Supporting research, extension and training to raise
productivity
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e Market research and information services
¢ Business development services: advice, business
parks etc

Direct Intervention

e Input subsidies

e Guaranteed prices and markets for crops and other
products

e Protection through tariff and non-tariff barriers to
imports

e Public enterprises in agriculture, manufacture,
construction or services

Finding the right balance between regulation and free
markets is a complex and difficult task, one where
opinions may differ widely. Some of the activities listed
above are usually seen as fundamental responsibilities
of the government: legislation, regulation and enforce-
ment. Others, such as electricity supply, could be
wholly privatised or sub-contracted. Here too, opinions
may differ widely on the best strategy. Federal policy
will also have a bearing.

Some argue that the private sector should be able to
finance and implement its own enterprise support. The
state should not get involved. Nevertheless, most gov-
ernments run more or less intensive programmes.
Judging the appropriate size of a programme is diffi-
cult. There are, for example, theoretical arguments to
suggest that research, extension and training are pub-
lic goods, which should be financed by the state.
Unfortunately, theory does not give a clear answer on
how much research, extension and training is enough;
and a direct link between spending on these services
and the achievement of concrete targets is difficult to
prove. A common solution to this problem is to require
private business to make a reasonable contribution to
the cost. If businessmen are not willing to make
this contribution, the value of the work may be
questionable.

State Intervention Strategies: Subsidy,
Protection and State Enterprises

There are three ways in which government can inter-
vene more directly in the economic sector: through
direct subsidy and guaranteed prices, through protec-
tion from competition and by establishing enterprises
that are wholly or partially owned by the state.

There are two possible justifications for subsidy and
protection. One is that infant industries need subsidy
until they mature, after which it can be removed. If the
state wishes to follow this strategy, the SEEDS team
should insist on a firm and invariable date for the
removal of the subsidy. The second, strategic industry
argument is that the industry is too important to be
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allowed to face competition, perhaps because of its
substantial contribution to employment in the state.
Here, the SEEDS team should insist on an analysis of
the cost and benefits of the strategy. Subsidy imposes
costs on the taxpayer and protection increases costs to
the consumer; these must be compared with the bene-
fits to the employees and other stakeholders of the
industry concerned.

There is a third argument in favour of guaranteed
prices and markets for agricultural produce. That is to
stabilise markets and protect producers against both
poor harvests and low prices. Market interventions of
this kind have been found to be difficult to manage and
vulnerable to corruption.

Strategic Industry arguments are also used to justify
the establishment of state enterprises. Thorough analy-
sis often reveals, however, that the cost per job of main-
taining employment in a state industry is many times
higher than the individual’s salary. In some cases, it
would be cheaper and more effective to close the com-
pany and pay the employees a pension.

The NEEDS emphasis on privatisation and liberalisa-
tion suggests that a state government should look very
hard at any strategy that involves direct state interven-
tion of this kind. Any major programme should be made
subject to a full cost-benefit analysis. Simple tests such
as the cost per job saved will also be useful.

It will be particularly important to identify the winners
and losers from any form of direct intervention. A simple
three-way analysis can be useful: between producers,
taxpayers and consumers. A simple example shows
how two strategies to intervene in support of agricul-
tural production lead to different patterns of winners
and losers:

Agricultural Input Subsidies

WINNERS: Producers, consumers (through
cheaper food crops)
Tax-payers (through the cost of the
subsidy)

LOSERS:

Protection against Agricultural Imports

WINNERS: Producers, tax-payers (through the
taxes raised on imports)
Consumers (through more
expensive food crops)

LOSERS:

It is particularly important to do this analysis when con-
sidering foodstuffs that are important to the poor. High
prices for maize and cassava may benefit poor farmers
but they will penalise strongly the urban poor who have
to buy food.
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Achievable and Realistic Growth Strategies
Some strategies for economic growth will involve sub-
stantial investments in infrastructure or utility supply.
They will require detailed planning and development.
Others that seem simple and relatively cheap - perhaps
the establishment of a “one-stop-shop” to encourage
investors - may conceal complex issues over the under-
lying legislation and regulation. Studies often reveal, for
example, what seem to be important barriers such as
delay in the issuance of licenses are less significant than
unreported problems of corruption in government. Very
basic problems such as weak demand for a particular
industry’s products are often overlooked. Box 8 shows
how there can be several completely different causes
for what seems to be one simple problem, in this case
low levels of agricultural credit.

The SEEDS team should instruct the specialists who
have the job of developing strategies in each economic
sector that they must offer strategies that:

e Attack the real, not just the perceived, barriers to
growth;

e Give priority to actions that are cheap and easy to
implement;

e |dentify clearly the level of risk that they will fail; and

e Address clear and specific long-term targets.

The team should be ready to support data collection
and rigorous analysis of the more complex issues.

3.5 Social Welfare Strategies

Economic growth will be the key driver of poverty
reduction under NEEDS and SEEDS but the old, the
chronically sick and the disabled cannot participate in
economic growth. Other groups, such as women and
the HIV positive, may need special assistance to over-
come barriers preventing them from participating.

Finding effective strategies to deliver achievable and
realistic targets to assist these vulnerable groups can
be especially difficult. Targeting to ensure that safety-
net benefits only go to those who need them and pre-
venting outright fraud are key issues. The SEEDS team
may wish to establish a special group to coordinate
work in this area. Appendix 2b, Social Welfare Strate-
gies for SEEDS, discusses some of the main
approaches to these issues.

There are two central aspects to look at: ensuring that
vulnerable groups can get access to the services they
need and income support. For the first, it will be impor-
tant to ensure that the SEEDS strategies for health,
education and other services include special provision
for the poorest. If, for example, the only way to raise the
money to pay for a proper health service is to charge
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Box 8 Causes of Low Uptake of Credit in Agriculture

Slow growth in agriculture often
seems to be because farmers do
not use formal credit. This seems
to be because they do not have
title to their land and cannot
pledge it as collateral. Many pro-
grammes seek to break this barrier,
either by offering micro-finance
without collateral or by giving farm-
ers title to their land. It must be
added that if the land belongs to
the family no one member can
pledge it as collateral.

These strategies assume that
farmers do not have other reasons
for not taking credit. In fact there
are several possible alternatives:

fees for a visit to the doctor, then there should be ways
1o help the poorest pay those fees. Or, if the decision is
to delegate some parts of primary health care to the pri-
vate sector, vulnerable people will need help to meet the
private clinic’s charges.

Income support, in cash or kind, is the purest kind of
safety net. Whether as a pension or other regular pay-
ment, it is one of the easiest ways of ensuring that the
poor can meet their basic needs. Compared to assis-
tance with doctor’s fees, for example, direct income
support is simple to manage and less vulnerable to
fraud. Perhaps the biggest danger is political pressure
to extend the safety net to too many people. Often, the
result is either that the individual payment is too small to
be useful or the support fund is unable to pay all those
who are registered.

Nigeria has a strong social-economy: traditions that
the better-off should be willing to help the poor and
those social groups should organise themselves to help
each other out. Any SEEDS strategy for social-welfare
should seek to build on these traditions.

As with Economic Growth, it would be quite impossi-
ble to describe in this manual all the possible social wel-
fare strategies that are available internationally. This is
another reason to concentrate on measures that build
on the existing social-economy.

3.6 Deciding on Strategies

The previous sections have discussed the major strate-
gic choices facing SEEDS, drawing on examples in just

e Crop prices are low, farming is
not very profitable and
agricultural investment does not
give a useful return;

e Other sources of credit are
cheaper. Many farmers prefer to
borrow from family members;

e Farmers need working capital —
for inputs, for labour and for their
own consumption — not
investment capital. For working
capital, credit from shopkeepers
and crop buyers is often easier to
get, and more flexible. It can
even be cheaper, when the costs
of applying for formal credit are
taken into account;

e Courts will not give a lender
possession of collateral pledged
if the borrower defaults on a
formal loan; and

e There is no market for farmland
or prices are very low, which
means that the lender cannot
recover his money, even if the
courts do give him possession,
when a farmer does not pay the
loan back.

It must always be remembered that
“credit creates debtors”. Credit
programmes which draw farmers
into debts they cannot re-pay are
worse than useless.

afew sectors. Each state’s SEEDS document is likely to
include 20 or more major targets. The SEEDS team
should aim to carry out a review of possible strategies
for each target or group of targets.

Some of the targets may be related and the strategy
for one may have a positive impact on some of the oth-
ers. Improved electricity supplies may improve the
delivery of public services and raise living standards as
well as help promote growth and employment.

Free school lunches may improve child nutrition,
increase resistance to infection and reduce mortality
rates, as well as raise class attendance. Clearly, strate-
gies which contribute to more than one target are par-
ticularly valuable.

Deciding strategies is not straightforward. It may be
necessary to collect extra information or seek specialist
advice. Where new strategies seem necessary, stake-
holders should be informed and consulted to ensure
that the necessity for change is accepted and sup-
ported. The SEEDS team will have to manage the
process carefully to ensure that it does not become a
cause for delay.

It is suggested that a small working group be formed
with the specific responsibility to manage the strategy
decision process to:

¢ |dentify the specialists responsible for each target;

e Set those specialists clear guidelines on the informa-
tion needed to reach a decision; and

e Qutline what strategies they should consider.
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3.7 Testing Strategies with Pilot
Projects

Pilot projects have an important role to play in testing

new SEEDS strategies and in winning public and politi-

cal support for changing the way government works.
To be effective a pilot project should be:

e Practical to implement, so that some improvement to
people’s lives can be achieved and publicised
quickly; and

e Relevant to the achievement of a defined target.

The second of these points is the reason why pilot proj-
ects are discussed under Step 2, Developing Strate-
gies. Once a target is defined, projects can be identified
that reflect or contribute to its achievement.

Useful lessons for the development of new strategies
and changing the way government works are a key
objective for any pilot and the project should be
designed for that purpose. In essence, it should be
treated as mini-SEEDS and taken through each of the
five Steps of the Framework.

A pilot project requires:

e a clear strategy for the delivery of a specific service
(Step 2);

e detailed staffing and financial resource requirements
(Step 3);

e a full implementation plan, including defined
accountabilities for delivery (Step 4); and

e rigorous monitoring and evaluation to ensure
lessons are learned (Step 5).

The pilot project should also contribute to the wider
goals of SEEDS. In financial management, for example,
it might place pressure upon the budgetary system to
deliver the resources allocated and improve accounts
control so that expenditure on the project is properly
tracked. Due process should be followed when con-
tracting.

Pilot projects will be particularly important for public
involvement and transparency. Wherever possible, they
should be selected where there is strong coalition of
support for the project and the community should par-
ticipate in both the planning and implementation. This
will greatly improve the chances of success.

In the public service, pilot projects can be used to
demonstrate to civil servants in the relevant sector how
they can change their working practices to improve the
service.

Properly managed, pilot projects of this kind can give
a strong impetus to SEEDS, especially through the
demonstration of what can be achieved. Some pilot
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projects will be large and complex. But small-targeted
initiatives can also help to guide the choice of strate-
gies; especially where they are focused on public
involvement and help to test support for a new initiative.

Here are some of those that have been tried recently
in Nigeria:

e aradio programme in which people are interviewed
about their expectations of government, followed
by interviews with politicians and government
officials;

e free school lunches to selected schools, distributed
across the state;

e renovating a township water reticulation system;

e a private public sector partnership for rubbish
collection, with households paying for the service
directly;

e a “no-pay-day” to encourage the public to refuse
payment of non-lawful street fines to the police;
and

e drafting a business ethics standard, signed by
government and leading businesses.









CHAPTER FOUR

Step 3 - Resource allocation

OUTLINE

4.1 Adequate Resources, Effectively Used
4.2 Costing of SEEDS

4.3 Capital and Recurrent Costs

4.4 Funding SEEDS

4.5 The Productivity of Public Resources
SUMMARY

This chapter considers how to estimate the cost of implementing strategies to deliver
SEEDS targets. It is, therefore, about how to meet the requirement of SEEDS
Benchmark One: that each State must “demonstrate a reasoned and fully costed
strategy” to meet those targets.

Key points discussed include:

s

2

. An alternative technique, Activity-Based Budgeting (ABB), is described to show how

. How ABB can be used to analyse the impact capital expenditure will have on the

. Ensuring that sufficient funds are available, not just for the initial investment needed

. How the success of SEEDS requires consistent implementation over many years;
. The risks of persistent deficit budgeting and techniques for the effective management

. How money alone cannot make a success of SEEDS. Substantial improvements will
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Why Line-ltem Budgeting, as required by the Financial Regulations, cannot be used to
cost SEEDS strategies;

the cost of improved public services can be accurately estimated;

recurrent budget, in particular how capital investment may also require a sustained
increase in recurrent costs to support it;

to meet the SEEDS targets but also for all related recurrent costs;

of state government debts; and

be needed in all aspects of value-for-money in the public service: economy, efficiency
and effectiveness.
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4.1 Adequate Resources, Effectively

Used

This chapter is about estimating how much it is going to
cost to implement the SEEDS strategies and deliver the
targets. It is, therefore, about how to meet the require-
ments of SEEDS Benchmark One: that each state
should demonstrate a “reasoned and fully costed strat-
egy”. This complex task lies at the heart of SEEDS. It is
only when the cost has been correctly estimated that it
will be possible to tell if the targets are truly achievable.

In common with governments all over the world,
Nigerian budget regulations do not require that costs
should to be directly linked to activities, and from there
to strategies. Some thought is required, therefore, to
design a ‘fully costed strategy’ that fits into the standard
budget process as laid down in the regulations. The
Manual recommends what is known as Activity-Based
Budgeting (ABB) as the best way to estimate the cost of
implementing a particular SEEDS strategy.

Unless they are financed, no plans or ABBs are worth
anything. Ensuring the financial resources needed to
implement their plans has been a particular issue for
many Nigerian states. This chapter also looks at the
revenue side of the budget, including debt manage-
ment, and outlines how this must be linked to the
SEEDS plans and targets.

Money alone cannot deliver NEEDS and SEEDS.
Substantial improvements in efficiency will also be
required. Public infrastructure such as schools and hos-
pitals must be used to full capacity. Public servants
should be fully and usefully employed. They must have
enough equipment and materials to do their job, with-
out having so much that it goes to waste. In short,
SEEDS must be about raising the productivity of all
public resources: human resources, infrastructure,
equipment and materials, as well as money. The third
pillar of NEEDS is “Changing the way government does
its work.” It sums up the complex changes required to
achieve this sustained improvement in public productiv-
ity. This is discussed in more detail in Chapter 7 and
Appendix 4 — Public Sector Organisation.

This manual uses the phrase “Public Financial Man-
agement” to distinguish its recommendations from the
comprehensive reform of public expenditure that is
known worldwide as Public Expenditure Management
(PEM). Ultimately, the states of Nigeria should bring their
systems up to the standards of international best prac-
tice summed up as PEM. It is not, however, recom-
mended that this should be attempted immediately. The
demands of SEEDS alone will stretch the capacity of
most states without attempting a root and branch
reform of their financial systems at the same time.
Instead, the Manual concentrates on those practical
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measures that will be essential to the implementation of
SEEDS and which can be put into effect without delay.
Wherever possible, it is recommended that the aim
should be to make existing financial systems work cor-
rectly and better, leaving major changes to later years.
Even this will be a challenging task. Appendix 3 — Public
Financial Management discusses what needs to be
down in some detail.

4.2 Costing SEEDS

As required by the Financial Regulations, Nigerian gov-
ernment departments prepare line-item budgets,
showing capital expenditure, personnel costs, over-
heads and revenues separately. This makes it difficult to
analyse the cost of a particular activity, which will involve
expenditure under all three headings. Where the activity
also generates revenue, a line-item budget makes it dif-
ficult to calculate whether it is covering its costs or not.

The regulations state that each year’s recurrent
budget can show an increase of up to 10% without
being reviewed in detail. This encourages incremental
budgeting: taking last year’s budget and adding a little
to it. The justification for the extra money and how it
relates to any changes in the services offered may not
be reviewed at all.

A different approach is required to estimate the full
cost of meeting a SEEDS targets. The rest of this chap-
ter describes a simple version of an approach that is
used by private companies and governments in many
parts of the world: Activity Based Budgeting. This is the
analysis of all the costs, and any revenues, relating to a
particular activity. (Section 7.2 and Appendix 3a give
more detail on costing techniques.)

Activity-Based Budgeting is designed to bring
together all costs, and revenues, relating to one Activity:
Capital, Staff Recurrent, Other Recurrent and Rev-
enues. This is done so as to calculate the full unit-costs
of that activity. This has a number of purposes, all of
them fundamental to SEEDS:

- estimating the cost of increasing service
outputs

- assessing the cost of meeting a given target

- correctly evaluating the costs of different
strategies

- identifying the potential for efficiency gains

- finding the correct balance between Capital
and Recurrent expenditure

- assessing the Recurrent implications of Capital
spend

Two things are required to prepare an ABB for a partic-
ular SEEDS target in 2006:
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Box 9 An Indicative Activity Based Budget

It is estimated that State A requires increasing school attendance by 35,000 in 2006 to meet its Policy tar-
get. Existing schools are full, or in areas where they are no longer needed, so it is necessary to build new
schools. With six classes of 40 pupils per school, 145 will be needed. An Activity Based Budget to achieve

this would include estimates for the following costs:

Capital

Construction
3-Seater Desks
Classroom equipment

Recurrent Personnel

Teaching staff: 7 per school

Support staff: 4 per school

School Inspection: 1 per 15 schools
Ministry Administration: 1 per 50 schools

Other Recurrent

School Running Costs

Text books, teaching material
Inspection visits: 2 per school per year
Maintenance

Ministry of Education Overhead

145 schools
12,000 desks
870 sets

1,015 teachers
580 cleaners etc
10 inspectors

3 officials

Annual sum
Annual sum
290 visits

Annual sum
Annual sum

This example is only to give an idea of a simple ABB. There may be many other classes of costs associated
with each additional school and each of the items shown should be analysed in much more detail; for exam-
ple, the cost of employing extra teachers will include pensions, social security and several other items, not

just their salaries.

e unit costs for the current service: capital, personnel
and overhead

e the 2006 milestone on the Road Map to the SEEDS
target

The simplified example shown in Box 9 indicates how
an ABB might be drawn up for primary education, on
the assumption that the strategic analysis has shown
that the best way to raise school attendance is by
increasing the number of school places.

Analysing the cost implications of a particular SEEDS
milestone in this way will rapidly highlight where a par-
ticular target is not achievable or not realistic. In the pri-
mary education example, recurrent costs will rise by
18% unless substantial improvements in efficiency can
be found (35,000/200,000 = 18%). This may well not
be affordable. Finding over 1,000 qualified teachers is
likely to be particularly difficult. It may be necessary to
plan for increased teacher training, with yet more costs.

Table 3 shows how Malawi analysed its entire educa-
tion sector under three policy scenarios. This more

complex approach is not necessary for SEEDS but it
illustrates the wide range of issues that may be consid-
ered to find the most achievable and realistic mix of tar-
gets. The Malawi analysis showed a difference in cost of
over 100% between the low and high scenarios.

The SEEDS team should instruct the specialists
responsible for each target that they should prepare an
indicative ABB for each target and milestone, setting
out all the capital and recurrent cost implications of
delivering the milestones.

Ultimately, SEEDS will require ABB approaches to be
adopted across most, if not all of government. It will be
a key element in meeting the NEEDS objective of
“changing the way government works”. Initially, how-
ever, it will be most practical to limit ABB to selected
sectors where SEEDS places most emphasis. Even in
those sectors, it will be necessary to link the ABB back
to the standard budget formats required by the Finan-
cial Regulations. Appendix 3a gives details of how it can
be done.
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m Summary of Malawi Education Policies

POLICY VARIABLE

Primary teacher:
pupil ratio

Secondary teacher:
pupil ratio

Teacher training

Cost sharing

Capital development

Secondary enrolment

Tertiary Education

LOW SCENARIO

Ratio of 1:60 in 1994/95,
increasing to 1:70 by 2004/05

Ratio of 1:40 in 1994/95,
increasing by 1:50 by 2004/05

23,000 untrained teachers
certified within 12 years and
modest program of school-
based support gradually built

GOM’s share of learning
materials reduced to 15% by
end of planning period

Construction of 9,000 primary
classrooms and 45 secondary
schools in planning period

Enrolment increases an
average of 3% per annum

Real expenditure held constant

MEDIUM SCENARIO

Ratio of 1:60 throughout
the planning period

Ratio of 1:40 in 1994/95,
increasing to 1:45 by
1999/2000

23,000 untrained teachers
certified in 9 years and
modest program of school-
based support built

GOM'’s share of learning
materials held at 20%
throughout planning period

Construction of 12,000 primary
classrooms and 75 secondary
schools in planning period

Enrolment increases an
average of 6% per annum

Real expenditure held constant

HIGH SCENARIO

Ratio of 1:60 in 1994/95,
decreasing to 1:45 by 2004/05

Ratio of 1:40 throughout
planning period

23,000 untrained teachers
certified within 4 years and
program with extensive
program of school-based
support

GOM’s share of learning
materials increasing to 50%
by end of planning period

Construction of 38,000 primary
classrooms and 250 secondary
schools in the planning period

Enrolment increases an
average of 7.5% per annum

Real expenditure increases

Source: World Bank Public Expenditure Management Handbook

4.3 Capital and Recurrent Costs

A key lesson from ABB is that an investment does not
just involve capital expenditure. It also requires a com-
mitment to a sustained increase in recurrent costs for
as long as the increased service is provided. To check
that a particular target is achievable, the SEEDS Team
should ensure that sufficient funds are available, not just
for the initial investment but also to maintain the incre-
mental recurrent cost required to raise the level of
service. (Some investments are intended to reduce
recurrent costs by increasing efficiency, but this only
underlines the need to analyse the impact a capital
investment will have on recurrent costs.)

Current policy in Nigeria emphasises capital invest-
ment. Recurrent expenditure is seen as unproductive
and a reflection of public service over-manning. It may
well be true that much recurrent expenditure is not pro-
ductive, but this does not prove that SEEDS can be
implemented successfully with reduced recurrent
budgets. ABB may well reveal that recurrent costs
should increase to meet many of the SEEDS targets. If
an overall reduction in recurrent expenditure is to be
achieved, it is likely to call for a full review of all budgets,

5% per annum

not just those for SEEDS, to identify where real savings
can be made to release resources for the SEEDS pro-
grammes. Section 7.1 and Appendix 3a describe how
such a budget review can be carried out.

It is possible to see SEEDS as being a separate pro-
gramme, not closely linked to the state government’s
existing operations and budgets. In effect, this creates
a ‘dual budget’. As Box 10 makes clear, this distorts the
way government works, and adds to the impression
that development only affects the capital budget.

A central point of the SEEDS framework is that budg-
etary allocations to recurrent expenditures on staff and
overheads must be driven by the targets and the strate-
gies developed earlier, just as much as any capital proj-
ects. There may well be cases where a particular
strategy will involve only recurrent expenditure. If, as
already pointed out, the best way to raise school atten-
dance is to provide free school lunches and more text-
books or to raise teaching standards by training; only
recurrent activities will be needed. Or, to take an exam-
ple from the health sector, it may be that recurrent
expenditure on medicines and additional doctors and
nurses will do more to reduce mother and child mortal-
ity than investments in new health facilities.
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4.4 Funding SEEDS

To succeed, SEEDS should be implemented consis-
tently and steadily over many years. In every one of
those years, accurate budgets, based on ABB, should
be supported by reliable funding. This will depend on
good forecasts of how much the state will receive from
the Federal Allocation Account (FAAc) and how much
from Internally Generated Revenue (IGR). Some fluctu-
ations are unavoidable, if only as a result of changes to
the international price of oil, and state governments are
increasingly turning to Medium Term Expenditure
Frameworks (MTEF) to help them manage their
finances over three or five years. Appendix 3¢ provides
further details on MTEF.

In the past, for obvious political reasons, the budget
process tended to propose and approve expenditure
well beyond what could be financed. Typically, unrealis-
tic assumptions about revenues were made to back up
those promises of extra expenditure: for example, it is
often erroneously suggested that uncommitted donor
funding or borrowing will be used to meet that part of
the budget that is not covered by confirmed revenues.
Off-budget expenditures: unplanned salary increases
and other cost overruns usually compound the difficul-
ties.

The failure to agree fully-funded budgets has made it
difficult for the public service to implement plans suc-
cessfully. If the budget includes expenditure that cannot
be financed, it is inevitable that some planned activities
will not be paid for. If some budget heads are allowed to
over-run, the situation becomes even worse for others.
If this happens often, public servants start to feel that it
is a waste of time planning their programmes properly.
Why bother, if there will be no money for the pro-
gramme? In section 3.1, the manual described why
SEEDS cannot succeed without trust among the three
corners of the Triangle of Accountability: people,
government and providers. When that trust fails, poor
budgeting is often a major cause because it makes the
providers’ job impossible and gives them an excuse for
their failure.

For these reasons, a fully-funded budget, which is
enforced so that no budget heads are allowed to over-
run, will be essential to the success of SEEDS. The rig-
orous approach to setting targets, deciding strategies
and allocating resources recommended for steps 1, 2
and 3 of the SEEDS framework are designed to ensure
that budgets are firmly linked to achievable and realistic
targets. It will be essential that these are backed by
committed revenues, with a margin of error to allow for
arevenue shortfall. This should replace the practice that
is currently common of allowing a ‘margin of hope’ to
meet a budget that exceeds available funds.
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Box 10 The Dangers of ‘Dual Budgeting’

“The dual budget may be the single most important
culprit in the failure to link planning, policy and
budgeting, and poor budgetary outcomes. The dual
budget is based on a false premise — that capital
expenditure by government is more productive than
current expenditure. Separating development and
recurrent budgets usually leads to the development
budget having a lower hurdle for entry. The result is
that everyone seeks to redefine their expenditure as
capital so it can be included in the development
budget. Budget realities are left to the recurrent
budget to deal with, and there is no pretension that
expenditure proposals relate to policy priorities.
[...]

Recurrent budgets have become debt service
and salary budgets, with limited ability to meet
operation and maintenance costs of completed
projects and ongoing programs.”

World Bank, Public Expenditure Management Handbook, p56

To succeed, SEEDS will require:

¢ Reliable forecasts of receipts from the Federal Alloca-
tion Account;

¢ Realistic estimates of Internally Generated Revenue
(IGR); and

e Acceptance by government officers at all levels that
budgets must be kept within the funds that are guar-
anteed to be available.

Checking that the resource allocations are compatible
with the available funds is a crucial step. As the arrows
between Step 3 and Steps 1 and 2 in the SEEDS
Framework diagram indicate, it is essential that the
SEEDS team should review the total amounts required
to implement the programme in a given year and ensure
that guaranteed funds will be available to meet the
cost. If not, then the milestones for that year should be
reduced. In some cases, the overall targets may even
be cut back. Alternatively, a different, cheaper strategy
may have to be found.

Receipts from the Federal Allocation
Account

Payments from the FAAc are made up of the statutory
allocation from Nigeria’s oil revenues and from VAT rev-
enues. Some states also receive extra derivation pay-
ments. Federal government makes deductions from
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each state’s allocation to cover external debt payments,
contractual obligations and other specific payments.

Revenues on the FAAc will inevitably fluctuate, as the
world oil price changes and VAT revenues vary with the
level of activity in the Nigerian economy. To manage
this, it is recommended that states should use conser-
vative forecasts for their FAAC revenues, especially if
they are using a Medium Term Expenditure Framework
to plan over three or five years.

With conservative forecasts, there is likely to be a sur-
plus of actual revenues over budget in most years.
States should aim to establish, and stick to a clear pol-
icy, on the management and use of these surpluses.
Many countries in the world which have large oil rev-
enues establish some form of stabilisation account.
Instead of looking to spend any surpluses immediately,
they are placed in the stabilisation account. Then, in
later years, they can be used to cover any unexpected
shortfall in revenues or even to protect the country
against the long-term decline in revenues as oil stocks
are depleted. NEEDS contemplates the establishment
of a national stabilisation fund for the deposit of ‘wind-
fall revenues’ but the states may wish to consider
establishing their own, separate fund.

Internally Generated Revenue

Internally Generated Revenue at the state level includes
taxes, fees charged for government services and the
revenues of parastatal organisations. In a typical Niger-
ian state, these contribute less than 20% of recurrent
income. Statutory revenue from the FAAc makes up all
the rest. (States allocate the VAT receipts on the FAAC
to their capital accounts.)

A typical sub-division of the IGR is as follows:

Taxes 25%
Fines, Fees and Licences 5%
Earnings, sales, rent on state property 9%
Interest, dividends, loan repayments 2%
Parastatal revenue 59%
100%

The dependence on parastatal revenues is misleading,
as the operating costs of the parastatals are not shown
in the revenue account. Net parastatal revenues are
typically less than half the gross. (Identifying the true
cost of generating revenues is another important objec-
tive of ABB.) Much of the other revenue - fines, earn-
ings and financial earnings — come from a very long list
of different items, many of them of very small value.
Overall, state governments have not done well at
raising internal revenues. This is something that has a
long history. In the colonial period, the vast majority of
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government revenue came from import and export
duties. From the mid-seventies onwards, oil revenues
have made it seem almost unnecessary to bother about
taxes. That this is not really the case can be seen in the
fact that a typical state’s statutory revenues from the
FAAC equate to just Naira 6,250 (US$ 44) per inhabitant
per year.

When budgeting for SEEDS, states should consider
increasing IGR substantially to help meet the cost. It will
be just as important to set SMART targets in this area
as in other parts of SEEDS. Attempts to set an overall
target for revenue increases may lead to unplanned
increases in a wide range of different taxes and fees. It
may be better to consider abolishing some, especially if
they cost more to collect than they raise, and concen-
trate on those which have the potential to generate
substantial revenues.

Funding SEEDS from increased taxation will have one
clear advantage. It will encourage taxpayers and their
political representatives to look very closely at the qual-
ity of the service government offers in return for the
higher taxes. For this reason, the government should
take a planned approach to IGR and to integrate it fully
with the SEEDS process.

Federal Government collects VAT so the state’s
greatest potential to raise local revenue may lie in rates
and license fees. These are legitimate ways for govern-
ments to raise revenue but it is important to take some
qualifications into account:

e Rates and fees are generally accepted by the public,
but an acceptable service will be expected in return;

e \Ways should be found to ensure that the poor are not
blocked from a service by the cost;

¢ Rates and taxes can discourage private enterprise,
especially where they are applied arbitrarily;

e A small number of relatively sizeable charges is much
more efficient than many small fees. At worst, a fee
can be so small it is not worth the effort of collecting it;
and

e Excessive taxation may affect the economy as a
whole.

For these reasons, an effective programme to raise IGR
will require careful planning and a clear policy frame-
work.

Direct recovery of at least part of the cost can be an
important way to increase the resources available to
fund public services. It has one important advantage: it
encourages the users of the service to monitor its value
for money directly. People are much quicker to com-
plain about a service for which they have to pay on the
spot. In this sense, cost recovery directly reinforces the
triangle of accountability. The big disadvantage is
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that cost recovery may put the service out of reach for
the poor. While they may well form an important part of
some SEEDS strategies, cost recovery programmes
should be carefully designed to ensure that this does
not happen.

Privatisation is a component of both second and third
pillars of NEEDS. Many Nigerian states seek to gener-
ate revenues through parastatal enterprises. Although
there may be other reasons to support a parastatal - to
sustain employment or provide a utility for example —
many of them are inefficient and unprofitable. Even if
they are profitable, it may still be better to sell them to
the private sector. If they cannot be sold, then they are
probably not worth sustaining. Rationalising the state’s
portfolio of parastatal enterprises in this way can make
a significant contribution to public funds. Sale proceeds
contribute to the capital budget while, at the same time,
reducing a drain on recurrent resources. Advice on pri-
vatisation can be obtained from the Bureau of Public
Enterprises (BPE).

Balanced Budgets

A pure balanced budget matches income (federal allo-
cations and IGR) with all expenditure, including capital.
If a budget requires deficit financing, i.e. that new loans
will be taken out, it is not balanced. In past years, all lev-
els of government have used deficit-finance and budg-
ets were rarely balanced. The result is that Nigeria now
has the highest volume of debt in Africa. Political pres-
sures to budget too ambitiously, to postpone difficult
decisions about reducing expenditure and to invest in
large capital projects, have contributed to this situation.
Those pressures will continue and it will not be easy to
win wide political support for rigorous balanced bud-
geting.

However, SEEDS will fail if the budget cannot be
financed given that funding is an essential element in
the whole process. State governments should work
towards the position that:

e the budget takes full account of all loan repayments
that are due and demonstrates how any backlog will
be cleared;

® no loans are proposed without a full analysis of the
medium and long-term impact on recurrent expendi-
ture and a statement of how it will be financed;

e loans are not to be used to fund recurrent expendi-
ture; and

e loans that have not been secured at the start of the
year are not included in the budget.

Debt Management
State Governments currently owe, mostly in the form of
foreign loans, some Naira 30 billion each: up to three
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times their annual federal allocation. Overall, the federal
government deducts some 4% of the states’ federal
allocation to cover payments, most just interest, on their
external debts. For some states the deduction is over
10% of their allocation: more than Naira 100 million a
month. Some States have negotiated a reduction in
these deductions, but this has meant that they have
fallen behind their re-payment schedules and the
amount they owe is growing. Many states also have
substantial local debts: between short-term loans from
banks and outstanding amounts due to suppliers and
contractors.

SEEDS depends on reliable funding and, conse-
quently, on balanced budgeting. It will be essential,
therefore, that the state can manage its debt repay-
ments as efficiently as possible. It will be important to
account for the deductions made against their federal
allocation as part of the budget. Above all, new loans
should be avoided; at least until the current debt burden
is under control.

A review of state debts — many of them for rural water
supply, for primary education, for road construction, etc
—is a salutary warning of the dangers inherent in over-
ambitious development efforts that are not well planned
or implemented; dangers that the SEEDS Framework is
specifically designed to avoid.

There is no reason, in principle, to avoid debt entirely.
Where the proposed investment is viable and needed
and where there is absolute certainty that the loan
repayments can be met without undermining other
parts of government’s work, then borrowing may be
justified. The current situation is the result of failing to
make those checks before incurring new debts.

It is strongly recommended that states consider the
establishment of debt management offices that will:

e Track the details of debt liabilities;

¢ Negotiate and predict manageable repayment sched-
ules;

e Reconcile records between the state and federal Debt
Management Offices; and

¢ Warn the government about the dangers of taking out
additional loans.

A state’s DMO should look at all aspects of debt man-
agement, including the principles on which new debt
might be incurred and the possibility that the state’s
debts can be restructured on better terms. International
interest rates are relatively low at present, especially in
US dollar terms. The Federal DMO should be able to
advise on whether this would be possible.

An advantage of establishing a Stabilisation Fund is
that it would open up the possibility of paying down the
state’s debts from revenue surpluses, which would
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release recurrent revenues for future years. The Com-
monwealth Secretariat runs a special service to support
countries with their debt management: the Common-
wealth Secretariat Debt Recording and Management
System (see www.csdrms.org). State SEEDS Teams
may wish to seek their advice. Appendix 3d gives more
information on debt management.

4.5 The Productivity of Public
Resources

The SEEDS targets are extremely ambitious. SEEDS
cannot deliver those targets without substantial
improvements in the efficiency with which government
works. This is why the third pillar of NEEDS/SEEDS —
changing the way government works —is such a funda-
mental part of the strategy.

Appendix 3a sets out a standard international
approach to reviewing the value for money of public
services. Three aspects are considered:

e Economy: acquiring the right resources at the lowest
cost — the measure of input.

e Efficiency: maximising the useful output from the
resources used — the measure of productivity.

¢ Effectiveness: ensuring that the output from any
given activity achieves the desired result — the meas-
ure of outcomes and goal achievement.

Economy is principally a question of financial manage-
ment and procedures. These are reviewed in detail in
Chapter 7 and Appendix 3a - Public Expenditure
Management.

Improving Efficiency is a more complex issue, centred
on the way public services are organised and civil ser-
vants are motivated to perform their jobs to the best of
their abilities. This is also discussed in Chapter 7 and
Appendix 4 - Public Sector Organisation.

Effectiveness, the ultimate test of SEEDS, will depend
on choosing the right strategies, as described in Chap-
ter 3. At the same time, the strategic review may iden-
tify different approaches to the provision of public
services that will promote economy and efficiency as
well; where for example it can be shown that contract-
ing-out or privatisation will be the cheaper route.
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CHAPTER FIVE

Step 4 - Implementation

OUTLINE

5.1 Responsibilities for implementing SEEDS
5.2 Setting Priorities and Budgeting

5.3 Planning, Implementing and Reporting
5.4 Contracting for Works and Services

5.5 Working Across the Tiers of Government
SUMMARY

This chapter deals with the implementation of SEEDS programmes. This is the most
important stage in the SEEDS process. Coordination is a major challenge and will
involve putting in place procedures to ensure that management and staff of all the
agencies responsible for delivering the SEEDS targets understand their roles and
responsibilities and how to carry them out.

SEEDS is an integrated strategy for all government activities, not just an add-on
‘project’ to win new funding. However it will take time to win support for new
approaches and build the capacity to implement effective programmes. It will be
important to select priority areas to test, develop and demonstrate approach. How to do
this will be a key question for implementation.

Key topics treated in this chapter include:

1. How to decide which approach to adopt in the implementation of the SEEDS process.

2. Deciding the functions of a SEEDS Implementation Team in a state;

3. Agreeing a structure for the Implementation Team to work with responsible ministries
and agencies to agree on priorities, to a final budget proposal, and allocate
responsibilities for delivering each of the SEEDS targets;

4. Helping the line agency responsible for a particular SEEDS target to plan and
implement a programme to hit it;

5. Dealing with the increased requirement for transparent procurement and effective
contract management that is likely to arise from SEEDS; and

6. Drafting clear Partnership Agreements among all the tiers of government to
coordinate the implementation of SEEDS programmes between them.
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5.1 Responsibilities for implementing

SEEDS

Implementation is the most important stage of all.
Coordination will be the key challenge: putting proce-
dures in place to ensure that the managers and staff of
all the agencies responsible for delivering the SEEDS
targets understand what their job is and how they are
to do it.

This manual is principally addressed to the core
team of officials who are charged with directing SEEDS
in each state: a SEEDS Implementation Team (SIT).
However, government will need to delegate the imple-
mentation of SEEDS to government agencies, to con-
tractors and, possibly, to NGOs and other civil society
organisations. Success will depend on assigning clear
responsibility for each of the targets to one single body
or agency, which can be held accountable for its deliv-
ery, and on giving that agency support to ensure that
the work is well-planned, fully-budgeted and effective-
ly implemented.

SEEDS could be managed as a separate pro-
gramme, more or less independent of government’s
other work. In that case, the core SIT might take on full
responsibility for every aspect, including implementa-
tion. Although this may seem easier and more likely to
bring quick results, to run SEEDS as a separate pro-
gramme would not contribute much to the fundamen-
tal change in the “way government works”, which is
the third pillar of NEEDS and SEEDS. A better
approach would be for the SIT to delegate the respon-
sibility for delivering each target to an appropriate line
agency: the ministries of health, education, rural devel-
opment and so on. This will avoid the ‘dual budget’
problem mentioned in section 4.3, and it will ensure
that SEEDS can be extended to all parts of govern-
ment.

This second integrated approach will mean that the
line agencies should be fully involved in every stage of
the SEEDS framework - setting the targets (step 1),
deciding strategies (step 2) and allocating resources
(step 3) — as well as in Implementation (step 4). This
manual is intended to help line agency staff participate
effectively in the process. It is suggested that the SIT
should encourage each line agency to set up a SEEDS
Implementation Committee (SIC) to manage their par-
ticipation. Each committee should include appropriate
external stakeholders and be expected to seek inde-
pendent advice.

The SIT will still have a vital role to play in:

e setting priorities;
e drafting standard guidelines on the approach
expected to implement ABB and so on;
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e challenging each line agency over questions of strat-
egy and budgeting, to avoid the temptation to fall
back on older strategies that have failed in the past;
and

e coordinating the programme, especially in areas
where concurrent or joint responsibilities mean that
federal, state and local governments are all involved.

There are a number of areas in which the SIT must
retain full responsibility: the revenue side of the budg-
et, as discussed in section 4.4; strengthening public
financial management, an overall programme of organ-
isational development for public services; and, most
importantly, ensuring full public participation in the
SEEDS process.

5.2 Setting Priorities and Budgeting

No line agency can begin to implement its SEEDS pro-
gramme until budgets are agreed. Once steps 1, 2 and
3 are completed, the SEEDS team should work with
government’s financial and budget agencies to agree
priorities and draft a final budget proposal, setting out
allocations to each of the SEEDS targets. If possible,
line agencies should be informed of the proposal so
they can start preliminary planning while the budget is
being submitted to the House of Assembly.

It is suggested that the SIT should provide the EXCO
with a detailed brief explaining the year’s SEEDS pro-
gramme. If appropriate, government may include this
brief in its budget submission to the House of
Assembly and the House’s Appropriations Committee.
This would allow both the EXCO and the House to
review the assignment of priorities and to understand
the implications of any changes they may wish to
make to the budget.

5.3 Planning, Implementing and
Reporting

The line agency responsible for a particular target
should have principal responsibility for planning its
implementation. Plans should be fully detailed indicat-
ing:

e the milestones for every activity, i.e. what is to be
done and when it will be completed;

e who will be accountable for ensuring that each mile-
stone is met; and

e the resources allocated to the activity.

It is suggested that the SIT should issue guidelines on
how plans should be prepared. If it is felt that existing



procedures need strengthening, it may be useful to
organise training but it is recommended that the pro-
cedures should be kept as simple as possible. For
good coordination and to help government feel confi-
dent that the SEEDS programme will be carried out
effectively, it may be appropriate for the SIT to coordi-
nate a briefing to the EXCO on the plans. For the same
reasons, a simpler, public information document
should be made available to the media setting out the
government’s plans for the year.

A good plan, clear assignments of accountability
and regular and accurate reporting will be the keys to
the effective management of the SEEDS programme.
Monthly reports in a simplified format focussed on the
key milestones in the plan for each target will help keep
both government and the public up-to-date on
progress. Procedures will be required to ensure that
rapid action is taken where it becomes clear that a
programme is falling behind its plan.

5.4 Contracting Works and Services

State governments have established procedures for
the contracting of capital programmes but they have
less experience with service contracts. Even on capital
contracts, states are understood to have faced con-
siderable difficulties at every stage of the contracting
process. Unless carefully managed, tendering, certifi-
cation, payment and final acceptance all offer the
potential for problems. Some states have, therefore,
established procurement management units to
strengthen the way contracts are managed.

Implementing SEEDS may require a substantial
increase in the volume of contracting, especially if a
decision is taken to contract some public services out.
A central tenders’ board or contract management unit
can impose discipline on the tendering process but it
will find it difficult to monitor contract performance
across the whole of government. It will be important
therefore to ensure that any line agency responsible for
important capital contracts has the procurement spe-
cialists and engineers it requires to monitor the work.
In the short run, at least, it may be necessary to con-
tract specialist firms to do this work.

Drawing up and monitoring an effective contract for
services requires care and, probably, specialist advice.
[t is particularly important to ensure clear specifications
on quality standards, acceptable levels of service fail-
ure and so on. To take a simple example, a cleaning
service contract should specify not just how often a
particular area will be cleaned but also how quickly the
contractor’s manager will respond to a complaint that
the work is not up to standard. It can be useful to
include a Service Level Agreement that sets out
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these terms, as part of the contract. Appendix 3e -
Transparency and Due Process in Procurement looks
at these issues in more detail.

5.5 Working Across the Tiers of
Government

It is probable, perhaps inevitable, that some SEEDS
programmes will be implemented as a joint pro-
gramme between federal and state governments,
between state and local or between all three. Success
in these programmes will depend on all the partners
completing their part of the work. It is recommended
that the state government should ensure that any joint
programmes are planned in just as much detail as its
own programme.

As already mentioned, it is also suggested that the
different levels of government involved might consider
signing a Partnership Agreement setting out their com-
mitment to work together on a particular programme
and what each of them is expected to do. This is com-
mon international practice. In the United Kingdom, for
example, each ministry has a Public Service
Agreement (PSA) with the Treasury Ministry, setting out
what it is expected to deliver in return for the public
funds committed to its budget, and a more detailed
Service Delivery Agreement. Box 11 shows a very
short section from the start of the UK Department for
International  Development’s  Service  Delivery
Agreement. It is not suggested that anything as elabo-
rate as that is required for SEEDS but a simple clear
statement of who will be doing what will make joint
programmes much easier to manage.
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Box 11 DFID Service Delivery Agreement 2003-2006

SECTION A: ACCOUNTABILITY

The Secretary of State for International Development is responsible for this Service Delivery Agreement (SDA),
sharing responsibility for some measures with Ministers from HMT (SDA target | on poverty reduction strate-
gies; and VI on debt, the EC, MDGs and aid effectiveness) and from FCO and MoD (SDA targets lll and IX on
conflict).

SECTION B: DELIVERING PSA (PUBLIC SERVICE AGREEMENT) TARGETS

DFID and HMT will work internationally to ensure that countries accessing IDA resources and their key donors
are committed to and supporting effective and sustainable poverty reduction strategies. DFID will provide bilat-
eral support to this end in at least 30 countries.

PSA OBJECTIVE I: Reduce Poverty in Sub-Saharan Africa.

PSA Target 1: Progress | DFID will, in PSA countries, provide increased support to contribute to:
towards the MDGs in 16 a) The development and implementation of more effective government-
key countries. led education programmes within a poverty reduction strategy,
underpinned by a medium term expenditure framework, focusing on
primary education and including explicit objectives on equitable access
for girls and boys in at least 50% of PSA countries.

b)

c)..etc.

(Progress on these measures will be assessed through country level data and
annual reviews of DFID Country Assistance Plans. On governance, measures
include independent international governance climate assessments.)
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CHAPTER SIX

Step 5 - Monitoring and Evaluation

OUTLINE

6.1 Monitoring & Evaluation and the SEEDS Framework
6.2 Monitoring Inputs and Outputs

6.3 Evaluating the Impact

6.4 Public Participation in Monitoring

SUMMARY

This chapter deals with a key component of the SEEDS Framework. The phrase
Monitoring and Evaluation (M&E) sums up the processes of collecting and analysing
information on how well the public services are performing so that the public can hold
government accountable for its campaign promises and the government itself can learn
how to make its services more effective. To do this the monitoring and evaluation
results are used to correct and improve the targets, to adjust strategies, and to revise
resource allocations. This links the fifth and last step in the SEEDS Framework straight
back to Steps 1, 2 and 3: Targets, Strategies and Allocations.

Key points in the chapter include:

1. Measuring Inputs, the resources used to provide a service; Outputs, the level of
service provided; and Impacts, the benefits the public gain from the service in terms
of better livelihoods and welfare;

2. Accounting and audit as the fundamental measure of Inputs and the importance of
their being accurate and up-to-date;

3. The need for the SEEDS Team to work with the Auditor-General, Accountant -General
and the Local Government Auditor-General to set and meet firm targets for the
accounting and audit process;

4. Why the audit findings should be published and why necessary action must be taken
to rectify identified weaknesses;

5. The need for line agencies to keep frequent and accurate records of service delivery,
as the main measure of Outputs. Reporting systems may need to be strengthened;

6. That first responsibility for monitoring and evaluation should rest with the line agency
responsible for a particular SEEDS target. Agency management must review the
information regularly and be ready to act if it shows poor performance;

7. The different techniques available to measure Impacts, including Core Welfare
Indicators Questionnaire (CWIQ) surveys to establish a baseline for a state; and

8. The importance of involving the public in monitoring performance and how to do it.

SEEDS
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6.1 Monitoring and Evaluation and the

SEEDS Framework

A rigorous system of Monitoring and Evaluation (M&E -
Step 5 in the SEEDS Framework) is a key component in
making government more effective. It provides the
information the public requires to hold politicians and
civil servants accountable and to judge whether they
have done what they promised and whether they have
given the best possible value for money.

M&E is also essential for the proper management of
any public service. It provides commissioners and sen-
jor public servants what they require to review past
practice, to learn from mistakes, and to enact improve-
ments. The SEEDS framework depends on using M&E
to correct and improve the targets (step 1), to adjust
strategies (Step 2) and to revise resource allocations
(step 3).

Strong audit procedures are central to M&E. How-
ever, M&E involves much more than that. Conventional
audits monitor inputs. They confirm that the money was
spent, where the accounts say that it was spent: on
teachers’ salaries, for example. It does not measure
what has been achieved: e.g. how many children were
taught. It is possible for a government to account well
for all the money it has spent, but to achieve nothing in
the way of service delivery. The next essential element is
proper recording and reporting of service delivery: e.g.
registering the numbers of children taught.

Records of service delivery say little about the quality
of the service, still less about its impact: How many chil-
dren passed their exams and how many have better
lives as a result. Procedures to evaluate these two cru-
cial aspects lie at the heart of any effective M&E system.

Public involvement in M&E is a crucial part of the
SEEDS framework, one which should include the gen-
eral public as well as the formal political process.

6.2 Monitoring Inputs and Outputs

SEEDS cannot succeed without effective public
accounting and audit. Some states have not presented
audited accounts to the House of Assembly for several
years and most have a backlog of two or more years to
catch up with. Studies have also reported serious
weaknesses in the accounting function. The SEEDS
team should review the situation. Just as for any other
aspect of SEEDS, they should set targets for the serv-
ices of the Accountant-General, the Auditor-General
and the local government Auditor-General, complete
with milestones and strategies to achieve them. The
key targets will be to re-establish accounting discipline
and bring the annual audits fully up to date; in other
words ensure that the Auditor-General can submit his
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report to the House of Assembly not later than six
months after the year end. Given their importance, it is
recommended that these targets should be achieved in
not more than two years. Appendix 3 discusses what
is required in more detail.

Audit includes the following:

e Checking that the accounts have been properly kept;

e \/alue for money audit to check that the costs are
reasonable; and

* Management audit to check that procedures are
being followed to safeguard public funds.
(Contracting procedures are an important example.)

For audits to be effective they should be published and
action must be taken to rectify recorded weaknesses.

The SEEDS framework emphasises the necessity to
set output targets, develop strategies and allocate
resources to meet them. Measuring how far the targets
have been met is a fundamental step in keeping SEEDS
moving forward. If they have been fully achieved, then it
may be possible to accelerate the next year’s pro-
gramme. If they have not been met, then it will be nec-
essary to review the strategy for that target and decide
how to catch up the shortfall. This is one reason why
the framework emphasises that targets must be clearly
specified, that they must be agreed in terms of the out-
puts to be delivered and that they must be publicised.

It is a relatively simple task to define what information
is required to measure whether the annual milestones
for a target have been met or not. The agency respon-
sible for the target must have good reporting systems in
place but regular and accurate reporting of simple sta-
tistics is more important than complex detail. To con-
tinue with the education example, the first step should
be to ensure that school registers are kept correctly and
reported monthly. The next step is to ensure that man-
agement reviews these reports and takes action where
they indicate that current activities are not producing
the desired results. Even these relatively straightforward
tasks may require line agencies to strengthen their
reporting systems and their planning and monitoring
units.

The SEEDS team should establish a separate unit to
monitor and evaluate progress. It is strongly recom-
mended, however, that the primary responsibility for
monitoring delivery should be given to the line agency
which has to deliver the target concerned. Separate
M&E units can come to be seen as the ‘M&Enemy’ by
implementing line agencies that start to resist the
advice they are given. It is more effective to make the
line agency wholly accountable for delivering the target
and for doing its own monitoring to find out how well it
is doing. A central SEEDS unit should concentrate on
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advising line agencies on how to monitor their work, on
providing independent checks and on monitoring and
evaluating impacts. The latter is discussed in the next
section.

6.3 Evaluating the Impact

The objectives of SEEDS are to reduce poverty and
improve the welfare of the people of Nigeria. This can-
not be measured directly from statistics on the numbers
of children in school, the growth of small enterprises or
even the number of people treated in hospital. The
SEEDS plan has only succeeded when more school
children pass their exams and get better jobs, when the
private sector employs more people at higher wages
and when levels of infant and maternal mortality
are reduced and life expectancy increases. Above
all, SEEDS must ensure that the poor share in these
benefits.

Measuring the achievement of these ultimate objec-
tives will require dedicated studies at appropriate
points. The SEEDS team may wish to commission a
Core Welfare Indicators Questionnaire (CWIQ) or similar
survey to establish a baseline for the state. Progress
with SEEDS can be measured against the baseline. It
may also be necessary to strengthen the existing statis-
tical services.

Appendix 1a provides additional guidance on the
kind of information that will be required to establish a
clear baseline and measure SEEDS progress against it.

6.4 Public Participation in Monitoring

The SEEDS framework lays emphasis on public
involvement at every stage of the process. This is par-
ticularly important for monitoring. There are two sides
to this involvement. First, the public should be given
every opportunity to participate directly in the monitor-
ing: to say whether their needs or expectations have
been met or not. The second is to ensure that the pub-
lic has access to monitoring information at all levels:
from audit reports and line agency reports to the con-
clusions of major surveys like CWIQ.

Once again it is emphasised that setting and publish-
ing clear targets and milestones are key. Once these
have been done, the public can review monitoring
reports, which must also be published, and assess for
themselves whether the government has performed
well.

There are a number of ways to involve the public
directly in monitoring. As individuals, their views can be
sought on the quality of the service provided, through
customer-satisfaction surveys or report cards. In many
countries, community representatives are asked to sit

PART TWO SEEDS

on Boards of Governors or Trustees to oversee schools
and hospitals. More simply, the community may be
asked to certify that the public service’s report of its per-
formance is correct. Chapter 7 and Appendix 5 give
more information on these techniques.

The ultimate public involvement is through the ballot
box. By publishing both the Targets, with a clear politi-
cal commitment that they will be delivered, and moni-
toring information on progress against those targets,
government gives the electorate the opportunity to
make its own informed judgement of how it has per-
formed. Appendix 5 also gives more detail on the role
of the House of Assembly as the representative body
responsible for monitoring government’s work.
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7.2 Public Financial Management

7.3 Public Service Organisation

7.4 Public Involvement and Transparency
SUMMARY

The third pillar of NEEDS and SEEDS is “changing the way government does its work”.
This chapter gives a summary of what needs to be done at every stage of the SEEDS
process, from Step 1 (setting targets) to Step 5 (monitoring and evaluation). More
substantial guidance is offered in three appendices: Appendix 3 - Public Financial
Management; Appendix 4 - Public Service Organisation; and, Appendix 5 - Public
Involvement and Transparency. SEEDS will depend on changes in all three areas.

Key points covered in the chapter include:

e

That bringing financial systems up to the standards of international best-practice
summed up as Public Expenditure Management (PEM) is a long process. It may be
better to give priority to making existing systems work correctly, leaving major
changes to later;

. How reasonable approximations of costs can be calculated to support the choice of

appropriate SEEDS strategies and the allocation of resources;

. The need for a thorough review of the overall budget to assess the affordability of the

proposed SEEDS programme;

. The importance of accurate and timely accounting procedures;
. The need to look beyond tendering procedures and technical details in contract

management;

. That importance of structuring the public sector to carry out the activities SEEDS

requires. The principle that “form follows function” should guide the right-sizing
process: in effect and Activity Based approach to human resource planning; and

. Public involvement as a two-way process between government and the public,

depending on a continuous flow of information between the two.

SEEDS
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7.1 SUPPORTING FRAMEWORKS

The SEEDS framework is focussed on public service
delivery and economic growth: on delivering concrete
targets in these sectors. This does not mean that the
third pillar of NEEDS and SEEDS is ignored: “changing
the way government does its work”. This chapter sets
out how that third pillar can be addressed at every
stage of the SEEDS process, from Step 1 (setting tar-
gets) to Step 5 (monitoring and evaluation). Three differ-
ent aspects of the way government works are
considered: public financial management, public serv-
ice organisation and public participation. SEEDS will
depend on changes in all three areas. The manual pres-
ents its guidance in each one in the form of a support-
ing framework to the central framework of Steps 1 to 5.

7.2 Public Financial Management

This manual uses the phrase “public financial manage-
ment” to distinguish its recommendations from the
comprehensive reform of public expenditure that is
known worldwide as “public expenditure management”
(PEM). Ultimately, the states should bring their systems
up to the standards of international best-practice
summed up as PEM. It is not, however, recommended
that this should be attempted immediately. The
demands of SEEDS alone will stretch the capacity of
most states, without attempting a root and branch
reform of their financial systems at the same time.
Instead, the manual concentrates on practical meas-
ures that will be essential to the implementation of
SEEDS and which can be put into effect without delay.
Wherever possible, it is recommended that the aim
should be to make existing financial systems work cor-
rectly and better, leaving major changes to later years.
Nevertheless, an outline of a full PEM programme is
presented at the end of Appendix 3a for future refer-
ence.

Figure 5 shows how financial management supports
the SEEDS framework as a series of steps, each linked
to one of the five framework steps.

Costing public service operations lies at the heart of
the SEEDS framework. It depends on understanding
the relationship between capital and different kinds of
recurrent expenditure. Where accounting systems are
weak and financial information imperfect, it may seem
difficult to estimate costs accurately. It will be necessary
to calculate reasonable approximations to support the
choice of appropriate SEEDS strategies and allocate
resources. It is important to make sure that the
assumptions that underly these approximations are
made clear, so that they can be corrected as better
information becomes available. The Budget Monitoring
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and Implementation Committee and possibly even the
EXCO and the Finance and Appropriations Committee
of the House of Assembly, may wish to check that the
assumptions are reasonable. Section 2 of Appendix
3a reviews costing issues in greater detail.

The next step in the financial management cycle is to
review the overall budget to assess the affordability of
the proposed SEEDS programme. It has already been
stressed that there is unlikely to be enough extra money
- from internally generated revenue, from donor funds
or from borrowing - to implement all of SEEDS. Sub-
stantial improvements in the efficiency of government
operations will also be essential. The budget review
process set out in Appendix 3a (Section 3) has a criti-
cal part to play in identifying inefficiencies that can be
removed. Figure 6 shows how the analysis should
reveal ‘budget slack’: i.e. resources that can be
released for SEEDS by reducing recurrent or even cap-
ital expenditures that are no longer required.

Most government budgets tend to be ‘sticky down-
wards’. Once a level of spending on a particular activity
has been established, it becomes difficult to reduce it.
Indeed incremental budgeting almost guarantees that it
can only go upwards. In some states the Budget Moni-
toring and Implementation Committee (BMIC) only
reviews proposals for capital and new recurrent expen-
diture. Existing recurrent budget lines are accepted
under the ‘incremental’ heading. A formal Budget
Review may be the only way to overcome this. The
SEEDS team will wish to consider how to ensure this is
carried out; possibly by setting up a special sub-com-
mittee of the BMIC. Governments in some other coun-
tries set specific targets for the amount of budget slack
that must be identified.

Section 4.4 emphasised the importance of realistic
budgeting to ensure that SEEDS does not fail for lack of
funds. Longer term planning, through a Medium Term
Expenditure Framework or similar, is a key part of this.
Appendix 3c describes what is involved in this
approach to planning public expenditure.

The next step in the financial cycle — Activity-Based
Budgeting the SEEDS programme — has already been
described in section 4.2. Appendix 3a gives more
detail on how to fit the ABB budgets into government’s
formal budget process and also how progress in imple-
menting the activities can be monitored within the for-
mal accounting and audit cycle.

Budget execution, the implementation stage of the
financial management cycle, requires full application of
accounting procedures and due process. Accurate and
timely accounting is essential, to allow expenditure to
be controlled against the budget, and in accordance
with the law. If accounting systems are weak, special
efforts will be needed to strengthen them to support the
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Figure 5 Public Financial Management and SEEDS
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implementation of SEEDS. This is not just to control the
expenditure, although that is important. It is also to
ensure that the managers of SEEDS programmes are
warned in time where there may be a budget over- or
under-spend so they can act to find out the reasons
and solve the problem. According to the law, expendi-
ture may only exceed original budget allocations to a
particular head once a supplementary appropriation
has been passed by the House of Assembly. Govern-
ment must have timely accounts to warn that it is in
danger of exceeding a budgeted ceiling and may need
to seek a supplementary appropriation.

To ensure effective accounting, the SEEDS team may
need to set specific targets for improvements so that
strategies can be developed and resources allocated to
this key part of the framework. Accounting services in
line agencies implementing the SEEDS programme
should receive particular attention, starting from a thor-
ough review of the current situation.

Appendix 3a discusses what is required in some
detail. Ensuring that procedures and due process are
enforced will be an important supporting activity for
SEEDS. Appendix 3b gives more specific guidance on

Step 1
Setting
Targets
Resource
analysis to
inform
Step 2 strategy

Developing
Strategies

development:
Volumes Unit
costs etc.

Step 3
Allocating

Resources

Determination of
resource requirements:

Budget analysis: Costing of selected

Affordability strategies
‘\ Revenues

Debt management
MTEF

government financial procedures while Appendix 3e
concentrates on due process in procurement.

Contract management is critical to efficient budget
execution, and it is often a weak point. Where financial
managers and accountants focus too narrowly on ten-
dering procedures and the financial terms of a contract
and technical managers care only for the results, true
value for money can be overlooked; especially where it
is not clear who is truly accountable for the perform-
ance of the contractor. From drafting the contract to
certifying the work has been properly completed, great
care is needed at every stage of the contracting
process. This applies just as much to contracted-out
services as it does to major construction projects. Man-
agers must be willing to enforce strict penalties on con-
tractors who fail to deliver and politicians must be willing
to support them when they do. A number of states have
already established procurement implementation and
monitoring units but there may still be a tendency to
concentrate on tender procedures. This unit will also
need the capacity to support line managers in physical
inspection and certification. The Auditors General are
also likely to need support in this area.
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Figure 6 Budget Analysis to Assess SEEDS Strategy Affordability
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The last steps in the financial management cycle con-
cern monitoring expenditure and revenues, the prepa-
ration of accounts and audit. These principally link to
Step 5 in the SEEDS Framework, Monitoring and Evalu-
ation but it is important that monitoring and manage-
ment accounting are an integral part of the
Implementation activity as well (i.e. Step 4). Managers
will need monthly reports on their expenditures, show-
ing variances against budget.

It has earlier been suggested that SEEDS may need
to start in certain priority areas. It is recommended that
efforts to strengthen the budget process and financial
discipline should start in those same priority areas.
Once those are well established, they will serve as mod-
els to extend the improvements to other areas, and ulti-
mately to the whole of government’s operations. The
last section of Appendix 3a looks at what this wider
reform of PEM will require. It is emphasised that this is
just an overview of what is a complex and technical
subject.

7.3 Public Service Organisation

Whatever strategic decisions are made about privatisa-
tion and contracting-out, the fact remains that SEEDS
can only succeed with the wholehearted support of the
public service, especially when it comes to the third pil-
lar: “changing the way government works”. Winning
that support will not be easy. Some reports, even the
NEEDS papers, suggest that over manning, including

Recurrent expenditure:

* Improved economy & efficiency
* Redundant/non-priority

Capital Expenditure:

SEEDS resourcing

strategy:

+ Savings in recurrent
or capital expenditure

* Raise IGR

* Public-Private
Partnership etc

« Improved economy & efficiency
» Redundant/non-priority projects

ghost —work, and excessive recurrent expenditure are
signs of a bloated public service that needs to be cut
back. It is likely that the situation on the ground is more
complicated. For example, it is reported that some
states have maintained a ban on civil service recruit-
ment that dates back to 1993. Where that is true, retire-
ment and natural wastage may mean that some
sections are now severely under-staffed. Erratic budg-
ets mean that many have also been starved of opera-
tional expenditure.

It is probable that most states will face a challenging
task of change management and organisational devel-
opment to bring their public service into line with what
SEEDS requires. It is not practical to include detailed
recommendations in this challenging task in the scope
of this manual. Nevertheless, it is important to ensure
that the need is recognised and ways to manage it are
considered. The sections that follow outline what will be
required. Appendix 4 gives guidance on the issues
involved and how they can be approached as part of
SEEDS.

The essential requirement will be to align the public
service with governments’ policies, targets and plans,
including the SEEDS. The underlying principle for any
Public Sector Reform (PSR) of this kind must be that
‘form follows function’. This means that it will only be
when the SEEDS programme has been planned that it
will be possible to decide what shape the public service
will take to implement it. In other words, reform cannot
just be an exercise in reducing staff numbers. Instead it



must aim to ensure that the right numbers of suitably
skilled staff are deployed in organisation structures that
will meet the needs of the plan.

Public service organisation is particularly concerned
with economy and efficiency: getting the maximum out-
put for the public funds committed to each activity. The
efficient use of human resources is particularly impor-
tant, together with a good balance between staff and
non-staff costs.

Appendix 4 identifies two approaches to public sec-
tor reform. The first is a centrally driven process charac-
terised by structural reviews, recruitment freezes and
redundancy programmes. The other is a more evolu-
tionary process with a focus on identifying what staffs
are needed to deliver the planned services: a service-
led approach to PSR. The appendix recommends the
second approach because it fits SEEDS framework
way of working: through detailed plans for service deliv-
ery with the correct resources allocated to meet the
plans.

There are three steps to this approach:

¢ Target setting and planning to establish the ideal
levels of financial, human and other resources which
will be required. This is basically the planning part of
the SEEDS process.

e Comparing the ideal requirements with the existing
situation — ‘Gap Analysis’.

¢ Preparing a change management plan to make the
transition from the existing to the new.

In effect, this is an ABB approach to human resource
planning.

As throughout the SEEDS framework, the line agen-
cies responsible for delivering the targets must take the
lead in managing these changes. However, they will
need support from the specialists of civil service and
other service commissions or from consultants.

Change and reform are difficult and stressful for all
staff. They have the potential to become highly politi-
cised. To minimise these negative effects, the change
process should be carefully managed. Appendix 4
gives detailed recommendations on how the SEEDS
team and line agency managers can do this.

Reforms of this kind are challenging and potentially
costly. The SEEDS team should draw up a careful plan
of public service organisation change to support
SEEDS. A separate team, perhaps led by the Civil Ser-
vice Commission, may be needed to direct the process
and advise line managers responsible for the SEEDS
targets. As with all aspects of SEEDS, it will be impor-
tant to ensure that adequate budgetary provision is
made to support the change programme.
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7.4 Public Involvement and
Transparency

The importance of public involvement and transparency
has been stressed at many points in this manual.
Appendix 5 on Public Involvement and Transparency
presents a unified framework setting out how the public
can participate in each stage of the SEEDS process,
from Step 1(setting targets) to Step 5(monitoring and
evaluation).

The framework is designed to cover three interrelated
elements:

® Open and transparent government, involving citizens
in its activities and its decision-making processes.

e A consistent and continuous flow of information from
government to its citizens and vice-versa.

e Citizens informed about their roles and responsibilities
and able to participate as equal partners.

The guidance focuses on four major areas: public
involvement in SEEDS and budget monitoring, the role
of constituency members of the House of Assembly,
participatory techniques for involvement, including
direct service monitoring, and public information.
Advice is also given on managing information within the
public service, to maintain motivation and direction dur-
ing the implementation of SEEDS and the change
process that will go with it.

Appendix 5 notes the need to plan effectively for
public participation and communication. It will be
important to choose approaches that are affordable
and effective; approaches that do not overburden citi-
zens with participation and information or make exces-
sive demands on the time of the public service. The
SEEDS team should decide a firm budget for public
involvement and allocate clear responsibilities for its
management.
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CHAPTER EIGHT

Local Economic Empowerment
and Development

OUTLINE

8.1 An Approach to LEEDS

8.2 Creating the Conditions for LEEDS Preparation
8.3 Options for an Approach to LEEDS

8.4 Two Case Studies

8.5 A Summary of Tasks

SUMMARY

There is no doubt that improved public services, the overall objective of NEEDS and
SEEDS, also depends upon the successful implementation of Local Economic
Empowerment and Development Strategies (LEEDS). However, this may be the greatest
challenge of all. After all, there are at least 774 LGAs in the country.

This SEEDS Manual cannot offer detailed advice on the preparation and
implementation of LEEDS. Rather, this chapter is a clarion call on Government to look
towards the LGAs with a view to assisting them to prepare LEEDS documents.

Key points covered in the chapter include:

1. The responsibilities assigned to the three tiers of government in Nigeria and how the
LGAs complement the activities of the federal and state governments;

2. A three-stage approach to initiating LEEDS: defining responsibilities; specifying
resource allocation; and developing a support mechanism for the development of
LEEDS;

3. How to create the conditions for preparation of LEEDS document taking into account
the present confusion in responsibility sharing among the three tiers of government;

4. Options for preparing a LEEDS document and the role expected of NPC;

5. The Ikoyi-Obalende LEEDS; achievements and how the LGA approached the
challenge;

6. The role expected of a state government in supporting LEEDS development.
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8.1 An approach to LEEDS

Many services are delivered through a combination of
responsibility from different levels of government. For
example roads maintenance is divided between feder-
al, state and LGAs. Similarly actions of government at
one level has implications for what the other levels are
doing. Local government is responsible for public
health while state and federal governments provide
clinical services. The efficiency of the LGA service has
a direct impact on the demand for those provided by
the other two tiers. For this reason alone, better public
services depend upon Local Economic Empowerment
and Development.

While it is a major challenge to implement NEEDS
and SEEDS, it is in many ways an even greater chal-
lenge to implement LEEDS. Not only are there at least
774 LGAs, many have extremely low starting capacity.

A three-stage approach to initiating LEEDS should
be taken:

e Defining and clarifying responsibilities;

e Specifying resource allocations and sticking to them;
and

¢ Developing a support mechanism for the
development of pilot LEEDS.

8.2 Creating the conditions for LEEDS
preparation

The current situation in most LGAs does not make it
easy to prepare plans for changes in the way govern-
ment works and improvements in services. There are
three main challenges:

e Unclear definitions of responsibilities;

¢ Disagreements between the levels government over
adequate resource allocations; and

e A general lack of capacity.

Although the constitution and legislation provide over-
all guidelines, there remains considerable uncertainty
over the distribution of responsibilities between the
three tiers of government.

In principle, the responsibilities of LGAs are limited to
their immediate and local community needs and con-
cerns while those of the state and federal governments
are broader and more inclined to national and interna-
tional crosscutting issues. Certain key duties such as
defence and foreign relations are clearly stated as fed-
eral responsibilities but many others such as econom-
ic development and social policy are ‘concurrent’
between federal and state governments. However, the
functions of LGAs are distinctively spelt out in the

Fourth Schedule (Section 7) of the same document of
the 1999 Constitution. They cover the provision,
establishment and maintenance of local roads, mar-
kets, sewage systems, slaughter houses, motor parks
and a host of others. The LGAs also participate in the
government of the state with respect to the following
matters:

e the provision and maintenance of primary, adult and
vocational education;

¢ the development of agriculture and natural
resources, other than the exploitation of minerals;

e the provision and maintenance of health services;
and

e such other functions as may be conferred on a Local
Government Council by the House of Assembly of
the State.

The large element of concurrence means that func-
tions, which are clear in principle, often contradict in
practice. For instance in the bid to provide rural social
infrastructure, the federal, state and LGAs often dupli-
cate the provision of feeder roads, boreholes, health
and educational programmes. The answers to ‘Who
should do what, where and when?’ are often not clear.
The European Union has adopted the principle of
‘subsidiarity’, that matters should be handled by the
lowest competent authority and that higher levels of
government should perform only those tasks which
cannot be performed effectively at a more immediate
or local level. This principle is not clearly established in
Nigeria.

Primary and secondary schools are nominally the
responsibility of local and state governments respec-
tively. However, until lately the State Primary Education
Boards (SPEBs), responsible administratively for the
Local Government Education Boards, were co-funded
by the state and by federal government grant.! The
split was supposed to be about ninety to ten percent,
but in practice the SPEBS have not generally received
their federal funding. Meanwhile primary school teach-
ers’ salaries are paid direct and deducted from the
LGA allocation at source. Practically it is difficult to say
that any one level of government is truly accountable
for primary or secondary education. If, for example,
either SEEDS or LEEDS were to include a coherent
strategy to develop primary education, it might not be
practical or even within existing legislation to imple-
ment it.

The priority for each state government should there-
fore be to review and clarify any confusion or duplica-
tion in service responsibility between state and LGAs.
Once the state and LGAs have agreed on a clear allo-
cation of functions, it will be necessary to review rev-



enue allocations (and associated powers) to pay for
service delivery.

In recent years, relations been state governments
and LGAs have often been poor, with particular dis-
agreements over the disbursement of the statutory
federal allocation to LGAs. States have retained por-
tions of this allocation, to cover debts they say are
owed by the LGAs. There are also cases where the
powers of LGAs to collect various forms of property
tax have been over ridden by state legislation.

For the LGAs to plan and implement a LEEDS effec-
tively, they must have the ability to collect revenue.
Where taxes are more efficiently collected on a state-
wide scale, they must retain the right to receive mon-
eys collected on their behalf by the state government.

Ultimately, LEEDS will depend on the same ‘rea-
soned and fully costed strategy’ principle as SEEDS.
Service costs will need to be analysed and matched to
the available revenue. This will depend upon the finan-
cial planning work done at both state and local gov-
ernment levels. Once this is done, a reasoned discus-
sion can be held on the relative allocations of both
responsibilities and revenues between the state and
local governments. This will need to be reviewed in
successive years on the basis of monitored service
delivery costs and output results.

In summary, state government should take steps to
ensure that there is some logical relationship between
designated responsibilities and the provision for LGAs
with adequate resources to meet them.

Capacity to undertake LEEDS
Most LGAs employ fewer than 1,000 people, com-
pared to an average of about 10,000 per state govern-
ment, excluding teachers in both cases. And each one
provides services to approximately 150,000 people,
compared to over three million per state.

Many LGAs lack the capacity to undertake LEEDS.

e Although some local governments enjoy more
autonomy than others, overall they do not have the
minimal autonomy required to be an effective tier of
government.

e \Without a detailed review of the services they offer
and those they should offer, it is difficult to assess
whether or not the LGAs are underfunded.
Nevertheless, it does appear that only part of 20%
allocation from central revenues finds its way to the
authorities; although a recent judicial decision should
help to improve this. Most authorities have limited
opportunities to raise local revenue and collection is
also poor.

Chapter 8: LEEDS PART ONE SEEDS

e The LGAs lack skill and capabilities in basic areas of
development.

For the LGAs to develop their own LEEDS, it is likely
that they will require considerable assistance. The
challenge is how this can be achieved.

8.3 Options for an approach to LEEDS

All Nigerian states have been encouraged to develop
SEEDS reforms, and while State Governments are tak-
ing the lead, the NPC is providing substantial advice
and support. In the case of LEEDS the approach to be
taken is not quite so clear. There are two questions:

e First, should it be the state government’s
responsibility to support LEEDS development or will
the federal government provide support?

e Secondly, can the state government afford, and does
it have the capacity, to support the development of
LEEDS in all its LGAs at the same time?

In answer to the first question it is assumed in this
manual that although local government is a separate
tier of government, state governments are responsible
for making legislation with respect to LGAs. They must
take overall responsibility for supporting the develop-
ment of LEEDS in the state.

[t makes sense for NPC to provide overall guidance
on LEEDS. In its role as adviser to state governments
on SEEDS, and as coordinator of NEEDS, NPC has a
role to provide advice to the states on how to support
LEEDS and guidance to LGAs on how they should
approach the task. Something similar to this manual
for LEEDS would help create a common understand-
ing of what needs to be done: something that is short-
er and simpler than the SEEDS manual and which
takes account of the particular role and circumstances
of the LGAs.

The answer to the second question is almost cer-
tainly “no”. In this case there are two options: Pilot
LEEDS in selected LGAs or a LEEDS programme cov-
ering specific services across all LGAs.

Pilot LEEDS in Selected LGAs

With limited capacity at both state and local levels,
LEEDS development in selected pilot LGAs would be
practical: perhaps one in each of the three senatorial
zones. State governments should aim to select LGAs
which show the greatest potential for achieving the
changes that will be needed. Factors that might be
taken into account include:

e Quality of political leadership in the LGA and its
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Box 12 The Ikoyi & Obalende LEEDS

lkoyi and Obalende Local Gov-
ernment may be the first to devel-
op its own LEEDS. After the
approach had been explained to
key LGA staff, the following tasks
were performed:

a. Functional responsibilities
were listed. Cemeteries; Homes
for the destitute and infirm;
Slaughter houses; Markets; Motor
parks; Public conveniences;
Roads; Street lighting; Drainage;
Parks; Names & numbers;
Sewage; Refuse; Regulation of
advertising, livestock movement,
shops, kiosks, restaurants, and
liquor licensing; maintenance of
primary schools; development of
natural resources; primary health
care.

b. Service priorities were
identified. Refuse collection,
Drainage, Roads maintenance
and Street lighting.

c. Targets by priority were set.
By 2007, no garbage on the
streets; no flooding; no potholes;
and streets lit.

d. Budget ceilings were
established. Federal government
allocations and locally generated
revenue projected and lists of
liabilities and creditors agreed.

e. Strategies for each target
were developed:

f. Activities were costed: A base-
line, activities-based budget,
including staff allocations and
costs. Compared with the budget
ceiling, the proposed services are
affordable, ie Achievable.

Completing this process means
the LGA can advertise its service
targets with confidence that they
will be met. However, a large
range of council responsibilities

are still not covered. More
detailed studies are needed to see
what more can be achieved.
Strategic studies are needed on
primary health and education.
These are likely to reveal total
costs that are higher than the
budget ceiling. Expenditure will
need to be cut back by: spreading
the work over several years; alter-
ing strategies; or reducing targets.
These decisions are likely to have
implications for the structure of
the council and the way it works.
The LGA is currently working on
these further refinements.

In summary, lkoyi & Obalende has
completed a 5-Step SEEDS
Framework process to progress
towards a ‘reasoned and fully
costed strategy’.

commitment to change;
e A good urban/rural mix; and
¢ Potential for investment and growth.

There is also a case for ensuring that well qualified offi-
cials in the local government service commission are
transferred to the three LGAs selected for pilot LEEDS
development.

Under this approach the State Government will have
to designate an office, most likely the state ministry of
local government, to identify the pilot LGAs, and to
devise a programme of support for LEEDS develop-
ment. This should incorporate pilot solutions to the
problems raised above, namely the allocation of
responsibilities and finance streams.

The pilot approach would allow the state government
to test out whether it is possible to place these respon-
sibilities in the hands of LGAs, by monitoring closely the
service delivery performance, and whether the exercise
is cost effective. If the pilots prove successful then
LEEDS could be extended to other LGAs in later years.

However, the main draw-back of the approach is that
it would mean devoting additional effort and resources
to a selected number of privileged LGAs. This might be
difficult to justify.

Focus on Specific Services
The alternative approach would be to focus on the
improved delivery of selected specific services across
all LGAs: for example, on water and health. In this case
the LGAs’ work would focus on:

¢ Improving the provision of primary health
programmes;

e Collecting refuse; and

e Operating small urban and rural water reticulation
schemes.

Joint SEEDS and LEEDS policy targets would be set in
these sectors and LGAs across the state would
develop their own programmes to meet their part of the
targets.



This approach would limit the work required, not by
reducing the number of LGAs, but by concentrating on
a small number of key sectors. It will also mean that
application of resources would potentially spread right
across the State in a relatively even manner.

The disadvantage of this approach is that there are a
range of cross-sector management issues, such as
local internal revenue generation, reform of local pro-
curement practice, accounts and budgeting, and
human resource management, that would need to be
tackled to yield improvements even in the small number
of selected sectors.

8.4 Case studies

The following two case studies may provide ideas for
planning a LEEDS. The first example shown in Box 12,
is from Ikoyi in Lagos. It shows how a proactive strategy
can enhance the current processes of value reorienta-
tion, changing the way government works and bringing
other virtues to the planning of Nigeria’s development.

The second case study is taken from Grimsby Town
Council in the United Kingdom. (Box 13) It illustrates an
approach taken by a council towards encouraging
inward investment, without actually getting involved in
business itself. As such, it is an example of how eco-
nomic growth can be built into LEEDS, just as much as
SEEDS.

8.5 A summary of tasks
To start the LEEDS process, states should ensure:

e A clear division of service delivery responsibilities
between state and local government; and

e Adequate resources are guaranteed for LGAs to
meet the responsibilities that are allocated to them.

The state government then needs to decide an
approach to supporting LEEDS, either:

¢ By choosing (probably) three LGAs to pilot a
comprehensive approach to LEEDS development
and implementation; or

¢ By selecting key service delivery sectors to develop
across the whole state involving improvement in the
performance of the LGA role.

Having chosen the approach, the Ministry of Local Gov-
ernment should be given the responsibility, with an
appropriate budget, to support the development of the
LEEDS programme. Support will also be needed, at
least in the form of a manual, from the NPC.

Chapter 8: LEEDS PART ONE SEEDS

Box 13 Promoting Growth in Grimsby Town, UK

Grimsby, in the north-east coast of England, has a
population of 90,000. It used to be an important
fishing and commercial port but by the 1990s, the
town had experienced a serious decline in fish
catches.

A competitive analysis of Strength, Weaknesses,
Opportunities and Threats (SWOT) pointed the local
government towards three key challenges: a) to
encourage the development of a food processing
industry based on fish; b) to create an environment
for the development of tourism based on Grimsby’s
fishing heritage; and c) to enable the development
of a petrochemical industry based on the existing
port facilities.

To encourage inward investment in food process-
ing the council identified primary fish processors,
packaging and distribution companies and con-
ducted interviews, participatory discussions and
desk studies to determine what they needed. The
answer was more refrigeration engineers, better
marketing for chilled foods, more food hygienists,
more specialists in the marketing design and pack-
aging, and sponsorship for skill training. Local gov-
ernment and business worked together with col-
leges to start specialised courses. Better marketing
strategies were encouraged through campaign,
advertisements and exhibitions.

Chapter 8 Notes

1 Until lately because as the manual is being
drafted the SPEBs are being replaced by
UBEBs, but the associated alterations in
responsibility remain unclear.
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1 INFORMATION NEEDED TO
DEVELOP THE SEEDS DOCUMENT

This appendix provides explanatory notes to the policy
and information aspects of the main text of the SEEDS
manual. It is a guide to the type of information required
to develop the SEEDS document, the methods and
procedures for gathering the information and how they
can be processed. Monitoring and evaluation notes are
also provided.

Information gathering and processing is the first most
crucial task to be accomplished before developing the
SEEDS document. The information will reveal specific
existing socio-economic conditions of your state and
therefore serve as a guide for setting policy thrusts, tar-
gets, strategies and resource allocation. Experiences
have shown that, the quality of the SEEDS document is
hinged on the availability of reliable and verifiable infor-
mation or data about the state.

There are many forms of information, broadly cate-
gorised into comprehensive, sample survey and quali-
tative types. Qualitative information is mainly obtained
through participatory exercises such as interview and
focus group discussion outcomes. Comprehensive
data refer to detailed or holistic information about the
universe in this case, the State. Gathering comprehen-
sive information could take qualitative or quantitative
methods or both. Sample survey data as the name
implies refers to information that can be used to infer or
generalise about the universe. Sample surveys are
either conducted as preliminary studies or illustrative
surveys with which conclusions about the universe can
be deduced. The Core Welfare Indicator Questionnaire
(CWIQ) is a good example of a sample survey.

Detailed information is required to develop a ‘good
SEEDS’. However, because the SEEDS policy docu-
ment is focused on strengthening government and its
institutions to reduce poverty, the data to be gathered
should reflect and provide information on this key inter-
est. In essence, the information should broadly relate to
public sector reform, economic growth, public expendi-
ture management, infrastructure and social develop-
ment and, the promotion of active participation of the
civil society and private sector in State’s development

Appendix 1a: Information for SEEDS
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processes. The ultimate goals of SEEDS are to reduce
poverty, create wealth/prosperity and sustainable
development. Value reorientation, reduction in corrup-
tion and efficient service delivery are also important
planned outcomes of the SEEDS. With these in mind,
we can confidently say that the objectives of SEEDS are
broad and crosscutting, requiring broad based informa-
tion and a well-defined structure to guide states on the
collection and processing.

2 BASIC INFORMATION REQUIRED
TO DEVELOP THE SEEDS
DOCUMENT

2.1 Institutional approach to the
collection of information
Experiences have shown that, the interpretation and
subsequent use of information for the development of
SEEDS are more difficult when data are randomly col-
lected. To ease this problem, States may kick start the
process by using the institutional approach, which is,
collecting information from each ministry. It is advised
that all parastatals, agencies and boards should make
their submissions through the mother ministries unless
they are independent. This approach is essentially
appropriate for the following reasons:

To create institutional ownership and responsiveness.
One of the major challenges of early global practice of
the Poverty Reduction Strategy Paper (PRSP) is that,
line ministries and sub-national levels of government
have not been actively engaged in the implementation
of the programme thereby slowing down the ownership
responsibility of the PRSP performance among govern-
ment institutions. The need to tackle this problem right
from the start in Nigeria is especially pertinent because
most State government ministries, agencies and paras-
tatals operate as enclaves and often feel isolated from
new initiatives emanating from the central government.
Generating base line information from the ministries
could strengthen the trust required to carry them along
in the processes of implementation, progress monitor-
ing and evaluation. It could also empower them to ask
questions about the progress of the whole process.
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m Basic Information Required

MINISTRY

Health

Education

SAMPLES OF BASIC INFORMATION NEEDS

Health facilities

Number of PHC, hospital, clinic and other related health centres and institutions
Ownership pattern of health institutions (public or private)

Number, types and quality of hospital equipment such as beds

Health personnel

Number of Doctors, Nurses, Midwives, health attendants and pharmacists
Doctor, Nurses, Midwife and pharmacist/patient ratio

Doctor per population ratio

Situation of staff welfare such as salary, capacity building and incentives

Health indicators

Infant and maternal mortality rates

Prevalent rates of scourging diseases — HIV/AIDS, malaria, diarrhoea, Measles,
TB and leprosy

Immunisation coverage
BCG, DPT3, OPU3 and Measles

Brief information on activities of other actors
Donors, private sector, NGOs and traditional medicine

Educational facilities and enrolment rates

Number of primary, secondary and tertiary institutions
Ownership pattern

Classrooms statistics

Books, laboratories, libraries, etc

Enrolment rates at all levels

Transition and completion rates

School attendance

Personnel

Number of teachers and their qualifications

Teacher/pupil ratio

Teacher/pupil ratio by subjects e.g. Math, Physics and French

Teachers’ welfare conditions — remuneration, training, exchange programs and
promotions

Teacher/pupil relationship e.g. school disciplinary codes and moral standard
ethics

Educational performance

Percentages of pupils/students passing exams

Enrolment and registration by discipline or subjects — sciences, arts or social
sciences

Transition rates

Percentages of students passing external exams e.g. NECO, SSS, JAM
Number of scholarships awarded by State and other sponsors

Access to alternative education

Adult Education and mass literacy

Nomadic education

Religious Education (Missionary and Islamic)

Brief information on the activities of other actors
Donors’ support, NGOs and private sector education

SOURCES

State ministry,
libraries, FOS,
World Bank, WHO,
private hospitals
and LGAs

State ministry, FOS,
UNICEF, UNDP,
World Bank,
libraries, National
educational

boards and
commissions
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m Basic Information Required continued

MINISTRY

Agriculture Land and soil resources

Land types and resources (arable, grass and grazing, water and plantation)

Water resources
Irrigated area

Major crops, livestock and fishing
Subsistence and cash

Yield and productivity

Economic returns

Commodity prices and market

Forestry

SAMPLES OF BASIC INFORMATION NEEDS

SOURCES

Ministry, FOS,
Fadama office Abuja,
World Bank, LGAs

Information on forestry reserve and conservation — desertification and

afforestation

Agricultural mechanisation

Food processing

Agro-allied industry

Availability of tractors and chemicals

Government policies and challenges
Irrigation

Subsidy of farm inputs - fertilisers, insecticides, and seedling
Provision/facilitation of financial scheme - credit and loans

Capacity building and extension workers
Storage facilities
Formation of cooperatives, export

Policies that facilitate horizontal and vertical linkages

Involvement of other actors of the economy
Data on donor projects and private sector investment in the sector

Infrastructure
and Social

Charter more details)

Fiscal Policy

and Operation  expenditure (see detail in table 2)

To capture details of government structural opera-
tions in ways that could define the parameters of
reforms especial y in the areas of institutional right-siz-
ing and strengthening: Government operations and
performance can be best understood and measured
through ministerial assessment. Due to the broad
nature of the Nigerian public sector, it is sometimes very
difficult to identify areas of duplications and wastages in
State governmerit operations because each ministry or
agency or parastatal or board acts in accordance to the
statutory functions that established it. For instance,

Conditions and performance of water supply, roads, electricity,
telecommunication and all other social welfare schemes (see table 2 for

Information on locally generated revenue, base budgeting, recurrent/capital

FOS and all
relevant ministries

Ministries of
Economic Planning,
Finance and Budget

some ministries of education have as many as 5 - 12
agencies attached to them with various functions that
are inextricably intertwined and yet not easily identified.
It is therefore hoped that, involving line ministries in the
processes of collecting and processing information
would reveal such areas of concern.

It is also important to adopt this method of data col-
lection in order to initiate the operational link between
the SEEDS and State budget. One of the concerns for
States in Nigeria is how to link SEEDS targets and
strategies to budget allocation. This concern is sub-

85



86

SEEDS PART TWO

stantial because most States’ annual budget only
reflects ministries’ allocation in principle and not in prac-
tice. Such budgets are characterised by untimely
releases or outright failure to allocate funds to respec-
tive ministries thereby rendering them redundant or
inactive. Data collected on institutional basis would pro-
vide the information on the role of budget in the per-
formance of agencies. For instance the channels of
inter and intra budgetary disbursement between line
ministries and agencies could only be understood
through internally based information.

Other institutional arrangement outside government
can be easily captured through these methods. The
roles and contributions of the civil society, donor agen-
cies and private sector organisations will also be cap-
tured in similar ways the public sectors are captured.

The probable shortcoming of this strategy is that,
some extra-ministerial bodies (that include emergency
organs set up by the office of the Executive or his
deputy) that act fairly independent of line ministries
could be omitted in the process. In some extreme
cases, such organs replace the functions of line min-
istries — completely or partially. The current operational
trends of the democratic dispensation rely on the role of
these organs at the expense of the line ministries. How-
ever, the existence and operations of extra ministerial
organs at all levels of governance remains a convenient
way to flawing civil service rules. Given the relevant
place of this arm in determining government perform-
ance, information on the SEEDS should seek to capture
the roles of these extra organs.

In this case, the SEEDS secretariat (which could be
the State’s Ministry of Economic Planning or an inde-
pendent committee set up to oversee the development
of SEEDS) would need to write memos to all line min-
istries, stating clearly the kinds of input required. It
should be noted that the samples listed in Table 1
below are not exhaustive and could be amended to fit
states’ specific needs.

Ordinarily, this information should be obtained from
the Federal, State and Local government databanks
but many of them do not have databanks. It is therefore
important for States to conduct surveys or comprehen-
sive research to generate the data locally.
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3 PROCESSING INFORMATION

3.1 Methodology

There are many methods of data gathering and analysis
available to the states. This aspect of the document is
highly specialised and can be best handled by profes-
sional agencies such as the research and statistics
departments or units or the ministries of economic
planning. Where human capacity is lacking for this exer-
cise, the Federal Office of Statistics (FOS), consultants
and other specialised agencies should be contacted for
support.

Core Welfare Indicator Questionnaire (CWIQ)
All questionnaires are quantitative methods of data
gathering; specifically the CWIQ is a tool for household
data analysis. This method will provide quick and pre-
cise information on household gender, age group, edu-
cation, health, employment, assets, access to
amenities and general poverty conditions. The FOS
recently developed a CWIQ that can be adopted.
Analysis of CWIQ can only be done on spreadsheets,
and states have to learn these processes if they have
not already.

Participatory Methods

The most common participatory methods for data
gathering and analysis are focus group discussions,
interviews (structured and unstructured), observations,
stepping stones, Venn maps and PRA. These methods
are broad and require targeted efforts to adopt them.
Professionals should be employed to assist in doing
this.

Strength, Weakness, Opportunity and Threat
(SWOT) analysis

As the name implies, it involves a competitive analysis
of situations to determine the path of actions. States are
advised to seek expert support.

3.2 Specific methods for analysing
data for the SEEDS document
It is important to note that the processing of SEEDS
data could be daunting especially where skills are lack-
ing or are inadequate. However, this manual is intended
to ease up the exercise - if it is carefully followed. States
that still find it difficult to process information in spite of
the manual could engage the services of professional
consultants (contact the NPC for more information).
Overall, the methods of analysing information will be
explanatory, interpretative and descriptive in nature.
Tables, graphs and charts may be used to present or
illustrate salient points where appropriate. These should
be adopted in the context of the SEEDS manual and
benchmarks.
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Step 1: The first step in processing SEEDS data is to
develop the chapters, which will serve as a structural
guide in conducting the exercise. See suggested chap-
ters in Table 2 below. Developing the chapters will also
help capture the central issues of SEEDS and reflect the
benchmarks appropriately. However, States are at lib-
erty to amend the format to fit in or avoid any aspects
that do not reflect their peculiar needs and interests.

Step 2: Codify the data in accordance with the provi-
sion of your SEEDS chapter. This will involve clustering
/ classification of information into the suggested chap-
ter topics. For instance, information collected from the
Ministries of Education, Health, Environment, Works
(Electricity, Roads, and Housing) Water and Sanitation,
Justice and Security, Women Affairs and Youth and
Sport will be clustered under Infrastructure and Social
Charter. The interpretation and subsequent policies to
be derived from these data will define your actions to
improve welfare and social service delivery in the State.

Contained in these chapters are socio-economic,
political and cultural aspects of development that will
allow you to provide a broad and holistic situation analy-
sis of your State’s development needs and yet be able
to select priority areas at the level of implementation. It
is often argued that the SEEDS exercise should com-
mence with a selection of priority areas but this
approach could defeat the purposes of ownership,
effective participation and value reorientation which are
central and peculiar to the Nigeria PRSP,

Step 3: The Third step is to provide a comprehensive
development situation analysis of your State from the
data sets. The outcome of this exercise will describe
‘where you are’. The situation analysis should be done
for each chapter providing explanations that describe
the status of each variable in the ‘detailed’ column. For
instance, chapter 4 analysis is expected to show the
facts about fiscal management, budget processes, and
revenue and expenditure pattern and debt profile of the
State in addition to other aspects of public sector man-
agement. In doing this, you must avoid storytelling and
lamentation — simply reflect the facts - information that
is useful for policy making.

At the end of the exercise, the reader should be able
to comprehend the current development strength and
needs of your State. However, the outcome of step 3
will become the main platform for setting policy state-
ments, targets and strategies. (Detailed definitions and
explanations to these terminologies are contained in the
main text of this manual). In other words, the outcome
of situation analysis will substantially form a base for
subsequent exercises.

PART TWO SEEDS

Step 4: This step involves target setting. Your targets
will describe ‘where you want to be’, that is, the outputs
in terms of better conditions to what are currently
obtained. For instance, ‘raise female primary school
enrolment from 23% in 2004 to 40% in 2007’ could be
seen as a good target because it clearly describes the
progress you desire to achieve on female primary edu-
cation in a specific period. Targets are expected to be
different from policy statements or vision. A target must
be SMART: Simple, Measurable, Achievable, Realistic
and Time Bound. Furthermore, a target is a quantifiable
phrase or sentence that qualifies a policy
statement/vision, and as such, more than one target
can be drawn to qualify a policy statement.

Due to the problem of overlapping functions between
the Federal, State and Local Governments, make sure
that your targets are restricted to your legislative
responsibilities and are therefore within your statutory
power to achieve. Also, ensure that your targets are not
too ambitious; limit them to your resource availability
and a reasonable time frame. These will clearly define
the achievability of your targets.

Step 5: At this point you will need to derive strategies
i.e. the ‘how to achieve your targets’. Strategies are
sometimes used synonymously with activities and in
some cases they could mean different things. For
instance, advocacy is a strategy, while discussions with
stakeholders, and production and distribution of flyers
on account to promote female primary education are
advocacy activities. However, the ‘how’ aspects of pro-
cessing information entails clear definition of programs
and projects to be accomplished in order to achieve set
goals/targets.

It is important to note that, your strategies should
reflect the activities of line ministries because they are
the major implementing agencies of SEEDS. Therefore,
each ministry (including its parastatals) will develop
strategies to accomplish specific set targets. The activ-
ities will form the base for resource allocation; base
budgeting, monitoring and evaluation.

Step 6: Develop an Action Plan to summarise your pol-
icy decisions. This exercise is very important because it
provides bullet point indicators on the overall develop-
ment decisions of your State at a glance. It is expected
that you develop at least one action plan for each chap-
ter. Preferably develop one for each ministry if you wish
to be more explicit. Specifically, the SEEDS Action Plan
should resemble the one in Table 3.
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m Suggested SEEDS Chapters

CHAPTERS

Introduction

Background to reform
(This should be very brief)

Framework for
understanding and
implementing the SEEDS

Reforming government
and institutions

Infrastructure and
Social Charter

Development of
specific sectors and
private sector
involvement

88

DETAILS

Cover page

Table of contents

Preface or Executive Summary

Outline of history, geography, people, culture and demography etc

Statement of vision and mission (could be derived from present administration
development goals or political speeches)

What is SEEDS and why do we need it?

How is the SEEDS programme different from past development plans?
How will SEEDS bring about change?

Empower people

Promote private enterprises

Change the ways government does things

Reduce poverty, create wealth and prosperity

Values reorientation

Methodology adopted in collecting and analysing data

Structure of the report

See the framework for deciding strategies in the main manual
(also see example in Kaduna SEEDS)

Tackling corruption and promoting transparency and accountability
Institutional reforms

Civil Service or structural reform

Participation, information and advocacy (communication)
Economic Planning, Fiscal Management and Operations

Revenue generation

Fund mobilisation

Debt and debt management

Budgeting

Education

Health

Environment (mainstream issues)
Basic Infrastructure
Telecommunication (ICT)
Electricity

Roads

Water and sanitation

Housing

Judiciary and security

Justice and human rights matters
Gender (mainstream issues)
Youth and sport

Agriculture

Tourism

Manufacturing

Solid minerals

SMEs

Commerce and industry



Appendix 1a: Information for SEEDS

PART TWO SEEDS

m Suggested SEEDS Chapters continued

CHAPTERS DETAILS
Roles of relevant
sub-sectors in enhancing
the course of SEEDS

Religious groups
NGOs

Political groups
Media
Donor

Office of the Governor’s wife

Prioritization and

pilot projects ltemise pilot projects

Financing, resource
allocation, implementation,
risk and mitigation

Monitoring, evaluation
and reporting modalities

The Action Plan will also demonstrate the linkages
between various stages of your policy decisions — it will
create a sequence between steps 3-5, a linkage that is
both strong and clear. You may observe at the end of
this exercise that your Action Plans are bulky and could
make the document clumsy. In this case, you will need
to create a separate appendix for them.

Policy Thrust: The policy thrust for Education is to
improve enrolment, completion and quality of primary,
secondary and tertiary school learning by 2007.

Traditional rulers and community leaders

Define criteria for pilot projects

Linking the budget to your priority areas, preferably, use the MTEF. Also provide measures
for mitigating possible risks associated with the implementation of the plan

4 GUIDELINES ON MONITORING
AND EVALUATION OF SEEDS
INFORMATION COLLECTION

The monitoring aspect of information collection is cru-
cial for the benefit of progress tracking and continuity of
the SEEDS plans. However, there is an acute shortage
of skills to initiate and conduct the monitoring and eval-
uation of data collection at the State level.

The first most important step towards monitoring and
evaluation is to develop capacity. Donors may need to
provide strategic intervention in the process. The moni-
toring and evaluation units reside within the Ministry of
Economic Planning, and selected staff can be trained to
acquire the relevant skills.

The development of an Action Plan is another step
towards monitoring and evaluation. The Action Plan will
serve as a guide for conducting monitoring and evalua-
tion once the indicators are clearly set out.

Computerisation of the SEEDS information is also
relevant for an effective monitoring and evaluation.
This will facilitate access to information for evaluation
purposes.
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1 INTRODUCTION

In view of the peculiarities within the structural and func-
tional arrangements of the Nigeria Federal system, the
issues of consistency and complimentarity between
constitutional provisions, national policies and the
action plans in NEEDS, SEEDS and LEEDS are critical
to the achievement of overall national development
goals. This is particularly important for the sakes of
coordination, supervision/ monitoring, performance
evaluation and creating a balance in the operations of
the three tiers of government.

This appendix provides summaries of national policy
statements of different sectors of the Nigerian economy
and highlights the specific roles of the Federal, State
and Local Governments in developing the sectors;
sources of programs/ institutions involved in imple-
menting the policies are also included.

These pieces of information are intended to guide
State and Local Governments in the processes of
developing their SEEDS and LEEDS targets and strate-
gies so as to minimise duplications and enhance con-
sistency and complimentarity in the pursuit of overall
national policy goals by keeping within specific policy
mandates and responsibilities of State and Local Gov-
ernments without undermining their peculiar develop-
ment need.

2 HEALTH POLICY

Within the overall fundamental obligations of Govern-
ments of the Federation and the nation’s socio-eco-
nomic development, the goal of the National Health
Policy shall be to establish a comprehensive health care
system based on Primary Health Care (PHC) that is pro-
motive, protective, preventive, restorative and rehabili-
tative to every citizen of the country within the available
resources so that individuals and communities are
assured of productivity, social welfare and enjoyment of
living.

The health service, based on primary health care
shall:

a. Reflect the economic conditions, socio-cultural
and political characteristics of the communities as
well as the application of the relevant results of
social, biomedical, health system research and
public health experience

b. Address the main problems in the community,
providing promotive, preventive, curative and
rehabilitative services such as:

e an articulated programme on information,
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education and communication (IEC), which
should also include specific programmes on
school health service;

e promotion of food supply and proper nutrition;

e adequate supply of safe water and basic
sanitation;

e maternal and child health care, including family
planning that includes preventing unwanted
pregnancies, securing desired pregnancies,
spacing of pregnancies and limiting the size of
the family;

e immunisation against the major infectious
diseases;

e prevention and control of locally endemic and
epidemic diseases;

e appropriate treatment of common diseases and
injuries

e provision of essential drugs and supplies;

e promotion of a programme on mental health; and

e promotion of a programme on oral health.

c. Involve in addition to the health sector, all related
sectors and aspects of the state and community
development, in particular agriculture, animal
husbandry, food industry, education, housing,
public works, communications, water supply and
sanitation and other sectors, and demand the
coordination efforts of all those sectors;

d. Promote maximum community and individual self-
reliance and participation in the planning,
organisation, operation and control of primary
health care making full use of local, state and
federal governments and other available resources;

e. To this end shall develop, through appropriate
education and information, the ability of
communities to participate.

2.1 The Roles of Different Tiers of

Government

The 1999 constitution assigns specific responsibilities

to the three tiers of government, thus the national health

care system is built on the basis of the three-tier
responsibilities of the Federal, State and Local Govern-
ments.

a. Federal

The roles of the Federal Government mainly concern

the

e Formulation of health legislation;

¢ Coordination of all national health work and
international cooperation;

e Allocation of resources,
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e Provision of guidelines, definition and setting of
standards to help States prepare, manage, monitor
and evaluate their strategies;

e Promotion of research and coordination of research
institutions and scientists concerned with health
matters;

e Promotion of cooperation among stakeholders and
interest groups;

e Surveillance, monitoring and evaluation of health
situation (see details on pages 18-20 of the National
Health Policy draft document);

e The Federal Ministry of health is responsible for
special hospitals and teaching hospitals. It also takes
control of communicable endemic diseases and
national intersectoral health care linkages. (see
Annex Il of the National Health Policy document
page 61).

The NEEDS policy thrusts and strategies which should
reflect the Federal Government functions are rather
expansionary and are not limited to the provisions of the
National Health Policy (See details on NEEDS final doc-
ument pages 38-40).

b. State

The responsibilities of State Ministry of Health closely

resemble those of the Federal Government. These

functions include

e Ensuring political commitment to national health
policy at the State level;

e Ensuring economic support of economic planners
and institutions;

* Winning over the support of professional groups by
providing tangible incentives;

e Establishing managerial processes

¢ Providing public information and education;

¢ Mobilisation of financial, material and human
resources; allocation of the resources and providing
assessment performance;

e Coordination of health actions with other sectors of
the economy;

e Organising health care in communities and
manpower development (see details in National
Health Policy draft document, pages 20-25).

These functions are broad and could pose difficulty in
determining the limitations or boundaries with which the
SEEDS health policy strategies will hinge on. However,
the State Ministry of Health is to cater for specialist and
general hospitals, care services, training institutions for
sub-professional levels and any other health pro-
gramme that is of interest to the State. (See details in
Annex lll of the National Health Policy, page 61)
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c. Local

The national policy provisions on Local Government

health responsibilities are clearly those stated in the

1999 constitution. These functions are essential ele-

ments of primary health care that include:

e Environmental sanitation;

e Provision and maintenance of health services;

e Primary education;

e Elicit the support of formal and informal leaders like
the traditional chiefs, religious and cultural
organisations and any other influential persons or
groups.

The Local Governments are also responsible for the
motivation of the communities, maintenance of essen-
tial infrastructure for PHC, family planning, immunisa-
tion, general outpatient services, registration of birth,
collection of relevant data on health and etc (see details
in National Health Policy draft pages 26-27 and Annex
Il page 62 of the same document). It is therefore
expected that the LEEDS policies and strategies be
guided by these responsibilities.

2.2 Significant Areas of Concern

There are so many aspects requiring improvement in
the health sector but the ones readily evident from the
national policy analysis are:

Lack of policy coordination that results in duplication of
functions and redundancies in some specific areas. For
instance, immunisations and family planning are imple-
mented by all three-tiers of government while the mon-
itoring and evaluation aspects of health activities are
inadequate.

Poor access to PHC services. In spite of the much
emphasis on PHC system, it is still not developed to the
desired standards.

Expansionary activities at the federal and state levels at
the expense of Local Government.

Issues of funding are also not attended to.

The list of participating agencies and health pro-
grammes currently implemented are contained in
Annex v of the National Health Policy draft document.

3 AGRICULTURAL POLICY

Nigeria’s agricultural policy is the synthesis of the frame-
work and action plans of Government designed to
achieve overall agricultural growth and development.
The policy seeks to attain self sustaining growth in all
the sub-sectors of agriculture and the structural trans-
formation necessary for the overall socio-economic
development of the country as well as the improvement
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of quality of life.

After a close review of strategies and instruments
previously adopted in the implementation of agricultural
policy objectives, the Obasanjo administration evolved
new policy thrusts for laying a solid foundation for sus-
tained increase in agricultural productivity and for
enhanced output.

These are:

e Creating the conducive macro-environment to
stimulate greater private sector investment in
agriculture;

¢ Rationalising the roles of the tiers of government in
their promotional and supportive activities to
stimulate growth;

e Reorganising the institutional framework for
government intervention in the sector to facilitate
smooth and integrated development of agricultural
potentials;

e Articulating and implementing integrated rural
development as a priority national programme to
raise the quality of life of the rural people;

e [ncreasing agricultural production through increased
budgetary allocation and promotion of the necessary
development, supportive and service oriented
activities to enhance production and productivity and
marketing opportunities;

e [ncreasing fiscal incentives to agriculture, among
other sectors and reviewing import waiver anomalies
with appropriate tariffication of agricultural imports;

e Promoting increased use of agricultural machinery
and inputs through favourable tariff policy.

3.1 The Roles of Different Tiers of
Government
Although the new agricultural policy recognises the
functional muddles in the responsibilities of the Federal,
State and Local Governments, the new schedules do
not clearly create the desired distinctions. However, the
new roles of the three tiers of government are set in
conformity with the constitution. These responsibilities
are mainly ‘facilitatory’ and ‘promotory’. Issues of laws
and policies relating to major activities that cut across
state boundaries and agro-ecological zones are vested
with the National Assembly and the Federal Executive,
while State Legislatures and Executives are vested with
power to make laws and regulate agricultural produc-
tion activities within their areas of jurisdiction.

a. Federal
Promotion of the general policy framework including the
macro policies within which agriculture and rural
economy will develop and provide guidance to all
stake-holders;
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¢ Maintenance of reasonable flow of resources into
agricultural and rural development;

e Support to rural infrastructure development;

¢ Research and development of appropriate
technology for agriculture;

e Seed industry development, seed law enforcement
and seed quality control;

e Support to input supply and distribution including
seeds, seedlings, brood stock and fingerlings;

e Management of impounded water, supervision of
large dams and irrigation canals and maintenance of
pumping facilities;

e Control of pests and diseases of national and
international significance and promotion of integrated
production and pest management;

e Establishment and maintenance of virile national
animal and plant quarantine services;

¢ Maintenance of favourable tariff regime for
agricultural commodities;

e Promotion of export of agricultural commodities
through the Export Processing Zones (EPZ) among
others;

e Establishment of agricultural insurance scheme;

¢ Maintenance of strategic national food reserve for
purpose of food security;

e Coordination of agricultural data and information
management system

¢ [nventorisation of land resource and control of land
use and land degradation;

¢ Training and manpower development;

e Promotion of micro and rural credit institutions;

e Promotion of agricultural commodities development
and marketing institutions;

e Maintenance of fishing terminals and other fisheries
infrastructure including cold rooms;

e Promotion of trawling, artisanal and aquaculture
fishes;

e Promotion of fish feeds production;

e Protection of Nigeria’s exclusive economic zone for
fisheries resources;

e Collaboration with state and local government for
effective agricultural extension delivery;

e Periodic review of the provision of agreements on
agricultural trade reached between Nigeria and the
World Trade Organisation (WTO);

e Promotion of tree crop production for its economic
and environmental importance;

e Development of grazing reserves, stock routes,
corridors, water points and forest reserves.

The NEEDS provisions on agriculture are by far limited
to this long list of Federal responsibilities. Its emphasis
is on the creation of enabling environment for private
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sector investment in the agricultural sector, promotion
of food sufficiency, reduction in food importation and
fostering effective linkages with industries to achieve
processing of agricultural products for export (see
details in NEEDS final document pages 68-70). The
roles of the Federal Government as shown in the
national policy are too broad and may pose more dupli-
cation challenges in the process of implementation.

b. State

e Promotion of primary production of all items of
agricultural produce through the provision of virile
and effective extension services

e Promotion of the production of inputs for crop,
livestock, fish and forestry;

e Ensuring access to land by those who wish to
engage in farming;

e Development and management of the irrigation
areas of large dams;

¢ Management of impounded water and downstream
structures of large dams;

e Promotion of appropriate farm mechanisation;

e Grazing reserve development and access to water
for livestock;

¢ Training and manpower development;

e Control of plants and animal pest and diseases;

e Promotion of appropriate institutions for
administering credits to small holders;

e Maintenance of buffer stock of agricultural
commodities;

e Investment in rural development including rural roads
and water supplies;

e Ownership, management and control of forest
estates held in trust for the local communities.

c. Local

¢ The local government will be expected to take over
progressively the responsibilities of the state with
respect to:

e Provision of an effective agricultural extension
services;

e Provision of rural infrastructures;

¢ Management of irrigation areas of dams;

¢ Mobilisation of farmers for accelerated agricultural
and rural development through co-operatives,
organisations, local institutions and communities;

e Provision of land for new entrants into farming in
accordance with the provision of the Land Use Act;

e Coordination of data collection at the primary levels.

3.2 Areas of Concern

Agriculture is probably the most muddled sector of the
Nigerian economy as it relates to shared responsibilities
between the three tiers of government and coordina-
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tion. Typical of all policies, the federal government
spreads its tentacles in all aspects of agriculture thereby
narrowing the roles and responsibilities of state and
local governments where more than 70% farmers
reside. However, the policy concerns among others
include:

e Federal government’s role is broad and highly
interventionist, creating room for ineffectiveness and
dependence on the sides of other tiers of
government.

¢ Due to the muddle in the national policy, it may be
difficult to limit the SEEDS and LEEDS targets and
strategies to their said responsibilities.

e Poor translation and articulation of policy prescription
into implementable programmes.

e Poor policies to encourage public private partnership
on one hand and to promote vertical and horizontal
linkages on the other.

4 INDUSTRIAL POLICY

The overriding objective of industrial policy is to acceler-
ate the pace of industrial development by radically
increasing value added at every stage of the value —
chain. Nigeria’s resources will no longer be traded in
their primary state. Government will emphasise
increases in Total Factor Productivity (TFP) by pursuing
knowledge and skill intensive production on the basis of
available best practices. Nigeria’s industrial develop-
ment strategy will encourage forward and backward
linkages within a few chosen niches. Government will
continue to provide the enabling environment for private
sector leadership, facilitate renewal for sunset indus-
tries, and encourage innovators. It will specifically pro-
mote small and medium enterprises.

Overall, the policy has short, medium and long-term
goals.

4.1 Short term industrial policy

e To raise capacity utilisation in manufacturing from the
current rate of 30% to 60% in the next one year;

¢ To work on manufacturing firms that face difficulties
with a view to reviving those with good prospects;

e To provide support services that can help
manufacturers to take advantage of existing
opportunities for accessing medium and long term
funds;

e To create new opportunities for the development of
the small scale sector;

e To create more direct and indirect employment
opportunities;

e To create conditions to attract new investments in
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the medium and large industries.

4.2 Medium term goals

e To strengthen the competitiveness of manufacturers
by facilitating access to technology and best
practices;

e To stimulate development of small and medium —
size enterprises by developing the nation’s resources
as a base for cheap inputs;

e To maximise linkages achieved between small —
scale units and medium and large enterprises;

¢ To adapt and respond to changing global
environment;

e To further develop the nation’s human resource,
technology acquisition and enhancing absorptive
capacity, physical infrastructure and business
support services;

e To encourage high technology industries.

4.3 The long term goals

e To encourage 100% Export- Oriented units;

e To encourage industrial development in the informal
sector.

The principles guiding the Nigeria industrial and manu-
facturing policies are open market, private sector and
competitive driven principles. The policies seek to be
governed by comparative advantage, technologically
driven and internationally acceptable norms.

4.4 The Roles of Different Tiers of
Government

The role of the public sector is to facilitate the opera-

tions of micro, small, medium and large scale industrial

enterprises by creating the required enabling environ-

ment for industries to thrive.

a. Federal

® The Federal government’s role in this wise includes:

e Provision of stable macro-economic, political and
social environment for industrial activities,

e | egislation,

e Coordination, monitoring and evaluation,

¢ Provision of enabling environment and incentive
creation,

e Manpower training (see details in Industrial Policy of
Nigeria final copy, 20083, pages 15-17).

The policy clearly shows that the bulk of industrial activ-
ities are with the Federal Government. The NEEDS pro-
vision on industrial and manufacturing adheres to this
policy and the strategies also coincide with the provi-
sions. (see details in NEEDS document, pages 70-72).
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b. State

The State Government’s industrial responsibilities with

which the SEEDS may be guided include:

¢ Maintenance of virile and effective Industrial
Development Centres (IDCs);

e Manpower training and development;

e Establishment of institutions for the provision of
advisory and counselling services;

e Investments in industrial priority infrastructure.

c. Local

The Local Government is to:

e Mobilise consumers for accelerated development of
finished products through cooperative organisations
and community associations;

e Collect locally industrial data;

Support site infrastructure;

¢ Perform other responsibilities required by the Federal

and State Governments.

Note

The national industrial policy strand suggests that, the
development of industries rely on the Federal Govern-
ment intervention and private sector response to public
sector incentives. The state and local government’s
roles are rather supportive in nature and may not be
independent of Federal government strategies. Conse-
quently, the successes of SEEDS and LEEDS industrial
policies and strategies would hinge significantly on the
Federal Government’s decisions and enabling policies
such as privatisation, commercialisation and liberalisa-
tion.
4.5 Industrial Programs and
Institutions

A comprehensive list of organisations and their func-
tions, and industrial programs are provided in chapter
10 pages 56-63 of the Industrial Policy of Nigeria, 2003)

5 TRANSPORT POLICY

There are two major thrusts of transport policy:

e Assuring that transport services are adequate to
meet the social and economic needs of the country
and to provide an effective instrument of national
development policies;

e Assuring the most efficient use of resources within
the transport sector and the sustained
improvements of the sector’s productivity.

The Nigeria transport policy reflects twin objectives of

ADEQUACY and EFFECIENCY (Refer to the National
Policy on Transport pages 6-8 for detailed policy objec-
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tives and principles). Since 1993, the Federal Govern-
ment policy has been driven by privatisation and com-
mercialisation - it owned about 40% of the equity share
of all transport systems and 60% to the private sector.
Currently, all tiers of government probably own less
than 10% road, and air transport; the bulk is controlled
by private enterprises.
5.1 The Roles of Different Tiers of
Government
The 1993 transport policy does not provide clear
responsibilities between Federal, State and Local Gov-
ernments except for road transport. The air, port and
water and rail transports are presumably controlled and
managed by the Federal Government. However, the
overall transport responsibilities of Governments
include:

e Policy administration, planning, coordination and
supervision of the transport sector;

e Provision of air, road and water transport
infrastructure, that is airport, aids to navigation,
ports, roads and highways;

e Acts as regulator of the transport system by setting
and enforcing rules and standard

¢ Develops and enforces policies on taxation, credit,
subsidies, currency and import duties.

A new transport policy is being prepared by the Federal
Ministry of Transport and the issues on specific roles
and shared responsibilities of the three tiers of govern-
ment will be considered.

a. Federal

The Federal Government road transport responsibilities

are:

e |nter-state roads connecting two or more states;

¢ |International roads serving as connecting link
between Nigeria and neighbouring countries;

e Trans Saharan highway (Lagos-Konolam-Algiers);

e Trans-Central-African Highway (Lagos-Mombasa);

e Trans-West —African highway, Inland route;

¢ Trans-West —African Highways, and coastal route;

¢ Novakchott-Sami-Podgi-Badagry-Lagos;

¢ |n terms of road length, Federal Government is
responsible for 22%.

The NEEDS provisions are consistent with the objec-
tives of achieving private sector participation in the
transport sector (see details in NEEDS final document
pages 59-60).

b. State
e Responsible for the intra-state and feeder routes;
¢ Responsible for 27% road kilometre.
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c. Local
® Responsible for rural and local roads;
® Responsible for 51% of road kilometre.

Clearly, the national policy does not provide adequate
guide for state and local government’s engagement in
the development of transport system, therefore,
SEEDS and LEEDS documents may develop consis-
tent policies and strategies to their peculiar local trans-
port needs and requirements.

5.2 Areas of Concern

e The transport policy is outdated and requires review
to reflect the current opportunities and challenges;

e | acks policy on effective coordination and
management of private sector services;

® The need to reactivate and develop the rail transport
system in order to minimise huge dependence on
road transport.

6 TRADE POLICY
The main thrust of Nigeria’s Trade Policy is to encour-
age the production and distribution of goods and serv-
ices to satisfy domestic and international markets for
the purpose of achieving and accelerating economic
growth and development. The trade policy will be sup-
ported by domestic policies which foster innovation,
predictability, transparency, rule of law and international
competitiveness.

Government shall continue to promote the export of
crude oil in the short run while vigorously pursuing the
production and export of petroleum products, natural
gas, petrochemicals and diverse manufactured goods,
agriculture and solid minerals in which the county pos-
sesses comparative advantage.

The overall goals of the policy include:
¢ |Integration of the Nigerian economy into the global

market through the establishment of a liberal market

economy;

® Promotion and diversification of export in both
traditional and non-traditional markets;

e | iberalisation of import regimes to enhance
competitiveness;

e Effective participation in trade negotiations to
enhance the achievement of national economic
gains in the multilateral trading system, as well as
regional and bilateral arrangements;

e Promotion and development of domestic trade
including intra-state and inter-state commerce;

e Acceleration of trade network of public-private
sector partnership;

e Acquisition of appropriate technologies to ensure
competitive export-oriented industry,
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e Attraction of foreign capital inflow into export oriented
production through special incentive packages and
domestic support;

e Promotion of regional integration and cooperation;

e Effective utilisation of information and communication
technology in electronic commerce.

The major instruments for achieving these goals are the
deregulation of key variables such as interest and
exchange rates; ensuring fiscal discipline, debt reduc-
tion and liberalisation of trade regimes.

6.1 The Roles of Different Tiers of
Government

The overall role of government shall be to facilitate busi-
ness activities by providing a favourable framework
which allows the free play of market forces to guarantee
private enterprises and economic freedom in such
areas as investment, human resource development,
new technologies, value added and expansionary
export manufacturing. Government shall also improve
on the provision of physical infrastructure, maintenance
of rule of law and formulation of policies to facilitate
export growth.

a. Federal

e Provision of the general policy framework within
which trade will develop;

e Provide guidance to State and Local Governments
for investments in strategic products;

¢ Research and data coordination on trade issues;

e Export promotion;

* Manpower training;

e Promotion of appropriate technology for
preservation, processing, packaging, quality control,
standardisation, storage, financing, risk bearing,
market intelligence and so on.

Chapter 7 pages 80-83 of the NEEDS document con-
tain other features and responsibilities of the Federal
Government in promoting trade. The NEEDS provision
are consistent with national policy goals and lay empha-
sis on the achievement of a free trade area within the
west African zone -ECOWAS and the maximisation of
its membership with the WTO.

b. State

e Maintenance of a virile and trade extension service;
Manpower training;

e Establishment of appropriate institutions for
administering credit to traders;

e Maintenance of buffer stocks and investment in
infrastructure.
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The SEEDS strategies may draw from these responsi-
bilities but will necessarily rely on the pattern of NEEDS
goals and strategies since trade matters are mainly
driven by the Federal Government.

c. Local

¢ Mobilisation of traders through co-operative
organisation and community associations;

® Provision of infrastructure;

e Collection of trade and trade related data;

e Maintenance of local markets.

The private sector is considered to be the major driver
of trade activities; it should provide credit facilities and
assist government in technology and infrastructure
development.

6.2 Areas of Concern

e | ack of coordination and integration of local interests
into national agenda;

e Poor policy on monitoring and evaluation;

e | ack of information dissemination on trade
opportunities and initiatives such as AGOA;

e | ack of effective competition in processing of local
content;

e Minimal private sector participation in agriculture and
other less profiting venture.

6.3 Industrial Programs and

Institutions

A comprehensive list of organisations and their func-

tions, and trade programs are provided in chapter 6

pages 49-56 of the Trade Policy of Nigeria, 2002

7 POVERTY REDUCTION POLICY

The poverty reduction policy is to broaden the opportu-
nities available to the poor and ensure that every Niger-
ian has access to basic needs of life; food, potable
water, clothes, shelter, basic health services and nutri-
tion, basic education and transmission and communi-
cation facilities as well as guarantee respects for
fundamental human rights. The overall goal is to
improve living conditions for the poor in Nigeria.

The policy on poverty reduction is set on the prem-
ises that poverty eradication efforts in Nigeria are failing
because of lack of well defined policy framework, tar-
geting and undue political interference in the processes.
Thus the success of poverty reduction requires well
articulated national policy which ensures that the poor
are not only well targeted but also sensitised and fully
mobilised to participate.

This policy is focused on eight internationally
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recognised cluster areas:

e Agriculture;

e Employment;

¢ Micro finance;

e Macroeconomics;

e Environment;

e Informal, small and medium enterprises;

¢ Health, population and gender;

e Public infrastructure and utilities.

¢ The Roles of Different Tiers of Government

Emphasis is laid on collaboration and coordination
between the various tiers of government on one hand
and between government, donors, Non Governmental
Organisations (NGOs) and local communities on the
other. The coordination of poverty reduction programs
is carried out by committees at the national, state and
local governments.

7.1 The Roles of Different Tiers of
Government

a. Federal

Through the National Poverty Eradication Council
(NAPEC), National Coordination Committee, National
Assessment and Evaluation Committee (NAEC) and the
secretariat of the NAPEC, the Federal Government shall

e Formulate and coordinate all poverty reduction
activities;

e Set annual targets for government institutions and
agencies;

¢ Mobilise and allocate resources;

e Establish legislative and constitutional framework for
implementation;

e Approve and establish proper administrative
instruments;

e Ensure implementation of policies;

¢ Collate and vet programs;

e Document poverty eradication activities;

e Relate with Community Based Organisation (CBOs)
and NGOs;

¢ Coordinate and document donors, international
community and private; sector activities on poverty
reduction;

e Progress assessment of programs;

e Monitor the achievement of set targets;

e Prepare evaluation reports;

¢ Provide administrative services.

b. State

e Through State Coordination Committees, the State
Government shall

e Coordinate, supervise and monitor implementation
of poverty reduction programs at the state level;
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¢ Provide mechanism for collaboration between Federal
State and Local Governments, donors, and the
private sector;

e Consider and advice and make recommendations on
new initiatives;

e Prepare and submit monthly reports to the federal
coordinator.

c. Local

e Through the Local Government Monitoring
Committees, the Local government shall

¢ Implementation and monitoring of programs;

® Propose new programs;

e Ensure that the scope and implementation strategies
and objectives identified by NAPEC are strictly
adhered to in the localities.

7.2 Significant Areas of Concern

e The National Poverty Eradication Programme
(NAPEP) initiative may be revisited to align with the
current NEEDS, SEEDS and LEEDS initiatives;

e NAPEP may also consider strengthening its
monitoring and evaluation roles over and above its
implementation responsibilities since the later is a
constituent of all government institutions and
agencies, donor and NGOs;

e | ess emphasis to be laid at the Federal level activities.

8 POLICY ON WOMEN

In conjunction with the United Nation’s Convention on
the elimination of all forms of Discrimination Against
Women, Nigeria affirm its support for the alleviation of
numerous constraints to women'’s full integration into its
development process.
The policy will entrench the following;
e Equity, social order and social well-being;
e Provision of adequate resources to enhance women’s
participation in all aspects of national life;
e Economic empowerment of all women;
¢ Discouragement and minimisation of patriarchy, and
other cultural vices that militate against women self-
identification and actualisation.
8.1 The Roles of Different Tiers of
Government
This policy does not provide the clear institutional
arrangement for implementation. The roles of the three
tiers of Government are not designated. However, there
is an existing linkage between Federal and State Gov-
ernment Ministries of Women Affairs. The SEEDS and
LEEDS documents could draw from their relationships
with the Federal Ministries and other related agencies.
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1 INTRODUCTION

This Key Annex on Economic Growth and SEEDS
expands the guidance given in the SEEDS Framework
Manual on how to set policy targets and implement a
programme to deliver them under the second pillar of
SEEDS: “promoting private enterprise”.

Each state of the federation is fully integrated into the
national economy and SEEDS policies must reflect that.
Chapter 2 reviews how the way the national economy is
developing and how it affects different sectors. The
chapters after that look at different ways that a state
can approach its SEEDS objectives of promoting pri-
vate enterprise and growing the economy.

The SEEDS Framework Manual discusses the differ-
ent roles that government can play in supporting eco-
nomic growth (Section 3.3). It suggests that there are
four different ways that government can do this:

® Through setting appropriate regulations that facilitate
the market and private business and do not create
unnecessary obstacles;

e By providing public infrastructure and utilities: roads,
electricity etc;

e By supporting the enterprise development; and

e Through direct intervention in the market economy.

Individual states will have different ideas about the bal-
ance between these different strategies. Internationally,
there is a trend away from the fourth strategy — direct
intervention —and most emphasis is now put on regula-
tion, and enterprise development.

This appendix will, in fact, concentrate on the first —
appropriate regulation - and the third - enterprise devel-
opment. This does not mean any particular endorse-
ment of the international view or that the other two
strategies are not important; it is merely that they raise
different issues, both technical and practical, which fall
outside the scope of the more general guidance offered
by the SEEDS Framework.

The last chapter in the Appendix looks at the particu-
lar issues surrounding the privatisation of public enter-
prises.
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2 GROWTH AND DEVELOPMENT IN
NIGERIA

Development in every state will, inevitably, depend in
large measure on what is happening in the Nigerian
economy as a whole. Therefore, it is important to
understand what is happening in the national economy.

2.1 Economic Growth in Nigeria
Although Nigeria is Africa’s second largest economy;,
with a Gross Domestic Product (GDP) of about $58 bil-
lion in 2003, its per capita income remains at about US$
320, making it one of the poorest countries in the world.
From 1980 to the mid-1990s, economic growth was
below the increase in population and incomes per
capita declined by approximately 75%.

Since the return of democracy, the economy has
picked up and per capita incomes have risen. As Table
1 shows, growth (as measured by GDP) has been
erratic, but averaged 4.8% per annum. The main rea-
son for the annual fluctuation has been the way oil and
gas output fell sharply in 1999 and 2002 but grew by
double-digit rates in 2000 and 2003. Non-oil growth
was steadier but it matched the growth of the oil sector
over the period (4.7% p.a.).

With population estimated to be growing by 2.8% per
annum, continuous growth of up to 7% per annum will
be needed for several years to make a real reduction in
poverty'. The high rate achieved in 2003 is encouraging
but it will be difficult to sustain such a high average rate
for a number of years.

Despite its importance, oil contributes only 13% of
GDP directly. It provides little employment and it has
limited linkages to the rest of the economy. A high world
price for oil will increase the rate of GDP growth but it
may benefit the poor relatively little.

Countries like Nigeria which export large volumes of a
single commodity face a particular economic problem.
Bhe export revenues keep the exchange rate high, it is

Box 1 Dutch Disease

“The adverse effect on a country’s other industries
that occurs when one industry substantially
expands its exports, causing a real appreciation of
the country’s currency. Named after the effects of
natural gas discoveries in the Netherlands, and
most commonly applied to effects of exports in nat-
ural resource extractive industries on manufactur-
ing.”

Source: www-personal.umich.edu/~alandear/glos-
sary/d.html
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m GDP growth in Nigeria 1999-2003 by sector (in %)
1999 2000 2001 2002 2003 AVERAGE
GROWTH
Total 04 54 4.6 3.5 10.2 4.8
Oil -7.5 111 5.2 =5.7 23.9 4.8
Non-oil 4.4 2.9 4.3 8 4.4 4.8
Agriculture 5.3 3 3.9 4.3 7 4.6
Manufacturing 3.4 3.4 7 10.1 5.7 5.9
Services 3.5 3.7 4.5 9.8 4.6 52

Source: Federal Office of Statistics

more difficult for agriculture and industry to export or
compete against imports. Box 1 summarises this effect,
which is known as Dutch Disease.

Managing Dutch Disease is a complex problem in
macro-economics, which cannot be usefully analysed
in this annex. In essence both federal and state govern-
ments have to decide how much of the oil wealth
should be spent on consumption, how much on invest-
ment and how much saved for the future, when the oil
runs out, in some form of stabilisation account. The
complexity of this issue is summed up by the fact that
some authorities suggest that there is no cure, there is
just an ‘Optimal Dutch Disease’. (see http://ideas.
repec.org/p/nst/samfok/2703.html.)

For states, the most important thing is to understand
the way Dutch Disease will affect their own economy.
Very briefly, it is likely that industries dealing in what are
called non-tradable goods will do well, because they do
not face competition from imports. Producers of trad-
able goods for export will find it difficult to compete in
world markets while those who supply domestic mar-
kets will face strong competition from imports. Services
and construction are both much less tradable. They are
likely to expand most rapidly. Manufacturing and agri-
culture, on the other hand, will feel the full effects of
Dutch Disease.

There will be a temptation to try to protect manufac-
turing and agriculture, through import bans, tariffs and
subsidies. States will need to analyse the case for doing
this very carefully. The cost to both the taxpayer and the
consumer is likely to be high and even that will not guar-
antee success. It is important, for example, to remem-
ber that import bans and tariffs will keep the Naira
exchange rate even higher and so make Dutch Disease
worse. A more positive approach might be to encour-
age the development of those sectors which are gain-
ing from Dutch Disease, services and construction, and

those sub-sectors of agriculture and manufacturing that
have a degree of natural protection. For example, farm-
ers who grow fresh produce that is particularly adapted
to Nigerian tastes do not face import competition. Man-
ufacturers who make goods that are too heavy and
cheap to make it worth transporting them long dis-
tances are also protected: cement housing blocks are a
clear example.

If anything, macro-economic policy has tended to
worsen the impact oil exports have had on the rest of
the economy. At over 25% of GDP in 2003, Govern-
ment’s share of the economy has been high. Budget
deficits financed by issuing treasury bills have crowded-
out private investment. In addition, government expen-
ditures have favoured consumption over investment. It
is expected that NEEDS will start to address these
issues.

Despite recent growth in agriculture and a relatively
small manufacturing sector, Nigeria is undergoing rapid
urbanisation: estimated at 5.3 % per annum. The
changing balance between rural and urban has a critical
impact on economic development. Although the short-
term effects can be quite negative, urbanisation is usu-
ally positive for growth and development. As the towns
and cities grow, they create markets for food and other
agricultural produce and, at the same time, they take
labour out of the rural areas. This allows agricultural
productivity and rural incomes to rise rapidly. Managing
the balance between rural and urban may prove to be a
key element in a state’s SEEDS strategy.
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2.2 Non-0Oil Growth and Poverty
Reduction

As discussed in the SEEDS Framework Manual, the
non-oil (or rather non-mineral) economy can be best
understood in terms of four sectors: agriculture, manu-
facturing, construction and services. These, in turn, can
be sub-divided between the formal sector of registered
businesses, which pay taxes and are subject to regula-
tion, and the informal, which is effectively outside the
knowledge of government. This section looks at the for-
mal part of the four sectors and the next looks at the
informal.

Agriculture remains fundamental to poverty reduction
in Nigeria. It is the largest economic sector (34.6% of
GDP) and the largest employer. Agriculture is particu-
larly important for poverty reduction for two reasons.
First, a majority of the poor live in rural areas and
depend on agriculture for their livelihoods. Second, as
the producer of basic foodstuffs, agricultural output
makes up a disproportionately large part of expenditure
by poor people. Agriculture has strong linkages to other
businesses in the rural non-farm and urban informal
sectors as well as with formal manufacturing.

The fact that agriculture is important to the poor as
consumers as well as producers, can present a policy
dilemma. For example, poor producers may benefit
from import protection to keep their prices up but poor
consumers will lose. It does, however, mean that
improved agricultural productivity is especially valuable,
because it raises producer incomes and reduces con-
sumer prices at the same time. As indicated in the pre-
vious section, farmers who grow for the domestic
market have a significant degree of natural protection
from import competition. With rapid urbanisation and
rising incomes, this domestic market is likely to repre-
sent a major opportunity for Nigerian agriculture. There
will certainly be some crops that are competitive on
international markets, but high exchange rate sup-
ported by oil exports will mean that high productivity
and efficiency will be needed.

Continuous growth from agriculture depends on mul-
tiple linkages. It will need efficient suppliers of agricul-
tural inputs and supporting services, eg tractor
maintenance; efficient traders of agricultural produce;
and, productive processors and agri-businesses to add
value to that produce. SEEDS policies to promote agri-
cultural growth need to look at all stages of this value
chain: from the manufacture of agricultural tools to the
sale of processed agricultural produce to the consumer.

Rapid urbanisation has the potential to drive agricul-
tural growth by increasing demand for food, especially
when urban incomes are growing as well. Urban mar-
kets are more complex. High income groups demand
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Box 2 The Zimbabwe Market for Tomatoes

In the 1990’s the metropolitan population of
Zimbabwe was growing at around 5%, reaching
552,000 in 2000, with some 80% in the low income
sector. In 1990, low-income demand for tomatoes
was 17,000 tonnes a year. High-income demand
was only 845 tonnes. By 2000, low income demand
was expected to be 23,000 tonnes, while high
income consumption would only reach 2,185
tonnes. The clear conclusion was that “the low
income group will continue to be the most impor-
tant in volume terms for a very long time to come
[while] higher value markets will remain limited.”

better marketing, higher quality, more processed pro-
duce and convenience. For the urban poor, on the other
hand, price is the crucial factor and the poor population
is much larger. Agricultural producers have to choose
between these two quite distinct markets and it is not
unusual to find that the poor market offers the greatest
potential just because of its size. (See Box 2).

In deciding its policies to support agriculture, a state
will need to strike a balance between the simpler mar-
kets which serve the poor and the more sophisticated
high-income markets. It is important, for example, to
ensure that industrial scale processors best adapted to
the high-income trade are not given privileges which
block the smaller entrepreneurs who process the pro-
duce of smaller farmers and sell it to poor consumers. A
typical example is grain milling, a business ideally
adapted for small operators. In the past, some coun-
tries have blocked the potential development of numer-
ous small enterprises by allowing a monopoly to one
large miller. Poor people also ended up paying more for
their flour.

Formal manufacturing accounts for only 4.4% of
GDP, after having been in decline for much of the
1990s. Nevertheless, the sector still contributes an esti-
mated 1.3 million jobs. In many cases, industries which
were originally established for import substitution,
behind tariff protection, have been unable to compete
when protection was reduced. The Dutch Disease
impact on exchange rates has added to the pressure.
More recently manufacturing has recovered - 5.9% per
annum growth between 1999-2003 — but this still partly
reflects protection: import bans on products? and low-
ering of duties on machinery and intermediate inputs.
More positively, it also reflects better credit availability,
thanks to reduced government borrowing and hence
less crowding out of private investment.
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Box 3 The Informal Sector - Two Definitions

“A common description, encompassing petty trad-
ing, self-employment, casual and irregular wage
work, employment in personal services or in small-
scale enterprises in manufacturing and services.
Those unable to find regular wage employment
swell the ranks of the informal sector, characterised
by its relative ease of entry with low capital invest-
ment requirements, and by being relatively labour
intensive and unregulated.”

Source: http://web.uct.ac.za/depts/ricsa/projects/
publicli/poverty/pov_def.htm

“Unofficial sector of underground economic activity
beyond government regulation and taxation, to
include street vendors in urban areas as well as
cocoa-growers in rural areas.”

Source: http://geoinfo.amu.edu.pl/wpk/locsc/pe_
glos.html

2.3 The Informal Sector

With a poor investment climate brought about macro
instability, low standards of governance and a high cost
of doing business, the formal non-oil sectors of the
economy have not grown fast enough to absorb the
large number of unemployed and the flow of labour into
the cities and towns. Instead the expanding urban pop-
ulation has moved into informal manufacturing and
services.

Informal activities in Nigeria have been estimated at
almost 60% of GNI (compared to a regional average of
just over 42%). Counting only those individuals that
earn their entire livelihood from informal work, the sec-
tor is estimated to employ 17 million people: roughly
half the non-agricultural work force. Urbanisation and
the slow growth of the formal sector, means that the
proportion is rising rapidly.

As the second definition indicates, traditional agricul-
ture shares the main characteristics of informality: little
regulation and taxation and low barriers to entry. Added
to this, the rural non-farm economy, an increasingly
important sector and crucial for rural development, is
typically dominated by informal activities.

It is important to distinguish the perfectly legitimate
activities of most of the informal sector from “unofficial
earning strategies”, in other words activities that are ille-
gal: tax evasion, avoidance of regulations, and outright
crime and corruption.

Some see the informal sector as a necessary evil,
one where businesses add little value: such as petty
trading, catering and personal services. These are sur-
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vival businesses, competing in limited markets for low
profits and meagre incomes. However, there is an alter-
native point of view, which is to see the informal sector
as a breeding ground for enterprise. To support this,
Box 4 shows how two of the UK'’s largest retailers both
have their origins as small street traders, over a century
ago.

The importance of the informal sector is now widely
recognised. However, there are few clear policy recom-
mendations on how governments should deal with it.
Some governments treat it with suspicion, as a haven
for tax avoidance and even criminality. It is important to
recognise, however, that a large informal sector may
also indicate that many honest workers and business-
men do not trust government. If regulations are arbitrary
and expensive and if they do not help small businesses,
then they will do everything they can to stay outside the
formal economy.

Ultimately, it must be government’s aim to see infor-
mal enterprises grow and join the formal economy and
it is true that micro-enterprises employing up to 10 per-
sons account for all but a few per cent of the total num-
ber of registered businesses in Nigeria. However, they
have a high rate of failure in their first year of operation,
as is common in the rest of the world. Those that sur-
vive find it difficult to progress to become small enter-
prises, employing up to 100 employees. Even fewer
make it to the next, medium stage of between 100 and
300 employees. With many micro-businesses and a
number of very large companies, including multi-nation-
als, there is little in between.

Box 4 Penny Stalls to Billion Pound Profits

Tesco, which traces its origins to a market stall
opened 82 years ago in London’s East End, was
Britain’s No. 2 supermarket chain in the early 1990s,
trailing behind J Sainsbury PLC. But Tesco surged
ahead of Sainsbury in the mid-1990s by raising
quality even as it stressed low prices.

Marks & Spencer - Michael Marks, a Russian
Jewish refugee, first set up a stall in Leeds market
place selling homewares under the slogan ‘Don’t
ask the price, it's a penny’. By 1900 he and his part-
ner were operating 24 stalls and 12 shops, mainly in
the Midlands and north of England.
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3 A SITUATION ANALYSIS

To decide their SEEDS strategies for economic growth,
state governments will need to understand the way the
economy of their state is working. This section sets out
a number of tools to help do that. The first, Sub-Sector
Mapping, is designed to help understand a particular
industry in all its aspects. The second looks at some dif-
ferent types of economic sector and the third at the
nature of the business environment in the state. The last
section review a group of methodologies designed to
help promote growth under the heading Local Eco-
nomic Development.

3.1 Sub-Sector Mapping

Government’s policy for economic growth should be
built around an understanding of the potential of the dif-
ferent sectors and sub-sectors, to grow and contribute
to poverty reduction. Detailed work is required to under-
stand: (i) who are the participants in the sub-sector; (i)
the numbers of participants; and (i) and functions they
play in its development.

The Sub-Sector Mapping approach adopted by SNV,
the Dutch Development agency, develops a picture of a
sub sector by examining the key actors and how they
are linked to each other. The following sections are
adapted from SNV’s Reference Guide on Business
Development Services. (http://www.snvworld.org/cds/
rgBDS) The approach helps identify and develop
appropriate strategies for each sub-sector:

Understanding Identifying Defining strategies

Although understanding the current situation will be the
most time consuming part of this exercise, it will have
considerable pay-off in terms of identifying and devel-
oping more effective strategies. Understanding cannot
be undertaken in isolation, and there will be need to talk
to a number of actors: producers, entrepreneurs,
traders, processors, their clients and other institutions.

The figure below shows a basic Sub-Sector Map for
a model bicycle industry using the following symbols in
the legend.

This map is far simpler than reality and every sub sec-
tor has its own characteristics, different approaches to
production and so on. Every map will be different. The
only certainty is that products go up the map in the
direction of the arrows, and money goes down in the
opposite direction. A slightly more complex map might
show a number of intermediaries between, for example,
tomato growers and their input suppliers, a factory pro-
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ducing tomato juice and concentrate and various differ-
ent wholesalers and retailers who sell to the consumer.
To add a further dimension, the different markets the
growers sell to would have to be included: for fresh
consumption as well as for processing.

The next figure maps how goods can reach the con-
sumer through more than one channel:

1 producers sell to a few wholesale companies in
town. Rural retailers come to town and buy from
these wholesalers to sell it to their rural clients.

2 urban retailers buy directly from the producers and
sell the product to the public in general

3 consumers buy directly from the producer.

Figure 1. Sub Sector Map of the
bicycle industry

consumers

consumers buy
bicycles in shops

retailers

wholesalers sell to
retailers

wholesalers

manufacturers sell
to wholesalers

bicycle

manufacturers
manufacturers buy
parts

parts

suppliers

The figure shows a basic Sub-Sector Map for a
model bicycle industry using the following symbols:

An actor in the value chain delivering
goods to end-users

Agroup of end users (consumers)

An outlet: a market or a shop end users
buy the product

The flow of goods through the value
chain
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Figure 2. Different consumers channels

consumers

retailers

wholesalers

bicycle

o«

consumers buy
directly from
producers

retailers buy
directly from
producers

manufacturers

parts
suppliers

These different channels reflect the characteristics of
different groups of consumers. Some producers may
only use one channel but others may use all three: i.e.
there may be a few who sell to the wholesalers only and
others who only sell to retailers.

Drawing a sub-sector map is just the start. The real
analysis is to understand how each channel works and
what can be done to help them become more efficient.
It is important that government should not assume that
only one group of actors in the chain is important or only
one channel. There is often a temptation to consider
that traders — wholesalers and retailers — exploit pro-
ducers and to try to change the whole system to cut out
these middlemen. In other words, to favour only Chan-
nel 3. It is certainly possible that middlemen seek to
exploit their producers but it is more common to find
that the two groups need each other and that the mid-
dlemen provide more services than is recognised. For
example, they often carry a significant market risk and
bear the major burden of arbitrary regulation, poor
transport and other barriers to trade.

3.2 Different Types of Sector

It is useful to classify economic sectors according to the
client served so as to be clear on the different issues
affecting each. There are four major groupings:

e Enterprises serving the consumer. Consumer
markets can be subdivided into Urban High Income,

Urban Low Income and Rural areas. With very
different income profiles in each of these sectors,
both the potential for growth and the ways in which
large and small enterprises can participate are
equally different. These markets offer some of the
greatest potential for small and micro enterprises: the
hawkers and traders of urban markets being the
outstanding example.

¢ Enterprises serving big business. Where there are
large-scale formal sector enterprises, there is
potentially a large market for other enterprises to
supply them, as described in Box 7 on Nigeria
Breweries. Helping small businesses to meet the
more demanding standards of larger companies will
be crucial. (See Box 8 on Nnewi vehicle parts.)

e Enterprises serving export markets. As discussed
above, these face particular difficulties in Nigeria and
this may a more limited market. Once again quality
and standards will be crucial.

¢ Enterprises serving Government. With Government a
very major part of the economy, and considering the
possibility of privatisation and contracting out, this
may be an important sector.

Standard LED approaches tend to give the emphasis to
the second and third of these four sectors, supplying
big business and export markets. The choice of loca-
tions for planned economic nodes tends to reflect the
same emphasis. Nevertheless, there are reasons to
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suggest that the other two sectors are at least as
important in Nigeria. Development of the urban con-
sumer market will help the poor as consumer as well as
producer and the sheer size of the urban population
makes it a very important market, even if incomes are
low. (See Box 2 on tomatoes in Zimbabwe and Box 5
on telephone services in South. Africa.)

The Zimbabwe case study leads to the question of
appropriate standards. It is easy to believe that better
marketing, in the first world meaning of that word, is the
only option. However, these standards are specifically
designed to meet the needs of consumers with
extremely high incomes, for whom attractive appear-
ance and a single level of ripeness are at a premium. For
the poor, price is far more important and, for those who
have no refrigerator, it can even be a benefit to have a
mixture of different ripeness. And this is the third reason
for emphasising the national consumer market, the
technical and other barriers to entry are far lower.

When advising SMME producers of consumer
goods, all too many projects have emphasised the
need to ‘add value’ by grading and improved packag-
ing when this is to misread the true potential of the dif-
ferent markets.

Box 6 on Operation Flood in India is another illustra-
tion of how the low income consumer sector can pro-
vide major opportunities for economic growth, while
offering substantial consumer benefits at the same
time.

Box 5 Cellular Phone Services in South Africa

Imposed as part of its licence obligations,
Vodacom’s Community Services have helped some
of the country’s most disadvantaged citizens. The
service’s franchised phone-shop concept is provid-
ing much needed telephone and free emergency
services and empowering black entrepreneurs and
providing new employment.

The phone-shop gives an entrepreneur a ready-
made telephone bureau, which makes enough rev-
enue for a stand-alone business. It consists of
transportable steel container with 5 or 10 phone
booths and a utility counter. Initially voice telepho-
ny, the service now includes fax and data facilities.

By April 2001, Vodacom had 1,315 operators with
2,237 phone shop units covering all nine provinces
in South Africa. The service’s importance is obvi-
ous. People in disadvantaged areas are making
over 90 million minutes of calls. 40% of the fran-
chisees are women, who are seen as pioneers of
telecommunications technology.
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Box 6 Operation Flood

Launched in 1970, Operation Flood has helped
Indian dairy farmers to direct their own develop-
ment. A National Milk Grid links milk producers with
consumers in over 700 towns and cities, reducing
seasonal and regional price variations while ensur-
ing that the producer gets a major share of the con-
sumers’ rupee. Per capita availability of milk
increased from 132gm per day in 1950 to over
220gm per day in 1998.

The bedrock of Operation Flood has been village
milk producers’ co-operatives, which procure milk
and provide inputs and services, making modern
management and technology available to members.
Through enhanced production and a strong market-
ing network, dairying has emerged as an important
source of employment and incomes in rural areas.
Source: World Bank Report 1997

3.3 The Business Environment
Figure 3, also taken from SNV, summarises the many
different factors that form the overall business environ-
ment for any enterprise. At the centre of the figure are
the enterprises themselves and the issues that concern
them most directly: their customers, the technology
they use, their raw materials, the labour force and finan-
cial aspects of their functioning.

The factors outside the circle are those which affect
the enterprise’s performance but which are entirely out-
side their control:

e Government Policies: what overall policies the state
government sets which affect the business and its
sub-sector;

e Regulation: the many different licensing and other
rules that government —both state and local — apply
to the enterprise and the costs of meeting those
rules;

e Government Services: the quality of basic
infrastructure and utilities (roads, electricity, water,
etc) and the cost of the service, including indirect
costs such as high transport charges and delays
because roads are in bad condition. Security and
market regulation are both services that government
should provide to business. Protection against theft
and fraud is crucial and government must also
ensure that contracts are enforced and quality
standards are met;
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Figure 3 The Main Components of the Environment Effecting Enterprises
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e Support Services: It is not an obligation on
government to provide financial and business
development services, still less to support groups
lobbying on behalf of business. Nevertheless, these
are important aspects of the business environment. If
they are not functioning well, government may need
to encourage their development.

A careful analysis of these different factors and the way
they affect each of the major sectors and sub-sectors in
the state will allow government to see how it can best
act to promote private enterprise and encourage the
growth of the state economy.

Box 7 is an illustration of how relatively straightfor-
ward actions by a state government can attract major
investments. The potential linkages that some of these
large-scale enterprises have with local economy are
highlighted in the following example and its impact on
jobs and State government revenues.

A large industry, like Nigeria Breweries in Enugu, can
help a number of other supporting firms to develop as
its suppliers. Experience worldwide has also shown that
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Adapted from: http://www.snvworid.org/cds/rgBDS

a group of small to medium businesses working
together can help themselves in the same way. These
geographic ‘clusters’ have been formed around the
manufacture of cutlery in Pakistan, textiles in Colombia
and leather and tiles in Italy, among many other exam-
ples. Many governments seek to support the develop-
ment of these clusters and Box 8 shows a Nigerian
example of a cluster.

“DOING BUSINESS”
A special set of techniques has been developed to
analyse and compare the business environment
throughout the world. This ‘Costs of Doing Business’
approach surveys a set of business benchmarks to
assess how competitive one country’s regulations and
business procedures are in relation to all other coun-
tries. The table to the left shows the seven benchmarks
and how different ways of improving things have been
adopted all over the world. (See:http://rru.worldbank.
org/DoingBusiness)

“It takes 153 days to start a business in Maputo, but
2 days in Toronto. It costs $2,042 or 126% of the debt
value to enforce a contract in Jakarta, but $1,300 or
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Box 7 Developing the Business Environment Box 8 Vocational Training at the Nnewi Cluster

Nigeria Breweries evaluated sites in a number
states for a new brewery. Adequate spring water
and proximity to major roads were important, but it
was support from the State Government of Enugu
which decided the result. By simplifying the process
of allocating land, by constructing a by-pass road
and by helping to win the support of the local com-
munities, government was able to persuade Nigeria
Breweries to chose Enugu.

The AMA Greenfield Brewery was commissioned
in 2008. It is the largest brewery in Africa, producing
1.8 million bottles of beer a day and employing over
250 staff. Local businesses providing security,
cleaning, transport and catering to the brewery
employ 2,000 more. Other state businesses have
expanded to supply bottles, crates and packaging
materials and a local machine fabrication industry
has developed. Agricultural trade has increased to
supply of grains to the brewery. Local communities
have been provided with basic infrastructure such
as boreholes, while the State customs service
obtains 95% of its revenue from the brewery.

5.4% of the debt value to do so in Seoul. It takes 21
procedures to register commercial property in Abuja,
but 3 procedures in Helsinki. If a debtor becomes insol-
vent and enters bankruptcy, creditors would get 13
cents on the dollar in Mumbai, but more than 90 cents
in Tokyo. Borrowers and lenders are entitled to 10 main
types of legal rights in Singapore, but only 2 in Yemen.”®

That statement, from the World Bank’s latest review
of the worldwide business environment sums up how
important efforts to improve the business environment
will be for meeting the SEEDS objective of promoting
private enterprise.

State government’s may wish to consider commis-
sioning a formal Costs of Doing Business Survey to
review the current situation and identify key areas for
improvement.

The Doing Business approach is focussed on the for-
mal sector. It will be important to look at innovative ways
to extend its principles to the informal sector. Contract
enforcement is an example; where less formal proce-
dures such as Third Party Arbitration might best suit
smaller, informal enterprises.

Nnewi is a recognised West African centre for auto-
mobile and motorcycle spare parts. Diverse tech-
nologies such as metalworking, rubber and plastics
are used by some ten medium to large firms and 50
smaller enterprises in one quite small area. There
are also approximately 500 one to two-man work-
shops refabricating parts, as well as numerous
retailers and wholesalers.

Nnewi now has a large workforce with experience
in vehicle assembly and repair. Most of them have
learnt on the job and quality varies, as do the skill
levels of the labour force. There is no university or
technical school and the industry is keen to devel-
op a recognised qualification certifying a small
firm’s completion of skills and quality assurance
courses.

This could be used by the small companies as a
sales tool to convince larger customers of their
qualifications, at the same time that the larger com-
panies could require the certificate as a condition of
future supply relationships.

3.4 Local Enterprise Development
“LED is a participatory development process
to create decent jobs and stimulate economic

activity” ILO*

Local Enterprise Development is used to describe a
group of methodologies designed to promote private
enterprise and economic growth. It is an approach
which recognises that increased GDP and profits are
not enough; development must also bring jobs and
other forms of livelihood, better earnings, a better stan-
dard of living, and greater social equity and empower-
ment.

A standard summary from the World Bank states that
“LED is the process by which actors within communi-
ties work collectively with public, business and non-
governmental sector partners to create better
conditions for economic growth and employment gen-
eration.” It goes on to say that “LED is done as a part-
nership between economic actors and the local
government.”

Creating a real partnership is not easy. Economic
actors may mostly look to government for protection
and subsidy. Government, on the other hand, must
retain its responsibility to regulate the way business
works: to protect employees, the consumer and the
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m Simple solutions and where they have worked

PRINCIPLES OF GOOD REGULATION

Starting a
business

Registration as an administration process: Canada, Chile, Italy, Serbia and Montenegro
Use of single identification number: Belgium, Estonia, Morocco, Turkey

No minimum capital requirement: Botswana, Ireland, Tanzania, Thailand
Electronic application made possible: Latvia, Moldova, Sweden, Vietnam

Hire and firing

Long duration of fixed-term contracts: Austria, Costa Rica, Denmark, Malaysia

workers Apprentice wages for young workers: Chile, Ecuador, Finland, Tunisia
Redundancy as grounds for dismissal: Armenia, Botswana, Lebanon, Russia
Moderate severance pay for redundancy: Finland, Madagascar, Namibia, Uruguay
Registering Consolidate procedures at the registry: Lithuania, Norway, Thailand
property Unify or link the cadastre and property: Australia, Netherlands, Slovakia
Make the registry electronic: ltaly, New Zealand, Singapore
Complete the cadastre: Austria, Czech Republic, Denmark, Ireland
Enforcing Summary proceedings for debt collection: Bosnia and Herzegovina, Finland, Lithuania, Philippines
contracts Case management in courts: India, Malaysia, Slovakia, United States

Appeals are limited: Botswana, Chile, Estonia, Greece
Enforcement moved out of court: Hungary, Ireland, Netherlands, Sweden

Getting credit

Legal protections in collateral law: Albania, New Zealand, Slovakia, United States

No restrictions on assets for collateral: Australia, Singapore, United Kingdom
Sharing of positive credit information: Germany, Hong Kong (China), Malaysia
Data protection laws to ensure quality: Argentina, Belgium, United States

Protecting
investors

Derivative suits allowed: Chile, Czech Republic, Korea, Norway
Institutional investors active: Chile, Korea, United Kingdom, United States

Disclosure of family and indirect ownership: Denmark, Sweden, Thailand, Tunisia
Public access to ownership and financial data: Germany, Poland, South Africa

Closing a
business

Foreclosure focus in poor countries: Armenia, Kenya, Nepal, Paraguay
Specialized expertise in the courts: Colombia, India, Latvia, Tanzania

Appeals are limited: Australia, Estonia, Mexico, Romania
Administrators are paid for maximizing value: Denmark, Japan, Jordan, Malaysia

Source: Doing Business database

environment. For that reason, some tension between
the members of this partnership is inevitable.

The diversity of the private sector can be a problem in
itself. Large formal businesses may have different inter-
ests from the smaller companies and particular difficulty
arises where many economic actors are in the informal
sector where, for various reasons, they may be reluc-
tant to work with government. In some states, strong
business associations and chambers of commerce rep-
resent numerous large commercial enterprises. In oth-
ers, such few associations as there are represent small
groupings of relatively weak companies.

The World Bank Quick Reference guide to LED®
presents a relatively intensive Five Step Strategic Plan-
ning Process aimed at developing an ‘holistic strategy

to provide a competitive local business environment
and stimulate the growth of local firms.” At the other
extreme is the simpler approach advocated as PACA -
Participatory Appraisal of Competitive Advantage.” This
explicitly rejects the need for strategic planning: “What
sense does it make to gather an enormous amount of
data ... if local actors do not believe in the possibility of
action or if they have no experience in LED activities or
if local organisations are weak or if they are frag-
mented?”

When selecting economic strategies for SEEDS,
states may well wish to find the most simple approach
possible so a position more at the PACA end of the
scale may be appropriate at least to start with.

Whichever approach is adopted, the objective
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remains the same, to strengthen the state economy’s
ability to compete. A community’s comparative advan-
tage depends on its natural resources and the abilities
of its people. Its competitive advantage depends on
how well the community works to develop those
resources and abilities. In other words, real advantage
needs a coordinated effort by the community to build
on its opportunities; and this is the process described
as Local Enterprise Development.

Real competitive advantage will be reflected not just
in the success of existing businesses in a state but also
in the rate at which new enterprises are established
and, especially, its ability to attract inward investment.
As the Nigeria Breweries example in Box 7 illustrates,
the states of Nigeria will find themselves in competition
with each other for markets for their own produce and
for inward investment. The states which make most
progress with LED will win this race.

All LED approaches focus on two points: ensuring a
real partnership between government, business and
civil society and a carrying out a realistic analysis of the
region’s competitive advantage. These could well be
taken as the starting points for a SEEDS programme to
promote private enterprise and economic growth.

There are many ways in which a community can
strengthen its business environment:

e ‘Hard Infrastructure’ investments, e.g. in transport,
power supplies and so on.

e Access to resources, especially development land.
Investments in Human capital to develop skills.

¢ Regulatory reform to develop the ‘Soft Infrastructure’
which determines how business must operate.

¢ Provision of business services: research, training,
consultancy.

e Provision of financial services.

e |nvestment promotion.

Each of these is briefly considered below.

Hard Infrastructure
Decisions to make major investments in infrastructure
require detailed technical and economic feasibility stud-
ies; analysis which goes beyond the scope of this
annex. It is important to note, however, that the eco-
nomic case for such investments must not be over-esti-
mated. If a state’s industries are fundamentally
uncompetitive, then a new road or an international air-
port cannot change that. Instead the capital and recur-
rent costs of infrastructure that is not fully used will
become a long-term burden.

This can be an area which tests the partnership
between government and the private sector; where the
LED partnership of a state or a particular region within it
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identify a major infrastructure need and lobby govern-
ment for it, even though the cost-benefit balance is not
truly positive.

Access to Business Resources

Access to development land can be a key element in
LED. Conversely, restricted access can be an important
barrier. Land tenure is always a sensitive issue, espe-
cially if ownership rights are not fully registered.

Access to the land itself is only a start. To be useable
for development, the land must have good transport
links and proper services: electricity, water and tele-
phones. The provision of fully serviced development
land is a major element in most modern sector LED
programmes.

It will be important to tailor the land that is offered to
the needs of the business community. In parts of some
states, there will be demand for high quality land for
modern office and manufacturing units. Elsewhere,
smaller and simpler facilities for SMMEs and informal
sector entrepreneurs may be more appropriate.

Investments in Human Capital

This can be one of the most important areas for LED.
With high levels of unemployment, especially among
young males, and a relatively low level of education,
developing the skills needed for formal sector employ-
ment will be essential for both economic growth and job
creation. Innovative approaches will be essential. Young
adults are unlikely to be willing to return to formal edu-
cation and it would be very expensive to try to provide
it.

An example of the kind of innovative approach that
may be needed is the Recognition of Prior Learning
Project funded by the European Union in S. Africa. This
sought to redress the fact that under apartheid, African
construction workers were denied formal training
despite their proficiency and experience. The project
arranged for those informal skills to be assessed and
formally certified through the Building Industries Training
Board’s centres. Such an approach might well suit the
Nnewi vehicle parts cluster described in Box 8.

In the following paragraphs, we discuss different
models for the funding of LED activities, including
demand-led approaches such as voucher schemes.
Skills development and human capital development
may be an appropriate area for this.

Social Capital: The Soft Infrastructure

Studies in S. Africa, which has a strong LED pro-
gramme, have emphasised the need to look beyond
services designed to make markets work for a particu-
lar SMME. Instead, it is necessary to improve the envi-
ronment to allow all SMMEs to integrate themselves
better into the market: “donor interventions aimed at



linkage development are not addressing the underlying,
central problem of market development.”

LED needs to pay particular particular attention to the
way market institutions work, especially for the smaller
traders and entrepreneurs of the informal sector. This
includes:

e | egislation and regulation. Regulation must protect
the consumer and the general public. On the other
hand, if it imposes excessive costs on businesses, it
may make them uncompetitive or even become an
outright barrier to business development. A typical
finding is that “A brief survey of most local
governments reveals a large number of complex,
badly managed, expensive and unnecessary
business registration systems."®

e Licensing requirements, can be a significant barrier,
especially if they are not revised to keep up with rapid
economic change. Studies from the late 1990s
showed that it was difficult for small grain millers to
get licenses to operate and for African traders to
enter urban markets for fruit and vegetables.

e Standards. Globalisation has greatly increased the
pressure to apply standards at every level from the
WTO downwards.

e Contracts. All markets depend on a contract
between buyer and seller and the nature of the
contract required can be a major barrier to market
entry. Whether it is just a handshake or a complex
document, contracts have to be based on trust and
a perceived lack of trustworthiness can be the
biggest barrier of all to market entry.

In societies that are developing rapidly but unevenly, tra-
ditional relationships can be weakened. Where they are
not replaced by markets that work fairly and transpar-
ently, a failure of trust may mean that the “the poor see
no benefit from investing in enterprises or in their own
education. Unless this loss of social capital can be over-
come, attempts to redistribute wealth may prove
unsustainable.” This absence of trust has two sides.
The poor do not trust the markets to support their
enterprises. At the same time the market, in particular
the formal sector market, does not trust the poor to
provide an acceptable service or product.

Market institutions are vital to overcome this lack of
trust. Market regulations and licenses are designed to
assure the buyer that the seller is trustworthy. Stan-
dards provide the assurance that the goods are as
required. Contracts are the basis for trust between
buyer and seller. Over a number of years, international
agencies have sought to promote market deregulation
as a key element in economic development. This rec-
ommendation fails to recognise that regulation is critical
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to the trust on which markets depend. Appropriate reg-
ulation is what is needed for market development, not
deregulation.

An example helps to clarify the point. Where a group
of poor producers have difficulty in entering a particular
market. It is essential to analyse whether this is because
the requirements for entry are inappropriate or, alterna-
tively, because the producers cannot meet the require-
ment. In the first case the correct response is to revise
the regulations. In the second, the solution is to help the
poor producer to improve his qualifications so as to
meet the acceptable level. Which comes back to the
issue of trust. For poor producers it is particularly diffi-
cult to convince buyers that they are trustworthy: that
they will deliver on time, that their produce is up to stan-
dard, that their credit is good and so on. It is notable,
therefore, that one of the few factors in the poverty
analyses which does appear to improve the chances of
winning and keeping employment is membership of a
credit scheme. In essence, a social capital investment
in building a reliable credit record spills over into other
areas.

Business must also comply with a range of non-eco-
nomic regulations, for example on health and safety
and environmental protection. In some cases these can
be a substantial obstacle to business development.
Resolving specific regulatory issues of this kind to be an
important part of an LED programme.

The lack of social capital also has a harder side,
especially in the informal sector. A typical description of
an African informal sector reads: “Most SMMEs
encounter serious risks on a daily basis. Taxi owners
risk being killed by rival taxi owners, public telephone
huts and hair salons risk theft of equipment ....... And
since SMMEs operate almost entirely on a cash basis,
they all face a constant risk of robbery.”

Business Development Services
Business Development Services (BDS) have always
formed a central part of LED programmes, starting in
Europe where they were part of efforts to develop
poorer regions and overcome the aftermath of major
industrial restructuring.

Because of their importance, BDS are discussed
separately in the next chapter.
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Financial Services

Nigeria has an extensive formal banking sector
although it has not always been able to make credit
widely available to business. Inevitably the informal sec-
tor has had little or no access. One aim of LED might be
to help informal enterprises to register so that they have
easier access financial services. Even then, many will be
too small and have too little collateral to qualify for for-
mal credit. This is a complex area and credit is rarely the
most important obstacle to business expansion. Never-
theless, micro-finance may be a useful component of
SEEDS.

There is not room here to discuss this in detail but it is
important to note the importance of looking at all finan-
cial services, not just credit. For many small, informal
businesses, safe and affordable payment and money
transfer services, insurance and savings products are
all at least as important as credit.

Investment Promotion

There is a risk of seeing investment promotion as the
principle aim of Local Enterprise Development, or at
least the best measure of its success. This would be a
mistake. Foreign investment is just one among a num-
ber of ways to promote private enterprise, economic
growth and employment. Government needs to be on
its guard against giving unnecessary and expensive
incentives to the foreign investor and to check always
whether there is not a cheaper, Nigerian way to get the
same result.

The nature of the foreign investment must also be
considered. Experience in central and eastern Europe
has shown that there must be clear linkages with the
state’s economy as a whole and that the competitive
environment which attracts it must be open to all.
Investment just in a special competitive ‘development
zone’ means that it develops as an island and not as a
driver of the regional economy as a whole. Box 9
emphasises this point.

Foreign investment can also be very footloose, mov-
ing on rapidly once the incentive period is over or when
a new, even cheaper manufacturing base becomes
available.

Provided safeguards are in place to assess the quality
and value of foreign investment proposals, there
remains no doubt that promoting foreign investment
may well be an important part of a state’s SEEDS.
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Box 9 Cathedrals in the Desert

These initiatives may attract the desired inward
investment to the node, but profits will tend to be
repatriated rather than invested in the area and its
ongoing success continues to depend on invest-
ment and finance decisions taken far away.
Moreover, the ‘trickle down effect’ from large invest-
ments into the surrounding economy has in most
cases been very limited, leading to what has been
described as ‘cathedral in the desert’ model of
development (Grabher 1997). By reinforcing and
establishing significant sections of a nodal econo-
my on links with the surrounding area, development
can be embedded and these risks can be min-
imised.

Grabher G. and Stark D. Restructuring Networks in
Post-Socialism, OUP, Oxford 1997.

4 BUSINESS DEVELOPMENT
SERVICES

“Business Development Services refers to the
wide range of services used by entrepreneurs
and businesses to help them operate
efficiently and grow their businesses with the
broader purpose of contributing to economic
growth, employment generation, and poverty
reduction. Activities are diverse and include
fair trade marketing to rental of mobile
phones, from entrepreneurship and technical
training to the publication of trade
magazines.” OECD 2003

This chapter examines the tools that State govern-
ments can use to promote micro, small and medium
enterprises (MSMEs). It highlights what Business
Development Services entails, latest thinking and
approaches to support local enterprises and examples
of how these approaches are being applied to a Niger-
ian context.
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m Types of Business Development Services

BDS CATEGORIES

Market access

Infrastructure

Input supply

Training and technical assistance

Technology and product development

Alternative financing mechanisms

4.1 What Do Business Development

EXAMPLES OF SERVICES

Marketing business

Market linkages

Trade fairs and product exhibitions
Market information

Marketing trips and meetings
Market research

Packaging

Advertising

Storage and warehousing
Transport and delivery

Information through print, radio, TV
Internet services

Computer services

Secretarial services

Linking MSMEs to input suppliers
Facilitating the establishment of bulk buying groups
Information on input supply sources

Mentoring

Feasibility studies and business plans
Exchange visits and business tours
Management training

Technical training
Counselling/advisory services

Legal services

Financial and taxation advice

Quality assurance programmes

Equipment leasing and rental

Dissemination of information to manufacturers about technologies
developed or adapted elsewhere

Development of alternative inputs (raw materials or energy sources)

Invoice discounting etc
Equity financing
Facilitating supplier credit

opment services that are now offered to MSMEs. This

Services Entail?

Business development services are designed to help
MSMEs to increase profits by improving their productiv-
ity and accessing higher value markets. In the past,
most emphasis was given to the constraints of individ-
ual firms — their lack of a skilled workforce and technical
capacity. More recently, a broader range of services has
been offered, for example marketing and market infor-
mation, with the aim of giving MSMEs access to serv-
ices usually enjoyed by only larger firms. It now even
includes “infrastructure” support9, for instance in trans-
port and delivery, storage and warehousing, etc.

Table 3 highlights the broad range of business devel-

table has been adapted from the Small Enterprise Edu-
cation and Promotion Network, “SEEP Guide to Busi-
ness Development Services and Resources”. More
detailed information can also be found at the SEEP
website: www.seepnetwork.org/bdsguide.html
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Figure 4 Approaches to BDS
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4.2 Approaches to BDS Provision

In the past, the public sector has led the provision of
BDS. Governments, often with donor support, under-
took enterprise needs assessments and, based on the
outcome, arranged a predetermined programme of
capacity building. Sometimes NGOs and others were
contracted to deliver the programme. These
approaches often focused on one institution and
allowed MSMEs to acquire services free or at very low
costs, as highlighted in the following diagram.

There were serious drawbacks to this supply-driven
approach. It did not support the development of an
active market in BDS - i.e. numerous competitive BDS
suppliers who sell a wide range of services to large
numbers and types of enterprises. Rather the pro-
grammes crowded out private sector service providers.
Top-down needs assessments meant that services
were not adapted to the real needs of business. In addi-
tion because the programmes needed continued fund-
ing often from donor / government sources to maintain
their level of service, they were rarely sustainable. Given
the limited funds that were available for BDS activities,
interventions tended to service only a small proportion
of MSMEs and hence often had limited impact.

“The goal of market development
interventions is for a large proportion of Micro,
Small and Medium Enterprises to buy the
BDS service of their choice from a wide
selection of products offered (primarily) by
unsubsidized private sector suppliers in a
competitive and evolving market”.  ILO 2003

In light of these failings, a new market development
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approach to BDS delivery has been developed over the
past five years. This new approach places emphasis on
developing unsubsidised private sector suppliers of
BDS programmes that are suitable and relevant to
MSMEs, with a cost structure appropriate for this mar-
ket rather than driven by government / donor funding.

Table 4 highlights the differences between traditional
interventions and market development interventions.

4.3 Tools for developing BDS
interventions

The sub-sector analysis undertaken as part of develop-
ing the economic growth component to your SEEDs
would have: helped identify opportunities available and
constraints faced by MSMEs. If it appears that BDS
may be needed, then it will be necessary to decide
what services should be delivered and how. The follow-
ing describes the basic steps required.

There are: two: a market assessment; and identifying
the interventions. This process takes time and requires
the collection of additional data. The following is
adapted from A. Miehlbradt “Guide to Market Assess-
ment for Programme Design, A FIT Manual, Interna-
tional Labo Jr Organisation”, 20021°:

Conducting a Market Assessment
Three things need to be examined: demand, supply
and transactions:

Demand:

e What types of MSMEs are using the particular
service ? What types are not ?

e How aware are the MSMEs about the service ? Do
they understand the benefits of the service ?
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Table 4 Comparison between traditional and market development BDS

Vision

Objective

Starting point

Point of intervention

Duration of involvement

Subsidies

TRADITIONAL INTERVENTIONS

A non-profit or government organisation
provides BDS to MSMEs

Provide quality services that MSMEs
can afford

Diagnosis of needs, surveys

Direct provision through a single local
institution

Donor/State-funded programmes must
continue if services are to be available
to MSMEs

Support free or low cost services to
clients (MSMEs). Justified in the long
run as MSMEs can’t be expected to

MARKET DEVELOPMENT INTERVENTIONS

A sustainable, primarily private sector market
made up of competing suppliers selling a
wide range of quality services to MSMEs

Encourage others to provide quality services
to MSMEs on a commercial basis

Assessment of the market (demand, supply,
potential)

Facilitate, regulate and develop products for
and work with more than one supplier

Temporary — withdraw as markets develop

Support assistance to suppliers or temporary
grants to clients. Justified in the short run if
market development impact outweighs

pay full costs

Source: International Labour Organisation 2003

Supply:

e \What types of suppliers of BDS services currently
exist?

¢ \What range of services are currently available ?

¢ \What substitutes do MSMEs use for the particular
BDS service ?

Transactions:
e How big is the market for the particular service ?
e How are the services delivered —i.e. do MSMEs pay

Box 10 Embedded Services

Traditionally, much of the BDS to MSMEs has been
provided through ‘embedded’ services. This occurs
when a buyer of MSMEs products or a seller of
inputs to MSMEs also provides them with services
as part of their transactional relationship For exam-
ple within the construction industry in South Africa,
pipe suppliers often provide on site advice to
MSMEs on laying and handling of pipe fittings. The
pipe suppliers provide these services because it
makes good business sense to do so as poorly fit-
ted pipe work will affect their brand and ultimately
reduce demand for their products within the build-
ing sector.

market distortion

a fee for the service ? Is it included as an embedded
service (see Box 10 below) - For example a larger
wholesaler of horticultural products could inform
medium and small scale traders of the grades
required by local supermarkets and what this means
in terms of fertiliser and pesticide use. This
information in turn could be passed on to farmers in
the form of extension advice.

e \What prices are MSMEs currently paying for the
service ?

There are a number of tools that can be used to collect
the data the most straightforward of which can be
through secondary sources of information and inter-
views with key stakeholders, namely BDS providers,
MSMEs, and other suppliers to MSMEs. The strength-
ens of this approach is that it is relatively quick, usually
inexpensive and can be integrated into the sub-sector
analysis. However, it may only provide a partial picture
of the market given the limited number of interviews.
Other tools such as consumer surveys, supplier inter-
views could also be considered. More details of these
techniques are available at the ILO website.

There are also a variety of tools that have been devel-
oped to draw conclusions from the data collected. They
can be fairly simple such as the example grid below to
complex experimental tools to identify gaps between
demand and supply?.
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W Identifying gaps between demand and supply

DEMAND
STRENGTHS MSMEs are aware of the services
Word of mouth advertising is strong
WEAKNESSES MSMEs have limited understanding of

services

Free services provided by donors are
decreasing willingness to pay

Identifying Interventions

Identifying appropriate market development strategies
to address certain problems or opportunities is a chal-
lenging task. It requires an understanding of the market
and creativity to develop strategies and interventions.
For instance if MSMEs are too risk averse to try a partic-
ular BDS service, it may be possible to introduce a
voucher scheme, allowing them to purchase the serv-
ices they prefer from the service provider of their choice.
A matching cash payment, however nominal, may also
be considered. Registered BDS providers including
training institutes with pre-approved courses could
receive the voucher and the cash payment with the
voucher becoming redeemable provided that students
fulfil attendance requirements.

Subsidies that directly reduce the cost of the service
are likely to distort markets more than subsidies for pre
and post delivery activities as highlighted in the diagram
below

SUPPLY
Suppliers for service exist

Suppliers have the capacity to help businesses
solve their problems

Service products are inappropriate
Marketing is poor

Supplier behaviour is distorted by subsidies

Pre-delivery activities include product development,
test marketing, capacity building within BDS providers,
and awareness raising, whilst post delivery activities are
often related to the gathering of consumer feedback.

The following taken from the SEEP Guide to Business
Development Services and Resources, 2001 provides
some examples of the types of interventions that can be
developed to overcome specific market problems.

4.4 BDS in Nigeria

This section notes two examples of BDS interventions
that might suit Nigerian circumstances. Some of these
activities are already being undertaken, with support
from international donors.

The first concerns the supply of agricultural inputs.
Few farmers in Nigeria have access to fertiliser and
other inputs. Expanded private sector input supply
would contribute to higher agriculture productivity,
especially if input distributors can also act as a channel

Figure 5. Pre and Post delivery project support*
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Table 6 Possible market interventions

MARKET PROBLEM

Demand side problems
MSMEs do not have the capacity
to pay up front for services

MSMEs are too risk averse to
try services

MSMEs do not see the value
of services

Supply side problems
BDS service providers’ services
lack the features that MSMEs require

BDS service providers are risk
averse to target new consumers
such as women or micro enterprises

Variable quality of BDS services
harms suppliers reputation

Transaction problems
MSMEs are geographically and/or
socially isolated from service markets

MSMEs cannot afford to
purchase services

Box 11 Business Development in Agricultural Box 12 Business Development in the
Input Markets Fisheries Sector

POSSIBLE INTERVENTIONS

Assist BDS providers in developing payment options

Promote services that are integrated into existing transactions
(i.e. agricultural input suppliers also provide extension support)
Help MSMEs form clusters to purchase services in groups

Provide BDS suppliers with technical assistance to develop trails
Implement a voucher scheme

Assist BDS providers in improving advertising
Assist BDS providers in developing customer referral programme
Conduct general advertising for the service

Assist BDS providers in developing and commercialising new products
Bring in BDS providers from other States to adapt and franchise appropriate
products

Provide BDS providers with information on the viability of selling to MSMEs
Subsidise the cost of market testing services in new segments

Assist in developing quality assurance programme
Assist BDS providers to improve consistency in service provision
Help suppliers form associations with certification processes

Help MSMEs form clusters, associations, or cooperatives that can act as
intermediaries to reach distant BDS providers

Support the development of a variety of business models such as advertising,
or with attached to other services, i.e. traders providing quality testing services

A Business Development programme might work

A certification programme for distributors and sub-
distributors of seeds, fertiliser, and pesticides would
strengthen the supply chain. Assurance that the
distributors have the financial standing and skills to
promote their products, would give the major sup-
pliers the confidence to support the distribution net-
work. Technical training on storage of inputs, prod-
uct use, and environmental management would
encourage distributors to give farmers the right
advice to improve their crops.

Government might support training programmes
for the accreditation of distributors and sub-distrib-
utors by publicising the programme and contracting
BDS providers to run the training courses. A fee
would be charged to potential distributors or sub-
distributors and the major suppliers expected to
contribute.

with fishermen and traders to develop a regular
supply of good quality, fresh fish based on a reliable
cold chain. Government might support specialists
to develop training programmes on processing,
packing and storing fish.

A developed market chain for fresh fish would
create demand for ice making equipment and for
equipment distributors in major fishing areas. The
distributors would have an incentive to develop the
market for the equipment by making fishermen and
fish traders aware of the benefits. The use of ice
could also create a demand to modify boats to carry
ice, another aspect that could be supported by
working with the boat builders to adapt the boats.
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to for extension and farmer information.

The second example is in the fishery sector. Nigeria is
the largest importer of frozen fish in Africa; half of
demand is imported: 600,000 tonnes valued at
$450million. Some 50% of the domestic catch is lost
through poor preservation, processing and distribution.
Refrigeration is rarely used, away from the main ports
but better cold chains would allow locally produced
fresh fish to reach urban markets.

5 PRIVATISATION

“Privatisation is not a blanket solution for the
problems of poorly performing state owned
enterprises. It cannot in and of itself make up
totally for lack of competition, for weak capital
markets, or for the absence of an
inappropriate regulatory framework. But
where the market is basically competitive, or
when a modicum of regulatory capacity is
present, private ownership yields substantial
benefits”. World Bank 2003

Federal Government of Nigeria has made consider-
able progress in the sale of equity stakes in a number of
State Owned Enterprises (SOEs) over the past four
years, including cement and petroleum marketing com-
panies as well as privatisation in the banking sector.
This has been driven by a clear policy highlighted in the
NEEDS document for government to withdraw from the
“commanding heights of the economy through privati-
sation, liberalisation and deregulation”. At the State
government level this process of privatisation has also
begun to gain momentum, with a number of States
divesting interests in a wide range of activities from fur-
niture making to hotels. However, there still remain a
large number of SOEs covering at both the State and
Federal level. Where they are not working well, they may
be uneconomic and a drain on public finances. The
Bureau of Public Enterprises estimated that in 1998,
Nigerian SOEs received Naira 265 billion in transfers,
subsidies and waivers.

Government has a number of reasons to consider
privatisation: (i) the need to control government spend-
ing and debt; (i) technological changes which mean
that there is no longer a requirement state monopolies
in utilities; and (i) disillusionment with the generally poor
performance of SOEs.

Companies can be privatised in a number of ways:
from direct sale to leasing and even liquidation. This
appendix offers an outline of the privatisation process
with a brief description of the methods that are avail-
able, and the lessons to be learnt from the privatisation
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experience both within Nigeria and worldwide.
5.1 Key Components of the
Privatisation Process

Privatisation is a complex process and a well-coordi-
nated approach is needed to produce the desired out-
comes. This is because:

e Government may be seeking a number of often
conflicting objectives — generating maximum revenue
for the sale of State assets, attracting investment,
improving the performance and efficiency of the
particular SOE, introducing competition into previous
monopolistic markets, etc.

e [tis a highly political process, since it may involve job
losses and higher prices for consumers may provide,
apart from any threat to vested interests in the
existing SOE.

e |t often requires a range of skills and expertise that
are unlikely to be available within the State
government.

Box 13 sets out some lessons that have been learnt in
other countries.

Where there are only a few state owned firms and
they are relatively small, then a case-by-case approach
to privatisation may be more appropriate. Where, how-
ever, a state has a large number of small companies to
be privatised, a systematic approach will be better.
States which have many larger firms to deal with, will
almost certainly need to adopt a medium term plan.

Box 13 Lessons from Privatisation

Programmes in Africa and Elsewhere

Successful privatisation programmes have the fol-

lowing common features:

e Strong political commitment to the privatisation
process at the highest level.

e Clearly objectives and priorities and an
understanding of the trade-offs between them —
Whether it is attracting investment, improving the
performance of the business or safeguarding jobs,
etc.

e Transparency — through open and fully
competitive bidding, etc.

¢ An effective communication strategy to allow
stakeholders to understand the objectives and the
means by which they will be achieved.

e Adequate resources human and financial
resources; if necessary using consultants to
support the process.
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The advantage of a multi-year plan is that it allows the
state to ensure that the market is ready for the privatisa-
tion through: (i) pilot projects that test the market and
methods used, and (i) by building the profile of the state
so that it become known in the Market place. This will
give better conditions for the sale and assure potential
investors of the government’s commitment to the pri-
vatisation process. It will also allow policy debates with
stakeholders to be resolved before going to the market.

Figure 6 The Privatisation
Process for a Tender Sale

Stage 1
Preparation for
Privatisation
(Review and preliminary
decision to privatise)

Stage 2
Preparation for Sale
(Assessment of Public

Enterprise)

Stage 3
Pre-Qualification of
Bidders

Stage 4
Tender preparation and
submission
(For short-listed bidders)

Stage 5
Evaluation of offers
and award of
contract
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Figure 7 The Advisory Pyramid
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A Privatisation Framework

Dependent on the SOE that is to be privatised, there
may be a number of policy issues that the State govern-
ment will need to consider. This includes:

¢ \Whether, when and/or how to restructure the SOE

proposed for sale —ideally this should be limited to

legal, accounting (balance sheet) and organisational

changes. Technology changes, capital investments,

and major purchases should be left to the purchasers

of the business.

e Hiring of advisors.

¢ \What level of foreign participation is acceptable and
what role employees will play.

e Any restrictions on the sale e.g. covenants on
employment, investment, etc.

e Timing and who should lead the process.

[t is therefore essential that a clear road map is devel-
oped early in the privatisation to ensure that the deal is
executed smoothly.

The proess highlighted in the adjacent figure provides
a brief description of the activities that are usually fol-
lowed in the classic case of a tender privatisation of
enterprises. Although there are number of cases of best
practice and generally accepted privatisation methods,
international experience has shown that there are no
“right or wrong approaches” to undertake privatisa-
tions. Rather what is required to obtain a successful

123



124

SEEDS PART TWO

outcome is a willingness on the part of the State gov-
ernment to adopt a transparent, flexible approach and
ensuring that the programme / enterprise is carefully
packaged, timed and sequenced'".

Given the range and breadth of skills required to sup-
port the privatisation process States should consider
hiring specialist advice. In particular specialists such as
investment banks, accountants, lawyers and technical
experts have an important role to play from Stage two
of the privatisation process highlighted in Figure 6. The
following diagram (Figure 7) highlights the types of sup-
port that advisors could provide in terms of privatising
infrastructure, such as water and sanitation services.

There is a growing body of expertise within Nigeria as
well as international firms with Nigerian experience that
State Governments can call upon to assist them in this
process. The Federal Bureau Of Public Enterprises will
be able to offer detailed help. A clear and transparent
process of appointing advisors should be adhered to —
again the Bureau of Public Enterprises could provide
guidance on this as does the World Bank’s Tool Kit for
hiring advisors for privatisation projects which can be
found at: http://rru.worldbank.org/Documents/Toolk-
its/hiringadvisors_fulltoolkit.pdf

Valuing an Enterprise

The State in collaboration with their advisors will need to
undertake an assessment of the enterprise to be sold.
The assessment of the enterprise should provide your
State with a document that informs the seller about the
financial health of the enterprise, its management strat-
egy, market share, productive assets and prospects for
future growth.

There are a number of standard analytical tools such
as IAS conversion models, performance ratios, SWOT
analysis, benchmarking, and due diligence checklists
which can be used to review and diagnose public enter-
prises quickly and accurately. These tools are not dis-
cussed at length in this annex but information can be
obtained in their use through the World Bank Privatisa-
tion Tool Kits available at http://rru.worldbank.org/
Toolkits/

A valuation provides an estimate of the range of
prices that a buyer might be willing to pay for a com-
pany under certain conditions at a certain period in
time. It is important to note that the ultimate determi-
nant of value is what an investor is actually willing to pay.
It has been said “valuation takes place in your head,
pricing takes place in the market”.

Although there are a number of market-based valua-
tion methodologies (including discounted cash flow,
comparable sales) as well as the adjusted balance
sheet methodology, a valuation is more an educated

Appendix 2a: Economic Growth and SEEDS

guess based on experience rather than a rigorously
accurate calculation. The advisors recruited by the
State to support the privatisation transaction generally
undertake the initial calculation.

The valuation report is often the starting point for
decision by the State on how the enterprise should be
sold. The advisors will help State authorities to plan the
structuring of the deal. For example, there might be
opportunities for spinning off certain assets and selling
them separately in order to generate greater revenue for
the State government. Alternatively, there might need to
restructure the enterprise balance sheet prior to privati-
sation, for example by removing the enterprise’s debt
from the balance sheet.

The resultant strategy will clearly define the objectives
of the privatisation i.e. increased investment, improved
State government revenue generation, employment
preservation, etc. The strategy will also set out the sales
method to be followed, and the target investor audi-
ence which could include employees, management,
direct offer to the public (IPO), foreign direct investors,
and local enterprises and entrepreneurs.

5.2 Ways to Privatise State Owned
Enterprises

There are a number ways to privatise a company and
the strategy adopted depend on the valuation report
and how the deal will be structured. The following briefly
describes some of the more commonly used methods
for privatisation. More information regarding these and
other methods can be obtained from the World Bank
Privatisation Tool Kits and through the Bureau of Public
Enterprises.

Public Share Offerings

Public share offerings, also known as Initial Public Offer-
ings (IPOs), are used to privatise companies that are
large and well known. In most cases investment banks
are engaged by government to sell shares in the com-
pany directly to the public (including institutional
investors). The shares are subsequently listed on the
Nigerian stock exchange. Transparency is provided
through the publication of a prospectus and an adver-
tising campaign.

An important function of IPOs is to broaden share
ownership by ear-marking some shares to small
investors, and provide an opportunity for employees
and managers of enterprises to obtain shares. An IPO
can also be used of raise additional capital through
issuing new shares. However, the need for advisors,
marketing, and due diligence processes make public
offerings expensive. They are only used for large offer-
ings, internationally this has usually been over US$ 10
million.
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The success of a public offering and hence the price
received for the SOE depends on a number of factors,
including the relative size of the offer and strength of the
stock exchange. The Nigerian stock exchange is rela-
tively small, in terms of its capitalisation and share activ-
ity, given the size of the economy. If more companies
were privatised through IPOs, however, this would
deepen Nigerian capital markets, allow a greater num-
ber of Nigerians to have a stake in local companies, and
increase the scope for Nigerian businesses to obtain
capital.

Tender And Open Bidding

In a tender/open bidding process for a very specialised
sector, the state’s advisors may provide a short list of
potential buyers. Alternatively the opportunity can be
advertised in the national and international press. The
advisors will develop a sales memorandum that high-
lights general information about the SOE, which is either
distributed to a list of potential investors or forms part of
the advertisement. On the basis of this memorandum,
potential bidders will be asked to submit expressions of
interests, indicating their financial and technical capac-
ity to take the enterprise over.

Bidders are assessed on their financial capability, rep-
utation and technical skills. Those that are short-listed
are often required to sign confidentiality agreements
before being allowed to purchase information packs
including the financial records of the enterprise and a
clear indication of criteria used to assess bids. They
may also be allowed to meet the management of the
enterprise to answer specific questions. At this stage,
some bidders may drop out. Those that decide to pro-
ceed, will then make a binding bid. They may have to
pay a deposit at this point. Government then negotiates
with the selected preferred bidder on the sales agree-
ment.

Often there are clauses within the sales agreement to
ensure that potential investors are not merely stripping
assets of the enterprise. It may include requirements
regarding investment, safeguarding jobs, etc. However,
there is often a trade off between post-privatisation
requirements and the value that investors place on the
enterprise.

Negotiated Sale

Negotiated sales may be undertaken when there is only
one buyer or if the open bidding process leads to one
clear bidder that has vastly superior technical and finan-
cial capability. The process is similar to that of open bid-
ding, but in this instance the investor signs a
confidentiality agreement and is sent the information
memorandum at the expression of interest stage. The
investor at this stage needs to undertake their own due
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diligence prior to negotiation of price and terms.

With only one buyer, it is unlikely that the sale price of
the enterprise is going to be maximised and state gov-
ernments will seek to avoid this route if at all possible.

Liquidation and Asset Sale

Where an enterprise is unprofitable or just too small to
be of interest to bidders, it may be best to liquidate the
company and sell its assets separately to different own-
ers through a tendering process. There may be issues
under the bankruptcy legislation and existing creditors,
including the State, will need to be involved but this
process has been adopted with some success in tran-
sitional countries of Eastern and Central Europe. In
Africa it has been used in Kenya and to a lesser extent
in Tanzania and Ghana.

Asset sale is a method of separating the assets of a
company from its problems, for example, debts, legal
difficulties, etc. It also can be used to deal with assets
surplus to a company’s requirements, for example,
land. Government could contract specialised firms to
provide certificates of valuation on the fixed assets of
the SOE being considered for an asset sale. The cate-
gories of assets valued could include real estate prop-
erty (land and buildings), plant (machinery and
equipment) and movable assets (including vehicles and
furniture).

Lease / Concession Contract

If it is not possible to sell a company or if government
does not wish to do so, it can still contract out the man-
agement of the company as a way to bring private sec-
tor participation into an SOE. Under this arrangement,
the private operator is not responsible for the assets of
the enterprise, which are still owned by the state gov-
ernment. Instead, the private firm pays a lease fee for
the hire of the SOE’s infrastructure and other assets.
This method of operation is generally favoured in the
infrastructure sector.

The advantage of this approach is that private
investors do not have to commit funds to long-term
investment projects. They may not be willing to do this
where business confidence is weak and firms feel it too
risky to invest in long-lived and non-transferable assets.

A lease arrangement is also politically appealing,
because it avoids the impression of selling off public
assets. The drawbacks to this approach are: (i) it is likely
to be less remunerative for the State government; and
(i) restrictive covenants are often placed on the
lease/concession contract which increase the risks that
investors face and further reduce what they are willing
to pay. Unless the arrangement is well managed, there
is less likelihood of investment into the enterprise.

125



126

SEEDS PART TWO

Management Contract

In the case of a management contract the operator’s
fee is determined on a profit share agreement. The
investor is responsible for operating the SOE more effi-
ciently and generating a profit — some States have
already embarked on this method for managing gov-
ernment owned hotels. Again the management con-
tract is more politically appealing than full-scale
privatisation, however, the drawbacks often relate to
disputes between the State and the firm managing the
contract over performance targets.

5.3 Global Lessons from Privatisations
There are a number of important lessons that can be
learnt from privatisation experiences both within Africa
and elsewhere within the world. They are summarised
briefly in the following section.

Perhaps the most important lesson is that there are
no “right or wrong approaches” to privatisation. The
strategy adopted will depend on the value of particular
enterprise, the number of enterprises to be privatised
and how individual deals will be structured. Privatisation
is usually a long, hard slog, using a whole range of tech-
niques, most of them well tried and tested. Proposed
approaches to privatisation need to be assessed by
asking at least the following key questions: Who has
done it before ? What was the result ? Is this applicable
to the Nigerian context ?

Planning Privatisation Takes Time

Hastily created privatisation programmes with limited
planning often lead to negative outcomes. In Russia,
government rushed through a voucher privatisation
scheme (where a significant proportion of the popula-
tion received vouchers which they could exchange for
shares in SOEs) without careful assessment of the
implications. Due to the haste at which this was done
and the absence of a coherent capital market, the
assets ended up in the hands of a few politically well
connected individuals or managers of these enter-
prises.

Alternatively there can be too much planning particu-
larly in terms of putting the structure of the deal
together, which in some countries such as Romania
took many years to conclude after extensive discus-
sions with stakeholders. This delay in the process
allowed managers of certain SOEs to strip assets
through a number methods including transfer pricing,
and the award of contracts to management owned
suppliers.
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Figure 8 Supporting Infrastructure
for Privatisation

Privatisation

Transparency is Vital

Privatisation is a highly political process. It is vital, there-
fore, that privatisation transactions are free of conflicts
of interest and seen to be so. A transparent privatisation
process will reduce the questions being asked about
the basis of the privatisation. In addition genuine
investors will price the risk of doing business into what
they will pay for an SOE. If the privatisation process is
transparent, this will reduce the risks faced by investors
and increase the price that the State receives for the
asset.

Economic and Institutional Infrastructure Is
Central

Ideally, the necessary economic and institutional
infrastructure should be in place before embarking on a
programme of privatisation. In reality most countries,
Nigeria included, do not have all the components of this
infrastructure in place. Figure 8 illustrates what is
needed.

It is important to be aware of the implications of
weaknesses in the supporting infrastructure. For
instance Company Law may have inappropriate rights
for shareholders which would not be compatible with a
public offer. The way to overcome this would be to
incorporate shareholders rights into the enterprise’s
articles of association. Another example might be the
absence of the legal framework for regulating the activ-
ities of a utility company that is to be privatised. In this
instance the constraint could be overcome by agreeing
a contract directly between the State government and
the investor as part of the operating license.
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6 IMPLEMENTING AN ECONOMIC
PROGRAMME FOR SEEDS

This Appendix has given an overview of some of the
issues surrounding the development of an effective pro-
gramme to address the second pillar of NEEDS and
SEEDS: “promoting private enterprise”, concentrating
on two aspects, the business environment and enter-
prise development. The extent of the challenge is clear
and states may wish to consider establishing a special
sub-committee of the SEEDS Team to direct this aspect
of SEEDS, say an Economic Development Sub-Com-
mittee. As with other aspects of SEEDS, this committee
will need representation from the highest officials in the
key ministries: finance, economy and commerce
among others.

The approaches discussed here may represent a sig-
nificant change in how government and the wider pub-
lic look at economic development. A starting point may,
therefore, be to commission a detailed review of the sit-
uation and the options available. That could be used to
open an intensive debate between key stakeholders on
how the state wishes to progress economic develop-
ment.

That debate would need to focus on three major
topics:

e how to improve the business environment

e what level of support to give to business
development

e the extent to which major capital infrastructure is
needed to support economic development

The outcome may be separate SEEDS programmes for
each of these. As throughout, those programmes
should be developed in the standard SEEDS Frame-
work: Policy Targets, Strategies, Resource Allocation,
Implementation and Monitoring and Evaluation.
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Appendix 2b: Social Welfare and SEEDS

1. INTRODUCTION

This Key Annex addresses one aspect of the guidance
given in the SEEDS Framework Manual on how to set
policy targets and implement a programme to deliver
them under the first pillar of SEEDS: “empowering peo-
ple”. That aspect is social protection.

SEEDS has a primary emphasis on improving public
services for all the people of a state and on promoting
private enterprise and economic growth for all the peo-
ple. However, there must be special concern for those
who cannot benefit from a general improvement in serv-
ices, because they are excluded in some way, and for
those who cannot participate in any general growth in
the economy. There is a very large body of Nigerian and
international experience on social protection. This annex
can only give a brief overview of the most important
issues. The aim is to outline how a SEEDS programme
might be designed to ensure that the poor and the vul-
nerable are able to participate in all its benefits.

For simplicity, those who need social protection can
be considered in three groups:

e \Weak and Unable: those who are prevented from
earning a living through disability, long-term sickness,
youth or old age.

e Able But Excluded: that is to say those who are
healthy and capable of earning an acceptable
livelihood but who cannot do so, either because they
lack skills, capital or other assets or because they are
excluded from the economy in some way;

e Able But Vulnerable: those whose living is at risk of a
sudden collapse;

Chapter 2 looks at the way social protection fits into the
wider SEEDS programme and the overall requirements
of an effective programme. The two chapters after that
analyse the needs of each of the three groups described.

HIV/AIDS raises particular issues and these are briefly
considered in Chapter 5, while Chapter 6 looks at the
question of access to public services, something that
may be difficult for the poorest groups.

The last chapter records a case study of how Malawi
developed a social protection programme, to illustrate
some of the points made in the key annex.
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2. NEEDS, SEEDS AND SOCIAL
PROTECTION

NEEDS and SEEDS recognise that economic growth
and higher incomes alone cannot change the many
social and political factors that create poverty. Safety
nets, pension reform and gender equality are all
included under pillar one: “empowering people”. Decid-
ing on a mix of social protection policies that will best
contribute to poverty reduction requires care. The first
section in this chapter briefly describes the scope and
type of social policy responses available and suggests
three steps for choosing appropriate policies.

Figure 1 models the importance of social protection
as part of a balanced Strategy for Empowerment and
Economic Development. Effective social protection
strengthens “social cohesion, human development and
livelihoods.”'?. These help to ensure broad-based,
equitable growth, which in its turn strengthens gover-
nance. This completes the virtuous circle by providing
effective social protection.

The central point which arises is that social protection
should be an integral part of SEEDS, not a separate
exercise targeted only at the poor. Policy development
should start from the needs and wishes of the poor but
it must fit in with the wider programme. In the economic
area, for example, some changes which assist the poor
will also contribute directly to growth: perhaps a reform
of labour law which opens employment to poorer work-
ers and raises company productivity at the same time.
Others, such as a public works programme which
crowds out private companies, may conflict. Other
aspects of SEEDS - notably good governance and
transparency — will directly contribute to policies which
assist the poor.

2.1 Defining Social Protection

Social protection encompasses four broad fields of pol-

icy response:

e Social assistance - direct transfers of money or
goods to low income or vulnerable groups;

e Social insurance - welfare payments based on the
insurance principle: that is funded out of
contributions by individuals or households, who
protect themselves against risk by pooling resources
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Figure 1. A virtuous Circle: Social Protection, Growth and Governance
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with large numbers of people facing the same risks;

® Emergency relief — famine relief, public works and
other programmes to help large numbers of people
overcome a major disaster or economic shock; and

e Other instruments - a range of other policies
designed to assist particular poor or vulnerable
groups: e.g. labour market quotas, employment
support (e.g. public works), price supports and
subsidies, microfinance, land reform etc

In terms of the three groups outlined at the beginning of
this Key Annex, Social Assistance is most appropriate
for the Unable, people who cannot earning their own liv-
ing and who cannot afford to contribute to insurance or
participate in other targeted programmes. Social insur-
ance is suitable for individuals who are Able but Vulner-
able while Emergency Relief is for whole groups who fall
into the same category. More specific programmes,
such as land reform and labour market quotas, are
effective in helping those who are Able But Excluded to
overcome the barriers which stop them joining a grow-
ing economy.

2.2 Choosing Social Protection
Policies

As with all parts of SEEDS, a clear understanding of the

current situation must be the starting point and good

information is vital. This will allow policy-makers to
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understand the realities faced by the poor and vulnera-
ble, to win consensus support to their social protection
policies and to plan their programmes accordingly. This
is consistent with Step 1 of the SEEDS Framework: set-
ting Policy Targets on the basis of a situation analysis.

In developing their policies, government will need to
promote discussion with different institutions and groups
in order to reach agreement on the rights and entitle-
ments of the poor and on the role of government in fulfill-
ing them.

When deciding on strategies to deliver their Policy Tar-
gets, government will need to take account of the variety
of institutions outside the public sector which provide
social protection; especially those informal and tradi-
tional arrangements, such as the town associations, that
form a particular strength of Nigerian society. A recog-
nised danger of strengthening government’s social pro-
tection services is that they may ‘crowd out’ those
existing arrangements, with little net benefit to the poor.
On the other hand, social change and economic growth
may erode the traditional social economy and leave the
poor even more vulnerable, unless the state steps in.
This is a complex and debated area. However, the rec-
ommendation that public safety nets should be strength-
ened ‘from the bottom up’ seems likely to offer the best
way to build on Nigeria’s strong social capital. Such an
approach would aim to complement and extend informal
and traditional institutions, not replace them.'®
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It will also be important to look at government’s own
institutional arrangements. Because it is so closely
linked with other aspects of SEEDS, it is generally desir-
able that social protection should not just be left to spe-
cialist social welfare agencies. Both the Ministry of
Finance and the Planning Commission should be cen-
trally involved in the development of social protection
policy, in order to broker amongst the different agencies
involved and increase the chances of defining a truly
effective set of policies.

Social protection policy needs to balance between:

e interventions designed to prevent shocks which will
have a negative impact on the poor (through
appropriate trade and macro policy, primary health
care, flood prevention, and so on)

e ex ante measures which reduce the impact of such
shocks when they happen (for example by
promoting diversified income sources for the poor)
and

e post facto policies which help those affected cope
once shocks have occurred.

As a general rule, public policy needs to strengthen
measures for preventing and mitigating shocks rather
than merely relying on policies to assist people to cope
afterwards.

Three principle steps are needed to choose an
appropriate mix of social protection policies:

Step 1 - To identify what are the main causes of poverty
and vulnerability and which population groups are
affected. This will make it possible to decide which of
the four classes of social protection policy described in
Section 2.1 is most appropriate for each group.

Step 2 - To understand what social protection these
groups currently have, including that provided by the
traditional social economy, NGOs and their own insur-
ance efforts. This will reveal gaps in coverage, for exam-
ple groups who have no protection against sickness. It
should also identify where existing protection is either
unnecessarily expensive, perhaps that provided by
money-lenders, or ineffective. The latter might be the
kind of insurance that only delays a collapse into
poverty but does not prevent it.

This comparative analysis of government’s own
social protection programmes and of that provided out-
side government, provides a basis for determining the
most effective mix of SEEDS policies and strategies and
for completing Step 1, setting Policy Targets, and Step
2, deciding Strategies, of the SEEDS Framework in the
area of social protection.

Social protection must be cost-effective and effi-
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Box 1 Principles for Social Protection Policy
and Programmes

Policy options should be:

* Responsive to the needs and realities of those
who livelihoods they are intended to enhance

e Affordable (in the context of short- and medium-
term budget planning for the public budget and in
terms of not placing unreasonable burdens on
households and communities

e Sustainable (both financially and politically - but
with a requirement on government to ensure that
the state’s role in social protection reflects ade-
quate levels of public support for the interventions
to assist the poorest)

* Mainstreamed institutionally within sustainable
structures of governance and implementation
(whether within state or civil society structures)

e Built on a principle of utilising the capabilities of
individuals, households and communities and
avoiding creation of dependency and stigma

¢ Flexible (capable of responding to rapidly chang-
ing scenarios and the emergence of new chal-
lenges (e.g. HIV.AIDS), and of supporting individu-
als through the changing demands of the life
cycle).

Source: Development Policy Review 2002, 20 (5) p545

ciency is a key issue. Administrative costs should not
normally exceed 10 percent and effective programmes
are expected to ensure that 60 to 80 percent of pro-
gramme benefits reach the poorest 40 percent of the
population. Box 1 sets out some principles for design-
ing an efficient and effective programme and Section
3.1 considers in more detail how to decide the best
safety net strategies.

A particular issue concerns selection and exclusion,
i.e. ensuring that only those who generally need it bene-
fit from social protection without setting up barriers
which keep some of the truly needy out. This is dis-
cussed in Section 2.3.

Step 3 - The final step is to develop an action plan that
specifies the actions, resource requirements, timetable,
and parties responsible for each action (Steps 3 and 4
of the SEEDS framework).

The review of resource requirements should follow
the standard SEEDS Framework approach of Activity
Based Budgeting. This will ensure that the efficiency
points noted above are analysed thoroughly. Many
forms of social protection depend on a long-term fund-
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ing commitment, in particular all forms of social assis-
tance. It is of utmost importance, therefore, that gov-
ernment and the House of Assembly are given accurate
estimates of the likely cost and understand that once
passed by the house, social protection spending may
effectively become non-discretionary. That is to say that
once government has given a commitment to provide,
say, a food supplement for all families with an income
below a certain level, it will have to meet that commit-
ment even if the number of poor families suddenly dou-
bles because of a drought. Without such a guarantee,
social protection has limited value. A scheme that col-
lapses for lack of funds will be worse than useless.

To illustrate both how the line of analysis proposed
here can be implemented, and how the mix of interven-
tions selected will vary by country, chapter 7 of this key
annex considers the country case of Malawi.

2.3 Selection and Moral Hazard

By its very nature, social protection involves targeting
those groups who need help and separating them from
those who do not. The decision about which groups
should be targeted and what level of support they need,
or deserve, is a wholly political one. Government will
need to ensure that it presents a clear case to the
House of Assembly and the general public and wins
effective consensus support to the principles on which
social protection benefits are to be allocated.

It is also inevitable that there will be persistent
attempts to breach the line drawn between those who
are entitled to the benefits and those who are not.
These will vary from political pressure to relax the criteria
to outright cheating and fraud. It is essential that these
are resisted. Once the discipline of a social protection
scheme breaks down it either becomes unaffordable or
loses its political support.

For this reason, schemes need to be very carefully
designed to be self-selecting and self-targeting wher-
ever possible. On a labour-intensive public works pro-
gramme, for example, wages should be set below the
minimum wage for unskilled heavy labour so that only
the genuinely needy take up the work. For food subsi-
dies, the ideal is to chose a commodity that is more
likely to be consumed by the poor than the rich and
which has a marketing chain that makes it easy to apply
the subsidy. Even so, it will be difficult to find the right
balance between errors of inclusion — giving benefits to
those who do not need them —and errors of exclusion —
keeping out people who really need the help. There will
be a temptation to err towards inclusion, but this risks a
breakdown of the overall discipline and scheme col-
lapse.

Social insurance raises the different issue of moral
hazard. Once a person has paid their insurance, they
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no longer have an incentive to take care to avoid the risk
they have insured against. Livestock insurance
schemes, for example, are notorious for the fact that
mortality is much higher among insured animals than
those which are not covered; either because the keeper
no longer looks after them or commits the outright fraud
of slaughtering the animal for sale.

When looking at its social protection programme,
government will need to assess very carefully whether it
has the administrative capacity and the political support
to enforce the selection rules and deter moral hazard.

3. PROTECTING THE WEAK AND
PROMOTING THE ABLE

Most social protection programmes designed to help
those who are unable to earn their own living, however
fast the economy is growing, come under the category
of general social protection programmes, often known
as safety nets. These are described in section 3.1.

Safety nets are not always targeted only on the weak.
Able and healthy people can escape from poverty as
soon as they can find a job or a business which pays a
decent wage. In economic terms, their poverty reflects
chronically low returns to their labour. This may just be
the result of unemployment and under-employment in
the Nigerian economy. As set out in Key Annex 4, this is
something the second pillar of SEEDS - “promoting pri-
vate enterprise” — is designed to change. Nevertheless,
there is evidence that a general programme of social
protection which includes all the poor, not just those
who cannot work, can contribute to economic growth
and this is also discussed in section 3.1.

Even where there are jobs available, some poor peo-
ple may be unable to find them because they are
excluded from finding employment by some particular
circumstance. Section 3.2 looks at this economic
exclusion.

3.1 General Programmes of Social
Protection

Some countries which have high levels of poverty and
sufficient government resources implement large pro-
grammes of social protection.

Sometimes called Safety Nets, these programmes
offer a simple form of support to a wide group of poor
people. Informal safety nets are in place when family
members in different households support each other
through hard times with cash, food, or labour but these
cannot help when large parts of the community are all
poor. In that case, governments may decide to provide
additional income to poor households. This income
support can be in the form of cash transfers or food-
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distribution programmes or, more indirectly, through
price caps or consumption subsidies. Examples include
India’s Public Distribution System which provides food
grain to the poor across the country and, in southern
Africa, cash transfer arrangements in Namibia, as pen-
sions, and in Mozambique, to urban destitutes.™

Public works programmes can serve as ‘employ-
ment-based safety nets’, providing incomes to the poor
and creating permanent assets at the same time. A
substantial proportion of safety net spending is this kind
of programme, offering the poor either food-for-work or,
less commonly, cash-for-work. Examples are the
Employment Generation Scheme in Ethiopia and the
Employment Guarantee Scheme in Maharasthra, India.

The name safety net can be misleading in that most
general programmes are designed to transfer income in
one way or another to needy people: as social assis-
tance in other words not as a protection against risk.
This is in contrast to social insurance, which helps
households manage risk. Alternatively, safety nets can
be seen as the protection of last resort for households
which cannot participate in social insurance or whose
insurance has failed.

Both the forms and the benefits of safety nets are
debated. Some suggest that they only offer welfare
benefits, that poor countries cannot afford them. In any
case, the money would be better spent on develop-
mental programmes which promote economic growth.
Others believe there is evidence that income transfers
promote growth directly: ‘the policy implication is that
feeding the poor is not just good social policy, it is also
a sound economic investment.’’® It is not necessary to
enter that debate. Each state government will need to
weigh up the balance for itself, taking account of its
own circumstances.

Safety net programmes can have two functions. Their
traditional role is to redistribute income to the needy in
society but more recently they have been seen as a way
to help poor households manage risk and widen their
options. Knowing that safety nets exist allows them to
take some risks, but to aim for higher returns. Examples
include growing a higher yield variety with fertiliser, even
though there is a risk of crop failure, and concentrating
household labour on the highest return activities rather
than working in many separate informal activities.
Households may also decide to hold assets in more
productive, but less liquid ways than cash under the
mattress. When hard times do hit households, safety
nets reduce the need to make hasty decisions that will
diminish the chances of escaping poverty in the long
run.

Effective safety nets can also widen society’s options
in other areas. With a guarantee of protection for the
poor, opposition to difficult changes is reduced and
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government can concentrate its other policies on effi-
ciency rather than equity goals. One example might be
where trade liberalisation threatens increased food
prices. Another is a pension programme which needs
to focus on improving the benefits to workers who have
contributed fully, rather than on finding ways to pay to
those who have not made adequate contributions.

As with all aspects of social protection, it is important
to take account of informal or private safety net
arrangements which protecting household income. In
all poor societies, cash and food transfers between
households are an important part of social capital.
Labour is also common. The more formal charitable
arrangements of Islam, through zakat and sagaga, and
Christianity are also important. Government must avoid
crowding these out as much as possible.

The rest of this section looks at different forms of
safety net in more detail.

Cash Transfers

Cash transfers typically take the form of transfers to
households based on the number of children or of
transfers as pensions to the elderly. Cash transfers can
generate multiplier effects from increased investments.
But this requires not only that households lack access
to credit but also that they have investment opportuni-
ties that they are capable of exploiting. Cash transfers
are an alternative to benefits in kind, most commonly
food. Some resist the idea of giving cash to the poor
and believe it is most important that they should have
food, especially for children. Nevertheless, as Box 2
shows, it is increasingly suggested that cash may be
just as good.

Programme design is critical. Cash transfers need to
be targeted, to maximise the impact from a constrained
budget, and to avoid disincentive effects; e.g. when the
poor try to avoid earning money so as not to lose they
benefits. These can be minimised by avoiding finely
graduated transfers, capping transfer levels and by link-
ing transfers to household characteristics that are hard
to manipulate. Effectiveness at addressing vulnerability
depends on how flexible eligibility rules are and how tar-
geting criteria can be adjusted to identify “new poor”
precisely.

Food Related Programmes

Food-based safety nets are tied to the provision of
food, either directly or through food stamps or coupons
that may be used to purchase food. The most common
types of food-based transfers are supplementary feed-
ing programmes, food for work programmes, and food
stamps, vouchers and coupons and consumer food
price subsidies. As food can normally be exchanged for
cash and vice versa, the overall effects should be simi-
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Cash transfer programmes can
deliver measurable welfare bene-
fits and stimulate economic
growth, both through investment
in the ‘supply side’ and through
stronger, steadier demand for
agricultural produce.

Preconditions for success in
cash schemes include transpar-
ent targeting criteria, automatic
and robust delivery mechanisms
and transparency about people’s
entitlements. Conditionality may
also help.

With these conditions in place,
cash schemes have the potential
to be less corruptible than in-kind
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transfers and will almost certainly
cost less to administer. Despite
some danger of inflationary pres-
sure, they are likely to stimulate
local food markets, whereas food
transfers may damage them.

Early attention to rigorous
impact evaluation can help to
identify where cash transfers are
successful, and generate political
and donor commitment to sup-
porting them.

Longer-term social protection
programmes may have a role in
enabling people to deal with
shocks and stresses more suc-
cessfully. There is potential for

Box 2 The Case for Cash Transfers

exploring links between long-term
social protection programmes
and emergency relief.

It would be inappropriate for
relief or development policy to be
entirely driven by a ‘give them
cash’ rhetoric. Such policy has to
remove the structural and admin-
istrative constraints facing the
poor, which a little extra spending
power alone cannot do.

Nevertheless, there is certainly
scope for cash transfers to play a
stronger role than hitherto.

Source: http://www.odi.org.uk/nrp/97.pdf

lar: livelihood protection with the potential to raise
incomes through asset accumulation and reduced risk
aversion. To the extent that food consumption helps
improve nutritional status, future labour productivities
and income are enhanced. Households can switch to
subsidised commodities when income decreases. Sub-
sidies and ration levels can be increased in response to
national economic shocks.

Supplementary feeding programmes provide a
direct transfer of food to target households or individu-
als. The commonest forms are maternal and child feed-
ing and school feeding. The food may be prepared and
eaten on-site (e.g., in child feeding centres or school
feeding programmes), or given as a “dry ration” to take
home. Supplementary feeding is often provided as an
incentive for participation in public services such as pri-
mary health care (pre- and post-natal and well-baby
care) and education.

Food-for-work (FFW) programmes provide food
rations in exchange of a given amount of work done or
a stipulated wage rate. FFW programmes have long
been used to protect households against the decline in
purchasing power that often accompanies seasonal
unemployment, climate-induced famine, or other peri-
odic disruptions by providing them with employment.

Food stamps, vouchers or coupons are other
mechanisms used to deliver an income transfer to a tar-
get population. Because they are linked to food, they

also tend to increase food consumption more than a
cash transfer. Such instruments may restrict beneficiar-
ies to buying only a few specific foods or they may allow
them to purchase any food in the market.

As Box 2 on cash transfers points out, food pro-
grammes can be difficult to manage and they have the
potential to distort markets. This is a particular issue
where the community concerned is a food producer
and food distribution drives down prices for the com-
munity’s farmers. Once again, careful analysis and
design is essential.

Public Works

Public works programmes have been used for social
protection in many developed and developing coun-
tries. The New Deal programmes of the USA during the
depression of the 1930s is a classic example of a
counter-cyclical public works programme: ie one that is
designed to provide employment when economic col-
lapse, drought or some other disaster has temporarily
put large numbers out of work. These programmes typ-
ically provide unskilled manual workers with short-term
employment on projects such as road construction and
maintenance, irrigation infrastructure, reforestation, and
soil conservation.

Public works programmes have a number of advan-
tages apart from their immediate goal of providing
incomes to poor households and maintaining their con-
sumption at critical times. First, a well-designed work-
fare programme constructs needed infrastructure and
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so minimises the trade-off between welfare spending
and development. Second, the infrastructure that is
built has the potential to generate second-round
employment benefits. Third, works programmes can be
targeted those areas that have high unemployment and
poverty. Lastly, in many countries, managing public
works programmes helped small-scale private contrac-
tors to emerge and grow.

Once again, programme design is critical. In particu-
lar, it is important to set the right wage rate for public
works programmes. If it is set too high, government will
not be able to afford to employ everybody and, worse,
the programme will attract people from other jobs. The
wage needs to be set at slightly below the market wage
for unskilled labour. That way beneficiaries will ‘self-
select’ in that only those who do not have a current job
will join. This type of programme has been used in many
countries from India and Bangladesh to S. Africa.

To be cost-effective at increasing current incomes for
the poor, works programmes should be labour inten-
sive, use low wages and be located in poor areas. They
also need to be flexible on terms of employment and
take account of the local labour market and seasonal
changes in wage rates. It is best to run a works pro-
gramme in dry season when farm labourers have no
work. For these reasons, not all kinds of works are suit-
able for public employment programmes.

They tend to perform better when communities par-
ticipate in selecting assets and managing the pro-
gramme and they are most effective at a time of crisis,
floods, drought or economic collapse, where there is a
need to build up community assets and demand for
labour is very low.

Cross-country evidence suggests that programmes
are only worthwhile if planners give careful attention to
the quality of the assets to be created and to the poten-
tial of such assets to create second-round employment
benefits. Future benefits from public works can be sub-
stantial if the programme is well designed and imple-
mented.

Price Controls and Subsidies

Historically, governments have tried many times to con-
trol prices to help the poor, either directly by fixing mar-
ket prices or indirectly through subsidies or by
controlling the supply of food commaodities. This can be
either in place of, or in addition to direct income trans-
fers. The principal advantage for government is that it
avoids the cost of direct transfers and price fixing is
administratively simple. By targeting a particular com-
modity, price controls can also shift consumption
behaviour. There is substantial evidence, for example,
that food subsidies do increase consumption, possibly
by giving greater control to women who manage a
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household’s nutrition.

However, all these policies involve direct government
intervention in the way markets work. This leads to pos-
sibilities of corruption, hoarding and simple avoidance.
Price caps may also discourage producers and traders
with the result that less of the commodity is available
than there should be. Nigeria’s own experience with
controls on petrol prices is an example of this.

Another difficulty arises because it is not usually pos-
sible to prevent the wealthy from benefiting from a price
control or subsidy. As the benefits are proportional to
the amount purchased, those who spend most get
most. Unless the commodity concerned is self-target-
ing, for example a food that only the poor are willing to
eat, there is a high probability that the rich will take the
greatest benefit. A few such commodities or grades of
commodities exist, but it is less common that they rep-
resent a substantial share of expenditures for the poor.

The most common form of assistance is an untar-
geted direct subsidy. Other means include exemptions
on sales taxes; indirect price subsidies (such as for
transport or storage); and dual exchange rates, which
include export taxes, producer quotas, subsidies on
transport and storage, and domestic sales of a com-
modity below international opportunity cost. Limiting
Subsidies to a rationed amount are an alternative to
open ended subsidies.

Restricting access to subsidised goods to the poor,
e.g. through coupons or stamps, improves the social
protection element of a subsidy programme but it raises
the cost of administration and the risk of malpractice.

Overall, most governments are moving towards the
elimination of subsidies and price controls. The unin-
tended effects are too difficult to deal with and simpler
forms such as cash and food transfers more efficient.

A 2004 study by IFPRI'® reviewed the performance of
social safety net programmes in developing countries.
The paper highlights that:

Universal food subsidies have very limited potential
for redistributing income. This is because the subsidies
are associated with large consumption and production
efficiency costs. For this reason, universal food subsi-
dies are often viewed as stopgap policies until more
cost-effective transfer instruments can be developed.

Targeted food subsidies have greater potential, but
this can only be realised when adequate attention is
given to the design and implementation of these pro-
grammes. Empirical evidence highlights the high costs
often associated with such transfers. Achieving good
performance required that adequate resources need to
be devoted to the separate administrative tasks of
screening delivery and monitoring, It is widely accepted
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m Targeted instruments for protecting vulnerable groups

Access to credit and land; participation in decision making; agricultural extension services;

improved seeds, farm inputs and implements; strengthening of traditional thrift, savings and

Labour intensive public works schemes; affordable housing, water and sanitation; skills

acquisition and entrepreneurial development; access to credit; scholarships and adult education

Affirmative action (to increase women'’s representation to at least 30 percent) in all programmes;

education, including adult education; scholarships; access to credit and land; maternal and

Educational entrepreneurial development; skill acquisition; access to credit; prevention and

GROUP INSTRUMENTS AND INTERVENTIONS
Rural poor
insurance schemes
Urban poor
Women
child health
Youth
control of HIV/AIDS and other sexually transmitted diseases.
Children

Children’s Parliament; juvenile justice administration; universal basic education; education for

girls, care of orphans and vulnerable children (children affected by HIV/AIDS) prevention and

treatment of childhood diseases

Rural communities

Source: NEEDS 2004 p32

that cost-effective targeted schemes are available and
can work. However, social and political factors need to
be taken into account when managing the reform
process.

Social funds, which emphasise both community
involvement and asset creation, have been cost-effec-
tive, but they are difficult to target to extremely poor
households. They also require the existence of good
governance structures and active participation of civil
society in these structures.

Traditional public works programmes are particu-
larly attractive for addressing vulnerability. These pro-
grammes should be flexible at expanding and
contracting in response to economic conditions'” and
this, in turn, may have important implications for the
outputs than can be sensibly produced. Thus the
choice of labour intensive projects requiring low man-
agement skills and paying relatively low wages would
appear to be a precondition for public works to be
effective.

Targeted human-capital subsidies - transfers condi-
tioned on households investing in their children’s nutri-
tion, health and education status - appear to have great
potential for addressing extreme poverty. These new
human capita programmes are attractive because they
can help address many of the shortcomings of existing
social safety nets. They 1) use a combination of target-

Water; rural roads; electricity; schools; health facilities; communications

ing method to ensure the benefits reach the poor; 2) are
often centrally designed and implemented thus avoid-
ing unnecessary bureaucracy and opportunities for cor-
ruption; 3) they integrate many duplicative programmes
under one umbrella programme and finally 4) they can
help break the intergenerational transmission of poverty
through improved human capital status of children in
poor households. However their design needs to reflect
the human capital profile of countries and the adminis-
trative capability of the government.

3.2 Overcoming Economic Exclusion
General programmes of social protection may promote
economic growth and, indirectly, make it easier for the
poor to participate in that growth. What they cannot do
is address specific barriers that may be preventing the
poor from improving their incomes and livelihoods. This
section briefly reviews what kind of barriers might exist
and possible ways to overcome them.

We can defined three main causes which might pre-
vent the poor from participating in economic growth:

Lack of finance — This can be as simple as the money
to buy tools needed to get a job or, for farmers, working
capital to support their family until they can market their
crop.

Lack of skills — This may be a matter of formal training
but many more jobs need some on-the-job experience
which can be difficult to get.
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Social exclusion — Important examples are where
access to land is controlled by one group, who will not
allow others to farm it even though it is not being used;
where labour markets are controlled by one group
which bars others; and where access to markets for
crops and goods is restricted.

Table 1 lists a range of instruments designed to over-
come these barriers for different groups. It is not practi-
cal to analyse them in detail in this Key Annex but it is
stressed that particular care is needed in designing
interventions of this kind. Without a full understanding of
the underlying situation, there is a risk that a pro-
gramme will focus on symptoms rather than causes.
Special attention should also be paid to ensuring that a
programme is compatible with the policy context, that it
has clear objectives, and that it will be both economical
and effective in achieving those objectives.

Because it involves targeting, social protection is an
inherently political exercise. One group will be keen to
prove that they are deserving of help while a second
group feels equally strongly that they are more deserv-
ing. When dealing with economic exclusion, it will be
particularly important to be sure that the exclusion is
genuine and not merely an expression of political com-
petition. This is of particular importance when consider-
ing social exclusion. It must be recognised that a group
controlling access has rights and it may even have valid
reasons for excluding others. To take the example of a
market for taxi services, there is a fine line between a
licensing scheme that regulates a public service per-
fectly properly and one that is designed only to protect
a controlling group of drivers by preventing any new
ones starting. Similarly, some land reform programmes
in Latin America have become political weapons and
used to overthrow the perfectly legitimate rights of
landowners.

For these reasons, it is recommended that govern-
ment should give first priority to its overall SEEDS pro-
gramme to promote the private sector and economic
growth. The case for more targeted economic pro-
grammes should be reviewed rigorously and the bal-
ance of costs and benefits analysed, with the emphasis
given to overcoming a lack of finance or skills. Pro-
grammes to overcome social exclusion which are not
supported by very clear evidence and a broad political
consensus risk dangerous social divisions.
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4. SECURING THE VULNERABLE

Insurance has been a neglected aspect of develop-
ment. Thanks to participatory poverty assessments and
other studies, the risks that poor people face and the
impact on their livelihoods are now much better under-
stood. Essentially those risks fall into two categories:
those which affect individuals and those which affect
the community as a whole. For the individual, iliness,
legal problems, theft and violence and commercial diffi-
culties can all have a severe effect on their livelihood
and their household. For a community the threat comes
from any widespread disaster — floods, drought, crop
failure or epidemic disease — which affects all individuals
at once.

For most individuals, the community is important part
of their insurance. If a person falls ill, their neighbours
will help. But when the whole community is affected,
that individual insurance is bound to fail. For this reason
alone, most developing countries governments give pri-
ority to emergency relief, to social insurance measures
which will support the whole community in times of
need. This is briefly discussed in section 4.1. Neverthe-
less, government also has a special role to play with
regard to insurance for the individual and that is as a
regulator, which is considered in section 4.2 together
with the possibility of government sponsored insurance.

4.1 Emergency Relief

Nigeria is not as vulnerable to major natural disasters as
say Bangladesh or Ethiopia. Nevertheless, drought is a
reality for the northern states and widespread crop fail-
ure or cattle disease may occur anywhere.

There is no benefit discussing the various actions that
government might consider to deal with these emer-
gencies. It is recommended simply that state govern-
ment might wish to review the most likely
community-wide emergencies and consider whether it
would be appropriate to put some form of contingency
arrangement in place.

In many countries, civil society plays a key part in
emergency relief. Migrants in elsewhere in Nigeria, in
Europe and in North America may well be wiling to
make special efforts for their home state in an emer-
gency. Similarly, the town associations and the Islamic
and Christian communities are likely to be ready to play
a key role. Government may wish to coordinate contin-
gency planning with these groups.

4.2 Private and Social Insurance

In order to protect themselves against sickness, for
example, most poor households can only try to save
enough money to pay the medical bills or, in the worst
case, borrow the money. Insurance allows the house-
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hold to share its risk and hence its cost with a large
number of other households so that they do not need to
save so much.

Saving, borrowing and insurance are all transactions
which depend on efficient financial markets. House-
holds can still save without a financial market, for exam-
ple by storing crops or buying cattle. But storage losses
and the costs and risks of keeping cattle make this very
inefficient. Government has, therefore, a particularly
important role to play in making sure that poor people
have access to financial markets. This is why micro-
credit programmes are preferably called micro-finance
programmes; to emphasise that the poor need ways to
save profitably and buy insurance economically, as well
as access to loans.

However, savings and insurance raise more difficult
issues of regulation and investor protection than credit.
When the poor take a loan, their only risk is that they
cannot repay and will not be given another loan. When
they make a deposit in a savings account, they risk los-
ing the money if the depositor goes bankrupt. They may
also lose value through inflation. When they buy insur-
ance, they face the risk that the insurer will default on
the contract. This means that government’s role is both
more important and more complex.

Access to financial services is a major constraint to
poor households’ participation in economic growth
because it is those services which permit individuals
and households to manage the risks and uncertainties
they face - to save in secure ways, to invest in a busi-
ness or home, and to insure against unexpected
shocks. It has been estimated than more than 500 mil-
lion people worldwide need access to financial services.
However, commercial banks often do not serve poor
households because they lack of acceptable collateral,
or because of the high cost of small transactions and
geographic isolation. Poor households are, therefore,
limited to informal transfers or loans, either individually
or through savings clubs, rotating savings and credit
associations, and mutual insurance societies.

Following the successes of some limited micro-enter-
prise credit programmes supported by governments
and donors from the 1950s-1980s, a more specialised
micro-finance industry has gradually emerged. The
institutions that provide micro-finance and credit serv-
ices are diverse, including non-governmental organisa-
tions (NGOs), credit unions, non-bank financial
intermediaries, and commercial banks. The loans and
credit extended are typically small (“micro”). They are
provided in varying contexts, either to individuals or
groups, ranging from personal micro-credit, to small
enterprise support and rural finance.

Among the continuing challenges faced by develop-
ing societies and the international community is to find
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ways to build the capacity of the micro finance sector to
complement the existing informal and private institu-
tions, promote access to those markets for the poor,
and help ensure that they are sustainable. It is worth
remembering that many of the largest financial institu-
tions in the developed world started as very small
mutual societies. Box 3 mentions the Leeds Permanent
Building Society which by 1995, when it merged with
another society was worth hundreds of millions of
pounds.

Financial regulation in Nigeria will be a largely federal
responsibility. Nevertheless, savings and insurance will
be an important part of SEEDS, and not just for social
protection. State governments may wish to review what
they can do to reinforce the development of financial
services in their state, especially micro-finance.

Box 3 Penny Banking in 19th Century England

“In the Leeds Savings Bank there are 12,411 depos-
itors (8,144 males, and 4,267 females), and the
amount of deposits on the 20th November, 1859,
reached the large sum of £339,890 12s. 8d.
allowance must be made for the fact, that a portion
of this amount was for Trust accounts and charita-
ble societies, and also that the Bank embraces a
district beyond the borough. Besides this Bank,
there are in Leeds eighteen branches (comprising
about 3,600 depositors) of the West-Riding Penny
Savings Bank, with deposits to the amount of
£2,000; in addition to many other similar Penny
Banks in [Page 112] connection with schools and
places of worship. * Several Building Societies must
be noted, one of which (the Leeds Permanent
Benefit Building Society) has received from its
members, in the twelve years it has been estab-
lished, the sum of £750,532 9s. 0d. Add to this the
Sick Benefit Societies, under various names, con-
taining probably about 36,000 members, insured
against sickness, and for a sum at death. Then there
is the Co-operative Flour and Provision Society,
consisting of 3,000 members, possessing a capital
of £10,000, employed in furnishing themselves with
flour, groceries, and other articles, at the cheapest
rate.”

Source: J. Hole, ‘Light More Light’, London 1860
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5. HIV/AIDS AND SEEDS

It is not possible to do justice in this brief review to the
impact of HIV/AIDS on SEEDS. Nigeria is not the worst
affected country in Africa but it seen as vulnerable. AIDS
is projected to affect an economy in the following ways:
1) Allower labour force; 2) Lower productivity throughill-
ness and absence from work; 3) High sickness pay-
ments and replacement costs; 4) Reduced disposable
income as AIDS costs absorb more; 5) Lower popula-
tion leading to lower expenditure; 6) Increased pressure
on health services and correspondingly higher Govern-
ment expenditure on health. The unhappy forecast is
that demand will fall just as fast as the working popula-
tion. This means that AIDS may not even bring com-
pensation in the form of reduced unemployment. No
part of society will be unaffected, although Nigeria’s
large informal, urban sector may be particularly at risk.

It is feared that AIDS may have particularly severe
effects in rural areas. Assets will be sold to meet med-
ical expenses. Widowed women may lose rights to land
and the stigma of the disease may reinforce patterns of
social exclusion. In some countries, AIDS has been
found to lead emigrants to return to the rural areas, put-
ting increased pressure on households headed by eld-
erly women.

Any SEEDS programme to face the challenge of
AIDS will need to be tailored very carefully to the situa-
tion in each state. Prevention is an extremely sensitive
issue, culturally as well as politically, but it is unavoid-
able. Mitigating the impact on those affected will need a
concerted effort. The business community and the civil
service will be two important stakeholders, as they will
feel the direct impact on their human resources.

SEEDS might use these as starting points to:

e Cascade best practice down the supply chains from
those large enterprises that have well-defined
policies; and

e Diffuse best practice through the business
community using business associations and trade
unions.

To do this, government would need to identify any large
employers that have already adopted HIV/AIDS strate-
gies and seek to mobilise their assistance (financial and
in terms of executives’ time) to work with their suppliers
and customers. Within the local business community,
government could work to help local business associa-
tions, Chambers of Commerce and groups of busi-
nessmen and women, to develop and implement for
their members consultation and awareness pro-
grammes on HIV/AIDS. These associations could
mobilise member contributions and charitable funds for
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Box 4 Legal Support to AIDS Victims

In Zimbabwe, the Linkages for the Economic
Advancement of the Disadvantaged Program
(LEAD) is using vouchers to aid persons with
HIV/AIDS obtain the necessary legal services to put
their affairs in order to minimise the economic
impact of their deaths on their family while at the
same time bringing the services of the country’s
legal service providers in line with current demands.

welfare programmes.

Highly innovative approaches are needed to mitigate
the impact of HIV/AIDS. One example might be insur-
ance/savings schemes tailored to the needs of HIV
positive workers. Another would be special arrange-
ments for Government to hold the property of AIDS vic-
tims in trust for their orphans or, better still, for victims to
be able to mortgage their land and other property to
Government so as to finance their treatment without
losing all claim to the land. Considerable work is
needed to develop these ideas.

South Africa has been particularly heavily affected by
HIV/AIDS and it has a large community of service
providers, both commercial and not-for-profit. An
example is www.workinfo.com which offers free mate-
rials for a two-day Workplace Aids Awareness Course.
Uganda is another country which is reported to have
had considerable success in tackling the epidemic.
State governments may wish to draw on both these
experiences in drawing up a SEEDS programme.

6. ACCESS TO PUBLIC SERVICES

The SEEDS Framework emphasises the need to iden-
tify strategies to deliver public services that are afford-
able and sustainable. It may well be necessary to
introduce a measure of cost recovery for some services
and involve the private sector in many aspects. It may
also not be possible to extend the service as rapidly as
is needed. There is a clear risk, therefore, that those
who are too poor to meet the cost or who fall outside
the service’s coverage may be excluded.

It is unlikely to be possible to reach universal, free
service for a number of years, even for the highest prior-
ities such as primary education and health care. Wher-
ever possible, therefore, ways must be sought to give
the poor the greatest possible chance of getting
access. These might include school vouchers, scholar-
ships and fee waivers for health care services.
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6.1 School vouchers or scholarships b. Should waivers or exemptions be permanent
The minimum socially acceptable standard of living in or temporary?
most countries requires access to a number of services
—education, electricity, housing, etc. that usually require  c. How frequently should eligibility be
payments from households. One way to ensure access reassessed?
to these services for the poor, then, is through fee
waivers. Education is the service most often thought of  d. Should waiver eligibility be determined ex-

as socially desirable to provide for free, at least at pri-
mary levels. Nonetheless fees of some sort are wide-
spread. They may be official or unofficial and cover
tuition, textbook charges, compulsory uniforms, com-
munity contributions or school-based activities.

6.2 Fee waivers for health care
services

In response to shortages in public budgets for govern-
ment health services, many developing countries
around the world have adopted formal or informal sys-
tems of user fees for health care. The problem with user
fees is that the lack of provisions to confer partial or full
waivers to the poor often results in inequity in access to
medical care.

The dilemma, then, is how to make a much-needed
system of user fees compatible with the goal of preserv-
ing equitable access to services. Different countries
have tried different approaches. Those which have
carefully designed and implemented waiver systems
(e.g., Thailand and Indonesia) have had much greater
success in terms of benefits incidence than countries
that have improvised such systems (Ghana, Kenya,
Zimbabwe).

Systems that compensate providers for the revenue
forgone from granting exemptions (Thailand, Indonesia,
and Cambodia) have been more successful than those
who expect the provider to absorb the cost of exemp-
tions (Kenya). Performance will improve with the timeli-
ness of the reimbursement. Other success factors
include the widespread dissemination of information
among potential beneficiaries about waiver availability
and procedures; the awarding of financial support to
poor patients for non-fee costs of care, such as food
and transportation (as in Cambodia); and the existence
of clear criteria for the granting of waivers, thereby
reducing confusion and ambiguity among those
responsible for managing the system and among
potential recipients.

Design options for a successful fee-waiving pro-
gramme address the following questions, among oth-
ers:

a. Should exemptions be granted to whole
groups or on the basis of individual
targeting?

ante, in the household, or when individuals
seek care in the facility?

[t is important not to underestimate the administrative
burden of managing a means-tested waiver system
and the risk of cheating, even fraud. Community
involvement can make an important contribution in
identifying those who genuinely need the help and in
monitoring that there is no cheating.

7. A MALAWI CASE STUDY

A wealth of experience is available about the different
types of social protection policies and programmesi8.
Not every type of programme or policy will be appropri-
ate, or even feasible, in every country, as the country
cases illustrate. The Malawi case demonstrates good
analysis of an ad hoc social protection system in a poor
country, in which a number of programmes were
analysed in depth and an affordable social protection
strategy developed and proposed to e appropriate the
country context.

The situation in Malawi holds valuable lessons for
other low-income countries, highlighting the ad hoc,
donor-driven state of the safety net system in a low
income country and demonstrating how to evaluate pri-
oritise, rationalise and move forward with reforms.

7.1 Country context

The challenges Malawi faces are typical of those in
many low-income countries. Using a poverty line of
US$150 per year- less than 50 cents per day - 65 per-
cent of the population would be classified as poor.
Around 30 percent of the population is absolutely poor,
surviving on less than 25 cents a day. Many are vulnera-
ble to shocks such as drought and HIV/AIDS. The vast
majority of the population is dependent on subsistence
agriculture and has limited involvement in the cash
economy or wage employment. Growth is unlikely to be
rapid enough to pull significant numbers of the poor out
of poverty. Domestic revenue for redistributive transfer
is very limited. Weak data makes it difficult to identify
and target the poorest; there is limited administrative
capacity to manage complex programmes; and there is
a multitude of ad hoc and often inconsistent donor ini-
tiatives whose aggregate effect on poverty is probably
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limited.

The basic challenge is to design a safety net system
that is effectively targeted and delivers benefits effi-
ciently. For lack of better data, the analysis relied on
data from a survey on income and consumption in the
early 1990s. A new, integrated household survey has
since been completed and will be used to develop tar-
geting mechanisms.

7.2 Identifying sources of risk,
vulnerable groups and potential
interventions

Four groups were identified as most at risk:

e rural households with small or no landholding;

e female-headed households, especially those with a
labour constraint;

¢ AIDS orphans and their relatives (the extended
families and communities who traditionally care for
orphans are being overwhelmed because of the
scale of the problem); and

e those who cannot look after themselves and are not
in households that can provide for them: orphans,
the disabled, the elderly, and the infirm.

Table 2 below summarises the size of these various
groups.

Risk in is closely linked to the agrarian nature of the
economy; 90 percent of the population live in rural
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areas, mostly engaged in smallholder, rain-fed agricul-
ture. Using information on food shortages, price
changes, drought history, and macro-economic trends,
three major risks were identified: (1) an annual seasonal
shock in food shortages and price increases, (2) peri-
odic droughts, and (3) large periodic macroeconomic
shocks. To these, HIV/AIDS has be to added: Malawi
has one of the world’s highest prevalence rates, with an
estimated lifetime risk of dying of AIDS of about 45 per-
cent.

A range of possible interventions were identified to
address these problems. Because of the seasonal
nature of poverty in Malawi, they focus on the four-
month lean season during which a large proportion of
the population goes hungry. Targeting specific vulnera-
ble groups is difficult. Data is inadequate, administrative
capacity is low, and the political economy is not helpful.
Therefore self targeted programmes and programmes
using simple categorical or geographic targeting are
best. Example target categories included malnourished
children and AIDS orphans. Finally, the proposed inter-
ventions tried to focus, when possible, on productivity -
enhancing mechanisms that can help alleviate extreme
poverty in the long run. The options considered for the
different groups are summarised in Table 2.

m Priority vulnerable groups and potential interventions in Malawi

GROUP (BY ORDER ESTIMATED
OF PRIORITY) SIZE

Those who cannot provide for Not available
themselves (the disabled, elderly,

and infirm not supported by their

community/family)

AIDS orphans 500,000
Female headed households 2,700,000
Landless (with less than 0.2 hectare) 1,000,000

Source: World Bank (1999)

PROPORTION POTENTIAL INTERVENTIONS

OF THE

POPULATION

Not available Targeted direct transfers (perhaps
through local communities)

5% Targeted transfer programme
through NGOs/communities
Nutrition supplementation for
malnourished children

27% Targeted transfer programme

10% Public work programme

Targeted starter pack (through
voucher- for-work scheme)

Targeted transfer programme
(perhaps through local communities)
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7.3 Identifying the Best Mix of
Interventions

The cost-effectiveness of existing social protection pro-
grammes was analysed. This revealed that approxi-
mately US$65 million, for both donors and government,
was spent on safety net programmes during 1998-
1999, with relatively little sustained impact on poverty.
About 42 percent was spent on agricultural starter
packs, 30 percent on maize subsidy, 15 percent on
food distribution, 8 percent on public works, 3 percent
on various food-for work schemes, and 2 percent on
school feeding programmes. The analysis also esti-
mated the costs, coverage, value of the transfer, and
targeting efficiency of each of the major programmes.
Sensitivity analysis was also conducted, based on the
estimated target populations for the proposed pro-
grammes.

National budget constraints played an important role
in the choice of interventions. The proposed approach
aims to reach the poorest 25 percent of the population
via self-targeting safety nets for 15-20 percent of the
population and a more substantial transfer for the bot-
tom 5-10 percent. The transfers would be targeted first
to the elderly, disabled, infirm and orphans who are not
in households or who are in very poor households; sec-
ond, to labour-constrained female-headed households;
third to the rural landless; and fourth to the urban poor
and the rural poor with very small landholdings.

The results from the cost-effectiveness analysis and
identified risks and vulnerable groups, in conjunction
with the need to focus on productivity-enhancing inter-
ventions, gave rise to the following specific pro-
grammes for a safety net strategy in Malawi:

e Public works: Because programmes need to
enhance productivity while considering fiscal
constraints, public works are identified as a key
priority, given their risk-reducing benefits, their
production of assets to improve productivity of the
poor, and their self-targeting nature, which reduces
administrative costs.

¢ Transfers for those orphans who cannot be
supported by their communities or who live in very
poor households. Targeting could be done by the
community groups that work with AIDS sufferers and
orphans.

¢ Nation-wide nutrition programmes for
malnourished children.

¢ Targeted cash transfers to the needy. Given the
administrative and information constraints, transfers
need as far as possible to be self-targeting. The
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targeting of starter packs and food subsidies is a
politically sensitive issue, but cost calculations show
that universal provision of these two programmes is
not fiscally sustainable and is therefore not
recommended. Instead, national nutrition
programmes and targeted cash transfer
programmes are suggested.

The proposed programme mix since adopted by the
government of Malawi - as its National Safety Net Strat-
egy - includes an expansion and improvement of some
of the existing programmes (public works, nutrition pro-
gramme), the creation of new programmes (orphan
support scheme), and the elimination of some existing
programmes (starter pack and subsidies).

Many of the social protection interventions in Malawi
are likely to remain outside the government’s direct con-
tract in the short term. The authorities have therefore
decided to focus the activities of the newly created
National Steering Committee of Safety Nets and its sec-
retariat on developing targeting mechanisms, develop-
ing and disseminating best practices and lessons from
past experience, analysing the impact of existing pro-
grammes and playing a central role in the mobilisation
of resources and in the coordination of interventions.
These activities should allow a progressive shift toward
the objectives set in the National Safety Net Strategy
while enhancing the effectiveness and relevance of spe-
cific interventions.
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