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CHAPTER ONE

INTRODUCTION

A COUNTRY NAMED NIGERIA

The Nigerian nation, lying in the western region of

the African continent, was formally proclaimed when in 1914
the Northern and Southern British protectorates of what later
became known as Nigeria were amalgamated. It was this amal-
gamation by the British Government and The Crown that brought
together into one country these regions of the British Protec-
torate lying "within the tropics between latitudes 4° and 14°
North of the Equator, and longitudes 3° and 14° East of the
Greenwich Meridian“,1
The country's two major rivers, the Niger and the Benue, with
their tributaries and other rivers, provides adequate water

supply for agricultural cultivation, irrigation, and hvdro-

electric power supply.

Unlike in fhe temperate regions, the nation has two an-
nual seasons - the Rainy season (April to October) and the
Dryiseason (November to March). "Temperatures at the coast
seldom rise above 32° centigrade, but humidity can be as high
as 95 percent. The climate ig drier further North where

extremes of temperature are common, sometimes ranging from 36°

1 External Publicity Division, Dept of Information,
Executive Office of the President, Lagos, Nigeria -
December 1982.

with an area of 923,768 square kilometers.



. 1
centigrade to 12° centigrade".

Although the last official populétion census was con-
ducted in 1963, Nigeria's population is currently estimated
at about 95 million.2 Before she attained full independence,
Nigeria was provided with constitutional powers to make the
region stand on her feet. For example, the 1922, 1926, and
18957 constitutions, which provided autonomous powers to the
then regional governments of the Eastern Region, Western
Region, Northern Region, and the Colony of Lagos. It was
this constitutions that laid the ground-work for full inde-

pendence in October 1960.

Since attaining independence, MNMigeria has worked hard
to become a leading nation in Africa. The nation enjoys bet-
ter telecommunication, educational, cultural, social, and
communicational facilities than many other states in Black
Africa. Nigeria is a member of a string of world's major
organizations such as the U.N.O., the 0.A.U., the 0.P.E.C.,
A.C.P/E.E.C., the Group of 77, N.A.M., E.C.O.W.A.S.? the
British Commonwealth, and a few other leading organizations.
Her membership of these important organizations has helped
Nigeria to play important roles in some major world and
international affairs especially in the continent of Africa,

that the nation is being looked at from the outside world

1-E:xternal Publicity Div., Dept. of Information, Lagos,
. December 1982.

2
National Population & Census Bureau, Lagos, December
1985,

3.
Glossary.



with great expectations and as a leader in the African conti-

nent and the Black world.

In the early days of her independence, agricultural
export was largely responsible for Nigeria's revenues (Figure 1).
However, by the mid-1970s the discovery of crude oil had made
petroleum export to take over as the major contributor of
national revenue (Figure II). The current slump in the inter-
national oil market has led to serious consideration of its
natural gas resources in dire attempt to obtain alternative
source of revenue that would keep the nation through its cur-

rent economic slump.

*
NIGERIA'S ECONOMIC FACTFILE®

1985 ESTIMATES

Population was estimated at 95.7 million.

Growth rate was estimated at 3 percent per annum.

G.D.P. -- ¥48,651.7 million (estimated at 1983 current
prices}.
Agriculture -- 26%
Industry - 34%
Manufacturing -- 5%
Services ~— 40%
G.N.P. per capita -— U.8. 3770 (1986 Estimate).
Urban Unemployment -= 9.9% as at June 1985.

Foreign Trade : Imports-- ¥9.00 billion

Exports—-- ¥11.10 billion



Current a/c surplus -- M¥907.60 million

Inflation Rate : 39.6% (1984).
Currency - One Naira (¥) -~ One hundred Kobo {K).
M¥1.25 = U.S5. $1.00 (July 1986}.

¥4:00 = U.S. $1.00 (After introduction
of the Two~Tier Foreign Exchange
System: Sept. 1986).
* S
OURCES: _ The South Magazine.... September 1986.

Federal Republic of Nigeria's Budget Report, 1986.
Economic and Social Statistics Bulletin (1985).
Central Bank of Nigeria, 1985/86 reports.

The World Bank, Regional Reports, Dec. 1985.

The International Monetary Fund, 1st Quarterly

report, March 1986.



I. IMPORTANCE AND VALIDITY QF THE TQPIC

Since the discovery of crude petroleum in Nigeria in the
late 1950s, and the set-up of the petroleum industry in the
late 1960s, the trend of economic growth in Nigeria has taken
another course. By 1970, barely ten years after attaining
independence, agriculture had to give way to petroleum export
as the main pillar of the national economy. Big revenues from
crude o0il and petroleum export provided the means to execute
some of the nations mostly desired projects. But, nevertheless,
a lot was left undone before the collapse of the oil-fed economy.
One of such neglected sectors was the natural gas resource that
was allowed to flare away ceaselessly despite a whole decade,

at least, of real national prosperity and economic boom.

The trend by which the oil industry almost solely shoulder
the responsibility of the national economy continued at a wvery
fast rate that by the year 1979 the o0il and petroleum industry
alone accounted for more than 20 per cent of the nation's GDP,1
more than 95 percent of export values, and about 80 percent of
government revenues.2 As a result of her heavy dependence on

oil, Nigeria became very vulnerable to the erratic changes of

the oil market, thereby putting the situation of the national

1. G.D.P. Gross Domestic Product.

2. The South, March 1985.




economy in a risky and dangerous position. In order to ef-

fectively ameliorate the risky economic situation, the nation
set in search of alternative industrial avenues that will
support the almost mono-product economy, and transfer it into
a broadly based and well rounded economy. In this attempt,
agriculture, which had been neglected in the days of oil boom
became a natural choice. But the government equally began to
give serious considerations to the conservation and processing
of the natural gas that was available in large reserves in the
country and now being flared and wasted away on the o0il fields
as the oil drilling process goes on (Plate I). Attempts to
stop this wastage and prevent the hazards of pollution through
legislative fines and other penalties had not succeeded in
putting an end to the wastage and free release of the natural
gas into the atmosphere. As the need arose to diversify the
basis of the national economy into other industries from the
oll and petroleum industry, government attention was thus
focused on the Liquefied Natural Gas (LNG) industry where the
natural gas that was being flared away could be processed and

sold on the international ING markets.

As feasibility studies revealed that there were a lot of
opportunities for Nigeria in the LNG market, attempts were made
by successive governments in Lagos to invest in this industry.
At a certain point in time, the need to utilise the wasting
natural gas became an important element, along with the agri-
cultural sector, in the attempt to diversify the mainly oil

economy. The decision by the government in Lagos to diversify



into the LNG industry continued to gain importance because of

the following reasons:

(a).

(b}.

(c).

{d).

It was Bélieved by Nigerian economic planners that
the processing of the natural gas would create
locally as well as exportable source of energy that
would yield additional revenue badly needed by the
nation.

It was equally upheld that the diversification into
the LNG industry will create a major avenue through
which the nation's heavy dependence on the oil
industry could be reduced.

The economic planners believed that attempts to
diversify into the LNG industry would constitute

a key element of national industrial planning and
technological advancement.

The Federal Government of Nigeria in 1979 saw the
decision to diversify into the LNG industry as an
adequate attempt to combat the natural gas wastage
on the oil fields, thus giving her blessing to the

propeosed Bonny LNG project.

Because of the above reasons, and along with national

opinions, the rationality and successfulness of this decision

was thus crucial to the economical and technological develop-

ment of Nigeria. In addition, the choice of liquefied natural

gas in the face of other uses and alternative wventures into

which natural gas could be usefully employed equally demand

careful scrutiny. These were the major reasons why this paper



has chosen this important subject as its central focus of

study and research.



ITI. BACKGROUND ANALYSIS

HISTORICAL AND ECONOMICAL ANALYSIS OF THE NIGERIAN ECONOMY:

THE YEARS BEFQRE THE BIAFRAN CIVIL WAR.

Economic planning in Nigeria has gone through varying
levels typical of any developing nation. Economic development
planning in Nigeria went as far back as the pre-independernce
vears when in 1964 the governing British administration deviced
a Ten-Year Plan of Development and Welfare for the colony.

This Ten-Year Plan envisaged expenditures of € 55 million

1 But a Select Committee of the British House of

(sterlings).
Commons condemned this plan and pointed out that "the allocation
of expenditure on the Ten-Year Plan... does not give anything
like a complete picture of the future development of the ter-
ritory. The plan does not propound a complete strategy of
-development, it is merely, an aggregate of proposals for
spending money“.2 This plan began "by laying down the maxim
that development should be conceived as a military operation

but proceeds without any attempt to appreciate the situation

or define the objectives. Admittedly, there is a list of

"certain fundamentals" which must be put right before any

policy of wide economic development can be usefully considered.

1. STOPLER, W.F.: Planning without facts, HARWARD
UNIVERSITY PRESS, 1966.

2. HOUSE OF COMMONS, LONDON: Sth Report from the Select
Committee on Estimates, Colonial Development, 1948.



Beginning with water supply, the list goes on with education,

agriculture, forestry and veterinary services - in fact through

3 This did not sound

the whole gaunt of possible development".
like good planning though. It was not that these kinds of
proposed expenditures were unnecessary or undesirable. However,
if the plan were carried out overnight, as it was actually
being executed by the governing administrators, the improvement
in the condition of the mass of Nigerians would be barely
perceptible.

The non-specialized approach to development planning, the ina-
dequacy of the administrative machinery to provide the high-
level manpower for plan implementation, and the absence of
properly defined objectives relevant and meaningful to the

local populace were all contributory factors to the ineffecti-

veness of early attempt at national development planning in

Nigeria.

Nevertheless, another development plan adopted in 1955
to revive the objectives of the earlier plan, and which went
through the independence days in 1960, and up to 1962, did not
achieve much economic goals either. This plan was bogged down
by ineptitude and lack of adequately qualified economic plan-
ners, since the economic planning mantle of the nation was
haphazardly left in the hands of indegenious officials. The

immediate post-independence years were among the worst times

3. Stopler, W.F., Planning without facts, pp. 37 - 38.

10



in Nigeria with regard to serious economic planning. By this

time the mantle of economic activity and planning had come
under the direct control of the political government of the
day, both at the center and in the provinces. In conseguence,
economic life and planning became politicised in Nigeria,

"less through the imposition of colonial rule than its with-
drawal".1 Throughout this period agriculture and farm produce,
in addition to a few other minerals such as columbite, tin ore,
and tin metal had been largely responsible for export revenues
(Figure 2). Aid packages and foreign grants and assistances
came from abroad, given to be utilised in the development of
the newly independent nation. But "by a natural regression

in the circumstances of the time, additional resources entering
the public domain in the name of development, and through ever-
increasing export earnings were used to serve political ends -
party, communal and personal - of less abstract kinds. Not
entirely, but to a substantial extent, they were used primarily
to secure political loyalties, repay political debts, and build

personal fortunes".2

"Adaptation of the development effort to
such political exigencies was most pronounced in the regional

governments. Their 'welfare and public works' powers......

1. Morris-Jones & Austen: Soldiers And Qil -

The Political Transformation of Nigeria
Frank Cass, 1978.

Ibid., p. 49.

11




offered huge opportunities for patronage, and went far to
| 3

consolidate the power of each governing party".
As a result of these inadequacies, corrﬁption, embezzlement,

and nepotism there was not much to be shown in terms of real
economic growth and national development by the national leaders
in the first civilian administration (1960-1966) after colonial
rule in Nigeria, though the capital resources and potentialities

abound in staggering figures (Figure 3).

THE BIAFRAN CIVIL WAR AND THE NIGERIAN ECONOMY

It was with the unclear situation of economic activities
in Nigeria as earlier explained that the nation drifted into’
the latter part of the 1960s. By the middle of the 1960s, the
national economy appeared to have lost almost all signs of a
brighter economic planning despite the mounting potentialities.
As a result, the political crisis that blew up in the country
in 1966, and the consequent military conflict of 1967 only help
to distrupt and prevent an already evident t:end of developing
growth rate. The slowing down in the general level of econocmic
activities was caused primarily by the fall in the growth of
both government expenditure and private investment. The un-
stable conditions of 1966 and 1967 were not conducive to either
booming agricultural export or bouyant domestic capital forma-

tion. The beginning of military operations during the Biafran

civil war, and the eventual blockade of the Eastern States

3'Morris—JQnes & -Austen: Soldiers And 0Oil-
The Political Transformation of Nigeria
Frank Cass, 1978, pp. 51, 52.

12




(the region that formed the seceeding Republic of Biafra)

from the middle of 1967 had negative consequences on domestic
production and manufacturing, inter-state commerce, and the

balance of payment (Fig. 3).

As the war progressed, the latest inflationary pressure
started to surface. One major source of inflationary tendency
was the government's budgetary action which was austere in
attempt to provide for war armaments. Another factor was the
resulting expansion in domestic credit creation. Other contri-
butory factors were bottlenecks in transport and distribution
system which worsened the inability of agricultural and indus-

trial supplies to match the growing urban demands.

YEARS OF ECONOMIC PROSPERITY

With the surrender in 1970 of the Biafran rebel troops,
and the final declaration of an end of hostilities, Nigeria
entered an era of decade-long prosperity. The years that fol-
lowed the civil war were years of rapid growth in export
earnings. The expansion this time around had come about as a
result of the increased importance of crude petroleum in
Nigeria's export trade. Agriculture having suffered a decline
in general output of nearly 40 percent between the crisis years
of 1964/67 and the years just after the civil war, 1972/74
(Fig. 4); nevertheless, rising prices for these non-oil exports
since 1973 have allowed proceeds at cuxrent prices to be main-
tained at about the level of the mid-1960s. In contrast, the

volume of petroleum production increased more than five-fold

13




between 1966 and 1974, and the respective price value of

petroleum export increased nearly thirty-fold. Between 1969
and 1975, total petroleum exports at 1975 current prices in-
creased from Naira 636 million to Naira 5,000 million despite
the fact that petroleum exports temporarily fell in volume in
1975 due to Federal Government's policy directed at tailoring
crude oil production to marketing conditions and the conser-

vation of national natural resources. (Fig. 5)

The huge rise in the price of petroleum after 1973 gave
an extra impetus to the Nigerian economy. As a member of
OPEC, and the world's nineth largest producer of oil in 1981,
Nigeria stood a good chance to utilise enormous amount of 7
benefits and gains from the o0il boom of the 1975-80 era. The
foreign exchange position was greatly strengthened, of course,
and the economy expanded a great deal, at an estimated annual
rate of 8 percent in real terms between 1971 and 1977. As a
result, foreign aid and assistance were greatly reduced while
a number of jobs were created mostly in the civil engineering

and building construction sectors.

Between the 0il boom days of 1975-80 agriculture, which
used to be the mainstay of the economy in the 1950s, 1960s
and early 1970s had suffered considerable set-backs as the
pillar of the Nigerian economy. Agriculture which actually
provided about 66 percent of the G.D.P. in the 1960s had by
1981 lost ground to petroleum as the back-bone of the Nigerian

economy as a result of vast growth in the volume and value of

14



petroleum output. By this time agriculture had dropped to

about 20 percent of the G.D.P. (Fig. 3}, although it still
employs about two thirds of national wo&k-force, most of them
on small holdings and subsistence farming. Actual production,
particularly of cash crops such aé ground-nuts, cocoa, coffee,
and cotton had declined during this period as a result of the
impacts of the civil war, drought and pest problems in some
regions of the country, distribution and payment problems
which discouraged farmers, and largely by the poor handling
of the agricultural sector of the national economy by the
Federal and state governments. The poor situation of the
agricultural sector was further exercebated by the demographic
drift to urban areas from the mainly agricultural rural areaé
of able-bodied farmers in search of higher wages in the ser-
vice industries. This caused a big shift of manpower from
the agricultural sector to industries, which dealt a big blow
to agriculture and domestic food production in the short run,

and the entire economy in the long run.

With these developments in the Nigerian economic scene,
the situation had by now turned full circle - shifting from a
completely agro-based economy to an almost oil-based econonmy.
Whether such a pattern could persist for a long time became
a major point to ponder for wétcﬁers of the Nigerian systemi
both within and outside the country. But as late as the year
1980 the o0il sector continued on its upward trend with regard
to external revenue contribution. The o0il industry provided

the nation with about U.S5. $11.9 billion in 1980 alone, the

15



highest so far, and thus making the industry the pillar of

the national economy.

ECONCOMIC DEPRESSION IN NIGERIA

Nigeria's over-dependence on the o0il and petroleum
industry started to exhibit some of its inherrent dangers
with the collapse of the international oil market in 1982.
Nigeria's hopes of rapid .economic growth had been fuelled
by the steady increase of oil production. But heavy depen-
dence on o©il in the shaping of the national economy while
other key sectors that could have given the economy a very
solid base were left to stagnate proved very risky and dan-
gerous for the nation, especially at this point in time.
"Because of the world oil glutt and the consequent fall in
oil demand, there has been a marked decline in oil explora-
tion. World inflation and the high cost of money has meant
high drilling costs, which have dampened the enthusiasm of

0il companies to undertake exploration and development acti-

 vities. This means that for some time to come Nigeria will

not be able to expand its oil industry as fast as it would

‘have likeg".!

With the country's goil revenue dropping from U.S.
$11.9 billion in 1980 to U.S. $6.4 billion ih 1983, and with-
out any sign of an early up-turn, Nigeria was really in .dire
economic crisis. It became guite obvious that the economic

depression troubling many developing countries now hovers

T The South, September 1985.
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above Nigeria. The impact of the collapse of the formerly

sky~rocketting oil prices was quickly felt in Nigeria. By
1982 inflation was running at about 40 percent while the un-
employment situation worsened following widespread retrench-
ment of workers in both the private and the public sectors.

In dire attempt to put new life in the national economy, the
government now turned to neglected sectors such as agriculture

and the gas industries.

DIVERSIFICATION INTO THE LNG INDUSTRY

With the economic situation in Nigeria at a cross-road
as a result of over-dependence on the oil industry, the govefn—
ment took a serious look at the LNG industry. It all started
as it became more and more difficult for the government to
control the continuous flaring away of natural gases on the
oil fields. As the o0il drilling process is undertaken, the
process allows the escape into the atmosphere of natural gases
that lie on the surface of the besought crude oil. Among its
many attempts to control these unnecessary wastage of natural
gas, the government decreed that oil drilling companies should
prevent the escape of the gas or re-inject escaped gas back
into the ground if carelessly allowed to escape. Failure to
meet these requirement was penalised by heavy fines imposed
by the government on the oil drilling companies. But as these
and other control measures failed to yield any tangible result,
the government then took a serious look into how to better

utilise the natural gas instead of leaving it to waste away.

17



A somewhat appropriate alternative to handle this

problem was found when in the late 1970§ the international
trade in liquefied natural gas experienced remarkable growth.
The government, having believed that the best way to handle
the natural gas wastage problem was to collect it, process it,
and export it abroad, went into partnership with foreign in-
vestors to build a big liguefied natural gas processing plant
at the Bonny oil fields in south-eastern Nigeria. The Bonny
LNG Consortium was compd@d of the Nigerian Government - 60%,
Shell Group International - 10%, British Petroleum - 10%, Phil-
lips Oil Company (USA) - 7.5%, Agip of France -~ 7.5%, and E1f

0il Company - 7.5%.

But despite the interests of foreign investors and
international organizations and corporations in the development
of the Nigerian gas industry, attempts at building Nigeria's
LNG plant are yet to bear fruit. WNevertheless the Nigerian
government 1is tirelessly working to implement her plans in

this direction.

STATEMENT OF THE PROBLEM

As earlier explained, it was initially up-held that
Nigeria was to benefit from the problems of pricing, marketing,
and other crisis that affected the LNG producers especially
in North Africa in the early 1980s.

Because of highly competitive pricing agreeements signed in
1980 by Nigeria with eight European companies to purchase LNG
from Nigeria's proposed natural gas processing plant at the

18



Niger delta's Bonny o0il fields, both Libya and Algeria were

obviously under-cut by Nigeria. However, by the year 1981,
the emerging economic crisis in Nigeria started to cast doubts
over the possibility of Nigeria providing the needed financial
support for the proposed LNG plant. Before the year ran out,
more and more financial support was expected from the foreign
partners in the project. But in 1581, Phillips Incorporation
of U.S.A., the most important United States member of the
Bonny LNG Consortium announced that it was leaving the group.
This news came as a big blow to the entire project and the
aspirations of the authorities in Lagos to diversify the na-
tional economy into the LNG industry. To further worsen the .
matter, some other foreign members of the consortium also
pulled ocut as the expected prospects of the project continued

to look slimer day by day.

With the position of the LNG project now left in un-
certainty, it became a major problem for the Nigerian govern-
ment to decide on what to do with the natural gas that conti-
nued to be flared away on the o0il fields without adequate
control. To abandon the project would create the problem of
what the government should do with the natural gas that was
wasting away. On the other hand, the mere desire to go ahead
with the proposed plan of implementing the project was not
sufficient in the face of inavailability of badly needed
financial support to implement the project. These are the
major problems which this research study propose to explore

and possibly resclve within the context of actual government

19



decision on this matter and the appropriate step to take in

such a time of crisis and difficult decision making.

PROBLEM QUESTIONS

(a) . Should the natural gas be allowed to flare away or be

preserved or collected ?

(b) . Is the natural gas really a natural resource that could
actually be utilised to generate or provide Nigeria with
good returns on the millions of dollars that was to be

invested ?

{(c). What are the other alternative avenues open to Nigeria

to better utilise the natural gas ?

HYPOTHESIS

In order to generate more financial resources and
revenues at home and abroad that would help cushion the ailing
econcomy and reduce the nation's over-dependence on the oil
industry, the Nigerian government should utilise the wasting -
away natural gas. However, this should be done within the
capabilities of the nation and foreign resources available to
her. Failure to take advantage of the benefits open to the
nation as regards her possession of natural gas would result
into neglect of potential financial resources, while the
- nation continue to suffer, as far as this sector is concerned,
in terms of economical benefits and technological development

and advancement.

20



STATEMENT OF PURPOSE

It is highly imperative for me to study and research
deeply the Nigerian government's plans and actions to put to
better use the natural gas available in the country both for
domestic as well as export purposes. This subject is even of
greater importance at this point in time that the ailing
Nigerian economy, which depend almost solely on the o0il sector,
needed overhauling and diversification along with good plan-
ning, implementation, and better management. The nation is
seriously groping for additional support from other industries
to shore up the almost mono-product oil economy, yet none has

come into clear focus.

The desire to industrialize Nigeria became very paramount
in Nigeria's planning programs since late 1970s when the nation
was reaping the good benefits of the o0il boom. This had led
to a hurry decision to set up a gigantic LNG plant project in
Nigeria. But with a bad turn-around in the state of the
economy, it was becoming more and more difficult to execute
this project. The desire to utilise the wasting-away natural
gas thus became a "to be or not to be" issue, and a decision
on this matter has to be made without unnecessary delay,
especially now that the nation is in dire need of hard foreign

currencies to shore up the fragile national economy.

It is therefore the purpose of this research paper to
study and analyze whether the wasting away natural gas should
be allowed to flare away at no additional cost than the cost

21



of anti-pollutants; or to gather the gas and process it for

badly needed financial resources.

In order to accomplish the major purpose of this re-
éearch, I have collected reasonable amount of up-to-date
secondary and primary data directly related to the topic.
These data would be utilised along with other information to
further analyse the issues under discussion and thus obtain
better understanding. It is very much hoped that by the time
the study was concluded, better ways of handling the problem
of unnecessary wastage of natural gas in Nigeria would be

deviced.

PERFORMANCE OBJECTIVE

In choosing this research paper, it is my intention
to complete the project by the end of the Fall Semester in
February 1987. Substantial relevant data had already been
gathered from the Stolzfus Library of B.U.C., The Jaffet
Library of the American University of Beirut, and other
universities and colleges of higher learning in Lebanon.
Attempt is also being made to collect more information rele-
vant to the topic from the British Council Library in Ras-
Beirut. More information are egually being sought from the
Embassy of Nigeria in Cairo and Petroleum and LNG business

organizations and associations in this country.

It is my prime objective to utilise this information

to carrxy out a well-organized and carefully guided research
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study that will result in a better understanding of how to

utilise the wasting natural gas in Nigeria and similar deve-—
loping countries. In attempt to achieve this objective,
comparative studies will be made with nations that experienced
similar problems as the one now confronting Nigeria with

respect to natural gas.

The project proposal will be submitted on the 13th of
January 1986. The complete project, began in August 1986,
would be completed and submitted in January 15, 1987. The
final draft would also be sent for editting and review during
this week. The final weeks of the semester would be utilised

for correcting mistakes and typographical errors, final

typing and binding.
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CHAPTER TWO

REVIEW OF RELEVANT LITERATURE

1. LIST QF SELECTED LITERARY MATERIALS

(a).

(b).

{c).

{d) .

{e).

(£}.

Olaloku, F.A. {et al)

Structure 0f The Nigerian

(1]

Economy.
Panter-Brick, K. : Scldiers And 0il,.
Stopler, W.F. : Planning Without Facts.
The I.B.R.D, : The Economic Development of
Nigeria.
The Roval Institute of NIGERIA - The Political And
International Affairs ) Economic Background.
The U.N.C.T.A.Df : NIGERIA

JOURNAL AND PERIODICALS

(a) .
(b) .
(c).
(d) .
(e).
(£).
(g).
(h).
(i).
(7).
(k).

The

The

The

The

The

The

The

The

The

The

Africa Now magazine.

Herald Tribune.

Middle East Economic Digest.
Petroleum Economist.

Nigeria Trades Journal.

New African magazine.

South magazine.

African Concord Magazine.
West Africa magazine.

Wall Street Journal.

Publications of : The Central Bank of Nigeria

The Ministry of Information, Lagos.

* *
The I.M.F., The World Bank, and GATT.

* Glossary
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SUMMARY OF AUTHORS' FINDINGS AS THEY RELATE TO RESEARCH STUDY.

As a general review, the above listed materials provided
good enough information on the background of the Nigerian
economy as well as the circumstances surrounding the proposals
and plans for the nation's natural gas resource. Most of these
data covered the early days of the formation of the nation
under colonial administration, through the early days and later
period of independence and full autonomy, and up till the present
time. It is believed that such a complete source of data would
bring about a better understanding of thé issue under discus-
sion and provide the opportunity for better judgement and

logical recommendations.

In his book, Planning Without Facts, W.F. Stopler provided
useful information about the mistakes committed in the past in
earlier attempts to develop a formalised economic system in
Nigeria. According to Stopler, and in agreement with some
other authorities on the Nigerian economy, the errors committed
in the 1940s and 1950s by Nigeria's economic planners were the
non-specialised approach to development planning, the inade-
quacy of the administrative machinery to provide the high-level
manpower for national plan implementation, and the absence of
properly defined objectives relevant and meaningful to the
local populace. However, in the 1960s other factors emerged
which hinted that Nigerians were not prepared for serious
economic planning. As Stopler reported, another development

plan adopted in 1955 to revive the objectives of the earlier
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plan of 1946 was bogged down by ineptitude and lack of ade-

quately qualified economic planners. After independence the
colonial administrators that set up the new economic develop-
ment program had to leave for their homeland, and thus the
control of economic activities and planning now came into the
hands of the indegenous government of the day. At the same
time, constitutional changes were underway that introduced
electoral politics, replaced foreign by native norms in public
administration and conduct of public enterprises. But the
indigenous authorities used their authorities on planning and
development to secure political loyalties, to repay political
debts, and build personal fortunes without giving adequate
attention to serious economic planning. As a result natural
resources such as natural gas and associated gases that did
not focus prominently on the minds of the economic planners
of the time failed to be well-planned for in the national
economic planning programs. In attempt to drive home the
point that indigenous Nigerian economic planners did not do
better, F.A. Olaloku' provided datas and tables (Fig. 3 & 4)
which gave detailed account of Nigeria's exports and revenue
during this period, but most of the revenue realised from
external trade during this time was eaten by corruption and

embezzlement built into the operating political system.

1
As carefully analvzed by Douglas Rimmer, it was in the

circumstances of the above situation that Nigeria drifted

into the latter part of the 1960s. There were some political

Douglas Rimmer - Elements of the Political Economy (Nigeria)
F. Cass, 1978.
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crisis in the country in 1966, and this later led to a bloody

coup—-d'état in 1966. This period of paralysis and instabiiity
later culminated into a civil war in 1967. The consequent
unstable situation were of course not conducive to either
booming agricultural export or buoyant domestic capital forma-
tion. As a matter of fact, there was an absolute fall in gross
domestic product between 1966 and 1967 (Fig. 3). Agricultural
production, especially for export, was lost by a combination

of unfavorable weather conditions, transportation bottlenecks,
the civil wag crisis, and declining market prices. For some
time during the war days production of mineral oil wvirtually
stopped while export of vegetable oil suffered a severe set-.
back as a result of the complete cut-off of supplies from the
Eastern region (Biafra). It is important to note that many

of the writers on the development of the Nigerian economy
agreed that the civil crisis could have prevented a careful
study of the amount of reserves as well as the quality of the
nation's natural gas resource since this natural resource is
generally found in the Eastern region. This factor, in addition
to the six years of instability and civil war actually hindered
attempts to device and implement development plans for the
nation's natural gas resource and other natural resources that
did not feature well on economic planners' list. Until late
1968, the general trend of foreign exchange earnings, as

many researchers have come to agree, were downward or at best
stagnant while the import level moved in sympathy under the

welght of stringent fiscal measures dictated by war mobilisa-~
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tion. Many development programs and economic development

activities were virtually suspended so as to devote attention
and efforts to the civil war. To make matter worse, the wvolu-
me of ocutput of some major agricultural export crops, notably
cocoa and groundnut (peanut) declined, but the shortfalls were
more than compensated in value as prices in the world market
were on the upward trend (Fig. 4). The pacification of the
0il producing areas in 1968 resulted in a rapid advance in the

1 The growth

production and export of crude petroleum in 1969.
in manufacturing activities also continued in response to the
stringent fiscal measure on import. However, as the war pro-

gressed, tha latest inflationary pressure started to surface.

Frcom the reports of Rimmer,2 Tomori and Fajana,3 and
Terisa Turner,4 one could deduce that the period following the
civil war brought a lot of prosperity and rapid growth to
Nigeria. For example, it was generally estimated by experts
in the o0il industry that production of petroleum in 1975 ave-
raged 2.2 million barrels per day, while earnings also increa-
sed considerably - standing at U.S. $23,405 million in 1980 -
due partly to OPEC's price increases and reduced oil production

activities in the Middle East as a result of instability in

The Nigeria Trades Journal, Volume 36, No.2, March/April
1970.

Douglas Rimmer - Elements of the Political Economy (Nigeria)
F. Cass, 1978.

3. Tomor & Fajana - Development Planning in Nigeria,
St. Martins, 1979.

4. T. Turner - Commercial capitalization in Nigeria and the
1975 coup, F. Cass, 1978.
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the region. In addition, bigger revenues from oil taxation

and levies further boost the already buoyant economy of Nigeria.
According to Nigeria's Petroleum Profit Tax Ordinance of 1959,
50 percent of companies' net profit were payable to the Federal
Government as royalties, rentals, and residual profits tax.

By 1966 however, revenues from petroleum had reached nearly 10
percent of total government revenue, and from that year on a
series of changes in fixed arrangements for the industry was
made. This included reductions in 1966 and 1971 in the rate of
allowable depreciation of investments; in 1976 oil royalties
was redefined as costs of production instead of offsets against
profit tax; and in the same year the tax rate was raised from
50 to 55 percent of net income. However, the most important
change was yet to come. According to The Petroleum Economist,T
the introduction in late 1967 of OPEC'S deviced posted price
went a long way to push up Nigeria's oil income. Taxable
profits had previously been computed on the basis of 'realised!'
prices which, because of the intergrated character of the
companies' operations, were internal transfer prices determined
at their discretions. The OPEC posted price substituted for
the so-called 'realised prices' on the other hand was a price
negotiated between the government and the oil companies. By
early 1972, increase in the posted price and changes to the
disadvantages of the companies in the method of deriving the
reference prices from it had roughly doubled the tax taken per

barrel of crude oil as compared with takes charged before the

'+ The Petroleum Economist, March 1985, pp. 81-85.
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adoption of this tax system. Nevertheless, the astute watchers

of Nigeria's oil revenue still maintained that these charges
and tax increases were modest in comparison to following con-
ditions on the oil pricing scene.. "By virtue of the bargaining
power of OPEC, the Nigerian posted price was raised to U.S.
$8.31 in November 1973, and $14.69 per barrel of crude oil in

1
January 1974, and later in February 1985 to a staggering $28.65".

As reported by Tomori and Fajana along with some other
reporters on this topic, failure to properly utilise these
large sums of revenues that came from the petroleum industry
had led to lopsidedness in the national economic planning.
While the revenue continued to flow into the country in bigger
and bigger amounts, praétically no action was taken on the
utilization of the natural gas that was wasting away on the
oil fields. Nevertheless, policy statements continued to be
issued by the government on her hopes and aspirations to develop
the gas industry, yet no concrete action was taken to back up
these statements which featured very prominently in the govern-
ment's budget plans and the so-called Five Year Development
Plans of 1970-74 and 1974 to 1980. Therefore Martin Quinlan2
seem to have correctly pointed out that the serious economic
depression that began to appear in the country in the early
1980s had driven the nation into serious economic problems.

A great percentage of revenues obtained from the o0il boom had

T*The South, October 1985, p. 61.

2.Martin Quinlan - Nigeria - Tough Policy Boosts Revenues,

March, 1985.
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been mainly utilised in the building of a completely new

federal capital city at Abuja, highly expensive roads, bridges
and highways, "ghost housing estates", and a handful of indus-
tries and so-called development projects that would take many
more years in the future to complete, such as the iron and
steel projects at Aladja and Ajaokuta,1 and the River Basin
projects scatterred around the country.2 The economic de-
pression that set in in 1980 thus created bigger problems than
the government was prepared for. Not only was the nation
groping for recovery, but it was becoming more and more dif-
ficult to execute already planned projects or to complete the

ones that had been started.

As if a new era had dawned in Nigeria, the first civilian
administration, since the parliamentary government system that
collapsed in 1966,0egan to show concrete interest in the deve-
lopment and utilisation of the nation's natural gas resource.
Going along this line, sometime in 1980 Phillips Incorporation
of the United States called, on behalf of the Federal Government

for tenders for the design and construction of a gas
liguefaction plant at Bonny, in the delta area of the Niger
River. This plan was to utilise natural gas from the Nigerian
0il fields, process them, and sell the liquefied gas on the

international LNG market. The plant was scheduled to go into

Appendix 1A

2- Appendix 1B.
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operation in the mid-1980s, and to use the Phillips deviced

"optimized cascade process" to cool the.gas to the point of
liquefaction with an estimated output capacity of 616,000,000
million Btu*annually (equivalent to 16,650 million cu.m. of
gas in the form of LNG annually). About two million tonnes
of gas liquids will also be produced annually. As for the
cost, it was estimated that the plant would need more than
U.S. $10,000 million to complete, including pipelines and a
minimum of 14 LNG tank-ships. As generally expressed by many
insiders of the LNG industry, the plant appeared to be the
world's largest LNG project.1 But as the national economic
crisis set in in 1980, without any clear sign of an early up-
turn, the hope that the gas would come to market were dashed
as the day goes by. Most of the foreign and international
members of the consortium responsible for the construction and
management of the LNG plant feared the looming economic de-

pression and left the country abandoning the project.

A BRIEF WORLD SURVEY QF THE LNG INDUSTRY

After four consecutive years of steady growth there was
a drastic drop in 1980 in the world liquefied natural gas out-
put as a result of pricing disputes, falling demand, and oil
production cutbacks among other factors. But 5ﬁf§ﬁthorities
on the in the industry thinksg' that these expected decreases

are very likely to be only a short-term phenomenon. As a

T Jeffrey Segal - World's Largest LNG Project for Nigeria,

Dec. 1980.
*

Glossary. 32



matter of fact, and in stark recognition of early opinions,

most of the newer producing nations of LNG outside North
America and West Europe are making concrete plans for both
expanded domestic use and higher gas exports which should
guarantee a period of substantial growth internally from the
mid 1980s as a mean of checking the depression in the indus-

try.

Within the OPEC nations, the falls in Iranian gas out-
put as a result of the revolutiocnary upheavals, and the cut-
back in Kuwait as a result of a parallel drop in oil produc-
tion - since all Kuwaiti's gas is associated, meant that the
organization produced a mere 6.0 percent of world natural gas
in 1980 compared with 7.1 percent the year béfore, though this
low share also reflects excessive rates of gas flaring in
member countries. According to a report by Exxon Petroleum
Incorporationf1 while Middle Eastern countries flared off 58
percent of their gross gas output in 1380, the proportion
reached 96 percent in Nigeria in the same year. Nigeria's
high losses are reflected in the low figures for gas usage
there, as prevarication over the Bonny gas gathering complex

continues.

1. Exxon Corporation, Middle East 0Oil & Gas.
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DEVELOPMENTS IN SOME SELECTED COUNTRIES

*
THE SITUATION IN MALAYSIA

In Malaysia, the construction of the LNG plant and as-
sociated gas plant has been on schedule in its later years,
but the whole project started slowly owing to a dispute over
production-sharing terms and the country's inexperience in
handling large-scale projects. Although there was marked
depression.in the crude o0il market in 1983, cfficial crude
prices have remained stable enough as far as Malaysia is

concerned, to form the basis for long-term gas contracts.

But, important as it is for the country's future, the
nation's Bintulu LNG export plant was only one of Malaysia's
projects to export off-shore natural gas reserves. In November
1982, Esso Production Malaysia Inc. and Petronas of Malaysia
signed an agreement for the sale and purchase of natural gas
for the Trennaggau Gas Project. This particular project will
use associated gas which has so far been flared from Esso
Production Malaysia Inc.'s (EPMI) oilfields, with non-associa-
ted gas from fields developped by EPMI and Petronas Carigali
Exploration Company. According to the Malaysian International
Chamber of Commerce and Industry, natural gas only provided
less than 1 percent of Malaysia's current energy needs, com-
pared with 4 percent for hydro and 93 percent for oil. Gas
usage 1s forecast to rise from one percent to 39 percent by
1990 and to replace o0il as the country's chief energy source

by the turn of the century. The Chamber of Commerce foresaw
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shifts in energy consumption patterns as well as changes in

the fuel supply mix. When oil dependence has fallen to 40
pexcent by the year 2000, its use will be dominantly in the
transportation sector, hydro will be supplying some 30 per-
cent of power generation needs; gas will have become the

major fuel for industry and thermal power plants; and coal
will make a come~back in the form of imports as primary energy

for the power generation and cement industries.

With regard to the above report, a four-fuel strategy
seems to be in clear focus in Malaysia since the nation is
fortunate enough to have a choice of fuels. 1In addition, the
Malaysian government has consistently tried to balance its
needs for revenues from petroleum to pay for development and
to finance economic growth against the need to conserve limited
resources. Abandonement of the previous depletion policy
initially adopted by the country has not been inconsistent with
the need to produce more crude oil to make up reduced values
of exports of tin, rubber and other agricultural products
including timber. Successful integration of hydro power will
however depend on the transmission of hydro-generated electri-
city to penninsular Malaysia, a problem under current study
which will take some time to solve. Asfor coal, Malaysia Mines
and the National Electricity Board believe that the coal re-
quirements of West Malaysia will have to be supplied mainly by
imports of coal from Australia, the U.S.A. and Canada. But
gas production will be Malaysia's main energy resource to sus-
tain domestic growth and meet export requirements.

* G. Vernon Hough, Malaysia -~ Gas Opens A New Era, Feb.1983.
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*
PROGRESS REPORT IFROM THE MIDDLE-EASTERN GULF STATES

Natural gas, formerly neglected as a poor alternative
to abundant o0il supplies, is now increasingly'used as feed-
stock for new industries springing up around the Arab Gulf.
But so far almost all gas consumed in the region is associa-
ted gas produced in conjunction with crude o0il. The squeeze
on gas supplies felt in the past few years is therefore an
unavoidable result of the current fall in oil output, and has
prompted the development of non-associated gas as well as a

search for new reserves.

As reported by Isabel Gorstf proved natural gas reserves
in the Middle East stood at 21.9 trillion cubic meters, about
25 percent of total world gas reserves, and an equivalent in
energy content of up to 43 percent of the region's vast oil
reserves. In this region Iran, with 13.6 trillion cubic meters
reserves of natural gas has the greatest reserve. Saudi Arabia
also has substantial reserves of 3.4 tcm and Qatar, with 1.8 tom,
has one of the biggest accumulations of non-associated gas in
the world. But developments of these resources only took off
in the 1970s, and this region still has a poor gas utilisation

rate when compared with other o0il producing areas.

A 1984 study carried out by Exxon1 revealed that gas
usage rose by 38 percent to an overall 51 percent between 1972

and 1982 in this region. Attempts by the Gulf states to make

*ISABEL GORST: Middle East:- Increasing use of natural
gas, May 1985.

1'Exxon Corporation, Midd%e Fast 0il & Gas, 1985, p.164,.
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Importing ¢

Japan
U.S.A.
France
Italy

Spain

U.K.

WORLD TOTAL

Exporting c

Algeria
Indonesia
Brunei
Libya
;U.A.E.

‘ U.5.A.
WORLD TOTAL

WORLD: LNG IMPORTING/EXPORTING‘COUNTRIES
1978 - 1979
(million cu ft/day)

1978
ountries

1510.4
231.3
278.4
231.3
193.1

72.3

2516.8

ountries

617.1
502.9
711.7
389.3
170.1
125.7
2516.8

38

()

share

60.0
9.2
11.0
9.2
7.7
2.9
100.0

24.5
20.0
28.3
15.5
6.7
5.0
100.0

1979

1866.5
692.1
306.2
231.4
163.2

61.1

3320.5

1105.6
833.5
731.9
348.4
167.9
133.2

3320.5

%2 share

56.2
20.9
9.2
7.0
4.9
1.8
100.0

33.3
25.1
22.0
10.5
5.1
4.0
100.0
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TABLE b | G
WOR.LD LNG TRADE 1978—1980
Volume Average cif Average cif
(million cu " price price
. fvday) (US$/thousand (US$.’nu!hon
- cu ft) Btu)

Abu Dhabi-Japan

Exporter: Abu Dhabi Gas Liguefaction
{(ADNOC/BP/CFP/Mitsui/Bridgestone}

Importer: Tokyo Electric

Liguefaction plant: Das Island, Plateau volume: 400 MMcf/d. Siart-up:

39
Volume Averngs ol Mverage
(million cu rice price
fvday) (US$/thousand  (US$/million
cu ft) Bu)
Brunei-fapan

Exporter: Brunel LNG (Shell/Mitsubishi/Brunei government)
Importers: Tokyo Electric/Tokye Gas/Osaka Gas

Liguefaction plant; Lumut. Plateau volume: 755 MMcfid. Start-up:
1973. Expny 1995

1977 Expiry: 1997, - —— T oo e e e Q8 — o TILT e 227 2.04 - -1
(978 17071 23077 22071979 E] S v 1 22077
1979 167.9 2.42 - 2.31 1979 Jan-Aug 738.8 2.45 2.20
TU1979 Jan-Aug T TTTTTUTTTI4ZZTTTTT T U236 00T 77T 2,25 T 1980 JameAug T U U UTTTTTITIIAST T 470 0 T T 422 3
1986 Jan-Aug 240.% 5.3 5.07 Indonesia—Japan
Algeria-France Exporters: (i) Pertamina/Huffco (ii) Pertamina/Mobit

Exporter: Sonatrach

Importer: Gaz de France

_Liguefaction plant: (i) CAMEL, Arzew (ii) Skikda. Plateau volumik
) 100 MMaf/d (i) 350 MMctid. Stan-up () 1965 (i) 1973. Expiry?
#) 1990 (i) 1997.

I'mporters: Jilco consortium (Osazka Gas/Kansai Electric/Chubu
Electric/Kyushu Electric/Nippon Steel)
Liguefacrion planr: (i) Badak, Bontang (ii) Arun. Plareau wvolume:

. (i) 410'M.Mr;f1'd (i) 640 MMci/d, Start-up: (1)71977 (1) 1978. Expinyiz ~

B P i S TNENE S S ST Y S v#imlﬂgrvfrf—lm 5029 - S 283 ... 280 -3
1979 3062 T30 207 1979 8335 =361 345
1979 Jan-Aug 319.9 308 195 1979¢Jan-Aug 769.8 3425 3.11-
1980 Jan-Aug 171.5 3.20 3.02 1980 Jan-Aug 11456 5.43 5.19
it S Labya—ltaly______‘____._..._.._ et e e -
—%lgepmmgmmd' Bxporter: Esso ¥ _L
dmporter:-Enagas -~ - e o - . Importer: SNAM

Liquefaction plant Skikda. Plateau volume: 450 MMcfld Srcm—up

..-1976 J-Lrpny 9990 L LT -
1978 i 351,, e 14-4 !36
1979 46.2 2.28 2.15
Algeria-UK T

..Exporter; Sonatrach .. .. ... ... e R
Imporeer: British Gas ’
" Liguefaction plant: CAMEL,™ Arzew. Plateaé.t volume: 100 MMch’d o
- ~Start-up: -1964. Expiry:21979 {under. renegotiation) ... .. .

1978 72.3 L. 06 0.99
1979 61.1 1.22 L15
1979 Jan-Sept 78.6 1.16 1.09
‘ 1980 Jan:Sept 81.4 1.33 1,25

Algeria-USA (1) ~
Exporter: Sonatrach
Importer: Distrigas
Ligquefaction plant: Skikda, Plateau wolume: 115 MMcfid. Szart—up

1971. Expiry: 1998.
1978 - o - 39.9 - 2.55 2.39
1979 78.3 2.96 2.72

Algeria-USA (2)

Exporter: Sonatrach.

Importer: El Paso (for Columbia LNG/Consclidated Systems
LNG/Southern Energy)

Ligquefaction plant: LNG-1, Arzew. Platean wolume: 1000 MMci/d.
Starr-up: 1978. Expiry: 2003

1978 1591.4 1.32 1.17
1979 613.8 1.94 1.70
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-~ Liguefaction plant: Marsa el Brega.

Liguefaction plant: Marsa el Brega. Plateau

Surt-up: - 1970 Expzry 1990,

zolume: 235 MMcfd,

I :12 e 7' 5

1978 - "~ 2313 117 )

1979 231.4 1.52 - 145
1979 Jan-june _ 278.8 . B YA 1.12
1950 jan-June - 2085 3.1 2.97
- Libya-Spain - : Tt e

Exporter: Esso
Importer: Enagas
Plateau volume: 110 MMcfid:

Start-up: 1970. Expiry: 1985.

1978 158.0 1.04 0.99
1979 117.0 1.65 1.58
USA~Japan .
Exporter: Kenai LNG (Phillips/Marathon}

Importers: Tokyo Gas/Tokyo Electric

Liguefaction plant: Kenai, Alaska. Plateau volume: 160 MMcfid
Start-up: 1969. Expiry: 1984,

1978 125.7 2.32 2.30
1979 T 133.2 2.41 2.39
1979 Jan-Aug 148.5 2.41 2.39
1980 Jan-Aug 105.3 4,56 4.52
WORLD TOTAL

1978 2516.8 2.08 1.93
1979 31320.5 2.51 2.33

Naote: 1978 figures are rev:sed
Sources: Importing-countries’ trade statistics, except USA: Dept. of
Energy.

Perroleum Economist December 1980




sty Do d S B Ll AL O UL TUMN LY NATUR AL GAS AND FROVLW RESERYES

Billion Gheusand mjllion) cubic metrest

Commercial Rescrves b) Life of
production a) 1st Jan  lst Jarn a5 % of reservesc)
1979 1960 197¢ 1951 world years
WORTH AMERICA
Canada ........., 73.44 68.08 1473 2492 3.2 37
USA e, 57967  568.88 7791 3670 7.3 10
6531t 636.96 5264 8162 0.5 i3
CARIBEBEAN AREA
Barbados ....... 0,01 D.01 na na na na
Colombia . 2.64 ERE:] 79 142 0.2 45
Cuba ...... 0.15 0.13 na ns3 na na
Mexico.... 26.38 32,35 340 2193 2.8 63
Triaidad........ 347 2.40 gs 227 8.3 95
Veneruela® ... 3.87 8.71 751 1250 1.6 144
41.22 45,80 1255 3814 4.9 82
OTHER SOUTH
AMERICA
Argentina ...... 9.18 .87 181 623 0.8 63
Bolivia .......... 2.09 2.34 85 120 6.2 35
Brazil ... 1.12 1.30 26 53 0./ 41
Chile .... 297 3.00 7 70 0.4 23
Ecuador® ....... 0.07 ;.08 20 115 a.f —
Peru............. £17 1.14 5 35 negl 31
15.60 17.73 398 10t6 1.3 57
MIDDLE EAST
AbuDhabi* ... 572 5,78 249 580 0.7 100
Bahrain ......... 2.88 276 11 280 0.4 101
Drubai® | 0.83 0.73 20 43 0.1 59
Iran* .., 19.99 8.27 3030 11000 14.2 —
Irag* .. 2.23 1.76 552 780 1o +43
Israel ... 0.10 D.22 2 2 negl 5
Kuwait*d) ... 5.17 31.30 1215 D% 1.2 284
Oman ......,... 0.50 0.50 57 142 8.2 237
Qatar® .......... 3.26 3,10 207 1843 2.4 596
Saudi Arabia®d).. 12,57 14.50 1498 2678 ER 180
Shasjak® ........ na na na 13 negl —
Syfia oo, 0.03 0.03 i4 90 4.4 —_
Turkey ......... 0.10 0.1¢ 9 14 negt 140
53.38 41,55 6864 18410 23.7 443
AFRICA
Algeria® ... 15.40 10.00 4106 3724 4.8 372
Angola . 0.20 0.26 28 30 neyl L1s
Congo .. 0.01 4.0l na 57 0.1 —
Egypt .. 1.11 2.19 40 84 o 1z
Gabon® 0.06 0.07 14 14 negt 200
Libya" ... 4.60 3.30 736 674 2.9 133
Morocco .. 0.68 0.07 1 3 negl 50
Nigeria® ., 2.00 2,00 E42 tisl 1.5 381
Rwanda .., 0.01 0.1 na na Ra na
South Africa ... — — na 11 negl —_
Sudan .........., —_ — — 3 nagl —
Tanzania . — — — 1 negl —
Tunisia ......... 0.33 6.35 4 159 8.2 —
Zaire ..., — — — 2 nepl —
23,80 18.26 5081 5923 7.6 34
WEST EUROPE
Austria .......,, 232 . 1.9¢ 11 11 negl 3
Belgiume) 6.04 0.05 na na na na
Denmark ., —_ — — 105 0.1 —
France ., 7.76 7.53 204 4 0.1 11
W Germany 20.36 18.66 292 150 0.2 10

Commzreial Rescrves b) - Life of
production a)‘__ Lst Jan  Ist Jan a5 % of reserves I3
19719 1980 1970 1531 warld " ¥ears
Greece -— — — 116 a.1 -
Ircland .......... 0.57 0.91 —_ 37 negl 41
Taly 13.47 12.53 158 17¢ 0.2 1
Methertands ... 93.17 87.27 2431 1598 a1 13
Morway ) 20.92 3514 — 1314 L7 52
Spain 0.01 0.01 — 42 0.1 _
UK g} 39,23 - 37,29 991 7i8 0.9 19
197.4% 191,33 4117 4375 5.6 23
FAR EAST
Afghanistan ... 2.40 275 144 &0 0.! 13
Australia ..., 8.09 9.57 57 350 1.1 59
Bangladesh .... 1.22 [.25 na 283 o4 226
Bruael .......... £.28 8.95 57 218 g.3 i4
L Burma ... 0.23 .21 3 b neg! 4
China .... 14.51 14.27 102 733 0.9 52
India ..., 1.92 HES] 40 270 0.3 185
Indonesia 23.27 28,75 79 785 1.0 27
Japan..... . .69 2.47 2 15 negl 6
Malaysia ........ 0.10 0.11 57 250 I —_
New Zealand .. 1.54 1.34 1534 173 0.2 129
Pakistan ........ 8.79 512 533 453 0.6 50
Taiwan .. ; 172 1.96 28 25 negl 13
Thailand .....,. -— — na 292 04 —
79.78 82.20 1665 1994 6.4 61
USSR & EAST
EUROPE
Albania ......... G.30 0.30 9 10 negl 13
Bulgaria ........ 0.14 D.15 38 5 negl 33
Caacheslovakia .. 0.68 0.5 14 12 negd 24
EGerinany ... 9.01 5.00 14 75 0.! 3
Hungary ........ 8.53 6.13 119 110 0.1 18
Poland .......... 7.34 6.33 9 120 0.2 19
Romania .. 27.1%9 28.19 170 125 0.2 i
USSR 40700 435.00 9119 30300 39.2 70
Yugoshavia ... .. 1.86 1,82 14 60 9.1 33
460,05 457,43 9516 3p017 380 64
WORLD
TOTAL ...... 152541 152225 3BO99 77711 160.0 51
Of whkich
OPEC countries  109.04 90.75 12619 25535 329 282

T Forrough equivglents in cubic fees djvide by 10 for billion cubic feet daily; divide
reserves by 30 for willion (million million) cubic feet. One cubic metre = 35,3147
cu, fi,

* Member of OPEC.

negly Negligible (less than 0.05%).

a} Excluding flared or reinjected; mainly excluding field usage. b} Mainly
excluding probable and possible reserves. ¢ Reserves at st January 198 divided
by 1980 rate of cammercial production. Exclusian of wasted gas production means
life of reserves is overstated; however, reserves figures ace conservative, being
confised to proven. d) Kpwait and Saudi Arubia figures include half-shares of
Partitioned Zone. e} Production from coal mines only. £ Includes 60.88% of Frigg
preduction. g) Includes 3%.12% of Frizg production. Possible marginal production
from Cameroun, Ghana, Guatemala, Ivory Coast, Philippines 2nd Zaire — all
producing crude oil in 1980 — is not accounted for. With the excepuen of Zaire,
reserves in these and some ten other countrics where natural gas [inds have becn
made are principally confined to RON-Proven.

1972 production figures are revisions and may not correspond 1o our August 1950
estimates.

Main sources: Production: Uniled Narions Monthly Builetin of Siaristics, Cedigaz.
Reserves: Cedigaz.
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Abu Dhabi
Bahrain
Dubai
Iran

Iraqg
Kuwait
Qatar

Table 1
MIDDLE EAST:

Trillion

cu metres

Saudi Arabia

Others

Total

0.6
0.2
0.1
13.6
0.8
0.9

C W -
(E T S« o)

21.9

* Tonnes of o0il equivalent.

Source:

Countty

aAbu Dhabi
Iran

Iraqgq

Kuwait
Qatar

Saudi Arabia
Other a)

Total

ra)

Source:

164

Includes Bahrain, Oman and United Arab Emirates

Table IT

MIDDLE EAST:

Adapted from BP Review of World Gas.

(in million cubic feet a day)

1972

Gross Utiliz-
production ation
1085 121
4024 1724
718 20
1774 688
493 107
3150 533
500 300
11744 3563

Exxon Corporation,

41

PROVED NATURAL GAS RESERVES 1983

"Middle East 0il & Gas".

Trillion Billion % share
cu £t toe* of world
20.5 0.5 0.6

7.4 0.2 0.2
4.3 0.1 0.1
480.0 12.2 15.1
29.0 0.7 0.9
31.0 0.8 1.0
62.0 1.6 1.9
121.0 3.1 3.8
18.8 0.5 0.6
774 .0 19.7 24,2
GAS PRODUCTION AND UTILIZATICN
1982
% Gross Utiliz-
utilized production ation utilized

11 1080 730 68

43 2370 990 42

13 410 70 17

39 450 400 89

22 560 510 91

17 3250 1310 40

60 1500 900 60

30 9620 4910 51

(excluding Abu Dhabi)



Table III
MIDDLE EAST: NGL CAPACITY

Country

Saudi Arabia

Kuwait

Abu Dhabi

Iran
Qatar
Dubai
Bahrain

Irag

Total

As of January 1st 1984
Thousand b/d

675
200
190
60
55
20
1o

*

1210

* Two major plants are completed but not operating.

Source:

Exxon Corpeoration estimates.
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better use of its gas was boldly registered in a 1985 agreement

to build a gas grid linking the six member states of the Gulf
Cooperation Council - Saudi Arabia, Kuwait, Bahrain, The United
Arab Emirate, Qatar, and Oman. Main consumption of gas so far
in the Gulf region is at new petrochemical and fertilizer
plants, power stations, and desalineation units. Natural gas
liquids capacity has risen to 1.2 million barrels per day, the
bulk of which is installed in Saudi Arabia where plants have

a potential throughput of 675,000 barrels per day. It is
thought that gas usage in both the industrial and domestic
sectors will rise steadily so that crude o0il and products can

be freed for export.

On the other hand, the great distance of the Middle East
from world's major gas markets, coupled with the enormous costs
of exporting gas over this distance dampens the region's over-

all prospects of becoming active in world gas markets.

THE SITUATION IN NIGERIA: A PQT OF PROBLEMS

%
SPECIAL REPORT ON THE SITUATION ON THE NIGERIAN GAS SCENE

Despite huge proven reserves, natural gas utilization
and development in Nigeria appears deflated, and the highly
valued commodity (LNG) may not come to the market in time to
rescue the country from its current economic slump. Accor-
ding to gas and petroleum industry executives*, Nigeria's
proposed liquefied natural gas (ING) plant at Bonny is un-

likely to be completed before the middle of the 1990s, and
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even then, there is considerable doubt whether the project

will go ahead at all. The LNG project has long been riddled
with a lot of delays and false starts. In the mid 1970s, the
British Petroleum Company and Shell Petroleum jointly forméd
the Bonny LNG Consortium to develop the liquefied natural gas
project. This Consortium then signed a letter of intent to
sell LNG to a group of European utilities, under a 20-year
contract, but failure to obtain government backing made the
proposed sale fell through and the Bonny LNG Consortium even-

tually slid into obliwvion.

To add more to the skepticisms over the development of
the gas industry in Nigeria, a plan to use more gas at home
has also stalled. Saipem SpA of Italy and Mannesman AG of
West Germany were to build a $1.00 billion gas gathering
system and pipeline between Escravos in the Niger Delta and
Igbin, near Lagos, where the gas would feed into a newly built
power plant. But work cannot resume until the government ap-
proves a new financing proposal from Italy. Some of Nigeria's
gas is to be used in the country's new petrochemical plants,
although parts of that project also are likely to be postponed

as the government reviews its spending priorities.

Industry sources1 estimates Nigeria's proven reserves
of natural gas at 45.7 trillion cubic feet (about 1.29 trillion
cubic meters), that is an energy equivalent of about eight

trillion barrels of oil, compared with the country's oil
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reserves of about sixteen billion barrels. But despite these

staggering figures of proven estimates,_eXperts still maintain
that a determined search for gas would probably uncover far
larger quantities of natural gas reserves. In light of this
great amount of natural gas availability, and in dire attempt
to curb the wastage of this natural resocurce, the Federal
government of Nigeria introduced new penalties in 1975 to
discourage this wastage and prevent the flaring away of the
natural gas. Nevertheless, the penalties imposed have made
little impact, if any at all, in curbing the flaring away of
natural gas because the cost of re-injecting flared gas into
the ground for later use is so high in most cases that the
government has to grant exemptions to the rules in certain

instances in order to keep the 0il flowing.

Another major trouble with Nigeria's huge gas reserves
is that they are far from the major markets while demand at
home is small because of the nation's scant industrial base
and tropical weather which together limits the utilisation
of gas to certain applications. Subsidies on petroleum and
related products which was only removed very recently had
made fuel oil and petroleum products artificially cheap,

thereby under—-cutting demand for gas.

Industry experts concludes that Europe was the most
likely market for Nigeria's gas. But leaders in the inter-
national gas industry such as The Soviet Union, Norway, The

Neatherlands, and Algeria have dominated this market while

45



Canada and Mexico are well placed to sell to the United States

and other parts of the region. Therefore the market for LNG,
especially in West Europe and North America realy does not

look too healthy for Nigeria.

Another major problem faced by the LNG project in Nigeria
was the inavailability of funds. 1In December 1983 the Royal
Dutch/Shell group entered into an agreement to manage the pro-
posed LNG project on behalf of the Nigerian government. Both
Elf Aquitane of France and Agip SpA of Italy also expressed
willingness to invest in the project if it locks attractive
enough. But no formal agreement was concluded between the
government and the Shell group as a result of administrative
blunders on the path of government officials. The government
officials had, since the initiation of this idea, had little
or no liason with the Shell group. Assuming that a formal
agreement was finally reached between the two parties, the
partners would have to provide financial support for the exe-
cution of the project. The project was roughly estimated to
cost between U.S.$7 to $8 billion in 1985. But the heat of
the matter was that the Nigerian government would have to come
to terms with the International Monetary Fund (I.M.F) so that
international banks and investors could participate in a major
loan for the project. But, up till the present moment, the
Nigerian authorities have not come to terms with the I.M.F.,
thereby preventing financial backing for the project, and

thus further keeping the entire project stalled.
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In addition, the partners in the project would also

have to find customers willing to commit themselves to buying
the LNG over a long pericd of time, say twenty years. But
such commitments are difficult tc obtain in a glutted market
as the LNG market. Apart from the glut, potential customers
would have to worry about the political instability of Nigeria.
There is a great amount of worries over the political insta-
bility in Nigeria after many coups and counter coups. A lot
of foreign investors give a great deal of weight to an atmos-
phere of peace and tranquility in deciding whether or not to

invest in the country.

Should Nigeria pass the litmus tests of overcoming the
above enumerated problems, one can then allocate a minimum of
8ix yvears to build the LNG plant itself. 1In the final analysis,
the possibility of an active and cost effective liquefied
natural gas industry in Nigeria seems far removed from the
1980s and only possible in the 1990s or beyond. This last
issue would then bring the additiocnal problems of profitability
of the investment and competitiveness with well established
LNG producers into focus. Some European gas experts1 now doubt
that the Nigeria's liquified natural gas, if it eventually
enter the market at all, would only be profitable at a price
low enough to attract customers. This line of thought cast

a great doubt on the profitability of the entire project itself.



CHAPTER THREE

RESEARCH DESIGN AND METHODOLOGY

From the on-set, the author of this research study had
postulated that the Nigerian authorities should make use of
its natural gas resources for economical benefits rather than
let it waste away. In attempt to prove or disprove this hy-
pothesis, I would rummage through the relevant amount of data
gathered for this study to achieve this objective without any
bias. The research design and methodo;ogy is thus organized

in the following pattern:

The amount of relevant data gathered for this research
study include Published books on the Nigerian economy with
adequate coverage of the petroleum industry and the problem
of natural gas wastage. Although most of the published text-
books are not recent publications, as lately published text-
bocks on this subject are hard to come by in Lebanon nowadays
because of the on-going crisis. Nevertheless, this deficiency
had been compensated with the availability of relevant and up-
to-date publications, periodicals, trade journals, recent and
current research studies and publications, as well as univer-
sities', colleges' and various associations' and organizations'
publications available at the libraries of the American Univer-
sity of Beirut, the Beirut University College, Haigazian Col-

lege, and other universities and colleges in the country.
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The materials gathered so far include the following:

1. THE INTERNATIONAL BANK FOR RECONSTRUCTION AND
DEVELOPMENT (IBRD) :
THE ECONOMIC DEVELOPMENT OF NIGERIA. JOHN HOPKINS,
1960.
2. OLALOKU et al: STRUCTURE OF THE NIGERIAN ECONOMY.
ST. MARTINS, 1979.
3. PANTER-BRICK, K.: SOLDIERS AND CIL - THE POLITICAL
TRANSFORMATION OF NIGERIA.
FRANK CASS, 1978.
4. STOPLER, W.F.: PLANNING WITHOUT FACTS, HAVARD
UNIVERSITY, 1966.

5. THE ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS: NIGERIA.

In addition to these listed materials, information and
useful data had been gathered from other texts and publications
that are listed in the biblicography and/or mentioned in the
table of reference. The combination of relevant data from all
these enumerated sources and others not vet listed provided
the opportunity for a carefully designed, well documented and
guided research study. These materials would be utilised
strictly in major areas of vitél relevance to analyze the
economic planning in Nigeria with great emphasis on the avai-
lability of natural gas, and in support of or against the

initial hypothesis, as the case may be.

The nature of this research study, coupled with the

fact that the research study was not being conducted in Nigeria,
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did not permit the use of elaborate interviews and question-

naire metheods of information gathering: Nevertheless, a lot
of trouble was taken to carefully analyse, collect, assemble,
and analyze the very important secondary data already obtained
with the aim of arriving at reasonable and appropriate con-
clusions. It is very much believed that the method being
applied in this particular case is generally accepted as ade-
quate for standard academic work applicable to and practicable

on the grounds of reality.

50



CHAPTER FOUR

PRESENTATION AND ANALYSIS OF RESEARCH RESULTS

In chapter one attempt was made to describe the nature
of the Nigerian economy before the discovery of oil and the
developmen£ of the il industry in Nigeria. During this era,
it was_discovered, from this research study, that the Nige-
rian economy was basically an agro-based economy, and that
the bulk of revenue realised by the Nigerian government from
external trade during this period came from the agricultural
sector. Thisg point is further illustrated by Figure I and
figure II. Figure I is an illustrative chart of the distri-
bution of Nigerian exports between 1946 and 1974 (selected
years) bﬁsed on major export commodities. The selected years,
1946, 1950, 1955, 1%60, 1965, 1970, 1974, are found to be
adequate representative samples of the period in entirity.

On the chart, the percentage of each of the listed commodities
with respect to total annual export was given. In addition,
the equivalent of these individual export commodities are
valuerised in the Nigerian currency, the Naira, for better
comparability and analysis. With a careful analysis of this
chart, one could deduce that the agricultural sector was
largely responsible for the bulk of external revenue collected
by the Nigerian government from 1946 until the end of 1970
when petroleum and crude oil exports started to provide a
larger portion of Nigeria's foreign trade earnings. The

contribution of other major commodities such as columbite,
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tin ore, tin metal, etcetra were also illustrated on this

chart.

Figure II is a straight line descriptive chart of major
Nigerian exports between 1965 and 1969 on an annual basis.
This analysis reveals the true nature of Nigeria's export
trade five years after independence, within a period of about
three years of independence, and just before the end of the
civil war that devastated mostly the national economy and the
eastern region of the country in particular. Apart from pro-
viding the quantitative aspect of annual units of specific com-
modities exported, this chart egually provide us with the value
of these guoted quantities in British Sterling pounds, thus
permitting easy comparability with other foreign currencies at

that point in time.

Figure III provides a clearer picture of the effect of
the war on the national economy. The chart referred directly

to the war years.

Between 1966 and 1967 there was a noted big fall in the
national gross domestic product. As Figure III clearly indi-
cates, agricultural production, especially the major export
produces, were badly affected by a combination of unfavorable
weather conditions, transportation bottlenecks—- as a result
of the war crisis; and declining market prices. Production
and export of mineral oil almost virtually stopped while export
of vegetable o0il and other important commodities suffered a

severe set-back because of the complete cut-off of supplies
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from the Eastern Region (Biafra) to the Federal capital and

the port-city of Lagos. This important fact could be easily

deduced from an analysis of Figure IIT.

Until late 1968, the general trend of foreign exchange
earnings were downward or at best stagnant, and the import
level moved in sympathy under the weight of stringent fiscal
measures dictated by war mobilisation. However, the national
economy adjusted afterwards to the prospect of a long-drawn
civil war, and started to pick up again in 19%69. 1In the
regions not directly affected by the civil war, general mar-
ginal improvement in the external trade sector. The civil war
itself stimulated demand, and had a beneficial effect on the
level of unemployment as many men were recruited into military
forces, while others had to be employed into military services.
Export substituting manufacture were given such a big boost
that by the end of 1968, the index of industrial production
for the rest of the country not directly affected by the war

had surpassed the 1966 level for the entire country.

In 1969 production was generally better than the previous
vear, although there were still uneven development. The volume
of output of certain agricultural export crops, notably cocoa,
and groundnut declined, but the short-falls was more than
compensated in value as prices in the world market were in up-
ward trend. The pacification of the o0il producing areas in
1968 resulted in a rapid advance in the production and export

of crude petroleum in 1969 (Figure III). The growth in manu-
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facturing production also continued in response to the strin-

gent fiscal measures on import.

As for the contribution of petroleum to the economic
growth of Nigeria, the signs were clearly written by the late
1960s and mainly in the 1970s. Figure IV is an illustration
of production and export of crude petroleum in Nigeria between
1962 and 1975. Column C of Figure IV provide us with an ana-
lytical view of the value of Nigeria's petroleum exports in
Million Naira between 1962 and 1975, while Column D interpretes
these values in terms of percentages of total national annual
exports. One could thus see the drastic rise of the contribu-
tion of petroleum exports in the Nigerian economy. This is
further illustrated by Figure V which describes the post-civil
war expressed exports of Nigeria in terms of o0il and non-oil
commodities. From these data, it was clear enough to draw the
conclusion that the Nigerian government earlier obtained a
bulk of her foreign revenue from agricultural exports and
foreign-aids. However, in later years the discovery of petro-
leum and development of the petroleum industry in Nigeria
brought a greater impetus to Nigeria's revenues from foreign
trade. As a matter of fact, the years between 1974 and 1980
were clearly years of economic prosperity in Nigeria as a
result of the so-called o©il boom. This point is further ex-
plained by Figures V and VI. Bigger and bigger revenues were
realised between this period from year to year as the price
of 0il appreciated on the world oil market. As a result, there

were a lot of financial resources availlable for developmental
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planning in Nigeria.

According to many data gathered dﬁ the ways and manners
in which development and economic plannings were deviced and
executed in Nigeria, most of these plannings were adopted on
political grounds, and as such their executions were wasteful,
and not much results and benefits were obtained in the end.

The agricultural sector was almost completely neglected from
the time the authorities saw quick gains from petroleum oil
fields. WNot much was thought about the natural gas that was
flaring away on the cil fields. As a matter of fact, in its
Second National Development Plan of 1970-1974, the Federal
Government of Nigeria merly made reference to the fact that
natural gas came second in importance to crude oil. (Figure VI).
But according to this plan nothing concrete was said about any
plan to utilise these natural resource. All that the plan did
was to emphasise that "mineral resources are wasting and ex-
pendable assets. It is important therefore, that proceeds

from mineral exploitation should be translated into permanent
and productive assets that will continue to generate income

and employment within the economy for future generation“.1
It is therefore, no surprise that the Federal government had
nothing to report about on the utilisation or development of
the natural gas resource at the end of the term of the Second

National Development Plan in 1974. Nothing was done and no-

thing was achieved.

t. Second National Development Plan - 1970-74, Fed. Ministry

of Information, Lagos, 1970 - pp. 133-136.
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Again, in its Third National Development Plan of 1975-

1980 government planners came again with such statements that
would in the end amount to nothing concrete with regard to
natural gas in terms of development. The government's policy
statement went thus: "It is government's policy to stop the
wasteful flaring of gas and encourage the commercial utiliza-
tion of this wvaluable material. Gas can be utilized in the
production of fertilisers, iron and steel, electricity, etc.
It is also a major source of fuel. Government will therefore
harness the nation's gas resources especially as fuel, in view

1 "Since

of the growing scarcity of alternative sources".
minerals are depleting assets, it is important that their con-
sumption should be so controlled as to ensure that they make

an uptimum contribution to the growth of the economy. This
implies development of a conservation policy which will include
measures designed to avoid rapid exhaustion of minerals. It

is government's policy to stop the flaring of associated gas".2
However, in the allocation of physical cash to projects in

this section, nothing was virtually allocated or said about

natural gas.

Information obtained from the Nigerian Trades Journa13

equally revealed that the Federal Government was much concerned

with the problem of preventing the wastage of flaring away of

1'Third National Development Plan, 1975-1980, Policy Nos.18,

21, Ministry of Information, Lagos, March 1975.

2. Ibid.

Nigerian Trades Journal, Min.of Information, Lagos, March
1985.
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natural and associated gas resources than with its utilisation

in the process of national and/or economic development. About
three decrees had been promulgated so far to penalise those

that carelessly allowed the escape of the natural gas. In

some other circumstances the government even imposed the re-
injection into the ground of escaped gas at very expensive cocsts
instead of giving more attention to how the gas could be utilised

even at a small scale level of activity.

In the Middle East attempts had been made to increase
the utilisation of natural gas as explained in previous chapters.
With the help of the above charts, and in addition to informa-
tion provided in chapter two, one could easily notice the
improvement in the utilization of natural gas in most of these
Middle Eastern countries. Mention had already been made in
chapter two of the leadership roles of Libya and Algeria in
this field. In other parts of the world, there were also
marked increases in the utilisation of natural and associated
gases in the Pacific region e.g. Malaysia and Indonesia; in
Latin America e.qg. Mexico and Columbia; and in Europe e.qg.

The U.3.5.R., the Neatherlands, and Norway. On the contrary
the Nigerian case has not revealed any sign of improvement
since the days of policy statements on the issue until the
present time, and there is no concrete plan in sight for the

future.

With the above analysis and general study of wvarious

data, one could draw the conclusion that there were a lot of
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neglects on the path of the authorities in Nigeria in making

effective plans and appropriate arrangements to make adequate
utilisation of its natural gas resource. Such a finding would
be in favour of the initial postulation that it is essential
for the Nigerian government to utilise the wasting away natural
gas in order to generate more financial resources and revenues
that would help cushion the ailing national economy while
helping to reduce the nation's over-dependence on the oil
industry. It should equally be upheld that such attempt at
utilising the natural gas should be done within the context

of many alternatives open to a developing nation endowed

with natural gas resource as those that were reviewed in

chapters 2 and 4 respectively.
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FIGURE 1

DISTRIBUTION OF NIGERIAN EXPORTS BY MAJOR

COMMODITIES: 1946-1974 (SELECTED YEARS)
1946 1950 1960 1965 1970 1974

-N- m. % N m. % N- m. % M m. 2 N m. % N m. %
Cocoa 7.6 15.4 38.0 21.1 73.5 21.7 85.4 15.9 133.0 15.0 159.0 2.7
Ground-Nuts 1.3 22.9 30.4 16.9 45.8 13.5 75.6 14 .1 43.6 4.9 6.8 0.1
Ground-Nut 0il - - 0.5 0.3 10.6 3.1 20.0 3.7 23.2 2.6 11.4 0.2
Palm Kernels 8.7 16.9 33.4 18.5 52.1 15.4 53.1 9.9 21.8 2.5 43.7 0.8
Palm 0Oil 4.1 8.3 24,1 13.4 28.0 8.4 27.2 5.1 1.2 0.2 * *
Hides & Skins 2.7 5.5 12.8 7.4 8.6 2.5 9.1 1.7 5.6 0.6 10.6 0.2
Rubber (Net) 2.8 5.7 5.7 3.1 28.5 8.4 22.0 4.1 17.4 2.20 33.2 0.6
Timber (Logs & Sawn) 0.7 1.4 4.9 2.7 14.1 4.1 12.5 2.3 6.2 0.7 11.2 0.2
Raw Cotton 1.1 2.2 6.0 3.3 12.4 3.7 6.6 1.2 13.2 1.5 - -
Bananas 0.1 0.2 3.5 1.9 | 5.2 1.5 - - - - - -
Petroleum (Crude) - - - - | 8.8 2.6 136.2 25.4 510.0 57.6 5365.7 92.6
Columbite 0.3 0.6 0.6 0.3 4.2 1.3 2.3 0.4 2.0 0.2 1.4 *
Tin Ore 5.7 11.6  12.0 6.7 WAN.“ 3.6 * * - - - -
Tin Metal - - - - - - 29.8 5.6 33.8 3.8 26.4 0.4
Other Exports 4.6 9.3 8.5 4.7 35.5 10.4 56.7 10.6 74 .4 8.4 125.4 2.2

49.3 100 180.4 100 339.4 100 536.5 100 885.4 100 ©5974.8 100




PIGURE IT

NIGERIA'S MAJOR EXPORTS - 1965 - 1969

Quantity (in 000Q's) Value in E'million

UNIT 1965 1966 1967 1968 1969 1965 1966 1967 1968 1969

Groundnut Tons 512 573 20 638 518 37.8 40.8 35.4 38.0 35.9
Groundnut 0il Tons 91 108 71 109 99 10.00 10.00 7.20 9.50 11.10
Ground Cake . Tons 163 133 131 171 168 5.30 4.70 4,20 4.90 5.00
Cocoa Tons 255 190 242 206 171 42.70 28.30 54.70 571.50 52.60
Pretroleum Crude 0Qil Tons 13.020 18.945 14.774 6.890 26.867 68.10 92.00 72.10 37.00 awmwoo
Palm Kermels Tons 416 394 163 158 176 26,50 22,40 7.80 10.20 9.80
Rubber Tons 68 70 43 52 56 10.90 11.50 6.30 6.30 9.60
Raw Cotton Tons 14 23 33 14 14 3.30 5.20 6.50 3.30 3.40
Cotton Seed Tons 70 66 63 29 42 1.80 1.90 1.90 0.90 1.00
Palm 0il Tons 150 140 16 3 8 13.60 11.00 1.30 0.10 0.40
Tin Metal Tons 11 16 10 11 10 14.90 15.40 13.00 13.70 13.90
Timber & Plywood cu.ft 20.106 18.896 11.598 11,353 12.133 7.70 6.80 4.30 4.30 5.20
Hides & Skin cwt 171 163 158 144 144 4.70 5.80 4.40 4 .00 4,20
Total Major Commodities 247.10 255.80 219.10 183.70 288.10
Other Commodities 16.20 22.90 19.00 22.80 32.0
TOTAL DOMESTIC EXPORT 263.30 278.70 238.10 206.50 320.10
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FIGURE IV

PRODUCTION AND EXPORT OF CRUDE PETROLEUM, 1962, 1966, 1969-75

A B c D E

Production Index Value of Petroleum Export Av. Posted Price

Year (1965 = 100) Petroleum Exports As % of Total Exports (U.5. § Per Barrel)

(N.m)

1962 25.9 33.5 9.9

1966 152.3 184.0 32.4

1969 197.1 262.0 . 41.2 2,17

1970 389.1 510.0 57.6 2.25

1971 568.5 953.0 73.7 3.05

1972 662.5 1176, 2 82.0 : 3.39

1973 750.0 1893.5 83.1 4.80

1974 822.8 _ 5365.7 92.6 14.69

1975 650.9 (Prov) 4629.6 (Prov) 92.9 12.95
Source:~ Central Bank of Nigeria, : Annual Reports and Economic and

Lagos. Financial Reviews.
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GURE V

YEARS OF ECONOMIC PROSPERITY:

POST CIVIL WAR EXPORTS - 1974-1980

COMMCODITIES

1974-75 1975-76 197677 1977-78 1978-79 1979-80

A. Non-0il

Cocoa 140,00 145.80 152.40 158.40 164.60 171.00
Ground-Nuts 70.00 34.40 36.40 38.00 41.90 45.70
Ground-Nut 0il 35.00 36.20 37.80 39.40 39.20 40.30
Rubber 17.50 16.90 15.00 14.60 14.40 14.20
Palm Kernels 120.70 22.70 23.00 23.20 23.50 23.80
Timber Logs & Plywood 7.60 8.00 8.60 8.60 8.40 8.00
Benni Seed & Soya Beans 2.20 2.40 2.40 2.40 2.60 2.60
Hides & Skin 4.00 6.20 6.40 6.60 6.30 6.00
Other Commodities 46 .50 49.20 53.60 54.40 64.10 64.40
Tin Ore & Metals 20.30 25.00 20.00 23.00 22.00 22.00
Total (A) (Non-0il) 304.30 346 .00 355.60 368.60 387.00 396 .00
B. 0il 6,458.10 7,120.30 7,213.00 8,665.10 9,603.80 10,663.20




FPIGURE VI

CONTRIBUTION OF PETROLEUM COMPANIES TO BALANCE

OF CURRENT EXTERNAL PAYMENTS,

1966,

1969 -

74

Year Ags % of Value of Petroleum Exports
1966 86.0 46.7

1969 106.6 40.7

1970 253.2 49.6

1971 604.8 63.5

1972 808.1 68.7

1973 1,403.3 74 .1

1974 5,192.9 96.8

Source:- Central Bank of Nigeria, Lagos.
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CHAPTER FIVE

CONCLUSION

The immense opportunity to undertake this research
study has facilitated the possibility of arriving at the

following logical conclusions.

(2) In the first case, I have been able to demonstrate
that the Nigerian authorities had negligently allowed the
continuous wastage of its natural gas resource through its
many errors and inadequate economic planning methods which
had been plageuing the nation since its foundation. Tracing
the different economic plannings from 1946 until the present

time I have been able to identify the specific mistakes that

tion of expenditure to so-called Development Plans was the

order of the day during the colonial era. But to be more
B which had not been co-ordinated or related to any overall
economic target. The post-independent plans were initially

bogged down by ineptitude and lack of adequate and qualified

ment Plan failed to achieve much because of serious interrup-

ideas which on the surface appear to be very embracing, but

65

led to lopsided economic plannings in Nigeria. A mere alloca-

precise, these so-called plans constituted a series of projects

economic planners. While the nation's First National Develop-

tions by political crises and the civil war, the Second WNatio-

nal Development Plan had as its principal goals and objectives

were in actual fact much less amenable to gquantitative analysis.




The achievement of some of the principal objectives set forth

in the Second National Development Plan actually call for the

pursuit of policies which are strictly not economic.

{b) Despite all the discrepancies in national economic
planning, the availability of great amount of natural resources
prevailed in keeping the nation prosperous. Charts and tables
have been used to drive home the point that Nigeria realized
large suni: of income from export trades especially from the
agricultural sector and later from the o0il boom. Nevertheless,
corruption and embezzlement was finally allowed to prevent
serious econcomic development in Nigeria. A lot was spent to
achieve little. Economic planning was politicised along with
the system of government, thereby leading to corruption and
nepotism while vital sectors of the economy that requires
proper attention suffers. It thus became easier to realise
that the Nigerian authorities did not give much importance to
the development and beneficial utilisation of its natural gas
resource as she did to the building of a completely new capital
city and the construction of very expensive bridges and high-
ways. As a result of all these mistakes and inadequacies in
national economic planning, the economy was mistakenly allowed
to go in the direction of an almost monoproduct economy -
depending almost solely on the 0il industry while agriculture

and other sectors such as the gas and mining sectors stagnate.

{c) It had been established that the Nigerian authorities

became aware of the usefulness of the available natural gas
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reserves lately. It was this late recognition that prompted

the issue of policy statements lately by the government to
restrain the flaring away of the gas. But the effort of the
government was far from enough to demonstrate her full under-
standing of the immense usefulness of the natural gas. In
attempt to provide the many avenues into which natural gas
resource could be gainfully employed, I have cited examples

of many nations around the globe, developing nations in parti-
cular, where the availability of natural gas had helped in the
improvement of the national economy. Amongst cited examples
was Malaysia, a developing nation in which the availability

of natural gas has fuelled the device and successful implemen-
tation of a four-fuel policy in which natural gas, hydro power,
coal, and crude oil play increasingly important roles to advance
the country econcmically and technologically. In the Middle
East, natural gas, formerly neglected as a poor alternative to
abundant oil supplies, is now increasingly used as feedstock
for new industries springing up around the Arab Gulf. Algeria
and Libya from North Africa became leaders in the LNG market
around the world because of their better handling of their
natural gas resource. Developed nations in Eastern and Western
Europe provides many other avenues through which natural gas
could be usefully applied. Mexico's activities in this indus-
try in Latin America had allowed this nation to carry the lead
in the LNG market in continental North and South America. This
research study has therefore provided and proved the many ave-

nues through which natural gas could be profitably applied to
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generate revenues for Nigeria. But the failure of the Nigerian

government and her economic planners to carefully look into
these alternatives and choose one that will be most profitable
and affordable to the nation have led to the continuous wastage
of this important and valuable natural resource, while the
naticn continue to grope for survival in the face of acute

economic depression.

(d) With the turning of the table on the Nigerian econo-
mic scene, and at a time when the oil boom is gone and replaced
with economic depression and austerity, the authorities now
think of developing the natural gas in attempt to revive the
economy and set the nation again on the course of prosperity.
But this was inappropriate. One would therefore be justified
to conclude that Nigeria's natural gas resource had been al-
lowed to waste away much more as a result of neglect and im-
proper economic planning, and because the authorities in the
country attached little or no importance to this vital com-
modity until when it was very late to do this. Had a develop-
ment program been deviced for the gas industry when the nation
was awashed with oil boom income, this industry could very
well have served as an immediate alternative to help the nation
survive very well the after-effect of the o0il market crunch.

A drastic, well-designed and carefully implemented effort is
needed to take full advantages of the availability of natural
gas in Nigeria in attempt to revive the economy and enjoy the

benefits of this wvaluable resource.
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(e} Although attempts had recently bkeen made by Nigeria

to start a ligquefied natural gas (LNG) plant in the country,

but this attempts were equally riddled with similar loopholes
and wrong planning tactics that affected earlier economic plan-
nings. The proposed LNG plant was generally believed to be

the world's largest and would cost the nation about U.S5.$10 bil-
lion which could not be raised internally. The gigantic nature
of this project and the big amount of money needed for its im-
plementation had in fact prevented its take-coff!. It is time
for Nigeria to cut her coat according to her size. There are
many other alternatives than a gigantic LNG plant through which
natural gas could be profitably applied in Nigeria at less costs

and with quicker returns on investment.

(f) Other writers on this topic have noted, although with
less emphasis, that Nigeria's proposed LNG plant was bogged down
largely by the large amount of finance required for the cons-
truction and other facilities related to the project. A new
dimension more clearly brought into focus by this research study
is the prove of a close relationship between poor economic plan-
ning in Nigeria and the continuous neglect of the very important
natural resource.natural gas that could have yielded better
revenues and other benefits for the nation had it been well
taken care of. It was bad economic planning methods that was
responsible for the prominence of natural gas in policy state-
ments of successive Nigerian rulers for almost two decades but

without any concrete action taken towards its development and
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profitable utilisation, even when it would not cost the nation

a lot of money thén she could afford. It was also bad economic
planning that was responsible for the decision to propose the
construction of the world's largest LNG plant in Nigeria with-
out counting the cost and without proper home-work on the abi-
lity to obtain financial resources that will put the project

in motion.

RECOMMENDATIONS

In order to overcome the mistakes of the past and make
good use of whatever remains of the natural gas that had been
allowed to flare away ceaselessly, the Nigerian authorities
should set at work to make adequate use of this important
natural resource starting with maximum application and utili-
zation affordable by the nation under the current austerity
condition in the country. Therefore, I would like to propose
the following recommendations on the basis of the findings of

this research study and the proceeding conclusions.

(a} To begin with, decision should be made on what utili-
zation alternative is best for the nation and most affordable
to the government in making use of the natural gas resource.
Possible useful avenues include the production of chemical fer-
tilizers, industrial use by power plants and electricity supply
stations, production of methanol, and processing into LNG and

domestic gases for home use as well as industrial use. Each
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of these alternatives had been expounded in Chapters 2 & 4

respectively.

(b) After a decision had been reached on the mode of

utilization,

action should be taken on the means of financing

this project. The decision to make on this issue hinges upon

the kind of

project decided upon by the government. As the

production of methanol is somewhat exotic, while the proces-

sing and sales of LNG is complex and uncertain, I would there-

fore like to recommend the utilization of the natural gas in

the production of chemical fertilizer because of the following

reasons:

IT.

III.

Iv.

It is comparatively less expensive to set up a
fertilizer plant. As@matter of fact, the finan-
cial resources needed to support such a project
could be raised internally without resorting to
the International Monetary Fund, the World Bank,
or other international investors and financiers.

The productionq%hemical fertilizers is also less
complicated than the production processes of
methanol or LNG. Thus it costs less to produce
fertilizers than it would cost to set up plants
for each of the other alternatives and maintain
them.

The agricultural sector in the country is currently
enjoying a great degree of revival both from the
private sector and from the government agencies.
Therefore the production of fertilizers would com-
plement the efforts to boost agricultural produc-
tion, thus making it a step in the right direction
as such a project would be of immense contribution
to the efforts currently being made to revive the
agricultural sector of the economy, which had been
stagnating for quite some time.

With the possibility of providing fertilizers for
the agricultural sector, the returns on this invest-
ment could as well be many-fold. The natural gas
that could have been wasted would be usefully
utilised. 1In addition, hard earned foreign curren-
cles which would have been spent on the importation
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of fertilizers into the country from abroad would
be saved and used in the execution of other deve-
lopment projects.

V. As this project gets bigger and bigger, Nigeria
would eventually become a net-exporter of ferti-
lizers to neighbouring African countries and other
nations. In this respect, another opportunity to
earn badly needed foreign currencies is open to
the nation, which would go a long way in attempts
to overcome the current economic depression in the
country.

In the final analysis, the decision to manufacture local-
ly consumable products such as chemical fertilizers would un-—
doubtedly attract financial support locally and from abroad
because of the relatively small size of the project and the
possibility of making quick returns on investment, unlike in
the case of the gigantic and very complex proposed Bonny LNG
plant. Nevertheless, and despite the feasibility of utilising
natural gas in the production of chemical fertilizers, other

alternatives have to be critically and cafefully considered

before a final decision is made on this particular issue.

{c} After a decision had been reached on the project for
which the natural gas would be used, in addition with the pro-
vision of adequate financial support, the method of gathering
the gas itself should be given prominent and careful conside-
ration. The method of collecting the natural gas from the oil
fields from which it is currently being wastefully flared is
very important. The issue of transportation of the natural gas
from the reserves' location to the processing plant, transpor-
tation costs, delays and dangers during transportation process,

as well as dangers of leakages to the environment should be
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carefully studied and taken care of. It is therefore recom-

mended that the gathering and storage of the gas not be taken
to very far distant for processing. It would be much safer if
the processing plant is located near the gas reservoir. But
final decision on this issue would depend on other major fac-
tors that could not possibly be anticipated now and in this

context.

(d) In the end it should be enshrined on the minds of
the government and her economic planners that a larger scope
of utilization of this natural resource and a profitable in-
vestment in this regard to help in the improvement of the
national economic performance and ﬁechnological advancement
was the major objective of setting up whatever project was
finally agreed upon. Therefore attempts should be made to
enlarge utilization activities from the small scale to a big-
ger scope of utilization as time goes on. Therefore, in the
general plan designed for the utilization of the gas and to
industrialize the nation, concrete actions to fully utilize
the gas including the reserves, should be adopted so as to
develop Nigeria's gas industry and revitalize the economy
through this sector in addition to efforts being made in other

sectors of the economy.

Most of all, appropriate cost-benefit analysis should
be made with every positive and negative points carefully
calculated and reviewed before a final decision is made. Good

judgement and highly effective management effort is equally
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needed to plan and implement the plan, and to appraise the

situation of the development effort from time to time. Ideas
of other nations in managing the same nétural gas resource
under similar and varied conditions shoﬁld be carefully studied,
compared, and adopted where it is feasible and affordable.

The development of the gas industry as hereby recommended is
believed to be one of the important and wvery beneficial and
objective way to make good use of Nigeria's national resources
to expedite the technological advancement of WNigeria, to
diversify the national economy, as well as to rescue the nation

from economic depression.

SUMMARY

In the national crude oil and petroleum industry, Nigeria
has for many vears been flaring the natural gas that is released
with the production of oil wastefully. More than a decade ago,
discussion began on liquefying the gas for home consumption and
export. But this attempt at economic advancement is ill-conceived
and void of careful examination and cost-benefit analysis.

Just like earlier attempts at national economic planning, there
were many mistakes ih this attempt to utilise the nation's
natural gas resource. Towards the end of the 1970s, the Nigerian
government decided to set up a massive U.S.$10 billion project
that would liquefy the natural gas and supply LNG mainly to the
European market. But this project has failed to take off as a
result of the slump in the international oil market which was

directly connected with the economic depression in Nigeria;
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the current decline in worldwide demand for LNG; and the

refusal by many reputable international financiers and in-
vestors to provide financial backing for the project since
Nigeria refused to adopt an economic recovery plan designed

and proposed by the International Monetary Fund (IMF).

Limitations that erupted in Nigeria's gigantic and
expensive attempt to enter the LNG industry further delayed
the utilization and stoppage of the natural gas that continued
to be flared wastefully away on the nation's c¢il fields. Still
convinced that the best way to make use of the natural gas was
through the ligquefaction of the gas and the sale of the resul-
tant LNG on the international market, the government in the
early 1980s began to consider a small scale version of the
initial plan. Yet, processed gas, the long awaited great export
hope of Nigeria, has not come to the market in time to rescue
the nation from her current economic slump. Despite the huge
proven gas reserves in Nigeria, the LNG project appears de-
flated. Some experts in the LNG industry even claim that such
a project can only take off in Nigeria in the mid-1990s or

even later.

Very recently the Federal Government of Nigeria has
finally shown deep interest and determination to find ways
to use the natural gas resource and prevent its continuous
wastage. This rescolve in this direction came as the authori-
ties decided to reduce the nation's overwhelming dependence

on the export of crude o0il. This research study has established
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the reasons behind the continuous delays in making use of

Nigeria's natural gas resource. The study has also facili-
tated the perception of the causes of continuous flaring away
of the natural gas, and has as well provided reasons for the
doubts on the minds of LNG industry experts on the possibility
of Nigeria's liquefied natural gas coming into market in the
near future. All these laxities and failures are of course
connected with bad economic and development planning, coupled
with inappropriate and inadequate economic implementation of
such plans by the Nigerian authorities. Useful recommendations
were provided to justify the claim that the nation should not
be stuck with the single idea of only liguefying the gas to
obtain and sell LNG. The mistakes of sticking to this single
idea were scholarly exposed and carefully analysed. Other
alternatives of utilization of the natural gas were presented
for the authorities in Nigeria to pick and choose from. The
method of making this choice in a clearly logical and quanti-

tative manner were clearly analysed.

In the final analysis, the claims of the initial hypo-
thesis rings through. The research study has proved that in
order to generate more financial resources and incomes at home
and from abroad which would help cushion the ailing national
economy, the Nigerian government should utilise the wasting
away natural gas resource without further delay. The research
study has also proved that Nigeria should not needlessly be

stuck with only one idea of utilisation of the gas while other
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alternative uses are avallable. Rather the utilisation

process should be chosen and applied wiphin the balanced

realm of the nation's
theless crystal clear
failure of successive
take advantage of the
availability of great

in continuous neglect

capabilities and need. It is none-
at the end of this study that the
past administrations in Nigeria to
benefits open to the nation in the
reserves of natural gas has resulted

of tapping the financial and other

gains open to the nation in this regard, while the nation

continue to suffer in

terms of economical benefits and

T

technological and developmental advancement, it is time enough

for the authorities in Lagos to take a drastic and positive

action in this direction.
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APPENDIX 1A

Since the late 1970s, huge amount ¢f sums have been invested
in establishing a steel industry. The U.S5. $5 billion
Ajaokuta Steel project, started in the late 1970s, 1is a prime
example. The first phase the project involves a long rod
production capacity of 1.3 million tonnes per annum, the
second phase the production of 1.3 million tonnes of flat
sheets per annum and the final phase 2.4 million tonnes of
mixed products. The first phase is likely to be completed

by 1990.

A smaller steel plant, the 1-million tonnes capacity Delta
Steel complex at Aladja, has been in operation for four years.
But it has shown little sign of triggering off an industrial
boom. Industries which use its can products or supply it with
material have not developed. Over 99 percent of its spare
parts requirements and consumables are imported. At the
project's inception, it was intended that it would use iron
ore deposits from Itakpe in Nigeria's Kwara State. But the
plant cannot use the ore because of its low quality, and has
to import iron ore from Liberia and Brazil.

In addition, the Ajaokuta and Delta (Aladja) steel projects
are incompatible. The Ajaokuta complex instead of using
billits produced by the Delta Company, has to import its
reguirement. The net result is steel produced with a high
import content and at high cost, making it incompetitive on
the international market.

APPENDIX 1B

An inter-ministerial panel set up during the Shagari adminis-
tration found that the cost of a completed irrigation scheme
per hectare was Nigerian Naira (N) 250 in Liberia, N500 in

the Ivory Coast and N2,470 in Nigeria. 1In the case of Nigeria's

Bakolori irrigation scheme, the cost reached N7,540 per
hectare.
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