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As well as oil, ag-

riculture is also an 

important sector, 

employing approxi-

mately 60 percent 

of the working 

population and ac-

counting for one 

third of GDP .

point. It continues to be the 
driving force behind the lo-
cal economy, accounting for 
96 percent of exports . How-
ever, the majority of refined 
oil products are still imported, 
resulting in vulnerability to 
the price fluctuations of a 
single commodity.

As well as oil, agriculture 
is also an important sector, 
employing approximately 60 
percent of the working popu-
lation and accounting for one 
third of GDP . In fact, the non-
oil sector has been growing 
faster than the oil sector for 
some time. With the oil boom 
in the 1970s, the agricultural 
sector was largely neglected 
and as a result, Nigeria became 
a net importer of food. Never-
theless, sufficient arable land 
is available, but in order to be 
able to produce food locally 
and meet domestic demand, 
harvest, storage and transport 
facilities, as well as marketing 
capabilities, are needed.

Unlocking the economic 
potential

Therefore, in order to capi-
talise on the wealth of human 
and natural resources avail-
able in Nigeria, help is needed 
from further afield. Foreign 
direct investment will be vital 

Unlocking economic potential in Nigeria
est fertilizer plant in the region 
is currently under negotiation. 
Nigeria is rich in hydrocarbon, 
yet it continues to import a 
bulk of its fertilizer require-
ments. The proposed gas-to-
urea fertilizer plant project 
will cost approximately US$1.2 
billion and will be privately 
financed with foreign com-
panies currently bidding for 
the contract. The plant, which 
is expected to be completed 
towards the end of 2015, is 
aimed at transforming Nige-
ria from a major importer to a 
key exporter of fertilizer, and 
is expected to kick-start an 
agricultural revolution.

The financial industry also 
has an important role to play in 
the country’s development in 
terms of stimulating the neces-
sary foreign direct investment 
and international trade in 
order to allow diversification 
away from oil. The local bank-
ing system is now well-capi-
talised, having strengthened 
since the 2008 global financial 
crisis, which is of great benefit 
to domestic corporates seek-
ing opportunities to do busi-
ness on an international scale. 
Yet, progression also relies on 
the strength of international 
banking networks. In Nigeria, 

foreign correspondent banks 
such as Commerzbank main-
tain strong relationships with 
local banks, enabling them to 
offer credit and trade services 
to their corporate clients. By 
collaborating with an interna-
tional banking partner, these 
local banks can offer payments 
and documentation infrastruc-
tures, as well as payment risk 
instruments such as letters of 
credit – therefore providing 
Nigerian businesses with se-
curity, allowing them to reach 
into new markets while being 
able to manage the inherent 
payment risks involved in such 
trade.

Corresp ondent banking 
networks can also enable Ni-
gerian corporates to import 
equipment from abroad to 
improve their manufacturing 
and production capabilities. 
Indeed, such investments will 
be crucial in order to diversify 
the local economy away from 
oil and to protect itself from 
external shocks, guaranteeing 
its continued growth.

N
i g e r i a  h a s  e x -
perienced fast-
paced economic 
growth in recent 
years. Yet to take 

full advantage of this growth 
spurt, diversification of the 
economy away from oil and 
development of the country’s 
non-oil sectors is necessary. In 
order to achieve this, attracting 
foreign direct investment and 
increasing international trade 
is essential.

With a stable political and 
economic framework, large 
population, and easy access 
to commodities, Nigeria has 
been growing sustainably for 
the last decade. According to 
the World Bank, GDP growth 
stood at 6.7 percent at the end 
of 2013 and the preconditions 
are present for this growth 
to soar in the near future. As 
Africa’s most populous coun-
try and the continent’s largest 
oil producer, Nigeria has an 
abundance of natural reserves 
and is a successful exporter of 
commodities. Yet it remains re-
liant on the import of finished 
goods – a clear impediment to 
growth.

The oil sector is a case in 

to develop value-adding indus-
tries, such as manufacturing 
and construction, for the diver-
sification of Nigeria’s economy 
– allowing it to move away from 
being an exporter of raw mate-
rials to becoming a producer of 
finished goods.

The good news is that the 
wheels are already in motion 
on some projects. For example, 
construction of the world’s larg-

Reforming China’s state-market balance

No country in recorded his-
tory has grown as fast – and 
moved as many people out 

of poverty – as China over the last 
thirty years. A hallmark of China’s 
success has been its leaders’ will-
ingness to revise the country’s eco-
nomic model when and as needed, 
despite opposition from powerful 
vested interests. And now, as Chi-
na implements another series of 
fundamental reforms, such inter-
ests are already lining up to resist. 
Can the reformers triumph again?

In answering that question, 
the crucial point to bear in mind 
is that, as in the past, the current 
round of reforms will restructure 
not only the economy, but also the 
vested interests that will shape fu-
ture reforms (and even determine 
whether they are possible). And 
today, while high-profile initia-
tives – for example, the govern-
ment’s widening anti-corruption 
campaign – receive much atten-
tion, the deeper issue that China 
faces concerns the appropriate 
roles of the state and the market.

When China began its reforms 
more than three decades ago, the 
direction was clear: the market 
needed to play a far greater role 
in resource allocation. And so 

would threaten the entire world.
There is a better strategy. For 

starters, Chinese living standards 
could and would increase if more 
resources were allocated to re-
dress large deficiencies in health 
care and education. Here, gov-
ernment should play a leading 
role, and does so in most mar-
ket economies, for good reason.

America’s  privately-bas e d 
health-care system is expensive, 
inefficient, and achieves far worse 
outcomes than those in European 
countries, which spend far less. A 
more market-based system is not 
the direction in which China should 
be going. In recent years, the govern-
ment has made important strides 
in providing basic health care, 
especially in rural areas, and some 
have likened China’s approach to 
that of the United Kingdom, where 
private provision is layered atop a 
public base. Whether that model is 
better than, say, French-style gov-
ernment-dominated provision may 
be debated. But if one adopts the UK 
model, the level of the base makes all 
the difference; given the relatively 
small role of private health-care 
provision in the UK, the country has 
what is essentially a public system.

Likewise, though China has 
already made progress in moving 
away from manufacturing toward 
a service-based economy (the GDP 
share of services exceeded that of 
manufacturing for the first time in 
2013), there is still a long way to go. 
Already, many industries are suffer-

it has, with the private sector 
far more important now than it 
was. Moreover, there is a broad 
consensus that the market needs 
to play what officials call a “deci-
sive role” in many sectors where 
state-owned enterprises (SOEs) 
dominate. But what should its 
role be in other sectors, and in 
the economy more generally?

Many of China’s problems today 
stem from too much market and 
too little government. Or, to put 
it another way, while the govern-
ment is clearly doing some things 
that it should not, it is also not 
doing some things that it should.

Worsening environmental pol-
lution, for example, threatens liv-
ing standards, while inequality of 
income and wealth now rivals that 
of the United States and corrup-
tion pervades public institutions 
and the private sector alike. All 
of this undermines trust within 
society and in government – a 
trend that is particularly obvious 
with respect to, say, food safety.

Such problems could worsen 
as China restructures its economy 
away from export-led growth to-
ward services and household con-
sumption. Clearly, there is room 
for growth in private consump-
tion; but embracing America’s 
profligate materialist life-style 
would be a disaster for China – and 
the planet. Air quality in China is 
already putting peoples’ lives at 
risk; global warming from even 
higher Chinese carbon emissions 

ing from overcapacity, and efficient 
and smooth restructuring will not 
be easy without government help.

China is restructuring in an-
other way: rapid urbanization. 
Ensuring that cities are livable 
and environmentally sustainable 
will require strong government 
action to provide sufficient public 
transport, public schools, public 
hospitals, parks, and effective 
zoning, among other public goods.

One major lesson that should 
have been learned from the post-
2008 global economic crisis is that 
markets are not self-regulating. 
They are prone to asset and credit 
bubbles, which inevitably collapse 
– often when cross-border capital 
flows abruptly reverse direction 
– imposing massive social costs.

America’s infatuation with 
deregulation was the cause of 
the crisis. The issue is not just the 
pacing and sequencing of liberal-
ization, as some suggest; the end 
result also matters. Liberalization 
of deposit rates led to America’s 
savings and loan crisis in the 1980’s. 
Liberalization of lending rates 
encouraged predatory behavior 
that exploited poor consumers. 
Bank deregulation led not to more 
growth, but simply to more risk.

China, one hopes, will not 
take the route that America fol-
lowed, with such disastrous con-
sequences. The challenge for its 
leaders is to devise effective regu-
latory regimes that are appropri-
ate for its stage of development.

That will require the govern-
ment to raise more money. Local 
governments’ current reliance on 
land sales is a source of many of the 
economy’s distortions – and much 
of the corruption. Instead, the 
authorities should boost revenue 
by imposing environmental taxes 
(including a carbon tax), a more 
comprehensive progressive income 
tax (including capital gains), and a 
property tax. Moreover, the state 
should appropriate, through divi-
dends, a larger share of SOEs’ value 
(some of which might be at the 
expense of these firms’ managers.)

The question is whether China 
can maintain rapid growth (though 
somewhat slower than its recent 
breakneck pace), even as it reins 
in credit expansion (which could 
cause an abrupt reversal in asset 
prices), confronts weak global 
demand, restructures its economy, 
and fights corruption. In other 
countries, such daunting challenges 
have led to paralysis, not progress.

The economics of success is 
clear: higher spending on urban-
ization, health care, and education, 
funded by increases in taxes, could 
simultaneously sustain growth, 
improve the environment, and 
reduce inequality. If China’s poli-
tics can manage the implementa-
tion of this agenda, China and 
the entire world will be better off.

OLAF SCHMUESER
Olaf Schmueser is Head of the Commer-

zbank Representative Office in Lagos

JOSEPH E. STIGLITZ 
Joseph E. Stiglitz, a Nobel laureate in 
economics and University Professor at 
Columbia University, was Chairman of 
President Bill Clinton’s Council of Eco-

nomic Advisers.  
(c) Project Syndicate


