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MTI DISCUSSION PAPER  NO. 19 

Abstract 

Drawing on the results of recent state-level debt management performance assessments (SN 

DeMPAs) in seven Nigerian states and the Federal Capital Territory, the paper highlights key 

institutional and capacity challenges in state debt management in the context of the Nigerian fiscal 

federalism system. It also provides a comparison of subnational debt management practices of 

selected Nigerian and Indian states. The analysis highlights the important role of the central 

government in the successful implementation of subnational debt management functions within 

fiscally decentralized system, in particular by: (i) establishing a sound legal framework for 

subnational borrowing and defining key parameters for state indebtedness; (ii) establishing, 

standardizing, and monitoring state-level debt-management procedures, systems, and institutions; 

and (iii) building the capacity of subnational authorities along the entire cycle of debt management, 

including for debt management strategy formulation, borrowing plans, debt contracting, recording 

and reporting. While this paper focuses on state-level debt management in Nigeria, it is designed 

to contribute to the ongoing dialogue on international sound practices for subnational debt 

management and implementation of fiscal decentralization in developing countries. 
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1 In Nigeria, Federal Debt Management Office is simply known as DMO. It is referred to as FDMO in this paper to 

distinguish it from states’ DMOs. 
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State Debt Management in Nigeria: Challenges and Lessons Learned 
Lilia Razlog, Yue Man Lee, Ying Li, and Jaime Garron Bozo 

 

1. Executive Summary 

Fiscal decentralization can help enhance the ability of subnational governments to provide better 

services to local populations. Expanding subnational authority over revenue collection, fiscal 

management, and expenditure policy has the potential to improve governmental accountability and 

responsiveness. It can help to take better into account local needs in investment decisions, 

including related to urbanization, natural-resource management, and climate-change adaptation 

and improve service delivery at the local level. However, fiscal decentralization entails inevitable 

tradeoffs.  Greater subnational capacity to raise revenues can determines expenditure priorities and 

introduce budget rigidities.  Local governments capacity to incur debt can generate fiscal risks for 

the central government, increases the complexity of fiscal relations between the different levels of 

government and can strain the administrative capacity of state and local authorities. In this context, 

inadequate legislative and organizational framework for state borrowing and financing decisions, 

conflicting or inadequate procedures for contracting debt, and weak subnational finance 

departments can pose a serious challenge.  

 

This study presents a detailed assessment of debt management and institutional capacities in 

Nigerian states. Nigeria is a large federal republic in which state governments exercise a significant 

and increasing degree of control over public finance and debt management. The study analyzes 

evidence from subnational Debt-Management Performance Assessments (SN DeMPAs2) in Lagos, 

Ondo, Edo, Cross River, Niger, Kano, and Kaduna States, as well as the Federal Capital Territory 

(FCT) that were conducted by the World Bank. The study examines measures taken at the federal 

and state levels to strengthen subnational capacity for debt management, highlights key 

institutional and capacity challenges, and identifies policy options to strengthen subnational debt 

management and mitigate fiscal risks associated with subnational borrowing. A cross-country 

comparison of subnational debt management practices and related challenges between states in 

Nigeria and India sheds light on common features of fiscal decentralization in large federal 

systems, while illustrating how histories and context shape subnational debt management 

arrangements.  

 

Even though responsibility for subnational debt decisions devolves upon state governments, the 

central government can play an important role in building capacity and promoting sound practices 

for subnational debt management. In Nigeria, the federal government’s active support for 

subnational debt management under its National Debt Management Framework (NDMF) has 

driven important improvements in state-level institutions and practices. Key achievements include 

the establishment of Debt Management Departments (DMDs) in all state governments and the 

FCT, the constructing of domestic debt database of all states and the FCT, the ongoing 

 
2  The subnational DeMPA methodology was developed by the World Bank. For a detailed description, see: 

http://documents.worldbank.org/curated/en/768161474369807939/Subnational-debt-management-performance-

assessment-DEMPA-methodology. 

http://documents.worldbank.org/curated/en/768161474369807939/Subnational-debt-management-performance-assessment-DEMPA-methodology
http://documents.worldbank.org/curated/en/768161474369807939/Subnational-debt-management-performance-assessment-DEMPA-methodology
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harmonization of public financial management laws, and the development of debt-management 

capacity, inter alia.  

 

While Nigeria’s federal government has promoted a coherent institutional structure for state-level 

debt management functions, the implementation by the states has been largely inconsistent. The 

procedural framework for state borrowing remains incomplete, and capacity constraints weaken 

the efficiency and effectiveness of debt management. Nigeria’s state legislations inadequately 

define the purposes for subnational borrowing or regulate the issuance of sovereign guarantees, 

which represents an important source of fiscal risk. The NDMF provides a common framework 

for state-level debt management, including a template for establishing DMDs, but its application 

across states has been uneven. Laws on debt management vary by state, and about one-third of 

Nigerian states lack any debt management legislation.  

 

The debt management capacity of state institutions is generally not sufficient to fulfill all their 

statutory responsibilities. The increasing size and risk exposure of the state debt portfolio 

underscores the urgent need to embark on efforts to encourage prudent debt-management practices 

and develop in-house capacity among subnational agencies. The central authorities also have a 

critical role to play as a valuable partner in helping to build subnational capacity for debt 

management in Nigerian states. To this end, a sequenced medium-term plan for building this 

capacity of subnational authorities should first focus on strengthening back-office functions by 

training subnational staff in priority areas such as debt-management recordkeeping and sound 

debt-reporting practices before gradually developing middle-office and front-office functions 

Robust leadership of the capacity-building agenda at the central level will be essential to overcome 

deep disparities in financial and human resources across state governments.  

 

The comparison with India corroborates the importance of legislative harmonization backed by 

sound national-level oversight in ensuring overall fiscal sustainability. Much like the Nigerian 

system, India’s fiscal federalism arrangements allow subnational authorities to contract debt 

domestically and issue guarantees. But unlike Nigeria, India’s federal government has 

promulgated a consistent legislative framework for regulating subnational indebtedness in the form 

of the Fiscal Responsibility and Budget Management Act (FRBMA), which has been adopted by 

all Indian states by 2010. The state FRMBA sets parameters for selected state-level fiscal and debt 

indicators and the prescribed zero revenue (current) deficit, if complied3,  ensures that borrowing 

is directed to finance capital investment. A limit on state’s fiscal deficit to 3 percent of its GDP 

caps the amount of new borrowing a state may incur during a given year. The borrowing limit is 

closely monitored by the central government. This has helped enforce fiscal discipline and 

strengthen subnational and overall public debt sustainability. 

 

Similar to the case of Nigeria, deficiencies in procedural and institutional arrangements undermine 

the quality of debt management in India. Responsibility for contracting and managing state debt is 

fragmented across institutions and levels of government. The central bank, the Ministry of Finance, 

 
33 With some exceptions, the rules are by and large complied in the states which benefited from SN DeMPA. 
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and state-level finance departments all play some roles in state debt management. The central 

government has established clear operational rules for external borrowing, while the central bank 

explicitly regulates tapping the market, but procedures governing other forms of borrowing in 

which state governments play a more active role (e.g., borrowing from financial institutions) are 

incomplete. Decisions regarding the composition of future borrowing are not subject to a cost and 

risk analysis, some state governments rely almost exclusively on 10-year domestic bonds, and 

market borrowing plans are not based on the cash position of the government, which can result in 

the accumulation of cash at a negative carrying negative carrying cost. 

 

The analysis shows that affording state and local governments greater latitude over strategic debt 

decisions can support fiscal decentralization, but the central government plays a lead role in 

coordinating, reviewing and promulgating the rules and processes by which subnational authorities 

contract and manage debt. Decentralizing the administrative aspects of debt management 

compound the burden on subnational authorities, encourages the proliferation of inconsistent debt 

management systems, magnifies the complexity and ambiguity of intergovernmental fiscal 

relations, and weakens safeguards against unsustainable subnational debt dynamics. By contrast, 

decentralizing only the strategic aspects of debt management in a context of clear macroeconomic 

parameters, and centralized oversight authority can strengthen fiscal discipline, foster operational 

uniformity across jurisdictions, encourage compliance with best practices, and leverage economies 

of scale to overcome subnational capacity constraints. 

 

The analysis also highlights the importance of continuing capacity building and promoting sound 

practices for subnational debt management. To promote sound debt management at the state level 

and ensure debt sustainability, the central government may provide support in the following 

aspects: (i) strive to harmonize the legal framework for subnational borrowing and set parameters 

for state indebtedness; (ii) establish, standardize, and oversee state-level debt-management 

procedures, systems, and institutions;  and (iii) build the capacity of subnational authorities for the 

entire cycle of debt management, comprising debt management strategy formulation, borrowing 

planning, debt contracting, recording and reporting. 

 

The paper aims to contribute to broader discussion on international sound practices for subnational 

debt management. The recommendations given in the paper are grounded in the specific 

intergovernmental context and institutional capacity of Nigeria, so may not be readily to be 

replicable and/or applicable for other countries. 

 

2. Fiscal Federalism 

Nigeria is a federal republic comprising three tiers of government. The federal level consists of the 

central government and other national institutions; the state level includes 36 state governments 

and the Federal Capital Territory (FCT); and the local level is composed of 774 local governments. 

The 1999 Constitution and other relevant legislation regulate taxation and expenditure authority 

across levels of government and define a system of intergovernmental fiscal transfers. The federal 

government’s key roles include national defense, foreign affairs, law and public order, and 
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transportation and communications systems, while state governments are responsible for most 

social services and local infrastructure. The role of local governments varies across states. 

Revenues collected at the federal level accrue to the Federation Account and are distributed across 

the three tiers of government by the Federal Allocation Account Committee (FAAC). The 

allocation is based on a predetermined formula proposed by the Revenue Mobilization Allocation 

and Fiscal Commission, which is also approved by the National Assembly. Federal revenue comes 

primarily from the oil and gas sector, but the FAAC also disburses revenue from corporate income 

tax, customs duties, excise taxes, and the value-added tax (VAT). 

 

Nigeria’s oil and gas sector has long been an important yet volatile source of fiscal revenue. From 

2011 to 2014, when international oil prices were high, oil and gas revenue accounted for as much 

as 70 percent of gross federal revenue. However, by 2016 this share had fallen to 45 percent, 

reflecting a simultaneous drop in prices and production volumes. After the deduction of first-line 

charges (e.g., joint-venture cash calls, budgeted subsidies, transfers to excess crude account, etc.), 

the Constitution’s derivation principle stipulates that 13 percent of oil revenue be allocated to the 

oil-producing states. After deductions and derivation, net oil revenue is shared vertically across 

the three tiers of government based on a Constitutional formula, with the federal government 

taking 52.68 percent, state governments 26.72 percent of net revenues, and local governments 

20.6 percent.4 The states’ collective share is allocated horizontally using the following horizontal 

formula: 40 percent is allocated equally to all states, 30 percent based on the state’s population, 10 

percent according to its socio-economic needs (e.g. level of education, health, and water), and 20 

percent based on the state’s share of aggregate Internally Generated Revenue (IGR), thus 

rewarding states with higher levels of revenue collection. This arrangement is also the basis for 

distributing federally collected non-oil revenues from customs, excise, and corporate income taxes. 

The VAT revenues are shared using vertical and horizontal formulae stipulated in the VAT Act 

(1993). The revenue from VAT are divided among FGN and FCT (14 and 1 percent, respectively), 

state governments (50 percent) and local governments (35 percent). The states’ share of VAT 

revenues is divided as follows: 50 percent is allocated equally to all states, 30 percent in proportion 

to their population, and 20 percent based on their relative contributions to overall VAT revenues 

(derivation principle). 

 

In Nigeria, state governments account for about 37 percent of total government expenditure, and 

about 41 percent of total revenues. States are financed by funds from three sources: i) statutory 

allocations from the Federation Account; ii) their share of VAT revenues, and iii) revenue collected 

and maintained by the states (IGR). Allocation Statutory allocations distributed through the FAAC 

constitute the bulk of state income. Between 2011 and 2017, IGR5 only accounted for 22 percent 

of state revenue (Figure 1), and this figure drops to 16 percent when Lagos State6 and the FCT are 

 
4 The federal government disburses 1 percent of net oil and gas revenue to the FCT and 3.18 percent to extrabudgetary 

funds, leaving it with a final share of 48.5 percent. 
5 In 2016, 57 percent of IGR came from pay-as-you-earn (PAYE), 24 percent from state agency fees, 4 percent direct 

assessment, 3 percent road taxes and 13 percent other taxes. 
6 Lagos revenue structure is markedly different from the other 35 States and FCT as it raises significantly higher IGR. 

IGR represented an average of 67 percent of total revenues to Lagos during 2011-2016. 
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excluded. State governments’ two largest expenditure categories are capital investment and 

personnel costs (Figure 2). 

Figure 1: State Government Revenue Composition, 2011-2017     

 

Figure 2: State Government Expenditure Composition, 2011-2017 

 
Source: WB staff using Federal DMO, Central Bank of Nigeria (CBN) and National Bureau of Statistics data 

 

3. National and State-Level Debt Dynamics   

3.1 Total Public Debt 

Nigeria’s public-debt-to-GDP ratio stood at a relatively modest 19.2 percent at end-2018. 

Public debt includes both federal government debt and state government debt. Federal 

government debt accounted for more than three-quarters of total public debt, while state 

government debt was at 21 percent (Table 1). Close to one-third of state debt consists of external 

loans on-lent by the federal government in foreign currency and on identical terms to the original 

loan. State domestic debt consists of securities issued on domestic capital markets, borrowing from 

commercial banks, borrowing under various programs and financial-assistance packages provided 

the central bank and the federal government, as well as payment arrears to contractors, pensions 

funds, and civil servants accrued by state governments.  
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Table 1: Total Public Debt as of End-2018 

  

Nominal Debt 

Stock 

(US$ billions) 

Nominal Debt 

Stock (NGN 

billions) 

% of Total Public 

Debt 
% of GDP 

Total Public Debt 76.4 24,482 100.0% 19.2% 

Federal External Debt 21.0 6,839 27.5% 5.3% 

Federal Domestic Debt 39.3 12,774 51.4% 9.9% 

     

State External Debt 4.2 1,375 5.5% 1.1% 

State Domestic Debt 11.9 3,853 15.5% 3.0% 

 
Source: Debt figures from the Federal DMO website and GDP figures from the Nigeria National Bureau of Statistics 

website.  Note: State Domestic debt includes salaries, pensions and contractors’ arrears as recorded by the FDMO.          

 

While it remains relatively low by international standards, Nigeria’s public-debt-to-GDP ratio has 

increased significantly in recent years. Driven by rising external debt, the debt-to-GDP ratio grew 

from 12.7 percent in 2013 to 19.2 percent in 2018. Meanwhile, the share of external debt increased 

steadily from 14 percent of total debt to more than 25 percent (Figure 3).7 A debt sustainability 

analysis (DSA) conducted by the IMF as of end-20188 indicates that while Nigeria’s public debt-

to-GDP ratio remains  relatively low compared with other frontier market economies, the debt 

ratio is expected to rise under baseline mainly driven by the federal government fiscal deficit.  It 

is projected that interest payment will rise to close to 75 percent of federal government revenue by 

2024 from 60 percent in 2018. Under the current policies, the government will face growing 

pressure to meet its large financing needs in the medium term. The debt sustainability is vulnerable 

to the slow growth and widening fiscal deficit. 

 
7 This figure reflects residency-based classification. 
8  https://www.imf.org/en/Publications/CR/Issues/2019/04/01/Nigeria-2019-Article-IV-Consultation-Press-Release-

Staff-Report-and-Statement-by-the-46726 

https://www.imf.org/en/Publications/CR/Issues/2019/04/01/Nigeria-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-46726
https://www.imf.org/en/Publications/CR/Issues/2019/04/01/Nigeria-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-46726
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Figure 3: The Evolution and Composition of the Public Debt Stock 

  

Data source: Federal DMO 

3.2. State Government Debt 

3.2.1 The Evolution of State Debt 
 

Nigeria’s total state debt stock has risen sharply since 2015, reflecting the deterioration of the 

states’ fiscal situation. The 2014 oil-price shock sharply reduced transfers from the federal 

government, and liabilities increased substantially in multiple states. The decline in international 

oil prices in 2014, compounded by disruptions to domestic production, reduced statutory transfers, 

plunging multiple states into a fiscal crisis in 2015-16. 

 

By end 2018, state debt, which is primarily domestic, reached US$16.1 billion.  According to 

FDMO statistics, as of end-2018 the total state debt stock had reached NGN 5,228 9  billion 

(US$16.1 billion), of which 74 percent (NGN 3,853 billion or US$11.9 billion) was domestic debt 

and the remaining 26 percent (NGN 1,375 billion or US$4.2 billion) was external debt on-lent to 

the states by the federal government. 

  

Also, sources of financing change significantly since 2013 (Figure 4): 

• Commercial bank borrowing was previously the main source of financing for state budget 

deficits since most states do not have regular access to the domestic capital market. Most 

states issue domestic securities sporadically, and some states (e.g., Kaduna and Kano) have 

never issued debt on the domestic capital market.10  

• Several states also accumulated significant domestic expenditure arrears, nearly tripling on 

average since 2013. A 2012 debt-data reconstruction (DDR) exercise led by the FDMO 

identified the main liabilities among state governments as commercial banks loans, state 

 
9 The number reported here may not fully correspond to FDMO public records due to differences in the nominal 

exchange rates used for conversion.  
10 Despite the FRA’s provision that governments at all levels can only borrow to finance capital spending and human 

development, some bailout funds were established for budget-support purposes. 
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bonds, arrears to contractors, arrears to pension systems, salary arrears and other personnel 

claims, and other liabilities including judgement debts. The DDR exercise found that 

arrears to contractor were the largest single liability. 

• Debt to FDMO and CBN has increased since 2015 as a result of two bailouts, which are 

described in detail below. 

• Also, states’ external debt obligations have increased by almost 50 percent over the last 

five years, increasing exchange rate risks.  

Figure 4: The Evolution of State Debt: Debt Dynamics 

 
Source: WB staff using Federal DMO and Federal Ministry of Finance data 

 

To ease the financial pressures for states, the FGN and CBN have provided bailouts and 

restructuring facilities to state governments. In July 2015, the federal government approved the 

first financial-assistance package for state governments, which was designed to refinance 

expensive short-term loans, with reduced debt-service obligations freeing up state resources to 

fund salaries and pensions. The FDMO implemented the program by issuing bonds and using the 

proceeds to repay short-term loans owed by the states. In exchange, it provided 20-year loans to 

the states at an interest rate of 14.8 percent. 
  

Twenty-three states requested a restructuring of their commercial-bank loans under this program, 

which took place in two phases. In the first phase, 11 states had their bank loans restructured into 

a 20-year federal government bond with an effective date of August 17, 2015. During the second 

phase, another 12 states had their loans similarly restructured, effective September 16, 2015. The 

refinancing package totaled NGN 573 billion, with amounts varying by state. The program reduced 
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the debt-service burden for participating states by 55 percent and 97 percent, as interest rates fell 

to between 3 percent and 9 percent.11  

The first financial assistance package also included two soft-loan windows: a central bank special 

intervention fund for paying salary arrears and a facility backed by the excess crude account. The 

National Economic Council approved the central bank’s Salary Arrears Intervention Fund in June 

2015. Accessing the facility required a resolution by the state’s Executive Council (EXCO) and 

approval from its State House of Assembly (SHA). Irrevocable Standing Payment Orders (ISPOs) 

ensured timely deductions from the state FAAC allocations. The loan conditions included 20-year 

maturities for all states except Ogun, which opted for a 10-year tenure. Under the Excess Crude 

Account Facility, which is designed to finance infrastructure investment, states had access to a 

long-term loan (20-year maturity) from the federal government, provided through the central bank, 

with a commercial bank ultimately lending the funds to the state government. 

The second package, called the Budget Support Facility (BSF), was accompanied by the Fiscal 

Sustainability Plan (FSP), with corresponding action plans developed for each state. Financed by 

special-purpose government bonds sold to the private sector and guaranteed by the federal 

government, an estimated total of NGN 496 billion was released to 35 states (NGN 14.17 billion 

per state) in monthly disbursements over 12 months (between June 2016 and May 2017. The only 

state-level governments that did not participate were Lagos and the FCT. The repayment 

conditions include a 10-year maturity, a one-year grace period, and an interest rate of 9 percent. 

Monthly disbursements to each state were designed to be conditional on each state’s progress 

against its FSP action plan.12 The disbursements under the second assistance package were to last 

for only 12 months, while the FSP reforms were intended to be sustained over the long term. The 

BSF was scaled up and extended beyond its original end date of May 2017 to provide an additional 

NGN 102 billion (US$335 million) in financing to 35 states through end-March 2018.  

The increasing trends in arrears accumulation and the financial aid programs highlights the 

vulnerability of state finance in Nigeria. This stems from fundamental issues in the structure of the 

economy and revenues, particularly high dependency of public finance on oil and gas receipts, and 

weakness with respect to Public Financial Management. Reform and capacity building in a specific 

area such as debt management cannot solve while the improvement in debt management helps 

detect and mitigate debt-related risks.  

3.2.2 Indebtedness Disparities across States 
 

Ten states account for 52 percent of Nigeria’s total state debt stock. These states include Lagos, 

Delta, Rivers, Akwa Ibom, Cross River, Osun, Oyo, Kaduna, Bayelsa and Ekiti (Figure 5). As the 

largest subnational economy and most populous state, Lagos alone accounts for 18 percent 

(US$2.6 billion) of the state debt stock. The stock of external debt is also highly concentrated in a 

small number of states. More than one-third of the external debt stock at the state level is owed by 

Lagos (US$1,466 million), followed by Kaduna (US$238 million) and Edo (US$232 million). 

 
11 Adedoyin, F. (2019). “Government Bailout of Distressed States in Nigeria: An Analysis of the 2015 Fiscal Crisis” 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3342552  
12 A monthly FAAC allocation threshold was set at NGN 500 billion.  

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3342552
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States with the lowest levels of external indebtedness are Borno (US$23 million), Taraba (US$27 

million), and Yobe (US$30 million). 

Figure 5: Indebtedness Levels by State at End-2017 

  
Source: Federal DMO and CBN Annual Reports. 

Notes: Per capita figures consider data from the latest census 
 

State governments also differ in their fiscal capacities and reliance on borrowed funds. As of 2017, 

the median per capita public debt burden across Nigerian states was US$92, but debt levels vary 

widely by state. The most indebted states (top quartile) had per capita debt stocks between US$141 

and US$292, while per capita debt levels in the lowest quartile varied between US$23 and US$50. 

Similar disparities are evident in the share of IGR in total revenue, as states with the highest per 

capita debt burdens13 also tend to have the least capacity for domestic resource mobilization. Half 

of the states with the highest per capita debt levels (top quartile) had a median IGR equal to less 

than 14 percent of total revenue. These states included Adamawa, Akwa Ibom, Bauchi, Bayelsa, 

Borno, Ebonyi, Ekiti, and Jigawa. All states except Lagos are dependent on intergovernmental 

transfers, which exposes them to national-level macroeconomic shocks, in particular changes in 

oil prices. However, states with weak capacity to generate IGR face intensified borrowing 

pressures.  

 

 
13 Statistics on state-level GDP are not available in all cases. In 2018, the Nigeria Bureau of Statistics published state-

level GDP figures for 11 state governments which were selected for a pilot exercise covering 2013-2017: Akwa Ibom, 

Bayelsa, Cross River, Delta, Kaduna, Kano, Ogun, Osun, Oyo, Rivers and Zamfara.  
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4. State-Level Debt Management 

As of July 2019, seven out of a total of 36 states had completed subnational debt management 

performance assessments (DeMPAs). Subnational DeMPAs comprehensively assess the 

government’s debt-management functions, which are grouped into five areas, with 13 indicators 

and 31 dimensions. The states of Cross River, Edo, Lagos, Kaduna, Kano, Niger, Ondo, and the 

FCT participated in the DeMPAs between 2013-2018. 

The DeMPA’s reveal significant weaknesses in Nigeria’s subnational debt-management 

institutions and practices. In the average Nigerian state, only three of the 31 dimensions of debt 

management met the minimum requirements14. Worldwide, the typical subnational jurisdiction 

assessed under the DeMPA methodology meets the minimum soundness requirements for about 

10 of the 31 dimensions. Nigerian states underperform across nearly all 13 indicators, including 

governance quality, borrowing processes, cash management, and operational risk control. The 

legal and institutional framework, audit functions, coordination with fiscal policy, and debt 

recordkeeping are subject to especially serious deficiencies (Figure 6).  

 

Figure 6: Summary of Subnational Debt Management Performance Assessments in Nigeria 

by Indicator 

 
Source: Debt Management Facility (DMF) Secretariat 
  

 
14 The “minimum requirements” are the criteria set up in the DeMPA methodology that the government should meet 

for effective performance in each aspect of public debt management.  
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4.1 Authorization and Purposes of Borrowing and Issuing Guarantees 

State governments may incur debt, but subject to the legal restrictions on the sources, purposes, 

and quantities of state borrowing imposed by the legislation enacted at federal level. The 

Constitution vests the national legislature with the power to make laws governing the “borrowing 

of moneys within or outside Nigeria for the purposes of the Federation or of any State” and “public 

debt of the Federation.” The key legislation governing state borrowing includes: (i) the 2003 Debt 

Management Office (DMO) Act; (ii) the 2007 Fiscal Responsibility Act (FRA); and (iii) the 2007 

Investments and Securities Act (ISA). These laws apply the following rules and restrictions on 

state borrowing:  

• Governments at all tiers may only borrow to finance capital expenditure and human 

development spending on concessional terms, which are defined as an interest rate not 

exceeding 3 percent, and with a reasonably long amortization period (FRA, 2007). 

• State governments may not borrow externally without a federal government guarantee 

(DMO Act, 2003 and FRA, 2007). In practice, all state external loans are contracted by 

the federal government and transferred through an on-lending subsidiary loan agreement 

mirroring the terms of the original loan. 

• The National Assembly must establish and approve overall limits on the consolidated debt 

of the federal and state governments each year (FRA, 2007). Such limits are set by the 

Federal Debt Management Office (FDMO) as part of the annual budget exercise. The 

prevailing quantitative limit on state borrowing is that monthly debt service should not 

exceed 40 percent of the state’s average monthly revenue for the preceding 12 months. 

• All banks and financial institutions planning to lend money to state governments, or their 

agencies must obtain prior approval from the minister of finance (DMO Act, 2003).  

• Subnational governments can issue securities on the domestic capital market only if their 

total amount of outstanding loans, including the proposed loan, does not exceed 50 percent 

of their actual revenue for the previous                                                                                                                                                                                                                                                                                                                                                         

year (ISA, 2007). In addition, all capital-market borrowing must meet a set of criteria listed 

in the Act and be approved by the Securities and Exchange Commission (SEC) of Nigeria. 

• The limits on the fiscal deficit established in the FRA only apply to the federal 

government.15 As of March 2018, just 22 out of Nigeria’s 36 states had passed fiscal 

responsibility laws (FRLs), and many existing state-level FRLs do not limit fiscal 

deficits,16 which inhibits intergovernmental fiscal-policy coordination. 

Complementary to federal level legislations, state legislation defines borrowing authority within 

state government (Table 2). In most of the states assessed by the DeMPAs, the State Executive 

Council (EXCO) is authorized to borrow or issue guarantees, though some states also require a 

 
15 Limiting FGN deficits to 3% of national GDP 
16 The national fiscal policy framework sets a limit of 1 percent of national GDP for the aggregate fiscal deficits of 

states, which appears to have been adhered to (although 2015 and 2016 reached the limit), but do not set limits within 

that ceiling at the individual state level. 
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resolution by the State House of Assembly (SHA) (Table ). The power of signing loan agreements 

is often vested with the state governor or commissioner of finance. Federal laws and regulations 

also apply to a large share of state borrowing. The 2007 Investment and Securities Act (ISA) 

governs the issuance of state debt on the domestic capital market. The ISA requires the approval 

of the state’s EXCO and a resolution from the SHA. External loans require a loan proposal 

approved by the state EXCO, an SHA resolution, and the approval-in-principle of the Federal 

Ministry of Finance (FMOF).  

 

Table 2: Examples of Debt-Management Laws in Selected States 

State Title of Legislation Year  Coverage on DeM 

Cross 

River 

 

Fiscal Responsibility Law 2011 
Clarifies borrowing instruments and purposes and 

requires SHA approval for borrowing 

Financial Management Law 2011 Defines the main functions of the DMD 

Edo 
Debt Securities Issuance 

Law 
2010 

Establishes and specifies the functions of the Edo 

State DMO 

Kaduna 

 

Local Loans Law 
1989 (amended 

2003) 
Provides authorization to issue domestic loans 

Debt Management Law 2015 Establishes and specifies the functions of the DMD 

Kano Loans Law 1968 

Provides authorization to issue domestic loans 

and guarantees other than loans for capital 

investment from the federal government 

Lagos 

Debt Management Office 

(Establishment) Law 
2008 

Establishes and specifies the functions of the 

DMO 

Bonds, Notes and other 

Securities Issuance Law 
2008 Regulates the state’s issuance of securities 

Niger Fiscal Responsibility Law 2010 

Specifies borrowing purposes and requirements, 

including cost-benefit analyses for projects 

financed by borrowing 

Ondo 

 

Debt Management Office 

(Establishment) Law 
2011 

Formally establishes the Ondo DMO and its 

functions; provides authorization to borrow and 

issue guarantees; specifies borrowing purposes 

Issuance of Debt and Other 

Securities Law 
2011 

Requires SMA approval for issuing debt securities 

and limits the issuance of debt securities to capital 

expenditure and refinancing 

Source: SN DeMPA reports for selected states 
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Table 3: Legal Requirements for Borrowing and Issuing Guarantees and Legitimate Borrowing 
Purposes 

Government 
Title of 

Legislation 
Scope 

Authorization to Borrow or 

Issue Guarantees  

Legitimate Purposes of 

Borrowing 

FGN FRA (2007) All borrowing 1/   
Capital investment and 

human development 

FGN ISA (2007) 
Domestic capital-

market borrowing 

Approved by state EXCO with 

resolution by SHA 
 

Cross River 

Fiscal 

Responsibility 

Law (2011) 

All borrowing 
Approved by state EXCO with 

SHA resolution 

Infrastructure, human, 

and socioeconomic 

development 

Public-Private 

Partnership Law 

(2011) 

Guarantees related to 

Public-Private 

Partnerships (PPPs) 

Approved by state EXCO   

Edo 

Debt Securities 

Issuance Law 

(2010) 

All borrowing 
Executed by state DMO with 

approval of state EXCO  
  

Kaduna 

  

Local Loan Law 

(1989) 
Local securities 

Executed by governor with SHA 

approval 
  

Debt 

Management Law 

(2015) 

All 

borrowing/External 

loans  

Executed by commissioner of 

finance with approval of state 

EXCO and SHA resolution for 

external loans 

  

Guarantee Approved by SHA  

Kano 
Loans Law 

(1968) 

Domestic loans Executed by governor 
Capital expenditure 

except FGN loans 

Guarantees Executed by governor   

Lagos 

  

DMO 

Establishment 

Law (2008) 

All borrowing 

Executed by commissioner of 

finance with the approval of 

state EXCO and within the limit 

set by SHA 

Budget deficit financing 

and refinancing 

Guarantees 

Executed by commissioner of 

finance with the approval of 

state EXCO 

  

Niger 

  

Fiscal 

Responsibility 

Law (2010) 

All borrowing Approved by SHA  
Capital expenditures and 

human development 

Public-Private 

Partnership Law 

(2011) 

Guarantees related to 

PPP 
Approved by EXCO   

Ondo 

State DMO 

(Establishment) 

Law (2011) 

All borrowing 

Executed by commissioner of 

finance with the approval of 

state EXCO and the approval of 

SHA for external loans 

  

Guarantees 

Executed by commissioner of 

finance with the approval of 

state EXCO 

  

Source: SN DeMPA reports for selected states 

1/ It may be interpreted differently. 
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Specified purposes for which the state government may undertake borrowing are missing in the 

legal framework for some states. The federal FRA stipulates that state borrows only for capital 

expenditure and human development purposes, however the interpretation for the legal provision 

seems to be ambiguous 17 . Financial-assistance packages provided to states by the federal 

government and the central bank were used and even earmarked to fund recurrent spending, 

contradicting the FRA’s restriction of borrowing purposes. FRA also requires that the interest rate 

for borrowing should not exceed 3 percent, this has not been fully adhered to by state either. 

  

4.2. Institutional Arrangements 

In 2007, the FDMO introduced a template to help states governments create well-structured 

DMDs. The Template for the Establishment of Debt Management Departments in States serves as 

a guide for state governments to create a DMD organized according to a front office/middle 

office/back office (FO/MO/BO) structure and supervised by a Debt Management Committee 

chaired by the Governor or Commissioner of Finance. The template outlines the legal, institutional, 

human resources, and infrastructure requirements for an effective subnational DMD, as well as its 

key operational procedures (Box 1). Some states have passed a debt-management law reflecting 

the guidelines of the template and/or a fiscal responsibility law. As of 2018, however, 13 states 

had yet to approve such legislation. 

 

Box 1: Recommended Functions of Debt Management Departments by FDMO 

The “Template for Establishment of Debt Management Departments in States” issued by the FDMO in 

2007 recommends the following responsibilities for state DMDs: (i) maintain a reliable database of all 

loans taken or guaranteed by the state government; (ii) prepare and implement a plan for efficiently 

managing the state’s external and domestic debt obligations at sustainable levels; (iii) verify and 

reconcile all external debt service guaranteed or directly taken by the state government with the FDMO; 

(iv) verify and service domestic debt guaranteed or directly taken by the state government with the 

accountant general; (v) advise the state government on the restructuring and refinancing of all debt 

obligations; (vi) advise the Debt Management Committee on the terms and conditions on which funds 

are to be borrowed; (vi) establish and maintain relationships between the state government, international 

financial institutions and donor agencies, and the DMO; and (vii) collect, collate, and disseminate 

information, data, and forecasts on debt management.  

 

 

Currently, all 36 states and the FCT have established DMDs (or DMOs), either by law or 

administrative decree. Thirty-two states established DMDs under the State Ministry of Finance 

(MOF); Bauchi, Cross River, and Adamawa States established their DMDs under the Office of the 

Governor, Kwara State established its DMD under the State Ministry of Planning and Economic 

Development; and the FCT established its Debt Management Unit under its Treasury 

Department.18  

 
17 Some states have interpreted this provision of the FRA as applicable to external borrowing only. 
18 See “Report on the Program for the Establishment of Debt Management Departments and Domestic Debt Data 

Reconstruction in the 36 States of the Federation and the FCT (2008-2012)”, available at www.dmo.gov.ng. 
 

http://www.dmo.gov.ng/
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DMD governance structures vary across states. In Lagos and Edo, for example, following the 

establishment of the FDMO the state-level DMOs were established as a semiautonomous corporate 

body headed by a director-general and governed by a board chaired by the commissioner of finance 

(Table ). 

 

Table 4: Institutional Framework for Debt Management in Selected States 

State 
Year of 

DeMPA 
Name 

Is It the State’s 

Principal Debt-

Management 

Institution? 

Main 

Functions  

Number 

of Staff 

Governance 

Arrangements 

Debt-

Recording 

System 

Lagos 2011 DMO Yes 
FO, MO 

and BO 
13 

Corporate body 

with a board 

chaired by 

commissioner 

of finance 

Excel 

Ondo 2012 DMO Yes 
FO, MO 

and BO 
5 

Corporate body 

reporting to the 

MOF’s 

permanent 

secretary 

Excel 

Edo 2013 DMO No Some BO 4 

Corporate body 

with a board 

chaired by the 

commissioner 

of finance  

Excel 

Cross 

River  
2014 DMD No 

BO and 

limited 

MO and 

FO 

4 

Part of the 

Governor’s 

Office 

CS-DRMS 

and Excel 

Niger 2016 DMO No limited BO 5 Part of MOF Excel 

Kano 2018 

Debt 

Managem

ent Unit  

No limited BO 3 Part of MOF 

Excel, CS-

DRMS not 

operational 

Kaduna 2018 DMD No limited BO 1 

Part of the MOF 

under 

Accountant 

General’s Office 

Excel 

Source: SN DeMPA reports for selected states 

 

However, the actual roles and responsibilities of state debt-management institutions fall short of 

what was envisaged in the template and in state law, primarily due to structural rigidities and lack 

of capacity. The main tasks carried out by state DMDs (or DMOs) are BO-related (e.g. recording 

debt and processing the debt service for a part of state debt) (Table 4).  
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4.3 Borrowing Procedures and Guarantees 

Borrowing Guidelines published by the FDMO are Nigeria’s only documented procedures for 

borrowing at the state level. When borrowing externally or tapping domestic capital markets, states 

rely on the FDMO’s External and Domestic Borrowing Guidelines for Federal and State 

Governments and their Agencies, which was last revised in 2012. These guidelines operationalize 

related legal requirements of the relevant national legislations, include step-by-step procedures, 

identify stakeholders and their respective responsibilities, and list the required documents. 

However, no state government has produced its own state-level operational manual that describe 

detailed procedures to be followed. 

 

Box 2: External Borrowing Procedures 

• All external borrowing proposals for the next fiscal year must be submitted to the FMOF no later 

than 90 days before the beginning of that year for incorporation into the public-sector external 

borrowing program.  

• All external loans obtained by state governments require approval-in-principle from the FMOF. To 

receive approval-in-principle, the FDMO must undertake an analysis of the debt burden19 at the 

federal level to prevent unsustainable external borrowing by state governments.  

• The state EXCO must approve the loan proposal, which must be backed by an SHA resolution prior 

to the formal negotiation of external loans. 

• The FMOF leads the loan negotiation process with the external creditors, with the participation of 

the FDMO and state representatives.  

• The federal government and the creditor sign the loan agreement, then a subsidiary credit agreement 

is drafted and signed by the federal minister of finance and an authorized state representative.  

• The terms and conditions of the subsidiary loan agreement always mirror those of the original loan 

agreement, so the state government bears all applicable exchange-rate and interest-rate risk.  

• An ISPO is established authorizing the central bank and FMOF to deduct the loan’s debt-service 

payments from the state’s monthly FAAC allocation; once the ISPO has been established, the state 

government is not involved in serving the debt.  

 

In recent years, six out of eight state governments assessed by DeMPA have issued loan 

guarantees, yet none of these states has established documented policies and procedures for 

approving and issuing such guarantees. The approval and decision-making process for issuing 

guarantees at the state level are governed by state legislation and do not involve the federal 

government. The decision to issue guarantees is not transparent, and no formal policy framework 

provides criteria for assessing the eligibility of prospective guarantees, such as the sector involved 

or the credibility of the beneficiary. The procedures for issuing loan guarantees are not clearly 

described in the legislation or documented elsewhere. No formal credit-risk assessment is 

undertaken, and no guarantee fee is charged. State debt institutions are often not involved in the 

process, and the entity responsible for issuing the guarantee usually keeps the guarantee records. 

   

 
19 The FDMO analysis is designed to ensure that the monthly debt-service ratio, including the servicing of the proposed 

loan/issuance, does not exceed 40 percent of the state’s actual monthly revenue over the preceding 12 months. 
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4.4 Debt Records and Operational Risk Controls 

State governments are required to report domestic debt data, including the outstanding debt stock, 

the repayment schedule, all contractor, pension and salary arrears, and all arrears on other accounts 

payable, to the FDMO on a quarterly basis. Current reporting practices follow the domestic debt-

data reconstruction (DDR) exercise that ended in 2012. Following the DDR exercise, the FDMO 

introduced a template for state governments to report domestic debt data by category. States are 

required to submit these reports on a quarterly basis, though significant delays are common. The 

FDMO compiles the information and publishes the domestic and external debt stock for each state 

and the FCT on the FDMO’s website.20 Previously, state-level domestic debt statistics were not 

verified, but since the third quarter of 2018 the FDMO has verified these statistics with the central 

bank and FMOF before publishing them. 

 

State debt institutions undertake limited BO functions, due in part to the debt-servicing 

arrangements for external loans and the large share of domestic debt. Once the external loan and 

on-lending agreement are concluded, the state must issue an ISPO authorizing the FMOF and CBN 

to deduct debt-service payments from its FAAC allocations over the life of the loan. 

  

State debt institutions do not produce debt-service forecasts for external loans on-lent via the 

federal government. Instead, the FDMO produces a monthly debt-service forecast for each external 

loan with interest and principal repayments twice a year for the following six months. The total 

amount for the period is divided evenly, and the result is deducted at source every month from the 

gross FAAC allocation. Once an ISPO is established, the transaction takes place automatically 

without any intervention from the state government. The only control function performed by the 

state DMO or DMD for external debt service is to confirm that the debited amounts match the 

FDMO’s forecasted amounts.  

 

States rely heavily on the FDMO to ensure the accuracy of external debt data. The FDMO 

reconciles debt-service forecasts with the actual payments to creditors in each period and adds a 

correction factor for foreign-currency conversion (actual vs. forecasted) in the next period. No 

details on the reconciliation are provided, and the states do not have access to any documents 

pertaining to how the FDMO makes its debt-service forecasts or conducts the reconciliation. State 

governments cannot verify the information provided by the FDMO, as they lack data on the 

disbursements made and have no forecasting system for debt service.  

 

ISPOs are also used to service loans from intervention funds and securities issued on the domestic 

capital market. Commercial bank loans may also be serviced through an ISPO if they were 

approved by the FMOF. As with external loans, a specific amount is deducted by the FMOF from 

the gross FAAC allocations to the state and credited to the lenders’ bank account. If no ISPO is 

issued, the state’s DMO or DMD initiates the process to make the payment.  

 

The state DMDs use Excel spreadsheets to record debt data. Some state governments have access 

to the Commonwealth Secretariat Debt Recording and Management System (CS-DRMS), but due 

 
20 https://www.dmo.gov.ng/  

https://www.dmo.gov.ng/
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to a lack of training and technical maintenance the CS-DRMS was not operational in any of the 

seven states covered by the DeMPAs. The use of ISPO arrangements for all external and most 

domestic debt servicing weakens the incentive for state governments to maintain a complete and 

updated debt database. For external debt, the FDMO sends an annual report in the first quarter of 

the year that provides a loan-by-loan accounting of the debt stock and debt-service payments at 

the end of or during the previous year. Debt disbursement information is not regularly shared by 

the FDMO. The states in general do not update the external debt database during the year and make 

no provisional updates due to the lack of reliable information.  

 

State Ministries of Finance do not prepare statistical bulletins on state debt. While the FDMO 

publishes information on the domestic and external debt stock of state governments on a quarterly 

basis, no state government assessed under the DeMPA framework published a debt statistical 

bulletin or disclosed sufficient debt information to the public. The annual financial statements or 

budget execution reports submitted to the state assemblies usually include some figures on the debt 

stock and debt service, but their scope is limited. 

 

Nigeria’s operational risk control environment for state debt management remains weak. There are 

no internal procedural manuals to guide state-level borrowing, debt servicing, or debt recording. 

While the staff of state DMOs and DMDs are aware of the importance of regularly backing up 

data, such backups are not an institutional requirement, and backup practices are rudimentary. 

Most backups use external hard drives or flash drives that are physically kept in the office. 
  

4.5. Annual Borrowing Plan and Other Debt Management Functions 

 
Limited FO functions are performed by state DMDs. No state-level borrowing plans are prepared, 

and states rely heavily on the FDMO for FO tasks related to external loans, such as identifying 

potential creditors, assessing the cost-effectiveness of terms and conditions, and negotiating the 

loans themselves. Each year, the FDMO compiles a list of potential creditors, along with terms 

and conditions offered and target areas of intervention. The FMOF provides this list to the state 

governments, which express interest in potential external lenders. In other cases, the initial contact 

with the creditor may be initiated by the state line ministries implementing the project. The state 

Ministry of Finance or DMO are usually aware of the standard terms and conditions offered by 

traditional multilateral creditors. If multiple options exist, state governments tend to rely on the 

advice of the FDMO regarding terms and conditions. In some states, debt managers are included 

in the negotiation process, while in other states the involvement of technical staff from the state’s 

DMO is minimal. 

 

States perform almost no MO functions, largely due to a lack of awareness and trained staff. Some 

states have attempted to conduct DSAs with the help of external consultants, as in-house capacity 

is not yet available. No cost and risk analyses of state debt portfolios have been undertaken, and 

none of the states have developed a debt strategy.  
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5. A Cross-Country Perspective on Subnational Debt Management: Nigeria 

and India 

5.1 Fiscal Federalism and Subnational Borrowing Restrictions 

Comparing Nigeria’s experience with subnational debt management to that of India, another large 

federal republic, yields important insights. India’s 29 States and 7 Union Territories are organized 

into a federal system that clearly delineates taxation and spending powers. The Indian Constitution 

empowers both the central and state governments to levy taxes, while external borrowing and 

foreign-exchange management are solely controlled by the central government. The central 

government also distributes a share of its tax revenue among state governments and provides 

additional assistance to states in the form of grants.  

India’s Finance Commission (FC) defines intergovernmental fiscal relations. The FC is a constitutional 

body set up every five years. Its main task is to recommend the allocation of tax revenues collected by the 

central government, called the “divisible pool,” 21  between the central and state governments and 

between each state. Of the 29 Indian states, 11 “special category states” receive disproportionate benefits 

in terms of central taxes, intergovernmental transfers, and other forms of federal financial assistance. 

These states are granted this status based on social, economic, and geographic parameters. 

Under the Indian Constitution, state governments have the legal capacity to borrow domestically 

and issue guarantees. States require the central government’s consent to borrow if they are indebted 

to the federal government—a condition that currently applies to all Indian states. This consent is 

given by the Indian Ministry of Finance in the form of an annual net borrowing limit issued during 

the budget-preparation process. The central government must also agree to an annual borrowing 

plan disaggregated by source. 

Like Nigerian states, Indian state governments cannot raise loans directly from external sources. 

Until 2005, the Indian government extended externally borrowed funds to the states in local 

currency and at domestic interest rates. These debts have now been consolidated into block loans 

for each state using standardized terms and conditions. Since 2005, all external debt raised by the 

central government on behalf of the states has been directly transferred to the states under the 

original terms and conditions of the loans. However, all debt-service payments are made in local 

currency, as so-called “back-to-back loans.” The 11 special category states receive external loans 

as block loans from the central government, 90 percent as grants and 10 percent as loans in local 

currency, while the other states receive back-to-back loans with no grant component.  

Indian states have strengthened fiscal discipline, which helps improve their long-term fiscal 

sustainability. All Indian states have approved a Fiscal Responsibility and Budget Management 

Act (FRBMA) by 2010, which defines limits for selected fiscal parameters and state debt. In line 

with the recommendations of the FC state FRBMAs prescribe a revenue (current) deficit, which, 

if adhered to, implies that borrowing may only be used for capital expenditures. In addition, a 

 
21 The central divisible pool is a portion of gross tax revenues that is distributed between the central and state 

governments. It consists of all taxes except surcharge and fees levied for specific purposes, net of collection costs. 
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state’s fiscal deficit may not exceed 3 percent of its state GDP, which limits the amount of new 

borrowing a state may incur during a given year22. The central government closely monitors state 

borrowing by approving annual borrowing plan and quarterly market borrowing plan which helps 

enforce borrowing limits. The FRBMA rules and central government control on borrowing have 

been effective in strengthening fiscal disciple in state government despite the breaches in some 

states. The overall fiscal condition of India states has notably improved and the combined state 

debt as percent of state GDP has declined steadily since 2005. 

5.2 Subnational Debt Management in India 

Indian states have shifted toward market-based borrowing over the years. The main sources of 

state debt financing include capital markets, central government loans (primarily via external 

borrowing by the central government), banks and other financial institutions, the National Small 

Savings Fund (NSSF), and public accounts. Moreover, the central bank (Reserve Bank of India 

(RBI)), in its capacity as banker for state governments, provides the Ways and Means Advance 

(WMA), a well-regulated facility for state governments to access short-term financing. From 

FY2000 to FY2017, the share of loans raised on the domestic market rose from 15 percent to 51 

percent of total state debt, while reliance on central government credits from external or other 

sources drastically declined (Figure 7). 

 

Figure 7: The Composition of the Overall State Debt Stock in India 

 
Source: RBI 

Subnational DeMPA exercises in India revealed strengths and gaps in state-level debt 

management. DeMPAs have been carried out in the Indian states of Rajasthan, Assam, and 

 
22 The 14th FC, effective for the period from April 2015 to March 2020, recommended additional borrowing space of 

0.25 percent of state GDP for the states with debt level no more than 25 percent of state GDP and further 0.25 percent 

if interest payment not exceeding 10 percent of revenue receipts in the preceding year. 
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Uttarakhand. The latter two are special category states, which receive block loans from the central 

government with a 90 percent grant component.  

 

Aside from the FRBMA, Indian states have no dedicated debt-management legislation, and few 

Indian states have a DMO or equivalent institution. State governments have the legal capacity to 

borrow within the fiscal limits stipulated in the state FRBMA and the annual borrowing limits 

established by the state legislatures and approved by the Ministry of Finance. The state governor 

is constitutionally authorized to contract debt on behalf of the state government. The delegation of 

debt-related powers within the state government is regulated by secondary state legislation, such 

as governor’s orders. Moreover, debt-management structures in Indian state governments tend to 

be fragmented. Depending on the type of debt instrument and function, responsibilities are often 

divided and shared between the central bank, the Ministry of Finance, centralized Accountant 

General office and state agencies. Nevertheless, various committees at the federal and/or state level 

are generally effective at coordinating borrowing and other debt-management activities.  

 

Indian states’ FO and MO capacities require further improvement. State governments prepare 

annual borrowing plans divided by source, and although some consideration is given to the cost of 

different sources, the decision on the composition of future borrowing is not subject to a systematic 

cost and risk analysis. States prepare quarterly market borrowing plans and submit them to the 

central bank, which compiles them into a quarterly issuance calendar. Some states only issue 10-

year bonds on the market, though other options are available. The market borrowing plans are 

often not based on the cash position and forecasts of the government, which can result in the 

accumulation of cash at a negative carrying cost. The preparation and negotiation process for 

external loans is led by the Ministry of Finance. Although state governments are consulted, the 

Ministry of Finance typically decides on the creditor, the currency, and other loan terms. No 

subsidiary loan agreement is signed, even for back-to-back loans. As in Nigeria, MO functions are 

mostly absent at the state level.  

 

Only a portion of state borrowing is guided by codified procedures. The central government has 

established clear rules for external borrowing, while the central bank explicitly regulates tapping 

the market, but procedures governing other forms of borrowing in which state governments play a 

more active role (e.g., borrowing from financial institutions) are incomplete. In some states, 

policies and detailed internal procedures guide the issuance and approval of guarantees in Indian 

states that issue guarantees. 

 

As in Nigeria, debt records maintained by state governments are usually incomplete or out of date. 

State governments that had received DeMPA in India mainly use Excel spreadsheets to record debt 

data. Some states have installed the CS-DRMS, but no state utilizes the software’s full potential. 

Debt-service payments for on-lent external loans, market borrowing, and NSSF borrowing are 

assigned a standing order and are automatically debited from the state’s account with the central 

bank when they come due. Like the ISPOs in Nigeria, the use of standing orders weakens the 

incentive for Indian state governments to maintain updated records of these liabilities. The only 

type of debt service typically initiated and processed by state finance departments is for loans from 
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banks and financial institutions, and states maintain updated records for these liabilities. The 

Accountant General, a federal entity located at the state level to provide services to the state 

government, maintains records of state debt transactions. Unlike in Nigeria, there is timely 

communication between state agencies and other stakeholders, including central government and 

Accountant General, so that the state government can obtain sufficient information for projecting 

debt service for budget preparation. In all assessed states in India, the government produces 

satisfactory debt service forecasts for budget in term of both timeliness and accuracy. 

 

6. Conclusions and Recommendations 

Nigeria made progress in strengthening the legal and institutional aspects of state debt 

management, and its experience highlights the key role of the federal government in supporting 

capacity-building efforts at the state level. Since 2007, the federal government has helped state 

governments improve the collection of debt data, consolidate debt recording, enhance the 

management of borrowing, and increase the efficiency of payment transactions. The FDMO has 

implemented multiple debt-management strategies embedded in its National Debt Management 

Frameworks (NDMFs) for the 2007-2012 and 2013-2017 periods, which have generated 

considerable advances in selected subnational debt management practices. They have led to the 

establishment of DMDs or DMOs in all states and the FCT, as well as the reconstruction of 

domestic debt data in all states and the FCT,23 while encouraging the adoption of public finance 

management laws and the implementation of further state-level capacity-building efforts.  

 

Yet, despite some progress, the subnational DeMPAs have revealed critical weaknesses in state 

debt-management practices. Serious deficiencies are evident in the legal and institutional 

framework, borrowing procedures, the regulations governing the issuance of guarantees, and 

systems for keeping debt records and maintaining operational risk control. The comparison with 

India demonstrates the similar challenges faced by subnational authorities in other countries.   

 

The central government is uniquely positioned as partner to promote and support reforms at the 

state level. Nigeria’s experience with fiscal decentralization and state debt management highlights 

the importance of coordination and leadership from the central level. The existing state legislation 

is often unclear on the purposes for which funds can be borrowed, and in many cases the rules and 

procedures for issuing guarantees are either poorly defined or absent altogether. The federal 

government has produced a template for establishing debt-management institutions at the state 

level, but its application across states has been inconsistent, and about one-third of Nigerian states 

lack any dedicated debt-management legislation. Going forward, a much stronger coordination is 

needed in order to harmonize the implementation of core DeM functions at the state level. 

 

State governments should develop debt management procedures reflecting their own features. The 

central government can play a crucial role in leading and coordinating the effort. The current 

 
23 As noted above, the DDR exercise led to the publication of total public debt (including subnational debt) for the 

first time in 2011, which has provided the basis for an ongoing effort to regularly collect and publish the complete 

public debt data of the federal governments, the states, and the FCT. 
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borrowing guidelines document provided by the central government is extremely useful, however 

does not reflect to the unique legal requirement and institutional setting of each state. The central 

government can work on the development and dissemination of templates   for various debt 

management procedures for states to customize to their own conditions. No standard policies or 

procedures govern the issuance of loan guarantees; however, as such guarantees are not yet widely 

used by state governments, there is a window of opportunity to establish policies that will ensure 

the transparent and prudent use of state loan guarantees.  

 

State governments should work with the central government to obtain a more holistic view of their 

indebtedness. Under current on-lending arrangements between the states and the federal 

government, state DMOs and DMDs are given few details of their consolidated debt data, 

particularly regarding external debt and its conditions. Access to adequate information could 

enable the states to create meaningful debt-service forecasts and statistical bulletins, which are 

indispensable for transparency and accountability.  

 

State DMDs and DMOs have differing levels of institutional capacity, and the central government 

should take a more active approach to supporting the development of their capabilities. As the state 

debt portfolio expands and its risk exposure increases, subnational debt sustainability will require 

prudent debt-management practices and greater in-house capacity at the state level. The central 

and state authorities should work together to strengthen the BO functions of each state and provide 

training and administrative support to ensure complete and accurate debt-management records and 

sound debt-reporting practices. 

 

The Government is continuing to implement is Fiscal Sustainability Plan (FSP) and the fiscal 

transparency commitments. At present, states remain under considerable fiscal stress, with states 

requesting continuation of the Budget Support Facility. The full and sustained implementation of 

the key PFM reforms and fiscal adjustments contained in the FSP as well as the fiscal transparency 

commitments can help strengthen states fiscal sustainability and increase fiscal resources for 

essential expenditures.  

 

Along with the efforts, a medium-term reform plan to improve state-level DeM could form the 

basis for a collaborative effort by the federal and state governments to address the deficiencies in 

the legal, administrative, and institutional framework for subnational debt management outlined 

above. This plan could identify a series of priority activities to be implemented over three to five 

years (see Annex 1). Meanwhile, the federal government could develop a sequenced capacity-

building plan with the assistance of international developing partners to lay the groundwork for 

establishing strong BO functions and gradually developing MO and FO functions at state debt-

management institutions. Robust support from the central government will be critical to enhance 

the capacity of state governments to manage the growing stock of subnational debt obligations. 

Further reform efforts can be supported through current SFTAS project and a programmatic 

engagement in DeM reform process.  
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Annex 1 

Selected examples of capacity building activities and reforms at the level of state governments’ debt 

management include: 

 

Area/Target Current Issue Suggested Actions 

Establish complete and up-

to-date debt database at state 

level 

 

State governments do not 

keep complete and updated 

debt database 

Seek assistance from FDMO 

Reintroduce CS-DRMS 

Strengthen FO capacity State DMD (DMO)’s 

involvement in the loan 

contracting process is 

limited 

Mandate DMO (DMD)’s 

involvement in negotiation; 

Dedicated training for FO 

operations 

 

Strengthen MO capacity No cost-risk analysis of debt 

portfolio; no debt 

management strategy 

Participate in related training; 

Receive dedicated technical 

assistance provided by FDMO 

and international donors 

Strengthen operational risk 

control 

No documented procedural 

manuals in place for 

borrowing operations, debt 

date recording and 

administration  

Seek assistance from FDMO and 

dedicated technical assistance  

 

 

 

 


