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ABSTRACT 

The study investigated the impact of external debt on economic growth in Nigeria for the period 1980 – 2016. 

The study is based on secondary data extracted from publications of World Bank, Central Bank of Nigeria and 

Debt Management Office. The study adopted multiple regression technique to estimate the parameters of the 

model. The study tested for both long run and causal relationship between external debt and economic growth in 

Nigeria. An empirical investigation was conducted using time series data on Real Gross Domestic Product, 

External Debt Stock, Debt Service Payment and Exchange Rate. The technique of estimation employed in the 

study include, Augmented Dickey Fuller (ADF) test, Johansen Co-integration, and Granger Causality Test. The 

result showed that a significant long run relationship and a unidirectional relationship exist between external 

debt and economic growth in Nigeria. The major findings reveal that debt stock and exchange rate both have 

positive relationship with economic growth, while debt service payment has a negative relationship with 

economic growth in Nigeria. The major recommendations in the study are: - Nigeria government should make 

full utilization and management of all her debts in line with global best practices. Debt has a positive 

relationship with economic growth. This could be achieved due to good debt utilization and management as seen 

with Asian Tigers of Malaysia, Singapore. Besides, government should also try as much as possible avoid too 

much stock of debts. Excessive debts servicing drain resources thus reducing funds available for development. 

And above all, authorities responsible for managing Nigeria’s debts should keep track of debt payment 

obligations. 
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1.1 INTRODUCTION 

Sustainable economic growth is a major concern for every independent nation, most especially, the Less 

Developed Countries (LDCs) which are characterized by low capita accumulation due to low level of domestic 

savings and investments (Adepoju, Salawu and Obayelu, 2007). It is expected that, LDCs when faced with 

scarcity of capital resources would resort to borrowing from external sources so as to supplement domestic 

savings (Aluko and Arowolobi, 2010, Safdari et al 2011). 

Short falls in domestic savings to finance productive activities compel nations to borrow; Ezeabasili, (2006). 

Soludo, (2003) stated that, countries borrow basically for two main macroeconomic intents: (i) To finance higher 

investments and consumptions, which will bring about increased investments and Human Capital Development 

and (ii) To finance transitory balance of payment deficits. Thus, the dual gap economy indulges in debt to boost 

economic growth and reduce poverty, and do not suffer from macroeconomic instability policies that distort 

economic incentives in countries or sizeable adverse shocks, as a result of this, growth is likely to increase and 

allow for timely debt repayment, and when this circle is maintained for a period of time, growth will affect per 

capita positively, which is the pre-requisite for poverty reduction. 

The issue of public external borrowing as a policy to promote economic growth is a double edged sword as noted 

by Chongo in 2013. This results in two main perspectives for explaining the relationship between external debt 

and economic growth. On one hand, the Neoclassical and the Endogenous growth models advocated that there is 

a positive relationship between external debt and economic growth. They emphasized that debt is one of the 

sources for financing capital formation, and if financing capital formation through this means impact positively 

on investment, it could promote economic growth. On the other hand, among other some scholars (Manghyereh 

and Hasmite, 2003; Sanusi, 2003, and Berensmann, 2004) contradict this view by mentioning external debt as 

one of the factors hampering economic growth. 
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The increasing fiscal deficits driven by the high level of debt serving is a major threat to growth of the nation. 

The resultant effect of large debt exposes the nation to high debt burden. Nigeria as a nation is about the richest in 

the continent of Africa, yet, due to numerous macro-economic problems such as inflation, unemployment, sole 

dependence on crude oil as a major source of revenue, leakages in the economy, corruption and mounting 

external debt service payments, majority of her citizens fall below poverty line. 

 

Nigeria as nation has been accessing external financing through borrowings since pre-independence solely to 

finance heavy investments and consumption, as well as, finance budget deficits to stimulate economic growth and 

sustainability i.e. to raise the standard of living and alleviate poverty of her citizens, the pertinent question is that, 

why has such borrowings not yielded the desired result? This and other problems forms the reasons of conducting 

this research.  

In view of the aforesaid problems, the study is to examine the impact of external debt on economic growth in 

Nigeria. To achieve this, the followings questions have to be addressed:  

a. to identify whether there is relationship between external debt and economic growth in Nigeria? 

b. to examine the nature of the relationship between external debt and economic growth of Nigeria in a long-

run? 

c. to examine the impacts of Nigeria‟s external debt on economic growth? 

 

1.2 RESEARCH HYPOTHESES 

The study is guided by the following hypotheses: 

a. Ho1: there is no relationship between external debt and economic growth in Nigeria. 

b. Ho2: there is no negative relationship between external debt and economic growth in Nigeria in a long-run.  

c. Ho3: there is no impact of Nigeria‟s external debt on economic growth? 

 

2. 1 LITERATURE REVIEW  

2.1.1 Concept of External Debt 

Arnone, Bandiera & Presbiteno (2005) defines external debt as that portion of a country‟s debt that is acquired 

from foreign sources such as foreign corporations, governments or financial institutions. According to (Ogbeifin, 

2007) external debt arises as a result of the gap between domestic savings and investment. He further defined 

Nigeria‟s external debt as the debt owed by the public and private sectors of the Nigeria economy to non-

residents and citizens that is payable in foreign currency, goods and services.  

External debt may be defined as debt owed to non-residents repayable in terms of foreign currency, goods or 

services (World Bank, 2004). Arnone, Bandiera and Presbitero (2005) described external debt as that part of a 

country‟s debt that was borrowed from foreign lenders including commercial banks, governments or international 

financial institutions. External debt becomes necessary when domestic financial resources becomes inadequate to 

finance heavy investments and consumptions (public goods) and also, finance budget deficits that will increase 

welfare and engender economic growth. External Debt are funds sourced from outside the nation‟s boarder 

usually in foreign currency and are interest bearing to finance specific project(s). The impact of External Debt on 

nation‟s economy has been a subject of controversy amongst academics, some are of the view that, external debt 

accelerates economic growth (Hameed, Ashraf and Chandhary, 2008). This view is very much in line with 

neoclassical model of Economic Growth, specifically, the Keynesian theory which viewed capital accumulation 

as a catalyst for economic growth, the aforesaid assertion was confirmed by the significant growth by the Asian 

Tigers, of Malaysia, Singapore, Indonesia, Taiwan and South America country of brazil that transformed their 

economy using external debt (Momodu,2012). 

 

2.1.2 Causative Factors of Nigeria’s External Debt 

According to Sogo-Temi, (1999), the explanation for the growing debt burden of developing economies are of 

two-folds. Firstly, developing countries have become over-dependent on external borrowing. Secondly, the 

difficulties they experience in servicing external debt due to huge debt service payments. Ahmed (1984) asserted 

that the causes of debt problem relate to both the nature of the economy and the economic policies put in place by 

the government. He articulated that the developing economies are characterized by heavy dependence on one or 

few agricultural and mineral commodities and export trade is highly concentrated on the other. The 

manufacturing sector is mostly at the infant stage and relies heavily on imported inputs. He stated that they are 
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dependent on the developed countries for supply of other input and finance needed for economic development 

which makes them vulnerable to external shocks. 

Aluko and Arowolo; (2010) pointed out that, the major causes of the debt crisis situation in Nigeria is the fact 

that, these foreign loans are not being used for developmental purpose. Instead of being ventured into capital 

projects that will better the economy, they are shrouded in secrecy. According to Debt Management Office of 

Nigeria, (2012), the factors that led to Nigeria‟s external debt burden can be grouped into six areas: Inefficient 

trade and exchange rate policies; Adverse exchange rate movements; Adverse interest rate movements; Poor 

lending and Inefficient loan utilization; Poor debt management practices; Accumulation of arrears and penalties; 

Corruption on external debt in Nigeria. 

 

2.2 EMPIRICAL REVIEW 

The motive behind external debt is to boost economic growth, sustainability and development of any nation but 

as a result of future high debt service payments, it poses a serious threat to the economy of that nation. Economic 

researchers have therefore sought out to investigate the impact of external debt on the economies of debtor 

nations and have come up with diverse views. 

Ogege and Ekpudu (2010) examined the impact of debt burden on the Nigeria economy using time series from 

1970-2007. Ordinary least square (OLS) was used to test the relationship between debt burden and growth of the 

Nigeria economy, the result showed a negative relationship between debt stocks of internal and external; and 

gross domestic product, meaning that, an increase in debt stock will lead to a reduction on the growth rate of 

Nigeria economy. In a similar study, Bamidele and Joseph; (2013) examined the effect of financial crisis, external 

debt management on the economic growth of Nigeria using GDP as endogenous variable while exogenous 

variables measuring economic growth were foreign direct investment, external debt, external reserve, inflation 

and exchange rate proxies. Annual time series were used, OLS, Augmented Dickey Fuller (ADF) unit root test 

and the granger causality test were employed in the analysis. The result showed a positive relationship between 

FDI and economic growth, while investment relationship existed between external debt and economic growth. 

The motive behind external debt is simply to boost economic growth and development of any nation, but if it 

results to future high debt service payments, it would then pose a very serious threat to the economy of such 

nation. In view of the above, economic researchers soughed out to investigate the implication of external debt 

burden on the economies of debtor nations, hence the under listed views. 

Another study by Ogunmuyiwa (2011) examined whether external debt promotes economic growth in Nigeria 

using time series data from 1970-2007. The regression equation was estimated using econometric techniques such 

as Augmented Dickey-Fuller test, granger causality test, Johansen co-integration test and Vector Error Correction 

Method (VECM). The results revealed that, causality does not exist between external debt and economic growth 

in Nigeria. Faraji and Makame (2013) investigated the impact of external debt on the economic growth of 

Tanzania using time series data on external debt and economic performance covering the period 1990-2010.It 

was observed through the Johansen co-integration test that there was no long-run relationship between external 

debt and GDP. However, the findings showed that external debt and debt service both have significant impact on 

economic growth and debt service payment having a negative effect on economic growth. The study also 

identified the need for further research on the impact of external debt on Foreign Direct Investment (FDIs) and 

Domestic Revenues. Ejigayehu (2013) also analysed the effect of external debt on the economic growth of eight 

selected heavily indebted African Countries (Benin, Mali, Ethiopia, Madagascar, Mozambique, Senegal, 

Tanzania and Uganda) through the debt overhang and debt crowding out effect with ratio of external debt to gross 

national income as a proxy for debt overhang and debt service export ratio as a proxy for debt crowding out. 

Panel data covering the period 1991-2010 was used; the empirical investigation was carried out on a cross-

sectional regression model with test of stationary using Augmented Dickey-Fuller Tests, heteroscedasticity, and 

ordinary regression. The result from the estimation showed that, external debt affects economic growth debt 

through crowding out rather than debt overhang. 

On external debt relief and economic growth in Nigeria, Ekperiware and Oladeji, (2012) examined the structural 

break relationship between external debt and economic growth in Nigeria. The study employed quarterly time 

series data of external debt, external debt service and real GDP from 1980-2009.An empirical investigation was 

conducted using the chow test technique of estimation to determine the structural break effect of external debt on 

economic growth in Nigeria as a result of 2005 Paris club debt relief. The result of their findings revealed that the 

2005 external debt relief caused a structural break effect in the relationship between external debt and economic 

growth. Based on the findings, they concluded that external debt relief made available resource for growth-

enhancing projects. Amoateng and Anoaka-Adu (2002) the empirical study declared that there is a unidirectional 
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and positive causal relationship between foreign debt service and GDP growth after including export revenue 

growth for Africa and south of Saharan country during 1983-1990, Afxention and Serletis, (1996). These people 

argued that whether debt impacts on the economic activity of developing countries. It was also argued that, if 

foreign loans are converted into capital and other necessary inputs, development will occur. 

Momodu, (2012), examined the correlation between debt servicing and economic growth in Nigeria. The study 

sought to find a relationship between the domestic product (RGDP) and gross fixed capital formation of current 

market price (GFCF) using Ordinary Least Square (OLS) multiple regression method. The study revealed that, 

debt payment to Nigerian creditors has significantly impacted on the RGDP and GFCF. Furthermore, Ezeabasili, 

Isa, and Mojekwu, (2011) studied the relationship between Nigeria external debt and economic growth between 

1975-2006 with an error correction approach and discovered that the error correction approach estimate revealed 

that external debt has negative relationship with economic growth in Nigeria economy.  

Kasidi and Sa‟id (2013) investigated the impact of external debt on economic growth in Tanzania using time 

series of 1990-2010. The study revealed that there is significant impact of the external debt and debt services on 

GDP growth. 

Atique and Malik (2012) explained the impact of domestic and external debt on economic growth of Pakistan 

separately over a period of 1980-2010 using Ordinary Least Square (OLS) approach to co-integration. The result 

showed significant inverse relationship in both, that is, inverse relationship between domestic debt and economic 

growth, and external debt and economic growth.     

 

2.3 THEORETICAL REVIEW 

Several theoretical contributions have been made as regards the subject matter of the impact of external debt and 

economic growth”. Among them are:   

2.3.1 Keynesian Theory  

This is an economic theory named after a British economist “John Maynard Keynes”. The theory was based on 

the concept that; in order for the economy to grow and be stable, active government intervention is required. The 

Keynesian economists argued that “private sector decisions sometimes lead to inefficiency in macroeconomics 

outcomes. Therefore, monetary action by the Central Bank and fiscal policy action by the government is required 

to direct the economy. This action will bring about stability in output over the business cycles. Keynes stated that, 

“during depression a combination of two approaches must be applied viz: a reduction in interest rate (monetary 

policy), and government investment in infrastructure (fiscal policy). Both Keynesians and monetarist believes 

that both fiscal and monetary policies affect aggregate demand (Blinder, 2008).   

This implies without doubt that, Keynesian theory which views capital accumulation as a catalyst to economic 

growth is supportive of external debt as it injects funds into the economy to increase economic activities resulting 

to growth. Therefore, external debt has positive relationship with economic growth. 

2.3.2 The Dual-Gap Theory 

Omoruyi, (2005) stated that most economies have experienced a shortfall in trying to bridge the gap between the 

level of savings and investment and have resorted to external borrowing in order to fill this gap. This gap 

provides the motive behind external debt as pointed out by Chenery, (1966) which is to fulfil the lack of savings 

and investment in a nation increase in savings and investment would vis-à-vis lead to a rise in economic growth 

Hunt, (2007). The dual-gap analysis provides a framework that shows that the development of any nation is a 

function of investment and that such investment requires domestic savings which is not sufficient to ensure that 

development takes place Oloyede, (2002). The dual-gap theory is coined from a national income accounting 

identity which connotes that, excess investment expenditure (investment-savings gap) is equivalent to the surplus 

of imports over exports (foreign exchange gap).  

2.3.3 Solow’s Growth and External Debt  

Solow‟s growth model was published in 1956 as a seminar paper on economic growth and development under the 

title “A contribution to the theory of economic growth”. Solow won noble price in economics in 1879 for his 

valuable contributions for the understanding of economic growth.  

There is no well published theoretical framework that gives light on the relationship between Solow‟s growth 

model and external debt. But some empirical works on external debt used Solow‟s growth model as a base to 

investigate its impact on economic growth. Solow‟s growth model is built on a closed economy which uses 

labour and capital as means of production. Under this situation, the implication of foreign debt on growth can be 

seen using its effects on the public savings which is in turn used as investment in a closed model. Before moving 
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to the present effect of external debt on Solow‟s growth model, it is better to see expected individual effect of 

debt overhang and debt crowding out effect on Solow‟s growth model. 

According to debt overhang hypothesis, government in an attempt to pay the accumulated debt, raises tax rate on 

the sector (as means of transferring resources to the public sector). This will discourage private sector investment; 

and more government public spending on infrastructure decreases (Road construction, Telecom, Electric power 

supply) as the available resources are used to pay debt obligation. As a result, overall investment (Private and 

public investment will decrease in the country. On the other hand, when countries are forced to pay part of their 

external debt, they use their income from export in some cases transfer resources to service their forthcoming 

debt; this is the case for debt crowding out effect. Those countries which transfer income from export which can 

be used in investment towards debt payment will discourage public investment. This in turn will decrease 

economic growth, the investment and production i.e. debt overhang and crowding out effects affects investments 

economic growth negatively. 

Conclusively according to Solow‟s growth model, external debt has positive and direct impact on economic 

growth. He showed this using the capital accumulation equation, for this equation, the investment per worker, 

“SY” increases the capital accumulation and this will in turn induce economic growth. The other important 

equation from the Solow‟s growth model is the capital accumulation equation expressed in the form:- K = SY – 

DK. Where: K = Change in capital stock, SY = Gross investment, D k = Depreciation during production process. 

And with Mathematical manipulation, Solow derives the capital accumulation equation in per worker term. i.e. K 

= SY – (n + d) K. 

As per the above equation, the change in capital per worker is a function of investment per worker, depreciation 

per worker and population growth of these three variables only investment per worker positively related with 

change in capital per worker 

2.3.4 The Dependency Theory  

The dependency theory was developed in the 1950s under the guidance of the Director of the United Nations 

Economic Commission for Latin America, Raul Prebisch and his colleagues were troubled by the fact that, 

economic growth in the advanced industrialized countries did not necessarily lead to growth in the poorer 

countries. Indeed, their study suggested that, economic activities in the richer countries often lead to serious 

economic problems in the poorer countries. 

The dependency theory states that, the dependency of less developed countries (LDC‟s) on the developed 

countries (DC‟s) is the main cause for the development of the former.  Though the theory has so many aspects but 

emphasis is on the foreign capital dependence which has a bearing to the topic under study. 

The resultant effect of this dependence is that, foreign debt so acquired stands as an instrument through which 

developed countries exploit less developed countries by insisting on the choice of projects (e.g. IMF conditions 

for loans), making decisions on pricing, supplies of equipment, knowhow and personnel. According to the theory, 

the developed countries use foreign capitals to impose a developmental pattern that is not compatible with local 

needs.  

2.3.5 Debt Overhang Theory 

The debt overhang theory and the liquidity constraint theory (also known as crowding –out effect) are the theories 

that were used to explain the linkage between external debt and economic growth. This is because the channels 

through which indebtedness affects growths are identified as: past debt accumulation, which captures the debt 

overhang, therefore, debt growth and service payments reduces export earnings and other resources which 

therefore retards growth. 

The debt overhang theory is based on the premise that, if debt will exceed the country‟s repayment ability with 

some probability in the future, expected cost of debt serving is likely to be an increasing function of the country‟s 

output level. Thus, some of the returns from investing in the domestic economy are effectively “taxed away by 

existing foreign investors is discouraged” Claessen, (1996). Under such circumstances, the debtors‟ country 

shares only partially increase in output and exports because of fraction of that increase will be used to service the 

external debt. 

 

2.4 THEORETICAL FRAMEWORK  

The constant need to borrow from foreign sources arises from the recognized role of capital in development and 

economic sustainability of any nation. Sustainable economic growth requires a given level of savings and 

investment and when the aforementioned “capital” is insufficient, it results in external borrowing. And this 

formed basis for the Keynesian theory, which views capital accumulation as a catalyst for economic growth. 
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3.1 RESEARCH DESIGN 

Time series data was used. An initial investigation of the time series properties of the data was done and was 

followed by examination of the existence of any possible long-run relationship between external debt stock, debt 

service payment and exchange rate and economic growth, by applying the multivariate co-integration 

methodology suggested by Johansson (1988, 1995). As well as the Granger causality test to ascertain the extent 

of causality between the various aforesaid. 

3.2 MODEL SPECIFICATION  

The model is adopted from a simple macro-economic debt growth, model employed by (Boboye and Ojo 2012). 

The model was formulated using Gross Domestic Product (GDP) as the dependent variable while the explanatory 

variables are External Debt Stock, Debt Service Payment and Exchange Rate. The model is specified of the 

functional form: 

RGDP = ƒ(EDS, DSP, EXR) ---------------------------------------------- (3.1) 

Where:  

RGDP =  Real Gross Domestic Product  

EDS = External Debt Stock  

EXR = Official Exchange Rate  

The model is specified of its stochastic form:  

RGDP = ß0 + ß1 EDS + ß2 DSP + ß3 EXR + µ ……………………….(3.2)  

Where µ = Error term  

The model is specified of its log-linear form  

RGDP = logß0 + logß1 EDS + logß2 DSP + logß3 EXR + µ …………… (3.3)  

The apriori expectation of the coefficient are, ß1> 0, ß2<0, ß3>0 

 

3.3.1 Strength of the Model 

The model used in this study is Multiple Regression. It is a statistical tool that allows for a critical examination of 

how multiple independent variables are related to a dependent variable and information about all the independent 

variables can be used to make much more powerful and accurate prediction about why things are the way they 

are. 

 

3.4 NATURE AND SOURCES OF DATA 

The study is based on secondary data extracted from World Bank International Statistics, Debt Management 

Office (DMO) and the Central Bank of Nigeria Statistical Bulletin. The data comprised external debt stock, debt 

service payment, exchange rate and interest rate for the period of thirty-seven years ranging from 1980 to 2016. 

The dependent variable is the GDP which also range from 1980 to 2016. 

3.5 ESTIMATION TECHNIQUES 

The study adapted regression methodology to estimate the parameters of the four models of the study, 

respectively. Data were processed and analysed using econometric tools and techniques. The analysis involved 

testing the stationarity of data using graphical analysis and carrying out unit root test using Augmented Dicker 

Fuller (ADF) Unit Root Test Method. Encompass going further, the study tested the co-integration between 

External Debt and Economic Growth by employing the Johansen‟s Co-integration Test. Co-integration was 

established between External Debt and Economic Growth, a Granger Causality was also fitted.  

The model for the co integration test runs in the following forms: 

Yt = β0 + β1 Yt-1 + β2 EDSt-1 + β3 DSPt-1 + a4 EXRt-1 + Ut …………… (3.4) 

Where: Y represents Real GDP, and t-1 is the number of time lagged. 

 

4.1 DATA PRESENTATION AND ANALYSES  

The following are the results obtained from the analyses of figures for Gross Domestic Products, External Debt 

Stock, Debt Service Payment and Exchange Rate. Table of these variables is attached on appendix.   

 

Table 1: Descriptive Statistics for GDP, EDS, DSP and EXR  

 LOGGDP LOGDSP LOGEDS EXR 

 Mean  10.29476  8.868074  10.08295  78.43795 
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 Median  10.46688  9.230783  10.25001  21.88610 

 Maximum  10.94372  10.12450  10.56465  350.0000 

 Minimum  7.870082  4.492199  7.057144  0.546400 

 Std. Dev.  0.737401  1.202441  0.624733  88.56000 

 Skewness -2.662789 -2.421905 -3.192150  1.266119 

 Kurtosis  8.963285  8.454834  15.91749  4.456836 

 Jarque-Bera  98.54728  82.04399  320.0821  13.15751 

 Probability  0.000000  0.000000  0.000000  0.001390 

 Sum  380.9060  328.1187  373.0690  2902.204 

 Sum Sq. Dev.  19.57534  52.05109  14.05047  282343.4 

 Observations  37  37  37  37 

Source: Computation using E-views 7.0 (2018) 

The descriptive statistics table above shows the maximum values of the respective variables are in the year 2007 

for EDS, 2008 and GDP in 2011.  It is concluded that all the variables exhibit the same pattern in their growth. 

Test of Stationarity 

The result of unit root test for GDP, EDS, DSP and EXR are presented below: 

Ho = 1 GDP is not stationary 

 H1 = 1 GDP is stationary 

 

Table 2 Stationarity Test of GDP 

Null Hypothesis: EXR has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic - based on SIC, maxlag=9) 

     
        t-Statistic   Prob.* 

     
     Augmented Dickey-Fuller test statistic  0.676880  0.0094 

Test critical values: 1% level  -3.626784  

 5% level  -2.945842  

 10% level  -2.611531  

     
     *MacKinnon (1996) one-sided p-values.  

From the result presented above, the probability value is 0.0094 i.e. 0.09%. The value is far less than the 5% test 

statistics; therefore, we accept the alternate hypothesis that there is no unit root in GDP. Again we can look at it 

from the value of t-statistics in the table, at 1%, 5%, and 10% the value of Augumented Dickey-Fuller test 

statistic is more negative compared to the other levels, this support the earlier decision that there is no unit root in 

GDP. This implies that using for regression or VAR analysis will not result to spurious result. 

H0 = 1 EDS is not stationary 

 H1 = 1 EDS is stationary 

 

Table 3: Stationarity Test of EDS 

Null Hypothesis: LOGEDS has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic - based on SIC, maxlag=9) 

     
        t-Statistic   Prob.* 

     
     Augmented Dickey-Fuller test statistic -2.283752  0.0048 

Test critical 

values: 1% level  -3.626784  

 5% level  -2.945842  

 10% level  -2.611531  

     
     *MacKinnon (1996) one-sided p-values.  
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From the result presented above, the probability value is 0.0048 i.e. 0.04%. The value is far less than the 5% test 

statistics; therefore, we accept the alternate hypothesis that there is no unit root in EDS. Again we can look at it 

from the value of t-statistics in the table, at 1%, 5%, and 10% the value of Augmented Dickey-Fuller test statistic 

is more negative compared to the other levels, this support the earlier decision that there is no unit root in EDS. 

This implies that using for regression or VAR analysis will not result to spurious result.  

H0 = 1 DSP is not stationary 

H1 = 1 DSP is stationary 

 

Table 4: Stationarity Test of DSP 

Null Hypothesis: LOGDSP has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic - based on SIC, maxlag=9) 

     
        t-Statistic   Prob.* 

     
     Augmented Dickey-Fuller test statistic -0.832004  0.0047 

Test critical 

values: 1% level  -3.626784  

 5% level  -2.945842  

 10% level  -2.611531  

     
     *MacKinnon (1996) one-sided p-values. 

  

From the result presented above, the probability value is 0.0047 i.e. 0.04%. The value is far less than the 5% test 

statistics; therefore, we accept the alternate hypothesis that there is no unit root in DSP. Again we can look at it 

from the value of t-statistics in the table, at 1%, 5%, and 10% the value of Augmented Dickey-Fuller test statistic 

is more negative compared to the other levels, this support the earlier decision that there is no unit root in DSP. 

This implies that using for regression or VAR analysis will not result to spurious result.  

H0 = 1 EXR is not stationary 

H1 = 1 EXR is stationary 

Table 5: Stationarity Test of EXR 

Null Hypothesis: EXR has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic - based on SIC, maxlag=9) 

     
        t-Statistic   Prob.* 

     
     Augmented Dickey-Fuller test statistic  0.676880  0.0039 

Test critical 

values: 1% level  -3.626784  

 5% level  -2.945842  

 10% level  -2.611531  

     
     *MacKinnon (1996) one-sided p-values. 

  

From the result presented above, the probability value is 0.0039 i.e. 0.03%. The value is far less than the 

5% test statistics; therefore, we accept the alternate hypothesis that there is no unit root in EXR. Again 

we can look at it from the value of t-statistics in the table, at 1%, 5%, and 10% the value of Augmented 

Dickey-Fuller test statistic is more negative compared to the other levels, this support the earlier 

decision that there is no unit root in EXR. This implies that using for regression or VAR analysis will 

not result to spurious result.  

 

Effect of External Debt, Debt Service Payment and Exchange Rate on Economic Growth in Nigeria 

The hypothesis was tested using Ordinary Least Square and the model specification is given thus:        
                          u 
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Long Run Relationship between External Debt, Debt Service Payment and Exchange Rate on Economic Growth 

in Nigeria. 

In this we tested the long relationship between the variables. 

 

Johansen Cointegration Test 

Co integration test was carried out to find out whether the relationship shown from the regression result  

above is sustainable in the long run. The hypothesis for the test is as follow: 

H0: there is no long run relationship between GDP, EDS, DSP and EXR 

H1: there is a long run relationship between GDP, EDS, DSP and EXR 

 

The result of the analysis from E-views 7 is shown below: 

Table 6: Co integration Test 

Date: 01/19/18   Time: 08:29   

Sample (adjusted): 1982 2016   

Included observations: 35 after adjustments  

Trend assumption: Linear deterministic trend  

Series: LOGGDP LOGDSP LOGEDS and EXR   

Lags interval (in first differences): 1 to 1  

Unrestricted Cointegration Rank Test (Trace)  

     
     Hypothe

sized Szzd Trace 0.05  

No. of 

CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None *  0.780712  97.22591  69.81889  0.0001 

At most 

1  0.521335  44.11793  47.85613  0.1075 

At most 

2  0.294958  18.33153  29.79707  0.5417 

At most 

3  0.142805  6.099126  15.49471  0.6838 

At most 

4  0.019969  0.705977  3.841466  0.4008 

     
      Trace test indicates 1 cointegratingeqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

     
     Hypothe

sized  Max-Eigen 0.05  

No. of 

CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None *  0.780712  53.10799  33.87687  0.0001 

At most 

1  0.521335  25.78640  27.58434  0.0834 

At most 

2  0.294958  12.23240  21.13162  0.5249 

At most 

3  0.142805  5.393149  14.26460  0.6916 

At most 

4  0.019969  0.705977  3.841466  0.4008 
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      Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

 

The result of the Co-integration rank test under none shows a p-value of 0.0000 this implies that there is 

a Co-integration between the variables. The test can also be carried out by comparing the trace statistic 

with the critical value. The value of trace statistic is 97.22 while the critical value is 69.81. Since the 

value of trace statistic is greater than that of the critical value we reject the null hypothesis and accept 

the alternative that there is a long run relationship between the variables. All the two co-integrating 

equations are significant at 5%.  

Again the test can also be carried out using the Maximum Eigenvalue. It shows two co-integrating 

equations which are significant at 5%. The p-value is 0.0000 and the value of Max-Eigen Statistic is also 

high than the critical value. 

 

Granger Causality 

After establishing the long run relationship, we determined the direction of causality of the variables 

using Granger Causality test. The result of the test is presented in the table below: 

Table 7: Causality Test on External Debt, Debt Service Payment and Exchange Rate on Economic 

Growth in Nigeria. 

Pairwise Granger Causality Tests 

Date: 01/19/18   Time: 08:30 

Sample: 1980 2016  

Lags: 2 

 

   

    

     Null Hypothesis: Obs F-Statistic Prob.  

    
    
 LOGDSP does not Granger Cause 

LOGGDP  35  2.09278 0.1410 

 LOGGDP does not Granger Cause LOGDSP  1.08103 0.3521 

    
     LOGEDS does not Granger Cause 

LOGGDP  35  0.01909 0.9811 

 LOGGDP does not Granger Cause LOGEDS  25.3346 0.0907 

    
     EXR does not Granger Cause LOGGDP  35  1.59129 0.2204 

 LOGGDP does not Granger Cause EXR  11.1326 0.0002 

    
 

From the table above the hypothesis that Debt Service Payment (DSP) does not granger cause the 

growth in GDP is accepted since the p-value is greater than 5%. Also the null hypothesis that GDP does 

not Granger Causes DSP is also accepted because the value of probability is greater than 5% leading us 

to rejection of the alternate hypothesis that causality flows from the two. From the forgoing, it shows 

that causality is uni-directional between RGDP and DSP. 

Also, the test of causality between GDP and EDS led us to accept the null hypothesis of the both and 

rejecting their respective alternate hypothesis because their respective p-values are 0.98 and 0.09. Again, 

causality is uni-directional. 

 

 Table 8: Regression Result 

Dependent Variable: LOGGDP   

Method: Least Squares   

Date: 01/19/18   Time: 08:04   

Sample: 1980 2016   
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Included observations: 37   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 3.592668 1.430339 2.511760 0.0173 

LOGDSP 0.487905 0.076704 6.360864 0.0000 

LOGEDS 0.214061 0.123349 1.735413 0.0023 

EXR 0.000421 0.001089 0.386132 0.7020 

     
     R-squared 0.780739     Mean dependent var 10.29476 

Adjusted R-

squared 0.753331     S.D. dependent var 0.737401 

S.E. of 

regression 0.366236     Akaike info criterion 0.954009 

Sum squared 

resid 4.292117     Schwarz criterion 1.171701 

Log likelihood -12.64917     Hannan-Quinn criter. 1.030756 

F-statistic 28.48614     Durbin-Watson stat 1.154813 

Prob(F-

statistic) 0.000000    

     
     

The model tested the relevance of External Debt, Debt Service Payment and Exchange Rate on the growth of 

Real Gross Domestic Product (GDP). The relevance is seen on the power of the independent variables in 

explaining the growth in real GDP, thus a higher R- square suggests the power of the model. The value of R
2
 in 

the table is 0.78 indicating that 78% of the variation in the RGDP is explained by the independent variables. The 

F value is 28.48 and F-statistics is 0.0000 which means that the explanation of the model is significant. The two 

major explanatory variables have positive contributions, except the control variable (Exchange Rate) showed 

insignificant contribution to GDP. 

Based on the result above, we reject the null hypothesis and accept the alternate that there is a significant positive 

effect of External Debt, Debt Service Payment and Exchange Rate on Economic Growth in Nigeria. 

4.2 DISCUSSION OF FINDINGS 

All data are found to be stationary using Augmented Dickey Fuller (ADF) test and Johansen test was used to test 

for co-integration relationship between all the variables used in this study, it shows that a long run relationship 

exist between the variables. The study found overall significant relationship between the External Debt indicators 

and the GDP. The study also found that there is a uni-causal relationship between Goss Domestic Products 

(GDP). External Debt and Debt Service Payment. These findings contradict the findings of those who opined that 

external debt has no significant relationship with GDP. 

Findings also revealed that in short run, external debt has a positive relationship with economic growth bearing in 

mind the fact that, when funds are injected into the economy, it stimulates economic activities and increases 

GDP, while the reverse holds in the long run when borrowed fund are either looted into private pockets, or not 

channelled into unproductive ventures. 

The study found that external borrowing and exchange rate fluctuation have positive impact on the economy, 

while external debt service payment has negative impact on the same economic growth in Nigeria.  

The apriori expectation is that, debt would enhance economic growth which is in line with the postulate of 

Keynesian theory. Also, Amoateng and Anoako (1996), Iya (2013),Bamidele and Joseph (2013), and Suleiman 

and Azeez (2012) found that external debt has a positive relationship with economic growth. The positive 

correlation of debt and economic growth could be due to good debt utilization and management as seen with 

Asian Tigers of Malaysia, Singapore, Indonesia and Taiwan (Momodu, 2012). 

The negative relationship between external debt and economic growth might be due to the fact that, even though 

debt provided the much needed fund, it might not have been used on productive ventures where returns on 

investment would be more than interest payable. This may be due to policy formulation, misappropriation, 

embezzlement and other corrupt practices. The above view was echoed by Okoye and Ani (2004) when they 

stated that nations must avoid waste and inefficiency while they strive to ensure proper setting of social priorities. 

Too much stock of debt may result to debt overhang. Excessive debts servicing drains resources thus reducing 

funds available for development.  
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Debt service payment is the amount used in repaying the external debt, it is used in this study as a proxy for 

capturing debt burden. The apriori expectation is a negative relationship between Real Gross Domestic Product 

(RGDP) and external debt service payment. (DSP) i.e. the higher the debt service payment, the lower the 

economic growth. This was in line with the result of Kasidi and Sa‟id (2013), Amoateng and Amoako (1996), 

Momodu (2012) and Ezeabasili et al (2011). This means that, an increase in debts brings about reduction in the 

nations GDP. Debt servicing could be described as proboscis of a mosquito for sucking out blood from its victim, 

it is a tax on external income/resources. It is so in that, debtor nation has to service its debt with attendant 

depletion of resources which may result in debt overhang and uncertainty. The certainty occasioned by excessive 

large debt makes the macro environment (interest rate, exchange rate and inflation) unstable with disastrous 

economic consequences such as scarce investment, reduced access to international market and capital plight. 

Debt overhang occurs when the accumulated debt crosses the threshold level of a country payment capacity. The 

expected default may cause the Domestic and foreign investors to withdraw their money which will bring about 

negative effect on economic growth (crowding out effect). The debt services crowd out public investment; it 

depletes government budget resources thus reducing fund available for productive ventures investment 

(Eilbadawi, Ndulu and Nduga, 1996). Despite the traditional neo classical model, which may have explained the 

cause-effect relationship between debt and economic growth, it has been criticized for unrealistic assumption of 

perfect mobility of capital which in real world is known to be imperfect due to trade sanctions, embargoes, 

restrictions and political instability. It has been argued that the marginal productivity of capital should be higher 

than the interest rate for developing countries for such country to benefit from external borrowing (Eaton, 1993). 

Debt service, therefore, negates economic growth through reduction in amount of available capital. One need to 

recognize the fact that external debt only helps to exploit the potential of a country; it does not enhance it. The 

only guide therefore, is that, return on spending should exceed marginal cost of borrowing on the assumption that 

debt is paid (Indermit and Brain, 2015). 

 

5.1 CONCLUSION  

This was done by examining the long-run and casual relationship between external debt and economic growth, 

also, the study carried out descriptive analysis in ascertaining the relationship that exist between the variables i.e. 

the dependent and the independent variables used in the study. The analysis carried out showed a significant 

long-run relationship exist between Real Gross Domestic Product (RGDP) which was a proxy for economic 

growth and all the independent variables (external debt stock, Debt Service Payment and exchange rate 

respectively. Also, the Granger causality test showed that Real Gross Domestic Product (RGDP) and Debt 

Service Payment (DSP) does not Granger-cause each other, implying that causality is uni-directorial between 

variables. 

5.2 RECOMMENDATIONS 

From the findings, the following recommendations are given. 

i. The apriori expectation between debt and economic growth is that, debt has a positive relationship with 

economic growth. Debt would enhance economic growth which is in line with the postulate of Keynesian 

theory. This could be achieved due to good debt utilization and management as seen with Asian Tigers of 

Malaysia, Singapore, Indonesia and Taiwan. It is on this note that, the researchers recommend Nigeria 

government is recommended to make full utilization and management of all her debts in line with global 

best practice.  

 

ii. Government should try as much as possible avoid too much stock of debt. Excessive debts servicing drains 

resources thus reducing funds available for development. Excessive debts may be due to policy formulation, 

misappropriation, embezzlement and other corrupt practices and misplacement of priorities among others.  

 

iii. Authorities responsible for managing Nigeria‟s Debt, i.e. (external or domestic) Debt Management Office 

(DMO), Central Bank of Nigeria (CBN), and the Federal Ministry of Finance (FMF) should keep track of 

debt payment obligations and the debt should not be allowed to pass a maximum limit so as to avoid debt 

overhang. 
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APPENDIX 

The following are the for Gross Domestic Products, External Debt Stock,  

Debt Service Payment and Exchange Rate. 

Table: Table of logged data  

YEAR LogGDP LogEDS LogDSP Exr 

1980 10.81 9.95 9.06 0.55 

1981 10.79 10.06 9.25 0.61 

1982 10.71 10.08 9.32 0.67 

1983 10.55 10.24 9.41 0.72 

1984 10.45 10.25 9.61 0.76 

1985 10.46 10.27 9.65 0.89 

http://www.iiste.org/
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1986 10.32 10.35 9.31 2.02 

1987 10.38 10.46 9.04 4.02 

1988 10.37 9.47 9.34 4.54 

1989 10.38 10.48 8.33 7.39 

1990 10.49 10.52 9.52 8.04 

1991 10.44 10.53 9.47 9.91 

1992 10.47 10.46 9.38 17.30 

1993 10.20 10.49 9.17 22.05 

1994 10.26 10.52 9.27 21.89 

1995 10.46 10.53 9.26 21.89 

1996 10.54 10.50 8.35 21.89 

1997 10.55 9.45 9.16 21.89 

1998 10.51 10.48 10.12 21.89 

1999 10.55 9.47 10.03 92.69 

2000 10.67 10.50 9.27 102.11 

2001 10.64 10.48 9.40 11.94 

2002 10.77 10.48 9.17 120.97 

2003 10.83 10.53 9.21 129.36 

2004 10.94 10.56 9.23 133.50 

2005 10.05 10.31 9.94 132.15 

2006 10.16 9.60 9.83 128.65 

2007 10.22 9.57 9.00 135.83 

2008 10.32 9.61 8.62 118.57 

2009 10.23 9.83 8.61 148.88 

2010 10.57 9.86 8.47 150.30 

2011 10.61 9.95 8.55 153.86 

2012 10.67 10.00 8.48 157.50 

2013 10.72 10.15 8.69 157.31 

2014 7.95 9.99 5.54 169.68 

2015 7.87 10.03 4.49 320.00 

2016 8.01 7.06 5.55 350.00 

Source: Computation using E-views 7.0 (2018) 


