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Abstract 
The issue of linkage between external sector debt and economic development has attracted wide 

debate within the context of domestic and international economies. Recent studies have found 

that the inability of the developing countries to direct resources to productive use has been a 

disincentive to domestic capital formation resulting in repudiation to loan repayment, slow pace 

of economic growth, unfavourable credit terms and foreign exchange variations. Most of the 

studies however failed to align the contributions of each source of external financing to 

economic growth and also failed to use the development perspective (human factor index or the 

standard of living). Against this backdrop, the study sought to assess the effect of increase in 

external debt on economic development. The study adopted ex-post-facto research design and 

secondary data used were sourced from CBN Statistical Bulletin, Debt Management Office and 

CBN Annual Report, covering 32-year time series period (1986-2018). Descriptive statistics 

(means, standard deviation, etc) was employed and Augmented Dicker-Fuller (ADF) analysis for 

unit root tests was conducted. The Johansen Co integration test was performed to establish the 

nature of co integration in the model. The VECM estimation technique was adopted to analyze 

both the short and long run effects. The results indicated that aggregate external debt stock in 

Nigeria does not have significant positive effect on economic development. The study concludes 

that as a developing country, Nigeria should make judicious use of all loans (borrowed) and 

should also enter into other forms of bilateral relationships that could reduce her foreign 

exchange risk and balance of payment disequilibrium thus improving development strides. The 

study recommends that Nigeria’s external debt policies should be reviewed regularly; the debt 

service obligations should be properly aligned with the debt stock and that external debt 

management policies should be made to deepen the economy and also avoid the debt overhang 

syndrome that characterized Nigeria’s debt management initiatives before her final exit from the 

Paris Club.  

 

 

 

 

 

 

 

 

 

 

 

 



2 | P a g e  

 

LAJAST-Journal of Humanities and Social Science  

ISSN-2545-5591(online)  

Vol.3 No.1, March, 2020.  

www.asuplafia.org.ng/journal____________________________________________________ 

Introduction 

Sustainable economic growth and development is a major concern for all sovereign nations, 
especially the Less Developed Countries (LDCs) which are characterized by low capital 
formation due to low levels of domestic savings and investment (Salau & Obayelu, 2014). It is 
quite expected that these LDC’s when facing scarcity of capital would resort to borrowing from 
external sources so as to supplement domestic saving (Aluko & Arowolo, 2010; Safdari & 
Mehrizi, 2011; Sulaiman & Azeez, 2011). Multilateral concessional debt is one of the major 
sources of public receipts and financing capital accumulation in any economy (Adepoju et al, 
2014). It is a medium adopted by nations to bridge their deficits and carry-out projects that are 
able to increase the living standard of it citizens, thus promoting sustainable growth and 
development. Ashraf and Chaudary (2018) opined that external borrowing ought to accelerate 
economic growth especially when domestic financing is inadequate. Multilateral concessional 
debt also improves total factor productivity through increase in output which in-turn enhances 
output (GDP) growth of a nation.  
According to Dippelsman and Kitili (2004), concessional debt is lending extended by creditors at 
terms that are below market terms with the aim of achieving a certain goal. For example, 
governments may provide loans at low or zero interest rates, either to provide benefits to the 
recipient or to encourage some actions by the recipient (such as purchasing goods from the 
lender’s country). Multilateral Concessional Debt are loans offered by IMF (International 
Monetary Fund)/World Bank to developing nation at a rate lower than the market interest rate. It 
is the debt owed by developing countries to the World Bank and International Monetary Fund 
(IMF). Some are offered at favourable terms as low as 1% or even 0%.  
Nigeria was already in default on $22 billion worth of Paris Club debts owed to sovereign 
lenders, and was struggling to service its $3.5 billion London Club obligations (CIA World Fact 
book, 2008). In 2015, Nigeria had an external debt stock of $10.7 billion with Lagos and Kaduna 
topping the list with $1.2 billion and $226 million respectively (DMO, 2015). The country’s debt 
increased by $1 billion in the last quarter of 2016 with Lagos and Kaduna also topping the list 
and Taraba being the least followed by Borno with $21 million and $22 million respectively 
(DMO, 2016). Nigeria’s debt profile at the end of 2017 stood at $18.8 billion out of which the 
Federal government owed $14.4 billion while the state government’s was $4 billion. As at June 
2018, the sub-total of debt stock of the States and FCT was $4.2 billion while the federal 
government owed $ 17.8 billion bringing the total external debt stock to be $22 billion (DMO, 
2018). On the 31st of March, the Debt Management Office (DMO) released the report showing 
the debt stock of the country to be $1 trillion (DMO, 2019). The debt crisis which originated 
from the poor management of loans was further compounded by sheer mismanagement of 
resources, widespread and unregulated cases of official corruption. 
The management of Nigeria’s multilateral concessional debt has been one of the major 
macroeconomic problems since the early 1980s. For so many years now, the country’s debt has 
been growing in spite of frantic efforts made by government to manage and minimize its 
crushing effects on the nation’s economy. These efforts range from various refinancing and 
restructuring agreements to debt conversion programmes and the deliberate allocation of 
substantial resources towards debt servicing. In the 2018 budget, the federal government of  
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Nigeria in hopeful pursuit of the Economic Recovery Growth Plan (ERGP) 2018 – 2020, 
reduced deficit and borrowing but stated that 50% of the new borrowing of N1.699 trillion will 
be sourced externally. The budget provided that the medium-term strategy of the present 
government is to reduce the proportion of domestic debt from 79% to 60% while increasing 
external debt from 21% to 40% indicating about 47.5% increase in external borrowing (The 
Economy, November, 2017).  
External debt in Nigeria increased to $22 billion in the first quarter of 2018 from $18.9 billion in 
the fourth quarter of 2017, it averaged $8.1billion from 2008 until 2018, reaching an all-time 
high of $22 billion in the first quarter of 2018. In the first quarter of 2019 it was $1 trillion 
(DMO, 2019). In the 2018 budget, the federal government of Nigeria in hopeful pursuit of the 
Economic Recovery Growth Plan (ERGP) 2018-2020, reduced deficit and borrowing but stated 
that 50% of the new borrowing of N1.699 trillion will be sourced externally. The budget 
provided that the medium-term strategy of the present government is to reduce the proportion of 
domestic debt from 79% to 60% while increasing external debt from 21% to 40% indicating 
about 47.5% increase in external borrowing (The Economy, November, 2017). But this new 
trend by the government has brought unimaginable rise in domestic debt which has attracted 
exclusive attentions from the public and generated serious concerns about fiscal sustainability of 
the current economic policy. Nigeria’s multilateral concessional debt outstanding stood at 
US$28.35 million in 2001 which was about 59.4% of GDP from US$8.5 million in 1980 which 
was about 14.6% of GDP (WDI 2013). The debt crisis reached its maximum in 2003 when 
US$2.3 billion was transferred to service Nigeria’s external debt. In 2005, the Paris Club group 
of creditors forgave 60% (US$18 billion) of US$30.85 billion debt owed by Nigeria. Despite the 
debt relief of US$18 billion received by Nigeria from the Paris club in 2005 the situation remains 
the same. The question then becomes why has external borrowing not accelerated the pace of 
growth of the Nigerian economy? Why is standard of living declining, why is life expectancy 
now 54 years in Nigeria? Why is GDP per capita declining? Why is enrolment into primary 
school declining? Why do we keep having increasing number of children out of school?  
The paper seeks to analyze Nigeria’s multilateral concessional debts and its effect on economic 
development. In order to fully capture its effect on the economy, a thorough empirical 
investigation will be conducted via data covering the period of 32 years, 1986-2018. This period 
was chosen to cover the period after the oil collapse and post debt-relief era.  
 

Conceptual Issues /Review of relevant literature 
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 become inadequate to finance public goods that increase welfare and engender 
economic growth. External debts are funds sourced from outside the nation’s boarder usually in 
foreign currency and are interest-bearing to finance specific project(s). On the other hand, 
economic development refers to increase in the standard of living in a nation’s population with 
sustained growth from a simple, low-income economy to a modern high income economy. 
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Nigeria, like other less developed countries (LDCs) has been classified by the World Bank 
among the severely indebted low income countries since 1992. The nation’s inability to meet its 
debt service payment constitutes one of the serious obstacles to the inflow of external resources 
into the economy. The accumulation of debt service arrears worsened by high interest payments 
has catapulted the external debt stock to extremely high levels and all efforts to substantially 
reduce the debt has been unsuccessful.  
 

Implication of Multilateral Concessional on Economic Development   
Health and Well-being 
Health is a major component of a nation’s socio-economic development. Good health does not 
only contribute to better quality of life but is also essential for a virile labour force for the 
creation and maintenance of a nation’s wealth. The importance attached to the health of a people 
and level of economic well being necessitate the commitment of governments worldwide to 
health care issues. Poverty has an inverse relationship with health and health care. Health care is 
the prevention, treatment and management of illness as well as the preservation of mental and 
physical well being of man through the services offered by the health workers such as: medical 
doctors, nurses, paramedic staff etc. According to the World Health Organisation (2000) health 
care embraces all the goods and services designed to promote health, including preventive, 
curative and palliative intervention, whether directed to individuals or to populations. Heavy 
external debt burden has an effect on health as funds meant for improving health care have either 
been embezzled or gone into white elephant projects embarked on for political reasons. These 
projects were later abandoned by successive governments after so much money have been spent 
on them. This is as a result of the level of corruption and embezzlement in the country. 

 
Life Expectancy 
In an attempt to improve the aforementioned indicators and work towards the attainment of 70 
years life expectancy by 2020, the Nigerian government has since 1980 stepped up her policy 
focused on the health sector through reforms and several health intervention programmes 
including the primary health care (PHC) intended to impact positively on life expectancy, the 
commercialization policy which was aimed at injecting some measure of efficiency into the 
public hospitals, the National Health Insurance Scheme (NHIS) initiated to mitigate the cost of 
access and the efficient health service delivery monitory policy (Ministry of Health, 2004) etc. 
These mentioned determinants of high life expectancy are funded from multilateral concessional 
loans gotten from the IMF and World Bank and if utilized properly will definitely increase the 
life expectancy of her citizenry. 

Income Level 
Gross Domestic Product (GDP) is the total monetary or market value of all the finished goods 
and services produced within a country's borders in a specific time period. As a broad measure of 
overall domestic production, it functions as a comprehensive scorecard of the country’s 
economic health (Investopedia, 2019). GDP can be immensely affected by economic growth of a 
nation. Economic growth has two dimensions it is either positive or negative. The improvement 
in live style of people and development of a country is considered as positive dimension of  
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economic growth but negative can be said when a fraction comes to economy. Negative 
economic growth is associated with economic recession and economic depression. When 
concessional debts are well used and rightly allocated to the different sector of the economy, they 
affect the sector positively. On the other hand, Abbas (2005) finds a linear negative impact of 
external debt on per-capita growth (and no evidence of an inverted U-shape relationship) in a 
panel of 59 developing countries over the period 1970-2002. For developing countries, like 
Nigeria, in research it find that lower total external debt levels are associated with higher growth 
rates, and that this negative relationship is driven by heavy public external debts. 

 
Theoretical Review 

The impact of multilateral concessional debts on economic indices of Nigeria such as the 
standard of living can be explained by some known models. However, several theoretical 
contributions have been made as regards the subject matter of multilateral concessional debt and 
standard of living. These theories are of relevance to this study as they serve as a building block 
to this research work and as such the following theories will be discussed; the dual-gap theory 
and dependency theory. 

 
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 multilateral concessional debt as pointed out 
by (Chenery & Strout, 1966) which is to fulfill the lack of savings and investment in a nation as 
increases in savings and investment would vis-à-vis lead to a rise in economic growth (Hunt, 
2007). The dual-gap analysis is 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 take 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). 

The Dependency Theory  
Countries of the world have been sharply divided along economic prosperity. Dependency theory 
states that the poverty of the countries in the periphery is not because they are not integrated or 
fully integrated into the world system as is often argued by free market economists, but because 
of how they are integrated into the system. There are two schools of thought with different 
standpoints on the issue. One of these is the bourgeois scholars and the second one is radical 
scholars of the neo-Marxian political economy (Adejuwon, James & Adebayo, 2010). To the 
bourgeois scholars, the underdevelopment and the consequent dependence of most of TWCs is as 
a result of their internal contradictions. To them, this problem can be explained by their lack of 
close integration, diffusion of capital, technology and institutions, bad leadership, corruption, 
mismanagement, etc (Momoh & Hundeyin, 1999). The standpoint views the under-development 
and dependency of the TWCs as internally inflicted rather than externally inspired. To this 
school of thought, a way out of the problem is for TWCs to seek foreign assistance such as aid,  
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loan, investment, etc. and allow unhindered operations of the Multinational Corporations 
(MNCs).  

 
Empirical Literature 

The motive behind multilateral concessional debt is to boost economic growth 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 
implication of external debt burden on the economies of debtor nations and have come up with 
diverse views. Ordinarily, multilateral concessional debts accumulation should impact positively 
on the key economic indices of any economy. Most studies have however rather revealed a 
negative correlation between external debt in Nigeria and some economic variables. 
Udoffia and Akpanah (2016) investigated the impact of external debt on economic growth in 
Nigeria. The traditional view considers that in the long run, external debt has a negative impact 
on economic growth while the Ricardian equivalence hypothesis implies the neutrality of 
external debt to growth. In Nigeria, external debt has been incurred mainly on the consideration 
that it should be used for investment purposes. The issue was empirically examined using the 
cointegration test and the error correction test for Nigeria over the period 1980 to 2012. Findings 
from their study supported the traditional view between external debt and growth. Also their 
study found the non-existence of debt overhang problem for Nigeria.  
Angahar, Ogwuche and Olalere (2015) study which relied on secondary data, investigated the 
relationship between foreign borrowing and economics growth in Nigeria. The study employed 
both the quantitative and qualitative methods in analyzing the data. This was a major gap the 
study filled up amidst existing literature as it adopted its own structural and working equation 
models peculiar to growth and development in Nigerian economy. Their study adopted Ordinary 
Least Square (OLS) method, Augmented Dickey-Fuller (ADF) Unit Root test, Johansen 
Cointegration test and Error Correction Method (ECM). The estimation technique follows a 
three-step modelling procedure. The estimates indicate that there is an overall; a long run 
relationship exists among the variables. Conclusively, the result of their shows that external debt 
burden is an important factor indicator that influences the level of economic activities in Nigeria.  
According to Olanrewaju, Abubakar and John (2015), government debt and its importance to 
revenue generation have generated a lot of debate over the years in Nigeria particularly with 
respect to economic growth. Their studies examine the effect of government debt on economic 
growth in Nigeria between 1986 and 2013 using the ordinary least square method. Their study 
reveals that the impact of government debt on economic growth over the period under review is 
insignificant with external debt which has been enormous over the years contributing minimally 
to real gross domestic product. The findings of their study reveal that, if the course of consistent 
borrowing is not curbed, the economy will slump further: resorting to surplus budgeting, and 
igniting; increases in unemployment, decreases in total investment, falling reserves, increased 
exchange rate, higher inflation and consequently increased poverty.  
Subhayu, Sajal and Javed (2013), examined the effects of ODA grants, concessional ODA loans, 
and private offshore bank loans on growth rates of 131 developing nations over 1996-2010 in a 
unified way. Their results show a non-linearity in all three relationships, suggesting that at low  
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(high) levels grants are better (worse) than loans (concessional or private). Burnside and Dollar 
(2000) in their investigation of the relationship between foreign aid, economic policy and growth 
of per capital GDP found that aid has a positive impact on growth in developing countries with 
good fiscal, monetary and trade policies but with little effect in the presence of poor policies. 
Onyekwelu, Okoye and Ugwuanyi (2014) also examines external debts management strategies in 
developing economies and its implications on some key economic indices using Nigeria as a case 
study. Their work adopted both the content analysis and the empirical approach. Data for this 
study were basically secondary data. The quantitative data for analysis were gathered from the 
statistical bulletins/releases of relevant government agencies like the Debt Management Office, 
Central Bank and the Office of the Accountant General of the Federation. The qualitative 
information was sourced via textbooks, and scholarly journal publications accessed through the 
internet. Data were analysed using the Linear Regression and Analysis of Variance (ANOVA). 
The linear regression showed that there was a positive and significant relationship between the 
size of External Debts and Gross Domestic Product (GDP), Capital Expenditure, External 
Reserves and Exports. However, the Analysis of Variance (ANOVA) reveals a negative 
correlation between External Debts and the variables studied. The study attributes this anomaly 
to mismanagement of credit facilities, unfavourable loan terms characterized by 
capitalization/compounding of interests, weak economic base, poorly coordinated statistics on 
loans and overdependence on foreign aids among others. This development has led to poor 
performance of almost all the key economic indices of the country resulting in dearth of 
infrastructural development, very weak real sector, and high unemployment rate and so on.  
Ndubuisi (2017) analysed the impact of external debt on economic growth of Nigeria. Data for 
the study were collected from secondary sources. The variables on which data were collected 
include; Gross Domestic Product, External debt services, external debt stock, external reserve, 
and exchange rate. Data were analysed using the ordinary least square regression, ADF unit root 
test, Johansen cointegration and error correction test. Findings reveal that debt service payment 
has negative and insignificant impact on Nigeria’s economic growth while external debt stock 
has positive and significant effect on Nigeria’s growth index. The control variables: external 
reserve and exchange rate have positive and significant effect on growth. The ADF unit root test 
shows that all the variables are not stationary at levels but at first difference. Johansen 
cointegration test shows long-run relationship between external debt and growth index (GDP). It 
also showed that the variables have at least one common stochastic trend driving the relationship 
between them. The causality test indicates unidirectional causality between external debt and 
GDP. From the findings, the study recommended that government should apply external loans to 
infrastructural development; improve business environment through legislation; initiate proper 
debt management policies and substitute external borrowing for human capital development. 
Essien, Agboegbulem, Mba and Onumonu (2016) examined the impact of public sector 
borrowings on prices, interest rates, and output in Nigeria. They utilized a Vector Autoregressive 
framework, the Granger causality test, impulse response, and variance decomposition of the 
various innovations to study the impact. It found that shock to external debt stock increases 
prime lending rate, but with a lag. However, the level of external and domestic debt over the 
period of their study had no significant impact on the general price level and output. 
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Research Methods/Theoretical Consideration 

The prevailing need to borrow from foreign sources arises from the recognized role of capital in 
developmental process of any nation. Sustainable economic development requires a certain level 
of savings and investment; and in a case where it is not sufficient, it results in external 
borrowing. Herein lays the basis for the dual-gap analysis.  Smith (1776) states that, economic 
growth depends on the amount of factors of production viz; land, labour and capital. He argued 
that economic growth (output) depends on the amount of these factors of production (inputs) that 
are determined by the population growth, increased investment, land, and total growth in labour 
productivity. While the Harrod-Domar model states that the rate of growth of GDP is equal to 
Savings ratio/Capital-Output ratio, the Kaldor model of distribution noted that the process of 
growth is a function of savings-income ratio. Other models like the Pasinetti model of profit and 
growth, the Meade’s Neo-classical model, the Solow model of long-run growth all used the 
factors of production as their basic theme. 
Several scholars have propounded various theories in an attempt to explain government debt vis-
à-vis public debt and economic growth. The theoretical underpinning of this study centres on the 
Dual Gap Theory. The dual gap analysis explains that development is a function of investment 
and that such investment which requires domestic savings is not sufficient to ensure that 
development take place. The dual-gap theory postulates that for development to occur it requires 
some level of investment and that this investment is a function of savings. The T-Gap Model is 
also relevant to this study. The model indicates that the foreign exchange for critical imported 
inputs and capital goods may be required for development while decreasing net foreign exchange 
availability is capable of showing growth through lower investments. (World Bank Report, 
1990). Osei (1995) submits that debt problems have been incorporated into models commonly 
referred to as Growth-Cum-Debt Model. This model was developed to address issues relating to 
debt sustainability thus stressing how and how these debts affect the growth of indebted 
countries. 
The dual- gap framework is generated from the national income accounting identity which states 
that excess investment expenditure over domestic savings is equal to the surplus of imports over 
exports. Thus at equilibrium the following identities hold;  

I S m X− = −    (3.1)  

S M X m− = −   (3.2)  
Where: I = Investment  
S = Savings  
M = Import  
X = Export  
The above equations show that the domestic resource gap (S – I) is equal to foreign exchange 
gap (x – m). An excess of import over export implies an excess of resources used by an economy 
over resources generated by it. This further implies that the need for foreign borrowing is 
determined overtime by the rate of investment in relation to domestic savings.  
The research design adopted in this study is expost-facto as it involves time series data. This 
research work depended mainly on secondary data which are time series data sourced from CBN 
Statistical Bulletin from 1986-2018. The study will centre on Nigerian economy with particular  



9 | P a g e  

 

LAJAST-Journal of Humanities and Social Science  

ISSN-2545-5591(online)  

Vol.3 No.1, March, 2020.  

www.asuplafia.org.ng/journal____________________________________________________ 

emphasis on its External Debts and their management strategies (debt service payment, external 
reserves and foreign exchange rate) on per capita GDP. The study covers a thirty two year period 
spanning 1986-2018.  

 
Estimation Technique 
The methodology adopted in this study is Co-integration analysis using the Augmented Dickey 
Fuller (ADF) unit root test, Johansen co-integration and Vector Error Correction techniques of 
estimation which provides coefficient estimates of the time-series data used in analysis. Also a 
test for causality between external debt and economic growth using Granger Causality Test is 
carried out. 
 

Model Specification  
The functional relationship between the dependent variable and proxies can be expressed as:  

( , , , )GDPcap f DSPT EXDT EXR FXR=    (3.3)  

The model employed in the study includes the following:  

0 1 2 3 4 t
GDPcap DSPT EXDT EXR FXRβ β β β β ε= + + + + +    (3.4)  

Where; 
RGDP = Gross Domestic Product per capita   
DSPT = Debt Service Payment       
EXTD = External debt        
EXR = External Reserves        
FXR = Foreign Exchange Rate     

t
ε = Stocahstic error term    

A priori expectation: �1<0, β2<0,�3>0 ����4>0  
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Table 1: Variable description 

S/N Variable Conceptual/Operational Definition Source of Data 

1 Real Gross Domestic 
Product 

This is defined as the  measure that reflects the value of goods and 
services produced in a given year. It is used to capture economic 
growth in this study because it is adjusted for inflation and as such 
provides a more accurate figure 

World 
Development 
Index 

2 External Debt Stock This refers to the amount at which the debt was contracted and it is 
used as a proxy for capturing external debt burden. The a priori 
expectation is a negative relationship between Real Gross Domestic 
Product and External Debt Stock i.e. the higher the external debt 
stock, the lower the economic growth.  

WDI 

3 External Debt Service 
Payments 

This refers to the amount used in repaying the external debt. It is 
also used as a proxy for capturing external debt burden. The a priori 
expectation is a negative relationship between Real Gross Domestic 
Product and External Debt Service Payments i.e. the higher the 
debt service payments, the lower the economic growth. 

WDI 

4 Exchange rate This is the price of a nation’s currency in terms of another 
currency. It is included in the model because it is a macroeconomic 
indicator and it is also a monetary aggregate in the open economy. 

WDI 

5 External Reserve Foreign exchange reserves are cash and other reserve assets held by 
a central bank or other monetary authority that are primarily 
available to balance payments of the country, influence the foreign 
exchange rate of its currency, and to maintain confidence in 
financial markets 

WDI 

Source: Author’s compilation 

 

Presentation, analysis and discussion of results 

This study empirically investigates the impact of external debt on the standard of living in 
Nigeria. This section presents the main results of this study as follows. The descriptive statistics 
for the variables used in the study are presented in table 4.1. The table shows that each of the 
eight variables has 33 observations. The mean of real GDP, exchange rate, external reserve, and 
external debt were relatively higher as compared to external debt servicing.  
Table 4.1 shows that the time-series standard deviation of real GDP and the external debt service 
is substantial. This may indicate that the average growth of real GDP is substantial, and also 
highlights the issue concerning the usability of debt to boost the domestic economy. This shows 
that the Nigerian economy enjoyed a rapid growth during the period between 1986 and 2018. 
Table 4.1 also shows that, on average, the mean of external debt to GNI is 3.519. The indicators 
of creditworthiness and external debt service display a considerable fluctuation in variability. 
The range of external debt service in the sample is rather large, going from -70.4% to over 363%, 
suggesting that the economy might have too much external debt and less national savings. This is 
because government income (revenue) is necessary for external debt service 
There is also evidence of significant variation in the trends of the variable over the period of 
consideration. This is shown by the large difference between the minimum and maximum values 
of the series. The Jarque-Bera statistic is a goodness of fit of tests of data normality which  



11 | P a g e  

 

LAJAST-Journal of Humanities and Social Science  

ISSN-2545-5591(online)  

Vol.3 No.1, March, 2020.  

www.asuplafia.org.ng/journal____________________________________________________ 

combines skewness and kurtosis. All their values are greater than the standard threshold of 2 
which is indicative of the non-normality of all the variables. 
 
Table 2: Summary of Descriptive Statistics 

 LNGDP LNFXR LNEXR LNEXDT LNDSPT 

Mean 6.871 3.983 23.035 3.519 1.907 
Maximum 8.077 5.723 24.704 5.430 3.638 
Minimum 5.599 0.562 20.653 1.418 -0.704 
Std. Dev. 0.768 1.416 1.369 1.414 1.188 
Jarque-Bera 3.250 3.763 3.065 3.996 3.765 
Probability 0.196 0.152 0.215 0.135 0.152 
Observations 33 33 33 33 33 

Source: Author’s Computation using E-views 10 
N.B (LN = Natural logarithm, GDP = Real GDP, FXR = External reserves, FXR = Exchange rate, EXDT = External Debt, DSPT = External Debt Servicing) 

 

 

Correlation Analysis 

The correlation matrix is presented in Table 2. Generally, there is a relatively low correlation 
between the independent variables, as shown in the table. The results in table 2 show that real 
GDP appears to be negatively correlated with external debt to GDP with coefficient value (-
0.978). This implies that external debt impedes growth. The negative correlation between 
external debt and growth is consistent with Panizza and Presbitero (2014). The correlation matrix 
also suggests that the real GDP is also negatively correlated with external debt service with 
correlation value of (-0.768). Real GDP is positively correlated with exchange rate and external 
reserves with correlation coefficient of (0.720) and (0.877) respectively. External debt shows a 
negative correlation to exchange rate, and external reserve with correlation coefficient (-0.756) 
and (-0.909) respectively, while external debt service shows negative correlation to exchange 
rate and external reserve also represented by their respective correlation coefficients (-0.678) and 
(-0.773).  
 
Table 3 Summary of Correlation Matrix 

 LNGDP LNFXR LNEXR LNEXDT LNDSPT 

LNGDP 1.000     
LNFXR 0.720 1.000    
LNEXR 0.877 0.866 1.000   

LNEXDT -0.978 -0.756 -0.909 1.000  
LNDSPT -0.768 -0.678 -0.773 0.811 1.000 

Source: Author’s Computation using E-views 10 

 
Unit Root Test 
To test for the stationarity of the variables to ascertain their order of integration, the Augmented 
Dickey Fuller (ADF) test was carried out on each of the variables.  The results of the ADF test is 
shown table 4  
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Table 4 ADF results of the unit root test 
Variable ADF 

levels 

ADF 1
st
 

Difference 

Order of 

Integration 

Included in 

the model 

McKinnon 

critical values 

DSPT -5.260** -5.319** I(1) Trend and 
Intercept 

1% = -4.309 
5% = -3.574 

10% = -3.221 
EXDT -2.510 -4.309** I(1) Trend and 

Intercept 
1% = -4.309 
5% = -3.574 

10% = -3.221 
EXR -1.482 -5.083** I(1) Trend and 

Intercept 
1% = -4.284 
5% = -3.564 

10% = -3.215 
FXR -2.306 -4.188** I(1) Trend and 

Intercept 
1% = -4.284 
5% = -3.564 

10% = -3.215 
GDP -2.091 -3.715** I(1) Trend and 

Intercept 
1% = -4.284 
5% = -3.564 

10% = -3.215 

Source: Author’s Computation using E-views 10 
N.B: (** significant at 5%) 
 

The results of the ADF unit root test show the presence of a unit root (non- stationary) tested 
against alternative hypothesis of the absence of a unit root (stationary). On the application of the 
ADF for the variable to be stationary, the ADF statistic (in absolute terms) must be greater than 
the standard critical value at the levels of significance: 1%, 5%, or 10%. The ADF result shows 
that the Real GDP, external debt, external reserve and exchange rate are non stationary at level 
but became stationary after taking first difference of the series at integration of order one i.e. I(1) 
at 10%, 5%, and 10% significance levels respectively. External debt service was found to be 
stationary at level and at first difference. Therefore, with this evidence that all the variables were 
of a higher order I(1), we proceeded with the cointegration test and the VECM estimation for the 
equation. 

 
Cointegration Test 
We estimated the long run relationship adopting the Johansen cointegration test to ascertain the 
long run relationship among the variables in the equation. The result is thus represented in table 
5 
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Table 5: Unrestricted Cointegration Rank Test (Trace) 

Hypothesized No. of CE(s) Eigen-value Trace Statistics 0.05 Critical value Prob. (**) 

None* 0.771 83.739 69.818 0.002 

At most 1 0.477 37.952 47.856 0.304 

At most 2 0.308 17.846 29.797 0.577 

At most 3 0.164 6.422 15.494 0.645 

At most 4 0.027 0.858 3.841 0.354 

Source: Author’s Computation (using E-views 10) 

 

Table 6 Unrestricted Cointegration Rank Test (Maximum Eigen value)  

Hypothesized No. of CE(s) Eigen-value Trace Statistics 0.05 Critical value Prob. (**) 

None* 0.771 45.787 33.876 0.001 

At most 1 0.477 20.105 27.584 0.339 

At most 2 0.308 11.423 21.131 0.605 

At most 3 0.164 5.563 14.264 0.669 

At most 4 0.027 0.858 3.841 0.354 

Source: Author’s Computation (using E-views 10) 

From the Johansen co-integration analysis in the table, given the appropriate lag selection criteria 
to be 1, there exists a long run relationship between external debts and oil the standard of living 
measured by real GDP. From the unrestricted cointegration rank test; using the trace statistics, 
there exist one (1) cointegrating equation of which the probability values are less than 0.05 
confidence level. The maximum Eigen value on the other hand indicates one (1) cointegrating 
equation, implying that using both criterions; there exist a long run relationship between external 
debts and oil the standard of living in Nigeria. Since there is a long run relationship between 
external debt and the explanatory variables, the vector error correction is conducted to determine 
the long run and short run association and thus the corresponding speed of adjustment. 

Vector Error Correction   
The presence of cointegration between variables suggests a long term relationship among the 
variables under consideration. Then, the VEC model was applied and the long run relationship 
between external debt, external reserves, real GDP, exchange rate and is presented below: 
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Table 7: Vector Error Correction (VEC) Summary Statistics 

Cointegrating Equation CointEq1     

LNGDP(-1) 1.000     
LNDSPT(-1) -0.741 

(-3.086)** 
    

LNEXDT(-1) -0.303 
(-1.059) 

    

LNEXR(-1) -2.491 
(-7.402)** 

    

LNFXR(-1) 1.427 
(7.565)** 

    

C 47.241     

1 1 1 11.000 0.741 0.303 2.491 1.427 47.241
t t t t

ECT LNDSPT LNEXDT LNEXR LNFXR− − − −= − − − + +

 

 

 

Error Correction D(LNGDP) D(LNDSPT) D(LNEXDT) D(LNEXR) D(LNFXR) 

CointEq1 -0.162 

(-4.032)** 

0.189 

(1.669) 

0.005 

(0.072) 

0.247 

(3.478) 

0.040 

(1.412) 

D(LNGDP(-1) 0.085 

(0.315) 

1.394 

(1.305) 

-0.557 

(-0.849) 

-0.229 

(-0.343) 

0.159 

(0.421) 

D(LNDSPT(-1) 0.003 

(0.095) 

-0.237 

(-1.565) 

-0.094 

(-1.022) 

0.052 

(0.557) 

0.027 

(0.510) 

D(LNEXDT(-1)) -0.017 

(-0.146) 

1.375 

(2.884) 

-0.151 

(-0.520) 

-0.508 

(-1.703) 

0.273 

(1.617) 

D(LNEXR(-1)) 0.262 

(3.228) 

0.416 

(1.299) 

-0.307 

(-1.576) 

0.487 

(2.430) 

-0.409 

(-3.599) 

D(LNFXR(-1) -0.002 

(-0.027) 

0.240 

(0.566) 

-0.057 

(-0.222) 

0.214 

(0.808) 

-0.055 

(-0.370) 

C 0.006 

(0.183) 

-0.066 

(-0.456) 

-0.029 

(-0.328) 

-0.008 

(-0.090) 

0.210 

(4.058) 

1 1 1 10.006 0.003 0.017 0.262 0.002
t t t t

GDP LNDSPT LNEXDT LNEXR LNFXR− − − −= + − + −

 

 

Source: Author’s Computation  

Table 7 shows the vector error estimates for external debt and the standard of living measured by 
real GDP in Nigeria. From the cointegrating equation which signifies the error correction term, 
external debt service shows a negative but significant long run relationship to real GDP with 
coefficient value (-0.741). This explains the concept of debt overhang on the economy and as 
such, this transfers resources from the domestic economy in the payment of outstanding debt. 
The implication thus is that it reduces sectoral productivity, thus having a long run impact on the 
income level of the citizens. Furthermore, budgetary allocation to the different sectors of the 
economy (health and education) is affected negatively. External debt also shows a negative and 
insignificant relationship to real GDP with coefficient value (-0.303). This implies that a 1 
percent change in external debt stock reduces real GDP by 0.30%. The external reserve position  
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is thus affected negatively as debt servicing which represents element of transfer payment to 
creditors is constantly depleted to offset outstanding debts. The negative effect is significantly 
impacts on the performance of real GDP in Nigeria. Exchange rate shows a positive and 
significant relationship to real GDP with coefficient value (1.427).  
Furthermore, the short run coefficients are represented in table 4.5. From the adjustment 
coefficient with coefficient value (-0.162), it implies that the previous period deviation from the 
long run equilibrium is corrected in the current period at an adjustment speed of 16.2 percent. 
Also, from the estimates, a percent change in external debt service is associated with a 0.003 
percent increase in real GDP on average ceteris paribus in the short run. Also, a percent change 
in external debt stock is associated with a 0.017 percent reduction in real GDP on average ceteris 

paribus in the short run. A percent change in external reserve is associated with a 0.262 percent 
increase in real GDP, while a percent change in exchange rate is associated with a 0.002 percent 
decrease in real GDPon average ceteris paribus in the short run 
Granger Causality Test 

Table 8: Pairwise Granger Causality Test 

Null Hypothesis Chi-sq F-statistics Prob. 

LNGDP does not Granger cause LNDSPT 0.009 0.923 No causality 
LNDSPT does not Granger cause LNGDP 1.704 0.191 

LNGDP does not Granger cause LNEXDT 0.021 0.882 No causality 
LNEXDT does not Granger cause LNGDP 0.721 0.396 

LNGDP does not Granger cause LNEXR 10.424 0.001** LNGDP→LNEXR 
LNEXR does not Granger cause LNGDP 0.118 0.730 

LNGDP does not Granger cause LNFXR 0.0007 0.978 No causality 
LNFXR does not Granger cause LNGDP 0.177 0.673 

Source: Author’s Computation 

From table 8, the granger causality test indicates that real GDP does not Granger Cause external 
debt service with F-statistic = 0.009 having a p-value (0.923) greater than 0.05. This implies that 
real GDP does not lead to debt servicing in Nigeria for the period under study. As indicated from 
the table, debt servicing does not granger cause real GDP with F-statistic = 1.704 having a p-
value = 0.191 greater than 0.05. This result indicates that debt servicing does not trigger changes 
in real GDP in Nigeria. This however means that there is a no directional causation between real 
GDP and debt servicing in Nigeria. From table 4.8, the granger causality test indicates that real 
GDP does not Granger Cause external debt with F-statistic = 0.021 having a p-value (0.882) 
greater than 0.05. This implies that real GDP does not lead to debt stock in Nigeria for the period 
under study. As indicated from the table, debt stock does not granger cause real GDP with F-
statistic = 0.721 having a p-value = 0.396 greater than 0.05. This result indicates that debt stock 
does not trigger changes in real GDP in Nigeria. This however means that there is a no 
directional causation between real GDP and debt servicing in Nigeria. 
From table 4.8, the granger causality test indicates that real GDP does Granger Cause external 
reserves with F-statistic = 10.424 having a p-value (0.001) less than 0.05. This implies that real 
GDP does lead to improvement in external reserve accumulation in Nigeria for the period under 
study. Conversely, external reserves does not granger cause real GDP with F-statistic = 0.118  
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having a p-value = 0.730 greater than 0.05. This result indicates that external reserves do not 
trigger changes in real GDP in Nigeria. This however means that there is uni-directional 
causation between real GDP and external reserves in Nigeria. From table 4.8, the granger 
causality test indicates that real GDP does not Granger Cause exchange rate with F-statistic = 
0.0007 having a p-value (0.978) greater than 0.05. This implies that real GDP does not lead to 
exchange rate variability in Nigeria for the period under study. Also, exchange rate does not 
granger cause real GDP with F-statistic = 0.177 having a p-value = 0.673 greater than 0.05. This 
result indicates that exchange rate does not trigger changes in real GDP in Nigeria. This however 
means that there is a no directional causation between real GDP and exchange rate in Nigeria. 

 
Discussion of Findings 

This sub-section discusses critical findings as generated from the research estimates. The study 
has so far looked at the effect of external debt on the standard of living in Nigeria. The statistical 
tests adopted included the unit root test, cointegration test, the Vector error correction, granger 
causality test and other diagnostic test. The unit root tests suggested that the variables were all 
integrated at first difference, implying that they were stationary at order one. The cointegration 
test also revealed that a long run relationship exist between external debt (concessional debt) and 
economic development measured by real per capita GDP. This implies that external debt has a 
long run effect on the standard of living in Nigeria. But thereafter, table 4.5 describes the 
magnitude of the long run and short run effect of changes in external debt and its impact on the 
standard of living and thereafter the speed of adjustment. From estimates generated from table 
4.5, external debt service shows a negative but significant long run relationship to real GDP with 
coefficient value (-0.741). Similarly, external debt also shows a negative and insignificant 
relationship to real GDP with coefficient value (-0.303). This implies that a 1 percent change in 
external debt stock reduces real GDP by 0.30%. Also, the external reserve position is thus 
affected negatively as debt servicing which represents element of transfer payment to creditors is 
constantly depleted to offset outstanding debts. The negative effect is significantly impacts on 
the performance of real GDP in Nigeria. Exchange rate shows a positive and significant 
relationship to real GDP with coefficient value (1.427). 
In the short run, a percent change in external debt service is associated with a 0.003 percent 
increase in real GDP on average ceteris paribus in the short run. A percent change in external 
debt stock is associated with a 0.017 percent reduction in real GDP on average ceteris paribus. A 
percent change in external reserve is associated with a 0.262 percent increase in real GDP, while 
a percent change in exchange rate is associated with a 0.002 percent decrease in real GDP on 
average ceteris paribus in the short run. The adjustment coefficient value of (-0.162), implies 
that the previous period deviation from the long run equilibrium is corrected in the current period 
at an adjustment speed of 16.2 percent. As regards the granger causality estimates, the granger 
causality results indicates that real GDP does not Granger Cause external debt service with F-
statistic = 0.009 having a p-value (0.923) greater than 0.05. This implies that real GDP does not 
lead to debt servicing in Nigeria for the period under study. As indicated from the table, debt 
servicing does not granger cause real GDP with F-statistic = 1.704 having a p-value = 0.191 
greater than 0.05. This result indicates that debt servicing does not trigger changes in real GDP in  



17 | P a g e  

 

LAJAST-Journal of Humanities and Social Science  

ISSN-2545-5591(online)  

Vol.3 No.1, March, 2020.  

www.asuplafia.org.ng/journal____________________________________________________ 

Nigeria. This however means that there is a no directional causation between real GDP and debt 
servicing in Nigeria. Also, from table 4.8, the granger causality test indicates that real GDP does 
Granger Cause external reserves with F-statistic = 10.424 having a p-value (0.001) less than 
0.05. This implies that real GDP does lead to improvement in external reserve accumulation in 
Nigeria for the period under study. Conversely, external reserves does not granger cause real 
GDP with F-statistic = 0.118 having a p-value = 0.730 greater than 0.05. This result indicates 
that external reserves do not trigger changes in real GDP in Nigeria. This however means that 
there is uni-directional causation between real GDP and external reserves in Nigeria. 
Furthermore, the granger causality test indicates that real GDP does not Granger Cause exchange 
rate with F-statistic = 0.0007 having a p-value (0.978) greater than 0.05. This implies that real 
GDP does not lead to exchange rate variability in Nigeria for the period under study. Also, 
exchange rate does not granger cause real GDP with F-statistic = 0.177 having a p-value = 0.673 
greater than 0.05. This result indicates that exchange rate does not trigger changes in real GDP in 
Nigeria. This however means that there is a no directional causation between real GDP and 
exchange rate in Nigeria. 

Policy Implication 
Based on the findings from the estimated results, various policy implications are drawn here 
from. The negative effect of external debt on real GDP explains the concept of debt overhang 
theory of Krugman (1989), which posits that a rise in accumulated debt stock results in higher 
tax on future output and thus crowds-out private investment and reduces growth and the standard 
of living. The findings are consistent with the studies of Adeola (2018), Akram (2010), 
Presbitero (2012) and Patillo (2011). The implication thus is that it reduces sectoral productivity, 
thus having a long run impact on the income level of the citizens. Furthermore, budgetary 
allocation to the different sectors of the economy (health and education) is affected negatively. 
The brutal pressure of debt service payments explains not only the escalating budget deficit but 
also increasingly large discrepancies between actual and scheduled debt service payments. Thus, 
growth is like to retard because of the depressing effect on investment, thereby reducing 
development supporting government expenditures. Indeed, analysts and international policy 
makers appear to have reached a consensus to the effect that a satisfactory recovery of 
investment and output growth in Nigeria will remain difficult, perhaps unattainable as long as 
they are saddled with debt burden of servicing which requires a sizeable net transfer of resources 
abroad. This could have negative consequences on the development strides of the economy thus 
affecting the standard of living of its citizenry. 
 
Conclusion and Recommendation 

This study, in its findings appears to paint a strange but realistic departure from most studies on 
external debt and real GDP, but interestingly resonates with the tone of argument of concerned 
Nigeria about how debt in the country has been anti-growth. The study raises questions on what 
debt incurred, running to trillions of Naira have been used for. The debt policy, which the former 
Coordinating Minister of the economy suggests should be tilted towards more domestic looks 
unfound employing empirical analysis as this. We should be able to ask ourselves if borrowing is 
the way to go when the country seats on wasting abundance. Debt in the country is found not to  
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be properly channelled for growth purpose, systemic corruption appears to make it impossible 
for the country to extract the benefits of leveraging in debt to finance huge infrastructure projects 
in energy, transport housing etc., all of which will facilitate growth in the economy. After 
establishing the implication and relationship between external debt and real GDP and the effect 
of external debt servicing on real GDP, it then becomes essential to draw the attention of 
government and policy makers towards the need to execute appropriate measures to manage 
borrowed funds. 
In conclusion, it is important to take cognizance of the fact that borrowing is not at all bad, but 
borrowed funds should not be misused. It is a well-known fact that finance is the bedrock for 
development of any economy. Therefore, a country that does not augment the deficiencies in its 
finances may likely not grow. When there is room to borrow current income will increase which 
will lead to increase in consumption and thereby increase investment. However, there is a need 
to review the country’s debt policy and strategies, with a view to making it pro-growth. 
 
Recommendations 

i. Therefore, on the study recommends adequate measures to be put in place to manage 
borrowed fund by ensuring that borrowed fund are expended on capital project that 
will generate income and there should be appropriate measures in place that will 
serve as checks and balances on government spending such as institutional 
framework for analyzing and managing public investment projects. Also, borrowed 
funds should be channelled to the purpose in which they have been borrowed this will 
help foster economic development. 

ii. Furthermore, the government should work towards freeing up more expenditure for 
capital project, as this stimulates growth, encourage productivity as against the 
current focus on more recurrent spending, which only compounds our fate as a 
consuming nation, thereby affecting long run growth in the country. 
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