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ABSTRACT 

This study on the Impact of External Debt on Growth and Development of the 

Nigerian Economy from 1980-2001.  The study is therefore necessitated by the need to find 

solution to the increasing external debt stock and service payments, which have become a 

constraining factor to economic growth.  To find out how Nigeria has effectively managed 

her external debt and to identify the factors responsible for the inability of the Nigerian 

economy to expand irrespective of the increasing external public debt financing activities of 

various governments in Nigeria. 

The research relied on both primary and secondary data for the analysis and 

concentrated on the 1980-2001 period. For incisive analysis, the method of study adopted by 

this research was both fieldwork and library research. Through the fieldwork, data were 

collected from the Central Bank of Nigeria (the CBN). The hypotheses formulated were 

tested using multiple regression analysis.    

The findings show that with a negative debt stock beta coefficient of – 0.021, increase 

in debt stock lowers the growth rate of the Nigerian economy.  This is so because the loans 

acquired were not judiciously used in projects that would otherwise make them self-

liquidating and contributive to economic growth.  Thus, Nigeria’s external debt has impacted 

negatively to the gross domestic product(GDP), which is a measure of economic growth 

leading to low economic performance through out the period under review. 

Factors militating against effective use of external loans in Nigeria include:  diversion 

of proceeds of loans into other uses, declining foreign exchange earnings and the high import 

bills, financing of long-term projects with short / medium term debt, poor external debt 

management policies, investment of loan proceeds in projects that turned out to be towering 

white elephants, and rate of corruption government officials.  

Based on the findings, it is recommended that loans acquired should be channeled to 

projects that should make the loans self- liquidating and contributive to economic growth. 

Nigeria should review existing laws governing external borrowing.  This will assist in 

controlling all new loans and improve the management of those debts.  The research is 

therefore of significance by directing investment in viable projects which can pay for 

themselves and improve the country’s external debt position through improved export 

earnings rather than using other sources of revenue accrued to the country to service such 

debts. 
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CHAPTER ONE 

 

INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

The rationale for raising external loan by developing countries has 

always been to bridge the domestic resources gap in order to accelerate 

economic growth and development. 

To that extent, no one will quarrel with any developing country for 

resorting to external borrowing provided that the proceeds are utilized in a 

productive way that will facilitate the eventual servicing and liquidation of the 

debt. Thus, Nigeria resorted to external borrowing early in her history in order 

to quicking the pace of economic development (Sanusi, 1987). 

In the initial stages, the amounts borrowed by Nigeria were quite 

modest. In 1970, even after the civil war, the level of Nigeria’s external debt 

outstanding was relatively low N488.8 Million. At this level, external debt 

constituted only 9.2 percent of Gross Domestic Product (GDP). External loans 

(Rehabilitation, Reconstruction and Development) Decree of 1970 had 

sanctioned the raising and use of external loans not exceeding N1.0 billion for 

on lending to the states. The limit was raised to N5.0 billion later in 1978. 

Between 1970 and 1978 external debt outstanding was below N500.0 million 

on a yearly basis and service ratio average 1.4 percent annually. Nigeria 

remained largely “under owed” throughout the 1970s relating to the high 

absorptive capacity of the economy. The need for external borrowing was not 

particularly felt during this period as the country was receiving large inflow of 

foreign exchange through the sector. This was the period of “Oil Boom”. The 
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country’s foreign exchange position was so comfortable that Nigeria was in a 

position to lend money to the International Monetary Fund (IMF) under “Oil 

Facility in 1974. 

During this period of early 1970s, the level of external debt 

outstanding was not only relatively low, bulk of it (about 78%) consisted of 

bilateral and multilateral loans such loans are usually provided with 

concessionary or “Soft” terms payment period is much longer (up to fifty 

years) and the interest rates were lower. Thus, debt servicing did not pose any 

serious problem during the period. 

A turning point was however reached in 1978. As the oil boom 

collapsed and an oil glut surfaced, the pressure on government finances led to 

the first borrowing from the International Capital Market (ICM) of a “jumbo” 

loan of US$1.0 billion for balance of payments support (Sanusi,1987). The 

loan was raised primarily to finance a number of projects. Being a loan from 

private sources, it attracted higher interest rates while the maturity was 

shorter. At the end of 1978, the level of total debt outstanding increased more 

than two –fold from the preceding years level of N1,265.7 million. Since then 

many more loans have been raised in the private capital market as funds from 

the bilateral and multilateral institutions dwindled. This caused a remarkable 

shift in the structure of the debt outstanding and consequent increase in debt 

burden. 

Between 1979 and 1983, there was an indiscriminate resort to external 

borrowing ostensibly to finance projects. The result was a multiple increase in 

the level of debt outstanding. Moreover, due to the sharp decline in foreign 

exchange earnings brought about by the adverse development in the world oil 



 

3 
 

market, Nigeria started to incur payments arrears from 1982. The arrears 

increased from N1,981.7 million in 1982 to N12,279.7 million at the end of 

1986. At the end of the period (1986), total external debt outstanding 

amounted to N 41,452.4 million or US$ 18,631.3 million constituting over 

160 percent of the GDP for that year while in 2001, it amounted to N3,176.3 

billion or US $ 28,347.0 million, constituting over 172 percent of the GDP for 

2001. 

One particular unwelcome development during the period 1979-1983 

was the indiscriminate way in which some state governments resorted to 

borrowing from external sources to finance all sorts of projects. Such projects, 

which did not bear Federal Government guarantee, were usually borrowed at 

high interest rates from the international capital market. At the end of 1985 

such loans amounted to N477.4 million. The risk involved in this type of 

borrowing is that it tends to involve the country’s credit worthiness in the 

likely event of default on the part of the state governments (Sanusi,1987).  

The increase level of debt coupled with harder borrowing terms meant 

that an increasing proportion of export earnings were set aside to meet debt 

service payments. Thus, during the period, 1978 to 1983, the annual average 

debt service payments increased to N 513.8 million and increased further to 

an average of N 2,953.6 million between 1984 and 1986. This continued to 

increase yearly amounting to N 147.1 billion and N 238.2 billion in 1996 and 

2001 respectively. 

As a proportion of Nigeria’s export earnings, the debt service payment 

increased from 0.8 percent in 1980 to 31.7 percent in 1985 before declining to 

27.7 percent in 1986. By 1998 it was 15.6% before declining again to 11.2% 



 

4 
 

in 2001. The external debt problems of the past few years, should therefore, 

be seen in the context of cost which servicing the debt imposed on Nigeria. 

High annual debt service payments have constrained government’s ability to 

finance vitally needed investment in poverty reduction and infrastructure 

rehabilitation. 

It is generally expected that Nigeria like many other developing 

countries, facing a scarcity of capital, will acquire external funds to 

supplement domestic savings. However, rationality dictates that the rate at 

which external borrowing is undertaken should depend on the “sustainable” 

level of foreign borrowing which in turn depends on the links among foreign 

and domestic savings, investment, and economic growth. The main lesson of 

the standard “growth with debt” is that a country should borrow abroad as 

long as the capital acquired produces a rate of return that is higher than the 

cost of foreign borrowing. In that event, the borrowing country is increasing 

capacity and expanding output with the aid of foreign savings. 

 In the case of Nigeria, however, it is becoming increasingly doubtful 

if foreign borrowing since the late seventies has produced a rate of return that 

is positive, given her current debt burden, which has become a constraint to 

economic growth. If additional foreign borrowing increases the debt-service 

burden more than it increase the country’s capacity to carry that burden, the 

situation must be reversed by expanding exports. If it is not, and conditions do 

not change, more borrowing will be needed to make payments, and external 

debt will grow faster than the country’s capacity to service it.  

In sharp contrast with the illusory – image of an “oil- rich” country, 

Nigeria is a heavily indebted poor country. Its total external debt stock as at 
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December 2001 amounted to US$ 28.35billion, Federal Government owes 

about $21.08billion, representing 76.14 percent while the States owe about 

$7.27billion representing 23.86 percent. A significant proportion of this debt 

(about 75%) is owed to official creditor (Arikawe, 2002). Nigeria’s huge 

external debt burden constitutes a major impediment to the revitalization of its 

shattered economy as well as the alleviation of debilitating poverty. 

Given the pervasive nature of underutilized capacity in the economy, 

the country cannot afford to spend more than 20 percent of her budget to 

service debt. Alternatively, debt service-export ratio must not exceed 30 

percent. If the domestic economy is not expected to suffer, this should be 

respected in debt service payment. Government should continue to appeal for 

debt relief and cancellation from creditors as well as ensure that public sector 

borrowing is carried out at rates that fully reflect the opportunity cost of 

resources.  

In addition, foreign borrowing should be a last resort, as government 

should rely mostly on internal resources (savings) for financing growth. 

Borrowing per se is not inherently bad. The problem arises when borrowed 

funds are not properly deployed, are mismanaged, diverted or stolen. While 

most foreign borrowing has imposed heavy debt service burden on the 

economy, the project on which the loans were supposedly spent are yielding 

no revenue with which repayments can be made; instead, they become 

competing expenditure sources for funds that should be directed at welfare 

programmes. Thus, borrowing for development should be devoid of these 

inherent features. Rather, it should target projects with high social rates of 

return, social and infrastructural projects and export-increasing/import-
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decreasing projects for meaningful economic growth and development to be 

achieved.     

 

1.2 STATEMENT OF THE PROBLEM 

                    Nigeria’s external debt crisis has attracted a lot of attention over the 

years. The management of Nigeria’s external debt became prominent since 

1981 with the fall in the international oil price. As an alternative the country 

shifted its attention to the acquisition of external loans as supplement to 

domestic resources. Nigeria’s external debt crisis therefore, can be assessed 

from the the perspectives of ever increasing external debt stock and debt 

service payments which have become a constraining factor to economic 

growth of the nation. 

In the light of the above, it is a common knowledge among economic 

analysts that given the high level of Nigeria’s external public debt, the 

economy ought to experience a reasonable level of growth and stability. 

Unfortunately this cannot be empirically and statistically be justified from 

evidences. In fact, the the rate of growth in the economy over the past twenty 

years (1980-2001) as represented by the percentage growth in gross domestic 

product (GDP) and other basic macroeconomic indicators cannot be said to be 

a true representation of the level of external public debt financing.            

1.3 OBJECTIVES OF THE STUDY 

The objectives of this study are to: 

(1)  Empirically and statistically investigate the effects of the increasing 

external public debt on the nation’s economic growth and development 

over the years 1985- 2001. 
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(2)  Identify the factors responsible for the inability of the Nigerian economy 

to expand, irrespective of the increasing external public debt financing 

activities of various governments in Nigeria. 

(3) Evaluate the impact of external debt measures so far taken to manage the 

debt crisis. 

(4)  Above all, on the basis of the findings of (1), (2) and (3) above, to make 

reasonable conclusions and viable recommendations for efficient 

utilization of government external debt financing activities. 

 

1.4     SIGNIFICANCE OF THE STUDY  

In economic studies, the root causes of a problem need to be 

established before any feasible solution is formulated. It is true that for the 

past twenty- two (22) years, the performance of the Nigerian economy has not 

been at its best. There has been instability in exchange rates, external debt 

service obligations, and investment activities, have maintained an all time low 

levels and in the international front, the nation has experienced disequilibrium 

in its balance of payment position. 

However, in response to the above problems, many policy analysts 

have advocated strategies aimed at the management of the public debt crisis. 

Government has at one time or the other responded to the above through 

concerted efforts aimed at external public debt management and fiscal 

adjustment programs. Unfortunately, the health of the nation’s economy has 

not improved. 

The need for a critical study of the huge debt stock and mounting debt-

service payments is imperatives in view of the macroeconomic problems that 
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have bedevilled this country over the last two decades. The study attempts to 

provide a better understanding of Nigeria’s external debt problem in order that 

adequate and effective debt measures can be sought bearing in mind the 

implications of such external indebtedness for sustained economic growth. 

This study is therefore significant, based on the following: 

(1) It is using empirical evidence to examine the relationship existing between 

external debt and economic growth. 

(2)  The strength in the above relationship is established through quantitative and 

statistical test analysis. 

(3)   The findings of the study will be of value to public policy administrators in 

their quest for directing the economy on the path of sustainable growth and 

development. 

(4)   Above all, the study enlarges existing literature on external public debt and 

its impact on macroeconomic performance. 

 

1.5      RESEARCH QUESTIONS 

This research question will address the following questions: 

1. How can poor external debt management affect national economic growth 

and recovery? 

2. How effective is Nigeria’s external debt management techniques in recent 

times? 

3. What impact has this on the living conditions of Nigerians 

4. What effect does this huge debt overhang has on the nation’s foreign 

export earnings. 
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5. What other techniques should the country adopt in order to ameliorate the 

external debt burden? 

 

1.6      RESEARCH HYPOTHESES  

They study has also undertaken to validate the following null hypotheses, 

through an empirical and statistical test of significance. They include: 

Ho1:   Nigeria’s external debt stock has affected its economic growth 

negatively. 

Ho2:   Nigeria’s external debt service burden has affected its economic 

growth negatively. 

Ho3:   The external debt stock has contributed significantly to the Naira 

depreciation 

 

1.7 SCOPE AND LIMITATION OF THE STUDY   

The study is limited both in subject and area coverage. The research 

sets out to in investigate trends in external public debt and its impact on the 

economic growth of Nigeria. The period covered  by this study is limited to   

1980-2001. 

The study equally takes macroeconomic approach covering the Central 

Bank of Nigeria Head Office, Abuja. Information about the country’s external 

debt crisis is expected from a population sample of forty (40) officers of the 

bank through interviews and questionnaire .On the other hand, secondary data 

will be generated from the Central Bank of Nigeria Statistical Bulletin, 

Annual Report and Statement of Accounts for the various years under review. 

The macroeconomic aggregates that will be used for the analysis in this study 
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include: gross domestic product (GDP), external debt stock, external debt 

services, exports and exchange rate. 

However, the limitation of this study is mainly in the area of its 

inability to include in the analysis all known macroeconomic aggregates such 

as imports , balance of payments, external reserves etc which are equally 

likely to impact on the external debt. The above to a large extent tend to limit 

the strength of the relationship expected from the result of our analysis. 

Finally, the financial constraints, which hindered the researcher from 

traveling wide to collect broader information. 

 Despite the above-enumerated problems efforts were made to conduct 

a thorough investigation and to acquire as much information as possible to 

bring the research to a useful conclusion. 

 

   1.8    DEFINITION OF TERMS 

The following terms and concepts that appear at various points in this 

study assume the following meaning in this study. 

Balance of Payments: Statement of the money value of all economic transactions 

between a nation and the rest of the world during a given period. 

Bilateral Agreements: These are agreements negotiated between debtor and creditor 

nations, which established the moratorium interest rates. 

Capital Flight: Net out flow of resources from anticipated risk of holding domestic 

financial assets. 

Debt buy- back: implies the offer of a substantial discount to pay off an existing 

debt. 
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Debt conversion: refers to the exchange of monetary instruments (promissory notes) 

for tangible assets or other financial instruments. 

Debt for cash: Here the conversion proceeds are not capitalized but used for local 

loan repayment, local tax payment or as working capital. 

Debt restructuring: refers to the conversion of existing debt into another category of 

debt, through refinancing, rescheduling, buy-back, issuance of collateralized 

bonds, and the provision of new money.  

Debt refinancing: refers to the procurement of a new loan by a debtor to pay off an 

existing debt, particularly short-term trade debt. 

Debt rescheduling: involves changing the maturity structure. The debt is usually 

spread over a longer period until it is finally liquidated. 

Debt management: refers to a conscious and carefully planned schedule of the 

acquisition, deployment and retirement of loans contracted either for 

developmental purposes or to support the Balance of payments. 

Debt swaps: repurchasing of some or all of a debtor country’s outstanding debts at 

discount through the secondary market processes. 

Debt for equity: refers to the sale of external debt at favourable discount for equity 

participation in domestic enterprise.  

Economic growth: Is defined terms of an increase in a nation’s output of goods and 

services as measured by the gross domestic product (GDP). 

Economic development: It is a process of prolong and sustained increase in the real 

national income of a country accompanied by positive changes in the 

economic, technological, social and political structures of the economy with 

the result that the real income per capita of the people increases over a long 

period of time subject to the stipulation that the number of people below the 
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poverty line does not increase, the distribution of income does not become 

more unequal and development less sustainable. 

Exchange Rate: refers to the price of one country currency in terms of another. 

External Debt: refers to unpaid portion of external resources required for 

developmental purposes and balance of payments support which could not be 

repaid when they fell due. 

Foreign Exchange Market: market for trading (buying and selling) in foreign 

currencies. 

Grace period: This is the grace and repayment periods. 

Gross Domestic Product: values of goods and services produced within the 

domestic territory of a country over a given time frame. 

Interest Rate: Is the price of money. It is the opportunity cost of holding money and 

the return for parting with liquidity 

London Club Creditors: These are mainly uninsured and unguaranteed debt 

extended by their commercial banks to nationals of debtor nations. 

Maturity period: This is the grace and repayment periods. 

Moratorium interest rates: refers to interest rate on rescheduled debts under the 

Paris club agreement, negotiated bilaterally between creditor and debtor 

nations. 

Paris Club Creditors: The club represents only government guaranteed creditors. 

Membership includes the United States of America, United Kingdom, 

Germany, France and Canada, who guarantee the export activities of their 

nationals through their official export credit agencies. 

Prepayment Period: The period during which rescheduled debt is to be repaid. 
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Special Drawing Right (SDRs): are reserves assists created by the IMF and 

allocated to its member countries to supplement international liquidity. 

 

1.8    ORGANIZATION OF THE STUDY 

This study is organized into five major chapters. Chapter one presents 

an introduction to the study.  It is made up of background of the study, problem 

statements, objectives of the study, significance of the study, research question 

and hypotheses, scope and limitations of the study, definition of terms and 

organization of work. 

Chapter two presents a review of related literature in the area of 

external public debt and macroeconomic performance. It is made up of historical 

perspective to Nigeria’s external debt crisis, external debt management of 

Nigeria, debt relief proposals, Nigeria’s debt relief strategy and external debt 

situation in some developing countries of the world. 

Chapter three presents the methodology adopted for the study, made 

up of the sources of data, research design and method of analysis. 

Chapter four presents the data, and analysis. It contains the results of 

the multiple regression analysis, results from questionnaire and all possible 

interpretations and discussion of findings. 

Chapter five concludes the study with summary of findings, conclusion and 

recommendations. 
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CHAPTER TWO 

 
LITERATURE REVIEW 

                                                

2.1 INTRODUCTION 

This chapter presents an update on the contributions of other scholars and 

researchers and their findings on the topic of study. 

The aim is to bring to proper perspective the underlying issues that are 

of prime importance to the impact of external debt to the economy and the 

possible interaction expected between external public debt and aggregates of 

macroeconomic performance in an economy. 

 

   2.2    HISTORICAL PERSPECTIVE TO NIGERIA’S EXTERNAL DEBT CRISIS 

  Ever since Nigeria was besieged by the global economic crisis of the 

early 1980s the nation’s development efforts have had a severe setback. One of 

the economic crisis that became prominent was the huge debt overhang the 

nation found itself, with the nation’s external debt risen from N1 866.8 million in 

1980 to about N716,865.6 million in 1995 (Ogwuma, 1996). 

The debt crisis continues to loom larger and larger in Developing 

Countries particularly in Africa, owing to the continuing burden of servicing 

external debt at a very high cost as well as the additional rising burden brought 

about by the depreciated currency value of Less Developed countries like 

Nigeria. 
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African countries have been noted to be of special interest because of 

their very low per capital incomes and their general dependency mainly on one 

or only a few primary commodities for export earnings.  

Most of the countries have experienced severe economic setbacks 

during the last two decades as a result of the weakness in primary commodity 

markets and thus deteriorating terms of trade and dwindling foreign exchange 

earnings. 

Asiodu (2001) posits that Nigeria’s current debt profile however 

seems contradictory, given the country’s position as a major oil producing and 

exporting country; but servicing the debt eats up a large share of the country’s 

earnings. “Debt service due in year 2000 was over $ 3.1billion or 14.5 percent of 

export earnings. These ratios are quite high and this has place Nigeria in the 

league of the World’s severely indebted countries”. 

Nigeria’s debt stock as at the end of year 2000 amounted to 75 percent 

of the country’s Gross Domestic Product (GDP) and represented about 186 

percent of total export earnings. Nigeria is currently rated among the world’s 

poorest nations, with about 60 percent of the population said to be living below 

the poverty line. Asiodu blamed this partly on the high debt service payments, 

which he said weakened the government’s ability to finance crucial investments 

in poverty reduction and rehabilitation of decrepit infrastructure.  

Iyaiya (2002) is of the view that the magnitude of the debt and the 

mounting debt service payments has imposed severe hardships on the economy 

of the country. The consequences of this increase in addition include the under 

utilization of productive capacity and the scaling down in domestic investment 
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and development projects, which could have been used to improve the living 

standard of people. 

Uduebo (1990) argues that the resolution of the debt problem has 

continued to engage the attention of the international community. In relation to 

the problem, many debtor countries have adopted structural adjustment 

programmes and various proposals have been espoused and, in some cases, 

implemented. 

     Olukole (1991) identified the main reason for raising external loan 

by developing countries (Nigeria inclusive) is invariably to bridge the domestic 

resource gap in order to accelerate economic development. Such borrowing is 

healthy provided the proceeds are used judiciously for the purpose for which 

they were borrowed and in such a way as to facilitate the eventual repayment and 

liquidation of the debt. Nigeria started to borrow externally in order to quicken 

the pace of her economic development. 

The origin of Nigeria’s external debt dates back to the pre-

independence era. Sources from the Federal Ministry of Finance indicated that 

Nigeria contracted her first loan from the World Bank in 1958. The loan was a 

relatively small amount of US$28 million for railway extension in the country 

(Olukole, 1991). The external debt remained relatively low during the oil boom 

years. In fact, during the period the country’s foreign exchange position was so 

healthy that Nigeria had to lend money to such institutions as the International 

Monetary Fund (IMF) under the “Oil Facility” in 1974 (Olukole, 1991). During 

the oil boom, it was the general perception that Nigeria was relation to the high 

absorptive capacity of the economy. The need for external borrowing was not 
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particularly felt during this period as the country was receiving large inflows of 

foreign exchange through the oil sector. 

Anyafo (1996) in his contribution said that the magnitude of the 

country’s external debt at the beginning of the second post independence decade 

in 1970 was very low amounting to N488.8 million. Subsequently, it dropped 

sharply to N 214.5 million the following year but rose again to N1,611.5 million 

by the decade. The seven years 1970-1976, the so called oil boom years were, in 

Nigeria’s case, characterized by huge and probably unanticipated oil export 

revenues. The behavioural impact was a feeling of relative resource abundance 

and affluence resulting in a lack of enthusiasm and indifference to other sources 

of external finance such as loans or even direct foreign investment. 

Following the 1973-74 oil price increase, Nigeria’s balance of 

payments bounced into huge surpluses with more than a ten-fold increase in 

1974 over the preceding year level. The country responded by a massive 

importation and food items of every description for which the country was once 

self-sufficient. Consequently, the level of the surplus balance of payments 

declined drastically in 1975 and in the subsequent four years (1976-1979) huge 

deficits were recorded. Nigeria had in 1977 began to experience an acute 

scarcity of external finance due to dwindling export revenues and a mounting 

import bills, but the matter got complicated in 1978 following the emergence of 

the global oil glut, the impact of which was a severe strain on Nigeria’s balance 

of payments, external reserves and government finances (Anyayo, 1996).  

In response to the external shocks, the government amended in 1978 

the External Loans (Rehabilitation, Reconstruction, and Development) Decree 

No.38 of 1970, which had empowered the Federal Government to raise external 
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loans for an amount not exceeding N1 billion. The amendment, External Loans 

(Reconstruction, Rehabilitation and Development) Amendment Decree 1978 

resulted in a five- fold increase in the permissible ceiling of external borrowings 

from N1billion to N5 billion at any one time. 

Thus in 1978 the first major borrowing of US$ 1.0 billion from the 

International Capital Market (ICM) was recorded. This loan was generally 

referred to as the ‘Jumbo Loan”. Jumbo loans are not tied to any particular 

project. It has a short-term maturity period with very high interest rate. As a 

result, our external borrowing rose rather sharply. Most of the loans were raised 

from private capital markets as funds from the bilateral and multilateral 

institutions were not easy to source. In order to further complicate issues, some 

state governments resorted to borrowing from external sources to finance all sorts 

of projects regardless of their viability (Olukole, 1991). Most of the loans were 

used to finance social white elephant projects, which were unproductive.  

Consequently, the outstanding ICM loans rose rapidly from N1.09 

billion in 1980 to N 6.00 billion in 1984 and got further bloated up through local 

currency devaluation to N 53.6 billion in 1988. (Anyayo, 1996). Over the 1980-88 

periods the exchange rate of the Naira depreciated against the United State dollar 

by over 800 percent. This significantly influenced debt. 
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                      TABLE 2.1: NIGERIA’S EXTERNAL DEBT OUTSTANDING  (END OF PERIOD)   

YEAR EXTERNAL DEBT                    

( N Million ) 

GDP at Current Factor 

Prices                 ( N Million ) 

DEBT SERVICE           

(N Million ) 

1980 1866.8 49632.3 110.4 

1981 2331.2 50456.6 518.5 

1982 8819.4 51570.3 775.2 

1983 10577.7 56709.8 1335.2 

1984 14808.7 63006.2 2640.5 

1985 17290.6 72355 3718 

1986 41451.9 73062 2502.2 

1987 100787.6 108885 3574.6 

1988 133956.3 145243 81407 

1989 240033.6 22478 15577.7 

1990 298214.3 260637 30855.8 

1991 328051.3 324011 35334.2 

1992 544261.1 549808 41327.90 

1993 633144.4 701473 38266.405 

1994 648813.0 914334 34722.814 

1995 716775.6 1977700.0 122446.15 

1996 617320.0 2356600.0 147048 

1997 595931.8 2835010.0 1642.5 

1998 633017.0 2765670.0 1272.5 

1999 2577383.4 3193670.0 1724.9 

2000 3097383.8 4842190.0 1716.0 

2001 3176291.0 5487990.0 2128.2 

Source:  (1) Federal Office of Statistics 

         (2) CBN Statistical Bulletin (various years). 
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Furthermore, the period 1981-1985 was characterized by the inability 

of the country to reduce its import bills in the face of drastically reduced export 

revenues from crude oil sales and highly depleted foreign reserves due to the 

ineffectiveness of policy measures designed towards achieving this end, and 

Nigeria’s unwillingness to devalue the Naira. Consequently, trade debts on letters 

of credit, bills for collection and open accounts accumulated up to the point at 

which credit lines dried up and foreign suppliers and correspondent financial 

institutions suspended further business with Nigeria. At this juncture the country 

found herself neck-deep in external debt crisis. (Anyayo, 1996) 

 

2.3      STRUCTURE OF NIGERIA’S EXTERNAL DEBT       

Nigeria has contracted a number of obligations from external sources, some of 

which are discussed below. 

(1) PARIS CLUB OF CREDITORS. 

The club represents only government guaranteed creditors. Membership 

includes : the United States of America, United Kingdom, Federal Republic of 

Germany, France and Canada, who guarantee the export activities of their nationals 

through Official Export Credit agencies. When the recipient nation’s government is 

unable to pay the foreign exchange equivalent of the domestic currency cover paid by 

the importer, it becomes government debt owed to creditor nations. The first Paris 

Club meeting was held in 1956; such meetings are scheduled to discuss repayment 

problems and reach debt relief agreements for debtor nations.  

(2) LONDON CLUB OF CREDITORS. 

 These are mainly uninsured and unguaranteed debts extended by their 

commercial banks to nationals of debtor nations. Members of the club are 



 

21 
 

commercial banks mainly in industrialized countries. The first London club meeting 

was convened in 1976; such meetings are held to discuss repayment problems and 

conclude restructuring agreements. 

(3) MULTILATERAL CREDITORS. 

These are international institutions funded by member countries. The include 

the World Bank and its affiliates (e.g. International Finance Corporation(IFC)), 

International Monetary Fund(IMF), African Development Bank(ADB), European 

Investment Bank(EIB), international Fund for Agricultural Development(IFAD), that 

provide credit for development purposes, balance of payments support and private 

ventures. 

(4) PROMISSORY NOTE CREDITORS 

These are uninsured trade credits arising mainly from trade arrears 

accumulated between 1982 and 1983 in Nigeria. The debts were refinanced by the 

issuance of promissory notes to the creditors. 

(5) BILATERAL AND PRIVATE SECTOR CREDITORS. 

A bilateral credit is provided by a government to another government. 

Such credits are intended for development purposesin the recipient countries. 

Examples are the Official Development Assistance(ODA), sometimes provided on 

bilateral basis with a minimium grant element of 25 percent and export credits 

guaranteed by export credit agencies of exporting countries.  

Private sector credits are usually short-term, extended by commercial 

banks, individual foreign suppliers and institutional investors in form of suppliers or 

buyers credits. 

The Nigerian external debt structure could also be classified into short-

term debt which has an original maturity of not more than one year, the medium term 
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with a maturity of over one year and the long term with maturity spanning over five 

years. 

Nigeria’s external debt structure has changed tremendously in the late 1980s. 

Table 2.2 shows that Nigeria’s debt outstanding in the seventies are made up of long 

term, multilateral, bilateral International Monetary and capital markets contracted on  

concessional terms and low interest rate. The situation became different in 1988 when 

Nigeria was opened to external borrowing from international private market. Since 

then the size of multilateral loans has substantially decreased while private lending 

increased tremendously. It is pertinent to note that the share of total debt outstanding 

from official financial institutions decreased from an average of 91.4 percent in the 

period 1971 and 1977 to 33.3 percent in 1978 and 1981-1987. 
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Table 2.2: DEBT STOCK COMPOSITION AS AT 31/12/80 TO 31/12/2001              

( N Million) 

Years Multilateral 
(NM) 

Paris Club 
(NM) 

London 

Club (NM) 

Promissory 

Notes (NM) 

Others 
(NM) 

Total 

Debt (NM) 

1980 179.1 1576.5 - - 111.2 1866.8 

1981 179.6 1975.9 - - 175.7 2331.2 

1982 530.4 5474.4 1981.7 - 832.9 8819.4 

1983 566.4 602.2 2758.8 548.9 701.4 10577.7 

1984 1271.2 6360.4 5443.7 1155.1 578.3 14808.7 

1985 1,293.5 7,726.4 6,164.3 1,273.9 842,5 17,300.6 

1986 4,670.7 21,725.3 8,444.7 4,152.6 2,459.1 41,452.4 

1987 8,781.5 63,205.6 6,766.5 20,634.7 1,400.8 100,789.1 

1988 9,991.8 75,445.3 14,986.1 25,742.1 7,791.0 133,956.3 

1989 21,473.6 121,229.6 42,840.0 35,067.6 19,782.9 240,393.7 

1990 34,606.3 154,550.6 53,431.8 40,950.5 15,075.2 298,614.4 

1991 39058.8 173051.2 58238.1 43561.9 14144.3 328054.3 

1992 89274.3 324729.9 41,890.6 64,140.0 24,229.3 544,264.1 

1993 81456.3 400,380.9 45,323.8 69,665.7 36,317.7 633,144.4 

1994 97056.6 404,212.6 45,367.9 70,069.1 32,106.8 648,813.0 

1995 97042.0 476,731.2 44,990.0 69,256.0 28,846.4 716.865.6 

1996 102,630.0 420,002.0 44,946.0 47,080.0 2,662.0 617,320.0 

1997 4,372.7 18,980.4 2,043.0 1,612.5 79.2 27,087.8 

1998 4,237.0 20,829.9 2,043.0 1,597.8 65.8 28,773.5 

1999 3,933.3 20,534.3 2,043.2 1,486.8 69.3 28,066.9 

2000 3,460.0 21,180.0 2,043.2 1,446.7 143.8 28,273.7 

2001 2,797.9 22,092.9 2,043.2 1,291.8 121.2 28,347.0 

Sources:  (1) Federal Ministry of Finance & Economic Development 

                 (2) Federal Office of Statistics (FOS) 

           (3) Central Bank of Nigeria  
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2.4        ECONOMICS OF EXTERNAL DEBT  

The main thrust of the argument on the economics of external borrowing is 

that the resources gap, expressed in terms of lack of adequate foreign exchange and 

domestic savings, is the cause of demand for external resources by the Developing 

countries like Nigeria. On the other hand, the suppliers of foreign capital are 

motivated by the desired to invest and acquire market to exchange raw materials for 

their manufactured products (Anyayo, 1996)  

The commonly used narrow definition of external debt includes all medium 

term and long-term debt (of one year or more) owed by the public sector to non-

residents. A broader definition adds short-term public sector debt, direct investment 

and private sector debt (both short and long-term). 

The International Working Group on External Debt Statistics (which includes 

the World Bank, IMF etc) has agreed that external debt should be defined as 

liabilities on which a contractual obligation to repay existed. This excludes direct 

investment and corporate equities. Classical economists viewed external borrowing 

with apprehension because it places undue burden not only on the present generation 

(the actual borrowers) but also on future generation who naturally has no say in the 

earlier loan contracts. This is because once the present government borrows; it has 

incurred a debt, which must be serviced. 

When government operations are financed through internal borrowing, there 

is generally no net addition to the country’s capital formation. This is because such 

borrowing ends up diverting funds that would have been available for private sector 

investment (Anyayo, 1996). In other words, by borrowing internally, government is 

seen as competing with private investors for investible funds. 
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In the process, the government may crowd-out private investors. However, 

when the government borrows from abroad, the situation is altered. In this case, 

because the borrowing is accompanied by increased incomes, additional resources are 

injected into the domestic economy. In other words, such borrowing actually creates 

additional resources for investment purposes. It also permits achievement of a higher 

growth rate. Moreover, through foreign borrowing, foreign exchange resources are 

made available to the country. The result is that external borrowing increases 

domestic income and that is why it plays an important role in economic development 

policy. 

Granted that external loans can be encouraged, the question turns round to the 

level that would not impose unnecessary strain and stress on the domestic economy. 

It must be admitted that just as the loan itself increases national incomes, its servicing 

constitutes an important leakage. Since the capital repayments and the interest due on 

the loans are paid in foreign exchange, such payments may indeed become burden 

soon on the available foreign exchange. 

 

2.5        CAUSATIVE FACTORS OF NIGERIA’S EXTERNAL DEBT CRISIS   

Many authors have proffered assorted explanations as to the causes of the 

debt problem. In fact, there is no shortage of literature in the case of Nigeria. Some of 

these major factors are discussed below; according to the contributions of various 

scholars. 

Sanusi (1987) traced the causes of the Nigeria’s debt problem to the activities 

and decisions of the past years. Some of these major factors he listed as: 

(1) Low savings propensity 

(2) Unrealistic exchange rate 
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(3) Poor external debt management policies 

(4) Financing of long-term projects with short/ medium term loans  

(5) Diversion of proceeds of loan to other uses 

(6) Declining foreign exchange earnings and high import bills 

These he argued contributed in various degrees to increase the external debt 

burden of the country. 

Olukole (1991) noted that the causes of the debt problem are both endogenous 

and exogenous factors. Such endogenous factors include: 

(a)  Diversion of the proceeds of loan to other uses 

(b) Financing of long-term projects with short-term and medium term loans    

(c)  Poor-external debt management 

(d)  Over- dependency on imports 

(e)  Unrealistic exchange rate 

(f)   Low savings propensity and high consumption pattern 

         These exogenous factors are: 

(a) Depreciation of the US Dollar against other international currencies in which          

the loan was originally contracted  

(b)   Declining foreign exchange earnings 

(c)  Increase in variable interest rate, in response to the market situation thereby 

constituting additional burden on the debt problem. 

(d) Capitalization of unpaid interests 

 

 Ahmed (1986) attributed the debt problem to: 

(i) Indiscriminate foreign borrowings of some state governments to finance all 

sorts of projects. 
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(ii)   High interest rates charged on such loans  

(iii)   Shorter term maturity periods of such loans and largely obtained from the 

private sources of international finance  

(iv) Total lack of cost control on major projects, resulting in huge escalation fees, 

or in some cases actual abandonment of the projects before completion. 

Ojo et al (1986) established that the debt was largely precipitated by  

(i)  Rapid growth of public expenditure particularly for capital projects 

(ii)  Borrowing from the international community at non-concessional interest rates. 

(iii)   Decline in oil earnings from the late 1970s and  

(iv)     The emergence of trade arrears. 

Ogwuma (1995) in his own part traced the causes of the Nigeria’s debt 

problem to the following factors: 

(i) The structural shift of Nigeria’s debt from concessional debts medium/ short-

term international capital market loans with tougher repayment terms. 

(ii)  Funds that were borrowed to finance development projects were directed to 

financing deficits in later years. 

(iii)Drastic fall in oil export revenues and government rather than embracing on 

expenditure slicing, chose to use external borrowing to finance the gap. 

(iv)   A large proportion of the debt was not only in the form of medium-term 

loans contracted at floating interest rates, but also their maturities were 

heavily contracted at periods that coincide with dwindling oil revenues. 

(v)   The accumulated arrears of 1982 to 1983, which were reconciled and 

accepted as public debt some years later contributed to the exacerbation of 

the debt problem as the debt stock rose to $ 27.5 billion in 1992, and the debt 

service ratio also increased further to 65.4 percent. 



 

28 
 

(vi)  Because the debts were denominated in European and Japanese currencies 

which tended to appreciate against the dollar, their values in dollar terms also 

increased. 

(vii) The development of short-term funds into long-term project financing 

constituted another external debt problem  

(viii) Upward movements in international interest and exchange rates put 

upward pressure on the debt stock. 

            Summers (1992); Fisher (1988) and Humphreys and Underwood (1989) 

reiterated that the causes of debt, most especially in less developed countries include:  

(a) Structural economic rigidities and weaknesses that preclude most of their 

economies coupled with lack of a diversified economy and export based 

economy. 

(b) Population growth, which makes it harder both to increase per capita income 

and to provide for basic human needs. 

(c) Low savings and investment rates that make it harder for them to strengthen 

their productive base. 

Ayittey (1999) traced the causes of Nigeria’s debt crisis to the following 

factors: 

First, many of the loans were simply  “ consumed” and therefore, did 

not generate the returns needed to repay the loan.  

Second, in many other cases, the loans were needed “invested” in 

projects but they turned out to be hopelessly unproductive. 

Thirdly, some of the foreign loans that were contracted were of a 

“questionable nature”. 
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Considerable evidence exists to suggest that many foreign loans were 

contracted under rather dubious and corrupt circumstances. 

Nigeria, for example, does not know if its foreign debt is really $ 35 

billion or not. Back in 1990, chief Olu Falae the then secretary to the Federal 

Military government announced after a debt verification exercise “over 30 billion 

Naira (or $4.5 billion) of Nigeria’s external debt was discovered to be fraudulent 

and spurious” (West Africa Magazine, Sept 25-Oct 1, 1990; p.16). And while the 

country sank deep into debt, Nigeria’s former military rulers amassed huge 

personal fortunes-former General Ibrahim Babangida with an estimated fortune of 

$ 8 billion and even the late General Sani Abacha who massed $5 billion after only 

4 years in office. 

 

2.6   EFFECTS OF EXTERNAL PUBLIC DEBT. 

Ahmed (1988); Fernandez-Arias (1993); Olukole (1991); Sjaastad 

(1989); and Uduebo (1990) are both in agreement that the effects of foreign debt 

can be viewed when compared with the debtor nations’ Gross Domestic Product 

(GDP) per capita income and the export of goods and services. In most cases, the 

debt outstanding and repayments supercede the nations GDP and per capita 

income put together. With this situation, not only have recovery being stunted, the 

socio-political problems created have also had a destabilizing effect on the debtor 

nations. For instance, the marked increase in the debt stock and debt service 

payments coupled with the worsening terms of trade and reduction in capital 

inflows, the import capacity including importation of raw materials and other 

production importation of most debtor countries have severely compressed. The 

compressed invariably has led to under-utilization of productive capacity and the 
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scaling down in domestic investments and development projects, which resulted in 

declining growth rates and thus worsening the cost of adjustment witnessed in the 

mid 1980s. 

  Ayagi, (1991) identified the welfare implication of external public debt 

as the unemployment rate that has increased due to the closure of industries and 

retrenchments of workers, decline in government finance on social services e.g. 

health care services, education, infrastructural services, such as roads, electricity 

and water since most of the government revenue are used to service the debt. The 

resultant effects of all these is the rate of poverty , which continue to rise in some 

of the debtor nations. 

  Watkins (1997) reiterated that in poorest countries debt has remained 

a serious problem, diverting resources needed for investment in social and 

economic recovery, undermining investment and contributing to financial 

instability. Each of the consequences has had damaging implications for trade 

development and poverty alleviations prospects.  

 Iyaiya (2002) insists that debt payments constitute a considerable 

burden on the limited foreign exchange resources of the poorest countries to 

engage in international trade on reasonable terms. Thus the import volumes of the 

severely indebted low-income countries are still around the levels of 1980s 

reflecting acute foreign exchange shortages. According to him what this means is 

that import compression is depriving local manufacturing and agriculture access to 

imports, which could increase productivity and generate employment. 

          Debt also acts as a deterrent to foreign investment and wider export 

competitiveness. Debt servicing has also contributed to fiscal crisis in many 

countries absorbing huge amounts of domestic revenue and eroding the capacity of 



 

31 
 

government to provide and maintain basic social and economic infrastructure that 

would help alleviate poverty (Iyaiya, 2002). 

   

2.7       EXTERNAL DEBT MANAGEMENT FOR NIGERIA   

The central purpose of external debt management is to determine the size of 

foreign debt a country could accommodate over time and on what terms. There is 

no simple or magical formula for determining a figure for the optimal indebtedness 

of a country, even though, as in other fields of finance, elaborate mathematical 

approaches have been attempted. A principal goal of external debt management is 

to keep the growth of debt within the country’s capacity to service it. A second 

objective is to take actions to anticipate and avoid potential debt crisis. If one 

occurs, officials should undertake timely rescheduling of the debt on appropriate 

terms. A third, more mundane, but nonetheless important aspect, of debt 

management involves a satisfactory system of monitoring, registering and 

approving of foreign debt. Indeed, without a satisfactory system, that shows the 

country’s debt, who is borrowing, and how much, the other objectives of external 

debt management cannot be adequately met. 

External debt can be very problematic if not properly managed. Poor 

management policies contributed to the debt difficulties of Developing countries 

during the last three decades (Anyafo, 1996). Nigeria’s external debt problems in 

the past few years became very serious largely because there was no appropriate 

debt management in place (Ahmed, 1986). The lapse was such that there was a time 

the actual level of Nigeria’s external debt could be unambiguously established as 

conflicting figures were given from various sources. 
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It is true, however, that if the decree covering external borrowing has 

been heeded, the rate of indiscriminate borrowing that occurred especially during 

the 1979-1983 period would have been avoided. The harder terms not with 

standing, the initial ease with which loans could be contracted in the international 

capital market made it appear unnecessary at the time to be less prudent in 

borrowing not only to finance projects but also for consumption purposes. 

External debt management has become a major responsibility of the 

Central Bank of Nigeria (CBN) in recent times necessitating the setting up of a 

Department in the Bank known as Debt Management Office (DMO) to undertake 

the functions in collaboration with the Federal Ministry of Finance and other 

agencies  

External debt management is intricate and requires careful planning. It 

involves a conscious and careful planned schedule of the acquisition, 

development and retirement of loans contracted either for development purpose or 

to support the balance of payments (Ojo et al, 1996). 

External debt management requires estimates of foreign exchange 

earnings, sources of external finance, and the repayment schedule. It also includes 

an assessment of the country’s capacity to service existing debts and a judgment 

on the desirability of contracting further loans. 

Nigeria’s external debt management strategies have varied from time to 

time since the early 1980s when the debt crisis became pronounced. However, 

comprehensive guidelines were introduced in February 1988 with the following 

policy objectives: 
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2.7.1: POLICY OBJECTIVES 

(i) To evolve strategies for increasing foreign exchange earnings thereby the need 

for external   borrowing. 

(ii) To stipulate the criteria for borrowing from external sources and determine the 

type of   projects for which external loans may be obtained.  

(iii) To outline the mechanism for servicing external debts of the public and private 

sectors 

(iv) To define the roles and responsibilities of the various organs of the Federal and 

State Governments as well as the private sector in the management of external 

debt (Ojo et al, 1996.). 

 

2.7.2: POLICY GUIDELINES 

The following guidelines were issued as regards government borrowing: 

1. Economic sector projects should have positive internal rate of return as high as 

the cost of borrowing. (Ojo et al, 199). 

2. Social services or infrastructure would be ranked on the basis of their cost/ benefit 

ratios. 

3. Projects to be financed with external loans should be supported with feasibility 

studies, which include loans acquisition, deployment and retirement schedule. 

4. External loans for private and public sector projects with quick returns should be 

sourced from the international capital market while loans for social services could 

be sourced from concessional financial institutions. 

5. Borrowing by state governments, parastatals and private agencies should receive 

approval of the Federal Government to ensure that the borrowing conforms to 
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national objectives. Approvals granted to the private sector do not constitute 

Federal Government. 

6. The State Governments’ borrowing proposals of Finance and the Central Bank of 

Nigeria for consideration before they are incorporated in the final public sector 

borrowing for the annual budget. 

7. State governments and their agencies as well as Federal parastatals should service 

their debts through the Foreign Exchange Market (FEM) and inform the Federal 

Ministry of Finance for record purposes. For failure to service their debts, the 

naira equivalents would be deducted at source before the balance of their statutory 

allocations are released. 

8. For loans on –lent by the Federal Government to State Governments, the Federal 

Ministry of Finance would make due payments and deduct the full amounts at 

source from their statutory allocation end 

9. For the private sector, industries that are export- oriented should service their 

debts from their export earnings while others should utilize the FEM facilities to 

their debts. 

 

2.7.3    EXTERNAL DEBT MANAGEMENT MEASURES     

As part of the pragmatic approach to reduce the burden of the external debt, the 

following measures were taken. 

(a) EMBARGO ON NEW LOANS  

This involves temporary stoppage of further external commitments in the 

form of loans until the debt position improves. This measures is not intended to 

reduce the burden of servicing existing debts, rather it is aimed at preventing 

additional burden (Sanusi, 1987). The imposition of the embargo was to check the 
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escalation of the level of the total debt stock and minimize the problem of additional 

debt burden (Ojo et al, 1996). 

In 1985, a policy of not entering into new external loan commitments 

came into force with certain exceptions to allow for projects considered 

absolutely necessary in public interest and for projects designed to diversify the 

economic base and increase local production. Nevertheless, the governments 

continued to welcome loans from multilateral and bilateral sources as long as 

such offers fit in with the programmes and overall national interests and goals of 

the country (Anyayo, 1996). This is an enforced discipline, which becomes 

necessary in view of the past experience. 

However, foreign capital is a necessary complement in the 

development process. What is required is a judicious utilization of the borrowed 

funds. 

(b) LIMIT ON DEBT SERVICE PAYMENTS  

  This requires setting aside a proportion of export earnings to meet debt 

service obligations to allow for internal development. In this regards, the state 

governments were required in 1980 to spend not more than 10 percent of their total 

revenue on debt service payments. Based on the agreement with the Federal 

Ministry of Finance, a defaulting state government can be bailed out, although the 

amount in default would be deducted at source from the budgetary allocation. In 

the case of the Federal Government, a maximum of 30 percent of export earnings 

could be allocated for debt servicing (Ojo et al, 1996). 
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   (c)     DEBT RESTUCTURING  

The restructuring of debt involves the conversion of an existing debt into 

another category of debt, through refinancing, rescheduling, buy back, issuance of 

collateralized bonds, and the provision of new money. 

(i)  REFINANCING OF TRADE ARREARS  

A refinancing arrangement involves the procurement of a new loan by a 

debtor to pay off an existing debt, particularly short-term trade debt. The new loan 

may be contracted from the same creditors or a new set of creditors as the case may 

be. The repayment of such debts normally negotiated with the creditors is contained 

in the loan agreement. The first refinancing arrangement was in July 1983, followed 

by the second agreement in September of the same year (CBN Briefs, 1996). In 

both agreements, US$ 2.1 billion or N1,584.9 million worth of trade arrears on 

confirmed letters of credit were refinanced. 

The main features of the agreement include six months of Grace and 

repayment period of 30 months beginning from January 1984. The interest was 

fixed at 1.5 percent above the London Inter-Bank Offer Rate (LIBOR). Full 

repayments of the refinancing arrears were however, completed in July, 1986. 

(Sanusi, 1987).  

In spite of the refinancing exercise, the arrears continued to mount and 

thus increased the level of indebtedness. Moreover, the chances of opening new 

lines of credit became narrow and thus further reduced the level of economic 

activity. Consequently, it became necessary to intensify all efforts to secure further 

relief on debt burden. Hence a decision was reached in 1984 to refinance the 

remaining arrears especially those on open account, bills of collection and 

unconfirmed Letters of credits through issuance of promissory notes (Sanusi, 1987). 
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(ii)  DEBT RESCHEDULING 

The rescheduling of debt involves changing the maturity structure. The debts is 

usually spread over a longer period until it is finally liquidated (CBN Briefs, 1996). 

For example, in 1986 debt worth US$1.6 billion due to the London club and 

payable in 1987 was rescheduled to extend to 1996 with a 4-year Grace period. 

Rescheduling of Nigeria’s external debt stated on an experimental basis in 

1983 when two agreements dated July 13, 1983 and September 19, 1983 were 

signed in London between Nigeria and the London Club of international banks for 

the rescheduling of a total of $ 2 billion short-term trade related debt (that is, letters 

of credit) due between January and July, 1983.  

The July 13 Agreement was signed by 26 banks while the September 19 

Agreement was eleven banks served as advisory committee. The terms of the 

rescheduling were for 3- year maturity at an interest rate of 1.5 percent spread over 

LIBOR, and a grace period of roughly 6 months (Anyayo, 1996). Further debt 

rescheduling was embarked upon routinely from 1986 in an effort to obtain a 

greater dimension of relief from the excruciating debt burden. The London club 

creditors agreed in principle in 1986 to reschedule Nigeria’s short-term Letters of 

credit arrears as at September 30, 1986 and medium-term public sector principal 

repayment maturing between April 1, 1986 and December 31, 1987. 

Although the recent relief devises such as refinancing and rescheduling 

are much relevant as strategies to ameliorating the current debt service burden, 

nevertheless they do not provide a permanent solution to the debt problem (Sanusi, 

1987). It is in this regard that various ideas are now being tossed about on other 

options of debt conversion which the authorities should consider for a permanent 
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solution to the debt crisis. Such options include “securitization of debt” or debt 

equity swaps. 

(d)     DEBT CONVERSION AS AN OPTION         

 This was introduced to complement other strategies for debt management. 

Debt conversion, in a broad sense, is the exchange of monetary instruments 

(promissory notes) for tangible assets or other financial instruments. It is a 

mechanism for reducing a country’s external debt burden by changing the character 

of the debt (Ojo, 1996). 

Although the recent relief devices such as refinancing and rescheduling 

are very much relevant as strategies to ameliorating the current debt service burden, 

nevertheless they do not provide a permanent solution to the debt problem. It is in 

this regard that the government adopted the debt conversion programme to 

complement these other debt management strategies. The programme aims at 

improving Nigeria’s external debt position by reducing the stock of outstanding 

foreign currency denominated debt in order to alleviate the debt service burden. 

Other objectives of the programme include the following: 

(a) To improve the economic environment and make it attractive to foreign 

investors; 

(b) To serve as additional incentive for the repatriation of flight capital; 

(c) To stimulate employment generating investments in industries with significant 

dependency on local inputs; 

(d) To encourage the creation and development of export-oriented industries 

thereby diversifying the export base of the Nigerian economy; 

(e) To generate revenue for the government at the time of conversion and from tax 

payments on profitable investments undertaken with redemption proceeds; 
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(f) Finally, the objective is to facilitate access to appropriate technology, external 

market and other benefits associated with foreign investments. 

There were only two auctions in 1988 when it started and the value of 

promissory notes redeemed was US$52.61 million. In 1989, there were eight 

auctions with a total value of US$201.3 million promissory notes redeemed.  Only 

five auctions were held in 1990 and a total amount of US$70.0 million promissory 

notes was redeemed. 

        Accordingly, the aggregate value of promissory notes redeemed 

from 1988- 1990 amounted to US$232.9 million.  Between March 1986 and March 

1987, there were redemptions of some promissory notes administratively on ad hoc 

basis amounting to US435.3 million.  If this amount redeemed prior to the 

commencement of the programme is taken into consideration, the aggregate amount 

redeemed as at the end of 1990 would amount to US$359.2 million. 

          Initially, the debt conversion was restricted to debt for equity and debt for 

cash. The programme was later extended to debt for debt transactions and as from 

1989 further extended to cover restructured bank debts and in 1990 to refinanced 

bank debts. 

 

2.8 DEBT RELIEF INITIATIVES / PROPOSALS  

After almost two decades of debt crisis management, no systematic 

framework for debt reduction and relief has yet emerged. Even so, a good number 

of external debt relief initiatives have been proposed since the mid-1980s.  

As the critical nature of debt problems became widely recognized by 

early 1983, advocates of innovative solution put forward a number of the debt relief 
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proposals. Their schemes were divided between these favouring solutions that 

would reduce it thus creating divergent views. 

Those favouring increase in debt saw debt problems as being problems 

of illiquidity capable of being eased and eventually resolved. By an increase in 

lending. One of the leading proponents of this is Lord Lever (1983) who advocated 

a substantial increase in borrowing officially guarantee by the Export Credit 

Agencies. Some of the Export credit Agencies include Export- import bank of 

U.S.A, ECGD of U.K. and Herme of West Germany. 

By contrast, debt-reducing schemes focused on debt solvency (Olukole, 

1991). They argued that without an easing of the debt burden, many countries 

would be unable to recover financial strength. They claimed both debtors and 

creditors would be better served by agreeing to an early financing reconstruction. 

They believed agreements would restore domestic growth to the debtor countries, 

improve the global economy and offer the creditors the prospects of eventually 

recovering relatively higher proportions of their lending if negotiated under 

appropriate international supervision.  

These proposals include amongst others the following: 

 

2.8.1      PETER KENEN AND FELIX ROHATYN (1983).   

Peter Kenen and Felix Rohtyn proposed the creation of a new international 

Agency to take claims owed to commercial banks and have responsibility for 

adjusting terms with the debtors”. The initial cost would be borne by banks, 

which would sell their loan to the Agency at a discount. However, the residual 

credit risk would then be passed to the Agency and its official shareholders. 

These early schemes required support and financial commitment at a level that 
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was not politically feasible. They lost as global economic recovery was set in 

form mid 1983. however, the slow down of the World economy after 1984 and 

the failure of the problem debtors to resume adequate growth resulted in 

another round of debates and proposals on the debt issue. 

2.8.2 THE BAKER PLAN (1985)  

One of such proposals put forward was that the Names A. Baker 111 

(1985), the U.S. Secretary of Treasury, after whom the proposal was 

designated as Baker Plan. The plan among others, proposed that:  

(i) private banks should be encouraged to commit a total of $20 billion in net new 

lending over three years to support economic adjustment programmes. 

(ii) the 15 highly indebted countries (including Nigeria) identified under the 

programme would receive an additional $9 billion. Net lending from the multi-

lateral development banks in 1986-1988 in support of their market-oriented 

policies. 

(iii) debtor countries participating in the scheme would, however, undertake IMF-

supported structural adjustment programmes and implementation was to be on 

the basis of the case by case approach to the debt problem. 

(iv)  A US$27 billion from the IMF Trust Fund for countries with per capital 

income of less than US $ 550. 

One fundamental assumption of the Baker plan was that if the debtor 

countries adopted growth-oriented adjustments policies support by the creditor 

banks and the multilateral agencies, the rates of return on new lending, however, 

the assumption became unrealistic as little or no lending took place and even 

countries that made positive achievements on their own were not favoured by new 

resource transfers. 
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The Bankers Plan was generally believed to be unrealistic because the 

new lending, even if it materialized, would have made no visible impact because it 

was a small fraction of the interest payments due during the period. But the plan did 

ensure that render their obligations once they accepted that their economics must 

grow in order to sustain their debt service capacity. 

 

2.8.3   THE BRADY PLAN (1989)   

The Brady Plan, which came early in 1989 after the Baker Plan of 1985, 

contained two features of the later. 

First, it maintains the use of the case by case approach and Second, it insists that 

other agreements were then under discussion . 

 

2.8.4 ALFRED HERRHAUSEN 

Alfred Herrhausen suggested that  creation of an “Interest Compensation Fund 

(ICF)” to stabilize and limit the interest payments of eligible countries (eligibility 

being determined by the need and the debtor’s commitment to an adjustment 

programme). 

The ICF would be financed jointly by governments, international financial 

institutions and banks on the basis of their respective exposure to the debtor, and 

would be managed by IMF. It would limit interest rates to a pre-agreed level, but 

allow for a recovery of earlier unpaid interest if rates subsequently feel below this 

level. 
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2.8.5   JOHN LEFAKE (1987) 

John Lefake proposed the creation of an international debt adjustment facility 

to purchase a country’s loan to at a discount in the secondary market and to 

restructure than to pass on the benefit of the discount to the debtor. The purchase 

programme would be initiated by a request from the country but only after agreement 

or a detailed plan of future economic management. The facility would also seek to 

use debt equity swaps and commodity-linked bonds to expand the degree of 

restructuring. 

 

2.8.6    JEFFERY SACHS  

Jeffery Sachs of Harvard University has proposal that the existing debt of 

countries willing to participate in an international supervised adjustment programme 

should be subordinated to any net lending made once the programme was in force. 

The new debt, limited in any one year to percent of total existing debt, would be 

denominated in negotiable instruments example bonds. The subordinated old debt 

and marketability the investor apple of the new instruments and so stimulate new 

lending. 

 

2.8.7   THE PARIS CLUB PLAN (1987)   

The Paris Club Plan has essentially two main features. It requested the 

creditor governments to waive repayment of past debt by converting them into grants 

for low-income debtor countries purchasing structural reforms. It also called for a 

reduction of interest on official guaranteed debt below market rate and to reschedule 

such debts over a longer period of up to twenty years. However, the major limitation 

of this plan was that it did not allow rescheduling of previously rescheduled debts. 
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2.8.8      THE AFRICAN DEVELOPMENT BANK PROPOSAL (1987) 

The Africa Development Bank Proposal was tailored strictly to Africa debts. 

This plan sought to covert Africa’s medium and long term securities of at least twenty 

years maturity at fixed interest rate below the market rate, and to establish a 

redemption fund into which debtor countries would make annual payment over the 

twenty years period, which would accumulate over the period to the amount of loan 

that would be outstanding at maturity. Through this fund, it was envisaged at 

sufficient funds would have been built up in the redemption fund to ensure that the 

outstanding securities were liquidated at maturity. 

The ADB plan, like other plans has its limitations. First, the creditor banks 

were reluctant to accept the scheme on the ground that interest rate risks were 

completely shifted to them. Second, Osakwe (1989) observed that the plan excluded 

debt owed the multilateral institutions as well as concessional bilateral loans, which 

constituted the greater proportion of the debt of most African Countries. 

2.8.9   THE IMF:  

In 1986 the Structural Adjustment Facility (SAF) was established to provide 

assistance on very concessional terms to very low-income (IDA-eligible) countries. 

The Enhanced Structural Adjustment Facility was established with some 

SDR 6 billion and became effective in January 1988. It was designed to provide 

much large amounts of financial assistance to qualifying countries (IDA- eligible 

countries implementing IMF- approved structural adjustment programmes) in the 

other of 150 percent of members quote over a three-year period, and in some cases up 

to 350 percent of quota where the need arises.    
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2.8.10    THE WORLD BANK  

The Structural Adjustment lending was initiated in 1980/1981. The initiative 

was designed to be supportive of the Bank’s project lending it has however provided 

some assistance to many sub-Saharan countries. In 1985, a US$ 1 billion sub-Saharan 

Africa facility was established by the Bank provide in the sub region. 

 

2.8.11 THE TORONTO PLAN (1988) 

Under the terms the non-concessional bilateral official debt of low-income 

(defined as IDA only) African countries could be rescheduled at the Paris Club under 

a menu that would include concessional options. The Paris Club refined those options 

and the terms extended to IDA-only countries outside Africa.  

Under the Toronto terms, all rescheduled concessional debt is to be repaid 

with a 25-yearss maturity including a 14-year grace. Moratorium interest charges 

would be at least as low as the rates on the original loans. For non-concessional debt, 

the creditor countries would choose repayment conditions from a menu of three 

options. 

(I) Cancel one third of eligible maturities and reschedule the reminder with a 14 

years maturity including an 8-year grace. Moratorium interest would be based 

on market interest rates (reflecting different creditor agencies cost of 

borrowing). 

(2) Adopt the longer repayment applied to concessional debt (25 years maturity with 

a 14 year grace) and base moratorium interest rates. 
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(3) Charge moratorium interest rates somewhat below market and requires 

repayment with a 14-year maturity with an 8-year grace. 

The consolidation periods for debt service eligible for these rescheduling have been 

in the range of 12 to 36 months. 

 

2.8.12   THE TRINIDAD PLAN (1990) 

This was introduced by the British Prime Minister John Major (when still 

Chancellor of the Exchequer) at the meeting of Commonwealth Finance Ministers in 

Trinidad in 1990, known in current “ debt speak” as the Trinidad Terms; they 

involve applying to the low – income severely debt distressed countries the 

following measures: 

(1) Rescheduling the entire stock of debt in a single stroke, instead of the 

present tedious process of renegotiating it trance by trance for maturities 

falling due in 15- 18 months intervals. 

(2) Increasing from one-third to two-thirds the amount of relief provided by 

cancellation of outstanding debt stock 

(3) Capitalizing all interest payments at market rates on the remaining one-

third debt stock for a period of five years and requiring phased 

repayments with steadily increasing payments of principal and interest in 

line with export and output growth in the debtor economy; and  

(4) Stretching repayments of the remaining one-third stock over a period of 

twenty-five years with flexible repayments schedules. 
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2.8.13  THE NIGERIAN PLAN     

At the July 1989 Organization of African Unity (O.A.U) summit in Addis- 

Ababa, Ethiopia, Augustus Aikhomu, the then Chief of General Staff, on behalf of 

President Ibrahim Babangida presented Nigeria’s plan for this external debt problem, 

namely: 

(i) An outright cancellation of all official debt, which should be carried out on 

the basis of the ground poverty level of the debtor nations. 

(ii) The establishment of a proof of financial resources, which the World Bank 

and other major monetary organization as well as donor nations can provide 

financial assistance to distressed African nations for servicing debts, they 

cannot reschedule or cancel. 

(iii)Establishment of debt purchasing agency under the control of the World 

Bank and International Monetary Fund (IMF) to buy back at about 80 

percent discount, existing debts of African countries owed to commercial 

banks. 

 

2.10     NIGERIA’S DEBT RELIEF STRATEGY (1999)          

Recognizing the crucial linkages between debt, poverty, development and 

the survival of Nigeria’s nascent democracy the current administration of President 

Obasanjo has attached priority to obtaining rapid and substantial external debt 

reduction as a crucial component of its development strategy. 

The major planks of Nigeria’s strategy include regularization of relations 

with the international financial community to pave the way for constructive 

engagement negotiating favourable terms for debt rescheduling and restructuring 
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under “traditional” debt relief mechanisms in the short term; and building on that in 

the medium term, to secure deeper and more substantive debt reduction.  

For much of the 1990s, crisis of leadership and governance, gross human 

rights violations and pervasive economic mismanagement, as well as a 

confrontationist diplomatic stance, prevented Nigeria from engaging in any 

meaningful discussions with the international community on a positive and 

constructive basis to address the debt issue. President Olusegun Obasanjo seized the 

initiative to launch, and personally spearhead a vigorous campaign to sensitize the 

international community on Nigeria’s economic plight, as well as make a case for 

debt relief. This high level political initiative has been fruitful in thawing 

relationships as well as garnering a lot of good will and support for the country. 

Building on this diplomatic initiative the administration embarked upon 

bold macroeconomic stabilization and structural reform policies, supported by a 

stand-By Arrangement that was approved by the IMF on August 4, 2000. The good 

track record of implementing these policies, amidst difficult socio- political 

circumstances, paved the way for discussions with Paris Club of creditors (our largest 

creditors) on the restructing of the country’s debts. 

 

    There are two phases involved in the Nigerian debt relief strategy thus: 

i. Phase 1: short term Debt relief   

ii. Phase 2: Towards Deeper relief for Nigeria. 

 

2.10.1 PHASE 1: SHORT- TERM DEBT RELIEF THE 4TH PARIS CLUB DEBT 

RESCHEDULING AGREEMENT.        
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Much of Nigeria’s external debt is owed to the Paris Club. Accordingly, 

reaching agreement on the restructuring of this category of her debts has been at the 

heart of government’s efforts to secure relief. Nigeria began negotiations with the 

Paris Club in October 2000. In December 2000, following a second round of 

negotiations, it reached agreement with the Paris Club. The rescheduling agreement 

was structured on Houston Terms, which provide for rescheduling Paris Club debts of 

about $21.4 billion over on 18-20 year period. Nigeria is currently negotiating 

separate bilateral agreements with individual creditor countries, which are expected 

to be concluded by June, 2001 within the framework of the Paris Club Agreed 

Minutes. 

The rescheduling of Nigeria’s Paris Club debts should Ostensibly have a 

positive impact on the Budget and cash flow situation. It reduces the debt service due 

to this category of creditors to US $1.0 billion in 2001, compared with about $2.4 

billion in scheduled debt service payment for the period (excluding arrears), which 

would have been unmanageable (Arikwae, 2001). However, to the extent that debt 

service payments have been unilaterally capped to a certain percentage of oil 

revenues for several years by successive Nigerian Military administration, this may 

not have the desired effect of freeing up additional resources to support anti-poverty 

programme and rebuild infrastructure. It is therefore considered in adequate. 

The Houston Terms were designed for the lower middle- income debtor 

countries with high exposure of official debts. They allow for a deferral of payments 

but do not provide any debt reduction. As such, they are insufficient to address 

Nigeria’s debt problem and may likely lead endless cycle of restructuring. 

As a gesture of goodwill, the Paris Club creditors Lave agreed in principle to 

consider possible options in further restructuring Nigeria’s debt beyond those 
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provided by the Houston Terms, consistent with her medium and long term capacity 

to repay, if the country continues to make progress in implementing economic 

reforms within the framework of an IMF –Supported medium term economic 

programme. This presents a good opportunity to renew Nigeria’s case for deeper and 

more substantive relief, involving partial cancellation of its debts. 

 

2.10.2: PHASE 2: TOWARDS DEEPER RELIEF FOR NIGERIA-NAPLES TERMS 

OR HIPC INITATIVE. 

Nigeria feels it has strong economic, political and moral arguments to make 

a case for maximum debt relief during the next round of negotiation with the Paris 

Club. At the minimum, these should support and reinforce the case for debt 

restructuring under the “Naples” Terms, introduced in 1994, which provides 67% 

relief on the present value of the eligible external debt. This will however have to 

cover both flow and stock restructuring, in order for it to be meaningful and effective. 

Although only Heavily Indebted Poor countries or countries that have 

previously benefited from either the “Toronto” or “London” terms are eligible for 

treatment under the “Naples” Terms, Nigeria’s exceptional circumstances could 

enable her to benefit from the Naples Terms without such previous treatment. 

Nigeria is currently among the poorest and least developed countries in 

the World, with socio-economic and debt profile closely paralleling that of the Highly 

Indebted Poor Countries (HIPCs). The country’s per capita income is already below 

the HIPC threshold ($300-350 per capita). Over 70 percent of the countries 

population earns less than $1 dollar a day, which places them below the poverty line 

(Arikawe, 2001). About 91% of the population lives on less than $2 dollars a day. An 
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average GDP growth rate of about 2.7% over the second half of the 1990s left little 

room for per capita income growth.  

Nigeria’s extreme poverty level is also reflected in its Human 

Development indicators, which are among the lowest in the World. She has been 

ranked 142 nd out of 174 countries in a recent (1998) HDI ranking. The adult literacy 

rate of 52% for males, 49% for females and life expectancy of 52 years are among the 

lowest in the World, which infant mortality at 77 per 1000, and maternal mortality at 

1000 per 100,000 live births are among the World’s highest. 

 

Table 2.4 : SELECTED SOCIAL INDICATORS OF NIGERIA 

 1997 1998 1999 2000 2001 

Adult Literacy 57 57 57 57 57 

Life expectancy at 

Birth (years) 

53 54 54 54 54 

Federal Govt Budget 

allocation to Educ (N 

m) 

16840 23668.1 27713.5 56568.2 62567.1 

Percentage of Annual 

Federal Budget 

11.5 9.6 11.1 8.7 7 

Federal Govt Budget 

Allocation to Health 

(N m) 

7343 11291.9 13737.3 17581.9 35422 

Percentage of Annual 

Federal Budget 

5.02 4.6 4.5 2.7 3.9 
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Maternal Mortality 

(per 1000 live Births). 

10 10 10 10 10 

Infant mortality (per 

1000 live Births). 

114 114 75.1 75.1 75.1 

Sources: CBN Annual Report and statement of Accounts 2001. 

 

2.11. NIGERIA AND THE HIGHLY INDEBTED POOR COUNTRIES (HIPC) 

INITIATIVE 

In order to qualify debt relief under the enhanced HIPC initiative, Nigeria 

needs to meet certain criteria. These include: 

1.  Reclassification by the World Bank as an IDA-only country. 

2.   Establishment of a strong track record in implementing economic and structural 

reforms-supported by the IMF and the World Bank. 

3. That Nigeria meets certain eligibility criteria linked to macroeconomic (balance 

of payments and financial) indicators, its external debt situation must be 

considered unsustainable even after full application of traditional debt relief 

mechanisms 

4. Nigeria must show demonstrable commitment towards supporting poverty 

reduction in a focused and effective manner. 

Each of these criteria is assessed below: 

The classification of Nigeria as an IDA-only country should not constitute a 

problem. The country has not borrowed from the IBRD-Window since 1993. The 

only issue of concern is that a reclassification could affect the country’s credit 

worthiness by limiting access to comer credits from the international capital markets 

as well as precluding borrowing from the IBRD-Window, Nigeria still needs access 
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to these sources of capital to finance the expansion of its Oil, gas and petrochemical 

industries.  

Regarding the sustainability of a country’s debts over the medium-long 

term, the principal criterion applicable is debt-to-export ratio, as determined by a debt 

sustainability Analysis, which should be above the HIPC threshold of 150%. In the 

case of Nigeria, preliminary DSA analysis conducted by the IMF suggests that 

without further rescheduling, the debt to export ratio is projected to remain above the 

HIPC threshold until 2006, while a flow rescheduling with 67% NPV reduction under 

Naples Terms would only bring the ratio to below 150% in 2005. Moreover, even 

with the maximum level of 67% flow rescheduling debt service payments are 

expected to increase significantly. 

In the absence of further rescheduling, the preliminary DSA analysis 

projects that debt service to-export ratio will increase from 11.8% in 2001 to 19.2% 

in 2002 and about 25% over the medium term. Compared with the actual ratios less 

than 10 percent in 2000, when a ceiling was placed on payments, the servicing of this 

debt will require a major effort on the part of the Nigerian authorities. 

Nigeria’s precarious economic position is likely to be further weakened by 

depressed conditions in the oil markets, where oil prices are projected to hover 

around $ 20 per barrel between 2002 and 2010 compared with the average price of 

$28 per barrel recorded in 2000 (Arikawe 2001).  

On another plane, Debt sustainability Analysis Calculations are based on 

narrow definitions and arbitrarily fixed targets that are increasing being questioned. 

Nigeria supports the arguments that the definition of debt sustainability should be 

broadened to encompass the full range of development needs of the country, with 

current poverty levels and human development considerations incorporated. In 
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addition, a case could be made for some degree of flexibility in setting lower target 

ranges for certain countries, such as those emerging from a conflict, natural disaster 

or other exceptionally difficult circumstances. 

Beside the economic considerations outlined above, there are compelling 

political and moral reasons for treating Nigeria as a special case. Having gone 

through decades of bad leadership, mismanagement, corruption and neglect, it would 

not be an understatement to compare the situation of Nigeria with that of a post-

conflict country, which often merits extraordinary assistance. The country faces 

extraordinary challenges in combating poverty and reconstructing its debilitated 

economy, while rebuilding the social fabric and ensuring the survival of a nascent 

democracy. 

Nigeria’s case for debt relief also merits a special consideration, on account 

of the important regional peace keeping role she has played and continues to play in 

the West Africa sub-region. Over $11 billion has been expended by the country, and 

countless precious live of her citizens lost in the process (Arikawe 2001). The 

Developed countries have encouraged Nigeria’s participation even as they have 

reluctant to get involved. In this context, the sacrifices made by Nigeria merit 

recognition and supports in form of debt relief, as was accorded Egypt and Poland for 

their roles in international economic and political events in the early to mid 1990s. 

A final argument for substantial debt reduction is moral. Nigeria’ .B debt 

came about from poor leadership, corruption, and other historical circumstances. The 

current administration did not contribute to these circumstances, and is now seeking 

to redress the problems as well as fight poverty. It should not be penalized for the 

mistakes of its predecessors. 
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If Nigeria succeeds in making an argument for substantive debt relief 

under the HIPC initiative, it is recognized that continuous effort will be required in 

implementing macroeconomic stabilization and structural reforms, supported by 

medium-term program with the IMF under its poverty reduction and growth facility. 

Nigeria recorded some progress in implementing economic and structural 

reforms during the early stages of its one year stand-by Arrangement with the IMF 

(July 1,2000- June 30, 2001). There are some areas however, in which economic 

performance fell short of expectations. Recently, following an Article IV consultation 

with the IMF, some corrective policy measures have been agreed upon to bring the 

program back on track. The government intends to seek a six-month extension of the 

stand-by arrangement to consolidate its track record, as a basis for moving to a 

medium term arrangement. The government remains committed to implementing 

sound economic and financial policies and continued structural reforms, Nigeria is 

keen to demonstrate that freed-up resources from debt relief will be used to support 

poverty reduction strategies, developed with civil society participation. The country’s 

leadership recognized that this condition has become the acceptable norm, 

irrespective of the kind of relief being sought. Necessary preparatory work is being 

undertaken to strengthen the focus and effectiveness of her poverty reduction 

strategy. 

 

2.12. EXTERNAL DEBT OF SOME DEVELOPING COUNTRIES 

According to the World Bank, developing countries debt may have reached 

US$1,945 billion by the end of 1994. This is a continuation of the fast growth in debt 

commitments which started in 1990, and has since accelerated, increasing by 7.3 
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percent in 1994, compared to 6.8 percent in 1993, an average of 5 percent in 1990-

1992. 

 

Table 2.5 : EXTERNAL DEBT OF DEVELOPING COUNTRIES BY REGION, 

1990-1994. (US$ billion)  

Category  1990 1991 1992 1993 1994 

Developing Africa of 

which  

296.7 299.9 297.3 301.7 312.2 

Sub- Saharan Africa 176.9 180.4 179.3 183.8 193.7 

North Africa 119.8 119.5 118.0 117.9 118.5 

East Asia and the 

Pacific 

268.4 301.6 331.2 367.7 415.2 

Latin America and the   286.4 311.3 333.0 369.8 402.6 

Caribbean  476.0 490.5 500.0 525.7 547.0 

Middle East 53.0 58.1 60.9 67.4 77.9 

South Asia 127.5 133.6 141.2 146.1 155.8 

All developing 

Countries 

1539.3 1626.7 1695.7 1811.8 1944.6 

Source: World Bank Debt Tables 1994-1995, Dec 1994. 

This development is essentially due to the increase of new debt 

commitments, and particularly of private capital investments in the “New emerging 

economics” of South East Asia and Latin America. According to the IMF (World 

outlook, October 1994), the average value of net foreign direct investment (FDI) in 

developing countries was US$ 34.2 billion per year in 1990-1993, compared to US$ 

13.3 billion only in 1993-1989. Thus, a very important change has occurred which 

unfortunately, however, has by passed the African region, where the same type of 

flows averaged a mere US$1.8 billion in 1990-1993, hardly more than the $1.4 billion 

registered in 1983-1989. 
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External debt, which is estimated to have increased by 3.2 percent to reach US$ 312.2 

billion by the end of 1994 (Table 2.), therefore has grown at a slower pace than in 

other developing areas: East Asia and the Pacific (12.9%),  the Middle East (15%), 

South Asia (6.6%),and Latin America and the carribean (4.0%). Africa’s debt is also 

the least important, in volume terms, estimated at 16.0 percent of the total of 

developing countries’ debt, but it is the heaviest in per capita terms and in terms of 

African countries’ capacity to service. 

When indicators such a debt/ GDP, debt/ goods and services exports, and debt 

service/goods and service exports ratios, are taken into account, the situation for 

Africa is not only the worst; it has gotten worse rather than improved with time.  

 

                       Table 2.6 : Africa External Debt and Debt Service, 1991-1994 

                                                                      1991       1992          1993           1994 

Total External Debt                                           (Billions of dollars) 

Total Africa                                                  299.9       297.3          301.7          312.2 

North Africa                                                119.5        118.0           117.9         118.5 

Sub-Saharan (excluding South Africa)      163.3          162.9           169.0         177.1       

 South Africa                                               17.1            16.4             14.8                16.6 

Debt service paid 

Total Africa                                                 29.7            29.0              28.3                 26.3 

North Africa                                                15.8            16.1               16.3                16.5 

Sub-Saharan (excluding S/A)                      10.2            8.6                   7.4                  8.2 

South Africa                                                3.7              4.3                   4.6                  1.6 

Debt Service due 
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Total Africa                                                44.1            39.8                  39.8                    - 

North Africa                                               23.1            18.4                   18.5                   - 

Sub-Saharan Africa                                   21.0             21.4                   21.3                   - 

Debt to Goods & Services exports 

Total Africa                                           223.3             216.7                228.0            231.3 

North Africa                                         222.1             210.7                 215.1         223.6 

Sub- Saharan Africa                             224.1              220.8                  237.2        236.2                   

Sub-Saharan (excluding S/A               310.5              312.7                   338.7         334.2              

South Africa                                        61.3                56.3                      51.3           55.3 

Debt to GDP     Ratios(%) 

Total Africa                                       67.1                  65.6                    66.1           71.6 

North Africa                                     66.8                 67.9                   62.               65.4 

Sub-Saharan Africa                           67.3                64.2                   68.5             76.0 

Sub-Saharan (excluding S/A)          102.1              98.9                    107.9           126.0 

South Africa                                    15.8                14.3                    13.2              14.5 

Sources: ECA Secretariat calculations based on the World Bank’s World Debt 

Tables, 1994-1995 and various sources. 

 

While debt- servicing payments remained very high, the persistent negative 

net transfers on debt over the entire period 1990-1993 is attributable to the low level 

of fresh disbursements. Further more, despite various rescheduling efforts, arrears 

were accumulating, compounding the problems of repayment and adding to the 

overall debt stock. It is note worthy that the value of short-term debt rose from US$ 

37.6 billion in 1990 to US$ 45.3 billion in 1993 while that of long and medium term 

official debt decreased over the period 1991-1993,and leveled off at US4240 billion. 
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The share of interest arrears in short-term debt rose from 33 percent in 1990 to 37 

percent in 1992 and virtually reached 41 percent in 1993. 

It is well known that the Africa debt crisis has been fuelled, in part, by a 

global financial crisis. It is therefore not a temporary liquidity crisis that could be 

resolved by the rescheduling agreements designed by the Paris Club or London Club 

creditors. Further more, Africa’s socio-economic problems have greatly intensified in 

the recent time. During this period, many African countries have not enjoyed the 

stable domestic conditions and supportive international environment, which are pre-

requisites for sustainable growth. Among the domestic problems were more vocal 

social claims, even as resources became more scarce, and disorganized and 

weakening national mechanisms and institutions. The unfovourable terms of trade for 

Africa’s major exports in the world market for most of this period made matters 

worse, by reducing the capacity of governments to cope with domestic pressures (Ali 

Dinar)  

Given the poor results obtained in Africa under the various debt relief 

schemes, it is necessary to reconsider the debt issue and its effects on the prospects 

for Africa countries, more particularly those whose crisis can be resolved only by 

raising and maintaining export revenues at a level compatible with their debt 

servicing, have all undertaken comprehensive programmes of economic reform over 

the past 10 years. However, such reforms in themselves have not been sufficient to 

restore private investor confidence or bring the debt-service burden down to 

manageable proportions. 

While the efforts deployed so far by the bilateral creditors have provided 

partial relief for the official debt burden of very few countries, most of the heavily 

and severely indebted countries are still facing enormous payment difficulties. Of the 
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36 developing countries whose debt overhang ratio (that is ratio of present value of 

debt to goods and services exports) were respectively higher than 20 percent and 15 

percent in 1994, 28 are in sub-Saharan Africa. Such a situation calls for radical and 

exceptional measures if these countries are to emerge from the debt crisis trap. Most 

of the efforts have focused mainly on official debt, but the complexity of Africa’s 

debt problems requires that other components of debt, in particular commercial and 

multilateral debts, need to be taken into account, lest they undermine the efforts made 

on official debt. Indeed, only a coordination of all debt relief initiatives, within a 

global framework, would make it possible to break once and for all the vicious arile 

of the debt crisis. 

The restructuring exercises, which followed the Toronto and Trinidad 

summits of the G.7, certainly set the stage for a new approach to the problem of debt 

burden alleviation, because arrangements for reductions of debt stock and debt 

service were for the first time introduced into the mechanisms for renegotiating 

official loans and officially guaranteed credits. Nevertheless, because of the 

restructuring attached to the scope of coverage, certain types of loans and certain 

categories of debtor countries were left out. For example, for the low income 

countries, ODA debts were not cancelled. Also, the measures had very limited impact 

on the financial situation of countries such as Coted’Ivoire, the Niger and Nigeria, 

whose debt structure is denominated by Bank loans. 

Moreover, the issue of lending by the multilateral financial institutions 

remained undressed. Indeed, the fact that loans contracted from those institutions 

could not be tolerated –meant that some of the resources obtained from bilateral 

creditors were transferred to those institutions. The direct consequences was that 
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liquidity did not improve as it should, while failure to reduce the risk of payment 

defaults made the chances of mobilizing funds from private donors rather slim. 

In December 1991, the Paris Club instituted the Enhanced Toronto Terms 

containing for the first time provisions paving the way for a partial reduction in some 

categories of official debt and debt service and publicly guaranteed commercial debt 

of the poorest countries eligible to the IDA. This measures was accompanied by other 

unilateral initiatives taken individually by bilateral creditors to reduce the debt related 

to their ODA programme. Along with such initiatives, the World Bank decided to 

offer heavily indebted countries a series of debt relief options, like the IDA Debt 

Reduction Facility or exceptional IDA allocations which would enable such African 

countries like the Congo, Mozambique, Niger, Sao Tome and Principe, Uganda and 

Zambia to pay up their commercial debt arrears or arrears owed the Bank itself. More 

recently, at the prodding of the December 1994 G.7 summit, the Paris Club creditors 

are now willing to grant up to 67 percent of debt service to low income countries with 

acute debt overhang provided they implement SAPs for three consecutive years. 

Efforts by the African countries to improve their external competitiveness 

are not by themselves enough to provide a solution for their debt crisis, even on a 

medium-term basis. Therefore, an effective solution to the African debt crisis requires 

among other macro economic policy orientations –meaningful and multi-dimensional 

measure, involving specific commitments by both creditors and debtors. If the 

lending community were to adopted multifaceted radical measures that went beyond 

the limited framework of financial payment arrears, to include immediate and 

massive concessional flows in conjunction with debt relief, the countries would be 

able to emerge from the vicious circle of the debt trap and of repeated rescheduling. 

The African common position on External Debt adopted in 1987 at Addis Ababa by 
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the Heads of State and Government of the organization of African Unity remains still 

topical in that respect. 

Admittedly, African countries themselves have a major role to play in 

taking appropriate measures to restructure their economics and to create an enabling 

environment for domestic and foreign investment. Hover, there are two factors, which 

are from being controlled by African policy –makes the dependence of African 

economics on the industrialized countries, and the high degree of exposure of African 

countries to external shocks. Reducing their external dependence an developing the 

capacity to cope with changes in the external environment require long-term 

restructuring and adjustment which would require a good deal of international 

support to accomplish. 

The external debt crisis of Africa must be placed within the global context 

of Africa’s relations with the rest of the world and seen as a central element in the 

economic crisis of the specific strategy to deal with the African debt crisis must be 

built around two major integrated policy measures: 

(i) First, immediate action to relieve the pressure of debt so as to avoid a 

disintegration of the present fragile economic and social structures. 

(ii) Second, to restore the external viability of African economics and create 

favourable conditions that would attract the financing necessary to achieve 

economic recovery and promote sustainable growth- the only feasible way to 

emerge from the present economic and financial crisis (Ali Dinar).               
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                                                           CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1       INTRODUCTION 

The objective this chapter is to outline the method of study adopted for this 

research. There are several methods of study, whichever method is adopted depends 

on the objective of study and tools available to the researcher. In the present research 

to the method of study adopted centers on  

- Library research and 

- Field research . 

 

3.2      LIBRARY RESEARCH  

The study adopts the method of library research in other to find out what 

previous writers in this area of study have done in terms of their use of the state of the 

act. This method involved going through works and publications as contained 

include: Federal University of Technology, Owerri, Library, National Library, 

Owerri, Imo State Library Owerri , Central Bank of Nigeria Library, Abuja, Federal 

Ministry of Finance and Statistics Libraries, Abuja and Lagos. 

 
3.3     FIELD WORK  

This was adopted for the purpose of data collection. The researcher 

collected two types of data namely: secondary and primary data. 

 
3.4         SECONDARY DATA COLLECTION 

In order to know what previous researchers and publishers have done in 

this area of study from the following sources: 
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(a) The various publications of the Central Bank of Nigeria (CBN) made up of 

annual reports and statements of accounts of  various years, annual statistical 

bulletin of  various years and quarterly bullion. 

(b) Reports from the Federal office of statistics, Lagos. 

(c) Reports from the Federal Ministry of Finance and National Planning, Abuja 

(d) References were equally made to the various reports and publications of the 

World Bank and International Monetary Fund (IMF) on economic growth and 

development. 

(e)  Above all, they study made elaborate reference to standard textbooks, academic 

and professional journals, magazines, periodicals and newspapers in building the 

theoretical foundation for the study. 

 

 3.5       PRIMARY DATA COLLECTION 

In order to enrich our research findings primary data were also collected. 

The method adopted for primary data collection include the questionnaire and 

interview. The interview question was adopted in order to secure on the spot 

responses from the respondents. 

 

3.6 THE POPULATION AND SAMPLE SIZE   

The population for this study is the set of data as recorded and computed 

from the period of twenty-two (22) years, from 1980-200, (that is secondary data) . 

In the case of the primary data four branches of the central Bank of Nigeria 

were selected, our reason for this is because the CBN is empowered by the CBN Act 

24 of 1991 to perform various function which includes management of public debt, 

maintenance of external reserves and adviser, agent and banker to the Federal 
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government. The issue of public debt  management has become a central concern of 

the central Bank of Nigeria in view of the impacts of external debt on economic 

development and the stability of various macroeconomic aggregates (price stability, 

exchange  rate stability, balance of payments equilibrium etc). The external public 

debt of the country, for instance, has been of crucial importance to the Central Bank 

in view of the mounting external debt burden on the country and its influence on 

exchange rate stability, balance of payments equilibrium and aggregate output. 

(Nzotta, 1999). The questionnaire was based on structured type of questionnaire with 

answers provided and respondents required to tick the appropriate box applicable. 

 A total of 100 staff of the CBN were given questionnaire while some top 

managers of the bank were interviewed in such a way to reveal how industrial 

activities such as exchange rates, imported raw materials, export products, industrial 

projects executed or abandoned, industrial policies, changes in the international 

market, revaluation of the naira, IMF structural packages (like SAP), Nigeria’s 

external debt obligations to International Creditor Institutions external debt services, 

interest payments, debt refinancing etc affected economic growth and development of 

the nation. 

 

3.7 TOOLS OF ANALYSIS (METHOD OF DATA ANALYSIS)    

As part of the quantitative methodology, the study employed the use of ratio 

analysis, and percentages on the selected indices of macroeconomic performance. It 

also made use of percentage distribution for the aggregates.  

However, to form a base for a valid and realistic conclusion on the impact of 

external debt on growth and development of the Nigerian economy, the study made 
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use of simple/multiple regression analysis to statistically and quantitatively establish 

the relationship.  

Considering the large volume of data available for analysis and the need for 

accuracy and precision in calculations, the study avoided the use of manual approach 

to the analysis. It therefore made use of an iterative computer network for the 

analysis. The software used is the statistical package for social science Research 

(SPSS). 

Again, the multiple regression analysis is aimed at finding the relationship 

existing between the dependent variable and a combination of Independent variables. 

The stepwise method of multiple regression analysis was adopted.  The test of 

significance of the regression models was carried out through a combination of F-test 

and t- test.  

 

3.8 MODEL DEFINITION 

In specifying the model to be tested, we make the GDP the dependent 

variables. In this study the independent variables are those components that are 

affected by the external debt burden. They are foreign exchange rates, external debt 

services, and external debt stock. 

They are used to measure how the burden of external debt has affected 

economic growth and development, and since each of them constitute an economic 

indicator the researcher considered the impact of each variable on the dependent 

variable the Gross Domestic Product (GDP). The GDP is used as the dependent 

variable denoted by G because the GDP is used as a measure of economic growth. 

 The researcher  adopted the following regression model for the analysis. 

G = a0 +a1 D +  a2 S + a3 R + a2E+ eo 
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  Where:  

ao, a4,….a8 represents the parameters to be estimated  

G = The dependent variable, which represent the Gross Domestic Product (GDP) 

D = External debt stock  

E = Net foreign exchange rate  

R = external reserves 

S = external debt services 

eo = the standard error of the estimate or the stochastic disturbance term of the 

estimate. 

 

3.8.1 DEPENDENT VARIABLE  

The dependent variable as defined above is the Gross Domestic Product 

(GDP). The choice of this index is based on the assumption that external loans 

financing by whatever means ought to expand the economy. However, the gross 

domestic product (GDP) is the composite index for measuring the overall growth in 

an economy. It is therefore the belief of the researcher that the dependent variable, as 

defined will indicate and measure the proportion of aggregate national output that is 

financed through external loans. 

In line with the above, Ogwuma (1996) asserts that economic growth is 

simply the increase in the gross domestic product in a given year over the previous 

year.  It can therefore be concluded that external loan finance ought to inject more 

money into the economy and more money should imply more investment, production 

and consumption. 
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3.8.2       INDEPENDENT VARIABLES AND CRITERIA FOR SELECTION 

At critical look at the independent variable will be of benefit for a good 

understanding of this research. It is the belief of  the researcher that the external loans 

ought to impact on the overall economic performance given the cyclical and the 

interdependence of the various aggregates of measuring the level of economic 

activities in the economy. 

In the light of the above, the following aggregates were selected for 

examination and to be used for the analysis of the relationships existing between 

external debt and macroeconomic performance. They include: 

 

3.8.2 (a)        FOREGIN EXCHANGE RATE 

Foreign exchange is the means of payment for international transactions. It 

is made up of convertible currencies that are generally accepted for the settlement of 

international trade and other external obligations. Such currencies include those of the 

group of seven (G7) industrialized countries made up of the United States Dollar, 

British Pound Sterling, Deutsch Mark, Japanese Yen, French France, Italian Lira and 

the Canadian. 

On the other hand, the exchange rate is the price of the domestic currency in 

term of other currencies. The worth of a nations currency depends on a number of  

factors including the state of the economy, the competitiveness and volume of 

exports, the level of domestic production, and the quantum of foreign reserves. In a 

free-market environment, the exchange rate of a currency is determined by the 

interplay of supply and demand for that currency. In many cases, the exchange rate 

may be administratively determined. 
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The reason for the consideration of the foreign exchange is that it extert 

influence on other macro-economic aggregates in Nigeria. It is at the center point for 

the consideration of other economic variables especially the resources flows of the 

country. The reforms in the foreign exchange is done with a view to correct 

distortions in the macro- economy which has affected the debt stock management in 

the economy. Exchange rates are adjusted in order to make imports more expensive 

than domestic goods. This is done in order to dissuade the citizen from consuming 

foreign goods. Since such practice might deny the nation the much needed foreign 

exchange. 

 

3.8.2(b)  EXTERNAL DEBT SERVICE    

The most immediate and obvious way in which external indebtedness 

affects the service payments it has to meet annually. The term debt service is the sum 

of actual interest payments and repayments of principal made in foreign currencies, 

goods or services on external public debt.  

The debt service payments have risen substantially from a mere 0.8 percent 

of exports earnings in 1980 to 23.0 percent in 1992. An external debt problem usually 

exists when more and more of current resources are deployed to service loans. It is 

internationally accepted that when the debt service ratio, that is, the proportion of 

debt service to the exports of goods and services is lower than or equal to 10 percent, 

a debt problem does not arise. As the ratio grows to about 20 percent, the tolerable 

limit of  debt service is approached, while beyond 20 percent a debt problem crisis 

will set in. Nigeria’s debt service ratio has been persistently high estimated at 46.8 

percent in 1992 of total annual export revenue contrasting with about 20 percent for 

all developing countries. Thus the high proportion devoted to external debt services 
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have reduced the level of domestic economic activities with serious consequences for 

domestic capacity utilization and production. 

 

3.8.2.(c)  EXTERNAL RESERVES     

   These are portions of foreign exchange receipts saved by the monetary 

authorities for the purpose of enhancing the credit worthiness of the economy, 

protecting the international value of the domestic currency and financing temporary 

shocks in the balance of payments. Reserves are held in the form of monetary gold, 

reserve position in the International Monetary Fund (IMF), Special Drawing Rights 

(SDRS) and foreign bank balances. 

Movement in a country’s external reserves is an indication of the overall 

position of its balance of payments. Hence policies aimed at managing a country’s 

balance of payments affect the external reserves position of the country. The CBN 

has managed the external reserves through promotion of policies conducive to 

favourable balance of payments as well as the management of external debts. Various 

programmes employed by the CBN to manage Nigeria’s external debt, such as debt 

rescheduling, debt conversion and debt buy-back, have had some impact on external 

reserves. A country’s external reserves should, according to international standards, 

accommodate about 3-4 months of import commit. 

 

3.8.2(d) EXTERNAL DEBT STOCK  

External debt stock refers to unpaid portion of external resources required 

for developmental purposes and balance of payments support, which could not be 

repaid when they fell due. External debt outstanding in 1995 amounted to US$ 

32,584.8 million, showing an increase of US$ 3,155.9 million or 10.7 percent over 



 

71 
 

the level at the end of 1994. At the end of December, 2001, it amounted to US$28.4 

billion representing a slightly increase of US$0.1 billion, or 0.4%, compared with 

US$28.3 billion in the preceding year. The debt stock as proportion of GDP has 

continued to fluctuate in the mid 90s which was largely attributed to the impact of the 

dual exchange rate system on the variables. External debt is valued at the official 

exchange rate while the GDP is itself under the influence of developments in the  

Autonomous Foreign Exchange Market (AFEM). 

However, the increase in the country’s external indebtedness was largely 

attributable to accumulated debt service payment arrears that were recapitalised, the 

penalties on such arrears and the effect of the depreciation of the US Dollar vis-à-vis 

other major currencies in which the nation’s external debt were denominated. 

The distribution of the debt outstanding by creditors showed that the Paris 

club accounted for the highest share of US$22.1billion or 77.9 percent in 2001. This 

was followed by multilateral holdings of US$2.8 billion, or 7.2 percent, and 

promissory note holders US$1.3 billion or 4.6 percent. The balance (US$121.2 

million or 0.4 percent ) was held by the non-Paris Club Bilateral Creditors.  

 

3.9 ANALYSIS OF VARIANCE (ANOVA) 

The testing of the significance of the multi-variate regression model for this 

study was undertaken with the help of the Analysis of Variance table as shown 

below. 
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   TABLE 3.1:  ANOVA TABLE 

Source of 

Variable 

Sum of Squares Degrees 

of 

Freedom 

Mean of 

Square 

F-ratio 

    

Regression SSR =Y2R2 K                     

MSR = SSR 

               k 

F* = MSR 

         MSE 

Error SSE = Y2-Y2R2 n-k-1 MSE = SSE 

         n- k-1 

 

Total SST = y2- (y)2 
                     n 
                         

n-1   

 SOURCE: Nworuh, (2001) 

 Where: 

SSR = Sum of Squares of Regression 

SSE = Sum of Squares of error 

SST = Sum of Squares of total variance 

     K = number of explanatory variable (3) 

               n = number of observations (22) 

In the multiple regression, the correlation coefficient (R), the coefficient of 

determination (R2), the T-ratio and F- ratio were obtained using the electronic 

computer. 

 

    3.9.1 THE COEFFICIENT OF DETERMINATION (R2)  

The multiple coefficient of determination (R2) measures the proportion of the 

total variation in the dependent variable (Y) that is the Gross Domestic Product 
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(GDP), that is explained by the variations in the selected aggregates of 

macroeconomic performance (the independent variable) put together. This is 

computed using the formula: 

SSR    Explained Variation 
    R2 =            =  

SST    Total Variation  o R2 ±1 
 Where  

  SST = Total sum of squares  

SSR = Regression sum of squares 

 

3.9.2 THE CORRELATION COEFFICIENT(R) 

The multiple correlation coefficient (R ) measures the strength of association 

existing between gross domestic product (GDP) and the selected indicators of 

macroeconomic performance.  This is calculated using the following formula:    

R = ± R2 

       Where  

–1  R   1   

 

3.10 THE SIGNIFICANT TEST 

The significance of our multi-variate estimates is tested using a combination of F-

ratio test and the T-test statistics. 

 

3.10.1 THE F-RATIO TEST 

The F-test was used to test the significance of all the independent variables. It 

shows whether there is a significant relationship between dependent variable G and 

the independent variables a1, a2, …a8. This computed using the formula as indicated 

on the ANOVA table. 
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MSR 
F* =  

MSE 
 

DECISION RULE:   

F- RATIO 

Having computed the F-value, the null hypothesis (H0) is accepted at  = 0.05 

significant level if: 

F*  F1- k, n-k-1 degree of freedom, 

Otherwise, Ho is rejected in favor of the alternative hypothesis (HA), for a one-tail 

test.  Here,  F1- k, n-k-1 degree of freedom is the critical value obtained from the F- 

distribution table. 

  

3.10.2 THE STUDENT T-TEST 

If the F-ratio rejects the null hypothesis, that is accepting that there is a 

significant linear relationship existing between the dependent variable and the set of 

independent variables, then the student t-test is carried out to find out which of the 

independent variables contribute (s) to the significance of the linear relationship 

established by the F-ratio.  The t-test value is calculated using the formula: 

n – 2 
 t = R  

1 – R2  for n-2 degrees of freedom 
 

The null hypothesis (H0), that is,  = 0 is accepted at  significant level and 

n-k-1 degrees of freedom if: 

 t- calculated  t1-/2, n-k-1 
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   where 

t1-/2, n-k-1 is the critical value obtained from the t-distribution table. 

Otherwise, the alternative hypothesis (HA), that is   0 is accepted if: 

t-calculated  t1-/2, n-k-1. 
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CHAPTER FOUR 

 

DATA PRESENTATION, ANALYSIS AND INTERPRETATION RESULTS 

4.1      INTRODUCTION 

Nigeria is regarded as one of the heavily indebted countries. The debt burden 

has led to low economic performance and to the inability to diversity the economy 

thereby paving the way for a self-sustained development and growth. The  perverse 

effect of the debt overhang can only be illustrated by a combination of debt and 

economic variables. 

This chapter therefore presents available data on the external debt trend and 

those of some selected aggregates of macroeconomic indicators. It also presents the 

results of the analysis of the statistical relationship between economic growth and the 

selected macroeconomic aggregates and the test of significance thereof. 

 

4.2    DATA PRESENTATION  

The presentation of data and analysis of data involve converting a series of 

recorded data into descriptive statements from where we could draw inferences about 

relationships. This process also involves presenting the data in a from where 

descriptive statistic could be applied very easily.  

The data for this analysis are drawn for the period 1980-2001 and are 

presented in table 4.1 below. The sample size is 22: The figures in the table are 

denoted in  millions of Naira.   The chosen indices studied against the gross domestic 

product for the period under review are: 
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TABLE 4.1: SELECTED MACROECONOMIC INDICATORS 

Year  EXT. 

RESERVE 

(R) (NM) 

EXT. DEBT     

(D ) (NM) 

GDP  (G) 

(NM) 

EXPORTS 

(X) (NM) 

EXCH. 

RATES   

(E)(N1  $1) 

EXT. DEBT 

SER. (S)   

(NM) 

BOP ( B) 

(NM) 

IMPORTS 

(M) (NM) 

1980 5,445.6 1,866.8 49,632.3 14,077.0 0.55 110.4 2,402.2 9,095.6 

1981 2,424.8 2,331.2 50,456.6 10,470.1 0.61 518.5 (3,020.8) 12,839.6 

1982 1,026.5 8,819.4 51,570.3 8,722.5 0.67 775.2 (1,398.3) 10770.5 

1983 781.7 10,577.7 56,709.8 7,502.5 0.72 1,335.2 (301.3) 8903.7 

1984 1,143.8 14,808.7 63,006.2 9,088.0 0.76 2,640.5 354.8 7178.3 

1985 1,641.1 17,300.6 71,368.1 11,214.8 0.89 3,718.0 (561.7) 7062.6 

1986 3,587.4 41,452.4 72,128.2 8,513.0 2.02 2502.2 (5667.7) 5983.6 

1987 4,643.3 100,789.1 106,883.2 30,360.6 4.01 3574.6 (18,264.8) 17861.7 

1988 3,272.7 133,956.3 142,678.3 81,192.8 4.54 8140.7 (20,795.0) 21,445.7 

1989 13,457.1 240,393.7 222,4576 57,971.2 7.39 15,577.7 (22,993.5) 30860.2 

1990 34,953.1 298,6144 257,873.0 109,886.1 8.04 30,855.8 (5,761.9) 145,911.4 

1991 44,249.6 328,054.3 320,247.3 121,533.7 9.91 35,334.2 (15,706.8) 87,020.2 

1992 13,992.5 544,264.1 544,330.7 205,611.7 17.30 41,327.9 (10,404.1) 145,911.4 

1993 67,245.6 633,14.4 691,600.0 218,801.1 22.33 38,266.4 (42,060.4) 166,100.4 

1994 30,455.9 648,813.0 911,070.0 206,059.1 21.89 34,722.8 (42,623.3) 162,788.8 

1995 40,333.2 716,865.6 1,960,690.0 952,883.7 21.89 122446.2 (195,216.0) 755,127.7 

1996 174,309.9 617,320.0 2,331,930.0 1,309,584.0 84.58 147048.0 (531520.0) 562,626.6 

1997 262,198.5 595,931.8 2,835,010.0 1,091,131.4 82.00 134685.0 1076.3 845,716.7 

1998 226702.4 633,017.0 2,765,670.0 689,006.2 84.40 107395.0 (220,671.4) 837,418.9 

1999 523,745.0 2,577,383.4 3,193,670.0 1,189,005.9 93.95 162054.4 (326,635.0) 862,525.3 

2000 

2001 

1,011,851.8 

1,170,004.0 

3,097, 383.8 

3,176,291.0 

4,842190.0 

5,487,990.0 

1945762.3 

2,117,976.5 

102.10 

111.90 

175203.6 

238145.6 

314,148.7 

29,228.3 

962,970.0 

1,266,081.3 

Sources: (i)  Central Bank of Nigeria, statistical Bulletin vol. 10 N0.2 Dec 1999 

(ii)     Central Bank of Nigeria, Annual Report and statement of Accounts, various issues. 

 

 

 

 



 

78 
 

     TABLE 4.2: SELECTED EXTERNAL DEBT RATIOS, 1980 –2001 (IN 

PERCENTAGE) 

YEAR EXTERNAL 

DEBT / GDP 

EXTERNAL 

DEBT 

EXPORTS 

DEBT 

SERVICE 

/ GDP 

DEBT 

SERVICE / 

EXPORTS 

1980 3.8 13.3 0.2 0.8 

1981 4.6 22.3 1.0 4.7 

1982 17.1 101.1 1.5 8.4 

1983 18.6 141.0 2.4 17.2 

1984 23.5 163.0 4.2 28.9 

1985 24.2 154.3 5.2 31.7 

1986 57.5 487.0 3.5 27.7 

1987 94.3 332.0 3.3 11.8 

1988 93.9 93.9 5.7 26.1 

1989 108.1 414.7 8.0 26.9 

1990 115.8 271.7 13.3 28.1 

1991 102.4 269.9 12.4 29.1 

1992 99.9 264.7 14.0 23.0 

1993 91.6 289.4 5.5 17.5 

1994 71.2 314.9 3.8 16.9 

1995 36.6 75.2 6.3 12.9 

1996 26.5 47.1 6.3 11.2 

1997 21.0 54.8 4.8 12.3 

1998 22.9 91.9 3.9 15.6 

1999 80.7 216.8 5.1 13.6 

2000 64.0 159.1  3.6 9.0 

2001 57.9 150.0 4.3 11.2 

Sources: (i)    Central Bank of Nigeria, statistical Bulletin vol. 10 N0.2 Dec 1999 

(ii)     Central Bank of Nigeria, Annual Report and Statement of Accounts, various issues. 
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4.3     DATA ANALYSIS AND INTERPRETATION OF RESULTS    

Four macroeconomic indices were chosen for the purpose of the study. They 

indices were regressed against gross domestic product (GDP). The result of which is 

presented as follows: 

 
G  = Gross Domestic Product (GDP). 

R  = External Reserves 

D  = Eternal debt stock 

E  = Foreign Exchange Rates 

S  = External debt services 

 

 

4.3.1 ANALYSIS OF RELATIONSHIP BETWEEN ECONOMIC GROWTH (GDP), 

EXTERNAL DEBT STOCK (D), EXTERNAL DEBT SERVICE (S) AND 

EXTERNAL RESERVE (R). 

   TABLE 4.3:  SUMMARY OF RELATIONSHIP PARAMETERS 

GDP 

on 

R R2 Adjusted R2 Std. Error of 

the estimate 

f-ratio Standardized beta 

coefficients 

D 0.911 0.831 0.822 697490.44 97.997* 0.911* 

S 0.972 0.945 0.942 397189.93 343.88* 0.972* 

R 0.941 0.886 0.881 570964.96 156.088* 0.941* 

*    =    significance at 0.01 level 

 

In the above summary it can be seen that at the three aggregates that relates to 

external debt burden [Debt Stock (D)], debt service (S) and external reserve (S) 

indicated positive strong relationship with economic growth (GDP).  Also it can be 

seen that all the parameters are highly significant even at 0.01 level.  It must equally 
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be stated that the error in the estimation of GDP using any of the independent 

variables as single factors is high, this therefore demand the use of more factors at a 

time in a multi-regression model. 

The relationship models are as follows: 

Model  1: GDP = 212982.0  +  1.548D (Unstandardized). 

  GDP = 212982.0   +  0.911D  (Standardized). 

 

The beta coefficient of 0.911 imply that 91.1% of the national GDP 

correspond to the requirement of external debt repayment. 

 

Model  2: GDP = -93356.778  +  22.271S (Unstandardized). 

  GDP = -93356.778   +  0.972S  (Standardized). 

 

The beta coefficient of 0.972 as indicated in the above model imply that 

97.2% of the national GDP correspond to the external debt service requirements. 

 

Model  3: GDP = 390203.423  +  4.60R    (Unstandardized). 

  GDP = 390203.423  +  0.941R   (Standardized). 

 

The beta coefficient of 0.941 as indicated in the above model imply that 

94.1% of the national GDP correspond to the external debt reserve requirements. 
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Table 4.4 COMPOUND RELATIONSHIP BETWEEN ECONOMIC GROWTH 

AND EXTERNAL DEBT, DEBT SERVICE AND EXTERNAL 

RESERVE. 

 

RELATIONSHIP MODEL PARAMETERS 

R R2 Adjusted R2 Std. Error of estimate f-ratio 

0.994 0.989 0.987 189301.65 527.973* 

*    =  significant at 0.01 level. 

 

The above shows that 99.4% relationship exist between GDP and the three 

variables all put together.  Also 98.9% variation in GDP is being explained by the 

cumulative variation in external debt, debt service and external reserve.  The 

significance of the above variation is established by the f-ratio value of 527.73 which 

is highly significant even at 0.01 level. 

 

Table 4.5: Coefficients  

Variables Unstandardized 
coefficients 

Standardize
d coefficient 

t Significance 

 B Std. Error Beta 
Constant 21505.838 54975.110  0.391 0.700 

D -3580E.02 0.116 -0.021 -0.309 0.761 

S 14.421 1.217 0.629 11.847 0.000 

R 2.055 0.321 0.421 6.404 0.000 

Source:  Computer analysis. 
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4.4   TEST OF HYPOTHESES: 

The hypotheses earlier stated in chapter one are tested here.  

 

4.4.1 HYPOTHESIS  ONE: 

H0I:  Nigeria’s external debt stock has affected its economic growth negatively. 

 

HAI:  Nigeria’s external debt stock has affected its economic growth positively. 

In testing this hypothesis the association model GDP  =  21505.838 – 0.021D  

+  0.6295S  +  0.421R is relevant.  Of particular importance is the sign of the beta 

coefficient corresponding to (D).  Since the sign is negative, we accept H0 and reject 

HA.  The conclusion therefore is that Nigeria’s external debt stock has affected its 

economic growth negatively. 

 

4.4.2    HYPOTHESIS  TWO: 

HO2 :  Nigeria’s external debt service burden has affected its economic growth 

negatively. 

 

HA2 :  Nigeria’s external debt service burden has affected its economic growth 

positively. 

 

The sign of the beta coefficient corresponding to (S) is of importance in the 

testing of this hypothesis.  Since this is positive, we accept HA and reject H0 and 

conclude that Nigeria’s external debt service burden has affected its economic growth 

positively. 
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4.4.3 HYPOTHESIS  THREE: 

HO3 :     Nigeria’s external reserve has negatively lead to economic growth. 

 

HA3 :     Nigeria’s external reserve has positively lead to economic growth. 

 

 The sign of the beta coefficient corresponding to (R) is of importance in the 

testing of this hypothesis.  This is positive and significant, we therefore reject H0 and 

accept HA.    The conclusion therefore is that Nigeria’s external reserve has positively 

lead to economic growth. 

 

Table: 4.6:   ANALYSIS OF IMPACT OF EXTERNAL DEBT, DEBT SERVICE 

AND EXTERNAL RESERVE ON NAIRA EXCHANGE RATE. 

SUMMARY OF RELATIONSHIP PARAMETERS 

R R2 Adjusted R2 Std. Error of 

estimate 

f-ratio Beta 

coefficient 

0.962 0.925 0.913 11.8101 74.351* D = -0.242 

S  = 0.816 

R = 0.401 

*    =  significant at 0.01 level. 

 

The above summary shows that the three factors indicated 96.2% relationship 

with Naira exchange rate.  The three equally explains 92.5% of the total variation in 

exchange rate of the Naira.  Also the f-ratio value of 74.351 which is significant at 

0.01 level  shows that the above relationship given as: 

 E  =    2.058 – 0.242D  +  0.816S  +  0.401R  is highly significant. 
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4.4.4      HYPOTHESIS FOUR 

H04:  The external debt burden of Nigeria has contributed significantly to the 

Naira devaluation. 

 

HA4 :  The external debt burden of Nigeria has not contributed significantly to 

the Naira devaluation. 

In testing this hypothesis, the sign of the beta coefficient for D is of 

importance.  Since it is having a negative sign, it implies that external debt increase 

has led to Naira devaluation.  We therefore accept H0 and reject HA.  The conclusion 

therefore is that the ever-increasing external debt stock has contributed significantly 

to the Naira devaluation. 

 

4.5 PRESENTATION AND ANALYSISOF PRIMARY DATA. 

100 questionnaires were administered to and retrieved from 4 branches of the 

Central Bank of Nigeria.(CBN) Each of the branches received 25 questionnaires . The 

respondents were mainly top management officers of the bank. 40 of the respondents 

hold master of business Administration degree (MBA), 10 are Ph. D holders, while 

50 are Bachelor degree holders (15 of these have ICAN and AIB professional 

qualifications in addition) their responses are summarized below. 

 

4.5.1 REACTION TO EXCHANGE RATE REFORMS 

From the questionnaires administered, 65% of the respondent agreed that 

Nigeria should continue to operate a market-determined exchange rate system. Table 

4 shows the distribution of banker responses.  
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 About 35%  objected to this system instead the suggested the fixed exchange 

rate system given the continuous fall of the Naria over the years which has impacted 

negatively to our external  debt stock and debt services; making reference to  

Abacha’s regime when it was pegged at N21to a Dollar ($1). They argued that 

manufactures can hardly plan because of lack confidence in the domestic currency, 

thus production is affected. 

The researcher believes that this is a discouraging of scenario, when almost 

these in the key sectors of the economy (manufacturers) have lost confidence in 

Naira. To worsen the situation most banks officials are believed to have connived 

with some commercial banks in the round-tripping exercise going on in the exchange 

market. Again, the present government under the Obasanjo regime has defiantly 

refuse to heed to calls by most Nigerians to reduce her huge expenditure on foreign 

trips, constructing a multi- billion Naira Abuja national stadium, hosting of 

international conferences, approved the purchase of a new presidential jet and 

massive fuel importation from abroad. These certainly impact negatively to the of the 

value domestic currency and the economy in general. 

As suppose “ well informed” leaders in society, this situation represent an 

ugly development for the country, especially when the apex bank and federal ministry 

of finance that advice the government on monetary and fiscal matters seem not be 

living up to expectation especial in matters affecting the economy in which the 

operate. What hope do we repose on the apex bank? 

Key:      

        Agree = A, disagree = Ds, neutral =N 
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  Table 4.7:  RESULTS FROM RESPONDENTS (Exchange Rate Issues) 

Questions: A Ds N 

Question 23: in your own opinion do you think 

Nigeria should continue to operate a market 

determined exchange rate system? 

65 35 - 

Question 24: is it true that some of the staff of the 

CBN aid and abet some commercial banks in 

foreign exchange malpractices such as round-

tripping and money laundering? 

40 25 35 

Question 25: do you lend credence to the assertion 

that since 1980, Nigeria depends on crude oil for her 

major source of foreign exchange? 

80 20 - 

Question 26: much of the foreign exchange earnings 

from crude oil are used in external debt servicing? 

Question 27: do you think that foreign exchange 

management is an important issue in debt 

management in Nigeria?  

75 

 

85 

25 

 

15 

- 

 

- 

 

 

4.5.2 REACTION/ATTIUDE TOWARDS MEASURES TO ACHIEVE 

EXPORT  PROMOTION AND DIVERSIFICATION 

The response solicited from respondent in this section is intended to 

determine their attitudes towards measures to achieve export promotion and 

diversification in the economy.  90% agreed to this, that is, appropriate policies and 

measures should be adopted to facilitates export promotion and enhance export 
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diversification. These they said will contribute to greater generation of foreign 

exchange resources and reduce the instability of export receipts in order to meet up 

with our debt obligations. 10% disagreed with this, arguing that the corrupt practices 

and volatile nature of the Nigeria political system will certainly not allow this to work 

effectively. Summary of their responses is shown in table 4.6. 

Table 4.8:  RESULTS FROM RESPONDENTS (Export Matters) 

Questions: A Ds N 
Question 10.  Has there been any need for the expansion of the 

country’s productive base? 
90 10 - 

Question 28.  The over dependence on oil is unhealthy particularly 
as the world market for petroleum is volatile? 

75 15 10 

Question 30.  Expansion of non- oil exports should be pursued for 
managing Nigeria’s Foreign Exchange resources in the post-
SAP period? 

 

90 5 5 

  
 

4.5.3 REACTIONS TO IMPORTS REGULATIONS 

The researcher discovered that 17% of the respondent believes that 

appropriate policies and measures should be adopted to reduce import dependency. 

Some of them interviewed suggested developing a domestic capital goods industry 

while dependence on imported raw materials should be eliminated by encouraging 

the local source of raw materials in particular should reduce dependence on capital 

imports. All these will help to reduce huge foreign exchange disbursements, trade 

arrears etc which has impacted adversely on the country’s foreign reserves, balance 

of payments etc there by worsening our external debt position. 

20% of the respondent disagreed to this arguing that the consumption pattern 

of most Nigerians is geared towards imported goods and services. According to them 

most of the government officials and their families feed virtually on imported 

products, most Nigerian companies are just assemblage operators repackaging 
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imported semi- finished goods and utilizing over 70% imported capital in their 

operations. This school of thought tend to believe that Nigerians need reorientation 

for this to work out. The remaining 5% of the respondents maintained their 

reservation on the issue. 

Table 4.9:  RESULTS FROM RESPONDENTS (Import matters) 

Questions: A Ds N 

Question 21. The Nigerian Government should pursue import 

expansion and import promotion? Do you agree to this idea?  

20 75 5 

Question 31.  The government should vigorously pursue policies 

that would reduce the external dependence of the Nigerian 

economy in the years ahead?. Do you support this view?  

85 10 5 

Question 32.  Local manufacturers should be encouraged to utilize 

local raw materials in their production process?. 

90 10 - 

 

4.5.4 REACTIONS TO NIGERIANS EXTERNAL DEBT MANAGEMENT ISSUE 

From the questionnaires administered 95% agreed that measures should be 

adopted to reduce the debt stock and debt-service payments in order to ameliorate its 

effects on the balance of payments, investor and economic growth and development 

of the nation. While 5% maintain their reservation on the issue. See table 4 below: 

Table 4.10:  RESULTS FROM RESPONDENTS (External Debt issues) 

Questions: A Ds N 

Question 9 . Are you of the opinion that external loans were needed 

to improve Nigeria’s ailing economy in late 70s? 

 

65 35 - 

Question 11.  Has there been any need for the expansion of the country’s 

productive base? 

90 5 5 
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Question 12.   Is there any need to develop strategies for reducing the 

amount of debt service and debt stock? 

 

5 95 - 

Question 13.   Do you support loans sourced at high interest rates from 

private international financial institutions? 

70 25 5 

Question 14.   Do you consider it necessary to make case for Nigeria as 

regards debt rescheduling and eventual debt cancellation? 

 

80 20 - 

Question 15.   The international community should consider Nigeria 

among the highly indebted poor countries (HIPC) initiative seeking for 

debt relief. 

60 40 - 

Question 17. Much foreign aid to the developing countries in Africa is 

in the form of military aid 

90 10 - 

Question 18.     Does this tend to stimulate their economies? 

 

10 90 - 

Question 20.   The West is to be blame for Third World poverty (Nigeria 

inclusive) is the claim of most scholars. Do you agree to this assertion? 

 

85 15 - 

 

4.5.5 REACTIONS TO NIGERIA’S EXTERNAL RESERVES 

   From the questionnaire administered 90% of the respondents supported the 

call for the diversification of the country’s portfolio of international assets. As a 

convention among central banks of most third world countries, the considered 

international reserves to be adequate if it can finance imports (at the current monthly 

rate) for a minimum of 4to 6 months. Iyoha et al (2002), posits that Nigeria, since 

1962 has been using this convention but staying at the lower level. Hence, for Nigeria 

the level of international reserves is considered “adequate” if it can finance import 

bills for a minimum of 4 months.  10% of the respondents remained neutral on this 

issue.  
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Table 4.11:  RESULTS FROM RESPONDENTS (External Reserves issues) 

Questions: A Ds N 

Question 29.  Do you support the call for the diversification of 

Nigeria’s portfolio of international reserve assets?  

80 10 - 

  

4.5.6 REACTIONS TO THE NON ECONOMIC VARIABLES 

The researcher discovered that 87% of the respondents believe that non 

economic variables mainly corruption, mismanagement and political instability 

present in our economic system contributed larger to the excruciating debt crisis and 

the eventual epileptic economy Nigeria has found her self over the years. The 

enormity of the havoc corruption (in particular) has caused to the growth and 

development of the economy of this great African nation is unimaginable and 

unquantifiable. They therefore, advocate for a total overhauling of the entire system.  

10% of the respondents did not accept this while 3% remain neutral on the issue.  

 

Table 4.12:  RESULTS FROM RESPONDENTS (Non – Economic Variable matters) 

Questions: A Ds N 

Question 33.  Non- economic variables such as corruption, 

mismanagement and political instability have contributed 

immensely to the lingering external debt crisis of Nigeria is 

the claim of some scholars. Do you agree to this assertion ?. 

87 10 3 
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4.5.7  DISCUSSION OF RESULTS FROM SECONDARY DATA 

All the three selected indicators of macroeconomic performance used to 

regress on GDP: External Reserves (R), external debt stock (D) and external debt 

services (S) indicated relationships with the Gross Domestic Product (G) and equally 

explains about 98.9% of the total variation in the GDP when all of them are in 

operation. 

Besides, we are able to establish a very strong negative linear relationship (-

0.021) between GDP, and external debt(D),  using the multiple regression model, thus 

GDP = 21505.838 – 0.021D + 0.6295S + 0.421R.  But a number of factors account 

for the insignificant contribution of this index when it was regressed alongside other 

variables with GDP as revealed by by the multi- regression model in this study, 

among which are: 

(1) Leakage in Government Financing: It is accepted that the government of Nigeria 

over the years has been financing budget deficit both from domestic and external 

sources. But the question remains what proportion of the borrowed fund actually 

goes into financing of government activities. It is known that greater percentage 

of these borrowed funds were diverted into private accounts of some government 

Officials in foreign lands, which such monies appear in the government account 

without actual inflow of the funds into the government Treasury. 

The assertion of the late Head of the State, General Sani Abacha, during the 

1997 budget speech is of importance. He said: “During 1996, an appraised of the 

projects funded with the International Capital Market (ICM) loans was conducted 

with a view to determining whether the country obtained commensurate value from 

the borrowing. This produced remarkable results; field visits to the 145 projects with 

total ICM loans amounting to 13.151 billion US Dollars revealed that 18 projects 

90 
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with total loan amount of 0.836 billion US Dollars were never executed, but credit 

line were drawn in all cases. The projects were classified as failed”.   

(2)  Another factor that has affected the full realization of the impact of increasing 

external debt on economic growth and development as indicated by the 

insignificant relationship between external debt and GDP growth factor is what we 

may refer to as” inappropriate investment strategy of past government”. This is so, 

because most of the borrowed funds, which resulted in the external debt problem, 

were used to finance “white elephant” projects, which never left the implementation 

stage to the operational stage and never contributed anything to the economic 

growth efforts of the nation. Examples of such projects include: the Alaja Steel 

rolling mill, the Ajokuta steel rolling mill, and a host of other failed and abandoned 

public sector projects at both Federal, State and local government area in Nigeria 

without one form of public sector project abandoned after millions of Naira have 

been sunk into the projects. Abacha (1997), in the budget speech said: 

Another 44 projects with loan amount of 4.811 billion US Dollars were classified as 

distressed. They were either not commissioned or were commissioned and then closed 

down shortly after. The potential economic and social benefits of these projects cannot be 

achieved with further injection of funds.  

The above statement confirms only a fraction of such realities in Nigeria 

economic system. 

The most unfortunate thing is these monies are borrowed funds which the nation 

kept on paying the service obligations from new sources of finance. Whatever money 

already invested ends up being a drain on public sector expenditure and of no positive 

effect on the economic growth process. 
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There has been efforts to correct the misalignment in the naira exchange rate 

through the autonomous foreign exchange market (AFEM) to reduce the high 

premium in the parallel market. The high demand for foreign exchange should be 

addressed though policy measures that will ensure that pressure is reduced on the 

available foreign exchange earnings and thus external sector. Such policy measures 

should be put in place in order to address the high demand for foreign exchange as 

this will reduce pressure on the demand for the available foreign exchange earnings. 

The unfavourable effect of the mounting external debt on the exchange rate of the 

Naira is further confirmed in this study by the inverse relationship between external 

debt stock and the exchange rate of the Naria to the Dollar. Hence  efforts should be 

made to rationalize imports to a level commensurate to the countries socio-economic 

needs and the necessities for economic development. Also the debt stock as a 

proportion of GDP has continued to fluctuate in the mid 90s which was largely 

attributed to the impact of the dual exchange rate system on the variables. However, 

debt stock on itself alone exerts no significant positive impact on the economy since 

it is an established fact that a significant  percentage of the debt stock was not 

channeled to productive sectors of the economy. 

However Exports, more often than not, reflect production beyond what is 

required for domestic consumption in a situation where a deliberate policy to produce 

solely for exports is not pursued. To develop this sector requires huge capital 

investments which attracts foreign support in terms of loans and manpower. If 

judiciously utilized the exporting economy will benefit from increased production of 

goods and services, employment and a more optimal utilization of productive 

capacity. These benefits eventually transform into better living condition for the 

nationals of the exporting economy since foreign exchange earned would contribute 
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to meeting their needs for some essential goods and services, service their debts and 

repay the principal sum over time. 

Recent developments in the Nigeria oil dependent monocultural economy 

have led to the recognition of the importance of export as a veritable engine of 

economic growth. The decline in foreign exchange earnings and the ever increasing 

demand for foreign exchange by a largely import-dependent economy imply that 

additional source for foreign exchange earnings to finance the gap between the 

demand for and the supply of foreign exchange must be found. One major viable 

source for a nation desirous of reducing its dependence on foreign borrowing and for 

a self sustaining growth is through the development of its export potentials and an 

aggressive marketing of its exports in the global market. 

On the significant relationship between gross domestic product, which is a 

measure of economic growth and external reserves, we can say that the findings are 

in line with existing literature which confirms that a country’s external reserves are 

the financing assets available to the monetary authorities to meet temporary 

imbalances in the external payments position and to pursue other policy objectives 

.External reserve management is the technique of optimizing a nation’s external 

resources to meet its economic needs (Ojo, 1996). 

Nigeria, as a member of the international community, has bilateral and 

multilateral relations with other countries and organizations which necessitate the 

exchange of goods and services. External reserves are kept and carefully managed to 

facilitate such business and diplomatic transactions. It should be noted that external 

reserves are portions of foreign exchange receipts saved by the monetary authorities 

for the purpose of enhancing the credit worthiness of the economy, protecting the 

international value of the domestic currency and financing temporary shocks in the 
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balance of payments. Reserves are held in the form of monetary gold, reserve 

position in the International Monetary Fund (IMF), Special Drawing Rights (SDRs) 

and foreign bank balances. 

More importantly, the management of the reserve affects the conduct of 

monetary policy and ultimately the performance of the nation’s economy (Ojo, 1996). 

This is because the changes in net foreign assets influence the total money supply. 

External reserves managements by the CBN involves the constant review of the 

country’s reserve position so that external financial obligations are met accordingly. 

Such external loans could be channeled to the external reserves so as to correct any 

imbalance caused by the debt service obligations, import or export, Balance of 

payments position and so on. 

Movement in a country’s external reserves is an indication of the overall 

position of its balance of payments. Hence policies aimed at managing a country’s 

balance of payments affect the external reserves position of the country. The CBN 

has managed the external reserves through promotion of policies conducive to 

favourable balance of payments as well as the management of external debts. Various 

programmes employed by the CBN to manage Nigeria’s external debt, such as debt 

buy-back, have had some impact on external reserves. A country’s reserves should, 

according to international standards accommodate about 3-4 months of import 

commitments.  

 

4.6 DISCUSSION OF RESULTS FROM PRIMARY DATA 

Our analysis so far has demonstrated that proper foreign exchange 

management, foreign reserve management, export diversification and promotion and 

import regulation are sine qua non for external debt management and self – reliant 
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economic growth . On the basis of this , what measures can we recommend for 

adoption by Nigerian government and her Policy makers in the years ahead. Taking 

off from the achievements and short comings of external debt management strategies 

during and after the SAP era, responses from questionnaires received suggest that : 

         (a). Nigeria should continue to operate a market-determined exchange rate system. 

However, the Central Bank should stand ready to intervene in the foreign exchange 

market in order to stabilize the value of the naira and prevent incessant 

depreciation. 

        (b). Appropriate policies and measures should be adopted to facilitate export promotion 

and enhance export diversification. This will contribute to greater generation of 

foreign exchange resources and reduce the instability of export receipts. 

       (c). Appropriate policies and measures should be adopted to reduce import dependency. 

In particular , dependence on capital imports should be reduced by developing a 

domestic capital goods industry while dependence on imported raw materials 

should be eliminated by encouraging the local sourcing of raw materials . All these 

will help to reduce foreign exchange disbursements thereby conserving funds to 

service our debts. 

      (d ). Nigeria’s external debt however , should be prudently managed. Measures should be 

adopted to reduce the debt stock and service payments in order to ameliorate its 

effects on the balance of payments, investments and economic growth and 

development. 

     (e).    Capital punishment has been advocated as penalty for any public officer caught 

indulging in corrupt practices (without any exclusion) beginning with the 

presidency. This is to ensure that the huge foreign earnings accrued to this country 

from oil and gas and other solid minerals unaccounted for, are religiously harnessed 
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and channeled to other productive sectors of the economy as against the current 

practices whereby the oil revenue are stacked in foreign banks by government 

officials. 

Given our analysis we may conclude that adoption and implementation of 

these strategies would enhance balance of payments viability, increase our foreign 

reserves assets, expand our productive base thereby reducing importation which will 

eventually lead to reduction of our external debt stock and contribute to the rapid 

development of the Nigerian economy in the years ahead. 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 SUMMARY OF THE WORK 

This work has its primary focus on the impact of external debt on growth and 

development of the Nigerian economy for the period 1980-2001. The result would 

provide the frame work for the management of the external debt with the objective of 

improving economic performance of the nation. 

The aggregates of macroeconomic indicators used for analysis in this study 

include, gross domestic product (GDP), foreign exchange rates, external debt stock, 

external debt services, and external reserves for the various years as reported by the 

Central Bank of Nigeria and the Federal Office of Statistics. 

However, the study made extensive reference to existing literature in a search 

from the theoretical base for our analysis. The empirical evidence obtained were 

subjected to quantitative and statistical analysis by means of a combination of ratio 

analysis, percentage distribution, simple and multiple regression analysis. The results 

of our analysis indicated that foreign exchange rate variations, external debt services 

foreign reserves, impact most on debt more than any other aggregate of 

macroeconomic indicators studied in this work.  

The findings of this study can be summarized as follows:  

Findings in respect of this study did not reveal that the debt burden has led to 

low economic performance and the inability to diversity the economy, which should 

have paved the way for a self-sustained development and growth. From the results of 

the regression analysis, it was revealed that external debt can not be statistically said 

to have a significant relationship with economic growth and development. So we can 

not sufficiently say that the poor performance of the Nigerian economy during the 
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study period is not unconnected with mounting debt stock with its service payments. 

GDP as a dependent variable has not been found to be directly influenced by the 

external debt burden as measured by the economic and debt indicators.  However 

export, external reserve and import were found to be dominant variables that has been 

affecting economic growth. This is so given that external debt is only a factor that 

result out of import and export activities. 

On the other hand, the debt indication as shown in Table 4.2, for instance, the 

ratio of debt service to GDP, debt service to exports, external debt to GDP, external 

debt to exports, and interest payment to debt service, all displayed an increasing 

trend. The rising ratios indicate the degree of the debt overhang or the severity of 

Nigeria’s external debt burden. Also high ratios in terms of exports indicate that a 

country is highly vulnerable to balance of payment difficulties. 

The ability of debtor countries to service their external debt therefore depends 

on the rate of growth of exports and the amount of foreign exchange earned. The 

higher the rate of growth of exports, the higher the ability to service external debt and 

vice versa. In the same vein, a higher rate of export reduces the transfer problem such 

that the inflow of resources. That is, there is a greater tendency to get a positive net 

transfer into the country. 

Evidence from our analysis of several debt relief measures adopted showed 

that their implementation to data has not significantly altered the picture. The debt 

burden kept on increasing despite these measures. There is however, no denying the 

fact that these measures had some short term relief. But in the long-run, the measures 

amounted to higher debt burden because of increased arrears, rescheduled amounts 

and fluctuating interest and exchange rates. 
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Finally, the severity of the debt problem as shown by the various debt burden 

indicators has maintained an upward trend. The impact of escalating debt and sky- 

rocketing debt service burden on the economy has been devastating. The debt burden 

has disrupted economic development and has created serious socio-economic 

problems. The accumulation of import arrears and defaults on debt service threatened 

the country’s credit worthiness and solvency. 

 

5.2 RECOMMENDATIONS 

This section proffers recommendation that would improve the debt 

management strategies as a means of reducing the debt burden and enhancing better 

economic performance. This is because external finance can only be a complement to 

and never a substitute for domestic development efforts hence the urgent need for 

Nigeria to re-order her house and formulate rational debt management strategies. 

Based on the findings so far made by this study, the researcher makes the following 

recommendations. 

(1) There is need to expand the country’s productive base in order to earn more 

through exports and strive to be less dependent on foreign loansefforts need be 

directed towards investment in viable projects which can pay for themselves and 

improve the country’s external debt position through improved export earnings 

rather than using other sources of revenue accrued to the country to service such 

debts as obtainable presently. 

(2) Emphasis should be made on sourcing only approved external loans approved by 

Nigerians from concessional creditors at affordable interest rate. This is necessary 

since interest arrears when capitalized forms a major source of the increase in 

total debt. 
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(3) To achieve sustainable recovery, Nigeria should make a case for debt 

rescheduling on highly concessional terms, but no ad-hoc rescheduling. We 

should roll off this into some “capital debt” portfolio, and then negotiate for a 

grace period of about 10 years, and an average interest rate of no more than 10%, 

possibly negotiate zero interest rate in a concessionary manner and a pay- off 

period of up to 20 years. 

(4) She should also ask for debt reduction through debt cancellation. This could be 

done by getting our friendly countries (based on the ceaseless trips of our present 

president Chief Olusegun Obasanjo) to write off the disputed balance since it has 

been discovered that there is over a 12-14% total variation debt, which Nigeria 

does not really owe. 

(5) With reference to (4), during those 10 years of grace, we should have a 

moratorium on new loans, or any loans should be strictly separated from the old 

loans and should be managed on an internal rate of return greater than the interest 

rate that they draw. Again, we may be able to negotiate more “grace” at the end of 

the grace period. 

(7) The need for more disciplined revenue generation particularly from diversification 

from the monoculture of oil income; VAT; corporate tax collection, 

commercialization of public (government) enterprises and export promotion is 

strongly advocated.   

(8)  Money leakage prevention for example, through tighter verification of oil and gas 

and other resource sale volumes, transparent accounting and regular auditing of 

government accounts is highly recommended. 

(9) Reduction in public (government) conspicuous consumption, burgeoning salaries of 

public officials, enlarging domestic debts, multi-billion dollar stadium (for 
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example as approved for Abuja by executive fiat) and purchase of executive 

presidential jets do not assist us in tacking our external debt.  

(10) More balanced private- public partnership (including guided) guided deregulation, 

outright privatization of some government companies and reduction (selling-off) 

of government contributions in high- capital joint-venture enterprises is equally 

recommended.  

(11) The need also arises for Nigeria to consider those problems that contributed to her 

inability to pay back her debt. Problems such as low savings propensity, 

unrealistic exchange rate, and diversion of proceeds of loan into other uses should 

all be examined. 

On the whole, our government needs to demonstrate a strong commitment to 

fiscal discipline if it is to be taken more seriously in its debt relief and cancellation 

campaigns. 

A country that has development at heart cannot entirely rely on revenue 

generated by itself as efficient debt management does not entirely eliminate debt 

stock.  However, avoiding debt problem entail keeping the debt stock within the 

servicing capacity of the country, from current and future trade and exchange flows.  

It also means an efficient debt management strategy and exploring all initiatives, 

proposals, models and packages proposed for the resolution of the problem as long as 

it will be beneficial to the country. 

   Since some of the debt management techniques adopted by the multilateral 

and creditor countries are align to the debt countries, there is the need to propose 

other techniques that are familiar, and natural to a country. 

    To this effect, for a long term sustainability, the units responsible for debt 

management both at central bank of Nigeria, Ministry of finance and National 
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planning Commission should be adequately trained and equipped with the demands 

of all the models evolved in debt management.  These units should liaise with World 

Bank and IMF officials in order to tackle debt problem early enough. 

    The Government on their part should express its seriousness in solving the 

debt overhang and thus enhance the long-term growth of the economy.  Nigeria 

should take a cue from experiences and models of other countries in resolving our 

debt problems. 

    There should be a properly coordinated and computerized data bank of debt 

profile.  This will assist in debt management.  A Federal debt department should be 

opened to iron out issues on external debts and the management of the debt stock.  

This department should scrutinize new loans to be acquired, and should continuously 

reconcile conflicting debt data with the Central Bank of Nigeria, Federal Ministry of 

finance, National Planning Commission and the Multilateral Organizations – World 

Bank, IMF and European Bank for international settlements with the servicing 

capacity of the country.  It also means an efficient debt management strategy and 

exploring all initiatives, proposals, models and packages proposed for the resolution 

of the problem as long as it will beneficial to the country.        

In addition, it was discovered in the course of this study (see section on 

analysis of primary data) that the effectiveness and efficiency of the CBN in 

monitoring and implementing the reforms are impeded by the forces of bureaucratic 

dysfunction, unethical conducts and corrupt tendencies on the part of the CBN 

officials, and inadequate manpower. In addition to all these solutions one should not 

loose sight of ;what the researcher called “NON-ECONOMIC VARIABLES” such as 

Corruption and Mismanagement present in our economic system. Corruption is a 

canker- worm, which has eaten deep into our economic system; corruption among 
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staff involved in negotiation for external credit assistance. Even when the loans are 

contracted, most of the time they are diverted to non-economic areas or in projects 

that are not regenerative. Staff involved in this kind of practice see it as their 

opportunity to draw from the national cake. It is suggested that: 

Finally, a review and codification of all laws governing external borrowing is 

recommended. This will assist in controlling all new loans and improve the 

management of those debts. 

 

5.3 CONCLUSIONS 

From the discussion of the results, some conclusions however emerged. 

Findings in respect of the study show that Nigeria’s external debt is actually posing a 

major problem for the solvency and economic development in Nigeria. It is certainly 

retarding growth and hampering economic development. The country is facing a 

combination of rising debt service payments, declining export revenues, deteriorating 

terms of trade, and falling net capital inflows, the end result of all these is financial 

strangulation and threat to economic growth and development. The problem is not 

likely to be solved unless a new approach is adopted. This approach needs the 

cooperation of creditors, debtors and multilateral agencies. 

The review also showed that the debt problem initiatives that have been taken 

to reduce the debt stock have not been effective in achieving the objective of 

relieving the debt burden or economic growth in the foreseeable time. Again, the 

Nigerian experience manifests conflicting statistics relating to external debt position. 

The inevitable conclusion of this study, is that the most viable strategy for reducing 

the debt burden is a radical shift in economic management. The prevailing level of 

debt burden will have to be considered as one of the main constraints within the 
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overall strategy of economic transformation, Hence, external loan capital, though 

crucial requirement for economic growth and human development, for, instance if 

capital is not utilized by human skill and ingenuity, it lies idle; also if capital is made 

available without at the same time providing a fruitful and just economic, social, 

physical, cultural and political framework for its use, it will surely be wasted,; and it 

will surely become the deadliest oppressor of the masses (E.J.Nwosu, 2000). The 

attitude and operational conditions of the creditor countries / institutions, IMF for 

instance, in dolling out financial assistance to distressed non- Western countries, 

Nigeria inclusive which uncaring and cruelly relegate the issue of human suffering 

and human degradation in those countries to the background, and subordinate it to its 

concern for debt recovery at all costs, illustrate this fact most poignantly. 

Without a stable political environment and prudent spending on the part of the 

government, efforts at reducing the external debt burden may prove abortive. A 

situation where the government of the day divert foreign loans meant for correcting 

the imbalance in our balance of payments equilibrium into the importation of largely 

luxury foreign goods in building and gorgeously furnishing governments residential 

mansions that compare favourably with the best in Europe and America, or in 

purchasing fleets of the best, most modern and most expensive cars that money can 

buy, or are transferred to foreign banks accounts et cetria cannot move the economy 

forward. Again, capital generated through government revenue are invariably largely 

misappropriated by unscrupulous leaders, politicians and officials. 

Such external loans has definitely neither created wealth, nor served other useful 

social purposes, but has instead become the means by which large strata of society 

are subjugated under powerful centrifugal and exploiter forces in the economy and 

society. 
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Nigeria faces serious external debt overhang, which constitutes an 

impediment to economic review and hinders efforts to improve the livelihood of its 

impoverished population. Traditional debt relief mechanisms, as currently structured, 

are insufficient to effectively tackle the country’s debt problem and will only provide 

a temporary respite. More substantive debt restructuring involving significant stock 

reduction is required to free up resources for tackling poverty and permit the 

resumption of economic growth, as well as provide an escape route away from the 

endless circle of rescheduling. 

Based on findings, the researcher therefore concludes that loans acquired should be 

channeled to projects that should make the loans self- liquidating and the terms of loan 

agreement favourable to the debtor country Nigeria should review existing laws governing 

external borrowing.  This will assist in controlling all new loans and improve the 

management of those debts.  The researcher suggest that debt relief should be linked to the 

repatriation of loot the ruling elites have hoarded in foreign banks abroad.  If this is done it 

would wipe out Nigerian’s foreign debts. 

 

   5.4      SUGGESTIONS FOR FURTHER RESEARCH 

        This research is by no means exhaustive; further research therefore would be 

desirable in the following areas: 

(1)  A more effective technique of tackling the excruciating debt problem based on 

effective external debt service, exchange rate, external debt stock and external 

reserve management.    

(2) Reassessing the various options of debt relief initiatives, which will be beneficial to 

the Nigerian economy. 

(3) Designing and operating a viable and beneficial debt conversion programme aimed 

at stabilizing the domestic as well as the external sector of the Nigerian economy.    

 

105 



 

107 
 

BIBLIOGRAPHY 

Abdullahi, S. (1984). “The Response of International Institution to the Debt Crisis”: 

Research paper presented at UBA Conference on Foreign Debt and Nigeria’s 

Economic Development in Lagos on March 5th-6th.  

Ahmed, A. (1998) “Short and Medium-Term Approaches and Measures to Solving African’s 

Debt Problem”: CBN Bullion Vol. 12. No. 2.   

Ajayi, E.A. (1989).  “Nigeria Debt Management Experience”: CBN Bullion vol. 13, No.2 

April/June.  

 Ajayi, S.I, Khan, M.S (2000). External Debt and Capital Flight on sub-Saharan Africa, 

,Washington D.C, IMF publication. 

Ajayi, S.I. (2002). “The 2002 Federal Government Budget”: NCEMA Policy Analysis 

Series, Vol. 8 No. 1; p.27-43. 

Aluko, M.E (2001), “Tackling Nigeria’s External Debt”, Research paper presented at the 

International Conference on sustainable Debt and Development strategy, Abuja, May. 

 Aluko, M.E (2000): “ Debt Relief, Loot Recovery and constitutional Reform in Nigeria”, 

Lagos, Tell     Magazine 

Anyafo, A.M. (1996). Public Finance In a Developing Economy, The Nigerian case: Enugu, 

Department of Banking and Finance, University of Nigeria.  

Anyanwu, J.C. (1997). Nigerian Public Finance: Onitsha, Joanne Educational Publishers Ltd,  

Arikawe, A. (2002): “FG Needs $4.89 billion to service External Debt,” Business Times, vol. 

26, no 94, Oct 28. 

Arikawe, A. (2001),”Nigeria and the Highly Indebted Poor Countries (HIPC) Initiative,” 

being a paper presented at the Joint UNITAR / WAIFEM Sub-regional Workshop on 

Debt Negotiation and Renegotiation for West African Nations, Banjul-Gambia, 23-

27July. 



 

108 
 

Ayagi .I (1991). The Trapped Economy: Ibadan, Heinemann Education Books. 

Ayittey, G.B.N (1999). “Debt Relief for Africa”, being a paper presented before the U.S. 

House Committee on Africa, April 13. 

Buhari, A.L (1993). Public Finance. Ilorin: Unilorin press 

 Central Bank of Nigeria(2001). Statistical Bulletin, Vol. 12, No.2 December . 

Central Bank of Nigeria, Economic and Financial Review, various issues. 

Central Bank of Nigeria, Annual Report and Statement of Account, Various issues. 

Corey, C.W (2000),”U.S Congress Examines Nigeria’s Foreign Debt Position dominate 

discussion).” Washington D.C, International Information Programs, U.S. Department 

of state. 

Diwan, Ishan &Kletzer {1993}: Voluntary choices in concerted Deals: The Menu Approach 

to reduction in Development countries The World Bank Economic Review, vol 6 No1. 

Emerole J (2001),” We were Deceived to Borrow-Obasanjo,” Lagos, The Post Express, May 

15. 

Fernandez-Arias, E (1993), “Costs and Benefits of Debt Service Reduction”. World Bank 

Policy Research Working paper N0.1169. 

Fisher, S. (1988) “Economic Development and the Debt Crisis”. World Bank Policy 

Research Working Paper N0. 17. 

Humphreys C and Underwood, J (1989) The External Debt Difficulties of Low-Income 

Africa. World Bank Policy Research working Paper 255. 

Ijaiya, G.T (2002),” External Debt and Poverty Rate in Nigeria: A calibration Analysis,” 

Abuja, First Bank of Nigeria PLC Quarterly Review, March. 

Iyoha, M (2002),” Review of the 2001 Federal Budget Performance,” Ibadan, NCEMA 

Policy Analysis series, vol. 8 N0. 1,  P. 27-43. 



 

109 
 

Khan, S. and Nadeem, U.H (1985),” Foreign Borrowing and Capital Flight: A formal 

Analysis,” Washington D.C, IMF, vol. 32, December. 

Nworuh, G.E (2001): Basic Research Methodology for Researchers, Trainees and Trainers in 

Management Sciences, Owerri, Ambix Publishers Ltd. 

 Nworuh, G.E (2001): Fundmentals of Applied Quantitative Techniques for Management 

Decisions, Owerri, Bon Associates Ltd. 

Nwosu, E.J. (2000), The challenge of Poverty in Africa, Owerri Skillmark Media Ltd. 

Nzotta, S.M. (1999), Money, Banking and Finance: Theory and Practice, Owerri, 

Intercontinental Educational Book and  publishers. 

Obadan, M.I. {1988}, “Debt Servicing problems and Debt Equity Swap option in Nigeria”, 

Nigeria Financial Review Vol.1, No 2 June . 

Obadan, M (2000),” Real Sector Performance and the External Sector Policy Measures in the 

year 2000 Federal Budget,” CBN Bullion, vol. 24 N0. 2 . P.39-43. 

Obiechina, T (2001),” Country’s Debt Stock now $28 billion,” Lagos, The Post Express, 

May 15. 

Ogwuma, P.A (1995),” The Medium-Term Prospects for the Management of Nigeria’s 

External Debt, CBN Bullion vol. 19 N0. 4 Oct /Dec. 

Ojo,  M. O. (1996) “Management of Nigeria’s Public Debt”, CBN Briefs Lagos, CBN 

Research Department. 

Olukola, R.A.  (1991),  “Management of the external Debt of Nigeria”, CBN Bullion, 

Vol.15, No.2.  

 

Oyeide, A. T (2002),” External Sector Policies in the 2002 Federal Budget: An Assessment” 

Ibadan, NCEMA Policy Analysis series, vol. 8 N0.1 P. 63-78. 



 

110 
 

Peel, Q. (1984), “Nigeria’s Debt Problems- Causes and solutions,” Being paper presented at 

the UBA Conference on Foreign Debt and Nigeria’s Economic Development held in 

Lagos, March 5th –6th.  

Sanusi, J.O (1997),” External Debt: Genesis, Structure and Management” CBN Bullion, vol. 

11. N0.3, Oct/ Dec.  

Sjaatad, L.A (1989), The Making of the Debt Crisis and its Consequences. Economic Impact 

No. 68: 10-14. 

Stephen, N.A and Osagie, E (1985) A Textbook on Economics for West African Student. 

Ibadan: University Press. 

Udebo, M.A (1990),” Debt Crisis in the West African Sub- region, which way out?”, CBN 

Bullion, vol. 4 N0. 4. 

Ujah, E. (2001),” External Debt Stands At $28 billion, Obasanjo carpets Industrialized 

Nations,” Lagos, Vanguard Newspaper, May 15.  

Watkins, K (1997) Globalization and Liberalization: Implication for Poverty, Income 

Distribution and Inequality  

World Bank (1989) Financial System and Development. New York: Oxford University 

Press. 

World Bank (1997) “World Development Indicators”. World Development Reports New 

York: Oxford University Press. 

 

 

 

 

 

 



 

111 
 

APPENDIX  1 

SAMPLE QUESTIONNAIRE 

   School of Management Technology, 

                                        Department of Project Management, 

                                      Federal University of Technology, 

Owerri. 

              14th October, 2003. 

Sir /Madam, 

A QUESTIONNAIRE ON THE IMPACT OF EXTERNAL DEBT ON GROWTH 

AND DEVELOPMENT OF THE NIGERIAN ECONOMY (1980 – 2001). 

I am a post graduate student in the of Financial Management Technology in the of 

department of Project Management Technology, school of Management Technology, Federal 

University of Technology, Owerri.  

I am presently carrying out a research on the above topic in fulfillment of the 

requirements for the award of the Master of Science (M.Sc.) degree in Financial 

Management Technology. 

I would be glad if you could kindly complete the questionnaire below for me. Your 

response will be treated confidentially because the research is exclusively for academic 

purpose. You may tick in the box provided where appropriate. 

Thanks for your co-operation. 

                                                                                            Yours faithfully,  

 

                                                                                                     Ozurumba, Benedict. A.   
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This questionnaire is designed to help the student researcher determine the impact of 

external debt on the growth and development of the Nigerian economy. Could you please 

help by answering these questions? 

Please tick the answer chosen and write complete sentence where necessary 

1. What is your sex 

{a} Male                            {b} Female 

2. In which of these branches of the Central Bank of Nigeria (CBN) do you work?  

{a} Abuja      {b} Lagos   {c} Port- Harcourt  

 (d) Owerri  {e} others {any other branch} 

3. Which unit of the bank do you work? 

{a} Debt Management              {b} Foreign Operations             {c} Trade and Exchange 

 (d) Research    {d} Others 

4. How long have you worked with the bank? 

{a} 0-5 yrs       {b} 6- 10yrs     {c} 11-15 yrs  

  {d} above 15 yrs. 

5. Do you have formal bank training? 

(a) Advanced           (b) Intermediate      (c) Low          (d) None                                       

6. What is your academic qualification?   

       {a} OND      {b} HND   {c} B.Sc    {d} MBA        (e) Ph.D 

7. In what capacities have you worked? 

(a) Officer   (b) Supervisor  (c) Managers 

 (d) Director   (e) Governor 

8.If you have worked with the Debt Management department for how long have you been 

working there? 

(a) 0- 2 yrs                  (b) 3-4yrs                   (c) 5 yrs                         (d) above 5 yrs 



 

113 
 

 

9. Are you of the opinion that external loans were needed to improve Nigeria’s ailing 

economy in late 70s? 

(a) Agree                           (b) Disagree   (c)    Neutral 

10. Has there been any need for the expansion of the country’s productive base? 

(a) Agree                           (b) Disagree   (c)    Neutral 

11. Is there any need to develop strategies for reducing the amount of debt service and 

debt stock? 

(a) Agree                           (b) Disagree   (c)    Neutral 

12. Do you support loans sourced at high interest rates from private international 

financial institutions? 

(a) Agree                           (b) Disagree   (c)    Neutral 

13. Do you consider it necessary to make case for Nigeria as regards debt rescheduling 

and eventual debt cancellation? 

(a) Agree                           (b) Disagree   (c)    Neutral 

14. The international community should consider Nigeria among the highly incepted poor 

countries (HIPC) initiative seeking for debt relief 

(a) Agree                           (b) Disagree   (c)    Neutral 

15. Rapid population growth is a serious obstacle to overcome as far as most developing 

countries like Nigeria is concerned? 

(a) Agree                           (b) Disagree   (c)    Neutral 

16. Can you suggest some economic approaches to the solution of this external debt 

problem? 

17. Much foreign aid to the developing countries in Africa is in the form of military aid. 

(a) Agree                           (b) Disagree   (c)    Neutral 



 

114 
 

18. Does this tend to stimulate their economies? 

(a) Agree                           (b) Disagree   (c)    Neutral 

19. If yes why do some critics object to such aid? ------------------------------------- 

20. The West is to be blame for Third World poverty (Nigeria inclusive) is the claim of 

most scholars. Do you agree to this assertion? 

(a) Agree                           (b) Disagree   (c)    Neutral 

21. The Nigerian government should pursue import expansion and import promotion? Do 

you agree to this idea? 

(a) Agree                           (b) Disagree   (c)    Neutral 

22. How are foreign exchange rates determined in Nigeria?----------------------------------- 

23. In your own opinion do you think Nigeria should continue to operate a market 

determined exchange rate system? 

(a) Agree                           (b) Disagree   (c)    Neutral 

24. Is it true that some of the staff of the CBN aid and abet some commercial banks in 

foreign exchange malpractices such as round – tripping and money laundering? 

(a) Agree                           (b) Disagree   (c)    Neutral 

25. Do you lend credence to the assertion that since 1980, Nigeria depends on crude oil 

for her major source of foreign exchange? 

(a) Agree                           (b) Disagree   (c)    Neutral 

26. Much of the foreign exchange earnings from crude oil are used in external debt 

servicing? 

(a) Agree                           (b) Disagree   (c)    Neutral 

27. Do you think that foreign exchange management is an important issue in debt 

management in Nigeria? 

(a) Agree                           (b) Disagree   (c)    Neutral 
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28. The over dependence on oil is unhealthy particularly as the world market for 

petroleum is volatile? 

(a) Agree                           (b) Disagree   (c)    Neutral 

29. Do you support the call for the diversification of Nigeria’s portfolio of international 

reserve assets? 

(a) Agree                           (b) Disagree   (c)    Neutral 

30. Expansion of non-oil exports should be pursued for managing Nigeria’s foreign 

exchange resources in the post –SAP period? 

(a) Agree                           (b) Disagree   (c)    Neutral 

31. The government should vigorously pursue policies that would reduce the external 

dependence of the Nigerian economy in the years ahead? Do you support this view? 

(a) Agree                           (b) Disagree   (c)    Neutral 

32. Local manufacturers should be encouraged to utilize local raw materials in their 

production process? 

(a) Agree                           (b) Disagree   (c)    Neutral 

33. Non-economic variables such as corruption mismanagement and political instability 

have contributed immensely to the lingering external debt crisis of Nigeria is the 

claim of some scholars. Do you agree to this assertion? 

(a) Agree                           (b) Disagree   (c)    Neutral 

34. Can you suggest ways to reduce the external debt burden on the economy of this 

nation? ------------------------------------------------------------ 
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APPENDIX II 

 

Results of computer analysis using SPSS for Windows 
 
 
Table: Regression of GDP on external debt service (s) 
 
 

 

Sa . Enter
Model
1

Variables
Entered

Variables
Removed Method

Variables Entered/Removed b

All requested variables entered.a. 

Dependent Variable: Gb. 
 

.972a .945 .942 397189.93
Model
1

R R Square
Adjusted R

Square
Std. Error of
the Estimate

Model Summary

Predictors: (Constant), Sa. 
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Regression of GDP  on external debt (D); debt service (s); external reserve (R). 
 

R, S, D a . Enter
Model
1

Variables
Entered

Variables
Removed Method

Variables Entered/Removed b

All requested variables entered.a. 

Dependent Variable: Gb. 
 

.994a .989 .987 189301.65
Model
1

R R Square
Adjusted R

Square
Std. Error of
the Estimate

Model Summary

Predictors: (Constant), R, S, Da. 
 

5.676E+13 3 1.892E+13 527.973 .000a

6.450E+11 18 3.584E+10

5.740E+13 21

Regression

Residual

Total

Model
1

Sum of
Squares df

Mean
Square F Sig.

ANOVA b

Predictors: (Constant), R, S, Da. 

Dependent Variable: Gb. 

 

21505.838 54975.110 .391 .700

-3.580E-02 .116 -.021 -.309 .761

14.421 1.217 .629 11.847 .000

2.055 .321 .421 6.404 .000

(Constant)

D

S

R

Model
1

B Std. Error

Unstandardized Coefficients

Beta

Standardiz
ed

Coefficients

t Sig.

Coefficients a

Model  (unstandardized) GDP = 21505.838 - 3.580E - 02D + 14.421S + 2.055R; (Standardized)
GDP  = - 0.021D + 0.629S + 0.421R.

a. 
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Regression of GDP on external debt service (s) 

Sa . Enter
Model
1

Variables
Entered

Variables
Removed Method

Variables Entered/Removed b

All requested variables entered.a. 

Dependent Variable: Gb. 
 

.972a .945 .942 397189.93
Model
1

R R Square
Adjusted R

Square
Std. Error of
the Estimate

Model Summary

Predictors: (Constant), Sa. 
 

5.425E+13 1 5.425E+13 343.9 .000a

3.155E+12 20 1.578E+11

5.740E+13 21

Regression

Residual

Total

Model
1

Sum of
Squares df

Mean
Square F Sig.

ANOVA b

Predictors: (Constant), Sa. 

Dependent Variable: Gb. 

 
 

-93356.8 110692.7 -.843 .409

22.271 1.201 .972 18.544 .000

(Constant)

S

Model
1

B Std. Error

Unstandardized
Coefficients

Beta

Standar
dized

Coeffici
ents

t Sig.

Coefficients a

Model (unstandardized)  GDP  = -93356.778 + 22.271S;  Standardized: 
GDP  =  0.972S

a. 

 
 
 
Regression of  exchange rate(E)  on external debt (D); external debt service(S); and 



external reserve (R) 

R, S, D a . Enter
Model
1

Variables
Entered

Variables
Removed Method

Variables Entered/Removed b

All requested variables entered.a. 

Dependent Variable: Eb. 

.962a .925 .913 11.8101
Model
1

R R Square
Adjusted R

Square
Std. Error of
the Estimate

Model Summary

Predictors: (Constant), R, S, Da. 
 

 
 

 

 

 

 

 

 

 

 


