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ABSTRACT 
 

The study empirically investigate the relationship between external 

debt, growth and development of the Nigerian Economy. The study 

covered a period of 31years from 1980 to 2010. Data on external 

debts for example Paris Club debts, London Club debts, Multilateral 

creditors, promissory notes and External debt service payment of 

Nigeria were used in establishing the relationship and the degree of 

significance. Multiple Regression analysis was used in order to 

establish the nature and Degree of the relationship between the 

independent variables and the dependent variable i.e. the Gross 

Domestic Product of Nigeria (GDP). The study found out that 

external debts and external debt service payment significantly 

influence the Gross Domestic Product of Nigeria. The study, 

therefore, inferred that external debts in Nigeria have made Positive 

and Negative contributions to the growth and development of Nigeria 

Economy during the period covered by this study. However, the 

Nigerian government should investigate the reasons behind the 

negative contribution of external debt to the Gross Domestic 

Products of the country with a view to unveiling the bottlenecks and 

correct them. Efforts should be made to borrow with caution in order 

to avoid the negative side of external debts.  
 
 
 



 
 

vi

TABLE OF CONTENTS 
 

Certification         ii 

Dedication          iii 

Acknowledgment         iv 

Abstract          v 

Chapter One: Introduction 

1.1 Background of the Study      1 

1.2 Statement of the Problem      12 

1.3 Objective of the Study       13 

1.4 Research Questions       14 

1.5 Research Hypotheses        15 

1.6 Significant of the Study       15 

1.7 Scope of the Study       17 

1.8 Limitation of the Study       17 

Chapter Two: Literature Review       

Theoretical Framework        19 

Review of empirical Studies of External Debt    29 

Brief History of Nigeria External Debt     34 

2.4 Nigeria’s Debt Management Strategy 2013-2017  43 

2.5 The Obasanjo Administration and the Campaign for  

External Debt Relief for Nigeria     47 



 
 

vii

2.6 Nigeria’s Debt Profile:       53 

 Table 2.1: On Nigeria’s External Debt Profile   57 

2.7 Sources of External Loans and Destination of Some  

of the Loans          58 

2.8 Sources of Nigeria’s External Debt     86 

2.8.1 Paris Club of Creditors       86 

2.8.2 London Club of Creditors      94 

2.8.3 Multilateral Creditors       98 

2.8.4 The History of Multilateral Lenders     108 

2.8.5 Promissory Notes        112 

2.8.6 Components of Promissory Notes     116 

2.9 Economics of External Debt      124 

2.10 Causative Factors of Nigeria's External Debt Crisis  126 

2.11 Conditions for Rapid Economic Growth in Nigeria   130 

2.12 Consequences of the Debt Burden     134 

2.13 External Debt Management in Nigeria     140 

2.14 External Debt Management Measures    143 

2.15 Nigeria's Debt Relief Strategy in Recent Time   148 

2.16 External Debt of Some Developing Countries    150 

2.17 External Debts of Developing Countries     150 

 



 
 

viii 

Chapter Three: Research Methodology    

3.1 Introduction         154 

3.2 Sources of Data Collection      154 

3.3 Sample Size        155 

3.4 Methodology        155 

3.5 Model Specification        155 

3.6 Decision Rule        157 

 

Chapter Four: Data Presentation Analysis 

4.1 Data Presentation Analysis and Interpretation   158 

4.2 Test of Hypotheses       160 

 

Chapter Five: Summary, Conclusion and Recommendation 

5.1 Summary of Findings       168 

5.2 Conclusion         169 

5.3 Recommendations       170 

References         172 

Appendix         179 



 
 

1

CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND OF THE STUDY   

No government is an Island on its own, it would require aid so as to 

perform efficiently and effectively. One major source of aid is foreign 

borrowing or external debt. The motive behind external debt is due 

to the fact that countries especially the developing ones lack 

sufficient internal financial resources and this calls for foreign aid. 

The dual-gap analysis provides the framework which shows 

that the development of a nation is a function of investment and that 

such investment which require domestic savings is not sufficient to 

ensure that development take place Oloyede, (2002). Hence, the 

importance of external debt on the growth process of a nation 

cannot be over emphasized. 

Hameed, Ashraf, and Chaudhary (2008) stated that external 

borrowing is ought to accelerate economic growth especially when 

domestic financial resources are inadequate and need to be 

supplemented with funds abroad. 

External debt is a major source of public receipts. The 

accumulation of external debt should not signify slow economic 

growth. It is a country inability to meet its debt obligation 
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compounded by the lack of information on the nature, structure and 

magnitude of external debt Were (2001). 

Soludo (2003) opined that countries borrow for two broad 

categories, macroeconomic reasons to either finance higher 

investment or higher consumption and to circumvent hard budget 

constraint. This implies that an economy borrow to boost economic 

growth and alleviate poverty. He argued that when debt reaches a 

certain level, it begins to have adverse effect, debt servicing 

becomes a huge burden and countries find themselves on the wrong 

side of the debt-laffer curve, with debt crowding out investment and 

growth. The debt service burden has militated against Nigeria’s rapid 

economic development and worsened the social problems Audu 

(2004). 

According to Omolege, Sharma, Ngussam and Ezeonu (2006), 

Nigeria is the largest debtor nation in the sub-sahara Africa. The 

genesis of Nigeria’s external debt can be traced to 1958 when 28 

million US dollars was contracted from the World Bank for railway 

construction. Between 1958 and 1977, the need for external debt 

was on the low side. However, due to the fail in oil prices in 1978 

which exerted a negative influence on government finances, it 

became necessary to borrow to correct balance of payment 
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difficulties and finance projects. The first major borrowing of I billion 

US dollars referred to us jumbo loan was contracted from the 

international capital market (ICM) in 1978 increasing the total to 2.2 

billion US dollars Adesolo (2009). The spate of borrowing increased 

thereafter with the entry of the state government into external loan 

contractual obligation. According to the Debt Management Office 

(DMO), Nigeria’s external debt outstanding stood at N17.3 billion. In 

1986, Nigeria had to adopt a World Bank/International Monetary 

Fund (IMF) sponsored Structural Adjustment Programme (SAP), with 

a view to revamping the economy making the country better-able to 

service her debt Ayadi and Ayadi, (2008). 

The increasing fiscal defects driven by the higher level of 

external debt servicing is a major threat to growth of the nation. The 

resultant effect of large accumulation of debt exposes the nation to 

high debt burden. Nigeria is about the richest on the continent of 

Africa, yet due to the numerous macro-economic problems, such as 

inflation, unemployment, sole dependency on crude oil as a major 

source of revenue, corruption and mounting external debt and debt 

service payment, majority of her citizen fall below the poverty line. 

  Debt is created by the act of borrowing. It is defined according 

to Oyejide et al (1985) as the resource or money in use in an 
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organization which is not contributed by its owner and does not in 

any other way belong to them. It is a liability represented by a 

financial instrument or other formal equivalent in modern law. Debt 

has no precisely fixed meaning and may be regarded essentially as 

that which one person legally owe to another or an obligation that is 

enforceable by legal action to make payment of money.  

When a government borrows, the debt is a public debt. Public debts 

either internal or external are debts incurred by the government 

through borrowing in the domestic and international markets so as 

to finance domestic investment. Debts are classified into two i.e. 

reproductive debt and dead weight debt When a loan is obtained to 

enable the state or nation to purchase some sort of assets, the debt 

is said to be reproductive e.g. Money borrowed for acquiring 

factories, electricity refineries etc. However, debt undertaken to 

finance wars and expenses  

  On current expenditures are dead weight debts. When a 

country obtains a loan from abroad, it means that the country can 

import from abroad goods and services to the value of the loan 

without at the same time having to export anything for exchange. 

When capital and interest have to be repaid, the same country will 

have to get the burden of exporting goods and service without 
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receiving any imports in exchange. Internal loans do not have the 

type of burden exchange of goods and services. These two types of 

debt, however, require that the borrowers' future savings must cover 

the interest and principal payment (Debt servicing). Therefore, debt 

financed investment need to be productive and well managed 

enough to earn a rate of return higher than the cost of debt 

servicing.  

Developing countries in African e.g. Nigerian was characterized 

by inadequate internal capital formation arising from the vicious 

circle of low productivity, low income, and low savings. This scenario 

calls for technical, managerial and financial support from abroad to 

bridge the resources gap. The accesses to external finance strongly 

influence the economics development process of nations. It is an 

important resources needed to support sustainable economic growth. 

Ordinarily, economics growth should depend largely on domestic 

capital formation and accumulation, but due to severe limitations it 

requires imports of capital goods and complementary raw materials 

that are not domestically available. These foreign imports are 

necessary for various reasons. Balanced growth calls for substantial 

investment in infrastructures –roads, ports, dams, transportations 

and so on. According to Telegram (1992) foreign debt is needed to 
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cover two types of gaps in the developing process. They include: 

a. The foreign exchange gap which is the payment of deficit a 

country faces when it has reduced its external reserves to a 

minimum compared with projected import requirements. 

b. The investment –saving gap which is the foreign capital 

needed to supplement domestic savings for financing real 

investment levels. 

External financial supports, when used productively accelerate 

the pace of economic development. It will not only provide foreign 

capital but will also give managerial know-how, technology, technical 

expertise as well as access to foreign markets for the mobilization of 

a nation's human and material resources for development purposes. 

Specifically, loans can be used in areas such as increasing 

agricultural production of goods for export, mineral exploration, 

industrialization, transport and communication, rural and urban 

development, heath care services balance of payments, tourism, 

infrastructural development etc. Anyanwu et al (1997).  A borrowing 

country visors its borrowing need for foreign capital from the 

standpoint of its development programmes and projects. Foreign 

lenders on the other hand will normally take account of the 

borrower's ability to service its loan, taking into consideration the 
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programme and projects of the borrower. Where views are 

reconcilable, both the borrower and lenders work out a variety of 

policy guidelines that influence the magnitude and use of borrowed 

funds.  

The essence of obtaining external loans by developing 

countries have always been to bridge the domestic resource-gap in 

order to accelerate economic growth and development.  

To that extent, no one should quarrel with 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 quicker the pace of 

economic development Sanusi, (1987).  

At the initial stages, the amount borrowed by Nigeria was quite 

modest. In 1970, even after the civil war, the level of Nigeria's 

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 N10.billion for or lending to the state. 

The limit was raised to N5.0billion later in 1978. Between 1970 and 

1978 external debt outstanding was below N500.0million on a yearly 
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basis arid service ratio averaged 1.4 percent of the total dept 

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 the 

period as the country was receiving large inflows of foreign exchange 

into its economy. This was the period of "oil boom." The 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 the early 1970s, the level of external debt outstanding 

was not only relatively low, but the bulk of it (about 80%) consisted 

of bilateral and multilateral loans. Such loans are usually provided on 

concessionary or 'soft" terms with long repayment period (about 

50yrs), and the interest rates were low. Thus, debt servicing did not 

cause any threat during the period. A turning point was however 

reached in 1978. As oil boom collapsed and oil glut surfaced, the 

pressure on government finances led to the first borrowing from the 

International Capital Market (lCM) 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 source it attracted higher interest rates while the maturity 
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was shorter. At the end of 1978, the level of total debt outstanding 

increased by two-fold from the proceeding 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 consequently increased the 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 market, Nigeria started to incur 

payments arrears from 1982. The arrears increased from W 1,981.7 

million at the end of 1986. At the end of the period, total external 

debt outstanding amounted to N41, 452.4 million or US$ 18,631.3 

million constituting 160 percent of the GDP for that year. In 2001, it 

amounted to N3, 176.3 billion, N3, 780.2 billion in 2002 and N4, 

478.3 billion in 2003 constituting over 180 percent of the GDP, (CBN, 

2005).  

The increasing level of debt coupled with tougher borrowing 

terms meant that an increasing proportion of export earnings was 

set aside to meet debt service payments. Thus, during the period, 
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1978 to 1983, the annual average debt service payments increased 

to N513.8million from N325.1 million and would further increase to 

an average N2, 953.6 million between 1984 and 1986. This 

continued to increase yearly amounting to N147.1 billion and 

N238.2billion in 1996 and 2001 respectively (CBN, 2005). Given the 

above scenario, it has been observed that inappropriate and 

excessive foreign borrowing generate debt service obligation that will 

constrain future economic policy and, so, growth Thomas Klein 

(1994). According to Okonjo-Iweala (2009) Nigeria's external debt 

was five billion dollars (about N750 billion) at the end of 2009, the 

federal Government also carried domestic debt burden of N3.23 

trillion (21.8 billion dollars) during the period. The Nigerian finance 

minister stated this at a lecture on the 24th and 25" convocation 

ceremony of the University of Calabar. She said Nigeria's external 

debt profile was 3.5 billion dollars in 2006 and attributed the rise in 

external debt to "the pace of Gross Domestic product (GDP) growth.  

"In April 2006, Nigeria paid off last installment due on its debt 

settlement agreement with the Paris Club, thereby erasing 30 billion 

dollars in external debt and reducing government external debt to 

3.5 billion dollars." Similarly, the former finance minister said the 

current Federal Government's domestic debt virtually doubled from 
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about N1.7 trillion (13.6 billion dollars) at the end 2006. She said the 

country's debt portfolio was apprehensive, adding that the situation 

was worsened by the realization that about 20 percent of the 

domestic indebtedness was held by foreigners. For the internal debt, 

she said one of the bad sides was that banks and other financial 

Intermediaries would prefer to invest in "safe" government bonds 

than make "risky" loans available to the corporate sector. She 

deplored the government's practice of sharing the Excess Crude 

proceeds, saying the action negated the essence of the 

establishment of the account. She expressed regret that a total of 

20.1 billion dollars which was available in the Excess crude Account 

at the end of 2008 had, by the end of 2009, dropped to 7.8 billion 

dollars. Okonjo-Iweala described the sharing habit as reckless and 

advocated the investment of the excess crude proceeds in the 

agriculture and power sectors to grow the economy. She noted that 

some states and even the Federal Government could not account for 

expenditure of the funds and urged the public to strive always to be 

abreast with government expenditure. "You must know how much 

the states get every month and how they spend it, "Okonjo-Iweala 

said. She urged students to take up the challenge and begin to 

enquire into government income and expenditure as it was right of 
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every citizen to know everything about government. This study 

therefore investigates the impact of external debt on the Nigerian 

economy in general. In essence, why this disparity between the huge 

external debt accumulation and capacity utilization?  

 

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 perspective of ever increasing 

external debt stock and debt service payments which have become a 

constraining factor to economic growth of the nation. 

Both past and recent studies in public finance have shown that 

not much attention has been given to the revenue side of it including 

external borrowing. For instance, Akujuobi (2000) focused on 

financing of local governments in Nigeria. Some other notable 

studies include those of Diya on resource mobilization for 

infrastructure delivery (1995), Ehdhaie (1994), on fiscal 
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decentralization on the size of government, Fisher (1993), on the 

role of macroeconomic factors in growth.  

The studies by Ofurum (2005) and Kanu (2008), on the impact 

of public expenditure on economic growth still concentrated on 

public expenditure without due consideration on how funds are 

raised ab nitio, before embarking on the expenditure exercise. The 

huge external debts borrowed by Nigeria do not correspond with the 

investment i.e. despite much borrowing Nigeria is still lagging behind 

in case of growth and development. Therefore, this study is an 

attempt to fill such gap. Hence, the study is to evaluate the impact of 

External Debt on Growth and Development on the Nigerian 

Economy. 

 

1.3 OBJECTIVES OF THE STUDY 

The central objective of this study is to determine the impact of 

Nigeria External debt on the nation’s economic growth and 

development.  

The specific objectives of this study however include the 

following: 

1) To determine the impact of multilateral debt on Nigeria’s Gross 

Domestic Product (GDP) of Nigeria 
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2) To determine the influence of Paris club on Nigeria’s Gross 

Domestic Product (GDP) of Nigeria. 

3) To determine the influence of London club on Nigeria’s Gross 

Domestic Product (GDP) of Nigeria. 

4) To determine the influence of promissory notes on Nigeria’s 

Gross Domestic Product (GDP) of Nigeria. 

5) To determine the influence External Debt Service Payment on 

the Gross Domestic Product (GDP) of Nigeria. 

 

1.4 RESEARCH QUESTIONS 

With the above stated objective the following research questions are 

considered relevant for the study.  

1. To what extent has multilateral debt impacted on Nigeria’s 

Gross Domestic Product (GDP)? 

2. To what extent has Paris club debt impacted on Nigeria’s Gross 

Domestic Product (GDP)? 

3. To what extent has London club debt impacted on Nigeria’s 

Gross Domestic Product (GDP)? 

4. To what extent has promissory notes impacted on Nigeria’s 

Gross Domestic Product (GDP) of Nigeria? 
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5. What impact does External Debt Service Payment have on 

Gross Domestic Product (GDP) of Nigeria? 

 

1.5 RESEARCH HYPOTHESES  

1. Multilateral debt does not significantly affect Gross Domestic 

Product of Nigeria. 

2. The influence of Paris club debt does not significantly affect 

Gross Domestic product of Nigeria. 

3. The influence of London club debt does not significantly affect 

Gross domestic product of Nigeria. 

4. The influence of promissory note does not significantly affect 

domestic product of Nigeria. 

5. External Debt service payment does not significantly affect the 

Gross Domestic product of Nigeria. 

 

1.6 SIGNIFICANCE OF THE STUDY  

It is true that for the past Thirty-one years (1980-2010), the 

performance of the Nigeria economy has not been at its best. 

There has been instability in exchange rates, and external debt 

service obligations and investment activities have maintained an all 
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time low. In the international front, the nation has experienced 

disequilibrium in its balance of payment position.  

However, in response to the above problem, many policy 

analysts have advocated strategies aimed at the management of the 

public debt crisis. Government had at one time or the other 

responded to the above through concerted efforts aimed at external 

public debt management and fiscal adjustment programmes. 

Unfortunately, the health of the nation’s economy has not improved.  

Therefore on the basis of the foregoing, the need for a critical 

study of the Paris club debts, London club debts, Multilateral 

creditors, promissory notes and external debt service payment are 

imperative that have bedeviled the country over the last two 

decades.  

This study is therefore significantly based on the following: 

1. It is using empirical evidence to examine the relationship 

existing between external debt and economic growth. 

2. 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  
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3. Above all, the study enlarges existing literature on external 

public debt and its impact on macro-economic performance.   

 

1.7 SCOPE OF THE STUDY  

This study is a macro-economic survey covering the entire Nigerian 

economy. Information about the country’s external debts as a 

secondary data will be generated from the CBN statistical bullentin, 

Annual Reports and statement of Accounts for the various years 

under review. The macroeconomic that will be used for the analysis 

in this study include: Gross Domestic Product (GDP), Paris club, 

London club, multilateral aid, promissory note and external debt 

service payment.  

 

1.8 LIMITATION OF THE STUDY  

The study is limited both in subject and area covered. The 

researcher sets out to investigate trends in external public debt and 

its impact on the economic growth of Nigeria.  The area covered is 

limited to 1980-2010. 

The limitation of this study is mainly in the area of its inability to 

include in the analysis all known macro-economic aggregates which 
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are equally likely to impact on the strength of the relationship 

expected from the result of our analysis.  

Finally, financial constraints 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.  

 

 

 

 

 

 

 

 

 

 

 

 



 
 

19

CHAPTER TWO 

LITERATURE REVIEW  

 

2.1 THEORETICAL FRAMEWORK   

Introduction  

The chapter presents an update on the contributions of other 

scholars as well as other researchers and their findings on the topic 

of study. The aim for this is to bring to focus the underlying issues 

that are of prime importance to the impact of external debt to the 

growth and development of Nigeria economy.  

Various theories have been propounded by scholar in an 

attempt to explain the subject of external. The theory includes 

(A) The Dual gap analysis explained that development is a 

function of investment and that such investment which require 

domestic savings, is not sufficient to ensure that development take 

place. There must be the possibility of obtaining from abroad the 

amount that can be invested in any country is identical with the 

amount that is saved. 

Furthermore, if the domestic resources are to be supplemented from 

abroad, such as excess of import over export (ie M>E) 
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 I – S 

 M – E 

Hence, I – S = M – E 

In national income accounting, an excess of investment over 

domestic saving is equivalent to excess surplus of import over 

export. 

Income = Consumption + import + savings 

Output = Consumption + export + investment 

Income = output 

Then investment – saving = import – Export 

This is the basis of dual gap analysis, assure that there is a country 

that requires saving and investment good import to achieve a 

particular rate of growth. If the available domestic saving fall short of 

the level necessary to achieve the target rate of growth, a savings 

investment gap is said to exist on a similar note, if the maximum 

import requirement needed to achieve the growth target are greater 

than the maximum possible level of export, then there is an export-

import of origin exchange gap. 

Also there are two main opposing schools of thought on the 

economic theory of external debt and growth, namely the Keynesian 

and the neoclassical. To the Keynesians, indebtedness does not bring 
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about charges either for future generations or present generations as 

a result of the investments that it generates. According to this 

theory, indebtedness, which revives demand, results in a more 

proportionate increase in investment through the accelerator effect. 

This in turn leads to rise in production. By contrast, the classical 

economists consider indebtedness as a future tax and attribute it to 

the state. It is a negative connotation because to them, public 

indebtedness hinders capital accumulation and consumption by 

present and future generations. All theoretical studies on the 

relationship between external debt and growth have therefore been 

centred mainly on the negative effects of debt overhang. The debt 

overhand theory supposes that beyond a certain threshold, external 

loans have negative effects on economic growth. this means that 

additional loans will reduce the probability of repayment. 

(B) The Twin-Deficits model propounded by Chenery and 

Strout (1966) underscores that indebtedness is associated with an 

imbalance, and depending on the case, it is the imbalance between 

savings and investment, and the budget deficit and the current 

account deficit consequently, the model recommends that external 

savings should condition economic development if the savings – 

investment and import-export imbalances are to be corrected. 
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These authors believe that domestically, it entails accumulating the 

savings needed to finance domestic investment and externally, 

finding the resources needed to finance the balance of payments 

deficit. 

(C) Dittus (1989) demonstrated a relationship between tax 

burden and debt repayment. He points out the existence of costs 

associated with indebtedness which head to artificial growth based 

on investment that is more than the country’s effort. This triggers 

adjustment through inflation. 

(D) The Barro (1990) model argues that debt is not wealth for 

the present generation. It is therefore not a bridge between 

generations as economic agents perfectly anticipate future 

generation (fiscal debt) and the other part will be compensated 

(government securities). That is why the substitution of taxation by 

borrowing does not necessary bring about growth. 

(E) Krugman (1998) constructed a model of debt overhang in 

which he considers the dilemma of debt repayment from creditors’ 

point of view. He argues that a country has debt problems when its 

own discounted value of all future resource transfers is less than the 

present value of debt. Facing these problems, the creditors try to 

find such a strategy, which would maximize the present value of the 
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debt. This strategy takes into account the tradeoff between debt 

forgiveness and further financing of the country so that the present 

value of the debt should be comparable with the present value of the 

future countries’ earnings. This, in turn, will imply that the returns 

from investments in the country will face a high marginal tax 

demanded by creditors, which will encourage low level of current and 

future investments. Even though Krugman did not analyze explicitly 

the impact of debt on growth, the preceding consideration should 

mean that high indebtness would lower growth through decrease in 

the level of investments. 

(F) Sachs (1989) has raised another theoretical issue; he 

introduced the concept of a debt Laffer curve through the theory of 

debt overhang. This curve reflects a situation when high debt levels 

result in efficiency losses. Among other factors which impose 

efficiency losses he mentioned the heavy (marginal) tax debt which 

can be imposed on future returns to current investments, which 

would give rise to disincentives for fiscal adjustments and 

investments, and favour current consumption. 
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Figure 2.1  

 

 

 

 

 

 

Along the left, side of the curve, increases in the face value of the 

debt service are associated with increases in expected resource 

transfer, while increases in the face value (value beyond point E) 

lower expected repayment on the right side of the curve. Additional 

amounts of debt actually decrease expected payments. At that stage, 

a country is said to be on the wrong side of the debt Laffer curve. 

(G) The theoretical model developed by Calvo (1998) can be 

ascribed to the third group of models. His model encounters three 

distinct debt areas: in the first area, growth is an increasing function 

of the debt; the second area is an intermediate region where 

economy can exhibit either high or low growth path and third area 

where growth is a decreasing function of the debt. 

Calvo (1998) showed that in the area of indeterminacy high 

level of initial debt would be associated with high tax burden in order 
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to service the debt and, consequently, a lower rate of return on the 

investment will result. At the same time, high economic growth 

reduces the tax rate needed to service the debt. In case the critical 

value of debt is exceeded, the economy settles in the region of low 

growth. If the economy grows lower than debt itself, the tax burden 

will become high and the rate of capital accumulation will become 

low as well, which in turn gives rise to low growth. At the same time, 

if the economy is in the indeterminacy region a relatively modest cut 

in debt can lead to the high growth equilibrium; Calvo supposed that 

even an optimistic private sector can lead to the same result if it 

invests more than before. He also considered the problem of 

regulation of capital movement through capital controls, showing 

that this measure can bring on economy to the high growth 

equilibrium. 

 

(H)  Dooley’s Model of Debt Relief Dooley (1989) 

Figure 2.2: The Debt-Laffer Curve 
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Dooley (1989) clarifies how debt relief can benefit both creditors and 

debtors, thanks to an increase in investments and, as a 

consequence, in debt repayments. Using a very simple two-period 

model with intertemporal consumption. Dooley defines the 

consumption in the second period (C2) as a function of the 

investment in the first period (11), which are given by the difference 

between the initial endownment and consumption: 

 

 C2=f(11), where 11= E1 – C1 

 

Figure 2.3: Dooley’s Model of Debt Relief 
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to the left. Until when the outcome of the investment undertaken in 

the first period is less than D, consumption in the second period will 

remain zero, because all the new resources are used to repay the 

creditors. The new transformation curve BE is made by the line BC 

and the portion CE of the horizontal axis, equal to the stock of debt 

D. From the diagram is now easy to see that, depending on the 

position of the indifference curve, debt relief could make both the 

parts better off. Given the indifference curve II, the optimal choice 

(when there is a debt stock) is the point E. That situation is 

unsatisfactory because debtors do not invest and creditors will not 

receive any repayment. A debt reduction (equal to FB) gives the new 

optimum O, in which the debtor has an incentive to invest and the 

creditor is better off because he is repaid. The situation is analogous 

to what happens in the previous diagram when the debt reduction 

increases the expected value of debt repayments. 

The theoretical background of the debt overhang hypothesis 

can be used for a broader interpretation of the negative effects of 

debt on growth, which include the disincentive that a high stock of 

debt has on other type of investments (i.e. human capital) and on 

the government’s willingness to adopt structural reforms and fiscal 

adjustments (“extended” debt overhang). Notwithstanding its original 
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formulation concerns the adverse effects that high debts have on 

economic growth through a disincentive in investments in physical 

capital, the scope of having a large external debt is very large and it 

could harm the economy in different ways, reducing the pace of 

economic growth. 

(I) Sachs (2002) supports an extensive interpretation of debt 

overhang effect in a model that shows how an excessive debt burden 

could embed the law income countries in a poverty trap. Using the 

basic assumption of non-linearities in saving, investment and 

production (based on the fact that, when incomes is under a 

minimum level of subsistence, the saving rate is zero) the effect of 

debt relief on economic growth can be described by Figure 2.3. 

According to the model, real growth is a function of the stock 

of physical capital k and the accumulation of k over time depends on 

the saving rate, the rate of depreciation and on population growth. 

The saving rate is assumed to fall dramatically when capital stock 

reaches a very low level, so that the capital growth rate turns out to 

be negative when k is less than k. So, the economy shrinks when k < 

k* and there is a poverty trap because, even if the saving rate is 

positive, it is so low that output and capital stock decline to the point 

when saving rate is zero and the rate of decline is equal to (δ + n). 
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On the other hand, whether k > k* the economy grows at an 

increasing rate because saving is greater than the amount of 

resources needed to replace capital per worker (n+δ)k. 

This poverty trap model seems to be consistent with the real 

situation of many poor countries, where saving rates are very low, 

and with the debt overhang hypothesis, since a large stock of debt 

lowers investment and reduces the capital stock. A poverty trap 

could also be triggered by a demographic pressure or by the fact 

that the marginal productivity of k could be negative when k is very 

low, contrary to the usual assumptions (Inada condition), because 

capital stock might become productive only above a certain 

threshold.  

 

2.2  REVIEW OF EMPIRICAL STUDIES OF EXTERNAL DEBT  

Empirical studies on external debt-economic growth relationships are 

numerous in the literature of both developed and developing 

countries. Theoretically, it is expected that the marginal product of 

capital should be higher than the world interest rate for developing 

countries. Then, such aunties would benefit from external borrowing 

Eaton (2003). However, external debt only helps to exploit the 

potentials of a country, it does not enhance it. 
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(A) Savvides (1992) while trying to measure the impact of debt 

overhang on the country’s economics’ performance used a two stage 

limited Dependent variable model (2SLDV) procedure by cross 

section time series data from 43 less developing countries (LDCS) 

encountering debt problem. The study concludes that debt overhang 

and decreasing foreign capital flows have significant negative effect 

on investment rates. 

(B) In the findings of Iyoha (2000), he opines that a 75% debt 

stock reduction would have raised the investment – GDP ratio by 

8.6% and increased GDP by 7-8% and the debt/GNP ratio would 

have fallen by 65%. No doubt, the debt reduction is expected to 

promote growth. 

(C) In a study conducted by Chavvin and Kraag (2005) on a 

sample of 62 low-income countries assessed the extent to which 

debt relief induces government to embark on social spending. They 

conclude that the marginal benefits of debt relief may not be same in 

Africa. 

(D) Latin America and Asia Lora and Olivera (2006) test the 

crowding out effect of public debt on social services between 1985 

and 2003 and find that the effect comes mostly from stock of debt 

and not debt service. They posit that loans from multilateral 
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organization do not ameliorate the adverse consequences of debt on 

social expenditures. 

(E) Dessy and Vencata Chellum (2007) study however show 

that if a government has a high discount factor, it will rather 

consume more than invest once debt relief is granted. This is 

particularly true of most developing countries that have high 

marginal propensity to import. 

(F) Deshpande (1997) attempted to explain the debt overhang 

hypothesis by an empirical examination of the investment experience 

of 13 severely indebted countries. The author argues that the 

adjustment measures, which are applied by severely indebted 

countries, have an impact on the indebted countries, since the 

investment crisis has typically implied a growth crisis for the highly 

indebted countries. 

(G) Cohen (1993) estimated an investment equation for a sample 

of 81 developing countries over three sub periods using O.L.S 

method. The author shows that the level of debt does not explain 

the slowdown of investment in highly rescheduling developing 

countries. 

(H) Olivera (2006) test the crowding out effect of public debt on 

social services between 1985 and 2003 and find that the effect 
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comes mostly from stock of debt and not debt service. They posit 

that loans from multilateral organizations do not ameliorate the 

adverse consequences of debt on social expenditures. Thus, if Lora 

and Olivera’s (2006) results hold for Africa, beneficiaries of debt 

relief should have increased their expenditure in the social sector. 

(I) Ayadi and Ayadi (2008) examined the impact of the huge 

external debt, with its servicing requirements on economic growth of 

the Nigerian and South African economies. The Neoclassical growth 

model which incorporates external debt, debt indicators, and some 

macroeconomic variables was employed and analyzed using both 

ordinary least square (OLS) and generalized least square (GLS) 

methods. Their findings revealed negative impact of debt and its 

servicing requirement on the economic growth of Nigeria and South 

Africa. 

(J) Ogunmuyiwa (2011) examined whether external debt 

promotes economic growth in Nigeria using time-series data from 

1970-2007. The regression equation was estimated using 

econometric techniques such as Augmented Dickey – Fuller test, 

Granger causality test, Johansen co-integration test and vector error 

correction method (VECM). The results revealed that causality does 

not exist between external debt and economic growth in Nigeria. 
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(K) Adesola (2009) empirically investigated the effect of external 

debt service payment practices on the economic growth of Nigeria. 

Ordinary least square method of multiple regression was used to 

examine how debt payment to multilateral financial creditors, Paris 

club creditors, London club creditors, promissory notes holders and 

other creditors relates to gross fixed capital formation (GFCF) using 

data from 1981 to 2004. The study provides evidence that debt 

payment to Paris club creditors and other creditors show a negative 

significant relation to GDP and GFCF. 

(L) Audu (2004) examined the impact of external debt on 

economic growth and public investment in Nigeria from 1970-2002. 

The empirical investigation was done using the co-integration test 

and Error correction method. The study shows that debt servicing 

pressure in the country has had a significant adverse effect on the 

growth process and past accumulation negatively affect public 

investment. 

(M) Choong, Lau, Liew and Puah (2010) examined the effect 

of different types of debts on the economic growth in Malaysia 

during the period 1970-2006. Using co-integration test, the finding 

suggest that all components of debts have a negative effect on long 

run economic growth. 
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(N) Malik, Hayat, and Hayat (2010) explored the relationship 

between external debt and economic growth in Pakistan for the 

period between 1972-2005, using time sense economic technique. 

Their result shows that external debt is negatively and significantly 

related to economic growth. The evidence suggests that increase in 

external debt will lead to decline in economic growth. 

 

2.3 BRIEF HISTORY OF NIGERIA'S EXTERNAL DEBT 

Nigeria's total external debt stock, as at December 31, 2005 stood at 

US$20,477.97 million as against US$35,944.66 million in December 

2004, indicating a decrease of US$15,466.69 million or 43.03 

percent. The significant reduction was as a result of the 

implementation of the first and second phases of the Paris Club debt 

deal, which reduced the pre-cut off Paris Club debt by 33 percent 

after regularization of arrears. As all arrears to the Paris Club have 

been paid, and no arrears are outstanding to any other external 

creditors, the entire external debt stock of US$20,477.97 million 

comprises of principal balances (disbursed outstanding debt). This is 

the first time in twenty years that Nigeria has no arrears outstanding 

in its external debt stock (DMO: 2005).  
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The trend in Nigeria's external debt stock and debt service over 

the last five years (2000-2005) has been well computed and 

documented by the country's Debt Management Office (DMO). 

Nigeria's total external debt stock, as at December 31, 2001 was 

S$28.347 billion. A significant portion of the stock consisted of 

arrears of principal, interest, as well as the late interest, which had 

been consolidated to form the current principal balance. Nigeria's 

external debt increased significantly between 2001 and 2004 despite 

the fourth rescheduling agreement with the Paris Club Creditors in 

2000. The external debt stock as at December 2000, amounted to 

about US$28.274 billion, interest arrears of US$4,4 billion and late 

interest of over US$5.1 billion. So one could observe the 

exacerbating effect not only of principal and interest arrears, but also 

of late interest which is interest charged on defaulted debt payments 

Arikawe (2003).  

In terms of creditor categorization, the external debt stock in 

200.5 comprised US$15,412,40 million or 75.26 percent owed to the 

Paris Club, US$2,512.19 million or 12.27 percent owed to multilateral 

institutions, US$1 ,441.79 million or 7.04 percent owed to the 

London Club, US$649.80 million 'or 3.17 percent owed to the 
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Promissory Note holders and US$461.79 million or 2.26 percent 

owed to non-Paris Club Creditors (DMO:2003). (See tables 1 and 4).  

External borrowing by Nigeria started towards the end of 

British colonial rule in the country. The last of such borrowing was 

the 1958 World Bank loan which was used to finance the Nigerian 

Railways Extension to Borum. This loan was US$250 million and 

because not much borrowing took place in that decade, public 

charges were relatively small, averaging N3.2 million per annum and 

representing 0.2 percent of GDP Obadan (2002).  

In the 1960s when shortage of foreign exchange became one 

of the bottlenecks to national economic development, external 

borrowing became imperative for the country. During this era, 

Nigeria borrowed sparingly and cautiously too, The reasons are 

varied, Immediately Nigeria attained independence in 1960, some 

laws guarding external borrowings were enacted. The Promissory 

Notes Ordinance and the External Loans Act were enacted 

respectively in 1960 and 1962. A backing fund for loan redemption 

was established under the Promissory Notes Ordinance while the 

External Loans Act required that external loans be used for 

development Programmes and for lending to regional governments. 

The 1962 Act was amended in 1965 to broaden the end use of 
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external loans, during this period, debt servicing was never a 

problem, hovering around 2% of exports. This cautious attitude 

prevailed throughout the 1960s and most of the 1970s Umoren 

(2001)  

However, these legal frameworks failed to deter successive 

governments, whether military or civilian from abusing the external 

borrowing process. The country's external debt was N82,4 million, 

N435.2 million and N488.8 million as at 1960, 1965 and 1970 

respectively. During these years, the values of exports were N337,4 

million, N5365 million and N885,4 million respectively. The external 

debt figures increased slightly to N349,9 million in 1975 when late 

General Murtala Mohammed took over the mantle of leadership 

Fasipe (1989) up to this period, 1975-1976, loans were taken in 

relatively small amounts and were largely to supplement domestic 

resources for the provision of infrastructural facilities and agricultural 

projects.  

Thus, as stated earlier, in 1970, Nigeria's external debt stock 

was less than one billion dollars as shown in tables 2 and 3. By the 

second half of the 1980s, the debt profile had deteriorated seriously 

due to indiscriminate acquisition of short-term loans and trade 
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arrears with little regard to the efficient management of the ensuing 

debt and it's servicing. 

  That resulted in mounting arrears and unmanageable growth 

of the debt stock relative to avoidable resources stock, which was 

about US$9 billion in 1980, grew to nearly US$19 billion by 1985. 

Correspondingly, the debt stock as a percentage of total export 

earnings and GNP rose to uncomfortable levels of 151 % and 24% 

respectively. In that year, the debt service payment due was a little 

above US$4 billion, which was about 33% of the total export 

earnings Okonjo-Iweala (2001). However, the actual debt service 

payment for the year was about US$1.5 billion, in the early  

1990s, total debt stock to export ratio hovered around 250 - 300%. 

As figures (from the World Bank's Global Development Finance, 

2002) shows between1998-2000, the country's key indebtedness 

ratios averaged as follows: 

 (i)  Total debt stock to export of goods and services - 203%  

 (ii)  Present value of debt service to export of goods and 

services -112%  

 (iii)  Total debt stock to gross national income - 105%  

 (iv)  Present value of debt service to gross national income - 

84%  
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 (v) Total debt service paid to exports of goods and services - 

6%  

 The key ratios of Nigeria's unbearable debt burden until the 

Paris Club exit deal of 2005 place the country among the severely 

indebted low-income countries as categorized by the World Bank, 

although Nigeria is not so classified. These are the countries for 

which the present value of debt service to GNI exceeds 220%, the 

debt stock as percentage of total export and the GNP was 149% and 

83% respectively. Arikawe (2003).  

The story of how Nigeria got into the debt trap, part of which 

has been told earlier, if well appreciated by the policy elites can 

guide the country's excessive dependence on external financing for 

development in the future. The bulk of Nigeria's debt was incurred at 

non-concessional terms during the late 1970s and the early 1980s, 

during a period of significantly low interest rate regime when the 

London Inter-Bank Offered Rate (LIBOR) hovered between 3 and 4 

percent. The debt grew rapidly through the eighties for two main 

reasons. The first was that LlBOR rose steeply during the period 

peaking at 13 percent in.1989. As a result, the pre-1984 debt of 

most developing countries, Nigeria inclusive, quadrupled by 1990. 

The second was the accumulation of debt service arrears due to 
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worsening inability to meet maturing obligations as oil prices 

collapsed. The situation was compounded by poor economic policies, 

bad management and unfavourable loan terms, making it extremely 

difficult to service the mounting external debt Obligations, 

particularly those due to the Paris Club. As a result, despite three 

rescheduling arrangements in 1986, 1989 and 1991, arrears 

continued to mount, and further aggravated the debt problem.  

Since the 1977/1978 financial year when Nigeria, for the first 

time borrowed in larger chunks and shorter maturities from the 

International Capital Market (lCM) at higher and variable interest 

rates, many more such loans from the ICM were raised, especially as 

funds from bilateral and multilateral institutions became increasingly 

inadequate for the needs of the ruling elites. Consequently, ICM loan 

rose rapidly from N 1.0 billion in 1970 to N5.5 billion in 1982 and to 

N40.5 billion in 1987, when it constituted 40.2 percent of total 

external debt Osemwota (1994). As Obadan (2002) noted, the 

singular act of borrowing from the ICM changed the character and 

structure of Nigeria's external debt. The debt profile showed a 

significant shift from the mainly traditional concessional bilateral and 

multilateral sources to market sources characterized by short and 
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medium-term loans, shorter repayment and grace periods, and high 

and variable interests.  

In the same period, state governments joined the bandwagon 

of external borrowings, without recourse to the laws guarding 

external borrowings. As table 2 shows, the loans kept growing at a 

rate higher than the value of Nigeria's exports. There were no new 

loans between 1984 and 1985. Ibrahim Babangida resumed 

borrowing, But this time only from the World Bank as the Banks had 

since 1982 stopped lending to Nigeria, In 1986, the World Bank 

made a $452 million trade policy and export development loan 

commitments. The Babangida government did not stop at this World  

Bank loan; nor could it, for as far back as 1983, Nigeria was 

estimated to need $11 billion external funding and that need 

deepened with dwindling export earnings, In 1988, the World Bank 

announced it was making available to Nigeria $2,95 billion over 

1988-90; this would include two structural adjustment loans to 

support trade and industry commercial banks were also to provide 

$320 million and Japan $200 million Umoren (2001).  

When General Ibrahim Babangida took over power from 

General Mohammadu Buhari in a palace coup in August 1985, the 

Group of Seven (G-7) countries refused to grant Nigeria trade credit 
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facilities for export. Also, Nigeria's short and medium-term loans 

became matured during the period, By 1986 and 1987, Nigeria's 

external debt had risen to N42,2229,5 million ($18,631,3 million) and 

N86,550,8 ($26,200,00) respectively. 

 In 1998, the external debt stood at N146,410,00 million 

($29,282,00 million). In 1988, the external debt stood at 

N149,410,00 million ($29,282,00 million). In 1989, it was 240,329,6 

million ($31,424,00 million). The figure stood at N298,614,3 million 

($33,179,0 million) in 1990.  At the end of December 1991, external 

debt stood at N325,496,4 million ($33,364,5 million) and in 1992, it 

stood at $27,564,8 million) and in 1992). 

In 1998, the debt stock stood at N633,144,4 million 

(CBN:1993). In 1994 and 1995, the debt stock stood at N648,813,0 

million ($29,429 million) and $32,585 respectively (CBN;1995). By 

December 31, 1996, Nigeria's external debt stock amounted to 

$26,060 billion.  

That year, General Sani Abacha regime claimed to have serviced the 

nation's external debt at $2 billion, Offiong and Oriakhi, (2002), In 

1997, 1998, 2000 and 2001, the stock of Nigeria's external debt 

stood at US$27,087,8 million, US$28,773,3 million, US$28,273,7 

million and $28,347.0 million dollars respectively Obadan (2004). In 
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2003 and 2004, the debt stock stood at US$32,9 billion and $35,9 

billion respectively (CBN;2004), See table 4, which shows Nigeria's 

outstanding debt by creditor, 2001-2005.  

By December 31, 2005, Nigeria's external debt as stated earlier stood 

at US$20,477.97 million as against US$35,944,66 million in 

December 2004, indicating a decrease of US$15,466,69 as a result of 

the implementation of the first and second phases of the Paris Club 

debt by 33 percent after regularization of arrears. 

  

2.4 Nigeria’s Debt Management Strategy 2013-2017. 

Source: Debt Management Office of Nigeria. 

(http://www.dmo.gov.ng)   

Public debt management seeks to design and execute 

comprehensive strategy for managing the total public debt portfolio 

of the federation with the broad objectives of raising money to meet 

government’s funding needs achieve an optimal balance between 

costs and risks, develop and maintain a functional and efficient 

market for government securities and meet other goals that may be 

set by the government. These objectives would require the 

understanding of the operating environment and putting in place, 

frameworks, strategies, procedures an initiative, which will direct the 
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pursuit of the set goals. In this regard, public debt management will 

have to function within the context of a pre-determined policies and 

strategies as follows: 

(1) Macroeconomic Framework 

(2) Debt management coordination with fiscal and monetary 

policy 

(3) Portfolio management objectives and guidelines  

(4) Debt management strategy 

(5) Debt sustainability analysis 

(6) Risk management framework 

(7) Contingent liability management 

(8) Transparency and Accountability 

(9) Cash management strategy 

(10) Sub-national debt management strategy 

 

The debt management strategy usually sets out the government’s 

strategy and plans for the management of its domestic and external 

debt and other financial liabilities. It aims at ensuring that borrowing 

activities support the refinancing of maturing government debt 

obligations, the execution of the budget plan and other financial 

operations of the government including developing other non-debt 
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financing options and establishing a prudent debt portfolio. It also 

seeks to ensure that the borrowing plan takes into account costs and 

risks within an optimal portfolio mix between external and domestic 

borrowing in the medium to long-term. 

Nigeria’s debt management strategy is contained in the 

medium-Term Debt Management Strategy (MTDS) 2012-2l015, 

document developed by the DMO, in collaboration with stakeholders 

and approved by the FEC. Based on the existing debt structure and 

borrowing options available to the government, the debt 

management strategy, going forward, will be targeted at; 

(i) Significantly reducing the rate of growth of public debt in 

general and domestic debt in particular, to ensure long-term 

public debt sustainability. 

(ii) Reducing the amount spent on debt service by substituting the 

relatively more expensive domestic debt with less expensive 

external debt. At the end of 2012, the difference between the 

domestic and external average cost of borrowing was about 

8% per annum,  

(iii) Achieving an optimal mix between domestic and external debt 

composition in order to arrive at a more balanced public debt 

portfolio – preferably, in the ratio of 60:40 for domestic and 
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external debt, respectively whilst allowing adequate liquidity in 

the domestic bond market to ensure a vibrant fixed-income 

securities market, which is an essential component of a robust 

capital market. 

(iv) Encouraging direct budgeting provisions for the repayment of 

part of maturing FGN securities obligations instead of 

refinancing in order to reduce the rate of accumulation of 

domestic debt through the establishment of a sinking fund. 

(v) Reducing issuance of short-term domestic debt instruments in 

favour of long-term debts instruments, within the limited and 

prudent amount to be borrowed, to hedge against refinancing 

and other market risks. 

(vi) Attaining appropriate mix in terms of currency composition, 

interest rate structure, and concessional versus commercial 

borrowing. 

(vii) Stabilizing and depending the domestic debt market to attract 

other debt issues, especially corporate and more foreign 

investment inflows. 

(viii) Creating more borrowing space for the private sector to access 

long-term funds to grow the real sector, as well as, incentives 

them to play a more prominent role in the development of 
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commercially viable critical infrastructure projects for economic 

growth and development, in line with the policy posture of the 

transformation agenda. 

In summary, Nigeria’s public debt management strategy will be 

directed towards achieving low-cast funding by striking a balance 

between cost and risk structure and maintaining refinancing risks at 

prudent levels. It will also involve supporting a well-functioning FGN 

domestic and external securities market that will guarantee the 

government and private sector access to long-term funds. 

The MTDS, like the DSA, will be subjected to regular review, 

preferably on an annual basis, to keep it in line with the realities of 

governments borrowing and developmental plans, as well as, with 

developments in the financial marketing. 

 

2.5 The Obasanjo Administration and the Campaign for 

External Debt Relief for Nigeria  

When the administration of President Olusegun Obasanjo assumed 

office in 1999, the management of Nigeria’s debt, both external and 

internal, posed a serious challenge to the newly elected democratic 

government. The management of external debt was spread across 

five agencies located in the Federal Ministry of Finance (FMT) and 
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the CBN. This created a number of problems in terms of 

responsibilities, thus making it difficult to ascertain the claims of 

creditors due to conflicting figures from the various bodies, 

complicated and inefficient debt service arrangements, and lack of 

coherent and well defined debt strategy for the country Mansure 

(2006:329). In response to this problem, the Debt Management 

Office (DMO) was established in 2000, with the primary objective of 

maintaining reliable database of the nation’s loans and to prepare 

and implement a plan for the efficient management of the nation’s 

and domestic loans obligations at sustainable levels that would 

enhance economic growth and development. The government also 

set up several institutions to boost its image and to fight against 

corruption. These included the independence corrupt practices 

commission (ICPC), the due proves office, the Economic and 

Financial Crimes Commission (EFCC), the Nigeria Extractive Industry 

transparency Initiative (NEITI). 

 The government adopted an economic reform program known 

as the \national Economic Empowerment and Development strategy 

(NEEDS) at the Federal level which was complemented by individual 

State Economic Empowerment and Development Strategies (SEEDS). 

The objectives of NEEDS were addressed in four main areas of 
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reforms namely, macroeconomic, structural, public sector and 

institutional and governance reforms Iweala and Osafo-Kwaako 

(2007). Through the reforms, the Nigeria government had hoped 

that the international community will support its effort to revamp and 

develop the economy and reduce poverty by significantly reducing 

Nigeria’s debt.  

 Before 1999, past administrations had tried different 

approaches to management of Nigeria’s debt; however, most of the 

previous regimes had favoured the approach of debt rescheduling. 

 The Obasanjo administration also succeeded in reaching 

rescheduling agreements with the Paris club after paying about US$7 

billion between 1999 and 2004. The DMO played a ethical role in the 

re-negotiation of interest rate regime of Paris club debt from an 

average of 10-13 percent to 5.3-6 percent per annum Mansur 

(2006:340). Despite the efforts of the government, debt service of 

US1.8 billion in 2004 alone was more than six times the federal 

government recurrent budget on Education Alli (2006:35). 

 Even before the Obasanjo administration was inaugurated in 

1999, the president had visited the World Bank to discuss how 

Nigeria could get debt relief Okonjo-Iweala (2003). On assumption of 

office, in May, 1999, President Olusengun Obasanjo declared that the 
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achievement of debt reduction would be an important element in his 

economic relations and foreign policy. To win the support of the 

creditors, president Obasanjo made servicing of Nigeria’s debts more 

regular and substantial payments were made. However, this did not 

help to endear the country to the creditor nations, as most of them 

felt that Nigeria’s debt was sustainable due to the huge oil revenue. 

The argument of the creditor nations was that with prudent 

management of resources, Nigeria could afford to pay. For instance 

the French Ambassador to Nigeria had declared Nigeria’s debt was 

sustainable if you compare the size of Nigeria and the debt and the 

country GDP, then the debt is sustainable (The Guardian, March 14, 

2005). 

 This did not deter President Olusegun Obasanjo, who had since 

as G8, AU, Common Wealth and UN to promote his campaign for 

debt relief for Nigeria. The President also held several meetings with 

Western world leaders on the debt matter.  

 However, the ascension into power of Tony Blair made a 

difference. Though the efforts of the British Prime Minister Tony Blair 

who called for 100 percent debt cancellation for poorest African 

countries, Nigeria’s position was further strengthened. Through the 

Blair commission, Britain, Nigeria’s largest creditor, helped Nigeria’s 
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camping when Blair became the chairman of the G8 in 2004 and that 

of the EU in 2005.  

 Thus working in conjunction with the National Assembly, 

advocacy groups abroad and within the country, the Obasanjo 

administration was able to achieve debt relief for Nigeria. Though 

several pledges were made by the creditor nations to either 

reschedule the payment or cancel Nigeria’s debts Oche (2006:169), 

the biggest achievement of Obasanjo debt relief diplomacy was the 

October 2005 debt deal which led to exist of Nigeria from the Paris 

club as Africa’s largest debtor. In his address to the nation on June 

30th, 2005, President Olusegun Obasanjo declared that. This debt 

relief offered to us, I am pleased and proud to say, is the director 

produce of our relentless and persistent endeavour over the past six 

years. The total relief package amounted to an $18 billion debt write 

off, with Nigeria to pay off the balance off the balance of 

approximately $12.4 billion to the creditors over a period of six 

months. The summary of the deal was aptly captured by Okonjo 

Iweala and Philip Osafo-Kwaako (2007:12). 

 As part of a tough but ultimately successful debt negotiation 

process with the Paris club, Nigeria paid its outstanding arrears of 

$6.4 billion, received a debt write-off of $16 billion on the remaining 
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debt stock (Under Naples terms) and purchase its outstanding $8 

billion debt under a buyback agreement at 25% discount for $6 

billion. The entire debt relief package totaled $18 billion, or a 60 to 

write-off in return for a $12.4 billion payment of arrears and 

buyback. The exercise involving the buyback was unprecedented in 

the Paris club for a low-income country and was the second largest 

debt relief operation in the club’s 50 year history. It brought an $18 

billion debt reduction on Nigeria’s $30 billion Paris Club debt, an 

overall reduction of 60% and 76% reduction of the non-arrears 

portion of the debt stock; it was also the first time the Paris club had 

allowed a discounted buyback of a portion of debt stock. 

 The debt relief was unique in many ways. First, it was the first 

of such exist for an African country and the second largest Parish 

club debt deal ever after Iraq, second it was granted without formal 

IMF programme in place; third, it was structure to enable Nigeria to 

secure a complete and permanent exit from the Paris Club of 

creditors. Instead, the IMF introduced a policy support instrument 

(PSI) to back Nigeria economic reform programme, the National 

Economic Empowerment and Development Strategy (NEEDS). 

Source: Journal of Social Science and Policy review volume 

4, September, 2012. 
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2.6 Nigeria’s Debt Profile. Source: Debt Management Office 

of Nigeria. (http://dmo/gov.ng/oci/edebtstock) 

Nigeria’s debt profile hits N10trn  

Nigeria’s total debt stock hit a total of N10.04 trillion as December 

31, 2013, indicating an increase of 33.03 percent compared with the 

N7.55 trillion it was as at Dec. 31, 2012, following massive market 

and international agencies, the debt management office (DMO) has 

revealed. 

The federal government borrowed an estimates N2.49 trillion 

to finance its operations in 2013, the DMO said.  

Data on the public debt stock as at Dec. 2013, released by the DMO 

indicated that ext debt comprising Federal government and states 

debts to international multilateral agencies at N1.37 trillion ($8.82 

billion at the exchange rate of N155.75), accounted for 13.68 

percent of the total debt stock, while the domestic stock totaling 

N8.67 trillion accounted for 86.32 percent of the total debt stock. 

The DMO report an actual debt service charges showed that 

the N794.56 billion used in servicing both the domestic and ext debt 

stocks in 2013 increased by 10.2% compared to the N721.0 billion 

used in 2012. The actual debt service charges also overshot the 
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N591.76 billion provided in the 2013 appropriation act for debt 

servicing by 34.27 percent. 

According to the report, N93.88 billion was pad as interest on 

Nig treasury bills in 2013 compared to N310.79 billion in 2012; 

N464.67b was spent servicing the FGN bonds 1st to 7th in 2013 

compared to N354.07 billion in 2012 while N35.55 billion was used to 

service treasury bonds borrowings in 2013 as against N36.5 billion in 

2012. 

A further breakdown indicated that the federal government 

increased its external borrowing by $1.86 billion, representing an 

increase of 45.05% to $6.005 billion in 2013 up from the $4.14 in 

2012. A further breakdown indicated that the federal government 

increased its external borrowing by $1.86 billion, representing an 

increase of 45.05 percent to $6.005 billion in 2013 up from $4.14 

billion in 2012. 

The federal government’s borrowing from multilateral agencies 

increased to $3.52 billion in 2013 from $2.88 billion the previous, 

fear while the balance of N2.48 billion was from bilateral agencies 

including the china export-import bank and commercial Eurobonds 

offerings; indicating increase in almost 100% (96.8) over the $1.26 

billion in 2012. 
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On the other hand, state governments increased their external 

debt by $436 million or 18.3% to $2.816 billion in 2013 from $2.38 

billion in 2012. 

According to the report, the top five highest borrowing states 

also increased their external debt profiles in 2013 compared to 2012. 

For instance, Lagos state increased its debt by $326.88m or 53.47% 

to $938.13 million from $611.25 million in 2012. Kaduna state’s debt 

also rose by $25.62 million or 11.87 percent from $215.68 million to 

$241.3m. Cross River’s debt rose by $14.74m or 14.44% from 

$113.03m to $121.96m, while Ogun and Oyo states rose by 7.9 and 

4.5% to $116.8m and $180.2m in 2013, from $102.06m and 

$76.68m in 2012, respectively. 

Almost immediately after the retirement of a large fraction of 

Nigeria’s external debt in 2006 another specter of indebtedness was 

looming in the horizon when former president Olusegun Obasanjo 

sent a letter to former senate president Ken Nnamani, praying the 

National Assembly to authorize his government to take a US$2.5 

billion loan from the peoples republic of china. Since then, the 

country has been haunted by another bout of sporadic debt over-

hang. As at Sept. 30, 2013, Nigeria’s total debt stock was said to 

have increased by 10.20% to N8.32 trillion compared with N7.54 
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trillion it was as at Dec. 31, 2012 as revealed by the DMO. This, 

however, includes both external and domestic debts. 

Indeed, a breakdown of the public debt showed the ext debts 

(federal and state governments) accounted for 15.50% of the total 

debt stock at N1.29 trillion ($8.26B at exchange rate of N1555.75 $1, 

while the domestic debt stock accounted for 84.50% of the total 

debt stock at N7.03 trillion. As at the second quarter of this year, ext 

debt contributed about B.59% of the total debt stock. For a country 

that produces crude oil (the sixth largest exporter of the product in 

the world), this is quite lamentable. 

For instance, the $2.5B credit facility taken by the Obasanjo 

administration shortly after we paid a staggering amount of money 

to the London and Paris club of creditor was intended principally to 

finance infrastructural projects in three key sectors of the national 

economy. 

In the light of mounting debt profile, Nigeria are even keen to 

know what is so sacred about the country’s external reserve which 

stands at about $45B, that some fraction of it cannot be utilized for 

the infrastructural projects desperately required to revitalize 

productive sectors of the national economy. A country in which 

consumption is more than production is bound to borrow. Until we 
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build formidable infrastructure, embark on serious agricultural 

production, combat the pervasive oil theft and curb the numerous 

leakages in our financial system, the country will continually be in 

chronic debt. 

 

Table 2.1:  

Table on Nigeria’s External Debt Profile 

Years External 
Debts 

In Dollars 

Domestic 
Debt  

In Millions 
1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

18,904.00 

25,574.00 

28,316.00 

30,693 

31,586 

33,099 

33,730 

27,564 

28,718 

29,428 

32,584 

28,060 

27,087 

28,773.84 

28,039.21 

28,273 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

343.67 

359.03 

537.49 

794.89 

898.25 
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2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

28,347 

30,991.87 

32,916.81 

35,944.66 

20,477.97 

3,664.21 

3,863.93 

3,720.36 

3,947.30 

4,578.77 

5,666.58 

6,276.03 

8,821.90 

1,016.97 

1,166.00 

1,329.72 

1,370.32 

11,711.66 

13,628.13 

15,778.21 

17,678.55 

21,870.80 

30,514.33 

35,882.86 

40,352.96 

46,7185.41 
 

Source: Debt Management Office of Nigeria  

(http://www.dmo.gov.ng/oci/edebtstock/ed) 

 

2.7 SOURCES OF EXTERNAL LOANS AND DESTINATION OF 

SOME OF THE LOANS  

Nigeria began to experience external debt problems from the early 

1980s, when foreign exchange earnings plummeted as a result of 

the collapse of prices in the international oil market, and external 

loans began to be acquired indiscriminately. The phenomenal 

increase in the magnitude of Nigeria's debt is a reflection of 
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increase in loans from the LEM as well as the multilateral 

institutions, bilateral sources, the accumulation of trade arrears, 

default charges on over-due scheduled payments, capitalization of 

unpaid interest and the depreciation of the United States dollars 

against other major international currencies in which the loans were 

contracted Obadan (2004).  

Between 1978 and 1980, external loans acquired greater 

significance in the Nigerian economy. Very many loans were 

contracted from 1978 onwards. For example, between 1978 and 

1983, the federal government contracted 37 loans totaling N2.854 

billion. From1980 -1981, the value of external loans contracted by 

the states and guaranteed by the federal government was N3.5 

billion Obadan (2004).  

What projects were these loans used to finance, and were they 

actually repaid? Also, under what kind of contract clauses were 

these loans taken by Nigeria. Given the vast nature of the 

borrowings of the Nigerian government and the varied processes of 

borrowings, we shall identify some of the projects for which loans 

were taken to implement and their contract clauses.  

Majority of the loans taken by Nigeria especially in the pre-

structural adjustment period, beginning in 1986 were secured to 
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finance developments projects. It was during the period of the 

Structural Adjustment Programme (SAP) that borrowing for balance 

of payments support became very popular. Otherwise, before now, 

borrowed funds were used to procure imports needed for 

development projects or for adding to reserves and, hence, 

enhancing external and internal liquidity. In general, projects 

financed by external loans are to be found in virtually all sectors of 

the economy, namely, agriculture, industry, roads, steel 

development, telecommunications, energy, water supply, education, 

health, transport, forestry, dams and so on. Nigeria's borrowings 

from the World Bank are mainly for agriculture, water supply, road 

network, education - recall the episode of the US$120 million World 

Bank loan to Nigerian Universities - Port development, small and 

medium-scale industrial projects, urban development, and other 

aspects of infrastructural development, and other aspects of 

infrastructural development.  

External loans to Nigeria come from four major sources. In the 

1960s, the Nigerian government relied heavily on contractor finance 

as a result of inadequate aid supplies contractor finance obligations 

and supplier credits to the public sector of the economy reached an 

alarming scale and consequently caused serious concern. The 
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credits had high rates and very short repayment period of 5-6 

years. As a result, of the cost of such credits to the economy 

tended to be very high. But from the early 1970s up to 1978 there 

was a major shift away from procuring loans through contractor 

finance to bilateral and multilateral sources Obadan (2004).  

In this direction, Nigeria has continued to enjoy substantial 

credit facilities from multilateral institutions such as the 

International Bank for Reconstruction and Development (IBRD) - a 

member of the World Bank Group; the International Development 

Association (IDA); the International Fund for Agricultural 

Development (IFAD); and the European Investment  

Bank (EIB). The World Bank Group has been the most 

dominant among the multilateral suppliers of loans to Nigeria. All 

the World Bank loans have been made to federal and state 

governments and to quasi-official institutions with a guarantee by 

the federal government. Borrowings from the IBRD increased 

tremendously in the early 1980s from US$63.0 million in 1980 to 

US$524.0 million in 1986. It, however, declined gradually in the late 

1980s and early 1990s to US$264.0 million in 1993 Omorugi (1995).  

The cumulative amount of World Bank loans to Nigeria has 

been substantial. The World Bank Group accounted for 42 percent 
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of Nigeria's disbursed and outstanding external loans in 1997. As at 

31 December 1997, aggregate World Bank Group's commitment in 

Nigeria amounted to the equivalent of US$7,155.68 million, spread 

over 98 projects and programme. As of the same date, 77 IBRD 

loans with gross commitments of US$5,312.7 million had been 

completely drawn down. The principal, interest and charges of 26 of 

the project loans, with original commitment amounting to US$676.9 

million had been fully repaid (see Table 7) seven other IBRD loans 

with initial commitment totalling US$935.5 million are still 

disbursing. This brings the total number of IBRD loan to the country 

to 84, with initial commitment of US$6,248.2 million.  

The status of the IBRD loans as at 31 December 1997 can be 

summarized as follows:  

 26 fully repaid loans valued at US$676.9 million  

 5 fully disbursed loans valued at US$4,635.8 million  

 7 disbursing loans valued at US$935.5 million  

 a total of 84 IBRD loans valued at US$6,248.2 million  

The IBRD loans range from the first loan of US$28.0 million for the 

Nigerian Railway Project, effective on 3 July 1958 to the 84th loan, 

the National Agricultural Technical Support Project Loan, effective 

on 8 June 1993; and valued at US$42.5 million. Since 1965, the 
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International Development Association (IDA) has financed 14 

projects in the country with credit commitment totaling US$707.5 

million. Two of the credits, one for education (US$21.4 million) and 

the other for the Northern Roads project (US$18.7 million) have 

been fully disbursed. The other 12 credits with a commitment value 

of US$867.38 million are still disbursing Obadan (2004).  

Another source of loan is IFAD. IFAD - assisted project loans 

in the country between 1987 and 1992 amounted to US$53.2 

million for four projects. IFAD-assisted project loans in the country 

between 1987 and 1992 amounted to US$53.2 million for four 

projects. IFAD loans are for food and agricultural development 

projects. Like other multilateral finance institutions, the European 

Investment Bank (EIB) has since 1980 also financed several 

projects in the country. As at December 1997, the total loan 

commitment of the EIB in the country was US$648.6 million, and it 

was all fully disbursed. Compared to those of other financial 

institutions, the World Bank Group loans are significant in that they 

are relatively less expensive. In addition, they embody technical 

assistance in the form of technology and personnel. However, IBRD 

loans have the disadvantage of being revalued periodically, a 

practice which more often than not increases the value of debt 
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Obadan (2004).  

Nigeria also secured some bilateral loans from other countries 

over the years. Starting with the Nigerian Railways bilateral loan 

agreement in 1963 between the governments of the United Kingdom 

and Nigeria for US$100 million, since then bilateral loans have also 

been given to the country by the governments of the United States, 

Italy, Netherlands, Denmark, Japan, Hungary, Bulgaria, 

Czechoslovakia, France, Austria, Canada, Korea, Israel, Western 

Germany, and so on. Although these loans were quite substantial in 

the past, none has been signed since 1994. The value of external 

resources that Nigeria mobilized from bilateral sources has been low 

compared to the inflow from multilateral sources. Bilateral loans 

increased from US$49.0 million in 1980 to US$2120 million in 1986 

and thereafter, dropped to US$492.0 million in 1991 before rising to 

US$170 million in 1992. As a large part of the bilateral loans is in the 

form of export credits guaranteed by the Export Credit Agencies of 

the exporting countries, only a small proportion of it is concessional.  

Nigeria has also acquired credits from the African Development Bank 

(ADB), the African Development Fund (ADF) and the ECOWAS Fund 

(ECOF) to finance several projects since 1975. The ADB, however, 

has been the major African creditor institution to Nigeria, having 
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financed over 33 projects in the country between 1975 and 1994.  

Between 1987 and 1997, the total loan commitment of the ADB on 

13 projects in the country stood at US$1,597.5 million while the 

commitment of the ADF on 21 projects between 1990 and 1997 

were US$545.6 million. On the other hand, loan commitments from 

the ECOWAS fund on three projects amounted to US$13.12 million 

as at 1997.  

From the late 1970s, the International Capital Market (ICM), 

particularly the Eurodollar Market, became a major source of loans to 

Nigeria. The government ventured into the Eurodollar market for 

loans at a time when loans from other sources were not forthcoming 

as before because of the oil exporter status of the country. The 

country borrowed on the assumption that high prices for oil would 

persist or that price declines would be temporary. But then the loans 

had to be procured at relatively higher costs and harder terms than 

multilateral and bilateral loans.  

The large scale commercial borrowing from the international 

capital market later caused a very sharp deterioration in the external 

debt profile and generated payment crisis. The large-scale 

involvements with commercial creditors explains why, up till the early 

1990s, Nigeria owed a significant proportion of its debt to private 
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creditors. In recent years, however, especially at the time of 1990, 

borrowing from the international capital market declined 

considerably, largely because of the large volume of loans the 

country contracted in the past. To repay these loans as well as the 

accruing interests has been difficult, and this has resulted in the 

nation's accumulation of huge arrears. A second reason for the 

decline is the high cost of borrowing and currency fluctuation in the 

international capital market. The observed decline in borrowing has 

not been restricted to the federal government. There has also been a 

drastic reduction in state government's borrowing from the ICM in 

the 1990s. For example, in 1990 out of the 19 loans contracted from 

the ICM, only three were for state governments: the remaining 16 

were for federal government projects. Also, out of the 12 loans 

contracted from the ICM between 1991 and 1994, only four were for 

state governments' projects; the rest were for federal projects 

Obadan (2004). 

Loans from private sources generally take the form of bonds, 

export credits and transactions on bills for collection and open 

account as well as direct loans from the Euro currency market. 

Between 1980 and 1993, the country did not benefit from any inflow 

of external resources from the international bonds market largely 
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because of the limited access of developing countries to the market. 

Omoruji (1995) The inflow of credits from commercial banks (buyers' 

credits) was US$492.0 million in 1980. It declined drastically to 

US$27.0 million in 1989 and ceased thereafter. On the other hand, 

suppliers' credits have been high and fairly steady, with inflows rising 

from US$573.0 million in 1985 before declining to US$250.0 million 

in 1991. In the 1980s, however, credit from private sources, 

particularly trade debt, created problems for the country. Trade debt 

arrears were accumulated then because of uncontrolled  

importation that continued even in the wake of dwindling foreign 

exchange earnings following the collapse of the oil boom.  

Consequently, pressures mounted on the various. Sectors of 

the economy, which resulted in balance of payments deficits and 

depletion of external reserves.  1997. The total lCM loan commitment 

stood at US$3, 159.8 million out of which the Federal Government's 

share was 87.6 percent. Out of the commitment, US$3,046.3 million 

was disbursed leaving the undisbursed amount of US$113.5 million. 

Obadan (2004). 

To conclude this section it is pertinent to point out that the lCM 

'loans and the Paris Club loans have been used to finance many 

public sector projects generally. Examples are Pipelines (Warri - 
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Abeokuta, Kaduna - Kana, Port Harcourt - Enugu, Warri Refinery, 

Kaduna Refinery and Storage Tanks); Cement Projects in Sokoto, 

Nkalagu and Calabar; Pulp and Paper Projects at Jebba, Calabar and 

lu, iron and steel plants at Ajaokuta and Warri; and Port 

development at Apapa, Calabar and Tin Can Island (see Table 10).  

Also, as noted earlier, the African Development Bank (ADS), the 

ECOWAS Fund (ECOF), the African Development Fund and other 

agencies had also given loans to Nigeria since 1975. While the 

ECOWAS fund financed projects such as the Sokoto (Nigeria) - Birni 

N'konni (Niger) telecommunications in 1985, as well as the sub-

Accelerated Artisounal Fist Project in 1990, the Federal 

Superphosphate Fertilizer Company, Kaduna,  

In 1991, and the Sepeteri Irrigation Project in 1992, the African 

Development Project (1987), Bauchi State Health Project with ADB 

loans included Ibadan Water Supply (1987), Anambra State Rural 

Infrastructure (1989), Niger State Water Supply Project (1990), 

Hadeja Valley Irrigation project (1992), Small Medium Scale 

Enterprises (NERFUND and Central Bank of Nigeria (SME11), Multi-

State Health Project (1993) and so on. (Federal Ministry of Finance, 

Reports of various years). Bilateral loans, on the other hand, have 

been used to finance similar projects in different sectors of the 
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economy. Examples are the Niger Dam Project, Eseravos, Police Staff 

College, Eko Bridge, Kwara State Hospitals Projects, Eleme 

Petrochemical Lagos State Waste Disposals, Oso Project, Rural 

Electrification, Hadejia Valley Irrigation Project, and the 

Telecommunications Network Development for US$13.116 million by 

the Japanese six grants under its technical assistance programme, 

ranging from the first US$207 million for Rivers State Rice 

Development Study (1991) to the sixth in 1993 given for Forestry 

Resources Study amounting to US$2.9 million. As indicated before, 

IFAD -assisted project loans are mainly for food and agricultural 

development projects. Accordingly, its first loan in 1987 was for 

cassava multiplication for component of MSADPI (US$16.3 million), 

the fifth loan of US$9.03 million in 1992 financed the Sokoto State 

Agricultural and Community Development Project. Obadan (2004). 

From the foregoing, available statistics show that external public 

debt which was US$69.7 million in 1960, rose to US$246.0 million in 

1970, representing 252 percent increase, and then to $3,146.0 

million in 1977. From 1960-70, external debt averaged US$160A 

million per annum. Although the total debt stock declined in 1975 

and 1976 by 10.3 and 20.7 percent, the average growth of debt 

between 1970 and 1977 was 51.9 percent. Obadan (2004). 
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Experts are united in the view that during the first two decades of 

Nigeria's political independence, external debt Obligations did not 

present any serious problems to the economy. The government then 

adopted a cautious borrowing policy. Moreover, the sizes of total 

debt and debt service payments were small in relation to export 

earnings of the country. Computed debt service and interest service 

ratios show that debt service payment was not a real burden 

throughout the 1960-80 period. For example, from 1970-77, the debt 

service ratio (ratio of total debt service payments to export of goods 

and services) averaged only 1.3 percent.  

However, towards the end of the 1970s, there were major 

shifts in procuring loans, largely from contractor finance and bilateral 

(UK) sources in the 1960s to multilateral sources in the 1970s and up 

to 1977, after which syndicated loans in the form of Eurodollar 

credits were contracted. For example, the share of loans from 

contractor finance sources in total external debt declined from 25.3 

percent in 1968 to 12.6 percent in 1974 and thereafter apparently 

ceased.  

On the other hand, the relative share of the World Bank Group 

(IBRD and IDA) loans increased from 17.4 percent in 1968 to 38.2 

percent in 1977, but declined thereafter to 9.6 percent in 1980. 
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Shows that up to 1977 and of the non-contractor finance sources, 

Nigeria relied mainly on loans from the U.K; World Bank Group and 

USAID.  

From 1978, however, there was a significant shift to market loans 

from the International Capital Market (ICM) to finance a number of 

projects. This singular act changed the character and structure of 

Nigeria's external debt from mainly concessional loans to medium 

and long-term loans with stringent repayment terms.  

Thus, Nigeria's first major borrowing of US$1 billion, referred to 

as the "jumbo loan" was contracted from the International Capital 

Market (ICM) in 1978, and Nigeria's external debt shot-up to US$5 

billion by the end of that year, an increase of 16.8 percent from the 

external debt amount of US$3, 146.0 million in 1977. 

The reasons why Nigeria resorted to the ICM for external funds have 

been well documented. First, the ICM loans was flexible and 

relatively easy to secure at a time when poor crude oil earnings 

contributed to Nigeria's balance of payments problems, and loans 

from other sources were no longer forthcoming because of the oil 

exporter status of the country. Also, the 1970s and early 1980s were 

periods of excess loanable funds in the Western World, and 

International Commercial Banks sought outlets for such funds, and 
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they went wild pushing loans to unsuspecting developing countries in 

the guise of assisting economic development efforts. Nigeria 

accepted quite a good number of such loans Obadan (2004).  

After the 1978 jumbo loan from the ICM, particularly in the first 

half of the 1980s, the spate of external borrowing by Nigeria 

increased with the entry of state governments into large external 

loan contractual Obligations, coupled with a rapid accumulation of 

trade bills. From US$5,091.0 million in 1978, external debt 

outstanding grew very rapidly to US$8,934.0 million in 1980, 

US$12,954.0 million in 1982, US$19,550 million in 1985, 

US$35,944.66 million in 2004 before dropping to US$20,477.97 

million in 2005, indicating a decrease of US$15,466.69 million or 

43.03 percent as a result of the implementation of the first and 

second phases of the Paris Club debt deal, which reduced the pre-cut 

off Paris Club debt by 33 percent after regularization of arrears.  

The phenomenal increase in the magnitude of Nigeria's external debt 

is a reflection of increase in loans from the ICM as well as the 

multilateral institutions, bilateral sources, the accumulation of trade 

arrears, default charger on overdue scheduled payments, 

capitalization of unpaid interests and the depreciation of the United 
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States dollars against other major international currencies in which 

the loans were contracted.  

Apart from the stringent conditions in the International Capital 

Market (ICM), successive Nigerian governments also exacerbated 

Nigeria's debt crisis, Since the Obasanjo regime borrowed the one 

billion dollar jumbo loan from the ICM in 1978, successive regimes 

with exception of the Mohammadu Buhari regime (December 31, 

1983 - August 27, 1985), the late Sani Abacha regime (November 

17, 1993 - June 8, 1998) and the Abdulsalam Abubakar regime (June 

9, 1998 - May 29, 1999) have borrowed indiscriminately without 

regard to the economic viability of the projects to be financed. A 

sizeable proportion of these external loans were diverted into 

unproductive ventures as opposed to being committed to the 

projects for which they (loans) were taken, some of them were even 

diverted to the coffers of political parties and into private pockets. 

During the second republic (1979-1983) many long-term projects 

were financed with short-term hardly completed before amortization 

was due. This practice partly explains the proliferation of abandoned 

projects in the country Onyeiwu (1991) for the list of some projects 

financed by external and internal loans and some of her projects 

financed in some states with external loans. 
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  It should be noted that while official loans generally have low 

interest rates and long maturities, borrowing from private sources 

requires repayment of a higher interest rate. As stated earlier in this 

section, for reasons which we have identified earlier, from 1978, 

Nigeria resorted to a large-scale commercial borrowing from the 

international capital markets (ICM). This caused a very deep 

deterioration in the external debt profile and generated payments 

crisis, thus creating the need for debt rescheduling and refinancing.  

In 1977, official creditors (multilateral and bilateral sources) 

accounted for nearly 100 percent of Nigeria's external debt. But in 

1978, international capital markets accounted for more than 50 

percent of the debts, the percentage rose to 62.0 in 1982 while trade 

arrears accounted for 22.5 percent. By 1985, ICM loans accounted 

for 44.7 percent and trade arrears had a share of 42.9 percent.  

Experts have established that Nigeria's resort to the 

international capital markets for loans was the beginning of reckless 

borrowing by Nigerian successive governments, To imagine the 

states also took money from the ICM guaranteed by the federal 

government to finance projects, some of which were abandoned 

while others were not viable smack of the irresponsibility and corrupt 

nature of the Nigerian ruling class. What is more, the private 
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creditors, the Eurodollar Markets (ICM) had so much funds to push 

around for borrowers. As stated earlier, the commercial banks 

pushed these loans and forced the Nigerian leaders, who were less 

circumspect to borrow these monies despite the unfavourable terms 

and short maturity duration of these ICM loans. Thus between 1978 

and 1986, Nigeria borrowed hugely from ICM and the country's debt 

entered the club of unsustainability after several instances of 

rescheduling and refinancing.  

Another thing to worry about in ICM loans is that they are not 

tied to specific projects and could, therefore, be misused, 

Furthermore, their repayment period is considerably shorter or 

floating interest rates and this have the effect of magnifying the cost 

of servicing one thing, though, is that borrowing from private 

sources can be generally be refinanced from time to time if a country 

continues to grow vigorously. But with Nigeria’s and refinancing.  

Another thing to worry about in ICM loans is that they are not tied to 

specific projects and could, therefore, be misused. Furthermore, their 

repayment period is considerably shorter or floating interest rates 

and this has the effect of magnifying the cost of servicing one thing, 

though, is that borrowing from private sources can be generally be 

refinanced from time to time if a country continues to grow 
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vigorously. But with Nigeria's experience of negative growth rates 

from 1981 to 1986, excepting 1985, borrowing from private sources 

compounded its debt servicing capabilities Obadan (2004).  

As for the possibility of abusing the ICM loans, General Sani 

Abacha, himself a beneficiary of the primitive accumulation process 

in Nigeria revealed how members of the ruling class embezzled 

borrowed funds in his 1997 annual budget broadcast to the nation. 

He stated inter alia:  

During 1996, an appraisal of project financed with loans from 

International Capital Market (lCM) loans was conducted with a view 

to determine whether the country obtained commensurate value 

from the borrowings, this produced remarkable results. Field visits to 

the 145 projects with total lCM loans amounting to 13.157billion US 

Dollars, revealed that 18 projects with total loan amount of 836 

billion US dollars were never executed. The proceeds of the external 

loans obtained for their execution were drawn in all cases. These 

projects are classified as "failed". The failed loans are being serviced 

by government. Another 44 projects with loans amount of 4.811 

billion US dollars and classified as "distressed" were either not 

commissioned or were commissioned and then closed down shortly 

after. The potential economic and social benefits of these projects 
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cannot be achieved with further injection of funds. The third 

category classified as "successful" comprised 83 projects with an 

amount of 7.503 billion US dollars, were surviving and operating at 

some capacity during the appraisal Abacha (1997).  

Offiong and Oriakhi (1998) contends that the 18 projects which 

amounted to 836 million US dollars that were never executed were 

awarded to members of the ruling class - top bureaucrats, top 

military brass, retired and serving, renowned pro-government 

academics, politicians, businessmen and other apologists of the 

status quo fronting as contractors. The exploited working people, 

artisans, rural peasants, students, the unemployed and other 

members of the underclass were not the ones who were awarded 

the failed projects. That such huge sums of borrowed money, with 

interests which grew by geometrical progression could be shared 

among members of the Nigerian ruling class with reckless abandon 

demonstrates the crudity of the primitive accumulation process in 

Nigeria.  

Three Reasons why the Government borrows  

a. Debt encourages tilting by allowing a more equitable manner in 

which a country can exploit investment with long gestation 

periods  
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b. By smoothing a more efficient procedure for conducting 

counter – cyclical policies or meeting emergency spending 

needs are achieved – Adjusting taxes frequently may head to 

efficient losses and economic uncertainty.  

c. Is the stability advantage of debt over taxation and seignorage. 

However debts have to be repaid. 

Indermit and Brain (2005); External debt only helps to exploit 

the potentials of a country, it does not enhance it, therefore 

the only guideline is that the rate of return on spending should 

exceed the marginal cost of borrowing on the assumption that 

debt is paid.  

It is the objective of every sovereign nation to improve the standard 

of living of its citizenry and promote economic growth and 

development of the country. Due to scarcity of resources and the law 

of comparative advantage, countries depend on each other to foster 

economic growth and achieve sustainable economic development 

Adepoju, Salau & Obayelu (2007). The necessity for governments to 

borrow in order to finance a deficit budget has led to the 

development of external debt Osinubi and Olaleru (2006) Obadan, 

(2004b). External debt is one of methods through which countries 

finance their deficits and carryout economic projects that are capable 
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of increasing peoples’ standard of living and promote sustainable 

economic development. It is an important resource needed to 

support sustainable economic growth Audu (2004). 

By definition, external debt refers to the portion of a country’s 

debt that was borrowed from foreign lenders including commercial 

banks, government or international financial institutions Arnone, 

Bandiera & Prebitero (2005) Ajayi and Khan (2000). These loans 

including: Interest, must usually be paid in the currency in which the 

loan was made. In order to earn the needed currency, the borrowing 

country may sell and export goods to the lenders country Obadan, 

(2004a). With the achievement of political stability in Nigeria since 

1999, substantial level of the country’s debt stock was cancelled 

and/or relieved. The effort of Nigerian government to negotiate for 

debt cancellation and relief has dropped the external debt stock  by a 

significant proportion Omotoye et al (2006) Though there are many 

studies on external debt and its impact on economic growth. 

Ayadi, (2008), Fosu, (2007), Hunt (2007), Clements, 

Bhattarchanya & Nguyen, (2003), most of those studies 

concentrated on the servicing of the debt and the significance of 

accumulated interest payments effects on economic growth of debtor 
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countries. Some studies were also carried out to investigate the 

application and management of the debt. 

Audu (2004) Mutasa (2003) there is widespread recognition in 

the international community that excessive Foreign indebtedness of 

many developing countries remains a major impediment to their 

growth and stability – Developing Countries like Nigeria have 

contracted large amount of external debts, often at highly 

concessional interest rates.  

External debt is widely believed to enhance economic growth 

and development Osinubi & Olaleru (2006) that is the basic reason 

why the debt is usually borrowed in the first place. Both developed 

and developing nations seek for external debt to boost their 

economic performance Kietzer & Wright (1999) Eaton & Gersovitz 

(1981). 

Available statistics have shown that the United States of 

America is the biggest debtor country in the world but yet the 

country enjoyed significant economic growth and development taken 

the global financial meltdown aside Blakely & Leigh (2009). 

Nigeria has been utilizing the external debt to the extent that 

the debt becomes so huge to water down substantial part of the 

country’s revenue.  
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Despite the increasing nature of the debt stock, until the recent 

decline due to debt cancellation and relief, the economic 

development of Nigeria is not encouraging especially looking at the 

economic development in terms of its basic component such as 

employment creation and poverty reduction Ayadi (2008).  

Studies on external debt revealed divergent views on the implication 

of external debt to the debtor country. Audu (2004) studied the 

impact external debt on economic growth and public investment in 

Nigeria. His study concluded that debt servicing pressure in Nigeria 

has had a significant averse effect on the growth process of the 

country. He added that Nigeria frequently diverts resources to take 

care of pressing debt service obligations instead of being allocated to 

the development of infrastructures that would improve the well being 

of the citizenry. 

Osinubi & Olaleru (2006) examined how the use of budget 

deficits are operated in order to stabilize the debt ratio at the 

optimum sustainable level debt overhang problems would be avoided 

and the benefits of external borrowing would be maximized.  

Adepuju, Salau & Obayelu (2007) studied the effects of 

external debt management on sustainable economic growth and 

development in Nigeria. Their study concluded that though debt is an 
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important resource needed to support sustainable economic growth, 

a huge external debt without servicing as it is the use for Nigeria 

before year 2000 constituted a major impediment to the 

revitalization of her shattered economy as well as the alleviation of 

debilitating poverty. The study concentrated only on the 

management aspect of the external debt.  

Economic development began to appear in economic literature 

after the Second World War Todaro & Smith (2009) Emergence of 

economic development as a major issue in the subject of economics 

was influenced mainly by the reconstruction of Europe after the war.  

According to Blakely & Leigh (2009), cipher & Dietz (2008), 

and Hunt (1989); economic development encompasses a wide range 

of concerns including; an issue of more economic growth involving 

the wide application of public policy that will increase a country’s 

competueness, a code phrase for industrial policy, sustainable 

development that harmonizes natural and social systems a vehicle 

for increasing wages, benefits, basic education, and worker training, 

a way to strengthen inner city and rural economics in order to reduce 

poverty and inequality, and lastly it embodies the range of job 

creation programs in response to the decline of federal domestic 

assistance. Theories of economic development are plentiful. The 



 
 

83

theories vary in basic, fundamental ways, they make different 

behaviorial assumptions, use different concepts & categories, explain 

the development process differently, and suggest different policies 

Mookherjee & Ray (2001). The Economic Base Theory is one of 

economic development theories which viewed economic 

development as equivalent to the rate of local economic growth 

measured in terms of changes in the local levels of output, income or 

employment. The essential dynamic of the theory is the response of 

the basic sector to external demand for local exports which, in turn, 

stimulates local growth. The theory’s major strengths are its 

popularity as a basis for understanding economic development in 

North America and its simplicity as a theory or tool for prediction 

Malizia & Feser (1999).  

Its major weakness is its in-adequacy as a theory for 

understanding economic development, especially in the long term. 

Economic base theory strongly supports attracting industry through 

recruitment and place marketing. It is generally expected that 

developing countries facing a scarcity of capital, will acquire external 

debt to supplement domestic saving Pattillo et al (2002), Safdari and 

Mehrizi (2011). The rate which they borrow abroad, the sustainable 

level of foreign borrowing depends on the links among foreign and 
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domestic saving investment and economic growth. The main lesson 

of the standard growth with debt literature is that a country should 

borrow abroad as long as the capital thus acquired produces a rate 

of return that is higher than the cost of the foreign borrowing. In the 

event the borrowing country is increasing capacity and expanding 

output with the aid of Foreign Savings.  

Clement, et al (2003) examined the channels through which 

external debts affects growth in low income countries. Their results 

suggest that the substantial reduction in the stock of external debt 

projected for highly indebted poor countries (HIPC5) would directly 

increase per capita income growth by about 1% point per annum. 

They noted that reductions in external debt service could also 

provide an indirect boost to growth through their effects on public 

investment. They argued that if half of all debt-service relief were 

channeled for such purposes without increasing the budget deficit, 

the growth could accelerate in some HIPCS by an additional 0.5 

percentage point, per annum.  

From the literature, the channels through which indebtedness 

works against growth are identified as current stock of external debt 

as a ratio of GDP, which may stimulate growth, past debt 

accumulation, which capture the debt overhang and therefore deters 
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growth and debt service ratio to capture the crowding out effects. 

Debt service payments reduce export earnings and other resources 

and therefore retard growth. According to Elbadaw, et al (1996), 

there debt burden indicators also affect growth indirectly, through 

their impact on public sector expenditures. As economic conditions 

worsen, government find themselves, with fewer resources and 

public expenditure is cut. Part of this expenditure destined for social 

programs has severe effects on the very poor.  

Arikawe (2003) conceives debt financing as capable of ensuring 

faster and smoother growth of economic activities. However, it 

remains contentious that external borrowing facilitate development in 

developing poor countries, especially as exemplified by the Nigerian 

situation.  

Obadan (2004) observes that capital flows have long displayed 

a boom – and – bust pattern. According to him, in a world of 

increasingly integrated financial markets and high capital mobility, 

the volability of capital flows and sudden loss of market confidence 

have often resulted in severe financial crises with significant 

domestic and international effects.  

Assu (2002) opines that if anything, and based on the realities 

of the intricacies of contemporary economic disposition, the so-called 
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agents of development (world bank IMF and their allied institutions) 

have proven to be agents of underdevelopment. 

 

2.8  SOURCES OF NIGERIA'S EXTERNAL DEBT  

Nigeria as a nation has contracted a number of obligations from 

external sources; some of them are discussed below.  

 

2.8.1  Paris Club of Creditors: This club represents only 

government guaranteed creditors. The membership of this club 

includes; the United States of America, United Kingdom, Federal 

Republic of Germany, France and Canada. They normally guarantee 

the export activities of their nationals through official Export credit 

agencies. When a 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 

agreements for debtor nations.  

The Paris Club (French: Club de Paris) is an informal group of 

financial officials from 19 of some of the world's biggest economies, 

which provides financial services such as debt restructuring, debt 



 
 

87

relief, and debt cancellation to indebted countries and their creditors. 

Debtors are often recommended by the International Monetary Fund 

after alternative solutions have failed. 

It meets every six weeks at the French Ministry of the Economy, 

Finance, and Industry in Paris. It is chaired by a senior official of the 

French Treasury, currently the Director General of the Treasury and 

Economic Policy Department Xavier Musca.  

The club grew out of crisis talks held in Paris in 1956 between 

the nation of Argentina and its various creditors. Its principles and 

procedures were codified at the end of the 1970s in the context of 

the North-South Dialogue.  

In the 1990s, the club began to treat the HIPC (Heavily-

Indebted Poor Countries) and non-HIPCs differently. The club began 

to grant increasingly larger debt reductions for the HIPCs. For the 

non-HIPCs, the club engaged less in debt reductions and moved 

towards encouraging the absorption of non-HIPCs' financial losses by 

bondholders and other private creditors.  

 In 2004, the Club decided to write-off the debts of Iraq, as the 

rebuilding of Iraq is incomparable. After the 2004 Indian Ocean 

earthquake, the Paris Club decided to suspend temporarily some of 

the repayment obligations of the affected countries.  
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In April 2006, Nigeria became the first African country to fully payoff 

its debt (estimated $30 billion) owed to the Paris Club.  

On September 2, 2008, President Cristina Fernandez de Kirchner of 

Argentina announced plans to payoff entirely the debt owed to the 

Paris Club, which amounted to roughly $6.7 billion. Political 

pressures ensued and though the government officially insists its 

intention to repay, government officials have stated that this is 

unlikely until global credit conditions improve. On September 16, 

2010, the Paris Club cancelled 1.26 billion dollars of Liberia's debt, 

100% of the Paris Club's share of a World Bank-IMF poverty 

reduction program.  

 The Paris Club is an informal association of creditors that 

meets every six weeks in Paris to discuss global debt issues, with a 

focus on debt relief for developing countries. The origins of this 

organization date to the 1950s, when representatives of Argentina's 

government agreed to meet with creditors in Paris to discuss 

approaches for resolving Argentines' debt issues. This organization 

works cooperatively with agencies like the international monetary 

fund to achieve solutions to debt and credit challenges all over 

the world.  

The members of Paris Club include most European countries, 
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Australia, Russia, and the United States. There are 19 regular 

members, and creditors from other nations are affiliated with the 

organization, but are not formal members. At meetings, the Paris 

Club discusses nations of particular concern who have applied for 

relief or been referred by the IMF and talks about ways to rework 

the debt of these nations to make it possible for them to pay it 

off. A number of developing nations are heavily indebted and 

cannot make economic progress while they service their loans, 

making debt relief important for their stability.  

In some cases, members of the Paris Club agree to 

completely forgive debt, often as part of a plan negotiated with 

other aid and funding agencies. In 2010, for example, all of 

Liberia's debt owed to creditors in the Paris Club was forgiven. In 

other cases, partial debt forgiveness, change to interest rates, 

temporary suspension of interest payments, and other relief 

measures are available. These are carefully discussed by the 

members, as they do not want to compromise their own financial 

stability by giving up on collecting debts; they also want to 

contribute to global economic stability and peace by preventing 

developing nations from entering economic crises.  

Members of the Paris Club generally break up debtors into a number 
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of categories, on the basis of factors like the total amount of debt 

being carried, their degree of economic growth, and their historic 

political volatility. This is used to create a triage approach to make 

sure that the neediest countries get aid first. Cooperation with 

international aid organizations can help the Paris Club's efforts go 

further, by creating a supportive framework for countries trying to 

engage from significant foreign debt.  

Ideally, the Paris Club aims to be able to collect all debts owed. 

Being flexible about repayment plans, interest, and other matters 

increases the chance of being repaid, although it may take longer for 

countries to fully pay back their debts. One concern is the risk that 

countries will take on more debt to payoff debt, or will incur debt 

trying to keep their government functional while managing loans. On 

November 18, 2010, the Paris Club cancelled $7.35Bn of Democratic 

Republic of the Congo's debt. This resulted in the removal of over 

50% of their debt.  

Who is the Paris Club? What are their functions? These and whole 

lots of questions are being raised. In essence, this hub is meant to 

provide some measure of answer to the entire various quests.  

The Paris Club is a cartel country which came into existence in 1958.  

Paris Club is an informal group with no permanent members and it  
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operates under the principle of consensus.  

In summary, the Paris Club has become a major informal forum 

where countries experiencing difficulties in paying their official debts 

meet debtors for rescheduling of their obligations.  

The principles of the Paris Club rescheduling are into three 

categories. A brief explanation is contained in this hub.  

They are:  

a. The principle of imminent default  

b. The principle of burden sharing  

c. The principle of conditionality.  

The Principle of Imminent Default  

This principle applies to the debtor countries and requires them to 

prove that they are unable to meet their external debt service 

obligations unless relief is granted. This inability is usually 

established through the building up of arrears. The International 

Monetary Fund balance of payment projections of the country are 

considered as they provide an indication of the country's economic 

position.  

The requirement is very important as a debtor country will usually 

not be allowed into the rescheduling process without the Club being 

satisfied that this condition has been fulfilled.  
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The Principle of Burden Sharing 

The principle applies to creditors countries. It requires the creditor to 

be prepared to share fairly and equitably the burden of the 

rescheduling in the proportion of its individual exposure to the debtor 

country. In effect, the creditor country has to agree to provide the 

debtor country with relief which is commensurate with its exposure 

or liability.  

The Principle of Conditionality  

The principle which is generally regarded as the golden rule of the 

Paris Club also applies to debtor nations. It requires the debtor 

country to have fund supported adjustment programmes before 

approaching .the Paris Club for rescheduling process. The rationale 

for the principle of conditionality is based on the creditor's wish to 

ensure that debtor countries have in place economic environment 

that would make them to pay their debts.  

Much of Nigeria's external debt is owed to fifteen creditor 

countries belonging to the Paris Club, Paris Club Debts are 

government-to-government credits or market-based term loans 

which were guaranteed by various Export Credit Agencies of the 

creditor countries, The Paris Club is a cartel of creditor countries that 

provides an informal forum where countries experiencing difficulties 
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in paying their official debt meet with the creditors to reschedule the 

debts, It is an informal group with no permanent members, which 

works under the principle of consensus, Paris Club member 

countries, to which Nigeria is indebted, are: Australia, USA, 

Switzerland, Germany, Denmark, Italy, the Netherlands, Japan, the 

UK, Spain, Israel, France, Belgium, Russia and Finland, As shown on 

Table 4, the total amount Nigeria  owed to members of the Paris 

Club for the respective years of 2001, 2002, 2003, 2004 and 2005 

are as follows: 2001 -US$22.092 billion, 2002 - US$25.380, 2003 - 

US$27.469 billion, 2004 - US$30.847 billion and 2005 - US$25.412 

billion. (See DMO Annual Reports for respective years). The total 

debts Nigeria owed to the Paris Club stood at US$15.412 billion, or 

75.26 percent of total external debt stock, as at 31 December, 2005. 

This comprised entirely of principal balance as there were no arrears 

outstanding, and represents the third phase payment of US$4.8 

billion to be paid in March 2006 and the anticipated cancellation of 

approximately US$1 0.6 billion by the Paris Club creditors in the 

same month, Paris Club debt outstanding decreased by 

US$12,435.41 million, or 50.04 percent, from US$30,847.81 million 

in December 2004. The significant decrease is due to the first and 

second phase of the Paris Club debt deal executed during 2005 (see 
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DMO; 2005 Annual Report), Nigeria fulfilled its obligations in the 

Paris Club deal in May 2006. Another category of debts is the Non-

Paris Club Bilateral. Debts. These are debts owed to countries, which 

are not members of the Paris Club and creditors resident in Paris 

Club countries but whose debts are not insured by the Export Credit 

Agencies. The amount owed to this category of creditors was 

US$121.21 million as at December 31, 2001. In 2002, 2003, 2004, 

and 2005, the outstanding amounts owed were US$55.55 million, 

US$51, 63 million, US$47.50 million and US$461.79 million 

respectively.  

 

2.8.2  London Club of Creditors  

An informal group of private creditors on the international stage. 

Similar to the Paris club of public lenders. London club is not the only 

informal group of private creditors. Its first meeting took place in 

1976 in response to Zaires' payment problems. 

London club of creditors are mainly uninsured and 

unguaranteed debts extended by commercial banks to nationals of 

debtor nations. Members of the club are commercial banks mainly 

industrialized countries. The first London club meeting was help in 

1976 to discuss re-payment and conclude restructuring agreements.  
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Rules of London club 

 London club is a forum for revision of terms of repayment of credits, 

which were granted by commercial banks.  

The process of revision of repayment of commercial debt 

Restructurisation of debt in London club is carried out in seven 

stages. The process of restructurisation begins when country-debtor 

announced a concrete date, when it suggests to stop debt 

payments. Such declaration about moratorium means inability of 

debtor to pay his debt and calls for negotiations about revision of 

terms of repayment of debt.  

This declaration has no force, but prevents from attempt to bring a 

suit in one-sided order.  

Concordance of general conditions begins from the choice of 

participants among creditors and debtor, but it is very difficult to 

choose a debtor, because inner legislation of debtor can hamper 

reception of state debt by central bank. Central bank cannot bear 

responsibility for debts, for example for debts of republics, states, 

central government or any government body. Central bank as state 

body cannot be guarantor of the state. Banks insist on agreement 

about revision of repayment of debt was signed by state, as a 

debtor, and central bank is pledges to make currency payments 
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according to this agreement.  

Revision of conditions of repayment of credits Leading and 

consultative committees have no juridical power to conclude with 

debtor such agreement, which will be obligatory for other creditors. 

One of the obligations, which defines juridical status of leading or 

consultative committees, is that it has maximum imagine bank and 

geographical structure of group of creditors.  

Stages of restructurization of debt in London club. Declaration about  

moratorium. Declaration about moratorium is notification for all 

creditors about that they have to abstain from actions against 

debtor. But this declaration has no juridical power.  

Strategic planning of the process of debt regulating.  

Any juridical or financial agreement needs to be planed .Sovereign 

state creates the debt regulating group, selects outer financial 

counsellors and juridical consultants, defines officials in ministry of 

finance and central bank, which can help the final category of debts 

are the commercial debts, properly so called. They have been 

packaged into two groups, The first group are owed to the London 

Club. The London Club is a group of commercial banks that join 

together to negotiate the restructuring of their claims against debtor 

countries. London Club debts are arrears of commercial bank term 
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loans. They also include some arrears of letters of credit, bills for 

collection, open accounts, dividends, airline remittances etc. The 

debts were consolidated in 1991 and amounted to US$5,437 billion. 

Out of the stock, the term loans contracted by FGN and the arrears 

of the non-term loan components were bought-back in January, 

1992, the portion bought back accounted for 62 percent of the stock, 

which was bought at 40 cents to the dollar. The remaining US$2.043 

billion (made-up of state government's term loans) were 

collateralized with US Treasury Zero coupon bonds maturing on 

November 15, 2020. The holders are being paid interest at 6.25 

percent per annum that is, about US$128 million up to December 

2002 when about 30% of the stock was bought in a buy-back market 

intervention Arikawe (2003). In 2001, 2002, 2003, 2004, the 

amounts owed the London Club were US$2,043.21, US$1 ,441.79, 

US$1 ,441.79 and US$1 ,441.79 respectively, The total amount 

outstanding to the London club as at 31 December, 2005 was US$1 

,441.79 million, reflecting no change from the previous year.  

This is because only interest is paid on the bonds as the 

principal amount matures in 2020 which is to be settled in one bullet 

payment It should be noted that in 2002 the DMO carried out a debt 

buy back arrangement which led to a significant reduction in the 
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stock of the Par Bonds from US$2,043,21 million toUS$1 ,441.79 

million DMO (2005).  

 

 2.8.3 MULTIATERAL CREDITORS  

These creditors are multilateral institutions such as the IMF and the 

World Bank, as well as other multilateral development banks.  

The share of debt owed by developing countries to multilateral 

creditors doubled during the 1980s.  

Servicing this debt, particularly to international monetary fund (lMF), 

has been very costly to some developing countries. In the light of 

this experience, it is appropriate both to consider the possibility of 

multilateral debt reduction particularly for the poorest countries as 

has been done with bilateral debt through the Paris club as to desist 

from using IMF short term credit to assist countries with long term 

structural problems.  Nigeria owes the multilateral and non-Paris club 

bilateral creditors debts of about N424 billion (3.654 billion U.S 

dollars as at Dec. 31, 2007.  

A report by debt management office (DMO) entitled "DMO's Strategic 

plan for public debt management: issues and challenges", said the 

money was owed by both the federal and state governments.  

The report said the states owed the multilateral 
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organizations about N178.64 billion (1.540 billion U.S dollars).  

It also stated that the total debt stock of the federal government 

stood at N245.224 (2.11 billion U.S dollars).  

According to the report, the federal government owed both the 

multilateral and non-Paris bilateral creditors.  

The report listed some of the multilateral creditors to 

include international bank for reconstruction and development 

(IBRD), INTERNATIONAL development association (IDA), 

international fund for agricultural development (IFAD), and the 

African development bank (ADS).  

As World War II came to a close the United Stated took the 

head in creating IMF and the World Bank. In succeeding years 

Washington supported the creation of five regional development 

banks modeled after the World Bank and has consistently been the 

largest contributor to all of them. Although the lending agencies 

were touted as the answer to Third World poverty, they have proved 

to be expensive failure, doing more to retard than to advance 

economic progress throughout he developing world. At the same 

time, they have wasted billions, in U.S tax dollars and created a well 

funded lobby devoted to the expansion of failed Foreign Aid 

Programs.  
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The Agencies of Multilateral Lenders are 

1. The International Monetary Fund 

2. The World Bank 

3. The Regional Development Banks 

4. New Schemes 

 

1. The International Monetary Fund 

Perhaps the most controversial lending agency is the IMF. Originally 

created to help nations suffering balance of payments difficulties, the 

fund moved into the development business after president Richard 

M. Nixon closed the gold window in 1971. Nixon’s move ended the 

international system of fixed exchange rates thus eliminating the 

fund’s function of managing the system.  

The IMF lends money to government in support of economic 

adjustment programs, which are theoretically intended to promote 

economic development. Unfortunately, little development is evident 

after more than  

50years of fund lending. Perhaps the best test of effectiveness of 

IMF is the number of troubled developing countries that have 

graduated because of its loan programs, which entail both money 

and advice (causation, not correlation, is the relevant standard of 
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proof, since the fund has lent to most developing nations at one time 

or another) even friends of the organization have trouble pointing to 

many success stones. The fund itself acknowledges a declining 

compliance rate in recent years.  

That is not surprising, since the organization has been subsidizing 

the world’s economic basket cases for years, without apparent effect. 

Through 1993, 11 nations including Nigeria, India, Sudan and 

Turkey, had relied on IMF Aid for more than 30years, 32 had been 

borrowers for between 20 and 29years; and 41, almost one – fourth 

of the world’s nations, had been using fund credit for between 10 

and 19years. While the organization now says it is tougher about 

cutting off nations that take its money and violent its loan conditions.  

Of course, the IMF is not only aid agency to act as a permanent dole 

for economic failures, but it has increasingly taken the lead in 

international lending. There are several problems with IMF activities 

including the organization’s reliance on inappropriate conditions and 

lack of effective enforcement. The main problem however, is that 

foreign loans, whatever the formal conditions accompanying them, 

effectively subsidize the cause of borrowers’ poverty when their 

economic policies are badly distorted. Among the fund’s major clients 

have been Argentian, Brazil, Mexico and the now dismembered) 
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Yugoslavia, all of which have promulgated anti-growth, dirigiste 

policies for decades despite IMF loan programs. That fund officials 

lack either a conscience or common sense is evident from the 

organization’s support of the odious Ceausescu regime in Romania 

and the Mobutu dictatorship in Zaire.  

 

2. World Bank 

The record of the World Bank is similar. The Bank, established in the 

aftermath of World War II along with IMF to reorder the global 

economic system, was envisioned as a “lender of last resort” to assist 

developing countries only when the global capital markets proved 

inadequate. But over the years the institution has become even more 

profligate than the IMF, lending over $20billion annually to countries, 

irrespective of their economic worthiness. 

The bank was originally intended to help countries Finance the 

infrastructure necessary to encourage private investment. However, 

bank policy changed dramatically during the 1960s and 1970s when 

the organization increased its lending 13 – Fold under its president 

Robert McNamara. Admitted one bank official at the time. “We’re like 

soviet factory. The push is to maximize lending. The pressures to 

lend are enormous and a lot of people spend sleepless nights 
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wondering how they can lead unload projects. Our ability to 

influence projects in a way that makes sense is completely 

undermined.  

The institution became the chief financier of government led 

economic programs. During the 1970s the bank committed roughly 

80 percent of its funds to public enterprises. There were, in fact, few 

money – losing state enterprises in such heavy borrowers as Nigeria, 

Argentina, Brazil, India and Mexico that were not subsidized in year 

in and year out by the bank. Today, poor nations are left with the 

job of cleaning up the consequences of their statist economic 

strategies. Indeed, many new, market oriented government are now 

attempting to privatize old, bank funded mistakes. 

Moreover the bank has long promoted development at any 

cost, whether to human rights or to the environment did not like 

IMF, Bank Officials never met a dictator they like the bank has 

provided assistance to causes CU’s Romania, mengistu’s Ethiopia, 

and communist China.  

Unfortunately, the environment has not escaped unscathed 

Bank – backed water programs have disrupted local ecosystems and 

forced millions of farmers off their land without compensation. Bank 

lending under wrote the destruction of the Brazillian rain Forest, 
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other bank-subsidized development projects promoted deforestation, 

desertification, and flooding around the globe.  

Given that record, it should not be surprising that bank-funded 

projects failed in their essential purpose Promoting development. An 

internal operations Evaluation Department report in 1987 conceded 

that “the bank’s drive to reach lending targets” had led to “poor 

project performance”. In the same year, auditors judged more than 

one – third of the bank’s rural lending projects, accounting for 

roughly half of total bank lending over the previous two decades, to 

be failures. Subsequent evaluations have documented a continuous 

record of projects that failed to meet expectations, were not 

sustainable and left borrowing nations with little more than increased 

debt.  

However, the bank’s primary problem is not that it backs bad 

projects, though many are bad, but that it like the IMF, has regularly 

underwritten governments that have had overall economic policies 

that prelude self-sustaining development. One bank evaluation found 

that 54% of agricultural projects studied were adversely affected by 

price controls and similar misguided regulations concluded the 

auditors. “It has become clear that it is not possible to implement 
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viable projects in an unfavorable policy environment.’ Yet bank 

lending only increased in succeeding years.  

To meet growing criticism of its record, in the 1980s the bank 

embarked on a program of so – called adjustment lending – policy – 

reform loans much like those offered by the IMF. But the bank is 

more interested in lending money than some nations are borrowing 

it. A devastating internal study, the 1992 Wapenhans report, 

concluded that staffers were reluctant “to take a firm stand with 

Borrowers, “preferring to ignore or waive non – compliance. As a 

result, “the high incidence of non-compliance undermines the Bank’s 

credibility”. Even bank senior vice president Ernest Stern was forced 

to admit that “time and again the best of policy intentions, the best 

of policy letters solemnly agreed to and signed by the finance 

minister and the Bank, broke down.  

Of course, some countries have accepted bank adjustment 

loans and reformed their economics. But hey received equally lavish 

funding before they reformed. In the end, countries will adopt 

politically painful reforms only if they possess the political will to do 

so. And they will generate that commitment only if forced to confront 

the high price of economic failure. For decades the bank has 

essentially handed alcoholic borrowers a fistful of $100 notes and 
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told them to drink no more after the money was squandered the 

bank demanded repayment. That policy has never worked, and it will 

not work in the future even though hank officials now voice free- 

market rhetoric as readily as they issue checks. A better reform 

model is provided by countries, such as the Soviet Union, that 

changed only when faced with the abyss of economic collapse. 

Countries determined to reform the economics do not need outside 

aid, those receiving outside aid will face less economic pressure to 

continue reforming. Sadly, the bank is not only wasting American 

Taxpayers’ money. It is hindering development in the very nations it 

says it wants to help.  

 

3. The Regional Development Banks 

Although the IMF and the World Bank are the leading lending 

agencies, five regional institutions have been created in the image of 

the later, the African Development Bank, the Asian Development 

Bank, the European Bank for Reconstruction and Development , the 

inter – American Development Bank, and the middle East 

Development Bank. (The latter became operational only in November 

1996) Naturally, the United States is the largest contributor to 

everyone.  
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The smaller development banks have all followed the same 

flawed lending policies as the World Bank. The African Development 

Bank wasted billions in some of the worst economic rat holes on 

earth while falling into administrative and fiscal chaos. The inter – 

American Development Bank Subsidized many of the same Latin 

American Fiscal  black holes underwritten by the IMF  and the World  

Bank. The European Bank for Reconstruction and Development 

places greater emphasis on the private sector, but it spent most of 

its initial years of operation lavishing dollars on itself and has little to 

show for its efforts.  

4. New Schemes  

The fact that past lending has failed to promote economic growth 

has not slowed the profusion of plans for increased lending in the 

future. For instance the G – 7 has proposed creation of a new $50 

billion Fund, paid for by western industrialized nations, such as 

Mexico, that face financial crises – The multilateral lending agencies 

have developed a nearly $ 8 billion debt – relief initiative which 

would require countries like the USA to forgive bilateral debt while 

the World Bank and IMF  offered new loans. Moreover, IMF head 

Michel Camdessus has proposed expanding borrowing rights from his 

organization by $36billion and as much as doubling its capital, now 
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$200b, and has pressed Washington to contribute $300million for the 

fund’s subsidized lending facility. The World Bank is preparing to 

push for another round of contributions to the International 

Development Association, a bank affiliate. The USA is committed to 

paying $234 million in arrears on a past capital increase for the Asian 

Development Bank and putting up 21% of the $1.25B in new capital 

for the middle East Development Bank. 

But none of those initiatives is likely to do any more good than 

did aid in the post. After all, there has been no shortage of Foreign 

aid or commercial credit over the years, else poorer nations would 

not have been able to accumulate a $2.1 trillion debt. But that food 

of cash has done nothing to promote development, to the contrary, 

much of the third world has unloaded while the number of 

development agencies has been increasing. Fully 70 developing 

states are poorer than they were in 1980, 44 are worse off (8) than 

they were in 1960. 

 

The History of Multilateral Lenders  

Multilateral lending has been a central element in international 

economic cooperation since the establishment of the Bretton woods 

Institution (BWIS) towards the end of the Second World War. 
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These Institutions in general and their lending activities in 

particular were designed to address specific challenges confronting 

the architects of the postwar international economic order. These 

included the need, on the one hand, to avoid the repetition of the 

difficulties that traumatized the world economy during inter war 

years, and on the other hand, to repair the damages inflicted by the 

war on the productive capacity and living standards of the countries 

involved.  

Accordingly, two distinct objectives were attached to multilateral 

lending: 

- Restoration and maintenance of international economic stability, 

and reconstruction and development. The world economic and 

political landscape has undergone significant changes since the 

Bretton Woods Conference (BWC) including the end of 

conconialism, the rise and fall of communism, closer global 

economic integration, and a rapid development of international 

financial markets. The BWIS have responded to these changes 

by realigning their activities both in Multilateral lending and 

policy surveliance, though often is an adhoc manner. 

Consequently, the objectives pursued by these Institutions and 
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the modalities of their operation are now significantly different 

from their original design.   

Simultaneously, there has been an intense debate over the role 

of the BWIS and the need for multilateral lending. It has been 

increasingly suggested that multilateral lending has lost much of its 

rationale as a result of the rapid development of international capital 

markets and increased access of developing countries to external 

private financing Walters 1994; Melzer Commission (2000) this view 

has found support particularly among those who subscribe to the 

neo-liberal view and see multilateral lending as unnecessary and 

even harmful. Intervention with the efficient functioning of 

international capital markets, emphasizing that governments fail 

more often than markets in supporting stability and growth. 

Ironically, these institutions, notably the World Bank, now appear to 

be disarmed, as lenders, by their own logic since this neo-liberal 

view constitutes the intellectual basis of the so called Washington 

consensus promoted by the very same institutions.  

Multilateral lending is a form of global collective action 

designed to provide external financing to countries in pursuit of 

certain agreed objectives. The economic literature has established 

that collective action, rather than private action, would be desirable 
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under two sets of circumstances. First, when markets fail to 

generate efficient outcomes due to reasons such as the presence of 

externalities, public goods, imperfect and asymmetric information, 

monopolies or imperfect competition, and incomplete markets. This 

is the pareto efficiency argument wherein there is scope to improve 

the conditions of some without worsening those of the others. 

 

How the MUTILATERAL LENDERS assist developing 

countries 

Aid levels do not correlate with economic growth, and many 

recipients of the most Foreign assistance, such as Nigeria, 

Bangladesh, Egypt, India, Sudan, Tanzania etc. have been among 

the globe’s worst economic performers. But the problem is not just 

that foreign assistance does not help, it almost certainly hurts.  

For years Foreign Aid from a multitude of sources has help 

cover poorer countries’ financial losses and sustains their economics, 

pushing off their days of reckoning. Today, Third World States are 

left with both huge debts and low growth. The answer is economic 

reform, not more foreign loans. Once reforms are in place, private 

credit and investment will follow naturally. The transition will, of 

course, be painful, but not amount of international lending, whether 
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directly from the US or from the IMF, the World Bank, or other 

development Banks, can prevent that. Bad economic policies have 

to be made right. 

Congress should end U.S. Funding for all of those institutions. 

But that is not enough, since even without further American 

contributions the repayment of past loans would allow the lending 

agencies to continue lending tens of billions of dollars annually. 

Thus, the U.S government also needs to push to privatize the 

organizations, like the IMF and World Bank, that might be viable 

and close down those, like the African Development Bank, that 

almost certainly are not. 

 

2.8.4  Promissory Notes  

A promissory note is a document that represents one person’s 

agreement to pay another a specific amount of money, usually in 

reference to a loan. Promissory Notes can be signed between two 

individuals, between two companies, between an individuals and a 

company, or between a financial institution and an individual. 

Typically, Promissory Notes are kept by the lender until the amount 

of money has been paid in full, at which time the payee has the right 

to retrieve the Promissory Notes for his or her records. This, along 
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with a written and signed receipt, should consider the debt paid in 

full.  

Although a Promissory Note does not have to be notarized in order 

to be considered valid, it is sometimes a good thing to do to ensure 

the repayment of a loan.  

Contents of a Promissory Note 

- Date when the note is created and signed  

- Full legal names of both parties (or businesses) 

- Address to which payment will be sent.  

- Interest rate if applicable  

- Due dates for payments of both principle and interest  

- Term for pre – payment (penalties) 

- Assignment of late fees  

- Signature of both borrower and loan officer.  

The terms of a promissory note can be made based on any number 

of factors, and the person issued the loan does not have to be an 

exempt loan officer such as a bank of credit Union, Promissory Notes 

could exist between parent and child, two friends, boss and 

employee, or any other relationship. 

In some cases, usury laws will apply to Promissory Notes, which 

means that only a limited amount of interest can be charged to the 
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payee on the principle of the loan most times, however, Financial 

Institutions are exempt from usury charges, so it is best to research 

your state’s laws on these matters.  

If the loan is not paid in full at the time the Promissory Notes 

dictates, the lender has the option of taking the other party to court. 

Promissory Notes are just as legally bindings contracts in a court of 

law, and a civil or small claims court judge can render a judgment 

based on the sole evidence of a Promissory Note. 

The individual who promises pay is the maker, and the person to 

whom payment is promised is called the payee or holder. If signed 

by the maker, a promissory note is a negotiable instrument:- it 

contains an unconditional promise to pay a certain sum to the order 

of a specifically named person or to bearer that is, to an individual 

presenting the note, a promissory note can be either payable on 

demand or at a specific time.  

Certain types of promissory notes, such as corporate bonds or retail 

installment loans, can be sold at a discount –an amount below their 

face value. The notes can be subsequently redeemed on the date of 

maturity for the entire face amount or prior to the due date for an 

amount less than the face value. The purchaser of a discounted 
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promissory note often, receives interest in addition to the 

appreciated difference in the price when the note is held to maturity.  

A country offsets its bills by selling promissory notes to its own 

citizenry, to businesses and to Foreign Governments. These sells 

finance the gap in funding, while at the same time, pushing the 

country further into debts.  

The notes come in form of  

a. Treasury bills, b. Bonds c. Treasury notes 

A. Treasury bills (T – Bills) are the lightest means by which 

Foreign Governments can purchase a country debt. These bills 

are sold at 99.98611% of their redeemable value. The 

purchasing nation will receive $100 back after 4 to 52 weeks 

for every purchase of $99.98611 

B. Treasury Bonds (T-bonds) are a long term alternative to T – 

bills. They last for 30years and pay interest every 6 months. 

The U.S Government refunds the bills at their face value after 

the 30 years are up. The actual price that the purchaser must 

pay can be higher or lower them the face value of T- Bonds. 

We they are auctioned off.  

C. Treasury Notes are short-term versions of T- Bonds. They last 

anywhere from 2 to 10 years and pay interest every 6 months. 
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The purchaser is refunded the face value of the note once the 

notes expires T- Notes are also auctioned off, and so they 

might be sold at a higher or lower price than their face value.  

 

Components of Promissory Notes 

1. Basic Information- The basic information component of a 

promissory note is generally in the first section of the note and 

includes the date, name of the borrower, also referred to as 

the maker, and the lender, also ref. as the drawer. The date 

component of a promissory note should include the day the 

parties write the contract, called the written date and the day 

the parties plan to execute the contract called the execution 

date. 

The second group of the commercial debts are what are now called 

Central Bank of Nigeria (CBN) Promissory Notes, These were trade  

arrears contracted by ordinary Nigerians, between 1981 and 1986 

but who deposited the local currency equivalents of the cost of their 

imports, through their local banks with the CBN, which in turn had 

no foreign currencies with which to make the remittances, This is 

why Promissory Notes are now regarded as Federal Government of 
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Nigeria's (FGN) debt The arrears were finally covered with 

Promissory Notes (PN's) in January 1988.  

The stock amounted to US$4.8 billion to be amortized quarterly 

ending on January 5, 2010. The outstanding balance of the 

Promissory Notes as at December 31, 2001 was US$1 291.73 million. 

In 2002, 2003, and 2004, the amounts owed to the Promissory Notes 

were US$1, 153.18, US$911.39 and US$783.23 respectively. The 

total amount owed to the Promissory Note holders at the end of 

2005 was US$649.80 million. The reduction in the figures of 2004 as 

reflected in that of 2005 was due to amortization of the debt (DMO: 

2005).  

 

2.8.5  External Debt Service Payments 

Debt Service Payments are the sum of principal repayments and 

interest payments actually made in the year specified. Long Term 

External Debt is defined as debt that has an original or extended 

maturity of more than one year and that is owed to non residents by 

residents of an economy and repayable in Foreign Currency, goods, 

or Services.  
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Data are in current USA dollars 

The debt service on external debts long term (TDS, US Dollar) in 

Nigeria was last reported at 305 200000.00 in 2010, according to a 

world bank report released in 2011. The debt service on external 

debt, long (TDS, US dollar) in Nigeria was 4234553 000.00 in 2009, 

according to World Bank report, published in 2010. The debt service 

on external debt, long term (TDS, US dollar) in Nigeria was reported 

at 425109000.00 in 2008, according to the World Bank. 

 

Debt Servicing and Its Impact on the Nigerian Economy 

Nigeria was a heavily indebted poor country until the 2005 Paris Club 

debt deal, which exited the country from the Paris Club debt 

conundrum. The country owed about US$34 billion to its creditors. 

This amount comes from penalty and interest amounted during 

1980’s when military regime did not repay the debt. Before the debt 

relief, Nigeria was paying US$1.7 billion in debt service annually, 

which was 3 times larger than budget for health sector Okonjo-

Iweala (2005). Currently, the country spends roughly 800million in 

debt service.  

Nigeria really did not experience any debt servicing difficulties until 

1983. Before then both the absolute size of debt service payments 
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and its proportion of exports of goods and services (XGS) were 

relatively small.  

For example, total debt service payments increased from the 

paltry US$192.0 million in 1974 to the phenomenal US$4,503.0 

million in 1985, representing 2,245.3 percent increase. The growth in 

the relative importance of private lending to Nigeria is also reflected 

in the structure of debt service payments. For example, in 1978, 17.5 

percent of total debt service payments went to private creditors and 

82.5 percent to official creditors. But by 1983 the situation had 

reversed itself. 90.2 percent of the debt service  payments went to 

private creditors and 9.8 percent to official creditors. Between 1974 

and 1983, total debt service payment to official creditors grew at an 

annual average of 154.7 percent. The dominance of private sector 

debt is further depicted in the 1983 figures in which private creditors 

accounted for 92.8 percent of principal repayments and 88.1 percent 

to interest payments Obadan (2004). 

The period, 1983 – 1986 was one of severe debt servicing 

difficulties to the extent that the country had to seek debt relief 

through restructuring. During this period, the ratio of external 

reserves to debt outstanding declined continuously from 468.0 

percent in 1974 to 119.1 percent in 1980 and to 9.7 percent in 1985. 
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Similarly, the ratio of reserves to imports of goods and services 

(months) declined from 13.6 in 1974 to 5.8 in 1980, and then to 1.0 

in 1983. All these indicate the increasing inability of foreign exchange 

reserves and export earnings to finance debt service obligations. 

What then became clear was that the debt service ratios of over 30 

percent were too high. When over 30 percent of foreign exchange 

earnings is devoted to paying debts, it means that very little would 

be left for importing necessary industrial raw materials, machinery 

and spare parts for industries, whose capacities are grossly 

underutilized.  

It is therefore, important that the debt service ratio be reduced 

significantly to free foreign exchange resources for funding economic 

recovery programmess, especially when it is recalled that the country 

experienced negative growth rates every year from 1981 – 1985, 

excepting 1985. Furthermore, it world also make the use of 

burdensome new loans unnecessary. In fact, the Buhari regime’s 

policy of paying for imports on current basis was in the right 

direction. It was in the light of the above that government set a limit 

of 30 percent of total foreign exchange earning for external debt 

servicing in early 1986 Obadan (2004). 
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Indeed, Nigeria’s debt burden has grave consequences for the 

economy and the welfare of the citizens. As stated earlier, the 

servicing of the huge external debt has severely encroached on 

resources available for socio-economic development and poverty 

alleviation. Debt service due in 2000 was over US$3.1billion, which 

amounted to 6 times the budgetary allocation to education and 17 

times the budgetary allocation to health for that year yet, these two 

sectors need substantial public expenditure to upgrade the level of 

facilities and services for any meaningful alleviation of poverty. 

Arikawe (2003). 

Another area in which the external debt overhang is adversely 

impacting on the Nigerian economy is in the inflow of foreign 

investments. Following Nigeria’s problem with servicing its debts, 

Export Credit Guarantee Agencies (ECGAs) suspended insurance 

cover for export’s not only of goods and services, but also of 

investment capital to the country. Consequently, the much needed 

inflow of foreign resources for the stimulation of investment, growth 

and employment has been hampered. Nigerian importers were 

required to provide 100% cash cover for all their orders and are, 

therefore, placed at competitive disadvantage compared to their 

counterparts elsewhere who have access to ECGA covers and import 
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credit facilities. This situation exacerbated the pains of the external 

debt burden as it blocks off the relief that would have been received 

via speedy economic recovery and growth. The severity of Nigeria’s 

external debt can be further observed in some fundamental debt 

sustainability indicators. Nigeria performed poorly on virtually all the 

debt indicators. For example, the total external debt to GDP ratio in 

2001 amounts to 59.4 percent, and had even reached astronomical 

level of 92.93 percent in 1998. Similarly, the debt/export ratio in 

2001 stood at 15 percent. This was as high as 308.5 percent in 1998. 

Between 1985 and 2001, Nigeria spent over US$32 billion in external 

debt servicing. Prior to the October 2000 rescheduling arrangement 

with the Paris Club creditors, annual debt service payment due was 

in the range of US$3.0 billion to US$3.5 billion. Debt service due in 

2000 was over US$3.1billion (or 14.9% of export earnings) excluding 

the arrears of US$19.6 billion owed essentially to members of the 

Paris Club. On fiscal sustainability of the debt, the debt service to 

government revenue averaged about 30 percent between 1998-2001 

(DMO, 2006). For 17 years, 1995-2001, it was only in two years, 

(1995 and 1996) that Nigeria did not post a fiscal deficit. This shows 

the enormous resource constraints faced by the country. External 
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debt service payments constituted a large portion of the fiscal deficit 

for virtually all the years when deficit occurred.  

The total external debt service payments for the year 2005 

were US$8,943.45million, compared to US$1,754.75million in 2004, 

reflecting an increase of US$7,188.71million or 410 percent. The 

huge increase is due to the inclusion of the Paris Club exit payment 

under the first and second phases, which totaled US$7,575.2million. 

Excluding this payment, total external debt service payment were 

US$1,389.17million (see table 13 for external debt service payments, 

2001-2005). The largest debt service payment in 2005 was made to 

the Paris Club, amounting US$8,072.55million or 90.26 percent. This 

included US$496.64million principal and interest payments under 

Agreements III and IV; and US$7,575.92million of principal payment 

under the first and second phases of the exit deal. Payments to 

multilateral creditors amounted to US$471.66million, or 5.27 percent 

of the total, US$213.55million or 2.39 percent was paid to 

Promissory Note holders, US$169.86million or 1.80 percent to 

London Club creditors, US$12.6million or 0.14 percent to non-Paris 

Club bilateral creditors and US$3.67million or 0.04 percent to other 

creditors (DMO, 2005) 

 



 
 

124

2.9  ECONOMICS OF EXTERNAL DEBT  

The main thrust for 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 desire to invest and acquire 

market to exchange raw materials for their manufactured 

products Anyafo (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 boarder 

definition adds short-term public sector debts, 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 includes 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 
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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 (Anyafo 1996). In other words, by borrowing 

internally, government is seen as competing with private 

investors for investible funds.  

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 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 high 

growth rate. Moreover, though foreign borrowing, 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 
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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 nation 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.  

 

2.10  CAUSATIVE FACTORS OF NIGERIA'S EXTERNAL DEBT 

CRISIS  

Many authors have proffered assorted explanations as to the causes 

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

of Nigeria. Some of these major factor 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 the listed as:  

(1). Low savings propensity  

(2). Unrealistic exchange rate  

(3). Poor external debt management policies  

(4). Financing to long-term projects with short/medium loans  
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(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:  

 Diversion of the proceeds of loans to other uses  

 Financing of long term projects with short-term and medium 

term loans. 

 Poor-external debt management  

 Over-dependency on imports 

 Unrealistic exchange rate  

 Low savings propensity and high consumption pattern  

 

These exogenous factors are:  

i. Depreciation of the US Dollar against other international 

currencies in which the loan was originally contracted.  

Ogwuma (1995) in his own part traced the causes of the 

Nigeria's debt problem to the following factors:  
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a. The structural shift of Nigeria's debt from confessional 

debts  

medium/short-term international capital market loan with 

tougher repayment terms.  

b. Funds that were borrowed to finance development projects 

were directed to financing deficits in later years.  

c. Drastic fall in oil export revenues and government rather 

than embracing on expenditure slicing, close to use 

external borrowing to finance the gap.  

c. 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.  

d. Because the debts were denominated in European and 

Japanese currencies which tended to appreciate against 

the dollar, their values in dollar terms also increased.  

e. The development of short-term funds into long term 

project  

financing constituted another external debt problem.  

f. Upward movements in international interest and exchange 

rates put upward pressure on the debt stock.  
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Summers (1992); Fishers (1988) and Humphreys and 

Underwood (1989) reiterated that the causes of debt, most 

especially in less developed countries includes:  

a. Structural economic rigidities and weaknesses that 

preclude most of their economics coupled with lack of a 

diversified economy and export based economy.  

b. Population growth, which makes it harder both to increases 

in per capital income and to provide for basic human 

needs.  

c. Low savings and investment rates the 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 

loans.  

Second, in many other cases, the loans were needed "in 

vested" 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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2.11 CONDITIONS FOR RAPID ECONOMIC GROWTH IN 

NIGERIA  

Economic growth is defined in terms of an increase in a nation's 

output of goods and services as measured by the gross domestic 

product (GDP). Economic development encompasses growth, 

structural and institutional changes and the essential elements that 

make for a better quality of life such as education, health, nutrition 

and a better environment. Modern growth theory takes the view that 

capital labour and entrepreneurship are essential for production to 

take place.  

However, economic growth' is particularly the result of capital 

accumulation as it is generally accepted that more capital goods will 

be required if there is to be growth Ojo (1995) with a given capital - 

output ratio and a given per partially maintained capital stock output 

would be constant too. Only in so far as there is a net addition to 

the capital stock that there will be growth. The essential 

ingredient for growth is therefore net investment of the excess of 

gross investment over depreciation. For, it is net investment 

alone (unless capital output ratio is changing) that can lead to 

economic growth.  

Although capital accumulation is basic to growth, there are 
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some other complementary factors directly or indirectly linked 

with capital formation for growth to take place. These factors 

include favorable economic environment, improved technology, 

manpower development, adequacy of infrastructure, security and 

political stability Ojo (1995). 

The mechanism through which the external debt affects 

economic growth is manly through investment. Investment 

behavior is adversity affected by debt servicing. Watkins (1997) 

reiterated that in most poor 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 

alleviation prospects. 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 1980's reflecting acute foreign 

exchange shortages. What this means is that import compression is 

depriving local manufacturing and agriculture access to imports, 

which could increase productivity and generate employment.  
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By undermining the capacity of the governments to develop 

infrastructure. 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 government to 

provide and maintain basic social and economic infrastructure that 

would help alleviate poverty.  

Uduebo (1990) posits that excruciating debt burden, although 

in varying degrees, has no doubt has a negative effect on the 

Nigerian economy. Not only have recovery and economic growth 

been stunted, the socio- political problems created have also had a 

destabilizing effect on the country. With the marked increased in the 

debt stock and debt service payments coupled with the worsening 

terms of trade and reduction in capital inflows. The huge debt 

service payments has imperatively led to the scaling down in 

domestic investment and developmental projects which resulted 

in declining growth rates. Between 1990 and 1995 the debt 

service payments absorbed significant portion of domestic 

savings which otherwise could have been employed to augment 

domestic investment. The declining investment and output also 

exacerbated the unemployment situation and worsened the 
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standard of living of the people.  

Olu et al (2002) posit that the primary focus of economic 

management withers through economic regulation or 

deregulation, particularly in a developing country is effective 

economic development transformation. Such an effective 

economic transformation is expected to reflect in the 

improvement of the quality and standard of living of the 

populace.  

Certain facts on the Nigerian manufacturing sector are apparent 

form the implications of the implementation of SAP polices in 

Nigeria as an externally dependent monolithic economy. These 

are:  

1. Unstable political economy, particularly during the protracted  

military rule did not allow for the inflow of large scale foreign  

investments.  

2. Weak base for competition at the international market for 

Nigeria's manufactured products has been further eroded by 

excessive cost of production.  

3. Arising from the gross erosion of the naira value to the  

depreciating exchange rate is the decline in the demand for 

goods, which has culminated in large inventory in the 
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manufacturing sector Olu et al (2000).  

These developments in spite of the impressive size of the 

economy coupled with its high industrial potentials, do not augur 

well for a conducive environment for economic growth. Thus, 

the imperative for economic growth lies in detecting the causes 

of the aforementioned anomalies and subsequently eliminating 

them in order to create a conducive industrial environment for 

effective economic transformation. Olu et al (2000)  

 

2.12  CONSEQUENCES OF THE DEBT BURDEN  

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

Sjaastad (1989); and Uduebo (1990) are 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 capital 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 
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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 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 retrenchment of workers, decline in 

government finance on social services since most of the 

government revenue are used to service debts. The resultant 

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

in some of the debtor nations.  

Walkins (1997) reiterated that in poor 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 alleviation prospects.  
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Iyaiya (2002) insists that debt payments constitutes a 

considerable burden on the limited foreign exchange resources of 

poor 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 government to 

provide and maintain basic social and economic infrastructure 

that would help alleviate poverty Iyaiya (2002).  

In the case of Nigeria, the debt burden has resulted in 

various distortions in the macro-economy. Essentially, all these 

distortions are structural in nature, and affects the level of per 

capital incomes and is instrumental to the rising poverty levels in the 

country. The latter has become the major problem facing the 

country and has attracted the attention of various authors and the 
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Nigerian economic planners. The various points of view are all 

agreed that the African condition in general and Nigeria in particular 

has now deteriorated to an economic and political catastrophe.  

Chimutenquwende (1997) articulated the African condition 

thus: 'the per capital growth rate in sub-saharan Africa between 

1980 and 1991 was 1.2 percent, East, has 6.1 percent and 3.1 

percent for South (the growth rates for 1993-1996 now stands at 4-

10 percent compared with Africa average of 1-4 percent) Africa's per 

capital income is now below the levels of world's population but its 

contribution to world's GDP is 1 percent. One out of three children do 

not go through primary school. One out of eight children is disabled. 

The number of malnourished children is nearly a third of the total 

children's population. One in every six children dies before the age of 

five. Africa has the highest infant mortality rate in  

the world, which is 108 per every 1000. The world's average is 63 

per 1000. The figure from the developed world is 12 per100. Malaria 

and other poverty related diseases are increasing fast in Africa. Over 

50 percent of the population has no ready access to health services 

and this figure is increasing. Africa is loosing more than three million 

hectares of fertile land every year because of desertification. 

Three quarters of all cultivatable land in Africa is now badly 
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affected by soil erosion. Only a tenth of the arable land is under 

practices. Real wages dropped to between 30 to 90 percent. 

Unemployment in urban areas is now between 10 and 70 

percent." The above picture, dismal as it is present the nature of 

the poverty problems of African countries, as one of the obvious 

consequences of debt crisis. The Nigerian situation is more 

appalling. In 1990, the United Nations envelopment Programme 

classified Nigeria as a country with missed opportunities for 

human development. In 1995-1996, Nigeria only qualified for 

Poverty Alleviation Assistance from the international Community 

and multinational bodies. This is in relation to the former 

Development Assistance convey a picture of the level of 

problems confronting the country.  

Aganga, (2010) warn against fresh borrowing, fuel subsidy in 

his speeds Olusegun Aganga, Finance Minister said that Nigeria’s 

increasing indebtedness to local and foreign creditor drew the ire of 

finance minister who said the trend was not in the interest of the 

country, urged both the federal and state governments to resist the 

temptation of taking loans to avert the danger of running the country 

into a round of debt crisis  
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Soludo, 2010 warned that if pre-emptive measures are not 

taken now, Nigeria’s economy is doomed to a worse form of 

structural adjustment programme (SAP) and something will have to 

give. He expressed concern that the government had been pilling up 

domestic and foreign debts with no improvement in the economy.  

The independent variables is the GDP which is affected by 

component that are affected by external debt burden which is the 

Gross Domestic Product of Nigeria (GDP) while the dependent 

variables are those components that the GDP of Nigeria which are 

Paris club, London club and multilateral aid. 

Olukoshi (1990) and the Central Bank of Nigeria Research 

findings (1992) all agreed that the debt overhang problems have 

obvious effects on aggregate economic performance. From the 

contentions in the various studies, the consequences of debt 

problems are as follows:  

1. It has led to high level of unemployment  

2. It has led to a declining standard of living for Nigerian as well 

as the worsening stage of income distribution. Here we note 

the widening gap between the few rich and the large number 

of the poor.  

3. It has sustained the high level of poverty amongst the citizens.  



 
 

140

4. The continuing deterioration of social infrastructure and socio- 

economic variables.  

5. The continuing low level of foreign investment inflows;  

6. The heavy debt burden arise from a back-log of debt stock and 

interest charges  

7. The spiraling inflationary pressures, which resulted from debt 

punch and demand pull pressures.  

8. The continuing low level of industrial output, productivity and  

technical progress.  

This arose principally form falling and low capacity utilization in 

industries, poor maintenance facilities and spare parts and political 

instability which again is a product of various factors.  

 

2.13  EXTERNAL DEBT MANAGEMENT IN 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 fluids of finance, elaborate mathematical 

approaches have been attempted. A principal goal of external 

management is to keep the growth of debt within the country's 
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capacity to service it. A second objective is to take actions to 

anticipate and avoid potential debt crisis. 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 can not be adequately met.  

External debt can be very problematic if not properly managed 

Poor management policies contributed to the debt difficulties of 

development 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, (1988). The lapse was such 

that there was time the actual level of Nigeria's external debt 

could be unambiguously established as conflicting figures were 

given from various sources.  

It is true, however, that if the decree covering external 

borrowing has been needed, the rate of indiscriminate borrowing 

that occurred especially during the 1979-1983 would have been 

avoided. The harder terms notwithstanding, the initial ease with 
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which loans could be contracted in the international capital 

market made it 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.  
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2.14  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 are 

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 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 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 

it with programmes and overall national interests and goals of the 

country Anyafo (1996). This is an enforced discipline which becomes 

necessary in view of the past experience.  

However, foreign capital is a necessary complement in the 
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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 

regard, 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 Federal Ministry of Finance, 

a defaulting state government can be bailed out, although the 

amount to 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).  

c.  Debt Restructuring  

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 
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by a debtor to payoff 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 repayments 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 

Ojo et al (1996). In both agreements, US$ 2.1 billion of N 1, 584.9 

Million Work 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 (UBOR). Full repayments of the 

refinancing arrears were however, completely 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 
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those on open account, bills of collection and unconfirmed 

letters of credits through issuance of promissory notes. Sanusi 

(1987).  

ii. Debt Rescheduling  

The rescheduling of debt involves changing the maturity 

structure.  

The debts are usually spread over a longer period until it is 

finally liquidated Ojo et al (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 on international banks for 

rescheduling of a total of $2 billion short term trade related 

debt due between January and July, 1983.  

Although the recent devises such as refinancing and 

rescheduling are much relevant as strategies for ameliorating the 

current debt service burden. Nevertheless, they do not provide a 

permanent solution to the debt problem Sanusi (1987). It is in 
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this regard, that various idea are now being loosed about OR 

other options of debt conversion which the authorities should 

consider for a permanent solution to the debt crisis. Such options 

include; "securitization of debt" or debt equity swaps.  

C.  Debt Conversion  

This was introduced to complement other strategies for debt 

management. Debt conversion in a broad sense is the exchange 

of monetary instruments. It is a mechanism for reducing a 

country's external debt burden by changing the character of the 

debt Ojo et al (1996). Conversion comes in various forms and 

includes debt for equity and debt for cash. In Nigeria, the debt 

conversion exercise involves the sale of an external debt 

instrument for a domestic debt or equity participation in domestic 

enterprises. The debt conversion committee (DCC) was 

established in July, 1988 to implement Nigeria's debt conversion 

programme. Essentially, the programme is aimed at stemming 

the tide of resource transfer through the encouragement of 

capital inflow, repatriation of flight capital and recapitalization of 

enterprises in the private sector. Through the appropriate of the 

substantial discounts offered and the commissions paid. The 

country benefits and reduces the debt stock Ojo et al (1996). 
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From 1988-1995, 379 applications valued at US$ 2.9 billion were 

given approvals-in-principle. The total amount of debt actually 

redeemed from inception to 1995 stood at US$908.3 MILLION. 

Other Financial benefits which accrued from the conversions 

undertaken up to 1995 included total discount of US$11.6 

million. Of this applications approvals-in- principle and 

disbursements on sectoral basis, the manufacturing, cash gifts, 

building and construction, and agriculture were leading sectors.  

 

2.15 NIGERIA'S DEBT RELIEF STRATEGY IN RECENT TIME 

Recognizing the crucial linkages between debt, poverty, 

development and the survival of Nigeria's nascent democracy, 

the current administration 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 favorable terms 

for debt rescheduling and restructuring under "traditional" debt 

relief mechanism in short term; and building on that in the 

medium term, to secure deeper and more substantive debt 
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reduction. For much of the 1990s, crisis of leadership and 

governance, gross human rights violations and pervasive 

economic mismanagement as well as a confrontational 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 welt as a case for debt relief. The 

high level political initiative has been fruitful in thawing 

relationship as well as generating a lot of goodwill 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 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 restructuring of the country's debts.  
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2.16 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 percent in 1994, compared 

to 6.8 percent in 1993, an average of 5 percent in 1990-1992.  

 

External Debts of Developing Countries  

This development is essentially due to the increase of new debt 

commitments, and particularly of private capital investments in the 

"new emerging economies" of south East Asia and Latin America. 

According to the lMF 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 

only in 1983-1989. Thus, a very important change has occurred 

which unfortunately however has by passed the Africa region, 

where the same type of lows averaged a mere US$ 1.8 billion in 

1990-1993, hardly more than the $ 1.4 billion registered in 1983-

1989.  

External debt, which is estimated to have increased by 3.2 

percent to reach US$ 312.26 billion by the end of 1994. Therefore, 
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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 Caribbean (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 capital terms and in terms of African countries 

capacity to service.  

When indicators such as debt/GDP, debt/goods and 

services exports, and debt service/goods and services exports 

ratios are taken, the situation for Africa is not only the worst, it 

has gotten worse rather than improve with time.  

While debt-servicing payments remained very high, the 

persistent negative net transfer on debt over the entire period 

1990-1993 is attributed to the low level of fresh disbursements. 

Furthermore, despite various rescheduling efforts, arrears were 

still accumulating, compounding the problems of repayment and 

adding to the overall debt stock. It is noteworthy 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 US$ 240 billion. The share of interest arrears in short 
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term rose from 33 percent in 1990 to 37 percent in 1992 and 

eventually 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 

of creditors. Furthermore, Africa's socio-economic problems have 

greatly intensified in the recent time. During this period, many 

Africa countries have not enjoyed the stable domestic conditions 

and supportive international environment which are prerequisite for 

sustainable growth. Among the domestic problems were more vocal 

social claims, even as resources became more scare and 

disorganized and weakened national mechanisms and institutions. 

The unfavorable 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. 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 
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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.  
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CHAPTER THREE  

 

3.0 RESEARCH METHODOLOGY 

3.1 INTRODUCTION 

The purpose of this chapter is to describe the research method and 

the tools in analyzing the data collected and testing the hypothesis.  

 

3.2 SOURCES OF DATA COLLECTION 

The nature of the research work prompted the use of secondary 

data. This involves the use of published works 

The data were collected from  

a. Central Bank of Nigeria (CBN) statistical bulletin (various 

issues) 

b. Central Bank of Nigeria: Annual reports and statement of 

accounts. 

c. Debt Management Office (DMO). 

d. Several business journals and text books  

e. Websites 
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3.3 SAMPLE SIZE 

The research work covers a period of thirty -one years (1980-2010). 

The data size is considered representative enough to draw a 

conclusion and make recommendations based on the outcome of 

study.  

 

3.4 METHODOLOGY  

In the analysis of the data collected, multiple regression analysis was 

used. The stated hypothesis is tested using F-test at 5% level of 

significance 

  

3.5 MODEL SPECIFICATION  

Multiple regression analysis is used in developing a model of 

relationship between external debts and the Gross Domestic Product 

in Nigeria.  

There are five variables which will be regressed against the 

Gross Domestic Product GDP of Nigeria which indicates the 

performance of GDP of Nigeria 

Thus, is the express of the model  

y=b0 + b1 X1+b2 X2 + b3X3+b4X4+b5X5 + ……………  

y= The Gross Domestic Product of Nigeria 
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0b =  The Intercept  

1X =   Multilateral aid debts  

2X  = Paris Club debts  

3X = London Club debts 

X4=promissory Notes 

X5=External Debt Service Payment  

b1, b2, b3,b4, b5 =  the slope or coefficient of the independent 

variables.  

All the above parameters are summarized in the table of analysis of 

variance below. 

 

ANOVA TABLE 

Source of 
variation 

Sum of 
squares 

Degree of 
freedom 

CDS 

Mean 
Square 
(MS) 

F-Ration 

Regression  Rss = 22Ry  K= (r-1) RMS= 
RSS 
K 

 

Error  ESS= 
 22 1 Ry   

1



kn

or

rn

 
Ems=  

1 kn

Ess  EMS

RMS
F  

Total  Tss = 2y  n-1   
 

Note: 

Rss = Regression sum of squares  
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Ess= Error sum of squares 

Tss = Total sum of squares 

Ems = Error mean squares 

N= The number of observations  

In multiple regression, we are interested in testing whether a 

relationship exist between the dependent variable Y (Gross Domestic 

Product) and the independent variables (X1, X2, X3, X4, X5) 

multilateral aid debts, Paris club debts, London club debts, 

promissory Notes and External Debt Service payment.  

 

3.6 DECISION RULE 

The stated hypothesis is accepted or rejected based on the following 

rules.  

Accept the null hypothesis (H0) if F<F, n-k-1 degree of freedom 

otherwise the null hypothesis (H0) is rejected. 

F, N-k – 1 is the critical value obtained from the standard 

distribution table and  is the chosen level of significance which is 

0.05 for the purpose of this study.  
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CHAPTER FOUR 

 

4.1 DATA PRESENTATION, ANALYSIS AND INTERPRETATION   

This chapter deals with analysis and interpretation of the secondary 

data in this study. The empirical evidence as it relates to external 

debts, multilateral aid debts, Paris Club, London Club debts, 

promissory Notes, External debt service payments and Gross 

Domestic Product (GDP) are presented in this chapter. 
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TABLE 4.1  DATA PRESENTATION 

Nigeria’s External Debt Outstanding (N’ Million) 

YEAR GDP MULCRE 
X1 

PARIS 
CLUB 

X2 

LONDON 
CLUB 

X3 

PROMISSORY 
NOTES  

X4 

EXT DEBT 
SER PAY X5 

1980 49632.30 179.10 1576.5 - - 1,1507,72 
1981 47619.70 179.60 1975.9 - - 1788,841 
1982 49069.30 530.40 5474.4 1981.7 - 2,086,475 
1983 53107.40 566.40 6002.2 2758.8 548.9 2,561,869 
1984 59622.50 1271.20 6360.4 5443.7 1155.8 84,064,251 
1985 69908.60 1293.5 7726.4 6164.3 1273.9 4,425,445 
1986 69127.00 4670.7 21725.3 8444.7 4152.6 2050078 
1987 105222.8 8781.5 63205.6 6766.5 20634.7 1,106,408 
1988 139085.3 9991-8 75445.3 14986.1 25742.1 2,210,434 
1989 216797.5 2143.6 121229.6 42840.0 35067.6 2,11,7,490 
1990 267550.0 34606.3 154550.6 53431.8 40950.5 3,335,543 
1991 312139.7 39458.3 173051.2 58238.1 43561.9 2,944,753 
1992 532613.8 89274.3 324729.9 41890.6 64140.0 3,749,026 
1993 683869.8 81456.3 400830 45323.8 69665.7 1490998 
1994 899863.2 97056.6 404212.6 45367.9 70069.1 1,871,671 
1995 1933212 97042.0 476731.2 44990.0 69256.0 1,832,904 
1996 2702719 102630.0 420002.0 44946.0 47080.0 2,509,063 
1997 2801973 96199.0 417568.8 44946.0 35475.0 1,415,793 
1998 2708431 93214.0 458257.5 44946.0 136523.8 1,331,880 
1999 3194015 361194.0 1885664.8 187627.1 158486.0 1,063,415 
2000 4582127 379043.0 2320269.0 223832 144746.2 1,844,897 
2001 4725086 313504.7 2475509.4 228950. 146341.1 2,560,613 
2002 6912381 37500.1 3220823.5 182964.3 123994.6 1,489,896 
2003   8487032 413877.7  3737279.9 196156.9  106558.4  1,642,115 
2004 11411067 38424.8 4196844.6 196155.5 85526.7 1,724,814 
2005 14572239 330659.4 2028580.1 189768.2 64822.6 8,862,746 
2006 18564594    0.0      0.00   0.00    0.00 6,813,729 
2007 20657318    0.0      0.00   0.00    0.00  1,243.589 
2008 24296329 120603.5      0.00   0.00    0.00  573,609 
2009 24712670 524,208.11      0.00   0.00    0.00 492,453 
2010 29205783 635454.90       0.00    0.00    0.00 348,822,000 

 

Sources  

1. CBN Statistical Bulletin  Vol. 21 

2. Debt Management Office of Nigeria 
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4.2 TEST OF HYPOTHESES 

The impact of external debts on growth and Development of the 

Nigeria Economy.  

In order to determine the effect of external debts on the Gross 

Domestic Product of Nigeria, we therefore carried out a multiple 

regression analysis as detailed in Chapter three.  

These hypotheses are stated thus: 

 

RESEARCH HYPOTHESES  

Hypothesis I 

H0: The influence of Multilateral creditors are not significant in 

Nigeria’s Gross Domestic Product (GDP) 

Hypotheses II 

Paris Club Debts do not significantly affect Nigeria’s Gross Domestic 

Product (GDP) 

Hypothesis III 

The influence of London Club Debts are not significant in Nigeria’s 

Gross Domestic Product (GDP) 

Hypothesis IV 

The influence of Promissory notes do not affect the GDP of Nigeria 

significantly  
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Hypothesis V 

The influence of External Debts service payment is not significant on 

Nigeria’s Gross Domestic Product (GDP).  

The results of these hypotheses are presented in table 4.2 below. In 

testing the hypothesis, we will test the model significance using the 

ANOVA (Analysis of Variance) then the co-efficient of multiple 

regression R2 and finally the test of the significance of the individual 

explanatory variable. – Which are  

 

a. Multilateral creditors  

b. Paris Club Debts 

c. London Club Debts 

d. Promissory Notes 

e. External Debt Service Payments. are denoted as X1, X2, X3, X4, X5 

Regression 

TABLE 4.2  VARIABLES ENTERED/REMOVED 

Model  Variables  
Entered  

Variables 
Removed  

Method  

1 X5 

X2, 
X1, 
X4, 
X3, 

 Enter  

 

a. All requested variables entered  
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Model Summary 

Model  R  R Square  Adjusted R Square Std. Error of the 
Estimate  

1 .977 a .954 .954 1.80005E6 

Predictors: (Constant), X5 X2, X1,  X4, X3, 

 

ANOVA b 

Model  Sum of 
Squares  

Df Mean Square F Sig. 

1  Regression 

    Residual 

   Total  

1.629E15 

7.776E13 

1.707E15 

4 

26 

30 

3.259E14 

3.240E12 

100.570 .000 a 

a. Predictors: (Constant), X5 X2, X1,  X4, X3, 

b. Dependent Variable: Y 

 

Variables Entered/Removed 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig 

B Std. Error  

1  (Constant) 

X1 

X2, 

X3, 

X4, 

X5, 

-563368.306 

51.150 

42.074 

-40.846 

-29.025 

-42.613  

799599.215 

2.466 

1.795 

17,019 

14,475 

21.012 

 

1.158 

1.012 

-.423 

-.196 

-.634 

-705 

20.742

18.093 

-2.400 

-2.005 

-3.201 

.488 

.000 

.006 

.025 

.051 

0.032 

a. Dependent Variable: Y  
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DISCUSSION OF RESULTS  

Co –efficient of Correlation R  = 0.98 

Co- efficient of Determination R2  = 0.95 

Adjusted R2     = 0.95 

The Regression Model generated is given as  

 

 

Test of Model Significance 

Anova approach in testing the model significance we compare the, F 

– Ratio calculated with F-ratio tabulated.  

F – Ratio calculate = 100.570 

F – tabulated 5% =2.62 

Now, since Fcal =100.57 > Ftab 2.62= Fo.95 (5,24) we reject null 

hypothesis Ho and conclude that external debts and external debt 

service payments significantly affect the Gross Domestic Product of 

Nigeria.  

Since co-efficient of correlation R = 0.98, it mean that 98% 

relationship exist between all the independent variables and Gross 

Domestic Product (GDP). The value of R2 = 0.95, i.e. coefficient of 

Determination, it means that all the explanatory  variables account 
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for 95% of the total variations in Gross Domestic Product, leaving 

5% to other variables not explained in the model. 

 

TEST OF HYPOTHESES  

HYPOTHESIS I 

THERE IS NO SIGNIFICANT RELATIONSHIP BETWEEN 

MULTILATERAL DEBTS AND GDP. 

t-calculated = 20.742 

t-tabulated 5% 2.060 

In testing this hypothesis, the hypothesis is tested using the t- value. 

With the t-value of 20.742 and (prob) 0.000, it is statistical 

significant at 5% level. 

Since t- calculated = 20.742> ttabulated 5% = 2.060, therefore 

study rejects the null hypothesis and conclude that there is a 

significant relationship between Multilateral debts and GDP. 

 

HYPOTHESIS II 

There is no significant relationship between Paris Club 

Debts and Gross Domestic Product (GDP) 

t-calculated = 18.093 

t-tabulated 5% = 2.060 

In testing this hypothesis, the hypothesis is tested using the t-value. 

With the t-value of 18,093 and (prob) 0.006, it is statistically 
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significant at 5% level. 

Since t- calculated = 18.093> t-tabulated 5% = 2.060, therefore 

study rejects the null hypothesis and conclude that, there’s a 

significant relationship between Paris club debts and GDP. 

 

HYPOTHESIS III 

There is no significant relationship between London Club 

Debts and GDP. 

t-calculated =2.400 

t-tabulated 5% = 2.060 

In testing this hypothesis, the hypothesis is tested using the t-value. 

With the t-value of 2.400, the (prob) 0.025 at 5% level of significant. 

The result indicates that London club debts is statistically significant 

at 5% level. 

Since t- calculated = 2.400 > t-tabulated 5% = 2.060, therefore, the 

study rejects the null hypothesis and conclude that, there’s a 

significant relationship between London club debts and GDP. 

 

HYPOTHESIS IV 

There is no significant relationship between promissory 

notes and GDP. 

t-calculated = 2.005 

t-tabulated 5% = 2.060 



 
 

166

This hypothesis is tested using t- value of 2.005, the (prob) 0.51 at 

5% level of significant. 

This result indicates that promissory notes are not statistically 

significant in explaining variations in model. 

Since t- calculated = 2005< t-tabulated 5% = 2.060, therefore, 

accept the null hypothesis and conclude that there’s no significant 

relationship between promissory notes and GDP. 

 

HYPOTHESIS V 

There is no significant relationship between external debts 

service payment and GDP. 

t-calculated = 3.201 

t-tabulated 5% = 2.060 

In testing this hypothesis, the hypothesis is tested using the t-value. 

With the t- value of 3.201 and (prob) 0.032, it is statistically 

significant at 5% significant level. 

Since t- calculated = 3.20 1 > t-tabulated 5% = 2.060 

Therefore study rejects the null hypothesis and conclude that there’s 

a significant relationship between external debts service payment 

and 

GDP. 
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DISCUSSION OF RESULT 

From this analysis, it is imperative to note that a unit increase in 

multilateral debts brought about 51.150 increase in the Gross 

Domestic Product of Nigeria, and a unit increase in paris Club 

brought about 42.074 increase in the Gross Domestic Product of 

Nigeria, this means that the multilateral debts and paris Club debts 

met the apriori expectation, these help in the improvement of the 

growth of Nigeria economy. 

Whereas a unit increase in London Club Debts brought about 40.846 

decreases in GDP. Also a unit increase in promissory notes brought 

about 29.025 decreases in GDP of Nigeria. Furthermore, a unit 

increase in external debts service payment in Nigeria brought about 

42.613 decrease in GDP of Nigeria. This indicates that all these three 

variables did not meet the apriori expectations and they cause 

decline in the growth of Nigeria economy. 
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CHAPTER FIVE 

 

5.1 SUMMARY OF FINDINGS  

The empirical analysis of this study gave rise to the following findings  

a. The Nigeria external debts have significantly affected economic 

growth of Nigeria.  

b. There is a significant linear relationship between multilateral 

debts and the Gross Domestic Product of Nigeria.  

c. There is a significant linear relationship between Paris Club debts 

and the Gross Domestic Product of Nigeria (GDP). 

d. There is a significant linear relationship between London Club 

debts and the Gross Domestic Product (GDP) of Nigeria 

e. There is a significant linear relationship between Promissory 

Note and the Gross Domestic Product (GDP) of Nigeria 

f. There is a significant linear relationship between External Debt 

Service Payment and the Gross Domestic Product (GDP) of 

Nigeria 

g. Also, revealed is that high external debts mean high units of 

naira in exchange for the dollar to encourage high import 

expenditure.  
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h. Contrary to the expectation that external debts in Nigeria only 

impact negatively on the economy this study revealed that 

external debts also impact positively on the economy of Nigeria.  

 

5.2 CONCLUSION  

This study attempted to find out the impact of external debts on 

growth and development of the Nigerian Economy (from 1980 -

2010) i.e. a period of 31years. 

Efforts were made to evaluate the relationship between 

Nigeria’s external debts (for example, multilateral debts, Paris Club 

debts, London Club debts, debts Promissory Notes and External Debt 

Service Payment) and the Gross Domestic Product (GDP) of Nigeria. 

The study also formulated the hypotheses that are required for 

the analysis of the problems.  

After careful presentation and analysis of data.  

The study carefully concluded that external debts significantly affect 

the Gross Domestic Production (GDP) of Nigeria. 

In conclusion, since external debts affect the Gross Domestic 

Production (GDP) of Nigeria. It is imperative to note that external 

debts should be handled with caution for it to impact positively on 

the growth and Development of Nigeria.  
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5.3 RECOMMENDATIONS  

With the various results obtained through regressions equation, it 

becomes pertinent if not imperative to highlight some 

recommendations.  

A. Even though the external Debts of Nigeria have proven to be a 

positive significant contributor to the economic development of 

Nigeria, the country needs to show caution in contracting  

more debts. Obviously such external debts, contracted without 

channeling them to socially desirable investment purpose will 

be counter productive to the economy.  

Hence, borrowing to finance consumption expenditure instead 

of investment expenditure should be discouraged  

B. Closely linked to the foregoing under (a) above is the issue of 

the impact of external borrowing on our Gross Domestic 

Product (GDP). This positive linear relationship between 

external debts and the Gross Domestic Product (GDP) implies 

that the Nigeria GDP suffers more with further increases in 

external debts.  

Hence, efforts should be made to curtail much borrowing to an 

optimal level.  
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C. Similarly, Our import expenditure should be limited only to the 

basic infrastructural needs in order to enhance genuine 

industrialization. The government should make conscious 

efforts to see that the scarce foreign reserve and whatever 

external debts are not spent on such frivolities as importation 

of consumables. For instance, it is on records that between 

1980-1983 some Nigerian politicians and elites imported, even 

tooth picks and wines customized for them using our borrowed 

funds and foreign reserves, such reckless spending ought to be 

discouraged by all and sundry. 

D. Finally, while accepting that external borrowing could lead to 

improved economic growth if judiciously applied, we still on the 

other hand caution on its detrimental effect. Hence, it would be 

wise if a country could afford to live without borrowing  

 

Indeed, it is in recognition of such wisdom that the former 

government of Chief Obasanjo preached about debt forgiveness to 

our creditors. All told, as an antidote our view is that the government 

steps up the fight to increase the nation’s revenue base. With such 

improvement, there will be less demand for external debts to meet 

expenditures. 
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APPENDIX 

Model Summary 

Model  R  R Square  Adjusted R Square Std. Error of the 
Estimate  

1 .977 a .954 .954 1.80005E6 

Predictors: (Constant), X5 X2, X1,  X4, X3, 

 

ANOVA b 

Model  Sum of 
Squares  

Df Mean Square F Sig. 

1  Regression 

    Residual 

   Total  

1.629E15 

7.776E13 

1.707E15 

4 

26 

30 

3.259E14 

3.240E12 

100.570 .000 a 

c. Predictors: (Constant), X5 X2, X1,  X4, X3, 

d. Dependent Variable: Y 

 

Variables Entered/Removed 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig 

B Std. Error  

1  (Constant) 

X1 

X2, 

X3, 

X4, 

X5, 

-563368.306 

51.150 

42.074 

-40.846 

-29.025 

-42.613  

799599.215 

2.466 

1.795 

17,019 

14,475 

21.012 

 

1.158 

1.012 

-.423 

-.196 

-.634 

-705 

20.742

18.093 

-2.400 

-2.005 

-3.201 

.488 

.000 

.006 

.025 

.051 

0.032 

b. Dependent Variable: Y  
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