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Abstract 

This study examined the effects of external debt on Nigeria’s 

economic growth (2008-2017). As a guide for the study, 

research hypotheses were stated. The study adopted a 

longitudinal trend survey method using ex-post factor 

model. Instrument for the study was secondary data gotten 

from CBN Bulletins and annual reports of several years. 

Data were collected, coded and analyzed using Pearson 

Product Moment Correlation Coefficient. Analysis from the 

study revealed that external debt has significant effects on 

the economic growth of Nigeria. Furthermore, the study 

revealed that external debt service payments have 

significant effects on Nigeria’s economic growth. This 

therefore interprets that external debt service payments 

have significant effect on Nigeria’s economic growth in 

terms of total debt service payment and GDP for the period 

2008 – 2017. The consequences of huge external debt 

burden on economic growth in Nigeria includes excessive 

capital flight, limited production power and insufficient 

internal savings. Based on the findings from the study, the 

researcher recommended that: external debt should be 

contracted solely for economic reasons and not for political 

or social reasons; government should actively pursue 

diversification of the economy to ensure a buoyant and 

robust economy which will reduce external borrowing and; 

the Debt Management Office (DMO) should always keep 
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track of debt repayment obligations in order to avoid debt 

overhang. 

 

 

Introduction 

One of major macroeconomic objectives of every nation is the achievement of 

sustainable economic growth and this can be attainable with the maintenance of a 

substantial amount of capital to finance expenditures on infrastructural and productive 

capacity development (Umaru, Hamidu & Musa, 2013). However, Ayadi and Ayadi 

(2008) notes that the amount of capital available in most developing countries’ 

treasury is grossly inadequate to meet their economic growth needs mainly due to their 

low productivity, low savings and high consumption pattern. Governments therefore 

resort to borrowing from outside the country to bridge the resource gap. This has 

always resulted in the need to seek for packages that consist of a combination of 

financial, technical and managerial requirements emanating from outside the country. 

The Keynesian economic school of thought posits that government borrowing can be 

used to promote economic growth, through the financing of government deficit 

expenditures which stimulates aggregate demand and thus encourage increase in 

private investments. Soludo (2003) in Okonjo-Iweala, Soludo and Muhtar (2013) 

argues that once an initial stock of debt grows to a certain threshold, servicing them 

becomes a burden, and countries find themselves on the wrong side of the Debt Laffer 

Curve, with debt crowding out investment and growth as against the initial motive.  

The genesis of Nigeria’s debt service burden dates back to 1978 after a fall in world 

oil prices. Before this occurrence, Nigeria had incurred some minor debts from World 

Bank in 1958 with a loan of US$28million dollars for railway construction and the 

Paris Club debtor nations in 1964 from the Italian government with a loan of US$13.1 

million for the construction of the Niger dam. The first major borrowing of US$1 

billion known as the “Jumbo loan” was in 1978 from the International Capital Market 

(ICM) increasing her total external debt to $22 billion.  (Adesola, 2009). Today, 

Nigeria is among the largest debtor nations in sub Saharan Africa. When compared 

with other sub Saharan nations such as South Africa, Nigeria’s external debt stock 

follows an upward pattern over the years while the former is relatively stabilized. 

Nigeria’s external debt stock rose from US$28454.8 million in 1997 to US$31041.6 

and US$37883.1 million in 2001 and 2004 with 80.3, 64.67 and 52.58 percentages of 

GDP respectively.  
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Nigeria as a developing nation has adopted a number of policies such as the Structural 

Adjustment Programme (SAP) of 1986 to liberalize her economy and boost Gross 

Domestic product (GDP) growth. Consequent to the country’s increasing debt profile, 

Debt Management Office (DMO) was established in October, 2000. Prior to the 

establishment of DMO, Central Bank of Nigeria (CBN) was saddled with the 

responsibility of management of national debts. At the moment, DMO in collaboration 

with CBN and Federal Ministry of Finance manage Nigeria’s debts. The unabated 

increase in the level of external debt service payments has led to huge imbalances in 

fiscal deficits and budgetary constraints that have militated against the growth of the 

Nigeria’s economy. Despite the huge debt burden, the government  

 

Statement of the Problem 

Oil-rich Nigeria has been hobbled by political instability, corruption, inadequate 

infrastructure, and poor macroeconomic management despite pursuing economic 

reforms since 2008. The issue of Nigeria's public debt became important in recent 

times especially prior to the period of the debt forgiveness. The magnitude of Nigeria’s 

debt stock, the amount required to service such debts as well as its attendant possible 

effects on different operating sectors of the economy especially the banking sector and 

the growth of the economy at large is of great concern. Although the government 

successfully negotiated debt forgiveness and exit from the Paris club and London club 

of creditors resulting in the fall of external debt from N2.7trillion in 2005 to less than 

N451.46billion in 2006, there was however a spike in the external loan to N1.03trillion 

in 2011 and N2 trillion by 2015.  

CBN record indicates that external debt in Nigeria increased to 27162.63 USD Million 

in the second quarter of 2019 from 25609.63 USD Million in the first quarter of 2019. 

External Debt in Nigeria averaged 9914.18 USD Million from 2008 until 2019, 

reaching an all-time high of 27162.63 USD Million in the second quarter of 2019 and 

a record low of 3627.50 USD Million in the first quarter of 2009. Despite the huge 

amount of external debts which the country has continued to incur over the years aimed 

at achieving economic growth and development, high unemployment rate, poverty, 

and low standard of living are still prevalent in the country. This obscures the motive 

behind external borrowing which drowns a country in a pool of debt service payments 

and eats up most of the nation’s resources and hinders growth due to high interest 

payments.  

It is on this premise that the researcher conducts this study to empirically examine the 

effects of external debt on Nigeria’s economic growth. 

 

Statement of Research Hypotheses  
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H01: External debt has no significant impact on Nigeria’s economic growth.  

H02: External debt service payments have no significant effect on Nigeria’s 

economic growth. 

 

Literature Review   

Concept of external debt in Nigeria  

Erhieyovwe and Onovwoakpoma (2013) defines public debts, internal and external as 

debt incurred by the government through borrowing in the domestic and international 

markets in order to finance domestic investment. Therefore, national debt is seen as 

all claims against the government held by the private sector of the economy, or by 

foreigners whether internal borrowing or not (and including banks held debt and 

government currency if any), less claim held by the government against the private 

sector foreigners. External debt is the amount at any time, or disbursed funds and 

outstanding contractual liabilities of residents of a country to repay principal to non-

residents (IMF, 2003). Another definition is the one which is officially adopted by the 

main compilers of statistical information on public debt. The External Debt Statistics: 

Guide for Compilers and Users jointly published by the BIS, Eurostat, IMF, OECD, 

Paris Club, UNCTAD and the World Bank states that: Gross external debt, at any 

given time, is the outstanding amount of those actual current, and not contingent, 

liabilities that require payment(s) of principal and/or interest by the debtor at some 

point(s) in the future and that are owed to non-residents by residents of an economy. 

The guiding rules that debt should to be taken into account to help in debts 

management are: debt to GDP ratio, which global maximum ratio is 40%; total debt 

to total revenue ratio and debt to debt service ratio. Efficient debt management strategy 

should result in debt service ratio between 20-25% of GDP (DMO, 2012).  

According to Debt Management Office (DMO, 2012), Nigeria’s external loan dates 

back before independence but remained small or insignificant till 1978. The oil boom 

of 1970-1973 shielded Nigeria. However, following recession in 1977/78, Nigeria 

raised the first US$ 1 Billion loan known as ‘Jumbo Loan’ from International Capital 

Market (ICM) to finance infrastructural projects. By December 2014, external debt 

stood at over US$34 Billion. Available data from the Debt Management Office (DMO, 

2018) shows that Nigeria’s total debt stock as at March 2017 stood at N19.16trn, 

representing an increase of 10.37% from the December 2016 figure of N17.36trn. This 

also represents growth of 153.63% from N7.55trn in 2012. A breakdown of the debt 

stock shows that external debt accounted for 22.08% (N4.23trn), while domestic debt 

stock accounted for 77.92% (N14.93trn). The table below shows Nigeria’s public debt 

stock as at June, 2018 and the actual external debt service payments in the second 

quarter of 2018.  
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External Debt and Economic Growth in Nigeria  

The matter of external debt has become a major impediment to growth and stability of 

developing countries. Huge debts create a lot of problems for the developing countries, 

having dramatic consequences in some of the cases, and even engendering major crises 

of external debts. When developing countries pay the interests and rates of concluded 

loans, they often do so sacrificing the progress in education or health, the economic 

growth and the raise of living standard of other citizens. Financial resources should 

run from the developed countries to the developing ones, but this cycle has changed 

since the total debt stock to be repaid in the past are greater and greater. It is thus 

difficult for developing countries to reduce poverty and, at the same time, line up 

within a progressive development trend.  

According to Calea (2013), external loans allow the economy to invest and consume 

over its internal capacity limit. The capital buildup is financed thus with internal 

resources and other resources brought from the countries that have capital surplus. 

However, external loans can trigger a faster economic growth and enable the financing 

of a greater volume of investments. They can also encourage the call of internal 

resources, making use of them in a more reserved, cautious, but nonetheless efficient 

way. If on the other hand external loans are used to finance unproductive activities or 

to counterbalance the excessive capital export, they will bring no contribution 

whatsoever to economic growth. Moreover, they might even put more pressure on 

budgetary operations.  

Calea (2013) further stated that public external debt is an essential factor in the 

assessment of public finance of a state. It can also be defined as a consequence of the 

following macroeconomic aspects:  

- Limited productive power, compared to consumption, investments and public 

expenses;  

- Insufficient internal savings, compared to investments and budgetary deficit;  

- An increased deficit of checking accounts balance compared to net incoming 

transfer;  

- Excessive capital movement as direct investments or even capital flight.  

 

A capital inflow, regardless of provenience, will practically produce one or more of 

the following effects:  

- The increase of foreign investments;  

- Increase the potential of obtaining foreign currency for the country, namely 

the growth of exports or reduction of imports through adequate investments;  
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- The incorporation in investments which doesn’t determine directly the rise of 

the capacity for obtaining foreign currency (e.g. in construction);  

- The finance of speculative activities, like the one connected to properties and 

stocks (including imported stocks);  

- The compensation of private capital outflow due to political uncertainties and 

monetary speculations;  

- The increase potential of the government to avoid major transformations of 

political economy, such as: the reduction of internal run, the liberalization of 

internal capital markets, in order to encourage internal economies or to reduce 

budgetary deficits;  

- Sustaining expenses of the middle class consumption, which tends to have a 

higher demand for imports;  

- Providing projects or other businesses with huge profits which, legally or in 

other ways, are intended for the government’s supporters (Calea, 2013). 

 

In a smaller or bigger extent, in most of the States, we can witness a combination of 

the mentioned effects. Carefulness is needed when structuring the external debt, 

whether we are talking about maturity date, currency of the loan or interest rate. A 

faulty structuring of external loans could be the most important factor in triggering or 

deepening economic crisis. 

 

Theoretical Framework  

There are several contributions by various economists and schools of thought as 

regards the subject matter of debt and economic growth. These concepts are relevant 

to this study as they serve as dependable framework upon which this study is built and 

as such some of them are discussed below: 

 

The Debt Overhang Theory 

The debt overhang theory of Krugman (1988), posits that huge borrowing leads to high 

indebtedness, debt traps and slow down of economic growth. According to him, 

accumulated debt stock results to higher tax (tax disincentive) on future output and 

thus crowds out private investment. This means that due to large debt stock, potential 

investors would be discouraged on the expectation that government may finance its 

debt service obligation by imposing high taxes and this would further retard the growth 

of the nation. The importance of the debt overhang theory more or less cannot be over 

emphasized. According to Audu (2004) in Ayadi and Ayadi (2008) the debt service 

burden has militated against Nigeria’s rapid economic development and worsened the 

social problems. Service delivery by key institutions designed to mitigate the living 
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conditions of vulnerable groups were hampered by decaying infrastructure due to poor 

funding. By cutting down expenditure on social and economic infrastructure, the 

government appears to have also constrained private sector investment and growth 

through lost externalities. This has reduced total investment, since public investment 

is a significant proportion of the total investment in the country.  

 

The Debt Laffer curve theory 

The debt laffer curve propounded by Arthur Laffer in 1940 emphasizes the relationship 

between the amount of debt repayment and the size of the debt. When the effect is so 

strong, the debtor is said to be on the wrong side of the laffer curve, the idea of the 

Laffer curve also implies that there is a limit to which debt incurred can stimulate 

growth (Elbadawi, Ndulu & Ndungu 1999 in Ademola, Olaleya & Ulusiyi, 2013). 

When the debt exceeds the threshold point, it becomes a burden as the cost of servicing 

the debt brings strain to the amount of resources available for productive investments, 

thereby crowding out investment which ultimately retards growth. This therefore 

implies that a reduction in the current debt service should lead to an increase in current 

investment for any given level of future indebtedness. Economic literature, posits that 

debt will impact positively on an economy up to a threshold point, beyond which any 

further increase in debt will bring about a negative impact on the economy (Kabadayi, 

2012). 

 

Empirical Review  

A number of research works have been carried out to review the effect of external debt 

on the economy. Ogege and Ekpudu (2010) examined the impact of debt burden on 

the Nigerian economy using time series data for the period 1970-2007. Ordinary least 

square (OLS) was used to test the relationship between debt burden and growth of the 

Nigeria economy. The result showed a negative relationship between debt stock of 

internal and external and gross domestic product, meaning that an increase in debt 

stock will lead to a reduction on the growth rate of the Nigerian economy. Sulaiman 

and Azeez (2012) studied the effect of external debt on the economic growth of Nigeria 

using gross domestic product as the endogenous variable measuring economic growth 

as a function of ratio of external debt to export, inflation and exchange rate proxy as 

the exogenous variable. Data were gathered covering the period 1970-2010. Analysis 

of data was done using the econometric technique of ordinary least square. The result 

showed that external debt has contributed positively to Nigeria’s economy. A similar 

research to Sulaiman and Azeez (2012) was done by Iya, Gabdo, and Aminu (2013) 

with the same result.  Kasidi and Said (2013) investigated the impact of external debt 

an economic of growth in Tanzania using time series 1990-2010. The study revealed 



 

Page 305                                                               JMSE Vol. 20 (7) 2020 ISSN – 2370-9878 

 
 
 

that there is significant impact of external debt and debt service on GDP growth. 

Whereas total external debt stock has a positive effect of about 0.36939, debt service 

payment has a negative effect of about 28.517.  

Furthermore, Bamidele and Joseph (2013) examined the effect of financial crisis, 

external debt management on the economic growth of Nigeria using GDP as 

endogenous variable while exogenous variables measuring economic growth were 

Foreign Direct Investment (FDI), external debt, external reserve, inflating, and 

exchange rate proxies. Annual time series for the period 1980-2010 were used. OLS, 

Augmented Dickey Fuller (ADF) unit root tests and the Granger causality tests were 

employed in the analysis. The results showed a positive relationship between FDI and 

economic growth while inverse relationship existed between external debt and 

economic growth.  

These literatures posits that debt will impact positively on an economy up to a 

threshold point, beyond which any further increase in debt will bring about a negative 

impact on the economy.  

 

Methodology  

The research design adopted for the study was a longitudinal trend survey method was 

used with the aim of testing the hypotheses. The ex-post factor mode was used since 

the event had already taken place. Descriptive and inferential statistic was used in the 

study. Regression analysis was used to test the relationship that exists between 

Nigeria’s external debt and Nigeria’s economy (proxy by Gross Domestic Product), 

between 2008 – 2017. The Pearson Product Moment Correlation Coefficient (denoted 

by r) is a measure of the correlation (linear dependence) between two variables x and 

y.  

The formula is given as: 
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Decision Rule:  

Where the calculated value of t-score is greater than the critical value of t from the t-

statistic table, we accept the alternate hypothesis (HA) and reject the null hypothesis 

(H0) and vice versa.  

 

Data Presentation 
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Table 1: Nigeria’s Total External Debt Stock and GDP for the period 2008 – 2017. 

Years Total External Debt (N' 

Billion) 

GDP  

(N' Billion) 

External Debt 

Service Payments 

(N’ B)  

2008 523.25 39,157.88 50.9 

2009 590.44 44,285.56 63.7 

2010 689.84 54,204.80 53.3 

2011 896.85 63,258.58 54.1 

2012 1,026.90 71,186.53 46.1 

2013 1,387.33 80,222.13 46.8 

2014 1,631.52 89,043.62 55.0 

2015  2,111.53 94,144.96 64.7 

2016 3,478.92 101,489.49 33.59 

2017 2 5,787.51 113,711.63 85.00 

Source: Central Bank of Nigeria Annual Report (2008-2017). 

 

DATA ANALYSIS  

Test of Hypothesis One 

The values used here were arrived at by multiplying the figures for external debt and 

GDP by 10-3 and 10-4 respectively.  

 

Table 2: Correlation between Total External Debt Stock and GDP for the period 

2008 – 2017. 

Years Total 

External 

Debt (N)(x) 

GDP (N') 

(y) 

X2 Y2 XY  

2008 0.52 3.92 0.27 15.37 2.04 

2009 0.59 4.43 0.35 19.62 2.61 

2010 0.69 5.42 0.48 29.38 3.74 

2011 0.90 6.33 0.81 40.07 5.70 

2012 1.03 7.12 1.06 50.69 7.33 

2013 1.39 8.02 1.93 64.32 11.15 

2014 1.63 8.90 2.66 79.21 14.51 

2015 2.11 9.41 4.45 88.55 19.86 

2016 3.48 10.15 12.11 103.02 35.32 

2017 5.79 11.37 33.52 129.28 65.83 

 Σx = 18.13 Σy=65.07  Σx2=57.64  Σy2=619.51 Σxy=168.09 

Source: Computed from table 1. 
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Hypothesis One 

H01: External debt has no significant impact on Nigeria’s economic growth. 
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rxy =      10(168.09) – (18.13)(65.07) 

 √[10(57.64) – (18.32)2][10(619.51) – (65.07)2 

rxy  =     501.18 

     696.95  rxy  = 0.7191 

Testing rxy using t-score with the formula 

t =          n-2 

  1 – (rxy)2  

t =     10 – 2       

 1 – (0.7191)2      

t =     16.567   t = 2.9267 

Calculated t-score = 2.9267 and the critical value of the t-score at 0.05 level of 

significance and 8 df = 1.860 

 

Test of Hypothesis Two 

The values used in table 7 below were arrived at by multiplying the figures for external 

debt and GDP by 10-3 and 10-4 respectively. 

 

Table 3: Correlation between External Debt Service Payment and GDP for the 

period 2008 – 2017. 

Years External 

Debt Service 

Payments 

(N) (x) 

GDP (N) 

(y) 

X2 Y2 XY  

2008 5.09 3.92 25.91 15.37 19.95 

2009 6.37 4.43 40.58 19.62 28.22 

2010 5.33 5.42 28.41 29.38 28.89 

2011 5.41 6.33 29.27 40.07 34.25 

2012 4.61 7.12 21.25 50.69 34.82 

2013 4.68 8.02 21.90 64.32 37.53 

2014 5.50 8.90 30.25 79.21 48.95 

2015 6.47 9.41 41.86 88.55 60.88 

(rxy) 

(0.7191) 

(0.7191) 
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2016 3.36 10.15 11.29 103.02 34.10 

2017 8.50 11.37 72.25 129.28 96.65 

 Σx =55.32 Σy=65.07  Σx2=322.97 Σy2=619.51  Σxy=422.24  

Source: Computed from table 1.  

 

H02: External debt service payments have no significant effect on Nigeria’s economic 

growth. 
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rxy =      10(422.24) – (55.32)(65.07) 

 √[10(322.97) – (55.32)2][10(619.51) – (65.07)2 

rxy  =     643.55 

     576.42  rxy  =  1.1165 

 

Testing rxy using t-score with the formula 

t =          n-2 

  1 – (rxy)2  

t =     10 – 2       

 1 – (1.1165)2        

t = 6.3641 

Calculated t-score = 6.3641 and the critical value of the t-score at 0.05 level of 

significance and 8 df = 1.860.  

 

Interpretation of Results  

The test for hypothesis one was carried out using data computed from table 3. From 

the computation in table 4, comparing the computed t-score value of rxy with the 

critical value of t from the t-statistic table we see that the t-score = 2.9267 is greater 

than the critical value of t = 1860 at 8d.f of 0.05 level of significance. Hence, we reject 

the null hypothesis (H0) and uphold the alternate hypothesis (HA) which states that 

external debt has significant impact on Nigeria’s economic growth.  This therefore 

means that external debt has significant impact on Nigeria’s economic growth in terms 

of total external debt stock and GDP for the period 2008 - 2017. 

From the test for hypothesis two, comparing the computed t-score value of rxy with 

the critical value of t from the t-statistic table we see that the computed t-score value 

of rxy = 4.1449 is greater than the critical value of t = 1.860 at 8d.f of 0.05 level of 

significance. Hence, we reject the null hypothesis (H0) and uphold the alternate 

hypothesis (HA) which states that external debt service payments have significant 

(rxy) 

(1.1165) 
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effect on Nigeria’s economic growth. This therefore interprets that external debt 

service payments have significant effect on Nigeria’s economic growth in terms of 

total debt service payment and GDP for the period 2008 – 2017. 

 

Conclusion  

Based on the findings, the study concluded as follows: that there is a significant impact 

of external debt on economic growth in Nigeria. The positives side is witnessed where 

the borrowed funds are used for the purpose it was meant for vice versa with attendant 

increase in investment and growth. Some of the effects include; increase in foreign 

inflow, increase in foreign investment and provision of adequate infrastructure. 

External debt service payments have significant effects on economic growth as it 

drains the indebted country of her funds. 

 

Recommendations  

Based on the findings from the study, the study suggested the following 

recommendations:  

1. External debts should be contracted solely for economic reasons and not 

for social or political reasons.  

2. Debt Management Office (DMO) should adequately keep track of the debt 

payment obligations and the debt should not be allowed to exceed a 

maximum limit so as to avoid debt overhang. 

3. Nigerian government should promote exportation of domestic products as 

a high exchange rate will make our goods more attractive in the foreign 

market and will increase foreign exchange earnings. 

4. Debt Management Office (DMO) should set mechanisms in motion to 

ensure that loans are utilized for the purpose for which they were acquired.  

5. Government should aggressively pursue diversification of the economy. 

This will result in buoyant and robust economy which will reduce the need 

for external debt.  
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