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Abstract

The study examined the trend of external debt, debt servicing and debt relief transmissions in the Nigerian
economy. The huge for external debt to argument domestic saving to boost investment in developing countries is
obvious but more crucial to these variables is tracing out their effects on economic development. Indebted
countries as observed even in some case find it difficult to service such debt leading to international concerns to
writing off such debts to ameliorate the plight of the citizens. The study used structural VAR to trace out the
structural effect of these variables in the Nigerian economy. Also examined was the 2005 external debt relief to
Nigeria by the London Paris club through descriptive techniques to illustrate how the relief was channeled down
to other macroeconomic variables in the economy.

The descriptive analysis showed that soon after the debt relief, government expenditure on health and
education improved. Also the position of the nation foreign exchange appreciated which cumulated to higher
economic growth rate in Nigeria. Queuing from the descriptive analysis, the structural VAR result showed a
decomposed shock to exchange rate were absorbed by external debt and external debt service after itself. This
shows that external debt and debt servicing affects the country’s exchange rate. Decomposed shock from health
and education outputs were strongly influenced by external debt servicing. Economic output in Nigeria, apart
from itself were largely influenced by EXR (24 percent) followed by HLTH and EXD respectively.

The study concludes that external debt is a crucial variable to developing countries and the trickle-down
effect of its components are felt in the Nigerian economy. The study therefore recommends good policies to
effectively transmit the gains from external borrowing to boost critical infrastructural deficit in the country.

Keywords: external debt, debt servicing, education, health, exchange rate, debt relief and economic growth.

1. Introduction

Nigeria like other developing countries had faced domestic financial constraint. This constraint has made
external borrowing an essential complement to domestic resources for promoting sustainable economic growth
among these developing countries. This is possible if the economic benefits from such projects are larger than
the interest paid on the debt (Patillo et. al., 2002 and Obadan, 2004). However, excessive external debt more
often than not impedes economic growth. The burden of debt on indebted countries has resulted in channeling of
funds to debt servicing, instead of allocating resources to crucial developmental projects (lyoha, 1999 and
Amakon, 2003).

Huge debt of less developed countries has led to debt constituting impeding factor to economic development
of these countries. They resort to debt restructuring of various kind. Debt restructuring is a process that allows a
private or public company — or a sovereign entity — facing cash flow problems and financial distress, to reduce
and renegotiate unsustainable debts in order to improve or restore liquidity and rehabilitate so that it can continue
its operations.

External debt relief to countries previously servicing their debt is believed to remove the debt overhang
problem of indebted countries and create fiscal space in investment for economic growth. This is the tenet of
debt relief for highly indebted countries to get back on track in the development process. Creditor nations
introduced debt relief/cancellation in 1996 and 1999 to Heavily Indebted Poor Countries (HIPC) as a way of
removing the impeding effect of debt burden on economic growth, such as debt overhang. Debt overhang occurs
when the stock of external debt in a country exceeds her repayment ability. Here, debt services come in the form
of implicit tax, hence discouraging investment and stifling economic growth. This makes it virtually impossible
for highly indebted countries to escape poverty (Clements et al. 2005). Thus, external debt forgiveness will
encourage investment, economic growth and improve foreign exchange rate in indebted countries (Dobdinga,
2009; Amakom, 2003).
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However, external debt relief contributing to economic growth is possible if such countries are able to
engage in viable economic projects with their new external debt status without falling back to debt crisis. In
essence, external debt relief is not automatic but domestic government stimulus is crucial in making such relief
to boost economic growth (Dobdinga, 2009; Audu, 2004).

Nigeria’s foreign debt started in 1958 when the nation borrowed $28 million for the construction of
railway. In 1987, the financially stressed government borrowed $672 million (N100.8 billion) to further augment
available resources. In addition, in 1999, the external debt figure increased to $17 billion (N2.6 trillion), 73.2
percent of which was from the Paris Club. External debt has indeed impeded economic growth and poverty
reduction in Nigeria (lyoha, 1999). As a reaction to this, since 1999, Nigeria began clamoring for external debt
relief from the Paris Club (Adesola, 2009; CBN, 2008.

External debt is belief to have a chain effect on macroeconomic performance (Loganathan et al., 2010).
And Nigeria achieved the long sought external debt relief from the Paris club in 2005 that agreed to cancel 60%
(18 billion US dollar) of the US$30.85 billion owed to its club members. The deal of external debt relief took
effect after Nigeria paid 40% (12 billion US dollar) of the debt in July 2005. This debt relief eventually spared
the country from the yearly US$2.3 billion (N345 billion) debt service burden. This is potent enough to affect
economic growth as government allocation to education and health were mere N82 billion and N56 billion
respectively in 2005. The deduction of 30 billion US dollar (N4.5 trillion) from Nigerian external debt profile is
expected to induce economic growth.

In 2004, Nigeria’s total external debt stock was at its peak: N4.9 trillion ($32.6 billion). This debt stock
has been on the increase above the World Bank debt stock to GDP 40 percent ratio established level before the
external debt relief. Nigeria's Debt Management Office (DMO, 2011) reported that Nigeria's external debt rose
from MN428 billion to N543 billion (US$3.62 billion) and then to NG90 billion in 2007, 2009 and 2010
respectively. This is a pointer that the external debt is trending upward (Everest 2011; Xclusivenigeria, 2009;
CBN, 2008; Pattillo et al, 2002) (See appendix for table).

The expectation of economic recovery as a result of debt relief cannot be automatic or can even induce
further external borrowing if disciplined economic policy action is lacking. This is at the insight that debt relief
does not necessarily provide additional resources to recipient countries. When debt cancelation concerns debts
not serviced as in most cases, it does not free resources for such debt relief leading to economic growth. Even
when debt service payments actually decrease, debt relief has a minimal impact on HIPCs' net resource transfers
(Presbitero, 2009). An econometric instrument that can show the channels of economic action like external debt
relief and debt servicing on economic variables would be useful in showing the impact of the Nigeria external
debt relief of 2005 on economic growth. This study keenly examines the transmission channels of external debt,
debt servicing and the external debt relief in Nigeria. This study will proffer an informed advice concerning
external debt issues in the country. It will be useful in debt literature, including the technique used in the study.
Table 1: Eligibility for Original (1996) HIPC and the Enhanced (1999) HIPC Initiative

Criteria Ratio

1996 Requirement

1999 Requirement

NPV Debt to Exports 200-250% 150%
NPV Debt to Revenue 280% 250%
Export to GDP 40% 30%
Revenue to GDP 20% 15%

Source: The World Bank Group & Aguirre and Connolly (2005).

HIPC II would provide a large amount of debt relief. In terms of the “debt overhang”, it promised
reduction of the “present value” (PV) of HIPCs’ debt by $31 billion for 28 countries. When debt relief is
delivered to all 34 countries that are currently believed to be eligible for the initiative, pre-HIPC debt overhang
will be reduced by 40 percent. The total amount of debt relief will be $39.4 billion in PV terms. The table below
summarizes the 1996 and 1999 criteria for eligibility (Aguirre and Connolly, 2005).

Table 2: Kappagoda and Alexander debt distress thresholds

Details Institutional Strength and Quality of policies
Strong Medium Poor

PV Debt: GDP 60% 45% 30%

PV Debt: Exports 300% 200% 100%

PV Debt : Government Revenue 250% 200% 150%

Debt Service: Exports 35% 25% 15%

Debt Service: Government Revenue 40% 30% 20%

Source: Kappagoda and Alexander (2004)
Based on the joint Bank-IMF low-income country debt sustainability analysis (DSA), Nigeria remained at a
low risk of debt distress as at 2012 (IMF, 2013). The threshold for the countries in Nigerian peer group in
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International standard in terms of debt to GDP ratio (as at December ending 2013 is about 19.4 per cent) has
been changed from 40 to 56 per cent. But Nigeria limits her threshold to using 30 as its own threshold, not that it
must reach 30 instead of using 40.

According to Faraji and Makame (2013), Some general thresholds have been considered in the empirical
literature for debt ratios under the enhanced HIPC Initiative beyond which a country’s debt might be considered
unsustainable. These include NPV Debt-to -Export > 150 per cent, Export-to- GDP > 30 per cent, and
Government Revenue-to-GDP >15, NPV Debt — to- Government Revenue > 250 per cent, Debt Service-to-
Export > 15 per cent and Debt Service-to- Revenue > 25 per cent.

2. LITERATURE REVIEW

The crux of the interest in past studies here is to show how external debt has been relating with
economic variables especially output in less developed countries. Abubakar (2012) empirically investigated how
external debt relates to economic development of Nigeria from 2000 to 2009. Regression and causality
techniques were used in to establish the nature and degree of the relationship between the variables. Life
expectancy rate at birth and population of the populace below the poverty line were perceived to improve with
external debt borrowing; while unemployment rate was found to reduce from his study, though not significantly.
Also, output per capita and literacy rate reduced during external debt overhang.

A possible structural break test of how external debt and external debt servicing relating to economic
growth in Nigeria by Ekperiware and Oladeji (2012) revealed that the 2005 external debt relief did cause
structural break and reduced the debt burden effect of external borrowing in the economy. Bamidele and Joseph
(2013) examined the effect of financial crisis and external debt management on the economic growth of Nigeria.
They modeled economic growth as a function of FDI, external debt, external reserve, inflation, and exchange
rate as exogenous variables from 1980 to 2010 using CBN data. The econometric techniques of Ordinary Least
Square (OLS) and the Granger Causality test were used. The result showed that positive relationships exist
between FDI and Economic Growth while inverse relationships exist between External Debt and Economic
growth. The findings from the granger causality test show that causality runs from GDP to FDI and external debt
engender economic growth in the Nigerian economy

Ogunmuyiwa (2011) asked if external debt promote economic growth in Nigeria using time series from
1970-2007 fitted into a regression equation. He found that causality does not exist between external debt and
economic growth as causation between debt and growth was also found to be weak and insignificant in Nigeria.
Another study by Osuji and Ozurumba (2013) looked at external debt financing on economic growth in Nigeria
using data collected from CBN statistical bulletin 2012 covering 1969-2011. The VEC model estimated showed
that London debt financing possessed positive impact on economic growth while Paris debt, Multilateral and
Promissory note were inversely related to economic growth in Nigeria.

Michael (2005) examined the impact of the HIPC debt initiative on macroeconomic variables like;
openness, exchange rate, terms of trade, real government expenditure, bank credit growth and foreign exchange
inflow of Uganda. The empirical analysis revealed that the financial resources made available as a result of the
debt relief increased government expenditure and foreign inflows by one percent saw the real exchange rate
appreciate by 0.24 and 0.2 percent respectively. Also, 1% appreciation of real exchange rate led to deterioration
of non-coffee export performance by 4 percent.

Fosu (2007) examine the impact of a binding external debt-service constraint transmission on sectorial
composition of some government expenditures in African economies including Nigeria. He used Seemingly
Unrelated Regression (SUR) econometric technique on (1975-94) five-year panel data for 35 countries. Implied
debt service burden adversely affects the share of public spending in the social sector, education, health and
public investment.

Faraji and Makame (2013) investigated the impact of external debt on economic growth in Tanzania for
the period of 1990-2010. The study used time series data on external debt and economic performance and
assumed that external debt helps developing countries augment savings in meeting developing needs. The study
revealed that there is significant impact of the external debt and debt service on GDP growth. The total external
debt stock has a positive effect of about 0.37 and debt service payment has a negative effect of about 28.52. They
also found that there was no long-run relationship of the external debt and GDP from the co-integration test.

Other previous studies were of different conclusions. Easterly (1999) and Ben (2010) asserted that new
external debts to HIPCs were twice as large as the amount of nominal initial debt relief. Pro external debt relief
studies such as Van den Berg (2003), Matthew (2004), Ferede (2005), Addison (2006), Ndangwa (2009),
Dobdinga (2009), Bakare (2010) and Dijkstra (2011) found in their studies that external debt relief contributes to
development while some other authors like Gianniand Annalisa (2009), Johansson (2008), Victor et al. (2009),
Preshitero (2009), Panizza et al. (2009), Panizza et al. (2010) and Omotola and Saliub (2011) found debt relief
not to be a sure way to development. This non conclusive trend of impact of external debt, debt servicing,
external debt relief and macroeconomic variable relations in Nigeria is the crux objective of this study.
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3. Research Methodology

An empirical illustration to validate how the variables relate empirically is inevitable. Descriptive statistics
was used to present the sources and trend of external debt and other economic variables in the economy, while
Structural Vector Autoregressive (SVAR) was used to vividly show their transmission relationships in the
Nigerian economy.

3.1 Structural Vector Autoregressive (SVAR) Model

To provide answer for the transmissions, SVAR model was used to investigate shock transmission of
external debt among variables in the model and provide information on impulse response functions (IRF) and
forecast error variance decomposition (FEVD) (Adebiyi, 2009 and Adrangi & Allender 1998). Structural VAR is
an extension of the traditional (unstructured) VAR analysis that attempts to identify a set of independent
disturbances by means of restrictions provided by economic theory rather than the atheoretic restriction used in
traditional VAR (McCoy, 1997). The major strength of this technique over other modeling techniques lies in its
ability to capture feedback, shock transmission and speaks economics among variables in an economy concerned
or under study (Udoh, 2009).

We consider how external debt (EXD) and external debt service (EXS) and its reduction could transmit
through exchange rate (EXR), education (EDU), and health (HLTH) to affect economic growth (GDP) in Nigeria.
So, we are looking at six (6) endogenous economic time series and p lags SVAR,. The endogenous linear
equations can be explicitly specified as follows:

Ao =a+A )Y, +A Y, o+ T A . e 3.1

where ¥, = [EXR, HLTH, EDU, EXS, EXD, GDP]’ is an nx1 dimensional vector of endogenous variables. This
ordering of variables is based on Gottschalk (2001 p. 24) and Bagliano & Favero (1998 p. 1074). The lighter
endogenous variables are considered first to freely estimate transmission variables. Ordering and restriction were
based on economic correlation and causality test (Hoover, 2004). From equation (3.1), & is the deterministic
variable constant and dummy variable. 45.a5 4,..... 4 are the parameter matrices of the order n x n dimension,
it represents contemporaneous relations between the components of ¥ called coefficient matrix. £;, called white
noise, is nx1 dimensional vector of structural shocks or innovation in policy and non-policy variables (0, {;) with
variance-covariance identity matrix (E£.£;" =I) also presented as i.i.d N{0.d) in Ogun and Akinlo (2006)
study where @ is the variance-covariance of &;. Under the condition that the inverse of the matrix Ay exists, the
SVAR can be expressed in a Reduced-Form VAR representation of the SVVAR, as
Vi=b+B,Y, s ++B, Y, Fue (3.2)

where By = A; A% b=A;*.a, B, = A A7* u, =A;" 2. Assuming u,~N(0,I) and the covariance of

U, is, cov(U,) represented as Var(,)=(4;2)Var(s;)4;* and == (4;%) ' dA

Notice that when a basic VAR model is estimated (equation 3.1), the information about
contemporaneous causal dependence is incorporated exclusively in the residuals (being not modeled among the
variables). Once the contemporaneous causal structure is identified and recovered, the estimation of the lagged
autoregressive coefficients permits us to identify the SVAR model by placing the necessary restriction (Pfaff and
Taunus, 2008).

Nesting both the recursive and non-recursive schemes for proper model specification using the
traditional Cholesky identification ordering and the alternative to the Cholesky’s (non-recursive scheme) are
presented below of equation 3.1 and 3.2 variables in a general equation. Here, all the endogenous and exogenous
variables per equation in the system were all nested in the VAR model (Alessio et al 2011).

AY, =AY,  + -+ ALY, +BIX, +CD. B, ....................... (3.3)

The idea of equation (3.3) is to nest both the endogenous and exogenous variables in the system. The
A’s and B’s are n x n coefficient matrices and C is the coefficient matrix associated with the possible
deterministic terms Dy (Bates and Hachicha, 2009).

Y: = (Y1 ...yn)" is the vector of dependent variables captured as n observable in the model. X; =
(Xat...Xxpy)’ s the vector of independent variables as n observable in the model, D is the vector of deterministic
variables and 4. captures the disturbance white noise process (0, I,).

From equation 3.3, the reduced-form model can be deduced since the inverse of A exists.

Vi=zptz g+l p+wpX ot ptve (3.4)

z=A'A! (1=01...p) and w;=A"E; (i=0.1...p)
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The relationship between the reduced-form VAR residual (7.} and the SVAR residual (B4,) is called the AB-
model and presented below.

v, =A'BA; or can be alternatively written as Av,=EA;. The variance-covariance matrix can now be
expressed as 2= A;*BB'(A;*)'or BB' given that 4 = 4, and that A7 (A7) = 1 (Pfaff and Taunus, 2008).
From the above, the identification problem is solved by imposing restrictions on the A and B matrices
assumed to be nonsingular. When B = I, we have A model as the required restrictions can now be imposed on
the contemporaneous residual of matrix A in the AB-model in the Jmulti software statistic package. A proper
presentation of the contemporaneous residual relationship of the variables (Y; = [EXR, HLTH, EDU, EXS, EXD,
GDP]’ is germane;
EXR=Ttug baa (k) 10— + Thmghzs (K)ot + Efmghisg ()5 + TRmg Bua (k) egems + 21 _ghsg (K)£5ep + Tg By (k) 250t (3.5)
HLTH=Ei o by (k) £y, g+ Thog hoa(k) £, + TEoghzy (Resey + Thoghys (Rleg s + Thag hsa (k) 25, + Tioghe (K)ze1(3.6)
EDU =Eighyz(kl ey + Eing haslk) 22+ ERaghzz (Kl ezep + Diaghyz (Mlegp + Timg ho ) g o+ Thaghez (Kleg .. (3.7)
EXS=Efuc hyylk) £4eie + Elmg Biza () 2mpe + ERagBan (Kl 22pmp + Elagby (Rl egep + Elag Bay () 22+ Elaohiey (Kl 2ss (38)
EXD=Eighys(klzg,p + i hypslhl gz + Efophas (ke o + Elphys (kley, o + Eioshes(kl s + Do hes (k) E&t—k'(3-9)
GDP=Efushyslk) £y + Tig Bag(hl €2 + Efcg Mg (K22 + Thogbuys (Rleyy + Tag gkl en o+ Eioghgs (K)2s,0.(3.10)
Presenting the structural equations above in a vector thus
EXR hyy (k) hg (k) hg (k) hy (k) hs (k) hg (k) Eyt
HLTH hyz (k) hgp(k) hg(k) hg(k) hs(k) hg (k)| | &2
EDU | _ hyg (k) hza(k) hga(k) hg(k) hs(k) hg (k)| [Ea 3.11)
EXS hyg (k) hyy(k) hgy(k) hyy(k) hsy(k) hgy (k)] S|
EXD hys(k)} hys(k} hgs(k) hys(k) hss(k) hgs(k}| | Ese
GDF hig (k) hyg(k) hag(k) hae(K) hgs(k) g (K e
The & are uncorrelated white noise disturbances and their individual coefficients are expressed as h;;(k).
Equation (3.13) can be expressed compactly as

For instance, hg represent the impulse response of economic growth shock on external debt if freely
estimated in the SVAR model

Where: Y, = f(EXR, HLTH, EDU, EXS, EXD, GDP ........................... (3.13)

Aﬂd Ef = [Elr E:r Ear E4f EEr EE.: ] .................................................... (314)

shock &, are normalized, as thus

(Var(e,,) = Var(e,) = Var(es,) = Var(e,,) = Var(es,) = Var(s,,) =1... (3.15)

4. Presentation of Results and Analysis

4.1. Description of variables
The details of the variables, their description and measurement will be found in section 3.4 of this study. Since
the external debt relief of 2005, the Nigerian economy has witnessed though small, but increased external debt.
The effect of the relief until 2009 using debt-correlated variables is the arena of this study. The variables of
concern in this study include; economic performance proxied as gross domestic products (GDP), exchange rate,

Nigeria external debt outstanding, external debt service and human capital output in the form of education and
health output in the country.

4.2. Estimation Technique

The methods of analysis used in this study to achieve the broad objective were descriptive and econometric.
The methods were sequenced according to the specific objectives. The objective one of examining the trend of
external debt in Nigeria was achieved using descriptive statistic methodology. Objective two: to appraise the
transmission mechanism between external debt relief and economic growth in Nigeria was achieved through
SVAR method. The system bellow is identified with n(n — 1)/2 zero restrictions on A, An innovation to the
restrictions is that the lower triangular matrix freely estimation was not followed as in the recursive case. This is
to allow us to impose restrictions only on relationships which we economically infer a theoretical relation.
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rEXR L 0 0 = = O
HLTH 01 0 0 = 0

EDU 0 0 1 0 = =

xs "l 0 0 1 o =+

EXD = 0 0 == 1 =
LGP ALk = = = o= -

The non-recursive restriction above is just identified as the restrictions were based on the stated theoretical
understanding of how the variables relate from the literature. The zero (0) elements are restrictions, but the
elements marked asterisks (*) are freely estimated elements in the matrix. The economic theoretical
understanding in model A is that GDP variable is correlated with all other variables as observed. For instance,
there exist both correlation and causality between human capital and GDP (Ogujiuba and Adeniyi, 2006).

4.3. Presentation of Results

The sources and trends of variables would be presented first and analysed to show the direction of these
variables in the economy. The SVAR results would be further presented and analysed to reveal the structural
transmission of variables in the economy.

4.4. Sources of External Debt in Nigeria.

External debt in Nigeria is obtained from two major sources, namely private external debts and official
external debts according to Ekperiware and Oladeji (2012). Private external debt is mostly non-concessional
borrowing. On the other hand, the official debts (concessional borrowing) comprise the Paris Club and the
multilateral debts owed to regional and international financial institutions such as: the IMF, ADE, EIB and the
World Bank etc. Table 3 presents the sources of external debts in Nigeria:

Table 3: Sources of Nigeria External Debt as at 2010 (Creditors)

S/N | Official Creditors Official International Multinational | Private Creditors
Creditors in the Bilateral League
1 International Fund for  Agricultural | Paris Club Creditors Promissory Note
Development (IFAD) Holders
2 African Development Fund (ADF) Non-Paris Club Creditors London Club Group
3 European Development Fund (EDF)

4 International Bank for Reconstruction and
Development (IBRD)

5 African Development Bank (ADB)

6 Economic Community of West African
State (ECOWAS) Fund

7 European Investment Bank (EIB)

8 Arab Bank for Economic Development
(ABED)

Source: Ekperiware and Oladeji (2012)

Different sources of external debt are believed to have different implications for the borrowing economy and
the ability to service these debts in terms of maturity, grace periods and restructuring strategies. For example, the
Paris Club external debt relief was only possible because it is a concessional debt.

Figure 1: Trend of Nigeria Concessional and Non-concessional External Debt (%)
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Source: Data from CBN, 2010 and computed by author
Figure 1 above shows that Nigeria especially from 1987 onward concentrated more on concessional

16



http://www.iiste.org/

Journal of Economics and Sustainable Development
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online)
Vol.5, No.20, 2014

Www.iiste.org

iy

HSTe

borrowing. From 1984 to 1997, Nigeria’s external debt from Paris club rose from 43 percent to 70.1 percent. It
further increased from 81.9 percent to 85.8 percent between 2002 and 2004. By 2004, the Creditor composition
of Nigeria’s external debt with the Paris Club alone was N4.2 trillion or 85.8 percent of total external debt. The
strict debt management policy toward concessional borrowing by Debt Management Office (DMQO) must be

credited for this.

The 2010 DMO annual report and statement of account showed the structure of Nigeria’s external debt in

terms of concessional and non-concessional.

Table 4: Concessional/Non-Concessional External Debt (Dec, 2010 in US$ million)

S/N | FUNDING SOURCES

Amount
Outstanding

Amount Outstanding (% of
Total External Debt)

Concessional Creditor Categories

1 International Development Association (IDA) 3,589.81 78.40
2 European Development Fund (EDF) 59.75 1.30
3 European Development Fund (EDF) 116.90 2.55
4 African Development Fund (ADF) 312.08 6.82
5 Islamic Development Bank (IDB) 3.21 0.07
6 Non-Paris Club Bilateral: e.g Nigerian- | 163.20 3.56
Communications-Satellite (NIGCOMSAT)
Locomotive Engine (Korea)
7 Sub-Total 4,244.96 92.71
Non-Concessional Creditor Categories
1 International  Bank  for  Reconstruction  and | 35.52 0.78
Development (IBRD)
2 African Development Bank (ADB) 100.48 2.19
3 Non-Paris Commercial: 197.81 4.32
Sub-Total 333.81 7.29
7 Grand Total 4,578.77 100

Source: Ekperiware and Oladeji (2012)

From table 4, leading sources of Nigeria external debt were the International Development Association
(IDA), the African Development Fund (ADF) and the Non-Paris Commercial etc. Also, State Governments of

Nigeria have over the past engaged in borrowing in developing their states. These are presented below;

Figure 2: Trend of International Financial Inflow to Nigeria
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\
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Source: Ekperiware and Oladeji (2012)

As shown in figure 4.2, the value of external debt rose significantly above the value of financial aids from
abroad. Before the external debt relief, aids from abroad increased between 2004 and 2005 but soon after the
debt relief, the value of aids decreased significantly. More disturbing to the gains from the Paris Club debt relief
was that the value of aid from the UK dropped sharply to the zero line. If debt relief would improve economic
growth, aid inflow must not drop, but if not, debt relief would just be an accounting exercise Powel (2003).
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Figure 3:  Trend of Nigeria Debt Service (2005-2012)
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Source: Debt Management Office (DMO), 2014

From 2005, the external debt relief caused a significant reduction in external debt servicing in the country.

Figure 4:  Debt Sustainability Ratio of Nigeria (2005-2012)
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Figure 5: Trend of Nigeria Exchange Rate (1982:1-2009:3)
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Source: Data from CBN 2010 and computed by author

Nigeria has been experiencing increasing exchange rate fluctuation from 1999 to 2009 except for between

2005 and 2008 when the exchange rate appreciated from N132.15$1 to N118.57 $1. This appreciation of

exchange rate is correlated with the external debt relief granted to Nigeria in 2005 and eventually reduced the

amount of naira converted to dollar in servicing external debt. This means that the gain from external debt relief

to exchange rate was evident only in the short-run.
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Figure 6: Nigeria Health and Education Outputs (1981-2009) million Naira.
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Figure 4.6 shows resource allocation to education and the health sectors before and after the external debt
relief. The graph shows that the education output was more robust than the health output and the external debt
relief freed resources for education and health sectors. First, the relief created an immediate increase in the health
sector and a fall in education but both sectors witnessed an upward trend thereafter.

Figure 7: Nigeria External Debt and External Debt Service (1980-2009) in Naira
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Source: Ekperiware and Oladeji (2012)

Especially from the 1990s, external debt significantly trend upward but the debt relief reduced the external
debt from about N4.5 trillion to N500 billion in 2005. The fall in external debt and external debt service from
2005 is because of the debt relief.

Figure 8:  Trend of Nigeria GDP Growth Rate (1982-2009)
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From figure 8, the Nigeria growth rate declined further from 1982 to 1984 but increased (though short lived)
from 1985 to 1986 which can be attributed to the Structural Adjustment Program (SAP). The collapse of the SAP
led to fall in economic growth from 1986 to 1987. However, the economy sprang up since then to positive trend
except for in 1994, 1999 and 2002 before the 2005 external debt relief granted to the country. However,
economic growth trend became stable after the external debt relief all through till 2009. The economic growth
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graph showed a stable and small increase during the debt relief in the Nigerian economy. Though, it is too early
to pass judgment based on the graph, economic growth increased during the external debt relief period. This
means that the external debt relief brought stability and small increase in the growth rate of economic growth in
the country.

4.5. Unit Root Rest

The Augmented Dickey Fuller (ADF) and the Philip Pheron (PP) tests were used to determine the order of
integration of the time series used. Table 4.5 illustrates the unit root results and decision on the order of integral.
Table 6: Results of Unit Root Tests

Variable ADF PP Decision

With constant With constant | With constant With  constant

& trend & trend

EXR 0.010080 -2.048563 0.126190 -1.960208
d(EXR) -7.112850* -7.169420* -9.444848* -9.485686* 1(1)
HLTH -4.522024* -7.049274* -6.875471* -6.875471* 1(0)
d(HLTH) -13.17663* -13.12849* -18.25565* -18.18128*
EDU -1.438219 -3.873261* -1.967753 -4,781698* 1(0)
d(EDU) -15.50483* -15.66009* -14.11347* -14.13579*
EXD -0.094265 -1.527225 1.045201 -0.526978
d(EXD) -3.634124* -3.863585* -4.498203* -4.741283* 1(1)
EXS -3.176402* -4.131029* -2.165151 -2.676545
d(EXS) -4.101529* -4.048507* -5.059834* -5.025597* 1(1)
GDP 0.125777 -2.640941 0.127453 -2.684401
d(GDP) -22.15251* -23.41099* -10.73539* -10.86032* 1(1)
Critical values | 5%=2.8868 5%=3.4494 5%=2.8865 5%=3.4491
1(0)
Critical values | 5%=2.8871 5%=3.4497 5%=2.8868 5%=3.4494
1(2)

Source: Author’s Computation (d is first difference operator, * significant level at 5%).

In table 6, both the Augmented-Dickey-Fuller (ADF) and the Philip-Peron Statistics were used. It was
found out that HLTH and EDU were stationary at levels (similar to the descriptive result in table 4.4). EXS was
stationary at levels with constant and trend while EXD and GDP were stationary after first difference. The
statistical implication of the behaviour of the variables was that most of them were not stationary but have unit
root and were made stationary after first differencing them. An innovation to this study was the introduction of
bootstrapping. The variables’ residuals were bootstrapped to generate a more normally distributed inference of
confidence interval directly constructed from real data sets replicates, using a simple computer algorithm instead
of first differencing (Efron and Tibshirani, 1998).

4.6. ldentification and Appraisal of Transmission Channels

As specified in chapter three 3, innovation to the structural VAR model was used to acquire the impulse
response function (IRF) and the forecast error variance decomposition (FEVD) was employed to identify and
appraise the channels external debt and debt relief transmission to economic growth in Nigeria. Variables
considered in this section are; external debt (EXD), economic growth (GDP), education (EDU), external debt
service (EXS) and health (HLTH). For each figure below, the horizontal axis of the IRF showed the number of
quarters or point estimates that have passed after the impulse. On the other hand, the vertical axis measured the
response of relevant variables.

20


http://www.iiste.org/

Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) .I.
Vol.5, No.20, 2014 IIS E

Figure 9: Impulse Response Function of Exchange Rate (EXR)
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Figure 10: Impulse on External Debt SerVIce (EXS)
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Figure 12: Impulse Response Function of Economic Growth (GDP)
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4.7. Variance Decomposition Analysis

Forecast error variance decomposition (FEVD) identifies the share of different variables explaining a
fluctuation in a given variable in a period of time. The forecast error variance analysis shared light on how much
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the studied variables contributed in determining or influencing a decomposed variable in the study (Bruce, 2011).

The variability of EXR in the short run and long run from table 7 was associated mainly with its own shock
(between 100 in the first point estimate to 80 percent). EXD was identified as the second dominant influence in
explaining exchange rate variability in the study. External debt explained approximately 14 percent of long run
variability of exchange rate. External debt service (EXS) and education (EDU) explained only small (1 percent
each) shock on the long run fluctuation in EXR. The identified influence of EXS on EXR is surprisingly small as
one would have expected it to explain more of EXR variability especially in the short run. This could mean that
EXR in the country is influence by macroeconomic variables like import other than EXS.

The decomposition of HLTH from table 8 was mostly self-explanatory in the short run but was influenced
by other variables also in the long run. External debt service shock accounted for 45 percent fluctuation in HLTH
output while EXD shocks explained 13 percent fluctuations in HLTH in the long run. GDP fluctuation and EDU
shocks also explained 12 percent and 8 percent of long run variability of health output respectively. This shows
that EXS, EXD and GDP are identified variables significantly explaining health output fluctuation in Nigeria.

The fluctuations in the education sector in the short run from table 9 were explained mainly by its own self
but in the long run its effect decreased. In the long run, EXS explained 22 percent of education variability. Also
shock to HLTH and shock EXD caused 16 and 12 percent variations in education output respectively. This
revealed that EXS, EXD and HLTH shocks accounted for EDU fluctuation in Nigeria within the study period.
The variability of EXS in the short run from table 10 was explained more by its own shock (85 percent) and in
the long run it shock only explained 18 percent influence on EXS. But EXD and HLTH explain the long run
variation/fluctuation in EXS. Precisely, external debt is identified to explain 49 percent fluctuation of external
debt service after one year (5" quarter) and 64 percent in the long run. Education and health sectors were
identified to have explained 9% and 4% fluctuation in EXS in Nigeria respectively. External debt (EXD) shock
is identified to account for the most external debt service variation in Nigeria. This is in line with other
literatures as EXD attracts EXS (Bello, 2000 and Falegan, 1985).

Table 11 explained that fluctuation in the external debt (EXD) in the short run was mainly self-explained (74
percent), however in the long run its effect decreased (39%). The health sector shock explained 17 to 28 percent
fluctuation in EXD and the education sector 5 to 23 percent respectively. This revealed that human capital output
is identified as significant in explaining external debt of the country in the long run. Shocks to EXS were also
able to explain 4 to 6 percent of EXD variability in the economy. Fluctuations in the gross domestic product
(GDP) in the short and long runs were predominantly influenced by itself. These shocks explained up to 52
percent in the long run. The second largest identified shock that influenced gross domestic product was EXR (24
percent) followed by HLTH and EXD respectively.

Table 7: FEVD OF Exchange Rate (EXR

Forecast EXR HLTH EDU EXS EXD RGDP
horizon

1 1.00 0.00 0.00 0.00 0.00 0.00
4 0.97 0.00 0.00 0.00 0.02 0.00
5 0.95 0.00 0.00 0.00 0.04 0.00
6 0.94 0.00 0.00 0.00 0.06 0.00
7 0.92 0.01 0.00 0.00 0.07 0.00
8 0.90 0.01 0.00 0.00 0.08 0.00
9 0.89 0.01 0.00 0.00 0.09 0.00
10 0.87 0.02 0.00 0.00 0.10 0.00
20 0.80 0.04 0.01 0.01 0.14 0.00
Table 8: FEVD OF Health (HLTH)

Forecast EXR HLTH EDU EXS EXD RGDP
horizon

1 0.00 1.00 0.00 0.00 0.00 0.00
2 0.01 0.38 0.03 0.45 0.09 0.04
3 0.01 0.40 0.03 0.41 0.08 0.07
4 0.01 0.41 0.03 0.40 0.08 0.07
5 0.01 0.38 0.05 0.38 0.11 0.07
6 0.01 0.37 0.05 0.38 0.11 0.07
7 0.01 0.37 0.05 0.39 0.11 0.07
8 0.01 0.36 0.05 0.39 0.12 0.08
9 0.01 0.35 0.06 0.38 0.13 0.07
10 0.01 0.34 0.06 0.37 0.13 0.08
20 0.01 0.31 0.08 0.34 0.13 0.12
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Table 9: FEVD OF Education (EDU)

Forecast horizon EXR HLTH EDU EXS EXD RGDP

1 0.02 0.01 0.97 0.00 0.00 0.00

2 0.01 0.27 0.67 0.01 0.03 0.00

3 0.01 0.20 0.33 0.39 0.05 0.03

4 0.01 0.21 0.32 0.37 0.05 0.04

8 0.01 0.20 0.39 0.32 0.04 0.05

20 0.01 0.16 0.42 0.22 0.12 0.08
Table 10: FEVD OF External Debt Service (EXS)

Forecast horizon EXR HLTH EDU EXS EXD RGDP

1 0.00 0.00 0.00 1.00 0.00 0.00

3 0.00 0.01 0.02 0.80 0.17 0.00

4 0.00 0.00 0.03 0.63 0.32 0.00

5 0.00 0.01 0.06 0.49 0.42 0.02

14 0.02 0.05 0.07 0.21 0.64 0.02

15 0.03 0.04 0.07 0.20 0.64 0.02

16 0.04 0.04 0.08 0.19 0.63 0.02

17 0.05 0.04 0.08 0.18 0.62 0.02

18 0.07 0.04 0.08 0.18 0.61 0.02

20 0.10 0.04 0.09 0.18 0.58 0.02
Table 11: FEVD OF External Debt (EXD)

Forecast horizon EXR HLTH EDU EXS EXD RGDP

1 0.00 0.17 0.05 0.05 0.74 0.00

2 0.00 0.25 0.10 0.04 0.61 0.00

3 0.00 0.29 0.13 0.05 0.54 0.00

4 0.01 0.30 0.15 0.05 0.49 0.00

10 0.03 0.26 0.23 0.04 0.42 0.01

14 0.04 0.26 0.23 0.06 0.40 0.02

20 0.04 0.28 0.21 0.06 0.39 0.02
Table 12: FEVD OF Economic Growth (RGDP)

Forecast horizon EXR HLTH EDU EXS EXD RGDP
1 0.00 0.00 0.04 0.01 0.03 0.92
2 0.00 0.03 0.03 0.01 0.12 0.80
3 0.01 0.12 0.03 0.01 0.12 0.71
11 0.08 0.10 0.02 0.08 0.05 0.67
19 0.23 0.08 0.02 0.07 0.04 0.54
20 0.24 0.09 0.03 0.07 0.05 0.52

Source: Author’s Computation

4.8. Simulation Analysis of Impact of External Debt Relief

In order to determine the possible impact the reduction in debt burden could have on the economy, a
simulation analysis was carried out for the first quarter of 2010 and a policy scenario. The estimates from Figure
4.12 which depicts the forecast estimates for the first quarter of 2010 (2010:1), showed that exchange rate would
increase (depreciate) in 2010 and health output would increase beside a sharp rise during the external debt relief.
The 2010 first quarter of education sector would witness increased education output. The forecast of external
debt service and external debt in the first quarter of 2010 would witness a rise in external debt and consequent
external debt service in the country. However, external debt and external debt service of the country forecast
during the external debt relief period showed a drop in both EXD and EXS which witnessed a downward trend.
Economic output forecast trend upward during the debt relief but its 2010 first quarter witnessed a fall in
economic output. This may be a pointer to the fact that the gains from external debt relief are short lived in the
Nigerian economy.
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Figure 13: FORECASTING 2010:1 VARIABLES TREND
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In summary, the SVAR results showed that EXS fall led to short run appreciation of EXR, EDU and
HLTH. Also, external debt shock led to a short run increase in economic output in Nigeria. Human capital in the
form of education and health were found to be good intermediate variables between external debt and economic
output in Nigeria during the study period.

4.9. Discussion of Findings

The findings showed that Nigeria and most less developed economies now go for concessionary external
loans rather than non-concessionary (see figure 1). This may be connected to the fact that concessional loan has
soft loan condition and the possibility of debt relief which less developed countries sees as good to argument
their local savings’ gap. The external debt and external debt service graphs (see figure 7) showed that the
external debt relief brought a significant fall to EXD and EXS in the country. This is expected because the debt
reduction of $30 billion from Nigeria external debt is substantial to show in external debt and external debt
service trend in the country. Financial aid from the UK and other developed countries dropped significantly (see
figure 2). Aid from the UK before the relief trend upward but dropped to the zero line soon after the debt relief.
The reduction of financial aid to Nigeria soon after the external debt relief can be connected to the reason that
the nation just received debt relief. Powel (2003) stated that for debt relief to impact on economic growth,
financial aid should be given beside debt relief for such debt cancellation to significantly impact on less
developed countries. However, the graphs of economic growth rate, health and education outputs showed
significant improvement in 2005 as a result of the external debt relief. Also the Nigerian exchange rate
appreciated during the period (see figure 5). This means that beside the reduction in financial aid to Nigeria
during the debt relief, the impact of the debt relief on the economy was still substantial. These changes in 2005
can be attributed to the burden of huge debt servicing taken away by the debt relief. These positions would be
further buttressed by the findings from the SVAR empirical results.

The response of external debt (EXD) and external debt service (EXS) to EXR shock shows that a short run
depreciation of exchange rate led to a long run increase in EXS first (from the 2™ quarter) and EXD later (from
the 6™ quarter) in the economy (see figure 9). This identified channel of EXD and EXS transmission in the
country can be explained that, depreciation of EXR increases EXS (CBN, 2010) and on the account of EXS
default, it would be recapitalised which will eventually increase the EXD of the country. Similarly, Craigs (2011)
and the Central Bank of Nigeria (CBN) 2008 annual report identified exchange rate depreciation of the naira as
one factor significantly contributing to increased external debt service in the country. From the findings, EXS
responded to EXR impulse quicker than EXD and GDP in the economy. However, economic output witnessed a
progressive trend after a fall in the 1% to the 3™ quarter to shock on EXR in the country. In summary, the
Nigerian economy is open to EXR shock as it affects EXS, EXD and GDP including human capital variables in
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Nigeria.

External debt service impulse showed own-shock decline after a short run increase in the first quarter. The
depreciation of EXR resulting from short run rise in EXS may be because of the pressure of demanding more
foreign currency for debt servicing in the country (see figure 10). This position was made clearer when the EXS
reduction subsequently led to the appreciation of EXR as shown in Figure 5 and 9 which can be connected with
the external debt relief to Nigeria.

The response of EXD to impulse on EXS of short run increase shows that EXD increases as a result of debt
servicing, unpaid interest, trade arrears, fines/penalties and recapitalization of debt service default in the country.
This position was also stressed by Craigs (2011) and Okonjo-lweala (AFRODAD, 2007). Servicing debt with
foreign currency has long term negative effect on economic growth because this would put pressure on the
demand for dollar. Craigs (2011) called it ‘original sin’. The EXS impulse also showed that resources were freed
for investment purposes in the economy which were evident in our earlier descriptive graphs. This means that
external debt relief which reduces EXS has some contributions to GDP in the country. The FEVD showed that
EXD predominantly (64 percent) explained variation in EXS in the country. This is expected, as external debt
servicing results from external borrowing and it is a rate on the loan itself by definition.

External debt own-shock showed increase response in the short run (till the 3™ quarter). This could mean
that the external debt relief effect of EXD only became evident in the economy after the 3" quarter (about a year).
Exchange rate response to EXD shock witnessed significant improvement of the naira over the dollar and short
run increase in health, education and economic outputs in the country (see figure 11). This means that the effect
of external debt and debt relief causes economic growth in the short run through human capital and appreciating
EXR. As expected, the short run rise in EXD led to increase in EXS, affirming our earlier findings that external
debt stock is the most significant factor influencing the size of EXS in the country. This result also affirmed our
earlier hunch that EXS does not cause fluctuation on EXD as much as EXD influence EXS in the country. The
FEVD decomposition of EXD (Table 6) showed that apart from itself, human capital was the most identified
determinant of EXD in the country.

The place of debt relief in the relationship between external debt and economic growth has been contentious
(Ekperiware and Oladeji, 2012). Some studies found debt relief to be just an accounting exercise that have a way
of increasing again and does not possess any potential of improving economic output through providing
resources for economic growth (Ben, 2010 and Presbitero, 2009). However, some reviewed literature did found
debt relief to provide resources for investment purposes that will stimulate economic growth in recipient
countries (Dijkstra, 2011; Ndangwa; 2009 and Dobdinga, 2009). This country case position is a clear empirical
addition to the debt relief literature. The hypothetical tenets of debt relief is not in the act of the cancelation but
in the use the equivalent resources are put into that would remove the impeding effect of debt burden and
stimulate economic growth. The observed impact of debt relief in the Nigerian economy from the study can be
attributed to the resources reallocated to human capital investment purposes as evident from the study in the
country.

5. SUMMARY OF FINDINGS

The concept here is that external debt relief would remove the impeding effect of external debt on
economic growth through some intermediate variables such as investment in education (EDU) and health
(HLTH), better exchange rate (EXR), external debt (EXD) and external debt service (EXS) reductions. Three
methodologies (Descriptive statistics, Structural VAR and Chow test,) were used as tool in achieving the
objectives of the study. Here the major findings from the study are highlighted.

5.1: Sources of External Debt and Trend of Macroeconomic Variables

(i) The study revealed that Nigeria external debt was more from concessional official source (87.5% in
2005 and 92.7% in 2010) than non-concessional private source (12.5% in 2005 and 7.3% in 2010). Specifically,
Paris Club before the external debt relief constituted larger portion (75.3%) of the Nigerian external debt but
after the debt relief, multilateral external debt became the major source (92.7%).

(i) External debt (EXD) and external debt service (EXS) graphs showed that the external debt relief
brought a significant fall in EXD and EXS in the country. However, the graph of aid from the UK and other
developed countries dropped significantly. Specifically, aid from the UK before the debt relief trend upward but
dropped to the zero line soon after the debt relief.

(iii) Economic growth rate, health and education output graphs showed significant upward trend during the
2005 external debt relief. Also, the Nigerian exchange rate (EXR) improved during the period.

5.2: External Debt and Debt Relief Transmission Channels

The findings from Structural VAR impulse response function and variance decomposition used to
identify and appraise the channels external debt and debt relief relates to economic growth in Nigeria are
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presented below.

() The study revealed that a short run depreciation of exchange rate led to a long run increase in EXS first
(from the 2nd quarter) and EXD later (from the 6th quarter) in the economy. This identified channel of EXD and
EXS transmission in the country is connected to a depreciation of EXR would increases EXS (CBN, 2010) and
on the account of EXS default, it would be recapitalised which will eventually increase the EXD of the country.
Similar findings were also reported in the works of Craig (2011) and the Central Bank of Nigeria (CBN) 2008
annual report.

(i) External debt service responded to EXR shock was quicker than EXD and GDP responses in the
economy. However, GDP witnessed a progressive trend after a fall in the 1* to the 3" quarter to shock on EXR in
the country. In summary, the Nigerian economy from the study is open to EXR shock as it affects EXS, EXD and
GDP including human capital variables in Nigeria.

(iii) Short run increased shock of external debt service led to depreciation of EXR because of the pressure of
demanding more foreign currency for debt servicing in the country. Servicing debt with foreign currency has
long term negative effect on exchange rate because this would put pressure on the demand for dollar. Craig (2011)
called it ‘original sin’. This position was made clearer when the EXS reduction subsequently led to the
appreciation of EXR as shown in Figure 4.5 and 4.9 which can be connected with the external debt relief to
Nigeria.

(iv) The response of EXD to a short run EXS shock shows an increase in EXD in the country and this
increase can be attributed to debt servicing default in the form of unpaid interest, trade arrears, fines/penalties
and recapitalization. This position was also stressed by Craigs (2011) and Okonjo-lweala (AFRODAD, 2007).
(V) The external debt service shock also showed that resources were freed for investment purposes in the
economy which were apparent in Figure 4.6 and Table 4.7. This finding revealed that external debt relief which
reduces EXS increased investment in human capital in the country.

(vi) The forecast error variance decomposition (FEVD) revealed that EXD predominantly (64 percent)
explained variation in EXS in the country. This is expected, as external debt servicing results from external
borrowing and it is a rate on the loan itself by definition. The external debt relief effect of EXD only became
evident in the economy after the 3" quarter (about a year), as external debt own-shock showed a lag up the 3™
quarter.

(vii) Exchange rate response to EXD shock witnessed significant improvement of the naira over the dollar.
Health, education and economic outputs also showed short run increase in the country from an impulse on EXD.
This means that the effect of external debt and debt relief causes economic growth in the short run through
human capital and appreciating EXR channels in the country. As expected, the short run rise in EXD led to
increase in EXS, affirming our earlier findings that external debt stock is the most significant factor influencing
the size of EXS in the country. This result also affirmed our earlier hunch that EXD cause fluctuation on EXS
more than how EXS influences EXD in the country. The FEVD decomposition of EXD (Table 4.6) showed that
apart from itself, human capital was the most identified determinant of EXD in the country.

6. CONCLUSION

The general observation from the study is that Nigeria external debt constitute more of concessional than
non-concessional debt. The external debt and external debt service significantly reduced because of the external
debt relief in the country. Economic growth rate, health and education output significantly trend upward during
the 2005 external debt relief. Also, the Nigerian exchange rate improved during the period. Exchange rate, health
and education were observed transmission channels of how external debt, external debt relief affect economic
growth in Nigeria.

7. POLICY RECOMMENDATION

Debt relief has acted as a powerful tool in curbing external debts, external debt services and releasing
resources to alleviate poverty and boost growth. This, however, has to be sustained and supported by external
and domestic policies with a genuine commitment from the developed community to reshaping developing
countries in areas of financial aid, foreign trade and investment, democratic and institutional reforms for
developing countries to have all-inclusive benefits from the external sector.

The trend toward concessional borrowing observed in the study should be encouraged but with a clear cut
plan on how to manage such finance and not with the intention of further relief. Loan deal with either London
club or other creditors be checked, compared to loan deal with Paris Club which is concessional, in that their
debt payment impact negatively on Nigeria economic growth.

The World Bank warning for Nigeria to check her rising domestic debt should be looked into because this
could cause harm to the economy. Nigeria’s domestic debt is about $21.8 billion (about N3 trillion) and
N542.38billion was used to service 2011 domestic debt. If not check would create another leakage of investment
resources in the country.
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Fiscal discipline should be encouraged at every level of government and a national policy framework should
be put in place to coordinate all borrowing in the country. Most of the increase in external debt consisted of
federal ministries and state government loans. There is the need for an institutionalized mechanism for handling
the management of a nation's debt. Such an arrangement would allow for the proper collation and documentation
of a country’s debts as well as eliminate the need for burdensome reconciliation of accounts whenever
disagreements exist between creditors and debtors. Nigeria has set up some institutions; the Virtual Poverty Fund
(VPF), Debt Management Office (DMO), Nigerian Extractive Industries Transparency Initiative (NEITI),
Economic and Financial Crime Commission (EFCC), etc. The DMO, established in 2000, reduced debt
mismanagement and improved documentation rather than fragmented government departments and agencies
debt management leading to poor debt co-ordination in the country.
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Table 5. States Governments' External Debt Stock in 2013 (US Dollars)

States and FGN  Multilateral

Bilateral and Commercial Total

1 Abia 35,249,196.57 35,249,196.57

2 Adamawa 29,808,511.39 29,808,511.39

3 Akwa Ibom  59,786,465.00 59,786,465.00

4 Anambra 27,312,541.52 27,312,541.52

5 Bauchi 66,033,311.02 66,033,311.02

6 Bayelsa 27,677,249.28 27,677,249.28

7 Benue 29,032,396.82 29,032,396.82

8 Borno 14,343,851.09 14,343,851.09

9 Cross River 115,014,934.95 115,014,934.95

10 Delta 18,853,090.64 18,853,090.64

11 Ebonyi 41,461,968.70 41,461,968.70

12 Edo 42,521,475.00 42,521,475.00

13 Ekiti 35,283,094.10 35,283,094.10

14 Enugu 51,895,005.87 51,895,005.87

15 Gombe 32,065,372.59 32,065,372.59

16 Imo 51,255,357.30 51,255,357.30

17 Jigawa 33,414,754.22 33,414,754.22

18 Kaduna 225,617,286.58 225,617,286.58

19 Kano 61,842,722.83 61,842,722.83
20 Katsina 72,527,138.99 72,527,138.99

21 Kebbi 46,335,806.97 46,335,806.97

22 Kogi 33,723,421.91 33,723,421.91
23 Kwara 45,229,423.69 45,229,423.69

24 Lagos 856,531,142.12 856,531,142.12

25 Nassarawa 36,369,685.41 36,369,685.41

26 Niger 30,970,980.72 30,970,980.72
27 Ogun 105,922,349.71 105,922,349.71
28 Ondo 51,830,698.35 51,830,698.35

29 Osun 62,341,967.92 62,341,967.92
30 Oyo 74,376,421.22 74,376,421.22

31 Plateau 22,340,606.81 22,340,606.81

32 Rivers 38,434,909.26 38,434,909.26

33 Sokoto 42,677,081.96 42,677,081.96

34 Taraba 22,986,296.44 22,986,296.44

35 Yobe 31,889,001.23 31,889,001.23
36 Zamfara 29,461,390.53 29,461,390.53

37 FCT 38,396,745.77 38,396,745.77
Sub-Total 2,640,813,654.48 2,640,813,654.48

Note: Total outstanding against each State excludes arrears owed to the FGN as at 30th June,
2013, which arose as a result of adverse

Exchange Rate fluctuations and unanticipated disbursements

FGN 2,897,886,345.52  1,381,400,000.00 4,279,286,345.52

Total 5,538,700,000.00  1,381,400,000.00 6,920,100,000.00

Source: DMO (2014)
From table 5, Lagos, Kaduna, Cross River and Ogun State respectively are the highly ranked external
indebted states in the country while Borno State is the less indebted State with just $14,343,851.09.
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APPENDIX B

YEAR EXD GDP EDU EXR EXS | YEAR EXD GDP EDU EXR EXS YEAR EXD GDP EDU EXR EXS
1981Q1 304 11958.4 90.3 23.7 0.6 130 1992Q1 2231 115187.8 144.6 37.9 17.6 11363 2003Q1 62334 1921424.1 190.6 44.9 127.2 57190.1
1981Q2 427.1 11886.7 112.3 29.4 0.6 145 1992Q2 2097 127885.9 1456 38.2 18.5 11851 [2003Q2 63741 2040923.9 194.4 454 127.8 61642.2
1981Q3 644.4 11869.1 127.2 33.3 0.7 158 1992Q3 1990 139502.5 146.7 38.4 19.3 12004 J2003Q3 64432 2181507.8 198.7 46.2 128.6 64294.9
1981Q4 955.8 11905.6 1349 35.3 0.6 167 1992Q4 1910 150037.5 147.7 38.7 19.7 11823 [2003Q4 64407 2343175.9 203.5 47.2 137.2 65148.1
1982Q1 17813 12030.3 117.9 309 0.7 166 1993Q1 1822 154258.4 149.1 39.1 249 10089 J2004Q1 28588 2569375.3 209.9 49 134.4 22065.9
1982Q2 2113 12161.4 118.6 311 0.7 172 1993Q2 1809 164723.4 150.1 39.3 219 9726.5 J2004Q2 41162 2755832.7 215.3 50.3 132.8 36174.7
1982Q3 2370.7 12332.8 119.2 312 0.7 178 1993Q3 1837 176200 150.9 39.5 219 9517 2004Q3 67052 2945995.5 220.8 515 132.8 65338.4
1982Q4 2554.5 12544.8 119.9 314 0.7 184 1993Q4 1906 188688 1515 39.7 219 9460.5 J2004Q4 1E+05 3139863.5 226.5 52.8 132.9 109557.2
1983Q1 2383 128015 120.6 316 0.7 208 1994Q1 2101 133726 152.1 39.8 219 10190 2005Q1 2E+05 33142318 232 54 132.9 255850.2
1983Q2 25315 13092.6 1213 318 0.7 207 1994Q2 2217 1756217 152.5 39.9 219 10186 2005Q2 3E+05 3524792.3 238 55.3 132.9 2953712
1983Q3 2718.7 13422.4 1219 319 0.7 200 1994Q3 2339 245913.7 152.7 40 219 10082 J2005Q3 3E+05 3748340 244.1 56.7 130.8 315139.4
1983Q4 2944.5 13790.9 122.6 32.1 07 185 1994Q4 2467 3446018 152.9 40 219 9878.1 2005Q4 3E+05 3984875 250.4 58.1 130.3 315155
1984Q1 3373.5 14225.7 123.3 32.3 0.7 93.4 J1995Q1 2779 631107.8 1518 39.8 219 8914.5 J2006Q1 3E+05 4341069.7 256.9 59.5 128.7 262493.8
1984Q2 3610.7 14660.5 124 325 0.8 92.5 [1995Q2 2849 722819.5 152 39.8 219 8773.9 J2006Q2 4E+05 4560910.2 263.6 61 128.5 236173.5
1984Q3 3820.8 15123.1 124.7 32.7 0.8 13 1995Q3 2854 779158.8 152.6 40 219 8796.8 |2006Q3 4E+05 4751068.9 270.4 62.5 128.3 203270.1
1984Q4 4003.7 15613.3 125.3 32.8 0.8 153 1995Q4 2794 800125.5 153.4 40.2 219 8983.4 J2006Q4 4E+05 49115459 277.5 64.1 128.3 163783.6

1985Q1 3245.4 16475.6 126 33 0.9 203 1996Q1 1567 684407.7 155.5 40.7 219 10286 [J2007Q1 4E+05 4925475.3 284.6 65.7 128.2 75334.3

1985Q2 3739.6 16883.4 126.7 33.2 0.9 291 [1996Q2 1818 675154.2 156.5 41 219 10419 J2007Q2 4E+05 5073335 292 67.3 127.4 39633.4
1985Q3 4572.2 17181 127.4 33.4 0.9 404 [1996Q3 2447 671053 157.4 412 219 10334 [J2007Q3 3E+05 5238259.3 299.6 69 125.9 143011
1985Q4 5743.3 17368.6 128 335 1 542 1996Q4 3451 672104.1 158.2 414 219 10032 J2007Q4 3E+05 5420248.1 307.4 70.7 118.2 -662.4

1986Q1 6724.5 15809.8 128.7 33.7 1 956 [1997Q1 6603 698719.2 158.6 415 219 8835.1 J2008Q1 2E+05 5710768.5 315.7 72.5 117.9  17455.1

1986Q2 8783.7 164315 129.4 339 11 1046 J1997Q2 7652 701910.1 159.2 417 219 8368.6 |2008Q2 2E+05 5890299.5 323.7 74.3 117.8 141441
1986Q3 11393 17597.6 130.1 34.1 4.6 1063 J1997Q3 8369 702088.6 159.9 419 219 7955.5 J2008Q3 2E+05 6050308.2 3318 76.1 117.7 12116.9
1986Q4 14552 19308 130.8 343 3.2 1005 J1997Q4 8755 699254.7 160.6 42.1 219 7595.6 |2008Q4 2E+05 6190794.6 339.9 78 126.5 11373.5
1987Q1 20657 23010.1 1314 34.4 3.9 351 1998Q1 6940 663255.2 1613 42.2 219 17425 J2009Q1 3E+05 72618319 -83251 -83567 147.7 -65710
1987Q2 23956 25230.2 132.1 346 4.1 354 1998Q2 7410 666457.6 162 42.4 219 3708 2009Q2 3E+05 6983244.4 -49803 -50106 148.2 -32836.3
1987Q3 1798.5 27415.8 132.8 34.8 4.2 491 1998Q3 8294 678709 162.6 42.6 219 7945.5 |2009Q3 4E+05 6305105.2 17085 16813 152.3 32370.9

1987Q4 1732.4 29566.8 133.5 35 4.2 763 [1998Q4 9594 700009.1 163.3 42.8 219 14455 J2009Q4 4E+05 5227414.5 117412 1E+05 150 129911.4

1988Q1 1278 29883.8 134.1 35.1 4.3 1446 J1999Q1 11350 717725.2 164 43 87 33828
1988Q2 1276.4 32685.4 134.8 353 4.2 1877 J1999Q2 13465 762176.2 164.7 43.1 94.9 40645
1988Q3 1377.1 36172.1 135.5 355 4.7 2333 J1999Q3 15980 820729.3 165.3 43.3 94.9 45497
1988Q4 1580.1 40344 136.2 35.7 5.4 2812 J1999Q4 18893 893384.3 166 43.5 97.6 48384
1989Q1 2196.8 47967 136.9 359 7.6 3122 j20000Q1 24810 1064035 166.7 43.7 100.9 42764
1989Q2 2479.9 52402.7 137.5 36 7.3 3727 J2000Q2 27481 1131337 167.4 43.8 101.8 44339
1989Q3 2740.8 56417.3 138.2 36.2 7.3 4435 §2000Q3 29511 1179183 168.1 44 102.4 46567
1989Q4 2979.4 60010.5 1389 36.4 7.6 5244 J2000Q4 30898 1207573 168.7 44.2 106.7 49447
1990Q1 3395.1 62370.2 139.8 36.6 7.9 6870 J2001Q1 26743 1088012 167.7 44.4 110.7 60387
1990Q2 3509.6 654459 140.4 36.8 7.9 7597 J2001Q2 28807 1128890 169.1 44.6 112.5 61608
1990Q3 3522.2 68425.4 140.9 36.9 8 8140 J2001Q3 32190 1201710 1711 44.7 111.6 60519
1990Q4 3432.9 71308.5 1413 37 8.7 8498 J2001Q4 36891 1306474 173.8 44.8 113 57118
1991Q1 2967.8 66984.2 1411 37 9.5 7806 J2002Q1 48642 1546968 178.9 44.8 116 38153
1991Q2 2784.2 72519.2 1417 37.1 10.2 8142 J2002Q2 53688 1674101 182.2 449 118.5 35432
1991Q3 2608.3 80802.5 142.3 37.3 10.2 8640 J2002Q3 57759 1791662 185.5 45.1 126.4 35702

1991Q4 2439.9 918339 1432 37.5 9.9 9300 J2002Q4 60856 1899650 188.8 45.3 126.9 38963

SOURCES: WDI, ADI CBN AND DMO
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