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ABSTRACT

One of the most enduring debates in financial economic literature in the last decade is
whether external debt stock causes economic growth or it is a consequence of low
economic activities. This was the reason why this study went at length to analyse the
impact of external debt stock on economic growth in Nigeria subject to the role of
institutional quality. The study has the major objective of examining the impact of
external debt stock on the economic growth of Nigeria. Findings of the study using ARDL
revealed that, for the period under review, it has been observed that, external debt stock
is good for Nigeria’s economic growth since it’s responsible for about 5.0% changes in
GDP before interaction, but its impact change to more impressive when it's conditioned
to institutional quality, that is institutional quality increase the impact of EXD on GDP of
Nigeria to 12.4%. More so, External Debt Service LNEXDS exhibit significant negative
impact (-0.005) on economic growth and also the impact is statistical significance at 5%
level in explaining real Gross Domestic Product by implication it therefore means that
there is a leakage that takes away the resources that would have been used for growth in
Nigeria through debt service payment. Hence, it is therefore recommended that, there is
the need for Nigeria to increase its external debt stock profile as the result of the analysis
revealed that, debt is a panacea for growth but subject to improve quality of an institution
and also the quality of debt management office (DMO should be improved to meet up with
the current global best practices and the policy governing the debt management should
be enhanced.

Keywords: GDP, Economic Growth, External Debt and Foreign Direct investment.

INTRODUCTION
Recent studies on the impact of external literatures reveals that quality of
to economic growth reveals that, external institution is highly correlated to
borrowing is one of the important source economic growth of any given economy
of revenue and economic development in [13, 14]. The above mentioned
developed economies, but the case is conflicting results on the relationship
different with the developing economy between external debt and economic
like Nigeria [1,2,3]. Some studies show growth in developing economies formed
significant impact of external debt on the the gap that this research tent to achieve.
economic growth while others reveals Sustainable economic growth is a major
either insignificant relationship or concern for any sovereign nation most
negative relationship [4, 5, 6]. The especially the less developed countries
conflicting result in the recent economic (LDCs) which are characterized by low
literature may be due to selection of capital formation due to low levels of
variables, wrong model specifications or domestic savings and investment
institutional quality [7, 8, 9]. However, [15,16,17]. Since the beginning of
the developed economy studies that economic science, the problem of
reveal direct positive and significant economic growth has been at the center
relationship between external debt and of its attention. Searching for solutions
economic growth is under highly to this problem means finding such
qualitative institutions characterize by factors that support economic growth,
low corruption, minimal bureaucracy, which would provide higher natural
low insecurity and most importantly output and better living standards to the
good governance [10,11,12]. Empirical increasing populace [18, 19]. Economic
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growth is a fundamental requisite to
economic development. This informs
why in Nigeria’s growth continuously
dominates the main policy thrust of the
government’s development objectives.
Essentially, economic growth is
associated with policies aimed at
transforming and restructuring the real
economic sectors. Nevertheless, the lack
of sufficient domestic resources,
Savings, and investment to support and
sustain the sector is a major impediment
to economic development in the country
because of the gap between savings and
investment [20, 21, 22, 23]. Savings
provides developing countries (including
Nigeria) with the much-needed capital for
investment which improved economic
growth. An increase in savings leads to
an increase in capital formation and
production activities that will lead to
employment creation and reduce
external borrowing of government. Low
domestic saving rates may maintain low-
growth levels because the Harrod Domar
model suggested that savings are an
important factor for economic growth
[24]. After independence in 1960, the
immediate challenge that faced the
Nigerian economy was how to increase
robust economic growth to reduce
extreme poverty, improve health care,
overcome illiteracy, strengthen
democratic and political stability,
improve the quality of the natural
environment, diminish the incidence of
crime and violence, and become an
investment end of choice for
international capital, ceteris paribus.
Long-term broad-based economic growth
is essential for Nigeria to increase
incomes and enable her to reach her
potential of becoming a significant trade
and investment partner in the world.
While rapid growth in China, Malaysia,
and India for instance, have lifted
millions beyond subsistence living,
Nigeria and many other African countries
have, however, experienced the opposite
by recording low growth rates and even
[25, 26, 27] asserted that the growth of
Nigeria economy is sluggish compared to
the emerging economy in the world. In
the highlight of the above, the Nigerian
government and policy makers have
embarked on various macroeconomic
policies to address the issues. Some of
the policies employed are monetary and
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fiscal policy, export promotion strategy,
imports substitution strategy, NEEDS,
Vision 20 20 20, the austerity measure,
etc. The fundamental objectives of the
policies include price stability,
maintenance of a balance of payments

equilibrium, and promotion of
employment, output growth, and
sustainable development. These
objectives are necessary for the

attainment of the internal and external
balance of the value of money and the
promotion of long-run economic growth
[28, 29, 30]. Economists differ on which
policies are most beneficial for long-run
growth. For example, [31,32,33] argues
that macroeconomic policies are
necessary for long-term  growth.
However, they further postulated that
monetary policy has a greater and faster
impact on economic activity thus
suggesting that greater reliance be
placed on monetary measures than fiscal
measures in the conduct of stabilization
policy. [34, 35, 36] asserted that the
monetary variable is more effective and
dependable than the fiscal variable in
affecting changes in economic activities.
Other scholars argue that the growth of
human capital, that is, investment in
education and training contributes
significantly to long-run growth [30]. In
the other Hand, other study reveals that,
despite the level of investments in
education, agriculture and other sectors

of the economy, without strong
institutional quality that is void of
interferences, the later will be

insignificant to the economic growth.

Social equality and functional economic
institutions are also seen as the cause for
the successful development of Malaysia
and Brazil compared to a similar country
like Nigeria, where high inequality has
concentrated power in the hands of a
restricted elite, and governments have
failed to adequately invest in
infrastructure and public welfare.
Similarly, institutional capacity to exploit
domestic primary resources is indicated
as the key to the success of Botswana and
Mauritius in comparison to other
developing countries for which primary
resources have turned into a curse, i.e.
Sierra Leone (diamonds), Angola,
Equatorial Guinea, and Nigeria (oil)
[20,22,23]. The outcomes of institutions
have effects that lie deep in the socio-
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economic fabric of societies. However,
despite these macroeconomic policy
measures, the performance of the
Nigerian economy in terms of growth has
been dismal. Available information
reveals that the growth of Nigeria's
economy as of 1990 was 8.2% and
decrease to 5.4%, 4.6%, and 3.5% in 2000,
2001, and 2002 respectively. It further
increased to 9.6% in 2003 and decrease
to 5.8% in 2005 and increased marginally
to 6.4% and 7.3% in 2008 and 2011
respectively. More recently the economic
growth started improving slowly from
0.81%, 1.92%, and 2.21% in 2017, 2018
and 2019 before it decline drastically to
negative to the tune of -1.79% in 2020
due to corona virus (Covid-19) global
pandemic. With all these, one cannot but

wonder what the macroeconomic
determinants of Nigeria economic
growth are, and what are the

macroeconomic policy implication of
Nigeria economic growth between 1984
and 2017 through the use of error
correction model and based on empirical
findings, proffer possible solutions
towards the promotion of economic
performance in Nigeria.

It is essentially expected that these LDCs
when facing a scarcity of capital would
resort to borrowing from external
sources to supplement domestic savings
[30]. [31] opined that countries borrow
for two broad reasons: macroeconomic
reason; that is to finance a higher level of
consumption and investment and
secondly to finance the transitory
balance of payment deficit and avoid
budget constraints to boost economic
growth and reduce poverty. The constant
need for government to borrow to
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finance the budget deficit has led to the
creation of external debt [34]. However,
comparing the Nigerian debt stocks with
the world's major economic powers, the
United States has the highest national
debt at 108.02% of its GDP. China, the
world's second-largest economy and
home to the world's largest population
(1,415,045,928), has a national debt ratio
of just 51.21% of its GDP. Germany, as
Europe's largest economy, also has a
relatively low national debt GDP ratio at
59.81%. Nigeria has the highest
population of over two hundred million
population (200,963,599) in Africa with
the strongest economy has a low debt to
GDP ratio of 27.37% compared to Brazil
that has almost the same population size
as Nigeria (211,049,527) but has a high
debt to GDP ratio of 90.24%. However,
though Nigeria and Brazil started at the
same time Brazilian economy is stronger
than Nigerian’s economy and so also its
debt to GDP ratio, this is to show that the
high debt profile of a country is not an
indicator of its backwardness and budget
deficit since the debt stock of Brazil is
higher than that of Nigeria that yet its
perform better than Nigeria in terms of
GDP growth rate, per capital income,
infrastructural, technological, and
Human Capital Development. Similarly,
the tiny Kingdom of Brunei with a
population of just 433,285 and a national
debt of 2.46% of its GDP also has a strong
economy characterized by high
infrastructural development this is
followed by Hong Kong, being a major
global financial center, has the lowest
national debt in the world, at just 0.05%
of its GDP.
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Table 1. IMF data April 2020 IMF, World Economic Outlook database

National Debt to

S/N Name GDP Ratio Population
1 Japan 234.18% 126,860,301
2 Greece 181.78% 10,473,455
3 Sudan 176.02% Nil
4 Venezuela 172.08% 28,515,829
5 Eritrea 127.34% 3,497,117
6 United States 109.45% 329,064,917
7 Gambia 105.17% 2,347,706
8 Brazil 90.24% 211,049,527
9 United Kingdom 85.92% 67,530,172
10 India 67.29% 1,366,417,754
11 Ghana 65.90% 30,417,856
12 Germany 55.75% 83,517,045
13 China 54.44% 1,433,783,686
14 Malaysia 52.62% 31,949,777
15 Nigeria 27.37% 200,963,599
16 Brunei 2.46% 433,285

© 2020 World Population Review

The relationship between debt and GDP
growth can also be affected by the
quality of institutions. In recent years,
institutions are considered as important
determinants in shaping the overall
performance and growth of different
economies [21]. The institutional
difference is now seen as the most
important factor that creates a major
disparity in per capita growth rates
across nations. For instance, at the time

of independence South and North Korea
were homogenous in terms of ethnicity,
economic resources, language, and
culture. However, today the significant
differences arising due to the economic
success of South Korea can be ascribed to
their institutions [25]. In the context of
the debt, growth, and institutions
interaction, [28] found that the quality of
institutions does impact the debt-growth
relationship.

The debt profile of Nigeria

Table 2 clearly shows that Nigeria's
domestic debt stock of 53,102.88 Million
US dollars is twice the size of the External
Debt stock of Nigeria of 33,468.92
Million US dollars. However, the debt
profile of Nigeria should not be a bane to
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the economy but rather a blessing
because table 1 shows that, the debt to
GDP ratio of an economy is not a
determinant of growth looking at the
high ratio exhibited by the most
developed economies of the world.
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Table 2 Nigeria's External Debt Outstanding profile from 1984 to 2004 (N' Billion)

Years Multilateral Paris London Promissory Others Total
Club
Club Notes
1984 1.27 6.36 5.44 1.16 0.58 14.81
1994 97.06 404.21 45.37 70.07 32.11 648.81
2004 384.25 4,196.84 196.16 106.56 6.46 4,890.27
Total Public Debt Portfolio as of December 31, 2020
Amount Outstanding Amount Outstanding
Debt Category (US$’M) (NM)
A Total External Debt 33,468.92 13,710,877.77
FGN only 28,915.77 11,845,634.34
States & FCT 4,553.15 1,865,243.43
B Total Domestic Debt 53,102.88 21,754,127.62
FGN only 43,040.09 17,631,803.10
States & FCT 10,062.79 4,122,324.52
C Total Public Debt 86,571.80 35,465,005.39
Source, Debt Management Office Nigeria States, (Akwa Ibom, Borno,
(2021). Kaduna, Kano, Lagos, Nassarawa,
Notes: Ondo, Rivers, Taraba) and FCT are
i. Domestic Debt Stocks of 26 States as at June, 2021; and Domestic
(Abia, Adamawa, Anambra, Debt Stock figure for Katsina State
Bauchi, Bayelsa, Benue, Cross is as at December 31, 2020.
River, Delta, Ebonyi, Plateau, ii. CBN Official Exchange Rate of

Sokoto, Yobe, and Zamfara) are as
of December 31, 2020, while
Domestic Debt Stock figures for 9

US$1 to NGN409.87 as of June,
2021, was used in converting the
Domestic Debts to USD.

Objective of the Study

The broad objective of this study focuses
on the impact of external debt stock on
the economic growth of Nigeria subject
to institutional quality from 1984 to
2019 while specific objectives are to;

examine the impact of external debt on
economic growth of Nigeria, and
determine the impact of institutional
quality on the economic growth of
Nigeria.

Significance of the Study

The emphasis on economic and
monetary integration among economies
of the world may not be realized in the
face of the rising external debt of
developing countries including Nigeria.
Even the currently much-talked-about
“Sustainable Development Goals” may
turn out to be an illusion if this
fundamental problem of debt burden is
not dealt with properly. Additionally, the
low quality of Nigeria’s institutions may
be responsible to low impact of external
debt to economic growth. The welfare
state is an example of an institution that
pools resources to limit the negative
effects of business cycles on incomes
and unemployment. Institutions
conducive to development pool
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resources to provide the investments in
education, health, and infrastructure
which lie at the basis of economic
interaction and are necessary and
complementary to private investment.
Informal institutions lie at the basis of an
economy. They include public agencies,
trade unions, community structures, and
professional associations. They make up
the fabric that determines the response
to laws and government decisions. Most
often they shape these outcomes
themselves. Moreover, this research
study will no doubt assist policymakers,
relevant economic agents and other
agencies charged with the responsibility
of managing the country’s external debt
profile which is consistent with the
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agenda of the current economic recovery
plan given the un-sustainability of the
Nigerian debt magnitude.

Concept of Debt

Debt is derived from the Latin word
“debere” meaning to owe. Debt has been
conceptualized as resources of money
used in an organization that is not
contributed by its owners and does not
in any other way belong to the
shareholders. [9] noted that there are two
types of debts: domestic debt and
external debt. [3] asserts that when a
government borrows, the debt is public
debt. Public debts may be domestic
(internal) or external. Domestic debt is
debt incurred by the government

through borrowing from within the
country, while external debt refers to the
portion of a country's debt that was
borrowed from foreign lenders including
commercial banks, governments, or
international = financial institutions.
These loans, including interest, must
usually be paid in the currency in which
the loan was made. To earn the needed
currency, the borrowing country may sell
and export goods to the lender's country
[23].

Concept of External Debts

The focus of this study is on external
debt which refers to that part of a
nation’s debt that is owed to creditors’
outside the nation. [7] defines external
debt as that portion of a country’s debt
that is acquired from foreign sources
such as foreign corporations,
government, or financial institutions.
According to [9], external debt arises as a
result of the gap between domestic
savings and investment. As the gap
widens, debt accumulates and this makes
the country continually borrow an
increasing amount to stay afloat.
Nigeria’s external debts are the debt

owed by the public and private sectors of
the Nigerian economy to non-residents
and citizens that is payable in foreign
currency, goods, and services [6].
External debt is made up of different
types. The types of external debt reflect
the purpose for which the debt was
incurred. According to [11] some of these
are trade arrears, loans or socio-
economic needs, the balance of payment
support loans, project tied loans, short-
term loans, medium and long-term debt,
public and publicly guaranteed debt, and
private non-guaranteed external debt.

Debt Rescheduling

Debt rescheduling is not merely
postponing a debt; it refers to a
rearrangement or restructuring,
generally involving sorting out over

several years of the original payment
schedule concerning a particular debt or
set of debts. It involves spreading over
several years payments that were due in

one year. It usually involves medium and
long-term debts. When a long-term debt
is rescheduled, the terms of the relevant
maturities change, giving rise to a new
debt service payments stream, but the
status of the outstanding obligation
remains.

Debt Refinancing

Debt refinancing refers to the
transformation or conversion of short-
term debt. Short-term debt is a debt of
maturity of not more than a year. When a
short-term debt is refinanced it becomes
a long-term debt and its payment period
(maturity) can extend over more than one
year. As earlier noted, between 1982 and

1987, mounting short-term debts
aggravated Nigeria’s external debt crises.
Perhaps, according to the then secretary
of state, Chief Olu Falae, “the main
concern of government with regards to
Nigeria’s external debt problem is the
structure of debt, particularly with the
huge claims under trade arrears”.

Debt Conversion Programme (DCP)

The debt-swap option or debt conversion
scheme is one of the options that have
been suggested in recent years as a
means of reducing the huge amount of
debt of developing countries and
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promote industrial investment in such
countries. The debt-swap scheme has
many variants, some of which are; debt-
for-equity, debt-for-debt, debt-for-
export, etc.
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Institutional Quality

Institutions comprise for example
contracts and contract enforcement,
protection of property rights, the rule of
law, government bureaucracies, and
financial markets. They also, however,
include habits and beliefs, norms, social
cleavages and traditions in education (so-
called informal institutions). Formal

institutions typically tend to be the
crystallization of informal institutions
[8], as social norms in the realms of
gender, class and caste, for example,
determine rules of political participation
and representation, methods of
economic exchange, and inclusion of
different groups in society.

Theoretical Literature Review

Nowadays, the issues of economic
growth are very topical and an overview
of these issues is necessary to start from
the earliest concepts and theories that
stood at the origins of the modern
theories of economic growth. The main
concepts and theories of economic
growth are presented in chronological
order; Mercantilism 15th century,

Physiocracy 2nd half of 18th century,
Classical Theories 1776, Innovative
Growth Theory of Schumpeter 1911,
Keynesian  Theories 1930s, Post-
Keynesian (Neo-Keynesian) Theories
1950s, Neoclassical Theories and
Exogenous Theory of Robert Solow
1950s-1960s, and finally Endogenous
Growth Theories 1980s-1990s.

Debt Deflation Theory

Fisher’s Debt Deflation Theory of
economic cycles holds that recessions
and depressions are due to the overall
level of debt shrinking (deflating): the
credit cycle is the cause of the economic
cycle. The theory was developed by
Irving Fisher following the Wall Street
Crash of 1929 and the ensuing Great
Depression. The debt-deflation theory
was familiar to John Maynard Keynes
before Fisher discussed it but he found it

lacking in comparison to what would
become his theory of liquidity
preference. The theory, however, has
enjoyed a resurgence of interest since
the 1980s, both in mainstream
economics and in the heterodox school
of Post-Keynesian economics, and has
subsequently been developed by such
Post-Keynesian economists such as
[10,18] in 1933.

Empirical Literature Review

There is a considerable amount of
empirical studies undertaken to
investigate the relationship between

external debt and economic growth.
Foremost to be considered is the work of;
[18,26] which investigated the
relationship between external debt and
economic growth in thirty-five (35)
African countries. Granger causality test
was applied. The result showed a
unidirectional and positive causal
relationship between economic growth
and debt servicing. [24] 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 the
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.
[29,30] under-studied “the effect of
external debt on the economic growth of

84

Nigeria” from 1970-2010. They employed
Ordinary least squares (OLS), Augmented
Dickey-fuller unit root test, and Johansen
Cointegration test and error correction
method. The integration test shows a
long-run relationship between external
debt and economic growth and findings
from the error correlation model
revealed that external debt has
contributed positively to the growth of
the Nigerian economy. The study
concludes that Nigeria should ensure
political and economic stability to ensure
effective debt management.

In the empirical research carried out by
[20], on the effect of external debt on
sustainable economic growth in Nigeria
for the period 1980-2010, the ordinary
least square regression method was
used. The study found that external debt
has a positive impact on economic
growth with evidence that a 12.3 percent
change in economic growth is a result of
external debt and prime lending rate in
Nigeria. [21], in their work, the impact of
external debt on economic growth in
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Nigeria: An ARDL Bound Testing
approach, employed the ARDL bound
testing approach to cointegration and
error correction models for the period
1970 - 2013; to investigate the existence
of long-run equilibrium relationship
among the variables of the study. The
Granger causality test was also used to
check for the direction of causality
among the variables. The result of the
study indicates a long-run relationship
among the variables. External debt
impacts negatively significant on output
while a unidirectional causality exists
between external debt and economic
growth. [24] study on the effect of debt
on the economic growth of Nigeria from
1970 to 2010 shows that external debt
has contributed positively to the
Nigerian economy. On the contrary, a
cross-country study by [8] on the impact
of aid and external debt on growth and
investment found a negative impact of
debt and debt service on growth and
investment. In line with this [16] saw
that, among others, excessive debt
servicing led to slow economic growth
while [20] while studying Kenya found
that Kenya’s high debt overhang problem
led to a negative impact on economic
growth and private investment. In the
Nigerian case, [25] added another
dimension to the debt problem when she
noted that while a great deal of attention
has been given to the size of debts and
others, not much has been said about the

institutional arrangements for proper
management of the debt, which
obviously can impact on how the size of
debt affects economic development.

[23] analyzed the impact of external debt
on economic growth in Nigeria. The
variance decomposition and impulse
response from Vector Auto-Regression
(VAR) was the econometric technique
employed to test whether or not External
Debt, Ratio of External Debt to Exports,
and other economic control variables
stimulate economic growth. Based on the
two-stage data processing, the result
reveals weak causation between external
debt and economic growth in the
Nigerian context. This implies that
external debt could not be used to
forecast improvement or slowdown in
economic growth in Nigeria. In an
attempt to ascertain the impact of
external debt on the economic growth of
Nigeria, [26] adopted the Ex-post facto
research design. Data were analyzed
using the Ordinary Least Square method
and diagnostic tests were conducted
using Augmented Dick Fuller Unit Root
Test, Co-integration, and Error
Correction Model. The result of the study
revealed that External Debt is positively
related to GDP in the short run but has a
negative relationship in long run. Also, a
negative relationship was established
between debt service stock and GDP
while Exchange Rate had a positive
relationship with GDP.

Theoretical Framework

There exist many economic theories but
this research study deemed Fisher’s Debt
Deflation Theory of economic cycles the
most appropriate, which holds that
recessions and depressions are due to
the overall level of debt shrinking
(deflating): the credit cycle is the cause
of the economic cycle. The theory was
developed by Irving Fisher following the
Wall Street Crash of 1929 and the ensuing
Great Depression. The debt-deflation
theory was familiar to John Maynard
Keynes before Fisher discussed it but he
found it lacking in comparison to what
would become his theory of liquidity
preference. The theory, however, has
enjoyed a resurgence of interest since
the 1980s, both in mainstream

economics and in the heterodox school
of Post-Keynesian economics, and has
subsequently been developed by such
Post-Keynesian economists such as
Hyman Minsky, Steve Keen, and fisher in
1933.This research was built on the
framework of the theory of Debt
Deflation because the theory links debt
to economic growth in a practical way. It
is expected that as debt grows, it will
stimulate economic growth, while debt
shrinks, it will impede the rate of
economic growth especially in
developing countries. The theory of debt
deflation explains this phenomenon, and
that is why it is used as the basis for the
theoretical framework of this study.

METHODOLOGY

This section includes the study design,
techniques, and models wused for

estimating the specified objective. Data
sources, measurement, and descriptive
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statistics for the objective already
defined is also presented and discussed
accordingly to find policy implications in
the subsequent section. Also, before
starting the techniques and model that
were used for estimating the objective of
the study, the model adopted for the
primary investigation is also stated.
Moreover, this section gives a brief
definition and explanation of some

concepts that are useful in
understanding the result of the analysis.
In this regard, the study considered the
use of the interaction term model
developed by [17] where it was clearly
stated that conditional or indirect effects

of wvariables are well captured by
extracting the residual of the
multiplicative interaction in the OLS
model.

Model Specification

The study hypothesized that external
debt and institutional quality has a
significant impact on the economic
growth of Nigeria. The model proxies
Real Gross Domestic Product (RGDP) as
the endogenous variable to measure
economic growth while external debt
(EXD), Institutional, Quality (IQ), External
Reserves (EXR), and Foreign Direct
Investment (FDI) represent the
exogenous variables. The analysis adopts
a modified Ouedraogo (2015) model that
was developed by Brambor, Clark, &
Golder (2006) as specified:

RGDPlt = aIEXDit + aleit + a:;,EXRit
+ o, FDI,

In order to avoid the problem of high
multi collinearity in the estimation of the
impact of external debt stock and
institutional quality on economic growth
using the interaction model provided in
equation 1, a variable Z is constructed as
the residual from the first stage
regression taking EXD and IQ as the
regressors. The functional form is now
represented as:

GDP = f(EXD,1Q,Z,X)

Where X stands for the control variables
and Z is given as:

Z = 60 + 61E)?Dt + (SZTQt
Hence, the following model has been

estimated to obtain the residuals for the
construction of Z.

GDP,
= ao + alEXDt + alet + a3Xt

The final model for estimating the
impact of external debt stock and

institutional quality on economic growth
which has been argued to be dynamic is
specified as follows:

INGDP, = by + b, InGDP,_; + b,Z + b3InFDI,

+ b InEXDS, + & v v v 3
Model 3 captures the real impact of the
EXD and IQ on GDP which is in line with
the theoretical foundation that the
impact of external debt stock can be
indirect, positive and conditional.
Therefore, in compliance with the
submissions by [25] that conditional or
indirect effects of variables are well
captured by interaction model, the study
considered the used of the interaction
term which is capture in the Z.

Stationarity Test Result

The summary result on stationary test
shows that the dependent variables FDI
is found to be stationary at level i.e. the
variables are I (0) series with the
exception of independent variable RGDP
and the remaining dependent variables
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such as EXD, EXR and IQ which were
found to be stationary at first difference
i.e. I (1) series because its respective ADF
statistic value is less than the Mackinnon
Critical Value at 5% absolute term before
differencing.
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Estimated Result Interpretation: External Debt Stock and Institutional Quality on

Economic Growth

Table 3 Estimated Result: The Impact of EXD and IQ on GDP

ARDL Model ARDL Model Cointegration Short Run
(1,1, 2,3) (1, 2, 0,0,0) Relationship Dynamics
Constant 2.269 34.826%** 34.826%** 2.269"*
(1.413) (0.369) (0.369) (0.561)
Regressors
InGDP,_, 0.904*** 0.015 -0.985***
(0.053) (0.009) (0.009)
Z 0.124** 0.985*** 0.985%**
(0.052) (0.010) (0.010
Zo y —0.040
(0.067)
Zi s —0.134*
(0.055)
InEXD —0.086 **x -
(0.002) 0.0862%**
0.002
1Q —0.205 **x -0.205
(0.002) (0.002)
InFDI —0.005 —0.003 * -0.0028*
(0.020) (0.002) (0.0016)
FDI,_, 0.037*
(0.021)
InEXR 0.006 0.006 0.059
(0.014) (0.014) (0.130)
InEXDS —0.002 = 2.650 —0.057
(0.002) (0.000 (0.041)
InEXDS;_4 —0.003" —5.671 -0.0003
(0.002) (0.000) (0.0001)
InEXDS,_, —0.0002 *
(0.0001)
AZ 0.124**
(0.044)
AZ,_, 0.134***
(0.045)
AlnFDI —0.005
(2.65)
AINEXDS 2.65 2.65
0.0001 (9.15)
ECM,_, —0.985"**
(0.008)
F-Bounds Test: F- 4.498
statistic (4.010)
[0.05]
Critical Value
Significance Level
Adjusted R? 0.99 0.643
Observations 34 34
Serial correlation 2.926
LM Test (0.323)
Heteroskedasticity 12.042
Test (0.211)
Normality 0.616
Test (0.735)
Note: *, ** & *** represent 10%, 5% & 1% significant levels.
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As explained previously (see
methodology), the Z variable captures
the conditional effect of institutional
quality on external debt stock. Put
differently, the variable Z represents the
interaction between external debt stock
and institutional quality to show how
external debt stock affect economic
growth conditional on institutional
quality. As reported in table 3 the lagged
Z variable has also been estimated to
avoid misspecification and this decision
was informed by the results of different
iterations. The result in table 3 column 2
shows that on average, for every 1
percent increase in economic growth in
the previous period, economic growth in
the current period increases by 0.904
percent, and this coefficient is
statistically significant at (1%) one
percent level of significance. This means
that the lagged value of economic growth
has a strong positive impact on its
current value. The coefficient on Z
(0.124) in column 2 (model with IQ and
EXD) is positive and strongly significant
at 5% level of significance which
indicates that, the result is conditional
on institutional quality, it is therefore
means that, external debt stock has a

positive and statistically significant
impact on economic growth. However, in
column 3 model, to avoid

misspecification of model, institutional
quality and external debt are included in
the estimation. The result of the
estimation in the column 3 without
interaction shows that, the coefficient
external debt is negative (EXD -0.086) and
statistically significant at one percent
level of significance. Similarly, the
coefficient of institutional quality is
negative (IQ -0.205) and statistically
significant at one percent level of
significance. By the result in column 3
which include EXD and IQ in the model,
it is therefore means that, both external
debt and institution quality is negatively
related to economic growth.

However, the coefficient of the
interaction term Z in model estimation
without the constituents of interaction IQ
and EXD in column 2 and the model
estimation which include the
constituents of interaction IQ and EXD
still remain positive and statistically
significance. It is obvious that, the
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magnitude of the coefficient of the
interaction term Z has increased from
0.124 in column 2 and to 0.985 in column
3 and the level of significance has also
improve from five percent (5%) to one
percent (1%) level of significance. Hence,
although the magnitude of the
interaction term has increase
significantly, the sign of the coefficient
does not change (still remain positive).
By this, it means that, conditional on
institutional quality, on average, for
every lpercent increase in external debt
stock, economic growth increases by
12.4 percent, holding other factors
constant. This explains that importance
of institutional quality in improving the
effectiveness of external debt stock in
growth of the Nigerian economy. With
effective institutions in the country, the
executive arm of government tends to
utilize the debt judiciously and in a
manner that propels economic growth.
However, the 2 years lagged value of Z is
negative and statistically significant
indicating that over time, even
conditional on institutional quality, the
impact of external debt stock on
economic growth becomes negative. But
the result of the short run impact
appears to change sign thereby becoming
positive and statistically significant at 1
percent level as reported in column 3.
This indicates that in the short run, the
conditional impact of external debt stock
on economic growth is strongly positive.
This is an indication that institutional
quality indirectly leads to good
management of external debts stock

which in turn leads to positively
impacting on economic growth in
Nigeria.

Moreover, both the positive effect of the
interaction term as well as the negative
effect external debt and institutional
quality continued even in the long run.
However, there is no change in the
negative impact of both external debt
and institutional quality in the long run.
Base on F-statistic ratio, there is evidence
long run relationship fund in error
correction (ECM) term of -0.98. The long
run relationship between economic
growth (InGDP), external debt stock and
institutional quality show that there is a
strong evidence of cointegration. In
other words, there is a long run
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equilibrium relationship existing among
the variables in the model as reported in
table 3 The F-bounds testing approach
shows that the F-statistic is 4.498 which
is higher than the upper critical value of
4.010 at 5 percent level of significance
indicating that there is a long run
equilibrium relationship. The error
correction term is negative and

statistically significant at 1 percent level
of significance with the coefficient of -
0.096 indicating that 9.6 percent of the
deviation away from equilibrium is
corrected every year. The speed of
adjustment can be considered moderate
as almost 10 percent of the errors are
corrected every year.

SUMMARY

This study considered five
macroeconomic indicators and examined
their impact on the real GDP from 1984
to 2019. The time series data employed
in this study comprises of the annual
observation of the external debt stock,
external debt service, external reserves
and foreign direct investment all
condition to the quality of institutions.
Data collected from secondary sources
were analyzed with the aim of achieving
the stated objective. From the findings of
the study the following can be inferred:
The Augmented Dickey- Fuller (ADF) test
is used to examine the presence of unit
root in the time series variables and the
findings showed that all the time series
are stationary at level except Real gross
domestic product (LNGDP) and External
Debt (LNEXD), but they became
stationary at first difference, that is, they
are integrated of order one I (1), the
study proceeds to the second step, which
requires that the seven time series be co-

integrated. Likewise, the Johansen co-
integration test result shows that, there
exist at least one linear combinations of
the variables, implying the existence of
long-run equilibrium relationship
between economic growths (RGDP) and
its determinants that are included in the
study in Nigeria. The results in table 2
reveals that IQ impacted positively on
economic growth because one percent
increase in in IQ increase GDP by 0.2 to
0.4. the second explanatory variable
which is external debt service (EXDS) in
the reveals negative significant
relationships with economic growth
because one percent increase in EXDS
decreases GDP by 0.055 percent and also
the impact is statistically significance at
5% level in explaining real Gross
Domestic Product in the country but
when interacted to institutional quality
as represented by Z, the impact increase
to 12.4 % and it is statistically significant
at 5% level.

CONCLUSION

From the linear additive analysis to
conditional analysis, the appraisal of the
performance of the economic variables
adopted in servicing external debt stock,
the non-interacted term however shows
that external debt stock have positive
impact on economic growth but when it
is interacted to institutional quality, the
term revealed more impressive impact
on the Nigerian economy growth,
consequently, it therefore implied that
external debt is not bane to growth but it
management as clearly shows by how IQ
deduce the impact of the variables. Other
negative impact of debt service is the low
saving and investment. The empirical
analysis also shows that a slight increase
in the debt stock can only make an
insignificant increase in economic

growth but significantly increases the
value of its servicing tremendously.
Development is jeopardized when the
magnitude and structures of external
debt of a country is such that debt
service results in capital flight out of the
country as at the moment in Nigeria. The
agenda for action should therefore be
conceived as an attempt designed to
make the debt package and debt service
conform to the goal of long term
economic development. The economy
must thus, seek for more effective and
rationale solutions because if this
“muddling through” continues it may be
hard perceive anything but a chaos
between the factor individual country
mini-defaults and massive de jury multi
country maxi- defaults.

RECOMMENDATIONS

Based on the conclusion drawn above, it
is therefore necessary to make progress
in the following directions.

i. Since both external debt and
institutional quality show strong
positive relationship with
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ii.

economic growth, it’s therefore
means that with effective
institutions in the country, the
executive arm of government
tends to utilize the debt
judiciously and in a manner that
propels economic growth.

The government should place an
embargo on further acquisition of
short term external finance,
except for top priority projects.
The marginal return on
investment is greater than or
equal to the cost of borrowing for
such priority projects (well-
appraised, and self-liquidating
projects that have direct impact
on economic development). If the

iii.
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