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Abstract
Economic growth, improved living conditions, and a higher human capital development
index all depend on investments in infrastructure. Even though these infrastructures are
regarded as essential services, most developing economies lack the financial resources to
keep up with their expanding infrastructural investment requirements. Extant literature has
mixed thoughts on these issues warranting the need to empirically examine the interaction
between external borrowing and tax revenue on infrastructure development in Nigeria. This
study adopted the
ex-post facto research design to examine the interaction between External Borrowing (EB),
Tax Revenue (TR), and Infrastructure Development (ID) from 1991-2022 and adopted the
Auto-regressive Distributed Lag (ARDL) model framework as the analytical geshriique to
substantiate the hypotheses formulated. The ARDL long-run result at 5% ghowed that in
Nigeria; EB had a significant influence on Government Expenditure (GE) on road
construction (B = -0.258, p= 0.050); EB has a significant effect on GE on.agriculture (f = -
0.436, p= 0.003); EB has a significant effect on GE on transport ‘and communication in
Nigeria (f = -0.483, p= 0.000); EB has a significant effect on GE‘en Social and community
services (B =-0.213, p=0.050); and TR interaction with EB tqesignificantly influence ID (3
=-0.312, p= 0.007). The study concluded that EB and TR When efficiently utilized play a
complementary role in enhancing ID in Nigeria. The Stifdy, recommended that the Federal
government of Nigeria needs to be systematic in<th€ig sourcing for funding to provide
infrastructure development facilities. While EBNis “cfitical, looking inwardly to create
additional tax means needs to be looked into because it is cheaper and the burden imposed by
exchange rate fluctuations and interest rate payment on EB is very high and is not sustainable
in the light of Nigeria’s economic growth dnd development. Although funding can be
obtained internally and externally to address“developmental challenges, researchers seem to
have mixed thoughts on funding domestic investment through external borrowing. Some
scholars claim it is insufficient, whil€ others affirm its adequacy. Those in support claim that
external borrowing will only aid infrastructure development only if it is used wisely in
productive activities: Those who advocate internal borrowing argue that it offers result to the
economy and create a lesgmnternational burden on the need to pay back in foreign currency.
This debate suggests-that'there is no consistency in finance literature regarding the relevance
of debt for infrastrugtural development and also, this study argues for tax revenue because of
its relevance as a¥source of revenue to the federal government. The advocacy is that if the
government “channels appropriate strategy to tax creation and collection, it can lower
government “debt exposure and enhance the provision of infrastructural amenities in the
country, The argument also needs to be examined empirically. Although several studies have
positigned the value of debt to infrastructural development, likewise how tax revenue can
bolster ¥conomic growth through infrastructural development in developed and emerging
economies. On this strength, the study examines the effect of external borrowing, tax
revenues, and infrastructural development in Nigeria.

Keywords: External borrowing, Tax revenue, Infrastructure development, Economic growth,
Social Services, Multilateral debt, Eurobond, promissory notes.
Word Count: 500
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Chapter One
Introduction
1.1 Background to the Study

Economic growth, improved living conditions, and a higher human capital development
index all depend on investments in infrastructure. The term "infrastructural dev@ment"
refers to the expansion and enhancement of essential services and infrastruc @&ke those
that keep the lights on, keep people healthy, move people from one place \ot er, and keep
people connected Even though these infrastructures are regarde‘d\a@gs'éential services, but
most developing economies lack the financial resources t%g% up with their expanding
infrastructural investment requirements'. The answe t’;&gs issue is that emerging countries
o

seek domestic and foreign borrowings to cushion

Despite massive incidences of foreign ogvﬁngs, developing nations continue to lag behind

dency.

established economies in terms of uality, quantity, and accessibility to the benefits of
infrastructural development?. I\Meveloping nations have shown an eagerness to invest in
.3

infrastructure by borro@v st sums of money from international financial institutions,

international dev‘g{' t partners, and developed nations!. However, this is in stark contrast

to the actu@tmcmres in place, revealing a massive infrastructural deficit (the lack of

nec&@(rastructures in relation to the population)?.

The Global Infrastructure Development Index from 20162021, for instance, revealed that
annual global averages for infrastructure development were 33% in 2016, 37% in 2017, 32%
in 2018, 37% in 2019, 43% in 2020, and 39% in 2021°. The G8 (France, Germany, Italy,
Japan, the United States, the United Kingdom, Canada, and Russia) had 35%, 37%, 33%,

35%, 36%, 37%, and 38% in 2016, 2017, 2018, 2019, and 2020, while Europe had 31%, 34%,



26%, 29%, 38%, and 38%, respectively?®. The differences between the global average, the G8,

and Europe were rather small. However, this is not the case for emerging nations in Africa.

Seychelles placed highest with 96.73% in 2020 and Botswana ranked lowest with 37.50%;
other African countries were Nigeria, Egypt, Libya, South Africa, Mauritius, Tunisia,
Morocco, Algeria, Cabo Verde, and Botswana. Contrarily, the Central African Republic,
Sierra Leone, Madagascar, Ethiopia, Eritrea, Congo, Chad, Niger, South Sudan, a'ngk alia
were ranked last in Africa in terms of infrastructure development, with Soma@%éeiving the
lowest score of 4.5 out of 100* In 2021, the developed world h infrastructure

development index of 38.3%, while developing countries had ar’ L@o? 28.44%, according

to statistics®. i QQ;&%

A significant gap exists in Nigeria's infrastmct&% ith an Infrastructural Development
Index of 8.61% in 2003 and 23.27% in 2020 N@Sa fell from the 12th to the 24th position in
Africa®. For many years, problems sﬁ%’ igh unemployment and inflation, widespread
poverty, insufficient access to cle%‘bﬁnking water, erratic energy, and widespread fear
plagued the country?. The cg%nws decided to seek external borrowings from international

development partner:, @

address the proleQd

financial institutions, and developed countries in order to

e infrastructural deficit caused by inadequate credit.

Q
External @ngs are the proportion of a country's debt that is owed to commercial banks,
gove nts, or international financial institutions (multilateral, bilateral, promissory notes,
Eurobonds, and other sources)®. It is a significant source of government revenue, and rising
levels of foreign borrowing are taken as evidence of progress toward meeting economic and
infrastructure goals®. Nonetheless, nations often borrow for one of two macroeconomic
purposes: to fund increased investment or consumption, or to get around strict budget

constraints’. This means that borrowing is used to improve infrastructure deficits, reduce



poverty, strengthen national security, and lower the costs of utilities like electricity, gas, and

phone service®.

Countries borrow money when they do not have enough revenue to cover all of their
spending needs (capital and recurrent) If the funds are used to expand the economy's
productive potential, borrowing from abroad is a good idea and even required for speeding up
infrastructure development®. Although Nigerians are eager to borrow money frb@road,
this interest has yet to materialize into tangible improvements to the %ﬁy's aging

infrastructure. Initial evidence suggests that cash was either stolen or imp ly spent?.

. °
For example, the Debt Management Office (DMO) requestekﬁgb%iw additional N6. 39
trillion to cover the 2022 budget, bringing Nigeria's total i@gﬁedness as of September 2022
to an estimated 44 trillion Naira 2022'°, Nigeria's @%ormwing rose to $37.96 billion in
the third quarter of 2021, from $33.47 billion @previous quarter'?, In other words, $16.74
billion came from multilateral debt, $%2' million from bilateral debt (AFD), and $3.26
billion from bilateral debt issued@‘the Exim Bank of China, the Japan International
Cooperation Agency (JICA) Mdia Development Finance Corporation (IDFC), and the
KFW. The remainin $@llion came from commercial debt instruments like Eurobonds
and Diaspora Boy\ddg

nfortunately, Nigeria's infrastructural investment still ranks below

average w‘o’%@e and average in Africa, suggesting that her massive external borrowing

proﬁ%gmt having a favorable effect on her infrastructural growth?.

In addition, Nigeria's infrastructure has not improved despite the country's use of various
forms of external borrowing, including multilateral loans, bilateral loans, Eurobonds, and
promissory notes!>. Unemployment, poverty, insecurity, want, kidnapping, terrorism, hunger,
a poor economy, a weak naira, poor educational standards, rising inequality, increased

inflation, banditry, social and political unrest, improper waste management, and higher child



mortality rates are all results of Nigeria's subpar infrastructure, including its roads, agriculture,
transportation, and economic services!®!718:1920 Meanwhile, these international borrowing
and infrastructure development face a corollary threat from the ongoing decline in the value
of the naira, the increase in the interest rate for servicing loans, and the persistent rise in the
prices of goods and services in general. Because a weaker naira may make exports to other
QP

Nigeria has the greatest economy in Africa thanks to its abundance of natv%&nd people

countries less competitive.

resources. It has the world's 20th-largest economy when measured by and the world's
21st-largest when measured by nominal GDP'2. Oil reserves ‘q%%‘i.l)nated at 35 billion
barrels, making Nigeria one of the continent's top oil produqé»and natural gas reserves are
projected to be over 100 trillion cubic feet, making i G@f the world's major gas producers
(2,800 km3)'2. In terms of agricultural product&(e ocoa, groundnuts, natural rubber, and
palm oil, Nigeria ranks sixth in the w@%d first in Africa!l. Despite these positive
indicators, the Nigerian economy is @mt due to a lack of investment in infrastructure,

which has triggered widespreaﬁ\@ems such as high unemployment, inflation, insecurity,

exchange rate, and pOVeI’t@fM,IMS,D,ZO.

Q

Infrastructure development can benefit from using borrowed funds from abroad since the
funding of%rnment deficit spending boosts aggregate demand and, in turn, economic
grow@%wever, if the government spends more than it takes in, it can put an undue strain
on the economy. When the total amount of debt owed reaches a certain point, it starts to
become difficult to pay off'°. Increasing gross external borrowing should encourage growth
in infrastructural investment, which in turn should bring about infrastructural development
and a rise in the standard of living!”. The key reason for drawing external loans is a shortage

of internal cash to finance investment projects. Borrowing from outside should speed up



infrastructural development'4. A rising external debt service burden is a big danger to
economic growth, which in turn is driving rising fiscal deficits. Large debt accumulation has

a domino effect, putting the country at risk of a heavy debt load!> 2,

Although external borrowings may enhance the allocation of funds that can translate into
infrastructure development. There is a renewed commitment to tax creation, collection and
administration by State and Federal governments to suggest that the renewed cé@ﬁmen‘[
can result in higher tax revenue growth for the government and holds. t‘rQ%tentials in
enhancing the provision of infrastructural development. Therefore, e}[udy seeks to
investigate the effect of Nigeria’s external borrowing (multilate‘r@tﬁeumbond, bilateral
loan, and promissory note) on infrastructure development (@c}, agriculture, transportation
and economic services) with the inflation rate, in r@ﬁte and exchange rate as control

variables and to position whether tax revenue cagmr rm an intervening effect.
1.2 Statement of the Problem 'e Q)

Access to standard and efﬁcie%twcmre facilities take for example, roads, healthcare,
security, education, and ™is a hallmark of a prosperous nation. However, this has
become a cause o@gn for Nigerian citizens. The roads are death traps across major
highways an ir@ty centers, access to basic primary healthcare service is a challenge just as
insecurit)Qan an unrelenting industrial strike action embarked upon by healthcare
practitigmers, university dons, and power generation employees happen too frequently.
Agricultural productivity has consistently remained poor and worsened by the activities of
bandits. If the underlying concerns are not addressed, Nigeria is at risk of remaining a

country with high levels of poverty

Finance experts have opined that with appropriate funding, such infrastructural deficit can be

developed and made to improve economic activities which has a positive ripple effect on the



living standard of the citizens'*>78, While this sounds logical, it is imperative to undertake
empirical investigations to determine the extent funding drives infrastructural development in
Nigeria. Although funding can be obtained internally and externally to address
developmental challenges, researchers seem to have mixed thoughts on funding domestic

3 6,17.18,19.2021 " Some scholars claim it is insufficient,

investment through external borrowing
while others affirm its adequacy. Those in support claim that external borrowing v‘\%l‘ only
aid infrastructure development if it is used wisely in productive activities“moq)%e who
advocate internal borrowing argue that it offers result to the econo .}Saeate a less
international burden on the need to pay back in foreign currency. is QGbate suggests that

there is no consistency in finance literature regarding the relev@ f debt for infrastructural

development. Hence, the need to address this concern. * &

S

Also, this study argues for tax revenue because itgelevance as a source of revenue to the
government?!?2, The advocacy is that if t@\emment channels appropriate strategy to tax
creation and collection with an efé@lt and transparent administration it can lower
government debt exposure anwance the provision of infrastructural amenities in the
country. The argument {0 be examined empirically. Although several studies have
positioned the ValuQD%b to infrastructural development, likewise how tax revenue can
bolster ecclr%@owth through infrastructural development in developed and emerging
economi@ﬁ’ 1820212223 However, not much is known about how external debt interacts
with&evenue to address the infrastructural deficit in Nigeria. It is on the strength of this
discussion, that this study evaluated the effect of external debt on infrastructural

development in Nigeria while considering the moderating effect of tax revenue.



1.3 Aim and Objectives of the Study

The aim of the study is to evaluate the effect of external borrowing (promissory notes,

bilateral loans, multilateral funding, and Eurobond) on infrastructural development (road,

agriculture, transport, and other economic activities) in Nigeria. To achieve this aim, the

following specific objectives are to:

ii.

iii.

1v.

1.4

investigate the influence of external borrowing on government expend&‘)@on road

construction in Nigeria; \QO

evaluate the effect of external borrowing on government expeﬁdig}l ¢ on agriculture in
Nigeria; ‘é‘\\‘

determine the influence of external borrowin@g)govemment expenditure on
transport and communication in Nigeria; Q

investigate the influence of external-b()@using on government expenditure on social
and community services in Nigégia;

assess the moderating eff@‘f tax revenue on the effect of external debt on

infrastructural develﬁ)@)in Nigeria;
'3
Research Q@sﬁ\si

The follow%zgiﬁc research questions are asked:

Q

i@hat is the influence of external borrowing on government expenditure on road

ii.

iii.

construction in Nigeria?

In what way does external borrowing affect government expenditure on agriculture in
Nigeria?

What is the influence of external borrowing on government expenditure on transport

and communication in Nigeria?



iv. How do external borrowing affect government expenditure on social and community
services in Nigeria?
v. What is the moderating effect of tax revenue on the effect of external borrowing on

infrastructural development in Nigeria?
1.5 Hypotheses
In this study, the following null hypotheses were stated: Q}i{b‘

Hyl1: External borrowing do not have significant influence on goverﬁ% expenditure on

road construction in Nigeria; . @'\
Ho2: There is no significant effect of external borrowin&%ﬁ government expenditure on

agriculture in Nigeria; Q@

Hy3: External borrowing has no signiﬁc@ on government expenditure on transport

and communication in Nigeria; '6

Ho4: There is no significant e}w) of external borrowing on government expenditure on

: : N L
social and commu@lces in Nigeria;
Ho5: Tax reven%has no significant moderating effect on the interaction between external

borrowtng and infrastructural development in Nigeria.
1.6 ;gnificance of the Study

External borrowing has become a matter of huge concern to stakeholders in Nigeria.
Similarly, nations across the globe have resulted in finding a permanent solution to the
judicious utilisation of external borrowing and appropriate units of measurement for its

servicing.



The general understanding of this study serves as a guide to the debt management office,
Central Bank of Nigeria, public sector stewards and stakeholders in the economy to
understand external borrowing components (promissory notes, bilateral loans, multilateral
funding, and Eurobond) as they affect infrastructural development (government expenditure
on the road, government expenditure on transport, government expenditure on agriculture,
government expenditure on social and community services(health, education, secqrit%)ower,

& water) in Nigeria while using tax revenue to moderate this relationship. Q’}\

Understanding from this study should enable the CBN, DMO, and oth@ncial regulatory
bodies to formulate better policies and regulations with regards tb)i\{&sn.gnagement, external

debt management and infrastructural development in Nigeriaé

N\

Financial Institutions’ stakeholders are better inf making decisions as it affects the
choice of external borrowing and how it rel@) infrastructural development in Nigeria.

Most importantly, the aspect of infra%u' al investment such external funds should be

N

This study provides a n dnceptual model for external borrowing, tax revenue, and

expended.

infrastructural developniest th Nigeria. This conceptual model shows functional relationships
between sub a@&s of the independent variable-External borrowing and sub-variables of
n év

the deper@ twariable-infrastructural development.

Review of concepts, theories and empirical studies also serve as the foundation for future
studies. In addition, the findings of the present study will be useful in future research, most
especially, those related to external borrowing, tax revenue and infrastructural development

in Nigeria, Africa and around the globe.



Finally, findings from this research contribute to the body of knowledge and stir further

research in the field of accounting, finance, and public policy.
1.7 Scope of the Study

The study assessed the interaction between external borrowing and the infrastructural
development of Nigeria. External borrowing (Promissory notes, bilateral loans, multilateral
funding, and Eurobonds) is the independent variable (X) while Infrastructural %‘%iopment

(government expenditure on road, government expenditure on tra ¥ government

services) is the

expenditure on agriculture, government expenditure on other ecxmi
dependent variable (Y). While moderating variable (Z) is tax .@s)ue. Control variables in

the study include the inflation rate, interest rate and excha g&‘te.

These variables were selected for the independe%tgdependent variables because they are

appropriate measurements for the X, Y, ﬁjﬁé

and infrastructural development. Similarly, in order to fully capture the effect of external

ables in relation to Nigeria’s debt tenure

borrowing on Nigeria’s infrasd@l development (government expenditure on the road,
government expenditure fisport, government expenditure on agriculture, government
expenditure on soci@ munity services (health, education, security, power, & water),
data covering a @eriod of 30 years (1991-2022). In addition, the periods chosen to cover are

under der@:r ic leadership.
1.8 ;;imitations of the Study

There are caveats to this study that need to be recognized in order to open opportunities for
additional research. This study is focused on external borrowing and tax revenue and how
they influence the provision of infrastructure development in Nigeria between 1980 and 2020.

Therefore, the findings of this study are paramount to the time specified and therefore

10



inappropriate for a different time assessment.

The secondary sourcing has some limitations. However, the research ensured that data
gathered were appropriate to the variables examined in this study and were sourced from the
appropriate government agencies in Nigeria and where necessary from the World Bank report
given the period under investigation. This becomes critical as failure to ensure these can
invalidate the findings of the study and render it misleading. Finally, thé h@istical
assumptions, number of observations for the data analysis, and other. is% related to
inferential statistics were major concerns for testing study hypotheses. However, these
obstacles were overcome by adapting the data treatments and p@fnation tests. Despite
these caveats, this research does present important conce empirical, theoretical, and
practical implications for the Federal government @ia as regards external borrowing,
tax revenue and the provision of infrastructure )d\e%elo ent facilities.

1.9 Operationalization of the Rese&' \ariables

Variables of this study are Exté%&(growing (X) and Infrastructural Development (Y) that
is dependent and indepe t"variables respectively. The independent variable (X) is
measured by the f@ojﬁg parameters: multilateral debts, Eurobond, bilateral loans, and
promissory ot%\'fhe dependent variable (Y) is infrastructural development with the
followin%lb ariables: Government Expenditures on the road, transportation, Agriculture
and &mic Activities while tax revenue is the moderator. Inflation rate, exchange rate and

interest rate are the control variables. The Operationalization of the dependent and

independent variables are based on the following equation:

= (.)

= Dependent variable: Infrastructural Development

11



= Independent variable: External Borrowing
= Moderating variables (Tax revenue).
With Inflation rate, exchange rate and interest rate as Control variables.

Where,

Dependent Variable: &
’é

X= External Borrowing ‘%SO
. |

Multilateral debt ‘\%

Eurobond ‘ :\4%

Bilateral Loan
o

Promissory notes B
P

Independent Variables:

'3

Y = Infrastructural g@t

Government gx iture on Road
J
Gov%% Expenditure on Agriculture
Government Expenditure on Transportation
Government Expenditure on social and community services
Moderating Variables:

7= Tax revenue

12



1.10 Operational Definition of Terms

Bilateral Loans: A loan contract with just one lender and one borrower (as opposed to a

syndicated loan agreement where there are multiple lenders).

Commercial Debt: This includes Eurobonds and Diaspora Bonds.

Eurobond: An arrangement for a loan between a borrower and a single lender (as opposed

to a syndicated loan agreement where there are multiple lenders).

Exchange Rate: This is the value that the naira is exchanged for dollar and other currencies

at the global market.

Government Expenditure on Agriculture: This is government spending on agriculture

sector and agriculture-related products and\seryices.

Government Expenditure onRoad;"This includes government spending on road projects

across the nation.

Government Expenditire on social and community services: This includes all

government’S\expdnses on health, education, power and water.

Govérnment Expenditure on Transport: This is government spending on transportation

projects.

Inflation Rate: Persistence rise in the general price level of goods and services.

Infrastructural Development: Infrastructural development involves improvement in
qualities and quantities of a country’s infrastructure such as electricity, water supply and

sanitation, information, communication technology, roads, bridges, transportation, rail, solar
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energy, cyber route and facilities, airports, and nuclear infrastructures.

Interest Rate: This is the amount charged by the lender for making a loan available to the

borrower.

Multilateral Funding: Multilateral funds are provided by multilateral organizations without
any use restrictions, such as the World Bank, International Monetary Funds and the various

United Nations agencies.

Promissory Note: A promissory note is a document that contains a w@ﬁr(\)’mise by one

party to pay another party a definite sum of money, either on dem ﬁ%r'ht a specified future

A
date. . AQ’}%

Tax Revenue: This includes levies imposed Or;@(ml and organisation operating in

§)©

Nigeria
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Chapter Two
Literature Review

The review of the literature of this study followed conceptual, theoretical, and empirical

reviews. This review was done to offer a robust understanding of the issues under

investigation in this study in consonance with extant literature.

2.1 Conceptual Review . qg)&

This section discussed the study's concept and the existing relationship between the study's
. "

various variables, which include external debt, infrastructur%\é\’ opment, government

expenditure, inflation rate, exchange rate and interest rate. QQJ

2.1.1 Infrastructural Development @

Infrastructure is the physical installatioQt}}w include things like highways and roads,
airports, telecommunication faciliti ter supply systems, electrical infrastructure, and
waste treatment facilities, amower things!. Infrastructure not only provides services that
are included in the con %0?1 bundles of local residents, but it also supplements both
capital and labour athbut in the production process®. Increases in investment, productivity,
and long-t @omic growth are all results of increased access to infrastructure provision,

whichei @eﬁcial to both human development and quality of life’.

Expenditures made by Government on infrastructure are intended to raise the total amount
invested in the country, which may lead to economic expansion®. In his research, Adam
Smith proposed that Government should limit its spending to the military, the maintenance of
peace and order, and public development projects; anything beyond these is seen to be both

unjust and wasteful. If Government fails to assist with the provision of infrastructure, the
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economy would negatively be impacted. Communications, roadways, transportation,

highways, and ports are all included in the definition of "infrastructure®.

In another hypothesis, the existence of infrastructure lowers the costs of transportation and
any applicable tariffs, increases access to new markets, and lowers operational expenses in a
particular nation*. Both economic and social aspects of infrastructure are considered to be
part of the larger whole®. The former category often includes facilities for transpé@n and
communication, road building and construction, electricity generation, waqgsllpply, and
sanitation, whereas the latter category comprises establishments for eduication and medical
care®. The term "infrastructural development" refers to improveﬂ‘l@'\a country's physical
and non-physical infrastructure, both of which are essential @S&be nation's overall economic
development®. The improvement of infrastrucu%@signiﬁcant engine for economic

advancement and a critical facilitator of productivity”.

2.1.1.1 Government Expenditure on %ozg)

The purpose of the various striictures that make up the road infrastructure, which serves to
transport both people and shis to connect the various types of roads that exist in a given
area’. The term "rodd infeastructure" refers to all of the different types of roads, as well as the

required 6 nsure that traffic is safe, problem-free, and effective®. A rise in the amount of

facilities, st ct@' signage and markings, electrical systems, and other elements that are
e i
moneysspent by the government on the infrastructure of roads will result in the construction

of good roads suitable for motorized traffic, which will make it simpler to transport raw

materials and finished goods to and from places of business.

Access to a good road network is one of the most important aspects that domestic investors
take into consideration when deciding where to locate industries. If a country has a good road

network, foreign investors are more likely to invest there because this reduces the risk of
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accidents that could damage raw materials and finished goods. Such accidents are more likely

to occur in countries with poor road networks?®,

Additionally, it is expected that domestic investment will increase in regions that have a good
road network, as this will facilitate the easy flow of resources. Poor road conditions almost
always result in collisions involving trucks and other vehicles that are transporting raw
materials from their source of supply and finished goods to places of consumptioh@cause
roads are the most important subset of the transport subsector, which. a@%& a greater
proportion of the population in terms of the transportation of economic“goods and services,

there is a cap on the amount of money that can be spent on roadsg.@'\

A reliable road network is very important because of its @gﬁty to support the growth and

development of other areas of the economy, suol@%culture, commerce, and industry”.

This is one of the reasons why having a reliab@ad network is very important. They went

on to say that the purpose of having%o' ads is to make life more meaningful for the

people who live on them by lower@he costs of production and shortening the amount of

time it takes to move goods and p€ople from one location to another. This is due to the fact
N

that having excellent;m@

save time spent movi oods and people from one location to another!'?.
p Qm% g peop

il cause a considerable reduction in the cost of production and

2.1.1.2 G@eriment Expenditure on Transport

The funding for transportation infrastructure could come from the budget of the central
government, the budget of local governments, state enterprises, or private investment, all of
which contribute to the role of the government as the preeminent provider of transportation
infrastructure'!. This is because it is a form of public transportation; consequently, the
Government ought to take a more active role in the provision of public facilities'?. Since

Government through States made the allocation of funding for transportation infrastructure.
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Transportation infrastructure includes roads, rail, airports, and seaports are the conduits that
allow for free flow of people, goods, and information; these are three things that are
necessary in any economy that is based on manufacturing and exporting!!. Make up of
Nigerian transportation system: road, air, rail, maritime, and pipelines. Even though, most

goods and people are transported through her extensive road network!2.

Meanwhile, total length of the road network in Nigeria is approximately 195,500 k@eters,
of which 32,000 kilometers are classified as Federal’s roads, 31,000 kilcm%) as State’s
roads, and the remaining kilometers as Local Government’s roads. ‘Qnly about 60,000
kilometers out of a total of 195,500 kilometers of roadways (or 30 r.% tiled!®. Despite the

A

fact that there have been several changes made in the trana@éﬁ%on industry, the majority of

these tiled roads are in dilapidated condition d or maintenance and inadequate
investment!4. Overall, transportation’s contribut 0@0 the gross domestic product of the
country are low'®. Transportation is an ac@%a typically involves moving people as well
as goods from one location to anothert\Because transportation is so important to economic

expansion, there is a direct coé&@bn between the economic prosperity of a nation and the

number of kilometers of ti ads!®,

Q

Scholars believed\sdgf#g infrastructures cause a decline in transportation costs and create a
motive for?%nQa and multinational companies' entry, and that they are accompanied by the
attrQ foreign investment. The costs incurred by businesses as a result of deteriorating
infrastructure contribute to a reduction in investment!”'®. An enhancement in the amount and
caliber of transportation infrastructure can result in a reduction in the necessary private inputs

for producing a specific output level'®,

When government-provided infrastructure leads to a more efficient use of existing resources,

there is a corresponding reduction in supply costs. This is true both at the level of the
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individual firm and at the aggregate level, where total output per unit of input rises. In light of
the information presented above, one line of reasoning suggests that improvements to the
nation's and world's transportation systems could boost the efficiency of both domestic and
foreign direct investment'®. Furthermore, the domestic private sector and multinational
corporations (MNEs) would function less effectively without publicly funded infrastructure,
and any attempts by these entities to provide their own networks would result in .duplbifation
and a waste of resources'®. These types of infrastructure were not publicly %tg\ed; the

domestic private sector and MNEs would operate with less efficiency!®. ,%\

According to the findings of a study on the effect of transpo ?@Bfrastmcmre on the
attraction of FDI in Iran, transportation infrastructure did notéﬁc FDI attraction in the short
run; however, in the long run, it had a positive a d ﬁcant effect on FDI attraction®’,
Despite this, data from the African Developmen & s 2018 Report on the AIDI indicates
that the transport infrastructure index o@xila is low when compared to other African
nations'®. It was ranked 31st out of Q@ African countries in 2016, with an index of 4.89
percent. In 2017 and 2018, it vé\r;gf(ed 29th out of the 54 African countries, with an index
of 5.10 and 5.09 percent, tively!1°, The total number of paved roads and the total road

network are the tw@onents that make up the transport infrastructure index, as stated in

the report!®. 6\'

2.1.@ernment Expenditure on Agriculture

A significant contributor to the competitiveness of agricultural value chains is the agricultural
infrastructure, and the key to the production of sustainably-sourced food is access to
reasonably-priced physical infrastructure?!. This includes infrastructure that: supports on-
farm reduction such as irrigation, energy, transportation, pre- and post-harvest storage;

ensures efficient trading and exchange including telecommunications and covered markets;
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enables products to travel swiftly and effectively from the farm to processing facilities and on
to distributors. These facilities contribute value to the domestic economy?2. For example,

bulk storage and transportation are two examples of this type of infrastructure.

Therefore, all of the fundamental services, facilities, equipment, and institutions that are
required for the smooth operation of the food and fibre markets are included in the definition
of agricultural infrastructure®. These aspects of agricultural infrastructure, either’ @ﬂy or
indirectly, contribute to the expansion of agricultural land and the se@% increased
productivity. To achieve maximum level of agriculture's potential “eutput, agricultural
development, or its efficiency, is a multi-faceted phenomenori {@Se.&uires a number of
different factors and conditions to cooperate with OIK @herz“. The productivity of
agriculture is affected by a variety of factors, i 1\|® climatic factors, the growth of
N

agricultural infrastructure, technological advanc

S

s, agricultural inputs, and economic

policies implemented by the government?

Infrastructure is the basis upon @1 industrial development is built, and agricultural
infrastructure is the rock-soli %e)rial foundation upon which the growth of agriculture can
take place in a healt @%istent manner. After the country gained its independence, the
key to Nigeria's dqfde ment, which has taken the form of a rapid economic transformation,
the allevia@)oveﬁy, and increased food security, has been the intense focus placed on

agrie@@developmen‘[%.

Furthermore, historical records show that agriculture played a significant role in the economy
of Nigeria. This was accomplished through the production of sufficient food and fibre of a
high quality, the majority of which came from rural areas of the country?’. As a result,
agriculture contributed the greatest share to the nation's gross domestic product (GDP) and

earnings in foreign exchange. Agriculture was responsible for a total contribution of 42.07
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percent to the nation's GDP in the year 2008, with crop, livestock, forestry, and fishery

accounting for 37.52 percent, 2.65%, 1.37 percent, and 0.53 percent, respectively?%?7.

As a result of this, the crop sub-sector had a contribution to the agriculture GDP that was
approximately 89.2 percent. In point of fact, the majority of the early developments in the
country's infrastructure were funded by the proceeds from agricultural endeavours?®. In those
days, Nigeria was the world's leading exporter of groundnuts and the second-largés.@porter
of cocoa, accounting for approximately 36 and 20 percent of the global grou%and cocoa
trade, respectively?®. The export of cotton by Nigeria accounted for approximately 18 percent
of the global supply, and the country's contribution of* @ae oil represented
approximately 11 percent of the global total’!. During thisQ t@%period, Nigerian agriculture
was able to grow at a rate that was sufficient to r@z adequate food for the growing
population as well as raw materials for the indu &ector. This led to an increase in both

the public revenue and foreign exchange that the government received, as well as an increase

in the number of employment opportQ% available to an increasing labor force?.

In Nigeria, agriculture was ‘%z}gble for approximately 60 percent of the non-oil revenue

that was collected iy@

communities. Thaese

vernment®’. Agricultural endeavours take place in rural
1 communities experience difficulties as a result of neglect and decay
of Agricul\ﬂ%acilities”. The most important problem that rural farmers face is the inability
to a@ to their crops due to a lack of infrastructure in their areas, which is the primary
cause of their lower income levels®®. Because of the cumulative effects, there is now a large
gap between food demand and supply, which has resulted in significant food imports which

further erodes Nigeria's economy and foreign exchange earnings®!.

The steadily increasing costs of purchasing foreign currency as a result of rising food imports

over the years had knock-on effects on a variety of other aspects of the economy. This is not
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unconnected with the discovery of crude oil that becomes the country's major exportation.
Subsequently, over 80 percent of Nigeria’s earnings come from crude oil, with agriculture's
share of the total export continuing to decline®?. This is unconnected with the discovery of

crude oil, which later takes the centre stage of the country's exportation?.

However, as a result of a report published by the World Bank in 1994, the definition of
agricultural infrastructure was narrowed down to include only long-lived engineeré@lities
and other services. These services include roads, electricity supplies, and ml@%ﬁmnication
systems?!. The relationship between the development of infrastruct nd agricultural
productivity can be seen in the fact that agriculturally related infh@ypes are anticipated to
lower the costs of farmers, accelerate output, and produce &@mployment opportunities in
the agricultural sector!®. This is one way that the rel io@p can be seen. Infrastructure, such
as roads and information and communication tec ng, has a direct and significant impact
on agricultural productivity**. The qualit@ roads has a direct correlation to the amount
of agricultural production that (@' be achieved. Roads, electricity supplies,
telecommunication, and othe%s of infrastructure are important agricultural output
stimulants, especially in @ reas, as was further argued by roads in the previous sentence.
Peasant small hold@rs account for approximately 90 percent of all farm holdings in the

country??, T @ners are the primary force behind agricultural activities. These farmers

rely prin@'ly on more conventional agricultural practices and produce food primarily for

their 0; subsistence.

The need to provide access to inputs and other support to peasant farmers in order to boost
their productivity and enable them to transition to mechanized agricultural practices has been
a driving force behind government interventions. Commercial farm holders have been

supported through the provision of credit facilities, input subsidies, capacity-building
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initiatives, and export incentives'8. Agriculture has continued to be a primary contributor to
Nigeria's economic expansion, despite the fact that the country's overall rate of growth has
slowed over time'’. The industry expanded by 15.9 percent between the years 2000 and 2005;
however, this high figure could be attributed to the enormous growth that was recorded in
2002 (55.9 percent); if that growth hadn't occurred, the industry would have expanded by 6.0

percent. Its growth, on the other hand, slowed down to 6.5 percent between the years 2006

and 2010, and 4.1 percent between 2011 and 2016, respectively?>. Q’}\
In a similar vein, the sector has maintained its preeminent position 1 e economy of

Nigeria*®. This is in part attributable to the contribution that th);{\%?p makes in terms of
value added to GDP as well as the proportion of the populati Cfaat is employed within the
sector, which is estimated to be around fifty perc n@all Nigerians®’. During the years
2000-2005, this sector was responsible for 36.3% Q total value added to GDP?’. However,
over the course of time, its average contri@\&las decreased to the point where it was only
31.7 percent during the period of 200@6‘ 0 and further decreased to 21.3 percent during the
period of 2011-2016%. One of\thg goals that has been included in the majority of the
government's agricultural@@s and programmes has been to increase the nation's level of

self-sufficiency, as\well~as to decrease the proportion of food that is imported and to

encourage th ‘\ of agricultural commodities®.
g g

Dur@gears 2000-2016, there was a consistent rise in the proportion of total merchandise
exports that consisted of agricultural raw materials. These exports contributed to a higher
total value. Its share increased from an insignificant 0.1 percent during the period of 2000-
2005 to 1.0 percent during the period of 2006-2010 and 4.3 percent during the period of
2011-2016 respectively*’. However, significant gains that were made in reducing the share of

imports of agricultural raw materials to total merchandise imports at the beginning of the
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period under consideration were reversed towards the end of the period. This occurred

despite the fact that the beginning of the period was being considered®!.

Agriculture infrastructure although involves huge initial capital investments, long gestation
periods, high incremental capital output ratio, high risks and low rates of returns on
investments and increasing crop yields, thereby promoting agricultural growth*?. Government
initiatives to improve the quality and quantity of infrastructure in rural are'ax%rough
programmes such as the construction of small dams and boreholes for rural V\@é%%upply and
the clearing of feeder roads for the evacuation of agricultural produce.and the supply of
electricity to rural areas from large irrigation Dams, the establfs@j?)f nine River Basin
Development Authorities (RBDAs) in addition to the two @ﬁng ones (Sokoto and Rima
RBDAs); DFR. initiatives to increase the amount %@ty of infrastructure in urban areas

by implementing programs like the construction&

Y\
2.1.3 Tax Revenue %,Q)\
>

Despite the fact that several auﬂ\{s)%ge diverse terminology to define taxation, they all agree
on one thing: it is obligatory=JHe purpose of taxation is to ensure that public authorities have
the resources they @J& ovide citizens with social amenities and security, and to foster
economic gr @d prosperity**. Most governments' revenue bases are built on taxation®.
Taxation S[h economic pivot point between the state and its citizens, and tax money is the
lifeb®of the social compact. A nation's tax policy is the primary means through which
public and private sectors allocate resources within the country. Taxes are levied for the
purposes of controlling enterprises, reducing income inequality, lowering inflation, and
protecting nascent industries. The term "tax" refers to the financial or material resources that
private citizens are compelled to hand over to government agencies as part of the taxation

process. Because tax money is designed to be used to provide public goods for the benefit of
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all citizens, no individual taxpayer receives any of the advantages.

For tax collection to be as efficient as possible, the tax system must encourage economic
growth and development in a number of ways. Through the efficient and effective use of tax
income, which in turn encourages voluntary compliance, a healthy tax system supports and
drives commerce. In light of the fact that taxation continues to be one of the most stable ways
in which states raise money to fund public expenditures, it is incumbent upon the 'a@priate
authorities to implement tax policies that streamline tax administration whileq%ﬁ taneously
fostering economic expansion*’. However, tax revenue generation i geria has been
hampered by public authorities' failure to meet the obligations om@srptheir social contract
with the country's population, making tax revenue mobiliésn a difficult task for those
responsible for collecting the necessary funds*. Q&
Nonetheless, a few schools of thought in taxes)@ar to propose reforms that would increase
tax payer trust and encourage more pé& fulfill their legal responsibilities to the state.
The benefit theory of taxation is on@(bh theory; it argues that tax rates are set automatically
because individuals pay taxes in direct proportion to the benefits they receive from the State.
In other words, the er@ receives the most from public services is also the one who
pays the most in\tdaig. The benefits theory's strong point is the one-to-one relationship

between ta%ections and government spending. It's used as an approximation of market

behQSector 47's method of allocating public resources.

One line of thought continued by saying that since there is no such thing as tax evasion,
governments should focus on taxing goods and services whose supply and demand are
relatively stable. Where labor supply is perfectly inelastic, there appears to be consensus that
income tax is the most effective tool for the redistribution of wealth. This view is flawed

because, in cases where tax rates, penalties for noncompliance, and regulatory environments
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are all unfavorable, income taxes actually provide a more inviting setting for tax evasion than
commodity taxes. No matter how you look at it, taxation is an important economic regulator
for both advanced and emerging economies. To be more specific, taxes are administered to
encourage revenue creation in order to fund public spending, provide merit goods, curb

inflation, redistribute money, and discourage unsavory enterprises and the consumption of

N

The creation of tax revenue is regulated by international tax regimes, which @ eir roots

harmful commodities®.

in both international and home tax policies and internationally accepted\taX principles that
arise from analyzing the many components of any domestic t K@%@ The International
Tax regime consists of the following four main parts, each éﬂnch can be found in one of
the following four primary sources: The ideas, r@;egulatlons and decision-making
procedures upon which the tax regimes of 1nd1V1 ualjurisdictions are based®®. As a result of

widespread agreement on basic concepts, @j\zaﬁes have emerged as a bilateral framework

for preventing double taxation™. (éé'

Multilateral agreements th t}gess either internationally acknowledged concepts of
substance or intemat'o@opted procedures, as well as the works of organizations like
the Organization t{rﬂi&‘énomic Cooperation and Development. The taxation axes are a stand-
in for ﬁsca’f%ty and have a wide-ranging impact on a nation's economy. Investing Activity
Mawed By Taxes®'. When the benefits of working longer hours are diminished,
people may choose to spend their time doing other things rather than working, which might
reduce the labor supply. A negative impact of tax policy on R&D spending has the potential
to dampen productivity growth. When one jurisdiction has a high tax rate and another has a

low tax rate and a favorable regulatory climate, the flow of resources might be influenced by

the tax rate.
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The effective utilization of human capital might be distorted by excessive taxation on labor.
Individuals, their assets, and businesses are all subject to taxation as a means of raising
money to cover the costs of living. It's important to keep in mind that taxes are not voluntary
contributions, but rather a legal obligation®?. One of the many factors that contribute to
Nigeria's economic growth is the country's tax system>3. Direct taxes are those levied on a
specific person, business, or asset, while indirect taxes are levied on a specific cla§s of people
or things. In contrast to indirect taxes, which are paid by the final consumer, thqz’ﬁg}ence of
direct taxes is borne entirely by the person whose income is being taxe : Q@taxes, both

individual and corporate, and value-added taxes are examples of dj%[ axes. Indirect taxes
include value-added tax. @

All citizens and permanent residents of Nigeria ar sy@t to a personal income tax on all
money earned in or brought into the count Q Federal Inland Revenue Service is
responsible for collecting personal incc%}&rgrom federal employees, Nigeria Police
officers, Ministry of Foreign Affairs@oyees, and non-residents, while the States Boards
of Internal Revenue are in cha&x&:ollecting tax from residents. All corporations based in

or receiving revenue froQ igéria must pay corporate profit tax, often known as firms'

income tax, while (ij;tions based in or receiving revenue from oil and gas operations in

Nigeria mt@roleum profit tax.

Valu@d Tax Expenditure, sometimes known as Consumption Tax, is a tax levied on the
gross proceeds from the sale of non-exempt, qualifying goods and services in Nigeria.
Nigeria's tax system is governed by both central and local governments, each of which has
certain territorial and tax-related responsibilities. The Taxes and Levies (Approved list for
collection) Act No. 2, 1998 specifies these obligations. Section 2(1) of this Act provides that

“Notwithstanding anything contained in the constitution of the Federal Republic of Nigeria
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1979 as amended, or in any other enactment or law, no person other than the appropriate tax
authority, shall determine or collect any tax or levy stated in the schedule to this Act on
behalf of the government, and members of the Nigerian Police Force may only be employed

in line with applicable tax laws>*.

Federal Government Taxes; These are tax kinds that are subject to the jurisdiction of the
Federal Tax Authorities (Federal Inland Revenue Service) as stipulated by the '@s and

Levies’ (Approved list for collection) Act, No 2, 1998. Examples of these are:qg)

>

Firms’ Income Tax: This is charged on the profits of limitedﬁﬁu%i limited liability
C

companies. It is also known as corporate profit tax. Taxpayers &@ns tegory in Nigeria are
evaluated based on their filings from the previous year. T hak%'{o say, this year's taxable gain
is the result of last year's operations. Withholding%%orm of prepayment of income tax.
It is not a tax type in itself but a collectin té&eant to prevent tax evasion. Payments to
taxpayers who participate in contract %'iués are subject to withholding at the source. It
nonetheless, stands as credit to t@payer and it is eventually utilized to settle its tax
burden when tax returns are finally submitted in respect of the year to which the deduction

.3
applies. If a taxpayer! ed tax due is higher than any credits or deductions to which they
pPp p

are entitled, then %ﬂt payer will get cash or a refund upon request.

Firms inyglvéd in petroleum exploration and production, often known as oil producing
compahigs, are subject to a tax known as the Petroleum Profit Tax on their net income. The
Petroleum Profit Tax Act sets the rules for this sector's businesses. There are two types of tax
returns that they must submit: Returns of Estimated Taxes must be submitted within two
months of the beginning of each fiscal year (Latest by the end of February of each year). The
returns comprise the estimations of the Petroleum profit tax due for the accounting year based

on the company’s authorized budget for the year and the expected price per barrel utilized by
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the Federal government in its annual budget as the reference price of crude oil. However, if
the company learns during the accounting period that the initial estimates as filed may result
in overpayment of tax at the end of the year due to changes in prices, cost, or volume of
production or liftings, revised estimated returns may be filed at any time during the

accounting period.

Authentic/Final Tax Returns: Within five months after the end of the accounting:@é@d, ie.
on or before May 31 of the following year, production and exploration busi% must file
their final returns based on their audited financial statements. On the %%\of the predicted
tax returns, the tax is paid monthly in equal installments. V ‘K‘%{\Value Added Tax:
Consumption tax, or sales tax, is another name for this. Ever@v’who shops for products and
services pays it, with the exception of those who y.Qg\ompt items. Taxpayers are able to
offset the output VAT they incur when supplying th€ final customers with the Input VAT

they incur when purchasing goods and se@:}\\for use in manufacture or resale. The Value

Added Tax Act regulates the implem?{@)n of this form of taxation.

Q
Tax on educational instituti r}gat serves as a form of development levy to spur the
expansion of educat'or&ﬁrtunities for all citizens (Majorly Tertiary education). Two
percent of a comp{agaxable profit is subject to this tax. The Tertiary Education Trust Fund
receives ti@ collected by the Internal Revenue Service of the United States. Income
Tax@ital Gains for Corporations and Foreign Residents. Basically, it's a tax on the
profits made from selling tangible assets like buildings. There will be a 10% tax applied.
Lastly Federal Inland Revenue Service stamp duties are assessed on legal documents signed
by corporations. All contracts entered into by private citizens fall within the purview of the

state's Board of Internal Revenue.

Taxes levied by individual states, such as the "Pay as you earn" (PAYE) version of the
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individual income tax and "direct assessments" of other types. (Taxation of Individuals Act
of 2011 Section 104) (As amended). Section 3(1) of the Act states that tax must be paid
annually on the whole amount that constitutes each taxable person's income for the year from
sources within and outside of Nigeria®>. Examples of these levies are: Individuals are
responsible for paying the withholding tax. When an individual disposes of a chargeable asset,
he or she is subject to capital gains tax. Individually executed instruments, wagers on pools
and lotteries, gaming and casino charges, and taxes on these activities all incur@ duties.
Fees for using the roads. Registration costs for commercial prope e. \g@viduals are
responsible for this development levy. Capital city street nam.in)g\ﬁs\ Occupancy rights:
State government fees for use of state-owned land in pop&@ areas. Duties are taxes

imposed by the market. ‘ \QQ)

Spending by Municipal Governments Numerm& S of taxes, such as those on property,
salaries, purchases, and permits are colle@?&hops and kiosks are included in the taxation.
Fees for registering a marriage, a birt@a death; Slaughter slab rentals; Tenant assessments;
Fee for registering the naming aQ?reet outside of the state capital. Property taxes in rural
areas, excluding those lexﬁx}mhe federal and state governments for the upkeep of public
infrastructure>®. Taxes Qd evies imposed by the market, with the exception of markets
regulated by @e, taxes on parking lots, charges for keeping pets, costs associated with
using non@o orized modes of transportation include bicycles, trucks, canoes, wheelbarrows,
and& Only cattle farmers are required to pay the tax on their livestock, public
convenience, sewage, and refuse disposal fees, wrong parking charges, Customary burial
ground permits Religious places establishment permits Signboard and advertisement permits
Radio and television license fees (other than radio and television transmitters) Vehicle radio

license fees (to be imposed by the local government of the State in which the vehicle is

registered)’’.
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It is well known that developing countries like Nigeria have trouble raising tax revenue due
to factors like the prevalence of informal sector-based economies, the low rate of taxpayer
registration, the encouragement of non-compliance through the improper use of tax revenue
by leadership (especially in Africa), and, most importantly, the inability of tax authorities to
effectively implement anti-avoidance policies due to a lack of resources®®. Lack of anti-
avoidance legislation, such as transfer pricing documentation requiremen;[s or thin
capitalization rules, also makes it easier for multinational firms to shift profits %ﬁq\‘iigh tax
to low tax jurisdictions. Income shifting is accomplished by the mani 101/ of transfer
prices, the debt-equity structure of the organization, and the .loc n,\of valuable assets,
especially intangible ones®. In addition, multinational cq@ions favor establishing
subsidiaries in tax haven countries due to the lenient tax'@ies and regulatory environments
provided by these nations. These nations fac111té@ vasion and avoidance practices by
providing incentives like a zero or low ta q@greference for not sharing tax information
with other nations, and the ability to c% e true ownership of a company's assets. Other

methods include providing mt@ low pricing on exports to subsidiaries in tax haven

countries and providing artlgllly high prices on imports from such subsidiaries®®¢!,

That is to say, in hi@?jurisdictions, underreporting the value of exports and inflating the
price of im%@l‘\be used to legally lower taxable profits®?. The implication is that the host
count 's@c evenue productivity is diminished since the subsidiary's profit is artificially
shifteﬁt of the host country as expense in payment for the goods or services imported by it
from the parent or other associated parties within the group. Where transfer pricing
restrictions do not exist, or where they are ineffective, tax revenue losses increase
dramatically. Tax-to-GDP ratios illustrate the less-than-ideal outlook for tax income in
developing countries. In wealthy nations, this number is well above 30%, but in

underdeveloped nations, it is still just about 15%. Intriguingly, Nigeria has a tax rate that is
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only 6% of its GDP. That means there is no context for taxpayers to voluntarily comply with

tax laws on their own.
2.1.3 Control Variables

The control variables in this study include inflation rate, exchange rate and interest rate, are
discussed in this section.
Inflation Rate . th)&

Inflation is another factor that has an effect on interest rates, accor(%rfg t0%3. Because of the
.\
other economies, the

requirement to keep a positive real interest rate in order to enc‘.%ﬁ%
interest rate is likely to be higher the higher the forecas@d&g))f inflation is. This is because
of the need to maintain a positive real interest rate@cted inflation goes down, provided
that all other factors remain the same, then tt@iterest rate will go down as well. Interest
rates have a tendency to go up when p 'ce@;& going up and when inflation expectations are
going up at the same time®. Conve@ interest rates tend to go down when inflation is low
and when there is an improverwn projected inflation. Because of this, there is a positive
connection that develo&‘% 2n inflation and the interest rate. Savers would be shielded

from the negativ& ts of inflation by interest rates that were higher than the rate of

inflation; e%gther hand, when the rate of inflation was higher than the interest rate,

borr@nded to benefit at the expense of savers®.

One definition of inflation is a insistent upsurge in prices for goods and services in the
economy'®. It is expressed as a percentage increase over the previous year. When inflation is
high, each naira that a person possesses can only purchase a smaller proportion of a product
or service®. During periods of inflation, the value of one naira can fluctuate significantly.

The purchasing power of a currency is the standard by which its value is determined.
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Purchasing power refers to the actual, material things that sums of money can buy®?.

Furthermore, a fall in the purchasing power of money occurs whenever there is an increase in

inflation. The consumer price index is used to calculate inflation'®,
Exchange Rate

The participants in the market and the characteristics of the market both contr'rb@o the
significance of the exchange rate®. Another reason for the significance of th ange rate
is the significance of the exchange rate both as a variable for busines%t tions and as a
variable for macroeconomic policy®. Exchange is quintessential-f@far economic growth.

The goal of exchange rate management as a state economic pé@s to increase a state's level

of competitiveness in international markets®®. Q’Q\Q

One factor that can foster economic growth, is{%ﬁlble currency exchange rate, competitive,
and effectively multiple®’. The relatio h@)}tween the interest rate and the exchange rate
can be investigated through the d for and supply of foreign currency on the foreign
exchange market®’. This is bec&% these factors influence each other. Speculators in the
foreign exchange mark%%c By rely on higher interest rates in other countries in order to
trade in foreign 0{ and benefit from higher gains®. For instance, stakeholders in South

Africa mig%h enticed by a higher interest rate in Nigeria to purchase securities

denq@ in Naira in order to generate a higher level of revenue for themselves.
Interest Rate

Interest rate is the sum of money that is charged to a borrower by a lender for the use of
money that has been borrowed®. This amount is expressed as a percentage of the principal
amount of the loan. It is frequently expressed as a percentage of the total amount of money

that has been borrowed (the principal) for one year or for any other period of time — month,
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week, day, that has been agreed upon by the lender and the borrower at the time the loan was
taken out’’. Further, interest rates are the rental payment made by borrowers in exchange for
the use of credit, while returns are given to lenders in exchange for parting with liquidity’".
Interest rates serve as a form of rationing by dividing up a limited supply of credit among a
number of competing demands. More so, interest rate is the rate at which inflation remained
constant and the production gap was equal to zero’?. The percentage of the princzipal that is
paid as a fee over a specific period of time that makes up the interest rate’!. Thisé} known
as the "interest." It could just as easily be described as rent payments i for the use

of credit by borrowers, while the return would allow lenders to ri e.gnselves of liquidity
over time’2, @

Rates of interest can be discussed in terms of eit nal or real values, depending on
whether or not adjustments to price levels (als Qvn as inflation) are factored into the
calculations of those rates. If there is nolmo 1cat10n made to account for changes in the
general price level, the interest rate Wé@' expressed in nominal terms. A rate of interest that

does not take into account the éﬁ@ of inflation is referred to as a nominal interest rate. It is,

in all intents and purpose 1’1>nplest possible example of an interest rate®.

N)
The transmissiom\od@onetary policy actions to economic activities is heavily reliant on
interest rafe%ﬂ crucial element. For instance, the policy regarding interest rates in Nigeria
has »@Qduring the period of time that spans both regulated and unregulated regimes’’.
However, the effects of this variable on the expansion of the Nigerian economy continue to
be a contentious topic of debate. A new policy framework was implemented in 1993 with the
primary objective of deregulating interest rates, which at the time were extremely variable

and high”.

Rates of interest play an essential part in the effective distribution of resources that are
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intended to foster the expansion and development of an economy’?. They also serve as a
demand management technique that is used to achieve both internal and external balance,
with a particular focus on deposit mobilisation and credit creation for the purpose of
enhancing economic development®”. In spite of the fact that numerous expansionary
monetary policies have been put into place, the inflationary pressure has increased, which has

resulted in the Central Bank of Nigeria having to raise interest rates’.

2.1.4 External Debt :

Government debt has been considered as a critical fiscal poh@ool for funding a nation's

@*\

growth. It is put to use in the process of settling expem}&g that in the long run, will finally
boost productivity and contribute to the expansion“ef the economy’®. As a result of various
factors such as the decrease in oil prices, x%n in currency exchange rates, and rising
interest rates, the global economy of de'@)ping nations has been negatively impacted, with a
particularly strong effect seen i Nigetia. The problem of debt faced by numerous developing

countries has received world%deS attention’*.

The amount of a na@)@ total debt that is owed to entities located beyond the borders of that
nation, in i but not limited to multinational enterprises, international financial
instituti @and overseas governments, is known as the nation's external debt’*”. In the
event that the government is unable to fulfill its responsibility of providing public goods to
the populace in an effective and efficient manner in order to domestically improve the
nation's standard of living and economic development, then the best alternative is to finance
economic development by sourcing it from outside the nation through debt’®. This sort of
debt is paid off with funds derived from other countries' currencies, and interest is charged on

it.
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External debt refers to the amount of debt owed by a country to creditors outside of its
borders. This can come from a variety of sources such as foreign companies, governments, or
financial institutions’’. It's not just the government that can be responsible for this type of
debt, but also companies and even individuals. The external debt constitutes a part of a
nation's total debt and represents the obligations to foreign lenders’®. The external debt of a
country is the portion of its total debt that is owed to creditors residing in othe.r countries.
These creditors could be foreign commercial banks, government entities, oré&ﬁational

financial institutions. The term "foreign debt" or "external debt" is escribe the

amount owed to these out-of-country creditors. \%

According to yet another interpretation of the term, extemal@ refers to the sum of money
that the government and other organisations i ﬁ \ountry have borrowed from the

governments and organisations of other nations’ % mount of money that a nation owes to

other nations is known as its foreign debt@l)%

in the form of government-to- govem% loans or it can be owed indirectly as a result of a

Q

t might be directly owed to other nations

negative balance of trade”.

N
Despite this, many ¢ u@pend on one another to support their economic development
and achieve sustai QJ growth. This is because there is a shortage of resources and certain
countries @%ﬁve advantages”. The amount of money that a country or sub-nation owes
to an@gtional creditor after receiving financial assistance in the form of loans from that
creditor is referred to as the country's or sub-external nation's debt®, This external debt can
evolve into an external debt burden, which arises when the amount due gets increasingly

substantial and difficult to pay back or when there is difficulties in annual debt service. Both

of these scenarios are examples of situations in which an external debt burden can exist®.

The term external debt can refer to either the national debt that is due by the government or
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the aggregate of borrowings by all levels of government, including the federal, state, and
local levels of government®!. It is possible to see it as the total amount of borrowings that
government bodies of a country have accumulated; this sum includes money that is owed to
private companies, public entities, foreign governments, and other such entities. Therefore, it

could refer to either local or foreign debt.

When discussing the national debt, it is important to take into account upcomfr@nsion

\

payments, existing government obligations, as well as goods and services Q%ﬂed by the
government using credit®!. Borrowing can be a desirable option when i;%hu}zed to finance
investments that are predicted to bring in a satisfactory raté ,@stam or to even out
consumption during periods of irregular aggregate supply&@ﬁcg) particularly the case when

borrowing is used to fund investments that are exp@enerate an adequate rate of return.
red

By doing so, borrowing can bring about an i

=

d level of economic well-being that

would not have been possible otherwise.

However, investments that are func@y debt must be productive and efficiently managed in
order to generate a rate of ret rw is greater than the interest or principal that is paid on the
debt®>83. Borrowing @m outside sources can be beneficial in that it can stimulate
growth, albeit tha{edi‘l)of this benefit is contingent on how the acquired resources are put to
use. In rea’f&geria faces limited opportunities for capital formation due to low income
leV high prevalence of poverty, hindering the country's ability to secure sufficient
funds for development from within its own borders. The widespread nature of poverty

exacerbates the situation.

When developing countries are confronted with a shortage of capital, it is typically
anticipated that they will acquire external debt in order to complement their domestic

saving®®, Borrowing money from international financial institutions, such as the
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International Monetary Fund (IMF), often offers interest rates that are about half as high as
those offered on the home market. This makes borrowing money from abroad a more
attractive option than taking on domestic debt. However, this relies on whether the borrowed
money is spent in the productive sectors of the economy or if it is used for consumption, as
this determines whether or not the borrowing nation would benefit from taking on external
QP

The early authors are of the opinion that a developing country's economic prc@%& will most

debt?®.

likely benefit from it taking on moderate amounts of debt in order to finance its borrowing

needs. If these debts are managed correctly, they can be of end‘r@)ggsistance to a rising
nation. Not only do they contribute to the nation's expan@,%ut they also increase the
overall resources that are accessible to an econom o@peciﬁed time period®>. When a
loan for USD28 Million was received from the*% Bank in 1958 to construct a railway
and other developmental projects in Ni%\t\is marked the beginning of the country's
accumulation of external debt®’. The pé‘%em of servicing debt began in 1985, when the total
external debt of Nigeria rose tﬁ@ 19 billion. However, the government was able to pay
back more than USD35 bj t0 the international creditors (Paris Club), while the amount of

money that had bee@wed was then less than USD15 billion®®. This caused the problem
of sewicin@rise.

Dugpparen‘[ debt overhang in Nigeria, the administration that was led by Obasanjo
during the years 2003-2007 vigorously sought debt revocation, which ultimately resulted in a
reduction of the country's external debt to an amount equal to USD3.4 billion in 2007%". In
1964, the nation requested and received a loan from the Paris Club of Creditor Nations in the
amount of $13.1 million US dollars to fund the construction of the Niger Dam. The structure

of Nigeria's debt was altered as a result of the country's participation in the International

41



Capital Market (ICM) in 1978 for the much-talked-about "jumbo loan" of $1 billion. Prior to
this, Nigeria's debt was primarily comprised of concessional loans; after this, it was
comprised of loans with more stringent repayment terms®. In 2002, Nigeria's debt reached
approximately $39.9 billion. This increase was mostly caused by the accumulation of
interests, fees, and penalties in addition to the precipitous drop in oil prices. As a direct
consequence of the debt crisis, Nigeria's economy grew more slowly than expect.ed and the

country also faced increased levels of poverty and unemployment, as well as h@?@r\interest

rates and security issues®. ,%\QO

Lo
2.1.4.1 Multilateral Debt Q$

A nation's multilateral debt is the p iggf its total foreign debt load that is owing to
international financial institutions (@%e the World Bank and the International Monetary
Fund (IMF)*°. Multilateral debt 18yalso known as multilateral obligations. As a result of the
International Financial @t .;1s' (IFIs) status as "preferred creditors" and as providers of
core developmen;\a' alance-of-payment loans, multilateral debt looms larger than other
obligations‘@ majority of the world's poorest countries®'. Due to the special status of
thes rs, it is imperative that any payments made to them take precedence over both
private and bilateral (government-to-government) debt. In addition, these organizations argue

that the bylaws of their organizations prevent them from providing debt relief or writing off

debts, as is common practice among commercial creditors and the government’!.

Since IFIs determine a country's creditworthiness, governments have a special incentive to

keep current on their multilateral debts: until the International Monetary Fund gives its stamp

42



of approval, which typically requires adherence to the economic policies it recommends, poor
countries generally cannot get credit or capital from other sources!. Also, in order to qualify
for bilateral debt reduction from the countries that make up the "Paris Club" of creditors, a
country must first sign onto a programme offered by the IMF. Loans and credits from the
World Bank, regional development banks, and other multilateral and intergovernmental
organisations are included in the category of publicly available and publicly .guaranteed
multilateral loans (such as the Caribbean Development Fund, Council of Euro@@ﬁmpean
Development Fund, Islamic Development Bank, Nordic Developme@ nd similar
entities)*2. . \%“
A\

Loans from funds that are administered on behalf of a @{%) donor government by an
international organization are not eligible for this pr ;@' ¢”3. These are what are known as
loans from the respective governments. The pri function of multilateral financing
agencies (MFAs) is to provide member r@ hat are in need of financial assistance with
access to funds for specific projects@programmes. This, in turn, will encourage better
rates of economic expansion9/.\@s increasingly require that the institutions (and their
governments) who borro 'bney execute economic reforms as part of the conditions for

such lending®. The@rements are becoming progressively stricter.

WV

Therefore,ﬂ%%tilateral lending organizations are concerned not only with ensuring that
the Qﬂl be repaid but also with how a particular loan affects the economy of the
country and how the government will implement economic policy. Macroeconomic reform,
which includes fiscal, monetary, and exchange-rate policy, as well as a recent emphasis on
market liberalisation and privatisation, is the most important issue that multilateral lending
institutions take into consideration®®. Social reforms such as improvements in land tenure,

expanded access to education, health care, and contraception, and political democracy
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through multiparty elections in the absence of human rights abuses are of secondary
importance®®. For instance, international financing agencies will look favourably upon a
nation that is making rapid progress toward market liberalisation, even if the nation in
question abuses its political democracy and violates human rights. This is because rapid

market liberalisation is a sign of economic growth®.

On the other hand, these agencies do not cater to countries with mediocre macfo@omic
performance, even if those countries are making significant efforts toward % reform in
order to establish a solid base for growth. This is because these countries.are not considered
to be good growth prospects®. It is estimated that multilaterd @3& to all developing
nations has reached roughly double the level of official bilat@skznding at this point in gross
terms. When measured in net terms, multilateral le iq@s emerged as the largest source of
public borrowing for low-income countries and heavily indebted poor countries (HIPCs) in

particular®”. On the other hand, borrowin@ private sources has become an increasingly

important source of financing for mid@!come countries.

Concurrently, in 1996, natio s}ﬁ a middle-income continued to receive the majority (65
percent) of multilat a@g, which amounted to a total of $27 billion (gross). Low-
income countries&ifé other hand, received around half of the net disbursements made by
multilatera‘%nlsations”. This is due to the higher share of concessional lending that these
natie@gwed, which is typically of longer tenure and hence includes smaller repayments.
In accordance with the definition found in the Debtor Reporting System (DRS) of the World
Bank, the term "multilateral lending" will be used throughout this section to refer to lending
done by international organizations®. These international organisations include the World
Bank, regional development banks, and other multilateral and intergovernmental agencies.

Also included is borrowing from the International Monetary Fund?3.
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Excluded from consideration is lending that comes from funds that are managed by an
international organization on behalf of a single donor government. The majority of the
statistical data presented in this part comes from the DRS, with some estimates from the IMF
staff rounding out the picture. Recognizing the importance of the private sector as the
primary driver of economic expansion, multilateral institutions are placing a greater emphasis
on encouraging the growth and privatisation of the private sector'®. In spite of tpe ‘f%(zt that
multilateral organisations are only able to have a limited direct involvement dl%@esource

limitations, the primary focus of their function is to act as a catalytic age t\&ncouraging

private money flows to be directed toward the private sector in deve!g%n.g]' nations'%,
2.1.4.2 Eurobond QQ;&%

Eurobonds were first proposed as a more devel@ of cooperative debt management
that offered the possibility of efficiency gains W@e enhanced liquidity of Eurobonds would
lower the average cost of borrowingé' } throughout the Eurozone. This would be
accomplished by merging the frag@éd national public debt markets. In an ideal world,

Eurobonds would compete ‘@{ Treasury Bonds for their status as a "safe haven," and
o

they would also help fo@

Eurobonds, ; "@&ﬁty bonds" are public bonds that are frequently issued and guaranteed by

the role of the euro as a reserve currency'?!.

nations V@ are part of the eurozone!’!. Therefore, the pooling of the respective credit risks
and guarantee responsibilities of the Member States is included in the debt that is issued
jointly. Weak member states, in the sense that they are currently confronted with severe
market pressure and high interest rates, would gain from the credit worthiness and assurances
of "strong" member states as a result of this. Eurobonds would most likely be issued by a

single European agency, but this isn't a given and isn't a need either®s.

Eurobonds need a sharing of risks rather than a sharing of a "common" debt among investors.
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Each nation is still responsible for the repayment of its own proportion of the debt that was
issued in the form of Eurobonds. Creditors are only able to call in other countries' debts in the
event that one nation defaults on its financial commitments (also known as failing to meet its
payment obligations). Eurobonds are somewhat comparable to other forms of jointly
guaranteed debt issuances that are already in existence and are used to finance European
lending programmes®®. Already, the European Commission takes out loans on t}.le financial
markets through the issuance of debt that is guaranteed by the EU budget (her%gﬁmately
by all Member States). In addition, the lending activities of the EFSF a . \%l have their

borrowing operations guaranteed by members of the eurozone®. %.\

A bond that is denominated in a currency that is differe.nt fr@&hat of the nation in which it
was issued is referred to as a eurobond!??. The phra d@ﬁnot refer solely to bonds that have
their origins in Europe. A bond is considered t QEurobond whenever its face value is
expressed in a currency other than that of @%untry from which it originated; for instance, a
Japanese bond that is denominated irkémrs rather than yen is considered to be a Eurobond.
Eurobonds, on the other hanw not to be confused with 'project bonds,’ which are
fundamentally different fi "Asaﬁ products'®. Project bonds enjoy the benefits of European
guarantees, but the@gsued by private enterprises. In addition to this, their primary focus
is on easing @Xﬁncial burden placed on particular infrastructure projects as opposed to

general @ mental expenditures!®2,
Size of the Eurobond Market

The extent to which national debt issuances are replaced by purchases of Eurobonds will
determine the size of the European bond market. If a complete substitution is implemented,
issuance of the national debt would cease, and the financing of government debt would be

104

wholly covered by eurobonds'”*. In addition, there is a possibility that previous national debt
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could be converted into eurobonds. There has been only a small amount of replacement,
although national debt issuances have continued alongside eurobonds!'®. The amount of debt
that can be financed using Eurobonds is typically determined by reference to a ceiling, which
is typically stated in terms of relative comparisons (for example, relative to a country's GDP).
If access to the Eurobond programme is not required, then it is possible that certain countries

considered to be "strong" will finance themselves only through their own national bonds!'®.

>
Since only "poor" countries are likely to issue debt through Eurobonds, this Qé%;isult ina
worse credit rating for Eurobonds. If the restricted replacement optioh, were chosen, any
additional debt financing above the ceiling that was establish‘é@)ghmbonds would be
financed by the nation's existing debt!'%. Because of the link@uarantees, eurobonds would
be considered senior to national bonds, at the very | s@:to but possibly de jure as well?.
The objectives of Eurobonds, which are to ensur tﬁorrowing resilience of "weak" nations

and to prevent contagion, will not be reali@e market pressure on the remaining national

debt issuances proves to be "excessivglﬁé'

Guarantee Structure \)

N
With what is knov@%portionate guarantees," also known as "pro-rata" or "several"
guarantees, c@dranteeing Member State is only accountable for its own proportionate
share of % obonds' financial obligations. A particular contribution key would be used to
dete@ a person's liability'%. This key may, among other things, be derived from a nation's
proportion of issued eurobonds, ECB capital, the EU budget, or gross domestic product. This
is the foundation upon which the EFSF and the ESM operate. Joint and several guarantees
mean that each nation is responsible not only for its own proportion of Eurobond issuances

but also for the proportion of any other Member State that is unable to live up to its
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commitments. This means that the total amount of debt that must be repaid is significantly

higher!%,

In principle, this kind of guarantee would be more powerful than a 'proportionate' guarantee,
and as a result, it would reduce the costs of borrowing money through Eurobonds. If it
becomes necessary, the guarantee on the Eurobonds can be strengthened by the use of
additional methods. This may involve legal seniority status (with respect to is'sa,k es of

national debt) or collateralization of the debt (with cash, gold, shares of pu@%&ompanies,

&

Participation of a Member State in the issuing of %& may be made contingent on the

and earmarking on fiscal revenues)'°!.

Conditionalities

state's fulfillment of certain conditions and/or the sensus of the other nations that are
participating in the programme. Speciﬁce.q)ﬁi)pﬁnts could include, for instance, meeting
rigorous fiscal and macroeconomigéﬂ%nchmarks, having implemented binding fiscal
regulations, and not being engﬁ%@ an EU/IMF adjustment programme®. Participation in
Eurobonds can be made ingent not only on meeting specified conditions, but also on
receiving the appro@)@t r nations within the Eurozone and possibly the Commission. In
order to gu lé\the political, economic, and legal viability of eurobonds, considerable
obstacles ayould need to be surmounted. They include maintaining the legal soundness of
eurob , balancing predicted economic gains and losses, and having proper regulatory

systems in place to address concerns around moral hazard®®.

Eurobonds have the potential to play a role in a more extensive solution to the crisis. They
have the ability to keep 'weak' member states' access to the financial markets open. This
would, in turn, enhance their outlook while also reducing the possibility of contagion

spreading to other Member States. Nevertheless, countries within the Eurozone would still be
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required to address the fundamental causes of the crisis, which include unsustainable fiscal
policies and/or substantial economic imbalances. This is an essential requirement®. However,
Eurobonds would provide both the time and resources necessary to carry out the essential
reforms. In addition, participation in Eurobond issuances might be made contingent on
compliance with the norms of European economic governance, which would provide support

to the rules' actualization by making compliance with them a prerequisite for participation®°.
2.1.4.3 Bilateral Debt . Q§

A direct loan agreement made between a single borrower and a singl&le% er is referred to as
a bilateral debt'®°, Because there are only two parties involved @)an, it is referred to as a
"bilateral" loan because each party has an obligation-tog&g)other. The terms of the loan
agreement stipulate that one party will provide @% amount of money, and the other
party will repay the money according to the)\\‘ﬁsgts of the same agreement!?!. A working
capital loan, a loan for fixed assets, or g’gor general corporate purposes are all examples
of the types of loans that fall under @htegory of "bilateral loans." Bilateral loans are a type
of loan business. The fact th t%ﬁank is willing to be relatively autonomous, flexible, and
)

.3
personalised the re@;@

eme for the borrower is the primary benefit of a bilateral
loan'?’. \d

The size of the loan should be the primary factor used to determine whether you should go
with%ateral loan or a loan through a syndicate. However, another thing that should be
taken into consideration is whether or not it is essential for the business to maintain
continuity regarding the identity of the lender during the duration of an agreement!?’. As an
illustration, this would be the case if the corporation anticipated the requirement to seek
exemptions from covenants (undertakings) or causes of default in the foreseeable future®?. A

lender with whom it has a relationship and with whom it conducts more business is likely to
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be more willing than a lender with whom it does not have a relationship to sit down and
negotiate waivers and even a refinancing. In the event that the business wishes to maintain its
relationship with its lender, the facility will most likely be bilateral (rather than syndicated),
and a clause will be included in the agreement to restrict the lender's power to assign or

transfer the loan!%,

Because bilateral loans provide for more flexibility than ad-hoc collections of bil@l and
syndicated loans, some businesses prefer to negotiate a series of bilateral I%Qather than
enter into either. On the basis of a standard form loan agreement that was prepared by the
firm on its own, a corporation has the ability to perform what ha’s@&%scribed above. It is
possible that financial institutions will be willing to acce t@% on the condition that each
financial institution will be in a position comparabl%q@t of any other financial institution,

depending on the circumstances'%. %
2.1.4.4 Promissory Notes 'e Q)

A promissory note is a short-tﬁ\c%g instrument that consists of a written promise by one
person (the maker) to pay anothfer person a specific sum of money on demand or at a given
future date!'®®. This @e an be made either immediately or at some point in the future.
The terms of<a é&lissory note can frequently be negotiated, and the note may be secured
through %p dging of property. During the Renaissance period, promissory notes were
commop/currency in Europe. Both the form and the function of the instrument underwent
significant transformations throughout the 20th century. New clauses were written into the
document, including provisions that allowed for the sale of collateral, the extension of

payment terms, and the acceleration of payment terms in the event of a default'?.

A promissory note is a legal instrument (more specifically, a financial instrument) in which

one party (the maker or issuer) promises in writing to pay another party (the payee) a certain
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sum of money, either at a fixed or determinable future time or on demand of the payee,
subject to particular terms'®. This promise can be made either at a future time that is fixed or
determinable or on demand of the payee. It is referred to as a negotiable instrument when the
promissory note does not have any conditions attached to it and can be sold quickly'®. A
promissory note is an unqualified guarantee in writing made by one person to another and
signed by the maker, committing to pay a certain amount of money to, or to the.order of, a
specific person or to the bearer on demand or at a set or determinable futureqfn}” This

[ ]
promise is made by one person to another and is documented in writing'? QO

A note is not an instrument in the form of a note that is payablé @?naker's order unless

and until the creator has signed it. An instrument in this fom@eﬁned as a promissory note

in this clause. Promissory notes have, at various ti@hout history, served the function
th

of a sort of privately issued currency. Durin ang dynasty (618-907), a form of
promissory note known as flying currenc@jXOInmonly employed. Flying cash was a form
of payment that was frequently utilis@ Chinese tea traders. At provincial capitals, flying
cash could be converted for ad\gl)urrency. A promissory note was signed in Milan in the

year 1325, according to f foo,

N)
There is some cinqldg#antial evidence that letters of credit were exchanged between Genoa
and Barce@n the year 1384, although the actual letters have been misplaced. The same
thined with the ones that were printed in Valencia in 1371 by Bernat de Codinachs
for Manuel d'Entenca, a merchant from Huesca (which was a part of the Crown of Aragon at
the time), and they added up to a total of one hundred florins. Since the amounts that were
issued could not be easily moved in the form of metal coins across the cities that were
involved, a rudimentary system of paper money was developed out of the promissory notes in

each of these instances. In the year 1553, Ginaldo Giovanni Battista Strozzi produced a

51



primitive kind of promissory note in Medina del Campo, which was located in Spain. The

note was made out to the city of Besancon'!?,

"

According to Anglo-Saxon law, the definition of a promissory note is as follows: "an
unconditional written promise made by one person to another, and signed by the publisher,
containing a promise to pay, at the time shown or at a certain time and at a predetermined

date in the future will come, a sum of money, by order or to a designated per%q\%w to a

carrier, in full." This promise must be made in writing and must be signed by Q%ﬁ lisher''°,

.\'\

At the outset of its development, a promissory note was simply4accepted as a way to
acknowledge the debt. Later, the letter turned into a promisso %\eﬁnich has the power as
a negotiable instrument, so that it can function as a medium&gxchange in the trade of goods
and services in the community. Promissory not@sory note at the beginning of its
development was only recognised as a me@f acknowledging the debt. Receiving a
promissory note will be contingent on ﬁ&@er of the letter expressing the ability to pay the
debt, as with any other form of d@t‘ The issuer's reputation and credit standing will be
evaluated (notes). Therefore, o%gn say that promissory notes can be used to seek payment
™

of a certain amount o@
“iﬁ’”ﬁ

promissory notes)i

from the publisher, or one can also say that the value of

ar with the value of money. Both of these statements are correct!!°.

Q
A promis@z a specific amount of money, either on demand or at a future date and time
that has been predetermined or defined, to the holder of the instrument or to a particular
person who has been identified. A promissory note is described as an unconditional promise
in writing given by one person to another, signed by a maker, committing to pay, on-demand
or at a set or determinable future period, a sum certain in money to, or to the direction of, a
designated person or to bearer'®. It is expected that the effect of a promissory note will be

comparable to that of a bill of exchange.
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The promissory note is different from other forms of payment in that the importer, who
pledges to make a direct payment to the seller on a future date that has been predetermined,
drafts it'%’. This note is not being addressed to any third party that is acting as an intermediary.
When the current holder desires to receive rapid cash payment and the new holders wish to
buy the note or draught as a short-term investment, the bills and notes can be negotiated to an

endless number of subsequent holders!'®’

. This occurs when the current holder wishes to sell
the note or draught. These are required to be transmitted in the form of a "beare%&;\tfument"
by delivery and must be drawn in unconditional terms either by endorse Q@ﬂ physical

delivery or in the form of a "bearer instrument" by delivery. Whe gonsumer presents a

bank with a promissory note, the bank treats the note as thq@\t were cash and treats it

accordingly'%. ‘ \QQ)

S
The fundamental understanding that underpins Qiness transaction is referred to as a
promissory note or a promise to pay. AQ}@ result of this, every promissory note is
required to have a specific set of Q@Vies. It has been suggested that a simple verbal
commitment to pay does notmil% as a promissory note!!'!. It does not matter how the
writing is done; it can be With a pencil, in ink, or printed. What is crucial is that it be
done in a form that@rﬁug be easily changed. It is absolutely necessary that there be a clear
understandin: t@, as well as an unambiguous promise, for this. There needs to be a clear

commi‘m@ td make the payment!'!.

A simple recognition is insufficient; thus, a promise to pay must be made in an unqualified
manner: An otherwise negotiable instrument loses its ability to be negotiated if it has a
conditional undertaking attached to it. As a result, the fulfilment of the promise made today
cannot be dependent on the occurrence of any external situation or event®. It is imperative

that the payment be made in full. The sole criteria that must be met to satisfy the law is that it
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must reflect unequivocally both the identity of the person signing the document and his
intention to be legally bound by the terms of the agreement. It is imperative that the creator
be certain. The notation needs to make it abundantly apparent who is consenting to take on

the responsibility of paying the sum in question'!?,

In the event that a person logs in under an assumed name, that person is held liable as a
maker due to the fact that a maker is taken to assess whether or not sufficient @aation
follows about his identity from his description!!?. In the event that more t%ne person
promises to pay, those individuals have the ability to commit themselves“joiritly. Both jointly
and severally, yet it is impossible for their liability to be in thé @yﬁve. It is imperative
that the payee verify: The recipient of the promise must be u@&ﬁvocally identified inside the
document before it may be considered valid''°. Eit r@payee’s name or their designation
can be used to determine who the recipient is. U Qe maker personally endorses the note,
it is not considered a pro-note even thoug@j\ayable to the maker. In the event that there is
an error in either the name of the pay@é‘%'his designation, the note is nevertheless legitimate
provided the identity of the pay&e can be established through the presentation of evidence!®.
Even in cases where th prepresentative of a deceased person is unaware that the

individual's name h@ﬁg listed as a payee, they are nevertheless able to demand payment!!2.

WV

2.2 Thé'%gl Framework
Q

This@ of the review focuses on the theories that apply to the study of debt and
infrastructural development. These theories include the debt overhang theory, the debt
crowding out theory, the Keynesian theory. These theories are intended to provide useful
insight into the various contexts in which countries are likely to engage in debt servicing in
order to enhance their desired infrastructural development goals. For this study, the debt

Overhang Theory will be adopted.
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2.2.1 Debt Overhang Theory

The concept of debt overhang posits that excessive borrowing leads to a buildup of debt,
which can result in debt traps and impede economic growth. The debt overhang theory
suggests that if there is a probability that the government debt will surpass a country's
capacity for repayment in the future, the anticipated debt service costs will deter both
domestic and foreign investment. Investors may be discouraged due to the beﬁq@at the
government will increase taxes on production to service the public debt, lead%é a decline

in their willingness to make investments today for the purpose of enhanci ture output! >,

. "
The buildup of public debt functions as a hindrance to fu@utp t and decreases the

motivation for savings and investment!'*. According to th , the necessity to service debt
diminishes the available funds for investment, re@ a binding constraint on debt that
stifles investment and further retards growthe @heory demonstrates that the magnitude of
the public debt and the interest paid on&g substantial impact on economic growth. They
do it by either hurting private i%‘b‘nent or redistributing state spending. The cost of

servicing debt can be a dra%§ economic expansion because it reduces the amount of money
0

available to the gova@

In addition, the ‘\ry posits that public debt may have nonlinear impacts on growth via the

investments in physical and human resources!!*.

improver@t f capital or the expansion of productivity. A debt overhang exists when the
anticipaged repayment of external debt is less than its contractual value''®. According to the
debt overhang hypothesis, debt impairs economic growth by acting as a deterrent to
investment and causing illiquidity. The debt stock, or the amount of debt, refers to a nation's
ability to repay its debt in the long run, which is crucial for economic growth because of the

disincentive posed by the debt overhang.

The burden of debt service, which involves the flow of debt repayments, is a short-term
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concern that affects economic growth by contributing to the liquidity problems caused by the
debt overhang. The resources utilized for servicing the large public debt are seen as a waste,
as they could have been used to invest in key industries that support growth!®. The cost of
servicing large public debt may consume a substantial portion of a government's limited

revenue, leading to economic distortions and slow rates of growth in developing countries.

The accumulation of excessive levels of debt is one of the primary factors contribh{k o the
slowed growth of economies in highly indebted nations. In underdevelope%ntries, the
high cost of servicing public debt can seriously deplete the revenue of the indebted nation,
hindering its ability to return to a path of growth, even with th %jementatlon of strong
reform programs. If a country's debt level surpasses 1ts C %y for repayment, a larger
portion of its future output will likely be alloca d.@vards servicing the debt, thereby
discouraging investment and growth®’. The e tion of high tax rates on domestic

economic returns for foreign creditors Q}rgmﬁcan‘[ factor that deters investment and

growth in such situation >, (éé'

The existence of a debt ovim%;lg akes it impossible for private investment programmes to

be carried out as a r s@

situation generat ¢ the way!!®, The burden of large debt also adds to capital flight since
e‘\

unpredictability and negative effects on incentives that this

it presents%:uch as devaluation, greater taxation, and the necessity to maintain the true
Valu@gancial assets. In consequence, capital flight diminishes domestic savings and
investment, so reducing economic growth, the tax base, and the capacity to service debt. The
redirection of foreign currency toward the payment of debt reduces an economy's capacity for
imports, as well as its competitiveness and investment levels, which in turn retards economic

expansion'!’.

The anchor theory of this study is debt overhang theory since it suggests that large borrowing
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leads to high debt, which in turn leads to debt traps and a slowdown in economic growth. The
theory directly relates to Nigeria’s situation. Although the country is not among the ten most
indebted countries in the world, however, the incidence of public debts (domestic and

external debts) is high with visible small infrastructures.
2.2.2 Debt Crowding Out Theory

According to the theory of debt crowding out, an increase in a country's budg%%f(lbcit can
cause a reduction in public savings if there is not also an increase in pri e%gs to make

up the difference!!

. This can happen if the country makes higher pa eogl s on its debt. As a
result, this could either cause an increase in interest rates or @éﬁon in the amount of
credit that is available for private investment, thereby sﬁﬂé@%&onomic expansion. When the
government borrows more money in order to ﬁ%&igher spending or lower taxes, it
discourages investment in the private sector@ising interest rates, which in turn makes
borrowing more expensive. If additiona&ge{wing leads to an increase in demand for money
and loanable funds, and subsequent@her prices, the interest rate-sensitive private sector is
likely to reduce investment 1%? a decrease in return rates. This is due to the increased
demand for money a d@e funds, causing higher prices. A decline in fixed investment
by businesses wiN\ndgﬁ'ively impact long-term economic growth potential, also referred to as
potential p%\gon growth!'%!,
Q

This@rding-out effect is mitigated by the fact that increased government spending, as a
result of the multiplier effect, leads to an increase in demand for products produced by the
private sector, which in turn stimulates fixed investment through the acceleration effect!'?!.
The financing of government deficits through domestic and foreign borrowing may lead to
higher interest rates, reduced disposable income, and elevated wages, which in turn decrease

the profitability of businesses and thus private investment. It is possible that as a consequence
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of this, private investment will be inhibited or crowded out, and an economy's production

level will fall'’®,

The Keynesian school of economic thought held that an expansion of government spending
has the potential to boost aggregate demand for goods produced by the private sector by
means of the fiscal multiplier, which in turn would encourage the expansion of private
investment. A decrease in private sector savings is the result of increased a\ ment
spending that is financed by borrowing. This is for the following two pram%asons To
begin, when the government engages in expansionary fiscal policy, private sector savers
purchase government bonds, which results in a reduction in the‘@%f savings available
to fund private sector investment. Additionally, 1ncreaseQ§svemment borrowing has a
tendency to drive interest rates higher, and interest ta t are higher than normal tend to
discourage private investment. In addition, bec Q

pushes the cost of taxes onto future

generations, current borrowing reduces Op@t}&mes for private investment!?°,

Classical economists hold the beh%‘@t excessive public debt is harmful to the economy.

This is particularly true if he § d public borrowing undermines the fiscal discipline of the

budgeting process if{ %

public debt, muc‘Vy\od

he private sector's ability to obtain credit. The repayment of
ich is denominated in foreign currency, crowds out economic growth
by underrrﬂ%private investment and deterring potential foreign investors. On the other

haning to the Ricardian equivalence hypothesis, the actions taken to maintain fiscal

stability have no effect on the rate of economic growth!'"!,

This theory is founded on the supposition that shifts in the amount of money the government
spends and receives are balanced by corresponding shifts in the amount of money individuals
save!®2. According to the monetarist point of view, an increase in public spending will, after

an initial period of transition that is relatively brief, displace or crowd out an equal amount of
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spending by the private sector. When there are only so many funds available, private

companies and the government go head-to-head in the bond markets!?!.

The production, profit, and transaction demand for money all go up when there is an increase
in government spending but there is no corresponding increase in the money supply'®. In the
event that the quantity of money remains unchanged, higher levels of transactional demand
for money and higher levels of supply of debt on the market will cause interest rﬁ@o rise.
The rise in interest rates causes a reduction in spending by businesses and p%y even by

the government!?2,

. °
The crowding-out theory predicts that the expansion of the '%&ctor will, invariably,
come at the expense of the expansion of the private secton&zﬂe economy, unless there is an
increase in the amount of money available during @%ssm“. Because of the crowding out
effect, the government's ability to exert inﬂue\@kver the economy through the use of fiscal

policies is made more difficult'?*. 'e

2.2.3 The e%u’an Theory

Key iders fiscal policy to be the most effective policy for bringing about growth in
any economy because it serves the interests of the general public as a whole'?*. John Maynard
Keynes believed that when the government engages in public borrowing to fund its expenses,
it withdraws unused funds from the private sector; however, this does not affect the level of
consumption that private individuals engage in'?>. When the government in the economy
reinvests these funds, it leads to a multiple increase in aggregate demand, which in turn

causes an increase in output and employment!?6. As a result, the macroeconomic performance
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of the economy is amenable to being influenced by the use of public borrowing!%19%110 On
the other hand, the impact that public borrowing has on investment can be thought of as an

indirect effect!?’.

The reduction in resources that are available for investment as a result of debt servicing acts
as the transmission mechanism through which debts affect economic growth. Additionally, a
country's public debt can function as an unstated tax on the resources it produc'e&%ereby
placing a burden on future generations. This burden takes the form of a r %éd flow of
income from a lower stock of private capital, and it can act as an implicit tax'?%'?°, This, in
turn, may result in an increase in long-term interest rates, a redud‘t@k)gglpital accumulation,
and a crowding out of private investments that are neces@yﬁor increased productivity.
Because it results in investments being made, debt o@t result in costs being incurred by
either present or future generations. This is bec)a\u‘ e debt generates investments.

According to this theory, an increa%'gkbt, which stimulates demand, leads to a
proportionately greater increase in @‘tment through an effect known as the accelerator!3°.
This, in turn, causes issues t ags in the manufacturing process. Monetary restraint, which
results in a decrease i @%’%would result in a high interest rate, would stratify investment,
and would conse eil‘f’

cause a fall in real income. Even though the impact of inflation on

its relation‘s'%nth interest rates was not explicitly stated, this does not change the fact that

it exd Q
x@

On the other hand, one could deduce that prices are headed in the direction of an increase
because, in Keynes's view, high interest rates would discourage investment and full income,
which would, in turn, mean that the productive capacity of firms and society would be low!3!.
By implication, the Keynes theory or model considers external debt to be funds sourced by

the government to boost its current economic output level, and it is considered to be an
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acronym for foreign direct investment (FDI)'?°. However, a rate of interest that is always the
same. Keynes considers fiscal policy to be the most effective policy for bringing about
growth in any economy because it serves the interests of the general public as a whole. When
the government engages in public borrowing to finance its expenditures, unemployed funds
are withdrawn from private pockets; however, this does not affect the level of consumption
that private individuals engage in. When the government in the economy rein.vests these

funds, it leads to a multiple increase in aggregate demand, which in turn causes @ease in

output and employment!32. ,%\QO

As a result, the macroeconomic performance of the economy cé%ﬁgﬁuenced through the
use of public borrowing!'!'>. On the other hand, the impac@s% public borrowing has on
investment can be thought of as an indirect effect. reduction in resources that are
available for investment as a result of debt se Q acts as the transmission mechanism
through which debts affect economic gr@@dditionally, a country's public debt can
function as an unstated tax on the reg@és it produces, thereby placing a burden on future
generations. This burden takes rm of a reduced flow of income from a lower stock of

private capital, and it ca@s"an implicit tax'*. This, in turn, may result in an increase in

long-term interest @ reduction in capital accumulation, and a crowding out of private

investments‘%@‘:&necessary for increased productivity'**.

Theian theory serves the general public's best interests because it considers fiscal
policy to be the most important factor in fostering economic growth!'?*, When the government
takes out loans to pay for its expenditures, according to the Keynesian theory, idle funds are
taken out of people's pockets and saved in such a way that their overall consumption level is
unaffected!®. When the government invests these funds in the economy, it causes a chain

reaction of increased aggregate demand, which in turn causes an increase in employment and
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output. Therefore, the use of public borrowing will serve as an alternative option for the
purpose of influencing the performance of the macroeconomic activities of the economy!3¢.
Through the use of the transmission mechanism, the increase in debt has an effect on the

decrease in resources that are available for investment as a result of debt servicing!?’.

According to the Keynesian theory, the accumulation of capital is an economic growth
catalyst that encourages the taking out of external loans while simultaneously inj e'c{k unds

to increase economic activity. This contributes to an increase in the count

ryQ%érall GDP.
Therefore, the Keynesian theory provides support for a beneficial correlation between high
. \%'\

2.3 Review of Empirical Studies . \Qq)

levels of external debt and rising rates of economic growth'3,

This section reviews past studies on extern lgot, tax revenue and infrastructural

development, including past findings, conﬁ!us&g d methodologies.

2.3.1 External Debt and Gov@ent Expenditure on Road for Infrastructural

Development \)

N
According to the @%&f literature, both the current and lagged coefficients show a
positive  an ificant relationship between domestic debt and infrastructural
developme:lég.ln contrast, both the current and lagged coefficients of foreign debt exhibit a
nege@association with infrastructure development, but this link is not statistically
significant during the research period. Increases in the federal government's domestic debt are
associated with a rise in infrastructure development, according to the research (at least in the

short run), whereas increases in the federal government's external debt have not yet resulted

in any improvement in infrastructural development.
According to literature that there is a relationship between domestic debt and infrastructure

62



over a short period of time'%. The analysis found a positive relationship between the federal
government's domestic debt and its capital spending, but no such relationship between the
federal government's capital spending and its international debt. In the near term, at least, the
results suggest that higher levels of domestic debt leads to higher levels of capital investment
(infrastructure development), but higher levels of foreign debt have not been associated with
higher levels of capital expenditure. This is because domestic debt is issued by the federal

&

A study investigated the relationship between government spending and ecohomic growth in

government (infrastructural development).

Nigeria using time series data for a period of 32 years (1980-20 l‘l@wuh the assistance of
the Granger Causality test, the Johansen Co1ntegrat10n 'QB%, and the Error Correction
Mechanism, he came to the conclusion that there@ ong run equilibrium relationship

between government spending and economic gr 141

n Nigeria. The authors of the study
used the regression technique to analyses @Qy time series of external debt, external debt
service, and real gross domestic p@. They were interested in determining how the
reduction of external debt woul}@ct economic growth in Nigeria. After applying the Chow
test to the result of the r %gfén they discovered that there was a structural break in the

relationship betwee@ mic growth and external debt in Nigeria during the period of 1975

to 20054, f:\ Q

study, it was indicated that public spending, specifically investment in

infrastructure and human resources, is a crucial factor in promoting economic growth and
development in Nigeria. By employing a disaggregated public expenditure level and the
Gregory-Hansen structural breaks cointegration technique, the study highlights the
importance of government investment in social and community services for the overall

growth of the economy!#.
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In conclusion, several studies have analyzed the relationship between public spending, public
debt, and economic growth in Nigeria, and the results are mixed. While some studies suggest
a positive relationship between domestic debt and infrastructure development in the short-run,
others suggest that external debt has not made a significant contribution to infrastructure
development. However, all of these studies highlight the importance of government spending

in promoting economic growth and development.

2.3.2 External Debt and Government Expenditure on Transport for Ifrastructural

Development

A study conducted in Tanzania on the impact of government spending“on economic growth,
public investment in physical infrastructure and humanicdpital positively contributed to
economic growth. Using information on the Nigérian ‘economy from 1970 to 201057, A
similar study investigated the severity of the Jpublic debt crisis and its effects on economic
progress. Their research spanned theAyears—1970 through 2010. In order to evaluate the
association between per-capita GDPrand other macroeconomic variables, they employed the
error correction modeling framewo6rk in conjunction with co-integration approaches (foreign
reserve, debt stock, inyestment, and debt service payment). According to the test results,
political instability ntay reduce the rate of development, but other variables are responsible
for the coufitry!s underdevelopment. So, they recommended that Nigeria's public debt be
reduéed \to” an extremely manageable level in order to avert the country's economic
development catastrophe!!!. This conclusion contradicts the findings of the previously cited
studies, which demonstrated a positive correlation between government capital expenditures
and economic growth!*8, Yet, it underlines the need for more investigation and understanding
of the various components of government expenditure and their individual impact on

economic growth, as well as a nuanced approach to the relationship between government
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expenditure and economic growth.

The research examined the relationship between a country's level of government spending
and its rate of economic growth for 115 nations between 1950 and 1980. Using both cross-
sectional and time series data, he was able to confirm that government spending has a
favourable effect on economic growth!é2. In contrast, 163 found, utilizing a three-variable
multiple regression model, that capital expenditure had a negative and non-signiﬁé@mpact
on Nigeria's economic development from 1987 to 2010. This study spanm%ﬁ%&ears 1987

through 2010.

. °
Using Nigeria as a case study, the research evaluates the im;%b&te debt on economic
growth. The emphasis of the study is the effect of pub&qdebt on the various facets of
economic growth. The study examined the lon@elationship between debt and its
impact from two distinct perspectives: the inf@e’s value and its proportional impact. The
authors of this study reached the folloﬁg’gsésults using an upgraded Cobb Douglas model
for the analysis using the co-inte@h approach to capture the long-run impact of debt
variables on economic growt .@ugh the impact of borrowed funds and the budget deficit
coefficient are favm@b@h short term, the results indicate that the overall impact of debt

on economic growth fmr'the long-run is negative and rather large. This is the case despite the

fact that de%ggood short-term effects!®*.

Accor to a study finding, the impact of borrowed funds had a beneficial influence on the
Nigerian economy in the short term; however, the impact of debt had a negative impact on
economic growth in the long term due to inadequate debt management. The results provided
are consistent with that of a study that examined whether or not public debt contributed to
Malaysia's economic growth between 1991 and 2013!6°. Their research also examines

whether or not other metrics of debt burden, such as the budget deficit, budget expenditures,

65



external debt payment, and government spending, have an impact on economic development
as a whole. According to the study's conclusions, an increasing national debt has a negative
long-term impact on GDP. In addition, they determined that the budget deficit, government

consumption, and payment of external debt are all functions that decline as GDP increases.

Similarly, a study examined the relative impact of foreign debt and foreign aid on Pakistan's
economic growth using annual time series data from 1970 to 2010. Foreign debt %@oven
to be more effective than foreign help. According to the results of the Aug@%d Dickey-
Fuller test conducted on the study's data, the variables are stationary at ifference. They
employed the standard least squares technique. According to thefr@yi.g, the long-term link
between GDP and foreign debt is negative, whereas the lon@vn association between GDP

and foreign aid is positive. Hence, there is a unidir t@causal relationship between GDP

and foreign debt, whereas GDP is not caused by foreign aid!®,

N
However, another study analysed the p&gohlk between public debt and economic growth
in Nigeria between 1970 and 2@‘using a Vector Autoregressive (VAR) model in
conjunction with Augmente ]hgy Fuller and Philip Perron to evaluate the stationarity of
N

the time series data. :h@

demonstrated thag th

is focused on the years 1970 to 2010.. The co-integration test
elationship between public debt and economic growth is of a long-
term charaﬂ@cording to the results of the VAR model, there is a bidirectional causal
rela@@between public debt and economic development in Nigeria. This was determined
by examining the link between the two variables. They concluded that public debt and
economic growth have a relationship over the long term and that this relationship is a positive
one if the government is honest with the loans it acquires and uses the funds for the
expansion of the economy rather than for its own personal gain'®’. In the research conducted

by another author, the Error Correlation Model was applied to analyse the relationship
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between Nigeria's external debt and economic development between 1975 and 2006. Their
research studied the negative impact that external debt has on economic growth. The findings
of the empirical research reveal that, at least in the near term, there is a negative association

between the current amount of external debt in Nigeria and economic development'®8,

High debt levels have a negative impact on economic growth as a result of their influence on
the accumulation of capital and the overall factor productivity of an economy. The G@wlude
that the average impact of external debt on per capita GDP growth is ne atl en the net
present value of debt is greater than 160—170 percent of exports and 3 ercent of GDP
throughout the period of 1969-1998. This result was reached aft .\/ering that external
debt had a negative effect on per capita GDP growth durliésame period. Based on their
findings, it appears that a doubling of an economy relgn debt reduces the growth of
per capita physical capital and total factor pro @y by around one percentage point. In

terms of its contribution to growth, the in ue debt on growth happens one-third of the
time through the capital accumulathxé‘%nnel and two-thirds of the time through the total
factor productivity growth cheﬁﬁl) n addition, their study has led them to the conclusion

that the link between deb the various components of economic growth is nonlinear and

negative only for hi@de ted economies.

2.3. ?@(ternal Debt and Government Expenditure on Agriculture for Infrastructural

Development

A study conducted investigated the effect that Nigeria's major external debt burden has on a
number of important macroeconomic variables'®®. In order to determine the quantitative
impact as well as the relative significance of the explanatory variables, an application of the

econometric method of co integration technique was carried out. They came to the conclusion
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that the major macroeconomic variables do, in fact, have a relationship with one another over
the long run. According to the findings, a positive relationship exists between economic
growth and the external debt burden, inflation, exports, and direct investments from foreign

countries.

A panel fixed effects model was used to estimate the effect of external debt as a share of
Gross Domestic Product (GDP) on economic growth in the East African Commuﬁi@. This
was done by comparing the growth of GDP to the growth of external debt ( %-) They not
only used the approach of the Levin-Lin-Chu (LLC) test to investigate the properties of the
data with respect to Unit roots, but they also used the Hausman @cﬁtion test to validate
the panel-effect model. The LLC test is named after the thr@wearchers who developed it.
They made the discovery that the external debt of E Q@ions has a negative and significant
effect on the GDP growth rate per capita in tho)i‘ ations!”?,

In other to study the connection bet I@\h levels of external debt and rapid economic
expansion in Nigeria, the Augmen@,ickey Fuller (ADF) test and Ordinary Least Square
Regression were two of the CO;I etric methods that were utilized in the process of fitting
the time series data fr&il-%n that were utilized for the study into the regression
equation. The outgonte”of the OLS model revealed that external debt has a fairly significant
positive re@ip with gross domestic product. This was shown by the fact that the

rela@ was positive'’!.

An empirical study was conducted to investigate the link between Nigeria's domestic debt
and the country's level of poverty (1986-2012). Utilizing the Technique of the Ordinary Least
Square, the Vector Auto Regression (VAR), Cointegration, and Granger's Approach to
Causality: Using the cointegration technique, estimated results revealed that there is a long-

run relationship between domestic debt in Nigeria and poverty as measured by real gross
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domestic product (RGDP), per capita gross domestic product (GDPPC), and basic secondary

school enrolment!72,

Between 1994 and 2008, a study used the Ordinary Least Squares Method (OLS), Error
Correction, and parsimonious models to conduct an analysis of quarterly data in order to
investigate the relationship between domestic debt and economic growth in Nigeria. The
findings of the study indicate that the domestic debt holdings of the gove’r@t are
significantly higher than the recommended minimum of 35 percent of ba.nk%sits; more
specifically, the average for the time period under consideration is 114 ercent of bank
deposits, which demonstrates that private investments are being @g&l out. According to
the findings, high levels of debt have a dampening effe@a economic expansion. The

findings of previous studies'”® are in line with thos@ er studies!’.

A research conducted under the title Dom\ ebt and the Nigerian Economy. Their
objective was to investigate the empiri%lgb)[ionship that exists between domestic debt and
economic growth in Nigeria. The @%nship between domestic debt and economic growth
in Nigeria was investigate(l%&study using OLS regression techniques and time series

data spanning the p%&l

debt has had a nega

986 to 2005. The study came to the conclusion that domestic
ive impact on the expansion of the economy!”>. On the other hand,
another stﬁ%&gthe ordinary least square (OLS) method in their research to investigate the
inﬂu@g Pakistan's net external liabilities on the country's rate of economic expansion.
They used time series data spanning 1973-2012, so in order to solve the data problem, they
turned to a variety of other statistical tools, such as unit root, amongst others. According to
the findings of their research, gross domestic product has a significant positive association

with net external liabilities, education enrollment, exports, and gross capital formation',

The research undertaken by an author contradicts the results discovered by 176. Using the
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ADF-Unit Root Test, the authors checked the stationarity of the time series data used in the
study from 1981 to 2008; they then utilised the co-integration estimation, which demonstrates
the long-run association between foreign debt and the growth rate of GDP per capita. In
conclusion, the authors stated that Pakistan's external debt poses a number of obstacles to the

country's economic growth!”>.

In their analysis, they employed the Granger Causality Vector Error Correction @NEC)
method, which established a unidirectional association between external dei%ﬂ GDP per
capita growth rate. They concluded that this indicates a negative link between the growth rate
of per capita GDP and external debt. According to the findings b@i aiere is a correlation
between high external debt levels and sluggish economic &@b He focused on the impact
of Nigeria's foreign debt on the country's econo%,@vth, conducted empirical research

using a simple regression analysis using the leaﬁq re method of parameter selection, and

concluded that Nigeria's external debt has%%y large negative impact on economic growth.
Using a time series econometric app(@,' examined the link between Bangladesh's external
debt and Gross Domestic Prwg)rom 1972 to 2010. The result shows a considerable
positive association betw@&s Domestic Product (GDP) and External Debt!”’.

QQ

>

234 ;;xternal Debt and Infrastructural Development with Inflation Rate, Exchange

Rate and Interest Rate as Moderating Variables

A study evaluated and analysed the effect of external debt service payment patterns on
economic growth and development in Nigeria using the Ordinary Least Square regression

approach. The study concluded that there is a complex link between the factors and used this
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information to draw his conclusions (i.e. both positive and negative relationships) '7%.
Comparatively, another study employed multiple regression to explore the effect of various
forms of domestic debt on economic growth in Nigeria. The results of the Granger causality
test indicate a unidirectional association between economic growth and FGN Bonds and a
bidirectional relationship between Treasury bills and economic growth. Other domestic
sources of debt were shown to have no meaningful relationship with the Nigerian economy's

&

In contrast, a study conducted uses Nigeria as a case study in his resea h to determine

growth!”.

whether or not external debt promotes economic growth in emerg;j %.E)ns Finding a weak
and insignificant relationship between the two variables in N@;sa he concluded that there is
no causal relationship between external debt and e q@growth It was determined that the
correlation between the two variables was weak %to the impossibility of establishing a
causal link between external debt and ec@c growth in the case of Nigeria, the authors
conclude that there is no substanti@tionship between the two variables'?®. Both the

national debt and govemmentaﬁ@nditures of Nigeria was studied. The qualitative research

approach was employed n secondary time series data spanning 35 years (1980-2015)

for this study'®. < Q)

The studyﬁ% were evaluated utilising econometric estimating techniques, including co
integ%@he vector error correction model, and the Wald test. The outcomes of the study
indicated that there is no long-term correlation between public debt and public spending in
Nigeria. In addition, the analysis discovered that government capital and recurrent
expenditures have a substantial positive correlation with Nigeria's public debt. On the basis of
these findings, the study called for the deployment of planning programming budgeting

systems (PPBS) and zero-based budgeting (ZBB) rather than the current practice of
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incremental budgeting in our public finance systems at both the federal and state levels (IB).
A study into the relationship between Nigeria's external debt and economic growth. Utilizing
the co-integration test and the error correction test, a 1980-2012 empirical analysis of the
topic in Nigeria was done'®!. This study's findings supported the common idea that external

debt and economic growth are related.

It was also determined that Nigeria does not have an overwhelming debt overh@blem.
In-line the findings of the study, it is suggested that development activi.tie% igeria be
financed through increased export earnings, which should be driven by an_eXport-led growth

strategy, as well as investment in human capital, as these are th'e@i(;}lg-term alternatives

to external debt. &
. Q‘Z)

Researchers examined the influence of extema@ing and foreign aid on Nigeria's

economic growth from 1980 to 2013 usini-@s time series data. The study spanned the

years 1980 through 2013. They emp&& DP as a measure of economic growth, and

exogenous variables such as exte bt, foreign aid, exchange rate regime, and foreign
reserve were used to dete in: the model's output. Various econometric techniques were
utilised, including m l@ession utilising Ordinary Least Square (OLS), Johansen Co-
integration, Aug@gmckey Fuller (ADF), and the Error Correction Method (ECM)!%2,

Positive and ‘substantial factors linked with external debt positively influence economic
grov@ Nigeria, whereas positive and insignificant factors related to foreign aid favourably
influence economic growth in Nigeria. In addition to a few other statistical tools, researchers
utilised the method of ordinary least squares to extend the study on the effect of external debt
on Nigeria's economic growth from 1985 to 2015. The study included the years 1985 through

2015. The exchange rate and the external reserve were employed as control variables,

whereas the total amount of external debt and the amount being paid to service that debt
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comprised the key independent variable. The Gross Domestic Product was also employed as
the dependent variable in this study. The data analysed shows that the payment of debt
service had a marginally negative influence on Nigeria's economic growth, but the stock of

external debt had a significantly beneficial effect!®3.

The external reserve and exchange rate are both included in the control variable, which had
significant impacts on GDP. Because of this, the research suggested taking on ’K itional
external debt in order to finance the development of infrastructure. AnotherQ%y used the
vector error correction method to research the effect of Sudan's external on the country's
economic growth from 1969 to 2015. The study covered the ye‘a%%a through 2015. The
study used both the currency exchange rate and the amoun@%reign direct investment as
controlling factors. The GDP served as the depend t@ble in this study, and the ratio of
the external debt to exports served as the prox f;)ﬁne external debt, which served as the

primary variable in this study's explana‘uoﬁ”:\

Therefore, the results showed that @'xtemal debt to export ratio had a positive effect on
Sudan's economy, while the c%ﬁ variables (the exchange rate and FDI) employed had a
negative effect on G P&% in Sudan. This was due to the fact that the control variables
exerted a negati&ﬁaence on the growth of Sudan's economy. A co-integration analysis
and an en%nection methodology was used in a research to investigate the effect of

Gha@mal debt on economic growth in the country!®4,

For the purpose of this study, annual time series data were collected from 1970 all the way up
until 2017. According to the findings, a higher level of external debt had a beneficial effect
on Ghana's economic expansion in both the medium and short terms. An analysis of
Zimbabwe's public debt, as well as the country's economic growth, was conducted. The

method of research utilized for the study was quantitative. The World Development
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Indicators database served as the source for the collection of secondary time series data
spanning the span of thirty-six years, from 1986 to 2016. Inferences were drawn from the
study's data after they were collected. The findings of the study indicated that there is a
significant negative relationship between Zimbabwe's high levels of external debt and the
country's rising rate of economic growth. According to the results of the study, both the
exchange rate and inflation rate were found to have significant negative relatior.ls}g&s; with

economic growth in Zimbabwe!®>. On the other hand, the study found that extéﬂ\exerts a

substantial positive relationship with economic growth. ,%\QO

In light of the findings, the authors proposed that the govemmeh@lla increase its efforts
to boost sources of domestic revenue in order to finance lt& @&%ﬁ% plans; this is because the
accumulation of external debt weighs down on ec q@growth. Additionally, the authors
suggested that the need to diversify the econom&&ntial, and that the government should
develop new sectors that are capable of g@%}é revenue in order to contribute to economic
growth. An investigation into Tanzg&'@ public debt as well as the country's economic
growth was carried out. As w ary time series data spanning forty-five years were
compiled, the quantitativ reh approach was selected as the appropriate method for this

study. The data tha@o ected for the study was analyzed using both the co-integration

method ancli@fbr error correction mechanism (VECM) approach'®,

The@ estimate revealed that there is an inverse relationship between the country of
Tanzania's public debt and the country's overall economic growth over the course of the study
period. In addition, the results of a Granger causality test demonstrated that there is no direct
link between the level of public debt and the rate of economic expansion. Based on these
findings, the study proposed that the government and policymakers should put an end to the

gradual accumulation of external borrowing over time and prevent the concealment of the
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motivation behind external debt; external debts should be used only for productive
investments of the highest priorities that would help in yielding returns for economic reasons

(productive purposes), rather than for social or political reasons.

Another study used a variety of econometric approaches in order to conduct an empirical
investigation into the relationship between Ukraine's external debt and the country's
economic growth from 2006 to 2016. The results show two factors that are defr@tal to
economic expansion are a high level of external debt and macroeconomic Q%bility. The
study went on to reveal that the debt burden that is prevalent in other em: g economies is
also present in Ukraine, which has prevented the country fronf @j&lcing the economic
growth that was anticipated'3®. Using annual time series&@&hat covered the years 2010
through 2017, the effect that Jordan's high level of t@k debt had on the country's rate of
economic growth was investigated!®’. The empir&aﬁding showed that having a lot of debt
from outside sources had a significant det@e)}v\a[ effect on economic growth. As a result, the
study recommended looking into for@rect investment as a potential additional source of

funding. \)(Z)

.3

A similar study focu ed@extemal debt burden and infrastructural development nexus in
Nigeria by using%@anning between the periods of 1981 to 2020 and employing the use
of autoreg’m'%e distributed lag model (ARDL) and granger causality test as the major
stati%ghniques of analysis. This was accomplished by using data spanning between the
periods of 1981 to 2020. Based on the findings, the coefficient of error correction term
demonstrates that approximately 70% of the disparity between the actual and the long run or

equilibrium value of infrastructural development is either corrected or eliminated each year.

This occurs because the actual value is closer to the long run or equilibrium value'®8,

Another study investigated the Nigerian government's efforts to obtain debt relief in 2005 as
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well as the country's ongoing crisis with its external debt. The purpose of the study is to
investigate effective methods of debt management in order to forestall the occurrence of
future debt crises. It argues that the country's slow economic growth and development were
caused by the country's enormous external debt and that this debt was responsible. According
to the findings, a lack of fiscal discipline, which was due to a lack of integrity and
accountability, excessive dependence on oil revenue, and poor project analysis and

implementation were factors responsible for the Nigerian debt crisis in the past. %ﬁ} factors

contributed to the over-dependence on oil revenue'®. ,%\

Another study focused on the relationship between external® @s debt servicing and
fluctuations in receipts and exchange rates in Nigeria fror@@l to 2013. Their research
covered the period from 1981 to 2013. According sults of the research conducted,

Qg have positive relationships, both in

external debt receipts as well as external debt %

the short run and the long run, with change he value of the naira. According to the

findings of the study, a positive 1nﬂu@$'on the exchange rate is exerted by external public
debt receipts, whereas a negaﬁsﬂi}gﬂuence is exerted by external public debt servicing!®.
Using the method of ordi east squares, the impact that the government's debt had on the
rate of economic g@n Nigeria between the years 1986 and 2013 was investigated'®.
According t dings of the study, the impact of government debt on economic growth
over the '@e eriod under consideration has been insignificant. The study also found that the
exte&ebt, which has been enormous over the years, has contributed minimally to the real

gross domestic product.

According to the findings of the study, if the pattern of consistent borrowing is not stopped,
the economy will continue to decline, which will result in the adoption of surplus budgeting

and the ignition of a number of negative economic outcomes, including increasing levels of

76



poverty due to factors like high rate of unemployment, falling total investment, diminishing
reserves, rising exchange rates, and higher inflation. It is therefore recommended, among
other things, that the government should only resort to borrowing as a last resort in order to

revitalize the economy.

Furthermore, if required, the loans should come from within the economy so that when the
principal and interest are repaid, there would be a crowd-in effect, which will fu'rl.@.speed
up the nation's economic activity. Researchers conducted research to deteriimae how the
external debt of Nigeria affected the country's economic growth!”!. It makes use of the
variance decomposition as well as the impulse response from t @)&& Auto Regression
(VAR). The results of the two-stage processing of the data @&y that the causation between
external debt and economic growth is weak in th c@xt of Nigeria. As a consequence,
external debt cannot be used to forecast either an impfovement or a slowdown in the rate of

economic growth in Nigeria. Because O@i\l‘ t 1s impossible to predict changes in GDP

based on changes in external debt. (éé'

In order for debt to be a p%MMrce for growth in Nigeria, the country's leaders need to

adhere to strict bu e@

managing the co t public funds. Another research looked into the effects that Nigeria's

delines and maintain a high level of responsibility when

high exten%% has on the country's economy. The data collection came from the

securce and the methods of analysis used were regression and granger causality.

The ﬁndlngs of the regression analysis revealed that both the total amount of external debt

and the total amount of interest paid on that debt have a negative relationship with GDP'*2,

The Granger causality test demonstrates that there is a unidirectional causal relationship
between GDP and external debt service. This relationship runs from GDP to external debt

service. Additionally, the Granger causality test demonstrates that there is a unidirectional
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causal relationship between GDP and external debt. This relationship runs from external debt
to GDP. It suggests that a nation's external debt should be primarily incurred for economic
reasons rather than for social or political reasons, as this would result in an increase in the

nation's overall productivity.

The study on the influence that Nigeria's external debt has on the country's economic
growth!?3. For the purpose of this study, empirical research was conducted in Ni %using
the co-integration test and the error correction test from 1980 to 2012. Thq%ﬁ ts of this
study provided evidence in support of the conventional view regar he relationship
between external debt and economic growth. In addition, the sh%%:}e to the conclusion
that Nigeria does not have a debt overhang problem. Accordl%&p the findings of the study, it
is recommended that development activities in N @ financed by increasing earnings

from exports, which should be led by an export wth strategy, as well as investments in

human capital, as these can be the best alt@e to external debt in the long run.

In a separate but related study, de%%fwclng and economic growth in Nigeria. The study
used the ordinary least sq mu 1ple regression method to determine whether or not debt
payments to Multilater, 4%amal creditors, London Club creditors, Paris Club creditors,
Promissory note\gers and other creditors (Non-Paris Creditors) have an inverse
relatlonshlé%\ gross domestic product (GDP) and gross fixed capital formation at current
pric@@F) from 1981 to 2004. According to the findings of the study, the payment of
debt to creditors of the London Club, creditors of the Paris Club, holders of promissory notes,
and other creditors has a significant impact on the GDP and the GFCF. Debt payment to
creditors of the Paris Club and debt payment to holders of promissory notes are positively
related to GDP and GFCF, whereas debt payment to creditors of the London Club and other

creditors showed a negative significant relation to GDP and GFCF. Consequently, GDP and
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GFCF have increased!”s.

Using econometric models, a study investigated the relationship between Nigeria's external
debt and economic growth from 1975 to 2006. The study covered the period between 1975
and 2006. The findings of the error correction estimates indicated that the country of
Nigeria's high level of external debt has a corrosive effect on the country's rate of economic
expansion. They stated that Nigeria needs to be concerned about the country's’ @ptive
capacity, noting that consideration about low debt to GDP and low de%@wice/GDP
capacity ratios should guide future debt negotiations'®®. A second stu n the effect of
external debt relief on sustainable economic growth and developm@sﬁigeria. In this study,
he used Chi-square, Regression, and Correlation analzlsis %ﬁs}st the relationship between
external and internal debt stock in relation to debt %@@ﬂhis study, he found that there is a

relationship between external and internal debt stock'in relation to debt relief, that debt relief

affected the economic growth of the eco@n}y and that gradual debt relief was associated

with more sustainable economic grow&é‘@'

The authors of the study co ug& used the regression technique to analyses quarterly time
series of external de t&n{%l debt service, and real gross domestic product. They were
interested in dete%ﬁf}g how the reduction of external debt would affect economic growth in
Nigeria. l’%us the conclusion reached after analyzing the data from the regression.
Acc@o the findings of the study, the reduction in Nigeria's external debt made
additional resources accessible for the country's economic expansion. The researchers also
suggested that Nigeria move toward discretionary concessional borrowing!'>®. A study
conducted used information pertaining to the Nigerian economy for the years 1970 to 2010 in
order to investigate the severity of the external debt crisis and the impact it had on economic

growth!!!, In order to investigate the link between GDP per capita and the other
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macroeconomic variables, they used an error correction modelling framework in conjunction
with co-integration analysis techniques (foreign reserve, debt stock, investment, debt service
payment). According to the results of the test, the underdevelopment of the country was due
to a combination of political instability, which may slow the country's rate of development,
and other factors that are independent of politics. As a result, they suggested that Nigeria's
external debt should be brought down to an extremely manageable level so that the country's

&

The analysis of the effect of external debt on infrastructure development, in Afrlca over the

economic development crisis could be avoided.

2003-2018 periods was done in a study'®. It employs fixed-& %Drlscoll and Kraay's
estimator and Lewbel's estimator after the second- generatloléfyt roots test. The estimations
establish that the effect of external debt on the level of @tmcture in Africa is negative, but
for a sustainable level of debt around 99%, the p §1mpact of the debt on infrastructure is
observed. While the effect of external del@}esulve when mobile cellular per habitant and
ICT index are utilized as the de?é‘%ht variables, similar results were found when
transportation, electricity, and&sa;rr and sanitation indexes were used as the dependent

variables. These findin é&:st that governmental policies should be supported that

increase infrastmct@stment and ensure sustainable debt.

WV

According‘%e finding of the study Infrastructure development has been found to be a
drivnomic growth. In light of the increased levels of public external debt contraction
over the last few years, how would the Zambian government approach the process of budget
allocation towards infrastructure development in response to the debt servicing charges?
Another study examines the effects of public external debt servicing on infrastructure
spending in Zambia using time series data from 1970 to 2014 and the Auto Regressive

Distributed Lag Model or Bounds Testing Approach to Cointegration as emphasized by

80



Pesaran et al. to test for long-run equilibrium relationship. The study takes into consideration
that at some point during this period, the Highly Indebted Poor Countries Initiative was
implemented which saw a large sum of Zambia’s external debt cancelled. The World
Development Indicators and Africa Development Indicators databases served as the primary
sources for the secondary data. The regression results show that debt servicing is found to

have a negative impact on infrastructure spending in Zambia!%.

Q°
The study examines the effect of Nigeria's external debt on economic gmv%}e study's
information is gathered from secondary sources. Data are collected for factots such as Gross
Domestic Product, External Debt Services, External Borrom%%?emal Reserve, and
Exchange Rate. The scope of this study spans the year.s K@h}hrough 2015. The ADF unit
root test demonstrates that none of the variables ar s@nary at level but are stationary at
first difference. The Johansen cointegration test r &a long-run link between external debt

and the growth index (GDP). It also demc@%‘i at at least one stochastic trend drives the

link between the variables. The R@ion test demonstrates unidirectionality between

external debt and GDP'%, \;O

N
A study conducted b@chers uses a structural vector auto-regression generalized
economic growthymodel augmented with a debt variable to characterize the dynamic impact
of innovatﬂ%\gextemal public debt-to-GDP ratio on per capita GDP growth, investment,
tradss, exchange rate and inflation in Nigeria over the period 1970-2014. Using
Blanchard and Perotti identification techniques to arrive at economically interpretable
variance decompositions and impulse response functions, the results show that external debt
shocks have long-lived negative impacts on economic growth and investment, as consistent

with the debt overhang hypothesis'®”.

Moreover, innovations to external debt were found to have short-lived positive impacts on
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inflation, negative impacts on trade openness, but insignificant effects on the exchange rate.
The implication is that attainment of sustainable levels of economic growth and external debt
is guardedly sketchy at the moment and could remain elusive if aggressive measures are not
undertaken at reducing the debt burden, encouraging domestic savings vis-a-vis domestic
investment, and channeling borrowed funds towards the provision of basic infrastructure and
goods that would not inflate the economy or hamper external competitiveness.but rather

D

increase the level of economic activities and improve the well-being of citizens. Q’}\

S

A study carried out, provides an empirical contribution to the national @se by assessing
the impact of foreign debt on the Nigerian economy. The main‘ﬁ{%ﬁg%f this study, which
employs a dynamic variation of the auto-regressive distributa@g model, is that the economy
is negatively impacted in the long term by the a u@a‘[ion of foreign debt and related
service payments. The policy implication is that government should always ensure that

external debt accretion is sustainable and l(SGdXI‘ infrastructure development?®2,

Another author studied to detem@mpirically the degree of the relationship between
external borrowings and fi ﬁlli the Sustainable Development Goals, the relationship
between external debt @ainable development in Nigeria (SDG) Zero Hunger and the
SDGs 3: Good haﬁlﬂtiﬂ'nd general wellbeing?®. Secondary data for the period 2003 to 2019
were extra%rom publications of the Debt Management Office (DMO) of Nigeria, the
Natreau of Statistics, the International Monetary Fund (IMF) and the World Bank.
The study formulated two hypotheses and tested them using Spearman’s Rank Correlation
tool. The findings showed that there is no meaningful connection between Nigeria's external
debt and sustainable development. The study argues that the accumulated external debts in
Nigeria are not properly utilized for sustainable developmental projects that reduce the high

poverty index and low life expectancy of its populace. It therefore, recommends the adoption
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of debt management strategies targeted at gradual liquidation of Nigeria’s external borrowing

to avoid debt overhang. This should be done through a reduction in excessive government

spending especially expenditures on non-productive sectors of the economy. Hence, judicious

financial management on long-term programs to lower poverty and increase life expectancy

must be implemented if Nigeria is to join other United Nations member states in achieving
N
2N

The author investigates the impact of external borrowing and debt servicing oq%han capital

the 17 SDGs by the year 2030.

development (HCD) in Nigeria from 1960-2019. To achieve this objecti is paper collect
data from the archives of the Central Bank of Nigeria (CBN)\t .National Bureau of
Statistics (NBS) and the debt management office (DI\(IO) %&arious years. The Ordinary
Least Squares (OLS) regression technique was used o®ight hypotheses. Results revealed
that external debt servicing has an inverse relationship"with HCD whereas external borrowing

has a significantly positive impact on H@

the increase in public spending on @Btion and health. The study recommends among

variables in the model contributed to

others that prior to any requestwnding that would require internal or external financing at
both levels of governmen artisan feasibility assessments should be conducted. This will
involve the commn@ijgwhere such projects are sited to supervise the execution of such
projects. Adds i@ , it is advised that the federal government limit its borrowed funds to

ﬁnancing@ab e capital investments that can yield sufficient returns to eventually pay off the
debtzo;.:

Similar study used data from 1981 to 2020 to examine the relationship between Nigeria's
external debt burden and its infrastructure development using the Autoregressive Distributed
Lag Model (ARDL) and the granger causality test. A yearly adjustment or elimination of the

disparity between the actual and the long run or equilibrium value of infrastructure
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development is shown by the coefficient of error correction term. Long-term infrastructural
development is found to be negatively influenced by external debt, domestic debt, and
inflation rate, while being positively influenced by the exchange rate and interest rate. Long-
term effects on infrastructure development were also identified for domestic debt and the
exchange rate, but not for external debt, inflation, or interest rates. Additionally, the results of
the Granger Causality Test indicate that while there is no connection betwee.n N‘}‘égeria's
external debt and the country's infrastructure development, there does ap%s}o be a

unidirectional correlation between domestic debt and infrastructural gro '?g@eriam.

The author analysed the effects of Nigeria's debt load on ‘t@lﬁltry's infrastructure
development from 1986 to 2019. The research incorporated al time-series data and used

Fully Modified Ordinary Least Squares (FMOLS) ti‘@otechniques to probe the interplay
between the variables. Domestic debt was f §[o have a positive and statistically
significant link with infrastructure develo@e}vvia both the present and lagged coefficients,
while external debt was found to ha@%ﬁegative and non-significant relationship through
both coefficients. The finding i%y that rising federal debt at the domestic level is
associated with increased i {ructure development (in the short run), whereas rising federal
debt at the exter@el has not been associated with any such improvement in
infrastructlln% pment. In conclusion, the Granger Causality test established the unit and

bidirecti(@

materially contributed to the development of Nigeria's infrastructure and that Nigeria's

ature of the link. Therefore, the study determined that external debt has not

massive external debt profile, even before the debt forgiveness of 2005/2006 to date, is not

justifiable and uncalled for?"’.

The study assessed how government borrowings impacted infrastructure growth in Nigeria.

The federal government of Nigeria has been allocating capital expenditures for infrastructural
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development. Quantitative data for the three variables of the study came from the Central
Bank of Nigeria's statistic bulletin, the only form of primary data used in the study. Ordinary
Least Squares (OLS) Regression analysis was used to examine the data and establish the
connection between the variables. According to the results of the analysis, there is a causal
link between the variables, but only in the short term. The research also shows that there is a
positive correlation between federal government capital spending and domestic er‘tbbiut no
correlation between capital expenditure and international debt. The findings im@‘h\ﬁt in the
near run, higher levels of federal government debt lead to higher levels . %xpenditure

(Infrastructure development), whereas higher levels of federal K rament debt owed to

foreign countries have not led to rises in capital investment (in{@ctural development)?%.

.QQ)

Debt is a result of borrowing. Therefore, borrowi%@govemment implies either public
t"

debt or government debt. Therefore, the term "d

N\

an organization that were neither given t@n any manner belonged to its owners?%, The

fers to the financial resources used by

difference between domestic savin % investment—which might grow over time in
absolute terms — is what causévge The nation must borrow more money in order to keep
up a steady flow of net i %s'\as the difference grows, the debt mounts, and interest rates
rise. Additionally, iQeﬁ to borrow money to refinance aging debt?”. Public borrowing or
public debt i é\s a significant source of revenue for the government. Government may
turn to @o ing if revenue from taxes and other sources is insufficient to pay for
expen&res. In times of financial crisis and emergencies like war, droughts, etc., such

borrowings may be more required?'”.

It is said that public debt is the accumulation of deficits brought on by an excess of
government spending relative to its revenue (majorly tax and return on investment). In order

to raise funds for initiatives they see necessary for spurring development, countries around
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the world typically turn to borrowing at some point?!!. Countries borrow because they are
unable to amass sufficient domestic savings to engage in economic activity. These
international borrowings by nations are intended to supplement domestic savings and enable

such nations to engage in economic activities.

Therefore, second and third-world nations, such as Nigeria, frequently engage in external
help and outright borrowing since they lack the autonomous resources to bring abc'n{@e kind
of dramatic infrastructure development required to compete with first-world n@%& 12, Some
academics have claimed that no government can function successfully and ¢fficiently on its
own; instead, it needs assistance. The total amount of debt owed b@uﬁtry s government at
any given time is considered that country's nat10na1 de%@erefore, Nigeria's central
government's debt is that portion of the total res netary) mobilized by the federal
government over a specific period that was n§duced by the government's revenue

generation drive but was instead loaned® another party (both inside and outside the

country) for the augmentation of t@é‘%’ailable resources in order to meet the nation's

development or emergency nee&@

Public debt is typic ll@ both domestically and outside. Public debt that is floated
domestically is r to as internal debt, whilst loans that are floated internationally are
referred to%&ernal debt?!'. The national debt can be divided into two categories: internal
and Funds borrowed from domestic sources are referred to as internal debt. Sold-off
securities, bonds, and bills are used to finance this kind of debt. Money borrowed from
foreign lenders is known as external debt. Private sources, other nations, and the International
Monetary Fund may all be considered in this (IMF). Government bonds or other types of
securities serve as the vehicle for governmental debt. The government and the lenders enter

into a contract when they create such securities. The government incurs a duty to repay the
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principles and interest as agreed upon when it issues securities, raising a public loan. As a
method of public borrowing, the Indian government issues treasury bills, post office savings

certificates and National Saving Certificates?!>.

Some academics divided debts into internal and external categories. Domestic debts, usually
referred to as domestic debts, are obligations that a borrowing government incurs locally. In
order words, they are those loans raised from within the national boundary of a cb\ﬁb. The
definition of external debt in the Nigerian economy is debt owed to nonresid@é%r nationals
and payable in foreign currency, products, or services. Nigeria experienced domestic
financial constraints, just like other developing nations. Due to t%%}action, external debt
is now a necessary addition to local resources for fosteriﬁésénable economic growth in

these developing nations. This is feasible if the finangi ins from such projects outweigh

the cost of the debt's interest. But heavy external’ debt frequently restrains economic

expansion®!s, The burden of debt on ind@a‘uons has caused money to be diverted into

debt servicing rather than essential ec@@ﬁc projects?!”.

Q
The debt problem in Nigeria %ﬁched a critical level. Considering that Nigeria is still one
of the world's poorest @gs, the debt crisis is particularly dire. When compared to the
total sum of N2,2\%ﬂgllion in 2006, shortly after the Paris debt cancellation, Nigeria's debt
record has@ped to a staggering sum of N8.32 trillion as of the end of the third quarter of
ZOU@Qich foreign debt accounts for N1.29 trillion or $8.26 billion and domestic debt
amounts to N7.03 trillion. Despite the Parish Club's debt cancellation in 2005, this event has
taken place (DMO, 2013). From the outset of its modern history, Nigeria was classified as a
debtor nation. By contrast, Nigeria's economy was quite robust. She had no right to borrow
money. In fact, she fought and won a 30-month civil war between 1967 and 1970 without the

aid of a foreign loan. General Yakubu Gowon (1966-1955), the military dictator of Nigeria,
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famously observed that the country didn't have cash flow problems in the early 1970s; rather,

her concern was how to spend the money in her vault?'3,

Surprisingly, the nation's vault quickly started to dry up. She later realized that she had to
take out international loans in order to stay afloat. Despite the contradiction of being an oil-
exporting nation, it began joining the League of Debtors in 1981. Up until 1978, Nigerian
government borrowing was not essential due to the country's plenty of petrodollars & esult
of the 1973 OPEC oil price windfall. The administration has set the .lilqun external
borrowing at a manageable N1.0 billion up until this point. With ségun Obasanjo's
decision to raise the foreign debt threshold from N1.0 billidﬂ;{@%gb billion in 1978,

Nigeria's meeting with other debtor countries officially begar%&%

She quickly became embroiled in a dire foreign@ue that jeopardized her country's

ability to advance economically, politicalli,@ly, and culturally. Poverty accompanied

this debt problem. It moved up in a swiag. instance, poverty increased dramatically from
28% in 1980 to 66% in 1996 befor@mlly leveling off at roughly 70% in 2000. Simply put,
according to the UNDP, 65 ﬂ'lsi Nigerians were making less than $1 a day. As a result,
only a small numbe@@e{

ontrolled the majority of the country's wealth, while 3 million
Nigerians annualhch

the unproductive labor force?%.

History s ‘ﬁlat the early 1980s, following the rise in oil prices in the 1970s, marked the
begi@ of the debt load on less developed nations. The world community's responses to
"oil price stocks" gave rise to it. A key obstacle to the growth and development of African
nations has been their mounting debt, which is one of the crises' lasting effects. An industrial
sector that was excessively dependent on imported commodities with very little value added

was made possible by faulty incentive structures??!.
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As a result, Nigeria's economy gradually grew dependent on crude oil, which by the start of
the 1980s accounted for about 22% of the country's GDP, 81% of its government revenue,
and over 96% of its export revenue. The availability of credit facilities rapidly decreased as

the full extent of the debt situation became apparent.

The lack of medium- to long-term financing caused a number of projects to be put on hold,
while the lack of short-term financing further depleted the country's foreign @‘tange
reserves by preventing it from using the conventional method of ﬁn@%ﬁ imports.
Additionally, it led to an expedited degradation of terms of trade as suppliers increased prices
to account for a risk premium against payment delays, agg @?he obligations and
challenges associated with making payments???. It is behe %at debt relief can increase
economic efficiency when a nation has a debt over r@ﬁfore the release, the nation's debt
was in such a pitiful condition that paying down §

ts required enslaving labor, which was

worse than when Nigeria was ruled by co@a\\powers Nigeria received debt relief from her

creditors in 2005. (éé'

Q
But the question is how ou %eomy has been affected by receiving a $18 billion debt
reduction. Have w @tter since receiving assistance from an upgraded capital
infrastructure and\adigen socioeconomic and political environment? How has the nation's
borrowingﬁ%qor changed since then? If one were to compare these two points side by side,
one ndoubtedly conclude that the country has not had any significant good effects. It
is regrettable that ten years after debt relief, crucial economic sectors including education,

power, transportation, and currency rates, among others, are still expected to provide proof or

sources of such debt reduction.

In fact, they claim that several research cast doubt on the effect of reducing external debt,

particularly with regard to economic growth. Despite the Paris Club's debt cancellation for
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Nigeria, the proof of faster economic growth remains tenuous®?. It is argued that the results
in areas such as education and health, as well as the exchange rate, external borrowing, and
debt servicing, should show evidence or sources of the impacts of such debt relief. If not, one
might wonder where the resources that were previously used to service these debts have gone,

or what has become of the government's promise to reduce poverty if the debt is relieved??%.

Infrastructure development entails creating the essential frameworks needed for a'c@unity
and civilization to function. Typically, this refers to infrastructure like %ﬁ, sewage,
electrical grids, telecommunications, renewable energy, and so O .hhrd.org).
According to a group of academics, costs associated with capl‘[@i&ts including roads,
airports, healthcare, education, national telecommunication%@electricity production are
referred to as capital expenditures. Capital expendi re@v costs for capital projects, lead to

improvements in a country's infrastructure. As ges t, every nation's ability to enhance its

infrastructure will undoubtedly have an iﬂ@

>

Therefore, in this analysis, cewi) ding by the government has been combined with

its economy??’.

infrastructure development. I 0; r to have a significant impact on the nation's infrastructure
at any one time, t &%authority of any country must deploy enormous financial
resources. This is}qil ational economic managers, despite a tight economic schedule, work
to amass s@apital (via savings) in order to gather significant resources over time to start
mak@@iﬁcant capital investments (infrastructure development) in the economy. There is
a claim that any society's economic development and growth include capital accumulation.
When a portion of current revenue is saved and invested in order to increase future output
and incomes, it occurs??®. According to some academic authorities, capital accumulation

includes all of the institutions and mechanisms that are employed within a specific ownership
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structure of the means of production to extract surplus from the economy as well as to

mobilize and direct the surplus in order to increase the economy's productive capacity.

For instance, highways make it possible to convey raw materials to factories. The
fundamental physical infrastructure of a nation or community, including its roadways,
utilities, water supply and sewage systems. These systems are thought to be crucial for
facilitating economic productivity. Infrastructure development frequently dem’a@a big
initial investment, but there are usually huge economies of scale®%. Acwr@%&o a study,
growth performance in Nigeria has a long-term relationship with externa e\,domestic debt,
and debt servicing. At p 0.05, the economy showed evidenc'e@)aositive relationship

between growth indicators and foreign borrowed funds as w %omestic debt, but at p 0.05,

debt service negatively influenced economic grow%@

Researchers examined the effect of foreign b@ng on the Nigerian economy by using the
value of external debt from the CBN se&'@ bulletin and the prime lending rate as proxies
for external debt and the real grq&%’bmestic product (RGPD) as a proxy for economic
growth using OLS estimati %& From the results of the test, it was found that foreign
borrowed funds and h&%lending rate caused an economic growth fluctuation of about
12.3%. However,)&hdgdrge the government to start and create measures that would deal with
the extem@g that is the root of the problem. In light of this, he suggested that
fun g policies be implemented in order to limit the amount of external debt that is

incurred?32.

Whether foreign-borrowed funds are a tool for or a threat to the expansion of the Nigerian
economy was the subject of research. Data for this study were obtained using OLS estimating
techniques from the CBN statistical bulletin. The government should maintain good debt

management in order to encourage future growth because findings show that external
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borrowed money is favorably associated to economic growth?*. Another group of researchers
looked into how foreign borrowing impacted the expansion of the Nigerian economy. The

study covered the period from 1970 to 2010 and used data from CBN statistics bull?3*.

The GDP was utilized as a stand-in for growth, and five additional variables served as stand-
ins for debt indicators. The analytical approach included three separate estimating tools, and
the results show that foreign-borrowed funds directly contribute to Nigeria's @omic
expansion. The relationship between Turkey's economic development and.ex%l debt was
investigated by two scholars. External debt was found to have a u ectional causal

relationship with economic growth using VAR estimating technitu@jc? data spanning from

2003 to 20142, ) Qqh)&%

Other academics conducted studies to see w@%\e crowding out effect and debt
overhanging have an impact on the develop@of specific poor African countries. Eight
countries in Africa with significant forﬁ%lgeﬂt were evaluated from 1991 to 2010 in order to
meet study objectives. The ﬁnding@%w that because poor African nations cannot service
their foreign debt, they are u%é to borrow abroad and must instead turn to domestic
borrowing, which att ac@'@e number of private investors®*¢. Two academics looked into
how foreign borr gg)lmpacted the expansion of the Nigerian economy. Data for the study
were taken‘%%e CBN statistics bull and covered the years 1970 to 2010. The analytical
apprs@gluded three separate estimating tools, and the results show that foreign-borrowed
funds directly contribute to Nigeria's economic expansion. Findings show that foreign-
borrowed fund stock slows Nigeria's economic growth by raising debt service costs over the

level that can be sustained. However, there was no connection between foreign borrowing

and economic development®*’.
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Using an augmented production function, a study examined the relationship between sub-
Saharan African countries' foreign debt and economic development from the debt crisis years
of 1980 to 1990. The study's main goal was to determine whether the debt overhang theories
were causally related. The theories are chosen that the debt servicing requirements for foreign
borrowed funds have negative effects on emerging countries that make economic expansion
AP

Another study used lease square regression analysis using CBN statmti@ulletins to

through investment nearly impossible?3.

examine the empirical trend of foreign borrowed funds on the developm d expansion of
the Nigerian economy. The results of the research show a feedba, %slaonship between the
level of income in the overall economy and the burden of@&ﬁlgn debt. According to the
study, a country's currency value will decline, its eeo workforce will shrink, the level
of poverty will rise, and there will generally b mic imbalances. Following this, they
suggested that borrowed money be use@\make productive investments whose returns

would be adequate to pay off the deb@herefore promote economic growth?*,

Q
Using vector auto-regression (%, impulse response, and variance decomposition, a study
looked at how borrowi abroad affected the growth of the Nigerian economy. Results
support the notion\ﬂiiri\ere is a tenuous connection between foreign-borrowed funds and the
Nigerian @w, suggesting that excessive borrowing from abroad may not have a
subs@gmpact on economic performance. The results of the study also show that
borrowing money from outside does not reliably indicate whether things will get better or
worse in Nigeria. On this note, he proposed that the Nigerian authority's motto should be a
strong sense of fiscal discipline and the correct frame of mind when allocating borrowed
funds in order to ensure prudent use and so boost the sustainable performance of the overall

economy?%,
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A researcher hypothesized that deficit financing is a recurring pattern in the Nigerian
economy after conducting a study on "deficit financing and its influence on private sector
investment: the Nigerian experience." Over 90% of Nigerian budgets since independence are
in deficit. Deficit financing appears to have a beneficial impact on inflation and a negative
impact on investment in developing countries, especially Nigeria. When there is a deficit, the
government typically seeks ways to finance it by taking out loans from commerci.al banks or
from non-banking individuals, as well as through issuing short-term bonds %éonetary
instruments. Long-term deficit financing discourages private inve .%ich has a
negative overall effect on the economy. The proportionate imPac f Jileﬁcit financing on
private investment in Nigeria was calculated using secondary, \from the CBN statistical
bulletin, the National Bureau of Statistics bulletin, ahg@onometric models. The results
showed a conflict between deficit financing and 1@% over the review period, indicating
that deficit financing in Nigeria discour ‘e@;ate investment. In order to support the
private investor, he advises that the gox@ t should reorient its fiscal policy to discourage
excessive public spending and Kaiu)@ a small budget deficit. Additionally, it is advised that

deficits be financed via the g%itgl market 33 in order to prevent the crowding-out effect.

In a paper titled "I@a’t,nghip between Fiscal Deficit and Public Debt in Nigeria: an Error
Correction A @,” several academics hypothesized a connection between Nigeria's fiscal
deficit an@u ic debt. In order to examine the causal relationship and proportional impact of
both categories of debt on the fiscal deficit, public debt was broken down into domestic and
external debt. Time series information was gathered from Statistical Bulletins that the Central
Bank of Nigeria issued between 1970 and 2011. The unit root test results showed stationarity
of the fiscal balance, income, exchange rate, public debt and its components, and rate of
interest series at their first difference; they are I(1) series, with the exception of the inflation

rate, which was 1(0). Granger causality results for pairs of variables show that there is a
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bidirectional relationship between fiscal balance and public debt, including its domestic
component, whereas external debt is the only source of causality for fiscal deficit. At a 5%
level of significance, the Johansen integration results likewise supported the existence of
integrating linkages. Furthermore, error-corrected estimations showed that the fiscal balance

in Nigeria had a substantial positive connection with debt over the long and short terms.

The findings demonstrated that a 1% rise in public debt caused a 1.85% increase fl@ﬁscal
deficit. Additionally, a 1% increase in the fiscal deficit led to a 0.8% incrws@e national
debt. They added that domestic debt affects the fiscal deficit more than overseas debt does. In
order to finance the budget deficit, they came to the conclusio‘r@%\ageria's government

should take into account an adequate ratio of domestic and e@a debt?*!.

There is a strong correlation between budget d@'%\nancing and economic growth in
Nigeria, according to a study on "the impacts @Sdget deficit financing on the development
of the Nigerian economy." In Nigeri% was a direct correlation between GDP and
inflation and an inverse link betwe%%P and unemployment. The results also demonstrate

a substantial inverse relat£(§hi between government revenue and GDP, as well as a

significant associatioi l@

In order to sé%ﬂ the relationship between GDP as the dependent variable and the

GDP and government spending.

independ@tv iables of government budget deficit financing, unemployment, inflation, BOP,
gove@nt financing, and government revenue, six research hypotheses were developed.
The CBN statistical bulletin was used to gather secondary information. To estimate the
equations created for the investigation, the ordinary least square regression technique was
applied. They suggested that the government should avoid openness in the creation and
implementation of budgets in order to be accountable to the voters. Therefore, it is important

to implement an effective internal control system to enable the early identification of fraud in
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the budgetary process. Law enforcement organizations including the Economic & Financial
Crime Commission (EFCC), Independent Corrupt Practices Commission (ICPC), and the
police. should also swiftly bring those charged in the case to justice. The huge deficit amount
demonstrates that fiscal authorities typically underestimate the cost of budgetary items. The
ineffective planning and evaluation brought on by economic planners' inexperience leads to
excessive deficit spending. A key contributing factor may also be the government'§ att‘ibtl‘lde of
lack of transparency. Therefore, in order to reduce the deficit funding to é\\-[bsolute

minimum of 35, the government should demonstrate a high level 'P&ency in its

.@'\

With the Nigerian economy in mind, a study on deficit fina h&nd its inflationary impact on
g y y ry imp

governance®¥,

developing economies came to the conclusion that i a@rs to have a favorable inflationary
influence on developing economies, notably Nigerial When there is a budget deficit, the
government finds ways to finance it by@g out loans from commercial and merchant
banks or from the general populatiork@ does not have access to banking services, as well
as through issuing short-term w and monetary instruments. Increased risk occurs in an
economy when fiscal pol@r@ pursued using deficit financing. They looked at how much
Nigeria's Gross Do@gﬁoduct (GDP) has been impacted by deficit financing, how it has

affected the @'s ongoing price increases for goods and services as a result of extra-

budgetar@e ding, and the efficacy of the strategic measures taken to end Nigeria's ongoing

deficit Qancing.

The investigation led them to draw the conclusion that Nigeria should cut back on, and
perhaps even stop, extra-budgetary expenditure in order to lessen the consequences of deficit

243

funding's crowding out and prevent future debt crises**. Public debt and economic growth

have a long-term relationship, and they are positively related if the government is sincere
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with the loan it receives and uses the money for the growth of the economy rather than using
it for its own personal gain, according to a study titled "Public debt and economic growth in
Nigeria: evidence of Granger casualty." Using a Vector Autoregressive approach, he
investigated the relationship between governmental debt and economic growth in Nigeria

between 1970 and 2010. (VAR).

A study was conducted on "Fiscal Policy and Nigerian Economic Growth." Whe’r& it was
investigated to see if fiscal policy had any empirical effect on achieving sustaiqgé economic
growth in Nigeria. They came to the conclusion that fiscal policy has n n successful in
fostering sustainable economic growth in Nigeria using the sw@\:}m model evaluated
using the Ordinary Least Square approach. Inconsisten@m policy, a high level of
corruption, wasteful spending, poor policy im el@ tion, and a lack of feedback
mechanisms for implemented policies — all of whichare present in Nigeria and are actually
capable of reducing the effectiveness of@ policy — made it impossible to draw this
conclusion, even though the results aQ@'to refute the Keynesian postulate that active policy
is necessary to stimulate econwctivity. So, in order to move Nigeria's economy toward
sustainable growth and d ﬁégﬁient, they advised the government to eliminate unproductive
foreign borrowing, @ul expenditure, and an unchecked money supply and implement

specific mea @h t would boost and sustain productivity across the board?®.

Acc@ estimates, Nigeria needs N10.63 trillion ($67 billion) for improvements to its
electricity sector, hospitals, schools, and bridges. According to the Africa Infrastructure
Country Diagnostic (AICD) Report for 2011, Nigeria needs to invest $14.2 billion year for
the next ten years to fix its infrastructure problems. To overcome the funding difficulty, she
used Public Private Partnerships (PPP) and Private Finance Initiatives (PFI). The PFI and

PPP models for public project financing are relatively new in Nigeria, which presents a
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"knowledge" barrier. Despite the fact that PFI/PPP structures are growing in popularity in
Nigeria, recent events have revealed that there is a lack of awareness and a thorough
understanding of the many challenges in these areas. The vast amount of funding needed for
Nigeria's current and future infrastructure development was thought to indicate that
conventional funding methods are no longer adequate because the traditional fund providers,

namely the various levels of government, do not have such resources at their disposal‘z‘g.‘

In order to prevent the budgetary imbalances, especially the rising public de%%ﬂ)m getting
any worse, the Fiscal Responsibility Act was put into place in 2007. suggested that
limitations be imposed on the combined debt of the federal, statq@)acal governments in
accordance with Section 42 of the Act and that rules be ma@%accordance with Section 55
of the Act to carry out the Act's requirements. Setti arles restrictions, and deadlines
for their fulfillment is crucial, especially w1t ﬁ to the public debt, debt payments,
borrowing, and deficit. Incentives should be g n to the States that are adhering to debt and
deficit targets, and lastly, federal ageQé‘Q'hke the CBN, Security and Exchange Commission
(SEC), Ministry of Justice, Nfﬁ&gt;pof Finance, DMO, Office of the Accountant General,

and the Nigerian Stock "ksn'ge (NSE) should no longer process, approve, or recognize

public debt that doe@gomply with the provisions of the FRA?%.

WV

The outco@tonstrated that there was no significant causal association between inflation
and Qget deficit (F = 0.9, P > 0.005), while there was a causal relationship between
inflation and the budget deficit (F = 3.6, P 0.05). This suggests that there is a one-way causal
relationship between Nigeria's budget deficit and inflation. Additionally, the outcome
demonstrated that the Nigerian economy's exchange rate changes, which are caused by the

budget deficit, both directly and indirectly affect inflation?*®.
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In a study entitled "Fiscal/Monetary Policy and Economic Growth in Nigeria: A Theoretical
Exploration," three different academics examined the relationship between fiscal and
monetary policies and economic growth and development in Nigeria. They contended that
limiting the government's fiscal irresponsibility will require far more than simply enshrining
fiscal policy guidelines in our statutes. This is due to the abundance of inactive laws and
regulations in the statute books. It mentions that in Nigeria, there is a mode.st long-run
equilibrium relationship between fiscal policy variables and economic devel@. They
advise that in order for the government to make any significant h .%%Nard fiscal
responsibility, some formidable pro-stability stakeholders must arise hQ\are able to confront

the administration's economic irresponsibility?*. @

The relationship between domestic debt and econo ig%g\)wth in Nigeria was the subject of
research titled "Domestic Debt and the Growth of Nig€rian Economy." To evaluate quarterly
data between 1994 and 2008, the researc@%‘t e Ordinary Least Squares Method (OLS),
Error Correction, and sparse model@ findings demonstrate that domestic government
debt holdings are far higher tha&@@ealthy threshold of 35 percent of bank deposits, with an
average of 114.98 percen ank deposits over the study period showing indications of the
crowding out of pri@e)qrestments. Of course, the analysis confirms that debt levels have a
detrimental 1§§D&n economic growth. He advised the government to keep the ratio of its
debt to it@an deposits below 35%, increase the use of tax revenue to fund its projects and
dive&If of any projects the private sector can handle while creating an environment that
is conducive to private sector investors, including tax breaks, subsidies, guarantees, and most

importantly, improved infrastructure?>°.

The relationship between fiscal deficits and inflation was investigated in research titled "An

Empirical Analysis of Fiscal Deficits and Inflation in Nigeria." Although their theory
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suggests that budget deficits cause inflation, empirical research on the topic hasn't been as
clear-cut. They revisited the problem in the context of Nigeria, a developing nation, using
data from 1970 to 2006, a time when persistent inflationary patterns persisted. They used a
modeling strategy that uses structural analysis and co-integration methods. The findings show
a slight but favorable correlation between Nigeria's fiscal deficits and inflation. Additionally,
we could not discover any compelling evidence connecting earlier fiscal deﬁc.it levels to
inflation in Nigeria at the time. Instead, we find that the money supply and in%’&} have a
positive long-term connection in the Nigerian economy, indicating tha h. y supply is
procyclical and tends to increase at a higher rate than the inﬂatior.l r)a\‘@.\

In a study titled "The Crowding out Effect of Budget D@s'\on Private Investment in
Nigeria," the researcher found that budget defici J@%tarted to recur in the Nigerian
economy. Without fully taking into account the %e 1t will have on the pace of investment

in the private sector, Nigeria's budget ha@

Where we can find the money to malgb he difference between expenditure and revenue is

fiscal deficits for up to thirty-nine years.

the main point of disagreemenw@ it be raised internally, through a higher tax rate or the
sale of fiscal instrumentsQ ifl it be financed externally? He did the study taking this into
consideration. He il@tﬂa%d in the paper how budget deficits drown out private investment in
Nigeria's ec @—Ie used an analytical framework that makes use of the Granger Causality
test and ‘;%;yleast squares (OLS) to evaluate private investment and budget deficits. The
stud&ports the claims that budget deficits discourage private investment and that
feedback from private investment increases budget deficits. Following the findings, he
advised stakeholders to cut down on recurrent spending and boost capital spending in order to

promote and create an atmosphere that is favorable for private investment to flourish, which

will assure economic growth.
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The expansionary effect of fiscal policy is stronger when the budget deficit is financed by
money production as opposed to borrowing; it is recommended that budget deficits be
financed through money creation®2. It was decided to do a study on "Who Owes What and
To Whom, Public Debt, Ricardian Equivalence, and Governmental Form." The two linked
questions of whether or not public debt permits the burden of government to be passed on to
future generations and whether or not its formation has a positive net wealth effect were

hypothesized to be the main topics of interest in the postwar literature on pubhc %’%@’3

W0

In a study on the effect of external debt on economic growth in Nigeri was discovered
that while debt servicing was detrimental, external debt was behg‘\ .Afh1s was due to the
fact that borrowed capital increases capital formation and ha%&avorable effect on economic
growth. On the other hand, a high debt-service rati r@es capital flight, which worsens a
nation's performance and lowers real GDP itionally, it supports the theoretical
predictions that the debtor nation loses res@(}i as a result of debt service. They came to the
conclusion that total debt stock, les@ service, still leaves a robust positive balance, to

enhance capital accumulation twsnively impacts economic growth?>*,

In a study that focused @@ servicing and economic growth in Nigeria, the ordinary least
square multiple on method was used to test the hypothesis that, between 1981 and
2004, the @%\ omestic product (GDP) and the gross fixed capital formation at current
prlc@F ) had an inverse relationship with the debt payments made to creditors from the
Paris Club, the London Club, the Paris Club, promissory note holders, and other creditors
(non-Paris creditors). The study found that the GDP and GFCF are significantly impacted by
debt payments to London Club creditors, Paris Club creditors, Promissory note holders, and

other creditors. Debt repayment to London Club creditors and other creditors exhibited a
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substantial negative relationship to GDP and GFCF, whereas debt repayment to Paris Club

creditors and promissory note holders showed a positive relation to GDP and GFCF?>.

Between 1975 and 2006, econometric research examined the connection between Nigeria's
external debt and economic growth. The results of the error-correction estimations showed
that Nigeria's economic growth was hindered by its external debt. They noted that Nigeria's
capability for absorption is cause for concern, and that the country's low debt-tb{bP and
debt-service-to-GDP ratios should serve as a compass for debt negotiations.in@égﬂlture. Chi-
square tests, regression analysis, and correlation analysis were used to investigate whether or
not there was a connection between the size of a country's exté@%c’f internal debt loads
and the likelihood of receiving debt relief. It was shown t@ﬁebt relief affects economic
growth, that incremental reforms and investment Vantageous and that there is a
relationship between external and internal debt ocKin relation to debt relief. The effect of
reducing Nigeria's external debt on econo wth was studied using a regression analysis
of quarterly data on foreign debt, ez&é‘éal debt service, and real gross domestic product.
Using Chowtest on the regreswsult, they found that the correlation between economic
growth and external debt "%gféria between 1975 and 2005 had suddenly and significantly
broken down. Afte@%vering that the reduction in foreign debt boosted the resources
available fo @1 mic growth in Nigeria, the research recommended switching to
discretim@ oncessional borrowing. Also, it acknowledged the real sector as the centre of
Valu&tion, rather than the negative effects of inadequate management and debt payments

on economic growth in low-income, non-sustainable debtor countries?3.

According to the study, our macroeconomic indicators in the 1980s and 1990s had a negative
trend, which increased the debt burden during that time®*. This was due to factors such as

debt utilization, diffusion in the management of loans, poor documentation, inadequate
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external debt accounting, and politics in the management of debt. A study was conducted to
examine the relationship between external debt and economic development using time series
data for the years 1970 through 2009. The lack of a long-term relationship between external
debt and economic growth in Nigeria, he concluded, suggests that an increase in external debt
may cause a decline in GDP. He advises the government to tighten policies that will lead to
improved management of Nigeria's external debts, among other things, in order to .achieve his

recommendationsZ©?, Q*}\

N
In a study from 1981 to 2013, the relationship between Nigeria's extemﬁa%a\edebt servicing
and receipts and exchange rate variations was examined: @?tudy’s conclusions
demonstrated that there are both short- and long-term corre@ns between the servicing of
external debt and changes in the value of the naira. c@h}ng to the study's findings, foreign
public debt servicing has a negative impact on exchange rates whereas external public debt
receipts have a positive impact?%2. Usi@ conventional least squares method, three
researchers looked at the impact of gg@nen‘[ debt on economic growth in Nigeria between
1986 and 2013. The study show&ﬂh} effect of government debt on economic growth over the

studied period was negligible; with external debt, which has grown significantly over time,

barely making a det@l gross domestic product.

WV

According‘%ﬁe study's findings, if the trend of persistent borrowing is not reversed, the
econ@gll continue to deteriorate, leading to rises in unemployment, declines in total
investment, falling reserves, an increase in exchange rates, higher inflation, and ultimately an
increase in poverty. This will happen as a result of surplus budgeting. Therefore, it is advised,
among other things, that borrowing should be the government's last resort when trying to

revive the economy. If necessary, loans should be obtained from within the economy so that,
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once the principal and interest on the loans are repaid, there will be a crowd-in effect that will

further speed up economic activity in the nation?¢?.

The effect of Nigeria's external debt on economic growth was examined in a study. It makes
use of the vector auto regression's variance breakdown and impulse response (VAR).
According to the results of the two-stage data processing, the relationship between external
debt and economic growth in Nigeria is tenuous, and as a result, external debf @wt be
utilized to predict whether economic growth will pick up or slowdown in Ni herefore,
changes in external debt cannot be used to anticipate changes in GDP. Fiscal restraint and a
strong sense of responsibility in managing public monies shb@gﬁthe watchwords of

S

Nigerian leaders if debt is to foster progress in that country%@

A study looked into how Nigeria's economy was a@%} its external debt. While applying
the regression and Granger causality meth&@gf analysis, secondary source data was
gathered. The results of the regressior%' s demonstrated a negative link between GDP
and external debt, including the ser@%bf that debt. The Granger causality test demonstrates

.3

that GDP and external deb@ have a unidirectional causal link that runs from GDP to
external debt servi e,&t at external debt and GDP have a unidirectional causal
relationship that Q;rom external debt to GDP. It suggests that external debt should

primarily b%urred for economic reasons rather than social or political ones because doing

) w@@t national production®®’,

The study advised the government to limit the amount of external debt it accrues over time,
while internal debt accumulation would greatly aid in the growth of the economy?®. The
effect of Nigeria's external debt on economic growth was examined in a study. The
cointegration test and the error correction test were used to empirically investigate the

problem for Nigeria from 1980 to 2012. The study's findings confirmed the conventional
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wisdom that external debt and growth are related. The analysis also revealed that Nigeria's
debt overhang issue does not exist. The study's conclusion is that the greatest long-term
alternative to external debt is financing development activities in Nigeria through increasing

export profits driven by an export led growth strategy and investment in human capital?®’.

Especially during the pre-SAP era, the majority of loans obtained by the Nigerian
government were used to finance development projects. It was also during thfs@e that
Nigeria started to borrow money to help with its balance of payments «crisiss=The era of
careless borrowing from external sources, which is now a ritual, was\brought on by the
succeeding governments as a result of their exposure to it. A schq{&%)a.i}ns that this led to a
significant worsening of the external debt profile and a ;@v problem, necessitating the
need for debt refinancing, rescheduling, and restruc ri@ country's trajectory of economic
progress is hampered by a high debt profile. Principal and interest payments, for instance,

[ ]
drain resources from the nation and i@ government spending on less productive

economic endeavors2%8. (éé'

A professor claimed that d‘exelyo\pgg countries' ability to participate in the global economy

had been severely COfS@j

with it, and that these

y their exposure to external debt and the liabilities that came
ligations now provide a barrier to economic growth and development.
Unfortuna(%?ermining the extent of their external debt is one of the biggest problems
mos@gharan African nations face. Nigeria's external debt increased from N2.3 billion to
N633.1 billion between 1980 and 1990, exceeding the sustainability barrier as the ratio of the
rise in external debt to real gross domestic product increased. Total debt to GDP, a measure
of debt burden, increased from 19.9% in 1980 to 108.2% in 1994, but it then fell between
53.5% in 1995 and 32.5% in 1997. Returning to an upward trend from 1998 to 2006, the debt

burden. After that, the burden dropped as a result of the nation receiving a $18 billion in debt
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relief in 2006. Debt overhang results from the debt burden threshold during the review period
being higher than 30%, which violates the debt sustainability requirement. It is further shown
that between 1980 and 1982, Nigeria's debt burden was within the acceptable range, but that
beginning in 1983, the oil crisis and the introduction of SAP-induced debt policies caused it
to start rising. Investment, particularly in the private sector of the economy, has been driven
out as a result of the rising domestic debt burden. The domestic debt load has, on ‘Ehe (%e‘neral,

been manageable from 1994 to 2014. Q’}\

Because of the alleviation, the overall debt stock's increasing tendeﬁ%vhich had been
caused by SAP-induced policies since 1986, has begun to decliné.@&&mn, the growth was
added up, and in 2014, the total stock reached almost 35 %e%nt of the GDP. From N2.3
billion in 1980 to N328.5 billion in 1990, N3176. in 2000, and N896.8 billion in
2010, the amount of external debt rose. The trag%y@exposing the nation to external shocks
caused by the external debt overhang th@yj\\‘ms further compounded when it climbed to
N1631 billion in 2014, or around 4@rcen‘[ of the real GDP ratio. The primary causes
include budgetary imbalances,Nﬁfcient GDP growth, excessive government expenditure,
a sustained rise in gener "Ase'é, and a decline in public revenue since the start of the oil

crisis in early 1980@% growing debt load has drawn the attention of the International

Monetary F 15, which has warned that the cost of servicing the nation's debt might

reach 350@f evenues within the next four years.

The estimated N2.2 trillion deficit in Nigeria's 2016 budget is anticipated to be funded
primarily through borrowing. The deficit would be covered by a mix of N900 billion in
foreign borrowing and N984 billion in domestic borrowing, or 36.5 percent of the whole
budgeting estimate. This will add to the economy's burden, lower revenue, and jeopardize the

nation's overall development. The relationship between public debt and economic growth and
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development in developing economies has been the subject of some empirical research?®.
According to some academics, the significant allocation of limited economic resources to the
payment of public debt obligations in developing nations has stifled economic growth and
progress over time. They came to the conclusion that the rapid growth in the stock of external
debt and the obligations associated with debt servicing seriously hampered the economy's

performance because a sizable portion of the available resources were being used tczgly off

debts accrued in the past, leaving little room for new investments?7°. Q’}\
External debt and debt service payments have a negative and a positive impact on economic

growth, respectively, according to a study on the "external d%@g.\l\ligeria's economic
growth nexus, problems arising" that used simple regressiqépalysis of the ordinary least
squares. The cost-benefit analysis, project priori 'za@k economic absorption capacity,
productive self-financing investment, accountabi as well as probity in handling
government resources, and debt sustain@hould form the fundamental standards for
contracting domestic or external loav@b‘m advances, he advised. This is because the burden

of debt has a negative impact oﬁxcguomic development?’!,

.3
Between 1999 and O@ldy conducted a critical review of foreign debt management

and Nigeria's de%{d ile. Using a qualitative descriptive style of data analysis, it was
discovered‘% if properly managed within a certain limit, Nigeria's debt appeared
sustn respect to GDP. use the neo-classical theory of economic development®. A
study looked into the relationship between Nigeria's economic performance and its external
public debt. They used the ordinary least squares (OLS) methodologies and discovered that
there was an inverse link between economic performance and foreign debt and

commitment?’?. This was confirmed in a different study that used the co-integration
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technique in Egypt between 1980 and 2006 and came to the conclusion that there is a strong

inverse link between external debt and economic growth in the nation?”>,

A study looked into Nigeria's infrastructure development and debt burden. For the years 1986
to 2019, annual time-series data were taken from the CBN statistical bulletin. At a
significance level of 5%, a multiple regression test based on ordinary least square (OLS) was
used. The study's findings showed that domestic debt and infrastructure developnﬁ@ave a
positive and statistically significant relationship under both current and lag efficients,
while external debt and infrastructure development have a negative relationiship under both
current and lagged coefficients during the study period. The ré@&gest that while the
federal government's external debt has not improved Nige@ylnfrastmctural development

during the study period, an increase in domestic %@feases infrastructure development

over the near term>.
2

Using a dynamic multivariate method,'g' esearchers looked at the connections between
government, debt repayment, and e%‘bﬂﬂc growth in Zambia from 1979 to 2017. Real gross
domestic product (RGDP) was estimated in their model as a function of public debt stock,

‘g a percentage of GDP. Descriptive statistics were used to

fiscal balance, and ia@

examine the datayand=rmultiple regression was used to test the hypotheses with E-Views 9.0

at the 5‘%%9& significance. The empirical findings suggested a one-way causal

rela@@between Zambia's economic development and state debt?.

A researcher examined how Nigeria's national debt affected investment. The study sought to
determine how public debt factors affected investment in Nigeria. Information was taken
from CNB bulletins and Bureau of Statistics publications. Descriptive statistics were used to
evaluate the data in a descriptive manner, and regression model techniques were used to test

the hypotheses at a 5% level of significance. The analysis's findings suggested that Nigerian
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investment would be negatively affected. Using data for the years 1982 to 2017, a group of
academics looked at the impact of state debt on economic growth in Nigeria. Data were taken
from the Bureau of Statistics' annual publications and the CBN Statistical Bulletin. The
descriptive statistics were used to analyse the data, and multiple regressions that were
anchored on OLS were used to test the proposed relationship. The results of the test indicated
that internal debt had a positive impact on growth while external debt had a .noteworthy

negative impact on growth?’’. Q’}\

N

External debt and economic expansion in a developing country were t@ ects of a study.
Finding out how public external debt determinants affected et@icﬂ growth in a rising
economy was the study's main goal. Data were obtainedQ @agh secondary sources, and
descriptive statistics were used to examine them. T te.@e hypotheses, multiple regressions
N

anchored on ordinary least square approach % sed. The outcome demonstrated that

variables related to foreign public debt 1‘@}1 adverse connection with economic growth
over the analyzed period of 77. Simi search looked at the relationship between external

debt and Nigeria's economic gﬁx‘gﬂom 1981 to 2014. The results of the hypothetical test

showed that, for the tim d covered by the study external debt is inversely correlated

with economic grov@bQ
N

Researchﬁ'r%%ed into the connection between Nigeria's public debt and economic
expa@.QThe RGDP, foreign debt, domestic debt, and domestic private savings were the
variables used in the study. Data for the years 1980 to 2015 were gathered from the CBN
statistical bulletin and Bureau of Statistics publications. The data was examined using
descriptive statistics. To evaluate the proposed hypotheses, multiple regressions anchored on
ordinary least square (OLS) were used at the 0.05 level of significance. The results indicated

that Nigeria's economy has grown significantly negatively since 1979%7%,
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Using data with time series qualities for the years 1970-1995, a researcher looked for
evidence demonstrating the impact of the debt overhang crisis on the Kenyan economy. His
research shows that debt service does not negatively affect economic development. However,
it did point to some crowding-out of private investment*’. According to a researcher's
findings, the degree of productivity of various components is not significantly impacted by
external debt. In the case of emerging nations, it was discovered that a greater growth rate

typically goes hand in hand with a lower level of external debt and that public @al debt,

as opposed to private external debt, drives the negative effect. ,%\

The study's findings also showed that in industrialized econor’h@gg}e is no correlation
between public external debt and economic growth?. In hi& @%@rch on the issue of external
debt in Africa, the scholar concentrated on Nigeri @ orocco. The work's submission
included the statement that investment is 'n%cantly influenced by foreign debt.
Additionally, he discovered that the s@ countries' debt increase is considerably
accounted for by fiscal expenditure, @ance of payments, and the global interest rate. He
continued by outlining potél@ solutions to the aforementioned issues, including
privatization, a prolonge@l ram of export promotion, as well as the reorganization and
expansion of capital markets®. The impact of external debt on the expansion of the Sudanese
economy fro @'to 2002 was studied. The growth rate of real export earnings was used to
measure @ctiveness of export promotion strategies, while inflation served as a stand-in
for th@fects of macroeconomic policy. He comes to the conclusion that real export has a

positive and large impact on economic growth, but inflation and external debt dictate

economic growth?.

Many Researchers analysed time series data for Nigeria between 1062 and 2006. After

analysing the behaviour of donor agencies throughout time as a result of numerous bilateral
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and multilateral agreements, they determined that the accumulation of external debt hampers
Nigeria's economic growth. The study analysed countries that were privileged to receive
foreign help until the early 1980s, but found it difficult to attract a bigger aid inflow as a
result of political changes, resulting in a twin deficits situation. In examining the impact of
increased foreign aid and external debt on economic growth in these nations, a strong positive
correlation was discovered between external debt and economic prosperity, .whereas a

negative correlation was observed between fiscal deficit and economic growth®. Q’}\

For the years 1970-2003, a study looked at the dynamic impact of de‘l%vice, labor, and
capital stock on economic growth in Pakistan. The productivﬂ)‘\&%)aaor and capital was
found to be negatively impacted by servicing external @g which inhibits economic
growth?®. It was discovered that thirteen countries a@mnger causality when looking at
the short-run relationship between external debtﬁ) onomic growth rate for 27 Caribbean

3289

and Latin American countries between 19@3&

Additionally, two researchers exarr@"a set of data on Nigerian debt and discovered both a

negative and positive relaticlﬁhip ith GDP. Another pair of researchers looked at the impact
.3
0

of foreign debt man e@%
igf

an OLS multi

Nigeria's economic expansion®”. For the period 1970-2009,
on analytical approach was utilized to examine the relationship
between eﬁ@ debt and economic development, and the error correction model was
emp@ examine the long- and short-term dynamics. The empirical finding showed a
substantial correlation between Nigeria's external debt and economic development. Due to
the negative, albeit minor, effects of debt servicing on Nigeria's GDP, the country's external

borrowing contributed to GDP?7°.

A study looked at the effects of external borrowing over multiple generations on the Nigerian

economy's productivity from 1981 to 2014. We test the study hypotheses using the co-
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integration technique and the granger causality test, and it was revealed that external debt has
a positive and significant impact on the Nigerian economy, suggesting that using loans to
finance manufacturing, production, and infrastructure projects will boost economic wellbeing
and encourage economic growth. They advise the government to direct borrowed funds to
specific industries like manufacturing, entrepreneurship, and production when they are
expected to boost economic growth®°. A study examined the impact that foreign .debt has on
the Nigerian economy. The traditional perspective holds that economic @h will
eventually respond negatively to external debt, whereas the Ricardian e 1. ﬁ@ hypothesis

places an emphasis on the influence of external borrowing on econogggowth being neutral.

In Nigeria, the main justification for incurring external deth @been that it should be put to

use as investment capital. The cointegration test % rror correction test were used to
m

80 to 2012. Their findings confirmed

empirically investigate the problem for Nigeria fg
the conventional wisdom regarding the \'@Shlp between external debt and growth and

established that Nigeria's debt overh@xue does not exist. Increased funding for Nigerian

development initiatives is one cﬁ\@r suggestions.
.3

According to a surv @iteramre that is currently available, much research has been
done on the relati g::#p between foreign debt and economic growth, however the control
factors freﬁ%&%mave little impact on this association. Additionally, there are contradictory
resul%guse external debt and economic progress have been proven to have a mixed
(sometimes negative) relationship?. A study looked at how service of the growing stock of
external debt affected the growth of human capital. Time series data spanning 30 years
(1986-2015) were analyzed using the previously developed models in an ex-post facto

research methodology. To evaluate the hypotheses, the Ordinary Least Square (OLS)

regression technique was employed. The study discovered that the stock of foreign debt and
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the servicing of external debt both had large negative effects on the growth of human capital,
whereas the stock of external debt obtained through the Paris Club and multilateral creditors

had negligible negative effects’.

A study was conducted with the goal of determining how Nigeria's external debt affected the
expansion and development of capital formation. The Autoregressive Distributed Lag (ARDL)
modeling was applied to time series data for the years 1980 to 2013. Savings eme’r@as the
sole variable having a bidirectional causal relationship among the variables, b% influence
of external debt on capital creation has been demonstrated to be negative and statistically

significant. Despite being weak (92), interest rate was shown to B‘é{@}ti’zally significant?%4,
Using Nigeria as a case study, a study looked at the-e%%;&of foreign borrowing on the
economic development of emerging countries. D@o the time series between 1985 and
2015 was taken from the Statistical Bulletin\‘f%e Central Bank of Nigeria. The analysis
found a significant positive relations‘& ween economic growth and exports, capital
investment, and debt service ay% . However, a substantial inverse association was
reported between external d b%gexchange rate and economic growth?’, A study on the
effect of external de o@onomic growth of Nigeria was undertaken in order to quantify
economic growth iﬁ&

nction of the ratio of foreign debt to export, inflation, and exchange

rate proxy% exogenous factors. Data were collected during the years 1970 to 2010. The

outc@\onstrated that Nigeria's economy has benefited from external debt?¢?.

Three academics examined Nigeria's experience between 1980 and 2013 in relation to
external debt and economic growth. The study made use of secondary data and performed an
ordinary least squares analysis on it. The analysis found that while there was a short-term
positive association between external debt and GDP, there was a long-term negative link?33.

A study that looked at the ARDL bound testing approach to examine the effect of foreign
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debt on economic growth in Nigeria discovered a long-term relationship between the
variables, namely that production is negatively impacted by external debt?*!. According to a
study that used the VEC model to evaluate the relationship between external debt and
economic growth in Nigeria, the stock of external debt had a positive impact on growth while
the servicing of external debt had a negative influence???. Researchers that looked at the
relationship between external debt and economic growth in Nigeria using the V§ctor Auto-

Regression (VAR) method discovered that the growth of real GDP per capita@'%gatively

impacted by external debt. ,%\QO

Additionally, a one-way causal relationship between real GDP a %s.z)ck of external debt
and the payment of external debt service and real GDP @&%mcovered The impact of
external debt on economic growth in Nigeria from ﬁ%@ﬁ 2016 was determined through a
study. Examining whether external borrowmgs a key influences, such as the exchange
rate, gross fixed capital formation, and@mn rate, have aided the expansion of the
Nigerian economy is the focus of éé;ﬁtudy. The outcome demonstrates evidence of a

statistically significant positiv%»ciation between economic growth and the explanatory

variables, specifically for@eﬁt, exchange rate, and inflation rate?*2,

N)
Using annual data\fdgd‘ee years 1975 to 2006 and the econometric analysis approach, a study
examined (%pact of external debt on the expansion of the Nigerian economy. According
to tl@ correction estimate, Nigeria's economic growth is adversely correlated with
external debt’®, A study assessed the impact of government borrowing on Nigeria's
infrastructure development. The federal government of Nigeria's capital spending has been
used as a proxy for infrastructure development. With the help of the Ordinary Least Squares

(OLS). The study also demonstrates that there is a correlation between federal government
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capital spending and domestic debt that is positive, while there is none at all between capital

spending and international debt.

Nigeria's external debt was first contracted from the World Bank in 1958 when a loan of $28
million US dollars was requested for the construction of a railway and other economic
projects?*. Also in the early 1970s, as Nigeria began to undertake significant reconstruction
projects following the civil war, loans were obtained by various levels of govern . The
necessity to pay the rising deficit gap brought on by wasteful spendin i@er factor
contributing to the worsening debt position in Nigeria. This signaled t‘éﬂ of the end of

the oil boom era, which was characterized by mounting fiscal ‘d@s.éaused by declining

foreign exchange earnings. QQ;&%

The Paris Club of Creditor Nations granted the n%ﬁm in 1964 for the construction of
the Niger Dam in the amount of US$13,1,090§@3When Nigeria turned to the International
Capital Market (ICM) in 1978 for the r&iﬂkussed "giant loan" of $1 billion, the structure
of Nigeria's debt, which had previ%‘b‘primarily consisted of loans with lenient repayment
conditions, was altered. Nige i@t increased to around $39.9 billion in 2002, primarily as
a result of interest, fe s@s, and the drop in oil prices. The debt difficulties caused slow
economic growt inéh‘egeria as well as significant levels of unemployment, poverty, and

security is‘s‘%%xe nation's social, educational, health, and other infrastructures suffered

sign@gegenerationm.

At this point, Nigeria stepped up her efforts to obtain debt relief. Nigeria's problem with
external debt stems back to the colonial era, when foreign loans were obtained to supplement
the meager internal revenue (IGR) for development?!®. Concessional debts from bilateral and
multilateral sources with extended repayment terms and lower interest rates made for around

78.5% of the overall debt stock between 1958 and 19772, Nigeria's external debts grew over
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time as a result of a proportionate lack of foreign currency to fund her developmental
demands, according to the African Forum and Network on Debt and Development
(AFRODAD) in 2007. Government spending was severely impacted by the decline in oil
prices in the late 1970s, necessitating government borrowing to support the balance of
payments and finance projects. As a result, the country's debt level climbed to US$2.2 billion
in 1980. However, it had increased to $33.4 billion by 1991, and rather than decli?in(%‘it was
rising, especially in light of the unachievable debt servicing system and pol@\leaders'

insatiable drive to seek loans for the implementation of dubious projects?*. \QO

The entry of state governments into the external loan market, the’ @ﬁ{}n the share of loans
from bilateral and multilateral creditors, the ensuing rise. in b%h%mng from private sources at
higher rates, and the inability to manage external de s@ently as a result of corruption and
improper handling of oil revenue are additional factofs that contributed to this sharp increase.
Nigeria became more appealing to predat@\elgn creditors as oil production revenues rose,
which resulted in successive goveg@l‘[s borrowing heavily and placing a significant
external burden on the nation.%{e)%gderal and state governments repaid all kinds of loans
owed to both private and ilateral creditors. Due to the resulting debt burden, significant
amounts of oil reve@re used each year to pay off the accrued foreign loans. It is difficult
to divorce Ni e@history of massive indebtedness from its decades of misgovernance and
the on o'@i esponsibility of its leaders®'*. Between 1983 and 1988, Nigeria's inability to
pay@mport bills led to the accumulation of trade arrears of US$9.8 billion, with the
accrued interest totaling US$1.0 billion being recapitalized. Nigeria's external debt increased

once again to $33.1 billion in 1990.

Furthermore, Nigeria's external debt reached a peak of US$19 billion in 1985, which made

debt servicing and rescheduling difficult. Prior to it, Nigeria had had a rise in oil revenue that
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was abruptly followed by a decrease. Nigeria, for example, received $25 billion from oil
exports in 1980; however, this amount fell to $12 billion in 1982 and then to $6 billion in
1986. Throughout this time, government spending was still substantial, and many of the
projects were financed by borrowing from outside sources. Nigeria's total debt as of the end
of 2004 was close to $36 billion, of which $31 billion was payable to the Paris Club of
Creditors and the other amounts were owed to multilateral, commercial, and other non-Paris

Club of Creditors+°. Q*}\

N0

In 1958, Nigeria's debt servicing obligations were light and manag‘e% but eventually
became a difficult bargain. The Paris Club, one of Nigeria's creﬂ'f\ﬁ@%\;’anted $3 billion per
year in debt service payments in 2003, which brought thin@&a head. Nigeria had a total
debt of $33.4 billion in 2004, and when other meas r@ﬂed to provide the desired results,
the nation turned to debt relief in an effort to addr&e debt crisis and the ensuing economic
crisis**®. External borrowing unquestiona@\owdes the benefit of promoting growth, but
the degree will depend on how the re@é‘%@s acquired are put to use. In fact, Nigeria has few
opportunities to find sufﬁcientw(n)g for growth on the domestic market because of the low
level of capital formation@’hation, which is brought on by the low level of income and
the typically high @ane of poverty. In order to complement domestic savings when
faced with a@ f capital, it is widely anticipated that developing nations will take on
external debt #. Additionally, foreign debt is preferable to domestic debt since international
ﬁna@ institutions like the International Monetary Fund (IMF) impose interest rates that
are roughly half as high as those found in the local market. However, whether or not external

debt would be advantageous to the borrowing country depends on whether the borrowed

funds are utilized for consumption or for the productive sectors of the economy?2,
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According to the early contributors, a developing nation's economic growth is likely to be
boosted by borrowing at affordable rates. If managed effectively, such debts can be of
considerable assistance to emerging nations, helping to boost their economies' overall
resources over a particular time period®*!. In order to achieve a level of economic welfare
that would not otherwise be possible, borrowing is preferable when it is utilized to fund
investments that are anticipated to generate a sufficient rate of return or to ‘g‘nooth
consumption in the face of an uneven aggregate supply. To yield a return greate@he cost

of debt servicing, investments financed with debt must be profitable an -%gedm.

To lower the nation's debt load to a manageable level in the p'aﬁ’(\&@ debt management
measures were used. A case-by-case, market-based techni @nown as the rescheduling

strategy was created to help bankrupt countries d%@\abligations. The obligations owed

1
by Nigeria have been rescheduled four times: in 198671989, 1991, and 2000%*%, Rearranging

is meant to have the impact of extendin%@ack duration and enhancing the payment
methods. Due to Nigeria's inability t@e all of the required Paris Club payments on time
each year, the country's debt nwze*ess grew despite these rescheduling arrangements. The
high interest rate, disadv eous terms, recapitalization of accrued interest, and penalty
therefor, among ot@)&ors, contributed significantly to the capital expansion in the debt
stock as a resul is strategy?!. The Baker Plan, the Brady Plan, the Toronto Terms, the
London '@ﬂ , and the Naples Terms were a few of these initiatives. The Heavily Indebted
Poo&ntries (HIPC) program was another debt management initiative that aimed to

achieve total cancellation or forgiveness for the world's poorest countries only if they met the

set criteria.

When Nigeria was excluded from the group of (HIPC) countries that were then eligible and

qualified to get a minimum of 67.0 percent reduction in their debt stocks, Nigeria followed
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the "Evian Approach." Under the Evian Approach, debtor nations are permitted to request
that the Paris Club restructure their loans in a way that takes into account their unique
financial requirements???. However, it entails performing a Debt Sustainability Analysis
(DSA) for a nation, which includes determining the nation's immediate and long-term
financial requirements. The Paris Club will explore long-term alternatives including
decreasing the country's debt stock if the DSA indicates that the debt Position is

unsustainable?'®, Q’}\

80

Other measures taken by the government to address Nigeria's debt OV@ issue include I
an embargo on new loans and directives to state govemmé@'f(eep their external
borrowing to a minimum. The goal of the embargo was to @%e growth of the country's
overall debt stock and reduce the burden of new b‘@)ebt restructuring, in which the
burden of an existing debt is lessened through r&&ing, the issue of collateralized bonds,
and the provision of fresh funds. Maxim@&owing restrictions (iii). Limits on repaying
debt service; debt restructuring; an (vi) A scheme for debt conversion. (vii) The
buyback of debt. Debt consoli%@viii) and a campaign for debt forgiveness (ix). In order
to ensure proper coordi "Ax'éf the nation's debt recording and management activities,
including debt ser@cast, debt service repayments, and advice on debt negotiation as

well as new c@ings, the debt management functions were consolidated into the Debt

Mana en@t ffice (DMO) in 2000%°.

Many Sub-Saharan African (SSA) nations' inability to meet their social demands and pay off
their debt is attributed to the fact that the borrowed money was not put to good use. African
political leaders towards capital flight, which was used to finance international investment in
the main sectors rather than domestic investment 326, diverted a sizeable portion of the

loaned money. The former president Olusegun Obasanjo asked "...how did we arrive to the
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point where our debt burden became a challenge to peace, stability, progress, and
development?" in response to Nigeria's debt relief. We can pinpoint political sleaze, poor
governance, abuse of office and power, criminal corruption, mismanagement and waste,
misplaced priorities, fiscal indiscipline, weak control, monitoring, and evaluation
mechanisms, and a community that openly tolerated corruption and other shady and illegal
QA

The fundamentals of external borrowing involve three phases of the debt. c;@%ﬂn the first

methods of primitive accumulation without labouring the point!8.

phase, debt increases to fill resource gaps; in the second phase, the coun roduces surplus
resources, but probably not enough surpluses to cover interest @g;ﬁs; and in the third
phase, the country must produce enough surpluses to pay ir@g& and amortization. Highly
indebted nations have the distinctive experience f,@bxg stuck in phases I and II for
protracted periods of time. Many emerging nati ﬁ

"N

independence and sovereignty eroded by these circumstances. To the disadvantage of the

ke Nigeria, have had their economic

local population and in favor of the@ntries, the creditor nations have imposed policies
that are essentially anti-people,‘@red the tying of developing countries' economies to the
global economy, and wo 'ﬁoverty. It is said that SSA countries were burdened with a
high external debt @s a result of their incapacity to handle borrowed cash as a result of

financial irreépc@'mlity, embezzlement, and corruption’?’.

The@@ that it was challenging to achieve rapid and sustainable growth and development
due to the debt crisis, which was exacerbated by the extreme poverty and structural
deficiencies in the majority of these countries' economies. Nigeria's debt problems were
caused by, among other things, poor management of oil revenue during the oil boom era and

a high level of corruption in the handling of borrowed money. A lot of politically motivated
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white elephant projects were also started, but eventually abandoned by succeeding

administrations after wasting a lot of money on them?"*,

Nigeria's negotiation under the Policy Support Instrument (PSI) resulted in an agreement in
principle to grant the country a debt relief of 60% (or $18.5 billion), as long as it agrees to
pay $6 billion up front and another $6 billion six months later. The crisis that prompted the
debt relief was acute in Nigeria between the 1950s and 2004. Nigeria's gros’s\ﬁl@mestic
product (GDP) increased little over this time, but it transferred on average notQ%lhan 6% of

its GDP to its external creditors for debt servicing?’2.

. °
As a result of this weight on the debt-export ratio, which calc{@é‘x\dﬁe proportion of debt in
export revenues, the debt crisis became extremely serieu&kgl)upsetting. Nigeria received a
$18 billion in debt relief on May 25th, 2005. The@r&mount of this debt relief program
was $18 billion, or a 60% write-off in exchan@a $12.4 billion payment of arrears and the
buyback of?**, It resulted in a $18 bill reduction on Nigeria's $33 billion Paris Club
debt, a 60 percent overall debt redu@'and a 76 percent debt reduction for the portion of the

debt stock that was not in a@ditionally, it was the first time the Paris Club permitted a
k

discounted debt stoci b@

(MDGs). T @ayment Nigeria must now make to its creditors has been lowered by

9

roughly $4, bittion annually, or on average just under 2 percent of GDP, thanks to the debt
relie@kage. The amount of foreign transfers that must be made less frequently will
directly improve Nigeria's fiscal status and output. Without the debt relief, Nigeria's already
drastically reduced budget would have had to be used to pay the full interest and amortization
on all public commercial debt*?®>. Nigeria was predicted to be able to maintain its level of
foreign debt, profit from the investments made with the borrowed money, and pay off its

obligations without negatively impacting the country's development and growth. By
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providing funding for urgent infrastructure requirements, the relief will promote a private
sector-driven economy and job growth, which will increase employment across the board.
Due to the debt relief, Nigeria is no longer classified as a nation with "bad and questionable

debts," which will enhance its credit standing with other nations.

In order to enhance foreign direct investment (FDI), which will expand the industrial base
and generate wealth, the sociopolitical and investment environment must improve. @der to
increase the competitiveness of private firms, Export Credit Guarantee.AQ%ks will be
confident in resuming insurance coverage for exports of goods and ices as well as
investment capital. The accomplishment of macroeconomic m@,ﬂﬁscal viability, an

increase in (FDI), rekindled confidence among intemationa@estors, and an improvement

in the standard of living of the populace are only %@he anticipated advantages of debt

reduction®?. This enormous sum would be made available right away to finance important
priority sectors, such as health, elementar@ation, water, food, security, power, and other
infrastructure to boost the econor%hu order to implement the National Economic
Empowerment and Development) Strategy (NEEDS) and achieve the Millennium
Development Goals, as w {0 reaffirm its status as the continent's economic and political

powerhouse, signiﬁ‘antg) vings from debt relief are required’.

WV

The world@ancial and economic crisis of 2009, which was sparked by the collapse of
the e lending market in the United States, erased the benefits of the debt cancellation
that were supposed to materialize in a few years. The crisis had a remarkable impact on
Nigeria's exchange rate, which skyrocketed from roughly N120/$ in the final quarter of 2007
to more than N150/$ (a rise of about 25%) in the third quarter of 20092%°, Due to the ongoing
decline in crude oil prices, which fell from an all-time high of US$147 per barrel in July 2007

to a low of US$45 per barrel in December 2008, Nigeria's foreign profits have sharply
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decreased. Statistics readily available demonstrate that Nigeria's external borrowing has

increased since the debt reduction in 2005.

The amount of outstanding foreign debt for the nation rose from $3,545 million in 2006 to
$3,654 million in 2007, and then to $3,720 million and $3,947 million, respectively, in 2008
and 2009%8. The capacity of a nation to fulfill its obligations under its external debt is
referred to as external debt sustainability. It evaluates a nation's immediate and @-term
needs. If a nation is able to pay its current and future foreign debt service %nments in
full, without resorting to debt rescheduling or the buildup of arrears, and\without sacrificing
development, it is considered to have achieved external debt sus@jl.ﬁy. According to an
IMF examination of debt sustainability completed in. 20% igeria's debt must first be
reduced by 67 percent in terms of debt service pay em@efore being reduced by 67 percent
in terms of debt stock (IMF 2004). However,”a study reveals that the country's
macroeconomic policies caused the accun@%n% debt that was unsustainable based on the

strength of her exports. They discoy%that macroeconomic policy combined with poor

trade policy, which lasted from«&gﬁo 1988, resulted in a borrowing rate that Nigeria could

not sustain®%. ® N

International creditorS=tike the World Bank entice Nigeria to take out more loans because of
the beneﬁ@%ﬁgerive from doing so, as their service fees rise above the amount actually
borrhile Nigeria experiences significant capital flight as a result of the yearly debt
payment?*. According to a survey, the cost of servicing these debts over time can be up to
100% higher than the amount that was actually borrowed. For example, Nigeria's actual
borrowing was estimated at $10 billion for the roughly 20 years prior to the Paris Club's 2005
debt write-off, despite the fact that the country spent over $35 billion annually on debt

service throughout that time and still had nearly $36 billion in debt>**. In 2005, the United
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Kingdom (UK) received $12.4 billion from Nigeria as part of the debt deal with the Paris
Club, which is more than the UK government spends on aid to all of Africa in five years and
more than the G8 countries committed to the continent's conditional aid in ten years. This is
because the external loans regime has ensured that more resources are leaving Nigeria for

industrialized countries*’.

Nigeria has always been dependent on foreign creditors due to its ongoing external @owing,
which eats up a sizable portion of the annual national budget to pay off debt%/ever, nine
years after it received relief from its debt burden that had been accumula er the years by
successive governments, a new debt burden has begun to emé@s?l result of renewed
frivolous borrowings, the method of which the House @epresen‘[atives described as

"dubious, shady, and corrupt" As of April 2013,@%} external debt load totaled $10.4

billion, devouring $923 million of the country's annuatbudget.
The Moderating Effect of Tax Reven&&'Q)

Tax been a source of governﬁqlg;genue is critical to the attainment of public sector
mandate. Specifically, w tax is created, collected, and administered efficiently the
potential that gover@ be able to meet its present governance need to its people high
very high. A 0@ to tax literature, the relevance of tax is to ensure that public authorities
have the éﬁes they need to provide citizens with social amenities and security, and to
fosterg)nomic growth and prosperity®®. Most governments' revenue bases are built on
taxation®. Taxation is the economic pivot point between the state and its citizens, and tax
money is the lifeblood of the social compact. A nation's tax policy is the primary means
through which public and private sectors allocate resources within the country. Taxes are
levied for the purposes of controlling enterprises, reducing income inequality, lowering

inflation, and protecting nascent industries.
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For tax collection to be as efficient as possible, the tax system must encourage economic
growth and development in a number of ways. Through the efficient and effective use of tax
income, which in turn encourages voluntary compliance, a healthy tax system supports and
drives commerce. In light of the fact that taxation continues to be one of the most stable ways
in which states raise money to fund public expenditures, it is incumbent upon the appropriate
authorities to implement tax policies that streamline tax administration while simyltaneously
fostering economic expansion**. The position this study is advocating for iség\fevenue
generated from tax when dully administered can enhance the effect exte a. ing has on
. @'\

CQ

Extant literature has positioned the possible outcome of exte@borrowing on infrastructural

infrastructural development.

development and economic growth and prospe&@ever empirical discussion of the
h

moderating effect of tax revenue remain sparse.%l ajority of the studies on tax revenue
t

have positioned it effect on economic g and development and organisational
performance including for manufac@, service and small and medium enterprises in
different research context. Be@% of first study to thread this path of examining the

moderating effect of ta etue on the interaction between external borrowing and

infrastructure devel@Q, we adopt the theoretical explanation as to what may happen.

N
Many scho‘l%-gmanagement research have supported and generally applied the notion that
no t@gcomprehensively superior, i.e., the performance effect of external borrowing is
context-specific. They arrived at this submission, mostly by adopting the contingency
perspective which has been established within the interaction perspective. When contingency
theorists assert that there is a relationship between two variables ... which predicts a third

variable... they are stating that an interaction exists between the first two variables", hence

accentuating the attractiveness of the interaction perception in organisational studies.
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According to the interaction perception, the effect that an independent variable (external

borrowing) has on a dependent variable (infrastructure development) is contingent on the

level of a third variable (tax revenue), termed here as the moderator. In line with this position

advanced by the interactionist perspective, which addresses fit as a moderator, this study

posits that the fit between tax revenue as a contingent factor is a prerequisite for high

infrastructure development. That is because tax revenue if created, collected, and

administered efficiently, should enhance infrastructure development. Q’)(\

24 @teptual Framework

@%

. |

e ) e
External Borrowing (EXB) Infrastructure Development (IFD) ]
\ | J \ ]
Multilateral Debt Hol Expenditure On Roads
Eurobond Expenditure
Ho2 On Agriculture




Bilateral Debt T Expenditure on
0 Transportation

Promissory Note oo > Other Economic Services
i : LD
1
E Ho5 Q)&\
T e 1 &S0
Personal Income Tax u
| _Companylncome Tax 4
>
&
Figure 2.1: Research Conceptual Model ‘ ;$

127



The conceptual model presented in Figure 2.1 presents the Independent and the Dependent
variables used in this study. X represents the independent variable, which is external
borrowing. The sub-variables of X are multilateral debt, Eurobond, bilateral debt, and
promissory notes. The dependent variable infrastructural development is represented by Y
and its sub-variables namely government expenditure on roads, transport and agriculture are

represented by yi, y2, and y3, respectively. The moderating valuables (Z) are represented by

tax revenue. Q’}\

2.5  Summary of Gap in Literature Reviewed s -
. "

Reviewing relevant literature is crucial for any academic st \eca se it establishes the
context for new findings, reveals the existence of a researo@gﬁllenge, and gives justification
for the study's intended contribution to existing%&dge. In addition, it broadens the
researcher's perspective by exposing the rese\*{‘és to the works that other researchers have
done on the topic. The issues that prOg)' this study bothers on infrastructure deficit in
Nigeria. Infrastructural investment @bally acknowledged as a vital precursor to economic
development, rise in living an.%l ds and human capital development index. Infrastructural
development involv @%ment in qualities and quantities of infrastructures such as
electricity, waten\sdgpfy and sanitation, information, communication technology, roads,
bridges, tlﬁ'&tion, rail, solar energy, cyber route and facilities, airports, and nuclear
infra@gesl. But how can this be attained when most developing countries have
inadequate funds to meet their growing infrastructural investment needs? To answer this
question, developing countries seeks domestic and foreign borrowings, to buffer this

trajectory.

Unfortunately, developing countries continue to lag behind developed economies in terms of

quality, quantity and accessibility of dividends of infrastructural development despite huge
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incidence of external borrowings?. In fact, most developing countries have shown interest in
infrastructural investment by borrowing huge amounts of funds from foreign financial
institutions, international development partners and developed countries!. However, when
this is compared to the infrastructures on the ground, a huge infrastructural deficit

(inadequacy of infrastructures in relation to the country’s population) exist?.

Finance experts have opined that with appropriate funding, such infrastructural deﬁ& n be
developed and made to improve economic activities which have a positive Q%é effect on
the living standard of the citizen. While this sounds logical, it is impetative to undertake
empirical investigate to determine to what extent funding drive‘@%ctural development
can. Although funding can be obtained internally and ext&%‘ﬂyy to address developmental
challenges, yet researchers seem to have mixed t u@on funding domestic investment
through external borrowing™ %17:18.19.2021 “Some gmchers claim it is insufficient, while
others affirm its sufficiency. They co@\% external borrowing will only support
infrastructure development if it is @Nisely for profitable purposes’!”-?’. Those who
advocate internal borrowing %9 at it offers result to the economy and create less
international burden on t d to pay back in foreign currency. This debate suggests that

there is not consiste@y”gﬁnance literature regarding the relevance of debt for infrastructural

developmentg @y the need to address this concern.

Also@gldy argues for tax revenue because of its relevance as a source of revenue to the
government. The advocacy is that if government channel appropriate strategy to tax creation
and collection with an efficient and transparent administration it can lower government debt
exposure and enhance the provision of infrastructural amenities in the country. The argument
needs to be examined empirically. Although several studies have positioned the value of debt

to infrastructural development, likewise how tax revenue can bolster economic growth

129



through infrastructural development in developed and emerging economies. However,
nothing concrete is known about how external debt interact with tax revenue to address
infrastructural deficit in Nigeria. This narrative suggest gap in literature that need to be
addressed by examining the effect of external debt on infrastructural development in Nigeria

while considering the moderating effect of tax revenue.
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Chapter Three .

N

Methodology . qg)
D

The chapter focuses on the methodology used in the study. It puts f& ard a description of
the procedures and approaches the study adopted. The chapte & descrlbes the statistical

methods used in data analysis.

3.1  Research Design @

In this study, the ex-post facto resean% n was utilised as a quantitative approach to

explore the relationship between e@

This research design is paﬁMy advantageous when the study aims to validate its

'3
objective by using pre-@ data, also known as secondary data'. The decision to use the

debt, tax revenue, and infrastructure development.

expo-facto des1g is study is based on its successful implementation in previous literature

concermng%&cs of external debt, tax revenue, and infrastructure development.

3.2 qulatlon of the Study

The federal government of Nigeria is this study’s unit of analysis given the issues under
investigation are macroeconomic variables that the government is solely responsible for:

external debt/borrowing, tax revenue, and infrastructural development.

33 Sample and Sampling Technique
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The nature of the data for the study is a time series trend from 1991-2022 periods. This time
frame was selected using a purposive sampling technique to collect as relevant, reliable and

valid data as possible.

34 Description of Research Instrument

This study utilized a secondary source of data. Secondary sources which exist in&rm of
processed and collated data found in reports of government institutig%&%ganizaﬁons
such as CBN and the National Bureau of Statistics were used. The collection of secondary

%blases common with

data aids the researcher in avoiding and assessing inherent err@‘l

primary data sources.

3.5  Validity of Research Instrument Q

Validity is the degree to which a research Q?snent measures what it is supposed to measure.
This is the accuracy to which an insk@ht measures what it claims to be measuring?. This
study ensured that the researchwlment examined all its construct of interest, measures the

characteristics of variable measured what the research intends to measure

3.6 Reliabilit)q)gtésearch Instrument

The reliability of a research instrument concerns the extent to which the instrument yields the
sarn on repeated trials®. The reliability of the research instrument is the measure of

the dependability and the internal consistency of the items of the instrument of data collection.

3.7 Administration of Research Instruments and Method of Data Collection

This study utilized a secondary source of data. Secondary sources which exist in the form of
processed and collated data found in reports of government institutions and organizations

such as CBN and the National Bureau of Statistics were used. The collection of secondary
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data aids the researcher in avoiding and assessing inherent errors and biases common with
primary data sources. The study obtained external debt, government expenditure on road and
construction, agriculture, transportation and communication and other economic services, tax
revenue, inflation rate, interest rate and exchange rate from World Bank development

indicators (WDI), and Central Bank of Nigeria Statistical Bulletin of various years covering

<6

the periods under study.

Table 3.1: Measurement of Variable

S/N  Variable Nature of Variable Measuremen&\‘«?ﬁable
1 External borrowing Independent Promissoty hote$, bilateral loans,
multi funding, and
Eurg& ds
2 Infrastructure Dependent Q ernment expenditure on road,
development ransport, on agriculture,
. \% government expenditure on social
( . \ and community services
3 Tax revenue Moderat'@ Personal income and Company
income tax
4 Interest rate, inflation ngt* Interest rate, inflation rate, &
rate, & exchange rate exchange rate

Source: Researcher Qwatlon (2022)

3.8 Me %Data Analysis

This@y employed descriptive and inferential statistics to achieve its aim. Descriptive
statistics were used to describe the data set from 1991 to 2022. Inferential statistics was used

to test the hypotheses formulated in the introductory chapter of this study.

More specifically, the study adopted Autoregressive Distributed Lag (ARDL) model
framework. The ARDL approach yields consistent estimates of the long-run coefficients that

are asymptotically normal, irrespective of whether the underlying regressors are I(1) or 1(0),
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and also works well with small samples®. This will help to test the hypotheses and
consequently substantiate the effect of external borrowing on infrastructure development in
Nigeria. More so, the technique will be used to establish whether or not tax revenue
moderates the interaction between external borrowing and infrastructure development in
Nigeria. It is important to note that the secondary data to be collected was subjected to some
pre-estimation tests including unit root test of stationarity, correlation anglysis, and
cointegration test to ensure that the result of the hypotheses test does not happ%’%,}chance,
and is not misleading. The result of the hypotheses will be significant at . \%ity value of
0.05 and the analysis was done using EViews statistical platforrr.l 2{p\ pr’iate for the analysis
of secondary data. The model specification was formulated for{%xheses 1-5.
. Q‘Z)
N

Model I QQ

The first model analyses the effect of extei;]){@lgwing on government expenditure on road
e

construction in Nigeria. The model is (@ e specified as:

= ( \) S FOORR (3.1)

The econometric re@@ zf the first model becomes
@N 1 + + 3+ 4+ (3.2)
WheQQ
= natural logarithm of government expenditure on road and construction
LNextborrowing = natural logarithm of external borrowing
LNexc = the natural logarithm of exchange rate

inf = inflation rate
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int = interest rate

ao - Constant of the regression model.
a1-Coefficient of external borrowing
az- Coefficient of exchange rate

a3= Coefficient of inflation @
’é

a4- Coefficient of interest rate ‘%\QO
. "
p Error term ‘\%
NS
Model I \

N\
agriculture in Nigeria; §)\
>

The model is therefore specifie as@

The second model analyses the effect of exter@orrowing on government expenditure on

AGRIC=f (e Q@f” A YOO (3.3)

The econometric &eresentation of the model becomes
Q: ot 1
9
Where:
= natural logarithm of government expenditure on agriculture
LNextborrowing = natural logarithm of external borrowing

LNexc = the natural logarithm of exchange rate
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inf = inflation rate
int = interest rate
o- Constant of the regression model.

1=  Coefficient of log of external borrowing

o= Coefficient of log of exchange rate Q’S\

3- Coefficient of inflation ‘@ :
. |

4- Coefficient of interest rate \%

»>=  Error term : 1\4

Model I1I
S

The third model analyses the effect d& al borrowing on government expenditure on

transport and communica@geria;

The econometric represen@ of the model becomes

C)Q

+ + 4 + 4

e

= natural logarithm of government expenditure on transport and

communication
LNextborrowing = natural logarithm of external borrowing

LNexc = the natural logarithm of exchange rate

156



inf = inflation rate

int = interest rate
o= Constant of the regression model.
1=Coefficient of log of external borrowing

»- Coefficient of log of official exchange rate Q’)i{b
3= Coefficient of inflation A%\QO

. "
3= Coefficient of interest rate %\‘6
3=Error t ‘ QQ’}

u3=Error term \

Model IV
S

The third model analyses the effect 0‘& al borrowing on government expenditure on
social and community ser@ igeria;

The econometric represen@&fthe model becomes
QQCR + 2 + 3t 4 g (3.6)

.

services

= natural logarithm of government expenditure on social and community

LNextborrowing = natural logarithm of external borrowing

LNexc = the natural logarithm of exchange rate
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inf = inflation rate
int = interest rate
o = Constant of the regression model.
1-Coefficient of log of external borrowing
2 = Coefficient of log of official exchange rate Q:)i{b
3= Coefficient of inflation ‘é\%
4 = Coefficient of interest rate ) \ !
p4=Error term : \4%
Model V . \%
N

The fifth model analyses the interacti& ct of tax revenue and external borrowing on

infrastructural development i eria. The econometric representation of the model is

= +Q®”+ 2 + +
o %0\

Q = natural logarithm of infrastructural development proxy with federal

given as:

government capital expenditure

LNextborrowing = natural logarithm of external borrowing

Lntr = natural logarithm of tax revenue

LNexb*tr = the natural logarithm of interaction of external borrowing and tax revenue
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inf = inflation rate

o - Constant of the regression model.

1-Coefficient of log of external borrowing

2 = Coefficient of log of tax revenue

3= Coefficient of logarithm of interaction of external borrowing and tax revenue &

4 - Coefficient of inflation rate

p4=Error term

Table 3.2: Data Sources and Definition

%\%’

. 4@
be\

.6'\

S/N  Variables Label {ﬁcrlption Source
CH
1. Dependent Expenditurez &/Expenditure on Road Central bank of
Variable Road %@bﬁon Construction Nigeria
Statistical
4%'3
Q'Q Bulletin (2021)
X,
2. Depe @\‘ Expenditure on Expenditure on Central bank of
V@ab e Agriculture Agriculture Nigeria
D Statistical
Bulletin (2021)
3. Dependent Expenditure on Expenditure on Transport Central bank of
Variable Transport and and Communication Nigeria
Statistical
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Communication Bulletin (2021)
Dependent Expenditure on Expenditure on health, Central bank of
Variable Social and education, security, Nigeria
Community power, and water Statistical
Services Bulletin (2021)
.~ 0
Dependent Infrastructural Infrastructural Centzal, bank of
Variable development development facilities a
Statistical
. ‘6 o Statistica
’&%\ Bulletin (2021)
Independent External Int&@?)orrowings Central bank
Variable Borrowing ‘% Statistical
‘ )\\‘ Bulletin (2021)
Moderator Tax Reve@@v Company and Personal World
income tax Development

Indicators (WDI)

Control Inflation Persistent rise in price of World
V@'a goods and services Development
Q Indicators(WDI)
Control Interest Rate This refers to annual World
Variable official interest rate of Development
Nigeria Indicators(WDI
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10. Control Exchange Rate This refers to the rate of Central bank
variable exchange of one Statistical
country’s currency Bulletin (2021)
(naira)  to another

country’s currency

(dollars)

Source: Author’s Illustration (2022) . QS)

Pre-Estimation Tests % N

Unit Root Test

The unit-root test was adopted to test the time—se@érﬁes of the data. The Augmented-

Dickey Fuller test was employed in testing the)&root properties of the data.

Co-integration Test ‘6
P

In order to investigate the cointdgration relationship between the variables of interest, the
Autoregressive DistribuiQ ;; (ARDL) bounds test was applied. This cointegration
approach, propos‘eQ'Qaj several key advantages: First, this method tests for cointegration
between vagi Qntegrated of order zero i.e. I(0) and order one i.e. I(1) '. The Bound test for
coint was used to determine whether there is long-run relationship between the
Vari$ of interest. The co-integration test was tested at 5% level of significance. It is based
on the null hypothesis of no cointegration against alternative hypothesis of cointegration as
set below which can be determined using the Wald or F-statistics. If co-integration is

established, we can proceed to run an ARDL model.

Auto-Regressive Distributed Lag Method (ARDL)
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In analyzing the effect of external borrowing on infrastructural development in Nigeria, an
Autoregressive Distributed Lag (ARDL) model framework was employed. The ARDL
approach yields consistent estimates of the long-run coefficients that are asymptotically
normal, irrespective of whether the underlying regressors are I(1) or 1(0), and also works

well with small samples.

Similarly, the test is based on a single ARDL equation, rather than on a VAR, thﬁ{@.ucing
the number of parameters to be estimated. Finally, it estimates simultaneou%%ﬂe long-run
and short-run parameters. Five ARDL models are estimated in analyziig the effect of
external borrowing on infrastructural development in Nigeria. If L@Ss“evidence in support

of a long run relationship or cointegration among the Variab%)%e long run models will be

estimated as: QQ\
= ot 1 . %F 2 -1+ 3 1t
-+ —Leererannne (38) Q)\\

= ot 1 (?ﬂ -1t 2 -1+ 3 -1+t 4
‘%'3

T o@% -1+ 2 -1t 3 -t a4
)L (3.10)

While the short run error correction ARDL model will be specified as:

A
= o+ 1A 1+ JA 1+ A g+ A
+ 4 1t e (3.13).
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= o+ 1A -1+ oA -1t A+ LA

4 e S PO (3.14)

o+ 14 1+ A 1+ A 1+ 4A

4 -1t e (3.15)

o+ 1A -1+ LA 1+ A 1+ LA

4 _1 + _1 ......... (316)

= o+ 1A -1+ A 1+ 34 —1"'@'\—1

+ 4 -1t 1 (3.17)
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Chapter Four
Results and Discussion of Findings

This chapter presents the data analysis and presentation. The structure of the chapter includes
the presentation of data, research questions, hypothesis testing, and discussion of findings.
4.1 Presentation of Data . ‘{b

Some preliminary tests are conducted to summarize the data, give infotm\ gﬂ‘ about the

order of integration of the variables employed as well as test whether or not cointegration

exists among the variables. ¢ \%.\
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Table 4.1: Descriptive Statistics

A

NT

LNAGRIC LNEXTBORR INF LNINFRA LNROAD LNSOCIAL B%XQ(O LNTRANSP LNEXC INT

Mean
Median
Maximum
Minimum
Std. Dev
Skewness
Kurtosis

Jarque-
Bera

Probability

0.962
1.955
4.339
-4.361
2.992
-0.592

1.931

4.138

0.126

6.444

6.451

9.671

0.846

2.135

-0.823

3.134

4.436

0.109

19.826

12.876

72.835

5.388

17.678

1.706

4.567

20.557

e

5.035 1.771 2.675 63@.436

5.733 1.974 33 %\ 26.237

7.833 5328 ° Agf6 27.620
\

1.411 -2.39Q -3.506 23.355
2.063 . &1\% 2.317 0.754

-0.51 135 -0.596 -1.418
i

1.606 2.484 8.198
«3.973 3.276 2.741 56.972
0.137 0.194 0.254 0.000

1.016

2.079

4.500

-3.449

2.569

-0.442

1.781

3.686

0.158

3.527
4.626
5.991

-0.494
2.028
-0.728

2.273

4.306

0.116

17.479

16.939

31.650

8.917

4.930

0.293

3.475

0.924

0.630

Source: Author’s Computation (20 Q

QQ
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Table 4.1. summarises the basic features of the data. All variables have positive mean values,
with tax revenue having the highest at 26.436 and government expenditure on agriculture having
the lowest at 0.962. Variables also exhibit marked disparities between their maximum and

minimum values, with inflation having the highest disparity.

In terms of their disparity from the average points, the standard deviation value is I’e@ely low
for tax revenue. The table also presents the result of other statistics like the.sk s, Kurtosis,
and Jarque—Bera tests. Skewness is a measure of the asymmetry of the d‘@ﬂtion of the series

around its mean. The skewness of a normal distribution is zerd, X@S%ositive and negative

the variables, except inflation and interest rate are nm%ﬂ@skewed.

For the kurtosis test, it measures the presencij\Q iers in the dataset. The results indicate that

skewness imply long right tails and long left tails respectivel&éb% skewness test shows that all

most of the variables are not normally diQ&bﬁ d as they failed to comply with the benchmark of

3.0 for the Kurtosis statistic. Goven@f expenditure on agriculture, road construction, social

and community service, trans r%f){l, as well as exchange rate and infrastructure development
=

are statistical distrib ti@
gx)

eater than 3 (leptokurtic).

than 3(platykurtic), while other variables are statistical

distributions whichyar

Q

4.2. Test ogy otheses

Correlation Matrix

The correlation matrix shows the association between variables. It explains the degree of
association existing among the variables, whether positive or negative. It is also used to know the
level of multicollinearity in the model analyzed and to summarize data for analysis that are more

advanced.
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Table 4.17: Correlation matrix

LNA INFRA LNS
GRI LNE LNEXT LNROA  OCI LNT

INF  INT cC XC B D AL LNTAX RAN
INF 1 .\%
INT 0.373 1 Q}
LNAGR | - \QO
I 0238 0316 ]

[ ) “

_ 1 »\\ﬂ
LNEXC 0203 0369 0.980 oys Q§%
LNEXT 0.083 0472 0.886 1 Q@

- ]
LNINFR | 0281 0241 0982 0.963 0864 ° @

- C.)o.951
LNROA | 0297 0.155 0962 0948 Qb‘ ]

- X;Q 0.955
LNSOCI| 0283 0208 0950 0.9450.853 0.951 ]

'\

- 0.546
LNTAX | 0.199 -0.006 Qj% 542 0.511 0.577 0.547 1

] Xo 0.958
LNTRA | 0261 .@Q 0.970 0.967 0.860 0.956 0.950 0530 1

Sourc'e@%)r’s Computation (2022)

The correlation analysis explains the level of association between the variables employed in the

study. There is a mixed order of correlation among the variables. While some variables exhibit

positive correlation, others show negative correlation.
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The Table shows that interest rate has a positive correlation with inflation, while government
expenditure on agriculture has a negative correlation with inflation, but is positively correlated
with interest rate. Exchange rate has a positive correlation with government expenditure on
agriculture and interest rate, but is negatively correlated with inflation. External borrowing is

positively correlated with all variables except inflation. Similarly, infrastructure development

exhibits positive correlation with all variables, except inflation. Q’&\
Government expenditure on road construction, social and community e, transport and

communication sector is all positive correlated with all variables ij\(‘%gxception of inflation.
Tax revenue is also seen to exhibit positive association Wi‘%@ variables employed, except

inflation and interest rate. However, the results ar@@&ary analyses which are subject to

empirical validation. %

Unit Root Test 'E

The unit root test is essential in o@ensure that the variables are estimated in their stationary
forms to avoid spurious resudt.\T0 do this, the Augmented Dickey-Fuller (ADF) is employed.
The essence is to tes@u hypothesis of unit root or non-stationary stochastic process. To

reject this, the %\tatistic must be more negative than the critical values at 5% significance

QQ

level.
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Table 4.18: Unit root test result

Variables
ADF Test Statisticat ~ ADF Test Statistic at Decision Value
level (Io) first difference (1)
INF -3.009 e 1(0) &
INT -2.307 -6.844 1( \Qg)
LNAGRIC -2.187 -8.777 Ilé
LNEXC -2.138 -5.369 ‘ @a)
LNEXTB -1.491 -4.863 6&% I(1)
LNINFRA -0.891 -6.78 .’Q\A I(1)
LNROAD -1.408 -6. ?b I(1)
LNSOCIAL -1.165 C..)\ 118 1(1)
LNTAX -5.387 b --------- 1(0)
LNTRANSPORT -1.548 \)Q)(b' -8.409 1(1)
CRITICAL VALUES

1% C)QQ&MS -3.621

5% \ -2.941 -2.943
O

10% -2.609 -2.610

Vo

\D
Sourc@hor’s Computation (2022)

Note: ** and * indicate statistic at level I (0) and level at first difference I(1) respectively

Table 4.18 shown above reports unit root test for all variables using the ADF Test. Inflation and

tax revenue are integrated of order zero 1(0), while exchange rate, external borrowing,
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infrastructural development, interest rate, government expenditure on road construction,
transport and communication, social and community services, agriculture are integrated of order
one I (1). This justifies our choice of ARDL methodology as variables exhibit a mix of

integration order 1(0) and 1(1).

Hol: External borrowing does not have a significant influence on government Q‘e@nditure

regarding road construction in Nigeria . QO
Table 4.2: ARDL Result for Model I ‘% S

[ ) ﬂ

N
Dependent Variable: LNROAD &
Selected Model: 2,4,4,0,3 ’ '$

AR

Variable Coefficient Standar T-Statistics ~ Probability

. T
LONG RUN ESTIMATES

LNEXTBORR -0.2@' 0.138 -1.961 0.050*
LNEXC \1%1 0.130 12.813 0.000%**

INF 9 0.013 0.004 3.145 0.005%***

INT C)QQ -0.123 0.020 -6.046 0.000%%**
C 6\ -0.009 0.338 -0.028 0.978
SHORT RUNESTIMATES

D(LN@D 1)) 0.276 0,109 2.518 0.021%*
DLNEXTBORR 0.277 0.157 1.760 0.094*
DLNEXTBORR(-1) 0.170 0.177 0.963 0.347
DLNEXTBORR(-2) -0.147 0.181 -0.815 0.425
DLNEXTBORR(-3) 0.439 0.234 2.086 0.051*
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DLNEXC 0.489 0.234 2.086 0.061*

DLNEXC(-1) -1.612 0.309 -5.221 0.000%**
DLNEXC(-2) -0.911 0.302 -3.012 0.007%***
DLNEXC(-3) -1.557 0.239 -6.496 0.000%**
DINT 0.079 0.018 4312 0.000%**

DINT(--1) 0.135 0.026 5.203 0.0%%*
DINT(-2) 0.135 0.022 5.985 . Qgeb***

CointEq(-1)* -1.120 0.128 -8.758 %o.ooo***
A
R2 =0.862 . m )

Adjusted R> =0.793

D.W. Statistics = 2.253
A

Note: *** ** and * indicate probability Value.al,&S% and 10% respectively.
Source: Author’s Computation (2022) '6'
The ARDL above result depicts Mort and long run relationship existing among the variables.
In the long run, external b %I?g and interest rate exhibit significantly negative influence on
government expendit@n road construction, as a percentage increase in both variables is seen
to reduce expe @e on road construction by 0.26 and 12.3 percent respectively. Conversely,
exchaﬁ@ and inflation have a significantly positive relationship with expenditure on road
construction. A percentage increase in exchange rate will increase expenditure on road

construction by 1.66 percent. Similarly, a percentage increase in inflation, will increase

expenditure on road construction by 1.3 percent.

Short run estimates reveal that one-year lagged value of expenditure on road construction
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significantly influences current expenditure on road construction. A percentage increase in the
one year lagged value of road construction will increase current expenditure on road construction
by 0.27 percent. External borrowing in the current and three lagged period has a significantly
positive influence on road construction, with a percentage increase in external borrowing in these
periods leading to an increase in expenditure on road construction by 0.27 and 0.44 per(cglt.

Exchange rate in the current period has a positive influence on expenditure on ’%\nstruction,
as a percentage increase in the current value of exchange rate increases ‘e@ﬁture on road by

0.49 percent. Conversely, the one, two and three lagged values ofe ¢ rate exert a negative

influence on expenditure on road construction, as a percentageé@lse in exchange rate in these
L ]

periods reduce expenditure on road by 1.61, 0.91 an%@\;cent respectively.

Interest rate in the current, one and two lagged‘@gods have significantly positive relationship
with expenditure on road construction. e@u&age increase in interest rate in these periods will

increase government expenditure on @construction by 7.9, 13.5 and13.5 percent respectively.

The error correction term is statiMy significant, negative, but greater than one. This indicates

.\
an oscillatory convergenc@
Post Estima:%%gwstic Test on Model I

Some %@tic tests are carried out after estimating the ARDL result to validate findings.

Table 4.3: Breusch-Godfrey Serial Correlation Test

F-Statistic 0.711 Prob. F (2,8) 0.505

Source: Author’s Computation (2022)
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Since the probability value (0.505) is greater than 0.05, we conclude that there is no evidence of

serial correlation in the model.

Table 4.4: Breusch-Pagan Godfrey Heteroskedasticity Test

F-Statistic 0.387 Prob. F(21,10) | 0.973

AL
&
Source: Author’s Computation (2022) ;' ‘\QO

Since the probability value (0.973) is greater than 0.05, we concludﬁ;\d there is no evidence of

heteroskedasticity in the model. &%\

Q@

Ho2: There is no significant effect of external borr(% govemment expenditure regarding

agriculture in Nigeria ‘\%

Results of the ARDL of model II are repgstedin this section. This explains the effect of external

borrowing on government exp%(ii@ on agriculture in Nigeria; The short and long-run

estimates are presented using DL framework.

Table 4.5: ARDL RQ])Q ?Vlodel I

\O

Dependent V@ble LNAGRIC

Selec@el: 4,4,4,4,0

Variable Coefficient Standard Error ~ T-Statistics Probability
LONG RUN ESTIMATES

LNEXTBORR -0.436 0.127 -3.421 0.003***
LNEXC 1.982 0.153 12.911 0.000*

174



INF 0.023
INT -3.486
C -3.486
SHORT RUN ESTIMATES

D(LNAGRIC(-1)) 0.328
D(LNAGRIC(-2)) 0.224
D(LNAGRIC(-3)) 0.228
D(LNEXTBORR) -0.041

D(LNEXTBORR(-1) (3¢,

D(LNEXTBORR(-2))  -0.499

D(LNEXTBORR(-3))  0.497

0.008

0.019

0.398

0.137

0.118

0.096

0.163

2.723 0.000%**

-0.811 0.429
-8.746 0.000%**

2.398 0.029'*@

'\
1.909 ‘éz\%)

2.371 03 1%*

-0.249° @" 0.806
) @% 0.058*

Q&.%o 0.010%*

& 3.509 0.003%%*

D(LNEXC) 1.748 . 6.303 0.000%*
D(LNEXC(-1)) -1.493 @30 -4.5170 0.000%*
D(LNEXC(-2)) 0.476\)% 0.284 1.672 0.114
D(LNEXC(-3)) - " 0.272 -2.074 0.054*
D(INF) QQ 1 0.004 0312 0.759
D(INF(-1)) 6\» -0.025 0.005 -4.5613 0.000%**
D(INF(—Z))Q‘% -0.0135 0.005 2.671 0.017%*
D(INF@ -0.028 0.005 -5.417 0.000%*
CointEq(-1)* -1.0300 0.1786 -5.7662 0.000%*
R2 =091

Adjusted R* =0.85

D.W. Statistics =2.22
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Note: *** ** and * indicate probability value at 1%, 5% and 10% respectively.
Source: Author’s Computation (2022)

The long run estimate reveals that external borrowing has a negative and significant influence on
government expenditure on agriculture. A percentage increase in external borrowing will reduce

government expenditure on agriculture by 0.43 percent. On the other hand, excha@iq‘ate and

e

inflation have significantly positive association with government expengl%o&griculture. A

percentage increase in exchange rate and inflation will increase goyernnient expenditure on

For the short run estimates, one, two and three lagged ﬁ@s of government expenditure on

agriculture by 1.98 and 2 percent respectively.

agriculture significantly and positively influences thécurrent value of government expenditure
on agriculture. A percentage increase i y x lues will increase the current value of
government expenditure on agriculture 0.3, 0.2 and 0.2 percent respectively. External
borrowing in the one, two and&re?)agged periods also significantly influence government
expenditure on agriculture. A%erg:entage increase in external borrowing in the one and three
lagged periods will 1@)@% penditure on agriculture by 0.36 and 0.49 percent respectively.

Conversely, a e@tﬂge increase in external borrowing for the two lagged period will reduce
$

govemmen& nditure on agriculture by 0.49 percent.

Excha&wate in the current and two lagged periods exert positive influence on government
expenditure on agriculture, as a percentage increase in exchange rate for these periods will
increase government expenditure on agriculture by 1.75 and 0.48 percent respectively. On the
other hand, exchange rate in the one and three lagged periods exert negative influence on

government expenditure on agriculture, as a percentage increase in exchange rate in these
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periods will reduce expenditure on agriculture by 1.49 and 0.56 percent respectively.

Inflation in all the periods negatively influence government expenditure on agriculture as a
percentage increase in inflation in the current, one, two and three lagged periods will reduce
government expenditure on agriculture by 0.1, 2.0, 1.0 and 2.0 percent respectively. The error
correction term is statistically significant, negative, but greater than one. This®i tes an

oscillatory convergence. %’&

Table 4.6: Breusch-Godfrey Serial Correlation Test Model 11 S

'3

EN
F-Statistic 0.860 Prob. F (2,11) 0.444

&

A

>
Source: Author’s Computation (2022)

S\

Since the probability value (0.44) is greatef,than”0.05, we conclude that there is no evidence of

serial correlation in our estimation. (b

Table 4.7: Breusch-Pagan G&%)Heteroskedasticity Test Model 1I.

A O\ 4
F-Statistic 1.842 ~ Prob. F(16,13) | 0.109

A
Source: Autﬁ@(;mputation (2022)

Since@robability value (0.11) is greater than 0.05, we conclude that there is no evidence of

heteroskedasticity in our estimation.

Ho3: External borrowing has no significant effect on government expenditure, transport and
communication in Nigeria
ARDL results to estimate the effect of external borrowing on government expenditure regarding
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transport and communication in Nigeria. The short and long-run estimates for all variables are

presented using the ARDL framework.

Table 4.8: ARDL Result for Model 111

Dependent Variable: LNTRANSPORT

Selected Model: 4 ,2,4, 4,3 Q'&\
Variable Coefficient Eﬁg;iard T-Statistics ,Q% ability
LONG RUN ESTIMATES ‘6“
LNEXTBORR -0.483 0.068 Qé” 10 0.000
LNEXC 1.593306 0.07 Q 21.589 0.000
INF -0.019890 é -4.063 0.001
INT 0.016690 C-) % 1.148 0.269
C -1 524080 0.219 -6.962 0.000
SHORT RUN ESTIMATES Q)
D(LNTRPORT(-1)) @ 0.105 5.075 0.000
D(LNTRPORT(- 2))() 0.104 7.771 0.000
D(LNTRPORT(- 0.326 0.079 4.103 0.000
D(LNEXT ) -0.154 0.125 -1.227 0.239
D(L@RR(-I)) 0.274 0.142 1.936 0.072
D(LNEXC) 0.729 0.196 3.721 0.002
D(LNEXC(-1)) -1.735 0.246 -7.049 0.000
D(LNEXC(-2)) 0.346 0.201 1.716 0.107
D(LNEXC(-3)) 0.970 0.188 5.162 0.000
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D(INF) -0.003 0.004 -0.655 0.522

D(INF(-1)) -0.002 0.003 -0.696 0.497
D(INF(-2)) 0.008 0.004 1.961 0.069
D(INF(-3)) -0.016 0.004 -3.842 0.002
D(INT) 0.019 0.020 0.954 0.355
D(INT(-1)) -0.066 0.018  -3.578 ) &003
D(INT(-2)) -0.160 0.019  -8.292 . Q% 0.000
CointEq(-1)* -1.475 0.162  -9.064 '@ 0.000
Qo

R2 =0.95 . m
Adjusted R? =0.92 Q@&%
D.W. Statistics = 2.42 )

D
N

Note: *** ** and * indicate probability Value.al,&S% and 10% respectively.
Source: Author’s Computation (2022) '6'
The ARDL above result depicts Mort and long run relationship existing among the variables.
In the long run, external v'\)ing and inflation exert significantly negative influence on

government expendit@g‘n transport and communication. Exchange rate on the other hand, has a

positive and }@nt relationship with expenditure on transportation and communication.

Short @Qmates reveal that government expenditure on transport and communication in the
one, two and three lagged periods have positive association with the current value of expenditure
on transport and communication. An increase in the one, two and three lagged values of the
expenditure on transport and communication by 1 percent, will increase the current expenditure

on transport and communication by 0.54, 0.81 and 0.33 percent respectively. External borrowing
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in the current period has no significant effect on government expenditure on transport and
communication. On the other hand, external borrowing in the previous period has a positively
significant influence on expenditure on transport and communication. A percentage increase in
external borrowing in the one lagged period will increase government expenditure on transport
and communication by 0.27 percent. %

Exchange rate in the current and three lagged periods significantly influ &%Vemment
expenditure on transport and communication. A percentage increase in‘%nge rate in these

periods will increase expenditure on transport and communicatio\l\‘q%mﬁ and 0.97 percent

respectively. Conversely, exchange rate in the one lagged p%'@ws a significantly negative

Q

association with government expenditure on transg:r;@sd communication as a percentage

increase in exchange rate in this period reduce rnment expenditure on transport and

communication by 1.73 percent. ‘ ‘\\'

Inflation in the second and third us periods have significant effects on government
expenditure on transport and con}m%lication. The relationship in the second previous period is
positive as a percentage i@ 1?1 inflation in this period will increase expenditure on transport
and communicatioq\bd /8 percent. On the other hand, the relationship between inflation in the
third previo%x%d and expenditure on transport and communication is negative, as a

perce chease in inflation in this period will reduce expenditure on transport and

communication by 1.6 percent.

Interest rate in the one and two lagged periods exert significantly negative influence on
government expenditure on transport and communication. A percentage increase in interest rate

in these periods will reduce expenditure on transport and communication by 6.6 and 16 percent
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respectively. The error correction term is statistically significant, negative, but greater than one.

This indicates an oscillatory convergence.
Post Estimation Diagnostic Test on Model III
Some diagnostic tests are carried out after estimating the ARDL result to validate findings.

Table 4.9: Breusch-Godfrey Serial Correlation Test @'&

F-Statistic 0.892 Prob. F (2,8) 0.433 E
\'3

Source: Author’s Computation (2022) {Qy

Since the probability value (0.433) is greater than OW nclude that there is no evidence of

serial correlation in the model. ‘6

Table 4.10: Breusch-Pagan Godfrey roskedasticity Test

P

F-Statistic 1.067 \@?o'b. F(21,10) | 0.457

<0
Source: Author’s COT;%‘\Q@OH)

Since the prob i@«?alue (0.457) 1s greater than 0.05, we conclude that there is no evidence of

heteroskedasticity in the model.

Ho4: There is no significant effect of external borrowing on government expenditure regarding
social and community services in Nigeria

The short and long-run estimates for all variables are presented using the ARDL framework.
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Table 4.11: ARDL Result for Model IV

Dependent Variable: LNSOCIAL

Selected Model: 2.1.2.2.4

Variable Coefficient Standard T-Statistics Probability
Error

LONG RUN ESTIMATES &

LNEXTBORR -0.213 0.105 -2.022 O.&Q%

LNEXC 1.271 0.105 12.104 ‘%00

INF -0.001 0.005 -0.246 '@'}0.807

INT -0.073 0.019 -3.?61 é 0.001

® 0.004
C 1.176 0.373 Qﬁ
SHORT RUN C.)\\%

ESTIMATES
C 3.174 %&.481 6.604 0.000
D(LNSOCIAL(-1))  0.265 \) 0.163  1.629 0.121
D(LNEXTBORR) -o.oé" 0.168  -0.211 0.835
D(LNEXC) -0.534 0324  -1.647 0.117
D(LNEXC(-1 N -0.927 0279  -3.323 0.004
D(INF) Q -0.006 0.006  -1.032 0.316
D(IN -0.023 0.007  -3.299 0.004
D(INF(-2)) -0.018 0.006  -2.872 0.010
D(INF(-3)) -0.035 0.009  -4.044 0.001
D(INT) -0.125 0.032  -3.802 0.001
D(INT(-1)) 0.087 0.026  3.359 0.003
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D(INT(-2)) 0.104 0031 3312 0.004

D(INT(-3)) 0.096 0.029  3.224 0.005
CointEq(-1)* -1.254 0207  -6.043 0.000
R? =0.76

Adjusted R> =0.63

D.W. Statistics = 2.39 ) (b

Note: *** ** and * indicate probability value at 1%, 5% and 10% respectiye ‘\QO

Source: Author’s Computation (2022) . @'\

The ARDL result shown above depicts the short and lon@%elationship existing among the
variables. In the long run, all variables excep'@%n exhibit significant influence on
government expenditure on social and comm@ services. While exchange rate exhibits a
positive relationship, external borrowinggl'@terest rate have negative effect on government
expenditure on social and communt %rvices. A percentage increase in exchange rate will
increase government expenditure :n social and community services.by 1.27 percent. Conversely,
a percentage change t}@

orrowing and interest rate will reduce government expenditure
on social and commaun

services.by 0.21 and 7.30 percent respectively.

Short run 6& tes reveal that external borrowing has no significant effect on government
expen@ on social and community services. However, one lagged value of exchange rate has
a significant and negative influence on government expenditure on social and community
services. A percentage increase in exchange rate in this period will reduce government
expenditure on social and community services by 0.93 percent. Inflation in the one, two and

three previous periods have significant and negative association with government expenditure on
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social and community services. A percentage increase in inflation in these periods will reduce
government expenditure on social and community services by 2.30, 1.80 and 3.50 percent

respectively.

Interest rate has significant influence on government expenditure on social and community

services for all the periods recorded in the short run analysis. While interest rate m\ current

N

period exhibits a negative relationship, other values of interest rate are positjve means that
a percentage increase in the current value of interest rate will reduce gov‘e%nt expenditure on
social and community services by 12 percent, while a percentage @s'é in the one, two and
three lagged periods of interest rate will increase govem%q;%expenditure on social and
community services by 8.0, 10.0 and 9.0 percent r s@qyely. The error correction term is

statistically significant, negative, but greater than one. FHis indicates an oscillatory convergence.
Post Estimation Diagnostic Test on M e@
Some diagnostic tests are caﬂied@r estimating the ARDL result to validate findings.

'\
Table 4.12: Breusch-God@Serial Correlation Test

P

F-Statistic 6@@7‘ Prob. F (2,8) 0.367
N

Sourc@?)r’s Computation (2022)

Since the probability value (0.367) is greater than 0.05, we conclude that there is no evidence of

serial correlation in the model.
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Table 4.13: Breusch-Pagan Godfrey Heteroskedasticity Test

F-Statistic 0.769 Prob. F(21,10) | 0.707

Source: Author’s Computation (2022)

Since the probability value (0.707) is greater than 0.05, we conclude that there is ne @ence of
heteroskedasticity in the model. . :6&
Hypothesis 5: What is the moderating effect of tax revenue on the relationship between external
Y
borrowing and infrastructural development in Nigeria? %\

The short and long-run estimates for all variables are presgn@i g the ARDL framework.

Table 4.14: ARDL Result for Model V @

Dependent Variable: LNINFRA

22
W)

Selected Model: 4.3.2.4.4 (b‘
<
Variable Coefﬁciaiv Standard T-Statistics Probability
Error
%w

LONG RUN ESTIM T@
LNEXTBORR \ 8.850 6.388 1.385 0.052
LNTAX Q 5.122 2.566 1.996 0.000
LNE% R*LNTAX -0.312 3.246 -2.269 0.007
INF 0.038 0.035 1.082 0.001

0.004

C -133.799 67.454 -1.983
SHORT RUN
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ESTIMATES

D(LNINFRASR(-1)) 10.434 0.117  -3.692 0.005
D(LNINFRASR(-2)) 20.285 0.121  -2.359 0.043
D(LNINFRASR(-3)) 0.257 0.124  2.080 0.067
D(LNEXTBORR) 29.662 5082 5.837 '&.ooo
D(LNEXTBORR(-1)) -13.920 5703 2441 - Qg) 0.037
D(LNEXTBORR(-2)) 12.146 2200 5521 ‘% 0.000
D(LNTAX) 8.502 1.666 5-.@" 0.001
D(LNTAX(-1)) 4160 1.698 Q};so 0.037
D(LNEXTBORR*LNTAX $

) 1,116 \O\SQ .5.814 0.000
D(LNEXTBORR(-1)*LNT  0.516 . \%0.216 2392 0.040
D(LNEXTBORR(-2)*LNT  -0.459 C_)\ 0.083  -5.513 0.000
D(LNEXTBORR(-3)*LNT -0.009 O\ 0.002  -3.496 0.007
D(INF) -(%Qs)% 0.002  -1.871 0.094
D(INF(-1)) }B! 0.003  -3.546 0.006
D(INF(-2)) Q)QQ 0.006 0.003  -1.949 0.083
D(INF(-3)) Q 20.003 0.002  -1215 0.255
ComtEq( 20.351 0.046  -7.632 0.000

Q

=0.89
Adjusted R* =0.77

D.W. Statistics = 2.92

Note: *** ** and * indicate probability value at 1%, 5% and 10% respectively.
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Source: Author’s Computation (2022)

The ARDL result shown above depicts the short and long run relationship existing among the
variables. In the long run, external borrowing, tax revenue and inflation significantly affect
infrastructural development in Nigeria. A percentage increase in external borrowing will increase
infrastructural development by 8.85 percent. Similarly, a percentage increase in tax°r ue will
increase infrastructural development by 5.12 percent. A percentage increasg i% ion is also
seen to increase infrastructural development by 3.8 percent. The intere@etween external
borrowing and tax revenue has significant but negative influence @rﬁmen‘[ expenditure on

A
infrastructural development in Nigeria. QQ’&%

Short run estimates reveal that external borrowing@\urrent, one and two lagged periods
significantly affect infrastructural development '\@geria. External borrowing in the current and
two lagged periods have positive assocgg.;}ith infrastructural development, while the one
lagged value of external borrowin&é@‘a negative effect on infrastructural development in
Nigeria. A percentage increase i&mal borrowing in the current and two lagged periods will
increase infrastructural d@p .;nt by 29.66 and 12.15 percent respectively. Conversely, a

percentage increasg\id ternal borrowing in the one lagged period will reduce infrastructural

developmem®2 percent.

Q

Tax rev has a significant effect on infrastructural development in the current and one lagged
period. A percentage increase in tax revenue in the current period will increase infrastructural
development by 8.50 percent, while a percentage increase in tax revenue in the one lagged period
will reduce infrastructural development by 4.16 percent. The interaction between external

borrowing and tax revenue in the current, two and three past periods are significant and negative
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predictors of infrastructural development. The interaction between external borrowing and tax
revenue in the one lagged period on the other hand is a positive predictor of infrastructural
development. A percentage increase in the interaction between external borrowing and tax
revenue in the current, two and three past periods will reduce infrastructural development by
1.12, 0.46 and 0.01 percent respectively. Meanwhile, a percentage increase in the interaction

between external borrowing and tax revenue in the one past period will increaseé@ tructural

development by 0.52 percent. E‘\QO

Inflation in the current, one and two lagged periods negat@f)\fedict infrastructural

development. A percentage increase in inflation in these p%@ will reduce infrastructural

development by 0.50, 1.10 and 0.60 percent respectively : error correction term is statistically
N

significant, negative and less than one. This means thatsthe speed of adjustment from short-run to

long —run equilibrium given any shock in th@ i$ about 35 percent.

4.5.1.1 Post Estimation Diagnostie@t on Model V

N

Some diagnostic tests are carn’%@ut after estimating the ARDL result to validate findings.

Table 4.15: Breusg{—g}jfrey Serial Correlation Test

Q

F-Statistic 49 Prob. F (2,8) 0.089

QQ

Source: Althor’s Computation (2022)

Since the probability value (0.089) is greater than 0.05, we conclude that there is no evidence of

serial correlation in the model.

Table 4.16: Breusch-Pagan Godfrey Heteroskedasticity Test
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F-Statistic 1.294 Prob. F (21,10) | 0.357

Source: Author’s Computation (2022)

Since the probability value (0.357) is greater than 0.05, we conclude that there is no evidence of

heteroskedasticity in the model.

4.3 Discussion of Findings . Q')&\

The study examined the effect of external borrowing on infrastructural O@hent in Nigeria,
while disaggregating infrastructural development into government dditure on agriculture,
road construction, social and community services, as well as t@@ﬁaﬁon and communication.
The last objective examined the interactive effect of e te rrowmg and tax revenue on total
infrastructural development in Nigeria. The ARDL % que was employed for all the objectives

given the mixed order of integration of the d@é

For the first objective, which analysed the effect of external borrowing on government
expenditure on road construction in Nigeria within the ARDL framework, the long-run estimates
indicated that external borrowing and interest rates exhibit a significant negative influence on
government expenditure on road construction. This does not conform to a-priori expectation as it
is expected that an increase in external borrowing should increase government spending on
capital projects like road construction!. However, the negative relationship may be connected
with the need for monitoring, evaluation, accountability and transparency in the loan
disbursement and utilization as this aligns with findings of previous studies, but deviates from

findings by another author®34,

Conversely, a study conducted previously aligns with the finding that exchange rate and inflation
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have a significantly positive relationship with expenditure on road construction®. Short-run
estimates reveal that the one-year lagged value of expenditure on road construction significantly
influences current expenditure on road construction. This means that the expenditure on road
construction in the previous year, to a large extent influences current expenditure on road
construction. External borrowing in the current and three lagged periods has a significantly
positive influence on road construction. This again conforms to apriori expectation as it is
expected that external borrowing increases productive investment in the infrastructure of a state

with both short- and long-term effects.

For the second objective, which estimated the effect of external borrowing on government
expenditure on agriculture in Nigeria, the model was also analysed within the ARDL framework

and estimates were obtained in both the short and long run.

The long run estimate reveals that external borrowing has a negative and significant influence on
government expenditure on agriculture. This still aligns with findings from the first objective
analysed by not conforming to a-priori expectations. Reasons for this are not far-fetched,
external borrowings invested in the agricultural sector are not properly utilized and monitored.
This aligns with the findings of previous studies®?. But deviates from the findings of another
study®. On the other hand, exchange rate and inflation have a significant positive association with
government expenditure on agriculture. The positive relationship between the exchange rate and
inflation with government expenditure on agriculture can be explained by the fact that inflation
experienced in Nigeria over the years has been classified as imported inflation and as such in a
bid to reduce this, the government has been looking inwards to develop the agricultural sector of
the country as an import-substitution strategy. An example of this is the Anchor Borrower’s

Programme of the CBN. This also explains the positive relationship between the exchange rate
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and government expenditure on agriculture. Following the huge demand for exchange rates over
the years, the government through the CBN banned the importation of certain food items and

began to invest heavily in the agricultural sector.

For the short-run estimates, external borrowing in the one, two, and three lagged periods also
significantly influence government expenditure on agriculture. This conforms to a-priori
expectation as it shows that external borrowing has helped in boosting the level of agricultural

development of the country.

The third objective which examined the effect of external borrowing on government expenditure
on transportation and communication was also analysed within the ARDL framework. The
ARDL result showed that in the long run, external borrowing and inflation exert significantly
negative influence on government expenditure on transport and communication. This is justified
by the poor utilization and accountability of the funds in this sector, this finding aligns with that
of &7, Exchange rate on the other hand, has a positive and significant relationship with
expenditure on transportation and communication. This is because a huge part of the
transportation and communication infrastructure utilized in the country is imported and as such,

despite an increase in exchange rate, expenditure on this sector will still increase.

Short run estimates reveal that government expenditure on transport and communication in the
one, two and three lagged periods has positive association with the current value of expenditure
on transport and communication. External borrowing in the current period has no significant

effect on government expenditure on transport and communication®.

The fourth objective analysed the effect of external borrowing on expenditure on social and

community services. This cuts across expenditure on education, health and other social and
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community services. Results showed that in the long run, all variables except inflation exhibit a
significant influence on government expenditure on social and community services. The
exchange rate exhibits a positive relationship with expenditure on social and community services.
This can be justified by the fact that as the exchange rate increases, funds become less available
for citizens to travel abroad for education and health purposes, thus motivating the government

to spend more on this sector to improve human capital development.

External borrowing and interest rate have a negative effect on government expenditure on social
and community services. This does not conform with a-priori expectation because an increase in
external borrowing should lead to an increase in social and economic facilities such as health,
education, electricity, sanitation and water supply, and many more because of the additional
resources!. However, the negative relationship may be connected with poor monitoring,

evaluation, accountability and transparency in the loan disbursement and utilization.

The last objective examined the effect of the interaction of tax revenue and external borrowing
on infrastructural development in Nigeria. The ARDL result shows that in the long run, external
borrowing, tax revenue and inflation significantly affect infrastructural development in Nigeria.
A negative relationship was established between external borrowing and infrastructural
development in the long run. This does not conforms with a-priori expectation as it is expected
that governments should take on external loans to improve the living standard of their citizens
through the investment of capital on ventures that can fast-track the sustainable development of
their economies. A well-utilized external borrowing increases productive investment in the
infrastructure of a country. This conforms to findings of studies previously conducted®!'?. While

aligning to submission findings of another study?.
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Similarly, a positive relationship was established between tax revenue and infrastructural
development in the long run. This also conforms to theoretical expectations and aligns with
empirical findings of a study conducted previously *. However, in the long run, the interaction
between external borrowing and tax revenue has negative and significant influence government
expenditure on infrastructural development in Nigeria. Short-run estimates show that external
borrowing has a positive association with infrastructural development in the current and two-
lagged periods, corroborating findings by another study*. While the one-lagged value of external
borrowing has a negative effect on infrastructural development in Nigeria, corroborating findings

of a previously conducted study'!.

Tax revenue has a positive significant effect on infrastructural development in the current and
one lagged period. This corroborates the fact that sufficient revenue generation and collection are
vital to the provision of sufficient and sustainable public infrastructural development'?. Similarly,
the interaction between external borrowing and tax revenue in the one-lagged period is a positive
predictor of infrastructural development. This means that both external funds and internally
generated revenue stimulate infrastructural development in Nigeria. For most developing
countries like Nigeria, external borrowing poses major challenges, particularly in the context of
fluctuating foreign exchange rate regimes to the provision of adequate public infrastructure'.
This is because the maintenance and servicing of external debts ultimately require sufficient
income to be able to honour matured obligations -interest and the principal. As such, emphasis

on external borrowing must be accompanied by the availability of sufficient tax revenue.
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This chapter discusses the summary of the findings, conclusions and recommendations of the
study. The findings of this study concisely summarize the contributions of the study to
knowledge whilst also emphasizing respective implications of findings, limitations to study as

well as suggestions for further studies.

5.1  Summary of Findings . \(b
The study evaluated the effect of external borrowing on infrastructure develo '&in Nigeria.

Moreover, the study assessed the intervening effect of tax revenue on f%ieraction between
external borrowing and infrastructure development in Nigeria. The s)@ﬁ}rther controls macro-

economic variables such as interest rate, inflation rate and exc%;\gg rate to ensure the result are
e

Q

not misleading. It precisely examined the effwtemal borrowing on government

expenditure on road construction, agriculture, trﬁs and communication and social and

°
community services such as education, hea@%ﬁ

were sourced from World Bank, N@nd CBN reports from 1981-2021 to achieve the

ty, and water respectively. Secondary data

objectives of this study. Followiﬁgt\hs ihterpretation of analyses of data collected and findings of

the study, the following can mmed up as the major empirical findings of this study:

External borrowingé;b{ts a significant negative influence on government expenditure on road

Q

Exte wing has a significant negative influence on government expenditure on

construction:

agriculture.

External borrowing exerts a significant negative influence on government expenditure on
transport and communication.

External borrowing has a significant negative effect on government expenditure on social and

community services.
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The interaction between external borrowing and tax revenue exerts a positive and significant

effect on infrastructural development in Nigeria.
5.2 Conclusion

Conclusions drawn from this study's empirical findings indicate that external borrowing does
have significant effect on infrastructure development in Nigeria. Similarly, tax reve@ crucial

because it interacted with external borrowing to influence infrastructure de élﬂ@@ﬂ in Nigeria.

The research concluded that the Federal government of Nigeria n‘e%ro e systematic in its
. %

sourcing for funding to provide infrastructure development facﬂ@ ile external borrowing

is critical, looking inwardly to create additional tax means j&gé to be looked into because it is

cheaper and the burden imposed by exchange ratej<h>c tions and interest rates payment on

external borrowing is very high and is not sustaj@c in the light of Nigeria’s economic growth
and development. »E C_)

The theoretical foundations for%%udy came from the Keynesian theory which suggests
accumulation of capital by tb%gg)vernment as a multiplier effect on economic growth. This
means that capital ac um@t (which can be sourced through internal and external sources of
revenue) shoul he government enough resources to provide developmental infrastructures

for the cmz ns which in turn drives economic growth and prosperity.

This research contributes to the reform agenda by offering empirical evidence to support the
ripple effect of external borrowing, and tax revenue generation on government capacity to
provide meaningful infrastructure facilities that can improve the quality of life of its citizens.
The study provides the Federal government of Nigeria with the strategic information it needs to

make evidence-based choices concerning external borrowing and tax revenue.
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5.3 Recommendations
Based on the findings of this study, the following recommendations are made;

The findings of hypotheses one, two, three, and four posit that external borrowing exerts a
significant effect on road construction, agriculture, transport, communication, social and
community services in Nigeria respectively. These negative functional rela‘uonsh{é&fe most
likely connected to poor utilization and accountability of the funds; Hen &%tudy call for
stringent measure in monitoring, evaluation, accountability and transparency in the loan

ﬁelp the country to own

disbursement and utilization. This like the developed economies @ﬂ

significant infrastructure development facilities that .chgdhance growth and economic

prosperity for the citizens and the country at large. @

The findings of hypothesis five suggest th @actlon between external borrowing and tax
revenue is a significant predictor of inf%gructural development. Meaning external funds and
internally generated revenue stiw@nfrastructural development in Nigeria. Hence, this study
recommends that while the f&%ra,l government is aggressively pursuing external borrowing, it
should consider creating %%axable avenues within the country and ensure proper ultilisation
and transparen a@ istration of revenue obtained from both sources. This is because, for most
developlng ountries like Nigeria, external borrowing poses major challenges, particularly in the
conte@ fluctuating foreign exchange rate regimes to the provision of adequate public
infrastructure. This is because the maintenance and servicing of external debts ultimately require
sufficient income to be able to honour matured obligations -interest and the principal. As such,
emphasis on external borrowing must be accompanied by the availability of sufficient internal-

generated revenue to thrive and a transparent administration of revenue usage.
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5.4 Contributions to Knowledge
The research has contributed essentially to the body of knowledge in the following ways;

The results of this study have provided further empirical evidence on the impact of government
expenditure on critical sectors of the Nigeria economy such as road, transportation, agriculture
and other economic services.

Theoretically, the study validates the application of Debt Crowding Out Theory, D@erhang
Theory, and The Keynesian Theory.

This study also helped to chat a new understanding of the negative impad@emal borrowing
on government expenditure in the Nigeria context

. %
Furthermore, the findings provide a model linking external @ng, tax revenue, and
infrastructural development in Nigeria %'&
The study provides empirical evidence that extema@wing has a significant negative impact
on government expenditure on road const iO}%iﬂ igeria. This suggests that the government

should explore alternative sources of f@ng for road construction projects, such as public-

private partnerships or domestic @ sources, to reduce the reliance on external borrowing.

The study highlights the n ?nﬂuence of external borrowing on government expenditure on
agriculture. This sg{d ts that the government should consider alternative funding sources for
agriculture @ to improve the sector's growth and development. Additionally, the
gove ould implement policies to attract private-sector investments in agriculture, such

as tax incentives, to supplement public funding.

The study provides evidence of the negative influence of external borrowing on government
expenditure on transport and communication. This suggests that the government should explore

alternative sources of funding for transport and communication projects, such as private-sector
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partnerships or domestic revenue sources, to reduce reliance on external borrowing.

The study highlights the negative impact of external borrowing on government expenditure on
social and community services. This finding suggests that the government should explore
alternative funding sources for social and community service projects, such as grants or domestic

revenue sources, to supplement external borrowing. . ®

The study shows that in the long run the interaction between external bor%&l tax revenue

geria. This finding
'3

has a negative and significant effect on infrastructure development .in
ﬁtmen‘[ in infrastructure

suggests that the government should explore policies that encour@%
projects and promote tax compliance to increase revenue,.aq&t employ stringent measures in

the allocation and ultilisation of the revenue availabl@astructure development.
5.5 Suggestion for Further Studies C')\‘\%
The limitations of this study offer op y and suggested for future study.

Future studies may unbundl he,\social services which include education, health, security to

examine the specific j L@%of external and tax revenue so as to enhance the generalization of

this study’s ﬁndin@

Perha;@@vey design could help collect primary data from the citizens on the infrastructure
developnient facilities they have been exposed too and their value relevance should help in

putting citizen feedback into the provision of infrastructure development facilities in Nigeria.
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Future studies may consider budget planning, monitoring and evaluation capability of the federal
government to see it has any bearing on external borrowing linkage with infrastructure

development facilities in Nigeria.

Future study may consider changing the unit of analysis from government accounts to

government officials working in critical ministries such as finance and revenue collect%and the

>

citizens in qualitative research to seek information on external borrowing an evenue and

their effect on citizen’s access to quality developmental amenities in Nige‘r%

[ ) “
A comparative study of the impact of government expenditure on%;gct% African countries will

add good flavor to this topical issue. . Q@

Q’Q
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