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ABSTRACT 

 

 

The deficiency of saving in Sub-Saharan Africa, as represented by Nigeria and South 

Africa has led to shortages in funding capital formation, thereby necessitating external 

borrowing. This has slowed down and restrained economic growth and development. 

The questions of external debts determinants, effects and causal relationships with 

capital formation are yet to be adequately responded to; mainly due to weak and non-

rigorous methods employed in the previous studies. The focus has not been effective 

and specific. The objective of this study is fourfold; determine factors affecting 

external debt accumulation, examine effects of external debt on capital formation, 

assess impact of debt overhang and crowding out effects on capital formation and 

investigate causal relationships between external debt and capital formation in Nigeria 

and South Africa. Autoregressive distributive lag (ARDL) and Vector Autoregressive 

(VAR) modeling on time series data covering three decades were employed in the 

study. The results have established that, interest rate and external debt service are the 

most statistically significant variables explaining external debt accumulation scourge 

in the selected countries. Additionally, the study has discovered that, external debt has 

significant negative effects on capital formation in the same manner with debt 

overhang and crowding out effects. However, these impacts are proven to be more 

pronounced on capital formation in Nigeria than in South Africa. It is also established 

that external debt and capital formation Granger causes each other. The overall 

implication of the research findings is that speed of capital formation has been 

retarded by the negative effects of external debts. Measures by the government should 

be tailored towards improving capital formation by designing policies that will reduce 

the burden of debt accumulation and reducing the cost of external debt services. This 

can be done through enhancing the debt management process and improving 

efficiency in funds utilization, so as to ensure timely repayment and servicing of debts. 

.  

Key Words: External Debts, Capital Formation, ARDL, VAR, Granger Causality  
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ABSTRAK 

 

 

Kekurangan tabungan di Sub-Sahara Afrika seperti yang berlaku di Nigeria dan Afrika 

Selatan telah mengakibatkan kekurangan bagi membiayai pembentukan modal yang 

membawa kepada keperluan  pinjaman luar. Hal ini telah memperlahan dan 

menghalang  pertumbuhan dan pembangunan ekonomi. Persoalan berkaitan dengan 

penentu hutang luar, kesan dan hubungan sebab dan akibat dengan pembentukan 

modal masih belum dapat dijawab dengan sebaiknya. Hal ini disebabkan oleh kaedah 

kajian yang digunakan sebelum ini lemah dan tidak padu di samping tumpuannya 

yang tidak khusus dan tidak berkesan. Empat objektif kajian ini ialah untuk 

menentukan faktor yang mempengaruhi pengumpulan hutang luar, memeriksa kesan 

kesesakan keluar hutang luar ke atas pembentukan modal, menilai kesan dari belenggu 

hutang dan kesan yang membebankan ke atas pembentukan modal serta menyiasat 

hubungan sebab dan akibat antara hutang luar dan pembentukan modal di Nigeria dan 

Afrika Selatan. Pemodelan Autoregresif Lat Distributif (ARDL) dan Vector 

Autoregresif (VAR)  ke atas data siri masa selama tiga dekad telah digunakan dalam 

kajian ini.  Keputusan kajian telah membuktikan bahawa kadar bunga dan 

perkhidmatan hutang luar adalah pembolehubah yang paling signifikan secara statistik 

bagi menjelaskan kemelut pengumpulan hutang luar di negara-negara yang dipilih. 

Kajian ini juga telah mendapati bahawa hutang luar mempunyai kesan negatif yang 

besar ke atas pembentukan modal dengan cara yang sama dengan belenggu hutang 

dan kesan kesesakan keluar. Walau bagaimanapun, kesan ini telah terbukti menjadi 

lebih ketara ke atas pembentukan modal di Nigeria berbanding Afrika Selatan. Selain 

itu, hutang luar dan pembentukan modal didapati penyebab Granger antara satu sama 

lain. Implikasi keseluruhan dapatan kajian menunjukkan bahawa kelicinan 

pembentukan modal telah tergugat dengan kesan negatif daripada hutang luar. 

Kerajaan perlu mengambil langkah yang sesuai ke arah meningkatkan pembentukan 

modal dengan membentuk dasar yang akan mengurangkan beban pengumpulan 

hutang, merendahkan kos perkhidmatan hutang luar melalui peningkatan proses 

pengurusan hutang dan meningkatkan kecekapan dalam penggunaan dana untuk 

memastikan pembayaran balik dan khidmat hutang tepat pada masanya. 

 

 

Kata Kunci: Hutang Luar, Pembentukan Modal, ARDL, VAR, Granger Sebab dan        

        akibat 
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CHAPTER ONE 

 

 

INTRODUCTION 

 

 

1.1 Introduction  

The research topic and variables of interest are discussed in this chapter. It starts with 

the background of the study serially discussing the main issues under consideration. 

The introduction to the concepts of external debt, capital formation and debt overhang 

was undertaken just as their relationship with other variables. Therefore, this chapter 

is targeted towards a general introduction of the thesis which is made up of the overall 

highlights of the study, and an outline of the Nigeria’s and South Africa’s external 

debt experiences in relation to capital formation, debt overhang and crowding out 

effects. It also presents the problem statement, objectives and motivation of the study 

and the structure of the thesis. 

 

1.2 Background of the Study 

External debt or foreign borrowing is as inevitable as the need for capital in economic 

development while shortage of this capital is one of the major characteristics of 

underdeveloped economies. The shortage is a resultant product of under savings 

which makes it compulsory for economies to source for additional funding mostly in 

form of foreign borrowing (Adepoju, Salau & Obayelu 2007). To this end, a very 

important role is played by capital accumulation, otherwise known as capital 

formation; widely established by economists and has been widely observed in the 

developmental process of many economies, popularly referred to as capital 

fundamentalism (Youopoulos & Nugent, 1976, Beddies, 1999, Gbura, 1997, Gbura & 

THadjimichael, 1996).   
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the thesis is for 

internal user 

only 



177 

 

REFERENCES 

Abu Bakar, N. A., & Hassan, S. (2008). Empirical evaluation on external debt of 

 Malaysia. International Business & Economics Research Journal, 7(2), 95-108. 

Abuzaid, L. E. M. (2011). External debt, economic growth and investment in Egypt, 

Morocco and Tunisia Ph.D. Thesis, University of Gloucestershire. 1-210. 

Adegbite, E. O. Ayadi, F. S., & Felix A. O. (2008). The impact of Nigeria’s external 

debt on economic development. International Journal of Emerging Markets, 

3(3), 285-301. 

Adebola, S. S., & Dahalan, J. (2012). Capital mobility: An application of Saving-

Investment Link for Tunisia. International Journal of Economics and Financial 

Issues, 2(1), 1-11. 

Akpokodje, G. (2000).  The effect of export earnings fluctuations on capital formation 

in Nigeria. Consortium, African Economic Research.  

Adekunle K. A. & Aderemi K. A, (2012).  Domestic investment, capital formation 

and population growth in Nigeria.  Developing Country Studies, 2(7), 2012. 

Adepoju, A. A., Salau, A. S., & Obayelu, A. E., (2007). The effects of external debt 

management on sustainable economic growth and development: Lessons from 

Nigeria. Munich Personal RePEC Archieve (MPRA), Munich, (2147), 1-31. 

Afxentiou, P. C., (1993). GNP Growth and foreign indebtedness in middle-income 

 developing countries.  International Economic Journal, 7(3), 81-92. 

Agénor, P. & Montiel P. (1999).  Development Macroeconomics. Princeton 

University  Press, Princeton, New Jersey. 

Agosin, Manuel R, Machado, Roberto, (2005). Foreign Investment in Developing 

Countries: Does it Crowd in Domestic Investment? Oxford Development Studies, 

33(2), 149-162. 



178 

 

Ahmed, M., & Shakur, M. (2011). Debt (a real hurdle in the economic growth of 

Pakistan):  A time series analysis. Foundation School of Liberal Arts and 

Sciences, Foundation, University; Rawalpindi, Pakistan. 

Ajab, A. A., & Audu, I. (2006). External debt, investment and economic growth: 

Evidence from Nigeria. Central Bank of Nigeria; Economic and Financial 

Review, 44(1), 81-113. 

Ajayi, L. B., & Oke, M. O. (2012). Effect of external debt on economic growth and 

development of Nigeria. International Journal of Business and Social Science, 

3(12), 297–304. 

Ajao, M. G. (2011). Stock market development, capital formation and growth in 

Nigeria. International Journal of Current Research, 33(6), 382-388. 

Ajayi, S. I., & Khan, M. S. (2000). External debt and capital flight in Sub-Saharan 

Africa. International Monetary Fund, IMF Institute, Washington D. C. 

Ajayi, Samuel I. (1991). Macroeconomic approach to external debt: The case of 

Nigeria. African Economic Research Consortium, Nairobi Kenya. December, 

1991. 

Alesina, A., & Weder, B. (2002). Do corrupt governments receive less foreign aid? 

The American Economic Review, 92(4), 1126-1137. 

Aliyu, R. M. & U. A. Usman, (2013) An econometric study of the impact of external 

debt, public debt and debt servicing on national savings in Nigeria: a 

 cointegration approach. International Journal of Management and Social 

 Sciences Research, 2(2), 2319-4421. 

Allen F. & A. M. Santomero (1998). The theory of financial intermediation. Journal 

of Banking and Finance. 21(1998), 1461-1485.  



179 

 

Al-Mahdi, L. F. (2005). The international debt crises; a comparative Study with 

Particular Reference to Egypt. Unpublished Ph.D. Thesis, Ain Shams  University, 

Cairo. 

Andrews, Donald W. K. (1991). Heteroskedasticity and Autocorrelation consistent 

covariance matrix estimation.  Econometrica, 59, 817–858. 

Arslanalp, S., & Henry, P. B. (2004). Helping the poor help themselves: Debt relief or 

aid?  NBER Working Paper No. 10230, January 2004.  

Ashinze, J. O., Onwioduokit, E.A. (1996). Economic growth and foreign debt: a case 

study of Nigeria. CBN, Economic and Financial Review, 34, 523-40. 

Audu, Isa (2004). The Impact of External Debt on Economic Growth and Public 

Investment: The Case of Nigeria. African Institute for Economic Development 

and Planning (IDEP), Dakar Senegal. 

Awan A., N. Asghar., & H. Ur Rehman (2011). The impact of exchange rate, fiscal 

deficit and terms of trade on external debt of Pakistan: a Cointegration and 

causality analysis.  Australian Journal of Business and Management Research 

1(3), 10-24. 

Ayadi, F. S., & Felix, O. A.  (2008).  The impact of external debt on economic 

growth: A comparative study of Nigeria and South Africa. Journal of Sustainable 

Development in Africa. 10(3), 234-264. 

Azam, J. P. & Daubree, C., (1997). By passing the State: Economic growth in Kenya, 

1964-90.  Development Centre, O.E.C.D., Paris. 

Bakare A. S. (2011).  A theoretical analysis of capital formation and growth in 

Nigeria Far East Journal of Psychology and Business, 3(1), 12-24. 

Bauer, P. T. (1972). Dissent on Development: Studies and debates in development 

economics. Harvard University Press. 



180 

 

Beddies C. (1999). Investment, capital accumulation and growth: some evidence from 

Gambia: 1964-1998; IMF Working Paper, 99/117, August. 

Ben-David, D. (1998). Convergence clubs and subsistence economies. Journal of 

Development Economics. 55, 155-171. 

Bhagwati, Jagdish, (1966).  The economics of underdeveloped countries. McGraw 

Hill, New York. 

Borensztein, E. (1990). Debt overhang, credit rationing and investment. Journal of 

Development Economics, 32, 315-335. 

Brown, R. L J. & Durbin, J. M. E. (1975). Techniques for testing the constancy of 

regression relationships overtime. Journal of the Royal Statistical Society, 37(2), 

149–192. 

Bulow, J., & Rogoff, K. (1990).  Cleaning up third-world debt without getting taken 

to the cleaners.  Journal of Economic Perspectives, (4) 31-42. 

Burnside, C., & Dollar, D. (2000). Aid, policies, and growth. American Economic 

Review, 90(4), 847–868. 

Burnside, C., & Dollar, D. (2004). Aid, policies, and growth: Revisiting the evidence. 

World Bank Policy Research Working Paper No. 2834. 

Calvo, Guillermo A. (1998). Growth, debt and economic transformation: The capital 

flight problem, In New Theories in Growth and Development, ed. Fabrizzio  

 Cori-Celli, Maddimo di Matteo, and Frank Hahn (St. Martin). 

Chenery, H. B., and M. Bruno, (1962).  Development alternatives in an open 

economy: The case of Israel, Economic Journal, 57(285), 79-103. 

Chenery, H.B., & Strout, A. (1966). Foreign assistance and economic development. 

American Economic Review. 56(4), 678-733. 



181 

 

Clarke, J. A., & Mirza, S. (2006). A comparison of some common methods for 

detecting Granger noncausality. Journal of Statistical Computation and 

Simulation, 76(3), 207-231. 

Chibber, A. & D. Mansoor, (1990). Fiscal policy and private investment in 

developing countries. Recherche Economique, XLIV, 2–3. 

Chinaemerem O. C., & O. B. Anayochukwu (2013). Impact of external debt financing 

on economic development in Nigeria. Research Journal of Finance and 

Accounting. 4(4), 92-99. 

Chowdhury, A. R. (2001). External debt and growth in developing countries: A 

sensitivity and causal analysis. Discussion paper 95. World Institute for 

Development Economics Research (WIDER), United Nations University, 

Helsinki. 

Chowdhury, A. R. (2004). External debt, growth and the HIPC initiative: Is the 

country choice too narrow? In Debt Relief for Poor Countries, Tony Addison, 

Henrik Hansen and Finn Tarp. Chapter 8. 

Chowdhury, K. (1994). A structural analysis of external debt and economic growth: 

Some evidence from selected countries in Asia and the Pacific. Applied 

Economics, 26, 1121- 1131. 

Chowdhury, K. (2000). Australia's external debt:  Is it a symptom or a cause of 

economic slowdown? Journal of Economic and Social Policy, 5(1). 

Claessens, S., Detragiache, E., Kanbur, R., Wickham, P. (1996). Analytical aspects of 

the debt problems of Heavily Indebted Poor Countries, Washington, DC, World 

Bank Research Working Paper No. 1618, World Bank. 

Claessens, S., Detragiache, E., Kanbur, R., Wickham, P. (1997). Analytical aspects of 

the debt problems of heavily indebted countries, in Iqbal, Z., Kanbur, R. (eds), 



182 

 

External Finance for Low-Income Countries, IMF Institute, Washington, DC, 21-

48. 

Clements, B., Bhattacharya, R., & Nguyen, T. (2005). Can debt relief boost growth in 

poor countries? International Monetary Fund Economic Issues, (34), 

Washington. 

Clements, B., Bhattacharya, R., & Nguyen, T. Q., (2004). External debt, public 

investment, and growth in low-income countries.  IMF Working Paper, 

WP/03/249, International Monetary Fund. 

Clements, B., Gupta, S., & Inchauste, G. (2003). Fiscal policy for economic 

development: An overview: http://www.imf.org/external/pubs/nft/2004/hcd/ch01 

Cline, W. R., (1984).  International Debt: Systematic Risk and Policy Response.  

Institute for International Economics.  Washington D. C. 

Cohen, D. (1989). How to cope with debt overhang: Cut flows rather than stocks. In 

Husain, I., Diwan, I. (Eds), Dealing with Debt Crisis. The World Bank, 

Washington, DC, Ch. 13. 

Cohen, D. (1993). Low investment and large LCD debt in the 1980s. The American 

Economic Review, 83(3), 437-449.  

Collier, P. & J.W. Gunning (1999). Explaining African economic performance.   

Journal of Economic Literature, 37, 64-111 

Collier, P., & Dollar, D. (2002). Aid allocation and poverty reduction. European 

Economic Review, 46(8), 1475–1500. 

Collier, Paul, & Jan Dehn (2001). Aid, shocks, and growth. World Bank Policy 

Research Working Paper No. 2688, Washington, DC. 

http://www.imf.org/external/pubs/nft/2004/hcd/ch01


183 

 

Cordella, T., Ricci, L. A., & Ruiz-arranz, M. (2005).  Debt Overhang or Debt 

Irrelevance? Revisiting the Debt-Growth Link. International Monetary Fund 

Working Paper, WP/ /223, Washington DC. 

Corden, W. M. (1989). Debt relief and adjustment incentives, in Frenkel, Jacob A., 

Michael P. Dooley & Peter Wickham eds. Analytical Issues in Debt, 242–57. 

Washington, DC: International Monetary Fund.  

Cornwell, Christopher & Peter Rupert (1988). Efficient estimation with panel data: 

An empirical comparison of instrumental variables estimators. Journal of Applied 

Econometrics, 3, 149-155. 

David N, Weil. (2008). Economic Growth. 2nd (Ed.) Pearson. 

Deshpande, A. (February 1997). The Debt Overhang and the Disincentive to Invest. 

Journal of Development Economics, 52, 169-187 

Dickey D. A & Fuller W. A. (1979).  Distribution of the estimators for autoregressive 

time series with a unit root. Journal of the American Statistical Association 74: 

(366), 427–431. 

Dickey, D. A., & Fuller W. A. (1981). Likelihood ratio statistics for autoregressive 

time series with a unit root. Econometrica, 49, 1057–1072. 

Dijkstra, G. & Hermes, N. (2001). The uncertainty of debt service payments and 

economic growth of highly indebted poor countries: Is there a case for debt 

relief? Faculty of Public Policy, Erasmus University Rotterdam.  

Domar, Evsey, (1946).Capital expansion, rate of growth, and employment, 

Econometrica, 14, 137-147. 

Easterly, W. (1999). The ghost of financing gap: testing the growth model used in the 

international financial institutions. Journal of Development Economics, 60(2), 

423–438. 



184 

 

Eatwell, J. (1987). Theory of Capital in Eatwell Milgate & Newman (eds). The New 

Palgrave Dictionary of Economics; Basingstoke Macmillan 4: 868-872 

Edo, S. E. (2002). The external debt problem in Africa: a comparative study of 

Nigeria and Morocco.  Africa Development Review, 14(2), 221-236. 

Efendi N. (2001). External debt and growth of developing countries, Ph.D. Thesis, 

University of Oklahoma, U.S.A.  

Elbadawi, I. A., Ndulu, B. J., & Ndung'u, N. (1997). Debt overhang and economic 

growth in Sub-Saharan Africa, in Zubair Iqbal and Ravi Kanbur (eds.) External 

finance for low-income countries, International Monetary Fund. Washington DC. 

Elhanan, H., & Krugman, P. R. (1989). Trade policy and market structure. (First ed). 

Massachusetts Institute of Technology. United State of America. 

Enders, W. (1995). Applied Econometric Time-Series. Series in Probability and 

Mathematical Statistics. New York: Chichester; U.K. and Toronto: Wiley. 

Enders, W. (2003). Applied Econometric Time Series. Second Edition. Wiley, John & 

Sons.  

Endres A. M. & D. A. Harper, (2013), Capital Formation and Interventionist 

Dynamics in Development Economics. Fall 2013 events, as.nyu.edu.  

Engle, R. F. K, & Granger, C. W. F. (1987). Cointegration and error correction: 

representation, estimation and testing.  Econometrica, 55, 251-276. 

Ezeabasili, V. N., O. Isu, H., & Mojekwu, J. N. (2011). Nigeria’s external debt and 

economic growth: an error correction approach. International Journal of Business 

and Management, 6(5), 156–170.  

Ezikwe J. E. & Mojekwu J. N. (2011). The impact of external debt on macro- 

economic performance. International Journal of Business and Management 

Tomorrow, 1(2), 1-12. 



185 

 

Ezirim, B.C. and Ojukwu, D.I.M (2002). Empirical investigation of the impact of 

foreign direct investments on the Nigerian economy.  Journal of Business 

Research, 1(2), 205-241. 

Ferraro, V. & Rosser, M. (1994), Global Debt and Third World Development. World 

Security: Challenges for a New Country. New York: St. Martin’s Press, 332-

 335. 

Fosu, A. K. (1999). The external debt burden and economic growth in the 1980s: 

evidence from sub-Saharan Africa. Canadian Journal of Development 

Studies/Revue canadienne d'études du développement, 20(2), 307-318. 

Fosu, A.K. (1996). The impact of external debt on economic growth in Sub-Saharan 

Africa. Journal of Economic Development,12(1). 

Fosu, A.K. (2007). The external debt-servicing constraint and public expenditure 

composition: evidence from African economies. Helsinki, Research Paper No. 

2007/36. 

Froot, A. K. & P. Krugman. (1989). Domestic Taxes and External Debt Laffer curve. 

Economica, 64, 519-525. 

Garegnani, P. (1990).  Quantity of capital in: Eatwell J, Milgate M, Newmann P. 

(eds.) The New Palgrave: capital theory. MacMillan, London. 

Ghirmay S.G. & M. Cadet. (1998). Direct foreign investment's impact on private 

capital formation in Sub- Saharan Africa.  African Economic and Business 

Review, 1(2). 

Ghura, D. & T. Hadji Michael. (1996). Growth in Sub-Saharan Africa. Staff Papers, 

International monetary Fund, 43. 

Ghura, D. (1997). Private Investment and Endogenous Growth: Evidence from 

Cameroon. IMF Working Papers, 97/165. 



186 

 

Gillis, M., D. W. Perkins, M. Roemer & D. R., Snodgrass. (1987). Economics of 

Development. Second Edition: W.W. Norton. 

Green, J. E., & S. M. Khan. (1990). The African debt crisis. AERC Special Paper 3, 

Nairobi. 

Greene, J., & Villanueva, D. (March 1991).  Private investment in developing 

countries. IMF Staff Papers 38, 33-58. 

Gregory, A. W., & Hansen, B. E. (1996).  Practitioner’s corner: tests for cointegration 

in models with regime and trend shifts. Oxford bulletin of Economics and 

Statistics, 58(3), 555-560. 

Gurley, J. G., & Shaw, E. S. (1960).  Money in a Theory of Finance (Washington, 

DC:  Brookings Institution, 1960).  Gurley Money in a Theory of Finance, 1960. 

Habimana, A. (2005). The effects of eternal debt on capital accumulation: A case 

study of Rwanda. Published M Sc. University of the Western Cape. Australia. 

Hameed, A., Ashraf, H., & Chaudhary, M. A. (2008). External debt and its impact on 

economic and business growth in Pakistan. International Research Journal of 

Finance and Economics. 20. 132- 140 

Hansen, H. (2001). The impact of aid and external debt on growth and investment: 

Insights from cross-country regression analysis. Presented at the wider 

Conference on Debt Relief, United Nations University Helsinki, Finland. 

Haraldsottir, H. E. (2006). HIPC debt relief, the debt service burden and poverty 

reduction with a special reference to Uganda experience. Technical Advisor  for 

Icelandic International Development Agency (ICEIDA). Nicaragua. 

Helmut Lutkepohl (1990). Asymptotic Distribution of Impulse Response Functions 

and Forecast Error Variance Decompositions of Vector Autoregressive Models. 

 The review of  economics and statistics; 72(1), 116-125. 



187 

 

Herandez-Cata, E. (2000). Raising growth and investment in Sub-Saharan Africa: 

What can be done? Policy Discussion Paper: PDP/00/4, International Monetary 

Fund, Washington DC. 

Hunt, S.D. (2007). Economic growth: should policy focus on investment or dynamic 

competition? European Business Review, 19(4), 279-91. 

Hurvich Clifford M.  & Chih-ling Tsai (1989).  Regression and time series model 

selection in small samples. Biometrika. 76 (2), 297-307. 

Hepp, R. (2008), “Can debt relief buy growth?”, Fordham Economics Discussion 

Paper Series dp2008-22, Fordham University, Department of Economics, New 

York, NY. 

Elbadawi, I. A., Ndulu, B. J., & Ndung’u, N. (1999). Debt Overhang and Economic 

Growth in Sub-Saharan Africa, chapter 5 in. External Finance for Low-Income 

Countries. 

Ikejiaku, B.V. (2008). Africa debt crisis and the IMF with a case of Nigeria: Towards 

a theoretical explanation. Journal of Politics and Law, 1(4). 

Impicciatore, G., Panaccione, L., & Ruscitti, F. (2012). Walras’ theory of capital 

formation: an intertemporal equilibrium reformulation. Journal of 

Economics, 106(2), 99-118. 

Impicciatore Galeazzo., Luca Panaccione & Francesco Ruscitti (2012). Walras theory 

of capital formation: An inter-temporal equilibrium reformulation. Springer-

Verlag. J Econ, 106, 99–118. 

Iyoha, M. (2000). An econometric analysis of external debt and economic growth on 

Sub-Saharan African countries, in: Ajayi, & Khan, M., (eds), External Debt  and 

Capital Flight in Sub-Saharan Africa: International Monetary Fund. Washington. 

D.C. 



188 

 

Iyoha, M. A. (1997). An economic study of debt overhang, debt reduction, investment 

and economic growth in Nigeria. NCEMA Monograph Series (8).  

Iyoha, M. A. (March 1999). External Debt and Economic Growth in Sub-Saharan 

African Countries: An Econometric Study. African Economic Research. 

Consortium Research Papers, No 90. University of Benin. Nigeria. 

Jhinghan M. L. (2006). Advanced Economic Theory (Micro and Macro). 12th Edition 

New Delhi. Vrinda Publications. 

Johansson, P. (2010). Debt Relief, Investment and Growth. World Development, 

38(9), 1204–1216.  

Johansen S. (1991). Estimation and hypothesis testing of Cointegration Vectors in 

Gaussian Vector Autoregressive Models, Econometrica, 59. 1551-80. 

Johansen, S (1988). Statistical analysis of cointegrating vectors. Journal of Economic 

Dynamics and Control. 12, 231-54. 

Johansen, S. & Juselius, K. (1990). Maximum likelihood estimation and inferences on 

cointegration – with applications to the demand for money. Oxford Bulletin of 

Economics and Statistics, 52, 169 -210 

Johansson, P. (2010). Debt relief, investment and growth. World Development, 38(9), 

1204–1216. 

Koray, F. (1987), Government debt, economic activity, and transmission of economic 

disturbances”, Journal of Money, Credit and Banking, 19 (3), 361-75. 

Krugman, P. (1988), Financing vs. forgiving a debt overhang: some analytical issues, 

Journal of Development Economics, 29(3), 253-268. 

Koray, F. (1987), Government debt, economic activity, and transmission of economic 

disturbances, Journal of Money, Credit and Banking, 19(3), 361-75. 

Krugman, P. (1988),  Financing vs. forgiving a debt overhang: some analytical issues, 



189 

 

Journal of Development Economics, 29(3), 253-68. 

Kamin, S. B, Kahn, R. B., & Levine, R. (1989). External debt and developing country 

growth, board of governors of the Federal Reserve System. International Finance 

Discussion Papers. 352. 

Kaminsky, G. L., & Perelra, A. (1996). The debt crisis: Lessons of the 1980s for the 

1990s.  Journal of Development Economics. 50(1), 1-24. 

Karagol, E. (2002). The causality analysis of external debt service and GNP: The 

Case of Turkey.  Central Bank Review, 1, 39-64. 

Karagol, E. (2004). External debt and economic growth relationship using 

simultaneous equations, University of Balikesir, Turkey. 

Karim, M. Z. A., Harif, A. A. M., & Adziz, A. (2006).  Monetary Policy and Sectoral 

Bank Lending in Malaysia. Global Economic Review, 35(2014), 303–326.  

Kemal, A. R. (2001). Debt accumulation and its implications for growth and poverty. 

The Pakistan Development Review. 40(4), 263-285. 

Kenen, P. B. (1990).  Organizing debt relief: The need for a new institution.  Journal 

of Economic Perspectives, 4(1), 7-18. 

Keynes, J.M. (1960).  The general theory of employment, interest and money. Volume 

III, of the collected writings of John Maynard Keynes.  London: McMillan. 

Khan, A., (2007). Foreign Direct Investment and economic growth: The role of 

Domestic Financial sector, PID E Working Paper. 

Kohlscheen E. (2004). Domestic vs. External sovereign debt servicing: An empirical 

analysis. Warwick Research Papers No. 904. 

Kremers, J. J. M., Ericsson, N. R., & Dolado, J. J. (1992). The Power of Cointegration 

Tests. Oxford Bulletin of Economics and Statistics. 54(3), 325–348.  



190 

 

Krugman P. (1989). Market-based debt reduction Schemes. In; Frenkel J.A, Dooley 

M.P, Wickham P. (eds). Analytical issues in debt. International Monetary Fund. 

Washington DC. 

Krugman, P. (1988). Financing versus forgiving: a debt Overhang: Some Analytical 

Notes. Journal of Development Economics, 29. 253-268.  

Lütkepohl, H., Saikkonen, P., & Trenkler, C. (2001). Maximum eigenvalue versus 

trace tests for the cointegrating rank of a VAR process.  The Econometrics 

Journal, 4(2), 287-310. 

Looney, R.E. and Frederiksen, P.C. (1986), Defence expenditures, external public 

debt and growth in developing countries, Journal of Peace Research,  23 (4), 

329-338. 

Lada, K., & Wójcik, P. (2007). VAR model, the impact of a macroeconomic policy 

on inflation and economic activities.  Atlantic Economic Journal, 22, 1-7. 

Leta, J. G. (2002). External debt and economic growth in Ethiopia. Published M.Sc. 

Thesis. Addis Ababa University, Ethiopia. 

Levy, A., & Chowdhury, K. (1993). An integrative analysis of external debt, capital 

accumulation and production in Latin America, Asia-Pacific and Sub-Saharan 

Africa. Journal of Economics and Finance. 17(3), 105-119. 

Levy-Livermore, A., & Chowdhury, K. (1998). Handbook on Globalization of the 

World Economy, Edward Elgar Publishing Limited. Cheltenham, UK. 

Lucas, R.E.J. (1988). On the Mechanics of Economic Development. Journal of 

Monetary Economics, 22, 3-42.  

Lada, K., & Wójcik, P. (2007). VAR model – the impact of a macroeconomic policy 

on inflation and economic activitys. Atlantic Economic Journaal, 22, 1–7. 



191 

 

Malik S., Hayat M. K. & Hayat M. U. (2010). .External debt and economic growth: 

Empirical evidence from Pakistan.  International Research Journal of Finance 

and Economics, 44, 88-97. 

Mallick, H. (2008). Inflation and growth dynamics : the Indian experience. Journal of 

Economic Policy Reform, 11(3), 163–172.  

McKinnon, R. (1964).  Foreign exchange constraints in economic development and 

efficient aid allocation. The Economic Journal, 74(294), 388–409.  

McKinnon, R. I. (1973). Money and capital in economic development. Brookings 

Institution Press.  

McNees, S. K. (1986). Forecasting accuracy of alternative techniques: A comparison 

of US macroeconomic forecasts.  Journal of Business and Economic Statistics 

4(1), 5-15 

Metwally, M., & Tamaschke, R. (1994). The interaction among foreign debt, capital 

flows and growth; Case studies. Journal of Policy Modeling. 16(6), 597-608. 

Menyah, K., Y. Wolde-Rufael, 2010. Energy consumption, pollutant emissions and 

economic growth in South Africa. Energy Economics, 32(6): 1374-1382. 

Moore, W., & Thomas, C. (2010). A meta-analysis of the relationship between debt 

and growth.  International Journal of Development, 9(3), 214–225. 

Muoghalu Michael I., Chinedu B. Ezirim, & Uchenna E. (2007). Foreign investment 

burden, exchange rates and external debt crises in Nigeria: an empirical 

extension.  Banks and Bank Systems; 2,(3), 82-90.  

Murwirapachena, G. and Kapingura, F.M. (2015) Determinants of external debt in 

South Africa: a VAR-based approach, International, Journal Economic Policy in 

Emerging Economies, 8(2), 138–152. 



192 

 

Narayan, P. K. (2004) Reformulating Critical Values for the Bounds F-statistics 

Approach to Co integration: An Application to the Tourism Demand Model for 

Fiji, Discussion papers (Victoria: Department of Economics, Monash 

University). 

Narayan, P. K. (2005). The relationship between saving and investment for Japan, 

Japan and the World Economy, 17, 293–309. 

Narayan, P. K., & Narayan, S. (2005). Estimating income and price elasticities of 

imports for Fiji in a cointegration framework. Economic Modelling, 22(3), 423-

438. 

Nasiru, I. and H. M. Usman, (2013). The Relationship between Domestic Savings and 

Investment: The Feldstein-Horioka Test Using Nigerian Data, CBN; Journal of 

Applied Statistics 4 (1)75 

Nawaz M, Qureshi M. and Awan N. W. (2012), “Does External Debt Cause 

Economic Growth: A Case Study of Pakistan”, The Romanian Economic Journal, 

Vol. 15, No. 43, pp. 131-144. 

Ndikumana, L. (2000), Financial Determinants of Domestic Investment in Sub-

Saharan Africa, World Development, 28 (2), pp.381-400. 

Nelson, C. R. and Plosser, C. I. (1982). Trends and Random Walks in Macro- 

economic Time Series, Journal of Monetary Economics, 10, 139-162. Nickell, S. 

(1985).  

Nurkse, R. (1953). Problems of Capital Formation in Under-Developed Countries. 

Oxford: Blackwell. 

Okonja-Iwela N. & Osafo-Kwaako P. (2007), Nigeria economic reforms: Progress 

and prospects.  Brookings Global Economy and Development, Working Paper 

No. 6. 



193 

 

Omotoye, R. O., Sharma, H. P., Ngassam, C., & Eseonu, M. (2006). Sub-Saharan 

Africa’s debt crisis: Analysis and forecast based on Nigeria. Managerial Finance, 

32(7), 606–620. 

Orji, A., & Mba, P. N. (2011). Foreign private investment, capital formation and 

economic growth in Nigeria: A two stage least square approach. Journal of 

Economics and Sustainable Development, 2(2), 14-27. 

Osinubu, Tokumbo S., & Olaleru Oladele E. (2006).  Budget deficits, external debts 

and economic growth in Nigeria. Applied Econometric and International 

Development. 6(3), 159-186. 

Oyeshola, Dokun and Lawal Abike, (2009). The United States African growth and 

opportunity act (AGOA) and African sustainable development with particular 

reference to Nigeria. Journal of Sustainable Development in Africa 11(3) 1520-

5509.  

Panizza, U. (2008).  Domestic and external public debt in developing countries.  

Paper presented at the United Nations Conference on Trade and Development 

(UNCTAD).  Discussion Papers, 188. New York City. 

Pankaj., S., Varun, A. and Vishakha, B. (20011). Determinants of public debts for 

Middle income and high income group countries using panel data regression, 

MPRA paper 32077, University library of Munich, Germany. 

Patenio, J. A. S., & Agustina, T. (2007). Economic Growth and External Debt 

Servicing of the Philippines: 1981-2005. 10th National Convention on Statistics 

 (NCS) EDSA Shangri-La Hotel 

Pattillo, C., Poirson, H., & Ricci, L. (2004). What are the channels through which 

external debt affects growth? IMF Working Paper 04/15. Washington DC. 



194 

 

Pattillo, C., Poirson, H., & Ricci, L. (April 2002). External debt and growth.  

International Monetary Fund. Working Paper, 02 (69). 

Pesaran, H. M. & Pesaran. B. (1997) Microfit 4.0, Oxford: Oxford University Press. 

Pesaran, M. H. Shin, Y. & Smith, R. J. (2001). Bounds testing approaches to the 

analysis of level relationships. Journal of Applied Econometrics, 16, 289–326. 

Pesaran, M.H. and Shin, Y. (1999). An autoregressive distributed lag modelling 

approach to cointegration analysis. Econometrics and Economic Theory in the 

20
th

 Century: The Ragnar Frisch Centennial Symposium, Strom, S. (ed.) 

 Cambridge University Press. 

Phillips, P.C.B., Hansen, B.E. (1990). Statistical inference in instrumental variable 

regression with I (1) processes. Review of Economic Studies, 57. 99-125. 

Presbitero, A. F. (2008). The debt-growth nexus in poor countries: A reassessment. 

Economics–The Open-Access, Open-Assessment E-Journal, 2(30), Kiel Institute 

for the World Economy. 

Presbitero, A. F. (2009). Debt-relief effectiveness and institution-building. 

Development Policy Review, 27(5), 529–559. 

Romer, M. P. (1986). Increasing returns and long run growth, Journal of Political 

Economy, 94 (5), 1002-1037. 

Root, R.F. (1978). Constraints on Domestic Investment Faced by Developing 

Countries. International Trade and Investment, 4th ed., South-Western 

Publishing, Mason, OH. 

Rostow, W. W. (1960). The Stages of Economic Growth: A Non-Communist 

Manifesto. (Third Ed.) New York, United State of America. 



195 

 

Rusek, A. (1994). Macroeconomic Policy output and inflation in the former 

Czechoslovakia: Some evidence from the VAR analysis, Atlantic Economic 

Journal, 22, (3) 8-23 

Sachs, J. (1988).  The debt overhang of developing countries, in debt, stabilization 

and development: Essays in Memory of Carlos Diaz Alejandro. Calvo, A. 

Gillermo et al. (Eds.). Oxford: Basil Blackwell, 80-102. 

Sachs, J. (2002). Resolving the debt crisis of low income countries.  Brooking Papers 

on   Economic Activity, 2002, 1-28. 

Sarkar, P. (2006). Stock market development and capital accumulation in less 

developed countries, Mimeograph Jadavpur University, Kolkata India. 

Savvides, A. (1992). Investment slowdown in developing countries during the 1980s: 

Debt overhang or foreign capital inflows, Kyklos. 45(3), 363-378. 

Sawada, Yasuyuki, (1994). Are the heavily indebted countries solvent? Tests of inter 

temporal borrowing constraints. Journal of Development Economics 45(2), 325-

337. 

Shrestha MB, Chowdhury K. (2005). A Sequential Procedure for Testing Unit Roots 

in the Presence of Structural Break in Time Series Data: An Application to 

Nepalese Quarterly Data 1970–2003, International Journal of Applied 

Econometrics and Quantitative Studies 2.  

Siddiqui, A. (2007). India and South Asia: Economic developments in the Age of 

globalization. United States of America, New York, M.E. Sharpe, Armonk. 

Sims, C. A. (1980). Macroeconomics and reality. Econometrica: Journal of the 

Econometric Society, 1-48. 

Solow, R. M. (1956). A contribution to the theory of economic growth. The Quarterly 

Journal of Economics. 70(1), 65-94. 



196 

 

Stambuli, P.K. (1998). Causes and Consequences of the 1982 World Debt Crises?, 

Pre-doctoral research paper, Department of Economics, University of Surrey 

Guildford, UK. 

Sulaiman, C., & Abdul-Rahim, A. S. (2014). J-curve effect and Thailand’s trade in 

forest products: ARDL bounds testing. World Applied Sciences Journal, 29(1), 

150-155. 

Sulaiman, L.A. & Azeez, B.A. (2012). Effect of external debt on economic growth of 

Nigeria. Journal of Economics and Sustainable Development. 3(8), 71-79. 

Suma, D. F. (2007). The external debt crisis and its impact on economic growth and 

investment in sub-Saharan Africa: A regional Econometric Approach of 

ECOWAS Countries. Published Ph.D., Vienna University. 

Svensson, L. (2003). Escaping from a liquidity trap and deflation: the fool proof way 

and others. Journal of Economic Perspectives, 17(4), 145–166. 

Swan, T. W. (1956). Economic growth and capital accumulation. Economic Record. 

32(2), 334-361.  

Taylor, L. (1993). The Rocky Road to Reform: Adjustment, Income Distribution and 

Growth in the Developing World.  MIT Press, London. 

Tobin, J. (1969). A general equilibrium approach to monetary theory. Journal of 

money, credit and banking, 1(1), 15-29. 

Todaro, M. P., & Smith, S. C. (2009).  Economic Development. (Tenth ed). United 

States of America. 

Tiruneh, M. W. (2004). An empirical investigation into the determinants of external 

indebtedness. University of Munich, Empirical Research Group. Munich and 

Institute of Slovak and World Economics Slovak Academy of Sciences. Bratislava. 

Slovakia. 



197 

 

Ugochukwu, S., Judith, N., & Edith, O. (2014). The impact of foreign direct 

investment on capital formation in Nigeria: A cointegration approach, The 

International Journal of Finance and Management. 2(2), 188-196.  

Ugochukwu, U. S., & Chinyere U. P. (2013). The impact of capital formation on the 

growth of Nigerian economy.  Research Journal of Finance and Accounting 4(9), 

36-43. 

Wang, F. (2009). The effects of foreign borrowing policies on economic growth: 

Success or Failure? Journal of Economic Policy Reforms, 12(4), 273-284. 

Warner, A. M. (1992). Did the debt crisis cause the investment crisis? The Quarterly 

Journal of Economic, 107(4), 1161-1186. 

Were, M. (2001). The impact of external debt on economic growth in Kenya: An 

empirical assessment (No. 2001/116). WIDER Discussion Papers//World 

Institute for Development Economics (UNU-WIDER). 

Wijeweera, A., Dollery, B., & Pathberiya, P. (2005). Economic growth and external 

debt servicing: a cointegration analysis of Sri Lanka, 1952 to 2002. University of 

New England working paper series in economics, 8. 

World Development indicators, (2014). The World Bank publications, The world 

Bank Worshintion, DC. 

Xiaoyong Cui, and Liutang Gong (2007). Foreign aid, domestic capital accumulation, 

and  foreign borrowing, Journal of Macroeconomics, 30(3), 1269-1284. 

Yap J. T. (1990).  Assessment of external debt management in the Philippines.  

Working     paper series No. 90-04, Philippines institute for development Studies. 

Yartey, C. A. (2007). Well-developed Financial Intermediary Sector Promotes Stock 

Market Development Evidence from Africa. Journal of Emerging Market 

Finance, 6(3), 269-289. 



198 

 

Yotopoulos, P., & J. Nugent (1976), New York: Harper and Row. Economics of  

 Development: Empirical investigations. 

 


	Copyright 
	Front Page
	Title Page
	Certification
	Permission to Use
	ABSTRACT
	ABSTRAK
	ACKNOWLEDGMENT
	TABLE OF CONTENTS
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF ABBREVIATIONS
	CHAPTER ONE: INTRODUCTION
	1.1 Introduction
	1.2 Background of the Study
	1.3 Problem Statement
	1.4 Research Questions
	1.5 Research Objectives
	1.6 Scope of the Study
	1.7 Significance of the Study
	1.8 Structure of the Thesis
	1.9 Conclusion

	CHAPTER TWO: LITERATURE REVIEW
	2.1 Introduction
	2.2 Theoretical Review
	2.3 Empirical Review
	2.4 External Debt versus Capital Formation
	2.5 Public External Debts versus Private External Debt
	2.6 Research Gap and Contribution
	2.7 Summary of the Chapter

	CHAPTER THREE: METHODOLOGY
	3.1 Introduction
	3.2 Theoretical Framewo
	3.3 Model Specification
	3.4 Justification of Variables
	3.5 Sources of Data
	3.6 Method of Analysis
	3.7 The Autoregressive Distributed Lag Method
	3.8 Vector Autoregressive Method
	3.9 Diagnostic Checks
	3.10 Conclusion
	3.10 Conclusion

	CHAPTER FOUR: RESULTS AND DISCUSSIONS
	4.1 Introduction
	4.2 Descriptive Statistics
	4.3 Correlation analysis
	4.4. Exogeneity test
	4.5 Unit Root Tests
	4.6 Determinants of External Debts
	4.7 Examining the Effects of External Debt on Capital Formation
	4.8 Impact of Debt Overhang and Crowding out Effects on Capital Formation
	4.9 Summary and Conclusion

	CHAPTER FIVE: CONCLUSION
	5.1 Introduction
	5.2 Summary of Findings
	5.3 Policy Implications and Recommendations
	5.4 Research Limitations
	5.5 Recommendations for Future Research
	5.6 Conclusion

	REFERENCES



