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Abstract

The paper examines the Nigerian external debtscaisd efforts made to obtain debt relief in 200%e $tudy is
aimed at finding efficient debt management stragdb prevent future debt crises. It argues thathihge
external debt was responsible for the slow econagnisvth and development in the country. The finding
revealed that lack of fiscal discipline, which whe to lack of integrity and accountability, ovependence on
oil revenue and poor project analysis and impleatétt were factors responsible for the Nigeriantdeisis in
the past. This article is based on descriptiveesuand it also employs secondary method of dateatan. It
concludes that the debt relief has not translatéal the much desired economic growth and developmed
recommends that strict policy guidelines shoulédikered to in order to prevent future debt overhang

Key Words: Debt Relief, Economic Development, Nigeria, Debtdian, Debt Overhang.

1.0 Introduction

The origin of the Nigeria’s external debt dateskaac1958 when a loan of $28 million United Stadediars was
contracted from the world bank for the purpose ofistructing railway and other developmental prgect
(Ndekwe, 2008). Also in the early 1970s loans wacguired by various tiers of government as Nigeria
embarked on major reconstruction of projects dfiercivil war. The increase in Nigerian debt sitpatcan as
well be traced to the need to finance the widemieficit gap created by profligate spending. Thigked the
beginning of the end of the oil boom era which wharacterized with rising fiscal deficits by falijirforeign
exchange earnings and rising fiscal deficits (Asuef, 2009). In 1964, the country took a loan of$%1
million from the Paris Club of Creditor Nations fdne building of the Niger Dam. Nigeria went to the
International Capital Market (ICM) in 1978 for theuch talked “jumbo loan” of $1 billion, and thisafged the
structure of Nigeria’s debt from mainly concessiolm@ns to loans with harsher repayments term2062
Nigeria’s debt rose to about $39.9bn, due largelpnterests, surcharges, penalties and the crashpnices. As

a result of the debt crises, Nigeria experiencedvstconomic growth coupled with high level of pdyer
unemployment, interest rate and security challengles country experienced a great decay of infuadres in
the health, education, social and other sectothe@®conomy (Hameed, Ashrat & Chaudhary 2008).al$ at
this stage that Nigeria intensified her effortggtei debt relief. This paper therefore examinesctugses of the
debt crisis, the economic effects of the debt grisieps to avoid future debt burden, the gairthetiebt relief
and debt management strategies in the post-deét eeh. The paper concludes by highlighting itelfngs and
making policy recommendations.

2.0 The History of the Nigerian Debt Crisis

The phenomenon of external debt by Nigeria datek bathe colonial period when foreign loan wasetako
complement the little Internally Generated Revelfi@R) for developmental purposes (Adepoju, Salau &
Obayelu, 2007). Between 1958 and 1977, debts aiattawere the concessional debts from bilateral and
multilateral sources with longer repayment periadg lower interest rates constituting about 78rscpat of the
total debt stock (Adepoju et al, 2007; Omoruyi, @D1African Forum and Network on Debt and Developtne
(AFRODAD) (2007) noted that Nigeria's external deivicreased over time because of a proportionatad®

of foreign exchange to meet her developmental neBus fall in oil prices in the late 1970s had atgating
effect on government expenses; it therefore begamunessary for government to borrow for balanceayhgent
support and project financing. This increased tt#gon’s debt profile to US$2.2 billion in 1980 (Asfe, Nassar

& Fatokun, 2006; Ndekwe, 2008). However, in 19%ad risen to $33.4 billion, and rather than dezed was

on the increase, particularly with the insurmoulgalegime of debt servicing and the insatiable réesif
political leaders to obtain loans for the executafndubious projects (Essien & Onwuoduokit, 2009jher
factors that led to this sharp increase include;ghtrance of state governments into external Gidigation,
decline in the share of loans from bilateral andtitateral creditors, the consequent increase imdwing from
private sources at stiffer rates and the inabildymanage external debts prudently due to corraopénd
mismanagement of oil revenue (Winberger & Rocks82@brego & Ross, 2001).
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As revenue from oil production increased, Nigsrattractiveness to predatory external creditedstb
major borrowing by successive governments withltastihuge external burden on the country. All nesrof
loans were collected from both private and mukilat creditors by the federal and state governmertis
resultant debt burden meant that substantial amwfunit revenue were expended on servicing the mctated
external debts annually. The history of Nigerialgy@ debts can hardly be separated from its deazdaisrule
and the continued recklessness of its rulers ($912603; Ikeje, 2009). Nigeria’s inability to setther import
bills resulted in the accumulation of trade arrear®unting to US$9.8 billion between 1983 and 19&8le the
accrued interest of US$1.0 billion was recapitalisen 1990, Nigeria's external debt rose again ©$83.1
billion (CBN, 2006). Furthermore, servicing andatesduling of debt became problematic for Nigeraarfr1985
when its external debt rose to up to US$19 hilliBefore then, Nigeria had experienced boom in ®@ienue
which was followed immediately by an unexpectedlideq(lyoha & lyare, 2008; Frankal & Dude, 1989prF
instance Nigeria earned $25 billion from oil exportl980, this declined to $12 billion in 1982 dndher to $6
billion in 1986. Government spending had remainagh twithin this period and much of the projects aver
financed through external borrowing. As at the eh@004, Nigeria's debt stock had reached almo6tl§iBion
out of which $31 billion was owed to the Paris ClobCreditors while the rest was owed to multilater
commercial and other non-Paris Club of creditoBNC2008; DMD, 2008; Hameed et al 2008). Nigeridebt
service payment debts started on a soft, toledalkstd in 1958 until it became a hard bargain ydater. Matters
came to a head in 2003 when one of Nigeria's anegithe Paris Club, demanded $3 billion annualydebt
service payment, AFRODAD (2007). In 2004, the Nigertotal debt amounted to $33.4 billion and it veas
this stage that the country resorted to seek fot deief to tackle the debt crises and the restleeconomic
crises when other options failed to yield the dabiresult.

2.1 Need for External Debt

Undoubtedly, external borrowing has the advantdggimulating growth but the extent would be detiered by
the application of the acquired resources. As danaf fact, given the low level of capital formaiiin Nigeria,
caused by the low level of income and the genehafir incidence of poverty, the country has fewspercts to
source sufficient funds for development internallyis generally expected that developing counjriasing
scarcity of capital, will acquire external debt $applement domestic saving (Avramovic, 2010; Aluko
Arowolo, 2010). Besides, external borrowing is prable to domestic debt because the interestchteged by
international financial institutions like Internatial Monetary Fund (IMF) is about half to the oharged in the
domestic market. However, whether or not extereait dvould be beneficial to the borrowing nation elegts on
whether the borrowed money is used in the prodeciergments of the economy or for consumption (Cohen
2010; Kenon, 1990). The early contributors arehefitiew that reasonable levels of borrowing by eetiEping
country are likely to enhance its economic grovdhch debts if properly used, can greatly benedieweloping
country and not only do they contribute to its gioveut they add up to the total resources availablan
economy over a given perig¢éfrankal & Dude 1989; Ndekwe, 2008). Borrowing isidEble when it is used to
finance investment that is expected to yield argadte rate of return or to smoothen consumptiahénface of
an uneven aggregate supply since it can provideval lof economic welfare that could not otherwise b
obtained. Debt financed investment however nedzbtproductive and well managed so that it can aaate of
return higher than the cost of debt servicing. (e 2008; Clements & Nguyen, 2008).

2.2 Past Debt Management Strategies

Many debt management strategies were adopted ipabeto bring the country’s debt stock to a suostalie
level. Rescheduling strategy was a case by caskeimbased approach designed to assist debtor cesimdr
postpone their obligations. Nigeria has reschediiedebts on four different occasions: 1986, 19981 and
2000 (lkem, 2006). The intended effects of rescheguinclude extending the period of repayment, and
improving the means with which payments are madsvéver, despite these rescheduling agreementsridlige
Paris Club debt still continued to increase becadfiske country’s inability to fully pay what wasiel each year.
This approach resulted in a capital growth in thkebtdstock, largely as a result of the high interege,
unfavorable terms, recapitalization of accruedreggeand penalty thereof among others (Omoruyif20iha

& lyare, 2008). Some of these initiatives includbd Baker Plan and the Brady Plan, the Toronto $ethe
London Terms, and the Naples Terms. Another debiiagement initiative was the Heavily Indebted Poor
Countries (HIPC) initiative that was meant to aghieutright cancelation or forgiveness for the gsbnations
only if they meet the criteria that was prescribdajeria adopted the “Evian Approach” when she diagpped
from the group of (HIPC) that were then entitled ajualified to receive a minimum of 67.0 percemiuion in
their debt stocks (Kenon, 1990). Under the Eviarprdpch, debtor countries are allowed to get theistsl
restructured by the Paris club with facilities thaflect their specific financial needs. It howewevolves a
conduct of a Debt Sustainability Analysis (DSA) foicountry, which involves the assessment of thet sind
long term cash needs of a country. If the DSA rbsvgat the country’s debt position is unsustaieatiie Paris
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club will then considered long term solutions likeducing the country’s debt stock (lkem, 2006; Amya
1986).

Other strategies that have been adopted by thermgmest to tackle the debt overhang problem of Néger
include; (i) Embargo on new Loans and DirectivesState Government to restrict external borrowinght®e
barest minimum; the embargo was to check the dsmalaf total debt stock and minimize additionalbtle
burden. (ii) Debt restructuring; this involves tlegluction in the burden of an existing debt throtgfinancing,
issuance of collateralized bonds and the provisionew money. (iii) Maximum limits on external bowing.
(iv) Limit on debt service repayment (v) Debt rasturing. (vi) Debt conversion program. (vii) Ddhaty-back.
(viii) Debt refinancing and (ix) Campaign for debancellation. The creation of Debt Management @ffic
(DMO) in 2000 consolidated the debt managementtfons in a single agency, ensuring proper coordinadf
the country’s debt recording and management aieivitincluding debt service forecast, debt service
repayments, and advising on debt negotiation akagehew borrowings (Degefe, 1992; Alfredo, 2004ké
and Arowolo, 2010).

2.3 Effect of Debt Crisis
Debt Overhang Hypothesis

In the literature relating to the potential négateffect of a heavy external debt burden on ghowie
dominant paradigm is the debt overhang hypothdgis. theory of debt overhang states that if thersoime
likelihood that in future, debt will be larger théime country repayment ability, expected debt-sendost will
discourage further domestic and foreign investnagtthus harm growth (Borensztein, 1990). Debt lueeg is
the main reason for slowing of economic growthnideibted countries. It arises in a situation in Wwhite debtor
country benefits very little from the return to aagditional investment because of debt servicegahitin
(Clements, Bhattacharya & Nguyen, 2003). Potenmtiadstors will fear that the more a country prodydbe
more it will be “taxed” by creditors to service thgternal debt, and thus they will be less willlogncur costs
today for the sake of increased output in the iiizlbadawi, Ndulu & Ndungu, 1997; lyoha & lyar€)(B).
The implication of the debt overhang is that ladgbt stocks lower growth partly by reducing investi) this
decreases the domestic country’s ability to grawettonomy and raise its dependence on foreign d@bbthuge
external debt stock and debt service payments otaf countries and Nigeria in particular prevented
countries from embarking on larger volume of domeestvestment, which would have enhanced growth and
development (Bello & Obasaki, 2009; Egwakhide & Qguike, 2008).
Apparently, the debt servicing efforts of the gawaent have diverted huge resources from spendirtguoran
development and infrastructural needs of the cguitrNigeria, about $2 to $3 billion was set asmfeannual
basis to service external debts. In spite of thisant, the severity of the debt burden made iteemély difficult
for the country to divert resources to the realtareof economy. This development has affected itorés
perceptions about the country’s investment poteatid consequently discouraged the inflow of Fordijrect
Investment (FDI) (Ayadi & Ayadi, 2008; Asuehiner)@®). It was apparent that despite several inigastito
ameliorate the negative impacts of the debts, #yalple stock was found to constitute a fundameraastraint
to poverty eradication (Soludo, 2003). Hameed ,ef28l08) opined that too much of external debtda#dmpen
growth by hampering investment and productivityvgito because of the fact that when greater 26 ptages
of reserves (foreign currency) are consumed in imgeatebt service, exchange rates fall and credttvingss
erodes; causing reduction in access to externahnéial resources. Owing to Nigeria’s huge debt éoyd
resources which could have been used to tacklerpoaed support economic growth were diverted toisiag
external debts (Ikem, 2006; Anyawu, 1986).

2.4 Causes of the Debt Crisis

Boyce and Ndikumana (2002) noted that the inabditynany Sub Sahara Africa (SSA) countries to ntieeir
social needs and escape from debt is as a resuheofact that the borrowed funds have not beer use
productively. Instead of financing domestic investrnin the key sectors, a substantial fractiorheftiorrowed
funds was captured by African political elites arghnneled abroad in the form of capital flight.hia reaction

to the debt relief granted Nigeria, the former test Olusegun Obasanjo noted “....how did we gé¢héopoint
where our debt burden became a challenge to psi@i®ljty, growth and development? Without belalogithe
point, we can identify political rascality, bad gomance, abuse of office and power, criminal cdromp
mismanagement and waste, misplaced prioritiesalfisliscipline, weak control, monitoring and e\ation
mechanisms, and a community that was openly tdlesrcorruption and other underhand and extra-legal
methods of primitive accumulation”(DMO, 2005). Acding to Soludo (2003) the underlying basic of exad
borrowing entails three phases of the debt cyol¢hé first phase, debt grow in order to fill resimigaps, in the
second phase, the country generates surplus resobig probably not enough surpluses to cover éster
payments, while in the third phase it must genemtteugh surpluses to cover interest repayments and
amortization. The peculiar experience of highlyahted countries is that they have been trappetiasgs | and
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Il for decades. These conditions have undermined e¢bonomic sovereignty and independence of many
developing countries including Nigeria.

The creditor nations have prescribed policies #@natessentially anti—people, increased povertypuaged the
tying of the economy of developing countries tot thihglobal community, much to the detriment of tbeal
people and to the benefit of their countries. Adotg to Ajayi (2008); Bello & Obasaki, (1999) S®Auntries
were plagued by heavy external debt burden duddw tnability to manage borrowed funds resultimgnfi
corruption, embezzlement and financial recklessnEissy argued that the debt crisis, compounded agsiie
poverty and structural weaknesses of most of tba@uies of these countries made the attainmerapd rand
sustainable growth and development difficult. 18 ttase of Nigeria, mismanagement of the oil revethuriang

the oil boom era and high level of corruption ie thandling of borrowed funds among others wereomrsiple

for her debt crises. In addition, a lot of whitetant projects were embarked upon for politicaboas, these
were later abandoned by successive governments sdtemuch money would have been spent on them
(Anyawu, 1986; Ajayi, 2008).

In the view of Nzekwu (2011) the causes of the Nageexternal debt burden include the following;

0] Inefficient trade and exchange rate policies
(ii) Adverse exchange rate movements

(iii) Poor lending and inefficient loan utilization
(iv) Poor debt management practices

(v) Accumulation of arrears and penalties

Also Nzekwu (2011) highlighted that debt level m&sed due to reckless and inefficient borrowingepat
which is a function of the following factors;

0] Massive external borrowing took place in the 19&gely to offset the collapse in oil prices
(ii) Borrowing was not linked to future growth or exort

(iii) Insufficient regard given to economic viability pfojects

(iv) Poor implementation due to weak absorptive capagitygovernance problems

(v) Mismatch between loan terms and project profile.

2.5.1 Debt Management Office (DMO)

The DMO was established in October 2000 to centredlordinate the management of Nigeria’s debt, both
internationally and locally which was hitherto bgidone by a number of establishments in an uncoatei
fashion. Several units in the finance ministry dinel Central Bank of Nigeria (CBN) were responsiiolethe
management of the national debt. Such units andrtfepnts include the multilateral institutions depeent,
African and Bilateral Economic Relations (ABER),texal finance department, treasury departmentt deb
management department, and debt conversion comamitte

However, lack of proper coordination among thesisucreated the following fundamental problems hie t
management of the external debt (DMO,2005).

0] Inadequate debt data recording system and poorniafiion flow across agencies with consequent
inaccurate and incomplete debt records

(ii) Extreme difficulty in the verification of creditdrslaim due to conflicting figures from the various
bodies handling debt management function

(iii) Complicated and inefficient debt service arrangasiewhich creates protracted payment procedure
and often lead to penalties that added to the matatebt stock.

(iv) Inadequate manpower and poor incentive systemsffected personnel which affected output and
performance

(V) Lack of consistent well-defined borrowing policeesd debt management strategies

2.5.2 Objectives of the DMO

These problems led government to support the eéstabént of DMO. The need for the creation of sejgara
public debt management office was therefore aimeatlaieving the following objectives (DMO, 2005).

0] Develop good debt management practices that wile hgositive impact on economic growth and
national development, particularly in reducing dstatck of public debt and cost of public debt sgng in a
manner that saves resources for investment in pokeatuction programmes

(ii) Prudently raising finance to fund government dédicit affordable costs and manageable risks in the
medium and long terms

(iii) Make positive impact on overall macroeconomic managnt, including monetary and fiscal policies

(iv) Consciously avoiding debt crisis and achieving adedy growth and development of national
economy

(V) Improving the nation’s borrowing capacity and itsiliy to manage debt efficiently in promoting

economic growth and national development
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(vi) Projecting and promoting a good image of Nigeriaaadisciplines and organized nation, capable of
managing its assets and liabilities

2.6 Optimal Level of Borrowing

Economic theory suggests that reasonable levat®wbwing by a developing country are likely to anbe its
economic growth. As long as the borrowed fundsuwaed for productive investment and do not suffemfr
macro economic instability, policies that distocoromic incentives or sizeable adverse shocks, throwill
increase and allow timely debt repayments (Boydedtkumana, 2002; Winberger, 1991).

Diagram 1 Debt Laffer Curve

Expected
Debt
Repayment

Debt Stock
Source: Pattillo & Ricci (2002)

The optimum debt level is determined at the maxinpomt of the laffer curve, (see diagram 1) aboMee
basic proposition of the debt laffer curve is tlaager debt stocks tend to be associated with Igwelabilities

of debt repayment. A country can borrow up tillggofa”, once it goes beyond this point, the delfffelacurve
will fall, indicating the inability to pay debts disey fall due Evidently, a country on the rising part of the debt
laffer curve can combat recession by adopting raustitive fiscal policy that leads to an increaselé@bt ratio
within the optimum limit (Pattillo & Ricci, 2002).

To attain optimal debt level, Omoruyi (2010); Obad& lyoha (2009) are of the view that the following
operational principles should guide the governmémt manage its external borrowing for sustainable
development. (i) Prudence: Manage the compositiahendebt to help protect the Government’s figmagition
from unexpected increases in interest rates. Managgrves within a framework that mitigates curyeand
interest rate risks. Manage the cash position sumenthat adequate liquidity is maintained at reabte cost to
the Government. (ii) Effectiveness: Emphasize wamsncy, liquidity and regularity in the design and
implementation of domestic debt programs in ordermaintain a well-functioning domestic market. )(iii
Diversification: Borrow using a variety of instrumte and range of maturities to keep costs low aathtain a
diversified investor base. (iv) Market integrity: d& with market participants and regulators to emeathe
integrity and attractiveness to investors of gowent of other countries’ securities. (v) Consutiasi: Seek
input from market participants on major adjustmenotshe federal debt and cash management progr@ins.
Best practices: Ensure that the operational framlewsad practices are in line with the best prastioé other
comparable sovereign borrowers and the privat@sect

3.0 Debt Relief

Nigeria’s negotiation under the Policy Support fastent (PSI) led to an agreement in principle tangithe
country 60 percent (about $18.5 billion) debt felprovided it agrees to pay the amount of $6 dillupfront
and another $6 billion six months thereafter (DMXDQ5).The crisis leading to the debt relief wasekd acute
in Nigeria between 1950s — 2004. During this perididjeria’s gross domestic product (GDP) grew mzathy,
while it transferred on the average not less th#nod its GDP to external creditors by way of debtvicing
(Ikeje, 2009). Thus the debt problem became veripge and disturbing owing to its burden on deljark
ratio, which measures the shares of debt in exgartings. On May 252005, Nigeria was granted a debt relief
to the tune of $18 billion. This debt relief packamtaled $18 billion, or a 60 percent write-offregturn for a
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$12.4 billion payment of arrears and buyback (Omipr2010; lkeje, 2009). It brought $18 billion deleduction
on Nigeria's $33 billion Paris Club debt, an overalduction of 60 percent and a 76 percent rednabbthe
non-arrears portion of the debt stock; it was dteofirst time the Paris Club had allowed a distedrbuyback
of a portion of debt stock (Aluko & Arowolo, 201GBN, 2012).

3.1 Expected Benefits of the Debt Relief

The debt relief reduced Nigeria’s external debtlstand debt service obligations, thus lifting treaty debt
burden off the economy. The debt write-off of ab@$18 billion constituted a direct saving on dséivice
payments. Nigeria has in the previous five yeafsreethe debt relief been spending an average &1Usillion
out of about US$2.1 billion falling due annually Paris Club debt service (Bello & Obasaki, 2009isThuge
amount would immediately be made available to faritical priority sectors such as health, basiccadion,
water, food, security, power, road networks anceiothfrastructure to stimulate the economy. Thargafrom
debt relief is imperative for the implementationN#tional Economic Empowerment and Developmentt&jsa
(NEEDS), and the attainment of the Millennium Deysghent Goals (MDGs) (Omoruyi, 2010). Debt relief
package has reduced the net transfer Nigeria needmke to its creditors by almost $4 billion aryea on
average slightly below 2 percent of GDP. The reidadh required external transfer will have a direeneficial
impact on Nigeria’s fiscal situation and output.thiéut the debt relief, Nigeria would have had tovee full
interest and amortization on all the public comrisdrdebt out of a budget that was already severatyback
(CBN, 2008) Essien & Onwuoduokit, 2009; Ndekwe, 00

Nigeria’s external debt was expected to becomeamadile, in other words, Nigeria will be able toimtain a
level of external indebtedness, benefit from investhe borrowed funds and service the debts withduersely
affecting the nation’s growth and development. Bgking resources available for critical infrastruetuneeds,
the relief will encourage private-sector-driven mamy and job creation to boost economy wide empkym
The debt relief de-classifies Nigeria as a “bad dodbtful debt” country and this will improve theedit
worthiness of the country before the internatiocanmunity (Ikem, 2006; Aluko & Arowolo, 2010). Is i
therefore a testimonial to an improving socio-padit and investment environment, which will incredsreign
direct investment (FDI) to expand the industriaddand create wealth. Export Credit Guarantee Agenill
be confident to restore insurance cover for expoftgoods and services, as well as investment alajoitthe
Nigerian private sector to improve the competiteesnof private enterprises. The expected bendfish relief
include among others, the achievement macroeconstaiiglity, fiscal viability and increase in (FDFgnewed
confidence of foreign investors and improved stasdaf living of the people (Asuehinen, 2009). It sva
expected that the debt relief is the most effecstmtegy for the country to recover from debt iretl
depression in order to resume sustainable growitperfd was expected to make a fresh start on thie pia
economic progress and poverty reduction. In thitlaf this, Nigeria has the chance of not only rimeethe
MDGs, but reaffirming its position as the economaied political giant in Africa (lkeje, 2009; Essiéh
Onwuoduokit, 2009; Obadan & lyoha, 2009).

3.2 Post Debt Relief Economy

The benefits of the debt cancellation, which waseeted to manifest after a couple of years, wasavigp in
2009 by the global financial and economic crisidiiolt was precipitated by the collapse of the suinr
lending market in the United States. The effecthef crisis on Nigeria’s exchange rate was phenoh@nthe
Naira exchange rate to the Dollar rose astronomgi@m about N120/$ in the last quarter of 2007rtore than
N150/$ (about 25% increase) in the third quarte2@®9 (CBN, 2012; Aluko and Arowolo, 2010). This is
attributable to the sharp drop in foreign earninfNigeria as a result of the persistent fall afide oil price,
which plunged from an all-time high of US$147 penrgl in July 2007 to a low of US$45 per barrel in
December 2008 (CBN, 2008). Available statisticsvsltibat the external debt stock of Nigeria has beeithe
increase since after the debt relief in 2005 (abktl). The country’s external debt outstandiryeased from
$3,545 million in 2006 to $3,654 million in 2007ndathen to $3,720 million and $3,947 in 2008 an@X0
respectively (CBN, 2012; DMO 2013).
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Table 1 External Debt Stock, Service Cost and Eaoadndicators

Year Debt Stock Service Cost Unemployment | Inflation | Incidence of| FDI (US $m)
(US $b) (US $b) Rate Rate Poverty

2000 28,273 1.71 N/A N/A N/A N/A
2001 28,347 2.12 13.6 18.9 52.1 3,125
2002 30,991 1.16 11.2 12.9 56.4 3,478
2003 32,916 1.50 11.0 14.0 55.8 5,298
2004 35,944 1.75 12.6 15.0 54.4 N/A
2005 30,477 8.94 11.9 17.9 58.2 6,326
2006 3,544 6.72 13.7 16.2 56.0 7,842
2007 3,287 1.02 14.6 15.3 55.2 6,348
2008 3,720 0.460 14.9 11.6 54.0 6,812
2009 3,947 0.428 19.7 12.5 54.0 8,649
2010 4,578 0.354 214 13.7 69.0 6.098
2011 5,666 0.351 23.9 10.8 715 8,914
2012 6,527 0.298 25.7 12.2 72.0 7,316

Source: DMO (2013) and IMF (2012)

From table 1 above, it can be seen that the incelef poverty is on the increase, this is an intheathat the
debt relief has not in any way reduces the levegdayferty in the country. Perhaps this is due tohiigh level of
unemployment which has direct effect on povertyelelthough there is improvement in the Foreigmedt
Investment (FDI), but the effect in the area of segctor development is yet to be seen.

Nigeria's external debt stock has again risen tery high level of $9.37b as at June 2014. Thisashan
increase of $556m from $8.82b in December 2013. é¥@wn according to Nwankwor (2014) this is still
sustainable at a ratio of 12.5% to the Gross Ddame&sbduct (GDP). This is much lower than 56 %h=f bther
nations within the Low Income Countries. Accorditighim, we have used debt to leverage development o
private sector and it has helped to raise moneyotust the real sector such as manufacturing, soiierals,
agriculture and electricity power supply.

3.3 Nigeria's Debt Sustainability Analysis

According to Chipalkatti & Rishi (2008) externaltesustainability is a country’s ability to meet foreign debt
obligations. It assesses the short and long teedsef a country. A country can be said to acheiternal debt
sustainability if it can meet its current and fwexternal debt service obligations in full, withaacourse to
debt rescheduling or the accumulation of arreadsveithout compromising growth. A debt sustainabielgsis
that was conducted in 2002 by the IMF showed tbatNigeria’s debt to be sustainable, it will neetip@&rcent
reduction of debt service payments, followed by7gércent reduction of the debt stock (IMF 2004)wdver,

a study by Ajayi (1991); Frankal & Dude (1989) slsotlat the country’s macroeconomic policies ledhe
accumulation of debt in excess of what was sudtégnas judged by her export performance. They foound
that for the entire period between 1970 and 1988 raeconomic policy coupled with inadequate tradicy
led to a rate of borrowing that was not sustainalléligeria.

Adepoju et al (2007) further noted that a huge rertedebt without servicing as it was the caseNaeria
before 2000, constituted a major impediment to rénatalization of her shattered economy as wellttaes
alleviation of the debilitating poverty. They relezh that the much needed inflow of foreign resosiréa
investment stimulation, growth and employment wé@mpered because without credit cover, Nigerian
importers were required to provide 100 percent aaslers for all orders and this therefore placeshthn a
competitive disadvantage compared to their countéselsewhere.
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Table 2 Debt Sustainability Indicators (percent)

Year/ TD/GDP TED/GDP TED/Exp TDS/Rev| TD/ReV, GDP
Benchmark Growth
Rate
Benchmark 30 30 100 20-25 150 N/A
2001 27.4 14.2 38.4 N/A N/A 4,70
2002 25.6 N/A 35.7 17.0 146.3 3.26
2003 23.4 15.3 N/A 18.7 156.4 5.12
2004 26.1 N/A 345 19.4 N/A 6.60
2005 28.7 18.3 37.2 18.8 240.1 6.20
2006 11.8 2.4 6.2 23.3 113.8 6.63
2007 125 2.1 5.3 13.9 111.3 6.72
2008 11.6 2.0 4.4 10.5 88.0 6.00
2009 N/A 7.4 5.2 12.4 92.3 6.96
2010 10.2 10.2 6.4 14.6 101.5 7.98
2011 14.6 17.4 N/A 11.7 94.3 7.43
2012 12.3 15.6 7.5 13.6 97.2 6.58

Key: [TD (Total Debt); TED (Total External Debt); B (Gross Domestic Product); Exp (Export); Rev
(Revenue); TDS (Total Debt Service)]

Source: Debt Management Office 2013 and CBN SizaisBulletin 2012

From table 2 above, the analysis of Nigeria debtasnability signified that the debt stock/GDP eatemained
low at 12.5% relative to the maximum internatiotibeshold of 30.0% of GDP, even though it deteteadrom
11.6 percent in 2008 to 15.4 percent in 2009. khitamh, the debt stock/revenue ratio showed a wepksition

in 2009 at 144.3 percent, compared with 88.0 peroer2008, showing the magnitude of total revenhiat t
would be required to redeem the total debt stockthermore, the debt service /revenue ratio detsied from
10.5 percent in 2008 to 20.5 percent in 2009, imglythat more than 20.0 percent of the total reeemas
devoted to interest and principal repayments. Tdtertbrated sustainability ratios reflected theansfgrowth of
the economy and the unimpressive performance offétderal government retained revenue relative o th
preceding year.

The debt sustainability indicators show that Nigaridebt profile up to the year 2012 is still sustbhle, when
compare with the international bench mark. Forainsé, the total debt to GDP and total external t®Ii@DP
are within the bench mark of 30%. However in theecaf total debt service to revenue and total tteldgvenue,
this is far from the bench mark of between 20-28 480 respectively due to poor revenue generafionte of
the government.

4.0 Guideline for External Borrowing

According to the international best practice foexll debt sustainability in low income countriése external
debt stock to GDP ratio of not more than 30% i®nmemended. In order to manage the debt profile gfiely,

the federal government and the debt managementciegeset out the following guideline for external
borrowing.

0] Given Nigeria’s economic conditions and the needatwid a relapse into debt unsustainability,
considering the need to encourage domestic borgpwimd the development of domestic debt market, an
external debt ratio of 20% was recommended in thégiine

(ii) Any government or its agencies and parastatalgalesiof borrowing shall specify the purpose for
which the borrowing is intended, demonstrate hoig thurpose is linked to the developmental goals and
objectives of the government.

(iii) The agency should undertake cost benefit analgeigiling the economic and social benefits of the
purposes to which the intended borrowing is topgiad.
(iv) Government will express preference towards creslitbat provide programme support, on budget

support, untied and multi-year predictable finagcend encourages creditors to maintain a constalityp
dialogue with federal government and the DMO

(v) The applicant wishing to obtain external loan studdtain federal government approval in principle
before full scale negotiations for such loans.

(vi) The applicant must provide evidence that they haseover borrowed externally. States will sign
agreement which will enable the Accountant Genefahe Federal to deduct on monthly basis the daibt.
external loans must before be supported by fedenaérnment guarantee before final approval is given
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(vii) In line with the government’'s commitment to maintdiebt sustainability, new borrowing will only be
considered on concessional terms as evaluatedeb®MO. New loans must have a grant element ofast 185
percent when calculated with an appropriate discmate.

(vii)  The loan to be borrowed must have bearing in théoviing areas; health, education, rural
development, environment, housing development, genshlance, infrastructure, public sector reforms,
privatization, governance, transparency, anti-qufom, service delivery and expenditure reforms agsd
others.

5.0 Findings
Nigeria has always been at the mercy of foreigulitwes through continued external borrowing, whicturn
gulps huge amount in the national budget yearlydfebt servicing. However, nine years after it ggirreve
from its debt burden that was acquired over thesy/by successive government, a fresh debt burdeisthaed
setting in with the renewed frivolous borrowingsieththe House of Representative described the manne
which they were obtained as “dubious, shady andupt (Asuehinen, 2009). As it stands, Nigeria'sezral
debt profile has increased to $10.4 billion as ptil®2013, and is gulping $923 million of the anhbadget in
service charges (DMO, 2013). The international itoesl like the world bank lure Nigeria into morealts
because of what they gain from it as their sercicarges grow higher than the actual borrowed amauimte
Nigeria suffer huge capital flight through annuabt servicing. Survey showed that the cost of sagithese
debts over the years surpasses what was actualigvied by up to 100 percent. For instance for aopeof
about twenty years before the debts write off by Baris club in 2005, Nigeria’'s actual borrowingswat at
about $10 billion, while it has spent over $35ibill in annual debt service payments for the pesnd still
owned about $36 billion (Ikeje, 2009). The exterlmans regime has ensured that more resourcesaving
Nigeria to industrializedountries, for instance in 2005, United Kingdom (téceipt from the $12.4 billion
paid by Nigeria as part of the debt deal with thei$’club is more than what the UK government spéndid to
the whole of Africa in five years and more than wtiee G8 countries devoted to the conditional aidhe
continent in ten years (Aluko & Arowolo, 2010; Asireen, 2009).

As it could be seen from table 1 above, the defatkshas moved from $3.5b in 2006 to $6.5b in 2012
while the debt service cost has decreased from6$d.2008 to $0.29 in 2012. The unemployment ras h
moved from 11.0% in 2003 to 25.7% in 2012. Theaitidin rate is still within the range of 10%-12%gdigh this
figure is still higher than the single digit inflan rate. The country has not fared well in theecakincidence of
poverty, as rate went up from 54.4% in 2004 to 12%2012. The country has been able to attract goreirect
investment as the figure moved from $3.47 in 2@0$#.31 in 2012. There is improvement in the GD&wdin
rate, while the country performed poorly in otheteenal debt sustainability indicators (see tab)leGh the final
analysis, the country has not performed very wetierms of economic growth and development sineedgbt
relief in 2005. The poverty level in Nigeria islistiery high, unemployment is on the increase, ¢usity is very
alarming, citizens cannot have decent meals, tkes#ll the problem of lack of constant power slypgnd there
is a lot of infrastructural decay all over the ctsynThis shows that the debt relief has not fathnslated to the
much desired and anticipated economic growth ancldpment. However, the Eurobond initiative which
commenced in 2011 with the floating of the $500lionl Eurobond has positively changed the profiléshe
Nigerian corporate organizations and their abiiityaise long term funds from the internationalitpnarket.
The federal government raised $1 billion from théeinational capital market in 2013 (Nwankwor, 2014
Development of capital market is for long term digistrument such that rather than what the banke baed to
terms of given out 91 day loans, there is instrunfi@nup to 20 years. The implications is that witle operators
in the real sectors of the economy being ableiterang term funds, they can expand their busewdacrease
productivity and create more jobs across the cguoirsustainable basis.

6.0 Recommendation

From our findings above, we make the following maoeendations which in our opinion will not only atdio
manage and maintain sustainable debt level in Nigdout improve economic growth and development.
Government should set aside, and make an efficiedteffective utilization of the savings accruimgnfi the
debt relief to reduce poverty and sustain econgrowth for the country. Efforts should be made harmnel the
saved funds from debt relief to the key sectorthefeconomy such as health, power, education,diynie and
so on to alleviate poverty, and reduce unemploymiatdrest and inflation rates. Concerted effohtsudd also
be geared toward preventing recurrence of debthawey as a result of high indebtedness. In thisrdega
Nigeria’s debt level should be closely monitoredrirfgent control should be imposed on borrowingd an
effective utilization of borrowed funds should bargued. There should also be guidelines that wél/ent the
contracting of loans at unfavourable terms. Thealglines should prevent the acquisitions of loandduleral
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and state agencies that have either over-borromhose financial resources are not adequate to repayment
obligations (Asuehinen, 2009; Ikeje, 2009; Ndek2@08).

Nigerian government should be able to demonstnégh commitment of effective macroeconomic policy
management and consciously stimulate high prodtctia the economy. Therefore there is need fordyjoo
policies and sound economic management stratege o place. Efforts directed at curbing corruptsrould

be improved upon and be sustained. There shouldebewed efforts towards diversifying the economic
productive base of the country and encourage thethrof non oil exploits in order to boost the expEarnings
out of the country and reduce its dependence onrothis regard, the opportunity in the gas ankitismineral
sectors should be fully exploited. In addition,iegiture, which employs the largest proportion e tvorkforce
should be given the much needed impetus to aclsigwéficant growth in non-oil export. Furthermoidigeria
firms should be encouraged to look inwards forrtmaiv materials and machinery as this will helpstwve
foreign exchange utilization in the country anduesl dependence on external loans for the paymersufth
goods (Bello & Obasaki, 2009; Cohen, 2008). Debipereffort should be made to improve the qualitythef
loan that is sourced. In the past, there has neh lzmlequate analysis of projects and programmesebef
accessing loans to the extent that short termsslaame used for long term projects and many ofdhas taken
were injected into projects which were failuresitifom the beginning. The management and structtiexMO
should be separated from the civil service, to Enihio attract and retain able staff that canduistitutional
capacity to effectively manage Nigeria's debt. Thax of this study is that prudence is requiredh@ conduct
of Nigeria debt policy so as to achieve the objectf stabilization, creation of employment and remic
growth and development (lkem, 2006; lyoha & lya?608). The Fiscal Responsibility Act 2007 has been
designed to channel the gains of the economic mefarthe right direction and prevent a relapseht past
(Ikeje, 2009; Ikem, 2006). This Act is expectedctonmit all tiers of government to a set of rules éficient
economic management in terms of standardized pignhais well as control and monitoring of publicroaring
and expenditure.

According to Martinsakuye (2008); Obadan and ly@2@09) Nigeria can only avoid future debt managamen
problems if only they take the following measurtb& country should ensure that debt service olidigatdo not
rise rapidly than foreign exchange earnings; loamstracted should be invested in profitable verguwehich
will generate a reasonable amount of money for depayment. External finance should be used onty fo
projects of highest priority such as mineral resear education and agricultural projects; the caitipm of the
external debt should be regularly checked in otdeforestall problems associated with strangulatiledpt
service obligations; adequate safeguards shouftliban place to cope with the sudden or unexpeshedtfalls

in earnings from exports or anticipated expendgusa imports. Public should monitor funds utilipatj the
general public especially civil society groups ahe media should insist on the building of instdnoal
framework to guarantee the effective and efficigilization of borrowed funds. The DMO should palequate
attention to the following areas when given appréwahe borrowing of foreign loans (lkeje, 200Rein, 2006).

0] Pursue policies that promote macroeconomic stgbilit

(ii) Aggressive marketing of the FGN bonds to Nigerianshe diaspora would diversify the investor’s
base and reduce the upward pressure in the priche 8GN bond.

(iii) Aggressive and sustained implementation of the p@&gramme of Public-Private-Partnerships (PPP).
(iv) Maintenance of prudent fiscal discipline and theali@ment and implementation of debt management
strategy that places emphasis on prudent and pigdymiblic sector borrowing

(v) Improve coordination and information sharing amoelgvant stakeholders with respect to public debt
management

(vi) Government and organizations should have acces<afutal market in order to undertake

developmental projects.

Conclusion

We can assert that the level of Nigeria’'s exterdabt stems from the expansion of fiscal
responsibility beyond the earning capacity of tbgegnment. However, the fiscal indiscipline of tfmvernment
is not a tenable excuse for not exploiting the &radous growth benefits that a debt financed budgétit
offers to a developing nation like Nigeria. The oty will be losing out on the recent globalizatibiits doors
were shut against external borrowing. Undoubtegiyernal borrowing has the advantage of stimulagirayvth
but the extent would be determined by the appbicatif the acquired resources in the right directiarthe light
of this, Nigeria has the chance of not only achiigvthe millennium goals outlined by the United Nat
development organizations but also reaffirmingeitenomic and political transformation process wiith debt
relief. We should develop a collective conscientat is anchored on transparency, accountabilitgbipy,
value-for-money and due process.
The core task of debt managers remains to raisgsfand service maturing liabilities at minimum pblescost.
To this end, it is important that debt managersadle to monitor and analyse the efficiency ofthreark. Debt
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managers have a number of options in this regael World Bank has developed performance measurement
tool, that assesses public debt management penficerthrough a set of key indicators. DMOs must drefal
to maintain a clearly communicated and transpassance of programmes. Transparency and a cléefilyed
strategy will minimize uncertainty and ensure tabt managers do not incur unnecessary borrowist oo
damaging confidence.

In conclusion, we say that the economy is in a $fspe, most states are financially grounded andrable to
meet their financial obligations. The roads ardoau shape, hospitals lack the state of the artpetgit and
qualified manpower, the structures in our publibcsls are in deplorable condition and there is mass
unemployment. There was great celebration thadviedt the debt relief, with high expectation andadneof
good things to come. At present, we face the agifniylasted hopes and shattered dreams of the déét r
package as well as the realization of the MDG goals
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