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ABSTRACT

The study examined the impact of domestic debt on Nigerian economy from 1980 to 2020 with a view to determining amongst other the relative importance and impact of domestic debt on economic growth (GDP) of Nigeria. The study adopted quantitative research focuses on secondary data from CBN. Data relating to domestic debt stock, Gross Domestic product, Interest on domestic debt and capital expenditure of Nigeria from 1980 – 2020 were obtained from the debt management and central bank of Nigeria. The data obtained was subjected to linear regression model analysed with the aid of E-view statistical package for accuracy. The technique used in this study was the unit root test, Ordinary least square method which helped to explain the variation and other explanatory variables. The study employed the autoregressive distributed lag model (ARDL) suggested by Pesaran, Shin and Smith (2001) for cointegration investigation and analysis.The result reveals strong liner correlation between domestic debt and economic growth. In lights of this finding the study recommended for proper management of domestic debt and appropriate debt serving technique for effective growth of the economy.

CHAPTER ONE

INTRODUCTION

1.1
Background to the study


Citizens, government institutions, privately held corporations such as banks, and the economy as a whole are all affected by a country's debt structure. The total of domestic and international borrowings is referred to as the public debt. Dewett and Navalur (2010) describe public debt as a government's borrowing from inside or outside the nation, from private people or groups of persons, or from banks and non-banking financial organizations. Debt is defined by the International Monetary Fund (IMF) as an obligation owed to others that is represented by a financial instrument or other formal equivalent. Debt is also defined by the World Bank (2012) as the quantity, disbursement, and ongoing contractual obligations of citizens of a nation to non-residents to repay principal with or without interest, or to pay interest with or without principal.

Because the market fails to allocate resources efficiently, other supplementary mechanisms for allocating resources directly (e.g. public provision of goods and services) or corrective devices that interfere with the price mechanism to induce the market to function more effectively and efficiently in resource allocation are being considered. As a consequence, the government has intervened in resource allocation via the provision of public goods and services. To be able to fulfill its role successfully, the government must spend money. Nigeria, like many other emerging countries, is beset by rising government spending that is outstripping government income. As a consequence, government borrowing has become necessary. When traditional income streams (both tax and non-tax) are insufficient to fund government expenditures, borrowing becomes necessary. The government needs to borrow to fund its budget deficit in order to increase domestic investment and, as a result, promote economic growth and development. According to Dewett and Navalur (2010), debt refers to a scenario in which a borrower receives something from a lender in exchange for agreeing to pay the lender the same amount at a later period.

Egbetunde (2012) asserted that developing countries, such as Nigeria, are urged to borrow to supplement their limited pool of capital and close the domestic savings-investment gap. If the borrowed money are successfully reinvested and properly utilized for profitable projects, it will assist to accelerate the country's growth and, as a result, improve the quality of life of its citizens.


Nations may need to borrow for a variety of reasons, one of which is to smooth out and conceal budgetary imbalances. This may entice investors and, as a result, speed up the economic process and growth (Adam et al, 2016). The economy as stated by Amakom, (2003) is anticipated to expand as a result, and the debts incurred will be paid off on time. Growth will affect per capita income, which is a prerequisite for poverty reduction, if this cycle is maintained and repeated over time.


In contrast to the above predictions, Akhanolu, Babajide, & Akinjare, (2018) stated that Nigeria's public debt seems to have reached worrisome proportions with nothing to show for it on the ground. The rising amount of public debt has become a critical component of the economic agenda. Nigeria seems to have found itself in a position where the size of its debt and capacity to pay it is causing significant difficulties for the government. Debts seem to be accruing at a very fast rate, considerably beyond the country's ability to repay them. Despite governmental efforts intended at putting the seeming debt crisis under control, it has persisted. It has also brought with it an ever-increasing degree of unemployment, higher inflation, under-utilization of capacity, and over-dependence on the oil industry, among other things. Simply stated, without a clear and apparent economic growth path, stability, and progress, Nigeria's debt load is growing. It has become clear that she will not be able to achieve the required degree of economic growth unless she first considers the economic implications of her debt load (Akhanolu et al., 2018).
1.2
Statement of the problem


In 1970, Nigeria's entire domestic debt was just 1.1 billion Naira. It gradually increased to N8.2 billion in 1980. Following that, it soared to N84.1 billion in 1990. The profile of this debt grew to about N898.2 billion in 2000 before reaching N1,525.91 billion at the end of December 2005, in line with rising fiscal deficits. Nigeria's domestic debt was at $21.8 billion in October 2010, up from $17.7 billion in 2009. Rapid growth plans and changes in the macroeconomic environment have been cited as significant reasons of Nigeria's domestic debt level's stratospheric rise (Debt Management Office, 2009).

As a consequence, Nigeria's indebtedness has gone beyond the acceptable boundaries needed to achieve targeted objectives and create debt-free or less burdened products, which would improve the economic process and, as a result, reduce poverty levels. Nigeria's debt has been increasing over time, according to recent financial data. According to the Debt Management Office, debt stock stood at N7.421 trillion as of June 2014, bringing total public debt to N8.5 trillion (excluding state government debts, which stood at N1.6 trillion as of December 2013) and N7.42 trillion as of June 2014, compared to N7.18 trillion as of the first quarter of 2014, representing a 3.3 percent increase in the first half of 2014. This trend has persisted, with debt reaching 12.58 trillion and 12.83 trillion in 2017 and 2018, respectively. The debt amount rose to N25.70 trillion in 2019 and N32. 9 trillion in 2020, respectively (DMO, 2020).

Despite her continued fondness for loans, Nigeria's economy is still marked by low per capita income (one of the lowest in the world), high unemployment rates, a dwindling economy, insufficient basic amenities, poor infrastructural development, and declining GDP growth rates, and it was recently ranked as the world's poverty capital (Akhanolu et al., 2018). Furthermore, the Nigerian economy fell into an unnecessary recession between 2016 and 2017, a result of bad borrowing management. The federal government's dependence on borrowing from the banking sector, particularly the Central Bank of Nigeria (CBN), to fund its huge and unsustainable budget deficits has had an unfavorable impact on the Nigerian economy's growth. This has slowed Nigeria's progress toward macroeconomic stability and long-term economic growth. Furthermore, it has blocked the private sector from accessing the credit market, delaying investment and production growth (Akhanolu et al., 2018).


Rapid growth plans and changes in the macroeconomic environment have been cited as significant reasons of Nigeria's domestic debt level's stratospheric rise. As a result of the scarcity of resources and the fact that governments across the globe barely have enough money to pay for all they need, borrowing from internal sources has become a viable option for commercial operations. Nigeria has found itself in a position where the size of its domestic debt and service commitments is causing significant difficulties for both the government and the creditors (the general people), in the sense that the debts are piling up much faster than the country's ability to repay them. Despite certain policy initiatives aimed at alleviating the domestic debt problem, it has persisted. The effects of this internal debt problem may be seen in rising unemployment, soaring inflation, underutilized capacity, and over-dependence on the oil industry, among other things.


As a result, it seems clear that Nigeria would not be able to achieve economic growth without taking into account the impacts of domestic debt on the economy (Ewubare, Nteegah, & Okpoi, 2017). This study is designed to unravel how Nigeria's ever-increasing public debts have influenced the country's economy for the period 1980 to 2020, due to the identified continuous rise in Nigeria's debt profile without a clear and visible economic stability, reduction in poverty/ unemployment, and poor economic growth over the years.

1.3
Research questions

The following research questions guides this study:

What is the extent of domestic debt in Nigeria from 1980 to 2020?
What is the nature of the relationship between domestic debt and economic growth?
What is the impact of domestic debt on the economic growth of Nigeria from 1980-2020?
1.4
Objectives of the study


The study's overall purpose is to investigate the impact of domestic debt on the Nigerian economy from 1980-2020. 


The study, on the other hand, was focused on achieving these precise goals. To:

examine the extent of domestic debt in Nigeria from 1980 to 2020
determine the nature of the relationship between domestic debt and economic growth
determine the impact of domestic debt on the economic growth of Nigeria from 1980-2020
1.5
Statement of hypotheses


The study will test the validity of the following null hypotheses:

HO1: The relationship between domestic debt and economic development is not significant.

HO2: There is no significant impact of domestic debt on the economic growth in Nigeria
1.6
Significance of the study


The study will provide recommendations to policymakers that could assist in appraising the impact of domestic public debts on the Nigerian economy. This study will also bring to the notice of government the need to apply caution while borrowing since it has a negative effect in the nation’s development ad growth. It will also serve as reference material for future and further works on the impact of domestic public debts and its attendant impact on the economy. It will also provide a basis for further comparative studies, in both the developed and less developed economies.
1.7
Scope of the study


This study focuses on examining the extent of domestic debt in Nigeria from 1980 to 2020. This study will also investigate the nature of the relationship between domestic debt and economic growth. Furthermore, this study will assess the impact of domestic debt on the economic growth of Nigeria from 1980-2020. This study is therefore delimited to the investigating the impact of domestic debt on the Nigerian economy from the period of 1980-2020.  
1.7
Structure of the study

The study is divided into five inter-connected chapters, ranging from chapter one to five. In this chapter one the researcher gave an introduction to the work, state the problem that resulted to this study, mention the questions to be answered in this study the objectives it is to achieve, as well as statement of hypotheses to be tested. The scope and limitations of this study were also outlined. Chapter two deals with literature review and theoretical framework. Chapter three discusses the methodology to be used in gathering data for this study. Chapter four delves into data presentation, analysis and interpretation of results. while chapter five deals with the summary, conclusion and recommendations.

CHAPTER TWO

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

2.1
Conceptual Review

2.1.1
Concept of Domestic Debt


Domestic debt, according to Oshandami (2006), is a debt instrument issued by the federal government and denominated in local currency. State and local governments may issue debt instruments, according to popular perception, but their ability to do so must be accompanied by treasury certificates, federal government development stock, and treasury bonds. Treasury bills, treasury certificates, and development stocks are all merchandisable and traversable, while treasury bonds routes and advances are not, and are held solely by Nigeria's central bank. Domestic debts are defined by Odozi (1996), as quoted by Dewett and Navalur (2010), as the gross liability of government property, which includes federal, state, and municipal government transfers to citizens and business entities inside the nation. As a result, the central bank of Nigeria (CBN) has been tasked with managing the domestic public debt as the federal government's banker and financial advisor.

2.1.2
Historical Background Of Domestic Debt In Nigeria

Domestic debt in Nigeria began in 1946, according to Nzotta (2004) in Egbetunde (2012), with the first treasury bill of N8 million and treasury certificates of N20 million issued in 1960 and 1968, respectively. Since then, the amount of government domestic debt has increased from N1040 million in 1980 to N8218.5 million in 1990, N84, 09.60 million in 1990, N898, 253.9 million in 2000, and N4.5 million at the end of December 2010.


Domestic government debt, according to Oshadami (2006), is defined as debt instruments issued by the federal government and denominated in local currency. State and municipal governments may issue debt instruments in theory, but they are restricted in their capacity to do so. Nigerian Treasury Certificates, Federal Government Development Stocks, and Treasury Bonds are examples of debt instruments. Treasury bills, Treasury certificates, and development stocks are all marketable and negotiable, while Treasury bonds and ways and means advances are not.


The Nigerian economy is in the midst of a massive debt crisis, the worst in the country's history since it joined the global capitalist system at the turn of the century. Nigeria's debt crisis, like that of other third-world countries, is part of a larger accumulation crisis that has already resulted in a market deterioration in the aggregate performance of the economy, a yawning gap between government revenue and expenditure, the collapse of social services and infrastructure, an escalating level of inflation, and an acute shortage of basic consumer goods.
2.1.3
Domestic Debt Instruments

Treasury Bills 


These are debt instruments that the federal government uses to borrow money for a limited period of time, usually three months, while waiting for its income to be collected. Treasury bills were originally established in the United Kingdom during the reign of Walter Bagehot (1877), and they were shaped like commercial bills at the time. On the basis of the Treasury Bill Act of 1959, No. 11, a Treasury bill was presented in Nigeria on the 19th of March 1959. Nigeria's first public issuance of Treasury Bills took place on April 7, 1960. The achievement of success prompted further issuance of this monetary instrument (Anyanfo, 1993). Treasury bills are now allocated via an auction-based mechanism in multiples of N1000.00 each tender. Contributions are usually sold via a licensed dealer.
Treasury Certificates

These are short-to-medium-term government securities having maturities of one to two years. It serves as a connection between short-term Treasury bills and long-term government stocks. Treasury certificates were established in Nigeria in 1968 and are identical to treasury bills in all respects, with the exception of the duration. Both products are eligible for money market rediscounting. Treasury certificates have been important in the development of Nigeria's money market. The tool has also aided the government in fulfilling its financial obligations, particularly during the civil war years and the 1970s reconstruction era. Additional issuance were halted in 1975 owing to the system's surplus liquidity as a result of the oil boom. As a consequence of the government's financial difficulties, Treasury certificates were reintroduced in 1976.
Treasury Bonds 


The Nigerian monetary authorities intended to convert N11.35 billion in maturing treasury bills into 5% denominated treasury bonds with a term profile of more than 10 years by the end of 1989. Treasury bonds were created as part of an internal debt management plan targeted at extending the debt maturity profile, rather than as a result of the issuing of new instruments. The rationale behind this notion is that the instruments aren't suitable for money market trading and can't be used in open market transactions. Treasury bonds' primary goal is to offer a cost-effective source of deficit financing for the government while also attempting to reduce debt payment obligations in government debts caused by the government's high level of deficit financing (Nzotta, 2004).

Development Stock


The CBN sponsors long-term debt instruments on behalf of the federal government. They have predictable returns and a set maturity. The central bank categorized government development stocks with a maturity of less than three years as qualifying liquid assets for the purpose of assessing bank liquidity in an attempt to improve bank liquidity and profitability. This action broadened the scope of money market operations much further (Nzotta, 2004).
FGN Bonds

These are debt securities (liabilities) issued by the Nigerian government and listed on the Nigerian Stock Exchange under the jurisdiction of the Debt Management Office (DMO). The FGN is obligated to pay the bondholder the agreed-upon principal and interest when it is due. A bond holder has given the federal government a small loan for a certain length of time. Because it is guaranteed by the federal government's full faith and credit, the FGN bond is considered the safest of all investments in the domestic currency securities market. They are not at danger of default since the interest and principal will almost certainly be paid when they are due. State and municipal taxes will not apply to the money generated in this way. The minimum FGN Bond subscription is N10,000.00, with subsequent multiples of N1,000.00. The majority of FGN Bonds have set interest rates that are paid every two years. An FGN Bond has a two-year minimum maturity period. (www.dmo.gov.ng).
Promissory Notes


These are papers that state that a person agrees to pay another a certain amount on a certain date. It is comparable to a bill of exchange since it is a traversable instrument. The Government Promissory Notes Act 1960 No. 6 allows the Nigerian federal government to issue domestic public debts.
2.1.4
Sources Of Nigeria’s Internal Debt

When government income performance falls short of expectations, according to Akhanolu, Babajide, and Akinjare (2018), the government turns to internal borrowing to fund social and economic projects such as health, education, and other social amenities. Internal debt, which is procured through instruments such as treasury bills, development stocks, Federal Government of Nigeria bonds as well as spend FGN bonds is constructed through the following sources:

Commercial Bank

Commercial Banks in Nigeria hold commercial instruments offered by the Central Bank on behalf of the Federal Government as part of its instrument portfolio. They must also invest a portion of their liquid assets in treasury securities. Wholesale banking, medium and long-term finance, equipment leasing, debt factoring, investment management, bill issuance and acceptance, and unit trust management are all bills provided by these institutions. Acceptance or discount homes are other names for them. Interest is paid on these debt instruments. 


According to Anyanwu (1990), as cited in Akhanolu, Babajide, and Akinjare (2018), "merchant bank" refers to anyone in Nigeria who engages in wholesale banking, medium and long-term financing, equipment leasing, debt factoring, investment management, bill issue and acceptance, and unit trust management. Acceptance or discount homes are other names for them.
Non-Bank Public

Non-bank public comprising insurance companies, saving institutions, state and Local Governments, statutory boards/corporations and individuals also subscribe in these debt instruments.

Central Bank Of Nigeria

The Central Bank of Nigeria (CBN) absorbs the unsubscribed portion of government securities floated in the primary market. Arrangements are on to transfer this underwriting function of the CBN to discount houses under the open market operation.

Do
mestic Debt Risks

It has become conventional wisdom that many of the debt problems in Nigeria had their origins in the “mispricing” of risk. There is, no doubt, an element of truth to this view, particularly during the boom years because key financial

players sum to have underestimated important risks.

Fiscal Risks

Failure to address the trend of rising debt could be “inflated away” or that default is inevitable.


Interest rates would increase as a result, making the fiscal issue worse, debt maturities would shorten, and refinancing problems might emerge. These worries would be amplified in areas where there is a significant chance of currency devaluation. It's worth noting that excessive inflation causes significant distortions of its own, which may be expensive to correct. Inflation may not make a significant impact in the actual worth of debt, particularly if greater inflation expectations are reflected in higher interest rates when governments refinance in the coming years. In a nutshell, price stability in the form of low inflation is an important public benefit. It is critical to protect it in order to ensure long-term economic development.
Credit Risks

This is the risk that interest and principal on client loans and exposures will not be returned as promised. When loans go bad and have to be written off, the bank loses both the generating asset and a part of its anticipated income. This has an impact on the bank's capital sufficiency, and unless more funds are supplied, the bank may be compelled to liquidate.


These loans to the Federal Government of Nigeria are often invested in non-performing projects rather than ventures that can pay back principle and interest, causing the federal government to default on payment. When the federal government fails, default risk spreads across the economy, destabilizing all macroeconomic factors.
Rollover Risk

The problem of rollover risk has persisted due to the short-term nature of Federal Government debt instruments. This entails deferring the principle and interest payments on loans. In Nigeria, the possibility of a rollover has had a significant impact on debt. Rollover risk has caused volatility in the short-term rate market, which has had a detrimental impact on the economy as a whole.
Investment Risks

Investment risks arise from changes in the value of marketable securities for reasons other than default or delayed payment. It arises from

* Changes in macro-economic environment

* Changes and variability in interest rate and exchange rate (The Nigeria example is a classical case). Consider the risks arising from the massive depreciation of foreign exchange rates since the deregulation of the forex market.


The case of investment risk arises in an issue whereby the Federal Government borrows with the aim of paying Pensioners and procurement of election materials. It is obvious that this is investment in the wrong direction and

will therefore lead to loss of confidence risks and this may affect the Nigerian bond market negatively.

Liquidity Risks

This may happen when a bank is unable to fulfill maturing promises and obligations, or when it is unable to complete fresh transactions as quickly as it would want. Liquidity risks arise from financing mismatches in asset and liability tenures, which result in losses, as well as faulty balance sheet and cash flow structures that are unable to generate enough funds in a timely manner, at normal interest rates, to enable the country to meet its obligations on time and conduct normal transactions when desired. The main cause of vulnerability is currency and maturity mismatches. Financial crises are more likely in countries with significant foreign currency reserves or short-term domestic debt. Nigeria may be trading one kind of vulnerability for another as a result of its recent move from external to domestic borrowing. Countries moving from external to domestic debt, for example, may be exchanging a currency mismatch for a maturity mismatch.


Alternatively, a shift to domestic borrowing may put pressure on institutional investors and banks to absorb an excessive amount of government debt, thereby jeopardizing financial stability. Furthermore, although increasing the domestic government bond market may have favorable externalities for the domestic corporate bond market, there is a danger that the public sector would push out private companies.


Domestic debt restructuring may be more challenging due to political and economic factors. Indeed, a few heavily indebted nations that were able to utilize debt relief efforts to solve their foreign debt issues are nevertheless saddled with significant domestic debt. It's also crucial to accurately assess the cost of borrowing in various currencies. Being higher than the dollar in a situation where many developing currencies are anticipated to rise against the dollar.
2.1.5
The Concept Of Economic Development


Economic development, according to (Kindleberger and Herrick, 1997), is "the improvement in material welfare, especially for the poorest people," "the eradication of mass poverty, with its correlates of illiteracy, disease, and early death," "changes in the composition of inputs and outputs, which generally include shifts in the underlying structure of production away from agriculture toward industry," and "changes in the composition of inputs and outputs that generally include shifts in the underlying structure of production away from agriculture according to Anyanwu and Oackhanan (2000), economic development entails a complete change of an economy from one that is less desired to one that is more desirable, resulting in an overall improvement in the well-being of the whole population. Anyanwu (1993) went on to add that economic development is a multifaceted process that includes the process of meeting fundamental economic requirements, reducing inequality and unemployment, eliminating absolute poverty, and changing attitudes, institutions, and structures in the economy.


Haggins (1999), pointed out four factors that contribute to economic development as follows:

1. Capital Accumulation

2. Population Growth

3. Discovery of new resources


However, for there to be any meaningful
economic development, there has to be development planning. That is why Graham (2004), pointed out the following as the main components of development plan:

1. A capital budget comprised of public investment projects of a development nature.

2. A budget of government expenditures not usually regarded as capital outlays, but which contribute to economic and social development.

3. A programme of legislation and regulation governing the activities of private individuals, enterprises and institutions so as to redirect, guide and encourage their activities in a manner contributing to economic development. Graham (2004), concluded that “a conceptual simple measure would be the trend of gross national income at constant prices.

2.1.6
Human Development Index And Domestic Debt In Nigeria

The "Human development index (HDI) is an indicator assessing national socioeconomic progress, based on integrating measurements of education, health, and adjusted real income per capital," according to Torado (2011). The human development index attempts to rank countries on a scale of 0 (lowest human development) to 1 (highest human development) based on three development goals: longevity (measured by life expectancy at birth), knowledge (measured by a weighted average of adult literacy (two-thirds and gross school enrolment ratio (one-third), and standard of living (measured by real per capital gross domestic product). Torado 2:54 said that the UNDP launched its new development index (NHDI) in Nor 2010 in response to some of the complaints that the index is still based on quality of living, education, and health. Gross National Income (GNI) per capital replaces Gross Domestic Product (GDP) per capital, with some noteworthy modifications due to strengths in the New Human Development Index (NHDI).


The educational index now includes two additional components: the average actual educational attainment of the whole population and the anticipated educational attainment of today's youngsters. The geometric mean of the New Human Development Index measures how well rounded a country's performance is across the three aspects of income, health, and education.


Human capital, which includes health, education, and skills, is critical for economic growth and development. When talking about the Human Development Index, there is a lot of difference in human capital across the globe. Much of the developing world has lagged behind industrialized nations in terms of nutrition, health (as assessed, for example, by life expectancy or undernourishment), and education (as measured, for example, by life expectancy or undernourishment) (measured by literacy). Torado (2010:59) claims that “under-five mortality remains 17 times greater in low-income nations than in high-income ones, notwithstanding improvements since 1990.” According to the Central Bank of Nigeria statistics report, anecdotal evidence suggests that Nigeria's poverty levels increased in 2011 when compared to levels in 2020. Using relative absolute and dollar-per-day poverty metrics, we get 61.9 and 62.8 percent in the United States, respectively.


The bulk of the extreme poor reside in low-income developing nations in Sub-Saharan Africa and South Asia, which correspond to their low average income levels. Extreme poverty is caused by a lack of human capital, as well as social and political isolation and other hardships.

“The prevalence of severe poverty varies significantly across the developing world,” writes Torado (2010: 62). According to the World Bank, 41.1 percent of the population in Sub-Saharan Africa lives on less than $1.25 a day. When the human development index is employed instead of GDP per capita as a proxy for socioeconomic development, the latter becomes a proxy for socioeconomic development.


It's worth noting that the HDI has a significant correlation with per capita income, since richer nations can spend more in health and education, which boosts productivity. The HDI combines social and economic statistics to provide a more comprehensive assessment of a country's development status, both relative and absolute.
2.2
Theoretical review

2.2.1
The Neoclassical Theory by Robert Solow and Trevor Swan (1956)

Debt has a direct impact on economic development, according to neoclassical growth theory. This is because it is expected that if the borrowed funds are utilized well, investment would increase. Growth should rise and allow for timely debt repayment as long as nations utilize borrowed money for feasible projects without suffering from macroeconomic instability, policies that distort economic incentives, or large hostile shocks. The indirect impact of indebtedness, on the other hand, is their impact on investment. The decrease in resources available for investment caused by debt service is the transmission mechanism via which debts influence growth. Furthermore, public debt may serve as an implicit tax on a country's resources, putting a burden on future generations in the form of a slowed flow of profits from a smaller stock of private capital. As a result, long-term interest rates may rise, private investments necessary for productive development may be crowded out, and capital accumulation may decline.
2.2.2
Post Keynesian Theories of Debt by John Maynard Keynes (1936)

The enormous growing public debt and the industrialized country going through a period of inflation and price rises provided the basis for Post-Keynesian public debt theories. Government spending was likewise increasing at a rapid rate, with a large non-developmental component. The debate over whether public debt is a burden and how to quantify the burden of public debt has been reignited by these new theories of public debt. Public debt, according to James. M. Buchanan's public principles of public debt (1958), is not a burden on the economy, and it cannot be passed to future generations no matter how it is funded. Meade and Musgrave (1959) also agreed to Buchanan’s idea where he tried to prove that in the most general case that: 

i. The primary real burden of a public debt is lifted to future generation; 

ii. The analysis between public debt and private debt is necessarily correct; 

iii. The external debt and internal debt are profoundly equivalent (Modigliani, 1964).

2.2.3
Traditional View by James Steuart (1767)

Domestic debt may have both good and bad consequences for economic development. According to conventional wisdom, a tax reduction financed by government borrowing would have many economic consequences. The tax cut's immediate effect should be to boost consumer expenditure. Higher consumer spending has a short- and long-term impact on the economy. In the near term, increased consumer spending will boost production and employment by increasing demand for products and services. The increase in private savings falls short of government dis-saving because the marginal propensity to spend is greater than the marginal tendency to save. This increase in the economy's real interest rate had, in turn, stimulated capital influx from outside. In the long term, a higher interest rate may deter savings and, as a result, private investment. The lesser the capital stock, the lower the domestic savings. The influx of funds from overseas would result in an increase in foreign debt. The greater the aggregate demand, the higher the price level, which adjusts over time, and the economy returns to its normal production rate. In the long term, lesser investment leads to a smaller steady-state capital stock and lower production. As a result, when looking in the long term, the overall impact would be less than total production, resulting in reduced consumption and poorer economic welfare. This is also known as the weight of public debt, since each generation burdens the next by leaving remnants of the total capital stock behind (Sheikh et al. 2010).
2.3
Empirical review

Onogbosele & Ben (2016) in their study investigated the effect of domestic debt on economic growth of Nigeria for the period spanning 1985 to 2014. The study made use of the Vector Autoregression method of analysis. The findings of the study exposed that domestic debt played an important role in the growth process of Nigerian economy. The variance decomposition analysis showed that federal government of Nigeria bonds puts more pressure on the growth rate of gross domestic product in Nigeria. This was trailed by shocks received from treasury bonds, while development stocks and interest rate contributed the least to shocks in gross domestic product. The findings of the impulse response function in support of the variance decomposition analysis revealed that economic growth reacted positively to shocks in federal government of Nigeria bonds and adversely to shocks in treasury bonds throughout the ten-year period. However, the response of gross domestic product to shocks in development stocks and interest rate was not stable.

Igberi, Odo, Anoke & Nwachukwu (2016) examined the impact of growing government borrowing on the rate of unemployment in Nigeria for a period spanning 1980 to 2015. The study adopted ARDL approach and Wald test statistical procedure in their analysis. The results discovered a stable long-run equilibrium relationship between government borrowings and the rate of unemployment. According to the findings of the research, there was a positive and significant relationship between government borrowing and unemployment, and a negative relationship between growth rate of GDP and the rate of unemployment. Moreover, an inverse relationship was also recognized by the study between inflation and unemployment. The study concluded that public debt had no significant effect in Nigerian economy considering that rising public debt had not reduced the rate of unemployment. According to the study, rising debt repayment interest has become an issue in implementing new projects in the economy which has also contributed to a upsurge in the rate of unemployment.


The work of Okwu et al (2016) employed relevant econometric models to examine the effects of domestic debt on economic growth in Nigeria during the 1980 to 2015 periods. Variables of analytic interest were real gross domestic product (RGDP) as economic growth proxy, and domestic debt stock (DDS) and domestic debt servicing expenditure (DDSE) as explanatory variables; with government expenditure (GEXP) and banks’ lending rates (BLR) as moderating variables. On individual merits of the explanatory variables, the results presented evidence of significant short- and long-run positive effect for DDS; negative effect for DDSE but insignificant, and negative effect for BLR. The variables jointly explained significant effect, and considerably high power in explaining variations in growth of the economy during the period of the study.

Bakare, Ogunlana, Adeleye & Mudasiru (2016) in their empirical study investigated the extent to which domestic debt influence the economic growth of Nigeria. It draws on quantitative research methodological framework and specifically employed the Ordinary Least Square Regression (OLS) technique to test the relationship between Gross Domestic Product, interest rate, domestic debt, budget deficit and domestic credit to private sector. Findings of the study revealed that there was a positive relationship between domestic debt and economic growth of Nigeria.

Ewubara, Nteegah & Okpoi (2017) examined the effect of public borrowing on growth of the Nigerian economy over the period 1980–2015. The study employed the ARDL method in the analysis. The result of the study indicated that external debt had direct and significant impact of growth, while domestic debt significantly retarded growth in Nigeria both in the long and short runs. Total debt services stock was found to negative and insignificant to the economic growth, whereas net foreign direct investment and foreign exchange reserves impacted on economic growth positively and was both significant at 5% level at lag 3. Though the goodness of fit was robust and reasonable in explaining changes in growth, the non-significance of the error correction term implies that economic growth reacts slowly to changes in public debts dynamics in Nigeria.

Akhanolu, Babajide & Akinjare (2018) in their joint study examined the implications of government’s debt on economic growth from 1982 to 2017. The study used two-stage least square regression. The result showed that internal debt positively affects the economy. The study is consistent with the study of Tamunonimim (2013) who investigated the relationship between domestic debt and the rate of poverty in Nigeria and found that long-run relationship exist between poverty and domestic debt in Nigeria. He also found that the domestic debt had positive impact on bank credit and the impact is highly significant.

Nestor & Ebikela (2020) conducted a study on the "Effect of Domestic Debt on Economic Growth in Nigeria". The specific objective of the study was to ascertain the impact of domestic debt on real gross domestic product growth in Nigeria within a period of thirty six years (36) from 1981 to 2016. The researcher adopted Causal Comparative or ex-post facto research design, (time series analysis). The model used Real Gross Domestic Product Growth (RGDPG) as the endogenous variable for economic growth while Domestic Debt (DODT), External debt (EXDT) Interest Rate (INTR) represents the exogenous variables. The results indicated that the variables are integrated at first difference or of order one, I (1), but real gross domestic product growth is integrated at level I (0) and justifies the use of ARDL as the series are integrated at different levels. Public debt was found to be a significant determinant of economic growth. The study recommended that government should make available sustainable deficit budgeting, and effective utilization of resources, through effective and efficient implementation of projects and programs. Keywords: domestic debt, economic growth, gross domestic product.

Opara, Nzotta and Kanu (2021) conducted a study on "Nigeria’s Domestic Public Debts and Economic Development". The study investigated the effect of Nigeria’s domestic public debt on economic development of Nigeria spanning from 1981-2018. The study was in response to the doubts being raised in some quarters as to whether the continuous increase in domestic debt over the years has led to the economic development of Nigeria as the former has been known to influence the later if well harnessed and executed. The secondary data used in the study were sourced from Central Bank of Nigeria Statistical Bulletin, Debt Management Office of Nigeria, World Bank Development Indicators and United Nations Development Program. The study made use of Ordinary Least Square Regression tools to determine the statistical relationship between Nigeria’s domestic public debt profile and Human Development Index as well as private sector investment. The outcome of study in the first model showed that domestic debt servicing and state governments’ domestic debts are significantly related to economic development. On the other hand, Federal domestic debt and State domestic debt are significantly related to private sector investment. The study therefore recommended that government should be cautious in her domestic borrowing policy given that servicing debt always becomes a burden to the sustainability of economic gains, in addition to its tendency of crowding-out private sector investment in Nigeria.

2.4
Gap in the literature

From the previous works done by other scholars as reviewed in this chapter on various impact and effect of domestic debt on the Nigerian Economy such as the works of Onogbosele & Ben (2016) who investigated the effect of domestic debt on economic growth of Nigeria for the period spanning 1985 to 2014. Their studies made use of the Vector Autoregression method of analysis. The work of Igberi, Odo, Anoke & Nwachukwu (2016) that examined the impact of growing government borrowing on the rate of unemployment in Nigeria for a period spanning 1980 to 2015. Their study adopted ARDL approach and Wald test statistical procedure in their analysis. Also, the work of Okwu et al (2016) who investigated the effects of domestic debt on economic growth in Nigeria during the 1980 to 2015 periods. Variables of analytic interest in their study were real gross domestic product (RGDP) as economic growth proxy, and domestic debt stock (DDS) and domestic debt servicing expenditure (DDSE) as explanatory variables; with government expenditure (GEXP) and banks’ lending rates (BLR) as moderating variables. Additionally, the work of Bakare, Ogunlana, Adeleye & Mudasiru (2016) who investigated the extent to which domestic debt influence the economic growth of Nigeria. Their study drew on quantitative research methodological framework and specifically employed the Ordinary Least Square Regression (OLS) technique to test the relationship between Gross Domestic Product, interest rate, domestic debt, budget deficit and domestic credit to private sector. Ewubara, Nteegah & Okpoi (2017) examined the effect of public borrowing on growth of the Nigerian economy over the period 1980–2015. Their study employed the ARDL method in the analysis. The study of Akhanolu, Babajide & Akinjare (2018) examined the implications of government’s debt on economic growth from 1982 to 2017. The study used two-stage least square regression for data analysis. Also, Nestor & Ebikela (2020) examined the effect of domestic debt on economic growth in Nigeria. The study adopted Causal Comparative or ex-post facto research design, (time series analysis). The model used Real Gross Domestic Product Growth (RGDPG) as the endogenous variable for economic growth while Domestic Debt (DODT), External debt (EXDT) Interest Rate (INTR) represents the exogenous variables. The results indicated that the variables are integrated at first difference or of order one, I (1), but real gross domestic product growth is integrated at level I (0) and justifies the use of ARDL as the series are integrated at different levels. Furthermore, Opara, Nzotta and Kanu (2021) study investigated the effect of Nigeria’s domestic public debt on economic development of Nigeria spanning from 1981-2018. The study made use of Ordinary Least Square Regression tools to determine the statistical relationship between Nigeria’s domestic public debt profile and Human Development Index as well as private sector investment. Here, we can say that  various the impact and effect of domestic debt on the Nigerian Economy for different scopes and year range but there is no documentation on domestic debt on the Nigerian economy up to the year 2020 (1980-2020) which this study focuses on achieving. Hence this study will fill this gap by investigating the impact of domestic debt on the Nigerian economy between 1980 to 2020 (40 years period). The data used for this study will be a time series data (secondary) data of Domestic Debt (DMD Inflation Rate (INFR) and Interest Rate (INT) and Gross Domestic Product (GDP). The study employed the autoregressive distributed lag model (ARDL) suggested by Pesaran, Shin and Smith (2001) for cointegration investigation and analysis.
2.5
Theoretical framework

The theoretical framework guiding this study is the Neoclassical theory by Robert Solow and Trevor Swan (1956). The theory was of the view that debt has a direct impact on economic development. This is because it is expected that if the borrowed funds are utilized well, investment would increase. Growth should rise and allow for timely debt repayment as long as nations utilize borrowed money for feasible projects without suffering from macroeconomic instability, policies that distort economic incentives, or large hostile shocks. The indirect impact of indebtedness, on the other hand, is their impact on investment. The decrease in resources available for investment caused by debt service is the transmission mechanism via which debts influence growth. Furthermore, public debt may serve as an implicit tax on a country's resources, putting a burden on future generations in the form of a slowed flow of profits from a smaller stock of private capital. As a result, long-term interest rates may rise, private investments necessary for productive development may be crowded out, and capital accumulation may decline.
CHAPTER THREE

METHODOLOGY

3.0
Research design

The study adopted ex-post-facto research design. Data for this study consist of 40 years annual observation period (1980-2020). Secondary data were used, and collected from the Central Bank of Nigeria Statistical Bulletin and Debt Management Office. The study used annual data, because quarterly data may not be accessed for some of the variables. Gross Domestic Product (GDP) was employed as the dependent variable to measure economic performance in Nigeria, while Domestic Debt (DMD Inflation Rate (INFR) and Interest Rate (INT) were also employed as the independent variables.

3.1
Nature and sources of data  


The data used for this research is secondary data. They exist in the form of published data and can be obtained from internet, libraries, public offices e.t.c. The data used for the study were sourced from Central Bank of Nigeria (CBN). The sample period runs from 1980 to 2020 and also National Bureau Of Statistics (NBS) Economic and Statistics. The data used include Domestic Debt (DMD Inflation Rate (INFR) and Interest Rate (INT) and Gross Domestic Product (GDP) was employed as the dependent variable to measure economic performance.


The data used for this analysis is a time series data (secondary) data of Domestic Debt (DMD Inflation Rate (INFR) and Interest Rate (INT) and Gross Domestic Product (GDP). These data and other relevant information used in this research work was resourced from CBN statistical bulletin, CBN annual reports, national bureau of statistics (NBS) statement of accounts, world economic outlooks, world development indicators, journals, seminar papers, textbooks, internet from the period 1980-2020.

3.2
Model specification

In specifying the model for this study, a number of related empirical studies were considered to have a clearer picture of those variables that have empirically shaped the relationship between domestic debt and economic growth over time. Following Adofu and Abula (2010) and Onyewu (2012), this study develops an analytical framework in the form of a regression analysis which specifies a functional relationship between GDP (a proxy for economic growth) and other explanatory variables as follows:

GDP= f (DDEBT, INTRATE, BDFCT, PCRDT)……………..3.1
Taking the natural logarithm of both sides of the model produces a linear equation of the form:

LogGDP=f( LnDDEBT, LnINTRATE, LnBDFCT, LnPCRDT)……3.2
Thus, the empirical model to be estimated in the study is given as

LogGDP=Lnα0+α1LnDDEBT+α2LnINTRATE+α3LnBDFCT+α4LnPCRDT…3.3
Where Ln= Natural logarithm

GDP = log of Gross Domestic Product, measured using a constant price, that is, the value of GDP for different year is measured using the price of a base year. GDP is a variable used to explain economic growth in Nigeria and how it relates to other variables in the model.

Ddebt = log of Domestic Debt 

Pcredit = log of Private Sector Credit 

Intrate= log of interest rate

BDfcit = log of Budget Deficit

Ut = Stochastic variable (error term)

GDP is a variable that will be used to explain economic growth in Nigeria and how it relates to other variables in the model.

3.2.1
A priori expectation:


The a priori expectation is expressed as follows: α2<0, α3>0, α4<0, α5>0. Based on a priori, therefore, the signs of α2, and α4 are expected to be negative while the signs of α3 and α5 are expected to be negative. This is so because GDP is expected to increase as budget deficits and domestic credit to private sector increases and as domestic debt and interest rate reduces. The normal distribution of the error term is the key assumption of the model.
3.3
Estimation technique


Statistical techniques used in measuring the quantitative functional relationship between the associated variables are techniques of simple and multiple regressions. The software package we intend to use to run our analysis is Statistical Program for Social Sciences (SPSS). This method is used since it will examine the relationship between the dependent and independent variables and the interpretation is easy.

3.4
Method of data analysis


The technique used in this study are the unit root test, Ordinary least square method which will help to explain the variation and other explanatory variables in the model, correlation and error-correction modeling technique. To examine the relationships between focused variables (real gross domestic product growth, domestic debt, Private Sector Credit, Budget Deficit and interest rate) the study employs the autoregressive distributed lag model (ARDL) suggested by Pesaran, Shin and Smith (2001) for cointegration investigation and analysis. To test the hypothesis, The results of this analysis is organized in a sequential order as first the researcher employed unit root test to ascertain the stationarity status of each variable through the Augmented Dickey Fuller (ADF) technique, we examine the long-run relationship of the model through Autoregressive Distributed Lag (ARDL) Bounds Cointegration Tests, which help to assess if the variables used in the study can be used to explain long-run relationship after which the researcher carry out diagnostic tests and stability test, using Eviews9 econometric software. 
3.4.1
Unit root test


The unit root test involves testing the order of integration of the individual series under consideration. Several procedures has been developed for the test of order of integration including the choice for this study: Augmented Dickey-Fuller (ADF) test due to Dickey and Fuller (1979, 1981), and the Phillip-Perron (PP) due to Phillips (1987) and Phillips and Perron (1988). Augmented Dickey-Fuller test relies on rejecting a null hypothesis of unit root (the series are non-stationary) in favor of the alternative hypotheses of stationarity. To check for unit root we employ the Augmented Dicky-Fuller (ADF) test on the following 

To run the root unit test, we specify the equation
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Equation (1) is with trend, while 2 is without trend.


The null and the alternative hypothesis for the existence of unit root in the variable  [image: image10.png]
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 < 0


H0:  There is a unit root

H1:
There is no unit root.
3.4.2 Co-integration test


To ascertain the long-run relationship between the dependent and independent variables, the Johnansen co-integration procedure is utilized (Johnansen, 1991) and Johnansen and Juselius (1990). The procedure involves the estimation of a vector error-correction model (VECM) in order to obtain the likelihood ration (LR). 

Regression: 

We examine the long-run relationship of the model through Autoregressive Distributed Lag (ARDL) Bounds Cointegration Tests, which help to assess if the variables used in the study can be used to explain long-run relationship after which the researcher carry out diagnostic tests and stability test, using Eviews9 econometric software.

CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS

4.1 Data presentation

The sample to be used is complied from various issues of the Central Bank of Nigeria Statistical Bulletin and Annual Report, Statement of Account and the National Bureau of Statistics Bulletin. The data covered a period of forty years 1980-2020.

4.2
Analysis of data
The descriptive and analytical methods of data analysis were used in testing the hypotheses. And also the analytical technique employed in this study is the regression analysis.
TABLE 1: Results of unit root test

	VARIABLES
	ADF-TEST STATISTICS
	CRITICAL VALUE
	Series
of stationarity
	REMARKS

	LOGGDP
	-2.411699
	-2.960411
	I(1)
	Non-stationary

	LOGDDEBT
	2.226620
	-2.960411
	I(1)
	Non-stationary

	LOGINTRATE
	-2.45615
	-2.960411
	I(1)
	Non-stationary

	LOGPCRDT
	-0.853387
	-2.960411
	I(1)
	Non-stationary

	LOGBDFCT
	- 3.173728
	-2.960411
	I(0)
	Stationary


Source: Data Analysis (2020)
Before the estimation of equation 3 above, the characteristics of the data was examined to determine whether the data are stationary, depending on the order of integration. In this regard, the Augmented Dickey- Fuller (ADF) was used. The rule thumb for ADF test is that the null hypothesis of unit root should be rejected if the ADF test statistic is less than the critical value at 5% level of significance.The results of the stationarity test with intercept are presented in Table 1 and Table 2. By inference to Table 1, only BDFCT was stationary at levels because ADF test statistics (-3.173728) was less than the critical value (-2.960411) at 5% level of significance. The performance of our variables under the unit root test indicates that the variables are well behaved without any spurious relationship. The economic implication of stationary variables was that of absence of persistent shock. That is, if there is disturbance on the variables, the variables will move together at the same rate back to equilibrium.

Co-integration test
To test for co-integration, this paper utilized the Johansen (1990) procedure. Co-integration implies the existence of a long-run or equilibrium relationship between a set of variables. GDP and other variables are co-integrated to check if the existence of the variables demonstrates no inherent tendency to drift apart. The results of the co-integration test are reported in Table 3 and Table 4 below:

TABLE 2: The co-integration test
Unrestricted Co-integration Rank Test (Trace)
	Hypothesized number of CE(s)
	Eigen value
	Trace statistic
	5% critical value
	Probability value

	None *
	0.994263
	347.7423
	69.81889
	0.0001

	At most 1 *
	0.973649
	187.7555
	47.85613
	0.0000

	At most 2 *
	0.829131
	75.03139
	29.79707
	0.0000

	At most 3 *
	0.375677
	20.25886
	15.49471
	0.0089

	At most 4 *
	0.166752
	5.655136
	3.841466
	0.0174


Trace test indicates 5 cointegrating equations at the 0.05 level.

*denotes rejection of the hypothesis at the 0.05 level

**denotes MacKinnon-Haug-Michelis (1999) p-values

TABLE 3 Unrestricted Co-integration Rank Test (Maximum Eigenvalue)
	Hypothesized number of CE (s)
	Eigen value
	Maximum Eigen statistics
	0.05 critical value
	Prob**

	None *
	0.994263
	159.9868
	33.87687
	0.0001

	At most 1 *
	0.973649
	112.7241
	27.58434
	0.0000

	At most 2 *
	0.829131
	54.77253
	21.13162
	0.0000

	At most 3 *
	0.375677
	14.60372
	14.26460
	0.0442

	At most 4 *
	0.166752
	5.655136
	3.841466
	0.0174


Max-eigen value test indicates 5 cointegrating equations at the 0.05 level

*denotes rejection of the hypothesis at the 0,05 level

**denotes MacKinnon-Haug-Michelis (1999) p-values
After we have realised that all our variables are stationary, our next step is to determine whether these variables are cointegrated, that is, testing the hypothesis that there is a significant connection between these variables. In doing this we adopted the MacKinnon-Haug-Michelis (1999) p-values procedure.

Trace statistics: From the results above, there are five co- integrating equations rejecting the null hypothesis which says that at least four of the equations are co-integrated. Under the trace statistics, the criterion for decision rule is to reject the null hypothesis when the result of the trace statistics value is greater than the result of the critical value at 5% level of significance. In this case, trace statistics value is 5.66 which is greater than the critical value 3.84.

The maximum Eigenvalue results also states that there are five co-integrating equations, rejecting the null hypothesis which says that at least four of the equation are co- integrated. Under maximum Eigenvalue, the criterion for decision rule is to reject the null hypothesis when the result of the maximum Eigenvalue is greater than the result of the critical value at 5% level of significance. In this case the maximum Eigen value is 5.66 which is greater than the critical value 3.84 at 5% level of significance. 

TABLE 4: Normalized Co-integrating coefficients (standard error in parentheses)
	GDP
	Ddebt
	BDEFCT
	INTRATE
	DCREDT

	1.000000
	-63.09751
	669.1626
	343363.5
	71.01460

	
	(2.68027)
	(21.2184)
	(196368.)
	(1.15769)


Source: Data Analysis (2020)
The normalized cointegrating equation estimates in Table 5 indicates that the estimates of Budget Deficit (BDEFCT), interest rate (INTRATE) and Domestic Credit to Private Sector (DCREDT) are positive and therefore have positive influence on the gross domestic product (GDP). The coefficient of domestic debts (BDEBT) shows a negative sign and therefore indicates that domestic debts has negative relationship with the gross domestic product (GDP). Following our a priori expectation, we expect the coefficient of interest rate and domestic debt to be negative while that of budget deficit and private sector credit to be positive.

Table 6; Autoregressive Distributed Lag (ARDL) Model.

Dependent Variable: RGDPG Method: ARDL

Sample (adjusted): 1980-2020

Included observations: 39 after adjustments 

Maximum dependent lags: 1 (Automatic selection) 

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (1 lag, automatic): LOGDDEBT LOGINTRATE LOGPCRDT LOGBDFCT

Fixed regressors: C

Number of models evalulated: 8 Selected Model: ARDL(1, 0, 1, 0)


Variable
Coefficient
Std. Error
t-Statistic
Prob.*


	RGDPG(-1)
	0.071957
	0.155455
	0.462883
	0.6469

	LDDEBT
	-0.246756
	1.039401
	-0.237402
	0.8140

	LNTRATE
	-2.189162
	2.724045
	-0.803644
	0.4281

	LPCRDT(-1)
	3.618157
	2.380045
	1.520206
	0.1393

	BDFCT
	0.122177
	0.305092
	0.400459
	0.6918

	C
	-5.069950
	5.121336
	-0.989966
	0.3304

	R-squared
	0.249243
	Mean dependent var
	4.065057

	Adjusted R-squared
	0.119803
	S.D. dependent var
	7.157334

	S.E. of regression
	6.714927
	Akaike info criterion
	6.801348

	Sum squared resid
	1307.617
	Schwarz criterion
	7.067979

	Log likelihood
	-113.0236
	Hannan-Quinn criter.
	6.893389

	F-statistic
	1.925540
	Durbin-Watson stat
	2.062537

	Prob(F-statistic)
	0.120546
	
	


Source: Authors computation using Eviews-9

Before applying the method of bound testing for the Wald statistics the regression based on equation 3.1 is run shown in table 6 by taking the difference or the change in the variables the change in the lag value and the lag value of all the variables and keeping real gross domestic product growth as dependent variable.
4.3
Implications of findings

This study will expose to the policy makers in Nigeria on the negative impact of domestic debts on the economy of the country. It will help them to come to terms that debt servicing affects the growth of the economy. It will further help policy makers to limit the rate at which they engage in borrowing in the country and devise alternative means of raising fund to solve national issues without engaging in borrowing. 

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary Of Major Findings
This study questioned the extent to which domestic debt impact Nigerian economy from 1980- 2020. In expressing this question quantitatively, the study investigated the relationship between gross domestic product (a proxy for economic growth) on the one hand and domestic debt, interest rate, domestic credit to private sector and budget deficit on the other hand.

The study also engaged various literatures (conceptual, theoretical and empirical) that shaped the nexus between domestic debt and economic growth over time. Besides, the paper illuminated the structure of domestic debt and economic performance during various economic policy era in Nigeria. The paper discovered that GDP has strong relationship with domestic debt, domestic credit to private sector, budget deficit and interest rate. It was also observed that there is a positive and significant relationship between GDP and domestic debt. This obviously implies that the funds generated through domestic borrowing have been used partially to finance those expenditures of government, which contribute to growth rate of GDP. It also implies that increasing domestic debt (up to a certain level) would increase economic growth, so far domestic debt revenues are being channeled into productive activities in the economy. Another reason for the positive relationship between domestic debt and economic growth in Nigeria is attributed to the marketable nature of domestic debt. Market-base domestic debt increases macroeconomic growth and reduces exposure to external real shocks.

Following from the foregoing analysis, the paper recommends that the government should institute efforts to channel Domestic Debt revenue to productive activities in the economy so that debt does not rise to become unsustainable. This would require funding well appraised productive projects to foster economic growth. Also, government should set an umbrella ceiling on domestic borrowing for a chosen period of time and this should be embedded in the national debt strategy. The limits should be reviewed periodically (annually) to ensure that they are still meaningful in the current economic circumstances. Mechanisms should be put in place to monitor the impact of new borrowing on overall debt sustainability based on the evolution of the debt indicators and provide prompt fiscal rectification. The government and the Debt Management Office (DMO) should draw up guidelines to limit the growth of future domestic debt. In this regard, debts service ratio must not exceed 40 percent of allocation from the federation account. Effective mechanism should be put in place to ensure that any new borrowing is judiciously utilized to contribute to economic growth.

Excessive domestic borrowing can be inflationary and may crowd out private sector borrowing. Close monitoring of government borrowing through the domestic market is therefore necessary. The problem of a high domestic debt is more difficult to solve vis-à-vis external debt, mainly because the relationship between the borrower (government) and creditor is different; the solutions of debt write-off, debt conversion, debt

rescheduling etc will not apply because these solutions could be counterproductive and would mean government reneging on its commitments, which would affect future mobilization of resources (UNITAR- DFM E-Learning, 2008).

5.2 Conclusion
Based on the findings so far, the following conclusions made are:

1. That the internal borrowings of the Federal Government of Nigeria through the sale of debt instruments can bring about economic development in Nigeria.

2. That the domestic borrowings of Federal Government can be a means of aiding banks and non-bank public to invest their idle cash balances thereby aiding the government to control inflation by mopping excess liquidity in the economy.

3. Though domestic borrowing through issuance of debt instruments can finance projects, it can equally stagnate the economy if the fund borrowed is not invested into capital intensive technologies that will increase production and create a multiplier affect in the production and job creation process of the economy.

5.3 Recommendations

Based on the findings and conclusion of this study, the following recommendations are proposed:

Debt Management Bodies should sit up to their responsibilities of advising the government of the effect of continuous deficit financing of projects without real investment in productive projects to show for it in the economy.

To limit the risks inherent in domestic borrowing, Nigeria with poor record of fiscal discipline especially should consider implementing government budget rules at the outset of oil price boom. Fiscal rules are numerical targets on budget aggregates such as structural deficit the difference between government spending and revenue, adjusted for the state of the business cycle, expenditures and debt. This fiscal rule makes sense because they aim to prevent commodity-rich countries from borrowing excessively.

Nigerian government need to consume less and save more, so they can import less and should promote exports to achieve a balance and make our economy more sustainable.

Government should as a matter of urgency begin the process of diversifying the economic base of the country which will bring up new revenue sources and avoid over reliance on borrowings to finance its deficits.
Also, according to Carlo Cottare and Jose Vinals “first, the fiscal problems that stem from population aging must be attacked with greater rigor,.., policies will have to foster strong and sustainable economic growth by restoring private sector control of the financial and other sectors to allow competition and the improvement in productivity this will bring.

The government and the Debt Management Office should draw up guidelines to limit the growth of future domestic debt. Effective mechanism should be put in place to ensure that any new borrowing is judiciously utilized to contribute to economic growth.
The rise in domestic debt profile in Nigeria is attributed to government extra budgetary activities, which most often are not used for the intended project. Commitment to the provisions of the budget and fiscal discipline should be encouraged on the part of the government and its agencies.
Economic growth should be a top priority, given its power to improve a country’s debt position. A one percentage point increase in economic growth for 10 years (holding spending constant and assuming a 40 percentage tax rate) lowers public debt by 24% points of GDP. And if growth over the coming decades averages the same as over the past two decades, balanced budgets-while a challenging objective would be sufficient to cut a country’s debt ratio from 100 percent of GDP to 60 percent. Thus reforms to enhance potential growth are essential. So efforts to boost growth and to contain the deficit can pay off even if debt position is high now.
5.4
Contribution to Knowledge

The study will provide needed information to policymakers that could assist in appraising the impact of domestic public debts on the Nigerian economy. It will also serve as a benchmark for future and further works on the impact of domestic public debts and its attendant impact on the economy of Nigeria. It will also provide a basis for further comparative studies, in both the developing and developed economies.
5.5
Limitation of the Study

Like in every human endeavour, the researchers encountered slight constraints while carrying out the study. Insufficient funds tend to impede the efficiency of the researcher in sourcing for the relevant materials, literature, or information. More so, the researcher simultaneously engaged in this study with other academic work. As a result, the amount of time spent on research was reduced. This study was also limited by scope by investigating only the impact of domestic debts on the Nigeria economy instead of including other macro-economics variables.

5.6 Suggestions for Further Studies.

The main focus of this study was on the impact of domestic debt on the Nigerian economy for the period of forty years (1980 - 2020). The researcher therefore suggests for further research be conducted to explore other macro-economics variables impact on the economy of Nigeria.
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APPENDIXE

Gross domestic product at current basic prices with holdings of Federal government domestic debt outstanding from 1980-2020.

(N Million).
	Year
	GDP AT Current Mkt Price
	CBN
	Commercial Banks
	Non-Bank Public

	1980
	49632.3
	1592.4
	2502.4
	4120.8

	1981
	47619.7
	523.6
	1843.4
	4825.7

	1982
	49069.3
	6488.9
	2993.3
	5525.4

	1983
	53107.4
	10402.2
	5525.9
	6293.3

	1984
	59622.5
	9531.7
	9620.1
	6520.3

	1985
	67908.6
	9905.5
	11388.8
	6654.8

	1986
	69147.0
	16103.3
	4570.2
	7765.2

	1987
	105222.8
	17646.9
	7858.1
	11284.1

	1988
	139085.3
	26636.0
	7177.5
	12916.1

	1989
	216797.5
	15647.7
	3698.4
	27703.8

	1990
	26755.0
	27380.8
	9064.5
	47647.8

	1991
	312139.7
	62294.3
	7486.5
	46417.9

	1992
	532613.8
	138769.6
	6228.4
	32963.7

	1993
	683869.8
	202434.7
	38879.4
	32522.3

	1994
	899863.2
	308440.8
	47272.0
	51869.8

	1995
	1933211.9
	414285.9
	22295.6
	41152.4

	1996
	2707719.1
	312804.3
	56065.2
	51106.1

	1997
	2801972.6
	403301.5
	45100.1
	53349.5

	1998
	2708430.9
	454910.5
	57675.0
	48244.7

	1999
	3194015.0
	530420.8
	201490.8
	62895.0

	2000
	458217.3
	511445.8
	292056.8
	94751.3

	2001
	4725086.0
	738585.4
	202966.2
	75422.4

	2002
	6912381.3
	532453.2
	461357.0
	172190.5

	2003
	8487031.6
	592234.1
	371370.4
	293515.5

	2004
	11411066.9
	441590.0
	605185.1
	250900.1

	2005
	18564594.7
	652493.1
	613285.2
	473492.5

	2006
	18564594.7
	652493.1
	972689.1
	456825.1

	2007
	20657317.7
	91738.5
	1958335.8
	886439.1

	2008
	24296 329.29
	289 370.00
	1482,160.00
	428 030 .00

	2009
	24 794 238 .66
	323 310.00
	1919 260.00
	851 350.00

	2010
	33 984 754.13
	343 140.00
	2605 010 .00
	1459 300 .00

	2011
	37 543 654. 70
	348 840.00
	3790 900.00
	1336 610.00

	2012
	40 544 099. 94
	398 268 .28
	3580 423. 57
	2398 525.58

	2013
	683869.8
	202434.7
	38879.4
	32522.3

	2014
	899863.2
	308440.8
	47272.0
	51869.8

	2015
	1933211.9
	414285.9
	22295.6
	41152.4

	2016
	2707719.1
	312804.3
	56065.2
	51106.1

	2017
	2801972.6
	403301.5
	45100.1
	53349.5

	2018
	2708430.9
	454910.5
	57675.0
	48244.7

	2019
	3194015.0
	530420.8
	201490.8
	62895.0

	2020
	33 984 754.13
	343 140.00
	2605 010 .00
	1459 300 .00


Source: Central Bank of Nigeria Statistical Bulletin 1980 - 2020



