THE NATIONAL EFFECTS OF EXCHANGE RATE CHANGES ON FOREIGN DEBT SERVICE IN NIGERIA
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ABSTRACT
This Project is on the national effects of Exchange Rate changes on foreign debt services on Nigeria. It run over a time series of nine years and examines how fluctuations on exchange rate has made it difficult for the country’s debt services.
            The method use in dreaming these affects is the ordinary least square method of regression Technique. The work shows critically the effects of exchange rate changes on debt services in Nigeria. Through the method used above, the reason for the increase in external debt over the years was discovered. Among them were fared imbalances, fund of Projects that are not feasible, fund of Projects that are not feasible et.
            At the end, these factors were analyzed using the ordinary least square (OLS) regressing techniques whereby a linear model was formulated to analyze individual influences of exchange rate changes on some variables such as the debts service payment etc.
After these studies, the researcher recommends that a committee be set up to check excessive borrowings and ensure that borrowed funds are used for projects that initiated the borrowing only investments (project) that are capable of yielding more fund to the government should be pursed.
Also, the improve debt services in the country.
The amount of borrowing form outside country should be reduced and the government should learn to use its own resources i.e. borrow from wealthy individuals and private organs within the country.
CHAPTER ONE

INTRODUCTION

1.1
BACKGROUND OF THE STUDY


By the year 1970’s and early 1980’s external debt obligation of Nigeria was very significant, but assumed crisis and disagreement in the late 1990’s.


However, external debt or internal debt obligations results from disagreements between the Fiscal operations of the government when the total expenditure exceeds current revenue for a govern fiscal year. Whenever a county witnesses a budgetary gap, the nation can employ domestic or external borrowing to breach the budgetary gap.


Borrowing from external sources by the government constituted the external debt of the public sector and the government owned the obligation of debt servings through series of periodic repayment of interest and capital repayment of the debt.


From the proportion of the gross domestic product (GDP), the external debt outstanding rose, from and average of 7.5 between 1971 and1985 to 91.6 between 1986 and 1994 and it has continues to rise by heaps and bounds every year.  The foreign exchange market to ensure 

reasonable stability. The major element of the deregulation  was the re-introduction of the Autonomous foreign exchange market (AFEM). The AFEM is a channel for funding end- users requests for foreign exchange at market-determined rates. The CBN monitors development in the AFEM and take decisions when necessary to keep exchange rates within desired or targeted levels.


Originally, the Fixed exchange rate of $1.00 = N22.00 was retained for eligible public sector transactions including debt services payment and national priority projects. 


 The are-introduction of the usual exchange rate policy is 1995 brought about by the dismal performance of the 1994 re-regulation policy, especially as it regulated to non-oil exports. This new policy was aimed addressing the substantial depreciation of the Naira exchange rate in the parallel market and achieving rate in the parallel market and achieving efficient allocation and utilization of resources. The dual exchange rate was still obtainable until the end of 1998. While the official rate remained fixed at N21.996 to us $ 1.00 and earmarked for selected necessary government transactions The AFEM exchange rate was largely market – determined and the AFEM rate averaged about N83.80 to us $ 1.00 and latter showed a significant depreciation of about 3.1% to N85.54 to Us $ 1.00.


 Since 1998 till date, there has been tremendous changes and fluctuations in the exchange rate of Naira to the Dollar. This has dealt a great blow to the debt service payment of Nigeria go about pleading for debt conciliation and debt forgiveness from the international bodies 

STATEMENT OF PROBLEM

This research is designed on the national effect exchange rate in Nigeria became an external debtor in 1958 when Us $ 28 million was contracted for railway construction. This debt however has fully been repaid.


From 1978 onwards, due to the oil glut, which exerted considerable pressure on government finances, it became expedient to borrow for balance of payments and support of project Financing in Nigeria.


This necessity led to the formulation of degree no. 30 of 1978 authorizing the federal government to raise external federal government to raise external loans up to maximum of N5billion.


Consequently, the First major borrowing of US $ 1 billion referred to as the “JUMBO LOAN” was borrowed from the international capital market (1cm) in 1978, increasing the total external debt stock to us $ 2. 2 billion By 1982, the total external debt stock was US 8 13. 1 billion in 1988 and by December 1991 it amounted to US 833.4 billion.


Consequently, these drastic since 1978 from concessionary loans from the intentional capital market and the decline in export earnings made debt servicing burdensome from the 1980’s. The collapse et oil price in 1981 have companioned the problems et an economy that had lost its edibility and led to serious external payments problems, other problems are domestic policy lapses which include


The unstable and unrealistic exchange rate policies have had serious effects on debt servicing, investment and international trade decisions. Thus, the problem of exchange rate policy to debt services payment is that it increases the debt service payment in arrears, and this results in foreign exchange outflow.

In 1992, 30% of the country’s annual foreign earnings was used to service the debt the cost of servicing the debt in 1993 was N94.57 billion which represents 84.36% of total expenditure outlay of the government of N112.1 billion (Guardian, Feb 3. 1993). In 1999, $ 1.5 billion was budgeted for external debt service.

1.3
OBJECTIVES OF THE STUDY

The primary objectives of this study is to examine the national effects of exchange rate changes on foreign debt service in Nigeria. Specifically, the study seeks to:

Examine the relationship between foreign debt services and exchange rate from 1994-2003

Examine the relationship between exchange rate and debt service ratio from 1994-2003

Examine the relationship between exchange rate and debt service payment from 1994-2003

1.4
RESEARCH QUESTION 

The following questions guide this study:

What is the relationship between foreign debt services and exchange rate?

Examine the relationship between exchange rate and debt service ratio?

Examine the relationship between exchange rate and debt service payment?

1.5
RESEARCH HYPOTHESES

The following null hypotheses are formulated and tested in this study:

H01: There is no relationship between foreign debt services and exchange rate

H02: There is no relationship between exchange rate and debt service ratio

H03: There is no relationship between exchange rate and debt service payment 
1.6
SIGNIFICANCE OF THE STUDY

This study will be of immense benefit to the government and its parastatal to come to the understanding of the negative effects of for foreign debts on the economy of the country and as well help them to work towards improving the country’s currency to help boost exchange rate of Nigeria currency with that of other countries.

This study will also add to existing literatures on this topic and serve as a reference material to scholars, researchers and students who may want to carry out further research on this topic or similar domain. 

1.7
SCOPE OF THE STUDY

This study focuses on investigating the national effects of exchange rate changes on foreign debt service in Nigeria from 1994-2003.

1.8
LIMITATION OF STUDY 

The major factors that posed a challenge to the researcher while carrying out this study are; insufficient fund, limited time frame, inadequate materials and generation of data for analysis

1.9
DEFINITION OF TERMS

EFFECT: a change which is a result or consequence of an action or other cause.
EXCHANGE RATE:  An exchange rate is the value of one nation's currency versus the currency of another nation or economic zone.
FOREIGN DEBT:  is the total debt which the residents of a country owe to foreign creditors.  

CHAPTER TWO

LITERATURE REVIEW
There are clear indications that a workable exchange rate system should be able to revive an economy and lead to the achievement of exchange rate stability. Also, realistic exchange rate system would bring about the attainment of balance of payment (Bop) other socio-economic developments.

A lot of conditions must be met in order to achieve designed Micro- economic balances. From time, government has made different restrictive demand management polices which is seen in form of monetary, fiscal policies and other restrictive measures imposed on importations and exportations of goods and services. 


However, the rate of domestic productivity must be stepped up while a tight hold should be put on money supply so as to discourage. Unfavourable exchange rate which have made things difficult for our great country Nigeria. Exchange rate is the determinant factor of international transactions. A comprehensive research on the subject matter showed that highly indebted nations finds it difficult to progress despit their incessant efforts as a result of fluctuations on the exchange rates. Again most countries currency is regarded as Hard currencies i.e. they are internationally of great demand due to the fact that they are appreciable in nature.


Nigeria do not consider the exchange rate of these currencies with our Naira before going into debt contract with theses countries. Today, fro, the look of things, the high exchange rate of these hand currencies has made Nigeria debt to grow more than it could bear.

Another major f actor affecting the level of debt services payment in Nigeria at any given year are the level of external debt, the exchange rate and the interest rate attached on the outstanding debt which are almost the same with the principal. Sum.

On the theory of flexible exchange rate shomen (1961) emphasized that if Nigeria was to reduce its debts burden and attract new capital from abroad, it must convince its international partners via, the World Bank that it is committee to sound exchange rate policy.

Shomen was optimistic that a counties by covering her interest r ate would call for outflow of capital by way of borrowing which would rise productivity and cause export to rise and imports to fall drastically the reduction in import would equally reduce the debt of some heavily indebted countries including Nigeria.

Other authorities like sodesten (1994:450) had a country view to that of shomen.  He believes that flexible exchange rates increase uncertainty for 

traders both internally and externally and also has a hash effect on the volume of foreign trade which might eventually lead to depression and unwanted inflation. The control authorities must determine the total amount of foreign exchange to be allotted to the main categories of external payments so as to reduce its national effects in the country. 


Obi (1991:134) stated that, in a situation where the intervention currencies are floating independtly given differential rates of inflation at home and aboard resulting from the pursuit of differing national policies, deviations of the real effective exchange rate from some appropriate standards can be expected to occur form time to time. These deviations on the effective exchange rate gives rise to in balances in the external payment position of the country. We also expect t ha t the USD dollar exchange values as against Naira would influence the level of debt services.


Empirical studies reviles that although the stroke of external debt reduce from $33.36 billion in 1992 to $27.566 in 1993, The debt- servicing obligation in naira increase by about 70% (Orewa 1997). The depreciation of   a nation’s exchange rate is as a result of its deficits, however, this will increase the debt service payment in domestic currency.


In addition, Komoloape (1996) sstreased that the objective of the exchange rate policy is derined from the overall objective of macro-economic management to achieve internal balance and external balance in the medium term. In the case o external debt the state has to have the necessary foreign exchange at its disposal for its debt services payments; Economist and other potential finance officers are of the view that devaluation aggravates the domestic currency burden obligations because of its deepening effects on the nation. 


Kene (1996) noted that the debt service burden grew faster partly because of the further increase, but largely because of policies of exchange rate derives we know that the impotence of exchange rate derives from the fact that it made it possible for international payments, debt service payment borrowing etc. Again appropriate exchange rate polices can work through various channels to effect increases in the allocations to meet external debt and other foreign currency payments. It should also be monitored to ensure judicioutilzation of the proceeds.

2.2
EVOLUTION OF NIGERIAN’S EXCHANGE RARTE POLICY
Exchange rate policy because necessary when it was discovered 

that it is a very significant instrument for the Management of macro-economic problems in Nigeria. Frequently, it has been applied in the past to pressure the value of the Naira, maintain a comfortable external reserve position and ensure prices stability and above all determined the price of one currency to another.


The use of exchange rate is determined by the prevailing condition of the economy at any given period and sometimes, in response to the changing exchange rate polices to the rest of the world. To reduce the looming problems of high incidences of foreign currency to the naira exchange quotations, it was agreed in 1985 that a one-currency intervention system be adopted. In this system, the naira exchange rate was quoted against a single intervention currency, the US Dollar. Although this policy worked to some extent during the period but it had the disadvantages of making the Naira to be tied to the fortunes of the dollar i.e. to sink with the dollar in the international foreign Exchange market (IFEM).


Due to fluctuations in the exchange rate, the central Bank had to deregulate the naira exchange system on 5th March 1992 by depreciating the Naira exchange rate at the parallel rate, which was considered the more appropriate indicator of the market perception of the value of the Naira and other currencies. The official exchange rate was suited from N10.56 to N18.00- $1.00 but when the fixed exchange rate system was introduced in 1994 to stabilize and shorten the value of the Naira, it was pegged at N22.00 to $1.00.

2.3
EXCHANGE RATE REGIMES


All the regimes of exchange rate has aimed at attaining realistic and sustainable exchange rates in the world economy. Choices exist rates either in the context of a system of independence floating or through the adoption of an external standard whereby the domestic currency is standard whereby the domestic currency is pegged to a single intervention currency or to a self-selection basked at currencies.


Independent floating could be in either the “Tree” or “Clean” from, or the “deity” or “deity’ or “ managed” from. Clean floating means that the force of demand and supply are left entirely to determine the exchange rate without official intervention in foreign exchange market official intervention in foreign exchange rate fluctuation and correct for the influence of seasonal and other temporary factors.

2.4
SOURCES OF NIGERIA’S EXTERNAL BORROWING


Nigeria as a debt Nation has borrowed externally from various sources which confluents; Parish club, contractor Finance, Bilateral agreements (giving rate to bilateral loan), the international monitory fund (IMF), the World Bank groups, internal capital market, African development Bank (ADB) etc.adjustments to the poorer developing  countries under it, loan were granted to member nations to solve their balances of payment problems and sponsor other macro-economics  and structural  Adjustment programmes. The SAF was created with special Drawing Rights of 2.7 billion of resources, which come fund. Their grace period. Nigeria as a seek country in terms of foreign debt have carried out intensive campaign for debt cancellations but parish club has harkened to this on 30, June 2005 by grant 60% debt relief to Nigerian Government 

NIGERIA’S EXTERNAL DEBT SERVICING

This shows various attempt made by Nigeria to pay interest and amortization charge due for the borrowed sum over the years. When the government incurs c larger debt through continual net borrowing, the interest Garages on naturally must grow, provided that the interest rate is not falling.

From the indication of the Fiscal years budget, Nigeria has set aside the sum of $3 billion for debt services. A peculiar feature of Nigeria’s external (Foreign debt is this general tendency to rise over time, and this had to me matched with corresponding increase in debt service payment. As at 1980, foreign debt service payment amounted to US Dollar 153 million, 1986, I t raised a t this was the accumulation of debt service payment arrears amounting to $14.189 billion at the end of 1997. Debt service obligation due for 1998 was $3.61 billions but only 1.7 billion was provided for debt servicing. In the year 1999 a total of US Dollar 1.5 billion was provided for external debt service payment in 2000, the amount for debt service was &1.74. 3m at the official exchange rate of N105.00 – US $1.00. Between 2003 to 2005, the debt servicing amounted $ 6 billion but only $ 3 billion was provided in the budget .

2.6
FOREIGN DEBT MANAGEMENT

Going by the words of a one time central Bank Governor A. Ahmed, “External debt management is a conscious and carefully planned schedule of the acquisition, devolvement and retirement of loans acquired either for developmental proposes or to support the balance of payments. It incorporates estimates of foreign exchange earnings sources of finance; the projected retunes form the investment and the repayment schedule. 


However, in 1988, Nigeria made following policy objectives as on how to manage external debt (a) to outline strategies for increasing foreign exchange earnings thereby reducing the need for external borrowings, (b) to set out the criteria for borrowing form foreign source and determine the type of project for which external loan may be obtained, (c) to out-line the mechanism for servicing external debts of the public and private sectors, (d) to outline the roles and responsibilities of the various organs of the federal and state g government as well as the private sector in the management of foreign debt.


Efforts made recently by the federal government to reduce foreign debts includes, Debt rescheduling, this involves changing the maturity structure of debt. Uinterese payments are usually spread over a longer period until debt is finally liquidated. 

Debt-Buy-Back, which implies the offer of a substantial discount to pay off an existing debt. This type of arrangement was concluded in February 1992 when Nigeria bought US $ 3.395 billion commercial debt due to the London club at 60% discount. In other words, Nigeria paid US $ 1.352 billion to liquate or buy-back the commercial debt. From the recent 60% debt relief granted to Nigeria by Paris club, Nigeria has been asked to pay the remaining 40% through Buy-back arrangement.


Debt refinery, which involves the procurement of a new loan by a debtor to pay of an existing debt. This was done in 1983 July, and September the same year through short-term trade debt.

2.7
EVIDENCE

Research has it that Nigeria is not the only country faced with heavy debt burden in the world and as well, appropriate exchange rate policy enquired to service her debt.


For instance, Argentina is one of such countries fancied with a debt overhang of & 132 billion and experiencing an economic crisis since 1999. Her currency peso has been pegged to the les dollar i.e. I peso exchanges for US $ 1.00. This exchange rate policy prevailed for ten but at about the eight yea, the country stated facing serious economic crises as a result of reduction in exports and increased imports which resulted in massive borrowing in order to offset the trade arrears which was building up.


However, owing to the adverse effect of this on the nation debt service burden, the new administration decided to suspend all foreign debt service payment for some time. Devaluation of a nations currency raises the domestic price of imports and reduces the foreign price of exports of the country devaluing its currency in relation to the currency of another country. This would make imports dearer and exports cheaper and this helps to reduce the demand for imported goods and boost exportation (Ihingan 1997: 734).


Some other highly indebted poor countries include, Brazil and Mexico. They operate under a fixed exchange rate. Transactions are made through a fixed exchange rte that is determined by the monetary authorities. The policy of Fixed exchange rate was adopted in these countries to help exchange rate was adopted in these countries to help reduce other probabilities or tear of currency deprecation which would make it more difficult to service debt. The exchange rate system serves as an “anchor” and imposes a discipline on monetary authorities to follow responsible financial polices within the country.  


The Fixed exchange rate policy helps to encourage them to borrow some international institution e.g. IMF, World Bank, IPA etc. An exchange rate has a pronounced effect on debt services in Nigeria and indeed in some HIPC’S. This is the case when exchange rates are allowed to fluctuate freely or are flexible i.e. determined by either cause the foreign exchange to appreciate or depreciate.


It is partnent to note that in the year 1980, Nigeria spent a total of N110.4 million in servicing external debt. 1981 N 513.6m, 1982 N 77.2m, 1983 N1335.2m respectively 1984, it increased to N2640.5m. it decreased to N2502.2m in 1986. Increased again to N3574.6m in 21987. This was during the period of structural Adjustment programme decided on belt-tight tending measures which where to make the country more self reliant in the procurement of its industrial raw materials and the patronage of ho me made goods.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1
RESEARCH DESIGN 


This research work have it shows the way the e search is done or the work done in collecting the Data necessary for the study as well as its treatment.


However, the design is divided into four several pants. Which include:

Several parts. Which includes: sources of data selection of variables, estimation procedures and methods for evaluating the results.

3.2
SOURCE OF DATA


To ensure that the best result is achieved, the researcher though of how best to get the best information from every Data used during the research. The researcher employed the use of secondary data, which were obtained from textbooks, pamphlets, journals seminar papers as well as the publications from the central Bank of Nigeria such as the CBN Billion, CBN statistical Bulletin, CBN annual Reports and statement of Accounts of some banks within the research center- Enugu. Other areas were accurate data was obtained include, federal office of statistics and the federal ministry of finance Different libraries was also visited to get research work.

3.3
SELECTION OF VARIABLES

Various researcher on debt servicing in Nigeria reveals that the exchange rate plays a key role in determining the amount of national currency or the proportion of gross DOMESTIC Product (GDP) used in servicing debt. As a result of fluctuations in exchange debt. As a result of fluctuations in exchange rate, some countries have found it difficult to pay the areas, which has accurate from their foreign debt so far.


The researcher intends to select  a number of variables which have significant relationship of variables which have significant relationship with exchange rate some of the variables selected are, External debt, the GDP, the debt/GDP ratio (DSR) as well as the exchange rate of the Naira to the dollar or the cross exchange rate N/$.

EXTERNAL/FOREIGN DEBT – This refers to various amount of money lend to Nigeria by different outside creditors like, London club etc. Nigeria is heavily indebted to these organization through Paris club have just granted her a debt relief of 60% of her debt.

CROSS DOMESTIC PRODUCT (GDP)- This is one of the economics indicators. It measures how effectively and efficiently factors of production is utilized to enhanced levels of time usually one year.

DEBT/GDP RATIO – This is the ratio of the external debt to the gross Domestic product. It measures the extent to which total domestic output can be deployed to wipe out outstanding external debt obligations.

DEBT SERVICE PAYMENTS - This measures the actual amount, which is used in the payment of interest charges and amortization on foreign debts. It is always included in the nations budget for proper leutilizations.

EXCHANGE RATE – Is the price of one currency (domestic) to another currency (foreign) it is the amount at which different countries currencies could be bought and sold to another nations currency. This serve as a basic for international economic transactions for the purpose of this research, the exchange rate is the official exchange rate of the Naira in terms of US. Dollars.

3.4
ESTIMATION PRODCDURE

The research wishes to use a time-series of nine years (994 – 2003). Therefore data collected for a period of nine years will be used.

This would start by regressing the exchange rate against each of the variables; the debt service payment, the debt service ratio and the debt/GDP ratio.


The type of regression analysis to be used here is known as the ordinary least square (OLS) regression technique.

This regression technique is recommended because

It is an essential components of most other economic techniques

It is the best linear unbiased estimator once certain assumptions have been satisfied

The method is widely used and has been found to have satisfactory result which are not libel to bais

It computation procedure is simple to understand.

For the purpose of this research, the simple regression will be used. This has two types of variable involved in the regression analysis- the dependent or the endogenous variable and the independent or the exogenous variable. The dependent variable changes as a result of a change in the value of the independent variable in the value of the independent valuable. The independent variable is that which can be set at desired or allowed to take values that can be observed thus the values is predetermined. On the other hand, the dependant variable is the variable whose value change in response to change in values of independent variable,


Its values are determined within the model A simple regression equation is taken to be

Y
=
A
+
BX


Where Y
=
FDS 
(dependent Variable)



A
=
bo
(constant term)



B
=
bi
(Regression coefficient)



X
=
Exch.
(independent variable)

As a matter of Fact, the first regression will be done with   the exchange rate as the independent variable against the foreign debt service (FDS) as the dependent variable



Regression Equation

FDS

= 
bo
+ bi    EXCH. 

Where

EXCH
=
Exchange Rate

Bo

= 
Constant term      

B1

=
Regression coefficient

Using exchange rate as an independent variable and foreign debt service s a dependent variable, we will have:

FDS

    Foreign debt service

EXCH
     Exchange Rate

BO

     Constant term

B1

   Regression Coefficient

Here,

A
=
(EY)   (Ex2) – (Ex)  (xv)



  N (Ex) 2 – (Ex) 2
B
=
n (Ex)  - (Ex) Ey)



N (Ex2)  - (Ex) 2 

Here, N, stands for the number of Paris of observations state earlier:

i.e. Y.A.A. B$X

3.5
 METHODS FOR EVALUATION OF RESULTS


Evaluation of models here are done to verify the theoretical as well as statistical validity of our coefficients. This coupled the researcher to use the student t-test and standard error i.e.

T

S(bi) 

where S (bi) is the standard of the t- ratio which we comapare with the theoretical value of a the chosen level of significant are the critical values that defines the critical region in a two failed fest, with n –k degrees of freedom .


If “t” falls in the acceptance region that is if to 0.25         “t”         to 0025 with n-k degree of freedom, we accept the null hypotheses that is we accept that b1 is not significant at 5% levels of significance and the corresponding region does not appear to contribute to the explanation of the variation.

If “t” falls in the critical region, we eject the null hypotheses and we accept the alternative hypothesis that bi is statistically significant i.e. that the corresponding repressors contribute to the explanation of the variation in the regress and.


Another technique used in the evaluation is the test of the standard of error of estimates. In using this, the least square estimates to test the null hypothesis (Ho: bi =) against the alternative (Hi: bi =o)

We print standard errors (s) bi          var (bi)

Underneath the respective estimates and compare them with the numerical values of the estimate. If s (bi) i/2, we accept that our parameter estimate is statically significant at 55 level of significance at the 5% level of significant for a two – tail test.


It s(bi)        ½, we reject that pur parameter estimate is statically significant at 5% level of significance for a two fail-test.                          
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CHAPTER FOUR

Numerous data collected for this research work would be presented, analyzed and interpreted. As stated earlier, the estimation techniques to be used are the student’s T- test and the test for the standard error of estimates. These are used to test for the significance of the parameter estimates and the outcome used in testing the hypothesis.


The data in trumpeted here, will be used to answer research questions, and consequently will be used in the succeeding chapter to state the findings as well as offer recommendations on how the debt- servicing problem could be solved, and also recommend on how the effects of exchange rate fluctuations could be reduced  

4.1
PREASENTATION OF DATA


The data collected on external debt, GDP, Debt/GDP ratio, DSP< DSR and e exchange rate and its nation effects for the periods of Nine year (1994-2003) is presented below:

	Year
	External
	GDP at   current
	Debt/Cdp
	DSP
	DSR
	Exchange Rate

	1994
	648813.3
	914940
	70.9
	354423
	17.2
	21.8861

	1995
	716775.6
	197740
	36.2
	354686
	16.4
	21.8861

	1996
	617320.0
	2823900
	26.2
	410802
	31.3
	21.8861

	1997
	595931.9
	2939500
	19.1
	35947.9
	32.2
	21.8861

	1998
	633017.0
	2837150
	22.3
	37751.2
	36.6
	92.34

	1999
	2,574949.9
	3379198
	
	
	
	28

	2000
	2902
	120600
	24.8
	174
	35.0
	101.6500

	2001
	317629.0
	563936
	30.5
	159667.7
	25.2
	32.5671

	2002
	378028.8
	5901970
	25.1
	142667.6
	15.5
	25.3431


Quote source of data

4.2

DATA EVALUATION ESTIMATION AND TESTING OF HYPOTHESES

The researcher in an attempt to analyses the data and obtain the parameter estimates, the simple linear regression technique was used.

RELATIONSHIP BETWEEN EXCHANGE RATE AND DEBT SERVICE PAYMENT 


In the regression equation for this relationship, the exchange rate is independent variable while the debt service payment is the dependent variable thus:

DSP
=
bo + bi EXCH

Where 
=
DSP
= Debt service payment

Bo

=
Constant Term

Bi

=
Regression coefficient 

EXCH
=
Exchange Rate

The regression test applied to the time series data for the period to the time services in the data table. The regression line was derived as: DSP
= 2.19+1.69 EXCH

This equation of the line provides the best fit to the data. To test it this relationship is statistically significant, we shall use the student –test and the test for the standard error of estimates. In using the t-test, we first find the standard error of the estimates, especially bi, divided the estimate of bi, by its standard error of the estimates, especially bi, divide the estimate of bi, by its standard error and then compare this value with the critical value of t from the t- test 

Variance of arrow = E ei2/n .k 

=
35.2292

             9 -2 

=
35.2292


    7

=
5.0328         Ex




n (EX2

=
50328
(    O.382

9 (15.3202)

var bo

=
0.00019

var b0

=
0.0012

S(bi)

=







0.0012

Var.bi
=
5.0328 (1/5. 3202)

=
5.0328 (0.0653)

=
0.0346

S (bi)
=
0.5732

Thus, DER
=
2.19 + 1.69 EXCH

=
(0.0346) (0.5732)

note that figures in parentheses are standard errors

T
=
bi
=
1.69



S(bi)

0.1210
=
13.97 

And T 0.025 = tabular “t” at 5 percent level at significance with n-k degrees of freedom for two tail test

N
=
numbers of sample observation which is a – years and k = Number of perimeter estimates i.e. bo and bi =.5/100 = 0.05 = 0.05/2( because it is a two – tail test ).

9 > to .025

i.e. 13.97 > 2.093.

We conclude that the parameter estimates are statically significant. We therefore, reject the null Hypotheses Ho.bi = 0 showing that there is no significant relationship between debt service payment and exchange rate and accept the alternative hypothesis Hi bi = 0. showing that a relationship exists between debt service  and exchange and that our parameter estimate bi si statistically significant at the 5 percent level of significance for a two – tail test.

RELATIONSHP BETWEEN EXCHANGE RATE AND DEBT SRVICE RATIO:

From the regression equation, the exchange rate is, the independent 

variable while the debt service ratio (DSR) is the dependent variable

DSR
=
bo +b: EXCH

Where DSR is the debt service ratio.


Bo, bi and EXCH are as earlier defined.

Time series data for twenty- one years was used from 1994 – 2003. the requesting line was obtained thus: DSR = 20.74 + 0.12x we shall now test for the statistical significance off the estimates.

Student t – Test

Variance of Error         ei2/2-k


i.e. 1.9219


=
0.1012


0.1012      0.3829       



      9(15.3202         i.e 0.101           Ex

                                                                           n(Ex2


Var bo  = 1012    0.3829



      137.882

=
1012 (0.00278)

=
2. 8134

.;. 

S (Bo)
=       2.8134

Var. bi
=
0.1012 (1/15 . 3202) 

= 0.1012 (0.6527)

> 0.0660

S (bi)
=
0.257

DSR
=
20.74 +0.12 EXCH

(1.6773) (0.257)

T
=
Bi 
=
0.12



S (bi)
=
0.257`=`0.47

Tabular t – ratio = 2.093

So, t < t 0.0025

i.e. 1.5301 < 2.093

Therefore, we say that the parameter estimate bi for the above relationship is not statistically significant at the 5% at significance to a five – tail test. In the smearing the estimate bi is not statistically significant at the 5 percent level of significance for a two- tail . We therefore reject the alternative hypothesis Hi bi E o that there is a statistical relationship between exchange rate and the debt service ratio and accept the null hypothesis Ho: bi = 0 that there is no statistical relationship between exchange rate and debt service ratio at 5 percent level 1 of significance to two tail – test.  

RELATIONSHIP BETWEEN FOREIGN DEBT SERVICES AND EXCHANGE RATE


To determine the relationship between foreign debt services and Exchange rate, we use:

Y
=
FDS
(Foreign debt services)

X
=
DER
(Change in exchange Rate)


From the data above, foreign debt services and changes on exchange Rate can be calculated as follows.

Y
=
FDS

X
=
DER

;,.

For 1994,

Y
=
DS            17.2

X
=
DER
=
 21.8861 – 21.8861
=
0

1995:


Y
=DS
            D t R 21.8861 – 218861 =

1996:

Y
=
DS
    31.3

X
=
DER        21.8861 – 218861 =O

1997

Y
=
DS
        32.2

X
=
DER            218860 – 2.8861 = 0.001

1998

Y
=
DS
      36.6

X
=
DER            92.3428 – 21.8860 = 70.46

1999:

Y
=
DS               26.1

X
=
DER           101.6500 – 92.3428 = 9.31

2000:

Y
=
DS
=
35.0

X
=
DER
=
32.5681 – 101. 6500




=
69.08.

2001:

Y
=
DS           25.2

X
=
DER
          25.3431 – 32.2671


=
-7.32

2002:

Y
=
DS 
=
15.5

X
=
DER
=
O
-
25 . 34 31 



=

25.34

Representing these relationship on a table to show Y $ X, me have:


Time

Y

X

XY

X2

Y2

1994

17.2

0

0

0

295.84

1995

16.4

0

0

0

268.96

1996

31.3

0

0

0

979.69

1997

32.2

0.001

0.322

0.0000001
1036.84

1998

36.6

70.46

2578.84
3946.61
1339.56

1999

26.1

9.31

242.991
86.68

681.21

2000

35.0

69.08

2417.8
4772.05
1225

2001

25.2

-7.22

252.7

54.13

635.04

2002

12.5

 25.34

392.77
642.12
240.25

9

235.5      -21.87         1049.53           9499.59           6702.39

Using exchange rate as an independent variable, and foreign debt service as the dependent variable, we have:

FDS
          bo + bi EXCH

Where

FDS

=
Foreign debt service

EXCH
=
Exchange rate

Bo

=
Constant term

Bi

=
Regression Coefficient 

;.; A

=
(Ey) (Ex2) – (Ex) (Exy)




N (Ex) 2 – (Ex) 2

A             235.5 x9799.59 – 21.89x1049.53


              N (Ex) 2 – (Ex) 2

                     2237153.4—22974.21

  B
=
n (Exy) – (Ex) (Ey)

  B            9(1049.59) – 21.89x235.5

               9445.77 --------5155.09

85496.31 – 9499.59

=
14600.86


75996.72

B

0.1921 x 100

=
19.21 %

4.3
INTERPRETATION OF DATA


The general result from data estimation and analysis show that the exchange rate and the debt service payment are statistically related. This means that there is a linear relationship between debt service payment and exchange rate and also that exchange rate affect debt servicing by increasing the amount of debt obligations in domestic currency i.e.  as  the Naira exchange rate to the dollar is appreciating, the debt service payment in Naira is increasing. This means that money is diverted to the areas of debt serving and this had the effect of damping the economy since this the constitutes an impediment to financing development oriented projects.


Hence, the statically tests of significance have shown that the debt service ratio is statistically related to the exchange rate. In the case of debt serve ratio, the sign of the parameter estimate is positive 1.e + 0.12 

thus follows the “a prior” expectation but the magnitude of the parameter estimate is smaller than expected.  Because of this, we reject the estimate bi of that relationship at a 5 percent level of significance.


When we then conclude that at 5 percent level of significance, for a two-tail test, the relationship between exchange rate and the debt service ratio and also between exchange rate and not statistically significant and this could be as a result of inadequate number of observation, violation of some assumptions of the method used, or that the observations are not representative of the relationship.

Finally, the estimate bi of the relationship between exchange rate and debt service payment is accepted because it has the expected” A prior” sign and magnitude expected four the results.

CHAPTER FIVE

MAJOR FINDINGS, SUMMARY AND CONCLUSIONS

5.1
MAJOR FINDINGS

That constant flections of exchange rate has had serious consequences on the nations debt servicing such that the external debt service payment I Naira increased as a result of the depreciation of Naira exchange rate

That the nation had not recouped from projects financed with borrowed finds and that the output of such projects sold domestically ran into problems of generation enough finds to service their debts.

That the rapid increase in external debt of the country is caused by excessive borrowing, importation in excess of exportation as well as trade imbalance.

That those who manages external borrowing funds are not judiciously utrtlizing them.

That the amount or sum of money mapped out for debt servicing is too poor to curtail the debt owned by the nation.

5.2
RECOMMENDATIONS


Considering the findings above, they suggests that certain policy measures should be employed to solve the nations external debt problem (s) . On the basis of these findings, the following sets of solutions are recommended.

Nigerian government should set up high powered committee who would ensure that External borrowings are mainly utilized for projects that necessity the borrowing arrangement.

THE External debt should be related to the foreign exchange earnings power and economic growth prospects of the nation. This would help in achieving reasonable level of domestic savings since our indigenes who operate foreign accounts would be discouraged to do so because of the better economy and stronger banks operating in the country.

The committee form should equally ensure that there should be strict adherence to the CBN’s monetary policy guidelines by both the public and private sectors, As this would help to arrest the problem of excess borrowing for speculative purchases at foreign exchange.

Nigeria should equally learn how to live or be contended with what she have. By this should not resort to borrowing immediately as if it is the only means of survival or the only way of sourcing fund

Exchange rate which is the major cause of high debt service payment should be uniform among the nations wishing to borrow or lend to one another, but if there must be a difference, it should be an acceptable exchange rate to ensure that fluctuations of exchange rate is controlled.

Nigeria should allocate certain tolerable portion of her annual foreign exchange earnings to debt service. This would enable the country to accommodate the creditors requirements without provoking adverse domestic fall-out

5.3
SUMMARY


a RESULT OF THE INVESTIGATION CARRIED OUT ON THE NATIONAL EFFECTS OF EXCHANGE RATE ON DEBT SRIVES PAYMENT IN Nigeria shows that external debt service payment had a positive relationship with exchange rate that is, they are closely and directly related. This means that debt service payments in Naira will increase as the Naira depreciates. 


Basically, it is this effect that worsens the inflationary level of the economy of Nigeria.

Because of this effect, we have suggested that a committee should be constituted to ensure that external borrowings should only such borrowings, which their feasibilities has been approved.

5.4
CONCLUSION 


To avoid the national effects of external debt on future Nigeria, the borrowed funds should be used to Finance new investment that yields a rate of return in excess of the interest and amortization charges on the borrowing. In this case, the borrowing pays higher real income for the country without forcing nurture bell tightening to repay the loan and keep up interest payment.


Finally, Exchange rate should not be neglected whenever the nations want to go into borrowing arrangement with any Nation.
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