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IMPLICATIONS OF RISING DEBTS
STOCK ON SUSTAINABLE ECONOMIC
GROWTH IN NIGERIA (1986-2016)

AGU, BERTRAM ONYEBUCHI, PhD
E-MAIL: dragubertram@gmail com
DEPARTMENT OF BANKING AND FINANCE : 5
ENUGU STATE UNIVERSITY OF SCIENCE AND TECHNOLOGY, ESUT, ENUGU NIGERIA

NWANKWO, SIMON N.P,
E-MAIL: nwankwo_simon@yahoo.com
DEPARTMENT OF ACCOUNTANCY AND BANKING
GDDFRE_Y OKOQOYE UNIVERSITY, ENUGU, NIGERIA

Abstract: This study examined the implications of rising debis stock on sustainable economic growth in
Nigeria for the period 1986 to 2016. The Augmented Dickey Fuller (ADF) test was conducted Jor Unit
Root Test. Engle Granger and Johansen Co-integration Test was also conducted to ascertain if there is a
long-run relationship among the variables. This study found that Debts stock had a positive and
significant effect on gross domestic produict (GDP) and exchange rate but this ¢ffect in the short- run has
a bigger effect when compared to thé long-run: Debis stock has a negative and significant effect on
inflation rate in Nigeria within the periodunder study. This is consistent ur-a priori expectation as .
it is evident that debls stock has always influenced Gross Domieslic Product, Fxchange rate and inflation
rate. There should be serious effort on the part of Nigerian government to diversify.its economy especially
into agriculture and’ Information and Communication' Technology (ICT) sector.: Policy makers and
regulatory authorilies should adopt appropriate exchange rate regime for the County to achieve
meaningful economic growth and development. Above all the recent clamour Sor restructuring of Nigeria
should he respecied 10 enhance sustainable economic growth of the regions and Nigeria as a whole.

Kcey words: Debt stocks, Domestic debt, Inflation Rate, External Debt Stocks and Exchéngf:
Rate : . _

Intraduction: _
No man is an island to himself and no government is an island to itself Borrowing is never a

crune bul what seems to be a crime is the continuous borrowings with the inability to pay
back/scivice the borrowed fund/ debt. Therefore, it is generally expected that developing
countries [acing scarcity of fund/capital can acquire external debt to supplement domestic
savings and finance productive activities. Debt both external and domestic could be used to .
stimulate the economy but whenever a nation accumulates substantial debt, a reasonable
proportion ‘of public expenditure and foreign eﬁchange earnings will be absorbed by debt
servicing and repayment with heavy opportunity cost. (Albert, Brain and Palitha, 2005 in Ude,
Ugwu and Onwuka, 2016)

WSER & 2017
http:hwww. fiser.org
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Foreign borrowing is a strategy of increasing the productive capacity of the economy over time
and focusing at rising level of national income and poverty reduction vis a vis economic growth

(Todaro, 1977)

The management of Nigerians external debt has been a major macroeconomic - problem
especially since the early 1980s. For many years now according to Noko (2{)16) the country’s
lebt has been growing in spite Of the efforts being made by the government to manage and
minimize it crushing efforts on the Nation’s economy. Such efforts range from the various
refinancing and restructuring agreements to debt conversions programme and the deliberate
allocation of substantial resources towards servicing the debt.
Muhammad and Fayyaz (2015) observe that external debts affect the economy in both ways
explaining that where efficient use of external debt can bring economic prosperity to a nation,
their inefficiency use can cause damages as well. External debt become burden to Nigeria
because contracted loans were not optimally deployed which imade return on investment not

rowth (Erhievovwe and

adequale to meet maturing obligations
2 B

Statement of the p
Debts according to |

consumption debt. Thcy' see productws deht as self—hqmdatmg deb’{ wh_ﬂe consumption debtisa
credit facility obtained to pay for goods and services and expenses on current expenditure that
will be gradually used up without making any direct income. Production debt in other hand pays
itself off and can create additional income for the borrower. In productive debt, the more you
borrow and invest the better off you will become in years ahead. For instance, if the government
borrows money to. finance a steel production plant, refineries or factories ctc, these assets will
penerate the income to be uscd in repaying the debt. It is thercl:‘or:e a productive debt. A
productive debl puwnlea more frec income and i nanmal freedom as time goes on if al} things
being equal (Anidiobu, Agu, and J:zmwa 2016)
However, Amacfule (2017) observes . that the Nigerian’s tntal debts stock to foreign and local
creditors now stood at N19.63tn. This 1s N1 8tn mcrease from the N17.36tn recorded at the end
ol Decembcr 2016 (DMO, 2010). As at March 31, 2015 the country’s total debts stock stood at
N12.06tn. This means that the debts stock level increased by N7.1tn in two years. Segmenting

IISER® 2017
hitpaliweow. liser. org
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the national debt, the DMO put the Federal Government’s domestic debt at N11.97tn. Two years
ago, as of March 31, 2015, the component of the debt burden stood at N&.51tn.

This means that within a period of two years, the Federal Government has borrowed a total of
N3.46tn from domestic creditors. This shows that the domestic debts stock of the federal
Government has increased by 40.71 percenf. Domestic debt servicing for 2™ quarter of 2017
stood at N253 3 billion i.e. April to June 2017 (DMO, 2017). |

In the same perzod according to Amaefule (2017) the country’s external debt (for the fcdcra] and
state government) rose from $9.46bn to $13.81bn. This means that within the two years penod,
the country’s external debt rose by $4.36bn or 4598 percent. As at June 2017, the Nigeria’s
external debt stock stood at $11,194.65billion (DMO, 2017)

The external debt component, however, has been affected by exchange rate Vaﬁatiéns as the last
' two years have witnessed noticeable changes in foreign exchange rates. These borrowed mmllcy

are never invested in a productive venture to enable it liquidate itself.

March 31,2017, u

that within the period g
percent. Amidst dl‘%%ﬂg T
increasingly depended on borrowing for consumption which becomes a regular source of drain to
the barrower's income. To this end, the aim of this study was to examine the implications of .
External Debts Stock on sustainable economic growth in Nigeria.
Objective of the Study: |
I'he broad objective of this study is to examine the implications of External Debt Stocks on
sustainable economic growth in Nigeria. Specific objectives are (o,

3 Ascertain the impact of Fxternal Debt stocks on Gross Domestic Product in Nigeria

# Bstablish the influence of Lxternal Dcbt stocks on Exchange Rate i'n Nigeria.

» Examine the relationship between External Debts stock and Inflation Rate in Nigeria
Rescarch Hypothesis i
The study was guided by the 'fn]-lmk:ing null hypotheses:

o Tl External Debt stocks does not have positive and significant impact on GDP in Nigeria

» H; External Debt stocks does not have significant influence on Exchange Rate in Nigeria.

IIGER @ 2017
hito. i figar.erg
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« [ Exte_ma] Debt stocks does not have significant relationship with inflation Rate in

Nigeria

REVIEW OF RELATED LITERATURE

CONCEPTUAL FRAMEW’ORK
. Concept of Debt '
Debt may be defined as the resources or money in use in a country, whlch may or may not be

-

generated by the residents. Debl may also be described as finance obtained beyond the boundary
ol a country and does not in any way belong to the populace (Adepoju, Salau & Obayelu

2007). Put in other words, debt is money, scrwce or property owed and/or represented by a
financial instrument or other formai equivalent. The authors further describe debt as what a

person legally owes to another or an obligation that is enforceable by legal actmn to make

payment of money.

External Debts stock

amount (level) of deht the economy can sustain and that the conditions of borrowing are on

favourable terms and are consistent with the future debt servicing capacity. While, the
institutional aspect includes the administrative, organizational, legislative, accounting and
monitoring aspect of managing both the new botrowings and old stock of debt. In both aspects,
mare attention is given to reducing the debt service burden or keeping it stable (Hamid, Ashraf
and Clandary, 2008). '

External Debt Managcment

Mxternal debt management refers to the Cb{Hlﬁthmfmt of the conditions of issue and redemption
of foreign loans. It follows that debt itself is not evil but lack of optimal utilization of externally
derived fund should be associated with proper debt management and servicing problem
(Mutallab, 1984). Bhatia (2008), Musgrave and Musgrave (2004) posited that external debt
management refers (o as the establishment of the conditions of issue and redemption of public

secutities. It entails the process of administering the external public debt that is providing for the

IJSER® 2017
hittp s, fiser.of
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* payment of interest and arranging the refinancing of maturing bonds/debt. Tt involves a conscious
and carefully planned schedule to the acquisition, depioyment purpose or to support the balance
of payments. _ o .

According to Okereke (2002), external debt management is the combination of policies that will
allow for repayment of the debts or bring about its sufficient reduction”. It also involves how is
administéred or handled to avoid adverse economic effect. It also involves loan negotiation,
nu_mitm'ihg of both government direct debt and non-governmental deb; controlling the debt
(including the measurement of the debt serving capacity, risk *management-exchange, interest
rale and commodity price risk) debt management system. Debt management policy is also inter-
twined with overall macroeconomic and financial policies. In fact, beyond good macroeconomic
policy, the effective management of external debt comprises three specific interrelated process-
selecting the appropriate financing, deciding how much to borrow and keeping complete up-to
date records on debt. The major objective of external debt management policy is to achieve the

benefit of external ﬁnancr, without creatmg_dlfﬁcult problems of maomecommw and balance of

payments stability (K
Economic growth

I§ and sé%@ces. n an economy

%ol an increase in gross domestic
product (pdp) over time, or un increase in GDP per head of population to reflect its impact on
living standards over time. The contribution of economic growth to wealth creation, and the fact
that it provides the government with extra resources (o provide social amenities (without having
to raise laxation), most governments accord a high priority to the promotion of economic growth
n 101‘1‘111,113'[1!1;3 their seconomic polu,n,s

The ability of an economy to produce m ore goods and services on a sustained basis depends on
mauy luctors meluding an increase in the quantity and quality of the labour force, capital stock
and natural resources (the basic lactor inputs available to it); the cfficient use of these resources
50 as (0 alfain a high level of productivity; the introduction of new innovative techniques and
methods of production and new products. The latter two factors are especially important in the
context ol a world economy where a country’s economic growth rate is materially affected by
international trade influences. 'Fiﬁaily, a country's own level of tlemand needs to be sufficiently

buoyant both to ensure the full utilization of its existing resources and to encourage producers to

LSER® 2017
hittp: fsenre djser.arg
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invest in new plant and research and development to enlarge the supply capabilities of the
economy over the longer term.

Governments can stimulate the growth process by increasing current spending in the c:co'ﬁomy'
through taxation cuts and by increasing the rﬁoney supply and reducing interest rates.
Additionally, it can operate on the supply-side of the economy by promoting enterprise
initiatives and providing resources for improving productivity and research. (Collins Dictionary
of Business, 2005) ' )

Feonomic growth could also be defined as a positive change in the level of production of goods
and services by a country over a certain pcnod of time. Nominal growth is defined as economic-
growth including inflation, while real growth is nominal growth minus inflation. Economic
growth is usually brought about by technological innovation and positive  external forces

(http:[/www.investorwords.com/3540/economic gmwl?z.htmf#ixzﬁuﬁNGKxU, 2017)

Ixchange Rate

An exchange rate is the rate at which o

currency w'll bc exchanged for another. It is also

; For example, an

that ¥114 will be

regarded as the w]ue of one country’ s currency, in relatlon to anot

imterbank E‘X(‘]'I'-‘mE’ .]'.flfL of 11

pdn{:sm-.--yc.n to thc Umtud.-S tates
 excha his case it is said

of a yen in

relation to dollars is $1/114.

Exchange rates are determined in the foreign exchange market, which is .open to a wide range of
different types of buyers aﬁd sellers, and where C.urtency trading is continuous: 24 hours a day
cxeepl weekends, i.e. trading from 20:15 GMT on Sunday until 22:00 GMT Friday. The spot
exchange rate refers to the current exchange rate. The forward éxchange rate refers to an |
cxchange rate that 13 quoted and traded today but for delivery and payment on a specific future
dale. |

Tn the retail currency cxchangcl: market, different buying and selling rates will be quoted by
moncy dealers. Mosl trades are Lo or from the local currency. The buying rate is the rate at which
money dealers will buy foreign currency, and the selling rate is the rate at which théy will sell
that curreney. The gquoted rates will Incm‘porﬁte an allowance for™a dealer's margin (or profit) in
trading, or clse the margin ma},:f'be recovered in the form of a commission or in some other way.

Different rates may also be quoted for cash, a documentary form or clectronically. The higher
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rate on documentary transactions has beenjustified as compensating for the additional time and
cost of clearing the document. On the other hand, cash is available for resale immediately, but
brings security, storage, and transportation costs, and the cost of tying up L,ap1ta1 in a stock of .

banknotes (bills)_(http://Ww. investorwords.com/5540/economic. growth. htmltixzz4u65SNOKxU, -

2017)

Inflation Rate

The inflation rate measures changes in the average price level based on a price index. The most
commonly known index is the consumer price index. This index measures averége retail prices
that consumers pay. A high or increasing CP1 indicates the existence of inflation. Higher prices
tend to reduce overall consumer spending, W which in turn leads to a decrease in GDP. While
inflation itself is not negative, rapldiy increasing rates of inflation signal the possibility of poor
macroeconomic health. ' |

Theoretical Framework
There are several theories by various ccnnomwtq and %choolq ofthought as regards external debts

Ggamain theories, Dual

stock and econmmc growth 1ﬁ%¢1gerﬁ W’h |
Gap Theory and th ; T
The dual gap thco_,_._
and that investment is &ﬁéﬁ?fun"_ on ofisa _

savings (due to luw per capilu mcnmt.) to 1mtch up wnh the neceqsary nwestmcnt to ensure
goonnmnc growth, they therefore resorl Lo extemal finance to fit the saving investment gap. The
dual gap theory is deduced from a national income accounting identity which postulates that
exeess investment expenditure (savings-Investment gap) is equivalent to the surplus of imports
aver cxports (foreign exchange zap) (Mbah and Amassoma, 2014).

I'he debt, overhang theory of Krugman (1988), poszls that huge borrowing lc'ads to high
indcbtednaus, debt trap1 and slow down of economic growth. According to him, accumulated
debt stock results higher tax (lax disincentive) on fature oulput and thus crowds out private
mvestment Thlf means that due to large debt stock, potential investors would be discouraged on
the expectation that government may finance its debl service obligation by imposing high taxes
and this would further retard the growth of the mation. The importance of the debt overhang
fheory more or less cannot be over emphasized. According to Audu (2004) in Ayadi & Ayadi

(2008) “the debt sorvice hurden has militated against Nigerian’s rapid economic development
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and worsened the social problems. Service delivery by key institutions deswgned to mitigate the
living conditions of vulnerable groups were hampcred by decaying infrastructure due to poor
funding. By cutting down expcndmlre on social and economic infrastructure, the government
appears to have also constrained private sector investment and growth through lost externalities.
This has reduced total investment, since public investment is a significant proportion of the total
investment in the country.

Fmpirical Review:
A number of research works have been carried out reviewing the effect of External Debt on the

economy.
Malik, Hayat, and Hayat (2010) cxplored the relationship between external debt and economic
growth in Pakistan for the period of 1972 — 2005, using time series econometric technique. Their
result shows that external debt is negatively and significantly related to economic growth. The
ﬁ\fid@ﬂf:ﬂ suggests that increase in external debt will lead to decline in economic growth.
Previous study by Hameed et al. (2008) on Pakistan analyzed the long run and short run
' i “:-_;..O‘Wth Annual time: s%f‘fés data from 1970 to

Kasidi and Said (2{}1 3) investigated the m@’lct of external debt and cconomic gmwth in Tanzania
using time series of 1990-2010. The study revealed that there is significant impact of the external
debt and debt service on GDP growth. Whereas total external debt stock has a positive effect of
aboul 0.36939. debt service payment has a negative effect of about 28:517.

Arique and Malik (2012) examined the impact of domestic and exlernal debt on the economic
prowth of Palistun separately over a period of 1980-2010 using ordinary Least Square approach
(OL8) o co-integration. "The result showed significant inverse relalmn%lnp in both, that is,
mverse relationship between domestic debt and cconomic growth, and cxternal debt and
economic growlh. |

Suluiman and Azeez (2012) studied the effect of external debt on the cconomic growth of
Nigerin nsing gross domestic product as the endogenous variable mecasuring economic growth as
a fimcl.iuﬁ of ratio of cxtcmnlld;-,l']i“tn export, inflation and exchange rate proxy as the exogenous
variable, Dula were | gathered covering 1970-2010. Analysis. of date was done using the

counometric technique of ordinary least square. The result showed that external debt has
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contributed positively to Nigeria economy. A similar research was done by Iya, Gabdo, and
Aminu (2013) with the same result. Ogege and Ekpudu (2010) examined the impact of debt
burden on the Nigerian economy using time series data from 1970-2007. Ordinary least square
(OLS) was used to test the relationship between debt burden and growth of the Nigeria economy.
The result show;ed a negative relationship between debt stocks of internal and external; and gross
domestic product, meaning that an increase in debt stock will lead to a reduction on the grolwth
rate of Nigerian economy. . |

Similarly, Momodu (2012) qxa.mined the correlation between debt servicing and economic
growth in Nigeria. The study sowlugh.t {o find a relationship between the Gross Domestic product
(GDP) and Gross Fixed Capital Formation of Current Market Priccs (GFCF) using Ordinary
Least Square multiple regression method. The study revealed that debt payment to Nigerian
creditors has significantly impacted on the GDP and .GFCF. Furthermore, Ezeabasili, Isu, and
Mojekwu, (2011) studied the relationship between Nigeria’s external debt and economic growth

between1975-2006 ith ah e h Error correction estimate revealed that

external debt has negative rela

n a similar stud amined; the effec financial crisis. and

GDP as endogenous

variahle while cxugé}los---= ariables measuri cof siie giowth were Foreign Direct Investment,
external debt, extemnal reserve, inflation, and cxchangé rate proxies. Annual time series of 1980-
2010 were used. OLS, Au gmchled Dickey Fuller (ADF) unit roof tests and the Granger cauéalily
(est were employed in analysis. The result showed a positive relationship between FDI and
‘seonomie growth while inverse relationship existed between external debt and economic growth.
Aleram (2010) in (he study of the impact of public debt on ecofiomic growth and investment in
Pakisian developed a hybrid model that explicitly incorporates the role of public debt in growth
cquations, lle adopted the Autoregressive distributed lag (ARDL) lechnique in estimating the
moel and the result revealed that both domestic and externdl debt have negative relationship
with per capita GDP and investment, confirming, the existence of "Debt overhang effect” which
crowils oul private investment,

3.0 Methodology

The shidy adopled an ux—pos.t_[acto. and descriptive research method. Ex-post facto is mostly used

in a study whete it is not possible or acceptable to manipulate the characteristics of the variables
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under study. The use of descriptive statistics is necessary as the data set is entirely quantitative
and requires the use of analytical and étatistical techniques. The method of estimation includes

Ordinary Least Square (OLS), Augmented Dickey Fuller (ADF) fest for the unit root test in order |
to attain staﬁonarj'ty. The Engle- Granger and Johansen’s Co integration was conducted to

ascertain if there is a long run relationship among the variables. The Parsimonious Brror
Correction modeling waé adopted to correct for shocks and innovations, decomposing them into

short run and long run impacts.

3.1 Nature and Sources of Data

The data for the work is annualized time series consist of mainly secondary data. The study

covers 1986 to 2016. The data are accessed from the Central Bank of Nigeria statistical Bulletin
various issues and Debt Management Office. The choice of the period 1986 to 2016 was

informed by the availability of data in the form detailed enough to allow for robust analyses

3.2 Model Specification

The model of this _-;tudy is based on the Classical Linear Rebressmn Model of Brooks (2014).

\,1?

-endentf explanatory

~ variables are inter st rate, exc and.i ( shéwn as follows;
Y=Po+ [ X+ [32 2 e
Where:
= Dcpc_ndcnt'vaﬂab'le
.G O, {YRRROS— Xn = the explanatory or independent variables
By, Pz, fymmmmmn T Pn = the coeflicient of the parameter estimate or the slope

& = Brror or disturbianee term

Th r¢lating this to the study,

LD = /(GDP, EXCR, INFR) SRS )
Kelaling il in econometric form and the variables log lincarised, it will appear thus;

LTS = o+ iy LGDP + B, LEXCR + By LINFReccemememeee Ul o 3.3
Where:

I EDS = Cxrernal Debts Stock.
LGP Gross Domestic Product

LEXCR = lixchange Rate
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LINFR = Inflation Rate

By = intercept (Constant term)

B, — B = coefficient of each exogenous variables

U, = stochastic/ disturbancc/Error term

A priori expectation: It is expected that By — 3> 0

4.0 Presentation of data, analysis, findings and Conclusion
4.1 Presentation of data |

Table 4.1 shows the External Debt Stocks (EDS), GDP, Exchange Rate and Inflation Rate in
Nigeria (1986-2016) '

K Ser.or

Year EDS [ GDP ‘BEXCR INFR
1986 1.89 0.285763 0.06419 0.1959288
" 1987 0.69 0.592608 0.081298 0.3119968
1983 7.58 1 0.20649 0.078261 0.2623544
1989 7.15
1990 3
1991
1692
1003
1994 0.78 1.486195 0.120705 | 1.3464209 |
1995 2.15 0.00573 | 0.1078 1.0421959
1996 413 -0.09851 0.056893 0.45232
1917 289 0.266145 0.041596 0.4096674
1998 2.82 0080350 | 0.046606 04260064
1999 119 -0.17945 0.148471 0.27271
2000 489 0.538629 0.120309 ] 03002112
2001 472 0 286750 0.091017 0.2746778
Eia 4,63 0.303113 0.000434 0318129
004 9 57 0.163608 0.120773 0.47215
2001 6.58 10.149079 0.121895 0.4179258
2005 0.51 0.34162 0.108687 | 0.0.4412232
USER©2017
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2006 6.03 0.21574 0.52205 0.3549322
2007 6.45 0.279467 0.085344 0.5676358
2008 5.98 0.491811 0.125209 0.7610186
2009 6.96 0.208354 0.20373 0.7818484
2010 7.98 0.05483 0.1516006 0.8081554
2011 7.43 0.166571 0.072125 0.4280227
2012 6.58 0.041985 0.065786 0.0004024
2013 6.89 | 0.085664 0.056225 0.378213

2014 5.79 0.501811 0.169424 0.7810191
2015 6.70 0.690234 0.064892 0.5776366
2016 7.01 0-610334 . 0.065992 10.6101126

4.2 Data Analysis and Discussion of Results
The methods of data analysis employed for this study are Ordinary Least Square (OLS) method,

Augmented Dickey=:Fuller (ADF) Umt Ro “"’%Test Jc

Correction Method;

T'able 4.2 shows t

shansen Co-i

Source: Central Bank of N igeria statistical Bulletin various issues, 2016

1537

est and Frror

Tndo genous 1 R2 A@ F-Stat
variable
| c GDP EXCR | INFR
LEDS 29503727 | 0.876129° | 0.105435° | -0.130776 | 0.966973 | 0-963303 | 263.5010
(0.0140) (0.0000) (0.5735) | (0.2485)" (0.00000)

Naote: Probability value are stated in parenthesis and  means significance at 5% level of significance

Source: Authot’s computation. ~

lirom table 4.2, the result of the intercept or constant parameter has a positive relationship with

DS and it is statistically significant. GDP has a significant positive relationship with EDS while
EXCR is not slatistically significant but demonstrates a negative relationship with EDS. TNFR is
not statistically significant and demonstrates a negative relationship with EDS. The coefficient of
multiple determinations (R2) with a value of 0.966973 implies that approximately 97% of total'
variations in EDS are explained by GDP, EXCR and INFR while the remaining 3% is accounted

for by factors not specitied in the Model. F-statistics valuc of 263.5010 shows that the model is
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significant i.e. it sufficiently captures the implications: of rising débt stock on economic growth
and this is further justified by the probability value of 0.000000. |

4.2.1 Augmented Dickey Fuller (ADF) Unit Root Test

Time series data are assumed to be non stationary and this implies that the results obtained from
the OLS method may be misleading. In this vein, it is cognizant that stationarity test should be
conducted. The stationarity test is carried out using the Augmented Dickey-Fuller (ADF) Unit
rool test. The stationarity of data is essential for the Johnasen -Eo—integration test. The decision
rule for the ADF unit test states that the ADF Test statistic value must be greater than the Critical
Value ie. 5% at absolute term for stationarity to be established at level and if otherwise,
difference occurs using the same decision rule. The table below shows the result of the

stationarity test in summary and the order of integration

Unit Root Test:
Table 4.3 Result of Unit Root Test Analysi

S/N | Variables ADF t-stat Trend

T | (EDS) 1 " With intercept
2 GDP | With intercept
3 EXCR “F With infercept
4 INTR -3.457620 -2.960411 1(1) With intercept

“Source: E-view 9 output, 2017
" Table 4.3 shows the presentation of ADF Unit root test of stationality of the time series variables.
The result shows that all the variables were stationary at first level 1(1), where the absolute

values of the t-test exceeded the 5% values.

" Table 4.4: Result of Johansen Co-integration test

Beries: ' EDS, GDP, EXRINFR
lLags interval (in first differences): 1 to 1
1y pothesized e | Trace E
| Mo of CT(s) | Figen value: '._._:_ Stzitisfic Critical Value Prob
Mone™ 0.702716 88.87634 69.81889 1 0.0007
Atmost 1" 0.541468 5127122 47.85613 0.0231
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A most 2 0353157 27.09972 | 29.79707 0-0992
At most 3 0.237142 13.59546 15.49471 _ 0.0947

Trace test indicates 2 co-integrating eqn. (s) at 0.05 level of si gnificance.
Table 4.3 was used to estimate the Johansen co-integration to establish a long run relationsh.ip of
the variables. The result indicates the presence of two (2) co- integrating equaiioﬁs at 5% level of
significance. The trace statistic values of 88.87 and 51.27 exceed the 5% critical values of 69.81
and 47.85 which show that co;integTation exists.
4.3 Error correlation model
Table 4.5: Result of Error Cotrelation Modeling (ECM)
Dependent Variables: (EDS) | |
Method: Least Squares
Date: 20/09/2017
Sample (adjusted): 1986 2016
Included observations: 30 after djust_mentsg';%___

- 'r Std Lrror tatisti rob.

WVariables

C | ).1147- 0.9095
DIGHY) ; ©1-534956 11550747 0.1331
D(EXCR) - C-1.6R1851 _ 4.326397 -0._388?42 0.7006
D(_INFRj 0.112023 2.522207 0.044415 0.9649
ECM(-1) -0.840410 0.192910 -4.356477 0.0002
R-Squ#md : 0.437049 Mean dependent var _ -0.028437
Adjusted R-square 0.328789 - S.D. dependent var ! 3.6’;’5407
S olrapretion . 3011167 Akaike info criteriorr 5209893

sSum squarud resid 235.7452 Schwarz criterion 5.484718

Log likelihood ~?'f.:35829 | Hannan- Quinn criter | 5.300990

T statistic - 4.037041 Durbin-Watson stat 2-023053
Prob(I-static) 0.007623

Table 4.5 presents the result of the etror correction model analysis. The F-statistic indicates that

all the cxplanatory variables are jointly significant in determining the dependent variables, with
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