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ABSTRACT

This paper examines external debt and economic development in Nigeria. The methodology of the paper is based on content and qualitative analyses. The paper argues that Nigeria has been incurring external debt from the international financial institutions to fill the resource gap, finance trade and investment, address balance of payments problems and achieve socio-economic development. The wave of globalization was influenced by the failure of the IMF and the World Bank in the 1970s to regulate exchange rates. This affected stability in the international economic relations. This problem necessitated the Bretton Woods institutions to impose adjustment programmes as conditionalities for external loan facility. The conditionalities are privatization, devaluation, deregulation, trade liberalization and liberal democracy. Nigeria, a country confronted by economic crisis requires external financing thus, adopted the programmes. These programmes have brought unfavourable exchange rates and terms of trade; intensified corruption, poverty, debt crisis, unemployment and falling standard of the ordinary citizens; and eroded the political sovereignty of Nigeria. To this end, the paper argues that the adoption of adjustment programmes has hindered the Nigerian State to achieve transparency, accountability and good governance thus affected it economic development.. Therefore, the paper concludes that for Nigeria to achieve good governance there is the need by all and sundry to develop political will on issues that involve national interest. 
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INTRODUCTION
External debt is necessary because it fills the gap between available and needed resources (Ihimodu, 1985; Saliu, 1999). It also bridges the gaps in production, savings, investment, foreign exchange, technology and consumption, which are militating against the attainment of development in the Third world (Todaro, 1977; Adebayo, 1999). Dike (1989; 1991) argued that economic growth and development could be achieved through investment. However, investment could only take place in a domestic economy when a country is capable of mobilizing and allocating sufficient capital for investment. He believed that the inability to mobilize investment capital necessitates a country to look for external loan to cover the investment gap. Dike further argued that borrowing from the International Financial Institutions is an alternative for mobilizing resources during the period of economic crisis. Indeed, there are some developing countries that have incurred external debt and achieved economic development. For instance, Ghana was rated as “Triple A” by the World Bank because of its effective utilization of external debt and success in the implementation of adjustment programmes (IMF, 2003). In fact, Ghana is considered as the frontrunner of adjustment programme in Africa (Hussein and Faruqee, 1995). This motivated the World Bank to provide more loan facility to the country. Similarly, Anyanwu (1993) contended that incurring external debt is an instrument for managing an economy. This may be manifested in investment, consumption, financing capital formation and savings (Sogo-Temi, 1999). Brautigan and Knack (2004) argue that external debt assists a country with good developmental agenda to improve the quality of civil service, strengthen policy and planning capacity and establish viable democratic institutions. Devarajan, Dollar and Holmgren (2001) maintain that external loan covers the low revenue gap to a country committed to good development agenda. 

Nigeria’s external debt started in 1958 when $2.8 million was incurred to finance railway construction (Anthony, 2005; and Uniamikogbo, 1994). The external debt of $1 billion referred to as “jumbo” loan obtained from the International Capital Market (ICM) in 1978 increased Nigeria’s external debt to $2.2 billion. This resulted to the genesis of the Nigeria’s debt crisis because it came with 4 percent interest charges (Anthony, 2005). Subsequently, in the 1970s and 1980s, Nigeria obtained external loans from the World Bank to finance different sectors of its economy (Alkali, 1997). The loans were obtained to finance trade, support balance of payments and achieve socio-economic development (Uniamikogbo, 1994). 

By the early 1980s the Nigerian economy was confronted with a serious crisis. The crisis included fiscal crisis, increase in the country’s external debt, low capacity utilization of industries, poverty and unemployment. These problems were caused by excessive government expenditure, neglect of agriculture, unproductive investment and payment of high renumeration to elected representatives (Alkali, 1997). Usman (1984) further argued that the cause of the crisis could be attributed to the transfer of capital to the capitalist world. It was done through the overpricing of imports, payments of interest, commissions and discounts. He contended that even at the domestic level among the political class, there existed inflation of government contracts, smuggling and rent seeking. These contributed to the misappropriation of the resources of the country. Considering the economic crisis that confronted the Nigerian economy Hussain (1987) argued that the economy needed short-term measure of obtaining external loan to address the problem. He also recommended the long-term measure of structural reforms of the economy. His recommendations served as the framework for the adoption of Structural Adjustment Programmes in the country. 

External debt is an instrument of imperialist exploitation and political control because high debt burden is imposed on the weaker debtor nations (Ojo, 1989). For instance, Nigeria’s external debt repayments in 2002 amounted to $1.8 billion. This infringes on the sovereign power of Nigeria to carry out its human rights obligations towards its citizens. In fact, Nigeria’s debt crisis could be attributed to poor lending and inefficient loan utilization, mismanagement of external loans, unequal trade and exchange rate policies, accumulation of arrears and penalties, increase in interest rate, poor debt management; and increase in exchange rate. Others include the import dependent industrialization, the decline in the prices of oil between 1981 and 1982, lack of effective feasibility studies on project to be financed with external debt, the conspiracy of IFSs/West in assisting the corrupt leaders to misapprpopriate external loans and the adoption of Structural Adjustment Programmes (SAP), (Ojo, 1989). For instance, in the early 1970s the International Financial Institutions charged 4 percent interest rate but in 1989 it reached 12 percent. This has increased Nigeria’s debt overhang to $28 billion in 1991 (National Planning Commission, 2003). The devaluation of Naira has also contributed to Nigeria’s debt crisis because between 2002 and 2003 the country’s external debt increased by $4 billion due to depreciation in the exchange rate of the Naira to Dollar. In fact, debt crisis and debt burden affect the productive, distributive and exchange capacities of Nigeria because massive resources are allocated in the payment of debts than in investment and provision of social services. Arguably, this hinders investment and affects growth and development in the country. Therefore, external debt has far reaching impacts on the sovereignty and political economy of any debtor state. Nigeria, has suffered a lot from the impact of its external debts. In fact, the last two decades have been characterized by a severe economic and social crisis in the country. These arise as a result of adjustment policies in response to debt predicament. Therefore, this paper examines external debt and economic development in Nigeria.

LITERATURE REVIEW: EXTERNAL DEBT AND ECONOMIC DEVELOPMENT 
There are many advantages of external debt. In fact, it is necessary because it fills the gap between available and needed resources (Ihimodu, 1985; Saliu, 1999). It also bridges the gaps in production, savings, investment, foreign exchange, technology and consumption, which are militating against the attainment of development in the Third world (Todaro, 1977; Adebayo, 1999). In relation to production, Marx observed that it is always social. As a social process, production involves relations between social reations of production which provides an avenue to the means of production and the utilization of the product. Marx argued that the social relations of production are not matter of deliberate choice but a long process of historical evolution. He observed that in the analysis of society, it ought to have started from the structure of social relations not from individual choices or motivations. Thus:

In the social production of their existence, men enter into definite, necessary relations, which are independent of their will, namely relations of production corresponding to a determinate stage of development of their material forces of production. The totality of these relations of production constitute the structure of society, the real foundation on which there arises a legal and political superstructure and to which there correspond definite forms of social consciousness. The mode of production of material life conditions the social, political and intellectual life-process in general (Marx, 1976:3).        

Production, distribution, exchange and consumption are distinct but interdependent parts of an economic process. Production relations or relations of production is a Marxian term which means relations between people in economic production and between people and productive forces which are enshrined in the laws of property and determined the economic structure of the society. Therefore, external debt a capitalist agenda for profittering provides opportunity for a system of production relations to exist between the creditors who own and control the capital and the debtors who are in need of the resources to facilitate production, distribution and exchange in the social structure of the society.   


Dike (1989; 1991) argued that economic growth and development could be achieved by investment. However, investment could only take place in a domestic economy when a country is capable of mobilizing and allocating sufficient capital for investment. He believed that the inability to mobilize investment capital necessitates a country to look for external loan to cover the investment gap. Dike argued that borrowing from the International Financial Institutions is an alternative for mobilizing resources during the period of economic crisis. This paper agrees with Dike because there are some developing countries that have incurred external debt and achieved economic development. For instance, Ghana was rated as “Triple A” by the World Bank because of its effective utilization of external debt and success in the implementation of adjustment programmes (IMF, 2003). In fact, Ghana is considered as the frontrunner of adjustment programme in Africa (Hussein and Faruqee, 1995).  This motivated the World Bank to provide more loan facility to the country. Therefore, there is no doubt external debt could engineer economic development. 


Similarly, Anyanwu (1993) contended that incurring external debt is an instrument for managing an economy. This may be manifested in investment, consumption, financing capital formation and savings (Sogo-Temi, 1999). Brautigan and Knack (2004) argued that external debt assists a country with good developmental agenda to improve the quality of civil service, strengthen policy and planning capacity and establish viable democratic institutions in the social formation. This made Marx to argue that:

In every social formation there is a specific kind of production that predominates over all the other and whose relations therefore their rank and influence. It is a general illuminant tingering all other colours and modifying their specific features (Marx, 1976:39).

The existence and continuous survival of any social formation depends on the productive activities that are being carried out by the people. On the basis of this, Marx argued that a specific production predominates over other mode of productions in the social formation. The predominance of the mode of production determines the social relations of production. Arguably, production could not take place without finance capital. Therefore, social formation that experienced resource gap could incur external debt to facilitate production. Consequently, loan resources when effectively being financed to economic sector and other superstructures could promote social relations of production and attainment of economic development. This argument was supported by Devarajan, Dollar and Holmgren (2001) who maintained that external loan covers the low revenue gap to a country committed to good development agenda. This thesis also agrees with the argument presented by the scholars. However, these could only be realized when debtor nations are capable of utilizing the resources effectively.

 
Sismondi (1815) believed that debt creates public wealth when resources were properly managed and utilized by the constituted authority. This write-up agrees that debt has the capacity to increase capital to debtor nations when the resources are properly utilized. However, experience of most of the debtor countries shows inefficient utilization of debt by the ruling class (Moyo, 2009). This retards the power of debt to increase capital in the debtor nations. Class is a term used to refer to an economic, social or political group (Shelden, 2001). In other words, class is a general term that refers to those distinctions between people that involve unequal but systematic distribution of priviledges (Scruton, 2007). In Marxian perspective class is used as a technical term associated with ownership and control (Scruton, 2007). Ruling class on the other hand refers to those classes of people who by whatever means or mechanisms are able to hold important offices within a state or every important position through which power over the people is exercised (Scruton, 2007). Put differently, ruling class simply means “those in power”. From the Marxian perspective, the ruling class signifies that those who control the economy control the government (Shelden, 2001). In fact, the ruling class establishes itself through class struggle in which it is irreconciliably opposed to the old social order. This gives them the political power to misappropriate external loan meant for development programmes. Class struggle according to Marxists could be perceived as a unifying force under capitalism that intensifies to the point of revolution, when the whole social order is overtuned in the interest of a rising class (Scruton, 2007). This makes Blanquism (1967) to argue that class struggle is the driving force of history that is responsible for the major changes in laws, institutions, morality and religions. For Weber (1969) the principal class struggle could be identified between creditors and debtors. In this perspective, the debtors who are the rising classes always seek to expropriate the creditors to whom they are indebted while the creditors who are the established capitalist classes seek to sustain the law that would ensure the guarantee of their repayments. This study agrees that the debtor countries could struggle to obtain debt forgiveness from the creditors when confronted with economic crisis caused by economic uncertainty. But most upon, the class of capitalist creditors refused to grant debt forgiveness to the indebted countries by sustaining the laws that would guarantee the payments of their outstanding external debts. However, some countries were granted debt forgiveness or relief. In fact, there exist political underpinnings regarding the debt forgivesss granted to some countries. For instance, Germany, Iraq, Yugoslavia, Russia etc were granted debt relief by the creditors without any attached conditionality.     


Similarly, Smith (1776) argued that external debt incur to finance wars could not increase public capital because it is unproductive. It is unproductive because it is not a circulating capital that further generates wealth. In addition, he argued that external debt is disadvantageous because of the cost of paying the principal capital and interest charges. This paper is in support of Smith because there is no doubt that external debt incurred by the state to finance unprofitable venture becomes an unproductive debt. Furthermore, up to 12 percent interest is charged on the loans. This drains the available resources for the development economic sector and other superstructures in the social formation. Superstructure is a distinction that was introduced into the political thought by Marx (1859). Marx argued that it is necessary to distinguish the economic base of the social formation from the legal, political and culture that constitute the superstructures. Therefore, the economic base consists of the relations between people or classes of people which determine their various powers of control over the means of production, distribution and exchange. These are the production relations through which productive forces operate. Thus, the superstructures are the legal, political and social institutions that consolidate the relations of economic power to the base. For instance, between 1992 and 2000 Nigeria paid $4.45 billion as interest arrears and $5.18 as penalty interest (Muntar, 2004). The arrears were too high for a developing country like Nigeria that affects the development of its superstructures.                 


Luxemburg (1900) argued that debt facilitates production and exchange because it could be utilized in financing investment in the country. This study also agrees that external debt could facilitate production when effectively utilized and managed. However, the advantage is not adequately being achieved by most of the third world due to gross mismanagement and misappropriation. Conversely, it affects economic development. Rapid economic growth and development could be achieved where savings and investment gaps exist through external loans (Chenery and Brano, 1962).  This research is in support of the argument raised by the two authors because in 1960s and 1970s countries like Greece, Taiwan, Israel and Phillipines obtained external loans and utilized it in a proper way consequently facilitated their economic development.


Ihimodu (1985) believed that external debt is useful to a country where savings gap does not exist but trade gap exists. He maintained that due to unequal trade between developed and developing countries, Third world nations experienced trade gap. The trade gap affects their capital formation, accumulation and concentration and motivated them to obtain external loans from the international financiers to fill the gap. It was on this basis, that Kuznet (1969) argued that developed countries are sources of external debt without which economic development of the Third world nations could not be attained and maintained and their future development prospect jeopardized. Thus, the need for external debt is regarded as an economic policy of developing countries under a capitalist mode of production (Raheem, 1990 and Brahman, 1980)). In this circumstance, Brenner (1977) argued that the production of relative surplus value and the tendency to increase productivity differentiates capitalism from all previous modes of production. Thus:

The logic of [Wallerstein’s] position… Is that capitalist underdevelopment is as much the cause of capitalist development, as capitalist development is the cause of capitalist under-development. Such an argument is not compatible with the view of capitalist economic development as a function of the tendency towards capital accumulation via innovation, built into a historically developed structure of class relations of free wage labour. Far from this vantage point, neither economic development nor underdevelopment are directly dependent upon, caused by, one another. Each is the product of a specific evolution of class relations, in part determined historically ‘outside’ capitalism, in relationship with non-capitalist modes… Wallerstein resorts to the position that both…are essentially the result of a transfer of surplus… He must thus end up by…ignoring any inherent tendency of capitalism to develop the productive forces (Brenner, 1977:60-61).     

Therefore, this paper agrees that external debt has been a public policy in developing countries because it is used to obtain loan facility from the international financial institutions to finance their development projects. The arguments are justified in East Asian region with particular reference to South Korea and Taiwan and in sub-Saharan Africa in Botswana (Durbarry et al, 1998; Carlsson et al, 1997). Therefore, capital accumulation via external debt has promoted capitalist development in these countries.  Despite this, the research believes that external debt causes debt crisis in most of the Third world nations. Debt crisis refers to the inability or unwillingness of debtor nations to pay their external debts (John, 2003). The causes of the crisis may be due to huge external debt, rise in interest rates and economic slumps (Dembele, 1999). Onimode (2000) also attributed the debt crisis of the Third world nations to the extreme disarticulation and distortions of their economies. These are manifested in high export dependence, concentration on a few commodities, low and declining terms of trade and unfavourable balance of payments. Specifically, payment of debt is accompanied with 12 percent interest charges during adjustment period. This compounded the debt crisis of the debtor nations. Debt crisis could also be attributed to the doctrine of odious and illegitimate debt. The doctrine of odious debt was first developed by Alexander Nahum Sack, a Russian Jurist and former Minister of Nicholas II in 1927. He argued that:

If a despotic power incurs a debt not for the needs or in the interest of a state, but to strengthen its despotic regime, to repress the population that fights against it etc., this debt is odious for the population of the state. This debt is not an obligation for the nation; it is a regime’s debt, a personal debt of the power that has incurred it, consequently it falls with the fall of this power (Adams, 1991).

Despite the caution against odious debt by Sack, the Convention of Succession of State in respect of state property has provided an exception to the doctrine of odious debt through the principle of “Continuity of the State”. According to the principle in international relations, a state has to honour international obligations irrespective of the changes in its regimes. In reaction to the above, argument Sack emphasized that:

[Such] debts do not fulfil one of the conditions that define the regularity of a state debt, namely that state debts must be contracted and funds thus acquired must be used to the end of meeting the needs and interests of the state.   

There is no doubt that debts obtained by an illegitimate government is odious or obtained to consolidate its power at the expense of national development.  Indeed, this research is in support of Sack definition of odious debt because in 1998, the doctrine of odious debt was employed by the British House of Commons to cancel Rwanda’s debt. The House argued that bulk of Rwanda’s external debt was incurred by a genocidal regime and utilized only for the purchase of weapons. Therefore, the House pleaded the creditors particularly France to cancel the debt incurred by the despotic regime (British International Development Committee Report, 1998). In fact, granting of debt to illegitimate government tantamounts to irresponsibility and naked exploitation and the lenders should bear the burden. 


Odious and illegitimate debts are sometimes used interchangeable. However, Hanlon has identified four conditions of illegitimate debt. These include a debt granted to reinforce a dictatorial regime; debt with high interest rate; debt granted to a country when the lenders are aware of it inability to repay; and debt that is accompanied with conditionality of adjustment programmes (AFRODAD, 2007). The Canadian Ecumenical Jubilee Initiative 2000 presents its arguments on illegitimate debt from the moral ground. The argument goes: 

Repayment of debt leads to serious deprivation that threatens the cohesion of the community. In such a situation, the debt is illegitimate. The justice of a contract may not be guaranteed if the ralationship between the parties is too unequal. Similarly, a contract may not be legally binding if it endangers the health or the life of one of the parties. Ending a contract, or in this case canceling or repudiating a debt, can be a moral response to what would be an immoral or illegitimate situation, should it continue (Jubilee, 2000).           

The Canadian definition of illegitimate debt has gone beyond the moral aspect of the debt. In fact, it has captured the economic, social and political consequences of debt overhang and debt burden that international financial institutions cause in the third world nations. This informs the emergence of Jubilee 2000 canvassing the support of creditor nations to cancel the debt of impoverished countries in the third world nations. An initiative that was supported by many CSOs across the globe, but only 41 countries 19 in Africa benefited from the exercise. The Latin American Parliament also developed four criteria for illegitimate debt. These are: the fraudulent and criminal nature of the debt incurred by a despotic ruling class; the unilateral increase in interest rate; the forcing of indebted countries to reschedule their debts; and co-opting of negotiators during the agreements (AFRODAD, 2007). Specifically, the unilateral increase in interest rate and debt reschedulings were responsible for the increase in debt overhang of most of the third world nations because interest charges continue to accumulate during the accounting period. Along this line, Villaroman (2011) proposes three options for addressing debt crisis. These include the printing of money to ensure that there are sufficient resources to finance new debt and refinance maturing debt; the seeking of bailout from the IMF and the World Bank and; restructuring of debt. In extreme debt crisis, the three options could be deployed. Consequently, these options where they stabilize financial markets, build confidence among creditor nations and allow debtor nations to honour their debt obligations, could resolve the debt crisis. This research disagrees with printing of more money to address debt crisis because it causes inflation in the country and has a multiplier effect on the lives of the masses. Technically, there are no masses only ways of identifying people as masses. Raymond (1958) further argued that the term “masses” has become a new concept in modern English to replace the word “mob” which refers to an expression of indiscriminate abuse. Masses as a class of undifferentiated totality represent itself as random, irrational and without human qualities. The idea of the masses as instruments of progressive and irresistible historical forces is the Marxist equivalent of the French revolution’s idea of the people.


Another reason why debt could not engineer development in the Third World is because of conditionalities attached to the facility. Bukharin (1915) argued that debt facility was attached with certain conditionalities. These included the award of contract to debt providers, in such lucrative areas as railways, telegraphs, telephone lines, harbours, and permission to exploit mineral deposits. It also involved the granting of license to creditors to order items such as arms, ammunitions and equipment to the borrowing countries. In fact, by 1980s the IMF and the World Bank imposed certain external debt conditionalities that ought to be implemented before granting the loan facility. These include privatization, devaluation, deregulation, and trade liberalization. Arguably, the debt crisis that leads to underdevelopment of most of the Third world countries are largely attributed to the adoption of the programmes. This thesis agrees that the imposition of adjustment programmes on the powerless debtor nations could affect their economic development. The effects are unemployment, decline in the living standard of living and expenditure cut (Monbiot, 2003). In kenya, for example since the introduction of medical fees by the government the number of women attending counseling services on sexually transmitted diseases continued to decrease. Similarly, the introduction of school fees by the Ghanaian government made the villagers to withraw two-thirds of their children from school (Robert, 2002). In Zambia the trend was not different. In fact, as the government reduced expenditure in health services infant mortality rate increased from ninety-seven (97) out of 1000 births in the 1980 to 202 death rates per 1000 iin 1999 (Mark Lynas, 1999). There are also the prevalence of food insecurity and class struggle (Monbiot, 2003).             


Debt overhang also affects economic development in the debtor nations. It refers to the accumulation of huge external debt by a country over a long period of time without making concrete efforts to pay it (Woodland, 1992). Claessens et al (1996:19) profounded a theory of debt overhang and is based on:

The premise that if debt exceeds the country’s repayment ability with some probability in future, expected debt service is likely to be an increasing function of the country’s level. Thus, some of the returns from investing in the domestic economies are affectively taxed away by existing foreign creditors and investment by domestic and new foreign investors are discouraged. Under such circumstances, the debtor country shares only partially in any increase in output and exports because a fraction of that increase will be used to service external debt.     

A rise in external debt without a correspondence increase in revenue generation to pay debt may affect the economy of a debtor nation because available revenue accrued to a state is utilized in paying external debt. Thus, little or no resource is allocated to superstructures. This affects the living standard of the masses. For instance, study conducted by Savvides (1992) using 43 Less Developing Countries showed that there was a significant relationship between debt overhang and economic performance. The study concluded that debt overhang decreases foreign capital inflow that affects investment in the countries. Subsequently, social relation of production was also affected. In line with Savvides’ argument, Deshpande (1997) examined the implication of debt overhang on investment in 13 severely indebted countries. The author argued that the implementation of adjustment policies has resulted to investment crisis because the little resoures available were diverted to debt repayments. However, study conducted by Cohen (1993) using 81 developing countries over three periods showed that the level of debt was not responsible for the slowdown of investment in countries where there was debt rescheduling. In a research conducted to measure how the level of debt crisis affected investment in 13 Less Developed Countries between 1982 and 1989 Warner (1992) concluded that the decline in investment in many indebted countries was caused by the decline in their export prices, high interest rate and a sluggish growth in developing countries. The conclusion made by Warner motivated Rockerbie (1994) to conduct another study that involved 13 indebted countries for the period 1965-1990. The outcome of the research affirmed that the 1982 debt crisis that started in Mexico had a significant effect in the slowdown of domestic investment in Less Developed Countries. Afxentiou and Serietis (1996) examined the relationship between external indebtedness and national productivity in 55 developing countries confronted with debt repayment problem over the period 1970-1990. The authors submitted that between 1970 and 1980 developing countries utilized their external loans to absorb the oil shock of the early 1980s. This made them to conclude that the relationship between external indebtedness and national productivity was not negative. However, they argued that for the period 1980-1990 when the creditors introduced debt rescheduling and forgiveness via the manifestation of debt crisis and debt overhang affected economic growth and development in severely indebted countries.                  


Payments of external debt could also affect economic development through crowding-out-effect,    lack of access to International Financial Market and the effect of debt on the economic uncertainty (Claessens et al, 1996). Sach (1986) provided a theoretical insight of crowding out effect of debt repayments on the economies of the debtor nations. He argued that severely indebted nations diverted their foreign exchange earnings to meet debt obligations. This drains the available resources for investment. However, an investigation on crowding out effect of external debt on the provision and maintenance of superstructures between 1985 and 2003 showed that the effect mostly came from the stock of debt and not debt repayment (Lora and Olivera, 2006). In fact, a reduction in debt payment could lead to an increase in investment. This links the argument to the debt relief granted to some heavily indebted countries. Burnside and Fanizza (2004) argued that the resources saved from the debt relief could be deployed to finance poverty reduction programmes and investment potentials. However, doubts are cast regarding the efficacy of the programme because the impact of debt reduction is likely not to be felt by the masses. For instance, in Nigeria despite the debt relief granted to the country the standard of living of the Nigerian masses continue to worsen because of the escating prices of essential commodities and food shortage (Ogunmuyiwa, 2011). Conversely, findings of Iyoha (2000) showed that a significant debt reduction of 75 percent had increased investment-GDP ratio by 8.6 percent. The effect is that GDP had increased by 7.8 percent and debt/GNP ratio fallen by 65 percent. In a study conducted by Chauvin and Kraay (2005) that involved 62 low-income countries, it reported that due to debt relief granted to the debtors by the creditor countries their governments had increased allocations for the provision and maintenance of superstructures. Dessy and Vencatachellum (2007) added that the beneficiaries of debt relief in Africa should have increased their expenditure in the superstructures. However, they concluded that when a government has a high propensity to consume and possess high debt relief it prefers to consume than to invest. This is peculiar to most of the developing countries that have high marginal propensity to import goods. These findings concorded with the Cooper and Sach (1985) and Arslanalp and Henry (2004) who argued that the major problem faced by indebted countries that were granted debt relief is lack of good institutions to allocate and implement the saved debt relief resources for poverty reduction programmes. Base on the above, there is no doubt that a significant debt reduction could promote economic growth. Therefore, this paper agrees that a reduction in debt burden could result to increase in investment because the resources saved could be deployed for investment purposes especially where there are viable institutions for effective implementation and monitoring. But where huge resources are used to pay external debt little is allocated for investment and growth (Cohen, 1993). This affects social relations of production.


The disadvantage of external debt could also be identified from debt burden. It refers to the cost a debtor nation incurred in the process of paying its external debt (Woodland, 1992). Braverman (1956) in his contribution to debt burden emphasized that a rise in the interest on debt increases debt burden.  Indeed, a rise in the interest not only increases debt burden but also causes debt crisis. This study subscribes to the argument presented by Braverman because a rise in the interest charges from 4 percent in the pre-SAP period to 12 percent during the era of adjustment has increased the debt burden of some developing nations such as Nigeria, Kenya, Zimbabwe, Argentina, Brazil etc. Consequently, their short-term debts increased from $1.365 billion in 1988 to $2.465 billion in 1997 (Obadan, 2004a). In a related development sub-Saharan Africa (SSA) heavy debt burden had affected their investments (Iyoha, 1996). This resulted from allocation of huge resources for debt payments thus hindering investment. Furthermore, debt overhang and crowding-out-effect had affected private and public investment in Cameroon. In addition, debt overhang and debt burden had subjected these countries to political control by the International Financial Institutions because the debtor nations succumb to their whims and caprices. This challenges their political sovereignty. Hume (1993) argued that external debt not only causes inflation and destabilizes the economy but also prejudices the body politics of a state because the burden of debt payment could invariable destroy a nation. He stressed that an indebted state could find it difficult to generate tax revenue to repay it outstanding debt. Hume argued that external debt should be limited by the ability of the state to generate tax revenue to finance interest payments. 

 
Similarly, Fosu (1996) examined the relationship between external debt and economic development in sub-Saharan African countries using a debt burden indicator between 1970 and 1986. The author argued that debt burden affected GDP by dimishing the marginal productivity of capital. For instance, the author affirmed that heavily indebted countries experienced one percent reductions in GDP growth annually. Fosu (1999) also investigated the impact of external debt on economic growth in sub-Saharan African countries for the period 1980-1990. The findings of the investigation showed that external debt had negative effect on the economies of the debtor nations. The relationship between debt burden and economic development was also identified by (Cunningham, 1993). He conducted a survey that involved 16 heavily indebted counties between 1971 and 1979. The survey reported that external debt burden imposed by the creditors had negative effect on their economic growth. The implication of debt burden and subsequent debt repayments is that it contraints economic growth. This resulted from insufficient foreign exchange to finance the importation of raw materials and capital goods that are needed to facilitate economic growth.  On the basis of this, this paper agrees that high debt burden drains the available resources meant for investment in the country.  

Difficulties in payment of external debt could also affect class relations between creditors and debtors thus jeopardizing debtorsfurther crediworthiness (Khan et al, 1991). Claessens and Khan et al are correct because sub-Saharan Africa (SSA) had external debt that amounts to $215.7 billion in 2000 but could not generate sufficient growth and export earnings to pay their debt (Greene et al, 2001). The inability to pay their debts resulted from corruption, unproductiveness of the enterprises established and financed with external debt and unfavourable terms of trade (Obadan, 2004a). This situation militates against their economic development.    

External debt militates against economic growth and development especially when it is not soft (Adebayo, 1999). A soft loan is defined as a loan in which its conditionalities are less than that of the normal market. It may carry a low rate of interest and payments of interest may be deferred. In fact, repayment may be extended to a long period of time. In addition, there is the tendency in soft loan to defer payment of interest or the debtor may be allowed to make payment in soft currency (Woodland, 1992). Therefore, debt that is not soft is accompanied with harsh conditionalities. They include high interest charges and no extension of payment period when due. On the basis of this, Adebayo argued that external debt that is not soft distorts the domestic economy of the debtor nations because it causes debt crisis, poverty, technological gap and unfavourable balance of payments. This research agrees with Adebayo’s argument since external debt is an instrument of capitalist exploitation and political control. Saliu (1999) further argued that “capital has no human face and the only language it understands is that of exploitation”. 


The exploitative nature of external debt is manifested in the participation of the creditors in the national decision-making of the debtor nations, imposition of high interest charges, transfer of resources from the debtor nations to the creditors’ countries and imposition of dysfunctional adjustment programmes (Saliu, 1999). For instance, adjustment programmes are responsible for the manifestations of unemployment, poverty, inflation, food insecurity and class struggle as well as decline in the living stardard of the masses (Monbiot, 2003). With particular reference to unemployment in Nigeria about 800,000 workers lost their jobs due to privatization programme. Similarly, Argentina unemployment rose from 8.5 percent in 1990 to 16 percent in 1999 (Lechini and Romero, 2003). In addition, Goldsmith (2001) maintained that the negative implication of external debt on the debtor nations is the gradual erosion of their autonomy in public policy decision-making processes. This write-up agrees with Goldsmith because in Nigeria for example representatives of IMF were sent into the Central Bank of the country to monitor the implementation of adjustment programmes.  Arguably, it gives the creditor nations the opportunity to monitor the implementation of adjustment programmes in the debtor nations (Goldsmith, 2001). This made Mbaku and Saxena (2004), Olukoshi (2002), Onimode (2000), Jega (2000), Mkandawire and Olukoshi (1999) and Gibbon et al (1992) to conclude that external debt erodes the political sovereignty of the debtor nations. According to Morgenthau:

Sovereignty is the supreme legal authority of a nation to give and enforce the law within a certain territory and in consequence, independence from the authority of any other nation and equality with it under international law.   

Adjustment programmes also affected per capita income in the Third world nations. For example in Venuzuela it decline by 40 percent in 2003 (Perkins, 2004).  The decrease in per capita income increased the level of poverty among the masses and brought changes in the position of classes from middle to lower.  


The disadvantage of external debt could also be attributed to mismanagement of the resources (Chenery and Brano, 1962). In fact, the problem is among the factors that cause debt crisis in the third world nations because resources meant for development projects were diverted to personal usage. Therefore, this paper agrees that corruption contributes to the debt crisis of the third world nations. For instance, the condemnation of external debt was based on the ground that it is an avenue for corruption in Africa where local and international actors are involved (Moyo, 2009; Dugo, 2009; Easternly, 2005: 2006).  Specifically Moyo (2009:2-3) argued that:

The most obvious criticism of aid is its link to rampant corruption. Aid flows destined to help the average African end up supporting bloated bureaucracies in form of the poor-country governments and donor-funded non-governmental organizations.  In a hearing before the US Senate Committee on Foreign Relations in May 2004, Jeffrey Winters, a Professor at Northwestern University, argued that the World Bank had participated in the corruption of roughly $100 billion of its loan funds intended for development.

Moyo (2009) is right because widespread corruption of loan resources among ruling class shouldered with responsibility of external debt management in the Third world nations has discouraged International Financial Institutions to provide new loan facility to the needy countries. Perhaps, this is the reason why the IMF and the World Bank came out with criteria of ensuring good governance and adherence to rule of law for obtaining fresh loan facility (IMF, 2001). This research agrees with political conditionalities imposed on the third world nations for obtaining fresh loans perhaps it may encourage some to ensure good governance. Indeed, this makes some debtor nations to implement certain reform programmes aimed at ensuring democracy, good governance and rule of law. For instance, in Nigeria during the regime of Obasanjo NEEDS was implemented to normalize capitalist class relations with IMF and World Bank.        


The internal dimension of corruption related to debt Moyo (2009:3) averred that:

As recent as 2002, the African Union, an organization of African nations, estimated that corruption was costing the continent $150 billion a year, as international donors were apparently turning a blind eye to the simple fact that aid money was inadvertently fuelling graft. With few or no strings attached, it has been all too easy for the funds to be used for anything, save the development purpose for which they were intended.      

Corruption of whatever dimension external debt inclusive has serious implications on the economic and other superstructures in the social formation. Economically, it drains the available resources meant for productive purposes thus, leading to crisis of production. In social perspective, it hinders a state to discharge its distributive function.  From political dimension, corruption drails democracy and engineers political conflicts or class struggle. In essence, corruption is inimical to development prospects, intensifies abject poverty, conditions infrastructural decay and a general decline in the living standard of the masses. Therefore, misappropriation of external debt by ruling class shouldered with its management has undermined development in the Third world nations. The subversion of development resulted from the diversion of resources meant for development purposes to satisfy class interest. Due to the intensity of debt crisis, debtor countries were forced to reduce their imports in the 1980s under the structural adjustment programmes. The United Nations Conference on Trade and Development argued that: 

Because of the import compression by the highly indebted developing countries, the United States exports to developing countries actually declined by about $10 billion between 1980 and 1986. As a result, the United States recorded a negative swing in its trade balance of about $12 billion between 1980 and 1986; the corresponding swings for the other developed market economy countries were much smaller: about $3 billion for Japan, $2.4 billion for the Federal Republic of Germany and $1.6 billion for the other EEC countries (UNCTAD, 1988).

The reduction on importation of goods was done to increase Third world nations’ foreign exchange earnings needed to pay their outstanding debts. This had affected the import of manufactured goods from the developed countries (Robinson, 1988). The cost of paying the heavily indebted countries’ debt had also affected their trade transactions with developed countries particularly the United States.  For instance, the average annual growth rate of imports of these countries in 1965-80 was 6.3 percent but from 1980 to 87 the figures had fallen to –6 percent (World Bank Development Report, 1989). In essence, the most heavily indebted nations decreased their imports from developed countries by $72 billion from 1981 to 86 (Robinson, 1988). The consequences of these could be identified by the decrease in exchange relations between developed and developing countries. 


External debt serves as a political weapon through which the debtor nations succumb to the whims and caprices of their creditors (George, 1992). In the light of this, he stressed that:

Debt provides a powerful lever for forcing the third world ‘adversary’ to submit to the will of the creditors. The decade of crisis has put a stop to whatever attempts the South once made to obtain collective advantages through the UN and other forums… Gone are the demands for a New International Economic Order (NIEO), for binding codes of conduct for Transnational Corporations or transfer of technology under favourable terms. The only items on the North-South agenda are privatization, competitiveness and Structural Adjustment (George, 1992:34). 

This paper agrees with the argument presented by George because debt overhang and debt crisis that are confronting Third world nations provide opportunity for the creditor cartels to dictate and control their economies. Thus, external debt and imposition of adjustment programmes necessitate debtor nations to succumb to the whims and caprices of the financial institutions (Banwo, 1999). Therefore, politics of debt management has been a strategy for maintaining control of debtor nations within the framework of capitalist exploitation. Indeed, these problems have affected the realisation of New World Order (NOW) by the Third world nations despite the fact that it is a forum “in which the principles of justice and fair play protect the weak against the strong” (Bush, 1991). Conversely, North-South divide becomes more intensified. This made Mazrui and Thomas (1992) to qualify it as global apartheid.        

Over fifty percent of the twenty-five most heavily indebted countries experienced political   conflicts in the late 1990 and early 1991 because of the implementation of adjustment programmes in response to external debt creditworthiness (Smith, 1992). To buttress this point, Brown (1995) argued that with the exception of Niger, Sao Tome, Senegal and Tanzania all the thirty-three Africa’s most heavily indebted countries were bedeviled with political conflicts or class struggle. The observations were also supported by other scholars who maintained that the imposition of adjustment programmes have deepened social cleavages and political conflicts in most of the debtor states (Rodrik, 1997; Elbadawi and Hegre, 2003; Brown, 1995; Yeomans, 2003; Aina, 1997; and Mkandawire and Olukoshi, 1995). For instance, Brazil which is considered to be the world eight largest economy produced goods and services worth 783 billion dollars in 1999 (Sambo, 2006). Despite the strength of its economy, most of its citizens are bedeviled with abject poverty. This resulted from social disparity and inequality that placed the rural populace and non-whites at a very disadvantaged social strata and the imposition of Structural Adjustment Programmes (De Carvalho, 2000:5-7; Lewis, 2001). The outcome was the manifestations of inflation, poverty, unemployment, criminality and lack of social security (Sambo, 2006). In 1989, there were anti- IMF policies’ riots in Caracas due to increase in 200 percent in the price of bread by the government. Men and women were killed indiscriminately. In a report from Caracas Morgue about 200 people were killed in the first three days of the class struggle (Financial Times, 1989). However, from unofficial source over 1000 people were killed. In Tunis, there was bread class struggle in January, 1984 largely instigated by the unemployed youth due to rise in the prices of food. Similarly, there existed protest movements in Russian Federation against IMF reforms and storming of Russian parliament in 1993. In Ecuador, there was massive protest movement by the masses against the adoption of US Dollar as their national currency in January, 2000. This phenomenon led to the resignation of their president. Furthermore, in Cochabamba, Bolivia, April 2000, thousands of peasants protested against the privatization of the country’s water resources and the imposition of user fees (Chossudovsky, 2003) 

External Debt and Economic Development in Nigeria
Privatization is aimed at improving the efficiency and profitability of public enterprises as well as reducing their dependence on government (Usman, 1991; UNCTAD, 1995; and Hemming and Mansoon, 1988). Stiglitz (2002) argued that for effective implementation of the programme there is the need to establish an appropriate legal framework, develop market structures and provide infrastructural development. But the privatization that the IMF imposed on Nigeria lacks the criteria established by Stiglitz. Though, privatization increases investment in the Nigerian stock exchange market and the infusion of foreign capital into the country it equally brings unemployment. For instance, Umar (2003) believed that as a result of privatization policy in Nigeria about 80,000 workers lost their jobs. In addition, the state becomes incapable of providing job security to it citizens. This contradicts the provision of welfare services enshrined in the 1999 constitution. Besides, the selling of enterprises to foreign investors provides them the opportunity to dominate the economy of the country. In fact, the imposition of privatization by the powerful nations on Nigeria has eroded the political sovereignty of the state. Furthermore, privatization has increased the prices of goods and services provided by the privatized enterprises. For instance, the privatization of Nigerian Airways has increased the services it provides by 50%. This is the trend in the prices of goods and services in the other privatized enterprises. The situation has created untold hardship on the lives of ordinary Nigerian citizens. Despite the increase in the prices of the goods and services provided by the privatized enterprises their performance in improving the standard of living of the Nigerian citizens left much to be desired.         


Privatization is also an element of SAP. Third world nations confronted with economic crisis have to privatise their public enterprises before they can obtain external loans from the international financial institutions (Monbiot, 2003). Most of the privatised enterprises in Nigeria were established with external loans (Alkali, 1997). These included Flour Mills of Nigeria Plc, Cement Company of Northern Nigeria, Nigerian Dairies Company Limited, Kaduna and others (TCPC, 1993). Over N800 billion was invested in establishing the enterprises (Obasanjo, 1999). But the revenue generated was not sufficient enough to repay the principal and interest on their loans. In fact, their annual returns had been below 10 percent (Obasanjo, 1999). This increases Nigeria’s debt overhang.     


In 1999, there were 588 public enterprises in Nigeria. In these parastatals over 5,000 board members were appointed to manage their affairs. The enterprises were funded with over N 1 trillion (Chigbue, 2006). Despite this, the public utilities accounted for 5 percent GDP deficit and debt payments of over $3 billion were made in 1998. They also accounted for 55 percent non-performing loans to Paris and London Clubs respectively. For instance, Hilton and Sheraton Hotels owed International Financial Institutions $300 million and $250 million, respectively (Chigbue, 2006). This contributed to Nigeria’s debt crisis. Furthermore, public enterprises such as NEPA (PHCN), NITEL, NPA, Paper mills, Stell and Sugar companies were among the most inefficient in the world (Chigbue, 2006). Arguably, a total of $70 billion was invested by the government in 62 enterprises but their services were below 10 percent (Obasanjo, 1999). This was attributed to high level of corruption in the country. About $120 billion was misappropriated and only $1.2 billion was recovered (Ibrahim, 2003). In 2001 fiscal year, Nigeria lost more than N 23 billion in corruption related issues (Saliu and Aremu, 2004).  In fact, corruption increases the debt overhang in Nigeria because in 2003, the country’s external debt reached $31 billion and was attributed partly to corruption (Atoyebi and Mobolaji, 2004). 

During the first phase of privatization, Nigeria generated N 46 billion. Out of this N 3.6 billion represented the profit from the 88 privatized enterprises (Adinuba, 1995; CBN, 1992). From the commercialised enterprises about N 5 billion was realized in 1994 (Adinuba, 1995). For instance, in 1992 the government realised N 89.53 million from the four privatized companies. These included African Petroleum Limited, National Oil Chemical Marketing Company, Flour Mills of Nigeria Limited and United Insurance company Limited (Fasipe, 1990). Similarly in 2001 over N 200 billion was saved from the proceeds of privatization. As a result of privatisation, resources available for distribution through the Fedaration Account also increased. In 2005, the Bureau for Public Enterprises (BPE) contributed N 20 billion to the Account (Chigbue, 2006). Despite this the standard of living of the ordinary Nigerian citizens continues to worsen. 
In the Nigerian Stock Exchange Market shares of the designated enterprises for privatisation are offered for sale. A typical example could be seen in 1997 when 37 new issues of N 4, 207.5 million shares worth N 10, 467.3 million were offered for sales (Ijaiye, 1999). This recorded an increase in the shares and value in the market. This enables the enterprenuers to obtain capital in form of loan from the capital market. Therefore, Privatisation has increased investment in the Nigerian Stock Exchange Market. This reinforces the strength of the capital market to grant more loan facilities to enterrprenuers in the country (Anthony, 2005). However, the 40 percent allocated to the federal government and 40 percent to the Core/Strategic investors and the 20 percent to the entire Nigerian citizens during the first phase of privatisation is a clear testimony that the 20 percent allocated to the generality of Nigerians was geared towards promoting the interest of the dominant class. This is because the dominant class possesses the resources to purchase the shares. Indeed, privatization promotes and protects the interest of the dominant class because as Chirkin et al (1979) argued laws are made in the state to promote the interest of the dominant class. For instance, there are allegations of personal interest in the selection of core investors. The indigenes and government functionaries of the host state of Benue Cement Company rejected Dangote Group of Companies as core investor that was chosen by BPE and approved by NCP (Dinneya, 2006). Similarly, O’dua Group had gone to court to challenge the selection of Blue Circle Co. Ltd as a core investor of West African Portland Cement, Company (WAPCO), (Dinneya, 2006). The implication is that privatization was used for political gains by reassigning property rights from the state to supporters of the ruling party (Dinneya, 2006). Therefore, privatization in Nigeria only widens the gap between the haves and haves not.  Kuna (2007) further argues that privatization in Nigeria expands the property right of the dominant class because it increases their capital accumulative tendencies. 


Privatization aggravates unemployment because privatized enterprises have been restructuring and streamlining employees to reduce cost Verr (1994) and Hayatudeen (1990) because about 50 percent were retrenched (Ijaiya, 1999). For instance, the Nigerian Port Plc whose staff were 19,895 in 1988, reduced to 12,070 in 1991 (Ihimodu, 1995). In addition, Umar (2003) argues that as a result of privatization of public enterprises in Nigeria about 80,000 workers lost their jobs. Similar trends are noticeable in other privatised enterprises from 1988 to 2006. In fact, unemployment has been a serious problem in Nigeria despite the establishment of many employment agencies such as National Directorate of Employment (NDE), Directorate of Food, Roads and Rural infrastructure (DERRI), Better Life Programme (BLP), Family Support Programme (FSP), Family Economic Advancement Programme (FEAP), Peoples Bank and Community Bank, etc (Human Development Report, 1998). The effect of this rise in unemployment is that many people could no long afford the basic necessities of life. This situation makes the affected people to engage in armed robbery, cultism, drug abuse and other anti-social behaviour in order to satisfy their basic needs (Sambo, 2006). Others exploited the situation by causing violence and its alike in order to loot people’s property. Politically, the unemployed are exploited by the political elites and turn to political stooges. Indeed, most of the political violence during the transition to democratic consolidation in the fourth republic involved many unemployed.       

In the 1980s the inadequacy of domestic savings necessitated the government to focus its attention to foreign direct investment as a source of finance for industrial development in the country. Although, foreign direct investment is a mechanism for imperialist control of the weaker nation (Magaji, 2000) it could not only be seen as a source of capital but also as means of achieving employment, skills, technology and export growth (Godwin, 2004). Unlike external debt that ought to be repaid irrespective of the unproductiveness of the project, the refinancing of foreign direct investment depend on the performance of the businesses (Godwin, 2004). Therefore, liberalization policy has resulted to inflow of private investment in the country. For instance, foreign direct investment that was only $50 million in 1999 reached $7.5 billion in 2005 (African Development Report, 2007). In 2007, Nigeria received a net flow of foreign direct investment of $5.2 billion and directed toward energy and banking sectors. Subsequently, in 2009, foreign direct investment stood at $71.59 billion (Wikipedia, 2011). But this was not a good increase. In fact, Nigeria continues to be less attractive to foreign direct investment. This resulted from difficulties of acquiring local inputs, exchange regulation, weak political institutions, unstable macro-economic environment, dilapidated infrastructure, insecurity of life and property and inefficient banking and financial system (Godwin, 2004). Furthermore, empirical study conducted by Salako and Adebusuyi (2001) shows that debt crisis has discouraged foreign direct investment. The authors argued that a rise in one percent in external debt ratio reduces the inflow of foreign investment by 15 percent. Therefore, the level of debt crisis in the country has limited the inflow of foreign direct investment in Nigeria. Obadan (2004) observes that high rate of inflation reduces international competitiveness of exports, foreign exchange earnings and exert pressure on current account and exchange rate. These create unfavourable investment climate. These problems have militated foreign direct investment to impact positively on the lives of the Nigerian citizenry. Moreover dependence on inflow of foreign direct investment as the main engine of economic growth and development in developing countries has the negative impact on capital flight away from the country into the developed countries (Alabi, 2009).    

Trade liberalization allows the influx of Second-Hand cars and motorcycles into the country. This turns Nigeria a dumping ground for second hand goods. However, it provides opportunity for some people to engage in its business. For instance, some Nigerians are engaged in assembling Second-hand cars and motorcycles for sales. These are imported from the developed world. Many are able to procure private and commercial cars at affordable prices. Newly manufactured motorcycles are also imported from Japan and China because of the reduction of import duties on intermediate goods. This has intensified the establishment of “Okada or Kabukabu” in Nigeria. 
Despite the promotion of export by trade liberalization, 90 percent of goods in the Nigerian markets are imported (Alanana, 2004). In fact, in 2005, Nigeria imported about $26 billion of goods and the principal imports were manufactured goods, machinery, transport equipment, chemicals, food and live animals (Wikipedia, 2011). As a result of this Nigeria witnessed a dramatic increase in remittance from the trade debt of $2.3 billion in 2004 to $17.9 billion in 2007 representing 6.7 percent of its GDP. The official remittances were made to United States, United Kingdom, Italy, Canada, Spain, France, Egypt, Equitorial Guinea, Chad, Libya, South Africa and China (Wikipedia, 2011). This has drained the limited resources for investment and socio-economic development in the country.    
The effect of 1999 to 2006 trade liberalization policy could be identified from the contribution of oil and non-oil sector. Nigeria is both a major exporter of crude oil and importer of petroleum products. Although, Nigeria is the eight-largest exporter of crude oil, its imports 90 percent of petroleum products that are consumed domestically. This increases Nigeria’s import bills and contributed to the country’s debt overhang. On the other hand, the contribution of non-oil sector to government revenue increased by 61.2 percent of GDP in 2005. Although, manufacturing industries were encouraged to increase productivity through trade concession, restriction and prohibition of imports and exports, the performance of the industries was less than 5 percent of the GDP in 2006 (African Development Bank Report, 2007). This was caused by the inability of the industries to compete with imported goods, the high cost of production, weak infrastructural facilities, business environment and legal framework (MAN, 2006).  In effect the contribution of non-oil sector to Nigeria’s revenue was not appreciable to repay Nigeria’s external debt. This necessitated the government to deploy its revenue from oil in repayments of its external debt.

The NEEDS trade liberalization scheme also harmonized tariffs with West African Economic Monetary Union (UEMOA) and adopted the ECOWAS Common External Tariffs (CET). This was aimed at reducing uncertainty and unpredictability of trade transactions among ECOWAS countries (Briggs, 2007). This provides opportunity for the member nations to harness their economic potentialities and utilize the conducive and competitive business environment. Although, there are 160 participating companies and 134 products the success of the scheme is hampered by the conduct of informal trade across the border within the member states. The policy is also affected by the failure of some member nations to pay their subscription (WTO and Nigeria Trade Policy Review, 2005).
Within the context of the trade policy, Nigeria also participated in other regional trade liberalization schemes. These include the New Partnership for Africa’s Development (NEPAD), the African Growth Opportunity Act (AGOA) and African Caribbean and Pacific-European Union Economic Partnership Agreement (EPA). For instance, Nigeria’s export to United States under the AGOA was valued at $24.0 billion in 2007 (CBN, 2007). Despite this the expected benefits have not been achieved because of the failure by the Nigerian government to establish institutional mechanisms for translating the regional schemes into objective realities (Saliu, 2005).

Devaluation is an element of SAP.  It was aimed at promoting production as well as providing employment generation (Fadahunsi, 1993). The weaker nations have to devalue their national currencies before qualifying for loan facility (Ayagi, 1997 and Stiglitz, 2003). Devaluation of the Naira started right from 1974 when the government of Yakubu Gowon pegged Naira to Pound Sterling. However, it was not successful because it did not ensure the stability of the Naira. In fact, Naira was overvalued due to oil boom and foreign exchange surpluses. Consequently, the government added French Franc, German Mark, Japanese Yen, Dutch Gulder and Swiss Franc as the exchange rates for the Nigerian Naira (Abdullahi, 1987; and Omoruyi, 1989).

Since the adoption of Structural Adjustment Progrmmes (SAP), there had been smuggling of goods such as wheat, vegetable oils, rice, beans, millet, guinea corn, etc (MAN, 1988). This trend had been conducted in form of informal trade across the borders. The Nigerian citizens had continued to engage in it despite the government ban. This intensifies shortage of food in the country because available foodstuffs are being smuggled outside the country where it has more value. Therefore, devaluation had also encouraged smuggling.


Prior to the devaluation, per capita income was $778 in 1985 but dropped to $359 in 1986, $194 in 1987, $108 in 1989. This trend had continued. This resulted from the negative effect of devaluation. About 67 percent of Nigerians are living below $1 Dollar per day due to decrease in per capita income (Omotola and Omofa, 2005). By implications devaluation of the Naira affects the per capita income of the Nigerian citizens.

Capacity utilization of industries from 1991 to 2000 stood at 42, 38.1, 35, 30.4, 29.1, 36.8, 34, 34.9, 39 and 34 respectively (CBN, Various Issues). This situation had been the trend in the industrialization process in Nigeria because of the rise in the prices of raw materials and inputs. This discouraged the industries to buy the required quantities. Thus, Capacity utilization of industries has been affected by the consequences of devaluation.  In addition the intermittent power supply had decreased the capacity utilization of industries in country (MAN, 2005). The effect of this is that many companies were closed down due to fall in the demand of their products.      

The depreciation in the exchange rate of the Naira to US Dollar resulted to an increase of $4 billion in Nigeria’s external debt between 2002 and 2003 (Iweala, 2003). In fact, depreciation in the exchange rate beyong the control of Nigerian government had continued to jeopardize effective debt management strategy. Thus, in 2003 Nigeria’s external debt that was $32.9 billion rose to $37 billion in 2005 (DMO Databank, 2003 & Punch, 2005). According to the Debt Management Office (2004) Nigeria obtained $13.5 billion external loans from the international financial institutions between 1965 and 2003 and repaid $42 billion to the Paris Club however the country owed the Club more than $25 billion in 2003. Thus, depreciation in the exchange rate of the country’s currency also contributed to Nigeria’s debt crisis. 

In the 1970s and 1980s Nigeria obtained external loan from the World Bank to finance different sectors of it economy (Alkali, 1997). Uniamikogbo (1994) contended that the loans were obtained to finance trade, support balance of payments and achieve socio-economic development. The sectors financed with the loans included agriculture, education, health, industries, transport and communication and water supply. However, the performance of these sectors particularly agriculture and industries in increasing productivity were not appreciable. For instance, Beckman (1980) argued that despite the financing of Programmes such as Agricultural Development Programme (ADP), River Basin Development Authority (RBDAs), Integrated Rural Development Projects (IRDP) and National Accelerated Food Production Programme (NAFPP) with external loans Nigeria experienced shortage of food. Umoren (2001) also argued that the industries financed with external loans were not productive in nature. This made Bangura (1987) and Olukoshi (1986a) to attribute their unproductiveness to the dependence on imported raw materials, absence of forward and backward linkages, concentration of production on light manufacturing industries and payments of import bills. This situation makes the country to import goods. It is against this background that Ogbe (2004) believes that the import bill on food has been on the increase. For instance, it stood at $5.8, $7.8, $11.3 and $7.0 in 1999, 2000, 2001 and 2002 respectively. This trend becomes a continuous attitude by the Nigerian state.  This makes the country to be a dependent and consumer state than a productive one. In fact, this has affected the productive capacity and exchange relations of Nigeria with other countries because the industries financed with loan facilities have not produced enough goods that could be exchanged in the international markets. The implication is that the state becomes incapable of generating meaningful revenue from the industries financed with external loans. This made it difficult to pay the loans. In fact, this constituted a factor for the debt overhang of Nigeria. 

African Recovery (1988), Ojediran (1993a), Sterger (2002), Monbiot (2003), Stigliz (2003) and Wolf (2005) argued that Structural Adjustment Programmes (SAP) is a reform agenda introduced by the IMF and the World Bank on the powerless nations as conditionalities for obtaining external loan. They argue that the reform programmes include devaluation, privatization, trade liberalization and removal of subsidies on social services. The IMF and the World Bank (1988) argued that the adjustment programmes are designed for the third world nations to diversify their economies, control inflation and payment of external debts.  However, Monbiot (2003) believed that the imposition of adjustment programmes by the Bretton Woods institutions as criteria for loan facility contradicts the World Bank Article 10, section 10, which prohibits the Bank from intervening into the domestic affairs of the state (World Bank, 1989).  This erodes their political sovereignties. In addition, the imposition is only peculiar to the powerless nations because the United States though debtor but powerful is not forced by the IMF to reduce it expenditure on social services.  

As argued by Jega (2006) reducing public expenditure has led to the deterioration of social services provided by Nigeria. This indicates state withdrawal from the provision of social services. This contradicts section 14(1) b of the 1999 constitution of the Federal Republic of Nigeria that states that “The security and welfare of the people shall be the primary purpose of government”.  In fact, expenditure cut in social services has been responsible for the deteriorating nature of hospitals and clinics, schools and colleges, electrification projects, water supply, agricultural activities and host of other social services in Nigeria. This adherence to the dictates of the powerful international financial institutions at the detriment of the ordinary Nigerian citizens has eroded the political legitimacy of the leadership in the country


Similarly, the removal of oil subsidy has created contention and interface between the Nigerian state and civil society organizations. The FGN (1986) argued that the adoption of the policy would ensure the attainment of balance budget; encourage efficient utilization of resources; prevent the smuggling and bunkering of petroleum products; and provide social services, creates job opportunities and improve balance of payments. But the civil society organizations opposed the federal government because according to them the policy would only increase the prices of goods and services. In fact, they argued that the burden of the increase falls on the ordinary Nigerian citizens (Ejiofoh, 1988). The debate over the removal of oil subsidy became intensified that the Nigerian Labour Congress (NLC) declared nation-wide strike and students demonstrated over SAP policies and boycotted lectures. It is against this backdrop that the government employed political repressions to deal with the civil society organizations. These included the banning of National Students Association, proscription of ASUU, closure of educational institutions and detaining and imprisoning lecturers and journalists. Despite the political repressions of the civil society organizations they are able to influence/revert some of the policies of the Nigerian state. This is more reflected on halving the prices of petroleum products that were deregulated. In fact, the issue of deregulation of oil subsidy has been a continuous contention between the successive Nigerian governments and civil society organizations. This is because the government is committed to promoting the interest of the international capitalist system at the expense of the citizens.                                                                   

Equally too, external debt an instrument of SAP in all its ramifications has not addressed Nigeria’s industrial crises. Onyeonoru (2003:58) discovers that:

The structure of food, Beverage and Tobacco industries were unimaginably affected. Structurally, these industries experienced serious contraction. Their number in operation reduced from 80 companies in 1986 to 69 in 1992, just six years after the introduction of SAP. Worse, out of the 69 surviving industries only 26 were thriving on the basis of their after-tax profits. The FBT sub-sector industry worst hit by the effect of globalization was the beverage industry, which massively contracted from 40 companies in 1986 to just 25 in 1992 (Onyeonoru, 2003:58).

Onyeonoru concluded that SAP has brought about de- industrialization in Nigeria. This is due to the contradictions in the adjustment programmes. Arguably, the programmes are introduced as mechanism for debt payments. This hinders the attainment of development in the Nigerian state because the available resources are channeled towards the payment of external debt.


Liberal democracy is one of the features of adjustment programmes (Rourke, 2005). Jega (2005) and Holden (1993) argued that liberal democracy endorses political pluralism, protects individual freedom and liberty and allows political representation. They also contend that it respects popular sovereignty, advocates for political equality, popular rule and free market economy. These features prepare and strengthen the entrenchment of democratic values in the country. Though, increasing political participation has become manifest in the Nigerian state, the dividend of democracy has not reached the ordinary Nigerian citizens. This is due to political corruption, prebendal politics and godfatherism that have become the guiding principles in electoral democracy in Nigeria. Besides, Aiyedun (2004) believed that the adoption of adjustment programmes by the Nigerian state provides opportunity for the institutions for global governance and their affiliates to be the watchdogs of certain political issues such as respect for the rule of law, elections and good governance. However, the adoption of liberal democracy has prepared ground for the operation of free market economy. This is because the government through the trade liberalization has provided the powerful capitalist countries the opportunities not only to dominate the economy of the country but also make the Nigerian state a dumping ground for European goods. This explains the unproductive and dependent nature of the country.      
CONCLUSION  

External debts were incurred to finance many economic, social and political sectors in the Nigerian social formation but the outcome of the finances had become a disappointment rather than agent of development. This is because the performance of the sectors in increasing productivity, development of productive forces, social relations of production, exchange relations as well as budgetary allocations to economic and other superstructures that would improve the living standard of the Nigerian masses left much to be desired. This is responsible for the prevalence of debt overhang and debt burden. The situation has created debt crisis that confronted the Nigerian state for over three decades prior to the powerful Paris club debt relief in 2005. In fact, Nigeria’s debt crisis could be attributed to poor lending and inefficient loan utilization, mismanagement of external loans, unequal trade and exchange rate policies, accumulation of arrears and penalties, increase in interest rate, poor debt management; and increase in exchange rate. Others include dependent industrialization, the decline in the prices of oil between 1981 and 1982, lack of effective feasibility studies on project to be financed with external debt, the conspiracy of IFSs/West in assisting the corrupt ruling class to misappropriate external loans and the adoption of Structural Adjustment Programmes (SAP). Consequently, debt crisis has hindered the attainment of growth and development in the country because debt burden had created poverty, unemployment, deterioration of public utilities and falling standard of living of the Nigerian masses. It is against this background that this thesis concludes that external debt retards economic development in Nigeria.
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