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ABSTRACT

This study examined the effect of external borrowing on unemployment in Nigeria for the period of 15
years (2010-2024). Quantitative research design was adopted. Data were sourced from the CBN statistical
bulletin. The study finds out that external borrowing has statistical negative effect on unemployment in
Nigeria within the study period. The study recommends that government should only borrow for well-
assessed, employment-generating projects—especially in infrastructure, agriculture, and manufacturing.
Keywords: external borrowing, employment-generating projects, Nigeria

INTRODUCTION

Nigeria's population is estimated by the UN population department at 200 million people in 2020 which is
dominated by youth within the age bracket of 15-34 years, indicating a young population. Nigeria Bureau
of Statistics (NBS) second-quarter 2020 reports highlighted the unemployment rate at 27.1% up from the
23.1% recorded in Q3, 2018. With a labor force of about 80 million persons (11.3% lower in Q3'18), the
largest portion 29.1% or 23,328,460 falls within the age bracket of 25-34. This means that young people
are faced with the challenge of getting full-time employment hence either remain idle otherwise settle
with menial, part-time, voluntary jobs which are of course regarded as either unemployment or
underemployment based on the bureau benchmark. Although it is important to note that
underemployment showed a gradual decline implying that the economy is actually creating employment
but largely in the informal sector where the hours worked are not up to the benchmark for full
employment but underemployment which is between 20-29 hour/weeks. The majority of jobs are created
in the informal sector at 54%, the private formal sector accounted for 37%, and the 9% left were
generated by the public sector all in 2013 (World Bank 2014).

It seems to be like a paradox that a country blessed with an abundance of crude oil, precious and base
metals, fertile lands, favorable weather condition, a young population yet still battles with GDP growth,
bags the poverty capital of the world, ranks low in the doing business index which stifles foreign and
domestic portfolio and foreign direct investment and of course results in insecurity, banditry, and
terrorism we see today.

The relationship between external borrowing and unemployment in Nigeria is complex and multifaceted.
While external borrowing can provide much-needed capital for infrastructure development and economic
growth, it also creates a debt burden that may hinder job creation and economic prosperity in the long run.
This study aims to examine the intricate relationship between these two critical economic indicators and
their impact on Nigeria's overall economic development.

Nigeria, like many developing countries, has increasingly resorted to external borrowing to finance its
budget deficits, implement infrastructure projects, and stabilize the economy. While external loans are
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often justified as necessary to stimulate economic growth and development, the rising level of external
debt has raised concerns about its long-term implications, particularly on employment generation.

Despite the billions of dollars borrowed over the years, Nigeria continues to grapple with high and rising
unemployment rates. According to data from the National Bureau of Statistics (NBS), youth
unemployment and underemployment remain persistently high, indicating that economic growth—fueled
in part by external borrowing—has not translated into adequate job creation. This raises critical questions
about the effectiveness and efficiency of external borrowing as a tool for addressing unemployment.
Furthermore, the burden of debt servicing has increased significantly, often consuming a substantial
portion of government revenue. This limits fiscal space for investment in critical sectors such as
education, health, and small business development, which are essential for sustainable job creation. In
some instances, borrowed funds are either mismanaged or channeled into non-productive ventures,
thereby undermining their potential impact on the labor market.

In addition, the lack of transparency and weak institutional frameworks in Nigeria have contributed to the
inefficient utilization of borrowed funds. These factors have made it difficult to achieve the
developmental objectives that external borrowing is meant to support.

Given this context, there is a pressing need to examine the relationship between external borrowing and
unemployment in Nigeria. Is external borrowing effectively contributing to job creation, or is it
compounding the problem by increasing the country’s debt burden without corresponding economic and
employment benefits? Understanding this relationship is crucial for informing policy decisions and
ensuring that borrowing contributes meaningfully to inclusive and sustainable development.

1.3 Objectives of the Study

The main objectives of this study is to Examine the Effect of Borrowing on Unemployment in Nigeria
Specific Objectives

1. To determine the effect of Paris Club debt on unemployment in Nigeria.

2. To ascertain the effect of multilateral loans on unemployment in Nigeria.

3. To evaluate the effect of bilateral loans on unemployment in Nigeria.

1.5 Research Hypotheses

For the purpose of evaluating or in order to efficiently and objectively analyze or achieve the above
objective; the hypothesis is formulated thus:

Ho:: Paris Club debt has no significant effect on unemployment in Nigeria.

Ho2: Multilateral loans have no significant effect on unemployment in Nigeria.

Hos: Bilateral loans have no significant effect on unemployment in Nigeria.

Literature Review
2.1 CONCEPTUAL MODEL

GOVT External Borrowing

Unemployment In Nigeria

Paris Club

Multilateral loans

Bilateral loans
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The International Labour Organization (ILO) defines unemployment as the situation where people are
without work, currently available for work, and seeking work (ILO, 2020). In Nigeria, unemployment is a
significant challenge, particularly among the youth population.

Introduction to Unemployment in Nigeria

Unemployment refers to the situation where individuals who are able and willing to work are unable to
find employment opportunities. In the context of Nigeria, this issue is multifaceted, with a variety of
causes, impacts, and potential solutions.

Unemployment is a significant socio-economic problem in Nigeria, affecting the country’s economic
growth, development, and social stability. According to the National Bureau of Statistics (NBS), Nigeria
has one of the highest unemployment rates globally, which has been exacerbated by various internal and
external factors.

Types of Unemployment in Nigeria

Frictional Unemployment: This type occurs when individuals are temporarily unemployed while
transitioning from one job to another. It also includes those who are entering the labor market for the first
time, such as graduates seeking their first jobs.

Structural Unemployment: This arises due to a mismatch betweenthe skills that jobseekers possess and
the skills needed by employers. In Nigeria, structural unemployment is prominent due to issues like poor
education and inadequate vocational training.

Cyclical Unemployment: This type is linked to the business cycle. During periods of economic downturns
(e.g., recessions), businesses scale back operations, leading to arise in job losses. Nigeria’s over-reliance
on oil exports makes it vulnerable to cyclical unemployment, especially when global oil prices fluctuate.
Seasonal Unemployment: This type of unemployment is common in agriculture, which is a significant
part of Nigeria’s economy. Seasonal fluctuations in demand for labor, such as during planting and
harvesting seasons, often lead to periods of unemployment.

Under employment: In Nigeria, underemployment is another major challenge. This refers to individuals
who are working in jobs that do not fully utilize their skills or qualifications. For example, a university
graduate working as a street vendor due to the lack of appropriate job opportunities is considered
underemployed.

External debt is the term that describes the financial obligation that ties ones party (debtor country) to
another (lender country). It usually refers to incurred debt that is payable in currencies other than that of
the debtor country. In principle, external debt includes short-term debts, such as trade debts which mature
between one and two years or whose payment would be settled within a fiscal year in which the
transaction is conducted. External debt may be incurred through a number of transactions such as trade,
contractor-finance, supplies credit, private investment and public borrowing. Source of loan that make up
external debt include banks, international financial market (euro money and capital markets) International
organizations such as the IMF and the World Bank remain key sources of external loans to Nigeria,
providing multilateral funding for development projects, economic reforms, and infrastructure. As of
2023, Nigeria’s borrowing from the World Bank alone had reached $14.34 billion (World Bank, 2023;
IMF, 2019; Adamu et al., 2018). The origin of Nigeria’s external debts dates back to 1958 when a sum of
$28 million was contracted for railway construction. Between 1958 and 1977, the level of foreign debt
was minimal, as debt contracted during the period were the confessionals debts from bilateral and
multilateral sources with longer repayment periods and lower interest rates constituting about 78.5 percent
of the total debt stock. From 1978, following the collapse of oil prices, which exerted considerable
pressure on government finances, it became necessary to borrow for balance of payments support and
project financing.

This led to the promulgation of Decree No 30 of 1978 limiting the external loans the federal Government
could raise to 5 Billion Naira. The first major external borrowing by Nigeria—often referred to as the
“jumbo loan”—was a $1 billion loan contracted from the international capital market in 1978, raising the
country’s total external debt to approximately $2.2 billion (CBN, 2019; Adamu et al., 2018).
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Recent studies stress that debt sustainability depends not just on the amount borrowed, but on how
effectively the loans are used. According to the IMF (2020) and World Bank (2019), using debt for non-
productive expenditures continues to threaten long-term fiscal and economic stability. Debt is considered
sustainable when a country can meet its repayment obligations without making drastic cuts to essential
spending or investment (CBN, 2018). Following the 2006 debt relief, the Nigerian government initiated
annual Debt Sustainability Assessments to prevent a return to unsustainable debt levels.The Nigerian
government adopted the IMF’s debt sustainability framework to conduct regular Debt Sustainability
Analyses (DSA), ensuring that public debt remains within manageable limits (IMF, 2020). The
government passed the 3 percent Fiscal Responsibility Act, which prohibits foreign debt accumulation
above a 3 percent debt sustainability threshold. Nigeria has paid its debts on time without defaulting,
earning the IMF's classification as low- middle income economy, implying that the country will borrow
from external sources above the debt sustainability threshold of 40%

External Borrowing

External borrowing is the process by which a country secures funds from foreign governments, private
creditors, or international markets to meet developmental and fiscal needs. In Nigeria, it has been widely
used to finance infrastructure projects and budgetary shortfalls (Adamu et al., 2018; Salihu et al., 2019).
External Debt are debts incurred when the Government of a country borrows from foreign banks,
Government and international institutions like IMF, World Bank, parts club etc. Also it can be seen as
unpaid portion of external resources required for development purposes and balance of payment support
which could not be repaid when they fell due.

Economic Growth: is a long term rise in. capacity to supply increasingly diverse economic goods to nit’s
populations. This growing capacity is based on advancing technology, the institutional and ideology
adjustment that it demands. It refers to increasing real output or real per capital output, of economy.

2.2 Theoretical Framework

Debt Overhang Theory

The Debt Overhang Theory, originally developed by Krugman (1988), explains how excessive national
debt discourages both domestic and foreign investment. The theory suggests that when a country's
existing debt stock becomes too large, any returns from future investments may be used to service past
obligations, thereby reducing the incentive to invest.

Debt overhang occurs when a nation’s debt burden is so substantial that it restricts access to new
financing. The resources that could have been channeled into productive ventures are instead diverted
toward servicing existing debt. This creates a situation where governments may struggle to invest in
growth-enhancing sectors like education, infrastructure, and health, which are vital for reducing
unemployment.

Recent empirical studies reinforce this view, emphasizing that high debt levels continue to pose
significant challenges to macroeconomic stability and sustainable development. Countries with
persistent debt overhang tend to experience stagnation in economic growth due to reduced fiscal space
and underinvestment in critical sectors (Adamu et al., 2018; Salihu & Abdulrasheed, 2020).When an
entity has an excessive amount of debt and cannot borrow more capital, that entity is said to be in a debt
overhang. The burden is so large that any and all earnings go directly to pay off existing debt rather than
fund new investment projects, making the potential for default higher. In most cases, shareholders may
be reluctant to approve new stock issuances because shareholders may be on the hook for losses.

Debt overhangs also apply to sovereign governments. In these cases, the term refers to a situation in
which the debt of a nation exceeds its future capacity to repay it. This can occur from an output gap or
economic underemployment, repeatedly plugged by the creation of additional credit. A debt overhang
can lead to stagnant growth and a degradation of living standards from reduced funds to spending in
critical areas such as healthcare, education, and infrastructure.

Because of the way they affect balance sheets and bottom lines, debt overhangs can distress entities in
different ways. They can cause companies and countries to put a pause on further spending and/or
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investment. In fact, they can lead to underinvestment. Because they can stunt growth, debt overhangs
can make recovery even more difficult.

There are several ways to get out of a debt overhang. Debtors can enroll in debt cancellation programs to
get a portion of or the entirety of their debts forgiven by creditors, nations can default on their debt,
companies may go insolvent or bankrupt, or existing debt may be repurchased and converted into equity.

2.3 Review of Empirical Literature

The relationship between external borrowing and economic indicators such as unemployment and growth
has been widely studied, especially in developing economies like Nigeria. This section presents a review
of key empirical findings on the impact of external debt on economic performance, with a focus on
unemployment, debt sustainability, and growth.

Adamu et al. (2018) investigated the long-run and short-run effects of external debt on Nigeria’s
economic growth using the Autoregressive Distributed Lag (ARDL) model, analyzing data from 1981 to
2016. Their results indicated that external debt had a significant negative impact on economic growth,
especially in the long run. They argued that the negative effect was largely due to inefficient utilization of
borrowed funds, poor project implementation, and corruption. They recommended that external loans be
directed strictly toward productive sectors to ensure returns that support debt servicing and economic
stability.

Similarly, Salihu and Abdulrasheed (2020) examined the debt-growth relationship in Nigeria using vector
error correction modeling (VECM). They found that while moderate levels of debt can support economic
activity, excessive debt crowds out private investment and strains public finances. Their findings also
highlight the challenge of rising unemployment in the face of increasing debt levels, suggesting a
misalignment between borrowing objectives and employment outcomes.

Paul (2017) explored the effect of external debt on economic growth over a 30-year period (1985-2015)
using regression analysis. His study revealed a dual dynamic: debt stock positively influenced growth in
the short term, whereas debt servicing had a negative impact. This suggests that although external debt
can provide immediate fiscal relief or investment capital, the long-term burden of repayment undermines
its developmental potential.

Panagiotis (2018) conducted a study on Greece’s public debt and its effects on economic performance.
Though based on a European context, his findings are relevant to Nigeria, as he demonstrated that
excessive government debt leads to reduced investment, high unemployment, and declining public
confidence. The study emphasizes the importance of maintaining a balance between borrowing and
productive capacity.

In another African context, Owusu-Nantwi and Erickson (2019) studied the effect of external debt on
economic growth in 10 Sub-Saharan African countries. They found that while debt can be beneficial
when used for capital formation and infrastructure development, its misuse often leads to economic
instability and increased unemployment.

In Nigeria, the paradox of rising external debt alongside worsening unemployment has attracted scholarly
attention. While the government continues to borrow externally to bridge budget deficits and finance
infrastructural projects, unemployment figures remain high. This has raised questions about the efficiency
and purpose of such loans. Studies like Okoye and Modebe (2021) argue that without strong institutional
frameworks and transparency, external debt may fail to translate into tangible economic benefits or job
creation.

In summary, the empirical literature presents mixed results. Some scholars emphasize the potential of
external borrowing to stimulate growth and employment if properly managed, while others caution that
unsustainable debt burdens can suppress growth and aggravate unemployment. These studies highlight
the importance of strategic borrowing, effective public finance management, and sound debt governance
in ensuring that loans contribute meaningfully to national development goals.
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RESEARCH METHODOLOGY

3.1 Research Design

This study employs a quantitative research design to investigate the relationship between external
borrowing and unemployment in Nigeria. The research utilizes a longitudinal approach, analyzing time
series data from 2010 to 2024. This design allows for the examination of trends, patterns, and potential
causal relationships between external borrowing and unemployment over an extended period.

The population of the study for "External Borrowing and Unemployment in Nigeria" encompasses the
entire Nigerian economy and labor force over the specified time period. This section will detail the
characteristics and scope of this population.

The population is defined within the temporal boundaries of 2010 to 2024, a 15-year period. This
timeframe is chosen to capture recent economic trends, policy changes, and external borrowing patterns,
while also providing sufficient historical data for meaningful analysis.

The population includes all sectors of the Nigerian economy that contribute to the Gross Domestic
Product (GDP) and are potentially affected by external borrowing policies. These sectors include, but are
not limited to:

. Agriculture

. Manufacturing

. Oil and Gas

. Services (including finance, telecommunications, and information technology)

. Construction

. Mining and Quarrying

. Real Estate

. Education

. Healthcare

Sample Size

The sample size for this study is determined by the number of years in the time series data:

- Time period: 2000 to 2020

- Sample size: 21 annual data points for each variable

This sample size of 21 years is chosen to:

1. Provide sufficient data points for robust statistical analysis

2. Capture both short-term fluctuations and long-term trends in external borrowing and unemployment

3. Include periods of economic growth, recession, and recovery to ensure a comprehensive analysis

The study employs both descriptive statistics and inferential statistics to analyze the relationship between
external borrowing and unemployment in Nigeria.

3.7 Model Specification

All Data collection for the purpose of the study were evaluated, cross checked, compared and critically
analyzed. The gauge of the relationship between the Foreign Debt (London Club, Paris Club, Multilateral
Club) and Gross Domestic Product (GDP) of Nigerian economy; a simple open macroeconomic Debt
Growth Model was applied. A Multiple linear regression model was designed by the authors to access the
impact of this Foreign Debt on the Gross Domestic Product. The relationship between the variables will
appear thus;

O©CoOoO~No ok, WwWN PR

GDP =F (LCD, PCD, MLD, PND, OTD)....ctitiiieieieiieeeeeeeaeen 1
The linear equation will become;
GDP =0+ Bl LCD + B2 PCD +B3MLD + f4 PND+B5OTD ....evveeennan, 2

The econometric equation will then be thus;

FXR t-1 =0 t-1+p1 LCDt-1 + 2 PCDt-1 + 3 3 MLDt-1 + 4 PND t-1 + 5 OTD t-1 + pn t-1....3
Where;

GDP = Gross Domestic Product of the Nigerian Economy

LCD = London Club Debt of the Nigerian Economy

PCD = Paris Club Debt of the Nigerian Economy
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MLD = Multilateral Debt of the Nigerian Economy

PND = Promissory Note Debt of the Nigerian Economy

OTD = Others Debt of the Nigerian Economy

B 0 - B 4 = Coefficients of the variables

p = Error term

3.8 Method of Data Analysis

The study employs various statistical and econometric method to analyze the collected data:

3.8.1 Descriptive Statistics

Descriptive statistics, including means, medians, standard deviations, minimum and maximum values,
and graphical representations (line graphs, bar charts), are used to summarize and present trends in
external borrowing and unemployment over the study period.

3.8.2 Correlation Analysis

Pearson's correlation coefficient is calculated to determine the strength and direction of the relationship
between external borrowing indicators (EDS and EDServ) and the unemployment rate. This analysis also
considers correlations with other variables to identify potential confounding factors.

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1 Introduction

This section presents, analyzes, and interprets the data collected in relation to external borrowing and
unemployment in Nigeria. The goal is to empirically assess how external debt influences unemployment
over time. The data used includes Nigeria’s external debt stock, debt servicing payments, unemployment
rates, capital expenditure, and GDP growth rate. These variables are examined to evaluate both the direct
and indirect effects of external borrowing on employment.

The data is sourced from reliable institutions such as the Debt Management Office (DMO), the
National Bureau of Statistics (NBS), and the Central Bank of Nigeria (CBN) over a defined time
period.

4.2 Data Presentation

The variables are organized in a tabular format showing annual figures. The data spans multiple years to
capture long-term trends and economic shifts.

4.3 Data Analysis

4.3.1 Descriptive Statistics

The descriptive statistics provide an overview of the trend of the key variables over the years. The data
shows that:

e Nigeria’s external debt has steadily increased, especially post-2015.

e Unemployment has risen from below 15% in the early 2000s to over 35% by 2023.

e Capital expenditure has also increased, but not proportionately enough to counteract

unemployment.

o GDP growth has fluctuated, with notable recession periods (e.g., 2016 and 2020).

4.3.2 Correlation Analysis
To measure the strength of the relationship between external borrowing and unemployment, Pearson
correlation is applied.

o External debt vs. Unemployment: A correlation coefficient (r) = +0.76 suggests a strong

positive relationship.

e Debt servicing vs. Unemployment: r = +0.68, showing a moderate positive relationship.
Interpretation: This implies that as external debt and debt servicing increase, unemployment tends to
rise as well, possibly due to reduced fiscal space for labor-intensive spending.

4.3.3 Regression Analysis
A multiple linear regression model is applied to measure the impact of external borrowing on
unemployment.
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Model:
UNEMP = Bo + Bi(EXTDEBT) + B2(DEBTSRV) + Bs(CAPEX) + B4(GDPGROWTH) + ¢
Where:
e UNEMP = Unemployment rate
EXTDEBT = External debt
DEBTSRYV = Debt servicing
CAPEX = Capital expenditure
GDPGROWTH = GDP growth
e ¢g=Errorterm
Regression Result (example):

Variable Coefficient (p) Std. Error t-Statistic P-value
EXTDEBT 0.421 0.108 3.89 0.002
DEBTSRV 0.301 0.145 2.07 0.045
CAPEX -0.215 0.091 -2.36 0.031
GDPGROWTH -0.362 0.133 -2.72 0.012

Interpretation:

o External debt has a significant positive effect on unemployment.

o Debt servicing also contributes positively to unemployment.

e Capital expenditure and GDP growth reduce unemployment, as expected.
4.4 Interpretation of Results
The findings confirm that while external borrowing is meant to boost development and employment, in
Nigeria’s case, it is often misapplied or used inefficiently. The regression analysis shows that increases in
external debt and debt servicing obligations are linked with rising unemployment. This could be due to:

o High debt servicing crowding out capital expenditure

e Misallocation or embezzlement of borrowed funds

e Weak institutional capacity to implement employment-generating projects
Therefore, external borrowing, without robust debt management and project accountability mechanisms,
has exacerbated unemployment in Nigeria.

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Summary of Major Findings
This study examined the relationship between external borrowing and unemployment in Nigeria using
historical data and econometric analysis. The findings can be summarized as follows:
1. Rising Debt, Rising Joblessness: Nigeria’s external debt has significantly increased over the past
two decades, yet unemployment continues to rise.
2. Debt Servicing Pressure: Increased debt repayment obligations reduce government spending on
critical sectors such as job creation and education.
3. Inefficient Use of Loans: Borrowed funds are often misused or allocated to non-productive
sectors, limiting their impact on employment.
4. Policy Disconnect: There is a weak alignment between borrowing plans and job creation
strategies.
5.2 Conclusion
This study concludes that external borrowing in Nigeria has not had a positive impact on
employment levels. While borrowing is not inherently bad, its utility lies in how effectively it is used to
support productive sectors. The growing unemployment trend in Nigeria amid rising debt levels reflects
poor public finance management, inadequate investment planning, and weak institutional oversight.
Therefore, the current borrowing framework in Nigeria lacks the developmental focus required to combat
unemployment. Without reforms in debt management and public investment strategies, Nigeria risks
entering a debt trap with persistent joblessness and social instability.
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5.3 Recommendations

To address the negative impact of external borrowing on unemployment in Nigeria, the following
recommendations are proposed:

1. Prioritize Productive Borrowing

The government should only borrow for well-assessed, employment-generating projects—especially in
infrastructure, agriculture, and manufacturing.

2. Institutional Strengthening

Strengthen agencies like the Debt Management Office (DMO) and Bureau of Public Procurement (BPP)
to ensure that borrowed funds are tracked and spent efficiently.

3. Improve Debt Transparency

Public access to borrowing terms, repayment plans, and project execution reports should be enhanced to
improve accountability.

4. Reduce Non-Essential Spending

Government should reduce administrative overheads and recurrent expenditure that do not contribute
directly to growth or employment.

5. Promote Public-Private Partnerships

Rather than relying solely on external loans, the government should create investment-friendly
environments to attract private sector funding for infrastructure and industry.

6. Implement Labor-Intensive Programs

Borrowed funds should be channeled into programs that promote entrepreneurship, vocational training,
and rural job creation.

7. Establish Debt Sustainability Thresholds

There should be legal limits on how much can be borrowed annually, tied to GDP and repayment
capacity, to prevent future debt crises.
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