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Abstract. This study investigated the effect of components of external financing on economic 
sustainability in Nigeria with a view to determine the effect and decide which options are most 
appropriate in the light of the fact that external financing is still relevant to augment a deficient capital 
base. The Autoregressive Distributed Lag (ARDL) model and Wald Test were employed on the data 
from 1999 Q1 to 2022 Q4. The bounds test revealed that there is a strong long run significant 
relationship between external financing and economic sustainability. Foreign direct investment, foreign 
portfolio investments and official development assistance are the sources that present feasible 
alternatives for Nigeria. Remittances and external loans have produced negative effects in the period 
under study. Thus, it is recommended that the impact of external financing on economic sustainability 
could be enhanced through improvements in the absorptive capacity of the economy and ensuring 
macroeconomic and socioeconomic stability. 
Keywords: External financing, foreign direct investment, economic sustainability, industrial production 
index, savings 
JEL Classification Codes: F21, E23, E21, F24 
 

1. Introduction 
The achievement of economic sustainability has become a contemporary focus of government 

policies globally. The focal point of Africa’s Agenda 2063, and the United Nations’ global 2030 Agenda 
align with the Sustainable Development Goals (SDGs) which have components of economic 
development. However, slowing the wheel of developing economies’ aspirations for economic 
sustainability is the clog of domestic resource gaps. Developing countries grapple with the inherent 
challenge of insufficient domestic capital to finance their requisite development needs. In view of this, 
policy makers have had to contemplate the search for complementary resources and this gives credence 
to external financing (Terefe, 2018; Wako, 2017; Girma & Tilahun, 2022). Some reforms already 
implemented in the developing world depict the adoption of neoliberal policies to allow for opening up 
of the economies in order to attract foreign capital (United Nations Conference on Trade and 
Development - UNCTAD, 2006; Kraay & McKenzie, 2014; Terefe, 2018; Banerjee et al. 2020). 
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Table 1: Descriptive Statistics of Variables 

 



 

Table 2: Unit Root Test 

Variables ADF @ 
Level 

Prob. ADF @ 
1st Diff. 

1% 
Critical 
Value 

5% 
Critical 
Value 

10% 
Critical 
Value 

Prob. Order of 
Integration 
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Table 3: ARDL estimates 
Panel A: Bounds Test Cointegration Result 

Panel B: Short run estimates Coefficient Std. Error T-Stat. Prob.

Panel C: Long run estimates 

et al.
et al. et al.
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Table 4: Diagnostic and Post-Estimation Tests 

Adj. R2 F-statistics Linearity Test Autocorrelation test Heteroscedasticity test 
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