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ABSTRACT 

 

The North African countries namely Algeria, Egypt, Mauritania, Morocco and Tunisia 

rely heavily on external funds for financing its development. Such external funding 

usually takes the form of external loans. This study advances the argument that the real 

problem that impedes the process of economic growth is the challenge of inadequate 

real resources for capital formation, due to high external debt servicing. The mounting 

debt stocks have discouraged the inflow of foreign capital in the form of Foreign Direct 

Investment (FDI) for fear of macroeconomic distortions. It is scarcely surprising that 

high debt-service obligation has not only made North African economies to perform 

poorly but also to rely heavily on foreign sources of budgetary support, thereby creating 

an unending cycle of economic crisis. In a nutshell, this study used a simultaneous 

equations model to test the process of interaction between FDI inflows, external debt 

service and economic growth. The analysis uses the Three Stage Least Square and panel 

cointegration test to investigate the relationship between debt service, FDI inflow and 

other determinants and economic growth. The results showed a negative sign and 

significant relation between debt service and economic growth. The results also show 

that FDI inflows play an important role and increased the economic growth. The 

interaction variables between debt crisis with FDI inflows, debt crisis and domestic 

saving show a negative effect on economic growth in some countries and a positive 

effect on economic growth in others. In terms of policy, the governments should 

promote rational and proper utilization of resources, while trying to get more concession 

on newly acquired debt inflows. It also indicates that policymakers should act early 

when choosing to lean against credit booms, before the debt service reaches critical 

levels.  

 

 

Keywords: debt service, capital inflows, multi-simultaneous equation, panel 

cointegration, economic growth 
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ABSTRAK 

 

 

Negara-negara Afrika Utara seperti Algeria, Mesir, Mauritania, Maghribi dan Tunisia 

amat bergantung kepada dana luar untuk membiayai pembangunannya. Pembiayaan luar 

seperti ini biasanya dalam bentuk pinjaman luar negara. Kajian ini mengutarakan hujah 

bahawa masalah sebenar yang menghalang proses pertumbuhan ekonomi adalah cabaran 

dari segi sumber sebenar yang tidak mencukupi untuk pembentukan modal, kerana 

khidmat hutang luar negara yang tinggi. Peningkatan dalam stok hutang  tidak 

menggalakkan aliran masuk modal dalam bentuk pelaburan langsung asing (PLA) 

kerana  bimbangkan keherotan ekonomi makro. Adalah tidak menghairankan bahawa 

obligasi terhadap khidmat hutang yang tinggi bukan sahaja telah membuatkanekonomi 

Afrika Utara berprestasi lemah tetapi juga terpaksa bergantung sepenuhnya kepada  

sokongan belanjawan sumber asing, dan keadaan ini mewujudkan kitaran krisis 

ekonomi yang tidak berkesudahan. Secara ringkasnya, kajian ini menggunakan model 

persamaan serentak untuk menguji proses interaksi antara aliran masuk PLA, khidmat 

hutang luar dan pertumbuhan ekonomi. Data kajian akan dianalisis menggunakan ujian 

Kuasa Dua Terkecil Tiga Peringkat dan ujian kointegrasi panel untuk menyiasat 

hubungan antara khidmat hutang, aliran masuk PLA serta penentu lain dan pertumbuhan 

ekonomi. Keputusan menunjukkan tanda negatif dan hubungan yang signifikan antara 

khidmat hutang dan pertumbuhan ekonomi. Dapatan kajian juga menunjukkan bahawa 

aliran masuk PLA memainkan peranan yang penting dan telah meningkatkan 

pertumbuhan ekonomi. Pembolehubah interaksi antara krisis hutang dengan aliran 

masuk PLA, krisis hutang dan tabungan domestik menunjukkan kesan negatif ke atas 

pertumbuhan ekonomi di beberapa buah negara dan kesan positif kepada pertumbuhan 

ekonomi di negara-negara yang lain. Dari segi dasar, kerajaan harus menggalakkan 

penggunaan sumber secara rasional dan sebaik-baiknya, disamping cuba mendapat lebih 

konsesi untuk aliran masukperolehan hutang yang baharu.Hal ini juga menunjukkan 

bahawa pembuat dasar perlu bertindak awal apabila memilih untuk bersandar kepada 

hutang yang banyak, sebelum khidmat hutang sampai ke tahap kritikal.  

 

Kata kunci: khidmat hutang, aliran masuk modal, persamaan serentak berbilang,   

kointegrasi panel, pertumbuhan ekonomi 
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CHAPTER ONE 

 

INTRODUCTION 

 

This chapter outlines the introduction of the thesis. In this context, the rationale of the 

study is presented in the form of a problem statement, research questions and research 

objectives. The importance and scope of the study are also outlined in this chapter. The 

chapter closes with the research organization. 

 

1.1   Background of the Study  

At the global scene, external debt and foreign direct investment (FDI) have been 

considered as major sources of capital financing. FDI is the main form of capital inflow 

to many countries, while nations experiencing account deficit are advised to borrow 

funds, external debt, from the international community to boost their economic growth 

(Malik, Hayat and Hayat, 2010).   Unfortunately, external debt and its repayment have 

become a hindrance to several developing North African countries’ economic growth 

like in Algeria, Egypt, Mauritania, Morocco and Tunisia. As noted by Malik et al., 

(2010), in the past thirty years, it has been seen that foreign debt had been the major 

culprit in the decline in investment and growth performance of many countries. 

International debt can be likened to unnecessary tax paid by future generations on 

wasted services; in addition, the rise of debt servicing ratio can adversely affect 

economic growth of any country (Chowdhury, 1994). 

 



The contents of 
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only 



 

179 

 

REFERENCES 

ADB, (2012), Economic and social challenges beyond the revolution,The African 

Development Bank (AFDB) Group, Tunis-Belvedere. 

Abdullah, H., Habibullah, M.S., & Baharumshah, A.Z. (2008). Fiscal Policy, 

Institutions and Economic Growth in Asian Economies: Evidence from the 

Pedroni’s Cointegration Approach. International Journal of Business and 

Management. Vol 3(4), 107-126. 

Adepoju, A. A., Salau, A.S., & Obayelu, A. E. (2007). The effects of external debt  

management on Sustainable economic growth and development: Lessons from 

Nigerial, Munich Personal RePEC Achieve (MPRA), Paper No. 2147. [On-line] 

Retrieved from http://ideas.repec.org/p/pra/mprapa/2147.html.  

Adegbite, E. O., Ayadi, F. S., & Ayadi, O. F. (2008).The impact of Nigeria’s external 

debt on economic growth. International Journal of Emerging Markets, 13(3), 

285-301. http://dx.doi.org/10.1108/17468800810883693 

African economic outlook (2013). Structural Transformation And Natural Resources. 

OECD Development Centre 

Aisen, A., &Veiga, F.J. (2011).How does political instability affect economic growth? 

International Monetary Fund,WP/11/12 

Basmann, R. (1957). A generalized classical method of linear estimation of 

coefficients in a structural equation. Econometrica 25, 77–83. 

Calvo, G., Leiderman, L., &Reinhart, C. (1994). The capital inflows problem: 

concepts and issues. Contemporary Economic Policy 12(3): 54–66. 

Cass, D. (1965). Optimum growth in an aggressive model of capital accumulation. 

Review of Economic Studies, 32: 233-240. 

Central Bank of Egypt (2004). Annual Report 2003/2004.   



 

180 

 

Chenery, B., & Strout, A.M. (1966). Foreign Assistance and Economic, American 

Review, 56(4), (1966), 679–733.  

Chowdhury, K. (1994). A Structural analysis of external debt and economic growth: 

Some evidence from selected countries in Asia and the Pacific. Applied 

Economics, 26: 1121-1131 

Christopoulos, D.K., &Tsionas, E.G. (2003). Testing the Buchaman-Wagner 

hypothesis: European evidence from panel unit root and cointegration tests. 

Public Choice 115, 439-453. 

Christopoulos, D.K., &Tsionas, E.G (2004). Financial development and economic 

growth: evidence from panel unit root and cointegration tests. Journal of 

Development Economics 73, 55-74. 

Cleassens, S., Detragiache, E., Kanbur, R., &Wickham, P. (1996). Analytical aspects 

of the debt problemsof heavily indebted countries. World Bank Policy Research 

Working Paper, number 1618 

Cunningham, R.T. (1993). The effects of debt burden on economic growth in heavily 

indebted nations, Journal of Economic Development, 18 (1), 115-126. 

Demetriades, P., &Law, S.H. (2006). Finance, Institutions and Economic 

Development. International Journal of Finanace and Economics, 11, 1-16. 

Dreger, C., &Reimers, H.E. (2005). Health care expenditures in OECD countries: A 

panel unit root and cointegration analysis. The Institute for the Study of labour 

(IZA)  Discussion Paper No. 1469 

Domar, E.(1946). Capital expansion, rate of growth, and employment. Econometrica, 

14 (2), 137-47 

Effendi, M. (2001). External debt and growth of developing countries. A published 

PhD Thesis at the University of Oklahoma, Oklahoma, USA 



 

181 

 

Engle, R.F., &Granger C.W.J. (1987). Cointegration and error correction: 

Representation, estimation and testing.  Econometrica 55(2), 251-276. 

Ezirim, C.B., Anoruo, E., & Muoghalu, M.I. (2006). The Impacts of external debt 

burden and foreign direct investment remittances on economic growth: 

empirical evidence from Nigeria. African Economic and Business Review, Vol. 

4(1), 1109-5609 

Elbadawi, I., benno, N., & Njuguna, N. (1996). Debt overhang and economic growth 

in Sub-Saharan Africa. In: Iqbal, Zubir and Ravi (Editors) external finance for 

low-income Countries. Washington DC: IMF Institute.  

Eid F., & F. Paua. (2002). Foreign direct investment in the arab world: the changing  

investment landscape.Working Paper Series. Beirut: School of Business, The 

American University.  

Fauzi Hussin & Nooraini Saidin. (2012). Economic growth in ASEAN-4 countries: A 

Panel Data Analysis. International Journal of Economics and Finance; Vol. 4 

(9). 119-129 

Feder, G. (1982). On exports and economic growth. Journal of Development 

Economics (12): 59-73. 

Fosu, A. K. (1999). The external debt burden and economic growth in the 1980s:  

evidence from Sub-Saharan Africa. Canadian Journal of Development Studies, 307-

318 

Geiger L.T. (1990). Debt and economic development in LatinAmerica. The .Journal 

of Developing Areas, Vol. 24, pp. 181·194. 

Glick, R. and Rose, A.K. (2002). Does a currency union affect trade? The time series 

evidence. European Economic Review, Vol. 46, pp. 1125-1151. 



 

182 

 

Gutierrez L. (2003). One the power of panel cointegration tests: a Monte Carlo 

comparison. Economic Letters,  80, 105-111. 

Hadri, K. (2000). Testing for stationarity in heterogeneous panel data. Econometrics 

Journal 3, 148– 161. 

Harrod, R.(1939). An essay in dynamic theory. Economic Journal. 49 (1), 14-33. 

Hatemi, A., &Irandoust, M. (2005). Foreign AID and economic growth: New 

evidence from Panel Cointegration. Journal of Economic Development, 30(1), 

71-80. 

Hurlin, C. (2004). Nelson and Plosser Revisited: A Re-Examination using OECD 

Panel Data. Working paper, Universite Paris IX Dauphine. 

Im, K.S., Pesaran, M.H., &Shin, Y. (1997). Testing for unit roots in heterogeneous 

panels. Discussion Paper, University of Cambridge, December. 

Im, K.S., Pesaran, M.H., &Shin, Y. (2003). Testing for unit roots in heterogeneous 

panels. Journal of Econometrics 115: 53-74.. 

IMF, (2003). External debt statistics guide for compilers and users. pp. i-xv1 and 1-3 

Washington D. C. 

International Monetary Fund (2011). About HIPC Documents. Retrieved 

https//www.imf.org/external/NP/hipc/about html#1: 13 March 2011. 

International Monetary Fund (2005). Arab Republic of Egypt: Selected Issues.IMF 

Country Report, No. 05/179  

International Monetary Fund (2010). Morocco: 2009 Article IV Consultation—Staff 

Report; Public Information Notice on the Executive Board Discussion; and 

Statement by the Executive Director for Morocco. IMF Country Report, No. 

10/58. 



 

183 

 

Karagöl, E. (2002). The causality analysis of external debt service and GNP: The 

Case  of Turkey. Central Bank Review 1:39-64 

Koopmans, T. C.(1965). On the concept of optimal economic growth. The 

Econometric Approach to Development Planning. Amsterdam: North Holland. 

Koutsoyiannis. A.(1977). Theory of econometrics 2 edition. Harper & RowPublishers. 

Inc. Great Britain. 

Knight, F.H. (1944). Diminishing returns from investment. Journal of Political  

Economy, 52, March, 26-47 

Kumari, S. (2004). The saving-investment correlation and capital mobility in Asia. 

unpublished article: PhD thesis. 

Levin, A.,& Lin, C.F. (1992). Unit roots test in panel data: Asymptotic and finite 

sample properties. Discussion Paper 92- 93, University of California. 

Levin, A., Lin, C.F., &Chu, J. (2002). Unit root test in panel data: asymptotic and 

finite sample properties.  Journal of Econometrics, 108, 1-24. 

Levy, A., & Chowdhury, K. (1993). An integrative analysis of external debt, 

capitalaccumulation and production in Latin America, Asia-Pacific and Sub-

Saharan Africa. Journal of Economics and Finance, 17(3), 105-119.  

Lipset, S. M. (1959). Some social requisites of democracy: Economic development 

and political legitimacy.  American Political Science Review, 53 (1), 69-105. 

Lyoha, M.A. (1999). External debt and economic growth in sub-Saharan African 

countries: An econometric study. AERC Research Paper 90, African Economic 

Research Consortium, Nairobi.  

Lucas, R. E. (1988). On the mechanics of economic development. Journal of 

Monetary Economics, 22: 3-42. 



 

184 

 

Lynch, M. (2012). The Arab uprisingprogram on Arab reform and democrac. pp. 1-4. 

Retrieved from http://arabreform.stanford.edu/events/the_arab_uprising) 

Malik, S., Hayat, M. U., & Hayat, M. K. (2010). External debt and economic growth: 

empirical evidence from Pakistan. International Research Journal of Finance 

and Economics, Vol. 44, pp.88-97. 

Mankiw, G., Romer, D., &Weil, D. (1992). A contribution to the empirics of 

economic growth. Quarterly Journal of Economics 107, 407-437. 

Maddala, G.S., &Wu, S. (1999). A comparative study of unit root tests with panel 

data and a new simple test. Oxford Bulletin of Economics and Statistics, 61, 

631-652. 

Malthus, T.R. (1798). Essay on the principle of population: Electronic scholarly 

publishing project. Retreived from http://www.esp.org in July2012. 

Metwally, M.M, &Tamaschke, R. (1994). The interaction among foreign debt, capital 

flows and growth; case studies, Journal of Policy Modelling, 16 (6), pp.597-

608. 

McCoskey, S.K., &Selden, T.M. (1998). Health care expenditures and GDP: Panel 

data unit root test results. Journal of Health Economics 17, 369-376. 

Moyo D (2009). Dead aid: Why aid is not working and how there is another way for 

Africa. The Penguin Group, London 

Morisset, J. (1991) Can debt reduction restore economic growth in highly 

indebtedcountries? Revie D’economique Politique, 101, pp. 639-666. 

Nakatani, P., &Herrera, R. (2007). The South has already repaid its external debt to 

the North: But the North denies its debts to the South, Monthly Review, An 

Independent Socialist Magazine, Vo; 57 (2).  

http://arabreform.stanford.edu/events/the_arab_uprising


 

185 

 

Nguyuru H.I., &Lipumba, (1999). Debt Relief and Sustainable Developnent in Sub-

Sahara Africa, Paper presented at the fifth Group Meeting on Financial Issues 

of Agenda 21 Nairobi Kenya, December 1999. 

Nelson, R.R., &Sampat, B.N. (2001). Making sense of institutions as a factor shaping 

economic performance. Journal of Economic Behaviour & Organization, 44, 

31-54. 

North, D. (1990). Institutions, institutional change and economic performance. 

Cambridge University Press. 

North, D.C., &Thomas, R.P. (1973). The Rise of the Western World: A New Economic 

History. Cambridge University Press.  

O’Connell (1998). The overvaluation of purchasing power parity. Journal of 

International Economics 44, 1-19. 

Olgun, H. Disbudak, U., &Okem, G. (1998) Macroeconomic interactions among 

capitalinflows, debt servicing and growth, paper presented in Middle East 

Technical University(METU) II Economic Conference, Ankara 

Patenio, J.A., & Tan-Cruz, A., (2007). Economic growth and external debt  servicing 

of the Philippines: 1981-2005. 10
th

National Convention on Statistics (NCS). 

Phillips, P.C.B., &Hansen, B.E. (1990). Statistical inference in instrumental variables 

regression with I (1) processes. Review of Economic Studies, 57, 99-125 

Pedroni, P. (2004). Panel cointegration: Asymptotic and finite samples properties of 

pooled time series tests with an application to the PPP hypothesis. Econometric 

Theory 20, 597-625. 

Pedroni, P. (1996). Fully Modified OLS for heterogenous cointegrated panels and the 

case of purchasing power parity. Working paper, North American Econometric 

Society Summer Meeting. 



 

186 

 

Pedroni, P. (1999). Critical Values for cointegration Tests in Heterogeneous Panels 

with Multiple Regressors,” Oxford Bulletin of Economics and Statistics Special 

Issue 61:653-678. 

Pedroni, P. (2001). Purchasing power parity tests in cointegrated panels. The Review 

of Economics and Statistics, 83(4), 727-731. 

Pedroni, P. (2000). Fully modified OLS for heterogeneous cointegration panel. in 

nonstationary panels, panel cointegration and dynamic panels,Advances in 

Econometrics 15, 93-130. 

Patenio, J.A.S., & Tan-Cruz, A. (2007). Economic growth and external debt servicing 

of the Philippines: 1981-2005. 10th National Convention on Statistics (NCS). 

Rabobank Group Annual Report (2007), retrieved from http:// www.robabank.com  

Rahman,  M. M., Bashar,  M. A.,&Dey,  S. (2012). External debt and gross domestic 

product In Bangladesh: A co-integration analysis. Management Research and 

Practice,Vol. 4 Issue 4, 28-36. 

Ram, R. (1986). Government Size and Economic Growth: A New Framework and 

some evidence from Cross-Section and Time-Series Data. American Economic 

Review, 76:1. 

Ramirez, M.D., & Nazmi, N. (2003). Public investment and economic growth in Latin 

America: An Empirical Test. Review of Development Economics, 7, 115-126 

Ricardo, D. (1817). On the Principles of Political Economy and Taxation. Variorum 

edition inP. Sraffa, ed., Works & Correspondence of DavidRicardo, Vol. I. 

Cambridge: CambridgeUniversity Press, 1951 

Rivlin P. (2001). Economic policy and performance in the Arab world. London: 

Lynne Rienner. 



 

187 

 

Rockerbie, D. W. (1994). Did debt crisis cause the investment crisis? Further 

Evidence. Applied Economics,  (26): 731-738 

Romer, P. (1986). Increasing Returns and Long-Run Growth. Journal of Political 

Economy, 94(5): 1002-1037. 

Ruxanda, G., &Muraru, A. (2010). FDI and economic growth: Evidence from 

simultaneous equation models. Romanian J. Econ. Forecasting, 1: 45-57. 

Smith, A. (1776). An Inquiry into the Nature and Causes of the Wealth of Nations. 

Edited by Cannan. New York, NY: Modern Library. 

Sawada, Y. (1994). Are the heavily indebted countries solvent? Tests of inter 

temporal borrowing constraints. Journal of Development Economics, (45): 325-

337.  

Savvides, A. (1992). Investment slowdown in developing countries during the 1980s:  

Debt overhang or foreign capital inflows. Kyklos, 45 (3): 363-378 

Schwert, G.W. (1989). Test for unit roots a Monte Carlo investigation. Journal of 

Business and Economic Statistics, 7, 147-159.  

Schumpeter, J. (1934). The theory of economic development. Cambridge, Mass. 

Harvard University Press. 

Solow, R. M. (1956). A contribution of the theory of economic growth. 

QuarterlyJournal of Economics 70: 65-9. 

Swan, T.W. (1956). Economic growth and capital accumulation. Economic Record, 

36, 334-361. 

Theil, H. (1953). Estimation and simultaneous correlation in complete equation 

systems. Mimeo. The Hague: Central Planning Bureau 

Todaro, M., & Smith, S. (2006) economic development(9
th

 ed); Addison-Wesley, 

London 



 

188 

 

United Nations Economic Commission for Africa (Eca-Na/Ice). (2013). Economic 

and social conditions in North Africa 2011-2012. Retrieved 

http://www.uneca.org/sites/default/files/document_files/ice-2013-survey2011-

2012.pdf 

Uremadu S.O. (2006). Core determinant of financial Savings in Nigeria: An empirical 

analysis for National monetary Policy Formulation. International Review of 

Business Research Papers.Vol 3 No. 3 Pp 356-367 

World Development Indicators (2004). Worldview people environment economy 

states and markets global links. World Bank. 

World Bank (1990). Morocco: Analysis and Reform of Economic Policy, EDI 

Development Policy Case Series 4, Washington DC: World Bank.  

 –––– 1995. republic of Tunisia: country economic memorandum. WashingtonDC: 

World Bank.  

 –––– 1997. Kingdom of Morocco: Country assistance review. Report No. 16326–

MOR. Washington DC: World Bank.  

 –––– 2000. Egypt country assistance evaluation. Report no. 20513. Washington DC: 

World Bank.  

 –––– 2001. Memorandum of the president of the international bank for 

reconstruction and development and the international finance corporation to 

the executive directors on a country assistance strategy for the Arab Republic 

of Egypt. Report no. 22163–EGT. Washington DC: World Bank.  

–––– 2003. Unlocking the employment potential in the Middle East and North Africa: 

Towards a New Social Contract. Washington DC: World Bank.  

 –––– 2005. Kingdom of Morocco: Country assistance strategy 2005–2009. Report 

No. 31879– MA. Washington DC: World Bank.  



 

189 

 

 –––– 2006. Fostering higher growth and employment in the Kingdom of Morocco. 

Washington DC: World Bank.  

  –––– 2010. Investment and development policy options, 

http://go.worldbank.org/C4UAVZ7TKO (Accessed 3 April 2010).World Bank, 

Can Africa Claim the 21st Century?, Washington, D.C.,2000, Table 1.4, p. 22. 

World Bank (2006). Middle East and North Africa Region Financial Markets in a 

New Age of Oi. The International Bank for Reconstruction and Development / 

The World Bank, Washington DC. 

Yaqub, M. (1994), Financial Sector Reforms in Emerging Market Based Economies. 

Opening Remarks at the symposium of SEANZA Central Banks’ Governors in 

Karachi. Reprinted inMajor Policy Issues in Pakistan. State Bank of Pakistan, 

1998. 

Young, A. A. (1928). Increasing returns and economic progress. The Economic 

Journal, Vol. 38, No. 152. 

Zellner, A., &Theil, H. (1962). Three-stage least squares: Simultaneous estimation of 

simultaneous equations. Econometrica 30, 54-78 

 




