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Abstract

External debt is one of the most prominent economic challenges facing
developing countries, due to structural imbalances and their reliance on unsustainable
financing sources to cover fiscal deficits. Its effects vary depending on its use. External
debt contributes to growth when directed toward investment, while it leads to debt
accumulation and weak productivity when directed toward consumer spending.
The study aimed to measure the impact of external debt on economic performance
indicators (economic growth, fiscal deficit, and inflation) over the period (2004-2021)
for a number of selected countries. It also aims to analyze this relationship and
determine whether external debt has a positive or negative impact on economic
performance, taking into account countries' ability to repay these debts (financial
solvency).
Study hypothesis: There is a statistically significant inverse relationship between
external debt and economic growth, and a positive relationship between external debt
and both the fiscal deficit and inflation, at a significance level of (5%). Model and
methodology adopted: Using time series data and cross-sectional data (pooled data),
adopting the Pooled Mean Group (PMG) model to measure the relationship between
external debt and economic performance indicators, and using the Error Correction
Coefficient (ECM) test to verify the existence of a long-term relationship between
variables. This model was chosen because some variables are stable at the level, while
others are stable after taking the first difference.
The most important findings of the study:
* There is a significant (negative) short- and long-term inverse effect of external debt
on economic performance indicators (especially economic growth) in the countries
under study. External debt negatively impacted economic performance in Arab and
emerging countries during the study period, compared to theoretically advanced
countries, which demonstrated positive effects of debt on economic performance.
» Weak economic strategies and policies in the countries under study led to these
countries' inability to absorb and manage external debt effectively. * On a practical
level, a significant inverse relationship was found between external debt and economic
growth, and a significant direct relationship between debt, fiscal deficit, and inflation,
at a significance level of less than 1%.
* In emerging countries, it was found that fixed capital accumulation has a significant
positive impact on economic growth; a 1% increase in fixed capital accumulation leads
to a 0.58% increase in economic growth.
 The study suggested the need to direct external debt toward financing investment
projects with high financial returns, with a focus on the productive sector rather than
the service sector to achieve sustainable economic growth capable of repaying debts.
Keywords: Economic growth, general budget financial position, inflation, external
debt (%GDP), debt service (%GDP), gross fixed capital formation (%GDP), broad
money supply (%GDP), government spending (%GDP).
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External debt is one of the most prominent economic challenges facing
developing countries, due to structural imbalances and their reliance on unsustainable
financing sources to cover fiscal deficits. Its effects vary depending on its use. External
debt contributes to growth when directed toward investment, while it leads to debt
accumulation and weak productivity when directed toward consumer spending.

The study aimed to measure the impact of external debt on economic performance
indicators (economic growth, fiscal deficit, and inflation) over the period (2004-2021)
for a number of selected countries. It also aims to analyze this relationship and
determine whether external debt has a positive or negative impact on economic
performance, taking into account countries' ability to repay these debts (financial
solvency).

Study hypothesis: There is a statistically significant inverse relationship between
external debt and economic growth, and a positive relationship between external debt
and both the fiscal deficit and inflation, at a significance level of (5%). Model and
methodology adopted: Using time series data and cross-sectional data (pooled data),
adopting the Pooled Mean Group (PMG) model to measure the relationship between
external debt and economic performance indicators, and using the Error Correction
Coefficient (ECM) test to verify the existence of a long-term relationship between
variables. This model was chosen because some variables are stable at the level, while
others are stable after taking the first difference.

PhD thesis 2025, University of Mosul, College of Administration and Economics,
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