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ABSTRACT

The paper examines the impact of exchange rate on economic growth in Nigeria, using time series data from
1971 to 2009 and applying two stage léast square (2SLS) estimation technique. Finding of the study clearly
shows that there is positive insignificant relationship between exchange rate and economic growth. The paper

recommends improved and robust exchange rate policy to sustain the growth potentials in the Nigerian
economy.
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1. INTRODUCTION

Effective management of foreign exchange is one of the major macro-economic objectives of countries.
Exchange rate policy plays a veritable role in national economic development management if well managed, it
could facilitate the achievement of macro-economic objectives of rapid economic growth, low rate of inflation,
high employment generation, buoyant balance of payment condition and progressive income distribution. Of all
economic policies, it is the most suitable policy for ensuring internal and external balances. There is scarcely any
country that lives in absolute autarky in this globalised world. The economies of all the countries of the world are
linked directly or indirectly through asset and goods markets. This linkage is made possible through trade and
foreign exchange. The consequences of weak exchange rates policy can lead to output contraction and
extensive economic hardship. Moreover, there is reasonably strong evidence that exchange rates policy has a
critical influence on the rate of growth of per capita output in low income countries (Isard, 2007).

In specific terms foreign exchange intervention and management '(in terms of policy options) occur when the
monetary authority of a country buys or sells foreign exchange rate in the foreign exchange market in order to
affect the exchange rate. The motive behind initiating an exchange rate policy, is to preserve the value of the

domestic currency, maintain favourable external reserves and ensure the realization of price stability in the
domestic economic.

Over the years, most countries of the world have practiced different types of exchange rate regimes. Among
these regimes are fixed, floating and hybrid, which are predominantly found particularly in developing
economies. In Nigeria, all the aforementioned regimes had been practiced at different periods. Each regime is
modified to address the problems confronting the foreign exchange market at any particular time. Thus, the
imperative to investigate the impact of exchange rate on the Nigerian economy.

2. LITERATURE REVIEW

Several options exist for managing foreign exchange. In Nigeria, these options include; pegging to a single
intervention currency, pegging to a basket of currency floating independently at a managed rate and floating
freely without official management of the exchange rate Obadan (1993).Following the collapse of the Bretton
Wood monetary system and the emergency of generalized floating from 1973 the naira exchange rate was fixed
independently from 1974 to 1977 for the us dollar intervention currency and the pound sterling .Nigeria through
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administrative action had to change the exchange rate. From February 1978 the naira was pegged to a system
of import weighted basket of currencies of seven major trading partners of Nigeria.

With the introduction of Structural Adjustment Programme in July 1986, a managed floating system in the form of
a foreign exchange auction system and a market-determined exchange rate system were introduced The
exchange rate policy was pursued within the institutional frame work of second tier foreign exchange market.
(SFEM). The SFEM started as dual exchange rate system which produces the official first tier rate which was
administratively determining and gradually depreciated and the free market rate which was determined by the
market forces of demand and supply within the frame work of foreign exchange auction system. Ojo(1990)

Thereafter the first tier market was abolished and a unified foreign exchange market with single rate came to
being, the FEM encouraged the development of autonomous market which was highly competitive with parallel
foreign exchange market and thus become attractive to exporter to repatriate their proceeds. Towards the early
90's the operation of autonomous market later became destabilizing arising from tendency towards high
arbitrage and acquisition of authorized, dealers of diverting official fund to the autonomous segment of the marke!
and making effortless gain (Ojo 1990) other malpractices were also developed ,consequently the Interbank
foreign exchange market was introduce. IFEM entail a daily bidding system under which the CBN injected official
fund into the market by way of direct sales to the bank as and when funds were available. Shortly after, betweer
2002 and 2008, the Dutch Auction System (DAS) was introduced. it entails the payment of foreign currency by
an authorized dealer at the exchange rate that it bids. The exchange rate policy appeared to have predicated or
various approach that yet to achieve the desire goal.

Foreign exchange according to Adetifa (2000), is defined as any currency other than the local currency and ir
the case of Nigeria any currency other than Naira. It is also the mathematical expression of the internationa
medium of exchange and the monetary systems as a process of settling foreign accounts or debts arising o
international economic activities, the cehtral theme of which is the exchange rate. Several literature had beer
documented on exchange rate and economic growth specifically, currency crises can have significant cost ir
terms of growth forgone. Exchange rate volatility discourages trade and investment .Obadan (1993) observe
that given the problem of structural imbalances in the economy reflecting the heavy concentration on cruds
petroleum export and excessive reliance of the production structure on imported inputs the exchange rate polic
objectives accomplishments have however been less than satisfactory. McPherson and Rakovski(2000) posite
that there is no evidence of strong direct relationship between changes in the exchange rate and economi
growth. Rather, economic growth has been directly- affected by fiscal and monetary policies, the availability ¢
foreign aid and other economic variables, particularly the growth of exports which have tended to sustain .
pattern of real exchange rate Odusola (2006) undertook an empirical investigation on the economic significanc
of exchange rate and its management. He observed that exchange rate and its management is anchored on th
goals of exchange rate policy in any economy. ‘

The literature has sought to recover the underlying relationship between exchange rate and performance of a
economy by focusing on specific detérminants of growth that are likely to be particularly responsive to exchang
rate variability rather than on growth itself. One strand considers the impact of real exchange rate variability o
attribute of growth such as trade and investment. While Ghura and Grennes (1993) and Bleaney and Greenawa
(2001) found no impact on growth. Serven (2002) constructed a GARCH-based measure of real exchange ral
volatility and finds that it has a strong negative impact on economic via trade and investment. However, th
variable only matters when it exceeds a threshold level, and it appears to matter more in economies that ai
relatively open and that have less developed financial systems. But, using industry-level data for the Unite
States, Goldberg (1993) found an unstable relationship between real exchange rate variability and investmer
positive in some periods and negative in others. Using data for a sample of developing countries, Bleaney (199
found neither linear nor nonlinear effects of real exchange rate variability in his investment equations. That thes
empirics are inconclusive is not surprising, given that the predictions of theoretical models of the impact

uncertainty on investment are ambiguous as well. '

Most recently, Aghion et al. (2006) examined the impact of real exchange rate variability not on fact
accumulation but on factor productivity. They found that a more variable exchange rate is negatively associate
with productivity growth in financially underdeveloped economies but not in countries with deep financi
markets. The implication is that financial development provides hedging instruments and opportunities, enablir
firms to guard against this risk. This result is consistent with the intuition that less developed economies find

more difficult to embrace greater exchange rate flexibility because firms and households lack the instrumer

needed to manage risks. .
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3.0 METHODOLOGY.

31 Model Specification

To ascertain the relationship betweeh exchange rate and economic growth in Nigeria, we posit the following
model:

GDP= Bo+PB4ER +B,INF+B;0PNS+B,GEXP+BFINDEVAHU---ecooevv (1)
Where

GDP = Gross Domestic Product

ER= Exchange Rate

INF= Inflation Rate

OPNS=0penness

GEXP= Government Expenditure

FINDEV = Financial Development

B1 B2 B3 B4 and B5 are regression coefficients
U = Stochastic variables or error term.

We expect ‘a priori’ B,8,,B3.Ba, Bs>0

3.2 Estimation Technique

In this study we employ time series econometric techniques to ascertain the relationship between exchange rat
and economic growth in Nigeria from 1971 to 2009. Specifically, we use two stage least square estimatio
(2SLSE) technique to establish the relationship. The control variables are some of the variables that extar
studies have established as drivers of economics activities. In the study we used, inflation rate Bruno an
Easterly (1995), degree of openness Tokode and Akinbobola (2007), government expenditure Musgrave an
Musgrave (1989), and Easterly and Rebelo (1993) and financial development Levine, Loayza and Beck (2000).

’

5. RESEARCH FINDINGS
TABLE 1: Result of Two-Stage Least Squares

Variable Coefficient Std. Error t-Statistic Prob.

ER 1887.309 1199.042 1.574014 0.1250
INF 4473 830 1561.627 2.864852 0.0072
OPNS 6716.529 2157439 0.311319 0.7575
GEXP 0.086327 0.151165 0.571077 0.5718
FINDEV -0.003305 0.137027 -0.024118  0.9809

e 32864.34 38998.70 0.842703 0.4055
R-squared 0.807657 Mean dependent var 258067.0
Adjusted R-squared 0.778514 S.D. dependent var 201778.1
S.E. of regression 94961.34 Sum squared resid 2.98E+11
F-statistic 29.86809 Durbin-Watson stat 0.769549
Prob(F-statistic) 0.000000

Instrument list: GDP1 ER1 INF1 OPNS1 GEXP 1 FINDEV1
Source: Authors’ computation 2011 *

The regression results in table 1 above showed that exchange rate positively but insignifi
economic growth at 5 percent level of significance during the period under consideration.
although the estimate conforms to the ‘a priori” expectation, it is a weak predictor of economic
The low influence could be attributed to the minimal effect of non
foreign direct investments (FDI) in the face of hi
whatever positives accruable from exportation, FDI

cantly influence
This implies th:
growth in Nigeri:
-0il exports and the relatively low inflow «
gh dependence on importation, which generally dampene
and other external inflows,
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With respect to the control variables, only inflation rate is a significant determinant of economic growth, although
it is wrongly signed. On the other hand, the degree of openness and government expenditure are insignificant
determinant of economic growth, in spite bf having the correct sign. Moreover, the coefficient of financial
development is neither significant nor rightly signed, as it indicates that financial development negatively and
weakly influenced economic growth in the country during the period under consideration. The resuit also showed
that the co-efficient of determination (R%) was 0.81, meaning that the variability in economic growth could be

attributed to changes in the independent variables. The Durbin —Watson statistic suggests that there is the
presence of positive autocorrelation.

5. CONCLUSICN AND RECOMMENDATIONS

We therefore recommend that the exchange rate policy should be strengthening and robust enough to translate
the gain realized from the oil sector to improve exchange rate. It is equally recommended that domestic inflation
rate should be stabilized for improved exchange rate policy. The benefit derived from the oil sector should be
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Abstract

This study examines whether there is a long run relationship between stock market development
and economic growth in Nigeria as well as the direction of causality between selected capital
market indicators of performance and economic growth. The study employs ordinary least
square regression method in addition to the Granger casualty test. Findings from the study show
that there exisis a long-run relationship between market capitalization, volume of transactions
and market turnover. However, the direction of causality between the capital market measures
and economic growth is mixed, unidirectional from economic growth to market capitalisation
and no directional relationship between market turnover and volume of transactions.

Keywords: Stock Market, Economic Development, Granger Causality Test.

L Introduction

The capital market is the framework of institutions that arrange for long term financial assets
such as shares, debentures, stocks, mortgages among others(Alile and Anao, 1986) . (Olowe
2011) opines that the market provides an additional channel for engaging and mobilizing
domestic savings for productive investment.

Capital markets globally are essential ingredients of economic development. The Nigerian
capital market is made up of two segments namely; the market for direct negotiated long-term
funds and the securities market.

An efficient capital market mobilizes and allocates a greater proportion to those companies with
the highest prospective rates of returns after giving due allowance for risk. This allocative
function is eritical in determining the overall growth of the economy. If capital resources are not
provided to those economic areas, especially industries where demand is growing and which are
capable of increasing production and productivity, the rate of expansion of the economy
inevitably suffers (Onyuike 2003).
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Economic growth on the other hand refers to a positive change in the level of production of
goods and services produced by a country over a period of time. When measured over the
population of a given country, then economic growth can be stated in terms of per capita income
according to which the aggregate production of goods and services in a given year is divided by
the population of the country within the given period (Ogbulu 2009).

Economic growth can be measured in nominal term which include inflation or in real terms
which are adjusted for inflation.

Very often, a clear line of distinction is not easily drawn between economic growth and
economic development. Torado and Smith (2009) propose that the component of economic
growth include capital accumulation, growth in population and technological progress. Some
economic development scholars’ like Kindleberger and Herrick (1977), Jhingan (2008) as well
as Torado and Smith, (2009), admitted that the two concepls are used synonymously. However,
the earlier work of Kindleberger and Herrick (1977:3) present a very clear attempt at
differentiating between economic growth and development.

"They insist that economic growth means more output, while economic development implies both
more output and changes in the technical and institutional arrangements by which the output is
produced and distributed. Succinctly put they argued;

“Growth and development are sometimes used synonymously in economic discussions.
Occasionally, the usage is entirely acceptable. But where two terms exist, separating their
meaning has merit. Implicit in general usage and explicit in what follows, economic growth
means more output, while economic development implies both more output and changes in
technical and institutional arrangements by which it is produced and distributed. Growth may
well involve not only more output derived from greater efficiency, that is, an increase in output
per unit of input. Development goes beyond this to imply changes in the composition of output
and in the allocation of inputs by sectors. As with humans, to stress “growth” involve focusing
on height or weight (or GNP), while to emphasize development draw attention to changes in
functional capacity (or the ability of the economy to adapt). Given the above assertion,
economic growth can be proxied by quantifiable economic indices like gross national product
among others.
In the light of the above controversies, this study seeks to contribute to the on-going debate by
examining empirically whether there is any functional long-run relationship between stock
market and economic growth in Nigeria and to explore the direction of causality between the
stock market indicators and economic growth in the Nigerian context.
Objectives of the Study
The objectives of this study are as follows:
1. To explore the direction of causality between the stock market indicators and economic
growth in Nigeria.
2. To determine empirically whether there is any functional long-run relationship between
stock market and economic growth in Nigeria.

Research Hypothesis

Hoy;: Stock market activities do not Granger-cause €conomic growth.
Scope of the study

This study covers the period between 1980 and 2010
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Organization of the study

This research work is divided into five sections. Section 1 deals with introduction, , objectives of
the study, research hypothesis as well as the scope of the study. Section II examines the literature
review while section 111 deals with research methodology, Section four deals with discussion of
results while section five which is the last section deals with concluding remarks.

II. Literature Review

There have been growing concerns and controversies on the role of the stock market
development and economic growth. Alile (1984), Atje and Jovanovic, 1993). Levine and Zervos
(1996), Levine (1997), Nyong (1997), Demirguc-Kunt and Maksirnoric (1998), Nervos (1998),
Luintel and Khan (1999), Kar and Pentecost (2000), Osinubi (2002), Ngerebo (2002), Unalmis
(2002), Coporale, Hovells and Soliman (2004), Wagabaca (2004), Osei (2005), Capasso (2006),
Surva & Neupane (2006), Nzue (2006), Guryal et. al (2007), Yartey and Adjasi (2007), Ahmed,
Shahbaz & Au (2008), Ewah etal (2009), Ogbulu (2009). There have been mixed results; while
some are in - support of a positive link, some negative link and others do not find any empirical
* evidence to support such conclusion.

Ogbulu (2009) in his study, Capital Market Development and Economic Growth in Nigeria,
where he used co-integration and causality tests to determine a long-run refationship between the
market indicators and economic growth. The study employed a time series data from 1970 to
2008 and Engle-Granger and Johansen-Joselius method of co-integration in a VECM setting.
The results show that the value of new issues (VN) and foreign exchange rate of the Naira (FXR)
are positively and significantly related to GDP while the degree of openness of the economy
(EMR) and Degree of Government Regulation (DGR) impact negatively and significantly on
GDP.

Ewah et al (2009) appraised the impact of the capital market efficiency on the economic growth
of Nigeria using time series data from 1961 to 2004. They show a two-way causality between
financial development and economic growth in Nigeria.

Iii. Methodology

Time series analysis was adopted for the study. This study covers a period of thirty-one years
that is, between 1980 and 2010.

Sources of Data

Secondary data was used for the study and the data were collected from the Nigerian Stock
Exchange Fact Book and the Central Bank of Nigeria.

Method of Data Analysis

This study employs ordinary least square regression method and Granger causality test to
determine whether there is a long-run relationship between the capital market and economic
growth. The direction of influence was also established among the variables under consideration.
The Gross Domestic Product (GDP) was used to represent economic growth. The GDP is the
dependent variable while market capitalization, the volume of shares traded, market turnover,
and number of listed securities are the independent variables.

Model specification

The model specified for the study is shown below:

() LGDP=B+BLMCH+p; ..cccoaiiiiiaiiiiiii (i)
2) LGDP=B+BLVI+p o (i)



LGDP =B+ B, + LTOR + p;
LGDP = Logarithm of Gross Domestic Product

.....................

p= Elasticity
LMG = Logarithm of Market Capitalization
LVT = Logarithm of Volume of Shares Traded
LTOR= Logarithm of Market Turmover
e Error Term
(4) GDP=pg+p MC+ VT + HLTOR + py........ (iv)
Where:
GDP = Gross Domestic Product
MC = Market Capitalization
VT = Volume of Shares Traded

TOR =Market Turnover

=

Error Term

(5) MC:ZHX]GDP+ZNBjmc+Mi

i=1t-

1J=11tj

(6) VT = "ExI GDP+ X p1 VT + pt

i=l

t-1 =i

(  TUR="ESSEnE TR0

i=1

=1j1

IV.  Discussion of Findings
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Table 1.1 Correlation matrix

LOG(GDP) LOG(MCAP) LOG (MKTUR) | LOG (VOLT)
LOG (GDP) 1.000000 0.988417 0.999591 0.945755
LOG (MCAP) 0.988417 1.000000 0.990899 0.968616
LOG (MKTUR) | 0.999591 0.990899 1.000000 0.953097
LOG (VOLT) 0.945755 0.968616 0.953097 1.000000

Source: Author’s computation

Table 1.1 above shows the log values of gross domestic product, market capitalization, market

turnover and volume of transactions between 1980 and 2010.

Table 1.2 Logarithm of GDP, MCAP, MKT TURN & VOLT
Sample: 1980-2010

LOG(GDP) LOG(MCAP) LOG (MKTUR) [LOG (VOLT)
Mean 13.92675 4.889646 14.04492 11.56620
Median 14.47469 5.195177 14.50111 10.81003
Maximum 17.34142 9.495106 17.25411 15.07840
Minimum 10.77100 1.568616 10.98123 8.873188
Std. Dev. 2.269115 2.713015 2.196107 1.87812
Skewness -0.065009 0.251823 -0.029081 0.473246
Kurtosis 1.558498 1.675721 1.560664 1.875060
Jarque-Bera 2.705826 2.592857 2.680299 2.791728

98




Journal of Policy and Development Studies Vol. 9, No. 5, November 2015

Probability 0.258486 0.273507 0.261806 0.247619

Observations 31 31 31 31

Source: Author’s computation

Table 1.2 above shows the mean values of the log of Gross Domestic Product to be 13.92%, that
of market capitalization, 4.88%, market turnover, 14.04% and volume of transactions, 11.56%.
The table also shows the minimum and maximum values of gross domestic product, market
capitalisation, market turnover, volume of transactions among others.

Pairwise Causality Test

Pairwise Granger Causality tests were run on the model with an optimal lag of 2. The result is
presented in table 1.3 below

Table 1.3 Pairwise Granger Causality Test Result

Pairwise Granger Causality Tests
Sample: 1980-2010

| Lag: 2

Null Hypothesis: Obs F-Statistic  Probability

LOG (MCAP) does not Granger Cause LOG (GDP) 29 1.36962 0.27337
LOG (GDP) does not Granger Cause LOG (MCAP) 4.42151 0.02319
LOG (MKTURN) does not Granger Cause LOG (GDP) 29 0.86980 0.43183
LOG (GDP) does not Granger Cause LOG (MKTURN) 29 1.16238 0.32973
LOG (VOLT) does not Granger Cause LOG (GDP) 29 1.20670 0.31670
LOG (GDP) does not Granger Cause LOG (VOLT) 2.03562 0.15254

Source: Author’s computation.

The results show that the F-statistic from the null hypothesis of the causality test running from
log MCAP to log GDP is 1.36962 with a probably value 0.27337 and from log GDP to log
MCAP, the F. Statistic is 4.42151 and probability value of 0.02319 indicating a uni-directional
causality from log GDP to log MCAP at 5% level of significance.

The other results show that F-Statistic from the null hypothesis are not unidirectional that is from
log MKTTURN to log GDP, from log GDP to log MKT TURN and log VOLT to log GDP and
log GDP to log VOLT are not unidirectional.

The results from this study finds robust support from the earlier works of Levine and Zervous et
al (2004), Abu-Qarn (2005), Capasso (2006), Ogbulu (2009) among others.

The results of the Granger causality test above agree with the findings of Kar and Pentecost
(2000), Unalonisis (2002), Yartey and Adjas (2007) and Ogbulu (2009) which show that
causality tests are mixed and inconclusive.

V. Concluding Remarks

This study makes an attempt to add to the growing body of literature on the issue of stock market
in context of the Nigerian capital market. Using ordinary least square regression method, the
empirical evidence suggests that there is a long-run relationship between market capitalization,
volume of transactions and market turnover. The Granger Causality test on the other hand shows
that there is a uni-directional relationship between gross domestic product and market
capitalization while there is no directional relationship between gross domestic product and
market turnover as well as that of gross domestic product to volume of transactions.
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The study investigates the impact
(MSGR). 1t employs cointegration arn
dynamic relationship hetween some
manufactuiing sector growin on the
hetween the two. Agaln, the findings
imports and the Nigerian manufacturing
significant impact on the Nigerian manufaciuring
power of just 40% of the iotal variation n
rnanufacturing sector has nat
openness is negative. The causality *
sector on the major macroeconomic warlobles
promotion ard import substitution policies of the
imp!ementation while making the conntry

oiher. The

Koy words: International trade, manufact uring sector

INTRODUCTION :

Output grovitin enhiancement remains ©
for rapid industrialization
rountries of the

ruciat 1o the aniva
and economic crowth in g
world. Outout growth it AD ACONDITIC
sense means the rate ¢f an ‘increase in tha ~monnt
goods and services that are heing progucad oAl
economy over a period of time. lowever, autpul GrovL!
in the manufactuning sector happens v roceive qieattt
attention. This is because he manufacturing sector nnn
been regarded as the heart of an eeconony. Honee,
growih of the secter remains one of

ihe

{he maicr incdices

used in appraising the development of an aconoy
(World Bank, 2002). Over the vears, some developing

countries, like Nigeria, have emberied oh unilateral trade
liberalization in recent years with very limited results in
terms of increased growth and revelopment. Pased on
these facts, several researchers, such as Analoghe!
(2000) and Oviemuno (2003), have meade cuut arovih
concemns their priority.
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nufacturing secioy

af internalion

arror- correction modeling techniq
nroxies of

show that despite
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the MSGR. The findings
heen benefiting from
ani confirme e
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~1 jrade on Nigerian Manufscturing Secior growih
ues fc expiore the long-rn
internationa! trade °n one hand, and pigerla’s
siudy shows that there is & jong-rin relationzhip
she posltive relationship between, exporis

hoth exports and imports do not have
sector's growth. 1 all, frade had 2 weal explanalady
surther revest ihat Nigeria's
irade liberalization a5 e ~oefiiciant nf trade
weak Influgnce of ithn Nigerian manufactuting
. "The policy mcommendaﬂén 15 tha: hoth expor?
government should be mada more vibrant in terms of

more investment griendly.

qrowtn rate, imports; exports, Mg
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Slobatiy, e oulpl growal, 1ale
industry’ io seen &f one
determining the lovel of depe
The manufacturing sactor,’

e earmnaciaing
eracint {actors ir
any CCONOITY
which oan D cupiessed of
nait of industrial aactor that denls witih the production o
qoods in large guantities ior pivais andt commeraial use,
lias cerved a very imporiani purpose in hoth human ana
capital development (World Bani, 1999). Thareiore,
hands must b2 on deck 1o enhance oulput inroudit
~ccelerated investment in ihe industry.

Intarnationat  irade anc cutmd Qroviii oid
recognized as 2 catalyst for peonomic Gevelonmant, T
contribuiion of trade 10 economic develod per it inmenss
awing largely io the obvious fzct that most 0 nasentit
nlementis of development, cuch a8 capital goaus, &
materials and technical knove-how, are almost entire
impoited becaus of inadequall Gomastic sUenly ~enecial
i the developing couniries.

The World -Bank report of 2002 siresses tial inehility
many countries in sub-Saharan Africa 1o fiiciently util
ihe gains from irade contributes 10 their  ecoNON
iredicement. The report further amphasizet. {hat &

o

. e
oo

nclency of

ot

evpen
nre



manufacturing sector of these couniries snoula serve as
the medium through which the benefits from trade ic
transformed to all-round economic development.

It is very clear from this 2port that empirical anaiysis of
the relationship between inlernationai tradu and outpui
growth of the Nigerian manufacturing sector is necessary.
This is because, despite the growth of international trade
in Nigeria (one of the sub-Saharan African conntries), the
growth of the manufacturing sector has not been en-
couraging, which question the role of the manufacturing
sector in the effective transformation of gains from irade
to -round economic development (Worid Bank Statistical
Bulletin, 2003).

Over the years, many researchers centered their
research work on trade and manufacturing growth have
not examined the link between international trade and
output growth of Nigeria’s manufacturing sectar. ~or
instance, Olomola (2003) examines empirically the iini
between foreign trade and economic growth:'Cralt (1992)
and Nash (1993) assess the effects of the irade palicy
environment on productivity among others factors. The
common feature of most of these studies is the fact that
the manufacturing sector, which is the major catalyst
through which the positive impact of trade can be felt, has
not been given priority in their analyses. Afgain, the
direction of causality between internationai trade and

ainufacturing output growth has been a wouree of
concern, which requires special attention. For instance,
Analogbei (2000) stresses that there will b2 2 positive
relationship between trade and output growth o Nigeria's
manufacturing sector it the problem of inappropriats
implementation of industrial policies is put undsr control,
while tyoh and Ekanem (2002) is of the opinion that treda
will cause manufacturing output to grovs i -properiv
managed.

On this note, it is very apparent thai roscarch worl tha
examines empirically the link between international mf"'
and manufacturing oulput growth iz necessary. This is
he major focus of this research worle as it alydien
:mpact of international trade on manuiacturing eostor

output growlh in Wigeiia and expires s lond-rim
relationship between the two from 1975 (o 2007.

1]
LITERATURE REVIEW
Olomola (2003) focuses on assessing ihe pature ano

direction of causality between foreign trade and acenomic
growth in Nigeria. The study employs the vse of oo
integration and error-correctionn  modailing  ~iter i

estimation of his model which expresses econumic

growth (using Nigeria Gross Domestic Product (GDF)} =«
a function of foreign trade; ha discovers o bi-Uirecions!
causalily between the iwo, that is foreign: irndo pid
economic growth during the trada ond economi
during the period under review.

Qviemuno (2003) makes use oi a mode! hat expressns
the GDP of Nigeria as a function of expori v

¢ arowlh

alun, imeorp

Ashaune ond Abiola Ny

value, exchange .ate and inflaionary rate. He used

ordinary least square of the estimation techniaue and

discovers that all the four regresses, that is exports,
imports, exchange rate and inflationary rate co not have
any impact on Nigeria's economic growth.

Analogbei (2000) conducts a pure eesk research on
trade reforms and output growth in  Nigeria. He
undertakes an examination of different trade policies in
Nigeria ranging from per-SAP trade policies, struciural
adjustment nrogrammes (SAP) trade policies among
others. He also appraises different output irends in
Nigeria, that range from per-SAP cutput trend and output
trend since SAP. In addition, ha identifies the factors
responsible for low output growth in Nigeria, taking into
account that the assessment was carried out before anc
afler the adopticn of SAP. He, however, concludes that
ihe growth in e manufacturing sector of Nigeria was
hampered by inappropriate implementation of &l these

“industrial palicies.

Craft (1992) and Nesii (1993) i similac sludies
examine the 'effects of trade policy environment on
productivity in an economy. Thay make use of varieties o
variables 1o capture the trade palicy environment. Some
of the variables used are imports orowth ale, c;implt?
average taiiff rate and concentration ratio, anrl 2 these
are regressed on the growth rate af gross do*nost:r

* product of the economy.

While Craft (1992) uses de¢ aveloping Asien countiies as
his case study, Nash (1993) uses developing countiies in
Africa as his case study. Craft (1992) observes that the
trade environment has a significant positive impact on th=
output growth of the Aouar countries, whereas Na sh
diecovers that there has been no noticeabie improvement
in the growth of many Adrican cu untrine despite the
inerease in the rolume of irade in these covmirias.”

REFTHODOLOMY

Lucas (196%) makes use oi the convontionai nreducio:
iunction to explain the relalio: 1shio potveep olioul arovh
and trade Ihera‘-;'ation inthz modet:

= (KR M, TL

i haye:
' Ouiput growth

= cap.ial inpu!

: i_abour inpis

2 “Suman capital
; = Index of Trad~ Liberalizaiios
e surther Dreaks dowin ' trade liberalizotion
Jegiee of openness-(DOP; and iaal expoite
{(RXT) H~nea the modified version of Squatinn © in

inpiuor

PE RS Lnih s DEIE, RXGS
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Other things being equal, Lucas, in his measuie oi ithe
empirical relationship among the variables, is of he
opinion that the real depreciation of doniestic currency
will raise the price of tradables relative 1o that of non—
tradables and, thus, resources will move out of the non-
tradables sector into the tradable sector. Consequently,
real exports would rise. Also, the degree of openness
enters positively into the model. With trade liberalization,
a country with a high degree of openness tends to enjoy

s}

greater growth.than a country with = low degrea of
opennass.

Model specification ¢

The model formulated for the purpose of assessing the
impact of international trade on the Nigerian
manufacturing sector's growth follows the work ot
Oviemuno (2003). The model is & modified form of tha
used by Lucas (1988). In Lucas’s mode! the index of
trade liberalization only includes real exports and degre?
of openness but in our model, real imporiz and the

exchange rate are added so as to complete the major
varables of international trade.

MSGR = f(REXPRT, RIMPRT. EXR TOM
It is stated in log-linear form as

MSGP = a, + ¢, REXPRT -4y o RIMPRT 4 a, in EXQ 4o n O e

vhore: MSGR =Nigerian Manufacturing Secior Crozal,
REXPRT =Real Lxport,
EXR = Exchange rate and T =

RIMPRT - iieal imnorf,

Trade Opanness.

Estimating technigque

The firsi step is to examine whether the time sziies
contained in the eguation has a unit ot In dbe
cointegration literature, the more frequently used iegis for
a unit root are the Augmented Dickey-futler (1979 and
1981) Philips — Perron (1988) and Purron (1986 and
1988) test. These tests agree in their treatment 1o the
intercept parameter. Thus, the null hypothesic maodaei 1o
test for unit root has the following form:

X, =@tk & I N
And the model under the alternative hypoinesis:

The estimaling technique adopied for this sty
cointegration and error connection mod
Engle and Granger methodology,

Acoarding 1o

3,

X, =u+00

[ \%d
S} v,

When X, iz the of the fim~ series, and under the nuil

hypoihesis; « = and @ = (. T represents the number
i chservations. In this paper, we use the Augmented
Dickey-Fuller {ADF) to ftest for the stationarty of the

{ime series. The ADF test can be obtained by applying
NLS 10 estimate the coefficients of the following relation:

r.
e g ar Y O3 ; o
AR, = p6 - X o p ADX, st

1 is chosen to eliminate the autocarrelation. I & unit root
axistg, then. y = n —1 would not be statistically different
srom zero. The ADIF iest can be conducted by
comparing the t-value on tha costficient of X, , with
critical values.

The Granger representation indicates that if X, and
A are integrated, fhen they will have an error correlation
representation as follov::

A LAY, == o, — ALY, it X 3 BULYD A, - el LK

!

whore a(L), (L) ond c(¥) zre ctable anc invertitle
nolynomials respeciively. Such maodets provids 2 Mo
altractive way of presenting and modeling cointegrating
~aries. The arrcr correction models combine long-rem

’

{y, —aX,) and shert-run dynamics.
The second step of Ibe Engle end  Srang®
inethodology is to estinale the following rearession:

N

Ay, == A ‘]F;(I:A_‘,rf L P X br. -

Where £ denotes the irel afference nd the Eo
represenis the error term. The pslimaied orror i.e.rm
coefficient must have a statistically significant negative
sign. This coafficient indicates the nercentage ot ihe
disequilibrium in the dependent variable that would be
ndjustedt from one period 10 another. 't iz widely
r~cognized that the Engle and Granger {nst for cointe-
qration would be enough if we v/ant 1o axamine tha effec:
~F ihe error correction mechaniern on the dependeni
variable for two sequences pariods stch ast ancdt—1.

Tha maximum likelihocd procedure (Johansen's iesl),
~~gested by Johansen {1988 anc 1991) is particulaiy
nreforable when the number of variehias in the stedy
~veneds two varables dua 0% the nossibility of the
axistencs  of  muitiple cointeqrating  Venlont The
ndvantage of Jphansen's iest is neo crly Hmited o
aultivanate case, but it is also preferablo o ihe Engie-
Granger approach cven with 2 warc-variatie-moaet
(Gonzalo, 1990).

o determine the

auminer of  cointegiaing



‘fable 1. Unit root tesi rasult,

ﬁ"\,'_z-wlab!e
MSGR
In REXPRT
In RIMPRT
In EXR ) 35572

W7or B -'-'a‘._1 )1_

5. 7067

4.52565

ADF critice! valus

Table 2. Testfor cointegration using Jcohansen pronedire

_____ Ho T S 9% o
F=0 R G707 1 0223007
< 1 2 64.7804" 18,9300
< 2 q 98,4152 49,3200
s pos 151940 Q6400

ii~ales elatistical signiticaane & i

(Johansen, 1988 ana 1991) and Jolhiansan
(1990) suggest wo statistic tesin. The
wrace test(A,,.). 't tests ihe nul nypoihesis, that ih2
number of distinct cointegrating vectors is less than of
equal to (q) against a general unrestricted alternative (q =
r). The second statistical test is the maximal eigenvalua

test(4, ). This test concerns & test of the null hype

anvt duseli s

firgt ana is the

thesis that there is (1) of cointegrating veclors agninst the
alternative that there is (ra-1) cointegrating vectors.

IESULTS AND DISCUSSION

Augmented Dickey Fulier i23ts for glationaaity Fesult 0
snown in Tabie 1 :

Augmented Dicleey Euller test Tor slationanty incicales
that all the veiables are integrated ot prger 1. The
univariaie analysis of the non-stationary saries indicales
ihat these variables can b2 characterized 25 (1.

The result of the Johansen Cointegration ingt
presented in Tabln 2

Table 2 is a summary pf resultz o oointegeation
analysis using the Johansen maximum tikelihood

approach, that is the cointegration likelihood ratio tests
based on trace of the stochastic matrix Anc maximal
egigenvalues. In the cointegration test for i~ vorinbles,
both the trace and maximal eigenvalyjos were carried out.
The first line of the table tests {he hypothesis r = 0, thai
is there is no cointegration relations. Bhis is rejecied @ o

Ashamnn and Abioln o

Order of Integralicn

~ I ﬁmaf‘, P T

) e 115.4904 02 2300
o 55.6652" 50,0300

i ;o= 3 22,9615 30 9300
= el 124781 11,5400

narcont level by ooth the maximumn sigenvalia A M !
and trace statistics.

Therefore, there is & long-rui relationzhir. Again s
result further confirms the existence o At least v
~ointegration vectors. .

After using the cointegratior; 1est 10 establisit the lony-
run relationship, the long-rurt regression anaiysis was
carried out for the manufacturing eutput growth rate and
variables of internotional  trade. The rointegration
regression result i presenied thus

MSGR = 95,17 3 64 REXPRT +2.321n RIMBRY 03208 XK VAL

(A0

bt

i~

L4

7% il

W =225 1) Standart

Ly L J.} )
arror in pargnthesis = (4,33) 6.0808 (0.001]

rs H
£ l

ol the exchiange ate anG OXpONs eXen o poctive &l
significant relationship” on "ing manufactiing  feul
growth rate in Nigeria. © positive  ut insignitica
rolationshin oxists betwesh import anc manuiacturr
sector growin rate. A trads opanness 2t A neqative b
significant relationship with the Aanufacturing secl
growih rate. The B2 of (.4243 i« relatively low 23
showed that internalionat irade indiczdors axplain abe
Aoof changa in ine manufaatuning sector arowth rate
Nigeria. The overall regression modor in slalistic:
significant by considering the T statistics. The Dur
Watson value of 2.23 18 evidence of absence of &

a
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Table 3. Granger Causality Test,

_Hypotheses:

correlation problem.

Considering the interpretation of the empirical result, i
is apparent that Nigeria has not maximized its gains fron:
international trade with special
manufacturing sector growth.

According to the resull, Nigerian finports have pLa
impacted significantly on 1he manufaciing  eactor’s
growth. This might not be vnconnected with the posiicn
of Obadan and Odusola (2000) who s5lrecses thai
excessive importation of gocds that can he produce
locally will affect the growth of the Nigerian manufacturing
sector. This is an indication that the iong-term impart
substitution policy of the federal government in Nigeriz
has not yielded any significant results sipce e resilis
have shown that imports are not making any sicnificant
impact on the Nigerian manufacturing sectoi’> arowih.
This situation is corroborated by the coefficient of rade
opanness in the result, which is negative. The evidenct
from this result shows that the degree of auennass NaF
an inverse relationship with the Nigerian manufaciuring
sector's growth, it shows that the ratc ot which Nigerin
opens its border for trade with other countries iz nob
bringing the expected penefits 0 e mansFactiring
sector. In fact the other countries that are Nigeiia's trade
partners are penefiting more than Nigeria frem their tace
relationship. Again, the rosult shows that an increase i
the oxchange raie will promote the growih of e
manufacturing secior. This i3 hecause high grehnng
rate discourages ihe importation of aoodszand, Mere
importantly, goods that £an compete with 102 iocadly
manufactured products are discouragad  throuoh 1his
means hence it will accelerate the growili of the Migeno
manufacturing sector.

The result in Table 3 for the causality iest show hal
only exports and the manufecturing secle. arowth rats
lias bidirectional causality. In other worgsg, expoiis o2
Granger caus2 manufacturing
versa. ror other varables, oo 8 B unidirectional
causality betweei each of them and Y menufachining
sector's growth. The unidirectional causality for al e
variables show that manufacturing scctor growin ¢doos
Granger cause all the variables, that i~ exchange iain,
imports and trade openness. This followe than rejection of

reforence o ihe

[ P - Yot
me groatiy T on viee

Export does not Granger cause manufacturing growiin rate.
Manufacturing sector growth rate dioss not Granger case expert
Import does not Granger cause manufacturing Growth rate
Manufacturing sector growth rate clnes net Granger cause impoit
Exchange rate does not Granger Cause tanuiacturing Growlh raie
Manufacturing growth rate does rot Granger ©aus? exchange rate
Trade openness does not Granger cause manufacturing growth rate.
_ Manufacturing grovith rate does not Greng er cause trade OPENNEss.

- s Statistics P-_E;robabil'.t;;_

2.0090 0.092
7.5017 0.000
1.7582 n.1391
7.3876 0.000
1.3227 0.2791

181.5965 0.000
1.6470 04671
_150.1680 _ 0.000

all hypothesas that manufaciuing sector growth cioes no.
(3ranger cause each of these variables. This is evidence
tl1at manufacturing sector growth has litile or no influenca
oy all these variables userd ag indicators of international
irada except exports.

ANMCLUSION AND B ECOMEENGATIONE

The empircal resuit shows that there is long-run positive
relationship botween manufacturing seclof grovih and
exports. The same relationshin goes for imperts and the
axchange rate while trade openness has o long-Tun
nagative relationship. The causalily tests have revealed
ihe weak influence of the manufacturing sector in Nigeria
on key macroeconomic Indicators auch as exchango rate,
»nports and rade openneses. it affirms the moribund
nature of the manufacturing industry in Nigeria. Evidence
irom various empirical works likn Fabayo (2000} have
shown that a good number of mnanutacturing firms are
folding up daily whilz soma 2o leaving the conntry for
other neighboring countries in their il g sUnvive. The
ozt worrisoma aspect of tais seenaric iz the fart thai
Nigeria's tracling pariners Are hanelitino mars
wode  relelicnahing han

Migeria® from their 30,
liboralization measured by trade NOENNAss 1es el
hositively influenced the Nigerian mpanufaeuing 2eCiCr
arowh. Excessive importation of finizhed acods hat oal
he produced iocally is o coloseal Letback inr the aroval
~f iha Nigerian manufncturing sector. This has over *h
weare Killed the skill and initietive af oy engeorenoul
in the country. Recently, the tederal govesnrnent
enened the borders tor 1he imporiation o cemerd,
sroduct that the country has ahundan! Ay matariale
sreduce: This may have a tong-term nagative efiect ¢
ihe manufacturing sector &5 ehown by e findings intr
regearch Wor. ' -

Sinally, if Migeria [ ine B gaing I
inierpational trade a0 offort must ho made 10 revitall
e implementation of exoorl nromotion and- imp
~ubstitution policies. Thess ey policies are just "pa
figers” going by the findings in this rasearch work, tha
they have not made the arnaected impact an the Nigei!

masimise



manufacturing sector. Again, effort must be made to
make the production environment in Nigeria friendlier by
ensuring security of life and properties as well as
improving  power generation, roads and other
infrastructural facilities. This will limit the alarming exit of
manufacturing firms from the country.
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