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ABSTRACT

This study investigated the effect of exchange rate
fluctuations on Nigerian economy. The fixed and
floating exchange eras were compared to know the
exchange rate system in which the economy has fairly
better. The time period covered was 2012 to 2015. The
study employed the ordinary least square (OLS)
multiple regression technique for the analysis. The
coefficient of determination (R2), F-test, t-test, beta and
Durbin-Watson were used in the interpretation of the
results. The resulted revealed that about 85% of the
changes in macroeconomic indicators are explained in
the fixed exchange era. In the floating exchange era,
99% was explained while the whole periods has 73%
explanatory power, hence the floating exchange era
(1986 to date) is more effective in explaining economic
trend in Nigeria. Also, exchange rate has significant
positive effect on GDP during the fixed exchange rate
era and negative effect the eras floating and all-time;
inflation has insignificant negative effect on GDP
during the fixed exchange era; significant effect in
floating era and significant negative effect in the all-
time period; money supply has insignificant negative
effect GDP in fixed exchange era; and significant
positive effect during the floating and all-time period;
and oil revenue has significant positive effect on the
GDP in all the exchange rate regimes (floating, fixed
and all-time) in Nigeria. The study thus conclude that
exchange rate movement is a good indicator for
monitoring Nigerian economic growth. So far exchange
rate has always been a key economic indicator for
Nigeria. The floating exchange period has
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outperformed the fixed exchange rate in terms of
contribution inflation, money supply and oil revenue to
economic growth. This indicate that the floating
exchange rate has been a better economic regime for
sustainable economic growth in Nigeria. From the
findings, it is evident that oil revenue has positive effect
in Nigeria and has remained the mainstay of the
economy. It is thus recommended among other things
that a positive exchange rate stock should be monitored
regularly, so as not to allow those that find exchange
rate as an avenue of investment like banks and public
carry out their business, which is more devastating to
the economy.

Keyword: Exchange rate fluctuation, Inflation, Money
supply, Oil revenue, Gross Domestic Product

1.0 INTRODUCTION
1.1 Background to the Study

The principle of comparative advantage encouraged
nations to specialise in the production of the products
for which they can easily produce at cheaper rate and in
abundance so as to exchange it with other products
from other countries. This economic principle had
encouraged economic liberalisation. = Economic
liberalisation allowed countries to seek exchange of
resources (goods and services) with one another.
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Hence, the concept of exchange rate as a factor crept
into the analysis of economic growth.

It did not feature in first generation neoclassical growth
model Solow (1957) and Rostow (1960) (as contained
in Todaro & Smith 2004) which focused on savings and
investment. The fact that they were closed economy
models dictated that there is no role for exchange rate
or exchange rate volatility. The exchange rate is
perhaps one of the most widely discussed topics in
Nigeria today. This is not surprising given its
macroeconomic importance especially in a highly
import dependent economy as Nigeria (Olisadebe,
1991). Thus the use of exchange rate as an incentive to
shift resources into export sector became a policy of
interest as a way of boosting national income (Oyovwi,
2012).

In Nigeria, the exchange rate policy has undergone
substantial transformation from the immediate post-
independence period when the country maintained a
fixed parity with the British pound, through the oil
boom of the 1970s, to the floating of the currency in
1986, following the near collapse of the economy
between 1982 and 1985 period (Akpan & Atan, 2012).
In each of these epochs, the economic and political
considerations underpinning the exchange rate policy
had important repercussions for the structural evolution
of the economy, inflation, the balance of payments and
real income.

Exchange rate is an important macroeconomic policy
instrument. Changes in exchange rates have powerful
effects on tradable and non-tradable of countries
concerned through effects of relative prices of goods
and services (Bobai, Ubangida & Umar, 2013). More
particularly, there has been an ongoing debate on the
appropriate exchange rate policy in developing
countries (Kandil, 2004). The debate focuses on the
degree of fluctuations in the exchange rate in the face
of internal and external shocks. Exchange rate
fluctuations are likely, in turn, to determine economic
performance. In judging the desirability of exchange
rate fluctuations, it becomes, therefore, necessary to
evaluate their effects on the performances of
macroeconomic variables in Nigeria.

1.2 Statement of the Problem
The exchange rate of the naira was relatively stable

between 1973 and 1979 during the oil boom (regulatory
era). This was also the situation prior to 1970 when

agricultural products accounted for more than 70% of
the nation’s gross domestic products (GDP) (Ewa,
2011). However, as a result of the development in the
petroleum oil sector, in 1970’s the share of agriculture
in total exports declined significantly while that of oil
increased. However, from 1981 the world oil market
started to deteriorate and its economic crises emerged
in Nigeria because of the country’s dependence on oil
sales for her export earnings. Since the Nigeria
economy has remained import-dependent and oil-
supported, the fluctuation of oil prices would have
effect on Nigeria’s oil revenue (the major source of
income). This study thus is faced with the determining
whether the exchange rate has any bearing on Nigerians
economic growth and other macroeconomic policy
variables.

More so, extant literatures on exchange rate fluctuation
is mixed and conflicting. Similar studies like Aliyu
(2009), Akpan (2008), Ogunleye (2008), Obiora and
Igue (2006) Alaba (2003) Adubi and Okumadewa
(1999) Egwaikhide (1999) etc. Aliyu (2009) for
instance, studied the impact of oil price shock and
exchange rate volatility on economic growth in Nigeria,
Obiora and Igue (2006) investigated the likely effects
of exchange rate volatility on U.S — Nigeria trade
flows, while Ogunleye (2008) and Alaba (2003)
focused on exchange rate volatility and foreign direct
investment in Nigeria. Despite these efforts, volatility
in exchange rate still persists. Could the persistence of
the problem due to inappropriate policies or gaps in the
studies already carried out? This is one specific goal of
this study. This study departs from the above studies
because it focuses on exchange rate volatility and
economic growth from 2012 to 2015 using annual data.
It has wider coverage in addition to using a measure of
exchange rate volatility.

1.3 Objectives of the Study

The main objective of the study is to investigate the
role of exchange rate fluctuations on Nigerian
macroeconomic variables. The specific objectives
include,

1. To examine the effect of exchange rate on the
GDP.

2. To find out the effect of inflation on the GDP.

3. To determine the effect of money supply on the
GDP.

4. To investigate the effect of oil revenue on the
GDP.
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2.0 REVIEW OF RELATED LITERATURE
2.1 Conceptual Literature

Exchange rate volatility refers to persistent fluctuations
of exchange rate, which often results in persistent
depreciation of the home currency. Therefore exchange
rate volatility exposes economic agent to a greater
exchange rate risk. However, exchange rate fluctuations
can be anticipated or unanticipated. The unanticipated
fluctuation has more significant effect as it determines
aggregate demand through exports, imports, and the
demand for domestic currency, and determines
aggregate supply through the cost of imported
intermediate goods (Kandil & Mirzaie, 2008). In other
words, an unanticipated exchange rate fluctuation boost
demand of exports and reduces imports level as it raises
the price of importable goods and services.

The exchange rate between the two countries’
currencies is always associated with cross border
capital and fund movements, thereby with cross border
flows of goods and services. Changes in the exchange
rate, depreciation or appreciation of the currency, have
a significant effect on trade flows and profound
implications for the overall economic growth (Shehu &
Youtang, 2012). Domestic currency depreciation leads
to an improvement in exports by the domestic country,
and help achieve positive trade balance.

2.2 Theoretical Framework

The earliest and leading theoretical foundation for the
choice of exchange rate regimes rests on the optimal
currency area (OCA) theory, developed by Mundell
(1961) and McKinnon (1963). This literature focuses
on trade, and stabilization of the business cycle. It is
based on concepts of the symmetry of shocks, the
degree of openness, and labour market mobility.
According to the theory, a fixed exchange rate regime
can increase trade and output growth by reducing
exchange rate uncertainty and thus the cost of hedging,
and also encourage investment by lowering currency
premium from interest rates. However, on the other
hand it can also reduce trade and output growth by
stopping, delaying or slowing the necessary relative
price adjustment process.

Later theories focused on financial market stabilization
of speculative financial behaviour as it relates
particularly to emerging economies. According to the
theory, a fixed regime can increase trade and output

growth by providing a nominal anchor and the often
needed credibility for monetary policy by avoiding
competitive  depreciation, and enhancing the
development of financial markets (see Barro and
Gordon (1983), Calvo (2003), Edwards and Savastano
(2000), Eichengreen et al (1999), and Frankel (2003)
among others).

On the other hand, however, the theory also suggests
that a fixed regime can also delay the necessary relative
price adjustments and often lead to speculative attacks.
Therefore, many developing and emerging economies
suffer from a “fear of floating” in the words of Calvo
and Reinhart (2002), but their fixed regimes also often
end in crashes when there is a “sudden stop” of foreign
investment (Calvo, 2003) and capital flight follows, as
was evident in the East Asian and Latin American
crises and some sub-Saharan African countries.

Not surprisingly, there is little theoretical consensus on
this question of regime choice and subsequent
economic growth in the development economics
literature as well. While the role of a nominal anchor is
often emphasized, factors ranging from market depth
(or the lack of it), political economy, institutions and so
on often lead to inclusive suggestions as to which
exchange rate regime is appropriate for a developing
country (Frankel et al, 2001; Montiel, 2003; Montiel
and Ostry, 1991). The literature in development
economics acknowledges the importance of the effects
of the level of development to the relationship between
regime and growth (see Berg, Borensztein and Mauro
(2002), Borensztein and Lee (2002), Lin (2001),
McKinnon and Schnabel (2003), and Mussa et al
(2000) among others).

2.3 Empirical Literature

The literature is replete on the effect of exchange rate
fluctuations on macroeconomic variables in Nigeria,
but these empirical literatures have no consensus on the
effect of exchange rate on growth. Thus, the divergence
of the findings has necessitated further empirical
researches aimed at proffering more robust
explanations to the forex-growth nexus. The empirical
literature on the subject are also replete in Nigeria.
Hence, this review is mainly centred on Nigerian
empirical research and findings. Among the empirical
work in Nigeria on the relationship between exchange
rate and growth are shown below:
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Akpan (2008) focused on the implications of exchange
rate movement on economic growth. The ordinary least
square (OLS) technique was adopted using time series
data on exchange rate movement, volatility of exchange
rate (EXCHR), labour force, gross domestic investment
and technology. Volatility of exchange rate is measured
by three years moving average of standard deviation of
real exchange rate. The paper maintains that in view of
the positive relationship between exchange rate,
volatility and economic growth in Nigeria, exchange
rate policy should be designed to bridge the savings
investment gap so as to enhance government revenue as
well as reduce the fiscal Lacuna through the curtailing
of deficit geared at increased and sustained economic
growth.

Aliyu (2009) assessed the impact of oil price shock and
real exchange rate volatility on real economic growth in
Nigeria on the basis of quarterly data from 1986Q1 to
2007Q4. The empirical analysis starts by analysing the
time series properties of the data which is followed by
examining the nature of causality among the variables.
Furthermore, the Johansen VAR-based co-integration
technique is applied to examine the sensitivity of real
economic growth to changes in oil prices and real
exchange rate volatility in the long-run while the short
run dynamics was checked using a vector error
correction model. Results from ADF and PP tests show
evidence of unit root in the data and Granger pairwise
causality test revealed unidirectional causality from oil
prices to real GDP and bidirectional causality from real
exchange rate to real GDP and vice versa. Findings
further show that oil price shock and appreciation in the
level of exchange rate exert positive impact on real
economic growth in Nigeria.

Akpokodje (2009) explored the exports and imports
effects of exchange rate wvolatility with specific
reference to the non Communaute Financiere Africaine
(non-CFA) countries of Africa during the period, 1986
—2006. The countries chosen included Ghana, Lesotho,
Malawi, Nigeria, Sierra Leone, South Africa, Uganda
and Zambia. A GARCH approach was employed to
generate on annual basis the real exchange rate
volatility series for each country. The study reveals a
negative effect of exchange rate volatility on exports
and imports in the selected African countries. The
adverse effect of exchange rate volatility on exports in
the sampled countries, as found in the study suggests
the need for policy interventions that will help to
minimize and, where possible, eradicate exchange rate
volatility.

Omojimite and Akpokodje (2010) investigated the
effect of exchange rate reforms on Nigeria’s trade
performance during the period 1986-2007. It finds a
small positive effect of exchange rate reforms on non-
oil exports through the depreciation of the value of the
country’s currency. It was also found that the structure
of imports which is pro-consumer goods remained
unchanged even after the adoption of exchange rate
reforms. Exchange rate reforms were found not to
constrain imports as anticipated. Rather, they stimulate
imports, albeit insignificantly.

Ettah, Akpan and Etim (2011) focused on the effects of
price and exchange rate fluctuations on Agricultural
exports (cocoa) in Nigeria. An export supply function
for cocoa was specified and estimated using the
Ordinary Least Squares Regression. Results showed
that exchange rate fluctuations and agricultural credits
positively affect cocoa exports in Nigeria. Results also
revealed that relative prices of cocoa are insignificantly
related to quantity of export, however, it has a negative
sign which is in line with the a priori expectation. The
result, therefore, implies a positive significant effect of
exchange rate volatility on cocoa exports in Nigeria. the
study thus posits that since exchange rate has impacted
positively on cocoa export in Nigeria, there should be a
free market determination of exchange rate for export
of cocoa in Nigeria.

Oladipupo and Onotaniyohuwo (2011) investigated the
impact of exchange rate on the Nigeria External sector
(the balance of payments position) using the Ordinary
Least Square (OLS) method of estimation for data
covering the period between 1970 and 2008. The study
found that exchange rate has a significant impact on the
balance of payments position. The exchange rate
depreciation can actually lead to improved balance of
payments position if fiscal discipline is imposed. It was
also found that improper allocation and misuse of
domestic credit, fiscal indiscipline, and lack of
appropriate expenditure control policies due to
centralization of power in government are some of the
causes of persistent balance of payments deficits in
Nigeria.

Polodoo, Seetanah and Padachi (2011) provided an
investigation into the impact of exchange rate volatility
on the macroeconomic performance of Small Island
Developing States (SIDS). Taking a sample of 15
SIDS, the present study analyses econometrically the
impact of exchange rate wvolatility on major
macroeconomic variables, viz economic growth,
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external trade and foreign direct investment on the
SIDS. The paper first constructs the z-score measure,
developed by Wolf et al (2003) as a measure of
exchange rate volatility and employs data spanning the
period 1999 to 2010 to analyse robust estimates in a
static framework as well as in a dynamic and
longitudinal data framework using the Generalised
Method of Moments. It also analyses the impact of
exchange rate  volatility on  macroeconomic
performance of the economies. The OLS with robust
standard errors results indicate that, exchange rate
volatility impacts negatively on current account balance
but positively on the growth rate of the economies
studied. In a dynamic setting, however, exchange rate
volatility does not influence the macroeconomic
variables.

Shehu and Youtang (2012) examined the causal
relationship between exchange rate volatility (ERV),
trade flows and economic growth of the sub-Saharan
African countries with exclusive reference to Nigeria
which is considered as small open economy. The
empirical study is based on a time series data over the
period of 1970-2009. The results indicate significant
effects of ERV on trade flows and economic growth of
Nigeria. The finding support the preference of flexible
exchange rate regime over the fixed regime as it
facilitates more trade flows in Nigeria.

Adedayo (2012) made a methodological and analytical
attempt to determine the precise channel of exchange
rate pass-through in Nigeria. The study considered the
interest rate and inflation rate channels and then
employed a distributed lag model that incorporates a
first order lag of exchange rate inclusive of current
output level. This approach yield two-variants of the
adapted model and the classical ordinary least square
method was adopted for estimation. The empirical
outcomes indicated that it is only previous exchange
rate of naira vis-a-vis U.S dollar that pass-through
interest rate in Nigeria between 1970 and 2010, while
neither current exchange rate of naira vis-a-vis U.S
dollar nor previous exchange rate of naira vis-a-vis U.S
dollar pass-through inflation rate in Nigeria between
1970 and 2010.

Usman and Adejare (2012) empirically examined the
effect of foreign exchange regimes on industrial growth
in Nigeria using secondary data obtained from Central
Bank of Nigeria Statistical Bulletin covering the period
of 1985 to 2005. Multiple regressions were employed
to analyze data on such variables as Gross Domestic

Product, World Price Index, Per Capita Income, and
Net Export. Exchange rate had significant effect on the
economic growth with the Adjusted R2 of 69%.
Following the outcome of this study, it is therefore
concluded that the effect of using Foreign exchange,
World Price Index, Per Capita Income, and Net Export
as an inducement for greater performance for stable
economic growth and are capable of giving stability in
prices for manufactured goods.

Azeez, Kolapo and Ajayi (2012) examined the effect of
exchange rate  volatility on  macroeconomic
performance in Nigeria from 1986 to 2010. The model
formulated depicts Real GDP as the dependent variable
while Exchange Rate (EXR), Balance of Payment
(BOP) and Oil Revenue (OREV) are proxied as
independent variables. It employs the Ordinary Least
Square (OLS) and Johansen co-integration estimation
techniques to test for the short and long runs effects
respectively. The ADF test reveals that all variables are
stationary. OLS results show that OREV and EXR are
positively related while BOP is negatively related to
GDP. Further findings reveal that oil revenue and
balance of payment exert negative effects while
exchange rate volatility contributes positively to GDP
in the long run.

Akpan and Atan (2012) investigated the effect of
exchange rate movements on real output growth in
Nigeria. Based on quarterly series for the period 1986
to 2010, the paper examined the possible direction of
the relationship between exchange rates and GDP
growth. The relationship is derived in two ways using a
simultaneous equations model within a fully specified
(but small) macroeconomic model. A Generalised
Method of Moments (GMM) technique was explored.
The estimation results suggest that there is no evidence
of a strong direct relationship between changes in
exchange rate and output growth. Rather, Nigeria’s
economic growth has been directly affected by
monetary variables. These factors have tended to
sustain a pattern of real exchange rate, which has been
unfavourable for growth. The conclusion is that
improvements in exchange rate management are
necessary but not adequate to revive the Nigerian
economy. A broad program of economic reform is
required to complement the exchange rate policy
adopted.

Oyovwi (2012) evaluated the effect of exchange rate
volatility on economic growth in Nigeria on the basis of
annual data from 1970 to 2009. A review of the
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literature reveals that exchange rate volatility can have
either positive or negative effect on economic growth.
The empirical analysis began with testing for
stationarity of the variables by applying the Augmented
Dickey-Fuller (ADF). This was followed by co-
integration test of the model. The unit root test results
show that all variables except exchange rate volatility
were integrated at order one, that is I(1) while exchange
rate volatility is integrated at order zero that is I(O).
Also, co-integration analysis indicated that variables

are co-integrated. Employing the Generalised
Autoregressive Conditional Heteroscedasticity
(GARCH) technique to generate exchange rate

volatility, the relationship between exchange rate
volatility and economic growth was estimated. Findings
further show that in the short run, economic growth is
positively responsive to exchange rate volatility while
in the long run, a negative relationship exist between
the two variables. The long run result also indicate that
increase in oil price depress economic growth in
Nigeria. Thus, the income effect of rising oil price is
not felt while the output effect is evidenced in factory
closure and re-location to neighbouring countries.

Umaru, Sa’idu and Musa (2013) investigated the
impact of exchange rate volatility on export in Nigeria.
The paper employed three models, viz: Ordinary Least
Square (OLS); Granger causality test; and ARCH and
GARCH techniques and also Augmented Dickey-Fuller
technique was used in testing the presence of unit root.
The results of unit root suggested that all the variables
in the model are stationary at first difference, while
causality test revealed that there is causation between
export and exchange rate in the country, but the
causation flows from exchange rate to export. Thus,
exchange rate causes export. Furthermore, ARCH and
GARCH results suggested that the exchange rate is
volatile nevertheless export is found to be non-volatile.
The study further showed that exchange rate is
impacting positively on export, as shown by the
regression results. The elasticity results revealed that,
the demand for Nigerian products in the World market
is fairly elastic.

Taiwo and Adesola (2013) investigated the impact of
unstable exchange rate on bank performance in Nigeria
using two proxies for bank performance, namely loan
loss to total advances ratio and capital deposit ratio.
Government expenditure, interest rate, real gross
domestic product were added to exchange rate as
independent variables. The two models specified show
that the impact of exchange rate on bank performance

is sensitive to the type of proxy used for bank
performance. Loan loss to total advance ratio shows
that fluctuating exchange rate may affect the ability of
lenders to manage loans resulting into high level of bad
loans while capital deposit ratio does not have
significant relationship with exchange rate.

3.0 METHODOLOGY

The study adopted secondary data sourced. Secondary
data is the name given to data that have been used for
some purpose other than that for which they were
originally collected. The data for the study were
generated from the CBN statistical Bulletin, 2015.

The model used in this study is adapted from the
exchange rate equation as used by Akpan and Atan
(2012). In their model, exchange rate was used as an
endogenous variables with inflation rate, growth rate of
real GDP, and growth rate of money supply as the
explanatory variables. As a modification, this study
adapted from Akpan and Atan (2012) and then included
inflation and oil revenue that is capable of influence
exchange rate in Nigeria. This could be stated
mathematically as follows:

GDP=f (EXCH, INF, MS, OIL)
The econometric form of the model is given as:

GDP: = Lo + }l]EXCHt + MQINFt + ].L3L1’1MSt + }L4LDOILt
+ &t

Where:
GDP = GDP at current market prices
EXCH = nominal exchange rate

INF = rate of inflation (this is the Nigerian Consumer
Price Index)

MS = Money Supply (M>)

OIL = Oil Revenue

Ln = Natural Logarithm of the variables used to
smoothen possible scholastic effect from variables at

level.

t = time subscript
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In other words, L is the constant while p; — p4 are the
coefficients of the relationships between the
independent variables and the dependent variable. &; is
the stochastic error term for the time period covered by
the study.

Following the methodological style of Taiwo and
Adesola (2013), the analysis of this study is broken into
three parts, the first for fixed exchange regime (1970 -
1985), the second analysis (model) is the floating
exchange regime (1986- 2015) while the third analysis
is the whole period ( 1970 to 2015).

The study employed the Ordinary Least Square (OLS)
technique for the analysis. The coefficient of
determination (R?), F-test, t-test, beta and Durbin-
Watson were used in the interpretation of the results.
The decision rule for test of hypotheses is to rejects the
null hypotheses for calculated significance value below
5% level of significance. Student T-Test measures the
individual significance of the estimated independent
variables. F-Test measures the overall significance. The
coefficient is used to measure the individual
contribution of the variables to variation in the
dependent variable. Durbin Watson (DW) Statistics
tests for auto correlation in the regression.

4.0 ANALYSES AND INTERPRETATION
RESULTS

OF

Introduction

The results of the analyses are presented on Table 4.1.
The results comprised three multiple regression
analyses. Column 1 is the result of multiple regression
analysis for the effect of exchange rate on
macroeconomic variables in the fixed exchange rate era
(1970 to 1985), column 2 is for floating exchange rate
era (1986 to 2015) while column 3 captured the whole
time periods (1970 to 2015).

Coefficient of determination (R?) and F-value are used
to analyse overall impact of exchange rate changes on
economic growth while the coefficients are used to test
for the various hypotheses.

The Durbin Watson is used to test for the reliability of
the models. The results from the analysis are 1.981
(fixed exchange rate era), 2.039 (floating exchange rate
era) and 1.918 for all the periods. Since the results are
approximately equal to 2, we conclude that the models
have no autocorrelation and therefore are reliable. The
results of the analyses are shown on Table 4.1 below:

Table 4.1: Multiple Regression of the Effect of Exchange Rate on Economic Growth for Three Periods
(All=1970 - 2015; Pre SAP = 1970 — 1985; Post-SAP = 1986 — 2015)

Period 1970 — 1985 1986 — 2015 1870 — 2015
(Fixed Exchange | (Floating Exchange | (All Time Period)
Era) Era)

Constant -44.182* 2T5%* -82.162*

EXCH 654 -.814* -407**

INF -411 321%* -251%**

MS -1.544 097* A453%*

OIL 8.030** 725%* 4.012*

Adjusted R2 852 985 732

DW 1.981 2.039 1.918

F-Value (Prob) | 29.461 (.020*) 12.064 (.002%*) 47.743 (.000%*)

* & ** = 1% and 5% level of significance
Source: SPSS 17 Analysis.

Interpretation of Results

The extent to which changes in economic growth
(GDP) can be explained by exchange rate, inflation,
money supply and oil revenue is measured with the
results of the coefficient of determination (R?). The

Adjusted R? is adopted to avoid overestimation of the
influence. The results indicate that the Ade2 is .852
(fixed exchange rate era), .985 (floating exchange rate
era) and .732 for all the periods.

@ IJTSRD | Available Online @ www.ijtsrd.com | Volume —2 | Issue — 1 | Nov-Dec 2017

Page: 1564



International Journal of Trend in Scientific Research and Development (IJTSRD) ISSN: 2456-6470

From the result, it can be seen that about 85% of the
changes in macroeconomic indicators are explained in
the fixed exchange era. In the floating exchange era,
99% was explained while the whole periods has 73%
explanatory power. This indicate that the floating
exchange era (1986 to date) is more effective in
explaining economic trend in Nigeria. This implies that
floating exchange is a better economic policy than the
fixed exchange era. However, the results suggests that
exchange rate movement is a good indicator for
monitoring economic growth in Nigeria.

F-Value (Prob) is used to test the significance of the
overall results. The issue here is whether exchange rate
movements and the control variables (INF, MS, and
OIL) have significant effect on economic growth. The
results are 29.461 (.020*) for fixed exchange rate era,
12.064 (.002*) for floating exchange rate era) and
47.743 (.000*) for all the periods. The results indicate
that exchange rate movement have significant impact
on economic growth in Nigeria in all the exchange rate
management eras. This implies that exchange rate has
always been a key economic indicator for Nigeria.

Hypotheses Testing

Each of the hypotheses of the study are tested using the
t-value while the direction of the relationship is
determined by the coefficient of the variables. The
equation of the regression is shown below for each of
the periods (exchange rate era).

Fixed Exchange Era:
GDP = -44.182* + 1.7694EXCH -.411INF -.544InMs +
8.030LnOIL**

Floating Exchange Era:
GDP = .275** - 8§14EXCH* + 321INF* + .097LnMs*
+.725LnOIL*

All Time Period:
GDP = -82.162* -407EXCH**
A53LnMs** +4.012LnOIL*

-251INF**  +

Effect of exchange rate on the GDP

Ho;: Exchange rate fluctuation has no significant
positive effect on GDP.

The coefficients of EXCH are 1.7694EXCH (for fixed
exchange era), -.814EXCH* (for floating exchange
era), and -407EXCH** (for all-time periods). The

results showed that exchange rate has positive
relationship with economic growth during the fixed
exchange era and negative relationship in the floating
and all the eras. This shows that during the fixed
exchange era, a percentage increase in exchange rate
increases GDP by 176%. However, during the floating
exchange rate and all the periods, a percentage increase
in exchange rate decreases the growth of GDP by 81%
and 40% respectively. The probability of the
coefficients (indicating * and **) indicate that there is a
significant relationship between exchange rate and
GDP in each of the eras (floating, fixed and all-time).

Effect of inflation on the GDP

Ho,: Inflation has no significant positive effect on
GDP.

The coefficients of INF are -411INF (for fixed
exchange era), .321INF* (for floating exchange era),
and -251INF** (for all-time periods). The results
showed that inflation has positive relationship with
economic growth during the floating exchange era and
negative relationship in the fixed and all the eras. This
shows that during the floating exchange era, a
percentage increase in inflation rate increases GDP by
32%. However, during the fixed exchange rate and all
the periods, a percentage increase in exchange rate
decreases the growth of GDP by 41% and 25%
respectively. The probability of the coefficients
(indicating * and **) indicate that there is a significant
relationship between inflation and GDP in floating era
as well as all-time period but the fixed exchange era
does not show significant effect of inflation on GDP.

Effect of money supply on the GDP

Hojs: Money supply has no significant positive effect on
GDP

The coefficients of MS are -.544LnMs (for fixed
exchange era), .097LnMs* (for floating exchange era),
and .453LnMs** (for all the periods). The results
showed that money supply has negative relationship
with economic growth during the fixed exchange era
and positive relationship in the floating and all-time
era. This shows that during the floating and all-time
exchange eras, a percentage increase in money supply
increases GDP by 97% and 45% respectively, while a
percentage increase in money supply decreases the
growth of GDP by 54% in the fixed exchange rate era.
The probability of the coefficients (indicating * and **)
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indicate that there is a significant relationship between
money supply and GDP in floating era as well as all the
period but the fixed exchange era does not show
significant effect of money supply on GDP.

Effect of oil revenue on the GDP

Ho4: Oil revenue has no significant positive effect on
GDP.

The coefficients of OIL are 8.030LnOIL** (for fixed
exchange era), .725LnOIL* (for floating exchange era),
and 4.012LnOIL* (for all-time periods). The results
showed that oil revenue has positive relationship with
economic growth during the fixed, floating and all-time
eras. This shows that a percentage increase in oil
revenue increases GDP by 803%, 73% and 401%
during the fixed, floating and all-time periods,
respectively. The probability of the coefficients
(indicating * and **) indicate that there is a significant
relationship between oil revenue and GDP in each of
the eras (floating, fixed and all-time). This implies that
oil revenue has positive effect in Nigeria and has
remained the mainstay of the economy.

5.0 CONCLUSION AND RECOMMENDATIONS

The results have shown that exchange rate movement is
a good indicator for monitoring economic growth in
Nigeria. This indicate that exchange rate has always
been a key economic indicator for Nigeria. The floating
exchange period has outperformed the fixed exchange
rate in terms of contribution inflation, money supply
and oil revenue to economic growth. This indicate that
the floating exchange rate has been a better economic
regime for sustainable economic growth in Nigeria.
From the findings, it is evident that oil revenue has
positive effect in Nigeria and has remained the
mainstay of the economy.

Based on the results of this research and the realization
of effect of Foreign Exchange on the Real Growth in
Nigeria Economy, the following recommendations are
made;

1. Positive exchange rate stock should be
monitored regularly, so as not to allow those
that find exchange rate as an avenue of
investment like banks and public carry out their
business, which is more devastating to the
economy.

2. Government should stimulate export
diversification in the area of agriculture, agro-
investment, and agro-allied industries, oil allied
industries such will improve Foreign Exchange
Earnings on Real growth in Nigeria Economy.

3. Finally, the government should influence the
foreign exchange rate, by positive economic
reforms that will reduce the adverse effect of
unstable foreign exchange rate on the Nigerian
economy with respect to trade flow.
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