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                                                      ABSTRACT  

Controversies  abound over  t he nexus  bet ween oil  price and exchange rate vol atilit y on 

econo mi c gr owt h.  Ho wever,  previ ous  rel ated st udies  i n Ni geria onl y f ocused on eit her  t he i mpact 

of  oil  price shock on econo mi c gr owt h or  t he effect  of  exchange rat e vol atility on econo mi c 

gr owt h wit hout exa mi ni ng t he joi nt effect of t he two variabl es on econo mi c growt h.  

The st udy anal yzed t he t rend and pattern of  oi l  price and exchange rate vol atilit y i n 

Ni geria and al so exa mi ned t he effect  of  oil  price on exchange rat e vol atility.  The st udy equall y 

det er mi ned t he dyna mi c int errelati onshi p t hat  exists  a mong oil  price,  exchange rat e vol atilit y and 

econo mi c gr owt h i n Ni geria.  Secondary dat a were used f or  t his  st udy.  Annual  dat a on real  gr oss 

do mestic pr oduct,  exchange rat e,  money suppl y and i nflati on rat e were sourced from Central 

Bank of  Ni geria ( CBN)  St atistical  Bulleti n.  While annual  dat a on oil  price was  sourced from 

energy pri ce i ndi cat or.  Dat a collected were anal yzed usi ng descri pti ve st atistics  (such as  graphs 

and percent ages)  and econo metrics  met hod whi ch i ncl ude co-i ntegration and vect or 

aut oregressi ve techni ques.  

The result  showed t hat  oil  price vol atility has  negati ve but  i nsi gnificant  relati onshi p wit h 

econo mi c gr owt h as  a  1 per  cent  i ncrease i n oil  price vol atility reduces  real  gr oss  do mestic 

pr oduct  by 1. 7 per  cent.  In t he sa me vei n,  exchange rat e vol atility has  i nsi gnificant  adverse effect 

on real  GDP as  1 percent  i ncrease i n exchange rate vol atility bri ngs  about  2. 6 per  cent  decrease 

in real  GDP.  Al so,  i nflation rat e has  i nsi gnificant negati ve rel ati onshi p wi th GDP as  1 per  cent 

increase i n i nflati on rate results t o 0. 005 per  cent  decrease i n real  GDP.  Money suppl y has 

positi ve rel ati onshi p with GDP as  1 per  cent  i ncrease i n money suppl y leads  t o 0. 08 per  cent 

increase in real GDP.  
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The st udy concl uded t hat  oil  price vol atility depresses  econo mi c gr owt h mor e t han 

vol atility i n exchange rate-a scenari o t hat  may attri bute t o mi s manage ment  of  oil  revenue i n t he 

country.                                                         
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CHAPTER ONE 

1. 0 I NTRODUCTI ON 

1. 1 Background to the study 

It  has  been observed t hat  exchange rat e pl ays  an i ncreasi ngl y si gnificant  r ol e i n any 

econo my as  it  directl y affects do mestic pri ce l evel,  competi veness  of  traded goods  and servi ces, 

all ocati on of  resources, pr oducti ve capacit y of goods  and servi ces  and i nvest ment  decisi on 

Odusol a,  (2003).  Besi des,  Exchange rat e i s  a key variabl e i n t he cont ext of  general  econo mi c 

policy maki ng as  its appreci ation or  depreci ati on affects  t he perfor mance of  ot her 

macr oecono mi c vari abl es  i n any econo my.  I n t he li ght  of  its  i mport ance,  every country pays  so 

much attenti on t o t he appr opriateness  of  her  f orei gn exchange policy and t he st abilit y of  t he 

exchange rat e becomes  the f or mi dabl e bedrock of  all  econo mi c acti vities. Si nce t he adopti on of 

the Struct ural  Adj ust ment  Pr ogra mme  ( SAP)  i n Jul y,  1986,  Ni geria has  moved t o vari ous  t ypes 

of  fl oati ng regi mes  of  exchange rat e from t he fi xed/ pegged regi mes  bet ween 1960s  and t he mi d-

1980s.  Fl oati ng exchange rat e has  been shown t o be preferable t o t he fi xed arrange ment  because 

of t he responsi veness of the rates t o t he forei gn exchange mar ket ( Nwankwo, 1980).  

Exchange rat e vol atility is a risk associ at ed wit h unexpect ed changes  i n exchange rat e, 

this i s  caused by so me  econo mi c fact ors  such as  i nflati on rat e,  i nt erest  rate,  and bal ance of 

pay ments  ( Ozt urk 2006). Ozt urk argued i n hi s  paper  on i mpact  of  oil  price shock and exchange 

rate vol atility on econo mic gr owt h t hat  depreci ation of  exchange rat e l eads t o i ncrease i n exports 

and decrease i n i mports  whil e appreci ation of  exchange rat e woul d t end t o di scourage export  and 

encourage i mport.  Wi t h t his  argument,  it  i s  obvi ous  t hat  when exchange rat e appreci at es  t he 

exporti ng country benefits more whil e t he i mporting country pays  more for  her  i mports.  Thi s 

however  depends  on t he degree of  responsi veness  of  t he pr oduct  t o change i n pri ce.  If  t he 
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pr oduct  i s  i nel astic,  t he importi ng country woul d still  have t o purchase t he pr oduct.  In t hat  sense, 

the exporti ng country benefits more because t he i mporti ng country has t o pay more f or  her 

i mports 

Wi llia mson ( 1994)  concluded t hat  t here was  no si mpl e ans wer  i n det er mi ni ng exchange 

rate equili bri um,  and esti mati ng t he equili bri um exchange rat e and pr oportion of  mi sali gnment 

of  t he exchange rat e re mai ns  part  of  t he most  defyi ng e mpirical  pr obl e ms i n an open-econo my 

macr oecono mi cs.  A country’s  act ual  exchange r at e devi ati on from such an unobservabl e 

equili bri um i s  referred t o as  an exchange rat e mi sali gnment.  When an exchange rat e depreci at es 

mor e t han t he equili bri um i t  i s  referred t o as  underval ued,  and an appreci ation of  an exchange 

rate t han t he equili bri um is referred t o as overval ued.  

The vol atility i n oil  pri ce has  varyi ng consequences  f or  different  countries;  while oil-

pr oduci ng countries  reap t he benefit  of  hi gh oil  price,  oil-i mporti ng countries  experi ence 

unfavourabl e t er ms-of-trade i n t heir  ext ernal  sector  t hat  can transfer  i nt o their  econo mi es  i n t he 

long r un.  Several  e mpirical  st udi es  have been undertaken t o i nvesti gat e the effect  of  oil  pri ce 

vol atility on exchange rate move ment  i n different econo mi es.  Alt hough t he fi ndi ngs  are mi xed 

on t he causalit y bet ween t he t wo vari abl es,  most  e mpirical  st udi es  et  al.,  show t hat  oil  pri ce 

directl y i mpact  on exchange rat e ( Amano and Norden 1995;  Ji n 2008;  Coudert,  2008).  Exchange 

rate vol atility,  however,  tends  t o i ncrease t he risk and t he uncertai nt y of  external  transacti ons  and 

predisposes a country to exchange rate-related risks ( Cel asun 2003; Setser 2007; Ji n 2008).  

Cr ude oil  beca me  an export  co mmodit y i n Ni geria i n 1958 f oll owi ng t he di scover y of  t he 

first  produci bl e well  in 1956.  Pri or  t o t hat, exports  were mai nl y pri mar y agri cult ural 

commodities  t hat  comprised gr oundnuts,  cocoa beans,  pal m oil,  cott on and r ubber.  Pal m oil  was 

the l eadi ng export  from 1946- 1958,  f oll owed by cocoa beans  whil e gr oundnut/ oil  ranked t hird 
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( CBN,  2000).  Fr om a  producti on l evel  of  5100 barrels per  day i n 1958,  crude oil  exports  r ose t o 

2. 35 milli on barrels per  day i n t he earl y 2000s  (CBN, 2010).  Ho wever,  it  had fl uct uat ed bet ween 

1. 26 and 1. 8 milli on barrels per  day bet ween 2007 and 2010 whi ch was f ar  bel ow t he OPEC 

quot a due t o t he soci o-political  i nstability i n t he oil-produci ng areas  of  t he country.  In t er ms  of 

its contri buti on t o t ot al  revenue,  recei pts  from oil t hat  constit uted 26. 3 per cent  of  t he federall y 

collected-revenue i n 1970,  rose t o 82. 1 per  cent  in 1974 and 83. 0 per  cent  i n 2008 l argel y on 

account of a rise i n crude oil quot a and prices at the i nternati onal mar ket ( CBN 2010).  

Non- oil  exports on t he other  hand,  as  a  percent age of  t ot al  exports,  declined from 7. 0 per  cent 

bet ween 1970- 1985 t o 4.0 per cent bet ween 1986- 1998 ( CBN, 2000).  

The di scovery of  crude oil  i n Ni geria l ed t o what  is commonl y referred t o as  t he “ Dut ch 

disease”.  The Dut ch Di sease ( DD)  refers  t o t he paradoxi cal  del eteri ous  consequence of  nat ural 

resource boo ms  on t he countries  where t hey occur.  The concept  was  coi ned from t he experi ence 

of  Net herlands  i n t he 60s when,  as  a  result  of  exploitati on of  t he ne wl y discover ed l arge deposit 

of  nat ural  gas  i n t he North Sea,  t he non- oil  tradable sect or  beca me l ess  co mpetiti ve and decli ned, 

Ol usi  and Ol agunj u ( 2005).  Thus,  t he perfor mance of  t he manufact uri ng sect or  re mai ned l ess 

i mpressi ve and t hat  of agri cult ure decli ned.  In t he earl y 1960s,  manufact uri ng acti vities 

consisted of  partial  processi ng of  agri cult ural  commodities,  t extiles,  breweri es,  ce ment,  r ubber 

pr ocessi ng,  pl astic pr oducts,  and bri ck maki ng.  The econo my graduall y beca me dependent  on 

crude oil as producti vit y decli ned i n ot her sect ors. 

As  a  mono- product  econo my,  Ni geria re mai ns  suscepti ble t o t he movement s  i n i nt ernati onal 

crude oil  pri ces.  Duri ng peri ods  of  favourabl e oil pri ce shocks  tri ggered by conflicts i n some  oil 

-produci ng areas  of  t he worl d,  t he surge i n t he de mand f or  t he co mmodit y by consumi ng nati ons, 

seasonalit y fact ors, trading positi ons, etc; the country experiences favourabl e 


