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ABSTRACT

The study established the long run relationship that exists among exchange rate
vol atility, foreign direct i nvest nent (FO) and the manufacturing sector perfor mance from
1986t 0 2014 and examnedthei npacts of exchange rate vol atility on FDIin N geria It also
anal ysedthe i nteraction of exchange rate volatility and FD inflow These were wtha view
to providng information on the effects of exchange rate volatility and FO on the

manufact uring sector perfor mancein Ngeria

Secondary data coveringthe period bet ween 1986 and 2014 were e nployed inthe
anal ysis. Annual data on manufacturing val ue added, real irnterest rate inflationrate, degree
of trade openness, gross fixed capita for mation total natural resources were sourced from
World Developnent Indicators (WOl). Aso, annual data on manufactwing FO and monthly
data on exchange rate were obtained fromCentral Bank of N geria( CBN statistical bulletin
Data collected were analysed using appropriate descriptive statistics and Aut oregressive

O stribution Lag ( ARDL) regressi on techni que.

The bound test results showed that there exists a long run relaionship anong
exchange rate vol atility, FO inflowand nmanufacturing sector perfor nance. It was observed
that the Fstatistic (10.553) is greater than the upper bound (3 61) which connotes the
existence of alongrunrelationshipanongthe variables. The resuts also showedthat inthe
long run, exchange rate vol atility (t =55 413; p<0.05) had negative and significant effect on
FO inflow Inthe short run exchange rate vol atility (t =209. 117; p<0.05) had a si gnificantly
positive effect on manufactwing FO inflow The results of the i nteraction of exchange rate
volatility and FO inflow (t =3 348, p<0.05) showed a positive and significant effect onthe

manufact uring sector perfor mance.

i



The study concl uded t hat exchange rate vol atilityand manufacturing FO inflowhad
negativei npact onthe perfor mance of the manufacturing sector perfor nanceinthelongrun
Also the effect of the interactions bet ween exchange rate volatility and manufacturing FD
inflowis positive on the manufacturing sector perfor nance in N geria bet ween 1986 and

2014

xiii
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CHAPTER ONE
I NTRODUCTI ON

11  Background tothe study
The manufacturing sector is one that drives industrialisation which helps countries to

devel op. Devel oped countries of the world such as United Kingdom United States, Ger nany,
France, Russia and Chinajustto nention but a few have wal kedthe path of i ndustrializationto
attainall-round devel opment. Inthe early 1960s, countries like South Korea, Tai wan, S ngapore
and Hong Kong (the “ Asian Ti gers”) were consideredto be part of thethird world but the rapid
economc growh of the ‘ Tigers’ through their industrialisation experience fromthe period
bet ween 1960s and 1990s has assistedt he mt o successfuly achieve devel opment ina manner t hat

no one coul d have predicted about fifty-five years earlier.

Since independencein 1960, N geria being one of thethird world countries, has pursued
industrialisation withthe hope of transfor mingthe econony froma nonolithic inefficient and
i nport-dependent economy toa nore dynamc and export-oriented economy, especiallyexporter
of industrial outputs. Thisaspirationas containedinthe successive devel opent plans fromt he
first national developnent plan (1962-1968) to the fourth national developnent plan (1981-
1985) was further reinforced by the wndfall gains fromcrude oil boom of the 1972/73 and
1979 80 periods ( Adeoye, 2005). However, from 1990 till the present period, the onl'y changes
that have taken place was just a nere shift in exported products indicating a sign of export
substitutionfrompri nary agroindustry-based exportsto pri nary m ni ngindustry-based exports
(i.e crude ail). As a resut of this, the industrial sector perfor mance is still far from being

adequate and the manufact uring sector has continued to decline in grow h and val ue-added

© Obafen Awd owo University, lle-lfe Ngeria
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In Europe, Japan and other developed courtries, large share of foreign capital is
concentratedintheir manufact uringindustries. Thus, capital flowplays a significart roleintheir
devel opnental process by enhancingthe manufacturing sector which serves as a great catal yst
for economc grovih and developrent ( Akinlg 2004). The reasons for the increased capital
inflowin these countries can be traced to the adoption of liberal econom c policies by nmany
countries. However, since 1960s t he expl osion of capital flowacross many devel opi ng countries
particdarlythe Asian economes has been made possiblethroughthe official direct assistance,

grants, soft loan facilities and foreign direct investrent (Chir nay and Cadet, 1998).

In N geria favourable economc conditions like large donestic market, abundant nat ural
resources and seemnglyl owunit labour cost have nmade the countryto be positioned for large
inflowof foreigndirect invest nent (FO). Generally, FO flowto N geriaare nostlyin oil sector
gi vent he apprehensi on as regar ds t he benefits fromextractive FO. Hence, since 1970, there has
beenasignificant growthof FO particu arlyintothe manufacturingsector ( MFD) andthetrend
has grown from N224.8min 1970to N606.2min 1975 to N1503. 9min 1980to MN2278 1min
1985 andto A2810.2min 1986, Since SAPin 1986, thetrend of MFD inflowthat was hitherto
noticed still continuetoincrease fromMN3122 3min1987to N6339.0min 1990to N27668 8in
1995 to N 37333.6min 2000 to N 133894.5min 2005 to N 179275.2min 2010 andto N

194160.1min 2014 (CBN Satistical Bulletin 2015).

G venthe significant roles which FO inflowcan playinthe devel opnent of i ndustrial
sector of devel oping economes like N geria onei nportant factor that nmust be reckoned withis
the exchange rate (Uwabannmwen and Aao, 2012). Exchange rate plays an i nportart role in
transactions that i nvol ves transfers of funds, nove nment of goods and services and technol ogy

transfers from one country to anather. Thus, the real and noney shocks are responsible for
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exchange rate vol atilityin e nerging countries (Caporale et al., 2009). Exchange rate vol atility
therefore, influences the taal anount of FO inflows and alsothe all ocation of thisinvest nent
spending across a range of countries. Hence, it constitutes a nmajor source of worry to both
foreigninvestars and the host countries as it influence the volune of foreigninvest nents t hat
coul d be undertakenin an economy and subsequentlythe level of nmanufacturing actiwvties t hat

coul d be achieved

In N geria exchange rate witnessed a radical change fromt he | ong operated fixed system
that was bet weenthe period of 1960s andthe first half of the 1980s. Duringthat period it was
observed that naira was relatively stable wth respect tothe dollar ranging from NO. 7143 per
dollar in 1960 to MNO.89375 per dollar in 1985 Thereafter, exchange rate regi ne shifted
drastically fromt he second half of 1986 when structural adjust ment programme (SAP) policy
was i ntroducedto enhance export pronotionthereby makinglocally made goods cheaper tothe
rest of the world

Wth the introduction of SAP and the subsequent liberalisaion of some aspects of
N geria economy which was acconpanied by flexi ble exchange rate system the trend that was
hitherto observed bet ween naira and dollar was reversed Thisis evident fromthe fact that the
exchange rate drasticall y depreciated from NO. 89375 per dollar in 1985t0 N2. 020575 per dollar
in 1986 and sincethen exchange rate has been unstabled and has continuedto depreciate. As at
2014, the exchange rate stood at N158. 5526 per dollar (CBN Statistical Bulletin 2015) andis
about N400. 00 per ddlar in 2016.

Inconclusion it cannot be overenphasised that exchange rate and its volaility play a critical
rdeinthe ability of the economny to attain optimal level of production inthe nmanufacturing

sectar. Exchange rateis alsoani nportant variablethat dictaes how much of FO goes into a
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country given its high sensitivity (volatility) to capital nove nents and mar ket fundanentals.
However, FO inflow whichis often acconpanied by forei gntechnol ogy, manageria expertise,
and infrastructural developnent is inevitable for the developrment of industrial sector in

devel opi ng countries judging by the rdeit dayed inthe devel opnental
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