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ABSTRACT 

 

The st udy est ablished the l ong r un rel ati onship t hat  exists a mong exchange rat e 

vol atility,  forei gn direct i nvest ment  ( FDI)  and t he manufact uri ng sect or perfor mance from 

1986 t o 2014 and exa mi ned t he i mpacts  of  exchange rat e vol atility on FDI  i n Ni geria.  It  al so 

anal ysed t he i nt eracti on of  exchange rat e vol atility and FDI  i nfl ow.  These were wit h a  vi e w 

to pr ovi di ng i nfor mati on on t he effects of  exchange rat e vol atility and FDI  on t he 

manufact uri ng sect or perfor mance i n Ni geria. 

Secondary dat a coveri ng t he peri od bet ween 1986 and 2014 were e mpl oyed i n t he 

anal ysis.  Annual  dat a on manufact uri ng val ue added,  real  i nt erest  rat e,  i nflati on rat e,  degree 

of  trade openness,  gross fi xed capital  for mati on,  t ot al  nat ural  resources  wer e sourced from 

Worl d Devel opment  I ndicat ors  ( WDI).  Al so,  annual  dat a on manufact uri ng FDI  and mont hl y 

dat a on exchange rat e were obt ai ned from Central  Bank of  Ni geria ( CBN)  statistical  bulleti n. 

Dat a collected were anal ysed usi ng appr opriate descri pti ve st atistics  and Aut oregressi ve 

Di stri buti on Lag ( ARDL) regressi on techni que.  

The bound t est  results showed t hat  t here exists a l ong r un rel ati onshi p a mong 

exchange rat e vol atility,  FDI  i nfl ow and manufacturi ng sect or  perfor mance.  It  was  observed 

that  t he F-st atistic (10.553)  i s  great er  t han t he upper  bound ( 3. 61)  whi ch connot es  t he 

existence of  a  l ong r un rel ati onshi p a mong t he variabl es.  The results also showed t hat  i n t he 

long r un,  exchange rat e vol atility (t =-55. 413;  p<0. 05)  had negati ve and significant  effect  on 

FDI  i nfl ow.  I n t he short  run,  exchange rat e vol atility (t =209. 117;  p<0. 05)  had a  si gnificantl y 

positi ve effect  on manufact uri ng FDI  i nfl ow.  The results of  t he i nt eracti on of  exchange rat e 

vol atility and FDI  i nfl ow (t =3. 348;  p<0. 05)  showed a  positi ve and si gnificant  effect  on t he 

manufact uri ng sect or perfor mance.  
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The st udy concl uded t hat  exchange rat e vol atility and manufact uri ng FDI  infl ow had 

negati ve i mpact  on t he perfor mance of  t he manufact uri ng sect or  perfor mance i n t he l ong r un. 

Al so,  t he effect  of  t he i nteracti ons  bet ween exchange rat e vol atility and manufact uri ng FDI 

infl ow i s  positi ve on t he manufact uri ng sect or  perfor mance i n Ni geria bet ween 1986 and 

2014
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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background to the study 

The manufact uri ng sector  i s  one t hat  dri ves  i ndustrialisation whi ch helps  countries  t o 

devel op.  Devel oped countries  of  t he worl d such as  Unit ed Ki ngdo m,  United St at es,  Ger many, 

France,  Russi a,  and Chi na j ust  t o menti on but  a few have wal ked t he pat h of  i ndustrializati on t o 

attai n all-round devel opment.  In t he earl y 1960s, countries  li ke Sout h Korea,  Tai wan,  Si ngapore 

and Hong Kong (t he “ Asian Ti gers”)  were consi dered t o be part  of  t he t hird worl d but  t he rapi d 

econo mi c gr owt h of  t he ‘ Ti gers’  t hrough t heir i ndustrialisation experience from t he peri od 

bet ween 1960s  and 1990s  has  assisted t he m t o successfull y achi eve devel opment  i n a  manner  t hat 

no one coul d have predicted about fift y-fi ve years earlier. 

Si nce i ndependence i n 1960,  Ni geria bei ng one of  t he t hird worl d countries,  has  pursued 

industrialisation wit h t he hope of  transfor mi ng t he econo my from a  monolithic,  i neffici ent  and 

i mport-dependent  economy t o a  more dyna mi c and export-orient ed economy,  especi all y export er 

of  i ndustrial  out puts.   This aspiration as  cont ai ned i n t he successi ve devel op ment  pl ans  from t he 

first  nati onal  devel opment  pl an ( 1962- 1968)  t o the f ourt h nati onal  development  pl an ( 1981-

1985)  was  f urt her  rei nforced by t he wi ndfall  gai ns  from cr ude oil  boom of  t he 1972/ 73 and 

1979/ 80 peri ods  ( Adeoye,  2005).  Ho wever,  from 1990 till  t he present  period,  t he onl y changes 

that  have t aken pl ace was  j ust  a mere shift  i n export ed pr oducts  i ndi cating a  si gn of  export 

substit ution from pri mary agr o i ndustry-based exports t o pri mar y mi ni ng industry-based exports 

(i. e.  crude oil).  As  a  result  of  t his,  t he i ndustrial  sect or  perfor mance i s still  far  from bei ng 

adequat e and t he manufact uri ng sect or has conti nued t o decli ne in growt h and val ue-added.  
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In Eur ope,  Japan and ot her  devel oped countries,  l arge share of  f oreign capit al  i s 

concentrated i n t heir  manufact uri ng i ndustries.  Thus,  capital  fl ow pl ays  a si gnificant  rol e i n t heir 

devel opment al  process  by enhanci ng t he manufact uri ng sect or  whi ch serves  as  a  great  cat al yst 

for  econo mi c gr owt h and devel opment  ( Aki nl o,  2004).  The reasons  f or t he i ncreased capit al 

infl ow i n t hese countries  can be traced t o t he adopti on of  li beral  economi c poli ci es  by many 

countries.  Ho wever,  si nce 1960s  t he expl osi on of  capital  fl ow across  many devel opi ng countries 

particul arl y t he Asi an econo mi es  has  been made possi bl e t hrough t he offici al  direct  assistance, 

grants, soft loan facilities and forei gn direct investment ( Ghir may and Cadet, 1998).  

In Ni geria,  favourabl e econo mi c conditi ons  li ke  l arge do mestic mar ket,  abundant  nat ural 

resources  and see mi ngl y l ow unit  l abour  cost  have made t he country t o be positi oned f or  l arge 

infl ow of  f orei gn direct  invest ment  ( FDI).  Generally,  FDI  fl ow t o Ni geria are mostl y i n oil  sect or 

gi ven t he apprehensi on as  regards  t he benefits from extracti ve FDI.  Hence,  si nce 1970,  t here has 

been a  si gnificant  gr owt h of  FDI  particul arl y i nt o the manufact uri ng sect or  ( MFDI)  and t he t rend 

has  gr own from N224. 8m i n 1970 t o N506. 2m i n 1975,  t o N1503. 9m i n 1980 t o N2278. 1m i n 

1985 and t o N2810. 2m i n 1986.  Si nce SAP i n 1986,  t he trend of  MFDI  i nflow t hat  was  hit hert o 

noticed still  conti nue t o increase from N3122. 3m in 1987 t o N6339. 0m i n 1990 t o N 27668. 8 i n 

1995 t o N 37333. 6m i n 2000 t o N 133894. 5m i n 2005 t o N 179275.2 m i n 2010 and t o N 

194160. 1m i n 2014 ( CBN St atistical Bulleti n, 2015).  

Gi ven t he si gnificant  roles  whi ch FDI  i nfl ow can pl ay i n t he devel opment  of  i ndustrial 

sect or  of  devel opi ng econo mi es  li ke Ni geria,  one i mport ant  fact or  t hat  must  be reckoned wit h i s 

the exchange rat e ( Uwaban mwen and Aj ao,  2012).  Exchange rat e pl ays  an i mport ant  r ol e i n 

transacti ons  t hat  i nvol ves  transfers  of  f unds,  move ment  of  goods  and services  and t echnol ogy 

transfers  from one country t o anot her.  Thus,  t he real  and money shocks  are responsi bl e f or 
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exchange rat e vol atility in e mer gi ng countries  ( Caporal e et  al.,  2009).  Exchange rat e vol atilit y 

therefore,  i nfl uences  t he total  a mount  of  FDI  i nflows  and al so t he  all ocation of  t his  i nvest ment 

spendi ng across  a range of  countries.  Hence,  it constit utes  a maj or  source of  worry t o bot h 

forei gn i nvest ors  and t he host  countries  as  it  i nfluence t he vol ume  of  f orei gn i nvest ments  t hat 

coul d be undertaken i n an econo my and subsequentl y t he l evel  of  manufact uri ng acti vities  t hat 

coul d be achi eved.  

In Ni geria,  exchange rat e wit nessed a  radi cal  change from t he l ong operat ed fi xed syst e m 

that  was  bet ween t he period of  1960s  and t he first  half  of  t he 1980s.  During t hat  peri od,  i t  was 

observed t hat  naira was  relati vel y st abl e wit h respect  t o t he dollar  rangi ng from N0. 7143 per 

dollar  i n 1960 t o N0. 89375 per  dollar  i n 1985.  Thereafter,  exchange r at e regi me  shifted 

drasticall y from t he second half  of  1986 when struct ural  adj ust ment  pr ogra mme  ( SAP)  poli cy 

was  i ntroduced t o enhance export  pr omoti on t hereby maki ng l ocall y made goods  cheaper  t o t he 

rest of the worl d.  

Wi t h t he i ntroducti on of  SAP and t he subsequent  li beralisation of  some  aspects  of 

Ni geria econo my whi ch was  accompani ed by fl exi bl e exchange rat e syste m,  t he trend t hat  was 

hit hert o observed bet ween naira and dollar  was  reversed.   Thi s  i s  evi dent  from t he fact  t hat  t he 

exchange rat e drasticall y depreci ated from N0. 89375 per  dollar  i n 1985 t o N2. 020575 per  doll ar 

in 1986 and si nce t hen,  exchange rat e has  been unstabled and has  conti nued t o depreci ate.  As  at 

2014,  t he exchange rat e st ood at  N158.  5526 per dollar  ( CBN St atistical  Bull eti n,  2015)  and i s 

about N400. 00 per dollar in 2016.  

In concl usi on,  it  cannot  be overe mphasised t hat  exchange rat e and its  volatility pl ay a critical 

role i n t he abilit y of  t he econo my t o attai n optimal  l evel  of  pr oducti on in t he manufact uri ng 

sect or.  Exchange rat e i s  also an i mport ant  variable t hat  di ct ates  how much of  FDI  goes  i nt o a 
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country gi ven its  hi gh sensiti vity ( vol atility)  t o capital  move ments  and mar ket  f unda ment als. 

Ho wever,  FDI  i nfl ow whi ch i s  oft en accompani ed by f orei gn t echnol ogy,  managerial  expertise, 

and i nfrastruct ural  development  i s  i nevitabl e for  t he devel opment  of i ndustrial  sect or  i n 

devel opi ng countries j udgi ng by t he role it played in t he devel opment al  
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