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Abstract 
The premise of this study is to examine exchange rate depreciation and Nigeria economic growth 
during the SAP and post SAP period. The study covers the period of 1986–2012, using the Johasen 
co-integration test and error correction model analyses after conducting the stationary test, the 
results show that broad money supply, net export and total government expenditure have 
significant impact on real output performance in the long run while exchange rate has direct and 
insignificant effect on Nigeria economic growth in both short and long run this implies that 
exchange rate depreciation during the SAP period has no robust effect on Nigeria economic 
performance. Therefore, the study suggested that policy makers should not totally rely on exchange 
rate depreciation policy instrument to induce economic growth, but should use it to complement 
other macro-economic policies such as monetary and fiscal policies.  
 
Keyword: Exchange Rate, Currency, Depreciation, Devaluation, Government, Economic Growth, 
Trade  
 Introduction 
 Research related to exchange rate management and economic performance still remains of 
interest to economists, especially in a merging economy like Nigeria, despite a relatively enormous 
body of literature in the area. This is largely because the exchange rate in whatever 
conceptualization, is not only an important relative price, which connects domestic and world 
markets for goods and assets, but it also signals the competitiveness of a country’s exchange power 
vis-àvis the rest of the world in a pure market. Besides, it also serves as an anchor which supports 
sustainable internal and external macroeconomic balances over the medium-to-long term. Yaqub 
(2010) argued that exchange rate variation has been singled out as one of the endogenous factors 
that do affect the economic performance of a nation and Dada and Oyeranti   (2012) asserted that 
there is a consensus on the fact that devaluation or depreciation could boost domestic production 
through stimulating the net export component.  
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This is evident through the increase in international competitiveness of domestic industries 
leading to the diversion of spending from foreign goods whose prices become high, to domestic 
goods while Cottani, Cavallo, Khan (1990) in the study of real exchange rate behaviour and 
economic performance in LCDs revealed that the miserable economic performance in Latin 
America, Asia and Africa can be link to real exchange rate performance. It can so be argued that 
a sound exchange rate policy and an appropriate exchange rate management are crucial conditions 
for improving the economic performance of a country. 
 Nigeria economic performance since independence in 1960 has been decidedly mediocre. 
Despite the availability and expenditure colossal amount of foreign exchange derive mainly from 
its oil and gas resources, economic growth has been weak  and the incidences of poverty has 
increased. The objective of every independent nation like Nigeria is to improve the standard of 
living of its citizenry and promote economic growth and development of the country but due to 
vicious circle of poverty, scarcity of resources and the law of comparative advantage, countries 
depend on each other to foster economic growth and achieve sustainable economic development 
where exchange rate played an important role as the price of one currency in terms of another 
(Mordi, 2006). Fahrettin (2001) asserted that an exchange rate, as a price of one country’s money 
in terms of another’s, is among the most important prices in an open economy. It influences the 
flow of goods, services, and capital in a country, and exerts strong pressure on the balance of 
payments, inflation and other macroeconomic variables. Therefore, the choice and management of 
an exchange rate regime is an essential aspect of economic management to safeguard 
competitiveness, macroeconomic stability, and economic growth. 
 Over the year the Nigerian government has undergo different exchange rate policies either 
depreciation or appreciation since the deregulation of the economy with the introduction of 
Structural Adjustment Programme of July 1986 to promote trade and economic growth. Aliyu 
(2011) noted that appreciation of exchange rate results in increased imports and reduced export 
while depreciation would expand export and discourage import. Also, depreciation of exchange 
rate tends to cause a shift from foreign goods to domestic goods. Hence, it leads to diversion of 
income from importing countries to countries exporting through a shift in terms of trade, and this 
tends to have impact on the exporting and importing countries’ economic balance of payment and 
growth. Although a number of exchange rate reforms have been carried out by successive 
governments, the extent to which these policies have been effective in promoting export has 
remained unascertained. This is because despite’ government efforts, the growth performance of 
Nigerian economy has been very slow. 
 Nevertheless, despite Nigeria exchange rate reformed  and the theoretical assumption that 
it contribute to developmental effort of a country, her economy has been characterized by low 
manufacturing capacity  utilization,  high  level  of   inflation , heavy debt   burden,  high   
unemployment   rate,  high  level  of income inequality, poverty to mention a few (Uniamikogbo 
and Ewanehi,1998) while  Ogunjuyigbe and Laisu (2010) revealed that Nigeria is one of the 
countries lagging behind in all the millennium development goals (MDG’S) to which 191 countries 
including Nigerian signed at the turned of the millennium in 2001. In the light of this, the study 
made conscious effort to examine the relationship between exchange rate and Nigeria economic 
performance after SAPs of 1986 to 2012 and the policy concerns it engenders. Following this 
introduction, the remaining part of this study is structured as following sections 2 will deal with 
the literature review while section 3 will examine the methodology of the study, section 4 is the 
empirical result and analysis and section 5 is the conclusion and policy recommendations.  
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Literature Review 
Exchange rate has been defined as the price of one currency in terms of another (Mordi, 

2006). Exchange rate is the price at which one country exchanges its currency for other currencies. 
The increase or decrease of real exchange rate indicates strength and weakness of currency in 
relation to foreign currency and it is a standard for illustrating the competitiveness of domestic 
industries in the world market (Razazadehkarsalari, Haghiri & Behrooznia, 2011).  AZeeZ, Kolapo 
and Ajayi, (2012) noted that When there is deviation of this rate over a period of time from the 
benchmark or equilibrium, exchange rate is called exchange rate volatility. It also indicates that 
misalignment of exchange rate as occurred where there is multiplicity of markets parallel with the 
official market. 

Jhingan (2010) defined exchange rate as the rate at which one currency exchanges for 
another Exchange rate is said to depreciate if the amount of domestic currency require buying a 
foreign currency increases, while the exchange rate appreciates if the amount of domestic currency 
require buying a foreign currency reduces. An appreciation in the real exchange rate may create 
current account problems because it leads to overvaluation. Overvaluation in turn makes imports 
artificially cheaper while exports relatively expensive, thus reducing the international 
competitiveness of a country (Takaendesa, 2006). Oladipupo and Ogheneov (2011) defined 
Exchange rate as the price of one currency (the domestic currency) in terms of another (the foreign 
currency). Exchange rate plays a key role in international economic transactions because no nation 
can remain in autarky due to varying factor endowment. Movements in the exchange rate have 
ripple effects on other economic variables such as interest rate, inflation rate, unemployment, 
money supply; etc .These facts underscore the importance of exchange rate to the economic well-
being of every country that opens its doors to international trade in goods and services.  

Dada and Oyeranti (2012) noted that the objectives of an exchange rate policy include 
determining an appropriate exchange rate and ensuring its stability. Over the years, efforts have 
been made to achieve these objectives through the applications of various techniques and options 
to attain efficiency in the foreign exchange market. Exchange rate arrangements in Nigeria have 
transited from a fixed regime in the 1960s to a pegged regime between the 1970s and the mid-
1980s and finally, to the various variants of the floating regime from 1986 with the deregulation 
and adoption of the structural adjustment programme (SAP). A managed floating exchange rate 
regime, without any strong commitment to defending any particular parity, has been the most 
predominant of the floating system in Nigeria since the SAP (obadan, 2008). 

Following the failures of the variants of the flexible exchange rate mechanism (the AFEM 
introduced in 1995 and the IFEM in 1999) to ensure exchange rate stability, the Dutch Auction 
System (DAS) was re-introduced on July 22, 2002. The DAS was to serve the triple purposes of 
reducing the parallel market premium, conserve the dwindling external reserves and achieve a 
realistic exchange rate for the naira. The DAS helped to stabilize the naira exchange rate, reduce 
the widening premium, conserve external reserves, and minimize speculative tendencies of 
authorized dealers. According to Chowdhury (1999), the role of exchange rate and its effects on 
macroeconomic performance has continued to generate interest among economists. Many 
economists argue that exchange rate stability facilitates production activities and economic 
growth. They are also of the view that misalignment in real exchange rate could distort production 
activities and consequently hinders exports growth and generate macroeconomic instability. 

Obadan (2006) summarized  the factors that led to the misalignment of the real exchange 
rate in Nigeria to include weak production base, import dependent production structure, fragile 
export base and weak non-oil export earnings, expansionary monetary and fiscal policies, 
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inadequate foreign capital inflow, excess demand for foreign exchange relative to supply, 
fluctuations in crude oil earnings, unguided trade liberalization policy, speculative activities and 
sharp practices (round tripping) of authorized dealers. Others include over reliance on imperfect 
foreign exchange market, heavy debt burden, weak balance of payments position and capital flight. 

Oriavwote and Oyovwi (2012) investigated the determinants of the real exchange rate in 
Nigeria. The objective of the study has been to present a dynamic model of real exchange rate 
determination and empirically test the implications of changes in possible determinants of the real 
exchange in Nigeria. With data covering 1970-2010, the parsimonious ECM result shows amongst 
others that the ratio of government spending to GDP, terms of trade and technological progress are 
not important determinants of the real effective exchange rate in Nigeria. The result showed that 
capital flow, price level and nominal effective exchange rate are important determinants of the real 
effective exchange rate in Nigeria and recommended that the Dutch Disease syndrome holds in 
Nigeria and recommended amongst others that policies have to be put in place to stabilize the 
problem of inflation. 

Kandil (2004) examined the effects of exchange rate fluctuations on real output growth and 
price inflation in a sample of twenty-two developing countries. Using theoretical rational 
expectation model in the analysis and decomposes movements in the exchange rate into anticipated 
and unanticipated components and concluded that exchange rate depreciation, both anticipated and 
unanticipated, decreases real output growth and increases price inflation which mean that currency 
depreciation has a negative effects on economic performance in developing countries.  Mori, Asid,  
Lily,  Mulok and  Loganathan  (2012)  investigated the effects of the exchange rates on economic 
growth in Malaysia using time series data spanning from 1971 to 2009. The results of ARDL 
bounds test suggest that long-run cointegration exists between both nominal and real exchange 
rates and economic growth with a significant positive coefficient recorded for real exchange rate 
and concluded that both exchange rates have a similar causal effect towards economic growth and 
suggested that a systematic exchange rate via monetary policy should be properly developed to 
promote the stability and sustainability of economic growth in Malaysia. 

Attah-Obeng, Enu, Osei-Gyimah and Opoku (2013) examined the relationship between 
GDP growth rate and exchange rate in Ghana from the period 1980 to 2012. The study employed 
the graphing of the scatter diagram for the two variables which are GDP growth rate and exchange 
rate, establishes the correlation between GDP growth rate and exchange rate using the Pearson’s 
Product Moment Correlation Coefficient (PPMC) and finally estimates the simple linear regression 
using OLS. Which confirms to the theory that undervaluation (high exchange rate) stimulates 
economic growth in the short run. Therefore, policy makers should stabilise monetary and fiscal 
policies in the long run. 

Magda (2004)  examined the effect of exchange rate fluctuations to real output growth and 
price inflation in a sample of 22 developing countries. By introducing a theoretical rational 
expectation model he decomposed movements in exchange rate into anticipated and unanticipated 
components. The model demonstrated the effects of demand and supply channels on the output 
and price responses to changes in exchange rate. In general, he concluded that exchange rate 
depreciation; both anticipated and unanticipated decreases real output growth and increase price 
inflation. The result confirms concerns about the negative effects of currency depreciation on 
economic performance in developing countries. Adeniran, Yusuf and Adeyemi (2014) examined 
the impact of exchange rate on Nigeria economic growth from 1986 to 2013. Employing the 
correlation and regression analysis, the ordinary least square (OLS) analyze the data. The result 
revealed that exchange rate has positive and insignificant impact on Nigeria economic growth and 
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recommended that government should encourage the export promotion strategies in order to 
maintain a surplus balance of trade and also conducive environment, adequate security, effective 
fiscal and monetary, as well as infrastructural facilities should be provided so that foreign investors 
will be attracted to invest in Nigeria. Using the Vector Error Correction Model (VECM)  
  Furthermore, Using the Vector Error Correction Model (VECM) Akinlo and Lawal 
(2012) examines the impact of exchange rate on industrial production in Nigeria over the period 
1986-2010. The finding confirmed the existence of long run relationship between industrial 
production index and exchange rate, money supply and inflation rate. Moreover, exchange rate 
depreciation had no perceptible impact on industrial production in the short run but had positive 
impact in the long run.  Output,  inflation  and  exchange  rate  in  Nigeria  was  the  focus  
of  the  work  by  Odusola  and  Akinola  (2001). Employing a structural VAR model, evidence 
from the estimations demonstrated the existence of mixed results on the impacts of exchange rate 
depreciation on output.  Inflation  was  found  to  generate  substantial  destabilizing impacts  on  
output,  suggesting  that  monetary  authorities  should  play  a  critical  role  in  providing  enabling 
environment for growth. The authors concluded that prices, parallel exchange rate and lending rate 
were important sources of fluctuations in the official foreign exchange rate. In conclusion, most of 
the econometric analyses indicated that devaluations (either increases in the level of the real 
exchange  rate or  in  the  rate of depreciation) were associated with a  reduction  in output  and  
increase  in  inflation.  Rasaq (2012) analysed the impact of exchange rate volatility on 
Macroeconomic variables. employing Correlation Matrix, Ordinary Least Square (OLS) and 
Granger Causality test, the findings shows that exchange rate volatility has a positive influence on 
Gross Domestic Product and suggested that there is need for Nigeria  to improve their revenue 
base in term of increasing number of items meant for export, reduce over reliance on petroleum 
sector, reduce the importation of non essential items and increased domestic production will reduce 
the problem caused by exchange rate volatility. 
 Aliyu (2011) argue that appreciation of exchange rate results in increased imports and 
reduced export while depreciation would expand export and discourage import. Also, depreciation 
of exchange rate tends to cause a shift from foreign goods to domestic goods. Hence, it leads to 
diversion of income from importing countries to countries exporting through a shift in terms of 
trade, and this tends to have impact on the exporting and importing countries’ economic growth. 
He concluded that appreciation of exchange rate exert positive impact on real economic growth in 
Nigeria. Dada and Oyeranti   (2012) analyses the impact of exchange rate on macroeconomic 
aggregates in Nigeria. Based on the annual time series data for the period 1970 to 2009 and 
employed vector-autoregressive model. The estimation results show that there is no evidence of a 
strong direct relationship between changes in the exchange rate and GDP growth. Rather, Nigeria’s 
economic growth has been directly affected by fiscal and monetary policies and other economic 
variables particularly the growth of exports (oil) and concluded that improvements in exchange 
rate management are necessary but not adequate to revive the Nigerian economy.  

Azeez, Kolapo and Ajayi (2012) also examine 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 Squared 
(OLS) and Johansen co-integration estimation techniques to test for the short and long runs effects 
respectively. The results show that oil revenue and balance of payment exert negative effects while 
exchange rate volatility contributes positively to GDP in the long run. They recommended that the 
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monetary authorities should pursue policies that would curb inflation and ensure stability of 
exchange rate. 

On the effect of exchange rate on the economic sector output Ehinomen and Oladipo (2012) 
examined the impact of exchange rate management on the growth of the manufacturing sector in 
Nigeria. Ordinary Least Square (OLS) multiple regression analysis was employed to analysed 
time-series data which spanned between 1986 to2010. The empirical result of this study shows 
that depreciation which forms part of the structural adjustment policy (SAP) 1986, and which 
dominated the period under review has no significant relationship with the manufacturing’s sector 
productivity. It was found that in Nigeria, exchange rate appreciation has a significant relationship 
with domestic output and recommended that government should direct its exchange rate 
management policy towards exchange rate appreciation in order to reduce the cost of production 
in the manufacturing sector that depends heavily on foreign inputs while there should be total ban 
of importation on consumer and intermediate goods that can be produced locally. 

Yaqub (2010) investigated the effect of exchange rate on output of different sectors in 
Nigeria. The study adopted the modified IS-LM framework and estimated the behavioural 
equations. Data on Nigeria from 1970-2007 were utilised. The results obtained indicated that 
exchange rate had significant contractionary effects on agricultural and manufacturing sectors 
while it had expansionary effect on services sector she therefore concluded that the existing 
structures in Nigeria could not support an expansionary depreciation argument in the basic sectors 
during the period of study. Opaluwa, Umeh and Ameh (2010) examines  the  impact  of  exchange  
rate  fluctuations  on  the Nigerian manufacturing  sector during  a  twenty  (20)  year  period  (1986  
–  2005).  The argument is that fluctuations in exchange rate adversely affect output of the 
manufacturing sector. This is because Nigerian manufacturing is highly dependent on import of 
inputs and capital goods. These are paid for in foreign exchange whose rate of exchange is 
unstable.  

  
Methodology 
Sources of Data  
The study employs annual time series data covering the period 1986 -2012. This period is chosen 
as it corresponds to the period where Nigeria economy is deregulated and exchange rate was 
liberalized and consistent data on the relevant variables are available. Data for the study was 
obtained from Central Bank of Nigeria (CBN) statistical Bulletin and CBN Annual Report and 
Statement of Accounts various issues. 
Method of Data Analysis:  
The method of data analysis employed in this study is analytical. The analytical tool used is the 
Ordinary Least Square (OLS) regression technique. These econometric techniques include: unit 
root test, co-integration test, Lag selection criteria and Error Correction modelling.  
Model Specification 
The model employed in the research draws on the structural macroeconomic model of Khan and 
Knight (1991) and Dada and Oyeranti (2012). It includes all the basic elements of the financial 
programming framework used by the international Monetary Fund. This work enhances the 
original Khan-Knight model by adding open economy indicators: exchange rate and net export. 
The basic idea is to determine the relation between growth and exchange rate while allowing for 
other key macroeconomic influences on both variables.  The output equation expresses real GDP 
as a function of monetary and fiscal variables such that; 
LRGDPt = β0+ β1LMst + β2 LEXRt + β3 LNEXt + β4 LINFt + β5 LTGE t+ εt ------------ (1) 
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Where:  
RGDP= real gross domestic product, TGE = total government expenditure, M2= Broad money 
supply, EXR= exchange rate, NEX= Net Export, INF = inflation rate, L= Logarithm and εt = error 
term. 
The apriori expectation:  
β1, β2, β2, β5 >0; β4, <0 
The error correction model is stated thus: 
∆LRGDPt = β0+ β∆LMst + β2∆LEXRt + β3∆LNEXt + β4∆ LINFt + β5 ∆LTGE t ECMt-1 + εt -
------------------------------------------------------------------------------------------------------ (2) 
Discussion of Results 

In this section, we undertake empirical investigation regarding the influence of exchange 
rate on Nigeria economic performance from 1986 to 2012, using co-integration and error 
correction technique to determine the relationship between the dependent and independent 
variables. 
Statistical Properties of Data Series  
Time Series Properties of the Variables 

The time series properties of the variables are evaluated. The result is showed below.  
Stationary Test: The results are presented in Table 1 
Table 1: Results of test for stationarity of variables 
Variables  ADF Order of 

integration  
∆LEXR -5.1266 1(1) 
∆LNEX -6.9734 1(1) 
LINF -3.9527 1(0) 
∆LGDP -4.3957 1(1) 
∆LTGE -4.1366 1(1) 
∆LM2 -3.4891 1(1) 

Sources: Authors computation  
Note: ∆= indicating first difference 
Table 1 above shows the ADF test statistics for all the variables in their levels. The table shows 
that all the variables are integrated at first difference I (1) except inflation who integrated at level 
I(0). This implies that we can confidently apply co-integration test statistic as reported in Table 2 
below. 
Table 2: Co-integration Test Statistic. 

Eigen Values Likelihood ratio 5% 
percentage 

Critical value 

1% 
Percent  

Critical Value 

Hypothesized  
no of CE (s) 

 0.778474  80.01162  68.52 76.07       None ** 
 0.601803  42.33125  47.21 54.46    At most 1 
 0.296735  19.31101  29.68 35.65    At most 2 
 0.272132  10.51046  15.41 20.04    At most 3 
 0.097677  2.569570   3.76 6.65    At most 4 

* (**) denotes rejection of hypothesis at 5% (1%) significant level.  
L.R test indicates 1 co-integrating equation (s) at 5% significant level.  
Sources: Authors Regression Output  
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The result shows that there exists one (1) co-integrating equation at 5% or 1% level of 
significance. This is because the likelihood ratio is greater than the critical value at 5% or 1%. This 
shows that there is long run relationship between gross domestic product proxy for Nigeria 
economic growth and all the explanatory variables. In other words, they possess the features that 
would cause them to converge in the long-run. Therefore, we proceed to estimate the long run 
elasticities. The selected maximum lag length that minimized the Schwarz Bayesian Criteria (SBC) 
was 1. The results for the long run elasticities are reported in Table 3 below: 
Table 3: Estimated Long Run Elasticities 
Dependent Variable: GDP 
Method: Least Squares 
Date: 05/20/15   Time: 01:48 
Sample: 1986 2012 
Included observations: 27 

Variable Coefficien
t 

Std. Error t-Statistic Prob.  

C 0.504606 0.412362 1.223695 0.2346 
LEXR 0.014006 0.109072 0.128409 0.8990 
LINF 0.034364 0.037164 0.924653 0.3657 
LM2 0.247085 0.127178 1.942823 0.0656 

LNEX 0.236351 0.100863 2.343290 0.0290 
LTGE 0.530456 0.247023 2.147392 0.0436 

R-squared 0.913725     Mean dependent var 6.454878 
Adjusted R-squared 0.892230     S.D. dependent var 0.855459 
S.E. of regression 0.075405     Akaike info criterion -

2.138764 
Sum squared resid 0.119403     Schwarz criterion -

1.850800 
Log likelihood 34.87331     F-statistic 66.50758 
Durbin-Watson stat 1.814882     Prob(F-statistic) 0.000000 

Sources: Authors Regression Output  
The estimated long run result in Table 2 shows that in the long run total government (TGE), net 
export (NEX) and Money Supply (M2) have a significant effect on Nigeria economic growth. 
Exchange rate has direct but insignificant effect on Nigeria economic growth in the long run. This 
implies that exchange rate have the tendency to improved the Nigerian economic performance. 
The result also shows that inflation has positive effect on Nigeria economic growth. This is not 
consistent with the theoretical expectation. This implies that there is macroeconomic stability 
during the period of study. 

The overall goodness of the model as shown by the coefficient of determination is 0.9137, 
which shows that about 91 percent of the variation experienced in the long growth of Nigeria 
economy is explained by the independent variables included in the model. The F-statistic which 
measures the joint statistical influence of the explanatory variables in explaining the dependent 
variable was found to be statistically significant at 0.05 percent level. The F-statistic figure of 
66.5076 shows that the explanatory variables are important determinant of Nigeria economic 
performance during the study period while Durbin Watson statistic of 1.6149 shows absence of 
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autocorrelation among the explanatory variables in the model. The result of the error correction 
representation of the selected lag model based on the selection criteria is reported in Table 4 below. 
Table 4: Error-Correction Model of Nigeria Economic Output Equation D(LnGDP) by OLS 
Dependent Variable: D(GDP) 
Method: Least Squares 
Date: 05/20/15   Time: 01:58 
Sample(adjusted): 1988 2012 
Included observations: 25 after adjusting endpoints 

Variable Coefficien
t 

Std. Error t-Statistic Prob.  

C 0.068899 0.047943 1.437108 0.1688 
D(LEXR(-1)) 0.006875 0.135748 0.050645 0.9602 
D(LGDP(-1)) 0.451726 0.262719 1.719425 0.1037 
D(LEX(-1)) 0.010115 0.099373 0.101790 0.9201 

LINF -0.055233 0.037306 -1.480534 0.1570 
D(LM2(-1)) 0.311125 0.417459 0.745284 0.4663 

D(LTGE(-1)) 0.459664 0.233859 1.965562 0.0659 
ECM(-1) -0.822647 0.327672 -2.510584 0.0225 

R-squared 0.407003     Mean dependent var 0.103433 
Adjusted R-squared 0.162827     S.D. dependent var 0.076887 
S.E. of regression 0.070349     Akaike info criterion -

2.216354 
Sum squared resid 0.084133     Schwarz criterion -

1.826313 
Log likelihood 35.70442     F-statistic 1.666845 
Durbin-Watson stat 2.048043     Prob(F-statistic) 0.183925 

Sources: Authors Regression output. 
The ECM estimates suggested that the error associated in short-run across Nigeria has been 

corrected, and there is a return to long-run equilibrium. This can be seen from the negative value 
of the lag of the error term in the estimate of -0.8226 with 5% level of significance as evident by 
the low probability value of 0.0225. This shows that about 82 per cent disequilibria in Nigeria’s 
economic growth in the previous year are corrected for in the current year. The significance of the 
ECM is an indication and a confirmation of the existence of a long run equilibrium relationship 
between GDP and all the explanatory. Therefore there exist short-run relationships among 
variables. From the results, the lag of log of real GDP is not significant at 5% level of significance 
with a positive value of 0.4517. These indicate sluggish growth of the Nigerian economy. 
However, none of the variable of interest showed any significance. Therefore, it implies that 
exchange rate, broad money supply, net export and inflation rate do not have any impact on real 
output level in the short-run but the positive nature of the variable except inflation rate has the 
tendency to induce Nigerian economic performance during the SAP period. 

The overall goodness of the model as shown by the coefficient of determination is 0.4070, 
which shows that about 41 percent of the variation experienced in the short growth of Nigeria 
economy is explained by the independent variables included in the model. The F-statistic figure of 
1.666845 is insignificant during the study period while Durbin Watson statistic of 2.0480 implies 



NG-Journal of Social Development, VOL. 5, No. 2, January 2016  
 
 

131 
 

that there is absence of autocorrelation among the explanatory variables in the model in the short 
run. 
Conclusion and policy implication 
The basis of this work has been exchange rate depreciation and Nigeria economic growth during 
the SAP period. The work covers the period of 1986–2012, using the Johasen co-integration test 
and error correction model after conducting the stationary test, the results show that broad money 
supply, net export and total government expenditure have significant impact on real output 
performance in the long run while exchange rate has direct and insignificant effect on Nigeria 
economic growth in the long run. Furthermore, noon of the variables has any impact on Nigeria 
economic growth during the short-run but the positive nature of the variable of exchange rate 
indicate that the variable has the tendency to induce Nigeria economic growth.  

It is therefore suggested that policy makers should not totally rely on exchange rate 
depreciation policy instrument to induce economic growth, but should use it to complement other 
macro-economic policies such as monetary and fiscal policies. More so, policies should be put in 
place to increase money supply to financed domestic production of export commodities in order 
to reduce import which leads to rise in the value of exchange rate.  
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