

AN EXAMINATION OF THE PERSISTENT DEPRECIATION OF THE NAIRA CURRENCY AND ITS IMPACT ON THE GROWTH OF THE NIGERIAN ECONOMY
ABSTRACT
Naira valuation is the price of one currency in terms of another currency. Naira valuations is also used to determine the level of output growth of the country. Over the years, Nigeria has faced with a constant depreciation of the Naira caused by various economic shortcomings. This research work is centered on the impact of Naira valuation on the Nigeria economic growth with special emphasis on the purchasing power of the average Nigeria and the  level  of  international  trade  transaction.  To do this, the classical linear regression model is applied and the ordinary least square econometric technique is also used to estimate the impact of Naira valuation on economic growth. The variables  used  are  GDP  and  non-oil  export  as  the  dependent  variables,  real Naira valuations interest rates, inflation rate and degree of trade openness as the independent variables.
CHAPTER ONE

INTRODUCTION

1.1 Background Of The Study

The currency of a nation would normally serve as a medium of exchange a standard of rate and a store of value. A close perusal of these functions would show that in a complex economy. Money is usually the only accepted medium through which a buyer pays a seller. Money is a convenient way to store wealth for use whenever it is needed. If however, the value of a currency is not stable, the value of that wealth will diminish daily. The Nigeria currency has contributed to lose value over a long period of time. Lispesy (1977) defined currency depreciation as a fall in the free market value of domestic value of domestic value of domestic currency in terms of foreign currencies. This study is centered on some specific variables the currency depreciation rate per year is the independent variable while GOP (gross domestic product). Interest rate and inflation are the dependent variables.

Adujie (2012) argued that countries like Ghana, Jamaica etc have better strength currencies and international respect compared to Nigeria. And this is not because those counties are more productive nor do they possess more robust export base in comparison with Nigeria. These counties do have comparative advantage to terms of market size or population, gross domestic product and export base in comparison to Nigeria. Depreciation of the Naira has affected all the facets of the economic life of very Nigerian. This situation has been characterized by economy instituting inflationary perverse and high cost of doing business. Currency depreciation refers to a sharp fall in currency. Nigeria has been experiencing currency depreciation for a very long period of time and as years go by. This does have service consequences on the economy depreciation of the Naira have been occurring from 1986 till date. GDP (grow domestic product) is the total value of all final goods and services product for the market place chairing a green year within a nation boundary. It is an aggregate measure or production equal to the sum of the gross varies added units engaged in production (plus any taxes and minus any subsidies on products not induced in the value of them output). According to Dickinson (2012) GDP is usually measured in three ways all of which should in principle give same result. These are the production (or output or value added) approach, the income approach of the expenditure approach. The most direct of the three is the production approach which sums the output of every class of enterprise to arrive at the total. One thing people want to know about their economy is whether its total outputs of goods and services is growing or sinking. GDP is measured in the currency of the country in question and Nigeria’s currency is depreciating, due to this depression of Naira at will affect the measuring of GDP in Nigeria.

Interest rate as described by Burton (2008) is the rare at which interest is paid by borrower (debtor) for the use of money that they borrow from a under (creditor). Interest rate are vital tools of monetary policy and are taken onto account when dealing with variables like inflation, investment etc. it is a rate charged or paid for the use of money one to the depreciation of Naira, borrowing from other countries will be difficult because the interest charged will be higher.

         The problem of how to reduce inflation has been a central issue among policy markers 1970s Falaki (2010) wrote that one of the cause of nation depreciation inflation is the rate at which the general level by price of goods and service rising and subsequently, purchasing is falling. Inflation begins with money loosing its value. So therefore it is against the background or overview that this study is being centered.

1.2 Statement Of Problem

The depreciation of Naira persistently has various affects on the economy of, Nigeria. The instability and continuous depreciation of the Naira has done a lot of damage to the economy of the nation. The effect of the economy include decline standard of living of the populace, increased cost of production cost push inflation etc.

One of the major course of Naira depreciation is the balance of payment disequilibrium. Nigeria’s import become more than the export and this affected the currency because the external reserves decreased. Fiscal deficit has been a major course of Naira depreciation; this has resulted to excess liquidity in the economy. The central bank has also attributed to the major course of Naira depreciation to excess liquidity and it is blamed on the federal government for not yielding to its activities. On spending especially the disbursement of N98biIion oil wind fall to the state and local government. This was the course of Naira depreciation back then in 2001, 2002 and 2003

It is against the above problem that the sandy intends to finds out.

1. The effect of currency depreciation rate on gross domestic product.

2. The issue of currency depreciation rate on interest rate.

3. The impact of currency depreciation rate on inflation.

1.3 Objective Of Study

The main objective of this study is to critically find out the impact of persistent depreciation of the Naira currency on the growth of Nigeria economy. Other purposes of this study are:

a. To find out the effect of currency depreciation rate on grow domestic product (GDP)

b. To surgically find out how currency depreciation rate affect interest rate

c. To find out the impact of currency depreciation rate on inflation.

1.4 Research Question

To obtain a vivid understanding of these studied problems the following question will be relevant.

a To what extent does currency depreciation rate affect gross domestic product (GDP)?

B How does currency depreciation rate affect interest rate?

c Does currency depreciation rate have impact on inflation in Nigeria?

1.5 Research Hypothesis
1.  HO: Naira depreciation has no significant impact on Nigeria’s economic growth

1.6 Scope Of Study

The research work was carried out in Delta state Nigeria. The study covers the period from 2000- 2013 for analyses. The scope of the study shall be restricted to the economic activities of Nigeria. Therefore this research study covers the causes or effect of the persistent depreciation of the Naira. It will also show the impact of currency depreciation ad how it affect investors, businesses and the economy as a whole. The data used in this research is a secondary data and the type of secondary data employed is the time series data.

CHAPTER TWO

LITERATURE REVIEW

2.1 Determinants Of Nigeria’s Naira Valuation
In terms of finance, Naira valuation (also known as a foreign Naira valuation, forex rate, ER, Fx rate or Agio) between two currencies is that rate at which on currency will be exchanged for another. It is also regarded as the value of one country's currency in relation to another. In a commonest definition, Naira valuation 'ER' is the price of a nation’s currency in terms of another currency.

An Naira valuation can be quoted in two ways, direct and indirect.

 Direct; the price of the foreign currency in terms of dollars.

 Indirect: the price of dollars in terms of foreign currency.

SOME OF THE MAJOR TYPES OF Naira valuation ARE AS FOLLOWS: 

 Fixed Naira valuation system.

 Flexible Naira valuation system.

Floating Naira valuation system.

 Fixed Naira valuation system: This refers to a system in which Naira valuation for a currency is fixed by the government.

The basic purpose of adopting this system is; to ensure stability in foreign trade and capital movements.

To achieve stability, government undertakes to buy foreign currency when the Naira valuation becomes weaker and sell foreign currency when the rate of exchange gets stronger.

 Flexible Naira valuation system: This refers to a system in which Naira valuation is determined by forces of demand and supply of different currencies in the foreign exchange market.

In this Naira valuation system, the value of currency is allowed to fluctuate freely according to changes in demand and supply of foreign. There is no official (government) intervention in the foreign exchange market. Flexible Naira valuation is also known a 'floating Naira valuation.
Naira valuation movements is an important determinant of international transactions. Furthering, Ogunleye (2010) noted that the Naira valuation in Nigeria has been principally influenced by external shocks resulting from the vagaries of world price of agricultural commodities and oil prices, both major sources of Nigeria export and foreign exchange earnings;   contending that when the economy depended on agricultural exports, Naira valuation volatility was less pronounced given the fact that these products were subjects to less volatility and that there were more trading partners involved in the calculation of the country’s Naira valuation. This is minimally affected by the real Naira valuation fluctuating by only 0.14% between 1970 and 1977. The increased dependence of the country on oil, resulted in several trade shocks from global oil price shock fluctuating the Naira Naira valuation by 10% between 1970 – 1985 (Ogunleye 2010). To Iyoha and Oriakhi (2002), movements in real Naira valuation during this period were nominal shocks resulting from fiscal expenditure in ambitious development projects; and when the windfall ended, the government resorted to financing its expenditures through money creation. Thus expansionary monetary fiscal policy according to him, exerted upwards pressure on inflation, aggravating sharp movements in real Naira valuation. From 1986, the adoption of the structural adjustment  programme  (SAP)  became  a  contributory  factor  in  shaping  the dynamics of real Naira valuation in Nigeria. One of the cardinal points of this policy was floating nominal Naira valuation policy. As the Naira was allowed to float the nominal Naira valuation movement became more pronounced.

2.1.1  FOREIGN   EXCHANGE   RATE,  EXPORT PERFORMANCE AND ECONOMIC GROWTH
Fluctuations, positive or negative, are not desirable to producers of export products as it has been found to increase risk and uncertainty, international transactions. Findings by the International Monetary Fund (IMF) (1984) revealed that these fluctuations include undesirable macro-economic phenomena inflations though observed positive effect of Naira valuation fluctuations on export trade in European Union countries (Caballew and Carba, 1979).

Walsh and Yu (2010) viewed the effect of these fluctuations from first its impact  on  foreign direct  investment  where they noted  that  low Naira valuation favour the importation of production, machinery and production export in periods of high foreign Naira valuation. Furthering, ford and stein (1991) found a strong evidence of a weak host country increase inward model as depreciation (down change in Naira valuation) make a host country less expensive.

Blongein (1997) argued that Naira valuation depression in host countries tend to increase foreign direct investment inflows adding that a strong real Naira valuation strengthens the incentives of foreign companies to produce at home for export instead of investing in a host country for export.  Different open economies experience different episodes of Naira valuation appreciation. Naira valuation induces a contraction of the exporting manufacturing sector. Maintenance of export performance to them require the depreciation of the real Naira valuation of a country’s currency, the achievable through monetary injections noting that a policy of Naira valuation depreciation can successfully prevent a contraction of export output, having an allocative effect in the economy (Lama and medina, 2010).

Adubi and Okunmadewa (1999) posited that Nigeria as a developing nation is expected to gain from export conversion price increases as a result of currency devaluation findings by Obadan (1994) and Osuntogun et al (1993) on the effect of stable Naira valuation on export performance showed that Naira valuation affect a country’s export rate with its attendant risk affect export earnings, performance and growth positive to exporters when devaluated poor result from the floating Naira valuation regimes of the 1970’s necessitated a change in foreign Naira valuation management. The structural adjustment programme was introduced in 1986, with the cardinal objective of restructuring the production base of the economy with a positive bias for agricultural export production. This reform facilitated the continued devaluation of the Nigerian Naira with the expected increase in domestic prices of agricultural export boasting domestic production.

To Srour (2006), diversification of countries export base is one reason given by developing nations for changing foreign Naira valuations and regimes which in turn according to the world trade Organization (2010) increases local production, employment, income and economic growth concluding foreign Naira valuation is a determinant of export trade and economic growth in Nigeria. Churwu (2007) and Adubi and Okunmadewa (1999).

2.1.3  Theoretical Issues
There is consensus in the literature on the impact of Naira valuation stability neither on economic growth nor on the mechanism through which oil price fluctuations affect growth from the macro-economic perspective, theoretically, flexible  exchange  rate  allow  an  easier  adjustment  in  response  to  asymmetric country specific real shocks. (Schnabel, 2007). The macro-economic effect if low Naira valuation volatility under the fixed Naira valuation system are associated with low transactions costs for international trade and capital flow thereby contributing to higher growth. Indirectly, fixed Naira valuation enhances international price transparency as consumers can compare prices indifferent countries more easily. If Naira valuation volatility is eliminated international arbitrage enhances efficiency, productivity and welfare. Earlier, Mundell (1973a, 1993b) opined that monetary and Naira valuation policies are the chief source of uncertainty and volatility in small open   economics   and   economic   growth   is   enhanced   when   exchange   rate fluctuations are smoothed.

The transmissions mechanism according to Scbnabel (2008) through which oil prices affects real economic activity include both supply and demand channels. The supply  side  effects  are  related  to  the  fact  that  crude  oil  is  a  basic  input  to production, and an increase in oil price leads to rise in production cost that induces firms to lower output, the demand side effect is derived from the fact that oil prices changes affect both consumption and investment decisions. Consumption is adversely affected because increase in oil price affects disposable income and the domestic price of tradable good. Investment is adversely affected because such increase in oil price also affects firms’ input prices and thereby increasing their costs.

2.1.4 THE TRADITIONAL FLOW MODEL
The  traditional  flow  model,  views  exchange  rate  as  the  product  of  the interaction between the demand for and supply of foreign exchange (Augutus, 2003). In this model, the Naira valuation (sin equilibrium when supply equals demands demand for foreign exchange, (Olisadebe, 1991). The Naira valuation adjusts to balance the demand by the domestic resident for foreign exchange. The demand for foreign exchange depends on domestic resident’s demand for domestic goods and assets. On the assumption that the foreign demand for domestic goods is determined essentially by domestic income, the relative income plays a major roe in determined Naira valuation under the flow model. Since assets demand can be said  to  demand  on  difference  between  domestic  and  foreign,  interest  rate differentials is other major determinants of the Naira valuation in this frame work.

Under the traditional flow model that is the balance of payments model, the Naira valuation is assumed to equilibrate the flow supply of and the flow demand f or foreign currency. The balance of payment deficits (surplus) in current amount is offset by surplus in (deficits) in the capacity account. The major limitations of the traditional model or the portfolio balance model include the overshooting of the Naira valuation target sand the fact that substitutability between money and financial asset may not be automation, this lead or led to the development of the monetary approach.

2.1.6  THE MONETARY APPROACH
The monetary approach is predicted on the importance of money. It identifies exchange  rate  as  a  function  of  relative  shift  in  money  shift  in  money  stock, inflation rate as a proxy and domestic output between an economy and a trading partner economy. It is important to know that the purchasing power parity (PP) is a major component of the monetary approach. The monetary approach is a recent development in the theory of Naira valuation determination. It view as the Naira valuation  as  being  the  relative  price  of  two  assets  (natural  monies)  is  determined primarily by the relative supplies of demand and for those movies, the equilibrium Naira valuation is attained when the existing stocks of the two monies are willingly held (Gbosi, 2003).

It is therefore argued that a theory of Naira valuation deterioration should be stated contently in terms of the supplies and demand for those monies. In this model, Naira valuation adjusts to allocate the total stocks of foreign exchange in question in the asset  market. This new  theory of Naira valuation determination according to (Guarter and Hottman, 1985), can be presented in one or two terms the   monetary   approach   or   the   asset   market   approach   of   exchange   rate determination. These approaches emphasizes on the roles of money and assets in determining the Naira valuation, when it is flexible. The asset market approach or monetary approach, attributes variation in exchange rare essentially to income and expected rates of return as well as the other factors that influence the supplies of demand for the various nation monies over the relative supplies of money and the fact that the demand for money is viewed to depend on the level of real income and the interest.  The  monetary  approach  postulated  that  the  exchange  rate  is determined primarily by two key factors, namely, relation several versions of the monetary  approach  to  exchange  rate  determination.  The early  flexible  price monetary model  which is based  on  the assumptions  of continuous purchasing power parity (PPP) and the existence of stable money demand functions for the domestic and foreign economics. The strictly price monetary model is an extension of the flexible price model except that, it allows for accommodation of short term deviation from the PPP. 
The strictly-price monetary theory takes interest rate differentials as capture by Naira valuation deviation. Price exchange is an automatic and in response to changes, inflation, therefore depresses the Naira valuation unlike the balance of payment model were the effect of Y on Naira valuation is payment model where the effect of Y on Naira valuation is positive. It is negative in the strictly price monetary theory.

CHAPTER THREE

RESEARCH METHODOLOGY
3.1 MODEL SPECIFICATION
We shall employ the single equation technique of econometric simulation for this study. The model specification involves the determinant of the dependent and independent variables were included in the model the priori expectation of the signs and sizes of the parameters of the functions, the functional form of the model, the mathematical form of the equation. The model that will be adopted is the classical least regression model that will be used (OLS). The choice of this method is predicted on the basic features of OLS (BLUE).

MODEL 1

The model will be used to capture these objectives.     Objective 1: The econometric model is stated as;

GDP = b0 + b1 NV + b2 INT + b3 DOP + ei

Where:        

ER = Naira valuation
INT = Interest rate

DOP = Degree of trade openness = GDP = Gross domestic product

Ei     = The stochastic error term.



EXP+IMP GDP

ER = is the Naira valuation, INT = interest rate, DOP = degree of trade openness which are the independent variables causing variations on the dependent variables.

GDP = Gross domestic product is the dependent variable, BO is the intercept parameter and B1, B2, B3, are coefficient of the variables. Ei = stochastic error term.

3.2 Method Of Data Analysis
The  result  of  this  work  shall  be  evaluated  in  three  ways  namely  economic, statistical and econometry criteria.

3.3.1 Economic Criteria
The economic criteria test shall be conducted to enable us examine the magnitude and size of the parameter estimate. This evaluation is guided by economic theory to ascertain if the parameter estimate conforms to expectation.

The variable for real interest rate represents the user cost of capital. There exists a negative relationship between interest rate and investment on economic growth. The variables for political risk are expected to exhibit a positive impact on free flow of export. This is informed by the fact that trade will move freely into areas of the economy with stable political system. The variable for trade openness which represents the measure of trade in the economy, is measured as trade to output ratio. Countries with high trade potentials will attract inflow of capital into the country.  So  there  exist  a  positive  relationship  between  trade  openness  and economic growth. Naira valuation is expected to be positive because depreciation of the currency which is appreciation of Naira boost export and this brings about economic growth.

	Variables
	Expected Signs

	Naira valuation (NV) 
	Positive (+)

	 Interest rate (INT)
	Negative (-)

	Degree of trade openness (DOP)
	Positive (+)


3.3.2 STATISTICAL TEST (first – order)
Under the statistical test (first –order), we will test for the goodness of fit, the individual significance of each regression using the f- test and finally, significance of the regression model using the f-test.

(a) Goodness of fit test: We shall make of the coefficient of multiple determination R2 to find how well the sample regression line fits the data. R2 measure how the variations in the explanatory variable effect the dependent variable.

(b) Student t-test: It is used for testing the significance. We shall make use of 5% level of significance with n-k degree of freedom and where necessary, the probability value will be used as a rule of thumb. Where a = 0.05 (n-k), n = number of observation (sample size), k = total number of estimated parameter.

(c) The f-test: This will be used for testing the overall significance of the regression model. In order words, it will be used for testing joint impact of the independent variables on the dependent variable. The regression might not have influence on the dependent variable except in conjunction with other regression. We shall make use of 5% level of significance with (k-1) (n-k) degree of freedom where vi = k-1, v2 = n-k

3.3.3 ECONOMETRIC (Second​​-order test)
Econometric test will be used for empirical verification of the model. This will range from test including autocorrelation normality, heteroscedasticity and multicollinearity test.

(1) Autocorrelation: The classical linear regression model assumes that autocorrelation does not exist among the disturbance terms. In order to find out where the error terms are correlated in the regression, we will use the Brush – Godfrey serial correlation test. Brush-Godfrey test is the test for detecting autocorrelation. It allows for autoregressive (AR) and moving average (MA) error structure. It was jointly developed by Breusch Godfrey (Gujarati, 2004).

(2) Normality test: This test will be conducted to find out if the error term was normally distributed with zero mean and constant variance ie it ei N (0,52). This is one of the assumptions of the classical linear regression model. The Jargue Bera test will be used to test for normality in the time series variables used. This test will be conducted by augmenting the equation by adding legged values of the dependent variables.

(3) Heteroscedasticity test: Heteroscedasticity occurs when the variance of the error term additional of the chosen values of the explanatory variables is not constant. In order to capture heterscedasticity and specification bias, the cross-product term will be introduced among auxiliary regressions.

Multicollineaerity test: This test is used to detect linear relationship among the variables. This is a situation where the explanatory variables are highly interconnected when they are highly correlated, it becomes difficult to separate the effect of each of them on the dependent variable.

3.4 Nature And Source Of Data
The data used for this study are annual. Time series from 1980-2015, they are sourced from the Central Bank of Nigeria (CBN) Statistical Bulletin (2015)

CHAPTER FOUR

PRESENTATION AND ANALYSIS OF RESULTS
4.1    PRESENTATION OF RESULTS
Two  models  were  estimated  in  this  research  work  based  on  the  topic  the researcher is discussing. The models were estimated using the ordinary least square (OLD) method. The result of the models are presented below as thus:

Model I
Table 4.1.1 Result presentation 

Dependent variable:                   GDP 

METHOD:                      Least square 

Sample:                           1980-2015

Included observation                    31
	Variable
	Coefficient
	Std. Error
	T. Statistics
	Prob

	Constant
	12.082283
	0.320608
	37.68720
	0.0000

	NV
	1.193588
	0.051041
	23.38486
	0.0000

	INT
	-0.077045
	0.015944
	-4.832137
	0.0000

	DOP
	0.159790
	0.174463
	0.915901
	0.3678


R-squared = 0.959414
F- statistics = 23.51945 (3,27)

Durbin – Watson stat. = 0.313026 (0.0000) Number of observations = 31

Number of variables = 4

4.2 RESULT INTERPRETATION
4.2.1 ANALYSIS OF RESULTS BASED ON ECONOMIC CRITERIA Model I
The above result in terms of coefficients of the regression can be interpreted as follows:

The intercept is 12.08283. This shows that if all the explanatory variables are held constant, GDP will be 12.08283 ceterus paribus.

Naira valuation (NV) 
The coefficient is 1.193583. This indicates a positive relationship between real Naira valuation and GDP, showing that a unit appreciation of Naira will increase GDP by 1.19588.

Interest Rate (INT)

Interest rate has a negative coefficient of -0.077045. This indicates that interest rate has a negative relationship with GDP, showing that a unit increase in interest rate (INT) will reduce GDP by 0.077045.

Degree of Trade Openness (DOP)

The coefficient is 0.159790. This shows that the degree of trade openness has a positive relationship with GDP, showing that a unit increase in the degree of trade openness (DOP) will increase GDP by 0.159790.

4.2.1.2 ANALYSIS BASED ON THE A PRIORI CRITERIA
This test is carried out to ascertain if the parameter estimates conform with what economic theory postulates in terms of sign and magnitude. The test is summarized below:

Table 4.2.1.2         Model I
	Variable
	Expected sign
	Obtained sign
	Conclusion

	NV
	Positive (+)
	Positive (+)
	Conforms

	INT
	Negative (-)
	Negative (-)
	Conforms

	DOP
	Positive (+)
	Positive (-)
	Conforms


4.2.2 ANALYSIS BASED ON STATISTICAL CRITERIA
4.2.2.1 THE COEFFICIENT OF MULTIPLE DETERMINATION (R2)

In our model, mode I has R2 of 0.959414, which implied that about 95% of the variation in real GDP is explained by the independent variable (real Naira valuation, interest rate and degree of trade openness).

4.2.2.2 The T-test statistics
The T-test is used to determine the significance of the individual parameter estimates and to achieve this, we have to compare the calculated t-value in the regression result with the t-tabulated at n-k degree of freedom, at 5% significance level.

Test Hypothesis
H0: B1 = 0 (The parameters are statistically insignificant) H1: B1 ≠ 0 (The parameters are statistically significant). 

Decision Rule
Reject Ho if t-cal > t-tab

Accept Ho if otherwise

From our data n = 31 and k = 4

Therefore d.f = n-k =31-4 = 27

Critical t-tabulated at 0.05 significance level is equal to 2.052

MODEL I
	Variable
	T-calculated
	T-tabulated
	Decision rule
	Conclusion

	NV
	23.38486
	2.052
	Reject Ho
	Significant

	INT
	-4.832139
	2.052
	Reject Ho
	Significant

	DOP
	0.915901
	2.052
	Accept Ho
	Significant


4.2.2.3 The F-statistics Test
The test is carried out to determine if the independent variables in the model are simultaneously significant or not. It has k-l degree of freedom in the numerator and n-k degree of freedom in the denominator. Hence, the analysis shall be carried out under the hypothesis below:

Ho: X1 = X2 = X3 = 0 (The model is insignificant) H1: X1 ≠ X2 ≠ X3 ≠ 0 (The model is significant)

Using the correlation Matrix
	
	GDP
	ER
	INF
	EXPT
	DOP
	INT

	GDP
	1.0000
	0.837062
	-0308417
	0.991147
	0.185848
	-0.003738

	NV
	0.837062
	1.00000
	-0342273
	0.837436
	0.232210
	0.167966

	INF
	-0.308417
	-0342273
	1.00000
	-0.303448
	0.170291
	0.430320

	EXPT
	0.991147
	0.837436
	-0303448
	1.0000
	0.216589
	-0.012541

	DOP
	0.185848
	0.2322210
	0.170291
	0.216589
	1.00000
	0.307901

	INT
	-0.003738
	0.167966
	0.430320
	-0.012541
	0.307901
	1.0000


Decision Rule
From the rule of thomb, if correlation coefficient is greater than 0.8, we conclude that there is multicollinearity but if the correlation coefficient is less than 0.8, there is no multicollinearity

Conclusion: Multicollinearity only exist between

NV and GDP EXPT and GDP EXPT and NV
Decision Rule
Reject Ho if f-cal > f-tab otherwise accept Ho. V1 = K-1 = 4-1 = 3 (numerator)

V2 = n-k = 31-4 = 27 (denominator)
MODEL I below analysis the result
	F-calculated
	T-tabulated
	Decision rule

	212.7502
	2.9604
	Reject Ho


From the result, since f-cal > f-tab (i.e. 212.7502 > 2.9604), we therefore reject the null hypothesis Ho and accept the alternative hypothesis H1  and conclude that at 5% level of significance the overall regression is statistically significant.

 (2nd order Test)
4.2.1.1 TEST FOR AUTO CORRELATION
This test is aimed at ascertaining if autocorrelation occurred in the model. To achieve this, we assume that the values of the random variables are temporarily independent by employing the technique of Durbin-Watson (d) statistics

Decision Rule
	Null Hypothesis (Ho)
	Decision
	If

	No positive autocorrelation
	Reject
	0 < d < du

	No positive autocorrelation
	No decision
	DL ≤ d ≤ du

	No negative autocorrelation
	Reject
	4 – dL < d ≤ 4

	No negative autocorrelation
	No decision
	4 – du ≤ d ≤ 4-dL

	No autocorrelation (positive or negative)
	Do not reject
	Du < d < 4 ≤ dL


Where dL = lower unit du = upper unit

d = Durbin Watson calculated

From the Durbin Watson table.

Model I                                                       model II dL = 1.160                                 dL = 1.160 du = 1.735                                            du = 1.735

d*= 1.108538                                           d*= 1.49057
Decision rule
Model I: 0< d < dL

0 < 1.108538 < 1.160

Conclusion
The Durbin Watson shows that there is no positive autocorrelation in the two models. Therefore, we reject the null hypothesis for both model.

4.3 EVALUATION OF RESEARCH HYPOTHESIS
Ho: Naira valuation has no significant impact on Nigeria’s economic growth

H1: Naira valuation has a significant impact on Nigerian’s economic growth.

CONCLUSION
From the result and the analysis so far, we see that Naira appreciation  has a positive significant impact on GDP and EXPT. The t-test showed that the impact of Naira valuation is significant on both models and the f-test also showed that the model is significant on both models is explaining the variations in GDP and non- oil export. We therefore reject Ho and conclude that Naira valuation has a significant impact on Nigeria’s economic growth.

CHAPTER FIVE
CONCLUSION AND POLICY RECOMMENDATION
5.1  CONCLUSION
Having conducted this research in the study of Naira valuation stability on economic growth, thus there is needed to maintain a stable Naira valuation. Using time, series data  from  1980-2015,  I  estimated  the  effect  of  exchange  rate  on  export performance in Nigeria, our result showed that export trade performance are influenced by Naira valuation stability. The study showed that Nigeria Naira valuation stability has a positive and significant effect on export and GDP, which is, if exports  are  sufficiently  risk  averse,  and  increase  in  exchange  rate  raises  the marginal utility of export revenue and therefore induces them to increase exports. A stable Naira valuation will curtail inflation, increase export, maintain a favourable balance of   trade, and help to solve the problem of deficits and increase the external reserve of the economy.

5.2 Policy Recommendations
Sequel to the findings of this study, I specifically made the following policy recommendations to the maintenance of stable Naira valuation. To control Naira valuation, these policies have to be adopted.

1.  The government should create incentive such as loan subsidy etc, to small scale industries, thereby encouraging them to process on domestic goods into processed goods that will help boast our export.

2.  The government should encourage the export promotion strategies in order to maintain a surplus balance of trade.

3.  An effective policy should be made based on the fiscal and monetary policies which should be aimed at achieving a realistic Naira valuation for Naira.

4.  An appropriate environment and infrastructural facilities should be provided so that foreign investors will be attracted to invest in Nigeria. This will provide employment opportunities, increase the level of income and the standard of living of the people.

5.  Strict foreign exchange control polices should be adopted in order to help in determination of appropriate Naira valuation value. This will go a long way to strengthen the Naira.

6.  In the case of imports, tariffs can be placed to be very high on imported goods, thereby discouraging imports.

7.  Naira valuation liberalization is also critical in facilitating trade in any economy, we therefore advice the policy makers to ensure that Naira valuation should be determined by the forces of demand and supply.

8.  Interest rate should be at minimum, in order for the purchasing power of an average Nigeria to increase.

9.  Finally, the government should influence the foreign Naira valuation, by positive economic reforms that will reduce the adverse effect of unstable Naira valuation on the Nigerian economy with respect to trade flow and export.
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