CLUSTER ANALYSIS ON THE EFFECT OF DOLLAR INCREMENT ON THE ECONOMY OF NIGERIA

ABSTRACT
This study empirically investigates the effect of dollar increment on the economy of Nigeria using the cluster analysis method of estimation for data covering the period between 1985 and 2016. We found that All clusters from cluster 1 to cluster 33 are very far from the profile 1 which is the gross domestic product (GDP) from year 1980 to 2016 but closer to profile two which is the nominal exchange rate of the country.

Since all the clusters are very far from the GDP, but closer to the nominal exchange rate, it therefore means that the exchange rate has a significant effect on the gross domestic product of Nigeria from 1980 to 2016 that is to say that dollar increment has a negative effect on the economy as depicted by the very far values of the GDP to the clusters.

Based on the analysis using the cluster method, it was therefore concluded that dollar increment influences the economy of Nigeria and that there is a relationship between dollar increment and the economy of Nigeria.
CHAPTER ONE

INTRODUCTION

Background of the study

Overtime, a lot has been said and done about the recent continuous increment of the United States dollars and its effect on the economy. The importance of the US dollars to a mono economy and import dependent nation like that of Nigeria cannot be over emphasized in that most notable transactions that takes place in any economic process must have a direct or indirect connection with the dollars.  

In the  economic analysis of any developing country like that of Nigeria, the increase or decrease of the dollars has a corresponding effect on the economy and by extension influences development. The increment of the dollars amid crisis can lead to severe economic consequences. The economic history of Nigeria has helped to buttress this fact. Certainly, the consequences for dollar increment or devaluating the Naira can have both a long and short term effect. F or a country like Nigeria for instance, an increase in currency depreciation or dollar increment would immediately hit consumer purchasing power while at the same time reduces the value of wages that was hitertho before now valuable. Since Nigeria is an import dependent Nation, purchases of foreign goods quickly fall because prices of foreign goods would geometrically rise, this would lead to lack of small and medium enterprises growth and businesses would suffer which by extension affects the speedy growth and development of the economy. The pace of economic adjustment will depend on how quickly domestic industries/companies respond toward import replacement and exporting.  The exchange rate policy is what must be discussed in the increment or decrement of the dollar in Nigeria. Exchange rate policy simply entails the value of a unit of the Naira to the dollar (Obadan, 1996). Exchange rate policy is therefore a critical component in the increment of the dollar and how it influences the economy. Specifically internal balances mean the level of economic activity that is consistent with the satisfactory control of inflation. On the contrary, external or sustainable current account deficit financed on lasting basis expected capital inflow. It is important to know that economic objectives are usually the main consideration in determining the exchange control which influences the the increment of the united state dollar. For instance from 1982 – 1983, the Nigerian currency was pegged to the US dollar on a 1.1 ration. Before then, the Nigerian naira has been devalued by 10% which had its corresponding consequences on the economy of Nigeria. Apart from this policy measures discussed above, the Central Bank of Nigeria (CBN) applied the basket of currencies approach from 1979 as the guide in determining the exchange rate was determined by the relative strength of the currencies of the country’s trading partner and the volume of trade with such countries. Specifically weights were attached to these countries with the American dollars and British pound sterling on the exchange rate mechanism (CBN, 1994). One of the objectives of the various macro – economic policies adopted under the structural adjustment programme (SPA) in July, 1986 was to establish a realistic and sustainable exchange rate for the naira, this policy was recommended in 1986 by the International Monetary Fund (IMF). The inconsistency in policies and lack of continuity in exchange rate policies aggregated unstable nature of the naira rate against the dollar (Gbosi, 1994:70). This has led to the economic inconsistencies in Nigeria in recent times.

When the value for the dollar increase which simultaneously devaluates the Naira, domestic firms and households can no longer afford to buy domestic goods and services, and foreigners aren't interested in buying overpriced goods and labour. So companies go broke or cash trapped and unemployment rises because more people would be layed off. With lots of unused industrial capacity and crowds of unemployed workers, prices and wages slowly decline. More flexible labour markets with lots of room for productivity growth will adjust faster than less flexible economies like that of Nigeria. 

Statement of the general problem

The dollar rate when compared with the Naira has been stable between the 1973 and 1979 which were the oil boom era. This was also the case before 1990 when Nigeria generated huge gross domestic product (GDP) from the agricultural sector unlike now where the agricultural sector has gone nearly comatose of not been able to account up to 5% of the country’s gross domestic product (GDP) owing to the discovery and development of the oil sector.

The problem of the alarming increase of the dollar when compared to the naira has been a cause for a serious concern and has led to the depreciation of the economy.  Small scale enterprises has been discouraged as a result of the increment of the dollar, imports reduce significantly and having known that the small enterprises are the bedrock of any economy and for any economy to thrive, the small scale businesses must be encouraged and supported but this has regrettably not been the case in recent times.

Aims and objectives of the study

The major aim of this study is examine the effect of dollar increment on the economy of Nigeria. Other specific objectives of this study include the following;

To examine the present state of the economy.

To examine the relationship between dollar increment and economic development of Nigeria.

To recommend ways of improving the value of the Naira against the dollar.

Research Questions

What is the effect of dollar increment on the economy of Nigeria?

What is the present state of the economy of Nigeria?

Are there ways the economy of Nigeria can be improved?

Is there a significant relationship between dollar increment and economic development of Nigeria?

What are the ways the value of the naira can be improved against the dollar?

Research Hypotheses

H0: Dollar increment does not influence economic development in Nigeria.

H1: Dollar increment influences economic development in Nigeria.

H0: There is no significant relationship between dollar increment and the economy of Nigeria.

H0: There is a significant relationship between dollar increment and the economy of Nigeria.

Significance of the study

This study would be of immense importance to economic policy makers, researchers and scholars who are interested in the exchange rate policy and economy development. This study would also benefit students who are interested in the study of economic development.

Scope of the study

This study is restricted to the effect of dollar increment on the economy of Nigeria.

Limitation of the study 

Financial constraint- Insufficient fund tends to impede the efficiency of the researcher in sourcing for the relevant materials, literature or information and in the process of data collection (internet, questionnaire and interview).
Time constraint- The researcher will simultaneously engage in this study with other academic work. This consequently will cut down on the time devoted for the research work.

Definition of terms

GDP: gross domestic product

DOLLAR: a paper money, silver or cupronickel coin, and monetary unit of the United States, equal to 100 cents

ECONOMY: the process or system by which goods and services are produced, sold, and bought in a country or region

POLICY: The declared objectives that a government or party seeks to achieve and preserve in the interest of national community

CHAPTER TWO

LITERATURE REVIEW

2.1. THEORETICAL FRAMEWORK

THE PURCHASING POWER PARITY THEORY

The purchasing power parity (PPP) is one of the earliest and perhaps most theory of exchange rate between two currencies would be equal to the relative national price levels, it assumes the absence of the trade barriers and transactions cost and existence of the purchasing power parity (PPP). In it’s version the purchasing power parity (PPP) doctrine equates the equilibrium exchange rate of the ratio of domestic to foreign price level (Lyon, 1992).

The purchasing power theory parity theory defines two equilibrium rate systems. The first is the short run equilibrium exchange rate which is defined, in this context, as the rate that would exist under a purely freely floating exchange rate balance. Second is the long-run equilibrium that would yield balance of payment equilibrium over a time period in cooperating and cyclical fluctuations in the balance of payments (including those of prevailing exchange rate from the relative purchasing power in a currency are generally attributed to problem of arbitrage and expectations in the goods market. Some4 of the assumption of PPP theory however are quite unrealistic.

Efficiency level for examples varies from country to country and as such there are deferring cost functions. To align international comparisons on the assumption of some technological efficiency in all countries could be deceptive. Again the choice of the base year for the relative purchasing power parity (PPP) is often arbitrary. Finally, PPP is often presented as if causality runs from price level to exchange rate. Actual experiences are often more complicated when monetary / fiscal policies move both causality could be quite exogenous or bi-directinal (Argy and Frenkel, 1978: 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 (Augustus, 2003,:105). In this model, the exchange rate is in equilibrium when supply equals demand for foreign exchange, (Olisadebe, 1991:56). The exchange rate adjust to balance the demand for foreign exchange depends on the demand domestic resident’s have for domestic goods and assets. On the assumption that the foreign demands for domestic goods is determined essentially by domestic income, relative income plays a role in determined exchange rate under the flow model. Since assets demand can be said to demand on difference between domestic and foreign interest rates differential is other major determinants of the exchange rate in this frame work.
Under the traditional flow model i.e. the balance of payments model, the exchange rate is assumed to equilibrate the flow supply of and the flow demand for foreign currency. The B.O.P by deficits (surplus) in current account is offset by surplus in (deficits) in the capacity account. The major limitation of the traditional model or the portfolio balance model include the over-shooting of the exchange rate target and the fact that substitutability between money and financial asset may not be automatic, this led to the development of the monetary approach.

THE ELASTICITY APPROACH 

This approach merely restricts to trade invisible goods. According to this approach, the success of devaluation in improving the balance of trade, and the rough it the balance of payment depends upon the 19 demand elasticities of import and export of devolving country (Dewett, 1982:502). In other words, an improvement in the balance of trade will depend upon whether the demand for import and export is elastic. Devaluation makes import of the devaluing country costlier than before and in case her demand for imports is elastic, a higher amount will be adversely the balance of payment of the devaluing country. However, if her demand for exports is elastic then with a fall in the prices of exports as a result of devaluation, the foreigners, which in turn will help in resting equilibrium in her demand for imports is elastic, then the imports of the country will be significantly reduced by devaluing country. However, some rules are needed to relate the required degree of elasticities for the success of devaluation in improving balance of trade. In this connection will improve the balance of trade of country 20 of the sum of the elasticities of demand for assuming both elasticities of demand for assuming both elasticities are infinite. 

Let Exd Emd = price elastic of demand for exports and imports respectively Exs Ems = price elastic of supply for exports and imports respectively. Then, according to learners conditions devaluation will increase a country’s balance of trade, Exd=Emd >1 give infinite Ems. It should be emphasized that the marshal learners conditions relate. The response of capital should be taken into consideration before it can be determined whether devaluation will improve the balance of payments or not. This is because if sufficient amounts of autonomous capital flow into the devaluing country it would be possible to have the sum of elasticites of demand less than one and yet would aggravate the definition and investors fear further devaluation will not make any impact on the import and or export of the devaluing country her demand for imports and exports may elastic.

THE PORTFOLIO MODEL 

The portfolio balance model views exchange rate as the result of the substitution between money and financial assets (Gbosi, 2003:105). In the monetary approach, there is no room for current movements to play a role in determined exchange rate. Thus the monetary approach cannot explain the often observed tendency of the currency of a country with a current account supplies (deficit) to appreciate (depreciate). This apparent shortcomings of the monetary approach as said to be related to its rather narrow view of an exchange rate as the relative price of two monies in addressing this shortcoming the portfolio balance approach posits that an exchange rate as determined at least in short run by the supply and demand in the markets for a wide range of financial assets. The model assumes that individual allocate their (w) which is fixed at a point in time among alternative asset. Domestic money (m) domestically issued both (b) 25 and foreign denominated in foreign currency (f) in a simple one country model. Theories of economic growth provide the empirical framework for the study, the classical theory of economic growth assumed the existence of a perfectly competitive economy where invisible hand allocate resources efficiently. Though Adam Smith recognised the starts if the development process when argued that division of labour increased productivity which raised output relatively, the classicist regard capital accumulation as key of economic development. The Harrods – Domar growth model is that net investment has a dual effect in that, on the one hand it constitutes a demand for output and the other hand it increase the total productive capacity of the economy. The mechanism through which economic development is accomplished is net investment. Both Harod as well as Domar assume fixed capital – 26 output ratio, i.e. rigid relationship between capital stock and output, (O. Domar 1957). The neoclassical growth theory on the other hand stresses efficiency in the allocation of resources and largely ignores social and political factors in economic growth in spite of growth in National output relative, poverty and imbalance – among sector continued to increase. The structural imbalance – among sector continued to increase. The structural change theories of which Arthur Lewis tow sector surplus labour theory is a well known representative addressed these structural distortions. The expected growth of output and employment in the modern sector may both be realised. This is so when capital stock embodying labour sawing technical progress is used in the modern sector in such a situation the expected transfer of the assumed surplus labour from the traditional to the modern sector has often failed to nationalize structural change theory, 27 therefore emphasize the desegregation of the economy to facilitate greater understanding of the development process. In traditional neoclassical growth theory the emphasis on capital formation has favored the use of more – capital relative to labour in order to increase output. Capital formation has been emphasis as it related to the production of capital goods, like machines, plants and equipment. To measure economic growth economist use data on Gross Domestic product (GDP) which measures the total income of everyone in the economy, the real GDP per person, also observed large differences in the standard of living among countries (mankiw Gregory N, 1994). The Solow growth model shows how growth in the labour force and advances in technology interact and how they affect output. The first steps in building the model, we examine how the supply and demand for goods determine the accumulation of capital. To do this, we hold the labour force and technology fixed later we relax these 28 assumptions, fixed by introduction changes in technology. The Solow growth model enables us to describe the production, distribution and allocation of the economy’s output at a point in time. Moreso, the Solow growth model shows how savings, population growth and technological process affect the growth of output over time. The supply of goods in the Solow model is based on the low familiar production function Y=F (K,L). Output depends on the capital stock and the production function has constant returns to scale. However the new endogenous growth model propounded that technological changes is endogenous to growth because it is responsible to the signal’’ as price and profits in the economic system, the endogenous growth theorists introduced the concept of human capital (learner and education) as a factor for growth, these new growth theorist include mankiw, Romar and well, Arrow, Villanueva Rebelos A k Model. 29 The increasing returns theorist opposed the one classical growth theory that are subject to decreasing return and said that the investment in some new area, product, power source or production technology proceeds through time that each new increment or investment is more productive than the previous increment, the source of these increasing return can be seen through cost and ideas. Investment in the early stages of development may creates new skill and attitudes in the work force whose cost may be lower than the previous investment at the initial stage. Also each investor may find environment that are conducive or favourable to invest because of the infrastructure that has been created by those who came before. Finally, the new growth model do not predict convergence and hence countries with abundant physical and human capital will grow permanently faster than countries with small capital in contrast to the 30 slow-swan model, the new growth model predicts divergence as implied in (Romer, 2008: 2.5 18).

2.2. CONCEPTUAL CLARIFICATIONS

2.2.1 Dollar Increment on the Nigerian Economy

The increment in the value of dollar is an overcritical issue to the Nigerian economy. In explaining this properly, we will need to reach into the container of economics.

Demand and Supply is one of the most essential concepts of economics. Once the demand for a particular product increases (in dollars) more than the supply, it is a natural phenomenon that the price of that product/service would increase.
This is the basic reason for devaluation of Rs.
How it happens: 

Trade deficit: 
It is obvious to all of us that our country Nigeria imports more than it exports. To put in simple words: when we buy more than we can sell, we end up poor. This difference in the export and import is called trade deficit. The last trade deficit was around 200 billion $ in 2012.

Money from the rest of the world:

In recent years, there have been sectors of our economy, just like the IT industry where our country has attracted foreign investment. Till a few years back a large chunk of foreign investment was contributed by the IT sector itself.  In 2011-12, India received foreign direct investment of more than $20 billion, in addition to a net investment of $18 billion from foreign institutional investors in stocks and other form of assets. But due to questionable commitment of our country to economic reforms combined with taxes and strange policies, this source of income is declining rapidly. In a nutshell, the foreign investors are moving their money out of India.

Inflation:
The rule here is, you demand more than you can supply, and the cost increases. In our case, the situation is worse. Go through this link to understand better: Inflation in India

The point is, if you have Rs. X with you and compared to dollar, it's exchange rate is Y. Therefore Rs.X amount to $(X/Y) in USA. What if due to above mentioned factors, the exchange rate of dollar increases? It is advisable to keep your Rs  In order to get rich. X in form of dollars (in USA) and wait for it's value to increase.

In foreign exchange market, the value of Rs. would then decrease.
All one need to understand is that this is not a cause of concern. You would be surprised to know that countries across the world try to purposefully weaken their currency so that their consumers will buy less of foreign stuff (since the foreign stuff will be more expensive if your currency is weak) and export more of their stuff. Together this could strengthen the economies of weaker countries. Currency exchange rate does not show how big an economy is - India is one of the largest economy in the world. The exchange rate is depended on the demand-supply dynamics of the market.

However, there are certain problems that need immediate attention. As Balaji Vishwanathan puts it perfectly in Balaji Viswanathan's answer to What are the reasons behind depreciation of INR & How can we stop it's depreciation?:
"India is now at the brink of being downgraded to "junk" status. If that happens, India will be the first in the BRIC category to lose the "investment grade". A "junk" rating means that there is a high chance that India will not repay the debt it is borrowing from outsiders. That is a nasty status that will throw us back to early 1990s."
He also addresses the problem(s) with our blind political system where the issues dating 11-12 years back are given more importance than the current Economic policies in hand. Trade Deficit, Inflation and substantial reduction in foreign investment at present stage of India's economic adolescence is a cause of concern. Unless productive steps are taken by our finance ministry the economy would slowly slip away.

2.2.2. REASONS FOR STRENGTH OF DOLLAR

Below are the reasons for strength of dollar;
Stronger economic recovery in the US
The recent economic growth showed very strong growth of 5%. With strong economic growth, unemployment has fallen to 5.9%. This is in marked contrast to the rest of the developed world. The Eurozone in particular is struggling to post anything other than anaemic growth; EU unemployment is nearly double the US rate. Strong growth tends to increase interest rates because of expectations of rising interest rates.

Rising interest rates
The US is emerging from a deep balance sheet recession and liquidity trap – with strong growth and falling unemployment, it has become a matter of when the Fed will consider raising interest rates from the current low of 0.5%. Higher US interest rates compared to the rest of the world will attract capital flows into the US. This will increase the demand for dollars as investors look to save in US dollar. These hot money flows will push up the value of the dollar. Other countries, don’t look ready to raise interest rates yet.

Also, the news that the US will end asset purchases further strengthens the Dollar. Quantitative easing which involves increasing supply of currency, tends to lower the value because quantitative easing is more liable to increase inflation. Despite strong economic growth, US inflation is still low at 1.3%, making US goods relatively competitive.

Weakness of the Euro 

One of the US main trading partners, the Eurozone is at a very different stage of the economic cycle. Falling oil prices have pushed the Eurozone into deflation (Inflation rate -0.2%). Combined with low growth and high unemployment, there is an expectation that the ECB will try some form of asset purchase / quantitative easing. This is making the dollar more attractive than the Eurozone; the ongoing concerns over Eurozone debt is another factor which will encourage capital flows to the US. The Eurozone is not the only big economy stuck in recession. Japan is in recession and Latin American countries, such as Brazil are struggling. Even the big two Asian economies of China and India are slowing down.

Falling oil prices
Falling oil prices are generally good for the US economy. It helps to reduce inflation and costs for business. It is true the US has some oil and energy sectors, which will be damaged by low prices. But, the US economy is much broader and is a big consumer of oil. It’s fortunes are definitely not tied to oil prices, like many of its competitors, such as Russia.

Inverse relationship between oil prices and dollar 

As oil prices are priced in dollars. Falling oil prices often lead to a rise in the US dollar. Even though rates on Treasury’s are historically low, they're still higher than the competition. The 10-year U.S. Treasury yield has fallen to 1.75 percent, less than half what it was five years ago. But the yield on Germany's 10-year recently hit just .33 percent, and an equivalent Japanese government bond recently yielded 0.22 percent. Some shorter-term German bonds are actually paying negative interest rates, which mean investors end up losing a little piece of their savings just to keep them safe. Those yields are something of a moving target, as central banks around the world continue to tinker with the supply of their local currencies. At the moment those forces are also propping up the dollar. In the U.S. the Federal Reserve is widely expected to raise short-term interest rates this year, making U.S. rates more attractive. European central bankers, meanwhile, recently announced they're going to flood the financial system with euros, driving down rates and further reducing their value against the dollar. Currency exchange rates are a two-way street, and the dollar's strength is measured in relative terms. So while good news at home helps explain part of the gain, troubles abroad have reduced the relative value of currencies overseas. In Japan, for example, the yen has been sliding since last summer as that country slid into recession quarter after the government imposed a sales tax increase. Having survived a snap re-election, Prime Minister Shinzo Abe has promised to jump-start growth with a series of long-awaited reforms. And the Bank of Japan continues to try to pump up growth by buying bonds to lower rates, boost inflation and drive down the value of the yen to aid Japanese exporters. 

Europe's economy is also slowing, and inflation is slowing two reasons central bankers there recently voted to pump more cash into the economy. European investors are also worried that a newly elected Greek government ushered into office on a pledge to renegotiate crushing debt burden could revive a debt crisis that shook the euro zone in 2012. 

As the global economy has weakened, emerging markets such as Brazil are getting hit hard. Since mid-2014, the dollar has surged nearly 20 percent against the Brazilian real as the local economy is coping with slow growth and high inflation. Brazil's central bank is considering raising rates to try to fight inflation, but that could further slow growth. 

Russia has been among biggest currency losers, thanks to the crash in the price of oil and a series of economic sanctions imposed by the U.S. and Europe to punish Moscow for its involvement in Ukraine's civil war. Since the middle of last year, when oil prices began falling, the dollar has nearly doubled in value against the Russian ruble. As the Russian economy slides toward recession, inflation is rising and money has fled the country. Russian central bankers have sharply raised interest rates to try to stop the bleeding, but they have dwindling foreign reserves to fight the rubles slide. 

Naira fall against Dollar 

Interbank and parallel market operators attributed this sharp depreciation to restrictions introduced by the CBN to curb foreign exchange demand at the official market. Falling crude oil prices, coupled with depleting Excess Crude Account has triggered palpable anxiety about the value of the Naira. Stocks have also been hit as a result.
On October 28, in addition to a 10-kobo margin limit imposed on intervention dollars, the CBN banned banks from selling dollars to Bureaux de Change (BDCs). Furthermore, on November 6th, the CBN excluded importation of six items from official foreign exchange, saying it would no longer sell official forex for their importation. The items included electronics, finished products, information technology, generators, telecommunication equipment and invisible transactions. According to the apex bank, the items would henceforth be funded from the interbank foreign exchange market only.

Thus, the apex bank unwittingly shifted forex demand for importation of the six items from the official market to the interbank market. The two restrictions combined triggered sharp increase in demand for forex in the interbank market, and scarcity of dollars in the parallel market. Though the CBN was selling intervention dollars to banks, banks could trade with the dollars because of the 10 kobo limit. This, according to a foreign exchange dealer created a scarcity situation in interbank and the subsequent steady depreciation of the naira.

2.2.3 EFFECT OF DOLLAR INCREAMENT ON THE ECONOMY OF NIGERIA

The increment of dollar has driven a large number of Nigerians to a state of lack/poverty.  Poverty is said to be a multidimensional phenomenon. The World Development Report 2000/2001(see World Bank, 2001) summarizes the various dimensions as a lack of opportunity, lack of empowerment and a lack of security. The window of opportunity remains closed to the poor masses, and this makes them practically inactive in the society. Their lack of empowerment limits their choices in almost everything and their lack of security makes them vulnerable to diseases, violence and soon. (United nations statement), poverty is a denial of choices and opportunities, a violation of human dignity. It means lack of basic capacity to participate effectively in society.  It means not having enough to feed and clothe a family, not having a school or clinic to go to; not having the land on which to grow one’s food or a job to earn one’s living, not having access to credit. It means insecurity, powerlessness and exclusion of individuals, households and communities. It means susceptibility to violence, and it often implies living on marginal or fragile environments, without access to clean water or sanitation

Determinants of Nigeria’s exchange rate volatility

 Exchange rate movements are an important determinant of international transactions. In Nigeria, the fluctuation according to Omojimite and Akpokodje (2010) have been influenced by changing pattern of international trade, institutional change in the economy and structural shifts in production. Furthering, Ogunleye (2010) noted that the real exchange rate 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, real exchange rate 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 real exchange rate. This is minimally affected by the real exchange rate fluctuating by only 0.14% between 1970 and 1977. the increased dependence of the country on oil, resulted in 20 several trade shocks from global oil price shock fluctuating the naira exchange rate by 10% between 1970 – 1985 (Ogunleye 2010). To Iyoha and Oriakhi (2002), movements in real exchange rate 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 exchange rate. From 1986, the adoption of the structural adjustment programme (SAP) became a contributory factor in shaping the dynamics of real exchange rate in Nigeria. One of the cardinal points of this policy was floating nominal exchange rate policy. As the naira was allowed to float the nominal exchange rate movement became more pronounced. Contributing to stronger movements in exchange rate dunng this period. Between 1986 and 1992, Ogunleye (2010) observed that the mean annual change in real exchange rate in the country increased to 25% reducing to 4.5% between 2000 and 2006. favourable terms of trade, less fiscal dominance, effective monetary policy induced by more independent and foreign exchange rate volatility.

Foreign exchange rate volatility, 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 exchange rate 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 exchange rate favour the importation of production, machinery and production export in periods of high foreign exchange rate. Furthering, ford and stein (1991) found a strong evidence of a weak host country increase inward model as depreciation (down change in exchange rate) make a host country less expensive. Blongein (1997) argued that exchange rate depression in host countries tend to increase foreign direct investment inflows adding that a strong real exchange rate strengthens the incentives of foreign companies to produce at home for export instead of investing in a host country for export. Different open economies 22 experience different episodes of exchange rate appreciation. Exchange rate induces a contraction of the exporting manufacturing sector. Maintenance of export performance to them require the depreciation of the real exchange rate of a country’s currency, the achievable through monetary injections noting that a policy of exchange rate 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 exchange rate on export performance showed that exchange rate 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 exchange rate regimes of the 1970’s necessitated a change in foreign exchange rate 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 facitated the continued devaluation of the Nigerian naira with the expected increase in domestic prices of agricultural export boasting domestic production.
2.3. EMPIRICAL REVIEW

Empirical evidence has shown strong effect of short-run and long-run adverse effect of exchange rate swings on economic growth performance through the trade channel. The nature of the effect, however, runs in either position or negative direction. According to IMF (1984) and European commission (1990) empirical evidence in favour of a systematic positive (or negative) effect of exchange rate stability on trade (and thereby growth) in small open economies has remained mixes. Bachetta and van wincoop (2000) found based on a general equilibrium framework that exchange rate stability on trade. Gravity models have been used as frame work to quantify the impact of exchange rate stability on trade and growth, in particular in the 31 context of monetary union. Using panel estimations for more than 180 countries Edwards and Levy Yeyati (2003) found evidence that countries with more flexible exchange rate grow faster. Eichengreen and Lablang (2003) found strong negative relationship between exchange rate stability and growth for 12 countries over a period of 120 years. They conclude that the results of such estimations strongly depend on the time period and the sample Schnabel (2003) found robust evidence that exchange rate stability is associated with more growth in the EMU periphery. The evidence, according to him, is strong for EMERGING Europe which has moved from an environment of high macro-economic instability to macro-economic stability during the observation period. Other empirical study examines the role of capital market in ensuring exchange stability and economic growth.

Vamvakidis (1998) study undertook and investigation aimed at finding any relationship between regional trade agreement (RTA) and growth. He focused on whether openness size of population and the gross domestic product (GDP) affect growth of countries that have entered into RTA. The results show that economies with open economics grow faster. He also provided evidence that the level of development on neighboring open economies have some spillover effect. By contrast, the lead level of development in open economics has no little on domestic growth. Similar studies were done by Langhammer and Heinmenz (1990). Their empirical work found out that regional agreement made up of developing nations has had no significance contributions to trade expansion. Barron and Sala-Martins (1995) estimated the impact of trade protection on growth. Using tariff on capital goods and intermediate goods as a measure of protect their result indicated negative impact 33 between trade liberalization and growth. Countries with low results according to them grow faster than those with high tariff. This confirms the earlier theoretical literature in favour of trade liberalization the forgoing literatures examined have known all positive relationship between trade and growth, in the words of Onah (2002), trade liberalization policy. In Nigeria, was a companied in 1987 budget and the rate of inflation has been encouraging. In her own view, the rate of inflation has been reasonably controlled though not reduced thoroughly. In spite of their effort to reduced prices the local industries are collapsing because of inadequate demand for their products. 

CHAPTER THREE

RESEARCH METHODOLOGY

INTRODUCTION

This chapter describes the various methods and techniques used to collect and analyze the data gathered for the study to gain a deeper understanding of the topic under study.

The data collection stage is important since the result of the analysis is dependent on the quality of the data obtained. Therefore, the method selected for data collection must be the most appropriate to assist in achieving the objectives of the study:

 MODEL SPECIFICATION

The model for the study comprises of two constructs as described below:

MODEL 1 

GDP= α+β1 NEXR+ β2 IMPR+ β3 EXPR + e--------------------------------- (1)

Where 

GDP signifies gross domestic product
NEXR signifies nominal exchange rate

IMPR signifies import rate

NEXR signifies export rate

α is the equation’s constant.

β1 the coefficient of nominal exchange rate

β2 the coefficient of import rate

β1 the coefficient of export rate

e Is the error term of the equation

 MODEL LIMITATION

The model is limited to only the above variable due to the unavailability of other statistical bulletin for other variables; but the research work was able to evaluate the effect of dollar increment on the economy of Nigeria.

3.3.1 Reason for the adoption of the model: The model was adopted because it will elicit information on the nature of the kind of relationship between the dependent variable and the rest of the independent variables as listed above.

3.4. THE VARIABLES

Dependent variables: The dependent variable is variable that other variables are dependent on; for the first model the dependent variable is the 
GDP (Gross domestic product)

Independent variable: these are those variables that are not dependent on any other variable; the independent variables for the model above are the nominal exchange rate, import rate and the export rate

3.4.1 Data requirements

The study will make use of the data from the statistical bulletin from CBN statistical bulletin 2016; the data required for the study include the data for the GDP, NEXR, IMPR and EXPR
 SOURCES OF DATA

The source of data of this research is mainly secondary data. These are obtained from various source such as the world bank and the central bank of Nigeria (CBN), publication, e.g. statistically bulletin, statement of account, annual report, bulletin e.t.c) Publication from the National Bureau of Statistic (NBS) and International Journal of the International finance statistics year book. 

 Unit of measurement

The data collected for the study from the central bank statistical bulletin measured in naira.

 METHOD OF ANALYSIS 

The data collected will be analyzed using cluster analysis to test for the nature of the relationship between the dependent variables and the rest of the independent variables. The Euclidean distance for cluster determination is given as follows;
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Dij
distance between cases i and j 

xki
value of variable Xk for case j ‎ 

The study made use of the hierarchical method to determine the number of clusters. Then the k-means procedure to actually form the clusters.

3.8. EVALUATION METHODS 

The techniques employed in this research is the simple linear the relationship between the dependent and independent variable(s).

The equations are filled with a least square to determine the parameters of the model. The models are estimated using annual Nigeria data for the period of 1985-2015. Although there is no consensus on which available econometric models is the most suitable for empirical studies but the parameter estimates obtained by clusters have some optional properties and the computational procedures of the clusters is fairly simple as compared with the other econometric techniques. Similarly, the cluster method has been used as a wide range of economic relationship with fairly satisfactory results.

CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND INTERPRETATION

This chapter is devoted to the presentation, analysis and interpretation of the data gathered in the course of this study. The data was analyzed using the cluster method. 

HIERACHICAL METHOD OF DETERMINING THE NUMBER OF CLUSTERS

Cluster
	Case Processing Summary

	Cases

	Valid
	Missing
	Total

	N
	Percent
	N
	Percent
	N
	Percent

	37
	100.0
	0
	.0
	37
	100.0

	a.  Squared Euclidean Distance used 
	
	

	b. Ward Linkage
	
	
	


Ward Linkage
	Agglomeration Schedule

	Stage
	Cluster Combined
	Coefficients
	Stage Cluster First Appears
	Next Stage

	
	Cluster 1
	Cluster 2
	
	Cluster 1
	Cluster 2
	

	1
	1
	2
	100586.525
	0
	0
	18

	2
	11
	12
	267487.574
	0
	0
	28

	3
	17
	18
	462999.770
	0
	0
	10

	4
	20
	21
	851980.835
	0
	0
	12

	5
	3
	4
	1.548E6
	0
	0
	18

	6
	5
	6
	2.318E6
	0
	0
	17

	7
	32
	33
	3.116E6
	0
	0
	21

	8
	27
	28
	4.151E6
	0
	0
	16

	9
	30
	31
	5.224E6
	0
	0
	21

	10
	17
	19
	6.457E6
	3
	0
	23

	11
	25
	26
	7.711E6
	0
	0
	20

	12
	20
	22
	9.135E6
	4
	0
	23

	13
	15
	16
	1.104E7
	0
	0
	25

	14
	9
	10
	1.324E7
	0
	0
	24

	15
	23
	24
	1.581E7
	0
	0
	20

	16
	27
	29
	1.892E7
	8
	0
	29

	17
	5
	7
	2.207E7
	6
	0
	27

	18
	1
	3
	2.653E7
	1
	5
	27

	19
	13
	14
	3.250E7
	0
	0
	30

	20
	23
	25
	4.095E7
	15
	11
	29

	21
	30
	32
	4.972E7
	9
	7
	26

	22
	35
	36
	5.888E7
	0
	0
	31

	23
	17
	20
	6.907E7
	10
	12
	25

	24
	8
	9
	8.578E7
	0
	14
	28

	25
	15
	17
	1.125E8
	13
	23
	30

	26
	30
	34
	1.475E8
	21
	0
	31

	27
	1
	5
	1.911E8
	18
	17
	33

	28
	8
	11
	2.441E8
	24
	2
	33

	29
	23
	27
	3.065E8
	20
	16
	32

	30
	13
	15
	4.311E8
	19
	25
	32

	31
	30
	35
	6.274E8
	26
	22
	34

	32
	13
	23
	1.138E9
	30
	29
	35

	33
	1
	8
	1.673E9
	27
	28
	36

	34
	30
	37
	2.249E9
	31
	0
	35

	35
	13
	30
	4.730E9
	32
	34
	36

	36
	1
	13
	1.688E10
	33
	35
	0


TOTAL NUMBER OF CASES    38

STEP OF ELBOW                       5

NUMBER OF CLUSTERS    38-5 = 33

	Number of Cases in each Cluster

	Cluster
	1
	2.000

	
	2
	1.000

	
	3
	1.000

	
	4
	1.000

	
	5
	1.000

	
	6
	1.000

	
	7
	1.000

	
	8
	1.000

	
	9
	1.000

	
	10
	1.000

	
	11
	2.000

	
	12
	1.000

	
	13
	1.000

	
	14
	1.000

	
	15
	1.000

	
	16
	1.000

	
	17
	2.000

	
	18
	1.000

	
	19
	1.000

	
	20
	2.000

	
	21
	1.000

	
	22
	1.000

	
	23
	1.000

	
	24
	1.000

	
	25
	1.000

	
	26
	1.000

	
	27
	1.000

	
	28
	1.000

	
	29
	1.000

	
	30
	1.000

	
	31
	1.000

	
	32
	1.000

	
	33
	1.000

	Valid
	37.000

	Missing
	.000


	Final Cluster Centers

	
	Cluster

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14
	15
	16
	17
	18
	19
	20
	21
	22
	23
	24
	25
	26
	27
	28
	29
	30
	31
	32
	33

	GDP RATE
	4183.70
	5.66E4
	5587.70
	6756.80
	8793.50
	9897.07
	1.14E4
	1.46E4
	1.86E4
	2.07E4
	2.45E4
	5.75E4
	3.40E4
	3.74E4
	4.05E4
	4.24E4
	4.36E4
	6.15E4
	4.47E4
	4.51E4
	7.76E4
	4.57E4
	4.65E4
	4.68E4
	4.77E4
	4.78E4
	4.87E4
	4.89E4
	4.90E4
	4.90E4
	5.00E4
	5.11E4
	5.18E4

	NOMINAL EXCHANGE RATE
	108.35
	160.00
	109.90
	109.80
	113.20
	100.00
	51.90
	14.70
	13.00
	8.90
	7.00
	197.00
	3.70
	3.00
	2.90
	.70
	.80
	270.00
	.80
	.20
	317.00
	81.20
	88.90
	100.60
	107.10
	106.60
	105.00
	106.40
	79.67
	96.73
	96.57
	152.32
	158.38

	IMPORT RATE
	3656.70
	2.54E4
	4211.40
	4323.40
	4554.90
	5112.10
	5134.50
	6004.50
	6112.40
	6234.60
	6849.76
	3.12E4
	7123.50
	7345.90
	8234.80
	8654.50
	9851.10
	3.23E4
	1.03E4
	1.11E4
	3.46E4
	1.23E4
	1.35E4
	1.58E4
	1.59E4
	1.65E4
	1.73E4
	1.88E4
	1.99E4
	2.12E4
	2.23E4
	2.35E4
	2.45E4

	EXPORT RATE
	2233.70
	1.82E4
	2544.70
	2654.90
	3112.90
	3222.70
	3765.80
	3887.60
	3998.90
	4132.12
	4282.75
	1.98E4
	5121.60
	5534.77
	5687.80
	6128.80
	6489.20
	2.11E4
	7123.12
	8184.70
	2.33E4
	8654.50
	9723.50
	9978.70
	1.13E4
	1.28E4
	1.55E4
	1.53E4
	1.65E4
	1.78E4
	1.80E4
	1.80E4
	1.82E4


RESEARCH HYPOTHESES

H0: Dollar increment does not influence economic development in Nigeria.

H1: Dollar increment influences economic development in Nigeria.

H0: There is no significant relationship between dollar increment and the economy of Nigeria.

H0: There is a significant relationship between dollar increment and the economy of Nigeria.

CHAPTER FIVE

CONCLUSION AND RECOMMENDATION
This section of the study is sub divided into discussion of empirical findings of the study, conclusion of the study and recommendation of the study.

 Discussion of finding
This study on the cluster analysis on the effect of dollar increment  on the Nigeria economy was carried out to determine the effect of dollar increment  on the Nigeria economy from 1985-2016. the following findings were made by the study;

All clusters from cluster 1 to cluster 33 are very far from the profile 1 which is the gross domestic product (GDP) from year 1980 to 2016 but closer to profile two which is the nominal exchange rate of the country.

Since all the clusters are very far from the GDP, but closer to the nominal exchange rate, it therefore means that the exchange rate has a significant effect on the gross domestic product of Nigeria from 1980 to 2016 that is to say that dollar increment has a negative effect on the economy as depicted by the very far values of the GDP to the clusters. Though cluster 1 is closer to profile two, cluster 7,8,9,10,11,13,14,15,16 and 17 are more closer to profile 2 (Nominal exchange rate) than other clusters. That is to say that the exchange rate from 1986 to 2016 was alarmingly high leading the indiscriminate increase of the dollar which leads to a massive reduction in the gross domestic product of the country over these years.
Conclusions 

This research has been able to carry out a cluster analysis on the effect of dollar increment  on the Nigeria economy ranging from 1985-2016. Justified conclusions were drawn based on the findings of the research. 
Based on the analysis using the cluster method in the previous chapter, it can therefore be said that dollar increment influences the economy of Nigeria and that there is a relationship between dollar increment and the economy of Nigeria.

5.3 Recommendations 

In connection to the findings of this research, the following recommendations are suggested: 

1. The monetary authorities should employ every monetary tool to minimize the level of exchange rate fluctuations in the economy. 

2. The policy of exchange rate flexibility should be maintained but with government intervention guide. 

3. It is confirmed that external reserve curbs exchange rate fluctuations and thus the federal government should through the Central Bank of Nigeria increase the foreign reserve.
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APPENDIX 1

	YEAR
	GDP RATE

(GDPR)
	Nominal exchange rate (NEXR) (N/US)
	IMPR
	EXPR

	1980
	4178.5
	106.3
	3455.6
	2134.6

	1981
	4188.9
	110.4
	3857.8
	2332.8

	1982
	5587.7
	109.9
	4211.4
	2544.7

	1983
	6756.8
	109.8
	4323.4
	2654.9

	1984
	8793.5
	113.2
	4554.9
	3112.9

	1985
	9897.07
	100
	5112.1
	3222.7

	1986
	11411.07
	51.9
	5134.5
	3765.8

	1987
	14610.88
	14.7
	6004.5
	3887.6

	1988
	18564.59
	13
	6112.4
	3998.9

	1989
	20657.32
	8.9
	6234.6
	4132.12

	1990
	24296.33
	7.7
	6712
	4232.8

	1991
	24794.24
	6.3
	6987.51
	4332.7

	1992
	33984.75
	3.7
	7123.5
	5121.6

	1993
	37409.86
	3
	7345.9
	5534.77

	1994
	40544.10
	2.9
	8234.8
	5687.8

	1995
	42396.77
	0.7
	8654.5
	6128.8

	1996
	43456.09
	0.8
	9723.5
	6223.7

	1997
	43665.7
	0.8
	9978.7
	6754.7

	1998
	44658.02
	0.8
	10345.5
	7123.12

	1999
	44776.65
	0.2
	10786.7
	8134.6

	2000
	45345.01
	0.2
	11453.7
	8234.8

	2001
	45699.09
	81.2
	12345.7
	8654.5

	2002
	46545.02
	88.9
	13546.9
	9723.5

	2003
	46764.45
	100.6
	15786.01
	9978.7

	2004
	47656.56
	107.1
	15899.67
	11345.5

	2005
	47765.06
	106.6
	16545.8
	12786.7

	2006
	48675.08
	105
	17345.7
	15453.7

	2007
	48876.09
	106.4
	18765.9
	15345.7

	2008
	48976.10
	79.67
	19876.9
	16546.9

	2009
	48998.09
	96.73
	21234.8
	17786.01

	2010
	49965.09
	96.57
	22314.5
	17999.67

	2011
	51098.9
	152.32
	23456.8
	18045.8

	2012
	51776.4
	158.38
	24515.8
	18172.9

	2013
	56567.09
	160.00
	25412.6
	18212.5

	2014
	57546.20
	197.00
	31234.8
	19764.8

	2015
	61453.70
	270
	32334.7
	21123.6

	2016
	77564.90
	317
	34613.7
	23299.9


