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ABSTRACT In this studyit was observed that the Nigerian economy has been a mono- product economy relying more on
oil export and this has an adverséeef on non- oil export supplyEqually observed are the various financial sector
reforms embarked upon by the Central Bank of Nigeria in boosting the productive capacity of the eGivemthese

facts, the objective of this study is to empirically examine the impact of current financial sector reforms on non- oil export
in Nigeria and estimated non- oil export supply modbke results obtained both in terms of the time series properties and

the estimated error correction model was very impressive and satisféatevgaled among other things that the hypothesis

of financial liberalisation has continued to yield positive results in developing coultiéesherefore, recommend that
financial sector reforms should be improved upon and sustained by the monetary in order to fully optimise the gains so far
achieved.

INTRODUCTION on trading relations in the non — oil sector
(Odularu 2008; Okoh 2004;Usman 2008 ; Opara
Nigerian economy has been a mono-produc010).There is a growing need for the informa-
economyA closer examination of Central Bank tion on the impact of current financial sector re-
of Nigeria (CBN)Annual report 2007 shows the forms on non- oil export in Nigeridherefore,
dominance of oil as the major source of exportthis study wants to cover this knowledge gap by
earnings of the Nigerian econon@il accounts assessing the impact of monetary policy on non-
for over 90 percent of total export in Nigeria, oil export.
while non-oil accounts for less than 10 percent In spite of the growth of export, the poor per
of total exportA glance at the Nigerian economy formance of the Nigerian economy is character
from its export perspective shows that export isized by low output growth, high unemployment
disaggregated into two goods: oil and non-oilrate and rising inflation especially in recent years.
exports .These are the major sources of her forSince 1970s, the Nigerian economy has become
eign exchange earnings. more reliant on oil earnings, with negative im-
The main drivers of growth in the non — oil pact on non — oil sector of the econgmesult-
sector are agriculture, manufacturing and sering in the sectds declining contribution to GDP
vices, essentially driven \griculture 7.06 per  Sanusi (2003) posits that the competiveness of
cent in 2005 and 7.17 percent in 2006; Manu-Nigeria’s non —oil sector had been consistently
facturing 9.61 percentin 2005 and 9.71 in 2006;eroded over the last three decades, as evidenced
Telecommunication 29.61 in 2005 and 31.98 inin the declining non —oil export, a low industrial
2006; Banking and Finance 2.75 percent in 200%apacity utilization rate and consistent loss of
and 3.13 percent in 2006 aidholesale and market share in non — oil export
Retail Trade13.51 percent in 2005 and 13.73 Obadan (2000) reports that the poor perfor
percent in 2006. Non-oil exports grew by 24 mance of non- oil exports has remained a cause
percent in 2006 (Soludo 2007). for serious concern, various production /supply
The choice of this paper was informed by ourcontinue to bedevil both the agricultural and
deep concern about the risk of overdependencemanufacturing sectors. Besides, there are prob-
on the oil sector and low contribution of other lems created by conflicting macroeconomic poli-
sectors to the growth of the econorynpirical  cies such as massive depreciation of currency
studies on financial sector reforms on non- oil(naira) and the huge cost of borrowing in the
sector has barely been researchidtbugh, a money market. Despite these problems, it is
number of empirical studies have been analysetiardly surprising that the package of export in-
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centives implemented over the past 10 years have METHODOLOGY
not worked and the necessary infrastructure for
non-oil export are absent. We utilise in this study data obtained from

The need to correct this structural imbalanceCentral Bank of Nigeria various issuége study
and put the economy back on the path of susthe period 1986 to 2009 in this study; the es-
taining growth compelled the monetary author sence is to capture the period of financial sector
ity to organize the 8 Monetary Policy Forum, reforms and to have a considerable degree of free-
with the theme “Developing the Non-Oil Sec- dom.
tor in Nigeria” (2003).

Aderibigbe (1977) notes that the process ofTheoretical Eramework and
financial sector reform is the movement from anpjodel Specification
initial situation of controlled interest rate, poorly

developed money and securities markets and The theoretical bases for this paper is derived
underdeveloped banking system towards a siturom the classical work of Mckinnon (1973) and
ation of flexible interest rates, an expanded roleéshaw (1973) who presented the first systematic
for market forces in resource allocation, in- qitempt at taking into account some of the spe-
creased autonomy for commercial banks antfic characteristics that impair the performance
deepening of money and securities maikeére g financial system in developing countriéhey

are close linkages between financial sector reargued that the financial sector in most develop-
forms and the conduct of monetary polithe 4 economies is repressed by series of govern-
importance of these linkages becomes more obg,ent interventions that have théeet of keep-
vious when a country embarks on the transition, - yhe interest rate low or negativée repres-
process from direct control of interest rates an

credit to the use of indirect instruments of mon- lon takes dferent forms, such as ceiling of in-
terest rate, imposition of trade restriction and
etary management.

Thus, a major objective of financial sector barriers to free movement of goods and services

reforms is to develop anfefient framework for across countries as well as imposition ogéar
monetary managemefhis encompassesefts reserves and liquidity requirements. In addition
to strengthen operational capacities of the bank!C. (hese, there are restrictions that constraint
ing system, foster &6iency in money and secu- Panks 0 engage in certain types of lending and
rities markets, overhaul the payment system am;j)romblt them from acquiring some financial as-

ensure greater autonomy to the central bank iry€tSAccording to Mckinnon and Shaw hypoth-

conducting macroeconomic stabilization poli- €5€S; the &ct of this repression would inevita-
cies. bly be adverse on investment and growth of the

According to Mbutor (2007), the impetus for €€0NomMy _
the reforms follows from the understanding that . Central to the gument of Mckinnon and
a sound financial system will render monetaryShaw is the idea of financial sector liberaliza-
policy more eflective and also support growth in” tion. Orok- Duke (2009) posited that financial
the real sector of the econorfihis belief that liberation mvolv_es the_ elimination of credit con-
the existence of sound banks will help tteef trols, (jeregulatlon of interest rate, development
tuate monetary policy therefore, must be a con©f capital markets, proper regulation and super
sequence of the conviction that there exists &ision and liberation of international capital flow
definite link between monetary policy action and In the case of Nigeria, the financial sector was
the lending behaviour of the deposit money bankginder serious repression which led to the Cen-

In the light of above discussion, this papertral Bank of Nigeria (CBN) to embark on finan-
examines the impact of current financial sectorcial sector liberation between 1986 and 2004
reforms on non- oil export supply in Nigeria . The through the 8ucturalAdjustment Programme
remaining sections are arranged as follows: SectSAP).The idea was to allow the market to de-
tion two presents the literature reviemhile the  termine the rate of interest and increase the com-
third section focuses on the theoretical frame-petitiveness of banks in the countfe efect
work and model specification. Section four in- of the liberalization was to enable the financial
cludes data analysis and interpretation of resultssector facilitate among other things, the devel-
and the final section presents the summary andpment of non-oil export in the countthat is
conclusion. not yet certain in this case is whether this sector
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has so far performed adequately in developing a,>0is the money supplythe relationship
the non-oil export in the countrthis form the  between money supply and non- oil export sup-

subject matter of this study ply is positiveAn increase in money supply leads
to fall in interest rate, as some non — oil firms
Model Specification will have access to credit facilities to finance their

businesses which will lead to increase in export

The specification of this study takes a lead insupply for detail (see Chukuigwe ahloili 2008).
the models developed by lyoha (2001), Enoma a, <0, that is, the relationship between ex-
(2004) Usman and Salami (2008),and Chuku-change rate and non —oil export supply is nega-
igwe andAbili (2008). SpecificallyChukuigwe  tive. Reason the value of domestic currency ap-
andAbili (2008) investigated the impact of preciates when exchange rate rises, implies that
monetary and fiscal sector variables on non -non-oil export will be more expensive to the-for
oil performance in Nigeria. In Chukuigwe and eigner and consequently the demand will fall. In
Abili’ s (2008) studymodel interest rate, ex- another view Chukuigwe, arfbili (2008) as-
change rate and budget deficit, were regressesdert that high foreign exchange will lead to high
on non — oil exportTheir complete specifica- cost of raw materials, spare parts, etc. which will

tion is given as contract the export supply in the economy

N =b, +Db,IR +bER + b,BD, +U a,<0, which implies that interest rate is nega-
Where: tively related to non-oil export supply in the
N = non — oil export economyaA fall in interest rate will encourage

IR = interest rate firms in non- oil export to borrow more money

Ex = exchange rate and BD is Budget Deficits thereby increasing the output produced and sup-
Since fiscal policy is not our concern in this plied.This again is evident in the works of lyoha

study we ignore the budget deficit variable and (2001), Enoma (2004), and Chukuigwe Aibdi

replace it with broad money supply (M2).Thus, (2008).

we present a macroeconomic model of non-oil

supply model as follows: function in this case is Estimation Technique

specified as follows:

XNoil = a +a,, PXNoil +a, M_+ a, EXR+ The estimation techniques of investigating the
a, INTR+ UXNoil model are in four stages:
Where: First, Time series is stationary when the mean
XNoil = non — oil export E(x) of time series (x does not depend on t,
XNPoil = price of non — ail and the variance, E[, % E(x)]>does not vary
M_ = money supply systematically with timeA stationary process has
EXR = exchange rate the property that the mean, variance and auto-
INTR = inteest rate correlation structure do not change over time (for
g, is the intercept of constant term details see Engineeringaistics Handbook
Ln is the natural log 2009). $ationary data depends on whether it
a, to g are the codicient of the independent has a unit root. Non- stationary data has stochas-
variables. tic or random trends and as such they are non-
UXNoil is the error term that is expected to deterministic.
be zero. Therefore, when unit root is present, it im-
plies that the time series data are non- stationary
Assumption of the Model The standard approach to investigate the station-

ary of time series data is the unit root td@$te

Based on economic theory and empirical lit- most commonly used is theigmented Dickey
erature, the expected sign or presumptive sigr- Fuller (ADF) test proposed by Dicky and Fuller
of the parameter estimates arg>@, that is, the  (1981). Basicallythis step seeks to establish
price of non — oil is expected to have a positivewhether a particular time series data is station-
sign indicating that as the price of non —oil in- ary or non-stationanyf it is non — stationary
creases, non — oil supply will increase, this asthen it has to be dérenced either once or twice.
sumption is evidence in the works of Iyoha To carry out this test, we test the null hypothesis
(2001) and Enoma (2004). of a diference stationary against the alternative
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hypothesis of a trend stationary (Gbadebo andjrated of order on& hus, based on Engle and

Oladapo 2008)Thus, Granger (1987), the error — correction model
HyY, ~1(1) using first diferences of the variables are esti-
H,; Y, ~1(0) mated.We did not present the variable station-

Second, the variables are tested for co inteary at level because the variables were not sta-
gration, to find their convegence statuhis is  tionary at level as the critical value of 5 per cent
because variables that fail to corgem the long ~ was greater than the calculated value.
run may be hazardous to policy makifidne ~ Co-integration Test: Table 2 presents the co
theory of co-integration pioneered by Engle andintegration test.

Granger (1987) addresses this issue of integrat-
ing short-run dynamics with log-run equilibrium. Table 2: Co-integration test esult (ADF)

Thirdly, we estimate the model to evaluate thepependent Explanatory  Unit root t-
performance of the monetary policy on non-oil variable variable coefficient statistics
export .The estimation is carried out by usingxnoiL XNPOIL 0.08 2 26
the ordinary least squares (OLS) technique, M., 0.09 3.19%
which is regarded as the best linear unbiased es- EXR 0.07 2.19

timator (BLUE) that can be used in evaluating INTR 0.06 2.0
models of this nature (Gujarati 2002).The esti-Note:x significant at 5 per cent

mation, howevempresupposes that the variablesxx significant at 1 per cent level.

possesses desirable empirical properties of sta-

tionary and conveence (co-integration). How- Having established that the variables are in-
ever if these desirable properties are not achievedegrated of order one, we proceed to test for co
we use the Error Correction specification to es-ntegration. Co-integration analysis helps to test
timate the equation before using the ordinary leasfor the existence of long run relationship among

square technique. or between variables. Individual series might not
be stationarybut a linear combination of these
EMPIRICAL RESULTSAND series could be stationarjhis means that the
INTERPRETATION variables are co-integrated. From the results in

Table 2, the unit root coégients are all signifi-
The time series properties of the variableCantat 5 per cent or 1 per cent level as indicated

equations and the estimated equations are exary the t=statisticsThis implies that all the ex-
ined. planatory variables in the model co integrate with

the dependent variables. In other words, they
possess the characteristics that would cause them

Time Series Poperties of theVariables .
to convege in the long-run.

The time series properties of the variables ar
evaluated.
Stationarity Test: The results are presente

in Table | . . . . .
Since it was found that the time—series vari-

Table 1: Results of test forstationarity of variables ables were stationary only after first or second

differencing, applying the dérence variable for

e'Error Correction Representative or
g Estimation

\ariables ADF g{gg:gon regression would imply loss of valuable infor
mation about the long run relationship among the
Ry e 1 EB variables. In order to correct for such loss of in-
AM _4.555024 101 formation, the error correction estimation is used
AEXR _3.7958 1(1) S0 as to integrate short-run dynamics with long
AINTR —-3.7972 1(1) run relationship (for details see Maddala 1992)

Note: A = indicating first diference "’.‘“d' ltha a.‘nd E.kanem ZOOID’IQ error correc-
ADF critical value 95 percent = -3.6331 including cons- tion estimation yields the following result.
tant and trend. An examination ofTable 3 shows that the
short-run result overall goodness of fit is satis-
The results iTable 1 shows that the variables factory at the level of R- squared?(Rf 77 per
are stationary at the first thifence and are inte- cent and adjustedrf) of 76 per cenfThe F-sta-
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tistic was significant at | per cent level and the Table 4:Long run model estimation
Durbin Watson (DW) was 2.3 showing an ab- pependent Explanatory  t — stat Diagnostic

sence of autocorrelation in the seriglse indi-  variable  variableco-

vidual variable t—statistic shows that oil price and efficient

money supply are significant at 1 per cent levelxnoil PXNoil 2.3% 1.7 RZ =05
of significance, while interest rate and exchange M, A5 7.1 R?2 = .94
rate are significant at 10 per cent level of signifi- :ENXTRR —%-g;i 8.29 F-stat = 87.3
canceAll the presumption signs of the variables Const 13 04 DW = 23

were correctly signed.
Note: x = significant at 1 per cent.

Table 3: Err or correction representation xx = significant at 5 per cent

Dependent Explanatory  t-—stat  Diagnostic  gjgnificant at one per cent level of significance.
variable variable co- L
efficient Money supply was equally significant at 1 per

cent, while interest rate and exchange rate were

dXNoil g,'\:,IXNO" é'; '30780935 2_2_76 significant at 5 per cent.
N : . = ; - .
dEXR - 39  _.1444 F- Sat.=14.2 ~ The diagnostic tests obtained from our regres-
d Intr - .39  —.6234 DW =23 sion are quite impressive. For example the R-
Emct-1 -.28¢ —1.000 DW=23 square are 95 and 94 per cent in the mdded.
D constant —.3000 F—statistics is significant at 1 per cent, the
Note: x = significant at 1 per cent Durbin—Watson statistics shows an absence of
xx= significant at 10 per cent auto correlation in all the model.
The short run impact of error correction rep- CONCLUSION

resentation is significant at | per cent and the

coeficient of adjustment is 100 per centas indi-  The present study revealed among other things
cated by the cot€ient of the ECMThe ECM  that the Mckinnon and Shaw hypothesis of fi-
provides useful information about the speed ofyancial liberalisation has continued to yield posi-
adjustment in response to deviation from long —jve results in developing countries. In the case

run equilibrium which can be used for policy of Nigeria, the empirical results have given sup-
analysisAll the repressors, except the error-cor port to financial sector liberalisation.

rection term are expressed in the firsteténce In Nigeria, the financial sector variables have
form. Error correction is nothing more than one yje|ded positive results both in terms of presump-
year lag residual obtained from the co-integra+jye signs and level of significance.

tion equation. Having estimated the short run  Thjs result is supported by early study of
dynamics, we now present below the ordinarychukuigwe andhbili (2008).There exists long
least square estimation showing the long run reryn relationship between non-oil export supply
lationship of the variable equatiofhis is pre-  and financial sector parameters nameigney

sented below thus. supply exchange rate and interest ratee short

) ) ) —run dynamic of the estimated equation has given
Long — Run Estimation ofVariable an adjustment of 100 per cent in the it
Equation of the error correction specificatiofhis result

) ) corroborates with the result of lyoha (2001) and
Itis presented below the ordinary least squaréenoma (2004).
estimationThus: i . In the light of these results, the financial sec-
FromTable 4, the estimated equation wastor reforms embarked on by the Central Bank of
largely satisfactory both in terms of the signs andNigeria should be sustained and strengthened to

statistical significance of the explanatory vari- provide the needed boost on the development of
ables. For example, we note that the interest ratehe production sector of the econamy

sign and exchange rate sign are negative and the

money supply sign is positivEhese signs could REFERENCES
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