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ABSTRACT

The study examined the assessment of exchange rate instability and small and medium scale
agricultural businesses in Nigeria. The research design for this study is an Expost Facto design.
The population of the study consisted of consisted of small scale agricultural businesses in the
North East senatorial district of Akwa Ibom State. Simple random sampling technique was
used to select 379 respondents out of the population. The instrument used for data collection
was questionnaire. The instrument was validated by two experts in Test and Measurement.
Crombach Alpha reliability technique was used for testing the reliability of the instrument and
reliability index of .91 was realized, hence the instrument was regard as being reliable. Data
from completed questionnaires was subjected to regression analysis. The findings showed and
concluded that there is significant effect of exchange rate instability on the performance of
small and medium scale timber business in South-South Nigeria. The significance of this result
is in the agreement with the opinion of Black (2003) an exchange rate system can also be fixed
or allowed to fluctuate. A fixed exchange rate is a system in which a country’s exchange rate
remains constant or stays within some small margin of fluctuation around a constant par value.
On the other hand, the floating exchange rate (which is our concern in this study) is an exchange
rate system with no government or central bank action to keep it stable. The study
recommended that agricultural businesses should be seen by all as a panacea for high
productivity. Hence, it should be practiced by all sectors of SMEs in order to quickly fast track
and meet up with the objectives of the organization.

Introduction

Small and medium enterprises (SMEs) play significant roles in economic development and
growth of nations. Their major contributions to regional incomes, as well as a nation’s
economy, by way of job creation, wealth creation, poverty alleviation, production of essential
goods and services and promoting the development of rural economies are multifarious (Gray
2016). In view of their pivotal significant benefits, SMEs have in recent years increasingly
become the focus of policy- makers, as well as scholars in academic disciplines including
strategic management and entrepreneurship (Zahra 2012).

Finding a global definition for SMEs has often proved very problematic due to the varying
sizes and depth of individual country economies which have resulted in varying SME
definitions by different institutions and countries. As the IFC (2010) noted, defining SMEs
depend on the local banking context and economy size so while international organizations like
the World Bank including the IFC tend to set high sales, assets and staff employment thresholds

29| Page



European Journal of Interdisciplinary Research and Development
Volume-01 March-2022
Website: www.ejird.journalspark.org ISSN (E): 2720-5746
for SMEs in developed countries definitions vary by country according to the size of the
economies and structure of the corporate sector Adeyemi, (2014).
Exchange rate is the price of the currency of one country expressed in terms of the currency of
another. For example, the Nigeria Naira has exchange rate against the U.S. dollar and many
other currencies. It may be expressed as nominal exchange rate or real exchange rate. The
nominal exchange rate is a monetary concept which measures the relative price of two moneys
e.g. Naira in relation to dollar (N/S), while the real exchange rate is a real concept that measures
the relative price or value of different countries products. An exchange rate system can also be
fixed or allowed to fluctuate.
Iziliein and Okoh (2015) posits that the exchange rate in Nigeria witnessed some period of
relative calm since the implementation of the structural adjustment programme (SAP) in 1986.
However, its continued depreciation scored an indelible mark in the level of real sector
activities in the country. The naira which traded at N 0.935= $1.00(United States) in 1985
depreciated to N 2.413=$1.00 and further to N 7.901 against the US dollar in 1990. The average
exchange rate of the naira to the US dollar at the official Autonomous Foreign Exchange
Market (AFEM)/Dutch Auction System (DAS) for the year 2010 stood at 148.31, 2011
witnessed a further depreciation to 151.82, and 155.45, 155.25, 156.48, for years 2012, 2013
and 2015 respectively. The exchange rate was relatively stable until February 18, 2015. At the
Retail Dutch Auction System (RDAS) segment, the average exchange rate was N 169.68/US$,
up to mid-February 2015, while rates at the interbank and Bureau De Change segments, relative
to January 2015, depreciated by 6.5 and 7.9% to N 194.48/US$ and N 213.03/US$ respectively
(CBN, 2015). The 2017 economic recession sets in during the first quarter of 2016 when the
GDP recorded -3.36 growth and -2.06 during the second quarter. However, the Gross Domestic
product shrank 0.5 percent year-on-year in the first quarter of 2017, following an upwardly
revised 1.7 contraction in the previous period (Ayoka, 2017). The exchange rate volatility
seems to have triggered more fluctuation in a recessed economy like Nigeria. The exchange
rate of the Naira has assumed a worrisome significant height as a result of its continuous
depreciation in the foreign exchange market.
A fixed exchange rate is a system in which a country’s exchange rate remains constant or stays
within some small margin of fluctuation around a constant par value. On the other hand, the
floating exchange rate (which is our concern in this study) is an exchange rate system with no
government or central bank action to keep it stable (Black 2003). With floating rates external
shocks especially foreign trade shocks are less disruptive and monetary policy is more effective
in influencing aggregate demand (Pugel, 2007), hence economic growth is achieved. Economic
growth is an increase in an economic variable normally persisting over successive periods. The
variable concerned may be real or nominal. Growth in real economic variable such as Gross
Domestic Product (GDP) for short periods or at low rate may occur by simply having similar
activities conducted on a large scale. Rapid or persistent growth is likely to involve positive
changes in the nature of economic activity while exchange rate fluctuation could encourage.
Exchange rate is the price of one country’s currency expressed in terms of some other currency.
It determines the relative prices of domestic and foreign goods, as well as the strength of
external sector participation in the international trade. Exchange rate regime and interest rate
remain important issues of discourse in the International finance as well as in developing
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nations, with more economies embracing trade liberalization as a requisite for economic growth
(Obansa, Okoroafor, Aluko and Millicent, 2013). In Nigeria, exchange rate has changed within
the time frame from regulated to deregulated regimes. Ewa, (2011) agreed that the exchange
rate of the naira was relatively stable between 1973 and 1979 during the oil boom era and when
agricultural products accounted for more than 70 per cent of the nation’s gross domestic
products (GDP). In 1986 when Federal government adopted Structural Adjustment Policy
(SAP) the country moved from a peg regime to a flexible exchange rate regime where exchange
rate is left completely to be determined by market forces but rather the prevailing system is the
managed float whereby monetary authorities intervene periodically in the foreign exchange
market in order to attain some strategic objectives (Mordi, 2006). This inconsistency in policies
and lack of continuity in exchange rate policies aggregated unstable nature of the naira rate
(Gbosi, 2005).

Research Design

The survey method was utilized for this study. This approach was considered most appropriate
because it helped the researcher to describe, examine, record, analyze and interpret the
variables that were found in the study. It is also useful because of the relatively large population
from which the information was collected.

Area of the Study
The area of the study of this research is the North East senatorial district of Akwa Ibom State

Population of the study
The population included small scale agricultural businesses in the North East senatorial district
of Akwa Ibom State.

Sample Size Determination

The sample size for the study was 379 small and medium scale agricultural businesses
owners/operators using Kracjie and Morgan (1970) formula. Also proportional sampling
techniques was employed in selecting the 379 respondents.

Research Instrument

Data used for this research work will be collected through a structured questionnaire that will
be designed by the researcher. The questionnaire will be designed to capture the key variables
of the study. The instrument will be divided into two parts namely; section A and B.

Validity test of the research instrument

The content, face and construct validity will be examined by the researcher’s supervisor and
professionals in Test and Measurement. The adequacy, relevance and comprehensiveness of
the items in the instrument in relations to the objective of the study and hypotheses to be tested
will be ascertained.
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Reliability of the Study
The researcher adopted Cronbach Reliability Index to determine the reliability of the
instruments. In the trial testing, a total of 50 respondents who were not part of the main study
were randomly selected from the area, and the instrument administered. The data collected
were analyzed and the result of the showed 0.82 reliability coefficient.

Administration of the Instrument

Considering the size of target population, stratified and convenience sampling techniques will
be used to administer the research instrument (questionnaire) to the respondents in their
respective business premises. Only to those that are accessible and ready to take part in the
study will be administered the questionnaire. To achieve this, the questionnaire will be
administered during official business hours with the aid of two research assistants.

Method of Data Analysis
Data for this study will be analyzed using descriptive and inferential statistics. Descriptive
statistics will involve the use if frequencies and percentages.

Model Specification

Exchange Rate Instability in Agricultural Equation

PRTTP = b (EXCHRL + INFL + IMP1 + EXPt1 + Techino + ASSB+ TNOTP + TNONTP
+MKTSH + REVFW +e; - - - - - - (iii)
Econometrically we have:

PRTTP bo + by LEXCHR + boLINFL+bsLIMPt.1 + bsLEXPt.1 +bs LTechino + beLASSB +
b7LTNOTP+ bsLTNONTP+ bgLMKTSH+ big LREVFW+ gt - - - - (iv)

Where:

PRTTP: = Profitability arising from agricultural products businesses in Nigeria
bo — b1o = Parameter structure

LEXCHR = Log of exchange rate instability

LINFLA = log of inflation

LIMP.q = Log of import of sawing machines at a particular point in time
LEXPt1 = Log of export at a particular point in time

LTECHIN = Log of technology/innovation in agricultural processing
LASSB = Log of asset Base

LTNOTP = Log of turnover (sales) of agricultural products

LTNONTP = Log of turnover (sales) of Non Agricultural product
LREVFW = Log of Revenue in respect of Fuel wood

LMKSH = Log of market share of agricultural /sub-sector of the economy
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Figure 1: Trend analysis of exchange rate instability

Analysis of the above figures shows inelasticity of Nigerian currency either at the point of sales
or purchase of agricultural products/allied inputs. This development affects negatively the
growth of agricultural businesses in Nigeria.
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Figure 2: Trend analysis of agricultural products

Analysis of the above graph shows the trend and pattern of agricultural products where
agricultural is the major sector. This show minimal rise in the volume of agric products due to
effects of other variables like multiple taxation and exchange rate instability until the year 2013
that experienced relatively high rise due to favourable government policy on agriculture.
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Figure 3: Trend analysis of turnover on agricultural products

Analysis of turnover of agricultural products in the graph above shows negligible increases
over a good proportion of the time under review until 2014 that witness growth due to
favourable government policy in the sector under study.
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Figure 4: Trend analysis of market share of agricultural products

The above graph shows the market share of agricultural businesses in Nigeria’s economy. The
graph shows inconsistent trends and patterns resulting negative impacts of variables like
multiple taxation and exchange rate instability.

Hypothesis

There is no significant impact of exchange rate instability on the small and medium scale
agricultural businesses in Akwa ibom State. Regression analysis was then used to analyze the
data in order to determine the relationship between the two variables.
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Table 1: Regression impact of exchange rate instability on the growth of small and medium
scale agricultural businesses in Nigeria

Dependent Variable: TAXM

Current sample: 1990-2019

Number of observations: 29

Mean of Dep.: =10.6159 Jarque-Bera Test = 14,26060

(.0010)

Sum of Squared Residuals = 15.2738 Std. Dev. Of Dep. Var.=2.2°737

Std. Error or Regression =.152128 Variance of residuals = 565696

Adjusted R-Squared =.875648 R-squared=.978466

Durbin Watson =2.15973 (.350, .907) LM het. Tet. =.083897(.772)

Ramsey’s Reset 2 =.293879 (.592) f (Zero slopes) = 60.6091(.000)

Schwarz B.IC =42.2368 Log Likelihood = 33.5725

VARIABLES ESTIMATED STANDARD T-STATISTIC P-VALUE
COEFFICIENT ERROR

/c 6.91534 3.60084 1.3619 (.183)
ALPRT -743381 2.76488 -2.518581 (.608)
ALEXP t-1 585298 1.75352 3.19728 (.037)
ALIMP t-I -613046 .016981 -.768282 (.449)
AINFLA .660997 1119042 455262 (000)
ALEXCHR -347878 18792 -1.98722 (.116)
ALTECHINN 256671 07672 2.25831 (.221)
ALAGG 465135 128153 1.94432 (.011)
ATNOTP 8123481 2.01382 2.01833 (0.060)
L TNONTP 425384 1.82476 2.99341 (.028)
ALMKTSHR 075264 1.25882 2.12432 (.017)

Source: Gret L Package

The result above shows the impact of exchange rate instability on the growth of small and
medium scale agricultural business in south-south Nigeria is regressed on profitability of
agricultural businesses, export at a particular point in time, import at a particular point in time,
inflationary rate on the prices of agricultural products, exchange, technology proxied for
innovation, agricultural sector where agricultural is a major products, turnover/sales of non-
agricultural products and market share of agricultural sub sector of the economy and revenue
derived from fuel wood. The coefficient of constant term is positive (14.5633) and is
statistically not significant at (0.0%). This implies that at zero performance of the independents
variables, agricultural businesses will not improve by 14.5633 million naira. Furthermore, the
result shows that the coefficient of exchange rate instability is fairly significant at 0.5%.
However, the t-values is statistically not significant at -2.0% now the coefficient of inflation
shows a positive relationship and is statistically significant at 0.3% implying that inflation
affects the growth of the agricultural. The coefficient of the export at a particular point in time
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assumed a negative sine and it is statistically significant at 0.5%. This implies that exchange
rate instability affect exportation of products of agricultural business. The coefficient of the
import at a particular point in time assumed a positive relationship sine and it is statistically
significant at 0.2%. This implies that exchange rate instability affect importation of products
for agricultural business. The coefficient of technology proxied innovation is positive
statistically at better that at 0.9 per cent and it is statistically not significant at 0.0 per cent. Then
the coefficient of asset base is negative sine and it is fairly significant at 0.1 per cent. The
coefficient turnover (sales) of agricultural products carries a positive sine and it is statistically
significant at 0.3 per cent, this implies that turnover (sales) of agricultural products enhances
the growth of agricultural sector remarkably. The coefficient of non-agricultural products is
equally positively sine and it is statistically significant at 0.01 per cent. This implies that none
agricultural products of agricultural sector contributes it’s quotas to the survival of the
economy. The coefficient of revenue derived from fuelwood has a negative sine and
statistically significant at 0.04%. The value of Durbin Watson (DW) is 1.09514 is greater than
the adjusted R square of .810023. This signify the absent of spurious regression.

Conclusion and Recommendations

The result of the data analysis in table 1 was significant due to the fact that the value of Durbin
Watson (DW) 1.09514 is greater than the adjusted R square of .810023 which signifies the
absence of spurious regression. This implies that there is significant effect of exchange rate
instability on the performance of small and medium scale timber business in South-South
Nigeria. The significance of this result is in the agreement with the opinion of Black (2003) an
exchange rate system can also be fixed or allowed to fluctuate. A fixed exchange rate is a
system in which a country’s exchange rate remains constant or stays within some small margin
of fluctuation around a constant par value. On the other hand, the floating exchange rate (which
is our concern in this study) is an exchange rate system with no government or central bank
action to keep it stable.

The study recommended that agricultural businesses should be seen by all as a panacea for high
productivity. Hence, it should be practiced by all sectors of SMEs in order to quickly fast track
and meet up with the objectives of the organization.

There is need for the Department of Micro and Small-Enterprise Development (DMSED) to
consider in its blue print, facilitation of workshops and seminars for agricultural businesses
operators to sensitize them on the significance of these dimensions in business performance.
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