
                                                                                    World Journal of Innovative Research   (WJIR) 

                                                                     ISSN: 2454-8236, Volume-12, Issue-2, February 2022 Pages 10-20 

                                                                                    10                                                                             www.wjir.org 

 

Abstract— This study examined the correlation between 

external reserves and economic growth in Nigeria. The study 

specifically examined effect of external reserve on; Gross 

Domestic Product of Nigeria, Nigerian net national income and 

Agricultural exportation rate in Nigeria. This research adopted 

the ex-post facto (after the facts) research design. Data for the 

study was obtained from CBN statistical Bulletin. Result of the 

analysis shows that external reserve has positive and significant 

effect on the Gross Domestic Product of Nigeria. It was also 

observed that external reserve has positive and significant effect 

on the Gross Domestic Product of Nigeria. The study further 

shows that external reserve has a negative and insignificant 

effect on the Nigerian net national income. Based on the 

findings, the study recommends that there is need for prudent 

management of the Nigerian external reserves to ensure more 

growth. The study suggests that government should put in place 

policies that will enhance increased accumulation of external 

reserves. Thirdly and finally, the study suggest the need for 

government to put in place appropriate legal policies and 

framework that would prevent corrupt individuals from 

embezzling accumulated reserves which can negatively affect 

the growth of the Nigerian economy. 

Index Terms— External reserves, economic growth, OLS, 

Gross Domestic Product.  

 

I. INTRODUCTION 

Different reasons explain nations‟ interests in conserving 

Federal Exchange Rezerves (FER) (Ojiako, 2020). 

International observers identify these to include desire to: 

even out random and temporary balance of payments shocks, 

sustain parity of the exchange rate, circumvent the 

macroeconomic costs of adjusting to the impact of temporary 

shocks, ease adjustment to the impact of permanent shocks, 

and level out exchange rate instability in illiquid foreign 

exchange markets (Aizenman, 2005). The International 

Monetary Fund (IMF) as cited in Amassoma, 2016, believes 

that stockpiling FER is necessary “…for financing balance of 

payment disequilibrium and maintaining competitive 

exchange rate level capable of achieving macro-economic 

objectives.” Among other benefits, FER serves as a monetary 

policy instrument, a liquidity buffer during the period of crash 

of the international financial market, a tool for easing the 

vulnerability to external factors, and an apparatus for 

advancing the steadiness and confidence in financial markets 

during crisis periods. In Nigeria, the specific benefits of 

stockpiling FER outlined by the Central Bank of Nigeria 
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(CBN) include: (a) supporting settlement of foreign trade 

transactions to sustain equilibriums in the nation‟s Balance of 

Trade (BOT) and Balance of Payments (BOP); (b) serving as 

safety measure for shocks and instability occurring from time 

to time in the oil market; (c) supporting the holding of the 

country‟s “Sovereign Wealth Fund” (SWF); and (d) acting as 

support or backing for the domestic currency, the naira 

(Ojiako, 2020). Other identified benefits are: (e) bolstering 

Nigeria‟s credit ratings and credit worthiness; (f) serving as 

shock absorber during periods of traumas and unprecedented 

natural calamities; and (g) serving as a gizmo for managing 

exchange rates‟ instability/volatility. Notwithstanding the 

aforementioned enormous economic benefits, accumulation 

and consolidation of FER come with certain sacrifices, 

including that it attracts very low returns and obfuscates the 

CBN‟s monetary management program (Amassoma, 2016). 

The gross domestic product (GDP) is an acceptable measure 

of output, income and economic development of nations. It 

reflects the “monetary value of goods and services” produced 

within a country during a time period, usually one year, 

notwithstanding the producers‟ nationalities 

(Benigno&Fornaro, 2012). Otherwise, it reflects all 

expenditures on “final goods” and “services” created inside 

an economy during a year period, and is computed without 

deductions for depreciation. In 2018, Nigeria‟s GDP posted a 

growth rate of 1.9%, which was higher than the 0.8% growth 

rate posted in 2017. Three key factors responsible for the 

growth are foreign exchange market steadiness, execution of 

the 2018 capital budget, and CBN‟s mediation in the real and 

other sectors of the economy (Boboye&Ojo, 2012). Empirical 

evidence supports the view that some nature of relationship 

exists between FER and economic advancement of countries. 

It is opined that suitable management of FER is imperative 

for attainment of economic progress (Çetin, 2013) which 

corroborates the view elsewhere that countries with 

increasing FER to GDP ratio have higher capital productivity 

and growth rates (Chaudhry et al, 2011). In the same vein, it is 

held that the state of a nation‟s FER influences its global 

rating given that the creditors, donors, and all others associate 

a country‟s financial responsibility and creditworthiness to 

the degree of robustness of its FER (Chen, 2013). Stockpiling 

FER would lead to reduced exchange rates and increased 

export-led growth while swiftly rising FER-to-GDP ratio 

would lead to equally rising investment-to-GDP and 

trade-to-GDP ratios, capital productivity, and economic 

growth rates (Frenkel&Jovanovic, 1981). Through 

stockpiling the foreign reserves, governments encourage 

depreciation of “real exchange rate” and restructuring of 

production in favor of the “tradable sector” thereby 

enhancing growth (Green &Torgeson, 2007, Abdu, 2013, 

Abiola& Adebayo, 2013). 

Similarly, in the emerging economies, the governments 
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build up FER as part of an export-instigated development 

model (Herzer et al, 2006). Consequently, FER stockpiling 

reflects an export-promotion policy that seeks to create 

jobs/employment, so as to put its abundant labour into 

productive use in basic sectors of the economy, particularly 

agriculture. 

It is in light of this that this study seeks to explore the 

relationship between Nigeria‟s FER and economic 

performance, determine the nature of the relations where it 

exists, and causality direction. It is expected that findings 

from this study shall guide the policy direction of the 

monetary authority and central government of Nigeria 

towards optimizing the foreign sector potentials in achieving 

a sustainable economic growth and development. 

II.  LITERATURE REVIEW 

Abeng (2007) opined that though the management of 

foreign exchange reserve of a country is the exclusive 

responsibility of central bank, the quantum of reserves to be 

held is a function of several exogenous factors, depending on 

its objectives and the prevailing economic management 

challenges. According to Williams (2005), such factors range 

from the structure and vibrancy of the economy to the split 

between the traded and non- traded sectors, the level and rate 

of capital flows and outflows, the attractiveness of returns 

offered in other currencies. Aizenman and Marion (2003) 

attributed foreign exchange reserve (FER) demand 

principally to two factors. The first being government„s desire 

to ―smooth consumption‖ (i.e. to spread out over time, the 

cause of such shocks, such as sudden outflows of 

international capital, when it faces difficulty raising funds 

either through international capital markets or through 

domestic tax collection), and secondly for the ―loss 

aversion‖ (i.e. the tendency of people in the economy to be 

more sensitive to the reduction in their consumption than to 

increase). In their view, government would choose to hold 

smaller reserves stocks if the populace is indifferent to the 

reductions or increases in their consumption, while it will 

choose to hold a much larger stock if it believes the populace 

is loss averse. Hussain (2002) stated that reserve is demanded 

as a tool for exchange rate and monetary policy management. 

Adequate reserve according to him does not only ensure a 

realistic exchange rate, but also help maintain 

competitiveness of export goods. In addition, central bank„s 

ability to intervene in the market with the view to influencing 

the exchange rate as well as boosting confidence in the 

currency is principally determined by the level of reserves 

stock. Countries thus hold foreign exchange reserve (FER) to 

enable them intervenes to reduce the volatility or better still 

maintain a target exchange rate. 

Reserve affects the domestic money market balance and, 

by implication domestic interest rate through the buying and 

selling of domestic currency at the inter-bank market. 

Reserves also provide funds in foreign currencies for 

servicing of debt and liabilities. Gradual accumulation of 

reserve through non-debt creating means to a sufficiently 

comfortable level avoids panic in the market and precludes 

the need for contracting additional debt for a country. A high 

level of reserves provides implicit guarantee to the creditors 

that the country would be able to meet its obligations, as at 

and when due. According to Gosselin and Parent (2005), 

there is a relatively stable long-run reserve demand function 

that depends on five categories of explanatory variables; 

economic size, current account vulnerability; capital account 

vulnerability, exchange rate flexibility and opportunity cost. 

Elhiraika and Ndikumana (2007) asserted that 

macroeconomic stabilization remains the forefront of 

national economic policy making and aid conditionality 

especially in Africa where foreign exchange reserve have 

substantially been accumulated consequent upon their 

resource endowment, high commodity export, as well as aid 

flows. According to them countries, particularly African 

countries, need to understand the determinant and the 

economic cost of reserves fluctuation (accumulation and 

depletion) and to design optimal reserve management 

strategies in order to derive the benefits and minimize the cost 

from the level of this asset. In their opinion, adequate reserve 

will allow monetary authorities to intervene in market to 

influence the exchange rate and inflation. Also a given level 

of reserves is a determinant for countries to borrow abroad to 

hedge against instability and uncertainty of external capital 

flows. Empirical findings in this area are numerous, but such 

findings are however tilted to only the investigation of the 

determinant of foreign reserve accumulation on the economy. 

These studies are mostly concentrated on the Asian 

economies, while few studies were done in the sub-Saharan 

Africa countries„ economies. Hussain, Mohammad and Ali 

(2009) have established a positive relationship between 

foreign exchange reserve with remittances and stock 

exchange market in a study of the impact of reserve and stock 

market performance in Pakistan. When remittances are used 

as reverse flow, they are made available for long term capital 

investment of any developing countries.Korsu (2009) 

conducted a study on the effect of exchange rate on the trade 

balance in Sierra Leone; his finding from the equation of 

foreign exchange reserve shows that the interest rate, 

inflation and nominal exchange rate variables have direct 

effect on Foreign exchange reserve. While nominal exchange 

rate has positive effect, interest rate and inflation rates were 

negative. The implication of the study clearly indicates that 

the foreign reserve policy objective was that of the 

mercantilist and the self insurance options intended to 

stabilize that domestic currency and to boost export.Sehgal 

and Sharma (2008) conducted a study on the adequacy, cost 

and determinant of international reserves in India, and 

included variables such as reserve, external debt and export 

etc; using vector autoregressive model and the counterpart of 

vector error correction methodology. Their result revealed the 

evidence of precaution and mercantile motive behind holding 

reserve. In other words, they established precautionary, self 

insurance and mercantile motives as a measure to shield the 

economy. The mercantilist motive was anchored on the 

philosophy of undervalued exchange rates to boost export and 

built reserve stock. Their variables were however, examined 

at a different lag length, which would yield a heterogeneous 

result. Some countries keep reserves in order to undervalue 

their currencies with the view to maintaining external 

competitiveness, attract foreign direct investment (FDI), and 
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boost export. This was done by buying foreign currencies in 

the market, and building foreign exchange reserve at the same 

time. Meanwhile in developing countries like Nigeria, 

intervention is often undertaken to mitigate the political and 

credit risk of steep depreciation of the local currency. Choi 

and Baek (2004) analyzed the effect of exchange rate system 

on international reserve holding in 137 countries, and 

included the variables such as GDP, trade openness measured 

as the ratio of export plus import GDP; financial openness 

defined as the ratio of gross private flows to GDP; interest 

which means lending interest rates as a proxy for the 

opportunity cost of holding reserve; volatility defined as 

export volatility and a Dummy that represented exchange rate 

regimes. Their results however failed to conform to their a 

priori expectation, particularly in signs of the coefficient and 

statistical significant. The weakness of their work was it„s 

inability to treat the time series data and possibly look at the 

lag effect of the past values on the current values. Using 

Pedroni„s Panel Cointegration and error correction model, 

Gosseline and Parent (2005) estimated the long run reserve 

demand function in a panel of eight Asian emerging 

economies, and variables incorporated in their model were 

economic performance measured as GDP, and GDP per 

capita; current and capital account vulnerability measured in 

terms of share of imports or export to output; financial 

openness as a ratio of capital flows or broad money to GDP; 

short term external debt and foreigners equity position; 

exchange rate flexibility measured as volatility of exchange 

rate; and opportunity cost (interest rate differentials all as the 

determinants and variables respectively. Their findings 

showed that all variables included were significant in 

explaining the demand function in these countries. Their 

results are however suspected to be spurious because instead 

of acknowledging that the data are integrated of the order I 

(1), they rather used unadjusted standard errors.Elhiraika and 

Ndikumana (2007) attempted a study on twenty one (21) 

African countries using panel data to examine the causes and 

economic implication of reserve accumulation with a focus 

on the impact on the exchange rate, inflation, and public and 

private investment. The empirical analysis showed that the 

reserves accumulation cannot only be explained by portfolio 

choice motive (in terms of returns to assets) or stabilization 

objectives but in exchange appreciation with little benefit in 

terms of public and private investment. The assumption of the 

same of parameters in the cross sectional unit under the panel 

data might result in an unimpressive result. IMF (2003) 

examined the demand for foreign exchange reserve in 

emerging economies in the 1980s and 1990s. The result of the 

study revealed that more than 90 percent of the variation in 

reserve is explained by economic size, current account 

vulnerability, exchange rate flexibility and opportunity cost. 

This finding was consistent with transaction motive of 

holding reserve as against protecting the domestic economy 

as the case with developing countries.Similarly, a high ratio 

of import to GDP, high trade to GDP, and high current 

account deficit to GDP may lead to current account 

vulnerability and this may in turn induce high reserve 

demand. In a similar study, Alfaro and Kanczuk (2007) 

argued that developing countries are also motivated to hold 

reserve not just for insurance reason, but for political 

consideration as for desired spending in public works and that 

suggest the contrast between theoretical and actual 

behaviour.Waheed and Abdullateef (2010) conducted an 

empirical study on the impact of changes in external reserves 

position in Nigeria on domestic investment, inflation and 

exchange rate as explanatory variables, using the Ordinary 

Least Square (OLS), and Vector Error Correction Model 

(VECM). Their result invalidated most findings that reserve 

was not influenced by opportunity cost, but by other 

determinants such as exchange rate stability, and current 

account variability. Further evidences from their work were 

that changes in foreign exchange reserve have positive 

influence on the growth of foreign direct investment and 

exchange rate appreciation in the country but no such 

influence was observed on domestic investment and inflation 

rate. They advocated for maximization of the gains from oil 

export revenues by utilizing more of these resources to boost 

domestic investment. While we found their study an addition 

to the empirical work in this area, it was however inadequate 

because they failed to carry out an impulse response function 

(IRF), to clearly separate the response of the dependent 

variable as a result of a shock emanating from any of the 

explanatory variable, since their study was an impact 

analysis. Usman and Ibrahim (2010) investigated the impact 

of changes in external reserves positions in Nigeria on 

domestic investment, inflation and exchange rate using a 

vector error correction (VECM) method. It was observed that 

changes in external reservein the country only influences 

foreign direct investment (FDI) and exchange rate and no 

influence was found on domestic investment and inflation.  

Fukuda and Kon (2010) investigated the long run 

macroeconomic impacts of accumulation in foreign exchange 

reserves in many developing countries (134 countries) using 

unbalanced panel and obtained the coefficient estimate by 

pooled OLS. They included variables such as GDP, 

investment consumption. Their results revealed significant 

relationship among the variables. The drawback of the work 

that could hamper their result was the missing information 

owing to adoption of imbalance panel analysis. A study by 

Rodrik (2006) revealed that reasonable spreads between the 

yield on reserves and the cost of foreign borrowing led to an 

income loss of nearly one percent of GDP in developing 

countries that have rapidly increased foreign exchange 

reserve.Olokoyo, Evants, Osabuohien and Salami (2009) 

conducted an econometric analysis of foreign exchange 

reserve and some macroeconomic variables in Nigeria. 

Themacroeconomic variables considered were the economic 

size, GDP, trade, level of capital flow (KFL), exchange rate 

(EXR), inflation rate, etc, using the methodology of 

cointegration test, vector error correction, (VEC), within the 

framework of autoregressive distributed lags (ARDL), on an 

annual time series secondary data between (1970-2007).Their 

results revealed the following: the existence of a long run 

relationship between the variable and two cointegrating 

equations; and the possibility of convergence of the variables 

from the short run to the long run with slow speed of 

adjustment. Theyfinally concluded that accumulation of large 

foreign reserves is not very productive in Nigeria due to its 
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inability to reduce some of the macroeconomic variables 

instability.In theory, the volume of international financial 

transaction and foreign exchange reserve holdings are 

expected to increase with economic size. Also, GDP and 

GDP per capita have been used as indicators of economic size 

in the literature. The vulnerability of the current account can 

be captured by some measure of trade openness and trade 

volatility (OlokoyoEvantsOsabuohien and Salami, 2009). In 

the long run, central bank will increase their reserves in 

response to a greater exposure to external stocks. Thus, the 

level of foreign exchange reserve could be positively 

correlated with increase in both export, and imports. Capital 

account vulnerability increases with financial openness and 

potential for resident-based capital flight from domestic 

currency. Consequently, reserves could be positively 

correlated with some variables like the ratio of capital flows 

to GDP, Exchange rate flexibility and import. In a pegged 

exchange regime, the demand for foreign exchange reserve is 

reduced, since Central Bank no longer need a large stockpile 

of reserve. In a study on external reserve accumulation and 

the estimation of the adequacy level for Nigeria spanning 

from the period 1990 -2009, Oputa and Ogunleye (2010) 

adopting Scherbacker model which estimated the level of 

international reserve adequacy alongside the drivers of 

external reserve, found that there have been shortfalls in the 

level of reserve over the years. In a related work, Englama, 

Duke, and Ogunleye (2010) used cointegration and Vector 

Error Correction Model (VECM) to examine the short and 

long run relationship of oil price and exchange rate volatility 

in Nigeria, included as the explanatory variables were oil 

price volatility, foreign reserves, demand for exchange rate 

and exchange volatility respectively. Their finding showed 

not only a direct link, but also a strong and positive long and 

short relationship among the variables involved in the study.  

Based on peculiarity, Irefin and Yaaba (2011) extended the 

buffer stock model of Frenkel and Jovanovic and incorporate 

other macroeconomic variables to study the determination of 

reserves holding in Nigeria. These variables considered were 

Gross domestic product (GDP), import monetary policy rate 

and exchange rate using autoregressive distributed lag 

(ARDL). Their results debunked the existence of buffer stock 

for reserve accumulation and provided strong evidence in 

support of income as the major determinant of reserve 

holding in Nigeria. The practice from these two findings 

provided a great impetus in the modelling approach in this 

study.Abiola and Adebayo (2013) examined the 

accumulation of foreign exchange reserve in Nigeria as result 

of the impressive price of crude-oil and the channel of 

utilization of the reserve in alternative investment outlets. 

Using the cost-effective propositions and the theory of 

demand for international reserve, based on the three motives, 

their study observed that the level of reserves to import 

satisfies the international benchmark. They put forward the 

recommendation that there is the need to split foreign 

reserves into four portfolios namely: the liquidity portfolio; 

long term or investment portfolio; immunization portfolio; 

and the petroleum fund buffer or sovereign wealth fund.The 

international Relation Committee Task Force (IRC, 2006) 

identified other uses of foreign exchange reserve that 

necessitate its accumulation and management by Central 

Bank as payment for the importation of goods and services, 

the national external debt and the finance of fiscal 

expenditure. Another important area in this study of recent 

was the issue of currency diversification. The currency 

diversification of external reserve involves the shift on the 

part of central bank from holding their reserve in the 

traditional gold reserve assets to a basket of foreign 

currencies and securities. According to Aputa (2006), in 

considering a basket of currency to hold, the monetary 

authorities of most countries are influenced by historical, 

economic and political fundamentals. The general economic 

objective of currency composition of reserve is investment in 

foreign currencies, and securities by central bank to 

maximize returns on financial resources.The monetary 

authorities more often than not, play down on the probability 

aspect and concentrate on their liquidity needs especially if 

they are experiencing balance of payment disequilibrium. 

Blackman (1982) opined that countries prefer to maintain 

their reserve in currencies that assure relative stability in 

international market, and on the whole, the relative share of 

the United State Dollar in the currency assets has continued to 

be on the increase in the world. Oputa (2006) declared that by 

1976, Nigeria„s foreign reserve were completely diversified 

into several strong currencies, with the American Dollar 

taking the lead, followed in that order by the Pound Sterling. 

The perception was that Central Bank worldwide gain from 

the advantage of being able to invest in the foreign money 

market bills that are highly liquid and interest earning. This 

motive was closely followed by Nigeria in 2001, to ensure 

prompt and timely settlement of the country„s external 

obligations, while ensuring capital appreciation.Oputa (2006) 

empirically examined the determinants of currency 

composition of external reserve in Nigeria using the multiple 

regression models, including exchange rate; interest rate trade 

flows currencies of creditor„s nation (external indebtedness); 

and political consideration a dummy as the determinant of 

currency composition in Nigeria. He found that exchange rate 

variation largely influenced currency composition in Nigeria. 

The finding of the study revealed that the main factors 

influencing the currency composition of foreign reserve in 

Nigeria are summarized as international trade transactions 

and currencies composition of external debt, reserve 

adequacy aided by the diversification. While, exchange rate 

and interest rate were significant in the findings, this study 

found their work important, but deficient in the sense that 

instead of treating the data to achieve the same level of 

measurement, they were taken in their absolute value, 

suspecting the result to be spurious.Chinaemerem and 

Ebiringa (2012) in their study of the analysis of the effect of 

external reserve management on macroeconomic stability in 

Nigeria using the Granger causality and vector autoregession 

(VAR) methodology reported that Gross Domestic Product 

(GDP),exchange rate; capital and non capital goods were the 

most influential factors in determining the current value of 

foreign reserve in Nigeria, their study was appropriate 

particularly where the variables considered were endogenous 

in character and the methodology applied was that of the 

dynamic technique. However, what was not clear was the 



                                                                                    World Journal of Innovative Research   (WJIR) 

                                                                     ISSN: 2454-8236, Volume-12, Issue-2, February 2022 Pages 10-20 

                                                                                    14                                                                             www.wjir.org 

absence of the cointegration analysis to further justify the use 

of the methodology.  

III.  METHODOLOGY 

This research adopted the ex-post facto (after the facts) 

research design in order to establish the correlation between 

external reserves and economic growth in Nigeria 

   

The model is specified in line with previous related 

literature in the area of the study. Koutsoyiannis (2003) as 

cited in Inyiama (2016), states that model specification 

involves the determination of the dependent and explanatory 

variables, which will be included in the model, the theoretical 

expectations about the sign and the size of the parameters of 

the function. The models are specified as follows: 

The Model is specified as: 

EXTRt =  βo + β1GDPt + εt - - - - [Equation (1)] 

EXTRt =  βo + β1NNIt + εt - - - - [Equation (2)] 

EXTRt =  βo + β1AEXRt + εt - - - - [Equation (3)] 

 

The composite multiple regression (prediction) models are 

statistically formulated as; 

EXTRti = βo + β1GDPt+ β2NNIt+ β3AEXRt +εt  - - - - -

 [Equation (4)] 

Where, 

EXTR  =  External reserve 

GDP = Gross domestic product 

NNI = Nigeria net national income  

AEXR = Agricultural export rate 

ε  = Error Term 

βo  = Coefficient (constant) to be estimated 

βi – β6  =          Parameters of the independent variables to 

be estimated 

t             = Current period 

     

        

IV.  RESULTS AND  DISCUSSION    

4.1 Descriptive Statisiics 

 

 EXTR NCFAO NNI AEXR 

 Mean -3732288. -5234525.  479802.7  3608842. 

 Median  746404.0  56170.00 -25601.00 -17888.00 

 Maximum  7168642.  9547751.  14767263  1.07E+08 

 Minimum -1.02E+08 -1.04E+08 -13540130 -22132965 

 Std. Dev.  18078111  20287034  4562009.  20090362 

 Skewness -4.093620 -3.311778  0.995467  3.327136 

 Kurtosis  20.71435  14.40743  6.927775  16.29261 

     

 Jarque-Bera  777.5260  355.2521  39.59045  451.1531 

 Probability  0.000000  0.000000  0.000000  0.000000 

     

 Sum -1.83E+08 -2.56E+08  23510330  1.77E+08 

 Sum Sq. Dev.  1.57E+16  1.98E+16  9.99E+14  1.94E+16 

     

 Observations  10  10  10  10 

 

The descriptive statistics in the table 4.2.1 presents the 

statistical characteristics of all the observations. These 

include measures of central tendency the mean and median. 

Dispersions in the series are also indicated using the standard 

deviation. The results show the mean to stand at -N373228, 

-N5234525, N479802 and N3608842 with a standard 

deviation of N18078111, N20287034, N4562009 and 

N20090362 for External reserve, gross domestic product, 

Nigeria net national income and Agricultural export rate 

respectively.  

 

In addition to statistical description of the panel above, the 

descriptive statistics also test or checks for the normality of 

the observed variables. In other words, the test helps us to 

ascertain if the variables are normally distributed. To reject 

the null hypothesis that the data are not normally distributed, 

the JB (Jarque-Bera) statistics must be significant at a critical 

value of 0.05 (Gujarati and Porter, 2009). The normality test 

results therefore reveal that there is strong evidence that the 

panel variables and dataset are normally distributed as the 

probability of JB-statistic for each of the variable is < the 

critical value of 0.05. Hence, the null hypothesis (H0) is 

rejected in favour of the alternative (H1) that the residuals of 

the distribution of the model are normally distributed. 

The Least Squares was used in the test of hypotheses. One 

of the major benefits from using panel data as compared to 

cross-section data on individuals is that it enables us to 

control for individual heterogeneity. Not controlling for these 

unobserved individual specific effects leads to bias in the 

resulting estimates. 
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Table 1:Panel Regression Model 

Table 4.3.1 Panel Regression Results 

Dependent Variable: EXTR   

Method: Panel Least Squares   

Date: 08/03/21   Time: 10:20   

Sample: 2011 2020   

Periods included: 10   

Cross-sections included: 1   

Total panel (unbalanced) observations: 10  

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     NCFAO 0.565856 0.100414 5.635258 0.0000 

C -770300.0 2083586. -0.369699 0.7133 

     
     R-squared 0.403221     Mean dependent var -3732288. 

Adjusted R-squared 0.390524     S.D. dependent var 18078111 

S.E. of regression 14113394     Akaike info criterion 35.80311 

Sum squared resid 9.36E+15     Schwarz criterion 35.88032 

Log likelihood -875.1761     Hannan-Quinn criter. 35.83240 

F-statistic 31.75613     Durbin-Watson stat 0.793173 

Prob(F-statistic) 0.000001    

     
     Source: Author‟s Eviews 10.0 Output, 2022 

 

From the model above, R2 of 0.784226 shows that 39% 

variation on external reserve was explained by changes in 

gross domestic product. The adjusted R2of  0.390524 which 

considers more number of repressors explains that 20% 

variations in the dependent variable (EXTR) are caused by 

gross domestic product and lagged values of external reserve. 

The results further indicate that the overall regression is 

significant as explained by the prob(F-statistics) of 

31.75613which is significant at 0.05 or 5%. This implies that 

the entire model is significant. The Durbin Watson statistics 

(DW) of above 2 shows no trace of autocorrelation in the 

model.  

 

Table 4.3.1 shows that the coefficient of 0.56585 is 

positive, the t-statistics of 5.635258> 2 and the probability 

value of 0.0000 < 0.05 and significant at 5% critical value. 

Thus, the study rejects the null hypothesis and accepts the 

alternate that external reserve has positive and significant 

effect on the Gross Domestic Product of Nigeria. 

 

 

                                                              

Table 2: Panel Regression Model 

Table 4.3.2 Panel Regression Results 

Dependent Variable: EXTR   

Method: Panel Least Squares   

Date: 08/03/21   Time: 10:22   

Sample: 2011 2020   

Periods included: 10   

Cross-sections included: 1   

Total panel (unbalanced) observations: 10  

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     NNI -0.221256 0.577125 -0.383376 0.7032 

C -3626129. 2620517. -1.383746 0.1730 

     
     R-squared 0.003117     Mean dependent var -3732288. 

Adjusted R-squared -0.018093     S.D. dependent var 18078111 

S.E. of regression 18240920     Akaike info criterion 36.31619 

Sum squared resid 1.56E+16     Schwarz criterion 36.39341 

Log likelihood -887.7467     Hannan-Quinn criter. 36.34549 

F-statistic 0.146977     Durbin-Watson stat 1.022829 

Prob(F-statistic) 0.703170    
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Source: Author‟s Eviews 10.0 Output, 2022 

From the model above, R2 of 0.003117 shows that 31% 

variation on external reserve was explained by changes in 

Nigeria net national income. The adjusted R2of  0.018093 

which considers more number of repressors explains that 

20% variations in the dependent variable (EXTR) are caused 

by gross domestic product and lagged values of external 

reserve. The results further indicate that the overall regression 

is significant as explained by the prob(F-statistics) of 

0.146977which is significant at 0.05 or 5%. This implies that 

the entire model is significant. The Durbin Watson statistics 

(DW) of above 2 shows no trace of autocorrelation in the 

model.  

 

Table 4.3.2 shows that the coefficient of -0.221256 is 

negative, the t-statistics of -0.383376< 2 and the probability 

value of 0.7032> 0.05 and significant at 5% critical value. 

Thus, the study rejects the alternative hypothesis and accepts 

the null that external reserve has a negative and insignificant 

effect on the Nigerian net national income. 

 

                                                          Table 3: Panel Regression Model 

 

Table 4.3.3 Panel Regression Results 

 

Dependent Variable: EXTR   

Method: Panel Least Squares   

Date: 08/03/21   Time: 10:23   

Sample: 2011 2020   

Periods included: 10   

Cross-sections included: 1   

Total panel (unbalanced) observations: 10  

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     AEXR -0.536447 0.105380 -5.090569 0.0000 

C -1796337. 2129648. -0.843490 0.4032 

     
     R-squared 0.355404     Mean dependent var -3732288. 

Adjusted R-squared 0.341689     S.D. dependent var 18078111 

S.E. of regression 14667920     Akaike info criterion 35.88018 

Sum squared resid 1.01E+16     Schwarz criterion 35.95740 

Log likelihood -877.0645     Hannan-Quinn criter. 35.90948 

F-statistic 25.91389     Durbin-Watson stat 0.963445 

Prob(F-statistic) 0.000006    

     
     Source: Author‟s Eviews 10.0 Output, 2022 

 

From the model above, R2 of 0.355404 shows that 36% 

variation on external reserve was explained by changes in 

Agricultural export rate. The adjusted R2of  0.341689 which 

considers more number of repressors explains that 34% 

variations in the dependent variable (EXTR) are caused by 

Agricultural export rate and lagged values of external reserve. 

The results further indicate that the overall regression is 

significant as explained by the prob(F-statistics) of 25.91389 

which is significant at 0.05 or 5%. This implies that the entire 

model is significant. The Durbin Watson statistics (DW) of 

above 2 shows no trace of autocorrelation in the model.  

 

Table 4.3.3 shows that the coefficient of -0.536447 is 

negative, the t-statistics of -5.090569> 2 and the probability 

value of 0.0000 < 0.05 and significant at 5% critical value. 

Thus, the study rejects the null hypothesis and accepts the 

alternate that external reserve has a negative and significant 

effect on agricultural exportation rate in Nigeria. 

 

 

5. Conclusion and Recommendations 

The main focus of this study is to fill the gap in knowledge 

on the relationship between external reserve and economic 

growth in Nigeria from 1981 to 2014. It is expected that 

external reserves would have a positive impact on the 

economic growth in Nigeria. This study employed 

econometric tools to analyze time series data sourced from 

CBN Statistical Bulletin (1981–2014) after providing the 

theoretical background on the relationship between foreign 

reserves and economic growth. In line with theoretical 

expectation, the study observed that external reserves had a 

positive-significant effect on the economic growth in Nigeria. 

This finding is consistent with Cetin (2013), Benigno and 

Fornaro (2012) and Alasan and Shaib (2011) but contrary to 

Olokoyo, Osabuohien and Salami (2009). Basedon  the 

findings, the study concluded that external reserve in Nigeria 

has over the period of study contributed positively and 

significantly to the growth of the economy. The positive 

impact of economic growth by external reserves could result 

from the exchange rate stability and the boosting of foreign 

investors‟ confidence on the Nigeria economy which may 

have enhanced the inflow of such foreign capital in Nigeria.  

The study recommends the followings: 

1. There is need for prudent management of the Nigerian 

external reserves to ensure more growth.  
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2. The study suggests that government should put in 

place policies that will enhance increased 

accumulation of external reserves.  

3. Thirdly and finally, the study suggest the need for 

government to put in place appropriate legal policies 

and framework that would prevent corrupt 

individuals from embezzling accumulated reserves 

which can negatively affect the growth of the 

Nigerian economy. 
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