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Abstract 
The growth level of a country is been affected by a lending rate that led to 

increase in production cost. The current lending rate policy does not give 

serious attention to manufacturing sectors. The study objective is to assess 

impact of macroeconomic forces on manufacturing sectors output. Using 

data for the period of 2013 – 2018 from statistical bulletin of CBN. Using 

regression analysis on the identified variables. The study revealed  that high 

lending rate prevent manufacturing sector to perform as expected and its led 

to high production cost which translate to high cost of goods. The study 

conclude that the action by CBN on market interest rate affect financial asset 

prices, Promotion of policy transparency in order to reduce inflation was 

recommended. In addition, the policy on lending rate should be that which 

could encourage investment in the manufacturing sectors. Investors should 

be assure of their investment in the manufacturing sector so as to boost their 

confidence. 
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Introduction  
Background of the Study 

In Nigeria, to get the best or 

favourable economic growth rate, 

there is need to look at interest rate 

role on manufacturing sector. The 

sub-sector is the strong hold of 

economic development due to its 

important role in widening the 

economy, improving its earning 

capacity, lessening increase of rural-

to-urban migration. Allinson, (2010) 

reports that the less developed 

countries firms consider the 

challenges of doing business. The 

administrative challenge they pointed 

include price control, foreign trade, 

regulations, regulations of foreign 

currency and tax, policy instability. 

Usually such policy by the CBN is to 

curtail inflation and make sure that 

fund went to manufacturing sectors 

through the banks. Interest rate is 

excluded from this policy instrument 

which indicated that interest rate was 

not put into consideration to be an 

instrument for promoting investment. 

Reference point that serve as a 

rediscounting rate set by the CBN is 

been reduced by 0.25% to 12.75%. In 

today’s economy, development of 

manufacturing sector is a foundation 

of technological growth of productive 

actions. This means a change of a 

country from less productive  system 

to large productive system, this 

involves careful and mechanised 

system with deliberate and sustained 

use of managerial techniques, 

(Ududechinyere, Eze & Nweke, 

2018). In Nigeria, borrowings for 

investment purpose are highly 

discourage when lending rate is high 

and vice versa. Despite these 

measures by the monetary authorities 

and industrial sector contribution into 

the GDP. As suggested by Rasheed 

(2010), the Nigerian growth level is 

been affected by a lending rate that led 

to increase in production cost. As 

noted by Nwokoro (2017), the role to 

ensure that the interest rate is not low 

to an extent of discouraging savings or 

lead to inflation, the wide interest rate 

spread and poor manufacturing sector 

contributions to the country’s GDP 

clearly indicated  that the issue of 

interest rate management might not 

have been addressed properly by the 

monetary authorities to be a 

determinant of bank credit to the 

sector. The current lending rate policy 

did not give serious attention to 

manufacturing sectors. The need to 

examine this issue on the part of 

manufacturing sector output is 

important so as to reveal parts that best 

provide solution to manufacturing 

sector development plan in Nigeria so 
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as to achieve sustainable development. 

 

Objective of the Study  

To assess the impact of monetary policy on the output of Nigeria manufacturing 

sector. 

 

Literature Review 

Concept of Monetary Policy and Inflation 

Monetary policy is a policy adopted by the monetary authority of a nation to 

control either the interest  rate payable for every short-term borrowing or the 

money supply, often as an attempt to reduce inflation or the interest rate to 

ensure price stability and general trust of the value and stability of nations 

currency (Wikipedia 2020). Jhingan (2002) assert that inflation is a continuous 

or increasing rise of the general level of prices. CBN (1991) noted that for 

inflation to be measure, three ways are involve; the producer price index (PPI) 

or the wholesome price index (WPI); consumer price index (CPI); and  the 

Gross National Product (GNP). Of these three, all are use to measure inflation, 

no one in particular is unique, but in Nigeria, the CPI method  is assume to be 

the efficient means to use in measuring inflation rate and it is currently and 

easily available on either monthly, quarterly or annual basis. The federal office 

of statistics is responsible for computing inflation rate. 

 

Interest Rate  

Black (2002) opine that interest rate is the capital cost or credit. The person who 

borrow will pay to  the lender an amount more  than the amount received 

originally;  the excess is the interest. In Nigeria economy, the interest rate 

comprises of; real interest rate; savings deposit rate; fixed deposit rate; 

minimum rediscount rate; prime lending rate; maximum lending rate; and inter-

bank interest rate. Normally, the interest rate follow a laid down policy set up 

by government lending minimum rate set up by the Central Bank of Nigeria, 

minimum rediscount rate (MRR) indicate  the demand and supply securities rate 

such as treasury bills. The CBN can come up with a policy to reduce or increase 

the MRR which may create a change on economic activities level in  the country 

or the money market. 

Interest rate is one of the economic price variables (like exchange rate, wage 

rate, etc.) which shows the flow of economic activity. Just like the wage rate 
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refers to the price of labour used in production, interest rate relates to the price 

paid for capital or money used in the manufacturing of goods or services. It is 

the benefit paid by a borrower to a lender for making use of money for a specific 

expressed in percentage (Rasheed, 2010). This means  it is the rate payable on 

deposit and debt obligations by borrowers to lenders, derived from the cash 

flows. 

 

Manufacturing Sector 

Levinson (2017) defined the manufacturing sector, as a sector that is committed 

in physical mechanical or chemical transformation of substances or materials 

into products and involve in assembling of different parts of manufactured 

products. It is a sector that its productivity tends to rise because the statistics in 

labour for product is more than the marginal product. Therefore, when 

manufacturing sector output grows, productivity also grows faster, which then 

serves as a final key of GDP and people standard of living.  

Nwokoro, (2017) observed that it is important for economic change. He added 

that in developed countries, the sector serve as guide to many sectors. It provide 

a means for export expansion, increasing productivity, import substitution, it 

create earning from foreign exchange, promote investment than other sectors. 

Obasan and Adediran (2010) compared agriculture to industrialization and 

pointed out that manufacturing sector present changes for capital accumulation 

more than the agricultural sector. This is the reasons why the rising of 

manufacturing is so important in development and growth.  

 

Theoretical Framework 

Neo-keynesian supply theory 

According to Blanchard (2009), this theory has it foundation from  the 

keynessian cost push model which state that there are two types of inflation; 

cost push inflation which is as a result of aggregate supply curve and demand 

pull inflation which is as a result of inadequacy in aggregate demand.  The 

aggregate supply  inability to respond quickly and increase changes in aggregate 

demand led to problem of market supply equation and result to shocks in supply. 

What causes insufficient supply are; 

i. Government restriction on production control 

ii. Religious or political problem 
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iii. Scarcity of capital, major commodities and natural resources for 

production of services or goods. 

Shortages of resources may affect raw materials availability and this may lead 

to decrease in output and persistence rise in prices. 

 

Methodology 

This paper employed secondary data source from CBN Statistical Bulletin 

(various editions) covering 2013 through 2018. The period is sufficiently long 

enough for a reliable result to be obtained and for a good review of the 

connection between the identified variables. 

The model is presented below with dependent variable as manufacturing output 

while independent variable are inflation rate and lending rate. 

 

Model specification  

Y=f(x)  

Y=MO= manufacturing output (dependent)  

X= LR= lending rate (independent) 

Y= manufacturing output 

X= X1, X2 

X1=lending rate 

X2= inflation rate 

 

Hypothesis 

Inflation rate has no significant impact on the output of manufacturing sector in 

Nigeria 

Inflation rate has a significant impact on the output of manufacturing sector in 

Nigeria. 

Lending rate has no significant impact on the output of manufacturing sector in 

Nigeria. 

Lending rate has a significant impact on the output of manufacturing sector  in 

Nigeria.  

 

Research Result and Discussion of Findings 

Ordinary Least Square (OLS) was used. It was chosen because of its qualities 

as the Best Linear Unbiased Estimator (BLUE).  
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Using Regression analysis to Test Hypothesis one  

Research question 1: What relationship does inflation rate have with output of 

manufacturing sectors output in Nigeria? 

Research Hypothesis 1: Inflation rate has no significant impact on output of 

manufacturing sectors in Nigeria. 

 

Table 1.1 

Dependent Variables: MAN   Significant at 5% 

 

Interpretation of diagnostic tests  

Source: Researcher's computation, 2020 

The above results shows that applying Arch test in the model is to investigate 

the existence of heteroscedasticity and no error terms correlation. From the 

Arch test we see that the p-value is 0.1832 at 5% level of significance, we reject 

the null hypothesis of heteroscedasticity. We also implemented the Godfred LM 

serial correlation test. This is to indicate that the error terms are not in 

correlation with the independent variables over time. We reject the result of the 

null hypothesis of No serial correlation in the model because the test shows that 

the p-value is 0.1084 at 5% significance level which suggests that there is serial 

correlation. Furthermore the Jarquebera test was used to determine the 

normality of the variables in the model. It is vital to make sure that variables 

Variable  Coefficient  Standard error t.test Prob. 

C 51.19214 21.20210   2.414484 0.0946 

Inflation  -0.878287  -1.662708  0.528227 0.6339 

R-squared 0.085094    

Adjusted R-squared -0.219875    

F-statistic 0.279024    

Prob(F-statistic) 0.633923    

Diagnostic Test   Statistics    

Heteroscedasticity  1.771291   0.1832 

Serial correlation  4.443650   0.1084 

Diagnostic test     

Normality (Jarque-Bera test) 0.461546   0.793920 

Linearity (Ramsey reset test) 0.443847   0.7491 
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follow a normal distribution. The P-value is 0.793920at 10% significance level 

which indicates that the variables are drawn from a normal distribution.  

Ramsey reset test was done out to determine linear properties of the model. The 

P-value is 0.7491at 5% level of significance which reveals that there is no linear 

relationship among the variables. 

 

Model 1 

MANt=a1+β1IFt+µi 

MAN= 78.48794-1.336989IF 

 

Interpretation 

The regression results shows that Inflation rate (IF) have negative effect on 

manufacturing output. This is presented by coefficients sign that is, β1 = -

0.878287<0. This result is in agreement with the apriori expectation inflation 

will have a negative effect on manufacturing output. This implies that 1% 

increase in IF will result to 0.878287 decrease on manufacturing output. The 

probability of the t-statistics shows that IF is not significant at 5% level of 

significance acceptable in this study. More so, the adjusted R-squared indicated 

that 22% change in manufacturing output is explained by inflation. The 

remaining 78% change in inflation are as a  result of other factors not enclosed 

in this model.  

The level of significance of 5% and F-statistics of 0.279024, the p-value of 

0.633923, we reject the null hypothesis which states inflation rate has no 

significant impact on the output of manufacturing sectors in Nigeria. 

 

Regression analysis for Test of Hypothesis two (Ho2) 

Research question 2: What relationship does lending rate have with the output 

of manufacturing sectors in Nigeria? 

Research Hypothesis 2 (Ho2): Lending rate has no significant impact on the 

output of manufacturing sectors in Nigeria 

Lending rate has no significant impact on the output of manufacturing sectors 

in Nigeria 

 

Table 1.2 

Variable  Coefficient  Standard 

error 

t.test Prob. 

C 57.62292 21.302  2.704990 0.0735 

Lending  -3.867087 4.609903 -.838865 0.4631 
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R-squared 0.189998    

Adjusted R-squared -0.080003    

F-statistic 0.703695    

Prob(F-statistic) 0.463123    

 

Diagnostic Test  

  

Statistics  

  

Heteroscedasticity  -0.688229   0.4045 

Serial correlation  3.396598   0.1830 

Diagnostic test     

Normality (Jarque-Bera 

test) 

0.072280   0.964505 

Linearity (Ramsey reset 

test) 

0.577369   0.3788 

Dependent Variables: MAN      

 Significant at 5% 

Source: Researcher's computation, 2020 

 

Interpretation of diagnostic tests 

The above estimation results shows that the Arch test was applied to investigate 

the presence of heteroscedasticity in the model. This is to ensure that there is no 

correlation among the error terms. From the Arch test we see that the p-value is 

0.4045 at 5% level of significance, we reject the null hypothesis of 

heteroscedasticity. We also implemented the Godfred LM serial correlation test. 

This is to ascertain that the independent variables are not correlated with the 

error terms over time. We reject the result of the null hypothesis of No serial 

correlation in the model because the test shows that the p-value is 0.1830 at 5% 

significance level which suggests that there is serial correlation. Furthermore 

the Jarquebera test was used to determine the normality of the variables in the 

model. It is vital to make sure that variables follow a normal distribution. The 

P-value is 0.964505 at 5% significance level which indicates that the variables 

are drawn from a normal distribution.  Ramsey reset test was done out to ensure 

linear properties of the model. The P-value is 0.3788 at 5% level of significance 

which reveals that there is no linear relationship among the variables. 

Model 2 

MANt=a1+β2LRt+µi 

MAN= 57.62292 +-3.867087 
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Interpretation 

The regression result indicated that Lending rate (LR) has negative impact on 

the output of manufacturing sectors. This is presented by coefficients sign that 

is, β1 = -3.867087<0. This result is in agreement with the apriori expectation 

lending rate will have a negative effect on the output of manufacturing sectors. 

This shows that 1% addition in LR will lead to 3.867087 decrease on 

manufacturing output. The t-statistics probability shows that LR is not 

significant at a level of 5%. More so, the adjusted R-squared indicated that 19% 

change in manufacturing output is explained by lending rate. The 81% change 

in lending rate was as a results of other factors not enclosed in this model. 

The level of significance of 5% and F-statistics of 0.703695, the p-value of 

0.463123, we reject null hypothesis which states that Lending rate has no 

significant impact on the output of manufacturing sector in Nigeria. By 

implication this study revealed that financial institutions or commercial banks 

are liquid, they perceived lending to industrial sectors especially the 

manufacturing sectors to be  risky because advancing credit to them does not 

justify the cost  and risk. The high lending rate prevent the manufacturing sector 

to perform as expected. The high  lending rate is attributed to  the high 

production cost in the country which translate to the high cost of other goods 

and service manufactured in Nigeria. 

 

Conclusion and Recommendations  

People expectation and other agent expectations in the economy are affected 

when the market interest rate is change by CBN.  The action affect financial 

assets  prices this include exchange rate, lending rate, people ability to safe or 

spend money and such affect prices set for domestic goods or services produced 

by manufacturing sectors. Effort should be made by the government to check 

the importation, promote exportation and improve manufacturing sectors. 

Government should encourage policy transparency so as to reduce inflation 

expectation and provide a system through the CBN for a credible policy to meet 

public expectation of good standard of living. The policy on lending rate or 

interest rate should be that which could encourage investment in new ventures 

or improve the existing ones. This could be achieved by looking into forces that 

led to increase in cost of raw materials and exchange rate. Investors should be 

assure of their investment in  the manufacturing sector so as to boost  their 

confidence. 
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