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Abstract 
 The performance of the manufacturing sector is very important in ensuring that 

the country is sufficient in the production of goods and services. However, the 

existing realities in Nigeria became worrisome despite the volume of credits and 

foreign direct investment channeled into the sector overtime. This study was to 

examine the effect of commercial bank loans and foreign direct investment on the 

performance of the manufacturing sector of Nigeria. Annual time series data 

between the periods 1970 to 2015 was used. An Ordinary Least Square method of 

analysis was employed under the framework of error correction mechanism. Unit 

root test was conducted to determine whether the variables were stationary, 

granger causality test was conducted to determine the direction of causality 

whereas co-integration test was done to determine whether a long run 

relationship exist amongst the variables. The unit root result revealed that all the 

variables were integrated of order one 1(1) and the co-integration result shows 

that there is a long run relationship among the variables and the granger causality 

result indicates that all the variable exhibits uni-directional relationship except 

MANFDI and MANP .The result further showed that, all the explanatory variables 

have a positive impact on manufacturing sector performance while manufacturing 

sector foreign direct investment and technology at current period had a negative 

impact on the manufacturing sector performance. All the variables were 

statistically significant except one year lag of manufacturing sector 

credits(MANC), one year lag of manufacturing sector foreign direct investment 
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(MANFDI), two year lag of gross domestic product (GDP) as well as one and two 

year lag of technology (TECH). The adjusted R-squared show that our model has 

a high explanatory power of 79.03 per cent while the F-statistic result indicates 

that our model has a good fit though the speed of adjustment is slow (35.50 per 

cent). Based on the findings, the study recommends; the commercial banks and  

development banks should be encourage to extend credits to the manufacturing 

sector, adequate modalities should put in place to monitor and ensure that loans 

and advances are used for the purpose they were meant for and that a proper 

framework should be formulated and implemented towards ensuring that foreign 

investment transfer codified technology to our local investors so as to expand their 

capacity and boost local manufacturing capacity. 

 

Keywords: Manufacturing Sector Credit, Manufacturing Sector, Foreign Direct 

Investment, Technology, Market Size, Performance and Commercial Banks. 

 

 

Introduction 
The manufacturing sector as a sub-sector 

of the industrial sector is concerned with 

the production of goods and services, the 

utilization of raw materials and other 

factors of production. Both in developed 

and developing countries, the 

manufacturing sector provides an 

opportunity for import replacement and 

export expansion, thereby creating 

foreign exchange earning capacity as well 

as generating employment for the 

teeming population and stimulates an 

increase per capita GDP. Furthermore, 

the manufacturing sector creates 

investment capital at a faster rate than any 

other sector of the economy while 

promoting wider and more effective 

linkages amongst different sectors (Ebele 

& Iorember, 2016). That is why most 

countries including Nigeria, strive to 

attract foreign direct investment in the 

manufacturing sector because, of its 

acknowledged advantage as a tool of 

economic development. The growth of 

industries in Nigeria may be investigated 

through the study of such vital indices of 

growth, of value added, employment in 

modern establishment and capital 

formation in the sector, capacity 

utilization and changes in trade structure 

(Adeyi, 2016). In terms of contribution to 

the gross domestic product, the 

manufacturing sector dominates and has 

overtaken the service sector in some 

organization for Economic co-operation 

and Development (OECD) countries, 

thereby becoming a very critical sector 

(Anyanwu, 2010). The role of deposit 

money banks credits in the efficient and 

effective performance of the 

manufacturing sector cannot be 

overstressed, hence, the federal 
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government appropriation bill in recent years has as one of its cardinal objectives to 

achieve a high industrial sector growth through a better mobilization and prudent use 

of economic resources. In spite of policy strategy to attract credits to the manufacturing 

sector, the Nigerian manufacturing enterprises have remained unattractive for deposit 

money bank credits (Ogar, Nkamare & Effiong, 2014). This is because credit from 

deposit money bank to boost productive activities in the sector is limited and were 

available are channeled to the extractive industry which is dominated by the oil sector, 

thus, making funds scarce for any meaningful productive activity in the manufacturing 

sector.  In Nigeria, credit accessibility surface as a major impediment in the sector due 

to the disparity between the deposit rate and lending rate, thus making it difficult for 

investors to borrow. Therefore, the next option is the use of foreign direct investment 

as the best alternative. Through FDI, foreign investors have benefited from utilizing 

their assets and resources efficiently, while FDI recipients benefit from acquiring 

technologies and from getting involved in international production and trade. More so, 

the focus on FDI is not without reasons. First, unlike loans, FDI can bring development 

capital without repayment commitments. Second, FDI is far more than mere capital: 

it is a uniquely potent bundle of capital, contacts, managerial and technological 

knowledge with potential spillover benefits for host country firms. Third, unlike other 

forms of capital flows, FDI has proven to be resilient during crises. (Lipsey, 2001; 

Dadush, Dasgupta, and Ratha, 2000). FDI provides much needed resources to 

developing countries such as capital, technology, managerial skills, entrepreneurial 

ability, brands and access to markets. These are essential for developing countries to 

industrialize and create jobs as a means of reducing poverty (Anthony-orji, Nchege & 

Okafor, 2015). In spite of these, capital flows in the form of FDI to developing 

countries has been described as low in the past decades (Nwankwo , 2013). Credit 

allocated to this sector has consistently dwindled and the foreign direct investment has 

also reduced due to the current economic challenges facing the country making the 

sectoral output to witness a downturn. Though there has been an inflow of international 

capital due to factors such as economic integration, financial market liberalization and 

technological advancement. It is obvious that given the vicious circle of poverty and 

low exports, emerging economies like Nigeria may not progress to a steady state 

economic growth by relying significantly on FDI inflows without a conscious effort 

by the deposit money banks to complement available foreign investment with increase 

credit allocation to manufacturing sector. There exist a worrisome inconsistency in the 

percentage of credit distribution to the manufacturing sector; 0.84% of total 

commercial bank loans and advances went to the manufacturing sector in 1973, it went 

up to 28.69% in 1976 before dropping to 19.42% in 1977. In 1981, it went up to 

30.99% before witnessing a serious reduction in 2009(19.28%), however, in 2014 the 
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sector received 18.22% which was higher than 11.28% received in 2013 

(CBN,2009&2015).  

The same fluctuation was witness in the amount of foreign direct investment channeled 

to the manufacturing sector despite the huge foreign direct investment Nigeria 

received per annum. More interesting is the fact that despite these existing 

inconsistencies in credit and FDI allocated to the sector, the output of the sector 

continues to experience marginal increases every year. This indicates that the sector 

possess economic potentials that has not been adequately harness, it is against this 

background that this paper examines the effect of credit accessibility and foreign direct 

investment on manufacturing sector performance. Specifically, the objectives are to; 

(i) to determine the nature of causality between credit access, FDI and manufacturing 

sector performance in Nigeria. 

(ii) to examine the relationship between FDI and manufacturing sector performance. 

(iii)to determine the relationship between credit allocation and manufacturing sector 

performance. 

 

LITERATURE REVIEW 

Trend of commercial bank loans to Manufacturing sector, Foreign Direct 

Investment and manufacturing output in Nigeria 

                                                                                   

 
Fig.1 : Relationship between MANOUT,MANLOAN AND MANFDI in Nigeria 

Source: Authors Computation 

From fig.1 above, manufacturing foreign direct investment (MANFDI) and 

Manufacturing output (MANOUT) experience snail-like increases while 

manufacturing sector loans (MANLOAN) though slow in growth but the level of it 
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increases was high between 2003 till around 2006, before stagnating in 2012 till date. 

This indicates that the sector has not received the needed attention so as to contributes 

meaningfully towards the growth of the economy. Though, the contribution of the non-

oil sector to GDP was 90.4 % in 2015, the manufacturing sector contribution lagged 

behind the service and agricultural sector with marginal rate of 9.5%(ERGP,2017). 

 

Table 1: GDP growth forecast per sector 

 

 Cont of GDP(% 

2015) 

(% forecast 

2016 ) 

Proj annual growth rate 

over plan period (per 

cent, 2017-2020)   

Services 53.2 -0.51 2.54 

Agriculture 23.1 4.69 6.92 

Manufacturing 9.5 -7.84 4.92 

Construction& 

real estate 

3.9 -2.28 5.39 

Utilities 0.5 -4.07 5.3 

Solid minerals 0.1 2.64 8.54 

Non-Oil Sector 90.4 -0.07 4.21 

Oil and gas 9.6 -15.41 9.41 

Total 100.0 -1.54 4.62 

 

Source: ERGP, 2017 

According to table1, the contribution of manufacturing to GDP is minimal irrespective 

of the continuous increased in the loans allocated to the sector and the foreign direct 

investment. The sector contribution to GDP was expected to reduce by 7.84% in 2016 

but with an increase of 4.92 in 2017. Such an increase is less than the contribution of 

construction and real estate within the same period (see table1). 

 

Table 2: Sectoral contribution to GDP and GDP Growth 

Rates (Real) 
   

Average annual 

growth rate 2011- 

2015 (per cent) 

Contribution to GDP (N 

trillion, 2015) 

Contribution to GDP 

(per cent, 2015) 
Sector 

Services 36.8 53.2 5.8 

    

Agriculture 16.0 23.1 4.1 
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Manufacturing 6.6 9.5 13.3 

    

Construction& real 

estate 

2.7 3.9 11.4 

Utilities 0.4 0.5 11.4 

    

Solid minerals 0.1 0.1 14.7 

Non-Oil Sector 63.0 90.4 5.8 

Oil and gas 6.6 9.6 -4.5 

Total 69.0 100.0 4.8 

 

Source: NBS,2016 

In table 2, the annual growth rate of the manufacturing sector is 13.3% which is second 

only to that of solid mineral (14.7). Nigeria’s manufacturing sector has huge potentials 

that have not yet been harness due the years of neglect as a result of the revenue the 

oil sector was generating during the period of high oil prices. With the significant 

reduction in the oil prices and the negative contribution of the oil and gas sector (see 

table 2), the manufacturing sector remains the last succor if the high level of 

unemployment, huge poverty gap is to be reduced as well as economic development 

desired. 

 

Empirical literature 

The importance of having a dependable manufacturing sector cannot be 

overemphasized, scholars have re-echoed the need to channel resources to the sector 

so as to boost activities in the sector. Orji,Anthony-Orji, Nchege and Okafor(2015) 

examined the impact of foreign direct investment on the Nigerian manufacturing 

sector over the period of 1970 to 2010. The Ordinary Least Square method was used 

for analysis and the result showed that foreign direct investment impacted negatively 

on the manufacturing sector. The study went further that though foreign direct 

investment and manufacturing output in Nigeria are negatively related, the trend can 

be reversed if the FDI inflows are put into critical sectors that support the necessary 

inputs and raw materials needed by the local industries. They recommended the 

adoption of competitive policies by the government so as to ensure proper functioning 

of the market. 

Ekienabor, Aguwanba and Liman (2016) investigated the effect of foreign direct 

investment on the manufacturing sector in Nigeria, and its importance in the Nigerian 

economy. An econometric method of ordinary Least Square was applied in evaluating 

the relationship between FDI and major economic indicators such as manufacturing 
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output, exchange rate and interest rate. The finding revealed that FDI have a positive 

relationship with all the variables used. Therefore, the study recommends that 

government should step up efforts in attracting FDI into the sector by ensuring that 

investors’ confidence is protected. 

Anowor, Ukweni, Ibiam and Ezekwem (2013) examined the contributions of FDI in 

the growth of the manufacturing sector in Nigeria using an econometric approach of 

OLS. The findings showed that FDI, domestic investment, exchange rate and degree 

of openness were all positively related to the manufacturing sector as well as economic 

growth also statistically significant in the study. Hence, the study recommends that the 

economy should be diversified so as to attract more foreign private capital inflow into 

the economy and support technological capabilities of indigenous firms. 

Timothy and Chigozie (2015) assessed the impact of foreign direct investment flow 

on the performance of the manufacturing firms in Nigeria. The study used 

manufacturing value added (MVA) as a proxy for performance of manufacturing firms 

and VECM method was applied on time series data. The result obtained suggests the 

need for government actions to be geared towards strategically maintaining and 

sustained policies that will help encourage FDI inflows. 

Victor (2013) examined the relationship between foreign direct investment and the 

value added to the manufacturing industry in Nigeria. The study adopts ARDL 

technique to determine the relationship between foreign direct investment and 

manufacturing value added. He discovered that in the long run, foreign direct 

investment has an inverse relationship with the manufacturing sector in Nigeria.  

Adeyi (2016) investigated the impact of foreign direct investment on the performance 

of the manufacturing sector in Nigeria as well as the causal relationship between FDI 

and manufacturing capacity utilization from 1970-2012 under the framework of 

Vector Auto-Regressive model (VAR). The co-integration result indicates that there 

is a long run relationship amongst the variables. Findings reveal that FDI had a positive 

and significant relationship with manufacturing capacity utilization (MCU). On the 

other hand, the other variables were not significant, more so, exchange rate and interest 

rate exhibits a wrong a priori signs. For causal relationship, the result showed that 

there is a unidirectional causality running from MCU to degree of openness. The result 

of the variance decomposition and that of the impulse response function further reveal 

the link between FDI and MCU. Hence, the study recommends that the external sector 

should be liberalized so that manufacturers in the country can easily import some of 

their inputs without hiccups. 

Adegboye, Ojo and Ogunrinola (2016) examined how the flow of FDI to the African 

region has impacted the industrial performance of the region using the proxy of 

industrial value added. The study made use of pooled that from forty three African 

Countries within the period 1996 and 2015. The method of analysis utilized for the 
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study was the pooled OLS and the fixed effect least square dummy variable model for 

selected host countries. The study finds that foreign direct investment is statistically 

significant in relation to industrial performance of host African countries but it is 

dissatisfying that the expected desired features of industrial performance like increase 

domestic savings, investment technology transfer and increase domestic productivity 

which will result into reduction in high level of import have not been realized. They 

recommended that the government of host countries should put policies in place to 

encourage performance of industries domestically to enhance sustained market 

participation. 

Opaluwa, Ameh, Alabi and Abdul (2012) examined the effect of foreign direct 

investment on the Nigerian manufacturing sector spanning 1975-2008. Vector Auto 

Regression was adopted and the result showed that FDI has a negative effect on the 

manufacturing productivity and is statistically significant. Therefore, the study 

recommends the creation of an enabling environment for driving in more FDI for the 

manufacturing sector. 

Sogules and Nkoro (2016) examined the impact of bank credit on performance of 

manufacturing sector using annual time series data from 1970-2013. The study 

adopted co-integration and error correction mechanism for analysis and the result 

revealed that a long run relationship exist between bank credits and manufacturing 

output. The error correction mechanism result showed that bank credits exhibited 

negative significant impact on the performance of manufacturing sector in Nigeria. 

Hence, the authors recommend that credits to the manufacturing sector should be 

properly monitored to ensure that funds are not diverted for other purposes. 

Ogunsakin (2014) investigated the impact of financial sector reforms on the 

performance of manufacturing sector in Nigeria. The study employed the multivariate 

co-integration method and the result showed that there was a long run relationship 

among the variables. More so, the funding indicates that financial sector reforms do 

not have a significant impact on the growth of manufacturing output in Nigeria. Hence, 

he recommended that appropriate policies that will increase credit to the productive 

sector and ensure efficient allocation of credit to the private sector. 

John and Terhemba (2016) examined the effect of commercial bank credit on the 

manufacturing sector in Nigeria from 1980-2015 using Cochrane-Orcutt method. The 

variables adopted were tested for unit root using ADF and were found to be stationary 

at levels. The study found that, inflation rate and interest rate have negative effect on 

manufacturing sector output while loans and advances and broad money supply have 

positive effect with manufacturing sector output in Nigeria. The study therefore 

recommended formulation and implementation of policies that aim at reducing both 

inflation and interest rate on the one hand and increasing loans and advances to the 

manufacturing sector. 
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Ume, Obasikene, Oleka, Nwadike and Okoyeuzu (2017) examined the relative impact 

of bank credit on the manufacturing sector in Nigeria between 1986-2013. The study 

adopts ARDL bound co-integration test approach and error correction representations. 

Focusing on the short-run relationship, all the explanatory variables were significant 

and their lags except exchange rate and its lags. The ARDL result showed that a long 

run relationship exist among the variables. This result is corroborated by the dynamic 

Ordinary Least Square result as well as the long run estimates of the ARDL.  They 

recommend that CBN should formulate policy that will increase credit to the 

manufacturing sector. 

Ogar, Nkamare and Effiong (2014) investigated how commercial bank credit 

influences manufacturing sector in Nigeria. Time series data was used while the 

Ordinary Least square was used to establish the relationship between the dependent 

and independent variables. The findings revealed that commercial bank credit had a 

significant effect on the manufacturing sector. They recommended that government 

should endeavor to ensure that credits are sufficiently allocated to the manufacturing 

sector at an affordable interest rate.  

From the literature reviewed, all the scholars; Adeyi (2016), Adegboye, Ojo and 

Ogunrinola (2016), John and Terhemba (2016) and  Ume, Obasikene, Oleka, Nwadike 

and okoyeuzu (2017) were interested in either the impact of foreign direct investment 

on manufacturing sector or the impact of commercial bank credit on the manufacturing 

sector with diverse proxy for measuring the manufacturing sector. Some use 

manufacturing output to measure manufacturing sector while other used 

manufacturing capacity utilization and for foreign direct investment some used the 

inflow of FDI. However, this study departs from the existing studies by adopting a 

different proxy for manufacturing sector performance (The ratio of manufacturing 

output to GDP) and FDI (Manufacturing FDI is used). The study period is also 

extended to capture the existing realities in the Nigerian economy and most 

importantly the study is interested in examining the impact of these two factors on the 

Nigeria manufacturing sector in one equation so as to enable us compare findings with 

that of previous studies.  

 

Theoretical framework 

This study is anchored on the endogenous growth theory and dunning’s eclectic 

paradigm. Endogenous growth theory, also referred to as new growth theory, was 

developed by Romer, Lucas and Rebelo among other economists in the 1980’s as a 

response to criticisms of the neo-classical growth model. The endogenous growth 

theory allows for a long-run growth rate to be determined by factors within the model, 

rather than an exogenous rate of technological progress as stipulated in the neo-

classical model.  Emphasis is laid on the rate of technical progress which may be 
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attributed to the rate of investment as well as the volume of physical capital and human 

capital stock in the economy. According to Nnanna, Englama and Odoko (2004), 

endogenous growth theory can act through financial sector development to impact on 

growth by raising efficiency of financial intermediation, increasing social marginal 

productivity of capital and influencing private savings rate so as to stimulate the 

performance of the economy. 

Dunning’s eclectic paradigm has been for long an effective framework for investing 

the factors responsible for flow of foreign direct investment, though it has some 

setbacks. Dunning (1988) postulates that FDI emerges due to ownership, 

internationalization and location advantages in the movement of such capital to take 

advantage of prevailing benefits. He says that FDI will occur when the following 

conditions are satisfied. There is ownership advantage: the firms must own some 

unique competitive advantage that overcomes the disadvantages of competing with 

foreign firms on the home turfs. There is location advantage: undertaking the business 

activity must be more profitable in a foreign location than undertaking it in a domestic 

location. The main assumption of the theory is that its explain FDI and the returns on 

it by bringing together a set of three factors, which are: the ownership advantages of 

firms ‘O’, that is the monopolistic advantage; locational advantage factors ‘L’ “which 

concentrates on where to produce” and by the internalization factor ‘I’ that addresses 

the question of why firms engage in FDI rather than license foreign firms to use their 

proprietary assets (Dunning, 1993); hence it is often called an OLI theory.  Based on 

the deductions from the two theories, its means that the performance of Nigeria’s 

manufacturing sector is hinged on both endogenous factors and the volume of foreign 

investment. 

 

Research Methodology 

 The Model 

The study adopts an econometric approach which relies on the model stated below; 

MANP = F (MANFDI, MANC, EXR, INTR, TECH) -  -  -  -  - 1 

In an econometric form, the model is further specified thus; 

MANP = ao + a1MANFDI + a2MANC + a3EXR + a4GDP + a5TECH + Ut 

 Where; 

MANP = ratio of manufacturing output to GDP as proxy for manufacturing sector 

performance measured in billion naira. 

MANFDI= manufacturing sector foreign direct investment measured in million naira 

using FDI into the manufacturing sector.  

MANC = manufacturing sector credit as proxy for credit accessibility measured in 

million naira. 
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GDP = gross domestic product at constant market price as proxy for Nigeria’s market 

size measured in billion naira 

EXR = exchange rate measured in naira. 

TECH= import of capital goods as proxy for technology measured in billion naira 

Ut = stochastic error term.  

The a’s are coefficients of the various explanatory variables. However, a1, a2, a4 and a5 

are > 0 which means they impact positively on manufacturing sector performance 

according to theoretical expectations while a3 > < 0 which means their effect may be 

either positive or negative on manufacturing sector performance. 

 

Model Estimation Procedure 

Checks on time series properties of variables 

The time series properties of the variables were tested using Augmented Dickey fuller 

according to Dickey and Fuller (1979, 1981) and Phillip Perron test according to 

Phillip and Perron (1998). This was to determine whether the variables are integrated 

of order 0- I (0) or at first difference-I(1). Since the variables were stationary, granger 

causality test was done to determine the direction of causality while co-integration test 

was carried out on the variable to determine whether there exists a long run 

relationship amongst the variables employed in the study or not. A Johansen co-

integration test procedure was adopted according to Hall and Henry (1989) to enable 

us determines long run equilibrium relationship. Thereafter, an error correction 

mechanism was estimated to determine the speed of adjustment. 

 

Data 

The paper employed time series data on selected variables from 1970-2015.The data 

were all sourced from the Central Bank of Nigeria statistical bulletin 2009 and 2015. 

Just as reviewed in empirical literature, ratio of manufacturing output to GDP was 

used to measure manufacturing sector performance. Financial sector credits are 

usually categorized into four: credits to agriculture, forestry and fishery, credits to 

manufacturing sector, credits to mining and quarrying sector and credits to real estate 

and construction. Hence, credit to the manufacturing sector is used to measured credit 

accessibility while manufacturing FDI is used to measure how the FDI impact on the 

sector. The essence is to examine how credit accessibility and manufacturing FDI 

impact on the sector. 

 

Presentation, Evaluation and discussion of findings 

Descriptive analysis of data 

Table.1: Descriptive statistics 

 MANP MANC MANFDI GDP EXR TECH 

 Mean  0.054351  733686.4  75418.93  7008440.  51.35722  565821.8 

 Median  0.054502  15403.90  6339.000  532613.8  17.30000  46232.00 



120  africanscholarpublications@gmail.com                                                                               

 2022 

 

 Maximum  0.104373  23745336  484954.6  39987567  163.3000  3762611. 

 Minimum  0.000121  6.300000  224.8000  5281.100  0.546000  285.3000 

 Std. Dev.  0.029887  3525903.  136023.7  12061025  62.58137  1077920. 

 Skewness -0.171537  6.383336  1.868523  1.805463  0.701601  2.047000 

 Kurtosis  2.292900  42.17255  5.086758  4.946267  1.704195  5.660111 

 Jarque-Bera  1.158169  3182.768  34.35014  31.55014  6.840163  44.69444 

 Probability  0.560411  0.000000  0.000000  0.000000  0.032710  0.000000 

 Sum  2.445807  33015887  3393852.  3.15E+08  2311.075  25461980 

 Sum Sq. Dev.  0.039303  5.47E+14  8.14E+11  6.40E+15  172322.8  5.11E+13 

 Observations  45  45  45  45  45  45 

Source: Author’s Computation, 2017 

 

From our result, MANC, MANFDI, GDP, EXR and TECH are not normally 

distributed while MANP is normally distributed. This result is supported by the 

skewness and kurtosis statistics for the series. This is because skewness and kurtosis 

statistics for MANP and EXR are not substantially different from the threshold (0 and 

3 respectively). However, skewness and kurtosis statistics for the other series are 

significantly different from the threshold.  

 

Econometric analysis 

Unit root test  

VARIABLE ADF PP 

 LEVEL IST DIFFERENCE LEVEL IST DIFFERENCE 

MANP -0.212488 -3.889137 -0.685703 -8.235939 

MANC 1.063021 -0.358644 4.99530 -5-568681 

MANFDI 1.722264 -9.400748 1.205322 -9.281246 

GDP 1.608256 -0.001286 0.007686 -11.11182 

EXR 1.044093 -4.676837 0.892455 -4.592298 

TECH 5.363385 4.114675 0.140699 -3.597507 

Source: Author’s Computation, 2017 

 

From the result, all the variables were not stationary at level but were rather stationary 

at level according to Augmented Dickey Fuller Test and Phillip Perron test of 

stationarity. Therefore, the variables are all integrated of order one 1(0). 

 

Granger causality result 

Pairwise Granger Causality Tests 

Sample: 1970 2015 

Lags: 2 

 Null Hypothesis: Obs F-Statistic Prob.  

 MANC does not Granger Cause MANP  44  2.44487 0.0881 
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 MANP does not Granger Cause MANC  0.17897 0.8368 

 MANFDI does not Granger Cause MANP  44  0.58637 0.5612 

 MANP does not Granger Cause MANFDI  1.53309 0.2286 

 EXR does not Granger Cause MANP  44  3.37808 0.0444 

 MANP does not Granger Cause EXR  1.06308 0.3552 

 GDP does not Granger Cause MANP  43  0.75941 0.4749 

 MANP does not Granger Cause GDP  3.91128 0.0285 

 TECH does not Granger Cause MANP  44  1.83097 0.1738 

 MANP does not Granger Cause TECH  2.45971 0.0986 

Source: Author’s computation, 2017 

 

From the granger causality result above, uni-directional causality exist between 

manufacturing sector credit and manufacturing sector performance with causality 

running from manufacturing sector credit to manufacturing sector performance.  

Manufacturing sector FDI has no causal relationship with manufacturing sector 

performance. Exchange rate (EXR), gross domestic product (GDP) and Technology 

(TECH) have uni-directional causal with manufacturing sector performance with 

causality running from Manufacturing sector performance to them except in the 

causality between EXR and MANP were causality runs from exchange rate to 

manufacturing sector performance. 

 

Co-integration result 

Series: MANP MANC MANFDI GDP EXR TECH  

Lags interval (in first differences): 1 to 1 

Unrestricted Cointegration Rank Test (Trace) 

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.952316  267.3869  95.75366  0.0000 

At most 1 *  0.824325  136.5315  69.81889  0.0000 

At most 2 *  0.583070  61.74928  47.85613  0.0015 

At most 3  0.323442  24.13127  29.79707  0.1949 

At most 4  0.151195  7.329576  15.49471  0.5396 

At most 5  0.006508  0.280771  3.841466  0.5962 

 Trace test indicates 3 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values 

 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.952316  130.8555  40.07757  0.0000 

At most 1 *  0.824325  74.78220  33.87687  0.0000 
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At most 2 *  0.583070  37.61802  27.58434  0.0019 

At most 3  0.323442  16.80169  21.13162  0.1816 

At most 4  0.151195  7.048805  14.26460  0.4834 

At most 5  0.006508  0.280771  3.841466  0.5962 

Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values 
 

According to the Johansen co-integration result, there exist three co-integrating 

equations in both the trace statistics and Max-Eigen statistic. This indicates that there 

is a long run relationship among the variables adopted in the study. Hence, it is 

imperative to determine the ECM. 

 

Parsimonious result for manufacturing sector performance in Nigeria 

Dependent Variable: D (LOG(MANP) 

Sample (adjusted): 1973 2014 

Included observations: 42 after adjustments 

Variable Coefficient Std. Error t-Statistic Prob.   

C -0.166240 0.086281 -1.926720 0.0642 

D(LOG(MANP(-1))) 0.574253 0.107313 5.351218 0.0000 

D(LOG(MANC(-1))) 0.070726 0.070555 1.002431 0.3247 

D(LOG(MANC(-2))) 0.177231 0.073872 2.399180 0.0233 

D(LOG(MANFDI(-1))) -0.103595 0.064059 -1.617181 0.1171 

D(LOG(MANFDI(-2))) -0.242216 0.065269 -3.711051 0.0009 

D(LOG(GDP)) 0.747068 0.128567 5.810747 0.0000 

D(LOG(GDP(-1))) 0.773196 0.123886 6.241171 0.0000 

D(LOG(GDP(-2))) 0.018646 0.179953 0.103617 0.9182 

D(EXR(-1)) -0.011053 0.004381 -2.522691 0.0176 

D(LOG(TECH)) -0.509380 0.123982 -4.108511 0.0003 

D(LOG(TECH(-1))) -0.110754 0.128096 -0.864617 0.3946 

D(LOG(TECH(-2))) -0.141174 0.118425 -1.192102 0.2432 

ECM(-1) -0.355022 0.145873 -2.433780 0.6678 

R-squared = 0.856830              Adjusted R-squared = 0.790358 

F-statistic = 12.89015               Durbin-Watson Stat = 1.925395 

 

From the parsimonious result in above, all the explanatory variables considered in the 

study conformed to their a priori expectation except manufacturing foreign direct 

investment (MANFDI) at one year and two year lag as well as technology at current 

period. This means that a 5 per cent increase in one and two year lag of MANFDI will 

lead to about 0.518 per cent and 1.211 per cent decrease in manufacturing sector 

performance (MANP). This shows that a proportional changes in these factors is less 

than the change in manufacturing sector performance. The result further shows that a 

5 per cent change in previous year manufacturing sector performance (one year) will 

instigate a 2.871 per cent change in manufacturing sector performance.  



123  africanscholarpublications@gmail.com                                                                               

 2022 

 

The empirical result also show that a 5 per cent change in one and two year lag of 

manufacturing sector credits (MANC) will stimulate a 0.354 per cent and 0.886 per 

cent increase in Manufacturing sector performance. A 5 per cent increase in current 

gross domestic product (GDP), one year lag of GDP and tow year lag of GDP will lead 

to a corresponding increase of 3.735 per cent, 3.866 per cent and 0.093 per cent 

respectively in Nigeria’s manufacturing sector performance. More so, a 5 per cent 

increase in exchange rate will instigate a 0.055 per cent reduction in manufacturing 

sector performance. Also, a 5 per cent increase in one year and two year lag of 

technology will also lead to a corresponding increase of 0.554 per cent and 0.706 per 

cent increase in the manufacturing sector performance. More so, all these variables are 

statistically significant except one year lag of manufacturing sector credit, one year 

lag of manufacturing sector FDI, two year lag of GDP, one and two year lag of 

technology which were statistically insignificant since their t-values calculated are less 

than their the t-value tabulated at 5 per cent (2.021) and at 10 per cent (1.684). The 

others were significant because their calculated t-values are greater than the tabulated 

t-value. 

The F-statistic estimate of 12.89015 is greater than the tabulated value of 2.34; this 

indicates that the model is significant and has a good fit in determining the future 

behavior of Nigeria’s manufacturing sector performance. The adjusted R-square show 

that the model has a high explanatory power (79.04 per cent) and that the variables 

adopted are reliable in explaining the changes in Nigeria’s manufacturing sector 

performance. The Durbin-Watson statistic estimate of 1-93 falls on the No-

autocorrelation region, hence, based on this and Breusch-Godfrey serial correlation 

LM test, we conclude that there is No-autocorrelation in the result estimate. The ECM 

result of (–0.355022) shows that the speed of adjustment is slow at 35.50 per cent. 

 

Stability test result 
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The figure above shows that the plot of the CUSUM for the model under consideration 

is within the five per cent critical bound. This by implication suggests that the 

parameters of the model do not suffer from any structural instability over the period 

of study. That is, all the coefficients of the error correction model are stable. 

 

Discussion of findings 

For the manufacturing sector of any countries to perform according to expectation, 

there are factors germane for such performance to be achieved, such factors may be 

internal or external ( Ayanwu, 2010). According to the empirical result, credits 

allocated to the sector and the volume of foreign direct investment is critical for the 

performance of the manufacturing sector. This finding corroborates that of Ekienabor, 

Aguwamba and Liman (2016); Anowor, Ukwemi, ibiam and Ezekwem (2013); Adeyi 

(2016); John and Terhemba (2016); Adegboye, Ojo and Ogunrinola (2016) and Ogar, 

Nkamare and Effiong (2014) who posited that bank credits and FDI are relevant for 

manufacturing sector growth. This finding is a confirmation of the outcome of their 

studies though these other studies adopted different approaches in analyzing the 

situation. However, the findings of this study contradict that of Orji, Anthony-Orji, 

Nchege and Okafor (2015) who discovered that FDI impacted negatively on the sector. 

This may be due the fact that different proxies were used as a measure of some the key 

factors whereas the period of analyses varies with that of the current study. Be that as 

it may, this reveals that credit accessibility and foreign direct investment are vital for 

the sector to perform well. 

The rate of exchange has been discovered to be impacting negatively on the sector, 

this may be because of the prevailing inconsistency in policy formulation concerning 

exchange rate in recent past. This finding supports that of earlier study by Ekienabor, 

Aguwamba and Liman (2016) but contradict that of Anowor, Ukwemi, Ibiam and 

Ezekwem (2013) who concluded that exchange rate had a positive and significant 

relationship with the manufacturing sector. Irrespective of this discrepancy in the a 

priori expectation, the significance of the variable in both studies affirms that 

government needs to take a liberate steps to stabilize exchange rate ao as to assist in 

boosting productivity in the sector. The size of the market and the level of technology 

have shown relevance in any policy aimed enhancing manufacturing sector 

performance. This means that any policy that hinders the transfer of technology can 

contribute directly to hinder the performance of the manufacturing sector. Therefore, 

any policy or action that will encourage the development and transfer of new 

technology in terms of production should be high encourage and appreciated 

especially if it can boost local manufactured goods and services. Though previous 

studies failed to recognize the importance of market size in attracting FDI, this study 

acknowledge the importance and the finding has also revealed that the size of the 

economy is vital in determining how the other sectors of the economy can perform. 

 

Summary, Conclusion and recommendations 

The performance of the manufacturing sector of any economy determines how 

sufficient such an economy is in the production of goods and services to serve the need 



125  africanscholarpublications@gmail.com                                                                               

 2022 

 

her population; create employment opportunities as well as provide a means of foreign 

exchange earning to the government. This study was interested in examining the effect 

of credits accessibility, foreign direct investment and manufacturing sector 

performance in Nigeria. In doing this, the study adopted an econometric technique 

under the framework of error correction mechanism and findings revealed that apart 

from manufacturing sector credit and foreign direct investment which were significant 

for the performance of Nigeria’s manufacturing sector, the size of the economy, 

exchange rate and technology are also important for the sector within the period of 

analysis. This indicates that without a deliberate policy formulation and 

implementation by the government at all levels, the manufacturing sector will continue 

to perform below expectation. Therefore, this study recommends the following as a 

way of stimulating performance in the sector; 

i) The commercial banks and other development banks in the country should 

be encourage to extend loans and advances to entrepreneurs so as to boost 

activities in the sector. This can be achieved by using credit control policy 

and at minimum or zero interest rate. 

ii) Apart from efforts to extend credits to the sector, modalities should be put 

in place to ensure that such loans and advance are not diverted either by the 

banks issuing the loan and the beneficiaries to ensure sure loans and 

advances achieve its objectives. 

iii) Efficient mechanism should be put in place to regulate and manage market 

activities. One way of achieving this is establish commodity boards and 

empower them to regulate prices of the different commodities 

manufactured in Nigeria as well as ensure its availability irrespective of 

season or period. 

iv) The inconsistency in exchange rate fluctuation should be properly 

monitored. This can be achieve through careful understanding of the 

different regimes of exchange rate adopted by Nigeria so as to know the 

particular one more appropriate for our own peculiarities’. 

v) The government should formulate and implement a framework that ensures 

the transfer of technology by our development partners and investors are 

part of our agreement.  This can be achieved by ensuring that capable and 

experienced foreign investors are engaged in any economic activities that 

required manufactured product. More so, the manufactured of capital 

goods as a matter of urgency should be done here in Nigeria to help expand 

the capacity of our local manufacturers. 
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