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Abstract - The paper conducts a short run analysis of the implications of oil price movement and exchange rate relationship 
on the growth the Nigerian manufacturing sector within January 2008 and September 2017. The monthly data are extracted 
on variables such as oil price, exchange rate, inflation rate, interest (Lending) rate, money supply and the manufacturing 
sector growth rate. Oil price movement is viewed in terms of both volatility and change. Oil price change is captured using 
Hamilton index for both oil price sharp drop and jump, While the EGARCH is used to estimate the oil price volatility. The 
SVAR results indicate that exchange rate and inflation rate are more responsive to sharp drop in oil price than oil price 
volatility and sharp jump in oil price. The two variables also remain the most influential on the growth of the manufacturing 
sector. The findings further indicated that the Nigerian manufacturing sector is more affected at the cost side than the output 
side, this underscores the importance of tackling the inflation pressure in Nigeria from the structuralperspective asagainst the 
monetary perspective.   
 
Keywords - Oil price change, Exchange rate, manufacturing sector growth 
 
I. INTRODUCTION 
 
The relationship between oil price and exchange rate 
has received a lot of patronages from researcher in 
recent times. The reason behind this might not be 
unconnected with diverse conclusions, findings and 
recommendations of past authors on this subject 
matter. This certainly is a pointer to the fact that there 
is yet to be a consensus on the appropriate 
relationship that should exist between the two. One 
important factor that has been identified in the 
literature that is responsible for the lack of consensus 
on this subject is the fact that different countries are 
with different institutional and economic framework ( 
SeeAbdulkareem and Abduhakeem, 2016 ). For 
instance, the behavior of exchange rate to oil price 
movement in an oil exporting country like Nigeria 
has more implications on the growth of the economy 
than a non-oil exporting country because the major 
foreign exchange earner in Nigeria is oil hence the 
overall growth of the Nigerian economy is highly 
dependent on revenue form oil. The trends of events 
in Nigeria in the recent times has brought about more 
quest for economic diversification in which the 
manufacturing sector has been one of the major 
sectors in the economy primed to champion the 
course. But the vulnerability of the macroeconomic 
variables in the country to oil price movement has 
taken its toll on the growth of the manufacturing 
sector since 1979 when the country recorded the first 
oil boom. During this period, the price of oil rose 
astronomically from 56USDpb to as high as 
100USDpb and the government shifted attention from 
other sectors to oil sectors leading to the problem of 
Dutch Disease (Resource Curse) (See, CBN, 2015). 
But in the early 80s there was oil glut and the 
economic plunged to its firs economic  recession 
which affected all sectors of the economy including  

 
the manufacturing sector. However, the 
manufacturing sector since this period has been 
experiencing unbalance and unsustainable output 
growth and thus hindering the sector from playing the 
role in the diversification process to rescue the 
economy from its feeble economic status (See 
Adeniyi, 2011).  However, within the last one decade 
the Nigerian economy again has been hit by another 
round of oil price shock which finally plunged the 
economy into another economic recession in the third 
quarter of 2016. The sharp drop in oil price in the 
middle of 2014 from 114USDpb to as low as 
31USDpb in the first quarter of 2016 has brought 
about serious macroeconomic implications on the 
economy with the naira crashing drastically to a 
decade low of N385 to a USD in the middle of 2016 
(CBN, 2017). During this period, the manufacturing 
Purchasing manager index PMI which measures the 
health of the manufacturing sector fell from 59.7% in 
2014 to all time low of 41.2% in 2016 second quarter. 
The CPI inflation rate also rose from a single digit of 
7.9% in the last quarter of 2014 to as high as 16.4% 
in the second quarter of 2016 and within the first and 
second quarter of the same year Nigeria recorded the 
second successive negative growth rate and the 
economy was pronounced recessed in the third 
quarter of 2016. All these chains of reactions to oil 
price movements open more discussions on the nature 
of its influence on the Nigerian economy. However, 
to combat this economic hardship the CBN stepped in 
with some monetary policy measures aimed at 
improving investment and controlling the rising 
inflation trend. Firstly, to boost investment the CBN 
devalued the naira in the second quarter of 2016 and 
the secondly to curb the rising trend of inflation the 
CBNincreased themonetary policy rate from 12% in 
last quarter of 2015 to 14% in the second quarter of 
2016. The both the devaluation and contractionary 
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monetary policy which jacked the lending rate 
16.96% in the last quarter of 2015 to 17.54% in 
second quarter of 2016 compounded the woes of the 
manufacturing sector as the sector recorded second 
successive growth rate in the third quarter of 2016 
(IFS, 2017).  
 
However, despite the intervention of the CBN the 
economic woes continue as the inflation rate jumped 
to all time high of 18.6% in the last quarter of 2016. 
The unemployment rate also rose from 11% to 14% 
within the same period while the negative economic 
growth rate continued. The implication of this is that 
during this period the CBN appeared not to have 
understood the right policy direction to be adopted 
because of the sharp fall in oil price hence the 
persistent decline in the overall economic 
performance of the country.  However, the recent 
increase in the globaloil price since the February 
2017 to about 60USDpb in September 2017 has 
increased foreign exchange earning of the country 
and through the direct intervention of the CBN supply 
of dollars has increased in the domestic economy and 
thus calming down the inflation rate and brought 
about a more stable exchange rate (See, World Bank, 
2017).  According to Iwayemi and Folawewo (2011) 
the policy response to all these crisis from the CBN 
appear to leave more to desire and this underscores 
the need to understand the nature of oil price 
movements and its different implications on the 
Nigerian economy. Mckillop, (2004) and Sonmez, 
(2016) emphasize the need to distinguish between 
different oil price movements which might come 
inform of volatility, sharp jump or sharp drop. 
According to Dmeachi (2015) in any of these cases 
the reaction of the domestic macroeconomic variable 
especially the exchange rateis most likely to be 
different and hence requires different policy 
responses from the monetary authorities.   
Supporting this claim that the exact shape of the 
connection between oil price shocks and exchange 
rate is ambiguous, Tiwari, Mustascu and Albulescu 
(2013) assert that, relatively little is known about the 
dynamic relationship between oil prices and exchange 
rates within the context of the developing oil 
exporting countries. Attempt to finding the reliable 
shape to the relationship between the movement in 
the oil price and exchange has been studied 
comparatively little (Sonmez, 2016). In a similar 
observation, Omojimite (2011) notes that, despite 
various studies on the relationship between oil prices 
and exchange rate, majorly for guidelines of domestic 
currency, getting the exchange rate right in a 
developing country has turned out to be a main 
challenge confronting macroeconomic policy makers 
in recent times. This challenge may expand more 
with the developing oil exporting countries that solely 
rely on oil as major source of foreign earnings. 
Consequently, looking at the trends of co-movement 
in oil price and exchange rate, and subsequent 

increase in exchange rate; increase in inflation and 
rise in unemployment which may sometimes requires 
the examination of the asymmetric relationship 
effects of oil price makes this research effort for a 
country like Nigeria interesting at this period.  
 
Many previous studies have focused on oil price 
volatility without investigating its changes in terms of 
a sharp and sustained drop or rise. Again, in many of 
these contexts SVAR has been used to examine the 
macroeconomic impacts of oil price shocks or 
volatility (See Sachs and Warner, 1997; Bulmer-
Thomas, 1994; Auty, 2001; Sachs and Warner, 2005; 
Olomola, 2007; Collier and Goderis 2007). One of 
the major limitations of SVAR is the fact that the 
impulse response function only uses positive standard 
deviation that is positive shocks. Scholars are often 
found of implying the reverse response to a positive 
shock as that of negative shocks but in most cases, 
this might not be so (SeeDemachi (2015) and 
Awadud 2012). Consequently, this study being a 
short run analysis apart from breaking the impacts of 
oil price shocks to oil price change and volatility, the 
study will employ Hamilton price index which will 
make it possible for us to study the effects of a sharp 
drop (negative shock) or jump in oil price on 
Nigerian manufacturing sector growth as well as 
other macroeconomic variables such as both 
exchange rate, inflation rate, money supply and 
interest rate.This is believed will provide the 
monetary authority in Nigeria policy direction that 
will help them combat future drop in oil prices like 
the one the country experienced recently  
 
II. METHODOLOGY 
 
Based on the arguments thrown up in the background 
of the study, the approach to the achievement of the 
major objective of the study is a multifaceted one as it 
develops means to explore differences between oil 
price volatility and its change. Notwithstanding, the 
model and the variables used in this study follows the 
development in the economic theory.  Specifically, 
the relationship between oil price and macroeconomic 
variables can be established from the following 
buildup of economic theories. Our model follows the 
endogenous growth model of Barro and Lee (1993) 
with public good. According to them public 
expenditure makes private production more 
profitable. Barro’s model is expressed thus: 
y = Ak ∝g∝     
 (1) 
Where y is subject to diminishing returns to capital 
(k) and g is a control variable constituting electricity, 
exchange rate and per capita income. The individual 
firm takes gas fixed or independent of his decision 
about k. Fedderke (2003) identified the nature of the 
marginal product of capital (mpk)as the reason why 
some countries with high per capita output experience 
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lower growth rates than the ones with lower per 
capital output. That is, if 
y = Ak( ∝) g∝                                                                                                                        
(2) 
Where yxis the per capita output growth of country x 
with high per capita output; and 
y = Ak( ∝) g∝                                                                                                                          
(3) 
Where yzis the per capita output growth of country z 
with lower per capita output, then 
∆yz>∆yx     (4) 
where both ∆yx and ∆yzwhich are the changes in the 
per capita output growth of the countries represent the 
growth rate of per capita output in country x and z, 
respectively. For the condition in equation (4)to have 
taken place, mpk must be a constant and not 
associated with per capita output. Fedderke (2003) 
attributes the constant nature of the mpk to the spill-
over effect of knowledge in the process of capital 
stock accumulation. This means that knowledge has 
the characteristics of a public good. That is: 
k = ϑ∅                                                                                                                                     
(5) 
Equation (5) shows that capital stock k at time t 
depends on knowledge ϕ at time t such that 

∅
= ϑ >

0.This means that knowledge is seen as investing in a 
process that increases capital stock in all economies. 
According to Fedderke (2003), investors might not 
have the power to internalize all the benefits of 
knowledge. At least some of it still leaked out to the 
benefit of the whole economy. This simply means 
that the spill-over effect of knowledge ϕ is non-
excludable. Consequently, investors will not want to 
invest in capital to the point where: 
smpk = smpc (spill-over effect)                                                                                                 
(6) 
Where smpkis the social marginal product of capital 
and smpc is the social marginal cost. Investors will 
rather stop investing in capital when: 
pmpk = pmc     (7) 
thus avoiding the spill-over effect. pmpk is the 
private marginal product of capital and pmc is the 
private marginal cost. The implication of equation (7) 
is that: 
smpk>smc     (8) 
This is because once investors set the private 
marginal product of capital equal to the private 
marginal cost, the cost of knowledge becomes higher 
than its cost. Consequently, a more drastic measure 
will be taken to prevent the spill-over effect by 
investors.  
This situation might be detrimental to growth of the 
economy as a whole. At this juncture, government 
intervention comes in by aiding production through 
subsidizing major inputs in the production process 
(Fedderke, 2003). Therefore, equation (8) can be 
rewritten as follows: 
y = Ak ∝ ∞g∝λ∞                                                                                                
(9) 

Where λ∞ is the additional input subsidized to aid 
production. This is to reduce the higher cost of 
production resulting from setting pmpk to pmc. This 
will enable investors to relax their drastic measures to 
internalize the benefits of knowledge and the spill-
over effects can benefit other sectors of the economy. 
Our model follows equation (9) and λ∞ is viewed as 
oil, which is heavily subsidized in many oil exporting 
countries. Consequently, our model is stated thus 
y = Ak ∝ ∞oil∞gα                                                                                              
(10) 
Taking logs of the equation it becomes: 
logy = logA + βlogk , + ∞logOil +∝ logg + ε ,                                                        
(11) 
Where yi,t is the manufacturing sector output growth 
rate of county i at time t, A is the intercept, k is 
capital, β is the elasticity of capital and it is equal to 
β = 1−∝ −∞, oil is oil price and g ,  is a control 
variable which comprises of other macroeconomic 
variables such as inflation rate exchange rate, interest 
rate and money supply.ε , is the stochastic variable. 
Oil price been our major target variables in this study 
is viewed as oil price volatility and oil price change. 
As established in the background, the reason for this 
is to be able to appraise the monetary policy 
responses to each of the oil price regimes since it has 
been confirmed in the literature that they tend to have 
different implications on the economy of an oil 
dependent country like Nigeria( SeeDemachi, 2012).  
 
Derivation of oil price volatility 
Leveraging on the arguments concerning the 
asymmetric effects of most of the commodity prices. 
The study adopts Exponential Generalized Auto-
Regressive Conditional Heteroskedatcity EGARCH 
to generate oil price volatility, this will enable the 
study to assess the possibility of the existence of 
asymmetric effect of oil price volatility. 
The oil price volatility is developed via what is called 
EGARCH [1,1] process. The oil price volatility is 
measured by estimating the following EGARCH 
model 
표푖푙푝 = 휑 + 표푖푙푝 +
휇 ……………………………………………………
……………….(12) 
The AR[1] approach is followed. The following 
EGARCH model is estimated 
푙푛휎 = 휔 + 푙푛휎 + 훼 +

훾 ………………………………………………
……..(13) 
in the equations 12 and 13 above,휇  is residual, and σ 
denotes the conditional variance obtained from 
equation (13). Here, if < 0 , it indicates the 
asymmetric character of oil price movements on 
volatility. This means that a negative price shock has 
a larger influence on volatility than a positive price 
shock. In the SVAR analysis this estimate of the 
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conditional variance is used for crude oil price 
volatility. 
 
Derivation of Oil price change Hamilton Price 
Index 
Literatures on SVAR has always been on positive 
shocks while researchers are found of implying the 
reverse action as the result of negative shocks but 
some authors have criticized this line of thinking that 
negative shock might not necessarily produce a direct 
inverse reaction of a positive shock hence the need to 
device a means of examining the effects of negative 
shocks (See Adeniyi, 2011). One of the ways of 
doing this is via the Hamilton index.  To critically 
examine the monetary policy response within this 
short run period, the study derives the oil price 
change via the Hamilton index process. The usual 
assessment of oil price shock via positive deviation in 
oil price might not be sufficient in explaining the 
policy direction of the monetary policy since the 
change in price of oil can either be rise or fall. 
Therefore, the Hamilton index process will enable us 
to explain the policy reaction ad assess policy 
direction to sharp jumps and drops in international oil 
prices which have implications for an oil dependent 
economy like Nigeria. 
Hamilton index was introduced in (1996) and it has 
been applied in studies like Ahmed and Wadud 
(2011), Demachi (2012) among others. The H1 
extract the net increase in oil price and the invH1 
extract the net decrease in oil price in a direct 
opposite manner. The process is described as follows: 
퐻1 = {(표푖푙푝푟푖푐푒 −푚푎푥표푖푙푝푟푖푐푒 ) >
0, 0푓표푟(표푖푙푝푟푖푐푒 −푚푎푥표푖푙푝푟푖푐푒 ) ≤
0}………(14) 
And for the Inverse H1 (InvH1): 
퐼푛푣퐻1 = {(표푖푙푝푟푖푐푒 −푚푖푛표푖푙푝푟푖푐푒) <
0, 0푓표푟(표푖푙푝푟푖푐푒 −푚푖푛표푖푙푝푟푖푐푒) ≥ 0}………(15) 
Where, maxoilprice is the maximum oil price within 
the last one year and minoilprice is the minimum oil 
price within the last one year. The oil price used the 
natural log of the Brent crude oil price which is 
similar to the Nigeria type of crude oil. 
The two Hamilton price index both the H1 and 
Inverse H1 will be used separately in the SVAR 
model to examine the reaction of the macroeconomic 
variable and the policy response within this short 
period. 
 
The SVAR model 
A six variable Structural Vector Auto Regression 
model is adopted following the study of Kozluk and 
Mehrotra (2009), Barnett, Bhadury and Gosh (2015). 
It contains five macroeconomic variables including 
the manufacturing sector growth rate. While oil price 
indices such as oil price volatility, H1 and InverseH1 
are the exogenous variables to the SVAR model. All 
the variables are in the log form and are described 
within the SVAR as follows: 

Suppose the Nigerian economy is described in a 
SVAR model: 
퐴 푋 = 퐴 (퐿)푋 +
퐵휀 ……………………………………………………
………………….(16) 
Here L is a lag operator and 
X =
[oilprice, msgr, inf, M2, intr, exr]……………………
.(17) 
Where oil price=[H1, InvH1, volatility] and msgr is 
the manufacturing sector growth rate, inf is Consumer 
price index inflation rate, M2 is the broad money 
supply, intr is the prime lending rate and exr is the 
monthly average exchange rate naira to USD. A , A  
and B are 6x6 coefficient vectors. 
The reduced form of equation 17 is described as 
follows 
X = α +∑ β X +
e ……………………………………………………
……………….(18) 
Where p is the lag order and e  is the error vector for 
6x6. For the identitifcation, we follow (   ) where the 
model in equation 19 is considered: 
Ae =
βv ……………………………………………………
……………………………….(19) 
The residual obtained from equation 18 is e  and the 
unobserved innovation is v . Based on Kim and 
Roubini (2000), Ahmed and Wadud (2011) zero 
restrictions are imposed on the A and β which are 6x6 
vectors. This is shown in equation 20 
 
Insert equation 20 
From equation 20 we have contemporaneous 
exogenous oil price shock which could be H1, InvH1 
or volatility. None of the domestic variable affects the 
international commodity such as oil price 
contemporaneously. Further behavioralrestrictions 
imposed is that output and prices do not respond 
contemporaneously to domestic monetary policy 
variables and exchange rate. In this case the 
manufacturing output is representing output and it is 
proxied by the output growth rate of the Nigeria 
manufacturing sector. Inflation is affected by the oil 
price as it influences the domestic money supply, 
interest rate and exchange rate of a country like 
Nigeria where the oil companies constitute major 
players in the movement of dollars in the domestic 
market. The exchange rate responds 
contemporaneously to the monetary policy variables 
as well as the inflation rate ( SeeKozluk and Mehrotra 
(2009), Barnett, Bhadury and Gosh (2015)). 
 
Data 
The international Financial Statistics IFS is the major 
source of data for the variables. Also, the Central 
Bank of Nigeria CBN data base also serves as a 
guide. The data are extracted on monthly basis. From 
200801M to 201709M. this is the period where 
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Nigerian economy experienced her second economic 
recession within the last two decades. 
 
III. RESULTS AND DISCUSSIONS 
 
The analysis begins with the examination of the time 
series properties of the data and assessing their 
suitability for the SVAR purpose. According to 
Narayan & Narayan (2007) variables to be included 
in the SVAR must be stationary and hence the 
Augmented dickey fuller test is conducted. The result 
is presented in table 1 
 
Insert table 1 
The results of the ADF unit root test is an indication 
that all the variables are suitable for SVAR analysis. 
in other words, since they are all stationary they can 
all be involved in a SVAR model. While all the oil 
price derivatives that is volatility, H1 and InvH1 all 
do not possess unit root hence they are all stationary 
at levels, other macroeconomic variables are all 
integration of order one that is I(1). 
 
Oil price volatility 
The estimated EGARCH equation for the oil price is 
presented in equation 21. Again, the EGARCH is 
applied here in order to verify if oil price as 
asymmetric effect on the volatility. The estimated 
equation for the EGARCH is presented as follows 
 
lnσ = −0.936242∗∗ + 0.637045∗∗lnσ −
0.168374∗∗ μ

σ
+ 0.915053∗∗ μ

σ
….(21) 

  (0.248357)    (0.168936)             (0.082580)               
(0.053894) 
 
Equation 21 is the estimated EGARCH model 
presented in equation 13. The result shows that oil 
price does not have asymmetric effect in Nigeria but 
rather a significant symmetric effect during the period 
under review. This is because the coefficient 
0.915053 is greater than zero and it is statistically 
significant. This indicates that a positive oil price 
shock instead of a negative oil price shock will have 
more pronounced effect on volatility. It implies that 
between January 2009 and September 2017 oil price 
volatility does not have asymmetric effect. 
 
Descriptive statistics 
The three derivatives from oil price which measure 
oil price volatility as well as oil price change are 
presented in the following figure to examine their 
individual pattern of movements between January 
2008 and September 2017 
Insert figures 1,2 and 3 
Figure 1 to figure three compare and describes oil 
price movement in terms of its volatility, H1 and Inv 
H1 within short run period of January 2008 and 
September 2017. The graph of oil price volatility 
clearly shows that price of oil has been dynamic 

during the period under review with the peak 
recorded in 2014 and the least recorded in 2008. By 
comparing the three, it is obvious that their effects on 
macroeconomic variables will definitely be different 
as they show different trends therefore the inclusion 
of each of them as exogenous variable in the SVAR is 
however, justified. 
 
Impulse response functions 
The impulse response functions describe the reactions 
of a variables to 1% standard deviation in another 
variable. We begin with the reactions of the 
macroeconomic variables to oil price volatility. 
 
Insert figure 4 
 
Figure 4 describes the responses of the 
macroeconomic variables to oil price volatility. From 
the graphs, it shows that oil price volatility has 
significant impact on manufacturing output growth 
especially at the middle of the period. Money supply 
is also affected as the dynamics in oil price affects the 
supply of money domestically since giant oil 
companies in Nigeria are important players in the 
supply of dollars into the economy.   
 
Insert figure 5 
The response of the macroeconomic variable to a 
sharp jump in oil price is explained in figure 5. It is 
obvious from the graph that the reactions of the 
variables are almost like that of oil price volatility. 
But it appears that the oil price sharp jump has more 
pronounced effect on manufacturing sector growth 
and other variables than oil price volatility. The sharp 
increase in oil price just like oil price volatility causes 
money supply to rise significantly but unlike oil price 
volatility, the sharp increase in oil price caused the 
interest rate to fall significantly. The reason for this 
might not be unconnected to the fact that money 
supply rises because of increase in supply of dollars 
to domestic economy as a result of more gains by the 
oil companies. The effect of this is also seen on the 
exchange rate which appreciates though it was not 
significant initially but towards the end of the period 
the exchange rate appreciates significantly. The 
cumulative effect of all these is seen on the rise in the 
manufacturing sector growth even as the sharp 
increase in the oil price fails to have significant 
impact on inflation rate. 
Insert figure 6 
The reactions of the manufacturing sector growth and 
other macroeconomic variables to a sharp decline in 
oil price is explained in figure 6. The manufacturing 
sector growth shows a sharp and significant decline in 
reaction to the sharp drop in oil price. Inflation rate 
also rises but this time significantly. It should be 
noted that in the previous figure under the sharp rise 
in oil prices inflation also rises but not significantly. 
These phenomena have further justified the usage of 
Hamilton index to study the effect of negative shock. 
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The sharp drop in oil price fails to produce direct 
opposing reaction from the inflation rate. The money 
supply and the interest rate fail to respond 
significantly to the sharp drop in oil price which is 
another scenario where the reactions to negative 
shock fails to produce direct opposite of reactions to 
positive shock. Lastly, the exchange rate depreciates 
significantly. These further explains why there is a 
sharp fall in the manufacturing sector growth even as 
inflation rises as well. 
 
Insert figure 7 
The inflation is shown as a very powerful shock in 
the impulse response function. Notwithstanding, 
money supply and lending rate do not respond 
significantly to the shock. But manufacturing sector 
growth rate shows a sharp decline in reaction to 
inflation shock. In the same vein, exchange rate is 
another variable that shows significant response to 
the inflation rate shock. It causes the inflation rate to 
depreciate at least for the most part of the period.  
Insert figure 8 
Figure 8 shows that only lending rate and exchange 
rate exhibit significant reactions to money supply 
shock. It causes the lending rate to fall while it makes 
the naira to depreciate. However, it fails produce 
significant reactions from both the inflation rate and 
manufacturing sector growth rate. 
 
Insert figure 9 
Money supply and manufacturing sector growth rate 
are the two variables that show significant responses 
to lending rate shocks. The money supply decline 
significantlyas  a result of the interest rate shock 
while the manufacturing sector growth rate also falls 
significantly. However, both inflation rate and 
exchange rate do not react significantly to the lending 
rate shock 
 
Insert figure 10 
Unlike the insignificant reactions of inflation rate to 
the monetary policy shocks, inflation rate reacts 
significantly to the shock from the exchange rate. It 
implies that a sharp fall in the value of the naira leads 
to sharp rise in the domestic CPI inflation rate. 
However, the exchange rate shock also produces a 
sharp fall in the manufacturing sector growth thus 
implying that depreciation of naira might not promote 
the growth of the manufacturing sector in Nigeria. 
Variance decomposition 
The variance decomposition explains the relative 
contributions of a particular shock to the behavior of 
another variable 
 
Insert table 2, 3, and 4 
From table 2 to table 3 the dominance of oil price 
derivatives in the behavior of the manufacturing 
sector growth is very obvious. In table 2 oil price 
volatility constitute the highest shocks to the behavior 
of manufacturing sector growth. The same situation is 

also noticed in table 3. However, in table 4 apart from 
the own shock, fall in oil price and exchange rate 
both contribute the highest shocks to the behaviors of 
the manufacturing sector growth rate.In all the tables 
inflation rate is another macroeconomic variable that 
contribute significant shock to the behavior 
manufacturing sector growth rate. 
 
DISCUSSIONS AND CONCLUSIONS 
 
Some new lines of discussion have been thrown up 
by the findings in this research work. Firstly, the 
effects of oil price volatility and oil price change on 
the manufacturing sector growth rate and other 
macroeconomic variables are multifaceted. Oil price 
volatility and a sharp increase in oil price H1 generate 
almost similar responses from the variables. They 
both caused manufacturing sector growth to rise but 
while sharp increase in oil price causes money supply 
to rise significantly, oil price volatility does not have 
significant impact on money supply. Their impacts on 
inflation rate is also not significant though sharp 
increase in oil price caused the exchange rate to 
appreciate but not significantly as well.  The 
implication of these result is that increase in oil price 
might not have much inflationary tendency. This 
issimilar to the result of Demachi 2015 where a sharp 
jump in oil price leads to increase in money supply 
due to the fact that more dollars are realized by the 
foreign oil companies which dominate the Nigerian 
oil industry. Naira also appreciate as a result of this 
but not significantly. 
The reactions of the variables to a sharp fall in oil 
price InvH1 appears to be different in some respects. 
For instance, unlike oil price volatility and H1, 
manufacturing sector growth rate reacts negatively to 
a sharp decline in oil price. Also, inflation rate rises 
significantly while naira depreciates significantly. 
The implication of this chains of reactions is that fall 
in oil price appears to have much more negative 
impacts on the macroeconomic variables than both oil 
price volatility and increase in oil price. The trend can 
be described as follows, the sharp decline in oil price 
causes the exchange rate to rise that is naira 
depreciates in value, this leads to increase in the 
prices of imports and since many of the local 
manufacturers depends on the foreign countries for 
supply of both raw materials and capital goods for 
domestic production their output suffers and thus 
leads to fall in output and rise in inflation.It should be 
noted that the monetary policy variables fail to react 
significantly to the fall in the oil price. 
 
Furthermore, the results from the study have also 
shown that monetary policy shocks cause the 
manufacturing sector growth to fall significantly. 
This support the results of () where high interest rate 
has been described as the major challenge to the 
Nigerian manufacturers. However, inflation rate has 
been shown from the result as well to be highly 
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linked to the fall in oil price which depreciates the 
value of naira since oil constitute the major foreign 
exchange earner for the country. 
 
CONCLUSIONS 
 
Some important conclusions can be drawn from the 
findings of this study. Firstly, the study has shown 
that it might be wrong for previous studied using 
SVAR to analyses the effect of oil price shocks to 
always imply that a negative oil price shock will 
always produce reactions that is direct opposite to the 
positive oil price shocks. The Hamilton index adopted 
in the study has shown that both sharp jump and drop 
in oil price will make the inflation rate to rise but 
while the rise is significant for sharp drop in oil price, 
it is not significant for sharp rise in oil price. The 
manufacturing sector has been shown from the study 
as more reactive to drop in oil price as a result of the 
significant effects it has on both inflation rate and 
exchange rate. The sharp drop in oil price causes the 
exchange rate to rise that is naira depreciates. This 
leads to increases in the prices of import goods such 
as raw materials and capital goods which constitute 
serious cost implications for the manufacturing 
industry in Nigeria. The rising cost of import goods 
triggers domestic inflation and hence affects the 
outputs of the Nigeria manufacturing sector. The 
implication of this is that the manufacturing sector 
appears to be much more affected at the cost side. In 
view of this, the action of the CBN to devalue the 
nairato attract foreign investors to the economy at the 
second quarter of 2016 prior to the economic 
recession might not be justified even as the 
manufacturing PMI fall further by 5% in the third 
quarter of 2016 and the overall economic growth 
became negative for the second successive quarter 
which culminate in the economy been pronounced as 
recessed. Again, the study has shown that the nature 
of inflation in Nigeria might not be a monetary 
phenomenon but a structural phenomenon. The 
finding in the study has shown that inflation in 
Nigeria reacts more to prices and output imbalances 
instead of money supply. Again, the action of the 
CBN to be attacking the rising inflation in Nigeria 
from the monetary angle might not be empirically 
justified. The CBN has been following a 
contractionary monetary policy since December2015 
when the monetary policy rate rose from 12% to 14% 
and the, lending rate rose by 2% as well. This action 
appears to have compounded the woes of the 
Nigerian manufacturing sector even as the cost of 
capital became too expensive for the reach of the 
average manufacturers. This led to further decline in 
the manufacturing value added by 3.5% in the third 
quarter of 2016 and despite the increase in the 
monetary policy rate, the inflation rate had risen from 
12% in first quarter of 2016 to as high as 16% in the 
fourth quarter of 2016. 
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