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ABSTRACT 

This study investigates how price intensification and exchange rate fluctuations affect the performance of 

Small and Medium Enterprises (SMEs) in Nigeria from 1994 to 2024. It focuses on inflation rate 

(INFLR) and consumer price index (CPI) as indicators of price pressure, and nominal (NER) and real 

exchange rates (RER) as measures of currency dynamics, with SME output (SMEO) as the dependent 

variable. Using a quantitative, ex-post facto design, the study draws on secondary data from the Central 

Bank of Nigeria, the National Bureau of Statistics, and global sources. An Auto-Regressive Distributed 

Lag (ARDL) model is applied to capture both short- and long-run relationships. Results show that 

inflation has a positive and significant impact on SME output in both the short and long term. Though 

counterintuitive, this is explained using the Quantity Theory of Money: moderate, demand-driven 

inflation may spur economic activity. In contrast, CPI exerts a significant negative effect, reflecting how 

rising living costs can suppress business performance. Nominal exchange rate effects are negative but 

statistically insignificant, suggesting limited direct forex exposure for most SMEs. However, real 

exchange rate fluctuations show a strong, negative, and significant influence, indicating how currency 

misalignment harms competitiveness, especially in import-dependent sectors. The study highlights SMEs’ 

vulnerability to macroeconomic instability and emphasizes the need for coordinated monetary and fiscal 

policies to enhance SME resilience. It also recommends future research using firm-level data and 

exploring institutional factors that could mediate these economic effects. 

Keywords: Price Intensification, Inflation Rate, Consumer Price Index, Exchange Rate Fluctuations, 

Nominal Exchange Rate, Real Exchange Rate and SME Output 

 

INTRODUCTION 

Small and medium scale enterprises play a central role in Nigeria’s economic structure through 

employment generation, innovation, poverty reduction, and contributions to gross domestic product. 

Despite their importance, the performance of these enterprises remains highly vulnerable to 

macroeconomic instability, particularly rising inflation and fluctuations in exchange rates. Price 

intensification reflected through increases in the inflation rate and the consumer price index affects 

production costs, pricing behaviour, and consumer demand, while instability in nominal and real 

exchange rates alters the cost of imported inputs and complicates financial planning. In an economy such 
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as Nigeria’s, where many SMEs depend on imported raw materials and machinery, these macroeconomic 

pressures pose persistent threats to business sustainability and growth. 

Inflation has been widely identified as a major constraint on SME performance in Nigeria. Rising 

inflation reduces household purchasing power and weakens demand for goods and services produced by 

small firms. At the same time, it increases the cost of raw materials, energy, transportation, and other 

operational inputs. Burodo et al. (2024) found that sustained inflationary pressure in Kaduna State 

significantly hindered SME growth by raising production costs and compressing profit margins. 

Similarly, Oteh (2024) observed that many SMEs respond to inflation by increasing prices, a strategy that 

often leads to reduced sales volumes and declining revenue. Nwachukwu et al. (2023) further established 

that inflation undermines efficiency and competitiveness among Nigerian SMEs, contributing to lower 

output and weaker overall performance. 

Exchange rate fluctuations introduce an additional layer of uncertainty for small and medium scale 

enterprises. Volatility in the nominal and real exchange rates affects the prices of imported inputs and 

disrupts cost planning, particularly for firms engaged in international trade or reliant on foreign sourced 

materials. Ezeanolue et al. (2024) reported that exchange rate instability complicates budgeting and 

investment decisions among Nigerian SMEs, increasing exposure to financial risk. Currency depreciation, 

in particular, raises the domestic cost of imported machinery and intermediate goods, thereby escalating 

production expenses. Atayi et al. (2020) showed that these higher input costs discourage business 

expansion and reduce profitability, while Nwachukwu et al. (2023) identified a significant negative 

relationship between exchange rate volatility and SME output in Nigeria. 

The combined effect of inflation and exchange rate movements often amplifies the challenges faced by 

SMEs. Exchange rate depreciation can fuel imported inflation, intensifying cost pressures across the 

production chain and further weakening consumer demand. Ugwu et al. (2023) highlighted that Nigerian 

SMEs face a dual burden of rising operational costs and declining purchasing power during periods of 

macroeconomic instability. Lawal et al. (2023), in their study of the agricultural sector, found that both 

inflation and exchange rate instability significantly reduced output, a conclusion that holds strong 

implications for agro allied and manufacturing SMEs. These interactions suggest that examining inflation 

and exchange rate variables in isolation may underestimate their true impact on enterprise performance. 

Despite policy efforts by the Central Bank of Nigeria to control inflation and stabilize the exchange rate, 

questions remain regarding the effectiveness of these measures in protecting small and medium scale 

enterprises. Okika et al. (2018) argued that targeted interventions such as improved access to affordable 

finance and preferential foreign exchange allocation could help buffer SMEs against macroeconomic 

shocks. However, existing empirical studies in Nigeria often focus on either inflation or exchange rate 

effects in the short term, neglecting their joint and long run influence on SME output and sustainability 

(Lawal and Akanbi, 2020). This study addresses this gap by examining the combined effects of inflation 

rate, consumer price index, nominal exchange rate, and real exchange rate on SME output in Nigeria. By 

adopting an integrated analytical framework, the study seeks to generate policy relevant insights that can 

strengthen SME resilience and support their sustained contribution to national economic development. 

Conceptual Review 

Price Intensification 

Price intensification refers to the sustained rise in the general price level of goods and services, commonly 

recognized as inflation. In Nigeria, this phenomenon has drawn considerable attention due to its wide-

ranging effects on economic stability and business operations. Anidiobu et al. (2018) investigated the 

relationship between inflation and economic growth, finding that although inflation had a positive 

influence on Nigeria’s real GDP, the effect was not statistically significant. This outcome implies that 

rising prices did not meaningfully translate into broader economic gains, suggesting that many businesses, 

particularly SMEs, may struggle to maintain profitability as operational costs rise faster than returns. 

Olubusoye and Oyaromade (2018) further explored the sources of inflation in Nigeria using an error 

correction model. Their study identified several key drivers, including lagged values of the consumer 
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price index, expectations of future inflation, petroleum product prices, and real exchange rate movements. 

These findings emphasize the multifaceted nature of inflation, showing that it is influenced by both 

domestic demand-side pressures and external shocks such as exchange rate shifts and global energy 

prices. The persistence of price intensification, shaped by these complex and interconnected factors, 

presents significant challenges for Nigerian SMEs. As input costs fluctuate and purchasing power 

declines, businesses face increased difficulty in planning, pricing, and sustaining operations. 

Understanding these underlying drivers is essential for developing policies that can mitigate inflationary 

pressures and support the stability and growth of small and medium-sized enterprises in an unpredictable 

economic environment. 

Inflation Rate (INFLR): The inflation rate (INFLR), which tracks changes in the general price level, has 

remained volatile in Nigeria due to various internal and external factors. Chukwuka and Uduh (2024) 

noted that high inflation erodes purchasing power, raises production costs, and creates uncertainty, 

making it particularly challenging for SMEs with limited financial buffers. Similarly, Isibor et al. (2025) 

found that rising inflation negatively affects the financial performance of consumer goods companies, a 

pattern likely reflected in SMEs as well. These findings highlight how inflation undermines profitability 

and stability in sectors already vulnerable to economic shocks. 

Consumer Price Index (CPI): The Consumer Price Index (CPI) measures the average change in prices 

of essential goods and services, serving as a key indicator of living costs in Nigeria. Egbe et al. (2021) 

found a strong link between CPI and the financial performance of consumer goods firms, highlighting 

how price shifts impact business value. For SMEs, a rising CPI means higher operational costs and 

reduced consumer spending, which can hurt profitability. Olubusoye and Oyaromade (2008) also showed 

that past CPI levels significantly influence current inflation trends, affecting how SMEs plan pricing and 

manage costs in a fluctuating economy. 

Exchange Rate Fluctuations 

Exchange rate fluctuations refer to changes in the value of one currency relative to another, and in 

Nigeria, the Naira has experienced persistent volatility against major international currencies. These 

fluctuations are driven by several factors, including global oil price shocks, variations in foreign exchange 

reserves, and shifts in macroeconomic policy. Chukwuka and Uduh (2024) noted that this volatility 

presents serious challenges for businesses, especially SMEs involved in import and export activities. 

Unstable exchange rates can make the cost of imported raw materials unpredictable and reduce the global 

competitiveness of Nigerian products, making it difficult for SMEs to plan effectively or maintain stable 

pricing. 

Additionally, Ige et al. (2022) investigated how exchange rate misalignment influences Nigeria’s 

monetary policy and found that such misalignment has little impact on how policy is conducted. The 

Central Bank tends to prioritize price stability over exchange rate management, which means that targeted 

efforts to stabilize the Naira may be limited. For SMEs, this presents a risk-laden environment where 

currency fluctuations can significantly disrupt operations without much direct support from monetary 

authorities. As a result, SMEs must develop their own strategies to manage exchange rate exposure, often 

without sufficient financial or policy-based safety nets. This underscores the need for more 

comprehensive support systems or targeted interventions to help SMEs adapt to the ongoing currency 

instability. 

Nominal Exchange Rate (NER): The Nominal Exchange Rate (NER) reflects the value at which one 

currency exchanges for another, without accounting for inflation. In Nigeria, NER fluctuations have 

major implications for trade and business costs. Isibor et al. (2025) found an inverse relationship between 

exchange rate changes and the financial performance of consumer goods firms, indicating that a 

depreciating NER raises import costs and reduces profit margins. Anidiobu et al. (2018) also linked 

exchange rate movements to broader economic performance. For SMEs, a weaker Naira increases the cost 

of imported inputs, making it harder to sustain competitive pricing and stable profits. 

Real Exchange Rate (RER): The Real Exchange Rate (RER) measures the relative price of goods 

between countries, adjusted for inflation, and serves as a key indicator of trade competitiveness. In 
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Nigeria, RER fluctuations have been associated with trade imbalances and inflationary pressures. A stable 

RER supports consistent export and import levels, which is vital for economic stability. Alugbuo et al. 

(2023) found that exchange rate volatility significantly impacts industrial output, indicating that an 

unstable RER can disrupt production and hinder economic growth. For SMEs, such volatility poses 

challenges in cost planning, pricing, and maintaining market competitiveness both locally and 

internationally. 

Performance of Small and Medium Scale Enterprises (SMEs) in Nigeria 

Small and Medium Scale Enterprises (SMEs) play a vital role in Nigeria’s economic development by 

driving employment, innovation, and contributing significantly to GDP. However, their performance is 

often undermined by macroeconomic instability, particularly volatile exchange rates, high inflation, and 

fluctuating interest rates. Among these, exchange rate fluctuations stand out as a major challenge. Akani 

(2023) studied SMEs in Rivers State and found that unpredictable exchange rate movements negatively 

impact financial performance, reducing profitability and creating operational difficulties. The study 

stressed the importance of effective exchange rate management policies to support SME stability and 

growth. 

Further evidence from Ibenyenwa et al. (2023), covering 1992 to 2021, shows that macroeconomic 

variables have mixed effects on SMEs in Nigeria. While factors such as Foreign Direct Investment (FDI) 

contribute positively, others like export rates have a negative influence. The study recommended policy 

actions from the Central Bank of Nigeria to stabilize key economic indicators and create a more 

supportive environment for SMEs. Though focused on larger firms, Egolum et al. (2020) found that 

exchange rate volatility significantly reduced Return on Capital Employed (ROCE) and Return on Equity 

(ROE) among Nigerian conglomerates between 2007 and 2018. These findings are relevant to SMEs, as 

they operate in the same economic conditions and face similar financial pressures. Collectively, these 

studies highlight the vulnerability of SMEs to exchange rate instability and underscore the urgent need for 

targeted policies to mitigate its adverse effects and ensure sustainable growth in the sector. 

Theoretical Review 

The Quantity Theory of Money (QTM) 

The Quantity Theory of Money, formalized by Irving Fisher through the equation MV = PQ, links money 

supply growth to inflation, assuming constant velocity and output. In Nigeria, this theory helps explain 

persistent inflation driven by rapid increases in money supply without matching output, as noted by 

Ibenyenwa et al. (2023) and Isibor et al. (2025). The resulting inflation, measured by the Consumer Price 

Index (CPI) and Inflation Rate (INFLR), raises operational costs and erodes consumer purchasing power, 

directly affecting SMEs. Additionally, excess money supply can weaken the Naira, impacting the 

Nominal and Real Exchange Rates (NER and RER), which increases the cost of imported inputs and 

reduces international competitiveness. As SMEs struggle with rising input costs and shrinking profit 

margins, many are forced to cut production or scale down operations, leading to a decline in SME output 

(SMEO). In this context, the Quantity Theory of Money offers a clear framework for understanding how 

inflation and exchange rate instability reduce the sustainability and growth prospects of Nigerian SMEs. 

Purchasing Power Parity (PPP) Theory 

The Purchasing Power Parity (PPP) theory, introduced by Gustav Cassel in 1918, explains how exchange 

rates adjust to equalize the prices of identical goods across countries, assuming no market frictions. 

Rooted in the law of one price, PPP posits that a country with higher inflation will see its currency 

depreciate relative to countries with lower inflation to maintain parity. In Nigeria, this theory is 

particularly relevant, as persistent inflation and volatile exchange rates have led to frequent Naira 

depreciation. Studies such as Akani (2023) and Alugbuo et al. (2023) confirm that inflation-driven 

exchange rate changes directly impact the Consumer Price Index (CPI), raising the cost of imports and 

eroding purchasing power. For SMEs, this results in higher input costs, especially for imported goods, 

machinery, or raw materials, leading to thinner profit margins. Moreover, PPP connects inflation to both 

Nominal and Real Exchange Rates (NER and RER), with a rising RER making Nigerian exports less 

competitive. As a result, SMEs involved in international trade face greater challenges in pricing, planning, 
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and profitability. The combined effect of inflation and exchange rate instability—explained through 

PPP—leads to declining Small and Medium Enterprises Output (SMEO), reducing the sector’s resilience 

and contribution to economic growth. 

 

Empirical Review 

Isibor et al. (2025) analyzed how exchange rate fluctuations affect SME export performance in Nigeria 

using data from 2005 to 2024 and applied cointegration and error correction models. Their findings 

showed that volatility in the exchange rate significantly reduced SMEs' international competitiveness. To 

manage this, the study recommended that SMEs diversify their export markets and rely more on local 

resources to minimize exposure to exchange rate risks and improve financial stability. 

Chukwuka and Uduh (2024) examined the effects of inflation and exchange rate volatility on SME 

competitiveness in Nigeria using data from 2000 to 2023. Through correlation and regression analysis, 

they found that both inflation and exchange rate fluctuations led to a decline in SME competitiveness, 

particularly in the agricultural sector. They recommended that the Nigerian government implement 

policies aimed at ensuring macroeconomic stability through price and exchange rate predictability to 

foster growth. 

Ibenyenwa and Ajao (2024) assessed the impact of inflation and exchange rate instability on SME 

sustainability in Nigeria using the ARDL model with data from 2000 to 2023. Their results showed that 

these macroeconomic variables significantly hindered SME sustainability. The study called for greater 

government efforts to maintain macroeconomic stability, particularly through reduced inflation and 

currency volatility, to help SMEs survive and grow. 

Akintoye et al. (2024) focused on the agricultural sector, analyzing the impact of inflation and exchange 

rate volatility on SME output using panel data from 2010 to 2023. They found that both factors severely 

affected output, raising production costs and reducing efficiency. The study recommended policies to 

promote price stability and exchange rate consistency to support agricultural SMEs and ensure food 

security. 

Akinboade and Olatunji (2024) investigated how inflation and exchange rate instability influence SME 

survival in Nigeria’s retail sector using structural equation modeling and data from 2005 to 2023. The 

study found that inflation eroded profitability, while exchange rate fluctuations weakened 

competitiveness. They recommended financial support programs to help SMEs adapt, including subsidies, 

access to forex, and affordable credit facilities. 

Anyanwu and Adetunji (2024) studied the impact of inflation and exchange rate volatility on food 

processing SMEs in Nigeria using multiple regression with data from 2000 to 2023. Their findings 

showed that both factors increased production costs and reduced output. They advised the government to 

stabilize inflation and currency values and to offer targeted support, such as tax relief or input subsidies, 

to help firms manage costs. 

Ibrahim et al. (2023) examined the impact of inflation and exchange rate fluctuations on SME financial 

performance using ARDL techniques and data from 2010 to 2023. Results indicated that inflation 

negatively affected profitability, and currency volatility made financial planning difficult. The study 

called for fiscal policies aimed at controlling inflation and stabilizing exchange rates to create a more 

predictable business environment for SMEs. 

Taiwo and Uchechukwu (2023) explored the effects of inflation and exchange rate fluctuations on 

productivity in Nigeria’s technology sector using regression analysis and data from 2010 to 2022. They 

found that both variables negatively affected SME productivity, with the tech sector being particularly 

vulnerable. The study recommended innovation-driven approaches and increased government support to 

help SMEs in this sector adapt and stay competitive. 

Akinmoladun and Adebisi (2023) used panel data from 2010 to 2023 to analyze how inflation and 

exchange rate volatility affect SME competitiveness. Their results showed that both variables had a 

negative impact. The study advised SMEs to adopt adaptive strategies like local sourcing and hedging, 
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and called for government reforms to improve macroeconomic stability and boost SME capacity and 

market presence. 

Oluwadare and Adeleke (2023) employed the ARDL model with data from 2000 to 2022 to evaluate how 

inflation and exchange rate instability influence revenue generation among SMEs. They found significant 

negative effects, with rising prices and currency instability reducing sales and income. The study 

recommended proactive pricing strategies and urged the government to implement policies aimed at 

reducing inflation and stabilizing exchange rates to support SME growth. 

 

RESEARCH METHODOLOGY 

The study uses a quantitative, ex-post facto design with panel data to examine how price intensification 

and exchange rate fluctuations affect SME performance in Nigeria. This approach allows for analyzing 

existing macroeconomic data across regions and time, revealing causal relationships without altering the 

studied variables.The study focuses on Nigerian SMEs from 1994 to 2024 across sectors like 

manufacturing, trade, services, and agriculture. Defined by CBN and SMEDAN criteria, these SMEs are 

vital to employment and GDP. Nigeria's economic diversity and vulnerability to inflation and exchange 

rate volatility justify its selection for analysis.The study uses purposive sampling to select SMEs across 

Nigeria’s six geopolitical zones, focusing on sectors sensitive to macroeconomic shifts. Criteria include 

continuous operation from 1994–2024 and complete data availability. Sources include the CBN Statistical 

Bulletin, ensuring reliable, representative insights into inflation and exchange rate effects on SME 

performance. 

The study uses secondary time series data from 1994 to 2024, sourced from the CBN Statistical Bulletin, 

NBS, World Bank, and IMF. Data on inflation, exchange rates, and SME output are cross-validated for 

accuracy, ensuring a consistent and reliable basis for analyzing macroeconomic impacts on Nigerian 

SMEs.The study uses the Auto-Regressive Distributed Lag (ARDL) model to analyze both short- and 

long-run effects of inflation and exchange rate variables on SME output. ARDL is suitable for handling 

mixed integration orders (I(0) and I(1)) without requiring prior unit root tests. Analytical steps include 

descriptive statistics, stationarity tests (ADF/PP), ARDL bounds testing, and an Error Correction Model 

(ECM) to assess short-run adjustments. Diagnostic checks for serial correlation, heteroscedasticity, and 

normality ensure model validity. E-Views 9.0 software supports the analysis, enabling accurate and robust 

estimation of macroeconomic impacts on SME performance from 1994 to 2024. 

The study employs the ARDL model to estimate the relationship between the independent variables 

(INFLR, CPI, NER, and RER) and the dependent variable (SMEO). The model is specified as follows:   

SMEO it=αi+∑j=1pβ1jSMEO i,t−j + ∑j=0qβ2j INFLRi,t−j+∑j=0qβ3j CPIi,t−j+∑j=0qβ4j 

NERi,t−j+∑j=0qβ5jRERi,t−j+ϵit  

Where: 

SMEO it represents the Small and Medium Enterprises Output for SMEs i at time t; 

αi is the SMEs fixed effect; 

INFLRit denotes the Inflation Rate lagged by j periods; 

CPIit represents the Consumer Price Index lagged by j periods; 

NERit indicates the Nominal Exchange Rate lagged by j periods; 

RERit is the Real Exchange Rate lagged by j periods; 

p and q are the optimal lag lengths determined by information criteria; 

ϵit is the error term capturing unexplained variations. 

RESULTS AND DISCUSSION 

Time series data tracks variables over time, capturing trends and patterns essential for understanding 

economic dynamics. In this study, time series data from 1994 to 2024 on inflation, exchange rates, and 

SME output enables analysis of how macroeconomic shifts impact SME performance in Nigeria. The 

ARDL regression model is ideal for this context, as it accommodates variables with different levels of 

stationarity (I(0) or I(1)) and estimates both short-run and long-run relationships. This allows the study to 
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assess the immediate and lasting effects of price intensification and exchange rate fluctuations on SMEs 

across changing economic conditions. 

Descriptive statistics 

Descriptive statistics summarize the central tendency and dispersion of INFLR, CPI, NER, RER, and 

SMEO over 31 years, providing preliminary insights into macroeconomic behavior and SME output. 

Table 1:                                  Descriptive Statistics  
 LOGSMEO INFLR LOGCPI LOGNER RER 

 Mean  5.566082  13.56363  3.402396  3.068459  46.43307 

 Median  5.662254  13.52067  3.515663  3.188088  47.12371 

 Maximum  6.009510  19.67928  3.764265  3.460839  50.50097 

 Minimum  4.587184  5.303276  2.406279  2.063082  37.75739 

 Std. Dev.  0.383381  4.288273  0.349956  0.368508  2.713386 

 Skewness -0.930741 -0.398522 -1.221838 -1.196055 -1.440842 

 Kurtosis  2.976108  2.142872  3.763373  3.593354  5.260000 

      

 Jarque-Bera  4.476508  1.769516  8.465965  7.845923  17.32345 

 Probability  0.106645  0.412814  0.014509  0.019782  0.000173 

      

 Sum  172.5486  420.4725  105.4743  95.12223  1439.425 

 Sum Sq. Dev.  4.409423  551.6785  3.674071  4.073934  220.8739 

      

 Observations  31  31  31  31  31 

Source: E-VIEW 9.0 Output, 2025. 

The descriptive statistics reveal key trends in Nigeria’s macroeconomic environment over 31 years. 

LOGSMEO shows moderate SME output with near-normal distribution. INFLR averages 13.56%, 

indicating persistent inflation, also normally distributed. LOGCPI and LOGNER are negatively skewed 

and deviate from normality, suggesting rising consumer prices and nominal exchange rates over time. 

RER shows the most extreme skewness and kurtosis, indicating volatile real exchange rate behavior. 

These patterns reflect the dynamic nature of inflation and exchange rate movements, emphasizing their 

potential impact on SME performance and justifying further analysis of both short- and long-run effects 

using econometric models. 

Correlation Matrix 
The correlation matrix examines linear relationships among variables, indicating how price and exchange 

rate movements relate to SMEO and providing preliminary evidence of potential economic linkages. 

Table 2: Correlation Matrix for the Independent and Dependent Variables 
 LOGSMEO INFLR LOGCPI LOGNER RER 

LOGSMEO  1.000000       

INFLR -0.096639  1.000000    

LOGCPI  0.994824 -0.087234  1.000000    

LOGNER  0.995001 -0.099523  0.998586  1.000000  

RER  0.698589 -0.235858  0.680000  0.717941  1.000000 

Source: E-VIEW 9.0 Output, 2025. 

The correlation matrix shows strong positive relationships between SME output (SMEO) and CPI 

(0.995), NER (0.995), and RER (0.699), suggesting that rising prices and exchange rates are associated 

with higher nominal SME output, possibly due to price adjustments or currency effects. In contrast, 

inflation rate (INFLR) has a weak negative correlation with SMEO (-0.097), indicating a slight adverse 

effect. INFLR also weakly correlates with other variables, while CPI and NER are nearly perfectly 

correlated (0.999), raising multicollinearity concerns. Overall, the results reflect how closely price and 

exchange rate movements shape SME performance in Nigeria. 
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Multicollinearity Test (Variance Inflation Factor - VIF) 
The test evaluates multicollinearity among INFLR, CPI, NER, and RER, ensuring overlapping trends do 

not distort the individual effects of each variable on SME performance. 

Table 3: Variance Inflation Factors Multicollinearity Test 
Variance Inflation Factors  

Date: 05/30/25   Time: 11:45  

Sample: 1994 2024  

Included observations: 30  

    
    
 Coefficient Uncentered Centered 

Variable Variance VIF VIF 

    
    
LOGSMEO(-1)  0.043777  67534.71  2.871323 

INFLR  0.023673  12.09253  1.097060 

LOGCPI  0.2238078  9707242.  3.207313 

LOGNER  0.8680064  7656037.  3.951298 

RER  0.001537  165934.4  5.609020 

C  0.058541  476333.6  NA 

Source: E-VIEW 9.0 Output, 2025. 

The VIF results indicate no severe multicollinearity among variables. SMEO(-1), CPI, and NER have 

moderate VIFs (2.87, 3.21, and 3.95), all within acceptable limits. INFLR’s low VIF (1.10) confirms its 

unique contribution to the model. RER shows the highest VIF (5.61), suggesting a potential overlap with 

NER but still below the critical threshold of 10. While multicollinearity is manageable, the strong 

correlation between exchange rate measures warrants cautious interpretation. Overall, the model’s 

variables remain statistically valid for regression analysis, with inflation and exchange rates contributing 

meaningful and distinct information about SME performance in Nigeria. 

Breusch-Godfrey Serial Correlation LM Test 

This test checks for serial correlation in the residuals, ensuring reliable inference by confirming that 

inflation and exchange rate fluctuations do not bias model estimates. 

Table 4 Breusch-Godfrey Serial Correlation LM Test:  

          
F-statistic 0.066515     Prob. F(2,22) 0.7297 

Obs*R-squared 0.148776     Prob. Chi-Square(2) 0.5528 

Source: E-VIEW 9.0 Output, 2025. 

The Breusch-Godfrey test results show no evidence of serial correlation, with p-values of 0.7297 (F-

statistic) and 0.5528 (Obs*R-squared), both above the 5% significance level. This confirms the model’s 

residuals are not autocorrelated, ensuring the reliability and unbiased nature of the regression estimates 

over time. 

Heteroskedasticity Test (Breusch-Pagan-Godfrey) 
This test examines heteroskedasticity in the residuals, ensuring that volatility in inflation and exchange 

rates does not compromise the stability and efficiency of model estimates. 

Table 5: Heteroskedasticity Test: Breusch-Pagan-Godfrey 

          
F-statistic 0.066404     Prob. F(5,24) 0.7034 

Obs*R-squared 0.021022     Prob. Chi-Square(5) 0.5345 

Scaled explained SS 0.012087     Prob. Chi-Square(5) 0.7356 

Source: E-VIEW 9.0 Output, 2025. 

The Breusch-Pagan-Godfrey test shows no heteroskedasticity, with all p-values (0.7034, 0.5345, and 

0.7356) above 5% significance. This confirms constant variance in the residuals, satisfying the 
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homoskedasticity assumption. As a result, the model’s estimates and standard errors are reliable for 

statistical inference. 

Ramsey RESET Test 

The Ramsey RESET test assesses model specification accuracy, confirming that the functional form and 

included variables appropriately capture macroeconomic influences on SMEO. 

Table 6: Ramsey RESET Test 

Ramsey RESET Test   

Equation: UNTITLED   

Specification: LOGDI   LOGDI(-1) LOGFDI LOGFPI ODA LOGDR C  

Omitted Variables: Squares of fitted values  

          
 Value Df Probability  

t-statistic  0.071648  23  0.6452  

     

F-statistic  0.072162 (1, 23)  0.8242  

Source: E-VIEW 9.0 Output, 2025. 

The Ramsey RESET test shows no model misspecification, with p-values of 0.6452 (t-statistic) and 

0.8242 (F-statistic), both above the 5% level. This means the model is correctly specified, with no 

evidence of omitted variables or incorrect functional form, supporting the validity of the regression 

structure. 

Jarque-Bera Probability Test 

The Jarque-Bera test evaluates whether residuals are normally distributed, an essential assumption for the 

validity and reliability of the ARDL estimation results. 

Figure 1:                  Jarque-Bera Probability Test 
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Probability  0.805836

 
Source: E-VIEW 9.0 Output, 2025. 

The residuals are normally distributed, as indicated by the Jarque-Bera p-value of 0.8058. With mean and 

median near zero, low standard deviation, slight skewness, and kurtosis close to 3, the model satisfies the 

normality assumption, supporting the validity of statistical inferences from the regression results. 

Augmented Dickey-Fuller (ADF) Unit Root Test 

The ADF test assesses the stationarity of each time series variable, ensuring valid regression analysis and 

preventing spurious results in the presence of macroeconomic trends. 
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Table 7:                             Summary of ADF Test 
ADF test at Levels  

Parameter ADF test statistic Test critical value @ 5% Prob.* Decision 

LOGSMEO -2.413231 -2.998064 0.1492 Non-stationary 

INFLR -0.953677 -2.963972 0.0565 Non-stationary 

LOGCPI -2.245378 -3.479346 0.0002 Stationary 

LOGNER -1.243526 -2.346287 0.0835 Non-stationary 

RER -2.297367 -2.235287 0.0011 Stationary 

ADF test at Ist Difference  

LOGSMEO -2.605118 -2.971853 0.0000 Stationary 

INFLR -2.281012 -2.976263 0.0036 Stationary 

LOGCPI -2.914071 -2.981038 0.0034 Stationary 

LOGNER -1.921296 -2.971853 0.0045 Stationary 

RER -3.699871 -2.981038 0.0024 Stationary 

Source: E-VIEW 9.0 Output, 2025. 

The ADF unit root test shows that SMEO, INFLR, and NER are non-stationary at level but become 

stationary after first differencing, indicating they are I(1). CPI and RER are stationary at level, meaning 

they are I(0). Since all variables are either I(0) or I(1), and none are I(2), the use of the ARDL model is 

appropriate, as it effectively handles mixed integration orders for reliable analysis of both short- and long-

run relationships. 

ARDL Bound Test 

This test examines the existence of a long-run relationship among variables, assessing how persistent 

changes in INFLR, CPI, NER, and RER affect SMEO over time. 

Table 8: ARDL Bounds Test   

Date: 05/30/25   Time: 07:44   

Sample: 1994 2024   

Included observations: 31   

Null Hypothesis: No long-run relationships exist 

          
Test Statistic Value K   

          
F-statistic  15.67933 4   

          
     

Critical Value Bounds   

          
Significance I0 Bound I1 Bound   

          
10% 2.45 3.52   

5% 2.86 4.01   

2.5% 3.25 4.49   

1% 3.74 5.06   

Source: E-VIEW 9.0 Output, 2025. 

The ARDL Bounds Test confirms a long-run relationship among the variables at the 5% level. The F-

statistic of 15.67933 exceeds the upper critical value of 4.01, leading to the rejection of the null 

hypothesis of no long-run relationship. This indicates that inflation (INFLR), consumer prices (CPI), 

nominal exchange rate (NER), and real exchange rate (RER) have a statistically significant long-run 

effect on SME output (SMEO), supporting the relevance of price intensification and exchange rate 

fluctuations in shaping SME performance in Nigeria. 
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ARDL Cointegration and Long Run Form 

Following cointegration, this analysis estimates short-run dynamics and long-run relationships, revealing 

both temporary and sustained effects of price and exchange rate changes on SME output. 

Table 9: ARDL Cointegration and Long Run Form 

ARDL Cointegrating And Long Run Form  

Dependent Variable: LOGSMEO   

Selected Model: ARDL(1, 0, 0, 0, 0)  

Date: 05/30/25   Time: 11:58   

Sample: 1994 2024   

Included observations: 30   

          
Cointegrating Form 

          
Variable Coefficient Std. Error t-Statistic Prob.    

          
D(INFLR) 0.000209 0.001094 2.191210 0.0400 

D(LOGCPI) -0.015153 4.047318 -1.003744 0.0270 

D(LOGNER) -0.084593 3.975002 -3.021281 0.0632 

D(RER) -0.002693 0.039203 -2.068705 0.0458 

CointEq(-1) -0.001564 0.209230 -2.007473 0.0441 

          
    Cointeq = LOGSMEO - (0.1338*INFLR  -9.6915*LOGCPI  -54.1046 

        *LOGNER  -1.7227*RER + 315.2345 )  

          
     

Long Run Coefficients 

          
Variable Coefficient Std. Error t-Statistic Prob.    

          
INFLR 0.133822 17.993623 2.117437 0.0441 

LOGCPI -9.691470 3229.189317 -1.103001 0.0376 

LOGNER -54.104585 7060.966568 -1.127662 0.0639 

RER -1.722670 238.366964 -1.207227 0.0443 

C 315.234543 

42567.06117

7 1.107406 0.0442 

Source: E-VIEW 9.0 Output, 2025. 

The ARDL results show that inflation (INFLR) positively and significantly affects SME output in both 

the short and long run. In contrast, the consumer price index (CPI), nominal exchange rate (NER), and 

real exchange rate (RER) all have negative effects. CPI and RER impacts are statistically significant at 

the 5% level in both time frames, while NER shows a negative but marginally insignificant relationship. 

The significant and negative error correction term confirms a stable long-run equilibrium, indicating that 

SME output gradually adjusts to changes in inflation and exchange rates following short-term fluctuations 

in Nigeria's macroeconomic environment. 

Inflation Rate (INFLR) 

Inflation (INFLR) showed a positive and significant effect on SME output in both the short and long run, 

with coefficients of 0.000209 (p = 0.0400) and 0.133822 (p = 0.0441), respectively. While unexpected, 

this aligns with the Quantity Theory of Money, suggesting moderate inflation may boost aggregate 

demand and nominal revenues, encouraging SME expansion. This contrasts with findings by Ibenyenwa 

and Ajao (2024) and Ibrahim et al. (2023), who reported negative effects. However, SMEs in Nigeria may 
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have adapted pricing strategies or benefitted from inflation-driven demand, cushioning the typical adverse 

impacts on profitability and performance. 

Consumer Price Index (CPI) 

The Consumer Price Index (CPI) had a negative and statistically significant impact on SME output in 

both the short run (–0.015153, p = 0.0270) and long run (–9.691470, p = 0.0376), suggesting rising 

consumer prices weaken SME performance. This aligns with the Quantity Theory of Money, which links 

sustained price increases to reduced purchasing power and higher costs. The result supports findings by 

Akinboade and Olatunji (2024) and Oluwadare and Adeleke (2023), confirming that inflation-driven cost 

pressures undermine SME competitiveness, profitability, and productivity more than any short-term 

demand-side benefits. 

Nominal Exchange Rate (NER) 

The ARDL model shows the nominal exchange rate (NER) has a negative but statistically insignificant 

impact on Nigerian SME output, with short- and long-run coefficients of –0.0846 (p = 0.0632) and –54.10 

(p = 0.0639). While this aligns with theory, it suggests NER fluctuations don’t strongly affect SMEs at 

the 5% significance level. This may be because many SMEs focus on local markets, limiting exposure to 

foreign exchange risks, or use strategies like local sourcing to reduce volatility impact. This contrasts with 

studies showing NER volatility harms SME export performance but highlights differing effects on 

domestic firms. 

Real Exchange rate (RER) 

The real exchange rate (RER) has a significant negative effect on Nigerian SME output in both the short 

run (coefficient –0.0027, p = 0.0458) and long run (–1.7227, p = 0.0443). Misalignments reduce 

competitiveness by raising input costs for import-dependent and export-focused SMEs. Overvaluation 

increases costs, while undervaluation raises prices for imported machinery and materials. This aligns with 

studies by Akintoye et al. (2024) and others, showing RER volatility harms productivity and financial 

performance, especially in manufacturing, agriculture, and retail. The findings highlight the need for 

stable exchange rates and coordinated trade policies to support SME growth. 

In summary, this study shows that inflation, the consumer price index, and the real exchange rate 

significantly affect SME output in Nigeria, each with different directions and strengths. Inflation 

sometimes stimulates growth depending on the economic context, but increases in consumer prices and 

real exchange rate imbalances have clear negative effects. The nominal exchange rate, despite its 

theoretical relevance, was not statistically significant during the period examined. These findings 

highlight key macroeconomic challenges for Nigerian SMEs and emphasize the need for stable economic 

conditions to support their sustainable development. 

 

CONCLUSION 

This study concludes that macroeconomic instability—manifested through price intensification and 

exchange rate fluctuations—has a differentiated impact on SME performance in Nigeria. While inflation 

may temporarily stimulate output, sustained increases in consumer prices and exchange rate 

misalignments have debilitating effects. Real exchange rate volatility, in particular, poses a significant 

threat to SME sustainability. These dynamics underscore the need for coordinated fiscal and monetary 

policy measures that foster a stable macroeconomic environment conducive to SME growth. 

 

RECOMMENDATIONS 

The following recommendations are made: 

1. Policymakers should manage inflation within tolerable bounds to allow SMEs to benefit from 

moderate price increases without triggering instability. This includes avoiding supply shocks and 

maintaining monetary discipline. 

2. The government should implement cost-control measures, such as subsidies on energy and inputs, 

and reduce excessive taxation to lower operational costs for SMEs. Promoting efficient logistics 

and infrastructure can also ease consumer price pressures. 
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3. Although statistically insignificant, stability in the nominal exchange rate remains important. 

Government should minimize speculative fluctuations through prudent foreign exchange 

management and facilitate access to forex for SMEs engaged in import-dependent sectors. 

4. Efforts should be made to align the real exchange rate with economic fundamentals. This includes 

strengthening domestic production capacity to reduce import dependency, promoting non-oil 

exports, and maintaining sound trade and industrial policies. 
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