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ABSTRACT
This study examined the volatility, cyclical and structural instability in inflation and exchange rate
behaviour, and its impact on agribusiness performance in Nigeria from 1970 to 2024. With an ex-post
facto research design and annual secondary data from the Central Bank of Nigeria, National Bureau of
Statistics, and World Bank data was used in estimating GARCH (1,1), GARCH-in-Mean models while
structural break tests and impulse response analysis are adopted. The findings indicates that inflation is
characterized by emission of persistent and sustained volatility: the near unit periodicity found in the
persistence gives evidence to the argument that there exists roadside of economic catastrophe for harmful
inflation. Exchange rate volatility in turn is only weakly persistent at the annual frequency, not indicating
strong long run cycles of volatility. Structural break tests reveal non-trivial regime shifts linked with
major policy reforms and overall macroeconomic crises, thereby suggesting that the agribusiness—
macroeconomy nexus is not constant over time. GARCH-in-Mean results indicate that inflation and
exchange rate uncertainties have statistically significant adverse effects on agribusiness performance, with
inflation uncertainty having more sustained influence. Impulse response results reveal that the impact of
volatility shocks on agribusiness output is persistent over time rather than immediate. In conclusion, the
results emphasize that inflation variability is a longer-term constraint to agribusiness performance than
exchange rate volatility in Nigeria and support the significance of maintaining macroeconomic stability
for agricultural development.
Keywords: Volatility, Structural Breaks, Inflation, Exchange Rate, Agribusiness Performance

GARCH, Impulse Response

INTRODUCTION

Macroeconomic stability is widely recognised as a critical condition for sustainable agribusiness
development in emerging economies, including Nigeria (Jerumeh, 2022; Udeaja & Isah, 2024). Over the
past five decades, the agribusiness sector has remained central to employment generation, rural
livelihoods, food security, and non oil export earnings, yet its performance has been recurrently disrupted
by episodes of high inflation and exchange rate instability that transmit directly into production costs and
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profitability (Jerumeh, 2022; Udeaja & Isah, 2024). Recent evidence shows that inflationary pressures,
driven by currency depreciation, rising energy and logistics costs, and structural bottlenecks, have
significantly raised the prices of seeds, fertilizers, machinery, and other key inputs, thereby eroding
farmers’ purchasing power and weakening agribusiness productivity and resilience Rilwan, A., &
Mustapha, 2024; Janet, et al. 2024). At the same time, persistent exchange rate depreciation and volatility
have increased the domestic cost of imported inputs and heightened uncertainty for investors, further
constraining long term planning and capital formation in the agribusiness sector (Ayobami, 2024; Akande
& Okorie, 2023).

Empirical studies for Nigeria consistently report that inflation and exchange rate movements exert
statistically significant and often adverse effects on agricultural output, exports, and broader sectoral
performance (Jerumeh, 2022; Janet, et al. 2024; Ayobami, 2024). However, much of this literature
focuses on average or long run level effects, overlooking the time varying properties of these
macroeconomic variables—specifically their volatility, cyclical patterns, and structural breaks—and how
these features propagate through agribusiness value chains (Ayobami, 2024; Akande & Okorie, 2023).
Recent work on food price and macroeconomic volatility documents volatility clustering, crisis induced
shocks, and regime shifts in Nigerian price dynamics, but rarely links these volatility regimes and
breakpoints explicitly to agribusiness performance over an extended period (Jerumeh, 2022; Udeaja &
Isah, 2024).

Against this backdrop, the present study is designed with two main objectives: (a) to examine the
volatility and cyclical patterns in inflation and exchange rates in Nigeria over the period 1970-2024, and
(b) to investigate whether structural breaks or episodes of heightened volatility in these variables
correspond with significant changes in agribusiness performance. By focusing on volatility, cyclicality,
and structural breaks rather than only on average effects, the study seeks to provide a more difference
understanding of how macroeconomic instability affects agribusiness performance, and to generate
empirical evidence that can inform the design of more effective stabilization, risk management, and
support policies for Nigeria’s agribusiness sector (Janet, O. J., et al. 2024; Udeaja & Isah, 2024).
Statement Of Problems

Despite repeated macroeconomic and sector specific interventions, agribusiness performance in Nigeria
remains unstable, with growth episodes regularly disrupted by inflation surges and exchange rate swings
that raise input costs and compress margins (Jerumeh, 2022; Udeaja & lIsah, 2024). Recent evidence
shows that inflation significantly depresses agricultural output by eroding farmers’ purchasing power and
escalating the prices of seeds, fertilizers, and machinery, thereby weakening productivity and food
security outcomes (Jerumeh, 2022; Rilwan, & Mustapha, 2024). At the same time, exchange rate
depreciation and volatility have been linked to higher costs of imported inputs and heightened
uncertainty, which undermine agricultural competitiveness and constrain long term investment in the
sector (Ayobami, 2024; Akande, & Okorie, 2023).

However, most existing Nigerian studies on inflation, exchange rate, and agriculture focus on average or
long run effects and do not systematically model the volatility, cyclical behaviour, and structural breaks in
these macroeconomic series or their timing relative to shifts in agribusiness performance (Impact of
Inflation on Agricultural Output in Nigeria, 2024; Interrogating the Asymmetric Impact of Exchange Rate
on Agricultural Output in Nigeria, 2023). Recent work on food price volatility using GARCH type
frameworks documents pronounced volatility clustering and crisis driven shocks, but largely stops short
of linking these volatility regimes and breakpoints to broader agribusiness performance indicators
(Jerumeh, 2022; Udeaja & Isah, 2024). This gap creates uncertainty for policymakers seeking to design
stabilization and risk management measures tailored to the agribusiness value chain. Accordingly, there is
a clear need for a rigorous time series study that characterizes the volatility and cyclical patterns of
inflation and exchange rates, identifies structural breaks, and tests whether these features correspond with
significant changes in agribusiness performance in Nigeria over 1970-2024
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Aligned Research Questions

1. What are the volatility and cyclical patterns in inflation and exchange rates over time in Nigeria?
2. Do structural breaks or volatility in inflation and exchange rates correspond with significant
changes in agribusiness performance?

Research Hypotheses

Ho1: Inflation and exchange rate do not exhibit significant volatility or cyclical patterns over time.

Ho2: Structural breaks or volatility in inflation and exchange rates do not significantly affect agribusiness
performance.

Literature Review
Theoretical Framework
The theoretical foundation of this study is based on the Monetary Transmission Mechanism and the
Purchasing Power Parity (PPP) theory. The monetary transmission framework explains how monetary
policy and inflation dynamics influence sectoral performance through cost, demand, and credit channels,
while the PPP theory links exchange rate movements to domestic price behaviour, implying that
misaligned exchange rates can distort competitiveness and input pricing for agribusiness firms.
Additionally, theories of macroeconomic volatility underscore how fluctuations in key macro variables
lead to output instability. Schumpeterian cycles theory also supports the idea of periodic or cyclical
changes in economic activity linked to innovation, shocks, and institutional reforms.
Empirical Literature Review
Volatility of Exchange Rates and Agricultural Performance
Recent empirical studies offer conflicting findings on the impact of exchange rate changes and risk on
agricultural exports and agribusiness performance, largely due to differences in country structure, data
frequency and methodology employed. Distinguishing quarterly data for Australia, Chi and Cheng (2016)
find out that exchange rate volatility significantly imposes long-run effects on export volumes,
highlighting the role of uncertainty in trade performance, they argue that volatility and not only level of
exchange rates matter for export performance.
Other evidence from commodity markets suggests that mechanisms amplifying volatility may have
indirect implications for agricultural performance. Bohl et al. (2018) found that the speculative activity
amplifies conditional volatility in agricultural commodity futures markets, and they emphasized how the
dynamics of financial market can propagate instability to real sector such as agriculture.
Gatawa and Mahmud (2017) examine exchange rate volatility on agricultural exports in Nigeria using
ARDL and GARCH models, the result revealed that exchange rate volatility had a negative long-run
impact on agricultural exports, while short run effects were positive. Ettah et al. (2019) revealed, in
contrast to the present study, a positive and significant impact of exchange rate volatility on cocoa
exports which implies that degree of exposure or commodity characteristics are likely to moderate the
influence of instability. Similarly, Udo and Nsikak (2022) employing GARCH-derived volatility series in
the context of an ARDL framework established that exchange rate volatility does not have a significant
impact on agricultural exports in Nigeria due to supply inelasticity and structural rigidities in the
economy’s agricultural sector.
Looking at, these conflicting results indicate that the effects of exchange rate variability on agribusiness
performance are quite specific to context and data aggregation level, model specification and sectoral
composition. This further highlights the importance of research that focuses on aggregate agribusiness
sector performance in allowing for structural breaks and long run instability.
Volatility of Inflation, Cyclical Variability and Changes over Time in the Volatility Ratio.
Similarly to exchange rate volatility, inflation volatility has increasingly attracted attention in recent
years, particularly in developing countries with high policy uncertainty and supply side constraints of
which Nigeria is not excluded. Narayan and Narayan (2017) found strong evidence that inflation volatility
in emerging countries display significant persistence, while it responds asymmetrically to
macroeconomic shocks. Also, lyke and Ho (2018) found a substantial degree of clustering in the
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volatility of inflation among African countries, which they linked to low credibility in monetary policy,
fiscal dominance together with structural rigidities.

In Nigerian situation, Bamanga et al. (2016) introduced GARCH and EGARCH models with structural
breaks into the study of inflation volatility finding that volatility is a regime-specific phenomenon and
different policy periods have different volatility patterns. Similarly, Bawa et al. (2016) also showed that a
high degree of inflation persistence in Nigeria, implying that once it is induced, the influence of an
inflationary shock on the system does not wane for a while.

Ekpenyong and Udoudo (2016), showed that seasonality and cyclical patterns in the Nigerian inflation
have also been found, which linear models are not able to capture. They also revealed that the volatility
of inflation had a depressing effect on real activity and in this sense provides empirical evidence support
to the anticipation channel.

However, most Nigerian literature tends to concentrate on the volatility of headline inflation while
paying less attention to the nexus between volatility in inflation and exchange rate and sectoral perform
and as not limited the agribusiness. Furthermore, not much attention has been paid to the impact of
structural breaks induced by policy regime shifts, exchange rate liberalization and macroeconomic crises
in inflation volatility models hence a noticeable empirical vacuum.

Volatility, Structural Breaks and Agribusiness Performance

Recent macro sectoral studies emphasize the role of volatility and structural instability in determining
agricultural performance. Asaleye et al. (2021) found that mode of transmission of monetary policy
shocks through market factors (exchange rate and credit to the private sector) has substantial effects on
agricultural output in Nigeria, an indication that the Nigerian agricultural sector is highly sensitivity to
macroeconomic fluctuations. Shitu and Nyamida (2025) also found that exchange rate volatility has lag-
dependent effects on agricultural output, with short run contractionary effects prevailing before
adjustment effects occur.

These results indicate that volatility and structural breaks modify macroeconomic transmission
mechanisms, weakening the stability of long-run relationships between macroeconomic variables and
agribusiness performance. Nevertheless, much of the existing research takes up inflation and exchange
rate volatilities separately with little consideration to investigating them together regarding to their
cyclical behaviour, structural changes as well as joint impacts on agribusiness performance.

Synthesis and Research Gap

The gap in the literature, three major gaps are revealed from literature review. Empirical research on the
aggregate performance of all agribusiness sub-sectors jointly to inflation and exchange rate volatility is
scanty. Second, while structural breaks are well documented in Nigeria's macroeconomic history, they
are yet to be included explicitly in volatility modelling frameworks. Third, the majority of volatility-
oriented research studies focus on financial or monetary results with limited attention to the performance
of agribusiness.

Through their joint analysis on inflation and FOREX volatility, cyclical patterns, structural breaks; this
study contributes to the existing literature by having a better grasp of how macroeconomic instability
affects agribusiness performance in Nigeria from 1970 till date.

METHODOLOGY

Research Design

This study employed the quantitative, ex-post facto research design, utilizing secondary time-series data
to investigate the effects of inflation and exchange rates on agribusiness performance in Nigeria from
1970 to 2024.The study utilised secondary data sourced from Central Bank of Nigeria (CBN) Statistical
Bulletin, the National Bureau of Statistics (NBS), and the World Bank’s World Development Indicators
(WDI). In examining the volatility and cycles in inflation and exchange rate behaviour. The study
employed the GARCH (1,1) models, specified as:

h = a)+ath4 + /0,
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Which captures volatility clustering in the macroeconomic series.

While for the second objective, its focus in on whether structural breaks or volatility shocks in inflation
and exchange rate correspond with changes in agribusiness performance. This was assessed using
GARCH-in-Mean or structural break models like the Chow test, e.g.:

AGPER, =@, + pVOL . + V0L, +¢

RESULT AND DISCUSSION

Volatility and Cycles in Inflation and Exchange Rate Behaviour

The presence of volatility clustering and persistence in inflation and exchange rate behavior in Nigeria
using the Generalized Autoregressive Conditional Heteroskedasticity model, GARCH(1,1). The GARCH
framework is appropriate for capturing time-varying volatility and cyclical behavior commonly observed
in macroeconomic series.

The models were estimated on:

. AINF (first difference of inflation), and

. Aln(EXR) (log return of the exchange rate),

as volatility clustering is a property of shocks rather than levels.

Table : GARCH (1,1) Results for Inflation Volatility

Dependent variable: AINF

Mean equation: AINF;=p + &

2 2 2
o; =w+aeg;_{ + Bo;_4

Variance equation:

Parameter Coefficient Std. Error z-Statistic p

® (Constant) 0.2846 0.0713 3.99 <.001
o (ARCH) 0.2741 0.0628 4.36 <.001
B (GARCH) 0.7259 0.0587 12.36 <.001

Volatility persistence: .+  =1.0000

Model Fit Statistics (Inflation GARCH):Log-likelihood=-71.38,Akaike Info Criterion (AlC)=2.84, Schwarz
Information Criterion (BIC)=3.01, No. of observations=54

Source: Authors Computation, 2025.

Both the ARCH (o) and GARCH (B) parameters are positive and statistically significant, indicating strong
volatility clustering in inflation shocks. The sum of the volatility parameters (o + B ~ 1) suggests near-
unit-root behavior in the conditional variance, implying that inflation volatility is highly persistent.
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Conditional Variance (GARCH(1,1)) - Inflation Changes
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Figure: Inflation conditional variance plot (GARCH)

Large inflation shocks tend to be followed by prolonged periods of high volatility, revealing pronounced
inflation cycles in Nigeria’s agricultural sector.

Table 2: GARCH(1,1) Results for Exchange Rate Volatility

Dependent variable: Aln(EXR)

Parameter Coefficient Std. Error z-Statistic p

o (Constant) 0.0124 0.0287 0.43 .669

o (ARCH) 0.3099 0.5780 0.54 592

B (GARCH) 0.0001 0.0152 0.01 971

Volatility persistence:
a+p=0.31

Model Fit Statistics (Inflation GARCH):Log-likelihood=63.52,Akaike Info Criterion (AlIC)=-2.20,
Schwarz Information Criterion (BIC)=-2.03, No. of observations=54

Source: Authors Computation, 2025.

Unlike inflation, the ARCH and GARCH parameters for the exchange rate are statistically insignificant,
and the volatility persistence measure (o0 + B = 0.31) is relatively low. This indicates weak evidence of
volatility clustering in exchange rate shocks at the annual frequency. The absence of strong volatility
persistence suggests that exchange rate fluctuations do not exhibit sustained cyclical volatility patterns in
the sampled annual data.
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Conditional Variance (GARCH(1,1)) - Exchange Rate Log Returns

0.6 -
0.5
0.4
=i
R —
0.3
0.2
0.1 1
N —— N — __/
1970 1980 1990 2000 2010 2020

Year

Figure 2: Exchange-rate conditional variance plot (GARCH)

In summary, the GARCH (1,1) results confirm the presence of strong and persistent volatility clustering
in inflation, while exchange rate volatility exhibits weak persistence in annual data. These findings
suggest that inflationary instability constitutes a more enduring macroeconomic challenge for
agribusiness growth in Nigeria than exchange rate volatility when analyzed at an annual frequency.
Structural Breaks and Volatility Shocks in Inflation and Exchange Rate

In addressing this objective two complementary approaches were employed and they are the Structural
break tests (Chow test) and Volatility transmission models (GARCH-in-Mean)

A. Structural Break Analysis (Chow Test)

Break Dates Considered, Major exchange-rate regime shifts, Macroeconomic reforms and Periods of
severe inflation instability

Table 3: Chow Test for Structural Breaks in Agribusiness Output

Break Year Chow F-Statistic Df p-value  Decision

1986 6.47 (2,50) .003 Structural break
1999 491 (2,50) .011 Structural break
2016 5.38 (2,50) .007 Structural break

Source: Authors Computation, 2025.

Table 3 reports the results of the Chow test conducted to examine whether structural breaks in
macroeconomic conditions correspond with changes in agribusiness output. The test indicates statistically
significant structural breaks in 1986, F(2, 50) = 6.47, p = .003; 1999, F(2, 50) = 4.91, p = .011; and 20186,
F(2, 50) = 5.38, p = .007. In each case, the null hypothesis of parameter stability is rejected at the 5%
significance level.
These results suggest that the relationship between agribusiness output and its macroeconomic
environment is not stable across time, but instead varies across distinct policy and macroeconomic
regimes.
Volatility Transmission: GARCH-in-Mean Models
Model
AGDP, = ay+ a, X, + 8o, + &,
Where:
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. = conditional volatility of INF or EXR

. = effect of volatility (uncertainty) on agribusiness output

Volatility Transmission: GARCH-in-Mean Results

Tables 4 and 5 present the results of the GARCH-in-Mean models estimated to assess whether
macroeconomic uncertainty, measured as conditional volatility, directly affects agribusiness output.
Inflation Volatility

As shown in Table 4, the conditional volatility of inflation enters the agribusiness output equation with a
negative and statistically significant coefficient, 6 = —0.0925, z = —2.71, p = .007. This indicates that
higher inflation uncertainty is associated with lower agribusiness output, holding other factors constant.
Table 4:GARCH-in-Mean Results: Inflation Volatility

Parameter Coefficient Std. Error z-Statistic p
Mean constant 0.0172 0.0064 2.69 .007
Volatility term (c_INF) —0.0925 0.0341 —2.71 .007
ARCH (o) 0.281 0.061 4.61 <.001
GARCH (B) 0.714 0.058 12.31 <.001

o+ P =0.995 — high volatility persistence

Source: Authors Computation, 2025.

The ARCH (a = 0.281, p < .001) and GARCH (B = 0.714, p < .001) parameters are both positive and
statistically significant, and their sum (a + B = 0.995) is close to unity. This suggests high persistence in
inflation volatility, meaning that inflation shocks tend to generate prolonged periods of heightened
uncertainty.

Table 5: GARCH-in-Mean Results: Exchange Rate Volatility

Parameter Coefficient Std. Error z-Statistic p

Mean constant 0.0114 0.0057 2.00 .046
Volatility term (6 EXR) —-0.0618 0.0289 -2.14 .032
ARCH () 0.312 0.575 0.54 591
GARCH () 0.002 0.018 0.11 914

Source: Authors Computation, 2025.

In contrast, the volatility term associated with the exchange rate (Table 7.3) is negative and statistically
significant, 6 = —0.0618, z = —2.14, p = .032, indicating that exchange rate uncertainty also adversely
affects agribusiness output. However, the ARCH and GARCH parameters for exchange rate volatility are
statistically insignificant, and their sum is low, indicating limited volatility persistence at the annual
frequency.

This implies that while exchange rate uncertainty matters for agribusiness output, its volatility does not
exhibit strong clustering or long-lasting persistence in the sampled annual data.

Table 6:Dynamic Interpretation (Impulse Response Analysis — Summary)

Shock Source Direction of AGDP Response Peak Effect  Duration
Inflation volatility shock Negative After 2-3 years Persistent
Exchange-rate volatility shock Negative After 1-2 years Moderate

Source: Authors Computation, 2025.

This study allows Impulse Response Analysis (IRA) to complement the volatility models by tracking
when and for how long agribusiness output takes to respond to macroeconomic uncertainty shocks. The
findings show that inflation volatility shock brings negative impact on the agribusiness output, showing
significant peak after two to three years and lasting for a long period. We also find that exchange rate
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volatility shocks yield a negative response, which peaks earlier (within one to two years) and declines
faster.

These findings indicate that volatility shocks do not immediately impact agribusiness output but instead
gradually over time.

DISCUSSION OF FINDINGS
Objective one examines the volatility and the cycles in inflation- exchange rates behaviour. The
GARCH(1, 1) models give evidence of differences in inflation and foreign exchange volatility for
Nigeria. This dispersion and persistence are very much substantial in the volatility profile of inflation
series, which is clearly observed by the ARCH/GARCH terms and as well as from the fact that sum of
two volatility terms (a + = 1). This would suggest that inflation shocks are also persistent and high
volatility periods are then sequences of higher instability. This finding is consistent with macroeconomic
environments induced by structural rigidities, low monetary policy credibility and fiscal dominance as
argued in many developing countries (Narayan & Narayan, 2017; lyke & Ho, 2018).
Empirical research using GARCH-type models has shown that inflation volatility is highly persistent for
emerging and developing countries. Corroborating this view, Narayan and Narayan (2017) indicate that
inflation volatility in the developing countries is highly persistent and has an asymmetric response to
economic shocks. A persistence in inflation clusters was also reported by lyke and Ho (2018) for several
African countries, where the researchers posited that policy uncertainty and supply-side constraints led to
inflation clustering. This study adding credence to the fact that in line with some of these literatures at
least supporting this theory, that inflation cycles in Nigeria are persistent rather than short-run
components.
For the exchange rates, evidence for annual clustering in volatilities is week. It can be seen that the (a+f)
~ sense from both ARCH and GARCH coefficients is not statistically significant and persistence (a+f) ~
0.31 is low enough. This would seem to suggest that the exchange rate shocks do not generate long run
volatility cycles in annual data. This result is consistent with previous literature that the pattern of
persistence in exchange rate volatility clustering are more persistent at high frequency (daily), monthly or
quarterly series as during these periods speculative pressures and policy announcements tends to be
information driven (Afzal, & Sibbertsen, 2023; Su ,2021).
Some studies however, have emphasized that the ability of GARCH models to capture of volatility
clustering in exchange rates is very dependent on data frequency. Kutu and Ngalawa (2017), using the
monthly series of Nigeria, observed a very robust and permanent volatility of exchange rate but that
marks based on annual data which fell short in terms of persistence element in the volatility. Therefore,
the findings in this paper would suggest that the non-existence of strong clusters of exchange rate
volatility is due more to temporal aggregation rather than inherent stability.
From a macroeconomic and agribusiness standpoint, the results from this study imply that inflation
volatility is a relatively more persistent but systematised uncertainty relative to exchange rate volatility in
Nigeria. Long run investment in agribusiness may be discouraged, and production planning may be made
difficult by a lengthy period of price fluctuations, randomness in the input costs could also intensify
(lyke & Ho, 2018). On the other hand, exchange rate volatility was more related to short term level
effects rather than long-term volatilities in agriculture sector at annual horizoneten a national level of vod
share theirtips and advice that can be used in agribusiness investment decisions.
Overall, the outcomes highlight the importance of price stability in reducing long-term uncertainty for
agribusiness. While the effects of exchange rates affect short-run output dynamics, volatility in inflation
is a more serious and lingering issue for macroeconomic stability and agricultural development in
Nigeria.
The second objective examined the structural instability and uncertainty are important in the
comprehension of agribusiness performance. The structural breaks suggest that shifts in macroeconomic
regimes — exchange rate liberalization, policy reforms and crisis episodes affect the ties between
macroeconomic variables and agribusiness output. A similar regime-dependence is in concurrence with
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other studies that emphasised the non-linear dependence between macro—agriculture/food systems
(Awolaja & Okedina, 2020; Asaleye et al., 2021).

Volatility exchange rate has less persistence in annual frequency data, this suggests that its major effect
on agribusiness is on short level effect rather than long cycle volatility. This fall is consistent with Shitu
and Nyamida (2025) who argue that there are powerful exchange rate volatility clustering at high
frequency data.

Impulse response results are consistent with the theory that macroeconomic shocks evolve along a time
dimension. The slowness of the response time of agribusiness production to volatility shocks indicates
that a dynamic approach is required and justifies GARCH and impulse responses as complements.

CONCLUSION

The study shows that macroeconomic instability and more specifically, the volatility of inflation
represents a very serious constraint on agribusiness performance in Nigeria. The volatility of inflation is
highly clustered and persistent which means that the shocks to inflation create uncertainties over the long
time horizon, and consequently disrupt production planning and long-term investment in agriculture
sector. The volatilities of the interest rate, inflation and output gap all have relatively strong persistence at
the annual frequency, but by comparison exchange rate volatility has low persistence at this frequency
indicating that its effects are short run rather than sustained.

Structural break analysis also shows that the performance of agribusiness in the country reacts differently
over macroeconomic regimes, which can be attributed to exchange rate liberalization, policy reforms and
crisis episodes. These regime transitions degrade the nonlinearity stability of long-run relationships
among macroeconomic variables and agribusiness output. Empirical evidence on volatility spillovers
testifies that it is uncertainty rather than prices themselves—that negatively influences agribusiness
output, with inflation uncertainty proving to possess a more persistent effect compared to exchange rate
uncertainty. The dynamic nature of these effects is further affirmed by the impulse response analysis in
that volatility shocks have lagged effects on agribusiness output.

In general, consistent with other research, the results highlight the importance of macroeconomic stability
in favouring expansion of agribusiness and show that lowering inflation volatility is more important for
long-term agricultural development than controlling only exchange rate movements.

Recommendations

Q) Prioritise Inflation Volatility Reduction

Therefore, monetary and fiscal authorities should concentrate on alleviating the uncertainty in inflation
through policy coordination or by creating policies that are credible and consistent which was found to be
an important factor among the agribusiness firms as persistent volatility of inflations has potentially
devastating and lasting consequences for the performance of agribusinesses.

(i) Maintain Policy Coherence Across Macroeconomic States

In view of the structural breaks, policy-makers should avoid sudden policy adjustments and provide stable
exchange-rate and agricultural policies to minimize induced regime uncertainty for agribusiness
investment.
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