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This study explores a two-way short- and long-run relationships between Nigeria’s
economic performance measured by the GDP and foreign exchange reserves, from 19812018. Preliminary tests showed that both macroeconomic variables achieved stationarity
after first differencing confirming both to be I(1) series. Empirical Bounds test of
cointegration resulted to the conclusion that cointegration existed for the foreign reserves
model that used GDP as an explanatory variable, but similar cointegration was not
established for the GDP model that used foreign reserves as an explanatory variable.
Following this finding, a short-run (ARDL) model was estimated for the GDP while a longrun (error correction) model was estimated for the external reserves, after determination of
the optimal lag lengths. Even though the short-run model revealed a positive relationship
between GDP and external reserves, only the previous year’s GDP provided significant
explanation of the variations in the current levels of GDP. For the external reserves, the
error correction and adjustment coefficient returned the desired negative sign, implying that
previous periods’ errors would be corrected by adjustments in the subsequent periods, and
long-run convergence was attainable. Nevertheless, the Granger-Causality test result
revealed a unidirectional causality that runs from GDP to the external reserves, but not in
the reverse direction, which align with the result of the estimated long-run FER model. Both
the short-run GDP model and the long-run FER model passed all relevant diagnostic tests
in line with recommended best practice.
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