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ABSTRACT

The consistent decline of the Naira against the US
Dollar has had severe consequences for a
developing nation like the Nigerian economy,
especially for small and medium-sized businesses
(SMEs). The study investigated the impact of
exchange rate fluctuations on the sustainability of
small and medium-sized enterprises in Anambra
State, Nigeria. A primary source of data was used.
The descriptive survey research method was used
through the distribution of questionnaires to skilled
workforce of selected small and medium scale
enterprises in Anambra State. The population of the
study consisted of 548 skilled workers of selected
small and medium scale enterprises in Anambra,
and 246 sample size was derived from Taro
Yamane formula and 240 copies of questionnaires
were recovered. Linear regression analysis was
used to test the hypotheses. It was found that the
fluctuations in the dollar exchange rate have a
significant effect on the competitive advantage of
small and medium-scale enterprises in Anambra,
and market speculation has a significant impact on
the profitability of small and medium-scale
enterprises in Anambra. The study concluded that
fluctuations in the dollar exchange rate
significantly impact the sustainability of small and
medium-sized businesses in Anambra State,
Nigeria and recommends that Anambra SMEs
diversify their supply chains by sourcing raw
materials locally, thereby reducing reliance on
imported goods vulnerable to dollar exchange rate
fluctuations, and emphasizing the importance of
acquiring accurate market intelligence to enable
informed  decision-making and  minimize
speculative losses.

Keywords: exchange rate fluctuations, competitive
advantage, market speculation, profitability,
sustainability.

l. INTRODUCTION
Nigeria  is  currently  undergoing
unprecedented fluctuations in oil prices and a

depreciation of the Naira against the Dollar, with
exchange rate volatility significantly impacting
macroeconomic and financial stability, thereby
affecting the survival rates of small and medium
enterprises in the country (Edoko, Nwagbala &
Okpala,2018). For over four decades, there have
been inconsistencies in exchange rate policies, and
a lack of continuity in the exchange rate policies
has worsened the unstable nature of the naira rate.
(Yusuf &Adeyemi, 2014; Gbosi, 2005; Edokobi,
Nwagbala & Okpala,2018). These changes make it
difficult to anticipate the costs of inputs, build up
pricing strategies, and cut into the margins for
operation, which puts these businesses' long-term
profitability and sustainability at risk (Ogbuanya &
Chiekezie, 2024). The exchange rate is the price of
one country’s currency in terms of another’s,
dictating how one unit of a currency is exchanged
for another on the global market. This rate is
predominantly established in the Foreign Exchange
(FOREX) market, where diverse entities, including
Bureau de Change operators, small and medium-
sized enterprises (SMEs), commercial banks, and
central banks, engage in currency exchange
transactions (Ahmed & Wang, 2023). These
changes have a significant effect on a country's
objectives for the growth and diversification of the
economy, which in turn affect trade and investment
decisions (Bello &Obadare, 2023; Ibekwe, 2022).
Small business enterprises (SBEs) in
Nigeria, play a crucial role in economic
development, employment generation, and poverty
alleviation. However, their sustainability is
increasingly threatened by fluctuations in the
exchange rate of the U.S. dollar. Many SBEs
struggle to maintain profitability due to rising costs
of goods, unpredictable financial planning, and
difficulties in securing foreign exchange for
imports (Eze &Nwankwo, 2023). The central bank
is crucial in this process by regularly infusing
liquidity into the market to stabilize exchange rates
and maintain economic stability (Zhang & Kim,
2024). Without effective exchange rate policies and
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economic stabilization measures, small businesses
in Anambra State may continue to face operational
difficulties, reduced competitiveness, and potential
closure, thereby impacting the overall economic
growth of the region (Uche & Okafor, 2024). As
stated in Nwagbala, Ezeanokwasa and Johnson
(2023), in international markets, the devaluation of
the naira also affects the ability of entrepreneurial
businesses to compete. As the value of the naira
decreases, businesses that export their products or
services will find that they can sell their products or
services at a cheaper price in international markets.
However, this also means that it becomes more
expensive for businesses to import raw materials or
equipment, which may affect their ability to
compete in international markets (Nwagbala,
Ezeanokwasa & Johnson, 2023). According to
Eruka, Stella and Francisca (2025) Stated that
notwithstanding Nigeria's enormous oil reserves,
the nation remains significantly dependent on
imported refined petroleum products, which not
only decreases its foreign exchange reserves but
also exposes the country to fluctuations in the
international price of oil. The poor utilization of its
refineries not only hinders Nigeria's economic
potential but also negatively affects the
performance of SMEs, hence hindering job creation
and local value addition as stated in (Eruka, Stella
& Francisca,2025).

The question remains whether the
government has done enough to build an enabling
environment for companies to produce locally and
earn more foreign exchange. Without a doubt,
devaluation can be used as a fiscal policy tool to
discourage imports, achieve balance of payment,
support and promote businesses, but Nigeria isn't
there yet, as most SMEs still depend on goods and
services from other nations to stay afloat.
Devaluation of the Naira without adequate plans
being put on the ground would be dangerous, as
small and medium-scale businesses would have to
pay more to import finished products from other
countries (Nwagbala, Ezeanokwasa & Johnson,
2023). For instance, the Naira depreciated by
approximately 40% in 2023, leading to increased
costs for imported raw materials and subsequently
raising production costs for businesses reliant on
these imports. This depreciation, coupled with
inflationary pressures, has not only driven up the
cost of living but also created significant challenges
for SMEs in maintaining profitability and
sustainability (Adewunmi, 2023; World Bank,
2024). The impact is compounded by Nigeria’s
high inflation rate, which reached double digits and
has been difficult to control due to factors such as
poor coordination between fiscal and monetary

policies and an underdeveloped financial system.
This situation forces businesses to navigate higher
operational costs, while consumers face reduced
purchasing power, further straining economic
stability (World Bank, 2024).

The adverse effects of these fluctuations
are not limited to costs; they also extend to pricing
strategies, which can undermine the competitive
position of SMEs both locally and internationally
(Eze, 2023).Market speculation significantly
influences the profitability of small and medium-
scale enterprises (SMEs) in Anambra State,
Nigeria. Speculation in currency and commodity
markets leads to price instability, which affects the
cost of raw materials, inventory management, and
overall business operations (Okonkwo &Eze,
2023). When traders and investors anticipate future
exchange rate movements, their speculative
activities can cause sudden fluctuations in the value
of the naira, increasing import costs for SMEs that
rely on foreign goods and materials (Ogunniyi et
al., 2022). The uncertainty caused by speculative
activities makes it difficult for SMEs to plan and
set stable prices for their products and services.

In  response to these challenges,
policymakers and financial institutions have
implemented various measures to stabilize
exchange rates and support the sustainability of
SMEs. For instance, the Central Bank of Nigeria
(CBN) has introduced several policies aimed at
mitigating the impact of exchange rate fluctuations
on small businesses, including intervention in the
foreign exchange market and the provision of
targeted credit facilities (CBN, 2023). Despite
these efforts, the effectiveness of such policies
remains a subject of debate. Despite government
initiatives aimed at supporting small businesses,
such as the National Enterprise Development
Programme (NEDEP), many SMEs continue to
struggle, underscoring the need for more targeted
policies and support mechanisms to enhance their
resilience and capacity to contribute more
effectively to Nigeria's economic development
(Okeke & Amadi, 2023).

Statement of the Problem

The continuous fluctuations in the dollar
exchange rate pose a serious challenge to the
sustainability of small business enterprises (SMESs)
in Anambra State, Nigeria. When the Naira
depreciates against the US dollar, the cost of
importing goods and raw materials increases. This
leads to higher production costs, reduced profit
margins, and, in many cases, the inability to sustain
business operations. Many SMEs struggle to obtain
dollars at official rates and are forced to rely on the
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black market, where rates are significantly higher.
As a result, many manufacturing SMEs in Anambra
are struggling to maintain their operations, let alone
expand or innovate, due to the unpredictable nature
of exchange rate fluctuations and the corresponding
impact on their cost structures.

A survey on manufacturing SMEs in
Anambra highlighted several critical issues
exacerbated by exchange rate instability. Many
businesses reported a drastic reduction in
profitability, primarily driven by the escalating
costs of imported goods, which have become
increasingly difficult to absorb without passing on
the costs to consumers. However, the competitive
market environment makes it challenging for these
firms to adjust their prices without risking a loss of
market share. Consequently, profit margins have
been squeezed, leaving these SMEs with limited
resources to reinvest in business growth or
resilience-building measures. Additionally, the
competitiveness of manufacturing SMEs in
Anambra has been severely impacted, both locally
and in the broader Nigerian market. The increased
production costs have hindered their ability to
compete with products from other regions or
imported goods, which are often cheaper despite
the exchange rate challenges. This situation has led
to a decline in the number of active manufacturing
firms, contributing to rising unemployment and
economic stagnation in Anambra.

Given these challenges, there is a need for
targeted policy interventions at the state and federal
levels to stabilize the exchange rate and create a
more supportive  business environment for
manufacturing SMEs in Awka to sustain their
operations and contribute to regional economic
development. This study aims to fill this knowledge
gap by investigating the impact of dollar exchange
rate fluctuations on the sustainability of SMEs in
Anambra State.

Objectives of the Study

The broad objective will be to investigate
dollar exchange rate fluctuations on the
sustainability of small business enterprises (SMES)
in Anambra State, Nigeria.

Specifically, this study seeks:

1. To evaluate the effect of exchange rate
fluctuations on the competitive advantage of
small and medium-scale enterprises (SMESs) in
Anambra

2. To examine the impact of market speculation
on the profitability of SMEs in Anambra.

1. LITERATURE REVIEW

Dollar Rate Fluctuations

Dollar rate fluctuations, both in Nigeria
and globally, have been a focal point of economic
discussions, policy decisions, and market
behaviour. These fluctuations significantly impact
the prices of goods and services, inflation rates,
foreign reserves, and the overall economic health of
countries (Ndukwve, 2023). Nwagbala,
Ezeanokwasa, and Johnson (2023) reported a
strong positive relationship  between naira
devaluation and a decrease in profitability among
small businesses in Awka-South, demonstrating the
localized influence of currency movements.
Currency exchange rates, including the value of the
U.S. dollar, are influenced by a complex array of
factors, including monetary policies, inflation rates,
geopolitical events, trade balances, and investor
sentiment. For Nigeria, being an import-dependent
economy and an oil exporter, these fluctuations are
particularly critical for the businesses (Ndukwe,
2023). In the case of Nigeria, inflation has
remained persistently high due to several structural
issues, such as poor infrastructure, insecurity, and
dependence on imports for essential goods. In
contrast, inflation in the U.S. has been
comparatively low, resulting in the Nigerian naira
depreciating against the U.S. dollar over time
(Olaniyan, 2022). In response to these challenges,
the Nigerian government has introduced several
policies aimed at stabilizing the exchange rate and
boosting dollar inflows. One such policy is the
promotion of non-oil exports to diversify the
country’s foreign exchange earnings. Efforts have
been made to support sectors such as agriculture,
manufacturing, and technology to reduce the
economy’s dependence on oil revenues. However,
these initiatives have had limited success, as
structural barriers and a lack of competitiveness in
non-oil sectors persist (Ojo & Akintoye, 2023).
Domestically, efforts to address structural
weaknesses, such as improving infrastructure,
enhancing security, and diversifying the economy,
will be crucial in stabilizing the currency.

Market Speculation

Market speculation plays a pivotal role in
shaping currency fluctuations, particularly in the
situation of the dollar rate. Speculation in financial
markets involves the purchase or sale of assets with
the expectation that their value will change in the
future. This behaviour can significantly influence
supply and demand dynamics, leading to volatility
in exchange rates. For instance, investors often
react to economic indicators, geopolitical events, or
market sentiment, all of which can lead to
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increased speculative trading activities. For
instance, during times of economic uncertainty,
speculation can lead to increased demand for the
dollar as a safe-haven asset, resulting in
appreciation against other currencies (Albuquerque
& Ramey, 2023). As noted by Garcia and Marquez
(2023), the central bank's communication strategies
can significantly impact speculative trading,
thereby influencing the country's dollar exchange
rate.

Small Business Enterprises

Nwagbala, Ezeanokwasa and Johnson
(2023) Small and Medium Scale Enterprises
(SMEs) refer to businesses with relatively limited
resources, including capital, workforce, and
operational scope, compared to large corporations.
They form a vital component of the business
landscape, operating across diverse sectors like
retail, services, manufacturing, and technology.
These businesses are characterized by their
localised focus, direct owner involvement, and
significant contributions to local economies. They
are critical in driving economic growth, job
creation, and innovation in many economies
(Nwagbala, Ezeanokwasa& Johnson, 2023).
According to the National Bureau of Statistics
(NBS), there are approximately 41.5 million
MSMEs in Nigeria, contributing about 48% of the
national GDP (NBS, 2023). Despite their
importance, these businesses face numerous
challenges, including limited access to finance,
inadequate infrastructure, and bureaucratic red tape
(Akande, 2022). These problems often hinder their
growth and sustainability, affecting their overall
contribution to the economy. Despite the
advantages of digitalization, small businesses
worldwide still face challenges related to
cybersecurity and data protection. In Nigeria,
businesses that have diversified their operations
and embraced innovation have been better
positioned to weather economic uncertainties
(Ogunleye et al., 2023). Moreover, addressing
challenges related to finance, infrastructure, and
cybersecurity will be essential for sustaining
growth and competitiveness (Brown & Mason,
2022).

Sustainability of Small Business Enterprises
Globally, the concept of sustainability
extends beyond mere survival and profitability to
encompass the long-term impacts on society, the
environment, and the economy. In Nigeria, the
sustainability of SMEs presents unique challenges
and opportunities that reflect broader global trends
but also exhibit specific local nuances (Ojiagu,

2023). Globally, sustainability for SMEs involves
integrating economic, environmental, and social
dimensions into business practices. This approach
ensures that companies not only strive for
profitability but also contribute positively to their
communities and minimize their ecological
footprint. Business sustainability refers to the
practice of managing an organization's operations,
products, and services in a manner that is
economically viable, environmentally responsible,
and socially equitable, with the goal of long-term
success and resilience. As stated in NKkiru, Chinelo
and Raphael(2023) Business sustainability is the
process of ensuring that an organization's
operations, products, and services are handled in a
way that is environmentally responsible,
economically viable, and socially equitable, with
the aim of achieving long-term growth and
resilience. It entails the integration of
environmental, social, and economic factors into
decision-making processes to reduce the adverse
effects on the economy, society, and the planet,
while at the same time creating value for
stakeholders (NKkiru, Chinelo &Raphael,2023).

According to a study by NESREA (2024).
SMEs that adopt sustainable practices often
experience  enhanced  reputation, increased
customer loyalty, and improved operational
efficiencies. This is particularly relevant in an era
where consumers are becoming more conscious of
the environmental and social impacts of their
purchases (NESREA, 2024). The Nigerian
government has introduced several initiatives
aimed at supporting green business practices, such
as the National Environmental Standards and
Regulations Enforcement Agency (NESREA)
guidelines and the Nigerian Industrial Revolution
Plan (NIRP) (NESREA, 2024). These policies
provide a foundation for sustainable practices but
often lack the enforcement mechanisms and
financial support needed to be fully effective.
Nonetheless, there is a growing trend among
Nigerian SMEs to incorporate sustainability into
their business models, driven by both consumer
demand and a desire to differentiate themselves in
the market. Environmental sustainability is a
critical component of overall sustainability.
According to the Global Reporting Initiative
(2024), companies are increasingly expected to
address social issues such as labour rights,
diversity, and community development as part of
their sustainability strategies (Global Reporting
Initiative, 2024).
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Competitive Advantage

The concept of competitive advantage
plays a pivotal role in the sustainability of small
and medium-sized enterprises (SMEs).
Competitiveness in SMEs is closely related to the
establishment of strong customer relationships.
Customer-centric strategies, such as personalized
services and engagement initiatives, contribute to
the competitive advantage of SMEs. A study by
Zhang and Kim (2024) emphasizes that SMEs that
prioritize customer relationships are more likely to
foster loyalty and repeat business, which are
essential for sustained revenue growth. This focus
on customer engagement not only enhances
competitiveness but also aligns with sustainable
practices that promote ethical and responsible
business operations. Moreover, the role of
technology in enhancing competitiveness and
sustainability cannot be overlooked. Digital
transformation has become a critical factor for
SMEs aiming to improve their competitiveness.
SMEs that leverage digital technologies are better
positioned to streamline operations, enhance
customer engagement, and adapt to market
changes. The adoption of technology also supports
the implementation of sustainable practices, as it
enables SMEs to monitor their environmental
impact and optimize resource utilization
(Muhammad et al., 2022; Rahman et al., 2021;
Zhang & Kim, 2024). In practice, this means that
SMEs in Awka and similar markets must either
absorb higher costs (losing competitiveness) or
innovate in their supply chains to retain market
share.  Without such strategies, persistent
exchange- rate fluctuations tend to undermine
SMEs’ relative competitiveness by increasing their
production costs and forcing frequent price
adjustments (Ezeanolue, Ogbu, Ugbodaga, &
Okoli, 2023)

Profitability

Profitability is traditionally viewed as the
ability of a business to generate more income than
expenses, but its implications for sustainability
extend beyond mere financial gain. In the context
of SMEs, profitability serves as an essential
indicator of the business's overall health and
longevity, impacting its capacity to invest in
sustainable practices, employee welfare, and
community development (Cohen, Raza &Vickers,
2023). This interconnectedness suggests that
profitability is not merely an endpoint but rather a
necessary condition for sustainable operations.
Moreover, the profitability of SMEs directly
influences their capacity to innovate and adapt to
changing market conditions. Research indicates

that profitable firms are more likely to allocate
resources toward research and development,
enabling them to create sustainable products and
services (Martinez-Ros & Orfila-Sintes, 2021). In
contrast, SMEs struggling with profitability often
lack the financial flexibility to invest in innovation,
which can hinder their competitiveness and
sustainability. Thus, profitability plays a pivotal
role in shaping the long-term strategic direction of
SMEs, making it a crucial component of their
sustainability framework.

Dollar Rate Fluctuations and Sustainability of
Small Business Enterprises

The impact of dollar rate fluctuation on
the sustainability of small business enterprises is a
multifaceted issue, influencing both domestic and
global markets. For small businesses in Nigeria,
where the economy is heavily influenced by
fluctuations in foreign exchange rates, the impact
can be profound and multifarious. The dollar
exchange rate is crucial for small businesses
engaged in import and export activities. In Nigeria,
where many small enterprises rely on imported raw
materials and goods, a high dollar rate means
increased costs for these imports. When the naira
weakens against the dollar, businesses face higher
expenses for raw materials, which directly impact
their profit margins (Oluwatoyin &Olusola, 2021).
This situation forces businesses to either absorb the
increased costs or pass them onto consumers
through higher prices, which can reduce demand
and ultimately affect profitability (Adeoye et al.,
2022).

Moreover, dollar rate fluctuations can
exacerbate inflationary pressures. For small
businesses operating in economies like Nigeria's,
which are susceptible to inflation, an increase in the
dollar rate can lead to higher costs of goods and
services. As prices rise, consumer purchasing
power declines, affecting sales and revenue streams
for small businesses (Ibrahim &Nnanna, 2023).
Exchange rate management policies, such as
foreign  exchange controls and  monetary
interventions, can affect the stability of the naira
and, consequently, the operational environment for
small enterprises (Ojo & Oluwaseun, 2023).
Effective policy measures can help stabilize
exchange rates and reduce the volatility faced by
businesses, contributing to their long-term
sustainability.

Small businesses may also face challenges
related to pricing strategies and cost management
in the face of dollar rate fluctuations. Adjusting
pricing structures to reflect changes in exchange
rates can be complex, especially in competitive
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markets where price sensitivity is high (Lee &
Park, 2021). Businesses must carefully balance
their pricing strategies to maintain profitability
while remaining competitive in the market. The
broader economic environment also affects how
small businesses respond to dollar rate fluctuations.
In times of economic uncertainty or financial
crises, businesses may face additional pressures
related to currency fluctuations. For instance,
during global financial crises, exchange rate
volatility can increase, creating additional
challenges for small enterprises (Smith & Brown,
2023). These conditions can strain business
operations and necessitate adaptive strategies to
navigate the turbulent economic landscape

Dollar Exchange Rate Fluctuations on the
Competitive Advantage of Small and Medium
Scale Enterprises

Fluctuations in the dollar exchange rate
significantly  influence the operations and
competitive advantage of Small and Medium
Enterprises (SMEs) in Nigeria, particularly in
Anambra State. As SMEs in developing economies
like Nigeria increasingly rely on imported materials
and machinery, exchange rate volatility imposes
various challenges. A depreciating naira, for
instance, raises the cost of imported goods and
services, which in turn hampers the ability of SMEs
to maintain competitive pricing in both local and
global markets (Obi, 2022). The high dependency
on imports for raw materials and machinery forces
SMEs to adjust their prices upward, thereby
reducing their competitive edge compared to
foreign enterprises with access to cheaper resources
(Okonji et al., 2022). In addition, when the local
currency weakens, SMEs face higher production
costs that often result in a reduced ability to attract
customers, a key aspect of sustaining their
competitiveness. In Anambra State, where SMEs
constitute a substantial part of the economy, dollar
exchange rate fluctuations exacerbate existing
vulnerabilities. Many SMEs, particularly those in
manufacturing and trading, rely on foreign
suppliers for inputs. When the naira depreciates,
the cost of procurement rises, forcing SMEs to
either absorb these costs or transfer them to
consumers, thus affecting profit margins (Olufemi,
2024). As profit margins reduced, the ability of
these enterprises to reinvest in their operations,
innovate, and expand diminishes, directly affecting
their competitive positioning. These challenges are
particularly acute for businesses in the agro-allied,
manufacturing, and trading sectors, which are
critical to the state's economic growth (Olufemi,
2024)

To mitigate the effects of dollar
fluctuations, SMEs in Anambra State must adopt
adaptive strategies. These include seeking local
alternatives to imported inputs, diversifying
revenue streams, and investing in risk management
practices (Umeh & Onuoha., 2023; Nwachukwu,
2022). Moreover, partnerships between SMEs and
larger corporations or foreign entities can provide
much-needed capital and expertise, enabling them
to compete more effectively in both local and
global markets. However, these strategies require
government support in the form of favorable
policies, access to finance, and infrastructure
development(Okonkwo et al., 2023)

Market Speculation on Profitability of Small
and Medium Scale Enterprises

Market speculation, particularly in the
situation of fluctuations in the dollar exchange rate,
plays a significant role in influencing the
profitability of small and medium-sized enterprises
(SMEs). SMEs often serve as the backbone of
economies, contributing to job creation and
economic diversification. However, they are also
uniquely vulnerable to external shocks, such as
currency fluctuations. The volatility of the dollar
impacts SMEs' operational costs, pricing strategies,
and ultimately, their profitability (Hernandez &
McLain, 2022; Chen et al., 2021; Kowalski, 2020).
When the dollar appreciates, SMEs that rely on
imported goods may face higher costs, which can
reduce their profit margins and create a cascading
effect throughout the supply chain. In many
countries, SMEs are heavily dependent on imported
raw materials, equipment, and even technology.
When market speculation leads to a depreciation of
the local currency against the dollar, the costs of
these imports rise significantly (Garcia et al., 2021;
Singh et al.,, 2022; Li, 2023). Thus, a small
manufacturing company that depends on imported
machinery may encounter unexpected increase in
costs as a result of dollar fluctuations. This may
necessitate the company to either absorb the costs,
which could potentially reduce profitability, or shift
the costs onto consumers, which could negatively
impact demand.

Moreover, the impact of market
speculation extends beyond direct costs associated
with imports. Fluctuations in the dollar also affect
SMEs' pricing strategies. In an environment of
currency instability, SMEs may find it challenging
to set prices that reflect both market conditions and
the fluctuating costs of goods (Pérez & Gutiérrez,
2021; Amin et al., 2022; Zhao, 2023). If SMEs
decide to increase prices in response to higher
costs, they risk losing customers to competitors

DOI: 10.35629/5252-0709610620

[Impact Factorvalue 6.18| 1SO 9001: 2008 Certified Journal Page 615



\% International Journal of Advances in Engineering and Management (IJAEM)

—_—

JAEM

Volume 7, Issue 09 Sept. 2025, pp: 610-620 www.ijaem.net

who might not have been similarly affected.
Alternatively, if they choose to keep prices stable,
their profit margins will be limited. This price
rigidity can lead to a loss of competitiveness in
both local and international markets, further
threatening the sustainability of these enterprises
(Martinez & Palacios, 2023; Liu & Wang, 2020;
Mohammed et al., 2022).

Moreover, SMEs that export their goods
face unique challenges when dealing with dollar
fluctuations. A strong dollar can make their
products more expensive for foreign buyers,
reducing demand and impacting sales (Kemp et al.,
2021). Conversely, when the dollar weakens, SMEs
may find it easier to penetrate foreign markets due
to lower prices, but they might still struggle with
the increased costs of imported raw materials. This
dual challenge underscores the complexity of
market speculation and its direct effects on
profitability, emphasizing the need for effective
risk management strategies to navigate such
fluctuations (Huang et al., 2023).

Finally, in the face of market speculation
an organization's ability to harness its human
capital can significantly influence its resilience and
profitability. For instance, effective communication
with customers regarding pricing strategies during
periods of dollar instability can maintain loyalty
and mitigate potential losses in sales. Furthermore,
collaborative relationships with suppliers can lead
to mutually beneficial arrangements that allow
SMEs to better manage costs during uncertain
times (Alhassan et al., 2022; Ojo et al., 2023;
Huang & Zhang, 2022).

Theoretical Review
This study is anchored on the Exchange Rate Risk
Theory

2.2.1. Exchange Rate Risk Theory (McKinnon
Ronald , 1973).

Exchange rate risk theory, initially
propounded by economist Ronald M. McKinnon in
the 1970s, addresses how fluctuations in currency
exchange rates can impact businesses and
economies. McKinnon’s work, particularly his
1973 book "Money and Capital in Economic
Development,” laid the groundwork  for
understanding exchange rate risk. This theory
focuses on how changes in exchange rates can
affect the financial performance of businesses
engaged in international trade. It provides a
framework for analyzing the risks associated with
currency volatility and its implications for business
sustainability.

In small business enterprises in Anambra,
the relevance of exchange rate risk theory is
significant. Small businesses in this region, like
many others, may engage in cross-border trade or
rely on imported goods and services. Fluctuations
in the dollar rate can directly affect these
businesses’ costs and revenues. For instance, if the
dollar strengthens against the local currency, the
cost of imported raw materials or goods increases,
which can erode profit margins for businesses that
cannot pass on these costs to consumers.
Conversely, dollar depreciation might increase the
cost of exporting goods, potentially making local
products less competitive in international
markets.The financial stability of these businesses
can be jeopardized, affecting their ability to
maintain operations, invest in growth, or remain
competitive.

In conclusion, exchange rate risk theory,
as propounded by Ronald M. McKinnon, provides
valuable insights into how currency fluctuations
impact businesses, particularly those engaged in
international trade. For small business enterprises
in Anambra, this theory highlights the significance
of managing exchange rate risks to ensure financial
stability and sustainability. By implementing
appropriate  risk management strategies and
improving their financial practices, these
businesses can better navigate the challenges posed
by currency volatility and enhance their prospects
for long-term success.

The J-Curve Effect

The J-curve effect, as described by Cheng
(2011), is when a country's trade balance become
less favourable in the short term following its
currency declines in its value, however
subsequently gets improved over time. This
happens because the prices of imports rise up right
after depreciation, but the amounts of exports only
change after a while. Evidence from China shows
that its trade surplus widened at least in part due to
J-curve effect and reduces terms of trade.

1. MATERIALS AND METHODS

A descriptive survey research design was
employed and a quantitative approach was utilized
to collect sample data from a specific population.
The selection of this method aimed to ensure more
robust and dependable outcomes for the study. A
population of 548 skilled employees working in
administrative,  marketing, and  production
departments across seven strategically selected,
accessible, and reputable SMEs in Awka was used.
These employees were chosen for their relevant
expertise and knowledge aligned with the research
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objectives, thereby enhancing the study's using
content validity. The sample size of 246was
determined using Taro Yamani Formula.
Quantitative data was generated through the
questionnaire. Linear regression analysis were used
to test the hypotheses to determine how Dollar rate
fluctuation affects SMEs in Anambra.

Table 1. Presents the distribution of the
questionnaire by the researcher. It shows the
number of questionnaires that was distributed and
the number that was gathered back after the
distribution.

Table 1: Distribution and Return Rate of Questionnaire

Options Frequency Percentage (%)
Distributed 246 100
Returned 240 97.5

Source: Field Survey Report 2025

Table 1 show that out of the 246 copies of
the questionnaire  distributed, 240 copies
(representing (97.5%) were returned and 6 copies

Test of Hypotheses
Hypothesis 1

(2.5%) was not returned. Thus 97.5% of the
questionnaires administered were utilized to reach
conclusion in this work.

Table 2: Linear regression on the fluctuations in the dollar exchange rate have no significant effect on the
competitive advantage of small and medium scale enterprises in Awka.

N Cal.R Df Cal. T

p-value o Remark

240 0.77 244 8.08

0.001 0.05

Significant

Table 2 indicated that at 0.05 level of
significance and 244 df, the calculated t 8.08 with
p-value 0.001 which is less than 0.05 (r(244) =
0.77, p < 0.05), the null hypothesis is rejected. This

Hypothesis 2

means that fluctuations in the dollar exchange rate
have a significant effect on the competitive
advantage of small and medium scale enterprises in
Awka.

Table 3: Linear regression on market speculation has no significant impact on the profitability of small
and medium scale enterprises in Awka.

N Cal.R Df Cal. T

p-value o Remark

240 0.89 244 12.93

0.000 0.05

Significant

Table 3 indicated that at 0.05 level of
significance and 244 df, the calculated t 12.93 with
p-value 0.00 which is less than 0.05, (r(1185) =
0.89, p < 0.05), the null hypothesis is rejected. This
means that market speculation has significant
impact on the profitability of small and medium
scale enterprises in Awka.

Findings of the study indicate that;

1. The fluctuations in the dollar exchange rate have
significant effect on the competitive advantage of
small and medium scale enterprises in Awka.

2. Market speculation has significant impact on the
profitability of small and medium scale enterprises
in Awka.

Conclusion

From the perspective of this study. It was
concluded that the fluctuations in the dollar
exchange rate has significant effect on the
competitive advantage of small and medium scale

enterprises in Awka, market speculation has
significant impact on the profitability of small and
medium scale enterprises in Awka,

Based on the findings of the study, the following
recommendations were made;

1. Small and medium scale enterprises (SMES) in
Awka should consider diversifying their supply
chains to source raw materials locally, reducing
their reliance on imported goods that are directly
affected by dollar exchange rate fluctuations.

2. SMEs in Awka should prioritize obtaining
accurate market intelligence to make informed
decisions and avoid losses caused by speculation.
They could also form industry associations to share
relevant market trends, reducing the adverse impact
of speculation on individual businesses.
Additionally, engaging in flexible pricing strategies
can help mitigate the influence of unpredictable
market conditions on profitability.
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Contributions to knowledge
1. Empirical Evidence of Exchange Rate Effect
on Competitiveness:

The study provides concrete evidence that
fluctuations in the dollar exchange rate
significantly influence the competitive position of
SMEs in Awka. The findings contributes to the
limited study regions that empirically correlates
currency volatility with the competitiveness of
local SMEs, emphasizing the vulnerability of small
businesses in import-dependent economies to
external currency fluctuations.

2. Market Speculation and the Profitability of
Small and Medium Enterprises:

The study highlights the importance of
market speculation as a crucial factor influencing
profitability in SMEs. This insight offers a unique
perspective to SME literature by indicating how
perceived market uncertainty and speculative
behaviours exacerbate operational risks and
financial instability at the micro-enterprise level.

Suggestion for Further Studies

Future research could explore the long-
term effects of dollar exchange rate fluctuations on
the growth trajectories of small and medium scale
enterprises (SMEs) in Onitsha, with a specific
focus on sectors most vulnerable to currency
volatility, such as retail and manufacturing.
Additionally, studies could investigate the role of
government policies and financial institutions in
providing support mechanisms for SMEs facing
exchange rate risks.

Limitations of the Study

The study was affected by the inability to
assess comprehensive records of SMEs in Anambra
State, as it delayed the research process. But the
problem was mitigated by visiting the Awka
Chamber of Commerce for the collection of
registered SMEs. The study was also affected by
the high cost of transport to various SMEs by the
researcher, as it was necessary to gather data and
facts about the study.
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