TRADE LIBERALIZATION AND ITS IMPACT ON NIGERIA ECONOMIC GROWTH

Abstract
This study examined the relationship between trade liberalization and economic growth proxied by gross domestic growth rate in Nigeria. The study specifically assessed whether there is a long run and short run causal relationship running from trade liberalization to economic growth in Nigeria. Trade liberalization was measured using trade openness, exchange rate, total import trade, total export trade and balance of trade. The data for the study were source from the CBN statistical bulletin for the period 1986 to 2014. The study used the Autoregressive Distributive Lag (ARDL) technique for data analysis. Findings from the analyses showed that trade liberalization has no long run causal relationship with gross domestic product growth rate in Nigeria. Also, trade openness and exchange rate have no short run causal relationship with gross domestic product growth rate in Nigeria. Lastly, total import trade, total export trade and balance of trade has short run causal relationship with gross domestic product growth rate in Nigeria. The study on the basis of these findings recommends the efficient use of total import trade, total export trade and balance of trade policy measures of trade liberalization in other to maximally benefit from trade liberalization.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study
Historically, trade has acted as an important engine of growth for countries at different stages of development, not only by contributing to a more efficient allocation of resources within countries, but also by transmitting growth from one part of the world to another. Over the past several decades, the economies of the world have become increasingly linked, through expanded trade. International trade has often played a central role in the historical experience of the developing world.  Because of the economic impact that trade has always had on civilizations, governments often become involved in trade with the goal of producing a particular economic outcome for their countries. There are, however, static and dynamic gains from trade between countries, but there is nothing in the theory of trade that says that the gains are equitably distributed.

Trade liberalization started in 1947, after the 2nd World war, with the inception of the General Agreement on Tariffs and Trade (GATT). The GATT was negotiated in 1947 by 23 countries of which 12 are industrialized countries and 11, developing countries. The main focal point of the GATT was to lower trade barriers. GATT was later replaced by the WTO (World Trade Organization) in 1994.

Basically, the main purpose of trade liberalization is to allow countries to export those goods and services that they can produce efficiently, and import the goods and services that they produce inefficiently. The above statement refers to the theory of comparative advantage. Traditional explanations of trade as “the engine of growth” and the impact of trade on economic development are rooted in the principles of comparative advantage.

Essentially, the theory of comparative advantage arose from nineteenth century free trade models associated with David Ricardo and John Stuart Mill, which were later modified by trade theories embodied in the factor proportions theory of Hecksher – Ohlin (1933), Stolper-Samuelson (1941) and Rybzsnski (1955) effects.

As a matter of fact, Nigeria has been romancing with the idea of ‘openness is good for growth.’ Key government officials, as expected, see trade as ‘an indispensable engine for economic growth’. Given the predictions of trade theory and observations, the important point to make in this introduction is that the issue for developing countries in general, and Nigeria in particular, is not so much whether to trade, but what to trade, and the terms on which trade should take place with the developed countries of the world (or between themselves). Another question to be asked is; at what level of growth/development should a country adopt trade liberalization to ensure sustainable economic development? The focus of this work shall therefore be on determining if a relationship exists between trade liberalization and economic growth, the nature of that relationship and the impact of trade liberalization on economic growth in Nigeria.

The Nigerian main trade policy instrument shifted remarkably away from tariffs to quantitative import restrictions, particularly import prohibition and import licensing from the mid 1970’s. This gave rise to the Nigerian customs legislature establishing an import prohibition list for trade item and an absolute import prohibition list for non trade items, Oyejide (1975). The customs legislation empowered the government to modify this list at its discretion by adding or subtracting items through customs and excise notices and government announcement. And over the years there have been several modifications on this list targeted to protect existing domestic industries and reducing the country’s dependence on imports.

There are three international organisations that have expressed views on Nigerian’s import prohibition policy, these are the World Trade Organisation, the World Bank and the International Monetary Funds. They have advisory role with respect to trade and other policy matters in Nigeria and had advised a more liberal trade policy regime in Nigeria which was initiated in the 1980s. The World Bank and the International Monetary Funds did support this via its lending programme Prior to the introduction of the structural administration programme (SAP) in 1986 in Nigeria, imports were subjected to quantitative controls implemented through a combination of ban on agricultural and some manufactured goods and a licensing system. But under the SAP, import and export licensing was abolished, price and distribution control on agricultural exports was removed and the prohibited list of imports was reduced.

This issues of whether trade liberalisation would lead to economic growth has become a debate for both pro-traders and protectionists. This has led to a growing change in the trend of world trade. Mostly, African countries have become more careful in embarking in liberalisation of policies.

1.2 Statement of the Problem

The extent to which trade liberalization affects the economy remains a burning issue. The removal or reduction of restriction or barriers to the free exchange of goods and services among nations and non-tariffs obstacles such as licensing rules, quotas will in no doubt open the market and increase real value of goods and services produced by a country.

However, Nigeria is romancing with the idea that openness is good for growth, but fiery issues arise where local productivity drops as a result of excess importation of goods which could have been locally produced. In a debate in the House of Representatives sponsored by Hon. Abubakar Amuda-kannike 2015 on the motion calling for the enforcement of the ban of importation of frozen poultry ‘the economic impact to the local poultry industry is enormous given that Nigerians lose about 1 Million jobs and about N399.4 Billion annually to importation and smuggling of frozen birds. Another problem is whether Nigeria has proper institutions to manage dumping? The removal of embargo without proper management has been known to lead to dumping which can push local manufacturers out of business and negatively impact on Gross Domestic Product.

Management of the upsurge of local multiple taxations becomes a serious task where the market is opened for seamless exchange of goods and services given the drive for internally generated revenue by states and local government areas. This can lead to price increment for imported goods be it raw material or finished goods thereby leading to a downward push on the demand for them and eventually economic growth.

Some of the pertinent problems are how does trade openness relate with gross domestic product growth rate in Nigeria? To what extent does exchange rate relate with gross domestic product growth rate in Nigeria? What is the relationship between total import trade investment and gross domestic product growth rate in Nigeria? How does total export trade relate with gross domestic product growth rate in Nigeria? How does trade balances relate with gross domestic product growth rate in Nigeria?

Answering these questions is absolutely not an easy task. Therefore this study will seek to empirically analyze and evaluate using conventional and non-conventional approach to investigate a number of factors related to these problems and attempts to establish the relationship between economic growth and trade liberalization in Nigeria.

1.3 Research Questions
Given the aforementioned problem prevalent in external borrowing, hence this research work on trade liberalization and Nigeria economic growth tries to answer the following specific research questions:

To what extent does trade liberalization on economic growth of Nigeria?

Is there any observed long-run relationship between trade liberalization on Nigeria economic growth?

1.4 Objectives of the Study
The main objective of the study is to investigate the relationship between  trade liberalization on Nigeria economic growth. The specific objectives of study are to:

(i) Empirically investigate the impact of  trade liberalization on Nigeria economic growth.

(ii) Examine the long-run relationship between trade liberalization and Nigeria’s economic growth.

1.5 Statement of Hypothesis
In order to have a framework for the study and also to answer the research questions above, the following hypotheses were formulated:

H0: Trade liberalization has no significant impact on Nigeria’s economic growth.

H0: There is no long-run relationship between trade liberalization and economic growth of Nigeria.

1.6 Significance of the Study
This study will be significant to the following stakeholders:

Researchers: It is expected that this study would contribute to the advancement of the existing literature on trade and economic growth especially in the Nigerian case. Thus, forming a veritable source of reference for researchers.

Government: It is also expected that the empirical results and recommendations of this work would be useful to policy makers as it would help in adopting suitable trade policies that will promote trade in Nigeria.

Investors: Investors will benefit immensely from this research work as it will expose them to the benefits and harmful effects of trade liberalization and help them know how to invest their funds wisely.

General public: The general public would find this study very useful because it will serve as a spring board for continuation of research as well as for detailed information as regards trade activities in Nigeria.

And finally, the research will serve as a reference guide to other researchers who will find the research helpful in conducting further research on the topics.

1.7 Scope and Limitation of the Study

The study seeks to analyze  trade liberalization on Nigeria economic growth. In order to fully capture its effect on the economy, a thorough empirical investigation will be conducted with data covering a period of 34 years i.e. 1981-2015. This period was chosen to cover the period after the oil collapse and also the post debt-relief era. This study is limited by the following factors; Paucity of Materials: Materials for the study were not adequate and consistent thereby resulting to extra effort by the researcher to validate the data.

Inaccessibility of Data: Difficulty in accessing data for the study was yet another limitation. This had its own toll on the research work because it limited the data that was used for the study.

Financial Constraint: Lack of adequate funds on the part of the researcher constituted another problem. However, amidst all these enumerated constraint faced by the researcher, effort was adequately made by the researcher to ensure the reliability of the result by subjecting the research to many advance econometric test to fish out any possible spuriousity of result among others.

REVIEW OF RELATED LITERATURE

SECTION TWO

REVIEW OF RELEVANT LITERATURE
Introduction

This section focused on review of relevant literature on trade openness and economic growth. It is divided into two main sub sections: theoretical review and empirical review. 

The impact of trade openness on economic growth in Nigeria and other countries has generated large volume of empirical studies with mixed findings using cross sectional, time series and panel data. Trade is generally believed to be positively related with growth (Smith, 1776). This idea prevailed until World War II. More precisely, it is held that appropriate trade policies in particular circumstances can be used to stimulate economic growth and development. Therefore, this section of the study seeks to review relevant empirical studies that have examined the impact of openness in the actualization of sustainable growth. However, differing opinions have indeed continued to emerge on how trade openness can affect economic activities. The genesis of these controversies has been traced to the theoretical exposition of Adam Smith and David Ricardo. Adam Smith first described the principle of absolute advantage in the context of trade, using labor as the only input, since absolute advantage is determined by a simple comparison of labour productivities; it is possible for a party to have no absolute advantage in anything, in that case, according to the theory of absolute advantage no trade will occur with the other party. The principle of absolute advantage is the ability of a party (an individual, or firm, or country) to produce more of a good product or service than competitors, using the same amount of resources. David Ricardo was opposed to tariffs and other restrictions on trade. Ricardo devised an idea that is well known as the theory of comparative advantage. Ricardo states that comparative advantage is a specialization technique used to create more efficient production and describes opportunity cost between producers with perfect competition and undistorted markets where countries that tend to export goods in which they have a comparative advantage.

In addition to the controversies among the different schools of thought on the possible linkage between trade openness and economic growth, efforts have been made by researchers to authenticate or refute the arguments of these prominent schools of thought. Ogbokor (2001) analyzed the macroeconomic impact of oil exports on the economy of Nigeria. With the use of OLS technique, he observed that economic growth reacted in an expected way to changes in the variables used in the study. He also found that 10% increase in oil exports would lead to 5.2% increase in economic growth. He concluded that export-oriented strategies should be given a more favorable support. Similarly, Akerele (2001) with the use of appropriate quantitative techniques, identified sources of instability in export earnings for the Nigeria economy for the period of 17years (1980-1997). He observed that both political and economic factors were the major sources of instability in Nigeria’s export earnings. The influence of political factors on export earnings is not surprising, since the period of study coincided with the imposition of various sanctions on Nigeria for failing to adopt western-style democracy. Rodriquez and Rodrik (2001) argued that trade policy does affect the volume of trade, but there is no strong reason to expect the effect of growth to be quantitatively similar to the consequences of change in trade volumes that arise as reductions in transport cause or increases in world demand. Trade restrictions should represent policy responses to real or perceived market imperfections or are used as mechanism for rent extraction. They believed that trade policy works differently from natural or geographical barriers to trade and other exogenous determinants. Greenway, Morgan, and Wright (2002) having carried an empirical study on the impact of international trade on 70 developing countries found a significant positive relationship between trade and economic growth, i.e., international trade is a bedrock for economic growth. Irwin and Tervio (2002) suggested that countries that are more open to trade tends to experience higher growth rates and per-capita income than closed economy.

Liu, Burridge and Sinclair (2002) examined the relationship between economic growth, foreign direct investment and trade in China. The study found long run relationship between the variables and a bidirectional causality between economic growth, trade and foreign direct investment. In other stimulating study, Weisbrot and Baker (2003) argued that trade may not be the only key to rapid economic growth and development. They noted that the success of some countries that experienced accelerated growth did not follow simple path to trade liberalization because the government directs the economy through the use of subsidies. Ajayi (2003) reports that the removal of barriers to trade has increased the flow of trade by 16 percent fold in the last 50 years, with the world exports of goods and services almost tripled in real terms between 1970 and year 2000. However, the share of developing countries or third world countries contribution to world trade is still very low because their exports are predominantly primary products which do not contribute much to GDP of such countries compared to trade on manufactured or finished goods. Yew-Wah (2004) in his study reported that for the past forty years (1961-2000), the Malaysian economy grew at an impressive average rate of 6.8% per annum. The rapid growth was attributed, in part, to the remarkable success in the export-oriented industrialization policy. Shafaeddin (2005) posits that trade is necessary when an industry reaches a certain level of maturity provided it is undertaken gradually and selectively.

Oviemuno (2007) studied foreign trade as an engine of growth in developing countries taking Nigeria (1980-2003) as a case study; the findings showed that Nigeria’s export value does not act as an engine of growth in Nigeria. Nigeria’s import does not act as an engine of growth in Nigeria and that Nigeria’s inflation rate also does not act as an engine of growth. Chang and Ying (2008) confirmed the positive growth effects of trade and air freight for a sample of Economic Commission for Africa (ECA) countries. Kim and Lin (2009) applied the instrument-variable threshold regression approach to 61 countries and find an income threshold level above which greater trade enhances economic growth. Below the threshold level, however, trade openness has detrimental effects on growth. Chang et al. (2009) found a positive relationship between trade openness and economic growth. For a sample of 34 African countries, Vlastou (2010) found that openness to trade has a negative impact on economic growth. He also reports a causal relationship running from openness to growth. Afzal and Hussain (2010) found no causal relationship between exports and economic growth as well as between imports and economic growth in Pakistan. However, in more recent studies, Kim, Lin, and Suen (2012) provided evidence that trade promotes economic growth in high-income, low-inflation, and non-agricultural countries but has a negative impact in countries with the opposite attributes. In a study of 27 African least developed countries, Tekin (2012) found no significant causality between foreign aid, trade openness and real per capita GDP.

Sakyi, Villaverde, Maza, and Chittedi (2012) investigated the relationship between trade openness, growth and development for 85 middle income countries for the period 1970 to 2009. The study found that there is a significant long run relationship between trade openness and development. Additionally a bidirectional causality was found between the variables which implies that higher development tends to increase trade openness and vice-versa. On the other hand, short-run causality between the variables was not found. Asfaw (2014) examined the impact of trade liberalization on economic growth in a sample of 47 Sub-Saharan African countries. The results reveal that openness to trade stimulates both economic growth and investment. Besides, trade policies such as average weighted tariff rate and real effective exchange rate affect economic performance through trade. Menyah, Nazlioglu, and Wolde-Rufael (2014) analyzed the causal nexus among financial development, trade openness and economic growth for 21 Sub-Saharan African countries. They found limited support for the trade-led growth hypothesis. The trade-led growth hypothesis holds only for Benin, Sierra Leone, and South Africa.

Were (2015) examined the differential effects of trade on economic growth and investment using cross country data over the period 1991 to 2011. He found that trade has positively impacted economic growth in developed and developing countries, its effect is insignificant for least developed countries (LDCs), which largely include African countries. Tahir and Azid (2015) examined the relationship between trade openness and economic growth in 50 developing economies for the period 1990 to 2009. The results show trade openness has impacted economic growth positively and significantly in developing countries. Vogiatzoglou and Nguyen (2016) investigated the economic openness and economic growth for 5 ASEAN countries over the period 1980 to 2014. The study found that there is a long-run relationship between economic openness and GDP in all the 5 ASEAN economies. Additionally it was found that FDI, imports and exports have a significantly positive long-run impact on the economic growth. On the contrary, short-run causality was not found between the variables. Lawal, Nwanji, Asaleye, and Ahmed (2016) apply the ARDL methodology to Nigeria and find a negative long-run impact of trade openness on economic growth but a positive growth effect in the short run. Further, a two-way causality was found between the two variables. In a study of China, Hye, Wizarat, and Lau (2016) show that trade openness is positively related to growth in the long and short run. Sunde (2017) confirmed the FDI-led growth hypothesis by empirically investigating economic growth as a function of foreign direct investment and exports in South Africa. The long run relationship between economic growth, foreign direct investment and exports was tested using the autoregressive distributed lag (ARDL) model. The empirical results confirmed co-integration between economic growth, foreign direct investment and exports. The results indicate that both foreign direct investment and exports stimulate economic growth. The VECM Granger causality analysis found uni-directional causality running from foreign direct investment to economic growth and exports and a bidirectional causality between economic growth and exports.

Keho (2017) analyzed the impact of trade openness on economic growth in Cote d’Ivoire for the period 1965 to 2014 employing the autoregressive distributed lag (ARDL) bounds test and the Toda and Yamamoto Granger causality tests. The results revealed that trade openness has a positive effect on economic growth both in the short and long run. More so, the study found a positive and strong complementary relationship between trade openness and capital formation in enhancing economic growth. Tsaurai (2017) examined the relationship between financial development, economic growth and trade openness in Argentina over the period 1994 to 2014. The study found the existence of a positive but weak uni-directional causality from financial development to trade openness to economic growth and from economic growth to trade openness in the long run. This study improves on some of the existing studies; it also updates these studies in terms of currency and detailed analysis, and contributes to the existing literature on the nexus between trade openness and economic growth in Nigeria.
2.2 Theoretical Review

This section delved into theories that sought to explain the link between trade and economic growth. Specifically, Heckscher-Ohlin theory and Thirlwall’s Law are discussed. 

2.2.1 Heckscher-Ohlin Theory

Heckscher-Ohlin (H-O) theory explains how factor endowments encourage trade. The theory asserts that nations only export goods they can easily produce and import what is scarce in their nation. The theory holds based on the following assumptions:(i) the two nations have similar identical production technology, (ii) the production function exhibit constant return to scale, (iii) the technologies adopted for production of the two goods are different (iv) there is factor mobility within the nation (v) there is factor immobility outside the nation (vi) prices of the goods are the same in nations, and (vi) there is prefect competition in the nation (Feenstra, 2004). 

The Heckscher-Ohin Theory affirms that countries that have available resources for producing a particular good should concentrate on that and the goods they cannot easily produce should be imported. Based on the theory, trade openness should be encouraged but countries should export what they can easily produce and import what they cannot easily produce. 

2.2.2 Thirlwall’sLaw

Thirlwall (1979) propounded a law that postulates that if long run equilibrium of balance of payments on current account is essential and the real exchange rate is relatively stable, then long run growth of a state can be estimated by the growth of export ratio to imports demand income elasticity. 

Long run economic growth can be ascertained by the world’s income growth times the ratio of the income elasticity of demand for exports and imports (which are also dependent on the countries’ characteristics)if real exchange rate considerably varies but the price elasticities of imports and exports demand are low. According to Davidson (1991), if a poor country produces mainly primary products and low value manufactured goods which have low income elasticity of demand and a rich country produces high income elasticity secondary goods, the poor country will grow at a relatively slower rate.

Thirlwall’s law shows that economic growth has a link with exports and imports but it goes contrary to general trade theories where trade is considered in terms of opportunity cost. The law considers the need for countries to produce high value goods which can help boost economic growth. The law encourages trade openness in conjunction with exportation of secondary goods that are more valuable on the market to boost economic growth.

EMPIRICAL LITERATURES
Echekoba et al(2015) in their work titled trade liberalization and economic growth: the Nigeria experience(1971-2012) tried to ascertain the effect of trade liberalization on economic growth using ordinary least square regression on time series data found that trade liberalization is good for Nigerian economy.

Mwaba (2000) in a paper on Trade liberalization and growth: Policy options for African

countries in a global economy, tried to explore the relationship between trade liberalization and growth in developing countries. The study concludes that while opening an economy to trade may not provide the desired quick fix, the removal or relaxation of quantitative import and export restrictions and lowering of tariffs would result in increased exports and growth.

Winters (2004) examined Trade Liberalization and Economic Performance using the method of Ordinary Least Squares and found that liberalization generally induces a temporary (but possibly long-lived) increase in growth. A major component of this was an increase in productivity.

Shafaeddin (2005) analyses the economic performance of a sample of developing countries that have undertaken trade liberalization and structural reforms since the early 1980s with the objective of expansion of exports and diversification in favour of manufacturing sector. The results obtained are varied. The author concludes that, no doubt, trade liberalization is essential when an industry reaches a certain level of maturity, provided it is undertaken selectively and gradually.

Shafaeddin (2006) in a work titled ‘Does Trade Openness Favour or Hinder industrialization and development?’ sought to explore the relationship between openness and industrialization. Using what he called a Trade Liberalization Hypothesis (TLH) which is a theoretical abstraction based on the doctrine of comparative cost advantage in its H-O version, he tried to ascertain whether a liberal trade regime would help or hinder the process of industrialization of developing countries. Finally, he concluded that, in short, trade liberalization is essential when an industry reaches a certain level of maturity, provided it is undertaken selectively and gradually.

Musibau (2006) in paper titled, ‘Trade Policy Reform, Regional Integration and Export Performance in the ECOWAS Sub-Region’ based on results of a gravity model analysis, the result revealed that participation in preferential trade agreements within the ECOWAS sub- region is beneficial and trade-facilitating. In addition, the existence of artificial barriers to trade among ECOWAS countries negatively affects export performance. The study therefore concluded that unilateral trade barrier reductions and participation in preferential trade agreements can enhance export performance within the ECOWAS sub-region.

Bushra, Zainab and Mohammed (2006) in a work titled ‘Trade Liberalization and Economic Development: Evidence from Pakistan’ sought to explain the relationship between trade liberalization and economic development in Pakistan. Using simultaneous equation model and the 2SLS technique of regression analysis, they analyzed how trade liberalization has affected economic development in the country. Its effects were examined with respect to four measures of economic development: per capita GDP, income inequality, poverty and employment over the period from 1960-2003. The analysis showed that, over the study period, trade liberalization did not affect all the chosen indicators of development uniformly. It affected employment positively but per capita GDP and income distribution negatively. However, it did not affect poverty in any way. Hence the study concluded that, indeed there is a need for a cautious move towards liberalization.

George (2007) in ‘Trade Liberalization and Economic Expansion: A sensitivity analysis,’ tried to explore the nature of the relationship between trade liberalization and economic expansion. Granger multivariate tests were used in ascertaining why exports represent a fundamental determinant of economic performance in Ireland, whereas in the case of Greece, Portugal and Spain exports do not affect economic growth and it was concluded that it was very difficult to analyze the role of trade liberalization in economic performance and to determine the factors which affect the causal links between exports and real GDP, stating that more empirical evidence from developed and developing countries is needed in order to examine the quantitative and qualitative factors which affect the direction of causality between exports and economic growth.

Arhan (2007) in his work ‘Differential Effects of Trade Liberalization on Economic Growth: Role of Human Capital Accumulation’ tried to analyze the impact of trade liberalization on economic growth using the Schumpeterian growth model. It was discovered that in an economy in which more unskilled labor resources are abundantly available compared to its trading partners, in the short-run, trade liberalization may have beneficial effects on the per capita income growth rate whereas in the long-run, it may decrease the equilibrium growth rate. He also adds that it is not plausible to think that trade openness across the countries would have the same effect, stating rather that it depends on the specific circumstances.

Mododou (2007) in a work titled, ‘The impact of Trade Liberalization on Economic Growth in Gambia,’ tried to specifically explore the effect of trade liberalization on the economy of Gambia. Using the ECM (error correction model) which is intended to capture both the short- run and long run impact of the variables in the model), he applied the neoclassical growth model and a time series data from 1970-2004. His finding was that the terms of trade in Gambia was not favourable during the period of study as imports outweigh exports and concluded that if Gambia is to benefit more from trade liberalization, it will have to look into its macroeconomic policies and create an enabling environment for investment in terms of property rights, adequate access to credit, stable power supply, good roads, telecommunications and security. The government should control its fiscal policy as it is the major obstacle to private investment.

Chaudry et al (2010) in a research paper titled ‘Exploring the causality relationship between trade liberalization, human capital and economic growth: with empirical evidence from Pakistan,’ sought to explore the relationship between trade liberalization, human capital and economic growth in Pakistan. Co-integration and granger causality techniques of time series econometrics were employed, for the period of 1972-2007.The empirical results reveal that there exists short run and long run co-integration and causality relationships among variables in the growth model. It implies that education and trade openness policies may be feasible with sustained economic growth. The study concluded that causality runs from trade liberalization and human capital to economic growth. The results are also consistent with the growth theories and economic literature.

Sulaiman (2010) in a work titled ‘The Effectiveness of Financial Development and Openness on Economic Growth: Case Study of Pakistan,’ in order to ascertain the long-run association among financial liberalization, international trade openness, real interest rate and economic growth with Pakistan as case study, utilized data for the period of 1975-2009 and used the Error correction model. He concluded empirically that both trade liberalization and financial development play significant and productive roles in Pakistan’s economy.

CHAPTER THREE

RESEARCH METHODOLOGY

Sources of Data
This study adopts both the exploratory and ex-post design. The data in this study consist mainly of secondary time series data for the period 1986 to 2014; sourced from the Central Bank of Nigeria (CBN) Statistical Bulletin (various issues) using desk survey method.

Model Specification.

The following models were built in line with the hypotheses of the study: GDPGR = (β0 + β1TOP + β2EXCHR + β3lnIMPO + β4lnEXPO + β5lnBOT + et

Variables

GDPGR = Gross Domestic Product Growth Rate 

EXCHR = Exchange Rate

TOP = Trade Openness (export plus import upon GDP)

IMPO = Total Import Trade

EXPO = Total export Trade

BOT = Balance of trade

et = Stochastic Error Term.

β1,β2,β3,β4,β5 are regression parameters β0 = Regression Constant

The a priori expectation about the signs of the parameters of the independent variables is stated thus: β1,β2,β4,β5    > 0; β3 < 0.

Variables explanation

Gross Domestic Product Growth Rate: This is a performance measure in an economy. It is the level at which economic activities are increasing or decrease. It is the real growth rate of productive activities in an economy and is the best measure of economic growth.

Trade Openness: This is the sum of export and import divided by Gross Domestic Product. It represents trade liberalization. The more opened an economy is, the high the growth.

Import: This involves buying of goods and services from abroad. Imports reduce nation’s foreign reserves and may cause the value of its currency to fall, the higher the level of import, the lower the growth of an economy, ceteris paribus.

Export: This involves selling of goods and services to other countries. Exports increase nation’s foreign reserves and leads to surplus balance of trade, the higher the export, the higher the growth of any economy.

Balance of Trade: This represents the difference between export trade and import trade. When export is in excess of import, we have surplus balance of trade; otherwise it is a deficit balance of trade. A surplus balance of trade promotes economic growth, whereas a deficit balance of trade deters growth.

Estimation Technique
This study employs the Autoregressive Distributed Lag (ARDL) bounds test approach to cointegration proposed by Pesaran, Shin and Smith (2001) to estimate the above relationship. The ARDL approach offers some desirable statistical advantages over other co-integration techniques. While other co-integration techniques require all the variables to be integrated of the same order, ARDL test procedure provides valid results whether the variables are I(0) or I(1) or mutually co-integrated and provides very efficient and consistent estimates in small and large sample sizes (Pesaran, Shin & Smith (2001). This approach therefore becomes relevant to this study as all the series are either I (0) or I (1). .

The test involves conducting F-test for joint significance of the coefficients of lagged variables for the purpose of examining the existence of a long-run relationship among the variables. 

A negative and significant ECMt-1 coefficient implies that any short term disequilibrium between the dependent and explanatory variables will converge back to the long-run equilibrium relationship.

To validate the stability of the estimates, the CUSUM test and the histogram normality test were applied. Furthermore, the study applied the Breusch-Godfrey serial correlation LM test to test whether or not the estimates of the model are interdependent. We also check for existence of heteroskedasticity in our model and lastly, the study applied the Wald test to assess whether or not the independent variables move together both in the long run and short run to influence the dependent variables.

CHAPTER FOUR

EMPIRICAL RESULTS

Unit root test

Table 1: Unit root test using the Augmented Dickey-Fuller (ADF) statistics

	Variables
	ADF Test Statistics
	Order of integration

	
	Level
	1st Difference
	

	GDPGR
	-4.325737
	
	I(0)

	TOP
	--2.958053
	
	I(0)

	EXCHR
	-0.578182
	-5.003949
	I(1)

	LIMPO
	1.164397
	-4.507621
	I(1)

	LEXPO
	-2.788259
	
	I(0)

	LBOT
	-2.730849
	
	I(0)


Test critical values at level: 1% = -3.689194, 5% = -2.971853, 10% = -2.625121

Test critical values at 1st Diff: 1% = -3.699871, 5% = -2.976263, 10% = -2.627420 Source: Researcher’s Computation from E-views 9, 2017.

Table 2: Unit root test using the Philips-Peron (PP) statistics

	Variables
	ADF Test Statistics
	Order of integration

	
	Level
	1st Difference
	

	GDPGR
	-4.300673
	
	I(0)

	TOP
	-2.955845
	
	I(0)

	EXCHR
	-0.578182
	-5.003949
	I(1)

	LIMPO
	-1.164397
	-4.515270
	I(1)

	LEXPO
	-6.726611
	
	I(0)

	LBOT
	-2.784202
	
	I(0)


Test critical values at level: 1% = -3.689194, 5% = -2.971853, 10% = -2.625121

Test critical values at 1st Diff: 1% = -3.699871, 5% = -2.976263, 10% = -2.627420 Source: Researcher’s Computation from E-views 9, 2017.
In order to ascertain the order of integration among the variables in the model, the unit root tests were carried out. The tests employed were the Augmented Dickey-Fuller and the Philip- Peron tests; the result is as presented in tables 1 and Table 2 above.

From the results of both the ADF and PP unit root tests, it was revealed that GDPGR, TOP, LEXPO and LBOT were found to be stationary at levels. This is so because the test statistics values at level for GDPGR, TOP, LEXPO and LBOT using both ADF and PP tests were above the critical values at five per cent level of significance. Also, other variables were not stationary at levels. However, when they were differenced once, they were stationary. This is because the tests statistics values for both tests were found to be greater than the critical values at five per cent levels of significance, meaning that the remaining variables were integrated at one I(1).

Table 3: VAR Lag Order Selection Criteria

Endogenous variables: GDPGR TOP EXCHR LIMPO LEXPO LBOT

Exogenous variables: C Date: 07/24/17 

Time: 11:33 Sample: 1986 2014

Included observations: 26

	Lag
	LogL
	LR
	FPE
	AIC
	SC
	HQ

	0
	-194.6177
	NA
	0.202929
	15.43213
	15.72246
	15.51574

	1
	-100.0866
	138.1609*
	0.002440
	10.92974
	12.96205*
	11.51497

	2
	-52.72125
	47.36535
	0.00169

5*
	10.05548*
	13.82977
	11.14234*


* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level) FPE: Final prediction error

AIC: Akaike information criterion SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Source: Researchers’ E-view 9 computation, 2017
Having found that the series are of order I (1) and I (0), the study proceeded to determine the optimal lag using the Akaike information criterion. From the above table, the AIC showed that the optimum lag is two.

Table 4: Long run ARDL Cointegration Analysis

Dependent Variable: D(GDPGR) Method: Least Squares

Date: 07/24/17 Time: 12:00 Sample (adjusted): 1989 2013

Included observations: 25 after adjustments

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	-46.23165
	37.56977
	-1.230554
	0.2645

	D(GDPGR(-1))
	-0.025903
	0.704103
	-0.036788
	0.9718

	D(GDPGR(-2))
	0.153084
	0.355410
	0.430725
	0.6817

	D(TOP(-1))
	44.75559
	70.48287
	0.634985
	0.5489

	D(TOP(-2))
	7.999335
	35.12955
	0.227710
	0.8274

	D(EXCHR(-1))
	-0.110470
	0.123338
	-0.895666
	0.4049

	D(EXCHR(-2))
	0.023862
	0.138407
	0.172401
	0.8688

	D(LIMPO(-1))
	68.71380
	38.07646
	1.804627
	0.1212

	D(LIMPO(-2))
	-0.770746
	38.07120
	-0.020245
	0.9845

	D(LEXPO(-1))
	-110.2094
	65.80156
	-1.674875
	0.1450

	D(LEXPO(-2))
	10.60705
	62.24474
	0.170409
	0.8703

	D(LBOT(-1))
	40.07304
	24.02551
	1.667937
	0.1464

	D(LBOT(-2))
	-6.493865
	23.67130
	-0.274335
	0.7930

	GDPGR(-1)
	-0.752666
	0.772172
	-0.974738
	0.3673

	TOP(-1)
	-67.31658
	100.6486
	-0.668828
	0.5285

	EXCHR(-1)
	0.075714
	0.089524
	0.845741
	0.4301

	LIMPO(-1)
	-50.93045
	37.18571
	-1.369624
	0.2198

	LEXPO(-1)
	84.20113
	57.90845
	1.454039
	0.1962

	LBOT(-1)
	-30.81740
	21.90231
	-1.407039
	0.2090

	R-squared
	0.903955
	Mean dependent var
	-0.086000

	Adjusted R-squared
	0.615818
	S.D. dependent var
	8.742310

	S.E. of regression
	5.418693
	Akaike info criterion
	6.310470

	Sum squared resid
	176.1734
	Schwarz criterion
	7.236816

	Log likelihood
	-59.88088
	Hannan-Quinn criter.
	6.567399

	F-statistic
	3.137247
	Durbin-Watson stat
	2.520770

	Prob(F-statistic)
	0.081322
	
	


Source: Researcher’s Computation from E-views 9, 2017.

The above table represents the ARDL long run estimates of the relationship between TOP, EXCHR, LIMPO, LEXPO, LBOT and GDPGR. From the result, the R2 value of 0.9039 show that about 90.39 percent of the chances in the GDPGR have been explained by the independent variables (Trade Openness, Exchange Rate, Total Import Trade, Total Export Trade, Balance of Trades) in the long run. Furthermore, the F-Statistics showed that the model is significant at 5 percent. With this the study proceeds to examine whether the model is free from serial correlation in the long run using the Breusch-Godfrey Serial Correlation LM test. Extract of the result of the Breusch-Godfrey Serial Correlation LM test is presented in the table below:

Table 5: Breusch-Godfrey Serial Correlation LM Test:

	F-statistic
	5.342336
	Prob. F(2,4)
	0.0742

	Obs*R-squared
	18.19018
	Prob. Chi-Square(2)
	0.0001


Source: Researcher’s Computation from E-views 9, 2017.

From this result, the prob chi square (2) is below 5 percent, it is 0.01 percent, meaning that the null hypothesis, no serial correlation cannot be accepted. It therefore means that the model is not free from serial correlation. We therefore, need to treat the model by dropping the variable D(LIMPO(-2)) which is the most insignificant in the estimate result in table 4. The outcome is the table 6 below which we now use to check for serial correlation test.

Table 6: Estimated Result Dependent Variable: D(GDPGR)
Method: Least Squares

Date: 07/25/17 Time: 00:01 Sample (adjusted): 1989 2013

Included observations: 25 after adjustments

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	27.36937
	42.14320
	0.649438
	0.5343

	D(GDPGR(-1))
	-0.415886
	0.898947
	-0.462637
	0.6559

	D(GDPGR(-2))
	-0.102550
	0.460255
	-0.222812
	0.8293

	D(TOP(-1))
	24.96999
	75.73290
	0.329711
	0.7501

	D(TOP(-2))
	-2.825885
	43.12702
	-0.065525
	0.9494

	D(EXCHR(-1))
	-0.118602
	0.178823
	-0.663238
	0.5258

	D(EXCHR(-2))
	-0.099166
	0.178750
	-0.554778
	0.5942

	D(LIMPO(-1))
	3.593491
	11.40648
	0.315040
	0.7608

	D(LEXPO(-2))
	8.933538
	21.25141
	0.420374
	0.6853

	D(LBOT(-1))
	3.827939
	5.657979
	0.676556
	0.5178

	D(LBOT(-2))
	-3.955234
	8.565694
	-0.461753
	0.6566

	GDPGR(-1)
	-0.510333
	1.135899
	-0.449277
	0.6652

	TOP(-1)
	-79.99819
	125.0493
	-0.639733
	0.5402

	EXCHR(-1)
	0.080146
	0.124867
	0.641849
	0.5389

	LIMPO(-1)
	18.70276
	36.61585
	0.510783
	0.6233

	LEXPO(-1)
	-23.58792
	52.45405
	-0.449687
	0.6649

	LBOT(-1)
	8.100119
	20.56081
	0.393959
	0.7039

	R-squared
	0.719950
	Mean dependent var
-0.086000

	Adjusted R-squared
	0.159849
	S.D. dependent var
8.742310

	S.E. of regression
	8.013181
	Akaike info criterion
7.220618

	Sum squared resid
	513.6886
	Schwarz criterion
8.049454

	Log likelihood
	-73.25773
	Hannan-Quinn criter.
7.450502

	F-statistic
	1.285393
	Durbin-Watson stat
1.800952

	Prob(F-statistic)
	0.372072
	


Table 7: Breusch-Godfrey Serial Correlation LM Test:

	F-statistic
	0.229050
	Prob. F(2,

	Obs*R-squared
	1.773358
	0.4120

Prob. Chi-Square(2)


Source: Researcher’s Computation from E-views 9, 2017.

From this result, the prob chi square (2) is above 5 percent, it is 41.21 percent, meaning that the null hypothesis no serial correlation cannot be rejected. It therefore means that the model is free from serial correlation.

We also tested for the stability of the estimates by using the CUSUM test, the result is presented below:
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Fig. 1: CUSUM Test for Stability Analysis of Long Run Model
Source: Researchers’ E-view 9 computation, 2017

From the above result, it could be seen that the blue line lies in between the two red lines. This means that the estimates of our model are stable and reliable.

Bound test
The study further checked whether the variables have long run relationship or not using the Wald statistics thus:

Table 8: Wald Test:

Equation: Untitled

	Test Statistic
	Value
	df
	Probability

	F-statistic
	0.721700
	(6, 8)
	0.6447

	Chi-square
	4.330198
	6
	0.6321


Null Hypothesis: C(12) = C(13) = C(14) = C(15) = C(16) = C(17)=0

Null Hypothesis Summary:

	Normalized Restriction (= 0)
	Value
	Std. Err.

	C(12)
	-0.510333
	1.135899

	C(13)
	-79.99819
	125.0493

	C(14)
	0.080146
	0.124867

	C(15)
	18.70276
	36.61585

	C(16)
	-23.58792
	52.45405

	C(17)
	8.100119
	20.56081


Restrictions are linear in coefficients.

Source: Researchers’ E-view 9 computation, 2017

The result of the table 12 above shows that we cannot reject the null hypothesis for the long run causality test. With this result, we accept the null hypothesis that the six variables GDPGR(-1), TOP(-1), EXCHR(-1), LIMPO(-1), LEXPO(-1) and LBOT(-1) have no long run

association, meaning that the six variables do not move together in the long run.

Table 9: Short run ARDL Cointegration Analysis

Dependent Variable: D(GDPGR) Method: Least Squares

Date: 07/25/17 Time: 00:53 Sample (adjusted): 1989 2013

Included observations: 25 after adjustments

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	-3.331616
	3.080172
	-1.081633
	0.3007

	D(GDPGR(-1))
	-0.340246
	0.190027
	-1.790510
	0.0986

	D(GDPGR(-2))
	0.121678
	0.192607
	0.631741
	0.5394

	D(TOP(-1))
	5.366148
	30.79333
	0.174263
	0.8646

	D(TOP(-2))
	-14.40480
	26.80511
	-0.537390
	0.6008

	D(EXCHR(-1))
	-0.034419
	0.110921
	-0.310299
	0.7617

	D(EXCHR(-2))
	0.193697
	0.109240
	1.773132
	0.1016

	D(LIMPO(-1))
	47.10364
	16.02308
	2.939736
	0.0124

	D(LEXPO(-1))
	-71.12683
	26.82260
	-2.651750
	0.0211

	D(LEXPO(-2))
	21.79385
	11.57142
	1.883419
	0.0841

	D(LBOT(-1))
	24.09845
	9.372093
	2.571299
	0.0245

	D(LBOT(-2))
	-13.25825
	4.447280
	-2.981205
	0.0115

	ECM(-1)
	0.461372
	10.66076
	0.043278
	0.9662

	R-squared
	0.728076
	Mean dependent var
	-0.086000

	Adjusted R-squared
	0.456151
	S.D. dependent var
	8.742310

	S.E. of regression
	6.447114
	Akaike info criterion
	6.871173

	Sum squared resid
	498.7833
	Schwarz criterion
	7.504988

	Log likelihood
	-72.88966
	Hannan-Quinn criter.
	7.046966

	F-statistic
	2.677492
	Durbin-Watson stat
	1.680747

	Prob(F-statistic)
	0.050567
	
	


Source: Researchers’ E-view 9 computation, 2017

The above table represents the ARDL short run estimates of the relationship between TOP, EXCHR, LIMPO, LEXPO, LBOT and GDPGR. From the result, the R2 value of 0.7280 shows that about 72.80 percent of the chances in the GDPGR have been explained by the independent variables (Trade Openness, Exchange Rate, Total Import Trade, Total Export Trade, Balance of Trade) in the short run. Furthermore, the F-Statistics value of 2.6774 with it corresponding probability of 0.050 showed that the model is significant at 5 percent.

Unfortunately, the coefficient of the ECM is positive and insignificant and this is against theoretical expectation. With this the study proceeds to examine whether the short run model is free from serial correlation using the Breusch-Godfrey Serial Correlation LM test. Extract of the result of the Breusch-Godfrey Serial Correlation LM test is presented in the table below:

Table 10: Breusch-Godfrey Serial Correlation LM Test:

	F-statistic
	0.572013
	Prob. F(2,10)
	0.5818

	Obs*R-squared
	2.566457
	Prob. Chi-Square(2)
	0.2771


Source: Researcher’s Computation from E-views 9, 2017.

From this result, the prob chi square (2) is above 5 percent, it is 27.71 percent, meaning that the null hypothesis no serial correlation cannot be rejected. It therefore means that the model is free from serial correlation.

We also tested for the stability of the short run model by using the CUSUM test, the result is presented below:
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Fig. 2: CUSUM Test for Stability Analysis of Short Run Model 

Source: Researchers’ E-view 9 computation, 2017
From the above result, it could be seen that the blue line lies in between the two red lines. This means that the estimates of our model are stable and reliable. We now check for heteroskedasticity and normality for our model.

Table 11: Heteroskedasticity Test: Brueusch- Pagan-Godfrey test for TOP, EXCHR, LIMPO, LEXPO, LBOT AND GDPGR

Heteroskedasticity Test: Breusch-Pagan-Godfrey

	F-statistic
	0.626271
	Prob. F(12,12)
	0.7853

	Obs*R-squared
	9.627413
	Prob. Chi-Square(12)
	0.6486

	Scaled explained SS
	2.097278
	Prob. Chi-Square(12)
	0.9992


Source: Researchers’ E-view 9 computation, 2017

From the table, the observed R2 value 9.62741 with its corresponding prob. Chi-Square value of 64.86 percent which is above 5percent implies that the model is free from heteroskedasticity since the null hypothesis of no heteroskedasticity cannot be rejected.

Histogram Normality test for TOP, EXCHR, LIMPO, LEXPO, LBOT AND GDPGR
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Fig.3: Histogram Normality test for TOP, EXCHR, LIMPO, LEXPO, LBOT AND GDPGR

Source: Researchers’ E-view 9 computation, 2017
The Jarque Bera statistics of 0.045330 with its corresponding probabilities of 97.75 percent which is greater than 5 percent, implies that the residuals of the relationship between TOP, EXCHR, LIMPO, LEXPO, LBOT AND GDPGR equation is normally distributed

Bound test for short run association

The study further checked whether the variables have short run relationship or not using the Wald statistics thus:

Table 12: Causality test of Trade Openness and Gross Domestic Product Growth Rate

Wald Test:

Equation: Untitled

	Test Statistic
	Value
	df
	Probability

	F-statistic
	0.248706
	(2, 12)
	0.7837

	Chi-square
	0.497412
	2
	0.7798


Null Hypothesis: C(4) = C(5) = 0 

Null Hypothesis Summary:

	Normalized Restriction (= 0)
	Value
	Std. Err.

	C(4)
	5.366148
	30.79333

	C(5)
	-14.40480
	26.80511


Restrictions are linear in coefficients.

Source: Researchers’ E-view 9 computation, 2017

The value of the above F-statistics of 0.248706 and it corresponding probability of 78.37 percent shows that we cannot reject the null hypothesis that D(TOP (-1)) and D (TOP (-2)) have no causal relationship with D (GDPGR) in the short run. In other words there is no short run causality running from Trade Openness to Gross Domestic Product Growth Rate in Nigeria.

Table 13: Causality test of Exchange Rate and Gross Domestic Product Growth Rate

Wald Test:

Equation: Untitled

	Test Statistic
	Value
	df
	Probability

	F-statistic
	1.626553
	(2, 12)
	0.2371

	Chi-square
	3.253105
	2
	0.1966

	Null Hypothesis: C(6) = C(7) = 0 Null Hypothesis Summary:
	
	

	Normalized Restriction (= 0)
	Value
	Std. Err.

	C(6)
	-0.034419
	0.110921

	C(7)
	0.193697
	0.109240


Restrictions are linear in coefficients.

Source: Researchers’ E-view 9 computation, 2017

The value of the above F-statistics of 1.626553 and it corresponding probability of 23.71 percent shows that we cannot reject the null hypothesis that D(EXCHR (-1)) and D (EXCHR (-2)) have no causal relationship with D (GDPGR) in the short run. In other words there is no short run causality running from Exchange Rate to Gross Domestic Product Growth Rate in Nigeria.

CHAPTER FIVE

CONCLUSION AND SUMMARY OF FINDINGS
The major aim of this study was to examine the relationship between trade liberalization t and economic growth in Nigeria. In view of this, the relationships between trade openness, exchange rate, total import trade, total export trade, balance of trade and gross domestic product

growth rate were examined using Autoregressive Distributive Lag (ARDL) technique. Consequently, the following major findings were made:

There is no significant long run association between trade liberalization and Economic growth in Nigeria;

(ii) There is no significant short run causal relationship between trade openness and gross domestic product growth rate in Nigeria;

(iii) There is no short run causal association between exchange rate and gross domestic product growth rate in Nigeria;

(iv) There is a short run causal relationship between total import trade and gross domestic product growth rate in Nigeria;

(v) There is a short run causal relationship between total export trade and gross domestic product growth rate in Nigeria;

(vi) There is a short run causal relationship between balance of trade and gross domestic product growth rate in Nigeria;

Recommendations

Given the findings from the study, the following policy implications were provided.  The study revealed a negative and significant relationship between trade Liberalization and economic growth both in the short and long run. This result can be attributed to the fact that majority of Nigeria’s exports are primary goods (gold, cocoa, bauxite, oil etc.) which have little value on the world market. While, Nigeria’s major imports are secondary goods (cars, machines, mobile phones etc.) which have high value on the world market. Thus, this creates balance of payment deficit which is borne from having the funds spent on importation exceeding the funds generated from exportation. This results from the poor value of Nigeria’s goods on the world market. 

Therefore, to avert this negative effect of trade Liberalization on economic growth, the study recommends that policy makers and all other stakeholders should encourage increase exportation of secondary goods and minimize importation of secondary goods into the country. Nigeria’s primary goods such as gold, cocoa, bauxite, oil and others should be processed into secondary such as cocoa being processed to chocolate and exported which has more value than just the cocoa beans meaning more revenue for the country from exportation. When this is done this would minimize balance of payment deficits and boost economic growth. This is likely to ensure positive impact of trade Liberalization on economic growth.
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