~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Omoke, Philip Chimobi; Opuala-Charles, Silva

Article
Trade openness and economic growth nexus: Exploring
the role of institutional quality in Nigeria

Cogent Economics & Finance

Provided in Cooperation with:
Taylor & Francis Group

Suggested Citation: Omoke, Philip Chimobi; Opuala-Charles, Silva (2021) : Trade openness and
economic growth nexus: Exploring the role of institutional quality in Nigeria, Cogent Economics &
Finance, ISSN 2332-2039, Taylor & Francis, Abingdon, Vol. 9, Iss. 1, pp. 1-17,
https://doi.org/10.1080/23322039.2020.1868686

This Version is available at:
https://hdl.handle.net/10419/270031

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

.: BY https://creativecommons.org/licenses/by/4.0/
Mitglied der
WWW.ECOMSTOR.EU K@M 3
. J . Leibniz-Gemeinschaft


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1080/23322039.2020.1868686%0A
https://hdl.handle.net/10419/270031
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

* cogent
economics
& finance

Cogent Economics & Finance

ISSN: (Print) (Online) Journal homepage: https://www.tandfonline.com/loi/oaef20

©

Taylor & Francis

Taylor & Francis Grou

P

Trade openness and economic growth nexus:
Exploring the role of institutional quality in Nigeria

Philip C. Omoke & Silva Opuala-Charles |

To cite this article: Philip C. Omoke & Silva Opuala-Charles | (2021) Trade openness and
economic growth nexus: Exploring the role of institutional quality in Nigeria, Cogent Economics
& Finance, 9:1, 1868686, DOI: 10.1080/23322039.2020.1868686

To link to this article: https://doi.org/10.1080/23322039.2020.1868686

8 © 2021 The Author(s). This open access
article is distributed under a Creative
Commons Attribution (CC-BY) 4.0 license.

ﬁ Published online: 08 Jan 2021.

N
C/J Submit your article to this journal &

||I| Article views: 6985

A
h View related articles &'

@ View Crossmark data (&

@ Citing articles: 12 View citing articles ('

Full Terms & Conditions of access and use can be found at
https://www.tandfonline.com/action/journallnformation?journalCode=oaef20


https://www.tandfonline.com/action/journalInformation?journalCode=oaef20
https://www.tandfonline.com/loi/oaef20
https://www.tandfonline.com/action/showCitFormats?doi=10.1080/23322039.2020.1868686
https://doi.org/10.1080/23322039.2020.1868686
https://www.tandfonline.com/action/authorSubmission?journalCode=oaef20&show=instructions
https://www.tandfonline.com/action/authorSubmission?journalCode=oaef20&show=instructions
https://www.tandfonline.com/doi/mlt/10.1080/23322039.2020.1868686
https://www.tandfonline.com/doi/mlt/10.1080/23322039.2020.1868686
http://crossmark.crossref.org/dialog/?doi=10.1080/23322039.2020.1868686&domain=pdf&date_stamp=2021-01-08
http://crossmark.crossref.org/dialog/?doi=10.1080/23322039.2020.1868686&domain=pdf&date_stamp=2021-01-08
https://www.tandfonline.com/doi/citedby/10.1080/23322039.2020.1868686#tabModule
https://www.tandfonline.com/doi/citedby/10.1080/23322039.2020.1868686#tabModule

Omoke & Opuala-Charles, Cogent Economics & Finance (2021), 9: 1868686
https://doi.org/10.1080/23322039.2020.1868686

CrossMark

Received: 23 March 2020
Accepted: 20 December 2020

Corresponding author: Philip C.
Omoke, Department of Economics
and Development Studies, Alex
Ekwueme Federal University, Ndufu-
Alike, Ebonyi State, Nigeria

E-mail: philomoke@yahoo.com

Reviewing editor:
Mariam Camarero, Economics,
Universitat Jaumel, SPAIN

Additional information is available at
the end of the article

Philip C. Omoke

cogent--0a

<k* cogent

economics
& finance

GENERAL & APPLIED ECONOMICS | RESEARCH ARTICLE

Trade openness and economic growth nexus:
Exploring the role of institutional quality in
Nigeria

Philip C. Omoke! and Silva Opuala-Charles?

Abstract: This study attempts to fill the prior knowledge gap in the nexus between
trade openness and economic growth in Nigeria by incorporating the role of insti-
tutional quality. The study covers the period from 1984 to 2017 and employs three
indicators of trade openness including total trade, import trade, and export trade.
Cointegration among the variables is examined using the ARDL bounds testing
approach. The results provide evidence of a long-run relationship among the vari-
ables. The estimates suggest that export trade has a significant positive impact on
economic growth while the impact of import trade on economic growth is negative
and significant. The results also show that the negative long-run effects of import
trade on economic growth in Nigeria decreases as institutional quality (quality of
governance) improves. These empirical results have important policy implications
for Nigeria. Among others, this study highlights the needs to improve the quality of
governance in the country. Good governance and quality institutions can help
channel the dividends of trade openness into growth-enhancing activities.

Subjects: International Economics; International Trade (incl. trade agreements & tariffs);
Development Economics; Political Economy

Keywords: Trade openness; Economic growth; institutional quality; Nigeria
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Nigeria has focussed on liberalizing the trading
environment, a strategy adopted to stimulate
economic growth. In this study, we examined
the trade openness and economic growth nexus
in Nigeria, accounting for the role of institutional
quality. The protection of economic transactions
is a primary condition for creating enabling trade
and investment environment and accounting for
the role in the analysis could aid policy formula-
tion. The study shows that trade openness can
have a negative effect on economic growth,
specifically through the import channel.
Furthermore, as long as increased trade open-
ness is likely to expose the economy to external
shocks, the benefit from trade openness will
depend on the quality of institutions. We con-
cluded by highlighting the need to fight and
eliminate corruption in all segments of the
economy, promote law and order and bureau-
cratic quality in the country.
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Figure 1. Evolution of trade in
Nigeria (classified into exports
and imports of goods and
services).

1. Introduction

Recent years have witnessed increased research attention on the nexus between trade openness
and economic growth in developing economies. This development is motivated by (i) the increas-
ing integration of economies at the global level (Shahbaz, 2012), and (i) the belief that trade
liberalization is a required condition for accelerating the transition from a relatively closed to open
economy (Zahonogo, 2016). Theoretical literature suggests that international trade promotes the
transfer of new technologies, facilitate technological progress, and innovation and that these
conditions depend on the degree of economic openness (see Grossman & Helpman, 1991). This
explanation has often been an incentive for the implementation of trade liberalization policies in
developing economies (Zahonogo, 2016). Although the theoretical literature offers dominant
support for the gains of trade openness on economic growth, evidence from recent empirical
studies are however inconclusive. Some studies have reported a positive relationship between
trade openness and economic growth (Keho & Grace Wang, 2017; Sakyi et al., 2015a; Shahbaz,
2012), while others have identified no significant relationship or even a negative interaction (see
Malefane and Odhiambo, 2019).

This study examines the impact of trade openness on economic growth in Nigeria with emphasis
on the role of exports and imports. Since the implementation of the Structural Adjustment
Program in the 1980s, Nigeria has focussed on liberalizing the trading environment, a strategy
adopted to stimulate growth and development (see Robertson, 1992). More recently, there have
been far-reaching efforts to actively pursue external trade dealings through the adoption of
various strategic policies (see Omojimite & Akpokodje, 2010). These policy changes have opened
up the Nigerian economy to international trade. Figure 1 shows that both exports and imports
have increased in recent years. Total trade measured in proportion to the total output of the
economy increase from 19.50% in 1987 to 53.23 in 2011. The period from 2015 to 2017 has
however experienced a significant decline in total trade, with a sharp decline in exports and the
numbner of imports for the first time exceeding exports in 2017. This may not be unconnected to
the global decline in crude oil demand. As the main export of the economy, the fall in global crude
oil demand during 2015-2017 period may has resulted in lower export trade, and interestingly
with little or no significant impact on imports. Overall, the fluctuations in total trade volume
signifies how the policy environment, driven by a number of political, economic, and social
institutional variables influences the integration of the Nigerian economy through trade.

A number of empirical studies suggests that the growth effect of trade openness may depend on
institutional and socio-economic factors (Baliamoune-Lutz and Ndikumana, 2007; Duodu et al.,
2020; Sakyi et al., 2015b; Zahonogo, 2016). Of particular relevance for this study is the finding from
Baliamoune-Lutz and Ndikumana (2007), attributing the failure of trade reforms in generating
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economic growth in African economies to poor institutions. Quality of institutions shaped by the
interacting effects of economic, social, political, cultural, and technological factors provide struc-
tures for protecting economic transactions (Efobi, 2015). The protection of economic transactions
is a primary condition for creating enabling trade and investment environment (Ajide, 2017).
Therefore, as the main contribution, this study demonstrates how institutional quality impacts
the trade openness and economic growth nexus in Nigeria, a developing SubSaharan African
economy. The institutional frameworks in Nigeria are characterized by a high level of corruption,
political instability, terrorism, absence of Law and order, high public Bureaucracy, and poor service
delivery (Ajide, 2017). This is crucial because existing studies on the drivers of economic growth in
Nigeria have not explored the role-played by this interaction (see Akinlo, 2004; Olubiyi, 2014;
Adeniyi et al., 2015; Maji, 2015; Lawal et al., 2016).

This study extends existing studies in two key areas. First, three measures of trade openness are
used comprising total trade, exports, and imports. As highlighted in Figure 1, export and import trade
components in Nigeria may offer varied options for policy formulation. By addressing these identified
gaps in existing literature, this study provides insight for policy discourse, capable of facilitating
economic growth in Nigeria. Second, the role of institutional quality in the trade openness and
economic growth nexus is not restricted to total trade. The empirical steps taken in this study have
considered how the interaction between total trade, export trade, and import trade impact economic
growth in the economy. By way of modeling, this study implements elaborative econometric inves-
tigations contributing to economic literature by using an extended Cobb-Douglas production function.

In the remaining components of this study, a brief review of related studies is presented. This is
followed by the presentation of the implemented model and econometric techniques. The results
from the analysis are presented and discussed. The last section concludes the study, identifying
some policy actions from the study.

2. A brief literature review

The nexus between trade openness and economic growth has attracted significant interest in the
literature. Recent studies have investigated both regional and individual country experiences,
incorporating other institutional, social, economic, and technological factors (see Dowrick and
Golley, 2004; Yanikkaya, 2003; Awokuse, 2008; Shahbaz, 2012; Menyah et al., 2014; Olubiyi,
2014; Sakyi et al, 2015a, 2015b; Yusoff & Nuh, 2015; Ee, 2016; Salahuddin & Gow, 2016;
Zahonogo, 2016; Khamphengvong et al., 2017; Mireku et al., 2017; Keho & Grace Wang, 2017,
Pradhan et al., 2017; Darku & Yeboah, 2018; IDRIS et al.,, 2018; Huchet-Bourdon et al.,, 2018;
Malefane and Odhiambo, 2019; Benita, 2019; Burange et al., 2019; Ma et al, 2019; Tang et al,,
2019; Duodu et al., 2020; Nwadike et al., 2020).

Using the Autoregressive Distributed Lag (ARDL) approach to long-run analysis, Shahbaz (2012)
examined the relationship between trade openness, financial development, capital, labor, and eco-
nomic growth in Pakistan over the period from 2010 to 2011. The results suggest that exports, imports,
terms of trade, and total trade all positively drive economic growth in Pakistan. However, Granger
causality and variance decomposition analyses show that the causality runs from economic growth to
trade openness in the economy. Sakyi et al. (2015b) examined the long-run impact of trade openness
on economic growth in Ghana based on the framework of the endogenous growth model using data
spanning from 1970 to 2011. The results from the ARDL analysis suggests that the interaction of foreign
direct investment and exports promotes economic growth in Ghana. Zahonogo (2016) investigated the
impact of trade openness on economic growth in the developing subSaharan African (SSA) economies
using a dynamic growth model covering the period from 1980 to 2012. The results from the analysis
indicate that the trade openness threshold exists below which increasing the openness of the economy
to trade has increasing effects on economic growth and above which the openness effect on growth
declines. The empirical analysis concludes that a number of policy considerations are needed in the
developing subSaharan African (SSA) countries to enhance the growth impact of trade openness.

Page 3 of 17



Omoke & Opuala-Charles, Cogent Economics & Finance (2021), 9: 1868686 *;‘ Cogent oo economics & ﬁ nance
https://doi.org/10.1080/23322039.2020.1868686

Keho and Grace Wang (2017) assessed the interaction that exists between trade openness and
economic growth in Cote d’'Ivoire over the period 1965 to 2014 using a multivariate framework that
incorporated the role of capital stock and labor. The results shows that trade openness promotes
economic growth in the economy. From the empirical estimates, the positive growth effects of
openness of the economy to trade remains significant even in the long-run. The study also docu-
mented a positive and strong complementary interaction between trade openness and capital
formation in the promotion of economic growth in Cote d’Ivoire. Malefane and Odhiambo (2019)
explored the dynamic impact of trade openness on economic growth in Lesotho covering the period
from 1979 to 2013. Using ARDLapproach to long-run analysis and four measures of trade openness,
capturing the role of total trade, exports, imports, and country size and geography in trade, the study
shows that openness of the economy to trade has no significant impact on economic growth in
Lesotho. This economic condition exists for both short-run and long-run analyses and remains the
conclusion of the study irrespective of the measure of trade openness considered. Tang et al. (2019)
investigated the relationship between trade openness and economic growth in Mauritius over the
period 1963 to 2013. The results show that trade openness contributes to economic growth in the
small island economy. However, the coefficient of trade openness in the empirical analysis shows
that the positive economic growth effect of trade openness is weak and import-led.

There are also other findings on the interaction between trade openness and economic growth
that should be noted. Yanikkaya (2003) used a panel of over 100 countries to examine the impact
of trade openness on economic growth covering the period from 1970 to 1997. Contrary to the
suggestions from the theoretical growth literature, the results show that trade restrictions posi-
tively and significantly generates economic growth in developing economies. Dowrick and Golley
(2004) shows that the advantages of trade openness vary across economies, with the gains
accruing significantly to developed economies since 1980 because of their productive capacity.
Menyah et al. (2014) used a panel of 21 countries to show that limited support exists for trade-led
growth hypotheses in Africa. Duodu et al. (2020) examined the condition in Ghana covering the
period from 1984 to 2018 and incorporating the role of institutional quality. Short-run and long-run
estimates from the autoregressive-distributed lag model (ARDL) suggest that trade openness and
quality of institutions have a significantly positive impact on economic growth while the interac-
tion between the two variables has an insignificant impact.

For the particular case of Nigeria, Olubiyi (2014) and Lawal et al. (2016) provide varied results.
Olubiyi (2014) investigated the impact of trade components, exports, and imports, on economic
growth in Nigeria for the period spanning from 1980 to 2012. The results show that export trade
generates economic growth in Nigeria. Lawal et al. (2016) used the Autoregressive Distributed Lag
bounds (ARDL) estimation technique to examine the existence of a long-run relationship between
economic growth, financial development, and trade openness. The results show that the relation-
ship between economic growth and trade openness in Nigeria is negative and significant in the
long run but positive and significant in the short run. A more recent study, Nwadike et al. (2020)
using the ratio of total trade to GDP concludes that trade openness has a significantly positive
impact on economic growth in Nigeria for the period 1970-2011.

3. Data, empirical model and methodology
3.1. The model specification and data description

Following Mankiw et al. (1992) and Shahbaz (2012), Cobb-Douglas production function in period
t is given below:

Y = A(tL(t)PK () P0<p<1 (1)

In which Y is defined as real domestic output, A for technological progress, K for capital stock and
L is for labor. In this analysis the above production function is extended by assuming that
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technological progress is determined by trade openness, institutional quality, and financial sector
development. This is given as follows:

A(t) = .TO(t)*IQ(t)°DC(t)" (2)

where gis time-invariant constant, TO is trade openness, IQ is quality of governance and DC is for
financial sector development. Substituting Eq. (2) into Eq. (1) gives:

Y = . TO(t)“L(t)’K(t) PIQ(t)'DC(t)" 3)

The extended log-linear form of the model can be given as:

lnYt =g+ allnTOt -+ azlnLt -+ a3ant -+ (Zz,lnIQt -+ a5lnDCt + &t (4)

where aq is a constant term, [nY is for real GDP, InTo is for trade openness, InL for labor, InK is for
real capital stock, [nIQ is the institutional quality indicator, InDC is for financial development indicator,
and & is the white noise error term. This study uses annual data spanning from 1984 to 2017.
Economic growth is measured as GDP expressed in 2010 constant US dollars. Three measures of trade
openness are used: (i) total trade (Export and Import % of GDP), (i) imports of goods and services (%
of GDP), and (jii) exports of goods and services (% of GDP). The labor estimate used in this study is
calculated by multiplying the employment to population ratio by the active population. Active
population is defined as the total population within ages of 15-64. The real capital stock is calculated
from gross fixed capital formation adopting the perpetual inventory model:

Ki = Kt,l(l — 5) +I; (5)

In which K; is the current capital stock, K;_1 is the capital stock of the year before the current, § is
the capital depreciation rate, and I; is the capital investment in the current year. Following Lin and
Atsagli (2017) the annual rate of depreciation (6) of 5% is used in this study. The initial level of
capital stock is computed as:

Ko =Io/(9 + ) (6)

In which Kj is the initial capital stock, I is the initial capital investment, 5 is the capital
depreciation rate, and g represents the average growth rate of capital investment over the period
of the study. Financial sector development is measured as domestic credit to the private sector by
banks (% of GDP). Data on these variables are sourced from the World Development Indicators,
World Bank. Institutional quality is measured using the quality of governance dataset from the
International Country Risk Guide (ICRG). The quality of governance index is an index consisting of
three indicators: Corruption, Law and order, and Bureaucracy quality.

This study considers it meaningful to capture the role of institutional quality in the trade open-
ness - economic growth nexus by incorporating the interaction between the quality of institution
and trade openness as an additional explanatory variable in the model. This is achieved in the log-
linear model specified in Eq. (7) below:

lnYt = ﬂo JrﬂllnTOt + ﬂzlnLt + ﬂ3ant + /J’[Jﬂth + ﬂS (lnTOt * lnIQt) -+ ﬂGInDC( + &t (7)

’

Theoretically, 3, is expected to be positive and that will suggest that trade openness increases
economic growth. Also, $,, f3, B4, and fg are all expected to produce positive coefficients to
indicate a positive impact on economic growth for labor, real capital stock, institutional quality,
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and credit to the private sector, respectively. (InTO; * InIQ;) is an interaction term, capturing the
combined effect of trade and quality of institutions on economic growth in Nigeria. If #5<0, then
the interaction between institutional quality and trade openness has a negative effect (i.e. the
combined effect is negative) on economic growth. A positive coefficient (i.e. f5>0) suggests that
the interaction between the two variables promotes economic growth (i.e. the combined effect is
positive) in Nigeria.

3.2. Estimation method

The autoregressive-distributed lag (ARDL) from Pesaran et al. (2001) is used in this study.ARDL has
been widely used in the recent empirical analysis because of its robustness, reliability, and
statistical properties, considered superior to other long-run analytical techniques in the literature
(see Abango et al., 2019; Aboagye, 2017; Balcilar et al., 2019; Manasseh et al., 2017; Nampewo &
Opolot, 2016; Nwosa & Akinbobola, 2016). This technique to cointegration is used to model the log-
linear specifications in Equation (4 &7) as follows:

n n n n
AlnY: = ag + Y, aAlnY;_; + 3 aAInTO ¢ + Y. asiAlnLye; + Y. agiAlnKs,_;
i=1 i=0 i=0 i=0

n n
+ Y a5iAInIQ4;_j + Y, agiAINDCsy_j+azInYi_1 +agInTO:_1 + aglnls_1 + a1 InK;_4
i=0 i=0
+a11InIQt_1 + a2 INDCy_q + & (8)

n n n n n
AlnYe = fig + X prjAlnYe_i + 3 foAlnTO1¢j + 3, f3iAlnLae i+ ¥ fuiAInKse i + ¥ fsiAlnIQur

i=1 i=0 i=0 i=0 i=0
n n
++ Y e A(INTO  InIQ)st_i + Y. f7;AINDCe_; + PglnYi_1 + pInTO:_1 + f1glnls_1
i=0 i=0

+ A11InKe-1 + P1oInIQe 1 + B13(INTO + INIQ), 1 + P14INDCe 1 + &t 9)

Pesaran et al. (2001) and Narayan (2005) provides upper and lower critical bounds for the
evaluation of the null hypothesis of no cointegration among variables. Comparing the computed
F-statistic from Eq.(8 and 9) to the critical bounds, the null hypothesis is rejected when the
calculated F-statistics is greater than the upper critical bound, accepted when it is less than the
lower bound, and considered inconclusive when the calculated F-statistics remains between the
lower and upper critical bounds (see Narayan, 2005; Pesaran et al., 2001). The error correction
model for the estimation of the short-run relationships is specified as:

n n n n
AlnY: = ag + Z aqiAlnY:_; + 2 az,-AlnTOu,i + Z 03,-AInL2t,,- + 2 Gz,,'AInK:gt_,'
i=1 i=0 i=0 i=0

n n
+ > as;AlnIQ4t_; + Y, agAINDCsy_; + 21ECM;_1 + Uyt (10)
i=0 i=0

n n n n
AlnY: = By + X prAInYe_j + X BriAInTore_; + ¥ fyAlnLye i+ 3 BuiAInKs,
& . . )

i=0 i=0 i=0

n n n
+ X B5iAlnIQur + ¥ feiA(INTO + INIQ)st ; + 3 f7;AINDCe;_; + 22ECMe 1 + Uyt (11)
fary far s

where Ais the coefficient of the error correction term (ECM;_;) expected to be negative and
significant to show that short-run disequilibrium will converge back to the established long-run
relationship.
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4. Empirical results

4.1. Descriptive statistics and unit root tests

Summary of key description statistics for the variables are provided in Table 1. Cointegration
analysis starts with the examination of the stationarity properties of the variables. This is specifi-
cally important in the case of this study, given that ARDL does not accept I(2) variables. The Ng and
Perron (2001) test is performed for this purpose. The stationarity properties of the variables from
the test are presented in Table 2. The test results show that apart from InL that is stationary at the
level [I(0)], the other variables are only stationary at first difference I(1)]. With the test results
showing that the variables are integrated of a different order [I(0)andI(1)], ARDL remains the most
appropriate econometric technique for this empirical analysis.

Optimal lag length for all ARDL Models selected automatically based on Akaike information
criterion (AIC), restricted intercept, and no trend.

Notes: * and ** indicate rejection of null hypothesis at 1% level and 5% level of significance,
respectively;

Source of Asymptotic critical value bounds: Narayan (2005)

4.2. Results of ARDL co-integration test

Table 3 presents the calculated F-statistics from the ARDL cointegration test and compares it with
the critical values from Narayan (2005). The results indicate that in all the specifications, the null
hypothesis of no cointegration is rejected. This shows that there is a long-run causal relationship
between trade openness, economic growth, capital, labor, quality of governance, and financial
development in Nigeria. The results in Panel C of Table 4 show that all the estimated ARDL
specifications passed all required diagnostic tests, proofing that all the estimates are reliable.
The CUSUM and CUSUMSQ tests in Figure 2-6show that the estimations are also stable.

4.3. Long-run and short-run estimates

Specifications 1 and 2 in Table 4 present the ARDL estimates from Eq. (9). In Specification 1 trade
openness is measured as total trade (Export and Import % of GDP). The estimated long-run
coefficients are presented in Panel B. The results show that the long-run coefficient of trade
openness measured as total trade (Export and Import % of GDP) is positive but statistically
insignificant. Interestingly, Nwadike et al. (2020) had documented a statistically significant

Table 1. Descriptive statistics

InRGDP InL InK InTO InEX InIM InIQ InDC
Mean 7.4419 17.5318 10.8075 3.4360 2.9252 2.4920 -1.2361 2.1925
Median 7.3223 17.5502 10.8021 3.5624 3.0509 2.5668 -1.2809 2.0995

Maximum 7.8493 17.8556 . 11.1092 3.9755 3.5842 3.1273 -0.8109 3.1031
Minimum 7.1886 17.1256 10.4560 2.2122 1.6581 1.1085 -1.9095 1.5990

Std. Dev. 0.2420 0.2305 0.1732 0.4660 0.4763 0.5117 0.2408 0.3951
Skewness 0.5168 -0.2139 -0.0986 -1.3749 -1.1150 -1.2914 0.0998 0.5435
Kurtosis 1.6276 1.7152 2.3988 41886 3.4974 4.2576 3.7024 2.5242
Jarque- 41814 2.5979 0.5671 12.7132 7.3949 11.6909 0.7554 1.9948
Bera

Proba 0.1236 0.2728 0.7531 0.0017 0.0248 0.0029 0.6854 0.3688
bility

Obser 34 34 34 34 34 34 34 34
vations
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Table 2. Ng and Perron (

Level form 1(0) First differencel(1).
MZa MZt MSB MPT Mza MZt MSB MPT

[NRGDP -0.6927 -0.4522 0.6527 31.6807 | —14.0829 —2.6045 0.1849 1.9246
(1] [o1*

[InTO -3.1263 -1.2353 0.3951 7.8118 | -14.8673 -2.7104 0.1823 1.7083
(0] [o]*

[nIM -2.3717 -1.0236 0.4316 9.9184 | —-15.1460 -2.7490 0.1815 1.6285
(0] [o]*

[NEX -4,9883 -1.5791 0.3166 49120 | -14.4149 -2.6566 0.1843 1.8057
[0] [0]*

InL -13.8849 -2.4599 0.1772 2.4101 | -23.9221 -3.3995 0.1421 1.2196
[2]* [5]*

[nK -2.7519 -1.1656 0.4236 8.8767 -15.9071[0]*-2.8156 0.1770
[0]

1.5573

n1IQ -2.5192 -1.0904 0.4328 9.5610 | -9.6384 -2.1676 0.2249 1.6484
[2] [0] **

[InDC -2.7839 -1.0274 0.3691 8.3157 | —19.0903 -3.0656 0.1606 1.3686
[0] [4]*

*, ** and ***indicate significance at 1% level, 5% level and 10% level respectively; lag values in []

Table 3. Results of the cointegration test

Models K Optimal lag F-statistic Result
length

1 [InRGDP|(nTO, 5 ARDL(1, 2, 2, 1, 6.2929* Cointegration
InL, InK, [NIQ, 2,0)
InDC]

2 [[nRGDP|(nIM, 6 ARDL(1, 2, 1, 2, 9.2085* Cointegration
[nEX, InL, [NK, 0,0, 1)
InIQ, [NDC]

3 [InRGDP|(nTO, 6 ARDL(1, 2, 2, 1, 6.6827 Cointegration
InL, InK, [NIQ, 0,2,0
[NnTO*INIQ, INnDC]

4 [INRGDP|(nIM, 7 ARDL(1, 2, 1, 2, 8.9296 Cointegration
[nEX, InL, [NK, 0,0,0,1)
In1Q, [NIM*INIQ,
InDC]

5 [[NRGDP|(nIM, 7 ARDL(1, 2, 1, 2, 8.5112 Cointegration
[nEX, InL, [NK, 0,0,0,1)
In1Q, [NEX*INIQ,
InDC]

Critical Value Bounds 1% 5% 10%

K =5 10 Bound 4.134 2.910 2.407

11 Bound 5.761 4,193 3.517

K =6 10 Bound 3.713 2.685 2.254

11 Bound 5.326 3.960 3.388

K =7 10 Bound 3.599 2.597 2.196

11 Bound 5.230 3.907 3.370

Optimal lag length for all ARDL Models selected automatically based on Akaike information criterion (AIC), Restricted
intercept and no trend

Notes: * and ** indicate rejection of null hypothesis at 1% level and 5% level of significance respectively;

Source of Asymptotic critical value bounds: Narayan (2005)
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Figure 2. CUSUM and CUSUMSQ ~

plots for specification 1. 10
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Figure 3. CUSUM and CUSUMSQ  *°
plots for specification 2.
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Figure 4. CUSUM and CUSUMSQ
plots for specification 3. 10
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coefficient for the period 1970 — 2011. In another study, Lawal et al. (2016) documented a statis-
tically negative long-run coefficient. This identified variation in estimates is expected given recent
changes in the trade environment significantly accommodated in this present study by the exten-
sion of the sample period to 2017. In comparison to results from other African economies, Nigeria
differs from the case of Cote d’Ivoire documented by Keho and Grace Wang (2017) but similar to
the condition Duodu et al. (2020) identified for Ghana. The coefficient of labor is positive and
statistically significant at the 1% level. Although positive, the coefficient of capital is only signifi-
cant at 10% level. From the coefficients, a 1% increase in labor and capital generates about 2.17%
and 0.28% increase in economic growth, respectively. The short-run estimates in Panel
A shows that the coefficient of trade openness is positive and statistically significant at 5% level
with a 1% increase in openness of the economy to international tradeable to generate a 0.03%
increase in economic growth in Nigeria. The short-run effect of an increase in labor is found to be
positive and statistically significant at 1% level.

In specification 2, total trade is decomposed into two components: imports of goods and services (% of
GDP) and exports of goods and services (% of GDP). Interestingly, the long-run coefficients (see Panel B)
show that import and export trade affects economic growth in Nigeria differently. From the coefficients, the
impact of import trade on economic growth in Nigeria is negative and statistically significant at 1% level.
A 1% increase in import trade, from the coefficient, decreases economic growth by 0.56% in the long-run.
The long-run coefficient of export trade is positive and statistically significant at 1% level, with a 1%
increase in export tradeable to generate about a 0.52% increase in economic growth in the economy.
These results support the findings from Olubiyi (2014), concluding that economic growth in Nigeria is
export-led. This condition is however different from what Malefane and Odhiambo (2019) observed for
Lesotho. The long-run coefficient of labor is positive and statistically significant at 5% level. The short-run
coefficients in Panel A suggests that export-led growth hypothesis also exists in the short-run for Nigeria.
The negative coefficient of import trade and the positive coefficient of export trade are statistically
significant at 10% level.

Specifications 3 — 5 in Table 4 present the ARDL estimates from Eq. (10). The coefficient of ECM(—1) is
negative and significant at 1% level in all the specifications. This shows that short-run disequilibrium will
converge back to the established long-run relationship. The specifications extended Eq.(9) by incorporating
an interaction term to capture the role of institutional quality in the trade openness - economic growth
nexus in Nigeria. In Specification 3, the coefficient of trade openness is positive but only significant in the
short-run. Interestingly, while the positive coefficient of InTO is not significant in the long-run, the interac-
tion term (InTO = InIQ) has a positive coefficient statistically significant at 5% level. This is different from the
condition Duodu et al. (2020) identified for Ghana. The statistically significant-combined effect on economic
growth for trade openness and institutional quality highlights the importance of building quality institu-
tional frameworks as part of strategies designed to facilitate growth potentials of openness to trade.
Achieving this condition will require reducing the level of corruption and political instability and strict
adherence to rule of Law.

In specification 4, the coefficient of the interaction term (InIM « [nIQ) is positive and statisti-
cally significant at 1% level suggesting that the negative long-run effects of import trade on
economic growth in Nigeria decreases as institutional quality (quality of governance) improves.
In order words, openness to import trade when institutional frameworks that provide govern-
ance are weak creates economic conditions that negatively impacts on economic activities. This
could be a case of the import of goods and services contributing to unsustainable consumption
and diversion of economic resources through corrupt practices. Evidence from specification 5
shows that the coefficient of the interaction term (InEX «[nIQ) is positive but statistically
insignificant. This shows that the role of exports in the trade-economic growth nexus in
Nigeria is not dependent on institutional quality. While these empirical results support the
findings from Baliamoune-Lutz and Ndikumana (2007), it is, however, important to note that
in the particular case of Nigeria, import trade forms the channel through which poor institu-
tional quality can weaken economic growth.
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4.4. Conclusion and policy implications

This study examined the nexus between trade openness and economic growth in Nigeria over the
period 1984 to 2017 within the framework of the endogenous growth literature, incorporating the
role of institutional quality. The study employs three indicators of trade openness including total trade
(exports and imports), import trade, and export trade. ARDL provides evidence of a long-run relation-
ship among these variables of interest. The estimates suggest an insignificant relationship between
total trade and economic growth. Decomposing total trade into exports and imports yields interesting
results. The estimates show that in Nigeria, export trade has a significant positive impact on economic
growth. The impact of import trade on economic growth is also found to be significant, but negative.
Interestingly, further empirical estimation through the introduction of the interaction variable shows
that the negative long-run effects of import trade on economic growth in Nigeria decreases as
institutional quality (quality of governance) improves. Conversely, increasing import trade when the
institutional frameworks that constitutes the governance structure in the country is weak would
create opportunities for wasteful uses of resources with negative consequences on economic growth.

These findings call for a number of policy considerations in Nigeria. Among others, this study suggests
the need for policymakers to incorporate export-led growth strategies in long-term development plans.
Given that Nigeria has opened up its economy to international trade, the findings of these suggest that
as long as increased trade openness is likely to expose the economy to external shocks, the benefit from
trade openness will depend on the quality of institutions. There is therefore every need to fight and
eliminate corruption in all segments of the economy, promote law and order and bureaucratic quality in
the country. Good governance and quality institutions can help channel the dividends of trade openness
into growth-enhancing activities. Also, important is the urgent need for an import substitution strategy

to curtail the negative impact of import trade on economic growth in the country.
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