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This study investigates the impact of trade on human performances in Nigeria using
various econometric techniques to analyse the data from 1970-2015. It was observed
from the findings that trade and interest rate had a positive impact on human
performances in the economy, while price index and exchange rate had a negative
impact on human performances in the economy. On the overall, it was observed that the
independent variables are capable of correcting about 20% of deviations in human
performances back to equilibrium in the long-run. The study therefore concludes that
trade activities are a significant factor of human performances in the economy and also
prices and currency value are recognized in human performances in the economy. The
study recommends that policies towards trade activities in the economy should be
further reviewed to increase human performances in the economy as it is found
significant therewithin.
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1. Introduction
Economists have found that foreign trade is often favorable to growth and may

well be a necessary condition for rapid growth for small open economies (Arodoye
and Iyoha, 2014). Foreign trade is the exchange of production output between coun-
tries. In determining the growth and development of a country, domestic production,
consumption pattern and foreign interaction are considered (Adesuyi & Odeloye,
2013). In Nigeria before the discovery of oil in the 1950s, agriculture was the major
export-based product. Agricultural output accounted for about 90% of the export
sector. However, in the 1970s, oil sector output took over in the export sector as it
generates more revenue compared to the agricultural sector output.
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Theories have noted the role of foreign trade in the growth and development of
an economy, among them is; Smith (1776) who assumed that for a nation’s growth to
increase, its production pattern should be absolutely based. That is, producing and
trading commodities at which it has a lower labour cost advantage. Ricardo (1817)
states that countries can increase their economic welfare by producing and trading the
product where they have a lower opportunity cost advantage. Bhagwatti (1958), how-
ever, noted that as a country’s export expands, economic growth increases, but indi-
vidual welfare declines. He criticized the need for expansion of exports to promote
economic growth as its feedback effect on the welfare of the people living in the
country is negative. However, in standardizing the theory, Johnson (1971) noted that
Bhagwatti’s view is just a country-specific view.

In Nigeria, the research on trade and growth has concentrated much on the effect
of foreign trade on the growth and development of the Nigerian economy. It has been
argued that a larger part of the growth expansion in the Nigerian economy has been
through international trade, while some believed that foreign trade over the years had
impacted growth and development negatively. Umoru (2013) in line with Usman
(2011) argued that foreign trade has not transformed into economic growth and most
of the imported goods causes damage to the industrial output, which leads to insuffi-
cient output in the economy and lowers the value of the economy’s output in other
countries. This, they further argue, has a later impact on the welfare of individuals.
On this note, this study deviates by investigating the impact of trade on human per-
formances in Nigeria.

2. Theoretical Framework
In view of the related theories in the study, Smith (1776) advocated that a coun-

try’s  growth can only be promoted by basing is production on the products it has a
higher cost advantage. Ricardo (1817) proposed that considering the production that
attaches a lower opportunity cost is advisable for the promotion of growth in an econ-
omy. This theory concentrated on the welfare gains and ignores the gains from the
rate of economic growth. The neoclassical theory of   Heckscher and Ohlin (1917),
(1933) further explained by Samuelson (1948 and 1949) advocated the opening of a
country’s trade arguing that it is efficient, beneficial and positive to the entire world,
but a major limitation was that it assumed a static gain(s) of welfare. Marshal (1890)
pointed that the major engine of economic progress is international trade. He postu-
lated that international trade leads to global production and promotes both the internal
and external economies, which results in increased income.
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The modern theory of commercial policy by Bhagwati (1958) argued that an in-
crease in the productive capacity of an economy can become worse off and the bene-
fit of economic growth can diminish, if its trade terms deteriorate sufficiently. He
suggested that the benefits of the increase in productive capacity are mostly enjoyed
by foreign consumers through lower prices from exports expansion. This he believes
hurts the domestic producer in terms of maintaining their standard of living. In dis-
cussing the condition, he assumed a two-country model where a country is expanding
in growth and other countries does not. He concluded that the effect will be positive if
the terms of trade do not move against the growing country enough to deny it of all
the growth gains, and it is negative if the price of the import good is not in conformity
with that of export. Johnson (1967) in explaining the theory further opined that a
declining terms of trade is not the only factor that leads to immiserizing growth, but
also the exogenous imposed tariff faced by small open economies can worsen the
economic expansion in terms of welfare. Bhagwati (1968) further explained three
fundamental theoretical ingredient of commercial policy: distortion, welfare and
growth, which he explained as in a situation where there is economic distortion, the
benefits of economic growth declines and affects the welfare of individuals.

On the empirical front, Wei and Zhang (2013) in testing the immiserizing growth
in China argued that the non-trivial portion of the Chinese growth rates in recent
years may be a case of immiserizing growth. In 124 countries including both devel-
oped and developing countries between 1971 and 2010, using simultaneous equation,
Iamsiraroj (2015) argued that foreign direct investment positively relates with
economic growth and considered trade openness, labor force and economic freedom
as other determinant factor of economic growth. In agreement with the findings,
Iamsiraroj and Ulubaşoğlu (2015) also noted a postive nexus between FDI and
economic growth and also consider trade and financial development as a catalyst for
signigficant growth mostly in the developing countries. Were (2015) observed the
link between trade and economic growth in both developed and developing countries,
the study noted a positive link between trade and economic growth for both regions
but insignificant.The study firther argued that the insignificanct relationship is
stronger in the least developing countries,where African countries are included,
compared to the developed countries and also considered trade as an important
determinant of FDI in the study. For the economy of Pakistan, Gokmenoglu, Amin,
and Taspinar (2015) examined the relationship between international trade, financial
development and economic growth. Their findings revealed that there is a causal link
between international trade, financial development and economic growth in the
economy of Pakistan. Therefore, international trade and financial development should
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be considered as an important determinant of economic growth. Tekin (2012) also
examined the causal link between development aid, trade openness and economic
growth in the less developed countries for the period 1970 and 2010 using the new
Granger causality test approach. The study noted a significant causal link between
development aid, openness to trade and economic growth for the least developing
countries in Africa. Fetahi-Vehap, Sadiku and Petkovski (2015) used a system panel
GMM to examine the relationship between openness to trade and economic growth in
the economy of South East European (SEE) countries. The result revealed that a
positive relationship exist between trade openness and economic growth through the
initial income per capita and other explanatory variables, otherwise there is no robust
evidence between these two variables. They further noted that trade openness is more
beneficial to countries with higher level of initial income per capita, ABND countries
with higher level of FDI and gross fixed capital formation. Ali-Mohamed (2015) used
Two-Stage Least Squares to discuss the impact of reducing time cost on trade and
international trade on economic growth of 16 Arab countries during the period 2005
and 2011. Their findings noted that information and communication technology leads
to time and cost reduction, thereby increasing the value of merchandise exports and
imports. Dritsaki and Stiakakis (2014) used ECM-ARDL model to analyse the
relationship between FDI, export and economic growth in the economy of Croatia
between 1994 and 2012. Their findings proved a bidirecetional relationship between
the export and economic growth in the economy. Maku and Ajike (2015) examined
the impact of capital and financial inflow on human welfare in sixteen Sub-Saharan
African countries using the feasible generalized least square estimator test the fixed
and random effect of the variables employed at 1% level of significance. The Portfo-
lio investment was found to influence HDI access to health services and life expec-
tancy at birth negatively but improved access to water and sanitation significantly,
while Financial and Capital channels of globalisation showed mixed effects on human
welfare indicator.

In Nigeria, several studies have been carried out on international trade and eco-
nomic growth; among them is Usman (2011) ,who studied the impact of trade on
economic growth in Nigeria using multiple regression analysis. He observed that
export, import and the exchange rate are negatively related to economic growth in
Nigeria. Adesuyi and Odeleye (2013) observed that a positive relationship exists
between non-oil export values, non-oil import value, oil export value and the ex-
change rate, while oil import value exhibits a negative relationship. Arodoye and
Iyoha (2014) observed, using vector autoregressive model, that the predominant
sources of Nigerian economic growth variation are due to the nexus between foreign
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trade and economic growth in Nigeria. Afaha and Aiyelabola (2012) also used the
multiple regression analysis to explain the relationship between foreign trade and
economic growth in Nigeria and find out that export, the exchange rate, and per-
capita income are positively related while trade openness and import are negatively
related to output (proxy by GDP) of Nigeria with 60%, 0.4%, 101%, 41%, 1.2%
respectively for the period of 1980-2010.

Omoju and Adesanya (2012) also examined the impact of trade on economic
growth in developing countries using Nigeria as a case study. It was revealed that
trade; foreign direct investment, government expenditure and the exchange rate have
a significant positive impact on economic growth in Nigeria and recommended that
the government should create an enabling environment that would facilitate trade and
foreign direct investment. Efforts should also be geared towards improving expendi-
ture and ensuring exchange rate stability.

From the empirical review it was noted that most of the studies focused on trade
and economic growth nexus except for the work of Maku and Ajike (2015) on capital
inflow and human welfare in Sub-Saharan Africa countries. Even the studies on trade-
growth nexus were found to lack consensus in findings due to the method and scope
of their studies. This study however, adds to the existing literature by investigating
the nexus between trade and human performances in Nigeria using the vector error
correction method (VECM) to analyse the data spanning from 1970-2015.

3. Data Source and Methodology
The study used secondary data spanning from 1970 to 2015 and sourced from

WDI (2015). The data used include GDP per capita (Current US$), Trade calculated
as Export of goods and services (Current US$) plus Import of goods and services
(Current US$), Official Exchange Rate (LCU per US$, period average), and Con-
sumer Price Index (2010=100), Lending interest rate (%). This study followed the
model of Thirwall (1979) who developed a one- sector demand model of output and
growth from three critical equations of Kaldor (1970) which expresses the theoretical
framework of the post- Keynesian theory of growth and trade and expressed in
growth form as follows;= ( )

(1)

Araujo and Lima (2007) redefined the model and develop the multi-sector
growth model which incorporates the share of each sector in total exports and total
imports respectively and this is presented as;
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= ∑ (2)= ∑ (3)

Where and are shares of sectors in total exports and total imports re-
spectively, and and are elasticities of exports and imports.

Despite the derivation of a multi-sector model, the structural model retains the
weakness in the Thirlwall’s (1979) one-sector model. It remains deterministic and
non-parametric, making it less appropriate for the estimation of the rate of growth in
output.

Catela and Porcile (2012) adopt the Keynes-Pasinetti framework in line with
Araujo and Lima (2007) to develop a parametric demand model of output growth in
order to argue that the pattern of specialization matters for growth in long-run output.
The model is strictly guided by the neoclassical trade theory of comparative advan-
tage that limits the pattern of specialization to exports. They proxied the Keynesian
efficiency by the share of sector with high income elasticity of demand in total ex-
ports and the Schumpetarian efficiency is proxied by the share of technology- inten-
sive sector in total exports. Their parameterized demand model of growth in long-run
output is expressed for a panel of countries as follows;= + + + + + (4)

Where Y is the real GDP, K is the share of sector with high income demand in
total exports, S is the share of sector with high technology in total exports, Z is the
real world income, and T, is the terms of trade.

From equation (4) we therefore specify the model for this study as;= + + + + + (5)

Where, Y is GDP per capita proxy for human performances, T – Trade, CPI-
Consumer Price Index, EXR- Exchange rate, and INT, Interest rate. ε is the error
term. − coefficient of the variables, while is the intercept.

4. Results
4.1. Correlation Test
It was revealed from the result that none of the variables are correlated. The re-

sult showed that trade, consumer price index and exchange rate positively correlate
with human performances, but not perfectly, while interest rate negatively correlates
with human performances. We strongly agree that there is no problem of multicollin-
earity among the variables. The result is presented in table 4.1.
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Table 4.1: Correlation Matrix Test
Variables InGDP InT InCPI EXR INT

InGDP 1.00000 0.622364 0.568141 0.483597 -0.02612

InT 0.622364 1.00000 0.992498 0.97113 0.678941

InCPI 0.568141 0.992498 1.00000 0.975223 0.703137

EXR 0.483597 0.97113 0.975223 1.00000 0.75747

INT -0.02612 0.678941 0.703137 0.75747 1.00000

Source: Authors Computation (2018)

4.2. Descriptive Statistics
From the result, it was shown that the mean value of the variables lies in between

their maximum and minimum values. The skewness result showed that trade, inflation
and the exchange rate have a negative skewness. This implies that they all have a long
tail to the left, while gross domestic product per capita proxy for human performances
has a positive skewness. For the distribution test, Jarque-Bera Statistics revealed that
gross domestic product and the exchange rate are not normally distributed as they
have a probability value of less than 10%, while Trade, inflation and interest are
normally distributed as they have probability values greater than 10%. The result is
presented in table 4.2.

Table 4.2: Descriptive Statistics Test Result
InGDP InT InCPI EXR INT

Mean 6.249754 26.55993 1.586109 2.346866 15.21517

Median 6.040804 26.63206 1.607344 2.968195 16.7575

Maximum 8.077658 31.14664 5.068549 5.259787 31.65

Minimum 5.034656 21.28761 -2.30177 -0.60371 6

Std. Dev. 0.835832 3.184241 2.500317 2.31466 6.411009

Skewness 0.804676 -0.02159 -0.1016 -0.0984 0.153508

Kurtosis 2.697266 1.533235 1.478438 1.330285 2.279917

Jarque-Bera 5.139853 4.127091 4.516513 5.417795 1.174492

Probability 0.076541 0.127003 0.104533 0.06661 0.555856

Sum 287.4887 1221.757 72.96103 107.9558 699.8978

Sum Sq. Dev. 31.43768 456.2726 281.3213 241.0944 1849.547

Observations 46 46 46 46 46

Source: Authors Computation (2018)



O. Omitogun, A. Longe, S. Muhammad.
The effect of trade on human performances in Nigeria.

53

4.3. Unit Root Test
From the stationary test result, it was revealed that all the variables are stationary

at first difference, which implies that the variables are stationary at order of integra-
tion one [I(1)] and there is a presence of unit root among the variables The result is
presented in table 4.3.

Table 4.3: Unit Root Results
Level

Variables None Intercept Trend and Intercept

LGDP 1.447353 -0.24863 -0.97588

InT 4.152403 -1.20113 -1.28337

InCPI 2.46672 -0.91052 -0.44212

EXR 1.850206 -0.24271 -1.6206

INT -0.17139 -1.73544 -1.7601

First Difference

Variables None Intercept Trend and Intercept

LGDP -5.96459*** -6.27795*** -6.19031***

InT -4.89294*** -6.55526*** -6.59702***

InCPI -1.92525** -3.28519*** -3.30534*

EXR -4.65922*** -5.3843*** -5.3204***

INT -7.46834*** -7.43613*** -7.43485***

***, **, * implies stationary at 1%, 5%, and 10% significance level
Source: Authors Computation (2018)

The result also implies that the data does not behave well over the period speci-
fied. As a result of this, we carry a long-run co-movement test among the variables to
verify if the variables have a long-run relationship. The result of the long-run rela-
tionship is presented in table 4.4.
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Table 4.4: Johansen Cointegration Test
Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.1

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**

None * 0.509311 84.56076 65.8197 0.0021

At most 1 * 0.39572 53.23523 44.49359 0.0144

At most 2 * 0.351518 31.07168 27.06695 0.0355

At most 3 0.209606 12.01437 13.42878 0.1562

At most 4 0.037123 1.664517 2.705545 0.197

Trace test indicates 3 cointegrating eqn(s) at the 0.1 level

* denotes rejection of the hypothesis at the 0.1 level

**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.1

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**

None * 0.509311 31.32553 31.23922 0.0978

At most 1 0.39572 22.16355 25.12408 0.2121

At most 2 * 0.351518 19.05731 18.89282 0.0952

At most 3 0.209606 10.34986 12.29652 0.19

At most 4 0.037123 1.664517 2.705545 0.197

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.1 level

* denotes rejection of the hypothesis at the 0.1 level

**MacKinnon-Haug-Michelis (1999) p-values

Source: Authors Computation (2018)

From the long-run cointegration result, it was observed that there are at least
three cointegrating equations among the variable in the trace test, while two cointe-
grating equations were revealed for the maximum eigenvalue test. This implies that
there is a long-run co-movement among the variables in the study. As a result of this
we further estimate the impact of the independent variables on human performances
using the Vector Error Correction Model (VECM).

From the result in table 4.5, we observed that in the long-run, trade and interest
had a positive impact on human performances in Nigeria, while inflation rate and the
exchange rate had a negative impact on human performances therewithin. The short-
run result conforms to the expected negative sign. The implication of this is that the
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independent variables are capable of correcting about 20% divergence in the depend-
ent variable back to equilibrium in the long-run. The degree of correction is however
found to be low. This is because trade activities have been suffering from internal
factors such as price benefits and also exchange rate policy. This confirms the argu-
ment of Bhagwatti (1958) that the benefits of productivity increase only accrue to
foreign consumers through lower prices from exports expansion, and unfavouable
prices to domestic consumers which hurts the standard of living of the domestic pro-
ducers.

Table 4.5: VECM Test Result
Variables Coefficients Standard Error T-statistics P.V

InT(-1) 0.964335 -0.27643 3.48856

In(CPI(-1)) -1.29558 -0.33921 -3.81938

EXR(-1) -0.01132 -0.00372 -3.04265

INT(-1) 0.088158 -0.02579 3.41809

ECM(-1) -0.20088 -0.07379 -2.72220 0.0105

Source: Authors Computation (2018)

4.6. Diagnostic Test
In order to verify our result based on the model specified, we adopted a Hetero-

scedaticity Test, and Serial Correlation LM test to test the stability of the model. The
results are presented in table 4.6. It was confirmed by the Breusch-Godfrey Serial
Correlation test the absence of auto-correlation and absence of heteroscedasticity
problem was also confirmed in the model. These results are supported by their F-
statistics and probability values greater than 10%.

Table 4.6: Diagnostic Test Results
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.396949 Prob. F(2,29) 0.676

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.318515 Prob. F(15,27) 0.2577

Source: Authors Computation (2018)

We also checked the graphical stability of the model using the Cumulative Sum
of Chart and Cumulative Sum Square (CUSUM & CUSUMQ). The stability of the
model is confirmed if the graph plots lie within the critical bounds at 5% significance
level.
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The plots of CUSUM and CUSUMQ for testing Trade and human performances
model in the economy of Nigeria was found to be valid to explain the relationship.
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Figure 1: CUSUM Test

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

86 88 90 92 94 96 98 00 02 04 06 08 10 12 14

CUSUM of Squares 5% Significance

Figure 2: CUSUM of Squares Test

5. Conclusion and Recommendation
The study empirically examines the effect of trade on human performances in

Nigeria. From the result, it was observed that trade and interest rate positively influ-
ence human performances in Nigeria, while consumer price index and exchange rate
negatively impact on human performances. Also, the findings showed that the ex-
planatory variables have the ability of correcting about 20% deviations in human
performances in the long-run if attention is paid to the sector. The findings however
are similar to the conclusion of Omoju and Adesanya (2012) and Maku and Ajike
(2015) that trade significantly increases human performances in Nigeria. From the
findings, the study recommends that policies towards improving the trade sector of
the economy a better one should be given more attention since it significantly ex-
plains human performances in the economy. Also, if trade activities are promoted
through provision of incentives in the sector, the price index and exchange rate are
likely to turn out in favour of the people which will increase their performances.
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