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ABSTRACT

his study investigated the impact of trade openness and foreign direct investment on economic

growth in Nigeria and South Africa from 1960 to 2013 using Johansen co-integration technique.

Results from the vector error correction modelling (VECM) supports the existence of a long run relationship

among economic growth, trade openness and FDI in Nigeria and South Africa. The error terms show a speed of

adjustment to equilibrium at 45 % and 13% of previous shocks. The short-run parameters show that trade openness

has impacted negatively on growth in Nigeria but positively in South Africa while DI has impacted on growth

positively in both countries. Expectedly, lending rate impacts negatively on growth in both countries. However,

inflation impacts negatively on growth in Nigeria but positively on growth in South Africa. Based on this, the

study recommends that Nigeria should implement policies that would boost its volume of trade with the rest of the

world. Likewtse, South Africa should continue its policy of trade openness as it spurs its growth in the long run.

Finally, Nigeria and South Africa should encourage policies that attract FDI as it impacts positively on their

economic growths
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1. INTRODUCTION

Over the past two decades, globalisation has become
a pervading trend and has gained sufficient traction and
exposition in literature due to the increasing interconnectedness
and strengthening of international linkages, mostly through
trade and capital flows (Loto, 2011). In this, considerable
theoretical and empirical interest has been developed regarding
the issues of whether, and how, globalisation affects economic
performance and why integration through trade and capital
flows should impact positively on economic growth. Available
literature focusing on providing compelling answers to these
questions reveals the contention among researchers and policy
makers which mostly stem from persistent conflicting results
from the empirical than the theoretical side.

Drawing from theory, recent endogenous growth
literature considers openness to trade as growth-enhancing
because expanding the size of the markets allows economies
to reap the gains of increasing returns to scale and exploit the
benefits of specialisation (see for example, Romer, 1989; Ades
& Glaeser, 1994). On the other hand, there are compelling
reasons why integration through capital flows promotes
economic growth, especially in developing economies. Neo-

classical economists argue that increasing international
mobility of capital in the form of foreign direct investment
(FDI) complements domestic capital and facilitates the transfer
and efficient use of technology in production process as well
as strengthen the competitiveness of local firms.

The dominant message from literature supports the
claim that there is indeed a positive relationship between
globalisation and economic growth (Tahir & Ali, 2014). At
least, the phenomenal growth recorded by the Asian giant
economies of China and India since the 1970s following their
integration into the global economy provides sound support
to changes in policies in favour of globalisation especially in
developing economies. However, globalisation impacts on
economies differently, and can present both positive and
adverse consequences to economic growth in different
economies around the world (Ogunrinola & Osabuohien 2010).
In more precise terms, Yanikkaya (2003) argues that even if
global economic growth increases due to economic integration,
its distribution may be uneven as globalisation may impact
negatively on individual economies if trading partners are not
identical in factor endowments and technologies.
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It has been variously argued that globalisation
presents both opportunities and challenges to the global
economy with most of'its opportunities accruing to developed
economies while developing and less developed economies
face the challenges mostly. However, the net-benefit of
globalisation is strongly believed by most economists to be
positive (Dreher, 2006). Early studies such as Sach & Warner
(1995), Edwards (1998) and Frankel & Romer (1999) focused
on increases in total factor productivity and concluded that
there is a positive and robust relationship between trade
openness and growth in developing economies. However,
studies by critics of trade openness such as Krugman (1994)
and Rodrik (1996) argue that the relationship between
openness to trade and economic growth is very weak at its
best.

This contention has continued to manifest even in
recent empirical studies on globalisation especially with focus
on developing economies. For instance, in the case of Nigeria,
trade openness and FDI was found to have a long run impact
on growth (see; Alimi & Atanda, 2011; Adelowokan & Maku,
2013). Contrarily, Nwakanma & Ibe (2014) found that both
openness and FDI has no significant impact on economic
growth in Nigeria from 1981 to 2012. Similarly, on South
Africa, Loots (2002) found that trade openness and FDI have

contributed positively to growth in South Africa from 1990
to 2001. This result was confirmed by Mosikari & Sikwila
(2013) who also found that globalisation promotes growth in
South Africa. However, Tsawamuno et a/, (2007) found that
while trade openness stimulated economic growth, FDI did
not.

This study finds motivation in the fact that over
the last decade, the economies of Nigeria and South Africa
have recorded significant improvements in their economic
growth rates following their acceptance of a regime shift in
favour of outward looking strategies by liberalising their
economies for trade and capital investment. The economy of
Nigeria grew throughout the decade from 2003 to 2013 by an
average of 7.11% while South Africa grew throughout the
decade from 2003 to 2012 by an average of 4.5% (African
Economic Outlook, 2014). The aim of this research is therefore
to investigate the simultaneous impact of Trade Openness
and FDI on economic growth in Nigerian and South African
Economies. Following the introduction, the remaining part
of this paper consists of section two which presents a
comparative analysis of globalisation in Nigeria and South
Africa. Section three describes the method of estimation while
section four presents that results of our analysis followed by
discussion of finding, conclusion and policy issues.

2.TRADE, FOREIGN INVESTMENT AND ECONOMIC GROWTH IN NIGERIA AND

SOUTH AFRICA
Fig. 1
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Figure 1 above contain the trends in trade openness
and FDI in Nigeria and South Africa. The rationale for this is
to compare the pattern using data from 1960 to 2013. From
1960 to 1970, the economy of South Africa was far more
open to trade that the economy of Nigeria. But the economy
of Nigeria grew more open to trade throughout the decade
from 1970 to 1980. At about mid-1970s, the eco nigeria and
South Africa were at the same level of trade openness.
Throughout the period from 1960 to 1980, index for trade
openness in both Nigeria and South Africa maintained a similar
trend having moved nealy in the same direction. Throughout
the period from 1988 to 2007, trade openness in South Africa
was far below the levels in Nigeria. During this period, index
for trade openness moved in the same direction in both
economies before South Africa grew more open in 2007

afterwhich openness decreased in both economies. The
economy of South Africa has been growing more open since
2010.

Figure 2 presents trends in the flow of FDI into
Nigeria and South Africa. From the graph, it can be inferred
that FDI inflow was much higher in South Africa than in
Nigeria in the 1970s. Also, over the decade from 1970 to
1980, the flow of FDI into these economies moved in opposite
directions. It can also be inferred that FDI flow into South
Africa was much higher in Nigeria than in South Africa in
1980 before decreasing sharply until mid-1980s. At this same
period, FDI inflow was on the increase in South Africa.
However, FDI flow into Nigeria increased significantly over
the years following the liberalisation of the economy in 1986
while it decreased significantly in South Africa from this period
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till early 1990s. FDI flow into South Africa increased sharply
after economic liberalisation and return to civil rule in 1994.
Over the two decades after 1994, FDI flow into South Africa
was higher than its flow into Nigeria. Between 2004 and 2006,
FDI inflow into Nigeria and South Africa was the same level
and increased together before decreasing in South Africa in
mid-2000s but continued rising in Nigeria till 2010. FDI flow
into Nigeria and South Africa was at the same level in 2013.

Fig.3
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Figure 3 presents a comparison of the trends in
economic growth in Nigeria and South Africa. From the graph,

Model 1: Economic Growth Model for Nigeria:

it can be inferred that economic growth has been relatively
stable in South Africa than in Nigeria. Economic growth which

started off at the same level in both economies in
1960 took a downward trend in Nigeria between 1967 and
1970. This may not be unconnected with the civil war in
Nigeria during this period. The Nigerian economy recovered
and grew significantly very close to the levels of South African
economy at the end of the war till mid-1970s. Economic
growth in Nigeria nosedived again throughout the period before
mid-1980s but has grown afterwards but continuously below
the South African growth levels till 2008. However, over the
period from 2008 to 2013, the economy of Nigeria has grown
very closely to that of South African.
3. METHOD
3.1 Data and Models

Data for this study cover the period from 1960 to
2013 and are sourced from the World Bank Databank (2014),
Central Bank of Nigeria Statistical Bulletin and the South
African Reserve Bank Statistical Publications while the
empirical model of this study follows Adelowokan & Maku
(2013). We retain trade openness (TOP) and FDI but we
modify our models such that real GDP replaces GDP per
capita while the conditioning set includes an index for financial
sector development (FSD) measured as the ratio of domestic
credit to private sector to GDP, inflation rate (INF) to measure
macroeconomic stability, oil price (OP), gold price (GP), and
lending interest rate (LNR). The logarithmic form of the
models estimated in this study is expressed thus;

LNRGDPy = (o +WiLNTOP + W2LNFDI + WsLNOP + W«LNFSD + W sLNINF + WeLNLNR + u..(T)

Model 2: Economic Growth Model for South Africa:

LNRGDPs = o +WiLNTOP + 2L NFDI + W;:LNGP + WL NFSD + ysLNINF + WeLNLNR + 1t..(2)

3.2 Estimation Technique

The estimation of our econometric models starts
with the determination of the time series properties of all
variables using the Augmented-Dickey Fuller (ADF) Unit
Root Test. After the ADF tests is the test to determine the
presence or otherwise of co-integration using the Johansen
Test for co-integration. The presence of co-integrating
equation(s) in the model enables us to estimate Error Correction
Models.
The regression equation used by ADF in which the coefficient
of X . is tested is exoressed as follows:

AN =wp+wy X+ Wale s +WF+E; -3}

The decision to either accept or reject the null
hypotheses is taken by comparing the ADF test statistics
against the Mackinnon values. Here, the null hypothesis that

is tested is of the existence of a unit root (non-stationary)
against the alternative of no unit root (stationary) and is
expressed as;

H=X,1)
H=X,0

4.RESULTS AND DISCUSSION
4.1 ADF test results

Table 1 below present results from the unit root
tests on all variables in both the Nigerian and South African
Models.. The Tables show that all the variables in both the
Nigerian and South African models are non-stationary at level
but are stationary when converted to first difference. This
also implies that there are integrated of order one.
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Table 1: ADF unit root test for variables in Nigerian and South African model
Mackinnon Critical Order of
ADF Values Values Integration
Series At Levels First Difference 5%
South South South South
Nigeria Africa Nigeria AFRICA Nigeria Africa Nigeria | Africa
LNRGDP -0.865 -3.153 -5.204 -4.434 -3.497 -3.497 1(1) 1(1)
LNTOP -2.304 -2.038 -9.152 -6.586 -3.498 -3.498 1(1) 1(1)
LNFDI -2.306 -2.927 -8.584 -9.591 -3.528 -2.950 1(1) 1(1)
LNFSD -2.59 -3.155 -6.47 -7.883 -3.497 -3.508 1(1) 1(1)
LNOP -2.394 -9.068 -3.498 1(1)
LNGP -1.346 -4.506 -3.497 1(1)
LNINF -3.371 -2.153 -6.924 -7.237 -3.497 -3.499 1(1) 1(1)
LNR -1.508 -1.166 -6.798 -5.656 -3.498 -3.497 1(1) 1(1)

4.2 Results from Johansen Co-
integration Tests

The estimation of our models starts with tests for
lag order section. From the test results which are presented
in the appendix section, according to Table 2 and 3 more test
statistics, namely, LR, FPE, AIC and HQIC unanimously
suggest lag four as the appropriate lag for our both models.
Lag four was therefore used for the Johansen tests for co-
integration which is presented in Table 4 for Nigeria and Table
5 for South Africa. From Table 4, the null hypothesis of three
co-integrating equation cannot be rejected because the trace
statistic of 21.53 is less than the 5% critical value of 29.68.
Therefore, there is a vector of three co-integrating equations
in the Nigerian growth model.

Similarly, the null hypothesis of five co-integrating
equation cannot be rejected because the trace statistic of 2.46
is less than the 5% critical value of 3.76. Therefore, there is a
vector of five co-integrating equations in the South African
model. The implication of these results is that long run
relationships exist among economic growth and other variables
in our models.

4.3 Results from Vector Error Correction
Models

The result of Error Correction Model for Nigeria in
Table 6 supports the existence of long run relationship among
the variables because a lag of the error correction term (cel) in
the dependent variable -real GDP is negative and significant
at 5%. The error correction term shows the speed of
adjustment of each of the variables back to equilibrium at
45% in the case of temporary shocks. On the short-run
parameters, the coefficient of trade openness is unexpectedly
negative but conforms to earlier results that openness has
impacted negatively on economic growth in Nigeria while
FDI has impacted positively on growth and its coefficient in
the result is positive and significant. The coefficient of lending
rate is as expected negative and significant while inflation is
negative at second lag but not significant. The coefficient of
financial deepening is negative is only significant at lag two.
The tests for serial correlation for the Nigerian model
presented in Table 8 shows that at lags one and two, the null
hypothesis of the existence of no autocorrelation cannot be
rejected. This is because the probabilities of 30% and 41%
are higher than 5% critical value. Therefore, there is no serial
correlation in the model.

Similarly, the results presented in Table 7 confirms
the existence of a long run relationship among the variables in
the South African growth model because the error correction
term (cel) in the dependent variable -real GDP is negative
and significant. The error term shows a speed of adjustment
to equilibrium of 13% of previous distortion. On the short-
run parameters, the coefficient of trade openness is negative

and significant at lag one but positive and also significant at
lag three while the coefficient for FDI is positive and
significant at all the selected lags. Expectedly, the coefficient
of Gold price is positive and significant at lag one while the
coefficient of lending rate is negative and significant at lag two
and three. However, the coefficient of inflation is positive
and significant at all lags. The tests for serial correlation
presented in Table 9 shows that at lag one and two, the null
hypothesis of the existence of no autocorrelation cannot be
rejected. This is because the probabilities of 13% and 54%
are higher than 5% critical value. Therefore, there is no serial
correlation in the model.

Findings from the growth model for Nigeria confirms
the empirical studies of Alimi & Atanda (2011), Adelowokan
& Maku (2013), Loto (2011), Nwakanma & Ibe (2014) and
Akinbobola (2014) that also found that trade has not impacted
positively on growth. The coefficient of FDI which is positive
and significant implying that it impacts positively on growth
in Nigeria is also in agreement with Loto (2011). Similarly, for
South Africa, the result confirms the empirical studies of
Mosikari & Sikwila (2013) which shows that openness is
positive and significant. The positive effects of FDI and gold
price on growth are also in line with the empirical studies of
Loots (2002), Tsawamuno et al, (2007) and Mosikari & Sikwila
(2013).
5.CONCLUSION AND POLICY ISSUES

This study has explored the effect of globalisation
on the economies of Nigeria and South Africa. Using Error
Correction Modelling, it has been established that the indicator
for trade openness is negative for Nigeria while FDI is positive.
The study fails to reject the null hypothesis that trade
openness has had no positive effect on growth in Nigeria.
However, the study rejects the null hypothesis that FDI has
had no positive effect on growth. This study concludes that
while trade openness has not impacted positively on growth,
FDI has contributed positively on growth in Nigeria. For
South Africa, this study rejects the null hypotheses that trade
openness and FDI have had no positive effect on growth and
concludes that openness and FDI have impacted positively
on economic growth. However, the growth effect of openness
occurs in the long run.

The implication of these findings is that viewed
from the dimension of trade, Nigeria has not gained from
globalisation. This outcome may not be unconnected with
the fact that the ratio of trade to GDP in Nigeria is still below
the level required for its impact on growth to be positive.
Also, Nigerian economy is yet to get fully integrated into the
global economic system. In this context, the study recommends
that Nigeria should face this current wave of globalisation
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through suitable policy changes and restructuring of its
economy to facilitate the manufacturing of products that can
compete favourably at the international market and raise the
ratio of'its total trade to GDP. Similarly, for South Africa, the
study recommends that policies that promote openness
totrade in the economy be continued as this spurs growth in
the long run. The findings of this study also imply that Nigeria
and South Africa have benefitted from globalisation in terms
of FDI. In this, the study recommends that policies that attract
FDI into these economies should be pursued as this is very
crucial for their economic growth.
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