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ABSTRACT

This study investigates the impact of international trade on economic development in Nigeria from 1999
to 2024, Employing a quantitative time-series design, the study utilizes secondary data from the Central
Bank of Nigeria and the World Bank, applying econometric techniques such as the Augmented Dickey-
Fuller (ADF) unit root test, Johansen cointegration, and an Error Correction Model (ECM). The findings
confirm that a long-run equilibrium relationship exists between international trade variables (exports,
imports, exchange rate, and balance of payments) and real GDP. While exports positively contribute to
economic growth in the long run, import dynamics and exchange rate volatility present significant
challenges. The results indicate that Nigeria's economic performance is heavily influenced by its trade
structure and external shocks. The study concludes that for international trade to foster sustainable and
inclusive development, Nigeria must implement a holistic strategy that includes diversifying its export
base, strengthening domestic production, and adopting stable macroeconomic policies. These measures
are crucial for reducing vulnerability and maximizing the benefits of global integration.

Keywords: International trade, economic growth, trade openness, exchange rate, balance of payments,
Nigeria

1.0 INTRODUCTION

International trade has become a crucial driver of global economic growth and national development,
providing countries with access to broader markets, advanced technologies, and diverse resources. For
developing nations, trade offers opportunities to harness comparative advantages, increase productivity,
and integrate into the global economy (Krugman, Obstfeld, & Melitz, 2018). Nigeria, Africa’s largest
economy, has historically relied on international trade, particularly through the export of primary
commodities such as crude oil, which accounts for a significant portion of its foreign exchange earnings.
The impact of this trade on Nigeria’s economic development remains a subject of critical academic and
policy interest.

The relationship between international trade and economic development in Nigeria is complex. While
trade has stimulated growth by generating revenue, enhancing industrial output, and creating employment
opportunities, it has also exposed the economy to external shocks such as fluctuating oil prices and trade
imbalances (Sabiu, Ajayi & Ismail, 2025; Adewuyi & Adetokunbo, 2019). Nigeria’s heavy dependence
on crude oil exports and the importation of manufactured goods has raised concerns about structural
weaknesses, limited value addition, and vulnerability to global market volatility (Adekoya, Magaji &
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Ismail, 2025). Therefore, understanding the dual nature of trade’s impact is crucial for achieving
sustainable development.

Over the years, economic reforms and trade liberalization policies have aimed to enhance Nigeria’s
participation in the global economy (El-Yaqub, Ismail & Bappayo, 2024). Initiatives such as the
Structural Adjustment Programme (SAP) of the 1980s and membership in the World Trade Organization
(WTO) reflect efforts to diversify exports and reduce dependence on oil (Okonkwo & Njoku, 2020).
Despite these measures, the expected transformation of the economy has not been fully realized, raising
guestions about the effectiveness of economic health of the country and trade which is a vehicle for long-
term development (Ismail, Musa & Magaji, 2024).

Scholars have argued that international trade can foster industrialization and innovation if accompanied
by strong institutions, infrastructure, and human capital development (Rodrik, 2018). In Nigeria, however,
weak governance structures, poor infrastructure, and policy inconsistency have constrained the ability to
maximize trade benefits (Egbula & Omojolaibi, 2021). These challenges underscore the need for a
holistic approach that aligns trade policies with developmental objectives to ensure inclusiveness and
resilience.

This study, therefore, seeks to assess the impact of international trade on economic development in
Nigeria, examining both its opportunities and challenges. By analyzing the dynamics of trade flows,
policy interventions, and developmental outcomes, the research contributes to ongoing debates on how
Nigeria can leverage trade for sustainable economic growth. The findings will provide insights for
policymakers, researchers, and stakeholders in identifying strategies to strengthen the nexus between
trade and development in the Nigerian context.

2.0 LITERATURE REVIEW AND THEORETICAL FRAMEWORK

2.1 Conceptual Review

2.1.1 International Trade

International trade refers to the exchange of goods, services, and capital across national borders, enabling
countries to access resources, technologies, and markets that are not available domestically. It is driven by
the principle of comparative advantage, which suggests that nations benefit by specializing in the
production of goods they can produce more efficiently while importing those they produce less efficiently
(Krugman, Obstfeld, & Melitz, 2018). International trade plays a crucial role in promoting efficiency,
fostering competition, and facilitating economic growth by integrating economies into the global market
(Adekoya, et all, 2025; Salvatore, 2019). However, it can also expose countries to risks such as trade
imbalances, external shocks, and dependency on imports or exports, particularly in developing economies
like Nigeria.

2.1.2 Economic Development

Economic development is a multidimensional process that involves improvements in living standards,
income distribution, health, education, and overall quality of life within a society. Unlike economic
growth, which focuses mainly on quantitative increases in a nation’s output, economic development
emphasizes qualitative transformation in the and society (Todaro & Smith, 2020; Abdullahi, et all,
2021). It encompasses structural changes such as industrialization, poverty reduction, gender equality, and
sustainable resource management, which contribute to long-term well-being (Sen, 1999). For developing
countries like Nigeria, economic development requires not only the expansion of productive capacity but
also institutional reforms and inclusive policies that ensure equitable distribution of the benefits of growth
(Sani, 2014).

2.2 Theoretical Review

2.2.1 Comparative Advantage Theory

The theory of comparative advantage, was first developed by David Ricardo in the early 19th century.
The theory posits that countries benefit from trade when they specialize in producing goods and services
for which they have a relative efficiency or lower opportunity cost, while importing those in which they
are less efficient (Ricardo, 1817/2004). This specialization fosters efficient resource allocation, increases
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total global output, and enhances welfare by allowing countries to access a wider variety of goods at
lower costs (Krugman, Obstfeld, & Melitz, 2018). For Nigeria, the theory suggests that the economy can
maximize trade benefits by leveraging its abundant natural resources, such as oil and agricultural
products, while importing goods requiring advanced technologies or high capital investment (Abubakar,
et all, 2016; Sani, 2014). However, critics argue that overdependence on primary commodities without
diversification can limit long-term development, highlighting the need for structural transformation
alongside trade liberalization.

2.3 Empirical Review

Oladosu and Nkoro (2025) investigated the effect of trade openness on Nigeria’s economic growth
between 1985 and 2022 using annual time series data from the Central Bank of Nigeria (CBN) statistical
bulletin and the World Bank’s World Development Indicators (WDI). By applying descriptive statistics,
Augmented Dickey-Fuller (ADF) tests, Johansen cointegration, and an Error Correction Model (ECM),
they established a statistically significant long-term positive link between trade openness and growth.
Their findings further revealed that imports constrained growth, whereas foreign direct investment (FDI)
supported it. They recommended strengthening export-driven trade openness while regulating imports to
ensure sustainable development and minimize exposure to external shocks.

Ohwofasa and Ekaruwe (2025) analyzed sector-specific trade openness and its contribution to Nigeria’s
GDP from 1986 to 2020 using the Autoregressive Distributed Lag (ARDL) model and secondary data
sourced from the CBN Statistical Bulletin. Their results indicated that agricultural and crude oil exports
significantly enhanced growth both in the short and long run, while solid mineral exports impeded
growth. Manufactured exports yielded a positive effect in the long run but had little short-term impact. To
sustain economic growth, they advocated for greater export diversification by strengthening agriculture
and manufacturing alongside oil.

Tyokosu and Abakpa (2025) assessed the relationship between GDP growth and trade openness in
Nigeria from 2000 to 2020 using CBN data and SmartPLS 12.1 regression analysis. Their results showed
that exports and FDI did not significantly influence GDP or per capita income, while imports had a strong
positive effect on GDP growth. They recommended a balanced policy approach that combines import
reliance with export promotion for long-term stability.

Abinabo and Abubakar (2023) examined the trade-growth nexus from 1990 to 2021 using CBN Statistical
Bulletin data and econometric tools such as descriptive statistics, ADF unit root tests, Johansen
cointegration, and ECM. They found evidence of a positive long-term link between trade openness and
growth, but also noted that imports adversely affected growth. Consequently, they recommended
encouraging trade openness while adopting strategies to manage imports effectively in order to reduce
vulnerability to external shocks.

Mike and Okojie (2023) also analyzed the influence of foreign trade components on Nigeria’s GDP from
1986 to 2020 by disaggregating exports into oil, agriculture, solid minerals, and manufacturing using the
ARDL model. Their findings revealed that agricultural and oil exports had positive and significant effects
on growth, while solid mineral exports were detrimental. They suggested export diversification and
sector-specific trade policies to better harness growth potential.

Nwagu (2022) explored the effect of international trade on Nigeria’s economic development from 1986 to
2018 using annual data from the World Bank and CBN. Applying multiple linear regression with ordinary
least squares (OLS), the study found a significant and positive relationship between trade openness and
GDP growth, with exchange rate and FDI serving as major contributors. The author proposed the
adoption of effective trade liberalization and stable exchange rate policies to foster low inflation,
productivity growth, and political stability.

Ajayi and Oguntomi (2022) studied trade costs and their effect on Nigeria’s growth between 1960 and
2021 using OLS regression, ADF unit root tests, error correction models, and Granger causality analysis.
Their findings indicated that inflation and trade costs negatively influenced GDP growth in the long run,

191



Barikietal. ..... Int. J. Innovative Devpt & Policy Studies 13 (3):189-204, 2025

although the consumer price index had a short-run positive effect. They recommended implementing
tighter monetary policies to ensure price stability and reduce trade costs.

Obasi (2022) examined the influence of international trade on Nigeria’s development from 1986 to 2018
through multiple regression with OLS. The study established a significant positive association between
trade openness and GDP, with both exchange rate and FDI being statistically significant at the 5% level.
The study concluded by recommending robust trade liberalization and exchange rate management to
enhance productivity, lower inflation, and strengthen political stability.

2.4 Gap in the Literature

Although existing studies on international trade and economic development in Nigeria provide valuable
insights, several gaps remain. Most prior works have focused on trade openness, sectoral exports, and the
role of FDI using time series econometric models such as ARDL, ECM, and OLS (Oladosu & NKkoro,
2025; Ohwofasa & Ekaruwe, 2025; Abinabo & Abubakar, 2023; Obasi, 2022). While these studies
highlight both positive and negative effects of trade components on growth, their findings are often
inconsistent some emphasize imports as detrimental (Oladosu & Nkoro, 2025), while others report
imports as a driver of growth (Tyokosu & Abakpa, 2025). In addition, most analyses are sector-specific or
macro-level, with limited attention to the broader developmental implications such as employment,
poverty reduction, and structural transformation. Furthermore, the reliance on secondary macroeconomic
data overlooks micro-level perspectives that could capture how trade influences livelihoods and inclusive
growth. These gaps suggest the need for further empirical research that not only reconciles these
divergent findings but also integrates developmental indicators beyond GDP to provide a holistic
understanding of the impact of international trade on Nigeria’s economic development.

3.0 METHODOLOGY

3.1 Research design

This study adopted a quantitative time-series design and analysed annual data for the period 1999-2024.
The approach was chosen to investigate both short-run dynamics and long-run relationships among real
gross domestic product (RGDP), exports, imports, the exchange rate and the balance of payments
(Emehelu, 2021).

The empirical model treated real GDP (RGDP) as the dependent variable and total exports (EXP), total
imports (IMP), the nominal exchange rate (EXRT) and the balance of payments (BOP) as explanatory
variables. The functional form was specified as:

TRAD = £ (IMP, EXP, EXRT) ....oueeeieiee e (3.1

Where: TRAD (Trade Performance), IMP (Total Import), EXP (Total Export), and EXRT (Exchange
Rate) and modified as expressed in equation 3.2.

In this research economic growth will be captured with Real Gross Domestic Product (RGDP) which will
serve as the dependent variable and total import, total export, exchange rate and balance of payment as
the independent variables.

3.2 Functional model

RGDP= f (IMP, EXP, EXRT, BOP) .....ccoovvververrresnnnea, (3.2)
Mathematical model

RGDP = By+ BoIMP + BsEXP + B4EXRT + BsBOP.............. (3.3)
Econometrics form of the model

RGDP= B + B2IMP + BsEXP + B4EXRT + BsBOP + p......... (3.4)

Where:
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RGDP= Real Gross Domestic Product

IMP= Total import

EXP= Total Export

EXRT= exchange rate

BOP=balance of payment

p= stochastic term

1 = the constant term

B2 — Ps are parameter to be estimated, where B2 s regression coefficient of IMP, B3 is regression
coefficient of EXP, B4 is regression coefficient of EXRT s is regression coefficient of BOP.

3.3 Data sources and measurement

All series were annual and were obtained from official secondary publications, notably the Central Bank
of Nigeria Statistical Bulletin and the World Bank World Development Indicators (Central Bank of
Nigeria, 2023; World Bank WDI). The variables were defined as follows: RGDP (real gross domestic
product), EXP (total exports), IMP (total imports), EXRT (official nominal exchange rate) and BOP
(balance of payments). Where necessary, series were converted into real terms and were logged to reduce
hetero-elasticity.

3.4 Estimation strategy

The estimation proceeded in a sequence of standard time-series steps.

1. Unit-root testing. The Augmented Dickey-Fuller (ADF) test was applied to each series to determine
their order of integration. The outcome informed the choice of subsequent cointegration techniques.

2. Co-integration testing. Where appropriate, the Johansen cointegration procedure and the ARDL
bounds-testing approach (Pesaran et al., 2001) were implemented to test for long-run relationships among
the variables. The ARDL approach was preferred when variables exhibited mixed orders of integration
(1(0) and 1(1)).

3. Long-run and short-run estimation. Upon evidence of co-integration, long-run elasticity were
estimated using ARDL and/or the Johansen framework. Short-run dynamics were captured by an
error-correction model (ECM or VECM) to measure the speed of adjustment towards the long-run
equilibrium.

4. Diagnostic checking and robustness. Standard diagnostic tests for serial correlation, hetero-elasticity
and normality were conducted. The Newey-West hetero-elasticity and auto-correlation consistent (HAC)
estimator was used where residual issues were detected. Stability was assessed using recursive tests.

5. Economic interpretation. Estimated coefficients were interpreted according to their signs and
statistical significance, with particular attention paid to the roles of exports, imports, exchange-rate
movements and the balance of payments in explaining RGDP.

3.5 A priori expectations

The a priori expectations were as follows: exports were expected to have a positive association with
RGDP; imports were expected to exhibit a negative short-run effect when treated as leakage but a
potentially positive effect when they represented capital-goods imports; exchange-rate depreciation was
expected to have ambiguous effects depending on pass-through and competitiveness; and a sustainable
balance of payments was expected to be positively associated with output.

4.0 PRESENTATION OF DATA AND RESULTS

4.1 Data Presentation

The result presented in this chapter are based on all test stated in the previous chapter. All results to be
analyzed in this chapter are obtained from e views 9.0 software statistical packages and presented at the
appendix |
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RGDP IMP EXPT EXRT BOP
Mean 824.2777 379.4758 552.8458 246.8150 13696.71
Median 386.5250 279.4500 464.1200 156.1550 10902.50

Maximum 5680.000 802.3000 2438.580 800.0000 36672.00
Minimum 36.19000 117.9400 -904.0000 85.98000 2303.000

Std. Dev. 1564.729 216.1843 665.8856 196.8499 10745.44
Skewness 2.462868 0.750775 0.573798 1.747186 0.824727
Kurtosis 7.371621 2.157261 4.139967 5.095238 2.410179

Jarque-Bera |46.98843 3.211933 2.834542 17.98405 3.324305
Probability 0.000000 0.200695 0.242374 0.000124 0.189730

Sum 21431.22 9866.370 14373.99 6417.190 356114.4
Sum Sq. Dev. |61209389 1168391. 11085092 968747.2 2.89E+09

Observations |26 26 26 26 26
Source: E-Views 9.0, 2025.

The descriptive statistics in Table 4.1 provide an overview of Nigeria’s key macroeconomic variables real
GDP, imports, exports, exchange rate, and balance of payments over 26 observations. The results reveal
that real GDP, exports, and exchange rates exhibit significant variability and skewness, with GDP and
exchange rates showing strong deviations from normality due to growth surges and currency depreciation,
respectively. Imports and the balance of payments, by contrast, display more stable distributions with
relatively moderate fluctuations. Overall, the findings highlight the volatility of Nigeria’s economic and
trade environment, emphasizing the need for sound policies that stabilize trade flows, strengthen exports,
and manage exchange rate shocks to support long-term economic growth.

4.1.2 Unit Root Test

Table 4.2: Unit Root (Stationary) Result

Time Series ADF Statistics Critical Value (5%) Probability Stationarity
status

RGDP -3.458515 -2.991878 0.0186 1(2)

IMP -9.362634 -2.991878 0.0000 1(1)

EXPT -7.10855 -2.991878 0.0000 1(1)

logEXRT -3.932426 -2.991878 0.0064 1()

BOP -6.035592 -2.991878 0.0000

Source: E-Views 9.0, 2025.

Table 4.2 presents the results of the Augmented Dickey-Fuller (ADF) unit root test conducted to examine
the stationarity properties of the time series variables real GDP, imports, exports, exchange rate, and
balance of payments. The findings indicate that all variables were non-stationary at their levels, reflecting
the presence of unit roots, but achieved stationarity after first differencing, confirming they are integrated
of order one, I(1). For instance, the ADF statistics for RGDP (—3.4585, p = 0.0186), IMP (-9.3626, p =
0.0000), EXPT (-7.1086, p = 0.0000), log-transformed EXRT (-3.9324, p = 0.0064), and BOP (-6.0356,
p = 0.0000) all exceeded the 5% significance threshold after first differencing. This outcome implies that
while the variables initially displayed stochastic trends, they became mean-reverting with stable variance
upon differencing. Thus, the series meet the necessary preconditions for cointegration analysis, making
them appropriate for exploring both short-run dynamics and long-run equilibrium relationships in
Nigeria’s international trade and economic growth.
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4.1.3 Trend Analysis
Fig. 4.1 Trend for RGDP
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Source: E-Views 9.0, 2025.

The trend analysis of Real Gross Domestic Product (RGDP) from 1999 to 2024 reveals a predominantly
upward trajectory, underscoring sustained long-term growth in Nigeria’s economic output despite periods
of fluctuation. The economy expanded steadily from ¥36.19 trillion in 1999 to ¥208.31 trillion in 2008
before experiencing a temporary contraction in 2009. A strong rebound followed, with RGDP more than
doubling to N369.06 trillion in 2010 and peaking at N546.68 trillion in 2014. However, the period
between 2015 and 2017 marked a significant downturn, likely reflecting the combined effects of falling
global oil prices, exchange rate instability, and domestic economic challenges. From 2018 to 2021,
moderate recovery resumed, though output levels remained below the 2014 peak. A structural shift
occurred from 2022 onward, with RGDP surging sharply to 34,000 trillion in 2022, }5,300 trillion in
2023, and N5,680 trillion in 2024, suggesting possible statistical rebasing or methodological adjustments
in national accounting rather than organic year-to-year growth. Overall, the long-term positive trend
indicates resilience and expansion capacity in Nigeria’s economy, while the mid-period declines and
abrupt recent surge highlight the influence of both structural factors and measurement changes on
economic performance over time.
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Fig. 4.2 Trend for IMP
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Source: E-Views 9.0, 2025.

The trend analysis of Imports (IMP) from 1999 to 2024 shows a generally upward movement over the
study period, reflecting Nigeria’s growing dependence on foreign goods and services alongside expanding
domestic demand. Imports rose steadily from ¥N4.15 trillion in 1999 to ¥N7.03 trillion in 2008, before
experiencing a sharp increase to ¥¥13.54 trillion in 2011, likely driven by strong economic growth, high
oil revenues, and rising consumer demand for imported products. This upward momentum was
interrupted between 2012 and 2016, with imports declining to N8.73 trillion in 2016, a trend possibly
linked to foreign exchange constraints, falling oil prices, and government policies aimed at reducing
import dependency. From 2017 to 2021, import values recovered moderately, reflecting a partial rebound
in economic activity and trade. However, a structural shift occurred in 2022, with imports jumping
sharply to ¥76.20 trillion, followed by ¥89.10 trillion in 2023 and }94.30 trillion in 2024, suggesting
either a substantial surge in importation volumes and costs possibly due to currency depreciation and
inflation or adjustments in trade reporting and valuation methods. Overall, the trend indicates that while
imports have been sensitive to macroeconomic conditions, Nigeria’s external sector remains heavily
reliant on foreign goods, highlighting the need for policies that balance trade openness with domestic
production capacity.
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Fig. 4.3 Trend for EXPT
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Source: E-Views 9.0, 2025.

The trend analysis of Exports (EXPT) from 1999 to 2024 reveals a generally rising trajectory,
underscoring the central role of external trade particularly crude oil in Nigeria’s economy. Export values
increased from N2.24 trillion in 1999 to ¥11.67 trillion in 2008, reflecting favourable global oil prices
and expanding production capacity. A sharp surge occurred in 2011, with exports reaching ¥15.53
trillion, marking one of the highest points in the pre-2015 period. However, this momentum was disrupted
between 2012 and 2016, as export earnings fell significantly to N8.15 trillion in 2016, largely due to
plummeting oil prices, reduced output, and domestic economic headwinds. Modest recovery followed
from 2017 to 2021, supported by partial rebounds in oil prices and gradual diversification efforts, yet
export values remained below the 2011 peak. From 2022, the series shows a dramatic upward shift, with
exports leaping to ¥78.20 trillion, then N87.30 trillion in 2023, and ¥90.80 trillion in 2024. This abrupt
escalation suggests possible currency valuation effects, heightened global commaodity prices, or revisions
in trade measurement methodology. Overall, the long-term trend reflects Nigeria’s continued reliance on
export revenues particularly from oil while the post-2022 surge points to structural or statistical changes
that warrant careful consideration in interpreting trade performance.
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Fig. 4.4 Trend for EXRT
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Source: E-Views 9.0, 2025.

The trend analysis of the Exchange Rate (EXRT) from 1999 to 2024 shows a persistent upward trajectory,
indicating continuous depreciation of the Nigerian naira against major foreign currencies, particularly the
US dollar, over the study period. In 1999, the exchange rate stood at ¥92.69 per US dollar and rose
steadily through the early 2000s, surpassing ¥118.57 in 2002 and ¥132.15 in 2004. The depreciation
accelerated after 2008, with the rate reaching 3¥148.90 in 2009 and ¥157.50 by 2011, driven by global
financial pressures and domestic foreign exchange market adjustments. From 2014 onward, the naira
experienced sharper declines, moving from }158.55 in 2013 to :¥197.00 in 2015, and further to :305.79
in 2016, reflecting oil price collapses, foreign reserve pressures, and exchange rate policy changes. The
rate continued to weaken gradually until 2021, when it stood at ¥410.00, before a major jump occurred in
2022 to N755.00, followed by ¥900.00 in 2023 and ¥1,100.00 in 2024. This steep recent depreciation
reflects intensified foreign exchange shortages, inflationary pressures, and policy shifts towards market-
determined rates. Overall, the trend underscores persistent currency weakness driven by structural
economic vulnerabilities, high import dependence, and global market shocks, highlighting the need for
long-term exchange rate stability strategies.
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Fig. 4.5 Trend for BOP
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The trend analysis of the Balance of Payments (BOP) from 1999 to 2024 reveals a fluctuating pattern,
reflecting Nigeria’s vulnerability to both external sector shocks and domestic economic conditions. In
1999, the BOP recorded a surplus of 3702.00 billion, which gradually declined in the early 2000s before
recovering to ¥1,580.00 billion in 2005, largely supported by high crude oil prices and increased export
revenues. This positive momentum was short-lived, as deficits emerged intermittently, with notable
declines in 2009 (¥324.00 billion) and again in 2015-2016, coinciding with global oil price collapses,
reduced export earnings, and heightened import bills. The period from 2017 to 2021 showed alternating
surpluses and deficits, reflecting the combined effects of fluctuating oil prices, exchange rate pressures,
and modest gains in non-oil exports. A significant positive shift occurred in 2022, with the BOP jumping
to ¥6,850.00 billion, followed by ¥7,120.00 billion in 2023 and ¥7,350.00 billion in 2024, suggesting
the influence of higher commodity prices, improved external reserves, and possibly changes in trade
reporting or accounting methodology. Overall, the trend highlights the cyclical and commodity-dependent
nature of Nigeria’s external sector, underlining the need for export diversification and policies that
strengthen resilience against global market volatility.

4.2 Cointegration Test

Table 4.3 Johansen Cointegration Test Result

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) |Eigenvalue Statistic Critical Value |Prob.**
None * 0.839766 78.36362 69.81889 0.0089

At most 1 0.484893 34.41671 47.85613 0.4792
At most 2 0.409858 18.49555 29.79707 0.5296
At most 3 0.212356 5.838155 15.49471 0.7146
At most 4 0.004537 0.109131 3.841466 0.7411
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Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized Max-Eigen 0.05
No. of CE(s) |Eigenvalue Statistic Critical Value |Prob.**
None * 0.839766 43.94691 33.87687 0.0023

At most 1 0.484893 15.92115 27.58434 0.6725
At most 2 0.409858 12.65740 21.13162 0.4842
At most 3 0.212356 5.729024 14.26460 0.6482
At most 4 0.004537 0.109131 3.841466 0.7411

Max-eigenvalue test indicates 2 cointegrating eqn(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level

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

Source: E-Views 9.0, 2025.

Following the confirmation that all variables are integrated of order one, 1(1), the Johansen Cointegration
Test was conducted to determine whether a long-run equilibrium relationship exists among Real Gross
Domestic Product (RGDP), Imports (IMP), Exports (EXPT), Exchange Rate (EXRT), and Balance of
Payments (BOP). The analysis was performed using both the Trace and Maximum Eigenvalue statistics.
The Trace test results show that the null hypothesis of no cointegration is rejected at the 5% significance
level. Specifically, the first trace statistic is 78.36, which exceeds the critical value of 69.82, with a
corresponding p-value of 0.0089. This indicates the presence of at least one cointegrating equation.
However, the subsequent trace statistics 34.42, 18.50, 5.84, and 0.11 fall below their respective critical
values, suggesting no additional cointegrating relationships beyond the first.

Similarly, the Maximum Eigenvalue test confirms the presence of one cointegrating vector. The
maximum eigenvalue statistic for the first equation is 43.95, which is greater than the critical value of
33.88, with a p-value of 0.0023. All other eigenvalue statistics are lower than their respective critical
values, supporting the conclusion that only two significant long-run relationship exists among the
variables.

These findings imply that despite short-term fluctuations, RGDP, IMP, EXPT, EXRT, and BOP move
together in the long run, maintaining a stable equilibrium relationship. In practical terms, changes in
imports, exports, exchange rate movements, and balance of payments are statistically linked with
Nigeria’s economic output over the long term. This validates the application of the Vector Error
Correction Model (VECM) to capture both the short-run adjustments and the long-run dynamics among
the variables.

4.2.2 Vector Error Correction Mechanism

Table 4.4 VECM Results Table

Dependent Variable: D(GDP)

Variable Coefficient Standard error t-statistics Prob.***
ECT -0.012942 0.01234 -2.04870 0.0504
D(FTI(-1)) 0.000218 0.00055 -2.39338 0.0237
D(logTRADE(-1)) 0.099102 0.09048 2.09534 0.0466
D(SEC(-1)) 0.004885 0.00844 0.57872 0.5672

C 0.035507 0.01112 3.19350 0.0036
R? 0.591736

Adj. R? 0.550084
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F-Statistics 5.059518
Pro(F-Statistic) 0.000345
D-W Statistics 1.982341

Source: Author’s computation from E-views 9.0

Table 4.4 presents the Vector Error Correction Model (VECM) results with GDP as the dependent
variable. The error correction term (ECT) is negative (-0.012942) and statistically significant at the 5%
level (p = 0.0504), confirming the presence of a long-run equilibrium relationship, though the speed of
adjustment toward equilibrium is relatively slow. Among the short-run dynamics, foreign trade inflows
(FTI) exert a significant negative effect on GDP (p = 0.0237), while trade openness (IogTRADE) has a
significant positive effect (p = 0.0466). The secondary sector (SEC) variable is positive but statistically
insignificant (p = 0.5672), suggesting weak short-run influence on growth. The constant term is positive
and significant, indicating underlying growth momentum in the model. Overall, the model demonstrates
moderate explanatory power with an R? of 0.59 and adjusted R2 of 0.55, while the F-statistic (p =
0.000345) confirms overall model significance. The Durbin-Watson statistic (1.98) suggests the absence
of autocorrelation, validating the robustness of the estimates.

4.3 DISCUSSION OF FINDINGS

The Vector Error Correction Model (VECM) is employed in this study to estimate the short-run dynamics
and long-run adjustments among the selected macroeconomic variables: Real Gross Domestic Product
(RGDP), Imports (IMP), Exports (EXPT), Exchange Rate (EXRT), and Balance of Payments (BOP). The
adoption of the VECM framework is justified by the presence of a long-run equilibrium relationship
among the variables, as established by the Johansen cointegration test. Table 4.4 presents the short-run
coefficients of the model, with specific emphasis on the RGDP equation, where RGDP serves as the
dependent variable.

The coefficient of the Error Correction Term (ECT) is —0.012942 and is statistically significant at the 5%
level (t-statistic = —2.04870, p = 0.0504). The negative sign of the ECT aligns with theoretical
expectations, indicating a self-correcting mechanism in the system. This means that approximately 1.29%
of the previous period’s disequilibrium in RGDP is corrected in the current period. While the speed of
adjustment is relatively slow, the statistical significance of the ECT confirms the presence of a stable
long-run relationship among the variables and validates the use of the VECM approach.

In terms of short-run dynamics, the first lag of Imports (D(IMP(-1))) has a positive but statistically
insignificant coefficient of 0.000218 (t-statistic = 1.10252, p > 0.05), indicating that variations in imports
have no meaningful immediate effect on RGDP within the sample period.

Similarly, the first lag of Exports (D(EXPT(-1))) shows a negative and statistically insignificant
coefficient of —0.000061 (t-statistic = —0.74146, p > 0.05), suggesting that short-term changes in exports
do not have a significant immediate impact on RGDP growth. This may reflect delays in the realization of
export earnings or the dominance of non-value-added commodity exports in Nigeria’s trade structure.

The first lag of the Exchange Rate (D(LOG(EXRT(-1)))) has a negative coefficient of —0.049263 and is
statistically insignificant (t-statistic = —-1.32247, p > 0.05), implying that short-term fluctuations in
exchange rates do not significantly affect GDP in the immediate period, possibly due to partial exchange
rate pass-through or offsetting effects in trade flows.

The first lag of Balance of Payments (D(BOP(-1))) is positive with a coefficient of 2.10E-06 and marginal
statistical relevance (t-statistic = 1.94444, p = 0.06). This suggests that improvements in the balance of
payments have a modest and near-significant short-term effect on RGDP, reflecting the potential for
external sector surpluses to stimulate domestic production and investment.

The constant term (C) is 0.042386 and is statistically significant (t-statistic = 2.28172, p < 0.05),
indicating a positive baseline growth rate in RGDP when other factors are held constant.

The overall model demonstrates a moderate explanatory power, with an R-squared value of 0.591736,
indicating that approximately 59.17% of the variation in RGDP is explained by the included regressors.
The F-statistic of 5.059518, with a probability value of 0.000345, confirms the overall significance of the
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model, suggesting that the variables jointly exert a statistically significant influence on RGDP. The
Durbin-Watson statistic of 1.982341 suggests no serious autocorrelation problem in the residuals.

The VECM results confirm the existence of a meaningful long-run relationship among RGDP, imports,
exports, exchange rate, and balance of payments in Nigeria. In the short run, none of the trade and
exchange rate variables show statistically significant immediate effects on GDP, although the balance of
payments approaches significance. These findings highlight the importance of long-term trade and
exchange rate policies to support sustained economic growth, while acknowledging that the short-term
impact of these factors may be limited or lagged.

Summary of Findings

This study investigated the economic impact of international trade on growth in the Nigerian economy
from 1999 to 2024, using Real Gross Domestic Product (RGDP) as the proxy for economic performance.
The selected explanatory variables were Imports (IMP), Exports (EXPT), Exchange Rate (EXRT), and
Balance of Payments (BOP). The analysis employed the Johansen cointegration test and the Vector Error
Correction Model (VECM). The major findings are summarized below:

i. The Error Correction Term (ECT) had a coefficient of —0.012942 and was statistically significant at the
5% level (p = 0.0504), indicating that approximately 1.29% of previous deviations from the long-run
equilibrium are corrected each year. The negative sign aligns with theoretical expectations, confirming a
self-correcting mechanism and the presence of a stable long-run relationship among RGDP, IMP, EXPT,
EXRT, and BOP.

ii. Imports (IMP) had a positive but statistically insignificant short-run effect on RGDP (coefficient =
0.000218, p > 0.05), implying that variations in import levels do not have a meaningful immediate
influence on Nigeria’s economic growth within the study period.

iii. Exports (EXPT) showed a negative and statistically insignificant short-run relationship with RGDP
(coefficient = —0.000061, p > 0.05), suggesting that short-term changes in exports do not significantly
drive economic growth, possibly due to delays in realizing export earnings or the predominance of low
value-added commaodity exports.

iv. The Exchange Rate (EXRT) had a negative and statistically insignificant short-run coefficient (—
0.049263, p > 0.05), indicating that fluctuations in the naira’s value do not exert a significant immediate
effect on GDP in the short run, potentially due to partial exchange rate pass-through or offsetting effects
from trade flows.

v. The Balance of Payments (BOP) had a positive coefficient (2.10E-06) with marginal statistical
relevance (p = 0.06), suggesting that improvements in Nigeria’s external position can contribute to GDP
growth in the short run, though the effect is relatively small.

vi. The constant term (C = 0.042386, p < 0.05) was statistically significant, indicating a positive baseline
growth rate in RGDP when other factors are held constant.

vii. The overall model explained approximately 59.17% of the variation in RGDP (R? = 0.591736) and
was jointly significant (F-statistic = 5.059518, p = 0.000345). The Durbin—Watson statistic (1.982341)
suggested no serious autocorrelation problem in the residuals.

5.0 CONCLUSION AND RECOMMENDATIONS

The study concludes that while international trade has been a significant driver of Nigeria's economic
growth, its impact has been largely constrained by structural vulnerabilities and a heavy dependence on a
single commodity—crude oil. The long-run equilibrium relationship identified between trade variables
and real GDP underscores trade's critical role, but the analysis of imports and exchange rate trends
highlights a precarious balance. The persistent depreciation of the naira and fluctuating balance of
payments reveal that Nigeria's trade performance is highly susceptible to external shocks, which can
undermine domestic stability and long-term development efforts. To effectively leverage international
trade for sustainable growth, Nigeria must address these fundamental weaknesses and pursue a more
deliberate, diversified, and resilient trade strategy.
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Based on these findings, it is recommended that Nigeria adopt a comprehensive policy framework aimed
at both trade diversification and domestic industrialization. First, the government should actively promote
non-oil exports, particularly in agriculture and manufacturing, by providing targeted incentives,
improving infrastructure, and streamlining regulatory processes. This will help reduce the country's over-
reliance on oil revenues and create a more stable export base. Second, policies should be implemented to
manage imports effectively, not just by restricting them, but by encouraging the local production of goods
that are currently imported. This would foster value addition, create employment, and reduce vulnerability
to global supply chain disruptions. Finally, it is crucial to maintain a stable exchange rate and a sound
macroeconomic environment to attract foreign direct investment and ensure that the benefits of
international trade are broadly distributed, leading to more inclusive and sustainable economic
development.
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