The Impact of Globalisation on the Growth of Nigerian Economy from 1960-2010: Error
Correction Model Analysis

Abstract

The paper empirically examined the impact of globalization on the growth of Nigerian economy using times-series
data from 1960 to 2010. The paper utilized secondary data and various econometrics and/or statistical packages
analytical (Eview 7.2) method were explored to examine the link between the econometrics variables and their
impact on the growth of Nigerian economy. The paper tested the stationarity, cointegration of Nigerian’s time series
data and used error correction mechanism to determine the long run and short run relationship among the variables
examined. The results of the findings supported the Obadan’s findings which proved that growth of external debt
ratio was an inversely related to economic growth in Nigeria. The paper recommended based on the econometric
results that government should link the domestic investors with world markets to spur them into domestic production.
Government should encourage grass root production through Small and Medium Enterprises (SMEs), Government
should spend more on infrastructural development. Government should encourage the import substitution initiative
through the availability of short and long term credit facilities at a relative cheaper rate and strengthening both
financial and capital markets in order to boost the confidence of potential investors on source of start-up capital.
Keywords: Globalization, Economic growth, Investment

1.0 Introduction

In the face of the earth, no state or nation could exist in isolation. In other words, no nation
could perhaps be in a state of autarky. Which means that no nation could have all resources (both
natural and human) at her disposal. Smith (1776) in his work advocated for interlinks (.i.e.
globalization or trade liberalization) of economies. He affirmed that the only way economic growth
and development could easily be sustained among nations of the world is for every nation to specialize
on that good she has an absolute advantage and import that good she has an absolute disadvantage.
The 2f' century debate of nations is on how to reap the full scale benefits of the globalization of the
world’s economy. Globalization leads to increased openness of economies to international trade,
financial flows, and direct foreign investment. Today, globalization is similar to foreign direct
investment (FDI) or foreign private investment (FPI), trade liberalization, that is an investment a
foreign investor has in the developing country (ies) where the resources are available, the parental (or
headquarter) is located at the developed countries. The investors usually turn out to be the
multinational corporations (MNCs) or transnational companies (TNCs) Todaro and Smith, 2006).
According to Musa (2010), globalisation constitutes a critical motivation for growth and development,
business opportunities, more rapid growth of knowledge and innovation, or the prospect of a world too
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other people, however, globalization raises traupltoncerns: that inequalities may be accentuated
both across and within countries, that environmedigradation may be accelerated, that the
international dominance of the richest countriesy rba expanded and locked in, and that some
peoples and regions may be left behind. The equafiglobal influence is fundamentally determined
by a vibrant economy that is characterised by iahieability to sustain a steady state growth path a
development. The global FDI flows have been onritbe, what goes to Africa is less than 3% of the
total and the least developed countries get unéer(Ioha, 2000; Todaro and Smith, 2006). The
growth rate is surged up by cross border mergeraaqdisitions (M & As) of firms, which reflected
strategically choices by MNCs following increasemtporation profits and high commodities to gain
an access to national resources and generally fabieu policy stance for FDI in these regions
(developing and transitional).

The impact of globalisation on the development psscof emerging economies have aroused
closer and more critical examination of the vestigé globalisation as a result of the persistent
failures of such economies. The economic situadiomost less developed economies have continued
to degenerate and often afflicted by poverty, sgpiadeprivation, frustration and insecurity among
their citizenry, all of which culminates in poliditinstability. Increases in the outputs of majectors
of an economy, such as manufacturing and natusaliree, either as a result of increases in thetse
inputs or improvement in technology, will lead ttoaomic growth. Key macroeconomic indicators
such as the gross national product (GNP), grossedtienproduct (GDP) and net national product
(NNP) are used, among other economic parametersgasures of economic growth performance of
an economy. A progressive increase in the outputsapor sectors of an economy is a manifestation
of the attainment of economic growth. Basicallypmamic growth is driven by a process that is
generated and sustained by the effective utilisatioa country’s economic resources. The challenge
facing countries in attaining economic growth iattbf creating an enabling atmosphere for essential
use and the harnessing of economic resourceschiblienge has become even more intensified by an
increasingly interdependent global economic dispimis that tends to undermine and marginalise
indolent economies. This has given rise to disjariamong countries of the world in terms of their
levels of attainment of economic growth. While soroentries have achieved high rates of economic
growth, which have led to enhanced standard ohdiwvithin such countries, other countries of the
world have performed dismally, attaining little,daim some cases nothing in terms of economic
growth which translates into very low standard iefng of their citizenry. Some economies have
witnessed a sudden and remarkably very high graatbs even above the world average. This
achievement is being referred to as growth miradlas the other hand those economies that have
performed abysmally below world average are reteri@ as growth disasters. Real productive

activities engender economic growth by ensuringoatinuous improvement in the methods of
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2.0

production, discovery of new resources and thusticrg the necessary conditions for effective
utilisation of resources. A multiple sector postiperformance is essential for the growth of the
overall economy, but a sector of the economy thtecis higher levels of economic activities could
stimulate the productive fibre of other sectors dodg real production and provide the requisite
impetus for sustainable growth of the economy.
Literature Review

Globalization has several pros and cons to botteldped and/or emerging economies. The
current thinking in development encompasses sudilEn growth, poverty reduction, human
development, environmental protection, institutiomansformation, gender equity and human rights
protection. Development, the ultimate aspiratiohsnodern economies, is the upward movement of
the entire social system of a country (Gurria, 1998sa, 2010). Proper application of ideas is very
crucial in the development process, which RomeB2)9ncorporated as a factor of production and
contrasted alternative development strategies basedsing existing ideas and producing ideas.
Ohiorhenuan (2000) asserted that the most striBmect of the evolution of development thinking
over the last fifty years is the growing acceptatha development is a journey, not a destinatol,
that the process may be more important. Thoughlderent has universal principles, each society
(country) of the world requires adopting differagproaches based on its inherent peculiarities to
initiate and sustain the process of developmerg.role of public expenditure evolves in the cowke
development since the fiscal machinery is hingedthan changing needs of the economy, which
presupposes that expansion in public expenditdlects in the growth of the economy in consonance
with the varying allocation and distribution neexdghe economy. The economic and social progress
of any economy depends largely on its governmexiiibty to generate sufficient revenues to finance
an expanding programme of essential, non-reveraldigg public services (Todaro and Smith, 2006).
The government activity or public expenditure vensiof endogenous growth model argues that
various activities of government such as provigibmfrastructure services, the protection of pmbpe
rights and taxation policies could affect the lesEbaseline technology and thus affects the lamg-r
per capita growth rate. Adequate provision of basieds of the society through the state-controlled
machinery of government motivate private investragwhich enhance the productivity of the factors
of production and leads to growth and developméth@® economy. The various models of economic
growth, which are broadly categorised into cladsarad endogenous growth models (McCallun,
1996), illuminated the crucial essence of the diffecuse of factors of production as the veritable
mechanism for attaining economic growth. The sigaift deduction from the convergent expositions
of the models is the crucial role of technologytlas catalyst for economic growth based on the
stimulating and complementing role of productiord asonsumption, as a necessary condition for

sustainable growth. Production is meant to profiadeconsumption, which originates from the urge of
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the household to consume to attain welfare. A doatdd institutional motivation for effective
utilisation of resources is therefore a fundameataidition for generating a sustainable growth path
A synthesis of the endogenous growth models (sem$tance, Sandilands, 2000) pointed to the fact
that the existence of industrial production on baad, and demand for the products of the industries
on the other hand, creates opportunities for magkpansion, competition and specialization. Through
a favourable “forward linkage” effects, an endogenself-perpetuating process of growth emerges
and feeds on it almost automatically. By the prangpof internal and external economies of scale, th
process of industrial production evolves into higlaed more sophisticated levels of production,
giving rise to further specialization, new produatal quality improvements, leading to technological
acquisition and economic growth. Adaptation to ewgng market, widened by international trade,
stimulates industrial production and provides ddd#l impetus to the attainment of economic
growth. The dimension of international trade haggirise to the contemporary challenges posed by
globalization. The export-led economic growth hymsis is hinged on the stimulation of production
as a result of larger demand arising from inteamati trade, which induces economies of scale. This
hypothesis was inspired by much earlier trade-ledvth expositions by classical economists such as
Adam Smith and David Ricardo. Thus, industrialiaatdriven resource utilization process is the key
to economic growth, in that industrialization ereguproduction and generates positive externalities
for spearheading the economic growth path. Howewer,process of globalization has given rise to
greater competition towards markets and investmeBtonomic development springs-up from
economic growth in that the process of generatitgnemic growth give rise to the attainment of
basic elements of development and amplifies the twgfurther development. Development is like a
jigsaw puzzle; it is easier to fit in a particujsiece when the adjoining pieces are already ineplac
Once the difficult parts of the puzzle have bednexh the remaining pieces begin to fall into place
almost automatically (Shuaib, 2011).

The impact of the volatility of the internationedpital flows on the underdeveloped
economies have culminated into persistent inflatiose in interest rates, lagging wages, rise in
exchange rate, and falling consumer demand. Thisdaapounded the unfavourable investment
climate of such economies. Uncertainties, falliegndnd and higher interest rates combine to cause a
fall in investment, decline in GDP and rising unéoyment, thereby paving the way for recession to
set in (Obadan, 1999). The pattern of internatidluals has been in accordance with the changing
directions, signals and dictates of the forceslobalisation. For instance there was a burst ifbalo
capital flows following the collapse of the Brett¥ioods system of fixed exchange rate in the early
1970s. Eatwell (1996) observed that, the fluctyptiate system that replaced it stimulated capital
flows with a powerful cocktail of the carrot of sp#ative profit and the stick of financial riskcked

with the proceeds of extensive arbitrage. Othemi@ant factors that led to the sudden and dramati
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increase in capital flows in the 1970s were the major oil price hikes and the need to recycle the
attendant petrodollars. At the onset of the deisesrthat afflicted most underdeveloped countiies.
1982, capital flows dropped sharply and during mao$t the 1980s, private financing to
underdeveloped countries was at a standstill. énl870s, aggregate net resource flows maintained an
upward trend, rising from $21.1 billion in 1970%62.1 billion in 1980 but declined in the 1980s to
$93.6 billion in 1985. In the 1990s, aggregate regource flows to underdeveloped countries
experience a rising trend, moving from $101.9 dillin 1990 to $284.6 billion in1996, increased
further to $300.3 billion in 1997 against a favduleaglobal environment marked by continued growth
in demand from industrial countries, low inflationpderately low interest rates, continued liquidlity
international capital markets and strong econoreidopmance of major borrowers (Obadan, 1999).
The 1999 Human Development Report warned that {kstteon may actually increase human
insecurity and marginalize the poor which implidsttin the era of globalization, there is an
increasing danger of growth actually excluding drsfocating large sections of the world population.
The governance process are weak and non respotwsitlee fundamental aspirations, economic
growth and development of the countries. The logs$iceffect of the prevailing process of
globalization is assertively captured by Stigli2002): “Today, few-apart from those with vested
interests who benefit from keeping out the gooaslpced by the poor countries-defend the hypocrisy
of pretending to help developing countries by foegcthem to open up their markets to the goods of
the advanced industrial countries while keepingrtbesn markets protected, policies that make the
rich richer and the poor more impoverished-andeasmgly angry”. This situation is not healthy for
the underdeveloped countries as well as for théajl@conomy. The extent to which the few
industrialised countries can provide the needshef world economic system is limited by their
capabilities and peculiarities. A significant projan of the world’s population (human resources)
and other resources are unutilised, which impleg the world economy is operating far below its
capacity, resulting into mass unemployment anchdétet economic, social and political disequilibria
of the world economic system. The intuition of tiseale effect” means that economic growth and
development is dependent on the creation of neasidgerived from human capital drawn from a pool
of population. Ideas do not automatically emanabenfpopulation. Firms across borders gain from
externalities such as knowledge spill-overs thaingg from the quality-ladder process of endogenous
growth model analysis. The process of globalisatltas opened great opportunities for the
exploitation of economies of scale and scope, ngpkiom rapid growth and conferring comparative
advantage on those with access to it. A world esvacsystem has given rise to a world capital
market. The flow of capital around the world isrzefacilitated by the nature and dynamic operations
of the international economic dispensation. Thesgrdtion of the capital market ensures the

movement of capital to the countries of the worldeve there is higher returns for capital, which
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enhances private capital gains. It is now widelgogmized that finance capital responds rapidly to
new profit opportunities on the basis of sound eooic fundamentals. Trade liberalisation has been
the major policy thrust that drives the globalisatprocess.

Stiglitz (2001) averred that globalisation hasuayé potential for the world economy and can
be of huge benefits to underdeveloped countries evah a viable elixir for the development of
underdeveloped economies of the world, suggestnguws reforms of the international economic and
financial institutions (WTO, The World Bank, IMF)nd a fundamental transformation of the
governance process of especially underdevelopedtioesi as a necessary condition for a positive
impact of globalisation on the development processinderdeveloped countries. However these
reforms are contingent on the developed econontias dre satisfied with the way and manner
globalisation is being conducted and have been aetiye in sustaining it. It must be recognised tha
the rule of the game of globalisationsslf first as such the industrialised countries do not doace
catch-up of other economies as favourable to fim@rest. The artificial construction of the world
economy by the industrialised countries is meansdove the purpose of economic and political
dominance of the group of industrialised countr@s&r other countries, but they needed to estahlish
convergence among them in order to minimise thalikeffects of undermining each other. Given the
stature, influence and the likely negative impattaay counterbalancing strategy of the most
industrialised countries, coupled with the factt tbertain ingredients of the globalisation process
play some positive roles in advancing domestic r@gis of underdeveloped countries, an all
encompassing outright closeness of the weak ecasowill be counterproductive. For the developing
countries to face the competition brought by gldadion, underdeveloped countries needs to adopt
the strategy of grassroots (or domestic) productom investment, which requires aggressive
promotion of small and medium scale enterprisesES)Mas a viable route to industrialisation in that
they tend to use more locally sourced raw materjalevide more employment opportunities and
serves as training grounds for entrepreneurshigldpment. This will enhance capacity utilisation
and through learning-by-doing, to be complementgdR&D, lead to new ideas and improved
methods of production that could be impetus to lldeahnology utilisation. The emergence of
countries such as Malaysia and South Korea, usivaiant of domestically focused strategy of the
SMEs, using lower level technologies, which hasb&ththem to grow substantially and acquired
much higher levels of technology, supports thiscegtion. To effectively actualise the operations of
the SMEs project initiative and sustain it to fothe bedrock of industrialisation, economic growth
and development, the governance process of unddop®d countries should assert macroeconomic
policy sovereignty to create the enabling environtrend provide support services for the thriving
and flourishing of the SMEs. Market support polgiesoft capital acquisition instruments; skill

acquisition programmes and risk management measueesrucial, in addition to the fundamental
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needs of the larger society such as food, healti;ation basic infrastructural facilities, to theesess

of the strategies for boosting industrialisationl @ttaining economic growth and development within
a globalisation process that tends to undermine raadginalise indolent economies in a creeping
assertiveness of political and economic dominahet is threatening the future of several countries
with substantial population of the world.

The previous work on globalization revealed tiat term may not have significant impact on
the economic growth of Nigeria, but its componédrase both direct and/or inverse relationship with
economic growth of Nigeria.

3.0 Theoretical Framework

An endogenous model of economic growth appear® tthé most suitable for the study. The
model suggests that endogenous factors such adcahyspital, human capital, technological
advancement etc., can significantly affect econagniavth.

The framework for this study is adapted from Alugmd Shuaib (2011). It assumes a standard
neoclassical production function which begins frampremise that changes in quantities of factors of
production (.i.e. Labour and capital) account foovgh. The neo-classical model is based on the
Cobb-Douglas’s production function and is giveritas:

N = L ) RS —————— - (1)

Where Y, K, L are aggregate real output, capital &bour respectively, and T denotes technical

progress or total factor productivity.
When we differentiate equation (1) with respectinwe, divide by Y and rearrange the terms, it gives

equation (2) as thus:

R P—

Where: Y/K = Rate of growth of output; K/K= Rate gfowth of capital; L/L=Rate of growth of
labour force. k and k = Social marginal product of capital and labowpectively,AT/T =
Hicks neutral rate of change of technological pesgr

Modern economic growth depends on the accumulatigrhysical capital and an increase in
labour force with improved technological embodimevithout which labour cannot be effective
(Romer, 1986, 1990). Consequently, for high labpraductivity, an integral part of technological
progress is investment in human capital and thteximsed endogenous factor because accumulation of
physical capital is enhanced by the knowledge]sskdttitudes and health status of the people who
partake in such exercise. Thus, there is a disdationship between investment in human capital and
output growth level of Nigerian economy.

Generally, the impact of human capital developmentconomic growth of Nigeria is

incorporated according to the Mankiw, Romer andI\d&€92) framework and is given below as thus:
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Yo = Kya Ht) B(Tgly)™® (3)

Where: Y is output; K = Physical capital and H ® tHuman Capital Stock; L=Labour force; T is
level of technology and, B < 1, implying decreasing returns to capital. By iioglion, there is a
positive relationship between globalization andpatigrowth.

Based on the literature reviewed earlier, the foithg model is specified to evaluate the impact

of human capital development in economic growtNigleria.
RGDP = (TEXPE, NEXCHINV, BTD, EDR).......ccccvvvvviiveieceeeeeeeeeeeeeeai e (4)

Where: RGDP = Real gross domestic product as aypimxeconomic growth; TGEXPE = Total
government expenditure; NEXCH = Nominal ExchangéeRENV = Investment; BTD = Balance of

Trade proxy for import and export; EDR = Externabtlratio; U = White noise error

The model is transformed into log-linear form. Wis expressed as:
LOGRGDP =qp + ayLOGTEXPE + a;LOGNEXCH + a3LOGINV + o4,LOGBTD +
asLOGEDR + U......ccoviviieeeee (5)

The a priori expectations are as follows:
0, 02, 03, 04, 05, O > 0

The contribution of this study to knowledge is émrnhs of the estimation techniques employed and the
data used which is extended to 2010. An attemplt &l made to empirically investigate the
relationship between the impact of globalizatiorttoae growth of the Nigerian Economy for the period
1960 — 2010 regression analysis. The equation wtmaed using a variety of analytical tools,
including Augmented Dickey Fuller (ADF) unit roatsts, over-parameterization and parsimonious
are used to determined the long run and short ymardic equilibrium through both Error Correction
Models (ECM), and co-integration tests. The resattts discussed below. The data used for the study
covers the period 1960 and 2010. The study emplegedndary data which are derived from various
issues of CBMAnnual Report and Statement of Accounts (20BN andStatistical Bulletin (2011).



4.1 Model Summary

Table 1: Results of Units Roots Tests using Augmesd Dickey Fuller (ADF): 1960-2010

Variables ADF Test| 95% ADF | 90% ADF | 99% ADF | Order of | Remark
Statistics Critical Critical Critical Integration
Level Level Level
Log(RGDP) -6.777809 -2.923780 -2.599925 | -3.574446 | 1(1) STATIONARY
Log(BTD) 0.45889: -2.92117' | -2.59855. | -3.56830! | 1(0) STATIONARY
Log(EDR) -5.283959 -2.923780| -2.599925 | -3.574446 | 1(1) STATIONARY
Log(INV) -6.65854. -2.92244¢ | -2.59922. | -3.57131 | 1(1) STATIONARY
Log(NEXCH) | 0.728966 -2.936942| -2.606857 | -3.605593 | 1(0) STATIONARY
Log(TGEXPE | -7.38125! -2.923781 | -2.59992! | -3.57444( | 1(1) STATIONARY

Notice: Variables are as defined in equation 5
*Significant at 5, 1& 10 percent level
Source: Author's Computation

Tablel shows the summary of the unit root testquéiDF test with Schwarz Info Criterion
(SIC) maxlags 10 of the variables used for the eogli study. The test shows that; Real Gross
Domestic Product (RGDP); External Debt Ratio (EDR\estment (INV) and Total Government
Expenditure on Education were stationary at that fiifferenced 1(1) at 10, 5 and 1 percent levéls o
significance respectively. Nominal exchange rat&Xi@H); and Balance of Trade (BTD) were
stationary at the level 1(0) at 5, 1 and 10 pertevels of significance respectively. The nexpst
after finding out the order of integration is tarthe regression for the variables at first diffexed
1(1), over-parameterization and parsimonious modets establish co-integration test. The variables
NEXCH; and BTD that were stationary at level 1(@vé already co-integrated themselves. To
establish this, Johansen Cointegration test was use

4.2 Empirical Results of the Dynamic Error Correction Model (ECM)

Although long-run relationship may occur among ables in the regression model, short-run
equilibrium may not occur. Error correction mectsamiis therefore used to correct or eliminate the
discrepancy that occurs in the short-run. The ddefft of error-correction variable gives the
percentage of the discrepancy between the varidb&scan be eliminated in the next time period.
The coefficients of the explanatory variables ie #rror correction model measure the short-run
relationship. When conducting error correction teghe, an over-parameterized model is usually
expressed to deal with the problem of misspecificain the model. This is followed by the

parsimonious model, which is derived after somewige elimination of relatively insignificant



parameters in the over-parameterized model. Theltseffom the over-parameterized model are
presented in Table 2. The parsimonious model iginbtl from a stepwise elimination of insignificant
dynamic variables until parsimony is obtained; thsult of this process is given in table 3. From
Table 3, it is revealed that Investment (INV) hasraverse and significant relationship with readsg
domestic product. And its coefficient is statisigadifferent from zero at 5 percent level. The
empirical results show that the coefficient of Ertd debt ratio (EDR) has a negative and
insignificant relationship with real gross domespimduct and its coefficient is not statistically
different from zero at any level. This result ipparted by the work of Obadan (1994) who found that
external debt ratio contributed no significant irpan the economic growth of Nigeria. The reasons
for the inverse but no significant impact of extdrdebt ratio on economic growth performance in
Nigeria are not far-fetched. This indicates thditdeare used on consumable items (.i.e. conspicuous
and ostensible goods) instead of mega or capitgjegis which would have contributed to the
wellbeing of the citizenries of Nigeria in terms job creations. To address this problem, policy
measures must be put in place to ensure that thedsts should be used on mega or capital projects.
The results, however confirmed the importance deial debt ratio Nigeria's development process.
The implication is that policy measures that amgeted at improving the external debt ratio can
effectively enhance national income. It is obvidusn the coefficient of multiple determinationR
that the model is satisfactory as the independanBbles were found to jointly explain only 61
percent of the movement in the dependent variablele the R-Bar Square is 56 percent. The both
are high. The fitness of the model is confirmedh®y F-statistic which is significant at 5 percdsth

the error correction variables (ECM 1) and (ECMaRlich are minus -0.723289 and -0.504623, were
highly significant validating the error correctiomodel specification and significant at five percent
level. This shows that a feedback of -0.72 (-7286)nf the previous year’'s disequilibrium from the
long-run elasticity of the identified variables cdgtermine economic growth. The strong significance
of the ECM connotes the existence of a long-rurilégum relationship between real gross domestic
product and the factors affecting it. The ECM rdsealong-run relationship between explanatory and
explained variables in the model. The DW was 1d@61(70) which means there was an absence of
serial correlation or autocorrelation.

Table 2:Modelling the Impact of Globalization on the Growth of the Nigerian Economy (A
Dynamic Error Correction Model) — Over-parameterized model

Dependent Variable: D(LOG_RGDP_)
Method: Least Squares

Date: 06/16/13 Time: 21:!

Sample (adjusted): 1963 2(

Included observations: 48 after adjustments

Variable Coefficien Std. Erro t-Statistic Prob

C -0.108046  0.104450 -1.034426 0.3082
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D(LOG_RGDP_-1)) -0.34185/ 0.17211f -1.98619: 0.055
D(LOG_RGDP_(-1),2) 0.153517  0.075969 2.020778 ®051
LOG_BTD_ -0.012152  0.116020 -0.104743 0.9172
LOG_BTD_(1) 0.03239¢  0.11565: 0.28013! 0.7811
D(LOG_EDR_ 0.11116(  0.08525! 1.30385! 0.201(
D(LOG_EDR_(-1)) -0.151974  0.089043 -1.706742 0.0970
D(LOG_INV.) 0.755955  0.107119 7.057184 0.0000
D(LOG_INV_(-1)) 0.93826:  0.15912: 5.89650° 0.000(
LOG_NEXCH_ 0.02343(  0.02829: 0.82809! 0.413¢
LOG_NEXCH_(-1) -0.010438 0.035383 -0.294989 0.7698
D(LOG_TGEXPE_) -0.285639  0.119243 -2.395443 0.0223
D(LOG_TGEXPE_-1)) -0.13852:  0.12315| -1.12484: 0.268t
ECM(-1) -0.50462: 0.17522! -2.87980! 0.006¢
R-squared 0.878975 Mean dependent var 0.051563
Adjusted F-square 0.83270: S.D. dependent v 0.24943:
S.E. of regression 0.102024 Akaike info craari -1.488722
Sum squared resid 0.353903 Schwarz criterion 942955
Log likelihood 49.72933 Hannan-Quinn criter. 282476
F-statistic 18.9948! Durbin-Watson stz 1.68210:
Prob(F-statistic) 0.000000

Table 3: Modelling the Impact of Globalization on the growth of the Nigerian Economy (A

Dynamic Error Correction Model) — Parsimonious Modd
Dependent Variable: D(LOG_RGDP_)
Method: Least Squares
Date: 06/16/13 Time: 21:!
Sample (adjusted): 1963 2(
Included observations: 48 after adjustments

Variable Coefficien Std. Erro t-Statistic Prob

C 0.013044  0.032351 0.403188 0.6889
D(LOG_RGDP_-1)) -0.08874( 0.15479: -0.57327 0.569¢
D(LOG_EDR_-1)) -0.13043: 0.12195: -1.06955! 0.290¢
D(LOG_INV_(-1)) 0.773027  0.218744 3.533943 0.0010
D(LOG_TGEXPE_(-1))0.005566  0.171048 0.032541 0.9742
ECM(-1) -0.72328!  0.19027: -3.80133! 0.000¢
R-squared 0.610560 Mean dependent var 0.051563
Adjusted R-squared 0.564198 S.D. dependent var  0.249434
S.E. of regressic 0.16466! Akaike info criterior -0.65334.
Sum squared resid 1.138807 Schwarz criterion 419043
Log likelihood 21.68023 Hannan-Quinn criter. .5@81952
F-statistic 13.16942 Durbin-Watson stat 1.6@&98
Prob(F-statistic 0.00000t

4.3Cointegration test results

Co-integration test is carried out in order to daiee the long-run relationship between the
dependent and independent variables when one of #ik variables is/are non-stationary at level
which means they have stochastic trend. Co-integrdests are conducted by using the reduced
procedure developed by Johansen (1988) and Johanseduselius (1990). This method should
produce asymptotically optimal estimates sincen@orporates a parametric correction for serial
correlation. The nature of the estimator means tthetestimates are robust to simultaneity bias,
and it is robust to departure from normality (Jaem 1998). Johansen method detects a number
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of cointegrating vectors in non-stationary timeerlt allows for hypothesis testing regarding the
elements of cointegrating vectors and loading matri

The result is presented in table 4. It revealed tinvere is cointegration among the variables.
This is because the Trace Statistic value of 6389266 greater than the critical value of 47.21 and
54.46 at 5 and 1 percent levels of significance. \ject the null hypothesis of none**of the
hypothesized number of cointegrating equations.

Table 4: Results of Johansen Cointegration

Date: 06/16/13 Time: 22:33

Sample (adjusted): 1963 2(

Included observations: 48 after adjustm

Trend assumption: Linear deterministic trend

Series: LOG_RGDP_ LOG_EDR_LOG_INV_ LOG_TGEXPE_
Lags interval (in first differences): 1 t

Hypothesize Trace 5 Percer 1 Percer

No. of CE(s Eigenvalu Statistic Critical Value  Critical Value
None ** 0.535765 65.26039 47.21 54.46
At most 1 0.30231! 28.4269I 29.6¢ 35.6¢
At most Z 0.11141: 11.1472 15.41 20.04

At most 3 * 0.107843 5.477439 3.76 6.65

Trace test indicates 1 cointegrating equation(sp#t 5% and 1% leve
*(**) denotes rejection of the hypothesis at tRé(83%) level

Accordingly, Trace Statistic test indicates nonetiintegrating equations at 5 and 1 percent level of
significance respectively. For the remaining numifehypothesized cointegrating equations (at rBpsive do
not reject the null hypothesis as their Trace Stiatvalues are less than the critical values anhd 1 percent
level of significance or at 1 percent level of sfigance. The main conclusion is that there isékistence of
long-run relationships amongst the variables. Témables may wander away from themselves, butandhg-

run, there is the existence of relationship amotigsn.

From this result, we derive our forecast from 1852010

6.5

= Forecast: LOG_RGDP_F

6.0 P Actual: LOG_RGDP_

A } . Forecast sample: 1960 2010

Adjusted sample: 1961 2010

Included observations: 50

Root Mean Squared Error 0.163139

Mean Absolute Error 0.091103

Mean Abs. Percent Error  1.977023

Theil Inequality Coefficient 0.016499
Bias Proportion 0.000000
Variance Proportion 0.008336
Covariance Proportion  0.991664

5.5

5.0

4.5

4.0

3.5

3.0

25




5.0 Summary and Conclusion
The econometric results of the stochastic charatites of each time series by testing their
stationarity using Augmented Dickey Fuller (ADF}¥tiecointegration tests and Error Correction
Model (ECM) employed to examine the impact of gladadion on the growth of the Nigerian
economy for the period of 1960 to 2010. The emairresults obtained from the paper make it
clear that there is a significant relationship ketw globalization and/or economic growth in
Nigeria. With 61 percent of the changes in econogn@vth being explained by the model, it is
only logical to summarize that other factors, fdrieh a major share are qualitative factors, explain
the minor 39 percent of the variability in econorgiowth in Nigeria. The empirical results of the
paper conform with the existing studies in ourréitare that reveal that there is, indeed a long-run
relationship among the investment, and total gavemt expenditure, and economic growth in
Nigeria. All the variables have short and long-mith each other as revealed by cointegration.
The empirical result further proves investment@s&e through which output could be increased
in Nigeria. It is evident that there is feedbackchnism between the investment and economic
growth in Nigeria. Also it was revealed from theuks that EDR exert an inverse impact on the
economic growth in Nigeria.
5.1 Recommendations
From the econometric study of the impaicglobalization on the growth of the Nigerian
economy, the following recommendations are stagdoviz

* Government should establish a link between doméstestors and world market, in order,
for them to have a place where their goods andccould be sold and hence economic
growth.

» Government should encourage grassroots produdti@ugh the promotion of Small and
Medium Enterprises to meet their basic domestidsi@nd/or tailor their participation in
the process of globalisation along serving the psepof this initiative.

* Government should properly establish and sustawertione, and generate production
externalities that could spearhead industrialisatewonomic growth and development for a
virile and prosperous economic future for the uddeeloped countries of the world, which
will inadvertently; strengthen their status withive confluence of globalisation.

» Government should double its spending effort orastructural (such as: power generation,
portable water and good road networks) base ofetttnomy to encourage influx of
expatriates to invest in Nigeria.

» Government should encourage the import substitutidiative through the availability of
short and long term credit facilities at a relativikeaper rate and/or hence economic
growth.
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* Government should ensure that both financial angditala markets in Nigeria are
strengthened to its fullest capacity in order fo potential investors to have confidence in
the source of start-up capital. This leads to diedion and/or thereby enhances economic
growth.
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