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Abstract 
Trade policy or openness to trade in an economy has the potential of engendering 

growth. Theoretically, trade openness can lead to improvements in industrial 

growth through access to better and cheaper technology, economies of scale and 

X-efficiency as a result of exposure to foreign competition. Has this actually 

happened? It is against this backdrop that the present study investigated the 

relationship between trade policy and manufacturing sector growth and through 

that assesses the impact of trade policy on manufacturing sector growth in Nigeria 

between 1970 and 2015. The Dynamic and Fully Modified Ordinary Least 

Squares (DOLS and FMOLS) techniques were used for the analysis. The 

empirical results indicate that on one hand, trade policy measured by degree of 

openness, exchange rate and broad money supply are positively related to 

manufacturing sector growth. Interest rate on the other hand, was found to have 

an inverse relationship with manufacturing sector growth and statistically 

significant in the in the DOLS framework. Since the empirical evidence revealed 

that trade policy captured by degree of openness is positively related to 

manufacturing sector growth and further clears any ambiguity of whether trade 

openness promotes growth in manufacturing in Nigeria. It is therefore 

recommended that policy direction in Nigeria should focus on more open policies 

as a long-term plan. The pursuit of outward-looking strategies should be 

strengthened depending on the comparative advantages in the liberalised sector 

and as a cushion against vulnerability impacts of the exports and imports market.  
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Introduction 
Industrialization is the building up of a 

country’s capacity by processing raw 

materials and manufacture goods for 

consumption or further production 

(Todaro & Smith, 2006). In recognition 

of this, the World Bank in its (1987) 

Development Report observed that 

‘Industrialization has a crucial role in 

long term development; it is one of the 

best training grounds for skill 

development; it is an important source of 

structural change and diversification; and 

it can increase flexibility of the economy 

and reduce dependence on external 

forces. Industrialization also provides 

employment, foreign exchange and 

domestic earnings’ Similarly, Dijkstra 

(2000) and Zattler (1996) observed that, 

the attached importance to 

industrialization as a driver of structural 

change and long-run growth could be 

ascribed to two reasons. First, industries 

(especially manufacturing) have higher 

productivity growth and technological 

development than other sectors of the 

economy, and also technological spill 

over’s. Second, countries that neglect 

industry depend on primary exports 

which are subject to long-run 

deterioration of the terms of trade. 

However, the extent of industrialisation 

depends on the prevailing 

macroeconomic environment, the 

dynamic and complementary nature of 

economic policies targeted at shifting 

resources from low productivity to high-

productivity sectors. One of the surest 

ways to achieve the afore-stated goal is 

through trade policy. 

Trade policy defined broadly as a 

dismantling of controls over import and 

foreign exchange allocation and a 

rationalization and general lowering of 

import tariffs, has been a central feature 

of the economic reform programs 

introduced in sub-Saharan Africa in the 

1980s (World Bank, 1994). Trade policy 

or openness to trade in an economy has 

the potential of engendering growth. 

Theoretically, various channels through 

which an open trade regime can lead to 

improvements in industrial growth exist 

in the literature. The channels include 

access to better and cheaper technology, 

economies of scale and X-efficiency as a 

result of exposure to foreign competition. 

For instance, firms that operate in an open 

economy have access to foreign 

technology, adopt the best production 

techniques and produce on a more 

efficient scale. With access to foreign 

technology, economies of scale and 

spillover effects, openness to trade fosters 

competition among firms and provides 

markets for their exports. Although there 

are a considerable number of studies 
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examining the relationship between trade liberalization and growth in developing 

countries but many basic issues remain unresolved. For instance, one of the main ideas 

underlying trade liberalization is that this should lead to efficiency gains, partly 

because resources get allocated more efficiently (in line with comparative advantages) 

and partly because existing firms are forced to improve their performance in response 

to international competition. Has this actually happened? This is an empirical question 

that this study seeks to answer. 

Trade policy has emerged as the main argument among economists and policy makers 

in explaining the growth phenomena in developing countries (Dawson, 2006; Dutta & 

Ahmed, 2001; Edwards, 1992; Salehezadeh & Henneberry, 2002; Weinhold & Rauch, 

1999). Besides, due to continuous interest on the issue, new methods were also 

proposed (Lloyd & MacLaren, 2002; Ruíz Estrada & Yap, 2006). The positive 

contribution of trade openness towards growth stemmed from the notion that 

liberalization increases specialization and division of labour thus improving 

productivity and export capability as well as economic performance. It is widely 

recognized that trade openness has a positive effect towards economic growth. It is 

found that countries with more trade openness relatively outperformed countries, with 

less openness (Thirwall, 1994; World Bank, 1993). A study by Umoh and Effiong 

(2013) in Nigeria supported a similar opinion that trade openness has a significant 

positive impact on manufacturing productivity in Nigeria and long run and policy 

direction for the manufacturing sector in Nigeria should focus more on open policies 

through trade liberalisation as a long-term plan. Other noteworthy studies supporting 

the openness and growth relationship include Urata and Yokota (1994), Osada (1994), 

Kajiwara (1994), Hwang (1998), Edwards (1998) and Jonsson and Subramanian 

(2001). In contrast, some scholars (Harrison, 1996; Rodríguez & Rodrik, 2001), 

however, have been more reserve in supporting the openness-led growth nexus. 

The controversy on the trade policy-growth link remains, with some studies upholding 

a positive relationship (Thirwall, 1994; World Bank, 1993; Umoh & Effiong, 2013; 

Urata & Yokota, 1994); Osada, 1994; Kajiwara, 1994; Hwang, 1998; Edwards, 1998; 

Jonsson & Subramanian, 2001 and Dollar, 1992), others express doubts about the 

existence of such a relationship (Harrison & Hanson, 1999; Rodriguez & Rodrik, 

1999). Lack of analysis at sectoral level may have contributed to the empirically mixed 

results reported in the literature, as giving emphasis to the wrong sectors or treating all 

countries to be homogenous in nature may lead to biasness. Therefore, an examination 

of the nexus at a country-specific level using disaggregated industrial sector data 

becomes apt and an important alternative to cross-country panel data analysis which 

has shown mixed results.  A sector-specific analysis accounts for the complexity of 

economic environment and histories of the sector. For example, Umoh and Effiong 

(2013) and Dutta and Ahmed (2001) conducted a sector-level analysis and reported 
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that trade openness is important to the industrial sector. This precisely is the thrust of 

this study.  

The need for dynamic analysis, which links trade policy and manufacturing sector 

growth, is recent and emerged following the inadequacies of using traditional static 

analysis. It is therefore germane to employ appropriate estimators in order to overcome 

this problem. In the present study, the Dynamic Ordinary Least Square (DOLS) 

estimator, engineered by Stock and Watson (1993) and the Fully Modified Ordinary 

Least Squares (FMOLS), originally developed by Phillips and Hansen (1990) are 

adopted. Both the DOLS and FMOLS approach introduces dynamics in the model 

specified while allowing for simultaneity bias. Thus, this study added to the literature 

by varying on the period covered, methodology adopted, variables used, and frequency 

of data among other factors to examine the empirical linkage between trade policy and 

manufacturing sector growth in Nigeria. This helps to validate past findings or bring 

forth new issues on the subject for further research. The broad objective of this article 

is to investigate the impact of trade policy on Nigeria’s manufacturing sector growth 

from 1970 to 2015. The specific objectives include to: 

(i) To examine the relationship between trade policy and manufacturing sector 

growth in Nigeria; 

(ii) To assess  whether trade policy spurs manufacturing sector growth in Nigeria; 

and 

(iii) To investigate the impact of trade policy on manufacturing sector growth in 

Nigeria. 

 

Following the introduction, the rest of the paper is structured as follows. Section 2 

presents a theoretical and empirical review of the literature. Section 3 provides stylised 

facts on Nigeria’s trade policy, performance of manufacturing sub-sector growth and 

problems of manufacturing sub-sector in Nigeria. Section 4 describes the model and 

data, while the estimation technique and procedure is discussed in Section 5. Section 

6 presents the empirical results and Section 7 concludes with policy implications. 

 

Theoretical Literature 

Several opposing views exist on the impact of trade policy on growth starting from the 

Mercantilist School who advocated restriction on imports, provision of incentives for 

exports, and strict government control of all economic activities. Contrary to this, the 

Classical economists believe in free trade right from the time of Adam Smith who 

advocated for a policy of laissez-fair (a little government intervention in the economic 

system). For Smith, When each nation specializes in the production of the commodity 

of its absolute advantage and exchange part of its output for the commodity of its 



177  africascholarpublications@gmail.com                                                                               

 2022 

 

absolute disadvantage, both nations end up consuming more of both commodities 

(Salvatore, 1998) 

Smith’s idea of absolute advantage was later replaced by an influential theory of 

comparative advantage, initially introduced by Ricardo. According to the comparative 

advantage theory, countries specialize in the production and export of commodities 

over which they have less absolute disadvantage. The opening up of free trade between 

nations leads to an increase in demand for the product of each country, in turn, making 

them to specialize in the production of that particular good over which they have a 

comparative advantage. The increased production further leads to an increased supply 

of goods and services in the market, in turn enhancing the welfare of the society. Both 

Smith’s absolute advantage and Ricardo’s comparative advantage have, however, 

many limitations that may not work in practice and in some cases does not tally with 

the situations that exist in developing countries. 

Another important development in the area of international trade following the 

Classical theory is the Heckscher-Ohlin theorem. Unlike the former, which assumes 

that the value of output is determined by the value of labour that entered the production 

process, the H-O theorem includes capital as an additional factor. It proposes that the 

immediate cause of international trade is the difference in the relative price of 

commodities between countries, which, in turn, arise due to difference in factor 

supplies of the two countries. On the basis of this it predicts that a country will export 

a commodity that intensively uses its abundant factor and import goods that intensively 

use its scarce resources. In this case, apart from the gains mentioned under the 

comparative advantage theory, trade leads to equalization of relative and absolute 

returns to homogenous factors of production. 

Despite its theoretical prominence, the H-O theorem also suffers from many of the 

assumptions that it considers. Among others, the theorem assumes that there is no 

factor intensity reversal (i.e. if a commodity is labour intensive in a labour abundant 

country it will remain labour intensive in the labour scarce country, and if it is capital 

intensive in the capital abundant country it will remain capital intensive in the capital 

scarce country). If such a situation does not exist the prediction of the theorem fails. 

Views against the Classical trade theory get momentum after the work of Prebisch 

(1950) who supported the adoption of protectionist trade policies to protect infant 

industries and conclude that trade openness will promote unequal distribution of trade 

gains and deindustrialisation in developing countries. Another view favours an 

outward-oriented trade policy capable of improving productivity through efficiency in 

factor allocation with exposure to competition, and adoption of foreign technology in 

the production process.  For example, Edwards, 1998; Haddad, 1993 and Tybout, 2000 

argued that greater openness may accelerate developing countries' adoption of 

technological innovations originating in industrial countries. Technical progress 
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embodied in new materials, intermediate manufactured products, capital equipment 

are traded on international markets, thus allowing countries to import the R & D 

carried out by others. Technical changes (via liberalization) promote investment and 

additional exports (by reducing costs). The outcomes are then greater capacity 

utilisation and faster output growth. The focus on endogenous growth has pointed to 

the opportunities for growth made possible by ideas and knowledge capital acquired 

through imports. Imported technologies are then an important source of output growth 

in developing countries. But the effects on growth depend on the efficiency with which 

technology transfers are absorbed and diffused (Henry and al., 2003). In addition, the 

debate on the relationship between trade openness and growth has been bolstered by 

significant improvement in the new growth theories as discussed by Grossman and 

Helpman (1991), Lucas (1988) and Romer (1986). With the assumption of endogenous 

technological change, the trade–growth link can be analysed within the framework of 

the new growth theories.  

 

Empirical Literature 

Mulaga and Weiss (1996) examined the impact of trade reform on manufacturing in 

Malawi from 1970-91 within the trade liberalization element in the reform package on 

performance in manufacturing. Data derived from a survey of large manufacturing 

enterprises are used to estimate firm-level effective rates of protection and total factor 

productivity growth. A crosssectional regression model is then used to test for a 

relationship at the firm level between increased liberalization, as reflected in a decline 

in protection, and improved performance, measured as a rise in total factor 

productivity growth. The conclusions are highly sensitive to the way productivity 

growth is measured. 

Kim (2000) explored the link between trade openness and total factor productivity 

growth in Korean manufacturing at a disaggregated level. Employing a number of 

policy measures of openness (legal rates of tariff, coverage ratios of quotas and 

nominal rates of production) within the underlying assumption of imperfect 

competition and non-constant returns to scale, he found that trade liberalisation 

impacted positively on productivity performance, though the productivity increase 

was not significant since trade liberalisation was not substantial enough in Korea. 

Dutta and Ahmed (2001) examined the relationship between trade liberalisation and 

industrial growth in Pakistan using cointegration analysis within the endogenous 

growth model framework. Using two measures of trade liberalisation, namely, an 

outcome-based measure (real export) and incidence-based measure (average import 

tariff collection), the study found a significant relationship between the measures of 

trade liberalisation and growth of the industrial sector value added.  
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Chete and Adenikinju (2002) undertook a firm-level study of the impact of trade 

liberalisation on productivity growth in the manufacturing sector between 1988 and 

1990. They found trade liberalisation to be growth-enhancing.  

Adebiyi and Dauda (2004) investigated the relationship between trade liberalisation 

and industrial sector performance using an error correction mechanism (ECM) 

technique on annual data from 1970 to 2002 and found trade liberalisation, measured 

as degree of openness, to be a significant determinant of industrial production in 

Nigeria.  

Adewuyi (2006) examined the impact of trade policy reform on technical efficiency 

in the manufacturing sector utilising panel data for 10 manufacturing sub-sectors over 

selected trade liberalisation episodes covering the period before, during and after the 

implementation of the structural adjustment programme (SAP). Technical efficiency 

measures were obtained using the non-parametric technique—Data Envelopment 

Analysis (DEA). He found trade policy measures to have fostered technical efficiency 

in the sector. 

Chandran and Munusamy (2009) used time series data from 1970 to 2003 to 

investigate the long-run relationship between trade openness and manufacturing 

growth in Malaysia. They adopted a recent cointegration test called the bounds testing 

to establish if the variables are co-moving. They found that openness to trade had a 

positive significant effect on manufacturing value added, particularly in the long run, 

thus emphasising the benefits of openness as a long-term affair. 

Umoru and Eborieme (2013) investigated the relation between trade liberalization and 

industrial growth in Nigeria. Adopted in the study is the human capital model of 

endogenous growth with modifications for trade liberalization within the Nigerian 

context. Co-integration and error correction estimation approaches were utilized. A 

unique co-integral relation between industrial production and the explanatory 

variables in the study is found. The study found a positive and significant correlation 

between trade liberalization and industrial growth in Nigeria. The results of the study 

suggest the need for government to embark on comprehensive implementation of trade 

liberalization policies in order to accelerate and sustain industrial growth in Nigeria. 

However, the implementation of trade liberalization polices should be done with a 

delay caution. 

Umoh and Effiong (2013) attempted to establish relationship between openness to 

trade and manufacturing performance in Nigeria for the period 1970–2008 through a 

sector-specific analysis for meaningful policy insights. Using a modern econometric 

technique—the Autoregressive Distributed Lag approach to cointegration, the results 

suggested that trade openness has a significant positive impact on manufacturing 

productivity in Nigeria both in the short and long run. Therefore, the policy direction 

for the manufacturing sector in Nigeria should focus more on open policies through 
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trade liberalisation as a long-term plan. Reduction in trade restrictions and 

implementation of appropriate incentives are vital for resuscitating the performance of 

the sector. In this aspect, policy-makers should leverage the benefits of openness to 

the comparative advantages in the liberalised sector. 

Baldwin and Venables (2015) in a study titled trade policy and industrialisation when 

backward and forward linkages matter developed a model in which the interaction of 

forward and backward linkages determines the range of goods and of parts that are 

produced in a developing economy. Using a simple formalisation of the range and 

sophistication of parts used in different goods, the paper investigated the effects of 

trade and industrial policy. Linkages create multiplier effects so, for example, support 

for final goods producers can increase the range of parts produced, broadening the 

industrial base and attracting entry of further final goods producers. Effects depend on 

whether policy is targeted at appropriate margins. Policies that expand the range of 

parts on the margin are likely to spark more industrialisation than policies that promote 

parts production within the margin (parts that are already produced domestically), or 

parts far beyond the margin (highly sophisticated parts not used in locally produced 

final goods). 

Dastidar (2015) attempted to identify the reasons behind the differential performance 

of the registered and unregistered manufacturing sectors of India during the post-

reform period. Besides discussing the probable reasons behind the absence of a trade-

growth nexus in the case of the registered sector, the paper reviews the theoretical 

literature on the unregistered sector - trade liberalisation association with an aim to 

identify the channels through which trade liberalisation might have affected the 

performance of the unregistered segment. It seems that trade liberalisation benefitted 

the unregistered sector indirectly through the increase in subcontracting activities from 

the registered sector. Absence of rigid labour regulations also helped the unregistered 

sector undergo restructuring during the post-reform period and achieve faster growth 

through elimination of inefficient firms, something which the registered segment 

failed to do. 

Ogu, Aniebo and Elekwa (2016) examined the role of trade liberalization in the growth 

of manufacturing output in Nigeria, focusing on the short to medium term period while 

not ignoring the very important long term on which most studies have focused. Error 

correction mechanism was adopted. Trade liberalization was found to hurt 

manufacturing output in the short run although it showed a real potential to boost it in 

the long term. An overhaul of competition policy was recommended with a view to 

establishing neutral status in manufacturing export trade. 

 

Trade Policies and Manufacturing Performance in Nigeria: Stylised Facts 

Overview of Nigeria’s Trade Policies 

Trade policy since the 1960’s has witnessed extreme policy swings from high 

protectionism in the first few decades after independence to its current more liberal 
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stance (Adenikinju, 2005). Attempts were made to use trade policy to promote 

manufactured exports and enhance the linkages in the domestic economy to increase 

and stabilize export revenue and scale down the country’s reliance on the oil sector 

(Olaniyi, 2005). 

Trade policies were accordingly directed at discouraging dumping, supporting import 

substitution, stemming adverse movements in the balance of payment, conserving 

foreign exchange and generating government revenue (Bankole & Bankole, 2004). 

During the first decade of independence, Nigeria pursued an import substitution 

industrialization strategy. This involved the use of trade policy to provide effective 

protection to local manufacturing industries, through quantitative restrictions and high 

import duties. Trade policy between 1970 and 1976 assumed a less restrictive stance 

ostensibly because of demands necessitated by the post war reconstruction. Thus, only 

items that were regarded as nonessential consumer goods were restricted. Tariff rated 

on raw materials were reduced and quantitative restriction on spare parts, agricultural 

equipment and machinery were relaxed. 

The 1960s and early 1970s also saw the application of exports such as cocoa, rubber, 

cotton, palm oil, palm kernel and groundnut. However, in 1973, these duties were 

eventually abolished, as a result of the oil boom and the need to promote agricultural 

export as part of the export diversification strategy. Furthermore, in 1981, there was a 

policy shift towards export promotion and a move to intensify the use of local raw 

materials in industrial production. 

The central objective of trade policy was to provide protection for domestic industries 

and reduce the perceived dependence on imports; a means to that objective was a 

desire to reduce the level of unemployment and generate more revenues from the non-

oil sector. Accordingly, tariffs on raw materials and intermediate capital goods were 

scaled down. 

In addition, 1986 depicts a significant shift in trade policy towards trade liberalization. 

This is attributable to the adoption of structural adjustment programmes. The period 

provided for a seven-year (1988-1994) tariff regime with the objective of achieving 

transparency and predictability of tariff rates. Imports under the regime this, attached 

advalorem rates. A new seven-year (1995-2001) tariff regime succeeded the previous 

regime. The tariff structure over the period 1988-2001 increased import duties on raw 

material and on intermediate and capital goods, while tariffs on consumer goods were 

slightly reduced. 

Nigeria’s trade policy regime as currently contained in the national economic 

empowerment and development strategy (NEEDS) and trade policy documents, has 

been geared to enhancing competitiveness of domestic industries, with a view to 

encouraging local value-added and promoting as well as diversifying exports. The 

mechanism adopted to achieve this was gradual liberation of trade. 
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Current reform packages are therefore designed to allow a certain level of protection 

of domestic industries and enterprise. This has translated into tariffs escalation, with 

high effective rates in several sectors and lower imports duties on raw material and 

intermediate goods unavailable locally. This policy perspective has also led to the 

application of relatively high import duties on finished goods which compete with 

local production. 

Despite various policies adopted in Nigeria in different years, trade policy still suffer 

some drawbacks. Trade negotiations are becoming increasingly complex and hence, 

even more challenging for trade policy formulation. The challenge of institutional and 

human capacity is daunting. The trade ministry which has statutory responsibility for 

external trade relations lacks the requisite level of skills to effectively engage in the 

trade policy negotiation process. There seems not to be any standard programmed 

designed for training and skills acquisition in trade negotiations. Training for policy 

making and trade negotiations requires specially designed programmes. 

Furthermore, the ministry, which runs the affairs of trade policy, remains ill equipped 

owing to lack of infrastructure and lack of a conductive environment for effective 

operations. This is partly due to poor funding for the ministry. In spite of the elaborate 

mechanism already put in place, there is lack of co-ordination among government 

establishments and between government and non-state actors. Co-ordination has not 

been very effective. 

Currently, trade liberalisation is rigorously pursued with the aim of enhancing the 

competitiveness of domestic industries through the promotion of local value added and 

export diversification. Current reform packages are designed to allow a certain level 

of protection of domestic industries with relative application of high import duties on 

finished goods that compete with local production. As a result, tariff rates are widely 

dispersed, ranging from 2.5 per cent to a maximum of 150 per cent, with high effective 

rates in several sectors and lower import duties on raw materials and intermediate 

goods unavailable locally (Briggs, 2007). 

 

Performance of Manufacturing Sub-Sector Growth in Nigeria 

In the light of the great expectation from industrialization, manufacturing has been 

mostly favoured in the blueprint of various industrial policies that have been put in 

place so far in Nigeria. The manufacturing sub-sector according to Egbon (1995) is 

the most favoured sector in the Nigerian economy, especially as the main instrument 

of rapid growth, structural change and self-sufficiency and that industrial policies are 

geared towards improving the economic performance of individual agents, firms and 

industries on the supply side of the economy. However, in the face of these policies, 

the performance of the manufacturing sector has not been impressive. 
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In the light of this, Table 2.2 presents the various indices that measure the performance 

of the manufacturing industry in Nigeria. It is apparent that the average capacity 

utilization for the manufacturing industry in 1975 was 76.6 per cent. In the 1980s, the 

average capacity utilization fell from 70.1 per cent in 1980 to 43 .8 per cent in 1989. 

The capacity utilization of the manufacturing industry further dwindled in the 1990s 

and ranged between 40.3 per cent and 34.6 per cent; while 36.1 and 54.8 percent were 

recorded in 2000 and 2005, respectively. The improved performance in the 

manufacturing sub-sector during these periods was attributed to a number of factors; 

including the relative macroeconomic stability and the regular supply of petroleum 

products. The capacity utilization of the manufacturing industry further dwindled in to 

53.3 percent in 2006. A brief spike in manufacturing capacity utilization was observed 

in 2010as capacity utilization was standing at 56.79 percent before peaking at 60.3% 

in 2014. This development was attributed to the increase in manufacturing activities 

occasioned by increased investment in the pharmaceutical, food, beverages and auto-

mobile sub-sectors (CBN, 2014). 

With respect to the index of manufacturing production, Table 2.2 shows that, using 

1985 as the base, manufacturing production increased from 1970 to 1982. This is 

indicated by the increase in the index of manufacturing production from 24.1 per cent 

in 1970 to 132.8 percent in 1982. A decline in manufacturing production was, 

however, witnessed from 1983 to 1984. During this period, the index of manufacturing 

production was only 94.8 per cent in 1983 and 83.4 per cent in 1984. This decline 

could be attributed to the downturn of the Nigerian economy, resulting from the 

collapse of the international oil market in the 1980s. In the wake of the adoption of 

SAP in 1986, manufacturing production increased as indicated by the movement in 

the index of manufacturing production, which stood at 128.4 per cent in 1987 and 

reached a peak of 178.1 per cent in 1991. Since 1992, the manufacturing production 

has not been steady; this is indicated by the index of manufacturing production which 

ranges between 145.5 per cent (in 1993) to 133.1 per cent (in 1998). Between 2000 

and 2005, manufacturing production witnessed only marginal increase before 

dropping to 89.6 percent in 2006. The index of manufacturing production rise 

consistently from 91.2% in 2008 to 109.8% in 2013 and further dwindled marginally 

to 108.98% in 2014. 

Another indicator of the performance of manufacturing industry is its share in the gross 

domestic product, which was 7.2 per cent in 1970. It fell to 5.2 per cent in 1975 before 

increasing gradually to 11.2 per cent in 1982. Fallowing the depressing state of the 

economy in the 1980s, manufacturing share in the GDP fell and remained in the range 

of 7.8 to 8.4 per cent. With the unsteady growth in manufacturing production since 

1992, the contribution of the manufacturing industry to the GDP fell. For instance, 

between 1993 and 2001, it ranged between 8.3 and 3.4 per cent. This is a strong 
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indication that the manufacturing industry in Nigeria has been dwindling. Between 

2002 and 2007, manufacturing share in the GDP witnessed only marginal increase of 

3.0 percent. A decline in manufacturing share in the GDP was, however, witnessed 

from 2008 to 2009. The Manufacturing share in the GDP rises consistently from 7% 

in 2010 to 10% in 2014. Part of the reason for the increase in the contribution of the 

manufacturing sector to GDP is the better capturing of output.  

 

Table 1: Trends of Indices of the Manufacturing Sub-Sector in Nigeria (1970-

2014) 

Year Average Capacity 

Utilization in 

Manufacturing 

(%) 

Index of 

Manufacturing 

Production (%) 

(1985=100) 

Share of 

Manufacturing 

in 

GDP (#M) 

 

Share of 

Manufacturing 

in 

GDP (%) 

 

1970 85.2 24.1 317.6 7.2 

1975 76.6 43.9 1186.5 5.2 

1980 70.1 102.4 3485.9 8.1 

1981 73.3 117.4 13837.9 9.9 

1982 63.6 132.8 15633.5 11.2 

1983 49.7 94.8 10797.4 8.4 

1984 43 83.4 9532.8 7.8 

1987 40.4 128.4 12041.6 8.4 

1989 43.8 154.3 14011.5 8.2 

1990 40.3 162.9 14702.4 8.2 

1991 42 178.1 16078.5 8.3 

1992 38.1 169.5 15357.2 7.9 

1993 37.2 145.5 14788.1 7.3 

1994 30.4 144.2 14591.4 7.2 

1998 32.4 133.1 13046.3 5.9 

1999 34.6 137.7 13494.6 6.0 

2000 36.1 138.2 13958.8 5.9 

2001 42.7 142.2 14935.1 3.4 

2005 54.8 145.8 21305.1 3.0 

2006 53.3 89.6 23305.9 3.0 

2007 53.5 89.2 25535.5 3.0 

2008 54.7 91.2 27806.8 2.0 

2009 55.4 92.4 30013.8 2.0 

2010 56.79 94.2 3,578.64 7.0 
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2011 57.2 100.1 4,216.19 7.0 

2012 57.9 106 4,783.66 8.0 

2013 57.8 109.8 5,826.36 9.0 

2014 60.3 108.98 6,684.22 10 

Source: Central Bank of Nigeria, Statistical Bulletin, 2014  
Source: Central Bank of Nigeria Statistical Bulletin, Various Issues 

 

METHODOLOGY   

Model Specification and Data 

The main objective of this study is to examine the relationship between trade policy 

and manufacturing sector growth and through that to assess whether trade policy spurs 

manufacturing sector growth. For this purpose the model adapted for this study is 

predicated on the endogenous growth framework of Lucas (1988) and a modified 

model of Umoh and Effiong (2013). The preferred model is represented as equation 1 

below: 

0 1 2 3 4InMPI InDOP InEXR InINTR InBMS     = + + + + +    (1) 

 

Where: MPI= Manufacturing sector output growth measured as manufacturing 

production index; DOP = Degree of openness is a measure of trade policy and this is 

measured as the share of trade to GDP; EXR = Official exchange rate; INTR = Interest 

rate and Broad money supply as a percentage of GDP. In = Natural logarithm, 0 = 

the intercept or autonomous parameter estimate, 1 4to  = Parameter estimate 

representing the coefficient of DOP, EXR, RINTR and BMS respectively, and  =   

Error term (or stochastic term). The a’priori’ expectations are determined by the 

principles of economic theory and refer to the expected relationship between the 

explained variable and the explanatory variable(s). It is expected that
 1 4 0.to  

 
 

For the necessity of uniformed scale of measurement and consistent interpretation of 

results, all variables were transformed to natural logarithms, which allow us to 

interpret the coefficients as elasticities.  

The study depends on secondary data that were obtained from the Central Bank of 

Nigeria (CBN) Statistical Bulletin various issues, National Bureau of Statistics and 

World Development Indicators for Nigeria (WDI). It covers the period from 1970 to 

2015. The choice of this period is predicated on the era being one of pronounced 

macroeconomic outcomes volatility, characterised by unfavourable balance of 

payments and rate of exchange, high commodities prices, and declining sources of 

revenue due largely to economic rigidity which exposed the country to global 

economic shocks. 
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Justification of the Variables in the Model 

To capture trade policy or openness, the study utilized share of trade to GDP. The a 

priori sign attached to this variable is, on one hand, due to the theory that openness 

encourages specialization in the production and marketing of certain goods in which 

we can establish comparative advantages. Therefore, relative lower labour cost 

advantages, availability of resources, and free and unconstrained access to 

international markets is expected to enhance "low-cost supplier of certain 

manufactured products"(Nemedia, 1998).  

Also, the coefficient associated with trade openness and output growth is ambiguous 

(Berg & Krueger, 2003). Similarly, in view of Adeola and Olofin (2000), the impact 

of trade liberalization on the growth performance of manufacturing sector remains 

weak, contradictory and inconclusive. Nevertheless, there are several channels 

through which trade policy might affect manufacturing growth. First, a more liberal 

trade regime leads to increased competition from abroad, forcing domestic firms to 

adopt newer, more efficient technology to reduce inefficiency and waste. Second, it is 

often argued that freer trade eases foreign exchange constraints faced by most 

developing countries and hence enables a country to import needed raw material and 

capital goods. Finally, a more open economy results in a faster rate of technology. The 

latter point has been the main focus of the endogenous growth literature (Grossman & 

Helpman, 1989; 1991; Lucus, 1988; Romer, 1986; 1990). These studies show how 

trade liberalization may raise growth rates in the long run by generating economies of 

scale, operating R & D and knowledge spill-over’s, human capital accumulation and 

or learning-by-doing. 

The variables in the study include the exchange rate which we measure as the year on 

year change in exchange, where a positive change indicates depreciation and a 

negative change indicates an appreciation. We expect that the exchange rate should 

have a positive and significant effect on manufacturing growth performance since it 

has the potential to alter the value of prices in the economy without real changes in the 

production of goods and services within the economy (Arthur, Aigheyisi & 

Oaikhenan, 2015). It is expected that depreciation would reduce import as a result of 

the higher relative price of imported goods. Depreciation would thus increase net 

export and domestic income (output) would increase with depreciation through the 

goods market.  

Interest rate play significant role as input in economic growth as a positive interest 

rate, increases financial depth through increased volume of financial savings 

mobilization and by extension promotes growth through increasing the volume and 

productivity of capital. A higher interest rate exerts a positive effect on the average 

productivity of physical capital by discouraging investors from investing in low return 
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projects. In addition, the endogenous growth theory predicts a positive relationship 

between economic growth and interest rate (see King & Levine, 1993). 

Another factor that could positively affect the manufacturing sector in Nigeria is the 

steady flow of money supply as in view of Bahmani-Oskooee and Kandil (2007) 

expansionary monetary and fiscal policies could boost output growth in the long-run. 

The need to regulate money supply is based on the knowledge that there is a stable 

relationship between the quantity of money supply and economic activity and that if 

its supply is not limited to what is required to support productive activities; it will 

result in undesirable effects such as high prices or inflation.  

 

Estimation Technique and Procedure 

First, variables were investigated for their stochastic properties, using two traditional 

and one modern unit roots tests. The traditional tests deployed are the Augmented 

Dickey-Fuller (ADF) and Phillips-Perron (PP). The two tests were used to test for 

consistency and where conflicts exist, to decide on the most appropriate option (see 

Hamilton, 1994). However, traditional tests for unit-roots (e.g. ADF and PP) have low 

power in the presence of structural breaks, and have a tendency to “detect” non-

stationarity which does not exist in the data. To avoid invalid inferences, the study 

employ unit root test with structural break by Perron (2006) to determine the break 

points/dates as well as further investigate the properties of the time series employed. 

The unit root tests are followed by Dynamic Ordinary Least Square (DOLS) estimator, 

engineered by Stock and Watson (1993) and the Fully Modified Ordinary Least 

Squares (FMOLS), originally developed by Phillips and Hansen (1990). 

The DOLS approach is particularly useful because it introduces dynamics in the model 

specified while allowing for simultaneity bias. Thus the DOLS estimator of the 

cointegrating regression equation incorporates all variables in levels, in addition to 

leads and lags of values of the explanatory variables. To overcome the problem 

associated with the non-normal distribution of the standard errors of the cointegrating 

regression equation, the specified model was estimated by OLS using the Newey and 

West’s (1987) Heteroscedastic and Autocorrelation Consistent (HAC) covariance 

matrix estimator, whose standard errors are robust, ensuring the validity of the 

inferences about the coefficients of the variables entering the regressors in levels. 

Eviews 9.5 package was consequently employed to estimate the model by including 1 

lead and 3 lags in the regressors. The lag selection was based on the Schwarz Bayesian 

Criterion (SBC). In like manner, the study employed the Fully Modified Ordinary 

Least Squares (FMOLS), a framework that provides optimal estimates of cointegrating 

regressions, and modifies least squares to account for serial correlation effects and for 

the endogeneity in the explanatory variables, when there is cointegration. The two 
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frameworks thus help in dealing with validity of inference, serial correlation effects 

and the problem associated with endogeneity.  

 

Empirical Results 

Unit Roots Testing 

The results of the unit root tests (with trend and intercept) are presented in Table 2.  

Table 2: Traditional Unit Root Test Results (Trend and Intercept) 

Variables ADF Critical 

Values 

Order of 

Integration 

PP Critical 

Values 

Order of 

Integration 

MPI -4.543 -4.181* I(1) -4.591 -4.181* I(1) 

DOP -9.299 -4.181* I(1) -9.387 -4.181* I(1) 

EXR -6.424 -4.181* I(1) -6.407 -4.181* I(1) 

INTR -7.693 -4.186* I(1) -8.742 -4.181* I(1) 

BMS -5.908 -4.181* I(1) -6.902 -4.181* I(1) 

Note: * Indicates stationary at the 1% level, and ** Indicates stationary at 5% level.  

Source: Researcher’s Computations Using E-views 9.5. 

 

The traditional tests of the ADF and PP indicated that all the variables tend to be 

stationary in first difference. All the variables under scrutiny are I(1) process, which 

means that they are stationary at first difference. However, traditional tests for unit-

roots (e.g. ADF and PP) have low power in the presence of structural breaks, and have 

a tendency to “detect” non-stationarity which does not exist in the data. It is crucial to 

have knowledge of break point because accurately evaluating any programme intended 

to engender structural changes in the economy depends on it (Piehl, Cooper, Braga & 

Kennedy, 1999). To avoid invalid inferences, the study employed unit root test with 

structural break by Perron (2006) to determine the break points/dates as well as further 

investigate the properties of the time series employed. The author provides the 

framework for the implementation of the general structure of the structural break with 

unit root (see Perron, 1997, 2006). The generalized test regression can be expressed 

as: 

* 2

1 1 1

1

( ) ; .(0, (2)
k

t t t t t t i t t t e

i

y DU DT D T y c y e e iid      − −

=

= + + + + + +  + −−−−−−−−−−−−

Where *

1 11;t tDU DT t T t T= = − = − if 1t T and 0 otherwise; The 1T represents the 

significant break point. The test considered is the minimal value of the t-statistic for 

testing that  1 =  versus the alternative hypothesis that 1   over all possible break 

dates in some pre-specified range for the break fraction ( ),1 − . The implementation 
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of the test regression follows the Innovational Outlier (IO) framework as it allows the 

change to the new trend function to be gradual rather than being instantaneous as 

assumed by the Additive Outlier (AO) framework. The results of unit root tests with 

structural break by Perron (2006) are presented in Table 3 below: 

 

Table 3: Unit Root Tests with a Structural Break  

 Innovational Outlier Model Additive Outlier Model 

Variable t-statistics  Break date   Lag  t-statistics  Break date  Lag  

MPI -2.105244 2014 0 -2.141124 1984 0 

DOP -3.060753 1986 0 -3.120485 1986 0 

EXR -3.134937 1994 0 -0.454339 1986 0 

INTR -2.965006 1986 0 -3.040043 1986 0 

BMS -3.586984 2011 1 -3.238287 1994 1 

∆MPI -5.664111* 2014 0 -5.607945* 2006 0 

∆DOP -9.930119* 2001 0 -10.17187* 2001 0 

∆EXR -10.52100* 1995 0 -6.746328* 1988 0 

∆INTR -8.855373* 1993 1 -9.655388* 1994 0 

∆BMS -6.655476* 2010 0 -6.405299* 1995 0 

Note: * denote significant at the 1 percent level.  

Source: Researcher’s Computations Using E-views 9.5. 

 

In Table 3, the null hypothesis of a unit root is accepted for MPI, DOP, EXR, INTR 

and BMS in both innovational outlier and additive outlier model.  In first difference 

however, all the series tend to be stationary. These stationary variables were then used 

for the linear regression analysis. Next, the study presents the estimated regression 

results from the dynamic OLS and FMOLS. 

 

Table 4: Regression Results 

Dependent Variable: ASI 

 DOLS  FMOLS  

Variable Coefficient t-

Statistic 

p-

values 

Coefficient t-

Statistic 

p-

values 

LOG(DOP) 1.398* 5.515 0.00 0.081 0.341161 0.73 

LOG(EXR) 0.054 1.403 0.18 0.058*** 1.748898 0.08 

LOG(INTR) -0.617** -2.176 0.04 0.467** 2.196301 0.03 

LOG(BMS) 0.019 0.069 0.99 0.661** 3.294038 0.02 

C 0.697 0.644 0.53 0.829 0.908050 0.37 

R2 0.93   0.58  
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Adjusted R2 0.82   0.54  

SER 0.151  0.324   

Long-run 

variance 

   0.177   

Note: * , ** and *** denote significant at the 1, 5 and 10 percent level respectively. 

Source: Researcher’s Computations. 

 

The coefficient of trade policy proxied by degree of openness is positively related to 

manufacturing sector output growth in both the DOLS and FMOLS frameworks. 

Consequently, a rise in trade policy, captured by degree of openness exerts a positive 

impact on manufacturing sector output growth. The coefficient is statistically 

significant in the DOLS framework. This indicates that the recent trade liberalization 

efforts in Nigeria have resulted in better manufacturing output growth. By implication, 

a rise in liberalization, captured by degree of openness exerts a positive impact on 

manufacturing sector output growth. These results are appealing, given that by 

opening the economy, domestic competition can be promoted. In essence, 

liberalization is good for manufacturing sub-sector growth as long as there is an 

enabling environment and other concomitant factors are in place. This outcome is in 

conformity with theoretical prediction and contradicts the research findings of Berg & 

Krueger (2003) and Adeola and Olofin (2000) that the coefficient associated with trade 

openness and output growth is ambiguous, weak, contradictory and inconclusive. 

The coefficient exchange rate is directly related to manufacturing sector growth in 

both the DOLS and FMOLS frameworks and statistically significant at the 10% levels 

for the FMOLS framework. This outcome is in conformity with theoretical prediction, 

owing to positive adjustment of output in the long-run, and the enhancement in the 

export earnings resulting from currency depreciation.  

The coefficient interest rate is significantly negatively related to manufacturing sector 

growth in the DOLS framework and positively related in the FMOLS framework. 

Thus, an increase in the lending rate is inimical to the performance of the 

manufacturing sector as it discourages accessibility to credit from financial 

institutions. Specifically, 1% increase in interest rate is associated with -0.617 percent 

decreases manufacturing sector growth in the DOLS framework. 

Broad money supply coefficient is positively related to manufacturing sector output 

growth in both the DOLS and FMOLS frameworks. Consequently, a rise in broad 

money supply, captured as a percentage of GDP exerts a positive impact on 

manufacturing sector growth. The coefficient is statistically significant in the FMOLS 

framework. This finding is consistent with apriori expectation and study of Bahmani-

Oskooee and Kandil (2007).  
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The goodness of fit of the DOLS estimate is adequate. About 93% in the variation in 

manufacturing sector growth is due to changes in the regressors; while in the FMOLS 

estimates, the explanatory variables employed in the model account for about 58% 

changes in manufacturing sector growth.  

 

Conclusion and Policy Implications 

The paper investigates the relationship between trade policy and manufacturing sector 

growth and through that to assess the impact of trade policy on manufacturing sector 

growth in Nigeria between 1970 and 2015. The Dynamic and Fully Modified Ordinary 

Least Squares (DOLS and FMOLS) techniques were used for the analysis.  

The empirical results indicate that on one hand, trade policy proxied by degree of 

openness, exchange rate and broad money supply are positively related to 

manufacturing sector growth.  Interest rate on the other hand, was found to have an 

inverse relationship with manufacturing sector growth and statistically significant in 

the in the DOLS framework. It is thus concluded that for Nigeria, trade policy impact 

positively on manufacturing sector growth and that the impact of the former on the 

latter is statistically significant the DOLS framework. Since the empirical evidence 

revealed that trade policy proxied by degree of openness is positively related to 

manufacturing sector growth and further clears any ambiguity of whether trade 

openness promotes growth in manufacturing in Nigeria. It is therefore recommended 

that policy direction in Nigeria should focus on more open policies as a long-term plan. 

The pursuit of outward-looking strategies should be strengthened depending on the 

comparative advantages in the liberalised sector and as a cushion against vulnerability 

impacts of the exports and imports market.  
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