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Abstract 

 
The study focuses on the macro-economic impact of leading economic globalization indicators on the Nigerian economy, 
during the period from 1980 to 2012. The findings from this study lend credence to the FDI-led growth hypothesis in developing 
economies. Moreover, migrants’ remittances inflow was found to be positively associated with economic performance, albeit in 
the short-run only. In contrast, the KOF dimension of economic globalization index (ECGI) was found to have an adverse effect 
on economic performance in the long-run and equally showed proof of a negative relationship in the short-run even though it 
was statistically insignificant. Similarly, real effective exchange rate and trade openness were found to be statistically 
insignificant in the short-run and long-run. Policy makers in Nigeria should endeavour to create robust legislation and credible 
institutional frameworks that would not only encourage more capital flows into the shores of Nigeria, but also would protect the 
country’s ‘interest’ in the midst of ongoing economic globalization. 
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1. Introduction 
 
The worldwide interconnectedness of countries especially after the 2nd World War has been changing the socioeconomic 
and political landscapes in different nations in recent time, thanks to globalization. While most countries, institutions and 
scholars across the continents have embraced globalization, some are still sceptical about it. The integration of various 
national economies through trade liberalization, migration, technology transfers and governance have come with both 
benefits and challenges. It is widely presumed that, developed countries are the most beneficial of trade liberalization and 
deregulation as they have a greater share of the world trade, technical know-how, manufacturing and finance.  

International trade (export and import of goods and services), foreign direct investment (FDI) and migrants’ 
remittances are vital tools for accelerating rapid economic performance in many developing countries that are poised to 
develop. However, many poor countries have not been able to benefit sufficiently from globalization partly due to their 
inability to compete favourably with advanced economies at the global stage due to inadequate resources, insufficient 
utilization of its resources, imbalances of world trade policies and agreements.  

In the case of Nigeria, looking at the current situation; the country is still underdeveloped despite enormous 
resources at her disposal and the opportunities brought by globalization. Scholars widely claim that high level of 
corruption, export monoculture, and the inability to attract more foreign direct investments are among the causes of low 
real GDP per capita or economic performance in the country.  

Can Nigeria survive without economic globalization? What is the country doing to tap from the opportunities 
inherent in economic liberalization? Some scholars (Osabuohien, 2007; Loto, 2011; Ajayi and Atanda, 2012) have 
attempted to look at the macroeconomic benefits as well the costs posed by some economic globalization dynamics on 
the state of affairs of the Nigerian economy. However, empirical results so far from these findings have remained 
inconclusive. More so, to the best of our knowledge, none of these research works have fully incorporated all the 
variables of interest within this present study to verify the effect of economic globalization on real GDP per capita in 
recent decades. This is one of the motivating factors behind this paper. It also makes our work not only relevant but also 
novel in a way considering the study’s chosen methodology (ARDL approach to cointegration). 
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The major objective of this article is to empirically analyse the relationship between some leading economic 
globalization indicators and economic performance, by using the aforementioned methodology. See figure 1 for an 
illustration of these leading indicators in Nigeria  
 
2. Economic Globalization Dynamics 
 
It is important to state that globalization within its widest context has several meanings and depending on the context of 
usage. Unarguably, there is no universally acceptable definition of globalization as different scholars define it based on 
their understanding and at a certain point in time that makes the meanings far from being consistent.  

One of the strongest and first significant things about globalization was the internationalization of trade in the 15th 
century. However, what was called international trade then was nothing but the extension overseas of European and 
American interests (Walter, 1972). According to Ocampo and Martin (2003), globalization is the growing influence that 
exerts on the local and national levels by financial, economic, environmental, political, social, and cultural processes that 
are interconnected in scope.  

Todaro and Smith (2011) see globalization as the process by which world economy becomes more interconnected, 
leading to a global economy and, increasingly, global economic policy making, emerging of “global culture,” in which the 
masses consume similar goods and services across national borders. 

Nowadays, due to economic integration within and outside continents, this had drastically reduced barriers to 
foreign trade and inflows of foreign capitals inform of FDI, international remittances and foreign aid. Economic 
"globalization" is a historical process that results in human innovation and technological progress (IMF, 2008).  

The integration and expansion of world trade and financial flows through the abolition or reduction of trade barriers 
such as tariffs, quotas and liberalize foreign investment rules are among the significant element of globalization. The 
trend of international trade has remarkably risen since the creation of General Agreement on Tariffs and Trade (GATT), in 
1948, and later replaced by World Trade Organization (WTO) in 1995 as a body for trade negotiations, policies and rules, 
though trade policies still favour mostly developed economies at the expense of poor nations as trade imbalances still 
exist. 

The significant element of economic globalization is the integration and expansion of world trade and financial 
flows through the abolition or reduction of trade barriers such as import tariffs, quotas, and liberalized foreign investment 
rules. According to OECD (2008), multinational Corporations (MNCs) have been providing capital flows, the so-called 
FDI, which serves as a major vehicle for local enterprise development. It also helps improve the competitive position of 
both the receiving (“host”) and the investing (“home”) economy.  

Part of the profits made from those investments are paid back to host countries in the form of taxes and royalties. 
Unarguably, the participation of MNCs in most developing nations helps to increase the internationalization of industrial 
production in these host countries.  

International migration (movement of people across borders) has also been an integral part of the world economic 
system since the industrial revolution in the 19th century (Knox et al., 2008). Lately, migrants’ remittances from abroad 
seem to be on the rise. For instance, recent data available from UNCTADSTAT (2013) showed Nigeria, among the top 
five recipients of remittances in the world. The country is the highest recipients in Africa with $20.57 billion and followed 
by Egypt with $14.32 billion in 2012. Migrants’ remittance help in reducing poverty in many developing countries like 
Nigeria. The massive inflows of remittance are also contributing to the GDP growth in Nigeria (see figure 1). 
 
Figure 1: Nigeria: Interaction of leading Globalization Indicators on Real GDP per Capita (1980 – 2012) 

 
Source: Authors’ Work based on UNCTADSTAT, 2013, CBN, 2013, KOF ECGI, 2013 
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Similarly, statistical data available from UNCTADSTAT (2013) showed Nigeria, the highest receiver of FDI in Africa in 
between 2011 and 2012, which amounted to the tune of $8.9 and $7.03 billion respectively, and followed closely by South 
Africa with $6 and $4.57 billion in the same period. Some studies (Faruku et al., 2011; Leitao, 2012) allude to the positive 
relationship between FDI and economic performance of recipient economies. Nkoro and Furo (2012); Bamidele and 
Joseph (2013) also find a positive connection between FDI and growth in Nigeria. 

Some studies provide robust evidence of a positive relationship between remittances and economic performance 
of developing countries (Azam and Khan, 2011; Cooray, 2012; Dilshad, 2013; Ramirez, 2014). 

The KOF globalization index, a brainchild of Dreher (2006), and Dreher et al. (2008); provides a useful yardstick for 
measuring globalization in various countries of the world. This index consists of three key dimensions, viz: economic 
globalization, social globalization, and cultural globalization. For the purpose of this study, we shall only pay close 
attention to the economic globalization index (ECGI). This dimension of globalization comprises two categories: actual 
flows (trade as percent of GDP, FDI stocks as percent of GDP, portfolio investment as percent of GDP, income payments 
to foreign nationals as percent of GDP); and restrictions which include hidden import barriers, mean tariff rate, taxes on 
international trade as percent of current revenue, and capital account restrictions. Some studies (Dreher and Gaston, 
2008; Leitao, 2012) find a positive relationship between the KOF economic globalization index and economic 
performance in countries.  

 
3. Implications of Economic Globalization 
 
Globally, economic globalization has its attendant benefits and costs. The increasing trade and connections between 
people and countries has not only been creating wealth in regions, but also it has been bringing global financial system 
risk, inequality, and costs especially to poor countries, for whom the stakes are much higher (Mackinnon and Cumbers, 
2007).  

There is no gainsaying the fact that difficulties that might arise in the measurement of real effective exchange rate 
(REER) in countries may hamper foreign trade because most countries would be favourably disposed of manipulating 
their exchange rates all in a bid to make their products appear more globally competitive. As stressed by Catão (2007), 
establishing whether a currency is undervalued or overvalued has always been problematic, just as changes in terms of 
trade and differences in macroeconomic policies may constitute dire consequences to trade liberalization.  

Imbalances in trade agreements between developed and developing countries have made the latter to suffer the 
consequence. Undoubtedly, there are some asymmetries in international trade agreements, advanced economies are 
insisting that poor countries should remove their trade subsidies and barriers for goods which they have comparative 
advantage, but majority of them do not reciprocate (Stiglitz, 2003). Some of these nations are more reluctant in opening 
up their markets and reducing subsidy in goods and services which weak economies have advantages. As a result, 
global trade, in many ways, is disadvantageous to the poor nations especially in Sub-Saharan African countries (Stiglitz 
and Charlton, 2007). 
 
4. Materials and Methods  
 
For the purpose of this research, we mainly used secondary data: books, journals, statistical bulletins, articles and 
internet resources were used. This study employs annual time series data, spanning from 1980 to 2012. The time series 
data were extracted from three main sources - Central Bank of Nigeria (CBN) Statistical Bulletin, 2013; United Nations 
Conference on Trade and Development (UNCTAD) statistical reports, 2013; and the KOF Index of Globalization (Dreher, 
2006; Dreher et al., 2008). Econometric tests were performed on the available datasets using both GRETL 1.9.4 and 
Microfit 5.01 Software versions.  
 
4.1 Analytical Framework and Methodology 
 
We employ a modified Cobb-Douglas production function which incorporates the following exogenous variables: foreign 
direct investment (FDI), remittances (REMIT), real effective exchange rate (REER), trade openness (TO), and economic 
globalization index (ECGI) while the endogenous variable is real gross domestic product per capita(RGDPK) which is a 
proxy for economic performance. The general form of the estimated model is specified as follows: 

RGDPKt = f (REMITt,FDIt,ECGIt,REERt,TOt) (1) 
Where; RGDPKt is real gross domestic product per capita which is a measure of economic performance, REMITt is 

remittances from Nigerians in Diaspora (proxied by remittances as % of GDP), FDIt is foreign direct investment (proxied 
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by FDI stock), ECGIt is economic globalization index (sub-index of KOF Globalization Index), REERt is real effective 
exchange rate (CPI based), and TOt is trade openness ((X+M) / GDP). 
 
4.2 Econometric Model 
 
Given the equation (1) above, we now respecify the model to incorporate an error term. The model is as formulated 
below:  

  
The focus of this paper is to investigate the above stated model empirically using Autoregressive Distributed Lag 

(ARDL) model approach to cointegration (long-run equilibrium relationship). ARDL approach to cointegration, commonly 
referred to as bounds testing approach owed its roots in the works of Pesaran and Shin ((as cited in Assenmacher-
Wesche and Pesaran, 2008) and Pesaran et al (2001]. Some researchers (Pattichis, 1999 (as cited in Afzal et al., 2013); 
Ghatak and Siddiki, 2001 (as cited in Sultan, 2012); Habibi and Rahim (2009); Kargbo (2012); Mall, 2013) seem to agree 
that the ARDL approach to cointegration yields robust results irrespective of the sample size.  

As posited by Pesaran et al. (2001), variables in the model do not need to be pretested for unit root (stationarity) 
test so far as valid conclusion can be drawn from the bounds testing approach to cointegration. In order to investigate the 
short-run and long-run dynamics of the model, we now respecify equation (2) above and this is as shown below: 

 
The above equation is otherwise referred to as conditional Unrestricted Error Correction Model (UECM). Where  

are the first difference operator, 0 denotes the constant term, 1 is the trend, p is the optimal lag length, usually chosen 
with the aid of an information criterion. Parameters ( 2 to 7) represent the short-run dynamics of the model while 1 to 6 
are the long-run coefficients, and it is the white-noise error term.  

The next procedure is to test the null hypothesis of no cointegration as against the alternative hypothesis of the 
presence of cointegration using a joint significance test of the coefficients of the lagged variables using either F-statistics 
and/ or Walds test. That is, 

H0 = 1= 2= 3= 4= 5= 6=0 
H1 = 1 2 3 4 5 6 0 
The null hypothesis of no cointegration can only be rejected for I (1) variable or a mixture of both I (0) and I (1) 

variables when the computed F-statistic and/or Wald test is higher than the upper bound of the critical value of the test 
statistic at a given significance level. The result of the cointegration test is inconclusive if the computed F-statistic (or 
Wald test) lies between the lower and upper bounds critical values. From the foregoing, Hendry (1995 as cited in 
Sheefeni, 2013) posited that equation (3) can be reparamatized as an Error Correction Model as follows: 

 
Where  denotes the speed of adjustment to equilibrium after any initial disequilibria. The coefficients of the lagged 

variables represent the short-run dynamics of the model while ECT is the residuals that were hitherto obtained from 
equation (3). ECT is thus,  

 
 
5. Empirical Results and Discussion 
 
5.1 Unit Root Test 
 
As can be seen from table 1, all the variables are I (1) variables.  
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Table 1: Unit Root Test 
 

 
 
Notes: The unit root test carried out here involves testing with both constant and trend terms. 

The asterisk (*) denotes stationary at 5% significance level. 
 
5.2 Test for Cointegration Analysis (F and Wald test Statistic) 
 
From the result (see table 2), the null hypothesis of no cointegration cannot be accepted because the computed values of 
both tests (F and Wald) which are 6.1149 and 36.6896 respectively are higher than the upper bound of the critical values. 
 
Table 2: F-test and Wald-test for Cointegration Analysis 
 

 
 
Notes: The asterisk (*) denotes a rejection of the null hypothesis of no cointegration at 5% significance level.  

The superscripts (f and w) represent F-test and Wald test critical bound values while I(0) and I(1) denote lower and 
upper bounds respectively. The asymptotic critical values are computed by stochastic simulations using 20000 
replications.  
 
5.3 ARDL Unrestricted Error Correction Model Estimate 
 
The estimate of the generalized unrestricted error correction model is as shown in table 3. The choice of ARDL model (1, 
1, 1, 0, 0, and 0) selected is based on Schwarz-Bayesian Information Criterion (SIC). From the model, both the R-
Squared and adjusted R-Squared are 99.9%. This means that the regressors can explain about 99.9% of the variation in 
the model within the model. The Durbin Watson test statistic of 1.95 indicates the absence of first-order autocorrelation of 
residuals in the model. The F-test for the model is equally significant at conventional significance levels. The model meets 
all specifications of the diagnostic tests (see table 4). 
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Table 3: Generalized ARDL Model Estimate 
 

 
 
Notes: The asterisks (***, **) denote statistical significance at 1% and 5% significance levels. The authors have deliberately 
omitted the drift component(constant) and included only the trend component (denoted by T) based on the time series 
plot of the selected variables even though the result of the model as shown above indicates T is statistically insignificant. 
 
Table 4: ARDL (1, 1, 1, 0, 0, 0) Model Diagnostic Tests 
 

 
 
The asterisk (*) denotes statistical significance at 1% significance level. 
  
5.4 Estimation of Long-run Dynamics 
 
The results of the estimated long-run dynamics which is shown in table 5, only foreign direct investment (FDI) appears to 
have a long-run positive relationship with Nigeria’s economic performance. The parameter estimate of FDI is statistically 
significant at 0.01 level with a long-run elasticity of 1.098 that is, for every 1% increase in FDI, Nigerian economic 
performance grows by approximately 1.10%. This result is akin to the findings of some authors (Bhattacharya and 
Bhattacharya, 2011; Ahmad et al., 2012; Dash and Parida, 2013) on FDI-led growth hypothesis in developing economies.  
Arguably, the long-run positive relationship that emanates from FDI into Nigeria’s economic performance can be 
attributed to the substantial presence of multinational corporations (MNCs) in the most critical prime sector - oil and gas 
sector of the country’s economy. Over time, the investments made by MNCs within this sector have largely helped to fuel 
Nigeria’s economic performance. 
 
Table 5: Estimated long-run Dynamics of Economic Performance (RGDPK) 
 

 
 
Note: The asterisks (***, **, and *) denote significance at 1%, 5% and 10% respectively 
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Rather unexpectedly, KOF economic globalization index (ECGI) appears to be negatively associated with long-term 
economic performance, and it is statistically significant at the 0.1 level. It shows that for every 1% percentage point rise in 
the KOF ECGI scores, it depletes economic performance by approximately 5%. From a theoretical perspective, this might 
seem absurd, but it is very plausible that there are some unique and country-specific underlying factors (trade policy 
somersault, dearth of critical infrastructure, weak institutional frameworks, low technological base, and manufacturing 
capacity underutilization) which are not captured from this KOF dimension of globalization. Hence, the negative impact on 
economic performance as captured by RGDPK.  

In a way, this result complements the findings of Bergh and Therese (2010); they did report a positive statistical 
relationship that stems from the ECGI to inequality using a cross-country panel data analysis of 80 countries. Unarguably, 
income inequality remains an albatross to economic performance not only in Nigeria but also within the globe. However, 
remittances, real effective exchange rate and trade openness including the trend component estimate were all statistically 
insignificant. Even though trade openness is statistically insignificant, it appears to have a negative relationship with 
economic performance. The negative relationship between trade openness and economic performance is in line with the 
findings between the KOF ECGI and economic performance. 

 
5.5 Estimation of Short-run Dynamics 
 
Table 6 depicts the short-run estimated model. The estimated coefficient of the lagged error correction term - ECM (-1) 
has the expected negative sign, and it is also statistically significant at 0.05 level. The speed of adjustment is relatively 
low, and it shows that only about 20.2% of the disequilibrium within the model in the previous year is subsequently 
corrected in the current year.  

The speed of adjustment of the variables in the model in response to a deviation from its long-run equilibrium path 
is 20.2%. The result of the error correction term provides strong evidence that there is indeed a long-run equilibrium 
relationship between the exogenous variables (REMIT, FDI, ECGI, REER, and TO) and RGDPK which is a proxy for 
economic performance. Similar to the long-run equation, FDI was also found to foster economic performance, and it is 
statistically significant at the 0.01 level. This result is consistent with the findings of some similar empirical works (Osinubi 
and Amaghionyeodiwe, 2010; Adhikary, 2011; and Insah, 2013).  
 
Table 6: Estimates of Short-run Dynamics of Economic Performance (RGDPK) 
 

 
 
Note: The asterisks (***, **, and *) denote significance at 1%, 5% and 10% respectively 
 
In the same vein, the inflow of remittances from Nigerians in Diaspora was found to be positively associated with 
economic performance. It is statistically significant at 0.05 level, and it shows that a 1% percentage point increase in 
remittances from abroad as a proportion of GDP spurs economic performance by 0.02%. Some recent studies (Dilshad, 
2013; Driffield and Jones, 2013; Ukeje and Obiechina, 2013 and Azam et al., 2013) have equally brought to the fore, the 
short-term positive effect that flows from REMIT to RGDPK (proxy for economic performance) in a few developing 
countries. 

On the other hand, both the KOF economic globalization index and trade openness were found to be negatively 
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correlated with economic performance and at the same time statistically insignificant. Even though the coefficient of 
REER is positive, there is no contemporaneous impact of the change in REER in economic performance since it was also 
found to be statistically insignificant. By and large, the short-run dynamics seem to have a good model fit with about 96% 
of the variation fully captured within the model. Note also that the model is devoid of any serial autocorrelation (see table). 
 
5.6 Estimated Model Stability Diagnostics 
 
As a confirmation of the estimated model stability, the plots of both CUSUM and CUSUMSQ are as shown in figures 2 
and 3 respectively. We can infer from the plots that the long-run coefficients are stable since they are all fall within the 
critical bands at 0.05 level. Also, see appendix B for a plot of actual and fitted values of the proxy for economic 
performance (lnRGDPK). 
 
Figure 2: CUSUM Plot of Parameter Stability Test 
 

 
 
Figure 3: Plot of CUSUMSQ Parameter Stability Test  
 

 
 

6. Conclusion and Policy Direction 
 
The main objective of this article was to analyze the relationship between some leading indicators of economic 
globalization (e.g. FDI, migrants' remittances and, REER) and economic performance in Nigeria for the past three 
decades. The empirical results of this study provide strong evidence that FDI has the catalytic effect of spurring economic 
performance both within the short-run and long run in Nigeria.  

International migrants’ remittances augment economic performance in the short-run. This could be adduced to the 
fact that remittances are usually not stable and served mainly as palliative measures to cushion short-term economic 
shocks in the Nigerian domestic economy. 

Based on the model estimate, it was discovered that the KOF dimension of economic globalization has an adverse 
effect on long-run economic performance in Nigeria. Also, other findings show that real effective exchange rate and trade 
openness do not add up in the both the short-run and long-run that is, they neither improve nor deteriorate economic 
performance. 

Going forward, policy and decision makers in Nigeria should endeavour to not only initiate, but also implement 
robust and scalable macroeconomic policies that would be attractive to foreign investors as well as position the country 
as a globally competitive marketplace for national development. More so, government at all levels should make concerted 
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efforts in partnering with Nigerians in Diaspora so that they could invest more in the country, most especially in critical 
infrastructure projects such as housing, medical facilities, educational facilities, and transportation. 

Lastly, and most importantly, it is very pertinent to state that as much as economic globalization or globalization 
within its widest context is indispensable, the slogan “Think globally, and act locally” should be the key to translating 
economic performance into inclusive and sustainable economic development in Nigeria. 
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