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ABSTRACT

Against the backdrop of the quest for increase trade among countries owing to 
the fact that gains from trade could serve as a boost for sustainable growth and 
development, this study examined the relationship and impact trade deficit has 
on economic growth in Africa (comprising forty-two Africa countries) for the 
period 1996 to 2018. DOLS estimation technique was employed and it was found 
that trade deficit negatively and significantly impacted on growth in Africa. This 
was also affirmed by a robustness check using FMOLS estimation technique. 
Variance inflation factors analysis was conducted and it was founded that there 
exists no serious multicollinearity amongst the variable while granger causality 
test revealed a bi-directional causality between trade deficit and growth. The 
implication emanating from the analysis is that the benefits of international 
trade to Africa countries is constrain by the incessant growing trade deficit. In 
the light of the findings recommendations such as increase in local production 
base and the promotion of policies that encourage the utilization of local input 
for both consumption and production purposes were proffered. Others includes; 
trade re- negotiations with institutions such as AfDB, WTO and IMF aimed at 
curtailing the burden of trade deficit in Africa and that Africa countries should 
indulge more in intra Africa trade for more resources to be held within the 
continent especially in light of the implementation of AfCFTA agreement.
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1. Introduction
The inter-dependence among countries makes international trade inevitable. 
The increase in international trade among countries includes; enlargement of 
consumer choice, access to new technology and productivity enhancement, 
employment creation and growth (Thirlwall and Nureldin, 1982). International 
trade also helps to boost domestic investment in an economy (Fosu and Magnus, 
2006). However, a major determining factor in the evaluation of gains of trade 
for a country is its trade balance. This is because trade balance measures net 
export (value of export less import). When export is higher than imports there is 
trade surplus but when export is less than import, there is trade deficit.

World Bank (2019 and 2016) and UNCTAD (2018) reports showed that virtually 
all countries in Africa have being recording significant increase in trade deficit 
over the years. Specifically, data from World Bank (2018) showed that Africa 
trade balance was in deficit of (billions) 2000 ($181), 2005 ($397), 2010 ($405), 
2014 ($527) and 2016 ($536)  Data from World Bank (2019) also showed that 
for the period 1990 to 2018, total trade balance in Africa stood in deficit to 
the tune of over US1.0 trillion. Also, data from World Bank (2019) shows a 
fairly upward trend in Africa economic growth for the 1990 and 2018 except 
for some few years such as 1993, 1998, 2001, 2009, 2015 wherein there was 
a decline attributed mainly to (though not limited to) economic disturbances 
such as global economic meltdown. This position was also initially affirmed 
by Aboulezz (2015) and Adamu (2013). Also, United Nations (2020) report 
shows that Africa real GDP per capital growth rate was -0.1 percent, 2.7 percent 
and 0.5 percent for the period 1990-1999, 2000-2009 and between 2010-2019 
respectively. The eschewing questions are; what is the nature of relationship that 
exist between trade deficit and economic growth in Africa? Does trade deficit 
significantly impact on economic growth in Africa?.

A cursory look at previous cross-sectional studies shows that the relationship 
and impact trade deficit (hereafter refers to as trade balance) has on economic 
growth seems not to have been given much attention (especially in Africa). 
Specifically, a survey of the literature shows that there exist country specific 
studies such as Aung (2017) and Dhar (2016) that relates trade balance to 
economic growth; and of the cross sectional studies such as Blavasciunaite, 
Garsviene and Matuzeviciute (2020); Gould and Ruffin (1996), they were either 
based on fewer countries' or economies outside the shores of Africa. It might thus 
be misleading to replicate the findings and recommendations emanating from 
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these studies to Africa. This study employed forty-two (42) Africa countries 
with spread across the various regional groupings of the continent with the aim 
of bringing to fore the relationship and impact trade balance has on economic 
growth. More so, at variance to most of the existing studies in the literature, 
an econometric methodology (DOLS and FMOLS) that adequately account for 
endogeneous concerns in cross-sectional studies such as this will be employed.

The rest of the paper is structured as follows. Section 2 provides the background 
in relation to trade and growth in Africa. Section 3 reviews the literature while 
Section 4 presents the methodology. Section 5 presents empirical results, 
implications and recommendations. Lastly, Section 6 concludes the paper.

2. Background to the Study

2.1. Africa Integration and Continental Trade
The African Union (AU) - umbrella body of Africa consists of 55 Member States. 
Though AU came into operation May 26th, 2001 in Addis Ababa, Ethiopia, it 
transmuted from the Organisation of African Unity (OAU), established 25th 
May, 1963 in Addis Ababa, Ethiopia. The priority accorded Africa integration 
by AU informed the establishment and recognition of Regional Economic 
Communities (RECs). These includes; Arab Maghreb Union (AMU), Common 
Market for Eastern and Southern Africa (COMESA), Community of Sahel-
Saharan States (CEN-SAD), East African Community (EAC), Economic 
Community of Central African States (ECCAS), Economic Community of 
West African States (ECOWAS), Intergovernmental Authority on Development 
(IGAD) and Southern Africa Development Community (SADC).

To further address issues relating to integration and trade, policies and 
programmes had been formulated. Recent amongst these policies and 
programmes is AfCFTA which was muted in 2012 in Addis Ababa, Ethiopia, at 
the 18th Ordinary Session of the Assembly of Heads of State and Government 
of the AU. AfCFTA treaty, one of the flagship projects of the AU Agenda 2063, 
aimed at creating a single continental market for goods and services. Though 
AfCFTA in principle affirmed that there can only be a second best solution as 
against first best solution when there is restriction/impediment to free trade, 
it is geared towards ensuring that Africa countries benefit/gain more from 
international trade. It is expected to bring all 55 member states covering market 
of over 1.2 billion people, including a growing middle class, and a combined 
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gross domestic product (GDP) of more than US$2.5 trillion (AU, 2018).
 
It is also projected that AfCFTA will boost intra-African trade to the tune of 
over 52 percent by 2022 through the elimination of all forms of barriers to free 
trade in the continent (AU, 2018). This is because; the current level of trade 
is below Africa potential, despite efforts through policies and programmes by 
policy makers in Africa (Soulé and Obi, 2001). UNCTAD (2018) corroborated 
this position with the assertion that intra-Africa trade has been historically low; 
with intra-Africa exports approximately at about 16.6 percent of total exports in 
2017, compared to about 68 percent in Europe and 59 percent in Asia. Though 
there exist fears that AfCFTA will not be successful owing to issues relating 
to dumping, non-adherence to trade agreements, weak industrial base amongst 
Africa countries (Ubi, 2018); as well as its negative impact on customs revenue. 
It is however believed that AfCFTA will augment real income for Africa by 
US$ 296.7 million as a result of stimulated exports and increase real wages 
for African workers over the 2022 baseline with unskilled agricultural workers 
recording the largest increase (AU, 2018).

2.2. Trade in Goods in Africa
Figure 1: Total Africa exports: Share of intra-African merchandise (2005 
to 2017)
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From Figure 1, it can be observed that the share of intra-Africa merchandise 
trade in total exports recorded a gradual increase for the period 2000 to 2017. 
Specifically, the share of intra-Africa merchandise trade in total exports in 
year 2005, 2010, 2015 and 2017 were about 9, 14, 18 and 17 (in percentages) 
respectively. This implies a gradual increase in intra-trade among Africa countries 
despite the hindrances pose by the existing trade restrictions. However, this is 
low compared to what is obtained in Europe and Asia which stood at about 68 
percent and 59 percent respectively (UNCTAD, 2018).

Figure 2: Trend in Trade Balance in Africa between 1990 and 2018 (Billions 
of US Dollars)

Figure 2 shows the trend in trade balance in Africa from 1990 to 2018. From 
the Figure, it can be observed that Africa experienced deficit trade balance in 
virtually all the years. Though some countries may have recorded surplus in 
trade balance in some years, the huge deficit recorded in most of the countries 
cancels the surpluses resulting in deficit trade balance for the continent for the 
period. This may not be far from the fact that most Africa countries are marginal 
players in international affairs especially with respect to exportable produce. 
Most Africa countries majorly export primary produce whose price fluctuates in 
the international market and demand at the mercy of trading partners. This no 
doubt often manifest in deficit trade balance and low revenue.
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Figure 3 shows the yearly trend in economic growth in Africa between 1990 
and 2018. A look at the figure shows an upward trend in growth except for some 
few years such as 1993, 1994, 1997, 1998 and 2001 wherein there was marginal 
decline. Major decline in Africa economic growth was however recorded in 
year 2009, 2015 and 2018. This could be attributed to a number of factors such 
as the aftermath of global economic meltdown in 2006 and 2008, persistence 
insecurity and civil disturbances, weak productivity of economy and unstable 
political environment in some countries within the continent. Generally, it can 
then be concluded that the economic growth in Africa increase fairly from year 
1999 to 2017 before it dip again in 2018.

3. Literature Review

3.1. Theoretical Literature
a. Gravity Model
This model supported by Dunning (1983) ownership, location and internalization 
framework explains that trade are influenced by the size of an economy and 
the distance between trading countries. Gravity model also explains that that 
proximity and market size are major determining factors for trade decisions. 
The model garnered a lot of interest in analysing trade relations because it is 
readily applied to multinational corporations and multiproduct world (Enders, 
Sachsida and Sandler, 2006). The model holds that the values of trade between 
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or among countries are directly proportional to the product of countries and 
reduce with the level of distance (Krugman, Obstfeld and Melitz, 2012).

b. Balance of Payment Constraint Growth Theory
This theory explained that no country can attain rate of economic growth that 
is beyond its balance of payment (BOP) equilibrium rate. This is because BOP 
disequilibrium (especially deficit BOP) usually results to increase debt/GDP 
ratio and if not properly manage result to reduction in international confidence 
and currency crisis (Thirlwall 1979). As summarized by Thirlwall (1979) in 
'Thirlwall Wall', if the BOP equilibrium growth rate is below the level allowed 
by supply factors, a country will be constrain to grow at a low rate. Increase in 
growth rate of exports by relaxing the BOP constraint allows a faster growth 
of demand and output. The model has been theoretically modified from single 
country to two country case with an expansion of the distinction between BOP, 
supply constraint and policy constraint growth (McCombie, 1993).

c. Solow Growth Model
The Solow growth model is based on the assumption of aggregate production 
function with some unique features such as constant return to scale in labour, 
reproducible capital and one composite commodity output. Others includes; 
marginal productivity of labour and capital, prices and wages flexibility, 
substitutability of capital and labour, full employment of capital and diminishing 
returns (Solow, 1956). The model holds that variation in output (Y) over time 
is subject to changes in inputs (capital (K) and labour (L)) with provision 
for technical progress (A) which drives capital-labour ratio to converge to 
equilibrium ratio. This implies that per capita growth rate depends on exogenous 
growth rate of technical progress.

3.2. Empirical Literature
Countries all over the world make effort to gain from international trade owing 
to its long term effects on growth. While most advanced countries often records 
appreciable gains from trade attributed largely to productivity of their economy, 
this cannot be said for most developing countries for examples most countries 
in Africa; owing to weak production base amongst others (UNCTAD 2018). 
Nicole (2016) initially asserted that trade in most sub-Saharan Africa (SSA) 
countries is accompanied by current account deficits and that the main source of 
current account deficits is net income payments. An attempt is therefore made 
here to bring to fore related studies in this light.
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Suphian (2018) investigated trade balance determinants in East African Countries. 
The model was estimated using fully modified ordinary least square (FMOLS) 
and the Vector Error Correction Model (VECM). The study found that FDI was 
the major determinant of trade balance in East Africa. Similarly, Osoro (2013) 
examined the determinants of trade balance in Kenya with annual data spanning 
the period 1963 to 2012. The study employed Johansen's co-integration and 
error correction model (ECM) techniques and it was found that trade balance is 
significantly and positively correlated to budget deficits, FDI and real exchange 
rates. Examining the determinants of trade balance in Tanzania for the period 
1980 to 2012, Shawa and Shen (2013) employed OLS estimation technique and 
it was found that a significant and positive relationship exist for FDI, human 
capital development, natural resource, foreign income and trade liberalization 
while a negative relationship was established for government expenditure and 
inflation. Hong and Siok (2011) comparatively examined the determinants of 
trade balances in Australia, Cyprus, Italy, Portugal, United States and Germany, 
Japan, Singapore, Norway, Switzerland using a generalized method of moment 
(GMM) estimator technique. The study revealed that reserve accumulation 
impact on trade balance in countries with current account deficits. It was 
however found that productivity impacted on trade balances in countries with 
current account surpluses.

Blavasciunaite, Garsviene and Matuzeviciute (2020) examined the impact of 
the trade balance on economic growth in a panel study of 28 European Union 
countries spanning the 1998 to 2018. The result that emanated from the OLS 
technique employed shows that trade balance impact negatively on economic 
growth. Vikneswaran and Wai (2019) examined the relationship between trade 
balance and macroeconomic variables such as domestic income, exchange 
rates, inflation rates and money supply in Malaysia for the period 2000 to 2015. 
Auto-regressive distributed lag (ARDL) model and granger causality analysis 
employed showed that domestic income, inflation rates and exchange rates 
exhibited significant effect on trade balance while money supply effect on trade 
balance was found to be insignificant. Aung (2017) examined the Relationship 
between trade deficit and economic growth in Myanmar for the period 1989 to 
2015 with Johansen co- integration and the Vector Error Correction Model. It 
was found that trade deficits exhibited a negative relationship with economic 
growth in the short and long-run, though it was only significant in the long run.
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5. Empirical Result
Empirical analysis conducted includes; descriptive statistics, correlation 
analysis, stationarity and cointegration test, DOLS and FMOLS estimations, 
variance inflation factors and causality test.

a. Descriptive Statistics
The descriptive statistics as reported in Table 1 in the appendix shows basic 
characteristics of variables within the series. From the Table, the mean value 
of RPCI is approximately 1360. The high standard deviation of approximately 
1756 shows a wide spread of observations to the mean. The skewness is however 
positive implying that RPCI figures lie to the right of the mean. The J-B value is 
high (over 3000) and passes the significance test at 1 percent indicating that the 
density function of the series are non-normally distributed. The mean of TBAL 
is approximately -9.11 while the standard deviation of is 17.94. This also shows 
a relatively wide spread of observations to the mean. The skewness of -2.55 
(negative) indicates that TBAL lie to the left of the mean. The high J-B statistics 
of over 12569 passes the significance test at 1 percent. This once more shows 
that the density function of the series is non- normally distributed. The mean 
value of FDI is about 6.50. The low standard deviation of about 1.50 shows 
a narrow spread of observations to the mean. The skewness is positive (2.87) 
indicating that FDI lie to the right of the mean. The J-B of over 11727 passes 
the significance test at 1 percent. This also shows that the density function of 
the series is non-normally distributed. Similar explanations holds for other 
variables employed.

b. Correlation Analysis
This shows cross-relationships among variables. The result of correlational 
analysis conducted is reported in Table 2 (see appendix). From Table 2, it can 
be observed that all the variables (EDT, FDI, PRT and TBAL) except AID 
are positively correlated to RPCI. This means that growth in RPCI could be 
attributed to the influences of these variables with the exclusion of AID. Also, 
TBAL is positively correlated to RPCI, EDT, FDI and PRT; but was negatively 
correlated to AID. Similar conclusion can also be held for each of the other 
variables except for AID which exhibited negative relationship with each of the 
variables in the model.
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c. Stationarity Test
This is meant to determine the stationarity status of data used owing to the fact 
that a non-stationary time series is not amenable to generalization to other time 
periods apart from the present and often result in spurious estimates.

Table 3:Test of Stationarity: Panel Unit Root Test Result

From Table 3, the result indicates that the variables were all non-stationary at 
level rather they all attained stationarity at their first differences at 5 percent 
significant level as revealed by homogenous and heterogenous panel unit root 
tests.
 
d. Cointegration Test
The result of cointegration test (determination of long run convergence of 
variables) is reported in Table 4.

Table 4: Panel Cointegration Test Results: Pedroni residual cointegration 
test
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From Table 5, trade balance was statistically significant (at 5 percent) and 
negatively related to growth in DOLS and FMOLS. In both estimates, a 1 percent 
rise in trade balance results in over 7 percent and 6 percent decrease in growth 
for DOLS and FMOLS respectively. Other variables such as external debt, 
FDI and remittances show a significant and positively relationship with growth 
in both estimates with the exception of net aid flow which was significantly 
negatively related to growth in both estimates. The coefficient of determination 
and the adjusted coefficient of determination of 96 percent and 90 percent for 
DOLS and 82 percent and 81 percent for FMOLS shows that the regressors has 
over 80 percent explanatory power with respect to variations in the dependent 
variable (real per capita income).

Pedroni residual cointegration test comprising within dimension (panel v, panel 
rho, panel PP and panel ADF) and between dimension (group rho, group PP and 
group ADF) was employed. The within-dimension shows the computed value of 
the statistics based on estimators that pool the autoregressive coefficient across 
countries for the unit root tests on the estimated residuals while the between-
dimension report the computed value of the statistics based on estimators that 
average individually calculated coefficients for each country. From Table 4, the 
results of both tests showed that the null hypothesis of no cointegration of the 
series should be rejected at 5 percent significant level.

e. DOLS and FMOLS Estimations
DOLS and FMOLS estimations conducted are reported in Table 5.

Table 5: DOLS and FMOLS Estimations
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f. Variance Inflation Factors
The VIF estimates which ranges from one (1) upwards, measures how much 
the variance of a regression coefficient is inflated due to multicollinearity. How 
large VIF has to be before it causes issues is a subject of debate, however, a 
higher VIF indicates the presence of multicollinearity and thus less reliable the 
regression estimate thereof. As a rule of thumb, any variable with VIF greater 
than 1.5 is avoided in a regression analysis, though, this condition is often 
relaxed to 2, 5 or 10 in some cases. The VIF for this study is reported in Table 
6 (see appendix). From Table 6 and with reference to the uncentered VIF, the 
values for each of the variables fall within the range of 1.04 and 1.23 for DOLS 
and 1.02 and 1.20 for FMOLS. This suggests that there exist no serious presence 
of multicollinearity among the variables in the model.

g. Granger Causality Test
Granger causality test is usually employed to know the causal relationship 
between two variables. This was conducted and reported in Table 7 (see 
appendix). As can be observed in Table 7, granger causality test was only 
reported for the key variables (TBAL and RPCI) in the study. From the Table, 
it can be observed that a bi-directional causality exist between TBAL and RPCI 
considering that each of the probability passes the statistical significant level at 
5 percent.

5.1 Implications of Findings and Recommendations
The implication of the above findings is that the continuous increase in trade 
deficit recorded by Africa weakens growth. This is similar to the findings by 
Blavasciunaite, Garsviene and Matuzeviciute (2020) and Aung (2017). With 
the prevailing conditions, gains that accrue to Africa from international trade 
are constrained by the incessant deficit which can be largely attributed to weak 
productivity of the economy of most countries in Africa.
In the light of the findings, the following recommendations are suggested;
i. Africa countries should increase local productive base so as to curtail 

the increasing trade deficits in the continent.
ii. As a follow-up to (i), Africa countries should promote policies that 

encourage utilization of local input for both consumption and production 
purposes.

iii. Through the instrumentality of AU, Africa countries should embark on 
trade re-negotiation with institutions such as World Trade Organiasation 
(WTO), Africa Development Bank (AfDB), International Monetary 



IZEVBIGIE, NORENSE JOHN (PhD)
ABUSOMWAN OSAMEDE SUCCESS (PhD) 
IGHODARO ATEWE CLEMENT (PhD)

GROWTH AMIDST GROWING TRADE 
DEFICITS; THE AFRICA EXPERIENCE

104WAMA - The West African Economic Review | Vol. 6 - No. 1 - June 2019

Fund (IMF) on ways to reduce the burden of trade deficit among 
countries of the continent.

iv. Being one of the basic tenets of AfCFTA, Africa countries should 
indulge more in intra Africa trade in other to ensure that more resources 
are retained in the continent.

6. Conclusion
Owing to the fact that the world is becoming a global village and countries are 
making efforts at maximizing gains from the new global economic order especially 
as it concern trade among countries, this study examined the relationship and 
impact trade balance has on economic growth in Africa (comprising forty-two 
Africa countries) for the period spanning 22 years (1996 to 2018). To this end, 
a model was drawn and the estimates from DOLS revealed that trade balance 
is negatively and significantly related to economic growth. This was affirmed 
by a robustness test conducted using FMOLS estimation technique. Other 
variables employed such as external debt, FDI, remittances were significant 
and positively related to economic growth with the exception of foreign aid. 
VIF analysis shows that there was no serious case of multicollinearity among 
the variables while granger causality test shows the existence of bi-directional 
causality between the key variable (TBAL and RPCI). The implications of the 
findings were brought to fore, and this was followed by relevant suggestions.
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Appendix

Table 1: Descriptive Statistics: Pooled Sample

Table 2: Correlation Analysis
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Table	3:	Variance	Inflation	Factors	(VIF)

Table 4: Granger Causality Test
Pairwise Granger Causality Tests (Lags: 2)


