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Abstract: The main objective of this study was to determine the relationship between foreign trade and 

financial performance of the listed manufacturing companies in Nigeria. The study focused on the 32 listed 

companies randomly drawn from the 74 listed manufacturing companies in Nigeria. The secondary data 

extracted from the financial statement of these companies were subjected to both descriptive and inferential 

statistics. The result shows a significant positive relationship between the two variables. It was  therefore 

recommended that the management and the board of directors of the listed manufacturing companies should 

intensify efforts on how the locally produced products will be able to penetrate into the foreign countries as it 

was discovered that majority of the goods produced by the manufacturing companies in Nigeria are consumed 

locally 
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I. Introduction 

A firm’s decision to expand operations to international markets has far reaching implications that can 

shape operations for many years and impact its future profitability and growth opportunities (Altuntas & Berry-

Stölzle, 2010). The internationalisation of company which is otherwise known as foreign trade means that its 

activities go beyond the boundaries of its home country, or are undertaken chiefly abroad. Such a company 

operates either both in its domestic and foreign market, or only in the latter one. Foreign trade is equated with a 

company's foreign expansion, which may comprise of any kind of business activity undertaken abroad or with a 

foreign partner (Wach, 2014). 

According to Johanson and Mattsson (2015) company internationalization (regardless of adopted 

strategy of performing this process) requires obtaining capital, a competent manager, choosing appropriate 

product offer, then analysing the target market (analysis of foreign markets), entering the foreign market 

(canvassing, sales, marketing) and developing operations (logistics, after-sales service, realization of payments, 

responsibility for sold products, intercultural communication in a team of employees). Each enterprise develops 

its own strategy for foreign trade and in accordance with the adopted strategy it must provide a set of factors 

vital for the foreign trade process and individually establish the level of these factors. 

The decision to embark on foreign trade by firms has generated interest in many stakeholders not just 

because of the benefits to firm growth, survival and competitive position, but also because of its positive 

influence on a nation’s economic growth and development (Mayer & Ottaviano, 2008). However, while foreign 

trade can be a source of growth for firms, it can also be a risky venture that can generate losses which may 

adversely affect the long term survival of a firm. Any company seeking to be an industry leader in the twenty-

first century must not focus on domestic market leadership only, but must also focus on global market 

leadership. O'Cass and Weerawardena (2009) justified that global competition for African businesses is not an 

option but an economic priority.International expansion can enhance a firm’s knowledge base and capabilities 

through the experiential learning it gets from operating in foreign markets. Industrial organization arguments 

have also been used to postulate that firms can gain greater market power over suppliers, distributors, and 

customers by expanding overseas. Some researchers have suggested that firms can diversify risks by operating 

across several international markets (Crick, 2009). The benefits from the exploitation of economies of scale and 

scope, organizational learning through exploration and greater market power implies that firms with greater 

international diversification should experience higher financial performance. 

Although as firms operate in more diverse market environments, they face a greater need to integrate 

their activities and logically encounter an escalation in the cost of coordinating their activities. At higher levels 

of international expansion, diseconomies can set in due to escalating costs of coordination and from the greater 

information processing demands on managers and administrative systems. With continued international 
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diversification, the complexities of managing information and communication among widespread units imply 

that extensive international diversification is likely to result in net costs (Ellis, 2007). The increasing economic 

integration of markets associated with globalization has not only driven the internationalisation of companies, it 

has also influenced the nature of their strategies. Technological change and the ease of trade have enabled 

managers to effectively monitor and control their company’s global activities and have resulted in major 

changes in organizational relationship and strategy. While historically many companies have had foreign sales 

operations, the ability to conduct business efficiently and effectively across the boundaries has enabled 

managers to make strategic decisions on where to geographically locate the different activities that constitute a 

firm’s value chain (Melén & Nordman, 2009). The current decline in the financial performance of many notable 

companies necessitated this study. The rest of the paper is as follow. Section 2 deals with the review of 

empirical literature. The methodology adopted in this study was expatiated in section three. The presentation of 

data and data analysis was done in section 4 while the summary and conclusion was done in section 5. 

 

II. Review Of Literature 
2.1 Theoretical Review: Internalization Theory 

This theory was developed by Buckley and Casson (1976) and followed by Hennart (1982). The origin 

of this theory was by Coase (1937) in a national context and Hymer (1976) in an international context. Hymer 

(1976) established two major determinants of FDI. The first were the advantages, which some firms possess in a 

particular activity while the second was the removal of competition. Buckley and Casson 1976) state that 

transnational companies organize their internal activities to benefit from specific advantages, which are to be 

exploited. The Internalization theory lies on why companies do not prefer to sign contract with a subcontractor 

in a foreign country instead of engaging in Foreign Direct Investment themselves. Denisia (2010) illustrates 

Internalization theory on the concept that transnational companies arrange their activities internally to achieve 

specific advantages that they can exploit. This theory explains the growth of multinational enterprise (MNE) and 

the reasons why countries venture into foreign direct investment. If companies contract out with a subcontractor, 

such companies may use the technology to compete with the agency company by interrupting the contract or the 

agent may damage the brand reputation of the company. Hymer (1976) demonstrates that FDI take place, only if 

the benefits of exploiting these specific advantages are more than the cost of the operations in foreign country. 

Most companies are more comfortable with investing directly in a foreign country. It must be more beneficial to 

the firm possessing the ownership advantages to use them itself rather to lease or sell them to foreign firms. 

Hymer (1976) discussed the problem of information costs for international firms with respect to local firms, 

different currency risk and differences in government’s fiscal policies. The theory of internalisation explains the 

motivations of the transnational companies for making foreign direct investment by taking advantage of various 

government fiscal policies and other policies. The internalisation advantages include the following: avoid 

governmental intervention such as tariffs, price controls and quotas; avoidance of litigation and violated 

contract; control of conditions and supply of sale of inputs; application of transfer pricing; avoidance of 

negotiation and search costs and control of market outlets.  

The possession of internalization advantages suggests that the firm will exploit these advantages by 

way of FDI rather than by contractual resource exchanges. For the purpose of this study, internalisation theory is 

found relevant as it provides theoretical foundation for explaining how companies can internally organise the 

organisation’s system to benefit from internationalisation and its effect on financial performance. Therefore, this 

theory is expected to provide theoretical basis for specific objective one to four.  

 

2.2 Empirical Review: Foreign Trade and Financial Performance  

Evidence from literature on foreign trade shows contrary positions. Foreign trade is a variable that 

provides information on the firms’ orientation to export, and is measured as export income ratio and import 

expenses ratio (Filatotchev & Piesse, 2009). Riding, Orser, Spence and Belanger (2012) study the relationship 

between export barriers and the export performance of Greek firms, the study used exploratory and confirmatory 

factor analyses. The result shows operational dimension, environmental dimension, financial dimension, source 

dimension has positive effect while legal dimension and logistic dimension have negative effect on performance 

of Greek firms. 

Also, Musuva (2013) research on the firm level factors and international performance of companies 

listed on the Nairobi Securities Exchange. Specifically, the research focused on the effect of institutional capital, 

management characteristics, organisational demographics, firm capabilities, internationalisation orientation and 

degree of internationalisation on firm international performance. The firm capabilities studied were 

organisational innovation, knowledge capability and adaptive capability. This research adopted a quantitative 

approach based on a cross-sectional study of publicly quoted companies in Kenya. A semi structured 

questionnaire was administered for data collection. Structural equation modelling - Partial Least Squares 

analysis was used to analyse the survey responses and to test the hypotheses, however the results are still mixed.  
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In addition, Ghanatabadi, (2005) conducted a study on internationalisation of small and medium-sized 

enterprises in Iran, based on Innovation-Related Internationalisation models the author view the development of 

export activities as an innovation adoption cycle or as an export development ‘learning curve’ influenced by 

internal factors. He further argues that internationalisation models explain the firms’ internationalisation’ in a 

slow and incremental manner. Kraśnicka and Głód (2013) conducted a study on the impact of the 

internationalisation of Polish SMEs on their performance. The study also reviewed the differences between 

classical models of internationalisation and the so-called born global models. The finding reveals a positive 

relationship between exports of small and medium enterprises and their financial performance.  

Similarly, Thériault and Beckman (2008) investigate the internationalisation of Indian firms in order to 

identify strategic issues and organizational design. Hypotheses and study questions were developed, which were 

finally tested via a grounded methodology and the findings show that simultaneous to the opening up of the 

Indian economy to international markets, lead Indian companies to undergone significant transformation 

towards newer forms of organizing over the last 5 years. In addition, the findings shed light on key strategic 

issues such as internationalisation-related modes, competitive drivers, geographical focus, and aspirations, as 

well as drivers of organizational transformation of internationalizing Indian companies.  

Ahmed Sheikh and Wang (2011) examine the determinants of textile and clothing exports of Pakistan, 

using a time series data over the period twenty years. The demand and supply side exports equation were 

estimated in a simultaneous equation frame-work. The coefficient on the price of textile exports and world 

income appeared with correct signs but turned out to be insignificant. All the coefficients on the supply side 

were found to be statistically significant. Ehinomen and Daniel (2012) examine the export and economic growth 

in Nigeria, the study uses annual time series covering 1970 to 2010 to determine the causal and long-run 

relationship. The findings show a uni- directional relationship between export and economic growth, thus export 

sales have effect on financial performance on manufacturing companies in Nigeria. Also in Pakistan Raheman, 

Afza, Qayyum and Bodla (2010) found that trade openness and export of sales have significant influence of 

performance of listed manufacturing companies. 

Roy (2007) estimates the demand and supply functions of the manufactured exports for India, using a 

time series data over the period 1960-2006. The FIML has been used to estimate the demand and supply side 

exports for six different categories of manufactured exports including cloth and garments, chemicals and 

machinery, transport equipments, steel and iron, and the leather manufactures. The findings suggest importance 

of all demand side factors for exports performance. On the supply side, the variables produced mix results in 

terms of significance and some variables like world GDP and exports volume turned out to be insignificant for 

textile and iron-steel exports respectively.  

Ehinomen (2012) investigates the relationship between firm performance and internationalisation 

behaviour for the period from the firms’ start-up until 1997, using data from the first survey. They found that an 

international engagement improves labour productivity and increases sales growth rate, but does not affect 

employment growth rate. The foreign market may be particularly important for young, small, technology 

oriented firms, especially for those operating in a narrow market niche. In order to be competitive in 

international markets, Malaysian companies have taken the opportunities which are available worldwide through 

internationalisation strategies where there are no transactional or geographical boundaries, where business 

transaction can now be performed more rapidly (Molla, & Licker, 2005).  

Martinez (2006) examines the relationship between industrial districts and the export performance of 

SMEs in Spain using panel data. The study showed a positive and significant link between the location of the 

firm in the district and networks (competitors’ network and institutional network) and the EP of Spanish SMEs 

in a given area. Indeed, according to the location of the firm in the district (near ports, airports and supplier) a 

company does gain because it will benefit from better conditions than its competitors. Furthermore, Damoah 

(2011) examine export behaviour of small and medium-sized manufacturing firms in Ghana, data were collected 

from garment and textile industry of Ghana. The study drew on a set of quantitative data and more qualitative 

interviews concerns the behaviour of both small and medium-sized exporting and non-exporting firms from the 

garment and textile manufacturing sector in Ghana. The findings reveal that on overall, firm size, sector, 

workforce education levels, and participation in international and domestic business networks are found to be 

the key drivers explaining why some SMEs from Ghana choose to export. Based on the findings it is concluded 

that international networks serves as a means of improving their financial performance through international 

markets. 

 

III. Research Methodology 
3.1 Research Design  

This study will use both descriptive and quantitative research design; Orodho (2003) defines research 

design as the scheme outline or plan that is used to generate answers to research problems. Maxwell (2012) 

stated that descriptive research design is useful when the researcher objectives include determining the degree to 
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which one variable (dependent) affect the other variable (independent). This research design will be selected for 

the reasons that, firstly, it helps establish the effect of foreign trade on financial performance. Secondly, it will 

help to achieve the main objective of this research which is focusing on effect of foreign trade on financial 

performance of listed manufacturing companies over a prescribed ten one-year period from January 2006 to 

December 2015. The quantitative portion will involve the use of multiple regressions, t test, correlation and 

diagnostic test.   

 

3.2  Population 

Burns and Grove (2003) describe population as all the elements that meet the criteria for inclusion in a 

study. A population is defined as total collection of elements about which we wish to make some inferences 

(Cooper & Schinder, 2011). Mcmillian and Schumacher (2010) define population as a large collection of 

subjects from where a sample can be drawn. In other words, population is the aggregate of all that conforms to a 

given specification. The population of this study is all the listed 74 manufacturing companies in Nigeria from 

where a sample of 32 companies were drawn. Kitchenham and Pfleeger (2002) assert that a target population is 

the group of individuals to whom the survey applies. It is the collection of individuals about whom conclusions 

and inferences are made (Enarson, Kennedy & Miller, 2004).Mugenda and Mugnda (2004) term target 

population as that population to which a researcher wants to generalize the results of the study. The study’s 

target population is 74 seventy-four listed manufacturing companies in Nigeria.  

 

3.3 Data Collection Instruments 

This study will use secondary methods of data collection. The secondary data will be collected through 

the company’s financial reports of the listed manufacturing companies in order to inquire about 

internationalisation and financial performance of listed manufacturing companies.  

 

3.4 Data processing and analysis 

Data analysis is the process of data to make meaningful information (Saunders, Lewis & Thornhill, 

2009) defined data as mechanism for reducing and organizing data to produce findings that require 

interpretation by researcher. According to Hyndman (2008) data processing involves translating the answers on 

a questionnaire into a form that can be manipulated to produce statistics. This involves coding, editing, data 

entry, and monitoring the whole data processing procedure. Data collected will be analyzed by editing, coding 

and categorizing through the use of statistical package for social sciences (SPSS) version 20.0 computer 

software. Descriptive and inferential statistics will be use to analyze and interpret the data use in this research. 

Specifically, descriptive statistics related to means and standard deviation. Inferential statistics included 

correlation and regression analysis.  

 

3.4.1 Model Specification 

With regression analysis, the study will assess the effects of independent variable on the dependent 

variable. The Univariate regression model is as laid below as the Equation shows the linear regression model of 

the independent variable against the dependent variable. 

Y = β0+ β 1(FTt )+e 

 Where: 

Y= Financial performance this will be both ROA and  

X1= Foreign Trade (export income ratio and import expense ratio) 

β 0= regression output constant 

β 1 = the coefficient of independent variable 

e = Error Term 

 

4. Data Presentation and Analysis 

4.1 Descriptive Statistics 

In table 4.5, the descriptive statistics for the dependent variable (return on assets) and independent 

variables (foreign trade, foreign direct investment, research and development and foreign funding) were 

presented for a sample of 32 companies considered in this study. The descriptive statistics include the mean, 

standard deviation, minimum, maximum, sum and the number of observation. The foreign trade which is a 

measure of export income ratio ranges from 7% to 36% with a mean score of 19.1963 and standard deviation of 

13.9058. The result implies that majority of the goods produced by the manufacturing companies in Nigeria are 

consumed locally. It can also be inferred that the level of exportation varies widely across the manufacturing 

sector in Nigeria which led to a standard deviation of about 13%. As touching the return on assets, the mean was 

0.8466% while the minimum and maximum are 0.6% and 13.53% respectively. Although a very wide variation 

was observed in the reported return on assets of manufacturing companies in Nigeria, but this is not 
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unacceptable since both large and small firms were included in the sample. The results was consistent with those 

of Mitton (2002) who reported a mean score of 0.68% for return on assets and Macauley and Randoy, (2013) 

whose mean score for return on assets was 0.99%. The results can be found in table 4.5 

 

Table 4.1 Summary Statistics for Dependent and Independent Variables 

 
 

4.2 Trend Analysis 

4.2.1 Trend Analysis for Foreign Trade  

From figure 4.3, result of the trend analysis for the foreign trade revealed a serious fluctuation across 

the years. For instance, the mean of the 32 selected companies rose from 13.65 in the year 2005 to 14.98 in 

2007. This implies a steady increase in the level of exportation of the locally made product by the Nigeria 

manufacturing companies. A slight decrease was observed between 2008 and 2009. The trend however recorded 

a significant increase between 2013 and 2014. The slight decrease between 2008 and 2009 can be attributed to 

the spillover effect of the global economic recession of 2007. However, the macroeconomic policies put in place 

by the government might be responsible for the rise in subsequent years.  

 

 
Figure 4.1: Trend Analysis for Foreign Trade 

 

4.2.2 Trend Analysis for Return on Assets 

The results of trend analysis for return on assets witnessed a significant increase across the years under 

consideration expect 2012 a little reduction from the previous year. For instance, return on assets was about 2% 

in 2005 whereas it was about 14% in 2014 indicating that management of the listed manufacturing companies in 

Nigeria have been efficient in the use of shareholders resources and thereby providing reasonable returns on the 

assets. The fall in 2012 can however be attributed to the economic reform that took place in 2011 among which 

was the mandatory implementation of international financial reporting standard (IFRS) which took place in 

2011. 

 

 
Figure 4.2: Trend Analysis for Return on Assets 

 

4.3 Inferential Statistics 

4.3.1 Correlation Analysis: Pearson Correlation Analysis for Foreign Trade and Return on Assets 

The Pearson correlation of foreign trade and return on assets was computed with the use of statistical 

package for social sciences (SPSS version 20) and the result produces a coefficient of 0.565 (p-value =0.022) 

indicating a strong significant and positive relationship between the two variables. The result concurs with that 

of Caleb (2008) reported a positive relationship between foreign trade and Tobin’s Q in a sample of 8,165 firms 

with observations from 1992 to 2001 in the US. Similarly, Wang (2012) uses panel data from 1,618 firms from 
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1992 to 2004 to investigate the relationship between foreign trade and financial performance using profitability 

as a measure of performance. Wang (2012) finds a significant relationship between foreign trade and financial 

performance. From table 4.2, it can then be concluded that there is a significant linear relationship between the 

foreign trade and financial performance on listed manufacturing companies in Nigeria since the correlation 

coefficient is ranging between 0.3 and +0.7 in line with Dancey and Reidy's (2004) categorization of strength of 

correlation coefficient. 

 

Table 4.2: Correlation Results for Foreign Trade and ROA 
 ROA Foreign Trade 

ROA Pearson Correlation 1 .565 

Sig. (2-tailed)  .022 

N 319 319 

Foreign Trade Pearson Correlation .565 1 

Sig. (2-tailed) .022  

N 319 319 

 

4.3.2 Regression Analysis: Univariate Regression Analysis between Foreign Trade and Return on Assets 
In order to establish the statistical significance of the independent variable (foreign trade) on the 

dependent variable (return on assets), regression analysis was carried out. The result of the regression analysis 

as presented in table 4.3 revealed that R=0.565 and R
2
=0.319. This implies that 32% of the variation in financial 

performance can be explained by a unit change in foreign trade. The remaining 68% of the variation can be 

explained by other variables such as foreign direct investment, research and development and foreign funding. 

 

Table 4.3 Model Summary for Foreign Trade and ROA 
R R Square 

.565a .319 

a. Predictors: (Constant), Foreign Trade 

 

Furthermore, F-test was carried out to test the null hypothesis that there is no significant relationship 

between foreign trade and return on assets. The analysis of variance test in Table 4.4 shows that the significance 

of the F-statistic0.000 is less than the table value of 0.05 meaning that null hypothesis is rejected and can be 

concluded that there is a significant relationship between foreign trade and company’s return on assets. It can 

also be concluded that the model Y=3.055+1.568X1 is significantly fit. 

 

Table 4.4 ANOVA Results for Foreign Trade versus ROA 
 Sum of Squares Df    Mean Square F Sig. 

 Regression 1584.576 1 1584.576 233.437 .000b 

Residual 2158.584 318 6.788   

Total 3743.162 319    

a. Dependent Variable: Return on Assets 

b. Predictors: (Constant), Foreign Trade 

 

To test the significance of regression relationship between the foreign trade and return on assets, the 

regression coefficient (β) and the intercept (α), in the model were subjected to the t-test to test the null 

hypothesis that the beta is zero. The null hypothesis state that, β (beta) = 0, meaning there is no significant 

relationship between the foreign trade and financial performance as the slope β (beta) = 0 (no relationship 

between the two variables). The results on the beta coefficient of the resulting model in table 4.5 revealed that 

the constant α = 3.055 which is significantly different from 0, while the p- value = 0.000 which is less than 0.05. 

The coefficient β = 1.568 is also significantly different from 0 with a p-value=0.000 which is also less than 0.05 

indicating that financial performance of listed manufacturing companies in Nigeria was significantly influenced 

by the foreign trade. This implies that the null hypothesis β1=0 is rejected and the alternative hypothesis β1≠0is 

taken to hold implying that the model Y=3.055+1.568 (Foreign Trade) is significantly fit. The model Return on 

assets = α + β (Foreign Trade) holds as suggested by the above test. This confirms that there is a significant 

positive linear relationship between the foreign trade and company’s return on assets. 

 

Table 4.5 Coefficient for Foreign Trade and ROA 
 Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

 (Constant) 3.055 .676  4.521 .000 

Foreign Trade 1.568 .089 .572 17.618 .000 

a. Dependent Variable: ROA 
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The results confirm those of Francis and Magnus (2007) on the 47 listed firms on the US stock market 

which revealed that firms with higher income from exportation performed better than their other counterparts 

and reported higher returns on assets. The study focused on 47 US firms that major in gas and computer 

industries using data from 1982 to 2002. This implies that the higher the income from the exportation of local 

products from the manufacturing companies in Nigeria the better the return on assets. The result however 

contradicts that of Kraśnicka and Głód (2013) who conducted a study on the impact of the internationalization 

of Polish SMEs on their performance. The study also reviewed the differences between classical models of 

internationalization and the so-called born global models. The finding reveals a negative relationship between 

exports income of small and medium enterprises and their financial performance. 

 

IV. Conclusion 
The main objective of this study was to examine the effect of foreign trade on the financial 

performance of listed manufacturing companies in Nigeria. The study adopted the use of both descriptive and 

inferential statistics in ascertaining this relationship. The descriptive statistics adopted includes the mean, 

standard deviation, minimum, maximum and sum total while the inferential statistics includes correlation and 

regression analysis. The trend analysis was also carried out on all the variables in order to determine the 

behavior of those variables across the study period. 

The descriptive results of this study revealed that foreign trade which is a measure of export income 

ratio ranges from 7% to 36% with a mean score of 19.1963 and standard deviation of 13.9058. The result 

implies that majority of the goods produced by the manufacturing companies in Nigeria are consumed locally. It 

can also be inferred that the level of exportation varies widely across the manufacturing sector in Nigeria which 

led to a standard deviation of about 13%. The correlation results on the other hand indicates that there existed a 

strong and significant association between foreign trade and financial performance (r=0.565, p=0.000).  The 

results of ANOVA test showed that the F value is 233.427 with a significance of p value = 0.000 which  was 

less than 0.05, meaning that null hypothesis is rejected and conclude that there is a relationship between foreign 

trade and financial performance of listed manufacturing companies in Nigeria. Furthermore, the coefficient β = 

1.568 was also significantly different from 0 with a p-value=0.000 which was less than 0.05. The result implies 

that a unit change in foreign trade will result in 1.568 unit change in financial performance. This confirms that 

there is a significant positive linear relationship between foreign trade and financial performance of listed 

manufacturing companies in Nigeria. 

It is therefore recommended that the management and the board of directors of the listed manufacturing 

companies should intensify efforts on how the locally produced products will be able to penetrate into the 

foreign countries as it was discovered that majority of the goods produced by the manufacturing companies in 

Nigeria are consumed locally. Any company seeking to be an industry leader in the twenty-first century must 

not focus on domestic market leadership only, but must also focus on global market leadership 
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