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ABSTRACT

This research paper investigated the determinants of foreign direct investment inflow into the
Nigerian economy. This is because Nigeria at present is still characterized by low economic growth,
which has created other macro-economic problems like inflation, low export, unemployment,
unfavorable exchange rate, balance of payment disequilibrium, etc. The study adopted the
Autoregressive Distributed Lag (ARDL/Bounds testing) econometric tool to examine the
determinants of foreign direct investment (FDI) in the Nigerian economy. Data for the analysis are
annual data covering the period 1981-2019, obtained from the Central Bank of Nigeria (CBN)
Statistical Bulletin several issues. The study used inflation rate (INFR), interest rate (INTR),
exchange rate (EXR) and trade openness (TOPN) as independent variables. While foreign Direct
Investment (FDI) was used as the dependent variable. The result indicates that exchange rate
(EXR) and trade openness (TOPN) are all positive determinants of FDI in the Nigerian economy as
their corresponding coefficients are positive. The result further shows that for the Nigerian economy
to attract FDI significantly by one percent, exchange rate and trade openness will increase by 0.18
and 5.00 percent respectively. On the other hand, inflation rate (INFR), and interest rate (INTR) are
negative determinants of foreign direct investment in Nigeria. Meaning that, an attempt to increase
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either of these variables would result to a decline in foreign direct investment in the country and vice
versa. We therefore conclude that both EXR and TOPN had a positive and significant impact on the
FDI inflow to the Nigerian economy, and are therefore adjudged positive determinants of FDI inflow
into the Nigerian economy within the period 1981-2019. INFR and INTR on the other hand
maintained their negative influence on FDI inflow to the Nigerian Economy, hence, are negative
determinants of FDI inflow into the Nigerian economy within the period 1981-2019. Finally, we
recommend that government should sustain its drive for import substitutions which will encourage
export, expand its bilateral trade ties with developed economies so as to woo FDI inflows. Also,
government through it monetary authorities should reduce inflation and interest rates. This will help

to woo FDI inflow into the Nigerian economy.

Keywords: Foreign direct investment; Inflation rate; interest rate; exchange rate; trade openness.

JEL Classification: 047.
1. INTRODUCTION

The use of foreign capital is considered as an
essential tool for speedy economic development.
It is generally perceived that foreign capital inflow
is one very important way of bridging the
domestic resource gaps [1]. There are two forms
of foreign capital, namely: Portfolio Investment
and Foreign Direct Investment.

FDIs are widely considered as vehicles through
which foreign technology and capital are
attracted into the developing economies of the
world. Reasons being that developing nations
are known for low savings and investment, which
are prompted by low rate of capital accumulation.
One of its notable characteristics to propel
globalization is the deliberate motivation of cross-
border investments, especially by transnational
corporations (TNC) and firms, [2].

Suffice it to state that, foreign direct investment
(FDI) is an essential tool to foster growth in any
economy as it a more stable forms of capital flow
comparatively, through human capital
development, technology diffusion, employment
generation, export promotion, and improved
productivity [3,4,5,6,7,8].

The need for attracting foreign investment into
the developing economies became pressing, as
efforts to mobilize domestic savings through
taxation and public borrowing are not sufficient or
enough to stimulate the required level of
investment in these countries. Aside filling the
domestic resource gap through foreign exchange
earnings and improvement of the country's
capacity to export, there is need for provision of
managerial knowledge and skills including
organizational competence and access to foreign
market; transfer of technology from developed
economies as well as provision of an array of
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goods and services to residents in the receiving
country; so as to supply the required capital for
investment and enhance competition in the host
nation’s industries [9].

Therefore, the Less Developed Countries (LDCs)
in their quest to promote economic growth have
made conscious and deliberate efforts to woo
foreign investment. In other words, most LDC'’s
(including Nigeria) have been identified by low
domestic savings, very high rate of imports
relative to exports as well as high degree of
external debts. Hence, they require external
capital to finance their current account deficits
and to step up the momentum of economic
growth through increased productive activities
[10].

Increasing the scale of cross-border investments
as a drive for globalization and establishing a
higher scale of foreign direct investment have
been recommended by writers, entrepreneurs
and corporations [11,12]. Foreign direct
investment is a potent intercontinental resource
surge capable of making available the capital
needed for long-term developmental projects
financing and thus, enhancing sustainable
growth in the receiving countries, [13].

To a great deal, Nigeria is undoubtedly one of
Africa’s biggest recipients of foreign investment
but the over-reliance on the oil and gas industry
has become an all time major problem for her
economy. There is dearth in the drive to diversify
the economy towards the non-oil sub sectors like
the manufacturing, mining, telecommunications
and service sectors, as such, a greater
percentage of about 60% of the FDI inflows to
the Nigerian economy is into the oil (extractive)
industry [14], while the non-extractive industry
remains on a diminishing track except for the
telecommunication sector that has made
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tremendous progress over time. Because of
the shift in attention to the oil sector, the
economic  composition of Nigeria  has
continue to remain undiversified as it remains the
major contributor to Nigeria’s GDP and
explains about 80% of federal government
revenue and 90% of the country’s export
earnings [15].

Nigeria at present is still characterized by low
economic growth, which has created other
macro-economic problems such as inflation, low
export, unemployment, unfavorable exchange
rate, balance of payment disequilibrium, etc
rightly observed by [16]. Also, over the years,
many developing countries (including Nigeria) in
the world are yet to meet the criteria of
developed countries in the area of economic
growth due to the existing economic crisis in their
economies. Therefore, to advance the economic
growth of these developing countries in line with
UNCTAD recommendations for attracting FDI,
there is an urgent need to source for realistic
answers [10]. The Nigerian government has for
so long accepted to woo foreign investment as a
way of stimulating economic growth particularly
from 1986. The arguments for FDI inflow as a
supplement for domestic savings and capital
accumulation, the main conduit through which
technology ftransfer takes place as well as
expansion in exports arising from increased
capacity and competitiveness in domestic
production especially in the long run have been
buttressed by [17]. Consequently, various
policies and measures have been put in place to
attract FDI into the economy. We are aware that
capital movements across national boundaries
are influenced by many factors. Some of these
factors include: price level, country’s growth rate
(GDP), exchange rate, interest rate, trade
openness, political stability, credit rating, debt
service, legal system, corruption, infrastructural
development, government policies and
programmes, deregulation, etc, [1]. But we do
not know the extent that these factors can
explain the Nigerian situation except if we appeal
to empirical evidence. This is what has motivated
this study.

Therefore, our major objective in this research
work is to examine the impact of Inflation Rate,
Interest Rate, Exchange Rate and Trade
Openness on Foreign Investment inflow into the
Nigerian economy from 1981 to 2019. While our
null hypotheses states that there is no significant
impact of Inflation Rate, Interest Rate, Exchange
Rate and Trade Openness on Foreign
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Investment inflow into the Nigerian economy
from 1981 to 2019.

Our scope is limited to the four determinant
variables above (Inflation Rate, Interest Rate,
Exchange Rate and Trade Openness of the
Nigerian economy) as our explanatory variables
as we seek to investigate their impact on foreign
investment inflow into the Nigerian economy
within the period under review (1981-2019). Most
of the empirical works we have reviewed used
GDP as the determining variable of FDI. We
have therefore, purposely chosen to empirically
explain the above four variables (especially
Trade Openness) so that we can deepen and
expand our knowledge of the determinants of the
foreign investment inflow into the Nigerian
economy. This limitation does not however,
reduce the utility of the study because we believe
GDP should not be the only yardstick of FDI
inflow into Nigeria as been perceived in the
extant literatures.

Given the pressing need and present haste of
the Nigerian (and many other LDCs) government
to woo foreign investors into the country, this
study provides a framework for the examination
of factors that determines the Foreign Direct
Investment inflow into the country. To this extent,
the study will provide empirical explanation of the
impact of variations in Inflation Rate, Interest
Rate, Exchange Rate and Trade Openness of
the Nigerian economy on foreign investment
inflow into the Nigerian economy.

Finally, since this study examines the variables
of Inflation Rate, Interest Rate, Exchange Rate
and Trade Openness of the Nigerian economy as
determining factors of foreign investment inflow,
it will serve as a basis for public policy
formulation and reference point to scholars and
researchers on the subject matter.

2. REVIEW
LITERATURE

OF CONCEPTUAL

2.1 Definition and Types of Foreign
Investment

Foreign Direct Investment is the ownership and
control over decision-making in an organization
or assets created or located in one country by
investors located in another country. This was in
consonance with Lipsey cited in [1] when he
posited that FDI is non-resident investment in the
appearance of a takeover or capital investment in
a domestic branch, plant, or subsidiary
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corporation in which the investor has voting
control. From the above, the most outstanding
feature of FDI is that the investor retains control
over the invested capital.

2.1.1 Types of foreign direct investment (FDI)

According to [18] foreign investment can
essentially be classified into three depending on
the “motive force” behind them. The

classifications are:

(i) Export Oriented Foreign Investment
(i) Market Development Foreign Investment
(iii) Government Initiated Foreign Investment

2.1.1.1 Export oriented foreign investment

In this type of investment, the foreign investors
would normally be seeking for new and better
means or sources of inputs, such as component
parts, raw materials, etc. They seek a diversified
source of inputs for self-use or to lower the cost
of their products, which can be sold in other
markets where the investors may be having
subsidiaries.

Anyanwu and Cheta cited in [9], maintained that,
in the Nigerian context, this form of investment is
in the petroleum industry where American and
British multinational corporations (MNCs) extract
crude oil, which is sold to their parent companies
back home. This also accounts for the improved
exports of manufactured products from some
LDCs such as South Korea, Taiwan, and Brazil.
Recently, the solid mineral sector is equally
experiencing this.

2.1.1.2 Market development foreign investment

This is mainly for the production of the receiving
country’s market; this affords the consumers of
the receiving country various consumption
bundles a response to the fundamental
economic considerations such as capacity of the
local market purchasing ability, which has
income as its determinant. As Anyanwu still
pointed out, the host country’s ability to provides
the enabling atmosphere such as conducive
economic policies on tariffs, taxes and the
general degree of openness of the economy, as
vital determinants of this type of investment.

2.1.1.3 Government initiated foreign investment

In this case, the capital receiving country is the
initiator of the move. This is done by initiating
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policies and programmes that would encourage
foreign investors, such as subsidiaries, friendly
tax structures including tax holiday, remittance of
profits back home and infrastructures such as the
Ahoada Steel Complex, Ajaokuta Good Power
Supply, etc (Rueber & Grant), cited in [1]. This
conforms to Prof. Robert Solow of the American
University. Through Solow in his book on U.S.
Growth (1975) cited in [1] added that foreign
technology could be hired by a developing
nation, and this is exactly what the Nigerian
government did in building key economic
developing complex such as the Ajaokuta Steel,
Alscon Aluminium Smelter, the LNG at Bonny,
the Petrochemical Complex at Eleme and the
construction and upgrading of her various
refineries.

2.2 Review of Theoretical Literature

This study relies on neoclassical economic
theory of FDI. The theory propounds that FDI
contributes positively to economic wellbeing of
the receiving country and increases the social
wellbeing as well (Bergten, Horst and Moran)
cited in [2]. The motive behind this submission is
that the foreign investors normally bring capital
into the host economies, which will influence the
quantity and quality of accumulation of capital
into the host economies inevitably. The re-
investment of the profit realized from the capital
inflow will eventually increase the total savings of
the country. Government revenue will equally
increase through the imposition of tax and other
payments [19]. Moreover, the infusion of foreign
capital into the host economies reduces the
balance of payments pressures of the host
nation.

2.3 Review of Empirical Literature

Mukolu MO, et al. [20] examined the influence of
FDI in Nigeria using error correction model
(ECM). Their result reveals that FDI has both
long run and short run significant impacts on the
GDP (growth) of Nigeria economy.

Also, [21] investigated the practicable impact and
correlation between FDI and economic growth in
Nigeria the period 1987 to 2006. The ordinary
least square (OLS) was adopted and the result
revealed a positive relationship between FDI and
gross domestic product (GDP). The study made
the proposition that there is endogeniety i.e., bi-
directional relationship between FDI and
economic growth in Nigeria. The study further
reported that a positive relationship exists
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between FDI and economic growth in Nigeria.
The study further submitted that based on their
findings, an increase in the naira value of FDI will
result to N104.749 increase in growth (GDP).

In line with the above, [22] employed the single
and simultaneous equation systems to examine if
there is any sort of feed-back relationship
between FDI and economic growth in Nigeria.
The results showed that FDI and economic
growth are mutually determined in Nigeria in the
sense that they both influence each other (there
is positive feedback from growth to FDI and from
FDI to growth).

A related econometric tool of FDI was adopted
by [23] to investigate location related factors that
attract FDI inflows into the Turkish economy.
They submitted that the magnitude of the
receiving nation’s market, infrastructural
development which was proxied by share of
energy, communication and transportation
expenditures in GDP) and the country’s trade
openness which is measured by the ratio of
imports to exports are positively linked to FDI
infows. The results also show that both
economic instability (calculated by interest rate)
and rate of exchange instability have negative
effects on FDI.

Ogundipe MA, Aworinde OB. [24] examined the
causality between FDI and economic growth,
giving reference to the pre and post-deregulation
era. Using the Granger Causality analysis,
they found one-way causality running from
economic growth (GDP) to FDI in the pre-
deregulation era (1970-1985) and no causality
was found during the post-deregulation era
(1986-2007).

Fofana KH, et al. [25] investigated the long run
influence of Chinese FDI on economic growth in
West Africa between 2003 and 2015 by adopting
the Pool Mean Group (PMG) and panel Granger
Causality Models. The result indicates that
Chinese FDI impacts positively to economic
growth in West Africa.

Osemene OF, et al. [2] research work reveals
that macro-economic variables of exchange rate,
export, import, inflation, interest rate and
openness of trade are statistically significant in
determining foreign direct investment. Hence, the
study submits that FDI has a positive influence
on the growth of Nigerian economy which in turn
impacts on foreign direct investment. In the light
of the above conclusion, the study recommends
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that Nigeria government should involve in
export led economy and put in measures to
reduce imports in order to attract more foreign
direct investments that would trigger economic
growth.

Akinlo AE, et al. [16] in his work “Determinants of
Foreign Direct Investment in Nigeria®’, adopts
maximum likelihood methodology of Markov-
Regime Model (MSM) to explain possible
structural adjustments in the degree and/or
movements and possible variations in
parameters of the independent variables via the
transition probabilities. The results revealed that
FDI operation in Nigeria is presided over by two
different leaderships and a total shift from one
leadership to another depending on transition
probabilities. The outcome revealed that the
main  determining factors of FDI are
macroeconomic instability, GDP  growth,
exchange rate, financial development, discount
rate and inflation rate. This invariably means that
liberalization which stems the inflation rate and
promotes domestic currency value will lure more
FDI inflow into the economy.

And finally, in their work: Foreign Direct
Investment and Economic Growth in Nigeria
Revisited: A Sector Level Analysis, [10], the
correlation investigation of aggregate FDI on
sectoral GDP growth shows that only the GDP of
the sector has a significant positive correlation
with aggregate FDI over the period 1981 and
2017. While the sectoral investigation shows that
only the flow of FDI into the communication
sector has a positive and statistically significant
impact on economic growth for the period under
review. Given the positive significant growth
impact for FDI in the telecommunication sector,
and the negative significant growth impact of FDI
in the manufacturing sector, the master plan for
wooing and managing FDI inflow into Nigeria
needs to be sector-specific and the National
Bureau of Statistics needs to continue to keep a
database of FDI on sectoral grounds.

2.3.1 Evaluation of literature reviewed

All most all the recent empirical literatures
reviewed [2,10,20,21,22,23,24,25] focused on
sectoral level analysis using GDP as proxy for
economic growth on FDI inflow in Nigeria, West
Africa and Turkey. Very few of them considered
Inflation Rate, Interest Rate, Exchange Rate and
Trade Openness of the Nigerian economy as
determinant variables of FDI. None considered
the variable combination of Inflation Rate,



Cookey and Eniekezimene; AJEBA, 17(2): 73-84, 2020; Article no.AJEBA.60160

Interest Rate, Exchange Rate and Trade
Openness of the Nigerian economy separately
without including GDP as the lead determinant of
foreign direct investment in Nigeria empirically.
Therefore, the absence of empirical answers to
above variable combination without GDP as
evidenced in the extant literature creates a huge
gap that begs for attention. We believe that not
all LDCs have a promising GDP (Economic
Growth) to attract FDI inflow. Hence, providing
empirical answers to the variable combination of
Inflation Rate, Interest Rate, Exchange Rate and
Trade Openness of the Nigerian economy as
important determinant factors of foreign direct
investment in Nigeria from 1981 to 2019 is the
literature and knowledge gap this study intends
to fill.

3. METHODOLOGY

The study adopted the  Autoregressive
Distributed Lag (ARDL/Bounds  testing)
Approach. The justification for ARDL model is
premised on the grounds that the model must
contain the lagged value(s) of the dependent
variable - the current, and lagged values of the
regressors as explanatory variables, the models
use combination of endogenous and exogenous
variables. The usefulness of the ARDL model for
the estimation of level relationships was
emphasized by [26] because the model suggests
that once the order of the ARDL has been
recognized, the relationship can be estimated
with OLS. Secondly, the bounds test makes
provision for a mixture of 1(1) and 1(0) variables
as regressors, meaning that, the order of
integration of the variables may not necessarily

be the same. Thus, the ARDL technique does
not require a specific identification of the order of
the underlying data.

Data for the analysis are annual data covering
the period 1981-2019, obtained from the
Central Bank of Nigeria (CBN) Statistical Bulletin
several issues. The study used inflation rate
(INFR), interest rate (INTR), exchange rate
(EXR) and trade openness (TOPN) as
independent variables. While foreign Direct
Investment (FDI) was used as the dependent
variable.

Going with Pesaran et al. (2001), the vector
auto-regression (VAR) of order p, denoted VAR
(p), for the following growth function is specified
thus:

p
0, =a+ZlBiQt—i+gt

E (1)
where Q'is the vector of both x’and y!, where
y'is the regressand defined as Foreign Direct

Investment (FDI), Y is the vector matrix which
represents a set of explanatory variables i.e.,
inflation rate (INFR), interest rate (INTR),
exchange rate (EXR) and trade openness
(TOPN) and t is a trend variable. According to

[26] Yt must be integrated after differencing
once, that is, y’must be a I(1) variable, but the

regressor x’can be either [(0) or I(1).The ARDL
model used in this study is expressed as follows:

A(Log(FDI)); = Bo + B1(Log(FDI))—q + Bo(INFR);_1 + B3(INTR)_1 + B4(EXR);—1 + Bs(TOPN),_,

>

i=1

q r S S
Bod(Log(FDD)e-i + ) B AUNFR) i+ ) o AUNTRY(+ ) foA(EXR)+ ) roA(TOPN) e (2)
i=0 i=0 i=0 i=0

Where A is the first-difference operator and gfis the stochastic term, FDI, INFR, INTR, EXR and

TOPN are as earlier defined.

Table 1. ADF unit root test result for the variables

Variables Level intercept 1°" Diff. intercept Model Order of Critical values
no trend no trend Integ.

EXR -1.001045 -5.200794 Intercept 1 (1) 1% -3.621023
LOG(FDI) -1.439398 -7.759605 Intercept 1 (1) 5% -2.943427
INFR -2.965116 - Intercept 1 (0) 10% -2.610263
INTR -3.212879 - Intercept 1 (0)

TOPN -2.388082 -8.037219 Intercept 1 (1)

0

Source: Author’s computation using Eviews 1
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The ARDL bounds test is hinged on the joint F-
statistic which its asymptotic distribution is non-
standard under the null hypothesis of no
cointegration. The first step in the ARDL bounds
approach is to estimate equation two (2).This
tests for the existence of a long-run relationship
among the variables by conducting an F-test for
the joint significance of the coefficients of the
lagged levels of the variables, i.e., Hy: B4 = B2 =
Bsi = B4 = Bsi = 0 against the alternative one, Hy:
Bﬁ # ﬂg,‘ #B;}ﬁé B4,‘ # Bs,' #0fori=1, 2, 3,4, 5. Two
sets of critical values for a given significance
level can be determined (Pesaran et al., 2001).
After estimating Equation (2), the Wald test (F-
statistic) was computed to differentiate the long-
run relationship between the concerned
variables. The Wald test can be carried out by
imposing restrictions on the estimated long-run
coefficients of the variables concerned. The
computed F-statistic value was then evaluated
with the critical values. According to [26], the
lower bound critical values assumed that the

regressands Y are integrated of [(0), while the

upper bound critical values assumed that x’are
integrated of I(1). Therefore, if the computed F-
statistic is lesser than the lower bound value,
then the null hypothesis is not rejected and we
conclude that there is no long-run relationship
between insurance industry and economic
growth in Nigeria. On the other hand, if the
computed F-statistic is greater than the upper
bound value, then the insurance industry and
economic growth share a long-run level
relationship. On the other hand, if the computed
F-statistic falls between the lower and upper
bound values, then the results are inconclusive.
The structural lags of equation three (2) above
are established by using minimum Akaike’'s
information criteria (AIC).

4, RESULTS AND DISCUSSION
4.1 Unit Root Test Result

The result in Table 1 shows that exchange rate
(EXR) and trade openness (TOPN) and foreign

Direct Investment (FDI) were not stationary in
their level form but became stationary after
differencing once. That is, EXR, TOPN and
Log(FDI) are I(1) variables. On the other hand,
inflation rate (INFR) and interest rate (INTR) are
stationary at level. Meaning that they are 1(0)
variables. Also, the ADF test for all the variables
were carried out with only intercepts and no
trends. With this result, the criterion for the
estimation of the Johansen’s cointegration test
has broken down, since there is a mixed order of
integration among the variables. Thus, the ARDL
bounds testing approach to cointegration, which
allows for variables with mixed order of
cointegration was used to test the long-run
properties of the variables as recommended by
[26]. The result of the Bounds test is represented
in Table 2.

The result in Table 2 shows that the variables
possess the tendency to oscillate in the same
direction in the long-run. Meaning that, there is a
long-run convergence among the variables. This
is justified by the value of the F-statistics
(7.085147) which is greater than the 5% upper
bound value of 3.49. Therefore, there is the need
to estimate the ARDL Error Correction Model
(ECM). However, there is also the need to select
the appropriate model for the estimation of the
ARDL error correction. Fig. 1 below is the model
selection criterion for the ARDL model.

Fig. 1 shows that the ARDL model (4,1,4,1,4)
with the smallest Akaike Information Criteria
(AIC) plot is the best model to be estimated. The
selection criterion states that the model with the
least AIC value is the best. Therefore, the study
estimated the ECM ARDL(4,1,4,1,4) model and
the result is presented in Table 3.

The results in Table 3 indicate that FDI impacted
negatively on itself in the short run as seen by its
lagged coefficients and probability values up to
the third year. Exchange rate (EXR) is positive
and statistically significant in the short-run. This
implies that a unit increase in EXR increases FDI
by 1.8%.Where the exchange rate increase
implies depreciation in the naira/dollar exchange

Table 2. ARDL bounds test result

F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1(1)

F-statistic 7.085147 10% 22 3.09

K 4 5% 2.56 3.49
2.5% 2.88 3.87
1% 3.29 4.37

Source: Author’s computation using Eviews 10
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Akaike Information Criteria (top 20 models)
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Fig. 1. Model selection criterion for the ARDL model

Table 3. Result of the ARDL error correction regression

ARDL Error Correction Regression
Dependent Variable: DLOG(FDI)
Selected Model: ARDL(4, 1, 4, 1, 4)

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
DLOG(FDI(-1)) -0.316597 0.107942 -2.933039 0.0103
DLOG(FDI(-2)) -0.361255 0.114699 -3.149574 0.0066
DLOG(FDI(-3)) -0.523244 0.109582 -4.774920 0.0002
D(EXR) 0.018309 0.004138 4.424247 0.0005
D(INFR) -0.002506 0.005565 -0.450352 0.6589
D(INFR(-1)) 0.051503 0.006017 8.559010 0.0000
D(INFR(-2)) 0.015257 0.006962 2191370 0.0446
D(INFR(-3)) 0.018368 0.006883 2.668483 0.0175
D(INTR) -0.116205 0.027163 -4.278037 0.0007
D(TOPN) 5.002689 1.152400 4.341104 0.0006
D(TOPN(-1)) 3.317087 1.310164 2.531812 0.0230
D(TOPN(-2)) 3.365088 1.188571 2.831205 0.0126
D(TOPN(-3)) 4.061753 1.134884 3.579003 0.0027
CointEq(-1)* -0.410062 0.054467 -7.528690 0.0000
R-squared 0.840308 Mean dependent var 0.250473
Adjusted R-squared 0.736509 S.D. dependent var 0.835187
S.E. of regression 0.428713 Akaike info criterion 1.436842
Sum squared resid 3.675893 Schwarz criterion 2.065343
Log likelihood -10.42631 Hannan-Quinn criter. 1.651179
Durbin-Watson stat 2.794897

Source: Author’s computation using Eviews 10
rate. With exception of the current change in unit increase in inflation increases FDI by 5.1%,

inflation, all its lagged values were positive and  1.5% and 1.8% respectively from lagged periods
statistically significant to FDI. This implies that a  1-3. The negative impact of interest rate (INTR)
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on FDI as shown by its negative coefficient and
significant probability value denotes that a unit
increase in interest rate decreases FDI by
approximately 11.6%. This inverse relationship is
contrary to a priori expectations. The implication
of this is possibly explained by the positive
impact of inflation on FDI in the short run. Trade
openness exerted significant positive impact on
FDI in the short run for all the values. It implies
that TOPN is positive determinant of FDI in
Nigeria in the short run. It could also be seen
from Table 3 that any short-run disturbance in
the model will be corrected swiftly as the error
correction term (CointEg(-1)) has a
corresponding negative coefficient of -0.410062,
which shows that the short-run errors in the
system will be corrected at the speed of 41%.
This further reveals that in the event that the
estimated model oscillates away from its short-
run equilibrium position, it will return back to
equilibrium within approximately one year and
seven months. Both the R-squared and the
adjusted R-squared shows that explanatory
variables in the model (EXR, INFR, INTR and
TOPN) jointly explain about 74 percent of the

variations in the dependent variable (Foreign
Direct Investment) and this is a good fit for the
model. The Durbin-Watson statistic value of 2.8
shows that model is free from serial or
autocorrelation, therefore making the model
suitable for making predictions.

Since the result in Table 3 indicated the
presence of a long-run property of the variables
in the model, it is pertinent to ascertain the long-
run relationships between the regressor and the
regressands.

The result of the long-run relation between the
variables is presented in Table 4.

Table 4 shows that in the long-run, EXR and
TOPN still maintained positive and significant
impact on the FDI inflow to the Nigerian
economy as in the short run. Inflation rate
exerts significant negative impact on FDI in the
long run contrary to the short run while INTR still
maintain negative influence on FDI inflow to the
Nigerian Economy in the long-run as in the short
run.

Table 4. Long-run relationship between the variables

Long-run Form of the Model.
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

EXR 0.012219 0.005483 2.228753 0.0415
INFR -0.042061 0.032071 -1.311487 0.2094
INTR -0.387243 0.100388 -3.857469 0.0016
TOPN 17.07696 2.690464 6.347216 0.0000
C 12.19584 2.069114 5.894232 0.0000

Source: Author’'s Computation using Eviews 10

1.6

Fig. 2. The CUSUM of square plot
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7
Series: Residuals
6 | N Sample 1985 2018
Observations 34
5| -
Mean -5.40e-17
4 | | - Median -0.007648
Maximum 1.066567
3 | Minimum -0.516182
Std. Dev. 0.333752
2 | || Skewness 0.925392
Kurtosis 4.307304
1|
ﬂ ﬂ Jarque-Bera  7.273797
ol ‘ — B Probability 0.026334
-0.6 -0.4 -0.2 0.0 02 0.4 0.6 0.8 1.0
Fig. 3. Residual normality test
4.2 Stability Diagnostics of the Result in inimical to FDI inflow. We there

Table 3

The CUSUM of Square plot in Fig. 2 shows that
the estimated model is stable as CUSUM of
Square plot lies between both the upper- and
lower-5% percent critical bounds.

Fig. 3 shows that the residuals of the estimated
are normally distributed. This is shown by the
Jarque-Bera statistic of 7.273797 and its
corresponding probability value of 0.026334
which less than 0.05. Thus, the null hypothesis of
the residuals not being normally distributed is
rejected.

5. CONCLUSIONS AND RECOMMENDA-
TIONS

From the above results, we can conclude that
EXR and TOPN had positive and significant
impact on FDI inflow to the Nigerian economy in
both short and long-run, and are therefore
adjudged positive determinants of FDI inflow into
the Nigerian economy within the period 1981-
2019. This result is in consonant with the studies
by [2]. INFR impacts positively on FDI in the
short run but negatively influence FDI in the long
run while INTR has negative impact on FDI
inflow to the Nigerian Economy in both short and
long-run, hence, it's a negative determinant of
FDI inflow into the Nigerian economy within the
period 1981-2019.

We therefore recommend the following:

e The result reveals high inflation rate (INFR)
prevalent in the Nigerian economy which is
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recommend that the government through it
monetary authorities formulate policies to
address its causative factors such as
epileptic electricity, improved production,
cost of  transportation, discourage
monopoly, import substitution etc, all which
will enhance availability of goods and
service at lower costs. High rate of inflation
is symptomatic of internal economic
tension and showing the inability or
unwillingness of the government and the
Central Bank to balance the budget and
restrict money supply. Thus, accelerating
inflation rate affects foreign investment
adversely by raising the risk of longer time
project.

The result also reveals high interest rate
(INTR) which increases charges for cost of
funds, thereby, discouraging domestic
borrowing to finance its productive
ventures. Given its negative impact on FDI
infow for the period under review, we
hereby recommend that the government
should reduce interest rate by formulating
policies to address its causative factors.
When FDIs which are usually in need of
huge funds to stimulate their required
productive activities have access to funds
at lower interest rates, then their inflow into
the Nigerian economy will be tremendous.

Our results show that exchange rate (EXR)
had positive impact on FDI inflow into the
Nigerian economy within 1981-2019. This
result may have been influenced by
Nigeria’s performance at the global market
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in the 80s and 90s which kept the naira
value as par with the currency of trade (the
dollar). We hereby recommend that the
import substitution policy of the Buhari led
administration should be strictly monitored
with all amount of sincerity to reduce the

ever increasing exchange rate by
increasing our imports.
Finally, trade openness (TOPN) had

positive impact on FDI inflow into the
Nigerian economy within 1981-2019 as
shown in the results. We hereby
recommend that Nigerian government to
continue maintain and expand their
bilateral trade ties with developed
economies as it will go a long way to woo
FDI inflows into the Nigerian economy.
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