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Abstract 

Foreign Direct Investment is essential in the productive 

sector of economies where its impact is truly felt in 

employment generation which in turn boosts economic 

growth rate of the FDI recipient country.  With all these 

benefits and more, policy makers direct policies towards 

trade openness and friendly business environment to ensure 

they can attract good foreign investment. This paper was set 

to investigate the impact of economic growth, 

unemployment and inflation on FDI in Nigeria.  The results 

reveal that only second and third period lags of the 

explanatory variables were statistically significant.  

Specifically, GDP and unemployment had a negative but 

non-significant relationship with FDI individually.  The 

study recommends a need to increase Nigeria’s domestic 

investment as this will help to reduce the increase in 

unemployment as FDI inflow increases.  It is also 

recommended that FDI will increase economic growth in 

Nigeria if government policies are properly implemented in 

the area of employment generation and reduction of 

inflation rates. 

 

 

Introduction 

The desire of national governments to improve welfare is universal.  Some use 

international trade which opens up their economies for foreign direct investments 

(FDI) leading to economic growth and development.  This desire is even more 
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noticeable in developing countries who doo all they can to attract investments from 

foreign developed countries.  It is however also interesting to note that developed 

countries like the United States of American also desire FDI because of its perceived 

impact on economic growth and employment generation. Jorge and Richard (2018) 

revealed that even though most studies on the impact of FDI is done on developing 

countries, FDI is mainly received by developed countries hence Asiedu (2003) in 

Adeolu (2007) opined that the level of FDI is mediocre compared to the resource base 

and needs of developing countries like Nigeria. 

FDI is usually in the productive sector of economies where its impact is truly felt in 

employment generation which in turn boosts economic growth rate of the FDI 

recipient country.  With all these benefits and more, policy makers direct policies 

towards trade openness and friendly business environment to ensure they can attract 

good foreign investment.  Trade openness helps countries to encourage cross-border 

investments especially by multinational companies.  When a country has friendly 

cross-border investment climate it attracts more FDI than if the country is unfriendly.  

Muhammed (2007) describes the positive impact of FDI as becoming increasingly 

popular as a tool for economic growth. 

Given the geographical size of Nigeria, her natural resource endowments and market 

size it qualifies as major destination for foreign investments.  Adeolu (2007) reported 

that Nigeria is one of the top three recipients of FDI in Africa.  FDI is an essential 

factor for growth in developing countries.  It allows technology transfers, competitive 

domestic market and human capital development.  FDI also contributes to Company 

Tax incomes for the government of host countries.  

Adeolu (2007) reported that studies on FDI and economic growth in Nigeria are non-

unanimous in their conclusions.  This paper intends to add to existing literature with a 

difference of looking at FDI as a dependent variable while economic growth and other 

variables as explanatory variables.  The remaining part of the paper presents literature 

review (brief theoretical framework inclusive), model specification, analysis and 

presentation of results as well as some recommendations. 

 

Literature review 

Trade openness is also known as trade liberalization which implies reduction of trade 

tariffs and barriers to permit foreign investment and competition in a country.  Trade 

liberalization is needed for sustained economic growth. (IMF, 2001).  Liberalization 

brings a number of benefits for countries to harness.  The level of foreign penetration 

in business organizations has better impact if trade is liberalized.  FDI is an investment 

made by a firm or individual in one country into business interests located in another 

country.  (Chen, 2020).  This investment can be in form of newly established business 
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or acquisition of business assets.  FDIs are made commonly in economies that are open 

by offering skilled workforce as well as friendly government policies.  While the 

investors are looking for profits amongst other benefits, the recipient nations are on 

the lookout for economic growth, improved welfare and employment generation to 

mention a few. 

By way of a theoretical framework, the exogenous growth model states that economic 

growth arises due to external influences.  The growth model puts some factors such as 

production, savings rate, returns to capital and technological variables into 

consideration in determining economic growth.  The model is a Neoclassical economic 

theory.  (Ganti, 2019).  Foreign Direct Investment is one external influence that is 

generally believed to enhance economic growth inspite of the numerous and varied 

result obtained by various researchers. 

Gudaro, Chhapra and Sheikh (2012) studied the impact of FDI on economic growth in 

Pakistan over the period 1981 to 2010 by evaluating the GDP growth performance on 

FDI and inflation.  They found the relationship between FDI and GDP to be positive 

and statistically significant.  Adeolu (2007) investigated the evidence of the impact of 

FDI on economic growth using Nigerian data over 1970 to 2002; using an augmented 

growth model on Ordinary Least square (OLS) and 2-Stage Least Square (2SLS).  He 

found openness and human capital are not FDI inducing and that FDI contributes 

positively to economic growth but not statistically significant.  He concluded that FDI 

induces Nigerian economic growth.  Jorge & Richard (2018) also investigated the 

impact of FDI on Spain’s economic growth between 1984 and 2010 using an 

Autoregressive Distributed Lag (ARDL) model.  They introduced an unusual variable 

– bank credit for the real economy.  Their results revealed that FDI stimulated 

economic growth in Spain and they concluded with a call for fundamental rethinking 

of methodology. 

Argino (2003) assessed the relationship between FDI and economic growth in the 

European Union using pooled data of EU countries over the period 1980 and 1996.  

The findings revealed that FDI has a positive effect on growth rate of EU economies 

and that this growth effect of FDI is not conditional upon the level of human capital in 

developed host countries.  Sokank (2003) studied the impact of FDI on economic 

growth in Cambodia using correlation and regression analysis covering the period 

2006 to 2016. He found positive and significant impact of FDI on Cambodia’s 

economic growth.  He concluded that government should bring domestic market 

reforms to attract FDI.  Asogwa and Osondu (2014) examined that impact of FDI on 

economic growth in Nigeria using quarterly data covering 1980Q1 to 2009Q4.  The 

concentrated on FDI inflow into manufacturing, agriculture and telecommunications. 

His results revealed a positive relationship between FDI inflow on manufacturing and 
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telecommunications and economic growth while that between FDI and agriculture was 

negative.  They harped on the importance of friendly business environment. 

Okonkwo, Egbunike and Udeh (2015) also presented a research on FDI and economic 

growth in Nigeria over the period 1990 and 2012 by Least Squares method.  Their 

model had GDP as its dependent variable.  They discovered a negative and statistically 

insignificant relationship between GDP and FDI over the period.  Ugochukwu, Okore 

& Onoh (2013) investigated the empirical relationship between FDI and economic 

growth in Nigeria over 1980 and 2009 via OLS.  Gross domestic capital was one of 

their explanatory variables in the GDP model.  Their results revealed positive but 

insignificant relationship between FDI and economic growth.  They concluded by 

calling on government to provide enabling environment for foreign investments to 

thrive by addressing insecurity challenges in Nigeria. 

Nelson, Ekokeme, Okoyan & Dumani (2018) in their study on the impact of FDI on 

unemployment in Nigeria found a negative and insignificant relationship between FDI 

and unemployment over the period 1980 to 2015.  Abdulhakeem, Akano & Adams 

(2019) discovered a positive relationship between FDI and employment using a Vector 

Autoregressive (VAR) model on annual data over the period 1960 and 2014.  The 

relationship was also statistically significant.  Olokoyo (2012) also used OLS on data 

covering 1970 to 2007 to find out the relationship between FDI and economic growth 

in Nigeria.  They also used the Cochrane-Orcutt iterative method to correct for 

autocorrelation.  They found positive and significant relationship between FDI and 

real GDP. 

Akanegbu and Chizea (2017) also did an analysis to find out whether FDI had positive 

and significant impact on output growth in Nigeria.  Their results revealed this to be 

true and they recommend policies that will improve FDI inflow into Nigeria.  Adigwe, 

Ezeagba & Udeh (2015) assessed the relationship between FDI, exchange rate and 

GDP over the period 2008 and 2013 using correlation on SPSS.  They found a 

significant relationship between FDI, exchange rate ad economic growth.  They also 

concluded an improvement in FDI inflow. 

It is important to note that none of these researchers examined the reverse effect 

between FDI and economic growth.  This study therefore investigates empirically at 

the effect of economic growth. inflation, trade openness, exchange, unemployment 

and interest rates on FDI in Nigeria over the period 1980 and 2019. 

 

Methodology 

The model is an adaptation of Okonkwo et al (2015) which was given simply as 

GDP = f(FDI, IMP, EXP, INFL, EXCH, TECH, INTR)   

 ….1 
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Where FDI = Foreign Direct Investment; IMP = imports; EXP = Exports; INFL = 

Inflation rate;  EXCH = Exchange; TECH = technology and  INTR = Interest rates. 

Our model is given as  

FDI = f(GDP, UNE, OPN, INT, INF )     

 ….2 

And in mathematical form becomes 

FDI= β0 + β1GDP+ β2UNE + β3OPN + β4INT  + β5INF +  εt  

 ….3 

βi’s are the coefficient to be estimated. β1 > 0, β2 < 0, β3 > 0,  β4 < 0, β5< 0. Where  

FDI – Foreign Direct Investment 

GDP = Gross Domestic product 

UNE = Unemployment rate 

OPN = Trade openness (Trade/GDP) 

INT = Interest rates 

INF = Inflation rates 

 

Our Autoregressive Distributed Lag (ARDL) model is specified as 

∆𝐿𝑛𝐹𝐷𝐼𝑡 = 𝛽0 + ∑ 𝛽1

𝑝

𝑡=1

∆𝐹𝐷𝐼𝑡−1 + ∑ 𝛽2

𝑞

𝑡=1

∆𝐺𝐷𝑃𝑡−1 + ∑ 𝛽3

𝑞

𝑡=1

∆𝑈𝑁𝐸𝑡−1

+ ∑ 𝛽4

𝑞

𝑡=1

∆𝑂𝑃𝑁𝑡−1 

+ ∑ 𝛽5

𝑞

𝑡=1

∆𝐼𝑁𝑇𝑡−1 + ∑ 𝛽6

𝑞

𝑡=1

∆𝐼𝑁𝐹𝑡−1 + 𝜕1𝐿𝑁𝐹𝐷𝐼𝑡−1 + 𝜕2𝐺𝐷𝑃𝑡−1 

+𝜕3𝑈𝑁𝐸𝑡−1+𝜕4𝑂𝑃𝑁𝑡−1 + 𝜕5𝐼𝑁𝑇𝑡−1 + 𝜕6𝐼𝑁𝐹𝑡−1 + 𝜀𝑡   …4 

 

Presentation and discussion of results 

Table 1 Descriptive statistics 

 FDI UNE OPN INT INF GDP 

 Mean  2545.1

93 

 11.9612

5 

 0.34739

6 

 0.24700

0 

 18.9180

5 

 179.881

1 

 Median  1609.5

00 

 8.65000

0 

 0.33899

3 

 3.66500

0 

 12.3900

0 

 96.2405

0 

 Maximu

m 

 8841.0

00 

 27.4000

0 

 1.55784

4 

 18.1800

0 

 72.8400

0 

 568.499

0 

 Minimum  0.0000

00 

 1.80000

0 

 0.09141

3 

-

65.86000 

 5.39000

0 

 27.7520

0 
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 Std. Dev.  2600.7

09 

 8.81079

2 

 0.23119

1 

 14.4442

5 

 16.9052

2 

 162.487

4 

 Skewness  1.0765

53 

 0.54864

6 

 3.56621

3 

-

2.639675 

 1.82360

6 

 0.96420

7 

 Kurtosis  2.9543

00 

 1.77204

4 

 19.9823

6 

 12.4321

2 

 5.15248

9 

 2.51036

4 

       

 Jarque-

Bera 

 7.7299

30 

 4.51987

6 

 565.453

2 

 194.727

5 

 29.8922

8 

 6.59753

7 

 Probabili

ty 

 0.0209

64 

 0.10435

7 

 0.00000

0 

 0.00000

0 

 0.00000

0 

 0.03692

9 

       

 Sum  10180

7.7 

 478.450

0 

 13.8958

5 

 9.88000

0 

 756.722

0 

 7195.24

5 

 Sum Sq. 

Dev. 

 2.64E+

08 

 3027.57

2 

 2.08452

0 

 8136.82

1 

 11145.6

7 

 1029684

. 

       

 Observati

ons 

 40  40  40  40  40  40 

 

Table 1 presents the descriptive statistics of the data used in the analysis.  FDI, UNE, 

and GDP are platykurtic having a kurtosis less than 3; while INF, INT and OPN are 

leptokurtic.  The Jarque bera is a test for normality and its p-values tell us that only 

UNE are normally distributed. 

 

Table 2 Augmented Dickey-Fuller Units Roots test 

Variables ADF 

computed 

value at 

level 

5% 

Critical 

value 

ADF computed 

value at 1st 

difference 

5% 

Critical 

value 

Conclusion 

LNFDI 

GDP 

UNE 

OPN 

INT 

INF 

-1.204303 

-0.562485 

-0.187724 

-4.319339 

-4.510852 

-2.441667 

-2.945842 

-2.943427 

-2.938987 

-2.943427 

-2.941145 

-2.943427 

-9.928196 

-8.242637 

-6.444167 

- 

- 

-6.271653 

-2.945842 

-2.943427 

-2.941145 

- 

- 

-2.943427 

I(1) 

I(1) 

I(1) 

I(0) 

I(0) 

I(1) 

Source: Author’s computation on Eviews 
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Table 2 presents the Units root tests results.  Two (OPN and INT) of the data series 

are integrated at level and four (FDI, GDP, INF, UNE) are integrated of order 1.  This 

presents a good case for ARDL. 

 

Table 3 Optimum lag selection 

 Lag LogL LR FPE AIC SC HQ 
0 -980.0121 NA   1.19e+17  56.34355  56.61018  56.43559 

1 -854.6753   200.5390*   7.45e+14*  51.23859   53.10500*   51.88287* 

2 -820.0344  43.54857  9.74e+14  51.31625  54.78245  52.51278 

3 -772.4273  43.52647  8.79e+14   50.65299*  55.71898  52.40177 

       * is lag selection by criteria 

The optimum lag selected is 3 following the AIC which has the lowest value of 

50.65299. 

The summarized ARDL result is presented below as table 4 along with some 

diagnostic tests results. 

 

Table 4 ARDL and diagnostic test Result 

Dependent Variable: LNFDI 

Method: ARDL 

Selected Model: ARDL(3, 3, 3, 3, 3, 3) 

Variable Coefficient Std. Error t-Statistic Prob.*   

LNFDI(-1) 0.241290 0.177518 1.359245 0.1991 

LNFDI(-2) 0.479986 0.181162 2.649491 0.0212 

LNFDI(-3) 0.263801 0.188017 1.403067 0.1859 

GDP -0.000469 0.002802 -0.167253 0.8700 

GDP(-1) -0.005675 0.003714 -1.528030 0.1524 

GDP(-2) 0.007403 0.004060 1.823555 0.0932 

GDP(-3) -0.003956 0.003106 -1.273824 0.2268 

UNE -0.042589 0.045865 -0.928581 0.3714 

UNE(-1) -0.039153 0.049665 -0.788341 0.4458 

UNE(-2) -0.041238 0.053427 -0.771850 0.4551 

UNE(-3) 0.114421 0.049447 2.314009 0.0392 

OPN 1.464434 0.765347 1.913424 0.0798 

OPN(-1) -1.327665 0.978550 -1.356767 0.1998 

OPN(-2) 2.346872 1.017332 2.306890 0.0397 

OPN(-3) -0.854527 0.843568 -1.012992 0.3311 

INT 0.013996 0.016712 0.837509 0.4187 

INT(-1) 0.007904 0.015091 0.523768 0.6100 

INT(-2) -0.025838 0.014568 -1.773579 0.1015 

INT(-3) 0.020464 0.007026 2.912440 0.0130 

INF -0.005212 0.008966 -0.581283 0.5718 

INF(-1) 0.006846 0.010226 0.669461 0.5159 

INF(-2) -0.030396 0.010335 -2.940937 0.0124 
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INF(-3) -0.009037 0.009196 -0.982674 0.3452 

C 1.073753 1.265428 0.848530 0.4127 

R-squared 0.957402 F-statistic 11.72629 

Adjusted R-squared 0.875756 Prob(F-statistic) 0.000040 

      Durbin-Watson stat 2.727778 

Breusch-Godfrey Serial Correlation LM Test: 

F-statistic 1.401680     Prob. F(3,9) 0.3046 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

F-statistic 0.465775     Prob. F(23,12) 0.9443 

Source: Author’s computation on Eviews 

 

The results above reveal that second period lag of LNFDI is positive and statistically 

significant at the 5% level of significance.  GDP is slightly negative but not statistically 

significant.  This finding is in line with Okonkwo et al (2013).  Only the third period 

lag of UNE is statistically significant and positive as well. This is against apriori 

expectation and reveals probably an FDI inflow into Nigeria which grows in the same 

direction as our unemployment. A 1% change in unemployment leads to an 11% 

change in FDI inflow in Nigeria.  The second period lag of OPN is also positive and 

statistically significant. Trade liberalization has helped Nigeria over the period under 

review.  Third period lag of INT is positive and statistically significant while second 

period lag of INF is negative and statistically significant.  Thus a 1% change in INF 

changes FDI by 3%.  It is worthy of note that none of the explanatory variables is 

statistically in the current year period.  Therefore we can say that FDI is not impacted 

by any of the variables in the current period. 

The overall model is statistically significant and the explanatory variables explain 

about 96% of variations in the dependent variable.  The test for autocorrelation reveals 

the absence of autocorrelation; having an F-statistics of 1.401680 with a p-value of 

0.3046 which is not statistically significant.  The heteroscendasticity test also reveals 

the model is homoscendastic.  A bounds test procedure revealed the absence of a 

cointegration and so no long run form for the model.  The bounds test produced an F-

value of 11.472808 which is lower than the lower bounds critical value at 5%. 

 

Table 5 Bounds test result 

Test stat. Computed 

value 

Lag Sig. levels Critical values 

Lower bounds Upper 

bounds 

F-statistic 1.472808 2 10% 

5% 

2.5% 

1% 

2.26 

2.62 

2.96 

3.41 

3.35 

3.79 

4.18 

4.68 

 

Finally, the Granger causality test (table 5 below) reveals some unidirectional causality 

between FDI and INF as well as FDI and GDP. INF granger causes FDI and FDI 

granger causes GDP. 



 

Page 422                                                               JMSE Vol. 20 (7) 2020 ISSN – 2370-9878 

 
 
 

 

Table 6 Granger Causality test 

 Null Hypothesis: Obs F-Statistic Prob.  

 UNE does not Granger Cause LNFDI  37  0.03865 0.9621 

 LNFDI does not Granger Cause UNE  1.90843 0.1648 

     OPN does not Granger Cause LNFDI  37  0.27484 0.7615 

 LNFDI does not Granger Cause OPN  0.89706 0.4178 

     INT does not Granger Cause LNFDI  37  1.41467 0.2578 

 LNFDI does not Granger Cause INT  0.53234 0.5923 

     INF does not Granger Cause LNFDI  37  4.20861 0.0238 

 LNFDI does not Granger Cause INF  0.97235 0.3891 

    
 GDP does not Granger Cause LNFDI  37  0.13973 0.8701 

 LNFDI does not Granger Cause GDP  5.24443 0.0107 

     EXR does not Granger Cause LNFDI  37  0.88290 0.4234 

 LNFDI does not Granger Cause EXR  0.80749 0.4549 

Source: Authors computation 

 

Policy implications 

a. There is need to increase Nigeria’s domestic investment as this will help to 

reduce the increase in unemployment as FDI inflow increases. 

b. FDI will increase economic growth in Nigeria if government policies are 

properly implemented in the area of employment generation and reduction of 

inflation rates. 
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Appendix 

Bounds test 

 

ARDL Bounds Test   

Date: 06/28/20   Time: 14:50   

Sample: 5 40    

Included observations: 36   

Null Hypothesis: No long-run relationships exist 

          
Test Statistic Value k   

          
F-statistic  1.472808 5   

          
     

Critical Value Bounds   

          
Significance I0 Bound I1 Bound   

          
10% 2.26 3.35   

https://ideas.repec.org/a/hur/ijarbs/v8y2018i3p57-69.html
https://ideas.repec.org/a/hur/ijarbs/v8y2018i3p57-69.html
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5% 2.62 3.79   

2.5% 2.96 4.18   

1% 3.41 4.68   

          
 

Pairwise Granger Causality Tests 

Lags: 2   

        
 Null Hypothesis: Obs F-Statistic Prob.  

        
 UNE does not Granger Cause LNFDI  37  0.03865 0.9621 

 LNFDI does not Granger Cause UNE  1.90843 0.1648 

        
 OPN does not Granger Cause LNFDI  37  0.27484 0.7615 

 LNFDI does not Granger Cause OPN  0.89706 0.4178 

        
 INT does not Granger Cause LNFDI  37  1.41467 0.2578 

 LNFDI does not Granger Cause INT  0.53234 0.5923 

        
 INF does not Granger Cause LNFDI  37  4.20861 0.0238 

 LNFDI does not Granger Cause INF  0.97235 0.3891 

        
 GDP does not Granger Cause LNFDI  37  0.13973 0.8701 

 LNFDI does not Granger Cause GDP  5.24443 0.0107 

        
 EXR does not Granger Cause LNFDI  37  0.88290 0.4234 

 LNFDI does not Granger Cause EXR  0.80749 0.4549 

 

  


