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Abstract 

The study examined the relationship between foreign direct investment (FDI) and Nigeria’s growth from 1980 to 2015. 

The Johansen co-integration technique was employed to achieve the objective of the study. The result revealed that all 

the regressors – foreign direct investment, interest rate, government expenditure and inflation as well as the 

regressand – gross domestic product which represented economic growth have a positive long run relationship over 

the period under review. The implication of finding was that, government should create an enabling environment such 

as macroeconomic stability (relative price and exchange rate stability), political stability, and infrastructural 

development (good road network, steady power supply) as a way of attracting more foreign direct investment into 

Nigeria. It was, therefore, recommended that, an investment friendly environment (such as enhancing foreign investor 

legal protection, reforming land policy, speeding up and deepening tax reforms etc.) should be created by the 

government so as to increase the inflow of FDI into Nigeria.    
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1.0   Introduction  

Foreign direct investment (FDI) is an investment made to acquire a lasting management interest (normally 10% of 

voting stock) in a business enterprise operating in a country other than that of the investor defined according to 

residency (World Bank 1996). Many countries and continents (especially developing) now see attracting foreign direct 

investment as an important element in their strategy for economic development, probably because FDI is seen as an 

amalgamation of marketing, capital, management and technology which will generate considerable impact on the 

host’s nations production capabilities. 

Foreign direct investment has been placed high on the developmental policy of developing countries as a result of the 

advice of global economic governance institutions (such as World Bank, International Monetary System (IMF), and 

World Trade Organization). Many of these developing countries believe that foreign affiliates with transnational 

corporations (TNCs) will yield a wide range of positive externalities. Many of these countries go beyond the minimum 

national treatment to TNCs provided by international law by further offering them subsidized production facilities, tax 

holidays and more favourable terms than those granted to domestic firms (Aremu 1990). 

The Nigerian economy has been one of the important destination points of foreign direct investment in Sub-Saharan 

Africa. However, the underdeveloped nature of the Nigerian economy that hindered the pace of her development has 

necessitated the demand for foreign direct investment into the country. The level of foreign exchange and domestic 

mailto:abraham_oni@yahoo.com
mailto:kinger4real@yahoo.com


 

Journal of Finance and Economic Research   Vol. 3 . No. 1:  2016,     ISSN: 2251-015X  

 
 

165 
 

savings in Nigeria has not been sufficient to meet up with the required level investment needed to achieve desired rate 

of economic growth, which has created saving investment and foreign exchange earning gap. Foreign direct 

investment is, therefore, needed to bridge the gap.  

Foreign direct investment has been of great benefit to many countries as it stimulates economic growth, creates new 

jobs, brings about foreign exchange earnings, new expertise and new technology which spill over to local firms and 

workers. Nigeria’s large market size and natural resource base qualifies her to be a major recipient of foreign direct 

investment (FDI) in Africa and she has been placed as one of the three leading African countries that have consistently 

received FDI in the past decade. According to Asiedu (2005) the level of FDI attracted by Nigeria compared to its 

resource base and potential need is mediocre.  

Many programs and institutions were established by the Nigerian government in pursuance of macroeconomic goals 

with the intention of facilitating the inflow of more foreign direct investment into the productive sectors of the 

economy. One of these programs was the Structural Adjustment Program (SAP) which was introduced in 1986 so as to 

put the Nigerian economy on a stable and sustainable path. Over the years of implementing SAP, there was still said to 

be a fall in both domestic and foreign investment necessary for the realization of substantial economic development in 

the country. The foreign economic policy in Nigeria has received significant attention from 1990 to date. The United 

Nations conference on trade and development (UNCTAD 1999) reported that by 1999 Nigeria had signed six bilateral 

investment treaties (BITs) and eleven double taxation treaties (DITs), all aimed at encouraging the inflow of FDI. By 

the end of the 1990s the Overseas Development Initiative (ODI) recorded Nigeria as the second largest recipient of 

FDI among the low income countries some of which were India, Vietnam, China, Bangladesh and some countries of 

the African region. 

Nigeria is buoyantly blessed with human and mineral resources but is believed to be a high risk market for investment 

as of a result of Boko-Haram insurgency, kidnapping, lack of infrastructural facilities and its reliance on the oil sector 

as its major source of revenue. Decades of bad governance have almost crippled the national economy with corruption 

and misappropriation of funds becoming the norm rather than the exception. Many experts and analysts have 

encouraged the use of foreign direct investment as a variable, booster to jump start the Nigerian economy. With the 

enthronement of democratic government in 1999 the government has taken a number of steps to woo foreign investors 

into Nigeria. It is thus necessary to access the impact of foreign direct investment on the Nigerian economy.  

It is widely believed that the growth of an economy critically depends on both foreign and domestic investment. The 

rate of foreign direct investment (FDI) inflow in a country equally depends on the rate of economic growth. Anti-

proponents of foreign direct investment believe that it may lead to net capital outflow caused by capital flight which 

could lead to balance of payment (BOP) difficulties and also create income distribution problems when it competes 

with domestic investment. The Nigerian economy continues to nosedive despite various efforts, policies and strategies 

being put in place to attract foreign investors. The need for foreign direct investment is borne out of the 

underdeveloped nature of the Nigerian economy which essentially hinders the pace of her economic development. 

Against this background, the study is focused on analyzing the significance of the impact of foreign direct investment 

on the Nigerian economy. 
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In an effort to examine the impact of foreign direct investment on the Nigerian economy contending issues serving as 

problems must be taken into consideration. In doing this, certain question may be asked such as: Does foreign direct 

investment have a positive impact on the Nigerian economy?. The main objective of the study is to ascertain the 

impact of foreign direct investment on the Nigerian economy. The study covers a period of 36 years from 1980 to 

2015 and relied on secondary data sourced from various issues of the Central Bank of Nigeria (CBN) Statistical 

Bulletin and Annual Report and Statement of Accounts. 

Following the introductory section is the review of literature in section two. Section three provides the research 

methodology while section four is the analyses of estimation results as well as the policy implications of findings. 

Section five is concerned with making  appropriate policy recommendations and concluding remarks. 

2.0  Literature Review  

The availability and consistent inflow of FDI in Nigeria is the catalyst to economic development of the country. The 

growing interest in foreign direct investment is as a result of the further perceived opportunities derivable from 

utilizing this form of capital injection into the economy to augment domestic savings and further promote economic 

development in most developing economies (Aremu, 2005). Foreign direct investment represents a verifiable source of 

foreign exchange and technological transfer to a developing economy like Nigeria. Although foreign direct investment 

had been seen as retarding and parasitic to the host countries domestic industries, it has now emerged as the most 

important resource flows to developing countries over the years and has become a significant part of capital formation 

in these countries as it contributes to the host countries wide externalities in the form of transfer of technology, gross 

capital formation, human capital development, industrial productivity, competitiveness and other benefits (Unuriode, 

2014). 

According to Macaulay (2012), Nigeria’s foreign investment can be traced to the colonial era, when the colonial 

masters had the intention developing their economies by exploiting our resources. There was little investment by these 

colonial masters. After the search and discovery of oil, Nigeria’s FDI has not been the same. The Nigerian government 

recognized the importance of FDI in enhancing economic growth and development; various strategies involving 

incentive policies and regulatory measures were put into place to promote the inflow of FDI into the country. Nigeria 

is one of the economies with great demand for goods and services and has attracted FDI over the years. The amount of 

FDI inflow into Nigeria was estimated at US$2.23 billion in 2003 and rose to $5.31 billion in 2004 or an increase of 

138 percent. The figure rose to $9.92 billion or 87 percent increase in 2005. The figure however slightly declined to 

$9.44 billion in 2006. The country’s FDI flows have been on a free fall since 2011 when it dropped from $8.9 billion 

to $7 billion in 2012 declined 21.4 percent to $5.6 billion in 2013 and totaled an estimated $4.9 billion in 2014 

according to the Global Investment Trends Monitor report published by the United Nations Conference on Trade and 

Development (UNCTAD, 2015). This indicates that FDI inflows to Africa’s largest economy dropped for the fourth 

consecutive year and stood at little more than half the level recorded in 2011. The fall in FDI is also worrying to the 

economy because of the sharp drop in Nigeria’s oil earnings which may decrease the government’s capacity to make 

up shortfalls in private investment in infrastructure or other important capital projects.  According to Ijeoma (2014), 

FDI inflow has not contributed highly to the Nigerian economy as it has continued to decline and Nigerian officials 

targeting higher foreign investment to accelerate industrialization will be disappointed. 
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However, Osanigah (2013) asserted that FDI’s contribution to growth depends on the sector of the economy it 

operates. Anyanwu (1998) paid particular emphasis on the determinants of FDI inflows to Nigeria. He identified 

change in domestic investment, change in domestic output or market size, indigenization policy and change in 

openness of the economy as major determinants of FDI inflows into Nigeria and that much effort must be made to 

raise the nation’s economic growth so as to be able to attract more FDI.  

 

2.1 Overview Of Foreign Direct Investment In Nigeria      

Nigeria has made it to the top 20 global destinations for foreign direct investment. Nigeria receives the largest amount 

of foreign direct investment (FDI) in Africa. Over the last decade, there has been enormous growth in the flow of FDI 

into the country. The most important sources of FDI in Nigeria have traditionally been the home countries of the oil 

majors. The USA, present in Nigeria’s oil sector through Chevron, Texaco and Exxon Mobil, had investment stock of 

USD 3.4 billion in Nigeria in 2008. The flow of FDI from the UK accounts for about 20% of Nigeria’s total foreign 

investment. As China seeks to enlarge its trade relations with Africa, it too is becoming one of Nigeria’s most 

important sources of FDI as it is China’s second largest trading partner in Africa, next to South Africa. China’s direct 

investment into Nigeria stood at USD 3 billion in 2003 and is now said to be worth USD 6 billion (World Bank 2009). 

2.2 The Link Between Foreign Direct Investment And Economic Growth. 

The link between Foreign Direct Investment and Economic Growth has been a subject of debate for many decades and 

has been subject to empirical scrutiny. There have been new found facts about this link due to the emergence of the 

globalized world in recent times. This is due to the acknowledgement of Multinational Corporation, capital 

accumulation and large investment in trade in developing countries. Foreign direct investment is bundle of capital 

stock and technology, and can augment the existing stock of knowledge in the host economy through skill acquisition 

and diff usion, labor training and the introduction of new managerial practices and organizational arrangements (De 

Mello, 1997). 

Three strands of literature have been added to the subject of FDI-led growth. First, previous studies based on the 

assumption that there is only one causality from FDI to GDP growth and have been criticized in more recent studies 

(for example Kholdy, 1995). In other words, not only can FDI cause negative or positive eff ect on growth but growth 

can aff ect the flow of FDI. Secondly, the new-growth model has resulted in some reappraisal of determinant of growth 

in modeling the role played by FDI in growth process. Thirdly, the new development in econometrics theory such as 

time series concept of integration and causality testing has further expanded the ongoing contest of the relationship 

between FDI and economic growth. Foreign direct investment can impact growth directly and indirectly. The impact 

of FDI can be seen to directly impact growth through capital accumulation, and the incorporation of new inputs and 

foreign technologies in the production function of the host country. Neoclassical and endogenous growth models have 

used empirical test to check the theoretical benefits of FDI. In the neoclassical growth models FDI promotes economic 

growth by increasing the volume of investment but FDI aff ects growth only in the short run because of diminishing 

returns to capital in the long run. Longrun growth in the neoclassical models arises from exogenous growth of the 

labor force and exogenous technological progress. In the endogenous growth models, FDI raises growth through 

technological diff usion from the developed countries to the developing. This permanent knowledge transfer from FDI 
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accounts for the diminishing returns that result in long run growth. The endogenous growth literature has identified  

country conditions that must be present for FDI to have a positive impact on growth such as the complementarity 

between domestic and foreign investment, adequate levels of human capital, open trade regimes, and well developed 

financial markets.  

There are several empirical studies on the relationship between FDI and economic growth in Nigeria which have 

shown varied results and submissions. Odozi (1995) placed special emphasis on the factors affecting FDI flows into 

Nigeria in both pre and post Structural Adjustment Programme (SAP) eras and found that the macro policies in place 

before SAP were discouraging investors. This policy environment led to the proliferation and growth of parallel 

markets and sustained capital flight. Adelegan (2000) explored the Seemingly Unrelated Regression model (SUR) to 

examine the impact of FDI on economic growth in Nigeria and found that FDI is pro-consumption, pro-import and 

negatively related to gross domestic investment. Ekpo (1995) reported that political regime, real income per capita, 

inflation rate, world interest rate, credit rating and debt service were the key factors explaining the variability of FDI 

inflows into Nigeria. Similarly, Ayanwale and Bamire (2004) assessed the influence of FDI on firm level productivity 

in Nigeria and reported positive spillover of foreign firms on domestic firm productivity. Ariyo (1998) studied the 

investment trend and its impact on Nigeria’s economic growth over the years. He found that only private domestic 

investment consistently contributed to raising GDP growth rates during the period considered, from 1970 to 1995. 

Furthermore, there is no reliable evidence that all the investment variables included in his analysis have any 

perceptible influence on economic growth. He, therefore, suggested the need for an institutional re-arrangement that 

recognizes and protects the interest of major partners in the development of the economy. 

Ayanwale (2007) employed an augmented growth model via the ordinary least square and the two stage least squares 

(2SLS) methods to ascertain the relationship between FDI, its components and economic growth. His results suggested 

that, the determinants of FDI in Nigeria are market size, infrastructure development and stable macroeconomic policy. 

Openness to trade and available human capital are, however, not FDI inducing but FDI was found to have contributed 

to economic growth in Nigeria. Ayadi (2009) investigated the relationship between FDI and economic growth in 

Nigeria from 1980 to 2007 and found a very weak correlation and causality between the variables and recommended 

that infrastructural development, human capital building and strategic policies towards attracting FDI should be 

intensified.  

Osinubi and Amaghionyediwe (2010) investigated the relationship between foreign private investment (FPI) and 

economic growth in Nigeria for the periods 1970 – 2005 and found that FPI, domestic investment growth, net export 

growth and the lagged error term were statistically significant in explaining variations in Nigeria economic growth. 

Ayashagba and Abachi (2002) explored the relationship between FDI and economic growth in Nigeria during the 

periods 1980 -1997 and found that FDI had significant impact on economic growth. In a study on the impact of FDI on 

economic growth in Nigeria for the period from 1970 – 2001, Akinlo (2004) through his ECM results showed that 

both private capital and lagged foreign capital have little and not statistically significant effect on the economic 

growth. The results seemed to support the argument that extractive FDI might not be growth enhancing as much as 

manufacturing FDI.  

Accam (1997) reviewed the effect of exchange rate instability on the macro economic performance with specific 

reference to the effect on trade and investment. In the survey, Ham and De Mello (1990) found that unstable 
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macroeconomic environment constitutes one of the major impediment to investments in many less developed countries 

(LDCs). The author estimated on OLS regression of the fixed country using standard deviation of the exchange rate as 

a proxy for instability. The study found a negative sign associated with the coefficient of exchange rate uncertainty. 

Olumigina (2003) in the test conducted using OLS, found market exchange rate in the official market as being 

significant at 10% for FDI to agricultural sector, the same is however not significant for manufacturing sector. He, 

therefore, concluded “proper management of the exchange rate to forestall costly distribution, constitute an important 

pillar in determining flows of FDI to Nigeria and Sub-Sahara African countries.  

 

Solomon and Eka (2013) investigated the empirical relationship between foreign direct investment and economic 

growth in Nigeria. The study covered a period of 1981-2009 using annual data. A growth model via the Ordinary Least 

Square method was used to ascertain the relationship between FDI and economic growth in Nigeria. The result of the 

OLS techniques indicated that FDI has a positive but insignificant impact on Nigerian economic growth for the period 

under study. Alejandro (2010) explained that FDI plays an extra ordinary and growing role in global business and 

economies. It can provide a firm with new markets and marketing channels, cheaper production facilities, access to 

new technology products, skills and financing for a host country or the foreign firms with investment, it can provide a 

source of new technologies, capital processes products, organization technologies and management skills and other 

positive externalities and spillover that can provide a strong impetus to regional economic growth. Nwankwo et. al. 

(2013) investigated the impact of globalization on foreign direct investment in Nigeria - since the world has become a 

global village. The methodology used is purely descriptive and narrative and the data used is secondary. It was found 

that foreign direct investment (FDI) has been of increased benefit to Nigeria in the area of employment, transfer of 

technology, encouragement of local enterprises etc. But there are certain impediments to the full realization of the 

benefits of foreign direct investment. 

3.0 Research Methodology 

This study investigates the relationship between foreign direct investment (FDI) and economic growth in Nigeria from 

1980-2015 through the application of Johansen Co-integration technique. The methodology involves estimating an 

econometric model in which the link between FDI and economic growth in Nigeria is investigated. The co-integration 

method shows a long run relationship between the dependent and independent variables. It is used to ensure that there 

is a long run relationship between the dependent and independent variables. The long run relationship will help in 

making forecast and policy recommendation. The unit root test which is a pretest of co-integration will be employed in 

order to validate the stationarity of the variables. Time series data are often assumed to be non-stationary and thus it is 

necessary to perform a pre-test to ensure that there is a stationary co-integrating relationship among the variables to 

avoid the problem of spurious regression. The aim of unit root is to determine the underlying properties of the process 

that generate the time series variables in the study. The valuable role of the unit root test in data estimation is that it is 

used to determine if trending data should be first differenced or regressed on deterministic functions of time to render 

the data stationary. 

Unit Root Test: The first step involves testing the order of integration of the individual series under consideration. 

Researchers have developed several procedures for the test of order of integration. The most popular ones are 

Augmented Dickey-Fuller (ADF) test due to Dickey and Fuller (1979, 1981), and the Phillip Perron (PP) due to 
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Phillips (1987) and Phillips and Perron (1988). Augmented Dickey-Fuller test relies on rejecting a null hypothesis of 

unit root (the series are non-stationary) in favor of the alternative hypotheses of stationarity. The tests are conducted 

with and without a deterministic trend (t) for each of the series. The general form of ADF test is estimated by the 

following equation: 

                 
                    (3.1) 

                  
                    (3.2) 

Where: 

Y is a time series, t is a linear time trend, ∆ is the first difference operator,     is a constant, n is the optimum number 

of lags in the dependent variable and   is the random error term; the difference between equation (3.1) and (3.2) is that 

the first equation included just a drift. However, the second equation includes both drift and linear time trend. 

Co-Integration: The second step in this time series analysis is to test for the presence or otherwise of co-integration 

between t the series of same order of integration through forming a co-integration equation. The basic idea behind co-

integration is that if in the long-run, two or more series move closely together, even though the series themselves are 

trended, the difference between them is constant. It is possible to regard these series as defining a long-run equilibrium 

relationship, as the difference between them is stationary (Hall and Henry, 1989). A lack of co-integration suggests 

that such variables have no long-run relationship: in principle they can wander arbitrarily far away from each other 

(Dickey et. al., 1991). We employ the maximum-likelihood test procedure established by Johansen and Juselius (1990) 

and Johansen (1991). Specifically, if    is a vector of n stochastic variables, then there exists a p-lag vector auto 

regression with Gaussian errors of the following form: Johansen’s methodology takes its starting point in the Vector 

Autoregression (VAR) of order P given by: 

                                    (3.3) 

Where 

     is an nx1 vector of variables that are integrated of order commonly denoted (1) and    is an nx1 vector of s 

              
 
                       (3.4) 

Where: 

                  
 
        

         

To determine the number of co-integration vectors, Johansen (1988, 1989) and Johansen and Juselius (1990) suggested 

two statistic test, the first one is the trace test (λ trace). It tests the null hypothesis that the number of distinct co-

integrating vector is less than or equal to q against a general unrestricted alternatives q = r; the test calculated as 

follows: 

                 
               

Where T is the number of usable observations, and the    
        the estimated eigenvalue from the matrix. 
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3.1  Model Specification 

Specifically, the equation for estimation is of the following functional form: 

GDP= f (FDI, LIR, GEX, INF) ………………………………… (3.5) 

Equation (3.5) can be transformed into an econometric model as follows: 

GDP=                              …………….. (3.6) 

A priori Expectations:         and          < 0 

Using the co-integration method, this study aims to examine the empirical relationship between foreign direct 

investment and gross domestic product (GDP) in the Nigerian economy. The variables used in this study are: Gross 

domestic product (GDP) represents economic growth, Foreign direct investment (FDI), Lending interest rate (LIR), 

Government expenditure (GEX) and Inflation (INF). 

4.0   Analyses Of Estimated Results   

This section contains presentation and analyses of estimated results and as well discusses the policy implications of 

findings. The dependent variable is the gross domestic product (GDP) and 36 observations used for estimation from 

1980 to 2015. These results are shown in tables 4.1 and 4.2 respectively. 

 

4.1  Unit Root Test Result 

The aim of unit root is to determine the underlying properties of the process that generate the time series variables in 

this work. It is to ascertain whether the variables in the model are stationary or non-stationary. Time series data are 

often assumed to be non-stationary and thus it is necessary to perform a pretest to ensure that there is a stationary co-

integrating relationship among variables to avoid the problem of spurious regression. A difference stationary series is 

said to be integrated and is denoted as I(d) where d is the order of integration. The order of integration is the number of 

unit roots contained in the series, or the number of differencing operations it takes to make the series stationary. In this 

study, the Augmented Dickey-Fuller (ADF) test (1979) is reported.  

 

For the testing of unit roots, all variables are subjected to stationarity test using the Augmented Dickey-Fuller (ADF). 

Since the ADF tests are sensitive to lag length, the Akaike Information Criterion (AIC) is used to determine the 

optimal lag length for the ADF test. The results of the ADF statistic is reported in table 4.1 below. The report captures 

the t-statistic which is compared with the critical values for decision making on the hypotheses and the p values in 

parentheses. 
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 Table 4.1: Results of  Unit Root Test 

    Variable Augmented Dickey- 

 Fuller (ADF) Test Statistic 

Conclusion 

GDP   Level -3.6122 (0.8151)  

        I (1)   First Diff. -3.6736 (0.0048)** 

FDI   Level -3.6220 (0.7989)  

       I (1)   First Diff. -3.6450 (0.0022)** 

GEX   Level -3.7332 (0.4429)  

       I (1)   First Diff. -3.7332 (0.0036)** 

LIR   Level -3.6122 (0.0748)  

       I (1)   First Diff. -3.6329 (0.0003)** 

INF   Level -3.6736 (0.0905)  

      I (1)   First Diff. -3.7105 (0.0000)** 

 

Note: Probabilities are in parentheses.  **All the variables are significant at 5%  level 

Source:  Authors’ Estimation Results, 2016. 

A careful examination of the above table reveals that the results of the ADF class of test  is consistent. For the level 

series, the results show the existence of unit root for all the variables as it fails to reject the null hypothesis of non-

stationary, as the t-statistic results are lower than the critical values. The results show that all variables are not 

stationary at levels. After first differencing, the ADF tests of unit root indicate that all  variables employed are 

stationary at 5% level and their use would not lead to spurious regression. Therefore, all the series are stationary or 

integrated of the same order one, that is I(1) as expected. Thus, the variables satisfy the unit root property in their first 

differences. This indicates that the values of their calculated ADF statistics are higher than their critical values at 5% 

level. It means that the null hypothesis of the presence of non stationarity in the series is rejected. The implication is 

that, the series are integrated of the order one, that is I(1). Thus, the evidence suggests that the first differencing is 

sufficient for modeling the time series considered in this study. Therefore, it becomes necessary to test for co-

integration. This means that we can conveniently test whether there exists a long run relationship between foreign 

direct investment and economic growth in Nigeria between 1980 and 2015 using annual data. As such, a multivariate 

Johansen co-integration relationship is estimated to establish the existence of a long run equilibrium relationship 

between the dependent and independent variables. 

4.2  Co-integration Test 

Engle et al (1987) pointed out that a linear combination of two or more non-stationary series may be stationary. If such 

a stationary linear combination exists, the non-stationary time series are said to be co-integrated. The stationary linear 

combination is called the co-integrating equation and may be interpreted as a long run equilibrium relationship among 

the variables. Therefore, the purpose of the study in this regard is to undertake co-integration test to determine whether 

the group of the non-stationary series (variables) for the study are co-integrated or not.    

Having verified that all empirical variables were stationary and integrated of the same order, the study tests for the 

existence of long run equilibrium relationship between the variables in the model. A vector of variables integrated of 

order one is integrated if there exists  linear combination of the variables which are stationary. In this study, following 

the approach of Johansen and Juselius (1990) two likelihood ratio test statistics, the trace and maximum Eigenvalue 

test statistics are utilized to determine the number of co-integrating vectors. The co-integration property requires all 

variables to converge in the long run. The test for this property is conducted and the results are shown in Tables 4.2a 

and b below. 
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The procedure followed to determine the number of co-integrating vectors begins with the null hypothesis that there is 

no co-integrating vectors, HO. A rejection of the hypothesis can lead to testing the alternative hypothesis, HA. The 

testing procedure continues until the null hypothesis cannot be rejected any longer. 

 

Tables 4.2a and b : Results of Multivariate Johansen Co-integration Tests 

Table 4.2a: Results of Unrestricted Co-integration Rank Test (Trace) 

Hypothesized No. of 

Co-integrating 

Equations  (r) 

 

Eigen value 

 

Trace test statistic  K = 2 

 

Prob.** 

Ho HA (λ trace) Critical Value 

(0.05) 

r  0 r > 0 0.898490 91.32039** 69.81889 0.0004 

r  1 r > 1 0.810321 50.14361** 47.85613 0.0300 

r  2 r > 2 0.572270 20.22002 29.79707 0.4080 

r  3 r > 3 0.239715 4.933302 15.49471 0.8159 

r  4 r > 4 9.92E-06 0.000179 3.841466 0.9911 

 

Note:  Trace test indicates 2 co-integrating equation(s) at the 0.05 level 

*denotes rejection of the hypothesis at the 0.05 (5%) level;  r represents number of co-integrating vectors; k 

represents number of lags in the unrestricted VAR model **MacKinnon-Haug-Michelis (1999) P-values. 

Source:  Authors’ Estimation Results, 2016.  

 

 

 

 

Table 4.2b: Results of Unrestricted Co-integration Rank Test 

                         (Maximum Eigenvalue) 

Hypothesized No. of 

Co-integrating 

Equations  (r) 

 

Eigen value 

 

 

Max-Eigen Statistic K = 2 

 

 

Prob.** 

Ho HA (λ Max) Critical Value 

(0.05) 

r = 0 r = 1 0.898490 41.17678** 33.87687 0.0057 

r = 1 r = 2 0.810321 29.92359** 27.58434 0.0246 

r = 2 r = 3 0.572270 15.28672 21.13162 0.2693 

r = 3 r = 4 0.239715 4.933123 14.26460 0.7503 

r = 4 r = 5 9.92E-06 0.000179 3.841466 0.9911 

 

Note:  Max-Eigenvalue statistic indicates 2 co-integrating equation(s) at the 0.05 level;  *denotes rejection of the 

hypothesis at the 0.05 (5%) level; r represents number of co-integrating vectors;  k represents number of lags in the 

unrestricted VAR model.    **MacKinnon-Haug-Michelis (1999) P-values.  

Source:  Authors’ Estimation Results, 2016. 
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The results of multivariate co-integration test based on Johansen and Juselius co-integration technique reveal that both 

the trace statistic and maximum Eigenvalue statistic confirm the existence of co-integrating equations among the 

variables of interest. It is evident that the trace test indicates two co-integrating equations while maximum Eigenvalue 

test reveals two co-integrating equations in the model, as the null hypothesis of no co-integration (r = 0) is rejected. 

Since the variables are co-integrated, this satisfies the convergence property.  

Although, when the results obtained from the trace statistic and maximum Eigenvalue statistic yield different 

conclusions, the trace statistic is preferred. This is supported by Cheung and Lai (1993) who found that the trace 

statistic showed more robustness to both skewness and excess kurtosis in the residuals than the maximum Eigenvalue 

test statistic. Fortunately, the results of test statistics with the selected lag lengths indicate that there was more than one 

co-integrating relationship between foreign direct investment and economic growth variables at the five percent (5%) 

level of significance. These results suggest that there is a unique long run equilibrium relationship among the variables 

of interest. 

4.3  Policy Implications Of Findings 

From our findings, it was obvious that a long run  positive relationship exists between foreign direct investment (FDI) 

and economic growth in Nigeria. This means that as FDI inflow increases, GDP will also increase. The implications of 

the above scenario holistically are that governments should create the enabling environment such as macroeconomic 

stability (relative price and exchange rate stability), political stability, and infrastructural development (good road 

network, steady power supply) as a way of attracting more foreign direct investment into Nigeria. This will have a 

multiplier effects on the economy in terms of increased employment opportunities, income, productivity, transfer of 

technology and managerial skills in the Nigerian economy. Stable exchange rates is an impetus to economic growth 

and a way of attracting foreign investors. Therefore, the monetary authorities should have the political will to 

implement policies that will stem the tide of exchange rate volatility.  

The negative interest rate which portends high lending rate has not helped both local and foreign investors in Nigeria. 

This has increased the cost of capital and reduce investment in the country. Low lending rates will reduce the cost of 

doing business and encourage and boost investors confidence in the economy. Therefore, policy makers should initiate 

and implement policies that will induce foreign investment such as a reduction in interest rate. Inflation will adversely 

affect the economic growth or gross domestic product (GDP) and thus leading to rapid deterioration in the value of a 

nation’s currency and also erode the confidence in the mind of foreign investors, thus discouraging foreign direct 

investment inflow into the economy.  

 

5.0  Recommendations And Conclusion 

In the light of the above findings, the following recommendations are proposed to encourage and improve the inflow 

of foreign direct investment into Nigeria: 

1. Government should invest more in infrastructural development (such as steady power supply, good roads, 

transportation etc.) and create a stable macroeconomic environment (such as price and exchange rate stability) which 

will lower the cost of doing business in Nigeria so as to enhance and ultimately increase FDI inflows into the country. 

2. There is the need to reduce lending interest rate as high interest rate will negatively affect investment. Low lending 

rates will reduce the cost of doing business and encourage and boost investors confidence in the economy. 
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3. An investment friendly environment (such as enhancing foreign investor legal protection, reforming land policy, 

speeding up and deepening tax reforms etc.) should be created by the government so as to increase the inflow of FDI 

into the economy. 

4. The level of security at all levels in the country should be overhauled in order to boost indigenous foreign investors 

confidence as instability in any country scare away prospective investors. 

5. There is also the need to implement policies that will stabilize inflation, increase government expenditure and 

create an enabling environment for the inflow of FDI for growth to be effectively stimulated.  

 

Conclusion: The low level of FDI and the significance of it in a developing economy motivated this study. Nigeria is 

yet to fully reap the benefits of FDI as its impact on growth at the moment is quite negligible. It is obvious that there 

is need for rekindling FDI as a means of setting the Nigerian economy along the path of sustainable growth and 

development. With good policies put in place and an enabling business environment for foreign direct investment to 

strive, the Nigerian economy will be better for it and growth will be enhanced.  
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