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Abstract 
 

This study is on the relationship between Foreign Direct Investment and economic growth in Nigeria period 1986 -

2015. In analyzing the data, econometric tools were employed. In all the results, FDI was statistically significant 

and the direction of Causality flows from FDI to economic growth (GDP).The result on TOP further confirms the 

statistical  insignificant relationship on Nigeria’s economy.as there is no Causality between TOP and economic 

growth. The result of the Co integration test revealed that all the variables are co integrated indicating that there is 

a dynamic long-run relationship between Foreign Direct Investment and Trade Openness. 

Key Words: Foreign Direct Investment, Trade Openness, Causality and Economic Growth. 

 

1.0    Introduction 

The debate on the relationship between foreign direct investment, trade openness and economic growth is still on-

going and has continued to attract attention in economic discourse globally. No nation can develop without the 

cooperation and assistance from others. International movement of capital from surplus nations to deficit nations 

takes different forms. FDI is one of such channels. Foreign Direct Investment refers to a movement of capital that 

involves ownership and control. For example, if Ghanaian citizens purchase common stock in a Nigerian company 

they become owners because there is an element of control, the common stockholders have voting rights and a stake 

in. The building of a Rubber manufacturing company in Nigeria by a Ghanaian firm is also foreign direct investment 

because there is ownership and control. FDI is usually discussed in the context of Multinational Corporations 

(MNC). It is also referred to as the Transnational Enterprises (TNE) or Transnational Corporation (TNC). In all of 

these nomenclatures, what is common is that production is taking place in one or more countries but under the 

supervision of the parent company at the Head Office. Many see FDI inflow as gap filling on the host countries. The 

shortfalls created by the domestic investments are closed by attracting inflows of foreign investment. Some 

empirical evidence abounds on the positive effects of FDI on economic growth of host nations that embraced open 

economy. 

Trade openness is represented by the ratio of imports, exports or imports plus exports to the GDP. There is an 

awareness among developing countries that trade openness is believed to be the engine of economic growth. Indeed, 

this is because trade openness policy is strategic as it influences the decision of foreign investors to invest. Thus, in 

Costa Rica between 1983 and early 1990s the country’s policy on trade promoted the inflow of foreign investors to 

invest in its economy. The country achieved this by establishing an export-processing zone (EPZ) which allowed 

companies in the country to export its finished goods. They use the proceeds from the exports to import raw 

materials and equipment based on tax-free policy. Essentially effective trade policy enhance economic growth and 

comparative advantage, it makes the country to increase its share of World trade. According to Levine and Renelt 

(1992), trade openness would encourage foreign direct investment due to the reduction of trade tariffs. Chang, 

Kaltini and Loayza (2009) posit that trade openness ensures efficient distribution of resources owing to the 

comparative advantages of nations. It increases competition in national and international markets.  It is imperative to 

note that Trade Openness also allows for dissemination of reliable information on new technological breakthroughs, 

which ordinarily would not have been made known and available for use. Thus, it is important to point out that 

reduction of tariffs and removal of trade barriers would help to increase the inflows of FDI and increase production 

capacity of host country.   

Contributing on trade openness, Abatra and Slottje (1993) opined that removal of trade barrier in order to attract 

foreign investment would lead to a reduction in national productivity because of drop in the price of domestic goods. 

However, this assertion not withstanding FDI inflows and outflows encourage trade openness. The opening of 
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economic space of a nation brings about development in various areas of the nation’s life particularly in technology 

transfer and employment generation. The importance of FDI in nation building cannot be underplayed. It is obvious 

that FDI inflows have remained the only channel recognized by economic and financial experts through which 

technology transfer can reach developing countries. According to Nigam and Gowda (1996), an effective technology 

transfer system requires a carefully thought -out plan, clearly communicable ideas and a cooperative effort. Risdon 

(1992) stressed that Technology Transfer is explained in six phases namely Technology innovation, Technology 

confirmation, Target technology consumers, Technology marketing, Technology application and evaluation. All of 

these are made possible through the inflows of FDI to the host countries. The quest for technology acquisition by 

developing countries has given rise to inward FDI inflows. Evidence abounds in development literature on the 

importance and contributions of FDI on economic space of developing countries. In view of the technology disparity 

between developed and developing countries, FDI is the only channel available that is capable in reducing the gap. 

The transfer of technology through FDI is effective when it involves the affiliate company that is a direct method; 

the indirect method is when the local firm acquire the foreign technology from foreign firms. However, much as it is 

important to say that technology transfer is beneficial to the host countries, it is also necessary to point out that 

country ability to acquire technology is a function of its absorptive capacity.  FDI has remained the best option for 

technology acquisition by countries, which is better than any other method. In this regard, the primary objective of 

this study is to evaluate the causality relationship between Foreign Direct Investment, Trade Openness and 

Economic Growth in Nigeria from 1986 to 2015.  

2.0   Review of Related Literature 
The focus of this study is on FDI and economic growth. Successive governments in Nigeria have pursued various 

policy regimes with a view to attracting foreign investment to the economy. On attainment of political independence 

in 1960, the national leaders and eminent stakeholders sought to open up the economy for multinational corporations 

(MNCs) to explore and channel inwards their foreign investment (Agundu and Nwobike 2015). Most of these 

policies could not actualize its focus because of lack of political will to implement these policies. It is interesting to 

note that seeming policy summersault greatly redefined areas of foreign investment. Academic, professionals and 

organizations worldwide have defined economic growth variously. However, for the purpose of this study I will rely 

on this definition; it is the rate of increase of GDP of a country. World Bank (2014) suggested that economic growth 

could be positive or negative. Positive economic growth indicates that the economy is producing goods and services 

at optimal best. There are Key economic indicators that measure a growing economy; these indicators we would be 

discussing them later. 

Table 1: Percentage of World Top Ten GDP as at 2014 

Country % of GDP 

USA 22.74 

Japan 6.02 

Germany 5.00 

United Kingdom 3.91 

France 3.70 

Brazil 3.01 

Italy 2.80 

India 2.68 

Russia 2.43 

Source” World Bank 2014, access in May 2017 

Table 2: The following African countries fall within the Top fifty (50) countries with higher Percentage of GDP in 

the world. 

Nigeria 0.74 

South Africa 0.46 

Egypt 0.37 

Algeria 0.28 

Source: World Bank 2014, access in May 2017. 

The Table above shows that the growth rate for the USA economy is higher than that of Japan  and Germany  put 

together. It portrays an efficient and prudent management of the country resources. While that of Nigeria, South 

Africa, Egypt and Algeria falls within the fiftieth highest growing economies in the world. 
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 Essentially, three most important economic growth indicators when properly harnessed would increase the 

Economic growth (GDP) of the country. 

 Physical Capital; these are machines, equipment, building, land; some of these are used in production process. 

For instance, when firms invest in modern equipment they allow for increase in output to meet market demand 

and lead to expansion of factory.  

 Production. Is “A measure of efficiency of a person, machine, factory, system etcetera in converting input into 

useful output”. It could also mean the totality of the output produced with a given force and physical capital. 

How well labour and machines are utilized in the production will determine if there is going to be increase or 

decline in productivity.  
 

Table 3: Percentage of World Top Ten GDP As At 2014 

Country % of GDP 

USA 22.74 

Japan 6.02 

Germany 5.00 

United Kingdom 3.91 

France 3.70 

Brazil 3.01 

Italy 2.80 

India 2.68 

Russia 2.43 

Source: World Bank 2014, access in May 2017 

Table 3 above shows the world value of GDP in 2014.Economic growth is linked to technology advancement, USA 

22.74%, Japan 6.00 % and Germany 5.00 %, this attest why their growth rate is higher than those of developing 

countries like Africa. Fundamentally, technological advancement play prominent role in economic growth, African 

countries have been on the receiving end due to lack of technology advancement resulting to slow economic growth 

rate. 

 Labour. It is one of the factors of production. Labour is all about the physical and mental effort used to produce 

goods and services. It could also mean the totality of people employed in the economy. Consequently, effective 

and efficient labour force will lead to increase in GDP because they make effective use of the other resources.  
 

According to Organization of Economic Cooperation and Development (OECD) FDI, assist the developing 

countries to fight poverty by providing lasting employment to complement domestic industries. The roles of FDI in 

nation building has  been globally recognized to be beneficial to host countries in areas of education, employment 

generation, acquisition of new technology, human capital development, tax revenue generation, trade integration and 

domestic industry development. Tapping into the benefits of FDI, policy makers in developing countries must 

ensure that policies of interest to foreign investors and their countries are put in place. Gohou and Issouf (2009) 

opined that African countries with development gaps need FDI to better their lopsidedness’ in order to surmount the 

poverty circle in the region.  

It is as a result of the benefits derivable from FDI that host countries put in place policy that would attract foreign 

investors, The inflows of  FDI    gives a boost to industrial sector of host country re-invent it as the engine of 

growth. This is what obtains in the fast-growing developing economies, as experts generally affirm that the presence 

of foreign investment in a country leads to auspicious productive technology transfer (Sarah, 2001; Saggi, 2002; 

Argiro & Dimitrious, 2009). Their submissions underscore the fact that: 

1. FDI bridges the technology gap between developed and developing countries; 

2. FDI is robustly attracted by the presence of large size of local market, abundant natural resources and quality 

human capital development;  

3. FDI is driven by low relative wages in host countries; 

4. FDI is influenced by dynamics of resource availability, political stability, host country policy objectivity and anti-

corruption advocacy sustainability;  
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5. FDI inflows to host countries’ economies further derive from the vital instrumentality of mutual trade openness 

and industrial economic liberalization;  

6. Diversification of risk was among the driving force of inward FDI to host countries. The foreign investors prefer 

to have a diversified financial Portfolio as against having their assets in one single stock of a firm; and 

7. FDI help importing host nation to reinvent itself as new export markets. 
 

As a follow-up to the reasons for encouraging FDI inflow, this subsector brings about inflow of foreign capital, 

opening of new markets and brings about poverty reduction via job creation. The restriction on FDI inflows has 

indeed an economic cost to host countries such as low efficiency in global economy and lots of revenue lost among 

the prospective countries. Financial and economic experts have referred to free trade as the engine of economic 

growth.  Nations eager for developments liberalize their trade using the instrumentality of   free trade policy to speed 

up their development. To this end therefore, member nations are allowed to trade without any restriction, insofar as 

such trade is within the framework of the policy on the trading nations. 

The influence  of Trade Openness on a country’s GDP cannot be overemphasized, certainly it improve its exports, 

which eventually lead to higher economic growth and it directly encourage foreign investors because of the 

emergence of new markets. The role of trade openness on economic growth has continued to generate interest 

among development experts globally.  Umme and Afzal (2012) stressed that both real exports and imports have 

increased with greater trade openness. Consequently, economic and financial experts stressed that trade openness is 

fundamentally a major factor propelling economic growth of nations. In an influential paper, Isu, Ogbulu and 

Ndubuisi (2009) summarized that trade openness and liberalization allow for the diversification of International 

portfolio, which could lead to increase in foreign capital surge, and the expansion of aggregate demand for goods 

and services. They further stressed that although tax incentives may not predominantly determine foreign 

investment, they are potent enough to drive industrialization where tax sensitive projects are conscientiously 

selected and implemented. Ideally, FDI inflows should increase with such favorable disposition of the government 

of host countries. Unfortunately, since 2010, Nigeria has not fared well in the comity of FDI preferred destinations. 

Empirical evidence abounds on the positive effect of trade liberalization and openness (Crossman and Helpman, 

1991: Isu, Ogbulu and Ndubuisi, 2009; Dollar, 2001: Dollar and Kaarag, 2001 and Wacrag, 1998). In Costa Rica the 

government between 1983 and early 1990s signed on to the policy of liberalization of exports and import promotion 

to attract foreign investors to invest in its economy. The country achieved this by establishing an export-processing 

zone (EPZ) which allowed its domestic and foreign companies to export its finished goods using the proceeds from 

the export to import raw materials and equipment based on tax-free policy. Trade liberalization policy of Costa Rica 

not only that it encouraged economic growth, the country became a major exporter of rice to other countries. 

Emerging development theorists assert that trade openness encourage foreign investment which is a channel for 

technology innovation and spillover to domestic industries. Essentially, as countries acquire new technology to 

boost production, it could lead to the introduction of new goods into the system, increase employment generation, 

poverty reduction and increase government revenue.  

Alege (1993), Ahmed and Sattar (2004) and Matthew and Adebayo (2014) contend that early proponents of free 

trade have lauded the gains from trade through specialization on which countries have comparative advantage. 

Fundamentally, trade liberalization policy has a positive influence on GDP, which certainly improves countries 

exports; this has the potential for increasing economic growth. Expanding trade through liberalization would lead to 

higher openness that would lead to poverty reduction through job creation, technology transfers and cause for global 

integration. Trade liberalization is a panacea for a higher openness for expanding domestic and international 

markets. It could be an incentive for domestic firms and attract higher investment from both domestic and 

international investors. Thus to be able to benefit from trade liberalization and openness the government should 

ensure it operates a policy which will encourage foreign investors to invest in the country and ensure that domestic 

firms take such advantage to expand their operation.  Krugman (1990) listed some good reasons why trade 

liberalization policy should be encouraged to include amongst others not limited to these listed herein, 

(1) That people in developing countries have low per capita income, with trade liberalization it allows for 

expansion of output to meet market demand, 
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 (2) The hallmark of industrialization is based on protection of domestic firms against foreign investors  

 (3) That the regime of Import substitution is bureaucratic which does not allow industrialists to import, rather policy 

implementers decides which individual will be allowed to import and  

(4) Trade openness allows constant return to scale over a much understanding range of time. The position held by 

Appleyard and Field ( 1998) is that Free international trade in goods and services increase the efficiency of 

resources used in the world economy, so does the free movement of capital and factors of production.  

Trade openness is represented by the ratio of imports, exports or imports plus exports to the GDP. In spite of the 

potential important roles played by imports not much has been said to the causality relationship between FDI, Trade 

Openness economic sector and economic growth. Studies conducted on trade openness on economic growth have 

featured prominently on exports and economic growth thereby ignoring the roles of imports on growth. Though not 

withstanding the little attention paid to imports by researchers, according to Esfahahani (1991) and Rajaguru (2004) 

they posit that without controlling imports any causal link between exports and economic growth may be 

misleading.  

The importance of export-led economic growth cannot be overemphasized. In this global village, any developing 

country that is desirous to develop must ensure that it boost its exports to increase its foreign reserves which would 

lead to influx of foreign investors.  Expanding exports particularly the developing countries act as a catalyst to 

increase production outputs. Potentially increased demand for exportable products by foreign countries from 

domestic firms would lead to employment generation, poverty reduction and eventual increase in income to the 

government. Awokuse (2006) stressed that exports expansion could lead to efficient resource allocation, greater 

capacity utilization, exploitation of economies of scale and stimulation of technological transfer. However, evidence 

abound on Export Led Growth (ELG) hypothesis, it is worthy of note that in spite of these positive hypothesis on 

ELG there are controversies on the direction of causality. These divergent opinions expressed on the causality of 

Export Led Growth (ELG) hypothesis could be found in Sharma (1991), Bahman (1991), Gharley (1993), Xu 1996 

and Williams (2000). The study conducted on trade openness and economic growth by Osei-Yeboah, 

Cephas,Saleem and Akua (2012) found that there is a positive relationship between trade openness and  GDP. This 

is among many other studies on trade openness and economic growth. Similarly, the study conducted on Trade 

Openness and economic growth by Anh Tung (2014) shows that there is a positive and significant relationship 

between Trade Openness and economic growth. These results are in line with other studies on trade openness and 

economic growth. It could be inferred that many developing countries have embraced trade openness policy as an 

economic policy and this has led to the opening of their economies to witness robust growth.  

Table 4: Top Ten (10) Countries Exports of Goods and Services as Percentage of GDP 2015. 

Country Exports as % of GDP 

Luxembourg 213.86 

Hong Kong 201.61 

Singerpore 176.49 

Malta 140.59 

Irelannd 123.99 

United Arab Emirates 97.36 

Slovakia 93.49 

Maldives 91.69 

Hungary 90.73 

Vietnam 89.78 
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Table 5: Bottom Ten (10) Countries Exports of Goods and Services as percentage of GDP 2015. 

Country Exports as % of GDP 

Nepal 11.67 

Argentina 11.06 

Nigeria 10.66 

Pakistan 10.59 

Taiikistan 10.50 

Yemen 10.24 

Ethiopia 9.86 

Sudan 8.18 

Afghanistan 7.15 

Burundi 6.05 

Source: World Bank 2014, accessed in May 2017 

The Table above represents Exports of goods and services around the countries of the world. The world average was 

41.83 % .The highest value was Luxembourg; 213.25% and the lowest value within the period under review was 

Burundi 6.05%. The highest value in Africa was in Nigeria 10.67%. It is insignificant when compared with the 

highest value 213.25% for Luxembourg.  Africa’s GDP growth rate has drifted closely with exports to other 

countries of the world is mainly in the Oil and Gas sector of the economy. The highest value of exports as 

percentage of World GDP for Africa was in Nigeria. The world average for 2015 was 41.83%. The growth rate for 

African countries was slow during the 1960 to 1970, these periods were when most African countries got their 

Independence and some were engulfed in internal war. For instance, Nigeria shortly after independence was 

involved in civil war and during the period of the war economic activity was slow as to create impact in the 

calculation of the country contribution in world GDP. Similarly,   South Africa economic activities was not captured 

during the apartheid regime while some other countries in that region were involved in war of independence, all of 

these hindered the continent’s contribution to world GDP growth rate. However, with time, it is expected that as 

most African countries stabilized their governance and liberalize their economy for other countries to participate 

their share of exports in the continent will improve 

   Table 6: Percentage of World GDP As At 2014 

Country % of GDP 

USA 22.74 

Japan 6.02 

Germany 5.00 

United Kingdom 3.91 

France 3.70 

Brazil 3.01 

Italy 2.80 

India 2.68 

Russia 2.43 

 

 Table 7: The following African countries fall within the Top fifty (50) countries with higher percentage of GDP in   

the world as at 2014. 

Nigeria 0.74 

South Africa 0.46 

Egypt 0.37 

Algeria 0.28 

  Source: World Bank 2014, accessed in May 2017. 
 

  Table 8: African Countries Trade Openness; Export and Import Ranking as percentage of GDP 2014 

COUNTRY GDP 

Seychelles 181.69 

Equatorial Guinea 162.78 

Togo 151.11 

Libya 143.90 

Republic of Congo 143.23 

Liberia 119.90 
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Mauritania 117.49 

Nambia 106.00 

Malawi 101.88 

Tunisia 100.00 

Egypt 39.24 

Nigeria 30.98 

Sudan 19.13 

  Source: World Bank 2014, access in May 2017. 

 

Table 8; above shows Trade Openness average for African countries   from 1960 -2014 as a percentage of their 

Gross Domestic Product (GDP).The Table shows that Seychelles trade openness was 181.69% the highest value 

within the period under review and Sudan recorded the lowest value of 19.13%. The value for Nigeria was 30.24%, 

it is indeed an abysmal performance for a country with abundant human and material resources that has the capacity 

to grow her economy to become the highest in Africa.  The position of Nigeria call for concern, this implies that the 

country could not be able to maximize the advantage of the abundant natural resources for the development of the 

economy. 

 
 Table 9: World Trade Openness; Imports and Exports Ranking as Percentage of GDP Top Ten (10) countries. 

Hong Kong 439.19 

Luxembourg 374.18 

Singapore 350.85 

Ireland 209.08 

Maldives 197.71 

Seychelles 181.69 

Slovakia 180.05 

United Arab Emirates 175.88 

Hungary 171.24 

Vietnam 169.54 

    Source: World Bank 2014, access in May, 2017. 

    

Table 10: World Trade Openness; Imports and Exports Ranking as Percentage of GDP Last Ten (10) countries 

Burundi 41.42 

Ethiopia 40.73 

Guinea Bissau 40.20 

Egypt 30.24 

Colombia 37.48 

Pakistan 3100 

Nigeria 30.98 

Argentina 29.28 

Brazil 25.79 

Sudan 19.12 

    Source: World Bank 2014, access in May 2017. 

 

Trade Openness has appeared to be an acceptable norm in the world today. There is a great awareness on trade 

openness and liberalization in view of the benefits associated with them. Many countries have embraced trade 

openness to enhance their economic growth. Trade openness regime globally allows a country to enjoy constant 

returns to scale. It allows for low cost in production thereby making it possible for producers to expand output to be 

able to meet demand in the domestic market. 

 Below are some benefits accruing to free trade. 

1. Removal of quota system and tariffs, 

2. Goods will be produce at different locations at very cheap cost.  

3 It brings greater variety of products at the doorstep of consumers at a lower price 

4. Improvement in the living standard of the people because of availability of products in different locations and 

at lower prices 

5. Influx of goods from other trading partners brings in competition with local firm. It makes the domestic 

manufacturers to be efficient in their production. 
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  Table 11: Highest Twenty (20) African Ranking on Foreign Direct Investment as Percentage of their GDP 2015 

Country % Ranking 

Liberia 35.12 

Mozambique 26.13 

Republic of Congo 17.31 

Sierra Leone 12.31 

Namibia 9.22 

S,T,& Principe 9.22 

Angola 9.04 

Somalia 8.71 

Ghana 8.50 

Malawi 8.05 

Zambia 7.40 

Seychelles 7.37 

Niger 7.36 

Dubouti 7.37 

Chad 5.51 

Madagasca 5.31 

Cape Verde 4,85 

Gabon 4.37 

Tanzania 4.30 

Rwanda 3.99 

    Source: World Bank 2014, access in May, 2017. 

 

    Table 12; Last Twenty (20) African Ranking on Foreign Direct Investment as Percentage of GDP 2015 

Country % Ranking 

Tunisia 2.24 

Cameroon 2.18 

Egypt 2.08 

Sudan 1.79 

Mauritius 1.78 

Guinea Bissau 1.74 

Burundi 1.60 

Burkina Faso 1.57 

Ivory Coast 1.35 

Togo 1.29 

Guinea 1.27 

Mali 1.20 

Gambia 1.13 

Comoros 0.91 

Swaziland 0.77 

**Nigeria 0.65 

South Africa 0,50 

C.A. Republic 0.19 

Algeria -0.20 

Democratic Republic of Congo -1.444 

    Source: World Bank 2014, access in May 2017. 
 

Indeed, it is expected that African continent is supposed to be a destination for globally FDI in view of the abundant 

natural resources available in the Continent. These assertions are no longer attainable in the face of African 

unimpressive performance in world trade. A critical factor for FDI inflow besides the size of markets, locational 

advantage, and political stability, are the costs and quality of input. When talking of input in a production it includes 

costs of labour, energy and raw materials. All of these are costly in Africa coupled with technology disadvantage in 

the Region. These manifested in the poor performance in attracting FDI. In other to reverse the trend therefore, 
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African countries must rise to the occasion. The highest value in FDI inflow was in Liberia 35.12% followed by 

Mozambique 26.13% while value for Nigeria was 0.65% a very disappointing one in view of the abundant natural 

and human resources available in the country.  The value for Algeria and DR Congo are -0.20 and -1.44 

respectively. With these results, it could infer that some African countries do not have good trade policies that would 

attract foreign investors. 

 

3.0   Econometric Methodology 

3.1   Model Specification  
 

Economic growth is one of the important problems faced by developing countries. Researchers use various types of 

models to analyze the effect of some independent variables on economic growth. However, there are no specific 

models for analyzing economic growth. Indeed model specification is based on the data obtained and the nature of 

study. Levine and Reneit (1997) suggested the following model, which many researchers have used. 
 

Y=* iI+ *mM+ *zZ+ U 
 

Where Y stands for the rate of growth of gross domestic product and I, is the set of the variables included in the 

regression, M-is the variables of interest. Z is the past studies and U is the error term. However, in line with the 

research objectives above, the researcher deems it necessary to specify one model for the study. The model in this 

study addresses the relationship between dependent variable (GDP) and independent variables (FDI and TOP). The 

study followed the investigative approach in formulating the model. However, based on the functional relationship 

between dependent and independent variables, the model thus followed a simple mathematical approach as follows: 

Yt=f (b0 +b1X1t+b2X2t+-------Ut) -------------------------------------------------(1) 

Where Yt is the GDPt=gross domestic product at Current Basic Price in year t 

X1t-Xnt=are the explanatory variables; FDI, and TOP. 

The above equation 1.1 is re-written as follows: 

GDP=b0+ b1X1+ b2X2+Ut  ) -------------------------------------------------------------------------------(2) 

Where:  

GDP= Gross Domestic Product at Current Basic Price in year t 

b0= constant term 

X1t-Xnt=are the explanatory variables 

b1-bn =sensitivities of GDP to changes in parameters to be observed  

Ut  = disturbance or error term  

Therefore based on the discussion above the study adopted the following model. 

GDP= b0+b1FDI+ b2TOP----------------------------------------------------(3) 

Where 

GDP   = gross domestic product at Current Basic Price in year t 

FDI     = foreign direct investment (stock cumulative) 

TOP    = Trade Openness (Exports + Imports/GDP) 

Ut  = disturbance or error term 

The variables to be tested in this study were; Gross Domestic Product, Foreign Direct Investment and Trade 

Openness. The selections of these variables were carefully done because of their direct and indirect impact on 

economic growth. 
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3.2     A priori Expectation 
 

The model for the investigation, which postulates that FDI and Trade Openness variables are the direct consequence 

of the Nigeria economy. In this regard, there is an a priori expectation of positive relationship between GDP and 

Independent variables under investigation. Therefore, the coefficients for each of the independent variables are 

expected to be greater than zero as shown below; 

That is (b1,b2,------bn > 0)  

  Table: 13; Highlight of a’ priori Expectations 

Variables Expectation 

GDP This is the dependent variable and it is expected to be stochastic.(involving 

chance or probability) 

FDI This variable is influenced by growth factors, economic factors and 

Government policies. It is expected to be positive (b3>0) 

TOP The structure of trade policies of a country could take any pattern. The 

direction of the policies has effect on the quantum and volume of trade. Its 

influence could be positive or negative on the economy (b6>0) or (b6<0) 

ECM (1) It is expected to be negative. 
 

4.0   Methods of Data Analyses Techniques and Presentation: 
There are different methods of data analysis techniques that a researcher can employ in analyzing the data collected 

for the study. The methods employed in this research were aimed at relating FDI and Trade Openness variables to 

economic growth in Nigeria from 1986-2015. The econometric package employed was E-View version 9. In 

carrying out the data analyses, the following analytical methods were used: Summary Statistic, Ordinary Least 

Squares, Overparameterized, ECM, Pairwise Granger Causality Test, ADF Unit Root Tests, Cointegration Test, 

Correlation Matrix and Graph. Data for this study comprise time series covering the period 1986 to 2015, drawn 

from publications of the Central Bank of Nigeria (CBN). In specifying the analytical model, the focal variables 

featured are GDP, FDI, and TOP.  

Table 14: Research Variables 

YEAR GDP(At Current Basic Prices Billion Naira) FDI(Billion Naira) TOP (X+M/GDP) 

1986 134.60 735.8 0.061 

1987 193.13 2452.8 0.249 

1988 263.29 1718.2 0.200 

1989 382.26 13877.4 0.233 

1990 472.65 4686.0 0.329 

1991 454.67 6916.0 0.389 

1992 875.34 14463.1 0.400 

1993 1089.68 29810.1 0.353 

1994 1399.70 22.2 0.267 

1995 2907.36 75.9 0.587 

1996 4032.30 111.3 0.464 

1997 4189.25 110.5 0.498 

1998 3989.45 80.7 0.399 

1999 4679.21 92.8 0.439 

2000 6713.57 116.0 0.443 

2001 6895.20 132.41 0.487 

2002 7795.76 225.22 0.418 

2003 9913.52 258.4 0.523 

2004 11411.07 248.2 0.577 

2005 14610.88 654.2 0.688 

2006 18564.59 624.5 0.561 

2007 20657.32 759.4 0.579 

2008 24296.24 971.3 0.632 
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2009 24296.24 1273.8 0.554 

2010 54612.26 905.7 0.359 

2011 62980.40 1360.3 0.404 

2012 71713.94 1113.5 0.343 

2013 80092.56 875.1 0.308 

2014 89043.62 738.2 0.258 

2015 94144.96 602.1 0.214 

Source: CBN Statistical Bulletins 2016 

The Data used in this study was generated from secondary source academic journals and Central Bank of Nigeria 

statistical Bulletins (CBN).  

Table fifteen presents the Descriptive Statistics for each of the variables employed in the study. Thus, it is essential 

to examine and understand the data before any estimation. It provides information about the mean, median and 

standard deviation of the variables used in the analysis. There are thirty (30) observations, which cover the period of 

the investigation 1986-2015. 

Table 15: Summary Statistic of the Variables 

 FDI GDP TOP 

 Mean  2755.500  20773.19  0.407167 

 Median  639.3500  6804.385  0.402000 

 Maximum  29610.10  94144.96  0.688000 

 Minimum  22.20000  134.6000  0.066000 

 Std. Dev.  6248.920  29360.89  0.146136 

 Skewness  3.178908  1.469188 -0.159204 

 Kurtosis  12.98937  3.663963  2.525264 

    

 Jarque-Bera  175.2617  11.34362  0.408447 

 Probability  0.000000  0.003442  0.815280 

    

 Sum  82665.00  623195.8  12.21500 

 Sum Sq. Dev.  1.13E+09  2.50E+10  0.619314 

    

 Observations  30  30  30 

Source: Author’s Computation E-View Version 9. 

Table fifteen above is the results of Summary statistics for each variable used in this study. Table two shows that 

during that period the mean for FDI was N2, 755.500 billion, while the mean for Trade Openness was 0.407167.The 

results indicate that Kurtosis of TOP does not exceeding the traditional 3-point levels for normal distribution. 

Normal distribution is equally tenable and visible in the relationship between FDI and GDP.  

 

Table 16: Correlation Matrix of the Variables 

 FDI GDP TOP 

FDI  1.000000 -0.221496 -0.188470 

GDP -0.221496  1.000000 -0.181325 

TOP -0.188470 -0.181325  1.000000 

Source: Author’s Computation E-View Version 9. 

Table 16 is the result of Correlation Matrix analysis for the variables under consideration. Correlation measures the 

linear relationship between the variables under investigation (FDI, TOP and GDP).However, this relationship can be 

positive + or negative. It could be strong or weak depending on the variables. The regression result is below the 

eight (8) points as shown in the result. To this end therefore; it can be infer that their relationship is linear which 

conclude that there is Multicollinearity among the variables. In addition, the regression result shows that there are no 

pair wise Correlation Coefficient in excess of eight. 

The results indicates that FDI and GDP are correlated by 22%, It could be inferred that the strong relation between 

FDI and GDP may be due to the fact that  this subsector contribute to increase in productivity, poverty reduction, 
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employment generation, spillover of technology transfer etcetera. Thus, this relationship indicates that it is important 

for government to put enabling environment that will attract foreign investors. The result further shows that the 

relationship between Trade Openness and economic growth is very low. It is important for government to consider 

removing trade barriers and restriction to encourage trade among other nations to expand trading activity. 

t Table 

cum. prob t .50 t .75 t .80 t .85 t .90 t .95 t .975 t .99 t .995 t .999 t .9995 

one-tail 0.50 0.25 0.20 0.15 0.10 0.05 0.025 0.01 0.005 0.001 0.0005 

two-tails 1.00 0.50 0.40 0.30 0.20 0.10 0.05 0.02 0.01 0.002 0.001 

df 

1 0.000 1.000 1.376 1.963 3.078 6.314 12.71 31.82 63.66 318.31 636.62 

2 0.000 0.816 1.061 1.386 1.886 2.920 4.303 6.965 9.925 22.327 31.599 

3 0.000 0.765 0.978 1.250 1.638 2.353 3.182 4.541 5.841 10.215 12.924 

4 0.000 0.741 0.941 1.190 1.533 2.132 2.776 3.747 4.604 7.173 8.610 

5 0.000 0.727 0.920 1.156 1.476 2.015 2.571 3.365 4.032 5.893 6.869 

6 0.000 0.718 0.906 1.134 1.440 1.943 2.447 3.143 3.707 5.208 5.959 

7 0.000 0.711 0.896 1.119 1.415 1.895 2.365 2.998 3.499 4.785 5.408 

8 0.000 0.706 0.889 1.108 1.397 1.860 2.306 2.896 3.355 4.501 5.041 

9 0.000 0.703 0.883 1.100 1.383 1.833 2.262 2.821 3.250 4.297 4.781 

10 0.000 0.700 0.879 1.093 1.372 1.812 2.228 2.764 3.169 4.144 4.587 

11 0.000 0.697 0.876 1.088 1.363 1.796 2.201 2.718 3.106 4.025 4.437 

12 0.000 0.695 0.873 1.083 1.356 1.782 2.179 2.681 3.055 3.930 4.318 

13 0.000 0.694 0.870 1.079 1.350 1.771 2.160 2.650 3.012 3.852 4.221 

14 0.000 0.692 0.868 1.076 1.345 1.761 2.145 2.624 2.977 3.787 4.140 

15 0.000 0.691 0.866 1.074 1.341 1.753 2.131 2.602 2.947 3.733 4.073 

16 0.000 0.690 0.865 1.071 1.337 1.746 2.120 2.583 2.921 3.686 4.015 

17 0.000 0.689 0.863 1.069 1.333 1.740 2.110 2.567 2.898 3.646 3.965 

18 0.000 0.688 0.862 1.067 1.330 1.734 2.101 2.552 2.878 3.610 3.922 

19 0.000 0.688 0.861 1.066 1.328 1.729 2.093 2.539 2.861 3.579 3.883 

20 0.000 0.687 0.860 1.064 1.325 1.725 2.086 2.528 2.845 3.552 3.850 

21 0.000 0.686 0.859 1.063 1.323 1.721 2.080 2.518 2.831 3.527 3.819 

22 0.000 0.686 0.858 1.061 1.321 1.717 2.074 2.508 2.819 3.505 3.792 

23 0.000 0.685 0.858 1.060 1.319 1.714 2.069 2.500 2.807 3.485 3.768 *****THIS IS THE T- TABLE***** 

24 0.000 0.685 0.857 1.059 1.318 1.711 2.064 2.492 2.797 3.467 3.745 

25 0.000 0.684 0.856 1.058 1.316 1.708 2.060 2.485 2.787 3.450 3.725 

26 0.000 0.684 0.856 1.058 1.315 1.706 2.056 2.479 2.779 3.435 3.707 

27 0.000 0.684 0.855 1.057 1.314 1.703 2.052 2.473 2.771 3.421 3.690 

28 0.000 0.683 0.855 1.056 1.313 1.701 2.048 2.467 2.763 3.408 3.674 

29 0.000 0.683 0.854 1.055 1.311 1.699 2.045 2.462 2.756 3.396 3.659 

30 0.000 0.683 0.854 1.055 1.310 1.697 2.042 2.457 2.750 3.385 3.646 

40 0.000 0.681 0.851 1.050 1.303 1.684 2.021 2.423 2.704 3.307 3.551 

60 0.000 0.679 0.848 1.045 1.296 1.671 2.000 2.390 2.660 3.232 3.460 

80 0.000 0.678 0.846 1.043 1.292 1.664 1.990 2.374 2.639 3.195 3.416 

100 0.000 0.677 0.845 1.042 1.290 1.660 1.984 2.364 2.626 3.174 3.390 

1000 0.000 0.675 0.842 1.037 1.282 1.646 1.962 2.330 2.581 3.098 3.300 

z 0.000 0.674 0.842 1.036 1.282 1.645 1.960 2.326 2.576 3.090 3.291 

0% 50% 60% 70% 80% 90% 95% 98% 99% 99.8% 99.9% 

Confidence Level 

t-table. 
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Table 17: Ordinary Least Squares (OLS) 

Dependent Variable: D(LOG(GDP))  

Method: Least Squares   

Date: 05/14/17   Time: 18:13   

Sample (adjusted): 1990 2015   

Included observations: 26 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.255070 0.048798 5.227023 0.0000 

D(LOG(GDP(-3))) -0.218326 0.163544 -1.334965 0.1969 

D(LOG(FDI(-1))) -0.087248 0.020662 -4.222613 0.0004 

D(LOG(FDI(-2))) -0.038382 0.019153 -2.003982 0.0588 

D(LOG(TOP(-3))) 0.135286 0.098981 1.366792 0.1869 

ECM(-1) -0.017280 0.020844 -0.829034 0.4169 

R-squared 0.525271     Mean dependent var 0.211788 

Adjusted R-squared 0.406589     S.D. dependent var 0.198403 

S.E. of regression 0.152836     Akaike info criterion -0.719723 

Sum squared resid 0.467179     Schwarz criterion -0.429393 

Log likelihood 15.35640     Hannan-Quinn criter. -0.636119 

F-statistic 4.425861     Durbin-Watson stat 2.109096 

Prob(F-statistic) 0.007081    

Source: Author’s Computation E-View Version 9.  

The regression result shows the relationship between FDI, TOP and GDP in Nigeria from 1986 - 2015. As specified 

in equations 1 to 3 above, the result were obtained using the Ordinary Least Squares method of estimation. The 

empirical evidence indicates that the Coefficients of the regression results, which are the coefficients that describe 

the estimated coefficient, appear good. The Standard Error for FDI Lag 1 and Lag 2 are 0.020663 and 0.019153 

respectively while TOP is 0.098981. The value of   R-square is 0.525, which is indicative of mild regression; with 

explanatory effectiveness of 53%, .Thus, the overall result shows that FDI is statically significant at 5% level 

significance. The test was conducted at the level of 5% significant. Finally, the entire regression results are 

statistically significant. 

  Table 18: Augmented Dickey Fuller (ADF) Unit Root Test 

Variable 

FDI 

GDP 

TOP 

Level 

- 

1
st
 difference 

-6.476901 

-5.074772 

-9.172965 

Order of Integration 

1(1) 

1(1) 

1(1) 

Critical Value 1% -3.89194 5% -2.971853 10%-2.625121 

 Source: Author’s Computation E-View Version 9. 

The above Table presents the result of Unit Root Test. The results obtained provide strong empirical evidence that 

all the series variables were stationary at first difference operation. Thus, it could be infer that the variables of the 

model are integrated of Order one, 1(1) at 95% confident interval level. The null hypothesis was rejected for no 

stationary in all the series. Consequently, this provided an opportunity for further analysis of the Co integration 

using Unrestricted Co integration Rank Test (Trace). 
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Table 19: Co-Integration Test 

Date: 05/14/17   Time: 17:57   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Trend assumption: Linear deterministic trend  

Series: LOG(GDP) LOG(FDI) LOG(TOP)    

Lags interval (in first differences): 1 to 4  

     

Unrestricted Cointegration Rank Test (Trace)  

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.736566  49.38192  29.79707  0.0001 

At most 1 *  0.463887  16.03312  15.49471  0.0415 

At most 2  0.017755  0.447864  3.841466  0.5033 

 Trace test indicates 2 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

     

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

          
None *  0.736566  33.34880  21.13162  0.0006 

At most 1 *  0.463887  15.58526  14.26460  0.0307 

At most 2  0.017755  0.447864  3.841466  0.5033 

 Max-eigenvalue test indicates 2 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

Source: Author’s Computation E-View Version 9. 

Co-integration is an econometric property of time series variables, it is a prerequisite for ascertaining the existence 

of a long run equilibrium relationship between two or more variables having a unit root. The Co integration idea was 

developed by Granger (1981, 1983) Engle and Granger (1987), Johansen (1995) etcetera. Granger maintained that it 

is necessary to verify long-run equilibrium through the process of Co integration analysis. The analysis helps to 

validate the efficiency of predicting and for policy recommendations.  

 

The result of the Co integration test revealed that all the variables are co integrated indicating that there is a long-run 

stationary relationship among the variables. The result further shows that two of the Trace Statistic values 

(likelihood ratios) are greater than the 5% critical values. That is to infer that there are two long-run combinations 

for the variables. 
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Appendix 7: Over Parsimonious Error Correction Model 
 

Table 20: Parsimonious Error Correction Model 

Dependent Variable: D(LOG(GDP))  

Method: Least Squares   

Date: 05/14/17   Time: 18:09   

Sample (adjusted): 1990 2015   

Included observations: 26 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.272365 0.052578 5.180239 0.0001 

D(LOG(GDP(-3))) -0.324692 0.187595 -1.730811 0.1027 

D(LOG(FDI)) 0.009073 0.021625 0.419570 0.6804 

D(LOG(FDI(-1))) -0.097195 0.025754 -3.773971 0.0017 

D(LOG(FDI(-2))) -0.040453 0.023552 -1.717638 0.1052 

D(LOG(FDI(-3))) 0.024533 0.022976 1.067766 0.3015 

D(LOG(TOP)) -0.113019 0.158712 -0.712102 0.4867 

D(LOG(TOP(-2))) 0.244472 0.194153 1.259171 0.2260 

D(LOG(TOP(-3))) 0.227816 0.128629 1.771110 0.0956 

ECM(-1) -0.006818 0.026507 -0.257220 0.8003 

R-squared 0.597206     Mean dependent var 0.211788 

Adjusted R-squared 0.370634     S.D. dependent var 0.198403 

S.E. of regression 0.157398     Akaike info criterion -0.576349 

Sum squared resid 0.396388     Schwarz criterion -0.092466 

Log likelihood 17.49254     Hannan-Quinn criter. -0.437009 

F-statistic 2.635837     Durbin-Watson stat 2.032382 

Prob(F-statistic) 0.043617    

Source: E-views Output 
 

The result was arrival at by eliminating the jointly insignificant variables. A review of the result shows that the 

adjusted R-squared is 0.3706 and shows that the model explained about 37 percent changes in economic growth, 

while unexplained is 63 percent that is capture by error term. This implies that other factors apart from the ones in 

our model also determine economic growth in Nigeria in the short-run. The F-statistic value of 2.63 is greater than 

the critical F-value at 5 percent significant level, which validates the significant relationship of the variables. As 

expected ECM-0.0068 is appropriately signed with negative and though statistically insignificant, the value of 

Durbin-Watson statistic (DW) of 2.03 is suggestive of absence of serial autocorrelation in the model.  In examining 

the individual statistically significance in the variable the value of FDI past (Lag1 (1) is significant at 5% level while 

Lag 2 and 3 were not. The calculated t-statistic value in lag 1 is greater than the table value of 2.056. Thus by this 

result we reject the null hypothesis and accept the alternative hypothesis which state that there is significant 

relationship between FDI and economic growth (GDP). The value of calculated t-statistic for TOP in lag 1,2 and 3 

are -0712102,1.259171 and 1.771110  respectively  were less than the table value of 2.056, by this result we accept 

the null hypothesis which state that there is no significant relationship between Trade Openness and economic 

growth in Nigeria. 
 

 

Table 21: Granger Causality Test 
 

 

 

 

 

 

 

 

Source: Author’s Computation E-View Version 9. 

Date: 05/14/17   Time: 18:00 

Sample: 1985 2015  

Lags: 2   

 Null Hypothesis: Obs F-Statistic   Prob.  

    
 LOG(FDI) does not Granger Cause LOG(GDP)  28  5.37673 0.0121 

 LOG(GDP) does not Granger Cause LOG(FDI)  0.44935 0.6435 

    
 LOG(TOP) does not Granger Cause LOG(GDP)  28  0.11754 0.8896 

 LOG(GDP) does not Granger Cause LOG(TOP)  2.15361 0.1389 

    
 LOG(TOP) does not Granger Cause LOG(FDI)  28  0.90669 0.4178 

 LOG(FDI) does not Granger Cause LOG(TOP)  2.15197 0.1391 
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Table 19 presents the results of Granger Causality Test on the variables under investigation. This hypothesis is very 

important in this study for the fact that it shows the direction of causality between the variables and GDP. Granger 

causality test is a time series concept and relates to a test on the question whether lagged information on a variable Y 

provides any statistically significant information about variable X in the presence of lagged values of X. If this is the 

case then Y is said to Granger cause X.  

The test examines the structural pattern of the economy under study and highlights the trends in causal effects in the 

economy. In addition, Granger   causality test is a pure time series concept, which often is considered to be in short-

run (Saka 2012). The test investigates which variable causes the order. The direction of causality between dependent 

variable and independent variables may have three possible outcomes (1) from the dependent variable to 

independent (2) independent variable to dependent variable (3) bidirectional. The result of the regression shows that 

FDI grander cause economic growth. The direction of causality is from FDI to GDP. This is to say that any small 

inflows of foreign investment will affect economic growth. To encourage foreign investors government ensure an 

enabling environment for business to strive. The result shows that TOP does not granger cause economic 

growth(GDP) as was in the  this study  which support studies conducted by Nurudeen (2009), Alajekwu.Ezeabasili 

and Nzotta (2013) and Nwobike (2014) which posit that there is no causality relationship between Trade Openness 

and economic growth (GDP) in Nigeria. 

 

 
 

Figure I: Graphic representation of FDI, TOP and GDP 

Figure one; FDI, two; GDP and three Trade Openness were graphically represented. The figures show the behavours 

of the independent variables FDI, GDP and Trade Openness from1986 to 2015.The graph for FDI shows that 

between 1986 down to 1988 the inflows into the economy were in a decline while there was an increase inflow of 
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FDI from 1989 to 1993. The country witnessed series of slump in FDI inflows from 1994 until 2015. The abysmal 

performance in foreign investment may be as a result the following but not limited those mentioned here, lack of 

effective policy on foreign investment, none availability of raw material for manufacturing FDI, insecurity in the 

country.  

The regression results on trade openness shows that the variable is not significant and does not granger cause 

economic growth. This same result was evident in figures 1 and 3, which shows greater fluctuation in trade openness 

in Nigerian. This implies that there is no effective trade policy in the country attract to foreign investors. According 

to Manni and Afzal (2012)  suggested that greater trade openness  is expected to increase exports as the country gets 

integrated in the world market and begin to produce for it. 

5.0   Conclusion 
The contributions of FDI on developing the economy of   developing country like Nigeria cannot be overstated. The 

study is primarily focused on the relationship between FDI and economic growth. The empirical evidence support 

that FDI contributes significantly to economic growth in Nigeria. The direction of Causality is from FDI to 

economic (GDP), this result validate similar result on Nurudeen (2009), Alajekwu, Ezeabasili and Nzotta (2013) and 

Nwobike (2014). However on a different direction, Causality test shows that there is no relationship between TOP 

and economic growth in Nigerian. Trade Openness does not granger cause economic growth.  However in order to 

get out from the negative relationship between TOP and economic growth the government is required to  dismantle 

all trade barriers and restrictions with a view to improving trade with other countries. 
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