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Abstract 

This study investigated the nexus between misery index and foreign direct investment in Nigeria 

within the timeframe of 1981-2017. To achieve the objective of the study data were collected from 

the Central Bank of Nigeria statistical bulletins. The study utilized several statistical and 

econometric analyses and the empirical findings from the parsimonious error correction indicated 

that a negative relationship exists between misery index and foreign direct investment in Nigeria 

within the period of the study. Also misery index and exchange rate exhibited a negative 

relationship with foreign direct investment. However, the results of the estimation exercise for the 

model with foreign direct investment as the explained variable indicated that any deviation from 

equilibrium in foreign direct investment due to changes in the explanatory variables would be 

corrected in 69 days (83%). The policy implication for all the variables was found to be of huge 

relevance for policymaking as showed by their t-ratios. Based on the findings, the study therefore 

recommended that: the Nigerian government should make deliberate effort to reduce the misery 

index (issues regarding unemployment and inflation rates); Sustainable, stable and competitive 

exchange rate policy should be pursued to attract foreign direct investment as this would go a long 

way to increase the number of foreign investors in the country and hence enhancement in economic 

growth; in addition, the government should implement  monetary policy  that  allow foreign 

investors  access to loans.  

Key words: Misery index, foreign direct investment, exchange rate 

JEL Classification: C01 E31 E32 

 

1.0   Introduction 

Investment is the obligation of possessions made with expectation of realizing profits over a period 

of time either in the short-run or long-run that involve risk taking.  Investment plays a central role 

in the functioning of any nation; hence, investment is seen as the bedrock of economic growth.  

This is the reason why different actions are taken by government of various countries to encourage 

investment so as to improve production, innovation, employment, economic well-being, and 

eventually increase the level of economic growth.Investment remains the most volatile element of 

the aggregate demand responding sharply to any change in the economy. In 2007 and 2016, 

Nigeria’s investment share of GDP declined from 18.7% to 12.6%, reaching the lowest level in 

the past decades. In comparison, Nigerian investment lags the average of 23.3% recorded for sub 

Saharan African countries and 28.9% for the BRICS (Brazil, Russia, India, China and South 

Africa) this volatility in investment is caused by many factors.  
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The issues of unemployment and inflation remain a central challenge to in any government in 

power in Nigeria with huge effects that are economic and social in cost. Misery index is the 

combination of unemployment and inflation rates in a country over time. Misery index is an 

important indicator of the economic wellbeing of citizens of a country, the index originally 

constructed by Arthur Okun in 1966; other variants of the index have been developed such as 

Barro’s misery index which includes interest rates and GDP into the mix. This has been adopted 

by many countries and has become an important measure of economic distress or well-being of 

the citizens of a country (Cohen, Ferretti and Mclntosh, 2004; Nessen, 2008). 

 

The ranking of Nigeria misery index on August, 2016 was 47.7 per cent while in 2017 it was 52.1 

percent and in 2018 it was ranked as 43.0 percent. A recent forecast for 2019 places Nigerian as 

the 6th with 33.5 percent based on the National Bureau of Statistics (NBS) data. The rising inflation, 

lending rate and unemployment levels that are pushing up Nigeria's ranking on the Misery Index 

are not only a threat to the economy, they are also threatening the very existence of the citizens, as 

well as their ability to contribute to the development of the country in order to attain her potentials 

in the class of nations. 

 

In Nigeria, inflation rates which remained moderated in 2006 to 2013 began to rise from 2014 to 

date. The records revealed that inflation rose from 8.0% in December 2014 to 18.6 in December 

2016 while unemployment plus underemployment rate especially among the youth increased from 

25.53% in December 2014 to 33.6% in 2016Q3. This negative development has an ad vast effect 

on the rate of investment and the livelihood of the people in general in the country. World Bank 

development indicators (2019), foreign direct investment, net inflow (% GDP) in 1970 were 

1.634%, -1.151% in 1980, 1.088% in 1990, 1.642% in 2000, 1.658% in 2010 and 0.931% in 2017. 

The GDP growth (annual %) in 1960 was -0.19%, 25% in 1970, 4.2% in 1980, 11.8% in 1990, 

5.01% in 2000, 8.0% in 2010, 2.65 in 2015 and 1.94% in 2018.  

 

During the late 1970’s and early 1980’s, most developing countries including Nigeria experienced 

an unprecedented and severe economic crisis. The economic turmoil manifested in different forms 

including persistent macroeconomic imbalances, widening savings-investments gap, high variable 

rates of inflation and an increased rate of unemployment.  Although many reasons were advanced 

for the poor economic performance, among them is the decline in investment rates of the affected 

economies and Nigeria was not left out. In Nigeria for instance, domestic investment as a ratio of 

gross domestic product (GDP) declined from an average of 24.4 percent during 1973-1981 periods 

to 13.57 percent during 1982-1996. The average investment rate during this period shows that 

Nigeria barely replaces depreciating capital. The record is poor given the enormous potential of 

investment in Nigeria.  

 

The trajectory of investment, unemployment (youth unemployment) and inflation has implications 

for the livelihood of Nigerians. Misery index clearly elucidate the distress level in the country and 

the likelihood of other social vices. However, this determinant has been ignored in evaluating the 

extent of investment in Nigeria. Tule, Egbuno, Dada and Ebuh (2017) noted that no published 

empirical evidence of computed misery index exists to the best of our knowledge in Nigeria. This 

clearly shows how this concept has been totally left out in assessing investment in Nigeria making 

this study pertinent. 
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Also, the modified misery index by Hanke (2014) an economist at Hopkins University has been 

used to construct a ranking for 89 countries. Although Nigeria was not included in the earlier 

ranking of the 89 countries, the current modified misery index has been retained and calculated for 

Nigeria for comparative analysis. The ranking goes from the highest to the lowest misery index as 

a number 89 or 90 when Nigeria is added in the list. Nigeria misery index is approximately 48 

calculated as the sum of inflation (8%) and unemployment rate (24%) prime lending rates (20%) 

and minus real capita GDP growth of (4%). If the higher maximum lending rate of about 30% to 

SME’s is used, the countries misery index was at 58 and close to 80 when the youth unemployment 

rate is applied.  

 

Thus, for comparative analysis, using the 48 misery index put Nigeria at the third highest distressed 

country below Venezuela (79.4) and Iran (61.6) first and second respectively. Any government 

would prefer lower and stable inflation rates and lower unemployment rates signaling lower misery 

index but the case of Nigeria is totally different hence a study to show the rate of misery index in 

Nigeria and how this impacts on investment.Decisions taken in respect of inflation and 

unemployment, whether rightly or wrongly have a lasting effect on the level of investment in the 

economy. To avoid the danger of faulty investment or investment decisions, it is necessary to 

investigate very carefully how the component factors of misery index determine investment in the 

Nigerian economy. 

 

Taking into cognizance the inadequacy of sufficient literature on the relationship between misery 

index and investment particularly in Nigeria, this paper seeks to study and analyze the possible 

nexus that exists between these economic variables.  As indicated in the empirical literature 

reviewed in this paper, there exists relatively few researches    done on the relationship between 

these key economic variables, hence, this study seeks to evaluate the possible link between Misery 

index and investment in Nigeria. The timeframe of this paper covered a period of 1981-2017; this 

period is considered adequate in scope and not too distant from current reality.  This paper is 

divided into five sections; following the introductory section is section two contains the issues of 

related literature. Section three is the Methodology, section four contains the empirical analysis 

and finally section five is the concluding remarks. 

 

2.1 Literature Review 

Previous empirical studies of misery index are highly limited however, Suleyman (2015) examined 

whether there is a long term trend between lottery games and misery index and whether there is 

causality from misery index to lottery games in Turkey within a period of January 2005- May 

2013. He applied Johansen co-integration and Granger causality test that indicated that individuals 

reacted to bad economic performance by playing more lottery games. Piraee, Marvash and Rezaee 

(2014) they employed the modified Wald causality test to determine the linkages between 

economic crimes and its determinant, misery index, in Iran from 1971 to 2012. The motivational 

and opportunity effects were also verified by the study. The study revealed that bilateral causality 

relation exists between misery index and embezzlement, bribery, forgery in Iran within the period 

of the study. 

 

Maruvasti, Sadeghi and Karbor (2014) examined the relationship between the misery index and 

income inequality based on a nonlinear time series model in Iran from 1972 to 2011. They 
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indicated that the dynamics of the connection could be well estimated by a class of smooth 

transition autoregressive models by employing the level of misery index as a transition variable. 

Their findings pointed out that by increasing misery index upward resulted in the   threshold value 

of 49.52, which indicated that a strong positive relationship existed between the two variables.  

 

Tule, Ajilore and Ebuh (2016) calculated a composite index of leading indicators of the 

unemployment rate in the Nigerian economy based on the Organization for Economic Co-

operation and Development (OECD) system of composite leading indicators. The study results 

indicated that the cross-correlation and Granger Causality composite indexes supplied a correct 

path of the unemployment turning points in Nigeria over a 7-year period (2008–14) Adrangi and 

Macri (2019); their study ascertained whether a United States President’s job supported rating is 

determined by the Misery Index rate. They did this by employing a nonlinear model that included 

several macroeconomic variables such as the current account deficit, exchange rate, 

unemployment, inflation, and mortgage rates. They also employed probit and logit regression 

models to determine the probabilities of U.S. Presidents’ approval ratings to the Misery Index rate. 

Their findings indicated that Layton’s model does not perform well when adopted for the United 

States. Conversely, the probit and logit regression analysis suggests that the Misery Index 

significantly impacts the probability of the approval of U.S. Presidents’ performances.   

 

Omoke and Ugwuanyi (2010) tested relationship between inflation, money supply and investment 

in Nigeria using Johansen Co-integration and Granger Causality test. Their result suggested that 

price stability could contribute towards increased level of investment. The study found that major 

determinants of investment were monetary aggregates, real output, inflation and exchange rates. 

Duruechi and Ojiegbe (2015) studied the determinants of investments in the Nigerian Economy 

(1990-2013). Their study established that there exists a long-run relationship between investments, 

inflation rate, government expenditure, exchange rate and Interest rate. They also observed that 

there is a Pairwise granger causality that is unidirectional in nature from government expenditure 

to investment. They recommended that the Nigerian Government should review her policies on 

investments and pay more attention to its determinants such as: inflation rate, exchange rate, 

government expenditure and interest rate. 

 

Lozanoska and Djambaskab (2015) analyzed the individual relationship between unemployment 

and the foreign direct investment (FDI) in the Republic of Macedonia. The assessment of this 

relationship was made by a multiple linear regression analysis, using annual data for the period of 

1999-2013. The study concluded that FDI did not statistically and significantly influence the 

decrease of the unemployment in Nigeria. The impact of inflation on unemployment is inverse, 

means that increased inflation would reduce unemployment in the economy. Asab and Al-

Tarawoneh (2018) assessed the relationship between inflation and investment in Jordan. They 

stated that investment is retracted by inflation when inflation rate reaches a threshold of 10%. This 

was based on assessing the non-linear relationship between the variables used between the periods 

of 1980-2016. They suggested that the inflation should remain below 10% to sustain and improve 

investment levels.  

 

Onwe and Olarewaju (2014) analyzed the impact of inflation on corporate investment in sub-

Saharan African countries within the timeframe of 1981-2011. Their empirical analysis of West-

African monetary zone focused on the adverse effect of inflationary pressures on corporate 
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investment, with special emphasis on the West-African monetary zone (WAMZ). The 

methodology applied was that of error correction mechanism (ECM) in the analyzing the factors 

affecting the rate of corporate investments in selected countries of WAMZ.  They suggested that 

there is need for alternative theories required to explain economic behaviours with respect to 

corporate investment in the West-African sub-region and that emphasis should on both appropriate 

inflationary policies and economic factors that could influence the success of the policies. Ali, 

Mujahid, Rashidi and Shahbaz (2014) examined the impact of economic misery on human capital 

outflow within the period of 1975–2012. They employed a combined co integration tests and 

innovation accounting approach to determine the long run and causal relationship between the 

variables. Their results affirmed the presence of co integration between the variables used. They 

observed that economic misery increases human capital outflow within the period and that foreign 

remittances added to human capital outflow from Pakistan.  

 

Ditta and Hassan (2017) evaluated the impact of economic misery, exchange rate and interest rate 

on foreign direct investment (FDI) in  Pakistan in the period of 1972- 2013. The study employed 

the use of Augmented Dickey-Fuller and Philips Perron unit root tests for stationarity of the 

variables while Autoregressive Distributive Lag was used to ascertained co-integration among the 

variables used. Their findings indicated that there exists a negative and insignificant effect between 

economic misery and political instability on FDI in Pakistan. Exchange rate was observed to have 

positive and significant relationship with FDI over the selected time frame.  

 

Ihensekhien (2019) examined the impact of foreign private investment on the Nigerian economy, 

based quarterly time series data from 1981Q1 to 2018Q4. The variables used were found to be co-

integrated and the ECM was statistically significant at the 5% level. The coefficient of the ECM 

indicated that the speed of adjustment in the short-run disequilibrium was adjusted at a very low 

level per period, while the adjusted coefficient of multiple determinations systematically explained 

the fact that foreign private investment was highly needed in less developing economies especially 

the Sub-Saharan Africa, Nigeria in particular to influence economic growth rate. The empirical 

findings of the study highlighted the need to encourage better macroeconomic environment; Fiscal, 

monetary and exchange rate policies, property rights protection, strong, financial sector should be 

supported and sustained by government. Infrastructure facilities, that is, social and economic 

should be provided by the government, while corruption level should be checked in order to attract 

the needed foreign private investment to the Nigerian economy. 

 

2.2 Theoretical Framework 

The theoretical framework hinges on two basic approaches; Keynesian theory of unemployment 

and the monetarist theory of inflation. In what follows is the illustration of the linkage between 

misery index and investment given by these theories. Keynes (1936) revolutionized thinking in 

many spheres of economics as well as raised a new line of thought including the theory of the 

causes of unemployment. Keynesian unemployment occurs when there is no aggregate demand in 

the economy. This form of unemployment arises during economic downturns and falls when the 

economy improves. Keynes argues that this type of unemployment exists due to inadequate 

effective demand. Demand for most goods and services falls to meet the equilibrium level and 

mass unemployment ensues. 
 

 



Journal of Finance and Economic Research, Vol. 4, No. 1, 2019. www.absudbfjournals.com.  

 

ISSN: 2251-015X 142 
 

In the Keynesian theory, employment depends upon effective demand which results in increased 

output, output creates income and income provides employment. He regards employment as a 

function of income. Effective demand is determined by aggregate supply and demand functions. 

The aggregate supply functions depend on physical or technical changes which do not occur in the 

short run, thus remains stable. Keynes concentrated on aggregate demand functions to fight 

depression and unemployment. Thus employment depends on aggregate demands which in turn 

are determined by consumption and investment. 

 

According to Keynes, employment can be increased by increasing consumption or investment; it 

therefore means there exists a negative relationship between unemployment and investment. 

Keynes states that consumption depends on income and when income rises, savings rises. 

Consumption could be increased by raising the propensity to consume in order to increase income 

and employment but the psychology of the people, which are also constant in the short run. 

Therefore, the propensity to consume is stable. Thus employment depends on investment while an 

increase in unemployment on the other hand could simply mean there is a fall in investment.It is 

clear that the theory implies a positive relationship between investment and employment and 

invariably a negative relationship between unemployment and investment.  

 

Friedman (1970) stated that inflation is always and everywhere a monetary phenomenon in the 

sense that it is and could be produced only by a more rapid increase in the quantity of money than 

in output. The cost of inflation to investment has been therefore been investigated by Friedman 

(1977) and Ball (1992) find that high inflation leads to a higher inflation uncertainty. When 

inflation increases uncertainty, the general fear about liquidity would arise and businessmen would 

become more concerned about how to keep operating in the market and how to avoid bankruptcy. 

According to Neville (1975) inflation and its uncertainty lower the share of profit in income which 

depresses investment. Fischer (2013) provides evidence that high inflation decreases investment 

and firms under inflation uncertainty would tend to employ more working capital than fixed assets. 

 

Furthermore, attracting investment relies on the ability of the monetary policy at achieving 

macroeconomic stability. This monetary policy is based on the supply and demand of liquidity as 

posited by the monetarist. Literature also reveals that there are different perspectives on the 

relationship between inflation and investment in terms of money supply. In some quarters, it is 

found that a low inflation rate is healthy for economic growth and as such stimulates investment 

growth. Two theoretical approaches have been identified; the call option, where it is believed that 

waiting for new information in an uncertain inflationary business environment reduces investment. 

The approach by Hartman (1972) and Abel and Blanchard (1983) reflects an increased investment 

as the business capital is an increasing function of prices and when the variance of prices increases, 

the expected return would also go up.  
 
 

3.0   Methodology 

3.1   Model Specification 

On the basis of the theoretical framework, the study hypothesized that foreign direct investment is 

a function of misery index. This was expressed implicitly as: 
 

3.1  MIXFFDI 
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However, misery index is not the only determinant of foreign direct investment in Nigeria. 

Therefore, to avoid the problem of omitted variable bias in the estimation process, other variables 

which are important investment determinants as found in investment literature are included. Some 

of the determinants popular in investment literature include exchange rate, government 

expenditure and interest rate. The model is thus modified as follows; 

 

Functional form of the model: 

3.2 

Equation 3.2 is specified in econometric form as follows: 

                                3.3 

To prevent extremely large coefficient equation 3.3 was transformed into the natural log form as 

shown below: 

 

3.4 

Where: 

FDI= Foreign direct investment 

GEX= Government expenditure 

MIX = Misery index (unemployment rate + inflation rate) 

EXR = Exchange rate captured by the exchange rate of the naira against the US dollar (₦/$) 

ITR = Interest rate captured by commercial bank lending rate (%) 

=Stochastic error term 

 

3.2Estimation Technique 

This is the pre Co-integration test. It is used to determine the order of integration of a variable that 

is how many times it has to be differenced or not to become stationary. It is to check for the 

presence of a unit root in the variable that is, whether the variable is stationary or not. The null 

hypothesis is that there is no unit root. This test is carried out using the Augmented Dickey Fuller 

(ADF) technique of estimation. The rule is that if the ADF test statistic is greater than the 5 percent 

critical value we accept the null hypothesis that is, the variable is stationary but if the ADF test 

statistic is less than the 5 percent critical value i.e. the variable is non-stationary we reject the null 

hypothesis and go ahead to difference once. If the variable does not become stationary at first 

difference, we difference twice. However, it is expected that the variable becomes stationary at 

first difference.  

 

After the test for the order of integration, the next step is to test for co-integration. This test is used 

to check if long run relationship exists among the variables in the model (Ogundipe and Alege, 

2013). This was carried out using the Johansen technique.The error correction model is used as 

the method of analysis for this study. This is employed as the variables used were not stationary at 

level. It tests for the short and long run equilibrium dynamics in the model. It seeks to correct the 

 ITRGEXEXRMIXFFDI ,,,

tttttt eITRGEXEXRMIXFDI  43210 

tttttt eITRGEXEXRMIXLogFDI  loglogloglog 43210 

te
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disequilibrium in the model. The data used in this study are secondary data  obtained the Central 

Bank of Nigeria (CBN) statistical bulletins, Nigerian Bureau of statistics and World Bank 

development indicators. 

 

4.0   Analysis of Results 
 

4.1 Trend Analysis 
 

Trend analysis often refers to techniques for extracting an underlying pattern of behaviour in a 

time series data which would otherwise be partly or nearly completely hidden by noise. A simple 

description of these techniques is trend estimation, which could be undertaken within a formal 

regression analysis. Consequently, the long term behaviours of the variables used in this study are 

presented in various graphs as shown in the Figures below:  

 

Figure 4.1: Trend of Exchange Rate (EXR) in Nigeria (1981-2017). 

 
Source:Author’s computation from Eviews 9.0 (2019) 

 

From figure 4.1 above, the exchange rate variable (EXR) possess a rather cone shape in an upward 

trend. While foreign direct investment variable displayed an almost straight line positive trend 

climaxing at a record high in 2007 as shown in figure 4.2. 

 

 

Source:Author’s computation from Eviews 9.0(2019) 

Fig. 4.2: Trend of foreign direct investment (FDI) in Nigeria (1981-2017). 
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From figure 4.2 the foreign direct investment (FDI) variable displayed an almost straight line 

positive trend until 2004 thereafter depicting a positive upward trend reaching its peak between 

2005 and 2006 before experiencing a downward positive trend 

 

 
Source:Author’s computation from Eviews 9.0 (2019) 

Fig 4.3: Trend of Government Expenditure (GEX) in Nigeria, (1981-2017). 

 

As presented in figure 4.3 above, Government expenditure (GEX) started very low close to the 

origin of zero, in 1981 and records its highest peak in the year 2017. It drops between 2005 and 

2006 and peak up on the rising trend again immediately.  

 

 
Source:Author’s computation from Eviews 9.0 (2019) 

Fig 4.4: Trend of interest rate (ITR), in Nigeria, (1981-2017) 

Interest rate (ITR) experienced a positive cyclical upward trend until 1993 and 1994 at its highest 

level, before experiencing a downward trend and its trough in 2010. The result is presented in 

figure 4.4 above. 
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Source: Author’s computation from Eviews 9.0 (2019) 

Fig 4.5: Trend of Misery Index in Nigeria, (1981-2017). 
 

From 4.5 Misery index began moderately in 1981 at 20.4 reaching its peak in 1988 repeating same 

feat in 1994, thereafter displayed a cyclical trend. 

 

4.2    Descriptive Statistics  

Table 4.2: Descriptive Statistics of Variables  

Statistics EXR FDI GEX INT MIX 

 Mean  921.61  380.16  1723.72  13.37  26.68 

 Median  97.40  113.65  824.37  13.50  25.92 

 Maximum  30193.28  3132.80  6456.70  26.00  59.61 

 Minimum  0.61  0.26  9.64  6.00  10.23 

 Std. Dev.  5018.59  783.18  2042.86  4.38  12.60 

 Skewness  5.75  2.61  0.95  0.52  1.05 

 Kurtosis  34.01  8.42  2.42  3.45  3.85 

 Jarque-Bera  1640.71  84.89  5.87  1.91  7.75 

 Probability  0.00  0.00  0.05  0.39  0.02 

 Sum  33178.00  13685.76  62053.79  481.18  960.57 

 Sum Sq. Dev.  8.82  21468  1.46  670.39  5560.26 

 Observations  36  36  36  36  36 

Source: Author’s Computation Using E-Views 9(2019) 

The descriptive statistics of the variables for the study are as presented in table 4.2 above. Given 

the time frame of the study (1981-2017), and the regularity of the data set (yearly), all the series 

have 36 observations. As shown above, the Jarque-Bera statistics as well as their respective 

probabilities values jointly validate the alternative hypotheses of normality at 5% significance 

level with an exception of interest rate. The Kurtosis value from table 4.2 revealed that all the 

variables applied for the study follows a leptokurtic distribution. The variables used in the analysis 

had positive skewness. The standard deviation and the mean average of the variables employed in 

the analysis are also reported in the table 4.2. 
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4.3   Testing for Stationarity  

Findings by Granger and Newbold (1974) revealed that, most time series variables always trend 

in non-stationary forms and thus, employing such non-stationary variables might yield spurious 

regression estimates. Therefore, the Augmented Dickey-Fuller was conducted with a view to 

inspecting the stationarity status of the series utilized in the study.  

 

Table 4.3.1: Augmented Dickey Fuller Test  

 Level  First Difference 

Variabl

es 

ADF Stat 5% Critical Value ADF Stat 5% Critical Value 

FDI -3.78 -3.54   

MIX -6.51 3.54   

EXR -6.34 -3.54   

GEX   -4.85 -3.56 

ITR   -6.42 -3.55 

Source: Author’s Computation Using E-Views 9(2019) 

The table above shows that all the variables are stationary at different levels of integration. GEX 

and ITR are stationary at first difference, while FDI, MIX and EXR are stationary at level. 

Therefore, the variables have different orders of integration 

 

Table 4.3.2: Johansen Co-integration Test Results:  

Unrestricted Co-integration Rank Test Showing Trace and Maximum Eigen Value  

Hypothesized 

No. of CE(s) 

Eigen 

Value 

Trace 

Statistic 

Prob.** 

Max-Eigen Statistic 

Prob.** 

None *  0.722  120.485  0.000  44.786  0.002 

At most 1 *  0.590  75.699  0.000  31.207  0.016 

At most 2 *  0.553  44.493  0.001  28.194  0.004 

At most 3 *  0.286  16.298  0.038  11.790  0.119 

At most 4 *  0.121  4.508  0.034  4.508  0.034 

Source: Author’s Computation Using E-Views 9(2019) 

Trace test indicates 5 co-integrating equations at the 0.05 level 

*denotes rejection of the hypothesis at the 0.05 level 

The result of the co-integration test in table 4.3.2 above shows that both the Trace statistics and 

Maximum-Eigen statistics confirmed the existence of 5 co-integration equations among the 

variables of interest at 5% level of significance for model specified. Since the variables are co-

integrated, this satisfies the convergence property. Therefore, an error correction model is then 

presented to integrate both the long run and short run dynamics. 
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4.4     Empirical Results and Discussion of Findings 

The main task of establishing the functional relationship between misery index and its implications 

on foreign direct investment in Nigeria was accomplished using the Error correction modeling 

technique (ECM). Having established that the variables are stationary and co-integrated the 

parsimonious error correction model was stated in order to capture the short-run deviations that 

might have resulted in estimating the long-run co-integrating vectors. The parsimonious error 

correction model achieves this by incorporating an error correction variable. In this regard, the 

error correction variable enables us to measure the speed of adjustment of foreign direct investment 

and its long-run stability position. The estimation results are presented in Table 4.4 below:  

 

 

Source: Author's computation from E-views 9, 2019.           

*Significant at 5% 

From table 4.4 above, the coefficient of determination is 0.71 while the adjusted R-squared is 

approximately 0.64. This implies that 64 percent of the variations in FDI was be explained by all 

the explanatory variables (MIX, EXR, GEX, and ITR). This is equally a good fit as merely about 

36 percent of the systematic variation is left unexplained. We characterize this unexplained 

variation to variables not explicitly included in the model and measurement errors both of which 

effects are captured by the stochastic error term. The F-test is a test of the global significance of 

the model. It tests the hypothesis that all the variables taken together are not significantly dissimilar 

from zero; i.e.H0: α1 = α2 = α3 = α4 = 0 

 

The value of the F-statistic is 8.94. The probability value of the F-statistic is 0.000, which is less 

than 0.05. Accordingly, the F-statistic shows that the model is statistically significant at the 5% 

level of significance. The null hypothesis is rejected and the hypothesis that the slope coefficients 

are simultaneously and significantly different from zero is accepted. This implies that the overall 

model is significant in explaining the variations in foreign direct investment. The Durbin- Watson 

Statistic of 1.89 which is approximately 2 reveals the absence of autocorrelation in the short run. 

Given the soundness of goodness of fit as analysed above, we could thus rely on the estimated 

parameters of the variables. 

Table 4.4 

Dependent Variable: FDI Parsimonious Error Correction Model (Model 1) 

Variable Coefficient t-Statistic Prob. 

C 356.062 2.129  

MIX -0.538 -2.967* 0.047 

EXR -0.023 -1.991* 0.053 

D(GEX) 0.176 2.522* 0.051 

D(ITR) -0.860 -3.030* 0.027 

ECM(-1) -0.834 5.716* 0.000 

R-squared 0.71   

Adjusted R-squared 0.64   

F-statistic 8.94   

Prob(F-statistic) 0.000   

Durbin-Watson stat 1.893       
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From the result in Table 4.4 above, misery index (MIX) was found to maintain a statistically 

significant negative relationship (at 5% level of significance at p-value>=0.05 rule of thumb) with 

foreign direct investment. However, this result does support apriori expectation; the result 

explicitly shows that ceteris paribus, a unit increase in misery index will translate into a decrease 

in foreign direct investment by about 0.54 units. 

 

Moreover, the result of the long run relationship model with ECM revealed that, exchange rate 

was negative and statistically significant (at 5% level of significance at p-value>=0.05 rule of 

thumb) in its impact on foreign direct investment. This finding however confirms our theoretical 

apriori expectation since; an increase in exchange rate is expected to bring about a decrease in the 

economy’s competitiveness on the global market due to appreciation of the naira, which further 

leads to decrease in foreign direct investment. The result explicitly, implies that, a unit increase in 

exchange rate will bring about a corresponding decrease in foreign direct investment by about 0.02 

units. 

 

Nevertheless, government expenditure (GEX) was found to be positively associated with foreign 

direct investment in Nigeria. More to the above point, it was found to exhibit a statistically 

significant impact (at 5% level of significance at p-value>=0.05 rule of thumb) on foreign direct 

investment. This finding however met our theoretical apriori expectation because; an increase 

government expenditure on infrastructure, security, etc. is expected to create an enabling 

environment for investors which would further translate into increase in economic activity and 

thus increase foreign direct investment in Nigeria. Strictly speaking, the result indicates that, a unit 

increase in government expenditure would cause foreign direct investment in Nigeria to increase 

by about 0.18 units.  

 

Like exchange rate (EXR), interest rate (ITR) was negative and statistically significant (at 5% level 

of significance at p-value>=0.05 rule of thumb) in influencing foreign direct investment in Nigeria. 

This finding however met the theoretical apriori expectation because; an increase ITR, tend to 

discourage foreign investors from investing in the country. The result however, implies that, a unit 

increase in the ITR would bring about a corresponding decline in foreign direct investment in 

Nigeria by about 0.86 units.The coefficient of one period lagged error correction term (ECM (-1)) 

is correctly signed. On the other hand, it indicates that, about 83% of the previous year shocks in 

foreign direct investment are however offset every 12 months, and this is also significant (at 1 per 

cent level) as evidenced by the resultant t-ratio. 

 

4.5 Policy Implications of Findings 

From the results of the error correction mode, all the variables were found to be of huge relevance 

as showed by the t-ratios. The implication of this is that, for the desired level of foreign direct 

investment to be realized in Nigeria, due recognition must be given to these variables captured in 

the study. This indicates that, foreign direct investment, misery index, exchange rate, government 

expenditure and interest rate in Nigeria are key factors to be considered when designing 

macroeconomic policies targeted at attracting foreign investors into the economy. 
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5.0   Conclusion 

The study investigated the nexus between   misery index and foreign direct investment in the 

Nigerian economy within a timeframe of 1981-2017. The error correction model technique was 

used to estimate the specified model. The results of the estimation exercise for revealed that all the 

variables (MIX, EXR, GEX and ITR) employed were found to be statistically significant and 

correctly signed and they had significant effect on foreign direct investment in Nigeria. 

Furthermore, the results of the estimation exercise for   foreign direct investment as the explained 

variable, shows any deviation from equilibrium in foreign direct investment due to changes in the 

explanatory variables would be corrected in less than 2.5 months (83). The paper therefore 

recommended that government make a conscious effort to reduce the misery index 

(Unemployment and Inflation rates) in the Nigeria. Government should encourage sustainable, 

stable and competitive exchange rate policy that would attract foreign direct investment. Nigerian 

government should relax the monetary policy rate to allow access to loans by foreign investors. 
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