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Abstract 

This study attempts to find answer to the question of whether Nigeria should intensify effort to 

draw home more foreign investment; would more of foreign investment inflows accelerate Nigeria 

economic performance? Methodologically, annual time series data from 1986 to 2018 was 

analyzed using ARDL approach. The key findings are that, although FDI has long-run positive 

impact on economic growth, FPI has no operational effect on the growth; this is true of FPI both 

in the long-run and short-run. Furthermore, labour force and trade openness were found to have 

long-run and short-run positive impact on growth. Hence, government must tactically open up 

economy to trans-border trade, increase labour supply and intensify effort to attract more FDI. 
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1. Introduction

One of the economic benefits of an open economy is the free movement of capital or assets in the 

form of foreign investment. Several economies like Ghana, Nigeria and South Africa are now 

documenting fast-paced growing inflows of foreign investment into the economy. Foreign 

investment is believed to complement domestic investment; hence, a perceived prerequisite to the 

achievement of a sustained rate of economic growth. Economic literature suggested foreign 

portfolio investment and foreign direct investment as the two basic forms in which the foreign 

investment may be classified. 

Foreign portfolio is an aspect of foreign capital flows, consisting of financial assets like stocks and 

bonds in the financial markets. One key feature of foreign portfolio investment that is often an 

issue of concern is its level of volatility which cannot guarantee or maintained a sustainable 

economic growth (Ahmad et al., 2004; Obadan, 2004).   
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In this spirit, Ahmad et al. (2004) contended that the high risk or volatility level observed in 

holding foreign portfolio compared to foreign direct investment makes the latter more preferable 

to the former by the recipient economies, as such many economies depend more on FDI to achieve 

the targeted economic growth rate by simply adjusting their business environments to be more 

opened and suitable for foreign direct investment (Baghebo and Apere, 2014). On the other hand, 

foreign portfolio investment vis-à-vis the capital market could benefits economy by stimulating 

liquidity of the capital market, and promoting long term fund raising essential for a rapid economic 

growth rate. 

 
Foreign direct investment, in contrast, is the transferring of investment resources such as 

technology and capital from the source economy to the recipient economy. Such economic 

resources are often beneficial to the hosting economy in terms of enlarging the production 

capabilities, raising the social welfare and the increment in income. Although, a key argument in 

favour of FDI may be that it increases the real domestic income of the host economy more than 

the profits repatriated to the source economy and could also help to achieve a broad tax-base and 

a well-diversified economy, FDI is not totally a zero-sum game investment strategy; it has 

detrimental aspects for the recipient economy. An instance of this is the possibility of a rising rate 

of wage differential or inequality in the recipient economy (Moosa, 2002). 

 
Despite the fact that foreign direct investment carries possibility of a stable economic growth than 

the foreign portfolio, both are seen as more plausible foreign investment choice (Rasin, 2002). In 

view of this, policymakers often seek for an array of strategies to attract foreign investment into 

the economy. Central to the attraction of foreign investment into the hosting economy is the nature 

of the business environment or the degree of ease of doing business in such an economy (Baghebo 

and Apere, 2014).  

 
The business environment in Nigeria in the past, particularly during the pre-SAP period, was 

characterized by excessive government intervention and the intensive imposition of the policy of 

trade restriction (Onyeisi et al., 2016) without any serious incentives to draw home the foreign 

investors. Accordingly, the Nigerian Enterprises Promotion Decree, Exchange Control Act, 

nationalization and indigenization policies etc embarked during the pre-SAP period, to a good 

extent, impeded the foreign investment inflows. In this way, the Nigerian investment climate had 

little appeal to the foreign investors in the pre-SAP period.  

 
In spite of the fact that those policies may be said to guarantee trade fairness, protection of 

indigenous/local capital from foreign firms, obliging Nigeria to be a partner to foreign firms, and 

in general, increasing local content, it failed to achieve the desirable rate of economic growth: 

economic performance was not at its best, evidenced by the poor performance of the key 

macroeconomic indicators. For instance, the Nigerian GDP growth rate dropped successively from 

8.6% in 1963 to 5%, 4.9%, -4.3%  and -15 in 1964, 1965, 1966 and 1967 (WDI, 2018). 

 
However, during the period of the adoption of SAP policy, Nigeria attracted foreign investment 

into the economy by formulating and implementing business-friendly policies as well as offering 

of several investment motivation packages with a view to achieving a stable and virile economy.  

Subsequently, the Company and Allied Matter Act of 1989 (took effect in 1990) was promulgated 
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to further make investment atmosphere conducive for new and already established investors in the 

country.  

 
Furthermore, in 1991, the banks and other financial institutions decree number 25 was enacted to 

monitor banking and non-banking financial operation with the aim of making Nigerian economy 

an attractive destination of investments. Furthermore in the mid-90s, the Nigerian government 

undertook several policy reviews: both the Exchange Control Act of 1962 and the Nigerian 

Enterprises Promotion Decree of 1989 were repealed and the new decrees establishing the Nigerian 

Investment Promotion Commission (established through the Decree number 16 of 1995) and the 

Foreign Exchange - Monitoring and Miscellaneous Provisions Decree 17 of 1995 were 

promulgated (Onyeisi et al., 2016). 

 
The repealing of the two decrees and their subsequent replacement with newer ones appears to 

induce more foreign investment inflow. As observed by Onosode (1998) in (Obadan, 2004, p.8) 

“between July 1995 and July 1996, about US$6.0 million foreign portfolio investment was made 

in the Nigerian capital market through the Nigerian Stock Exchange for the first time since 1962”. 

Surprisingly, in spite of the series of investment-enhanced strategies or policy packages employed 

to increase foreign investment inflows, and the resulting rate of growth of foreign investment 

achieved, as showed by Balance of Payment (BOP), the Nigerian economy is yet to perform 

appreciatively. For example, the actual GDP growth rate of 6.73, 7.20, 4.21, 6.22, -1.58 and 0.82 

in 2006, 2008, 2012, 2014, 2016 and 2017 seriously lagged behind the targeted rate of growth of 

7, 10, 7.30, 7.02, 3.59, and 4.09 respectively.  Hence, one wonders if foreign investment inflow a 

significant determinant of Nigerian economic growth. Also, should the Nigerian government focus 

more on attracting foreign investment to improve economic growth? Therefore, the main objective 

of this paper is to address the two fundamental issues. 

 
The rest of this paper is portioned as follow: section 1.1 presents trend in foreign investment 

inflows and economic growth (GDP) in Nigeria. Brief reviews of the literature in section 2; the 

theoretical framework and methodology are in section 3; section 4 details empirical results and 

implication of findings. The conclusion and recommendations are in section 5. 

 
1.1. Trend in Foreign Investment Inflows and Economic Growth in Nigeria 

 
In order to provide a clear understanding of the relevance of foreign investment inflows into the 

economy, we proceed to discuss the trend and some sectoral destinations of foreign investment 

inflows into Nigeria. The two basic components of foreign investment inflow need to be mentioned 

here; the foreign direct investment and foreign portfolio investment, both of which shall hereafter 

be referred to as FDI and FPI respectively. As observed in the Table 1, the inflows of FDI have 

been tremendous in the past years, contributing greatly to GDP in 2008, 2009 and 2011.\ 

 
Table 1: FDI Inflows and GDP Growth from 2005 to 2017 (₦’ Billion) 

          FDI 

Year 

Equity 

Capital (1) 

Reinvested 

earnings and 

others (2) 

Total 

(3) 

% Share of (3) 

in GDP 
GDP 

2005 423.3 230.9 654.2 1.745699 37474.95 
2006 388.6 240.6 629.2 1.573177 39995.5 
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2007 491.1 268.2 759.3 1.769006 42922.41 
2008 584.0 387.5 971.5 2.111382 46012.52 
2009 802.6 471.2 1273.8 2.554953 49856.1 
2010 475.1 430.6 905.7 1.658419 54612.26 
2011 877.1 483.2 1360.3 2.365285 57511.04 
2012 636.1 477.4 1113.5 1.858004 59929.89 
2013 451.0 424.1 875.1 1.384242 63218.72 
2014 317.9 420.2 738.1 1.099135 67152.79 
2015 181.1 420.9 602 0.872161 69023.93 
2016 714.2 410 1124.2 1.654909 67931.24 
2017 553.5 516.0 1069.5 1.561519 68490.98 

Source: Compiled from CBN 2017 Annual Statistical Bulletin  

 
In Table 1, about ₦654.2 billion worth of FDI inflows were recorded in 2005, consisting roughly 

1.75 per cent of GDP, of which, ₦423.3 billion was the equity capital and ₦230.9 billion came 

from reinvested earnings and others. In 2009, FDI rose significantly to about ₦1273.8 billion and 

accounted for about 2.55 percent of GDP.  This increase was driven by the growth in equity capital.  

As at the end of 2016 and 2017, the inflows of FDI into the Nigerian economy are much higher 

compared to the amount recorded in 2005 and 2015 with equity capital appearing as the dominant 

contributor to the growth of FDI in those periods.  

 
The FDI growth rate reduced from about ₦1360.31 billion in 2011 to roughly ₦602.1 billion in 

2015; thus, its share contribution to GDP fell from 2.37 per cent to 0.87 per cent.  In terms of 

sectoral destination of FDI in Nigeria, Tumala, Ajibola, Omotosho and Baruwa (2013) argued that 

the extractive sector, followed by manufacturing, and transport, storage and communication were 

the sectors with the highest record of FDI especially between 2010 and 2011 while agriculture, 

hunting, forestry and fishing sector ranked low. 

 
In the case of FPI, the growth trend in Table.2 shows that although Nigeria experienced a steady 

growth in FPI in the past, especially between 2005 and 2007, the highest level of growth in FPI 

was in 2012 and 2017 during which FPI inflows accounted for over 4 per cent and 3 per cent of 

GDP growth. Table 2 further suggests that FPI growth was about ₦116.6 billion in 2005 with the 

highest contribution coming from equity securities (about ₦98.6billion) while the remaining 

₦17.5billion came from debt securities and others.  

 
Table 2: FPI Inflows and GDP Growth Rate from 2005 to 2017 (₦’ Billion) 

          FPI 

Year 

Equity 

Securities (1) 

Debt Securities 

and others (2) 

Total 

(3) 

% share of (3) 

in GDP 

GDP 

2005 98.6 17.4 116.0 0.30954 37474.95 
2006 227.6 132.07 359.67 0.899276 39995.5 
2007 182.1 150.5 332.6 0.774887 42922.41 
2008 (113.0) 270.2 157.2 0.341646 46012.52 
2009 72.6 (1.7) 70.9 0.142209 49856.1 
2010 323.6 232.9 556.5 1.019002 54612.26 
2011 395.6 396.8 792.4 1.377822 57511.04 
2012 1568.5 1118.7 2687.2 4.483906 59929.89 
2013 870.3 1259.9 2130.2 3.369572 63218.72 
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2014 164.3 668.1 832.4 1.239561 67152.79 
2015 (93.6) 591.8 498.2 0.721779 69023.93 
2016 82.2 394.8 477.0 0.702181 67931.24 
2017 892.7 1711.6 2604.3 3.802399 68490.98 

Source: Compiled from CBN 2017 Annual Statistical Bulletin 

 
From Table 2, it is evidence that fluctuation or shock in the growth level of FPI mostly comes from 

debt securities except in 2005, 2006 and 2007 when equity securities took the lead. 

 
2. Literature Review 

 
2.1. Review of Theoretical Literature 

 
The need to achieve an accelerated rate of economic growth by many nations has led several 

Macroeconomics scholars to investigate for the drivers of economic growth. We will discuss some 

of the identified drivers of economic growth by studying the varieties of the macroeconomic model 

built and the theories postulated. It is critical to note, at this juncture, that a number of these theories 

have contrary or common position, that the stock of investible resources, such as capital, labour, 

and technology, available either locally or imported into the host economy, and its subsequent 

utilization in such economy is often responsible for the nature of growth of that economy. 

 
Among the first generation of these macroeconomics theories propounded on growth is Ricardo's 

classical theory of international trade (comparative advantage) which highlighted the gains that 

could be benefited owing to a free inter-boundary movement of goods (Ricardo, 1851). However, 

the theory fails to explain to our understanding FDI as a source of economic growth. Going down 

memory lane of the classic economic literature of the 1950s and 1960s, economic theorists viewed 

economic growth as a process – successive stages in which the less-developed economies must 

pass through to be developed. This is the view of the popular linear stages of the growth model. 

 
Todaro and Smith (2012) argued that the linear stages of the growth model is principally an 

economic theory meant to explain the right combination of investment, saving, and foreign aid as 

a necessity for the less-developed economies to move along an economic growth pathway known 

to had been historically followed by the developed economies. Although the 1970s linear growth 

approach in no small way replaced the earlier version with much focus on the patterns of structural 

transformation and institutional constraint on the economic development or growth, it has been 

disapproved of on the ground that it does not explain the source of economic growth as such.  

 
The Harrod-Domar model on the other hand explicitly accounts for the source of economic growth. 

The model argued that in order to achieve growth, a new investment which implies net additions 

to the capital stock is a necessity. New investment can be made if a certain proportion of GDP is 

saved and invested. According to the model, the new investment project would bring a 

corresponding increase in the output (GDP) growth. Hence the model is based on the assumption 

of a fixed proportion production function. The model presumes a direct relationship between the 

GDP and the total size of the capital stock (Jhingan, 2013). 
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The Harrod-Domar model accords a prominent role to investment (be it foreign or local) in the 

process of economic expansion in two ways: it generates income and supplements the economy’s 

productive capacity by raising its capital stock. Therefore, provided investment is undertaking, 

output and real income will continue to rise. It is in this spirit that Bhagwati, (1994) opined that 

increasing the resources dedicated to investment is the hub of a problem of development. Harrod-

Domar model is flawed by assuming a fixed proportion production and with no explicit treatment 

of labour force growth (Todaro and Smith, 2012).  

 
Solow growth model overcame the basic shortcoming of the Harrod-Domar model by postulating 

a continuous Production function that permits endless substitutability of factors (labour and 

capital). In Solow’s growth model, three main variables were focused on as the basic driver of 

economic growth:  capital (investment), technological advancement, and the effectiveness of 

labor (knowledge). In the model, Solow stressed that output per labour depends only on capital 

per labour; output per labour produced rises as the size of the capital per labour used increases 

over time (Romer, 2012 and Snowdon and Vane, 2005). 

 
The Solow model which took its root from the neoclassical production function framework with 

decreasing returns to capital draws attention to the growth in population, an increment of saving 

(investment), and technological progress. The model presumes the saving rate (investment) and 

the growth of the population to be exogenous. The model presents these two (2) variables as the 

determinants of the steady-state level of income per capita. The model argued that the more the 

saving (investment) rate, the richer the country, and the higher the growth rate of the population, 

the poorer the country (Mankiw et al., 1992). 

 
Solow neoclassical model sees the impact of growth in the rate of savings (investment) on the 

output per worker to be positive and temporary.  But after some adjustment in the long-run,  
growth in investment has no effect on economic growth, although it will increase the level of 

output per worker (Blanchard and Johnson, 2013; Snowdon and Vane, 2005). In conclusion, the 

Solow growth model implies that in the absence of technological progress the ability of a given 

economy to increase output per worker by means of accumulation of capital is constrained by the 

interplay of the people’s willingness to save, diminishing returns, the rate at which capital stock 

depreciates, and the growth rate of the population.  

 
Romer (2012) contends that Solow’s growth model is inadequate. According to him, growth is not 

constant for both “growth miracle countries” such as Singapore and South Korea and “growth 

disaster countries” e.g. Argentina. In addition, Mankiw et al (1992) argued that the impact of 

population growth and the physical capital will be higher on income or growth if the effect of the 

human capital accumulation is considered. Therefore, by incorporating human capital into the 

Solow’s growth model, Mankiw et al (1992) came up with another economic model, Augmented 

Solow model, that acknowledged the human capital as a source and a driver of economic growth. 

As may be observed, virtually all of the above models do not explicitly take into consideration the 

impact of foreign investment in the determination of economic growth; rather, it is presumed that 

foreign investment is a component of the total capital stock available in the economy and therefore 

affects economic growth. But, the total capital stock available in the economy at any point in time 

embodies local private investment stock and government capital stock etc; hence, the nature of the 

effect of foreign investment may not be well defined in the above models. 
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However, a model that seems to explicitly identify foreign investment as a source of economic 

growth is the gap model.  According to Todaro (1994), foreign investment increasingly fills the 

gaps between locally available investment or savings and the intended level of economic resources 

necessary to realize the desired developmental targets. Additionally, Bhagwati (1994), Brecher 

and Findlay (1983), Brecher and Diaz-Alejandro (1977) came up to explain foreign investment as 

a source of growth through what they called Bhagwati hypothesis. 

 
The authors postulated that foreign investment inflow into a restrictive import-substitution strategy 

economy retards economic growth. A reason may be that in a strict import-substitution economy, 

foreign investment typically takes place in the sectors where the hosting economy lacks 

comparative advantage. Therefore, foreign investment turns to a way of maintaining the market 

share by the foreign companies as well as to enjoy the additional profit they generated.  

 
2.2. Empirical Review of Literature  

 
Some earlier studies have attempted to investigate foreign investment as a determinant of 

economic growth.   Kania-Morales and Mróz (2014) empirical study asked perhaps foreign 

portfolio investment and foreign direct investment really determine economic growth in Germany, 

Poland, and in Great Britain. The study employs Johannsen Co-integration and VEC. In case of 

Poland, the study finds that a significant long-run relationship between economic growth and 

stocks of foreign investment (FDI and FPI) exist, but this relationship was not found for the United 

Kingdom and Germany.  

 
Okafor et al (2016) adopting the Toda-Yamamoto method of causality test investigated the link 

between Nigerian economic growth and foreign capital inflows. The result obtained suggests a bi-

directional relationship between economic growth and foreign direct investment. On the other 

hand, a unidirectional relationship is found between foreign portfolio investment and economic 

growth with the causation running from foreign portfolio to economic growth. 

 
Odubola and Desalu (2017) studied domestic investment and foreign direct investment as the 

determinants of economic growth between 1985 and 2015 in Nigeria. The study employs the 

Ordinary Least Square (OLS) technique. The study suggested that foreign direct investment is not 

a contributing factor to economic growth in Nigeria. Because of the problem associated with the 

econometric instrument used, the findings of the authors may not be reliable.  

 
The study of Ibrahim and Akinbobola (2017) takes the above shortcoming into consideration by 

adopting the VAR model in the course of investigating whether the foreign portfolio investment 

determines economic growth in Nigerian’s democratic settings. The outcome of their research 

showed a significant positive link between economic growth and foreign portfolio investment in 

the long-run in Nigeria. 

 
Tang (2015) examines whether economic growth in the European Union Countries had been 

boosted by foreign direct investment. The study employs 2SLS, FGLS, and GMM. The finding of 

the study showed that foreign direct investment is capable of promoting economic growth. Lastly, 

Albulescu (2005) investigated the long-run impact of foreign direct and portfolio investments on 

economic growth in the Central and Eastern part of Europe from 2005 to 2012. The study adopted 
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the system-GMM estimation technique. The study finds foreign portfolio and foreign direct 

investment to exert positive and statistically significant influence on economic growth in the 

region.  

 
Although there are several empirical studies on the impact of foreign direct investment and foreign 

portfolio on growth, only few of these studies combine the two and weigh their impacts on 

economic growth simultaneously in Nigeria. Also, most of the studies presume neutral effect of 

labour force on growth with more on the effect of foreign investment particularly the FDI on 

growth; however, availability of labour force may reinforce the impact size of foreign investment 

on economic growth. This study therefore, employing ADRL model and more current data 

attempts to fill the aforementioned gaps.     

 
3. Model Specification, Data and Estimation Method 

 
3.1. Model Specification 

 

To determine whether accelerating economic growth vis-à-vis growth in foreign investment 

inflows is pragmatic, the study follows Cobb–Douglas (C-D) production function, mathematically 

represented as:  

 

𝑌 =   ƒ(𝐾𝛼, 𝐿𝛽)                                         (1) 

 
The C-D production function in equation 1 presupposes capital and labour to be the basic 

determinants of output (Y). Suppose Y is the Nigerian real GDP, and let foreign investment inflows 

to assume the role of productive capital input in the Nigerian economy’s production function, since 

foreign investment inflow is a private capital resource; therefore, we augment equation 1, adding 

trade openness, and specify the model as: 

 

𝑅𝐺𝐷𝑃(𝑡) =  ƒ(𝐹𝐼𝛼(t),  𝐿𝐵𝐹𝛽(t), 𝑇𝑅𝑂P𝜆 (t))                         (2) 

 
But  

 

𝐹𝐼α(𝑡)  =   ƒ(𝐹𝐷𝐼𝜔(𝑡), 𝐹𝑃𝐼ϒ(𝑡))                                     (3) 

 
Thus, substituting equation 3 into 2 yields  

 

𝑅𝐺𝐷𝑃(𝑡)   =   ƒ(𝐹𝐷𝐼𝜔(𝑡), 𝐹𝑃𝐼ϒ(𝑡),  𝐿𝐵𝐹𝛽(t), 𝑇𝑅𝑂P𝜆 (t))                                 (4) 

 
Applying logarithm transformation, an econometric representation of equation 4 is: 

 
𝑅𝐺𝐷𝑃(𝑡) = ɸ0  +  𝜔𝐿𝑛𝐹𝐷𝐼(𝑡)  +   𝛾𝐿𝑛𝐹𝑃𝐼(𝑡)  +  𝛽𝐿𝑛𝐿𝐵𝐹(𝑡)  +  𝜆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡)  +  𝜀(𝑡)        (5) 

 
Our a’priori expectation is that: ῳ > 0, γ > 0, β > 0 and λ > 0. 

 
Where RGDP is the real GDP, FDI stands for foreign direct investment (net FDI as a fraction of 

GDP), FPI is the foreign portfolio investment (net FPI as a percentage of GDP); LBF symbolizes 
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labour force, TROP is the trade openness and (t) represents time. The γ, ῳ, β and λ represent the 

level of sensitivity of its associated variable to economic growth. 

 
3.2. Data Sources  

 

The data used in this study were sourced from the World Bank database and CBN annual statistical 

bulletin of various issues. The data sourced from the World Bank database are on foreign direct 

investment, foreign portfolio investment, real GDP and the labour force while data on trade 

openness was sourced from the CBN annual statistical bulletin. The data sourced for the study 

spanned from 1986 to 2018. 

 
3.3. Estimation Method 

The estimation method adopted follows the Autoregressive Distributed Lag (ARDL) Bound testing 

approach suggested by Pesaran et al. (2001).   This method is applicable irrespective of whether 

the variables used are of I(0), I(I) or both (Narayan, 2004; Perasan et al, 2001). 

 
In the absence of prior knowledge of the direction of the steady state or long-run relationship 

among the variables: LnRGDP, LnFDI, LnFPI, LnLBF and LnTROP, the under listed unrestricted 

error correction model regression equations, where each variable assumes own equation, are 

estimated. 

 

∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡) = ƴ0 + ∑ a𝑘
𝜋=1 𝜋𝑅𝐺𝐷𝑃 ∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) + ∑ 𝑏𝑘

𝜋=0 𝜋𝑅𝐺𝐷𝑃∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋) +

∑ 𝐶𝑘
𝜋=0 𝜋𝑅𝐺𝐷𝑃∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋) + ∑ 𝑑𝑘

𝜋=0 𝜋𝑅𝐺𝐷𝑃∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  + ∑ 𝑒𝑘
𝜋=0 𝜋𝑅𝐺𝐷𝑃∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋) +

Ϫ1𝑅𝐺𝐷𝑃 𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) +  Ϫ2 𝑅𝐺𝐷𝑃 𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)  + Ϫ3 𝑅𝐺𝐷𝑃𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)  +  Ϫ4 𝑅𝐺𝐷𝑃 𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  +

 Ϫ5 𝑅𝐺𝐷𝑃 𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)  +  𝜀2𝑡                                                                                                                                                      (6) 

 

∆𝐿𝑛𝐹𝐷𝐼(𝑡) = ƴ0 + ∑ a

𝑘

𝜋=1

𝜋𝐹𝐷𝐼 ∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋) + ∑ 𝑏

𝑘

𝜋=0

𝜋𝐹𝐷𝐼∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) + ∑ 𝐶

𝑘

𝜋=0

𝜋𝐹𝐷𝐼∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)

+ ∑ 𝑑

𝑘

𝜋=0

𝜋𝐹𝐷𝐼∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  + ∑ 𝑒

𝑘

𝜋=0

𝜋𝐹𝐷𝐼∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)  +  Ϫ1 𝐹𝐷𝐼 𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)

+  Ϫ2 𝐹𝐷𝐼 𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) + Ϫ3 𝐹𝐷𝐼𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)  +  Ϫ4 𝐹𝐷𝐼 𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  

+  Ϫ5 𝐹𝐷𝐼 𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)  +  𝜀2𝑡                                                                                     (7)  

   

∆𝐿𝑛𝐹𝑃𝐼(𝑡) = ƴ0 + ∑ a

𝑘

𝜋=1

𝜋𝐹𝑃𝐼 ∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋) + ∑ 𝑏

𝑘

𝜋=0

𝜋𝐹𝑃𝐼∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) + ∑ 𝐶

𝑘

𝜋=0

𝜋𝐹𝑃𝐼∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)

+ ∑ 𝑑

𝑘

𝜋=0

𝜋𝐹𝑃𝐼∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  + ∑ 𝑒

𝑘

𝜋=0

𝜋𝐹𝑃𝐼∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋) +  Ϫ1 𝐹𝐷𝐼𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)

+ Ϫ2 𝐹𝑃𝐼 𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)  +  Ϫ3 𝐹𝐷𝐼 𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)   +  Ϫ4 𝐹𝐷𝐼 𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  

+ Ϫ5 𝐹𝐷𝐼 𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)  +  𝜀3𝑡                                                                                  (8) 
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∆𝐿𝑛𝐿𝐵𝐹(𝑡) = ƴ0 + ∑ a

𝑘

𝜋=1

𝜋𝐿𝐵𝐹 ∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋) + ∑ 𝑏

𝑘

𝜋=0

𝜋𝐿𝐵𝐹∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)

+ ∑ 𝐶

𝑘

𝜋=0

𝜋𝐿𝐵𝐹∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋) + ∑ 𝑑

𝑘

𝜋=0

𝜋𝐿𝐵𝐹∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)  + ∑ 𝑒

𝑘

𝜋=0

𝜋𝐿𝐵𝐹∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)

+  Ϫ1 𝐿𝐵𝐹𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋) + Ϫ2 𝐿𝐵𝐹 𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)  + Ϫ3 𝐿𝐵𝐹𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)  

+  Ϫ4 𝐿𝐵𝐹 𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)   +  Ϫ5 𝐿𝐵𝐹𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)  

+  𝜀3𝑡                                                                                                                                   (9)  
 

∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡) = ƴ0 + ∑ a

𝑘

𝜋=1

𝜋𝑇𝑅𝑂𝑃∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋) + ∑ 𝑏

𝑘

𝜋=0

𝜋𝑇𝑅𝑂𝑃∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)

+ ∑ 𝐶

𝑘

𝜋=0

𝜋𝑇𝑅𝑂𝑃∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋) + ∑ 𝑑

𝑘

𝜋=0

𝜋𝑇𝑅𝑂𝑃∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)  + ∑ 𝑒

𝑘

𝜋=0

𝜋𝑇𝑅𝑂𝑃∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)

+  Ϫ1 𝑇𝑅𝑂𝑃𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋) + Ϫ2 𝑇𝑅𝑂𝑃 𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋) + Ϫ3 𝑇𝑅𝑂𝑃𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)

+  Ϫ4 𝑇𝑅𝑂𝑃𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋) +  Ϫ5 𝑇𝑅𝑂𝑃𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋) +  𝜀3𝑡                                             (10) 

 
  

Where ∆ defines the first difference operator; the parameters Ϫ1, …, Ϫ5 represent the multipliers 

of the long-run. Furthermore, the parameters a, …, e are the coefficients representing the short-

run. 

 
In each of equation 6 to 10, the null hypothesis of no co-integration or no long-run relationship 

among the variables is generally specified as:  

 
H0: Ϫ1 = Ϫ2 = Ϫ3 = Ϫ4 = Ϫ5 = 0     alongside the alternative hypothesis that 

H1: Ϫ1 = Ϫ2 = Ϫ3 = Ϫ4 = Ϫ5 ≠ 0 

 
The computed F-statistic (Wald) for each of the equations is compared with the upper and lower 

bound critical values; for this purpose, we employed Narayan (2004) critical values. 

 
Given the existence of a long-run relationship in the model, equation 5 is therefore estimated via 

the ARDL (f, g, h, j, k) model below:   

 

𝐿𝑛𝑅𝐺𝐷𝑃(𝑡) = ƴ0 + ∑ ƴ1𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)

𝑓

𝜋=1

+ ∑ ƴ2𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)

𝑔

𝜋=0

+ ∑ ƴ3𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)

𝑖ℎ

𝜋=0

+ ∑ ƴ4𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)

𝑗ℎ

𝜋=0

 + ∑ ƴ5𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)

𝑘

𝜋=0

+  𝜇                                              (11) 
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The short-run of equation 11 is: 

 

∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡) = ф0 + ∑ ф1∆𝐿𝑛𝑅𝐺𝐷𝑃(𝑡−𝜋)
𝑓

𝜋=1
+ ∑ ф2∆𝐿𝑛𝐹𝐷𝐼(𝑡−𝜋)

𝑔

𝜋=0
+

∑ ф3∆𝐿𝑛𝐹𝑃𝐼(𝑡−𝜋)
𝑖ℎ

𝜋=0
+ ∑ ф4∆𝐿𝑛𝐿𝐵𝐹(𝑡−𝜋)

𝑗ℎ

𝜋=0
 + ∑ ф5∆𝐿𝑛𝑇𝑅𝑂𝑃(𝑡−𝜋)

𝑘

𝜋=0
+  γECM(t−π) +

𝑣                                                                                                                                                                                                             (12) 

  

Where ECM stands for error correction model, and its associated coefficient, γ, is the speed of 

adjustment. Narayan (2004) contends that if the F-statistic lies in-between the lower and the upper 

bound, a conclusive inference would be difficult to make except the order of integration of the 

underlying regressors in the model is known. Consequently, unit root test will be conducted using 

Augmented Dickey-Fuller and Philip-Perion tests.  

 
4. Empirical Results 

 
In this section, the findings of the study are presented, starting from the basic descriptive statistics 

of the variables of the model. 

 
4.1. Unit Root Result 

 
In Table 5, while the PP test shows LnFDI, LnLBF, LnGDPpc and LnTROP as level stationary 

series and FPI as first difference stationary series at 5 per cent, the ADF test revealed LnFDI, 

LnLBF and LnTROP as integrated of order zero, and LnGDP and FPI as integrated of order one 

at 5 per cent. 

 
integrated of order one at 5 per cent. 

 
Table 5: Summary Result of the Unit Root Tests 

Series ADF Unit Root Test PP Unit Root Test 

Level t - statistic Remark t - statistic Remark 

LnGDP -2.352038 Non-stationary -3.961553* Stationary 

FDI -3.493726* Stationary -3.493726* Stationary 

LnLBF -4.014271** Stationary -12.67531** Stationary 

FPI 0.255488 Non-stationary -2.245750 Non-stationary 

LnTROP -3.661780* Stationary -10.36885* Stationary 

1st diff  

d(LnGDP) -5.212323* Stationary -5.211605* Stationary 

d(FPI) -6.527316* Stationary -6.215744* Stationary 

Note: * and ** represent stationary (intercept) at 5 per cent and trend stationary at 5 per cent 

Source: Author’s computation via Eview 

 
4.2. Co-integration: ARDL Bound Test 

 
To verify the existence of the long run relationship in the model, the F-Statistic (Wald Test) is 

computed and compared with the bound critical values suggested by Narayan (2004). The paper 

summarizes the findings on the co-integration in Table 4 below. 
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Table 6: Summary of ARDL Bound Co-integration Test 

Narayan (2004) Critical Values [restricted intercept and trend] 

 Lower Limit Upper Limit 

10% 2.716 3.888 

5% 3.310 4.636 

1% 4.760 6.438 

  K = 4 

     Source: Extracted from Narayan (2004) 

 
Computed F-statistic 

FLnFDI (.) = 8.801; FFPI(.)=2.157; FLnGDP (.) = 8.830; FLnLBF(.) = 3.172;  FLnTROP(.) = 5.314. 

 
From the result highlighted above, since we find a case where the F-Statistic is greater than the 

upper bound critical values at 5 per cent, the study found evidence of at least a co-integrating 

equation in the model. Subsequently, it implies that there is a long-run relationship among the 

variable of the model.  Therefore, the effect of foreign investment inflows on economic growth 

can be partitioned into the long-run and short-run period horizon. 

 
Long-run Impact of Foreign Investment Inflows on Growth 

From the results tabulated in Table 7, foreign direct investment (FDI) has a positive impact on 

economic growth. Its estimated coefficient which is 0.036 implies that if the effect of other 

variables and the constant term on growth in the model is assumed to be zero, on average, increase 

in FDI inflow by 10 per cent will push up the economic growth rate by about 0.36 per cent in the 

long-run. 

 
Consequently, the more Nigeria attracts foreign direct investment, the greater would be the level 

of economic growth in the long-run. At 5 per cent level of significance, the hypothesis conducted 

revealed that this relationship is true. That is, we find empirical evidence that FDI growth 

positively contributes to the economic growth in the long-run. This finding is in line with the study 

of Ibrahim and Akinbobola (2017) conducted between 1986 and 2013 that finds FDI inflows 

exhibiting a significant long-run positive impact on real GDP.  

 
On the other hand, Foreign Portfolio Investment (FPI) surprisingly has a negative and statistically 

significant effect on economic growth in the long-run. The coefficient of FPI estimated is -1.11E-

11; although it is negative and statistically significant, FPI has no operational effect on economic 

growth in the long run. This is in accordance with the assertion of Ahmad, Cova and Harrison 

(2014) who argued that although both FPI and FDI are the two basic possible form of foreign 

investment choice, FPI is highly volatile and may impact on the economic growth negatively; 

hence, many economies prefer FDI to FPI.  

 
Additionally, the coefficient obtained for the extent to which the Nigerian economy is opened to 

foreign trade – trade openness, is positive and statistically significant. The magnitude of the impact 

of trade openness is about 0.479; consequently, a 10 per cent increase in trade openness, ceteris 

paribus, could lead to about 4.8 per cent level of economic expansion in the long-run. One 

economic implication of this relation is that Nigeria can achieve a considerable level of economic 

growth rate in the long run by increasing the level of openness of the economy to foreign trade. 
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Finally, the quantity of labour available in the country positively contributes to the growth of 

economic performance in the long run. The coefficient of labour is highly elastic (about 2.71 per 

cent) and statistically significant.  

 
Table 7: Summary of the Long run Estimates (ARDL (1, 0, 1, 0, 0)) 

Variables Coefficients S.E t-statistic Prob. 

LnTROP 0.479208* 0.052287 9.164978 0.0000 

FPI -1.11E-11* 4.71E-12 -2.432799 0.0232 

LnLBF 2.707256* 1.254831 2.157467 0.0417 

FDI 0.036193* 0.012141 2.981031 0.0067 

C -36.654280 21.331021 -1.718356 0.0992 

@TREND 0.068105** 0.036578 1.861942 0.0754 

 

Table 8: Summary of the Short run Estimates (ARDL (1, 0, 1, 0, 0)) 

Variables Coefficients S.E t-statistic Prob. 

D(FDI) 0.005540 0.007778 0.712170 0.4835 

D(LnTROP) 0.370906* 0.058922 6.294868 0.0000 

D(FPI) -1.00E-11* 1.94E-12 -5.352279 0.0276 

D(LnLBF) 2.095409* 0.891895 2.349390 0.0278 

D (@TREND ()) 0.052713** 0.034652 1.521222 0.1418 

ECM (-1) -0.773997* 0.146296 -5.290620 0.0000 

Diagnostic Tests   

Tests F-statistic Obs*R-squared  

Breusch-Pagan-Godfrey 0.888972 (0.5308) 6.601246 (0.4715) 

B-G Correlation LM Test 0.504727(0.6108) 1.421802(0.4912) 

Ramsey RESET Test  (lag 3) 3.449623 (0.0361) 
NB: 1) * and ** imply significant at 5 percent and 10 per cent. 2) Values in the parenthesis are the P-values 
Source: Author’s computation 

 
The Short-run Impact of Foreign Investment Inflows on Growth 

Table 8 details the short-run impact of each of the variables of the model on economic growth. 

The short run coefficient of FDI is 0.006; it is positive but not statistically significant at 5 per cent. 

Consequently, there is no empirical support that FDI has a positive effect on the economic growth 

in the short-run. A key reason may be the possibility of substituting FDI with the hosting 

economy’s domestic investment rather than complementing it. Alternatively, acquisition of 

existing assets of the host economy rather than creating new ones and the rate of capital repatriation 

may explain better why FDI has no statistically significant impact on economic growth in the short 

run. 

 
In terms of FPI, it has an estimated short-run coefficient of -1.00E-11; like in the long run, the size 

of its coefficient suggests neutral effect on growth if FPI increases or decrease by 100 percent in 

the short run. The negative sign associated with its coefficient may be an indication of the negative 

impact of the volatility nature of FPI on economic growth. This coefficient is found to be 

significant at 5 per cent.  Additionally, trade openness has a short-run estimated coefficient of 

0.371; the obtained coefficient of trade openness as expected is positive, more elastic than FDI and 

statistically significant.  
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This implies that in the short-run, the magnitude of the impact of trade openness on economic 

growth is about 0.4. If we put this differently, it means that the level of sensitivity or elasticity of 

economic growth to trade openness is up to 0.4 per cent per percentage rise in trade openness.  In 

this regard, trade openness exerts a significant positive impact on the Nigerian economic growth 

rate in the short run. The economic implication here is that Nigeria should expect more benefit of 

high economic growth rate from opening up the economy to foreign trade in the long-run than the 

short-run.  

 
Findings further suggest that labour positively contributes to the economic growth rate more than 

any other variable in the model. The coefficient obtained for labour is positive, elastic and 

statistically significant. Subsequently, changes in the growth pattern of the Nigerian economy may 

be associated with changes in the quantity of labour force in the economy. Finally, the speed of 

adjustment of the model is -0.773997 per cent. In this case, about 77 per cent of the short run 

disequilibrium corrected annually. 

 
5. Conclusion 

 
In the light of empirical evidence emanating from this study, although the present paper affirms 

that the foreign investment inflows could momentarily drive up the rate of performance of the 

Nigerian economy, this does not automatically imply that all the components of the foreign 

investment inflows bring about a rising rate of growth of the economy. In other words, only foreign 

direct investment component is identified as a key and noticeable factor upon which the impact of 

the foreign investment inflows could positively be exerted on the economy. Increase in foreign 

portfolio investment would only make the Nigerian economy unstable and more susceptible to 

adverse investment shock. The trade openness and the quantity of labour force could also boost 

economic performance.  

 
6. Recommendations 

 
Nigeria should give much attention to the attraction of FDI component of foreign investment. This 

will in no small way helps to accelerate Nigeria economic growth in the long run. Also, the Nigeria 

economy should be more open to foreign trade. Increase in trade openness will promote capital 

importation or “inward” technological transfer and subsequently a speedy economic growth. 

 
Increasing efforts by the Nigeria government to attract more FPI into the economy may not yield 

a noticeably fast-paced positive effect on the economy because of its negative and negligible 

impact on economic growth. This is applicable both in the short run and the long run planning 

horizons. Emphasis should be on FDI attraction and expansion of the degree of trade flows and 

increase in the labour supply. 
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