
British Journal of Economics, Finance and Management Sciences 49 

May 2019, Vol. 16 (2) 

© 2019 British Journals ISSN 2048-125X 

 

 

 

Foreign Direct Investment and Economic Growth in Nigeria 

 

Babatunde Afolabi PhD1 

atunne@gmail.com  
 

Faweya, Kolapo Vincent2 

faweyak@gmail.com 

 

Abstract 

The broad objective of this study is to investigate the impact of foreign direct investment on Economic 

Growth in Nigeria. The study employed time series data from 2005 to 2017 using multivariate 

cointegration analysis, Granger-causality tests within the framework of Vector Error-correction Model to 

analyze the dynamic relationships among FDI, economic growth in Nigeria. The result shows there is 

positive relationship between the log of GDP and the log of FDI inflow into the country. This means that 

a positive relationship exists between FDI inflow and economic growth in the long run. Hence the study 

concludes the federal government must ensure a good macroeconomic environment to further encourage 

greater inflow of foreign direct investment to strengthen and improve the Nigerian Economy.  
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1.0 Introduction  

The World Bank reported that global Foreign Direct Investment (FDI) inflows hit a record of 1.1$ trillion 

in 2006 and there has been a continuing rise in FDI owning to developing countries and outflows from 

large developing countries is also on the rise since 2004 with FDI inflows from Asia into the Europe have 

exceeded outflows from Europe to Asia. World Bank (2007), United Nations Conference on Trade and 

Development (UNCTAD 2007) defines foreign direct investment (FDI) as an investment of a Long-term 

relationship, reflecting a lasting interest and control by a resident entity in one economy and their business 

interests expressed through other entities resident in different economies. Olokoyo (2012) asserts that 

investment inflow outside the resident country, especially foreign direct investment (FDI) compels a 

positive impact on economic growth of a host country through various channels. This actually will 

augment domestic investment which is important to the achievement of growth and development. There 

has been a rising interest in foreign direct investment (FDI) in developed and especially the developing 

economies like Nigeria simply because it is seen as one of the major stable components of capital inflows 

into an economy as well as a means for technological development. This is in line with Khan (2007) 

which asserts that Foreign Direct Investment (FDI) has emerged over the years, a major source through 

which developing countries get external resource flows and has become a significant part of capital 

formation in these countries. The prevailing environment within which firms must operate is an important 

factor in their decisions to invest, as such, institutional quality can exert influence on foreign direct 

investment and economic growth. 

 Several studies in Nigeria has established a link between foreign direct investment and economic growth 

but neglected looking at the dynamic interactions among foreign direct investment and economic growth 

in Nigeria. Also, most studies in this area are either done on economic factors determining FDI or looking 

at the link between FDI and other variables of interest e.g. Asiedu (2002), Akinlo (2004) and Adejumo 

(2013). Most studies that have quantitatively explored the determinants of FDI concentrated on economic 
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factors, with each of the authors including in their models, only those determinants they consider 

personally appealing. A leading proponent of the economic approach to the determinants of FDI is 

Dunning (1993) he identified three sets of influences on FDI which are Market factors such as the size 

and growth of market measured by the GDP of the recipient country, Cost of factors such as low labour 

costs and inflation and the degree of openness. Few studies exist on institutional factors. E.g. Ramire 

(2006), lsmet, and Bardhyl (2015) and Asiedu (2006), which are not on African countries. In the first 

place, the detailed distinct features of foreign firms investing in Nigeria needs to be further examined as 

she could be termed as being in transitional stage of moving from developing countries to their aim of 

being developed economies.  It is therefore not out of place to find out the ways in which foreign 

investors reacted to host countries gross domestic product and malfunctions that characterized black 

nations including Nigeria where bad governance and corruption of the highest order pervades the 

economy. It is crystal clear that the prevailing environment within which firms must operate in 

developing countries and specifically in Africa countries is an important factor in their decisions to invest. 

In spite of the policies and steps taken by Nigeria government to attract FDI and inflows therein, the 

influence FDI has had on the economy remains unclear. Moreover, the fluctuations in FDI from year 2005 

Nigeria experienced from year 2005 call for further scientific explanations. Therefore, this study seeks to 

examine the influence of FDI on economic growth in Nigeria between year 2005 and 2017.  

 

2.0 Literature Review 

2.1. Conceptual Review 

2.2.1 Foreign Direct Investment and Economic Growth in Nigeria. 

The importance of foreign direct investment in acquisition of modern technologies, technical and 

managerial skills, products development and in across boarder cannot but be seen as a channel of 

economic development and growth in developing nations. No wonder, Ayanwale (2007) argued that most 

countries strive to attract foreign direct investment (FDI) because of its acknowledged advantages as a 

tool of economic development. Africa and Nigeria in particular also joined the rest of the world in the 

race of seeking FDI as evidenced by the formation of the New Partnership for Africa’s Development 

(NEPAD), which has the attraction of foreign investment to Africa as a major component This is also in 

line with Ojewnmi (2014) who stated that there is a shift of emphasis by the governments in Nigeria in 

taking steps and patterns to integrating her economies with that of other nations to accelerate capital 

inflow. This is because they cannot internally generate enough minimum capital required to grow and 

develop the economy, Hence, certain strategies and policies need to be designed to attract foreign direct 

investment. Some of these strategies include tax and tariff concessions such as tax relief on 

infrastructures, custom concessions, tax relief on research and development, and tax free dividends. 

Although the cumulative FDl into Nigeria has been on the increase, its growth rate and net inflow have 

not followed a smooth path. No doubt, FDI remains one of the major forms of cross border capital flow 

especially into developing countries like Nigeria. World Bank (2014) reported that developing nations 

witnessed FDI inflow of over US$790 billion in 2012 in excess with a wide margin the size of inward 

remittance (US$406 billion) and official development aid (US$126 billion) from traditional OECD 

donors. It further stressed that US$481.6 billion of FDI flows (US$5 trillion of stock) in same year 

originated from developing and transition countries which accounted for almost 40 percent of FDI into 

low-income countries (mainly in Africa) in 2010. Africa has been described as a “bright spot" for FDI by 

UNCTAD (2013), Nigeria and Mozambique have been ranked as the most FDI beneficiary in 2012, 

followed by South Africa, Ghana. DR Congo, Congo and Sudan with inflow exceeding US$2 billion and 

there are nine Africa countries that had FDI inflow (net) that were at least 5 percent of GDP between 2008 

and 2012.  

An average ratio of foreign direct investment net inflow of about 1.579 to GDP were recorded in Nigeria 

between 1970 and 1979, while same ratio stood at 1.947 from 1980 to 1989. A remarkable record of 8.28 

and 6.3 respectively were made in the year 1993 and 1994. The record was not an issue to contend with 
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since then. However, FDI, net inflow as % of GDP in Nigeria has not gone beyond 4.0 from 1995 to 2010 

except in 1996, 1997, 2005 and 2009 when the country made a record of 4.51, 4.25, 4.44 and 5.08 

respectively and 78.1 percent drop in 2010 from $3.31 billion in 2009 (Asogwu & Manasseh, 2014).   

As at today, Foreign Direct Investment has increasingly become a major channel for resource flows 

between countries. UNCTAD (1999) posit that foreign direct investment has dramatically grown to be the 

largest and most stable source of private capital for developing nations and economies in transition, 

accounting for almost 50% of all those flows in 2002. It is also very important to understand the 

interaction between inflow FDI and economic growth because it will enable us to know whether the 

economic policies in this country are designed to offer conducive environment to foreign investors with 

minimum business obstacles, or whether she will trying to exploit them. The prevailing environment 

within which firms must operate is an important factor in their decisions to invest. The increasing role of 

foreign direct investment in host countries has been accompanied by a change of attitude, from critical 

wariness toward multinational corporations to sometimes uncritical enthusiasm about their role in the 

development process. The domestic policy framework is crucial in determining whether the net effects of 

foreign direct investment are positive (UNCTAD 1999). According to UNCTAD (2005) Africa's natural 

resources account for the uneven spread of foreign direct investment inflow across the continent and in 

spite the abundance of the resource base according to Akanegbu and Chizea (2017) that Nigeria has not 

been able to attract a high level of foreign investors that is commensurate with its economic potentials 

even with the economic reforms aimed at creating an investor-friendly environment. Some other scholars 

like Collier and Patillo (1999) argued that FDI is not only low in Nigeria but Africa nations generally as a 

result of the closed/strict trade policies, inadequate transport and poor telecommunications, low 

productivity and majorly corruption while Cantwell (1997) argued that most African countries cannot 

absorb larger flows of foreign direct investment even in the primary sector due to lack and technological 

infrastructure and manpower skills. Aside from provision of capital inflow into an economy, there are 

other advantages that FDI can bring to the economic growth of a country such as shooting up the 

economy growth of a country by creating competition that will improve a country’s performance as 

regards export, transfer of technical skills, technology, creating employment opportunities and by 

attracting other investments with an overall increase in total investment. UNCTAD (2003) showed 

Nigeria as the continent’s second top FDI recipient after Angola in 2001 and 2002. Therefore, the 

potential contribution of foreign direct investment to economic development and integration in the world 

economy and Nigeria is widely recognized. Olusanya (2013) posit that the review shows that the debate 

on the impact of foreign direct investment on economic growth is far from being conclusive. The role of 

foreign direct investment seems to be country specific, and can be positive, negative or insignificant, 

depending on the economic, institutional and technological conditions in the recipient countries. 

2.2 Review of Theoretical Literature 

The theoretical framework of this study has its basis drawn from different theories. Portfolio theory of 

investment theory that suggest that if the rates of return on various investment projects across countries 

have a less than perfect correlation, a firm can reduce its overall risk exposure by diversifying its 

investment internationally. Gumbel (1968) posit that the classical theory of international capital flows 

cannot explain why we observe simultaneous inflows and outflows of FDI in many countries. In addition, 

classical theory of international capital flows centered on the rate of return ignoring the risk factor 

associated with the investment project, sequel to these deficiencies, there was introduction of portfolio 

investment. Another major theory is International Trade and Investment Theory of the Firm developed by 

Hirsch (1976) which explained cost difference related to the development, promotion and overall 

coordination of a product, which could be either exported or produced in a market abroad as the 

determinant in the selection process between foreign investment and trade.  The model assumes that 

international production is preferred when production cost in target country together with coordination 

costs are lower than production cost in home country added to the know-how and marketing cost. 

Internalization Theory of Foreign direct Investment is a theory postulated by Hymer in 1960 with a focus 
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on multinational firms by applying the industrial organization theory. This is tested by looking at gains 

from foreign direct investments in comparison with gains from non-FDI modes of expansion. It is 

however concluded that FDI is better because dissemination of information risk is less when firm expand 

directly. Hymer (1976) stated that Multi-National Enterprises (MNEs) exist as a response to market 

imperfections and in several cases MNEs substitute trade. Due to internalization, country specific 

advantages usually resulting to trade are turned into firm specific advantage of MNEs leading to FDI. 

When there is a firm specific advantage, such as technology, managerial knowledge or other specialized 

information, this can be transmitted between countries within the MNE‘s internal market, substituting in 

many aspects trade itself and lastly the Investment Development Path (IDP) Theory that explains a 

sequence chain of stages of economic development in a country with both inward and outward FDIs was 

developed in 1981 by John H. Dunning. Specifically the correlated kind of reign investments with the 

host country's economic development from initial stage to the post-industrial stage.  

2.3   Review of Empirical Literature 

Obida and Abu (2010) conducted an investigation into Nigeria’s foreign direct investment the 

determinants. In the data analysis, error correction technique was adopted in establishing the relationship 

between foreign direct investment and its determinants. The findings show that Nigeria’s determinants of 

foreign direct investment are majorly the exchange rate depreciation, market size, deregulation, political 

instability and the following recommendations were made.: Expansion of Nigeria‘s GDP via production 

incentives, further deregulation of the economy through privatization and notion of government 

interference in economic activities, gradual depreciation of the exchange rate, empowering the political 

affairs in the country to sustain the ongoing democratic process and increased investment in the 

development of infrastructure. Awolusi (2012) studied the long-run equilibrium relationships among the 

international factors and economic growth and the short term impact of inward FDI, trade and domestic 

investment on economic growth in Nigeria. A multivariate co-integration technique was employed to 

establish the relationships among the variables. The results of the multivariate co-integration analysis 

affirmed that the variables in the Nigerian models had a long-run equilibrium relationship with one 

another. It also established that FDI, imports and domestic investment had a significant influence on 

economic growth in Nigeria during the study period.  

Oba and Onuoha (2013) examined those factors that influence Nigeria’s foreign direct investment and 

their effects on the economy. Real GDP, inflationary levels, openness of trade, electricity consumption, 

transport and communication were the variables considered for the study. The findings show that 

Nigeria‘s GDP does not significantly influence Foreign Direct investment into the economy, the inflation 

level is higher which discourage foreign capitals and these are further attested by the negative correlation 

of electricity consumption to FDl meaning that these are issues that influence higher operational costs to 

investors in the country. Sequel to the findings, the study recommended that government should improve 

more electricity supply, fiscal policies should be strictly adhered to, the fight against corruption should cut 

across borders and made transparent, government should strengthen all investment incentive, institutional 

and regulatory bodies in the country and government should ensure reduction in the costs of doing 

business in the country. Eugene (2014) in his study on determinant of Foreign Direct Investment in 

Nigeria: Evidence from Co-Integration and Error Correction Modeling, used annual time series data for 

the periods 1970 to 2010. The results of the findings show the major determinant of the foreign capital 

inflow in the economy to be the ratio of external debt to Gross Domestic product both in short and long 

run respectively. However, factors like national income size, extent of openness to trade, prior year stock 

of foreign capital, inflation rate and exchange rate are well managed through to the long run.  

Asogwu and Manasseh (2014), in their investigation on the impact of FDI on economic growth in Nigeria 

using Quarterly data that covers the period 1980 Q1-2009 Q4. Found out that FDI into manufacturing and 

telecommunication sector has positive impact on economic growth in Nigeria while FDI into agricultural 

sector impacted on economic growth negatively. Similarly, Akanegbu and Chizea (2017) examined 

foreign direct investment and economic growth in Nigeria: an empirical analysis with the study 
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specifically test the hypothesis on whether or not FDI has positive and significant impact on output 

growth in the Nigeria economy using a model based on a modified neoclassical production function 

where FDI is taken as an input in the production process. The study employed unit root test and Granger-

Causality test using E-Views in the determination of the impact of FDI on economic growth in Nigerian. 

The results of the estimation analysis obtained revealed that there exists a positive relationship between 

FDI and output growth in the Nigerian economy. Ayanwale (2007) carried out a study that the empirically 

investigated the relationship between non-extractive FDI and economic growth in Nigeria and examined 

the determinants of FDI into the Nigerian economy between 1970– 2002. An augmented growth model 

was estimated via the ordinary least squares and the 2SLS method to ascertain the relationship between 

the FDI, its components and economic growth using market size, infrastructure development and stable 

macroeconomic policy, openness to trade and available human capital as determinants of FDI in Nigeria. 

Results of the study showed that FDI in Nigeria contributes positively to economic growth. Although the 

overall effect of FDI on economic growth may not be significant, the components of FDI do have a 

positive impact.  

Okonkwo, Egbunike, and Udeh (2015) found out that Export assumes a positive sign in their study on 

effect of foreign direct investment on Nigeria’s economic growth over the period 1990 to 2012 which 

implies that there is a positive relationship between Economic growth and Export Akinlo (2004) in his 

study on the impact of FDI on economic growth in Nigeria over the period 1970 to 2001 found out that 

both foreign capital and foreign lagged capital have small and statistically insignificant impact on 

economic growth in Nigeria which he attributed to capital flight. Ugwuegbe, Okore and Onoh (2013) in 

their study which set to investigate the empirical relationship between Foreign Direct Investment and 

economic growth in Nigeria 1981-2009 found that FDI has a positive and insignificant impact on the 

growth of Nigerian economy for the period under study. GFCF which was used as a proxy for domestic 

investment has a positive and significant impact on economic growth. Interest rate was found to be 

positive and insignificant while exchange rate positively and significantly affects the growth of Nigeria 

economy.  

3.1 Methodology  

In this study, both descriptive and econometrics techniques of analysis were adopted. All the data were 

sourced from World Bank Development indicators, 2018. The methods of analysis were the co-

integration and error correction model. ADF unit root test was used to establish the order of integration of 

the variables. Johansen co-integration test was used for the long run relationship, while error correction 

mechanism was used for the short run analysis. VEC Granger causality test was used for the direction of 

causality among the variables. LGDP was used as a log of gross domestic product, LFDI is the log of 

foreign direct investment, LCPI is the log of consumer price index, and LCREDIT is the log of credit to 

the private sector, LHUMAN is log of human capital, LHOUSE is log of household final consumptions. 

Human capital was measured as primary school enrolment.  

Therefore, the model can be stated as Furthermore, market size hypothesis postulates that FDI is a 

positive function of market size of the host country. The market size is usually measured by the GDP of 

the host country. 

)(GDPfFDI  …………………………………………………………........…….1 

Cross section studies of the determinants of FDI in the literature are typically based on regression from as 

follows in Moosa and Carak (2006). 





n

j

ijiji XFDI
1

0  ………………………………………………..……… 2 

Where FDI is foreign direct investment into the country i as the dependent variable, X is the variable of 

country i.  

i = 1, 2, 3…... N 

t = 1, 2, 3…… N 
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3.2 Model Specification 
In line with the theoretical framework discussed above, the determinant of FDI is captured by model 

expressed in equation 3.2. Following the model of Asiedu (2002),  

Where GDP is gross domestic product used as proxy for economic growth, government expenditures, 

trade openness, political stability, government effectiveness. Foreign direct investment could be express 

as 

),,( itititit TOEXRGDPgFDI  ………….…………………………………..……… 3 where GDP is gross 

domestic product, EXR is exchange rate, and TO is trade openness.  

From equation 3.3, linearizing and introduce error term gives  

)itititit TOEXRGDPFDI   ……………………………..………….… 4 

3.2.1 Model Specification on the Relative Importance of Gross Domestic Product on Foreign Direct 

Investment Inflow to Nigeria. 

The equation to be estimated takes after the dynamic panel data (DPD) model specification of 

Chang el.al .(201]). From equation 3.4, the model is stated as 
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Where i  is country specific effect, i  is the error term. 

The lagged dependent variable in equation 7 makes traditional panel (fixed and random effect) not 

suitable for this study, because there is correlation between the lagged variables and the unobservable 

country specific effect [E(
ijtiFDI ,
FDIH., vi) ≠0]  (Chang et all 2011; Arellano and Bond 1991). It has 

been suggested in the literature that the first difference of equation 3.5 should be used (Chang el al. (201 

l); Arellano and Bond (1991)).  

By transforming the variables by first differencing, the fixed country-specific effect is removed, because it 

does not vary with time. From equation (3.5) we get 
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 …….……………. 3.6 

 

Where ∆ denotes first difference 

Equation 3.6 relate change in log of foreign direct investment to changes in its lags ( jtiFDI , ), changes in 

component of institutional qualities and its lags, and changes in gross domestic product and it lags.  

Hence, through equation 8, specific Objective two will be achieved. 

 

3.2.2 Model specification on the Dynamic Interactions among Foreign Direct Investment and 

Economic Growth in Nigeria.  

Panel Vector Auto-regression (PVAR) model is used here to achieve the objectives of this study with 

variables such as foreign direct investment and economic growth. Measures of foreign direct (gross 

domestic product, exchange rate, and trade openness) are compressed into single variables using principal 

component analysis The VAR method by Sims (1980), have become an important tool used in empirical 

macroeconomics studies and are specified in a system of simultaneous equation. From equation 3.1, VAR 

model is specified as 

),1

1

,1

0

,1

0

1, itjtij

p

j

jtij

p

j

jtij

p

j

ti TOEXRGDPFDI   











 ……................……… 3.7 

),2

1

,2

0

,2

0

2, itjtij

p

j

jtij

p

j

jtij

p

j

ti TOEXRGDPGDP   











 ……………….……. 3.8 



British Journal of Economics, Finance and Management Sciences 55 

May 2019, Vol. 16 (2) 

© 2019 British Journals ISSN 2048-125X 

 

 

),3

1

,3

0

,3

0

3, itjtij

p

j

jtij

p

j

jtij

p

j

ti TOEXRGDPGEX   











 …………………… 3.9 

4.1 The Unit Root Results 
The unit root tests results are presented in Table 4.1 which confirms the presence of unit root in the level 

form of the variables indicating the non-rejection of the null hypothesis. However, differencing the 

variables once makes the variables to be stationary. This shows that all the series attained stationarity at 

the same level. The result therefore confirms the use of co-integration to test the presence of equilibrium 

between economic growth and FDI and other control variables in the model. 

Table 4.1:  ADF Unit Root Test at Level 

ADF UNIT ROOT TEST (LEVEL) Assumption: Constant. 

Lag lenght: 9 
 

Remark 

Variable t-Statistic   Prob.* 1%level 5%level 10%level Unit Root 

LFDI -2.785353  0.0704 -3.626784 -2.945842 -2.611531 Unit Root 

LCREDIT -1.169853  0.6767 -3.626784 -2.945842 -2.611531 Unit Root 

LCPI -1.415341  0.5610 -3.679322 -2.967767 -2.622989 Unit Root 

LHUMAN -2.011070  0.2808 -3.653730 -2.957110 -2.617434 Unit Root 

LGDP -0.852032  0.7910 -3.639407 -2.951125 -2.614300 Unit Root 

LHOUSE -0.281705  0.9180 -3.626784 -2.945842 -2.611531 Unit Root 

ADF Unit Root Test At First Difference. Assumption: Constant Laglenght: 9 
 

Variable Unit Root   Prob.* 1%level 5%level 10%level No Unit Root 

LFDI -10.45964  0.0000 -3.632900 -2.948404 -2.612874 No Unit Root 

LCREDIT -8.734159  0.0000 -3.632900 -2.948404 -2.612874 No Unit Root 

LCPI -3.474342  0.0150 -3.639407 -2.951125 -2.614300 No Unit Root 

LHUMAN -7.541871  0.0000 -3.646342 -2.954021 -2.615817 No Unit Root 

LGDP -3.749666  0.0074 -3.632900 -2.948404 -2.612874 No Unit Root 

LHOUSE -6.698927  0.0000 -3.632900 -2.948404 -2.612874 No Unit Root 

Sources: Computed Author 2019 

4.2 Johansen Co-integration 
In situation where the variables are of the same order of integration and that is not higher than one, the 

appropriate co-integration technique is Johansen co-integration test. Johansen procedure requires 

choosing the optimum lag length as the first step, and this was chosen as one using Schwarz information 

criterion. The results of the Trace test and that of the Maximum Eigen value test for the Johansen co 

integration test is presented in Table 4.2. In the two tests, the result shows that there is at least one co-

integrating equation, indicating relationship among FDI, GDP, and other variables used as control 

variables in the long run. The result of the normalized co-integrating coefficients is presented in equation 

4.1. 

 

Table 4.2: The Results of the Johansen Co-integration Test 

Unrestricted Co-integration Rank Test (Trace)  

Hypothesized  Trace 0.05  

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

None*  0.798092  111.2631  83.93712  0.0001 

Atmost1  0.557778  55.26508  60.06141  0.1190 

Atmost2  0.288849  26.70706  40.17493  0.5432 

Atmost3  0.207953  14.77658  24.27596  0.4734 

Atmost4  0.171601  6.616880  12.32090  0.3649 



British Journal of Economics, Finance and Management Sciences 56 

May 2019, Vol. 16 (2) 

© 2019 British Journals ISSN 2048-125X 

 

 

Atmost5  0.000792  0.027748  4.129906  0.8916 

 Trace test indicates 1co-integrating eqn(s) at the 0.05 level 

 *denotes rejection of the hypothesis at the 0.05 level 

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

     

Unrestricted Co-integration Rank Test (Maximum Eigen value) 

Hypothesized  Max-Eigen 0.05  

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

None*  0.798092  55.99799  36.63019  0.0001 

Atmost1  0.557778  28.55802  30.43961  0.0844 

Atmost2  0.288849  11.93049  24.15921  0.7858 

Atmost3  0.207953  8.159698  17.79730  0.6885 

Atmost4  0.171601  6.589132  11.22480  0.2874 

Atmost5  0.000792  0.027748  4.129906  0.8916 

 Max-Eigen value test indicates1co-integrating eqn(s) at the 0.05 level 

 *denotes rejection of the hypothesis at the 0.05 level 

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

Sources: Computed Author 2019 

 

4.3 The result of the normalized co-integrating coefficients 
Equation 4.1 shows the coefficients of the variables in the long run, the standard errors in bracket (), and 

the t-statistics in the parentis. Equation 4.1 shows that there is positive relationship between the log of 

GDP and the log of FDI inflow into the country. This means that a positive relationship exists between 

FDI inflow and economic growth. It means a positive 1% change in FDI inflow leads to 0.28 percentage 

change in economic growth. The result is significant at 1%.This shows that FDI inflows into the country 

has had a significant positive impacts on economic growth 

Similarly, the result shows that household consumption expenditure has a positive effect on economic 

growth. A 1% increase in household’s consumption expenditure leads to increase of 0.42% in economic 

growth. Similarly, a positive relationship exists between human capital and GDP, translating to increase 

in economic growth. However, a negative relationship exists between consumer price index and GDP, 

translating to a negative long run relationship between economic growth and inflation. The result of the 

relationship between credit to private sector and economic growth, but it is not significant. 

4.4 Error Correction Model 
The result of the Error Correction Model indicates the results of the short run effects of FDI and other 

variables on economic growth in the short run. It is important that the error correction term is negative 

and significant to ensure that the short run deviation returns to equilibrium in the long run. This is 

confirmed by the result of the ECT in Table 4.3 which is significant at 1%. 

The result however shows that FDI is not significant in the short run in influencing economic growth. The 

result is positive, but it is not significant. This is also similar with the results of the control variables 

which are not significant. The result also confirms that the model could only explain 45% of the variation 

in GDP. Also, the Durbin Watson statistic confirms that the model does not suffer from the problem of 

first order serial correlation. This is also confirmed by the result of the LM test. The Heteroskedasticity 

shows there is no problem of Heteroskedasticity, while the Jarque-Bera test shows that the residuals are 

normally distributed. 
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Table 4.3: Results of the Error Correction Model 

Variable   Coefficient   Std. Error     t-Statistic      Prob. 

ECT(-1) -0.066853 0.024902 -2.684607 0.0121 

D(LGDPP(-1)) 0.186882 0.199366 0.937382 0.3566 

D(LHOUSE(-1)) 0.044521 0.057483 0.774507 0.4451 

D(LHUMAN(-1)) -0.022690 0.011665 -1.945131 0.0619 

D(LFDI(-1)) 0.009610 0.011618 0.827235 0.4151 

D(LCREDIT(-1)) -0.031938 0.037875 -0.843241 0.4062 

D(LCPI(-1)) -0.021249 0.038164 -0.556792 0.5821 

R-squared 0.453526 Durbin-Watson stat 2.154203 

    

Residual Tests 

 F-statistic Probability  

Serial Correlation 

LM Test 2.246102 0.1260  

Heteroskedasticity 

Test: Breusch-

Pagan-Godfrey 1.779779 1.779779  

Jarque –Bera 2.836391 0.242151  

Sources: Computed Author 2019 

 

4.5 Granger Causality 
Since there is a co-integration among the variables in the model, there must be a Granger-causality 

relationship among the variables. Table4.4 shows that economic growth is not Granger caused by any of 

the variables in the model apart from Human capital. A unidirectional causality exists from human capital 

to households’ consumption expenditure. Similarly, a unidirectional causality exists from economic 

growth than inflation to human capital. Similarly, a unidirectional causality exists from economic growth 

to FDI. This shows that economic growth granger causes FDI and not the other way round. A bi-

directional causality exists between FDI and human capital. There is also a unidirectional causality from 

inflation and credit to the private sector to FDI. 

 

Table 4.4: Granger Causality Result 

Variables D(LGDPP) D(LHOUSE) 

D(LHUMAN) D(LFDI) 

D(LCRE

DIT) 

D(LCPI) 

D(LGDPP)  0.032406 

(0.8571) 

 

 9.232313 

(0.0024) 

 

7.434488 

( 0.0064) 

 0.016718 

(0.8971) 

 

0.313891 

(0.5753) 

D(LHOUSE) 

 0.599861 

( 0.4386) 

 

  0.579944 

(0.4463) 

 

 

0.068808 

(0.7931) 

 

0.196126 

(0.6579) 

 0.683228 

(0.4085) 

 

D(LHUMAN

) 

3.783533 

(0.0518) 

 6.077070 

( 0.0137) 

 

  

21.23648 

( 0.0000) 

 

 0.249967 

(0.6171) 

 

 0.038049 

( 0.8453) 

 

D(LFDI) 

 0.684317 

(0.4081) 

 

 0.742255 

( 0.3889) 

 

 4.244516 

( 0.0394) 

 

  4.04E-05 

(0.9949) 

 0.195231 

(0.6586) 
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D(LCREDIT

) 

0.711055 

( 0.3991) 

 

2.424700 

( 0.1194) 

 

3.157856 

( 0.0756) 

 

 

7.910346 

( 0.0049) 

 

 2.485588 

( 0.1149) 

D(LCPI) 

 0.310018 

(0.5777) 

 0.538706 

(0.4630) 

 24.81241 

(0.0000) 

 

9.792828 

(0.0018) 

1.235535 

(0.2663) 

 

Probability values are in () 

Sources: Computed Author 2019 

 

5.0 Recommendations 
On these findings the study recommends that government of Nigeria should encourage the financial 

institutions on how to manage and reduce the interest rate so as to attract the investors so as to mobilize 

and help in capital accumulation for economic growth. Also, the federal government and indeed the 

monetary authorities must ensure a good and stable macroeconomic environment to further encourage 

greater inflow of foreign direct investment to strengthen and improve the Nigerian Economy.  
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