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ABSTRACT 

This work investigated the impact of foreign direct investment 
(FDI) on Nigeria’s Economic growth 1981-2010:A Sectorial 
Investigation. The study made use of secondary data as its 
primary source of material and E-view 4.1 software, causality, 
and ordinary least square (OLS) multiple regression was adopted 
for its analysis. The variables used were subjected to multiple 
regression and various other statistical test to ascertain their 
behavior. The explanatory variables were FDI on the seven 
economic sectors of mining and Quarrying; manufacturing and 
processing; Agriculture, forestry and fisheries; Transport and 
Communication; Building and Construction; Trading and Business 
services and Miscellanous services, were regressed on the real 
gross domestic product as a proxy for economic growth. The 
data analysis revealed that FDI taken together were satistically 
significant while among the explanatory variables only FDI from 
Agriculture, forestry and fisheries; Transport and 
Communication; Building and Construction and Miscellaneous are 
statistically significant as others proved not to be statistically 
significant. Thus the researcher concluded that Nigerian economy 
needs major private sector investment in almost all aspect of the 
economy. And recommend among others that there should be 
urgent need for the country to attract more capital inflow in the 
way of FDI in order to support our domestic savings and 
therefore boost the economy of Nigeria, address the security 
challenges and encourage domestic investors. 
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CHAPTER ONE 

1.0 INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

The role of foreign direct investment (FDI) on economic growth 

cannot be overemphasized. This position has motivated a lot of 

economists and financial experts to empirically investigate the 

extent foreign direct investment contributes to economic growth 

especially in the developing countries. 

The link and behavior of foreign direct investment and economic 

growth have been studied through the following channels: by 

looking at the determinants of growth, the determinants of FDI, 

and the role of multinational firms in host communities (Ajayi 

2006). 

After gaining independence in the 1960’s, African countries like 

most developing nations were very skeptical about the virtues of 

free trade and investment. Consequently, in the 1970’s and 

1980’s several countries in the region imposed trade restrictions 

and capital control as a part of a policy of import-substitution 

industrialization aimed at protecting domestic industries and 
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conserving scarce foreign exchange reserves. There is now 

substantial evidence that this inward looking development 

strategy discouraged trade as well as other forms of investment, 

and had deleterious effects on economic growth and living 

condition in the region (Rodrick, 1998). 

The disappointing economic performance of Africa countries 

beginning in the late 1970’s up till the mid 1990’s, coupled with 

the globalization activities in the world economy has led to a 

regime shift in favor of outward-looking development strategies 

(Dupasquier and Osakwe, 2003). 

Coincidentally, if there exist any subject in which economists and 

financial experts by their very nature have a convergence of 

opinion, it is that investment is prerequisite to economic growth 

and development. This opinion can be said to be one thread that 

runs through and binds them together. Investment brings about 

expansion of the economy. It is a critical requirement for growth 

(Ajayi, 2006; 11). 

From the Golden Age investment boom after the world war 11 to 

the East Asian economic miracle in the 1980’s, there is ample 

evidence to demonstrate that investment is the most strategic 
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factor influencing economic growth in any country. It is 

characterized as the main key to increased level of productivity. 

A strong correlation between investment and economic growth 

has been revealed by both theoretical and empirical studies by 

development economists in both developing and developed 

economies of the world (Adofu, 2009). 

The traditional model of economic growth assumes labour to be 

in unlimited supply and the only constraints on output growth is 

capital accumulation. Consequently, the most strategic factor 

affecting investment is capital accumulation. Capital 

accumulation is made possible majorly through savings. 

Economic agents borrow the accumulated savings for investment 

purposes. In countries where there exist poor savings habits, 

what is evident is the realized savings fall short of desired 

investment, hence disequilibrium in the product market which in 

turn slows down the rate of economic growth. 

There has been deficiency in the capital accumulation needed for 

increased level of investment in less developed countries (LDC), 

including Nigeria. This is due to the fact that there exist low level 

of savings which is caused by factors such as high level of 
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poverty, weak financial system which cannot properly mobilized 

funds internally, high propensity to consume and sometimes 

wastefulness, among others. 

To further complicate Nigeria’s case, it is a monoculture 

economy, over depending on the oil sector. This has also been 

seen to be responsible for deficiency in investment capital in the 

country. (Amadi,2002) opined, “With oil as the main source of 

foreign exchange, a one product monoculture economy must be 

continuously deficient in investment capital. Oil is subject to the 

vagaries of international capitalism. Therefore revenue from it 

must be subject to serious fluctuations”. 

The above situation in the country has created savings and 

foreign exchange gap. This culminates to a wide gap between 

the actual domestic investment fund and the required investment 

for accelerating economic growth. Foreign capital has been 

regarded as an alternative to bridge the gap. 

Consequently, for any country like Nigeria, with this investment 

gap to achieve a desired rate of economic growth, FDI has to be 

given due consideration. This is because FDI provides funds from 

other parts of the world to bridge the investment gap. 
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In Nigeria, FDI has been given prominence by past and present 

administrations. This is because they see it as an antidote for 

slow rate of economic growth, which has been experienced in the 

country. 

The federal government of Nigeria has since 1986, embarked on 

sustained effort to encourage FDI. The most significant of those 

policy measures was the introduction of the structural 

Adjustment program (SAP)by IBB regime which provided the 

basis for deregulation of the economy. 

(CBN, 2001). While deregulation on its own is a deliberate and 

systematic liberalization of the structural and operational 

guidelines which have hitherto impinged upon the growth and 

portability of economic agents (Adimmadu 2001: 127). 

The country has witnessed high inflow of FDI as a result of 

investment in the Global system mobile (GSM) 

telecommunication. The oil sector of the economy has also 

witnessed an increase level of FDI as evidenced from the 

increasing numbers and operations of oil multinational 

corporationsin the country. However, there have been a lot of 

controversies in the country over, the effectiveness of foreign 
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direct investment in stimulating the rate of economic growth. It 

is this controversy that the study, in part, intends to investigate 

(Adofu, 2009). 

Africa’s savings rate from what hast been said above is lower 

than other regions of the world and also lower than the required 

investments for growth that can alleviate poverty. Induced on 

the entire continent, the savings and investments rates are still 

low and this constitutes a great restraint on development. Recent 

research by (sachs and Warner,1995)indicates that at least 1% 

of the 3.4% difference in growth rate between East Asia and 

Africa is explained by low investments. (Ajayi, 2006). Here lies 

the starting point, the background to this study. To the neo-

classical, the savings must be made by the investors, whereas to 

the Keynesians, the savings need not be made by the investors 

as they can borrow from the financial system to carry out their 

investment. All said and done the dominant and orthodox 

economic theory emphasis capital formation as the main factor in 

development of the developing countries. In the HarrodDomar 

model, for example, the model believes that the economy’s rate 

of growth depends on: 
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i The level of savings and savings ratio 

ii the productivity of investment .i.e. the economy’scapital output 

ratio. (Akujuobi 2006: 1). Whether it is the neo-classical school 

as represented by Artur Lewis (1954) two sector models, the big 

push theory represented by Rodam (1961) big bang or the linear 

stage successive theory, their meeting point is capital 

accumulation and investment. 

A considerable part of development economic literature identifies 

lack of savings in developing countries as one of the major 

obstacles to economic growth and development. Indeed, the 

concept of “savings gap“is very wide spread (Hersel and 

Eichborn, 2005: 19). The answer provided for the problem of 

savings gap familiar. If there is a lack of savings in their 

domestic economy, developing countries should resort to tapping 

additional savings resources from abroad. As obadan and 

odusola (2001:6) have argued “domestic savings in developing 

countries were barely sufficient to maintain existing capital stock, 

and hence could not permit enough investment to sustain 

economic growth” (Philip Hersel and Sabastian V. Eichborn, 

2005:19); (Ukaje, 2003). 
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There are several ways to do this. First of all, the country can 

borrow from foreign financial resources in the form of loans and 

credit. Secondly, the country can also allow foreign investments 

to buy securities on the local financial markets, e.g.bonds and 

shares. This type of foreign capital inflow is generally labeled 

portfolio investment and is considered motivated purely by stock 

prices, interest on domestic bonds, speculation, etc. (Harsel and 

Eichborn, 2005:9). 

The third and the subject matter of this work is the investment in 

businesses in another which may take the form of GREENFIELD 

investment (also called MORTAR AND BRICK INVESTMENT) or 

merger and Acquisition (M and A) which entails the acquisition of 

existing assets rather than new investment. This type of 

investment is called foreign direct investment (FDI). This has 

been described as a way of introducing external savings into the 

domestic economy. Ukeje (2003). Rutherford (1995) as quoted 

by Ogunkola and Jerome (2003:147) contrasts FDI with portfolio 

investment which as defined above is the acquisition of scientist. 
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FDIs are financial transactions animal at acquiring a lasting 

management interest in a company in another country other 

than the investors own country. 

Economic globalization which has been defined as increase in 

international capital mobility or the process the deepening and 

widening integration of market (goods, services, finance, labour 

etc)could, as highlighted above, assume one or more of the 

following three dimension (Milbey, 1990); (Harsel and Eichborn, 

2005); (Garba, 2003). 

1. Loan – (short and long term loans and financial credits from 

public and private creditors) 

2. Portfolio investment-(Acquisition of domestic securities like 

bonds and shares by Greigners) 

3. Foreign Direct investment – (Mergers with and acquisitions 

of domestic firms by foreigners and green field investment). 

Method 1 and 2 have been described as HOT MONEY which can 

leave at the first sight of trouble, whereas foreign Direst 

investment (FDI) is durable and generally useful whether things 

go well or bad. 
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Following the 1980’s debt crises, and recently the 1997 turmoil 

in the emerging economies, the emphasis among policy makers 

in developing economies have shifted towards attracting more 

FDI, (Laura et al, 2000). This is in preference to other forms of 

foreign capital inflow. 

Indeed, there can hardly be a better alternative to FDI in 

environments like ours where plundering and diversion of state 

wealth by our venal rulers, who have been rightly described as 

culturally disoriented political bastards by Nwosu (2004), have 

become the other of the day. (Samuelson and Mordehaus, 

2005:581). When a loan is diverted as the common practice in 

Africa, especially Nigeria, it leaves a sour taste in the mouth of a 

nation. Diverted loans stunt a country’s growth. As was 

experienced and, perhaps, still being experienced by Nigeria, 

debt is a burden. Interests on the loan have to be paid whether 

utilized orstolen. 

This is in addition to the repayment of the principal sum. One of 

the credits frequently described to the regime of Obasanjo 

through NgoziOkonyo-Iwuala is the bailing of Nigeria out of its 

debt trap by paying off its and $30b debt accumulated overtime. 



11 
 

1.2STATEMENT OF THE PROBLEM 

In order to seek the highest of return for capital, economists and 

Financial experts tend to favour the free flow of capital across 

national boarders. It is against this back drops that multinational 

companies seek investment in foreign countries with reasonable 

risk. Nigeria is believed to be a high – risk market for investment 

because of factors such as bad governance, unstable macro-

economic policies, investment as a way out of Nigeria’s economic 

state of under-development. 

Since the enthronement of democracy in 1999, the government 

of Nigeria has taken a number of measures necessary to woo 

foreign investors into Nigeria. These measures includes the 

repeal of laws that are immoral to foreign investment growth, 

promulgation of investment law, vision 20:2020, Nigerian 

investment promotion commission (NIPC), various oversea trips 

for image laundry by the president, among others. 

It is quite a thing of concern that among all these policies by 

Nigerian government and oversea trips to attract foreign direct 

investment, foreign investment is still on the low pace. This gives 

the research much concern which prompt him to carry out an 
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empirical research on why foreign investment has not met its 

expectation. 

1.3OBJECTIVE OF THE STUDY 

According to Nwaezeaku (2008), he defined objective as “an 

intended accomplishment.” Hence, the major objective of this 

study is to ascertain the impact of foreign direct investment on 

Nigeria economic growth. 

Other specific objectives include: 

 To examine the extent in which FDI on mining and 

quarrying has impacted on Nigeria RGDP. 

 To determine whether FDI from manufacturing and 

processing has impacted positively on Nigerian RGDP. 

 To know whether FDI from Agriculture, forestry and 

fisheries has impacted positively on Nigerian RGDP. 

 To examine the extent in which FDI from transport and 

communication has impacted on Nigeria RGDP. 

 To know whether FDI from Building and construction has 

impacted positively on Nigerian RGDP. 
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 To know whether FDI from trading and Business services 

has impacted positively on Nigerian RGDP. 

 To determine whether FDI from miscellaneous sector has 

impacted positively on Nigerian RGDP. 

 

1.4 RESEARCH QUESTION 

On the basis of the above research objectives, this work seeks to 

provide answers to the following questions; 

 Has FDI from mining and quarrying impacted positively on 

Nigerian RGDP? 

 To what extent has FDI on manufacturing and processing 

affects Nigerian RGDP? 

 Is there any relationship between FDI from Agriculture, 

forestry and fisheries and Nigerian RGDP? 

 How has FDI from transport and communication affects 

Nigerian RGDP. 

 To what extent has FDI from building and construction 

affects Nigerian RGDP? 
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 Is there any relationship between FDI from trading and 

\business services and Nigerian RGDP? 

 Has FDI from miscellaneous impacted positively on Nigerian 

RGDP? 

 

1.5 RESEARCH HYPOTHESIS 

To capture the objectives and research question of this study, 

the following hypothesis are stated in null forms (Ho) as follows: 

Ho1: FDI from mining and quarrying has not made significant 

positive impact on Nigerian RGDP. 

Ho2: FDI from manufacturing and processing has not made a 

significant positive impact on RGDP in Nigeria. 

Ho3: FDI from Agriculture, forestry and fisheries has not made 

significant positive impact on Nigerian RGDP. 

Ho4: FDI from transport and communication has not made 

significant positive impact on Nigerian RGDP. 

Ho5: FDI from Building and construction has not made significant 

positive impact on Nigerian RGDP. 
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Ho6: FDI from Trading and business services has not made 

significant positive impact on Nigerian RGDP. 

Ho7: FDI from miscellaneous sector has not made significant 

positive impact on Nigerian RGDP. 

 

1.6SCOPE OF THE STUDY 

This study covers the activities of foreign Direct investment in 

Nigeria’s quest for economic growth in various sectors for the 

relevant period (1981 - 2010) (30 years). The study investigate 

the impact of foreign direct investment in Nigeria’s economic 

growth on the various sectors of the economy. 

 

1.7SIGNIFICANCE OF THE STUDY 

This study which reviews the place of FDI in the growth of the 

Nigerian economy in the various sectors;sectoral allocation 

sources and trend, determinants, why Africa including Nigeria is 

lagging behind, arguments for and against, measures to attract 

FDI and why multinationals relocate their plans across national 
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boundaries, will be of immense benefit to policy makers and 

bureaucrats. Government of developing nations will benefit from 

the work as it will provide a road map on the type of FDI to seek 

out for. Above all, the need to attract FDI into sectors with 

greater potential for linkages. This can be done through 

discrimination in incentives to different FDIs, i.e. greater 

incentives FDI with other sectors of the economy. 

 

1.8ORGANIZATIONOF THE WORK 

This work sets out to determine the impact of FDI in the 

economic growth of Nigeria on various sectors and in the process 

ascertain those factors that largely influence FDI inflows to the 

country. 

To do this, the work has been divided into five (5) sections. 

Section one introduces the work including the background to the 

study and the underlying problems sought to be investigated, 

section two reviews the relevant literature, while section three 

discusses the methodology of the work. Section four analyses 
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the data and discusses the empirical results. Section five 

concludes and makes the necessary recommendations. 
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CHAPTER TWO 

REVIEW OF RELATED LITERATURE 

2.0 INTRODUCTION 

In order to seek the highest of return for capital, economists and 

financial experts tends to favour the free flow of capital across 

national boarders. It is against the backdrop that multinational 

comparing seek investment in foreign countries with reasonable 

risk. Nigeria is believed to be a high-risk market for investment 

because of factors such as bad governance, unstable macro-

economic policies, investment as a way out of Nigeria’s economic 

state of underdevelopment. 

Since the enthronement of democracy in 1999, the government 

of Nigeria has taken a number of measures necessary in two 

foreign investors into Nigeria. These measures include the repeal 

of laws that are inimical to foreign investment growth, 

promulgation of investment links, various oversea trips for image 

laundry by the president among others. 

1. The need for foreign direct investment is born out of the 

underdeveloped nature of the Nigeria’s economy that 
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essentially, hindered the pace of her economic 

development. Generally, policies and strategies of the 

Nigerian government towards foreign investments are 

shaped by two principal objectives of the desire for 

economic independence and the demand for economic 

development. There are four basic requirements for 

economic development namely: 

2. Investment capital  

3. Technical skills 

4. Enterprise 

5. Natural resources 

Without these components, economic and social development of 

the country would be a process lasting for many years. The 

provisions of these first three necessary components present 

problems for developing countries likeNigeria. This is because of 

the fact that there is low level of income that prevents savings, 

big enough to stimulate investment capital domestically or, to 

finance training in modern techniques and methods. The only 

way out of this problem is through acceleration of the economy 

by external sources of money (foreign investment)and technical 
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expertise. Foreign direct investment is therefore suppose to 

serve as means of augmenting Nigeria’s domestic resources in 

order to carry out effectively, link development programmes and 

raise the standard of living of her people. 

Foreign direct investment consist of external resources, including 

technology, managerial and marketing expertise and capital. All 

these generate a considerable impact on host nation’s production 

capabilities. At the current level of gross domestic product, the 

success of government policies of stimulating the productive 

base of the economy depends largely on her ability to control 

adequate amount of foreign direct investments comprising of 

managerial, capital and technological resources to boost the 

existing production capabilities. The Nigerian government had in 

the past endeavored to provide foreign investors with a healthy 

climate as well as generous tax incentives, but the result had not 

been sufficiently encouraging. 

Nigeria still requires foreign assistance in this form of 

managerial, entrepreneurial and technical skills that often 

accompany foreign direct investment. 
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2.1  THEORETICAL FRAME WORK: REVIEW OF GROWTH 

THEORIES. 

Many factors have been used in history to account for the reason 

why some countries are still less-developed. Majority may 

attribute it to developmentalism, others to liberalism, still others 

to monopoly capital, some to climate and others to colonialism. 

The obvious thing here is that no one factor history has been 

used to explain backwardness in growth and development. But 

the focal point that is always predominant in the theories that try 

to explain backwardness is capital and capital accumulation. 

Meanwhile, this research work will critically highlight the major 

schools of thought that enable us to understand the major 

theories of economic development as well as analyze the 

developmental process of the less-developed nations. 

These major schools of thought enable us to understand the 

stages of economic growth in which countries, both developed 

and underdeveloped must pass. 

Furthermore, understanding the growth path, which developed 

nations historically followed, will help the under-developed 
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nations know the right path to follow. To understand the process 

that foster development in the underdeveloped nations, the 

following schools of thought are to be discussed. 

A. NEOCHASSICAL STRUCTURAL CHANGE MODEL 

In analyzing the African development scene and process, there is 

the need for proper ascertainment and construction of a relevant 

and realistic theoretical model, we must start by taking 

cognizance of the importance of structural shifts and 

interactions. These shifts and interactions need to be examined 

at two levels. Namely: internally-within the national economy 

and externally-in relation to the rest of the world. Variations 

within each sector and among sectors can be linked to the 

different profile of response mechanism in the various sectors. 

The theory of structural change focused on mechanism by which 

underdeveloped economies transform their domestic structures 

from heavy emphasis on traditional subsistence agriculture to a 

more modern urbanized and industrially diverse manufacturing 

and service economy. It employs the tools neoclassical price and 
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resources allocation theory; and modern econometrics to 

describe how this transformation processes takes place. 

These could be understood using the Anthur Lewis (1954) theory 

of development (Ranis 2004). In Lewis’s model, the 

underdeveloped economy consists of two sectors. 

-A.traditional, over-populated rural subsistence sector 

characterized by Zero marginal labour productivity. A labour 

situation that permits Lewis to classify this labour as “surplus” in 

the sense that it can be withdrawn from the agricultural sector 

without any loss of output (field, Gray S, 1975) 

-A high productivity, modern, urban industrial sector into which 

labour from the subsistence sector is gradually transferred. The 

primary focus of the model is both on the process of labour 

transfer and the growth output and employment in the modern 

sector. These are brought about by output expansion in that 

sector; the speed with which this occurs is determined by the 

rate of industrial investment and capital accumulation in the 

modern sector. Such investment is made possible by the excess 
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of modern sector inflow over outflow (profits) on the assumption 

that capitalist reinvest all their profits. 

-Finally, Lewis assumed that urban wages would have to be at 

least 30% higher than average rural income to induce workers to 

migrate from their home areas (Singer, Hans Walter 1950). 

-B. THE BIG PUSH THEORY 

The theory of big-push was propounded by Rodan (1961) is an 

article, “the industrialization of South-East Europe.” Rodan 

argues that a big-push (better termed big pull) is needed for 

initial growth as well as to accelerated economic growth. He 

observed that low income countries /less developed countries are 

often lagging behind because no potential investors anticipate 

investment by other people are therefore no one expects a 

market large enough to justify an investment. He also 

propounded that comprehensive investment programme is the 

solution. The rationale was that many investment projects 

undertaken simultaneously will create demand for each other to 

make increased profits on the demand side; he saw the 
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possibility of complementary investment in and by different 

established industries. 

Here, Rodan felt that it is important to acquire data for external 

economies that arises from the simultaneous establishment of 

technically interdependent industries which will speed up 

economic growth (Abuzeid, 2009). 

According to him, there are strong external economies involved 

in development, for instance, a country agent adviser can 

simultaneously benefit all industries, a multiple-purpose dam has 

similar externalities moreover, there is often a strong inter-

relationship between these three nations-externalities, increasing 

returns and social overhead capital. 

Finally, in the big-push theory, Rodan (1961) sustained that 

indivisibilities and external economies are a pre-requisite for 

launching economic development successfully (De Fontenay, 

1999). 

CLINEAR STAGE THEORY 

The linear stages of economic growth theories concentrated on 

the concept of stages of economic growth. They viewed the 
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process of development as a series of successive stages through 

which all countries underdeveloped and developing to develop. 

This transition also entails the right quantity of savings 

investment and foreign aid. Again, it entails mobilization of both 

domestic and foreign savings in order to generate sufficient 

investment to accelerate economic growth. 

Besides, the theory of linear stage as propounded by Restore 

consists of five phases that characterize the growth of nation. 

THESE STAGES ARE AS FOLLOWS: 

(http://danielsolis.webs.com/acb4906.htm); 

THE TRADITIONAL STAGE: This is the earliest form of 

society’s development. At this period, the economy is largely 

primitive and characterized by the following; 

= The absence of modern science and technology.   

= Resources are over-allocated in agriculture and under-

allocated in manufacturing. 

= A rigid social structure exists which impedes economic change. 

= Social class stratification. 
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= Low productivity. 

THE TRADITION STAGE: This stage, according to Rostow is the 

precondition for growth takeoff. It is a period in which the 

conditions needed for upward movement are being formed. This 

stage also has the following characteristics; 

= New scientific techniques are being applied to agriculture and 

manufacturing. 

= Emerging financial institutions such as Banks that mobilizes 

capital and provide firmly for new investment. 

= political changes. 

= Low productivity and reduction in major obstacles to 

development. 

THE TAKE-OFF STAGE: This third stage is a phase of self-

sustaining growth. The obstacles and resistances to steady 

expansion are finally restrained. This stage is marked by an 

increase in the rate of investment to a fraction of output: the 

development of part of the economy like manufacturing that 

becomes a leading sector in the process. The  emergence of 
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political, social and institutional frameworks that further enhance 

modernization. The stage is characterized by the following: 

= Modern technology and organizational methods in agriculture 

and industry are being adopted. 

= Net investment is rising. 

= There is birth of major new industries which in turn stimulates 

the development of many subsidiary industries. 

= Revolution  is provident in agricultural productivity. 

= Increases in savings, and investment. 

= Efficient utilization and availability human and material 

resources. 

DRIVE TO MATURITY:As noted by Rostow drive to maturity is 

the forth stage. At this period, the economy undergoes 

significant structural changes, as production and technique 

improve, the growth of new industries accelerates, the older 

industries level off. As a result, society experiences sustained 

increases in real income or output per capital. Several other 

features of this period may be noted: 



29 
 

= investment in new plant and equipment is maintained at a 

relatively, high rate, usually between ten-twenty percent (10%-

20%) of national income. 

= The rapid rate of investment permits the growth of output to 

exceed the increase in population. 

= The economy assumes a significant role in world trade as new 

import requirements arises and new export commodities are 

developed. Drive to maturity is a period of resources 

diversification. The economy moves beyond the industries that 

initiated the take-off and develop the capacity and technology to 

produce efficiency a broad range of commodities. 

STAGE OF MASS CONSUMPTION:Is the final stage. Here, the 

society achieves the level of maturity and it leads to the 

following: 

= An increasing proportion of resources are directed to the 

production of consumer durables and services. 

= The percentage of skilled worker’s in the labour force and 

percentage of urban worlds to total population rise. 
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= A progressively large amount of resources is allocated to 

society’s welfare and society. 

The mass consumption stage is the period of affluence as stated 

by W.W. Rostow. 

As may have been evident from the works of these three 

thinkers – Lewis, Rodum and Rostow, one tread that runs 

through them is capital accumulation and investment. They all 

agree that without these necessary ingredients, no economy can 

grow. The modalities and approaches may differ. 

 

2.2 THE CONCEPT, MEANING, AND RATIONALE FOR 

FOREIGN DIRECT INVESTMENT (FDI) 

Foreign direct investment (FDI) is a major component of 

international capital flow. According to thirwal (1994), FDI refers 

to investment by multinational companies with headquarters in 

developed countries. This investment involves not only a transfer 

of funds (including the investment of profits) but also a whole 

package of physical capital, techniques of production, managerial 
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and marketing expertise, products, advertising, and business 

practices for the maximization of global profits (Oyeranti, 2003) . 

All the conceptualizations given above in respect of FDI are the 

same. They all emphasize on the management dimension, which 

is what distinguishes FDI from Portfolio investment in foreign 

stocks, bonds and other financial instruments. 

Such investments may take the form of either “green field” (also 

called motor and Brick investment, etc), (like the type the 

federal government of Nigeria is attempting to enter into with 

the Chinese state construction Engineering cooperation(CSCES), 

for the building of three additional refineries in the South-south, 

South west and the Northern parts of Nigeria, this day 

newspaper vol.16,No5863 (may 13, 2011), or merger and 

acquisition (M and A)which entails the acquisition of interest 

rather than new investment (Oyeranti, 2003); (Ayaanwale, 

2007); (Adarns 2009). 

Foreign direct investment is a two way flow. The rationale for FDI 

must equally be two-way dimensional, recognizing the fact that 

two sets of interests are involved in FDI. Interest of the foreign 

investor, and that of the host country. 
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With commercial bank lending to developing countries drying up 

in the 1980s, most countries eased restrictions on FDI and many 

aggressively offered tax incentives and subsidies to attract 

foreign capital, (Aitken and Harrison, 1999); (World Bank, 

1997A, 19997B), (Carkovic and Levine, 1996). 

World Bank (1997) observed that both domestic and 

international structural forces were driving private investment to 

developing countries since the early 1990s. in industrial 

countries, the primary forces revolve around the search for 

higher return as well as an avenue to diversify their risk at 

home. 

Two other key developments in industrial countries reinforce the 

desire of foreign investors to lack outwardly. First, competition 

and rising costs in domestic markets, along with falling transport 

and communication costs encouraged foreign firms to look for 

opportunities to increase efficiency and refunds (that is profits) 

by producing abroad. Second, the transformation of financial 

markets from relatively insulated and regulated national markets 

to more globally integrated and regulated national markets. This 

happens as a result of a mutually reinforcing process of advances 
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in communications, information and financial instruments, and 

by progressive internal and external deregulation of financial 

market. (Oyeranti, 2003). 

In developing countries, enabling environment for FDI has 

equally developed. Since the mid 80’s, a lot of countries have 

embarked on structural reforms include: the progressive 

lowering of barriers to trade and foreign investment; the 

liberalization of domestic financial markets and removed of 

restrictions on capital movements; and the implementation of 

privatization programs thus strengthening the relevance of 

private sector in economic growth and development process in 

developing economics. Consequently, all the above, (Feldstein 

2000) argues that a number of advantages accrue to developing 

countries through FDI. They include; 

1. Transfer of technology, particularly in the form of a new 

variety of capital inputs, financial investments or trade in 

goods and services. 

2. Recipients of FDI often gain employee training in the course 

of operating the new business, which directly contributes to 

humancapital development in the host country. 
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3. Profit generated by FDI contributes to corporate tax 

revenue in the host country (Oyeranti, 2003). 

Perceived from either the meaning or rationale for FDI as seen 

from the foregoing, there is little doubt that FDI will augment 

real resources directly. Indeed, opinions converge in the 

literature that FDI is a “good cholestrol” because it can confer all 

the benefits referred to above and more. More importantly, FDI 

is thought to be “Bottled down and cannot leave soeasily at the 

first sign of trouble” sadig and Bolbol (2001) captured this 

benefit as follows. 

FDI inflow are the least volatile of capital flows and more 

important; can have direct and indirect effects on economic 

growth. The stability of FDI stems from the fact that direct 

investors have a long-term view of the market, thus, making 

then more resistant to hard behavior, and from the sheer 

difficulty of liquidating assets at short notice. The direct effect on 

growth arises from human capital formation and the effect is 

more significant if FDI is complemented with human capital. 

Despite the rationale behind FDI as highlighted above, 

particularly those that are on the side of the developing 
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countries, some studies have revealed that developing countries 

should be continuous about taking too unethical, attitude toward 

the benefit of FDI. It is sometimes feared whether FDI 

contributes to the broader aspects of development and the 

efficacy often ascribed to it?(Oyeranti, 2003). 

Tandon (2002) as quoted by Adams (2009) argue forcefully that 

motinational enterprises (MNES) are in business to make profit 

and not for development. Accordingly dependency theory 

predicts that FDI inflows may slow growth and produce greater 

level of income inequality in other words FDI is not ALL GOOD 

NO BAD. Little wonder Adams (2009) submits from the findings 

of his work that FDI is necessary but not a sufficient condition for 

economic growth and development. 

2.3FDIMAGNITUDE, COMPOSITION, TRENDS AND 

SOURCES IN AFRICA AND NIGERIA 

2.31 AFRICA 

The best decades have witnessed significant increases in the flow 

of foreign direct investment to the developing countries of the 

world. The balance of evidence, however, supports at least one 
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conclusion: the inflow has been uneven. While the middle income 

countries have benefited from, this upsurge, the low-income 

countries have left in the lurch (Akinkube, 2003). Inspite of 

policy literatures in a number of African countries and the 

significant improvements in the factors governing FDI including 

but not limited to economic reforms, Democratization, 

privatization, enduring peace and stability – FDI inflows to Africa 

still lag behind those of other regions of the world. The expected 

surge of FDI inflow into the continent has not occurred. 

Many explanations have been given in the literature for Africa’s 

small share in the global FDI inflows. The myriad of explanations 

varies from bias against Africa because of its risk inappropriate 

policies or indeed that Africa is simply different so that the 

factors that attract FDI to other countries simply do not work for 

Africa (Ajaye 2003). 

Though levels of FDI do not necessarily give any indication of the 

domestic gains accruing to a country, since corporate strategies 

such as protective tariffs and transfer pricing for example, can 

reduce the level of corporate tax received by host countries, 

available evidence seem to point to the fact that Africa has been 



37 
 

receiving the lowest share of global FDI over 

time,(2002),http.www.anypdftools.Com/buy/buy-pdf-password 

remover. Html, FDI: A lead driver for sustainable development? 

\Africa’s share of FDI to developing countries declined over time 

from about 19% in the 1970’s to 9% in the 1980’s and thence to 

above 3% in the 1990’s, it stood at 6.7% in 2002, a rate lower 

than those attained in the 1980’s. 

In absolute figure terms, the FDI in flow to Africa increased from 

an annual average of $4.4bilion in 1990-1994 to $63.1 billion in 

2007. It further increased from $63.1 billion in 2007 to $73.4 

billion in 2008. This was due to increased interest in natural 

resources, improved prospect for corporate profit and a more 

favourable business climate. Despite these apparent increases in 

FDI to Africa, its share of global FDI inflow was less than 6% 

although the period 1990-2009 (Asiedu, 2004); (Ogunkola& 

Jerome, 2003: 144), (Ajayi, 2003); (Adams, 2009). 

During the 1990’s, Africa attracted a maximum of 2% global FDI 

flows. In 2009 FDI inflow was about 5% of total flows. 
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This is inspite of the policy reforms implemented by countries in 

the region. 

According to the Ernest & Young’s Africa attractiveness survey, 

Nigeria, Ghana, South Africa, Kenya and six other African 

economies including Egypt, morocco, Algeria, Tunisia, Angola 

and Libya, attracted 70% of the continent’s foreign direct 

investment between 2003 and 2010 (The Punch newspaper, 

Wednesday, July 13, 2011, vol. 17 No 20923 P19 website: www. 

punch on the web. com). While Nigeria accounted for only 6%of 

Africa’s total FDIs in the last seven years, South Africa got 15%, 

Algeria 7%, Kenya 4% and Ghana 3%. 

The above referred report showed that the top five investors in 

FDI projects in Nigeria within the period were united states, 

United Kingdom, South Africa, Indi and France. The five sectors 

that attracted FDI into the country were coal, oil and gas, 

communication, finance services, business services and food and 

tobacco. 

The Ernest young analysis of the FDI projects showed that Africa 

had, in the last decades, experienced increasedinflow from 338 

new project in 2003 to 633 in 2010, representing 89% increase. 
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The inflows that south Africa has enjoyed in recent times have 

been attributed mainly to the privatization process, the return of 

companies that had relocated to neighboring countries during the 

apartheid period and the interest of investors in South African 

large domestic market (morisset, 2000). 

Top FDI recipients in 2010 were Angola, Nigeria, Egypt, south 

Africa, and Libyan Arab Jamahiriya, which together accounted for 

over half of all inflows as in table 2.1 below. Some traditional 

best performers such as Morocco and Tunisia were displaced in 

2010 by new comers such as Libyan Arab and Congo that were 

relatively unknown as host to FDI flows in the region. 

 

TABLE 2.2 

Foreign direct investment in Africa: In ward flow in US & 
million(top 10 by 2010 ranking) 

 
 
 

 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
 

Angola 3059 3133 5685 5606 6794 9064 9796 1681 11672 9942 
 

Egypt 510 647 237 2157 5376 10043 11578 9495 6712 6386 
 

Nigeria 1277 2040 2171 2127 4978 4898 6087 8249 8650 6099 
 

Libyan 
Arab 

-113 145 143 357 1038 2013 4689 4111 2674 3833 

Longo DR 80 141 391 409 - 256 1108 1727 664 2939 
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Longo 71 131 321 513 1475 1925 2275 2483 2083 2816 

Ghana 89 59 137 139 145 636 855 1220 1685 2527 

Algeria 1108 1065 634 882 1081 1795 1662 2594 2761 2291 

Sudan 574 713 1349 1511 2305 3534 2426 2601 2682 1600 

South 
Africa 

6784 1569 734 798 6647 -527 5695 9006 5365 1553 

 

Source: UNCTAD, FDI/TNC data base (www.Unctad.org/fdi 

statistics). 

The top 10 performers in terms of outward flow between 2001 

and 2008 are presented in table 2.2 below with three economies 

of the region Libyan Arab, Angola and Egypt dominating. 

South Africa which used to be the largest source of investment 

outflow and home to all three of the African firms on UNCTAD’s 

top 50 developing countries MNC is conspicuously missing in the 

2008list of best performers. South Africa MNC has traditionally 

invested abroad in the mining sector, but their recent focus has 

been in telecommunication: MTN and Vodacom SA (NOW 

AIRTEL) both made roads into the telecommunications industries 

in many African countries, including Nigeria. South Africa 

Breweries recently bought a 64% stake in millerBrewery 

Company of the United States, becoming SAB miller. SAB miller 
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then went on to a acquire Bira periodic (Italy) and Hardbin 

Brewery (China) in 2003 (Ogunkola& Forum, 2006). 

 

 

Table 2.3 FDI in Africa: Outward Flow in US &Million (Top 
10 by 2008 Ranking) 

 
Country 2001 2002 2003 2004 2005 2006 2007 2008 
Libyan 
Arab 

-175 -136 63 -286 128 -534 3933 5888 

Angola -38 29 24 35 221 194 912 2570 
Egypt 12 28 21 159 92 148 665 1920 
Gymea 5 0 - -1 -5 - - 694 
Liberia  -292 403 173 304 437 346 363 382 
Morocco 97 28 12 31 75 445 621 369 
Algeria 9 100 14 258 57 35 295 318 
Nigeria 94 172 167 261 200 228 468 299 
Sudan - - - - - 7 11 98 
Gabon 4 -32 -57 -25 65 106 59 96 

 

Source:UNICTAD, FDI/TNC database(www.Unctad.org/fdistatics). 

Looking at Africa’s FDI inward stock, it increased steadily over 

time from $162million in 1980 to $488.8billion in 2009. 

In 1980, Africa had 4.6% share of global FDI inward stock. This 

share declined overtime until it reached 2.7% in 2009. 

Similarly Africa’s share of FDI inward stock to developing 

countries declined from 10.46% in 1980 to 9.7% in 2009. 
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This share is in contrast with that of Latin America and the 

Caribbeanregion, which increased its share of FDI inward stock 

to developing countries from 16.39% in 1980 to 29.8% in 2009. 

Though Asia’s share fell from 72% in 1980 to about 60% in 

2009. 

It nevertheless attracted to itself the greatest share (UNCTAD, 

2003); (Ajayi, 2006). 

In 1990-1994, Africa’s inward FDI stock was 14.1% of GDP. Ever 

since, the share steadily increased, reaching 34.3% in 2009, 

though other regions still performed better. Latin America, for 

example had a ratio of 10.7% in 1900-1994, rising to about 

37.4% in 2009. Asia and Oceania had a share of 15.7% in 1990-

1994, which increased to 26.4% in 2009. 

Masked in Africa’s aggregate figures are wide country variations. 

In 2002, for example, Tunisia had inward FDI stock as a 

percentage of GDP of 66.2%. This is in contrast to Angola 

(98%), Zambia (70%) and Gambia (74.9%). The situation is not 

too different when the inward FDI as a ratio of capital formation 

as at 9.1% in 1990-1994, rising to 19.9% in 2009. This is on 

contrast to other regional groups; Latin America and the 
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Caribbean had a ratio of 6.1% in 1990-1994, rising to 9.9% in 

2009. 

One important way of comparing FDI performance in various 

countries is to utilized the FDI performance index. According to 

Ajayi (2006), if a country’s share in Global FDI. The country’s 

(region’s) FDI performance index would be one. A score greater 

than one implies a larger share of FDI relative to GDP, while a 

score of less than one indicates a smaller share of FDI relative to 

GDP. Developed countries received FDI that is commensurate 

with thin share of global GDP in the period 1999-2001. The same 

is true of developing countries as a whole. Africa, however, 

received less FDI than its relative share in global GDP. For the 

same period (1991-2001), other regions that received more than 

thin own share in global GDP include Latin America and the 

Caribbean, South America, central Asia and East and South Asia. 

The structure of FDI worldwide has in General shifted towards 

services, in the early 70’s, the sector accounted for only one 

quarter of the world FDI stock; in 1990 th\ 

is share was less than one-half and by 2002, it had risen to 

about 60% (UNCTAD, 2004; 15), (Ajayi, 2006). 
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Africa continues to attract FDI in sectors where competitive 

advantages outweigh the continents negative factors. 

These include minerals, timber, coffee, and oil (mills and 

oppenheimer, 2002). 

Contrary to common perception, the concentration of FDI in 

Africa is no longer restricted to mineral resources. Even in the oil 

exporting countries, services and manufacturing are becoming 

key sectors for FDI, (www.DIPP.NICIN/FDI statistics; 

www.fdi.net). 

Recently, FDI has been diversifying into other sectors 

manufacturing and services in particular. In 1992, for example, 

30% of FDI stock in Nigeria was in the primary sector, 50% in 

manufacturing and 90% in services. Similarly, in 1995, 48% of 

FDI inflows to Egypt were in services 47% in manufacturing and 

only 4% in the primary sector. Over time, Mauritius has also 

been able to attract FDI into the manufacturing sector, mainly in 

textiles and electronics. Morocco’s FDI receipts have risen 

fivefold in the past decade, most of it in manufacturing and 

services. 
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In terms of sources of FDI, Germany’s FDI has increasingly been 

going into manufacturing sector. While more than 60% of the 

British FDI stock is in manufacturing, mainly in food and primary 

in fabricated metals (UNCTAD, 1999). The share of US FDI stock 

in Africa that is in primary sector dropped from 79% in 1986 to 

53% in 1999 (Ikiara, 2003). 

A survey of multinational corporations in 2000 indicated that the 

sectors with the greatest potential to attract FDI in Africa are 

tourism, natural resources, and industries for which the domestic 

market is important. As has happened in many Africa countries 

in recent times, telecommunication is in this category. 

This has assumed great importance with the privatization of 

telephone companies in many countries and the emergence of 

the global system of communication (GSM) in many African 

countries. 
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2.32NIGERIA 

Nigeria is not a major destination of FDI (Ukeje 2003.286). Meier 

(1995:254) showed that of the US$35,895 million FDI to 

developing countries in 1991, 66.7% went to ten countries and 

Nigeria was not one of them. In the same year, net foreign direct 

investment into Nigeria was N 1.808m (or US$182.5m, using 

average annual exchange rate of N 9.90US & 1) and equivalent 

to 0.51% of the FDI that went to all developing countries. This 

contrasts with the receipt of Mexico and Turkey in the table 

below, which were US $ 4,762m and US$810m respectively in 

the same year. 

Table 2.4: major Destinations of FDI to Developing 
Countries 

Countries  US $ M Share of Recipient Investment (%)  
All Developing 
Countries 

35,895 4.5 

Mexico 4,762 7.4 
China 4,366 3.3 
Malays 3,455 20.5 
Argentina 2,439 15.1 
Thailand  2,014 5.6 
Venezuela 1,914 19.2 
Brazil 1,600 2.0 
Indonesia  1,482 3.6 
Republic of Korea 1,116 1.0 
Turkey 810 3.9 

Sources: IMF Balance of payment year book (1992). 

Reproduced from Ukeje (2003). 
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Ten years after, in 2000, the flow of FDI has increased as shown 

below. And there have been some dramatic changes in the 

ranking. 

Table 2.4: Top Ten Developing countries recipients of FDI 

2000 

Countries  US $ M Share of Recipient Investment (%)  

China 38,399 3.6  

Brazil 32,779 5.3 

Mexico 13,286 0.3 

Argentina 11,665 4.2 

Republic of Korea 9,283 2.2 

Singapore 6,390 6.4 

Indonesia 4,550 3.8 

Venezuela 4,464 4.3 

Chile 36,75 2.8 

Thailand 3.366 2.8 

Nigeria 1.082 1.9 

Sources: The World Bank: 2002 world development indicators. 

Reproduced by Ukeje (2008) 
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Table 2.5: Top Ten Developing country recipients of FDI 

2010 

Rank Countries US $ M Share of Recipient  

1st China 105735 16.5 

2nd Hong Kong 68904 10.7 

3rd Brazil 48438 7.5 

4th Russian Federation 41194 6.4 

5th Singapore 38638 6.0 

6th British Virgin Island 30526 4.6 

7th Saudi Arabia 28105 4.4 

8th India 24640 3.8 

9th Mexico 18679 3.0 

10th Chile 15095 2.4 

23rd Nigeria 6099 0.9 

Source: UNCTAD, FDI/TNC database 

(wwwunctad.org/fdistatistics). 

The relatively negligible foreign direct investment into Nigeria 

came mainly from United states, United Kingdom, Western 

Europe (excluding the UK) and others (non of which is 

significant) (Ukeje, 2003: 287). 
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TABLE 2.6: NET FLOW OF FDI BY ORIGIN 

Year US (NM) UK (NM) Western Europe (NM) Others NM Total NM 

1970 26.4 47.4 29.6 18.2 121.6 

1980 0.4 318.2 131.2 17.2 467.0 

1990 (433.5) 573.5 (930.9) 326.6 (464.3) 

1999 (1489.4) 1235.5 1261 771.9 1779.1 

2000 1855.6 175.8 907.7 407.9 3347.0 

2001 (491.0) 2675.0 741.0 452.0 3377.0 

2002 1761.2 4027.9 1300.3 1116.1 8205.5 

2003 2918.4 6045.6 2161.0 1930.7 13056.5 

2004 2986.6 7206.6 3065.0 6650.9 19909.1 

2005 3882.6 9368.6 3984,5 8646.2 25881.8 

2006 6,212.1 14989.7 6375.2 13893.8 41470.8 

2007 8085.4 19620.3 8369.1 17967.1 54041.9 

2008 20,720.1 11830.1 5824.7 11081.3 49456.2 

2009 14,848.3 9035.8 6342.7 11202.6 41429.4 

Source: CBN’s Statistical Bulletin (volume 20, December 2009) 

and Ukeje (2003). 

These net inflows come mainly in the form of Unremitted profit, 

net changes in foreign share capital, trade and supplier credit, 

other foreign liabilities (including-external borrowing, tax to 

home country on capital exported and mortgage payable). 

Notwithstanding that Nigeria is not a major destination of FDI, it 

is stillnumbered as one of the major recipient of FDI in Africa, 

together with the Republic of South Africa & Egypt, Morocco and 
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Tunisia, in that order, during the Latin half of the 1990’s, the 

annual FDI into Nigeria averaged between US$7-1.5billion, with 

an aggregate investment totaling US$20billion at the end of 

1999. This is equal to about half of Nigeria GDP. It is generally 

known that FDI into less developed countries, including Nigeria 

increased substantially in the 1990s. thus in 1999, FDI to Nigeria 

was US$1.01billion which was 0.2% of, world’s total of 

US&865billion, and 0.7% of developing country’s total of 

US$1,104million and US$930 million for 2000 and 2001 

respectively. The apparant drop in 2001 (the first time in seven 

years that Nigeria had FDI flows below the US$1 billion 

mark)was attributed to decreased in the petroleum sector and 

the general fall in the FDI surge in the world. 

Traditionally, FDI into Nigeria has been concentrated in the 

extractive industries, but in recent years there has been a 

diversification into the manufacturing sector. Although data on 

sectoral allocation are inconsistent, at the beginning of the 

1990s, the primary sector accounted for only a little over 30% of 

the FDI stock in Nigeria while manufacturing attracted almost 

5% and the service close to 20%. 
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2.4SECTORAL MAGNITUDE AND COMPOSITION OF 

CUMULATIVE FDI IN NIGERIA 

As expected, mining and quarrying is the most attractive sector 

for the stock of FDI in Nigeria, however, the sectors attraction 

has been diminishing.Its share declined from about 51% in 

1970-1974 to about 14% 1980-1984 before increasing gradually 

to about 44% in 1995-1999 and dropping again to about 27% in 

2005-2009. The stock of the FDI in the manufacturing sector 

comparedfavorable with the mining and quarrying sectors as at 

averaged about 33% for 1970-2009. The sector only recorded 

below this average. 

In the 1970-1974, 1995-1999 and 2000-2004 periods. 

2.5ORIGIN / SOURCES OF FDI 

This section reviews the origins of FDI inflow to Nigeria, the 

source composition, in order to establish the “enclave” nature of 

the inflows and outflows from the country using statistics 

generated from the central Bank of Nigeria (CBN). 

A cursory examination shows that FDI outflows were generally 

smaller than inflow, thereby resulting in positive net flows. A few 
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exceptions to these observed trends were recorded. Net flow 

with respect to UK were negative for three years (1974, 1979 

and 1988) suggesting a 9% probability of a negative netflow with 

respect to the UK. For the USA, the probability was about 50%. 

The corresponding figure for Western Europe was about 13%. 

However, overall negative net flows were recorded in 1989 and 

1990 mainly because of the significant outflows to the US in 

1989 and substantial outflows to the USA and the Western 

Europe in 1990. For some other years negative net flows 

recorded by the USA were more than compensated for by the 

proactive net flows recorded mainly by UK and Western Europe. 

Five years average for the inflow and outflows shows an upward 

trends in inflow from about N451.7 million in the first half of the 

1970s to about N13.7 billion in 2000-2004, down from a peak of 

about N22billion in 1995-1999 and  rising again to about 

N44billion in 2005-2009. 

Outflow also recorded an upward trend increasing from about 

N265.6million in early  1970s to about N6.3 billion in 1990-

1994dropping again to about N1.4 billion in 2005-2009. 
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There have been changes in the sources of FDI inflows to 

Nigeria, especially since 1999. While UK contributed about a 

third of the FDI on average for the 2000-2004, UK share declined 

to 27.1% between 1970 and 2009, two episodes are discernible 

in the case of the USA. First is the period between 1970 and 

1984 when its average contribution hovered between 22 and 

25%. It recorded a jump to about 37% in 1985, peaking at 47% 

between 1990 and 1994 and declining in the latter half of the 

1990s before closing at about 27% of the total FDI inflows to 

Nigeria between 1970 and 2009. Thus while the UK and USA 

jointly accounted for about 54% of the FDI inflows in Nigeria it is 

networking that the USA and the UK are currently running neck-

to-neck as source of FDI contrary to the leadership position 

which UK maintained between the 90s and late 80s in this regard 

(Ogunkola& Jerome, 2003). 

The structure of outflow is significantly different from the 

observed trend in the inflows. While UK was the most favourd 

destination of outflow of FDI on Nigeria between 1979, the USA 

has taken over that position since 1980 and account for about 

39-86% of the outflow. In summary, about 51% of the FDI 
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outflows from Nigeria between 1970 and 2001 went to the USA, 

18% to UK and 21% to Western Europe.Theoutflow to others 

remained at about 10%. 

2.6MEASURES TO ATTRACT FDI IN NIGERIA 

In Nigeria, government adopts several policies to attract FDI in 

this globalized era particularly; the government implemented 

IMF monitored liberalization of its economy, welcomes foreign 

investors in the manufacturing sector, offers incentive for 

ownership of equity in all industries except key industries like 

military equipment. Incentives like tax relief are available to 

investors and concession for local raw material development. In 

line with its economic reforms, starting from the 1980s, Nigeria 

undertook a far reaching privatization programme. 

The change started in 1989 and onwards due to several policies 

like introduction of structural adjustment programme in 1986, 

export processing zone decree in 1991, investment promotion 

commission in 1995 adopted by the Nigerian government. 

Several sectors have been fully deregulated for the benefit of 

private investors. The telecommunication sector, the banking 
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sector, aviation sector, educational sector etc have all been 

opened up to private sector investors. 

Indeed three main categories of incentives are at the disposal of 

government in attracting FDI and benefiting from it, UNCTAD 

(1996). There are financial incentive such as outright grants and 

loans at concessional interest rate, fiscal incentive including tax 

holidays and reduced tax rates; and other incentives such as 

subsidized infrastructure or services, market preferences and 

regulatory concession, including exemption from labour and 

environmental laws. All three types are present in Nigeria. 

2.7DETERMINANTS AND FACTORS THAT INFLUENCE THE 

FLOW OF FDI 

There is no unanimously accepted single factordetermining the 

flow of investment. The literature is replete with information on 

the full range of factors that are likely to induce the flow of 

foreign direct investment any where. It is often claimed that 

those factors that are favorable to domestic investment are also 

likely to propel foreign direct investment. 
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These are the various factors that propel the flow of FDI into a 

given geographical location, say a country or a region. In making 

decisions to invest abroad, firm are influenced by a wide 

constellation of economic, political, geographical, social, cultural 

and religious issues. I there, say, however that through the list 

of factors is fairly long, not all determinants areequally important 

to every investor in every location at all times. It is also true that 

some determinants may be more important to a given investor 

at a given time than to another investor. 

While it is difficult to determine the exact quantity and quality of 

FDI determinants that should be present in a location for it to 

attract a given level of inflows, it is nevertheless clear that a 

critical minimum of these determinants must be present before 

FDI inflows begin to occur (Ngowi, 2001; Ajayi 2003). 

One would rationally expect that investors would choose a 

location in accordance with the profitability of that location. The 

profitable of investment is expected to be attested by specific 

factors, however, including country characteristics, as well as the 

investment motives. As pointed out by campos and kinoshits 

(2003), market seeking investors, for example, will be attracted 
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to countries that have large but fast growing markets, while 

resources seeking investors will search for countries with proved 

abundant natural resources. 

The factors influencing the flow of FDI this range from the size of 

markets to the quality of labour, infrastructure and institutions, 

to the availability of resources. 

Akinkugbe (2003) argues that locational advantages constitute 

what earlier theoretical and empirical studies classify as “pull 

Factor”. The pull-factor examines the relationship between host 

country specific conditions and the flow and uncertainty that 

accompanies investment outside the families’ home 

environment. 

In the case of natural resources, the incentive to FDI is clear, 

mineral deposit forest and fisheries  do not move to world 

financial centres. Companies must move to them. This explains 

the belief that FDI is a product of rent-seeking on a global scale. 

As to the pull-factor, Akher (1993) positsthat  host-country 

specific conditions might embrace a number of socioeconomic 

and political factors within a country where FDI is made. These 
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factors tend to determine available business opportunities and 

pending political threats within the host countries.Among others, 

the socioeconomic and political factors commonly cited in this 

strand of the FDI literature include; 

 Availability of natural resources 

 Infrastructure 

 Market size 

 Level of human capital development 

 Distance from major markets 

 Labour, efficiency and cost 

 Openness of the economy to international trade  

 Exchange rate. 

 Fiscal and other non-tax incentives  

 Political stability (oyeranti; 2003, Ayaji 2006) 

This section discusses in some details the above factors which 

are principle determinant of FDI generally. 

 

 

 



59 
 

SIZE AND GROWTH OF THE MARKET: 

Market size and growth have proved to be the most prominent 

determinants of FDI, particularly for those FDI flows that are 

market seeking and which target  isto serve domestic markets. 

In countries with large markets, the stock of FDI is expected to 

be large since market size is a measure of market demand in the 

country. This is particularly true when the host country allows 

the exploitation of economies of scale from import substituting 

investment. 

COST AND SKILLS OF LABOUR 

The costs as well as the skills of labour have been identified as a 

major attraction for FDI. The cost of labour is important in 

location consideration, especially when investment is export 

oriented, (Wheeler and mody, 2008); (mody&srinivasan 1999). 

Lower labour cost reduces the cost of production, all other 

factors remaining unchanged. 

Sometimes, the availability of labour justifies to relocation of a 

part of the production process in foreign countries. Recent 

studies however, have shown that with FDI moving towards 
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technologically intensive activities, low cost unskilled labour is 

not any more in vogue. Rather investing firms is also concerned 

about the quality of the labour force. It is generally believed that 

highly educated personnel for example, are more able to learn 

and adopt new technology faster, and the cost of retraining will 

also be less. It is a result of the need for high quality labour, 

investors are most likely to target countries where the 

government maintains a liberal policy on the employment of 

expatriate staff. This is the enable investors bring in foreigners to 

their operation in order to bridge the gap in the skill of local 

personnel whenever it exists through this will be to the detriment 

of the host economy, in a way. Employment of nationals of the 

host country will be lost to that extent. 

GOOD INFRASTRUCTURE 

Availability of good infrastructure as crucial for attracting FDI is 

well documented in the literature, regardless of the type of FDI. 

It is often stated that good infrastructure increases the 

productivity of investment and therefore stimulates FDI flows, 

(Asiedu, 2002). A study by Wheeler and Mody(1992) found 

infrastructure to be very important and dominant for developing 
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countries. In talking about infrastructure, it should be noted that 

this is not limited to roads or rails alone, but includes 

telecommunication, Availability and efficiency of telephones for 

example, is necessary to facilitate communication between the 

host and the home countries. 

In addition to physical infrastructure, financial infrastructure is 

important for FDI inflow.  

A well developed financial market is known, from available 

evidence, to enable a country to tap the full benefits of FDI. 

Alfaro et al (2001), using cross section data, find that poorly 

developed financial infrastructure can adversely affect an 

economy’s ability to take advantage of the potential benefits of 

FDI. In a study by Bhinda, Grittth Jones and Martin (1999), it 

found that problems related to funds mobilization were on the 

priority list on the factors discouraging investors in Uganda, 

Tanzania and Zambia. 
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COUNTRY RISK 

Several studies have found FDI in developing countries to be 

affected negatively by economics and political uncertainty. There 

is abundant evidence to show the negative relationship between 

FDI and political and economic stability. In a study of foreign 

owned firms in Africa, Sachs and Sievers(1998) concluded that 

the greatest concern is political and macroeconomic stability, 

while Lehman (1999) and Jespersen et al (2002) find that 

countries that are less risky attract more FDI. Perception in 

Africa is still very high and countries to hinder foreign direct 

investment. The image of the continent as a location for FDI is 

thus not favourable, UNCTAD (1999). For many people in other 

parts of the world, the mention of Africa evokes images of civil 

unrest, war, poverty, unease and mounting problems. 

Unfortunately, these images are not just fiction. They reflect the 

dire reality in some African countries, though certainty not in all. 
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OPENNESS OF AN ECONOMY 

This concept which is the ratio of trade (import & export) to GDP 

or the measure of trade restriction is also known to faster the 

inflow of FDI. The more open an economy is, the more likely it is, 

that it will follow appropriate trade and exchange rate regime 

and the more it would affect FDI. 

INSTITUTIONAL ENVIRONMENT 

Institutional environment is an important factor because it 

directly affects business operations. In this category is a wide 

array of factors that can promote or deter investment. The list of 

these is the existence of bribery and corruption. Corruption 

deters the inflow of FDI because it is an additional cost and 

because whenever it exists, it creates uncertainty, which inhibits 

the flow of FDI. The second is the level of bureaucracy involved 

in establishing a business in a country complete and time 

consuming procedures deters investment. 

The third institutional factor is the existence of incentives in the 

form of fiscal and financial attractions. This last factor is only 
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useful to the extent that other favourable factors are already in 

place. 

Fourth, there is also the institution of the judiciary, which is the 

key to protecting property rights and law enforcement 

regulations. A frequent measure of this is the rule of law, which 

itself is a composite of three indicators, sound political 

institutions and a strong court system; fairness of the judicial 

system, and the substance of the law itself (Campos and 

kinoshita, 2003). It is expected that countries with better legal 

infrastructure will be able to attract more FDI. Related here is 

the enforceability of contracts. The lack of enforceability in many 

African countries raises risk of capital loss and hinders FDI. 

NATURAL RESOURCES 

The availability of natural resources is a critical factor in 

attracting FDI. This is particularly so in Africa where large share 

of FDI has been in countries with abundant natural resources 

such as Nigeria. This is understandable since mineral deposits, 

forests, and fisheries do not move to world financial centers. 

Companies much of necessity move to them (Oyeranti, 2003). 
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This explains the belief that FDI is a product of rent – seeking on 

a global scale. 

In some cases, the abundance of natural resources has been 

combined with a large domestic market. African countries that 

have been able to attract most FDI have been those with natural 

and mineral resources as well as large domestic markets. 

Traditionally, about 60% of Africa’s FDI is allocated to oil and 

natural resources (UNCTAD, 1999). Africa possesses not only 

large reserve of oil, gold, diamond and copper, but also more 

than half of the\ world’s cobalt and manganese, one third of 

bauxite, and more than 80% of chromium and platinum. A 

number of countries including Angola, Nigeria, Cote d’ivore, 

Batswana and Namibia have been lost to FDI because of this 

advantage. 

AGGLOMERATION EFFECTS 

Foreign investors may be attracted to countries with an existing 

conc\entration of other foreign investors. In this case, the 

investment decision by others is seen as a good signal of 

favorable conditions. 
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The term “agglomeration economies” is often applied to this 

situation (Campos and Kinoshita, 2003). The clustering of 

investors leads to positive externalities. 

Three types of such externalities have been identified in the 

literature. The first is that technological spillover can be shared 

among foreign investors. 

Second, they can draw on a shared pot of skilled labour and 

specialized input suppliers, third, users and suppliers of input 

cluster near each other because of the greater demand for a 

good and the supply of inputs, which is provided by the large 

market. 

RETURN ON INVESTMENT 

This is yet another major determinant. In general, FDI will go to 

countries that pay a higher return on capital. For developing 

countries, unfortunately, testing the rate of return on capital is 

difficult because most developing countries do not have a well 

developed capital market.(Asiedu 2002). What is often done is to 

use the inverse of real GDP per capital to measure the return on 

capital. The implication of this is that all things being equal, 
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investment in countries with higher per capital income should 

yield lower return and therefore real GDP per capital should be 

inversely related to FDI (Asiedu 2002). 

The empirical result of the relationship between real GDP per 

capital and FDI is mixed. In works by Edward (1990), Jespersen 

et al.(2002), using the inverse of income per capital as proxy for 

the return on capital, they concluded that real GDP per capital 

and FDI/GDP are negatively related. Result of studies by 

schneider and Frey (1985) and Tsai (1994) are different as they 

find a positive relationship between the two variables. This is 

based on the argument that a higher GDP per capital implies 

better prospect for FDI in the host country. 

By way of concluding remarks on the theoretical determinants of 

FDI, a look at Africa specifically, reveals compelling evidence that 

FDI may have been attracted by one or more of the following 

four categories of considerations, Basu and Srinivasan (2002) 
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INVESTMENT THAT IS INTENSIVE IN NATURAL 

RESOURCES 

Given the abundance of natural resources in Africa, a large share 

almost 40% has been in primary sector. For a number of 

countries, including Angola, Botswana, Namibia and Nigeria, the 

oil and mineral sectors have been targeted. 

INVESTMENT DRIVEN BY SPECIFIC LOCATIONAL 

ADVANTAGES 

During the apartheid era, a number of investors wishing to 

capture the large market in South Africa are located in Lesotho 

and Swaziland. These countries therefore, at that time benefited 

from inflows of FDI. 

INVESTMENT DRIVEN BY HOST COUNTRIES POLICIES 

THAT ACTIVELY TARGET FOREIGN INVESTMENT 

A few countries have tailored their policies to target foreign 

direct investment by ensuring political and economic stability. 

Such policies provided specific tax incentives and created export-

processing zones. These countries include Mauritius and 

Seychelles. 
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INVESTMENT IN RESPECT TO RECENT ECONOMIC AND 

STRUCTURAL REFORMS 

A few countries that were shunned by investors in the past are 

now the darling\s of investors in responds to their far-reaching 

economics and structural reforms. Uganda and Mozambique 

which economic reforms have been fairly successful, have 

attracted FDI inflow based purely on that. 

2.8WHY HAS AFRICA LAGGED BEHIND IN RECEIVING FDI? 

There is an argument that Africa has fallen behind because it 

does not have conditions adequate to attract FDI. 

The truth is that Africa has done more to Oblige overseas 

investors than any other continent, yet investments have gone to 

other continents. In Africa, it has gone primarily to countries like 

Angola because of its oil and inspite of over three decades of 

instability. Nothing has come to those countries such as Zambia 

that have almost fully liberalized their investment regimes-far 

more than say China or India. 

The new economic partnership for Africa’s Development (NEPAD) 

recorded that in the 1990’s; regulatory and other reforms have 
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been introduced by a number of governments to make their 

economies more active to foreign investors. Today, these 

regulatory conditions are on a per with those in other developing 

countries. For example, many more countries now allow profits 

to be repatriated freely or offer tax incentives and similar 

sweeteners to foreign investors. Many African countries including 

Nigeria have investment promotion agencies (IPAS) to assist 

these investors. Yet FDI has come to Africa only in trickles, 

relative to its potentials. A formers minister of finance in an 

African country said “we have removed our shirts and trousers to 

attract FDI; what more do they expect us to do?”(Tandon, 

2004). 

Empirical evidence show clearly that the rate of return to 

investment, for example, in Africa is bigger than that of their 

developing economies. Why then Africa as so far demonstrated 

not attracting FDI commensurate to this economic fundamental? 

There are a couple of studies that attempt to answer this 

question. The list set of explanations deal with the riskness of 

investment in Africa, risk adjusted return may be low-too low, so 

that it may differ investment. 
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As already highlighted elsewhere in this work Africa is perceived 

as a continent riddled with disease, pestilence and high 

instability political and economic. At the expense of repeating 

myself, since I had already stated this under country risk, the 

image of the African continent as a location for FDI is thus not 

favourable(UNCTAD 1999) 

For many people in other parts of the world, the mention of 

Africa evokes images of civil unrest, war, poverty, diseases and 

mounting problems; unfortunately, these images are not just 

fictions. They reflect the dire reality in some African countries 

though certainty not in all. 

We say not in all because the above picture marks the complex 

diversity of economic performance of individual countries and the 

variety in the economic opportunities. 

In a recent work by Rogoff and Reinhart (2003), the role of price 

and currency instability is used as an explanation for the inability 

of Africa to attract FDI. In their concluding remarks, these 

authors claim that a major event such as war and civil unrest 

occur more frequently in Africa than other region. These authors 
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should have visited Nigeria to see for themselves the human 

carriage of sects in Nigeria including the latest militancy and 

Boko Haram, at this 21st century. What a shame!!! 

Theses events, they claim, have adverse affects on the 

investment climate because they often bring along, disastrous 

effects like high inflation, insecurity, risk of loss of capital and 

higher levels of other distortions. 

Among the reasons for the low inflow of FDI to Africa is that the 

reform in Africa has on the average been mediocre relative to 

other regions of the world (Asiedu, 2004). 

2.9PRO AND CONS OF FDI 

2.9.1PROPONENTSOF FDI 

Proponents of FDI argue that it bring to the host country, capital, 

technology spillover, managerial and marketing expertise, 

increased export and favourable balance of payment, bridges 

idea gap, increases domestic labour efficiency, creates 

employment, brings about increased corporate tax revenue from 

profits generated by FDI, etc (Oyenanti, 2003), (Feldstein 2000), 
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(Adams, 2009), (Ayanwale 2007), (Funke, 2003), (Ajayi 2006), 

(carkovic 2002). 

There are three basic mechanisms for FDI to generate 

employment, for example, in the recipient countries, first, 

foreign affiliates employ people in their domestic operation. 

Second, through backward and forward linkages, employment is 

created in enterprises that are suppliers, subcontractors or 

service providers to them. Third, as FDI related industries  

expand and the local economy grows, employment is also 

created in sectors and activities that are not even indirectly 

linked to the original FDI (Xianlun, 2002:6). 

The twelfth annual conference of the regionalresearch units on 

foreign direct investment organized by the central Bank of 

Nigeria (CBN) in 2003 ascribed the following benefits to foreign 

direct investment: 

 Transfer of technology 

 Increased productive efficiency due to competition among 

multinational subsidiaries. 
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 Improvement in the quality of management in other firms 

and not just the host firms. 

 A healthy balance of payment position through the inflow of 

investment funds. 

 Increase in export. 

 Increase in saving and investment. 

 Faster growth of output and employment and  

 Welfare improvement due to lower prices of goods and the 

introduction of new and better quality goods. 

Unlike other sources of foreign funds and investments such as 

loans and credits and portfolio investment, which have been 

described as hot money and which can leave at the first sight of 

trouble, foreign direct investment in thought to be BOLTED 

DOWN and cannot leave so easily at the first sight of trouble 

(Sadiq and Bolbol, 2001). 

According to LauraAlfaroet at. (2000), FDI positive effects 

include productivity gains, technology transfer, the introduction 

of new process to the domestic market, managerial skills and 

know-how, employee training, international production networks 

and access to markets. According to these authors in addition to 
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these real benefits, its relative stability has also increased the 

emphasis on FDI among all capital flows. 

Either the learning – by – observing or learning-by-doing, foreign 

production methods may increase domestic productivity and the 

overall economic growth in the domestic economy, domestic 

firms may benefit from accelerated diffusion of new technology if 

foreign firms introduce new product or process to the domestic 

market. In some cases, domestic firms might benefit just from 

observing these foreign firms (Blomstrom and Kokko, 1997). In 

other cases, technology diffusion might occur from labour 

turnover as domestic employees move from foreign to domestic 

firms. These benefits together with the direct capital financing it 

provides, suggest that FDI can play an important role in 

modernizing the national economy and promote growth. 

Existing literature identifies three main channels through which 

FDI can bring about economic growth. The first is the release it 

affords from the binding constraints on domestic savings through 

foreign capital inflow. In this connection, FDI arguments low 

domestic savings in the process of capital accumulation. In such 

situations, FDI serves to stimulate domestic investment and the 
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local investment in the country is enhanced. Second, FDI is the 

main conduit through which technology transfer takes place. It 

produces externalities in the form of technology transfer and spill 

over (Carkovicand Levine, 2002). 

Obviously, by bringing new knowledge and investment in 

physical infrastructure like roads, and factories, foreign investors 

may help to reduce what Romer (1993) referred to as “idea gap” 

between developed and developing countries. From this 

perspective, FDI may boost productivity of all forms and not just 

these receiving FDI. The transfer of technology and technological 

pullovers lead to an increase in factor productivity and efficiency 

in the utilization of resources, which leads to growth.Third, FDI 

leads to increase in exports as a result of increased capacity and 

competitiveness in domestic production (Adams, 2009); (Ajayi, 

2006). 

Empirical analysis of the positive relationship between, FDI and 

growth is often said to depend on another factor called 

ABSORPTIVE CAPACITY which includes the level of human 

capacity development, type of trade regimes and the degree of 

openness (Borensztein et al.,1995, 1998). According to 
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Habiyaremye and Ziesemer (2006) as referred to by Adams 

(2009:2), absorptive capacity means ability to acquire, 

internalize and utilize knowledge developed else where (Ajayi, 

2006). 

2.92. OPPONENTS OF FDI 

Inspite of all the good things so far said about FDI, opinions are 

diverse about the catalyst role of FDI in the growth process in 

some quarters (UNCTAD, 2005). 

Ajayi (2006) argues that FDI brings both costs and benefits and 

cautions on the need for a proper evaluation at the point of 

decision making on the best policy approach to adopt (Ikiara, 

2003). 

Dependency theory predicts that FDI inflow may slow down 

growth and produce greater level of income inequality. In other 

words, FDI is not ALL GOOD NO BAD. Little wonder Adam (2009) 

submits from the findings of this work that FDI is only necessary 

but not a sufficient condition for economic growth. 

Tandon (2002) argues forcefully that multinational enterprises 

(MNE) are in business to make profit and not for development. 
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According to this writer “FDI is falsely marketed to the 

developing countries as solution to their under 

development.”Development itself is a complex phenomenon. To 

single out FDI (as most third world governments tend to do) as 

the principal means of development is reductionism pushed to its 

absurdity. Third world governments seek FDI, inspite of the 

consequences, partly because they don’t know better, partly of 

the influence of international financial institutions (IFI); partly 

because their own bureaucrats are largely educated in neo-

liberal economics; and partly because like a short in the arm FDI 

can restore the health of a dying economy, though temporarily. 

But like drug addition, the more you have it, the more you are in 

need of it. 

Aids created debt crises; FDI will create even greater crises of 

development. 

Some studies suggest that FDI does not have an independent 

effect on the initial country condition that allows it to exploit FDI 

spillover. It is little wonder than that it is often said that it is 

development that brings FDI and not vice versa (carkovic and 

Levine, 2002); (Lumbila, 2005); (Trevino and Updadhyara, 
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2003); (Adams, 2009). Domestic approach is more promising in 

any case over and above FDI in terms of attracting investment. 

Tendon (2004) as quoted by Harsel and Eich born, (2005: 28), 

states that according to historical evidence, “it is growth that 

attracts FDI and not FDI that brings growth.”  

Bornschier and Chase-Dunn (1985) claim that foreign investment 

creates an industrial structure in which monopoly is predominant 

leading to what Ajayi (2006); Okonkwo (2004) and Odozi (2010) 

refer to as enclave Economy in which local investors and 

entrepreneurs are excluded (crowding out) (Adams, 2009). FDIs 

are said to be interested in returns maximization and risk 

diversification from their home countries and not development, 

(Oyeranti, 2003). It has been argued that over reliance on 

foreign investment can lead to compromise of a country’s 

sovereignty, not only at the economic front but also at political 

level. Multinational often influence the political processes of host 

countries. 

In 1973, for example, American multinational international 

telephone and telegraph (ITT) backed a milling coup in chile, 
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during which the democratically elected president, Salvado 

Allende, was assassinated and replaced by the notorious General 

Pinochet. ITTs continued financial support allowPinochet 

dictatorship to survive until 1990, much as shell’s generally 

facilitated military dictatorship in Nigeria for a very long time. 

Not only do multinationals themselves influence the political 

processes, but home country government often become involved 

too. The united state, for example, backed general Pinochet coup 

in 1973, largely because president Alland’s plans to nationalize 

the Chelean telecommunication Industry would have threatened 

ITT’s profit, (shane Roberts, 1994, Nwosu, 2000: 250). 

Proponents of FDI often argue that subsidiaries of multinational 

companies frequently have very high profit margins, so they 

generate large profit margins amount of tax revenuefor the host 

country; provide host country with much needed foreign 

currency; brings with then, a host of managerial skills, Business 

knowledge and most importantly Technological Transformation 

which are of immense benefit to host countries, and supplement 

domestic investment leading to increased economic activities, 

Roberts (1994). 
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All the above arguments are rather spurious. In the first place, 

multinational companies (MNC) can use transfer pricing to switch 

their profit to countries with very low rates of corporation tax. 

Furthermore, they usually receive generous tax concessions and 

allowances from host government and in many cases, the 

corporation tax paid by the foreign terms is actually outroughed 

by thesubsidies and grants it receives from the government. By 

displacing indigenous competitors, MNCS further reduce the host 

government revenue. On the issue of foreign currency, empirical 

evidence through inconclusive, suggest that MNCs can have a 

negative net effect on the host country’s balance of payment. 

The reason is simple. They repatriate profits and send royalties, 

management fees and interest payment back to their home 

countries. 

Proponents also often talk about technological spillover. As 

already indicated in the preceding paragraphs, some studies 

have proven that FDI does not have an independent effect on 

economic growth whetheror not such spill over, in fact, occurs in 

heavily dependent on: 
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(a) Local conditions (for example, sufficiently developed 

financial markets or the country’s already existing highly 

educated work force) and  

(b) The ability of the host country to regulate and tailor FDI 

inflows, (Entwicklungsdienst, 2005) 

On the issue of transfer of skills, there is little evidence to 

suggest that MNCS facilitate the technological advancement of 

their host nations. Multinational companies are naturally 

reluctant to share their knowledge. They have as one comentator 

observed “no commercial interest in diffusing (their) knowledge 

to potential native competitor.” 

The multinational company’s technical knowledge is often of little 

(external) benefit to the host country. When technology is 

transferred to the host country, it is often inappropriate that is, it 

is incompatible with the needs of the host economy. For 

example, technologies used by MNCS are usually developed in 

richer countries where capital is relatively abundant the 

introduction of this labour-sheddingtechnology to developing 

economies can lead to increase in unemployment and 

deprivation. 
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In the report of the 12th annual conference of the regional 

research units organized by the central Bank of Nigeria, held at 

HamdalaHotels, Kaduna, Nigeria from September 1-5, 2005, the 

following limitations of the foreign private investment in Nigeria 

were highlighted: 

 They may lower domestic savings and investment rates by 

stifling competition through exclusive production, 

agreement with host governments, and falling to reinvest 

most of their profits. 

 The repatriation of profits, interest, royalties, management 

fees and other funds may worsen the balance of payment 

position. 

 The granting of liberal tax concessions transfer pricing, 

excessive investment allowances, disguised public 

subsidesand tariff protection provided by host countries, 

reduce public revenue. 

 The multinationals sometimes use their economic powers to 

influence government policies in directions. 

In  favorable to the development of the host economies.To 

demonstrate the insensitivity of foreign direct investment 



84 
 

towards the well being of the host country, a multilateral 

Agreement on investment (MAI) is being negotiated between 

representations of organization of economic co-operation and 

development (OECD) and government of European commission. 

The contents of this agreement show clearly that MAI will 

severely curtail the powers of sovereign states. It infers a 

number of rights on MNCs but does not increase their 

responsibilities. 

Although only the OECD countries and the European commission 

are participating in the negotiation, it is almost certain that a 

number of other countries will be invited to join. It is also quiet 

likely that IMF and the WORLD BANK will sooner or later make 

the outcome of the agreement one of its usual better 

conditionality’s. They will require other countries to sign the MAI 

if they are to receive and financial rescue packages in the future. 
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MAI MAIN PROVISIONS ARE AS FOLLOWS 

It ensures that all multinational companies receive national 

treatment, or most favored – national treatment (whichever is 

better) in every member country. 

It prohibits any performance requirements on MNCs, even if the 

same requirement apply to domestic companies. It prohibits the 

host nations from any unreasonable or discriminatory measure’s 

which repair the operations, maintenance, use and enjoyment or 

disposal of investment”. 

It provides for a state-to-state and investor-to-state dispute 

settlement mechanism. 

It is a standstill and roll-back treaty. 

Once a country ratifies the treaty, it cannot withdraw from the 

MAI for a minimum of five years. 

Having announcement its intention of withdraw, from MAI, a 

country will continue to be bound by its provision for 15 years. 
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The treaty prevents government from any act which would 

reduce the ability of foreign investors to “enjoy”their 

investments. 

By raising environmental or labour standards, governments could 

be accused of expropriating profit of multinationals. Even by 

debating in the parliament, the prohibition of an unwholesome 

act on the part of multinationals, the national government could 

be accused and therefore sued for damaging the firm; which was 

tantamount to expropriation of profits. 

This has already happened to Canada when Ethyl corporation, a 

petroleum producer sued Canada for expropriation of profits after 

the Canadian government introduced legislation to ban MMT, a 

toxic fuel additive. EthylCorporation even argued that by 

debating the prohibition of MMT, the Canadian parliament was 

damaging the firm’s reputation; which was tantamount to 

expropriation of profits (MAI Draft, 1997).  

Can the above scenario not linked to what is happening to Niger 

Delta region in the case of Nigeria, where the oil forms are 
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making their profits at the expense of the environment, which 

had been so badly degrade? 

Based on a lecture given at the Euro college student union 

Business forum, kumanovo, Macedonia, may 3, 2007, Vaknin 

(2007) submits that the role of foreign direct investment (FDI) in 

growth and sustainable development has never been 

substantiated. According to him “there isn’t even an agreed 

definition of the beast. Continuing, he submits” in most 

developing countries, other capitalflows – such as remittance-are 

larger and more predictable them FDI and ODA 

(OfficialDevelopment Assistance). Several studies indicate that 

domestic investment projects have more beneficial trickle-down 

effects on local economies. 

FDI does not automatically translate into net foreign exchange 

inflow. To start with, many multinational so called investors 

borrow money locally at favorable interest rate to finance their 

projects. This constitutes unfair competition with local firms and 

crowds the domestic private sector out credit markets, displacing 

its investment in the process. Indeed, transnational corporations 
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are net consumers of savings, graining the local pool and leaving 

other entrepreneurs high and dry (Vaknin, 2009:3). 

Foreign investors are attracted to success stories; they are 

drawn to countries already growing, politically stable and with a 

sizeable purchasing power. Foreign investors of all stripes jump 

ship with the first sign of contagion, unrest and declining fortune 

in this respect, FDI and Portfolio investments are equally 

unreliable. Studies have demonstrated how multinationals hurry 

to repatriate earnings and repay inter-firm loans with the early 

harbinger of trouble. They go to areas of hast resistance or use, 

why have they not ventured into Nigeria’s decaying 

infrastructure, such as roads and rails. 

What about employment? FDI the panacea it is made out to? Far 

from it! Foreign owned projects are capital intensive and labour 

efficient. They invest in machinery and intellectual property, not 

in wages. Skilled workers, which we have in every limited supply 

in this part of the world, get well paid above the local norm, 

while all others languish (Okonkwo 2004); (Vaknin, 2007). 
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form of society’s development. At this period, the economy is 

largely primitive and characterized by the following; 

= The absence of modern science and technology. 

= Resources are over-allocated in agriculture and under-

allocated in manufacturing. 

industry are being adopted. 

= Net investment is rising. 

= There is birth of major new industries which in turn stimulates 

the development of many subsidiary industries. 

= Revolution  is provident in agricultural productivity. 

= Increases in savings, and investment. 

= Efficient utilization and availability human and material 

resources. 

DRIVE TO MATURITY:As noted by Rostow drive to maturity is 

the forth stage. At this period, the economy undergoes 

significant structural changes, as production and technique  
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2.10 REVIEW OF EMPIRICAL LITERATURE 

De Mello (1997) surveys the developments in the literature on 

impact of foreign direct investment (FDI) on growth in 

developing countries. He assents that FDI is thought as a 

composite bundle of capital stocks, know-how, and technology, 

and that its impact on growth is manifold and vary a great dial 

between technology advanced and developing countries. He 

concluded that the ultimate impact of FDI on growth in recipient 

economy depends on the scope of efficiency spillovers to 

domestic firms. 

Lahiri and Ono (1998) in their investigation on foreign direct 

investment (FDI), local content requirement and profit taxation 

in developing countries posited that host countries must strike a 

balance between costs and benefits of FDI in formulating 

appropriate policies. The efficiency level of domestic firms must 

play a role and that a host country should, make use of non-tax 

instruments such as specification on local content of inputs to 

enhance benefit from FDI. 
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In Nigeria significant scholarly effort has gone into the study of 

the role of foreign direct investment (FDI) in the Nigerian 

economy. Such studies include Langley (1968) who posited that 

FDI has both benefits and costs or repercussions in the context 

of Nigeria’s economic growth and development. 

He said while FDI could engineer or accelerate gross domestic 

product growth (GDP) via the infusion of new techniques and 

managerial efficiency, Langley warns that it could also worsen 

the balance of payment\\s position.(Akinlo, 2004). 

Oseghale and Amenkhie\\nan (1987) examined the relationship 

between oil exports, foreign borrowing and direct foreign 

investment in Nigeria on one hand and economic growth on the 

other hand, and the impact of these on sectoral performance 

between 1960 and 1984. They concluded that foreign borrowing 

and FDI impacted negatively on over-all GDP but positively on 

three principal sectors (Manufacturing, transport and 

Communication and financial and insurance). 

Chete (1998) and Anyanwu (1998) separately examined the 

determinants of FDI in Nigeria using error correction model. 
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Chete concluded that growth of the economy proxied by GDP 

another rate exert positive effect on FDI but became significant 

only at the third Lag. 

WhileAnyanwu identified the size of the domestic market, 

openness of the economy and exchange rate as the core 

determinants of FDI flows into Nigeria. He concluded that there 

is a positive relationship between the growth of the Nigerian 

economy and foreign direct investment. 

However, the criteria for Judging the success of FDI by host 

governments has changed over the years and these have led to 

a less confrontational and a more co-operative stance between 

host countries and foreign investors. More particularly emphasis 

in evaluating in bound (multinational) corporations (MNCs) over 

the past three decades has switched from the direct contribution 

of foreign affiliates to economic growth and development to their 

wider impact of the upgrading of the competitiveness of host 

countries indigenous capabilities and the promotion of their 

dynamic comparative advantage (Anyanwu, 1998; world Bank, 

2003). 
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CHAPTER THREE 

3.0RESEARCH METHODOLOGY 

3.1INTRODUCTION 

The core of any research lies on its methodology since the 

acceptability and reliability of the findings, depends on the 

appropriateness of the model specified and the analytical tools 

employed. when model is wrongly or even rightly specified with 

inappropriate method applied to their analysis, the consequence 

will be spuriosity of results and hence misleading conclusion 

(Okpara 2010: 13). 

This chapter address the issue that relate to the research design 

and strategies, data strategies, data requirement and sources, 

nature and type of data collection, the data processing and the 

parameters to be estimated. The section specifies the model. 

Vitals concepts and terms used were equally defined and 

described for the purpose of giving the reviewers and readers a 

deep insight into the phenomena under study. 
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3.2RESEARCH DESIGN 

The analysis of the data gathered would be presented in two 

approaches: 

(i) Inferential statistics \and 

(ii) Descriptive statistics. 

The inferential statistics would \\take care of the analysis 

covering the formulated hypothesis \of the study as presented in 

one (1.5) of the work the descriptive statistics would handle 

analysis covering otherobjective of the study. 

3.3SOURCES OF DATA 

Given the nature of the study, it is important to note that the 

data will permit the estimating of the stochastic equation 

representing the impact of FDI on Nigerian economic growth are 

to be collected. Time series data were used in the study and they 

are entirely secondary data. The data series covered the period 

between 1981 and 2010. The data were obtained from the 

central Bank of Nigeria (CBN) bulletin for various years. 
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3.4  MODEL SPECIFICATION  

The usual equation for multiple regression is given thus:  

Y = a0 +a1x1+a2x2+ - - - - +anX n+µ- - - - (3.0) 

When estimated we have: 

Ŷ =â0+ â1x1+â2 x 2 + - - - - + ânxn- - - - (3.1) 

Hence, the variables in the model will be presented in a 

regression equation as thus; 

RGDPt -= â0+â1MIQUt+â2MAPRt+â3AGFOt+â4TRCOt+â5BUCOt+â6TRBUt+â7M1St+ ----(3.2) 

To get the error term, we group eqn \\(3.2) 

µt = (RGDPt-(â0+â1MIQUt+â2MAPRt+â3AGFOt+â4TRCOt+â5BUCOt+â6TRBUt+â7M1St)+ ----(3.3) 

Squaring both sides of equation 

µt
2 = (RGDPt-(â0+â1MIQUt+â2MAPRt+â3AGFOt+â4TRCOt+â5BUCOt+â6TRBUt+â7M1St)

2 ---(3.4) 

Summing both sides of equation (3.4) 

Σ µt
2 = Σ (RGDPt-(â0+â1MIQUt+â2MAPRt+â3AGFOt+â4TRCOt+â5BUCOt+â6TRBUt+â7M1St)

2 ---(3.5) 

The above linear equation (3.1) can be presented in a log linear 

equation, putting the equation in a logarithm form as thus:  

Log RGDPt =â0+logâ1MIQUt+logâ2MAPRt+logâ3AGFOt+logâ4TRCOt+logâ5BUCOt+logâ6TRBUt+logâ7M1St…(3.6) 
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Transforming equation (3.6) into natur\al logarithm; 

 

Ln RGDPt =â0+lnâ1MIQUt+lnâ2MAPRt+lnâ3AGFOt+lnâ4TRCOt+lnâ5BUCOt+lnâ6TRBUt+lnâ7M1St 

 

Where, 

RGDPt = Real Gross Domestic product within the period 

FDIt = Foreign Direct Investment within the period 

MIQUt = FDI from mining and Quarrying within the period 

MAPRt = FDI from manufacturing and processing within the Period 

AGFOt= FDI from Agriculture, forestry and fishing within the Period 

TRCOt = FDI from transport and communication within the  Period 

BUCOt= FDI from building and construction within the period 

TRDUt= FDI from trading and business services within the period 

MISt= FDI from miscellaneous within the period. 

 

 

3.5TEST OF HYPOTHESIS 

Nwadighoha, Alamba and Onwuka (2010: 351) defined 

hypothesis as a proposition formulated and presented as a 

temporary or suggested explanation of an occurrence in order to 
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establish basic for further research. The E-view causality along 

with other properties of the ordinary least square (OLS) in the 

linear regression model would be used to test the hypotheses 

formulated earlier in this study. Hence, a multiple regression 

approach would be adopted to ensure clarity; their logarithm 

form will also be used. The economic analysis involves model 

specification and testing of the hypothesis. 

The independent variables in the seven hypotheses are Foreign 

Direct Investment (FDI) From mining and Quarrying (MIQU), FDI 

from manufacturing and processing (MAPR), FDI, from 

Agriculture, forestry and fisheries (AGFO), FDI from Transport 

and Communication (TRCO), FDI from Building and construction 

(BUCO), FDI from trading and Business services (TRBU) and FDI 

from miscellaneous (MIS). While in each case (hypotheses) the 

corresponding level of Real Gross Domestic Product (RGDP) 

serves as the dependent variable within the time frame of the 

study 1981 – 2010. 
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3.6TEST STATISTIC / METHOD OF DATA ANALYSIS  

In order to enable us predict or estimate the impact of FDI on 

the economic growth of Nigeria using the above variables, we 

employ the use of time series data for the period 1981-2010, 

which will be fitted into the linear function that will be shown 

later in this work. The test statistic includes 

3.6.1UNIT ROOT TEST AND CO-INTEGRATION TEST 

This test is necessary in time series analysis because it enable us 

to know if the variables involved in a model are stationary or not 

stationary. A time series is said to be stationary if its mean and 

variable do not vary systematically over time. In other words, a 

stochastic process is said to be stationary if its mean and 

variance are constant over time and the value of the covariance 

between the two time periods depends only on the distance or 

gap or lag between the two periods and not the actual time at 

which the covariance is computed (Gujurati and Porter (2009: 

740) 

Subsequently, the essence of this test is to avoid spurious or 

nonsense relationship. 
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Since most time series data are not stationary, there is need to 

change them and make them stationary before using them in the 

research. 

According to Eagle and Granger (1979) unit root test is basically 

required to ascertain the number of times a variable has the 

method of testing, the unit root test in this work is the 

Augmented Dickey Fuller (ADF) test. Non stationary by 

differencing once, that is first order integration. 

I (1). A time series might be differenced twice 

I (2). Before it becomes stationary or may have a higher order. 

The stationary linear combination is called the co-integrating 

equation and may be integrating long run equilibrium 

relationship between the variables. 

DECISION RULE: Accept Ho and reject H1if the absolute value 

of ADF test statistic is less than the absolute value of the 

Mackinnon critical value at 5%, other wise reject Ho and accept 

H1 
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3.6.2PAIRWISE GRANGER CAUSALITY TEST 

This is mainly a bi-variable test. It would be used to test 

Peterson pairwise granger causality between all possible pairs of 

listed series or group of series. This study will however test only 

the dependent variables (RGDP) on each of the explanatory 

variables. The essence is to know which variable granger cause 

the other to move i.e. Among two variables, which one is 

dictating the relationship. 

3.6.3 AUTOCORRELATION USING DURBIN-WATSON TEST 

Using the Durbin Watson statistic, we test for autocorrelation in 

the model. Autocorrelation exists in a model when error term (µ) 

or one observation affects the error tern (µ) of another 

observation in the same model i.e. E (µi,µj) =0 where i ≠ j. 

Egbulonu (2005:146-148) added among another consequences 

of autocorrelation that it causes ordinary least square (OLS) 

formula to underestimate the standard errors of the parameters. 

The result is a pattern of observation that allow a better fit than 

the actual non-autocorrelationdata would justify. 
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This will equally over estimate the t-ratio, the F-ratio and R2. 

With a high t-ratio for a particular parameter bi due to a very low 

standard error (S.E.bi); we would likely to reject a null 

hypothesiswhen it is true thereby committing a type 1 error. 

Thus, OLS would lead to a wrong significant result. 

DECISION RULE:Dwivedi (2006: 101) stated that Durbin Watson 

statistic around the value of “2” indicates the absence of 

autocorrelation. But, if it is significantly greater or less than “2” it 

shows the existence of autocorrelation. 

3.6.4 HETEROSCEDASTICITY TEST 

This is inline with stationarity test but this specifically help us to 

check if the variance of the error term is constant or not .i.e. 

Σ(µ2)=S2µ.when it is constant, we say there is homoscedasticity. 

3.6.5 TEST OF GOODNESS OF FIT (R2) 

 R2is the coefficient of determination and it measures the 

proportion of the total variation in the dependent variation that is 

attributable to dependency of the independent variable on the 

explanatory variables. 
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3.6.6 THE ANALYSIS OF VARIANCE (ANOVA) TEST 

Analysis of variance test in regression analysis is used to test 

jointly the impact of explanatory variables .i.e. if a significant 

relationship exists between the explanatory variables taken 

together and the dependent variable. The explanatory variables 

in this work are FDI from mining and quarrying, manufacturing 

and processing, Agriculture, forestry and fisheries, Transport and 

communication, Building and construction, trading and Business 

services and miscellaneous. While dependent variable is 

RGDP.However, for the sake of convenience table 3.1 below is 

used to determine the test statistic as shown below: 

Table 3.1: ANOVA TABLE FOR MULTIPLE REGRESSION 

Source of   Sum of Degree ofMean squareVariationRatio 

VariationSquare (SS)Freedom (df)(MS)               (F-Ratio) 

Regression SSR= Σy2 R2 K-1 MSR=SSR 

 K-I 

 

Error SSE =SST-SSR 

= ΣY2 (1-R2) 

 

n-k 

MSE=ESS 

n-k 

   F* MSR 

MSE 

Total  SST=ΣY2 n-1   

Source: Nworuh 2010:188 
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Where; R2 =  â1ΣX1y + â2ΣX2y 

     Σy2 

F* = F – calculated 

SSR= sum of squares of Regression 

SSE=sum of squares of error 

SST= Sum of squares of total 

n = Number of observation 

F-tabulated (critical value)=Fk -1,n-k 

Decision Rule 

If f*<ftab, Accept Ho and Reject H1 

If f* >ftab, Reject Ho and Accept H1 

3.6.7STUDENT T- TEST 

This is otherwise known as individual test. It is a follow – up on 

the joint test of the parameter estimates. Hence, if the F-test 

(joint test) shows that a significant relationship exists between 

the dependent and the independent variables, one will then 

proceed to examine the regression coefficients further and to 
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text more hypothesis about them. Thus, the null hypothesis Ho is 

rejected; we may examine the individual coefficient further to 

find one which contributes to the significant by testing the null 

hypothesis.  

Hence, for this test, the hypothesis are given as; 

Ho: âi = 0 

H1:âi≠ 0 

DECISION RULE: 

If t – calculated > t – tabulated, Reject Ho and accept H1. 

If t – calculated < t – tabulated, accept Ho and reject H1. 

3.7ASSUMPTION OF LINEAR REGRESSION MODEL  

In estimating the values of the parameters ao, a1, a2, a3, a4, a5, a6, 

anda7  so that we can make a quantitative statement about the 

relationship between the dependent variable RGDP and the 

explanatory variables, we must first make some formal 

assumptions concerning the manner in which the independent 

variables and the disturbance term (µt) are generated (Nwaru 

2002: 138). The assumptions includes: 
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1. THE ASSUMPTION OF RANDOMNESS 

The variable µ is a real random variable. Its value depends on 

chance,It may be negative, positive or zero. Each value has 

probability of being assumed by µ in any particular instance. 

 

2. THE ASSUMPTION OF ZERO MEAN 

This means that for each value of the independent variable, µ 

may assume various values, some greater than zero, some are 

smaller than zero, but if we consider all the possible values of µ, 

for any given value of the independent variable, they would have 

an average of value equal to zero. Symbolically, this is written as 

Σ (µt) = µµ = 0 

3. THE ASSUMPTION OF CONSTANT VARIANCE 

The variance of the disturbance term is a constant equal toâµ 

and does not therefore vary systematically with time (t), 

symbolically written as Σ (µt-ŲŲ)
2 = Σ (µt)= µµ2. This assumption 

means that for all values there is the same dispersion round the 

mean. 
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4. THE ASSUMPTION OF NORMALITY 

The values of each µt are normally distributed. That is the values 

of the independent variables are symmetrical about the mean 

and have a bell shape. 

 

5. THE ASSUMPTION OF INDEPENDENCY 

isThe random terms of different observations (µi, µj) are 

independent. This means that all the covariance of any µi with 

other Ųjare equal to zero. The value which the random term 

assumed in one period does not depend on the value which is 

assumed in any other period. i.e. Σ (µi-µu)(µj-µu) = cov. (µi, µj) = 

0. 

6. Is the assumption that the explanatory variables are 

measured without error.µ absorbs the influence of omitted 

variables and possibly error of measurement in the Y’s. 

7.The explanatory variables are not perfectly linearly correlated. 

If there is more than one explanatory variables in the 
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relationship, it is assumed that they are not perfectly correlated 

with each other. 

8. The variable should be correctly aggregated  

9. The relationship being estimated is identified  

10. The relationship is correctly specified 

3.8PARAMETERS FOR ESTIMATION/APRIORI,   

 EXPECTATION 

A priori test is a test which involves examining whether the signs 

and magnitude of the estimated parameters as imposed by 

economic theory are satisfied. 
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CHAPTER FOUR 

4.0DATA PRESENTATION, ANALYSIS AND  

INTERPRETATION 

This chapter is aimed at presenting the time series data collected 

for this work, its analysis and interpretation of results inorder to 

accomplish the major objective of this research. Accordingly the 

data used are presented below. 

4.1DATA PRESENTATION 

The variables used for this study are eight in number and they 

include real Gross Domestic product (RGDP), Foreign Direct 

Investment FDI on various sectors like mining  andQuarrying, 

manufacturing and Processing, Agriculture, forestry and 

fisheries; Transport and communication, Building and 

construction, Trading and Business services and that of the 

Miscellaneous sector. 

All variables are given in million of Naira, real GDP which is the 

dependent variable was used because it removes all the negative 
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effects of inflation; also it is a good proxy for economic growth. 

Hence, the presentation. 

Table 4.1: Real GDP and Sectoral Classification of FDI 

inflow into the country (1981-2010)N’M  

Year RGDP Y MIQU X1 MAPR X2 AGFoFiX3 TRCO X4 Buco X5 TRBU X6 MIS X7 

1981 205222.1 526.0 1705.7 120.5 60.8 325.9 765.2 251.8 

1982 199985.3 974.0 1922.5 120.5 68.9 422.5 1482.6 390.8 

1983 185598.4 511.2 2728.1 127.8 77.3 443.9 2274.9 386.3 

1984 183563.0 702.8 2109.3 128.5 80.6 439.0 2622.5 335.6 

1985 201036.3 744.0 2276.1 126.0 85.9 453.2 2297.9 418.9 

1986 205971.4 2510.4 2810.2 128.2 80.4 501.6 2753.0 529.8 

1987 204806.5 2260.2 3122.3 117.3 75.6 462.6 3396.5 559.1 

1988 219875.6 3403.0 3637.0 128.9 160.6 492.7 3133.7 383.3 

1989 236729.6 636.7 5406.4 134.8 158.23 481.8 3497.2 584.7 

1990 267550.0 1091.6 6339.0 33.47 240.5 743.6 1710.4 -23.7 

1991 265379.1 -810.0 8692.4 382.8 373.2 1471.6 1452.2 682.0 

1992 271365.5 6417.2 9746.3 386.4 391.3 1406.6 1482.5 682.0 

1993 274833.3 27686.9 12885.1 1214.9 426.4 11.2 1864.5 2238.0 

1994 275150.6 26680.0 14059.9 1208.5 429.6 17070 2247.6 34381.1 

1995 281407.4 56747.3 27668.8 1207.0 375.8 1553.0 2290.7 28848.0 

1996 293445.4 56792.3 29814.3 1209.0 485.6 1864.3 3668.7 28766.7 

1997 302022.5 59221.4 31297.2 1209.0 672.6 1259.8 3625.7 31046.2 

1998 310890.1 59970.5 34503.9 1209.0 689.2 3888.3 10640.5 41681.5 

1999 312183.5 58855.4 36282.1 1209.0 820.3 3995.9 11201.3 42100.4 

2000 329158.7 60710.9 37333.6 1209.0 820.3 3995.9 11201.3 42237.6 
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2001 356994.3 61611.9 3999.6 1209.0 955.3 4211.9 12016.3 43657.6 

2002 433203.5 61611.9 39953.6 1209.0 1736.3 4293.9 12317.3 45509.6 

2003 477533.0 61809.1 64719.4 1209.0 2890.5 4545.8 14457.3 49056.6 

2004 52756.6 62145.7 102995.8 1209.0 4281.1 5194.1 20242.4 43511.2 

2005 561931.4 80789.4 133894.5 1209.0 5265.4 6713.3 26315.1 69642.6 

2006 595821.6 105668.4 212729.4 1209.0 8291.0 10461.1 41309.3 102780.0 

2007 634251.1 132055.5 219512.0 1329.9 1058.2 12030.2 47905.7 129277.1 

2008 672202.6 140497.1 229764.6 1397.2 11383.3 12702.5 50194.9 140370.1 

2009 718977.0 136291.3 230156.1 1363.6 11070.8 123666.4 48850.0 134823.6 

2010 775525.7 138394.2 22960.4 1380.4 11227.0 12534.4 49522.5 137596.9 

Source: CBN statistical Bulletin for various years (2008,2010) 

4.2ECONOMETRICS TEST 

To ensure stationarity in the above presented data set, the 

following econometric test were undertaken by the researcher. 

4.2.1 UNIT ROOT TEST 

The Augmented Dickey-Fuller (ADF) unit test was used in this 

work at 10% critical value in order to ensure stationarity and to 

avoid spurious estimation in the next section. Accordingly, E-

view 4.1 was used in the analysis (test) and table 4.2 below 

summarizes the results. 

TABLE 4.2: STATIONARITY (UNIT ROOT TEST FOR VARIABLES) 
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Variables  ADF statistics Critical Value Decision 
RGDP -3.469646 10%-3.7204 

5%=-2.9850 
10%=-2.6318 

Stationary at 2nd 
Difference 

MIQU -2.874691 1%=-3.7076 
5%=-2.9798 
10%=-2.6290 
 

Stationary at 1st 
Difference 

MAPR -2.781091 1%=-3.7204 
5%=-2.9850 
10%=-2.6318 

Stationary at 2nd 
Difference 

AGFO -4.407787 1%=-3.7204 
5%=-2.9850 
10%=-2.6318 

Stationary at 2nd 
Difference 

TRCO -2.491734 1%=-3.7204 
5%=2.9850 
10%=2.4318 

Stationary at 2nd 
Difference 

BUCO -4.669677 1%=-3.7204 
5%=2.9850 
10%=2.6318 

Stationary at 2nd 
Difference 

TRBU -2.802798 1%=-3.7076 
5%=-2.9798 
10%=-2.6290 

Stationary at 1ST  
Difference 

MIS -2.904208 1%=-3.7076 
5%=-2.9798 
10%=-2.6290 

Stationary at 1ST  
Difference 

SOURCE: Appendix (6,8,12,21,15,18,23,26) 
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DECISION 

Since the absolute values of the various ADF statistic are greater 

than the Mackinon critical value at 10%, it follows that we can 

conclude that there is no unit root inany of the variables used in 

the study i.e. the variables used are all stationary at either first 

difference or second difference. 

4.2.2 CO-INTEGRATION TEST 

The Johnson co-integration test will be used here to ascertain if a 

long or shortterm relationship exist between the variables of this 

model. Accordingly, the null (Ho) and alternative hypotheses are 

stated below. 

Ho: there is no co-integration among the variables of our model. 

H1: there is co-integration among the variables of our model. 

Likelihood ratio = 3.428822  

Critical value at 5% = 3.76  
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DECISION:  

Since the likelihood ratio of 3.428822 is less than the critical 

value at 5% (3.76), if follows that the null hypothesis (Ho) will 

be accepted while the alternative hypothesis (H1) will be 

rejected. Hence, we can conclude that there is no long run 

relationship among the variables of our model; that is saying 

that only a short run relationship exist. 

4.2.3AUTOCORRELATION TEST  

TheDubin – Watson D-test is used in this work to see if there is a 

correlation between successive values of the error term. 

Accordingly, the hypothesis to be tested are stated below: 

Ho: there is no positive autocorrelation between the error 

terms. 

H1: there is a positive autocorrelation between the error 

terms or the model 

Durbin-Watson stat. =1.097600 
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DECISION 

Since D is found to be around 2, we can conclude that there is no 

first – order autocorrelation in the model (Egbulonu, 2005: 151). 

Hence, the null hypothesis (Ho) is accepted. 

4.2.4CAUSALITY TEST 

In other to determine the direction of the variables in our, a 

causality test was conducted; and the Peterson Granger causality 

test was used. From the results as shown in the Appendix of this 

work, the following can be deduced: 

1 Real GDP granger causes FDI inflows in the manufacturing and 

processing sector (MAPR); 

2 Real GDP granger causes FDI inflow in the transport and 

communication sector (TRCO); 

3 Real GDP granger causes (FDI) inflow in the mining and 

quarrying sector (MIQU); 

4 Real GDP granger causes FDI inflow in the Building and 

construction sector (BUCO); 
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5 Real GDP granger causes FDI inflow in trading and business 

sector in Nigeria (TRBU); and  

6 Real GDP granger causes FDI inflow in miscellaneous ‘sector’ 

(MIS). 

4.3DATA ANALYSIS 

The analysis proper was done using a computer software called 

E-view. However, the model will be restated whereas results 

needed will be summarized as thus: 

Y.=a0+ a1 x 1+a2 X2+ a3 x3+ a4 x4 + a5 x5 + a6 x6+a7 x 7 +µ 

By estimation: 

Ỷ=â0+â1 x1 +â2 x2 + â3 x3 +â4 x4+ â5 x5 +â6 x6 + â7 x7 

Hence; 

RGDP= â0 + â1 MIQU + â2 MAPR + â3 AGFO + â4 TRCO + â5 BUCO + â6 TRBU â7 MIS 

So; 

RGDP= 152695.4+1.643074MIQU – 0.955099MAPR +184.3643AGFO+75.89217TRCO + 38.51689BUCO+0.780476TRBU-7.940214MIS 
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T-calculated: â1 = 1.431364 

   â2 = -1.527164 

   â3 = 5.272451 

   â4 = 4.720731 

   â5 = 3.842550 

   â6 = 0.648297 

   â7 = -3.806215 

R-Square    =0.977685 

Adjusted R-square  =0.970585 

F-Statistic    =137.7003 

Observations   =30 

Explanatory variables =7 

 

4.4RESULT INTERPRETATION 

Based on summarized result above, it is obvious firstly, a linear 

relationship exists between the depended variable and the host 

of explanatory variables captured by the research model. 

Accordingly, a negative relationship exist between real GDP in 

Nigeria and FDI inflows in the areas of manufacturing and 

processing; and miscellaneous sector respectively. Whereas, a 

positive relationship exist between real GDP and FDI inflow into 

the othersectors captured by the research model 
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â0 = 152695.4; this is the intercept of our regression line and it 

shows that in an event where there is no FDI inflow, real GDP 

will stand at N 152695.4m. I.e. it is the value of Y when Xiare all 

zero 

â1= 1.643074; this is the first slope of the regression line as it 

explains two things. 

Firstly, it explains that a positive relationship exists between real 

GDP and FDI inflow in the mining and Quarrying sector. 

Secondly, that a naira increase in FDI inflow in the mining and 

quarrying sector will increase  real GDP by N 1.643074. 

â2=-0.955099; this is the second slope of the regression model 

as it implies that a negative relationship exists between FDI 

inflow in the manufacturing and processing sector and the real 

GDP in the country within the said period under investigation. 

Also, a unit increase in FDI inflow into the sector will ultimately 

reduce real GDP by N0.955099. 

â3= 184.3643, the third slope (â3)shows the presence of a 

positive relationship between real GDP and FDI inflow into the 

Agriculture, forestry and fishery sector. 
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Accordingly, a naira increase in the sector, will boost real GDP by 

N 184,3643 

â4= 75.89217, the fourth slope as shown above also reveals a 

positive relationship between real GDP and the volume of FDI 

attracted by the transport and telecommunication sector in 

Nigeria. Again, as such, a unit increase in FDI attracted into that 

sector will  thus increase real GDP by N 75.89217. 

â5 = 38.51689, this is the fifth slope of the regression equation 

as it also connotes a positive relationship between real GDP and 

the volume of FDI inflow attracted by the building and 

construction sector. As such, a naira increase in FDI attracted by 

the sector will thus increase real GDP by N 38.51689 

â6= 0.780476, the sixth slope of the regression equation slows a 

positive relationship between real GDP and FDI attracted by the 

trading and Business services sector. Accordingly, a naira 

increase in FDI attracted by this sector will invariable increase 

real GDP by N0.780476. 

â7=-7.940214, this is the last slope of the regression line as it 

shows a negative relationship between real GDP and FDI inflows 



119 
 

on miscellaneous. Again, a naira increase on FDI in 

miscellaneous activities will reduce real GDP by N 7.940214. 

APRIORI EXPECTATION (TEST) 

Giving the expected positive relationship between FDI inflow in a 

developing country like Nigeria and economic growth proxied by 

real GDP, the a priori expectations can be summarized as thus. 

â1 >0,â2>0, â3>0, â4>0, â5>0, â6>0,â7>0. 

However, from the results summarized above, â2 and â7 seem 

not to be in line with the a priori expectation i.e. FDI inflow in 

the manufacturing and processing sector; and that of 

miscellaneous. Hence, a negative relationship exist between 

them and FDI. 

The major reason here is that Nigeria is not a producing country 

but only a consuming one, coupled with the fact that since the 

discovery of oil in large quantity, all attention have shifted to the 

export of crude oil. Hence, short run investment in the 

manufacturing sector might not break even; as such it requires 

long term investment and this most foreign investors are not 

willing to as considering the high cost of capital and 
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lengthygestation period involved. In a nut-shell, FDI attracted to 

the manufacturing sector has been declining while our fictitious 

real GDP has been increasing due to increase in the revenue 

from oil export. Hence, the reason for the negative relationship 

between the sector and real GDP. 

Consequently, the other variables showed a positive relationship 
as expected because give and take, the Naira value of FDI 
attracted into the country is steadily on the increase as the 
UNCTAD World Investment Report 2012 shows that “FDI inflows 
to West Africa is mainly dominated by inflow to Nigeria, who 
received 70% of the subregional total and 11% of Africa’s total”. 

 

4.4.1    ANSWERS TO RESEARCH QUESTIONS 

 FDI from Mining and Quarrying has impacted positively on Nigerian 

RGDP.A naira increase in FDI inflow in the sector will increase RGDP by 

N1.643074. 

 There is negative relationship between FDI inflow in the Manufacturing 

and Processing sector and RGDP. Also a unit increase in FDI inflow into the 

sector will ultimately reduce RGDP by N0.955099. 

 There is positive relationship between RGDP and FDI from Agriculture, 

Forestry and Fishery sector. A naira increase in the sector will boost RGDP 

by N184.3643. 
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 FDI from Transport and Communication has a positive effect on Nigerian 

RGDP. A unit increase in FDI attracted into the sector will thus increase 

RGDP by N75.89217. 

 FDI from Building and Construction has a positive effect on Nigerian RGDP. 

A naira increase in FDI attracted by the sector will increase RGDP by 

N38.51689. 

 There is positive relationship Nigerian RGDP and FDI attracted by Trading 

and Business Services sector. A naira increase on FDI attracted by the 

sector will invariably increase RGDP by N0.780426. 

 FDI from Miscellaneous has a negative impact on Nigerian RGDP. A naira 

increase of FDI in miscellaneous activities will reduce RGDP by N7.940214. 

 

4.5SIGNIFICANCE OF PARAMETRIC TEST 

This is a test that tries to ascertain empirically the significance of 

the parameter estimates in order to know how significant and 

reliable they are. Accordingly, the test will be carried out jointly 

and individually at 5% level significance i.e. a 5% confidence 

interval. 

4.5.1JOINT TEST 
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Inthe joint test, the Analysis of variance (ANOVA) technique will 

be used.  

The hypothesis to be tested are stated below: 

Ho: there is no significant relationship between FDI and RGDP in 

Nigeria. 

H1: there is a significant relationship between FDI and RGDP in 

Nigeria 

Fcal = 137.7003 

Ftab= F7,22,0.05= 2.46 

 

 

DECISION AND CONCLUSION 

The decision and conclusion of the joint test thereof, will be 

aided by the figure below 
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FIGURE 4.1: ANOVA DECISION CURVE 

 

Hence, since Fcal>Ftab (137.7003 > 2.46), the null hypothesis will 

thus be rejected and the alternative will be accepted. We can 

thereby conclude that there is a significant relationship between 

total FDI inflow into the country and the value of real Gross 

Domestic Product (RGDP) attracted into the country within the 

period under review. 

4.5.2INDIVIDUAL TEST 

The individual test is necessary following our decision in the joint 

test. This is to ascertain the explanatory variables that are more 

Acceptance  
Region 

Rejection  
Region 

2.46 137.7003 
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statistically significant in determining the growth in real RGDP 

over the years (1981-2010). Accordingly, the student t-test will 

be used here at same 5% level of significance. Hence, the test 

will be carried out as thus; 

(a) TESTING BETWEEN X1 AND Y 

Ho: FDI from mining and Quarrying has not made a 

significant positive impact on RGDP (â1=0) 

H1: FDI from mining and Quarrying has made a 

significant positive impact on RGDP (â1 ≠0) 

tcal (â1) = 1.431364= 1.43 

Ttab = t22,0.025=±2.074 
 

 

 

DECISION AND CONCLUSION 

Sincetcal<ttab, the null hypothesis will be accepted while the 

alternative hypothesis will be rejected. We can thereby conclude 

that FDI from mining and Quarrying has not made a significant 

positive impact on RGDP. This is confirmed with a probability of 

0.1664 from the table. 
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(b) TESTING BETWEEN X2 AND Y 

Ho: FDI from manufacturing and processing has not 

made a significant positive impact on RGDP in Nigeria. 

 

H1: FDI from manufacturing and processing has made a 

significant positive impact on RGDP in Nigeria, 

 

tcal (â2) = - 1.527164 

     = - 1.53 

ttab=±2.074 

 

 

 

 

Fig. 4.2: Individual test decision curve 

 

 

 

Acceptance  
Region 

Rejection   
Region 

Rejection   
Region 

-2.074 -1.53 0 2.074 



126 
 

 

 

DECISION AND CONCLUSION 

From the figure above, since tcal falls in the acceptance region, 

the null hypothesis (Ho) will be accepted while the alternative 

hypothesis (H1) will be rejected. Hence, we can conclude that 

FDI inflow from manufacturing and processing has not made a 

significant positive impact on Real Gross Domestic Product in 

Nigeria. 

 

 

 

(c) TESTING BETWEEN X3 AND Y 

Ho: FDI from Agriculture, forestry and fisheries has not 

made significant positive impact on RGDP in Nigeria 

 

H1: FDI from Agriculture, Forestry and Fisheries has  

made a significant positive impact on RGDP in Nigeria 
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tcal (â3) =5.272451 

     =5.27 

ttab = ±2.074 

 

DECISION AND CONCLUSION 

Sincetcal(â3)>ttab, the null hypothesis will be rejected while the 

alternative hypothesis will be accepted. Hence, we can conclude 

that FDI from Agriculture, Forestry and Fisheries has made a 

significant positive impact on RGDP in Nigeria. 

(d) TESTING BETWEEN X4 AND Y 

Ho: FDI from transport and communication has not made 

a significant positive impact on Nigerian RGDP. 

H1: FDI from transport and communication has made a 

significant positive impact on Nigerian RGDP. 

tcal (â4) = 4.720731 

 = 4.72 

ttab       = ±2.074 
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DECISION AND CONCLUSION 

Since ttab<tcal(2.074<4.72), the null hypothesis will be rejected 

while the alternative hypothesis will be accepted. We can thereby 

conclude that FDI from transport and communication has made a 

significant positive impact on Nigeria’s RGDP. 

(e) TESTING BETWEEN X5 AND Y 

Ho: FDI from Building and construction has not made 

significant positive impact on Nigeria’s RGDP 

H1: FDI from Building and construction has made 

significant positive impact on Nigeria’s RGDP 

tcal (â5) = 3.842550 

    = 3.84 

ttab= ± 2.074 

DECISION AND CONCLUSION 

Since tcal(â5)>ttab (3.84>2.074), our null hypothesis here will also 

be rejected as the alternative hypothesis will be accepted again. 

We can thereby conclude that FDI from Building and construction 

has made significant positive impact on Nigeria’s RGDP 
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(f) TESTING BETWEEN X6 AND Y 

Ho: FDI from trading and Business services has not made 

significant positive impact on Nigeria RGDP 

 

H1: FDI from trading and Business services has made 

significant positive impact on Nigeria’s RGDP. 

ttcal (â6) = 0.648297 = 0.65 

ttab= ±2.074 

DECISION AND CONCLUSION 

Sincetcal<ttab (0.65<2.074), the null hypothesis will once more be 

accepted while the alternative hypothesis will be rejected. Hence, 

we can thereby conclude that FDI from the trading and business 

services has not made significant positive impact on Nigeria’s 

RGDP. 

(g) TESTING BETWEEN X7 AND Y 

Ho: FDI from miscellaneous sector has not made 

significant positive impact on Nigeria’s RGDP 
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H1: FDI Miscellaneous sector has made significant 

positive impact on Nigeria’s RGSP. 

tcal(â7) =-3.806215 

    = - 3.81 

ttab = = ±2.074 

DECISION AND CONCLUSION 

Since the absolute value of tcal (â7) is greater than the value of 

ttab(3.81> 2.074), the null hypothesis will be reject as the 

alternative will be accepted. We can thereby conclude that FDI 

from the miscellaneous sector has made a significant positive 

impact on Nigeria’s RGDP. 

 

 

4.5.3GOODNESS OF FIT TEST 

This is a test that tells the fitness of a regression model and R2 

which is the adjusted coefficient of determination will be used 

here. 

 R2=0.970585 
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     = 97.05% 

This implies that about 97.05 percent variation in Nigeria’s real 

Gross Domestic Product (RGDP) for the period under review can 

be jointly explained by FDI inflows into the various sectors of the 

economy. This gives a very good fit, implying that the model is 

reliable and can be used for predictive purposes. 

4.6DISCUSSION OF FINDINGS 

From the econometric, apriori, statistical and goodness of fit 

tests carried out earlier, the following findings were deduced. 

Firstly, the variables used for the study proved to be stationary 

at either first difference or level. 

There is no autocorrelation in the model i.e. between successive 

values of the error term; real GDP granger causes FDI inflow in 

all the sectors of the Nigerian economy under study except the 

Agricultural, fishery and forestry sector. Reason being that the 

variability of the agricultural sector has nothing to do with the 

level of RGDP in the economy. It will only take concerted and 

spirited efforts from all and sundry. 
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Subsequently, the goodness of fit test reveals that FDI inflow 

into Nigeria to a very large extent (about 97%) affected the level 

of real GDP in the country between 1981-2010. This is in 

consonance with already existing literature (theories) on the 

relative importance of FDI into an economy. 

Collectively, the jointly test is in conformity with the adjusted R2 

that FDI inflow from mining and Quarrying, manufacturing and 

processing, Agriculture, Forestry and fisheries, transport and 

Communication, Building and construction trading and Business 

services; and miscellaneous (others that cannot be categorized) 

are statistically significant in explaining the variation in real GDP 

(economic growth) within the period of study. 

However, individually, it was as well discovered that among 

these series of explanatory variables, only FDI inflow in 

Agriculture, Forestry and Fisheries; Transportand 

Communication, Building and construction; and Miscellaneous 

are statistically significant in explaining the changes in Nigeria’s 

real GDP from FDI for the period under study. The rest were not 

statistically significant. 
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Finally, with five out of the seven explanatory variables agreeing 

with the apriori expectation of our model and an adjusted R2 of 

about 97 percent, the researcher is highly satisfied with the 

research model. 
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CHAPTER FIVE 

5.0 SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 SUMMARY 

This work which look at the impact of FDI on Nigeria Economic 

growth in all sectors from 1981-2010 found out that among the 

various explanatory variables used in this work that only FDI 

inflow in Agriculture, forestry and fisheries; Transport and 

communication; Building and construction; and miscellaneous 

are statistically significant in explaining the changes in Nigeria’s 

real GDP from FDI for the period under study while the rest were 

not statistically significant. But collectively, the joint test is in 

conformity with the adjusted R2 that FDI inflow from all the 

sectors of the economy are statistically significant in explaining 

the variation in real (Economic growth) within the period of 

study. 

5.2CONCLUSION 

In conclusion it is clear that Nigerian economy needs major 

private sector investment in almost all aspect of the economy 

that can industrialize the whole economy. Therefore, Nigeria’s 
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foreign investment policy should gear towards attracting and 

encouraging inflows of foreign capital investment through stable 

economic programs. 

Also government should embarked on development of indigenous 

technology and entrepreneurial capabilities because foreign 

investment cannot contribute much to the economic 

development of Nigeria if it is directedprimarily to capital supply 

than to investment projects, FDI can only be effective if it is 

directed towards improving and expanding managerial and 

labour skills. 

Finally, in order to further improve the climate for foreign 

investment in Nigeria, the basic element in any successful 

development strategy should be to encourage domestic investors 

first before going after foreign investors, considering the fact 

that they constitute the bulk of investment activities in the 

economy. 

Thus the most effective strategy for attracting foreign 

investment is to make the Nigerian economy very attractive to 

Nigerian investors at the beginning. 
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5.3RECOMMENDATIONS 

The study therefore makes the following recommendations to 

policy makers and government for attracting foreign investors in 

order to give their contribution for the Nigerian growth and 

development. 

 Friendly economic policies and business environment need 

to be put in place in order to attract FDI into all sectors of 

the economy. 

 There should be urgent need for the country to attract more 

capital inflow in the way of FDI in order to support our 

domestic savings and therefore boost the economy of 

Nigeria. 

 In evaluating foreign direct investment, the screening 

process should be simplified and improved upon. For 

example export investment projects that consistently 

generate positive contribution to national income can be 

screened separately and swiftly, while projects in imports 

competing industries should be screened separately. 

 The Nigerian government should encourage the inflows of 

foreign direct investment and contact policy institutions that 
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can ensure the transparency of the operations of foreign 

companies within the economy. 

 Nigerian government should carry out fullliberalization of all 

sectors of the economy for foreign investors to be attracted. 

 Issues of security and corruption should permanently 

address for any foreign investment to come to Nigeria. 

 Government should be discriminatory on the type of FDI 

being attracted or encouraged. Those that will have higher 

linkages to other sectors of the economy should be 

encourage through incentive such as tax holidays. 

 Finally, Government should encourage indigenous farmers 

and the mechanize agriculture in order to create enabling 

environment to woo FDI on Agricultural sector. 
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