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ABSTRACT 

Most economic rationale for granting special incentive for attracting foreign 
direct investment [FDI], is based on the belief that FDI bridges the “Ideal 
gaps” between the rich and the poor nations, in addition to the generation of 
technological transfer and spillovers. Empirical literature however finds 
controversial, the effect of FDI on productivity growth. This work contributes 
to the existing studies by applying correlation and causality test in exploring 
the possible links between FDI and economic growth in Nigeria. We 
determined the contributory factors to FDI and empirically tested the 
endogeniety theory of FDI. This study concluded that the link between FDI 
and economic growth in Nigeria is very weak. However, FDI is found to be 
related to export growth, while human capacity building is found to be 
unrealistic in Nigeria. The study therefore, recommends infrastructural 
development, human capacity building and strategic policy changes towards 
attracting FDI flow. 
Keywords: Economic Growth, FDI, Foreign Direct Investment, Human 
Capacity Building



x 
 

 
 

 

 

 
 
 
 
 



1 
 

CHAPTER ONE 

INTRODUCTION 

 

1.1 Background of the Study 

Foreign Direct Investment (FDI) can be defined as investment made to 

acquire lasting interest in enterprises operating outside of the economy of the 

investor (Mosima, 2003).  Thus, it is not only a transfer of ownership from 

domestic to foreign residents but also a mechanism that makes it possible for 

foreign investment to exercise management and control over host country’s 

firms (Hill 2004; Sandey 2003). Investment is a process of adding to capital 

(Arene and Okpukpara, 2006). Lack of capital has been implicated as the major 

sustenance of the vicious circle of poverty. 

In economics, the vicious cycle of poverty is the “set of factors or events by 

which poverty Once started is likely to continue unless there is outside 

intervention”. The cycle of poverty has been defined as phenomenon where 

poor families become impoverish and for at least three generation, that is, for 

enough time that the family includes no surviving ancestors who possess and 

can transmit the intellectual, social and cultural  capital necessary to stay out of 

or change their impoverished condition. There are many disadvantages that 

collectively work in a circular process making it virtually impossible for 

individual to break the cycle. This occurs when poor people do not have the 

resources necessary to get out of poverty, such as financial capital, education 

or connection. In other words, impoverished individuals do not have access to 

economic and social resources as a result of their poverty. This cycle has also 

been referred to as a “pattern” of  behaviours and situations which cannot 
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easily be changed. The poverty cycle can be called the development trap when 

it is applied to countries. 

In Keynesian terminology, real investment refers to addition to capital 

(as a factor of production) which leads to increase in the level of production 

and income (Jhingen, 2003). Thus, real investment includes new plant and 

equipment, construction of public works like dams, road, building, net foreign 

investment, inventories, and stocks and shares in new companies.  According 

to Jhingen (2003), investment could be induced or autonomous. Induced 

investment is profit or income motivated. On the other hand, autonomous 

investment is made independent of the level of income. In reality, there are 

three major determinants of investment.  These are the cost of capital assets, 

expected rate of return and the market rate of interest.                                      

These factors are embedded in Keynes concept of Marginal Efficiency 

of Capital (MEC). Expresses the highest rate of return from an additional unit 

of a capital assets or fund over its cost or opportunity cost. From the foregoing, 

it is clear that the general drive behind any type of investment is returned in 

one form or the other. It is in this light that this study views foreign investment 

in Nigeria. A rational foreign investor will be interested in a sector that has the 

highest MEC. Whatever the motive of the foreign investor is, the recipient 

economy could have its own interest which could be at variance with that of 

the investor. In an economy where agriculture despite it neglect by the 

government, holds the key to sustenance, the preferred sector should be 

agriculture. 

Investment transcends national boundaries in line with economic theory 

that capital will move from countries where it is abundant to countries where it 

is scarce. This pattern, according to Oyeranti (2003), will be informed by 

returns on new investment opportunities which are considered where capital is 

limited, especially in developing countries. As suggested by Summers (2002), 
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the resultant capital relocation is expected to boost investment and bring about 

enormous social and economic benefits to the recipient country. 

Foreign direct investment a major component of international capital flows, 

refers to investment by multinational companies. This investment ranges from 

transfer of funds to whole package of physical capital, techniques of 

production managerial and marketing expertise, products, advertising and 

business practices for the maximization of global profits. The organization of 

economic cooperation and development conceptualized FDI as net financing 

by an entity in a developed country with the objective if retaining a lasting 

interest in an entity resident in a developing country (Oyeranti, 2003).  

The implications of this definition are;  

1.  FDI Flow from developed country to developing countries; and  

2. The investor has a significant influence on the management of the 

enterprise. 

There are two main determinates of FDI, namely; 

 The Firm-Specific Advantages 

 Internationalization advantages 

Akinkusbe (2003) articulates locational advantages into what is called the “pull 

factor”. The Pull-factor examines the relationship between the host country’s 

specific conditions and the inflow of investment. In this relationship, the MEC 

determines how much risk the investor can accommodate. 
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With the current trend in greater global integration, much emphasis 

seems to have been placed on the need for countries, especially the less 

developed economies, to attract more capital flows into their economies.  

Foreign Direct Investment has continued to draw the attention of nations 

in the quest for the much needed cross-border capital flows. Foreign Direct 

Investment falls under a category of international investment that reflects the 

objective of a resident in one economy, who is the direct investor that obtains a 

lasting interest in an enterprise resident in another economy which here is 

regarded as the direct investment enterprise abroad. 

Invariably a long-term relationship develops between the direct investor 

and the direct investment enterprise, such that the investor now exhibits a 

significant degree of influence on the management of the enterprise. Hence, the 

IMF (1992), again in succinctly states that a direct investment relationship is 

established when the direct investor has acquired 10 percent or more of the 

ordinary shares or voting power of an enterprise abroad. The foregoing seems 

to suggest that on acquisition of 10 percent or more of ordinary shares, an 

investor or group of investors automatically qualifies to be a foreign direct 

investor 

 Accordingly, four cardinal points stands out viz-a-viz, firstly, controlling 

right is not necessary in foreign direct investment, especially as only a 10 

percent ownership is required to qualify as foreign direct investment. 

Secondly, foreign direct investment does not mean a group of “unrelated” 

investors domiciled in the same foreign country but only one investor or a 

related group of investor. Thirdly, foreign direct investment is not just based 

on the nationality or citizenship of the direct investor but it is a residency-

based concept. Finally, foreign direct investment does not involve borrowings 

from unrelated parties abroad that are guaranteed by direct investors.  
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By this, foreign direct investment has been contrasted with portfolio 

investments which entitle holders to dividend payments with possible capital 

gains.  

Table 1: FDI inflow to developing countries  

Year US $ Inflow (in billion) Inflow declined (in billion) 

1998 – 2000 1.5 729 

1990 – 2000  215 

2001 225  

2003 22 203 

2006 595  

2009 716 295 

2012 884 121 

  164 

Source: Central Bank of Nigeria Statistical Bulletin, 2003. 

Even with these seeming impressive statistics, the million dollar question is 

what is the contribution of foreign direct investment to the economic growth of 

the developing countries?  

As this study focuses on economic development, there is therefore the need to 

determine the effect of foreign direct investment on such economic growth. 
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Performance of Foreign Direct Investment (FDI) in Nigeria 

Table 2: Performance of foreign direct investment (FDI) in Nigeria. 

Year  Us $ Inflow  Naira equivalent  Exchange rate  

2000 758.9 77,142 21.89 

Adjusted to 2000  18,116.3  

  214,858  

Agricultural sector  
Year  Value  

1981 84,428.50 

1991 129,608.80 

2001 182, 660.01 

2003 267, 051.70 

2006 1,209.0 

2009 2, 647.6 

2012 2,096.626 

Source: Central Bank of Nigeria Statistic Bulletin, 2003. 

1.2 Statement of the Problem 

As noted earlier, foreign participation in any domestic economy has it merits 

and demerits which must be viewed in line with prevailing circumstances. 

Consequently, the various governments of Nigeria have at different times 

embarked on policy formation and implementation aimed at encouraging, 

discouraging or checking the inflow of foreign investment in her 

economy.Being a member of the Least Developed Countries of the world, it is 

certain that poor infrastructure, poor technology development and inadequate 

capital have jeopardized development efforts internally.  
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As a result, Nigeria has always encouraged foreign direct investment to 

boost and accelerate her economic development. In spite of these acclaimed 

advantages there is however a raging controversy on whether foreign direct 

investment actually favors the developing economies or not.  

  Some school of thought such as the international dependence revolution 

had argued that developing economies are beset in institutional, political and 

economic rigidities both locally and internationally, and  are caught up in a 

dependence and dominate relationship with the developed economies. This 

theory believes that multinational companies are part of international 

capitalism system of Imperialism and foreign direct investment is its upshot. 

while some schools such as classical school are of contrary view, that foreign 

direct investment is a way of boosting international trade and remove barriers 

to trade which will boost world output and move living standard. 

The resolution of this impasse on which side of the coin outweighs the 

other between the merits and demerits of foreign direct investment in 

developing countries lies, therefore, on the environment operating in any given 

country 

In view of the above, this work designed to investigate the impact of foreign 

direct investment on the  developing economic which Nigeria belongs, to see if 

it has benefited the Nigeria economy or not and to find out which of the 

schools are arguing in line with the Nigeria economy. 
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1.3 Objective of the Study 

The main objective of the work is to find out how FDI affects economic 

growth. It will seek to reappraise FDI influx and other related FDI economic 

activities in Nigeria as it affects the nation’s economic growth.   

However, we specifically intend to accomplish the following: 

i. To ascertain whether a significant relationship exists between Foreign 

Direct Investment and economic growth; 

ii. To determine if Foreign Direct Investment on Agriculture/ Forestry and 

Fishery exerts significant effects on economic growth in Nigeria; 

iii. To determine if Foreign Direct Investment on Manufacturing Processing 

exerts significant effects on economic growth; 

iv. To determine if Foreign Direct Investment on Transport/Communication 

exerts significant effects on economic growth in Nigeria; 

v. To determine if Foreign Direct Investment on Mining/Quarrying exerts 

significant effects on Nigerian economic growth; 

vi. To determine if Foreign Direct Investment on Trading and Business 

Services exerts significant effects on Nigeria economic growth; 

vii. To determine if Foreign Direct Investment on Miscellaneous Services 

exerts significant effect on economic growth. 

1.4 Research Questions 

The following research questions are raised for the study: 

i. What is the relationship between Foreign Direct Investment and 

economic growth? 

ii. To what extent does the Foreign Direct Investment on Agriculture, 

Forestry and Fishery effects economic growth in Nigeria? 
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iii. What is the impact of Foreign Direct Investment on manufacturing 

processing on economic growth?  

iv. How does Foreign Direct Investment on Transport and Communication 

effects economic growth?  

v. To what extent does Foreign Direct Investment on Mining and Quarrying 

effects economic growth? 

vi. What is the impact of Foreign Direct Investment on Trading and 

Servicing Business? 

vii. How does Foreign Direct Investment on Miscellaneous Services effect 

economic growth? 

viii. What policy measures are available for the effective exploitation of the 

positive side of FDI to develop the nation’s economy? 

1.5 The Research Hypotheses  

Having stated that the problem and objective of the study, we now 

formulate the following hypotheses as guide to the study: 

H01: There is no significant relationship between Foreign Direct Investment 

and economic growth. 

H02: There is no significant relationship between Foreign Direct Investment 

in Agriculture/Forestry/Fishery and economic growth. 

H03: There is no significant relationship between Foreign Direct Investment 

in Manufacturing Processing and economic growth. 

H04:  There is no significant relationship between Foreign Direct Investment 

in Transport/Communication and economic growth. 

H05:  There is no significant relationship between Foreign Direct Investment 

in Mining/Quarrying and economic growth. 

H06: There is no significant relationship between Foreign Direct Investment 

in trading and business services.  
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H07: There is no significant relationship between Foreign Direct Investment 

in miscellaneous services. 

1.6 Significance of the Study 

This study will reveal sectors where openings exist for investment 

purposes. It will also seek to bring to the fore the existing government 

incentives in certain sectors to attract investment in those sectors. 

Hitherto unexplored or under explored segments of the economy will be 

exposed for interested investors to exploit. Sectors which are not doing well 

will further be studied for remedial measures to be undertaken. 

The activities of Nigerian Investment Promotion Commission will be 

examined. The military government realizing the necessity of foreign 

investment inflows to aid economic growth enacted the NIPC Decree No.16 of 

1995.  This Decree set up the NIPC and charged it with the responsibility of: 

1. Monitoring and coordinating all investment promotion activities; 

2. Initiating and fostering of measures to enhance the nation’s investment climate 

for all investor; 

3. Promoting investment within and outside Nigeria. 
 

This work will reveal whether the activities of this commission have 

been effective or not. The contributions of earlier government investment and 

economic policies could be assessed.  

Finally, this study will add to the efforts of other research fellows and 

investment analyst in arriving at a comfortable conclusion whether foreign 

direct investment is aiding Nigeria’s economic growth or not. 
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1.7 Scope of the Study 

The period on which this study is based dates from pre-independence to 

near the current year of 2005.however,for the case of investigation, collection 

and analysis of research materials, the work has been narrowed down to the 

period, 1986-2012. 
 

The economic sectors will be examined under seven groupings, namely: 

 Mining and Quarrying 

 Manufacturing and Processing 

 Agriculture, Forestry and Fisheries 

 Transport and Communication 

 Building and Construction 

 Trading and Business Services           

 Miscellaneous services 

These selected economic sectors will be limited for analytical purposes 

to how foreign investment inflow has affected their operation. 

1.8 Limitation of the Study 

The effect of foreign direct investment is highly qualitative. Apart from 

the figures of the incomes which could be ascertained, the impact on the 

economy is not easily discernible in figurative terms and as such, more reliable 

analytical techniques cannot be applied. 

Seasonal variations caused by inflation, political and policy changes, 

time value of money, etc. will be neglected as the data will be used unadjusted. 

The validity of the analysis and conclusions drawn from there are based on the 

assumption that the data from the relevant agencies are true and authentic as 

this work draws information from secondary sources which are highly reliable. 

The scarcity of information, general unwillingness to release even the little’s of 

it, time constraint and unavailable research centre’s posed serious impediments 
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just as financial handicap no longer need mention as it has crippled almost 

every research effort.  

However, efforts have been made to explore ways of overcoming the 

problems and coming up with a work which will meet the need of various 

users and serve the purpose for what it is undertaken. 

1.9 Definition of Terms 

 Multi-National Corporation (MNC) is defined as a gigantic and 

oligopolistic enterprise which spreads a network of a great many factories 

and distribution bases in suitable place all over the world, and pursues profit 

maximization with this global strategy. (Kiyoshi Kojima 1978).It is also 

defined in another way as a group of firms that are coordinated vertically by 

a controlling national company and have annual sales of substantial 

magnitude. Because of its vertical integration, it creates for itself a system 

that controls vest resources and a network operation in different parts of the 

world through its affiliates, subsidiaries, associates and branches. 

 Transnational Corporation: A United Nations (UN) Report defines 

transnational corporation as services outside the country in which they are 

based. Such enterprises are not always incorporated or private; they can 

also be co-operative or state-owned entities. (This definition is all 

embracing and includes all direct foreign investment. Also, there is not 

much difference between MNCs and TNCs).  

 International Corporation: when a company that is registered nationally 

functions beyond its national borders. 

 Investment: This is economic activities designed to increase, improve or 

maintain the productive quality of the existing stock of capital (Oshikokoya, 

1994).  A similar school of thought posits that investment means the 

commitment of resources made with the hope of realizing benefits which 

are expected to occur over a reasonably long period of time. (Okafor, I983). 
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 Bilateral Treaties: These are set out rules according to which investments 

made by the nationals of the contracting parties in each other’s territory will 

be protected. The investment concept, principles and standards are 

presented in the document. 

 Multilateral Investment Guarantee Agency (MIGA): An insurance 

coverage for political risks particularly in developing countries. MIGA of 

word bank group provide cover after the investor has complied with the 

laws of the host country and that such laws meet basic international 

standards. 

 Economic Development: this is the process of improving the standard of 

living and well being of the population of developing countries by raising 

her per capital income. This is usually achieved by increase 

industrialization relative to reliance on agriculture. (Macmillan Dictionary 

of Modern Economics, 1981) Foreign Direct Investment according to 

Obadon (2004) is a form of capital flow that an investor makes to acquire a 

lasting and controlling interest in an enterprise operating in an economy 

other than that of the investors, the investors’ purpose being to have an 

effective voice in the management of the enterprise. 

 Direct investment enterprise: The organization for Economic Co-

operation and Development (OECD, 1983) defines a Direct Investment 

Enterprise as an incorporated or unincorporated enterprise in which a single 

foreign investor either: 

1. Controls 10% or more of the ordinary shares or voting power of an 

incorporated enterprise or the equivalent of an unincorporated enterprise, 

unless it can be established that it does not allow the investor an effective voice 

in the management of the enterprise, or  
 

2. Control less than 10% (or more of the ordinary shares or voting power of the 

enterprise but has an effective voice in the management of the enterprise. 
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 Foreign Direct Investment: The Development Assistance Committee (DAC) 

of OECD conceptualized FDI as Net Financing by an entity in a developed 

country which has the objective of obtaining or retaining a lasting interest in an 

entity resident in a developing country.  

The notion of lasting interest connotes a long-term relationship where the 

direct investor has a significant influence on the management of the enterprise, 

reflecting by ownership of at least 10% in costing power or other means of 

control. (From the foregoing, FDI and FPI are basically the same and are used 

interchangeably in this study).  
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CHAPTER TWO 

2.0 Literature Review 

2.1 Theoretical Framework 

One can notice in the up-to-date literature, that special attention is paid to FDI 

impact on economic growth in host countries. Theoretically, within the neo-

classical model, FDI encourages economic growth by increasing investment 

and/or their efficiency.  Endogenous model of growth shows that FDI fosters 

growth by diffusion of technologies from developed economies to host 

countries (Borensztein et al 1998. As summaries in the studies authored by 

Balasubramanyam et al (1996) and Demello (1999), FDI is a mixture of capital 

stocks, know-how and, that can enhance existing knowledge stock in the host 

economy through sustainable training of workers, skill acquisition and 

dissemination intensified the positive effects of FDI on economic growth, 

using FDI input flows in an emerging country as a measure of its interaction 

with other countries.  The study carried out by Balasubramanyam et el (1996) 

led to significant results that support the hypothesis that FDI is more, and by 

introducing alternative management practices (Xiaoying, Xiaming 2005. 

 From an empirical point of view, Blomstrom et al (1996) identified the 

positive effects of FDI on economic growth, using FDI input flows in an 

emerging country, as a measure of its interaction with other countries. The 

study carried out by Balasubramanyam et al (1996) led to significant results 

that support the hypothesis that FDI is more important for economic growth in 

countries promoting exports, than in those that encourage imports.  This 

implies that the impact of FDI varies, depending on the peculiarities of the 

country; trade policy can influence the role of FDI on economic growth.  

UNCTAD (1999) found that FDI can have either a positive or a negative 

effect, depending on the variables. 
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Kaldor (1963) documented mechanisms that explain economic growth. 

Examples of these mechanisms are the growth in pre-capita output and pre-

capita physical capital over time, constant share of labour and physical capital 

in national income, and the substantial difference in the growth rate of output 

per worker across countries.  Similarly, Anwara and Nguyen (2010) identify 

several determinants of the link between FDI and economic growth.  

 Some of these determinants are, for example, human capital, learning by 

doing export, macro-economic stability, and level of financial development, 

public investment.   

 These are in addition to those that Shahbaz and Rehman (2010) 

identified as determinants of economic growth, including Foreign Direct 

Investment.   

They also reported that foreign investment, human capital, trade 

openness and inflation have positive effects on economic growth.   

 Neuhaul (2006) based on these determinants shows that there are three 

main channels through which FDI can influence the technological change, 

improve the capital stocks and generate economic growth: 

(a) Direct transmission (through Greenfield Investment); 

(b) Indirect transmission (through ownership participation); and 

(c) Second-round transmission (through technology spillover). 

 Recently, the number and quality of the analyses regarding the 

relationship between the economic growth and FDI are prolific. Similarly, 

Olofsdotter (1998) is considering the absorptive capacity of FDI recipient 

countries, and then comes to the conclusion that the FDI positive effect are 

stronger when there is a superior level of institutional capacity, and the 

importance of bureaucratic efficiency is higher. 
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Bango and Sanchez-Robles (2003) proved that FDI is positively 

correlated with the economic growth, but host countries require human capital, 

economic stability and liberalized markets so as to benefit of FDI effects flows 

in the long-run.  Using the data resulting from a survey carried out on 80 

countries, in the period 1979-1998, Durham (2004) did not identify a positive 

relationship between the economic growth and FDI, and suggests that the FDI 

effects are correlated with the absorption capacity of the host countries. 

Developed countries tend to have a higher level of skilled workforce than the 

emerging countries; therefore one may assume that the latter will have a higher 

FDI flow.  This assumption is confirmed by Xu (2000), who studies the 

multinationals as a channel of diffusion for international technology in 40 

countries during the 1966-1994.  The main result is that technology transfer 

from multinationals contributed to productivity growth in the developed 

countries, but not in the developing countries.  However, there is empirical 

evidence according to which the FDI positive effects are not necessarily 

correlated with absorptive capacity.   

For example, Bende-Nebende et al (2003) revealed that direct FDI 

impact in the long-run on the economic growth is noteworthy, it is also 

positive for countries that are less advanced economically and negative in the 

more economically advanced countries.  

 The previous findings are consistent with the Sjoholm study (1999), at 

micro-economic level, according to him, the greater the distance between 

domestic and foreign firms, the longer the gains in productivity. 

The above debate demonstrates that the FDI impact on economic growth 

is far from conclusive.  The FDI role may be influenced by that particular 

country’s peculiarities.  It can be positive, negative or even irrelevant, 

depending on economic, institutional or technological conditions of the host 

country.   
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Xiaoying and Xiaming (2005) studied the FDI impact on economic 

growth both in developed countries (21) and in some emerging countries (63), 

using cross-sectional data for the period 1970 – 1999.   

The results revealed that there is no endogeneity between the two variables 

over the whole period, except for the period 1985-1999.   The study illustrates 

that there is a high complementary connection between FDI and economic 

growth for all countries under study.   

 Moreover, FDI not only enhances the economic growth by themselves, 

but also indirectly, through positive interaction effects with human capital, and 

also through high negative effects regarding the FDI interaction with 

technological gaps in emerging countries.   

Empirical data support new theories on FDI and economic growth, 

confirming that FDI flows are attracted by countries with large markets.  

Moreover, human capital and the absorptive capacity are very important so as 

FDI to have positive consequences on economic growth. Political implications 

of the study are obvious since the studied variables tend to become 

endogenous, promoting human capital, technological skills and economic 

development will attract new FDI flows. This factor will further stimulate 

economic growth and competitiveness.  

2.2 Foreign Direct Investment 

Meaning and Rational 

Foreign Direct Investment is a major component of international capital 

flows. According to Thiriwall (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 and marketing expertise, products, advertising and business 

practices for the maximization of global profits. 
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From the point of view of Development Assistant Committee (DAC) of 

the Organization for Economic Co-operation and Development (OECD), FDI 

is conceptualized as net financing by an entity in a developed country, which 

has the objective of obtaining or retaining a lasting interest in an entity resident 

in a developing country. 

The notion of lasting interest connotes a long-term relationship where 

the direct investor has a significant influence on the management of the 

enterprise, reflected by ownership of at least 10 percent of the shares of the 

enterprise, or equivalent in voting power or other means of control. 

It is common in this literature to observe that foreign direct investment 

and foreign private investment are used interchangeably. This perhaps explains 

why the International Monetary Fund “Balance of payments manual” defines 

foreign direct investment as investment made to acquire a lasting interest in a 

foreign enterprise with the purpose of having an effective voice in its 

management. The world trade organization (WTO, 1996) also observes that 

FDI occurs when an investor based in one country (the home country), 

acquires an asset in another country (the host country) with the intent to 

manage the asset. All the conceptualizations given above in respect of FDI or 

FPI are the same. They all suggest that the management dimension is what 

distinguishes FDI from Portfolio investment in foreign stocks, bonds and other 

financial instruments. FPI, therefore, should be seen as the sum of the 

following components. Reinvested profits earned from the company and new 

equity from the foreign company in the home country to the company in the 

host country. 

Long-and short-term net loans from the foreign to the host country  

 The other component of international capital flow is Portfolio Capital Flows 

(PCF). According to survey of PCF definitions, Wilkins (1999) advised that 

PCF should be seen as applying to “only long term investment other than 

FDI”.  
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 Some literatures have it that the sum of FDI and PCF constitute what is 

conventionally referred to as total private capital flows (Odedokum, 2003).       
, 

FPI is a two-way flow. The rational for FPI must equally be two dimensional 

recognizing the fact that two set or interests are involved. Interests of the 

foreign investors and that of the host countries. 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 devoice around the search for 

higher returns and opportunities for risk diversification. While looking for 

higher returns as well as avenues to diversify their risk at home, two other key 

developments in industrial countries reinforce the desire of foreign investors to 

look outwardly.  

First, competition and rising costs in domestic markets, along with 

falling transport and communications costs encouraged foreign firms to look 

for opportunities to increase efficiency and profits by producing abroad. This 

has led to the progressive globalization of production and to the growth of 

efficiency-seeking FDI flows.  

Second, the transformation of financial markets from relatively insulated 

and regulated national markets to more globally integrated markets. This 

happens as a result of a mutually reinforcing process of advances in 

communications, information, and financial instruments, and by progressive 

internal and external deregulation of financial markets. 

In developing countries, enabling environment for FDI has equally 

developed since the Mid-1980s; a lot of countries have embarked on structural 

reform programmes leading to increased openness of their economies. 

Examples of these reforms include, baries the progressive lowering of barriers 

to trade and foreign investment; and the implementation of privatization 

programmes, thus strengthening the relevance of private sector in economic 
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growth and development process in developing economics.  Apart from the 

creation of enabling environment for FDI in both industrial and developing 

countries. Feldstein (2000) argues that a number of advantages accrue to 

developing countries through FDI inflows. They include: 

1. FDI allows the transfer of technology, particularly in the form of new 

varieties of capital inputs, which cannot be achieved through financial 

investments or trade in goods and services consequent upon technology 

transfer; it is possible also that FDI can promote competition in the 

domestic input market. 

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

the new business, which direct contribution to human capital development 

in the host country. 

3. Profits generated by FDI contribute on corporate tax revenues in the host 

country. Perceived from either the meaning or rationale for FDI as seen 

from the foregoing, there is little or no doubt that FDI is “a good 

cholesterol” because it can confer benefits identified earlier more 

importantly, FDI is thought to be “bolted down and cannot leave so earlier 

at the first sign  of trouble”. Sadik and Bolbol (2001:2115) captured this 

benefit as follow:  

“FDI inflows 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 
longer-term view of the market thus making them more resistant to 
herd behavior, and from the sheer difficulty of liquidating assets from 
human capital formation and the effect is more significant if FDI is 
complemented with human capital”. 

Despite the rationales behind FDI, particularly those that are on the side of 

the developing countries, some studies have revealed that developing countries 

should be cautious about taking too uncritical attitude towards the benefits of 

FDI.  
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Likely reasons for caution are examined within the framework of the link 

between FDI and Economic growth. This is the concern of subsequent 

sections. 
 

2.3 Foreign Director Investment (FDI)and Economic Growth 

Economic growth result from accumulation of factors of production or 

from improvements in technology or both. Economic theory provides two 

approaches to studying the link between FDI and economic growth of the host 

countries. The first approach is rooted in the standard theory of international 

trade and dates back to MacDougall (1960). It involves a partial equilibrium 

comparative-state approach put in place to examine how marginal inflows to 

capital-will raise the marginal product of labour and reduce the marginal 

product of capital in the host country. Beyond this, MacDougall argues that 

FDI may be connected to other potentially important benefits. “The most 

important direct gains from more rather than less private investment from 

abroad seem likely to come through higher tax revenue from  foreign profits at 

least if the external economies generally, especially where (domestic) firms 

acquire ‘know-how’ or are forced by foreign competition to adopt more 

efficient methods” (MacDougall, 1960:34). 

The second approach departs from trade theory to the theory of 

industrial Organization and was pioneered by Hymer (1969), Vernon (1966), 

Caves (1971), Dunning (1973), and Buckley and Casson (1976), among others. 

This approach begins with an examination of why firms undertake investment 

abroad to produce the same goods as they produce at home.  

Kindle Berger (1969) argued that for direct investment to thrive, there 

must be some imperfections in markets for goods and factors, including 

technology, or some interference in competition by governments or firms, 

which separates markets. This being so, to be able to invest in production in 

foreign markets, a firm must possess some asset (e.g. product and process 
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technology or management and marketing skills) that can be used profitably in 

the foreign affiliates firms and investing abroad therefore represent something 

more than a simple import of capital into a host country.  

 It also involves diffusion of technology and knowledge, as well as 

impacting on market structure and competition in host economies.  This suns 

up the indirect effects FDI inflows. 

 From the foregoing, it is obvious that FDI is not only a source of finance 

and employment. It is certainly a medium of acquiring skills, technology, 

organizational and managerial practices and access to markets. Thus, it is 

expected to exert a positive impact on growth in the host country though the 

sum of direct effects of capital inflows along with technology transfers.  

Noorbakhsh et al (2001) observed that, the less developed a country is, the 

greater are usually the expectation it places on FDI to alleviate its resources 

and skill constraints. Incidentally, Saggi (2000) observes that there are several 

important caveats to the expectation of positive impact of FDI on host 

countries.  

 First, a positive correlation between the extent of FPI and economic 

growth in cross-country regressions may simply reflect the fact that countries 

that expect to grow faster attract FDI because it yields higher returns there. But 

a major problem exists here in estimating a simultaneous equation system to 

resolve the issue of which one causes the other. 

 Second, multinational corporations are in the habit of raising the 

required capital in the host country. When this happens, capital inflows with 

FDI may not be substantial after all. An optimistic view of FDI would then be 

restricted to technology transfer and/or spillover as the likely mechanism 

through which FDI may affect on growth. Along this line, Romer (1993) 

argues that FDI can have a positive effect on growth in developing countries 

by helping them bridge the idea gap with respect to industrial countries. 
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 Based on a cross-sectional data obtained from 46 developing economics, 

Balasubramanyam et al (1996) report two main finding on FDI-economic 

growth nexus. First, the growth-enhance effects of FDI are stronger in 

countries that pursue a policy of export promotion rather than import 

substitution. 

This finding suggest that , trade policy regime is an important 

determinant of the effect of FDI second, they also find out that, in countries 

with export-promoting trade regime, FDI has a stronger effect on growth than 

domestic investment.  

However, Keller (1996) cautions that mere access to foreign 

technologies may not increase the growth rates of developing economics.  

In his model, if a country’s absorptive capacity captures by its stock of 

human capital remains unchanged, a switch to an outward orientation will not 

lead to a higher growth rate.  

Taking a more micro-level view of the constraint on technology transfer, 

Glass and Saggi (1998) emphasize the fact  that a country may have a fair 

amount  of human capital in the aggregate but still lack the technological 

sophistication required to host high quality FDI in any particular industry. Xu 

(2000) confirms that in the absence of adequate human capital, technology 

transfer from FDI may fail to increase productivity in the host country. HE 

(XU) found out that technology transfer from FDI countries to productivity 

growth in more developed countries but not in less developed one because the 

latter lack adequate human capital. 

Although economic theory and empirical evidence suggest that FDI has 

a beneficial impact on developing host countries a number of studies have 

equally observed some potential risks.  
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For example Haussmann and Fernandez-Arias (2000) connect a high 

share of FDI in total inflows to a sign of a host country’s weakness rather than 

strength. It is obvious that there is no consensus yet in this literature regarding 

the growth or welfare effect of FDI, particularly in the host economics.  

It is indeed worthy to mention that many studies of African economics 

show that the impact of FDI is limited or even negative sometimes. In studies 

of countries such as Cote D’ivoire (Mansini et al 1979) or Nigeria (Onimode 

etal.1983) where FDI were directed to import substituting firms, the value of 

imports was observed to be greater that the value added produced. This type of 

FDI would have given rise to a twofold foreign exchange cost; outflows of 

investment income and the cost of imported inputs. Moran (1998) reviews 

several studies in 30 countries, covering about 200 FDI projects over a period 

of 15 years. He finds that a large proportion (up to 45%) had negative welfare 

implications on the host country. Multinational Corporations (MNCs) can be 

harmful when they engage in practice like tax evasion (by transfer pricing), in 

predatory behavior against local competition, benefit from monopolistic power 

by raising entry barriers, crowd out domestic entrepreneurs, give inadequate 

attention to potential local suppliers, or fail to exploit the export 

competitiveness of the local affiliate. In most of the cases the negative effects 

arise not from foreign ownership per se but from the lack of completion 

between input and output markets in the host country; and from distortions in 

the domestic incentive framework. 

2.4 Theoretical Costs and Benefits of FDI 

Expectedly, host developing countries expect to derive a number of 

benefits from FDI inflows. South Centre (1992) identifies the following as 

plausible benefits of FDI in any economy: 

 The transfer of technology to individual firms and technological spill-over 

to the wider economy. 
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 Increased productive efficiency due to competition from multinational 

subsidiaries. 

 Improvement in the quality of the factors of production including 

management in other firms and not just the host firm; 

 A healthy balance of payments through the inflow of investment fund; 

 Increases in savings and investments; 

 Faster growth of output and employment, and 

 Welfare improvement due to lower prices of goods and the introduction of 

or better quality goods.   

Todaro (1994) summarized the benefits of FDI under four contributions 

as follows: 

First, FDI fills the resource gap between targeted savings. Second, it fills 

the gap and those derived from net export earnings plus net public foreign aid.  

Third, FDI fills the gap between targeted government tax revenues and locally 

raised taxes. Finally, FDI helps to fill up perceived management, 

entrepreneurship, technology, and skill gabs by the local operations of private 

foreign firms. Tadaro presented another set of arguments against private 

foreign investment in general and the activities of MNCs in particular. Five of 

the arguments are enumerated as follows: 

a. While it is true that MNCs provide capital, they may lower domestic 

savings and investment rates by stifling competition through exclusive 

production agreements with the host government, failing to reinvest much 

of their profits, generating domestic incomes for groups with lower savings 

propensity. 

b. MNCs can exacerbate balance of payments crises in the host countries 

consequent upon their practice of substantial importation of intermediate 

products and capital goods, and the capital account may worsen because of 
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the overseas repatriation of profits, interests, royalties, management fees, 

and other funds. 

c. Contribution of MNCs to public revenue in the form of corporate taxes is 

likely to be less than anticipated as a result of liberal tax concessions. The 

practice of transfer pricing, excessive investment allowances, disguised 

public subsidies, and tariff protection provided by the host government. 

d. The impact of MNCs on development is sometimes uneven, thus 

reinforcing dualistic economic structures and exacerbates income 

inequality. 

e. Multinational companies sometimes use their economic power to influence 

government policies in directions unfavorable to the development of their 

host economics. 
 

2.5 Determinant of FDI 

Existing knowledge on FDI shows that several frameworks (neoclassical, 

monetary, transaction costs and portfolio theory) have been employed to 

analyze the determinants of FDI.  

 To date, the most comprehensive framework is the one known as eclectic 

theory of Dunning (1981) because of its flexibility and increasing popularity. 

The theory argues that FDI is determined by three sets of advantages namely: 

1. Firm specific (or ownership) advantages (Hymer, 1960): this set of 

advantages gives firm competitive advantages in global markets including 

technological assets, product differentiation efficiencies, size and 

concentration. 

2. Internalization advantages (Buckley and Casson, 1976): These advantages 

exist when the internalization of cross-border transactions within a firm 

becomes a more efficient form of servicing markets than arm’s length 

transactions. It is the sum of commercial benefits accruing from an FDI or 

inter-firm activity rather than an arm’s length or licensing relationship. 
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3. Locational advantages (Vernon, 1966): These Occur when the Local 

Conditions of potential host countries make them a more attractive site for 

FDI operations than the home country. These advantages include large 

markets, lower costs of resources or superior infrastructure, among others. 

Akinkugbe (2003) argues that locational advantages constitute what 

earlier theoretical and empirical studies classified as pull-factor.  

4. The ‘pull-factor’ examines the relationship between host country specific 

conditions and the inflow of FDI.  

5. At the centre of locational advantages is the belief that, there is some 

specific conditions specific advantage to the investor which makes the 

return on investment sufficient to warrant the additional risk and 

uncertainty that accompanies investment outside the familiar home 

environment. In the case of natural resources, the belief that FDI is a 

product rent seeking on a global scale. Under this “pull-factor; FDI is 

either classified as import-substituting, export-increasing or government 

initiated (Moosa, 2002). As to the “pull-factor.” Akhter (1993) posits that 

host country specific conditions light embrace a number of socio-

economic and political factors within a country where FDI is made. These 

factors tend to determine available business opportunities and pending 

political threats within the host countries. Among others, the socio-

economic and political factors commonly cited include:- 

6. Availability of natural resources  

7. Market size 

8. Level of human capital development  

9. Infrastructure 

10. Distance from major markets Labour cost 

11. Openness of the economy to international trade 

12. Exchange rate 
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13. Fiscal and other non-tax incentives  

14. Political stability 

15. Monetary policies and the extend of liberalization or otherwise of the 

financial sector  

16. Availability of modern information and communication technology 

Laddision and Heshmati, (2002) termed this determinant the third wave of 

democratization. 

Locational advantages as a set FDI determinants depend largely on host 

country policies, institutions, and economy conditions. The implication of this 

is that once the policy environment and business facilitation institutions 

become enabling, it is economic factors that will eventually dominate the 

determinants of FDI. Hence economic determinants divide FDI into broad 

categories:Markets-seeking FDI which is tariff-jumping investment and driven 

by larger markets or regional trading area: and efficiency-seeking FDI, which 

can take the form of export platform in components and intermediate goods. 

The combination of ownership- specific competitive advantages and the 

internationalization advantages constitute what Akinkugbe refer to as push-

factor. The push-factor’ examines the key factors that could influence or 

motivate MNCs to want to expand their operations overseas. Under this second 

approach, FDI is either classified as horizontal or market seeking, vertical or 

conglomerate (Caves, 1971, 1974, Moosa, 2000).  

Expositions on factors that may or may not motivate FDI have focused 

on firm and market –related factors, using two interrelated hypotheses: the 

internationalization hypothesis and the monopolistic advantage hypothesis and 

summed up in dining’s eclectic theory.  

As observed by Pigato (2001) in a globalizing environment, many of the 

traditional determinants of such as political and macroeconomic stability 

availability of natural resources and a large and growing market remain 



30 
 

important. However, according to Oyeranti (2003) there are new FDI 

determinate: 

A favorable FDI environment. This essentially means a transparent and non-

discriminatory regulatory environment, effective competition policies and an 

efficient judicial system. Low and stable tax rates are also important. Fiscal 

incentives may increase the attractiveness of a country but cannot substitute for 

lack of a health FDI environment. Promotion activities may also help attract 

FDI but only when the basic framework is in place, including equal treatment 

of foreign and local investors and fast dispute settlement mechanisms. 

 Low transaction and business cost: These cover investment, labour and 

trade regulations, entry and exit rules, location and environment 

regulations, and tax and legal systems. They depend not so much on the 

rules but on the way rules are implemented in practice and on the skills of 

the bureaucracy in dealing with the investors, as well as on the legal and 

judicial system. 

 Supplier networks and cluster: countries with dynamic local firms have an 

advantage in that they can attract better quality FDI that subcontracts 

services and components of their production process to local firms. 

 Support institutions and technical services: Essential infrastructural 

facilities include effective quality assurance and testing bodies, 

meteorology and calibration services, contract research and technical 

extension help for small and medium scale enterprises. 

Finally, on determinants of FDI, the new literature on economic growth 

highlights a number of other variables considered as determinant of FDI. They 

include political characteristics of host countries like democracy, which by 

constraining the power of autocratic regimes, encourages investment and 

accelerates growth (przewosk and Limongi 1993); institutional factors such as 

country risk and corruption; and a favorable government attitude towards the 
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private sector (IFC, 1997); Kayode and Oyeranti, 2002). Hines (1997) uses 

only a corruption index to show that, after 1977, FDI from U.S.A more rapidly 

in less corrupt countries than in more corrupt ones. 

2.6 Incentives to Foreign Direct Investment 

As part of the efforts to provide an enabling environment that is 

conducive to the growth and development of industries inflow of foreign direct 

investment, shield existing investments from unfair competition, and stimulate 

the expansion of domestic production capacity. The Federal Government of 

Nigeria has developed a package of incentives for various sectors of the 

economy. These incentives, it is hoped will help revive the economy, 

accelerate growth and development and reduce poverty. 

Nigeria government accepts the Private sectors as the engine growth and 

the creator of wealth, while the government’s major responsibility is to provide 

the enabling environment for the private investors to operate in the regard, 

laws which had hither to hundred private sectors investments have been lighter 

amended or repealed and a national council on privatization has been 

established to oversee orderly divestment to private operations in vital sectors 

(areas) of the economy such as Mining, Transportation, Electricity, 

Telecommunications, Petroleum, and Gas. 

Nigerian Government’s policy of economic deregulation and 

liberalization has opened up new windows of opportunities to all investors 

wishing to invest in the country’s economy in this connection, an interest rate 

regime supportive of the real sector of the economy as well as an exchange rate 

that is market determined are the object of government policy. The security of 

life and property of the citizens are being vigorously pursued with the 

reorganization and strengthening of the Nigerian police force. 
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In addition, the Nigerian Investment Promotion commission has been 

strengthened to enable it serve as a one-stop office for clearing all the 

requirements for investment in the country. 

The tariff structure is being reformed with a view to boosting local 

production. Government has introduced a new visa policy to enable genuine 

foreign investors to procure entry visa to Nigeria with 48 hours of submission 

of required documentation. “Existing Expatriate Quota” requirement for 

foreign nationals working in Nigeria is in the process of being replaced with 

“work permit” which will be administrated by the Nigerian investment 

promotion commission (NIPC).With the past few years following the end of 

military dictatorship in Nigeria, government has progressively introduced a 

number of incentives designed to promote investments. These are, grouped as 

follows: 

Industrial Sector: Taxation: Fiscal measures have been drawn to provide for 

deductions and allowances in the determination of taxable income of 

manufacturing enterprises, including: 

 Pioneer status, which is a concession to pioneer companies located in 

economically disadvantaged areas, pounding a tax holiday period of five to 

seven years. These industries must be considered by the government. To be 

beneficial to the country’s economy and in the interest of the public. 

Companies that are involved in local raw material development. Local 

value added, labour intensive processing; export oriented activities; in-plant 

training, are also qualified for additional concessions. 

Tax Relief for Research Development (R&D):Up to 120% expenses on R&D 

are tax deductible provided that such R&D activities are carried out in Nigeria 

and are connected with businesses to which allowances are granted.  The result 

of such research could be patented and protected in accordance with 

internationally accepted industrial property rights.                                                               
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Local Raw Materials Utilizations: Thirty percent (30%) tax concession for 

five years to industries that attain minimum local raw materials utilization as 

follows: Agro 80%-Agro Allied 70%-Engineering 65%-chemical 60%-petro-

chemical 70%. 

Labour Intensive Mode of Production:  Fifteen per cent (15%) tax 

concession for five years. The rate is graduated in such a way that an industry 

employing one hundred persons or more will enjoy only 6% while those 

employing two hundred will enjoy 70% and so on. 

Local Valued Added: Ten percent (10%) tax concession for five years. This 

applies essentially to engineering industries. While some imported products 

serve as inputs. This is aimed at encouraging local fabrication rather than the 

mere assembly of completely knocked down parts. 

In-Plant Training:  Two percent (2%) tax concession for five years, of the 

cost of the facilities for training. 

Export Oriented Industries: Ten percent (10%) tax concession for five years. 

This concession will apply to industries that export not less than 6% of their 

products. 

Infrastructure: Twenty percent (20%) of the cost of providing basic 

infrastructures such as roads, water, electricity where they do not exist, is tax 

deductible once and for all. 

Investment In Economically Disadvantage Areas: One hundred per cent 

(100%) tax holiday for (7) seven years and additional 5% depreciation over 

and above the initial capital depreciation. 

Abolition of Excise Duty: All excise duty was abolished with effect from the 

1st of January, 1999. 

Import Duty Rebate: A 25% import duty rebate was introduced in 1995 to 

ameliorate adverse effect of inflation and to ensure increase in capacity 

utilization in the manufacturing sector investors are however, advised to 

ascertain the current operative figures at the time of making an investment, 
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because these concessions have undergone some amendments in the past few 

years. 

Re-Investment Allowance: This incentive is given to manufacturing 

companies that incur capital expenditure for purposes of approved expansion 

of production capacity; modernization of production facilities diversification 

into related products.  It is aimed at encouraging reinvestment of profits. 

Investment Tax Allowance: Under this scheme, a company would enjoy 

generous tax allowance in respect of qualifying capital expenditure incurred 

within five years from the date of the approval of the project. Dividends 

derived from manufacturing companies in petro-chemical and liquefied natural 

gas sub-sector is exempt from tax. Companies with Turnover of less than one 

million are taxed at a lower rate of 20% for the first five years of operation if 

they are into manufacturing. Dividend from companies in manufacturing sector 

within turnover of less than 100 million is tax- free for the first five years of 

their operation. 
 

Investment Guarantees/Effective Protection Transferability of Funds 

Section 24 of NIPC Decree provides that a foreign investor in an 

enterprise shall be guaranteed unconditional transferability of funds through an 

authorized dealer in freely convertible currency of: 

a) Dividends or profit (Net of taxes) attributable to the investment; 

b) Payment in respect of loan servicing where a foreign loan has been 

obtained; and 

c) Remittance of proceeds (net of all taxes) and other obligations in the event 

of a sale or liquidation of the enterprise or any interest attributable to the 

investment. 
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Guarantees against Expropriation 

By the provision of Section 25 of the same NIPC Decree, no enterprise 

shall be nationalized or expropriate by any government of the federation, 

unless the acquisition is in the national interest or for public purpose; and no 

person who owns either wholly or in part, the capital of any enterprise shall be 

compelled by law to surrender his interest in the capital to any other person. 

These can only be done under a law that makes provision for: 

 payments of fair and adequate compensation; and 

 Right of Access to the courts for the determination of the investors interest 

or right and the amount of compensation to which he is entitled. 

In addition to all these safeguards, the Nigeria government is prepared to 

enter into investment protection agreement with foreign enterprises wishing to 

invest in Nigeria. 

Access to Land 

Any company incorporated in Nigeria is allowed to have access to land 

right for the purpose of its activity in any state in the country. It is however, a 

requirement that industrial companies comply with regulations on use of land 

for industrial purposes and with environmental regulations. Land lease is 

usually for a term of 99 years unless the company stipulates a shorter duration. 

Oil and Gas Sector 

The following fiscal incentives have been approved by the government 

in the gas production phase: 

 Tax rate under petroleum profit tax Act to be at the same rate as company 

tax which is currently at 30%. 

 Capital allowance at the rate of 20% per annum in the first four years, 19% 

in the 5th year and the remaining 1% in the books. 
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 Investment tax credit at the current rate of 5%. 

 Royalty at the rate of 7% on share and 5% offshore. 

Gas Transmission and Distribution 

 Capital allowance as in production phase. 

 Tax Rate as in production phase. 

 Tax holiday under pioneer status. 

LNG Projects 

 Applicable tax rate under PPT is 45% capital allowance is 33% per annum 

on sight-straight-line basis in the first three years with 1% remaining in the 

books, 

 Investment tax credit of 10%, 

 Royalty of 7% on share, 5% off shore tax deductible. 

Gas Exploitation (Upstream Operations) 

 All investments necessary to separate oil from gas from the reserves into 

suitable products is considered part of the oil field development; 

 Capital investment  facilities to deliver associated gas in usable form at 

utilization or transfer points will be treated for fiscal purpose as part of the 

investment for oil development; 

 Capital allowances, operating expenses and basis for assessment will be 

subjected to the provisions of the PPT Act and the revised Memorandum of 

Understanding. 

Gas Utilization (Downstream Operating’s) 

Incentives for encouragement of exploitation and utilization of association gas 

for commercial purpose include: 

 An initial tax free period of three years renewable for an additional two 

years;  

 Fifteen percent (15%) investment capital allowance which shall not reduce 
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the value of the asset; 

 All fiscal incentives under the gas utilization down-stream operations in 

1997 are to be extended to industrial projects that use gas in power plants, 

gas to liquid plants, fertilizer plants and gas distribution/ transmission plants; 

 The initial tax holiday is to extend from three to five years; 

 Gas is transferred at 0% PPT and 0% royalty;  

 Investment capital allowance is increased from 5% to 15%; 

 Interest on loans for gas projects is to be tax deductible provided that prior 

approval was obtained from the Federal Ministry of Finance before taking 

the loan, 

 All dividends distributed during the tax holiday shall not be taxed.   

Oil and Gas Free Zone 

Incentives and fiscal measures approved by the government that favor 

and encourage large investment in the region include: 

 No personal income tax; 

 One percent (100%) repatriation of capital and profit; 

 No foreign exchange regulation; 

 No pre-shipment inspection for goods imported into the free zone; 

 No expatriate quota; 

 Initial tax holidays period has been extended from 3 to 5 years and 

renewable for another 2 years; 

 Investment capital allowance has been increased from 5% to 15% 

 All dividends distributed during the tax holiday shall be tax-free, etc. 

Petroleum Industry: Very similar generous incentives package was granted 

the joint venture system and is contained in the moue signed with oil 

companies. Details of this can be down-loaded from our soon-to-be Launched 

Embassy website-ww.NigeriaembassyUSA.Org. 
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Agriculture: Without prejudice to government’s deregulation of the financial 

sector, banks have been enjoined to recognize the differences in the gestation 

periods within each category of agricultural loans ranging from 6 months to 10 

years, for crops, livestock, fisheries, forestry and wild life.In addition, the 

following incentives are also available; 

 Companies in the Agro-Allied business do not have their capital allowance 

restricted to 60% but graduated in full-100%; 

 Agro-Allied plan and equipment enjoy enhance capital allowances of up to 

50%. 

Solid Minerals: Nigeria is richly endowed with a variety of solid minerals 

various categories ranging from precious metals, stones and industrial minerals 

such as barytes, gypsum, kaolin and marble. The ministry of solid minerals has 

worked out a package of attractive incentives for potentials investors in the 

solid minerals sector, including; 

 To 5 years tax holiday; 

 Deferred royalty payments depending on the magnitude of the project; 

 Possible capitalization of expenditure on exploration and surveys; 

 Provision of 100% foreign ownership of mining companies or concerns; 

 In addition to roll-over relief under the Capital Gains Tax (CGT), 

companies; 

 Replacing their plants and machinery are to enjoy a once-value until the 

asset is disposed of, etc. 

Tourism:  The tourism sector was accorded preferred sector status in 1991.  

This makes it quality for such incentives as tax holiday, longer years of 

moratorium and import duty exemption on tourism related equipment, state 

governments are prepared to facilitate acquisition of land through the issuance 

of certificate of occupancy for the purpose of tourism developments, 25% of 
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income derived from tourists by hotels in convertible currencies are tax exempt 

provided such income is put in a reserve find to be utilized within 5 years for 

expansion or the construction of new hotels, conference centers, etc that are 

useful for tourism development. 

Energy Sector: All areas of investment in this sector are considered to be 

pioneer product or industry; as a result, there is a tax holiday of 5 to 7 years for 

investments in the sector. There has been a deregulation of this sector 

regulating in the emergence of independent power producers (IPP) that will 

soon start operation in Nigeria. 

Telecommunications: Government provides non-fiscal incentives to private 

investors in addition to a tariff structure that ensures that investors recover 

their.  Investment over a reasonable period of time, bearing in mind that need 

for differential tariffs between urban and rural areas, rebate and tax relief are 

provided for the local manufacture of telecommunications equipment and 

provision of telecommunication services. 

Tax Incentives for other Lines of Trade: Companies profits in respect of 

goods exported from Nigeria are exempt from tax provided the proceeds are 

repatriated to Nigeria and used exclusively for the purchase of raw materials, 

plants equipment and spare parts. Profits of companies, whose supplies are 

exclusively input to the manufacturing of products for exports, are excluded 

from all tax.   

All new industrial undertakings including foreign companies and 

individuals operating in an Export Processing Zone are allowed full tax 

holidays for three consecutive years. 

As a means of encouraging industrial Technology companies and other 

organizations that engage in research and development activities for 

commercialization are to enjoy 20% investment tax credit on their qualifying 

expenditure.  
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All companies engaged wholly in the fabrication of tools, spare parts 

and simple machinery for local consumption and export are to enjoy 25% 

investment tax credit on their qualifying capital expenditure while any tax 

payer Who purchases locally manufactured plants and machinery are similarly 

entitled to 15% investment tax credit on such fixed assets bought for use. 

Export Incentives for Non-Oil Sector: Export proceeds can be retained in 

foreign currency in a domiciliary account with any authorized bank in Nigeria.  

As a special export development to provide financial assistance to private 

sector exporting companies to cover a part of their initial expenses in some 

export promotion activities, including training courses, symposia, seminars and 

workshops, export market in foreign markets, trade mission, etc. 

There is also an export adjustment fund scheme which serves as 

supplementary export subsidy to compensate exporters for the high cost of 

local production arising mainly from infrastructural deficiencies, and other 

negative factors beyond the control of the exporter. 

Finally, Nigerian Government established in 1996 an Export Processing 

Zone (EPZ) which allows interested parties to set up industries and businesses 

within demarcated within the zone. Calabar in cross River state has been 

designated as the primary EPZ territory in Nigeria. 

Incentives within the territory include tax to holiday relief; unrestricted 

remittance of profits and dividends earned by foreign investors; no import or 

export licenses are required; up to 100% foreign ownership of enterprises; sale 

of up to 25% of production is permitted in domestic market; etc. 

All exports under the Nigeria Value Added Tax (VAT) system are zero-

rated and dividends received from investment in export-oriented businesses are 

to be free of tax. 
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2.7 A Review of Nigeria Government’s Policy Frameworks in Aid of Foreign 

Direct Investments 

The desire to government to intervene in the FDI operations in the 

country was motivated by the two primary type of market failure: 

1. Information or co-ordination failures in the investment process, and  

2. The divergence of private interest of investors from the economic and 

social interest of the country (Aremu 2003).  

To optimize the impact of FDI, UNCTAD (1999) suggested that government 

of developing countries like Nigeria need to address the following issue:  

(a) Information and coordination failure in investment, 

(b) Infant industry considerations in the development of local enterprises, 

which can be jeopardized if inward FDI crowds out those enterprises, 

(c) The static nature of advantages transferred by TNCs in situations where 

they fail to invest sufficiently in relevant capabilities or where domestic 

capabilities are low and do not improve overtime, and 

(d) Weak bargaining and regulatory capacities on the part of host country 

governments, which can result in an unfavorable distribution of benefits 

from social perspective. 

In formulating FDI policy objectives are strategies the overall 

consideration with regards to international Investment Agreements on how it 

would assist developing countries to attract appropriate FDI inflows, while at 

the same time allowing sufficient policy space for the countries concerned to 

regulate them in the interest of benefiting maximally from such FDI inflow. 

2.8 The Period before Independence 

 According to Aremu (2003), pioneer manufacturing establishment 

started to emerge in the 1950s due to increasing competition among different 

European merchants as well as due to mounting pressures from indigenous 

entrepreneurs and emerging political class. These development forced the 
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colonial administration to encourage the infant firms of British origin by given 

them generous incentive packages to enable them establish their commercial 

hegemony while denying other interests same prior to independence, a lot 

more incentives were granted British investors to guarantee their control of the 

economy even after political independence.  

Examples of such policy line are: 

1. The aid to pioneer industries ordinance and the income tax(Amendment 

ordinance of 1952),  

2. Industrial Development (import Duties Relief) Acts of 1957, 

3. Industrial Development (income Tax Relief) Act of 1958, 

4. Customs Drawback regulations of 1959, and 

5. Income Tax (Amendment) Act of 1959. 

2.9 The Period after Independence 

The economic though of the ruling class was an open economy which 

will engender external capital and modern technological inflow which will in 

turn jump-start economic progress.  

As a result, a high degree of protection was accorded foreign investors 

and the official economic policy was generally termed Laissez faire. The 

Industrial development (income Tax Relief) Act, 1958 became very effective 

as it provided relief for foreign companies in Nigeria by granting them pioneer 

status. This status qualified these companies for tax holiday for a maximum of 

five year from date of operation.  It also allows for accelerated depreciation on 

capital assets so that these companies can amortize such resources within a 

short time. 

Other policy acts of the period include: 

1. The Exchange Control Acts, 1962 which stated interlaid that nobody 

within Nigeria could make any payment to anybody outside Nigeria or 

make such payment on behalf of anybody outside Nigeria or make such 
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payment on behalf of anybody resident outside Nigeria without the 

permission of the minister of Finance. 

2. The immigration Act of 1963, which imposed some restrictions on the 

employment of foreigners in Nigeria’s workforce without the permission 

of the minister feeling emanated among the political class that FDI 

possesses some levels of neo-colonialist connotations as foreign investors 

continued to exercise power that were assumed with withdrawn at 

independence consequently, there were national campaigns that Nigerians 

must occupy prominent positions in the ownership, control and 

management of factors of production within its territory.  This culminated 

in the Indigenization Policy of which Achebe (1974) stress that, Nigeria’s 

Indigenization Policy comprised: 

(a) Ownership or capital,  

(b) Board of directors or control, 

(c) Manpower or personnel, and  

(d) Technology in terms of selection and absorption.  The 1970 -1974 (FGN 

1970) second National Development Plan spelt out that ‘Economic 

Nationalism is directed at the progressive elimination of foreign 

dominance in the national economy, not merely in terms of nominal 

financial ownership, but really in terms of the level of managerial and 

technological control.    

The validity of this statement derives from the fact that the interest 

participate actively in those areas of the economy where Nigerian capital or 

technology is either inadequate or non-existent. Later events realized in the 

early 1980s revealed that the enterprises promotion Acts were not sustaining 

the policy objective of enhanced foreign investment inflow needed to move the 

economy forward (Sofowora 2003).  
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Its partial repeal came with the enactment of the Nigerian Enterprises 

promotion (issue of non-voting equity shares) decree 34 of 1987. This Decree 

allowed all public quoted companies to issue non-voting paid-up capital so 

long as such issuance is not more than 20% of the existing nominal share 

capital. The effect was to give foreign investor opportunity to increase their 

percentage holiday in any investment of their choice without much voice.  That 

was the policy’s albatross. 

The indigenization Decree classified all enterprises into Schedules I, II 

and III. Enterprises in schedule II are allowed 4%foreign participation. 

Enterprises with high level of technological sophistication are allowed 60% 

foreign equity participation and classified under schedules I and II, compliance 

with indigenization Act (especially that of 1977) was more or less 

nationalization without adequate compensation. It is crucial to note that the 

management of foreign private investors in Nigerian economy cannot be 

expected to coincide at all times and in every respect with national aspirations.   

A truly independent nation cannot allow its objectives and priorities to be 

distorted or frustrated by the manipulations of powerful foreign investors:  

2.10   The Period of Indigenization 

The main policy thrust of this period was captured in the enactment of 

the following acts of parliament: 

1. The Companies Act of 1968, 

2. The Banking Act of 1969, 

3. The Petroleum act of 1969, 

4. The Patents and Design Act of 1970, and 

5. The Copy Right Act of 1970. 

These laws acted as preludes to the Nigerian Enterprises Promotion Act of 

1972. 

6. The Nigerian Enterprises Promotion Act of 1977. 
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This latter Act was promulgated in realization of the successes of the 

1972 Act which boldly encouraged Nigerians to get more involved in the 

ownership, control and management of certain enterprises.  The 1977 Nigerian 

Enterprises Promotion Act was popularly referred to as the indigenization 

decree; under it, no new enterprises.  

The main objective of the Act is to ensure effective Nigerian participation 

in all areas of the economy while at the same time making it possible for and 

encouraging foreigners to performance of most foreign investment firms fell 

drastically as the Nigerians that took over lacked the required technical 

capabilities to sustain these mere stages or ‘rubber stamps’ to the TNCs 

headquarters. These factors robbed Nigeria the gains of its indigenization 

policy. 

2.11 Other Acts for Foreign Investment Inflow 

1. The World Bank Report (1983) recommended the establishment of 

Industrial Development Co-coordinating Committee to act as a one-stop 

agency to regulate investment environment. The IDCC Act was 

promulgated in 1988 and the agency established on 14th January, 1989. 

Other earlier Acts with similar responsibilities were not abrogated (e.g. the 

industrial development) (Income Tax Relief) Act of 1971, Exchange 

Control Act of 1962, the Immigration Act of 1963, the Industrial 

Inspectorate Act of 1970, the NEP Act of 1977, etc.The problem of who 

does what arose.  The agencies were working at cross purposes with each 

other and also, administrative inconsistencies and inadequacies made the 

IDCC to perform below expectation. 

2. Debt conversion programme was another strategy the Nigeria 

Government concocted to instill confidence among foreign investors 

(Aremu, 2003). According to the Nigerian DCP Guidelines (1988, 2001), 

priority attention would be given to  



46 
 

(a) Investment in production processes based on at least 70% local content 

especially in agriculture, production of raw materials for export, 

(b) Investment with high employment content 

(c) Investment for the extraction, exploration and commercialization of 

Nigeria’s mineral, forestry and other natural resources.  Debts owed in 

these areas to expatriates were being converted to investments deemed to 

have been made by them.  

3. The Nigerian Enterprises Promotion Act 54 of 1989 principally removed 

the barriers in the NEP Act of 1977. Schedules II & III were made 

irrelevant and as such foreigners can own as much equity as the wished in 

any sector of their choice Schedule was watered down such that foreigners 

who satisfied Section 1(2) of the Decree can invest in those areas which 

hitherto were the exclusive reserve of Nigerians. 

4.  The Companies and Allied Matters Act 1990 deals with the formation, 

status, management and winding-up of companies in Nigeria irrespective 

of ownership origin.  However, Section 54 of the Act made it mandatory 

for foreign firms who before or after the commencement of the Act were 

incorporation outside Nigeria, but having the desire to transact business in 

Nigeria to take all necessary steps to obtain incorporation without which 

they would no longer be permitted to carry on business in the economy. 

5. Nigeria Investment Promotion Commission Decree 18 of 1995.   This 

Decree replaces and repeals the IDCC Decree 36 of 1988 on matters of 

incorporation involving foreigners with the deleting of petroleum 

enterprises from the enterprises hitherto prohibited to foreign and local 

investors, the Decree was amended in 1998 by the Nigerian Investment 

Promotion (Amendment) Decree 32,1998, Section 17 of the Decree 

provides that “except as provided under Section 18 of the Decree,  a non-

Nigerian may invest and participate in the operation of any enterprise in 

Nigeria, and by virtue of Section 4, the commission “shall be the agency 
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for the Federal Government to co-ordinate and monitor all investment 

promotions and activities to which this decree applies; the relevance of the 

NIPC Decree to FDI is that through it, there are no more restrictions on the 

percentage of equity participation by foreigners in Nigerian companies”. 

Foreigners can also invest in any enterprises of their choice. The NIPC has 

powers to issue guidelines and procedures which would spell out areas of 

priority in investments and prescribe applicable incentives and benefits 

which are in conformity with Government Policy. 

6. Foreign exchange (Monitoring and Miscellaneous Provisions) Act, 1995 

this Act was instituted together with the NIPC Act to liberalize transactions 

involving foreign exchange and thereby commanding a freer flow of FDI.  

With its establishment, the following Acts became indirectly repealed; the 

exchange control Act (1962), its amended version, the Exchange Control 

(Ant sabotage) Act, 1984; the foreign currency (Domiciliary Account) Act, 

1985, and the Second Tier Foreign Exchange Market Act, 1986 (Aremu, 

2003). 

7. Investment and Securities Act, 1999.  This Act was put in place on the eve 

of military exit from power on May 26, 1999 to further deregulate and 

enhance the development of the Nigeria Capital Market for greater inflow 

of FDI.  

 
The strength in the investment and securities Act 1999 is obtainable in 

the provision that” if provisions in any other law, including the enactments 

specified in Sub-Section (1) of this Section 8 of the Act is found inconsistent 

with the provisions of this Act, the provisions of this Act shall remain valid 

while those other provisions in the other enactments, to the extent of their 

inconsistency would become null and void. 
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2.12 Post 1999 Period – The Democratic Era 

To encourage more foreign direct investments, a lot of legislations have 

been passed and others in existence amended with a view to ensuring that the 

legal regime in adequately taken cares for their investments. Some of these 

laws include: 

1. Corrupt Practices and Other Related Offences Act 2000: This Act 

established the Independent and Corrupt Practices Commission otherwise 

known as Anti-Corruption Commission and came into effect on Tuesday, 

13th June, 2000. The main aim of the law is  

(a) To combat corruption which has eaten deep into the fabric of every face 

of the society; 

(b) To ensure sustainable development and progress in Nigeria 

(c) To ensure stability in governance; 

(d) To bring back the glory and image of Nigeria among the comity of 

nations; 

(e) To promote efficiency, transparency, accountability in governance; 

(f) To substantially clean our society of the menace and evil of corruption;  

(g) To incorporate the spirit of national rebirth by cleaning the Augean stable 

to rid the land of corruption; 

(h) To improve the wholesomeness of the nation and the society to purify the 

society; and 

(i) To live in a sane, just and decent progressive society. 

2. Economic and Financial Crimes Commission Act of 2002: The 

commission is responsible for: 

(a) The enforcement and the due administration of the provision of the Act; 

(b) The investigation of all financial crimes including but not limited to 

advance fee fraud, money laundering, counterfeiting, illegal charge 

transfers, futures markets fraud, fraudulent encashment of negotiable 
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instruments, computer credit card fraud, contract scan, etc. 

(c) The co-ordination and enforcement functions conferred on another person 

or authority. 

3. Money Laundering Act (Amendment Bill 2002) 

The Act makes provisions for prevention of money laundering by 

(a) Limiting the amount of cash payments that can be made or accepted. 

(b) Regulating over-the-counter exchange transactions; 

(c) Providing for the proper identification of customers; and 

(d) Empowering the national drug law enforcement agency to place 

surveillance on certain bank accounts. 
 

2.13 The Role of Nigerian Investment Promotion Commission (NIPC) in 

Attracting Foreign Direct Investment (FDI) in Nigeria 

The United Nation Industrial Development Organization (UNIDO, 

2008), reported that the flow of foreign direct investment globally reached an 

all time high of US$1.3 trillion during the year 2000.  Investment promotion 

agencies (IPAs) in many parts of the word, especially in the highly developed 

economics of Europe and North America, and also booming Asian economies 

of china, recorded high volumes of business and celebrated  further success in 

attracting new investment to their countries (UNIDO, 2008).  

Most of this investment flow however, was concentrated in the highly 

developed areas of European Union, the United State of America and Japan 

which together accounted for 71% of world inflows of FDI (UNIDO, 

2008).consequently the Africa share of world investment fell from its previous 

1% to a further low of a more 0.67% (UNIDO, 2008).   
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As a consequence, African countries were encouraged and supported to 

set up Investment Promotion Agencies (IPAs) so as to “market” their 

attractions and create a one-stop-shop and to smooth the pathway for coming 

investors. (Asiedu, 2003), pointed out that even with her abundant natured 

resources and large market, the inflow of FDI in Nigeria has been a mediocre. 

As a comparison in the year 2002, Nigeria with an estimated FDI of 

US$22 billion, while Malaysia with much fewer population and far less natural 

resources attracted FDI that almost tripled the Nigeria’s figure of US$22 

billion-and not much has changed since then (UNIDO, 2008). 

As a country desirous of improving its lot, Nigeria has also accepted the 

advice that she should more actively “market” herself to the international 

investment community.  

In doing this, she has created an investment promotion agency, Nigeria 

Investment Promotion Commission to provide a “one-stop-shop to smoothen 

the path and remove obstacles facing incoming investment. Nigeria also 

attempts to promote itself within the market place for FDI by urging her 

employ techniques which could serve as investment incentives.  Although 

there is a vast body of literature on the FDI contribution to the nation’s 

development. This issue is of great concern because any government who has 

the eagerness to attract foreign direct investment has to undertake specific type 

of marketing called investment promotion agencies (IPAs).   

Today’s investment promotion is related to unprecedented growth of 

FDI in the last two decades, which becomes probably the most prominent 

source of private capital for developing countries and economics in transition 

(Wells and Wints, 2001). Today’s investment promotion is related to 

unprecedented growth of FDI in the Last two decades, which becomes 

probably the most prominent source of private capital for developing countries 

and economics in transition (wells and wits, 2001). 
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The Role of IPAs in attracting the inflow of foreign capital (NIPC):  

The section discusses the role of IPAs in encouraging inflow of foreign 

capital. The increasing efforts to developing economics to attract and stimulate 

investment have led, over the years, to the establishment of Investment 

Promotion Agencies or similar government institutions with the prime function 

of stimulating domestic investment and attracting foreign investment of 

multinational firms has been the focus of some studies, notable (Kim, 1987); 

Le crew, (1983); and Poynter (1982).  Later studies however, paid much 

attention to the relationship between investment promotion and FDI inflow.  

Worthy of note in this regard is the work of several researchers such as Wendy 

(2009); Dees (1998); Romer (1990); Sagi (1999); Heintz and Sacz, (2008); 

Borenstern and Lee (1998); Wells and Wint (2001) and Trnik (2007). Asiedu 

(2004) found that there was a general decline in Africa’s foreign direct 

investments’ global position despite the efforts countries in the continent 

Morisset (2001) on the other hand, concluded that to improve the climate for 

foreign investment, an econometric analysis indicates that strong economic 

growth and aggressive trade Liberalization can be used to fuel the inflow of 

FDI Mali and Mozambique were cited as the two countries that have shown 

spectacular improvements in their business in the 1990s because of the 

implementation of few visible actions, which were essential in the strategy of 

attracting foreign investment.  

Asiedu and Gyimah-Brempong (2008) also concluded that liberalization 

of policies through IPAs has a significant and positive effect on Foreign Direct 

Investment. However, according to the central Bank of Nigeria, CBN, FDI 

inflow to Nigeria has averaged about USD 1.184 billion per year since 1997, 

declining every year except for 2001 (Ibru, 2002).   The study by Abeson and 

Taku (2007) showed that foreign firms in Nigeria between 1975 and 1985 

experienced a high level of government intervention and that some companies 

pulled out of Nigeria because of this.  
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The response of Federal government to this disturbing situation had led 

to a series of reforms one of which is the coming into being of NIPC as a one-

stop-shop investment centre.  

The Nigeria Investment Promotion Commission created especially for 

this purpose (NIPC, 2003). One-stop-shop centre (such as NIPC) is where 

relevant government agencies are brought to one location, coordinated and 

streamlined to provide efficient and transparent services to investors. It 

shortens and simplifies administrative procedures for the issuance of business 

approvals, permits and licenses and company incorporation, thereby removing 

bottlenecks face by investors in establishing and running business, and 

ultimately, reduces the cost of doing business in the country. 

Furthermore, NIPC also has the responsibility to ensure the realization 

of the maximum benefits of the policies of liberalization and deregulation of 

the national economy. 

In fact, the policy priorities of the presidency’s office of investment 

include: getting the right processes and incentives in place for a competitive 

business climate as well as removing administrative bottlenecks to encourage 

investment (UNCTAD, 2008). In addition, NIPC provides statistical data and 

information on the Nigerian economy, good investment climate, legal and 

regulatory framework as well as sector and industry specific information to aid 

existing and prospective investors in making informed business decisions 

(NIPC, 2003). The commission improves the image of Nigeria globally with 

messages tailored to reduce negative perception about Nigeria. 

The Nigeria investment promotion commission provides the following 
services: 

 Provides up-to-date information on investment opportunities available in 

the country. 

 Links foreign investors with local partners.  

 Provides information on available incentives for investment. 
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 Issues business permits to foreign investors coordinates the issuance of 

expatriate quota work permits. 

 Negotiates in consultation with appropriate government agencies, specific 

incentive packaged for investors. 

 Enters directly into bilateral agreement with investors for purpose of 

investments protection  

 Identifies specific projects and invites interested investors to per take in 

them. 

2.14 The Industrial Analysis of the Nigeria Mobile Telecommunication 

(MOBTEL) 

According to the UNCTAD Report (2009, p.18) FDI has made a 

marketable influence on the growth of the Nigeria Mobile Telecommunication 

(MOBTEL) since the launching and licensing of the Global System for Mobile 

Communications (GSM) in the Year 2001.  The reported noted that within the 

first two years of issuing licensing certificates to Econet, Zain formally Celtel 

and MTN for two hundred and eighty five million dollars each, they had over 

2.2 million subscribers of which MTN alone had invested more 3 billion 

dollars to date and Zain has pledge another 2 billion dollars. Thus, there has 

been a remarkable impact of Foreign Direct Investment under competition 

conditions in the Nigeria Mobile Telecommunication Industries (UNCTAD, 

2009, p.18).                         

According to Isaac Fadeyibi (2011) in the article, Industrial Analysis of 

the Nigeria mobile Telecom, the Telecommunication industry has been 

experiencing accelerated growth in a way that makes it to be considered as one 

of the most Lucrative industry in the region.  The sector sprung up as a result 

of the regulation process to allow private investors to participate in the 

industry. As a result of this deregulation, new upstart investors came into 

existence from nowhere. 
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These include the South Africa MTN giant, the Nigerian GLOBACOM, 

CELTEL, STARCOM, etc to mention a few (Isaac Fadeyibi, 2011).                

The Nigerian Mobile Telecommunication Industry is been reported to 

have contributed about eight percent to the Nigerian’s GDP which make it the 

3rd largest contributor as of the end of the Year 2010. 

Also, according to the website of Enzine articles (2011) the Nigerian 

Telecommunications market is mainly in three division of Urban, Semi-Urban, 

and rural Market area. It is estimated that the Urban Telecommunication 

density is approximately 65%; the semi Urban 45% while the rural areas 

covers more or less of 15% of the telecommunication density. The offers in the 

market are mainly Global System for Mobile Communications (GSM) and the 

Code-Division Multiple Access which is a spread spectrum technique that 

spreads the band width of the data uniformly for the same transmitted power. 

The summary of the leading actors of the mobile telecommunication 

companies in Nigeria published by the Nigeria communication is a follows: 

Table 3: Quarterly Summary of the Nigerian Active Telephone Users in 

2010 

Operators March 2010 June 2010 Sept 2010 Dec 2010 

MTN 33,300,000 34,550,000 36,530,000 38,683,520 

GLOBCOM 17,175,826 17,190,980 17,604,848 19,627,415 

CELTEL 15,087,314 15,201,746 15,551,840 15,834,243 

M-TEL 258,520 258,520 258,520 258,520 

EMTS 2,868,802 4,108,465 5,417,393 6,791,986 

Sub-total (GSM) 68,690,462 71,309,711 75,362,600 81,195,684 

STARCOMMS 1,673,620 1,266,438 1,274,623 1,149,380 

VISAFONE 2,761,843 2,699,898 2,598,433 2,555,876 

MULTILINKS 2,164,023 1,908,976 1,718,812 1,454,704 

RELIANCE TELCOM 1,058,816 958,597 939,153 939,145 

Source: www.loyokezie.comwp-content/uploads/2011/03/ncc-telecoms-report-

2010.png. 
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Success and growth rate in the telecom sector website of African 

Telecoms News (2011), the number of mobile subscribes in Nigeria as at 

December 31, 2010 was 87.3 million active users having a penetration rate of 

about 55%.  This implies that the Nigerian mobile telecommunication industry 

is experiencing accelerated growth as one of the leading telecommunication 

industry in African. Also according to the same website of African Telecoms 

News (2011), it is expected that the total number of active mobile users in the 

Nigerian market will rise to about 30% from eighteen million users as the Year 

2005 to about ninety million at end of the Year 2011 with an equivalent 

penetration rate from 14% to about 61%. 

UNCTAD Report (2005) started that steady electricity and power 

generation have been a major setback on Nigeria business competitiveness and 

quality of life. This has mainly been due to the unreliable frequent power 

outage and shortages that hurt business operations. However the report noted 

that there have been improvement and privatization reforms in process in the 

past few years to a number of independent power producers to help generate 

adequate power for both private and public business activities.  

In conclusion, it could be said that the Nigerian government is making 

concerted effort besides the oil industry to stimulate the investment 

environment and attract foreign investors to the Nigerian economy in different 

sectors and ways. These covers the major and key services sectors of which the 

Nigerian telecommunication is one of the accelerated growing, power will 

provide stable and reliable electricity generation and as well making transport 

and logistics networks competitive and reliable for investors. 
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2.15   Summary of Literature Review  

 The desire for rapid economic emancipation leads nations to adopt 

incentive economic policies to attract foreign direct investment. This same 

economic reasons drag MNCs into undertaking investments abroad to produce 

the same goods they could produce at home. The identified benefits of FDI to 

an economy include: 

 The transfer of technology 

 Increased productive efficiency due to competition among multinational 

subsidiaries 

 Improvement in the quality of management in other firms and not just the 

host firm 

 A health balance of payments position through the inflow of investment 

funds 

 Increase in expert 

 Increase in savings and investment 

 Faster growth of output and empowerment 

 Welfare improvement due to lower prices of goods and the introduction of 

new or better quality goods and services. 

Countries are however advised not to swallow the doctrine of FDI hook, 

line, and sinker as some of the activities of investors may impede the economy 

they were intended to boost some of the arguments against FDI are: 

They may lower domestic savings and investment rates by stifling 

competition through exclusive production agreements, and failing to reinvest 

most of their profit. 

The repatriation of profits, interests, royalties, management fees, and 

other funds may worsen the balance of payments position. 
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The granting of liberal tax concessions, transfer pricing, excessive 

investment allowances, disguised public subsidies and tariff protection 

provided by host countries reduces public revenue. 

The multinationals sometimes use their economic power to influence 

government policies in directions unfavorable to the development of the host 

economies. 

The literature also revealed that a lot has been done in the provision of 

legal framework since independence to aid FDI inflow. 

However, the lack of required human capital, strong and effective 

administrative system to negotiate with the multinational corporations has 

remained impediments to attracting favorable FDI.  Foreign investors are now 

free to invest in all enterprises except arms and ammunitions production, 

dealing in narcotic drugs as well as production of military wears and 

accoutrements.  More incentives should be provided in Agricultural sector to 

attract worthy and sizeable foreign investment. 
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CHAPTER THREE 

3.0 Research Methodology  

This work seeks to know the impact of foreign direct investments on the 

Nigerian economy. Researchers have revealed that a major feature of the 

financial market integration process has been domestic and international 

financial liberalization. Not only have restrictions on international financial 

transaction been removed as countries have moved away from polities of 

financial repression. Eichengreen and Mussa (1998:177).  As a result of 

widespread liberalization of domestic finance in the 1970s, and particularly 

1980s, and in Nigeria 1990s, banks were freed from suffocating regulations 

turnover on foreign exchange, equity and debt markets rose dramatically (The 

Economist, 20th January, 1999).  In the same way the liberalization 

deregulation movement in the OECD countries removed many of the capital 

and foreign exchange controls and barriers that existed as an impediment to a 

globally integrated economy.  Consequently, there were freer and improved 

flow of FDI to countries of choice depending on the motive of the investors 

and the investors and the incentives available to them.  From the foregoing this 

work will study the foreign contents of Nigeria’s economic activities in 

retrospect, and using the results to gauge improvements subsequently.  

Therefore, secondary data will be most employed in the analysis of this study.  

The National Gross Domestic Product for the relevant periods will be 

regressed against the corresponding foreign content of sectorial activities to 

determine which sectors are significant in their contribution towards economic 

growth as measured by the GDP. 
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3.1 The Design of the Study 

This study is analytical in nature and will draw more from secondary data 

because the researcher believers this will yield more information than primary 

sources especially in our Nigerian environment in which a greater percentage 

of even the very literate individuals are sparsely conversant with financial and 

economic matters. 

3.2 Sources of Data 

 Because this work principally involves investigating the relationship 

between foreign private investment and the Nigeria economy in light of the 

different economic sectors earlier enumerated, recourse would be taken on the 

various publications of the central bank of Nigeria and federal office of 

statistics on economic matters.  

3.3 Model Specification 

The thesis: The impact of foreign direct investment on the Nigerian 

economy. The growth of the Nigeria economy depends on to a large extent on 

foreign direct investment.  

The foreign direct investment is subdivided into mining and quarrying, 

manufacturing and processing, agriculture forestry and fisheries, transport and 

communication, building and construction.  

The econometric form of the model can be stated as follows:                                              

Gross domestic product is a foreign direct investment on mining and 

Quarrying (MAQU); Manufacturing (MANU); Agriculture (AGRIC); 

Transport and Communication (TRCOM); Building and Construction 

(BUCON). 



60 
 

 
However, economic variable do not normally follow the simple linear 

form but non linear form. Therefore the equation is transformed into log form.  

LNGDP = B10 + b11 LNMAQU + b12LNMANU + b13LNAGRIC + b14 

LNTRCOM + B15LNBUCON + U  

Where LNGDP is the log of gross domestic LNMAQU as the log mining and 

quarry 

LNMANU is the log of manufacturing output 

LNAGRIC log of agricultural output  

LNTRACOM log of transport and communication 

LNBUCOM log of business and communication 

B10 is the intercept 

B11, b12, b13, b14, b15, b16, are the slopes  

U is the error term. 

3.4    Method of Data Collection 

The data to the analysis were sourced through Central Bank of Nigeria, 

statistic bulletins of various issues. The data covered the period 1986 to 2012. 

The variables are gross domestic product, foreign direct investment on mining 

and quarrying, manufacturing, agricultures, transport and communication, 

building and construction.  

3.4.1  Method of Data Analysis     

The data will be analyzed using multiple regressions while the data for 

the test will be violation of the assumption will be analyzed using Augmented 

Dickey fuller test, Johansen co integration test, granger causality test.  
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The parameter estimates 

The parameter estimates b10, b11, b12, b13, b14, b15, b
16 are estimated from 

the formula. 

 

Therefore the estimate regression equation is given as  

y = b0 + b1x1, b1x2, b3x4 + U. 

 

3.4.2 Modu Fitness  

 Y = b0 + b1x1 + b2x2 + b3x3 + b4x4 + U    

The co-efficient of determination measure the proportion of the change 

in the dependent variable caused by the explanatory variables. It is given by 

the formula:  

If the value of R2 or R-2 is high it shows a good fit. 

 
 

3.4.3 Test For Individual 

Hypothesis Using T-Test  

 The t test if use to know if each of the explanatory variables has a 

significant impact on the dependent variable while the other explanatory 

variable are held constant 

 Ho: b1 = 0, 1 = 1, 2, 3…n 

 b1 = 0, 1 =1, 2, 3…n 

There is no significant relationship between gross domestic product and 

each of Foreign Direct Investment on manufacturing, Agriculture, mining and 
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quarrying, transport and communication, building and construction, trade and 

business.  

 Hi: b1≠, for at least one 1≠ j 1 = 1, 2…n 

Here a significant relationship exists between gross domestic product 

and at least one of these explanatory variables. 

tcal =  

Decision Rule 

The t-calculated is compared with t tabulate and the null hypothesis is 

rejected. If the t calculated is greater than the t tabulated but where the t 

calculated is less then t tabulated we will accept the null and reject the 

alternative hypothesis.  

3.4.4 Joint Test 

This test is carried out to see if the explanatory variables are jointly related to 

the dependent variable. The null and alternative hypothesis is given as 

Ho: N2 = N2…µ = 0 

There is no significant relationship between Y and the entire explanatory 

variable jointly.  

Hi: N≠ N, to some i j 

Some of the explanatory variables have significant influence on the 

dependent variable. 

The ANOVA table is summarize with analysis of variable table given as 

Source of variation D.F Sum of square Means of 
square 

F – Value 

Regression k-1 B1 Ex2 (£y) 2 

 
B = TRSS 

 

 

 
 

 

Error n – k ESS ESS/n-k 
Total n – 1 TSS  
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Source: Egbulonu 2007:135 

Fcal =  

 

Decision Rule 

If tcal is greater than t tabulated, we reject the null hypothesis and accept the 

alternative hypothesis that explanatory variables jointly affect the dependent 

variable. But if otherwise accept H0. 

3.4.5 Test for the Validity of the Classification Assumptions  

 These tests include augmented unit root test for the test of stationary.  

The test for long run relationship using Johansen co integration test. The test 

for causality using the causality test, the test for multicolinearity using 

condition index. The auto correlation using the Durbin Watson test. 

3.4.6   Unit Root Test 

Test for stationary is conducted to determine the actual order of 

integration of the variable involves the use of augmented Dickey fuller test 

(ADF).  The ADF tested is run against the null hypothesis that there is no unit 

root that means the time series is non stationary.  

 The decision rule is to reject the null hypothesis if the ADF statistic is 

less than Mackinnon critical values at different values of significant with 1%, 

5% and 10%. The choice of appropriate log length for the test is based on 

Schwarz information criterion.  

We reject the null hypothesis and accept the alternative hypothesis that the 

explanatory variables joint effect the dependent variables. But if otherwise 

accept the null. 

3.4.7 Granger Causality Test          

This test is undertaken to check whether x causes y to move, and to 

determine how much of the current y can be explained by past values of y, if is 
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said to be granger cause by x, if x helps in prediction of y or if the co-efficient 

of the lagged x’s are statistically significant. 

 

Decision 

If values for x1 coefficient are statistically significant but those for the y1 

coefficient are with the y case x (y –˃ x).if  both y and x1 are significant then 

there exist derivational casualty between x and y (x –˃ y). 

3.4.8 Co-Integration Test  

This is used to test for long run relationship among economic variables. 

It states that if a long run relationship exist between two variables then the 

deviations through the long run equilibrium path should be bounded and the 

variable are then said to be co integrated.  

For decision taking, we compare the likelihood ratio with critical value 

at difference level of significance. If the value likelihood ratio is greater than 

critical value, we reject the null hypothesis and reject the alternative hypothesis 

that long run relationship exist among the variables of the model.  
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CHAPTER FOUR 

4.0 Data Presentation and Analysis 

Foreign investment is an injection of foreign economic might on a 

domestic economy with the intention of boosting that economy and netting 

profits for the investors. In Nigeria, the investment terrain is so open that 

foreigners are allowed entry into almost any sector of their choice. This chapter 

therefore presents the economic scenario Vis-à-vis- its performance as 

measured by the Gross Domestic Product which is the index for measuring 

growth or otherwise in the domestic economy. 

For the purpose of this analysis and to actually investigate the impact of 

foreign direct investment on the Nigerian economy, the total cumulative 

foreign private investment in the five distinguished sectors of the economy is 

listed; 

 Mining and Quarry (MIQU) 

 Manufacturing and Processing (FDMANU) 

 Agriculture, Forestry and Fishery (FDAGRIC)  

 Transport and Communication (FDTRCOM) 

 Building and Construction (FDBUCOM) 

Finally, the data for analysis is the GDP against the foreign component 

of the above five economic sectors. 
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Table 4: National Analysis of GDP 
 

 

YEAR 
REAL GROSS 
DOMESTIC 
PRODUCT 

(GDP) 

 

FDI 
MINQU 

 

MANUP 
 

FDIAGRIC 
 

FDITRNCOM 
 

FDIBUCON 

1986 20,5971.4 2,510.4 2,810.2 128.2 80.4 501.6 

1987 20,4806.5 2,260.2 3,122.3 117.3 75.6 462.6 

1988 219,875.6 3,403.0 3,637.0 128.9 160.6 492.7 

1989 236,729.6 636.7 5,406.4 134.8 158.2 481.8 

1990 267550 1,091.6 6,339.0 334.7 240.5 743.6 

1991 265,379.1 (810.0) 8,692.4 382.8 373.2 1,471.6 

1992 271,365.5 6,417.2 9,746.3 386.4 391.5 1,406.6 

1993 274,833.3 27,686.9 12,885.1 1,214.9 426.4 71.2 

1994 275,450.6 26,680.0 14,059.9 1,208.5 429.6 1,707.0 

1995 281,407.4 56,747.3 27,668.8 1,209.0 374.8 1,553.0 

1996 293,745.4 56,792.3 29,814.3 1,209.0 485.6 1,864.3 

1997 302,022.5 59,221.4 31,297.2 1,209.0 672.6 1,259.8 

1998 310,890.1 59,970.5 34,503.9 1,209.0 689.2 3,888.3 

1999 312,183.5 58,855.4 36,282.1 1,209.0 820.3 3,995.9 

2000 329,178.7 60,710.9 37,333.6 1,209.0 820.3 3,995.9 

2001 356,994.3 61,611.9 37,779.6 1,209.0 955.3 4,211.9 

2002 433,203.5 61,611.9 39,953.6 1,209.0 1,736.3 4,293.9 

2003 477,533 61,809.1 45,719.4 1,209.0 2,890.5 4,545.8 

2004 527,576 62,145.7 102,995.8 1,209.0 4,281.1 5,194.1 

2005 561,931.4 80,789.4 133,894.5 1,209.0 5,565.4 6,713.3 

2006 595,821.6 105,668.4 212,729.4 1,209.0 8,291.0 10,461.1 

2007 634,251.1 132,085.5 219,512.0 1,329.9 10,758.2 12,030.2 

2008 672,202.6 91,963.6 155,938.3 1,999.2 7,996.8 9,996.0 

2009 716,949.7 85,606.6 174,302.1 2,647.6 13,238.1 8,825.4 

2010 776,332.21 259,578.58 259,577,58 1,796.425 10,071.025 10,328.15 

2011 834,000.83 125,069.04 202,332.5 1,943.2813 10,516.031 10,294.913 

2012 884,893.00 115,554.46 198,037.62 2,096.626 10,455.489 9,861.1158 
 

Source: Central Bank of Nigeria (CBN) Statistical Bulletin (2009, 2010, 2011 & 2012) 
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4.1 Data Analysis 
 
Table 5: Test for Stationarity Using Augmented Dickey-Fuller Unit Root 
Test 
 

 
Variable 

 
At level 

At first 
difference 

At second 
difference 

Level 0 
Integrit

y 
FDIMANUP - 151287 - 2.492526 - 4.092403 1(2) 

FDIAGRIC - 1.94644 - 3.089871 - 6.77445 1(2) 

FDITRANCOM - 0.297932 - 3.025773 - 5.252727 1(2) 

FDIBUDCOM - 1.220115 - 5.531164 - 6.108315 1(1) 

FDIMINQU - 1.378018 2.299369 - 4.577989 1(2) 

RGDP 0.185307 - 2.083667 - 3.152179 1(2) 

Mackinnon At 1% At 5% At 10%  

Critical valves - 3.7858 - 3.0114 - 2.6457  

Source: E-view package version 7 

 

Decision Rule 

The result shows that at first difference the valve of Foreign Direct 

Investment on Agriculture, Transport and Communication, Foreign Direct 

Investment on Building and Construction are greater than the Mackinnon 

critical valve implying that they are stationary and first difference while real 

Gross Domestic Products, Foreign Direct Investment on Mining and 

Quarrying, FDI on manufacturing and processing are stationary at second 

difference all at 5% level of significance. 

Table 6: Test for Long Run Relationship Using Johansen Co-Integration 
 

Eigen valve Likelihood ratio 5% Critical valve 

0.288173 7.47825 3.76 
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Decision Rule 

Since the likelihood Ration (7.47825) is greater than critical value at 5% 

(3.76), we conclude that there is a long run relationship among the variable of 

the model. This implies that the regression analysis can be used for long run 

prediction since there exist a long run reflection among the variable of the 

model which include real gross domestic product as the dependent variable and 

foreign direct investment in manufacturing, aquaculture, building and 

construction, mining and quarrying (see appendix page 90). 

Table 7: Test for Causality Using Pair Wise Granger Causality Test 

Pair wise granger causality test at lag 2 
Null hypothesis Obs F statistic Probability 

LNKDIAG does not Granger caused INFDIMA 
LNFDIMA does not Granger caused LNFDIAG 

 
22 

0.27741 
0.76058 

0.76111 
0.48266 

LNFDIB does not Granger caused INFDIMA 
INFDIMA does not Granger caused LNEDIB 

 
22 

0.03652 
2.56334 

0.96422 
0.10642 

LNFDIBC does not Granger caused INFDIMA 
INFDIMA does not Granger LNEDIBC 

 
22 

1.48300 
5.48352 

0.25488 
0.01453 

LNFDIMQ does not Granger caused INFDIMA 
INFDIMA does not Granger caused INFDIMQ 

 
22 

0.06429 
0.79316 

0.93796 
0.46846 

LNFDITC does not Granger caused INFDIMA 
INEDIMA does not Granger caused LNFDITC 

 
22 

2.03848 
0.03706 

0.16086 
0.96370 

LNGDP does not Granger caused IFDIMA 
INFDIMA does not Granger caused LNGDP 

 
22 

1.79506 
0.05856 

0.19621 
0.94331 

LNFDIB  does not Granger caused LNFDIAG 
LNFDIAG does not Granger caused LNFDIB 

 
22 

0.08754 
3.85120 

0.91659 
0.04174 

LNFDIBC does not Granger caused LNFDIAG 
LNFDAG does not Granger caused  LNFDIBC 

 
22 

0.56602 
3.30142 

0.57812 
0.06146 

LNFDIMQ does not Granger caused LNFDIAG 
LNFDIAG does not Granger caused LNFDIAQ 

 
22 

0.18965 
12.4061 

0.82898 
0.00048 

LNFDITC does not Granger caused LNFDIAG 
LNFDIAG does not Granger caused LNFDITC 

 
22 

3.65683 
0.52877 

0.04776 
0.59871 

Source: E-view package version  
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Decision Rule           

The result shows that LNFDIMA granger causes LNFDIBC, LNFDIAG 

granger cause LNFDIMA While LNFDITC granger case LNFDIAG for the 

probability valves of these variables all are less than 5 percent. 
 

 
Table 8: Multiple Regression Result Dependent Variables in LN Real GDP 

Variables Coefficient Std error t-statistic Probability 

C 2.393984 1.712264 1.398139 0.1791 

LNFDIMA 0.414638 0.505968 0.819495 0.4232 

LNFDIAG - 0.229562 0.304250 - 0.754517 0.4603 

INFDIBC 0.149255 0.173481 0.860352 0.4009 

LNFDIMQ 0.590908 0.189698 3.114990 0.0060 

LNFDITC 0.340345 0.317587 1.071659 0.2980 

Source: E – view package 
 

R – Squared = 0.94594 

Adjustment R – Squared = 0.930940 

Durbin Watson stat = 2.891884 

F – Statistic = 63.010  

F tabulated = f0.05, 18, 5 = 3.16 

t tabulated = 60.025, 18, = 2.101 (n-k) (24 – 6 = 18) 

 

Source: E – view package 

LNRGDP = bo + b1 LNFDIMA + b2 LNFDIAG + b3 LNFDIBC + b4 

LNFDIMQ + b5 LNFDITC + U 

where 

LNRGDP is natural logarithm for real gross domestic products 
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INFDIMA is natural logarithm for foreign direct investment on manufacturing 

and processing  

LNFDIAG is natural logarithm for foreign direct investment on Agriculture. 

LNFDBC is natural logarithm for foreign direct investment on building and 

construction  

LNFDIMQ is natural logarithm for foreign direct investment on mining and 

quarrying  

LNFDITC is natural logarithm for foreign direct investment on transport and 

communication   bo is the intercept 

b1, b2, b3, b4, b5, are the slopes  

u is the error term 

LNRGDP = 2.393984 + 0.414638 LNFDIMA 0.229562 INFDIAG + 

INFDIAG + 0.149255 LNFDIBC + 0.590908 LNFDIMQ + 0.340345 

LNFDITC 

The result shows that there is a positive linear relationship between 

Foreign Direct Investment on manufacturing, building and construction, 

mining and quarrying, transport and communication and gross domestic 

output. This implies that these explanatory variables increase gross domestic 

product.  An crease in LNFDIMA, LNFDIBC, LNFDIMQ and LNFDITC will 

cause GDP to increase by 0.414638, 0.149255, 0.590908, 0.340345 and 

0.340345 respectively. 

While there is an increase relationship between Foreign Direct 

Investments on Agriculture and gross domestic which means that as foreign 

direct investment on Agriculture increases, gross domestic product will 

decrease. 

An increase in LNFDIAG will cause GDP to decrease by 0.229562 

units. While the intercept shows that when the entire explanatory variable 

include on the Models are all equal to zero, the value for the development 

variable will still be positive.  
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In the value for Agriculture output for Foreign Direct Investment is not 

in line with economic evaluation, while the value for Manufacturing, Building 

and Construction, Transport and Communication, Mining and Quarrying are in 

line with economic criterion. 

4.2 Test for Co-Efficient of Determination Using Adjusted R-Squared 

Adjusted R-square value = 0.93 x 100 = 93% this shows that the 

explanatory variable included in the model accounted for 93% variation in the 

dependent variable. This by implication means that Foreign Direct Investment 

on Agriculture, Mining and Quarry, Transportation and Communication, 

Building and Construction influenced real gross domestic product to the time 

of 93 percent. The remaining unexplained variation is taken care of by the error 

term included in model by (u) the error term. 

4.3 Test for Individual Significance Using it to Test   

H0:  There is no significant relationship between Foreign Direct Investments 

in agriculture and gross domestic product. 

H1: There is significant relationship between Foreign Direct Investments in 

Agriculture and gross domestic product. 

 

tcal =  0.8194 

ttab =  2.101 

         Acceptance 
         H0 
  

 
          -2.101                                   +2.101
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Since tcal is less than t tab, we accept the null hypothesis and reject the 

alternative hypothesis that foreign direct investment in agriculture has any 

significant relationship with gross domestic product. 

4.4 Foreign Direct Investment on Manufacturing and Processing 

H0:  Manufacturing and processing, Foreign Direct Investment does not has a 

significant influence on gross domestic product. 

Ha:  Manufacturing and processing foreign direct investment has a significant 

influence on gross domestic product. 

 tcal = 0.819496 

 ttab = 2.101 

 

Decision 

Since t-calculated is less than t tabulated we accept the null hypothesis 

and reject the alternative hypothesis that manufacturing and process foreign 

direct investment has no significant influence on gross domestic product. 

4.5 Foreign Direct Investment on Building and Construction 

H0:  There is no significant relationship between foreign direct investments 

on building and construction. 

HA:  There is a significant relationship between foreign direct investments on 

building and construction. 

  tcal  = 0.860352 

  ttab = 2.101 

Decision 

 Since tcal<ttab, we accept the null hypothesis; reject the alternative 

hypothesis that foreign direct investment on building and construction has no 

impact on gross domestic product. 
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4.6 Foreign Direct Investment on Mining and Quarrying  

H0:  Foreign Direct Investment on mining and quarrying has not impacted 

significantly on gross domestic product. 

HA:  Foreign direct investment on mining and quarrying has impacted 

significantly on gross domestic product. 

  tcal = 3.11499 

  ttab = 2.101 

Decision 

 Since tcal>ttab, we reject the null hypothesis that foreign direct investment 

on mining and quarrying has impacted significantly on gross domestic product. 

4.7 Foreign Direct Investment on Transport and Communication  

H0:  Foreign direct investment on transport and communication has no 

significant influence on gross domestic product. 

HA:  Foreign direct investment on transport and communication has a 

significant influence on gross domestic product. 

  tcal = 1.07659 
  ttab = 2.101 
 

Decision 

Since t call (less than) < than t tab, we accept the null hypothesis and reject the 

alternative hypothesis that foreign direct investment on transport and 

communication has no significant influence on gross domestic product. 
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4.8 Test for Joint Significance using ANOVA  

H0:  Foreign Direct Investment for manufacturing, Agriculture, building and 

construction, mining and quarrying, transport and communication do not 

jointly affect gross domestic product. 

HA:  At least one of the variable for foreign direct investment on 

manufacturing, Agriculture, building and construction, mining and 

quarrying transport and communication affect gross domestic product. 

 
 

 

 
   2.68 

Decision Rule 

Since fcal greater than  >ftab, we reject the null hypothesis and accept the 

alternative hypothesis on  Foreign  Direct Investment (FDI) on Manufacturing 

and Processing Agriculture, Building and Construction, Mining and Quarrying, 

Transport and Communication joint affect Gross Domestic Product (GDP).
 

Test for Autocorrelation using Durbin – Watson test 

Durbin – Watson cal = 2.89188 

Decision 

Since the value for Durbin Watson calculated tends to two than zero this 

shows that there is no positive auto correction in the model. 
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4.9 Discussion of Findings 

The research work on the Impact of Foreign Direct Investment (FDI) on 

the economic growth in Nigeria is evaluated in this study.   

The data were analyzed using multiple regressions after testing for the 

validity of the model while the study finds out that majority of the variables are 

stationary at second difference – using Augmented Dickey – Fuller Unit Root 

Test.   

The Test for long run relationship using Johansen co integration Test 

shows that there is a long run relationship among the variables of the model.   

The multiple regression result shows that there exist a positive linear 

relationship between Foreign Direct Investment on Manufacturing, Building 

and Construction, Mining and Quarrying, Transport and Communication and 

gross domestic output while there exists an inverse relationship between 

Foreign Direct Investment in Agriculture and Gross Domestic products. 

The coefficient of determinations shows that the explanatory variables 

included in the model accounted for 93% (per cent) variables in the dependent 

variable. The individual test shows at 5% (per cent) level of significance, 

Foreign Direct Investment on Mining and Quarrying is statistically significant.  

This implies that despite the fact that Foreign Direct Investments have 

been flowing into the country (Nigeria), but majority of the foreign 

investments are targeting the mining and quarrying because of the profit 

seeking of the investors.  The joint test using analysis of variance shows that 

when the variables are taken together they significantly affect the Gross 

Domestic Product. The high concentration of Foreign Direct Investment on 

Mining and Quarrying has made it impossible for the benefit of Foreign Direct 

Investment to trickle down to other sector of the Nigeria economy such as 
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technology transfers as observed by Feldstein (2000).  This has not created the 

multiplier effect on the economy especially through employment generation. 
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CHAPTER FIVE 

5.0 Summary, Conclusion and Recommendation 

5.1 Summary  

The study summarizes as follows: 

Foreign Direct Investment has been acknowledged as a major propellant 

of growth through transfer to technology, technological innovations and other 

externalities. The efficacy of FDI in generating the desired growth may be 

limited by the level of infrastructural development in Nigeria. 

The market size of endogenous theory of FDI which states that FDI 

exerts beneficial impact on growth leading to greater market which in turn 

attracts further FDI is not found unrealistic in Nigeria. While this study 

recognizes that creating the necessary environment is critical to the attraction 

of FDI, Nigerian government as well as those of the developing countries must 

not blindly reduce, taxes, wages, and change regulations so as to attract FDI. 

5.2 Conclusion 

The study concludes as follows: 

1. Foreign direct investment is very desirable in the Nigerian economy 

because of its positive impact on Economic developments. 

2. The unguided repatriation of profit, interests, royalties, management fees 

and other funds may worsen the balance of payments position and rob 

Nigeria the benefits of which the inflow was intended to achieve. 

3. Any inflow not accompanied by substantial local employment package 

may be counterproductive. 

4. Security is very vital to economic emancipation as undetected sabotage 

(e.g. pipeline vandalization and bunkering) reduce the impact of 

economic variables on the economy. 
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5. Bribery, corruption, political instability and policy summersaults play 

significant roles in discouraging foreign direct investment inflows. The 

consistent rating of Nigeria as the second most corrupt country in the 

world by transparency international speaks volumes for itself. Also, the 

breaching of bail bonds by former Governors, Joshua Dariye of  Plateau 

State and his Bayelsa State counterpart, D.S.P. Alamieyeseigha in the 

UK over matters of money laundering shows the level corruption has 

degenerated in Nigerians. This is a major reason why the trading and 

business services sector has remained under-utilized by foreign 

investors.  Who will blame them! Why go out to look for money when 

all you need do is sit at home and wait on some banks and the money 

will come by itself courtesy of the owners. 

6. The level of Foreign Direct Investment on agriculture, forestry and 

fisheries has stultified over the year.  This very important sector which 

should form the bedrock of the economy has failed woefully especially 

in the area of linkages within the sectors. There aren’t enough incentives 

in this sector or the government is loath in opening up the vast arable 

land to foreigners for security reasons. 

7. The manufacturing and processing sector maintained a high significant 

status with the economy on all tests and adjudged the highest in the 

multiplier effect in the economy. 

5.3 Recommendations 

From the analysis and findings, the study recommends thus: 

1. A better climate for foreign direct investment should be created by 

working towards a stable macroeconomic environment and lower 

inflation rate. 

2. An improvement of the domestic infrastructure is highly and urgently 

required as this will stimulate domestic private investment to be well 
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positioned to receive and adapt with the influx of foreign direct 

investments. 

3. NIPC must put in place policies that will guarantee adequate economic 

rewards to foreign investors into the economy while at the same time 

ensuring appropriate value and volume of FDI into the country but to be 

able to do this, NIPC must first of all be strengthened. 

4. In order not to fill the economic environment with conflicting policies 

too cumbersome and complex to co-ordinate, the legal frame work so far 

put in place in Nigeria should be implemented. In fact to be able to enjoy 

the benefits of FDI, the problems of insecurity and inconsistencies in 

policies must be addressed. 

5. The problem of information gathering was paramount in this work and it 

is hereby suggested that the regulatory/facilitating agencies of FDI 

companies (NIPC, NNPC, MAN, BCC, etc) make it mandatory for the 

investors to provide accurate and timely data and a medium for 

disseminating it.      
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