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Abstract 

Foreign direct investment has been viewed as a means to fill the domestic capital formation 

gap which will help create more jobs and reduce the poverty rate in the country.  As a result, 

the study explored the effect of foreign direct investment on the economic development of 

Nigeria. Quarterly data from 2001 to 2020 was obtained from Statistical Bulletin of Central 

Bank of Nigeria and was used to test the effect of explanatory variables (equity components 

of FDI and loan capital components of FDI) on the dependent variable (per capita income). 

Auto Regressive Distributed lag models (ARDL) was employed to analyze the data and the 

result indicates that foreign direct investment has insignificant effect on per capita income in 

Nigeria. The study therefore recommends the need to improve the security situation of the 

country and the need to have a stable macro-economic environment. The study also 

recommends the need for the government to invest more on infrastructure and improve the 

electricity condition in the country while strengthening the regulatory framework and judicial 

system in the country. 
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1. INTRODUCTION  

Foreign direct investment has been observed as important element that will help the domestic 

capital in promoting the economic development of the country. Nigeria is a monoculture 

economy that depends wholly on the oil sector as a driver of economy. As such Nigeria 

economy is not yet diversified enough to utilise the benefits of FDI in building a competitive 

financial, manufacturing and non-oil sector, which could have jointly enhanced global value 

chains and boost productivity of the Nigerian economy. Although FDI in Nigeria is enhanced 

by factors such as a low cost of labor, a partially privatized economy, significant natural 

resources, an advantageous taxation system (Okwu, Oseni & Obiakor, 2020).Furthermore, in 

Nigeria, inadequate and insufficient resource required to finance long-term investment has 

remained a paramount problem that characterize the Nigerian business environment. Capital 

accumulation is needed for increase in economic development of any nation. In other words, 

countries that have deficiency in capital accumulation often find it hard to grow or develop 

their economy. Such capital deficiency is worsened by low level of savings which is an 

offshoot of high poverty level, weak financial system, low level of entrepreneurial spirit, etc. 

in Nigeria (Anyaegbunam et al, 2019). It is therefore a major setback to economic 

development when firms have insufficient investible resource. One of the major sources of 

getting the required investible funds or capital required for investment is through foreign 

direct investment. Ijirshar et al (2019) sees inflows of foreign direct investment as a key 

source of capital injection and additional investment as a result of inadequate savings and 

liquidity constraints that characterize developing countries, such as Nigeria. Furthermore, 

Ugwuanyi, Efanga & Okanya (2020) observed that foreign direct investment contributes to 

the acquisition of advanced technology and critical managerial skills that could help in: 

increasing productivity locally, creation of additional jobs, reduction of production costs, 

increasing employee or staff wages.  In essence foreign direct investment boost the economy 

and aids expansion of human capital by subsistence of workforce. Despite these huge benefits 

of foreign direct investment there are a lot of hurdles that limit foreign direct investment in 

Nigeria such as, poorly developed transport and energy infrastructure (lack of electricity) 

which have brought about an increase in the rate of operating costs. Inefficiencies in the 

Nigerian judicial system and unreliable dispute settlement mechanisms, high tax burden, 

vulnerability of the economy to volatility on global oil markets and to large swings in energy 

prices, and insecurity have altogether hampered the rate of FDI which could have helped 

contribute to the development of the Nigerian economy. This has resulted to high 

unemployment and poverty rate in the country.  

Extant literatures have documented studies on the effect of FDI on the economy like the 

studies of Okegbe, Ezejiofor and Ofurum (2019); Ugwuanyi, Efanga and Okanya (2020); 

Anyaegbunam et al. (2019); Alabi (2019); and Khun (2019) revealed significant effect of FDI 

on the economy but the studies carried out by Dinh et al. (2019); and Okumoko, Ebierinyo 

and Opuofoni (2018) identified an insignificant effect. Extant related studies seem to be 

inconclusive on the nature of relationship between FDI and economic development of 

nations, thereby giving room for further enquiry. It is on that note that the present study is 

conducted to examine the extent to which foreign direct investment (proxies by Equity FDI, 

loan capital FDI and total FDI) affects the economic development (measured by per capita 

income) of Nigeria. 

2. LITERATURE REVIEW 

Foreign Direct Investment (FDI) is an investment made to acquire a long-term ownership and 

controlling interest (at least one-tenth of the equity) in firm operating outside the investors’ 

own country (Babatunde et al, 2020). It comprises much more than the channeling of capital 
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or the creation of a firm in an emerging economy, it involves movement of culture, technical 

know-how, diversity, taste and cutting-edge business practices. Foreign Direct Investment is 

usually outlay made to obtain lasting interest in an enterprise operating in an economy other 

than that of the investor, the investor’s purpose being an effective voice in the management or 

control of an enterprise (Okwu, Oseni & Obiakor, 2020). Foreign Direct Investment, which is 

generally carried out by multinational corporations, varies from portfolio investment in that 

the prior does carry control over the borrowing entity while the latter may not involve any 

direct control over the use of lending funds. In recent years, FDI has gained renewed 

importance as a vehicle for transferring resources and technology across national borders. 

According to Uwubanmwen and Ogiemudia (2016), Foreign Direct Investment (FDI) refers 

to an investment made to acquire lasting interest in enterprises operating outside the economy 

of the investor (Egbo, Onwumere & Okpara, 2011). In an era of volatile flows of global 

capital, the stability of Foreign Direct Investment and its emergence as an important source of 

foreign capital for developing economies have once again renewed interest in its linkages 

with sustainable economic growth. FDI inflows have contributed to a strengthening of the 

balance of payments in several African countries such as Nigeria. Foreign investment inflow, 

particularly foreign direct investment (FDI) is perceived to have a positive impact on 

economic growth of a host country through various direct and indirect channels.  

Over the years, it is believed that investment, just like consumption, is one of the major 

components of total expenditure of any country. Irrespective of the level of economic growth 

and development in any nation, investment level still tells on the employment and 

productivity levels of the country’s economy because of its paramount role in economy 

(Okegbe, Ezejiofor & Ofurum, 2019; Okwu, Oseni & Obiakor, 2020), hence the need for FDI 

which then augments domestic investment through the very crucial role it plays towards the 

attainment of sustained growth and development. Governments have been trying to lift the 

country out of the economic crisis by formulating policies that will attract equity and other 

components of FDI into the economy. 

Equity Components of FDI 
Equity components of Foreign Direct investment refer to investment made by an investor or 

enterprises in the shares of other enterprises or equivalent in voting power or other means of 

control in another country with the aim to manage the investment and maximize profit. 

Extensively, Okegbe, Ezejiofor and Ofurum (2019) maintained that equity FDI comprises the 

transfer of fund or financial capital in as much as it encompasses the transfer of physical 

capital, production technique, managerial and marketing expertise, business practice and 

product advertising. In Nigeria, Equity Foreign Direct Investment refers to investments in 

shares that are undertaken by an enterprise that is either wholly or partly foreign-owned. 

Loan Capital FDI 

Loan capital component of FDI refers to money invested by foreigners in a business which is 

raised from loans rather than shares. Loan capital FDI refers to that amount of foreign fund 

which is required to manage the operations of the business raised from the external sources of 

the company by issuing debentures, etc. It is one of the options of raising foreign fund as it 

only includes long term funds which can be utilized by the company for the goal of business 

by bearing some sort of interest or charge. 

Attempts at attracting loan capital Foreign Direct Investment into Nigerian economy have 

been based on the need to maximize the potential benefits derived from them; and to 

minimize the negative effects their operations could impose on the country. As a result of the 

persistent global panic, unemployment has been on the rise, jobs are being lost, there is 
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shortage of liquidity and acute scarcity of credit has remained visible in the financial 

institutions. For Nigeria to generate more loan capital foreign direct investment, efforts 

should be made at solving problems of government involvement in business; relative closed 

economy; corruption; weak public institutions; and poor external image. 

 Concept of Economic Development 

Economic development refers to the process by which the economic well-being and quality 

of life of a nation, region, local community, or an individual are improved according to 

targeted goals and objectives. That is to say, economic development connotes the rising trend 

of the per capita income of a country. This is the reason economic development is represented 

by per capita income in the present study. There cannot be economic development without a 

sustained annual increase in the real national income of an economy over a long period of 

time. According to Anyaegbunam et al (2019), this has been criticized by some economists as 

inadequate and unsatisfactory. They argue that per capita income may be increasing and yet 

the standard of living of the people may be falling. This can happen when the population is 

increasing at a faster rate than total national income. Note worthily, the increase in national 

income or more correctly increase in per capita income or output, must be a ‘sustained 

increase’ that improves the welfare of the people if it is to be called economic development. 

By sustained increase in per capita income we mean the upward or rising trend in per capita 

income over a long period of time that elevates the living standard of the masses. A mere 

short-period rise in per capita income that occurs over a business cycle, cannot be validly 

called economic development. The underdeveloped nature of the Nigerian economy that 

essentially hindered the pace of her economic growth has necessitated the demand for foreign 

direct investment into the country (Ugwuegbe, Okore & Onoh, 2013). Thus, Nigeria, as one 

of the developing countries of the world, has adopted a number of measures aimed at 

accelerating economic development in the domestic economy, one of which is attracting 

foreign direct investment (FDI) into the country. 

Effect of Foreign Direct Investment on Economic Development 
Economic development as explained by the neoclassical growth theory emanates from 

increases in the quantity of factors of production as well as the efficiency in their allocation 

which helps to improve the welfare of the people. In a simple world of two factors (i.e. labour 

and capital), it is known fact that developing economies (such as Nigeria) have abundant 

manpower but scarce capital due to shortage of domestic savings mobilization which places 

limitations on capital formation and economic development (Dinh et al., 2019). Even when 

domestically generated capital and manpower are in abundant supply, increased production 

may be constrained by shortage of foreign input (machines) upon which manufacturing of 

goods and services in developing economies depend. This therefore makes international 

capital flow an important aspect of the efforts by developing countries to close their 

investment-savings gap (Babatunde et al., 2020). Foreign Direct Investment (FDI) is often 

seen as an important catalyst for economic development and growth in the developing 

countries because stimulates domestic investment, increases capital formation and also, 

facilitates technology transfer in the host countries. The rapid growth of interest in foreign 

direct investment (FDI) stems from the perceived opportunities derivable from utilizing this 

form of foreign capital injection into the economy, to augment domestic savings and further 

promote economic development in most developing economies (Adigwe, Ezeagba & Udeh, 

2015). Policymakers believe that FDI produces positive effects on host economies. Some of 

these benefits are in the form of externalities and the adoption of foreign technology. All 

stakeholders all over the globe have this fundamental target to attract FDI in their countries 

since Foreign Direct Investment has been seen as a driver of economic growth. Ideally, FDIs 

are believed to be a veritable tool for structural transformation of economies (Essotanam, 
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Moukpè & Essossinam, 2020) due to the fact that they facilitate technology transfer between 

developed and developing countries. FDIs equally augment the limited domestic resources of 

the host country, open up the economy of the host country to international markets and 

improve local management capacities and technology transfer (Okegbe, Ezejiofor & Ofurum, 

2019). Through FDI, economies of the world, particularly developing economies such as 

Nigerian’s, seek to stimulate their economic growth and development with the aid of various 

technologies and leverages such as policies that would enhance foreign capital inflow, and 

technology transfer amongst nations. Foreign direct investment contributes to the acquisition 

of advanced technology and critical managerial skills that could help in: increasing 

productivity locally, creation of additional jobs, reduction of production costs, increasing 

employee or staff wages. However, among other numerous hurdles, poorly developed 

transport and energy infrastructure (lack of electricity) which have brought about an increase 

in the rate of operating costs, inefficiencies in the Nigerian judicial system and unreliable 

dispute settlement mechanisms, high tax burden, vulnerability of the economy to volatility on 

global oil markets and to large swings in energy prices, and insecurity have altogether 

hampered the rate of FDI which could have helped contribute to the development of the 

Nigerian economy. It is predicated on the issue raised above that the present study examines 

the extent to which FDI affects the economic development of Nigeria. 

3. THEORETICAL FRAMEWORK  

Resource Dependency Theory 

Resource Dependency Theory was propounded by Raul Prebisch in the late 1950. The theory 

postulates that economies of the world operate based on an open system. This means that 

various economies of the world continually exchange resources within the environment. 

According to resource-dependency theory, different economies, developed and undeveloped, 

collaborate within themselves by attempting to control or influence each other’s activities to 

access critical scarce resources (Ugwuanyi, Efanga & Okanya, 2020). Thus, the 

underdeveloped nature of the Nigerian economy that essentially hindered the pace of her 

economic growth has necessitated the demand for foreign direct investment into the country 

(Ugwuegbe, Okore & Onoh, 2013). As a result, based on the theory, undeveloped and 

developing economies which lack the required resources may depend on others in the 

network to obtain critical scarce resources so that they can function normally (Taiwo & 

Samson, 2015). Nigeria, as one of the developing countries of the world, has adopted a 

number of measures aimed at accelerating economic growth in the domestic economy, one of 

which is attracting foreign direct investment (FDI) into the country as a way of showing her 

dependence on foreign resources. 

The relevance of the resource dependency theory (RDT) to the present study is that the theory 

emphasized that organization is an open system which continually exchanges resources with 

the environment. In the process of this exchange, some form of influences is involved which 

make organization with greater hold on scarce resources to exert authority over and above the 

dependent parties. Thus, from the postulations of the theory, economies of a particular 

country or state often depend on developed economies of other countries to provide them 

with resources and capital required for their own development. This dependence fosters the 

transfer of fund or financial capital in addition to the transfer of physical capital, production 

technique, managerial and marketing expertise, business practice and product advertising. 

Thus, based on resource dependency theory, through FDI, economies of the world, 

particularly developing economies such as Nigerian’s, seek to stimulate their economy with 

the aid of various technologies and leverages such as policies that would enhance foreign 
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capital inflow, and technology transfer amongst nations. It is based on this background that 

the present study is anchored on Resource Dependency Theory. 

3.1 Empirical Review 

Ugwuanyi, Efanga and Okanya (2020) investigated foreign direct investment and its impact 

on Nigeria economic development from 1981 to 2018. The proxy for economic development 

was gross fixed capital formation while exchange rate was used as a controlled variable. 

Foreign direct investment inflow to Nigeria was adopted as the explanatory variable and 

secondary data were collected from Central Bank of Nigeria Statistical Bulletin of 2018 and 

World Bank Data Base-World Developmental Indicators of 2018. Auto Regressive 

Distributed Lag (ARDL) Model was used to analyze data while diagnostic tests such as: 

stability test, Auto correlation test, Heteroskedasticity test and Breusch-Godfrey Serial 

Correlation. LM test were also carried out and they confirmed the validity and reliability of 

the model employed. The study found that foreign direct investment affects economic 

development in Nigeria. 

Akinwale, Adekunle and Obagunwa (2018) investigated foreign direct investment and 

Nigeria agricultural productivity. The study used Error Correction Mechanism to examine the 

effect of foreign direct investment on agricultural development in Nigeria. Augmented 

Dickey – Fuller (ADF) unit root test indicates that all the macroeconomic variables 

namelyBank Credit to Agricultural Sector, Agricultural Productivity, Government 

Expenditure to Agricultural Sector and Foreign Direct Investment were stationary at first 

difference. The result from the analysis shows that there is long run relationship between the 

variables while the result from error correction model indicates that bank credit to 

agricultural sector and foreign direct investment had significant effect on agricultural 

productivity. Also, government expenditure to agricultural sector has insignificant effect on 

agricultural productivity in Nigeria within the period of the study. 

Okegbe, Ezejiofor and Ofurum (2019) examined the contribution of Foreign Direct 

Investment (FDI) on Gross Domestic Product (GDP) in Nigeria from 2000 to 2017.Foreign 

Direct Investment (FDI) contributed to the Gross Domestic Product (GDP) in Nigeria from 

2000 to 2017 while Regression analysis technique was used to analyze the data. The study 

indicates that foreign direct investment on financial sector and oil sector positively and 

significantly affects Gross Domestic Product in Nigeria. The study concluded that foreign 

direct investment inflow into the Nigerian economy for the period under review indicates that 

FDI was a major contributor to the nation’s economic growth. 

Anyaegbunam et al (2019) assessed the impact of foreign direct investment on economic 

growth of Nigeria with the sole objectives of evaluating the impact of foreign direct 

investment and its control variables on economic growth of Nigeria. The study analyzed 

variables using ordinary least square method (OLS) and the analysis revealed that foreign 

direct investment and trade openness have no significant impact on the economic growth of 

Nigeria. Also, exchange rate has a significant impact on the economic growth in Nigeria 

whilegranger causality test showed un-directional causality between Trade openness and Real 

Gross Domestic Product. Exchange also has a uni-lateral relationship with foreign direct 

investment.   

Dinh et al (2019) examined the short run and the long run impact of foreign direct investment 

(FDI) on economic growth of lower-middle-income developing countries from 2000-2014.To 

achieve the objectives of the study various econometric techniques such as Johansen 

cointegration, panel-based unit root test, Fully Modified OLS (FMOLS) and Error Correction 



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 2, Issue 5 (May, 2022) | www.ijaar.org 

 

21 

 

Model (VECM) was used to test the impact of dependent variable on the independent 

variable. The result of the analysis revealed that FDI has a long run impact on economic 

growth but a negative impact on the short run. Total credit for private sector had a negative 

impact on growth while money supply had positive impact on growth. In addition, long-run 

economic growth was driven by money supply, human capital, total domestic investment, and 

domestic credit for the private sector. It was concluded that FDI capital could hinder a 

country’s economic growth in the short run, but also had a positive impact in the long run. 

Secondly, domestic credit for the private sector impacts economic growth negatively in the 

short run, while money supply is determined a positive impact in both the short and long run 

for economic growth. Human capital, total domestic investment, and domestic credit for the 

private sector have a positive impact on economic growth in the long run. 

Alabi (2019) explored the impact of foreign direct investment on Nigeria economic growth. 

Secondary data from 1986 to 2017 which was sourced from World Development Indicator 

and Central Bank of Nigeria Statistical Bulletin was used in the study. The result from the 

study revealed that LFDI and exchange rate have a positive and significant impact on LGDP 

while RINTR and LDI have positive but insignificant impact on gross domestic product. The 

study concluded that foreign direct investment has positively and significantly affected 

Nigeria economic growth while there is positive but insignificant effect between domestic 

investment and economic growth at 5% level of significance. 

Khun (2019) studied foreign direct investment its impact on Cambodia economic growth 

from 2006-2016. Time series data for the study was obtained from World Development 

Indicators (WDI) database published by the World Bank. The study used Ordinary Least 

Squares (OLS) to test the impact of the dependent variable (gross domestic variable) on the 

independent variable (Foreign Direct Investment (FDI), Inflation Rates (CPI), and Foreign 

Exchange Rate (EXR). The research discovered that foreign direct investment had a 

significant impact on economic growth.  The study resolved that the positive relationship 

between FDI and GDP may be as a result of sufficient FDI fund invested into the economy of 

Cambodia which has been able to exert sufficient impact to make it positive or growth 

enhancing. 

Okumoko, Ebierinyo and Opuofoni (2018) did a study on impact of foreign direct investment 

on economic growth of Nigeria from 1981 to 2016. Annual data from CBN Statistical 

bulletin 2016 was obtained and used in the study while econometric techniques such as 

Johansen Co integration, Augmented Dickey Fuller (ADF), Error Correction Model (ECM) 

and Pairwise Granger causality tests was tools of analysis. The unit root test indicates that all 

the variables [exchange rate (EXR), gross domestic product (GDP), foreign direct investment 

(FDI) and Gross Fixed Capital Formation (GFCF)] were stationary at first difference. The 

Error Correction Mechanism indicates that FDI has insignificant but positive impact on GDP, 

while GFCF has positive and significant impact on GDP. EXR showed negative and 

insignificant impact on GDP while the model speed of adjustment is about 52%. There exists 

a uni-directional causality between FDI and GDP while a bi-directional causality exists 

between FDI and GFCF. The result from analyses implies the need for building durable 

world class infrastructure that will boost’s the country’s capital sock which is needed by 

government and private sector to improve FDI inflow, hence economic growth. It was 

concluded that there is positive but insignificant impact of foreign direct investment on the 

economic growth of Nigeria within the period of the study. 

Uwubanmwen, Ahmed and Ogiemudia (2016) studied the effects of Foreign Direct 

Investment (FDI) on economic growth in Nigeria. Annual secondary time series data 
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covering the period of 1979 to 2013 was obtained from CBN statistical bulletin, the data were 

analyzed using an ECM technique to determine the short and long run effect of FDI on 

economic growth of Nigeria. To determine the nature of relationship between FDI and 

economic growth in Nigeria granger causality text was carried out. The empirical 

examination indicates that Foreign Direct Investment (FDI) has both immediate and time lag 

effect on Nigeria economy in the short run. The result of the analysis also indicates that FDI 

has negative and insignificant effect on the Nigerian economy in the long run during the 

study period. This was further confirmed by the causality test which shows a uni-directional 

causality between FDI and RGDP and not the other way. Consequently, FDI had a positive 

significant effect on the growth as well as the development of the Nigerian economy only in 

the short run during the period under review.  

Egbo, Onwumere and Okpara (2011) determined the relationship between Foreign Direct 

Investment (FDI) and economic growth in Nigeria. The research employed annual time series 

variables computed from natural logarithms of gross domestic product (GDP) at current 

prices, net inflow of FDI, inflation rate and exchange rates, covering a period of 27years that 

span from 1981 to 2007. The research used the Unit root test to test for stationary of the time 

series, Ordinary Least Square and Granger causality test to found the causal relationship 

between the variables. The unit root text indicates that all the variables were stationary at 

second difference. The Granger causality test shows a uni-directional relationship between 

FDI and GDP with causation moving from FDI to GDP. The findings indicate a positive 

relationship between FDI and GDP which suggests that FDI stimulates economic growth in 

Nigeria.  

4. METHODOLOGY 

The research used quarterly time series data covering the period 2001Q1 to 2020Q4 which 

were obtained from Nigerian Bureau of Statistics and Central Bank of Nigeria (CBN) 

statistical bulletin. 

The study adopts and modified the model of Ugwuanyi, Efanga and Okanya (2020) who 

explored the impact of foreign direct investment on economic development of Nigeria 

between 1981 and 2018. Their model was stated thus;  

GFCF=f(FDI, EXR)……………………………….eq 1 

Where GFCF =Gross Fixed Capital Formation, FDI= Foreign Direct Investment, EXR = 

Exchange Rate. This study replaced Gross fixed capital formation with Per Capita income 

and decompose FDI into equity and loan capital. As such this study decomposed FDI and 

used per capita income as variable for economic development. The model for this study will 

be stated thus;  

PCI = f(ECF + LCC) ………………………………...…….eq 2 

When the proxies are substituted, we have the following in its econometric forms: 

PCIit = α0 + β1ECFit + β2LCCit + µit……………….……………...……. eq 3  

Where,  

α  =  constant 

β1-3 =  coefficient of the independent variable 

ECF =  Equity Components of FDI 

PCI =  Per Capita Income  

LCC =  Loan capital Components of FDI 

µ  =  error term 

i =  the firm in question 

t  =  the time in question.  
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5. RESULTS AND DISCUSSION 

Table 1: Descriptive statistics results 

Variables Obs Mean Standard 

Dev 

Min Max Skewness Kurtosis 

PCI 44 1245.000 64.66371 1112.500 1330.000 -0.659288 2.499834 

ECF 44 338.1184 192.6518 66.43000 812.3300 0.902554 3.018768 

LCC 44 10.36591 25.68575 0.000000 162.7200 4.959794 29.55820 

Source: Computer analysis using E-views 10.0 

 

Table 1 shows the descriptive statistics results for the entire sample of the study. We 

observed that for the full sample, the mean(or standard deviation) values for per capita 

income, equity components of FDI and loan capital components of FDI are 1245.000, 

338.1184 and 10.36591 (or 64.66371,192.6518 and 25.68575), respectively. The maximum 

and minimum values for the three variables are found to be between 1330.000 and 0,000000, 

respectively. The skewness has both negative and positive values, which shows a negatively 

and positively skewed distribution. 

 

The research used Augmented Dickey-Fuller (ADF) unit root text to determine the 

stationarity of the variables. Table 2 shows that all the variables are stationary at level except 

per capita income as a result of that we went further to difference the variables more. Table 3 

indicates that all variables were stationary at 1
st
 difference and this necessitated the use of 

Auto Regressive Distributed lag models (ARDL) as method of data analysis. 

Table 2: Result of ADF Unit Root Test at Level 

Variables ADF Test Statistic Test Critical Value 

at 1% 

Test Critical 

Value at 5% 

Remark 

ECF -5.456292(0.0000) ** -3.592462 -2.931404 Stationary 

PCI -2.132798(0.2333) -3.592462 -2.931404 Not 

Stationary 

LCC -4.290353 (0.0014)** -3.592462 -2.931404 Stationary 

Source: Author’s Computation 

Table 3: Result of ADF Unit Root Test at 1
st
Diff 

Variables ADF Test Statistic Test Critical Value 

at 1% 

Test Critical 

Value at 5% 

Remark 

ECF -10.10729(0.0000) 

** 

-3.596616 -2.933158 Stationary 

PCI -6.476368(0.0000) ** -3.596616 -2.933158 Stationary 

LCC -9.022810 (0.0000) ** -3.596616 -2.933158 Stationary 

Source: Author’s Computation 

With the determination of ARDL as method of data analysis especially short run relationship 

there is need to determine the long run relationship using ARDL Co-Integration Relationship. 

ARDL Co-Integration Test 

The confirmation of the stationarity of the data through the unit root test of ADF allows for 

the determination of the co-integration relationship between the dependent and explanatory 

variables in the models. The ARDL was chosen as against the traditional Johansen co-

integration because it is structured in such a way that it considers the different order of 

integration of financial time series data. The bound test follows the critical criterion at the 
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lower bound and upper bound value for decision at the three levels of significance in 1%, 

2.5%, 5%, and 10%. Given a computed F statistics Value of 4.634104 which is greater than 

the lower and upper critical bound values at 2.5%, 5% and 10% respectively, thus indicating 

the existence of a steady-state long-run relationship among the variables. This suggests that 

the various selected variables have a long-run relationship with foreign direct. 

Table 4. ARDL bounds tests for cointegration 

F-Bounds Test Null Hypothesis: No levels relationship 

Test Statistic Value Signif. I(0) I(1) 

F-statistic  4.634104 10%   2.63 3.35 

k 2 5%   3.1 3.87 

  2.5%   3.55 4.38 

  1%   4.13 5 

Source: Author’s Calculation employing E-Views 10 Software 

 

             Table 5 Nature of Long-Run Relationship/ARDL Error Correction Mode 

Variable Coefficient Std. Error t-Statistic Prob.    

ECF -0.043451 0.015030 -2.890895 0.0068 

LCC 0.021451 0.012606 -1.701645 0.0985 

CointEq(-1)* -0.119321 0.035423 -3.368517 0.0017 

R-squared 0.194473     Mean dependent var 3.197674 

Adjusted R-squared 0.194473     S.D. dependent var 21.26453 

S.E. of regression 19.08516     Akaike info criterion 8.758680 

Sum squared resid 15298.22     Schwarz criterion 8.799638 

Log likelihood -187.3116     Hannan-Quinn criter. 8.773784 

Durbin-Watson stat 2.228077    

Source: Author’s Calculation employing E-Views 10 Software 

The ARDL result has proven that Per capita income, equity components of FDI and loan 

capital components of FDI are co-integrated/related in the long run. Consequently, the 

determination of the nature of the long-run relationship becomes necessary as well as the 

speed of the adjustment to equilibrium. The result in Table 5 shows that ECF has a negative 

and insignificant relationship with PCI while LCC has positive and significant relationship 

with PCI. In terms of the speed of adjustment, Table 5 reveals that the model moves toward 

equilibrium following disequilibrium in the explanatory variables. The ECM is negatively 

signed with a coefficient of -0.119321, a suggestion that -11.9321% of error generated in the 

previous period is corrected in the current period and is statically significant. 

 

Diagnostic Test 

Table 6 Test for heteroskedasticity and serial correlation LM test 

 F-statistics Probability 

Serial Correlation LM Test: 0.324107 0.7252 

Heteroskedasticity Test 0.470013 0.7049 

Source: Author’s Calculation employing E-Views 10 Software 

Test for heteroskedasticity and serial correlation LM test In line with the classical linear 

regression assumption, the model was subjected to diagnostic analysis of serial correlation 

LM test and heteroskedasticity test. The p-values of 0.7252 and 0.7049 for serial correlation 

LM test and heteroskedasticity test are insignificant at a 5% level of significance. This 

implies that the model has no serial correlation LM test and heteroskedasticity test problem. 
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CUSUM tests of stability  

The stability test results are revealed in Fig. 1. The CUSUM test is the test used to check 

stability within the model. The findings from the stability test confirm the evidence that the 

model is stable. This is indicated by a movement of blue lines located within the critical lines 

(two-red dotted lines) in the figures. Therefore, at significant level of 5%, the CUSUM 

stability tests confirm the good performance of the model. 
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Fig. 1. CUSUM text, Source: E-views 9.0 version data output 

Short Run OLS Relationship  

In analyzing the short-run nexus between cashless policy and Profit before Tax of deposit 

money banks, the OLS regression was applied and the result shown in Table 7. The outputs 

were interpreted using the coefficients of the individual variables, Adjusted R-square, f-

statistic, and Durbin Watson. 

 Table 7. OLS regression: Per Capita Income and FDI 

Dependent Variable: PCI   

Method: ARDL    

Dynamic regressors (2 lags, automatic): ECF LCC       

Fixed regressors: C   

Variable Coefficient Std. Error t-Statistic Prob.*   

PCI(-1) 0.880679 0.052325 16.83095 0.0000 

ECF 0.031781 0.016112 1.972467 0.0557 

LCC -0.088962 0.132090 -0.673493 0.5046 

C 141.7205 66.23814 2.139561 0.0387 

R-squared 0.905471     Mean dependent var 1248.081 

Adjusted R-squared 0.898199     S.D. dependent var 62.07435 

S.E. of regression 19.80560     Akaike info criterion 8.898215 

Sum squared resid 15298.22     Schwarz criterion 9.062047 

Log likelihood -187.3116     Hannan-Quinn criter. 8.958631 

F-statistic 124.5233     Durbin-Watson stat 2.228077 

Prob(F-statistic) 0.000000    

Source: Author’s Calculation employing E-Views 10 Software 
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Table 7 shows that ECF has positive but insignificant effect on income per capita while LCC 

has negative and insignificant effect on income per capita 

The constant parameter for the model is significant but positively related to per capita 

income. It has a positive coefficient of 141.7205implies that if all explanatory variables are 

held constant in the short-run, per capita income will increase by 141.7205.  

Meanwhile, the coefficient of multiple determinants (R
2
) showed a coefficient of 0.905471≈ 

0.91 which implies a 91% explanation of the behavior of per capita income by the totality of 

the explanatory variables: Equity Components of FDI and Loan capital Components of FDI) 

on the short-run. The Adjusted R
2
 further proves this with the adjusted value of 0.898199 ≈ 

0.89 which implies that 89 percent explanation of the behaviour of per capita income by the 

totality of the explanatory variables with the remaining 11 percent behaviour attributed to 

other variables outside the model otherwise referred to as the stochastic variables.  

The F-statistic indicates that the model is well fit for the estimation because Fstat for the 

model is 124.5233 is greater than the F-critical value at a 95 percent significance level. 

However, the Durbin Watson Statistic value of 2.228077 is symptomatic of autocorrelation. 

As a result, the serial correlation test in Table 6 shows that there is no autocorrelation 

problem in the model and could be used for statistical inference like hypothesis testing and 

forecasting. 

 

6. CONCLUSION AND POLICY IMPLICATION 

The increasing need of developing economy like Nigeria to increase the level of capital in the 

economy in order to create more jobs and increase the standard of living of the populace 

makes it necessary to embark on this study. As such the objective of the study is to 

investigate the effect of foreign direct investment (equity components of FDI and loan capital 

components of FDI) on the economic development (income per capita) of Nigeria from 

2001Q1 to 2020Q4. To achieve the objectives of the study Auto Regressive Distributed lag 

models (ARDL) was used as method of data analysis after testing for the unit root text. The 

result of the analysis indicates that FDI has an insignificant effect on economic development 

of Nigeria which is consistent with the study of Anyaegbunam et al (2019); Dinh et al (2019); 

Okumoko, Ebierinyo and Opuofoni (2018).The study therefore concludes that Nigeria is in 

urgent need of foreign direct investment in order to reduce the rate of poverty and 

unemployment in the country. But to achieve this, there is need to tackle the challenges 

facing foreign direct investment in Nigeria as such the study makes the following 

recommendations; Nigeria should tackle the rising insecurity in the country, the constant 

attack by bandits, Boko Haram and IPOB on the country’s critical infrastructure should be 

tackled. Equally the rising kidnapping and ritual cases in the country should be also tackled 

as these discourage foreign direct investment since investors like to invest in economies 

where they will have highest potential for profit and least risk. Nigeria should ensure to have 

a stable macro-economic environment with low or moderate inflation, stable interest rate, 

stable exchange rate, access to foreign exchange and minimal capital controls. There is need 

for the government to invest more on infrastructure like roads, train and power that will help 

reduce the cost of doing business in the country. As this will help the local investors grow 

and be in a position to attract or encourage foreign direct investment in the country. There is 

need to also strengthen the regulatory framework and judicial system in the country which if 

done will help in ease of doing business and settling business disputes in the country. 
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