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Abstract 
This study investigates the effects of foreign direct 

investment on economic growth in Nigeria between 

1990 and 2022 using the two-stage least squares 

(2SLS) method. As a result of insufficient FDI flow 

into the Nigerian economy, the study's findings 

showed a negative association between economic 

growth as measured by Gross Domestic Product 

(GDP) and Foreign Direct Investment (FDI). 

Therefore, it is advised that Nigeria promote 

domestic investment rather than relying on FDI as 

the primary driver of the economy and develop an 

FDI code of conduct to stop multinational 

corporations from engaging in restrictive business 

practices and limiting their repatriation of profits 

from Nigeria. 

Key words: Foreign direct investment, Economic 

growth rate, Nigeria and simultaneous equation.  

 

I. Introduction 
The effect of multinational corporations 

(MNCs) and foreign direct investment (FDI) on 

economic growth in developing nations has been 

extensively theorized and empirically studied. 

MNCs were blamed for the enduring and growing 

disparities between industrialized and less 

developed nations in the 1960s and 1970s. Foreign 

direct investment and the role of multinational 

corporations (MNCs) have, however, been the 

subject of much more positive thinking in recent 

years. The shift in perspective is a result of both 

significant theoretical and economic advances. On 

the one hand, the 1982 debt crisis severely restricted 

access to foreign financial resources for many 

developing nations. Due to this, foreign direct 

investment (FDI), which fundamentally consists of 

equity rather than debt, became a popular source of 

foreign capital. 

In addition, the introduction of 

“endogenous growth” theories stressed the relevance 

of human capital accumulation and technical 

externalities in development processes. In this sense, 

Multinational Corporations (MNCs) which relies on 

the most advanced production and organization 

methods, are seen as powerful vehicles of 

technology transfer to less developed nations like 

Nigeria. In this regard, the classic paper by Findlay 

(1978) serves as the first formal illustration of the 

potential relationship between foreign direct 

investment and technology transfer, whereas the 

models of the "new growth theory" offer a very 

helpful tool to examine how the introduction of new 

inputs and technologies influences the production 

function of a foreign economy and how externalities 

affect the research endeavors of the economic agents 

and the dissemination of knowledge. Therefore, 

endogenous growth theory serves as the main 

theoretical framework for contemporary research 

that examines how foreign direct investment (FDI) 

affects growth (Anyanwu, 1998). 

The empirical research that is currently 

available on the effects of foreign direct investment 

(FDI) on growth yields conflicting findings on both 

the existence and the nature of such linkages 

between FDI and the growth rates of the recipient 

country. For instance, growth rates are inversely 

connected to foreign capital stocks in Bornschier 

(1978) and Dutt (1997), whereas in Dutt (1996), the 

opposite is true. Blomstorm (1992) finds that FDI 

inflows have a sizable beneficial effect on growth. 

Hein (1992) finds no significant association; 

Balasubramanyam (1996) finds the coefficient of 

FDI to be significantly positive, while other studies 

suggest that the influence varies depending on the 

degree of development of the recipient nation (de 

Mello 1999). 

Host countries to exploitation and 

stimulating class conflict leading to negative 

contribution (Anyanwu 1998, Oloyede & Obamuyi 

2000). In balancing the benefits and drawbacks of 

MNCs' contribution to foreign direct investment 

(FDI) capital, Todaro (1985) and Todaro and Smith 

(2003) asserts that while the above list provides a 

range or conflicting arguments, the real debate 

ultimately centers on different ideological and value 
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judgments about the nature and meaning of 

economic growth and development and the principal 

sources from which it springs. The only valid 

conclusion, however, is that foreign private 

investment might be a significant catalyst for 

economic growth and social development provided 

that MNCs' interests and those of the governments 

of host countries are aligned. It also implies that 

MNCs that provide FDI capital adopt a long-term 

perspective by adapting their production 

technologies to the resources of developing 

countries. 

Given its low per capita real income, high 

average and marginal consumption tendencies, low 

savings rate, and constrained new productive capital 

formation, Nigeria needs on an appropriate inflow 

of foreign investment resources to sustain growth 

and meet its international responsibilities. It is found 

that there is a discrepancy between the actual level 

of savings, foreign exchange, government revenue, 

and skill sets available domestically and the level of 

these resources required to meet growth targets 

(Todaro 1977). Because it is unclear from the 

aforementioned statements how much foreign direct 

investment (FDI) has contributed to Nigeria, this 

article fills that gap.  

The primary goal of the study is to 

investigate the connection between Nigeria's 

economic expansion and the flow of FDI from 

abroad. Other goals include evaluating the 

effectiveness of FDI in fostering economic 

development in Nigeria and the variables that 

influence the choice of location for FDI in Nigeria. 

 

II. Review of Theoretical Literature 
Economic growth, according to Jhingan 

(2002), is the process by which a nation's real per 

capita income increases over a sustained period of 

time. He contends that economic growth is 

determined by the volume of goods and services 

produced over time. Therefore, as an economy's 

productive capacity increases and is used to produce 

more goods and services, the economy experiences 

growth. Foreign direct investment (FDI) has thus 

been seen to be a potential engine of economic 

growth (Feenstra & Markusen 1994). 

Graham (1995) therefore states that the 

definition of foreign direct investment (FDI) is "an 

increase in the book value of the net worth of 

investments in one country held by investors of 

another country where the investments are under the 

managerial control of the investor." Todaro and 

Smith (2003) noted that the majority of FDI is 

actually a product of Multinational Corporations 

(MNCs), making investors the parent firms of 

businesses, in order to bolster the aforementioned 

definition. Thus, increases in foreign direct 

investment indicate that multinational businesses' 

global activities are expanding.  

The justification for encouraging or 

persuading foreign investors to make investments in 

developing countries is to close the domestic capital 

formation gap and hasten economic progress, which 

calls for a specific minimum amount of foreign 

capital (Digiovianni, 2005). Despite this 

encouragement, the flow of foreign direct 

investment (FDI) into developing countries is still 

subject to controls made by the host nation over the 

requirements for entry of foreign capital, rules 

governing the operations of foreign capital, and 

limitations on the remittance of profits and the 

repatriation of capital (Morrissey & Rai 1995). 

Multinational corporations' (MNCs) primary 

objective is profit maximization due to their 

oligopolistic nature; as a result, over (90%) of the 

world's FDI goes to the fastest-growing developing 

nations and other industrialized nations, while they 

are largely unconcerned with problems like poverty, 

inequality, and a lack of access to resources.  

FDI presently makes up more than sixty 

percent (60%) of private capital flows, according to 

Carkovic and Levine (2003), Miwie (1964), Todaro 

and Smith (2003), and Carkovic and Levine (2003). 

Averaging about $4.5 billion in 1996, up from an 

average of US $3.8 billion in 1991–1995, the flow 

of foreign direct investment (FDI) from the 

Organization for Economic Co-operation and 

Developed Countries (OECD) has increased 

dramatically (World Bank, 1997). 

Nominal FDI varied from N212.5 million 

in 1976 to N184 million in 1979, N404.1 million in 

1980, N434.1 million in 1985, N4686 million in 

1990, N75940.6 million in 1995, N115995.7 million 

in 2000, N132,433.65 million in 2001, and N573, 

835.0 million in 2006. From N830.2 million in 2000 

to N4164.05 million in 2005 to N7119.89 million in 

2006, real FDI flow also fell. Furthermore, the 

evidence shown below shows that FDI only makes 

up a very small fraction of the nation's Gross 

Domestic Product (GDP). It was 0.78% in 1976, 

0.79 in 1980, 1.80% in 1990, 2.33% in 2000, and 

2.79% in 2005 and 2006, respectively. The lifting of 

the constraints that the indigenization decree placed 

on the flow of FDI as well as the trend toward trade 

liberalization, which promotes more foreign 

investment in the economy, were responsible for the 

spike in the 1990s.   

There are two schools of thought regarding 

the value of FDI to a country's economy: those who 

support foreign investment and those who do not. 



 

  

International Journal of Humanities Social Science and Management (IJHSSM) 

Volume 3, Issue 6, Nov.-Dec., 2023, pp: 408-414                            www.ijhssm.org                 

                                      

 

 

 

| Impact Factor value 7.52 |                                 ISO 9001: 2008 Certified Journal                                   Page 410 

According to this group, FDI helps host nations and 

the entire world by transferring technology, ideas, 

designs, tastes, and better management (Oloyede & 

Obamuyi, 2000). Filling the gap in conserving 

resources, foreign exchange, and payment balances 

are further advantages of FDI. 

The anti-foreign investment approach, on 

the other hand, links FDI to costs to host countries 

and claims that FDI harms host countries' economies 

by stifling domestic entrepreneurship, introducing 

inappropriate products and technology, subjecting 

hosts to exploitation, and inciting class conflict that 

has a negative impact (Oloyede & Obamuyi 2000). 

 

Review of Related Studies 

Awe (2013) investigated how foreign direct 

investments help African nations' economies grow 

and thrive. He pointed out that foreign direct 

investment has a significant impact on economic 

growth and is made up of stocks, investments, 

knowledge, skills, and technology. According to the 

report, foreign direct investments can help spur 

economic expansion. However, the extent of 

spillover effects on local business determines how 

foreign direct investments affect growth. 

Akinlo (2004) found out that the 

performance of Nigeria's economic growth is 

impacted by both benefits and costs associated with 

foreign direct investments. The outcome 

demonstrated that foreign direct investment, through 

the introduction of new technology and managerial 

efficiency, engineers economic progress in Nigeria. 

The study did note that foreign direct investments 

could worsen Nigeria's balance of payments 

situation. 

Oyegoke and Aras (2021) explored the 

nature of the relationship between Nigeria's oil 

export revenues, foreign borrowings, and foreign 

direct investments, as well as the effects of these 

factors on sectoral growth performance. The 

findings show that foreign borrowing and foreign 

direct investments have a detrimental effect on 

Nigeria's economic growth. However, the 

performance of three sectors-manufacturing, 

transport and communications, and banking and 

insurance—was significantly improved by foreign 

direct investments. 

Emmanuel (2016) and Anyanwu (2019) 

used the Error Correction Model (ECM) to study the 

factors that influence foreign direct investments. 

Anyanwu (2019) stated that economic growth as 

measured by the GDP growth rate has a favorable 

third-lag effect on foreign direct investment. On the 

opposite end of the spectrum, Emmanuel (2016) 

found that the size of Nigeria's economy, level of 

trade openness, and naira exchange rates all 

influenced the amount of foreign direct investment 

that entered the nation. He came to the conclusion 

that a country's strong economic development rate 

would draw in foreign direct investment. 

Using secondary data from the Central 

Bank of Nigeria (2021), Ndugbu, Otiwu, and 

Uzowuru (2021) evaluated the effect of foreign 

direct investments on Nigerian economic growth 

performance over the years 1986-2017. The data 

were analyzed using the regression approach. The 

findings show that oil-FDI, the degree of trade 

openness, and market capitalization rate have a 

substantial impact on Nigeria's economic growth 

performance. According to the study's findings, oil-

related FDI has a greater impact on Nigeria's 

economic growth than non-oil FDI. According to 

the report, the government had to work harder to 

entice foreign direct investment into the Nigerian 

economy. 

 

III. Methods 
3.1  Model Specifications 

The model to be estimated is based on 

Cameras and Diallo (2020), with revisions made to 

account for additional factors such as foreign direct 

investment, inflation rate, export receipts, 

investment, naira exchange rate, external debt and 

political stability. The Cobb-Douglas production 

function from the Solow growth model, which has 

found widespread use in examining the factors 

driving economic growth in less developed nations, 

serves as the foundation for the model (Oyegoke & 

Aras, 2021). According to the neoclassical growth 

model, factor endowment and technical efficiency 

influence the growth rate of total output (A). The 

basic equation is shown as equation (3.1): 

   =    +        +                                   -            -               

-    (3.1) 

   = growth rate of aggregate output,     = growth 

rate of physical stock,    = growth of  labour force 

and     = total factor productivity.      and     are 

the parameters reflecting the impact of capital and 

labour respectively on aggregate output. The general 

equation is expressed as equation (3.2). 

   =    +     (
 

    
) +       +                       -                 

-          -  (3.2) 

Where: 

   = growth rate of real aggregate output 

   = growth rate of labour 

    =   One time lagged value of Gross Domestic 

Product  

           = growth rate of other macroeconomic 

variables 
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       ,       and    are parameters 

The variable Z is used to reflect various economic 

variables in several empirical studies, including Ray 

(2019), Ndugbu, Otiwu, and Uzowuru (2021), and 

Oyegoke and Aras (2021). These studies include   

foreign direct investment, inflation rate, export 

receipts, investment, naira exchange rate, external 

debt and political stability. Equation (3.3) represents 

the enhanced production function as a result. 

     =    +                  +       
 +     

    +               POL+                (3.3) 

However, Awe (2013) and Iyoha and Adamu (2018) 

described foreign direct investment as a function of 

macroeconomic variables including the real growth 

rate of the gross domestic product, hence a 

simultaneous counterpart equation is presented as 

equation 3.4.  

FDI =     +                  +       
 +     

    +               POL +                        
(3.4) 

Where:  

INV= Domestic Investment  

EXD= External Debt 

FDI = Foreign Direct Investment  

GDP = Gross Domestic Product 

EXP = Export  

EXCHR = naira exchange rate  

EXD = external debt 

POL = Dummy variable for political stability (0= 

military rule, 1 = democracy) 

 

3.2   Estimation Techniques  

For the analyses, secondary time series data from 

1990 to 2022 were used. The data was analyzed 

using the regression approach. The Ordinary Least 

Square Method was used.  

 

Variables, Measurement and Sources  

The study used of secondary data from 1990 

through 2022.  foreign direct investment, inflation 

rate, export receipts, investment, naira exchange 

rate, external debt and political stability are the 

factors. The description of the variables and their 

sources are presented in Table 3.1.  

 

Table 3.1: Data Sources and Description 

Variables Express as  Description              Source  

Growth rate of GDP              It is the sustained rise in growth rate of the 

GDP over time  

World Development 

Indicators (WDI) 

(2020) 

Investment rate               It is the amount of GDP used in procuring 

stocks, plants and equipment, building and 

other projects 

WDI 

External Debt              It is the sum totality of debt owe to 

foreigners  

WDI 

Export receipt  

 
 
             

It is the total amount of export receipts from 

other countries  

WDI 

Foreign Direct 

investment 
  

             

It is the sum total of investment inflow into 

Nigeria by foreign multinational enterprises 

WDI 

Political Stability Pol It is the type of rule whether civil or military 

in place in Nigeria  

WDI 

Naira exchange rate  EXCHR  It is the amount of naira that can buy a USA 

dollar  

Central Bank Bulletin  

Source: Author’s Computation.   

 

IV. Results and Discussion 
This section presents the results of the two-staged least squares for the model as specified in equation 3.3 and 

3.4. The results are presented in Tables 4.1 and 4.2. 

 

Table 4.1: Regression Results of determinants of Growth (Real GDP as dependent variable) 

Variables  Coefficients Stand error Statistics  Probability  

Log FDI -173.070 558.83 -0.3097 0.6789 

Log INFL -106.530 27.060 -3.9368 0.0241** 

Log EXP 0.3538 0.1268 2.7896 0.0107** 

Log INV 40.00 86.320 0.4634 0.0120** 

Log EXCHR 106.83 13.6911 7.8029 0.0065** 
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Log EXD -0.9100 0.0149 -61.2333 0.000* 

POD 178.19 11.6025 15.3579 0.0494** 

Coefficient of determination (R
2
) = 

0.7718 

Adjusted of coefficient of determination 

(R
2
) = 0.6998 

S.E. of regression = 0.1158 

F-Statistics = 10.3731 

Mean dependent Variable = 11205141 

S.D. dependent = 0.3114 

Sum of squared residual = 0.3948 

D.W. Stat =  2.1817 

 

The results of the regression analyses, 

which are shown in Table 4.1 above, indicate that 

the coefficient of determination R
2
 is set at 0.7718, 

meaning that 77.18% of the variation in economic 

growth is due to variation in the independent 

variables that were included, and the remaining 

22.82% is due to random disturbance. As a result, it 

can be said that the estimated model has an 

impressive good-ness-of-fit.  

Prior evidence suggests that domestic 

investment, exports, and political stability have 

beneficial results as expected, demonstrating that 

there are causal links between these factors and 

Nigeria's GDP development. That is, GDP will rise 

(ceteris paribus) if domestic investment rises, 

export revenues increase, and the value of the 

Nigerian naira falls. 

It has been noted that FDI has a negative 

coefficient. This symbol denotes that FDI and GDP 

are inversely related. This suggests that FDI has a 

detrimental effect on Nigeria's GDP. a sign that 

Nigeria should exercise prudence when 

implementing or luring FDI flows into the country. 

This indication, however, can be the result of 

inadequate human capital development, which is 

the relationship between FDI's minimal impact on 

growth. On the other hand, inflation displayed a 

negative sign, indicating that a decline in inflation 

will enhance economic growth in Nigeria. Its t-

statistic of -3.9368 indicates that inflation 

significantly effects growth at the 5% (percent) 

level of significance. 

Furthermore, since exchange rate (EXR) 

and economic growth (GDP) have a positive 

relationship, devaluing the naira will increase GDP 

in Nigeria. The variable's t-statistic score of 7.8029 

demonstrated that it was also significant at the 5% 

level of significance. The external debt (EXD) 

indicator produced a negative sign, indicating that 

debt and growth have an inverse or negative 

connection. This means that if more debts are taken 

on without investing in capital or productive 

commodities, it would have a negative impact on 

Nigeria's economic growth. The variable foreign 

debt is significant at the 10% level of significance, 

as indicated by the t-statistic value of -61.233. 

According to its t-statistic value of 15.3579, the 

political dummy (POD) similarly exhibits a 

positive relationship with growth and significantly 

influences growth at the 10% (percent) level of 

significance. Compared to Chete (1998) and 

Anyanwu (1998), this result is better. This 

demonstrates that Nigeria's economic growth will 

increase with a more favorable democratic system.  

The F-statistic demonstrates that the 

model is helpful in identifying whether there is a 

relationship between GDP growth and FDI in 

Nigeria. The coefficient is jointly statistically 

significant at the 1% (percent) level of significance, 

according to the F-statistic. There is no positive 

serial correlation in the model, as indicated by the 

Durbin Watson (DW) value of 2.1817. 

Foreign direct investment (FDI) has a 

negative association with economic growth (GDP) 

in achieving its goal of viability. When taking into 

account total economic growth, the empirical result 

shown in Table 4.1 implies that FDI may not be 

financially feasible for the Nigerian government 

and private families. This might be a result of 

Nigeria's poor level of human capital development, 

which could have established the essential 

connections between FDI and economic growth 

through imitation and training in order to actually 

realize the spillover benefit from new technology. 

To realize the objective of the 

determinants of the locational choice of foreign 

direct investment (FDI), we present tables 4.2 in 

which FDI was used as a dependent variable and 

other factors used as determinants.  
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Table 4.2: Regression Results of determinants of Foreign Direct Investment (Foreign Direct Investment 

as dependent variable) 

Variables  Coefficients Stand error Statistics  Probability  

Log GDP -0.6008 1.1143 -0.5392 0.5910 

Log INFL -0.2689 0.1386 -1.9408 0.0552*** 

Log EXP 1.2847 0.6008 2.1383 0.0367** 

 Log INV -0.0811 0.6066 0.1338 0.8938 

Log EXCHR 0.4618 0.1599 2.8869 0.0048* 

Log EXD 0.0360 0.1554 0.2323 0.8168 

POD 0.0095 0.0039 2.4085 0.0179** 

Coefficient of determination (R2) = 0.9221 

Adjusted of coefficient of determination (R2) 

= 0.9118 

S.E. of regression = 11.43552 

F-Statistics = 8.6519 

Mean dependent Variable = -0.3630 

S.D. dependent = 15.5882 

Sum of squared residual = 0.3948 

D.W. Stat =  2.3017 

 

According to the coefficient of 

determination R
2
 in Table 4.2, which is 0.9221, the 

explanatory factors were able to account for 92% 

(percent) of the variation in the dependent variable 

(FDI). Except for Log (GDP), which has a negative 

value, all the variables have their predicted signs 

based on a priori grounds. This further supports the 

earlier suggested inverse link between GDP and 

FDI. This can be the consequence of insufficient 

FDI funds being poured into the Nigerian economy, 

or it might be the result of capital flight caused by 

earnings being repatriated, overbilling, or transfer 

pricing out of Nigeria. 

Exports, exchange rate, and POD are 

therefore locational determinants of FDI, as 

indicated by their coefficients of 1.2847, 0.4618, 

and 0.0095 and their t-statistics of 2.1383, (5%), 

2.8869, and 2.4085, respectively. All three variables 

are statistically significant and positive. According 

to Ibrahim and Omoniyi (2009), this omen is 

accurate. The inflation rate has a negative 

coefficient (-0.2689) and a t-statistic of 1.9408, 

making it statistically significant at the 10% level. 

All other variables tested favorable but were not 

significant as locational variables for FDI in 

Nigeria. Finally, the DW displays the model's lack 

of autocorrelation with a value of 2.3017. 

 

V. Conclusion 
Contrary to what the growth and 

development authorities assume, actual studies show 

a negative relationship between economic growth 

(GDP) and FDI. The insufficient FDI funds invested 

in the Nigerian economy, which have not been able 

to have a sufficient positive or growth-enhancing 

influence, may be the cause of this adverse 

connection. The spillovers are of a different nature, 

thus even while there is a negative connection 

between GDP and FDI, this does not mean that FDI 

is advantageous for the Nigerian government or for 

individual families. It was also shown that exports, 

the exchange rate, and political issues are the 

primary locational drivers for FDI in Nigeria. 

 

VI. Recommendations  

Based on the conclusion above, the following 

recommendations are made: 

 Nigeria should promote increased domestic 

investment rather than depending on FDI as the 

main driver of the economy if it wants to 

accelerate growth. 

 Nigeria should develop a code of conduct on 

multinational corporation to curb their 

restrictive business practice, limit their 

repatriation of profits from Nigeria and ensure 

that significant part of their profits are re-

invested into the Nigerian economy. 

 The topic of the local content criterion should 

be revisited by the government. 

 The goal of Nigeria's trade liberalization should 

be directed. 

 Finally, Nigeria should guarantee the longevity 

of democratic rule free from unjustified changes 

in order to maintain a stable administration. 
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