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Abstract

The study explores how FDI inflows impact the Nigerian economy and the interplay
between FDI, financial development, and economic growth using secondary annual time
series data from 1981 to 2021. The ARDL was used as the estimation method. The
findings showthat FDI has a negative and significant impact on economic growth in the
short run, while the long run reflects a positive and significant effect. Among financial
development indicators, it was found that in the short run the first lag of financial access
has a positive significant effect on FDI inflows, financial stability has a negative and
statistically significant effect, the first lag of financial depth has a negative and significant
effect, while financial efficiency (BLD) has a positive and significant effect on FDI
inflows in Nigeria. In the long run however, only financial efficiency and financial
stability were found to have a positive and negative significant effect respectively on FDI
inflows in Nigeria. Assessing the interaction of these financial development indicators
interact with FDI, it was found that the effect of the interaction of Financial depth and
FDI on economic growth is positive both in the long run and short run, while that of
Financial access and FDI revealed a positive effect on economic growth which is similar
to the interaction of Financial stability and FDI on economic growth which was also
found to be positive in the short run. Meanwhile, in the long run, the interaction of
financial efficiency and FDI on economic growth was found to be negative. It was
therefore concluded that FDI has a positive impact on economic growth and that financial
development indicators are critical factors that affect economic growth in Nigeria. The
study suggest that policymakers should focus on enhancing financial development
indicators to complement FDI and boost economic growth.

Keywords: Financial Development, Foreign Direct Investment, Economic Growth
Word Count: 300
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Chapter One

Introduction

1.1 Background to the Study

Foreign investment plays a crucial role in boosting economic growth in countries,

especially in the developing countries by mobilizing savings, diversifying risks and

promoting economic liberalization. The international flow of financial resources takes

the form of private foreign investment and public development assistance, with

foreign direct investment (FDI) being the major form of private foreign investment.

MNCs are the major players in FDI and bring ownership and direct control of firms in

the host country1. The era of globalization has led to a significant increase in capital

inflows across the world due to the increased globalization of investors seeking higher

returns and the opportunity to diversify risk globally. Many economies have

encouraged foreign investment by removing restrictions on foreign direct investment

and improving their economic environment2.

The attraction of foreign capital flows is a priority for all stakeholders globally,

including less developed countries where the lack of capital is a major constraint to

economic growth and prosperity. However, the share of credit to the private sector in

West Africa has declined over the years, resulting in staggered growth rates. Despite

the relative improvement in financial development from 2005 to 2012, there was a

sharp decline after 2012. Similarly, the inflow of FDI into the West African economy

increased until 2014, but has declined sharply since then3.

The preference for FDI emanates from the numerous benefits it offers. An important

one is that, FDI is considered less prone to crisis due to the fact that investors usually

have a better investment arrangement and understand the economic dynamics of the
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host country. Hence, stakeholders in emerging and developing economies usually

anticipate that FDI inflow will bring the much-needed capital, new technologies,

marketing techniques and management skills4.

In addition, there have been inflows of Foreign Direct Investment (FDI) and increase

in the level of domestic investment in developing economies. The foreign direct

investment inflows to developing countries have also increased during the last four

decades. But statistics have shown that FDI inflows to Africa declined from US $50.4

billion in 2016 to US $42 billion in 2017 (a 21% drop)5.

Foreign direct investment is seen as a process of moving technology and capital from

a nation either developed or developing countries to another nation6. Foreign direct

investment (FDI) is recognized as a powerful engine for economic growth. It enables

countries to build up physical capital, create employment opportunities, develop

productive capacity, enhance skills of local labour through transfer of technology and

managerial know-how, and help integrate the domestic economy with the global

economy. Foreign Direct Investment (FDI) could be explained as investment that is

made to acquire a lasting interest in an enterprise operating in an economy other than

that of the investor, the investors purpose being to acquire a lasting interest and have

an effective control in management of the enterprise which is long- term in nature.

Foreign Direct Investment (FDI) became the largest single source of external finance

for developing countries, relative to other sources of private capital inflows, which led

to the virtual disappearance of commercial bank lending in 1980s, policy makers in

emerging markets eased restrictions on incoming foreign investment. Many of these

countries offer special incentives to foreign enterprises including lower income taxes

or income tax holidays and import duty exemptions. In some cases, domestic firms

may increase productivity simply by observing the business methods of the foreign
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firms and the mix of their supply and demand1. Foreign Direct Investment (FDI) has

increased tenfold over the last 20 years in developing nations. This kind of investment

brings private overseas funds into a country for investments in manufacturing or

services. FDI has spread to become a truly global phenomenon, no longer the

exclusive preserve of Organization for Economic Cooperation and Development

(OECD) countries. FDI has grown in importance in the global economy with FDI

Stock now constituting over 20% of global GDP. In the last few years, the emerging

market countries such as China and India have become the most favoured destinations

for FDI and investor confidence in these countries has soared. By 2021, as per the

FDI Confidence Index compiled, China and India hold the first and second position

respectively, whereas United States has slipped to the third position5.

The African economies rely on FDI inflows from the developed countries to attain the

much-desired sustainable growth and development in the region. Though the region

has recorded some impressive growth in recent times, its ability to sustain it calls for

concern. This is because one of the growth-enhancing factors in the

region[ Power[ has not been fixed over the years. Available statistics revealed that

most of the countries in Africa have been unable to attract adequate FDI in recent

years7. In Africa, Nigeria is the third host economy for FDI, behind South Africa and

Egypt. Some of the investing countries in Nigeria are the USA, United Kingdom,

China, the Netherlands and France8.So many countries including Nigeria have

significantly benefited from the inflow of foreign direct investment (FDI) into their

respective economies9.

In Nigeria, the performance of the FDI has been low, this is as a result of the weak

macroeconomic framework in Nigeria. The success of foreign investments in the

country mainly is determined by the market size, human capital, and stable
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macroeconomic environment. FDI has a positive influence on output, but not

significant, suggesting the poor performance of FDI on economic growth in Nigeria.

The country’s share of the global FDI is insignificant regardless of the various

reforms10. The declined inflows of FDI into the country was due to the COVID 19

pandemic which triggered a flight to safety among international investors and a slump

in the price of crude oil which accounted for 90 percent of Nigeria dollar earnings.

Also Scarcity of dollars due to decline in dollars earnings and limited dollar injection

by the CBN in its bid to conserve external reserves and the high inflation rate in

Nigeria compared to what obtains in other countries, also played a role as it reduced

the country attractiveness to foreign investors.

Many countries and continents (especially developing country like Nigeria) now see

attracting FDI as an important element in their strategy for economic development.

This is most probably because FDI is seen as an amalgamation of capital, technology,

marketing and management. It is often argued that FDI is an important source of

capital; that it complements domestic investment, creates new jobs opportunities and

in most cases, related to the enhancement of technology transfer, which of course

boosts economic growth. While the positive FDI-Growth linkage is still a subject of

debate, macroeconomic studies nevertheless support a positive role for FDI especially

in a particular environment11.

Nigeria has a dual economy with a modern segment dependent on oil earnings,

overlaid by a traditional agriculture and service economy. At independence in 1960,

agriculture accounted for well over half of GDP, and was the main source of export

earnings and public revenue. The oil sector, which emerged in the 1960's and was

firmly established during the 1970s, is now of overwhelming importance to the point

of over-dependence. Undoubtedly, Africa and indeed Nigeria is facing an economic
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crises situation featured by inadequate resources for long-term development, high

poverty level, low capacity utilization, high level of unemployment and other

Sustainable Development Goals (SDG) has been difficult to achieve in 2020 as

projected.

This has brought about several changes in policy and regulations in order to

encourage foreign investor to invest in the country. Other measures include – the

liberalization of the foreign investment regime to allow major foreign ownership,

lifting foreign exchange controls and the privatization of Nigeria’s public enterprises.

This research is aimed at taking an in-depth analysis of the major private capital

inflow - foreign direct investment to a growing economy like Nigeria.

1.2 Statement of the Problem

The effect of foreign direct investment |FDI| on economic growth is widely believed

to be contingent on the development of financial sector. Many studies have only

focused on FDI at the expense of financial development, some have explored whether

the level of financial development encourages growth while ignoring FDI. They have

not taken into account the interaction between FDI and financial development, though

recent research pertaining to the connections among FDI, financial development and

economic growth have made great stride. It is well known that FDI and domestic

financial markets are important sources of capital investment funds for manufacturers,

and because the substitutable or complementary relations between them are very

important. Foreign direct investment FDI and its possible effect on economic growth

in Nigeria is not only convincing but too important to be ignored. Nigeria being the

most populous black nation in the world and officially the most populated country in

Africa with over 200 millions people, has the largest market size in the continent of

Africa with a nominal domestic product of over $478.9 billion in 202010. However
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she has a low per capital income of $2,097, a 5.9% decline from 2019 which stood at

$2,229.86 and is about 9.97% increase from 2018. Comparing this to similar top

emerging economies in Africa and Asian countries in the world such as South Africa

with $6,001.4, Brazil $8,717.19, China with $10,261.68 and Russia $11,585.0

respectively. The economy of Nigeria suffers from different types of deficiency which

brought so many limitations for growth sustainability and poverty reduction11.

One of the problems is partial diversification of production, exports and budget

revenue. Infrastructure deficit is also prevalent in the country. The huge debt and

financial crises faced by Nigeria have constituted much burden to the economy,

making it difficult to improve domestic savings. And for a country to be able to have

an increased level of investment, it must be able to increase its savings rate10. Nigeria

also faces the problem of macroeconomic instability, high incidence of currency

crashes, double-digit inflation and excessive budget deficits. Countries with high

inflation tend to attract less FDI. Lack of policy transparency and problem of

economic policy inconsistency is also of great concern because they increase

transaction costs, thereby reducing the incentives for foreign investment.

During the 1980s, a number of interesting studies in the role of foreign direct

investment in stimulating economic growth appeared. Several authors have observed

that the major reason for increased effort in attracting more FDI has been stemmed

from the belief that FDI has several positive effects. In contributing to the importance

of FDI, it has also been shown that FDI is three times more efficient than domestic

investment. Available evidence for developed countries seems to support the idea that

productivity of domestic firms is positively related to the presence of foreign firms.

The result for developing countries is not clear, with some finding positive spillover

and others reporting limited evidence.
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The Nigerian government has recognized the importance of FDI in enhancing

economic growth and development. And various strategies involving incentive

policies and regulatory measures have been put in place to promote the inflow of FDI

to the country In addition, some of the problems of inflow of FDI in Nigeria are the

frequent electricity shortages, the high cost of transportation and lack of financing.

Transport cost is more in Nigeria than in other regions like East Asia. Labour cost is

also higher than the other regions at the same GDP level. The linkage between FDI

and economic growth has been the subject of controversy and considerable research

for many decades. Interest in the area has been revived in recent years largely due to

the globalization of the world economy and to the recognition that multinational

corporations play an increasingly important role in trade, capital accumulation and

economic growth in developing countries.

Despite the numerous empirical studies on the growth effect of FDI literature on the

FDI-Growth nexus seems to have ignored the importance of the role not only of the

financial development but also other factors, such as inflation and exchange rate. The

level of financial development is crucial because a lack of strong financial market

might be preventing the foreign and domestic investors from accessing the financial

resources required. The study will investigate the effect of FDI inflow on Nigeria

economy and also determine the effect of the interaction of FDI inflows and financial

development on economic growth in Nigeria.
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1.3 Aim and Objectives of the Study

The primary aim of this study is to examine the relationship among Foreign Direct

Investment Inflows, Financial Development and Economic Growth in Nigeria. The

specific objectives are to;

i. Investigate the effect of FDI inflow on economic growth in Nigeria.

ii. Examine the effect of financial development on FDI inflow in Nigeria.

iii. Analyse the effect of financial development on the relationship between FDI and

economicgrowth in Nigeria.1.4.Research Questions

This study provides answers to the following research questions:

1. How does FDI influence economic growth in Nigerian?

2. What is the effect of financial development on economic growth in Nigeria?

3. What is the effect of financial development on the relationship between FDI and

economic growth in Nigeria?

1.5 Hypotheses

Ho1: There is no significant effect of FDI inflow on economic growth in Nigeria.

Ho2: There is no significant effect of financial development on FDI inflow in Nigeria.

Ho3: There is no significant effect of financial development on the relationship

between FDI and economic growth in Nigeria.

1.6 Significance of the Study

Finding from the study will be of immense benefits in a number of ways to both

academic and policy makers. The expected outcome shall serve as a useful guide for

future policies as it relates to factors stimulating growth within the economy. It
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would help the policy makers to understand that there is need to formulate policies

that would enable foreign investors to invest, build companies and put in place

adequate measures that would create an enabling environment that will allow

businesses to thrive. Also, measures aimed at controlling inflation rate and ensure that

exchange rate of Naira is highly competitive in international market will be identified

which will serve as guide to policy makers in making policies that will enhance

economic stability.

This study would also enable government to understand the need to create an enabling

environment for foreign investors to invest in the country, provide adequate security

for lives and properties and ensure a stable macroeconomic environment. This study

will be of immense benefit to stake holders as it will inform them on the need for

foreign investment in the country. The study will also add to the existing knowledge

on FDI inflow and economic growth and how the interaction of financial development

with FDI influence the growth of the Nigerian economy.

1.7 Scope of Study

The study will examine the effect of foreign direct investment FDI inflows on the

Nigerian economy. It will look at the roles of financial development in attracting FDI

into the country and will cover the period between 1981 -2021. This time frame was

chosen as it encompasses the implementation of several economic reform programs in

Nigeria's history. These reforms included the Structural Adjustment Program (SAP)

of 1986, the National Economic Empowerment and Development Strategy (NEEDS)

of 2004,the 2011 Transformation Agenda, and Economic Recovery and Growth Plan

(ERGP) 2017-2020.
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1.8 Limitation of the Study

Getting data primarily by the researchers always require lots of funding and time.

Therefore, the major limitation of this study is unreliable nature of data on Foreign

Direct Investment, measures of Financial Development, Economic Growth and other

macroeconomic variables used in the study, as there are different conflicting figures

on the same variables from different sources. Again, funding and time present a

limitation to the study as the research is self-funded with a limited time of execution.

1.9 Operational Definition of Terms

Economy: This is a state of a country or region in terms of the production and

consumption of goods and services and the supply of money.

Economic Growth: an increase in the amount of goods and services produced per

head of the population over a period of time.

Financial Development: This is a system through which financial instruments,

markets and intermediaries ease the effects of information, enforcement and

transactions.

Foreign Direct Investments (FDI): This is defined as investment that is made to

acquire a lasting interest in an enterprise operating in an economy other than that of

the investor, the investors purpose being to acquire a lasting interest and have an

effective control in management of the enterprise which is long- term in nature.

Gross Domestic Product (GDP): This measures the monetary value of final goods

and services over a period of time usually one year. .It is one of the primary

instruments used to gauge the health of a country's economy.
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Chapter Two

Literature Review

This chapter presents a review of past literature focusing on concepts, theories and the

findings of scholars in related studies. The summary of gaps found in literature is also

presented along with the theoretical framework of the study.

2.1 Conceptual Review

2.1.1 Foreign Direct Investment

Foreign direct investment (FDI) is viewed as an investment in the form of a controlling

ownership in a business in a specific nation by an individual or organization situated in

another nation. FDI involves mergers and acquisitions, building new facilities, reinvesting

benefits earned from abroad tasks and intercompany loans1. Foreign direct investments

consist of external resources, including technology, managerial and marketing expertise

and capital. All these generate a considerable impact on host nation’s production

capabilities. Foreign direct investment occurs when an investor based in one country,

home country, acquire an asset in another country the host country with the intent to

manage the asset. A direct investor may be an incorporated or unincorporated private or

public enterprise, an individual or a group of related individuals, a government, or a

group of related incorporated and/or unincorporated enterprises which have a direct

investment enterprise2.

Conversely, a direct investment enterprise is an incorporated or unincorporated enterprise

in which a foreign investor has economic interests in the incorporated/unincorporated

enterprise. Foreign direct investments are the inflows of investments to acquire lasting

management interest in an enterprise operating in an
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economy other than that of the investor3. The interest should be 10% or more of voting

stock totaling of equity capital, reinvestment of earnings, other long-term capital, and

short-term capital as shown in the balance of payments. FDI are classified into horizontal

and vertical. Horizontal FDI which is often a market expansion strategy of the investing

company into potentially high growth economies is an investment made to carry out

similar business operations as already operated by the foreign investor in other countries.

Vertical FDI is the disintegration of the production process vertically by contracting out

some production stages with different input requirements with the intention of

maximizing profit margins. In this case, goods are not produced for sale to the country

receiving FDI, but for export purposes. Vertical integration at times entails that the

foreign associates source inputs and materials from the parent company4.

FDI is always undertaken by domestic firms which have accumulated some benefits in

the local market such benefits includes patents and know-how that bestowed on them

when they enter into foreign markets. Foreign direct investment generates investments

that may not be possible with the local resources only. Working with large firms linked to

the global market, FDI promotes workers and management training; provide advanced

technology that is not easily transferable outside the firms and already in use by foreign

firms. Finally, it generates higher paying jobs and links the recipient economy into the

world economy in a way that would be difficult to achieve by new firms of a local origin6.

FDI can bring impressive growth, as in China's coastal provinces, but also instability and

economic distress, as during the 1997-98 Asian financial crises. Governments of many

poor countries see foreign capital as a means of economic growth, and they have taken

steps to attract it. These steps often include minimizing business regulation and

weakening codes for labor, health, and the environment. Such governments may also try

to improve the investment climate by using violence to silence opposition parties and
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movements. Rich countries, for their part, have sought legal protection for investors, and

have used the World Bank and the IMF to impose new arrangements in this field.

Bilateral and multilateral agreements, such as the North American Free Trade Area,

protect investments at the expense of environmental and health regulations7, 8.

This scenario makes one wonder if Nigeria has put in place proper regulations to protect

its citizens, businesses and investors from undue influence. Policy measures other than

the ones concerning entry and ownership were also used to control the activities of Trans

National Corporations (TNCs) in accordance with national developmental goals. Firstly,

there were measures to ensure that the “right” kinds of technology were acquired in the

“right” terms. The technology that were to be brought in by the investing TNCs was

carefully screened and checked whether they were not overly obsolete or whether the

royalties charged on the local subsidiaries, if any, were not excessive. Secondly, those

investors who were more willing to transfer technologies were selected over the others

that were not, unless they were too far behind in terms of technology. Thirdly, local

content requirements were quite strictly imposed in order to maximize technological

spillovers from TNC presence. One thing to note, however, is that the targets for

localization was set realistically, so that they would not seriously hurt export

competitiveness of the country – in some industries they were more strictly applied to the

products destined for the domestic market5, 6, 9.

2.1.1.1 Determinants of FDI

Inflation

Inflation occurs when there is an increase in the price of goods and services. This increase

in price is seen as inflation when it is persistent and above the specified benchmark. For
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instance, an increase in the money supply can gravitate to a higher price level in a matter

of time. There are various types of inflation known in the literature, some of these types

are: demand-pull, which arises as a result of an increase in aggregate demand without a

corresponding increase in supply, supply push or cost push inflation happens when a

reduction in supply caused by an increase in the cost/price of the commodity produced10.

Inflation is the increase in the general price level in the economy over a given period of

time. It is regarded as one of the determinants of government spending in Nigeria4.

Inflation as the general price increase levels by definition is introduced to take into

account the general increase in commodity prices. The ability of monetary authorities to

maintain single-digit inflation would increase the capacity to accelerate economic growth.

However, the reverse is the case for Nigeria. Available data on the trend of inflation

indicate that the inflationary situation in the country has become alarming since 1980

until 20186. The inflationary trend shows that Nigeria had only maintained single-digit

inflation for fourteen years in the past thirty-eight years. However, the persistent increase

in the inflation rate in Nigeria is evidence of the failure of both monetary and fiscal

policies. The inflationary situation in Nigeria has become a threat to the economy and

closely related to the persistent increase in the price of oil over the years, which began in

the early 1980s when the petrol price increased from 9.5k per liter to 15.4k per liter. This

increase directly or indirectly affects the economic activities of the country, the

transportation cost, the cost of locally produced goods, rents, foodstuffs, among others.

Also, 2012 witnessed another increase in the price of petrol to N97.00 per liter and on

assuming to the office by the present administration, also moves the price to N145 per

liter in 2016. This eventually made the price of goods and services skyrocket 11.

Inflation is one of the most crucial macro-economic problems facing most countries of

the world especially the underdeveloped and developing countries. Some of the adverse

http://www.scialert.net/asci/result.php?searchin=Keywords&cat=&ascicat=ALL&Submit=Search&keyword=developing+countries
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effects include decreasing purchasing power of the country’s currency, unemployment

and uneven distribution of income. The problem of inflation has been on the increase in

the Less Developed Countries (LDCs) of the world over decades with Nigeria inclusive.

Exchange Rate

An exchange rate is the rate at which one currency will be exchanged for another.

Exchange rate is known as the price of one currency against another12 . It is also regarded

as the value of one country’s currency in relation to another currency. Exchange rates are

determined in the foreign exchange market, which is open to a wide range of different

types of buyers and sellers, and where currency trading is continuous: 24 hours a day

except weekends..

In recent times, Nigeria’s rising spate of poverty, unstable growth and increasing rate of

unemployment have been provoked by series of policy failures, poor technical expertise,

weak manufacturing sector, neglect of the Agricultural sector and over-dependence of

crude oil for foreign exchange earnings. The volatility in the global oil market and the

inability of the country to produce the required volume of exports to douse the foreign

currency demand tension, remain a key challenge in the realization of internal and

external sector stability objectives. Having implemented a number of financial sector

reforms such as the adoption of different types of exchange rate policies for decades and

the adoption of the recent Dutch Auction System (DAS), exchange rate in Nigeria is yet

to gain both internal and external balance. For instance, statistical report from the Central

Bank of Nigeria revealed that between 1981 and 1985, the Naira was relatively stable

against the US dollar and a number of foreign currencies like the Pound Sterling, Franc

etc. Specifically, about N0.61 and N0.89 was exchanged for 1 USD as of 1981 and 1985

respectively. In 1989, major deterioration in the domestic currency set in when the rate of

exchange rose to about N7.39. The situation has remained on a worsening note to the
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extent that, about N133.15 and N192.44 was traded for 1 USD in 2004 and 2015

respectively. The situation became highly horrendous that the figure further rose to about

N305.1 in 201711, 13.

Unfortunately, the Nigeria financial system has remained highly volatile, notwithstanding

the series of reform efforts to stabilize the system. In the early phase of 2019, it was

anticipated that the Foreign Exchange (FOREX) market would remain largely stable.

Nevertheless, the precariousness in the global oil market was adduced the principal cause

of the exchange rate depreciation of about N390 to N415 per US$ recorded at the end of

year 201914. The Central Bank of Nigeria (CBN), in its efforts to maintain its policy of

exchange rate stability, raised the amount of dollar injections into the foreign exchange

market to $40 billion in 2018. This figure represents about 87 percent increase in the

volume of dollars that was released by the monetary authority with a view to stabilizing

the Nigerian financial system. Essentially, Nigeria's huge labour base, large market,

strategic geographical setting and prospects ought to make the country a major hub for

industrial development in Africa. Nevertheless, factors like weak policies, poor

forecasting, corruption, lack of appropriate monitoring design and quite a lot of other

factors weaken the efficient utilization of these enormous opportunities in the country15.

Consequently, the premium between the official and parallel market remained wide

throughout the period. Given the import dependent nature of the Nigerian industrial sector,

the continued depreciation of the naira exchange rate vis-à-vis the currencies of other

major trading partners, meant that more resource would be needed to increase domestic

output. A depreciating exchange rate in the absence of domestic sources for input and

inadequate infrastructure will raise the cost of production, which will in turn make locally

produced goods less competitive compared to the imported counterparts, thus, reversing

the benefit of cheaper exports expected from depreciation of any currency. Similarly, the
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over-dependence of the economy on imported capital goods implies that a depreciating

exchange rate would crowd out marginal investment as a result of high investment cost2.

Human Capital

Human capital is seen as a component of intellectual capital. It represents the investments

made on humans and encompasses human-related factors like knowledge, skills,

experience, sufficiency, business quality, employee relations, emotional intelligence,

entrepreneurship, flexibility, employee loyalty, employee satisfaction, education, and

creativity16. Human capital can be described as any contribution made by the individuals

through their knowledge, skills and experience gained which would lead to the good

economic performance of a country. Human development as the process that involves the

gathering and ensuring that the total number of people that possess the skill, education,

experience which are necessary for both economic and political development of a country

is increasing17. The development of human capital is vital to the development of the

education and health of a country. Also, it plays a crucial role in the socioeconomic

development of a country as well as in employment.

Investment in human capital development is however indispensable as it focuses on the

enhancement of productivity, knowledge, skill, and health of a country’s human resources

for effective exploitation and utilization of the available resources to promote growth and

development. Nonetheless, it is not feasible for any country to achieve sustainable

economic growth and development without adequate investment in human capital. The

concept of human capital has shifted the focus of economic development theorists to

generally agree that the quality of human capital has a substantial effect on economic

development as well as economic growth13. The quality of human capital in developing

countries is deficient compared to developed countries. This can be linked to the lack of

insufficient investment in human capital. The United Nations recommends that 26 percent
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of the total expenditure must be devoted to education but in Nigeria between 1986 to

1990 only 5.64% of total GDP was devoted to education and 5.84% between 1999 and

2003, between 2015-2020 the expenditure on education in Nigeria amounted to 6.7

percent of the total federal budget, within these periods , the share of federal budget

invested in education fluctuated. Overall, the highest figure was reached in 2015, when

over 10% of the national budget was allocated to the sector. Lack of investment in human

capital will lead to inefficiency of the labour force, which results in low productivity. The

concept of human capital could be related to other forms of capital. Investments in human

capital yield income and other benefits over a long-time18. Hence, the concept of human

capital is said to be the skills and efforts of human resources in any given economy that is

geared towards attaining economic growth. Notably, human capital can be improved over

time, through either informal or formal skill acquisition, as well as other social

investment that enhances productive capacities of labour15.

2.1.1.2 Types of FDI

Greenfield Investments

Greenfield investments are made when foreign companies expand the bulk of investment

or establish new production capacities in the host country. Greenfield investments are a

most welcomed foreign investment for host countries, especially when the main goal is to

decrease high unemployment. Greenfield investments are the primary target of a host

nation’s promotional efforts because they create new production capacity, jobs, transfer

technology and know-how, and can lead to linkages to the global marketplace17. In terms

of human capital, greenfield FDI usually creates new jobs and increases the productivity.

Though greenfield investments are welcomed in the host country, one should note that

this might crowd out local companies and some specific industries (particularly those

dependent upon technology). While the profit of local companies flows back into the
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domestic market, this is not always the case with foreign companies that undertake

greenfield investments. Because of high unemployment, in case of Kosovo, this type of

FDI or similar sub-types are most welcomed17.

Mergers and Acquisitions

Mergers and acquisitions (M&A) usually are undertaken when a transfer of existing

assets from local firms to foreign firms takes place. In other words, assets and operation

of firms from different countries are combined to establish a new legal entity. It is

assumed that in countries with lower levels of development there are fewer opportunities

for M&A behavior that exist. Based on annual Study on Perception of FDI, compared to

greenfield investment “M&A provide no long term benefits to the local economy,

because in most deals the owners of the local firm are paid in stock from the acquiring

firm, meaning that the money from the sale could never reach the local economy”19. The

most emphasized benefit from this type of FDI is increased productivity of the workforce,

but not much can be proved in terms of increased employment. Empirical studies in this

line are inconclusive and contradictory.

Joint Ventures

Joint ventures can involve a local company, government or a foreign company operating

in the host country. Cross-border joint venture is one in which economic entities from at

least two countries are involved. One positive spillover in terms of human capital is

technical spillover especially when there is a combination of foreign and local company.

One of the main factors “influencing the viability and success of cross-border joint

ventures concerns the choice of partner and reciprocal trust between partners” 16. Rather

than profit gain, there are different factors and motives behind joint ventures. Formation

of joint ventures has nine factors such as: economies of scale, market size, economies of
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scope, technological uncertainty, technological change, cultural difference, interest rates,

protection of autonomy and missing patent rights20. The significance of human capital

development in joint ventures varies in developed countries compared to transition and

underdeveloped countries.

2.1.1.3 FDI as an Economic Growth Indicator

Economic growth is an important factor in reducing poverty and generating the resources

necessary for human development and environmental protection. There is a strong

correlation between gross domestic product (GDP) per capita and indicators of

development such as life expectancy, infant mortality, adult literacy, political and civil

rights, and some indicators of environmental quality. However, economic growth alone

does not guarantee human development. Well-functioning civil institutions, secure

individual and property rights, and broad-based health and educational services are also

vital to raising overall living standards21. Despite its shortcomings, though, GDP remains

a useful proxy measure of human well-being.

World economy has grown approximately fivefold since 1950, an unprecedented rate of

increase. The industrialized economies still dominate economic activity, accounting for

US$22.5 trillion of the US$27.7 trillion global GDP in 199322. Yet, a remarkable trend

over the past 25 years has been the burgeoning role played by developing countries, in

particular the populous economies of east and south Asia. A major factor in this

development has been the steady integration of the global economy. Since the Second

World War, international trade has grown consistently faster than output and now

accounts for approximately 25 percent of world GDP. Other measures of globalization

include the enormous expansion of international financial markets, the spread of new

technologies that have revolutionized international communications and encouraged the

development of transnational patterns of production and consumption, and the fourfold
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increase in foreign direct investment flowing to developing and transition economies over

the past decade21, 22.

However, this overall picture masks large, growing disparities among the developing

countries; not all countries have been able to take advantage of the benefits of

globalization. Since about 1980, the fastest-growing economies of Asia and Latin

America have been characterized by high rates of domestic savings, declining dependence

on agriculture, and rapid growth in trade, especially of manufactured exports. The

emerging economies of the developing world -- such as Brazil, China, Indonesia, and

Mexico -- have been increasingly attractive to private finance; two thirds of the US$95.5

billion foreign direct investment flows in 1995 went to just six developing countries,

Nigeria inclusive. The effects of FDI can sometimes barely be perceived, while other

times they can be absolutely transformative22. While FDI’s impact depends on many

conditions, well-developed and implemented policies can help maximize its gains. Some

of the gains of FDI can be maximized by the following: Research has shown that an

increase in FDI leads to higher growth rates in financially developed countries compared

to rates observed in less developed countries. Local conditions, such as the development

of financial markets and the educational level of a country, affect the impact of FDI on

economic growth. This realization was one of the catalysts for the recent sanitization of

the Nigerian financial institutions like the bank.

Policy makers should exercise caution when trying to attract FDI that is complementary

to local production. The best connections are between final and intermediate industry

sectors, not necessarily between domestic and foreign final goods producers. Human

capital plays a critical role in achieving growth benefits from FDI. Low-wage labor and

urbanization are attractive to FDI. The fact that Nigerian population is teeming with low

wage earners has attracted FDI and this has in turn improved the job turnover of these low
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wage earners thereby improving their economic wellbeing. FDI has positive effects on

social modernization, employment, and urban-rural differentials in the middle-income

countries like Nigeria. Although there is considerable evidence on the link between FDI

and economic growth in developing countries, causal patterns of the two variables have

not been investigated yet with a reliable procedure. Although FDI is expected to boost

host economic growth, it is shown that the extent to which FDI is growth-enhancing

appears to depend on country-specific characteristics. Particularly, FDI tends to be more

likely to promote economic growth when host countries adopt liberalized trade regime,

improve education and thereby human capital conditions, encourage export-oriented FDI,

and maintain macroeconomic stability. Since the laws governing investment in Nigeria

has been made investment friendly, the country is on the right track23.

2.1.1.4 Better FDI Regulatory Framework

The great majority of countries have substantially improved their FDI regulatory

frameworks. Many more countries now allow profits to be repatriated freely or offer tax

incentives and similar inducements to foreign investors. Many African countries have

investment promotion agencies (IPAs), to assist these investors. At the international level,

37 African States are members of the Convention Establishing the Multilateral

Investment Guarantee Agency (and seven are in the process of fulfilling their membership

obligations), 42 are signatories to the Convention on Investment Disputes between States

and Nationals of Other States, and 26 to the Convention on Recognition and Enforcement

of Foreign Arbitral Awards. Fifty countries have concluded bilateral investment treaties

aimed at protecting and promoting FDI, and 41 have signed double taxation treaties24.

The importance of FDI to economic growth has become glaring to the global economy.

Attracting foreign direct investment has become a key part of national development

strategies for many countries. They see such investments as bolstering domestic capital,
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productivity, and employment, all of which are crucial to jump-starting economic growth.

While many highlight FDI’s positive effects, others blame FDI for "crowding out"

domestic investment and lowering certain regulatory standards. The effects of FDI can

sometimes barely be perceived, while other times they can be absolutely transformative25.

While FDI’s impact depends on many conditions, well-developed and implemented

policies can help maximize its gains.

The gains of FDI can be in the form of:

i. Economic Growth

ii. Trade

iii. Employment and skills level

iv. Technology diffusion and knowledge transfer and

v. Linkages and spillover to domestic firms

Foreign direct investment (FDI) fuels development as it fuels trade. When FDI creates a

new facility in a developing country, effects cascade: FDI first creates jobs as the facility

is built; it creates new jobs as the facility operates; it increases the capacity of the foreign

country to produce goods in a given sector as well as its capacity to export; new incomes

generated by the investment will boost the country's spending on imports, many of which

will come from trade linkages established by the original investment26.

The sources, types, main host countries, and organizational forms of FDI have changed

dramatically over the past several decades15. To them, the chief types of FDI are no

longer only market seeking and natural resource seeking but rather, efficiency- seeking

and strategic asset- seeking investments, which are now also important. They also pointed

out that while joint ventures are still common, companies use a variety of other
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arrangements such as strategic alliances, networks, and non-equity arrangements, mergers

and acquisitions, which are all important forms of FDI.

2.1.1.5 Factors Militating Against FDI Inflow to Nigeria

Many obstacles to trade remain, especially for low-income economies like Nigeria.

Trade-supporting infrastructure is essential and is improving due to more efficient

communication and transportation technology. But landlocked economies and those

lacking suitable seaports remain at a disadvantage. For those that have these seaports, like

Nigeria, undue delays in clearing procedures, corruption of customs officials and clearing

agents and high duty on imports has remained a barrier to FDI. Poor roads and high

inland transportation costs have kept many people from trading with the outside world27.

Other obstacles include an unfriendly business environment and inadequate policies and

institutions. For example, in Sub-Saharan Africa it takes twice as long to comply with the

procedures required to export or import goods as it does in East Asia and Pacific and four

times as long as in high-income countries. Lack of access to capital and a small

entrepreneurial class willing or able to take risks also impede the growth of trade28.

But the greatest barriers are those erected by high-income economies. Even in an era of

falling tariffs, developing countries have a hard time reaching high-value markets. Tariff

escalation is one of the rich countries’ protectionist strategies. EU tariffs are almost zero

for cocoa beans but rise to about 10 percent for semi processed cocoa and about 30

percent for chocolate. So tariff escalation penalizes producers when they add value27.

Although regional agreements have proliferated, significant barriers to trade remain

because of imperfect implementation of agreements, high border and behind the- border

costs, absence of common standards, restrictive rules of origin even within customs
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unions, and inconsistent (and inconsistently applied) tax policies. In Nigeria, FDI inflow

has been hindered by a number of factors among which are enumerated below27:

1. Limited diversification of industry structure. The heavy dependence on natural

resources implies that the industry structure is not diversified – a phenomenon, which

further reduces the attractiveness of Nigeria to foreign investors. Small or limited

local advantages also do little to attract FDI.

2. Inadequate Policy considerations: The overall policy requirement for host

governments seeking substantial inflows of FDI or other forms of foreign

participation is the creation of an attractive climate for investors through

macroeconomic stability, consistent policies and adequate institutional support.

Although Nigeria has taken substantial steps in this direction in recent years, but

there remain considerable adjustment and variations in national policies and

approaches to encourage FDI inflow. In this connection, it is important to take into

account the main broad objectives of foreign firms engaged in FDI so as to be able to

design an appropriate policy mix.

3. Inadequate Overall regulatory framework: A healthy investment climate requires a

general legal framework that is conducive to facilitating business. In this respect,

business and commercial legislation is particularly important. Complex or confusing

legislation in this area poses problems for investors. Indeed, several European firms

interviewed in a survey (UNCTAD and European Commission, 1996) regarded

certain legal practices as a deterrent to their activities. Although the situation differs,

of course, from country to country, it was pointed out that traditional ways of doing

business could be very different from those prevailing in developed countries. Of

course, legal certainty does not obviate the need for foreign investors to adapt to local

market conditions. Overall, foreign investment, like any economic activity, thrives
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best in a stable, predictable and transparent environment. In this respect, policy

transparency, bilateral investment treaties or sectoral agreements contribute to the

creation of an environment conducive to investment. The Nigerian government can

do more in this area by putting in place a monitoring system that would ensure

compliance with laid down laws and regulations especially as it affects foreign

investors. An overall legal infrastructure for private business activity -- for national

and foreign investors alike -- consisting of laws, which provide for the creation of

business entities, enforcement of contracts, private ownership and transfers of

property, assessment and payment of taxes, foreign exchange dealings etc., is a

prerequisite. The NIPC has been proactive in the regard especially with the advent of

the One Stop Investment Center (OSIC), which has brought to light the need for

proper administration of investment incentives.

4. Lack of Policy coherence: An appropriate regulatory framework needs to reduce, if

not to eliminate, the risk that private enterprises, including foreign firms, perceive,

objectively or subjectively, as arising from macroeconomic instability, lack of

consistency in policy implementation, long records, if any, of unwarranted

government interference in business, and the threat of civil strife. While the federal

government, have clearly improved policies in general, and policies specifically

related to FDI in particular, there is still need in some cases to enhance the image of

policy coherence both with foreign investors and with the national private sector.

5. Limited Authorization procedures: Authorization procedures have been the subject of

attention in all reforms relating to investment. The main objective of the reforms has

been to respond to the criticism that the process is usually excessively tedious and

cumbersome and that bureaucratic delays lead to significant cost increases for

investors. In response to such criticism, most investment codes have sanctioned the
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establishment of 'one-stop shops' to process and facilitate the approval of investment

proposals. However, studies indicate that shortcomings still exist. First, in a number

of cases, the one-stop shop has become simply an additional stop on a route that still

involves a wide range of government departments, several of which may have

different perceptions of a given project. Second, in a few cases, the one-stop shops go

beyond the traditional screening for compliance with legal requirements or incentives

qualification, and go so far as to involve themselves in screening potential

investments for financial viability. It should be mentioned that the screening of

foreign investment applications in order to establish their viability is a complex

process. It requires considerable expertise and is a time consuming exercise.

6. Inadequate implementation of Incentive mechanisms: Incentives may be granted

conditionally or unconditionally. Those granted conditionally may be linked to

performance requirements, which in some cases can have a disincentive effect on the

investment (incentives are then used to compensate for this disincentive). They can

be granted, financed and/or administered at all levels of government, i.e. at the

supranational, national, regional and local levels. Incentives may be granted

automatically (upon compliance with certain qualifying conditions), or there may be

varying degrees of discretion on the part of the administering authority to decide on

the awards. Also, awards may be granted before the conditioning element has come

into existence, or retroactively, after the condition has been met (obviously, the

choice between ex ante and ex post facto awards is very much dependent on the type

of incentives chosen).

7. Poor implementation of Privatization programmes: A policy action likely to make an

immediate contribution to the improvement of investment conditions in many

countries relates to privatization programmes. Judging from the experience of other
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countries, privatization programmes with foreign participation can provide a vehicle

to increase FDI flows (with potential qualitative contributions to the economy) over a

long period of time, since FDI flows can continue after the acquisition of assets

through privatization. Such programmes have been a major factor in the rapid

increase of FDI flows to Latin America and Central and Eastern Europe. To benefit

from privatization related FDI, existing programmes need to be improved upon and

perhaps new programmes launched. In some cases, this may require the attainment of

a broader political consensus so as to end the stop-go nature of some of these

programmes, make them more transparent and expand them to include firms of all

sizes and from all sectors of the economy. The last of these considerations may be of

special importance to a country like Nigeria that needs to compensate for certain

deficiencies in investment conditions by increasing the attractiveness of privatization

programmes. Furthermore, including only loss making firms, while excluding

profitable firms would certainly not make a privatization programme attractive. The

attractiveness of privatization programmes could be further enhanced by linking them

to debt-equity swaps.

8. Poor infrastructural support: A major detriment to FDI inflow both to local and

foreign investors in Nigeria is poor infrastructure. This had perhaps led to the slow

industrial growth of the country which is an indication to investors that all is not well

in the country. But for the large size of the Nigerian market, which continues to be a

deciding factor for investment location for foreign investors, the lack of industrial

base to hook on to for easy production activities would have crippled the ability of

the country to attract FDI. The epileptic nature of power supply has increased

production cost for manufacturers in Nigeria while poor road network and water

supply has ensured that producers have inadequate input materials and thereby
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slower return on investment. These conditions have led to undue competition with

foreign goods and unfair or inflated cost of locally produced goods as the case may

be since producers have to continually be on alternative power supply to avoid

colossal loss due to break in production circle. Privatization and reforms of public

enterprises have improved but the pace of such reforms is too slow for any

meaningful impact to be felt. The unbundling of the Power Holding Company of

Nigeria (PHCN) formally NEPA seems to be taking forever due to slow legislative

and bureaucratic passage.

2.1.1.6 Strategies Adopted By Nigeria to Encourage FDI Inflow

Attraction of FDI is globally becoming increasingly important, which is often based on

the implicit assumption that greater inflows of FDI will bring certain benefits to the

country’s economy. FDI, like any other flow of capital is simply that a source of capital.

Conventional view however, holds that a targeted strategy is the most appropriate

approach to attract foreign direct investment. Investment strategies involve the organized

use of a range of promotional activities to increase the level of investment in a country20.

Most strategies use three different but interrelated sets of activities which include

activities to enhance the image of the country (image building), those to generate an

increased flow of investors (investments generation) and those to help investors (investors

servicing). The importance attached to an activity varies by country and over time, but at

any given time most strategies include elements of all three activities. Image-building

activities include producing and distributing fact sheets, videos, brochures and newsletters,

holding briefings and engaging in media relations and advertising. It was opined that-

building techniques must be accompanied by investment generation and investor-

servicing activities, as on their own they are invariably wasteful21. Professionals best
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implement some of these techniques, particularly advertising and media and public

relations.

Image-building techniques use a number of tools, which include the following:

i. Fact sheets, videos and information briefs that address topics of general interest to

investors (fact sheets and videos) and more specific topics and topics subject to quick

change (information briefs).

ii. Newsletters that tell a target audience about investment developments, plans and

events. They can be produced by desktop publishing and circulated monthly or

quarterly.

iii. Media and public relations activities that publicize investment success stories and

alert the domestic and international media and selected audiences to upcoming events

and new policies. This entails press. Radio and television briefing, conferences,

organized tours for national and international journalists and tours by government

representatives to promote the country in overseas markets.

iv. Investors guide and brochures that contain essential information on how to do

business in the country, including the legal aspects, in an easy –to- read format. They

could also show key economic indicators to exhibit the country’s comparative

strengths. Nowadays they can be produced relatively cheaply by desktop publishing.

v. Advertising, this may be targeted and specific or general and directed at providing an

overall message in selected media.

For quite some times, investment incentives as a pricing technique have been adopted by

NIPC to attract foreign investors. These incentives were made available to all foreign

investors despite the fact that particular incentives were effective in influencing decisions

only for certain types of projects. Promotion strategy in this sense includes
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communication activities that provide extra value or incentives to investment site.

Essentially therefore, the promotional techniques of investment by NIPC involved those

aimed at:

(i) Building or changing the investment image through advert, investment mission abroad

or trade fairs;

(ii) Generating investment directly; and

(iii) Servicing existing and prospective investors appropriately.

Examining the above strategies; the NIPC promotional programmes tend to engage the

three types of investment promotional activities in varying degrees, particularly image

building with investment generation through persuasive communication approach, by way

of correctly identifying the message, the channel of communication as well as the

appropriate audience to talk to.

As FDI promotion policies are gradually evolving, the government through NIPC is

simply liberalizing the country’s enabling frameworks to attract more investment and

secondly, the Commission actively markets the country as preferred destination for FDI.

Another promotional strategy used by NIPC is the proactive approach to target investors

in accordance with the country’s developmental priorities at the level of industries and

firms, and seek to meet their location needs. Appraising this strategy, it was pointed out

that this targeted approach is not only effective in challenging the growing competition in

the area of investment promotion; it is also desirable from the perspective of achieving

efficient use of scarce resources. This strategy also helped the Commission to improve on

its understanding of corporate strategies and of the specific locational asserts and

liabilities that characterize the host country, Nigeria.
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NIPC in its effort to attract more investments through a more business-friendly

environment capable of promoting local foreign investments has scaled down various

bureaucratic obstacles and intervening opportunities that constitute disincentives to

foreign investors 27. Yet, potential foreign investors have discounted the economy as a

location for investment because of the negative image the economy conceals, despite the

varieties of investments opportunities that await these investors.

Since independence, Nigeria has been associated with pictures of civil disturbances,

starvation, deadly diseases as well as macroeconomic mismanagement, distortions and

performance28. However, reducing the negative image of Nigeria to prospective investors

may not be sufficient to improve the investment climate alone, it has to backed with

appropriate promotional strategy to catch investors’ attention. Hence, NIPC has changed

the negative image of the country and thus facilitated investments into the economy. The

Commission’s promotional strategies at marketing Nigerian investment potentials to both

foreign and indigenous investors have considerably improved the flow of foreign capital

into Nigeria.

2.1.2 Economic Growth in Nigeria

Among less developed countries (LDCs), Nigeria had the eleventh largest external public

debt in 1989 (and the largest among sub-Saharan countries.) Its debt had increased from

US$9 billion in 1980 to US$33 billion by 1989. The country faced persistent difficulties

servicing its debt; in the 1980s, debt rescheduling was almost continuous. The secondary

market price of Nigeria's bank debt in mid-1989 was only 24 cents on the dollar,

indicating the markets were heavily discounting the probability that Nigeria would pay its

external debt29.
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Official reluctance to devalue the naira between 1981 and 1983, when inflation was more

than 20 percent per year, discouraged foreign direct investment, spurred substantial

capital flight, and encouraged firms to build up large inventories of imports (often with

over invoicing and concomitant foreign deposits) or under pricing exports (with the

difference placed on deposit abroad). Having exhausted its official reserves and

borrowing limits, Nigeria built up its arrears on trade credit to US$6 billion by the end of

198330.

Population growth, inflation, foreign direct investment (FDI), interest rates, exports and

private & public investment are the main determinants of economic growth in Nigeria18.

Nigeria's contractionary fiscal policy in 1986 and 1987 reduced the budget deficit

substantially. During early 1988, when the poor 1987 harvest put pressure on food prices

and opposition to austerity mounted, authorities eased financial policy, more than

doubling the budget deficit. Nigeria also eased monetary and fiscal policy in late 1989.

Still, the country had managed to reduce real public spending since the early 1980s29.

Despite several debt rescheduling in the 1980s and early l990s, Nigeria's debt overhang

continued to dampen investment and adjustment in the late 1980s and early l990s. Facing

years of austerity and stagnation, Nigeria could not afford to reduce consumption to affect

an external transfer; thus a major contributor to adjustment was reduced investment. A

lengthy schedule of large loan repayments acted as a tax on investment, since a share of

returns had to go to creditors. Substantial debt servicing often meant slowing economic

growth to avoid an import surplus. Without concessional funds, rescheduling only

postponed an external crisis30.

Moreover, Nigeria's highly oligopolistic money markets, financial repression of interest

rates and exchange rates, and sluggish expansion in response to improved prices in export

and import-substitution industries prevented timely adjustments to financial and exchange
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rate changes. The early 90’s into late 90’s saw more policy distortions and political unrest,

which was a bad sign for investors both potential and existing. Capital flight was also the

order of the day in the early 90’s and a lot of Swiss banks were home to stolen money

from Nigeria. Needless to say those perpetrators of advanced fee fraud were having a

field day. All these happenings coupled with a crippled infrastructure and public sector

was sending wrong signals to the investing community31.

Although the enabling laws that will liberalize the economy and protect investors have

been enacted, it lacked implementation and were lost under numerous bureaucracy.

Targeted public and private sector initiatives that link industry, education, human capital

and institutional capacity-building was required in order for greater FDI to assist in a

virtuous cycle of economic growth, job creation and rising incomes. More than four

decades after independence, Nigeria still has the distinction of being one of the few

countries in the world today that depends almost exclusively on one single export

commodity—oil. Until recently, there was a serious decline in production in virtually all

other sectors. But in the last few years focus has been on the expansion of economic base.

The yielded results include government’s encouragement of foreign capital inflow,

together with commitment to full funding of its own obligations, which has led to a steady

rise in the number of high-profile projects going on simultaneously in Nigeria. Some of

these projects/reforms would enable the growth of public, private partnership (PPP),

improve service delivery through privatization, provide employment, reduce poverty and

create wealth through small business linkages. Also, the promotion of foreign direct

investment in Nigeria will improve not only foreign resources but also Nigerian resources

abroad30. Other resources are more likely to flow into the country when domestic and

externally based Nigerian resources are seeking returns in Nigeria. Some of the reform

projects embarked on by the government to make the country investment friendly include:
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The capitalization of Nigerian banks, Privatization of government owned establishment,

The advent of NEEDS (National Economic Empowerment and Development Strategy)

and it state counterpart, SEEDS, and recent Economic Recovery and Growth Plan. Public

sector reform through SERVICOM, Rigorous pursuit of debt elimination, which

culminated into the debt cancellation by the Paris Club. Improvement in the export

oriented goods through protection of local industries from undue competition19. The ban

on some imported goods by the federal government ensured that local manufacturers had

fair return on their investment.

2.1.3 FDI and Economic Growth

The connection amid FDI and ‘economic development’ of a nation can be traced to the

‘neoclassical theory’. In line with this theory, both labour and capital are considered as

the potent factors that can drive ‘economic growth’ of a nation. Neoclassical trade

theories universally supported international trade even when a country had an ‘absolute

advantage’ in all ‘economic growth’ variables32. It follows from this that the neoclassicals

set the groundwork for globalization, which is the foundation of the FDI-led growth

concept. Thus, the recent large surge in capital influxes across global markets can be

attributed to a constant growth in financial transactions between countries33. Furthermore,

a key element underpinning this experience has been the growing internationalization of

investors wanting greater yield on investment per time and the ability to spread risk

worldwide29.

FDI inflows are determined by diverse factors. These include a wealth of natural

resources, modern infrastructure, a standardized system, and an enough supply of

inexpensive and skilled labour33. Given the fact that the inflow of FDI are determined by

factors which bring about that governance (standardized system) can be a key driver of

FDI inflows in a nation. Most West African countries’ governance indices has indicated
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negative values over time. Since Nigeria is the core point of concern, the indices indicated

that all the governance indices for the country were negative from 2002 – 2019. Could

this affect to the net FDI inflows in the country? An insight into data can provide a

succinct result. The net FDI inflow of Nigeria has exhibited high degree of instability

over time. Between 1970 to 1981, FDI net inflow as a proportion of ‘GDP’ in Nigeria

exhibited a continuous decline, reaching even a negative value (-1.15%) as at 1980.

Therefore, a minute improvement was observed with high volatilities from 1982 to 1984.

Within the period, the value averaged 1.91%, with a record high of 2.45% as at 198434.

2.1.4 Financial Development

Financial sector is the set of institutions, instruments, markets, as well as the legal and

regulatory framework that permit transactions to be made by extending credit.

Fundamentally, financial sector development is about overcoming “costs” incurred in the

financial system. This process of reducing the costs of acquiring information, enforcing

contracts, and making transactions resulted in the emergence of financial contracts,

markets, and intermediaries30.

Financial development has been recognized as an essential factor in promoting economic

growth, attracting foreign direct investment (FDI) and improving the overall economic

performance of a country. The literature defines financial development as the

improvement in the quantity and quality of financial intermediaries, markets, and

institutions, which facilitate efficient allocation of resources, mobilization of savings and

investment, and risk management35, 36.

Studies have shown that financial development enhances economic growth in Nigeria by

providing adequate funding for investment, reducing information asymmetry and

transaction costs, and facilitating international trade37. The financial sector in Nigeria has
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undergone significant reforms in recent years aimed at strengthening financial institutions,

promoting financial inclusion, and improving access to credit for small and medium-sized

enterprises (SMEs). These reforms have led to increased credit flow to the private sector,

improved efficiency of the financial sector, and enhanced the overall economic

performance of the country38. However, it is important to note that that financial

development alone is not sufficient for promoting economic growth. It must be

accompanied by sound macroeconomic policies, good governance, and effective

institutional frameworks. In addition, the development of the financial sector should be

inclusive, ensuring that marginalized groups such as women, rural dwellers, and low-

income earners have access to financial services35, 38, 39.

Financial sector development can help with the growth of small and medium sized

enterprises (SMEs) by providing them with access to finance. SMEs are typically labor

intensive and create more jobs than do large firms. They play a major role in economic

development particularly in emerging economies. Financial sector development goes

beyond just having financial intermediaries and infrastructures in place. It entails having

robust policies for regulation and supervision of all the important entities. The global

financial crisis underscored the disastrous consequences of weak financial sector policies.

The financial crisis has illustrated the potentially disastrous consequences of weak

financial sector policies for financial development and their impact on the economic

outcomes. Finance matters for development‐‐both when it functions well and when it

malfunctions40.

2.1.4.1 Measures of Financial Development

A good measurement of financial development is crucial to assess the development of the

financial sector and understand the impact of financial development on economic growth
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and poverty reduction. These measure as highlighted by the world bank are discussed

below40.

Financial Depth

Financial Depth through domestic credit to the private sector as a percentage of

GDP is a measure of the amount of credit provided by domestic financial institutions to

private individuals and businesses relative to the size of the economy. In other words, it

measures the extent to which the private sector is relying on domestic credit to finance its

activities. This is a useful indicator of economic growth and the attractiveness of a

country to foreign investors. However, it is important to maintain a balance between

credit growth and economic growth for sustainable development.

Financial Access

Financial Access through bank deposits to GDP (%)refers to the ratio of the total

deposits held by commercial banks in a country to the Gross Domestic Product (GDP) of

that country, expressed as a percentage. It is an important indicator of the level of

financial intermediation in an economy and provides insights into the extent to which the

banking sector is facilitating savings and investments. However, it is important to note

that a high ratio of bank deposits to GDP is not necessarily always positive for economic

growth or FDI. A high ratio may also indicate a lack of alternative investment

opportunities or limited access to credit, which can hinder economic growth. Additionally,

foreign investors may be deterred from investing in a country if the banking system is

perceived to be too heavily regulated or if the government has too much control over the

financial sector.
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Financial Efficiency

Financial Efficiency through the bank lending deposit spread refers to the difference

between the interest rate banks charge on loans and the interest rate they pay on deposits.

This spread represents the profit margin for banks, as they borrow money from depositors

and lend it to borrowers at a higher rate. The implications of the bank lending deposit

spread on economic growth and foreign direct investment (FDI) can vary depending on a

number of factors. Generally speaking, a wider spread indicates a higher profitability for

banks, which can encourage them to lend more money to businesses and consumers. This

can lead to increased economic activity and growth as businesses have access to capital to

invest in new projects and expand their operations. Moreover, higher economic growth

can attract more FDI to a country as foreign investors are more likely to invest in a

growing economy.

Financial Stability

Financial stability measured through liquidity ratio is a tool used by central banks to

regulate the money supply in an economy. The liquidity ratio is the amount of liquid

assets that commercial banks are required to hold in relation to their liabilities, and it is

expressed as a percentage. The purpose of setting liquidity ratios is to ensure that banks

have enough cash and other liquid assets to meet their financial obligations and avoid

liquidity problems. While a higher liquidity ratio can promote financial stability and

investor confidence, it can also limit the amount of credit available to businesses and

individuals, which can have a negative impact on economic growth and FDI. It is

important for central banks to strike a balance between ensuring financial stability and

promoting economic growth and investment.
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2.2 Theoretical Review

2.2.1 The Modernization Theory

The modernization theory of financial development posits that as economies undergo the

process of modernization and industrialization, there is an increased demand for financial

services41. This demand arises from the need for investment capital, working capital, and

risk management instruments. Financial institutions adapt to meet these changing needs

of the economy. Scholars such as Gerschenkron, Rostow, and Findlay have supported this

theory, highlighting the crucial role of financial institutions in mobilizing savings,

facilitating investment, and stimulating economic growth during the transition to

industrialized societies42.

The modernization theory of financial development include the observation of financial

deepening in economies as they modernize. This involves the expansion of banking

sectors, development of stock markets, and improved availability of financial services to

cater to the growing needs of businesses and individuals43. Additionally, the theory

suggests that financial development enhances access to credit, allowing businesses and

households to obtain necessary funds for productive investments. Furthermore, studies

have linked financial development to economic growth, as it provides the financial

resources and mechanisms for efficient resource allocation, risk management, and

innovation41.

However, the modernization theory of financial development is not without criticism.

Scholars argue that the heterogeneity of development paths across countries undermines

the uniformity of the financial development process. Factors such as institutional quality,

governance, and historical legacies significantly influence financial development.

Concerns have also been raised regarding financial instability, cautioning against rapid
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financial development without proper regulations and risk management mechanisms.

Excessive risk-taking and inadequate supervision can lead to financial crises. Moreover,

critics emphasize the importance of addressing financial inclusion and reducing

inequalities in accessing financial services to ensure that the benefits of financial

development are widely shared and marginalized populations have equal access to

financial services43,44.

2.2.2 Market Imperfection Theory

Market Imperfection Theory suggests that foreign direct investment (FDI) occurs in

response to market imperfections or failures in the host country. These imperfections may

include information asymmetry, incomplete markets, or barriers to entry45. The theory

posits that FDI serves as a solution to these market deficiencies by providing access to

capital, technology, managerial expertise, and market knowledge. It highlights the role of

FDI in bridging these gaps and contributing to the economic development of the host

country45.

The theory was initially developed by economist Stephen Hymer, who argued that firms

engage in FDI to overcome imperfections in international markets. John Dunning further

expanded on this theory with the eclectic paradigm (OLI framework), emphasizing

ownership advantages, location advantages, and internalization advantages as

determinants of FDI46. Market Imperfection Theory finds applications in understanding

FDI in developing countries, where institutional weaknesses and market imperfections are

more prevalent. FDI is seen as a means to transfer technology, managerial expertise, and

financial resources to address these deficiencies47.

Scholars have inferred that FDI can lead to technology spillovers, benefiting the host

country by enhancing its knowledge and technological capabilities. However, the extent
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of these spillovers is subject to debate, influenced by factors such as absorptive capacity

and institutional quality. Additionally, while FDI can create employment opportunities

and improve working conditions, critics argue that it may also lead to labor market

segmentation and limited benefits for local workers. The institutional and policy

environment of the host country plays a crucial role in determining the effectiveness of

FDI in addressing market imperfections46,47.

However, caution is advised against overdependence on FDI, as it can create

vulnerabilities and risks for the host country. Excessive reliance on FDI may result in a

loss of domestic competitiveness and limited technology transfer to local firms. Therefore,

a balanced approach considering the contextual factors and the host country's institutional

framework is necessary to ensure that FDI generates positive spillovers and contributes to

long-term development45.

2.2.3 Endogenous Growth Theory

Endogenous growth theory is a theoretical framework that attempts to explain economic

growth by emphasizing the importance of human capital, knowledge, and technological

progress as key determinants of long-term growth. In this theory, economic growth is

viewed as a self-sustaining process that can be achieved through investments in research

and development, education, and innovation. The endogenous growth theory is based on

the idea that economic growth is not a result of exogenous factors such as population

growth, capital accumulation or technological progress, but rather is driven by

endogenous factors such as knowledge creation, innovation, and human capital

formation46.

One of the main proponents of endogenous growth theory is Paul Romer, who argues that

economic growth is driven by technological progress, which is in turn influenced by
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investments in knowledge and research and development (R&D) activities. According to

the theory, knowledge is a non-rival and non-excludable public good, which means that

once knowledge is created, it can be used by everyone without reducing its availability to

others. Therefore, investments in R&D can have positive spillover effects, leading to

higher levels of productivity, innovation, and economic growth48.

Another key concept in endogenous growth theory is human capital, which refers to the

skills, knowledge, and expertise of the workforce. Human capital is considered a key

driver of economic growth, as it enables individuals to be more productive, innovative,

and adaptable to changes in the economy. This can be achieved through investments in

education and training, which can lead to higher levels of human capital and

productivity49.

Studies have shown that financial development also plays a crucial role in promoting

economic growth in developing countries like Nigeria. According to scholars, financial

development can improve economic growth by providing access to credit, reducing

information asymmetry, and promoting entrepreneurship and innovation50. However, the

impact of financial development on economic growth is not straightforward and can vary

depending on the level of financial development, the structure of the financial sector, and

the quality of institutions.

2.3 Review of Empirical Studies

Financial Development and Foreign Direct Investment (FDI)

Scholars have examined the effect of financial development and FDI on economic growth

in Sudan using annual data from 1970 to 2014. The variables of the study were subject to

unit root problem. The time series data are assessed using unit root and cointegration tests

with/without structural break. Moreover, the study uses the fully modified ordinary least
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squares and the dynamic ordinary least squares techniques to estimate the long-run model.

The results of the cointegration tests provide evidence that a long-run relationship exists

among variables even after accounting for the structural break. The results show that

financial development and FDI are positive and significant in explaining economic

growth in Sudan. Financial development is found to be more beneficial to economic

growth than FDI. Moreover, the findings reveal that FDI leads to better economic

performance through financial development. Interestingly, the findings of the study show

that the effect of financial development on economic growth is further enhanced by the

inflows of FDI. It was recommended the government should focus on promoting FDI in

more productive sectors. In addition, further cooperation with multinational enterprises is

needed to increase FDI in the country50.

Considering the importance of foreign direct investment (FDI) inflows for the sustainable

economic advancement of a host country, a study investigated the financial development

and FDI nexus, using institutional quality as a moderator. The sample consists of 79 Belt

and Road Initiative (BRI) partner countries, as these countries are entering a new age of

integration, foreign trade, and mutual development. It was further deduced that the

empirical findings of conventional and robust estimators show that the financial

development of BRI host countries significantly attracts FDI, while the institutional

quality plays a significant moderating role in this relation. The in-depth analysis offers the

insight that financial markets are less attractive to FDI relative to financial institutions.

Thus, policymakers are admonished to uphold sound financial institutions to make the

country more attractive to overseas investors, while concentration on financial markets

may multiply the benefits of FDI. The results are robust to alternative proxies of the key

variables and alternative methodologies51.
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Similar study also examined the effect of financial development (FD) and foreign direct

investment (FDI) on the environmental quality for the panel of 90 belt and road countries

from 1990 to 2017. The study advances the knowledge of financial development by using

the new comprehensive index, which is based on access, depth, and efficiency of financial

markets and financial institutions and incorporated foreign direct investment as an

important determinant of environmental quality. By applying the Driscoll-Kraay standard

error pooled ordinary least square method, the empirical findings reveal that FD

deteriorates the environmental quality by increasing the CO2 emissions, while FDI

improves environmental quality and the relationship between economic growth (EG) and

CO2 emissions is inverted U-shaped, i.e., presence of EKC hypothesis. The energy

consumption and urbanization pollute the environment, while trade openness enhances

the quality of the environment. Furthermore, the Dumitrescu-Hurlin (DH) panel causality

test result confirms that the bidirectional causality exists among FD, trade openness,

energy consumption, and urbanization with CO2 emissions. It was adviced that the

governments of belt and road countries should remove the barrier and provide ease of

doing business and protection of intellectual property rights to get more FDI inflows. In

order to achieve sustainable development goal, this study emphasized to use energy-

efficient and environmentfriendly technologies and allocate resources for energy

efficiency and renewable energy in order to moderate degradation of the environment and

government should implement the latest policies to mitigate carbon emission, i.e.,

environmental taxation tools for polluters and offers financial benefits to those who

promote the sustainability, prioritize green and eco-efficient projects, carbon emission

taxes, and emissions trading cap to reduce carbon emissions52.

In the paper empirically investigated by some scholars about the various effects that

source and destination countries’ financial development (SFD and DFD respectively)
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have on foreign direct investment (FDI).They established causality by exploiting

variations in both country-specific financial development and sector-specific financial

vulnerability. The approach was made possible by their use of detailed databases on real

manufacturing FDI projects worldwide. They found that both SFD and DFD have a large

positive influence on greenfield, expansion, and mergers & acquisitions FDI, by directly

increasing access to external finance and indirectly promoting manufacturing activity.

The overall economic impacts of SFD and DFD tend to be similar but their direct and

indirect effects vary across margins and types of FDI53.

The relationship between financial development indexes and foreign direct investment

was examined with the objective of determining the effects of financial development

indicators in two groups (the financial markets index and the financial institution index)

on the FDI absorption rate. They posits that the effects of these indicators have been

evaluated in the form of a panel data model for 11 countries including (Saudi Arabia,

Argentina, Sweden, Poland, Belgium, Iran, Thailand, Nigeria, Austria, Norway, and

Venezuela) in the period 1990 to 2014. The results show that when the financial

institutional index including (FID, FIE), financial market index including (FMD), GDP &

DCP increase the FDI increases, and when FIA, FMA & FME increase, the FDI

decreases. So Expanding the capital market will increase FDI attraction in selected

countries, and for countries with weak capital markets, the financial market access index

and the financial institution efficiency index has a significant negative effect on FDI

absorption and vice versa54.

Foreign direct investment (FDI) is seen as a prerequisite for gaining and maintaining

competitiveness. Simultaneously, the relationship between FDI and financial

development (FD) has important implications for the researched economy and its

competitiveness. A study investigates the effect of FDI on FD for the selected 102 Belt
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and Road Initiative countries on four continents: Asia, Europe, Africa, and Latin America.

Based on data from 1990 to 2017, a set of quantitative techniques, including feasible

generalized least squares, and augmented mean group techniques, were used in this study.

The findings indicate that FDI, trade openness, government consumption, and inflation

have a statistically significant relationship with FD. FDI, trade openness, and government

consumption increased FD in Asia, Europe, and Latin America but decreased in Africa.

Inflation shows a negative influence on FD in all continents. Furthermore, the

Dumitrescu–Harlin panel causality test confirms a two-way causality relationship among

FDI, trade openness, and FD in Asia and Europe. In contrast, a unidirectional relationship

exists between FDI and FD in Latin America. The income-wise results reveal that low-

and middle-income countries attract more FDI than high-income countries due to high

factor costs. Through their empirically study, they posit that an increase in FDI net

inflows would contribute to the expansion of economic activities and lead to an increase

in funds available in the economy, which would boost financial intermediation through

available financial markets or the banking system. And a relatively developed stock

market increases the liquidity of listed companies and may eventually reduce capital cost,

making the country more attractive for foreign investors. Further, policymakers in the

BRI economies must concentrate on long-run measures to improve their financial systems.

The negative influence of FD in African countries is essential for policymakers, focusing

on the improvement of the financial system. As rising FDI inflows accelerate financial

activities and result in higher available funds in the country. It also improves financial

competitiveness through the existing financial markets. Lastly, the results of a recent

study showing that financial prosperity is a precondition for financial stability. A stable

financial sector is crucial for overseas investors, which is an issue that should be

addressed in the BRI countries55.
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Financial Development and Economic Growth

Studies have shown that financial development also plays a crucial role in promoting

economic growth in developing countries like Nigeria. According to scholars, financial

development can improve economic growth by providing access to credit, reducing

information asymmetry, and promoting entrepreneurship and innovation12. However, the

impact of financial development on economic growth is not straightforward and can vary

depending on the level of financial development, the structure of the financial sector, and

the quality of institutions.

Another study investigates the relationship and effect of capital flows, financial

deepening, infrastructure and financial development on economic development in Nigeria.

The study used annual time series data from 1980 to 2010 and the methodology was OLS.

The findings of the study revealed that capital inflow was significant in determining

economic development in Nigeria. However, trade openness was significant but had a

negative sign39. The further review of literature on the impact of FDI on growth suggests

that FDI effect is both time- and region-specific. For instance, the impact of FDI,

domestic investment, human resource and rate of trained workers on growth in Vietnam

was examined by 40. The study makes use of annual data from 2012 to 2015 using panel

regression method of fixed effect model. The estimated result indicates that FDI,

domestic investment and human resource have positive effect on the level of gross

product while rate of trained worker has not affected economic growth during the time

period. However, in an earlier in the previous year, which investigated the effect of

aggregate and sectoral foreign direct investment on Egypt’s economic growth from the

period of 1992 to 200735. The study used GMM and made effort to distinguish between

FDI in the manufacturing, agricultural and service sectors of the economy. The results

from the estimation show that neither aggregate nor sectoral FDI has unconditional effect
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on economic growth. The result also rejects human capital as a channel of absorptive

capacity and reveals and interesting effect of FDI in the service sector on economic

growth in its interaction with domestic private investment. In their analysis also, service

FDI promotes economic growth only if the host government has a minimum threshold of

DPI to absorb foreign knowledge and technology.

Scholars have also investigated the impact of Inflation on Economic Growth: Evidence

From Nigeria. In an attempt to examine the influence of inflation on the growth prospects

of the Nigerian economy, the study employs the autoregressive distributed lag on the

selected variables, i.e. real gross domestic product (GDP), inflation rate, interest rate,

exchange rate, degree of economy`s openness, money supply, and government

consumption expenditures for the period 1980–2018. The study findings indicate that

inflation and real exchange rate exert a significant negative impact on economic growth,

while interest rate and money supply indicate a positive and significant impact on

economic growth. Other variables in the model depict no influence on the economic

growth of Nigeria. The causality result shows the unidirectional relationships between

interest rate, exchange rate, government consumption expenditures and gross domestic

product. However, inflation and the degree of openness show no causal relationship with

gross domestic product. As a result, the study recommends that a more pragmatic effort is

needed by the monetary authorities to target the inflation vigorously to prevent its adverse

effect by ensuring a tolerable rate that would stimulate the economic growth of Nigeria22.

A study on macroeconomic determinants of economic growth in Nigeria between the

period of 1991 and 2019 was examined with the objective of investigating some

macroeconomic determinants of growth in Nigeria and further assess the variables and

their influence on economic growth. The study made use of secondary data sourced from

the 2021 Statistical Bulletin of the Central Bank of Nigeria and from the 2021 database of
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the World Bank. The Ex Post Facto research design was employed for the study. Both

Simple Linear and Multiple regression analysis using SPSS were employed using Gross

Domestic Product (GDP) as the dependent variable while Unemployment, Inflation and

Foreign Direct Investment were considered as the explanatory variables. The Johansen

Co-integration test and the error correction model were also applied in the study. The

results showed that Unemployment and FDI had positive effects on Economic growth

while Inflation had a negative effect. It also indicated the validity of short run equilibrium

relationship between variables under study. The study recommended the need for

government to create a business friendly environment and enact policies to encourage

foreign investment inflows. Government should further develop critical and urgent

policies that will support and drive production activities in all sectors to arrest the rising

unemployment then proffer fiscal and monetary policies to assist in tackling inflation56.

A study also examine the nexus between human capital and economic growth in Nigeria

between 1981 and 2017. This is predated by poor policy impact across the key sectors of

the economy, such as education and health that would have transformed productivity to

economic in Nigeria. In order to address this ugly happening, the study therefore

employed vector autoregressive and Johansen techniques. The results disclosed that the

estimated coefficients of human capital have long-run significant impact on economic

growth in Nigeria. Also, the diagnostic tests were used to check the validity of the

techniques adopted in the study. Interestingly, results from normality test, VEC residual

serial correlation LM tests and VEC residual heteroskedasticity tests confirm the

justification and validity of the estimated results obtained in this research. Drawing way

forward, this study therefore recommends the need to sustain economic in Nigeria

through increase budgetary allocation to education and health sector to boost human

capital skills needed to drive knowledge-based economy. Also, government should
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establish special agencies with the responsibility of improving the skills and capabilities

of human capital across all educational levels of the federation so as to sustain growth in

the long run57.

The empirical test results on the effect of exchange rate on economic growth in Nigeria

with emphasis on asymmetric relationship among the variables (Gross Domestic Product,

Exchange Rate and Inflation Rate) using data from 1981 to 2020 was presented. Applying

the Non Linear Autoregressive Distributed Lag Model (NARDL) approach to examine

asymmetric relationships among variables. The study found that, in the long-run,

economic growth is positively affected by positive shocks to exchange rate. Meanwhile,

both negative and positive shock to inflation rate was found to have adverse non-

contemporaneous effect on growth in the long-run. Since both positive and negative

changes affect economic growth adversely, it is recommended that the Nigeria Inflation

component is reviewed to identify the key drivers and the policy to optimize the

relationship between economic growth and inflation rate. In addition, fiscal, monetary and

general trade policies must align with the exchange rate policies for desired output growth.

Therefore, the monetary authority should implement policies that will boost Nigeria

production base to maximize the benefits from foreign exchange inflows58.

The impact of exchange rate on economic growth in Nigeria from 1981 to 2016 was

examined in a related study using data on GDP, Exchange rate, foreign direct investment

(FDI), inflation rate, imports, exports, trade openness, final consumption expenditure

(FCE), interest rate, and government expenditure were obtained from the different issues

of the CBN Statistical Bulletin. Data series were assessed for stationarity with the aid of

the ADF test. Bound test was conducted and the model was estimated within the ARDL

framework supported by the relevant post estimation diagnostic tests. The bound test

showed that there was long run relationship among the study variables. Model estimation
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revealed that import, lag of trade openness, FDI, lag of exchange rate, interest rate and

inflation significantly affected the growth of the economy in the short run. In the long run,

economic growth was affected by trade openness, FDI, exchange rate, government

expenditure and interest rate. It was concluded that the present year exchange rate did not

affect economic growth in the short run but itsone year lag did, while exchange rate had

negative effect on the growth of the Nigerian economy in the long run. To achieve growth

in the economy, effective exchange rate management system alongside expansionary

fiscal policy and encouragement of importation of capital goods are recommended59.

Foreign Direct Investment (FDI) and Economic Growth

A study on inquiry into the nexus of the foreign-direct investment (FDI) led growth

hypothesis was carried out by a scholar to examine how it translates into the development

of the Nigerian economy as of 1970 – 2018. The study utilized secondary data from the

‘World Development Indicators’ which were analyzed using the Bounds test for co-

integration and the ‘autoregressive distributed lag (ARDL) approach to divulge both the

short-term cum the long-term influence of foreign direct investment net inflow on

‘economic development’ of Nigeria. The Bounds test was conducted after the unit root

test revealed that the variables were stationary at mixed order of level and first difference.

The outcome of the ARDL Bounds test supported confirmation of long-term association

among the variables. The ARDL short-run error correction showed that 14.62% of the

instability in the model was corrected yearly. In the short-term, it was discovered that FDI

wielded a deleterious and substantial weight on ‘economic development of Nigeria.

Meanwhile, the long-term estimates indicated that FDI influenced economic development

positively, though not in a significant manner. The Granger causality test supported the

fact that FDI causes ‘economic development’ in Nigeria. Given this potential of FDI

exerting a positive effect on ‘economic development’, the study recommended that
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bottlenecks inherent in FDI influxes in the country should be removed so as to reap the

fullest benefits of such inflows in Nigeria12.

A study to investigate how inflows of FDI can affect the Nigeria’s Real GDP using the

‘robust GMM’ technique of estimation was carried out by another scholar whose findings

from the analysis portrayed that the influence of labour quality is desirable and substantial;

while the effect of capital concentration was adverse and substantial on RGDP. The result

portrayed no better connection between FDI and capital concentration as they move the

economy in a progressive manner. Intensified efforts geared towards attracting FDI

inflows to the productive sectors was recommended by the study48. A novel model for the

Rwandan economy that describes the FDI-led growth hypothesis was examined using the

Johansen co-integration and ARDL methods. Except for financial development from the

banking sector, that was substantial in the short-run but negligible in the long-term, other

factors were shown to have a favourable influence on economic development. The long-

term result portrayed that financial development wields a deleterious and substantial

influence on FDI in Rwanda; while GDP and population generated a positive and

significant effect49.

Other scholars have also examined the Impact of Foreign Direct Investment on Economic

Growth in Nigeria. Traditionally, FDI is designed to improve the recipient economies

thereby enhancing economic growth and development, it is in this view that many

developing countries attract foreign investors with the hope of strengthening their

economy by increasing the foreign investment portfolio. However, most empirical

analysis of the impact of FDI on economic growth advises otherwise, hence, a

controversy. According to the existing literature, some empirical results found a negative

relationship between FDI and economic growth, while others opined that as FDI increases,

it results in a boost of output productivity, hence a positive relationship between the
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variables. Therefore, this study contributes to the existing literature by investigating the

effects of FDI both on the owner, and the host country, using Nigeria as a case study50.

It was found in a study that FDI accounts for the significant variation in Nigeria economic

growth compared to other capital inflow into the country. Using quarterly data from

1961Q1-2016Q4, estimated using the Structural Vector Autoregression model (SVAR),

to evaluate the effects of shocks of private capital inflow on the growth of the Nigerian

economy. The result shows that shocks of FDI and portfolio investment inflow have a

positive and direct relationship on economic growth Nigeria and is statistically

significant51.

A study conducted to determine the Influence of Foreign Direct Investment in Economic

Growth and Deployment of Nigeria was examined using Ordinary Least Square (OLS)

method of estimation using multiple regression analysis. The data generated for this study

comprises of Foreign Direct Investment (FDI), Real Gross Domestic Product (RGDP) and

Exchange Rate (EXR). The data was sourced from Central Bank of Nigeria statistical

bulletin spanning the period of 1989-2019 (30years). The authors found that FDI has

positive and significant influence on real economic growth. EXR also has positive and

significant impact on economic growth in Nigeria. Results also showed that the overall

regression is significant at 5% level of significance given that the F-statistic is 0.0000

which is less than 0.05. Based on the results, the study recommends an improvement in

the level of institutional development on which the inflow of FDI is based. The study also

recommends that government should as a matter of urgency takes appropriate measures in

order to stabilize the exchange rate that may attract more investors in the country for

desired economic growth and Development60.

The impact of foreign direct investment on economic growth overtime in the Nigerian

economy was also examined by some researchers. The study considers annual times
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series data from 1981 to 2018 using ordinary least square method. The results from the

estimation reveals that foreign direct investment has been very instrumental and

significant to the growth process of the economy overtimes. The contribution of foreign

direct investment to growth is further improved when interacted with the level of human

capital in the country. Also, the study found that the contribution of foreign direct

investment to growth has exhibited increasing return to growth for the Nigerian economy.

The study recommends that efforts should be made to improve the level of human capital

while necessary steps should be taken to entice foreign investors into the country25.

Study on the impact of foreign direct investment on economic growth in Nigeria used

secondary source of data was employed in this study from 1986 to 2017 which were

sourced from Central Bank of Nigeria Statistical Bulletin published in 2018 and World

Development Indicator published in 2019. Descriptive and regression analyses were used

as the estimation techniques. The findings of the study revealed that the coefficient value

of LFDI is 0.633506 and its p-value is 0.0002 implying that a unit increase in LFDI will

increase LGDP with the value of 0.633506. The coefficient value of RINTR is 0.004127

with p-value of 0.310 indicating that a unit increase in real interest rate will increase gross

domestic product, but it is not significant. Also, LDI coefficient value is 1.758036 with p-

value of 0.0688 implying that a unit increase in domestic investment will increase gross

domestic product positively with the value of 1.758036 which is significant at 10% but

not significant at 5% alpha level. The coefficient value of exchange rate is 0.835206 with

the p-value of 0.0000 signifying that exchange rate is positive and significant to economic

growth. It was concluded that foreign direct investment was positive and significant to

economic growth of Nigeria while the domestic investment was also positive but not

significant at 5% alpha level26.
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The contribution of foreign direct investment (FDI) inflows to the sustainable

development of the Nigerian and Ghanaian economies was examined by other scholars.

The investigation was prompted by the apparent evidence of rising FDI inflows in the last

two decades, which has failed to improve both nations’ sustainable development drive

significantly. The study employed the ordinary least square (OLS) econometric technique

to test the effect of FDI inflows on sustainable development indicators using annual times

series data from 2000 to 2018 obtained from both countries’ World Development

Indicators (WDI) for the period covering the Millennium Development Goals (MDG) era

and the earlier stages of the Sustainable Development Goals (SDG) of the United Nations

(UN). The findings revealed that Ghana performed better than Nigeria on social

sustainability, measured in terms of education and healthcare indicators. However, on

environmental and economic sustainability, Nigeria fared better. A percentage increase in

FDI inflow to both countries enhances economic growth and economic sustainability by

0.30 percent. However, study indicated that the positive impact is statistically

insignificant. This reveals that the difference in economic growth and economic

sustainability in both countries is not accounted for by FDI28.

A study employs dynamic panel models; Pooled Mean Group (PMG) and Mean Group

(MG) estimators to assess the growth-differential effects of Foreign Direct Investment

(FDI) and Domestic Investment (DI) among 41 selected African countries from 1970 to

2017. The result of Hausman test shows that PMG estimator is preferred. The study found

that FDI and DI are important grease for growth of African countries in the long-run. The

study also found that inflows of FDI crowds-in DI in Africa and that there is significant

difference in the growth effects of foreign direct investment and domestic investment

while the joint effects of foreign direct investment and domestic investment on growth of

African countries is found to be statistically significant. In the short-run, estimates show
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that foreign direct investment has negative influence on growth of 24 countries out of

which four (Benin, Madagascar, Nigeria and Equatorial Guinea) are highly significant at

5% level, while the estimated influence of domestic investment on growth of most

African countries was positive. This shows that foreign direct investment in Africa has

negative effects on growth of host economies in the short-run. The study recommends

that African governments should continually encourage domestic savings and investment

as major source of growth and only consider FDI as a growth supplement61.

In another study in which static panel data was used as estimators and found that foreign

direct investment does not significantly influence economic growth in aggregated form

but varies when the levels of development reached by the countries in the region were

incorporated. In a close related findings, it revealed that the effect of foreign direct

investment on growth is not significant in developing countries unlike developed

economies62. The nexus between foreign direct investment and economic growth given

the longstanding debate from mixed empirical findings suspected endogeneity issues

which was examined The study therefore investigated FDI–growth nexus using a

simultaneous system of equations approach of 124 cross country data for the period 1971

to 2010. The study found that the overall effects of FDI on growth are positive and vice

versa. The implication is that FDI contributes to economic growth on one hand while

growth attracts FDI inflows which in turn stimulates further growth on another hand63.

Similar studies have also explored the effect of foreign direct investment (FDI) on

economic growth in Nigeria, which is currently West Africa’s largest economy, and also

determined the long-run relationship between FDI and economic growth in Nigeria from

1981 to 2017. The study adopted the autoregressive distributed lag modelling approach

and ordinary least square in the analysis. The empirical results revealed that FDI has a

positive and significant relationship with economic growth in Nigeria within the period
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under review. The study concluded and recommended that Nigerian Government should

formulate policies that will attract more FDI in all sectors of the economy especially in

the service and manufacturing sectors, so as to improve the infrastructural facilities and

production of goods in the country and also expand its labour force. Finally, there is need

to improve the educational policy of the country in order to raise the stock of human

capital in the country that will make useful policies for the attraction for productive FDIs

in the country30.

The impact of foreign direct investment (FDI) on manufacturing sector output growth

in Nigeria for the period 1970 –2016 using OLS and Granger causality tests analysis

was conducted by some researchers. The role of the manufacturing sector in

economic growth and development cannot be over-emphasized. Economic theory

enthuses that economic growth can be further realized when the

manufacturing sector makes steady positive contribution in the overall GDP growth

rate. Due to various constraints including paucity of funds capital, the positive

contribution of the manufacturing sector has not been encouraging. So the need

for foreign capital inflow may be a welcome development. Thus, the study

estimates a logarithmic model of the impact of FDI inflow on manufacturing output

growth in Nigeria in order to assess its possible contribution to economic diversification

of the Nigerian economy which has been heavily dependent on the energy sector.

The findings of this study reveal that there is a long-run relationship between FDI and

manufacturing sector output growth (MSOG) though statistically insignificant.

Granger causality result shows that there is a unidirectional causality from FDI and

MSOG. The study recommends that the variables; electricity generation,

exchange rate, private sector credit and political stability which show significant
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relationships to MSOG should be given priority by the government policy makers to

diversify the economy through the manufacturing sector20.

The concern of some authors were on the institutional determinants of FDI in Pakistan,

the study was born out of the inadequacy and inconsistent in the findings of existing

literature on the subject matter. Using econometric technique, the paper found out certain

institutional determinants such as of the government legal structure and strong property

rights, freedom to trade and civil liberty have strong positive effect on FDI inflows

among the institutional variables, regulation has been found to be most important to

influence inward FDI flow to Pakistan. The paper has also found evidence that there was

a structural break in FDI flows in Pakistan which coincides with market liberalization

programme in early 1990s. This confirms the effectiveness of conducive institutional

environment to attract foreign direct investment64.

2.4 Theoretical Framework

The theoretical framework of this study builds upon Romer's endogenous growth theory,

which was introduced in 1986. According to this theory, the growth and development of

an economy are influenced by its internal factors. When both the government and the

private sector invest in human capital, innovation, and knowledge, it enhances the

productivity of the nation46. Consequently, economic growth (EG) is dependent on

internal factors such as financial development, inflation, interest rates, and other

macroeconomic variables. This relationship can be expressed as:

Economic Growth (EG) = f(Financial Development and Other Macroeconomic Variables)

2.1

Moreover, the theory suggests that foreign direct investment (FDI) contributes to

economic growth through capital formation and technology transfer. FDI facilitates
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economic growth by transferring technology from developed countries to developing

countries, thereby increasing the level of knowledge and human capital skills through

labor and managerial training. As a result, the accumulation of human capital and

technological advancements play a significant role in determining the spillover effects of

FDI on the economic growth of the host country48, 63.

Studies suggests that financial development, which encompasses the development of

financial institutions, markets, and services within a nation, influences economic growth.

A well-developed financial sector can facilitate efficient capital allocation, mobilization

of savings, and investment, thereby fostering economic growth35,39.

Furthermore, the FDI plays a crucial role in economic growth by promoting capital

formation and technology transfer. FDI inflows can contribute to the development of

physical infrastructure, increase investment levels, and stimulate productivity growth

through the introduction of advanced technologies and managerial expertise49,50.

By incorporating financial development and FDI as an independent variables in the model

(2.1), the study aim to examine the relationship between these factors and economic

growth. This analysis will shed light on the extent to which financial development and

FDI impact the overall economic growth of the host country. After incorporating FDI in

the the model, the equation 2.1 can be reexpressedas:

Economic Growth (EG) =f(Financial Development, FDI and Other Macroeconomic

Variables) 2.2

2.5 Summary of Gaps in the Literature
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The existing literature in modern macroeconomics are filled with various studies on both

the short and long run link between foreign direct investment FDI and economic growth

in Nigeria and other emerging market economies. However, there are areas of knowledge

gap on the part of the effects of financial development linkage on FDI inflows to the

Nigerian economy. As a result of this knowledge gap and growing concern for

commitments to investment promotion and sustainable financial development in the

country, it is imperative therefore at this time to assess the effects of FDI on Nigeria’s

real sector growth. As a result, this study is carried out to investigate empirically foreign

direct investment FDI inflows, financial development FD and economic growth in

Nigeria.
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Chapter Three

Methodology

This chapter presents the methodology that will be used to achieve the research

objectives. It presents the model specification, estimation techniques apriori

expectation, definition and sources of data and variable measurement.

3.1 Model Specification

The primary aim of this study is to examine Foreign Direct Investment Inflows,

Financial Development and Economic Growth in Nigeria. The general model for this

study is adapted from the study of scholars in the area of financial development, FDI

and Economic growth1. After modifying the model, it can be expressed implicitly as;

EG = f (FDI, FD) (3.1)

Statistically, the model can be re-expressed as follows

EGt = β0 + β1FDIt+ β2FDt + μt (3.2)

Where,

EG = Economic Growth

FDI = Foreign Direct Investment

FD = Financial Development (A vector of financial development; Financial Access

(FDA), Financial Depth (FDD), Financial Stability (FDS) and Financial Efficiency

(FDE))

μ = Error Term

β0= Intercept

β1-2= Coefficient of independent variables
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t = Time

3.1.1 Model for the Investigation of the Effect of FDI Inflows on Economic

Growth in Nigeria.

In order to achieve the first objective of this study which is to investigate the effect of

FDI inflows on economic growth in Nigeria, the model in equation 3.2 was modified

by incorporating other macroeconomic variable relevant to the study given the

findings of others scholars2,3. The model can therefore be expressed as:

EGt = β0 + β1FDIt+ β2FDt + β3INFt + β4RIRt+ β5EXRt + μt (3.3)

Where,

EG = Economic Growth

FDI = Foreign Direct Investment

FD = Financial Development (A vector of financial development; Financial Access

(FDA), Financial Depth (FDD), Financial Stability (FDS) and Financial Efficiency

(FDE))

INF = Inflation

RIR = Real Interest Rate

EXR = Exchange Rate

μ = Error Term

β0= Intercept

β1-5= Coefficient of independent variables

t = Time
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3.1.2 Model for the Examination of the Effect of Financial Development on FDI

Inflow in Nigeria.

In line with a similar study, the equation 3.2 can be re-expressed in order to achieve

the second objective of this study where FDI inflows is expressed as dependent on

financial development in Nigeria2.

FDIt = β0 + β1EGt+ β2FDt + β3INFt + β4RIRt+ β5EXRt + μt (3.4)

3.1.3 Model for the Effect of Financial Development on the Relationship Between

FDI and Economic Growth in Nigeria.

To estimate the effect of financial development on the relationship between FDI and

economic growth in Nigeria, equation 3.2 is therefore restated as:

EGt = β0 + β1FDIt+ β2FDt + β3 (FDI* FD)t+ β4INFt + β5RIRt+ β6EXRt + μt (3.5)

Where FDI*FD measures the interaction of FDI and Financial Development.

3.2 Estimation Procedure

In order to achieve the objectives of this study using the specified model, the variables

will be subjected to the test of stationarity using the Augmented Dickey-Fuller test

which uses non-parametric statistical methods to take care of the serial correlation in

the error terms without adding lagged difference terms.

This study uses Autoregressive Distributed Lagged (ARDL) model to achieve its

objectives. The ARDL bound test was used to examine the cointegration relationship

among the variables of the study. The ARDL method of estimation was chosen

because it can be used when the variables in the model are integrated at order zero

[I(0)] and one [I(1)]. It can also be used even with small sample size, and irrespective

of whether some of the regressors are endogenous
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3.3 Description and Measurement of Data

Based on the objective of this study, the dependent variable is economic growth while

the explanatory variables are FDI, Financial Development, Inflation, Interest Rate and

Exchange Rate. These variables are defined and measured in the table below.

Table 3.1: Description Measurement of the Variables in the Study
Variable Indicator Description
Economic
Growth (EG)

GDP Per Capita
Growth (Annual %)

This refers to the annual percentage growth rate
of GDP per capita based on constant local
currency. The GDP per capita measures the
gross domestic product divided by midyear
population.

Foreign
Direct
Investment
(FDI)

Foreign Direct
Investment, Net
Inflows (% Of
GDP)

Foreign direct investment are the net inflows of
investment to acquire a lasting management
interest (10 percent or more of voting stock) in
an enterprise operating in an economy other
than that of the investor.

Financial
Development
(FD)

Access = Bank
Deposits To GDP
(%)
Depth = Domestic
Credit To Private
Sector (% Of GDP)
Efficiency = Bank
Lending-Deposit
Spread
Stability =
Liquidity Ratio

Financial development is defined as a
combination of depth (size and liquidity of
markets), access (ability of individuals and
companies to access financial services),
efficiency (ability of institutions to provide
financial services at low cost and with
sustainable revenues, and the level of activity of
capital markets) and stability (Capital adequacy
ratios, Asset quality ratios and Liquidity ratios)

Inflation
(INF)

Inflation, Consumer
Prices (Annual %)

Inflation measured by consumer price index
(CPI) is described as the change in the prices of
a basket of goods and services that are typically
purchased by specific groups of households.

Interest Rate
(RIR)

Real Interest Rate
(%)

Real interest rate is the lending interest rate
adjusted for inflation as measured by the GDP
deflator.

Exchange
Rate (EXR)

Official Exchange
Rate (LCU Per
US$, Period
Average)

Exchange rate is the price of one currency in
terms of another currency.

3.4 Data Requirement and Sources
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This study aim to investigate the effect of FDI and Financial Development on

economic growth in Nigeria using annual time series data from 1981 to 2021. Using

secondary data, all data used in this study were obtained from the World Bank World

Development Indicators with the exception of Liquidity ratio obtained from the CBN

Statistical Bulletin
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Chapter Four

Results and Discussion of Findings

This chapter presents data collected, the analysis and interpretations in accordance

with the objectives of the study. The empirical results of the study were discussed

starting with the preliminary analysis. The study presents descriptive statistics, trend

and correlation analysis while the pre-estimation tests presented were the unit root and

co-integration tests. The results and findings were discussed with regard to the three

objectives

4.1 Preliminary Analysis

The preliminary analysis of this study presents the descriptive statistics, graphical

trend analysis and correlation analysis of the variables for empirical analysis based on

objectives of the study.

4.1.1 Presentation of Data

The data used in this study for the analysis of foreign direct investment, financial

development and economic growth in Nigeria is presented in Appendix 1 (see

Appendix section).

4.1.2 Trend Analysis of Variables

This section presents the findings on the trend and pattern of financial development,

foreign direct investment and economic growth in Nigeria using line charts. In

exploring the trends, each of the four indicators of financial development are

presented in each chart with FDI and Economic growth to show their behaviour over

the period under investigation.
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The graphical trend of Foreign Direct Investment (FDI) and Economic Growth (EG)

as shown in the figures 4.1 to 4.4 shows that the Nigerian Economy having dwindled

in negative economic growth in the early 80s, the economy came out of this negative

growth for a while in 1987 which could be as a result of a sudden increase in FDI in

1986 to 1990 such that with more money in the economy, there is an increase in

economic activities. Further in 1992 the economy experienced a downward economic

growth despite a higher increase in FDI within the period of 1991 to 1994. This could

be as a result of the global oil market downturn in the early 1990s and since Nigeria’s

economy is heavily dependent on oil exports, the economy was adversely affected as

a result of decline in oil price which negatively impact the economy leading to a

negative growth. In addition to this is the poor investment climate such that despite an

increase in FDI, there is no favourable investment climate for the foreign investors

because of issue such as political instability, weak legal protection and limited access

to financing.

Following this period is a drop in the rate of FDI inflows contribution to GDP in the

economy which have been below 3% till date. This continued low level of FDI

inflows are likely influenced by a combination of factors such as infrastructural

challenges, security concerns, policy uncertainty and economic instability. To attract

more FDI, Nigeria may need to address these challenges and create a more favorable

investment climate that provides greater certainty, stability, and security for foreign

investors.

Having explored the trend and patterns of FDI and economic growth, it is necessary to

explore the influence of each of the financial indicators on the behaviour of FDI and

Economic growth in Nigeria.
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Figure 4.1: Trend Analysis of FDI, Economic Growth and Domestic Credit to Private Sector
Source: Authors Computation (2023)

From the figure 4.1, considering the trend of one of financial depth which is a

measures of financial development, this was proxied by domestic credit to private

sector as a of GDP (DCP), it could be observed that it has remained below 10% till

2007 when it rose above 10%. This rise could be observed to start from the sudden

rise in the growth of the economy between 2000 and 2002. Among the factors that

could account for DCP to remain below 10% till 2007 include the reluctance of

Nigerian banks to lend to the private sector due to concerns about default risk. This

has made it difficult for private sector businesses to obtain credit, which in turn has

limited their ability to invest and grow. In addition to this is the high interest rates

charged by Nigerian banks to compensate for the perceived risk of lending to the

private sector and weak financial infrastructure.

However, moving beyond 2007, the sharp rise in DCP from 2007 is due to a number

of factors such as increase in oil prices in 2007 which may have contributed to

increased government revenue and liquidity in the financial system. Economic growth

is another factor as observed from the figure, Nigeria experienced a period of strong

economic growth in the mid-2000s, with real GDP growth averaging over 6% per
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year between 2000 and 2006. This growth may have increased demand for credit by

private sector businesses and led to an increase in lending by banks. In addition to this

is financial sector reforms by the CBN and increase in FDI between 2005 and 2007

which could have increased liquidity in the financial system and led to an increase in

lending by banks to the private sector.

Figure 4.2: Trend Analysis of FDI, Economic Growth and Bank Deposit to GDP
Source: Authors Computation (2023)

The second measure of financial development is financial access proxied by bank

deposits to GDP (%) (BDG). As shown in figure 4.2, while there may be no clear

relationship between BDG and FDI even though economic policies and various

reforms in the country are targeted towards attracting FDI, the effectiveness of these

policies may have been limited by other factors, such as political instability and

corruption, which could have discouraged foreign investors. Notwithstanding, the

relationship between BDG and EG can be seen in two phases which are 1981 to 2007

and 2007 to 2021. In the first phase, a countercyclical pattern can be observed

between BDG and EG such that when there is a sharp rise or fall in BDG, economic

growth (EG) is experiencing that opposite. In other words, when the economy is

doing well and EG is high, bank deposits as a percentage of GDP tend to decline, and
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vice versa. The reason for this is that these period of countercyclical pattern could be

a reflection of the normal business cycle where in times of economic expansion,

businesses may be more likely to invest in capital projects, which require them to

draw down on their bank deposits. Conversely, during economic contractions,

businesses may be more likely to hold on to their cash, which would increase the

percentage of bank deposits as a share of GDP. Another possible reason for this

pattern is that in periods of economic growth, the Central Bank of Nigeria may raise

interest rates to cool down the economy and prevent inflation from getting out of

control. Higher interest rates could discourage deposits in banks as investors seek

higher returns in other asset classes. Conversely, during economic downturns, the

Central Bank may lower interest rates to encourage lending and boost economic

growth, which could lead to an increase in bank deposits.

The second phase started with about 10% rise in BDG between 2006 and 2009 after

which it continues to grow at a higher rate up to about 22% in 2021, during the same

period, FDI and EG exhibit the same pattern but at a lower rate. The reason for the

change in the relationship between bank deposits as a percentage of GDP and

economic growth between the two phases could be due to a combination of factors,

including changes in economic policy, improved financial sector regulation, and

increased investment in the economy.
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Figure 4.3: Trend Analysis of FDI, Economic Growth and Bank Lending-Deposit Spread
Source: Authors Computation (2023)

The figure 4.3 shows the trend analysis of FDI and EG along with the third measure

of financial development which is financial efficiency, proxied by bank lending

deposit spread (BLD). It was shown that there was a fall in BLD starting from 1981 to

1986 notwithstanding there is a rise in economic growth and FDI within the same

period. This low bank lending deposit spread indicates that banks are not earning

much profit on their lending activities, which can affect their ability to lend to

customers and earn sufficient returns on their investments. In Nigeria, between 1981

and 1986, there were several factors that contributed to the low bank lending deposit

spread such as high inflation which reduced the real value of the interest rates on

loans and deposits and restrictions by the Nigerian government intervention which

prevented banks from charging high interest rates on loans and reduced their ability to

earn sufficient returns on their lending activities.

Beginning from 1986, a growth in BLD is observed till around 1993 which could be

as a result of the structural adjustment program introduced in Nigeria in 1986 to

address its economic challenges. The SAP involved the devaluation of the Naira,

removal of price controls, and reduction of government subsidies. This led to an
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increase in the cost of doing business, including borrowing costs for banks, which

contributed to the widening of the lending deposit spread.

Similarly, in 2009 despite a decrease in foreign direct investment (FDI) and GDP

growth, the bank lending deposit spread sharply increased. This can be attributed to a

the economic downturn or instability, which makes banks perceive lending to be more

risky and therefore demand higher interest rates to compensate for the increased risk.

Figure 4.4: Trend Analysis of FDI, Economic Growth and Liquidity Ratio
Source: Authors Computation (2023)

The figure 4.4 above show the trend of FDI and liquidity ratio along with the fourth

measure of financial development which is stability, proxied by liquidity ratio. From

the figure, it can be observed that liquidity ratio (LR) and economic growth moves in

opposite direction from 1981 to 2017 even though there is no clear relationship with

FDI. This trend in liquidity ratio was attributed to the complex interplay of various

economic factors, including the need for monetary policy to balance short-term and

long-term economic goals.

However, the sharp increase in the liquidity ratio in 2017 was mainly due to the need

to address the rising inflation rate in the country. Inflation had been on the rise since

2016, partly due to the depreciation of the Naira, which led to an increase in the cost
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of imported goods and raw materials. These measures had a short-term impact on

economic growth, but helped to stabilize the economy and bring down inflation in the

long run.

4.1.1 Descriptive Statistics of Variables

The table 4.1 shows the descriptive statistics for nine variables (RIR, LR, INF, GDP,

FDI, EXR, DCP, BLD and BDG) based on 40 observations.

Table 4.1: Descriptive Statistics
RIR LR INF GDP FDI EXR DCP BLD BDG

Mean 0.434 48.763 18.998 0.359 1.496 100.760 9.283 6.393 11.909
Median 4.326 46.092 12.716 0.989 1.124 106.464 8.202 6.959 9.464
Maximum 18.180 104.202 72.835 12.276 5.791 358.810 19.626 11.064 21.318
Minimum -65.857 26.392 5.3880 -15.698 0.184 0.618 4.958 0.317 5.844
Std. Dev. 14.440 14.724 16.868 5.303 1.245 100.728 3.540 2.765 4.805
Skewness -2.680 1.533 1.8234 -0.856 1.729 0.889 1.131 -0.639 0.604
Kurtosis 12.583 6.583 5.159 4.668 6.045 2.995 3.879 2.673 1.821
Jarque-Bera 200.968 37.089 29.936 9.527 35.385 5.265 9.816 2.902 4.751
Probability 0.0000 0.000 0.000 0.009 0.000 0.072 0.007 0.234 0.093
Sum 17.37 1950.54 759.95 14.34 59.83 4030.41 371.32 255.72 476.38
Sum Sq. Dev. 8132.34 8455.34 11097.27 1096.80 60.50 395701.7 488.85 298.09 900.43
Observations 40 40 40 40 40 40 40 40 40
Source: Authors Computation (2023)

From the table, it was found that Real Interest Rates (RIR) have a mean of 0.434 and

a median of 4.326, indicating that there has been a low average interest rate in Nigeria

over the years. This could be interpreted as an effort by the government to encourage

investment and boost economic growth. However, the negative skewness and high

kurtosis suggest that there have been extreme values in the data, and the Jarque-Bera

test indicates that the distribution is not normal. This could indicate that there have

been periods of instability in the financial system. For Inflation (INF), it was observed

to have mean of 18.998 and a median of 12.716, indicating that inflation has been

relatively high in Nigeria over the years. The positive skewness and high kurtosis

suggest that there have been periods of high inflation, and the Jarque-Bera test

confirms that the distribution is not normal. High inflation could negatively affect the
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purchasing power of the population and lead to economic instability. Meanwhile,

Gross Domestic Product (GDP) has a mean of 0.359 and a median of 0.989,

indicating that there has been low average economic growth in Nigeria over the years.

The negative skewness suggests that there have been periods of negative growth, and

the Jarque-Bera test indicates that the distribution is not normal. Low economic

growth could be a result of various factors such as high inflation, weak infrastructure,

low foreign investment, and other structural problems in the economy.

Foreign Direct Investment (FDI) has a mean of 1.496% of GDP and a median of

1.124% of GDP, indicating that foreign investment has been relatively low in Nigeria.

The positive skewness suggests that there have been periods of high foreign

investment, and the Jarque-Bera test indicates that the distribution is not normal. Low

foreign investment could be due to factors such as political instability, weak

infrastructure, and low investor confidence. Whereas, for Exchange Rate (EXR) has a

mean of 100.760 Naira/USD and a median of 106.464 Naira/USD, indicating that the

exchange rate has been relatively stable over the years. However, the high standard

deviation and positive skewness suggest that there have been periods of volatility and

the distribution is not normal. A stable exchange rate could help to attract foreign

investment and promote economic growth.

For the four measures of financial development, the measure of financial stability-

liquidity Ratio (LR) has a mean of 48.763 and a median of 46.092, indicating that the

CBN has generally maintained a high liquidity ratio over the years. The high standard

deviation and positive skewness suggest that there have been periods of volatility and

the distribution is not normal. The Jarque-Bera test confirms that the distribution is

not normal. A high liquidity ratio could indicate a conservative monetary policy,

which may limit credit growth and potentially slow down economic growth. While
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the measure of financial depth-Domestic Credit to Private Sector (DCP) has a mean of

9.283% of GDP and a median of 8.202% of GDP, indicating that there has been low

average credit growth in Nigeria over the years. The positive skewness and high

kurtosis suggest that there have been extreme values in the data, and the Jarque-Bera

test confirms that the distribution is not normal. Low credit growth could be a result

of a conservative monetary policy and a lack of investment opportunities in the

economy.

Financial efficiency measured by Bank Lending-Deposit Spread (BLD) measures the

difference between the interest rate charged on loans and the interest rate paid on

deposits by banks in Nigeria. The mean value of BLD is 6.393, indicating that on

average, banks charge interest rates that are 6.393 percentage points higher on loans

than they pay on deposits. The median value of BLD is 6.959, which is slightly higher

than the mean value, suggesting that there may be some outliers or skewness in the

distribution of this variable. A higher BLD indicates that banks are earning more

profit from their lending activities, which could incentivize them to lend more and

contribute to economic growth. The fourth measure which is financial access proxied

by bank deposits to GDP (%) (BDG) variable measures the ratio of total bank deposits

in Nigeria to the country's GDP. The mean value of BDG is 11.909, indicating that

bank deposits in Nigeria are equivalent to about 11.9% of the country's GDP. The

median value of BDG is 9.464, which is lower than the mean value, suggesting that

the distribution of this variable is positively skewed. A higher BDG indicates that

there is more liquidity in the banking system, which could contribute to economic

growth by increasing the availability of credit and reducing the cost of borrowing for

individuals and businesses.
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In summary, these statistics provide some insight into the trends and distribution of

key economic variables in Nigeria over the past few decades, some variables, such as

INF and GDP, have relatively low variability, while others, such as RIR have high

variability. The distributions of the variables are also different, with some variables

being positively skewed (RIR, LR, FDI, EXR, and DCP), some negatively skewed

(BLD), and others being approximately symmetric (INF, GDP, and BLD). The high

skewness and kurtosis values for some of the variables suggest that their distributions

may not be normal, which could have implications for the accuracy of statistical

models or forecasts that rely on these variables. Additionally, the Jarque-Bera tests

indicate that several of the variables are not normally distributed, which further

underscores the importance of careful data analysis and modeling in order to make

accurate predictions or draw meaningful conclusions about the Nigerian economy.

4.1.2 Correlation Analysis

Table 4.2: Correlation Matrix
RIR LR INF GDP FDI EXR DCP BLD BDG

RIR 1
LR 0.1244 1
INF -0.5134 -0.2537 1
GDP 0.5738 -0.0269 -0.2028 1
FDI -0.0557 -0.1969 0.4554 0.1648 1
EXR 0.3680 0.4151 -0.3418 0.1706 -0.1577 1
DCP 0.4240 -0.1177 -0.3170 0.2574 0.0702 0.6631 1
BLD 0.2529 -0.0085 0.0045 0.2868 0.2491 0.5086 0.3332 1
BDG 0.4355 0.0385 -0.3479 0.1965 -0.0314 0.7827 0.8929 0.3758 1

Source: Authors Computation (2023)

The correlation analysis present the degree of association that exist among the

measures of financial development, foreign direct investment, economic growth and

other macroeconomic variables. The correlation matrix presented in table 4.2 shows

the result of the correlation coefficient between the variables, real interest rate (RIR),

liquidity ratio (LR), inflation (INF), economic growth (EG), foreign direct investment

(FDI), exchange rate (EXR), domestic credit to private sector (DCP), bank lending
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deposit spread (BLD) and bank deposit to GDP (BDG). From the result it can be

observed that RIR has a positive correlation with GDP, DCP, and BDG, indicating

that as these variables increase, RIR also tends to increase. On the other hand, RIR

has a negative correlation with INF, suggesting that as INF increases, RIR tends to

decrease.

LR has a weak positive correlation with GDP and a weak negative correlation with

INF, while INF has a negative correlation with RIR, EXR, and BDG, indicating that

as these variables increase, INF tends to decrease. GDP on the other hand has a

positive correlation with RIR, EXR, and DCP, indicating that as these variables

increase, GDP tends to increase. FDI has a weak positive correlation with INF and a

weak negative correlation with GDP, while EXR has a positive correlation with LR

and a weak negative correlation with INF. DCP has a strong positive correlation with

BDG and a weak positive correlation with GDP and RIR. While for BLD there is a

weak positive correlation with GDP, DCP, and BDG, while, BDG has a strong

positive correlation with DCP and a weak positive correlation with RIR and GDP.

This results suggest that there are some significant relationships between the variables.

For example, the positive correlation between RIR and GDP suggests that an increase

in GDP tends to lead to an increase in RIR. This may be due to the fact that a growing

economy creates a demand for credit, which leads to higher interest rates. Similarly,

the negative correlation between RIR and INF indicates that as inflation increases,

interest rates tend to decrease. This is because central banks often raise interest rates

to combat inflation.
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4.2 Pre-Estimation Test

This subsection present necessary statistical procedures that are essential before

estimating a regression model or conducting any empirical analysis. The purpose of

pre-estimation tests is to check whether the data are reasonable and meet the

necessary statistical requirements.

4.2.1 Unit Root Test

The unit root test was carried out using the Augmented Dickey-Fuller (ADF) test. The

table 4.3 below shows the Augmented Dickey-Fuller (ADF) test results for a set of

variables. The ADF test is a common statistical test used to determine whether a time

series has a unit root, which indicates the presence of a stochastic trend that makes the

series non-stationary. The ADF test results show the test statistic and the critical

values at a given level of significance. The null hypothesis for the ADF test is the

presence of a unit root, and the alternative hypothesis is the absence of a unit root

(that is, the series is stationary). The ADF test statistic is compared to the critical

values to determine whether to reject or fail to reject the null hypothesis.
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Table 4.3: Summary of the ADF Test
Variable Series At Levels At First Difference Order of

IntegrationADF Test
Statistics

Test Critical
Values

ADF Test
Statistics

Test
Critical
Values

Bank Deposits to GDP (BDG) -0.673 -3.615 -4.885 -3.616*** I(1)
Bank Lending-Deposit Spread
(BLD) -2.159 -3.610 -6.495 -3.621*** I(1)

Domestic Credit to Private
Sector (DCP) -2.246 -3.616 -5.828 -3.627*** I(1)

Official Exchange Rate (EXR) 2.168 -3.610 -4.121 -3.616*** I(1)
Foreign Direct Investment, Net
Inflows (FDI) -3.874 -3.606*** - - I(0)

GDP Per Capita Growth (EG) -3.229 -2.938** - - I(0)
Inflation (INF) -3.009 -2.937** - - I(0)
Liquidity Ratio (LR) -3.553 -2.936** - - I(0)
Real Interest Rate (RIR) -7.477 -3.606*** - - I(0)
Interaction of BDG and FDI
(BDGFDI) -3.12 -2.936** - - I(0)

Interaction of BLD and FDI
(BLDFDI) -3.663 -3.606*** - - I(0)

Interaction of DCP and FDI
(DCPFDI) -3.145 -2.937** - - I(0)

Interaction of LR and FDI
(LRFDI) -4.211 -3.606*** - - I(0)

Note that; ***1%, ** 5%, level of significance Calculated at trend and intercept and lag lengths
selected automatically using the Schwarz Info Criterion. See results in appendix 3 for details
Source: Authors Computation (2023)

From the result presented in the table 4.3, it can be seen that four of the variables

(BDG, BLD, EXR and DCP) have an order of integration of 1 (I(1)), indicating that

they are non-stationary in levels but stationary at first differences. The ADF test

statistics for the first differences of all the variables are statistically significant at the

1% level, as they are more negative than the critical values, indicating that we can

reject the null hypothesis of a unit root and conclude that the series is stationary in

first differences. For the variables that have an order of integration of 0 (I(0)), which

are all the other nine variables. The ADF test statistics for the levels of these variables

are also statistically significant at the 1% and 5% levels, as they are more negative

than the critical values, indicating that we can reject the null hypothesis of a unit root

and conclude that the series is stationary in levels.
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4.2.2 ARDL Bound Test for Co-integration

Based on the result of the stationarity test which shows that the variables are of

different order of integration, the autoregressive distributed lag (ARDL) model

approach is adopted as the method of analysis in this study. However, the existence of

a long run relationship among the variables need to be estimated using the ARDL

bound test. A maximum of three lags was imposed on the variables. This choice is

based on Akaike’s Information Criterion (AIC) to select the optimum number of lags

as shown in the lag length criteria table in appendix 3.14.

The table 4.4 presents the F-statistics estimates for testing the existence of long run

relationship for the first and second model. The first model estimates the the

relationship between FDI and Economic Growth in Nigeria using ARDL (4,2) with

constant and trend while the second model estimates the relationship between

Financial Development and Economic Growth in Nigeria using the ARDL (3,2) with

restricted constant.

Table 4.4 ARDL Bound Test Result
Test Statistic Value k Remarks
F-statistics (EG| DCP, BLD, EXR, BDG, LR,
INF, FDI, RIR)
ARDL(3, 2, 1, 1, 2, 1, 2, 1, 2)

3.9317 8 Cointegration

Critical Value
Bounds

10% 5% 2.5% 1%
I(0) Bound 2.26 2.55 2.82 3.15
I(1) Bound 3.34 3.68 4.02 4.43

F-statistics (FDI| DCP, BLD, EXR, BDG,
LR, INF, EG, RIR)
ARDL(4, 2, 2, 2, 2, 1, 1, 2, 2)

7.6152 8 Cointegration

Critical Value
Bounds

10% 5% 2.5% 1%
I(0) Bound 2.85 3.15 3.42 2.62
I(1) Bound 1.85 2.11 2.33 3.77

Source: Authors Computation (2023)

From the result reported in table 4.4, the computed F-statistics value for the first

model is found to be 3.9317 which is greater than the lower critical bound of 2.55 and

the upper critical bound value of 3.68 at the 5% level of significance. Similarly, the
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bound test of cointegration result for the second model shows that the F-statistics

value of the second model is found to be 7.6152 which is greater that the lower

critical bound value of 2.6 and the upper critical value of 3.77 at the 1% level of

significance. This indicates that there exist a long run cointegration relationship

between the variables in the models. The implication of this is that there is a long run

co-movement, such that if there is a short run deviation in their relationship, the series

would return to equilibrium in the long-run. The model have equilibrium condition

that keeps the variables together in the long-run. Based on the findings of a long run

relationship among the dependent and independent variables, the short-run and long-

run model can therefore be estimated.

4.3 Analysis of the Effect of FDI Inflow on Economic Growth in Nigeria

The first objective of this study seeks to analyze the effect of FDI on economic

growth in Nigeria. In order to achieve this objective, the autoregressive distributed lag

(ARDL) model was adopted as the method of analysis having established a long run

cointegration among the variables of study. The longrun and short run estimate of the

effect of FDI on economic growth in Nigeria was estimated using ARDL (4,2) with

constant and trend. The test automatically choose the lag length based on automatic

selection of Akaike Information Criterion for each of the variables. The table 4.5

shows the result of the ARDL estimate for the longrun and shortrun effect of FDI,

financial development (Liquidity Ratio (LR), Domestic Credit to Private Sector

(DCP), Bank Lending Deposit Spread (BLD) and Bank Deposit to GDP (BDG)) and

other macroeconomic variables (Real Interest rate (RIR), Inflation (INF), and

Exchange Rate (EXR)) on economic growth (EG) in Nigeria.
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Table 4.5 ARDL Result of the Analysis of the Effect of FDI on Economic Growth
in Nigeria

Dependent Variable: EG
Selected Model: ARDL(4, 2, 2, 2, 2, 1, 1, 2, 2)
Sample: 1981- 2021 Included observations: 40

Short-Run Estimates
Variable Coefficient Std. Error t-Statistic Prob.

C -56.2752 26.927 -2.0899 0.0700
@TREND -2.7977 0.8408 -3.3273 0.0104
EG(-1)* 1.3160 0.8186 1.6076 0.1466
FDI(-1) -8.4809 3.4349 -2.4689 0.0388
BDG(-1) 0.7865 0.5859 1.3423 0.2163
BLD(-1) 3.5174 1.0575 3.3259 0.0104
LR(-1) 0.8687 0.3550 2.4466 0.0401
DCP(-1) 4.8534 1.6093 3.0158 0.0167
RIR(-1) 0.4649 0.2441 1.9048 0.0933
INF(-1) 0.4263 0.2348 1.8153 0.1070
EXR(-1) 0.0232 0.0513 0.4525 0.6629
∆(FDI) -3.0360 1.0771 -2.8186 0.0225

∆(FDI(-1)) 1.6502 1.1217 1.4711 0.1795
∆(BDG) -0.7546 0.5764 -1.3091 0.2268

∆(BDG(-1)) -2.8696 1.3796 -2.0799 0.0711
∆(BLD) 1.1085 0.5214 2.1260 0.0662

∆(BLD(-1)) -2.0998 0.6900 -3.0427 0.0160
∆(LR) 0.3061 0.1307 2.3419 0.0473

∆(LR(-1)) -0.2228 0.1196 -1.8625 0.0995
∆(DCP) 2.1189 0.8907 2.3788 0.0446
∆(RIR) 0.2494 0.1520 1.6405 0.1395
∆(INF) 0.0989 0.1289 0.7673 0.4649

∆(INF(-1)) -0.1543 0.1486 -1.0380 0.3296
∆(EXR) -0.1634 0.0496 -3.2953 0.0109

∆(EXR(-1)) -0.0681 0.0266 -2.5545 0.0339
CointEq(-1)* -1.316095 0.1684 -7.8134 0.0001

Long-run Estimates
FDI 6.4440 1.8102 3.5597 0.0074
BDG -0.5976 0.2663 -2.2438 0.0551
BLD -2.6726 1.1660 -2.2921 0.0511
LR -0.6601 0.2426 -2.7206 0.0262
DCP -3.6877 1.4135 -2.6087 0.0312
RIR -0.3533 0.2886 -1.2239 0.2558
INF -0.3239 0.1089 -2.9728 0.0178
EXR -0.0176 0.0433 -0.4072 0.6946

Adj. R-squared 0.8268 F-stat 9.792416
D-Watson 2.5987 Prob.(F-Statistics) 0.000015
Source: Authors Computation (2023)

The longrun result presented in the table4.5 shows that foreign direct investment (FDI)

has a statistically significant positive effect on economic growth (EG) in Nigeria, with

a coefficient of 6.4440 a 5% level of significance. This indicates that a one-unit

increase in FDI will lead to a 6.44 unit increase in economic growth, ceteris paribus.
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For the financial development measure, financial access (BDG) suggests that an

increase in this variable leads to a decrease in economic growth, but this effect is not

statistically significant at the 5% level. Similarly, the negative coefficient estimate for

financial efficiency (BLD) indicates that an increase in this variable is associated with

a decrease in economic growth, but the effect is also not statistically significant at the

5% level. Meanwhile, financial stability (LR) has a statistically significant negative

effect on economic growth, with a coefficient of -0.6601 at a 5% level of significance

which imply that a one-unit increase in this variable will lead to a 0.66 unit decrease

in economic growth, ceteris paribus. Financial depth (DCP) also has a statistically

significant negative effect on economic growth, with a coefficient of -3.688 at a 5%

level of significance. This implies that a one-unit increase in domestic credit to private

sector will lead to a 3.68 unit decrease in economic growth, ceteris paribus.

Other macroeconomic variables also provided some insights. The real interest rate

(RIR) has a negative coefficient estimate, indicating that an increase in RIR leads to a

decrease in economic growth, but this effect is not statistically significant at the 5%

level. Similarly, the exchange rate (EXR) has a negative coefficient estimate,

suggesting that an increase in EXR is associated with a decrease in economic growth,

but the effect is not statistically significant at the 5% level. Whereas, inflation (INF)

has a statistically significant negative effect on economic growth, with a coefficient of

-0.3239 at a 5% level of significance. This implies that a one-unit increase in inflation

will lead to a 0.32 unit decrease in economic growth, ceteris paribus.

In summary, the results shows that in the long run, foreign direct investment (FDI)

has a positive and statistically significant effect on economic growth in Nigeria, while

only two of the measures of financial development (financial stability and financial

depth) have significant effect on economic growth with both having negative effect on
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economic growth. Inflation is also found to be a significant macroeconomic variable

with a negative effect on economic growth in Nigeria.

The short run result as shown in the table 4.5 provides information on the effects of

foreign direct investment (FDI), financial development, and other macroeconomic

variables on economic growth in Nigeria. The results revealed that that foreign direct

investment (FDI) has a negative and significant effect on economic growth in Nigeria

in the short run, as indicated by the negative coefficient of -8.4809 which is

statistically significant at 5%. In other words, a 1% increase in FDI is associated with

a decrease in economic growth by approximately 8.48%. This implies that in the short

run, FDI may not necessarily be a driver of economic growth in Nigeria. Instead, it

could hinder economic growth due to factors such as the repatriation of profits by

foreign investors and the potential crowding out of local investors.

Financial development variable all have positive effect on economic growth, however,

only three out of the four measures of financial development are significant. The

coefficient for Financial Efficiency - Bank Lending Deposit Spread (BLD), the

coefficient for Financial Depth - Domestic Credit to Private Sector (DCP) and the

coefficient of Financial Stability - Liquidity Ratio (LR) are all found to have positive

impact on economic growth in the short run at 5% level of significance indicating that

a 1% increase in these variables in the previous period will lead to an increase in

economic growth by 3.52%, 4.85%, and 0.87%, respectively, in the current period,

ceteris paribus. This implies that financial development plays a crucial role in

economic growth in Nigeria.

Among the other macroeconomic variables, only the lagged exchange rate (EXR(-1))

has a negative and statistically significant effect on economic growth, while the other
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variables are not statistically significant. This implies that changes in the exchange

rate may have a short-run impact on economic growth in Nigeria.

The results further show that the coefficient for the trend variable is negative and

statistically significant, indicating a downward trend in economic growth over the

sample period. The CointEq(-1) coefficient of -1.316 is negative and statistically

significant at 1% level, indicating that there is a long-run equilibrium relationship

between economic growth and the variables in the model. In particular, the coefficient

tells us that if all other variables in the model are held constant, a 1% increase in the

previous period's level of economic growth (CointEq(-1)) leads to a 1.32% increase in

the current period's level of economic growth (EG) indicating an over correction of

the disequilibrium that may occur in the short run. This indicates that there is a strong

relationship between past and current levels of economic growth, and that economic

growth tends to be persistent over time. All the variables in the model jointly explains

82.7% of the variations in inflation rate in Nigeria considering the degree of freedom.

The Durbin-Watson statistics of 2.59 shows that there is no presence of first order

serial correlation in the model. The overall test using the F-statistic (9.7924) is

statistically significant at 1% level of significance showing that model is well

specified and statistically significant.

In order to determine the suitability of the model described above, four post

estimation tests were carried out which are Normality test, Autocorrelation test,

Heteroskedasticity test and Stability test.

Table 4.6 Post Estimation Test
Tests Obs*R-squared / Jarque-Bera Probability
Normality 0.1635 0.9215
Autocorrelation 28.9522 0.1000
Heteroskedasticity 27.4212 0.5786
Source: Authors Computation (2023)
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Table 4.6 summarizes the results of the first three post-estimation tests. According to

the Jarque-Bera statistics and its corresponding probability, the residuals are normally

distributed, and the null hypothesis that errors are normally distributed is accepted.

The Breusch-Godfrey Serial Correlation LM test indicates that there is no significant

autocorrelation in the residuals, as the p-value for the test is greater than 0.05. The

Breusch-Pagan-Godfrey heteroskedasticity test confirms that there is no significant

heteroskedasticity in the residuals, meaning that the mean and variance remain

constant throughout the study period. These tests ensure the consistency of the model.

The stability tests was also carried out using the Cumulative Sum of recursive

residuals (CUSUM) and Cumulative Sum of recursive residual square (CUSUMSQ)

tests. The graphical representation of the CUSUM and CUSUMSQ statistics is

presented in figure 4.5 and 4.6 respectively. The results for CUSUM and CUSUMSQ

test results indicates the absence of any instability of the coefficients because the plot

of the CUSUM and CUSUMSQ statistic fall inside the critical bands of the 95%

confidence interval of parameter stability. By implication, this model is not suffering

from structural change.
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Source: Author’s Computation (2022)

4.4 Examination of the Effect of Financial Development on FDI Inflow in Nigeria

The second objective of this study seeks to examine the effect of Financial

development on FDI inflows in Nigeria. In order to achieve this objective, the

autoregressive distributed lag (ARDL) model was adopted as the method of analysis

having established a long run cointegration among the variables of study as reported

in table 4.4 above. The longrun and short run estimate of the effect of financial

development on FDI inflows in Nigeria was estimated using ARDL (3,2) with

restricted constant. The test automatically choose the lag length based on automatic

selection of Akaike Information Criterion for each of the variables as the model was

set at 3,2 to ensure sufficient degree of the freedom. The table 4.7 shows the result of

the ARDL estimate for the longrun and shortrun effect of financial development

(Liquidity Ratio (LR), Domestic Credit to Private Sector (DCP), Bank Lending

Deposit Spread (BLD) and Bank Deposit to GDP (BDG)) and other macroeconomic

variables (Real Interest rate (RIR), Inflation (INF), Exchange Rate (EXR)) and

economic growth (EG) on FDI inflows in Nigeria.
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Table 4.7 ARDL Result of the Examination of the Effect of Financial
Development on FDI in Nigeria

Dependent Variable: FDI
Selected Model: ARDL(3, 2, 1, 1, 2, 1, 2, 1, 2)
Sample: 1981- 2021 Included observations: 40

Short-Run Estimates
Variable Coefficient Std. Error t-Statistic Prob.

∆(FDI(-1)) 1.672733 0.187435 8.924321 0.0000
∆(FDI(-2)) 0.866227 0.126450 6.850342 0.0000
∆(BDG) -0.032580 0.078646 -0.414259 0.6854

∆(BDG(-1)) 1.078850 0.121965 8.845574 0.0000
∆(BLD) 0.159833 0.063930 2.500141 0.0266
∆(LR) -0.059318 0.010405 -5.700863 0.0001
∆(DCP) 0.124187 0.079769 1.556823 0.1435

∆(DCP(-1)) -0.508657 0.080976 -6.281544 0.0000
∆(EG) 0.065463 0.027186 2.407993 0.0316
∆(RIR) -0.171442 0.019928 -8.603295 0.0000

∆(RIR(-1)) 0.028038 0.012673 2.212425 0.0454
∆(INF) -0.074921 0.011101 -6.749077 0.0000
∆(EXR) 0.024140 0.005284 4.568426 0.0005

∆(EXR(-1)) -0.023902 0.005607 -4.263117 0.0009
CointEq(-1)* -2.839430 0.250121 -11.35223 0.0000

Long-run Estimates
BDG -0.002852 0.033299 -0.085649 0.9331
BLD 0.102249 0.023840 4.288864 0.0009
LR -0.041450 0.010776 -3.846408 0.0020
DCP -0.021760 0.052624 -0.413503 0.6860
EG 0.090946 0.020023 4.542015 0.0006
RIR -0.115685 0.022916 -5.048165 0.0002
INF -0.008622 0.010371 -0.831280 0.4208
EXR 0.003166 0.002146 1.475455 0.1639
C 3.101365 0.942897 3.289186 0.0059

Adj. R-squared 0.8576 F-stat 4.8885
D-Watson 1.8778 Prob.(F-Statistics) 0.0023
Source: Authors Computation (2023)

The short-run ARDL results as presented in the table 4.7 shows the effect of financial

development and other macroeconomic variables on FDI inflows in Nigeria. From the

table, it can be seen that lagged FDI (∆(FDI(-1)) and ∆(FDI(-2))) have a positive and

statistically significant effect on FDI inflows in the short run, indicating that previous

levels of FDI have a significant impact on current FDI inflows.

Among the financial development indicators, the first lag of financial access measured

by bank deposit to GDP (∆(BDG(-1))) has a positive and statistically significant effect

on FDI inflows in the short run, while financial stability measured by liquidity ratio

(LR) has a negative and statistically significant effect on FDI inflows (∆(LR)). This



98

implies that an increase in bank deposits to GDP ratio attracts more FDI inflows,

while a decrease in liquidity ratio (i.e., more liquid assets) reduces FDI inflows.

However, financial depth (DCP) and financial efficiency (BLD) have mixed results.

DCP has a positive but insignificant effect on FDI inflows, while BLD has a positive

and statistically significant effect on FDI inflows in the short run. However, the first

lag of DCP, ∆(DCP(-1)), has a negative and significant effect on FDI inflow in

Nigeria. This imply that domestic credit to the private sector in the past period

decreases the inflow of FDI in the current period. The positive effect of BLD implies

that a higher lending-deposit spread (i.e., higher bank profitability) attracts more FDI

inflows.

For the macroeconomic variables, real interest rate (RIR), inflation rate (INF), and

exchange rate (EXR) have significant effects on FDI inflows. RIR has a negative and

statistically significant effect, implying that higher real interest rates discourage FDI

inflows. INF has a negative and statistically significant effect, implying that higher

inflation rates also discourage FDI inflows. On the other hand, EXR has a positive

and statistically significant effect, implying that a depreciation of the exchange rate

increases FDI inflows.

The CointEq(-1) coefficient (-2.839430) shows the speed of adjustment of the FDI

inflows towards the long-run equilibrium. The negative coefficient implies that there

is a tendency for FDI inflows to converge to the long-run equilibrium value after a

shock, indicating that the long-run relationship between FDI inflows and the

explanatory variables is stable.

Overall, the results suggest that financial development, macroeconomic stability, and

the investment climate are important factors that influence FDI inflows in Nigeria.
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Improving financial access, ensuring financial stability, and maintaining

macroeconomic stability may be key policy measures to attract and sustain FDI

inflows in Nigeria. Additionally, reducing interest rates, controlling inflation, and

promoting exchange rate stability may also help to attract foreign investment into the

country.

In the long run however, the result as reported in the table 4.7 shows that the financial

development, as measured by BLD and LR, has a positive and negative significant

effect on FDI inflows in Nigeria, respectively at 1% level of significant. The

coefficient of BLD of 0.1022 suggests that a 1% increase in BLD will lead to a 0.10%

increase in FDI inflows in Nigeria. On the other hand, the negative coefficient of LR

(-0.0415) implies that a 1% increase in LR will lead to a 0.04% decrease in FDI

inflows in Nigeria. While the other other measures of financial development, bank

deposit to GDP (BDG), and domestic credit to private sector (DCP) have no

significant impact on FDI inflows in Nigeria.

The results also shows that economic growth (EG) has a positive and significant

effect on FDI inflows in Nigeria, as indicated by the coefficient value of 0.0909 at 1%

level of significance. The real interest rate (RIR) has a negative and significant impact

on FDI inflows in Nigeria, as suggested by the coefficient value of -0.1156 at 1%

level of significance. This means that a 1% increase in RIR will lead to a 0.11%

decrease in FDI inflows in Nigeria.

Furthermore, inflation (INF), and exchange rate (EXR) both have no significant

influence on FDI inflows in Nigeria in the long run. The long-run ARDL results

suggest that financial development and economic growth are crucial factors in

attracting FDI inflows into Nigeria.
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The coefficient of determination (adjusted R-squared) value of 0.8576 suggests that

the model can explain 85.76% of the variation in the dependent variable, FDI. The F-

statistic value of 4.8885 is statistically significant at a 1% level of significance,

indicating that the model as a whole is statistically significant. The Durbin-Watson

statistics of 1.88 shows that there is no presence of first order serial correlation in the

model.

In order to verify the validity of the statistical test and provide insights into the

underlying relationships in the data, post estimation tests were carried out. These tests

include Normality test, Autocorrelation test, Heteroskedasticity test and Stability test.

Table 4.8 Post Estimation Test
Tests Obs*R-squared / Jarque-Bera Probability
Normality 1.2486 0.5356
Autocorrelation 0.1896 0.9721
Heteroskedasticity 23.1419 0.5644
Source: Authors Computation (2023)

Table 4.8 presents the results of the first three post-estimation tests. According to the

Jarque-Bera statistics and its corresponding probability, the residuals are normally

distributed, and the null hypothesis that errors are normally distributed is accepted.

The Breusch-Godfrey Serial Correlation LM test indicates that there is no significant

autocorrelation in the residuals, as the p-value for the test is greater than 0.05. The

Breusch-Pagan-Godfrey heteroskedasticity test confirms that there is no significant

heteroskedasticity in the residuals, meaning that the mean and variance remain

constant throughout the study period. These tests ensure the consistency of the model.

The stability tests was also carried out using the Cumulative Sum of recursive

residuals (CUSUM) and Cumulative Sum of recursive residual square (CUSUMSQ)

tests. The graphical representation of the CUSUM and CUSUMSQ statistics is

presented in figure 4.7 and 4.8 respectively. The results for CUSUM and CUSUMSQ

test results indicates the absence of any instability of the coefficients of FDI and
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financial development variables because the plot of the CUSUM and CUSUMSQ

statistic fall inside the critical bands of the 95% confidence interval of parameter

stability. By implication, this model is not suffering from structural change.
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Source: Author’s Computation

4.5 Analysis of the Effect of Financial Development on the Relationship Between

FDI and Economic Growth in Nigeria

The third objective seek to analyze the effect of financial development on the

relationship between FDI and economic growth in Nigeria. That is, when FDI interact

with the level of financial development in the economy, what effect does the

interaction have on the growth of the economy. In order to achieve this objective, four

new variables are introduced measuring the interaction of FDI and each of the four

measures of financial development as specified in equation 3.5. These are DCPFDI

(interaction of Domestic Credit to Private Sector and FDI), BLDFDI (Bank Lending-

Deposit Spread and FDI), BDGFDI (Bank Deposit as a percentage of GDP and FDI)

and LRFDI (Liquidity Ratio and FDI). With the introduction of the new variables, the
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ARDL bound test for cointegration was carried out to test for the long run

cointegration of the variables in the models.

Based on the result of the ADF test which shows that the variables are of different

order of integration, the existence of a long run relationship among the variables need

to be estimated using the ARDL bound test. A maximum of three lags was imposed

on the variables. The table 4.9 presents the F-statistics estimates for testing the

existence of long run relationship for the four models test for the analysis of the effect

of financial development on the relationship between FDI and Economic growth in

Nigeria. Each of the models were estimated using ARDL (4,3) with restricted constant.

Table 4.9 ARDL Bound Test for Cointegration Result
Test Statistic Value k Remarks
F-statistics (EG| FDI, DCP, DCPFDI, INF,
RIR, EXR)
ARDL(2, 3, 3, 2, 3, 3, 2)

6.3996 6 Cointegration

F-statistics (EG|FDI, BDG, BDGFDI, EXR,
INF, RIR)
ARDL(3, 3, 1, 3, 3, 3, 3)

11.8212 6 Cointegration

F-statistics (EG| FDI, DCP, BLDFDI, INF,
RIR, EXR)
ARDL(4, 3, 3, 1, 3, 1, 3)

5.0119 6 Cointegration

F-statistics (EG| FDI, LR, LRFDI, INF, RIR,
EXR)
ARDL(4, 3, 3, 2, 3, 3, 3)

20.7390 6 Cointegration

Critical Value
Bounds

10% 5% 2.5% 1%
I(0) Bound 1.99 2.27 2.55 2.88
I(1) Bound 2.94 3.28 3.61 3.99

Source: Authors Computation (2023)

From the result reported in table 4.9, the computed F-statistics value for each of the

four models (6.3996, 11.8212, 5.0119 and 20.7390) is found to be greater than the

lower critical bound of 2.88 and the upper critical bound value of 3.99 at the 1% level

of significance.This indicates that there exist a long run cointegration relationship

between the variables in the models. The implication of this is that there is a long run

co-movement, such that if there is a short run deviation in their relationship, the series

would return to equilibrium in the long-run. The model have equilibrium condition
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that keeps the variables together in the long-run. Based on the findings of a long run

relationship among the dependent and independent variables, the short-run and long-

run model can therefore be estimated.

The Autoregressive Distributed Lag (ARDL) method of estimation was adopted as the

method of analysis having established a long run cointegration among the variables in

the models.The test automatically choose the lag length based on automatic selection

of Akaike Information Criterion for each of the variables as the models. The ARDL

was set at 4,3 to ensure sufficient degree of the freedom. The table 4.10 shows the

result of the ARDL estimate for the longrun and shortrun effect of each of the four

models with each showing the effect of the interaction of a measure of financial

development and FDI on economic growth in Nigeria.
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Table 4.10 ARDL Result for the Effect of Financial Development on the
Relationship Between FDI and Economic Growth in Nigeria

Variables

Dependent Variable: Economic Growth (EG)
DCPFDI BDGFDI BLDFDI LRFDI

1 2 3 4

∆(DCP) -1.4556 (-4.3612)*** -- -- --

∆(DCPFDI) 0.4995 (4.1982)*** -- -- --
∆(DCPFDI(-1)) -0.4925 (-3.8791)*** -- -- --

∆(BDG) -- -1.1885 (-4.9399)*** -- --

∆(BDGFDI) -- 0.1663 (2.4262)** -- --

∆(BDGFDI(-1)) -- -0.0174 (-0.3344) -- --

∆(BLD) -- -- 0.2443 (0.5981) --

∆(BLDFDI) -- -- -0.1313 (-0.6667) --

∆(LR) -- -- -- 0.0692 (2.5608)**
∆(LRFDI) -- -- -- 0.0528 (2.9939)**

∆(LRFDI(-1)) -- -- -- 0.0775 (4.0641)***
∆(EG(-1)) -0.1565 (-1.6296) 0.2098 (2.4682)** 0.0477 (0.3820) -0.6823 (-11.1784)***

∆(FDI) -6.0688 (-6.0621)*** -2.4964 (-3.6392)*** -0.0939 (-0.0660) -4.3431 (-5.2750)***
∆(FDI(-1)) 0.8658 (0.9521) -4.1733 (-6.9045)*** -1.7891 (-3.5730)*** -8.1582 (-7.9925)***

∆(INF) 0.0750 (2.2828)** 0.1506 (4.9056)*** -0.0385 (-0.8857) 0.0609 (2.0859)*
∆(INF(-1)) 0.2699 (7.4981)*** 0.2469 (9.4099)*** 0.3585 (7.9502)*** 0.3676 (14.4570)***

∆(RIR) 0.2505 (4.8542)*** 0.5580 (9.6823)*** -0.2143 (-3.4252)*** 0.3093 (8.2270)***
∆(RIR(-1)) 0.0358 (0.6943) -0.2944 (-5.2869)*** 0.3077 (4.9445)*** 0.2052 (5.6486)***

∆(EXR) -0.0366 (-2.3593)** -0.1121 (-8.8663)*** -0.0990 (-5.2674)*** -0.1353 (-12.4929)***
∆(EXR(-1)) 0.0124 (0.6927) -0.0825 (-4.4184)*** 0.0743 (2.0874)* 0.0712 (6.3326)***

CointEq(-1)* -0.8282 (-9.0034)*** -1.8766 (-12.4398)*** -1.1210 (-8.1001)*** -0.6406 (-17.6376)***
Long Run Estimates

DCP -4.0904 (-3.0493)** -- -- --
DCPFDI 1.1266 (2.3040)** -- -- --
BDG -- -1.0145 (-5.5813)*** -- --

BDGFDI -- 0.0943 (1.0918) -- --
BLD -- -- 2.5446 (3.2663)*** --

BLDFDI -- -- -1.4698 (-3.3010)*** --
LR -- -- -- 0.7937 (1.6569)

LRFDI -- -- -- -0.0617 (-0.4597)
FDI -6.8941 (-1.4810) 1.4458 (1.2003) 9.9115 (3.6247)*** 7.0432 (0.9696)
INF -0.0751 (-0.6732) 0.0245 (5.0792)*** -0.4378 (-2.9780)** 0.0007 (0.0053)
RIR 0.6489(3.6672)*** -0.0373 (-0.9232) -0.0219 (-2.1088)* 0.8931 (3.2646)**
EXR 0.0397 (2.3723)** 0.6750 (9.9988)*** -0.5001 (-1.6420) -0.0719 (-1.8651)*
C 30.2376 (3.0234)** 7.8498 (3.9984)*** -2.1903 (-0.5489) -37.4118 (-1.7709)

Adjusted R-squared 0.8717 0.8117 0.7971 0.9553
Durbin-Watson stat 2.9267 2.3528 2.0574 2.2609
F-statistic 4.5402 7.2073 2.7761 11.0889
Prob(F-statistic) 0.0044 0.0007 0.0404 0.0007

Note: ***, ** &* denotes significant level at the 1%, 5% and 10% level respectively.

Source: Authors Computation (2023)
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The results as presented in the table 4.10 shows that in the short run, financial

development has a significant effect on the relationship between FDI and economic

growth in Nigeria. Specifically, the interaction of domestic credit to the private sector

and FDI (DCPFDI) has a positive (0.4995) and significant effect on economic growth

in Nigeria at 1% level of significance. This suggests that FDI and domestic credit to

the private sector have a complementary relationship that boosts economic growth in

Nigeria. Similarly, bank deposit as a percentage of GDP and FDI (BDGFDI) has a

positive (0.1663) and significant effect on economic growth in Nigeria at 5% level of

significance. This suggests that FDI and financial access through bank deposits have a

complementary relationship that enhance economic growth in Nigeria.

On the other hand, liquidity ratio and FDI (LRFDI) have a positive (0.0528) and

significant effect on economic growth in Nigeria at 5% level of significance. This

imply that FDI and financial stability through liquidity ratio have a complementary

interaction that improves the growth of the Nigerian economy. Meanwhile, financial

efficiency through bank lending-deposit spread have a negative (-0.1313) but

insignificant effect on economic growth in Nigeria.

This interaction relationship exhibited by DCPFDI, BDGFDI and LRFDI are the

marginal effect which only shows how economic growth changes as a result of

changes in the value of interacting variables (DCPFDI, BDGFDI and LRFDI) while

keeping the other variables fixed. It is therefore essential to estimate the net effect of

these interacting variables to show how much economic growth changes when the

value of the interacting (DCPFDI, BDGFDI and LRFDI) variable changes, taking into

account the effects of other variables in the model. To achieve this, partial derivative

of equation 3.5 is taken with respect to DCP for the first model and BDG for the

second model and LR for the fourth model.
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Inserting the coefficients of the variables into the model using the current level of of

the variables, it can be expressed as;

Model 1:

EG = -6.0688*FDI -1.4556*DCP + 0.4995*DCPFDI +0.0750 *INF + 0.2505*RIR -

0.0366*EXR (4.1)

Taking the partial derivative,

���
����

= − 1.4556 + 0.4995 (DCP) (4.2)

Where the DCP is the mean of the domestic credit to private sector. Injecting the

mean of DCP into the model, the net effect (NE) of the interaction of financial depth

(DCP) and FDI on economic growth can therefore be estimated

���
����

= − 1.4556 + 0.4995(9.283) (4.3)

NE = 3.1813

The net effect (NE) of the interaction of Financial depth through Domestic credit to

private sector and FDI on economic growth is found to be positive with a coefficient

of 3.18. This finding implies that if Nigeria can deepen its financial sector by

increasing domestic credit to the private sector and attracting more FDI, it could lead

to increased economic growth in the short run. This could potentially result in more

job opportunities, higher wages, and overall improvements in the standard of living

for Nigerian citizens.
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Model 2:

EG = -2.4964*FDI -1.1885*BDG + 0.1663*BDGFDI +0.1506*INF + 0.5580 *RIR-

0.1121*EXR

(4.4)

Taking the partial derivative,

���
����

= − 1.1885 + 0.1663(BDG) (4.5)

Where the BDG is the mean of the bank deposit as a percentage of GDP. Injecting the

mean of BDG into the model, the net effect (NE) of the interaction of financial access

(BDG) and FDI on economic growth can therefore be estimated

���
����

= − 1.1885 + 0.1663 (11.909) (4.6)

NE = 0.7920

The net effect (NE) of the interaction of Financial access through bank deposit as a

percentage of GDP and FDI on economic growth is found to be positive with a

coefficient of 0.79. This means that an increase in financial access through bank

deposits and FDI can lead to a boost in economic growth in the short run. This finding

implies that policies aimed at promoting financial inclusion, such as expanding access

to banking services and increasing the proportion of bank deposits to GDP, can attract

FDI inflows and help to stimulate economic growth in Nigeria.

Model 4:

EG = -4.3431*FDI + 0.0692*LR + 0.0528*LRFDI +0.0609 *INF + 0.3093 *RIR -

0.1353*EXR (4.7)

Taking the partial derivative,
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���
���

= + 0.0692 + 0.0528(LR) (4.8)

Where the LR is the mean of the liquidity ratio. Injecting the mean of LR into the

model, the net effect (NE) of the interaction of financial stability (LR) and FDI on

economic growth can therefore be estimated

���
���

= + 0.0692 + 0.0528( 48.763) (4.10)

NE = 2.6439

The net effect (NE) of the interaction of Financial stability through liquidity ratio and

FDI on economic growth is found to be positive with a coefficient of 2.64. This

implies that policies aimed at promoting financial stability can attract FDI and have a

positive impact on economic growth in the short run. The Nigerian economy may

benefit from increased liquidity in the financial sector and increased investment from

foreign sources. This could lead to increased access to credit and investment capital,

which could support the growth of businesses and industries in the country.

The CointEq(-1) coefficient for each of the four models (-0.8282, -1.8766, -1.1210

and -0.6406 respectively) shows the speed of adjustment of the FDI inflows towards

the long-run equilibrium. The negative coefficient implies that there is a tendency for

financial development and FDI inflows to converge to the long-run equilibrium value

after a shock, indicating that the long-run relationship among financial development,

FDI inflows and economic growth in Nigeria is stable.

In the long run, the result as reported in the table 4.10 shows that that the interaction

of Financial Development and FDI have significant effect on Economic Growth in

Nigeria. Specifically, the coefficients of BLDFDI (-1.4698) and DCPFDI (1.1266)

indicate that as FDI inflows interacted with Bank Lending-Deposit Spread (Financial
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Efficiency), this interaction bring about a negative effect on the growth of the

economy in Nigeria, this suggest that suggests that improving financial efficiency by

reducing bank lending-deposit spread could enhance the positive impact of FDI on

economic growth in Nigeria. Lowering the bank lending-deposit spread can enhance

the positive effect of FDI by reducing the cost of borrowing for firms and individuals,

which can increase investment and stimulate economic growth. This can also increase

competition among banks, leading to more efficient allocation of resources and better

access to credit, which can attract more FDI to the country. While as FDI interacted

with Domestic Credit to Private Sector (Financial Depth) there is a positive and

significant effect on Economic Growth in Nigeria. This implies that an increase in

FDI inflows that are channeled through the financial sector can stimulate economic

growth in Nigeria.

On the other hand, the coefficients of BDGFDI and LRFDI are not significant,

indicating that interaction of FDI and Financial Stability (LR) and the interaction of

FDI and financial Access (BDG) does not have a significant effect on Economic

Growth in Nigeria.

Meanwhile, this relationship exhibited by BLDFDI and DCPFDI are the marginal

effect which only shows how economic growth changes as a result of changes in the

value of interacting variables (BLDFDI and DCPFDI) while keeping the other

variables fixed. Meanwhile it is essential to test for the net effect of these interacting

variables to show how much economic growth changes when the value of the

interacting (BLDFDI and DCPFDI) variable changes, taking into account the effects

of other variables in the model. To achieve this, partial derivative of equation 3.5 is

taken with respect to DCP for the first model and BLD for the third model.



110

Inserting the coefficients of the variables into the model using the current level of of

the variables, it can be expressed as;

Model 1:

EG = -6.8942*FDI -4.0905*DCP + 1.1266*DCPFDI -0.0751*INF + 0.6490*RIR +

0.0397*EXR + 30.2377

(4.10)

Taking the partial derivative,

���
����

= − 4.0905 + 1.1266 (DCP) (4.11)

Where the DCP is the mean of the domestic credit to private sector. Injecting the

mean of DCP into the model, the net effect (NE) of the interaction of financial depth

(DCP) and FDI on economic growth can therefore be estimated

���
����

= − 4.0905 + 1.1266 (9.283) (4.12)

NE = 6.3677

The net effect (NE) of the interaction of financial depth through Domestic credit to

private sector and FDI on economic growth is found to be positive with a coefficient

of 6.37. This implies that increasing domestic credit to private sector has the potential

to create a favorable environment for businesses to expand and invest, which can in

turn attract FDI inflows and ultimately boost the growth of the economy. This is

because FDI investors typically seek out countries with well-functioning financial

markets and institutions that can provide reliable sources of financing for their

investments.
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Model 3:

EG = 9.9115*FDI + 2.5447*BLD -1.4699*BLDFDI -0.4379*INF -0.0220*EXR -

0.5001*RIR -2.1904 (4.13)

Taking the partial derivative,

���
����

= 2.5447 − 1.4699 (BLD) (4.14)

Where the BLD is the mean of the bank lending-deposit spread. Injecting the mean of

BLD into the model, the net effect (NE) of the interaction of financial efficiency

(BLD) and FDI on economic growth can therefore be estimated

���
����

= 2.5447 − 1.4699 ( 6.393) (4.15)

NE = -6.8524

The net effect (NE) of the interaction of financial efficiency through bank lending-

deposit spread and FDI on economic growth is found to be negative with a coefficient

of -6.85. The negative net effect of the interaction of bank lending-deposit spread and

FDI on economic growth implies that the presence of a wide spread between lending

and deposit rates in Nigerian banks may be hindering the positive impact of foreign

direct investment on economic growth in Nigeria. This result suggests that

policymakers and regulatory authorities in Nigeria should focus on reducing the

spread between lending and deposit rates in order to enhance the positive impact of

FDI on economic growth in Nigeria.

The coefficient of determination (adjusted R-squared) value for each of the models

suggests that the models 87%, 81%, 80% and 96% respectively the variation in

economic growth in Nigeria. The F-statistic value of the first (4.54), second (7.21)

and fourth (11.09) model are significant at 1% level of significance while the third
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(2.77) model is significant at 5% level of significance indicating that the models are

statistically significant. Only the Durbin-Watson statistics of the first model which

was found to be 2.93 revealed the presence of first order serial correlation while that

of model 2, 3 and 4 (2.35, 2.06 and 2.26 respectively) shows that there is no presence

of first order serial correlation in the model.

Post estimation test were carried out to determine the suitability and reliability of the

models reported above. These test include Normality test, Autocorrelation test,

Heteroskedasticity test and Stability test.

Table 4.11 Post Estimation Test
Models Tests Obs*R-squared / Jarque-

Bera
Probability

Model 1
(DCPFDI)

Normality 1.0039 0.6053
Autocorrelation 20.5003 0.1272
Heteroskedasticity 19.7057 0.8836
Stability Test Stable

Model 2
(BDGFDI)

Normality 0.1026 0.9499
Autocorrelation 20.3186 0.1798
Heteroskedasticity 27.8606 0.3131
Stability Test Stable

Model 3
(BLDFDI)

Normality 1.3638 0.5057
Autocorrelation 6.0278 0.6704
Heteroskedasticity 14.4789 0.9923
Stability Test Stable

Model 4
(LRFDI)

Normality 2.4821 0.2891
Autocorrelation 20.0989 0.2180
Heteroskedasticity 22.9672 0.9011
Stability Test Stable

Source: Authors Computation (2023)

The table 4.11 summarizes the post estimation result for the four models. The Jarque-

Bera statistics and its corresponding probability value shows that the residuals for the

models are normally distributed, and the null hypothesis that errors are normally

distributed is accepted. The Breusch-Godfrey Serial Correlation LM test for each of

the models indicates that there is no significant autocorrelation in the residuals, as the

p-value for the test is greater than 0.05. The Breusch-Pagan-Godfrey

heteroskedasticity test also confirms that there is no significant heteroskedasticity in

the residuals of the models, meaning that the mean and variance remain constant
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throughout the study period. These tests ensure the consistency of the models. The

stability tests was also carried out using the Cumulative Sum of recursive residuals

(CUSUM) and Cumulative Sum of recursive residual square (CUSUMSQ) tests. The

graphical representation of the CUSUM and CUSUMSQ statistics is presented in the

appendix which shows that the each of the models are stable.

4.6 Discussion of Findings

This study explored the relationship that exist among foreign direct investment,

financial development and economic growth in Nigeria. The objectives were to

examine the effect of FDI inflows on economic growth, analyse the effect of financial

development on FDI and to establish the effect of financial development on the

relationship between FDI and economic growth in Nigeria.

The result of the first objective establish that foreign direct investment (FDI) has a

significant positive impact on economic growth in Nigeria in the long run, but it has a

significant negative effect on economic growth in the short run. This is consistent

with the findings of previous studies such as those who found that FDI has a positive

long-run effect on economic growth, but its short-run effect is negative1, 2. On the

other hand, some studies such as that which was found by some scholars that FDI has

a significant positive effect on economic growth in both the short and long run3.

The findings further indicates that financial development plays a crucial role in

economic growth in Nigeria. Financial depth and financial stability have a negative

impact on economic growth in the long run. This is consistent with the findings of

previous studies4, 5. However, the short-run effect of financial development (as

indicated by the four measures) on economic growth is positive, as indicated by the

findings of this study. This is in line with the findings of other study where financial
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development has a positive short-run effect on economic growth6. These findings

provide important policy implications for the Nigerian government in terms of

attracting FDI and promoting financial development to enhance economic growth.

The findings from the second objective as presented in the study indicates that

financial development is a significant determinant of FDI inflows in Nigeria. The

study shows that financial stability has a negative effect on FDI inflows in both the

short run and long run, while financial efficiency have a positive effect on FDI

inflows both in the long and short run. Meanwhile, financial access and financial

depth only have significant positive and negative effect on FDI inflows in Nigeria.

The results suggest that improving financial development may be key policy measures

to attract and sustain FDI inflows in Nigeria. The study also highlights the importance

of macroeconomic stability and the investment climate in attracting FDI inflows. The

results suggest that reducing interest rates, controlling inflation, promoting exchange

rate stability, improving financial access, ensuring financial stability, and maintaining

macroeconomic stability are key policy measures to attract and sustain FDI inflows in

Nigeria.

Similar studies have also found that financial development is a significant determinant

of FDI inflows in Nigeria. Some scholars in their study found that financial

development has a significant positive effect on FDI inflows in Nigeria7, 8. On the

other hand, other studies have also found that financial development has a negative

effect on FDI inflows in Nigeria9, 10. This opposing finding may be due to differences

in the measurement of financial development variables and the sample size used in the

study.

The result from the third objective establish that the interaction of Financial depth

through Domestic credit to private sector and FDI on economic growth is found to be
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positive which implies that if Nigeria can deepen its financial sector by increasing

domestic credit to the private sector and attracting more FDI, it could lead to an

increased economic growth in the short run. While in the long run, this interaction is

also found to be positive which mean that in the long run, increasing domestic credit

to private sector has the potential to create a favorable environment for businesses to

expand and invest, which can in turn attract FDI inflows and ultimately boost the

growth of the economy. This is because FDI investors typically seek out countries

with well-functioning financial markets and institutions that can provide reliable

sources of financing for their investments.

Similarly, the interaction of Financial access through bank deposit as a percentage of

GDP and FDI on economic growth is found to be positive which means that an

increase in financial access through bank deposits and FDI can lead to a boost in

economic growth in the short run. This finding implies that policies aimed at

promoting financial inclusion, such as expanding access to banking services and

increasing the proportion of bank deposits to GDP, can attract FDI inflows and help to

stimulate economic growth in Nigeria. The result of the interaction of Financial

stability through liquidity ratio and FDI on economic growth is found to be positive

which implies that policies aimed at promoting financial stability can attract FDI and

have a positive impact on economic growth in the short run. The Nigerian economy

may benefit from increased liquidity in the financial sector and increased investment

from foreign sources. This could lead to increased access to credit and investment

capital, which could support the growth of businesses and industries in the country.

While in the long run, the interaction of financial efficiency through bank lending-

deposit spread and FDI on economic growth is found to be negative which implies

that the presence of a wide spread between lending and deposit rates in Nigerian
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banks may be hindering the positive impact of foreign direct investment on economic

growth in Nigeria.

The findings of this study are in line with similar studies of some scholars who found

that financial development plays a significant role in attracting FDI inflows and

promoting economic growth in Nigeria and that an increase in financial access and

stability leads to increased FDI inflows and economic growth in Nigeria11, 12. Whereas,

other studies have found that financial development has a negative effect on FDI

inflows and economic growth in Nigeria. These opposing findings could be due to

differences in methodology, sample size, and data sources13, 14.

In summary, the findings of this study suggest that financial development can enhance

the positive impact of FDI on economic growth in Nigeria. Specifically, policies

aimed at promoting financial depth, access, and stability can attract more FDI inflows

and contribute to the growth of the economy. Therefore, financial development is an

essential factor in the relationship between FDI inflows and economic growth in

Nigeria.
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Chapter Five

Summary, Conclusion and Recommendations

This chapter presents a summary of the major findings of this study based on the

objectives along with the conclusion and recommendations. Suggestions were also

given for further studies.

5.1 Summary of Findings

This study explored the interaction that exist among foreign direct investment,

financial development and economic growth in Nigeria with the objective of

establishing the relationship between FDI and Economic growth, Financial

development and FDI and the effect of financial development on the relationship

between FDI and Economic growth. Secondary time series annual data was employed.

The data was subjected to statistical analysis starting with the trend and descriptive

analysis which provides some insight into the trends and distribution of key

economic variables in Nigeria over the past few decades, some variables, such as INF

and GDP, have relatively low variability, while others, such as RIR have high

variability. The distributions of the variables are also different, with some variables

being positively skewed (RIR, LR, FDI, EXR, and DCP), some negatively skewed

(BLD), and others being approximately symmetric (INF, GDP, and BLD). The high

skewness and kurtosis values for some of the variables suggest that their distributions

may not be normal, which could have implications for the accuracy of statistical

models or forecasts that rely on these variables. Additionally, the Jarque-Bera tests

indicate that several of the variables are not normally distributed, which further

underscores the importance of careful data analysis and modeling in order to make

accurate predictions or draw meaningful conclusions about the Nigerian economy.
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The correlation results suggest that there are some significant relationships between

the variables. For example, the positive correlation between RIR and GDP suggests

that an increase in GDP tends to lead to an increase in RIR. This may be due to the

fact that a growing economy creates a demand for credit, which leads to higher

interest rates. Similarly, the negative correlation between RIR and INF indicates that

as inflation increases, interest rates tend to decrease. This is because central banks

often raise interest rates to combat inflation. The stationarity level of the variables

were also tested using the ADF Test. The result shows a combination of stationarity at

level and at first difference. As a result, the ARDL method of estimation was adopted.

The result of the analysis shows some insight into the interaction that exist among

FDI, Financial Development and Economic Growth in Nigeria.

The first objective revealed that in the long run, FDI has a positive and significant

effect on economic growth, whereas, financial stability and financial depth have

negative effects on economic growth. Additionally, inflation has a significant negative

effect on economic growth. In the short run, FDI has a negative and significant effect

on economic growth, while financial development has a positive effect on economic

growth. Only changes in the exchange rate have a short-run impact on economic

growth in Nigeria. This suggests that FDI has a positive impact on economic growth

in the long run but may not necessarily be a driver of economic growth in the short

run. Additionally, financial development and inflation are critical factors that affect

economic growth in Nigeria.

From the result of the second objective, it was discovered that in the short-run, lagged

FDI, financial access (measured by bank deposit to GDP), financial stability

(measured by liquidity ratio), financial efficiency (measured by lending-deposit

spread), real interest rate, inflation rate, and exchange rate were found to significantly
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affect FDI inflows. Meanwhile, in the long-run, financial development (measured by

lending-deposit spread and liquidity ratio) and economic growth were found to have

significant impacts on FDI inflows, while other financial development indicators

(bank deposit to GDP and domestic credit to private sector), inflation rate, and

exchange rate had no significant influence. This imply that improving financial access,

ensuring financial stability, and maintaining macroeconomic stability may be key

policy measures to attract and sustain FDI inflows in Nigeria. Additionally, promoting

economic growth and reducing interest rates may also help to attract foreign

investment into the country.

With respect to the third objective, the interaction of Financial depth through

Domestic credit to private sector and FDI on economic growth is found to be positive

which implies that if Nigeria can deepen its financial sector by increasing domestic

credit to the private sector and attracting more FDI, it could lead to an increased

economic growth in the short run. While in the long run, this interaction is also found

to be positive. Similarly, the interaction of Financial access through bank deposit as a

percentage of GDP and FDI on economic growth is found to be positive which means

that an increase in financial access through bank deposits and FDI can lead to a boost

in economic growth in the short run. The result of the interaction of Financial stability

through liquidity ratio and FDI on economic growth is found to be positive which

implies that policies aimed at promoting financial stability can attract FDI and have a

positive impact on economic growth in the short run. The Nigerian economy may

benefit from increased liquidity in the financial sector and increased investment from

foreign sources. This could lead to increased access to credit and investment capital,

which could support the growth of businesses and industries in the country. While in

the long run, the interaction of financial efficiency through bank lending-deposit
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spread and FDI on economic growth is found to be negative which implies that the

presence of a wide spread between lending and deposit rates in Nigerian banks could

affect the positive impact of foreign direct investment on economic growth in Nigeria.

5.2 Conclusion

This study provides valuable insights into the interaction that exists among foreign

direct investment, financial development and economic growth in Nigeria. The

findings suggest that FDI can have a positive impact on economic growth in the long

run, but its short-term impact may be negative. Additionally, financial development

and inflation are critical factors that affect economic growth in Nigeria. The study

also suggests that policies aimed at promoting financial stability, improving financial

access, and maintaining macroeconomic stability may be key measures to attract and

sustain FDI inflows in Nigeria.

Furthermore, the study highlights the importance of deepening the financial sector by

increasing domestic credit to the private sector, promoting financial stability, and

improving financial access through bank deposits to boost economic growth in

Nigeria in the short run. The findings of this study have important implications for

policymakers, investors, and other stakeholders interested in understanding the

dynamics of FDI, financial development, and economic growth in Nigeria. However,

there is a need to address the issues identified in the negative net effect of financial

efficiency, which could be hindering the positive impact of FDI on economic growth

in Nigeria. Overall, the findings of this study provide valuable insights into the

relationship between financial development, FDI, and economic growth in Nigeria.
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5.3 Recommendations

Based on the findings of this study, the following recommendations are suggested.

1. Policymakers should focus on improving the financial development indicators

such as deposit credit to private sector, liquidity ratio, bank deposit as a

percentage of GDP to attract more FDI inflows into the country.

2. Measures should be taken to improve the regulatory frameworks to ensure

financial stability, reducing barriers to entry for foreign investors, and providing

incentives to attract foreign investment.

3. Policymakers should focus on enhancing financial access, stability, efficiency,

and depth to complement FDI and boost economic growth in the short run.

Additionally, policymakers should address the negative effect of FDI on

economic growth in the short run by addressing factors that limit absorptive

capacity and promoting policies that encourage domestic investment.

4. The regulatory authorities in Nigeria should focus on reducing the spread

between lending and deposit rates in order to enhance the positive impact of FDI

on economic growth in Nigeria.

5.4 Contribution to Knowledge

This study contributed to the body of knowledge by providing valuable insights into

the interaction that exists among foreign direct investment, financial development and

economic growth in Nigeria. The study establish that FDI can have a positive impact

on economic growth in the long run, but its short-term impact may be negative.

Financial development and inflation are also found to be critical factors that affect

economic growth in Nigeria. In addition, the study also found that policies aimed at

promoting financial stability, improving financial access, and maintaining
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macroeconomic stability may be key measures to attract and sustain FDI inflows in

Nigeria.

Furthermore, the study highlights the importance of deepening the financial sector by

increasing domestic credit to the private sector, promoting financial stability, and

improving financial access through bank deposits to boost economic growth in

Nigeria in the short run. The findings of this study have important implications for

policymakers, investors, and other stakeholders interested in understanding the

dynamics of FDI, financial development, and economic growth in Nigeria.

5.5 Areas for Further Studies

This study have explored the interaction of FDI, Financial Development and

Economic Growth in Nigeria, however, further research is needed to investigate the

potential channels through which FDI affects economic growth, such as technology

transfer, human capital development, and access to international markets.
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Appendices
Appendix I: Preliminary Analysis

1. Descriptive Statistics
RIR LRFDI LR INF GDP FDI EXR DCPFDI DCP BLDFDI BLD BDGFDI BDG

Mean 0.434 69.412 48.763 18.998 0.359 1.496 100.760 14.186 9.283 10.399 6.393 17.629 11.909
Median 4.326 51.525 46.092 12.716 0.989 1.124 106.464 11.275 8.202 7.728 6.959 13.805 9.464
Maximum 18.180 280.856 104.202 72.835 12.276 5.791 358.810 56.919 19.626 42.804 11.064 61.828 21.318
Minimum -65.857 11.956 26.392 5.3880 -15.698 0.184 0.618 1.613 4.958 0.208 0.317 2.342 5.844
Std. Dev. 14.440 57.500 14.724 16.868 5.303 1.245 100.728 12.983 3.540 9.806 2.765 15.122 4.805
Skewness -2.680 1.762 1.533 1.8234 -0.856 1.729 0.889 1.628 1.131 1.649 -0.639 1.324 0.604
Kurtosis 12.583 6.357 6.583 5.159 4.668 6.045 2.995 5.336 3.879 6.019 2.673 4.103 1.821

Jarque-
Bera 200.968 39.489 37.089 29.936 9.527 35.385 5.265 26.763 9.816 33.332 2.902 13.706 4.751
Probabilit
y 0.0000 0.000 0.000 0.000 0.009 0.000 0.072 0.000 0.007 0.000 0.234 0.001 0.093

Sum 17.37 2776.52 1950.54 759.95 14.34 59.83 4030.41 567.45 371.32 415.94 255.72 705.19 476.38
Sum Sq.
Dev. 8132.34 128945.6 8455.34 11097.27 1096.80 60.50 395701.7 6573.81 488.85 3749.96 298.09 8918.70 900.43

Observati
ons 40 40 40 40 40 40 40 40 40 40 40 40 40
p

2. Correlation

RIR LRFDI LR INF GDP FDI EXR DCPFDI DCP BLDFDI BLD BDGFDI BDG
RIR 1

LRFDI -0.0637 1
LR 0.1244 0.0841 1
INF -0.5134 0.3669 -0.2537 1
GDP 0.5738 0.1586 -0.0269 -0.2028 1
FDI -0.0557 0.9386 -0.1969 0.4554 0.1648 1
EXR 0.3680 -0.0905 0.4151 -0.3418 0.1706 -0.1577 1

DCPFDI 0.1398 0.6884 -0.2916 0.1752 0.2758 0.8151 0.0744 1
DCP 0.4240 -0.0349 -0.1177 -0.3170 0.2574 0.0702 0.6631 0.5626 1

BLDFDI -0.0284 0.9038 -0.1629 0.4183 0.1551 0.9436 -0.0498 0.7442 0.0783 1
BLD 0.2529 0.2604 -0.0085 0.0045 0.2868 0.2491 0.5086 0.2425 0.3332 0.4851 1

BDGFDI 0.1489 0.7094 -0.2791 0.1882 0.2658 0.8353 0.1012 0.9768 0.5346 0.7997 0.3078 1
BDG 0.4355 -0.1023 0.0385 -0.3479 0.1965 -0.0314 0.7827 0.3718 0.8929 0.0308 0.3758 0.4240 1
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Appendix II: Unit Root Test (ADF Test)
1. Bank Deposits to GDP (%) (BDG)
At Level
Null Hypothesis: BDG has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -0.673636 0.8414
Test critical values: 1% level -3.615588

5% level -2.941145
10% level -2.609066

*MacKinnon (1996) one-sided p-values.

First Difference
Null Hypothesis: D(BDG) has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.884505 0.0003
Test critical values: 1% level -3.615588

5% level -2.941145
10% level -2.609066

*MacKinnon (1996) one-sided p-values.

2. Bank Lending-Deposit Spread (BLD)

At Level
Null Hypothesis: BLD has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.159547 0.2237
Test critical values: 1% level -3.610453

5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

First Difference
Null Hypothesis: D(BLD) has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -6.494682 0.0000
Test critical values: 1% level -3.621023

5% level -2.943427
10% level -2.610263

*MacKinnon (1996) one-sided p-values.
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3. Domestic Credit To Private Sector (% Of GDP) (DCP)

At Level
Null Hypothesis: DCP has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.246259 0.1941
Test critical values: 1% level -3.615588

5% level -2.941145
10% level -2.609066

*MacKinnon (1996) one-sided p-values.

First Difference
Null Hypothesis: D(DCP) has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.827536 0.0000
Test critical values: 1% level -3.626784

5% level -2.945842
10% level -2.611531

*MacKinnon (1996) one-sided p-values.

4. Official Exchange Rate (LCU Per US$, Period Average)(EXR)

At Level
Null Hypothesis: EXR has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic 2.168856 0.9999
Test critical values: 1% level -3.610453

5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

First Difference
Null Hypothesis: D(EXR) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.120537 0.0026
Test critical values: 1% level -3.615588

5% level -2.941145
10% level -2.609066

*MacKinnon (1996) one-sided p-values.
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5 Foreign Direct Investment, Net Inflows (% of GDP) (FDI)

At Level
Null Hypothesis: FDI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.874288 0.0049
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

6 GDP Per Capita Growth (Annual %) (EG)
At Level
Null Hypothesis: GDP has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.229876 0.0257
Test critical values: 1% level -3.610453

5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

7 Inflation, Consumer Prices (Annual %) (INF)

At Level
Null Hypothesis: INF has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.009107 0.0426
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

8 Liquidity Ratio (LR)
At Level
Null Hypothesis: LR has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.553888 0.0114
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.
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9 Real Interest Rate (%) (RIR)
At Level
Null Hypothesis: RIR has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -7.477454 0.0000
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

10 Interaction of BDG and FDI (BDGFDI)
At Level
Null Hypothesis: BDGFDI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.119696 0.0330
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

11 Interaction of BLD and FDI (BLDFDI)
At Level
Null Hypothesis: BLDFDI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.662800 0.0086
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

12 Interaction of DCP and FDI (DCPFDI)
At Level
Null Hypothesis: DCPFDI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.144964 0.0311
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.
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13 Interaction of LR and FDI (LRFDI)
At Level
Null Hypothesis: LRFDI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.211034 0.0019
Test critical values: 1% level -3.605593

5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

14 Lag Length Criteria

VAR Lag Order Selection Criteria
Endogenous variables: EG FDI BDG BLD LR DCP RIR INF EXR
Exogenous variables: C
Date: 03/02/23 Time: 16:13
Sample: 1981 2021
Included observations: 37

Lag LogL LR FPE AIC SC HQ

0 -1026.311 NA 1.63e+13 55.96278 56.35462 56.10092
1 -861.4563 240.5993 1.98e+11 51.43007 55.34852 52.81151
2 -732.2169 125.7464 3.41e+10 48.82254 56.26759 51.44727
3 -454.5133 135.0990* 20213428* 38.18991* 49.16157* 42.05793*
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Appendix III: Analysis Result of Objective One

1. ARDL Long Run Form and Bounds Test
ARDL Long Run Form and Bounds Test
Dependent Variable: D(EG)
Selected Model: ARDL(4, 2, 2, 2, 2, 1, 1, 2, 2)
Case 5: Unrestricted Constant and Unrestricted Trend
Date: 03/02/23 Time: 15:26
Sample: 1981 2021
Included observations: 36

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.

C -56.27592 26.92708 -2.089938 0.0700
@TREND -2.797761 0.840847 -3.327311 0.0104
EG(-1)* 1.316095 0.818642 1.607656 0.1466
FDI(-1) -8.480940 3.434977 -2.468994 0.0388
BDG(-1) 0.786536 0.585958 1.342306 0.2163
BLD(-1) 3.517493 1.057585 3.325966 0.0104
LR(-1) 0.868756 0.355078 2.446662 0.0401
DCP(-1) 4.853425 1.609332 3.015800 0.0167
RIR(-1) 0.464990 0.244105 1.904874 0.0933
INF(-1) 0.426368 0.234868 1.815352 0.1070
EXR(-1) 0.023231 0.051333 0.452559 0.6629
∆(EG(-1)) -2.639405 0.846523 -3.117938 0.0143
∆(EG(-2)) -1.774126 0.595990 -2.976773 0.0177
∆(EG(-3)) -0.648236 0.291575 -2.223223 0.0569
∆(FDI) -3.036007 1.077127 -2.818616 0.0225
∆FDI(-1)) 1.650224 1.121749 1.471118 0.1795
∆(BDG) -0.754643 0.576431 -1.309165 0.2268

∆(BDG(-1)) -2.869686 1.379675 -2.079972 0.0711
∆(BLD) 1.108544 0.521416 2.126024 0.0662

∆(BLD(-1)) -2.099806 0.690099 -3.042760 0.0160
∆(LR) 0.306178 0.130735 2.341976 0.0473

∆(LR(-1)) -0.222826 0.119632 -1.862592 0.0995
∆(DCP) 2.118953 0.890732 2.378891 0.0446
∆(RIR) 0.249428 0.152035 1.640596 0.1395
∆(INF) 0.098985 0.128993 0.767368 0.4649

∆(INF(-1)) -0.154339 0.148683 -1.038043 0.3296
∆(EXR) -0.163449 0.049601 -3.295300 0.0109

∆(EXR(-1)) -0.068130 0.055258 -1.232927 0.2526

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 5: Unrestricted Constant and Unrestricted Trend

Variable Coefficient Std. Error t-Statistic Prob.

FDI 6.444019 1.810226 3.559787 0.0074
BDG -0.597628 0.266344 -2.243825 0.0551
BLD -2.672674 1.166024 -2.292126 0.0511
LR -0.660101 0.242622 -2.720697 0.0262
DCP -3.687747 1.413584 -2.608792 0.0312
RIR -0.353310 0.288662 -1.223959 0.2558
INF -0.323964 0.108975 -2.972826 0.0178
EXR -0.017652 0.043352 -0.407168 0.6946

EC = EG - (6.4440*FDI -0.5976*BDG -2.6727*BLD -0.6601*LR -3.6877
*DCP -0.3533*RIR -0.3240*INF -0.0177*EXR )
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F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic:
n=1000

F-statistic 3.391690 10% 2.26 3.34
k 8 5% 2.55 3.68

2.5% 2.82 4.02
1% 3.15 4.43

Actual Sample Size 36 Finite Sample: n=40
10% -1 -1
5% -1 -1
1% -1 -1

Finite Sample: n=35
10% -1 -1
5% -1 -1
1% -1 -1

t-Bounds Test Null Hypothesis: No levels relationship

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

t-statistic 1.607656 10% -3.13 -4.68
5% -3.41 -5.01

2.5% -3.65 -5.3
1% -3.96 -5.65

2. ARDL Result
Dependent Variable: EG
Method: ARDL
Date: 03/02/23 Time: 15:25
Sample (adjusted): 1985 2020
Included observations: 36 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (2 lags, automatic): FDI BDG BLD LR DCP RIR INF

EXR
Fixed regressors: C @TREND
Number of models evalulated: 26244
Selected Model: ARDL(4, 2, 2, 2, 2, 1, 1, 2, 2)

Variable Coefficient Std. Error t-Statistic Prob.*

EG(-1) -0.323310 0.281393 -1.148961 0.2838
EG(-2) 0.865279 0.351823 2.459412 0.0394
EG(-3) 1.125890 0.367362 3.064799 0.0155
EG(-4) 0.648236 0.291575 2.223223 0.0569
FDI -3.036007 1.077127 -2.818616 0.0225

FDI(-1) -3.794708 1.892384 -2.005252 0.0799
FDI(-2) -1.650224 1.121749 -1.471118 0.1795
BDG -0.754643 0.576431 -1.309165 0.2268

BDG(-1) -1.328507 1.480094 -0.897583 0.3956
BDG(-2) 2.869686 1.379675 2.079972 0.0711
BLD 1.108544 0.521416 2.126024 0.0662

BLD(-1) 0.309143 0.616673 0.501308 0.6297
BLD(-2) 2.099806 0.690099 3.042760 0.0160
LR 0.306178 0.130735 2.341976 0.0473

LR(-1) 0.339751 0.149427 2.273694 0.0526
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LR(-2) 0.222826 0.119632 1.862592 0.0995
DCP 2.118953 0.890732 2.378891 0.0446

DCP(-1) 2.734472 1.230045 2.223066 0.0569
RIR 0.249428 0.152035 1.640596 0.1395

RIR(-1) 0.215561 0.155865 1.383003 0.2040
INF 0.098985 0.128993 0.767368 0.4649

INF(-1) 0.173044 0.109477 1.580647 0.1526
INF(-2) 0.154339 0.148683 1.038043 0.3296
EXR -0.163449 0.049601 -3.295300 0.0109

EXR(-1) 0.118551 0.056140 2.111713 0.0677
EXR(-2) 0.068130 0.055258 1.232927 0.2526

C -56.27592 26.92708 -2.089938 0.0700
@TREND -2.797761 0.840847 -3.327311 0.0104

R-squared 0.892483 Mean dependent var 1.560231
Adjusted R-squared 0.529614 S.D. dependent var 3.754739
S.E. of regression 2.575175 Akaike info criterion 4.781190
Sum squared resid 53.05221 Schwarz criterion 6.012816
Log likelihood -58.06142 Hannan-Quinn criter. 5.211061
F-statistic 2.459520 Durbin-Watson stat 2.598715
Prob(F-statistic) 0.093166

*Note: p-values and any subsequent tests do not account for model
selection.

3 Short Run ECM Result
ARDL Error Correction Regression
Dependent Variable: D(EG)
Selected Model: ARDL(4, 2, 2, 2, 2, 1, 1, 2, 2)
Case 5: Unrestricted Constant and Unrestricted Trend
Date: 03/02/23 Time: 15:30
Sample: 1981 2021
Included observations: 36

ECM Regression
Case 5: Unrestricted Constant and Unrestricted Trend

Variable Coefficient Std. Error t-Statistic Prob.

C -56.27592 7.529650 -7.473909 0.0001
@TREND -2.797761 0.346333 -8.078237 0.0000
∆(EG(-1)) -2.639405 0.306916 -8.599755 0.0000
∆(EG(-2)) -1.774126 0.286511 -6.192166 0.0003
∆(EG(-3)) -0.648236 0.159917 -4.053586 0.0037
∆(FDI) -3.036007 0.435137 -6.977123 0.0001

∆(FDI(-1)) 1.650224 0.444719 3.710712 0.0060
∆(BDG) -0.754643 0.331414 -2.277044 0.0523

∆(BDG(-1)) -2.869686 0.621838 -4.614842 0.0017
∆(BLD) 1.108544 0.279892 3.960617 0.0042

∆(BLD(-1)) -2.099806 0.330137 -6.360401 0.0002
∆(LR) 0.306178 0.044796 6.834866 0.0001

∆(LR(-1)) -0.222826 0.052723 -4.226341 0.0029
∆(DCP) 2.118953 0.453168 4.675868 0.0016
∆(RIR) 0.249428 0.049987 4.989865 0.0011
∆(INF) 0.098985 0.036693 2.697659 0.0272

∆(INF(-1)) -0.154339 0.048233 -3.199861 0.0126
∆(EXR) -0.163449 0.024358 -6.710385 0.0002

∆(EXR(-1)) -0.068130 0.026670 -2.554509 0.0339
CointEq(-1)* -1.316095 0.168439 -7.813477 0.0001

R-squared 0.920814 Mean dependent var -0.017557
Adjusted R-squared 0.826781 S.D. dependent var 4.375156
S.E. of regression 1.820924 Akaike info criterion 4.336746
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Sum squared resid 53.05221 Schwarz criterion 5.216479
Log likelihood -58.06142 Hannan-Quinn criter. 4.643796
F-statistic 9.792416 Durbin-Watson stat 2.598715
Prob(F-statistic) 0.000015

* p-value incompatible with t-Bounds distribution.

F-Bounds Test Null Hypothesis: No levels relationship

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

F-statistic 3.391690 10% 2.26 3.34
k 8 5% 2.55 3.68

2.5% 2.82 4.02
1% 3.15 4.43

4. Normality Test
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Series: Residuals
Sample 1985 2020
Observations 36

Mean       2.07e-14
Median   0.013723
Maximum  2.769898
Minimum -2.770502
Std. Dev.   1.231169
Skewness  -0.099469
Kurtosis   3.263513

Jarque-Bera  0.163523
Probability  0.921492

5. Serial Correlation Test

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 4.107992 Prob. F(4,4) 0.1000
Obs*R-squared 28.95222 Prob. Chi-Square(4) 0.0000

6. Heterosckedasticity

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.947085 Prob. F(27,8) 0.5786
Obs*R-squared 27.42124 Prob. Chi-Square(27) 0.4413
Scaled explained SS 1.532552 Prob. Chi-Square(27) 1.0000



143

7. Stability Test (CUSUM and CUSUM of Squares)
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Appendix IV: Analysis Result of Objective Two

1. ARDL Output

Dependent Variable: FDI
Method: ARDL
Date: 03/02/23 Time: 16:03
Sample (adjusted): 1984 2020
Included observations: 37 after adjustments
Maximum dependent lags: 3 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (2 lags, automatic): BDG BLD LR DCP EG RIR INF

EXR

Fixed regressors: C
Number of models evalulated: 19683
Selected Model: ARDL(3, 2, 1, 1, 2, 1, 2, 1, 2)

Variable Coefficient Std. Error t-Statistic Prob.*

FDI(-1) -0.166697 0.147710 -1.128543 0.2795
FDI(-2) -0.806506 0.179604 -4.490480 0.0006
FDI(-3) -0.866227 0.231695 -3.738652 0.0025
BDG -0.032580 0.138150 -0.235828 0.8172

BDG(-1) 1.103332 0.337216 3.271885 0.0061
BDG(-2) -1.078850 0.257671 -4.186924 0.0011
BLD 0.159833 0.102923 1.552942 0.1444

BLD(-1) 0.130495 0.095074 1.372561 0.1931
LR -0.059318 0.024805 -2.391351 0.0326

LR(-1) -0.058375 0.019663 -2.968812 0.0109
DCP 0.124187 0.129460 0.959266 0.3549

DCP(-1) -0.694630 0.208964 -3.324161 0.0055
DCP(-2) 0.508657 0.141526 3.594101 0.0033
EG 0.065463 0.051273 1.276758 0.2240

EG(-1) 0.192771 0.041950 4.595246 0.0005
RIR -0.171442 0.038420 -4.462270 0.0006

RIR(-1) -0.128999 0.044410 -2.904731 0.0123
RIR(-2) -0.028038 0.026730 -1.048916 0.3133
INF -0.074921 0.024465 -3.062352 0.0091

INF(-1) 0.050441 0.018095 2.787489 0.0154
EXR 0.024140 0.013562 1.780036 0.0984

EXR(-1) -0.039052 0.015868 -2.461054 0.0286
EXR(-2) 0.023902 0.011543 2.070697 0.0589

C 8.806108 3.223326 2.731994 0.0171

R-squared 0.896361 Mean dependent var 1.589746
Adjusted R-squared 0.713000 S.D. dependent var 1.248710
S.E. of regression 0.668964 Akaike info criterion 2.285156
Sum squared resid 5.817668 Schwarz criterion 3.330076
Log likelihood -18.27538 Hannan-Quinn criter. 2.653539
F-statistic 4.888496 Durbin-Watson stat 1.877769
Prob(F-statistic) 0.002394

*Note: p-values and any subsequent tests do not account for model
selection.
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2 Long Run and Bound Test

ARDL Long Run Form and Bounds Test
Dependent Variable: D(FDI)
Selected Model: ARDL(3, 2, 1, 1, 2, 1, 2, 1, 2)
Case 2: Restricted Constant and No Trend
Date: 03/02/23 Time: 16:05
Sample: 1981 2021
Included observations: 37

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.

C 8.806108 3.223326 2.731994 0.0171
FDI(-1)* -2.839430 0.400226 -7.094564 0.0000
BDG(-1) -0.008098 0.094561 -0.085639 0.9331
BLD(-1) 0.290328 0.084190 3.448492 0.0043
LR(-1) -0.117693 0.038900 -3.025516 0.0097
DCP(-1) -0.061786 0.150433 -0.410721 0.6880
EG(-1) 0.258234 0.066174 3.902325 0.0018
RIR(-1) -0.328479 0.092891 -3.536181 0.0037
INF(-1) -0.024480 0.031085 -0.787537 0.4451
EXR(-1) 0.008991 0.006498 1.383591 0.1898
∆(FDI(-1)) 1.672733 0.340332 4.915005 0.0003
∆(FDI(-2)) 0.866227 0.231695 3.738652 0.0025
∆(BDG) -0.032580 0.138150 -0.235828 0.8172

∆(BDG(-1)) 1.078850 0.257671 4.186924 0.0011
∆(BLD) 0.159833 0.102923 1.552942 0.1444
∆(LR) -0.059318 0.024805 -2.391351 0.0326
∆(DCP) 0.124187 0.129460 0.959266 0.3549

∆(DCP(-1)) -0.508657 0.141526 -3.594101 0.0033
∆(EG) 0.065463 0.051273 1.276758 0.2240
∆(RIR) -0.171442 0.038420 -4.462270 0.0006

∆(RIR(-1)) 0.028038 0.026730 1.048916 0.3133
∆(INF) -0.074921 0.024465 -3.062352 0.0091
∆(EXR) 0.024140 0.013562 1.780036 0.0984

∆(EXR(-1)) -0.023902 0.011543 -2.070697 0.0589

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

BDG -0.002852 0.033299 -0.085649 0.9331
BLD 0.102249 0.023840 4.288864 0.0009
LR -0.041450 0.010776 -3.846408 0.0020
DCP -0.021760 0.052624 -0.413503 0.6860
EG 0.090946 0.020023 4.542015 0.0006
RIR -0.115685 0.022916 -5.048165 0.0002
INF -0.008622 0.010371 -0.831280 0.4208
EXR 0.003166 0.002146 1.475455 0.1639
C 3.101365 0.942897 3.289186 0.0059

EC = FDI - (-0.0029*BDG + 0.1022*BLD -0.0414*LR -0.0218*DCP + 0.0909
*EG -0.1157*RIR -0.0086*INF + 0.0032*EXR + 3.1014 )
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F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic:
n=1000

F-statistic 7.615237 10% 1.85 2.85
k 8 5% 2.11 3.15

2.5% 2.33 3.42
1% 2.62 3.77

3 Short Run (ECM) Resutl

ARDL Error Correction Regression
Dependent Variable: D(FDI)
Selected Model: ARDL(3, 2, 1, 1, 2, 1, 2, 1, 2)
Case 2: Restricted Constant and No Trend
Date: 03/02/23 Time: 16:06
Sample: 1981 2021
Included observations: 37

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

∆(FDI(-1)) 1.672733 0.187435 8.924321 0.0000
∆(FDI(-2)) 0.866227 0.126450 6.850342 0.0000
∆(BDG) -0.032580 0.078646 -0.414259 0.6854

∆(BDG(-1)) 1.078850 0.121965 8.845574 0.0000
∆(BLD) 0.159833 0.063930 2.500141 0.0266
∆(LR) -0.059318 0.010405 -5.700863 0.0001
∆(DCP) 0.124187 0.079769 1.556823 0.1435

∆(DCP(-1)) -0.508657 0.080976 -6.281544 0.0000
∆(EG) 0.065463 0.027186 2.407993 0.0316
∆(RIR) -0.171442 0.019928 -8.603295 0.0000

∆(RIR(-1)) 0.028038 0.012673 2.212425 0.0454
∆(INF) -0.074921 0.011101 -6.749077 0.0000
∆(EXR) 0.024140 0.005284 4.568426 0.0005

∆(EXR(-1)) -0.023902 0.005607 -4.263117 0.0009
CointEq(-1)* -2.839430 0.250121 -11.35223 0.0000

R-squared 0.912978 Mean dependent var 0.004772
Adjusted R-squared 0.857601 S.D. dependent var 1.362727
S.E. of regression 0.514237 Akaike info criterion 1.798669
Sum squared resid 5.817668 Schwarz criterion 2.451744
Log likelihood -18.27538 Hannan-Quinn criter. 2.028909
Durbin-Watson stat 1.877769

* p-value incompatible with t-Bounds distribution.

4 Post Estimation Test

Normality
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Series: Residuals
Sample 1984 2020
Observations 37

Mean       3.37e-15
Median  -0.014683
Maximum  0.910397
Minimum -0.672679
Std. Dev.   0.401997
Skewness   0.309184
Kurtosis   2.346124

Jarque-Bera  1.248646
Probability  0.535624

Serial Correlation

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.028333 Prob. F(2,11) 0.9721
Obs*R-squared 0.189628 Prob. Chi-Square(2) 0.9095

Heteroskedasticity

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.943869 Prob. F(23,13) 0.5644
Obs*R-squared 23.14191 Prob. Chi-Square(23) 0.4525
Scaled explained SS 1.922815 Prob. Chi-Square(23) 1.0000
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Appendix V: Analysis Result of Objective Three (DCPFDI)

1 ARDL Output: DCPFDI

Dependent Variable: EG
Method: ARDL
Date: 03/03/23 Time: 13:42
Sample (adjusted): 1984 2020
Included observations: 37 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (3 lags, automatic): FDI DCP DCPFDI INF RIR EXR

Fixed regressors: C
Number of models evalulated: 16384
Selected Model: ARDL(2, 3, 3, 2, 3, 3, 2)
Note: final equation sample is larger than selection sample

Variable Coefficient Std. Error t-Statistic Prob.*

EG(-1) 0.015183 0.186884 0.081244 0.9366
EG(-2) 0.156533 0.155304 1.007917 0.3334
FDI -6.068830 1.619447 -3.747470 0.0028

FDI(-1) 1.224306 1.883384 0.650057 0.5279
FDI(-2) -2.458877 1.656041 -1.484793 0.1634
FDI(-3) 1.593064 0.508445 3.133208 0.0086
DCP -1.455620 0.456014 -3.192049 0.0077

DCP(-1) -0.274708 0.665455 -0.412812 0.6870
DCP(-2) -1.113651 0.701630 -1.587233 0.1384
DCP(-3) -0.544082 0.277678 -1.959401 0.0737
DCPFDI 0.499503 0.179667 2.780162 0.0166

DCPFDI(-1) -0.058917 0.212797 -0.276868 0.7866
DCPFDI(-2) 0.492582 0.227198 2.168071 0.0510

INF 0.075054 0.055546 1.351215 0.2016
INF(-1) 0.132634 0.066758 1.986780 0.0703
INF(-2) -0.161897 0.083527 -1.938267 0.0765
INF(-3) -0.108010 0.056066 -1.926499 0.0781
RIR 0.250520 0.087021 2.878836 0.0139

RIR(-1) 0.322857 0.091197 3.540220 0.0041
RIR(-2) -0.102399 0.093409 -1.096240 0.2945
RIR(-3) 0.066577 0.046295 1.438100 0.1760
EXR -0.036633 0.027541 -1.330141 0.2082

EXR(-1) 0.081997 0.037803 2.169059 0.0509
EXR(-2) -0.012462 0.031073 -0.401073 0.6954

C 25.04538 5.454199 4.591945 0.0006

R-squared 0.900799 Mean dependent var 1.422657
Adjusted R-squared 0.702398 S.D. dependent var 3.795621
S.E. of regression 2.070622 Akaike info criterion 4.518915
Sum squared resid 51.44968 Schwarz criterion 5.607373
Log likelihood -58.59992 Hannan-Quinn criter. 4.902647
F-statistic 4.540290 Durbin-Watson stat 2.926742
Prob(F-statistic) 0.004484

*Note: p-values and any subsequent tests do not account for model
selection.

2 Bound Test and Long Run
ARDL Long Run Form and Bounds Test
Dependent Variable: D(EG)
Selected Model: ARDL(2, 3, 3, 2, 3, 3, 2)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 13:49
Sample: 1981 2021
Included observations: 37
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Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.

C 25.04538 5.454199 4.591945 0.0006
EG(-1)* -0.828284 0.200537 -4.130319 0.0014
FDI(-1) -5.710337 3.236459 -1.764378 0.1031
DCP(-1) -3.388061 0.849950 -3.986189 0.0018

DCPFDI(-1) 0.933167 0.324969 2.871554 0.0140
INF(-1) -0.062219 0.092307 -0.674045 0.5131
RIR(-1) 0.537555 0.183617 2.927593 0.0127
EXR(-1) 0.032902 0.012716 2.587365 0.0238
∆(EG(-1)) -0.156533 0.155304 -1.007917 0.3334
∆(FDI) -6.068830 1.619447 -3.747470 0.0028

∆(FDI(-1)) 0.865813 1.836927 0.471338 0.6459
∆(FDI(-2)) -1.593064 0.508445 -3.133208 0.0086
∆(DCP) -1.455620 0.456014 -3.192049 0.0077

∆(DCP(-1)) 1.657733 0.659836 2.512340 0.0273
∆(DCP(-2)) 0.544082 0.277678 1.959401 0.0737
∆(DCPFDI) 0.499503 0.179667 2.780162 0.0166

∆(DCPFDI(-1)) -0.492582 0.227198 -2.168071 0.0510
∆(INF) 0.075054 0.055546 1.351215 0.2016

∆(INF(-1)) 0.269907 0.062425 4.323673 0.0010
∆(INF(-2)) 0.108010 0.056066 1.926499 0.0781
∆(RIR) 0.250520 0.087021 2.878836 0.0139

∆(RIR(-1)) 0.035822 0.103063 0.347575 0.7342
∆(RIR(-2)) -0.066577 0.046295 -1.438100 0.1760
∆(EXR) -0.036633 0.027541 -1.330141 0.2082

∆(EXR(-1)) 0.012462 0.031073 0.401073 0.6954

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

FDI -6.894180 4.654967 -1.481038 0.1644
DCP -4.090460 1.341436 -3.049315 0.0101

DCPFDI 1.126628 0.488976 2.304054 0.0399
INF -0.075118 0.111574 -0.673261 0.5135
RIR 0.648999 0.176972 3.667239 0.0032
EXR 0.039723 0.016744 2.372316 0.0353
C 30.23768 10.00101 3.023463 0.0106

EC = EG - (-6.8942*FDI -4.0905*DCP + 1.1266*DCPFDI -0.0751*INF +
0.6490*RIR + 0.0397*EXR + 30.2377 )

F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic:
n=1000

F-statistic 6.399620 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99

Actual Sample Size 37 Finite Sample: n=40
10% 2.218 3.314
5% 2.618 3.863
1% 3.505 5.121
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Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326

3 Short Run (ECM Result)
ARDL Error Correction Regression
Dependent Variable: D(EG)
Selected Model: ARDL(2, 3, 3, 2, 3, 3, 2)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 13:50
Sample: 1981 2021
Included observations: 37

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

∆(EG(-1)) -0.156533 0.096056 -1.629609 0.1291
∆(FDI) -6.068830 1.001101 -6.062154 0.0001

∆(FDI(-1)) 0.865813 0.909362 0.952111 0.3598
∆(FDI(-2)) -1.593064 0.290261 -5.488380 0.0001
∆(DCP) -1.455620 0.333762 -4.361248 0.0009

∆(DCP(-1)) 1.657733 0.391788 4.231201 0.0012
∆(DCP(-2)) 0.544082 0.182015 2.989212 0.0113
∆DCPFDI) 0.499503 0.118980 4.198213 0.0012

∆(DCPFDI(-1)) -0.492582 0.126982 -3.879129 0.0022
∆(INF) 0.075054 0.032878 2.282831 0.0415

∆(INF(-1)) 0.269907 0.035997 7.498109 0.0000
∆(INF(-2)) 0.108010 0.041331 2.613301 0.0227
∆(RIR) 0.250520 0.051608 4.854269 0.0004

∆(RIR(-1)) 0.035822 0.051589 0.694375 0.5007
∆(RIR(-2)) -0.066577 0.033091 -2.011950 0.0672
∆(EXR) -0.036633 0.015527 -2.359301 0.0361

∆(EXR(-1)) 0.012462 0.017989 0.692792 0.5016
CointEq(-1)* -0.828284 0.091996 -9.003436 0.0000

R-squared 0.932297 Mean dependent var 0.242329
Adjusted R-squared 0.871721 S.D. dependent var 4.594482
S.E. of regression 1.645563 Akaike info criterion 4.140536
Sum squared resid 51.44968 Schwarz criterion 4.924226
Log likelihood -58.59992 Hannan-Quinn criter. 4.416824
Durbin-Watson stat 2.926742

* p-value incompatible with t-Bounds distribution.

4 Normality Test
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Series: Residuals
Sample 1984 2020
Observations 37

Mean       6.47e-15
Median  -0.091638
Maximum  2.352662
Minimum -2.200898
Std. Dev.   1.195474
Skewness   0.349894
Kurtosis   2.598130

Jarque-Bera  1.003938
Probability  0.605337

5 Auto Correlation Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 2.484920 Prob. F(4,8) 0.1272
Obs*R-squared 20.50026 Prob. Chi-Square(4) 0.0004

6 Heteroskedasticity Test
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.569721 Prob. F(24,12) 0.8836
Obs*R-squared 19.70577 Prob. Chi-Square(24) 0.7134
Scaled explained SS 1.656284 Prob. Chi-Square(24) 1.0000

7 Stablity Test
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Appendix VI: Analysis Result of Objective Three (BDGFDI)

1 ARDL Output: BDGFDI
Dependent Variable: EG
Method: ARDL
Date: 03/03/23 Time: 14:32
Sample (adjusted): 1984 2020
Included observations: 37 after adjustments
Maximum dependent lags: 3 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (3 lags, automatic): FDI BDG BDGFDI EXR INF RIR

Fixed regressors: C
Number of models evalulated: 12288
Selected Model: ARDL(3, 3, 1, 3, 3, 3, 3)

Variable Coefficient Std. Error t-Statistic Prob.*

EG(-1) -0.666812 0.190533 -3.499725 0.0050
EG(-2) -0.093177 0.134745 -0.691510 0.5036
EG(-3) -0.116652 0.118710 -0.982660 0.3469
FDI -2.496453 1.231733 -2.026781 0.0676

FDI(-1) 1.036328 1.442932 0.718210 0.4876
FDI(-2) 0.813321 0.914805 0.889065 0.3930
FDI(-3) 3.360069 0.700644 4.795686 0.0006
BDG -1.188516 0.397050 -2.993368 0.0122

BDG(-1) -0.715415 0.467848 -1.529161 0.1545
BDGFDI 0.166339 0.112620 1.476998 0.1677

BDGFDI(-1) -0.006776 0.127539 -0.053126 0.9586
BDGFDI(-2) 0.173118 0.098286 1.761374 0.1059
BDGFDI(-3) -0.155697 0.068157 -2.284369 0.0432

EXR -0.112114 0.022874 -4.901428 0.0005
EXR(-1) 0.075670 0.032109 2.356672 0.0380
EXR(-2) -0.028789 0.040341 -0.713647 0.4903
EXR(-3) 0.111371 0.037288 2.986772 0.0124
INF 0.150631 0.057665 2.612168 0.0242

INF(-1) 0.026224 0.064263 0.408079 0.6910
INF(-2) -0.111569 0.056907 -1.960570 0.0757
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INF(-3) -0.135334 0.046149 -2.932520 0.0136
RIR 0.558002 0.112082 4.978508 0.0004

RIR(-1) 0.414428 0.091967 4.506296 0.0009
RIR(-2) 0.112215 0.082006 1.368366 0.1985
RIR(-3) 0.182224 0.048328 3.770533 0.0031

C 14.73135 3.096756 4.757027 0.0006

R-squared 0.942464 Mean dependent var 1.422657
Adjusted R-squared 0.811701 S.D. dependent var 3.795621
S.E. of regression 1.647052 Akaike info criterion 4.028234
Sum squared resid 29.84058 Schwarz criterion 5.160230
Log likelihood -48.52233 Hannan-Quinn criter. 4.427316
F-statistic 7.207397 Durbin-Watson stat 2.352886
Prob(F-statistic) 0.000772

*Note: p-values and any subsequent tests do not account for model
selection.

2 Long run and Bounds Test
ARDL Long Run Form and Bounds Test
Dependent Variable: D(EG)
Selected Model: ARDL(3, 3, 1, 3, 3, 3, 3)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 14:33
Sample: 1981 2021
Included observations: 37

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.

C 14.73135 3.096756 4.757027 0.0006
EG(-1)* -1.876641 0.301650 -6.221250 0.0001
FDI(-1) 2.713265 2.402208 1.129488 0.2827
BDG(-1) -1.903931 0.412659 -4.613814 0.0007

BDGFDI(-1) 0.176984 0.161974 1.092671 0.2979
EXR(-1) 0.046138 0.013231 3.487012 0.0051
INF(-1) -0.070048 0.074067 -0.945735 0.3646
RIR(-1) 1.266869 0.239671 5.285875 0.0003
∆(EG(-1)) 0.209829 0.184293 1.138563 0.2791
∆(EG(-2)) 0.116652 0.118710 0.982660 0.3469
∆(FDI) -2.496453 1.231733 -2.026781 0.0676

∆(FDI(-1)) -4.173390 1.030848 -4.048502 0.0019
∆(FDI(-2)) -3.360069 0.700644 -4.795686 0.0006
∆(BDG) -1.188516 0.397050 -2.993368 0.0122

∆(BDGFDI) 0.166339 0.112620 1.476998 0.1677
∆(BDGFDI(-1)) -0.017421 0.087002 -0.200237 0.8449
∆(BDGFDI(-2)) 0.155697 0.068157 2.284369 0.0432

∆(EXR) -0.112114 0.022874 -4.901428 0.0005
∆(EXR(-1)) -0.082582 0.026392 -3.129018 0.0096
∆(EXR(-2)) -0.111371 0.037288 -2.986772 0.0124
∆(INF) 0.150631 0.057665 2.612168 0.0242

∆(INF(-1)) 0.246903 0.045815 5.389137 0.0002
∆(INF(-2)) 0.135334 0.046149 2.932520 0.0136
∆(RIR) 0.558002 0.112082 4.978508 0.0004

∆(RIR(-1)) -0.294439 0.103606 -2.841912 0.0160
∆(RIR(-2)) -0.182224 0.048328 -3.770533 0.0031

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend
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Variable Coefficient Std. Error t-Statistic Prob.

FDI 1.445809 1.204534 1.200306 0.2552
BDG -1.014542 0.181772 -5.581386 0.0002

BDGFDI 0.094309 0.086374 1.091873 0.2982
EXR 0.024585 0.004840 5.079210 0.0004
INF -0.037326 0.040427 -0.923296 0.3757
RIR 0.675072 0.067515 9.998874 0.0000
C 7.849852 1.963234 3.998428 0.0021

EC = EG - (1.4458*FDI -1.0145*BDG + 0.0943*BDGFDI + 0.0246*EXR
-0.0373*INF + 0.6751*RIR + 7.8499 )

F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic: n=1000
F-statistic 11.82116 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99

Actual Sample Size 37 Finite Sample: n=40
10% 2.218 3.314
5% 2.618 3.863
1% 3.505 5.121

Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326

3 Short run (ECM Result)
ARDL Error Correction Regression
Dependent Variable: D(EG)
Selected Model: ARDL(3, 3, 1, 3, 3, 3, 3)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 14:34
Sample: 1981 2021
Included observations: 37

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

∆(EG(-1)) 0.209829 0.085011 2.468260 0.0312
∆(EG(-2)) 0.116652 0.069500 1.678447 0.1214
∆(FDI) -2.496453 0.685983 -3.639235 0.0039

∆(FDI(-1)) -4.173390 0.604438 -6.904585 0.0000
∆(FDI(-2)) -3.360069 0.454068 -7.399925 0.0000
∆(BDG) -1.188516 0.240591 -4.939981 0.0004

∆(BDGFDI) 0.166339 0.068557 2.426281 0.0336
∆(BDGFDI(-1)) -0.017421 0.052095 -0.334410 0.7444
∆(BDGFDI(-2)) 0.155697 0.043871 3.548929 0.0046

∆(EXR) -0.112114 0.012645 -8.866350 0.0000
∆(EXR(-1)) -0.082582 0.018690 -4.418449 0.0010
∆(EXR(-2)) -0.111371 0.018078 -6.160444 0.0001
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∆(INF) 0.150631 0.030706 4.905625 0.0005
∆(INF(-1)) 0.246903 0.026239 9.409901 0.0000
∆(INF(-2)) 0.135334 0.030923 4.376451 0.0011
∆(RIR) 0.558002 0.057631 9.682371 0.0000

∆(RIR(-1)) -0.294439 0.055692 -5.286921 0.0003
∆(RIR(-2)) -0.182224 0.032034 -5.688410 0.0001
CointEq(-1)* -1.876641 0.150857 -12.43985 0.0000

R-squared 0.960733 Mean dependent var 0.242329
Adjusted R-squared 0.921465 S.D. dependent var 4.594482
S.E. of regression 1.287560 Akaike info criterion 3.649855
Sum squared resid 29.84058 Schwarz criterion 4.477084
Log likelihood -48.52233 Hannan-Quinn criter. 3.941492
Durbin-Watson stat 2.352886

* p-value incompatible with t-Bounds distribution.

F-Bounds Test Null Hypothesis: No levels relationship

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

F-statistic 11.82116 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99

4 Normality Test
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Series: Residuals
Sample 1984 2020
Observations 37

Mean       1.32e-16
Median   0.129707
Maximum  2.202347
Minimum -1.688583
Std. Dev.   0.910442
Skewness   0.114817
Kurtosis   2.882477

Jarque-Bera  0.102589
Probability  0.949999

5 Autocrorelation Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 2.131581 Prob. F(4,7) 0.1798
Obs*R-squared 20.31865 Prob. Chi-Square(4) 0.0004

6 Heteroskedasticity Test
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.341316 Prob. F(25,11) 0.3131
Obs*R-squared 27.86069 Prob. Chi-Square(25) 0.3143
Scaled explained SS 2.317786 Prob. Chi-Square(25) 1.0000
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7 StabilityTest
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Appendix VII: Analysis Result of Objective Three (BLDGFDI)

1 ARDL Output: BLDFDI
Dependent Variable: EG
Method: ARDL
Date: 03/03/23 Time: 14:48
Sample (adjusted): 1985 2020
Included observations: 36 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (3 lags, automatic): FDI BLD BLDFDI INF EXR RIR

Fixed regressors: C
Number of models evalulated: 16384
Selected Model: ARDL(4, 3, 3, 1, 3, 1, 3)

Variable Coefficient Std. Error t-Statistic Prob.*

EG(-1) -0.073304 0.189611 -0.386602 0.7064
EG(-2) 0.463937 0.214815 2.159709 0.0537
EG(-3) -0.285715 0.193890 -1.473594 0.1686
EG(-4) -0.225957 0.162470 -1.390755 0.1918
FDI -0.093948 2.652371 -0.035420 0.9724

FDI(-1) 9.415959 3.117054 3.020788 0.0116
FDI(-2) 1.179432 0.658280 1.791688 0.1007
FDI(-3) 0.609755 0.571675 1.066611 0.3090
BLD 0.244352 0.644037 0.379407 0.7116

BLD(-1) 2.397795 0.950230 2.523384 0.0283
BLD(-2) 0.519732 0.395408 1.314422 0.2155
BLD(-3) -0.309206 0.308358 -1.002751 0.3375
BLDFDI -0.131341 0.349741 -0.375537 0.7144

BLDFDI(-1) -1.516445 0.494626 -3.065838 0.0107
INF -0.038479 0.059920 -0.642170 0.5339

INF(-1) -0.093937 0.094662 -0.992337 0.3424
INF(-2) -0.015741 0.085450 -0.184217 0.8572
INF(-3) -0.342730 0.106452 -3.219591 0.0082
EXR -0.099035 0.034617 -2.860848 0.0155

EXR(-1) 0.074384 0.035634 2.087458 0.0609
RIR -0.214280 0.126854 -1.689191 0.1193

RIR(-1) -0.038615 0.091943 -0.419992 0.6826
RIR(-2) -0.146256 0.103772 -1.409395 0.1864
RIR(-3) -0.161448 0.103605 -1.558305 0.1474

C -2.455521 4.916680 -0.499427 0.6273

R-squared 0.858294 Mean dependent var 1.560231
Adjusted R-squared 0.549117 S.D. dependent var 3.754739
S.E. of regression 2.521224 Akaike info criterion 4.890632
Sum squared resid 69.92229 Schwarz criterion 5.990297
Log likelihood -63.03137 Hannan-Quinn criter. 5.274444
F-statistic 2.776064 Durbin-Watson stat 2.057356
Prob(F-statistic) 0.040394

*Note: p-values and any subsequent tests do not account for model
selection.

2 Longrun and Bound Test
ARDL Long Run Form and Bounds Test
Dependent Variable: D(EG)
Selected Model: ARDL(4, 3, 3, 1, 3, 1, 3)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 14:50
Sample: 1981 2021
Included observations: 36

Conditional Error Correction Regression
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Variable Coefficient Std. Error t-Statistic Prob.

C -2.455521 4.916680 -0.499427 0.6273
EG(-1)* -1.121038 0.299272 -3.745882 0.0032
FDI(-1) 11.11120 4.302537 2.582476 0.0255
BLD(-1) 2.852673 0.930382 3.066133 0.0107

BLDFDI(-1) -1.647785 0.576138 -2.860051 0.0155
INF(-1) -0.490887 0.129824 -3.781181 0.0030
EXR(-1) -0.024651 0.009734 -2.532297 0.0279
RIR(-1) -0.560600 0.282884 -1.981732 0.0731
∆(EG(-1)) 0.047734 0.275923 0.172999 0.8658
∆(EG(-2)) 0.511672 0.261048 1.960069 0.0758
∆(EG(-3)) 0.225957 0.162470 1.390755 0.1918
∆(FDI) -0.093948 2.652371 -0.035420 0.9724

∆(FDI(-1)) -1.789187 0.798600 -2.240404 0.0467
∆(FDI(-2)) -0.609755 0.571675 -1.066611 0.3090
∆(BLD) 0.244352 0.644037 0.379407 0.7116

∆(BLD(-1)) -0.210526 0.316068 -0.666079 0.5191
∆(BLD(-2)) 0.309206 0.308358 1.002751 0.3375
∆(BLDFDI) -0.131341 0.349741 -0.375537 0.7144
∆(INF) -0.038479 0.059920 -0.642170 0.5339

∆(INF(-1)) 0.358472 0.080977 4.426832 0.0010
∆(INF(-2)) 0.342730 0.106452 3.219591 0.0082
∆(EXR) -0.099035 0.034617 -2.860848 0.0155
∆(RIR) -0.214280 0.126854 -1.689191 0.1193

∆(RIR(-1)) 0.307704 0.164473 1.870853 0.0882
∆(RIR(-2)) 0.161448 0.103605 1.558305 0.1474

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

FDI 9.911525 2.734402 3.624751 0.0040
BLD 2.544671 0.779055 3.266357 0.0075

BLDFDI -1.469874 0.445271 -3.301079 0.0071
INF -0.437886 0.147037 -2.978073 0.0126
EXR -0.021989 0.010427 -2.108885 0.0587
RIR -0.500072 0.304533 -1.642096 0.1288
C -2.190399 3.990078 -0.548962 0.5940

EC = EG - (9.9115*FDI + 2.5447*BLD -1.4699*BLDFDI -0.4379*INF -0.0220
*EXR -0.5001*RIR -2.1904 )

F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic: n=1000
F-statistic 5.011881 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99

Actual Sample Size 36 Finite Sample: n=40
10% 2.218 3.314
5% 2.618 3.863
1% 3.505 5.121

Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96



160

1% 3.713 5.326

3 Short run ECM Test
ARDL Error Correction Regression
Dependent Variable: D(EG)
Selected Model: ARDL(4, 3, 3, 1, 3, 1, 3)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 14:51
Sample: 1981 2021
Included observations: 36

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

∆(EG(-1)) 0.047734 0.124937 0.382068 0.7097
∆(EG(-2)) 0.511672 0.127646 4.008511 0.0021
∆(EG(-3)) 0.225957 0.089332 2.529394 0.0280
∆(FDI) -0.093948 1.422704 -0.066035 0.9485

∆(FDI(-1)) -1.789187 0.500740 -3.573088 0.0044
∆(FDI(-2)) -0.609755 0.368625 -1.654133 0.1263
∆(BLD) 0.244352 0.408568 0.598070 0.5619

∆(BLD(-1)) -0.210526 0.194857 -1.080412 0.3031
∆(BLD(-2)) 0.309206 0.218627 1.414307 0.1849
∆(BLDFDI) -0.131341 0.196998 -0.666710 0.5187
∆(INF) -0.038479 0.043441 -0.885781 0.3947

∆(INF(-1)) 0.358472 0.045090 7.950182 0.0000
∆(INF(-2)) 0.342730 0.063390 5.406674 0.0002
∆(EXR) -0.099035 0.018801 -5.267414 0.0003
∆(RIR) -0.214280 0.062561 -3.425164 0.0057

∆(RIR(-1)) 0.307704 0.062231 4.944572 0.0004
∆(RIR(-2)) 0.161448 0.055247 2.922280 0.0139
CointEq(-1)* -1.121038 0.138400 -8.100005 0.0000

R-squared 0.895634 Mean dependent var -0.017557
Adjusted R-squared 0.797065 S.D. dependent var 4.375156
S.E. of regression 1.970932 Akaike info criterion 4.501743
Sum squared resid 69.92229 Schwarz criterion 5.293502
Log likelihood -63.03137 Hannan-Quinn criter. 4.778088
Durbin-Watson stat 2.057356

* p-value incompatible with t-Bounds distribution.

4 Nomality Test
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5 AutoCorrelation Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.536303 Prob. F(3,8) 0.6704
Obs*R-squared 6.027819 Prob. Chi-Square(3) 0.1103

6
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.308359 Prob. F(24,11) 0.9923
Obs*R-squared 14.47898 Prob. Chi-Square(24) 0.9351
Scaled explained SS 0.901732 Prob. Chi-Square(24) 1.0000

7 Stability Test
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Appendix VIII: Analysis Result of Objective Three (LRGFDI)

1 ARDL Output: LRFDI
Dependent Variable: EG
Method: ARDL
Date: 03/03/23 Time: 15:10
Sample (adjusted): 1985 2020
Included observations: 36 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (3 lags, automatic): FDI LR LRFDI INF RIR EXR
Fixed regressors: C
Number of models evalulated: 16384
Selected Model: ARDL(4, 3, 3, 2, 3, 3, 3)

Variable Coefficient Std. Error t-Statistic Prob.*

EG(-1) -0.322989 0.121976 -2.647982 0.0293
EG(-2) 0.319552 0.134808 2.370416 0.0452
EG(-3) 0.521511 0.118623 4.396360 0.0023
EG(-4) -0.158750 0.101865 -1.558441 0.1577
FDI -4.343169 1.371405 -3.166948 0.0133

FDI(-1) 0.697384 1.439924 0.484320 0.6411
FDI(-2) 5.157799 3.065046 1.682780 0.1309
FDI(-3) 3.000426 0.456027 6.579488 0.0002
LR 0.069271 0.056270 1.231063 0.2533

LR(-1) 0.173324 0.049052 3.533461 0.0077
LR(-2) 0.117687 0.125295 0.939279 0.3751
LR(-3) 0.148258 0.034121 4.345037 0.0025
LRFDI 0.052829 0.032698 1.615663 0.1448

LRFDI(-1) -0.014909 0.032808 -0.454430 0.6616
LRFDI(-2) -0.077503 0.064983 -1.192659 0.2672

INF 0.060907 0.057650 1.056493 0.3216
INF(-1) 0.307197 0.056367 5.449971 0.0006
INF(-2) -0.231878 0.049477 -4.686560 0.0016
INF(-3) -0.135798 0.052019 -2.610554 0.0311
RIR 0.309324 0.089748 3.446570 0.0087

RIR(-1) 0.468161 0.077489 6.041670 0.0003
RIR(-2) -0.019951 0.077744 -0.256623 0.8039
RIR(-3) -0.185290 0.068116 -2.720209 0.0262
EXR -0.135332 0.023721 -5.705122 0.0005

EXR(-1) 0.160529 0.030614 5.243714 0.0008
EXR(-2) -0.004403 0.035714 -0.123287 0.9049
EXR(-3) -0.066878 0.022787 -2.934955 0.0189

C -23.96893 7.408141 -3.235486 0.0120

R-squared 0.973975 Mean dependent var 1.560231
Adjusted R-squared 0.886142 S.D. dependent var 3.754739
S.E. of regression 1.266954 Akaike info criterion 3.362586
Sum squared resid 12.84137 Schwarz criterion 4.594211
Log likelihood -32.52654 Hannan-Quinn criter. 3.792456
F-statistic 11.08895 Durbin-Watson stat 2.260955
Prob(F-statistic) 0.000737

*Note: p-values and any subsequent tests do not account for model
selection.

2 Long Run and Bound Test
ARDL Long Run Form and Bounds Test
Dependent Variable: D(EG)
Selected Model: ARDL(4, 3, 3, 2, 3, 3, 3)
Case 2: Restricted Constant and No Trend
Date: 03/03/23 Time: 15:14
Sample: 1981 2021
Included observations: 36
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Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.

C -23.96893 7.408141 -3.235486 0.0120
EG(-1)* -0.640677 0.240770 -2.660949 0.0288
FDI(-1) 4.512440 3.322665 1.358079 0.2115
LR(-1) 0.508540 0.150313 3.383195 0.0096

LRFDI(-1) -0.039583 0.073805 -0.536317 0.6063
INF(-1) 0.000429 0.081536 0.005257 0.9959
RIR(-1) 0.572244 0.201470 2.840345 0.0218
EXR(-1) -0.046084 0.009117 -5.054910 0.0010
∆(EG(-1)) -0.682312 0.219830 -3.103815 0.0146
∆(EG(-2)) -0.362761 0.171607 -2.113907 0.0675
∆(EG(-3)) 0.158750 0.101865 1.558441 0.1577
∆(FDI) -4.343169 1.371405 -3.166948 0.0133

∆(FDI(-1)) -8.158225 3.391387 -2.405571 0.0428
∆(FDI(-2)) -3.000426 0.456027 -6.579488 0.0002
∆(LR) 0.069271 0.056270 1.231063 0.2533

∆(LR(-1)) -0.265945 0.124340 -2.138851 0.0649
∆(LR(-2)) -0.148258 0.034121 -4.345037 0.0025
∆(LRFDI) 0.052829 0.032698 1.615663 0.1448

∆(LRFDI(-1)) 0.077503 0.064983 1.192659 0.2672
∆(INF) 0.060907 0.057650 1.056493 0.3216

∆(INF(-1)) 0.367676 0.059457 6.183926 0.0003
∆(INF(-2)) 0.135798 0.052019 2.610554 0.0311
∆(RIR) 0.309324 0.089748 3.446570 0.0087

∆(RIR(-1)) 0.205241 0.129071 1.590131 0.1505
∆(RIR(-2)) 0.185290 0.068116 2.720209 0.0262
∆(EXR) -0.135332 0.023721 -5.705122 0.0005

∆(EXR(-1)) 0.071281 0.028576 2.494391 0.0373
∆(EXR(-2)) 0.066878 0.022787 2.934955 0.0189

* p-value incompatible with t-Bounds distribution.

Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

FDI 7.043235 7.263538 0.969670 0.3606
LR 0.793753 0.479058 1.656903 0.1361

LRFDI -0.061783 0.134375 -0.459779 0.6579
INF 0.000669 0.127142 0.005262 0.9959
RIR 0.893186 0.273591 3.264676 0.0114
EXR -0.071930 0.038565 -1.865136 0.0991
C -37.41187 21.12477 -1.770996 0.1145

EC = EG - (7.0432*FDI + 0.7938*LR -0.0618*LRFDI + 0.0007*INF + 0.8932
*RIR -0.0719*EXR -37.4119 )

F-Bounds Test Null Hypothesis: No levels relationship

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

Asymptotic: n=1000
F-statistic 20.73902 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99

Actual Sample Size 36 Finite Sample: n=40
10% 2.218 3.314
5% 2.618 3.863
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1% 3.505 5.121

Finite Sample: n=35
10% 2.254 3.388
5% 2.685 3.96
1% 3.713 5.326

3 Short run ECM Test
ARDL Error Correction Regression
Dependent Variable: D(EG)
Selected Model: ARDL(4, 3, 3, 2, 3, 3, 3)
Case 2: Restricted Constant and No Trend
Date: 03/16/23 Time: 13:06
Sample: 1981 2021
Included observations: 36

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

∆(EG(-1)) -0.682312 0.061038 -11.17841 0.0000
∆(EG(-2)) -0.362761 0.064232 -5.647629 0.0005
∆(EG(-3)) 0.158750 0.045775 3.468077 0.0085
∆(FDI) -4.343169 0.823338 -5.275073 0.0008

∆(FDI(-1)) -8.158225 1.020726 -7.992570 0.0000
∆(FDI(-2)) -3.000426 0.222328 -13.49550 0.0000
∆(LR) 0.069271 0.027050 2.560897 0.0336

∆(LR(-1)) -0.265945 0.035087 -7.579566 0.0001
∆(LR(-2)) -0.148258 0.020293 -7.305965 0.0001
∆(LRFDI) 0.052829 0.017645 2.993972 0.0172

∆(LRFDI(-1)) 0.077503 0.019070 4.064158 0.0036
∆(INF) 0.060907 0.029198 2.085998 0.0705

∆(INF(-1)) 0.367676 0.025432 14.45704 0.0000
∆(INF(-2)) 0.135798 0.027793 4.886087 0.0012
∆(RIR) 0.309324 0.037598 8.227093 0.0000

∆(RIR(-1)) 0.205241 0.036335 5.648629 0.0005
∆(RIR(-2)) 0.185290 0.030253 6.124631 0.0003
∆(EXR) -0.135332 0.010833 -12.49294 0.0000

∆(EXR(-1)) 0.071281 0.011256 6.332679 0.0002
∆(EXR(-2)) 0.066878 0.013139 5.090190 0.0009
CointEq(-1)* -0.640677 0.036324 -17.63761 0.0000

R-squared 0.980833 Mean dependent var -0.017557
Adjusted R-squared 0.955277 S.D. dependent var 4.375156
S.E. of regression 0.925252 Akaike info criterion 2.973697
Sum squared resid 12.84137 Schwarz criterion 3.897416
Log likelihood -32.52654 Hannan-Quinn criter. 3.296100
Durbin-Watson stat 2.260955

* p-value incompatible with t-Bounds distribution.

F-Bounds Test Null Hypothesis: No levels relationship

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

F-statistic 20.73902 10% 1.99 2.94
k 6 5% 2.27 3.28

2.5% 2.55 3.61
1% 2.88 3.99
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4 NormalityTest
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Jarque-Bera  2.482149
Probability  0.289073

5 Autocorrelation Test
Breusch-Godfrey Serial Correlation LM Test:

F-statistic 2.106656 Prob. F(3,5) 0.2180
Obs*R-squared 20.09890 Prob. Chi-Square(3) 0.0002

6 HeteroskedasticityTest
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.522149 Prob. F(27,8) 0.9011
Obs*R-squared 22.96716 Prob. Chi-Square(27) 0.6868
Scaled explained SS 1.424362 Prob. Chi-Square(27) 1.0000

7 Stabilty Test
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