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- Abstract .

This' study empirically examined the
‘Determinants of  Foreign  Private
Investment (FPI) in Nigeria within 1980 to
2014. The study made use of secondary
data sourced from CBN Statistical Bulletin
various years. The Error Correction
"Model was  adopted following the
Stationarity status of the data set.  From
~results, it was observed that Gross

Domestic Product (GDP) and Openness

(OPNS) were the only
determinants  of  Foreign  Private
Investment in Nigeria within the period
under review at 5% level of significance.

- The economic implication of this result is
* that GDP which measures the market size

of the Nigerian economy in this study was
a significant  determinant
Furthermore, OPNS which measures the
degree of openmess of the Nigerian
economy in this study was also a
- significant determinant of FPI. Therefore,
“this result suggests that FPI inflow

of FPI

" indicating that there exists a

. direct relationship between FPI and GDP, .
Department of Economics, Godfrey Okoye

- policies which include addressing socio-

 economic and idi’astmcmm! challenges in

signi . - Nigeria so as to attract FPI inflows in

JSlourishes in countries with liberal trade

policies. Political Instability (P) which
was a dummy variable showed that there
was no significant difference in the inflow

~ of FPI between the mﬂirary regime and the

civilian regime. The result = further .
indicated that coefficients of GDP and
OPNS = were  significantly  positive, j ,
positive and -

FPI and OPNS. The implication of the

" result is that when GDP and ‘OPNS

increase in Nigeria, FPI increases. The
error correction mechanism indicated that
the model has an adjustment speed of
approximately  52% if ‘there was

- disequilibrium in the short run. The result

also showed that bi causality relationship
exists between FPI and GDP, and between
FPI and OPNS. The implication is ﬂlat
both FPI and GDP cause each other so

also is with FPI and OPNS. In the light of

these findings, this study recommends that
government should pursue economic

Nigeria. That government should review «
her commercial and trade policies like the
custom regulations and make them ﬁ-iemﬂ}
s0 as to attract FPI inflows in Nigeria.
That government should address the issues - . %
of low wage rates so as to boost domestic . -

consumption and improve aggregate
demand in Nigeria.

Keywords: Foreign Private Inves'ttnent'
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T’“‘ Wﬂ'ﬂﬂ wolmmic performa

nﬁu ununpmsswe One *key indicator of
conomic performance is the GDP growth
fa ootmtry In Nigeria, domestic savings
are  low. Increase in Foreign Private
Investmm (FPI) wull be an - impostant

ﬁ‘)rlmmsingwte

_ f_ﬁbjﬁeﬂtial's to optimum advantage. Hence,
~the need for foreign investments to bridge
N me resoum gap requued to achieve

e . The Nigerian government on her
i pm has shown much interest and has
‘thade - greal: effort in promoting private
mﬁeﬂrﬂoﬁ. This is evidenced by various
j)blmes ‘and progmnmes such as the
Sﬁwtural Adjustment programmes (SAP)
whnse thrusts included lessemng the
donnnmce of unproductwe investments in

 Nigeris since independence has besn

The ‘crucial  role of private
mveshnem ih su.étni:ialﬂe economic
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~the puhhc sector and enhancing the growth
_potential of the private sector. In addition
~ are many economic reform policies that’

have been adopted by successive

- govermnments, over the years, so as fo

. create a ﬁ‘mnework and more appropriate

incentives for private sector develupment

- (Ekpo, 2016).

The benefits of Foreign Private
Invesnnent (FPD) .in_a host country’s
development eﬂ‘ort are enormous. It ranges
from the provision of additional direct
capital - financing supplies to a viable
source of valutb%e technology transfer
which can _help'-jumpmrt an economy.
Since it is a known fact that Foreign
Private Investment (FPI) grows an
economy, it must first be attracted into a
country before its benefits can be
observed. Accoi‘dingly, a determinant of

~ Foreign Private Investment (FPI) is the

policy environment. Resemhers like
Obadan (2000), Iyoha (1999), Chete

. (1998), and Ekpo (1997) have established
- in their various studies the critical role of

~ countries,

37

_policy environment in the determination of

Fobeign Private Investment (FPI).
Onclm;)ortant aspect of the policy
environment is institutional capacity. It has
been as a key factor'attrac_ting Foreign
Private Investment (FPI) to developing
In this context, fair
administration of_ justice, respect - of
property rights, minimal political intrusion



--W business,’ aboeme of corruption,
w';md_ aoeountablhty are key

! &vounble POH‘-"Y
| _m_mdy 8 therefore timely
.because Forelsﬂ Pﬁ“” Invmt B

'i_-mchiswidelywmdtobe

maomy Asoertaining the determinants of
fignr Private - Investment  will
ificantly  enable  policy makers
formmlats policies that will increase rate of
inﬂbw»of Foreign Private Investment and

w%&m the rate of economic

__?d»ynmics and mpredimlc clements
£ "growth in and outside the economic
éym Somc of the non-ecowmc factors

itions  and gbvemmmt policies.
m it only  underscores the

jortaice of credible and verifiable

_.,_‘Gfeooﬁ«nic growth in modern' '

-_'mclude technology, : poﬂuu, investor

ﬁlvmbr advnsors agree that though -
-raief"of returns is cardinal to final
- impact of the harsh economic environment
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: Aocordlng to Anyanwu (1993)

e Foroisn Private Investment refers to the
. soquisition by institutions or mdxwduals in

one country. of ussets of firm in another. It

" consists ot' external resources, including

capital, mhnolo;ical manageml and

- marketing gxperﬁse. - Foreign Private
il m@m’é::; (FP) is made up of Foreign '
Y Dipot [nvostlnent (FDI) and Fo_reign
- [ndiroct Investment (FI) or Portfolio

‘For'eign' private investment not
only prowdes developmg countries like

 Nigeria with the much needed capital for

mvesnnmt, it also enhances jOb creation,

.mamgemlslullsaswellasu'ansferof

technology In fact, one of the arguments

~ for pursumg Forelgn Private Investment by

countries is the belief that it bndges the

_ gap between rich and poor' nations by

promoting  economic  growth  and

dcvalopment o

Privute sector investment plays an
unpouﬁat role in any eeonomy Therefore,

'ﬁlerelstheneedtoprovide incentives to
i privm investors in order to boost their -
" impact on the ecconomic growth of a
nation. The need for the provision of

incentives is to cushion the negative

engendered by higher costs of transaction
and increased risks when compared with
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* According . to neo<classical theory, all

':'ihoemius. Thus. “the
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develqpmmt is'dependeut on use of land,
oy lnbour a.nd eapltal Since developing
connn'ies have undemtihzed land and
- labour, low savmgs rate, producnvnty of

+-capital 1s likely to be greater there. The
m assumes that interdependence
‘between sommm benefited  the
dowbping comtnes, more than - the
tlweloyed ones This is based on
ampﬁbn lhat cﬁpital will normally flow
from rich to poor areas where the returns
on capital investments will be highest,
helping to bring about a transformation of
the backward economies. The theory

:pmdictsthatpoornnﬁonsgmwfaster

because of diminishing returns on capital
and that poor countries would converge

~ with richer ones over time because of their
 higher capacity for absorbing capital.

However, ‘empirical evndence has

 shown that divergence has been the case;

the gap. between the rich and poor has
- opntimued: to widen, and the volume of
. capital flow to the poorer countries relative

io’l'lclm ones has continued to be low.

.. Some of the reasons of critics of this
- theory are that FPI is associated with

commune investment, income inequality
and high extemal dependency. The
argument regarding the potential harmful
unpnctofPPiongmwth point to the

* importance of certain conditions to ensure
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Ihuﬂaenegutive effects do not outweigh
“lhe ' positive eﬁ‘octs ' :Preuemly, the

assocmﬁbn between  FPI inflow and

préiridad ﬁne enabling _

e envmaent is guaranteed. Given the fact

that growth is nsmiated wlth increased

produetivity, FPI inflow is well suited to
'aﬁ‘éct gmwth posltively (Dunning, 1993)

_ _Cpmnt empincal smdles hke that
L of wodi' and Igbanibo (2015) on forelgn
L pnva'oe .inyestment and the developing
S egonomies' ' cvndenee from Nigeria,
embhshed that whlle foreign private
._ mveslment had positive  statistical
msigmﬁcant relattonship with economic
o gmwth in Nigetia in the short-run , in the
" long-run, there exists a positive significant
_irelauonshnp between ﬁorelgn private
'mvestmeut ‘and _economic growth in
i ‘fNigm Ariyo and Raheem (1991) in
A ‘Ekpo (2016) who studied the determinants
‘ 'lofbﬁvm mvesh'nentmhligemﬁ:undthai
ﬂubl}c investment, rate of GDP growth,
dothesm ‘oredit to private sector and
inm'est rate tmpacwd positively on private
mveshnent. " The implication of these
fsﬁﬂi&s is that an increase in foreign
“private investment will propel economic
'-qrowth ofﬂlgena. 3

__ Acoordmg to Asante (2000) who
. the _determinants of private

enisus seems 0 be that there is positive
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investment in Ghana using a time series |

"amlysis and complementing it with a

cmas-sectlmm! one. The study indloates
that whllo some of the mdmdual eﬁ‘ects of

- the compments - of . macroeconomic
'_mtnlity wete found to be negligible, the

overall measure of . macroeconomic

' mstability has been a ma_|or hindrance to
~ private __im._rc;a_wtmeﬂtf The study further
 established that private investment and

public investment are found to be

_ complememary and thus there is the need

for the govcnunent to continue to develop
the mﬁ-asuuctmal base of the economy to
boost the private sector

: Nevertheless, Obwona  (2001)
reported in his study on the determinants

‘of foreign direct investment and their

impacts on growth in Uganda that political

~ stability and macroeconomic  policy

consistency were important parameters
determining the inflow of foreign direct

investment into Uganda and that foreign

direct investment affects growth positively

~ but msigniﬁcanﬂy

Thesmnmaryﬁ-mnhteratmensthat

. the deteminants of foreign private

mve@hnmt mclude, but not limited to the
following variables, interest rate, exchange

rate, favourable macroeconomic

~environment, availability of natural
* recourses, nature of labour force, local

>



,_‘mon"’offowigncotmmto invest in
 other countries include but not limited to

olatility--in.ﬂw prospective country, and
mkpemepnon of the investing '

= To pursue broad objectwe of this
study whlch is to ascertain the
demmim ' of legu Private

arket size measured by the country’s
W,the degree of openness of the

'INF,
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ImMinNigeria,ﬂleswdy adopted

. the multiple regrossmn modal below

'm f(GDPt.mP.,LR.,ExR.,OPNst,

PL,) 3.1

FPI, = Fdfeiﬁn_pﬂvate investment inflow
for period t -

GDP; = Gross Domestic Product for pcnod
t

= Inflation rate for period t
LR, = Lending rate for period t
EXR,= Exchange rate for period t

OPNS;, = Openness (measured as ratio of

exports plus imports to GDP)

PL= Political
. iy, oS non militry government
mmllt_y ] militry government

The linear function estimated is given as

- follows: .

- a1

. FPL .. : ' T . =
' W‘GDPtmINth3LR,4mEXR‘+a50P

NS;-l-acPI&u, 3.2

Wherg,
paasaochasﬁcenortﬂm

mumed to be independently and
no:milly distributed.
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'sm’mmwoulquwm 2 Y i zn: .
GO ome- ) somm s ) e ), wor.
_ Mplmmiceoemchntsmoqmion ™ ™| 7=

» ;gg'um ove have the following algebraic E m-‘*i '-'m*i oy Z o

i "'ﬁiﬁ’ ﬂa‘ﬂ n:<0. tudl 0s>0, 06<0. R e A T =
'Igg Tousttlwcausalityulationship ,,..i Yo *i "";*i "“'“’i s
btheen foreign private investment and = s a =
I'h ‘ dclggrminant‘mNigoﬁa,ﬂte study wuoizl: s tgl: §DR, +le: SOPNS ..+ un
i adopted the Granger Causality model s _
i3 2T
i “ '.(Gtuanti and Porter, 2009 Isiwu, 2004). . Data required and sources
i m:atmut models are specified as |
i This study used time series data
§ which were collected on yearly basis. The
i .
i § time series data regarding variables under

study spanned from 1980 to 2014, a period
of 35 years Data analysis was carried with
the ﬁelp of E-views 9.0 econometric
software. Themqorsourceofdatawas

_ CBN Statistical Bulletin various years.
Elipirieallluults
Table 4.1: Stationarity Result (Unit
Root) :
Variables ADF Statistic | Critical Order of
Values Integration
N : FPI : %= | KD)
4 ey . | 36496
i co - c -3.058570 Stationary
| . S 1) ; LR+ E AP+ Z AGDP,, -’Z » . [T at first
i AU I g s ; 29558 | difference
il SO R D4 .
L . qu_"Z lulllu*z Iﬂﬂlu'z M tp, - | 10%=-
! L 1 =i = _ 26164
" [rr——
EXCR 1%=- i)
| = & 5 3.6496
4 _ w.-z Am.nZ w_uyz m-r.nz 5 -3.577651 Stationary
e - el 1 I %=- at first
' _. ¥t £ -",-“ & . " 29558 difference
'__ :_.':.-ni-t qu,ﬁz aons,, oz APy tpa . 10%=-
ki B = _ 26164
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3 ;‘:Q;‘* e Table 4.2: Johansen Co integration Test
TV | intionary Result : -
B T Y " s el
o1 29558 | differonce Eigen | Likelihood | 5% 1% Hypothesize
) (R Valwes | Ratio | Criticat | Critical | dnoof
Value . | Value | CEG)
2071905 | 12424 | 133.57 None **
0950390 ;L b
: 1080735 | 9415 | 10518 | Atmostl
0685630 | . . '
6938640 | 6852 | 7607 | Atmost2
0.581017 .
4117890 | 4721 | S4.46 | Atmest3
0420017 -
2320192 | 2968 | 35.65 | Atmostd
0260648
T ] 1323656 | 1541 | 2004 | Atmosts
0208729
s f—‘?.'s'iﬁ 3.76 6.65 Atmost 6
015375 | - .
mm; Conpwaiom 2017

¥ E s R

Mm*t&w:mumwmn.
Likelihood ratio test indicates four
co integrating equations at 5% level of
significance. This is shown by critical
values being less than likelihood ratios.
- Therefore, this suggested that there is long
run relationship among the variables.
We therefore analyses our data
with an error correction model.

%

ERROR CORRECTION MODEL RESULT

Dependent Variable: FPI
- Method: Least Squares
- Date: 0472317 Time: 12:22
Sample(adjusted): 1962 2014
- mm 33 after adjusting endpoints
Variable Coefficiertt  Sid. Error ~ t-Statistic
G -102069.6 1947602  -0.990960
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e S ST A e 5 T

ORNS. ... 78943,17 8775306 . 8.996060
0048381 0007443  €.228811
. -2062,674 2000047  -0.987621
1811198 1104001 1187581

DUUUPET 1313036 2499493 0063624
L INF- - 1306431 3116052  -0.438514
: ECM(-1) ’-0.817284 * 0260337  -1.084842
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INF does not FPI 34 016526  0.68715
FP1 does not Cause INF _ 028324 _ 0.5%838

0.3328
The.2@anger Causality test results
above shOwWSTthat bi directional causal
relationshipebadsts between FPI and GDP
and betwedOFPI and OPNS at 5% level of

0770936008  Mean dependent var
od! 0.921802 8.D. dependent var

" 248503.2  Akaike Info criterion

“1.54E+12  Schwarz oriterion

- 1,097445  Prob(F-statistic)

STENITICARRNG0.4
. BB88980.2
Discussion and Implications of Results

TS %8oefficient of multiple
determingtign R from model 3.1 of 0.93
revealed that about 93% variation in FPI is
caused by chnn?en in OPNS, GDP, EXCR,

By
LR, P1, and INF

0.000000
From  results estlmated above,

objective one of this study which was fo

;. Nl Hypothese:

FEE R 78,6580 8.0E-10
o ] "-mmno-nm M 28132 010352
i W Cranger Coase EXCR 131270 0.26067
P ot Giraingér Causo FP1 3 000414 054909

B o ' ' - 176442 0.19377

Th° result of the Error Correction
Modql above shows that the error
comctlm mechanism is correctly signed -
0 52 .and stansncally significant. This

& ' mapliesthat tee model corrects its short run
disequlhbnmn by about 52% speed of
e adjustment to the long run equilibrium.

_GRANGER CAUSALITY TEST RESULT

Pairwise Wmm kY
W17 .

Wm 2014

el

mrmm

£1. GDPdoesnotGranger CauseFPI 34  28.0662 913-06

6.43597 0.01643
_Onldmnmmm M B3AMO IABOS

M 076428
CumePl . 062220

038871
_ 043622

ascertaln the determinants of Foreign
Private Investment in Nigeria, it is
observed that GDP and OPNS are the only
significant determinants of Foreign Private
Investment in Nigeria within the period
under review at 5% level of significance.

The implication of this result is that
GDP which measures the market size of
the Nigerian economy in this study is a
significant determinant of FPI. Therefore,
this result suggests that FPI inflow
flourishes in countries where the domestic
demand is high. Furthermore, OPNS
which measures the degree of openness of
Nigerian economy in this study is a
significant determinant of FPI. Therefore,

 this result suggests that FPI inflow

flourishes in countries with liberal trade
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pdliciew The ‘dummy variable ' Political

"'hshbﬂhy(l’l)uhowedthgtﬂwolsno
siﬂiﬁemldiﬁ'umeinﬂwinﬂowofﬂ’[

" "FPT and GDP, FPI and OPNS. The

- implication of the result is that when GDP
~and OPNS increase in Nigeria, FPI
‘sincreases. Furthermore, EXCR and INF
ey ey sgnd ncomonsae it
¢ i economic 4?"011. but Wcl'c not significant,

of causality  relationship
| 'm Foreign Private Investment and
) ~each  determinant in Nigerla, it was

:‘observed ' that bi directional causal
" relationéhip exists between FPI and GDP,
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and between FPI and OPNS at 5% level of
significance.  However, there is
evidence to support the existence of

no

~causality between the remaining pairs of

variable.

Summary o_f Findings, Conclusion and
Recommendations

Summary of Findings

This study on the Empirical
bme.m'mion of the Determinants of
megl Prtvau Investment in Nigeria
spanning from 1980 to 2014 established
that GDP and OPNS were the only
significant determinants of Foreign Private

 Investment in Nigeria within the period

under review at 5% level of significance
using the Error Correction Model. It also
established that coefficients of GDP and
OPNS were significantly  positive,
indicating that there exists a positive and
direct relationship between FPI and GDP,
FPI and OPNS. Furthermore, EXCR and
INF were negatively signed in consonance
with economic a priori, but were not
si&ﬂﬁcant, Therefore, these relationships
have no statistical significance. Finally, it

~was observed that bi directional causal

relationship exists between FPI and GDP
and between FPI and OPNS at 5% level of
significance.
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The F-statistic of 54.888 with
0.000 probability at 5% level of
significance indicated that all explanatory
variables are jointly significant in
determining FPI Nigeria, while the
coefficient of multiple determination R?of
0.93 revealed that about 93% variation in
FPI is caused by changes in OPNS, GDP,
EXCR, LR, PI, and INF.

Conclusion

From the findings of this study, we
can conclude that GDP which measures
the market size of the Nigerian economy in
this study was a significant determinant of
FPI and OPNS which measures the degree
of openness of Nigerian economy in this
study was a significant determinant of FPI.
Therefore, this result suggests that FPI
inflow flourishes in countries where the
domestic demand is high and with liberal
trade policies.

Recommendations

Sequel to the findings and conclusion
of this  study, the

recommendations were made:

following

¢ _Since GDP which measures market
size had significant impact on FPI,
government should pursue
economic policies which include
addressing socio-economic and

infrastructural  challenges  in

Nigeria so as to attract FPI inflows
in Nigeria.

e Since OPNS which measures
degree of openness had significant
impact on FPI, government should
review her commercial and trade
policies like the custom regulations
and make them friendly so as to
attract FPI inflows in Nigeria.

e Since GDP was significantly
related to FPI, government should
address the issues of low wage
rates so as to boost domestic
consumption and improve

aggregate demand in Nigeria.

References

Anyanwu, J. C,
Economics:  Theory, Policy and
Institutions.  Published by  Hybrid
Publishers LTD. 6B Oguata Road,
Onitsha, Nigeria.

(1993):  Monetary

Ariyo, A. and Raheem, M. 1
(1991):Effect of Fiscal Deficit on some
Macroeconomic aggregates in Nigeria.
Final Report Presented at AERC
Workshop, Nairobi, Kenya.

Asante, Y., (2000): “Determinants of
Private Investment Behaviour,” AERC
Research Paper No. 100, Nairobi: AERC.

Chete, L. N. and Akpokodje, G. (1998):
Macroeconomic Determinants of Domestic
Private Investment in Nigeria: An
Empirical Exploration, CBN Economic
and Financing Review, 35(1).

Dickey, D. A. and Fuller, W. A. (1981):
Likelihood Ratio Statistics for




OKORIE, George Chisom, NWANJI, Michael Okolie. Emperical Investigation of the
Determinants of Foreign Private Investment in Nigeria
Go-Uni Journal of management and social sciences 6/(2), 36-47
ISSN: 2550-7265

Autoregressive Time Series with a Unit
Root. Econometrica, 49 (4).

Dunning, J. H. (1993): Multinational
enterprises and the global economy.
Wokingham: Addison- Wesley.

Ekpo, A.H (1997): ‘Determinants of
Foreign Direct Investment in Nigeria
Evidence from Time Series Data,”’ CBN
Economic and Financial Review, Vol.35,
No.1. Ekpo, U. N. (2016): Determinants of
Private Investment in Nigeria: * An
Empirical  Exploration. Journal of
Economics and Sustainable Development,
7(11). Granger, C. W. and Newbold, P.
(1974):  Spurious  Regressions  in
Econometrics. Journal of Econometrics, 2.

Gujarati, D. N. and Porter, D. C., (2009):
“Basic Econometrics”. Fifth Edition Tata
McGraw-Hill Publishing limited New
Delhi,

Isiwu, G. D. (2004): Fundamentals of
Thesis Writing in Economics. Printed by
KEMAC BEST Production 08038703555,
Enugu state, Nigeria.

Iwedi, M. and Igbanibo, D.S. (2015):
Foreign Private Investment and the
Developing Economies: Evidence from
Nigeria. Developing Country Studies.
Vol.5, No.19.

47

Iyoha, M. A. (1998): Rekindling
Investment for Economic Development in
Nigeria: The Macroeconomic Issues. In:
Ben A. Aigbokhan, ed: Rekindling
Investment for Economic Development in
Nigeria. The Nigeria Economic Society
Annual Conference Publication., Ibadan.

Johansen, S. (1991): Statistical Analysis of
Cointegration  Vectors. Journal of
Economic Dynamics and Control. 12.

Khan, M. and Reinhart, C. (1990): Private
Investment and Economic Growth in
Developing Countries. World
Development, Vol.18.

Nnanna, O. J. (2004): Finance, Investment
and Growth in Nigeria. Printed by Kas
Arts Service. '

Obwona, M. B. (2001): “Determinants of
FDI and their impacts on economic growth
in Uganda™. African Development Review,
13(1)

Pindcky, R. S., and Rubinfeld, D. L,
(1998):  “Ecomometric Models and
Economic forecast”.

Schall, L. D. & Haley, C. W. (1986):
Introduction to financial management.
Singapore: McGraw-Hill.

World Bank (1996): “Trends in
Developing Economies”. Washington D,
C. .



