Research on Humanities and Social Sciences www.iiste.org
ISSN (Paper)2224-5766 ISSN (Online)2225-0484 (@)lin “—.i.l
Vol.4, No.24, 2014 ||$ E

The impacts of Foreign Direct Investment (FDI) andOil export on
Economic growth in Nigeria from 1970 -2011.

Udoh M. Dominic
Economics Department
College of Education Agbor, Delta state, Nigeria
Abstract
The study examines the impacts of Foreign Diregestment (FDI) and Oil export on Economic growth in
Nigeria from 1970 through 2011. The Augmented Djckeller (ADF) unit root test was adopted to detieien
the stationary properties of the data, while thaeonof integration of the data was tested usingldtensen Co-
integration test. The co-integration result prodtwe co-integrating equations, which confirms thétence of
long-term relationship among the variables- GrossnBstic Product (GDP) and Foreign Direct Investment
(FDI,) Oil Export, Exchange rate Inflation as wa#l Trade Openness. Also the ordinary Least Sq@dt8) or
short run regression analysis result shows thaie8ent of total changes in economic growth ardagx@d by
the explanatory variables. Equally the F-test/stiativalue of 50.58807 shows that the model or godas a
good fit, which signifies that the exogenous vaealare good explainers of changes in economic throwthe
Nigerian economy. The t-statistic shows that fameidjrect investment is not statistically signifitaim
explaining the level of economic activities as suteof non-conducive environment for investmentwadl as oil
theft. The negative value of the t-statistic onesiport could be explained by the fact that pathefoil exported
are for refining abroad and later imported for detize consumption. Premised on the above the study
recommends that there should be improvement afutisns, economic and social infrastructure, stoaattract
cross boarder investment. Also required is imprasmetnof code of conduct on foreign direct investmeriimit
the repatriation of profits, which will ensure re@stment, and increase the volume/value of FDIligeNa. In
addition domestic investors/investment should beoeraged especially down stream of the oil sediwor,
increase the level of employment and economiwiéies. Policy makers should appreciate the effettag, in
order to ensure appropriateness and consistentlye iimplementation of policies.
Keywords: Foreign direct investment, Crude oil, oil expoggonomic growth co-integration, Augmented
Dickey Fuller

INTRODUCTION
1.1 Background to the Study

The relevance of the oil sector to the Nationalneecoy cannot be over emphasised but suffices te stat
that oil constitutes about 90% of Nigerian expa@sswell as export earnings or foreign exchangeimrgsrand
foreign reserve. At independent Nigerian economy agrarian, however after a decade of independient t
was a shift towards the oil sector. Indeed by %he Nigeria was already in economic honeymoon with
wealth, hence she could afford the implementatibthe popular Jerome Udoji's award in retrospeat. the
other hand the crash of oil prices in the inteoval oil market in the early 80s arising from gltgsulted
precarious economic situation that over stressedbtilance of payment, keeping it in chronic defitiis
condition not only made it difficult for the govenent to fund her recurrent expenditure (leadingatary
arrears) let alone being able to execute capiaediture. Consequently the average Nigerian wasonomic
guagmire.

In addition to the above, is increasing fiscalicleftrade arrears, a falling reserve, and impatio as
well as increasing foreign debt stock. The deldrbang and the draconian conditionality by the iat#tral
financial institutions coupled with the inadequacie inability of portfolio investment to jumpstdhte economy
led many developing countries including Nigeriaamopt Structural Adjustment Programme (SAP) thereby
shoring for Foreign Direct Investment. This pasitiis justified by Ibi-Ajayi (2006) who assertechthAfrica
and Nigeria in particular, joined the rest of therld in search of FDI as evidenced by the formatibthe New
Partnership for Africa’s Development (NEPAD), whibhs the desirability of increasing foreign investinto
Africa, as a major component.

According to Ashiedu (2002) worldwide Foreign Ditelnvestment (FDI) is increasing at an
extraordinary speed in the 21st century which begiaking Africa different. To be specific FDI tagsria has
been on the increase since 1970, which could bei@éed with increase demand for Africa’s natueslaurces,
particularly oil by the United States who reduced Hependence on the Middle East during the Israéliab
war. To buttress this UNCTAD (1999 and 2006) pabithat from 1970 — 1990, Nigeria accounted for 0%
FDI inflow to Africa, this was largely as a resoltits oil attractiveness. FDI inflow to West Add is mainly
dominated by inflow to Nigeria, who received 70%tlo¢ sub-regional total and 11% of Africa’s tot&but of
this Nigeria’s oil sector alone received 90% of i@l inflow. The rise in FDI worldwide in the laséw
decades is further emphasised in the work of Bamnel Pain (1997) which states that between 19751868
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the aggregate stock of FDI was reputed to rise #dbfo to 9.7% of world Gross Domestic Product (GD¥#h
sales of foreign 48 states of multinational entegs substantially exceeding the value of worldoetgy While
the rise of FDI in Africa as expressed in UNCTAMQZ) reports, opined that FDI flow to Africa hasneased
from $9.68 million in 2000 to $13 trillion in 2006.

However, of late precisely since the world wideaficial crisis in 2008, Foreign Direct Investments
have globally reduced drastically. To attest e thNCTAD (2010a) reports that global FDI inflonallfby 37
percent from $1,771 billion in 2008 to $1,114 loitliin 2009. Developed countries were relativeslaffected
by the global financial crisis and recorded a dexhf 24 percent in 2009 as opposed to 44 pernat@veloping
countries.

After almost ten years of growth, FDI inflows tdrisa fell from a peak of US$72 billion in 2008 to
US$59 billion in 2009 — a 19 percent decline coredato 2008 due to the financial and economic crisis
(UNCTAD 2010b). This reduction in FDI in Africa elxdes South Africa and North African countrieshisTis
affirmed by Multilateral Investment Guarantee AgeriMIGA) (2011), which states that while North Afan
countries and South Africa have recorded impressil@ inflows over the past years, the FDI business
environment in a large number of sub-Sahara Africauntries have been perceived to be economicallly a
politically unstable and FDI inflows in particulautside the natural resource extraction sector,aiesal
relatively sparse.

In 2007 inspite of the oil boom, Nigeria accadhfor only about 16% of total FDI inflow to Africa

It's most important role in terms of attracting F&arted grinding due to surge of FDI to otherrigh countries
such as Angola and Sudan (Ibi-Ajayi 2006).

According to Central Bank of Nigeria (2007) Grd&3smestic Product growth rate was 6.5% in 2005,
6.0% in 2006, and 6.5% in 2007. This impressivdquarance in terms of GDP growth rate can argualgly b
attributed to a robust oil export growth rate adlwe FDI growth rate of 163% and 172% in 2005 2006
respectively. Also International Monetary Fund (8p@sserts that the robust oil sector growth hdsebthe
drag from a decline in non-oil production by boogtgrowth in the Nigerian economy.

1.2 Statement of the Problem

Nigeria is undoubtedly facing crisis situation ofaidequate infrastructural facility grinding poverty
level, low capacity utilization and open unemploytnehich dampens long-term economic development.sé/o
still is that achievement of some millennium depstent goals (MDG) by 2020 is increasingly becoming
unattainable.

Studies have attempted analyzing the impact ofidarelirect investment on economic growth in
Nigeria (Omoniyi and Omobitan 2011, Egbo and Onw@n2011). Some other works are on the magnitfide o
direction and prospects of foreign direct investiri@yanwale and Bamire 2001, Jerome and OgunkoG#p0
Other studies focused on determinants, structudepatentials of foreign direct investment in Nigedr sub-
Sahara Africa or Africa as a whole (Anyanwu 199&] 2012, Odozi 1995, Adefeso and Agboola 2012)eséh
earlier works that attempted examining foreign diiavestment are highly aggregated as they eftirsed on
Africa, sub-sahara Africa (cross-country) or Nigerin addition these studies attempted analysikeoprimary,
secondary and tertiary production. And considetting fact that these studies are not sector spedifis
reasoned that foreign direct investment and thehig Economy is under researched or that the reseaare
less in-depth. Hence the topic “An Empirical Arsy of the Impact of Foreign Direct Investment abidi
Export on economic growth: “Nigerian Experience’hieh hopes to generate and analyzed data betwe#h 19
and 2011 is timely.

1.3 Research Question
Does FDI and Qil export contribute to economic ditoim Nigeria?
1.4 Objective of the Study

The General objective of this study is to analymeimpact of foreign direct investment and oil estpo
on economic growth in Nigeria.

However the specific objective is to establish tlexus between FDI, Oil export, Exchange rates,
Inflation, Trade openness and Gross Domestic Ptodine analysis will be by means of regressionstiier
period 1970 through 2011.

15 Hypothesis

The hypothesis to be tested in the course of thidyso answer the research question and achievelijective
stated above is that there is no significant retesip between foreign direct investment, oil expamd
economic growth in Nigerian.

1.6 Significance of the Study

The Nigerian economy to some extent is monocultaracargo in shape, relying mainly on the olil
sector as the driver of the economy. Since FDrtafpam helping to augment domestic savings propies
growth and development of host country’s econornys therefore worthwhile to identify the impacts kDI
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and oil export on economic growth in Nigerian. §hwill assist policy makers and is equally impottan
economics, business, politics and academia.
1.7 Scope of the Study

The study will focus on foreign direct investmeai, export, and economic growth in Nigerian from
1970 through 2011. In doing so, there will be exoatric analyses to determine the impact of exchaatg,
inflation, trade openness, oil export and FDI om figerian economy.

1.8 Organization of the Study

Section one of this study is on introduction, whiketion two will be devoted to the review of retht
literature- conceptual, theoretical and empirical veell theoretical frame work. Section three dealth
methodology and specification of models, whereasicre four is analysis, presentation and intergieaof
results obtained. Finally section five is devaiedonclusion, recommendation and policy implicasio
2,0 Review of Related Literature
2.1 Conceptual Literature Review

According to the World Bank (1996) Foreign Dirétestment (FDI) is an investment made to acquire
a lasting management interest (normally 10% ofngpstock) in a business enterprise operating iountcy
other than that of the investor defined accordmgesidency. This definition has some implicatierthus FDI
is not limited to cross-border investment by Mudtional Corporations (MNCs) or Trans National Cogtimns
(TNCs) in the form of human and physical capital,veell as technology. Equally portfolio investménnot
just purchase of ordinary shares that transcentitsnaa boundaries irrespective of voting stockpasership of
voting stock that is 10% or above in ordinary shiareeferred to as direct investment, while ownigrghat is
less than 10% is portfolio investment.

Direct investment could take the form of Greend-igtherwise Mortar and Brick investment, Merger
and Acquisition (M & A) and Joint Venture (JV). dian investors are relatively better integratecht@dinese
investors, which is reflected in higher levels o€dl content and higher proportion of mixed India@frican
joint ventures with strong entrepreneurial orieiotat(UNIDO, 2007, Broadman 2008, Probhakar 2008).
Evidence abounds in Nigeria of these types of timeeestment. However, a few are mentioned hethe-
acquisition of the mobile phone network of KuwaiZain by India’s Bharti Airtel, the Joint Venturestiween
United Geophysical Nigeria Limited (UGNL) and Intated Data Services Limited (IDSL) involve in seism
operations and the Greenfield investment of MTKdemmunication.

Oyinlola (1995) conceptualized foreign capitalitclude foreign loans, direct investment and export
earnings in his examination of the contributionfagign capital to the prosperity or poverty of CB. To a
large extent this study pitches tent with this @ptoal definition as the foreign loans and exparnings are
invested in the same way as the direct investméntsome cases the export earnings are made pogsibl
already existing direct investment in which caseytare reinvested.

Crude oil often referred to as petroleum, “is aayurally occurring flammable mixture of hydrocaniso
found in geologic formations, such as rock stradost petroleum is a fossil fuel, formed from thetian of
intense pressure and heat on buried dead zooplaaktbalgae” (Anne, online) which is nickname “ldlgold.”
John (2003) Oil is use mainly for fuel but also tlie manufacture of lubricants and chemicals. thes most
important single fuel source in the world at présen

Crude oil is of little use until it is subjectémlrefining processes to obtain a variety of praslscich as
gasoline for cars, diesel, fuel for heavy transpitimen for road, and paraffin for paraffin lampside these,
are various forms of petrochemicals use in makiglpcts as records, plastic, toys, tooth past@etacurtains,
detergents, aspiring to mention but a few products.

Omotoso (2010) opines that it is interesting toenthtat Nigeria is being rated as the Africa’s selcon
largest producer of crude oil after Libya, eightidargest exporter in the whole world and the teatigest
reserves.

Little quantities of crude oil are refined locallyhile the bulk are exported for refining and later
imported to augment locally refined quantities teethdomestic consumption. They are also whollyoeeg to
earn foreign exchange and beef up foreign reserve.

Bjork(1999) defined export as surplus goods andises of a country that are sent to countries & th
world for sale. There are two types of export: Misiand Invisible export. Visible implies exportsat are
tangible and touchable as in the case of crudewvbile invisible connotes exports that are intafegdgnd cannot
be seen such as haulage and insurance.

The domestic prices according to lwayeme (1993 Haeen under government control since 1973,
with Nigerian National Petroleum Corporation (NNP&3 the parastatal whose sole responsibility is the
determination of the prevailing international manggce and removing 20% of it as subsidy to comevith the
domestic price. According to John (2003) growthrisincrease in economic variable normally persistiver
successive period. The variable concern may beoreabminal and may be measured in absolute ocapgita
terms. CBN (2010), defines Gross Domestic Prodsidha money value of goods and services produee in
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economy during a period of time irrespective of tieionality of the people who produce the goodd an
services. It is calculated without making deductiondepreciation. Gross Domestic Product is cfgsss real
GDP otherwise GDP at constant Basic Prices, GDBuaent Market Prices and GDP at current Producers
prices. Ogbanje et al (2010) GDP is the total vaifieutput resulting from all productive activiti@gthin the
domestic economy irrespective of the ownershiphef lbusiness activities. It is gross because iudes the
amount allowed for depreciation or capital consuomtin the views of Uduh (2010), economic growsh i
symbolize by availability of goods and serviceshe country, i.e more input and output. It is thegess of
increasing national output and income per headratan.

2.2 Theoretical Literature Review

Premised on the endogenous growth and by extensiennotion that there is an endogenous
relationship between FDI inflows and domestic glowtRuxanda and Muraru (2010) examined the linkage
between FDI and economic growth in the Romaniamewcty. The results of their simultaneous equation
models showed evidence of bi-directional relatigmsbetween FDI and economic growth, implying that
incoming FDI enhances economic growth, and inuits,ta higher GDP attracts FDI.

The “cultural distant theory” posited that investdrom cultural distant economies avoid entry modes
of M&As where they have to accommodate the target’$s national and corporate culture into their own
specific and more distant firm culture (Kougut aditigh 1988, Pandmanbhan and Cho 1995, Barkema and
Vermeulen 1998, Shenkar 2001). This theory is velgvant because it helps firms to be more cdettvfe,
considering the fact that it would involve more ttaad less profit to enter through M&As, hence migjoof
Asian firms prefer Greenfield investment entry mode

Borrowing a leave from the export-led growth hymsis Helpman and Krugman (1985), Krugman
(1997) assert that export expansion will increasslpctivity by offering potential for scale econasi In the
same vein Esfahani (1991) posited than export ikadylto alleviate foreign exchange constraints aath
thereby provide greater access to internationalketarTo Rahmanddi and Ichinashi (2011), export-ghow
hypothesis implies that an increase in export wéedd to an increase economic growth due to patiepdisitive
externalities derive from exposure to foreign marRecording to Jordan and Eita (2010), the expedtgrowth
hypothesis states that ‘the growth of exports lmaacaelerating influence on the economy throughsgilbovers
of technology and other externalities. Adopting éxgort-led growth hypothesis, Boame (1988) ananA&nd
Muse (2013) in their separate studies of Ghana Miggria respectively, using the unit root testir€p-
integration and VAR procedures observed that ougpoivth causes economic growth in both countries.

2.3 Empirical Literature Review

Numerous extant empirical literatures show the sebetween FDI, oil export and economic growth as
presented under this sub-heading.

Ayashagba and Abachi (2002) explore the relatignéigitween FDI and economic growth in Nigeria
during the periods 1980-1997 and found that FDI digsificant impact on economic growth. In a studythe
impact of FDI on economic growth in Nigeria for theriod of 1970-2001, Akinlo (2004) through his ECM
results show that both private capital and laggediin capital have little and not statisticallgrgiicant effect
on economic growth. The results seem to supportatigeiment that extractive FDI might not be growth
enhancing as much as manufacturing FDI.

De Gregorio (2003) finds that FDI allows a counttnbring in technologies and knowledge that are not
readily available to domestic investors, and is ey increases productivity growth throughout ¢éakenomy.
Balasubramanyam et al (1996) using cross-sectidat and OLS regressions found that FDI has aipesit
effect on economic growth in host countries witheaport promotion strategy but not in countriesngsan
import substitution strategy.

The result of the study by Dritsaki et al (2004dwh a positive longrun equilibrium relation between
FDI and economic growth and a one-way causalityvéeh FDI and economic growth running from FDI to
growth. Using a co-integration causality approactheir study.

Tang et al (2008) explores the causal link betwelBh domestic investment and economic growth in
China between 1988-2003 using the multivariate \&kid ECM. The results indicate that there is bidadiomal
causality between domestic investment and econgneiawth while there is a single directional caugafiom
FDI to domestic investment and economic growth.

Ogbokor (2005) examines the role of export and &bthe growth of Namibian economy from 1991-
2001, using a combination of bi-variate and mutdtitate variable model the study concludes that il export
aid economic growth potentially.

Athukorala (2003)’s study on the impact of forewjrect investment on economic growth in Sri Lanka
between 1959-2002 concludes that the regressiaftse not provide much support for the view diust link
between FDI and growth in Sri Lanka. He posits thatsituation is due to lack of improvement indatment
climate such as good governance, accountabilititiqad instability and disturbance, bureaucratieiitia among
other reasons.
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Durham (2004) Fail to establish a positive relaldp between FDI and growth but instead suggests
that the effects of FDI are contingent on the “aptwee capacity” of host countries. Ayanwale (20@R)ploy an
augmented growth model via the ordinary least ssj@ard the 2SLS methods to ascertain the relatipnshi
between FDI, its components and economic growth.rekult suggests that the determinant of FDI meNa is
markets size, infrastructural development and stabicroeconomic policy. Openness to trade and abiail
human capital are however not FDI inducing but ks found to contribute to economic growth in Niger
Ayadi (2009) investigate the relationship betwe& &nd economic growth in Nigeria between 1980-280d
finds a very weak correlation and causality betwéled variables. And recommence that infrastructural
development, human capital building and strategijes towards attracting FDI should be intensifi®sinubi
and Amaghionyediwe (2010) investigates the relatigm between Foreign Private Investment (FPI) and
economic growth in Nigeria for the periods 1970-2@nd find that FPI, domestic investment growth,export
growth and the lagged error term were statisticalbnificant in explaining variations in Nigeria @momic
growth.

Ayanwale and Bamire (2001) find a positive spillow& foreign firm’'s FDI on domestic firm’s
productivity in Nigeria and went ahead to concldldat FDI influences firm's level of productivity iNigeria.
Adelegan (2000) explore the seemingly unrelatedession to show that FDI is pro-consumption and- pro
import and negatively related to gross domestiestment.

The majority of these studies are without doub&animous on a positive FDI-growth relationship in
Nigeria. However, s similar conclusion cannot balena the case of the Export-FDI relationship. Mwer, no
study linking the role of FDI in the oil export-guth relationship in Nigeria could be cited from #dahble
related literature.

However, Greenaway et al (2007), noted that dewedppountries with progressively more liberal trade
policies are the ones with upward ratios of tradd mward investment to national income and withaaate
growth rates. Fosu and Magnus (2006) examine thg-fan impact of foreign direct investment and &amh
economic growth in Ghana between 1970 and 200hdUmn augmented aggregate production function growt
model and by applying the bounds testing approaduotintegration, they found long-run relationshigtween
growth and its determinants in the aggregate primuéunction model. The consequences of their waminted
toward negative impact of FDI on growth which iglimergence from most past studies. Trade howevas, w
found to have considerable positive impact on gnovhis study or work is similar to that of Foswlaviagnus
2006. However, this work focuses on Nigerian ecopamd has longer time frame as it spans from 1902

From the foregoing review of literature this autipoised to observe that institutional weakrass
the case of the judiciary in Nigeria where glarengdence abound, could explain in parts the dedihEDI
inflow into Nigeria. Equally infrastructural inageacy or poverty, which will increase cost of protion or
operation on the part of source MNCS by providinghs fundamental infra-facilities in host countriesuld
dampen the attraction of FDI. In addition inseguritBoko Haram insurgence in the northern part feNa
which gained prominence since 2010 could make BDbsedive.

On the other hand institutional strength or therfation of functional organs such as Economic and
Financial Crime Commission (EFCC), independent @urPractices Commission (ICPC), the establishroént
Nigerian Investment Promotion Commission (NIPC)Omcree 16 of 1995, the Export Processing Zone [@ecre
of 1991 as well as the Structural Adjustment Progne of 1986 could be catalyst for attraction of efign
Direct Investment inflow into Nigeria.

2.4 Theoretical Frame Work

The theoretical frame work of this study is inelinvith Obwona (2001) which is derive from a
neoclassical aggregate production function commisixport. The model equation is stated as folloBg= &
+ aFDI + &GDS + aOCF + aEXGR + gAID + pn
Where: G = Annual growth rate of norminal GDP

FDI = Foreign Direct Investment

GDS = Gross Domestic Savings as proportion of GDP

OCF = Other Capital Inflows

EXGR = rate of growth of real exports

AID = Net current transfers to government plusoidf long-term borrowing
W = disturbance term

The inclusion of export in his model could be ifiysby Osinubi and Amaghionyeodiwe (2010) trade,
especially export may increase competition, pethatrealization of comparative advantage, enablmtri@s to
purchase from abroad and provide opportunitiesaio gccess to new technology as well as managskiits.
Whereas the coefficient of EXGR is expected to dstive, the coefficient of FDI which is its impamh growth
is positive by modernization hypothesis and ungettg dependency hypothesis. Also the coefficiait®© CF
and AID are uncertain, on the other hand GDS imtbedel is expected to be positive.

117



Research on Humanities and Social Sciences
ISSN (Paper)2224-5766 ISSN (Online)2225-0484 (@)lin
Vol.4, No.24, 2014

www.iiste.org

e

3.0 Materials and Methods
3.1 Methodology

To investigate the impact of foreign direct investry and oil export on economic growth, the study
performed some regression analyses using the oydieast squares (OLS), Augmented Dickey Fuller EAD
unit root test and the Johansen co-integration test

3.2 Model Specification

Based on the theoretical framework presented atzmge to capture the impact of foreign direct
investment and oil export on the growth of Nigerssmmnomy Obwona’s model was modified and the méatel
this study specified as follows:

GDP = F(FDI, EXR, OEX, INF, TON)......ccttiieieeiieianann. 1
Using econometrics specification, equation 1 ingfarmed to have
GDP =B¢+B1FDI+BEXR+33 OEXH34 INFH3sTON+ Vi 2

According to economic theory, it is expected thatircrease in the level of foreign direct investinen
will increase the level of economic activities aad increase in exchange rate will hinder the growafth
economic activities. Equally, if an economy exparnizre of it commaodities (i.e. oil exports) it ispected that it
will help to boast foreign direct investment; andifmplication economic growth. On the other hard higher
the level of inflation the lower the attraction fofeign direct investment. Foreign exchange ratBation and
trade openness are included because they areicignifleterminants of Foreign Direct Investmentvigiake
and Eshenake . (2011). Trade openness is impatgxport over GDP.

On a priori ground the various theoretical expéatest explatined above arfe,1,8z3 andps>0. while
B.andp,<0O
3.3 Definition of Variables
The variables used in the model are defined as:

GDP = Real Gross Domestic Product
FDI = Foreign Direct Investment
EXR = Exchange Rate

OEX = Oil Export

INF = Inflation

TON = Trade Openness

3.4 Data Sources

Data used for the study were obtained from secgnsiaurces, precisely the Central Bank of Nigeria
Annual Report and Statement of Account, as wethasCentral Bank of Nigeria Statistical Bulletirr fearious
years. The study employs Nigerian Annual time sedi&a from 1970-2011.
4.0 Results and Discussion

The current specification and estimation of moéegjuires that the time series properties of the data
tested in order to determine whether or not théabées contain integrated components. Hence, taystsed
the standard Augmented Dickey-Fuller (ADF) testci@y and Fuller, 1981). This is in preference te th
alternative nonparametric test. proposed by Phélips Perron (PP) (1980) as the PP has been fourai/eopoor
size properties (i.e. the tendency to over rejeetrull hypothesis when it is true (Robinson ahkdwa 2011).
4.1 The Unit Root Test Results

Most times series data are not stationary and usirdp data in the model might result to spurious
regression (Granger, 1969). Variables can be sttyoat levels 1(0), or after first difference },(@epending on
the value of Augmented Dickey Fuller test statsaaid the critical value at 1 per cent, 5 per ceritO per cent
level of significance. A variable that is statiopaafter first difference at 5 percent is said toibtegrated of
order 1 at 5 per cent level of significance.

The summary of the Augmented Dickey Fuller (ADFjtwaot test is presented below:
Table 1: Summary of ADF Unit Root Test

Variables | Levels Data | 1% 1% 5% 10% Critical | Status
Difference Critical Value | Critical Value | value
GDP 0.310913 -4.204969 6067 -2.9378 -2. 6069 1(1)
FDI -3.085838 -10.12278 -3.6067 -2.9378 -2. 6069 1) I(
EXR -0.021346 -3.858500 -3.6067 -2.9378 -2. 6069 ) I(
INF -3.835526 -3.6019 -2.9358 -2.6059 1(0)
OEX -2.840384 -6.113728 -3.6067 -2.9378 -2.6069 ) 11
TON -0.747808 -5.277581 -3.6067 -2.9378 -2.6069 ) I(1

Source: Author’s Calculation using e-views
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The unit root test results revealed that all thaakdes except one were not found stationary atltev
This can be seen by comparing the observed vainesbéolute terms) of the Augmented Dickey FulleDF)
unit root test statistics at 1 percent, 5 percadt H0 percent levels of significance. In the tadeve, the result
shows that Gross Domestic Product (GDP), Foreigaddinvestment (FDI), Exchange Rate (EXR), Oil@xp
(OEX) and Trade openness (TON) are all stationdtigr daking their first difference. Since all thestated
variables were stationary at first difference exaape, on the basis of this, the null hypothesia@f-stationary
is rejected and it is safe to conclude that théabées are stationary. This implies that the vdeslare integrated
of order one i.e. I(1). For inflation (INF) the tdiscame out different, the variable was statiorerievels that is
order of one i.e. 1(O). The long run relationshipamg the variables was examined using Johansery)1e9
integration framework. The results of the co-ingggm test are reported below:

4.2 Johansen Co-Integration Test Result

The Johansen co-integration test result which & gkistence of a long-term linear relationship is
presented in table 2 below, adopting trace stesigtihd maximum Eigen value using methodology pregdxy
Johansen and Juselius (1990).

Having confirmed the stationary of the variable$ ét), we proceed to examine the presence or non-
presence, co-integration among the variables. Wéhen-integrating relationship is present, it metha the
variables have long run relationship. The co-iratign test result likelihood ratio (LR) indicatesct co-
integrating equations. This confirms the existesic@ng-term relationship among the variables.

Table 2: Johansen Co-Integration Tests Result

Eigen Value Likelihood Ratio 5 Percent Critical| 1 percent | Hypothesized
Value Critical Value | No. of CE (S)
0.700561 121.1437 94.15 103.18 None **
0.537647 72.90990 68.52 76.07 At most 1*
0.438426 42.05286 47.21 54.46 At most2
0.275774 18.97241 29.68 35.65 At most 3
0.139520 6.066333 15.41 20.04 At most 4
0.001393 0.055758 3.76 6.65 At most 5

Source: Author’s Calculation using e-views
*(**) denotes rejection of the hypothesis at 5% (1Stgnificance Level
The likelihood Ratio (L.R.) test indicates 2 coeigtating equation (s) at 5% significance level. Jhkansen co-
integration test reveals that the likelihood rdti®) rejects the null hypothesis of no co-integyatand accepts
the alternative hypothesis that long run relatigmgxists among the variables.

Conclusively, the results show that oil export amgcroeconomic stability are important determinants
that can influence the level of foreign direct istraent and economic activities in the Nigerian ecoyn
TABLE 3: Short Run Result of GDP and Foreign Directinvestment, Exchange Rate, oil Export, Inflation

and Trade Openness.

Summary of Ordinary Least Square/ShortRun Regression Result.
Dependent Variable GDP

Variables Coefficient Std Error t-statistic Prob

FDI 0.015702 0.012860 1.221004 0.2300
EXR 2164.072 479.9340 4509104 0.001
OEX -0.284825 0.114687 -2.483505 0.0178
INF 1694.131 738.4227 2.294256 0.0277
TON 0.058094 0.017908 3.244135 0.0025
C 263217.6 71309.03 3.691223 0.0007

R?=0.875180 F-statistic=50.48307  Prob(f-&iic)=0.0000000
Adjusted R?=0.857844 D.W-statistic=2.671689.
Source: Author’s calculation using e-views

The short run result shows that 87 percent of tital thanges in the economic activities have been
explained by foreign direct investment, inflatixchange rate, oil export and trade openness tagaiher.
This suggests a nice fit as the unexplained vanais just 12 percent. The F-test/statistic witlvedue of
50.48307 and probability of 0.0000000 suggests thiaign direct investment, Exchange Rate, Oil Ekpo
Inflation and Trade openness are important fadtotse taken into consideration when explainingdaha&nges in
the level of economic activities in Nigeria. Thiglicates a rejection of the overall hypothesis (htstates that
there is no significant relationship between fonedirect investment, oil export and the Nigeriaoremmy and
the acceptance of the alternative hypothesis.
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The t-test with a value of 1.221004 and probabity).2300 suggests that Foreign Direct Investrgent
not statistically significant in explaining the Ehof economic growth in Nigeria, the implicatioothis is that
the level of foreign investment in the Nigerian eomy is not large enough to translate into effectivowth of
the economy. Some factors that could be responfiblthis include youth restiveness, oil theft ankery and
non-conducive environment for effective investméatmention but a few factors. This is in agreemeith the
work of Eravwoke and Eshenake (2012) who foundtbat Foreign Direct Investment does not grangeseau
growth in Nigeria, especially with poor externalage problem, and particularly the concept of Euaope
economic union that include eastern Europe. Thasslates to the fact that investment flows that ldiou
ordinarily have come from countries of surplus talfike western Europe to capital deficiency coiast like
Nigeria would now be going to poor European ecoromoimmunities, which include Eastern Europe. Eguall
they reasoned that investment needed to be allssetke time lag to translate to any significant intpac
growth. Also exchange rate with a value of 4.509464d probability of 0.0001 suggest that the ratexahange
of one currency with another is a significant fadtat can translate into efficient economic grd'déivelopment
of Nigeria. The t-statistics in the short run résuh oil export with a value of -2.483505 and probty of
0.0178 is statistically significant in explaininiget level of increase in Gross Domestic product (BfPthe
economy as a whole. The implication of this is thia revenue Nigeria gets from the exportation roide
petroleum product contributes to the growth andettgyment of the Nigerian economy. The negative smuid
be explained by the fact that part of the oil expare merely to refine the product abroad andetladter import
it into the country for domestic consumption. Tigndicance of the oil export on the Nigeria econoimin line
with the work of Gbadebo (2008) who concludes thepite significant effect of crude oil export twe growth
of Nigerian economy it has not significantly impealvthe growth of the economy due to many factdes li
misappropriation of public funds (corruption) armbp administration.

lastly inflation and trade openness with the valogsstatistic of 2.294256 and 3.244 135 as wsl|
probability of 0.0277 and 0.0025 respectively, ®gighat the variables are statistically signiftdanexplaining
the level of changes in the level of economic éditis (GDP) of the Nigerian economy.

The value of the F-statistic with a value of 50.@83hows that the model or equation has a good fit,
this signifies that the explanatory variables avedyexplainers of changes in economic growth inNfgerian
economy.

The Durbin Wastson (DW) test statistic with a vadfe2.671689 indicates non existence of positive
first order serial correlation. The implicationtigt the estimates and influences drawn are reliabl
5.0 Conclusion, Recommendations and Policy Implit@ns

5.1 Conclusion

The study explored the association between forelgact investment, oil export and the Nigeria
economy. The broad work of this study is basedhendritical examination of some key variables as
related to economic development. The general dbgof this work is to analyze the impact of foreig
direct investment, oil export and the Nigerian emog and the hypotheses formulated is that ther®is
significant relationship between FDI, oil expordahe Nigerian economy.
From the results, the ADF unit root test shows #ilethe variables GDP, FDI, EXR, OEX and TON are
stationary after taking their first difference i(§ and for inflation it become stationary at lévée | (O).
The study equally reveals that the Johansen cgsiatien test indicates two (2) co-integrating eourat
at 5% significance level. The variables wereneated using the ordinary least square (OLS) esitmat
method to derive the relative regression coeffigidmgmented Dickey Fuller (ADF) unit root test,dan
the Johansen co-integration test.

5.2  Recommendations

Evident from the finding of this study calls for nazious and deliberate attention and action to niake
variables tested in the course of this work mormditae to economic activities/growth. Consequeittiis
paper is posed to advance the following:

(a) the trade liberalization policy enunciated undes $fructure adjustment program in 1986, should
be pursued with more vigor and consistency so axtease the openness of the economy.
(b) there should be an improvement of the business@mwient through government conscious effort

by way of providing economic and social infrastuuet in order to lower the cost of doing businesd a
encourage or attract foreign direct investment Migeria.

(c) government should develop code of conduct on FOI oy to curb the restrictive business
practice by multi Nationals but to limit the repation of profits from the country by foreign firnand
ensure re-investment of the profit into the Niger@onomy.

(d) there should be improvement in institutions to endlkem more functional reduce the level of
corruption as well as, political, social and redigs crises to ensure stable government and guartree
sustainability of democratic rule free from unwated changes, or intervention by the military.
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5.3 Policy Implications

a. policy frame work to encourage and improved domeBtvestment rather than relying on foreign
investment as a prime mover of the economy to acatd growth is required.

b. the local contents requirement requires revisitsgas to repackage it to ensure greater participaty
domestic investors.

c. policy makers should appreciate the effects ofitagrder to ensure appropriateness in the timihg o
policies so that such policies are evaluated atrigfet time to ascertain their positive effects the
economy.

d. there is the urgent need not only to rehabilitadisting refineries but to build more refineries dastop

the export of crude oil for refining before impagdi same for domestic consumption. By extension this
will create jobs and increase the level of econcawtivities.
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