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1. INTRODUCTION  

Background of the Study   

According to Crescenzi (2018), the decision 

of where to establish a new business is 

crucial and one of the most significant 

choices made by investors in the planning 

stage of their ventures. Both domestic and 

international firms face strategic challenges 

in making these locational decisions. It is 

generally accepted that Foreign Direct 

Investment, often known as FDI, is a key 

source of finance, technological 

advancements, and management expertise 

that may assist to economic growth and 

development in poor nations (UNCTAD, 

2020). The strength of foreign direct 

investment (FDI) as the cure for raising 

aggregate demand has recently come to the 

attention of emerging and developing 

countries, who are now vying for position as 

preferred investment destinations (World 

Bank, 2020). Nigeria is one of the major 

economies in Africa and a notable 

beneficiary of foreign direct investment 

(FDI), having attracted an average of $3.5 billion per year in FDI during the years of 2016 and 2019 
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(UNCTAD, 2021). Nevertheless, in spite of the significant amount of FDI that has been invested, Nigeria 

is still having trouble luring and keeping foreign investors.   

The Nigerian government has implemented several policies and initiatives aimed at attracting   

FDI to the country. These include the establishment of free trade zones, tax incentives, investment 

guarantees, and the creation of a one-stop-shop for investors (NIPC, 2021). However, these efforts have 

not yielded the desired results, as Nigeria ranks low in the ease of doing business and global 

competitiveness indexes (World Bank, 2021; World Economic Forum, 2021).   

Understanding the factors that influence corporate FDI decisions and investment location and activity 

is crucial in developing effective policies to attract and retain foreign investors in Nigeria. The literature 

suggests that several factors influence FDI decisions, including market size, natural resources, political 

stability, infrastructure, labor force, and institutional quality (Borensztein, De Gregorio, & Lee, 1998; 

Li, Resnick, & Venkateswaran, 2020; Luo & Tung, 2018).   

While many studies have investigated the factors that influence FDI decisions in general, few have 

examined the specific factors that influence corporate FDI decisions and investment location and 

activity in Nigeria. This study seeks to identify and analyze these factors to provide policymakers and 

investors with insights into the factors that affect investment decisions and help develop effective 

policies to attract and retain foreign investors in Nigeria.   

Problem Statement   

Foreign direct investment (FDI) has become an increasingly significant source of capital for many 

developing countries including Nigeria (Adegbite & Abayomi, 2016). Despite the significant inflow of 

FDI into Nigeria, the country is yet to realize the full potential of these investments due to several 

challenges facing foreign investors in the country (Oyinlola et al,   

2019). In particular, the factors influencing corporate FDI decisions and investment location in Nigeria 

have not been thoroughly examined, despite their importance in shaping investment patterns and 

outcomes. Therefore, this dissertation aims to investigate the factors that influence corporate FDI 

decisions and investment location and activity in Nigeria, while focusing on relevant factors.   

Research Aims and Objectives   

The research aim is to identify the factors that influences the decisions of the foreign investors on the 

location and activities in Nigeria. The outcome of this research is to establish any existing trend of 

inflow and outflow of FDI in recent years, with recommendations on how to attract more foreign direct 

investors in a bid to promoting sustainable economic development and increasing gross domestic 

product (GDP) of the country.   

The research objectives of this study are:   

• To determine the factors that affect corporate FDI decisions, investment location and activity in 

Nigeria.   

• To analyze the trend of FDI inflow into Nigeria in recent years.   

• To evaluate the determinants of FDI inflow into Nigeria in recent years.   

• To analyze the impact of FDI on Nigeria’s economy.   

• To establish, if any, areas of interest for foreign direct investors to consider, explore/ exploit in 

the nearest future.   

Research Questions   

The research question includes;   
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• What are the factors that influence corporate FDI decisions, investment location, and activity in 

Nigeria?   

• What is the trend of FDI inflow into Nigeria in recent years?   

• Which factors significantly determine FDI inflow into Nigeria?   

• What is the impact of FDI on Nigeria's economy?   

• What areas of interest exist for foreign direct investors to consider, explore or exploit in the 

nearest future in Nigeria?   

2. LITERATURE REVIEW  

 The concept of Foreign Direct Investment   

Foreign Direct Investment, is crucial to the progress of economies still in the process of 

industrialization. Foreign direct investment (FDI) is an acronym for the phrase "foreign direct 

investment," which refers to an investment made by a foreign corporation in a domestic economy with 

the intention of establishing a permanent presence there. According to the World Bank (2020), FDI is 

"a type of international investment reflecting an entity's goal of acquiring a lasting interest in an 

enterprise resident in another economy." The injection of fresh capital, the transfer of new technologies, 

the enhancement of managerial and technical expertise, and the production of new employment 

opportunities are just a few of the many benefits that are a direct outcome of foreign direct investment 

(FDI). One of the significant advantages of FDI is the provision of capital to the recipient country. FDI 

inflows can help bridge the investment gap that exists in developing countries, leading to increased 

economic growth and development (Ajayi, 2016). Additionally, FDI can provide access to new 

technologies that may not be available locally. This transfer of technology can lead to an increase in 

productivity, which can help create jobs, increase output, and reduce poverty. Foreign direct investment 

may manifest itself in a variety of structures, such as greenfield investments, mergers and acquisitions, 

joint ventures, and strategic alliances. Greenfield investments include the formation of a new business 

venture in the destination nation, while mergers and acquisitions entail the purchase of an existing firm 

or the combination of two or more companies into a single entity. Joint ventures refer to the partnership 

between a foreign and local company to establish a new business, while strategic alliances involve the 

cooperation between two or more firms to achieve a common goal. FDI is a critical component of 

economic development, particularly in emerging economies (Akinkugbe, 2013). It provides the 

necessary capital, technology, and skills needed for growth and expansion, leading to job creation and 

poverty reduction. Therefore, governments should create an enabling environment that encourages 

FDI inflows and protects the interests of both the investor and the recipient country.   

 Foreign Direct Investment (FDI) in Nigeria   

Statista (2021) estimated Nigeria's cumulative FDI at $67.23 billion in December 2020. Since the early 

1970s, Nigeria's economy has relied on foreign investment, hence the government has offered several 

incentives. The government tried to abolish foreign rule via an indigenization program and preferential 

lending for local enterprises. The 1972 Nigerian business Promotion order and 1977 second 

indigenization order limited foreign equity ownership in Nigerian firms at 60% and 40%, respectively. 

To promote economic zone growth, export processing zones (EPZs) were developed in 1991 

(Samuelson, 2015). With the exception of the oil and gas industries, the 1995 Nigerian Investment 

Promotion Commission Act allowed foreign ownership of the economy. The Nigerian government 

launched the One-Stop Investment Centre (OSIC) in March 2006 to attract FDI. However, government 
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corruption and other institutional issues make Nigeria a high-risk working environment.                     

Types of Foreign Direct Investment   

Foreign Direct Investment (FDI) can be classified into different types based on their underlying 

objectives. According to Dunning (1981), four primary types of FDI are asset seeking, resource seeking, 

efficiency seeking, and market seeking.   

 Asset-Seeking FDI   

Asset-seeking FDI refers to investments aimed at acquiring valuable physical or financial assets, such 

as natural resources, infrastructure, and skilled labour (Dunning, 1981). In Nigeria, the oil and gas 

industry has attracted significant asset-seeking FDI, as the country is the largest oil producer in Africa. 

Corporate FDI decisions and investment location are influenced by several factors, including market 

size, infrastructure, political stability, and regulatory environment (Edozien, 1968). In Nigeria, the 

government has taken steps to improve the business environment by implementing economic reforms 

and improving infrastructure, which has led to increased FDI inflows. John Dunning's eclectic 

framework, also known as the OLI paradigm, provides a useful lens for understanding the determinants 

of FDI. The framework consists of three main factors: Ownership, Location, and Internalization. 

According to Dunning, firms invest abroad to exploit ownership advantages, locate in countries with 

favourable conditions, and internalize the benefits of their investments (Dunning, 1981).   

In the case of asset-seeking FDI in Nigeria, ownership advantages refer to the possession of specialized 

knowledge, technology, and managerial expertise that allows firms to extract and process natural 

resources efficiently. Location advantages include the availability of natural resources, skilled labour, 

and supportive infrastructure, such as transportation and communication networks. Internalization 

advantages refer to the ability of firms to manage their operations efficiently and transfer knowledge 

and technology across borders (Aliyu and Amavilah, 2018).  Several studies have applied the OLI 

framework to analyze FDI in Nigeria.  For instance, Adeleke and Yusuf (2018) found that ownership 

advantages, such as advanced technology and managerial skills, are significant determinants of FDI in 

the oil and gas sector. They also noted that the availability of natural resources, political stability, and 

government support are important location advantages for attracting FDI in Nigeria. Similarly, Aliyu 

and Amavilah (2018) found that infrastructure, such as electricity supply and transportation network, 

significantly influences the location decisions of firms in Nigeria. They also noted that the regulatory 

environment and political stability are essential location advantages for attracting FDI.   

 Resource- Seeking FDI   

Resource-seeking Foreign direct investment (FDI) is a generic term for investments that intend to 

acquire goods and services from a foreign country. Since Nigeria is one of Africa's leading oil producers, 

the sector has seen substantial resource-seeking FDI. Ownership advantages, such cutting-edge 

technology and capable management, are major factors in attracting foreign direct investment (FDI) in 

the oil and gas industry, as discovered by Emenike et al. (2020). Others pointed out that Nigeria's 

locational benefits include its natural riches, political stability, and government assistance. The 

regulatory environment, which includes the ease of doing business and the quality of institutions, is a 

major factor in the location choices of enterprises in Nigeria, according to Badejo and Olusegun (2017). 

Natural resource abundance was also cited as an important factor in attracting resource-oriented 

foreign direct investment.     
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 Market- Seeking FDI   

Market-seeking FDI refers to investments aimed at accessing new markets, expanding market share, and taking 

advantage of economies of scale. In Nigeria, market-seeking FDI has been driven by factors such as the size and 

growth potential of the Nigerian market, its strategic location, and its status as an economic hub in West Africa 

(Ndiyo,2005).                                                                                                                                                                                                                      

Efficiency-seeking FDI   

Efficiency-seeking FDI refers to investments aimed at improving production efficiency, reducing costs, 

and increasing competitiveness. In Nigeria, efficiency-seeking FDI has been driven by factors such as 

the availability of natural resources, low labor costs, and a large domestic market.   

Several studies have applied the OLI framework to analyze FDI in Nigeria. For instance, Akinlo and 

Akinlo (2019) found that ownership advantages, such as advanced technology and managerial skills, 

are significant determinants of FDI in the manufacturing sector in Nigeria.  

They also noted that location advantages, including access to raw materials and a large domestic 

market, are critical for attracting efficiency-seeking FDI in Nigeria. Similarly, Omojolaibi et al. (2021) 

found that the regulatory environment, including the ease of doing business and the quality of 

institutions, significantly influences the location decisions of firms in Nigeria. They also noted that 

access to natural resources, such as oil and gas, and a large domestic market are important location 

advantages for attracting efficiency-seeking FDI.   

 Corporate Foreign Direct Investment (FDI)   

As per the findings of Omojolaibi et al. (2021), corporate foreign direct investment (FDI) refers to the 

investment made by a multinational enterprise with the objective of establishing a lasting presence 

within the Nigerian market. Nigeria's significance as a destination for foreign direct investment (FDI) 

has grown significantly in recent times. As per the report by the United Nations Conference on Trade 

and Development (2020), Nigeria has been identified as the third most significant beneficiary of foreign 

direct investment (FDI) in Africa for the year 2020, with an expected inflow of $2.6 billion. The 

aforementioned ranking was derived from the aggregate sum of foreign direct investment (FDI) 

acquired by the nation. The predominant source of this foreign direct investment emanates from 

multinational corporations, thereby implying that it will exert a substantial impact on the Nigerian 

economy. Edozien (1968) asserts that Nigeria's substantial and swiftly growing consumer market 

constitutes a key driver for foreign direct investment (FDI) in the country. Nigeria, boasting a 

population of over 200 million individuals, represents a significant opportunity for businesses seeking 

to expand their consumer base, given its status as the most populous nation in Africa. The Nigerian 

middle class is also growing rapidly, with an estimated 23 million people now classified as middle class 

(Statista, 2020). This presents a significant opportunity for companies in sectors such as consumer 

goods, retail, and finance. Another important factor driving corporate FDI in Nigeria is the country's 

abundant natural resources. Nigeria is one of the world's largest producers of oil, and it also has 

significant reserves of natural gas, coal, and other minerals. This presents a significant opportunity for 

companies in the energy, mining, and extractive sectors (Snieder, 1995).   

Despite these opportunities, there are also significant challenges to doing business in Nigeria. These 

challenges include corruption, poor infrastructure, and a complex regulatory environment (Udo, 2006). 

However, the Nigerian government has taken steps to address these challenges, including the 

establishment of anti-corruption agencies and the implementation of reforms aimed at improving the 

business environment.   
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Factors Influencing Corporate FDI   

Numerous factors influence corporate FDI, including political, economic, and social factors. This essay 

will explore some of the primary factors that influence corporate FDI and their implications for 

businesses in Nigeria.   

Political Factors   

Political factors such as government policies, regulations, and stability can significantly influence 

corporate FDI. Governments play a critical role in shaping the investment climate by implementing 

policies and regulations that can either attract or deter foreign investors (Seaman, 2019). Favourable 

policies and stable political environments can create a welcoming atmosphere for corporate FDI. For 

example, low taxes, subsidies, and other incentives can encourage companies to invest in foreign 

countries. However, unpredictable or unstable political situations can increase the risks associated with 

FDI and discourage companies from investing.   

A study by Morck and Yeung (2013) found that political factors can significantly influence FDI inflows. 

They suggested that countries with stable political systems and clear property rights protection are 

more attractive to foreign investors.   

 Economic Factors  

Economic FDI may also be affected by macroeconomic variables. These variables may include market 

size, labor costs, infrastructure, and natural resources. Foreign investors may be enticed to a nation 

because of its abundant natural resources, well-developed infrastructure, and pool of talented workers. 

Company FDI is also influenced by the size and development potential of the market. For instance, a 

large and expanding market may provide exotic commercial possibilities to outside investors. A study 

by Li and Resnick (2003) found that market size and growth potential were significant factors 

influencing FDI. They suggested that larger markets with greater potential for growth attracted more 

FDI.   

Social Factors  

Social factors such as cultural differences, education levels, and social stability can also influence 

corporate FDI. Cultural differences can create challenges for foreign investors as they may not 

understand local customs and practices. Education levels can also be a crucial factor in attracting FDI 

as a more educated workforce can be more productive and innovative (Abu et al, 2010).   

A study by Xu and Shenkar (2012) found that social factors can significantly influence FDI inflows. 

They suggested that countries with high levels of social stability, education, and cultural compatibility 

are more attractive to foreign investors.   

 Macroeconomic Factors Affecting corporate FDI in Nigeria   

Economic Growth and Size of the Market    

The size of the market and economic growth are crucial factors in attracting FDI to a country. Nigeria 

has a large market size and has experienced relatively high economic growth rates, making it an 

attractive investment destination (Akinlo & Egbetunde, 2015).   

Natural Resources    

The availability of natural resources can significantly influence FDI decisions. Nigeria has vast natural 

resources, including oil, gas, and solid minerals, making it attractive to foreign investors (Ogundipe & 

Alege, 2020).   
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Fiscal and Monetary Policies    

Fiscal and monetary policies play a critical role in attracting FDI as they affect the overall investment 

climate. Nigeria has implemented various policies to encourage FDI, including tax incentives, import 

duty exemptions, and repatriation of profits (Ayanwale et al., 2018).   

Political and Legal Environment    

The political and legal environment can significantly impact FDI decisions. Nigeria has experienced 

political instability and corruption, which have deterred foreign investors. However, the government 

has implemented reforms to improve the investment climate (Akinlo & Egbetunde, 2015).   

Infrastructure Development    

The level of infrastructure development can affect FDI decisions in Nigeria. The country has inadequate 

infrastructure, which increases transportation costs and production delays, reducing its attractiveness 

as an investment destination (Ogundipe & Alege, 2020). These macroeconomic determinants are 

crucial factors that corporations consider when making FDI decisions in Nigeria. A careful evaluation 

of these factors can help investors make informed decisions.   

 Problems of Corporate FDI Decision Location and Activity    

Corporate Foreign Direct Investment (FDI) has the potential to create significant benefits for host 

countries, including job creation, transfer of technology and skills, and increased economic growth. 

However, there are also challenges associated with corporate FDI, particularly in developing countries 

like Nigeria. This essay will discuss some of the problems associated with corporate FDI in Nigeria.   

Lack of Infrastructure   

One of the significant challenges facing corporate FDI in Nigeria is the inadequate infrastructure. The 

country's infrastructure, including roads, railways, ports, and electricity, is not up to the standard 

required for attracting foreign investment. This lack of infrastructure can lead to higher transportation 

costs and delays in the movement of goods and services, making it difficult for foreign investors to 

operate efficiently (Nwankwo, 2016).   

 Political Instability   

Nigeria has a history of political instability, with frequent changes in government and unrest in various 

parts of the country. Political instability can create uncertainty and risk for foreign investors, as changes 

in government policies can impact the business environment. Additionally, unrest and security 

challenges in some parts of the country can also impact foreign investors' ability to operate safely 

(Ibrahim et al, 2018).   

 Inadequate Legal Framework   

Nigeria's legal system has been criticized for being inefficient, slow, and unpredictable. This can create 

significant risks for foreign investors as legal disputes can take a long time to resolve, resulting in 

increased costs and delays (Agarwal, 1980).   

Theoretical Framework   

Understanding the factors that influence corporate FDI decisions and investment location and activity 

in Nigeria is critical for policymakers and investors. In this paper, we will explore the theoretical 

framework of factors that influence corporate FDI decisions and investment location and activity in 

Nigeria.   

Location-specific Advantages Theory   

According to the location-specific advantages theory, firms invest in foreign countries to take advantage 

of location-specific factors that are not available in their home country (Hennart, 1982). Such factors 
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include access to natural resources, cheap labour, and favourable business environments. Nigeria is 

endowed with abundant natural resources, including oil, gas, coal, iron ore, tin, and zinc, among others. 

These resources provide an attractive incentive for foreign investors ((Rugman et al., 2011).  

Additionally, Nigeria has a large pool of skilled and unskilled labour, which makes it an attractive 

destination for firms seeking low-cost labour. Furthermore, Nigeria has made significant 

improvements in its business environment, making it more conducive for foreign investors.    

Internalization Theory   

Internalization theory suggests that firms invest in foreign countries to internalize market transactions 

that would otherwise be carried out through the market. This means that firms invest in foreign 

countries to protect their proprietary technology, trademarks, and other intellectual property 

((Dunning, 2001). In Nigeria, firms are attracted to the market because of its large consumer base. The 

country has a population of over 200 million people, making it the most populous country in Africa. 

This large market presents a significant opportunity for firms to sell their products and services 

((Wadhwa, 2011). Additionally, Nigeria's growing middle class presents an attractive target market for 

firms that seek to expand their consumer base. By investing in Nigeria, firms can internalize market 

transactions and protect their proprietary technology and intellectual property.   

3. METHODOLOGY   

This study will make use of time series data gathered from both the World Bank and the Central Bank 

of Nigeria in order to conduct an exhaustive analysis of the factors that influence the decisions made by 

corporations about their foreign direct investment (FDI) in Nigeria, including their location and level 

of activity. The goal of this investigation is to identify the elements that have a role in the choices, 

activities, and locations of corporations regarding FDI. According to Bolt et al. (2012), the researcher 

made use of a descriptive design, which is a framework that serves as a road map for the purpose of 

data collection and analysis. In addition, for the sake of future study, descriptive statistics might be 

utilized to describe and elaborate on the core aspect of data collection. This would be beneficial. A 

descriptive design is a good option for doing data analysis (Allen, 2017) owing to the fact that it helps 

researchers to compress, organize, and summarize the data that they have collected. A descriptive 

design, which takes a look at past data and explains its conclusions, is employed in this research rather 

than an exploratory approach since the topic of this study is not completely uncharted territory. In 

addition, considering that the vast majority of the data used in this investigation are quantitative, doing 

an in-depth examination of those statistics is obligatory; hence, using a descriptive design helps to 

simplify and expedite the completion of this work (Torres-Reyn, 2007).   

 Research Paradigm   

This research will follow the positivist paradigm since it seeks to test a hypothesis by analyzing 

quantitative data via conventional regression methods. Positivism focuses on whether or not there is a 

correlation between two or more variables, rather than on the nature of that correlation. Research 

Onion (Saunders et al., 2009) model advocates for the rationale behind the research philosophy. This 

is represented diagrammatically below:    
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Figure: The Research Onion Model              Source: Saunders et al (2016)   

 Research Methods and Tools of Analysis Adopted   

In order to process and analyze the data collected for the purpose of deciding the research, the study 

used a quantitative research approach (Simiyu, 2015). Each variable's skewness and kurtosis, as well as 

other descriptive statistics, will be used to determine whether or not the data are abnormally distributed 

around the mean (Flamini, 2009). To test for the existence of a significant linear relationship between 

two variables, the researcher will employ the statistical technique of correlation (Pearson's r) (Pradhan 

et al, 2018). This will allow to measure the strength of the link between FDI and factors influencing 

(Mukka, 2012). The purpose of the correlation study is to measure the strength of the connection 

between Corporate FDI and the variables affecting it in Nigeria. Market size, as measured by GDP, trade 

openness, as measured by import and export data, exchange rate, and inflation rate, as measured by 

the ease of doing business index, and FDI inflow will all be used as independent variables in a multiple 

linear regression of ordinary least squares analysis to determine the factors influencing corporate FDI. 

These applications are justified on the basis of the premises offered by researchers who have studied 

similar themes in the past (Adekanye and Ayodele, 2021; Oyinlola and Kazeem, 2019).   They argue that 

OLS multiple regression provides the most reliable and exact results.   

E-views will be used for statistical analysis since it is easier to use and gives more comprehensive results 

than other statistical programs. There will be some extra preliminary analysis done for this research 

using tools like descriptive statistics and diagnostic procedures. Following data collection, this study 

will offer an explanation of the findings and draw a conclusion based on the analysis.    

 Regression Model Specification   

Due to the availability of more current time series data, the data spans from 1991 to 2021. Using a 

combination of dependent and independent variables, this quantitative data exemplifies the FDI of 

corporations and the factors that determine where and how much money is invested in Nigeria. We 

utilize a regression model analysis to look at the connection between two groups; in practice, a 
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regression model is most useful when research aims to look at the connection between two groups. OLS 

(Ordinary Least Squares) will be used for this purpose.   

Multiple linear regression uses this technique to analyze the relationship between many variables. The 

selected a study to examine the statistical influence of the different facets of the latter in connection to 

the measures proposed in the review of empirical research because of the linear model used by (Bourke, 

2012) and the following approach taken by (Dietrich et al, 2011). Before breaking down each dependent 

variable, a global regression equation between the dependent and independent variables is constructed. 

The following details the hypothesizing and hypothesis-testing regression model that will be used to 

solve the research problem.    

Foreign Direct Investment   

From Dunning's theory of foreign direct investment, it is possible to derive the factors that determine 

foreign domestic investment, also known as FDI.    

When expressed in functional terms, FDI = f (OLI advantages). -------------------------- Eqn (1)   Due to 

the fact that this research discusses foreign direct investment (FDI), also known as the factors that 

determine the amount of investment that comes into the host nation.    

Therefore, the solution to equation (1) is:    

FDI equals f, which stands for location advantage. --------------------------------------Eqn (2)  Therefore, 

the second equation can be rewritten as follows:   

The determinants of Foreign Domestic Investment (FDI) may be deduced from Dunning's theory of 

foreign direct investment.    
FDI flow   = β0 + β1GDP + β2INF + β3EXCH + β4 DOP+ E ------------------------Eqn (3)   

Where FDI flow   is foreign direct inflow inflow while Gross Domestic Product (GDP), Inflation   

(INF), Exchange rate (EXCH) and import and export data (DOP) these represents factors affecting corporate FDI in Nigeria 

while β0 is the intercept of the equation and β1 represents the slope of the independent variables in the equation and E is the 

error-term.                                                                                                                                                                                                                                           

Hypothesis Test   

The hypothesis will be tested in order to improve the reliability of the results that are generated by our 

regression model.     

H1: There is a significant relationship between FDI and factors influencing FDI decision and activity in 

Nigeria  

 H0: There is no significant relationship between FDI and factors influencing FDI decision and activity 

in Nigeria   

Data Collection Methods and Sample Size   

Although the general public's thoughts are always important, their inclusion in this study is not 

necessary due to the focus of the investigation. For this reason, we decided to exclude survey and 

questionnaire data from our analysis. In addition, it is more challenging to collect primary data on the 

determinants impacting corporate FDI factors in Nigeria from 1991 to 2021, hence secondary data was 

used instead. This is due to the study's use of a descriptive research strategy, which allows the 

researchers to zero down on the specific statistical properties of each variable. World Bank database, 

also known as World Development indicators and CBN, will be mined for information that captures our 

macroeconomic variables, which include inflation, GDP, and exchange rate.  
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4. RESULTS   

Diagnostic Test   

In empirical research, one of the most useful tools for investigating the connections between different 

variables is regression analysis. On the other hand, in order for a regression analysis to be trusted and 

objective, it is essential that both the data that are gathered and the model that is used to interpret them 

be free of mistakes. Therefore, in order to guarantee a valid result, analysis, and recommendation that 

can be relied upon, it is necessary to carry out the appropriate tests on the collected data and model. 

Diagnostic testing, which is used to analyze observations that have a big and excessive effect on the 

analysis, is one of the most important tests in regression analysis. It is used to determine which 

observations have the most significant impact. The use of skewness and kurtosis, heteroskedasticity, 

and multicollinearity as error checks in regression analysis are all rather common. The purpose of these 

tests is to determine whether or not the regression model's assumptions have any substantial 

inaccuracies or gaps in its coverage. For the sake of this investigation, the E-views program was used in 

the running of these experiments so as to get the most reliable data. The findings of these tests can be 

seen in the table that is located above, and they demonstrate that both the data and the model that were 

used in this investigation do not include any flaws. In regression analysis, diagnostic testing is an 

essential phase that, among other things, serves to guarantee that the findings are valid and impartial. 

The fact that the data and model that were utilized in the analysis were found to be free from errors as 

a result of the tests that were carried out in this research bolsters the validity and reliability of the 

regression estimate.    

4.1 Descriptive Statistics   

The following table provides descriptive statistics for the variable under study, as established by the 

current study. Descriptive analysis allows for a concise description of the most salient features of the 

data used in this study, including foreign direct investment (FDI) inflow summaries, factors that affect 

FDI indicators, and sample data. The single most essential aspect determining the outcome of economic 

study is the availability of relevant data. This helped ensure the data was estimate-ready, which in turn 

reduced the likelihood of erroneous conclusions being drawn. As such, it was deemed instructive to 

provide a general overview of the origins, categories, and limitations of the data used in this study. It 

provides a rough idea of the kind of variables that may be used in a regression analysis. There is one 

independent variable and four dependent variables in this study's descriptive analysis. Foreign direct 

investment (FDI) factors in Nigeria include inflation, GDP, the exchange rate, and trade openness. 

Information from the World Bank's World Development Indicators database and the Central Bank of 

Nigeria will be used to illustrate these elements. To facilitate a critical examination of the investigation, 

the sample size for this empirical research will be set at 31 observations. The table emphasizes the 

descriptive analysis since it provides a glimpse into the range of variables available for use in a 

regression.     
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Table1: Descriptive Analysis Result   

Source: Authors Computation using E-views    

Looking at the analysis output, it is worth noting that the mean FDI_FLOW is positive, indicating that, 

on average, there is a net inflow of foreign direct investment. The mean GDP is also positive, indicating 

economic growth. The skewness and kurtosis values for both variables suggest that the data is normally 

distributed. The EXCH and DOP variables also have positive mean.    

4.2 Correlation Matrix   

According to (Mukka, 2012), the purpose of correlation analysis is to analyze the degree of connection 

that exists between two variables. This may be done by looking at the strength of the relationship 

between the two variables. As a direct consequence of this, the analysis known as the Pearson Product-

moment Correlation was used in order to do this job. Throughout the course of this empirical 

investigation, there were a number of variables that were considered to be dependent, and there were 

also a number of variables that were considered to be independent. The following matrix presents an 

illustration of the degree of correlation that exists between these two sets of variables. Through the 

utilization of the straightforward correlation analysis, we are able to arrive at an estimation of the level 

of linear connections that exist between the variables. The strength of the correlation coefficient might 

be described as either high, moderate, or weak. A robust connection is indicated by values in the range 

between 0.70 and 1. In addition, a correlation coefficient that ranges from 0.3 to 0.70 shows a moderate 

link, but a number that is less than 0.3 indicates a weak relationship. Additionally, the effects of a 

partnership can either be beneficial or detrimental. The results of the correlation analysis are listed in 

the table that can be seen below: The results of the correlation analysis are listed in the table that can 

be seen below:    

   
Table2: Correlation Matrix   
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Source: Authors Computation using E-views   

The findings of the correlation analysis give valuable information regarding the degree and direction of 

the association between the variables. These data may be utilized to detect patterns and trends, which 

can then be used to help make choices that are more informed. The findings of a correlation provide 

useful insights into the connection between pairs of variables. The degree and direction of the linear 

connection that exists between two variables may be determined by using a correlation coefficient. It 

may vary from -1 to +1, where -1 indicates a perfect negative correlation, 0 indicates that there is no 

connection, and +1 indicates that there is a perfect positive correlation.    

Based on the correlation results, it can be observed that FDI_FLOW and GDP have a moderate positive 

correlation (0.451), indicating that as FDI_FLOW increases, GDP also tends to increase. Similarly, GDP 

has a moderate positive correlation with FDI_FLOW, which indicates that as GDP increases, 

FDI_FLOW also tends to increase. On the other hand, INF has a strong negative correlation (-0.629) 

with FDI_FLOW, suggesting that as inflation increases, FDI_FLOW tends to decrease. Additionally, 

EXCH has a weak negative correlation (-0.036) with both FDI_FLOW, indicating that as exchange rates 

decrease, FDI_FLOW tends to decrease as well. Finally, DOP has a very weak negative correlation (-

0.101) with FDI_FLOW, which implies that as DOP decreases, FDI_FLOW also tends to decrease, but 

to a lesser extent.   

Test for Multicollinearity   

Econometric theory, as outlined by Menard (1995), provides a framework for understanding the nature 

and impact of multicollinearity in regression analysis. Multicollinearity refers to the occurrence where 

two or more independent variables in a regression model are highly correlated, resulting in a challenge 

in interpreting the coefficients accurately.   

According to Menard (1995), an absolute value of R that is higher than 0.85 indicates strong 

multicollinearity. In other words, if the correlation between two variables is close to 1 or -1, it implies 

that these variables are highly correlated and this correlation may distort the interpretation of the 

regression results. Simple correlation analysis can be used to detect the presence of multicollinearity, 

and if found, a solution should be sought before regression analysis. From the table above, the results 

indicate that the study's data is free from multicollinearity, as there is no high correlation between any 

two independent variables. This means that the study's regression estimation is valid, and the 

coefficients can be interpreted accurately without the fear of spurious or misleading results. The 

absence of multicollinearity ensures that each independent variable has a unique effect on the 

dependent variable, which is crucial for drawing meaningful conclusions from the regression analysis.   

Heteroskedasticity   

To account for the possibility of heteroskedasticity, all variables would be recorded if the chi-squared 

of the heteroskedasticity test residuals is less than 0.05 (Hale, 2008). The following tabular data 

illustrates the study's models. All the residuals have chi-squared values over 0.05, hence the models are 

both homoscedastic and devoid of heteroskedasticity. To determine whether a regression model is 

heteroskedastic, the Breusch-Pagan-Godfrey test may be used. This test determines whether the 

residual variance in the model is constant or if it changes consistently as a function of the independent 

variables. Here, the absence of heteroskedasticity serves as the null hypothesis.    

The test results show an F-statistic of 0.988941 with a corresponding probability of 0.4310, indicating 

that there is no evidence of heteroskedasticity at the 5% significance level. The other two probabilities, 

0.3935 and 0.1120, are for the chi-square distribution and are associated with different ways of 
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calculating the test statistic. These probabilities are higher than the significance level of 0.05, which 

further supports the conclusion that there is no evidence of heteroskedasticity in the model.   

   
Table3: Heteroskedasticity Test    

Source: Authors Computation using E-views    

4.3 Empirical Results   

This study employed ordinary least square regression analysis to address the research questions; the 

regression findings are shown below. The outcomes of our regression model estimate will be shown and 

analyzed in this research. For full comprehension, we will additionally detail the effect of the study's 

dependent variables in light of the macroeconomic factors.    

4.3.1 Regression Analysis   

The regression results for this study and is implications are stated below;   

   
Table4: Ordinary Least Squares (OLS) Regression    
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Source: Authors Computation using E-views    

The impact of various macroeconomic factors on foreign direct investment (FDI) is a topic of interest 

for policymakers and investors alike. One commonly used method to analyze this impact is regression 

analysis, where FDI_FLOW is the dependent variable, and independent variables such as GDP, 

inflation (INF), exchange rate (EXCH), and Degree of trade openness   

(DOP) are considered. The objective of this study is to analyze the impact of these variables on 

FDI_FLOW using regression analysis.    

The results of the regression analysis show that GDP has a positive coefficient of 0.019771. This 

indicates that as GDP increases, FDI_FLOW also increases. This result is consistent with economic 

theory, which suggests that a larger economy provides a larger market and better investment 

opportunities, making it more attractive for foreign investors. In contrast, inflation has a negative 

coefficient of -0.036231 but is statistically significant, indicating that as inflation increases, FDI_FLOW 

decreases. This result is also in line with economic theory, which suggests that inflation creates 

uncertainty and reduces the purchasing power of investors, making the economy less attractive for 

foreign investors.   

The coefficients for EXCH and DOP are both negative, but not statistically significant, suggesting that 

these variables do not have a significant impact on FDI_FLOW. The exchange rate reflects the value of 

a country's currency in relation to other currencies, while the DOP reflects the value of the country's 

currency relative to its own economy. The lack of statistical significance for these variables suggests 

that other factors may be more important in determining FDI_FLOW.   

The R-squared statistic is used to determine how well an independent variable can explain the behavior 

of the dependent variable. Its values may vary anywhere from one to zero, with larger values suggesting 

that the independent variables provide a better explanation for changes in the dependent variable. With 

an R-squared value of 0.501468, it seems that the independent variables may explain approximately 

50% of the variance in the FDI_FLOW variable. This result suggests that the model has a moderate 

amount of explanatory power, and it is possible that additional variables that were not included in the 

model might potentially impact FDI_FLOW.   

The result of the model's modified R-squared, 0.424771, shows that the model fits the data in a 

satisfactory manner. This figure takes into account the total number of independent variables that are 

accounted for by the model, which results in a measurement of the model's accuracy that is more 

precise. The F-statistic for the regression model is 6.538289, and its p-value is 0.000883. This suggests 

that the model exhibits statistically significant results. The fact that this result was obtained implies 

that the independent variables utilized in the model have a considerable influence on FDI_FLOW, 

which provides more evidence for the validity of the regression analysis.   

Finally, the results of the regression analysis suggest that GDP and inflation have a significant impact 

on FDI_FLOW, while exchange rate and Degree of trade openness do not. The R-squared and adjusted 

R-squared values indicate that the model has moderate explanatory power, but other factors not 

included in the model may also influence FDI_FLOW. The statistically significant F-statistic indicates 

that the model provides valuable insights into the relationship  between macroeconomic factors and 

FDI_FLOW. These findings can be useful for policymakers and investors seeking to understand the 

impact of macroeconomic factors on FDI_FLOW and make informed decisions based on these insights.   
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5. DISCUSSION  

The results of this study shed light on the influence that different economic variables have on the flow 

of Foreign Direct Investment (FDI) in Nigeria. In particular, the purpose of this research was to 

investigate the connection that exists between FDI_FLOW and the following four independent 

variables: GDP, the inflation rate (INF), the exchange rate (EXCH), and DOP.  According to the 

findings, there is a considerable connection between GDP and FDI_FLOW.   

This suggests that as Nigeria's GDP rises, so does the amount of FDI the country receives. This 

conclusion is in line with the findings of prior study carried out by Edwards (1990), who discovered a 

positive correlation between increasing GDP and increasing FDI influx.   

However, the study's results on the relationship between inflation rate and FDI inflow were expected. 

The study found significant association between the two variables, which suggests that inflation rate 

may be a significant determinant of FDI inflow in Nigeria. This finding is in line with the economic a 

priori conclusion that higher inflation rates improve FDI inflow. Additionally, Campos and Kinoshita 

(2003) found a significant relationship between inflation rate and FDI inflow, which is supported by 

the results of this study. These findings highlight the linearity of the relationship between inflation and 

FDI inflow.   

The study also found no significant association between exchange rate and FDI inflow. This finding 

suggests that FDI inflow may not be significantly influenced by exchange rate fluctuations in Nigeria. 

This result is consistent with the findings of Asiedu (2002), who identified currency rate as the primary 

factor that deters international investment. Additionally, Akinkubbe (2003) found that exchange rate 

was the first consideration for foreign companies when investing in a nation. The results of this study 

align with these findings, further emphasizing the importance of exchange rates in determining the flow 

of FDI.   

Finally, the study found no significant association between Dop and FDI inflow. This finding 

contradicts the findings of Ibrahim and Onikosi-Alliyu (2008), who observed a positive correlation 

between the two variables. This discrepancy in findings may be due to differences in the data sets and 

analytical methods used in the two studies. Nonetheless, the findings of this study suggest that Dop 

may not be a significant determinant of FDI inflow in Nigeria.   

The findings of this study provide light on the influence that economic variables have on the flow of 

foreign direct investment (FDI) in Nigeria. According to the data, there is a statistically significant 

positive link between GDP and FDI inflow. On the other hand, there was no statistically significant 

association identified between FDI inflow and the inflation rate, exchange rate, or Dop. These findings 

highlight how critical economic development and exchange rates are to Nigeria's efforts to attract 

foreign direct investment (FDI). The surprising results regarding the inflation rate, on the other hand, 

shed light on the intricacy of the link between economic conditions and FDI influx, as well as the need 

of doing more study in this field.     

6. CONCLUSION  

The country's large market size and abundant natural resources, as well as the government's efforts to 

attract foreign investment, are some of the factors that make Nigeria an attractive destination for FDI.   

However, Nigeria's investment climate is also characterized by challenges, such as corruption, weak 

infrastructure, and political instability, which have negatively impacted FDI inflows. In addition, 

Nigeria's complex regulatory framework and lack of transparency in policy implementation have 

created barriers to entry and increased the cost of doing business for foreign investors. Nonetheless, 
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Nigeria remains an important destination for FDI in Africa, and the government has taken steps to 

address some of the challenges facing foreign investors. The country's continued economic growth, 

large consumer market, and vast natural resources make it a compelling destination for investment, 

particularly in the extractive and manufacturing sectors.   

Finally, while Nigeria has its share of challenges, it presents a compelling opportunity for foreign 

investors willing to navigate the country's unique investment environment. The government's efforts to 

improve the business climate, coupled with the country's strategic location and abundant resources, 

make Nigeria a potential powerhouse in the African market.   

Recommendations   

Based on the findings of this research, several recommendations can be made to enhance Nigeria's 

attractiveness to foreign investors and increase FDI inflows into the country.   

The development of infrastructure is an essential aspect of economic growth and development in any 

country. In Nigeria, the lack of adequate infrastructure has been a major hindrance to business growth 

and investment. Therefore, the Nigerian government must prioritize infrastructure development in 

order to improve the country's economic prospects. One of the critical areas where infrastructure 

development is needed is in transportation. The Nigerian government should focus on improving the 

road network, rail system, and port facilities to enhance the movement of goods and services within the 

country and across borders. This would make it easier and more cost-effective for businesses to 

transport their products and raw materials, leading to increased competitiveness and growth. Another 

crucial area of infrastructure development is power supply. The Nigerian government should invest in 

the generation and distribution of electricity to reduce the cost of doing business and improve the 

quality of life for its citizens. This would attract more investors to the country and create a more 

conducive environment for business growth. To finance the development of infrastructure, the Nigerian 

government can explore the use of public-private partnerships (PPP). PPPs allow private sector 

investment in public infrastructure projects, which can help to reduce the burden on government 

resources while promoting accountability and efficiency in project implementation. The government 

should provide an enabling environment for PPPs to thrive, including the establishment of clear 

regulations and guidelines for private sector participation in infrastructure development.   

Secondly, the government should continue to implement policies and programs that promote political 

stability, security, and transparency in the country. This would create a more predictable and stable 

environment for businesses to operate and attract more foreign investors to the country. The 

government should also increase its efforts to address corruption and improve the rule of law.   

Thirdly, the government should promote the development of human capital by investing in education 

and skills development. This would increase the availability of skilled labor and improve the 

competitiveness of Nigeria's workforce. Additionally, the government should support research and 

development activities to promote innovation and technology transfer.   

Fourthly, the government should review its tax policies and regulations to ensure they are investor-

friendly and not overly burdensome. The government should also provide incentives such as tax 

holidays, customs duty waivers, and investment guarantees to encourage foreign investment.   

Fifthly, the Nigerian government should prioritize the development of non-oil sectors such as 

agriculture, manufacturing, and services. This would diversify the country's income sources, reduce its 

reliance on oil revenues, and provide more investment opportunities for foreign companies. The 
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government should also promote the development of special economic zones and industrial parks to 

attract more foreign investors.   

Sixthly, the Nigerian government should improve its investment promotion efforts by establishing a 

dedicated agency to promote the country's investment opportunities and provide support services to 

foreign investors. The agency should work closely with the private sector to identify potential investors 

and facilitate their entry into the Nigerian market.   

Seventhly, the Nigerian government should strengthen its partnerships with other countries and 

international organizations to promote investment and trade. This would increase Nigeria's visibility 

and attractiveness to foreign investors and create opportunities for technology transfer and knowledge 

sharing.   

Lastly, Improving the ease of doing business is crucial for Nigeria's economic growth and development. 

The government can achieve this by reducing bureaucracy, streamlining procedures, and eliminating 

unnecessary regulations. By doing so, businesses will be able to operate more efficiently and at a lower 

cost, which will make Nigeria a more attractive destination for foreign investors. Bureaucratic 

bottlenecks, such as excessive paperwork and lengthy approval processes, can discourage businesses 

from investing in Nigeria. Streamlining procedures and eliminating unnecessary regulations would 

reduce these barriers and create a more business-friendly environment. This would also make it easier 

for Nigerian entrepreneurs to start and grow businesses, which would create jobs and boost economic 

growth.   

The factors that influence corporate FDI decisions and investment location and activity in Nigeria are 

complex and multifaceted. However, by implementing the recommendations outlined above, the 

Nigerian government can create a more conducive environment for foreign investment and increase 

FDI inflows into the country. This would contribute to the development of Nigeria's economy, the 

creation of jobs, and the improvement of the standard of living for its citizens.   
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