FOREIGN DIRECT INVESTMENT AND RESOURCES UTILISATION : IMPLICATIONS
FOR NIGERIA’'S ECONOMIC DEVELOPMENT

ABSTRACT

The paper focuses on the effects of resources mgddreign investors and its implications on the
economic development of Nigeria from 1980-2012. aheual time series data on foreign direct
investment, average manufacturing capacity uti@at unemployment rate and real gross domestic
product were investigated for stationarity usinggfented Dickey-Fuller test. A Johansen Co-
integration test revealed one co-integrating redaship. Vector Error correction model was employed
to analyse the formulated equations. Findings shiomt unemployment is indeed growth retarding.
Impressively, foreign direct investmentincludingaher variables impacted significantly on economi
development. On the innovation accounting, vasiaiin RGDP are explained more by unemployment
in the longer period of about 21%. This impliesttbaonomic development is accelerated by creating
jobs for the teaming populace. On that basis, weerthe following recommendations, among others:
Security of life and property must be resolved oaond for all; crime rate must be seriously and
sincerely addressed by the Federal Government; afodbing business should be drastically minimised

to encourage both domestic and foreign investanst the power sector has to be practically tackled.
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1. INTRODUCTION



One of the determinants of the desirable |l@feeconomic development of a country can be
perceived from the nature of its factor endowmeamituding human and natural resources. So, with a
population of over 162 million people (World Bank11) and a large reserve of petroléum
abundance, Nigeria has been able to attract aanitatinflow of foreign investors in its economy.
This is in the spirit to accelerate a robust maopoemic development. The realization of these
aspirations had informed the radical and pragnmetanomic reforms introduced since the mid 1980's.
The reforms which include the adoption of a libeasld market oriented economic policies, the
stimulation of increased private sector participatiand elimination of bureaucratic obstacles that
hinder private sector investment and long termifablie business operationswere designed to increase
the attractiveness of Nigeria’'s investment oppaties and foster the growing confidence of investor
in the economy. For instance, theistenceof foreign multinationals and other private investan
some strategic sectors like the oil industry, bagkindustry and communication industry, among
others (Uma, 2007).

Unequivocally, Nigeria as a developing emog is aware of its deficiency in tackling the
numerous challenging macroeconomic and rising ipalitproblems which influence adversely the
living standards. Besides, there is under-utilgatand improper use of resources arising from
inadequacyof capital and technical ability. Thesapng others, have compelled the country to adopt a
policy of openness of its economy to foreign ingest Eboh and Uma (2010) point out that the
country has abundance of human and natural res®imat is devoid of sufficient capital to propes th
economy to sustainable development. This is obviebhen one examines the extent of industrial
establishments which are far below the rising patomh. It is sufficient to state that human labour
available in the country is not fully and efficignemployed. Fertile soil and mineral resourcesyate
to be fully harnessed and utilized due to insudftifactor input, especially capital.

On this note, Bennell (1997) posits that ihesv widely recognized that the future development o
sub-Saharan Africa (SSA) depends considerably gp@success of individual economies in attracting
relatively large inflows of foreign direct investmtgFDI) into high potential growth sectors. Thesniot
only because of the general paucity of investmesburces exacerbated by the debt crisis facing many
countries, but also because FDI brings with it ti@ev technologies and related skills essential for

'Nigeria is the ¥ world largest producer of crude oil. Its oil wéahas financed major investments in the

country’s infrastructure. See Stock 2009, Okonjedla & Osafor-Kwaakor.



sustained export-led economic growth. Ojo (1998&%5erts that the benefit of appropriate industrial
base for an economy depends on its combinaticuitdble technology, management techniques and
other resources in order to move the economy frawlittonal and low level of production to a more
automated and efficient system of mass processidgreanufacturing of goods and services.

At different point in time, many scholars in batbveloped and developing countries such as
Antwil et al (2013), Katerina et al (2004), Blonwtr et al, (2000), Rivoli and Salorio (1996),
Pfaffermayr (1994), Doukkas and Travlous (1988)gian (1976), among others have researched on
the resultant effects of the foreign direct investinof any kind on the host economies. Some
concluded that FDI has impacted positively on eaticalevelopment through technology transfer and
other activities while others pointed its negateftects due to remittance of income by operators,
among others. However, many researchers are cawititat foreign direct investment (FDI) is
associated with benefits of lower costs of productand higher productive efficiency than the
domestic economy of the investors. Some of theietutiade policy makers to have the conviction that
FDI encourages and promotes economic developmenbosifeconomies. Different authors employed
different methods in their data analysis and adiae different results. For instance De Mello (1999
found a weak positive relationship between FDI a&wbnomic growth. Zang (2001) found that
economic growth is enhanced by FDI if and onlyhi trade regime and macroeconomic stability are
considerably robust.

In his study on FDI and economic growth imgéta, Olusanya (2013) found causality relationship
between FDI and the growth of gross domestic prbduthe pre-deregulation era (1970-1986); but
such causality relationship was not found in thstgieregulation era (1986-2010). The study perfod o
1970-2010 showed bi-directional relation between BBd economic growth. However, in this our
study, it is intended to focus on the extent ofowgses utilisation resulting from foreign direct
investment in Nigeria. Issue of resources utilmatiue to foreign direct investment has not begaryi
extensive empirical investigation by researcheesides, in view of the degree of attention given by
the Nigerian government in promoting trade openraess$ foreign investment which is expected to
reduce unemployment and increase raw materials ius®,pertinent an empirical investigation be
conducted to ascertain this belief. So, this stimtgnds to empirically unravel the extent of resesr

utilisation due to the activities of foreign invest in Nigeria.



One may be compelled to ask, given the existencireign direct investment in Nigeria over the
years, to what extent has manufacturing capacitization, employment of labour, net export and
aggregate economic activity increased toward impgpthe living standard of the populace.

So, the broad objective of this study is toeasin the influence of foreign direct investmemt o
economic development of Nigeria. The specific otiyes are as follows:
i) To ascertain the effect of foreign direct invasnt (FDI) on unemployment reduction in Nigeria.
i) To examine the impact of FDI on manufacturiragpacity utilization in Nigeria.
i) To find out the influence of FDI on real grodemestic product.
In consideration of the specific objectives, ibig intention to present the paper thus: sectiaisthe
review of related literature while section two idef review of the Nigerian economy and section
three is model specification, results presentagod evaluation while the final section four is on
discussion of results, policy implications and dasmn.

2. REVIEW OF RELATED LITERATURE
Theoretical Literature

Foreign direct investment stems from intevai economics, with the sub-areas as international
trade, international monetary economics and inteynal finance. Investments by economic agents of a
country in other countries can be referred to asidgoa investment. Uma (2010) points out that fameig
direct investment is the physical investment suglc@nstruction of factory or acquisition of lasting
management interest in business venture by indasduorganisations or the government of one
country in another country. It leads to inflow dafréign resources such as capital, technology,
managerial and marketing expertise into anothentrgulnvestment can take various forms depending
on the interest of the investor. Foreign direcestment is the organisation of a business ventuas o
enterprise by a foreigner beyond the domestic bayndwivedi (1997) points out that investment is
the net addition to stock of capital. The term tapncludes those items like machinery, equipment,
constructions and inventorie$. also includes education, skilled manpower, consudh@ables,
research and development and from a nation’s mdintew includes public constructions like roads,
railways, dams, bridges, canals, schools, hosptadsso on.

Considering countries’ resources situation and trade, Smi#tv§)came up with his international

trade theory of absolute cost advantage. It wapginted by Smith that it would be beneficial for a

country to specialise in the production of commieditwhich it can produce most efficiently. He



stressed on absolute cost advantage as the basistéonational trade. The theory is based on
assumptions that labour is the only factor of ptigun.

The shortcoming of Smith’s argument brdughRicardo (1817) comparative cost theory and he
notes that even if a country has absolute costrddga in production of all the commodities and
another country has same, so far as there is catmy@icost benefit in the production of any of the
commodities in the economy, international tradel wiill be beneficial if each country should
specialise (ie produce and export the commodity llaa comparative cost advantage and import the
good that has comparative cost disadvantage).

This classical theory was opposed on théslEsthe assumption of labour being the only adst
production, which is taken to be unrealistic. Coned with solving the problem of invalid theory of
value, Haberler (1936) developed the theory of ojppity cost. His basic idea of opportunity cost is
that relative prices of different commodities astedimined by the overall cost differential. Cogers
to the alternative production that has to be foegtm allow for the production of the commaodity in
guestion. That is, the value of each commodityakeh to be equal to its opportunity cost (Dwivedi,
1997). The theorist was concerned with output pcido using what is available. The trend has
remarkably changed.

Still on the basis of unrealistic assumptiofighe classical theory on trade, the HeckscherrOhl
theory was made to give a more realistic messagthéoexistence of differences in comparative costs
between countries. Heckscher (1933) first formulake theory but it was later modified by his sttde
Ohlin (1933). They asserted that they are two factehich explain the international differences in
comparative costs. Different factors of productame endowed to various countries. Some countries
have abundant capital while others, abundant latf®econdly, production of different goods requires
different combinations of factor input. To themffeliences in relative factor endowment are the most
important single cause of international differenicegrice structures (Dwivedi, 1997, Okoh, 2004).

The views of the classical economists hbeen widened by scholars to include more than
exchange of goods and services. The theory of feergurplus stresses on the opening of world
markets to remote agrarian communities or regioregtes opportunities not to relocate fully emptbye
resources as in the traditional models, rather tiliser formally under-employed land and labour
resources to produce larger output for export t@i§m markets. The opening up of the nation to
foreign markets (probably as a result of colon@ai@nd globalisation) enables an economic power or

incentive to make use of idle resources, mainlyeegdand and labour, and enlarge the production of



primary products exportable, hence advancing tlm@uoy towards enlargement of the production
possibility curve. There is the believe that thatver-surplus theory offers a more realistic gtiabl
state of affairs of the historical trading expedenof many developing countries than either the
classical or neoclassical models (Okoh, 2004, ly@B85 Todaro, 1977).

Singh (2005) notes that there has beerrarmous increase in financial resource flows to
developing countries during the last three decadethe world economy has liberalised and become
financially more integrated. World Bank figures icate that net resource flows to all developing
countries rose from a mere US $11billion in 1990nbre than US $80billion in 1980 and to just over
US $100 billion in 1990. Net resources flows toveleping countries recorded a quantum leap
between 1990 and 1995, rising to nearly US $24biln the latter years.

Agenor (2000) points that openness generatasoatc benefits under free trade since productive
resources tend to be reallocated toward activivbere they are used with comparatively greater
efficiency and away from less efficient activiti€penness among other things may lead to improved
allocation of resources among sectors due to thergltion of distortions; facilitates the acquisiti of
new inputs, intermediate goods, and improved teldgnes which enhance overall productivity of the
economy.

Empirical Literature

It is a commonly accepted fact by many ecastsvand researchers that foreign direct investsent
bring about positive output effects in the hostrexoies. This is premised on the introduction of
foreign technology and technical knowledge capalbldomestic manpower reform, new method of
raw material processing, and new products fromidgoardirms which gives room for linkages with
domestic firms. However, empirical studies to amepk contradict this theoretical proposition (Xu,
2000; Katerina et al ,2004 Alfaro et al, 2006)hdts been pointedthat by some scholars that foreign
direct investment has the capability to transfordegeloping economy. However, studies have shown
that improved local financial market or the levédlemlucation of a country is a prerequisite for a
domestic economy to have the advantages derivednie foreign direct investment. This realisation is
attributed to the works of Hermes and Lensik, 2@3ham, 2004; Alfaro et al 2004.

The pioneer studies on foreign direct invesita by Singer, 1950; Prebisch 1968 asserts tkat th
expected benefit from foreign investment is so $mainpared to what is remitted back to the parent
company outside the host economy. Besides, in Bak(@974) investigation of the impacts of foreign

direct investment (FDI) by United State companiasttte host economy’s growth showed a negative



relationship due to the fact that the evacuateditpravere more than the level of new investment for
each of the period investigated 1965-1969.

In his empirical investigation of foreignredt investment on economic growth, Akinlo (2004)
employed Error Correction Model. The study reveaetbng others that private and foreign capital
have insignificant effects on economic growth; @xplabour force and human capital have a positive
and statistical significant impact on growth whiieancial development measured by the ratio of
broad money supply and gross domestic product &égative significant effect on growth
In his examination of the effect of FDI on econorgiowth of less developed economies 1970-1980,
Saltz (1992) empirical analysis results showed gatiee correlation between FDI and growth. The
finding conforms to some other studies which astfext the level of output of the host nation lacks
growth owing to FDIlunder use of labour, thereby amijing on income generation and low level of
consumption and consequently stagnant growth. @rctimtrary, in his empirical verification of FDI
and growth relations in China, Wang (1990) realitveal potential paths through which FDI impacts on
economic growth thus: rate of physical capital acelation and productivity growth. In his study, it
was pointed that FDI does not only bring capitalifvestment financing but contributes significgntl
to raising productivity.

In the analysis of the relationship between FDI andnomic growth for 72 economies for the
period 1960-1995, Carkovic and Levine (2002) resealhat for both developed and developing
economies, FDI inflows did not impact an independggnificant effect on economic growth.

In his study of FDI impacts on the different sestaf the economy (primary, manufacturing and
services, Alfaro (2003) found different effects. IFDflows into the primary sector exert negative
effects on growth while a positive impacttbamanufacturing sector. The effect on the servictose
was not clear based on statistical results. In temigi Katerina et al (2004) also investigated the
relationship between FDI and economic growth fav fehosen transition countries and the result of
empirical analysis revealed that foreign directeistinent does not have significant effect on ecoanomi
growth for transition economies at the period afdgt In other words FDI does not contribute any
strong effect on growth.

Gardiner (2002) points out that total inflonsf FDI in Africa is US$8 billion in
telecommunication, tourism, textiles, mining/quyarg, food / beverage, and total outflows is US% 0.

billion. FDI has grown by 6 times in the last 1Gag& but only in a small number of countries and at



low level compared to international flows. Probleaisextortion and corruption indicate a vital need
for democratisation, transparent regulation andawgd rule of law to support inflows to the region
Chowdbury and Mavrotas (2003) examined thesaarelationship between FDI and economic
growth using innovative econometric method of testcausality in three countries and found thas it
theGDP that causes FDI to promote economic growtthé case of Chile while in Malaysia and
Thailand, there is evidence of a bi-directional seitly between the variables. Flexner(2000) in his
study of foreign direct investment and economicwgioin Bolivia, 1980-1998, using ordinary least
square method found that the real effective muodikel exchange rate, the ratio of external debt to
GDP, and a dummy representing capitalization infidvave significant effect on FDI, while FDI, and
other variables such as terms-of-trade, the ratiprivate sector credit to GDP, and the ratio of
government spending to GDP have a statistical fsoggimit impact on per capita GDP growth. Alfaro, et
al (2003) investigated FDI and economic growth:rtile of local financial markets using cross-countr
guarterly data with the intention of ascertainingether countries with better financial system can
exploit FDI more efficiently. The study found th&DI plays a doubtful role in contributing to
economic growth but the results were robust toedsffit measures of financial market development.
Lemi et al (2001) investigated the impact of ecoimmomand political uncertainty on foreign direct
investment flow to Africa using Generalised Autaessive Heteroscedastic (GARCH) model. The
results of the study revealed, among others, tfeimpact of uncertainty on the flow of FDI from al
source countries was insignificant and economitofacsuch as labor, trade connection, size of eéxpor
sector, external debt, and market size are alsofisignt in affecting FDI flow to African economies
Besides, De Mello (1997) found that the @ffaf foreign direct investment on economic groweth
a function of the extent of efficiency of localrfis. So, the long-term effect of growth rate is base
the rate of time preference, productivity of donesapital and the extent of harmonious co- existen
between host economy and foreign technologies. ®éserBrensztein, at al (1998) focused on the
application of the Endogenous Growth model and idensig the rate of technical progress as the
major determinant of long term growth rate assediawith FDI. The study asserted that new
technology introduction by FDI and adequate humapital levels are the two main determinants of
economic growth. In addition, human capital groptbcess is based on the synergy between FDI and
capital.
In the examination of the relationship betweereifgm direct investment and economic growth in

Romania, Ruxanda and Muraru (2010) employed simetitas equation model and found evidence of



bi-directional link between FDI and economic growfrhis implies that FDI playsa great role in
encouraging economic growth, and conversely highllgross domestic products catches the attention
of foreign investors.

Some studies buttress the fact that foreign direestment (FDI) is essential and impact positivahy
the growth and development of an economy in conaiae of various roles it plays in terms of
western knowledge transfer such as managementtigaakpplication, positive business ethics,
admirable entrepreneurial attitudes, improvementiast human capital and high yielding production
technology capable of revamping a depressed econo@gnsequently, contributing positively on
macroeconomic variables such as increased resoutdation, more investment capital, quality
human capital and unemployment reduction (Cav@86;1Dunning, 1993; Moran, 1998; Oman, 2000;
Lall, 2000; Li and Liu, 2005; Umoh et al, 2011).i3Ipositive expectation is one of the motivating
factors for many developing economies policiesglesimed at attracting foreign investment.
However, contradictory outcome of foreign directvestment vis-a-vis economic growth and
development have also been articulated by othezarekers. The relationship between FDI and
domestic investment showed a negative relationdhgpMello 1997). In a similar vein, Ugochukwt

al, 2013 found a positive and insignificant impact of FDi Nigeria’s economic growth while domestic
investment is positively and significantly affectbg FDI at the period of study. The protagonists of
dependency theory see foreign direct investmera ssategy for ensuring economic dominance that
deters development. This view is also based onctmeeption that the integration of developing
economies with the world capitalist system gives tb underdevelopment and exploitation.

The activity of FDI in export promotion has heguite debatable in that it bothers on investment
motive (World Bank, 2009). A commonly accepted vigyvmany scholars is that the positive effect of
FDI depends on host economy’s ability to assimithe introduced new foreign technology and the
existing domestic atmosphere conducive for the menwduction (Obwona, 2004-rom the theories, it
is obvious that most developing country such asehiglacked efficient telecommunication and
infrastructure needed for smooth business operatishattraction of foreign investors until the pdri
of civilian regime piloted by President Obasanjoearly 2000. In addition, insufficient quality (alr
force imposed some constraints on the part of jor@ivestors; hence, additional costs of retrairahg
manpower were incurred by some foreign investors.

The accepted views in the literature somefewwured FDI encouragement of increase in growth
emanating from gains by domestic firms in produttivand efficiency. However, the empirical

evidence (Globeman, 1979; Imbriani and Regang®,719lo not entirely support this view. But some
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evidence from developed countries appear to sutistiarthe fact that productivity of domestic firnss
positively related to the presence of foreign firrf@ the other hand, the evidence of FDI effect on
developing countries are vague, given the findiwggh imply that FDI impacts positively, negatively
and insignificantly on domestic economy ( Blomstrand Sjohol, 1999, Kokko, 1994), whereas others
such as Aitkan et al (1997) showed limited evideand while others do not have any evidence of
positive short term impact coming from foreign direnvestment.Ndoricimpa (2014) investigated the
causal links existing among foreign direct invesitmexports and economic growth in Burundi by
employing bootstrap causality tests, but foundnfluénce of FDI on exports and economic growth of
the country. This implies that foreign direct intragnt is yet to play a role in improving aggregate
economic activity at the period of study. In a teth study, Ismail et al (2014) examined the
relationship between foreign direct investment argort in Malaysia from 1980-2011. The study used
the method of Autoregressive Distributive Lag teeatain the extent of growth impact by FDI and
export on the economy. The outcome revealed dip®gnpact in terms of growth by FDI and export,
but export has a larger contribution to growth ialdsia vis-a-vis FDI.

It is equally assumed that FDI is capablerofvding out domestic firms given its ability teduce
the size of aggregate industry, thereby affectingpleyment of resources and aggregate income
generation (Caves 1996). This view was opposeddito@ and Ramachandran (2001) in the sense that
crowding out is unusually possible consideringddeantages inherent in foreign direct investment.

In consideration of the existing literatuitegzan be inferred that the roles of FDI in cousdrare not
the same due to differences in level of economiwic in countries, institutional set up, absoygti
capacity of host economy, and macroeconomic vasalsituation. In other words the positive or
negative effect of FDI in every economy seems $jgetti each country and cannot be generalized. So,
given the serious attention to foreign direct inment by the Nigerian government as one of the
required keys for development, and in consideratbbrthe various views of researchers on the
beneficial effects and adverse impacts of foreigeatl investment in various economies, it becomes

imperative to empirically investigate the FDI irghce in resource use in Nigeria.

FDI AND THE NIGERIAN ECONOMY.

Major history of FDI in Nigeria is connedtéo the colonial era where various investmentsewer
made on infrastructure, and services. Following théependence in 1960, the First National
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Development plahwas made and aimed at repositioningthe econominthrstrial take-off. Various
policies and decrees were also designed by thergment thereafter towards encouraging FDI into the
country (Uma, 2007). It is quite clear that, &alize or improve the state of existing foreign
investment, there is the need for reforms of pohogl programmes. This is to ensure compliance of
investment by investors. World Trade Organizatid®98) press release shows that recent steps
towards macroeconomic stabilization and trade dilieation must be supported by credible structural
reforms if Nigeria is to regain international catgnce and improve the standards of living of the
population. But the country had taken steps indimisction. In 1986, Nigeria introduced the Struiatu
Adjustment Programme (SAP).One of the aims washtm@age and promote foreign investment in
Nigeria. Anyanwu (1993) notes that SAP has it asan element, to rationalize and restructure the
tariff regime in order to aid the promotion of irsdidal diversification. SAP actually forms the beck
upon which the nation’s industrial policy and hewised attitude towards foreign direct investment
have been built. Apart from this, the Federal Goment has employed debt conversion, which was
not only to reduce the country’s external debtadiin but also to attract foreign investors so@s t
improve the level of industrialization and employrhef the citizens.

Poor economic status and low living stadda a result of several factors. A country enddwe
with abundance of resources may lack the requikslityaand capability to efficiently harness and
utilise the resources. The idle abundance resoumcigyeria have led many foreign investors to come
into Nigeria for production in various sectors bé tNigerian economy. Production involves the use of
factors input bestowed to a country. The exisenicforeign investors is believed to increaseube
of resources of the country and bring about in@eégsoduction, other things being equal. Table 1
below reports the socio-economic indicators foreMiig from the year of the adoption of the Strudtura
Adjustment Programme (SAP) till 2010. From the ¢alal general overview of the economic and social
indicators in Nigeria has taken different trendstvizeen 1987 to 1996 and 1997 to 2006, ratio of #xpo
to GDP increased from 40% to 46% while ratio of artp also rose from 33% to 37% respectively.
Real GDP_also showeah increasing trend from 4.1% in 1987-1996 to 4i6%997-2006. As at 2010,
real GDP growth rate is about 8%

2 Between 1962 and 1968, about N40Omillion was esttithas proceeds from FDI. However, the implemiamtaif the
plan was cut short due to military interventiorl®66 and the civilwaof 1967-1970
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Table 1: Key Economic and Social Indicators in Nigea

Indicators 1987-96 1997-2006 2010
Population (Millions) 98.9 129.8 158.4
Population Growth(%) 2.7 2.6 2.5
Real GDP Growth(%) 4.1 4.5 7.6
GDP per capita(USD) 270 453.1 540.3
Exports of goods and services (% GDP) 38.9 46.8 39
Imports of goods and services (% GDP) 33.3 37.2 26
Trade(%GDP) 72 85 65
FDI Flows (% GDP) 3.3 3.7 8.4

Source:UNCTAD, FDI/TNC database, World Development Indarat

Critics assert that foreign investment createsome inequality, discourages self-reliance and
repatriates capital from the economy to the homentty thereby denying the developing economy of
the opportunity to grow. But Nigeria is not botbeérby this and has designed the operating
environment to encourage foreign investment. Inrédeent past, foreign private investment dominated
virtually all the sectors of the Nigerian economytypical example was in the 1970s, out of theltota
manufacturing and processing establishments, 5ar8362.5% belonged to foreigners while only 42.7
and 47.3% were owned by Nigerians. This situati@s whanged through the indigenization Act of
1977, hence ownership structure changed in 1980 feieign firms owning 47.6% while Nigerians
owned 52.4%. However, there was a reversal aft&0 10ith the intention to encourage foreign
investors; consequently foreign firms owned 50. 7 Higerians 49.3 % (CBN, 2002).

Furthermore, a look into the economy indicatest Nigeria is dominated remarkably by FDI
inflows across the sub-Saharan Africa and Africantinent at largé Table 2 shows that a substantial
FDI inflow was recorded in 1970 and 2011 at 21 24% respectively. However, 1980 saw a negative
inflow of FDI given the world financial crisis areconomic meltdown of that period. Presently with
the inclusion of South Africa, a 16% was recordad2011 reaching about USD$8.9 million.

3 All the African countries but excluding South Afai. See UNCTAD online data 2011
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Table 2: FDI Inflows (Current Prices) as a percentge of SSA and Africa’s FDI

Year Nigeria Africa  (excluding SSA % for SSA % for
(USD South Africa (USD Millions) Africa
millions) (USD millions)

1970 205 932 832 25 21

1980 (-739) 411 257 - -

1986 193 1820 638 30 10

2000 1310 8784 6813 19 14

2011 8915 36844 36902 24 24

Source: UNCTAD STAT Online Data Base

The Data

Actually, it can be pointed out that if the resascof Nigeria in use by foreign investors are
considerable, they will reflect on the output of dountry. In other words, the outcome should ichpa
positively and significantly. To ascertain thisatgbnship, an annual time series data of 1980-2012
within the VAR framework will be employed. Our dateas sourced from the Central Bank of Nigeria
Statistical Bulletin (2012) and Nigerian BureauStétistics (2012). In this regard, it is our intentto
ascertain the relationship between unemployment(t3ER), foreign direct investment (FDI); average
manufacturing capacity utilisation (AMCU), goverem consumption expenditure (GCE) as a ratio of
real gross domestic product (RGDP) on aggregateoseir activity measured by real gross domestic
product (RGDP). As a result, RGDP would be a stahdeeasure of economic performance seen as an
endogenous variable, unemployment rate (UER) bisit@oks into the human side of resource
utilization and average manufacturing capacityisgtion (AMCU) is a proxy for other forms of
resource use. Furthermore, government consumpxipangliture (GCE) presents a proxy to ascertain
the extent of government’s participation in the lpubector, (see Flexner (2000)). The intuition ineh
these is the conviction that increased use of lgbaw materials as a result of activity of FDI MikElp

to reduce the teeming unemployment, raise the fis@w materials from various sectors of the
economy and also generate more output in Nigeria.sWall use Eviews 7 and JMulTi4 softwares to

run our analysis. Particularly, JIMulTi is a specaftware applied to time series analysis.

13



Table 3: Summary of Statistics

Variables Mean Std. Dev. Minimum Maximum
RGDP 47968.18 20760.39 24988.65 98889.1
AMCU 46.82 11.90 29.3 73.3

UER 9.43 6.53 1.9 23.9

GCE 21.95 22.69 5.15 71.63
RFDI 1830.66 687.2831 973.93 3583.5

Descriptive statistics above shows average unempday rate for the entire period is 9% with a
maximum of 24%, average manufacturing capacityshasvn to be about 46% also having a maximum
value of 73% while on average, 21% of output go&s the public consumption. See the appendix for a

time line graph of all variables.

Methodology
Unit Root Tests

It is imperative we embark on unit root test fondi series data so as to ascertain the statiordribye
variables. Non stationary series that has unit soffiers permanent or prolongedeffects from random
shock that is, series follows a random walk. Natigharity variables would produgspurious result

if used in analysis: that sresult that is not valid for forecasting or predin. If non stationary series
are co integrated the regression result is noti@epsir To fully investigate the data generatingcpss,

we first assess the time series properties of meaighbles using the Augmented Dickey- Fuller test
(ADF).

The ADF test regression equations with constant are

AY, =ay+aY, + > a A+ &

j=1
whereA is the first difference operater is random error term that is n = number of lagdiigrences
Y = the variable. In the equation above the nypidthesis holds as: Haj = 1 (unit root), H1:aj< 1

(level stationary). On the basis of the order afigharity, we proceed to examine for co-integraso
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as to ascertain the long-run relationship of tmep#e equations stated using Johansen co-integration

test.
Vector Error Correction Model (VECM)

A possible presence of co-integration amongst théakiles would necessitate estimating a Vector

Error Correction Model. This model is representadst
Ay, =Ny, +TAY L, 1Ay, .4y, 0 +Cd +y,

wherell = ap',y, = (RGDP,, RFDI ,, AMCU ,,GCE,,UER,), A the differencing notation, the
deterministic components is represented vdthwhile u, is white noise. Furthermore, the matrix
together with the speed of adjustment parametdtdeaviestimated including the matyik to be the co-
integrating parameters evenlas will represent the short run parameters and Cpéwameter for
deterministic terms. The model is built in such aywhat the very term describes the long-run
relationship running across the variables such tyatresponds to any one period from long-run

equilibrium or still stochastic shocks.

Furthermore, residual analysis of the model willtésted for adequacy especially for autocorrelation
conditional heteroschedasticity (ARCH effects), Hagohl (1991) and chow tests for parameter
stability of Hansen, (2003). Similarly, an impulssponse function including Forecast Error Variance
Decomposition is also estimated so determine theamyc relationships amongst key variables
(Lutkepohl and Reimen (1992))

Empirical Findings and Discussions

Findings from Augmented Dickey Fuller Tests (ADFuller (1976), Dickey and Fuller (1979)) show
that all series variablesare non-stationary air tesel forms but have all become stationary after
taking first differences I(1) at 5% significanceéé The lag length was decided according to Sctawvar

information criteria which suggested maximum o&gd.

* Also see see Enders. (2003 p/278-279)
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Table 4 : ADF Test Results

Deterministic No. of |agt Test 5%
Variable  term differences statistic mdl value
LRGDRc &t 1 -1.567 -3.562
LRFDE c&t 3 -2.887 -3.574
LAMCU, c &t 0 -3.177 -3.687
GCEcC &t 2 -1.808 -3.562
LUERC &t 0 -1.993 -3.562
ALRGDRc & t 0 -5.554 -3.562
ALRFDLkc & t2 -4.025 -3.562
ALAMCU,c & t 0 -3.857 -3.562
ALGCE, c&t 0 -8(B -3.562
AUERCc & t 0 651 -3.562

Note : ¢ & t implies Constant and Trend.

Johansen test based on Johansen (1995) for ca@hteygshows a 1 cointegration relationships between
the variables as shown below, hence our choice hsturild be the Vector Error Correction Model
(VECM). Our null hypothesis of r=1 is not rejectattboth 10 and 5% confidence intervals.

Table 5 : Johansen Cointegration Tests fory, = (RGDP, RFDI,,LAMCU,,GCE, UER)

Variables Deter. No of Lagged H, Trace Critical Value(s)
Terms differences Statistic  90% 95%

RGDP c.t, 2 r=0 95.05 84.27 88.55
r=1 52.68 60.00 63.66

Vector Error Correction Model (VECM)

Having established a one cointegration relatioati@hship, VECM is estimated as shown below:
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Table 6 : Estimated Long-run Cointegration Vector (1984-2012; T=29)

Using RGDP

LRGDP, LRFDI,, LAMCU_, GCE_ UER, T,

1.00 -0.442 -1.780  -0.003 0.084 08l
(0.048) @7)  (0.001) (0.007)  .0@R)
{0.000} {0.0p  {0.000} {0.005} {0.00}

Note: Figures in () show standard errors whilesthm [ ] are the p-values.

Lag lengths are set through minimizing the HC ai@ &ing two stage estimations. First stage being

the Johansen approach while second is the Estinée@ralized Least Squares (EGLS).Systems of
equation is represented ag: = (RGDPR, RFDI,, LAMCU,,GCE,UER)

From the p-values, it is obvous that all coeffiesuts highly statically significantly different fromero

with positive values, except the uemployment ratefficcent. Particularly, the impacts of foreignestit
investment and ratio of public consumption to RGD® economic development is minimally positive
but also less than 1% while the period rise in RGD&qually positive. Surprisingly, the manufaatgi
capacity utilization coefficient explains the highgositive effects on economic development.

With respect to the speed of adjustment to longequilibrium relationship, unemployment rate and
ratio of public consumption to output has to falla large extent so as to revert the system back to
equilibrium. In the same vain, foreign investorewhd rise to about 70% to sustain the economy back

to equilibrium.

Table 7 : Speed of Adjustment Coefficients for RGDR1984-2012)

Equations GPBP

Coefficients,g,_; t-statistics
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ARGDP -0.255 -6.071

ARGDP -18.172 -3.389
ARFDI 0.732 2.709
AUER .81 -4.248

The model is further subjected to tests for poss#ltocorrelation, normality and univariate ARCH
effects. We therefore applied the portmanteau sestistics using,; E(u,,u,.,) =0 where i=1...h

against the alternative that autocorrelation iszewb for the presence of any possible autocoivefat
in the residuals. Also tested for is the LM typsttand is the Lomnicki- Jargue-Bera statistic (LJB)

based on Lutkephol (1993). Results show no preseinaetocorrelations in the residuals and normal.

Table 8: Diagnostic Test for VECM for RGDPC

Test Q, Q, LM,LIB
Test statistic 264.94 364 67.01 11.22
p-value 0.99 0.15 0.055 0.331

Note: Q,, is the Portmanteau test statistic at lag @, is the adjusted Portmanteau statistic for small
samples, LM is the LM-type test for autocorrelatwith 3 lags

Table 9 : Univariate ARCH-LM Tests

® This test is peculiar to Ljung-Box statistic fbietunivariate case.

18



Residuals Test statistic P-value

u, 14.90 0.135
u, 16.46 0.087
u, 4.40 0.927
u, 7.29 0.697
U, 1.99 0.990

Innovation Accounting

Figure 2: Impulse-Response Functions

VECM Forecast Errcr Impulse Responses

INRFDI =+ InRGOR ARICL g —> inMaOe UER =3 ImREDE
o.o0na

o032

—@,33%

As shown in the impulse response figure above ptegbe dynamic relationship existing between the
variables. It can be inferred, a unit impulse tshack in both foreign investments and manufacturing
capacity utilization will impact positively on ecomic development. On the other hand, one time rise

in unemployment will impact negatively on outputa)ghout the period.

Table 9: Proportions of forecast error in LRGDP
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Forecast LRGDP LRFDI LAMCU GCE UER
Horizon

1 1 0.00 0.00 0.00 0.00
5 0.80 0.00 0.01 0.01 0.15
7 0.78 0.01 0.02 0.02 0.17
11 0.70 0.01 0.03 0.05 0.20
15 0.64 0.01 0.04 0.11 0.21

Majority of the forecast error variance in RGDPself explained in the short-run and decreases
gradually in the longer horizon. Hence short-rutpatigrowth can raise RGDP more than in the long-
run. Also about a 1% and 2% variation in outputeiplained by foreign direct investment and
manufacturing capacity utilizations in thd' Which also increased (AMCU) to 4% in the longer
periods. Further variations in RGDP are explainedenby unemployment in the longer period of about

21%. This implies that economic development is lecaged by creating jobs for the teaming populace.

In addition, foreign direct investment has ovepabitive effect on the real gross domestic produict
Nigeria at the period of study. The significanteetfis at the subsequent period of the establishofen
such firms. In other words, development of Nigeisa significantly affected by foreign direct
investment as the results shdivreally buttresses the essence of governmentjghasis on openness

and also the provision of fiscal incentives to fgneinvestors by the Nigerian government.

POLICY IMPLICATIONS

Given the result of our analysis, it can beeliaed that the desirable level of the use of nessuin
Nigeria by foreign investors is yet to be attain€lis could be based on the operation and natutteeof
Nigerian economy. It means that much is still neettebe done to attract more foreign direct capital
inflow which will increase the use of our resouraesd\igeria so as to encourage development of the
economy. On this note, it is imperative that theegament of Nigeria should take drastic action foa t
following:
i)In consideration of the empirical results and ésen Nigeria over the yearsecurity of life and

property must be resolved once and for all. Crimmeduding the kidnapping of foreigners must be
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addressed. No sane investor would wish to invesrevine is not sure of the survival of human and
physical capital.

(i) The empirical results presupposes repositioningacesituations in Nigeria so as to attract and
sustain foreign investors. This involves actionstly governmento minimise cost of doing business
SO as to encourage both domestic and foreign ioksestaxes and port duties should not be made to
impede prospective investors. Investors usually aklon feasibility study before establishing any
business.

i) The power sector needs more attention to emnsagular power supplytegular power supply is
highly inimical to any form of economic activit$abotage and unfulfilled promises on the part ef th
government should stop forthwith. Efforts shouldnede in reviving the sector.

iv) Good road network, adequate water supply afidieft transportation must be addressed. They are
among the important considerations by investors.

v) The country has to eradicate all impedimentfoteign investment as the positive effect will go a
long way to enhance our manufacturing capacityization, and increase employment of resources,
which have associated desirable advantages inibgrige needed development.

CONCLUSION

The study has examined the effect of resourcesnusgeria by foreign investors and its implication
on the development of the Nigerian econonsyng the method of Vector Error correction model i
data analysis. The resultrevealed that a reasorfgets have been made by FDI over the years in
influencing aggregate economic activity, in spifeseme business operation constraints in the cguntr
It further showsghat a lot needs be done to reposition the cowstdrgs to encourage the attraction of
more foreign investors in order to reap more bésefine study confirms the empirical findings of
some researchers that foreign direct investmennptes growth. Howeveithe result is at variance
from most of the assertions by scholars that FDdaats negatively on the host economy. In Nigeria,

FDI is playing a significant role to aggregate emmic growth.
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Figure 1: Graphical Display of variables.
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