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ABSTRACT

This thesis examines the long-run determinants of Foreign Direct Investment in Nigeria
based on empirical evidence. The research covers a period between 1970 and 2009 and
utilizes the Vector Error Correction Mechanism (VECM). Our result provide evidence
which indicates that the size of Nigeria domestic market size, the liberalization policy
and openness of the economy as well as a stable domestic currency are significant in
attracting FDI. We found evidence for higher inflation in the long run. We present the
result of the impulse response and the forecast error variance that is due to exogenous
shocks of the variables in the VECM model. If we ignore the own shock, the shocks of
the model in response to RGDP (Real Gross Domestic Product), INF (Inflation), REER
(Real Effective Exchange Rate), OPP (Openness) are found to be significant and

positive over the forecast period.

Recommendations to strengthen the Nigerian investment environment by reducing the
obstacle to doing business, improving Nigeria’s economic management, repositioning
the Nigerian investment agencies and export promotion schemes are proffered as
important and significant in attracting FDI in Nigeria and increasing her share of FDI as

a percentage of world FDI stock.

Keywords: Foreign Direct Investment, Impulse response, Vector Error Correction

Mechanism, Nigerian investment agencies, export promotion, forecast error variance.
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Bu tez ¢aligmasinda Nijerya’ya dogrudan yabanci sermaye yatirimlari (DYSY)
etkileyen faktorler ampirik olarak incelenmektedir. Calisma, 1970-2009 yillari
arasindaki donemdeki veriler kullamlarak vektor hata diizeltme metodu yontemi
(VECM) ile yapilmistir. Sonucglar Nijerya i¢ pazarmmn biytikligl, liberallesme
politikalar1 ve ekonominin disa doniikliigii ve giiclii yerel para birimi gibi faktorlerin
DYSY’m ¢ekmekte etkili oldugunu gostermektedir. Aym zamanda yiiksek enflasyonun
varlig1 ortaya konmaktadir. VECM modelinin etki tepki islevi ve degisirlik ayristirmast
uygulamasinda kullanilan degiskenlerin maruz kaldig1 digsal soklarin sonuglar da ayrica
sunulmaktadir. Kendi i¢sel soklar1 hari¢ tutuldugunda RGDP (Reel GSYIH), INF
(Enflasyon), REER (Reel Effektif Doviz Kuru), OPP (Disa Aciklik) degiskenlerinden

kaynaklanan soklarin 6ngérii donemi boyunca anlamli ve pozitif oldugu goriilmektedir.

Bu bulgularin 15181 altinda Nijerya’daki yatirim ortaminin gelistirilmesi, i ortamindaki
bazi engellerin ortadan kaldirilmasi, ekonomik yonetimin tilkedeki yatirimer kuruluslar
yeniden yapilandirmasi, ihracat destegininin yeniden diizenlenmesi Nijerya’nin
DYSY’m ¢ekmesinde ve bu iilkenin diinyadaki toplam DYSY stogu icindeki payin

artirmasinda etken faktorler olarak onerilmektedir.
Anahtar Kelimeler: Dogrudan Yabanci Sermaye Yatirimi,Vektor Hata Diizeltme

Yontemi, Nijerya Yatiim Kurumlari, fhracat Destegi, Degisirlik Ayristirmasi, Etki

Tepki Islevi.
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Chapter 1

INTRODUCTION

1.1 A Background to the Study

This study will examine the determinants of Foreign Direct Investment (FDI) based on
empirical evidence from Nigeria. The effort of most African countries to attract FDI has
not been quite successful in recent times. This is despite the perceived and obvious
importance of FDI in the economic growth and development of a country. The Nigerian
economy with her large natural resources and large market size qualifies to be a top most
recipient of FDI in Africa (Ayanwale, 2007).FDI has therefore continued to play major

role in the economic growth and development of the Nigerian economy.

The linkage between the determinants of FDI inflows which can eventually translate into
economic growth has been the subject of considerable research for many decades. This
linkage has been subjected to empirical scrutiny and investigation and has remained a
subject of debate (Balasubramanyam et al, 1996; Alfaro 2003, Bello and Adeniyi, 2003,

keterina et al,2004, Carkovic and Levine,2008).

The Nigerian economy has recorded some appreciable and moderate economic growth
and FDI inflows in recent times (Bello and Adeniyi, 2010). World Bank Development

Report (2010) indicates that on the average, Nigerian GDP grew by 6.64 percent



between 1970 and 1980, 1.4 percent between 1981 and 1990, 2.8 percent between 1991
and 2000 and 6.4 percent between 2001 and 2009. The same report further indicates that
FDI net inflow was 2 percent of GDP in 1970 and 3 percent of GDP in 1971 but in 1980
fell to negative one percent of GDP. However it has remain positive since 1981 and
was 2 percent of GDP in 2000 and 3 percent in 2009 (World Bank report, 2010). The
low and negative trend in FDI inflows into the country between 1970 and 1980 was the
result of the indigenization policy of the government adopted in 1972 and 1977. But
with the structural adjustment programme embraced between 1986 and 1988 and
investment promotion decree of 1995 as well as the new national economic
empowerment development strategy adopted by the Nigerian government in 2003, the

pace of FDI inflows have significantly improved.

Ajala (2010) for instance sited from the UNDP report in (2005) showing that the Nigerian
government embarked on a thorough and comprehensive review of its investment policy
framework, the expected output of which was to among other things explore how FDI
inflow into the Nigerian economy can be increased on a sustained basis. This measure
and several factors appeared to have contributed to the phenomenal growth in GDP in
Nigeria during this period such as; trade liberalization, concerted efforts to diversify the
economy productive base and a substantial increase in FDI into the economy (Era Dabla
et. al 2010). Thus FDI propels the engine of growth for developing economies including
Nigeria by not only increasing their opportunity towards integration into the global
financial and capital flows, expanding employment and export stimulations. It also
generate the of building technological capabilities and efficiency spillover to indigenous

firms and the entire economy, the bridging of the internal resource and saving gap,



reduction in foreign exchange shortages and improvements in balance of payment as well
as serving as a catalyst to economic development (OECD, 2002; keterina et al, 2004;

Alfaro et al, 2006; Bello and Adeniyi, 2010).
1.2 Nigerian Economy and FDI Trend: An Overview

The Nigerian economy has been described as a dual economy with a modern sector
dependent on oil earnings and over laid by a traditional agricultural and trading economy
(Thomas and Canagraph, 2008) in Dutse (2005). At independence in 1960, agricultural
production accounted for well over half of GDP; that is about 63 percent of real GDP

(CBN bulletin, 2008) and was the main source of export earnings and public revenue.

The oil sector explorations in Nigeria which date back to 1956 and firmly established in
1970 remain of great significances to the Nigerian economy (Dutse, 2005). It has
contributed immensely to government revenues and foreign earnings leading to the
decline in the contribution of the agricultural sector to GDP to about 44.7 percent in
1970 (CBN bulletin, 2008). Despite the contribution of the oil sector to federally
generated revenues, economic growth in Nigeria since the early 1970 has been described
as erratic, primarily driven by the fluctuations of the global oil market (Dutse, 2005).
Thus upon realizing the very important role FDI can play in economic growth, Nigeria
competes aggressively with other countries of the world and Africa in particular in

attracting FDI into its economy.

FDI is widely accepted as a vehicle of economic growth and development (Bertels and

Combruggshe, 2009). Foreign Direct Investment is also viewed as a major stimulus to



economic development and it contributes in a substantial manner because it is more
stable than other forms of capital flows (Mwilima, 2003;Ajayi, 2008). It has a perceived
ability to deal with major obstacles such as shortages of financial resources, technology,
and skills (Mwilima, 2003 FDI is seen as an engine of growth as it provides the much
needed capital for investment, increases competition in the host country industries, and
aids local firms to become more productive by adopting more efficient technology or by
investing in human and/or physical capital. It also aid the integration of the economy
with the rest of the world and provide management knowhow.(Alfaro, 2006;Pradhan,

2009; Olayiwola and Okodua, 2009, Ajayi, 2008;Bello and Adeniyi, 2010).

FDI has come to largely be seen as source of economic growth and development,
modernization, employment and income growth by developing economies, emerging
market countries and nations in transition. Thus they have liberalized their FDI regimes
and investment frameworks and vigorously pursue policies to attract foreign investment
(OECD, 2002). For instance the challenge of how best to pursue domestic policies to
optimize the benefits and gains of foreign presence in their domestic economy in the
form of FDI has received a lot of attention. However despite the impact of FDI,
empirical evidence on the determinants of FDI inflows and host country economic

improvement has been elusive.

According to Ajayi (2006) there are quites a lot of studies on the theoretical
determinants of FDI which have among others factors emphasized governance failures,
problems of policy credibility, macroeconomic policy failures, and poor liberalization

policies etc. as deterrents to FDI flows. In a survey of the evidences on the various



determinants of FDI in Africa, Ajayi (2004) in Ayayi (2006) identifies the following
market size and growth, labour force skills and cost, good infrastructure, country risk
factor, economy openness, institutional environment, natural resources availability,
investors concentration (agglomeration), return on investment, contract enforceability

and judicial transparency, macroeconomic stability and sweetener policies.

An x-ray of literature on FDI shows the combination of factors that have been identified
as responsible for FDI inflow in an economy. These have been revealed from the
empirical determinants of FDI literature in economic growth and development nexus.
These factors according to FDI literature include; capital accumulations and productivity
growth, human capital, macroeconomic stability, political stability, policy credibility,
increased openness of an economy. Others are infrastructural development, appropriate
size of government sector, international competitiveness and outward oriented trade
policiess, education attainment, economic development, financial development, trade

openness, sound macroeconomic policy and per capita income.

Furthermore, a survey of literature also reveals that the role of government
infrastructure, market size, market growth, established bilateral trade, openness of the
host country bilateral investment policies, cultural proximities, corporate tax and quality

of institution are also important determinants of FDI.

From the literature surveyed, the factors which applied to the Nigerian economy as
important determinant of FDI inflows include market size, real exchange rate, political

factors, endowments of natural resources, openness of the economy, macroeconomic



risk factors in terms of inflation and exchange rate, deregulation of the economy,
political stability, trade openness, infrastructural development, appropriate size of
government sector and international competition as well as government investment
policies.

1.3 Aims and objectives

The role of FDI in stimulating economic growth is well documented and generally
accepted. Most earlier studies on FDI in Nigeria has always focused on the relationship
between FDI and economic growth while other researchers attempt to focus on FDI and
economic development and quite a few focused on the determinants and impact of FDI

on economic growth and development.

This thesis will seek to generally investigate FDI in the Nigerian economy. Specifically,
it will focus on the long-run empirical determinants of the FDI inflow into the Nigeria
economy. This thesis contributes to FDI literature in the sense that it critically
investigates the major determinant of FDI in the Nigerian economy on the base of
empirical literature of FDI in Nigeria. These include market size, the openness of the
economy in terms of its bilateral trade policies, variables of macroeconomic risk factors
such as inflation rate, real effective exchange rate, interest rate, deregulation and
political stability. A major innovation of the research study is the utilization of JMulTi in

the model estimation process.



Chapter 2

REVIEW OF EMPIRICAL AND THEORETICAL

LITERATURE

2.1 Introduction

Explaining economic development remains one of the fundamental questions in
economics and has generated quite a large volume of empirical research. Foreign direct
investment has been described as an integral part of an open and international economic
system and a major catalyst to development (OECD, 2002). It is natural to argue that
FDI can convey great advantages to host country thereby stimulating an FDI lead —
Economic development (Ayanwale, 2007). It is nowadays accepted that FDI plays a key
and significant role in the industrial development of both developed and developing
economies and help in boosting the growth in their economies through for example

through growth in total factor productivity (Bartels and Crombrugghe, 2009).

Despite the perceived merit of FDI, empirical evidences on the determinants of FDI
remain ambiguous and debatable. A plethora of studies have been conducted on the
determinant of FDI inflows in developing economies over the past decade. The first
group of studies has provided the theoretical rationale for the effect of FDI inflow on the
host country economic growth and development which is known as the FDI —Led

growth nexus (Balasurbramanyam, 99; Alfaro, 2006; OECD, 2002; Ahmed et al 2007;



Pradhan,2009, Olayiwola,2006). The second group of studies focus on the determinants
and impact of FDI on GDP in the host economies (Akinlo, 2004; Asiedu, 2005; Ajayi,;

Ayanwale,2007; 2008; Dinda, 2009; Nurudeen 2010).

2.2 Empirical Studies on the Determinant of FDI

A wide range of studies is available in literature on the determinants and impact of FDI
on a host country economic improvement. Most of the studies focus on the overall effect
of FDI on macroeconomic growth and other welfare-enhancing processes, and on the
channels through which these benefits take place and is transmitted (OEDC, 2002).

It is important to note that the review of literature will explore studies on the empirical
determinants of FDI inflows in host country economies and the FDI led Economic
improvement nexus. It is in this nexus that the major and significant determinants of a

FDI are revealed.

De mello (1997) in Bello (2010) conducted time series test using a panel data of a
sample of 15 developed and 17 developing countries from 1970 to 1990. He reported a
strong positive relationship between FDI, capital accumulation and productivity growth.
Borenszten et al (1998) according to Pradhan (2009) identified the availability of human
capital in host countries as an important determinant of FDI to that country. Obwona
(2001) in Bengoa and Rhodes (2003) suggest that for FDI to have positive impact on an
economy, the host economy must have macro economic and political stability, policy

credibility and increase in the openness of the economy.



Norris etal (2010) noted that the reduction in borrowing costs and positive real-side
external factors are increasingly important driver of FDI outflows to low incomes
economies. Norris et al (2010) also identified economic fundamentals, the strength of
economic reforms, and a commitment to macroeconomic discipline as crucial

determinants of the growth dividends of FDI.

Udoh and Egwaikhide (2008) in their studies on FDI in Nigeria between 1970 and 2005
using the GARCH model found that exchange rate volatility and inflation uncertainty
exerted significant negative effect on FDI. Their study also revealed that infrastructural
develoment, appropriate size of government sector and international competitiveness are

crucial determinant of FDI inflows into the Nigerian economy.

Balasurbramanyam et al (1999) examined the role which FDI can play in the growth
process in the context of developing countries with divergent trade regime within a
growth theory framework. The study utilizes a cross sectional data relating to a sample
of 46 developing countries to test the hypothesis according to which the beneficial and
positive effects of FDI in terms of enhanced growth is stronger in those countries that
pursue an outward oriented trade policy than in those that adopts an inwards oriented
policy. The result shows that the growth enhancing effect of FDI are stronger in

countries which pursue an EP policy than in those that follow an IS policy.

Carkovic and Levine (2008) examine the acceleration effect of FDI using a generalized
method of moment panel estimator (GMM) from 1960 to 1995 and dynamic panel

procedure with five year averaged data. They examined if the growth effect of FDI



depends on the recipient country’s level of education attainment, economic
development, financial development and trade openness. They noted that while sound
macroeconomic policies may spur both growth and FDI, their result indicated an
inconsistency with the view that FDI exert a positive impact on growth that is dependent

on other growth determinants.

Furthermore Shan et al (1997) studied separately FDI led growth hypothesis using
econometrics evidence from China. Their study re-examined FDI led growth hypothesis
in the case of China, a country which has become one of the major recipient of FDI in
the world. They employed a quarterly time series data and a vector auto regression
model (VAR) applying the granger no-causality procedure. Their result indicates a two

causality running between industrial growth and FDI inflow for China.

Herzer (2006) using a time series and panel co integration test on FDI and growth with
the aid of a bi-variate model revealed that there is no clear association between the
growth impact of FDI and the level of per capita income, the level of education, the
degree of openness and the level of financial market development in the developing
countries. Ahmed et al (2007) however using evidence from Sub-Saharan African
country on the causal link between export, FDI and output observed a causal link
between FDI- export and FDI income. He noted that FDI has contributed to higher

economic growth directly and indirectly.

Ajayi (2006) in his study on FDI and economic growth in Africa underscore the

significance of FDI from the perspective of bridging the gap of Africa’s low saving rate

10



and need to meet the millennium development goals (MDG). The study showed that FDI
in African is influenced by push factors mainly growth and interest rate in the
industrialized countries while the pull factors consist mainly of the host countries
characteristics. Bartel et al (2007) also found that third country effects are significant in
attracting FDI lending support to the existence of various modes of FDI. Globerman and
Shapiro (2002) revealed the role of government infrastructure and human capital as
important determinants of FDI while Antonakakis and Tond (2010) emphasized the role
of market size, market growth, established bilateral trade, openness of the host country
bilateral investment policies, cultural proximities, corporate tax and the quality of
institution as important determinants of FDI. Some studies also reveal that FDI inflow is
influenced largely by natural resource endowments in their host countries (Haile, 2006;

Asiedu 2005).

Barthel (2008) also in his studies on the characteristic and determinants of FDI in Ghana
using a qualitative and quantitative method based on data from the World Bank
emphasis the growth enhancing capability of FDI and noted that the most important
factor attracting FDI to a country are macroeconomic and political stability. In the same
vein Abosi (2008) using OLS and error correction model highlighted GDP per capita
and openness as having positive impact on FDI while infrastructure like telephone have

negative impact on FDI in Ghana.

Preferment and Madarassy (1992) in Maclean et al (2008) outlined the following as

some of the determinants of foreign direct investment; the domestic market size of the

recipient country, capacity utilizations of existing plants, the level of fiscal deficits, price

11



level or inflation rate, exchange rate volatility, general level of interest rates and

macroeconomic policies and institutional factors.

Demirhan and Masca (2008) in their studies on the determinants of FDI inflows to
developing countries using a cross sectional analysis identified the growth rate per
capital, telephone main lines and degree of openness to positive and significant

determinants of FDI while inflation and tax rate to be negative determinants.

Furthermore, Chakrabarti (2001) in his research on the determinants of FDI using
sensitivity analysis of cross country regression provided strong support for the
explanatory power of the market size, tax, wage, openness, exchange rate, tariff, growth

rate of GDP, trade balance as key and highly significant to attracting FDI.

Cleeve (2004) in his study on the effectiveness of fiscal incentive to attracting FDI to
Sub-saharan African countries using a multiple regression analysis provided support for
fiscal incentive to attracting FDI to SSA after controlling for the traditional, political,

institutional and policy variables.

Alba and Garde (2008) in the work on a new look at host countries determinants of FDI

inflows a log model regression analysis observes that inward FDI is determined by

economic factors, quality of business environment and the quality of governance.

Hasen and Glanluigi (2007) using a panel data and a regression technique in their studies

on thedeterminant of FDI in AMU countries noted that trade openness and foreign

12



market are not significant for FDI inflow in the AMU countries and exchange rate also
has a negative impact while growth of market size and existing stock of FDI are
significant. Asiedu (2002) also in her research indicated a mixed result for the
determinant of FDI in developing countries. But Numenkamp and Spatz (2002) using a
spearman correlation coefficient and panel data regression model identified traditional
market determinants as dominants factors of FDI. Also lankhuizen (2009) using a
gravity model and panel data in his study on the determinants of FDI identified market
size, institutional quality, human capital, climate and macroeconomic factor as important
determinant. Lvna and Highfoot (2006) using a multiple regression as highlighted
market size, labour quality, progress of reforms and the degree of openness as important

determinant of FDI.

Haile and Assefa (2006) using a time series analysis revealed that the growth rate of real
GDP, export orientation and liberalization also have a positive impact on FDI while
macroeconomic instability and poor infrastructure has negative impact on FDI. Abdul
(2007) using panel data and regression analysis further reveal that large domestic
market, high growth rate, modern infrastructure and friendly business environment are
important in attracting FDI. In the same vein, Mottaled and Kalirajan (2010) using a
panel data analysis also support the view that countries with larger GDP and high
growth rate, higher proportion of international trade and more business friendly

environment are more successful in attracting FDI.

In another separate study, Rusikees (2007) using the johensen cointegration identify

openness, exchange rate and financial development as important long run determinants
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of FDI and regarded market size as a short run determinants while Villanger (2007)
using a panel data analysis, identified institutional quality and democracy as important

determinants of FDI in the services sector than investment risk and political stability.

Thus Ibrahim and Sadiat (2009) in their research on the determinants of FDI in Nigeria
between 1970 and 2006 using a co integration test reveal that the major determinants of
FDI in Nigeria are market, real exchange rate, political factor thereby validating
theoretical positive expectation on the FDI-growth nexus. Dauda (2009) in his empirical
investigation into the factors attracting FDI to Nigeria also between 1970 and 2006
applying a vector error correction model noted that endownment of natural resources,
openness, macroeconomic risk factor like inflation and exchange rate are significant

determinants of FDI in Nigeria.

Nurudeen (2010) in his own studies on the determinants of FDI in Nigeria also
employed a vector correction technique to analyze the relationship between FDI and
growth and its determinants in Nigeria. The study further reveals that market size of host
country; deregulation, political instability and exchange rate depreciation are the main

determinants on FDI in Nigeria.

Adelopo et al (2010) examined the impact of FDI in Nigeria using time series analyses
from 1996 to 2006 and however observed a negative relationship between the size of
Nigeria and the inflows of FDI. Although Adelopo et al (2010) notes that Nigeria is one
of the highest recipients of FDI in Africa, they noted that her share is still low compared

to other countries of its size and richness in natural resources. Their findings indicated
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that a macro economic indicator such as the level of inflation, exchange rate movement

and trade openness have positive impact on FDI in Nigeria.

According to Ajayi (2006) there are many studies on the theoretical determinants of FDI
and with a large though inconclusive econometric literature on the determinants of FDI.
He notes that the studies have among others emphasized governance failures, problems
of policy credibility, macroeconomic policy failures, and poor liberalization policies etc.
as deterrents to FDI flows. In a survey of the evidences on the various determinants of
FDI in Africa, Ajayi (2004) in Ayayi (2006) identifies some array of factors as important

determinant of FDI.

The review of literature thus shows the multitude of factors that have been identified as
responsible for FDI inflows in an economy which has been revealed from studies on the
empirical determinants of FDI and FDI -led economic growth and development nexus.

Finally Udoh and Egwaikhide (2008) opine that the flow of FDI to developing countries
is influenced by numerous factors which a complex and interrelated. Their investigation
indicates that the determinants of FDI can be grouped into two broad categories; ‘push

factors’ and the “pull factors’.

The ‘push factor’ focuses on the direction of capital flows on the international front
such as a fall in international interest rates, business cycles in industrial countries and a
rise in international diversification (Calvo and Reinhart, 1998 and Calvo, et al, 1996) in
Udoh and Egwaikhide (2008). The ‘pull factors’, on the other hand, trace the causes of

capital flows to domestic factors such as autonomous increases in domestic money
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demand and increases in the domestic productivity of capital (Haque, Mathieson and
Sharma, 1997), improvement in external creditor relations, adoption of sound fiscal and
monetary policies and neighbourhood externalities (Calvo, et al, 1996) in Udoh and
Egwaikhide (2008). On the domestic front, macroeconomic performance, the investment
environment, infrastructure and resources and the quality of institutions have been

identified as the key determinants of FDI (Udoh and Egwaikhide, 2008).
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Table 1:

Summary of past finding and result.

Author.

Estimation

Technique.

Model Variable

Result/Determinant Of FDIS.

Borenszten et al

Cross country

FDI,stock of human capital, initial

Regression GDP per capital, government Availability of human capital in host
(1998) in pradhan
Framework (69 consumption, foreign exchange country
(2009)
countries) and distortion
RGDP, Trade, interest rate,
inflation, volatility, general
government final consumption, Infrastructural development,
Udoh and GARCH model
political stability, credit, appropriate size of government sector
Egwaikhide (2008) | (1970-2005)

phone(telephone per1000), Real

domestic interest rate

and international competitiveness




Cross sectional data

Labour input, domestic capital

FDI are attracted more in EP policy

Balasurbramanya
approach (46 stock, stock of foreign capital, oriented countries than in IS policy
m et al (2008)
countries) export, technical progress. oriented country.
Recipient country’s level of education
Carkovic and Levin | Moment panel Real GDP, conditioning Set of

attainment, economics development,

(2008) estimator (1960-1995) | variables.
financial development, trade openness
Ln(employee,), formal training,
Probit model
education, experience, finance,
Qualitative and
Barthel et al (2008) ban credit, value added per Macroeconomics and political stability

qualitative method

(54)

worker, investment, export,

market share, import

Ibrahim and Sadiat

(2009)

Co integration test

(1970-2006)

RGDP(market size), GGDP
(growth potential), openness, real
exchange rate, exchange rate,

political factor

Real exchange rate and political

factors




Vector Error

market size, exchange rate,

inflation rate, openness,

Endowments of natural resources,

Dinda (2009) Correction. (1970- macroeconomics risk factor, openness and macroeconomics risk
2006) inflation rate, exchange rate, factor (inflation and exchange rate)
openness, natural resources
Market size, deregulation,
Vector Correction Market size of host country,
political regime, openness,
Nurudeen (2010) Technique (1977- deregulation, political instability and

2006)

inflation rate, exchange rate,

infrastructure development

exchange depreciation

Adelopo et al (2010)

Time Series Analysis

GDP(market size), GGDP
(growth potential), Inflation,
Exchange rate, openness and
indicators for corporate

governance

Macroeconomic indicator such as
the level of inflation and exchange

rate movement and trade openness




Ajayi (2004)

Qualitative Analysis

Push factor-growth and interest
rate Pull factor-host country

characteristic

Size of the market, growth cost
and skill of labour force,
availability of good infrastructure,
country risk, openness of the
economy, institutional
environment, availability of
natural resources, concentration of
other investors, return on
investment, enforceability of
contract and transparent of
judicial

system, macroeconomic stability
and availability of sweetener

policies.




Ayanwale (2007)

OLS and SLS method

(1970-2002)

ROI on capital, infrastructure
development, openness, political
risk factor, government size,

human capital, inflation

Market size, infrastructure
development, stable monetary
policy are FDI inducing but
openness and available human

capital are not FDI inducing

Demirhan and

Cross Sectional

Analysis of 34

Growth rate of per capita GDP,
inflation rate, Telephone line per

1000 people measured in log,

Growth rate per capita, telephone
main line and degree of openness

have positive signs and

Masca(2008) countries. (2000- labour cost per worker, degree of | statistically significant; inflation
2004) openness, risk and corporate tax rate tax rate present negative sign
rate. and statistically significant.
EBA and x-variable shost country per Significant support for the
Cummulative capita GDP, market size. I- explanatory power of the market
Chakrabarti (2001)

distribution function.

(135 countries)

variables- host country wage,

openness, real exchange rate,

size, tax rate, wage, openness,

exchange rate, tariff, growth rate




tariff, trade balance, growth
rate, of real GDP and tax

rate. Z-Variables- all I-variables
and inflation, budget deficit,
domestic investment, external
trade, government consumption,

political stability.

of GDP and trade balance.

Cleeve (2004)

Multiple regression
analysis using pooled
data (16 SSA

countries, 1990-2000)

Fiscal incentive, market size and
growth, physical and human
capital development, policy and

institutional variable.

Provide support for the fiscal
incentive to attract FDI after
controlling for the influence of
traditional, political, institutional

and policy variable.

Alba and Garde

(2008)

Regression Analysis

(Log model)

Variable on doing business,

inflation rate, real exchange rate,

Inward FDI is determined by

economic factor, quality of




(113 countries)

interest rate, productivity

indicator, governance indicator.

business environment and the

quality of governance.

Hasen and

Glanluigi (2007)

Panel data study using
simultaneous equation
regression. (1970-

2006)

Domestic real GDP, import as
% of GDP, trade openness,

Government expenditure as a
proportion of GDP, exchange

rate and inflation

Trade openness and foreign
market are not significant for FDI
inflow but the growth rate of
market size and existing stock of
FDI are significant. exchange rate

have opposite sign.

Asiedu (2002)

OLS Estimation with
panel study and cross
sectional analysis
(cross sectional data
1988-1997, panel data

3 years)

Return on investment in the host
country, infrastructure
development, openness of

host country, political risk,
financial depth, size of
government, inflation rate

and growth rate of GDP.

Estimation result indicate a mixed

result.




Numen kamp and

Spatz (2002)

Spearman correlation
coefficient and panel
data regression

(28 countries)

Trad