


THE IMPACT OF MACROECONOMIC VARIABLE ON FOREIGN DIRECT INVESTMENT IN NIGERIA

Abstract
This study used macroeconomic data to examine Nigerian FDI inflows and outflows from 1986 to 2023. The ordinary least squares (OLS) model estimated that GDP, exchange rate, and interest rate influenced gross fixed capital creation in the short term, but inflation and money supply did not. In the short run, inflation, GDP, and exchange rates correlated positively with gross fixed capital creation, whereas money supply and interest rates correlated negatively. Short run macroeconomic variables impact FDI in Nigeria either negligibly or significantly. Foreign direct investment is essential to macroeconomic growth, hence the government should maintain price stability and a stable macroeconomic climate.  Nigeria needs a strong currency policy to attract FDI by keeping exchange rates stable, and monetary policy should decrease interest rate swings.	Comment by Shashidhar Kadaba: Complete this sentence fully ..?	Comment by Shashidhar Kadaba: Foreign direct investments are essential to microeconomic growth, hence…. Make the sentence in plural form and correct the grammar. 	Comment by Shashidhar Kadaba: Fluctuations…use proper terminology and language corrections. 
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1. Introduction
Academics, government officials, and policymakers worry about macroeconomic factors and diminishing foreign investment in a booming economy (Dada, Daramola & Shittu, 2020). Economic growth can come from foreign and domestic investments (Das, 2018). Countries that cannot spend extensively have weaker economic growth. A country relies on foreign capital when domestic investments exceed actual savings. This foreign money injection helps many capital-poor nations narrow the savings-investment gap. Foreign direct investments are a major source of funding (Ajayi, Akinbobola, Okposin & Ola-David, 2016). Foreign direct investment (FDI) improves global capital flows by closing savings and investment gaps and increasing local resources for development in poor nations (Nwagu, 2023). The level of foreign direct investment coming into Nigeria is influenced by government trade policies such as tax policy, trade openness, and payment balances (Bamidele et al. 2024). Foreign direct investment is crucial to a nation's economy (Origin & Ubah, 2022). Nigeria's monoculture economy relies on oil. Nigeria must diversify its economy beyond oil and construct a competitive finance, manufacturing, and non-oil sector to build global value chains and enhance local productivity. The country's economy isn't varied enough for FDI. Nigeria's advantageous tax structure, abundant natural resources, cheap labour costs, and mostly privatised economy encourage FDI (Okwu, Oseni & Obiakor, 2020).  The lack of long-term project capital is another hallmark of the Nigerian economy. Capital accumulation is essential for economic prosperity in every country. Lack of capital accumulation causes economic stagnation and growth in many countries. Nigeria has a low savings rate due to high poverty, a weak banking system, and a lack of entrepreneurship (Anyaegbunam, Adigwe, Ekezie & Ibegbulam, 2019). These causes cause capital gaps. Thus, enterprises lacking investment capital hinder economic progress. Foreign direct investment helps raise investable capital. Emerging economies like Nigeria need on FDI for primary and supplemental investment due to low savings rates and liquidity limitations (Ijirshar, Anjande, Fefa, & Mile, 2019). FDI brings cutting-edge tech and managerial capabilities, which may enhance local productivity, generate employment, slash manufacturing prices, and raise incomes, according to Ugwuanyi, Efanga, and Okanya (2020). FDI boosts human capital by increasing economic activity and skilled labour. Lack of transport and energy infrastructure, notably power outages that raise operational costs, prevents foreign direct investment from entering Nigeria, despite its numerous benefits. A high tax burden, an incompetent court, uncertain dispute resolution systems, economic susceptibility to global oil markets and energy prices, and insecurity have discouraged FDI that might have grown Nigeria's economy. This has increased poverty and unemployment nationwide. Nigeria's economy is fragile due to many shocks to the variables (Nwagu, 2023). The reduction in global oil prices has cut Nigeria's GDP growth rate and external reserves, raising inflation and weakening the naira, which worries foreign investors. According to an OECD research, domestic macroeconomic swings have caused FDI to diminish in developing economies like Nigeria (OECD, 2019). Nigeria's macroeconomic environment and FDI have been extensively studied. Emenuga (2019) states that real exchange rate, interest rate, inflation, and money supply (M3) shocks strongly impact FDI. Adebayo et al. (2021) found an inverse relationship between Nigerian inflation, prime lending, and economic growth. According to Onakoya (2016), Nigeria's money supply, interest rates, inflation, and currency rates inhibit FDI. Karau and Ng'ang'a (2019) say debt servicing, financial and human resource expansion, and currency rates affect FDI in Kenya. Studies by Ukachukwu and Odionye (2020), Şıklar and Kocaman (2018), and Kwoba and Kibati (2016) indicate a high correlation between macroeconomic dynamics and FDI, despite inability to pinpoint the most significant determinants. 	Comment by Shashidhar Kadaba: Countries that cannot spend extensively, have lesser economic growth.	Comment by Shashidhar Kadaba: Need referencing for this statement	Comment by Shashidhar Kadaba: Incurred at ……language correction please	Comment by Shashidhar Kadaba: Referencing please	Comment by Shashidhar Kadaba: From here on make a separate section as Background	Comment by Shashidhar Kadaba: technology	Comment by Shashidhar Kadaba: referencing please
	Comment by Shashidhar Kadaba: expand this short form,…
  Almost since Nigeria was founded, there has been an economy. Since the 1980s, Uwubanwen and Ogiemudia (2016) have worried about productive investments' value and quality. Thus, numerous Nigerian governments have undertaken economic measures to enhance output capacity and achieve economic autonomy. The 1992 National Office for Technology Acquisition and Promotion (NOTAP), 1970 Industrial Inspectorate Act, and 1979 National Industrial Property Act are examples. Despite concerns about balance of payments (BOP) issues, foreign direct investment (FDI) can boost economic growth in underdeveloped nations like Nigeria. FDI capital, technical expertise, and finance are desperately needed in this country.  Politicians and economists dispute on whether FDI helps developing nations. Some believe the fashion business harms children's development (Flora & Agrawal, 2017; UNCTAD, 2018), while others disagree. The Nigerian economy had many challenges when the 1980 oil boom ended, according to Giwa, George, and Okodua (2019): Issues include unsustainable balance of payments deficits, an increasing debt stock, and a heavy foreign sector loan servicing load. Inside, many fretted about massive budget deficits, rising unemployment, and high inflation. In 1981, debt totalled N11,192.60 million, including N2,331.20 million owing abroad. The country's external debt quadrupled from 1986 to 1987, from N41,452.40 million to N100,789.10 million. The issue resurfaced in 2005 when Nigeria's foreign debt hit N2,695,072.20 million. We owe N451,461.70 million less than before the 2006 debt reduction plan. Since then, debt has grown to N560,900.00 million in 2013. Manufacturing investment plummeted, hurting real production and income per capita (Kowo & L'ubica, 2023). Despite 1986's structural adjustment program (SAP) to attract foreign direct investment (FDI), these issues continue. Should FDI into Nigeria not be adequate to solve these issues, or should African funds have been invested in Nigeria? Nigeria's real GDP fell from N205,222.0 billion to N201,036.27 billion from 1981 to 1985, then rose to N204,806.54 billion in 1986. From 1988 to 2013, real GDP rose from N219,875.63 billion to N923,586.40 billion. Due to low income, Nigeria's domestic savings and investment are far apart. Nigeria is encouraging investment, which analysts say is essential to economic progress. Nigeria's economy has suffered from inadequate development project finance. Nigerian savings rose steadily from N14,471.17 million in 1981 to N111,112.31 million in 1992. The value rose from N878,457.27 million in 2000 to N11,034,940.93 million in 2010. 2013 savings totalled N17,548,421.2 million. Nigeria's reliance on oil, which fluctuates in global prices, has caused financial instability and prevented the government from achieving its development goals, according to Kowo and L'ubica (2023). Despite changes by many governments, Nigeria has struggled to attract foreign direct investment (FDI), which may fix its savings and trade deficits. Mining has gotten the most FDI, whereas agriculture, construction, and building and construction have received less. The literature on this practice's pros and downsides is also divided. Okegbe, Ezejiofor, and Ofurum (2019), Khun (2019), Ugwuanyi, Efanga, and Ogochukwu (2020), Chete, Olanrele, and Angahar (2024), and Ariwa and Okafor (2024) reported favourable results, however others found negative results. In their study, Emanalom, Nwabeke, and Sampson (2022) identified positive and negative associations. This study examines FDI in Nigeria and macroeconomic issues. This study expands on previous research by using short- and long-term analytical methods to show how macroeconomic factors impact FDI in Nigeria. This study will help the Nigerian government predict macroeconomic issues. Public policies to entice FDI to Nigeria dominated the research. This will help Nigerian monetary authorities manage the economy and revise regulatory bodies and government policies. It will also assist researchers balance macroeconomic considerations with Nigerian FDI.	Comment by Shashidhar Kadaba: complete the sentence and make it meaningfully	Comment by Shashidhar Kadaba: Grammer and spellings corrections	Comment by Shashidhar Kadaba: Referencing is required	Comment by Shashidhar Kadaba: Complete this sentence meaningfully	Comment by Shashidhar Kadaba: Spellings correction	Comment by Shashidhar Kadaba: ???	Comment by Shashidhar Kadaba: Please write the aim and objective of the study in specific points.
2.0. Literature Review
2.1. Conceptual Literature
2.1.2. Macroeconomic Variable
Macroeconomic factors indicate economic trends (Ariwa & Okafor, 2024). Keynes recognised GDP, interest rates, currency exchange rates, inflation, and money supply as macroeconomic variables that affect foreign direct investment (FDI), a key economic indicator. GDP evaluates an economy's health, which influences people's level of life (Karimo, 2020). The exchange rate is also a macroeconomic variable since it impacts a country's inhabitants' buying power compared to its trade partners. Nigerians have less buying power than Americans due to the dollar's better exchange rate (Osemene & Arotiba, 2018). Interest rates describe the cost of borrowing money in cash, credit, bonds, stocks, or government mortgages. High interest rates indicate economic growth, but faster rate hikes indicate inflation. An economy can experience inflation when aggregate demand exceeds aggregate supply (Ariwa & Okafor, 2024). This happens when living costs and vital commodities like crude oil rise. Macroeconomic stabilisation relies on money supply expansion.	Comment by Shashidhar Kadaba: English correction please
Gross Domestic Product
GDP, which quantifies the value of completed goods and services generated in an economy over time, might indicate its volume and productive capability (Callen, 2020).  GDP growth rates, the main macroeconomic statistic, affect policy and investment (World Bank, 2018).  GDP must grow faster than population to enhance living standards and per capita incomes.
Exchange Rate
This exchange rate determines a country's currency worth (Gilbert, 2017). Higher currency rates influence the buying power of the lower-rate countries. The dollar's higher exchange rate gives Americans more buying power than Nigerians. A declining exchange rate is thought to encourage foreign direct investment by making the host country's assets cheaper, lowering manufacturing costs, and increasing foreign investors' wealth. The counterargument claims that a decreasing local currency might deter foreign investors from investing in the country. As the local currency strengthens, repatriating revenues and dividends to the parent business in foreign currency increases, attracting foreign direct investment.
Interest Rate
Interest rates affect the opportunity cost of lending or borrowing money over time (Mgbangun, Ene & Nasamu, 2024). An economy's interest rates effect borrowing costs and investment yields, in opposing directions. High interest rates may discourage local investment while attracting international investment from low-rate nations to high-rate ones (Odionye, Ojiaku & Uba, 2023). Central banks use interest rates to regulate inflation, capital flows, currency exchange rates, and economic growth, according to Taylor (2019). Low interest rates boost investment and spending, which grows the economy and creates employment, while higher rates limit inflation and demand.
Inflation 
Economics uses "inflation" often but misinterprets it (Davison, Cajetan & John, 2024). Despite disagreements, economists agree that inflation is a long-term price increase. Inflation occurs when prices for goods and services rise over time. Bryne and Zekaite (2021) define inflation as rising prices. Percentage changes in the consumer price index measure inflation. The consumer price index (CPI) measures the average price of goods and services purchased by a random sample using data from quarterly consumer surveys.
Money Supply
The economy is affected by money supply growth or contraction (Davison, Cajetan & John, 2024). Ahuja and Jaswal (2020) define money supply as the whole availability of monetary instruments for economic activity. There is no faster way to increase economic growth or price stability than raising the money supply. All currency in circulation is termed the money supply. This includes public cash and commercial banks' demand and time deposits.
Foreign Direct Investment
Foreign Direct Investment (FDI) involves investing to acquire a majority stake (at least 10% equity) in a foreign firm (Babatunde et al., 2020). Capital allocation and company formation in emerging nations are merely the beginning of cultural, technical, diversity, preference, and creative business method exchange. “Foreign Direct Investment” (FDI) typically means investing in a firm in a different economy. The investor should have a large say in corporate management (Okwu, Oseni & Obiakor, 2020). Multinational firms take control loaned businesses through foreign direct investment. Investors in a portfolio may not have control over how their money is spent. In recent years, FDI has become an important avenue for cross-border money, expertise, and asset transfers. Foreign direct investment (FDI) involves investing in a foreign firm to buy a long-term share (Origin & Ubah 2022). Due to its reliability as a financing source for developing nations, consistent Foreign Direct Investment and long-term economic growth have garnered attention in a period of unpredictable global capital flows. Foreign direct investment has improved the balance of payments in numerous African countries, including Nigeria. FDI supports a host nation's economy in several ways, direct and indirect. Investment and consumption have long been regarded crucial to a nation's spending. Investment levels strongly influence economic growth, development, employment, and productivity (Okegbe, Ezejiofor & Ofurum, 2019; Okwu, Oseni & Obiakor, 2020).  Long-term growth and development require FDI to enhance local investment. Governments have tried to rescue their economy from the economic crisis by introducing equity and other FDI policies.
Gross Fixed Capital Formation
Gilbert (2017) states that the country's actual asset value will increase savings, investment, and wealth creation. It's a savings account for future real sector productive operations that will boost the nation's physical capital assets. Total a producer's purchases minus fixed asset sales during the accounting period to compute gross capital creation. Include value increases from non-produced assets such subsurface assets or land with considerably enhanced quantity, quality, or productivity or institutional units' productive activities. Capital output increases savings, which boosts private savings. Saving increases gross domestic investment (GDI), which boosts GDP through tax income.	Comment by Shashidhar Kadaba: Please write this in equation form for better visualization 
2.2. Theoretical Review
Neoclassical Theory 
Solow (1956) and Swan (1956) proposed the idea, linking the current account to the savings and investment gap from national income accounting. Investment choices and savings rates are crucial factors in evaluating capital flows as the capital account and current account are identical. According to a number of respected economists, "capital flows are conventionally regarded as the financial counterpart to savings and investment choices, consistent with the narrative of capital flowing 'downhill' from capital-abundant nations with lower rates of return to capital-scarce nations with higher returns (Feldstein & Horioka, 1980)." This approach focusses on net capital flows since they cover a country's borrowing needs. On this basis, most international macroeconomics capital flow discussions have been carefully addressed.
3.0. Research Methods	Comment by Shashidhar Kadaba: How was the data collected? Please write 
Retrospective, cross sectional, descriptive study data collected from websites, using statical models with hypnosis drawn for conclusions in the study…
What is the study variable and sample size…please mention those details 
3.1. Model Specification
The study adopt the model that is built based on the modification of the model used in the study carried out by Davison, Cajetan and John (2024). The model is expressed functionally in its original form as:	Comment by Shashidhar Kadaba: Adapts 	Comment by Shashidhar Kadaba: Past tense please
FDI = f(INFR, MOS) …………………………. 3.1
Where;
FDI = Foreign Direct Investments
INFLR= Inflation Rate
MOS = Money Supply
However, this study makes modifications to the model by capturing the effect of macroeconomic variables on foreign direct investment in Nigeria by adopting inflation rate, Money supply, gross domestic product, exchange rate as proxy for macroeconomic variables and interest rate will be adopted as control variable while gross fixed capital formation will used as a measure of foreign direct investment. Hence, the modified model is stated equation below:
GFCF = f(INF, MS, GDP, EXCR, INT) ……………………………………. 3.2
This model can, for simplicity, be stated in the econometric form of equation as depicted equation 3.2:
GFCF	=	β0 + β1INF + β2MS + β3GDP + β4EXCR+ β5INT + µ………. 3.3
Where;
f	=	Functional Notation	Comment by Shashidhar Kadaba: Table insertion of 3 please ….Sl.NO, Particulars, symbols.
GFCF	=	Gross Fixed Capital Formation
INF	=	Inflation Rate
MS	=	Money Supply
GDP	=	Gross Domestic Product
EXCR	=	Exchange Rate
INT	=	Interest Rate
µ	=	Error term
β0	=	Constant Parameter
β1- β5	=	Coefficients of Regression
4.1. Data Analysis and Interpretation	Comment by Shashidhar Kadaba: Data has to be in numbers with tables and columns along with graphs too which needs interpretations in a comprehensive way, please rework this section.
Long-term effects of macroeconomic determinants on FDI in Nigeria from 1986 to 2023 were assessed using the ordinary least squares (OLS) model with mixed integration orders. The study found that interest rate (INT), GDP, inflation rate (INF), money supply (MS), and gross fixed capital formation (GFCF), which proxied the dependent variable, were explanatory. Interpreting and analysing study results takes up this entire section.
Ordinary least square Results
The long run result of the model obtained through the use of the ARDL technique as presented in table is summarized below in table 1:
Table 1: Ordinary least square Result
	Variable
	Coefficient 
	Std. Error
	T-Statistics
	Prob.

	LNINF
	0.108094
	0.057612
	1.876240
	0.0698

	LNMS
	-0.288107
	0.184580
	-1.560877
	0.1284

	LNGDP
	0.929493
	0.228066
	4.075534
	0.0003

	LNEXCR
	0.321846
	0.107174
	3.003038
	0.0052

	LNINT
	-0.797436
	0.215814
	-3.695012
	0.0008

	C
	2.223101
	0.971890
	2.287400
	0.0289


Source: Eviews 10 (2025)
From the table 1 above, the short run equation specifying the long run relationship among the variables can be presented below as:
GFCF	= 2.223101 + 0.108094INF - 0.288107MS + 0.929493GDP + 0.321846EXCR – 0.797436INT + µ
  (0.971890)  (0.057612)  (0.184580)  (0.228066) (0.107174)  (0.215814)  
Note: The standard error statistics are those stated in parenthesis 
The short-run equation states that GFCF, the dependent variable, will increase by 2.223101 units in the long run if all other variables remain the same. The inflation rate (LNINF) and GFCF have a measurable positive association of 0.108094, indicating that a one-unit rise in inflation will raise GFCF by 0.108094 units. Gross fixed capital formation (GFCF) and the money supply (LNMS) have a negative correlation of -0.288107 units, indicating a one-unit increase in the money supply will decrease GFCF over time. A one-unit rise in GDP was associated with a 0.929493-unit increase in gross fixed capital formation (GFCF). A positive correlation of 0.321846, between the exchange rate (LNEXCR) and GFCF, suggests a short-term link. Finally, the interest rate (LNINT) had a negative correlation of -0.797436 units with GFCF, suggesting that GFCF decreased by -0.797436 units for every unit rise in the interest rate.  At 0.987565, the coefficient of multiple determination suggests that the independent variable explains most macroeconomic indices. The model represents the dependent variable effectively. 
 Validity of Hypothesis
Hypothesis One: inflation rate has no significant impact on foreign direct investment in Nigeria	Comment by Shashidhar Kadaba: Write the H0 and H1 statements please	Comment by Shashidhar Kadaba: Inflation…capital letter
According to ARDL regression, inflation rate coefficient: 0.108094 units, probability: 0.0698 (>0.05). This demonstrates that Nigeria's inflation rate has no effect on FDI (P > 0.05, 0.0698 > 0.05). Thus, the null hypothesis is accepted and the alternative rejected.
Hypothesis Two: Money supply has no significant impact on foreign direct investment in Nigeria
The ARDL regression indicated a money supply coefficient of -0.288107 units with a probability of 0.1284, more than 0.05. Thus, P > 0.05 (i.e., 0.1284 > 0.05) confirms that money supply has minimal effect on FDI in Nigeria. Thus, the null hypothesis prevails over the alternative.
Hypothesis Three: Gross domestic product has no significant impact on foreign direct investment in Nigeria
The result of the ARDL regression indicated that the coefficient of gross domestic product is 0.929493 units with probability value of 0.0003, which is less than 0.05. Therefore, P <0.05 (i.e. 0.0003 < 0.05) thereby confirming the significant impact of gross domestic product on foreign direct investment in Nigeria. Therefore, the null hypothesis is rejected while alternative is accepted.
Hypothesis Four: Exchange rate has no significant impact on foreign direct investment in Nigeria
The result of the ARDL regression indicated that the coefficient of exchange rate is 0.321846 units with probability value of 00052 which is less than 0.05. Therefore, P < 0.05 (i.e. 0.0052 < 0.05) thereby confirming the significant impact of exchange rate on foreign direct investment in Nigeria. Therefore, the null hypothesis is rejected while alternative is accepted.
Hypothesis Five: Interest rate has no significant impact on foreign direct investment in Nigeria
The result of the ARDL regression indicated that the coefficient of interest rate is -0.797436 units with probability value of 0.0008, which is less than 0.05. Therefore, P < 0.05 (i.e. 0.0008 < 0.05) thereby confirming the significant impact of interest rate on foreign direct investment in Nigeria. Therefore, the null hypothesis is rejected while alternative is accepted.	Comment by Shashidhar Kadaba: Discussion section is a requirement.
Where is the analysis and inferences from the data collected? 
4.2. Summary of the Research Findings
This paper empirically examines macroeconomic determinants and Nigerian FDI from 1986 until 2023. An ordinary least squares approach for determining variable relationships. The OLS-based short-run model indicated that interest rates and money supply negatively affected Gross Fixed Capital Formation. Gross fixed capital formation benefits from inflation, GDP, and currency rates. In the medium term, GDP, currency rate, and interest rates strongly affect gross fixed capital creation, whereas inflation and money supply have minimal effect. Over time, all elements seemed to match expectations. The study's findings can inform appropriate recommendations.	Comment by Shashidhar Kadaba: Put fourth as insights, reflection and value preposition for readers benefits as side heading and elaborate this section and re-write it. 	Comment by Shashidhar Kadaba: Justify this statement
4.3. Implication of Research Findings
This study examines FDI in Nigeria and macroeconomic issues. Except for interest rate and money supply, all OLS model parameters negatively correlated with long-term foreign direct investment in Nigeria. The study also found that all variables fit a priori predictions. In keeping with forecasts, short-term inflation and FDI in Nigeria were positively but insignificantly correlated. This shows that inflation attracts FDI, contrary to Davison, Cajetan, and John (2024).
Theory predicts that boosting Nigeria's money supply will boost FDI somewhat. Davison, Cajetan, and John's (2024) analysis supports the hypothesis that Nigeria's money supply will increase foreign direct investment.
Foreign direct investment in Nigeria shows a strong short-term association with GDP, supporting theoretical expectations. According to Davison, Cajetan, and John (2024), FDI in Nigeria will rise as GDP rises.
The exchange rate positively and considerably affected Nigerian FDI, as projected. Despite Ariwa and Okafor (2024), raising the currency rate will boost foreign direct investment in Nigeria.
 According to theory, Nigeria's interest rate would negatively impact foreign direct investment in the near future. I disagree with Davison, Cajetan, and John (2024) that hiking interest rates will increase FDI in Nigeria. Instead, it will deter long-term investment.
 All at once. GDP, exchange rate, and interest rate explain FDI fluctuations into Nigeria, but money supply and inflation rate are statistically insignificant in the short run when the probability test is used.
5.0. Conclusion and Recommendations	Comment by Shashidhar Kadaba: Write separate section as conclusion, and separate section as recommendations. Conclusion should be based on the findings as per data gathered.
Recommendation are for future improvement as suggestions from your side. 
This study used macroeconomic data to examine Nigerian FDI inflows and outflows from 1986 to 2023. The results demonstrated that macroeconomic conditions influenced Nigerian FDI in the near term in small and big ways. Following these findings, the study recommends that the government stabilise prices and the macroeconomic environment, attract FDI, create a stable exchange rate, use monetary policy to reduce interest rate fluctuations, and implement a strong foreign exchange rate policy.	Comment by Shashidhar Kadaba: Not acceptable …make it specific to your study
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