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Abstract
Aims: Foreign capital inflows have become indispensable instruments for stimulating economic activity, especially in Nigeria where domestic savings are inadequate to meet investment needs. Among the most prominent forms of these inflows are foreign direct investment (FDI), foreign portfolio investment (FPI), and diaspora remittances. These capital inflows are widely recognized for their potential to enhance GDP growth, reduce poverty, and generate employment by augmenting domestic investment, deepening financial markets, and increasing household income. However, the extent to which these inflows have effectively improved economic performance Nigeria remains highly debated and empirically inconclusive. This study therefore examined the effect of foreign capital flows on economic performance in Nigeria.
Study design: This study employed ex post facto research design.
 Place and duration of the study: This study examined the effect of foreign capital flows on economic performance in Nigeria. The scope of this study span 1998 to 2024. Time series data were obtained from World Development Indicators (WDI). 
Methodology: Descriptive and inferential (Auto Regressive Distributive Lag (ARDL) statistics were employed at 5 per cent level of significance. 
Results: The long-run ARDL analysis results for model one and two. showed that foreign capital inflows exert significant effect on economic performance. Specifically, Foreign capital inflows exert significant effect on poverty (Adj. R2 = 53.5%, F (6,211) = 28, P ˂ 0.05); foreign capital inflow had significant effect on gross domestic product per capital (Adj. R2 = 0.85; F (6.21) = 6.31), P ˂ 0.05)
Conclusion: The study concludes that poverty in Nigeria is highly persistent, with past poverty levels exerting a strong influence on current outcomes. This confirms the path-dependent nature of poverty and highlights the inadequacy of short-term or piecemeal interventions. Policy makers should encourage FDI in sectors with high growth multipliers, technology transfer, and employment generation, rather than capital-intensive projects that do not contribute to broad-based economic development.
Keywords: Economic performance, foreign capital inflows, foreign direct investment, foreign portfolio investment, remittance, poverty, unemployment.




Introduction
Economic performance reflected in the levels of gross domestic product (GDP), poverty, and unemployment remains a central indicator of development outcomes in emerging economies. In many developing countries, sustained improvements in GDP growth are expected to translate into poverty reduction and employment creation, thereby enhancing overall welfare. However, this expected linkage has not been consistently realized, particularly in economies that rely heavily on external financial inflows to supplement domestic resources. In the context of Nigeria, persistent poverty, weak GDP per capita growth, and high unemployment continue to coexist with substantial inflows of foreign capital, raising concerns about the effectiveness of these inflows in improving economic performance.
In today’s globalized economy, foreign capital flows have become indispensable instruments for stimulating economic activity, especially in developing countries where domestic savings are inadequate to meet investment needs. Among the most prominent forms of these inflows are foreign direct investment (FDI), foreign portfolio investment (FPI). These capital flows are widely recognized for their potential to enhance GDP growth, reduce poverty, and generate employment by augmenting domestic investment, deepening financial markets, and increasing household income (UNCTAD, 2023; World Bank, 2023). Nevertheless, the extent to which these inflows have effectively improved economic performance in low- and middle-income countries remains highly debated and empirically inconclusive.
Despite Nigeria’s position as one of Africa’s leading recipients of foreign capital, key economic performance indicators remain weak. Poverty levels remain alarmingly high, GDP per capita growth has been sluggish, and unemployment particularly among youths has reached critical levels. According to the World Bank (2023), more than 40% of Nigerians live below the national poverty line, while the unemployment rate stood at 33.3% in 2021, with youth unemployment significantly higher. Paradoxically, these outcomes persist alongside sizeable foreign capital inflows. In 2022 alone, Nigeria received over US$20 billion in remittances, approximately US$5.3 billion in FDI, and about US$3.4 billion in FPI (CBN, 2023; UNCTAD, 2023). The coexistence of substantial foreign inflows with poor economic performance indicators presents a critical development puzzle: are foreign capital flows genuinely contributing to improved GDP, poverty reduction, and employment, or are underlying structural and institutional weaknesses eroding their potential impact?
From a theoretical standpoint, foreign capital inflows are expected to stimulate economic performance by increasing productive investment, enhancing productivity, creating employment opportunities, and improving living standards. FDI is particularly valued for its role in technology transfer, managerial expertise, and integration into global value chains. FPI is assumed to promote financial market development and reduce the cost of capital, while diaspora remittances are often viewed as a stable and countercyclical source of income that can alleviate household poverty and stimulate consumption (Adegbite & Ayadi, 2022). However, empirical evidence from Nigeria and other African economies suggests a disconnect between the volume of foreign capital inflows and improvements in GDP growth, poverty reduction, and unemployment outcomes (Melecky & Nguyen, 2020; Adegbite & Ayadi, 2022). Against this background, the central problem this study seeks to address is the inadequate understanding of the relationship between foreign capital flows (FDI, FPI, and remittances) and economic performance indicators (GDP, poverty, and unemployment) in Nigeria.
Objectives of the Study
i. evaluate the effect of foreign capital flows on poverty reduction in Nigeria.
ii. assess the effect of foreign capital flows on GDP in Nigeria.
Research Questions
i. What is the effect of foreign capital flows on poverty reduction in Nigeria?
ii. What is the effect of foreign capital flows on economic growth in Nigeria?
Research Hypotheses
H₀₁: Foreign capital flows have no significant effect on poverty reduction in Nigeria.
H₀₂: Foreign capital flows do not have a significant effect on economic growth in Nigeria.
Lucas Paradox Capital Flight theory
The Lucas Paradox was propounded by Robert E. Lucas Jr. (1990) in his seminal article “Why Doesn’t Capital Flow from Rich to Poor Countries?” published in the American Economic Review. Lucas, a Nobel Prize-winning economist, challenged the neoclassical expectation that capital should naturally flow from developed to developing countries due to higher marginal returns in the latter. Instead, empirical observation showed the opposite: capital often flows “uphill” from poor to rich economies, manifesting as capital flight from developing nations.
The Investment Diversion Theory	
The Investment Diversion Theory is commonly attributed to the works of Stephen Hymer (1960, 1976), one of the earliest scholars to critically analyze the nature and effects of multinational corporations (MNCs) and their investments in host economies. Hymer’s doctoral thesis laid the foundation for understanding how FDI operates beyond the traditional neoclassical frameworks of capital movement. He argued that FDI is motivated not merely by interest rate differentials but by the pursuit of control and market power (Hymer, 1976). From this perspective, investment diversion occurs when foreign enterprises displace or suppress domestic firms, limiting indigenous capital formation. The Investment Diversion Theory posits that instead of complementing domestic savings and investment, FDI may divert resources in ways that hinder long-term national development.
Theoretical Framework
Foreign capital flows, including foreign direct investment (FDI), foreign portfolio investment (FPI), and diaspora remittances, play a pivotal role in shaping the trajectory of economic performance in developing and emerging economies. The theoretical foundation for understanding this nexus can be anchored on the Lucas Paradox Capital Flight theory, which interrogates why capital does not flow from rich to poor countries despite the predictions of neoclassical economic models. Robert Lucas (1990), in his seminal work, argued that developing economies, by virtue of their lower capital-to-labor ratios, should attract more foreign capital due to higher marginal returns on investment.


Empirical Literature
Adeleye et al. (2021) examined the impact of FDI and remittances on Nigeria’s economic growth (1980–2019) using OLS after stationarity tests. Findings showed FDI had a negative relationship with growth, while remittances had a positive and significant effect. The study concluded that FDI did not enhance growth as expected, whereas remittances supported economic development.
Eguru et al. (2022) analyzed foreign capital inflows and growth in Nigeria (1986–2020) using ARDL. FDI, FPI, and foreign aid positively influenced GDP per capita, while external debt and exchange rate had negative effects. FPI, FA, and EXR were significant, highlighting the importance of capital inflows and exchange rate management.
Urama et al. (2022) applied ARDL to data (1981–2020) to assess foreign capital inflows and RGDP. FDI, gross fixed capital formation, and remittances significantly enhanced growth. FDI improved productivity, capital formation boosted infrastructure, and remittances supported income and demand, promoting economic development.
Ali et al. (2022) used system GMM on 65 developing countries (1984–2014) to assess capital flows and human development. FDI and FPI negatively affected income and education, while remittances improved most indicators. Institutional quality enhanced outcomes but did not fully offset negative effects of some capital flows.
Wang et al. (2023) used panel threshold estimation across 67 countries to examine FDI and emissions. At low GDP per capita, FDI increased emissions; at higher income levels, the effect declined and became negative. The threshold was GDP per capita of USD 541.87, reflecting improved regulation and technology.
Wokekoro et al. (2024) employed ARDL (1990–2023) to assess foreign inflows and Nigeria’s misery index. FDI, FPI, and remittances significantly reduced the misery index, with remittances and FDI having the strongest impact on alleviating societal hardship.
Atakpa et al. (2024) used ARDL to examine foreign inflows and growth in Nigeria. FDI, remittances, ODA, and external debt positively affected growth in both short and long run, emphasizing the importance of capital inflows and institutional quality.
Ele et al. (2024) analyzed foreign capital flows and manufacturing output using regression and Granger causality. Inflows and outflows positively affected output, while net flows were negative. Causality ran from inflows to output, and bidirectionally between outflows and output.
Briggs et al. (2025) applied ARDL to assess FDI, remittances, and debt on HDI. FDI and remittances improved human development, while multilateral debt reduced it due to debt burden and inefficiencies. The study emphasized productive investment and reduced reliance on debt.

Abdulhadi and Titus (2025) used ECM and causality tests (1986–2018) to examine capital flows and HDI. FPI, foreign aid, and bilateral loans improved development, while FDI and multilateral loans had negative effects due to weak linkages and debt burden.
Udeh et al. (2025) reviewed FDI’s role in growth through technology, capital, and human development. Findings showed FDI promotes growth but depends on institutional quality and absorptive capacity, indicating a context-dependent relationship.
Olowookere et al. (2020) used FMOLS and causality (1990–2019) to examine capital inflows and poverty. A long-run relationship existed, with FDI, FPI, and remittances reducing poverty. Causality ran from poverty reduction to capital inflows, with feedback effects for remittances.
Udude et al. (2021) applied Johansen and VECM (1981–2018). FDI reduced poverty in the long run but was insignificant in the short run. Exchange rate and government spending increased poverty, while employment reduced it.
Musakwa et al. (2021) used ARDL (Vietnam, 1990–2018). FDI reduced poverty (consumption measure) but increased it in the short run under other proxies. External debt reduced poverty in the short run and partly in the long run.
Hanim (2021) used regression models (Indonesia) and found FDI boosted growth, and growth reduced poverty. The interaction between growth and reduced inequality had a stronger poverty-reducing effect.
Ewubare and Okpoi (2021) used ARDL to assess remittances and poverty. Inward remittances reduced poverty in the short run but increased it in the long run. Other variables showed mixed or insignificant long-run effects.
Sikandar et al. (2021) used panel techniques and found FDI, remittances, agricultural exports, and aid reduced poverty and improved agriculture through global integration.
Madueekwe et al. (2022) applied ARDL (1985–2020). FDI reduced poverty, confirming a long-run relationship. Domestic investment also significantly influenced poverty reduction.
Shastri et al. (2022) found portfolio equity reduced poverty, while FDI and debt inflows were insignificant. Equity inflows worked indirectly via growth and trade openness.
Khalid (2023) used panel analysis and found foreign inflows improved agriculture, health, and education, thereby reducing poverty and promoting growth in West Africa.
Githaiga and Kilong’ (2023) used GMM on 34 SSA countries. FDI, remittances, and institutional quality improved human capital, while ODA had negative effects. Institutions enhanced FDI and remittance outcomes.

Ogboi et al. (2023) used panel OLS (1990–2020). Remittances reduced poverty in high- and medium-recipient countries but had weak overall significance due to structural and institutional limitations.
Okpara et al. (2025) used Wald causality and found bidirectional causality between FPI and growth, with positive long-run relationships supported by domestic savings and interest rates.
Samuel et al. (2024) used PARDL and found remittances and growth reduced poverty in the long run but increased it in the short run. About 31% of disequilibrium adjusts annually.
Ewubare and Chioma (2024) used ARDL (1987–2022). EXR, FDI, and debt reduced poverty in the long run, while ODA was insignificant. All variables affected poverty in the short run.
Brigs et al. (2025) found FDI and remittances improved human development, while multilateral debt reduced it, reinforcing the need for prudent debt management.
Nyeche and Odungweru (2025) used ECM and found FDI and portfolio investment reduced multidimensional poverty, while institutional and commercial loans increased it

2.6 Conceptual Model 








Figure 1: Conceptual Model  
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Source: Authors conceptualization

Methodology
Data and Source 
This study employed annual time series data to examine the effect of foreign capital flows on economic performance in Nigeria. The study relied exclusively on secondary data
Method of Data Analysis
The study further employed inferential statistical techniques to analyze the dynamic relationships between foreign capital flows and economic performance indicators. First, unit root tests, specifically the Augmented Dickey-Fuller (ADF) test, were conducted to determine the stationarity properties of the time series data. This step was necessary to avoid spurious regression results and to establish the appropriate econometric framework for analysis. Following the unit root test, the Autoregressive Distributed Lag (ARDL) bounds testing approach was used to examine the existence of a long-run relationship among the variables. The ARDL technique was preferred due to its suitability for small sample sizes and its ability to accommodate variables integrated of different orders, I(0) and I(1). Upon confirmation of cointegration, an Error Correction Model (ECM) was estimated to capture both short-run dynamics and long-run equilibrium relationships. The ECM also provided information on the speed of adjustment from short-run disequilibrium to long-run equilibrium.

[bookmark: _Hlk227347518]3.4.1 Model to Evaluate the effect of foreign capital flows affected poverty in Nigeria
[bookmark: _Hlk227347564]To empirically examine the effect of foreign capital flows on poverty in Nigeria, this study adopted and extended the model of Olowookere et al., (2020) which captures the dynamic relationship between foreign capital inflows and poverty over time. Accordingly, the ARDL (p, q₁, q₂, q₃) model, which incorporates lagged values of both the dependent and independent variables to capture dynamic adjustments, is specified as follows:

Equation (3.4) represents the ARDL model, capturing both the short-run and long-run dynamics of the relationship between foreign capital flows and poverty. The operator ∆ denotes first differences, reflecting short-run changes in the variables, while α₀ is the intercept term. The coefficients α₁ to α₄ measure the short-run effects of the lagged dependent variable and the differenced explanatory variables. The lagged level variables (ρ₁ to ρ₄) capture the long-run equilibrium relationship between poverty and foreign capital flows, vₜ represents the error term, which accounts for other unobserved factors influencing poverty within the economy
Model to Assess how Foreign Capital Flows Affected Gross Domestic Product in Nigeria
To further examine both the short-run and long-run effects of foreign capital flows on economic growth, unit root tests were conducted and revealed that the variables exhibit mixed orders of integration, that is, a combination of I(0) and I(1). Based on this outcome, the study employed the Autoregressive Distributed Lag (ARDL) bounds testing approach to cointegration developed by Pesaran, Shin, and Smith (2001). The ARDL approach is particularly suitable for this study because it accommodates variables with mixed integration properties and allows for simultaneous estimation of short-run dynamics and long-run equilibrium relationships: 

Accordingly, the ARDL (p, q₁, q₂, q₃) model, which incorporates lagged values of both the dependent and independent variables to capture dynamic adjustments, is specified as follows:

Equation (3.7) represents the ARDL specification capturing both the short-run and long-run dynamics of the model. The operator ∆ denotes first differences, reflecting short-run changes in the variables, while φ₀ is the intercept term. The coefficients φ₁ to φ₄ measure the short-run effects of the lagged dependent variable and the differenced explanatory variables. The lagged level variables (ρ₁ to ρ₄) capture the long-run equilibrium relationship between foreign capital flows and economic growth. Finally, vₜ is the error term, representing other factors influencing GDP growth that are not explicitly included in the model.
Where GDPG represents gross domestic product per capita growth rate, FDI denotes foreign direct investment, FPI represents foreign portfolio investment, and REM captures remittances. The parameters φ₀, φ₁, φ₂, and φ₃ are the coefficients of the model, indicating the magnitude and direction of the effect of each explanatory variable on economic growth, while μₜ is the stochastic error term capturing other omitted influences.
Table 1: Correlation Matrix Result
	
	LGDPPC
	POVG
	UNE
	FDI
	FPI
	REM
	VIF

	LGDPPC
	1
	
	
	
	
	
	

	POVG
	-0.7384
	1
	
	
	
	
	

	UNE
	-0.38385
	0.688569
	1
	
	
	
	

	FDI
	-0.24959
	0.016691
	0.267159
	1
	
	
	 1.047906

	FPI
	-0.30371
	-0.10499
	-0.30208
	-0.0368
	1
	
	 1.003373

	REM
	0.587513
	-0.67134
	-0.34298
	0.212239
	-0.05159
	1
	 1.049279

	
	
	1.033519


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI)
The correlation matrix in Table 2 shows the nature and strength of relationships among foreign capital inflows (FDI, FPI, REM) and economic performance indicators (LGDPPC, POVG, UNE) in Nigeria. The results reveal that LGDPPC is strongly and negatively correlated with POVG (-0.7384), indicating that increases in per capita income are associated with significant reductions in poverty. This supports the theoretical expectation that economic growth improves living standards and reduces poverty levels. Similarly, LGDPPC has a moderate negative relationship with unemployment (-0.38385), suggesting that improvements in income levels tend to reduce unemployment, though not strongly. Furthermore, POVG and UNE are strongly and positively correlated (0.688569), implying that higher unemployment is closely associated with increased poverty, reflecting structural economic challenges in Nigeria.
4.2	Inferential Analysis Results 
The result of the inferential analysis are presented and listed under the sub section. 
4.2.1 Preliminary Test Results
[bookmark: _Hlk201870538]Table 2a: ADF Unit Root Result and Interpretation
	Variables
	@level
	@first difference
	Remark

	Remittance
	-2.1310
	-4.8440
	I (1)

	FDI
	-1.1914
	-8.2412
	I (1)

	FPI
	-3.4813
	       -
	I (0)

	POVG
	-2.2423
	       -
	I (0)

	GDPG
	-2.6092
	-4.0495
	I (1)

	UNE
	-2.5022
	-4.2807
	I (1)


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI)

The Augmented Dickey-Fuller (ADF) unit root test results presented in Table 2a provide insight into the stationarity properties of the variables used in the study. Stationarity is essential in time series analysis because non-stationary data can lead to spurious regression results. The test is conducted at levels and first differences to determine the order of integration of each variable. The results show that Remittance (REM) is not stationary at level, as indicated by its ADF statistic of -2.1310, which is insufficient to reject the null hypothesis of a unit root. However, after first differencing, the ADF statistic improves significantly to -4.8440, indicating stationarity at first difference. Thus, REM is integrated of order one, denoted as I(1). Similarly, Foreign Direct Investment (FDI) is non-stationary at level with a value of -1.1914 but becomes stationary after first differencing with a value of -8.2412, confirming that FDI is also I(1).
In contrast, Foreign Portfolio Investment (FPI) is stationary at level with an ADF statistic of -3.4813, implying that it does not require differencing and is therefore integrated of order zero, I(0). Likewise, Poverty Gap (POVG) is stationary at level with a value of -2.2423, indicating that it is also I(0). These variables are already mean-reverting and do not exhibit unit root problems. For the macroeconomic indicators, GDP growth (GDPG) is non-stationary at level (-2.6092) but becomes stationary after first differencing (-4.0495), indicating that it is I(1). Similarly, Unemployment (UNE) is not stationary at level (-2.5022) but achieves stationarity at first difference (-4.2807), confirming that it is also I(1).
4.2.2 Cointegration Analysis 
Table 2b: Bound Test Cointegration for foreign capital flows and poverty reduction in Nigeria. 
	F-Bounds Test
	Null Hypothesis: No levels relationship

	Test Statistic
	Value
	Signif.
	I(0)
	I(1)

	F-statistic
	 20.23709
	10%  
	2.37
	3.2

	K
	3
	5%  
	2.79
	3.67

	
	
	2.5%  
	3.15
	4.08

	
	
	1%  
	3.65
	4.66


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI)

The ARDL Bounds Test results in Table 2b indicate the existence of a long-run relationship between foreign capital flows and poverty reduction (POVG) in Nigeria. The computed F-statistic of 20.23709 is far greater than the upper bound critical values at 5% significance of 3.67. Since the F-statistic exceeds the upper bound even at the 5% level, the null hypothesis of no levels relationship is rejected. This implies that foreign capital inflows and poverty reduction are cointegrated, meaning they share a stable long-run equilibrium relationship. Consequently, changes in foreign capital inflows have significant long-term effects on poverty dynamics in Nigeria, and any short-run deviations from equilibrium will be corrected over time, thereby justifying the use of an Error Correction Model (ECM) to capture both short-run and long-run dynamics.
Table 2c: Bound Test Cointegration for foreign capital flows and GDP in Nigeria 
	F-Bounds Test
	Null Hypothesis: No levels relationship

	Test Statistic
	Value
	Signif.
	I(0)
	I(1)

	F-statistic
	 5.488971
	10%  
	2.37
	3.2

	K
	3
	5%  
	2.79
	3.67

	
	
	2.5%  
	3.15
	4.08

	
	
	1%  
	3.65
	4.66


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI)

The ARDL Bounds Test results in Table 2c reveal the existence of a long-run relationship between foreign capital flows and economic growth (GDPG) in Nigeria. The computed F-statistic of 5.488971 exceeds the upper bound critical values at 5% conventional levels of significance of (3.67. Since the F-statistic is greater than the upper bound even at the 5% level, the null hypothesis of no levels relationship is rejected. This indicates that foreign capital inflows and GDP are cointegrated, implying the presence of a stable long-run equilibrium relationship. Therefore, foreign capital flows have significant long-term effects on economic growth in Nigeria, and any short-run deviations from this equilibrium will adjust over time, supporting the use of an Error Correction Model (ECM) to capture both short-run and long-run dynamics.

4.3.1	Estimated Result Evaluating the effect of Foreign Capital Flows on Poverty Reduction in Nigeria

Table 3a: Model evaluating the effect of foreign capital flows on poverty reduction in Nigeria
	Panel A: Short Run Estimates
	
	

	Dependent Variable: POVG 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob 

	D(LPOVG(-1))
	-0.212826
	0.257934
	-0.825118
	0.4214

	D(FDI)
	-0.086315
	0.038787
	-2.225353
	0.0408

	D(FPI)
	0.015678
	0.023714
	0.661139
	0.5179

	D(REM)
	0.032081
	0.014746
	2.175621
	0.0449

	ECT (-1)*
	-0.089907
	0.024478
	3.672949
	0.0021

	Panel B: Long Run Estimates

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob 

	FDI
	-0.064908
	0.026932
	-2.410060
	0.0252

	FPI
	0.001327
	0.017464
	0.075995
	0.9401

	REM
	0.033432
	0.014275
	2.341991
	0.0291

	C
	1.616568
	0.144959
	11.15191
	0.0000

	Panel C: Model Evaluation
	Statistics
	Prob.
	

	R-squared
	
	0.535666
	-
	

	Adjusted R-squared
	
	0.442799
	-
	

	F-statistic
	
	28.0063
	0.0000
	

	Panel D: Diagnostic Tests

	Serial Correlation LM Test
	               2.2277
	0.1446
	
	

	Heteroskedasticity Test:           
	               1.4180
	0.2622
	
	

	Normality Test
	               2.9151
	0.2328
	
	

	
	CUSUM
	CUSUMSQ
	
	

	Stability Test 
	Stable 
	Stable 
	
	


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI)

[bookmark: _Hlk224745533]The results in Table 3a provide insights into the effect of foreign capital flows on poverty reduction in Nigeria at the 5% significance level, both in the short run and the long run. In the short run (Panel A), the coefficient of FDI (-0.0863, p = 0.0408) is statistically significant at the 5% level, indicating that a 1% increase in foreign direct investment is associated with an 0.0863% reduction in poverty gap in the short term. This suggests that FDI contributes to immediate poverty reduction, likely through investment in job creation or productive sectors. Remittances (REM) also have a significant positive impact on poverty reduction with a coefficient of 0.0321 (p = 0.0449), implying that a 1% increase in remittance inflows reduces poverty by 0.0321% in the short run. Conversely, foreign portfolio investment (FPI) is not significant (0.0157, p = 0.5179), suggesting that portfolio inflows do not meaningfully affect poverty in the short term. The error correction term, ECT(-1) = -0.0899 (p = 0.0021), is negative and significant, indicating that deviations from long-run equilibrium are corrected at a speed of approximately 8.99% per period.
In the long run (Panel B), the results reveal that FDI (-0.0649, p = 0.0252) continues to have a significant negative effect on poverty, confirming its sustained role in reducing poverty over time. Remittances (REM = 0.0334, p = 0.0291) also remain significant, indicating that long-term inflows of remittances help alleviate poverty. In contrast, FPI (0.0013, p = 0.9401) remains statistically insignificant, implying it does not contribute to poverty reduction in Nigeria, even over the long term. The constant term C = 1.6166 (p = 0.0000) reflects the baseline poverty gap when foreign capital inflows are zero.
The model evaluation and diagnostic tests in Panels C indicated that the estimated model for the effect of foreign capital flows on poverty reduction in Nigeria is robust, reliable, and stable. The adjusted R-squared value of 0.443 suggests that approximately 44.3% of the variation in poverty reduction (POVG) is explained by the combined effect of the variables in the model, while the adjusted R-squared of 0.443 accounts for the number of predictors, indicating a reasonably good model fit. The F-statistic (28.0063, p = 0.0000) is statistically significant, confirming that the overall model is significant and that the independent variables jointly influence poverty reduction.
The diagnostic tests show that the model satisfies key assumptions of classical linear regression. The Serial Correlation LM test (2.2277, p = 0.1446) indicates no autocorrelation among residuals. The Heteroskedasticity test (1.4180, p = 0.2622) confirms that the variance of residuals is constant, and the Normality test (2.9151, p = 0.2328) suggests that the residuals are normally distributed. Finally, the CUSUM and CUSUMSQ stability tests indicate that the model is stable over the sample period, with no evidence of structural breaks.
Interpretation: These results lead to the rejection of the null hypothesis (H01) which indicated that there is no significant effect of foreign capital inflow on poverty growth in Nigeria. Hence the study concluded that foreign capital inflow have significant effect on poverty growth in Nigeria.








Table 3b: Model assess the effect of foreign capital flows on GDP in Nigeria 
	Panel A: Short Run Estimates
	
	

	Dependent Variable: GDPPC 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob 

	D(LGDPPC(-1))
	-0.443937
	0.377560
	-1.175805
	0.2569

	D(FDI)
	-0.075668
	0.031450
	-2.405978
	0.0286

	D(FPI)
	0.032112
	0.019187
	1.673681
	0.1136

	D(REM)
	0.008289
	0.011880
	0.697750
	0.4953

	CointEq(-1)*
	-0.260866
	0.023195
	-11.24641
	0.0000

	Panel B: Long Run Estimates

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob 

	FDI
	-0.432751
	0.193924
	-2.231552
	0.0403

	FPI
	-0.631122
	0.355648
	-1.774571
	0.0950

	REM
	0.107245
	0.041244
	2.600281
	0.0193

	C
	8.646956
	1.709846
	5.057155
	0.0001

	Panel C: Model Evaluation
	Statistics
	Prob.
	

	R-squared
	
	0.853090
	-
	

	Adjusted R-squared
	
	0.823708
	-
	

	F-statistic
	
	33.7810
	0.0000
	

	Panel D: Diagnostic Tests

	Serial Correlation LM Test
	               0.5867
	0.5692
	
	

	Heteroskedasticity Test:           
	               0.6905
	0.6948
	
	

	Normality Test
	               0.6830
	0.7107
	
	

	
	CUSUM
	CUSUMSQ
	
	

	Stability Test 
	Stable 
	Stable 
	
	


Source: Author’s Computation (2026): Where: poverty gap (POVG), Gross domestic product per capital (GDPG) Poverty (POV), Unemployment (UNE), Remittance (REM), foreign direct investment (FDI), foreign portfolio investment (FPI).

The results in Table 3b examine the effect of foreign capital flows on economic growth (GDP per capita) in Nigeria at the 5% significance. In the short run (Panel A), FDI has a significant negative effect on GDP growth (-0.0757, p = 0.0286), indicating that a 1% increase in foreign direct investment is associated with a 0.0757% reduction in GDP per capita in the short term. This counterintuitive result may reflect challenges such as inefficient allocation of FDI or initial adjustment costs. FPI (0.0321, p = 0.1136) and remittances (REM = 0.0083, p = 0.4953) are not statistically significant, suggesting they do not meaningfully influence GDP growth in the short run. The error correction term, ECT (-1) = -0.2609 (p = 0.0000), is negative and highly significant, indicating that approximately 26.1% of deviations from the long-run equilibrium are corrected each period, showing a relatively fast adjustment to equilibrium.
In the long run (Panel B), the impact of foreign capital flows shows a mixed pattern. FDI continues to have a significant negative effect (-0.4328, p = 0.0403), implying that over time, increases in FDI are associated with a decline in GDP per capita, possibly due to structural inefficiencies, profit repatriation, or sectoral misalignment of FDI. In contrast, remittances (REM = 0.1072, p = 0.0193) are positive and statistically significant, indicating that a 1% increase in remittances raises GDP per capita by 0.1072% in the long run, highlighting their role in stimulating domestic consumption and economic growth. FPI (-0.6311, p = 0.0950) remains insignificant at the 5% level, suggesting that portfolio investments do not have a robust long-run effect on GDP per capita. The constant term C = 8.6470 (p = 0.0001) represents the baseline GDP per capita when foreign capital inflows are zero.
The model evaluation and diagnostic results in Panels C and D indicate that the estimated model assessing the effect of foreign capital flows on economic growth in Nigeria is statistically sound and reliable. The R-squared value of 0.8531 implies that about 85.31% of the variation in GDP per capita is explained by FDI, FPI, and remittances, while the adjusted R-squared of 0.8237 confirms a strong explanatory power after adjusting for the number of regressors. The F-statistic (33.7810, p = 0.0000) is highly significant at the 5% level, indicating that the independent variables jointly have a significant effect on economic growth, thereby supporting the rejection of the null hypothesis (H₀₂).
The diagnostic tests further validate the robustness of the model. The Serial Correlation LM test (0.5867, p = 0.5692) shows no evidence of autocorrelation in the residuals, while the Heteroskedasticity test (0.6905, p = 0.6948) confirms homoscedasticity, indicating constant variance of errors. The Normality test (0.6830, p = 0.7107) suggests that the residuals are normally distributed. Additionally, the CUSUM and CUSUMSQ stability tests indicate that the model is stable over the study period, with no structural instability. Overall, these results confirm that the model is well-specified, stable, and reliable, providing strong confidence in the estimated short-run and long-run effects of foreign capital flows on economic growth in Nigeria.
Decision: At the 5% significance level, the null hypothesis (H₀₂) that foreign capital flows do not significantly affect economic growth in Nigeria is rejected, therefore, the study concluded that foreign capital flows significantly affect economic growth in Nigeria. 
Discussion of Findings

The findings for Objective One reveal that foreign capital flows have mixed but significant effects on poverty reduction in Nigeria. Specifically, FDI and REM significantly reduce poverty in the short run, while FDI and REM remain significant in the long run; however, FPI is insignificant in both periods. The error correction term confirms a stable long-run adjustment. These results align with studies such as Udude et al. (2021) and Madueekwe et al. (2022), which found that FDI significantly reduces poverty in the long run, as well as Ewubare and Okpoi (2021) and Ogboi et al. (2023), who reported that remittances contribute to poverty alleviation, particularly in the short run. Similarly, Sikandar et al. (2021) and Khalid (2023) support the finding that foreign capital inflows enhance welfare and reduce poverty. However, the insignificance of FPI contradicts Shastri et al. (2022), who found that portfolio equity inflows significantly reduce poverty, and partially diverges from Olowookere et al. (2020), who reported that FPI contributes to poverty reduction in Nigeria. Furthermore, while this study finds remittances significant in both the short and long run, it contrasts with Ewubare and Okpoi (2021), who found no significant long-run effect of remittances on poverty. Overall, the findings suggest that while FDI and remittances are critical drivers of poverty reduction in Nigeria, the impact of FPI remains weak and inconsistent, reflecting structural and institutional constraints in effectively channeling portfolio investments toward inclusive economic outcomes.
The findings on the effect of foreign capital flows on economic growth (GDP per capita) in Nigeria reveal a mixed and somewhat counterintuitive pattern in both the short run and long run. In the short run, foreign direct investment (FDI) exerts a significant negative effect on GDP per capita, indicating that increases in FDI are associated with a decline in economic growth. This unexpected outcome may be attributed to factors such as inefficient allocation of investment resources, dominance of extractive sectors, weak linkages with the domestic economy, or initial adjustment costs associated with foreign investments. In contrast, foreign portfolio investment (FPI) and remittances do not have statistically significant effects on GDP per capita in the short run, suggesting that their contributions to economic growth are either weak or delayed. The error correction term is negative and highly significant, confirming the existence of a stable long-run relationship and indicating a relatively fast speed of adjustment toward equilibrium following short-run shocks. In the long run, the results continue to show a significant negative impact of FDI on GDP per capita, implying that persistent inflows of FDI may not translate into sustainable economic growth in Nigeria. This could be explained by issues such as profit repatriation, limited technology spillovers, poor institutional quality, and misalignment of FDI with productive sectors of the economy. Conversely, remittances exhibit a positive and significant effect on GDP per capita, highlighting their important role in enhancing household income, stimulating consumption, and supporting domestic economic activities over time. FPI remains statistically insignificant in the long run, indicating that portfolio investments lack the stability and depth required to drive long-term growth.

These findings are partially consistent with existing empirical literature. For instance, the positive long-run impact of remittances aligns with the studies of Urama et al. (2022) and Briggs et al. (2025), which emphasized the role of remittances in boosting aggregate demand and improving welfare outcomes. Similarly, the negative impact of FDI corroborates the findings of Ali et al. (2022) and Abdulhadi and Titus (2025), who reported that FDI may not always enhance income levels or development outcomes in developing countries due to structural and institutional weaknesses. However, the results contradict studies such as Atakpa et al. (2024) and Udeh et al. (2025), which found that FDI contributes positively to economic growth through capital accumulation, technology transfer, and productivity improvements. The insignificance of FPI also diverges from Abdulhadi and Titus (2025), who found it to be a significant driver of development. Overall, the study suggests that while remittances serve as a reliable driver of economic growth in Nigeria, the effectiveness of FDI and FPI is constrained by underlying structural inefficiencies, thereby limiting their potential contribution to sustainable economic performance.


Conclusion
The study concludes that poverty in Nigeria is highly persistent, with past poverty levels exerting a strong influence on current outcomes. This confirms the path-dependent nature of poverty and highlights the inadequacy of short-term or piecemeal interventions.
Recommendations
Policy makers should encourage FDI in sectors with high growth multipliers, technology transfer, and employment generation, rather than capital-intensive projects that do not contribute to broad-based economic development.
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