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ABSTRACT

This study examines the effect of international capital inflows on economic growth in Nigeria,
between the period of 1981 — 2021. The main objective of the study is to evaluate the extent to
which international capital inflows have affected the performance of Nigeria economy. Ordinary
Least Square (OLS) was used as a method of data analysis. The study used secondary data
collected from Central Bank of Nigeria (CBN) Statistical Bulletin various years. The variables
were foreign direct investment, international workers’ remittance, foreign aid as well as real
gross domestic product. The researcher employed unit root test, co-integration, and Error
Correction Model (ECM). The study reveals that foreign aid has a positive impact and is
statistically significant. Foreign direct investment is also positive and statistically significant.
Workers remittance is negative and statistically insignificant. The study concluded that
international capital inflows has positive and significance effect on the economic growth of
Nigeria. The study recommends that. Government authorities should strive to create a friendly
environment that will enhance foreign direct investment which will improve our economic
growth. Nigeria should vigorously pursue further opening of its economy in order to create
global linkages and synergies that are prerequisite for FDI attraction.

KEYWORDS: foreign direct investment, international workers’ remittance, foreign aid, real
gross domestic product and Ordinary Least Square

1.1 Introduction

Capital inflows are the movement funds into a country of capital resources for the purpose of
investment, trade or business production. It has significant role for every national economy,
regardless of its level of development. For the developed countries, it is necessary to support
sustainable development while for the developing economies, it is used to increase accumulation
and rate of investments to create conditions for accelerated economic growth. The CBN issues
left most governments with large outstanding debts. In at the debt instruments on behalf of the
Federal sense, the national debt is the debt of all of us yet, we are government and such debt
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instruments are expressed and not only the taxpayers but also the bondholders. Denominated in
local currency (Isibor Babajide, Oladeji, & Osuma, 2018).

Capital inflow can help developing countries in economic development by furnishing them with
necessary capital and technology, which will be used to harness their local resources. Capital
inflows contribute in filling the resource gap in countries where domestic savings are inadequate
to finance the required investment. Capital inflows allow the recipient country to invest and
consume more than it produces when the marginal productivity of capital within its borders is
higher than in the capital-rich regions of the world. As the economy becomes more open and
integrated with the rest of the world, capital inflows will contribute significantly to the
transformation of the developing economy (Levine, 2001). Added to this, capital inflows are
necessary for macroeconomic stability as they affect a wide range of macroeconomic variables
such as exchange rates, interest rates, foreign exchange reserves, domestic monetary conditions
as well as savings and investments.

However, mostly less developed countries are entrapped by the vicious circle of poverty. They
already lack the capital resources and the incomes of the people are very low. Because of low
incomes, the savings ratios also remain low, resulting in low investment levels. At the same time,
due to low income, the taxable capacity remains lower, i.e. government earnings also remain
low. In such situations, the less developed countries have to face savings — investment deficit as
well as the deficit in balance of payments. Thus, these gaps can be filled by foreign capital
inflows in the form of direct and portfolio investment, aid, foreign borrowing etc.

However, the practical impact of foreign capital inflows in closing these gaps by achieving
growth and development of developing countries have not adequately materialized and this has
questioned the place of capital inflows in developing countries.

Statement of the Problem

Despite the plethora of studies on capital inflows and economic growth in Nigeria, the existing
empirical evidence on the causal relationship between capital inflows and economic growth and
the associated benefits is very inconclusive. In spite of a seemingly positive association between
capital inflows and economic growth, the empirical literature has not reached a consensus on the
direction of this impact however suggesting that capital inflows can be either beneficial or
harmful to economic growth. Moreover, in the framework of the developing countries like ours,
little research has yet been done on the topic. The principal driving force for this work is that for
developing economies, and for Nigeria in particular, the issue of economic growth is an
important one. These countries have been stimulating growth with the help of various
techniques, including policies that would aim at foreign capital and technology transfer. It is
thus, of interest to investigate whether the start of growth can be attributed to an increased inflow
of FDI into the country over the period under review. The recent theoretical developments in the
area of economic growth suggest that successful developing countries were able to grow in large
part due to the “catch-up” process in the level of technology Borenzstein et al (1998). One of the
major channels of the access to advanced technologies is capital inflows. A closer examination
of these previous studies reveals that conscious effort was not made to take care of the fact that
more than 60% of the FDI inflows into Nigeria is made into the extractive (oil) industry.

Hence, these studies actually modelled the influence of natural resources on Nigeria’s economic

Most of the other empirical research that has been undertaken in this area has used panel data for
a number of countries to establish the causal relationships. The results of studies carried out on
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the linkage between capital inflows and economic growth in Nigeria are not unanimous in their
submissions. Due to this reason, it therefore becomes difficult to ascertain the direction of capital
inflows and economic growth relationship in Nigeria. There is therefore limited exhaustive
country specific research studies to establish the causal relationship and interaction between
capital inflows and economic growth. Chowdhury and Mavrotas (2005) proposed that individual
country studies be carried out to ascertain this causal relationship. This thus provides a major
incentive for this study.

1.3 Research Objectives

The broad objective of this study is to evaluate the effect of international capital inflows on
economic growth in Nigeria. Specifically, the study shall

i. Determine the effect of foreign direct investment on economic growth in Nigeria.

ii. Evaluate the effect of worker’s remittances on economic growth in Nigeria.

iii.Determine the effect of foreign borrowing on economic growth in Nigeria

1.4 Statement of Research Hypotheses

This study shall be guided by the following null hypotheses:

HO: Foreign direct investment has no significant effect on economic growth in Nigeria
HO: Worker’s remittance has no significant effect on economic growth in Nigeria.

HO: Foreign borrowing has no significant effect on economic growth in Nigeria.

REVIEW OF THE RELATED LITERATURE
2.1 Theoretical framework
2.1.1 MacDougall-Kemp hypothesis
One of the earliest theories of capital inflows was developed by MacDougall (1958) and
subsequently elaborated by Kemp (1964). According to the hypothesis, assuming a two-country
model — one being the investing country and the other being the host country, and the price of
capital being equal to its marginal productivity, capital moves freely from a capital abundant
country to a capital scarce country and in this way the marginal productivity of capital tends to
equalize between the two countries. This leads to improvement in efficiency in the use of
resources that leads ultimately to an increase in welfare. Despite the fact that the output in the
investing country decreases in the wake of foreign investment outflow, national income does not
fall in so far as the country receives returns on capital invested abroad, which is equivalent to
marginal productivity of capital times the amount of foreign investment. So long as the income
from foreign investment is greater than the loss of output, the investing country continues to
invest abroad because it enjoys greater national income than prior to foreign investment. The
host country too witnesses increase in national income as a sequel to greater magnitude of
investment, which is not possible in the absence of foreign investment inflow.
2.1.2 Industrial organization theory
The industrial organization theory is based on an oligopolistic or imperfect market in which the
investing firm operates. Market imperfections arise in many cases, such as product
differentiation, marketing skills, proprietary technology, managerial skills, better access to
capital, economies of scale, government-imposed market distortions, etc. Such advantages confer
on Multi-National Companies an edge over their competitors in foreign locations and thus, help
compensate the additional cost of operating in an unfamiliar environment. Stephen Hymer,
(1976), propounded one of the earliest theories based on the assumptions of an imperfect market.

114


http://www.ijiset.com/

oy )
{IA]ISI l\\?{. IJISET - International Journal of Innovative Science, Engineering & Technology, Vol. 10 Issue 01, January 2023
k%'- e /"f ISSN (Online) 2348 — 7968 | Impact Factor — 6.72

www.ijiset.com

To Hymer, a multinational firm is a typical oligopolistic firm that possesses some sort of
superiority and that looks for control in an imperfect market with a view to maximizing profits.
Despite the fact that the international firm is posted disadvantageously in a foreign host country
where it has not intimate knowledge of language, culture, legal systems and consumers’
preference, it possesses certain specific advantages that outweigh the disadvantages. The firm-
specific advantages in Hymer’s view are mainly the technological advantages that help the firm
to produce a new product different from the existing one. It is related, in fact, to the possession
of knowledge, which helps in developing special marketing skills, superior organizational and
management set-up, and improved processing. What is significant in this theory is that these
advantages are transmitted more effectively from one unit to the other irrespective of their
geographical distance. Since the market is imperfect, rival firms do not avail of the technological
advantage. International firm harvests huge profits. Caves (1971) feels that firm-specific
advantages are transmitted more effectively if the firm participates effectively in the production
in the host country than through other ways such as export or licensing agreements.

2.2 Empirical Reviews

Sajid and Nguyen (2015) using panel dataset that covers 61 provinces of Vietham from 1996—
2005, examines the link between foreign direct investment and economic growth using FDI,
GDP, Exports and Money supply as variables, there analysis which is based on simultaneous
equations model reveals that in overall terms a mutually reinforcing two-way linkage between
FDI and economic growth exists in Vietnam. However, this is not the case for each and every
region of Vietnam. The results of their study suggest that the impact of foreign direct investment
on economic growth in Vietnam will be larger if more resources are invested in education and
training, financial market development and in reducing the technology gap between the foreign
and local firms. While a large amount of existing literature discusses the relationship between
Foreign Direct Investment (FDI) and economic growth, very few empirical studies have been
carried out for Vietnam, one of the fastest growing economies in the world.

Bruce and Jeremy (2015) analyzing the factors determining the activities of FDI across countries,
used Bayesian statistical techniques to investigate determinant of FDI. The variables with
consistently high inclusion probabilities are traditional gravity variables, cultural distance factor,
and parent country per capita GDP, relative labor endowment, and regional trade agreement for
modeling FDI. Variables with little support for inclusion are multilateral trade openness, host
country business cost, host country infrastructure, and host country institutions. Their result does
not support the inclusion of many variables found in prior FDI studies, and suggest that the
statistical importance of the main focus variables in many prior studies is not robust to
considering a much wider set of covariates. However, they cautioned that exogeneity of these
variables may be more in doubt than many of other covariates they consider.

Eugene, (2014) This study investigates the determinants of Foreign Direct Investments (FDI) in
the Nigerian economy using annual time series data for the periods 1970 to 2010. Utilizing the
Error Correction Modeling (ECM) technique, the results show that the major determinant of
foreign capital inflow in the economy is the ratio of external debt to Gross Domestic Product
both in the short run and long run. However, some factors such as the size of the national
income, the degree of openness to trade, the existing stock of foreign capital in the previous
period, inflation rate and exchange rate are well maintained through to the long run.

Oba, &. Onuoha,(2014) uses co-integration approach to studied the determinants of foreign
direct investment in Nigeria. The data used in this study covered a period of ten years (2001 -
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2010) and considered such variables such as real GDP, inflationary levels, openness of trade,
electricity consumption, transport and communication. Econometric model and regression
analysis were employed to analyse the data. The results based on the value of F-statistics (35.83)
and the co-efficient of determination (R2) of 0.98 revealed that the model was well specified and
that the explanatory variables are sufficient to explain the inflow of FDI to Nigeria. The negative
values of parameters such as the real GDP, inflation and electricity consumption call for policy
reconsiderations.
Offiong & Ahmed (2014) examines the determinants of Foreign Direct Investment (FDI) in
Nigeria during 1980 — 2011. It aimed at determining functional relationships that exist between
GDP, wage rate, interest rate and relative openness index, and the extent to which each variable
has influenced FDI inflow to Nigeria. The paper contributes to existing studies by using the
multiple regression analysis in testing whether the set of independent variables explained the
dependent variable. The study found that a significant relationship existed between GDP and
inflow of FDI as well as real wage rates and inflow of FDI. It also found no significant
relationship between FDI in flow and the relative openness index as well as lending rate and FDI
inflow in the years under review.
Adeleke, Olowe, & Fasesin,. (2014) The study analyzed the impact of foreign direct investment
on Nigeria economic growth over the period of 1999- 2013. The main type of data used in this
study is secondary; sourced from various publications of Central Bank of Nigeria, such as;
Statistical Bulletin, Annual Reports and Statement of Accounts. The regression analysis of the
ordinary least square (OLS) is the estimation technique that is being employed in this study to
determine the relationship between and impact of the Direct Foreign Investment on economic
growth. The data were on Direct Foreign Investment (DFI) and some macro-economic
indicators, which includes: Gross Domestic Products (GDP) Exchange Rate (EXR) and Export
(Exp) for the period The findings revealed that economic growth is directly related to inflow of
foreign direct investment and it is also statistical significant at 5% level which implies that a
good performance of the economy is a positive signal for inflow of foreign direct investment.
Balde (2016) examined the migrant’s remittances and economic growth in sub-saharan Africa,
using two stages least stage (2sls) instrumental variable model to studied the growth equation.
labour capital, international remittance, exchange rate was used as the variables the study found
that remittances promote growth through indirect channels such as savings, investment, financial
development, education .
Udah (2017) approached the impact of remittances on economic development through human
capital and technological diffusion in Nigeria between the period years of 1970 to 2008. The
work adopted Autoregressive Distributed Lag (ARDL) bound testing approach. The variables
used were on human capital, development, Technological diffusion, physical capital and increase
investment in education and infrastructure. Unit root and co-integration approach was used. The
study reveals that remittances accelerate the pace of economic development.
Aknpelu, Ogunbi, Baba and Omojola (2017) analyzed the Effect of international remittance
inflows on the growth of Nigeria economy between the period of 1986-2015. The variables
included were on remittance inflow, Gross capital formation foreign direct investment, openness
and foreign exchange. Vector error correction mechanism was used unit root test and co-
integration approach was adopted. The study found that there is long-run equilibrium
relationship among the variables.
Conchesta (2008) used a single equation model to examine the impact of foreign aid on
economic growth in Tanzania over the period 1990 to 2004. In his analysis; while foreign aid
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was disaggregated in terms of government development expenditures and recurrent expenditures
other combined variables include net national savings, export growth and total debt service. The
study reveals that foreign aid and total debt service have a negative impact on GDP growth for
the case of Tanzania. On the other hand, while, export growth and net national savings have
shown a positive impact on GDP growth as it was expected because they increase the country’s
capacity to invest, government development and recurrent expenditures of foreign aid resources
have shown a negative impact. This implies that development expenditures made by the
government were not enough or not productive enough to impact on GDP growth positively. In
other words, the overall aid and aid for development expenditures have shown to have more
negative impact in the 1990s than in the early 2000s.
Fasanya & Onakoya (2012), analyzes the impact of foreign aid on economic growth in Nigeria
during the period of 1970-2010. The empirical analysis rests on the neo-classical modelling
analytical framework and combined several procedures in modern econometric
analysis/estimation techniques. Their findings show that aid flows has significant impact on
economic growth in Nigeria: domestic investment increased in response to aid flows and
population growth has no significant effect on aid flows. Aid flows also provides free resources
to increase domestic investment, thus confirming the aid-policy growth hypothesis. Therefore,
donor governments should be aware of the political situations in recipient countries, and work
with international bodies to ensure as much stability as possible.

Okon (2012), tried to look at a long-term perspective on development aid and human
development in Nigeria. This study employs two-stage least squares estimation to analyzing data
from 1960 to 2010. The result shows that there is a negative relationship between development
aid and human development, implying that aid tends to worsen human development in Nigeria.
As such Nigerian government should put in place an appropriate policy measures that would
monitor the maximum and effective utilization of foreign aid. Donors should provide
information on future aid disbursements in order to reduce the uncertainty associated with aid
flows and improve fiscal planning.

2.3 Gap in Literature

Though there had been large volume of work done in this field, we have come to understand also
that there still exist inherent disagreements among the capital inflow in Nigeria. The theoretical
literature made us to understand that the various theoretical underpinning, inducing capital
flows, which some points to direction of positive influence of capital while some points to
negative influence. Theoretically, these positions seem plausible, but for want of empirical
substance, there were still grave need for an empirical enquiry. The direction of the effects of the
above mentioned may affect capital inflow both positively and negatively for example, factors
such as labor costs, trade barriers trade balance exchange rate and tax have been found to have
both negative and positive effects on capital inflows. In empirical studies a various combination
of these determinants as explanatory variable has been used. Moose (2005) states that due to the
absence of a consensus on a theoretical framework to guide empirical work on capital inflow,
the essence of this research comes to play by the possible explanatory variables that has the most
significance which affects capital inflow and best policy recommendation put in place.
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RESEARCH METHODLOGY
3.1 Research Design
The type of research design adapted in this study is Ex-post facto research. This is because the
researcher has no control over the variables and cannot manipulate them
3.2 Nature and Sources of Data
Data for the survey were sourced from the secondary methods. The secondary source of data or
information is with respect to existing literature, research reports, and government documents
etc. This secondary source of data for this study were sought through the following sources,
including Central Bank of Nigeria(CBN) statistical Bulletin, various years, Time series and
Economic and financial. The variables used were on foreign direct investment, foreign aid
workers remittances as well as real gross domestic product from the period of 1981-2021.

3.3 Model Specification

An economic model is a re-presentation of the basic features of an economic phenomenon, it is
an abstraction of the real world (Fonta, Ichoku and Anumudu, 2003). The study adapted the
model of Adusah-poku (2016) who studied the foreign capital inflows and economic growth, the
model was RGDP= (FDI, FA, WR)

WHERE

RGDP=Real Gross Domestic Product
FDI=Foreign direct investment
FA=Foreign Aid

WR=Workers’ Remittances

The econometric form of the model can be expressed as;
RGDP =Bo + B;FDI + B, FA + B3WR + ECM-1 +
Where; Bo is the constant intercept

Bl=coefficient of parameter FDI

B2= coefficient of parameter FA

B3=coefficient of parameter WR

ECM-1 = Error correction model

| = the stochastic error term or disturbance variable.

3.4 Method of Analysis

The estimation procedure adopted in this study is the Ordinary Least Square (OLS) Method. This
method will show whether the variables are statistically significant or not. Thus the best OLS
estimator possesses the BLUE properties of best linear, unbiased estimators which are consistent
and significant.

3.5 Evaluation Technique

An evaluation of the model enables the researcher to determine where the estimated coefficients
are theoretically meaningful and statistically satisfactory. The variables in this work will be
tested with the economic test, first order statistical test and second order econometric test.

1) Economic apriori Test
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The apriori expectations are determined by the principles of economics theory Expected
and refer to the parameter of economic relationship. signs in

i) Evaluation Based on Statistical Criteria First Order Test.

co-efficient of determining (R2)

The co-efficient of determining (R2) explains the total variation in the dependent variable by
variations in the explanatory variables inputted in the model

The t-test:-

The t-test of significance is a procedural test used to test whether the variables are significant or
not.

The f-test:-

This test will be carried out to see if the overall regression is significant or not that is to
determine if the model has its goodness of fit.

iii) Evaluation Based on econometrics Criteria Second Order Test.

Auto-Correlation Test:-

This test is carried out to check whether the errors corresponding to different observation are
correlated or not. This test is to ensure that the assumption of the OLS (Homoscedasticty) is not
violated. The test statistic to be adopted here is the Durbin-Watson statistics.

3.6 Time Series Properties

1) Stationary test: -

This test will be conducted to test whether the mean value and variance of the stochastic error
term are constant overtime. The augmented Dickey Fuller test shall be performed; this test is
necessary because results obtained may be misleading or even completely spurious if the
variables employed are not individually or collectively stationary

il) Co-integration Test: -

A test for co-integration can be thought of as a protest to avoid spurious regression situation, if
the linear combination of x only y i.e (u = y-b, -b2 xt) is stationary, the variables y and x are co-
integrated. It involves normal regression that given spurious result for instance, regression yt =
bl + b2xt +1/t obtained the residual and subject the residual estimated in the df unit root test
(gujarati, 1995) the ganger representation indicates that if x and y are co-integrated, they will
have an error correlation mechanism (ECM) representation

iii) Error Correlation Mechanism (ECM).

The ECM approach helps to solve the spurious correlation problem among economic variables.
Therefore, a co-integration model captures the three relationship economists is interested in the
short run effect of the explanatory variables on the dependent variables, their equilibrium effect
and the error correlation mechanism of the current level of the dependent variables towards its
equilibrium level (Nkuruziza, 2002).

RESULT PRESENTATION AND ANALYSIS
4.1 Unit Root Test
The first stage of co-integration and error correction model is to test for unit root, the whole
analysis then proceed from it. konya (2004) maintain that there exists a unit root in most
macroeconomics time series. Therefore, it is necessary to analyze whether the series are
stationary or not, whenever time series data are involved. The presence of unit root implies that
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the time series under investigation is non-stationary, the absence of a unit roots shows that
stochastic process is stationary. The augmented Dickey-fuller (ADF) test would be employed in

this test.

Tables 4.1 Unit Root Result

Variable ADF Integration Significance
FDI -7.144457 (1) 1%

RGDP -5.370798 (1) 1%

FA -5.448280 1(1) 1%

WR -5.562415 I (1) 1%

Source: Author’s computation using e-view version 8.1

Following the result of ADF test above it is observed that none of the variables are stationary at
level, but almost all the variables becomes stationary at 1% difference expect real gross domestic
product that is stationary at 2" difference. This also follows the simples rule of thumb that once
a unit root is conformed, co-integration is necessary to established

4.2 Co-integration analysis

The aim of co-integration analysis is to determine the long-run equilibrium relationship between
the variables. In the Engle-granger co integration analysis, variables of consideration are said to
be co integrated or have a long-run equilibrium relationship if in the OLS regression of one
variable on the others. Co integration exists among the variables if they are integrated of the
same order. The implication of this analysis is that deviation or drift may occur between the
variables but this is temporary as equilibrium hold in the long run for them. In this study we
used the Johansen co integration approach to examine the existence of long-run relationship
between the variables of interest. Below are the summaries of co integration result

Table 4.2 Co-integration result test

Unrestricted Co-integration Rank Test (Trace)

Hypothesized No of CE(s) | Eigen value | Trace static | 0.05 critical value | Prob**
None * 0.662471 68.98036 47.85613 0.0002
At most 1 0.527156 34.22506 29.79707 0.0145
At most 2 0.221741 10.25740 15.49471 0.2614
At most 3 0.067464 2.235115 3.841466 0.1349

Source: Author’s computation using e-view version 8.1
Trace test indicates | co-integrating equ(s) as the 0.05 level* denotes rejection of the hypothesis
at the 0.05 level ** mackinnon-Haug-Michelis (1999) P — values.

Unrestricted co-integration Rank Test (Maximum Eigen value)

Hypothesized No of CE(s) | Eigen value | Trace static | 0.05 critical value | Prob

None * 0.662471 34.75530 27.58434 0.0051
At most 1 0.527156 23.96765 21.13162 0.0194
At most 2 0.221741 8.022289 14.26460 0.3765
At most 3 0.067464 2.235115 3.841466 0.1349

Source: Author’s computation using e-view version 8.1

Max-Eigen value test indicates 2 co-integrating equ(s) at the 0.5 level* denotes rejection of
the hypothesis at the 0.05 level **mackinnon-Haug-michelis (1999) P-values. Max-Eigen
value and trace test indicates 1 co-integrating equations at the 0.05 level. This suggests a
long run equilibrium relationship among the variables.
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Co-integration is a pre-requisite for Error Correction Mechanism following the result of Co-
integration, there is a long-run equilibrium relationship among the variable, hence, we can move
over to Error Correction Mechanism.

4.3  Presentation of Regression Result
Table 4.3 Error Correction Model Result

Variable Coefficient Std Error T-statistics Prob

C 0.704519 0.274510 2.566459 0.0155
LFA(-1) 0.026552 0.027209 2.975836 0.0069
LFDI(-1) 0.885767 0.014466 3.123196 0.0000
WR(-1) 0.272191 0.152099 1.789567 0.0836
ECM(-1) -0.633388 0.085177 -3.784156 0.0000

Source: Author’s computation using e-view version 8.1

R -Square 0.914231

Adjusted R-squared 0.903461

F-Statistics 129.2486

Durbin-Watson stat 2.069578

Prob (F-statistics) 0.000000

4.4 Interpretation of the Regression Result

The value of the R-square and the adjusted R-square show that the explanatory variables are
robust in explaining variation in the dependent variables (RGDP), with a value of 0.914231
and 0.903461 respectively.

The F-statistics measures the overall significance of the explanatory parameter. From the
result report in table 4.2 above, our computed value of f-statistics is 129.2486, while its
probability is 0.0000, given this value we reject the null hypothesis and accept the alternative
hypothesis which state that there is a significant relationship between the variance of
estimated regression model.

An A’priori criterion is use to determine the existing economic theories and indicates the
sign of the economic parameter under consideration. From the estimated regression model it
was obtained from the coefficient Coolum that all the variables conform to a’priori
expectation. This further suggest that increase in any of these variables increase the real
gross domestic product vice versa at a given percentage respectively

T-statistics, this is the measure used to determine the individual statistical significance of the
variables in the model. From the model it was obtained that the foreign borrowing in Nigeria is
statistically significant, this implies that it contributed to economic growth of Nigeria, while
foreign direct investment is statistically significant at 5% level of significant, this also implies
that it contributed to economic growth in Nigeria. However, workers’ remittance is statistical
insignificant; this implies that the level of remittance in Nigeria has not translated to a
meaningful growth in Nigeria.

The Durbin-Watson statistics is used to test for the presence or otherwise of autocorrelation in
our model when the value of Durbin-Watson is closer or a little bit above 2, it means the absence
of autocorrelation amongst the explanatory parameter (Koutsoyannis 1997) from the table 4.3
above, it was obtained that our Durbin-Watson result is (2.0), this satisfy the above state
condition. Thus means the absence of autocorrelation among the explanatory variables.
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The error correction model term ECM (-1) of about 0.45% is significant with the expected
negative sign. A significant error term with the right sign indicates strong feedback effect of
deviation of the real gross domestic product from its long-run growth path. The coefficient of the
error term is -0.633388 this shows that about 63% of the discrepancies between the actual and
the equilibrium value of the real gross domestic product is corrected in each period (annually)

4.5 Hypotheses Testing

The researcher in this study, precisely in chapter one formulated a hypothesis and this has to be
verify in order to find out the validity of otherwise of such proposition. The research hypothesis
is based on relevant statistics from the regression result. The hypothesis is tested on the basis of
quantitative statistical analysis in this study.

Ho:  Foreign aid has not contributed significantly on Nigeria economic growth.

Hi:  Foreign aid has contributed significantly on Nigeria economic growth.

From the regression result we discovered that in the t-statistics Colum Foreign aid is 2.975836
while its probability is 0.0000. Since its probability is less than 0.05% desired level of
significance, we reject the null hypothesis and accept the alternative hypothesis. We therefore
conclude in favour of alternative hypothesis which states that Foreign Aid has significant
positive significant effect on Nigeria economic growth.

Hypothesis Two
Ho:  Foreign direct investment has no significant impact on Nigeria economic growth
Hi:  Foreign direct investment has significant impact on Nigeria economic growth

From table 4.3 above, we found that computed value for Foreign direct investment is 3.123196
while it’s probability is 0.0000. This shows that the foreign direct investment is statistically
significant at 5% level of significant. Based on this we accept (H1) and reject (HO), which
implies that foreign direct investment has significant positive impact on Nigeria economic
growth

Hypothesis Three

Ho:  Workers remittance has no significant impact on Nigeria economic growth

Hi:  Workers remittance has significant impact on Nigeria economic growth

Careful examination of t-test table result for workers remittance is 1.789567 while it’s
probability is 0.0836 this shown that the workers remittance is statistically insignificant. Based
on this analysis we accept (HO) and reject (H1), which implies that workers remittance has no
significant impact on Nigeria economic growth

5.0 SUMMARY OF THE FINDING, RECOMMENDATION & CONCLUSION

5.1 Summary of the Findings

The research explored the impact of international capital inflows on the Nigeria economic
growth between the periods of 1981-2021. From the empirical evidence done in this work it was
realize that international remittance has positively affects in the Nigeria economy. This finding is
against the condition of null hypothesis, the study employ co integration and ECM. The research
reveals the followings

e foreign Aid had a positive impact and is statistically significant

e Foreign direct investment was also positive and statistically significant

e Finally, workers remittance is negative and statistically insignificant

5.2 Conclusion

The study focused on the impact of capital inflows on the economic growth of Nigeria. capital
inflow is seen as an engine of growth in the developmental processes of the economy. The study
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adopts unit root, co-integration and error correction model on a time series data from 1981 to

2021. The study regressed real gross domestic product. The regression result reveals that about

91.42% of the systematic variation in the dependent variable is explained by the three

independent variables such foreign direct investment, foreign borrowing and capital inflow. The

F-statistic is significant at the 5% level showing that there is a linear relationship between the

real gross domestic product and the three independent variables.

The result revealed that foreign borrowing and foreign direct investment have positive and

significant effect on the Nigeria economic growth, while worker’s remittance also posses

positive and insignificant impact on the Nigeria economic growth. The result also reveals that

there is long-run relationship between capital inflow and Nigeria economic growth. The

researcher concluded that the international capital inflows drive economic growth in Nigeria.

5.3 Recommendations

From the findings the following recommendation emerge

e Policy complimentarily to improve growth through foreign borrowing and enhance gains from

growth

e Government authorities should strive to create a friendly environment that will enhance foreign
direct investment which will improve our economic growth..

e Nigeria should vigorously pursue further opening of its economy in order to create global
linkages and synergies that are a prerequisite for FDI attraction
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