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FOREIGN DIRECT INVESTMENT INFLOWS AND REGULATION IN 

NIGERIA: AN EMPIRICAL PERSPECTIVE 

 
ZAGRANICZNE BEZPOŚREDNIE WPŁYWY I REGULACJE 

INWESTYCYJNE W NIGERII: PERSPEKTYWA EMPIRYCZNA 

 
Abstract 

The aim of this study is to examine the long run equilibrium relationship between regu-

lation and FDI inflows in Nigeria over the period of 1990 to 2016 which past studies have 

failed to explore. Consequently, the study utilized data from UNCTAD, World Bank da-

tabase, CBN Statistical Bulletin and Cointegration, DOLS and Granger Causality ap-

proach was used to address the objective of this study. However, the major findings in 

this study are summarized as follows. Government effectiveness, rule of law and inflation 

rate have a significant positive relationship with FDI inflows in Nigeria in the long run, 

apart from regulation quality that is not significant. This implies that regulation is favor-

able to the inflows of cross border investment in the country. In addition, there is a uni-

directional feedback relationship which runs from FDI inflows to regulation quality and 
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one way feedback relationship runs from the rule of law to government effectiveness in 

the country. Finally, due to the findings that emerged from this study, the following rec-

ommendations are made for the policy makers, investors and future researchers in Nige-

ria that when attraction of FDI inflows are the target of the policy makers in the country, 

improving variables like rule of law, government effectiveness and regulation quality will 

induce the inflows of cross border investment accordingly in the long run. Also, the Ni-

gerian government should be committed to the provision of a sound business environment 

in the form of good government regulations to ensure rapid inflows of FDI in the country. 

Keywords: FDI, Regulation, DOLS, Cointegration, Granger Causality and Nigeria 

 
Streszczenie  

Celem badania było zbadanie długoterminowej relacji równowagi między regulacją a 

napływem BIZ (bezpośrednie inwestycje zagraniczne) w Nigerii w latach 1990–2016. W 

badaniu wykorzystano dane z UNCTAD, bazy danych Banku Światowego, biuletynu sta-

tystycznego CBN, metody DOLS i przyczynowości w sensie Grangera w celu osiągnięcia 

celu badania. Najważniejsze wyniki tego badania podsumowano w następujący sposób: 

skuteczność rządu, praworządność i stopa inflacji mają znaczący pozytywny związek z 

napływem BIZ w Nigerii w dłuższej perspektywie, w odróżnieniu do jakości regulacji, 

która nie jest znacząca. Oznacza to, że regulacja sprzyja napływowi inwestycji transgra-

nicznych w kraju. Ponadto istnieje jednokierunkowa relacja zwrotna, od napływu bezpo-

średnich inwestycji zagranicznych do jakości regulacji a także począwszy od rządów 

prawa, a skończywszy na skuteczności rządu w kraju. W związku z odkryciami wynikają-

cymi z tego badania, sformułowano zalecenia dla decydentów, inwestorów i przyszłych 

badaczy w Nigerii. gdy atrakcyjność napływu BIZ jest celem decydentów w kraju, po-

prawa prawa, efektywności rządu i jakości regulacji doprowadzą do napływu inwestycji 

transgranicznych. Ponadto rząd Nigerii powinien być zaangażowany w zapewnienie 

zdrowego środowiska biznesowego w formie dobrych przepisów rządowych, aby zapew-

nić szybki napływ BIZ w kraju. 

Słowa kluczowe: BIZ, rozporządzenie, DOLS, kointegracja, przyczynowości w sensie 

Grangera, Nigeria 
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Statement of the problem in general outlook and its connection with important 

scientific and practical tasks.  
 

The relationship between regulation and 

foreign direct investment inflows is a com-

plex issue in a developing economy. Regu-

lation could orchestrate a positive impact 

on the flows of cross border investment by 

removing certain uncertainty and risk factor 

that market failures could sponsor. Mean-

while, regulation could exert a negative im-

pact on inflows of FDI by creating huge 

compliance costs, unfavorable market dis-

tortions, and unnecessary bottleneck.  The 

overall impact of regulation is a function of 
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larger effect between the positive and neg-

ative impact on FDI inflows and this can be 

subjected to various circumstances in the 

economy. However, in the last two decades, 

the significance of effective regulation in 

promoting economic growth and develop-

ment in both the third world and advanced 

economies has been a focal point of interest 

among researchers and policymakers 

(World Bank, 2004). Meanwhile, it is im-

portant to state that the regulation policy 

adopted in developing economies has 

shifted over time (Minogue, 2005).  During 

the twentieth century, failure of the market 

forces orchestrated direct involvement of 

government in economic activities in devel-

oping countries via the direct investment in 

public enterprises and agriculture.  How-

ever, the success story of some developed 

economies, especially G7 through market 

liberalization programs coupled with the 

failure of state-led economic planning in 

developing countries marked the new defi-

nition of state regulation which rotates 

around undistorted policy environment in 

which efficient markets could operate 

(World Bank, 1995).  

In recent time, there has been a paradigm 

shift in the direction of foreign direct in-

vestment inflows in the world economy. 

The developing economies that received lit-

tle or no attention regarding the inflows and 

outflows of FDI are now the cynosures of 

eyes of the global investors. For instance, 

the European Union region that was known 

for the FDI inflows destination recorded a 

decrease in FDI inflows by 63% in 2008. 

The available evidence shows that between 

2008 and 2017, FDI inflows have dropped 

by 0.62% in this region. On the other hand, 

the reverse was the case of developing 

economies especially the Asian Tigers. In 

2008 FDI inflows increased by 7.2% in de-

veloping countries of Asia. As a matter of 

fact, from 2008 to 2017, FDI inflows in this 

region has risen by approximately 25%. 

(UNCTADstat, 2018).  

However, the performance of FDI inflows 

in Africa has not been competitive relative 

to the Asian continent in recent time. In 

2017, Africa received a total FDI inflow of 

$42 billion, which is 21 percent decline of 

its 2016 inflows. This sharp fall in cross 

border investment has been arrogated to the 

continuous dwindling in prices of oil and 

unpleasant performances of macroeco-

nomic variables in the majority of host Af-

rican economies which Nigeria is one them 

(UNCTAD, 2018). In the past few decades, 

Nigeria being the highest oil exporter in Af-

rica has attracted substantial stock of FDI 

inflows. Available data show that Nigeria is 

the major FDI inflows recipient of the 

ECOWAS sub-region with 70% of the sub 

region`s aggregate FDI inflows (UNCTAD, 

2016). This exceptional performance of 

FDI inflows in Nigeria in the last decade 

among the ECOWAS countries has been of 

interest to the scholars and the policymak-

ers in the region. The nexus between gov-

ernment regulations and FDI is a complex 

issue. It has been established in the litera-

ture that appropriate local government reg-

ulations and institutions could make the 

host countries to benefit from foreign in-

vestment inflows. Excessive regulations are 

likely to impede FDI inflows if the reallo-

cation of human and capital resources are 

prevented.  In a situation whereby starting 

and closing down of a business, the venture 

is subjected to costly government regula-

tions, unfriendly bureaucratic procedures 

and unnecessary waste of time and re-

sources, reallocation of capital flows to the 

most productive sectors of the economy 

will be discouraged.  It has been affirmed 

that countries with sound investment poli-

cies and appropriate institution in the areas 

of institutional, monetary, fiscal and the ex-
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change rate will greatly benefit from in-

flows of foreign direct investment (Samol 

and Solifano, 2014). 

Meanwhile, several attempts to empirically 

verify the factors that derive FDI inflows in 

the country have generated several argu-

ments in the literature. For instance, the ad-

vent of crude oil was identified as the prin-

cipal variable that propels FDI inflows to 

Nigeria (Enoma and Mustafa, 2011). Other 

important variables like market size, ex-

port, past FDI and wage rates have been 

submitted to be indispensable. See (Offiong 

and Atsu, 2014; UNECA, 2009; Ayanwale, 

2007). In recent time, there has not been a 

serious research focus regarding the link 

between regulation and FDI inflows in Ni-

geria which has created a gap in the litera-

ture. In light of the above, this study will 

critically examine the relationship between 

government regulation and FDI inflows in 

Nigeria. The rest of the study is organized 

as follows; in addition to the introduction, 

section two addresses relevant theoretical 

and empirical literature review. Mean-

while, methodology, empirical results and 

policy recommendation are presented in 

section three.
 

Analysis of latest research where the solution of the problem was initiated.  
 

In this section, despite the fact that studies 

relating to the relationship between regula-

tion and FDI inflows are very scanty in Af-

rica in general and Nigeria in particular. 

However, this section presents a critical re-

view of related past studies on this subject 

matter.  

Olumuyiwa (2003) examined the relation-

ship between exchange rate uncertainty and 

foreign direct investment in Nigeria. The 

author concluded that there is a negative re-

lationship between the exchange rate and 

foreign direct investment in the country. 

Also, the exchange rate is seen as an im-

portant driver of the economic activities of 

Nigeria. In another perspective, Samol and 

Solifano (2014) argued that the government 

fiscal deficit/surplus is a strategic determi-

nant of foreign direct investment inflows. 

Clark and Longman (2008) opined that the 

inflows of FDI are greater in countries with 

better infrastructure alongside with less po-

litical risk and. It was also established in the 

study that countries with weaker currencies, 

smaller population and in industries where 

asset exploration is most likely attract FDI 

better. Bolaky and Freund (2004) submitted 

that political stability, sound economic pol-

icy, and security networks are drivers of 

FDI inflows in most countries in Asia, Eu-

rope, and Latin America. 

However, Aderemi et al (2018) estimated 

the relationship between security spending 

and foreign direct investment inflows in Ni-

geria between 1994 to 2016 with the appli-

cation of Dynamic Ordinary Least Square 

and Granger causality. The study submitted 

that there is a positive link between internal 

security spending and FDI inflows in the 

country. Also, there is an existence of bidi-

rectional causality between defense spend-

ing and FDI inflows in the country. Simi-

larly. Adeyeye, Akinuli, and Ayodele 

(2016) applied the Error Correction Model 

to estimate the linkage between security 

spending and FDI inflows in Nigeria from 

1985 to 2015. The results of the study con-

firmed that the security expenditure and in-

flation are negatively related to FDI 

whereas defense expenditure and the in-

flows of FDI have positive linkage in the 

long run in the country. 

Similarly, Fernandez-Arias and Jim Kim 

(2010) corroborated that the principal vari-

able could facilitate the inflows of FDI is 

the security of lives and property of foreign 

investors. It was concluded from the study 

that the risk of doing business, political 
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risk, riots,  election violence, insurgency 

among others discourage the inflows of for-

eign direct investment. Meanwhile, Isam 

(2010) asserted that the availability of secu-

rity, infrastructure, and economic perfor-

mance are the primary factors foreign in-

vestors usually consider when making in-

vestment decision whereas, political insta-

bility, unstable exchange rate, economic 

performance and unpredictable inflation 

are discouraging variables to foreign in-

vestment. Hermes and Lensink (2003) and 

Alfaro et al. (2004) established that coun-

tries that have better systems in terms of fi-

nance and financial market regulations 

could attract FDI more in an efficient way 

with a view to achieving a higher growth 

rate. In other words, both papers submitted 

that countries should have both a sound 

banking system and well-functioned finan-

cial market for entrepreneurs to have access 

to credit for starting a new business or ex-

panding the existing one.  

However, the reviewed of the empirical 

studies show that researches on FDI inflows 

and regulation are very scanty in Nigeria, 

and the literature is yet to reach a consensus 

about the nature of the relationship that ex-

ists between these variables. Hence, the rel-

evance of this study. 

Regulation Theory   

The nineteenth-century marked the erup-

tion of the theory of economic regulation. 

This theory has been popularized in recent 

literature reviews. See (Laffont and Tirole, 

2000; Newbery, 1999; Levy and Spiller, 

1994).  The subject matter of economic reg-

ulation is premised on the existence of sig-

nificant failure of forces of demand and 

supply to allocate resources optimally in the 

economy. This arises from information im-

perfections in market transactions, the ex-

istence of incomplete markets and external-

ities, and income and wealth distribution ef-

fects. The case of market failure is more 

pronounced in developing economies, 

therefore there is a need for stronger public 

regulation in such economies (Stiglitz 

1998). It is instructive to note that recent 

theoretical contributions to the regulation 

literature have served as a channel of regu-

lation for array of industries that properly 

understood the structural and institutional 

characteristics of developing economies 

vis-à-vis equitable and sustainable expan-

sion of infrastructure services which could 

be achieved via the impact of effective reg-

ulation in the poorer countries of the world 

(Laffont 2005). However, it is not in every 

situation, regulation of markets could bring 

about a welfare improvement relative to the 

economic outcome under imperfect market 

conditions. Information asymmetries can 

motivate imperfect regulation because of 

the discrepancies in the level of information 

about costs, revenues, and demand by the 

regulator and the regulated. The agency in 

charge of regulation holds the information 

that the regulator needs for optimal regula-

tion and it is important that the regulator. 

Meanwhile, Shapiro and Willig (1990) sub-

mitted that more information is provided to 

regulators by state ownership than private 

ownership, therefore contracting should 

have a less problem when both the owner-

ship and regulation are carried out by the 

state.  But Hayek (1945) argued that state 

ownership is characterized by insufficient 

incentives for gathering and using this in-

formation for the maximization of eco-

nomic welfare.
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Aims of paper. Methods 
 

This study utilized secondary data from 

1990 to 2016 for the analysis. However, un-

availability of data on worldwide govern-

ance indicator for some years was aug-

mented with dummy variables. Data on FDI 

inflows were extracted from UNCTAD da-

tabase published by the World Bank. Mean-

while, data on regulatory quality, rule of 

law and government effectiveness variables 

were sourced from the World Bank data set. 

However, data on inflation rate were ex-

tracted from CBN statistical bulletin  

It has been suggested in the literature the 

performance of an economy is a function of 

the ability of the state to provide effective 

regulatory institutions. Therefore, the prin-

cipal variable of interest in this work is the 

quality of regulatory governance. However, 

the World Bank developed a set of six ag-

gregate indicators to capture regulatory 

quality and government effectiveness 

(Kaufmann and Kraay, 2002). These indi-

cators are as follows: voice and accounta-

bility, political instability, regulatory qual-

ity, rule of law and control of corruption. 

However, this study focuses on the varia-

bles relating to regulatory quality, govern-

ment effectiveness and rule of law extracted 

from the World Bank data set. The opera-

tional components of regulatory quality are 

a burden on business via quantitative regu-

lations, price controls and other interven-

tions in the economy. In the same vein, gov-

ernment effectiveness comprises of percep-

tions of the quality of public provision, 

quality of bureaucracy, the competence of 

civil servants and their independence from 

political pressure, and the credibility of 

government decisions. 

 

Exposition of main material of research with complete substantiation of ob-

tained scientific results. Discussion.  
 

Model Specification 
The model for this study can be specified in 

the general form as follows: 

FDI = F (RQ, GE, ROL, INFL,). ….…. (1) 

If model (1) is log linearized, model (2) is 

emerged as follows.  

LnFDIt = β1 + β2 RQt + β3 GEt + β4ROL+ 

β5INFL+ µi   …………..…………….. (2)  

The a priori expectations are as follows β2 

– β4> 0 and β5<0 

The Direction of Causality between 

Regulation and FDI Inflows in Nigeria. 

Furthermore, in analyzing the Granger 

causality between regulation and FDI 

inflows this study adopted pairwise granger 

causality analysis in estimating the VAR 

model in equation (3-6) which states thus; 

 

𝐹𝐷𝐼𝑡  = 𝛼0 +  ∑ 𝛼1
𝑝
𝑖=0 𝐹𝐷𝐼𝑡−1 +  ∑ 𝛼2

𝑝
𝑖=0 𝑅𝑄𝑡−1 +  ∑ 𝛼3

𝑝
𝑖=0 𝐺𝐸𝑡−1 +

 ∑ 𝛼4𝑅𝑂𝐿𝑡−1
𝑝
𝑖=0 +  휀1𝑡- (3) 

𝑅𝑄𝑡  =+ 𝛽0 +  ∑ 𝛽1
𝑝
𝑖=0 𝑅𝑄𝑡−1 +  ∑ 𝛽2

𝑝
𝑖=0 𝐺𝐸𝑡−1 + ∑ 𝛽3

𝑝
𝑖=0 𝐹𝐷𝐼𝑡−1 +

∑ 𝛽4𝑅𝑂𝐿𝑡−1
𝑝
𝑖=0 +   휀2𝑡--(4) 

𝐺𝐸𝑡  = 𝛾0 +  ∑ 𝛾1
𝑝
𝑖=0 𝐺𝐸𝑡−1 +  ∑ 𝛾2

𝑝
𝑖=0 𝐹𝐷𝐼𝑡−1 + ∑ 𝛾1

𝑝
𝑖=0 𝑅𝑄𝑡−1 +

  ∑ 𝛾3𝑅𝑂𝐿𝑡−1
𝑝
𝑖=0 +  휀3𝑡---- (5) 
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𝑅𝑂𝐿𝑡  = 𝛾0 +  ∑ 𝛾1
𝑝
𝑖=0 𝑅𝑂𝐿𝑡−1 +  ∑ 𝛾2

𝑝
𝑖=0 𝑅𝑄𝑡−1 + ∑ 𝛾3

𝑝
𝑖=0 𝐹𝐷𝐼𝑡−1 +

 ∑ 𝛾4𝐺𝐸𝑡−1
𝑝
𝑖=0 + 휀4𝑡-- (6) 

Where FDI foreign direct investment, RQ 

means regulation quality, GE connotes 

government effectiveness, ROL means rule 

of law and INF is used to represent inflation 

rate which measures the stability of the 

economy, Ln used to denote natural 

logarithm and ui is error term.  t =1996-

2014

  
Result and Discussion 

Table 1. Descriptive Statistics of Annual Data Series (1990-2016). 
 

Descriptive Statistics RQ LFDI GE ROL INFL 

Mean  12.38889 21.74050 8.640741 6.500000 18.76926 

Median 11.80000 21.50762  10.50000 6.700000  12.22000 

Maximum  27.50000 22.91100  20.00000 14.80000 72.84000 

Minimum   0.000000 20.72626 0.000000  0.000000  5.380000 

Std. Deviation 11.05790 0.739005  7.176418 5.571839 17.75316 

Skewness 0.013542 0.191924 -0.122324  0.063408 1.914774 

Kurtosis  1.257627 1.556313  1.324114 1.358256  5.424036 

Jargue-Bera 3.416172 2.510516 3.227003 3.050330 23.10906 

Probability  0.181212 0.285002  0.199189 0.217585  0.000010 

Sum   334.5000  586.9935 233.3000 175.5000 506.7700 

Sum. Sq. Deviation  3179.207 14.19932 1339.025 807.1800 8194.537 

Observation   27  27  27  27  27 

Source: Authors` Computation (2019). 
 

The above table presents the descriptive 

statistics of the data employed in this study. 

This shows the distribution of the sample 

series. The estimated results in the table 

show that the values of mean and median of 

the variables FDI, regulation quality and 

rule of law are almost the same. 

Meanwhile, the values of mean and median 

of the variables of the inflation rate and 

government effectiveness indicate a slight 

disparity. This shows that the distribution 

of the data series is symmetrical in nature. 

The distribution of data series is perfectly 

symmetrical when the values of mean, 

mode and median of such data series 

converge (Karmel and Polasek 1980).  
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Table 2. Unit Root Test. 
  

Variables  ADF Test     PP Test 

Level 1st Diff. Remarks Level 1st Diff. Remarks 

LFDI -2.98104** -2.98623** I (1) -2.98104** -2.98623** I (1) 

RQ -2.98623** -2.98623** I(1) -2.98104**  I(0) 

INFL -2.98104** -2.98623** I(1) -2.98104** -2.98623** I(1) 

GE -2.98623** -2.98623** I(1) -2.98104**  I(0) 

ROL -2.98623** -2.98623** I (1) -2.98104**  I (0) 

Source; Authors` Computation (2019).                                           ***%5 level 

 

Table 2 shows the stationarity tests with the 

aid of the standard Augmented Dickey-

Fuller (ADF) and Phillips-Perron (PP) 

tests. It is important to carry out these tests 

because time series data are always 

associated with the problem of non-

stationarity which could decrease the 

validity of forecast based on such data. To 

overcome this problem in this empirical 

work, an attempt has been made to subject 

the data to a unit root test. Consequently, 

the results of the estimated Augmented 

Dickey-Fuller (ADF) tests shown in the 

above table clearly indicate that data on the 

variables such as FDI, rule of law, 

government effectiveness, regulation 

quality, and inflation rate were stationary 

after first differencing. However, Phillips-

Perron (PP) tests show that rule of law, 

regulation quality, and government 

effectiveness were stationary at a level. 

This implies that the data employed for the 

econometric analysis in this work are the 

combination of I(0) and I(1).    

 

Table 3. Johansen Cointegration Test (Trace Statistics) and (Maximum Eigenvalue). 
 

Null 

Hypothesis  

Eigenvalue Trace 

Statistics  

P-value Maximum 

Eigenvalue 

P-value 

r=0 0.833804 79.96344  0.0062 44.86471 0.0017 

r≤1  0.491232 35.09873 0.4428 16.89410 0.5891 

r≤2 0.374108 18.20463 0.5510  11.71445 0.5760 

r≤3 0.149450  6.490176 0.6376  4.046814 0.8544 

r≤4  0.093110 2.443362 0.1180 2.443362 0.1180 

Source: Authors` computation (2019).  

The unit root tests carried out in the 

previous table showed that the variables of 

interest in this paper are a mixture of I(0) 

and I(1). This implies that these variables 

might show some level of deviations in the 

short run, but there is high tendency they 

have a long-run equilibrium relationship. 

As a result of this, the study employed 

Johansen and Juselius (1990) multivariate 

cointegration test to validate the existence 

or otherwise of the long-run relationship 

among these variables. Moreover, the 

results of the estimated cointegration test 

shown in table 3 indicate that there exists at 

most four cointegrating vectors in the 

systems. The Eigenvalue and the maximal 

eigenvalue statistics above proved that at 

most four cointegrating vectors existed in 

the model at a lag interval of 1 to 1. Hence, 

the variables of interest in this paper have a 

long-run equilibrium relationship with one 

another.  
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Table 4.  The Impact of Regulation on FDI inflows in Nigeria. 

Dependent Variable: LFDI 
 

Variable Coefficient t-statistics P-value 

RQ 0.020747*** 1.173112 0.2791 

GE 0.064012** 4.436203 0.0030 

ROL 0.133161** 2.956138 0.0212 

INF 0.035986* 7.946619 0.0001 

 C 19.27300 95.02126 0.0000 
 

 R-Squared 0.985829   

Adjusted R-Squared 0.953439   

Source: CBN, 2017: Authors` computation (2019).                     ***Significant at 10%, **Significant 

at 5%,* Significant at 1%, 

Table 4 shows the estimated results of the 

regression analysis. It could be shown that 

all the coefficients apart from inflation rate 

have the expected signs. In the same vein, 

the independent variables of the model 

which comprises of rule of law, 

government effectiveness, regulation 

quality, and inflation rate jointly explained 

about 99% of the systematic variations in 

the dependent variable, FDI inflows leaving 

1% unexplained as result of random 

chance. This implies that the model adopted 

for this work is relatively good. Meanwhile, 

the explanatory power reduces to about 

95% when the loss in the degree of freedom 

was adjusted. 

Furthermore, there is a positive 

relationship between FDI inflows and 

regulation quality in Nigeria, though not 

significant at 5% level of significance. A 

unit change in regulation quality leads to 

about 2.1% increment in FDI inflows in the 

country. This implies that good regulation 

of foreign investors is one of the favorable 

conditions that propel the inflows of FDI 

in the country.  Similarly, government 

effectiveness and FDI inflows have a 

significant positive relationship. A unit 

change in government effectiveness brings 

about a 6.4% increase in FDI inflows in the 

country. The effectiveness of the Nigerian 

government in regulating investment activ-

ities serves an influencing factor encourag-

ing FDI inflows in the country.  In the same 

vein, the rule of law and FDI inflows have 

a significant direct relationship with each 

other in Nigeria. A unit change in the rule 

of law causes FDI inflows to increase by 

13.3% in the country. Also, FDI inflows 

and inflation rate have a significant 

positive relationship. A unit change in 

inflation rate leads to 3.6% increment of 

cross border investment in the country. In 

a nutshell, all variables used to proxy 

regulation have a positive relationship with 

FDI inflows in Nigeria. This implies that 

regulation is an important factor that has 

been facilitating the inflows of FDI in 

Nigeria. This finding is consistent with the 

submission of Busse and Groizard (2008), 

Alfaro et al. (2004), Hermes and Lensink 

(2003) in related studies. In a nutshell, reg-

ulation of investment climate in Nigeria is 

a principal factor that facilitates the in-

flows of FDI in the country.  
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Table 4. Pairwise Granger Causality Test. 

Sample: 1990 2016  

Lags: 2   
    
    

 Null Hypothesis: Obs F-Statistic Prob.  

    
    

 LFDI does not Granger Cause RQ  25  0.82789 0.0414 

 RQ does not Granger Cause LFDI  0.42676 0.6584 

    
    

 ROL does not Granger Cause RQ  25  0.99176 0.3884 

 RQ does not Granger Cause ROL  0.07975 0.9236 
    
    

 GE does not Granger Cause RQ  25  1.23520 0.3120 

 RQ does not Granger Cause GE  0.93209 0.4102 

    
    

 ROL does not Granger Cause LFDI  25  0.41443 0.6663 

 LFDI does not Granger Cause ROL  0.44096 0.6495 

    
    

 GE does not Granger Cause LFDI  25  0.72941 0.4946 

 LFDI does not Granger Cause GE  0.16406 0.8498 

    
    

 GE does not Granger Cause ROL  25  2.30447 0.1257 

 ROL does not Granger Cause GE  3.13861 0.0552 

    
    Source: Authors` Computation (2019) 

This section examined the direction of 

causality among FDI inflows, rule of law, 

government effectiveness and regulation 

quality in Nigeria within the context of 

Pairwise Granger Causality Test. The 

results presented in table 4 show that the 

existence of a unidirectional causality 

which runs from FDI inflows to regulation 

quality in Nigeria. Similarly, the rule of law 

granger causes government effectiveness in 

the country. However, there is no causal 

relationship between FDI inflows, 

government effectiveness and rule of law in 

Nigeria. 
 

Conclusions 
 

This study examined the relationship be-

tween regulation and FDI inflows in Nige-

ria over the period of 1990 to 2016. Conse-

quently, the major findings in this study are 

summarized as follows. Government effec-

tiveness, rule of law and inflation rate have 

a significant positive relationship with FDI 

inflows in Nigeria in the long run, apart 

from regulation quality that is not signifi-

cant. This implies that regulation is favora-

ble to the inflows of cross border invest-

ment in the country. In addition, there is a 

unidirectional feedback relationship which 

runs from FDI inflows to regulation quality 

in Nigeria. One way feedback relationship 

runs from the rule of law to government ef-

fectiveness in the country. Finally, due to 

the findings that emerged from this study, 

the following recommendations are made 

for the policymakers, investors and future 

researchers in Nigeria that regulation is the 
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deriver of FDI inflows in Nigeria. This im-

plies that when the attraction of FDI in-

flows are the target of the policymakers in 

the country, improving variables like rule 

of law, government effectiveness, and reg-

ulation quality will induce the inflows of 

cross border investment accordingly in the 

long run. Also, the Nigerian government 

should be committed to the provision of a 

sound business environment in the form of 

good government regulations to ensure 

rapid inflows of FDI in the country.
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