
16 
 

 

 

 

Foreign Direct Investment and Tax revenue in Nigeria 

 

Dike  Chukwuebuka U. & Leyira Christian Micah 

.  

 Department of Accounting, Faculty of Management Sciences,  

   University of Port Harcourt, Choba, 

Rivers State, Nigeria. 

Email; leyira.micah@uniport.edu.ng,  
Phone;234803-354-2244 

 

ABSTRACT 

The aim of this study is to examine the relationship between foreign direct investment and tax revenue in 

Nigeria. Hypotheses were developed in response to the objective of the study.  Data were sourced from 

Inland Revenue Services (FIRS) and Central Bank of Nigeria (CBN) statistical Bulletins between 2000 -

2017. Econometric techniques of ordinary least square (OLS) Augmented Dickey Fuller (ADF), Johansen 

co integration test, Error Correction Model (ECM) and pair wise Granger Causality test were employed in 

the empirical analysis. R
2
, Regression Coefficient, Probability value, T-Statistics and F-Statistics were 

used to determine the extent to which the independent variables can affect dependent variables. The result 

revealed that PPT has significant relationship with FDI while CIT has negative relationship with FDI.  It 

is recommended that Nigerian government should ensure policy consistencies in her tax revenue drive.  

More so, investment and political stability are pertinent in attracting foreign direct investment into 

Nigeria.  

Keywords: FDI, Tax Revenue  

 

INTRODUCTION 

Nigeria is one of the most developed countries in Africa. Foreign direct investment is the largest sector of 

the economy, accounting for about more than 50 percent of total GDP. One of the fastest growing 

segments in foreign direct investment are mining and quarrying, manufacturing, mining and quarrying, 

electronic, hospitality, telecommunication, transportation, textile and private public partnership (PPP), 

which together account for more than 30 percent of the total output. Mining and quarrying, which in the 

past was the biggest sector, now weights around 23 percent. Crude Petroleum and Natural Gas constitute 

only 11 percent of total GDP, while being the main exports. Industry and Construction account for the 

remaining 16 percent of GDP.  

Many policy makers and academics argue that foreign direct investment (FDI) can have robust positive 

effects on a host economy’s growth. In addition to the direct capital financing it supplies, FDI can be a 

source of valuable technology and know-how and enhances linkages with local firms, which can help to 

boost growth in an economy. Based on these arguments, industrialized and developing countries have 

offered incentives to encourage foreign direct investments in their economies (Melnyk, Kubatko & 

Pysarenko, 2014). Foreign Development Investors are mostly invited by transition and developing 

countries in a hope that through this international activity, the positive experience from developed 

countries will come to their domestic economies (Silvio, & Ariel, 2018). Thus, as foreign direct 

investment flow increases in an economy, export volume of that economy increases (Pulatova, 2016). 

For a developing country like Nigeria, foreign direct investment is considered as a way of transferring 

technology and capital from other developed and even developing countries to the domestic economy. 

According to Yu, Ning, Tu, Younghong & Tan (2011) FDI is considered to be one of the major channels 
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of technological transfer. Melnyk, Kubatko & Pysarenko (2014) believe that when foreign direct 

investment comes to a domestic country (in specific business), that firm receives a competitive advantage 

due to the usage of new knowledge, experience, ways of production and management. Adding that current 

successful government revenue of developing countries is explained by "catch up effect" in technological 

development with developed countries. Lahiri & Ono (1998) observe that higher efficiency of foreign 

firms may help lower prices and hence increase consumers’ surplus. Furthermore, FDI raises employment 

by either creating new jobs directly or using local inputs, thus, creating more jobs indirectly. According to 

Koojaroenprasit (2012), FDI is an important factor which contributes to government revenue through 

technology transfer. Capital accumulation and augmentation of human capital through education, 

trainings, and new managements are also prescribed to FDI inflows (Buckley, Clegg, Wang & Cross, 

2012). 

Muntah, Khan, Haider & Ahmad (2015) opined that foreign direct investment contributes significantly in 

the human resource development, capital formation and organization and managerial skills of the people 

in an economy. Eller, Haiss & Steiner (2016) suggest the level and quality of foreign investment 

influences the financial sectors’ contribution to growth in emerging markets. The advantage for investors 

is that investing in developing countries may bring higher gain and profits. Also more productive foreign 

firms stimulate industry competition, which is often useful for domestic firms. Thus as suggested by 

Blomstrom & Kokko (1998), domestic firms with foreign investment have high-quality output, driving up 

production standards in other competitive domestic firms. The presence of foreign firms in the economy 

with their superior endowments of technology and management skills will expose local firms to fierce 

competition (Chen, Chang & Zhang, 1995). Local firms may also be under pressure to improve their 

performance and to invest in research and development. Thus FDI enhances the marginal productivity of 

the capital stock in the host economies and thereby promotes growth (Wang & Blomstrom, 1992). 

However, Schoors, Roen, Van der Tol & Bartoldus (2012) suggest that FDI can have a negative impact 

on domestic economies. This could happen through repatriation of profit and market stealing effect. Also, 

Stanisic (2018) did not find any positive correlation between FDI inflows and government revenue. Gorg 

& Greenwood (2012) conclude that the effect of spillovers from foreign-owned to domestically owned 

firms are mostly negative. Foreign direct investment is an investment made by an individual or a 

company (investor) in a country which is not the country of origin of the investor, in the form of either 

establishing business or acquiring business assets in the country. Oseghale & Amonkhienan (2017) found 

that FDI is positively associated with GDP, concluding that greater inflow of FDI will spell a better 

economic performance for the country. Ayanwale & Bamire (2011) assessed the influence of FDI on 

firms’ level productivity in Nigeria and report a positive spillover of foreign firms on domestic firms’ 

productivity. In addition to the direct capital financing it supplies, FDI can be a source of valuable 

technology and know-how while fostering linkages with local firms, which can help jumpstart an 

economy (Melnyk, Kubatko & Pysarenko, 2014).  

However, the special merits of FDI and particularly the kinds of incentives offered to foreign firms in 

practice have begun to be questioned (Alfaro, 2003). Fueling this debate is that empirical evidence for 

FDI generating positive spillovers for host countries is ambiguous at both the micro and macro levels. In 

support of this fact, Hanson (2011) argues that evidence that FDI generates positive spillovers for host 

countries is weak. Although the theoretical work on FDI points to advantages, conceivably, spillovers 

could nevertheless be small. On the other hand it could be that we are looking in the wrong places 

(Alfaro, 2003). Akinlo (2014) found that foreign capital has a small and not statistically significant effect 

on government revenue in Nigeria unlike tax revenue. Many analysts and experts have acknowledged that 

foreign direct investment is a viable instrument to kick-start the Nigerian economy (Ariyo, 2002). The 

Federal Government of Nigeria in its effort has introduced a number of measures to encourage foreign 

direct investment but the effects of such measures are either not felt or the impact is very meager on the 

economic lives of the people. The existing FDIs are seen to be having clashes with host communities’ 

interest repeatedly. 
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It is against this background, that the study seeks to examine the relationship between foreign direct 

investment and tax revenue in Nigeria from 2000-2017 as the major objective of the study. There is 

increasing empirical evidence that foreign direct investment matters for government revenue. The need to 

better the lots of citizens through direct foreign investment has raised questions on the impact of foreign 

direct investment on its impact on government revenue of nations. In Nigeria and other developing 

economies, over the years, there has been a steady increase in direct foreign investment without an 

appreciable increase in government revenue and development especially tax revenue. These have led to 

several researches and interest on the role of direct foreign investment in the long term growth of national 

economics by economists. The revival of interest in growth theories has also revived interest among 

researchers in verifying and understanding the link between investment policies and government revenue. 

In Nigeria for instance, despite the huge amount of foreign direct investments, there is still an 

insignificant level of development witnessed. 

Foreign direct investment on all sectors of the Nigerian economy is expected to lead to government 

revenue in the sense that mining and quarrying and oil producing will boost the productive base of the 

economy which in turn will lead to growth. The interest by economists in Nigeria and other jurisdictions 

on the role of private foreign investment is still inconclusive. Barro (1990) endogenize direct foreign 

investment in a growth model and analyze the relationship between size of foreign direct investment and 

rates of growth. He concluded that an increase in resources devoted to non-productive ventures is 

associated with economic sector per capita growth. Therefore, direct foreign investment which enhances 

government revenue should be tailored towards productive services.  

A critical look at the inflow of foreign direct investment into Nigerian from World Bank report displays a 

very distributing development. While the net flows into the less developed countries have been growing 

steadily since 1989, the share of the increasing flow attracted into Nigerian economy maintained a 

consistent decline to less developed by 1993 ($ 900. 00 million). On the contrary, the report stated that 

China attracted $13 billion worth of foreign direct investment (FPI) in 2012 representing 15.84 percent of 

the total flow in the entire less developed countries in spite of her long restrictive policies and her only 

recent liberalisation policies. 

Aim of the study  
The aim of this study is to determine the relationship between foreign direct investment and tax revenue 

in Nigeria. 

Research Hypotheses  
The following hypotheses are stated in their null form: 

H01: There is no significant relationship between Foreign Direct Investment and Petroleum Profit Tax 

in Nigeria. 

H02: There is no significant relationship between Exchange Rate and Petroleum Profit Tax in 

Nigeria. 

H03: There is no significant relationship between Foreign Direct Investment and Company Income 

Tax in Nigeria. 

H04: There is no significant relationship between Exchange Rate and Company Income Tax in 

Nigeria. 

 

Literature Review 

Concept of Foreign Direct Investment  

The market internationalization has encouraged companies to formulate diverse approaches to 

internationalized business, which resulted in extensive activities such as Foreign Direct Investment (FDI). 

The International Monetary Fund (IMF) defined the (FDI) as the investment that involves a long-term 

relationship reflecting a lasting interest of a resident entity in one economy (direct investor) in an entity 

resident in an economy other than that of the investor. According to the World Bank, FDI refers to the net 

inflows of investment to acquire a lasting management interest (10 percent or more of voting stock) in an 

enterprise, operating in an economy other than that of the investor and can be further developed as the 

sum of equity capital, reinvestment of earnings, other long term capital, and short-term capital as shown 
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in the balance of payments in that economy. It is generally seen as a composite bundle of capital stock 

and technology, and can augment the existing stock of knowledge in the host, economy through labor 

training, skill acquisition and diffusion, and the introduction of new managerial practices and 

organizational arrangements (De Mello, 1999). In short, FDI can impact government revenue directly and 

indirectly.  

FDI is regarded as the ownership or control of 10 percent or more of an enterprise's voting securities or 

the equivalent interest in an unincorporated business (Griffin &Pustay, 2017). Farrell (2018) defined FDI 

as a package of capital, technology, management, and entrepreneurship, which allows a firm to operate 

and provide goods and services in a foreign market. From a theoretical viewpoint, FDI can be divided into 

two categories: Horizontal and Vertical. Horizontal FDI (HFDI) is a type of investment which is in the 

same industry operating abroad as a firm operate, or offers the same services as it does at home, and tends 

to produce for local or original markets only without exporting much output to host country  (Maskus, 

2012); (Haile & Assefa, 2016). It seeks to take advantages of a new large market, which is considered as 

traditional motive for FDI. It is widely used by Japanese MNE's in their international expansion because 

they believe that this model will help to reduce the risk and enable them to share experience, resources, 

and acknowledgment that already have developed at home (Botrić & Škuflić (2016).  

Adegbite & Ayadi (2010) stated that FDI helps fill the domestic revenue-generation gap in a developing 

economy, given that most developing countries’ governments do not seem to be able to generate 

sufficient revenue to meet their expenditure needs. Other benefits are in the form of externalities and the 

adoption of foreign technology.   

 

Tax Revenue in Nigeria 

I. Companies’ Income Tax 
This Tax is payable for each year of assessment of the profits of any company at a rate of 30%. These 

include profits accruing in, derived from or brought into or received from a trade, business or investment. 

Also companies paying dividends to its shareholders are first obliged to pay tax on its profits at the 

companies’ tax rate. Chude & Chude (2015) investigated the impact of company income tax on the 

profitability of brewery companies in Nigeria. The study employed the Augmented Dickey Fuller Unit 

Root test, Johansen co- integration test and Ordinary Least Squares technique to analyze time series 

secondary data. The study revealed positive correlation between taxation and profitability. Adegbie & 

Fackile (2011)concentrated on the relationship between Company Income Tax alone and Nigeria 

Economic Development.  Their conclusion based on finding was that there is a significant association 

between company income tax and economic development of Nigeria. 

II. Petroleum Profit Tax 
Nigerian law by virtue of the Petroleum Profits Tax Act requires all companies engaged, in the extraction 

and transportation of petroleum to pay tax. The taxable income of a petroleum company comprises 

proceeds from the sale of oil and related substances used by the company in its own refineries plus any 

other income of the company incidental to and arising from its petroleum operations. Petroleum Profit 

Tax is payable by companies which are engaged in petroleum operations. The fundamental objective of 

petroleum taxation is to ensure a fair share of wealth accruing from the extraction of the petroleum 

resource, while also providing sufficient incentives to encourage investment and optimal economic 

recovery of the hydrocarbon resource (Saheed, Abarshi & Ejide, 2014).  

. 

Empirical Review 

Pulstova (2016) studied the effects of foreign direct investment and firm export on government revenue in 

Uzbekistan. The study covered the period 1990 – 2014 and descriptive method was adopted. He found 

that an increase in FDI may cause firms to increase their export of products. 

Muntah, Khan, Haider & Ahmad (2015) studied the impact of foreign direct investment on government 

revenue of Pakistan covering the period 1995 to 2011. The data were sourced from World Bank, 

Economy of Pakistan Books, Index Monde and Economic Survey of Pakistan. Regression analysis was 

used in the study. They found that FDI impacts positively on government revenue of Pakistan. 
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Agrawal (2015) assessed the relationship between foreign direct investment and government revenue in 

the five BRICS economies, namely, Brazil, Russia, India, China and South Africa over the period 1989 – 

2012. Cointegration and Causality analysis were applied. The results indicate that foreign direct 

investment and government revenue are cointegrated at the panel level, indicating the presence of long 

run equilibrium relationship between them. Results from causality tests indicate that there is long run 

causality running from foreign direct investment to government revenue in these economies.  

Melnyk, Kubatko & Pysarenko (2014) examined the impact of foreign direct investment on government 

revenue in post-communism transition economies. The study used neoclassical growth theory to analyze 

the effect of FDI on government revenue. They found a significant FDI influence on government revenue 

of host countries. They concluded that in addition to the direct capital financing it supplies, FDI can be a 

source of valuable technology and know-how while fostering linkages with local firms, which can help to 

jumpstart an economy. Based on these arguments, industrialized and developing countries have offered 

incentives to encourage foreign direct investments in their economies. The study recommended that 

transition and developing economies should pay more attention to the business climate and positive 

institutional changes.  

Koojaroenprasit (2012) explored the impact of foreign direct investment on government revenue of South 

Korea using secondary data for the period 1980–2008. Multiple regression analysis was employed in the 

study. This study found that there is a strong and positive impact of FDI on South Korean government 

revenue. Furthermore, the study indicated that human capital, employment and export also have positive 

and significant impact, while domestic investment has no significant impact on South Korean government 

revenue. He argued that the interaction effects of FDI- human capital and FDI-export indicated that the 

transfer of high technology and knowledge has an adverse impact on South Korean government revenue. 

 

RESEARCH METHODS 

Research Design  

The method of study adopted in the study is both descriptive and analytical on time series. The researcher 

adopted the longitudinal design and statistical trend analysis because the study elements are quantitative 

in nature.   

The target population refers to the entire group of people, events or things that the researcher intends to 

investigate the population of this study was the Nigerian Economy, specifically data gotten from the CBN 

statistical bulletin database from 2000-2017.  

The study employs a time series data covering the period 2000-2017. This period is chosen as it 

corresponds to the period where uniform and consistent data on the relevant variables are available. More 

importantly, this period witnessed several direct foreign investments. Data for the work are drawn from 

the Central Bank of Nigeria (CBN) statistical Bulletins. Purposive sampling technique or judgmental 

sampling technique was used. 

This study relied basically on secondary data source from collected from Central Bank of Nigeria 

Statistical Bulletin 2017 and NBS; Annual Abstract of Statistics. The data collected for both variables 

were for the period of 18years. (2000-2017).  

Dependent variable is known as response variable or the criterion variable while independent variable is 

known as predictor variable. The Independent variable in our study, we have; Foreign Direct Investment. 

Its proxies are Foreign Direct Investment and Exchange Rate from 2000-2017. In our study, we have the 

Tax Revenue which is measured by Petroleum Profit Tax and Company Income Tax for the period; 2000-

2017 was the dependent variable. All variables were gotten from the Central Bank of Nigeria Statistical 

Bulletin 2017. 

Method of Data Analysis 

This study employs various econometric tools as analyzed below; 

Unit Root Test 

Prior to the estimations, unit root tests were performed on the series to determine their level of stationary. 

The result of the stationarity test using the Augmented Dickey-Fuller (ADF) and Phillip Perron test.  The 

unit root is employed to evaluate stationary of data in order to avoid spurious estimates. Decision rule; is 
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accept the null hypotheses if the ADF test statistic is greater than Mackinnon critical values at 1%, 5% 

and 10% significant levels respectively. 

Ordinary Least Square 

This work used OLS multiple regressions to determine the effect of the independent variable on the 

dependent variable. And so, to improve on the linearity of the model we introduced log in the model. The 

choice of OLS is mainly because it minimizes the error sum of squares and has a number of advantages 

such as unbiasedness, consistency, minimum variance and efficiency; it is widely used based on its 

property of BLUE (Best, Linear, Unbias, Estimate), simple and easy to understand. The E-view 

econometric software 9.0 was used for this analysis. The statistical test of parameter estimates was 

conducted using their standard error, t-test, F-test, R, and R2 . The economic criteria showed whether the 

coefficients of the variable conform to the economic a priori expectation, while the statistical criteria test 

was used to assess the significance of the overall regression.  

Co-integration Test (Johansen’s Co-integration) 

Johansen’s Co-integration is employed to detect the extent of long-run relationship prevailing between 

dependent variable and independent variable. It is a useful tool especially where two or more explanatory 

proxies. Decision is based on significance level of the Co-integration.  

Error Correction Estimates 
The Error Correction Model is employed to ascertain the extent to which changes in the explanatory 

variable do explains the variations in the dependent variable in the long-run after adjusting the short-run 

directions. Also, they provide information as to the speed with which the dependent variable adjusts back 

to equilibrium after these short distortions. 

Granger Causality Test 

To determine whether there is granger causality between FDI and tax revenue in Nigeria which will help 

us achieve the third objective, the following Granger causality test was conducted.  Pair-wise Granger 

Causality test is applied to ascertain the extent to which a set of independent factors X support the 

dependent variable Y, also to ascertain whether addiction of lagged values X can provides more 

explanation for variations in the  dependent variable Y and vice versa. The decision rule is purely a 

function of the level of significance of the resulting co-efficient. 

Decision Model 

Accept the null hypotheses, if the calculated value of falls below the tabulated t-value at critical level of + 

1.96 or otherwise reject. 

Model specification 

The Multiple Regression Model is appropriate for our analysis because all the variables in this study are 

measured in ordinal scale.  

• The functional form of the model is presented as: 

FDI=f(PPT, CIT)……………………………………1 

ER =f(PPT, CIT)……………………………………2 

This can be converted into linear or stochastic model, we have 

FDI= β0+β1PPT+ β2CIT+ε ……………………………1 

ER= β0+β1PPT+ β2CIT+ε ……………………………..2 

Where  

β0+β1 + β2 are constant;  

FDI = Foreign direct investment 

ER = Exchange rate 

PPT= Petroleum profit tax 

CIT =Company income tax 

ε=Error Term;  

Apriori expectation:β0+β1&β2>0. 
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RESULTS AND DISCUSSION 

Data presentation 

The data used was sourced from reliable materials and processed with the help of econometric views (E-

view). These secondary data includes foreign direct investment and exchange rate which are the 

independent variables while petroleum profit tax, and company income tax represented the dependent 

variable of the model in table  

Table 4.1 1: Annual Time Series Data of the Variables 

YEARS FDI (N) ER (N) PPT(N) CIT(N) 

2000 765912.1 101.7 4725086.00 51100.00 

2001 978015.7 111.2 6912381.25 68700.00 

2002 1287929 120.6 8487031.57 89100.00 

2003 905757 129.2 11411066.91 114800.00 

2004 984403.45 132.9 14572239.12 113000.00 

2005 925354.74 131.3 18564594.73 140,300.00 

2006 1016292 128.7 20657317.67 244900.00 

2007 975350.06 125.8 24296329.29 275300.00 

2008 995821.02 118.5 24794238.66 417000.00 

2009 1036763 148.9 29205782.96 568,100.00 

2010 1016292 150.3 37409860.87 657600.00 

2011 390.4102 153.9 40544100.64 2041127.00 

2012 2453.137 157.5 46095000.12 700000.00 

2013 1717.899 157.3 80024560.00 985500.00 

2014 13927.62 158.6 89043620.00 120730.00 

2015 8057.895 300 95177740.00 126897.72 

2016 11137.29 304 18292950.00 933537.30 

2017 12200.89 340 16765309.00 7524344.70 

Source: Computed by the researcher, extracted from CBN Bulletin 2017 edition, NBS Annual Abstract of 

Statistics and FIRS website. 

4.2 Analysis of Unit root test result 

In time series econometrics, the method of ordinary least squares analysis of economic data characterized 

of non-stationary often produces controversial results. This may pose difficulty of spurious regression 

analysis of time series data. Because of the shortcomings of non-stationary, we have subjected the time 

series data to augmented dickey fuller test of unit root whose result is presented below. 

The test for stationary was done using Augmented Dickey-Fuller (ADF) tests on the data. The ADF tests 

are done on level series, first and second order differenced series. The unit root test was carried out to 

determine the stationary of the variable. For the purpose of this research analysis, 5%level of significance 

would be applied.  
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Table 4.2.1 Summary of the Unit Root Test, Augmented Dickey-Fuller (ADF) results at 1
st
 

Difference. 

Source: Extracts from E-view print out Version 10 and author’s compilation 

The result presented above is that of the augmented dickey fuller class of the unit root test which shows 

that all the variables exhibited the required property of unit root process at various levels of significance. 

This implies that all the variables when subjected to unit test were found to be stationary at first 

difference. This research analysis applied 5% level of significance and judging from the P-values 

computed they are all below 0.05 and the null hypothesis is also rejected. The results of the variables 

being stationary at first difference makes it inappropriate for the application of the ordinary least square 

method of regression, therefore the test to determine the long run relationship can be achieved with the 

aid of the co-integration test. 

Analysis of Ordinary least squares result 

One of the most natural directions taken in time series econometrics is the study of multivariable 

relationship or multiple regression analysis whose main issues is centered on the ordinary least squares 

(OLS)  method. The least squares method is used to develop the estimated regression equation that best 

approximate the straight line relationship among the dependent and the independent variables.  The result 

of the ordinary least squares method is presented in table 4.3. 

 
I. Table 4.3.1:FDI= ßo + ß1PPT + ß3CIT + µ 

 

Dependent Variable: FDI   

Method: Least Squares   

Date: 04/04/19   Time: 15:42   

Sample: 2000 2017   

Included observations: 18   

     
     

Variable Coefficient Std. Error t-Statistic Prob.   

     
     PPT 0.055315 0.014592 6.157568 0.0251 

CIT 0.064638 0.101334 8.006291 0.0751 

     
     

R-squared 0.554879     Mean dependent var 5.836167 

Adjusted R-squared 0.341205     S.D. dependent var 5.067369 

S.E. of regression 7.753579     Akaike info criterion 3.007017 

Sum squared resid 9.02E712     Schwarz criterion 3.016819 

Log likelihood -23.55964     Hannan-Quinn criter. 3.007991 

Durbin-Watson stat 1.910767    

     
     

Source: Extracts from E-view print out Version 10 and author’s compilation 

 

ADF 

STATISTICS 

 

MACKINNON 

1% critical 

Value 

 

5% critical 

Value 

 

10% critical 

Value 

 

Order of  

INT 

 

Prob 

 

 

       

VARIABLES    

FDI  -4.269335  -3.959148 -3.081002 -2.681330   1(1)  0.0056 

ER  -3.972755  -3.959148 -3.081002 -2.681330   1(1)  0.0098 

PPT  -5.212716 -4.057910 -3.119910 -2.701103   1(1)  0.0015 

CIT -5.680590 -3.959148 -3.081002  -2.681330   1(1)  0.0229 
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Judging from ordinary least squares result of the modeled coefficients, the parameter of tax revenue 

represented by petroleum profit tax and company income tax variables were found to contribute positively 

to foreign direct investment. By this implication, a proportional change in petroleum profit tax and 

company income tax will lead to a resultant change in growth of foreign direct investment in 

proportionate terms.  

The correlation coefficient justifies the strength of the model in terms of its explanation of the variations 

in foreign direct investment at 55%. Even when adjusted, the correlation coefficient still lend credence to 

a very good  fitness of the model at 34% with unexplained variations of about 66% which may be 

attributed variables external to the model.  

Durbin-Watson statistics of 1.9 is approximately 2, which is within the required boundary. By the rule of 

thumb according to Gujarati, the residuals are uncorrelated if Durbin Watson statistic is approximately 2, 

which meets our assumption requirements. 

This shows goodness of fit of the model, with the probability value less than 0.05 for PPT , it means there 

is a significant relationship between PPT and the dependent variable FDI in Nigeria for the period 

covered by this study. But with the probability value greater than 0.05 for CIT, it means there is no 

significant relationship between CIT and the dependent variable FDI in Nigeria for the period covered by 

this study  

II. Table 2: ER = ßo + ß1PPT + ß2CIT + µ 

 

Dependent Variable: ER   

Method: Least Squares   

Date: 04/04/19   Time: 15:44   

Sample: 2000 2017   

Included observations: 18   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     PPT 0.120699 0.033624 3.589674 0.0071 

CIT 0.045817 0.082967 0.552235 0.5959 

     
     R-squared 0.188465     Mean dependent var 92.84100 

Adjusted R-squared 0.087023     S.D. dependent var 42.03168 

S.E. of regression 40.16120     Akaike info criterion 10.40054 

Sum squared resid 12903.38     Schwarz criterion 10.46105 

Log likelihood -50.00268     Hannan-Quinn criter. 10.33415 

Durbin-Watson stat 2.489729    

     
     Source: Extracts from E-view print out Version 10 and author’s compilation 

The result shows that the independent variables PPT and CIT produce a positive coefficient, meaning a 

unit change in PPT and CIT resulted to a 12% and 4% increase in EX in Nigeria within the period under 

investigation.  

Coefficient of Determination (R
2
); this shows the value of changes in the dependent variables attributable 

to changes in the explanatory variables. R
2 

and Adjusted R
2
 is the ratio that explains the variation in the 

model. From the result, 19% and 9% of the total variable of ER can be explained by the independent 

variables; PPT, and CIT in a multiple relationship. The remaining the 81% and 91% of the total variation 

were not fully included in the model but have been taken care of by the error term. 

The Durbin Watson statistics from the result is 2.489729, this value is above 1.5, and hence there is a 

maximum presence of serial auto correlation in the model. The findings are however fit for short and long 

term decision making 
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This shows goodness of fit of the model, with the probability value less than 0.05 for PPT, it means there 

is a significant relationship between PPT and the dependent variable ER in Nigeria for the period covered 

by this study. While CIT has a probability value greater than 0.05, it means there is no significant 

relationship between CIT and the dependent variable ER in Nigeria for the period covered by this study. 

4.4 Analysis of Co-integration Result 

The importance of co-integration is to test for long run relationship between the variables in the relapses 

in the wake of guaranteeing that the variables are of the same request to evade spurious relapse. The 

relapses that have been assessed made utilized of variables that had been tried for stationary, however 

some have low coefficients yet are in any case not tormented with the stationary issues. 

We examined co-integration relationship between the variables by employing the Johansen procedure. 

Both the trace test and the maximum Eigen value test are performed. These results show that the null 

hypothesis of no-co integrating vector can be strongly rejected for the variables. The null hypothesis of 

no-co integrating vector (HB: r =o) is rejected at 5% for all the variables, indicating that there is at least 

one co-integrating vector in the model.  
Table 4.4.1 Summary of the Result of Johansen Multivariate Co-integration Test   

Unrestricted Co-integration Rank Test (Trace) 

 

   

Sample (adjusted): 2000 2017   

Included observations: 18 after adjustments  

Trend assumption: Linear deterministic trend  

Series: FDI ER PPT CIT    

Lags interval (in first differences): 1 to 1  

     
     
     

Unrestricted Co-integration Rank Test (Trace)  

     
     

Hypothesized  Trace 0.05  

No. of CE(s) Eigen value Statistic Critical Value  Prob.**  Decision 

     
     

None *  0.909378  23.71570  15.49471 0.0023     Reject 

   At most 1 *  0.430735  4.507273  3.841466 0.0337     Reject 

At most 2  0.659800  12.97607  15.49471 0.1157     Accept 

At most 3*  0.419454  4.350290  3.841466 0.0370     Reject 

     
 Trace test indicates 2 co-integrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

Source: Extracts from E-view print out Version 10 and author’s compilation 

Table 4.4.2 Summary of the Result of Johansen Multivariate Co-integration Test   

Unrestricted Co-integration Rank Test (Maximum Eigen) 

 

     
     

Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigen value Statistic Critical Value Prob.** Decision 

     
     

None *  0.909378  19.20843  14.26460 0.0076   Reject 

   At most 1 *  0.430735  4.507273  3.841466 0.0337   Reject 

At most 2  0.659800  8.625778  14.26460 0.3186   Accept 

  At most 3 *  0.419454  4.350290  3.841466 0.0370   Reject 

     
 Max-Eigen value test indicates 2 co-integrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

     

Source: Extracts from E-view print out Version 10 and author’s compilation 
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In the Johansen co-integration result stated above, the Eigen value and trace statistics both shows the four 

co-integrating equations which confirms the existence of a long run relationship between the variables. 

By implication, foreign direct investment, petroleum profit tax, company income tax and exchange rate 

possesses the modeled characteristics of long run relationship at 95 percent confidence level. 

Table 4.5 Error Correction Model 

Dependent Variable: D(FDI) 

Method::Least Squares 

Date: 04/04/19  Time: 21:52 

Sample(adjusted): 2000 2017 

Included observations: 18 after adjusting end points 

Variable Coefficient Std. Error t-Statistic Prob.   

C                           -5106.934 21429.51 -0.238313 0.8136 

D(PPT) 0.031752 0.008325 3.814040 0.0008 

D(CIT) -3614.376 3592.866 -1.005987 0.3241 

RESID01(-1) -0.839074 0.241331 -3.804214 0.0008 

R-squared 0.557610     Mean dependent var 47186.03 

Adjusted R-squared 0.435637     S.D dependent var 124714.2 

S.E. of regression 91896.95     Akaike info criterion 25.90194 

Sum squared resid 2.11E+11     Schwarz criterion 26.26473 

Log likelihood -419.3820      F-statistics 4.847983 

Durbin Watson stat 1.825693      Prob(F-statistic) 0.001467 

Source: Extracts from E-view print out Version 10 and author’s compilation 

 

From the analysis of the error correction mechanism, petroleum profit tax contributed positively to 

foreign direct investment’ of this predictor variable, only PPT is statistically significant at the required 

95% confidence level. Company income tax are found to be negatively and insignificantly related to FDI, 

Also the result of the correlation coefficient and its adjusted value shows that all explanatory variables 

jointly explain 56% and 44% variations in foreign direct investment respectively. This further implies 

about 44% and 56% of the variations in foreign direct investment cannot be explained by the predictor 

variables which could be attributed to influences alienated to the model. The ECM (RESIDUAL) has the 

expected negative sign and is significant with a Prob (F-statistic) of 0.00 which is less than the required 

0.05 significance level, confirming a good line of fit; further confirmed by the F-stat probability value 

which is significant at 0.00.  The absolute value of the error correction term (ECT01) = 0.83 imply that 

about 83% of disequilibrium in the Nigerian foreign direct investment is offset by short-run adjustments 

in the independent variables annually. The ECM is a measure of short run relationship which implies that 

in the short-run, after differencing the independent variables, the results reveal insignificant relationship 

between FDI and company income tax variables at  5% level of significance. The Durbin-Watson 

statistics which is approximately 2 (1.8) also shows that the residuals of the model are uncorrelated (no 

autocorrelation). 
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4.6 Analysis of Granger Causality Test 

Used is made of granger causality test to examine the direction of flow or support between two variables. 

The source of flow may be that of unidirectional, bidirectional or no relationship of causal nature at all.  

Pairwise Granger Causality Tests 

Date: 05/04/19   Time: 13:28 

Sample: 1 18  

Lags: 2   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
    FDI does not Granger Cause PPT 16  0.83184 0.4421 

PPT does not Granger Cause CIT  0.63110 0.5369 

    
     ER does not Granger Cause FDI 16  0.51896 0.5991 

FDI does not Granger Cause PPT  2.28459 0.1149 

    
    PPT does not Granger Cause ER 16  0.23261 0.7935 

FDI does not Granger Cause CIT  0.03060 0.9699 

    
    ER does not Granger Cause PPT 16  0.23088 0.7948 

CIT does not Granger Cause ER  0.16804 0.8459 

    
        

All causal relationships are established at 5% level of significance (probability equal to or less than 0.05). 

The result of the granger causality test conducted at 5%level of significance reveals that causality runs 

through petroleum profit tax, company income to foreign direct investment and exchange rate. The result 

of the test presented above proves that there is no causal relationship between the variables. This is 

because the probability of all the variables are above 0.05, this makes the null hypotheses acceptable. 

CONCLUSION 

Judging from the basic findings and tenets of this the study, the following conclusion could be drawn 

from about the behavioral pattern of the predictor variables of foreign direct investment and criterion 

variables of tax revenue.   

1. Nigeria has what it takes in form of potentials to attract foreign direct investment if only we could 

diversify economy’s resources which will yield increase in oil revenue in Nigeria.   

2. Government should give priority to policies that could promote FDI inflow into the country such 

as tax holidays, infrastructural development, consistent power supply and good security outlet to 

address the issues of Boko Haram and their random bombing in some part of the country, 

kidnapping and Militancy. This will go a long way in creating enough job opportunities for the 

unemployed youth and help in check-mating the high rate of poverty in the country thereby 

reducing the gap between the proletariat and exploitative bourgeoisie.   

3. Government needs to liberalize the foreign sector in Nigeria so that all barriers to trade such as 

arbitrary tariffs; import and export duties and other levies should be reduced so as to encourage 

investors.  

4. For a third world and a country like Nigeria, attracting FDI is of paramount importance if the 

country needs to grow, given its positive benefits. However, countries ought to be aware of the 

risks such as destabilization of exchange rates and other macroeconomic fundamentals associated 

with accumulating too much Foreign Direct Investment beyond their absorptive capacity.  
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RECOMMENDATIONS 

From our findings, it is therefore very pertinent to make suggestions that would ensure sustained the 

required growth in the flow of foreign direct investment in Nigeria. 

i. The Nigerian government should ensure that policy consistencies, investment and political 

stability are pertinent in attracting foreign direct investment into our country Nigeria. As a result, 

tax revenue will increase significantly in which government will be able to carry out their 

responsibilities. 

ii. Image building: Improving the currently bad image of the country is the key to reversing the 

dismal FDI trend of the country and Africa at large. This requires an increase in Political stability, 

Macroeconomic stability and the protection of property rights as well as the rule of law.   

iii. Improvement of the investment climate:  This requires reducing indirect costs to firms with 

energy and transportation topping the list of major impediments. It also requires reducing and 

mitigating risks, particularly those relating to crime, property security, political instability, and 

macroeconomic instability. Although individual countries are the focal point of action, their 

efforts could be pooled to coordinate policy, promote investment, improve security, and increase 

connectivity.  

iv. Improving infrastructure: This is essential to reducing the transaction costs in producing goods 

and services. Transportation and energy make up the largest part of indirect costs for businesses, 

weighing heavily on the competitiveness of firms in most African countries. The focus would be 

on reducing the high costs associated with the remoteness of landlocked countries to facilitate 

their trade with neighbors and the rest of the world. Again, there will be a clear need to look 

beyond country borders and adopt a regional approach to coordinating cross border infrastructure. 
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APPENDIX 

Table 4.1 1: Annual Time Series Data of the Variables 

YEARS FDI (N) ER (N) PPT(N) CIT(N) 

2000 765912.1 101.7 4725086.00 51100.00 

2001 978015.7 111.2 6912381.25 68700.00 

2002 1287929 120.6 8487031.57 89100.00 

2003 905757 129.2 11411066.91 114800.00 

2004 984403.45 132.9 14572239.12 113000.00 

2005 925354.74 131.3 18564594.73 140,300.00 

2006 1016292 128.7 20657317.67 244900.00 

2007 975350.06 125.8 24296329.29 275300.00 

2008 995821.02 118.5 24794238.66 417000.00 

2009 1036763 148.9 29205782.96 568,100.00 

2010 1016292 150.3 37409860.87 657600.00 

2011 390.4102 153.9 40544100.64 2041127.00 

2012 2453.137 157.5 46095000.12 700000.00 

2013 1717.899 157.3 80024560.00 985500.00 

2014 13927.62 158.6 89043620.00 120730.00 

2015 8057.895 300 95177740.00 126897.72 

2016 11137.29 304 18292950.00 933537.30 

2017 12200.89 340 16765309.00 7524344.70 

 

Table 4.2.1 Summary of the Unit Root Test,Augmented Dickey-Fuller (ADF) results at 1
st
 Difference. 

Source: Extracts from E-view print out Version 10 and author’s compilation 

 

 

 

 

 

 

 

 

 

 

 

 

 

ADF 

STATISTICS 

 

MACKINNON 

1% critical 

Value 

 

5% critical 

Value 

 

10% critical 

Value 

 

Order of  

INT 

 

Prob 

 

 

       

VARIABLES    

FDI  -4.269335  -3.959148 -3.081002 -2.681330   1(1)  0.0056 

ER  -3.972755  -3.959148 -3.081002 -2.681330   1(1)  0.0098 

PPT  -5.212716 -4.057910 -3.119910 -2.701103   1(1)  0.0015 

CIT -5.680590 -3.959148 -3.081002  -2.681330   1(1)  0.0229 
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Table 4.3.1:FDI= ßo + ß1PPT + ß3CIT + µ 

 

Dependent Variable: FDI   

Method: Least Squares   

Date: 04/04/19   Time: 15:42   

Sample: 2000 2017   

Included observations: 18   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     PPT 0.055315 0.014592 6.157568 0.0251 

CIT 0.064638 0.101334 8.006291 0.0751 

     
     R-squared 0.554879     Mean dependent var 5.836167 

Adjusted R-squared 0.341205     S.D. dependent var 5.067369 

S.E. of regression 7.753579     Akaike info criterion 3.007017 

Sum squared resid 9.02E712     Schwarz criterion 3.016819 

Log likelihood -23.55964     Hannan-Quinn criter. 3.007991 

Durbin-Watson stat 1.910767    

     
       

Table 2: ER = ßo + ß1PPT + ß2CIT + µ 

 

Dependent Variable: ER   

Method: Least Squares   

Date: 04/04/19   Time: 15:44   

Sample: 2000 2017   

Included observations: 18   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     PPT 0.120699 0.033624 3.589674 0.0071 

CIT 0.045817 0.082967 0.552235 0.5959 

     
     R-squared 0.188465     Mean dependent var 92.84100 

Adjusted R-squared 0.087023     S.D. dependent var 42.03168 

S.E. of regression 40.16120     Akaike info criterion 10.40054 

Sum squared resid 12903.38     Schwarz criterion 10.46105 

Log likelihood -50.00268     Hannan-Quinn criter. 10.33415 

Durbin-Watson stat 2.489729    
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Table 4.4.1 Summary of the Result of Johansen Multivariate Co-integration Test   

Unrestricted Co-integration Rank Test (Trace) 

 

Date:04/04/19   Time: 22:53   

Sample (adjusted): 2000 2017   

Included observations: 18 after adjustments  

Trend assumption: Linear deterministic trend  

Series: FDI ER PPT CIT    

Lags interval (in first differences): 1 to 1  

     
          

Unrestricted Co-integration Rank Test (Trace)  

     
     Hypothesized  Trace 0.05  

No. of CE(s) Eigen value Statistic Critical Value  Prob.**  Decision 

     
     None *  0.909378  23.71570  15.49471 0.0023     Reject 

   At most 1 *  0.430735  4.507273  3.841466 0.0337     Reject 

At most 2  0.659800  12.97607  15.49471 0.1157     Accept 

At most 3*  0.419454  4.350290  3.841466 0.0370     Reject 

     
 Trace test indicates 2 co-integrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

 

Table 4.4.2 Summary of the Result of Johansen Multivariate Co-integration Test   

Unrestricted Co-integration Rank Test (Maximum Eigen) 

 

     
     Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigen value Statistic Critical Value Prob.** Decision 

     
     None *  0.909378  19.20843  14.26460 0.0076   Reject 

   At most 1 *  0.430735  4.507273  3.841466 0.0337   Reject 

At most 2  0.659800  8.625778  14.26460 0.3186   Accept 

  At most 3 *  0.419454  4.350290  3.841466 0.0370   Reject 

     
 Max-Eigen value test indicates 2 co-integrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  
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Table 4.5 Error Correction Model 

Dependent Variable: D(FDI) 

Method::Least Squares 

Date: 04/04/19  Time: 21:52 

Sample(adjusted): 2000 2017 

Included observations: 18 after adjusting end points 

Variable Coefficient Std. Error t-Statistic Prob.   

C                           -5106.934 21429.51 -0.238313 0.8136 

D(PPT) 0.031752 0.008325 3.814040 0.0008 

D(CIT) -3614.376 3592.866 -1.005987 0.3241 

RESID01(-1) -0.839074 0.241331 -3.804214 0.0008 

R-squared 0.557610     Mean dependent var 47186.03 

Adjusted R-squared 0.435637     S.D dependent var 124714.2 

S.E. of regression 91896.95     Akaike info criterion 25.90194 

Sum squared resid 2.11E+11     Schwarz criterion 26.26473 

Log likelihood -419.3820      F-statistics 4.847983 

Durbin Watson stat 1.825693      Prob(F-statistic) 0.001467 

 

Pairwise Granger Causality Tests 

Date: 05/04/19   Time: 13:28 

Sample: 1 18  

Lags: 2   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
    FDI does not Granger Cause PPT 16  0.83184 0.4421 

PPT does not Granger Cause CIT  0.63110 0.5369 

    
     ER does not Granger Cause FDI 16  0.51896 0.5991 

FDI does not Granger Cause PPT  2.28459 0.1149 

    
    PPT does not Granger Cause ER 16  0.23261 0.7935 

FDI does not Granger Cause CIT  0.03060 0.9699 

    
    ER does not Granger Cause PPT 16  0.23088 0.7948 

CIT does not Granger Cause ER  0.16804 0.8459 
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