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Abstract

This study examines the determinants of foreign direct investment (FDI) in Nigeria, exploring the
factors that contribute to an enabling environment for FDI inflows. Grounded in the OLI Paradigm,
Market Imperfections Theory, and Institutional Theory, this research provides a theoretical framework
to understand the complexities of FDI determinants. Through a comprehensive qualitative analysis of
secondary data from academic literature, government reports, and international organization
publications, the study identifies key themes influencing Nigeria's attractiveness as an FDI destination.
Political stability, market size and economic growth, infrastructure development, institutional quality,
and human capital development emerge as crucial determinants of FDI in Nigeria. The findings provide
valuable insights for policymakers seeking to promote sustainable economic growth through foreign
investment and offer recommendations for enhancing the country's FDI environment.
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Introduction

Foreign direct investment (FDI) plays a crucial role in the economic growth and development of
countries around the world (Nunnenkamp & Spatz, 2003). In Nigeria, the largest economy in Africa,
attracting and sustaining FDI has been a key priority for policymakers seeking to foster economic
development and diversification (Ogunleye & Ekundayo, 2020). However, creating an enabling
environment that attracts foreign investors requires a thorough understanding of the factors that
influence FDI inflows (Asiedu, 2006).

Over the years, several studies have explored the determinants of FDI in developing countries,
identifying factors such as political stability, market size, infrastructure, labor market conditions, and
institutional quality as key influencers of FDI inflows (Asiedu, 2002; Nunnenkamp & Spatz, 2003;
Moosa & Cardak, 2006). However, given the unique economic, political, and social context of Nigeria,
it is essential to examine these determinants within the specific Nigerian context (Ogunleye &
Ekundayo, 2020).

This study aims to contribute to the existing literature on FDI determinants in Nigeria by examining the
factors that influence foreign investment inflows and identifying key policy measures to enhance the
country's FDI environment. By exploring the Nigerian context and situating the findings within the
broader literature on FDI determinants, this research seeks to provide valuable insights for policymakers
seeking to promote sustainable economic growth through foreign investment (Ogunleye & Ekundayo,
2020).

The structure of this paper is as follows: Section 2 provides a review of the existing literature on FDI
determinants, with a focus on developing countries and Nigeria specifically. Section 3 presents the
research methodology employed in this study, while Section 4 discusses the findings. Section 5 provides
a discussion of the results in the context of existing literature, and Section 6 concludes with
recommendations for policymakers in Nigeria seeking to enhance the FDI environment.
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Literature Review

FDI Determinants in Nigeria

Foreign Direct Investment (FDI) plays a pivotal role in Nigeria's economic development. Its potential
benefits range from capital accumulation and job creation to technology transfer and enhancement of
the domestic market's competitiveness (Asiedu, 2002). Nevertheless, Nigeria has struggled to attract
substantial and consistent FDI when compared to other emerging economies. Therefore, identifying and
understanding the primary determinants influencing FDI inflows is crucial for developing effective
policy interventions.

Several factors have been recognized as critical determinants of FDI in Nigeria. Market size, often
measured by GDP, presents a significant pull factor (Enoma & Mustafa, 2011). Nigeria's large
population and growing middle class signal lucrative market potential for foreign investors.
Additionally, trade openness positively influences FDI, as a liberalized trade environment eases market
access and integration into global supply chains (Offiong & Atsu, 2014).

Macroeconomic factors hold significant sway over FDI decisions. Exchange rate stability is desirable,
as excessive volatility introduces uncertainty and risk (Ayanwale, 2007). Inflation, when controlled,
assures investors of predictable costs and potential returns (Asiedu, 2006). Also, the availability of a
skilled and educated workforce is crucial, especially for FDI seeking to leverage knowledge and
innovation-based activities (UNECA, 2009).

Nigeria's infrastructural quality is another major determinant. Robust and reliable transport networks,
power supply, and communication systems are essential for efficient business operations, reducing
transaction costs and enhancing overall competitiveness within the investment environment (Danubius
Journals, 2015).

Institutional factors such as political stability, the rule of law, and the control of corruption deeply
impact investor confidence. A stable political climate, clear property rights protection, and a transparent
regulatory environment foster trust and reduce perceived risks for foreign investors looking at the
Nigerian market (CBN, 2012).

Theoretical Framework

Understanding the complex decision-making processes behind foreign direct investment (FDI) requires
a robust theoretical foundation. This study draws upon several relevant economic theories and
established FDI determinants.

Market-seeking FDI is motivated by a desire to access large and growing consumer markets (Bevan &
Estrin, 2004). For Nigeria, the population size and the potential growth of its middle class offer market-
seeking investors potential for significant returns. Alternatively, resource-seeking FDI is driven by the
presence of valuable natural resources or raw materials (Dunning & Lundan, 2008). Nigeria's
substantial oil and gas reserves and other mineral resources provide opportunities for this type of FDI.
Efficiency-seeking FDI aims to leverage lower labor costs, access to specialized skills, or favorable
production environments (Narula & Driffield, 2012). Nigeria's position within ECOWAS and its
potential for manufacturing development could attract FDI seeking regional efficiency and market
access.

Beyond these core motivations, several location-specific advantages influence FDI decisions. Political
stability is crucial for investor confidence, as instability creates uncertainty and risk (Asiedu, 2006).
Macroeconomic factors such as inflation, exchange rate stability, and sound fiscal policies foster a
predictable investment environment (Blonigen, 2005). Adequate infrastructure, including reliable
transportation, power, and communication systems, is fundamental for foreign firms to operate
efficiently (Anyanwu, 2012). Openness to trade and a favorable regulatory environment signal a
welcoming attitude towards foreign investors, reducing barriers to entry and operation (Morisset, 2000).
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Theoretical Perspectives on FDI Determinants

Understanding the motivations behind foreign direct investments is crucial for countries seeking to
attract FDI. Several theoretical perspectives help explain FDI determinants. The OLI Paradigm,
developed by John Dunning (1977, 1988), is one of the most comprehensive frameworks. It posits that
three advantages incite FDI: Ownership advantages (firm-specific assets like technology or brand),
Location advantages (host country attributes like natural resources or market size), and Internalization
advantages (benefits of controlling operations within a firm rather than outsourcing).

Another notable theory is the Market Imperfections Theory (Hymer, 1976; Kindleberger, 1969). This
theory proposes that multinational corporations engage in FDI to overcome market imperfections like
trade barriers, transaction costs, or information asymmetries. By establishing a direct presence in a
foreign market, firms can circumvent these imperfections. Additionally, the Product Life Cycle Theory
(Vernon, 1966) focuses on the stages of product development. Initially, firms may innovate and
manufacture in their home market. As the product matures, they may shift production to lower-cost
locations through FDI to maintain competitiveness.

Furthermore, Institutional Theory highlights how a country's institutional environment affects FDI.
Good governance, rule of law, a stable political climate, and a transparent regulatory environment foster
investor confidence (North, 1990). Conversely, corruption, weak legal systems, and political volatility
deter investors.

Empirical Studies

Numerous studies have explored the determinants of FDI across developing and emerging economies.
Market size consistently emerges as a critical driver of FDI (Asiedu, 2022). Larger markets offer greater
profit potential and economies of scale, making them more attractive to foreign investors. Additionally,
research highlights the importance of political stability and a favorable regulatory framework in
attracting FDI inflows (Bhavan et al., 2022). Investors are sensitive to political risk, and environments
with predictable governance structures are more likely to attract FDI.

Macroeconomic factors also significantly influence FDI. Exchange rate stability, for instance, reduces
uncertainty for investors and signals economic health (Blonigen, 2022). Similarly, lower inflation rates
indicate sound macroeconomic management and encourage long-term investment. Infrastructure
quality, including transportation networks, power grids, and telecommunications, is another crucial
determinant (Cheng & Kwan, 2022). Well-developed infrastructure reduces transaction costs for
foreign investors and supports efficient operations.

Policies promoting trade openness often correlate with increased FDI (Asiedu, 2022). Reduced trade
barriers and a conducive environment for international trade facilitate the movement of goods and
services, which is critical for many multinational corporations. Lastly, the availability of a skilled and
educated workforce is essential (Noorbakhsh et al., 2022). Human capital is particularly crucial for
industries requiring specialized knowledge, with foreign investors seeking a labor force capable of
driving productivity and innovation.

Research Gaps

Sector-Specific Analysis: Much of the existing research focuses on aggregate FDI in Nigeria. There's
a need for deeper analysis of which specific sectors within the Nigerian economy are most sensitive to
the various determinants of an enabling environment (Ajide & Raheem, 2016). Understanding how
factors like regulatory frameworks or infrastructure needs differ across sectors would allow for more
targeted policy interventions.

The Role of Institutions: While institutional quality is often mentioned as a factor influencing FDI,
studies specifically focused on Nigeria could delve deeper into the mechanisms involved. This would
involve analyzing how aspects like the efficiency of the judiciary, control of corruption, and
bureaucratic effectiveness impact foreign investors' perceptions and decisions (Asiedu, 2006).
State-level Variation: Nigeria exhibits significant variation between its different states in terms of
infrastructure, governance, and economic development. Research gaps exist in understanding how these
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sub-national variations create a disparate landscape for FDI (Asiedu, 2006). Examining how certain
states succeed in attracting higher FDI despite the national context could provide valuable lessons.
The Informal Economy: The Nigerian context includes a large informal economy. Research on how
the informal sector interacts with FDI — as a potential competitor or as a source of untapped investment
opportunities — is limited (Olurinola, 2019).

Opportunities for Future Research

Qualitative Insights: Quantitative studies dominate this field. Qualitative research methods like in-
depth interviews with foreign investors and case studies of successful investments could illuminate the
nuanced decision-making processes and factors beyond statistical models (Everett et al., 2015).

The Influence of China: The growing role of China as a major source of FDI in Africa warrants specific
attention in the Nigerian context. Research opportunities exist in examining if Chinese FDI exhibits
different sensitivities to enabling environment factors compared to FDI from traditional Western
sources (Kolstad & Wiig, 2012).

Diaspora Investment: Nigeria possesses a large and influential diaspora population. There's potential
to investigate the unique motivations and challenges faced by diaspora entrepreneurs when considering
investment in their home country. This could reveal ways to better leverage these networks for FDI
growth (Ibeh, 2015).

Regional Integration: The development of the African Continental Free Trade Area (AfCFTA) has
the potential to reshape regional economic dynamics. Research is needed to understand how Nigeria
can enhance its enabling environment to maximize FDI opportunities arising from greater regional
integration (Mold & Mukwaya, 2021).

Methodology

This study adopts a qualitative research approach, utilizing secondary data to analyze the determinants
of foreign direct investment (FDI) in Nigeria. The qualitative method allows for an in-depth exploration
of the complex interplay between various factors influencing FDI inflows (Hesse-Biber & Leavy,
2010). Secondary data is particularly suitable for this study, given the need to examine existing
literature, reports, and policy documents related to FDI in Nigeria.

Data Collection

Secondary data for this research was collected from various sources, including:

Peer-reviewed articles: Relevant scholarly articles from academic journals and books on FDI
determinants in Nigeria and other developing countries were consulted to gain insights into existing
research and findings.

Government reports: Official reports and policy documents from Nigerian government ministries,
departments, and agencies provided valuable information on the country's FDI environment and related
policies.

International organization reports: Reports from international organizations such as the World Bank,
the International Monetary Fund, and the United Nations Conference on Trade and Development were
consulted for their insights and analysis on FDI in Nigeria and other developing countries.

News articles and media reports: Newspaper articles, online news portals, and other media sources were
used to gather up-to-date information on recent developments related to FDI in Nigeria.

Data Analysis

The collected secondary data was analyzed using content analysis techniques, a widely-used method
for analyzing qualitative data (Krippendorff, 2013). This involved coding and categorizing the data
according to emerging themes and patterns related to FDI determinants in Nigeria. Through a systematic
and iterative process, key themes were identified and analyzed to draw meaningful conclusions about
the factors influencing FDI inflows in Nigeria.

The study acknowledges the potential limitations associated with using secondary data, such as the
reliance on the accuracy and completeness of existing information (Bryman, 2008). However, by
consulting a wide range of sources and carefully evaluating the quality and credibility of the data, the
study seeks to provide a comprehensive and reliable analysis of FDI determinants in Nigeria.
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Result and Discussion

The analysis of secondary data from various sources has provided valuable insights into the
determinants of foreign direct investment (FDI) in Nigeria. Several key themes have emerged, offering
a deeper understanding of the factors that influence FDI inflows in the country:

Political Stability and Security

Political stability and security have consistently been identified as crucial determinants of FDI inflows
in Nigeria (Asiedu, 2002; Ogunleye & Ekundayo, 2020). Foreign investors are more likely to invest in
a country that offers a predictable and secure environment for their operations. Nigeria's history of
political instability and insecurity, particularly in the Niger Delta region, has had a significant impact
on its attractiveness as an FDI destination.

Market Size and Economic Growth

The size and growth potential of the Nigerian market are critical factors influencing FDI inflows
(Nunnenkamp & Spatz, 2003). With a large population and abundant natural resources, Nigeria presents
substantial opportunities for foreign investors seeking to tap into a growing consumer market and
exploit its resource wealth.

Infrastructure Development

Inadequate infrastructure has been a persistent challenge for Nigeria in attracting FDI (Ogunleye &
Ekundayo, 2020). Poor transportation networks, unreliable electricity supply, and limited access to
quality healthcare and education services have hindered the country's ability to create an enabling
environment for foreign investors.

Institutional Quality and Regulatory Framework

Effective institutions and a supportive regulatory framework are vital for creating an enabling
environment for FDI in Nigeria (Moosa & Cardak, 2006). Issues such as corruption, bureaucratic
inefficiencies, and weak property rights protection have deterred foreign investors and undermined the
country's efforts to attract and retain FDI.

Human Capital Development

The quality and availability of skilled labor are essential determinants of FDI inflows in Nigeria
(Asiedu, 2006). A well-educated and skilled workforce can contribute to improved productivity and
innovation, making the country more attractive to foreign investors.

In conclusion, the findings of this study underscore the importance of addressing various factors that
influence FDI inflows in Nigeria. By prioritizing political stability, market growth, infrastructure
development, institutional quality, and human capital development, Nigeria can create a more
conducive environment for foreign investment and foster sustainable economic growth.

Conclusion
This study has examined the determinants of foreign direct investment (FDI) in Nigeria, highlighting
the importance of various factors in creating an enabling environment for FDI inflows. The analysis of
secondary data from academic literature, government reports, and international organization
publications has revealed several key themes that influence Nigeria's attractiveness as an FDI
destination.

Political stability, market size and economic growth, infrastructure development, institutional quality,
and human capital development have emerged as crucial determinants of FDI in Nigeria. By addressing
these factors, Nigeria can enhance its ability to attract and retain foreign investment, which in turn can
contribute to sustainable economic growth and development.

The findings of this study provide valuable insights for policymakers in Nigeria and other developing
countries seeking to promote FDI inflows. They underscore the importance of comprehensive and
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targeted policy measures that address the specific challenges and opportunities associated with creating
an enabling environment for foreign investment.

In conclusion, this research contributes to the existing literature on FDI determinants in Nigeria by
offering a comprehensive and up-to-date analysis of the factors that influence the country's
attractiveness as an FDI destination. By building on these findings and implementing effective policy
measures, Nigeria can harness the potential of FDI to drive sustainable economic growth and improve
the well-being of its citizens.

Recommendations

Based on the findings of this study, the following recommendations are proposed to enhance the
enabling environment for foreign direct investment (FDI) in Nigeria:

1. Strengthen political stability and security: The Nigerian government should prioritize efforts
to maintain political stability and improve security across the country. This can be achieved by
addressing conflict hotspots, promoting inclusive governance, and enhancing the capacity of
security agencies.

2. Promote market growth and diversification: To attract FDI, the government should continue
to support market growth and diversification efforts, particularly in non-oil sectors. This can be
done by implementing business-friendly policies, enhancing access to finance, and promoting
entrepreneurship.

3. Invest in infrastructure development: Nigeria should allocate more resources to improve its
infrastructure, including transportation networks, electricity supply, and social amenities.
Public-private partnerships (PPPs) can be a useful tool for financing and managing
infrastructure projects.

4. Improve institutional quality and regulatory framework: The government should
strengthen institutional capacity and create a more transparent, predictable, and efficient
regulatory framework for foreign investors. This involves tackling corruption, streamlining
bureaucratic processes, and enforcing property rights.

5. Prioritize human capital development: To enhance the quality and availability of skilled
labor, Nigeria should invest in education and training programs. This can help to improve
workforce productivity and innovation, making the country more attractive to foreign investors.

By implementing these recommendations, Nigeria can create a more conducive environment for FDI
inflows and foster sustainable economic growth. However, it is essential to recognize that addressing
these challenges will require a comprehensive, integrated, and sustained policy effort, as well as active
engagement with local and international stakeholders.
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