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ABSTRACT 

 

This study examines the relationship between foreign direct investment, unemployment and productivity 

growth in Nigeria over the period of 1985 to 2021. Using Autoregressive distributed lag (ARDL) method, 

the results show that foreign direct investment has negative significant effect on productivity growth in 

the short run but negative insignificant in the long run. Unemployment exerts a negative and insignificant 

impact on productivity growth in both the short and long run in Nigeria. The study submitted that foreign 

direct investment negatively affect productivity growth in Nigeria only in the short run while 

unemployment does not show a significant relationship with productivity growth in both the short and 

long run. Based on the findings, the study recommends the introduction of policies that encourage FDI 

flows across sector and reduce unemployment to enhance productivity growth in Nigeria.  

Keywords: Foreign Direct Investment, Unemployment rate, productivity growth, ARDL model, 

        Nigeria. 

 

1. Introduction 

In recent time, a greater importance is attached to productivity in output in the global market.  Countries 

with high productivity rates in industrial/manufacturing, agriculture, and ICT/technology are at the center 

of recognition and are termed World powers. They serve as a stimulus to world resources and world 

markets. These countries are known to have high-capacity utilization of their resources, including 

physical and labour capital. Thus, the high-capacity utilization of resources leads to a high rate of 
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employment opportunities, increase in income, welfare, and standard of living, and eventually a reduction 

in the unemployment rate. Low productivity growth, on the other hand, brings idleness in natural 

resources capacity utilization and high rate of unemployment rates (Amassoma and Nwosa, 2013). 

Equally, increase in productivity and employment are two essential goals of macroeconomic policy and 

they dictate the economic and social life of the citizens of a country (Dritsakis, 2014). Unemployment 

and low productivity are core constituting of vicious circle of poverty in developing nations. Productivity 

growth is a way of increasing the supply of goods and services, improving consumption, and raw 

materials as well as the welfare and social progress of the people in a country. 

Nigeria is blessed with abundant natural and human resources, but the people are unable to sufficiently 

harness these opportunities for the production of goods and services. The importance of foreign direct 

investment is to fill the gap between the rich and poor capitalist nations (Ajayi et al, 2019). It is an act of 

transferring savings from the developed to underdeveloped for investment nations (Awe 2013). The 

desirability of FDI lies in its ability to promote development in the recipient countries in terms of 

employment and increased productivity. The inflows of capital increase the capital stock and labour force 

which eventually contribute to higher productivity growth. The contributions of FDI to economic growth 

go beyond the direct increase in capital stock but covers access to new technology, access to foreign 

markets, and managerial know-how.  

The flow of foreign capital is argued to be a potential growth-enhancing player in the receiving countries 

(Eller, Haiss, and Steiner, 2005). Also, Ojiambo and Ochars (2016), Akanegbu and Chizea (2017); and 

Adeeleke, Olowo, and Fasesin (2004) agreed in their different studies that there is a positive relationship 

between foreign direct investment and economic growth. FDI promotes economic growth and high 

economic growth stimulates more foreign direct inflows. In contrast, Fortanier (2007) Awe (2013); and 

Adeniyi et al (2012) revealed the negative effects of FDI on economic growth. With poor or insufficient 

foreign direct investment inflows, the impact on the economic growth of the receiving countries may be 

insignificant. Countries with stable economic, political, and social environments, good infrastructure, and 

frameworks are able to successfully entice foreign investors. Furthermore, studies corroborate the 

relationship between unemployment and economic growth. Salim, Safia, and Issa (2017); Ojima (2019); 

Omitogun and Adedayo (2017); and Akutson, Messiah, and Araf (2018) revealed differently, the negative 

relationship between unemployment and economic growth. A reduction in the unemployment rate causes 

a higher economic growth rate while an increased rate of unemployment encourages idleness in the labour 

force and natural resources capacity utilization, which affects productivity and income generation. 

Furthermore, a non-growth or depressed economy will increase the unemployment rate of an economy. 
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Furthermore, the relationship between foreign domestic investment and unemployment in the works of 

Mucuk and Demirsel (2013); Djambaska and Lozanoska (2015), and Jonny, Timipere, Knokewe, and 

Markjakson (2018) affirmed that an increased foreign direct investment reduces unemployment rates; 

although an increase in FDI would only have a significant effect in the long-run. Djambaska and 

Lozanoska (2015) revealed that FDI have statistically insignificant effects on unemployment. Jonny et al 

(2018) also revealed in their study the negative and insignificant relationship between FDI and 

unemployment rate, although their study established a positive and significant relationship between 

capital formation and employment. Other studies confirmed the inverse relationship between the two, an 

increase in FDI brings down the unemployment rate. 

FDI can play a vital role in reducing unemployment because it enhances private investments, encourages 

the creation of new jobs, and transfers knowledge and technological skills in the workforce. Although, 

there is no consensus on the effect of FDI in host country. However, it plays important not only in 

increasing productivity growth and creating jobs but also in promoting the growth of infrastructure and 

industry which are necessary for economic growth. The purpose of this paper is to examine the links 

between FDI, unemployment, and productivity growth in Nigeria over the period 1985-2021. 

2. Literature Review 

Several research works have been carried out on the relationship between foreign direct investment and 

unemployment and on the nexus between foreign direct investment and economic growth. Also, studies 

abound on the implications of foreign direct investment, unemployment, on economic growth. However, 

limited studies abound on this subject in Nigeria. 

2.1 FDI and Unemployment Nexus                                                         

Mucuk and Demirsel (2013) studied the relationship between unemployment and foreign direct 

investment in seven developing countries for 29 years. Empirical analysis was involves co-integration, 

and panel causality test, and the result shows that both FDI and unemployment move together in the long 

run while FDI reduces unemployment in some of the countries involved.  In the same vein, a causality 

analysis of FDI and unemployment among some European member countries was carried out by Vasile, 

Adriana, and Andreea (2014) to examine the short-run causality between the FDI and unemployment for 

twenty-two years among the thirteen members of the EU. The study applied an augmented VAR 

(K+dmax) model, and the findings showed that there is a causality relationship between the inflows of 

foreign direct investment on unemployment in four countries. Also, higher unemployment causes higher 
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inflows of foreign direct investments in some countries, which means investors search for locations where 

there are availability and cheap labour or workforce.  

Also, Djambaska and Lozanoska (2015) analyzed the relationship between unemployment and FDI in 

Macedonia between 1999 and 2013. Employed multiple linear regression, and the empirical results 

revealed that FDI did not have a statistically significant impact on the reduction of unemployment. 

Nelson, Ekokeme, Okoyan, and Dumani (2018), examined the impact of FDI on the unemployment rate 

in Nigeria. Using three variables-FDI, capital formation, and unemployment rate with linear regression 

model and Granger causality tests, the results revealed that there is a negative and insignificant 

relationship between FDI and unemployment in Nigeria. Akinmulegun, and Adekunle, (2022) 

investigates the short and long-run effects of foreign direct investment (FDI) on the unemployment rate 

in Nigeria over the period from 1986 to 2018. Using Autoregressive Distributed Lag (ARDL) technique, 

the findings show the, evidence of a long-run nexus between FDI and the unemployment rate in Nigeria. 

The short and long-run estimates suggested that foreign direct investment contributed significantly to the 

unemployment rate in Nigeria.  

2.2 FDI and Economic growth Nexus                                                         

Awe (2013) examined the importance of foreign direct investment to economic growth in Nigeria for 31 

years. with a two-stage least square method of simultaneous equation, the results revealed a negative 

relationship between economic growth and FDI in Nigeria. The negative relationship was a result of poor 

or insufficient FDI inflow into Nigeria. In contributing to the impact of FDI on economic growth in 

Nigeria, Adeleke, Olowe, and Fasesin (2014) employed OLS regression analysis to determine the 

relationship between the FDI on economic growth. The result showed a positive relationship between 

economic growth and foreign direct investment. It shows that FDI is an engine of economic growth.  

Bayar (2014) examined the relationship between unemployment economic growth, export, and FDI for 

13 years. With a bound testing approaches and autoregressive distributed lag model technique, the 

findings revealed a long-run relationship among all the variables, it also showed that a negative 

relationship exists between unemployment and economic growth. While a positive relationship exists 

between unemployment and FDI inflows. In their contribution to foreign direct investment literature, 

Barkanskaite and Naraskeviciute (2016) evaluate the effects of FDI on GDP growth, labour productivity 

growth, and job creation and how these indicators contribute to reducing the unemployment rate in Baltic 

countries from 2000-2012. Using generalization methods, the results showed that foreign domestic 
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investments have a positive influence on the economies and labour productivity in all Baltic countries. 

However, FDI does not influence the unemployment rates in the countries under investigation. 

Ojumbo and Ocharo (2016) examined foreign capital inflows and economic growth in Kenya. Applying 

Granger Causality and Autoregressive Distributed Lag method, the results showed that there is uni-

directional causality between economic growth and FDI. The study further revealed a negative 

relationship between FDI and economic growth in the country. The study recommends strong political, 

fiscal and monetary policies to boost FDI. Furthermore, Akanegbu and Chizea (2017) examined the 

impact of FDI on output growth in Nigeria. Employing the unit root test and Granger-causality test to 

determine the impact, the result showed that there is a positive relationship between FDI and output 

growth in the Nigerian economy.  

2.3 Unemployment and Economic growth Nexus   

Amassoma and Nwosa (2013) examined the causality between the unemployment rate and productivity 

growth in Nigeria from 1986-2010. Using co-integration and error correction model (ECM) approach the 

results indicated that the unemployment rate has an insignificant influence on productivity in Nigeria. A 

study by Agbidike, Igbokwe, and Uneifekem (2015) examined the relationship between youth 

unemployment and labour productivity in Nigeria. The study employed a qualitative research method to 

examine the incidence of youth unemployment as a function of labour productivity. The results showed 

that there is a positive relationship between youth unemployment and labour productivity in Nigeria.  

The work of Adelowokan and Okutimeren (2019) examined the validity of Okun’s laws by looking at the 

impact of youth employment generation on growth. With the use of ordinary least square (OLS) 

estimation technique, the study revealed that Okun’s laws are not valid in Nigeria. The study showed that 

a high unemployment rate still results in a high growth rate. It also revealed that there is a short-run and 

long-run relationship among unemployment rates, population growth and output growth in Nigeria. In his 

contribution to the literature, Ojima (2019) examined the relationship between unemployment and 

economic development in Nigeria for 38 years between 1980-2017. Time-series data was used with the 

OLS technique and the findings revealed that unemployment has negative effects on economic 

development, an inverse relationship exists between unemployment and economic development.  

Bayar (2014) examines the relationship between unemployment, economic growth, export and foreign 

direct investment inflows in Turkey during the period of 2000: Q1-2013: Q3. Using bound testing  
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approach based on autoregressive distributed lag (ARDL), the study found that there was long run 

relationship among unemployment, economic growth, export and foreign direct investment inflows. Also, 

empirical findings demonstrated that there was a negative relationship between unemployment and 

economic growth, export, while there was a positive relationship between unemployment and foreign 

direct investment inflows. Akinlo and Adejumo, (2016) examines the determinants of total factor 

productivity (TFP) in Nigeria over the period 1970–2009. Using error correction model (ECM), impulse-

response functions and variance decompositions, the results show that in the long run, foreign direct 

investment (FDI) has significant positive effect. In the short run, FDI and unemployment have negative 

effect on TFP. Bisiriyu, et al., (2020) investigates the impact of FDI and GDP on unemployment in 

Nigeria over the period of 1981 to 2017. Employing ordinary least square (OLS) method, results reveal 

that there is growth and expansion in both FDI and GDP over the years, and that both FDI and GDP have 

significant impact on unemployment rate in Nigeria for the period under study. 

3 . Methodology 

This study used a linear equation to examine the relationship between foreign direct investment inflows 

(FDI), unemployment rates, and productivity growth. The model for this study follows the works of 

Akinlo and Adejumo, 2016; Dritsakis and Stamatiou (2017) with some modifications. The study 

considered variables such as exchange rate, and gross fixed capital formation as the key control variables. 

The model's basic functional relationship is as follows: 

, ,( )t t t tGRGDP f FDI UNEMPL X        (1) 

Where tGRGDP   is the GDP growth rate, ,tFDI is the foreign direct investment inflows, (FDI) is the total 

inflows of FDI into the country. ,tUNEMPL  is unemployment rate, and tX  is a set of conditioning control 

variables commonly used in the literature such as exchange rate and gross fixed capital formation. In 

specific terms, equation 1 is then stated as:  

t t t t tGRGDP FDI UNEMPL X                                                                                (2)  

From equation 2, the a priori expectations of the variables are as follows:   is expected to have a positive 

effect on productivity growth,  is expected to have an inverse and significant effect on productivity 

growth. The sign of    coefficients depend on the impact of control variables on productivity growth in 

the model.  

The study used annual time series data on variables such as unemployment rate, foreign direct investment, 

real gross domestic product growth rate, inflation rate, exchange rate and gross fixed capital formation. 
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The data were sourced from the Central Bank of Nigeria (CBN) Statistical Bulletin World Bank 

development indicators, and the National Bureau of Statistics. The time frame considered in this study is 

1986-2020. The unemployment rate is defined as the proportion of the labor force that is actively seeking 

employment but unable to find work. In this study, the unemployment rate is measured as the percentage 

of the total labor force, as reported by the World Bank Development Indicators. Foreign Direct Investment 

(FDI) refers to the net inflow of investment into a country from foreign investors, typically involving 

ownership of at least 10 percent of a domestic company's equity. FDI is measured as a percentage of 

Gross Domestic Product (GDP), using annual data from the World Bank Development Indicators. 

Productivity growth is proxied in this study by the annual growth rate of real Gross Domestic Product 

(GDP), which represents the overall increase in the economic output of a country adjusted for inflation. 

This serves as a reliable indicator of economic productivity and efficiency. The exchange rate is defined 

as the rate at which the Nigerian naira exchanges for the United States dollar. It is a key determinant of 

external competitiveness, trade balance, and capital flows. The exchange rate is measured as the average 

annual official exchange rate (naira per US dollar), sourced from the CBN Statistical Bulletin. Inflation 

rate was proxy by annual consumer price index which gross capital formation was proxy by capital stock 

from World Bank Development Indicators. 

This study employed the Autoregressive Distributed Lag (ARDL) model developed by Pesaran, Shin, 

and Smith (2001) to examine the nexus between FDI, unemployment level, and productivity growth in 

Nigeria. The justification for the choice of this model was based on the fact that ARDL is appropriate 

when the variables have mixed order of integration i.e. I(1) or I(0) (Pesaran et al, 2001). This suggests 

that it is unnecessary to pre-test the variables. Second, the ARDL bound test makes use of a cointegration 

method based on the bound test and F- Statistics to validate the existence of long-run equilibrium. Thirdly, 

the approach can be applied especially when the period of the series is small. Lastly, the method also 

provides unbiased estimates for the short and long runs in a dynamic form. 

The ARDL specification of Eqn 2 is stated as follows: 

1

1 0 0 0

p p p p

t t j t j j t j j t j

j j j j

GRGDP GRGDP FDI UNEMPL X       

   

              

1 1 2 1 3 1 4 1t t t t tGRGDP FDI UNEMPL X           
      (3)

 

Where   represents change and is the short run movement, j (j = 1, 2, 3,., 4) represents the long run 

movement, p’s are the maximum lags selected using the Akaike Information Criterion, while t is the error 

term.  
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4. Results and Discussion 

4.1  Statistical and econometrics characteristics of variable 

Table 1: Descriptive Statistics 

 GRGDP FDI UNEMPL GCFC INF EXR 

 Mean  1.5486  1.6543  4.6466  30.663  76.814  122.22 

 Median  1.6346  1.4503  3.8300  28.371  45.292  125.72 

 Maximum  12.457  5.7908  9.0100  54.948  295.66  382.18 

 Minimum -4.4571  0.1952  3.5000  14.169  0.8689  3.1828 

 Std. Dev.  3.8450  1.2594  1.6639  13.064  82.356  111.72 

 Skewness  0.4967  1.6389  1.6922  0.3104  1.1856  0.9843 

 Kurtosis  3.3387  5.6376  4.2723  1.8177  3.4350  3.2682 

 Jarque-Bera  1.6065  25.815  19.064  2.6007  8.4762  5.7570 

 Probability  (0.4478)  (0.0000)  (0.0001)  (0.2724)  (0.0144)  (0.0562) 

 Observations  35  35  35  35  35  35 

Source: Authors’ computation, 2023 

Table 1 presents descriptive statistics and it shows that all the variables have are normally distributed 

because the measures of central tendency (mean and median) of all the variables are very close. There is 

a great disparity between the minimum and maximum INF and EXR. Thus, the average value of all the 

variables except GRGDP and EXR is greater than the median values and all the variables are skewed to 

the right. The average value of GRGDP measured as the productivity growth rate is 1.549% with -4.457 

for the smallest to a maximum of 12.457 with a standard deviation of 3.845 within the sample frame. The 

average of FDI was about 1.654% with a standard deviation of about 1.259 while UNEMPL recorded a 

mean of 4.647% with a standard deviation of 1.663 with the minimum and maximum experienced over 

the period under consideration being 3.500 and 9.010 respectively. The exchange rate yielded an average 

value of 122.22 with 3.182 minimum values to a maximum value of 382.18 within the sample frame.  

The standard deviation revealed that EXR was the most widely dispersed variable from its average, while 

FDI was the most stable variable during the study period. The higher value of the standard deviation of 

the exchange rate implies that the economy had experienced wide variation considerably throughout the 

analysis and this is evident in the wider gap between the minimum and maximum values of INF and EXR 

respectively.  
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Kurtosis, which measures the peaks of the distribution shows that GCFC is platykurtic since their values 

are less than 3, while GRGDP, FDI, UNEMPL, INF, and EXR are leptokurtic, a value greater than 3.  

The Jarque-Bera statistic measures the difference in the skewness and kurtosis of the series with those 

with a normal distribution. As indicated in the Table, the null hypothesis of a normal distribution is 

rejected for FDI, UNEMPL, and INF for they are not normally distributed while the null hypothesis is 

accepted for GRGDP, GCFC, and EXR for they are normally distributed because their probability value 

of the J-B statistic is greater than 5%. It should be noted that despite the indicated non-normality of most 

of the variables of study (FDI, and UNEMPL), in line with the Central Limit Theorem (CLT), the 

distributions are considered normally distributed since they are large observations (n>30) (Gidigbi et al., 

2018). 

Table 2: Correlation Matrix 

 GRGDP FDI UNEMPL GCFC INF EXR 

GRGDP 1.000      

FDI -0.055 1.000     

UNEMPL -0.430 -0.428 1.000    

GCFC -0.198 0.191 -0.141 1.000   

INF -0.205 -0.402 0.723 -0.702 1.000  

EXR -0.112 -0.353 0.702 -0.726 0.961 1.000 

Source: Authors’ computation, 2023 

Table 2 shows the degree of correlation among the variables under study. The results indicate that all the 

variables have a moderate correlation with one another except for INF and EXR. This shows the absence 

of high or exact multicollinearity among the concerned variables. The correlation analysis indicates that 

FDI UNEMPL, and the control variables have a negative relationship with GRGDP during the period. 

The stationary properties of the dataset is analysed through the unit root test. The summary of the results 

of the unit root tests are depicted in Table 3. It is observed that both the ADF and PP test results revealed 

mixed orders of integration. Therefore, the adoption of the Autoregressive Distributed Lag Technique 

(ARDL) as an estimation technique is justified since the orders of integration of all the variables did not 
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exceed one. Collectively, the study shows that the variables have a combination of the I(0) and the I(1) 

series. 

 

Table 3: Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) Unit Root Tests 

ADF  PP  

Variables Level         First Diff        Status      Level  First Diff          Status 

GRGDP       -3.7055***  I(0)     -3.5924** I(0) 

FDI           -3.8723***                     I(0)     -3.8698*** I(0) 

UNEMPL    -5.8299*** I(1)    -5.8669*** I(1) 

GCFC                  -4.6706*** I(1)    -4.6630*** I(1) 

INF          -3.4432**            I(1)      -3.8905***     I(0) 

EXR          -4.3536*** I(1)      -4.3352*** I(1) 

(1) Critical values are at 1%: − 3.6394, 5%: − 2.9511, 10%: − 2.6143 

(2) The lags are selected automatically based on the optimal lag length selection of the AIC criteria (3) 

***, **, represent 1%, and 5%, respectively Source: Authors’ computation, 2023 

4.2: The Nexus between Foreign Direct Investment, Unemployment, and Productivity Growth 

Rate.  

The results of the ARDL bounds test cointegration in Table 4 revealed that there is no long-term link 

among the variables. The findings of the ARDL bound testing support the evidence of a long-term nexus 

among the variables, as shown in Table 4. At a different degree of level of significance, the F- statistics 

value exceeds the upper bound critical value. Thus, the null hypothesis of no long-term association 

between the variables is rejected. 

Table 4: ARDL Bound Test 

 

Null Hypothesis:     No levels of 

F-Bounds Test relationship 

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

F-statistic 6.24 10% 2.26 3.35 

K 5 5% 2.62 3.79 

  1% 3.41 4.68 

Source: Author Computation, 2023 
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The ARDL short-run results are shown in Table 5. The error correction models (ECMs) capture the short- 

and long-run behaviour of the relationship. The result indicates that FDI has a negative and significant 

effect on productivity growth. This means that a 1 percent increase in FDI will lead to a decrease in 

productivity growth by about 1.35 percent. Thus, the spillover effects on productivity growth would be 

low. The short-run negative effect of FDI on GRGDP can also be attributed to the fact that foreign-owned 

firms recruit most of the skilled workers and thus deprive domestic plants of their services. This, of 

course, describes the situation of most foreign investor’s firms in Nigeria. This result is in line with the 

works of Awe, (2013) and Akinlo and Adejumo, (2016) in Nigeria who discovered a negative significant 

effect of FDI on productivity growth in Nigeria.  

The results also indicate that GFCF has a negative effect on GRGDP in the short run. The level and two 

periods lagged value of GFCF shows a negative significant relationship with the productivity growth 

(GRGDP). The result shows that a 1 percent increase in GFCF will lead to a decrease in GRGDP by about 

0.47 and 0.55 percent respectively in the short run. The inflation rate has a negative and significant effect 

on TFP in the short run. The result shows that a 1 percent increase in inflation rate both at the level and 

lagged two will reduce GRGDP by 69.41 and 35.03 percent respectively, in the short run. This finding is 

consistent with the findings of Wong and Seng (1997), Miller and Upadhyay (2000) and Akinlo (2006). 

The unemployment rate has a negative but insignificant effect on the GRGDP in the short run; a 1 percent 

increase in the unemployment rate leads to a 0.09 percent reduction in the GRGDP. This result is 

consistent with the argument of Amassoma and Nwosa, (2013); Dritsakis and Stamatiou, (2017), and, 

Bisiriyu and Osinusi, (2020) that a high unemployment rate is inimical to productivity growth. The result 

for the exchange rate shows a non-significant negative effect on GRGDP both at the level and lagged one 

in the short run; a 1 percent increase in exchange rate leads to about 0.02 and 0.03 percent reduction in 

the GRGDP in the short run. 

The relative fit and efficiency of ECM regression are all right, as the theory predicts. The error correction 

terms are negative and significant in the reported equation in Table 5. The error correction model shows 

that a deviation from long-run productivity growth in this period is corrected by about 84 percent in the 

next year. 

The coefficient of determination R2 and Adjusted R2 shows that about 86% and 80% of the total variation 

in the dependent variable is explained by changes in the explanatory variables while the remaining 

unexplained is captured by the disturbance term. Therefore, the regression is a good fit. 
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Table 5: Short Run Cointegrating Form 

ARDL Cointegrating Form 

Dependent Variable: GRGDP 

Selected Model: ARDL (1, 0, 1, 3, 3, 2) 

  

 Short Run Form   

    

Variable Coefficient Std. Error t-Statistic Prob. 

D(UNEMPL) -0.0965 1.6066 -0.0601 0.9529 

D(FDI) -1.3519** 0.4889 -2.7646 0.0138 

D(GCFC) -0.4706* 0.2392 -1.9676 0.0667 

D(GCFC(-1)) 0.1426 0.2656 0.5369 0.5987 

D(GCFC(-2)) -0.5565** 0.1859 -2.9941 0.0086 

D(LINF) -69.4155** 19.4409 -3.5706 0.0026 

D(LINF(-1)) 68.2395** 31.6669 2.1549 0.0467 

D(LINF(-2)) -35.0386* 17.2110 -2.0358 0.0587 

D(EXR) -0.0226 0.0363 -0.6216 0.5429 

D(EXR(-1)) -0.0293 0.0205 -1.4338 0.1709 

ECM(-1) -0.8405*** 0.1879 -4.4738 0.0004 

R-squared 0.8643    

Adjusted R-squared 0.7997    

 

Table 6: Long Run Form 

 Long Run Coefficients   

Variable Coefficient Std. Error t-Statistic Prob.    

UNEMPL -0.1148 1.8985 -0.0605 0.9525 

FDI -0.3684 0.8888 -0.4145 0.6840 

GCFC 0.0109 0.1554 0.0703 0.9449 

LINF -5.2912 3.3817 -1.5647 0.1372 

EXR 0.0257 0.0332 0.7728 0.4509 

C 12.9055 9.7984 1.3171 0.2064 

Source: Author Computation, 2023 
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The result in Table 6 indicates that the unemployment rate has a negative but not significant effect on the 

GRGDP in the long run; a 1 percent increase in the unemployment rate leads to a 0.11 percent reduction 

in the GRGDP. This result is consistent with the argument of Amassoma and Nwosa, (2013); Bayer, 

(2014); Dritsakis and Stamatiou, (2017); Ojima, (2019), and, Bisiriyu and Osinusi, (2020) that a high 

unemployment rate is inimical to productivity growth. The result also indicates that the coefficient of 

foreign direct investment (FDI) is negative and does not significant effect on productivity growth. This 

means that a 1 percent increase in FDI will lead to a decrease in productivity growth by about 0.37 percent. 

This result is in line with the works of Awe, (2013); Osuji, (2015); Ojumbo and Ocharo, (2016), and 

Akinlo and Adejumo, (2016). However, the coefficient of GFCF indicates a positive but insignificant 

effect on GRGDP in the long run. The result shows that a 1 percent increase in GFCF will lead to an 

increase in GRGDP in the long run. This result is in line with the works of Osuji, (2015).  The inflation 

rate has a negative and non-significant effect on TFP in the long run. The result shows that a 1 percent 

increase in the inflation rate will reduce GRGDP by 5.29 percent in the short run. This finding is 

consistent with the findings of Akinlo and Adejumo (2016). However, the coefficient of exchange rate in 

the long run reveals a positive insignificant effect on GRGDP, which implies that a 1 percent increase in 

exchange rate leads to about 0.02 percent increase in the GRGDP in the long run. 

4.3.  Model Diagnostic Tests: 

The robustness checks are investigated to determine the accuracy of the estimates once the ARDL 

estimates for the model have been established and discussed. The model estimates' goodness of fit was 

confirmed by the R2 and adjusted R2 figures in the table. Jarque-Bera statistics showed that the error term 

in the model is normally distributed. The Breusch-Godfrey serial correlation LM test confirms that no 

serial correlation exists in the two models. Additionally, the Breusch-Pagan-Godfrey test in the model 

supports the absence of heteroskedasticity. The coefficient of the Ramsey reset test shows that the model 

has no error specification.In conclusion, these tests show that the estimated parameters are reliable and 

authentic. Additionally, the model validates the stability of the error-corrected ARDL parameter stability 

using the cumulative sum (CUSUM) and cumulative sum of squares (CUSUMQ) to the recursive 

residuals, as the line is within 5% of the critical line in Figure 1 and 2 respectively 
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Table 7: Diagnostic and Model Stability Tests 

 
F-stat                Prob 

Jarque-Bera normality test 0.3391 (0.8440) 

Serial Correlation LM test: 1.5405 (0.2485) 

Heteroskedasticity test: 0.5952 (0.8391) 

Ramsey RESET test 0.5205 (0.4817) 

 

Source: Author’s computation, 2023 

Figure 1: Stability Test of ARDL Model 

 

 
 

 

Figure 2: Stability Test of ARDL Model  
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5. Conclusion 

The relationship between FDI, unemployment, and economic growth in Nigeria from 1985 to 2021 was 

investigated in this study. By employing Autoregressive Distributed Lag (ARDL), the results show that 

FDI is the major determinant of GRGDP. However, the impact is negatively significant in the short run 

but negatively insignificant in the long run. Unemployment has a negative and insignificant impact on 

GRGDP both in the short and long run.  Gross fixed capital formation (GFCF) has a significant negative 

effect on GRGDP in the short run but a positive insignificant effect in the long run. Inflation has a 

significant negative effect on GRGDP, while. The exchange rate has a negative significant effect in the 

short run but a positive insignificant effect on GRGDP in the long run in Nigeria.  

Based on these findings, the following recommendations were formulated. First, the government needs 

to use policy incentives to encourage FDI across sectors. Second, the result equally emphasizes the fact 

that the unemployment rate should be reduced to enhance productivity growth in Nigeria. Finally, foreign-

owned firms should be encouraged to recruit most of their skilled workers domestically, thereby 

guaranteeing the positive impact of FDI on productivity growth both in the short run and long run. Further, 

such a policy will help to reduce the high rate of unemployment in the country, thereby enhancing the 

growth rate of GDP. 
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