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.. Practical’implications - Sihce there is a Iong-‘run.relmionship among 'lhe s 3
variables, policies 1o attract FDI into the manufacturing sector should - .

" have a long range view and should be susiainable. The policy direction
should focus on-improving productivity and innovative capabilities. of the
manufacturing sectors and strengthening the supporiing industries and - ¢ .

- institutions. Specifically, policies like provision of tax -relief 1o manu-""
Jacturers on importation of new technology and expatriate that will brmg %
~about ejﬁczency and effectiveness in produciions. ) iy

ot m

Ongmaluy/Value of paper — This is one of the few altempts at studying 3
-, the impuct of. FDI on manufaciuring firms. The study draws attention'of " . .
spolicy makers in Nigeria to the fact that diversification of Ihe economy )
can be acluevgd through a viable manufacturing sector.
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Aocordmg to Internanonal Monctary Fund's B'\Iance of Paymems manual, L
'y foreign direct mvcstmcnl (FDI) is an “investment -nadc to: acquire jastivg. -
_+ ,interest-in £nterprises operating’ outside of the economy of the investor.”
* The investor's purpose is to gain an effective voice in the management of the
enterprise. An effective voice -in management only implies that direct
investors are able to influence the management of an enterprise and does not
imply that they have absolute control. In the past few decades, FDI bas
increased significantly around the world. In Nigeria, for instance, from a
paltry N10.9 bn ($72.7 m) in 1989, it increased to N157.5 bn ($1.05 bn) and
N586.3 bn ($3.91 bn) in 2000 and 2008, respectively [Central Bank of
Nigeria (CBN}), 2008). This is a significant increase over a 20-year period of
1989-2008. This favorable improvement is as a result of improvement in
business environment and opening up of the economy by encouraging
foreign participation due to structural adjustment programme in 1986.

In the 1990s, most developing countries such as Nigeria that were relying
on multilateral and bilateral donor assistance from overseas started striving
‘1o attract FDI as an alternative sources to finance developmental projects:
This is because of the perceived positive impact of FDI on economic growth'
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of a country. Opinions among researchers on the role of, FDI in the
economy diller in their findings. ’Wh;le squ, a:—g\xed ’malaf'DI positively
contributes o the enhancemént ,bi 1he: -conqnhes &f.the Lost countries
. (Ayanwale, 2007; Blomstrom. ’lQSb;’}o]mscn’?O(}S‘ 'Kokko,*1994; Romer,
1993), others such as Aitken, Han en, am) Hamso:»('19°7) disagreed stating
that multinational conporauons (M\le) are h)g‘g prdecuvn;y .companies,
which could force less-productive’, mdrgenoas firms out " of business
(Smarzynska, 2002). Most of thcse.su.dxes Q% F')l are at'the macro level
neglecting the impact of ,FDI ‘at the firm.of, sectoral -level. " Hence, the
purpose of this paper is to cxamm; the relauorshlp between rDI and the
manufacturing sector performance in Nigeria. . *
It is necessary to study manufacturing sector because of the neglect with
respect to studies onthe impact:of FDI on the-performance of the

manufacturing firms in Nigeria, which has not beer: fullytackled in previous

- studies. The impact of FDI at the macro level may not hold at the firm or
. sectoral level. Another reason why this is.necessary is that the process of
_ diversification can be achieved mairly through the manufacturing sector, 2
. ‘most_foreign investments have,been in the il and gas SXCIOrS since 1970s - .-

. ,‘Thongh the manufactyring sector_has made little.contribation 1n terms of -

nas emphasized Uie ‘need for a viable manufacm-mg sec.or for the p.\upo*.c.

'of industrial development. * ¢ 5

.- In view of these problems, the.general- objevlwe of lhls study 1S (o examine

\d tﬁe impact of FDI on the performance of manufacturing firms in-Nigeria.
The specific objective is to determine the causal relationship between FDI,
manulacturing index (M1DX), manufacturing capacity utilization (MCUT),

and manufacturing value added. The hypotheses this study will address are
as follows:

1. There is no significant causal relationship between FDI and MIDX.
2. There is no significant causal relationship between FDI and MCUT.

3. There is no significant causal relationship between FDI and manufactur-
ing value added.

his study has contributed to the literature on FDI and its impact on
manufacturing firms in Nigeria, as it is one of the few studies (o address this
preblem, - It also uses recent econometric techniques of 'vector error
correction o address the objective of the study as most studies in this area
use] the ordinary least square (OLS) techniques. The shortcoming of OLS .

.+ emplayment-and reyenue generafion, the proponent of dnal economy medel

technique is that' the results can be adversely affected by outliers and u can‘,.._"_, .
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only show dependence of one variable on the other and not causality. The
methodology used in this study take cares of these problems.

The paper is structured as follows. First the introduction, followed by
Jiterature review on FDI and the manufactunng sector in Nigeria, thea data

- and methodology, results and discussions, and ﬁnally corxclusnons and
recommendauons 2 ; $

" FOREIGN DIRECT INVESTMENT AND
MANUFACTURING -SECTOR IN NIGERIA'
Qver the past two decades, direct investments across national borders by

MNCs have grown significantly in the world economy, especially into devel-
oping countries, Increasingly, such FDI is seen. as an important channel
for obtaining access to resources for devclopmcnt and the emerging gositive
attitudes to FDI are reflected.in policy changes thatincreasingly facilitates
direct investment. 2 N g g

The analysis of the effgcts of F’DI on manufactnrmg ﬁxms in: the host' .
countries in the literature amp.mﬂy - distingpishes betweer: il d*lt‘El.f and -
andirect effects; Darect efiects according (o; Fabayo (2903) arg’ reﬂeclcd m,?‘ i
.capial formation, employment; and.jrade assocxa;ed with the FD} projects.”
‘Although direct effecis of foreign investment may :be mme:)mporlam 1o .
certain couniries, il is increasingly: accepted*ihat’ FDI s> Iu(ely to. have "'

" important indirect effects on :host economies. by giving Jocal companies .
-access through contact with the FDI companies to the technology and,
management practices of the home country. Indeed, Blomstrom and Kokko
(2003) argued that the most important reason behind many countries’
efforts to attract more foreign investment today is the desire to acquire
modern technology. They suggest that the investments by MNCs generate
important externalities that enhance the productivity ol indigenous firms in
the economy. These externalities, which are typically referred to as “'positive
productivity spillovers,” are seen as helpmg to improve the comparative
advantage of the economy overtime.

It is also argued n the literature that foreign presence can reduce
productivity of domestic firms especially if the foreign firms are producing
for the local market and this is referred to as “negative spillover.” Aitken
and Harrisen.(1999) in their study showed that foreign entry, by distributing
the existing market equiliorium in the host country, could force domestic
firms to produce less output, push up their average cost curves, and hence -
loyver’the productivity of domestic firms. If this decline in the productivity of
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domestic firms is large cnough ne! domestic producuw,ty can (decline despite
the.technology transfer from’{ roreign; ﬁrrm 2 '

From a domestic policy pchp.,cnve the du“cl clTects of EDI partncularly
employment creation, have bec'\.lheJmam iocus ‘of atiention 'in Nigeria.
Since the mid-1990s, the focus, Has bepun tQ shu. to the indirect impact of
FDI on the manufacturing sectof;. especmlly as. memp]oymeri rates have
declmcd consequently, the direct-henefits «of additienal employment in .
MNC sector are seen as having reduced vaive. This emphasis-is evident in
the pohcy of building linkages hetwetn MNCs and locat companies, as well
as in the policy of building mamffacturmg agglomerations in targeted
sectors, especially in electronics.and healthcare products.

Gn he impact of FDI on the manufacturing sector, .a world bank. study
on the Moroccan manufacturing sector .rejected the hypothesis that foreign
presence had accelerated productivity growth in domestic firms during the
seconc half of the 1980s (Haddad & Harrison, 1993). Even though.the
dlsper'.lon of productivity yas smaller in subsectors with more foreign firms,

- they concluded ih;\bthcre averg no, nositive lechnology trapsier sp)llovers_

from feréign firms o doniéstic fims. -
", Meyeriheless; -moabdcyelo,pmg cou'uncs compc(e for- EDI in the hope

.Tht\t it will slgmﬁua-uly chritabule (o economic: development. They often

provnde subSIdws:and SPCCMJ ingentives celisving that the wotal benefits will 3

-Quiweigh - the total rcosts ol “attracting FD1,. ponting ro the following

polcnlml bencﬁts 43 ,enume.ratcd by Fabayo (2001). Foreign firms Can raise
the level of capital formano_p, promoles exports, and generat: foreign
exchange. They can provide thé.much-needed market for domestic suppliers
and support industries and, in the process, transfer technology increase
industrial linkages, and stimulate industry as a whole, while providing direct
and indirect-employment. They can disseminate best practices through the
demonstration of higher production efficiencies, labor standards, wages, and
environmental protection. In addition, competition between toreign and
domestic firms in a market dominated by a few large local firms can imiprove
the competitiveness and efficiency of domestic firms.

In practice, the economic effecis of FDI cannot be measured with
precision. Each foreign investment provides a complex package of firm-level
attributes in varying quantities and qualities, which are difficult to separate
and qmnufy The most prized assets of MNCs include technology, brand
equny, ‘product development, specialized skills, ability to organize and
integrate production across countries, and the ability to establish mmketmg
networks. These attributes can be copizd or reproduced by others, but the
cost ol doing so can be prohibitive, and so are risks associated with the
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development of competitive branded products, particularly in developing
countries and where advanced lechnology is involved.

Nigeria has initiated economic reforms aimed at increasing the role of
the private seclor. Notable-among these reforms were. the privatization of
many public corporations, restoration and maintenance of macroeconomic
reforms embarked upon in ‘1986 during Babangida's era, improving regu-
latory frameworks for FDI by permitting profit repatriation, and provxdmg
tax incenlives to attract foreign investments.

The economic climates of Nigeria, though had not been conducive to
foreign investment in the past, have improved considerably since 1999. The
GDP growth rate, which averaged 1.4% between 1970 and 1985, improved
to about 3.1% over the period 1986-1999 .and 5.4% between 2000 and 2008
(CBN, 2006). This favorable development has to do with externai factors
such as increasing commodity prices and economic reforms.

An important reason why countries atiract FDI4nto their economies among

. others is to achieve various desirable effects within their own economies such
*as more rapid growth as a resuli of increesed, rate of investment, or the
prometion of efficiency stimulaied by tachntxogn al Jspnllovcrs The flow .of
. foreign mvcstments has ahercd lhe basie, economic struetures of most of the

secipient countries. For. mstance,,seclcraj composmon* of FDI in Nigeria bas ' .

.altered_over, the >years and b 33°n0.Jopger ‘contentrated .exclusively. in- the
- primary.sector. ‘The servxt‘e man uﬁcmrmg, arid pr: occssmg seclors also attract
+ more FDI than other sec ter&wn.hm the ngenan,oeomn 1y {Fabayo, 2003).
he decliae in the ma nu['a.ct\m'\g-suospclorc. has bez.n attributea to low
_investment dae low savings-ia the domestic economy and poor inflows of
foreign investment as a result of a poor enabling environment, deficient
infrastructural facilitics, weak raw material base, business ethics, debts, poor
technological base, and high cost of energy (Fabayo, 2003).

DATA AND METHODOLOGY
J Dara

The study relies on annual time-series data of aggregate foreign diregt
mvestment (AFDI), manufacturing value added {MVAD), MIDX, and
MCUT for the period of 20 years between 1939 and 2008. The data used
were obtained {rom-secondary sources. The data on MVAD, MIDX, and.

MCUT were obtained from the National Bureau of Smustncs while data on
AFDI were obtained from the CBN.
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The data were converted to logarithm form.because of the differences in
their units of measurement. The dependent: ydnables-are MTDX MCUT,

MVAD, while the mdepenoem \'anab]e 15 Augrc_,a ;} Forc1gn DlreCL
Investmcnl (AFDI) ) w8, G 7

© Methodology Ty
In the analysis, we tested for the stationarnity and'(‘:om'l;egrziiic;n,'of the data
> . using the augnented Dickey~Fuller (ADF) unit root test and.Johansen's

cotntegration lest, ‘respectively. This is necessary -because: we, used time

- . 3 . ] : : g .
series data and stationarity test is to avoid spurious regression and cointe-

sgration fest is to know whether or not there exists a ]ong -run relation-

.~ ship between economic variables (Abadiv & Taylor, 1999 in Al- lnam &
- Al-Shamsi, 2010).

.= The test for causality was done using vector error correction model -

s, (VECM). The VECM detects the long-run relaticnship among the variables =

e . and itshows the i 1mpact muJup ier (the short-run effect), the feedback effect, .

fl

.. the adJustment €ffect, Ihe aumber of disequilibrium being correcled, and thé

ot Uadntxoqal regiession anaWsns applied i easiier stvdies by Aruwa ("010)

* Adelegan (JQOE)), and Bende-Nabende and Ford (1998). - S S b
e, Zl he VI;CM 1s=g|ven as. l'ollows e .
" Mouel 1~ AEDI and MIDX 1

A'nAFDY, =ag + 0, AlnAFDL ) + 22 InMIDX,_; + Ect_y + €5 (1)
AInMIDX, = §y + B, 8 nMIDX,_; + f; 'n AFDI,—; + Ect_y + E,.g )
Model 2 — AFDI and MCUT
AMAFDI, = a9+, AInAFDL-) + 2 mMCUT,_; + Ect_y + ¢4 (3)
AinMCUT, = fig + £,AInMCUT,_y + f2In AFDI _; 4 Ect_y +¢o (4]

Model 3 ~ AFDI and M VAD

AInAFD[, =gy + A AFDI,-. + axln MVAD,_, + Ectoy +¢y (S) -

AR MVAD, = B + f,AIn MVAD,.; + B 1n AFDI,.{,- + Ecto) 4 g,z ‘(6)

13
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‘: -long-run ,resanse "These lfchmqu s have been used widely 1o reanalyzé the =~ .~



L varnbe 18, stat.o:;ary and if § i is Ahc revem- Jiis ponstationary. -, : ..";. >t

ABDUL ADAMU AND BARNABAS EMBUGUS BARDE

where'In"is the natural logarithms, AFDI, is the aggregate foreign direct
investment, MIDX is the manufacturing index, MCUT is the manufacturiag
capacity utilization, a; is a constant, B; is the coefficient of regression, and 4
is showing that the data are stationary in its first difference, Ect is the error,
correction term,-¢ is the ervor term, and 7 is the time. The error term, g, 1s
incorporated in the.equation tc cater for other factors that may infivience the
variables. In order to estimate the models, a statistical package; Eviews 4, 0
econoimetric, software was used. .

. "RESULTS AND DISCUSSIONS i

The resultsof the stationarity test are presented in Table 1, and it shows that

the null-hypothesis (H,) of a-unit root can be rejected in the first difference I

(1), all the series.(i.c.; AFDI; MIDX. MCUT, and MVAL) are stationary

and therefore their regression is not spurious. The AFDI is satiqnary at a e

critical value of 1Q% and the others are at 5% critical valve, . 0 T8

* The statiénarity s obtaiced by.com paring the test.statistic with the, crmcal R
vajues, if the. test sjatnsne Is greater than thc critical value numeucal v, Ihv s

:
3

I3

.The cdiritegration test-iesujt’s presentéd in Table 2, it shows 4hat al)the -
varnbles LAEDI, MIDX, *MCUT,. and MVAD) are cointegrated. The - °
« eresults of Johansen's ccm!cgrallon test.are prescnted in Table 2. The results
of the Max ;Eigen test and tracestest reject,the null hypothesns at 95% Jlevel
.of significance at the sfationarity leve of linear combinations for AFDI

and MIDX, A¥DI and MCUT, and AFDI and MVYAD.

Since the varnables are stationary, integrated of order one, and cointe-
grated, it shows that there is a long-run relationship between the variables.
Hengce, there is a strong indication that AFDI serves as the long-run forcing

Table ], ADF Unit Root Test.

Vanables o ADF Test Statistic Critical Value Stationarity
AAFDI@TREND ~3.552304 —3.2964 (1)
AMIDX@TREND ~5.717388 -3.7347 K1)
AMCUT@TREND —3.77321) —1.7347 1)
AMVYAD@TREND -3.987389 ~3.7347 I -

Source: Compiled from Eviews 4.0 result.



179

Table 2. Johanseu Cqmgegrauor\ TQS[ 07 s

\"'

Variables Max-Eigen ulalh(!" ) mmi Va'lue- Tru(:Aa SLa‘qguc Critical Value
Py a 3

AFDI and MIDX - l9_‘.lld99. N '~lB 96 ‘,~ X 3739,9 25.32

AFD! and MCUT 2113306 “‘_- 18967, w 0 32 91293 2532

AFD! and MYAD 1789725 .+ 407 27 95313 : 1541

Noles Max. eigenvalue test indicates l comlcgralmg equauon(s\ aJ 1he 5% evel

Trace test indicates 1 cointegraling cquation(s) af the 5% level,” * PR

Critical values are all at 5%. il L j :

Source: Compiled from Eviews 4.0 results. | . S R

Table 3 Vector Error Correction Based Causality Test.

., Model | AFDI ‘MiDX Causality

¢ S_}aqdnrd;rror . +(0.02477) {4.2E-06) Causality1uns from MIDX:ltj AFDI
»  u-Sutisic. l049896] [-2.06683] R I e R T 1)
-Model 2. . .. AFDL T MCUT < Ji ¥ oh R e Lo
s, Staddard =iigr g _2(0.00_)56) (&SE-Q7;. - iCasality rins from AFDI to MCUT - ~
Z N L Statistic . %, “[=3.26801], - 10.35505] . A R AL Tl G
'.lvlodclJ . % AFD! MVAD R N e T
. . Standied error 10,09775) (0.12477) Causality runs e AFDL fo MYAD' .~ «
JrSusic . . [-3.59809) {~0,36427) R Yy 8

Bl

-. S‘aure-ez“'(':'gri\piigd‘l'rbnt'Evie\v&' 40 rasuits.

8.
ave
N

variables in explaining the growth of the MIDX, MCUT, and MVAD
output in Nigeria. .

Measuring the correlation (similarities in strength and direction between
two graphs) between variables according to Granger (1969) will not be
enough lo construct a compleie understanding about the relationship
between two or more time series. The reason is that some correlations may
be spurious and not useful, as there migh( be a third variable that cannot be
accounted [or. This is the essence of performing the causality test. The
causality test used is the YECM-based causality test and the results are
presented in Table 3.

The direction of causality can be determined by comparing the ¢-statistic
of the twq variables. The variable with the highest value of r-statistic
indicates where causality is running from. The estimated cointegrating
vector indicates that causality runs from MIDX to AED], causahr)v runs ]
from AFDI to MCUT, and causality runs from AFDI to MVAD 0

.«\1‘n‘
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O

The causality shows that the MIDX as a measure of performance of the
manufacturing sector causes inflows of FDI to the sector. [n other word, -
higher growth of MIDX is the driving force behind the surge in FDI inflows,
which suggests that there is a positive correlation between FDI inflows and ™ °
the growth of MIDX. The policy implication of this finding is if MIDX
growth setms 1o attract more FDI inflows, then promotional ‘policies to
encourage inward flows of FDI may only become unnecessary.- Instead,
efforts should be directed to other potential sources of growth of MIDX.

. . Once MIDX growth is enhanced and stimulated, Tore.gn capnal will &hen be'_
+ attracted, to the manufacturing sector. . :

The above argument cannot hold for MCUT and MYAD becausc on the
basis of the results, it was found that the inflow of FDI causes the
manufacturing capacity to be utilized, and also leads to increasesin MVAD. -

& *="This result holds that since the manufacturing ﬁrms cannot utilize their:
nvallable capacity espccxally due’ to erratic power supply: ‘and’ other
problems, increased FDI invested in power, supply could assist.them. to -

J 7. achieve this. If this is done, the manufacturing firms will cre,ne ‘moré value,.

; added. .The mplication-is that Nigeria’s cost. advaniage, large domcsuc "; :
.markel, and availabiiity of mineral resources had increased ihe,poténtml of N

~_ “attracting foreigh-investors. Although the Nnger;an m'lrket pr’ovlglcs much :
< s catalyst-for attracting’ FDI, the foreign. investors strategies to tap 1hc fast
. « ogrowing.developing ‘markets- of - Africa and’ Asia’ Pacific: region 'would :
. inevitably - bring FDl into Nigeria, but witp qonavallt.brhtv sof ,good >
‘infrastructure cspccna’ly clectricity and ‘high overall cost, “Nigeria's 'lblllty‘

to attract quality FDI into the manufacturing sector is still undermined,

provided all these probleins are not properly addressed.

CONCLUSIONS

This study makes several contributions to the debate about FDI and its
impac at the sectoral level, particularly the manufacturing sector in Nigeria.
Recent advances in econometric techniques were applied in the analysis,
and the causahty result shows that growth in MIDX causes growth in FDI.
"This 1s to say that the performance of the manufacturing sector leads to
more inflow of FDI into the country. This confirmed the result of Buckley,
‘Clegg, and Wang (2002) who found that the performance of manufacturing
firms as measured by MIDX causes inflow of FDI. Likewise, the growth in
FDL inflow causes capacity utilization and lead to -increase. in_.value .



oy 181 -

added. What this means is that FDL enables the mapufgcmnng firms to
improve on their production capacuy agd um(\.astd Jalie ddded.

Based on the findings of this shidys it,can ;beéconcluded thay FDI has a
posiive impact on the perfonxharce'ot 'manﬁ.(ac,umng :u'ms in Nigeria.
Thus, the process of dlvcrsxhc.auon A the Nn,gcnan ecOnomy from the oil
and gas sector could be achieved if. we: havc v:ablc mannfaclunng sector and
this can be done by auracung mwc..urcrt into,1his sector.

#.":",\a . Vo 'ale L
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Py RECOMME\DA'IIOI\S

i .
For the purpose of allractiqg more and more FDI.and to .enable the

manufacturing sector performs efficiently, the 'following recomrmnendations -

-arising from’ the findings are made. To improve *the level of capacity
utilization and MIDX, the government should liberalize the power sector

. *, by encouraging jndependent . power supply providers. These . should “be'

. encouraged to oomplcmcm the efforts of .the. power holding compuny, o -

: pNngena whose mabnluy is, apparea} in .constar.t -power, failures and

3

,nucnd«nl high cosis f prowdmo electricity. If chis is done, it ivill reduce.

manufaclunnz seclor. ;. ¢t chany
.Therz is need to wr.scxoasly .mplove thc bnsmes' environment.to ohable

. ® ndnulauunng firms to'contribute positively to growth. One way 10 improve

the business environment is by conscious provision of necessary infra-
structure, which will lower the costs of doing business in Nigeria. A related
issue on the business environment is the importance of consciously-curbing
corruption. Agencies established to fight corruption such as the Economic
and Financial Crimes Commission and Independent Corrupt Practices
Comuission should do their job to convince both foreigners and nationals
that Nigeria is a safe place 10 invest in.
Quality FDI can only be attracted if the host country has the ability
to improve the manufacturing outpuls through productivity gain rather
. than depending on the traditional factor ol production. Thus, creation of
technical and management support centers for the manufacturing sectors
especially for the small medium enterprises could provide a catalyst for
productivity improvement. These centers can play a key role in assisting
manufacturers to develop strategic partnership, product development,

.. - accounting, and markeling supports.. .. .- LR

The capability of local suppliers especially those who serve the foreign

inyestors -need to..be. su'cinglhcncd via network;cohesiop. . Efficiency. »'.

. .2the eost of doing busmess 0 Mgcrm '\nd cnccumge .nﬂow of FDi into_,

t .

o
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