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Abstract: The nexus between the agricultural sector, manufacturing sector, and FDI has been a topic of
debate over the years. While the fundamental role of FDI in the growth of the overall economy has been
widely recognized, findings of existing literature have remained unclear and inconclusive on how the
impact of FDI varies across these distinct sectors, especially within the context of developing countries
like Migeria. This study aims to provide a comprehensive comparative analysis of the impact of FDI and
other capital inflows on Nigeria’s agricuftural and manufacturing sectors between 1980 and 2021. Using
annual time-series data from the World Bank’s World Development Indicators (WDI) and the Central Bank
of Nigeria (CBN), the study employs the Autoregressive Distributed Lag (ARDL) modelling approach. Four
sector-specific ARDL maodels were specified, each subjected to extensive diagnostic and robustness
checks to ensure the reliability of the estimates. The findings reveal a contrasting effect: while FDI exerts
no statistically significant influence on manufacturing output, it has a strong and transformative impact
on agricultural performance. n addition, other capital inflows, including official development assistance,
development finance, and remittances, were found to significantly influence both sectors. The study
concludes that FDI is not a universal driver of growth, and its effectiveness depends on sectoral
characteristics, investment type, and policy environment. It contributes to the literature by offering one
of the first sector-specific comparative analyses of capital flows in Nigeria, providing evidence to guide
policies aimed at shifting the economy from consumption-driven patterns toward sustainable,
production-oriented growth.
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I. Introduction

International trade, largely facilitated by multinational corporations (MNCs), has long been
regarded as a veritable force in promoting global interconnectedness (Anowor, Ukweni, [biam
& Ezekwem, 2013). In this context, countries have increasingly opened their economies to
foreign participation, enabling external firms to establish plants, transfer technology, and
contribute to large-scale production. Among the key drivers of this process is Foreign Direct
Investment (FDI), which is widely recognized as a modern instrument for enhancing local
production capacity, technological transfer, and managerial expertise. As Anshu (2013) notes,
many countries have adopted policies that attract FDI, thereby introducing high-tech
machinery, substantial financing, advanced marketing strategies, and professional management
skills to domestic industries.

The global trajectory of FDI underscores its immense potential. According to the United
Nations Conference on Trade and Development (UNCTAD, 2017), Africa recorded FDI
inflows worth over $1.3 trillion in 2006, representing more than a 100% increase from $9.6
billion just six years earlier. Despite this, flows to Africa’s largest economies remain highly
inconsistent. For instance, FDI inflows to Nigeria fell sharply by 68% in 2018 to just $0.78
billion, before rebounding in subsequent years. These fluctuations were particularly visible
during Nigeria's 2016 recession and the global COVID-19 pandemic in 2020. South Africa
experienced similar volatility, with inflows declining from $5.57 billion in 2018 to $3.15 billion
in 2020 (World Bank, 2021). Such inconsistencies have intensified scholarly interest in
examining the actual benefits of FDI.

While a substantial body of literature has explored the relationship between FDI and
economic development, the findings remain controversial and inconclusive. Much of this
research focuses on the manufacturing sector, which is often considered the engine of modern
economic growth (Orji et al, 2015). For example, Sani et al. (2021) and Yaya et al. (2022),
employing the ARDL approach, found a significant positive impact of FDI and other capital
inflows on Nigeria's manufacturing sector. Similar evidence is reported in other regions;
Azolibe (2021) confirmed the positive role of inward FDI on manufacturing growth in the
MENA region, while Niharika and Seema (2023) observed a comparable relationship in India,
highlighting the role of technology spillovers.

Conversely, other studies present a more nuanced perspective. Ajide et al. (2022), for
instance, found that the shadow economy exerts a negative short-run effect on FDI inflows into
Nigeria's manufacturing sector, although the long-run effect remains positive. In addition
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some scholars report that FDI has no statistically significant effect on manufacturing output. These divergent findings highlight
the unresolved debate regarding the role of FDI in industrial development.

Fig 1: Comparing FDI inflow between Africa's
largest economies: Nigeria and South Africa
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Figure 1: Comparing FDI inflow between Africa's largest economies: Nigeria and South Africa
Source: Author's Computation using World Development Indicators (WDI, 2021)

The agricultural sector reflects a similar level of ambiguity, though it has attracted less research attention. Studies such
as Zeytoonnejad Mousavian et al, (2023), Orji et al (2014), and Tian (2023) identify determinants of agricultural FDI, including
market size, economic growth, and other capital flows such as Official Development Assistance (ODA). However, the evidence
on production effects is mixed. Some works suggest that FDI enhances agricultural output and competitiveness: Kastratovié
(2023) reported positive effects on agricultural exports in developing countries, while Ananwude et al. (2025) found significant
benefits across Nigeria's crop and livestock sub-sectors, characterizing FDI as a “panacea” for growth. In contrast, Ognaje and
Salami (2022) showed a statistically significant negative long-run effect of FDI on Nigeria's agnicultural GDP, a finding
consistent with Han et al. (2024), who argued that FDI spillovers can act as a “two-edged sword,” simultancously benefiting
some firms while disadvantaging others.

These conflicting results underscore that the benefits of FDI remain unsettled, particularly within Nigeria. While one
recent study by Adeagbo and Jimoh (2023) attempted a comparative analysis, their conclusion, that FDI exerts no significant
effect on either agriculture or manufacturing, further illustrates the lack of consensus.

From the above, two key gaps are evident. First, existing studies tend to focus on either the manufacturing sector or the
agricultural sector in isolation, with very limited comparative analyses of how FDI affects both sectors simultaneously. Second,
most prior research does not adequately incorporate other capital flows, such as remittances, development finance, and official
development assistance, into the analysis, even though these flows often complement or substitute for FDI in shaping sectoral
performance.

This study addresses these gaps by providing a comparative, sector-specific analysis of the impact of FDI and other
capital inflows on Nigeria's manufacturing and agricultural sectors, By employing the Autoregressive Distributed Lag (ARDL)
modeling framework, the paper not only disentangles the distinet short- and long-run dynamics of capital flows but also
provides a more holistic understanding of their effects. The novelty of this study lies in its simultancous examination of
multiple forms of capital across two critical sectors, thereby offering deeper insights into the heterogeneous role of foreign
capital in Nigeria's economic development.

2.  Methodology
2.1, Theoretical Framework

The objectives of this study are addressed empirically using a dynamic estimation approach. The analysis is grounded in
Jorgenson's theory of investment, which is based on the determination of the optimal capital stock. The theory derives from
the firm's profit maximization framework and rests on several assumptions: firms operate in perfectly competitive markets,
there is no uncertainty, capital is fully utilized without adjustment costs, and firms maximize profits not only in the current
period but across their entire lifetime with perfect foresight of future values,

In essence, Jorgenson’s theory compares two alternative continuous paths of capital accumulation, both of which depend
on the time profile of interest rates, and posits that the investment demand is strongly influenced by the cost of capital. Building
on this foundation, the present study extends the theory by examining how different forms of capital inflows, specifically
Foreign Direct Investment (FDI) and other external capital sources, affect firms’ ability to finance their optimal capital stock,
In addition, domestic credit, particularly commercial bank loans, is incorporated as a key determinant of the user cost of capital
in both the manufacturing and agricultural sectors.

To achieve the study’s empirical objectives, we adopt the Autoregressive Distributed Lag (ARDL) model developed by
Pesaran et al. (2001). The ARDL framework is particularly appropriate because it is highly flexible, accommodates a mixture
of stationary [I{0)] and first-differenced [I(1)] variables, and progresses systematically from the general to the specific. As
noted by Ghouse et al, (2018), this dynamic model effectively addresses several econometric challenges, thereby yielding more
reliable and robust results,

The general ARDL(p,q) representation is given as:
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With the condition that the error term (&) is white noise ( £, ~iid (0, 52)), Equation 3.1 can be analyzed using a Z sample of
observations and Z — max(1,1). Alternatively, that g, is stationary and at the same time independent of y,, ¥,_4. x; andx,_,.
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