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 This paper sought to examine the impact of international finance on business activities 
in Nigeria using time series data dating from 1981-2014. Ex post-facto type of 
descriptive research design was adopted in carrying out this study and the secondary 
statistics data sourced from CBN statistical bulletins, National Bureau of Statistics, and 
NSE Statistical Bulletins were used. Total export was adopted as a proxy for business 
activities in Nigeria while foreign portfolio investment and foreign direct investments 
were used as proxy for international finance. The data were analyzed using Ordinary 
Least Square Method. The estimates indicate that international finance which is proxied 
by Foreign Direct Investment (FDI) and Foreign Portfolio Investment (FPI) has a 
negative impact on Nigeria business activities both in the long run and short run. The 
short run effect of international finance on business activities shows that the ECM 
parameter represented with ECM (-1) is significant at 10%, with a coefficient of -
0.6980. The long run effect of international finance and business activities in Nigeria 
shows a coefficient of a period lag of total trade (TT) of 0.8613, which implies that a 
negative relationship exists between a year lag in TT and present total trade. It is 
recommended that developing countries like Nigeria can increase its business activities 
by attracting more FDI and FPI inflows and removing the artificial barriers to free flow 
of FDI and control on exports and imports and also, an open and export-oriented policy 
can be promoted with lower tariffs and allowing free mobility of capital. 
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Introduction 

Availability of finance forms an important factor in promoting business 

activities across the globe, which in turn contributes to economic development. One 

of the major difficulties which business owners face is the availability of funds to 

smoothly operate their business and enhance business performance. As noted by 

Geiersbach (2010), an increase in the level of domestic and international competitors 

among companies have forced firms to focus on the international market to identify 

new business opportunities as well as the prospect of generating funds. This is 

necessary, as it has become extremely difficult for managers to generate enough 

capital needed for the smooth operation of the organization within the local market. 

Hence the need to source for funds internationally, which sometimes come at a 

cheaper cost. International investment theory highlights the movement of 

international capital in the framework of international trade. The international 

investment is embedded within the international trade, which focuses on the transfer 

of knowledge, technical know-how and technological advancement between two or 

more countries along the financial capital movement. 

As noted by Caves (1996) and UNCTAD (2002), foreign direct investment 

(FDI) promotes the export of host countries through domestic capital for exports, 

transfer of technology and new products, enhancing access to new and international 

market, as well as training and developing the local workforce to enhance their 

technical and management skills. However, it is noted that FDI could bring about a 

reduction in domestic savings, inappropriateness in the transfer of technologies within 

the host country’s factor proportion, lay particular emphasis on the domestic market 

of the host country which will discourage import, limiting the expansion and 

development of local firms, and the inability to enhance the comparative advantage of 

the host country by giving particular attention to local labour and raw materials. 

It is against this backdrop that this study investigates the impact of international 

financing on business activities in Nigeria. The organization of this paper includes the 

introduction, the literature review, followed by the methodology adopted, and the 

procedure used in testing for the hypotheses. The preceding sections further discuss 

the report, and the implication of the results.  

Literature Review 

In the 1960s and 1970s, several economists were of the opinion that involvement 

in foreign trade and enhancement of export performance might deliver the anticipated 

drive for economic growth in emerging economies. Previous studies (Bhagwati& 
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Srinivasan, 1978; Krueger, 1978;Bhagwati, 1978) have proposed export enhancement 

(outward-looking approach) as a better development approach.  

The classical theory of international investment focuses on the level of a 

country’s export and imports in relation to her pattern of doing business with other 

countries. The theory states that more countries stand to benefit from devoting their 

resources in the creation of goods and services in areas where they have competitive 

and economic advantage (Ricardo, 1817; Smith, 1776). Thus, the classical theory 

examines a case in which a country produces goods and services where it has 

competitive and economic advantage for both consumption and export, hence it is 

advisable for countries to import the goods and services where it is economically 

disadvantaged. Economic advantages and disadvantages could arise from the 

difference in factor endowment of countries such as: capital, labour technology, etc. 

Hence, the classical theory argues that the reason for international investment boils 

down to the differences in factor endowment between countries, which are based on 

domestic differences and economic advantage. Nevertheless, the classical theory has 

so far focused on the differences in economic and resources advantage and has not 

been able to explain the reasons for relative advantage between countries. 

The factor proportion theory, on the other hand, focused on the differences in 

advantage that is shown by different trading countries. The theory stipulated that 

countries will look at producing and exporting goods and services that they can easily 

produce in large quantity which they have the production factors to produce, while 

importing goods and services for which production factors in the country are 

relatively scarce (Hecksher& Ohlin, 1933). Thus, the theory expanded the economic 

advantage concept by taking into consideration the endowment and factors of 

production cost. However, both theories have been criticized for being too old in 

explaining the modern and more complex international investment pattern, which led 

to the emergence of new theories to explain the changing commercial realities of 

international investment (Leontief, 1966). 

The product life cycle theory is seen as being useful in explaining the expansion 

of multinational companies and international investments. The theory was of the 

opinion that there is a trade cycle as a product is being produced by a parent 

organization, which then moves to the foreign subsidiary and then anywhere around 

the world where the cost of the product is at its lowest possible price (Vernon, 1966; 

Wells, 1968). More so, the theory explains how a product emerges and goes through a 

life circle in a country. The whole reason for the product life cycle of a product is the 

technological innovation and market expansion which are very critical in explaining 

international investment pattern. The theory noted that technology is a key element in 
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the production of new products, while the market size determines the size and 

structure of international business, as well as the degree to which it will be developed.  

De Mello (1997) studied the factors of FDI and effect of internal FDI on growth 

in developing countries. The research maintained that the policy system of the host 

country is a hypothetically vital FDI element. The study additionally maintained that 

foreign stakeholders are encouraged mainly by international rent seeking under 

typical profit maximizing expectations. The most significant factor elucidating the 

movement of FDI into the developing countries in recent years has been the foreign 

attainment of local firms in the course of privatisation, globalisation of production 

and improved economic and financial combination.  

Dritsaki, et al., (2004) in Greece examined the connection between exports, FDI 

and GDP from 1960-2002. The study established that there is long run relationship, 

and an interconnection relationship among the identified variables. Equally, Ahmad, 

et al. (2004), discovered a unidirectional connection between exports and GDP and 

from FDI to GDP for Pakistan using yearly data for the period: 1972-2001. Hsiao 

(2006) inspected the association among FDI, exports, and GDP for eight East and 

Southeast Asian economies through Granger causality test and panel data analysis for 

the period of 1986-2004. The researcher’s study discovered that FDI effects GDP 

both directly and indirectly through exports. In addition, it was discovered that there 

is bidirectional connection between exports and GDP for the group. A comparable 

study by Yao, (2006) examined the effect of exports and FDI on economic 

performance, using a huge panel data set covering 28 Chinese provinces over the 

period 1978-2000. The outcome of the study indicated that both exports and FDI have 

a strong and positive influence on economic growth.  

Yongkul, Won, Frank and Hsiao (2008) studied the causality association among 

GDP, exports and FDI in first generation Asian industrializing economies  (Korea, 

Taiwan, Singapore) and in second generation industrializing economies  (Malaysia, 

Philippines, Thailand, China) using panel data over the period 1981-2005.  The 

outcome of the study indicated that there are bidirectional causality relations among 

all the variables for the first generation countries. More so, there is a unidirectional 

causality relation between exports and GDP for the second-generation countries. 

Acaravci Ali, Ozturk and Ilhan(2012) explored the causal relationship among 

economic growth, exports and FDI for ten European countries from 1994-2008. The 

study discovered that there is connecting relationship among FDI, exports and 

economic growth in four out of ten countries. 

In Turkey, Mehmet (2012) inspected the relationship among FDI, exports, and 

GDP through co-integration tests for the period of 2000-2010. The result of the study 
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disclosed that there is a long-term relationship between FDI and export volume, FDI 

and GDP, and export volume and GDP.  Syed (2012) Bangladesh, examined the 

causal relationship among FDI, trade and economic growth from 1973-2008. The 

study established that there is long run relationship among the observed variables. 

Moreover, there is a unidirectional causality relationship between FDI and exports 

with direction from exports to FDI. 

Jayakumar, Kannan and Anbalagan (2014) explored the connection among 

Foreign Direct Investment (FDI), exports and imports in India. The outcome indicated 

a statistically significant confirmation of positive relationship among FDI, exports 

and Imports.  The study further recommended that FDI could not be presumed as the 

only explanatory variable for envisaging disparities in exports. International trade that 

is measured either by exports or by imports is discovered to be matching to FDI 

inflows. FDI inflows are perceived to have response effects with exports of the 

trading partners and of the other trading partners. Comparable connections between 

FDI inflows and imports by the trading partners and the other trading partners are also 

revealed. 

Abor,Agbloyor and Kuipo (2014) inspected how bank funding affects the export 

activities of businesses and SMEs access to finance using a probit model. The 

findings of the study proposed that SME access to bank funds enhances the possibility 

to export covering the high fixed costs of exporting, international marketing and 

branding, and meeting the higher superiority criteria necessary for international 

markets.  

Brandi and Schmitz (2015) investigated the influence of trade finance on the 

trade flows of industrialized, emerging and developing economies for the period 

2005-201 engaging a two-stage instrumentation approach. The study discovered a 

positive significant effect of the accessibility of trade finance on trade activities. It 

was also revealed that trade openness is an essential factor of import flows and on 

how trade credit insurance impacts trade flows. Additionally, it was revealed that 

import flows to non-OECD, lower and middle-income and developing countries are 

greatly sustained by higher flow of trade credit insurance and that trade finance is 

mostly essential for sub-Saharan Africa. 

Methodology 

This paper examines the impact of international finance on business activities in 

Nigeria using time series data dating from 1981-2014 which was gathered from 

secondary sources-CBN bulletins, National Bureau of Statistic, and NSE Statistical 

Bulletins. Total export was adopted as a proxy for business activities in Nigeria while 
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foreign portfolio investment and foreign direct investments were used as proxy for 

international finance. The data were analyzed using Ordinary Least Square Method. 

The model formulated for the study is given by; 

(1) TE=f (FDI, FPI, EXR) 

The econometric specification for the model is: 

(2) logTTt= β0 + β1logTEt-1 + β2logTEt-2+β3logFPIt-1+ β4logFDIt-1+β5logEXRt-1 

Where: 

TEt= Total Export at time t 

FDIt= Foreign Direct Investment at time t 

FPIt= Foreign Portfolio Investment at time t 

EXRt= Exchange Rate at time t 

Ut = Disturbance Term 

Β0 = Intercept 

β1- β5 = Coefficient of the Independent Variables. 

Results 

Table 1 

Descriptive Statistics 

 TT FPI FDI EXR 

Mean 7811.900 1655.643 2862.058 82.55147 

Median 3078.440 81.72870 736.9986 107.0243 

Maximum 26232.53 36851.80 29660.30 169.6800 

Minimum 14.90420 -1618.800 22.22920 2.020600 

Std. Dev. 9049.086 6743.719 6228.017 63.12323 

Skewness 0.904815 4.972982 3.178543 -0.103315 

Kurtosis 2.298620 26.47314 13.03235 1.252406 

Observations 30 30 30 30 

Source: Authors Compilation (2017). 

The above results revealed that the mean value for all the variables is positive 

suggesting that the variable have been growing over time. It is evident that the 

monetary value of total trade is higher that the international sources of financing and 

that foreign direct investment is more attractive than foreign portfolio investment. 

This may be attributed to low development of the capital market and uncertainty 

associated with investment in the capital market. In terms of the volatility of the 

variables, the value of total trade is more volatile given its standard deviation (2.63) 
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while FPI and FDI ranked second and third respectively. This can be as a result of the 

unstable flow of goods, capital flight, and incessant fluctuations in exchange rate and 

the low level of export of manufactured and agricultural produce.  

Unit Root Test 

The unit root test was carried out to determine the order of integration of each of 

the variables and whether the variable contains unit root and hence is non-stationary 

using the Augmented Dickey Fuller (ADF) Test and Phillip Perron Test. The result is 

presented in table 2 below. 

Table 2 

Unit root Test 

Variables 
ADF PP 

Order 
t-stat Prob. t-stat Prob. 

TT 
D(TT) 

-0.1484 
-3.9983 

0.9346 
0.0047* 

-0.3117 
-4.0801 

0.9114 
0.0039* 

I(1) 

FDI -5.6098 0.0001* -5.6662 0.0001* I(0) 
FPI -3.5164 0.0147* -3.5164 0.0147* I(0) 
EXR 
D(EXR) 

-0.4758 
-5.1205 

0.8822 
0.0003* 

-0.4758 
-5.1202 

 0.8822 
 0.0003* 

I(1) 

Source: Authors Compilation (2016);  

Note: significant level: * 1%.  ** 5%; ***10%. 

Table 2 above shows that TT and EXR were not stationary at level given their 

probability value for both the ADF and PP test, however at first difference TT and 

EXRwere stationary. FDI and FPI were both stationary at level. It therefore means 

that the variables considered in this study are multileveled integrated and that these 

variables are integrated of order one and order zero. Thus a long-run linear 

combination is suspected amongst the variables. 

In analysing the effect of international finance and business activities in Nigeria, 

the study selects the ARDL bound test method of co-integration to investigate the 

long run relationship in the model. The choice of the ARDL is consistent with the 

statistical properties that are integrated of order with few that are stationary at level. 

There are no I(2) series that could make difficult the interpretation of value of the F-

statistics developed in Pesaran et al., (2001). 
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Table 3 

Long Run Effect of International Finance and Business Activities in Nigeria 

Test Statistics Value K 
Critical Value Bound 5% 

10 Bound II Bound 

F-statistics 6.30 3 4.94 5.73 

Source: Author’s Computation (2017). 

Table 3 shows the bound test carried out to investigate the long run effect of 

international finance and business activities in Nigeria. The value of the F-statistic is 

6.30 which lies below the lower bound critical value 4.94 at 5% level of significance. 

This implies that a long run relationship exists between international finance and 

business activities in Nigeria. 

Table 4 

Long Run Coefficient 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.819434 0.221204 3.704418 0.0012* 

TT(-1) 0.863177 0.169719 5.085912 0.0000* 

TT(-2) -0.052042 0.152218 -0.341894 0.7357 

D(FPI(-1)) -0.012109 0.027073 -0.447273 0.6591 

D(FDI(-1)) -0.132153 0.035515 -3.721038 0.0012* 

EXR(-1) 0.218202 0.102126 2.136593 0.0440** 

R-squared 0.989337 

Adjusted R-squared 0.986913 

S.E. of regression 0.214745 

F-statistic 408.2298 

Prob(F-statistic) 0.000000 

Source: Author’s Computation (2017);  

Note: significant level: * 1%.  ** 5%; ***10%. 

Table 4 above shows the long-run effect of international finance and business ac-

tivities in Nigeria. The coefficient of a period lag of total trade (TT) is 0.8613, which 

implies that a negative relationship exists between a year lag in TT and present total 

trade. This suggests that in the long run past total trade has significant effect on the pre-

sent value of total trade. Meanwhile, the coefficient of a period lag of foreign portfolio 

investment (FPI) and foreign direct investment (FDI) exert a negative effect on business 

activities proxied by total trade, implying that in the long run, the volume of foreign 

portfolio investment and foreign direct investment reduces the volume of business ac-
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tivities in Nigeria. On the other hand, exchange rate significantly increases business ac-

tivities by 21%. The  R-Squared of the model is shows that the explanatory variables 

explain 98% of changes in the business activities proxied by total trade in Nigeria, im-

plying that the variables chosen are strong in explaining the level of business activities 

in the long run. The F-statistic was also found to be statistically significant at suggesting 

that in the long run, international finance have effect on business activities in Nigeria. 

Table 5 

Short Run Effect of International Finance and Business Activities in Nigeria 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.580517 0.296153 1.960197 0.0648*** 

TT(-1) 1.137601 0.222321 5.116941 0.0001* 

TT(-2) -0.286151 0.194039 -1.474711 0.1567 

D(FPI(-1)) -0.029194 0.029575 -0.987118 0.3360 

D(FDI(-1)) -0.131600 0.034866 -3.774407 0.0013* 

EXR(-1) 0.186054 0.102209 1.820334 0.0845*** 

ECM(-1) -0.698028 0.400136 -1.744477 0.0972*** 

Source: Author’s Computation (2017);  

Note: significant level: * 1%.  ** 5%; ***10%. 

The short run effect of international finance on business activities is given in Table 

5 above.  The result shows that the ECM parameter represented with ECM (-1) is 

significant at 10%, with a coefficient of -0.6980, hence, the adjusted parameter is 

significant and it has the right theoretical sign.  This implies that disequilibrium in the 

long run relationship between FPI, FDI and EXR can be restored within one year. The 

coefficient of FDI and FPI are negative while only FDI is significant at 5% level of 

significance. This implies that in the short run foreign portfolio investment and foreign 

direct investment have an inverse impact on business activities. Conversely, the 

coefficient a period lag of total trade and exchange rate exerted significant positive 

effect on business activities in Nigeria. Based on the equilibrium parameter, the result 

suggests that there is significant short term relationship among the variables studied. 

Conclusion and Recommendations 

International finance has been viewed as an accelerator of business activities. One of 

its major potential growth-contributions is to promote host countries’ exports and total 

trade. This study attempts to empirically investigate the issue by using the data obtained 

from Nigeria. The estimates indicate that international finance which is proxied by FDI 

and FPI has a negative impact on Nigeria business activities both in the long run and short 
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run. This suggests that the volume of international financing in Nigeria is not channelled 

into the manufacturing sector as evident by the result of this study, since it exerted 

negative effect on total trade. The volume of FPI was also discovered to be reducing 

suggesting that foreign investors are not attracted or motivated to invest in the capital 

market. This can also be attributed to the exchange rate fluctuations as investors are 

mostly interested in obtaining higher returns on their investment and benefiting from the 

high exchange rate, therefore they move their funds to other countries where the return on 

investment is certain, hence, reducing funds that can be  explored by firms to expand their 

business. Also, the flow of FDI has been recorded to be more in the oil sector than in 

other sectors, hence, adversely affecting business activities. 

It is recommended that developing countries like Nigeria can increase its 

business activities by attracting more FDI and FPI inflows and removing the artificial 

barriers to free flow of FDI and control on exports and imports. Other sectors of the 

economy should be made attractive to foreign investors, so that they would not invest 

only in the oil sector, thereby leaving other sectors undeveloped. Also, an open and 

export-oriented policy can be promoted with lower tariffs and allowing free mobility 

of capital. Widening of the net of communication facilities is also instrumental in 

attracting FDI and FPI inflows and exports growth. 
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