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Abstract 

We apply VECM techniques with annual time series data for the period of 

1981to 2020 to ascertain the crowding effect of foreign direct investment on 

domestic private investment along with other control variables of gross 

domestic product, inflation rate, trade openness and exchange rate in Nigeria. 

The statistical inference revealed from the Johansen test a long-run 

cointegration among the variables under investigation after the stationarity test 

was conducted using Augmented Dickey-Fuller (ADF) exists. A further long-

run negative insignificant crowding-out effect of FDI on domestic private 

investment exists. Moreover, gross domestic product, inflation and exchange 

rate account for a positive significant crowding-in association with domestic 

investment in the country.  Finally, the VECM test suggests that the previous 

deviation from long-run equilibrium is corrected in the current period as an 

adjustment speed of 2.4. We conclude that to improve the positive crowding 

effect of FDI on domestic investment authorities need to implement related 

fiscal and monetary measures that would improve the financial sector 

development with the target of economic stability and stable exchange measures 

to curtail the high inflation rate.       
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INTRODUCTION  

The complementary role of foreign capital inflow (investment) and the domestic 

capital to jointly participate in promoting domestic economic activities remain 
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the significant policy issues that attract several perspectives in the literature. 

Domestic private investment (capital) is needed in both developed and 

developing economies to foster employment creation and help to reduce poverty 

and thereby accelerate further income and capital stock and augment economic 

growth (Ababio, 2019). Several studies report that the poor growth rate in most 

developing economies is associated with the low domestic capital investment 

(both public and private) to boost productivity (see, Serven & Solimano, 1993). 

The moderating role of both public and private capital is played by the fiscal 

and monetary authorities. Keynes argued that there is nothing fiscal 

irresponsibility if the public investment is undertaken in such a way that can 

further enhance private sector growth (crowd-in).  

However, policy response in most developing economies with the aims of 

improving capital-investment nowadays believed that for more efficient capital 

in their country, the presence of foreign investors need not be ignored. Griffith, 

Redding and Simpson (2004) believed that Foreign Direct Investment (FDI) has 

long been considered as a driving factor that foster competition and facilitates 

the transfer of new technologies to several economies and thereby improved the 

growth rate of domestic private capital (investment). Going by this assertion, a 

fiscal response that made to attract foreign capital were given much attention 

since the 1980s as part of the effort to restructure the Nigerian economy. This 

brought a related question as to whether the flow of foreign capital may distort 

(crowd-in) domestic capital or otherwise (crowd-out).              

There are many empirical studies across different countries concerning 

domestic private investment and foreign direct capital inflow crowding link. 

These studies remained inconclusive due to their variation in findings. Some 

had believed that FDI inflow further crowd-in domestic private investment to 

grow (see the work of Anichebe, 2019; Anthony& Peter, 2019; Ajose & 

Oyedekum, 2018; Izuchukwu & Ofori, 2014 among others), others considered 

such investment (FDI) to had crowd-out domestic investment (refer to the works 

of Aisien, 2018; Ngwa, 2018; Maghori, 2014 and so on) while Gharaibeh, 2015 

and Nor, 2014 and others report that no crowding link between the said 

investments types under investigation. Based on these variations of fining in the 

literature with a different method of estimation procedure across different 

countries, the need to further undertake similar studies need not be ignored. 

This study, therefore, is aim at assessing the crowding link between FDI and 

domestic private investment in Nigeria. To achieve our main objective, we 
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structure the paper into part sections including the introduction as section one. 

Section two identified the empirical literature review across different specific 

individual countries and that of panel-based studies. Section three dealt with 

data and methodological procedure upon which the study anchored while 

sections four and five present the result/discussion and summary and conclusion 

accordingly.          

 

EMPIRICAL REVIEW 

Anichebe (2019) empirically ascertain the link between FDI and private 

investment (proxy by gross fixed capital formation) and submit that, private 

investment, GDP, and the exchange rate had a positive significant long-run 

relationship with FDI in Nigeria. Ajose and Oyedekum (2018) acknowledge 

that FDI, domestic private investment and economic growth had a long run 

positive significant relationship and unidirectional causality exists among the 

said variables in Nigeria.  The study of Ifeoma, Egbunike and Francis (2015) 

empirically revealed that GDP had a positive impact on the inflow of FDI and 

is found statistically significant.  

Anthony and Peter (2019) examined the relationship between FDI, private 

capital formation (proxy by gross fixed capital formation) and economic growth 

and found that economic growth and private capital formation had a positive 

significant long-run relationship with FDI. Alshamsi, Hussin and Azam (2015) 

using annual time series data set from 1980 to 2013 and the ARDL estimation 

mechanism in UAE, the study found that inflation and GDP per capita had a 

positive significant impact on FDI inflow in UAE over the study period under 

investigation.  

Izuchukwu and Ofori (2014) examined the impact of china's FDI inflow on the 

Nigeria economy using ARDL and granger causality tests and found that 

China's FDI inflow had a positive significant relationship to economic growth 

(proxy by GDP growth rate) and private investment and also bidirectional 

causality between FDI and GDP exists. Moses, Anigbogu, Okoli and Anyanwu 

(2013), examined the relationship between domestic investment and FDI inflow 

in Nigeria using annual data spanning the period of 1970 to 2009 and estimates 

with multiple OLS techniques for drawing statistical inference. The result 

shows that domestic private investment, public investment and human capital 

had a negative significant impact on FDI inflow under the period of 

investigation.  
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 Abiola (2019), indicates that inflation, exchange rate and economic growth had 

a positive significant impact on FDI inflow while infrastructure and private 

investment revealed statistically negative significance to FDI inflow. Similarly, 

Ndem, Onyebuche and Udo (2014), examined the determinants of FDI in 

Nigeria and the result indicates that political risk had a negative significant 

impact on FDI inflow in Nigeria while market size, trade openness and 

exchange rate revealed positive significant impact in attracting the inflow of 

FDI in the country.  

The work of Aisien (2018) examined the impact of exchange rate on FDI in 

Nigeria using quarterly time-series data and estimate with VAR techniques to 

draw the statistical inference. The finding indicates that devaluation of the Naira 

(measure by real exchange rate) and inflation rate were revealed to be negatively 

associated with the FDI. Nevertheless, portfolio investment and financial sector 

expansion had a positive significant impact on FDI. 

The study of Iya and Ainu (2015) also, examined the impact of economic 

growth, domestic private investment on FDI in Nigeria using an annual dataset 

and estimate with OLS for the sample of 21 years (1992 to 2013). The result 

indicates that domestic private investment, exchange rate, trade liberalization 

and economic growth had a positive significant impact on FDI in Nigeria over 

the study period. In other related empirical findings, a unidirectional causality 

exists between FDI and domestic private investment while human capital 

(proxy to secondary school enrolment)FDI had a positive coefficient to 

domestic investment but, the coefficient of trade openness had a negative 

significance with FDI (Aigheyisi, 2017).  

Maghori (2014) ascertained the determinants of FDI inflow in Nigeria and 

found that national income (proxy by real GDP), trade openness, stock of 

foreign capital and the inflation rate is statistically significant with a positive 

effect on FDI while the variables of the exchange rate, private investment and 

inflation are negatively impacted the inflow of FDI in the country. In the study 

of Gharaibeh (2015) after using annual data of Bahrain found that government 

expenditure, inflation rate, economic stability (measured by the rate of inflation 

in the country), the labour force (considered as the expenditure on health and 

education) and trade openness had a positive significant impact on FDI inflow. 

The result further indicates that exports, market size (considered as the growth 

rate of real GDP), exchange rate and private investment had positive but not 

statistically significant to FDI inflow in the country. 
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Ngwa and Neba (2018)  handled the VAR model to estimate annual time series 

data in Cameroon and statistically submit that trade openness (measured by 

import minus export) and exchange rate (captured by official exchange rate with 

US Dollar) had a significant positive relationship with FDI inflow and evidence 

of crowding out exists between FDI and domestic private investment (Afolayan 

& Tomiwa, 2019). Using the unconditional error correction approach to 

examine the equilibrium relationship between FDI inflow and its determinants 

for 1970 to 2012in Malaysia. The finding revealed a positive significant 

equilibrium relationship between GDP, an exchange rate (controlled by the 

official exchange compared to Dollar on the local currency), and trade openness 

had a positive significant association with the inflow of FDI in the country 

(Mugableh, 2015). 

Nor (2014) estimate annual time series data over the study period of 1990 to 

2009 with multiple OLS regression techniques in Malaysia to examined the 

determinant of FDI inflow and found that, financial development and GDP had 

positive significance associated with the inflow of FDI in the economy and no 

evidence of crowding link between FDI and domestic private investment. 

Another related study by Narayanan and Thaker, (2015) using multiple OLS 

and annual time series data for the period of 1990 to 2012 in Malaysia revealed 

statistically that, per capita, income and trade openness constitute an unexpected 

sign of a negative significant relationship with the inflow of FDI in the country. 

Nevertheless, labour, inflation rate and private investment had a positive 

significant impact on FDI inflow. 

Contrarily to the positive association, Mudiyanselage, Epuran and Tescasiu 

(2021) following the use of annual time series data ranging from 1997 to 2019 

and the ARDL technique of estimation submit that trade openness had a 

negative significant effect on FDI attractiveness and further evidence of 

unidirectional causality exists between trade openness and FDI in Romania. 

Yong and Tuck (2009) examine the impact of macroeconomic variables on FDI 

inflow in Malaysia using annual time series data from 1997 to 2005 and estimate 

with ARDL model. The study revealed that trade openness, private investment, 

interest rate, inflation rate, joining of China to World Trade Organization 

(WTO) controlled as a dummy variable and level of corruption had significant 

positive with FDI inflow in Malaysia.  

Moreover, from the panel studies, Polat (2018) investigates the relationship 

between FDI inflow and domestic private investment in 30 OECD countries and 
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revealed that FDI inflow does not have a significant association with the overall 

domestic investment. In the work of Escobar (2016), ascertained the 

macroeconomic association between FDI and domestic private investment in 

MINT countries (that comprises Malaysia, Indonesia, Nigeria and Tunisia) 

using an annual panel dataset and estimated with a dynamic panel of GMM. 

The study established that FDI had a significant association with domestic 

private investment. Similarly, market size (measured by real GDP growth rate), 

institutional stability, political stability, infrastructure (captured by government 

capital investment), trade openness and currency value (considered as the 

official exchange rate) had a positive significant impact on the growth rate of 

FDI.   

Gichamo (2012), revealed that trade openness, gross domestic private 

investment, inflation and lag of FDI attributed significantly to attract FDI inflow 

in 14 SSA countries following the used of annual panel dataset and estimated 

with FE, RE and GMM. On the other hand, Vjayakumar, Sridharan and Rao 

(2010), used annual panel data for BRICS countries (these countries are Brazil, 

Russia, India, China and South Africa) and draw inferences with the 

econometric method of dynamic system GMM model. The study submits that 

market size; labor cost; infrastructure; currency value (determined by official 

exchange rate) and gross capital formation had a positive significant long-run 

relationship with FDI inflow. While the variables of economic stability (capture 

by annual inflation rates measured by a consumer price index) trade openness 

(total ratio of trade to GDP) were revealed negative but no significant sign to 

such inflow attraction.  

In another similar study, Erfani and Berger (2020) handled the annual panel 

dataset ranges from 1995 to 2013 of six selected Asian countries and estimated 

with pooled OLS. The study submits empirically that, democracy, human 

capital, economic growth, domestic private investment and trade openness 

determined significantly the inflow of FDI while the variables of economic 

stability stand out to discourage the inflow of such investment and is significant 

to such reaction. Eregha (2012) also, examined the dynamic linkages between 

FDI and domestic investment in some selected ECOWAS member countries 

using a panel cointegration approach for 1970 to 2008. The data for the study 

were retrieved from the UN statistics online database and WDIs. The findings 

revealed that, FDI crowd out domestic private investment in the ECOWAS 

community.  
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METHODOLOGY AND ESTIMATION APPROACH  

This study set to establish the crowding effect of FDI on domestic private 

investment (proxy by gross domestic fixed investment) and achieved the said 

objective; we handled annual time series data covering the period spanning from 

1981 to 2020 (39 years). The data for the study were sourced from World 

Development Indicators (WDIs) and Central Bank Nigeria Statistical Bulletin 

(CBN). The model of the crowding effect between the variables of FDI and 

domestic private investment along with other control variables of gross 

domestic product, inflation rate, trade openness and the exchange rate is adopted 

and modified following the studies of Anthony and Peter, (2019); Anichebe, 

(2019); Aisien, (2018); Iya and Ainu, (2015) and Ndem, et al, (2014). The 

econometric model of the study is specified as:       

𝐿𝐷𝑃𝐼 = 𝛽0 + 𝛽1𝐿𝐹𝐷𝐼 + 𝛽2𝐿𝐺𝐷𝑃 + 𝛽3𝐿𝐼𝑁𝐹 + 𝛽4𝐿𝑇𝑂𝑃 + 𝛽5𝐿𝐸𝑋𝑅 +

µ𝑖𝑡…… (1) 

 

Where  𝛽0 is the coefficient of the constant parameter and the 𝛽𝑠 are the 

parameters of the control of the independent variable in the model.  Again, 

LDPI, LFDI, LGDP, LINF, LTOP and LEXR is the logarithm values of  

Domestic Private Investment, Foreign Direct Investment, Gross Domestic 

Product, Inflation rate, Trade Openness and real Exchange Rate considered as 

the coefficient of parameters while µ𝑖𝑡 is the stochastic disturbance term.   

Estimation Approach: firstly, the study adopts the Augmented Dickey-Fuller 

(ADF) test as specified in Dickey and Fuller (1979) for the unit root test. The 

null hypothesis of the test is that series under investigation has a unit root against 

an alternative hypothesis that it does not. The model for the ADF is as expressed 

as: 

1

1

p

t t t t i t

i

y T y d y   − −

=

 = + + +  +
……………………………………… (2) 

 

Where ty is the variable being considered, T is the time trend (which is only 

allowed if significant), and t is a random error term The Schwaz Information 

Criterion is used in selecting p (the lag-length) after testing for first and higher-

order serial correlation in the residuals. The lagged variables serve as a 

correction mechanism for possible serial correlation.  
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Secondly, we apply Johansen cointegration to examine whether the series are 

cointegrated in the long run. The test believed that many time series may contain 

a unit root has spurred the development of the theory of nonstationary time 

series analysis. Engle and Granger (1987) pointed out that a linear combination 

of two or more non-stationary series may be stationary. If such a stationary 

linear combination exists, the nonstationary time series are said to be 

cointegrated. The stationary linear combination is called the cointegration 

equation and may be interpreted as a long-run equilibrium relationship among 

the variables. The purpose of the cointegration test is to determine whether a 

group of nonstationary series is cointegrated or not. Consider a VAR of order 

p: 
1

1

1

p

t t i t i p t p t t

i

y y y A y Bx 
−

− − −

=

 = +  + +
…………………………………… (3) 

Where ty is a vector of nonstationary I(1) variables,  tx  is a vector of 

deterministic variables, and t  is a vector of innovations. We may rewrite this 

VAR as: 
1

1

1

p

t t i t i p t p t t

i

y y y A y Bx 
−

− − −

=

 = +  + +
……………………………………. (4) 

Where: 
1

1 1

1,
p p

i i p t t

i j i

A A Bx 
−

= = +

= −  = − − + 
………………………………………. (5) 

 

Granger’s representation theorem asserts that if the coefficient matrix  has 

reduced rank r < k,   then there exists k < r, matrices α and β each with rank r 

such that 
= ty  and is I(0). r is the number of cointegrating relations (the 

cointegrating rank) and each column of β is the cointegrating vector. Johansen's 

method is to estimate the  matrix from an unrestricted VAR and to test 

whether we can reject the restrictions implied by the reduced rank . 

Finally, we estimate the above equation using the VECM model as specified 

below after performing the Johansen cointegration test. The VAR approach of 

the model is given as:  

𝑌𝑡 = 𝐶 + 𝜋1𝑌𝑡−1 + 𝜋2𝑌𝑡−2 + ⋯ 𝜋𝑝𝑌𝑡−𝑝 + 𝐸𝑡………………………………(6) 
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Where from the equation (3) 𝑌𝑡 is the vector of endogenous variables of LDPI, 

LFDI, LGDP, LINF, LTOP and LEXR accordingly. C, represent the vector of 

intercept term, 𝜋1is an (n × n) coefficient matrix. However, the long-run 

cointegration of the model can be further identified as follows:  

𝛥𝑌𝑡 = 𝐶 + ∑𝑘
𝑖−1 г𝛥𝑌𝑡−1 + 𝛶(𝑢𝑡−1) + 𝐸𝑡………………………………. (4) 

 

Similarly from equation (4)  г indicate the short-run dynamics of the coefficient 

matrices,  𝛶 is the error correction term and/or speed of adjustment from the 

short run to the long run, 𝛥 represent the short run operators, 𝑢𝑡−1 and 𝐸𝑡 is the 

vector of the error term respectively.  

 

RESULT AND INTERPRETATION  

This section provides the result and discussion of the finding of the crowding 

effect of FDI and domestic private investment. We present the findings 

according to the order of estimation procedure as reported in the previous 

section.   

 

Result of Unit Root Test (ADF) 

The result of the unit root test is reported in table one (1) suggesting that the 

series under the investigation namely; domestic private investment; foreign 

direct investment; gross domestic product; inflation rate; trade openness and 

real exchange rate are stationary after differencing for the first time that is, they 

are stationary at order one I(1). This result enables us to further examine the 

cointegration among the series. 

 

Table 1: Result of Unit Root  

Variables Level Value 

(ADF) 

First Difference 

(ADF) 

Order of 

Integration 

LDPI -2.186 

(2) 

-4.612*** 

(2) 

I(1) 

(2) 

LFDI -1.333 

(2) 

-10.05*** 

(2) 

I(1) 

LGDP 0.019 

(2) 

-4.328*** 

(2) 

I(1) 

(2) 

LINF -4.025*** -6.991*** I(0) & I(1) 
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(2) (2) 

LTOP -1.945 

(2) 

-7.374*** 

(2) 

I(1) 

LEXR -2.084 

(2) 

-5.305*** 

(2)  

I(1) 

Note that figures in parenthesis represent maximum lag selection criteria based 

on SIC and *** indicate that P < 0.01.    

Source: Eviews Output   

 

Result of Cointegration Test (Johansen Approach) 

The Johansen cointegration is reported in Tables 2.1 and 2.2. Table 2.1 report 

the trace test statistic in which the outcome of the model reveals the presence of 

a long-run relationship among the series under consideration. This is given by 

the trace statistic value to be greater than Eigen-Value at None; at most 1 and at 

most 2. At these points, the null hypothesis of no cointegration is rejected and 

accept the alternative which emphasises that there is cointegration as suggested 

by the P-value. Similarly, the results were further accepted (reject the null 

hypothesis) given the result of Max-Eigen statistics in table 2.1.      

 

Table 2.1: Result of Cointegration Test (Trace Statistic) 

Hypothesized 

No. of CE(s) 

Eigenvalue Trace 

Statistic 

0.05 Critical 

Value 

Prob.** 

None *  0.719866  138.8537  95.75366  0.0000 

At most 1 *  0.571309  90.49915  69.81889  0.0005 

At most 2 *  0.532741  58.31247  47.85613  0.0039 

At most 3  0.426413  29.39935  29.79707  0.0555 

At most 4  0.122871  8.277190  15.49471  0.4362 

At most 5  0.083066  3.295334  3.841466  0.0695 

Note that * is the rejection the null hypothesis 

Source: Eviews Output 

 

Table 2.2: Result of Cointegration Test (Max-Eigen Statistic) 

Hypothesized 

No. of CE(s) 

Eigenvalue Max-Eigen 

Statistic 

0.05 Critical 

Value 

Prob.** 

None *  0.719866  48.35457  40.07757  0.0047 

At most 1  0.571309  32.18668  33.87687  0.0784 
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At most 2 *  0.532741  28.91312  27.58434  0.0336 

At most 3  0.426413  21.12216  21.13162  0.0501 

At most 4  0.122871  4.981856  14.26460  0.7441 

At most 5  0.083066  3.295334  3.841466  0.0695 

Note that * is the rejection the null hypothesis 

Source: Eviews Output  

 

Result Normalize Long-Run Relationship 

The result of the long run crowding effect of the series is given by the 

normalised coefficient shown below. The result reveals that FDI has a positive 

long-run association with domestic private investment in Nigeria. Although, the 

association is not found to be statistically significant, by implication this 

suggests that, FDI and domestic private investment has no relationship in 

Nigeria.  

 

LDPI = -0.78224LFDI + 1.80959LGDP* + 3.65521LINF* – 0.63575LTOP + 

0.23017LEXR* 

 (0.43496)             (0.58308)              (0.45910)             (0.93393)            (0.29217) 

In order words, FDI does not crowd-in domestic private investment nor crowd-

out private investment. The finding is in support of the findings of Gharaibeh, 

2015 and Nor, 2014 among others. On the part of the trade openness, no 

crowding effect is also accounted for as given by the probability value of the 

test.  On the other hand, gross domestic product; inflation and real exchange 

rate crowd-in domestic private investment with significant statistics values as 

given by the P-value.   

 

Result of the VECM (Short Run Dynamic)  

The short-run dynamic of the VECM model is presented in table 3. The result 

obtained revealed that the adjustment coefficient is -0.024. This suggests that 

the previous deviation from long-run equilibrium is corrected in the current 

period as an adjustment speed of 2.4. Similarly, a percentage change in FDI 

(ceteris paribus) is associated with 0.019 increases in domestic private 

investment in the country. Moreover, a percentage change in inflation rate and 

real exchange is also associated with decreases in -0.023 and -0.004 in domestic 

private investment accordingly, and both the coefficient of FDI, inflation rate 

and exchange rate are statistically significant. Finally, the percentage change in 
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gross domestic product and trade openness is associated with an increase in 

domestic private investment with 0.128 and 0.004 though they are not 

statistically significant. Meanwhile, the R-Square of the model indicates that 

about 25% (0.25) of the increase in domestic private investment is jointly 

explained by the variables control in the model.               

 

Table 3: VECM Short Run Dynamic 

Variables  Coefficient  T-Statistics  

ECM -0.024** -2.155  

D(LDPI(-1)  0.185  1.049 

D(LFDI(-1)  0.019**  0.601 

D(LGDP(-1)  0.128  1.081 

D(LINF(-1) -0.023** -0.592 

D(LTOP(-1)  0.018  0.234 

D(LEXR(-1) -0.004*** -0.047  

R-Square  0.2500  

Note that *** and ** indicates P<0.01 and P<0.05 accordingly  

Source: Eviews Output  

 

We finally performed some diagnostics tests using LM residual serial 

autocorrelation tests, Jarque-Bera normality test and Residual 

Heteroskedasticity Tests. From the LM residual autocorrelation test reported in 

table 4.1, we reject the null hypothesis that says there is serial correlation and 

accepts the alternative hypothesis because the P-values are higher than the 5% 

significant level. Therefore, we conclude that there is no serial correlation in the 

model.   

 

Table 4.1: Residual Serial Correlation LM Tests 

Lags LM-Stat Prob 

1  39.48145  0.3171 

2  47.53663*  0.0945 

* P>0.05 and it indicate the rejection of the null hypothesis 

Source: Eviews Output  

 

The result of the residual normality using the Jargue-Bera test is presented in 

table 4.2. The finding indicates that only two out of five series are found to be 

statistically significant, so there is no residual normality at disaggregated series. 
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But the case of worry is revealed by the joint probability value which indicates 

that the overall model is associated with serial correlation with statistical 

significance. This makes us necessary to performed residual heteroskedasticity 

tests. The heteroskedasticity test indicates the chi-square value of 531.7085 with 

a P-value of 0.1899 and this suggest the rejection of the null hypothesis and 

accept the alternative hypothesis because the joint test is found not to be 

statistically significant.  

 

Table 4.2: Residual Normality Tests 

Component Jarque-Bera Df Prob. 

1  1.156657 2  0.5608 

2  1.007494 2  0.6043 

3  17.61349*** 2  0.0001 

4  2.456089 2  0.2929 

5  0.844787 2  0.6555 

6  29.75565*** 2  0.0000 

Joint  52.83417*** 12  0.0000 

*** P<0.01 

Source: Eviews Output   

 

CONCLUSION 

We investigate the crowding effect of FDI on domestic private investment in 

Nigeria using annual time series data from 1981 to 2020 and estimate with the 

aid of VECM. The applied gross domestic product, inflation rate, trade 

openness and exchange rate as the control variables in the model. The statistical 

inference drawn from the estimate revealed a stationary of the series at the order 

of one I(1) and the presence of long-run cointegration was confirmed using the 

Johansen test. The result of the study submits that FDI has a negative long-run 

relationship but no crowding effect with domestic private investment as given 

by the probability value. On the control variables gross product, inflation rate 

and exchange have a positive significant crowding effect on domestic private 

investment while trade openness revealed negative insignificant on the said 

dependent variable.   

On the part of the short-run dynamic, the VECM result submit that the previous 

from the long run  
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Equilibrium is corrected in the current period as an adjustment speed of 2.4. In 

the short run, a percentage change in FDI ceteris paribus is associated with an 

increase in domestic private investment with 0.019 while a percentage change 

in inflation rate and the exchange rate is associated with a decrease in domestic 

investment by -0.023 and -0.004 accordingly. The coefficient of R2 value shows 

that about 25% of the behaviour of domestic private investment in Nigeria is 

jointly influenced by FDI, gross domestic product, inflation rate, trade openness 

and exchange rate. We finally conclude that to improve the positive crowding 

effect of FDI on domestic investment authorities need to implement related 

fiscal and monetary measures that would improve the financial sector 

development with the target of economic stability and stable exchange measures 

to curtail the high inflation rate.          
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