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Abstract: Infrastructural development of the host country is one of the major 
determinants of attracting FDI. However, the nonlinear threshold relationship 
between the infrastructural development and FDI inflow is yet to be explored. 
The objective of this research is to find the threshold effect of infrastructure on 
FDI in Nigeria. Using Hansen’s (2000) threshold regression over the period 
1972–2015, the study found that the relationship between infrastructure 
development and FDI is nonlinear. Furthermore, the relationship between 
infrastructure and FDI is positive in both regimes; however, the marginal 
positive impact of infrastructural development in attracting FDI is more evident 
after the threshold level. The findings provide support to the regulators and 
policy makers to improve infrastructural development for attracting more FDI 
in the economy which can foster economic growth. 

Keywords: infrastructural development; foreign direct investment; FDI; 
threshold regression; Nigeria. 



   

 

   

   
 

   

   

 

   

    Infrastructure-FDI nexus in Nigeria 21    
 

    
 
 

   

   
 

   

   

 

   

       
 

Reference to this paper should be made as follows: Haque, M.M.,  
Chowdhury, M.A.F., Shakil, M.H. and Masih, M. (2021) ‘Infrastructure-FDI 
nexus in Nigeria: insights from nonlinear threshold regression model’,  
Afro-Asian J. Finance and Accounting, Vol. 11, No. 1, pp.20–34. 

Biographical notes: Md. Mahmudul Haque is a final year PhD candidate at 
INCEIF, The Global University of Islamic Finance Malaysia. He was  
ex-Fellow in the International Financial Service Board (IFSB), Malaysia. His 
research interests include Islamic finance, econometrics, monetary economics 
and financial economics. He has over seven years’ experience in economics, 
finance and marketing research contributing to an academic institution and 
higher industry projects. He has managed to produce 18 international papers. 

Mohammad Ashraful Ferdous Chowdhury is an Assistant Professor of the 
Department of Business Administration, Shahjalal University of Science and 
Technology (SUST), Sylhet, Bangladesh. He is also a PhD fellow of the 
International Centre for Education in Islamic Finance (INCEIF), The Global 
University of Islamic Finance, Malaysia. His main research interests are 
Islamic finance and banking, development finance, institutional economics, and 
ethical and socially responsible investments. He has published more than  
30 international articles and book chapters in globally recognised publishers. 

Mohammad Hassan Shakil is a PhD in Business candidate and tutor at Taylor’s 
University, Malaysia. He received his MSc in Islamic Finance from 
International Centre for Education in Islamic Finance (INCEIF), Malaysia and 
was the recipient of Islamic Research and Training Institute (IRTI), a member 
of Islamic Development Bank Group (IDBG) Masters Scholarship. 

Mansur Masih is educated at Manchester (MA Econ) and Leeds (PhD) 
Universities. He is currently working at UniKL Business School, Malaysia. He 
previously held the Chair Professorship of Finance at the UKM, UUM and 
KFUPM and taught at the Australian (New South Wales and Edith Cowan) and 
British (Leeds) Universities for a total of 27 years. Out of 143 refereed 
published papers, 110 papers are in the top four publishers’ journals (including 
75 ISI/SSCI journals). He has 6,035 citations (Google). Holding REPEC rank 1 
(top authors by country, Malaysia) and Global rank 15 (top authors by field, 
South East Asia), associated with SSCI/ISI journals as the ‘subject editor’ of 
JIFMIM, Guest Editor of EMFT and Associate Editor of IJMEFM. 

 

1 Introduction 

The changing global economic and political environment over the past two decades has 
led to a resurgence of interest in the role of foreign direct investment (FDI) especially in 
least developed countries (LDCs). Foreign capital has long been considered an excellent 
medium for obtaining skills, technology and access to world markets that successful 
development demands. However, the aftermath of the debt crisis in the early 1980s meant 
that many low income countries were unable to participate in international capital 
markets, resulting in a growing importance of FDI as a reliable source of external capital. 
Accordingly, restrictions on FDI inflows and the operations of transnational corporations 
(TNCs) were significantly eased in most LDCs in an effort to attract more FDI and make 
up the shortfall. The outcome was a dramatic expansion of global FDI. 
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Table 1 Net FDI inflows of developing countries and selected regions (millions of dollars) 

FDI flows 1993–1997 1998–2002 2003–2007 2008–2012 2013–2017 

Developing countries 628,356 1,004,956 1,713,877 2,982,542 3,418,679 

Africa 34,271 66,255 151,125 260,057 254,825 

Asia 412,017 568,937 1,177,712 1,930,368 2,342,958 

East and South-East Asia 381,736 519,406 856,073 1,400,577 1,951,066 

Latin America and Caribbean 180,843 368,610 381,452 779,994 810,516 

South Asia 14,914 29,360 96,607 210,681 234,461 

West Africa 12,102 11,964 30,746 74,946 60,808 

West Africa’s share (%) 1.93% 1.19% 1.79% 2.51% 1.78% 

Source: UNCTAD (2018) 

The UNCTAD (2015) shows that FDI inflow to West Africa is dominated by Nigeria as 
they account for 70% of total FDI to the region and 11% of total FDI to Africa and this 
has changed within a couple of years as Nigeria is now the largest economy in Africa 
after the rebasing of their GDP which was done in 2014 and this has improved 
significantly the percentage of inflow of FDI to Nigeria. As Table 1 indicates, aggregate 
net inflows of FDI to developing countries increased from $628 billion between 1993 and 
97 to over $3418 billion between 2013 and 2017. The global FDI of developing countries 
remains relatively stable although there is a sharp fall of 23% to global FDI in 2017 
(UNCTAD, 2018). The FDI flows of developing Asia and Latin America and the 
Caribbean rose significantly while the FDI flows of Africa dropped by 21% from 2016 
(UNCTAD, 2018). The drops in FDI inflows in Africa, more specifically the countries of 
sub-Saharan Africa are due to the lingering macroeconomic effects from the commodity 
bust (Ouedraogo and Sourouema, 2018). Besides, FDI in West Africa dropped by 11% 
due to the worst economic performance of Nigeria. This is reflected in Table 1 by a 
decreasing share of FDI to West Africa to $11.3 billion (UNCTAD, 2018). 

Given this backdrop, it is hardly surprising that a substantial empirical literature has 
attempted to identify the determinants of FDI and explain why some countries 
consistently attract more than others. By searching for linkages between FDI and a 
variety of economic variables, a number of determinants have been identified by early 
researchers. The availability of sound infrastructure for attracting FDI in the host country 
is one of them. Seetanah (2009) claims that sound infrastructure can increase the 
accessibility and decrease the cost of transportation which finally reduces the production 
cost. Asiedu (2002) found better infrastructure of the country gets reward by more 
foreign investments. Although a voluminous literature paid attention to the necessity of 
the infrastructural support in attracting FDI, very few studies looked at the nonlinear 
impact of their nexus. This study contributes to the literature by examining infrastructure 
development and FDI in Nigeria. This study used nonlinear threshold methodology 
suggested by Hansen (2000) to test the connection between infrastructure development 
and FDI in Nigeria. The rationality for using this methodology is that it can capture the 
nonlinear effect of the infrastructural development on the FDI inflow. Over the years, it is 
duly recognised in the large FDI literature that infrastructure is a key determinant of FDI 
inflow to any country but what minimum level of infrastructure is obligatory and how the 
FDI reacts after reaching the tipping point is still scarce in the literature. The nonlinear 
threshold regression is the suitable model to ascertain optimal infrastructure level. The 
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optimum level of infrastructure assists regulators and policymakers to attract FDI in the 
economy which in turn fosters economic growth. Prior literature emphasises on linear 
connection among FDI and other elements, for example, institutional quality, economic 
growth and hard and soft infrastructure. To be the best of our knowledge, no studies 
explore the influence of infrastructure on FDI by using the nonlinear threshold regression 
and particularly the case of Nigeria. This study, therefore, fills the gap in the literature by 
examining the nonlinear threshold relationship between the infrastructural development 
and FDI inflow in Nigeria. 

2 Literature review 

Infrastructure is one of the key elements to attract FDI and economic growth. A  
well-developed infrastructure in the manufacturing and services industry reduces the 
transactional costs and allows firms to link suppliers and customers more conveniently 
(Kinda, 2010). However, well-established infrastructure is a blessing for a country. It can 
attract foreign companies to invest their capital and as a result, the market size of the 
country grows progressively. Besides, well-established infrastructure eases the 
production efficiency in diverse industries and assists companies to accelerate the 
financial performance. A strong infrastructure of a country encourages FDI inflow which 
in result assists the country’s higher economic growth and financial stability. 

The infrastructure of a country includes transport, communication, water, electricity 
and other hard and soft facilities (Mollick et al., 2006). Infrastructure is not necessarily a 
physical item. Soft items can be defined as infrastructure, for instance, healthcare system 
and education system (Mollick et al., 2006). Prior studies found that well-structured and 
well-maintained transport facilities, for instance, road and highway, railway and airline 
facilities tends to attract more FDI inflows in a country (Bellak and Leibrecht, 2009; 
Cheng and Kwan, 2000; Leibrecht and Riedl, 2010). Well-established transport quality of 
a country reduces the transportation cost which results in a reduction of cost in importing 
and exporting goods and services. Besides, the connected telecommunications systems 
also contribute largely to the foreign direct inflow of a country. A country with high-tech 
telecommunication and internet services stimulates multinational firms to invest in the 
country. Studies of Leibrecht and Riedl (2010) and Riedl (2010) found that 
telecommunications has a significant effect on multinational firms’ investment decision 
in central European and eastern European countries. 

Infrastructure may have a dissimilar effect on the FDI of developing and developed 
countries. The infrastructure of developing countries has significant influence on FDI 
inflows (Khadaroo and Seetanah, 2010; Asiedu, 2006). However, in the case of 
developed countries, infrastructure does not play an influential role to attract FDI inflows 
like the developing nations (Suh and Bae, 2002). Many of the studies focus on 
infrastructure and FDI in developing countries (Kok and Acikgoz Ersoy, 2009; Suh and 
Khan, 2003). Kok and Acikgoz Ersoy (2009) focus on the communication infrastructure 
and FDI in developing countries and found a significant relationship between them. 
Besides, Suh and Khan (2003) examine the impact of ICT infrastructure and FDI inflows 
on exports in the Association of Southeast Asian Nations (ASEAN). They find a positive 
relationship between ICT infrastructure and exports in ASEAN countries. Moreover, 
Kinda (2008), Ngowi (2001) and Wheeler and Mody (1992) also concentrate on 
developing countries’ infrastructure and FDI for its strategic importance. 
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Notably, a large number of studies concentrated mostly on African countries and 
studied aggregate country-level data (Wekesa et al., 2016; Seetanah, 2009; Anyadike, 
2012). A remarkable study was undertaken by Asiedu (2002) by focusing on the 
determinants of FDI in developing countries; particularly in Africa. Besides, Hakro and 
Omezzine (2011) found a positive impact of FDI and governance infrastructure in the 
Middle East and North Africa region. Seetanah (2009) examines the impact of transport 
infrastructure on FDI inflows in Mauritius. The study finds a significant effect of 
transport infrastructure on FDI inflows. The findings of the study are consistent with the 
findings of Hakro and Omezzine (2011). Wekesa et al. (2016) investigates the impact of 
hard and soft infrastructure on FDI inflows and finds a significant impact of hard and soft 
infrastructure on FDI. Besides, Anyadike (2012) investigates the extent to which poor 
infrastructure prevents FDI inflows and impedes economic growth of Nigeria. The author 
finds that poor infrastructure is the core reason to lower FDI inflows. 

Some studies also consider the effect of infrastructure on FDI in Asian countries 
(Behname, 2012; Kaur et al., 2016; Rehman et al., 2011). Behname (2012) examined the 
impact of infrastructure on FDI in Southern Asia countries. The author finds that 
infrastructure influences the FDI flows in the Southern Asia region and the governments 
in that region provide special attention to attract more FDI inflows. Kaur et al. (2016) 
examine the effect of infrastructure on FDI in India. The authors find a significant 
relationship between physical infrastructure, for instance, railway and roads and soft 
infrastructure like human capital on FDI inflows. However, air transportation and 
communication do not have a significant impact on FDI inflows. Rehman et al. (2011) 
also investigates the effect on infrastructure on FDI inflows and finds a similar result with 
the studies of Kaur et al. (2016) and Hakro and Omezzine (2011). 

However, studies that focus on disaggregated data of infrastructure development and 
FDI in developing countries are emphasised mainly in China (Cheng and Kwan, 2000; 
Sun et al., 2002). China is able to capture the attention of foreign investors due to its 
enormous and surprising economic and FDI growth (World Bank, 2006). Fung et al. 
(2005) investigates the effect of hard and soft infrastructure on FDI in China. The authors 
find that hard and soft infrastructure positively influences the FDI inflows. However, soft 
infrastructure attracts more FDI inflows compared to hard infrastructure, for instance, 
roads, bridges and highways. However, a few studies have been undertaken on FDI and 
infrastructure by focusing on other developing countries. Urata and Kawai (2000) 
undertook research on the determinants of FDI location by taking Japan’s SMEs as a 
sample and found the significance of FDI on the infrastructural growth in Japan. 
Likewise, Deichmann et al. (2003) verified the factors prevailing the location choice of 
multinational companies operating in Turkey. They have taken the sample of  
293 multinational companies and found that infrastructure is a key determinant when the 
multinational companies in Turkey took the location decision. 

In addition, a few studies directly focus on information and communication 
infrastructure and its effects on FDI. The notable study was done by Bellak et al. (2008), 
who depicted a constructive influence of information infrastructure on FDI. In the same 
way, Fung et al. (2005) examined the impact of hard infrastructure, for instance, 
highways and railroads and its effect on FDI. They have found a positive result on hard 
infrastructure and FDI growth. On the other hand, Kinda (2010) found a reverse 
correlation between infrastructure and FDI. Poor infrastructure shrinks the growth of FDI 
in developing countries. Also, it increased the operational and transaction costs of the 
companies. 
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By revisiting the prior literature, it is evident that most of the studies perceive there is 
a linear relationship between infrastructure and FDI. But the hypothesis that there is a 
linear relationship could not be reasonable because the correlation between infrastructure 
and FDI can differ across different time horizons or after a certain period of time in 
different economies and regions (Kurul, 2017). For that reason, deciding the linear 
relationship between the variables beforehand could mislead the study and findings. 
However, different methodologies such as DCC model, copula and extreme value 
distribution application are applied in the recent days of FDI literature. 

It is increasingly being recognised that the level of infrastructure development in the 
host country will have a large impact on the decision by TNCs on whether to invest or 
not. A country which lacks basic infrastructure to ensure low transport costs and reliable 
sources of energy are unlikely to attract interest from profit-maximising TNCs. Clearly, 
better infrastructure will increase the productivity of investments and will, therefore, 
stimulate FDI flows. Straub and Terada-Hagiwara (2010) conducted a study on  
102 developing countries and depicted that infrastructure has a progressive impact on 
economic growth. Infrastructure has a significant impact on FDI of developing countries, 
while it has a lesser impact on developed countries (Rehman et al., 2011). Investors are 
always in the exploration for the market where they can maximise their benefits by 
lowering their cost of production, which is probable if the infrastructure is developed 
enough (Bakar et al., 2012). Besides, Babatunde (2011) found a positive relationship with 
infrastructure development and FDI in his study of 42 Sub-Saharan developing countries 
between 1980 and 2003. More fundamentally, the return on capital in a particular country 
should serve as a powerful determining factor for TNCs deciding to relocate FDI will 
surely flow to those countries where rents are highest. Edwards (1990) confirms that this 
link is positive and significant. 

Along with the infrastructural facilitates, Noorbakhsh et al. (2001), Mottaleb and 
Kalirajan (2010), and Chang Lo et al. (2013) emphasised the importance of human 
capital for attracting FDI. Chowdhury (2017), Asiedu (2006) and Busse and Hefeker 
(2007) also recognised that political stability is also an important component for the FDI 
inflows of the country. These determinants are avoided as our study is solely focusing on 
the nonlinear relationship between infrastructure and FDI. 

However, it has been debated in the literature that there could be a threshold effect 
between FDI and some other factors, for instance, institutional quality (Kose et al., 2009). 
As few economic factors have a growth-promoting property, it may cause a threshold 
effect and an asymmetric response of the inward FDI. Here, this study examines the 
threshold effect of infrastructural development on the FDI for the Nigerian economy. 
This paper looks at what the level of infrastructural facilities must be to attract FDI and 
how their nexus changes after reaching the tipping point. 

3 Data collection and methodologies 

3.1 Data 

This study considered a number of variables such as FDI, infrastructure (INFR) of 
Nigeria over the period from 1972–2015. Here, both gas supply and phone line have been 
considered as a proxy variable for infrastructural development. All the variables are in 
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log form in order to ease the stationary test, the study covers from 1972–2015 and all the 
data were sourced from the World Development Indicators of the World Bank. 

3.2 Methodology1 

For finding the threshold effect of infrastructure on FDI, this study applied Hansen’s 
(2000) two-stage OLS method with the following formula: 

/
it i i i1y θ x + e for q γ   (1) 

/
it i i i1y θ x e for q γ    (2) 

Here, q refers the threshold variable which split the sample into two regimes or groups; y 
refers the dependent variable; x represents m-vector of regressors and finally ei is the 
error term. In our study, the following threshold equation will be applied: 

i/
i

i

e GAS γ
FDI X

e GAS γ

 
   

 (3) 

i/
i

i

e Phone γ
FDI X

e Phone γ

 
   

 (4) 

Here, FDI is the dependent variable and two threshold variables such as gas supply and 
phone line have been considered for testing threshold effect. There are two stages of 
threshold regression. At the first stage, F-test is applied to determine if there exists a 
threshold effect by testing the null hypothesis 

 0 1 0 1

2
1

ˆ( ) 1 ˆ( )
( )

ˆ ˆ( ) ( 1)

SSE SSE γ SSE SEE γ
F γ

SSE γ n T σ

 
 


 (5) 

The threshold effect exists when the null hypothesis is rejected. For identifying the 
significance of threshold effect, Hansen (2000, 1999) suggested ‘bootstrap’ method to 
compute the asymptotic distribution of test statistics using likelihood ratio. Since the first 
order asymptotic distribution is followed, the p values estimated from the bootstrap are 
asymptotically valid. In addition to it, Hansen (1999)suggested that the most appropriate 
way to form confidence intervals for γ is to form ‘no-rejection region’ using the 
likelihood ratio statistic for tests on γ. Hence, to test the hypothesis, we calculate the 
following test statistics: 

0 0

1 0

:

:

H γ γ

H γ γ


 

 

1 1
1 2

ˆ( ) ( )
( )

ˆ

SSE γ SSE γ
LR γ

σ


  (6) 

Furthermore, the null hypothesis is rejected when LR1(γ0) is too large and the p-value is 
less than the significance level. 
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4 Empirical results and analysis 

4.1 Descriptive statistics 

To analyse the result of the study, first, it is useful to comment on some preliminary 
features of our data. Table 2 shows descriptive statistics for the FDI and relevant 
infrastructural components of Nigeria. The average percentage of FDI to GDP is 2.72 and 
the GDP growth rate is around 9.3% over the period in Nigeria. However, the inflation 
rate is quite high amounting 16.4% over the period in Nigeria. However, the 
infrastructural development of Nigeria is not noteworthy. The natural gas rents (% of 
GDP) is only 0.43% and the fixed telephone (per 100) is only 0.73. 

Table 2 Descriptive statistics 

 FDI to GDP Gas Phone 

Mean 2.57 0.434980 0.737625 

Median 2.14 0.403781 0.713000 

Max. 10.83 0.783664 1.178000 

Min –1.15 0.114248 0.355000 

Std. Dev. 2.15 0.211938 0.292153 

Skewness 1.81 0.276017 0.234483 

Kurtosis 7.20 2.314785 1.800905 

Obs. 35 35 35 

Source Author’s estimation 

Table 3 provides information on the degree of correlation between the infrastructural 
development and FDI. In Table 3, it can be seen that the correlations between FDI and 
other variables are positive except the inflation. It can also be seen that the degree of 
association is very strong between both gas and phone and FDI, at 0.882 and 0.882 
respectively. 

Table 3 Correlation matrix 

 FDI Gas Phone 

FDI 1   

Gas 0.8825 1  

Phone 0.8853 0.9473 1 

Source: Author’s estimation 

5 Threshold regression 

This study utilises the heteroskedasticity-consistent Lagrange multiplier (LM) test 
recommended by Hansen (2000) to demonstrate the threshold effect of infrastructure on 
FDI. All things considered, two factors, to be specific gas and phone services, have been 
considered to be the threshold variable in this study. Furthermore, the p-values are 
computed by a bootstrap analogue since the threshold γ is not identified under the null 
hypothesis of no threshold effect. Using 5,000 bootstrap replications, the p-value for the 
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threshold model was found to be statistically significant at 0.005. This suggests that there 
could be a sample split based on the ratio of gas and phone services to FDI. The test is 
depicted in Figure 1 and Figure 2. 

Figure 1 F-test for threshold (phone) (see online version for colours) 

 

Figure 2 F-test for threshold (gas) (see online version for colours) 

 

 

Next, we estimate the model’s threshold. According to Figure 1 and Figure 2, it can be 
found that the normalised likelihood ratio sequence LR gamma is a function of the 
threshold in the ratio of gas and phone services to FDI respectively. In this graph, the 
least squares estimate of gamma is the value that minimises which corresponds to  
gamma = 39.5% for Figure 1 and gamma = 0.40% for Figure 2 where the 95% critical 
value is also plotted. It means that LR gamma crosses the critical value line. It implies 
that LR gamma crosses the basic esteem line. These outcomes demonstrate that there is 
reasonable confirmation for a two-regime specification for both variables; however, the 
threshold value is still unknown for policymaking. In Figure 3, the confidence interval for 
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gamma seems less wide than Figure 4. Both figures shows that gamma is large which 
depicts that the null hypothesis is rejected and therefore threshold effects are visible for 
this model. 

Figure 3 Confidence interval for threshold (phone) (see online version for colours) 

 

 

Figure 4 Confidence interval for threshold (gas) (see online version for colours) 

 

 

In regime 1 of Table 4, it is found that the threshold value of gas is equal or below 0.40% 
and it is found that the estimate of the gas coefficient is positive (0.00285), but 
insignificant. In regime 2, where the ratio of gas is above 0.40%, the estimated coefficient 
is significantly positive with a higher coefficient of 0.0738 that is statistically significant 
at the 5% level, which implies that a 1% increase in the phone line from the threshold 
level will lead to a 0.0738% increase in the FDI. 

Table 4 refers the slope of the regression estimation along with the white-corrected 
standard errors both regimes. Hence, our estimated model is as follows. 
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Table 4 Estimates of threshold model 

Independent 

Linear 
model 

without 
threshold 

 

Gas as threshold  Phone as threshold 

Variable 

 

OLS  Regime 1 
(gas<=0.40) 

Regime 2 
(gas>=0.40) 

 Regime 1 
(phone<=0.395) 

Regime2 
(phone>=0.395) 

Constant  0.000034  0.00384 0.00930  0.00292 0.00673 

Gas line  0.0048  0.02228*** 0.0738**    

Phone line  0.0017     0.00285*** 0.00401** 

Observations  35  35 35  35 35 

Degree of 
freedom 

 31  31 31  31 31 

R-squared  0.46  0.42 0.37  0.42 0.32 

( )FDI 0.00384 0.02228Gas if GAS 0.40t GAS t te     (7) 

(GAS)FDI 0.00930 0.00738Gas if GAS 0.40t t te     (8) 

(Phone)FDI 0.00292 0.00285Phone if Phone 39.5t t te     (9) 

(Phone)FDI 0.00673 0.00401Phone if Phone 39.5t t te     (10) 

In a similar vein, the threshold value of phone is 0.395. The coefficient below 0.395 is 
0.002 at 5% level of significance. However, the FDI inflow increases by 0.004% after the 
threshold level of 0.395. It implies that the FDI inflow increases once the country 
improves its infrastructure at least in a threshold level. This result is consistent with 
Leibrecht and Riedl (2010) and Riedl (2010) who found that host country’s 
telecommunications infrastructure plays a significant role in the investment decisions of 
MNEs. 

Based on the results in Table 4, it is clearly found that the threshold effect exists 
between the infrastructure and FDI in Nigeria. More specifically, levels of infrastructural 
development above the threshold level seem productive to attract the FDI in Nigeria. The 
present infrastructural development of Nigeria does not seem to satisfy the  
‘well-functioning’ condition essential to promote FDI. Although the average phone line is 
75% which is well above the threshold level, the natural resource i.e., the gas is only 
around 43% which is only 3% above the threshold level. Any suggested positive 
relationship is more evident and statistically significant at upper regime of threshold 
point. The slow process of infrastructural development clearly reduces the flow of FDI. 
Alternatively, this result finds that the positive effect of FDI was remained insignificant 
to changes in infrastructure till a threshold point is reached, and after that it increases 
significantly with an increase of infrastructure. This result clearly finds the threshold 
effect of physical infrastructure on the FDI inflows, and the findings are also in line with 
the emerging empirical evidence of FDI non-monotonic relationship with infrastructural 
development (Arcand et al., 2012; Deidda and Fattouh, 2002). This proves that a 
nonlinear positive relationship exists between infrastructure and FDI inflows. 



   

 

   

   
 

   

   

 

   

    Infrastructure-FDI nexus in Nigeria 31    
 

    
 
 

   

   
 

   

   

 

   

       
 

6 Conclusions and policy implication 

Understanding the effect of infrastructural improvement on FDI flows is vital for the 
planning of helpful strategies. A few exact investigations, in this way, have surveyed the 
framework/FDI nexus for various groups of nations utilising different experimental 
strategies. In this paper, we add to the literature in two ways: First, we examine the 
connection between infrastructural advancement and FDI flows by utilising the limit 
strategy created by Hansen (2000). This strategy, which takes the determination of FDI 
streams and endogeneity issues into account, enables us to look at the nonlinear impact of 
infrastructural improvement on FDI flows. Second, we make a contribution on the 
determinants of FDI flows in our exact determination and specifically on thinking about 
the impacts of the global financial crisis. 

Based on the threshold regression, our study finds strong evidence of threshold 
effects of two proxy variables of infrastructure (phone and gas) on FDI in the Nigerian 
economy. More specifically, the study found the threshold point of gas and phone is 0.40 
(the natural gas rents percentage to GDP) and 0.395 (per 100) respectively with 
asymptotic 95% confidence interval. These results suggest the development of 
infrastructure (phone line and gas supply) is positively related to the growth of FDI up to 
their threshold point, but the effects become more positive once it crosses the threshold 
point which is consistent with prior studies such as Globerman and Shapiro (2002) and 
Trojette (2016). Based on these findings, it can be recommended to the Nigerian 
policymakers to develop their infrastructural development more than the threshold level 
to attract more FDI. 

The exact findings show that in Nigeria outperforming edge levels draw in more FDI 
inflows. Our experimental proof supports the hypothesis that better infrastructure leads to 
higher FDI inflows in the way of a nonlinear connection between infrastructural 
advancement and FDI inflows in Nigeria. Likewise, foundation advancement like the 
railroad, gas, the phone can pull in more FDI inflows. Also, governments, which plan and 
actualise sound arrangements and directions that allow and advance private areas can 
encounter considerable increments in FDI flows in the wake of surpassing a specific level 
of the edge of infrastructural improvement. Our results demonstrate that the policymakers 
ought to consider the general infrastructural advancement in Nigeria keeping in mind the 
end goal to actualise more advantageous arrangements to support FDI inflows. 

In addition, this study recommends that the transportation facilities and other 
infrastructural components should be improved by the Nigerian government. To 
introduce this policy for attracting FDI, this will increase the economic growth in 
Nigeria, from the very good findings, though it has some limitations as well. Firstly, this 
study did not take any regional or provincial data for further analysis where the sample 
size was sufficient. It means that this study may unable to compare the regional 
infrastructural development conditions in Nigeria. Therefore, it is important to study 
furthermore on FDI and infrastructural development in the context of Nigerian provincial 
sectors where FDI data could be segmented by industries. Thus, from the analysis of this 
study, the policymakers may formulate policies that are not limited to attracting FDI but 
also those that could improve infrastructural development in the country which will 
enhance the FDI for Nigeria. 
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