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ABSTRACT

This study aimed at analyzing the effect of fiscal deficit on FDI as well as the interaction
of fiscal deficit and economic development on FDI. The variables explored in this study are
FDI as dependent variable, Fiscal deficit and HDI being a proxy for economic development.
The analysis relied on annual time series data from the Central Bank of Nigeria (CBN) and
World Development Indicators (WDI) for the period 1990 to 2021. Employing the
Autoregressive Distributed Lag (ARDL) framework. The findings of the study were that
Fiscal deficit had a positive and statistically insignificant effect on FDI inflow to Nigeria
but not in the long run. Further, HDI one period lagged and three period lagged were
significant for FDI in the short run while HDI had a negative and statistically significant
effect on FDI inflow in the Long run. Fiscal expenditure was negative and significant in
both the short run and long run in bringing about a decline in FDI inflow to Nigeria. This
present study concludes that fiscal deficit affects FDI negatively in Nigeria while HDI also
adversely affects FDI inflow to Nigeria. However, Fiscal deficit interaction with economic
development has no significant effect on FDI inflow to Nigeria. As a result, government
must ensure better management of spending as well as judicious spending of revenues on
economic development initiatives in order to ensure a well-managed fiscal deficit that can
engender increased rates of FDI inflow to Nigeria and will disincentives FDI outflows from
Nigeria.

Keywords: Foreign Direct Investment inflow, fiscal deficit, economic development
Nigeria
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