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[bookmark: Introduction][bookmark: _bookmark0]Introduction
The importance of Foreign Direct Investments (FDI) inflows in a country cannot be over emphasized, many research work have been carried out from the 1970’s when Multinational Enterprises (MNE) began to explore business opportunities in other developed countries and then to emerging or developing economies (Morrison 2006). For most developing countries as seen in the case of Nigeria, there has been a direct correlation of FDI inflows to the GDP of the county (Udoh & Egwaikhide, 2008). The Government of many developing countries have in a bid to attract investors and encourage FDI inflow introduced several economic policies on taxes, inflation and exchange rates (Basu and Srinivasan, 2002). Furthermore, many governments have worked on infrastructural development to facilitate MNE’s to invest in their countries (Kalu, 2010).

Several researches have buttressed the key factors influencing MNE’s decision to invest in a country as; Exchange Rate Effects or Exchange rate fluctuations which can complicate the investment decisions of international firms, the Tax regimes in potential host country, the quality of institutions available in the host country that guarantee long‐term security of property rights, Trade protection and trade effects (Blonigen, 2005; Abbott, et al., 2012).

In the case Nigeria, the history and evolution of FDI began in the 1970s where the policy push of government was to reduce foreign investment in the country through the Nigerian Enterprises Promotion Decree (NEPD) promulgated in 1972 (amended in 1977). The NEPD, which was locally known as indigenisation policy, regulated FDI inflows in the country. The government at the time implemented a cap to a maximum of 60% of foreign participation in firms doing business in the country. This obviously resulted in a decline in foreign investment and reduced the pace of economic activities in all sectors of the economy. The global recession of the early 1980s set off periods of macroeconomic instability with implications of further drop in foreign direct investment inflows in the country (Mimiko, 1995; Udoh & Egwaikhide, 2008).

In an attempt to turn things around and create a suitable climate for investment and growth in the economy, the Nigerian Government introduced the Structural Adjustment Programme (SAP) in July 1986. The programme incorporated trade and exchange reforms and was further reinforced by the implementation of stringent monetary and fiscal measures. The implementation of SAP was expected to bring about some improvements in the economy. For instance, the sharp exchange rate depreciation was expected to discourage importation, make export‐oriented multinationals gain on their investment and make Nigeria a potential investors haven (Udoh & Egwaikhide, 2008).


[bookmark: _bookmark1]The exchange rates in the country have had a very high degree of fluctuation since the introduction of SAP. Some studies have drawn conclusions that the devaluation of Nigeria’s currency during the SAP implementation and the consequent exchange rate fluctuations has had significant impact on FDI inflows in Nigeria (Udoh & Egwaikhide, 2008). Despite the arguments made in previous studies it is difficult to ascertain the direct impact exchange rates fluctuation alone has had on FDI inflows in the country going by the fact that exchange rate effects are just one of the determinant factors influencing MNE’s decision to invest.

This research work will aim at examining the various factors affecting FDI inflows to the country while emphasizing of exchange rate as a major determinant factor. This research will give a clear understanding of the relationship exchange rate fluctuations has on FDI inflows in the country. Finally this research work will ascertain whether the exchange rate regime in the last 25years (1985
· 2010). The research analyses data from 1985 which is the year before SAP was introduced and will end at 2010 when the last audited reports were released by the Central Bank of Nigeria (CBN). The outcome of the hypothesis will give an understanding on whether exchange rate fluctuation has had a discernible effect on Nigeria’s FDI inflow and will ascertain the degree of impact it has had on FDI inflow.


[bookmark: Aim_and_Objectives]Aim and Objectives
The aim of this research is to examine the main influences of Foreign Direct Investment (FDI) inflow in Nigeria and to understand whether or not the exchange rate regime which started in 1985 and the subsequent fluctuations on the exchange rate pattern from 1985 to 2010 has had a noticeable impact on Foreign Direct Investment (FDI) inflow in Nigeria.

This study reveals the effects of exchange rates which rank high on the various macroeconomic factors that Multi‐National Enterprise (MNE) consider when making Foreign Direct Investments decision and connects it to the general impact FDI inflows have had so far on the economy of Nigeria.

The research questions underpinning the studies in this subject area which includes:

· Do FDI inflows impact on the Nigeria’s economy?
· What are the topmost sways that have affected the influx of FDI in Nigeria apart from exchange rate fluctuations?
· Have there been direct impacts on the FDI inflow pattern that can be attributed to the exchange rate regime and fluctuations in the country?


· [bookmark: _bookmark2]To what level have exchange rate fluctuations impacted on FDI inflows in the country?
· What policies can the Government use to cushion the effects of exchange rate volatility to boost FDI inflow in the country?

Re‐framed as research objectives, the required outcomes of the study are to:

· Establish the major influences affecting FDI inflows in Nigeria
· Unravel the empirical relationship between the exchange rate volatility and FDI nexus on Nigeria
· Ascertain whether the exchange rate regime in the last 25years from when SAP was introduced in Nigeria have had a discernible effect on the country’s FDI inflow.
· Offer recommendations based on findings on how the Government can achieve economic growth by maintaining high levels of FDI through a stable exchange rate system.

The achievement of these objectives will give answers to the research questions.


[bookmark: Key_Literature_Review]Key Literature Review

[bookmark: Significance_and_scope_of_the_study]Significance and scope of the study
Although several studies have been made on FDI inflows to Nigeria and exchange rate fluctuation in the Nigerian economy, only 3 studies have been done to ascertain the direct impact of exchange rate volatility on FDI inflows in Nigeria; the first study by Alaba (2003) who researched on the impact of FDI in just two sectors (manufacturing and agriculture), concluded that there was no significant impact of exchange rate fluctuation on FDI inflows in the country. The study by Alaba (2003)was ground breaking but the conclusions made were a bit general considering the fact that it was just two sectors that was researched. Another study carried out by Osinubi & Amaghionyeodiwe (2009) analysed currency exchange information from 1970 to 2004 and concluded that there exchange rate fluctuation did not impact on FDI inflows in Nigeria. The last study carried out by Udoh & Egwaikhide (2008) rounded up with a conclusion that there was a direct impact on exchange rate fluctuation to FDI inflows in Nigeria. The study carried out by Udoh & Egwaikhide (2008) included the effects of inflation and hence did not give an exact analysis on exchange rate fluctuations alone. This study will test previous assumptions and studies. This study will also focus on the impact of exchange rate fluctuation from after the SAP era. Findings will demonstrate an analysis on an area that has not been researched and will be a suitable guide for policy makers in implementing exchange rate regimes that will increase inflows on Foreign Direct Investments in Nigeria.


[bookmark: Key_Words][bookmark: _bookmark3]Key Words
Foreign Direct Investment (FDI), Multi National Enterprise (MNE), Macro Economy, Exchange Rate Fluctuations, Structural Adjustment Programme (SAP), GARCH model

[bookmark: Literature_]Literature
Foreign Direct Investment (FDI) can be described as an investment that involves a long‐term relationship between a foreign investor or parent enterprise and an affiliate enterprise or foreign affiliate. Individuals as well as business entities may undertake FDI for several reasons which include high returns on their capital investments, high market share and to seek efficiency depending on the kind of investment involved. The concept of FDI has been studied by academics and is unanimously established that FDI investments are made to achieve the objectives in MNE’s strategies and setting up a FDI will give investors a high degree of influence on the management of the investor’s enterprise resident in another economy (Alfaro et al, 2006; Nwillima, 2008; Kyereboah‐Coleman & Agyire‐Tettey, 2003; Morrison, 2006).

Many policy makers, academics and management consultants are of the view that foreign direct investment (FDI) creates important and positive effects on a host country’s and it drives development effort (Morrison, 2006; Markusen, et al., 1995). FDI is assumed to benefit developing countries or emerging economies like Nigeria, not only by supplementing domestic enterprise investments, but also in terms of employment creation, transfer of technology, increased domestic competition and many other positive externalities ( Ayanwale, 2007).

FDI adds to investment resources and supplies direct capital to the host country’s economy. It can serve as an engine of technological development creating benefits like transfers of production technology, skills, innovative capacity, and organizational and managerial practices (Osinubi and Amaghionyeodiwe, 2009). These benefits can boost, facilitate or jumpstart an economy. Based on these arguments; industrialized and developing countries now offer incentives to encourage Foreign Direct Investments (FDI) in their economies (Alfaro, 2003).

There are several determinant facilitating MNE’s decisions to invest in a foreign country. These factors which have been explained earlier in the introduction can be broadly categorized into ‘push’ and ‘pull’ factors. The ‘push’ factors refer to what triggers MNE’s to diversify and expand business from their country of origin; popular factors include increasing tax burdens and decline in interest rates in their home countries (Calvo et al, 1993; Fernandez‐Arias, 1994). The ’pull’ factors refer to the macro economic performance, investment environment, infrastructure and resources and


quality of institutions in the potential country to invest in (Calvo et al, 1993; Udoh & Egwaikhide, 2008).

Exchange rate which is the domestic currency prices of foreign currencies is of high importance to an investor or MNE who view it in terms of its volatility. It is perhaps the most important determinant MNE’s look out for before investing in a country. Many Governments of host countries of FDI and countries seeking FDI inflows especially emerging economies and developing economies are aware of the significant impact fluctuations of exchange rates have in FDI inflows and tend to make exchange rate regimes as stable as possible. They believe that managing exchange rate is critical to attract foreign investors.

Exchange rate management is expected to achieve the goals of price stability, sustainable economic development, reduction of unemployment and balance of payment viability most especially when applied in collaboration with other macroeconomic policies. Governance should encourage exchange rate stability in achievement of macroeconomic goals thereby enhancing efficient and effective economic management (Akpan, 2009). The history of governmental and international attempts to stabilize exchange rates dates back as early as 1880 when the ‘Gold standard’ was established and was used in business transactions (Bennett, 1997)

There are two key constituents to exchange rate movements or fluctuation in a country; economic performance in relation to other currencies over a long term and short‐term political and other transient factors which largely account for the volatility and long term trend (Bennett, 1997).
According to the risk aversion theory, FDI decreases as exchange rate volatility increases. This is because higher volatility in the exchange rate lowers the certainty equivalent expected exchange rate (Menezes & Hanson, 1970; Hong, et al., 1985).

The best exchange rate regime is one that stabilizes macroeconomic performance in terms of reducing fluctuations and or instability in output, consumption, domestic price level and some other key macroeconomic variables.

This research bothers on the interest in exchange rate fluctuations on FDI inflow in emerging countries. It will focus on the impact of exchange rate fluctuations on FDI and analysis will be made from the inception of the Nigerian Government introduced Structural Adjustment Programme (SAP) which was started in July 1986 with an attempt to turn things around the once ‘hostile’ and ‘investor unfriendly’ environment created by the indigenisation policies of The NEPD, which regulated FDI inflow in the country (Udoh & Egwaikhide, 2008).


[bookmark: _bookmark4]Previous study carried out on inward FDI to Nigeria confirms the lingering controversy in the literature on the effects of exchange rate volatility (Alaba, 2003). Alaba’s analysis focuses on inward FDI to two main sectors in Nigerian economy – the agricultural sector and the manufacturing sector and his finding reveals that exchange rate movement in the official market is significant at 1% for FDI to agricultural sector while the same is insignificant for the manufacturing sector. Why this study may have broken significant grounds the research focussed on two key sectors that were a focus on the SAP program in 1986 but does not cover many sectors like mining that have wider impact on Nigeria’s economy.

Further studies indicate that up until 2003, there has not been a significant impact on exchange rate fluctuations to FDI inflows in Nigeria (Osinubi and Amaghionyeodiwe, 2009). Udoh & Egwaikhide (2008) have indicated that there is a significant impact on exchange rates fluctuation on FDI inflows in Nigeria.

This thesis will analysis previous studies made and analyse most recent data available to ascertain whether the exchange rate fluctuations has had a discernible effect on Nigeria’s FDI inflow




[bookmark: Research_Design]Research Design
This research will be carried out by adopting a deductive approach by hypothesis (Saunders et al., 2009: 124‐125), I intend using qualitative methods by collating secondary data that will form my hypothesis. The secondary data refers to journal articles, reports and bulleting from authorized and authentic government sources (Central Bank of Nigeria), articles from credible newspapers and international sources like the World Bank and WTO. My research design will be done from an explanatory or casual approach (Saunders et al., 2009). I will explain how the variables which are the exchange rate fluctuation and FDI percentage to the GDP is inter‐related.

The data that will be compared and analysed includes average exchange rates for 1986 – 2010, the GDP reports, FDI percentile of the GDP for the years of study. Furthermore, for clarity purposes, I will group my data FDI data to the 6 main sectors in the country to give further reliability to my research.

In addressing data quality issues, I will address data reliability issues by ensuring a framework that avoids any form of bias and errors in my hypothesis (Bryman and Bell, 2011: 41; Saunders et al., 2009: 156). I will ensure that my data source is visible; referencing all sources to make sure that another researcher can conduct a similar research design and produce comparable findings based on my findings. This will affirm the quality of the research work.


[bookmark: _bookmark5]On the data analysis phase of my research work, a longitudinal study which will examine patterns, trends and behaviours of exchange rates over a period of time will be done. The design will focus on changes over time and could apply to FDI inflow performance over 25 years, grouping EDI data into relevant industry sectors.

The Generalized Autoregressive Conditional Heteroscedasticity (GARCH) model will be used in estimating Exchange rate volatility for the25 year (1985 – 2010) period. GARCH models are very useful for filtering, forecasting, and parameter estimation in stochastic volatility settings (FLEMING & KIRBY, 2003). GARCH models provide a wonderful tool in exchange rate series comparison and forecast.

In summary my research will be conducted in the following steps:

Step 1
This will involve gathering analysis, literature and data from previous studies. This will be done with the view of reading and analysing to understand the hypothesis made in the previous research.

Step 2
this step will entail data gathering or data collation from the various sources as described in the data collection methods section below. All ethical and reliability concerns will be addressed during this stage. The Study will be based on Times Series Data collected from period 1985 to 2010

Step 3
the exchange rate data will be analysed using a GARCH model to allow for clear comparison of the exchange rates and FDI inflows historic data. Proper regression and correlation test will be carried out as appropriate.

Step 4
Based on the results of the data analysis, inference will be deduced to facilitate possible recommendation.

[bookmark: Data_Collection_methods]Data Collection methods
Data for this study will be sourced secondarily from the publications of the Central bank of Nigeria (CBN). This publications include; Statistical Bulletin, Occasional Papers, Economic and Financial Review, Annual Report and Statistics. Data for this study will also be sorted from the IMF database and reports from World Trade Organization and statistical data from United Nations Conference on Trade and Development (UNCTD).


[bookmark: Ethical_Issues][bookmark: _bookmark6]Ethical Issues
The word “ethics” in the research context refers to rules, principles and standard of conduct that apply to the analysis (McMillan and Weyers, 2007). Being a research that involves gathering data and analysing it all forms of confidentiality and accuracy will be adhered to.

I do not foresee any ethical issue as data that will be analysed are from secondary sources and from released audited reports from respectable sources but I will make sure I adhere to any form of confidentiality I encounter in this research.

Furthermore, another important issue is plagiarism. Any previous work that will help in the development of the research will be mentioned in the text and also in the references.


[bookmark: Research_Plan]Research Plan

[bookmark: Organization_of_the_study]Organization of the study
The main dissertation will be organized as follows; Chapter 1 will give an introduction and background study of the two subject areas (FDI and Exchange Rate Fluctuation). Chapter 2 will present a theoretical and empirical literature on the determinants of foreign direct investment and the Implication Exchange Rate Fluctuation has in influencing MNE’s decision to invest. The econometric model, hypotheses, definition of variables and data descriptions will be presented in Chapter 3 and Chapter 4 will present estimation results, analysis, discussion, and policy recommendations.

[bookmark: Project_Plan]Project Plan
Planning and preparing the project from the most essential tasks to the most complex tasks is of utmost importance. A Gantt chart provides a brilliant way of planning and tracking a project. The Gantt chart will also identify clearly which jobs have to be carried out first and ensuring it is achieved within a tight schedule. (Sanders, Lewis and Thornhill, 2009)

The literature and review of the subject areas, as well as collating and interpretation of all the data, will be carried out between the months of March and April, Data collation, analysis and writing my observations and argument will be done between May and early July. A period of three weeks will be set aside to submit an initial draft and get appropriate feedback to make amendments in possible areas that might have been omitted or where corrections need to be made.
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Although part of the key literature research has already been carried out, the majority of the investigation is yet to be completed and for that reason the Gantt chart below which indicates the proposed level of work to be done will start from the month of March.


*Please note on the Gantt chart that week refers to the first working day (Monday) of the week
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