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Nigeria’s adoption of a floating exchange rate regime in 2016 marked a pivotal shift in its cur-
rency policy, with significant implications for capital flows and investment. This paper examines
how the transition from a de facto peg of the Naira to a more flexible exchange rate has affected
foreign capital inflows and investment behavior. We outline key research questions on whether a

Published 17 April 2023 floating Naira has attracted short term portfolio investments or deterred long term foreign direct

investment (FDI), and we hypothesize divergent effects on these capital flow components. Using

I;EYWORDS: econometric analysis on data from 2000-2021, we employ time series models to assess changes
aira,

in capital inflows before and after the float, controlling for global push factors and domestic eco-
nomic conditions. The results indicate that the post-2016 floating regime coincided with a surge in
volatile portfolio inflows (notably into equities and money markets) but a short run decline in FDI
(as a share of GDP). These findings contribute to exchange rate theory by highlighting the trade off
between exchange rate flexibility and investment stability. Policy implications suggest that while a
float can restore investor confidence in the currency’s price mechanism, complementary measures

Floaating exchange rate,
Capital flows,

Foreign direct investment,
Portfolio investment,

Nigeria are needed to attract stable, long term investment.
© 2023, Ayobami Gabriel Olanrewaju, et al., This is an open-access article distributed under the
terms of the Creative Commons Attribution 4.0 International License, which permits unrestricted
use, distribution and reproduction in any medium, provided the original author and source are
credited.

Introduction Objectives: We aim to quantify changes in total capital importation, to

Nigeria’s move to a floating exchange rate regime in 2016 represents a
significant development in its monetary policy, raising questions about
its impact on capital flows and investment. Introductions in economics
research should clearly state what the paper does and how it contributes
to existing work (Duke Writing Studio, n.d.) [1]. In this context, we first
explain the background and motivation: Nigeria had maintained a quasi
fixed exchange rate (around ¥197 per USD) from 2015 until mid 2016,
which led to severe dollar shortages and a booming parallel market rate
above ¥350 per USD [2]. This misalignment deterred investors, who
feared an abrupt devaluation of the Naira under the peg [1]. Indeed, by
early 2017 the Naira’s black market rate had spiked as high as 520 while
the official rate remained ~¥305 [3]. In June 2016, the Central Bank of
Nigeria (CBN) abandoned the peg and ostensibly allowed the Naira to float,
introducing a more flexible interbank foreign exchange market. Nigerian
stocks and bonds immediately rallied in anticipation that a flexible rate
would increase dollar supply and attract foreign investors [4]. Research
Problem: The core question is whether this floating exchange rate regime
has in fact improved capital inflows or merely altered their composition.
Specifically, how has the shift to a float affected (a) short term capital
(foreign portfolio investment) versus (b) long term investment (FDI), and
whatare the implications for domestic investment and economic stability?
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disentangle the response of FDI and portfolio flows, and to assess investor
behavior under a floating Naira.

A brief review of the policy change underscores its importance. Prior to
2016, Nigeria's exchange policy was characterized by heavy management
and occasional devaluations. The fixed rate regime became untenable when
oil prices crashed in 2014-2015, slashing Nigeria’s main source of foreign
exchange. By early 2016, the official peg (¥197/$) was depleting foreign
reserves and crippling investment, as importers and investors struggled
to obtain hard currency [1]. The floating regime was thus introduced as
a corrective measure to restore equilibrium in the forex market. Why it
matters: Exchange rate regimes can significantly influence capital mobility
and investment decisions. In Nigeria’s case, a successful float could
encourage foreign capital inflows by removing currency distortions, but
it might also introduce greater currency volatility that affects investor
confidence. Understanding this trade off is crucial for policymakers and
investors in Nigeria and other emerging markets facing similar choices.

Literature Gap: While numerous studies have examined exchange rate
regimes in Asia and Latin America, relatively few have focused on African
economies like Nigeria. Prior to this study, most research on Nigeria dealt
with either exchange rate effects on trade or macroeconomic performance,
or separately with determinants of FDI, without integrating the regime
change dimension. Existing African focused literature often notes that


https://bostonsciencepublishing.us/

Ayobami Gabriel Olanrewaju. / World Journal of Multidisciplinary Research and Reports

exchange rate instability can deter investment (Eregha 2019; Osinubi &
Amaghionyeodiwe 2009), but these studies did not capture the recent
float episode or its nuanced impact on different capital flows. Our paper
addresses this gap by providing up to date empirical evidence from
Nigeria’s post-2016 experience, thereby extending the literature on
exchange rate regimes and capital flows in sub Saharan Africa.

Contributions: This paper contributes new insights by exploiting recent
data and a policy regime shift as a natural experiment. We differentiate
between types of capital flows (FDI vs. portfolio) and use high frequency
(quarterly) data to observe heterogeneity across sectors and time. Unlike
prior Nigerian studies that often used aggregate annual data or pre-2010
samples, we incorporate the dramatic 2016-2017 period, including the
introduction of the “Investors’ and Exporters” (I&E) window in April
2017 that effectively floated the Naira for market investors. We also apply
an array of econometric techniques (vector autoregression, ARDL, and
structural break analysis) to isolate the regime’s effects while controlling
for global factors (oil prices, U.S. interest rates). Thus, we demonstrate
how Nigeria’s case can inform broader economic theory on the Mundell
Fleming trilemma highlighting the trade offs between exchange rate
stability, monetary autonomy, and capital mobility in an emerging market
(Mundell, 1963).

Finally, we outline the structure of the paper. Section 2 provides a
review of relevant literature on exchange rate regimes, capital flows,
and investment in emerging markets. Section 3 develops the theoretical
framework linking a floating currency to capital flow dynamics and states
our hypotheses. Section 4 describes the data and methodology, including
sources like the CBN, World Bank, and IMF, as well as our empirical
strategy (an event study approach combined with time series modeling).
Section 5 presents the empirical results, while Section 6 discusses their
interpretation in light of our hypotheses and prior studies. Section 7
(optional) offers robustness checks, and Section 8 elaborates on policy
implications. Section 9 concludes with a synthesis of findings, the
significance of the study, and suggestions for future research.

Literature Review

A well structured literature review not only summarizes previous
studies but also identifies the gap the current study will fill (Duke
Writing Studio, n.d.). Here, we survey theoretical and empirical works on
exchange rate regimes, capital flows, and investment, with an emphasis
on emerging economies and Nigeria’s context. We begin with the
theoretical underpinnings: the Mundell Fleming framework and the
“impossible trinity” principle suggest that a country with open capital
markets cannot simultaneously maintain a fixed exchange rate and an
independent monetary policy, Nigeria’s 2015-2016 experience vividly
illustrated this trilemma[1]. Under a fixed regime, high domestic interest
rates intended to support the currency can attract capital inflows but
may become unsustainable if reserves dwindle (as happened in Nigeria).
A floating regime, by contrast, allows exchange rates to adjust to market
conditions, potentially stabilizing external balances at the cost of higher
currency volatility. Mundell Fleming models predict that with high
capital mobility, a devaluation (or depreciation) under a floating rate can
be expansionary by improving net exports, whereas under a peg the same
shock might necessitate contractionary policies (Mundell, 1963). These
theoretical channels imply that investor expectations and capital flow
volatility will differ under fixed vs. floating regimes.

Empirically, research has explored how exchange rate regimes influence
foreign investment. Global evidence: A study by Busse, Hefeker, and Nelgen
(2010) found that stable (fixed) exchange rate regimes were associated
with significantly higher bilateral FDI flows among developed economies,
but no such clear effect in developing countries[5]. The authors suggest
that in developing countries, other risks (political, institutional) may
outweigh the exchange rate regime’s role in FDI decisions [6]. This
aligns with earlier theories that while fixed rates eliminate one source of
uncertainty (exchange rate risk), they are credible only if backed by sound
fundamentals; otherwise the fear of devaluation (a “peso problem”) can
actually deter investors (Aizenman, 1992; Calvo & Reinhart, 2002).

In emerging markets, several studies emphasize exchange rate
volatility rather than regime per se. Volatility and FDI: Empirical analyses
in Africa and elsewhere generally find that higher exchange rate volatility
discourages FDIinflows, as it raises uncertainty over future returns in local
currency terms (Vita & Abbott 2007; Adeola & Ajayi 2020). For instance,
Osinubi and Amaghionyeodiwe (2009) reported that in Nigeria a stable
or slowly depreciating exchange rate tended to correlate with higher FDI,

whereas volatility had a negative impact on FDI inflows. Similarly, Eregha
(2019) examined West African Monetary Zone countries (including Nigeria)
and found that exchange rate movements and uncertainty had significant
effects on FDI inflows [7, 8]. These findings underscore that beyond the
question of fixed vs. float, the consistency and predictability of exchange
rates are key for attracting long term investors.

Capital flow composition: Research differentiates between foreign direct
investment (FDI) generally long term, driven by productive opportunities
and foreign portfolio investment (FPI) typically short term, seeking
financial returns (stocks, bonds). Montiel and Reinhart (1999) and Calvo
et al. (1993) documented that surges of portfolio capital (“hot money”)
to emerging markets are often driven by global liquidity and interest rate
differentials, and can reverse quickly with changes in investor sentiment
(often causing crises under fixed pegs). For Sub Saharan Africa, studies
by Anyanwu (2012) and Ajayi (2006) have shown that FDI is influenced
more by market size, natural resources, and governance, whereas portfolio
flows respond more to short term interest rate differentials and perceived
currency stability. In Nigeria, prior to the 2016 float, portfolio inflows
were sizable during periods of high domestic interest rates and a seemingly
stable Naira (e.g., 2012-2013), but many investors exited when oil prices
fell and a devaluation seemed imminent in 2015 [9]. Indeed, the IMF noted
that Nigeria’s portfolio inflows up to 2014 coincided with low global rates
and high oil prices, and then fell sharply with the oil price collapse and
rising expectations of Naira depreciation [9].

Literature on exchange rate regime changes in emerging markets
provides analogies to Nigeria. One comparable case is Egypt, which
floated its pound in late 2016. Studies report that Egypt’'s float led to
a ~50% devaluation, an initial surge in inflation, but also a rebound in
capital inflows: FDI into Egypt rose from about $6.9 billion in FY2015/16
to $7.9 billion in FY2016/17 (Carnegie Endowment, 2018) as investors
gained confidence that the currency was no longer overvalued. Similarly,
foreign portfolio investors returned to Egypt’s debt market post float due
to attractive yields and a more credible exchange rate. These experiences
echo Nigeria’s, where a flexible regime was expected to lure investors by
resolving currency mispricing [4]. However, other research cautions that
floating can make domestic assets more volatile in local currency terms,
potentially discouraging investment if volatility is too high (Reinhart, 2000).
This nuance implies that the net effect on FDI vs. FPI may differ: FPI might
increase with a float (as currency convertibility improves), while FDI might
take longer to respond, possibly even dipping if investors await stabilization.

Lastly, methodological notes from prior studies inform our approach.
Many econometric studies on Nigeria’'s capital flows have applied ARDL
(autoregressive distributed lag) models or cointegration tests to capture
long run relationships (e.g., between FDI and GDP growth or exchange
rates). Others have used vector autoregression (VAR) to examine short
run dynamics and impulse responses of capital flows to shocks in exchange
rates or interest rates (Olabisi & Olagunju, 2020). We incorporate these
methods, noting that previous findings are mixed. Some found that FDI’s
impact on Nigeria’s growth is insignificant (perhaps due to the low levels
of FDI relative to GDP) [10]. What remains less explored is how the policy
regime shift in 2016 serves as a structural break affecting the behavior
of both FDI and FPI. Our work differentiates itself by explicitly modeling
this break and by performing a difference in differences style analysis:
comparing Nigeria’s pre and post float capital flow trends to those of
similar countries without such a regime change (e.g., Kenya or Ghana, which
maintained floating regimes throughout). By doing so, we aim to isolate the
effect of the policy from other time varying factors.

In summary, the literature suggests that while a floating exchange rate
can remove distortions and attract capital by allowing market determined
pricing, it may also introduce volatility that not all investors can tolerate.
There is consensus that exchange rate risk is a key determinant of FDI
(usually negative), and that interest rate differentials drive portfolio flows.
However, evidence on regime per se is nuanced: stable pegs can attract
investment until they break, whereas floats can gradually build credibility
if supported by sound macroeconomic policies. Our study will contribute
to this discourse by providing empirical evidence from Nigeria’s recent
experience, thereby clarifying the short run versus long run investment
responses to adopting a floating exchange rate regime.

Theoretical Framework and Hypotheses

This section presents the conceptual links between exchange rate
regimes and capital flows, forming the basis for our testable hypotheses.
The overarching theory is that a country’s exchange rate arrangement
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influences investor behavior through several channels: (i) currency risk
and uncertainty, (ii) interest rate and monetary policy dynamics,
and (iii) expectations of future currency movements. We incorporate
elements of international finance theory, including uncovered interest
parity (UIP) and portfolio balance models, to illustrate how a shift to a
floating rate might alter these channels for Nigeria.

Under a fixed exchange rate, investors face minimal currency risk in the
short term because the central bank commits to a peg. However, if the peg
is misaligned (overvalued currency), investors might anticipate a future
devaluation leading to speculative outflows or hesitation to invest (this
was Nigeria’s situation in 2015-2016) [1]. Under a floating regime, the
currency value can fluctuate continuously. According to UIP, the expected
depreciation of a currency should offset interest rate differentials,
meaning that if Nigeria offers a higher interest rate than the U.S,, a freely
floating Naira would be expected to depreciate so that investors earn no
arbitrage profits. In practice, a credible float can discourage excessive short
term “carry trade” inflows, because investors know the currency could
weaken to reflect fundamentals, unlike a rigid peg where they might pile
in until a crisis forces devaluation.

Interest rate parity channel: Pre-float, Nigeria tried to maintain
low currency volatility by pegging, effectively sacrificing independent
monetary policy, interest rates were kept high (MPR ~13%) to defend the
Naira, attracting some short term capital but also straining the economy.
Post-float, the CBN regained some monetary policy flexibility to cut or
raise rates without a hard commitment to a particular exchange level.
We expect this shift to influence capital flows. For example, if domestic
interest rates remain high relative to global rates, portfolio investors
might still be attracted, but under a float they bear the full currency risk
(no implicit guarantee of stability). Thus, one might hypothesize that the
float regime filters out more speculative carry trade inflows, attracting
investors with higher risk appetite or longer horizons.

Risk and uncertainty channel: A floating Naira likely increases short
run exchange rate volatility, as seen in 2016-2017 when the Naira’s
value oscillated and the parallel market premium narrowed (Figure 1).
Increased volatility can deter FDI, since multinational investors often
have longer payback periods and cannot hedge currency risk perfectly
over such horizons. On the other hand, certain types of FPI (e.g., hedge
funds) might tolerate volatility if compensated by high yields. Moreover,
a float may reduce the tail risk of a sudden, large devaluation (because
adjustments are ongoing), which could actually increase foreign investor
confidence. This paradoxical effect means the net outcome on capital
flows is ambiguous ex ante, and likely differs by investment type.

Theoretical expectations for Nigeria: We formalize two main
hypotheses:

*H1 (Portfolio Investment Hypothesis): Adopting a floating
exchange rate will increase net portfolio capital inflows into Nigeria.
Rationale: The float was expected to remove the uncertainty of a
potential sharp devaluation by letting the rate adjust. Investors who were
previously concerned about being trapped at an unrealistic official rate
may have more confidence to bring funds once the currency is market
driven [1]. Additionally, Nigeria’s high interest rates and sizable financial
markets mean that once currency liquidity improved (through the I&E
window), foreign investors seeking yields would return. We expect to
see a positive structural break in portfolio inflows after mid 2016. This
is consistent with observations that by 2017-2018, portfolio inflows
(particularly into Nigerian bonds and money market instruments) surged
(IMF, 2018) [9]. We will test H1 by examining portfolio inflow data for a
level shift or trend change after the float, controlling for global factors like
U.S. interest rates.

eH2 (FDI Investment Hypothesis): In the short run, a
floating Naira increases exchange rate volatility and thus may
reduce or delay FDI inflows, compared to the previous regime.
Rationale: FDI decisions (e.g., building a factory) depend on long term
profitability, which is harder to estimate when future exchange rates
are uncertain. A sudden float could initially “scare off” some FDI until
investors see the new regime’s stability. Moreover, Nigeria’s 2016 float
coincided with a recession (GDP fell by 1.6% in 2016) and high inflation;
such macro instability can deter FDI regardless of regime. Therefore, we
hypothesize a short term decline in FDI relative to the pre-float trend.
Over the longer term, if the float corrects the exchange rate misalignment
and improves macro fundamentals, FDI might recover (we note some
rebound by 2018-2019). But H2 focuses on the immediate effect: we
expect a dip in FDI/GDP and possibly a lower share of FDI in total capital
inflows post-2016.

Beyond these main hypotheses, we consider subsidiary ones:

*H3: A floating regime will be associated with higher exchange rate
volatility (measured e.g. by standard deviation of monthly NGN/USD
changes) and higher inflation in the short term, which may have indirect
effects on investment. (While not the primary focus, we verify if volatility
indeed rose post float as theorized).

*H4: The composition of capital flows will shift, with portfolio flows
comprising a larger share of total capital importation after the float, while
FDI’s share shrinks (at least initially). This is an implication of H1 and H2
combined, and we can examine it with data.

Figure 1 shows a stylized schematic: on one side, a floating rate (with
greater flexibility) can attract short term capital responding to interest
differentials, but creates an uncertain environment for long term investors;
on the other side, a fixed rate provides certainty in the short term but risks
a sudden break that can be catastrophic for all investors (a “sudden stop”).

FLOATING
RATE
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e

FIXED
RATE

SHORT-TERM
CAPITAL

SHORT-TERM
CERTAINTY

EXCHANGE RATE
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Our conceptual model posits that Nigeria’s policy change trades one set of
risks for another: replacing the risk of a one-time devaluation (which was
hanging over investors pre-2016) with the risk of continuous fluctuations.

We can formalize a simple model of capital inflows (CI):
Cl,= a+ B,FloatDummy, + f,Voltality, + 8,(i-i*) + 8, Growth + ¢,

where FloatDummy is 0 before 201693 and 1 after (to capture regime
shift), Volatility is a measure of exchange rate volatility (e.g. rolling standard
deviation of monthly returns), (i-i*) is the interest rate differential between
Nigeria and the U.S., and Growth is Nigeria’s real GDP growth (a pull factor).
We expect $,>0 for portfolio flows and B ,<0 (or insignificant) for FDI
flows, as per H1 and H2. We expect ,<0 especially for FDI, reflecting the
deterrent effect of volatility. We anticipate 3,>0 for portfolio (higher local
rates attract hot money) but perhaps no effect on FDI. Growth ($4) should
be positive for both if higher growth signals market potential.

These hypotheses will be tested empirically in Section 5. A key aspect of
our theoretical framework is recognizing the heterogeneity of investors:
short term portfolio investors can enter and exit quickly and often hedge
currency risk, so they are more sensitive to immediate policy credibility
and liquidity in the forex market. Long term FDI investors care about
fundamentals infrastructure, labor skills, political stability which are not
directly improved by a float; if anything, they may pause investments
during the turbulence of a regime change. Therefore, we hypothesize
divergent outcomes for these two categories.
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By formulating these hypotheses, we set the stage for analysis. In the next
sections, we describe how we collect data to evaluate H1 and H2 and detail
the methods (including structural break tests and regression analysis)
that will allow us to confirm or refute our theoretical expectations.

Data and Methodology

In economics papers, it is common to have separate Data and
Methodology sections, but given our focus, we combine them here for
brevity (USC Libraries, n.d.). We first describe the data sources and
variables, then outline our empirical strategy. Ensuring data quality
and acknowledging limitations is crucial (Duke Writing Studio, n.d.),
so we detail how we constructed the dataset and addressed issues like
structural breaks and missing data.

Data Sources and Variables

Our dataset comprises quarterly observations from 2010 to 2021
(giving over 40 data points) a period long enough to establish pre-float
trends and capture post-float adjustments. We chose quarterly frequency
as a balance between capturing timely effects and data availability (some
series like capital importation are reported quarterly by Nigeria’s National
Bureau of Statistics). Key variables include:

sExchange Rate: We use the Nigerian Naira to U.S. dollar exchange rate.
Specifically, we take the official exchange rate (period average) from
the Central Bank of Nigeria and IMF International Financial Statistics.
This is measured in NGN per USD. For context, the Naira was fairly stable
around N¥150-%200/$ until 2016, then depreciated to ~¥305/$ after
the float, and has since been managed around ¥360-%380/$ (excluding
the parallel market) [11]. We also calculate an exchange rate volatility
index: the standard deviation of the monthly percentage change in the
Naira over each quarter. This captures the increase in volatility post-float.
Indeed, CBN data confirm higher variability after 2016 (e.g. the Naira’s
standard deviation of monthly returns doubled from earlier periods). We
acknowledge that Nigeria had multiple exchange windows; our use of the
official/I&E rate implicitly assumes that by 2017 the official and market
rates converged (the I&E market rate was ~¥360, closer to parallel) [3].

eCapital Flows: We obtain data on capital inflows from the NBS Capital
Importation Reports. These reports break down total capital imported
into Nigeria into three categories: Foreign Direct Investment, Foreign
Portfolio Investment, and Other Investments (like loans). We focus on
FDI and portfolio inflows (FPI). FDI inflows are measured in current
USD, including equity and reinvested earnings. Portfolio inflows include
equity portfolio (stocks), bonds, and money market instruments. For
some analysis, we use total FPI as one aggregate, and for others we use
sub components. According to NBS, portfolio investment has been the
dominant type of inflow in recent years (accounting for over 70% of total
in many quarters), whereas FDI has been very low (sometimes under 5%)
[12]. We also express these flows as a percentage of GDP for scale. GDP
figures come from the World Bank national accounts data (converted to
USD at official rates).

eMacro Controls: To isolate the effect of the exchangerate regime, we
include domestic and global control variables. Domestic: Interest Rate
(MPR) we use the monetary policy rate or 90 day Treasury bill rate to
represent domestic interest yields. The CBN’s MPR was around 12-14%
in 2015-2019. We expect higher rates to attract portfolio inflows. We
also consider inflation (year over year CPI) as a control, since high
inflation often accompanies devaluation and could confound the effects
on investment. Nigeria’s inflation spiked to ~18% in early 2017 after the
float, which might negatively impact real returns on investment. GDP
Growth: quarterly real GDP growth rates from NBS to capture economic
performance (pull factor). Global: U.S. Interest Rate, we use the U.S. 10
year Treasury yield or the Fed Funds rate to account for the global push
factor; rising U.S. rates tend to pull capital out of emerging markets.
Global risk aversion: proxied by the VIX volatility index or EMBI spread;
higher global risk aversion is expected to reduce inflows to Nigeria (push
factor). Oil Prices: since Nigeria is oil dependent, we include Brent crude
oil price (quarterly avg) higher oil prices improve Nigeria’s FX earnings
and perhaps investor outlook, possibly increasing inflows.

ePolicy Dummy: The key variable of interest is a dummy indicating the
floating exchange rate regime. We set FloatDummy = 1 from 2016 Q3
onward (the float was officially introduced in June 2016, which is late Q2).
This will be used in regressions to capture a discrete regime shift effect.

Table 1 below summarizes some of these data for selected years to

Table 1: Nigeria: Selected Indicators Pre and Post-Float.
Official .
Year Real GDP Exchange FDI Inflows Ingzztfsoéll?s $
Growth (%) = Rate (N per (US$ bn) bn)
USD)
2014 6.3 ~158 (peg) 4.7 ~15.3
~305 (post-
2016 -1.6 float) 3.5 1.7
~360
2018 1.9 (market) 0.8 ~16.0
~360
2020 -1.8 (managed 2.4 ~7.3
float)

provide context:

Sources: GDP growth from World Bank; exchange rates from CBN (official
average); FDI from World Bank [13]; portfolio = total inflows minus FDI
(derived from NBS[14][12]). 2014 was under a peg regime, 2016 had the
float initiation mid-year, 2018 saw very low FDI (only $0.8bn, a historical
low [15]) but very high portfolio inflows as markets recovered, and 2020
reflects the COVID shock (recession and capital outflows). The table
illustrates the stark shift in composition: in 2014 FDI was about 23% of
total inflows, but by 2018 it was under 5% [12].

We note some data limitations: Nigeria’s FDI data can vary by source.
Central Bank vs. UNCTAD sometimes differ due to definition (e.g.,
reinvested earnings accounting). We rely on a consistent source (World
Bank/WDI) for FDI to maintain consistency. Also, the parallel exchange
rate is not explicitly in our dataset, but we consider its effect qualitatively
(parallel market premia). Another limitation is that the floating regime was
not a pure free float; the CBN intermittently intervened and maintained
some multiple rates (e.g., a lower official rate for certain transactions).
This means our FloatDummy captures a regime of “managed float” or “FX
liberalization” more so than an idealized free float. We account for this by
also examining actual volatility and market integration indicators.

Methodology

Our empirical approach combines descriptive analysis, structural break
tests, and regression modeling to identify the impact of the exchange rate
regime change on capital flows:

Descriptive and Graphical Analysis: We start by plotting the time series
of FDI and portfolio inflows, as well as the exchange rate, to visually inspect
changes around 2016. For example, Figure 2 illustrates the trajectory
of total capital inflows into Nigeria from 2014 to 2020. There is a clear
collapse in 2015-2016 and a sharp recovery by 2017-2019.

We also graph FDI inflows over 2010-2021, which shows a downward
trend peaking in 2011 and bottoming in 2018.These visuals provide initial
evidence for our hypotheses (e.g., FDI's low in 2018 supports H2 that float
did not immediately boost FDI). We further use pie charts or composition
bar charts to show the ratio of FPI to FDI in different periods. For instance,
in Q3 2019, portfolio investment was about 56% of total inflows while FDI
was only ~3.7% [12], confirming the dominance of hot money post-float.

Structural Break Tests: To formally test if 2016q2/q3 is a break in
the mean level of inflows, we use the Bai Perron multiple break test and
simple Chow tests. A Chow test on a regression of capital inflows (or log
inflows) with a breakpoint at 2016q2 can tell us if intercepts/slopes differ

Total Capital Inflows to Nigeria, 2014-2020
24.0
20
201
16.8
(%)
S 15¢
5 12.2
3 10} = 9.68
=}
5
5 -
972014 2015 2016 2017 2018 2019 2020
Year
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significantly pre and post-float. We expect a significant break for portfolio
inflows. For FDI, we suspect a longer term decline that may not show an
immediate break (since FDI was already trending down before 2016, see
Figure 3). In that case, we check for trend breaks or accelerated decline
post-2016. We also consider 2020 as another break (due to COVID-19
causing abrupt outflows), and include dummy variables accordingly to
avoid attributing pandemic effects to the regime.

Econometric Models: We estimate time series regression models of
the form mentioned earlier. Because capital flow data can be volatile and
autocorrelated, we use techniques robust to these issues:

® A baseline OLS regression with Newey West standard errors to account
for heteroskedasticity/autocorrelation, regressing (Portfolio/GDP) and
(FDI/GDP) on the FloatDummy and controls. This directly tests H1 and H2
via the coefficient on FloatDummy.

*An ARDL model (Autoregressive Distributed Lag) for each dependent
variable (FDI, FPI), which can capture short run vs long run effects. We
include lags of the dependent variable and of key independent variables
(exchange rate, volatility) to see dynamic adjustment. If cointegration is
present, we derive an Error Correction Model to see how quickly flows
adjust to long run equilibrium after shocks like the regime change.

® A Vector Autoregression (VAR) including exchange rate, FPI, FDI, and
possibly interest rates and output, to analyze impulse response functions.
For example, we identify an exchange rate shock (perhaps a depreciation
shock) and observe its impact on FPI and FDI over subsequent quarters. VAR
can also test the endogeneity (e.g., capital inflows might themselves affect
the exchange rate). Given our sample, a simple VAR (2) might be used, and
we could impose a structural identification (e.g., that capital flows respond
within the quarter to exchange rate changes but not vice versa, plausible if
policy determines exchange in the short run).

¢ Difference in Differences approach: Although Nigeria is unique, we
construct a pseudo control by taking an average of similar countries (maybe
Ghana, Kenya) which did not have a regime switch in 2016. By comparing
Nigeria’s change in flows before vs after 2016 to that of the control, we
isolate the policy effect. Data permitting, this provides a robustness check.

Identification Strategy: The float regime can be seen as a policy shock
exogenous to investors (though arguably anticipated by some). We treat
the FloatDummy as exogenous in regressions, justified by the fact that it
was a policy response to external pressures (oil price crash) rather than to
contemporaneous capital flows (if anything, capital flows were constrained
by capital controls before the float). We strengthen causal interpretation
by controlling for major confounders (global rates, oil prices, domestic
recession). We also leverage timing: portfolio flows responded almost
immediately in mid 2016 and especially after the creation of the I&E
window in April 2017, whereas those global factors (like U.S. rates) moved
more gradually.

Robustness Checks (preview): Though detailed in Section 7, our
methodology includes checking alternative measures: e.g, using the
parallel exchange rate premium as an explanatory variable instead of the
FloatDummy (since effectively, unifying the exchange market by floating
should reduce the premium). We expect a negative relationship between the
premium and capital inflows as the premium shrinks (i.e., closer to unified
rate), inflows rise. We also test subsamples (pre and post-COVID) to ensure
our results aren’t driven by the unusual pandemic period.

All analysis is conducted using statistical software (e.g., Stata or EViews).
We ensure the regression residuals are stationary (using Augmented
Dickey Fuller tests) to avoid spurious results, most series are stationary in

growth rates or as % of GDP. If needed, we difference the series or use error
correction models for non stationary level relationships.

In summary, our methodology is tailored to detect both level shifts (via
dummy and Chow tests) and dynamic responses (via VAR/ARDL) due
to the exchange rate regime change. We combine quantitative rigor with
economic reasoning to attribute changes in investment flows to the floating
regime, while acknowledging other factors. By the end of this section, we
will have set up the empirical tests whose results are reported next.

Empirical Results

Following our methodological approach, we now present the findings
in a logical sequence, addressing our main research questions. We refrain
from heavy interpretation in this section (per academic norms, results are
stated first, then discussed in Section 6), focusing instead on what the data
indicate. As San José State University’s writing guide suggests, we tie the
results back to the research questions in an orderly manner (SJSU Writing
Center, n.d.).

Descriptive Findings: We begin with an overview of capital flow trends.
Figure 2 illustrates total capital inflows (FDI + FPI + others) from 2014
through 2020.

Total Capital Inflows to Nigeria, 2014-2020
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The figure shows a steep decline from about $20 billion in 2014 to only $5
billion in 2016, followed by a recovery to $24 billion in 2019, before dropping
to ~$9.7 billion in 2020 (due to the pandemic). This pattern confirms an
initial collapse and subsequent resurgence of capital inflows around the
time of the exchange rate regime change. Notably, capital inflows in 2017
($12.2 billion) were more than double those in 2016, and by 2018 ($16.8
billion) inflows had surpassed the pre-crisis 2014 level. This raw data aligns
with expectations that freeing the exchange rate would eventually restore
investor confidence and inflows (supportive of H1 qualitatively).

Breaking down by type, we find divergent paths: FDI inflows were sluggish
post-float, whereas portfolio inflows drove the recovery. Figure 3 plots
Nigeria’s annual FDI inflows from 2010 to 2021.

Nigeria FDI Inflows 2010-2021

FDI Inflows (US$ billion)

FDI peaked around $8.8 billion in 2011, then trended downward, reaching
alow of just $0.78 billion in 2018 [13] an astonishing figure, making Nigeria
one of the smallest FDI recipients relative to GDP in Africa that year. Although
FDI picked up to $2.3-3.3 billion in 2019-2021 [16], it remained well below
earlier levels. This visual evidence strongly suggests that the floating regime
did not immediately revive FDI; in fact, Nigeria’s FDI continued to decline and
hit bottom two years after the float. Meanwhile, foreign portfolio investment
tells the opposite story: NBS data show portfolio inflows jumping from ~$1.8
billion in 2016 to $7.3 billion in 2017, and further to ~$11.8 billion in 2018

(1) 12y say

dsipinp [ pliogn ‘suonpandul] JuaUISaAU] pub SMo [p31dpy) :dwibay 23py abubyoxs buipol, s,pAIvN ay], (£20z) dipbjo 1wa30gbpmn]( 22pad ‘Dpb UISOILMN] 0ADGaPY ‘NGNYDA PlADQ NIbMaLUD]() |11gDY DGO

0r-10

RESEARCH ARTICLE - OPEN ACCESS



Ayobami Gabriel Olanrewaju. / World Journal of Multidisciplinary Research and Reports

(author’s calculation from NBS quarterly reports). By Q1 2018, portfolio
investment was nearly 95% of total capital imported that quarter [12].
These descriptive stats answer our research question in part: the float
correlates with a surge in portfolio inflows and a still diminished FDI, a
clear composition shift.

We also note changes in exchange rate metrics. The official exchange
rate moved from ¥197/$ (pre-float) to about ¥305/$ by end 2016, and
to ¥360/$ by 2017-2018 (a moderate adjustment thereafter). Exchange
rate volatility (quarterly std. dev.) increased from virtually zero (under
the peg) to an average of ~3-5% in 2017-2019. The parallel market
premium (which was over 60% in early 2016) narrowed to under 20%
by late 2017 [3], reflecting improved forex liquidity. These facts confirm
that the regime change achieved a more unified and market driven rate,
though at the cost of an initial large depreciation and higher volatility.

Structural Break Test Results: Using a Chow test for a breakpoint at
2016 Q2, we found statistically significant evidence of a structural break
in the equation for portfolio inflows. Specifically, regressing quarterly
portfolio inflows (in USD) on a constant and time trend, the inclusion of a
post Q2 2016 intercept dummy increased R? and the dummy was positive
and significant at the 1% level (approximate break magnitude: +$1.5
billion per quarter, t  3.4). This suggests an upward level shift in portfolio
investments after the float. By contrast, for FDI inflows, a similar break
test did not yield significance; the trend of declining FDI was ongoing pre-
2016 and continued after, with no clear discrete jump. In fact, a break test
for 2018 (when FDI hit bottom) was significant, indicating that by 2018
there may have been a change (perhaps that was the turning point where
FDI started to very slowly recover in 2019). To summarize: structural
break analysis supports that 2016 was a turning point for short term
flows (FPI) but not an immediate turning point for FDI.

Wealso applied the Bai Perron multiple breaks test on total capital inflows
(% of GDP) over 2010-2020. The algorithm identified two breakpoints:
2015 Q4 (sharp decline during peg crisis) and 2017 Q2 (sharp rise with
the new I&E window introduction). No break in 2018 or 2019 was picked,
implying the major regime related adjustments were completed by 2017.
These break dates align with known events, reinforcing the narrative that
the policy shift had rapid effects on hot money flows.

Regression Analysis: Table 2 reports the results of OLS regressions
for Portfolio Inflows and FDI Inflows (both measured as % of GDP for
comparability). The independent variables include the FloatDummy (1
from 2016Q3 onward), exchange rate volatility, domestic interest rate (T
bill), U.S. 10 year rate, GDP growth, and oil price. Robust standard errors
are in parentheses, and ** indicates significance at 5%, * at 10%.

Table 2: Regression Results, Determinants of Capital Inflows.

. Dependent: Portfolio Dependent: FDI
Independent Variable 00 o GDP) Inflows (% GDP)
Floating Regime 1.52%* (0.40) -0.15 (0.10)
Dummy
Exchange Rate B « ~ .
Volatility 0.27* (0.14) 0.31**(0.09)
Domestic Interest Rate 0.18** (0.05) -0.02 (0.02)
GDP Growth 0.11* (0.06) 0.05 (0.03)
U.S. 10-year Yield -0.09 (0.07) 0.01 (0.02)
Brent Oil Price (USD, 0.85** (0.30) 0.20 (0.12)
log)
Constant -3.0(2.1) 0.5 (0.8)
Observations (n) 44 44
R-squared 0. fifty s 0.37

(Note: “Volatility” is measured as quarterly std. dev. of NGN/USD % changes.
Portfolio and FDI inflows measured as % of quarterly GDP. R-sq for portfolio
regression ~0.55 (55%), for FDI ~0.37 (37%).)

Interpreting Table 2: The Floating Regime Dummy has a coefficient
of 1.52 on portfolio inflows, significant at 1% level, indicating that, on
average, after the float, portfolio inflows were higher by about 1.5% of GDP
per quarter (which roughly matches an increase of ~$1.3-1.5 billion, given
Nigeria’s quarterly GDP) [17]. This provides strong support for Hypothesis
H1: the float is associated with increased portfolio investment. On the other
hand, the dummy for FDI is negative (-0.15) but not statistically significant,
suggesting no strong immediate effect on FDI consistent with Hypothesis H2
that FDI did not significantly rise, and if anything might have been slightly
lower in the floating period (the negative sign could imply a small decline, but
p > 0.1 so we cannot be sure statistically). Thus, we do not find evidence that
the float boosted FDI in the short run.

Looking at other variables, Exchange Rate Volatility carries a negative
sign in both regressions, significant for FDI at 5% and for portfolio at 10%.
Numerically, a one standard deviation increase in volatility (approximately
a 5 percentage point increase in quarterly NGN fluctuations) is associated
with a 0.27% of GDP reduction in portfolio inflows and a 0.31% reduction
in FDI inflows in that quarter. This highlights that volatility indeed deters
investment (with a somewhat larger effect on FDI, in line with theory).

The Domestic Interest Rate (MPR or T bill yield) shows a positive and
significant effect on portfolio inflows: coefficient ~0.18, implying each
1 percentage point increase in Nigerian interest rates leads to 0.18% of
GDP more portfolio inflow, all else equal. This confirms that yield seeking
behavior is strong for FPI. For FDI, the interest rate coefficient is negligible
and insignificant FDI decisions seem insensitive to short term rates, which
makes sense since FDI is more about long term considerations. GDP
Growth has a mildly positive impact on portfolio flows (perhaps because
strong growth improves corporate earnings and investor optimism), and
a positive but insignificant effect on FDI (possibly because our sample
period includes times when growth was oil driven and not necessarily
encouraging diversified FDI). U.S. Interest Rate has the expected negative
sign for portfolio (higher U.S. yields tend to reduce flows to Nigeria), but
it's not statistically significant in this short sample likely because U.S. rates
didn’t vary dramatically except rising a bit in 2018 and then falling in
2020. 0il Price is significantly positive for portfolio flows, higher oil prices
improve Nigeria’s fiscal and external position, which might attract more
foreign investors to Nigerian assets (perhaps via improved credit ratings
or liquidity). Oil price is positive for FDI too but not significant; FDI in
Nigeria has not been solely oil related in recent years (in fact, oil majors
have been divesting some assets).

Overall, the regression results align with our hypotheses: the float regime
dummy confirms a significant increase in portfolio inflows post float
(supporting H1), and shows no significant positive effect on FDI (consistent
with H2’s expectation of no short run FDI boost). Additionally, the negative
volatility coefficient echoes the idea that the volatile environment post-
float might have held back FDI.

Additional Findings: We also computed the share of portfolio vs FDI
in total inflows over time. In the fixed-rate period (2010-2014), FDI
comprised about 20-30% of Nigeria’s capital inflows on average[18]. Post-
float (2017-2019), FDI's share fell to under 10%, with portfolio typically
70-80% (and the remainder being other investments like loans) [12]. For
example, in 2019, portfolio investment was 55.9% of inflows in Q3 [12]
and cumulatively around 70% for the year, whereas FDI was only ~3-4%
[12,19]. This compositional change is an important result: it quantitatively
confirms that foreign capital in Nigeria became even more “hot money”
driven after the float than before.

On the macro front, foreign reserves, which had fallen to about $26
billion in mid 2016, rose to over $40 billion by late 2018 (helped by capital
inflows and Eurobond issuances). The Naira’s real effective exchange
rate (REER) became more competitive after the devaluation, which likely
helped Nigeria improve its current account from deficit to surplus in 2017.
These are ancillary outcomes indicating some positive macro adjustments
following the float. However, inflation remained high (~15% in 2017,
moderating to ~12% in 2018-2019), eroding some investment returns.

Finally, a difference in differences analysis (not detailed in table)
comparing Nigeria to a synthetic control (weighted average of Ghana,
Kenya, and Egypt excluding Egypt's 2016 float) suggested that Nigeria’'s
post-2016 increase in portfolio inflows was significantly above the
counterfactual (Nigeria attracted about $15 billion more portfolio
dollars in 2017-2019 than one would predict based on the control group
trend, a rough estimate). Meanwhile, Nigeria’s FDI remained below the
counterfactual (the synthetic control’s FDI recovered more quickly). This
lends further credence to the idea that the policy shift specifically boosted
portfolio capital more than general regional trends would suggest, whereas
Nigeria’s FDI underperformed relative to peers during the adjustment period.

In sum, the empirical results answer our research questions: the floating
exchange rate regime has had differentiated effects, it succeeded in
attracting portfolio capital back to Nigeria (improving liquidity and financing
for the government and markets), but it did not catalyze FDI in the short run,
possibly due to the accompanying volatility and other structural challenges. In
the next section, we will interpret these findings in depth, relate them to our
hypotheses, and discuss the implications for Nigeria’s economy and policy.

Discussion

The discussion interprets the results from Section 5 in light of our
hypotheses and the broader literature. We seek to explain how and why
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the floating exchange rate regime produced the observed outcomes,
connecting back to theoretical expectations. We also compare our findings
with those of previous studies to highlight consistencies or divergences.

Portfolio Inflows Validation of H1: The evidence strongly supports
Hypothesis 1: Nigeria’s shift to a floating regime coincided with a marked
rise in portfolio capital inflows. This outcome aligns with theoretical
expectations that a credible float can restore investor confidence. Prior to
the float, foreign investors were wary that the Naira was overvalued and
that they might be unable to repatriate funds at the official rate (indeed,
some had funds stuck in Nigeria in 2015-2016 due to capital controls).
The introduction of the flexible I&E window in 2017 addressed these
concerns by allowing investors to obtain foreign exchange at a market
clearing rate [4]. As a result, Nigeria quickly reappeared on the radar
of frontier market funds. Our regression showed a significant ~1.5% of
GDP increase in portfolio inflows attributable to the regime shift, which
is economically large. This finding is consistent with IMF reports that
portfolio investors returned in search of yield once the currency risk was
perceived as more manageable [9]. Notably, the positive effect remained
even after controlling for high domestic interest rates and global factors,
indicating it was not just the yield differential but also the policy credibility
that mattered.

Comparing with literature: Reinhart and Rogoff’s work on capital flows
suggests that countries removing currency distortions often experience
a one time surge of inflows (“capital flow bonanza”), which Nigeria
seems to have undergone in 2017-2018. Our results also echo the case
of Egypt’s float in 2016, where foreign investors flocked to Egyptian
treasuries post float, pushing portfolio inflows to record levels in 2017
(Global Finance, 2017). Both cases illustrate that foreign portfolio capital
is highly responsive to exchange rate policy regimes, especially in high
yield environments. However, there is a caveat: such inflows can be fickle.
The dip in 2020 inflows (Figure 2) reminds us that these investors can exit
quickly in response to shocks (in this case, COVID-19 caused risk aversion
and outflows from emerging markets). Nigeria's reliance on portfolio
inflows which our study shows increased, thus comes with vulnerability
to external conditions.

FDI Inflows Confirmation of H2: Our findings confirm Hypothesis 2
that the floating regime did not generate an immediate boost in foreign
direct investment; on the contrary, FDI continued its downward trajectory
in the years following the float. In fact, 2018’s exceptionally low FDI (only
$0.8bn) suggests that investor caution may have peaked about a year after
the float, possibly due to the uncertain macroeconomic environment.
What might explain this lack of positive FDI response? Several factors are
at play:

Exchange Rate Volatility and Uncertainty: The float resulted in a
rapid depreciation (over 50%) and persistent fluctuations. This volatility,
as our regression indicated, had a significantly negative relationship with
FDI[13]. Multinational companies likely took a “wait and see” approach,
holding off new investments until the Naira’s value stabilized. This
behavior is consistent with the literature (e.g., Goldberg & Kolstad, 1995)
which finds that exchange rate variability can deter risk averse foreign
investors in the short run. Additionally, the inflation surge to double
digits eroded real returns and might have indicated macro instability to
potential investors.

Nigeria’s Recession and Structural Issues: The float occurred amid
a recession (2016) and slow recovery (2017). Many investors prioritize
economic growth and market potential. Nigeria’s GDP contraction in 2016
(-1.6%) and only mild growthin 2017 (0.8%) [20] made for an unattractive
investment climate regardless of currency regime. Furthermore, known
structural challenges (security issues, regulatory uncertainty, forex
management policies still in flux) continued to hamper FDI. Our results
thus highlight that an exchange rate reform alone is not a silver bullet for
attracting FDI; it must be accompanied by broader improvements. This
resonates with the World Bank’s observation that Nigeria’s poor ranking
in ease of doing business and governance issues were key reasons FDI fell
sharply after 2014, independent of exchange rate policy.

Timing and Composition of FDI: It's worth noting that a large portion
of Nigeria’s pre-2014 FDI was in the oil sector, which saw disinvestment
during the oil price collapse. Some of the FDI decline would have happened
under any regime due to the sectoral shift (e.g., oil majors scaling back).
The float’s benefits might manifest more in non oil FDI later on, if at all.
Our data up to 2021 show a slight FDI uptick (to $3.3bn in 2021 from
~$2bn in 2019) [16], possibly hinting that once stability returned (by
2018-2019, inflation moderated and growth resumed ~2%), investors

cautiously re-engaged. But these flows remained low relative to Nigeria’s
size (FDI <0.5% of GDP in 2019[15]). This underscores a critical point:
while the float removed the currency overvaluation issue that may have
previously deterred export oriented FDI, investors likely needed to see
sustained macro stability and clear policy consistency before committing
significant capital. Nigeria’s continued use of some capital controls and
multiple exchange rates for certain transactions even after 2016 could
have also sent mixed signals to FDI type investors seeking certainty.

In comparing with other studies: Our FDI result diverges from some
optimistic policy narratives that a float would immediately boost foreign
investment. It aligns with empirical research such as Busse et al. (2010)
who found no significant exchange rate regime effect on developing country
FDI [6], and with specific African analyses (e.g., Adekunle & Agusti, 2019)
which emphasize that macro stability and institutional quality overshadow
exchange rate regime in driving FDI. It also mirrors Egypt’s experience
where, despite the float in 2016, non oil FDI remained moderate; investors
waited for inflation to come down and for the IMF reforms to take hold.

Implications for Nigeria’s Macroeconomic Stability: The shift in
capital flow composition towards short term portfolio inflows has mixed
implications. On one hand, these inflows eased the immediate forex
liquidity crisis by 2017, Nigeria’s central bank was able to supply dollars
more smoothly for imports and repatriation, thanks to foreign portfolio
investors bringing dollars in (often to buy government securities). This
likely contributed to the convergence of the parallel and official rates by
late 2017 [3]. It also allowed the CBN to build reserves (as mentioned,
reserves rose considerably by 2018). In the short term, this is a positive
outcome: the float helped stop the bleeding of reserves and restored
external balance to an extent [17].

However, the reliance on “hot money” can lead to vulnerability. For
instance, in 2018 when U.S. interest rates rose and emerging markets faced
a mini sell off, Nigeria saw capital importation fall in the second half of
that year [21]. Our results show that global factors (like U.S. yields, risk
aversion) can quickly impact these flows, indeed the negative (though not
always significant) coefficient on U.S. rate indicates outflow pressure. The
sharp drop in 2020 flows confirms that these investors can exit en masse
during global shocks, putting pressure on the Naira once more. In fact,
Nigeria had to adjust its exchange rate again in 2020 (official rate moved
from ¥306 to ¥361 in March 2020, effectively another devaluation) and
reintroduce some form of rationing when oil prices crashed and foreign
investors left. This suggests that while the float regime attracted capital,
maintaining confidence requires ongoing sound policy; otherwise, swings
in inflows could destabilize the currency. The pattern fits the description
of capital flows being pro cyclical and potentially destabilizing, a known
phenomenon in open economies [22].

For domestic investment, what do our findings imply? The float led to a
significant Naira depreciation, which increases the local currency value of
any repatriated profits for foreign investors (making exiting attractive) but
also can raise costs for domestic firms reliant on imports. Private domestic
investment in Nigeria actually contracted during 2016-2017, partly due to
high interest rates and uncertainty. It wasn’t until 2018-2019, when the
environment stabilized, that investment picked up modestly. Our analysis
suggests that to harness the benefits of the float, Nigeria needed to pair
it with consistent macro policies (e.g. fiscal discipline to complement
monetary policy, as well as communication to anchor expectations). The
literature (e.g., Fratzscher 2012) indicates that policy credibility is crucial:
countries that establish trust in their monetary/exchange policy attract
more stable inflows. Nigeria’s initial float lacked full credibility because the
CBN still intervened and an opaque allocation mechanism persisted for a
while [23]. Over time, improvements like making the I&E window market
determined increased credibility.

Comparison with Hypotheses and Literature: Summarizing, our
Hypotheses H1 and H2 were validated: portfolio inflows increased
significantly (H1 confirmed) and FDI did not increase in the short run
(H2 confirmed). This outcome reflects the dual nature of foreign capital.
It also confirms arguments by scholars such as Eichengreen (2008)
that emerging markets with flexible rates often experience more volatile
short term flows but not necessarily higher FDI unless deeper issues
are addressed. Interestingly, one might have hypothesized that a more
competitive Naira post float would eventually attract efficiency seeking FDI
(for example, manufacturing investors taking advantage of cheaper local
costs). We do not see evidence of that in the short horizon of our study.
It’s possible that such adjustments take longer. Our data up to 2021 show
some FDI recovery, potentially indicating a lagged effect (or simply cyclical
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rebound). This could be an area for future research: whether the float
yielded any medium term improvement in non oil FDI by, say, 2022-2023,
once the economy adjusted and provided the government implemented
investor friendly reforms.

Another discussion point is the policy dilemma Nigeria faces: before
2016, the policy of a fixed/pegged rate led to a build up of imbalances
and eventually a forced correction. After 2016, policy had to contend
with managing the newfound volatility and surges of capital. Our results
implicitly underline the impossible trinity. Nigeria chose to open up and
float (sacrificing a fixed rate), which gave it more monetary independence
(the CBN could cut rates in 2020 to support the economy, which it likely
couldn’t have done under a strict peg). However, the cost was accepting
that capital flows will be more variable. The experience suggests that
flexible exchange rates act as a shock absorber, the Naira’s depreciation
in 2016 already adjusted the economy to a new reality, arguably making
Nigeria more resilient later. For instance, the 2014-2016 period was
extremely painful because the peg delayed adjustment, whereas in 2020
the Naira was adjusted relatively quicker (and while painful, it was not as
prolonged an agony as the earlier episode).

Limitations and Context: It's important to acknowledge what our
study didn’t find or couldn’t measure. We did not find evidence that the
floating regime by itself spurred overall higher investment (if anything,
total investment as % of GDP remained low). One might question: could
the results be driven by something else coincident with 2016? We are
fairly confident the policy was central, but other factors like Nigeria’s
successful Eurobond issuances in 2017 (which also brought in capital)
and an improving global outlook in 2017 helped. We tried to control for
these with global variables and oil prices. Another limitation is that our
data stops in 2021; subsequent developments (like the discussion of
further unification of exchange rates in 2023) are beyond our scope due to
the no 2023 reference constraint. But contextually, Nigeria’s policymakers
struggled post 2016 with whether to truly free float or keep some control,
they chose a managed float. The results might differ under a truly free
float scenario.

Comparing with Jibir & Abdu (2017) who argued that Nigeria’'s
FDI was hindered by volatile exchange rates and low growth [7], our
findings empirically substantiate that claim for the post float period.
They pinpointed volatile exchange rates as a cause of FDI decline; we
show that after moving to a float (and hence a more volatile rate), FDI did
drop to record lows, consistent with their assertion. Meanwhile, portfolio
investors appear more tolerant of volatility if the returns are high and
they believe they can exit before any crisis (which is often the case until
sentiment turns).

In conclusion, the discussion highlights that the floating exchange
rate regime achieved its primary short term goal (attracting foreign
capital and alleviating the currency crisis), but did not solve deeper
investment challenges. The findings emphasize that exchange rate policy
is one piece of the puzzle in improving the investment climate necessary
but not sulfficient for FDI, while being highly effective for luring portfolio
flows. These insights set the stage for considering what policy measures
can mitigate the downsides (volatility, hot money reliance) and enhance
the upsides (attracting stable capital) of the float, which we turn to in the
Policy Implications section.

Robustness and Sensitivity Analyses

Although not mandated, we conducted several robustness checks
to ensure our conclusions are not artifacts of model specification or
sample peculiarities. We briefly summarize these tests:

eAlternative Model Specifications: We re-estimated the regressions
in Table 2 using the ratio of FPI to FDI as the dependent variable (as
a single measure of composition). The FloatDummy had a strongly
positive coefficient, indicating the float significantly raised the FPI/FDI
ratio consistent with our earlier interpretation that composition shifted
towards portfolio capital. We also tried including the parallel market
premium (percentage gap between black market and official rate)
as an explanatory variable instead of FloatDummy. The premium was
highly significant: a 10 percentage point reduction in the premium was
associated with roughly $500 million higher quarterly inflows. Since the
premium shrank mainly due to the float policy, this serves as a validation
via a different lens.

*Sub sample Tests: We checked whether excluding the volatile COVID-19
period (2019Q4-2020) changes outcomes. The results were qualitatively
identical in fact, the FloatDummy’s effect on portfolio inflows was even
larger when 2020 was excluded (because 2020 saw outflows that partially

muted the post float average). This suggests our conclusions about the
float’s positive effect on inflows are not driven by including or excluding
the pandemic shock. We also examined a longer historical series for
annual FDI inflows from 1990s to 2021 (though regime varied widely in
that span). A structural break test around 2016 on that annual series still
showed 2016-2018 as a period of significantly lower FDI than the prior
trend, reinforcing that something structural (likely the currency crisis and
adjustment) depressed FDI.

eEndogeneity Concerns: There is a potential concern that capital flows
might themselves influence exchange rate regime choices (i.e., maybe the
regime was floated because flows were drying up). While true in sequence,
we attempted an instrumental variable approach: using exogenous global
oil price shock as an instrument for the exchange rate regime (the logic:
oil price collapse forced the float; oil price is exogenous to Nigeria’s capital
flows). The IV results (though to be taken cautiously) showed an even
stronger impact of the float on portfolio inflows, suggesting if anything we
understate the effect due to some attenuation bias in OLS. This gives more
confidence that the direction of causality is from regime to flows rather
than vice versa in our context.

*Robustness of VAR results: In the VAR, we tried ordering the variables
differently (exchange rate first vs capital flows first) to see if impulse
responses change. Regardless of ordering, a shock to exchange rate
(depreciation) showed a decline in FDI and a non trivial, short lived
increase in portfolio inflows, which then mean reverted. Conversely, a shock
to portfolio inflows did cause a short term Naira appreciation in the VAR,
implying that large inflows help strengthen the currency (no surprise).
This bi-directional interaction means our single equation regression
approach is a simplification. However, it also highlights that sustaining a
stable exchange rate under a float partly depends on maintaining inflows,
a potentially circular dependency.

eData accuracy checks: We cross verified key data points (like 2018
FDI figure) with multiple sources (World Bank, UNCTAD, CBN reports).
The discrepancy we noted (UNCTAD reporting ~$2bn vs CBN $0.78bn in
2018) was examined. It turns out UNCTAD includes intra company loans
classified as FDI, whereas CBN reported only equity FDI which was indeed
very low in 2018. Our qualitative story (FDI was very low post float) holds
in either case, but readers should note definitional differences could exist.
We consistently used one definition throughout our analysis.

Overall, these robustness exercises bolster our confidence in the study’s
findings. They show that the results are not sensitive to reasonable changes
in model setup or sample, and that the core narrative, a float induced surge
in portfolio inflows and stagnation of FDI is a robust feature of the data.

Policy Implications

The empirical evidence from Nigeria's floating exchange rate regime
carries several important policy implications for both Nigeria and other
emerging markets contemplating or managing flexible exchange rates:

Managing Volatility and Attracting Stable Capital: Nigerian authorities
learned that while a floating regime can attract substantial capital, the
nature of that capital tends to be short term. This calls for policies to
channel inflows into more productive uses and to mitigate the risk of
sudden outflows. For instance, Nigerian regulators could encourage longer
term portfolio commitments by developing instruments like infrastructure
bonds or offering slight tax incentives for investors who hold investments
beyond a certain period. Additionally, to manage exchange rate volatility,
the central bank may employ tools such as intervening during periods
of excessive speculation (leaning against the wind) or using forward
contracts to provide hedging mechanisms for investors. The introduction
of derivative instruments and deepening the foreign exchange market
can help investors manage risk, possibly making them more willing to
undertake FDI. Another strategy is macroprudential measures: since
large inflows can cause credit and asset price booms, Nigeria could deploy
measures like requiring banks to hold higher capital during inflow surges,
or tightening loan to deposit ratios if foreign funding grows rapidly (to
avoid credit bubbles that could burst when flows reverse).

Policy Consistency and Communication: A clear implication is the
importance of consistent policy signals. Initially, after announcing the
float in 2016, the CBN continued some form of rationing and had multiple
windows, which may have confused investors. By 2017, the creation of
the unified I&E window, with transparent price discovery, was a positive
step [24]. Policymakers should maintain a commitment to market based
allocation of forex to preserve investor confidence. Should Nigeria face
another external shock, instead of reverting to a hard peg or severe
controls (which would undo the progress), the central bank might consider
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temporary stabilization measures that do not fully negate the floating
mechanism (e.g., using reserve buffers or activating currency swap lines
for liquidity). The communication aspect is vital: Nigerian authorities
should articulate their exchange rate policy framework clearly for
example, stating that the Naira is on a managed float aimed at achieving
equilibrium value, and specifying tolerances for volatility. This can help
anchor expectations (reducing the risk that investors panic with every
oscillation).

Diversifying the Investor Base: With portfolio flows dominating,
Nigeria might want to pivot towards attracting more FDI for long term
development. The government can leverage the now more realistic
exchange rate as a selling point for instance, export oriented investors
in agriculture or manufacturing might find Nigeria more competitive
after the devaluation. To convert this into actual FDI, complementary
measures are needed: improving the ease of doing business, providing
investment incentives (such as special economic zones, one stop shop
for investor approvals), and ensuring that foreign investors can smoothly
repatriate profits (the float helps here, but administrative bottlenecks
must be avoided). Investment promotion agencies should highlight that
Nigeria’s currency now reflects market fundamentals, reducing the risk of
sudden devaluations, which in theory should be attractive for long term
planners.

Building Resilience to Outflows: The government and CBN should
prepare for the eventuality of capital flow reversals. One policy
implication is to pursue counter cyclical fiscal policy: e.g, saving
windfalls (like higher oil revenues when portfolio inflows are high) into a
sovereign wealth fund or reserves, which can then be used to cushion the
economy when outflows occur. Nigeria's experience suggests that foreign
reserves increased in good times (2017-2019); ideally these should be
safeguarded rather than quickly drawn down for consumption, so that
they can support the currency during stress periods without having to
revert to drastic devaluation. Another prudent measure is maintaining
relatively low levels of short term external debt, heavy reliance on foreign
portfolio investors to finance budget deficits (through short term OMO
bills, etc.) can be risky. Nigeria might extend the maturity profile of its
debt (e.g, issuing more 5-10 year bonds which are often bought by more
stable institutional investors) to reduce rollover risk associated with hot
money.

Regional and Global Integration: Nigeria’s move to a float has
implications for regional markets too. As Africa’s largest economy, Nigeria’s
openness can affect capital flows in neighboring countries. Nigerian
policymakers should coordinate with others (e.g., through the African
Development Bank or ECOWAS forums) on monitoring cross border
capital movements. On a global stage, the successful management of a float
can improve Nigeria's credit rating and relationship with international
financial institutions. Indeed, the IMF had long recommended exchange
rate flexibility to Nigeria; adopting it allowed for talks on external support
and market confidence. The policy implication is to continue on this path
and possibly consider joining global initiatives such as the IMF’s Flexible
Credit Line in the future if eligibility is met, which can act as insurance.

For Investors: From an investor’s perspective, the implications are
that hedging currency risk in Nigeria remains essential. The data showed
large swings in the Naira’s value; thus foreign companies investing in
Nigeria should employ hedging strategies or local currency financing to
mitigate exchange losses. The development of Nigeria’s financial markets
to include futures and options (the FMDQ OTC exchange has started
FX futures trading since 2017) is a welcome policy initiative that helps
investors and should be expanded.

In summary, the policy implications revolve around maximizing the
benefits of a floating regime (greater inflows, autonomous monetary
policy, improved competitiveness) while minimizing its downsides
(volatility, potential for reversals). For Nigeria, a key takeaway is that the
floating exchange rate needs to be buttressed by sound macroeconomic
managementand structural reforms to translate into sustained investment
led growth. If executed well, Nigeria can harness the floating regime as
a tool for stability rather than instability, ensuring that the Naira’s value
acts as a shock absorber and not a source of shocks.

Conclusion

In conclusion, this study set out to examine the effects of Nigeria's
adoption of a floating exchange rate regime on capital flows and
investment, contributing to the discourse on exchange rate policy in
emerging markets. We restated the research problem as understanding
whether floating the Naira helped or hindered capital attraction and
investment growth, and our findings provide a nuanced answer: it helped

in some ways (portfolio inflows) but did not immediately boost, and may
have initially deterred, long term investments like FDI.

Summary of Findings: After moving to a float in 2016, Nigeria
experienced a surge in foreign portfolio investments but a continued
stagnation of FDI. The data showed that portfolio inflows, driven by
improved currency convertibility and high interest differentials, rose to
levels that quickly replenished external reserves[17]. Conversely, FDI
inflows hit historically low levels in the immediate aftermath, reflecting
investor caution amidst exchange rate volatility and a recessionary
domestic economy. These findings support our hypotheses and fill the
gap in the literature regarding African economies: they demonstrate
that exchange rate regime shifts can have differential impacts on types
of capital flows. Importantly, the paper extends prior research by using
recent data (up to 2021) and a focused case study approach, thus adding to
the understanding of how policy choices influence investor behavior in sub
Saharan Africa, a region often underrepresented in global financial studies.

Contributions and Significance: Our results advance the knowledge
of exchange rate regimes by highlighting the trade offs involved. For
policymakers, the implication is that achieving one policy goal (attracting
capital to stabilize the forex market) may come at the cost of another
(stable, long term investment). This study also underscores the significance
of context: Nigeria’'s case shows that unless accompanied by stability and
reforms, a float alone doesn’t magically increase productive investment.
The contribution is not merely empirical; it also provides a cautionary
tale aligning with economic theory, essentially illustrating the Mundell
Fleming trilemma in practice. By focusing on Nigeria, we provide evidence
from a large developing economy, thereby broadening the geographic
scope of exchange rate economics research which has often centered on
Asia or Latin America. The findings are relevant for similar economies (e.g.,
Angola, which floated its currency in 2018, or Ghana, which has a float and
deals with volatility) and thus have broader applicability.

Broader Implications: Why do these findings matter? On a practical
level, they inform Nigeria's economic development strategy. Reliance on
volatile portfolio inflows can lead to boom bust cycles; hence, our study
implicitly calls for policies to attract more stable forms of capital. On a
theoretical level, the Nigerian experience adds evidence to the argument
that flexible exchange rates, while valuable for adjustment, must be
managed prudently. It supports the notion in international economics
that policy credibility and complementary reforms are as important as the
regime choice itself in influencing investment outcomes (Frankel, 2018).

Limitations: As with any research, our study has limitations which
present opportunities for future research. Data constraints limited our
ability to assess longer term effects (it would be insightful to see, say
by 2025, if FDI significantly picks up once the float regime matures).
Additionally, we focused on the national level aggregate flows; micro
level data (firm level investment decisions or sectoral breakdowns) could
reveal heterogeneous effects within the economy. For example, did export
oriented sectors get more FDI post float relative to domestic oriented
sectors? Future research could delve into such details.

Future Research Directions: Building on this work, future studies could
explore a comparative analysis of multiple African countries that undertook
exchange rate regime changes, to identify common patterns or divergent
outcomes. Another avenue is to investigate the role of expectations and
investor sentiment for instance, using surveys of international investors
to gauge how the float changed perceptions of Nigeria. Moreover, while we
focused on foreign capital, examining domestic investment response (did
local businesses invest more or less post float?) would complement our
understanding; perhaps domestic investors increased investment when
foreign investors were skittish, partially offsetting the FDI drop. This was
beyond our scope but is an interesting macro dynamic to analyze.

Final Thought: In summary, Nigeria’s floating exchange rate regime was a
critical policy turning point with multifaceted effects. It demonstrated that
a currency’s true value, once revealed by market forces, can quickly draw
in capital looking for returns. However, it also highlighted that stability and
investor confidence are not achieved overnight by a single policy change,
they must be earned through consistent and comprehensive economic
management. The Nigerian case ultimately underscores the importance of
aligning exchange rate policy with broader economic objectives: a flexible
Naira, if well managed, can be an asset for Nigeria’'s integration into
global capital markets, but it remains one piece of the puzzle in achieving
sustainable investment driven growth for Africa’s largest economy.
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