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This study motivated by the need to address gaps in industrial growth, industrial growth, infrastructure and economic diversification in Nigeria. Hence, the study analyzed monetary tightening and its impact on development finance flows and investment sustainability between 2015Q1 to 2024Q4. Quarterly time series data on monetary tightening variables; monetary policy rate and exchange rate and development finance flows variable; foreign direct investment, were source from the Central Bank of Nigeria statistical bulletin. Philip Perron test was used to check data stationarity and cointegration test was utilized to determine the presence of log run relationship in the variables. Fully Modified Ordinary Least Square (FMOLS) regression was used to test the impact of monetary tightening on development finance flows. The results revealed that no long run relationship exists between monetary policy rate, exchange rate and foreign direct investment, monetary policy rate had an insignificant effect on FDI, while exchange rate had a significant impact. It was recommended that, Policymakers adopt flexible approach to monetary policies to attract investment and balancing inflation control for sustainable development. Nigeria’s monetary policy committee should come up with reforms to enhance business environment by tackling infrastructure deficits, reducing barriers to business, and strengthening institutional frameworks.
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1 INTRODUCTION 
The government has consistently prioritized achieving economic sustainability through stability, inclusive growth, and structural development for resilience (Ogbodo et al., 2024). And financial flows have become crucial to the global economy in the era of economic globalization and trade activities. It has been established that access to funds has many positive benefits on economic activities (Oyadeyi, 2023; Jimoh et al., 2025). Policymakers of many countries have become interested in the idea of strong financial institutions for their contributions to macroeconomic stability and helping countries make monetary policy more effective. Capital Flows offers both individuals and businesses the chance to conveniently acquire financial products and services at reasonable prices in a friendly business environment. Although, monetary policy seems to be more flexible in terms of formulation and implementation; it is apparently easy to change its policy tools (Ogbodo et al., 2024). It is one of the key economic policies used by governments to influence overall economic performance (Ajibola et al., 2024; Jimoh et al., 2025). By shaping the operations of financial institutions, it plays a crucial role in financial flows and ensuring the availability of credit for economic development (Mohammed et al., 2024). 
Development finance flows comprising official development assistance, concessional loans, foreign direct investment (FDI), and multilateral funding tend to decline during periods of tight monetary policy, as global capital shifts toward high-yield safe assets in advanced economies (IMF, 2022). Development financial flows in Nigeria have been characterized by declining productivity rate, employment generation, and policy stability. The capacity financial flows to fulfill their traditional and modern roles in the Nigerian economy have been constrained by various social-economic and structural problems. These include unavailability of credits to investors, high interest rates on loans, high exchange rate (Mohammed et al., 2024). This dynamic heavy reliance on short-term, volatile flows like portfolio investments, combined with low foreign direct investment and sparse infrastructure financing limits the positive impact on sustainable development finance flows, job creation, and long-term economic development. Without addressing these structural shortages, Nigeria’s development ambitions remain constrained. Ogwuche and Obiaje (2023) argued that the high incidence of regional conflicts, high and volatile rates of inflation, and frequent currency crashes play an important role in explaining why developing countries lags other regions in attracting investment. Ajibola et al. (2024) revealed that political and macroeconomic stability, well-designed structural reforms, and natural resources contributed to an increase in foreign direct investment in these countries. 
Monetary tightening is characterized by increases in policy interest rates, reduction in money supply, and stricter credit conditions is often implemented to curb inflation and stabilize currency (CBN, 2020). However, it has significant implications for development finance flows, particularly in emerging economies like Nigeria (Ajibola et al., 2024). Monetary tightening raises the cost of borrowing domestically and internationally, discouraging private sector investment and slowing access to long-term financing for infrastructure, small and medium enterprises and social projects (Jimoh & Ijaiya, 2021). Foreign direct investment inflows may also decline as tighter global monetary conditions reduce investors’ risk appetite and shift capital toward safer assets in advanced economies (Mohammed et al., 2024; Ogbodo et al., 2024). 
Development finance flows to Nigeria’s economy stems from the need to bridge infrastructure gaps, promote industrial growth, and enhance economic diversification. Development finance flows through foreign direct investments supports critical sectors such as agriculture, energy, and small and medium enterprises, fostering job creation and poverty reduction (Mohammed et al., 2024; Ogbodo et al., 2024). In a capital constrained environment, these flows provide long-term funding at favourable terms, complementing domestic resources. Thus, mobilizing and sustaining such flows is essential for achieving Nigeria’s development objectives (World Bank, 2023). Despite its potential, Development finance flows in Nigeria faces several challenges, including inadequate infrastructure, macroeconomic instability, policy inconsistency and regulatory uncertainty create unpredictability in the investment climate, reducing the inflow of long-term development capital (Ogwuche & Obiaje, 2023).   Addressing these issues requires strategic reforms to enhance investment depth, improve regulatory frameworks, and attract long-term financing. Therefore, the study is focused on analyzing the impact of monetary tightening on development finance flows and investment sustainability in Nigeria.
Previous research on Nigeria development finance flows is grounded in traditional trade theories, largely overlooking the detailed relationship between monetary tightening and development finance flows. Comprehensively in examining how the variables impacted the frequent finance inflows to the sustainability of investment in Nigeria economy (Ali et al., 2020; Egbetunde & Abayomi, 2024; Ariyibi, et al., 2025; Mayowa et al., 2025) with none addressing the monetary tightening on development finance flows in emerging economies especially the Nigerian economy using quarterly data. Therefore, to bridge these knowledge and study gap, this study is focused on monetary tightening, and it impact on development finance flows on investment sustainability in Nigeria. The concern objective to the study is to examine impact of monetary policy rate on development finance flows in Nigeria.
2 LITERATURE REVIEW 


Monetary tightening and development finance flows is a concern topic in the specialized economic literature. Hence, contractionary monetary policy rate has impact on investment to the country economic development. A rise in monetary policy rate is commonly used to curb inflation, currency depreciation, excessive credit growth or capital outflows. On the contrary, by cutting the monetary policy rate, central bank might be seeking to boost economic activities by fostering credit expansion in order to gain competitiveness. The persistent increase in MPR from 26.25, 26.75 and to 27.5 percent (CBN, 2025) calls for the investigation on the impact on financial inflows to developing economy. Among the major determinant of economic development in Nigeria is foreign direct investment inflows, while the government of the country has seen it as a dynamic way to strengthen the country through diversification and expansion of exports, generation of employment fortunes and improvement of industrial productivity (World Bank, 2020). Ashakah and Ogbebor (2020) argued that Foreign direct investment inflows make a critical contribution to economic growth in African countries. Tiberto and Mendonça (2023) argue that developing and emerging economies received huge volume of Foreign direct investment inflows. Shittu et al. (2023) reported that some monetary policy tools like interest rate and exchange rate in recent time in Nigeria was not in favour of improving in the volume of funds to businesses in Nigeria due to poor infrastructural facilities and high cost of operating in such a volatile environment. Significant efforts are being directed toward stimulating investment growth, with development finance serving as a key channel for mobilizing resources from developed to developing economies. Through mechanisms such as foreign aid, concessional and commercial credit, and market-based instruments, development finance facilitates the transfer of capital, expertise, and opportunities, thereby supporting economic transformation and sustainable growth in less-developed regions especially in Nigeria.

2.1 Empirical 
Emenuga (2019) study effects of macroeconomic factors on the flow of FDI into Nigeria from 1986 to 2017. The CBN Annual Report served as the source for information on foreign direct investment (FDI), gross domestic product (GDP), government size (GOVT), exchange rate (EXR), inflation rate (INF), and interest rate (INT). Techniques for estimating the error correction model and the ARDL cointegration bounds test were used. The results of the ARDL showed that FDI in Nigeria was highly influenced by the currency rate, interest rate, GDP, and government size. The study found a long-term association between macroeconomic factors and foreign direct investment in Nigeria and suggested that the Nigerian government should support economic policies that would draw in more foreign direct investment. However, this study used quarterly data to examine the independent variables and its impact on FDI to have more insight of the economy in Nigeria.  
Kingsley (2023) Examine the effect that specific macroeconomic factors have on the amount of foreign direct investment (FDI) flowing into Nigeria. The ex-post facto research design was adopted, and it used exchange rate, inflation rate, monetary policy rate (MPR), and gross domestic product growth (GDP) rate as the macroeconomic variables. The quantity of inflow between 1986 and 2020 was made up of FDI (dependent variable). Because the model variables were integrated in a mixed order of both level and first difference, the autoregressive distributed lag (ARDL) technique was used. The selected macroeconomic variables and FDI were bound by a long-run connection, according to the results of the ARDL bounds test for cointegration. The calculated short-run coefficients showed that GDP growth rate and monetary policy rate were the primary macroeconomic variables that considerably increased FDI inflow in Nigeria, whereas inflation and exchange rate were the major macroeconomic variables that significantly decreased FDI inflow. In the long term, the GDP growth rate and the exchange rate had a beneficial influence on FDI influx, whereas the monetary policy rate had a large negative effect. According to these empirical findings, it is advised that Nigeria's monetary authorities should support strong GDP growth, exchange rate stability, and efficient monetary policy rates to draw FDI into the country and create efficient foreign exchange policies that will attract foreign investors. Since the study was based on time series data, Fully Modified Ordinary Least Square regression should have been suitable as it will take care of the issue of endogeneity and serial correlation which is associated with time series data. 
Mayowa et al (2025) Investigate the effect of financial flows (external and internal) on environmental sustainability in Nigeria, testing the environmental Kuznets hypothesis. Methods: The study employed secondary data sourced from the Central Bank Statistical Bulletin and World Development indicator. The period of the inquiry was from 1991 to 2022, both years inclusive. The study employed the auto-regressive distributed lag to determine the short and long-run relationship between the outcome variables and explanatory variables. Results: The findings revealed that external debt, net export and government expenditure on education has a positive significant effect on CO2 emission. Foreign direct investment, foreign aid and tax revenue have a negative significant effect on CO2 emissions. It is therefore concluded that external debt and net export channeled through capital project and improvement in receipt from export would increase the units in per capital income of the populace, which in the short run would increase the level of CO2 emissions in Nigeria. The study suggests that governments develop policies and incentives that would attract direct foreign investment in green industries and technologies, ensure foreign companies adhere to environmental regulations and standards in the recipient country. The study did not use monetary policy rate and its impact on foreign direct investment variables.	
Ariyibi et al. (2025) examines influence of developmental flows on agricultural output in Nigeria using secondary data from the Food and Agriculture Statistics of the United Nation Organization, for the period of 1991 to 2023. The study employed the Auto regressive Distributed Lag Length to determine the short and long-run relationship between the outcome variable and independent variable. Findings revealed that Credit to agriculture and multi-lateral donor has positive significant effect on Agricultural output while foreign direct investment in agriculture has a negative significant effect on Agricultural output. The study suggests that effectiveness of funding mechanisms depends on alignment with local needs, efficient resource utilization, and appropriate policy frameworks. Policymakers must focus on enhancing credit accessibility to support farmers directly, as it demonstrates the most consistent positive impact on agricultural output. It therefore recommended that government should investigate the structural and operational barriers limiting the positive impact of FDI on agricultural productivity in Nigeria. This study focused on influence of FDI on agricultural output which is different from the motive of our study using econometric model.
Iheanachor and Ozegbe (2021) investigated the impact and relationship of foreign direct investment and sustainable development in Nigeria and Ghana. It explored how foreign direct investment and real gross domestic product influence the social and environmental component of sustainable development goals. The study was anchored on the two-gap theory of Harrod Domar (1948, 1957). The variables include real gross domestic product (Economic), expenditure on health and education (social), CO2 emission (Environmental) and gross capital formation. The findings revealed that foreign direct investment has a positive impact on economic sustainability in Nigeria and Ghana, but foreign direct investment has positive insignificant impact on social sustainability in Nigeria and Ghana. Foreign direct investment enhances environmental sustainability in both countries. The enquiry is unique in capturing the level and stage of sustainable development goals, but the combination of variable may not address goals of attracting investment in Nigeria, which are separate economic development goals. This study did use quarterly data to see the relationship between the variables.
Ayamba et al. (2020) investigated the impact of foreign direct investment on sustainable development in China. Adopting a secondary data from the China Statistical Yearbook, from 1995 to 2016. The Johansen co-integration test, vector error correction model, impulse response and variance decomposition were employed in drawing out inferences. The variables include foreign direct investment, industrial solid waste, industrial sulphur dioxide and industrial smoke and dust, research and development and per capita output. The findings reveal that foreign direct investment has an insignificant influence on environmental quality in the long-run and helps financing of physical capital deficit. The study did not address the economic situation in Nigeria and separate variables were used to check the impact of macroeconomic variable.
Ali et al. (2020) investigated the relationship between trade openness and foreign direct investment, and institutional performance on environmental quality. The aim to validate or check the environmental performance from the ecological footprints, which is different from the usual CO2 and SQ2 which many studies have applied in their enquiry. The study applied the dynamic common correlated effects Western error correction model, panel co-integration test. The study only addressed the third pillar of the sustainable development goals. The study was able to identify the usage of a unique and global measurement of environmental sustainability. The study used separate model and technique to address the relation between monetary tightening variables on development finance flows in Nigeria.
Egbetunde et al. (2024) investigates effect of monetary policy and financial development on Foreign Direct Investment (FDI) inflow in Nigeria. Prior Work: The existing literature shows that nexus between monetary policy, financial development and FDI inflow remains bone of contention and this study provides empirical evidence in Nigeria for appropriate policy formulation. Approach: The study uses ARDL econometric technique. Results: The results show that monetary policy and financial development had long run influence on FDI inflow in Nigeria; and further show that in the long run monetary policy had significant and positive influence on FDI inflow but had significant and negative influence in the short run. Likewise, financial development had long run positive and significant impact on FDI inflow but had significant and negative effects in the short run. The study concludes that monetary policy and financial development play a pivotal and substantial role in attracting FDI inflow in Nigeria. Implication: The study recommends that monetary authority in the country should put in place appropriate macroeconomic mechanism, efficient monetary policy and strong financial institutions that will attract more FDI inflows into the country. Value: The study establishes causal effect of monetary policy and financial development on FDI inflow in Nigeria. However, this study used quarterly data to check current trend and contribution of both FDI to the economic development of Nigeria.
Hymer’s theory (1976) observed that the main intentions for internationalization of companies are: the desire of firms to control foreign operations rather than license or export, and the existence of market imperfections such as monopolistic or oligopolistic advantages. He argued that firms engage in direct foreign investment to maintain control over resources, reduce competition, and internalize their advantages such as technology and managerial skills. Also, he believed that firm level strategic motives like market control and competitive advantage as the main drivers of foreign direct investment, monetary policy rate plays a supportive role by shaping the macroeconomic environment in which these decisions are made. In essence, a favourable interest rate policy can enhance the attractiveness of a country for foreign direct investment, especially when aligned with macroeconomic stability, which reinforces the conditions necessary for firms to exert the kind of control. Dunning (2000) asserts that corporations engage in foreign direct investment when a location's characteristics are combined with ownership and internationalization benefits to make the area desirable for investment. A rise in monetary policy rate increases borrowing costs in a host country. This can discourage foreign direct investment by making local financing more expensive for foreign investors as well as joint ventures.

3 RESEARCH METHODOLOGY 


This study adopts descriptive research design, specifically ex post facto research design. Quarterly time series data covering the period 2015Q1 to 2024Q4 from (CBN, 2025) statistical bulletin was used for this study. The variables of the study are monetary tightening as independent variables proxy by monetary policy rate and exchange rate as control variable While development finance flows dependent variable proxy by foreign direct investment. Descriptive statistics were used to explain the data. A stationary test was conducted to test for the presence of unit roots test in the time series data. In addition, a Co-integration test was conducted to investigate possible correlation among the variables of this study. The data was analyzed using fully modified ordinary least square (FMOLS) technique through the EViews Statistical package. Post estimation analysis of normality test, Heteroskedasticity test and serial correlation was carried out to test the variables.

The model is specified as follows:

FDI=ƒ(MPR, EXR)…………………………………………….(1)
The econometrics form of equation (I) is represented as:

LOGFDIₜ = α+β₁LOGMPRₜ + β₂LOGEXRₜ + Uₜ…………………… (2)
Where:
LOGFDIₜ = Logarithm of foreign direct investment (Dependent Variable) 
LOGMPRₜ = Logarithm of monetary policy rate at time t (Independent Variable) 
LOGEXRₜ = Logarithm of exchange rate at time t (Control Variable) 





4 RESULTS AND DISCUSSION 


                                                       Table 1: Descriptive Statistics
	                              LOGFDI                   LOGMPR                   LOGEXR

	Mean                      15.295810                    14.843501                    5.980878
Maximum              17.434281                     27.420000                    7.389082
Minimum               14.496261                    11.170000                    5.282798
Std Dev                  0.838907                        4.155502                    0.564607
Observation                40                                40                                40


                                                       Source: Eview Version 10 Output 
The table above demonstrated that the mean value of logarithm of foreign direct investment stand 15.29581, meaning that the foreign direct investment had an average quarterly dept of 15.29% for the period under consideration. The standard deviation value 0.838 that is 8.38%. implying that foreign direct investment was normally distributed because the standard deviation value is less than the mean value. In the same vein, maximum foreign direct investment within the period of this study was 17.43428 or 17.43%. This means that the highest inflows dept of the investment is more than 17% for the period.
Additionally, logarithm of monetary policy rate had a mean of 14.84350 and the standard deviation from the mean was 4.155502. This indicates that the monetary policy rate was normally distributed since the standard deviation is lower than mean. The maximum value within the period under consideration was 27.42000 and the minimum value stand at 11.17000, implies that period under review, monetary policy rate in Nigeria investment do not experience more than 3.3% and 2.6% development quarter.
Similarly, logarithm of exchange rate mean value is 5.980878 while the deviation from the mean was 0.564607. This implies that the exchange rate was normally distributed as the deviation is lower than the mean. The maximum value within the period under consideration was 7.389082, meaning that the highest level of exchange rate per quarter under review was not more than 7.38% while the minimum value stands to be 5.282798.

                                              Table 2 Unit root test
	Variables
	Adj. T.Statistic
	Pro. Value
	Order of integration

	LOGFDI
	        -5.651848
	0.0000
	        1(1)

	LOGMPR
	      -3.232752
	0.0257
	        1(1)

	LOGEXR
	      -4.622137
	0.0006
	        1(1)


                                               Source: Researcher’s computation 
The table shows stochastic non-stationarity in the series, the research established the order of integration of variables through unit root test. The results indicate that LOGFDI, LOGMPR and LOGEXR were not stationary at level. However, it became stationary after first difference. The P-value of the Phillip Perron test statistics are all below 0.05 significant level for this study, meaning the series are suitable for further analysis using cointegration techniques to check both short run and log-run relationships.   

                                                Table 3 Johansen Cointegration Test
	Unrestricted Cointegration Rank Test (Trace)
Hypothesized                                             Trace                     0.05
NO. OF CE(s)            Eigenvalue           Statistic             Critical Value        Prob

	None                          0.329094             26.77428              29.79707            0.1073
At most 1                   0.197757             11.60748            15.49471              0.1768
At most 2                   0.081594             3.234417            3.841466              0.1797
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized                                          Max Eigen
No. of CE(s)          Eigenvalue                Statistic             Critical value       Prob
None                      0.329094                  26.77428             21.13162            0.2774
At most 1               0.197757                11.60748             14.26460            0.3420
At most 2               0.081594                 3.234417             3.841466            0.0721


                               Source: Eview Version 10 Output      
The trace test of Johansen cointegration indicates that LOGFDI, LOGMPR and LOGEXR are not cointegrated within the period of investigation. Both the trace test and max-eigenvalue test failed to reject the null hypothesis of no cointegration at the 0.05 level, showing no stable long-run relationship among the variables. This implies no cointegration exist and no long run relationship between logarithm foreign direct investment, logarithm monetary policy rate and logarithm exchange rate. And, any change in the independent variables will affect dependent variable in short run.

              Table 4 Fully modified OLS regression Analysis
	Variable                Coefficient              Std Error           t-Statistic              Prob

	LOGMPR             -0.028889               0.035886            -0.805023            0.4261
LOGEXR               1.616353               0.268886             6.011294            0.0000
      C                       6.021979              1.176311             5.119377             0.0000
R-squared                0.904253                                    Man dependent var 15.31383
Adjusted R-squared 0.898933                                   S.D. dependent var 0.841993
S.E of regression     0.267678                                   Sum squared resid   2.579457
Long-variance         0.201913


                                                  Source: Eview Version 10
From the regression analysis, the monetary policy rate exerts a statistically insignificant impact on foreign direct investment in Nigeria, implying that its influence is limited in the long run. With the p-value 0.4261 higher than the 5% significant level, indicating that any increase in MPR will automatically decrease the FDI inflows in Nigeria economy. Therefore, the study accepted H01, which states that monetary policy rate has no significant impact on foreign direct investment in Nigeria.
Exchange rate exerts a positive and statistically significant impact on the foreign direct investment, with a coefficient of 1.616353 and p-value 0.0000 which is lower than 5% significant level, this shows that an increase in exchange rate leads to about 1.63% increase in foreign direct investment, suggesting that exchange rate movement are a major driver of FDI.  

                                                  Table 5 Post-Estimation Test
	Description
	Probability Value

	Normality Test
Jargue Bera
P-value
Serial Correlation
F-statistic
P-value
Heteroskedasticity
F-statistic
P-value
	3.871808
0.144294
1.469795
0.2438
2.265016
0.1180


                                                  Source: Eview Version 10 
The table shows post-estimation diagnostic tests conducted to check the estimated model. Jargue Bera normality test revealed a statistic of 3.871808 with a p-value of 0.144294, which is greater than the 5% level of significance. This implies that the variables are normally distributed and regression model not violated.
In the same vein, the Breusch-Godfrey serial correlation test shows a F-statistic of 1.469795 and a p-value of 0.2438; there is no statistically significant evidence to reject the null hypothesis, since the p-value is greater than the 0.05 level. Similarly, the heteroskedasticity test revealed an F-statistic of 2.265016 with a p-value of 0.1180, confirming heteroskedasticity in the model and indicating no problem with heteroskedasticity.
CSUM is used to assess the model's stability within the 5% boundary.



Figure 1: CUSUM                           
Source: Eview Version 10 Output 2025


5 CONCLUSIONAND RECOMMENDATION 


This study used the fully modified ordinary least square model to analyze monetary tightening and its impact on development finance flows in Nigeria for the period of 10 years from 2015Q1 to 2024Q4. Base on the findings of the study, there is no existence of a long run relationship between monetary policy rate, exchange rate and foreign direct investment in Nigeria. The study concluded that monetary policy rate had an insignificant impact on foreign direct investment. This means that the development of the monetary tightening does not contribute to the depth of the development finance flows in Nigeria. In the same vein, exchange rate had a significant impact on foreign direct investment. It indicates that the development of exchange rate in Nigeria doe have a proportionate increase in foreign direct investment. Change in the Monetary policy variables have impact on development finance flows in short run to the Nigeria economy. However, the study recommends that:

i. Policymakers need concerted effort for flexible approach to monetary policy that will encourage investment and balance inflation control for sustainable economic development in Nigeria.
ii. Government should initial structural reforms that will improve on business environment by addressing infrastructural deficit, removing business blockage and strengthening institutional framework in Nigeria.
iii. Finally, monetary policy committee in Nigeria should come up with new template that will help to achieve long run relationship between monetary policy rate, exchange rate and foreign direct investment. Achieving this will go a long way in competing with other developed economies. 
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