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Abstract
This study examines the impact of domestic investment on economic growth in Nigeria, with a focus on the moderating role of institutional quality. Using annual data from 1996 to 2023 and the Autoregressive Distributed Lag (ARDL) model method of estimation, the study finds that a 1% increase in domestic investment leads to a 0.042% increase in economic growth in the short run, but has no significant impact in the long run. However, the interaction between domestic investment and institutional quality has a significant positive impact, with a 1% increase leading to a 0.235% increase in economic growth in the short run and a 0.842% increase in the long run, suggesting that with better institutional quality domestic investment yields significant positive impact on economic growth. The results also shows that a 1% increase in human capital development and institutional quality brings about 0.206% and 0.18% increase in economic growth in the short run, and a 0.314% and 0.19% increase in the long run, respectively.  The study also reveals that a1% increase in financial deepening lead to 0.075% significance increase in economic growth in the long run only. Conversely, a 1% increase in inflation rate leads to a 0.002% significance decrease in economic growth in the short run, but a 0.003% significance increase in the long run. Similarly, finding also indicates that a 1% in trade openness results to a 0.15% significance decrease in economic growth in the short run, and a 0.178% decrease in the long run.  Based on the results, the study recommends that to enhance the effectiveness of domestic investment in Nigeria, the government should prioritize investments in institutional development by allocating a significant portion of the national budget to institutional development initiatives, such as strengthening the judiciary, legislature, and executive branches of government through training and capacity building for judges, lawmakers, and public servants, as well as infrastructure development and upgrades to court and legislative facilities
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1.0 Introduction
Domestic investment is considered as a vital component of a country's economic development as it plays a crucial role in reducing a country's reliance on foreign capital, thereby reducing the risk of external shocks and promoting economic stability. This is particularly important for developing countries, which are often vulnerable to fluctuations in global economic conditions. However, the impact of domestic investment on economic growth is complex and multifaceted. On the one hand, domestic investment can promote economic growth by increasing the capital stock, stimulating innovation, and promoting productivity growth (Çalışkan, 2024). On the other hand, domestic investment can also have negative effects on economic growth, such as crowding out foreign investment, increasing inequality, and promoting rent-seeking behavior (Husnain, et al., 2024). 
One of the key factors that moderate the relationship between domestic investment and economic growth is institutional quality. Institutions, such as the rule of law, property rights, and transparency, control of corruption, regulatory quality play a crucial role in promoting economic growth, as they provide a supportive business environment, protect property rights, and encourage innovation (North, 1990). In countries with high-quality institutions, domestic investment is more likely to promote economic growth, as it enables businesses to operate efficiently, innovate, and create jobs (Husnain, et al., 2024). In contrast, poor institutional quality can hinder the impact of domestic investment on economic growth. In countries with weak institutions, domestic investment may be discouraged by corruption, bureaucratic red tape, and lack of transparency. Corruption, in particular, can undermine the effectiveness of domestic investment, as funds are diverted away from their intended purposes and into the pockets of corrupt officials (Hassan, 2021). This can lead to a misallocation of resources, reduced economic efficiency, and lower economic growth.
Nigeria, Africa's largest economy, presents a compelling case study of the challenges posed by poor institutional quality. Despite its vast natural resources and large market, Nigeria's economic growth has been hindered by a range of factors, including poor institutional quality, corruption, and a lack of domestic investment (World Bank, 2023). The country's institutional framework is characterized by a weak rule of law, inadequate property rights protection, and a lack of transparency (Transparency International, 2023). This has created a hostile business environment, discouraged domestic investment, and hindered economic growth.The consequences of poor institutional quality in Nigeria are evident in the country's economic performance. Nigeria's economic growth has been slow, averaging only 2.1% per annum between 2015 and 2023 (World Bank, 2023). This is lower than the average growth rate for Sub-Saharan Africa, which was 3.4% per annum during the same period (World Bank, 2023). Therefore, it is essential to investigate the impact of domestic investment on economic growth in Nigeria, with a focus on the moderating role of institutional quality.


2.0 Literature Review
2.1 Conceptual Review
According to Agu, et al. (2022), economic growth is "the process of increasing the quantity of goods and services produced by an economy, usually measured by the percentage change in real gross domestic product (GDP)". Another definition by Dornbusch et al. (2011) views economic growth as "an increase in the production of goods and services, which leads to an improvement in the standard of living". For this study, the working definition of economic growth is the sustained increase in the production of goods and services in an economy, measured by the percentage change in real GDP. Furthermore, domestic investment refers to the expenditure on capital goods such as buildings, machinery, and equipment within a country's borders. According to Cyril-Nwuche (2023), domestic investment is "the expenditure on fixed assets, such as buildings, machinery, and equipment, plus the change in inventories". For this study, the working definition of domestic investment is the expenditure on capital goods such as buildings, machinery, and equipment within Nigeria's borders.
Institutional quality refers to the effectiveness and efficiency of a country's institutions in promoting economic growth and development. According to North (1990), institutional quality is "the set of rules, norms, and enforcement mechanisms that shape the behavior of individuals and organizations". Another definition by Kaufmann et al. (2010) views institutional quality as "the extent to which a country's institutions support the rule of law, protect property rights, and promote transparency and accountability". For this study, the working definition of institutional quality is the effectiveness and efficiency of Nigeria's institutions in promoting economic growth and development, including the rule of law, control of corruption, regulatory quality, property rights, and transparency and accountability.
2.2 Theoretical Literature 
This study is grounded in two theories: the endogenous growth theory and the institutional theory.
Endogenous Growth Theory: The endogenous growth theory posits that economic growth is driven by internal factors, such as investments in human capital, research and development, and institutional quality, rather than external factors like technological transfers or foreign investment (Romer, 1990; Lucas, 1988). This theory suggests that economic growth is a result of the accumulation of knowledge and human capital, which leads to increased productivity and economic growth (Lucas, 1988). The endogenous growth theory emphasizes the role of domestic investment in promoting economic growth, as it enables the creation of new capital, stimulates innovation, and increases productivity (Romer, 1990).
Institutional Theory: The institutional theory emphasizes the importance of institutions in shaping economic outcomes (North, 1990). Institutions refer to the rules, norms, and enforcement mechanisms that govern human behavior and economic activity (North, 1990). The institutional theory suggests that high-quality institutions, such as those that protect property rights, promote transparency and accountability, and encourage competition, are essential for promoting economic growth and development (Acemoglu& Robinson, 2012). In the context of this study, institutional quality is expected to moderate the relationship between domestic investment and economic growth in Nigeria. High-quality institutions can provide a supportive business environment, protect property rights, and encourage innovation, thereby enabling domestic investment to have a positive impact on economic growth (North, 1990). On the other hand, poor institutional quality can hinder the effectiveness of domestic investment in promoting economic growth (Acemoglu& Robinson, 2012).
2.3 Empirical Review
The relationship between domestic investment and economic growth has been a subject of intense debate among researchers. Domestic investment is considered a crucial driver of economic growth, as it enables the creation of new capital, stimulates innovation, and increases productivity. However, the impact of domestic investment on economic growth varies across countries and regions. For instance, Bakari&Weriemmi (2024) investigated the causal relationship between domestic investment and economic growth in Arab countries, using annual data from 1990 to 2020 and employing the Vector Error Correction Model (VECM) technique, the empirical analysis revealed that there is no significant long-run relationship between domestic investment and economic growth, however, the study found bidirectional causality between domestic investment and economic growth in the short run. 
Meanwhile, Yedder, et al. (2023) conducted a study on the nexus between domestic investment and economic growth in Middle East and North Africa (MENA) countries, using panel data analysis and covering the period 1998-2022, the empirical results revealed that domestic investment has a positive impact on economic growth, whereas patents do not have any significant incidence on economic growth, and further, the study found that the positive effect of domestic investment on economic growth is not influenced by patents.
Conversely, Sayef (2017) employed Johansen cointegration, VECM and granger causality test to examine the relationship between domestic investment and Algeria’s economic growth from 1969-2015 using secondary data. The result reveals a long run negative relationship between domestic investment and economic growth and a short run positive effect on economic growth meaning that domestic investment has led to economic growth in the short run but cannot be sustained in the long run due to bottlenecks caused by poor management and weak developmental and investment strategies. 
In the case of Nigeria, Ogunjinmi (2022) studied the impact of domestic investment on economic growth in Nigeria, using data from 1981 to 2019 and employing the Autoregressive Distributed Lag (ARDL) estimator technique, the study found a long-run relationship between investment and economic growth in Nigeria, however, the results showed that investment had a negative impact on economic growth in the short run, while in the long run, the relationship was not statistically confirmed, providing policy implications for the Nigerian government to focus on accumulating productive capital to enhance investment activities and promote sustainable economic growth.
Amade et al. (2022) investigated the effects of domestic investment on Nigeria's economic growth, using secondary time series data from 1981 to 2018 and employing the Autoregressive Distributed Lags (ARDL) technique, the results revealed that domestic investment, foreign direct investment, and exchange rate are significant determinants of real GDP in the long run, while foreign direct investment and interest rate are significant determinants in the short term, and the Granger Causality test showed that both domestic investment and foreign direct investment cause economic growth, providing policy implications for Nigerian policymakers to optimize local investment options and normalize exchange rate and trade operations.
Oyedokun&Ajose (2018) examined the impact of domestic investment on Nigeria’s economic growth utilizing secondary data from 1980-2016. They employed Johansen cointegration, and ECM in their analysis which reveals a significant long run relationship between domestic investment and economic growth, also, domestic investment was found to granger cause economic growth. Atuma, et al.(2017) examined the relationship between domestic investment, capital formation and Nigeria’s economic growth from 1980-2014. They employed trend analysis, Johansen cointegration, ECM and granger causality test in their analysis. The result reveals a significant long run negative relationship between domestic investment and capital formation. They also found that both domestic investment and gross fixed capital formation granger cause economic growth.
The studies reviewed have several limitations. Bakari&Weriemmi (2024) focused only on Arab countries, while Yedder et al. (2023) concentrated on MENA countries; Sayef (2017) only examined Algeria, limiting their generalizability. More so, the previous studies failed to capture the moderating role of institutional quality in the relationship between domestic investment and economic growth, neglecting the potential impact of institutional factors on the effectiveness of domestic investment in promoting economic growth.
3.0 Methodology
3.1 Research Design
The study employed a quantitative causal research design which enables the researcher to establish cause-and-effect relationships between variables and to examine the strength and direction of these relationships (Creswell, 2014). The quantitative approach involves the collection and analysis of numerical data, which allows for the testing of hypotheses and the estimation of the relationships between variables (Bryman& Bell, 2015). 
3.2 Data and Source of Data
The study utilized data from multiple sources, including the Central Bank of Nigeria (2023) for Real GDP, Financial Deepening, Trade Openness, and Human Capital Development, the World Development Indicators (2023) for Domestic Investment and Inflation Rate, and the World Governance Indicators (2023) for Institutional Quality, with the interaction term DINV*INSTQ derived from World Development Indicators and World Governance Indicators data.
3.3 Theoretical Framework
This study's theoretical framework is grounded in the endogenous growth model, which posits that economic growth is driven by internal factors such as human capital, research and development, and institutional quality, rather than external factors like technological transfers or foreign investment. The Lucas Endogenous Growth Model (1988) highlights the crucial role of human capital accumulation in driving economic growth, suggesting that investments in education and training can lead to increased productivity and economic growth.The basic equation for the Lucas Endogenous Growth Model is as follows:
Yt = AKtαHtβ ………………………………………………………………………………..3.1
Where Y=is output, A=is a constant representing technological progress, K= is the capital stock, H=is the human capital stock, and α and β are parameters representing the elasticity of output with respect to capital and human capital, respectively.
On the other hand, the Romer Endogenous Growth Model (1990) emphasizes the importance of technological progress, driven by the accumulation of ideas and innovations, in promoting economic growth. In the Romer model, the production function is typically specified as:
Yt = AKtαAtβ ……………………………………………………………………………….3.2
Where: Y=is output, A=is a constant representing the initial level of technological progress, K=is the capital stock, A= is the level of technological progress,  α and β are parameters representing the elasticity of output with respect to capital and technological progress, respectively
To incorporate domestic investment and institutional quality into the model, the study modifies the production function to include these variables, resulting in the equation: 
………………………………………………….……….3.3.
Where: DINV=Domestic Investment, INSTQ=Institutional Quality, 𝛺&𝜆= parameter representing the elasticity of output with respect to domestic investment and institutional quality respectively.This equation suggests that domestic investment and institutional quality can positively impact economic growth in Nigeria, with the magnitude of this impact dependent on the elasticity parameters Ω and λ. 
3.4 Model Specification

This study's model is based on a previous framework developed by Ogunjinmi (2022), which examined the relationship between economic growth and domestic investment, which is presented in equation 3.4 as follows:

Where: ECG=Economic Growth, INV= Domestic Investment, FD= Financial Deepening MPR=Monetary Policy Rate, INF= Inflation Rate, TOPEN= Trade Openness, 

However, this study modifies the original model to better fit its research objectives by removing monetary policy rate, adding human capital development and institutional quality as new variables, and introducing an interaction term between domestic investment and institutional quality as shown in equation 3.5. These changes enable the study to explore the impact of domestic investment on economic growth in Nigeria, while also considering the role of institutional quality in moderating this relationship.

E
Where: HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (product of domestic investment and institutional quality), others as stated in equation 3.1. The model is further presented in econometric form as follows:
…..3.6
Where:=Parameters to be estimated, t=time frame, ε=error term, others as stated in equation 3.1 and 3.4

Table3.1 Summary of Variables 
	Variables
	Measurement
	Apriori Expectation

	Dependent 
	
	

	Economic Growth 
	Measured by Real Gross Domestic Product at 2015 constant  price (Billions N)
	

	Independent 
	
	

	Domestic Investment
	Proxy by Gross fixed capital formation (current USD)
	Positive

	Financial Deepening
	Proxy by domestic credit to private sector (Billion N)
	Positive

	Inflation Rate
	Annual Percentage
	Negative

	Trade Openness
	Ex[port plus import divided by Real GDP
	Positive

	Human Capital Development  
	Proxy by Government Expenditure on Education and Health (Billions of  N)
	Positive

	Institutional Quality
	Measured by the average value of the five indicators of institutions namely; Government Effectiveness, Regulatory Quality, Control of Corruption, Rule of Law, and Executive Opinion
	Positive

	Interaction Term
(DINV*INSTQ)
	Product of Domestic Investment and Institutional Quality
	Positive


Source: Author’s Compilation (2025). 
3.5 Estimation Technique
The estimation technique employed in this study involves a three-stage approach. Firstly, the Augmented Dickey-Fuller (ADF) unit root test is used to examine the stationarity properties of the variables (Dickey & Fuller, 1979). This is necessary to ensure that the variables are integrated of the same order, which is a prerequisite for estimating the Autoregressive Distributed Lag (ARDL) model (Pesaran& Shin, 1999). Secondly, the ARDL bounds test is employed to determine the existence of a long-run relationship between domestic investment, institutional quality, and economic growth in Nigeria (Pesaran et al., 2001). Finally, the ARDL model is estimated to examine the short-run and long-run dynamics of the relationship between the variables, with institutional quality serving as a moderating variable 
4.0 Results and Discussion 
4.1 Descriptive Statistics of the Variables
The summary of descriptive statistics is displayed in Table 4.1 
Table 4.1: Descriptive Statistics of the Variables
	 
	ECG
	DINV
	FD
	INF
	TOPEN
	HCD
	INSTQ
	DINV*INSTQ

	 Mean
	50244.82
	9117.13
	11.26
	13.20
	323.02
	436.01
	9.78
	91110.57

	 Median
	52327.31
	9087.54
	10.81
	12.38
	285.16
	266.05
	11.17
	101826.70

	 Maximum
	76684.94
	11445.86
	19.60
	29.27
	898.36
	1221.62
	12.17
	131627.40

	 Minimum
	22568.87
	6860.44
	6.15
	5.39
	66.69
	53.76
	4.17
	31709.69

	 Std. Dev.
	19115.01
	1268.37
	3.44
	5.41
	204.24
	376.33
	2.63
	31847.97

	Skewness
	-0.16
	0.11
	0.80
	1.10
	0.91
	0.72
	-1.04
	-0.56

	 Kurtosis
	1.48
	1.94
	3.09
	4.32
	3.68
	2.23
	2.53
	1.89

	Jarque-Bera
	2.83
	1.37
	2.97
	7.70
	4.42
	3.08
	5.32
	2.87

	 Probability
	0.24
	0.50
	0.23
	0.02
	0.11
	0.21
	0.07
	0.24

	Observations
	28
	28
	28
	28
	28
	28
	28
	28


Source: Authors computation (2025) using EVIEWS 9. Where: ECG=Economic Growth, DINV=Domestic Investment, FD=Financial Deepening, INF=Inflation Rate, TOPEN=Trade Openness, HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (Product of Domestic Investment and Institutional Quality)
From the results in Table 4.1, the maximum and minimum values of the variables indicate a significant range of variation. For instance, economic growth ranges from 22568.87 to 76684.94, while domestic investment ranges from 6860.44 to 11445.86. The skewness values of the variables indicate that most of them have a left-skewed distribution, except for financial deepening and inflation rate which have a right-skewed distribution. The skewness values range from -1.04 for institutional quality to 1.10 for inflation rate. The kurtosis values of the variables indicate that most of them have a platykurtic distribution (less peaked than a normal distribution), except for financial deepening and inflation rate which have a leptokurtic distribution. The Jarque-Bera test results indicate that the variables have a normal distribution, except for inflation rate which have a probability value less than 0.05. 

4.2: Unit Root Test of the Variables
The Augmented Dickey-Fuller (ADF) test was employed to determine the order of integration for each variable with results reported in Table 4.2
Table 4.2: Summary of Unit Root Test results at Trend and Intercept
	Augmented Dickey-Fuller (ADF),

	Variables

	Test Statistics at Level
	5% Critical Value at Level
	P Value
at Level (5%)
	Test Statistics at First Difference
	5% Critical Value at First Difference
	P Value
at First Difference (5%)
	Order of Integration

	ECG
	0.357
	-3.588
	0.998
	-3.617
	3.595**
	0.023
	I(1)

	DINV
	-5.528
	-3.595*
	0.001
	-9.128
	-3.603
	0.000
	I(0)

	FD
	-3.199
	-3.595
	0.107
	-3.635
	-3.595**
	0.049
	I(1)

	INF
	-4.469
	-3.588*
	0.008
	-5.107
	-3.645
	0.003
	I(0)

	TOPEN
	-1.959
	-3.588
	0.597
	-4.884
	-3.595**
	0.003
	I(1)

	HCD
	-2.966
	-3.588
	0.159
	-6.187
	-3.595**
	0.000
	I(1)

	INSTQ
	-1.072
	-3.595
	0.915
	-8.327
	-3.595**
	0.000
	I(1)

	DINV*INSTQ
	-1.404
	-3.603
	0.834
	-7.077
	-3.603**
	0.000
	I(1)


Source: Authors computation (2025) using EVIEWS 9. Where: ECG=Economic Growth, DINV=Domestic Investment, FD=Financial Deepening, INF=Inflation Rate, TOPEN=Trade Openness, HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (Product of Domestic Investment and Institutional Quality) * & ** indicate stationary at level and first difference respectively
The ADF test revealed that Economic Growth, Financial Deepening, Trade Openness, Human Capital Development, Institutional Quality, and the interaction term (DINV*INSTQ) are non-stationary at the level but become stationary when differenced once, indicating that they are integrated of order one I(1). In contrast, Domestic Investment and Inflation Rate are found to be stationary at the level, indicating that they are integrated of order zero I(0). 
4.3: Correlation Estimate of the Variables
The study estimates the degree of the relationship between the variables using correlation matrix and presented the results in Table 4.3
Table 4.3: Correlation Estimate of the Variables
	
	ECG
	DINV
	FD
	INF
	TOPEN
	HCD
	INSTQ
	DINV*INSTQ

	ECG
	1.00
	
	
	
	
	
	
	

	DINV
	0.78
	1.00
	
	
	
	
	
	

	FD
	0.59
	0.36
	1.00
	
	
	
	
	

	INF
	-0.71
	-0.05
	0.06
	1.00
	
	
	
	

	TOPEN
	-0.86
	0.50
	0.55
	0.28
	1.00
	
	
	

	HCD
	0.91
	0.57
	0.43
	0.24
	0.52
	1.00
	
	

	INSTQ
	0.87
	0.61
	0.65
	-0.10
	0.43
	0.68
	1.00
	

	DINV*INSTQ
	0.94
	0.84
	0.60
	-0.06
	0.40
	0.50
	0.94
	1.00


Source: Authors computation (2025) using EVIEWS 9. Where: ECG=Economic Growth, DINV=Domestic Investment, FD=Financial Deepening, INF=Inflation Rate, TOPEN=Trade Openness, HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (Product of Domestic Investment and Institutional Quality), 
The correlation analysis reveals that economic growth is strongly correlated with domestic investment (0.78), human capital development (0.91), institutional quality (0.87), and the interaction between domestic investment and institutional quality (0.94), indicate a positive relationship between these variables and economic growth. Conversely, financial deepening exhibits a weaker correlation with economic growth (0.59), while trade openness (-0.86) and inflation rate (-0.71) display negative correlations. One possible justification for the negative correlation between trade openness and economic growth is that Nigeria's increased exposure to international trade may have led to a surge in imports, which could have negatively impacted domestic industries and led to a decline in economic growth. Additionally, the negative correlation between inflation rate and economic growth suggests that high inflation rates in Nigeria may have eroded the purchasing power of consumers, reduced the competitiveness of domestic businesses, and ultimately hindered economic growth.
4.4: ARDL Bounds Test to Cointegration
The result of the ARDL Bound Test to cointegration is presented in Table 4.4
Table 4.4: ARDL Bounds Test to Cointegration
	Null Hypothesis: No long-run relationships exist

	ECG, DINV, FD,  INF,  TOPEN, HCD,  INSTQ,  DINV*INSTQ

	Test Statistic
	Value
	K
	
	

	F-statistic
	 5.817239
	7
	
	

	Critical Value Bounds
	
	

	Significance
	I0 Bound
	I1 Bound
	
	

	10%
	2.03
	3.13
	
	

	5%
	2.32
	3.5
	
	

	2.5%
	2.6
	3.84
	
	

	1%
	2.96
	4.26
	
	


Source: Authors computation (2025) using EVIEWS 9. ECG=Economic Growth, DINV=Domestic Investment, FD=Financial Deepening, INF=Inflation Rate, TOPEN=Trade Openness, HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (Product of Domestic Investment and Institutional Quality),

From the results in Table 4.4, the test statistic value is 5.817239, which is greater than the critical value bounds at all significance levels (10%, 5%, 2.5%, and 1%). This indicates that the null hypothesis of no long-run relationships should be rejected, suggesting that a long-run relationship exists between the variables.
4.5: ARDL Short Run and Long Run Estimate
The study employed the Akaike Information Criterion (AIC) to automatically select the optimal lag length, resulting in the adoption of the ARDL (1, 1, 2, 2, 2, 2, 0, 2) model, with the estimated short-run and long-run coefficients reported in Table 4.5.


Table 4.5: ARDL Short Run and Long Run Estimate
	    DV= Δ(ECG)     Selected Model: ARDL(1, 1, 2, 2, 2, 2, 0, 2)

	Short Run Estimate

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	

	
	
	
	
	

	Δ(LDINV)
	0.042**
	0.015
	2.896
	0.021

	Δ(LFD)
	0.069
	0.046
	1.492
	0.186

	Δ(LFD(-1))
	-0.040
	0.039
	-1.032
	0.342

	Δ(INF)
	      0.023
	0.011
	2.192
	0.071

	Δ(INF)
	-0.002**
	0.001
	-2.722
	0.035

	Δ(LTOPEN)
	-0.150
	0.052
	-2.874
	0.028

	Δ(LTOPEN(-1))
	0.048
	0.031
	1.563
	0.169

	Δ(LHCD)
	0.206**
	0.064
	3.244
	0.018

	Δ(LHCD(-1))
	0.154*
	0.035
	4.393
	0.005

	Δ(INSTQ)
	0.018**
	0.007
	2.425
	0.046

	Δ(LDINV_INSTQ)
	0.235**
	0.080
	2.948
	0.021

	Δ(LDINV*INSTQ(-1))
	0.046
	0.064
	0.716
	0.501

	ECT(-1)
	-0.909*
	0.259
	-3.511
	0.013

	
	
	
	
	

	Long Run Estimate

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.   

	
	
	
	
	

	
	
	
	
	

	LDINV
	0.836
	0.516
	1.620
	0.157

	LFD
	0.075
	0.037
	2.046
	0.087

	INF
	0.003**
	0.001
	2.842
	0.030

	LTOPEN
	-0.178*
	0.040
	-4.406
	0.005

	LHCD
	0.314*
	0.032
	9.934
	0.000

	INSTQ
	0.019**
	0.006
	2.987
	0.023

	LDINV*INSTQ
	0.842**
	0.375
	2.246
	0.046

	C
	3.472
	0.515
	6.746
	0.001

	
	
	
	
	


R Square=0.913, F Sta.=0.003
	Source: Authors computation (2025) using EVIEWS 9. Where: Δ =Difference, ECG=Economic Growth, DINV=Domestic Investment, FD=Financial Deepening, INF=Inflation Rate, TOPEN=Trade Openness, HCD=Human Capital Development, INSTQ=Institutional Quality, DINV*INSTQ=Interaction Term (Product of Domestic Investment and Institutional Quality), ECT=Error Correction Term,*&** indicate 1% & 5% significance levels, respectively.



The results showed that there is a significant positive relationship between domestic investment and economic growth in the short run, and the coefficient indicates that a 1% increase in domestic investment leads to a 0.042% increase in economic growth in the short run, but has an insignificant impact in the long run. This outcome can be justified by the Keynesian theory, which emphasizes the role of investment in driving economic growth in the short run (Keynes, 1936). However, in the long run, domestic investment may be subject to diminishing returns or may not be sufficient to drive sustained economic growth without complementary factors such as technological progress, institutional development, and human capital accumulation (Romer, 1990; Barro, 1991; Solow, 1956; Swan, 1956).This result is consistent with results of Ogunjinmi (2022) who found an insignificant positive impact of domestic investment on economic growth but it is in contrast with the finding of Amade et al. (2022) who found a significant positive impact in the long run.

On the other hand, the results indicated that there is a significant positive relationship between Institutional Quality and Economic Growth in both the short run and long run, suggesting that a 1% increase in Institutional Quality leads to a 0.18% increase in Economic Growth in the short run and a 0.19% increase in the long run. The significant positive relationship between Institutional Quality and Economic Growth in both the short and long run is consistent with the notion that well-functioning institutions provide a conducive environment for economic growth (Acemoglu et al., 2001).This study's result is reinforced by earlier research, including Wandeda et al. (2024) and Ali (2022), which similarly found that institutional quality plays a crucial role in driving economic growth.
Moreover, the analysis revealed that there is a significant positive relationship between the interaction of domestic investment and institutional quality (DINV*INST) and economic growth in both the short run and long run, and the coefficient indicates that a 1% increase in the interaction term leads to a 0.235% increase in economic growth in the short run and a 0.842% increase in the long run. This finding is consistent with the notion that well-functioning institutions provide a conducive environment for investment to thrive, by ensuring property rights, contract enforcement, and reducing corruption (Acemoglu et al., 2001)
In the same vain, findings indicated that there is a significant positive relationship between financial deepening and economic growth in the long run, and the coefficient indicates that a 1% increase in financial deepening leads to a 0.075% increase in economic growth in the long run, but has an insignificant impact in the short run.This finding is consistent with the theory of financial development, which posits that financial deepening can lead to increased economic growth by reducing transaction costs, improving risk management, and enhancing the overall efficiency of the financial system (Schumpeter, 1911; McKinnon, 1973; Shaw, 1973).
Similarly, findings revealed that there is a significant positive relationship between Human Capital Development (LHCD) and Economic Growth in both the short run and long run, and the coefficient indicates that a 1% increase in Human Capital Development (LHCD) leads to a 0.206% increase in Economic Growth in the short run and a 0.314% increase in the long run. This finding is consistent with the human capital theory, which posits that education and training enhance the productivity of workers, leading to increased economic growth (Becker, 1962; Mincer, 1974).This study's results align with the findings of Bekele et al. (2024) and Keji (2021), which also highlight the importance of human capital development in driving economic growth.
Conversely, the results showed that there is a significant negative relationship between inflation rate and economic growth in the short run, with a 1% increase in inflation rate leads to a 0.002% increase in economic growth while in the long run the relationship is positive and significant with a 1% change in inflation results to 0.003% increase in economic growth.This is consistent with the monetarist theory, which argues that moderate inflation can lead to increased economic activity by stimulating investment and consumption (Friedman, 1968). 
The results also revealed that there is a significant negative relationship between trade openness and economic growth in both the short run and long run. Specifically, a 1% increase in trade openness leads to a 0.15% decrease in economic growth in the short run and a 0.178% decrease in the long run.The negative impact of trade openness on economic growth can be justified by the fact that increased trade openness can lead to increased competition from foreign firms, which can negatively impact domestic industries and lead to decreased economic growth. Additionally, the negative impact of trade openness on economic growth may also be due to the fact that Nigeria's economy is heavily reliant on oil exports, and increased trade openness may lead to increased imports of manufactured goods, which can negatively impact the country's trade balance and economic growth. This finding is in contrast with the findings of studies such as Javed et al. (2023), Mumtaz&Younas (2021),  which all found that trade openness has positive impact on economic growth
In addition, the error correction term (ECT(-1)) exhibits a significant negative coefficient of -0.909. The significant negative coefficient of -0.909 indicates that approximately 90.9% of the disequilibrium in the economic growth model is corrected in the subsequent period, suggesting a relatively fast adjustment process. This implies that the economy is able to quickly respond to shocks and deviations from its long-run equilibrium, and that the variables in the model are able to converge to their long-run values within a relatively short period of time. This finding is consistent with the concept of cointegration, which suggests that variables that are integrated of the same order can be cointegrated, meaning that they tend to move together in the long run (Engle and Granger, 1987).More so, the R Square value of 0.913 suggested that about 91% of economic growth is explained by the explanatory variables considered in this study. The p value of the F Sta. (0.003), suggested that the explanatory variables are jointly significant to explain economic growth 
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Table 4.6: Diagnostic Test of the model
	Breusch-Godfrey Serial Correlation LM Test:
	

	
	
	
	
	

	
	
	
	
	

	F-statistic
	0.633481
	    Prob. F(1,5)
	0.4622

	Obs*R-squared
	2.923682
	    Prob. Chi-Square(1)
	0.0873

	
	
	
	
	

	Heteroskedasticity Test: Breusch-Pagan-Godfrey

	
	
	
	
	

	
	
	
	
	

	F-statistic
	2.138285
	    Prob. F(19,6)
	0.1763

	Obs*R-squared
	22.65433
	    Prob. Chi-Square(19)
	0.2529

	Scaled explained SS
	1.021849
	    Prob. Chi-Square(19)
	1.0000


Source: Authors computation (2025) using EVIEWS 9.

Figure 4.1: Normality Test: Jarque-Bera
Source: Authors computation (2025) using EVIEWS 9.


Figure 4.2: Stability Test: CUSUM 
Source: Authors computation (2025) using EVIEWS 9.
The Breusch-Godfrey Serial Correlation LM Test in Table 4.6 reveals that the null hypothesis of no serial correlation cannot be rejected, with a probability value of 0.4622, suggesting that the model's residuals are randomly distributed and do not exhibit significant serial correlation. Furthermore, the Breusch-Pagan-Godfrey Heteroskedasticity Test indicates that the null hypothesis of homoskedasticity cannot be rejected, with a probability value of 0.1763, suggesting that the model's residuals have constant variance. Additionally, the Jarque-Bera Normality Test (Figure 4.1) indicates that the residuals are normally distributed, which is a desirable property for the model's residuals. Finally, the CUSUM Stability Test (Figure 4.2) reveals that the model's coefficients are stable over time, indicating that the model's parameters are consistent and do not exhibit significant structural breaks. 
5.0    Conclusion and Recommendations
This study has explored the impact of domestic investment on economic growth in Nigeria, with a focus on the moderating role of institutional quality. The results suggest that domestic investment has a positive insignificant impact on economic growth in the long run, implying that Nigeria's economic growth strategy should prioritize investments in institutional development to enhance the effectiveness of domestic investment. The positive and significant influence of human capital development and institutional quality on economic growth highlights the need for government to tailor its policies toward investing in education and healthcare, as well as promoting economic development to strengthen institutions. Conversely, the negative impact of trade openness on economic growth suggests that Nigeria should adopt a cautious approach to trade liberalization to avoid adverse effects on economic growth. Furthermore, the significant interaction between domestic investment and institutional quality highlights the importance of strong institutions in ensuring that domestic investment yields positive economic returns. 
Based on the results, the study recommended the following:
i. Government should providing incentives for domestic investors to invest in key sectors of the economy, such as tax breaks and subsidies, can also help to promote domestic investment. 
ii. To enhance the effectiveness of domestic investment in Nigeria, the government should prioritize investments in institutional development by allocating a significant portion of the national budget to institutional development initiatives, such as strengthening the judiciary, legislature, and executive branches of government through training and capacity building for judges, lawmakers, and public servants, as well as infrastructure development and upgrades to court and legislative facilities
iii. Government should improve the human capital development tailoring its policies toward investing in education and healthcare, such as increasing the budget allocation for education and healthcare, implementing programs to improve the quality of education and healthcare, and providing training and capacity-building programs for public officials. 
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