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environment)?, In de :loping countries, particularly, the sub-Saharan African
countries {SSA}, harnessing domestic investment for growth is contingent on the
relative stability in the level of governance indicatars® which are known to be
high  volatile for the region. As a corollary, countries sthin the region are
politically endowed with long histories of poor and bad gove ance. This
assertion is further comoborated by Akanbi {2010) when he submitted that poor
governance that is reflected in the unstable political environment in most African
countries has been a major hindrance to increasing domestic investment over
the years. Thus, modeling investment determinants for countries in the sub-
region requires accounting for the structure of governance. Failing to account
for governance indicators might make the study to be suffering from omitted
variables bias, thus making the emanated findings to be interpreted with a high
order of caution and while at the same time subjecting policy messages
the from to be viewed with a high degree of skepticism.

Nigeria, just like other African countries, has witnessed substantial reductions in her
share of foreign direct investment (FDI) flows. The influx of these fic s dwindled in
the wake of the financial crisis thus portending that foreign capital or other
assistance as it were, may not be a sustainable source for long-term economic
growth. Forinstance, available statistics show that FDI fell by 60% from US5$6 billion
in 2009 to $2.3 billion in 2010, Apart from these devetopments, the country has
also experienced a spate of crises occasioned by poor and bad governances.
Thus, accounting for the role of governance fowards domestic investment
mokbilization is the central focus of this paper.

Arguably, a large body of empirical studies has examined the determinants of
investment from both developed and developing nations' expe nces but hardly
have studies from the tter controlled for governance indicators in their model
estimations. For instance, most studies from the developing economies exclusively

wcused on the determinants of investment using macroeconomic and financial
variables while ignoring the role played by political institutions. Such studies
include Sh. k, 1992; Oshikoya, 1994; Ghura and Godwin, 2000; Ndikumana 2000;
Du Toit and Moolman, 2004 and Bayraktar and Fofack, 2007. Fewer stu..2s
however, only examined the importance of the cor  Iry-specific instituti - al and
political environment as a determining factor in explaining investment. These
include Mody and Srinivasan {1998), Altomonte (2000}, Bevan and Estrin {2000)
but Globerman and Shapiro {2002) specifically investigated hc¢  governance

2 See (OECD, 200!1aq) for more details
I These include voice and accountability, political stability and absence of viclence/terorism,
government effectiveness, regulatory quality and rule of law
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constraints (Serven and Solimano, 1992). Therefore, investment d .ends both on
profitability and on the prevailing sales constraints, which determine the rate of
capacity utilisation {Serven and Solimano, 1992). Criticism of the models arises
because the models are not clear on the role of cash flow,

It is discemable from the brief theoretical expositions that private investment
variables can be drawn from different :hools of thought namely: Keynesian,
neoclassical, neoliberal and uncertainty since each of them has its inherent
drawbacks.

1.2 A Brief Review of Previous Empirical Studies on Investment

Dailami and Walton (1992) examined the behavior of private investment in
limbabwe over the period 1970 to 1987. The results showed th | rivate
investment is positively related to GNP growth, red! interest rate, reat effective
exchange rate, and the lagged dependent variable, and negat :ly related to
the government bond vyield, relative price of capital goods, and real wage.
Asante (2000}, analyzed the determinants of private investment in Ghana using a
time series analysis and complementing it with a cross-sectional one over the
period 1970-1992. The results showed that the varigbles that had a significant
positive relationship with investment are: lagged investment, public investment,
private sector credit, real interest rate, and real ex  ange rate. Trade, political
instability. macroeconomic instat  ;, and the growth rate of real GDP all had a
negative relationship with private investment. Ribeiro (2001} employed the
Johansen multivariate co-integration technique and Engle-Granger Two-step
approach to model private-sector investment in Brazil during the period 1956-
19946. The results reveal a positive impact of output, public investment and
financial variables and the negative effect of exchange rate. He also
conducted weak exogeneity and superexogeneity tests and the results
confirmed the importance of credit and public investment as economic policy
insfruments.

Luintel and Mavrotas (2005) investigated domestic private investment behaviour
in a panel of 24 low-income and middle-income countries spanning the period
1981-2000. The paper rigorously addresses (i} the cross-country heterogeneity in
private investment behaviour, and (i} endogeneity. Indicators of financial sector
development and other standard macroeconomic determinants of private
investment appear significant in explaining private investment behc  sur in the
sample; however, the estimated par eters and adjustment dynamics exhibit
important cross-country differences. Lesotiho {2006) support the existence of a
short-run dynamic adjustment and the long run equilibrium relationship between
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investment in Nigeria using a neoclassical supply-...le model  er the period 1970
to 2006. To achieve this objective, he therefore employed the Johansen
estimation techniques. The results show that real output, user cost of capital, and
the level of finan_.ul development and the governance indicators are  _ ificant
determinants of domestic investment in Nigeria.

1.3 Empirical Studies between Governance and Investment

The paticular literature that crafts a role for governance in investment
determinant space is still sparse and highly restricted to the developed countries,
and are mostly cross-country studies.. Examples of such studies include Ngov
{2008) and Aysan et al.{unpublished}.

Ngov (2008) study focused on the impacts of governance on foreign direct
investment and promoting domestic investment and growth performance in
three different income group of countries: low income, middle income and high
income groups. Using intra-group regression method., he finds that governance is
positively correlated with per capita growth rate in the middile and high but not in
low income groups. Rather, governance is found to have a posilt 2 relationship
with total investment {domestic investment plus FDI) ratio but not with FDI inflow
ratio, suggesting the impacts of governance on domestic investmer  Aysan et al
(unpublished]) examined the governance institutions and private investment in
Middle East and North Africa {MENA) region, Their results show the importance of
governance in private investment decisions. They were able to establish the
important component of administrative quality over less robust result of public
accountability. Their results also stress that  uctural reforms -- such as financial
development and trade openness and human development affect private
investment decisions directly, and/or through their positive impact on
governance. Also, Aysan et al {unpublished) empirically show that the perceived
quality of governance is an important determinant of the private investment
decisions in the developing countries by stressing the existence of different types
of possible measures of governance. Different types of governance; namely
"Quality of Administration” [QA}, "Political Accountability” (F.., and "Pol :al
Stability” (PS) are confirmed to exert their influence on the private investment
t' sugh diverse mechanisms. All of the three indicators were proved to be
significant —although at different levels of significance and magnitudes of
influence for private investment decisions.

in the light of the foregoing, it is apparently clear that the particular liter  ure that
crafts a role for governance in private investment determinant space is sfill
emerging, thus providing a justification for undertaking this study.
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Sum -45.170 | -40.560 | -63.080 | -37.730 | -50.890 -37.260 | -45.880
Sum 8q. D 0.275 0.226 2.483 0.561 0.394 1.833 0.101
Observations 41 4] 41 41 41 41 41

Source: Comp  :d

Apart from the first moment statistics of the series, the results of other statistics are
also evident from the table. For instance, Jargue-Bera which measures hether
the series are normally distibuted or not, also rejects the null b, otheses of
normality f  all the variables in terms of their distribution.

Kurtosis measures the peakedness or flatness of the distribution of the series. The
statistics also concur with the fact that alt the variables as being normally
distributed. Lastly, skewness is a measure of asymmetry of the distribution of the
series around the mean. The sta lic for skewness shows that ali the variables
except for CORR, PS and o composite governance indicator are negatively
skewed, implying that these distributions h e long left te....

As is the convention in contemporary time series investigations, fo side step
spuriousness the regression estimates we initially employ the well ..nown
Augmented Dicken Fuller and Philip-perron unit root tests. The tests could not
reject the null hypothesis of unit root in levels for variables like GOV_IND, REQ and
LNPRINV except for ADF (with intercept and trend} which then means that this
hypothesis is rejected in their first differences. Similar situations also occur for
variables like VA, GEF, ROL and CORR in both tests but differ sen intercept and
trend are tested for.

Tabfe.2: Unit Root Test Results

Yariable Intercept without Trend Intercept with Trend Remarks
ADF PP ADF PP
LMPRINY -1.7664 -3.6751** -3.3193* -3.7045** 1{0)
D{LNPRINV) -10.5915**= - - - 1)
LNRGDP -2.3295 -2.0661 -5.437 % -1.8¢__ 1(0)
D{LNRGDP} -5.8298*** -6.1308*** - -6.9165% {1}
LNSAV -0.332% -1.90%95 -1.1459 -2.2764 1{C)
D(LNSAV} -5.0363*** -4.9633%+ -5.281 1%+ -5.3576%** I(1)
INF -3.2066™* -3.1408* -3.1095* -3.05446* 1{0)
D(tNF) - -6.1172 - -11.6084 If1)
OPENX -2.8060* -3.9912** -2.5941 -3.9312** [(0)
D(OPENX) -7.2125 - -9.7475%** - (1)
RINR -1.4749 -1.5703 -1.9278 -2.8063 1{O}
DRl ) -9.9239* -9.8500*** -9.9719%* -10.0025** i{1}
VA -2.8605 -2.9592 -2.8775 -2.9781 O}
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is stil witnessing spate of kilings, wanton destruction of properties, civil
disturbances by the day. /.. the indicators are negative, thus portending their
bad states but are no longer regarded or perceived as such in the Niger
context; more specifically that comuption has been receptively institutionalized. in
Model 8 where each of the indicator is tfreated as independent, on PSS and ROL
are statistically significant but at different conventional levels. COR is control of
comruption and not corruption index, thus it is expected to € 1t positive impact
on investment, however fhese variables are not statistically significant, thus, no
basis for the analysis; it is o1 .., political stability measure that is significant.

In addition, the models pass all diagnostic tests for non-normality of eror term,
white heteroskedasticity, autoregressive conditional heteroskedasticity, model

specification and se

| correlation,

Table.5: Dependent variable: LNPRINV- Long Run Estimates of Governance and
Private Domestic Investmel  Determinants

{ARDL(1,1.1,0,1,1,1,0,1,1,0,1) selected based on AIC

Independent Model Model Model Model Model Model Model Model
Variables 1 2 3 4 5 é 7 8
Constant 18.287 -3.653 23.043 14.559 10.765 17.170 -12.185 -9.948
{3.019}** [ {-0.734) {2.665)* (1.844)* {1.1465) (1.864)* (-1.064) {-0.957)
LNRGDP -1.415 -0.793 -1.824 -1.810 -1.796 -1.861 -1.794 -0.804
{-1.620) {-1.390) (-2.135)** | (-2.095)* | {-2.100)* | (-2.147)** | (-2.327)** | (-1.376)
LNSAYV 0.819 0.325 0.992 1.025 1.032 1.005 1.057 0.320
{1901} {1.114} {2.318}** (2.367}* {2.409)** (2.259)* (2.733)** {1.075)
OPEM 0.146 ?4 0.176 0.174 Q171 0.180 0.164 0.090
(3074)% | (3133} | {4.109)** | (3.928}** | {3.940)* | (4.141)*** | (4.209)=* | (2.771)**
RINR -0.245 -0.050 -0.286 -0.301 -0.303 -0.293 -0.293 -0.033
{-1.963)* {0.570) {(-2.296)** | (-2.380)** | {-2.428)** | (-2.219)}** | (-2.608)** | {-0.366]
INF 0.069 0.035 0.074 0076 0.075 0.074 0.070 0.029
{2017 [1.502) {2.135)* [2.794)* {2.184)* (2.157)** (2.225)** “'27”_.
VA 4.081 -2.4
11.654) - 8)
PS -10.105 -11.055
(- -
7.069)** 6.561)**
GEF 5963 2.348
(0.936} (0.447)
REQ -2.522 3.331
(-0.587) (0.644)
ROL -4.835 -11.566
(-0.967} (1.800)*
CORR -0.208 5619
{-0.034) {0.816}
GOV_IND -25.805
(2.961)*
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of SAV also fail to conform to the hypothesized signs thus disproving the
theoretical economic postulations. The discernabte implications are that in the
short term savings or investment funds are not usually channelled towards

promoting private domestic investment as one would expect. . .ternal

2ly,

anecdotal evidences have shown that such funds are usually diverted into other
non-productive activities.

Table. é: Error Correction Representation for ARDL Model P
Investment Equatiens

ite Domestic

'"T::;:fe"' Model1 | Model2 | Model3 | Modeld | Model5 | Models | Model?
Constant 06915 0.6906 09110 07448 06115 0337 10 9
(0.8325) | [1.0840] (08773) | (0.7560) | (0.5681) | (0.3139) | (-0.4018)
DL RNV | 03320 | -0.0809 05105 | 0.4080 04137 04587 | -0.5298
-1 (-1.7848)* | (-0.4216) | (- (-2.0894)* | (-2.1226} | (- (-2.8464]*
2.5118)* 2.3430)%
D(INRGDP) | -0.4843 | 0.0575 05889 | 07104 | 07193 09193 | -0.6524
(0.4108) | (0.0582) (0.4364] | (0.5114) | (0.5177) | (0.6723) | (-0.5390)
D(LNRGDP | -13288 | 05839 2915 | -1.3407 74315 15777 | -20613
(1) (09481) | (063681 | (09611) | (09379) | (-09998) | (-1.1238) | (-1.6527)
D(LNSAY) 0647 | -07903 31970 | 08290 | 04177 13263 18579
(-0.5012) | (0.4714) | (-1.1842) | 1-03198) | (-0.1545) | (0.4433) | (0.7930)
D(INSAV(-1) | 05841 | -1.6296 09920 09610 | 0.7661 09488 | 1.3047
(03973) | (0.8885) | (0.2752) | 103270} | (-0.2259) | (0.27¢ . | (0.5016)
D(OPENX) | 0.0950 00735 0.0964 0.1074 0.1043 0.1031 0.0403
(25623 | (1.8662)* | (19103 | (2.3411) | (2.1696) | (23776 | (1.4573)
D(OPENX(-1} | 0.0842 0.0432 00718 0.0867 0.0908 01108 | 01318
(2.1066)** | {1.3815) (1.6373) | n1.8185p | (1.803¢) | (2.3998)* | (2.7789)*
D(RINR) 00650 | -0.0632 00267 | 0.0908 -0.0848 00753 | 00103
(0.4530) | {0.5624) | (0.1562) | (0.5489) | (0.4804) | (04595 | o713
DRINR(-1) | 0.0446 00432 00008 | 00327 -0.0304 00588 | 0.0435
0.3092) | (03587) | (00050) | (0.1907) | (0.1672) | (0.3515) | (0.2838)
D(INF) 0.0381 20,0064 00233 0.0238 00208 0.0241 00116
(12940) | (0.2735) | (0.6940) | (0.6928] | (0.5944) | (0.7223) | (0.3916)
DUNF(-1) 0.0533 00326 00797 0.0878 00674 00885 | 00721
(1004 | (1.1333) (2.1924)* | (2.3825)* | 12.2259)*** | (2.5000)** | (2.1882)**
D ) 410r4
(-1.4248)
DIVA(-1) ~5.0955
(-1.8080]*
D{PS) 74098
(.
43296
DIPS(-1) 29912
(0.8073)
DGt 170153
(1.5612)













116 Central Bank of Nigeria Economic and Financial Revie March 2013

References

Acosta, P., and Loza., A. {2005). "Short and Long Run Determinants of Private
investment in Argentina,” Journal of Applied Ecor mics, >l VI, No. 2,
389-406.

Ajide KB and O. Lawanson (2012). ""Modelling the Long Run Determinants of
Domestic Private Investment in Nigeria''. Asian Social Science, Vol.8,
No.13 .2012.

Akanbi,0.A.(2010}, "'Role of Governance in Explaining Domestic Investment in
Nigeria''. University of Pretoria, Working Paper Number 1468.

Akpaly, W., (2002}): “Modelling Pr ate Investment in Ghana: An Empiric | Time
Series Econometrics Investigation (1970-1994).," The Oguaa Journal of
Social Sciences, Vol. 4, Faculty of Social Science University of Cape
Coast,

Altomon . {2000). ""Economic determinants and institutional framework: FD
economies in frc sition™. Transnational corporation, Vol.%, No.2, pp.75-
106.

Asar : Y. [2000]). “Determinants of Private Investment Behaviour,” AERC
Research Paper No. 100, Nairobi: AERC.

Aysan, Ahmet Faruk, Mustapha Kamel Nabli and Marie-Ange Véganzonés—
Varcudakis (unpublished) "Governance Institutions and  Private
Investment: An Application to the Middle East and North Africa'’.

Aysan, Ahmet Faruk, Zeynep Ersoy and Marie-Ange Véganzonés-Varoudakis
{unpublished] "“What Types of Perceived Governance Indicators Matter
the Most for Private Investment in Middle East and North Africa in Middle
East and North Africa”

Bayraktar, N. and Fofack,H. (2007). *'Specification of investment functions in Sub-
Saharan Africa.”” World Bank Policy Research Working Paper, No.4171.

Berndt, E. {1990). The practice of econometrics; Classic and contempora  MIT.
Reading, Massachusetts.

Bevan, A., and S. Estrin, {2000). ''The Determinants Of Foreign Direct Investment in
Transition Economies'’. Centre for new and emerging markets, discussion
paper, No.?, London Business School, London.

Busari, D. T and P.C. Omoke (2008). ‘'Private Investment Behe r and Trade
Policy Practice in Nigeria''. AERC Research Paper 177.

Chirinko, R.S. {1993). ''Business Fixed Investment Spending: Modelling Strategy.
Empirical Results, and Policy Implications'’. Journal of Economic Literature.
Vol. 31. pp1875-1911.

Dailami, M. and M. Walton (1992). "F ate Investment, Government Policy and
Foreign Capital: A Study of the Zimbabwean  >erience.” in A. Chhibber,






118 Central Bank of Nigeria Economic and Financial Review March 20 .3

Khan, M. A.; Qayyum, A. and Sheikh, S. A. {2005). Financial Di  zlopment and
Economic Growth: The Case of Pgkistan. ...e Pakistan Developmer
Re...w.44,4819-837.

Lesotlho, P.{2006), An Investigation Of The Determinants of Private Investment:
The Case Of Bot ana. Being A mini-thesis submitted in partial fuffilment
of the requirements for the degree of Masters (Structured) in Economics,
University of the Western Cape.

Luintel, KB and Mavrotas, G. (2005), "“Examining Private Investment
Heterogeneily''. Discussion Paper No 2005/11 for .. ord Institute For
Development Economic Research (WIDER).

Mck 1on, RI.{1973). oney and Capital in Economic Development.
Washington DC: The Brookings Institution.

Mody. A. and Srinivasan K. (1998}, 'Japanese and U.S Firms as Foreign Investors:
Do They March To The Same Tune? Canadian Journai of Economics,
Vol.31, No.4, pp.778-800.

Narayan, Paresh K..[{2004). Reformulating Critical Values for the Bounds F-statistics
Approach to Cointegration: An Application to the Tourism Demand
Model for Fiji, Department of Economics, Discussion Papers, No. 02/04,
University of Monash,

Ndikumana, L. {2000). *'Financial Determinants Of Domestic Investment in Sub-
Saharan Africa: E  lence from Panel Data’'.. word Development, VoI.28,
No.2, pp.381-400.

Ngov.P.[(2008). '* Govermnance, Foreign Direct Investment and Economic
Growth''forum of International De  :lopment Studies, 36 (March, 2008),pp
255-78.

OECD {2001a). Government of the Future, OECD, Paris.

QOshikoy T, (1994}, " acroeconomic Determinants of Domestic Private

Investment in Africa; an Empirical Analysis''. Economic Development and
Cultural Change, 42 (3}, 573-95.

Quattara, B., {2005}: “Modelling the Long Run Determinants of Private Investment
in Senegal," CREDIT Research Paper, Centire for Research in Economic
Development and International Trade, University of Nottingham, No. 04,

Pesaran, M.H. and Y. Shin, {1996}, Cointegration and speed of convergence to
equilibrium, Journal of Econometrics 71, 117-43.

Pesaran, M. H. and Shin,Y {1999). An Autoregressive Distributed-Lag lodeling
Approach to Cointegration Analysis, in Econometrics and Economic
Theory in the 20th Century: The Ragnar Frisch Centennial Symposium,
Steinar Strom (ed), Cambridge University Press, New York, 1998, pp 371-
413.






	The Role of Governance on Private Investment in Nigeria: A Preliminary Analysis
	Recommended Citation

	tmp.1620177123.pdf.LR4Ka

